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PREFACE

i t. became nltlarent months ago that it revision of the revenmie iaiwo
would be we('ssarv during the present session of Congress. A detailed

naly,'sis of tle fiscal con ition of the Government, and it recommenla..
tion as to increased tax rates on individual and corporation incomes
and onl estates, and Ialso the imIpositionl of smidry excise and iniscel-
liineous taxes, were presented to Congress In the annual report of the
Secretarv of tihe Treasury.

In co'l temphl t ion of th, necessary revision, tile Wavs and Meanus
Connttte t of the lHouse of Representatives held hearings beginimn
'1TnUar1' 1:, 1932, Inld concluding A ril 4. That committee framed
It proj) OslP l Wiih , wts introtluced tand reported to the luse of lIep-
resentatives on N1arch0 8. After a lengthy debate on the neasure
tile bill was passed by the House, with amendment, on April I and
came to the Senate on April 4. It, wa( immediately referred to the
Conllnittee oi Finance.

A ineetinlg was called by the chairman for April 6, and public hear--
ings were held pursuant to the following notice )luthlorized by the
commit tee:

NOTICE OF REVENUE HIEARIN S

(If. 1l; 10236)

In connection with the revenue bill of 1932, which has recently passed the
House of Reprsent tit vs and which has for its purpose the equalization of taxes
and the providing of additional revenue through Increased and additional taxes
the Senate Committee on Finance ammufces to all concerned that it will hold
public hearings at Washington, 1). C., beginning April 0, 1932, at 10 o'clock a. m.

A tentative schedule of jivarings has been arranged as follows:
General statements-

Wednesday and Thursday, April 0 and 7.
Income-tax rates--

Mond:iy, April 11.
Income-tax, general and supplemental provisions-

Tuesday, April 12, 10 a. m. to 12 noon.
Estate anfd gift taxes-

Tuesday, April 12, 2 p. in. to 4 ). in.
Sales tax-

Wednesday, April 13.
Postal rates-

Thursday, April 14.
Miscellaneous taxes-

Friday, April 15; Monday, Tuesday, Wednesday, Thursday, April 18 to
21, Inclusive.

Administrative and general provisions-
FrIday, April 22.

Ifearings w ilI be conducted in the hearing room of the committee, rumn 312
Senate Oficv Building, Wasahington, 1). C. Sessions will begin at 10 o'clock
a, in. and 2 o'clock p. In. unless otherwise ordered by the committee.

Persons desiring to be heard should apply to the clerk of the comn'nitte at
least one day )rior to the date of the hearings on the subject concerned, in orderto bet. assign' time oni the calendar for tht hday. In making such application,
the following information should be given- Name; business address; temporary
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ad dress in \Washii t ot ; Im)l~u1ss or octUtiatiotu; t erson, firi n, 'i rpeiraputill,
or association n-r!,solted; subjee.t incernlfig 'k hlich tvstill1ly %k ill be given;
ii 111,e tof the He tiotli oif tiet( reveoIme hill, or 0uwlllier 4f thie seetii iif tthe revei e
Tt,'t 4f 19t2S, orot hr act to which it relates, if any; and the millkoult of timeuc desired,

In order toP auvi id (ijlictim of arguments or suiggetstis ws, it is retsimusted
that perst.ons iavingT the sui Iew irodcldes to presmett agree tipo oei ril m itmierseitat ive
to preselt their vivws. So, fur im Iraet ivaluh, the commIlittee kvill s,40k to rec.,aguize
A ittisses % ho arc e iailifietd to give first-huiid Itiformuatin.

ilniefs may he st imitted itii of or to aiugmntt oiral testtiov k10 it~I if sitch
papers are printed wli bosuth sides of the sh et, two copies 1ttust iXI 'filed with the
clerk for printing iii the record.

In acco rds nce with the foregoing no tice, hearings were commenced
April a mnd concluded April 21, one d(ty in advance of the schedule,
(luring which time 201) witnesses were heard. Stenographic reports
were taken of all testimony presented to the committee.

The testimony presented, together with the briefs and other ex-
hibits submitted, is grouped together as far as lractictd in the
numerial order of the House bill. This necessitated the abandon-
ment of the se'quen e of statements and the order of appearance.

A general index, both as to witnesses and subjects, has been pro-
pared and appended hereto, ISAAC M . STh WART, (,lrk.

I m
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WZDN28DAY, 1RL 6, 1932

UNI'rD STATES* SE 1.NATE,
( OMMITTEIl, ON 1'INANFI,

W0,4tzsigth, 1), c'.

The committee met,, pursuanlt to call, tt 10 ,o'clock i. in., in, rom,,312, Senatte ()flice lihlding, Scenator Reed Smoot presiding.
Present: Sknators Smnoot (chainan), Reed, Shortridgre, (ClIze'ts,

Ke vs, Ia Folle te, Thoneas of Idah,, .Jones, Ilarrison, King, (l;erge,
Wilsh of Massachusetts, Connally, (lore, ald 1111ll.

The (CI^RMAN. 1Th1 committee will come to order. The com-
iiiit.tee has met to open hearings on the tax bill, Ii. I. 14)2361. The
first witness is the Secretary of the Treasury' The ('o1innittee would
like to have Secretary Mill4 present to us whatever stateiieit he has.
ill relation to the bill now pending before the committee.

GENERAL STATEMENTS
STATEMENT OF HON. OGDEN L. MILLS, SECRETARY OF THE

TREASURY

Sv(.retarv NImi.s. !Mr. ('hirmn and gentleilln of the c('olinittee.
I have divided this statement in two parts: ()ne, general in char-
11t,,r, and th t tier dealing with individual items, I Slhoul very
11u1h appreciate it, if the committee Nold permit ne to eonmplet-e

the general st1at ement without interrultil, mind after thialt I will b e
glad, of course, to answer any question a.to tie ij ndivial it('nis.

The revenue for the fiscal' year 19.32-33 under existing laws, it i1
estiniatod, will tu1illit to $2,375,000,000. lxpenditures, likewise
under ,xisti lws, are (stinated tit .$4,113,000,00. As far 1s the
expenditure figures are icnmcermrwl these nre the filures gil~ltitt(.cl in
th( anlnltll budget message. 'I'llt reven ie figures represent tihe rev-
emues as eatiliifated by the T reasurv for tile Wavs nd Mieans ( om-
imit tie. Thlus thle prospective deficit 11i1iillytts to; $1,738 0,)0,000. if
we exClude sinking fun(d reqimrements, tle almionlit needed to balance
the budget in the sense that current expemidit r es will be covered ibv
adequtiate receipts, and that there will be no iiwrense in the public '
debt, is $1,241,000,000. This nlt le obt aiied through d(eCretisw'I
ex)endittires and increased taxes.

The Treasur',s pOsition iS titte bud et x1I nst ine illiced i
the selise abovv described. There 1s it ll4'1tt li1v preseimlglIt to tlis
('mn1tilittee the c0!pelting and unltllnswe6rai lllrgtllmelit Ill iavor (if
a blalanved budget. It is essential ito preserve t1imlpail-ed the credit
()f the United Statts (1overnien t. ring that eredlit into (l lcstioi
and our difliculties of to-day, great as they are, becomine infinitely
greater and recovery from thev lu.siness depression will be indefinitlkl
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postponed. The House has declared its determination to balancee
the budget. I am confident the Treasury Department will halve the
support and cooperation of the Senate in maintaining the fllnaces of
our governmentt on it somid basis.

The House proposes to balance the budget by raising according to
our estimates, about $1,030,000,000 in additional revenue and by
reducing exp(ittires by $200,000,000, in addition to those reductions
already provided for in the annual Budget submitted to the Congres
i I)ecember. The Treasury Department urges the necessity of
reducing expenditures. When asked to assume an enormously Leavy
tax burden the people are entitled to have the cost of Government
reduced to it iimmum anid every expenditure not essential to the
proper functioning of Government eliminated. I need not point out
to this committee that to accompllish any such reduction mis
$200,00o,00 in expen(litures will require amendments to existing
law relieving the departments and indepen(lent establishments of
obligations now existing. This is one of the essential tasks which
confronts the executive and legislative branches of the Government.
It is a fundamental and indisp~ensabhl clement in our program. Tihe
more you examine the' dilli culties of raising adequate revenue, the
more you will appreciate the compelling necessity of addressing your-
selvv r a4 well to the task of reducing the cost of government.

The causes which have led tip to our present critical situation are
well known to you. Our expenses in the fiscal year 19:33, including
sinking fund requiremenL, are estilatedf at $4,1 13,000,0 as comn-
pare(l with $3,994,000,000 in 1930, whereas under existing law our
revenues in the next fiscal year are estimate(l as $2,375,000,000, as
compared with $4,178,000,000 in 1930. It is apparent that our
budgetary )roblen arises from a collapse in our revenue collections
due to the business depression acting directly on a tax system par-
ticularly sensitive to business fluctuations.

It is no esy task to raise a billion dollars in additional taxes, or an
amount which exceeds half the revenue provided for under existing
statutes. If we except the estate tax, broadly speaking, there are
only three ways in which money can be raised by the Federal Govern-
ment through taxation: First, by a tax on income; secondly, by a tax on
outgo; or, third, by a combination of the two. The income tax is in
many respects an ideal tax. Advantages of this tax are as follows:
It is direct and uncovcealed so that each man knows what Government
is costing him. It can be made to yield a very large revenue even in
very l)a(l times if applied on a broad base. It only reaches those who
have ability to pay and through a progressive rate compels those
best atle to contribute to pay relatively most.

I)isadvantages tire: As a practical matter it is very diilicult to
impose on all citizenss having taxlaying ability. Being direct it is
felt,, and being felt it is unpopular. Consequently, the tendency is to
impose it, on fewer and fewer taxpayers. 'This enorniously limits its
usefulness as a money raiser and weakens its fundamental fairness. It
involves trouble to the taxpayer and administrative difficulties to the
Government. It is neither easy, unnoticed nor ptinlCss. Therefore,
in practice we limit its application mid even in ordinary times look
elsewhere for additional reveme.

1*11(hcr the incomie-tx system developed in this country high exemnl-
tions relieve people of small and moderate means from contributing
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to tile support of the Federal Government in the form of income taxa-
tion. Because of the great volume of tax-exempt securities, which, as
long as 10 years ago, the Treasury urged Congress to do away with
through a constitutional amendment, the application of the income tax
to the large income derived from inherited or accumulated wealth is
necessarily limited, The result is that our income tax of necessity
rests essentially on the active American business man and on the
successful professional classes.

In times of active busin ess when their capital is fruitfully employed
and profits are large the ( government collects from then considerable
revenue, When industry and commerce go flat, capital ceases to
work, and profits disappear, their income likewise vanishes and so
(1o our taxes. That is why the income tax is appllied to individuals
has failed us in this emergency. The large profits and the big in-
comes have inlited away. Taxes on incomes of $100,000 and over
fell off by (6 per cent trout 1928 to 1930, and have fallen off to a
great extent, since then.

I think the figures indicate that the taxable net income of those
having $100,000 and more amounted to approximitatehy $4,500,000,000
in 1928, and it, is estimated will amount to but $550,000,000 in 1931.

Senator (mou:. State that again, Mr. Secretary.
Secretary MILLS. I am talking now from n1iiioY, and not reading

fromn the statement. My recollection is that our figures show that
net in('ones of $100,000 and over amounted in 1928 to $4,500,000,000,
and that our Treasury estimates indicate that in the calendar year
1931 they amounted to but $550,000,000.

Mien talk of doubling or tripling the rates on the very large incomes.
Th'io.se t itt remain would p )robably seek isles of satety. ' But that
isn't~ the point. Raising the rates on the larger incomes does not
solve our )roblem. Ihey are no longer there. There is no nourish-
ment in the hole in a doughnut.

What I wish to bring home to you very definitely is that if we turn
to the income tax as a means of furnishing in large measure the addi-
tional revenue required, we can not think of the problem in terms of
simply raising the rates on those who already pay income taxes, To
raise greatly increased revenue through income taxation we must be
prepared to lower the exemptions to as low a point probably as Eng-
land does, and to impose a substantial normal tax on all taxpayers,
even in the lower brackets.

The British normal rate I think is 25 per cent, with a very low
exemption. Our lowest normal rate is 2 per cent, with a compara-
tively high exemption even in the proposed revenue bill.

While recommending some broadening of the base, the Treasury
Department has not advocated such a course. In spite of its theo-
retical advantages there are very cogent arguments which may be
urged against it. For a long period of years we have relied on a
limited rather than a general income tax. We have become accus-
tomed to high exeml)tions and very tow rates on the smaller taxable
incomes. That is our fixed concelption of an income tax, and it is
very difficult as a )ra, ical matter to change fixed conceptions of this
character. Moreeer, it must not be forgotten that the real burden
of taxation in this country is (tue for the most part to local and State
taxes, and they are borne, generally speaking, by people of small and
moderate nieimns.
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There is a very real justification, therefore, for hesitation when it
comes to the adoption of a Federal income tax which would really
reach the lower incomes. But, having reached that conclusion, the
next conclusion becomes inevitable, and that is that we must look
elsewhere and to other forms of taxation in order to fill the greater
portion of the gap that has developed in our revenues. To impose
the full weight of the additional taxes on the present income tax-
paying class would make their burden almost unbearable and would
so penalize the capital actually employed in business as to seriously
affect the general economy of the Nation.

In its study of the problem the Treasury Department early realized
that it was necessary to look elsewhere than to the income tax for
the necemary revenue. We recommended, to be sure, a broadening
of the income tax base by a reduction of the exemptions and an
increase in the surtax rates to the level of the 1924 act, which meant
practically a doubling of the rates in the upper brackets, as a means
not only of obtaining such additional revenues as these measures
would yield, moderate though the amounts are, but because we
recognized that it ever there were a time when the doctrine of ability
to pay should apply, it is now. In searching for additional sources
of revenue, we canvassed the entire fleid.

We considered a general sales or turnover tax, and rejected it
because of administrative difficulties and because we considered it
unsound in principle.

We considered the manufacturers' sales tax as exemplified by the
Canadian law. And I want to make a very sharp distinction between
a manufacturers' sales tax and a general sales or turnover, tax. They
are something totally different, from the administrative standpoint,
from the standpoint of pyramiding, and from the standpoint in many
cases of incidence. In the recent debates which took place in the
House, a general sales tax was frequently confused with the inanu-
facturers' sales tax reported by the Ways and Means Committee, and
on more than one occasion the Treasury's opposition to a general sales
tax was quoted in opposition to the Canadian manufacturers' tax
system. This was absolutely unwarranted.

We gave very serious consideration indeed to the Canadian manu-
facturers' sales tax. Doctor Adams and Mr. Alvord made a special
trip to Canada at our request to make a study on the ground and to
give the Treasury a report as to the workings of this tax and the bene-
fit of their advice. We did not recommend it because we concluded
that there exist in this country administrative difficulties that migbt
be hard to overcome, and because on the whole we felt it was safer
to travel along known roads rather than to venture into untried paths.

We decided to recommend instead a series of selective excise taxes,
applied to subjects which, generally speaking, had a broad base;
which would yield in each case a very considerable revenue; involve
no administrative difficulties; were not open to evasion; and would
not affect the competitive position of the subjects taxed. The articles
or services selected were, therefore, picked for very definite reasons.
They may be summarized as follows: Ease in administration; large
revenue yield; lack of effect on thp competitive position of the in-
dustry' and the fact that the purchase of the article or service would,
generally speaking, indicate tax-paying ability.
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The Treasury program, which I am sublmitting herewith in de.
tailed form in Schedule A, comprised, generally speaking, a progres-
sive income tax at increased ntes; it progressive estate tax at in-
creased rates: a series of selective excise taxes, following in the main
the lines of the 1921 and 1924 acts; and increased rates on postage
adequate to put the Post Office Department on a self-sustaining
basis.

rhe Ways and Means Coinsatto reported a bill in which the
incoine tax rates were increased substantially along the lines of the
Treasury recommendations; the estate-tax rates were sharply in.
creased over the recotimnendittions of the Treasury; a gift tax wa'
included; generally speaking, in lieu of the series of excise taxes
recontendled by, the Treasury, while sonie wore retained, a mnanu-
facturers' sides t4x, based on the Canadian model though more coin-
prehensive in character nd at a lower rate, was sustituted. An
increase in postal rates was not recommended.

The details of the Ways and Means Committee bill and the reve.
nue yield under each head appear in Schedule B, hereto attached.

The Treasury stated that while the recommendations of the com-
mittee did not conform to those originally made by the Treasury,
nevertheless the Ways and Means Committee bill was acceptable to
the Treasury.

The bill now before you lowers the income-tax exemptions from
$3,500 to $2,500 for married couples, and from $1,500 to $1,000 for
single individuals; it increases the normal-tax rates to 2 per cent, 4
per cent, and 7 per cent; does away with the exemption of dividends
from the normal tax; and sharply increases surtaxes, particularly
those applicable to the tipper brackets; it provides for much higher
estate-tax rates than have ever existed in this country, even in war
time, and supplements them with a gift tax at correspondingly higher
rates; it raises the corporation income-tax rate from 12 per cent to
13% per cent, and for corporations filing consolidated returns to 15
per ~ent; it provides for a very groat number of manufacturers' excise
taxes, which, generally speaking, seem to be directed at what might
be described as luxuries, though I am a little at a loss to know why
soap and toothpaste should be included in this category; It imposes
two now tariff duties; and provides increased postal charges calcu-
lated to yield appro :imately $165,000 000.

The detailed schedules are presented in Table C, hereto attached.
The great merit of the House bill is that it raises $1,030,000,000 of

new revenue, and that from the standpoint of the Treasury, is a most
vital consideration. It is, however, susceptible to improvement in a
number of important respects. I should like to mention the more
important features which we think subject to criticism and submit
a a pett of this report a more detailed analysis of the principal
sections of the bill.

I believe that the corporation income tax rate is too high; that there
is no justification for compelling corporations to pay for the privilege
of Wiing income tax returns in accordance with thei usual method of
doing business and keeping their books; that the concealed double
taxation involved in discontinuing the exemption of dividends fromnormal tax is unsound reultn as it does in dscrimition gait
the corporate form of doig business for smaller corporation a
compared with partnerships; that completely doig 'away .te



AIRVENVIN AUIT OF'1 I 113

net loss provision is hard to justify in times like these; that the stock
transfer tax is excessive under existing conditions; and that the
estate tax rates are altogether too high.

It must not be forgotten that the bill already provides for a sharp
increase in normal and surtax rates; that losses on the sales of stocks
and bonds tire to b limited to any gains which hap pen to be derived
from sales of securities in the same year; that the Treasury Depart-
ment and the Ways and Means Committee were ready t4) limit the
net loss carry-over provision to one year, anti that very, heavy taxes
indeed were proposed in the Ways and Means Committee bill on
the issuance and transfer of securities.

The cumulative effect of all these provisions is very great. They
tend to converge the full weight of each of thein sepaately upon
capital actively employed in business, and to discourage the normal
flow of capital into industry and conunerce at a time when business
men are hesitant ani industry stagnant. Their combined restrictive
effect magnified by the deadening influence of the depression will in
my udgment tend to retard business recovery.

What we want to accomplish above all else at the present time is to
break down the vicious circle of deflation of credit, industrial stagna-
tion, falling prices and loss of purchasing power. To put men to work
capital must go to work. Credit nust be sought and freely offered.
But capital niust see some chance of profit to compensate for th risk.
Business men will not borrow and banks will not lend unless the enter-
prise offers some fair chance of a reasonable return.

Yet the particular provisions to which I refer, and which were
written into the House bill at the very last minute, certainly without
mature consideration, have a very definite inhibiting effect. On the
one hand at a period when looses are only too real and too common
they would deny to business the right which it now enjoys to carry
over the losses from this, a very bad year, to next year, which it is
hoped will be a better one; and on the other hand, the tax on any
possible profits is very greatly increased. To illustrate; Take the
case of a corporation that sustains a loss of $200,000 this year and
makes a profit of say $100,000 next year. Its operations over a
24-month period show a loss of $100,000. Yet under this bill it will
be taxedat higher rates on the $100,000 of earnings next year, and at
still higher rates when it distributes those earnings, while no recogni-
tion whatsoever is to be given to the $200,000 loss sustained during
this calendar year.

The corporation income tax is to be increased in some cases to 13%
per cent and in others to 15 per cent, and on tol) of this distributed
profits are to bear an additional tax of 7 per cent, making in the one
case a tax of 20% per cent and in the other 22 per cent, as compared
with 12 per cent to-day. This is apart from the fact that the stock-
holder in any event is to pay increased surtaxes.

For the purpose of illustration, consider the case of the railroads.
Their bonds are largely held by the great insurance companies, savings
banks, and other fiduciary institutions, or, in other words, the savings
of the American people are invested in them to ak very great extent.
These bonds, as we all know, are much depreciated in value. A
diminished earning power is of course largely responsible, though fixed
charges are for the most part being earned. But the serious part of
the situation is that the equities b.ck of these bonds are gradually
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being eaten way. With the heavy taxes 01ro 1sd on ft oilrtie p(s.iblo
railroad earning' and on railroad (ividends, c mpled with the iilhubi-
tioln (mil (trrying over losses fromt one year to another, the lt torition
of equity values esentital to the restoration of the high standing of
the underlying securities and of the ability of the railrolils 14 obtain
essentid capitatlh becomes increasingly diictult,

In this colnection it should not be forgotten that i norunl tithes
railroads spwntl annually anywhere from $6001,00,00() to $N(0,0()0,O00
for 'apitl iuiprovemn iets, giving eill elO,¢int dirotlye to, illulnthousands of men in making their capital improveuwnts and inda-
recly to nny thousands of others through the orders they plhi"..
These funds Ilust be obtained froml investors through the security
markets. But what reason is there to believe that the vajpittal needed
by these railroads for these capital investments will flow freely into
railroad securities when with the railroad industry ptostrate and fILt
on its back the Congress of the United States selects this pIrtiilar
Jioment t4 ilnmpose these punitive business taxes?

I do not want the committee to understand that my criticism is
directed to the bill as a whole, There are, however, ab I have pointed
out, certain very serious defects. These relate to provisions for the
most part written in the bill in the last 48 hours, some of which lad
earlier in the year been definitely turned down by the Ways and
Means Conimittee and on soic of which no hearings whatsoever
were held. Those are the provisions to which I direct your pIrti-
cular attention with an expression of hI)pe that this committee, after
mature considertion, will find it possible either to eliminate them
entirely or to mo(lify them so as to make themi sound from a tax
standpoint.

I wish now, Mr. Chairman, to turn to the analysis of sone of the
more important provisions of the bill, a discussion of which I hope
may prove helpful to this committee. And 1 shall I'e ready, I may
say, Irom now on to answer any questions that tiny mieiiier of the
coinnittee cares to ask.

Senator K1IN,. By that you mean that you have indicated l hert, to-
fore the objections to the bill?

Secretary MILLS. (Generally speaking. I now want to take lij) the
individual sections,

Senator KIus. hni t way they compnirise first the thought that the
taxes upon corporations are too high; that the inheritance and gift
taxes are rather tNo large, and the same with regard to sonie of the
higher brackets?

Secretary MILLS. Not so much a question of the taxes being too
high. After all we were willing to go to 13 per cent on corporations,
and it c(an be argued that there is not any great difference between
13 and 13%. 1 hesitated to recommende( 13. I am very sure that
13% is going a )it too far. But what I am objecting to is the doubl
taxation involved in taking away the exemnption from the normal tax
on dividends, which is a concealed form of double taxation. I am
objecting to the net loss provisions. If y'ou want to tax people put
your rates on the actual income which they receive, but (1o not tax
losses. Do not tax the income which they have not got. Those are
the kind of errors that have crept into this bill-hidden double
taxation.
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Senator WALSI of MRasausetts. Just what do you mnean by your
statement that distributed profits tire to bear tin additional tax of 7
,per cent?

Secretary MN1ims. I mean that now the corporation pays a normal
tax of 12 per cent on all of its earllningt, a tiup to the present time,
ever since we havo had an income tax law, beginning in 1913, it wasfelt that since the corIoration hdl paid the normal rate on earnings
the normal rate should not be applied again when the divi(lendis were
distributed.

Senator AVAL8,1 of Ma sRahusetts, This is for the first time that
this is done.

Secretary MmLLs, Now for th first time since 1913 the House has
done away with that historic conception and h~as decided to tax not
oily the profits of the corporation but to apply the normal tax a
s,.Onl(1 time when the dividends are distributed. You understand, of
(ourse, that the (ividends were always subject to surtaxes. But they
Were llot subject to normal taxes because the normal taxes had at-
ready been paid by the corporation. And that puts the small corpora.
tion at a very serious disadvantage with the large corporation. If
yo 1 anid T, Senator, are in partnershi) and run a comparatively small
briuniess, or even a large business, and if we incorporate lender this Ibill
we will first pay 13 .per cent on our profits, and then when we dis-
trillte those profits In the form of dividends to ourselves we p):y
another 7 per cent. If we were a partnership we would only pay the
individual normal rates, the highest of which as proposed is 7 per
cent, ,11 those profits.

Senator WALs of 'assachusetts. I take it you have considered
this o ne of the grievous injustices in the bill?

Se~'ietary MWILrS. I think it is a very serious injustice. And, as I
tried to p int out in this general statement, if you take any one of
these provisions standing alone it may be unjust, but we can probably
stand it during a comparatively short period. But it i. tile cumulative
effect of these l)rovisio:is that 1 think makes it worth while for me to
speak of thlem with such emphasis at this tme. You can stand injus-
tice in taxation if it. is for a limited period of time, but you just can not
stand too mneh injustice for evela a limited time.

Senator ILxfthsoN. 'Mr. Secretary, may I ask you it question?
This statement that I hiave been reading and what you have been
saying is if) Criticism of t lie I louse bill and the I louse action?

secretary *M axLs. (. ertain provisions, Senator,
Senator HlARIsoN. Yas, certain provisions. And then youj attach

here the recommendations of the treasury to the House Ways and
Means Comnittee?

Secretary lli'IL LS.Yes, sir,
Senator llAmtsoN. Are you making specific recommendations to

this committee as to how You think tI b,,dget shoulld, be balanced.
anld are thev different from tile rcoinliendationq that you made to the
House Way:s and Means ( 'ommittee?

Secretary M u..s. No, Iut I think this committee would be fully
justifid in keeping a large part of the louse bill, eliminating some
of these faulty provisions, and inasmuch as their elimination would
involve a loss of revenue, turning to the Treasury program to supple-
ment the loss occasioned by the ehinination of some of the unsound
features. That would be iy recommendation,
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Svmiator HARltISON. Then you do (0 ot proposti to reconnend
Sl!Jw il('lly to t lt Finanve Cmtiljittee it Piirtihular program, jiot-
withstanfiinf the actiiov of thu 11lm1!?

Se retry It ias. As 1 sv(4 it tis cimnmii ttee lets three cmrses it
call follow, 1ossihly 1O11010, hut it uvertainlv clnl either tWke tlie
Treasury reommnendatiois, while reoresen t, w'vheti vr YOU agree with
it or itot, a fairly well bilanced tax prograllm. Yt (a11 taite the
Ways and Mealls Conmiittee bill, willch after all wals it c.reftilly
worked (tit rtevenu bill, also well hahtmeed. ()I yot citt take thel imme bill.

The Imio us bill is before you. 1 ay to you tlat there are certtili
featlr-es of this l louse bill the t I think are bal. You isked tie a
very prolpr question, Seitm Hiarrison, if I understai it. You say
if we1 eliminate these lid 1 revisions we will bue short ,,f revenue.
What do you suggest? My suggestion is thlat if you desire to pro-
ceed on the basis f the Iouse bill that after eliminating those bad
l)rOvisions you then mint to, the Treasury recommendations Allid you
calil find excise taxes that will b ample to nmake ulp the revenue.

The CIIAIMAN'. Speaking of the l louse bill, vou luceali tile bill that,
was reported frouii the Wayvs and Mlans ( oll ttee to the Ilouise?

Seretarv MILSJs. No, I me, an the bill tow before the Senate Flinance
(Cmnilmittee, Senatmr.,

Senator IIARsIiON. Woul: the Treasury I Departnent object t (,
furnishin. th, Finance, Commztittee now specititalv a .l'qosIl. to
balance the budget, taking into contsideration the defects in the Hlouse
bill, the Treasury eliminating them, ond then putttng it 111 ll i a pr0-

Osil its you dil to the W\ays and Melans (oinmnittee, to see just 1Io4w

InMlIC revetti\ve we thenl Woull(l get?
SVliato WALSH of MIassac'hu(setts. In other worlds, Seitntor, you

wNuld like to have an opportunity-. I an sure other DJemocralts
join with N you-to have a vote upon at bill drafte(l in everyv detail and
)mrtivular by t le Treasury )epartment, saying that this'is what the
Ireasury Vatnts to balance the budget?

Senator lAISOtsON. Yes.
,walltor WALSht of Massachusetts, Can that not be done, Mr.Se.ret arv.?

Secretary MILLS. Yes. I say to you this uiorning yerfctly
frankly that I prefer the Treasury prograri to the Ilouse bili. If it
was good in )ecember it is still good, and I stand by it. If I had my
choice I should prefer the Treasury program to t he bill now before you.Ij )refer the T treasury program to the Ways and M cans Co I tt
)ill, though I think that was a pretty good ill.

The CIIAIR.IAN. Mr. Mills, can you not take the bill as it comiies to
the Senate and point out or delete the provisions that you think are
really bad legislation?

Secretary MILLS. And suggest substitutes?
The CHITXRtMAN. Yes.
Secretary MILLS. I will be very glad to do that.
The CMAIRMAN. And then suggest legislation that will bring the

same amount of money, or the amount necessary for the balaicingp,
of the Budget?

Secretary MILLS. I will be very glad to (1o that.
The CHAIRMANq. I will ask you to do that.
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ecre~trIv NI tL*', As t niatt1ev d fact., whec you have al oppor-

tillitv toi)i St hi Ins slovillent and the linnexe-4 you will See that all
4f that U1tcrlal is righi here. It, is Simply a questniol of 1)1tling it
to ther,

Sulat~r 011IIIAMSON Wtl(' ave 110t, been able to st idy that yet.
For 1st tMC(', ill Vo11' 11e4101lilde4athiOn to Ole Ways and Means Com-
mitteo the 'ireasur1y recontiended a retroactive tax, The House
has expressed itself very stronglyy on that proposition, So e liminating
the retroactive tax inI V(ollr 1)ro)osal will yol then fumish us, the itels

and the p!'ograiiius which wmul raise sutfiieivnt money'?
Secretary N, It5. I will be very glad to.
Senator VALSi of d Massathusetis. The administration ihs atmdn-

doned the retroaetivo tax, hag it iot?
S&,retay'y Niu$LL We have obandomed the retroactive tax, Senator

Walsh, tihrmugh sheer necessity, because Nllrch 15 ha04 rolled by.
People have made their returns nid paid their taxes, and it iswater
over the dam, I still think tut we were right and that tIhen was 10
reason wlist several why the rates on 1931 incomes sliol(id itot, have
Iee, raised so as t1o hetp tt Budget not only this year but 11ext year.
I thillk we were right, and I think the lu+se was wrong.

Senatr('oNALLY. ) o Yu still favor' the retroactive tax if we cin

pit it iII mW?
SecretryN M.m s. I do not think you can.
Senator ( o NNAL. I know, but t we can do it now, do y ou favor it,?
Secretary N.' ILLs. I d( not, favor it, now after people have made their

tX retillslv and in 9011 Case S plid their full tixes.
Senator ('ONNALIY. Part of them are still payable in oJuly.
S"',reta'y NI 1 LA. I do not favor it now. favored, it prior to

March 15,
Senator CONNALLY, You did favor it?
S 'retary .ILLS. \es,

N-enttor CONNALLY. And now you do nit favor it?
Secretary NM mt,1L. Now I say, however, that it is witer over the dam.
The (HLAIR.MAN. Tbe first paynent has already been made,
SecretllV MI ILS. That is 11 settled.
Senate, C (ONNALLY,. I underTstaiid all that, buit we 4,,uld I)tlt them

on now if the Treasimiry wants the(i.
Secretary MILLS. T1le 'Trealiry does not reconiend them now.
Senator 6 ) NAL ". The Treasury does not recommend them now?
Secretary MILLS. No, the Treasury says to you very frankly that

wO consider that the time has passed.
Senmtor Slo0IiMoiGE. As ia matter of law do you think we could?
S, 11to' CONNALLY, feS; we can tax anything, anywhere, any time.
Senator SMtt'i'itett4i1,..\fter the piamcint hi141 beeni made?
.SP, m0t1 CONNALLY+. WhyV certtailk

Sentor i1't)I'3TIOIGE. rutiler the guise of---
SetmI to' ('ONNAIA,Y. Ulider the Constitution you ('am tax ittiythitig

ou1t of existenlce if -on NVanlt to, sO it iS a (Juestion of being willing, and
if the Treasury wants to have a retroactive tax.

Senator S oII)moE, Yes; I follow votU.
Senator (oNNAIL:Y. Now it is our (itry to consider it, anld I am

trying to ind ( ott if the Treasury now advocates t retroactive tax
0n the 1931 Income.

lj \PNUFl, ACTYl OF 1932
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Screttrv NI Mims. No; the Treiasury believes that the time has
l)assel, Seniuitor (oialily. It is too late.

Senator CoNNALLY. Then tie Treasury has retreated from that
position ?

Secretary IiLLS. Not at all.
Selaltor Snlo)'rltl(a,, 1ou say you Could not fix it now. Why not,

Mr. Secretary?
Secretary MILLS.' lh,.ause I think the time hits passed. This law

Wil not go into efroet ifi all human probability now until six months of
this year have ela)Sed. T he position of people lis now been changed,
They are budgeting for 1932 on the lI)asi. of a fixed schedule of t axes.
It was my co'oitention, Senator Short ridge, when we urged making
the tax retroactive that it, conformed with the )ractice always followed
by the Cmgress \wn we were reducing the rates, and if it was right
iVhcli you were reducing the rates it was just' ais right when you were
lthi, ilg ttlI rate's. I ('o)tten(l that tlh'e average individual ptys the
tax on his 1931 income oit of 1932 incollm. l There are very few
inolividlitls that, during the course of 1931, set up a reserve for taxes
to be paid in 1932, There miay be some very careful and businesslike
gentlemen Ni ho do, But tlie average iman piys his 1931 income tax
out. of his 1932 income. 'Therefore, if ie had known as early as
0]1mmiry thitt, the rates weAre going to be raised no haroiship would have
been inpom-Sd. lit now there is a halrdship, W\hy? Because he
has maide his Nlirch 15 retiin. III soIe etse's le has paid lis entire
tax. 11y tie timaae this bill bveomes law half the year will have passed,
Md lie W'ill have adj usted his 1932 budget on the basis of the old

ratev,4. You do him an injustice if you change now. Our assump.
tion was predicated( on the fact that a revenue, bill would be enacted by
February 1,

Senator (2ONNAJLY. Mr. Chairman, may I ask one other question
on that point? Ir. Secretary, you have served in Congress, and
(lid voU believe when you subitted the retroactive feature that the
tax 6ill would get through b:t h blouses of Congress and be signed by
the president by the I 5th of March?

Secretary Miams. No; but-
Senator'( ON'NALLY. 'Thn why did yoti r(eonm,.1(l the retroactive

feature?
Se.retar i1 MILLs. I thought if the suggestion was well received by

the Ways ind Nl(an-4 Cilniitte that it, was perfectly pOSsible to put
a joint resolution through covering income tax rates, and that is what
we were prepared to suggest. We knew very well that you could not
get it conipliated tax 1ill through by the 15th of March, but if tie
Ways and Means Committee ha1d said, "We favor the retroactive
tax," we would have said at once, "All right, segregate that from your
ge neral tax bill, pult, a joint resolution through making the 1924 rates
applicable to 1931 income,'' nd that could have been put through
both llouses in 10 days (or 2 weeks. You gentlemen can move awful
fast when you have it mind to.

Senator Co-N"ALY;x. Tht, Treasury can change awful fast when it
has a mind to.

Secret ary Mmixs, Yes,; we have to be agile.
Senator (;ouu. There is one question I want to ask at this point.

You have asked the Secretary to submit a schedule of taxes, eliuni-
nating certain features, and suggesting other sources of revenue. Is
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it the desire of the commilittee that he ihoilld reoiulitwnd tl, gelernl
slesv4 tax in thut?

Se(it,01' W A LII Of NIaMssMlu1uett, I'w ill 1tilitltutl rers ' tax?
selietm, (< roau. 'I'lle u i uf ,ict ,es' tax.
Sellltr \VAS11Ms Nul + ali u.. 'his, I athir (Ifan 11111w iS, tax.
Stretilry M1 1s. I will smy to Senator Go e dit it, ik not, 111v Hl-

tention to wiike th1. r(1o.um,+tvdvtitiori, I sllall ret tir to thw original
reconendftlion mttle by th Treamury to the WVays ald M",ans
Countiittee.

Senator (Goit . While[ have the Secretary's attention, lot mo say
this. In regard to the, capital profit and lo.4s, the gain aid loss pro -
vision; I have had an idoa that that ought to be eo iminated entirely
in the long run or in the future, both ways. I have a concrete case
in mind. This is off the record.

(At this point Senator (ore made a sliort stateimuwt off the record.)
Secretary MILLs. I agree with th senator. And we agree with

the Ways and Means Committee, recognizing that in niany cases it
is going to be a real hardship benuse the losses are not going to be
pager losses, but they are going to Im genuine.

Senator (lotn, I think you are right. It is not playing the ganie
to cut them off now.

Secretary MILLS. But in order to do away with the practice of
wiping out what I call other income, that is income from dividends or
other business profits through so-called piper losses in stocks we
agreed with the Ways and Means Coninmittee, ind it is in this bill,
and we indorsed it, that you should only be allowed to deduct losses
sustained through the safe of capital assets from th profits made by
the sale of capital assets in that same year. That is in the bill.

Senator Gout;. But that does not meet your approval, does it?
Secretary Mims. Yes, sir, it does.
Senator Gotm. I understand you to criticize it.
Secretary MILLS. No, sir. I am criticizing the net loss provision,

which is the right that a man in business or a corporation now enjoys
of carrying over the loss in tiny given year to the next year and in
part to tile second year.

Senator Goru. I did not undemtand your point.
Senator llmintsoN. Mr. Secretary, ulaidr your e.'tiate of the

House bill they would raise, as 1 understood you to say, $1,1(09,000,-
000?

Secretary MILLS. $1,030,000,000 .
Senator l I ARION. $1,030,000,000?
Secretary MILLS. Yes.
Senator IAimiCsoN. There is some difference between the House

estimate and your estimate with reference to the cutting of expendi-
tures for this year. There is a difference on that. As I und(rstood,
at first yOU said they would only be able, to cut, down and save $125,-
000,000. The estimate of the Ways and Memns Committee was
$200,000,000, and you afterwards cut it to $100,000,000, as I under-
stood it.

Secretary MImLS. No, I said that I was willing to reach for $125,-
000,000. Mind you, I do not want you to misimterstand tile, Senator
Harrison. I aon fully in accord with the Ways and Means Coxmittee
that we ought to try to reduce expenditures $200,000,000. But I
was not quite ats optimistic as the Ways an11d Meanis Committee was
w4 t whpth,,r we will reduce them actually $200,000,000.
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Senitor IAItRISON. I ilV.,rstimd there is it difference between tile
Wiys ind NMI om (1 ittee eitt00 e tilitiie Alld yo1i4, ttllii it is due largely

to tht exienditure i tent.
Secretary NI is, Yes, T'lere wias not, any very suibstintial ditter-

ence 4m the revtelu side.
Se(iit )r [IA t+ INON. Yes.
Secretary \1 lls. Though I tliink 1 ought, to citll your itltentioti to

t1te filt h1at, 'ilCT t hose, 'St illiitt Were, i1i11de0 ult, the Post Oflice

)eparllii~litme t ling noitiied n, that their 'til ites will be cut by

$10,001000. In ohier words, tht, it should Im $155,000,000 histeli'd
of $160At)t),t)0. So thit make4 reilly $1,020,000,000.

Silitor II AIOS4ON, Soi hi SOd11bllllit he position yoll estimated

t firstI, hIt lirt, rher w ldi he smite deficits still, idit then it, was that, tile
lomi ji, )it t this tax ti stock divilend, anild s:-) Ol, Now wht{ is
the estitillate for 1i9334, itw llng to yiir figures? I (1n iot hive tiien

crohi'y 11S, ( f tie txl*t'(iditfl'ti4?
Senator 1 iAlltIlI,. f th 'qeillC.
Setttiary i s, lnder existing law?
SeiiAiltilwv. No; under this itei where you have balanced

tile huilget., )I Ilve saidl that, voti will get $1,0im),00,01ti) it
incretist1 rev(,ltmes iy virtlie of this bill that, issed t|le i lHouse. What

will you get friia it the nliplext. veir?
Se-te'try N lil ,14. III 193-?
Senitoir 11A IS oN. Yesl the fi|cid year 1934,
Secrtzt ary \ LL,. 1 ciin it give y)oI that offlaind, but I will get it

for Vo1+
Seliitor 11ARliSON. Well, it would e considerably larger than for

Secrettilv MVItLs. Not its i1uch1 as you lup)os .

Sentohr IIAlIilON. 110W Ilniiclh Woitld you Say?
Sec-retary I mLs. I will get, you the exact figures, SenaltAor Hiarrison,

butl, Vou aregoig l to be disatlpitlted, because tie iunolne tax figures
tire going to rise very slowly thie to the fact, thitt, the 1934 incoitme-taix

figures. .t he first Six iionilis of 1934 will include taxes onl income
(luring the year 1932, which we kn)w is t low year. And the secol(l
six miths will include 11033; that being, we hope, it year of ollldrte
recovery. So you can not ho)e that 1934 will be very miiuch higher
thani thiese estimates for 1933.

Senator IIAiMiUSN. Oin tile corporation incoeie tax, for instance,
you will otily collect for prEactically oii-htlf a year. You put in
your e.tilltite, $43,400,0001 for the fiscal year 1933?

Se('rtary YIes. Yes.
Senator IIAiiLsoN. Now for the calendar year 1933 estimate it

voul(l be around $8t)!0,00t) il(,ree?
Secretary NIm,4. Yes. Oil, you will pick tip all right.
Senator lAlRISoN. Yes.
Secretary MllS,. But you do not pick ulp (luite as inuch is we hope.
Senator I IAIMIUSON. lecaituse you will have i full year to operate

there.
Setary MILLS. Yes; but YOU dto iot pick tip aS Much a4 you

Would hope.
115102-32--2
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Senator 11AnitIH0*,i. Additional incoioe t axes in 1933 you estimate
at $132,000,00. of Course, Mr. Parker, of th1e Joint Conmitteo,
estiniates $145,000,00(.

Secretary Nils. Well; we are prolbaly nearer right than he is.
Senator 1 AIIISO , lie H lib een nearer right thin you have been

in t1e plist.
Secretary MtimLs. I believe lie i high ol his 1932 c(llhet'tionl.
Senator I AiitiHoN, Yes; lie is higher (oi ht.
Secretary NI ims. And we already have teli Nlarch returns it), and

they indicate that our estimates of incollie-t ax collections in 1932 are
still Somiewliat too high.

Senator lAimitiso,, At any rate, on the $132000,000) for 1933,
operating for practically half of the yelr, you estinite yoll will at
least get $200,000,00 ( for 1933?

Secretary NMILLS. For 1934 you are talking about?
Senator H1ARRIiSON. Yes, 1934.
Secretary ILL,. Yes#, you will go lp 'ii 1934, Senator Harrison,

I ain not denying that, Y'ou do not go Ull as ich s w e had hoped,
that is all.

Senator llAUHisoN, And the estate taxes estimate for this year
$20,000,000?

Secretary MihLS. Yes, sir.
Senator HlARRISoN, Whereas in the next year it will go up conslid-

eralbly, will it not?
Secretary Nii Ls. It will junip up, but not by such an enormous

Amount.
Senator IARISON, It will 41un1p up to $120,000,000, will it not?
Secretary MILLs. Yes, it Might.
Senator IIAi1itisoN. That makes a difference of approximately

$200,000,000 or $250,000,000 on those three items.
Secretary MILLS. I will give you the exact figures. That is stifer.
Senator AiltARSON. Oh, yes, that is safer, but the idea is that this

year on those three items you will get something over $150,000,000
more?

Secretary MILLS. Yes, but are we not going to have a balanced
Budget in the sense that we are going to take care of the sinking fund?

Senator IIAiUtISoN. I hope we will.
.Secretary NI ILLS. After all we are talking about a balanced Budget

in 1933 without a sinking fund.
Senator IAIISON. I appreciate that.
Secretary MILLS. And the Treasury's program-and I would not

be willing to back up on that program one bit.. is to balance the Budget
with the sinking fund included, Senator, in 1934.

Senator JI AtLsON. You have estimated that for this year we would
receive $1 ,030,000,000?

-ecretary MILLS. Yes.
Senator lIARRIso.N, It would be more the coning year, 1934?
Secretary MILLS. Yes.
Senator IIARtIUSON. It would be more by $150,000,000. You say

you will figure out the exact amount.
Secretary MILLUS. Yes.
Senator 'H AIMISON. The country has not gotten that at all.
Secretary MizLLs. Well, the country ought to have gotten it, because

in our original estimates we stated very frankly what our program
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was, Balance the Budgpt without the sinking fund in 1933, Balance
the budgett with, the sinking fund in 1934. And the Treasury taxes
were calculated to accomplish both those objects, I still insist that
your revenue bill ought to do those two things, Not just balance in
1934 with the sinking fund still out, but balance in 1934 with the sink.
ing fund in. And that meatr. you have got to pick u) quite a bit
in 1934.

Senator (OF,. What is the exact amount of the sinking fund?
Secretary Niims, About $4401000,000 in 1934.
The ('HAWMAN, That is hot for one year?
Secretary Mis, Yes,
Senator CONNALL. Mr. Secretary, you estimate that this louse

bill will bring in $1,030,000,000?
Secretary Mmis, $1 ,020,000,001) now, bIecauge the Post Office

knocked oit $10,000,000.
Senator CONNALLY. If you strike out, these items that you are ob-

jecting to ill that bill, how mch will that take oft?
Secretary NI Li. I have not figured it omit, bult I will figure it out

and suggest the substituftes. 
Senator CoNN.ALL. Tfmt is what I want to know. low much

will it reduce the pros))ctive revenue uider this bill if the committee
should strike out the items to which you object, and where would we
get the additional revenue?

Secretary NIiis. I will give you the dividend item now. I think
that is about $90,000,00),
Senator CONNALLY. On the , per cent?
Secretary MI LLS. At the normal rates.
Senator CONNALLY. $90,000,000?
Secretary MILLS. Yes. ()n the stock transfer tax, assuming that

you can collect it- and I think you gentlenen will live to have some
testimony on that, as to whether the tratlic in the present conditions
will bear one-fourth of I per cent--assuming thlt you tall collect
it, why the ,difference there is $42,000,000, I think.

Senator CONNALLv. SO that is $132,000,000, additional revenue in
tw( items.

Secret ary NIilS, Yes, Therv is not any dout about wlhit Imp-
penel, Senator (C'onmally. It wasunder' tile pressure of ftilding
needed revenue after te 'vays al NlI means Conmmittee bill had been
rejected that tihe llo se tur;el to these provisions which we object
to. I'lev did not have theml in originally.

wlclltoI O NNALLY. Where wouldyou get L additional revenue?
Secretary 'MILLS. A tax onl cheeks will bring in $95,00,000.
Senator C.71 NALLY. )o you recommend that?
Secretary MImiLs. Yes, sir, most decidedly, as compared with this

double hidden taxation. There is nothi)4 wrong about i tax on
checks. It is a perfectly legitimate excise tax. It is one that I
suggest.

Senator IARmsoN. I low do o[ 9et that estimate, Mr. Secretary,
of an additional tax on cheeks in that amount?

Secretary MILLS. Well, Nr. Stark nade a pretty complicated esti-
mate. I Would rather have him explain it, to you. lie explained it
to me tit the time, and I understood it.
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s4killitmr Slim'vil'rI3Ii. I thtitlk I 1)i' )31 untiidV4NI illt li.siinig that1
lt (30i tm su t 14) wl offe 01)0 tim (''MI ~III'(-t 44N1i N i t4' 4ul r ('1 )4Wly YO)

~ f 11 11 11141ulitI
"44'4rett rv3 Nit ,s. 'hili'11 f3'13t ()l)1' 4)igih)UI pnigni.~l) i
Senutot' II AIISON. NI v I Itsk viliv) Mr,. i'4'14' ta ['. Hav 31V *O4)I

I't''011131'1)41'4 did 414 ill) vo1) l .II) first n'( tiIvld)4)to) i ~ tt I aythilg
ill E'f4'V'11O4 14) 4'(4I1iI-4UNM 311111 1)11 t''

Secre3'4tar Mil''t113. Nx l'
S41111001' I IARIIII$4N. I 131 V4' I)I giv('3) 3111) th4)1)gilt to thtitt?
St'4'34'ir M13~ il .A". No. 1 titi Nlight 1thait wwI8 it 3101114') for thle P ost.

3)11)51 ('I ( 1 4'lI4t lf 1. All Ow)4 'I'roelt)il I v1 did waI Wto 14)iIke' 11h4 poli 81 m o 113)
I there'~%) was ) fll ea(m3 ))43)II im en lt 01 i N exchI~ih4 thie Spec4ial i 81l)i(s
I t I'4)st. ( )Iioi' Depajrtmn )))4ii 4U14 *11411 ity~ its wav And~ we 1)1 'ig-

(ete h4')01 th e l~ 1d 18 1) h It est Cm))4'1tt -f iil' t he 14)m~lt'i4'N11

revPn 110 4) 1$14) o*V4 hav it3 bi1334'4d b041dg4t ill tlit, I'()s (M)tice D epart-

Senlllo Simicraml)0ic,. AndI they wi3gge'steId 3 vent) s illstlid of1 2

Secretarty N Ls'PTey $liggested1 the 3 '0015,
Seio:' ( 14Ia; Ai)4 tfie iJ1Of0)150 wits Ii)i14'd to iI'5-Olli8 nliattt't?
S4entii'y NI i~s. Th~le inc'rease was(1 lim3ited4 tofIto1s illatter.

11aln IAIII(SON. 10011 (1d i t Ila '('oJ))104'11d anlyth~ing being (14)11
with 504' 001-01*15 matllter?

Sec'tar ''N y MmLS. Not as far as I know, Smitaor Harrisoln.
Se4i)3t01' (01'olm I lave yoll 1111410 any1 sttly m)1 report with) respe)ct to)

the I louse bill i'n te on crode oil andu gafs or nlot?
Seei'etay N s.The' I lse bill (100$ lmt lily fitly tax 4)1) gasoline,

Senator ( ore.
Sellator ( XNNALL A' 11I1))0A44, l14e is t))hinig 11111011t,.
S43nato(' ( 43t.;. Imp0Wt0(1 cru3de oil.
Secretiarv Nil l.1S. lI~e made(1 11 'ti sijIjtt tilit tile t11111E 011 ilhi)ortecd

oil Nvolld \1ild i5OO~ l i reive'lle. '111*11,wa Wilus 11)0, I hIILY Say,
Oil anallyse's b~y the' Departmeint of Conmn'rce and0 i11 par11t oi11 I'at'll'
Commiussion 41)114. We did not jiltike filly or1iginatl $tu1(i(' ill the
'1r'1181ry IDepahrtment.

seylat4)u' Goto i. The point 1 was3 ))1kilig is that the 1103)54' bill,
through i lim Ilvei'tO'110 or1 4)tIht'1wiRO fixed Ow)4 g1)11)4 raite oil crude(1 oil
and (, )11 gasoline,



Senat 'ur Sflm'I ,oo :, 'Irhnt miallifeft I wnls err-1oleouls, was 'it n1ot,
Sennator ( orO'?

Selififor (oma" i. Yes. I wits iish1ing I 1)0 Sevo-ily 'Vif he0 hado ile
1111v study or' fitly report, oil that, point"

Slecretury Mi l.s No, sir: we did not., All we did wot to rport)1
the 1111)11l of Ie4v011) 10, imcuse we felt, that whterj octhrilT 4 uty
Should bw impos4)edl or vl)t, was)l it niatter of policy for the (lougri-s to
(leterl ivl, and O til lreelkhIv d id n o t (xe'.4 til i )lilii s1) to tilt, t i nrdf
Selliked 11131N m ore 111111 'it i'Njwrv'8805 till 4)j1il1 01 (il i tilrf Se'11et tle

ill atlly gi-m(* ;,i ('0)11(1 b V4il. IUII1 lJ41I141( V1) )4 ~iIel
sa o uvshould Ibe? As- to whiiIth t, 0nte o1) gisollin olh tHY he

if It rIltlljills to-dity I enjt, ai lliIoll fl coe oil1?
Secrettimv\IJ, S I will b)0 Owl' I o net, 4fl in teri nedia ry ; inl other

WOMI'(1, 141 get. the i'liforminli 4)1 from1i the l,11iiia ( 'o uiuiisionl or thle
J)partilent, of ('oulnlere,

Senator We4l~: ~4ll, I would not wa'n(to 14)tolilde yolu widh it,
Meleretsk- MiPV I f. We, have fIot. got, It, but1 wo 4'1171 get it, vilsily

Sentor (oni:, Tle 4'oilliulitteI' v'111 g"el it frontl the Solirefes tilat you

SeI('tatl' Mil'ts, If yoII \%n 111(w heirlif'IllitiOl), we will got it,
Senator ( orev. I )id I udr tan hl.t, youl wated it?

S4N11tl) tOP " Yes,1; ~'
Semifitoe. 1;II1SO.N. Ill t tlkitig filoult the I1anufltit'rr' excise

taxeN(s, I not joe the staisileit'

dealt with) iitir :t ftifl ntt, Whot hor thvv mliiliho 1,'ilv I~iut" it revvemm hill
it; n I it t41 so ol i.vY fo r ft ( C. niwrow4 to , hIiomIim., '

Will voll give It,; vo011 wil'o as.1)100 to w i14thIl t here Ought, to he
mncelildeo ill this bill thle priopositioni of tile twill, 01n oil oi- filly other

4''vI-tjaIr NI I lI'S' 1o ll ot' 1 alieve we W Should dlo that. WeO have
nl(' 0, r so tall its I kntow, Sentortl I larrisoti, inl the maikinig (f it tarill
bill! i've'r beenl ca)ll 11po01 to express'5 lil1 oJpinio 1) t to UiividultlI
501l04111108, All thle I''l,4111V18I' V0) I)4'0t evrbenva1101Iponl to (1) is toQ
ald vj8 1)8 to tile admnonist rative provi~io)Il of it ti riff IILw.

Seol lor Illl'SwN. Whiut is Vi' v jropillO i' to the policy (Or putting

S' I e w01) rvN. s NVOl 1, I dfit) Io 0ar lIP o expes fil lO op11 4j lion . I
liilk Illat is it 11110-1 ow .)U It I1'el 101) to det OP) i 00,e

Senlator Silolltll;b, \'wllui I oll give' (Is all estlillit as$ to thle
IevOIIII thIII would flow from h? *

Se;retarvNb 41.. I'i''h y ti V i ltg. We hiJIvI given) youl fill usti.

1 t1111 10S1 4 M a~ th l*vt". W t il d e re' e t t Y u

M Ir. SecietaryIV, let 1110 say 11i.) vol) hi ye 11l-ily critIjized thlilgs ill
tite I11lss bill, 11 (1) \'oll 1 4'isil to 1111' liltua 1111swer to thIis?

Sverletil- 1)WNIIlS cOl 1 i lls 35a is it1 mte of jllr pol)4~icy, I pick
those tw WI)olt, uu114 Sity Ibem- are 10 t arst it emls, Now if youl gelemen)01
tink w.; it matt1 er of policy yol wiltt 14) inild4' til1111' itemill II IhiS.

4)I t N VEN, V I", A( !'I* MP 11) 3"
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Secretary MiLLS, I said titro I did not understand wi0y soap atd
toothpaste should be regarded as luxuries.

Senator IISAlOtNION i1 PI'e with you.
Senator SiIOitThitImE. Wll ('I, a1, re thy mt luxuries?
Senat~r Jo. x. rN'. cxcretary, haefore you Start ol that let lite

ask you a (luestio: Is there iayviwlre in the \Vays and *Means
Coniattee learillg a stiatellient showing the 144 glislh inconm taxsystem?

Secretary Ni, hhS. No, I think not.
Senator ,!ON\s. I mean of tle income taxes that they impose on

their citizens."eretary N Ls, No, there is not.
Senator JoNES. Can you furnish to this coffflnaittAie at sylposis

anyway, or a statment showing tile taxes that the E1nglish ('over l-
ieit imposes?
Secretary N1 :ums. 1 will be glad t4 do that, But, generally speaking,

their exenmptions are very natich lower thal lar.
Senator JoNc.. And their tams are very inueh higher its imposed

IJ)Ol their eitriens?
Secretary M ILLS. Yes. For instance, I think the exemption for a

married couple is about $73(0 exclusive of the earned income allowance.
The normal tax in Great Britain is 25 per vent, which applies to all
net income Above the exemptions, though the first £175 are taxed at
one-half the normal rate,

Senator ,JoNES. Will you furnish for our record it statemenil of that
tax?

Secretary ILLts. eM. In addition to that they have sharldy
graduated surtaxes, so that, generally speaking their , coae tax is
1111C1h more drastic ai a iauch more efective tax than omrs is. The
principal revenue, however, is as might be expected derived from tlte
very high normal tax which apl)lie.4 of course to a very broad base.

Senator JoN cs, Yes; I so understand.
Secretary MILLS. I ant speaking from menory now, but my im-

pression is that they will collect this year from tle normal tax rate
more than a billion and a quarter dollars, incllahig corp,orationS.

Senator JONES. I should just like fo:r yOu to furnish a statement
of the income taxes of Great lritain for the p purposee of our record.

The CIARStAN. Yes, Mr. SCCetary ; if yGu IaavO that information
please send it to us.

Secretary MILL. I will be glad to do0 so.
(A statencnt of the income taxes imposed by Great Britain is as

follows:)
lltITit4! INCOMe TAX

The lritish iticome tax includes two forms of hvy. Owt, known its the income
tax, is tt it standtari lht rate of tax (cuthparabl, to our Federil itoruimd tax)
labhe oi total aiutvil Ilsicomet!, less allowable deductions, allowimees, etc., of aill

it JiviItiuals and corporations. This t1ax is in part collected directly from the
recipient of the income auud in part cohe11-04 at the source. The tax is paid by
corporations at the stmdard rte-t his is wi oily tax iti ilit:lt' pai(l by corto-
ratonw--tnd is treated( as eff eating tl colhction tat the source of the tax, tit the
standard rate, due by individuals o income received inI the form of dividends.
The second class of levy is known as the surtax and applies at graduated rates
to the total annual income less allowable deductions of individuals froan all
sources in excess of £2,000 without (hlduction of lxersonal exemptions and similar
allowances.
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For purloses of rtporting ntwotn for tho assesinent of tax iinter tim British
sy0teinm, lcoine is chaHsifivd miter o, or more of five schedules accordig to its
character aid smoirce. This classification of linome is signifleant primarily ia
connmctioli with such conmhlkratiOlM, as tht basis of asies,.simet, til de(ductionls
allowed, and ti method and tinme of collection. Tax rates are applie-d tA the
aggregate of taxable Iiwomn'e as reported under all schedules.

lbnder the last finance act (Finance No, 2 Act 1131) tie standard rate of inicomne
tax (which corresponds to our normal rates) was fixed at 25 per cent, except that
the first £175 of net taxable income in taxed at one-half the standard rate of 25
per cent,

The standard rate applies to the incOne Ilk excess of certain specified deductions
and allowances. The most important of the so-called allowances are tim follow-
Ijfg:

Married individual £.......... ...... 150
Single individual. 1...................... ..- 100
Credit for first dep Ownletit child .0.....%.......................... 50

(Other dependent children £40 each.)
Ono-fifth the amount of sirle(t Income up to ...................... 300

Tie surtax rates imposed on net Incotle, without (eductiol of the above and
similar allowances, are as follows,: er cent

Net income: tax mte
First £2,000 ........................................ . .... Nil.
Next £5-) ...............................-................. 5.500
Next £500- . ............................................ 0. 875
Next £ 1,000 ...... .- ... ..-..... ...........- 0... ..... 11.000
Ne'xt £ 1 0- --O .................................... .- ....... 10. 500
Next £1,000 ....... -..... -............- ---. .... 10. 250
Next £2,() -.-.........................- ....... . 22. 0)
Next £2,000 ........................-........ ...... 27. 500
Next £5,000 ..................................... ..... 30. 250
Next £5,000 ............................... ................ 33 3
Next £ 10,0-(-X) ..-..w-.-............... .. ..I..... ....... 35, 750
Next £20,00- .........--...--................................. 39,500
In excess of £50,000 ................... .............. 41,250

The general structure of tie British incontam tax presents many important
pints of difference as compared with otur Federal system it respect of ti basis
of assessment, the taking of deductions, the rates amnd time of payment.

In general, the basis of aIssessmlnltt of tax lit a given year is tho In1colm if tihe
preceding year, as is tit( case un(er our Federal system, In the cast of certain
classes of income, however, tie tax is assessed on the basis of income it the year
of assessient.

In general, Iayment, of British incoie ttx(!S is not die as H4oon after the close
of the year in whlilch inconie, arises as is tilt (case of ouir Federal taxes. The full
or first quarter playnent (if our imicoimo taxes (both normal and surtax) is utle
2i months ifter the close of the income year and the last quarter is (itue 114
months after tile close of the income year. Except for certain collections at
the source, pay'mcnt of the British income tax at the standard rate is not (lite
until nine months after the close of the incomlie year, aid payment of the last
quarter of the amount due may be pomptoned under certain' schedules for six
months longer. Payment of the British surtax is not due until 21 intiths after
the close of the lncoimie year. The surtax is therefore a deferred !)aylclt. of
Income tax because the surt4tx oil the income of a given year is paid a year later
than income tax at the standard rate,

Profits from dealings In securities and other capital assets, which under our
income-tax law have been anl imlportaat source of revenue in recent years, are
not included in the taxable income of Great Britain, except profits from such
dealings carried on as a business.

For puirmoscs of illustration, the following table is submitted in which there is
presented a comparison between the conputled tax for various incomes under
the above British income tax rates and the rates as proposed under Ii. It. 10236
as passed by the House.
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Senator ,ON1E14 Cotl yOU give us any lideai of the situation at thi,
time?

Secretary MiJ1Ls. I hatve here in mv st4atem'ient somiw hfilglur o oulr
normal tax. In 1932 it i estimated tit around $2,)000,100. ilWhe I
was discussing a truly effective income tax raising a vi.tt volttme of
revenue I had in mind a tax similar to the British tax; which, however,
I do not recomllnd.

Senator JoNE:s. But you will furnish us a statement of the income
taxes of G'rent Britain?

Secretary MN;Lts. Yes.
Senator S,IOUT11)(1 ,1,t. Mr. Secretary, wlhe you speak of Great

Britain do you mean England and Scotlanl, (10 you limit it to titm.e
two countries?

Secretary MIMLS. Yes; and tie north of Ireland, I believe, C01les
under their internal revente systeunm

Senator Snoa'ruto E. For instance, Utt.r
The AIAtu Nt AN. All right, \Ir. Secretary, you may proceed with

your statement.
Secretary M yis. Corporation income tax: Tih bill incr,,ase.( the

rate of corporation income tax from 12 per cent to 13 , per cent. As 1
have said, I think that this increase may be too great. In dealing
with the rate of tle corporation income tax, it is to be horne in mind
that the income which we refer to as the inorle of tie corporation is
in reality the income of at group of individual stockholders. ie tax
inijpioed upon the corporation tutay fall unfairly u pon the ildividul
stockholders. It can not he apportioned or levied with reference to
the individual status of the different stocktolders. When the cor-
poration rate is increased, the increase affects equally .tockiolers
of small means and stockholders of large means, and does Ilot rest
fairly on these different classes of stockholders. It is ilso to ie borne
in nind that when it comes to it relatively high rate for income of cor-
porations, tie relation of tie income of tihe corporation to tile capital
mnvolvedi in the enterprise is it very important factor. An increase
in tile corporation rate may he entirely Ibearaible by t corporation
which is fortunate enough to beo earning at high rate of return on its
capital. In the case of at corporation, however, which is earning, a
low rate of return up'on it's capital the increase in the flat rute of tile
corporation income tax aty bear with great hardship. The increase
in the rate of the flat corporation income ttax should be kept within
bounds. I felt some doubt as to the soundness of recommending
as we (lid, that the corporation income tax rate he increased from 12
per cent to 13 per cent.
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Clonmolidated returns of corl)orations : Certain income tax provi-
gio mi r late to tho tre tm e t under tho. t ulx lw of uIsineR g elit rprla

1Ot(iictel through the ini'.Iimii of eorporaltion, I refer first to , h
wholly novel troatlmnt, ia1 this bill of cogolidatd retllrlS of corpo-
rttiotl, 'lPh bill provided that conloliated l returns lmtay b)e made by
corporatiotns Iviig sbahsidiawies, hut that for the right to make sich
rettirit the corporations shall pay it prie in the form of 1I% per cent
mI+ of the' nt, itwomies than woull be required s t x inl the cai.'
Of it corporittil filing a separate return. I can conceive of no Hound
argument for putting it price upon the right to file a particular kind
of income tttx retutin,

'The provision for consoliitted returns should be retlieille as part
of the haw, like other pIrts of the law which recognize sound business
practices alnd tire des4iginel tA) permit recognition of rich practices in
the colilJ)Utitioln of txabtilo income, When the revenue itt of 1928
was enacted, it wts de termined to (onflie tle use (of consolidated
returns to ease, in which aflihiatioti rests upon 9,5 per cent ownership
of thO voting stock by aiUmth(,r corporation. It has been the practice
of Most col'pltions opritting with sutbsidiatrv corporations to file
consolidtltetl returns of in<oltM and of operations of the groups, and
1uador thik )ovisiol the ilnCome and operation of the group are re-
Iortled for tax l)tUr'plmwt, in tfhe sitne manner in which they tire rel)ortedl
anl dvaltt with in the corporttion's reports for stockholders, for banks,
and for otlli llJpurposes,
It' other words, the consolidhlated income tax i'ettirn perits it cor-

porltionl to report its incomte inl itcordaie with its iorilil method
of keepilig itt books ind ill ieccordlince with its normal method of
reporting itst inlilel fot busiesS pirloses. And it, seems to mew that
in so fair is ia income tax reri call coiformi to legitimite bulsine,,4
l)rufiCe' it, ik ill to the goo( to hiive it (10 So.

Sector Salowritmuoml:. Mr. Secretary, just in i word what was the
reitson itssigntil for hiiposing tlif; aihliuionl 1 % per cent?

Secretai )ry NMI Us. I (do 1ot. know of any reason, Senator Short ridge,
ladilI cain lot colleive of tiav legiiiatae rettsoi if the consolidat(dA
return is the proper wiy of filing ill iil(!ollie-tllX retu; allied onil that
tjlestiOl I willt to refer Voll to tile report of this colliiittee 1laa(de inl
1928, in which this colilittee held Ilin the strongest possible laiiire
that the consolidh!ited return was iot only proper but highly desirable.
If that he so, 1 (till see no conceivalble justicaition for making i cor-
poritioli pay I I r c (it for the privilege of doing what is the right
thing llinyliow. C.1foai mii it jUst its well sa.: "All right; we will giVe
you your exemptlion for yoir wife and depeldents provided you piay
1 l'r ((elt extri."

Senator CONNAiYI. Mr. ('hairman, mlig'ht I ask the Secretary, t
(JlestiOi ?t ihe C'UAiRMIAN. C(',rtllinly.

SInator ( ON NAiL,. I low did tle original consolilated return conme
about in the first place? As I iderstlandl the situation some1 ('on-
cerns own it number of vorioraLtioisi qr it number of lilrerent plants.

The CIA (TIIMAN. Yes; i all sections Of tile cointrV.
Senator ('NAl 'lit is right. 'nder the 01(1 law eiaeh one

had its own return. Now, when you consolidated them you per-
mitted the prosperous ones to offset g ains by losses in others, and
therefore a special provision was put in thiat it you are going to give a
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concert that has a number of plants that advantage over those that
have only one plant, ix the way of taking up the slack, they would
pay this additional tax. Now, isn't that the real reason for it?

ccretary MILLS, I do not think there is any advantage. Let its
suppose, Senator Connally, that you own it departmjenit store. And let
us say that the profits of the toy departimiit were very satisfactory
while the operations of the dry-goods deiartlinentt showed a loss.
Now, wou(If you may it, was proper to tax you a1s the owner of that
departivcnt store, which is o, going concern, ol tlie profits of your
toy dep.rtnent while refusing to recognize the losses sustained in your
dry-goods department?

Seniatr CONNALLY That is noti a fair comparison,
Secretary MILLs. Well, let mue go one step further.
Senator CONNALLY, That is a reflnement.
Secretary .1liLs. Let Us suppose, as hap)ln1, that you own a single

business but that that business operates through three corporations,
and that you own all the stock of those corporations. Whether you
make a prolit depends upon the succesAs or failure of all three lmiiilesH
the Stiil total of all three operations, It would be iltirely illogical
to say that we will recognize the profits of one but won't allow youi a
dediuction for the others.

But I cili not ainiswer that better 1 think than by reading the lin-
guage of your own report to which I have just referred, .

The CUl1AIlMAN. Mlr. Secretary, isn't this to lbe taken into cOnisih'ra -

tlion, and I know it was when that bill was passed: Take the Piggly
Wiggly store, ind they hiave hundreds of them throughout the
United States. h'liey will go intA) it new community and start it store.

They can rui out the store operating there by underselling and making
losses8, and canl keep it ip for I year or 2 years, or, if necessary, for 3
years, and by taking losses they will run out the stire located in that
community and thereby drive out competitors, 'Then they are
allowed to deduct that loss from the gains inado in other parts of tile
country. That was the object of it.

Senator CONNALLY. Yes, and they have already driven them out.
The CillAMAN. Doubtless so. 1 (1 not niention the Piggly

..illy stores in particular, or any more than I would any other
similar organization.

Secretary MILLs. At the same time, if you are a manufacturing
concern doing a nation-wide business and because of State laws it
becomes necessary to form selling corporations of which the parent
corporation owns all the stock, you can see the situation. )o you
get a fairer picture of the entire business by having a consolidated
return, or do you get a fairer picture by having tile parent concern
file its return and then have the subsidiaries file separate returns?

Senator Connally, if you were a business man ..
Senator C((NNA6,Y. ()h, now, Mr. Secretary, don't classify ile as

a business man, I object to that.
Secretary Nu'MLLs. Then you its a statesman making fin invest-

ment- -.

Senator Co.NNALLv (interposing). Well, I will accept that state-
mient, I laughter.,

Secretary MILLS. You would want the entire picture of that
parent manufacturing corporation and of its various sales corpora-
tions. You would not be satisfied to have simply a picture of the
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manufacturintg operations if they were selling the goods at cost and
without pirofit to the several subsidiaries, Moreover, if you do
away with the consolidated return you inevitably permit all sorts
of intercompany transactions, which through manipulation can
result in a writing down of profits for income tax purposes,

Now, iuq I have stild, I believe I can not states it tiiny better, nor
indeed ialf so well, is you gentlemen n did four years ago, aind this is
what this conliottee 1a1d at that tine

Senator Con NAIJA (inter)osing). Mr. Secretary, before you read
that let me suggest another point so as to get one answer for all points.

The ioint I now want to make is that the consolidated return gives
afn a van tage t4 the 4conICernl| with It great ittlny SlbiSdlitrileS over the
large number of individual prop)rietotr.

Secretary *lmi,4 . I d) not t1iiik A [ think it puts thett on the
sane basis.

Senat0r , 1O1NA.LLY. I iisgrei' wit il tle S'cretary, with all due

respect. And I hauvo t4) degree w ith the Tre'asury I epartmit,
although I Idollit tlt I atll getlerully out of agreeti elo t with anything
that has 11.,ney il it,

SOeCretary \l IA4. Well, y0u can not tet'llse ts of having any olllOiey

these days. Laughterr]
Sen ator C'ONNIA.V. 1 want to ask vou ajibut chain banks, llere is

it great string of bankt all over the 'country owied i)y one concerns.
Their cowlpetitWSr i111 dvialtt banks all over the cOtll itl'y ]di-

vidual bunks that mt.ake a profit would have to piy, and individual
banks that did not make a profit would not have. But tie ohain
banking systemsl instead of paying oin profits fronm their banks that (lid

prosper, would be able to deduct tie losses suffered by iny of the

others, and the sum total of tie chin banks would pay a lower tax
than thie sitme number of individual bunks. That is why 1 am1 in-

sisting that the consolidated return gives a benelit to the nonopo-
listic concerns thtit havle great (luins of stores or factories or bunks
throughout the country, ad penaliz e' their ldepeldent cOm petitors.

And theref(re it is that if they itre to Iavo the privilege of making a
consolidat'd return they ought t) be taxed for it,

The (I.I fItMAN. And tiat, its I have stated, was the object when
the law was agreed to.

Senator CONN ALLY. Certainly.
The ( 11AIRMoA '. In the act that Senat' ('onnally is referring to

not only banks but Piggly Wiggly stores and these other concerns
that have branches all over tie country, in every little town, and
there are dozens of tlem in Washington, were to be reached, and that
was the object of it,

Secretary M ILLs. M ight I now read this report made by this com.
nittee in 1928, lwecause it states the situation very earlyy and suc-
cinctly (reading):

The prissmiol to file emus.,listdated returns by amiliated corpmratt i merely
rtvw gnlizes the b1 illess euti!t m4 disitigitisl.id from1 the legal corporate entity of

the businem etitrriwi,, ils .tIhe timoliliated gromi ts a whljd in th1e c'oni duel of

it " tIsiegm .. t. rpris' ' , ws ,iet r +tits, toimlividllls condhcting the IliNslIIeSs

have realized! no gain. Te o failure to reeoglize tikle entire tMine m etiter)rise

IlIefli1m (frawitig t'elitoival legal (list tiet ions, as emitrasted with fite ret egliltloti of

actual facts. The mere fact that ly legal fict itm several corporate ios owed by the

mainte tockhlhders ar selarate entities should tot tlomcure the (act that they are

in reality one amd thsane business t nedI 1iy the same individuals atd operated
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. it imit. To refuse to reetgnize this ittiiti sw ait to require for fts,~ jiirpompo,;i
tilt I irvik lg ill of I it higic huiiiems* Iitii IN $ otist it ionlt partN Is jtm is mtiiretiI lai
tile ItN t I requro it shiigle vo rporat lou to report.1 SeJGi'Jt ely frtii 1Ux plhriojki 1110$It

tAltim from Its slit- deptirt iiiit , frii its mua met uriig ntivit i frui,, it
Invest iiientst, 111d front each ittiti twiirv 40i1v of itm fitgelieh, I ,wioiild he J1toilfig
tioreasonalile to demiiand that taili(Iividtial ongitgod Ill two or morm Iumlnesmeso
treat each ImtllitiesmN juiratelY for tii lmpurpmwss,

Much (if the nisaippreens imn ithwt mi oiditted returim will he removed
whieii It im realized thitt it iW only w henr t he eorporatlons atre reulys kit ti (-ocr.
jwiriti il thlit. the jperliliksioll Ill file' ('4 ut ilithittei rot turns 1$ give) 11111 ftif, f ie) $
ultilnitte aIvinttage under the tax~ lm- really results. Tho prest :tlw pt'rmuitq
the filing of ciinsoliliated returns only ivhpro oneo corporattion Own8s at lvikst 95~
por vent of the Atick tif the other i'o rp~ imi'iii oft it tit, lest. (15 peir cnt 4f tw h-46wok
of both corporationsm Is ownil by thle itine i teremt, The priivkli' i- it a t.isi tivsfs
Man's" voice lti of it lprietleal existing Nittte of hifacts Votr committee believen
that rather thantil ieptirtig front liuiiess .priatices and sitatidards; our revenue
laws should he brought ticarer to ia recogiti Ii of tIliti,

Now, t hat was from'i the repi(1- (otf the Sellutm Htalle Cmiluit tee
oi the revenue bill of 192S.

,wrmtatir SHoRTmxnriE. That miut4n t hat the' loldin'q cmipanyi Ill
ownl at ftill 915 per cout of the stovk of the( others eouiiputfv.

S~cretitrV NMI LLS. Yes.
The0 CM OAt AN. Ymi i HU proced MCt(I r, Seerett ry'.
SPcretau'yNI MILLS. lDedling Nvith Ii liituii hltilfls 4f ei ipi ii ,a illi

this wo1y, N*ithl thle eliminlationl or tite efect of p~urely initercom imy
trim sit io,01:) ('110505q thet tilix tot re't ullf it trute let incomiw' (of the
FI'tIlj) H.1 1 Whole0. ThiA jrti)visioln eliiinttates the gi-esiv o ig
111 t) ( juestiofis of ititereriitpanyi accoitnn, mid eliminalt4's arlt ificlil
eirects uoen Income mvhich might be4 haridu to) the( revenue remiltinct
fromt c~fmil'iig thei I ijeritt jes 4f Sintde sil sidIi , w~ilt e i vgad
to what lay lhe offse'l tig wr moiyn pra oso t lieu sllbidluie.i

The pj't iijol of the hill f illowiiig the carefully c insidered pr ovi-
810115 of the presen'ft reventle lact, treats; liffijatedl cotlpiirtiit I (itI
lisk~ vIliich lici rds Nvith hiiriicss. prlf'aic, which appeal us to lie

8(0)111d 111111 priacticabile Inl the ligt~ (oft lay Aveats il4 experiencev 44 thle
'Irellsiii.", With Such ti'tU I'I1s, tlid all dep I' ~ili~l tiill k livth 1151' ol' that.
basis Ill the lim wvolld lbe it bac1(k WaVI S t.op. "Ille iivlidel of putting
a prive 111piim the 1150 o f 51111 it acct iti i Iu'lOl mvf iod by afli ibt4d vor-
poriatiolns, shbould hle einillated fromt the hill.

1fl14' Stltelli1('t i4f this 'oiluitt'E (ill the su ~1lj ect 4I co)ItS Ili(illtL'd
returns~ ill rejartiig the re veJlutI hill (4 19,610's , wits i jui ut it',tI ov
and (1 111 aIII)\%-w giving itt 1iittioll othlei th1111 thle (ale I j ust reati:

I'mir i'oaitiinttee hits i'iiisidlird the Itiatter V(TrV care-tfully :11111 is volIvili.'1I
tOut t~hec lindttii of lii cwolidljitt'il rot inis Pro 1\184111 Wvill not lpniltliev mi *
immer';ie ini revenue, will ititi impoitse ll ' gri':-ito.r t:txvs i. corlilt':tii-il woll Ili
till probitiIlity pWriitit of tax a,)u~idmvi' to smtil :tit vt'lit ats to dierease ni' caues.

Nt w, tat uvats tilt 41ill nitl lnd the Hi iaiiev ( 1111a iI tti'e i I9,28.
( 1111111'ed tredtillin t0l dividends :A fiew fleu iur o'f 1-'eit iii tjilive

t'i1biihtld it) thlis hill i.s thle tvivi ' u (4 tlte exeuilptionl Of divideulds
oil v''fi liiitA' tA utk fiom tinimrn l t41 X Aid I d welto ml Ihi t, Sfili ae It
this mm-11l~ilig. 11ide. llt of th 'e re'eli a c ts Si lice 1 I ti vidlds.4
received 1)y itilividils bat ye beenl exempt Itiu noTi-al tax. 'lle
11,,101 atl ti tis treaty enit, of 1 iv idelldIs tvais, of t't mi ist, thet idett tthat
the at tod receipit, byv te iitldividld 111Stickhot~lder' of it jntrtilil ofti the
iitcmiie o)f the (". 0rporitif Il, t\%li('l baid lireatdy beenl Subjected to (the
ba'Wic illcome tax, shoid llo t create at rue\% ht hility to the sat nie haisic,
normal111 tax, You will recaidI thit ta 111ude-t the first incollie tax, the
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rtitt of ntornal tax i opti individualism waa 1 per cent, and the rate of
tax tipon the net ineom, Of corporat ionms was also I per cent. It was

believe thlt when the invite (if tile vol. rittion had been tobjected
to the I pter eceit tax, it should, not gain I e slit) eted to the Sme tax

when recCeived by the inlividiltl stockholder. 'It was concluded that
unhpsg dividends. re eive(d by ildividiai stuiekhollers were rde ex-
eMrpt from norinal tax, there wmold et a duplication of tax in thewease
Of incoMe realized 1Iv individmils through the neditin of corporatftts.

Sen ,tor Si1oio-mo hiT . What reven,, WoUld that bring a I it pro--

vided you carrield out the originMl law of niot allowing the deduction?
Secretary Nt LLM. rhis provisitn by eliminating tho exemption

brings in aboitt, $910,POO) O of revenue,
Senator Sitoivrit mm,0. All right,
'he (CNAnIMAN. Itr iilY eotinlU;, NI r. Secretary.
.4Secret itv N Nlms. Thi treatment of llviends lil tin lte manll to

prevent Wiat wits r-.arhd it's a u llpliwatioll of noral tax a'id a dik-

criminnltion lglill f l ise of the corporate form, was COntinued, as

I have 4id, under all the Alct'eeeding reverie acts.
Senator I u ll. I ,)t ie this tatx apply on dividends derived from

corporations by ilividtttls, or tdoes it apply to dividends derived

by one corporation from another?
Secretarv N its,. I think it applies only to intlividuals.
Senator IlutYII. And not to a vorporat ion that holds; stock in itnother

corporate ion?
Secretary .MI, Ls. 1 (I1 not ,o mdertitm dl
Senator'llutmi. That wits tihe provision that was inserted in the

original Inw temporarily anti then stricken out There it did not
relate to individuals at till.

Secretary M s . No,; hutt it did relate to individuals in all sub.
sequent revenue acts. In other words, we have never applied, so

far as I know, the nrnul tax to dividends.
Senator 11t1,L. You are entirely correct as to tht.
Senator (ONNAIY. ()ne C.orporation though would pay the normal

tax on its dividends received from another corporation'13 per cent.
Secretary ,lus. No. The first corporation pays the tax,
Senator CONNALLY. Oh, I see. It is paid by the earning corpora-

tion before it, reaches the other corporation by way of dividends,
and there is no additional tax to the corporation.

The CHAi IMA '. 'You may proceed, Mr. Se('rettry.
Secretary MILL1s. The exemption of corporate (lividenids of normal

tax onay he said to be one of the basic ideas or principles which has
hitherto+ been followed in the structure of our income tax. There
can be -io doubt that the financing of business enterprises hs been

based to some extent upon the expectation of the continuance of

this treatment of corporations' dividends under the law. Exemp-
tion of dividends from normal tax has played an important part in

the securing of equity money for business enterprises. It has been
a consideration of particulr importance in connection with the
financing through e sale of i)referrtqd stock. The exeml)tion of

dividen(Is from normal tax gives the ipreferred stock some oi pen-

sating attraction as compared with the bond, which, while ranking
ahead of the preferred stock does not have this exception.

It will, of Vourse, be borne in mind that the interest paid on the

bond constitutes a deduction by the corporation in computing its
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tnet income and hence has not been subjected to the corporation
income tax rate, as are the earnings from which preferred and other
dividends are paid.

The changed treatment of dividends found in the House bill would
rest with particular hardship on small corporations. It is obvious
that in the case of enterprises controlled by a few individuals, carried
Ol in a corporate form, the change would mean that the inione from
the business having bon subjected to the corporation income tax at
an increased rate, would, when distributed as dividends, be subjected
to the normal tax; while, if the business were carried on under the
partnership form the income would be subject to the normal tax only.
Exeniption of dividends from normal tax does' ot fully equalize dis-
criMination which has been involved ever siuce the corporation income
tax rate was made to exceed the normal tax rate. Taking away that
exemption, however, materially increases discrimination against the
corporate form. Soine effort wits made in the bill to relieve against
this effect in the case of small corporations by providing that, dividends
should be exempt where received from a corporation the gross income
of which in the previous year did not exceed $25,000. This provision
is obviously not inclusive and would ,be difficult of satisfactoryappKlilitioni,Notwithstanding the large amount of revenue which this change

would yield, I think that it is a sounder course to adhere to the treat-
ment of dividends which has been followed in all the revene acts up
to the present time, and not to embark now upon a novel treatment
of that subject. Business recovery depends in a very material degree
upon the securing of capital for new enterprises anymore capitalfor
existing enterprises. The most needed fundIs are those which should
be brought in through investments in stock. The securing of such
funds wil be rendered more difficult by the proposed change and the
discrimination against the using of corporations for the conduct of
business would be sharply increased.

Senator SHOtTIlDGE. \lt was the estimated amount of revenue
to come from the additional tax on dividends?

Secretary MILLS. It is $90,000,000.
Senator SHOItTIIDGE. And of course the House might have been

looking for revenue.
Secretary MILLS. I can assure you, Senator Shor ridge, that the

Douse of Rtepresentatives was looking very hard for revenue when it
reached that point.

Senator JONES. Does that change the practice and policy or deci-
siorns made by the Treasury )epartment under the acts heretofore?

Secretary MILLS. No; it, is a matter of law, Ve have always
exempted dividends from the normal tax, It is not a matter of
regulation or'interpretation.

Senator JoN;s. So that previous decisions under the existing law
would apply now to that provision?

Secretary MILLS. I do not quite get the force of your question.
However, it is not a matter of interpretation or of regulation. The
exemption has been written into every statute.

Senator Jo.s;s. This relates solely to exemptions?
Secretary MILLS. Yes.
Senator 1tULL. What proportion of dividends go to other corpora-

tions and what proportion to individuals?
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Secretary MILLs. I can not answer that question offhand, Senator
Bull. But ultimately, of course, they must all find their way to
individuals.

Senator ('ONNALLY. Mr. Secretary, you have mentioned partner-
ships. Do you advocate treating partnerships and corporations
absolutely on the same basis?

S"ecretaryl MlLLS. No, you can not do that. The ideal system
would b, to bring them as closely as possible together, however,Senator CoNALLY. I)on't you think a corporation ought to pay
an additional aniount for the privilege it has over individuals in not
being subject to, debts for their stock?

Secretary MILLS. They do not get that privilege from the Federal
Government.

Senator C,,NNL4xLY. If they do business under interstate commerce
they get it frot:i the Federal Government?

Secretary IMills. They get that privilege from the State govern.
ments, and I iight add Cie State governments make them pay for it.

Senator CONNALLY. When they ('o11e across the State line they are
under Federal jurisdiction?

Secretary MILLS. To-day a corporation does relatively pay a
higher amount.

Senator CONNALLY, And you think they ought to pay on the same
basis?

Secretary MILLS. I think you ought to bring them as close together
as possible, but I do not see any possibility of ever producing a con.
edition whereby a corporation will pay the simne as a partnership.
I think it N ill inevitably be more.

Senator CONNALLY. And for my part I hope it will.
Senator I11LL. There is no new idea about waking the individual

rather than the corporation more and more the unit in this income-
tax situation is there?

Secretary MILLS. Do you mean involved in this bill?
Senator HuLL. I asked if there had been any new development in

the way of an effort to make the individual the unit of income tax
rather than lodging some of it in the corporation.

Secretary MN LLS. I have not seen any signs of it.
Senator hlVLL. That would be the more equitable method of

measuring it if it could be done.
Secretary MILLS. Of course if you want to have an entirely equi-

table income tax base the way to do is to reach the individual in
accordance with his taxpaying ability after granting him a minimum
exemption covering a certain amount; and after that taxing every
one at a progressive rate whereby you make the ones best able to
pay pay the most. But we are a long ways from that ideal.

Senator HULL. What is the average of corporate earnings of cor.
operations that are paying a tax for this last year? I mean, what is
the average percentage of their earnings? Is it as much as 6 per
cent?

Secretary MILLS. Do you mean on capital invested?
Senator HULL. Yes. That would be the only way you could get

at it.
Secretary MILLS. Mr. Stark tells me there was a decline of about

42 per cent in the tax income last year. But I do not believe that
was your question, Senator Hull.
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Senator HULL. No. What was the percentage of return of profits
of corporations during the past calendar year? Would the average
earnings level be 6 per cent or 8 per cent or I0 per cent? Or more
especially what percentage of them have an average earning level of
8 per cent on income?

Secretary MI LLS. Of Cours e'S that i would involve going into the whale
question of Capitalization, wouldn't, it?

Senator IhULL. es, to solie extent.
Secretary NIILLs, I do) not think we have any statitic slowingt hat.
Senator Ilu'LI. And yoii wouhl not el ible to a) l'rOxliaiite tilat,?
Secretary NIMILLS. Senator H1ull, yon will remndil r tlit 1ha1t, was

tle great dlifficuilty we had with our watr taxes, on t li IleLa ter of inl-
vested ca)lial.

Senator tULL. Nait we finally got that worked out pretty well,
didn't. we?

Secretaurv MILLS. Well, I do not know whether the In1terlnal
Revenue P ureau ever admitted thit excess plrofit tax was ever Suc-
cessfully worked out.

The CHAIRMAN. You may proceed, Mr. Secretary.
Secretary MILLS. Net losses: Another change eilbodied in tle bill,

which is likely to have adverse effect iJ)On the conduct of busiiiess
enterprises, is the change which denies to any l)usiness h right to
carry over ts a deduction for it succeeding yeiir it net, lo... which may
be the result of the operations in a particular year. Under our law
the computation of taxable income is, in general, repaired to be
made upon the basis of annual accounting periods. For iuiman years,
however, it has been recognized that in the case of business enter-
prises continuously carried on, the re(quirement that each year should
be t related as a unit without reference to what happened in other
years, works a hardship. If no recognition whatever were to l)e per-
mitted of losses for particular years in btsinesS continually carried
on, the result, of course, is that business enterprises would actually
be required to pay tax on more income than they have had, because
the income over it series of years represents the combined erffc(t of
gains and losses for these years.

In reporting the bill the Ways and Means Committee reconi-
mended that the net loss deduction be confined to a deduction for
the year immediately succeeding the year of the loss, cutting off the
right to a deduction for a second succeeding year. The bill, as it
passed the House, however, provides that until 1935 there shall be
no deduction of a loss for a prior year. I believe that the net loss
revisions of the recent revenue acts rested upon sound principle.
believe that it was justifiable, in view of the existing emergency, to

qualify the application of that principle to the extent of limiting
the right to a 1-year carry-over. But the total elimination of recog-
nition of the effect of losses for particular years upon the income
account and of the hardship which results from always having to
pay tax on profit for a good year, without any right to offset profits
by losses of a bad year, is unsound.

Indeed, the House bill recognizes that it is unsound because it pro-
rides for a 1-year carry-over of net losses beginning in 1935. In
other words, what the Rouse bill says is: Because we need the money
during the 1-year period we are going to deny you the right to deduct

28
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losses which we consider to be fundamentally sound, but after the
immediate ressure is relaxed we will, restore this equitable pro.
vision. If that be true, it means that you are going to get this money
by taxing loes. That is all it can mean. That i&4 unsound. I
think it is indefensible, really. It takes income on whatever rates
are necessary. After all, when a man has income he has tomaying
ability, but do not tax him on his losses and then pick out the two
years when his losses will probably be the greatest in a decade.

Senator CONNALLY. Right on that point, Mr. Secretary, let me ask
you: You think the ability to pay is the true test, don't you?

nSecretary MLLS. Oh, yes.
Senator CONALLY. And that the man who makes money ought

t ay and the man who loses ought not to pay.
eretary MILLS. Exactly.

Senator CONNALLY. Well, don't you think it would be fair with
reference to corporations, that those that have a high return, say 12
per cent, should pay a higher tax than those making only 6 per cent?
In other words, an excess profit tax.

Secretary MILLS. Theoretically an ,exces profits tax is a beautiful
tax, but practically it is an abomination, because when we tried it
we were not able to find out what invested capital was. That is
why it was repealed in 1921.

Senator CONNALLY. No; I think not. It was repealed in 1921
because so much pressure was 'rought against it by the big concerns
that were taxed under it. I tlink it is as fair a tax as the graduated
income tax.

Secretary MILLS. Theoretically it is, but those who have attempted
to administer it will testify that from an administrative standpoint
it is a horror.

Senator CONNALLY, No doubt it is hard of administration. But
the Government ought to smoke out these corporations and boil
down their water to the point where the Government will find out
what is actually invested in these corporations, There is no more
useful pursuit the Government can engage in that that. I believe
it is a fair tax.

The CHAIRMAN. I think if you will make an investigation, Senafor
Connally, you will find out that the smaller corporations and tim"
medium-sized corporations take a period of five years, make a langer
percentage of profit than the larger corporations.

Senator CONNALLY. Well that is all right if it is a corporation
that is making money. Take a man who is 5 feet 4 inches and you
do not tax hini any more than the man who is 6 feet 4 inches, do you?

The CHAIRMAN. No; but that is your theory.
Senator CONNALLY. Oh, no. For instance, if Mr. Mill's earning

power is $150,000 a year you would make him pay a graduated tax
on that, and if my earning power is $5,000 a year I would pay on
that. And if here is one corporation that is earning 12 per cent, aad
here is another one carning, we will say, 6 per cent, the first corpora-
tion ought to pay a higher tax because .t is making more money in its
invested capital. I am not basing the argument on the size of the
corporation. Of course it would not be a fair thing to tax the
corporation simply because it was big. The rate of return is the
true measure. If it has a million dollars of capital and makes 6

115102-.2----3
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per cent it ought to be taxed the same as the little coloration with
only $10,000 capital but which makes but 6 per cent. Wow is a good
time to rectify this matter and put it into effect in this bill.

Secretary MILLS. Senator Connally, Mr. Ballantine was in the
Treasury department during the war years, and he knows about the
excess profits tax, and I am sure he knows how it worked and why it
was repealed, I ant sure there are men here who will tell you the way
that worked and not to try it again. And I think Mr. Alvord will
tell you that. They are boti here. It is a pretty dangerous pro-
phesy for me to make, perhaps, but I will venture that. Mr. Ballantine
will tell you that.

Senator CONNALLY. It is the right way to tax.
Secretary MILLS. Theoretically it is a beautiful tax.
Senator CONNALLY. It is fair, honest, and eguare.
Secretary MILLS. In theory, yes, but how a tax will work out in

practice is the real test.
The CIQIIWAN. You may proceed, Mr. Secretary.
Secretary MILLS. I spoke this morning about limitation on the

reduction of losses from the sale of capita sets-
Senator HuLL (interposing). Before you leave the other subject,

Mr. Secretary, let me ask you: I have not looked at this for some time
but this portion you went over applies to corporations, does it not?

Secretary MILLS. Do you mean the carry-over?
Senator HULL. Yes.
Secretary MILLS. It applies to all business concerns, individuals,

partnerships, or corporations.
Senator HULL. The English income tax, which is stronger than

ours, they were trying to get back to the 1-year period that we were
using, presumably on the theory that the taxpayer might have two
or three fine years, and as you say he pays out of his current income
as a rule. So that if he should strike a panic he would not be able
to pay at the end of three years maybe on three profitable years. I
think that was the thought advanced. Now, have the English taken
any active steps in this direction?

Secretary M ILLS. I am not sure. But I have the same impression
that you have, that they are working back to the 1-year statute rather
than.the average of three years. But as to what they are doing on
the net loss carry over I do not know. I can look it up and put it
into the record it you wish.

Senator HuLL. If there is anything new on that subject, I should
be glad to see it go into the record.

Secretary MILLS. I will be very glad to comply with your request.
(The data called for is as follows:)

•TREATMENT OF NET LO#SE2 FROM DUsaINS

The British Income-tax system has more liberal provisions for offsetting busl.
amo losses against the assessable profits of other years than is provided by our
Federal income tax. As under our Federal law, the basis for asmment of Income
tax on business profits in a given year is the profits of the preceding rear. If
the British taxpayer suffers a business loss, he may offset this Ion first against
profits on which is taxes are amemed in that year (that is the profits of the
preceding year). It the loss is not offset against or is in excess of, such profits the
loss or the excess may be carried forward and okset against the assessable profits
of tho six following years. The loss must be deducted from the earliest possible
assessment of the succeeding years and Its must be deducted from net profits
before any allowances.
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The CHAIRMAN. You may resume, Mr. Secretary.
Secretary MILL. Limitation on the deduction of losses; Another

p rovision which should in Iiy opinion, be amended, is the section
imiting tho right to deduct losses on transactions in securities to the

offsetting of gains front similar transactions in the same taxable year
as provided in section 23. In recent years income from business
profits, from salaries, and from other sources, has in many cases been
offset by losses on security transactions. It is the effect of such losses
in diminishing the tax upon forms of income, such as I have mentioned
which, to a considerable extent, is responsible for the diminished yield
of the income tax in these years. Undoubtedly, a very serious case
can he made for continuing the right to so deduct such losses. In
many cases, however the losses thus deducted may be said to be paper
or fictitious losses. in place of the securities in which the losses were
taken, other securities were purchased without substantial change in
income. The Treasury was disposed to agree that it was not unrea-
sonable under present conditions to deny to taxpayers the privilege
of offsetting forms of ordinary income through security losses. I
think, however, that banks should be expected. Banks, as a part of
their regular business, purchase securities for investment purposes,
which become an important element in their necessary secondary
reserves. Speculation is not involved, nor is the question of pro-
tecting the revenues from improper deductions. It is my opinion
that, p particularly in the case of banks, a tax upon the gains and a
denial of the losses is not necessary and can not be justified. I also
recommend that the provision not apply to bonds which are normally
purchased and held for investment purposes and which are not sus-
ceptible of manipulation so as to create fictitious losses.

In other words, people have been able through the taking of losses
on sales of securities to wipe out any profits by way of dividends, or
from business, and so forth. And in some cases the selling of securi-
ties and the taking of losses have not represented actuallosses, but
nevertheless they fave been enormously effective in wiping out what
we have described as other income.

Now, the Ways and Means Committee felt, and the Treasury
agreed, that that abuse has grown to such a point that something
ought to be done about it. And something ought to be done about
it in spite of the fact that we are going to hit some people that have
suffered some very genuine losses and not mere paper losses. But
we do not know how to remedy that particular abuse without doing
some injustice, and I am afraid some people have got to suffer because
of the general abuse of the privilege by many other taxpayers. So
the Treasury (lid agree with the Ways and Means Committee that
you ought to limit the deduction of losses from the sale of securities
to the amount of profits made in that same year from the sale of
securities, and that the loss resulting from sale of securities should
not be used to wipe out other income.

Senator HULL. That was in the act of 1916.
Secretary MILLS. Yes, it was. But, in reaching for a particular

abuse, once you have remedied that abuse you may not be able to
stop short of interfering wtih ordinary business transactions.

Now, the bill does exempt the dealer in securities. It does not,
however, exempt banks, and I think banks should not come under
this provision. Banks necessarily have to buy securities. They
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hold them ais secondary reserves. It is a part of their business to
buy and sell investment securities. Therefore to say to a bank: We
are going to tax you whenever you make a profit on the sale of your
investment securities but we are going to deny to you the right to
take losses is, it seems to me, unsound in dealing with the normal
business of a bank. And that business is not connected with the
wellto~do individual with a large income from other sources who
wipes it out by a sale of securities, during October and November,
at the close of the calendar year. Therefore I suggest that this
committee emend this provision so as to include not only dealers in
securities but banks.

I think also that generally speaking you could well afford to exclude
bonds from the provision because after all--while it may not be en-
tirely true to-day, generally speaking bonds do not fluctuate enough
in vadue or price to permit them to 4e used for the purpose which
we are attempting to curtail. I think that this provision is a very
drastic one at best, and that you will accomplish all we are really
seeking to accomplish if you limit the application to stocks and exclude
bonds, and exclude banks, as well as dealers in securities.

Senator HULL. Where would you draw the line between banks that
are performing largely a legitimate banking business and banks that
have security affiliates and all kinds of security connections?

Secretary .MILs. Well, banks are inevitably in the business of
buying and selling securities to some extent. Their income from
buying and selling securities is normal business income, and I think
they are entitled to take losses on their normal business income.
But the fellow we are trying to hit iq the man who is wiping out his
normal income from dividends and business profits by taking paper
losses on the sale of stocks. We are perfectly willing to give him a
deduction on his normal business losses and to tax him on his normal
business gains. But we are unwilling to allow him to wipe out his
normal business gains by this arbitrary taking of losses on outside
transactions. I do not think that is true of banks. It is a part of
their normal business to buy and sell securities and therefore their
losses arise in the normal course of events and they are not arbitrary
or fictitious losses made for the purpose of wiping out the normal
income.

The CuIAxw1AN. That would apply also to the broker, whether a
company or an individual. That is all of his business. He does no
business outside of the buying and selling of stocks. How would
you treat him?

Secretary MILLS. Well, if he is a security dealer in the sonse that
he merchandises securities, the bill already exempts him from this
provision. But the ordinary broker would not be exempt from this
provision as I understand it.

Senator SHORTRMOE. And who determines that?
Secretary MILLS. It is written into the law. I suppose ultimately,

like all these things, the Bureau of Internal Revenue will have to
write a regulation; that is, unless Mr. Beaman has done a good enough
job so that we do not have to. Have you, Mr. Beaman?

Mr. BzAMA. I do not know.
Senator SHORMIDoE. But you say when he is an ordinary broker,

or his business is almost exclusively the buying and selling of securi-
ties, then he might write it off.
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Secretary MILLS. 'No, I did not say that. I say wye would em-vlhde
the firms that are in the business of buying and selling securities tile
way the grocer buys and sells groceries, those who merchandise
securities. The bill already excludes them. Now then, we say you
ought to go a step further. It is likewise the business of t bauk to
buy tund sell securities, and banks ought not to be uider this section,
That is the only suggestion I make, except that inasimuch as t6. is
a very drastic *provision and bonds are not particularly adaptable
instruments for effecting this purpose, that you might N'eiry well
exclude bonds and limit it to stock.

Senator CONNALLY. Then it would not matter tbout bonds. In
other words, if it does not atfect anything, why take them out?

Secretary MILLs. I think if you take banks out the bond provision
is not so important. If you, do not take banks out tlwn the bond
provision is very important because that is their principal form of
investment.

The CHAItMAN. Was this matter presented to the Committee on
Ways and Means of the House?

Secretary MILLS. Do you mean this particular argument?
The CHAIRMAN. Yes.
Secretary MILLS. I did not present it to them.
The CHAIRMAN. You may proceed with your statement, Mr.

Secretary.
Secretary NILLS. Estate tax: The recommendation of the Treasury

with regard to additional estate tax wits that it should be such is to
increase the rates to the level of the 1921 at. r 6 would have in-
creased the maximum rate from 20 per cent to 25 ier cent. It was
proposed that tli tax be so framed as to c,)nstitute an additional
tax to which credits for the payviment of State inheritance or estate
taxes iernutted the amount of 80 per cent as against the present
estate tax should not apply. In other words, this was to be a sort
of supertax the fuil benefit of which would be derived by the Federal
Government.

In the Iouse bill the recommended basis for the treatment of
additional estate tax is preserved but the rates are drastically in-
creased. The schedule begins with amounts in excess of $50,000
instead of $100,000 as at present; .s graded sharply upward %ith
narrow brackets and reaches a maximum xate of 45 j er vcet. The
effect of the steeper gradation of a tax will be seen when it is observed
that under the present law the maximum rate on an estate of $500,000
is 5 per cent while in the new law it would be 13 j:er cent. The
maximum rate is 80 per cent higher than the highest rate employed
during the war, and the gradation upward is very much more rapid
than under the war-time schedule.

So far as the production of additional revenue in the immediate
emergency is concerned, the estate tax is not an available source
for the reason that new rates apply only to estates of decedents dying
subsequent to the passage of the Act and the tax is not due until one
yeax aftvr the date of the death, and the time for payment may be
long ext ended. In the bill it is recognized that the lugher rates neces-
sitate the allowance of a much longer period for payment, and it is
provided that in the case of tax shown to 1e due by the return the
period may be extended up to eight years, while in the case of defici-
encies the period may be extended to four years. In the case of any
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extension interest must be paid at the rate of 0 iper cent. The total
amount of additional revenue front the estate tax during the year
1933 ix estimated at $20,000,000..

The CHAItMAN. In that provision does i . provide ally d,,du.tions5
on account of taxes imposed within a State?

Secretary MILLs. As I understand it, in so far as the States are
concerned they get the benefit of 80 per cent under the present rates
and the Federal Government gets the benefit of all the additional
revenue under the new rate.

Senator KING, That is to say, this is a supplemental tax to the
existing one?S-cretar MILLS. It is.

Senator KING. And you leave the present law as to the States?
Secretary MILLS. You leave the present law on revenue deived by

States as it is to-day, and the additional revenue ensures to the beneft
of the Federal Government.

Senator KING. You do not attempt to combine them either for the
purpose of credits or of debits?

Secretary MILLS. No.
&enator CONNALLY. You recommend a maxinim of 25 per cent on

estates?
Secretary MILLS. Yes.
Senator CONNALLY. And the bill Pixes a maximuni of 45 per cent

ix the highest brackets.
Screkary MILLS. Yes; and in the much closer brackets with a

sharper gradation.
Senator CONNALLY. Do you know what the English rates are?
Secretn.ry MILLS. No, but I believe the maximum rate is 50 per

cent.
Senator CONNALLY. On what size estate?
Secretary MILLS. Fifty per cent on the amount of net taxable

estate (after credit of £100) in excess of £1,999,900 ($9,732.713 at
par of exchange).

Sen-tor KING. As I understand the situation, Senator Connally,
here is a dual tax imposed.

Senator CONNALLY. No-
Senator KING (continuing). You have the existing tax with a

credit of course of 80 per cent, and then you have the additional tax
and if the additional tax is 45 per cent that does not take cognizance
of the anterior tax.

Senator CONNALLY. Forty-five per cent includes the old tax and
the present tax.

Senator KING. Is there a combination for the purpose of determin-
inlgit?

Senator CONNALLY. Yes.
Secretary MILLS. The first thing I want to point out is that this

estate tax increase does not help us materially during the emergency.
In the first place, so far as the fiscal year 1932-33 is concerned the new
rates do not apply as to anyone who dies before the law goes into
effect; furthermore the executor or administrator has a year to file a
return, and under the terms of this bill would have eight years to pay
the tax on the amount actually returned, and four years to pay aay
deficiencies. So that as a result of the one year provision, which
really carries you Over into the fiscal year 1934, as a practical matter,
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though the yield is estimated at $20 000,000 in the year 1933 on the
assumption that this bill becomes a law prior to June, as a matter of
fact we can not look to the estate tax as a means of balancing the
Budget in the fiscal year 1933.

Senator CONNALLY. It would he very much heavier, though, in
the following year, would it not?

SecretaryMILLs. Yes; it will begin to grow after that.
Senator CONNALLY. It will help to pay the bonds that we will

have to issue now.
Secretary MILLS. Oh, yes. And you ought to consider it there-

fore, not as a part of an emergency prog,'am to balance the Budget
next year, but strictly from the standpoint of long-time tax policy
and the economic effects which it will have from a long-time stand.
point. You can not consider the estate tax as a part of your emer.
gency program, but you must consider it from the standpoint of
permanent legislation.

Senator CONNALLY. As a man having conservative views on taxa-
tion, do you not regard the graduated estate tax as a legitimate field
for permanent taxation for the Federal Government?

Secretary MILLS. Most decidedly. I want to be quite sincere.
In the first instance I felt very strongly that the estate and inheritance
taxes belonged to the States as a matter of legal theory and as a
matter of tradition and a matter of revenue need. I thought the
States needed the estate and inheritance taxes much worse than the
Federal Government did. That was my opinion for a very longtime.
But it was perfectly obvious that when certain States were able by
constitutional amendment or otherwise to create--

Senator KING. Isles of safety.
Secretary MILLS (continuing). Sort of migratory bird refuges, or

isles of safety, that estate taxes imposed by the States must be inef-
fective. And therefore I voted when I was a Member of Congress
and a member of the Ways and Means Conanittee for the present
law under which the Federal Government assesses the tax and allows
an 80 per cent credit for estate or inheritance taxes paid to the
State. I am entirely satisfied with it. And I believe in an estate
tax as part of our revenue system. The only thing that I ques-
tioned--and I question it as a matter of fundamental economic
doctrine--.is as to how high you should put the rates.

Now we might as well be perfectly honest about it. Either you
are imposing a tax with an idea of getting considerable revenue, and
then probably 25 per cent is as high as you want to go, or as a matter
of social and economic policy you want to use the taxing power of
the Federal Government to break up large estates. Now I think
that both of those considerations enter into this picture.

The CHAIRMAN. Would it not be better for the States to use that
power? Wh not leave the estate tax to the States?

Secretary MILLS. Senator Smoot, I think that is water over the
dam. I think the Federal Government is in the field, that the 80 per
cent provision is furnishing much mqre revenue to the States than
they ever could get on their own account, and I consider that a matter
of settled policy. As far as I am concerned, while I was not for it in
the first instance, because I felt the tax revenue from estates should
belong to the States, I have become convinced it is the right policy,
and as far as I am concerned I am for a Federal estate tax.
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Senator CONNALLY. Mr. Secretary, whatever your theories about
State rights might have been with reference to it in the bogiming, is
this not true with regard to the great fortunes. Take Mr. Ford, for
instance. 1lis body is in Detroit, but his fortune has been made off
of the people of the United States, and it is not just to lot Michigan
have all of the inhertianco tax off of his estate. The samu thing is true
with regard to the great fortunes in New York hold in the great cor-
p orationis the railroads and others that extend throughout the whole

nion. Those fortunes have been made and contributed by all of
the people, and the Federal inheritance tax is the only tax that will
adequately reach them and give the Federal Government or all of the
people of the United States the benefit of that tax.

Personally I am opposed to the 80 per cent. I do not think that
we ought to give the States as much as 80 per cent. I think the
States ought to be entitled to levy their own inheritance taxes and
the Federal Government levy its taxes. We do not have any income
taxes from which the States are allowed to deduct. Some States
have income taxes and some do not. This 80 per cent was merely a
compromise at the time between the proponents who wanted an
entire Federal tax and those who did not want any, but wanted it
left entirely for the States, I think 80 per cent is too high for the
States.

Secretary MILLS. Senator Connally, if you are going to have the
Federal Government and the State governments each taxing the
same subject entirely independently you are going to have the
greatest tax chaos in this country that you have ever seen. We are
rapidly approaching that point. I venture to say that before another
year is up what you gentlemen will be considering in both the House
and the Senate is the relationship between State and Federal taxes.
Thtre is a very direct relationship. In your State, Senator La
Follette, you have a 14 per cent tax on incomes, do you not? Now,
you can not in levying an income tax just blindly shut your eyes to
the fact that Wisconsin has a 14 per cent income tax, and therefore
its action deprives you of the right of going as high as you might care
to. Suppose some other State puts the rates as high as 25 per cent or
50 per cent. What we have to do is to recognize that there exists a
real comity between the Federal and the State governments. We
have got to consider the respective rights of each and adjust our
respctive systems of taxation so that the unfortunate taxpayer will
not be crucified between two different systems of taxes by two sep-
arate sovereignties acting entirely independently.

The CHAIRMAN. That is the same position I take.
Senator CONNALLY. Yes; but the Secretary just suggested that we

can not use the same field, Yet his own State of N w York has s
heavy pronal income tax. Would he therefore not levy any incometax in New York?

Secretary MXL. No; but I think we have got to consider this
whole question sooner or later.

Senator CONNALLY. I agree with'you that we ought to let the
States have certain sources, and that we ought to stay off of those
sources. But I do not think the inheritance tax ought to be relin-
quished to the States entirely. They ought to get some, but I
tink they are getting too much when they get 80 per cent.
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Secretary MauA. I agre with you on that. But I think the
States need it more than the Federil Government. After all where
is the real tax burden in the United State. to-day?

Senator CONNALLY. All over.
Secretary MILLS. It is the State and local taxes that are crushing

the people, not the Federal taxes. You bear about the troubles ol
the farmer. One of his chief troubles i. that he is being crucified by
taxation, local and State taxation. Consider the dweller in the cities.
Is lie troubled by Federal taxation? Not to any great extent. But
he is burdened by the heavy taxes on real estte which he pays
through rent and does not know that he is payig it, That is wbere
the real tax problem in the Umted States is. I am not troubled about
the revenues of the Federal Government. Eventually we will have
all we need, and probably more than we should have. But there is a
terrible problem in the States and the local communities. And to
the extent that we can give them a clear field and relieve these
burdens on real property, we will be doing something that represents
real statesmanship.

Senator KINo. I hope that you will approve a resolution which I
offered six years ago, and which I am offering now calling for a con-
ference between the Federal Government and the s tates or the pur-
poe of agreeing upon a plan to levy estate taxes and for proper alo-
cation. For one source of income. That is, one collecting agency.
And then a proper allocation in order to avoid the conflicts which
you have stated and the pyraniding, because in some estates that
have come to my attention where the property is in five or six States
the entire amount has been eaten up.

It does seem to zoe that there ought to be one source of collection,
one collecting agency, and then a proper allocation of the funds de-
rived from your estate taxes between the States and the Federal
Government. If a conference were called between the Federal Gov-
ernment and the representatives of the States and a treaty entered
into which would be crystallized into law by the Federal Government
and the States for the purpose of settling that problem, I think that
would be real statesmanship.

Senator SHOItTRIDGE. May I ask a question for the record, and
perhaps for others? The case of Mr. Ford is cited. Now, he is a
resident, let us assume, of the State of Michigan. He dies leaving a
vast estate. The present bill proposes 45 per cent, would it not be,
on his estate?

Secretary MILLS. I do not know how much Mr. Ford is worth.
Senator KING. In the highest brackets.
Senator SHORTRIDOGE. Exactly, Eighty per cent of that tax, then,

would be remitted to the State.
Secretary MILLS. Providing the State of Michigan has taken full

advantage of the 80 per cent provision.
Senator CoryzSNS. Oh, no.
Secretary MILLS. No, not the now tax. No, only 80 per cent of

the old.
Senator CoulENs. Yes.
Senator SHOnTRIDGE. That is what I wanted to have cleared up.
Secretary MILLS. 80 per cent of the old. Al of the now tax goes

to the Feleral Government.
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Senator CouzENs. I would like to ask the Secretary this question
and if I am asking him somnething that he has already answered, i
will drop it. Why the difference in the graduation between the gift
tax and the estate tax? It seeins to me that they ought to be con-
parable.

Secretary MILLS. I think the reason for the differential is that it
was hoped to get a little revenue from gifts. Though I think properly
looked at a gift tax is not a revenue measure at all. It is a measure
intended to protect both the estate and the income taxes from evasion.
That is th, reason for the gift tax. I think the differential is duo to
the hope that some persons might he tempted to make some gifts
and we might et some revenue.

SenatorA FOLLUITTE. Theoretically there ought to be some definite
ratio in the rates between estate tax and the gift tax, should there not?

Secretary MILs. I suppose the real purpose of the gift tax, Senator
La Follette is to prevent gifts, is it not?

Senator LA FOLLicr. That is, where they are made in contempla-
tion of death and for the purpose of evading the estate tax.

Secretary MILLS. Yes. I think the gift tax as drafted by the
House probably goes farther than that. I am in entire accord with
the gift tax intended to prevent a distribution for the purpose of
avoiding either the estate or the income tax. But I think the gift
tax that goe beyond that is very questionable.

Senator KiNu. I want to ask one question. Mr. Secretary, 1 have
been told that some wealthy people have formed corporations in
Newfoundland or Canada or some other country, on the Western
Hemisphere, however, usually in Canada or Newfoundland, and
transferred their property to that corporation for the purpose of
avoiding inheritance or estate or gift or income taxes. Has the
Treasury Department any information relative to this, and, if so,
whether the administrative provisions of the pending bill sufficiently
guard and protect us against such flagrant evasions or attempted
evasions?

Secretary MILLS. I think so. I think that there are some provi.
sions in here that have been written in for the purpose of taking care
of those situations, and the experts tell me they do. Frankly, I have
no personal knowledge of those devices. I am told that they exist,
and I am also told by gentlemen who are familiar with them that the
provisions in the House bill do plug those particular holes. But when
you get to the administrative provisions I think you lad better have
the experts explain them to you..

Senator KING. I shall protermit any further question*, but I am
told that those are things that ought to 'be guarded against.

Secretary MILLS. Now if I may get back to the estate tax and the
question ot rates.. You put rates as high as 45 per cent, and it is very
obvious that in many many cases executors and administrators are
going to find difficulty in making payment because of insufficient
liquid assets, that is, assets that can at once be turned into cash. And
it is by no means sure that this particular problem can be solved by
extending the time of payment, particularly when your delayed pay-
ments carry an interest rate as high as 6 per cent. therefore, in many
many cases the necessity of paying these high taxes is going to mean
the disruption of individual business and te destruction of capital
values. f think that is perfectly inescapable when you get a capital
levy as high as 45 per cent.

of8
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Now there is no iunediate effect of course, on the revenues, but I
think that it is possible--though Nhs seems somewhat remote, and
I ain basing my objections on much more fundamental grounds.-that
the imposition of these drastic rates may put pressure on constructive
business men to refrain front making certain character of investinets
and for the protection of their families, their children, to prefer to
keep part of their Assets in liquid form. That means that they are
not going to make the greatest possible productive use of their capital.

Senator COUZ3NS. I' assume that it is not practical to assess this
tax in kind, is it?

Secretary MILLs. What would you (1o with the factories, Senator
Couzens?

Senator COUZENS. That is what I am asking you. The suggestion
has been made that the estate tax be collected in kind.

Secretary MILLS. It would be fine in the case of securities. It
would be much better. But I do not see what you can do with a
factory.

Senator Couz&N. Well, of course, it would put the Government
in business if it took a percentage of a factory, that is true.

Secretary MILLS. Yes.
Senator CouzENs. I just wanted to know how much thought

you had given to it, and what your views were.
Secretary MILLS. I go further. I think that when you get up to

45. per cent, not just of income, but 45 per cent of capital, you are
doing something more than collect revenue.

Senator CONNALLY. It only applies, though, above $10,000,000.
Secretary MILLS. But it is sharply graded all the way. And

whether it applies to $10,000,000 or $5,000,000, 45 per cent assess-
ment on capital is something more than a tax. I know it is argued,
and I recognize the sincerity and naturally the right of people who
believe that it is better for the country to break up these so-called
large estates. I question, though, the wisdom of using the taxing
power to re-distribute wealth, either through the agency of income
or estate taxation.

Personally I think it an unsound economic view. If I did not
agree with the present social and economic order, if I thought that
it was better for the Nation to have large aggregations of capital
not in the control of a given number of indivdus as, I would iuich
rather-and of course I do not agree with that contention, because I
believe in the present economic order-but if I did not believe in it,
then I would much rather keep capital intact and put it in semi-
public corporations as a sort of a semipublic trust with a fixed return
to the owners of the capital, than to destroy working, capital by
taxation. When we levy these 50 per cent taxes on income and
these 45 or 50 per cent taxes on estates we tend to suck into the
unproductive channels of current Government expenditures the
working capital of the Nation.

I am not interested, here, in the individual point of view. Taking
the large point of view and looking at the life of a nation, what con-
sequence as it whether for a short terninof 25 or 30 years a particular
individual or 10 or 20 individuals do control a certain amount of
capital. What does that mean in the life of the Nation? Nothing,
if those funds during those years are all beiiag productively used to
increase the wealth of the Nation through increased industrial
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capacity, and the production of goods and the satisfaction of
hnu tn wants,

1,i*afor CoiTz.Ns, The point, arises, though, Mr Soeretary, as to
how that is distributed while that earning power is going on.

Secretary MI.L. I do not think that that is the real point, Senator
Coozens.

Senator CouztNs. Well, I know you do not, but I do.
Secretary MIIS,. I do not think that is the real pOint. The

qUestion, is, do we want to destroy or at least cripple the effective
11nctionitg of the existing machine by taxation? That is a perfectly

honest faring of the issue. I would not do it, but if I were not
satisfied with the existingp order, subject to improvement, I would go
clean over to the other side and at least have a system thtt would
work. But I would not sabotage the existing orter by destroying
working capital or the incentive to create It. That it seems to me
is the worst thing we can do, for that would mean that the present
economic machine would not function to the fullest possible extent
and give its ftllest possible value, which would mean suffering and
failure of progress for the Nation as a whole.

Senator It'LL, Mr. Secretary, what would be an average amount of
an estate tax mder the graduationa as at present proposed, tip to 25
per cent? hat would e the actual umotint when you allow for the
exemptions and for the graduations?

Secretary' AImis. It depends on the size of the estate. I could give
you the different amounts. I am not particularly concerned, senatorr
Lull, with our rates, as compared to anyone else's rates. I say that
we do not want to go too high, because when we go too high we
destroy working capital and the incentive to create it by risk, effort,
and saving. And if you study the history of a great industrial nation
like England over the course of the last decade you can not help but
wonder their economic prostration is not due in part to a policy which
resulted in depleting their capital through taxation.

Senator CovNALLY. Mr. Secretary, let me ask you a question. You
say levying hi,,h rates on these estate destroys the working capital and
mcks it out. Suppose an estate consists in stocks and bonds in a
going concern. They are taxed and pitt up and sold. loes not
somebody else buy then? Does not the business go on just like it was
always doing? And is there the subtraction of a single dollar from the
capital of that concern? There is simply the changing of hands in the
owners of those stocks.

Secretary MILLS. It does not work out that way, because, to begin
with, if you tire dealing with a large estate there is a considerable blockof stock. Therefore the forced sale of it breaks the value of the stock.

Senator CoNNAXij. The intrinsic value of that plant and that
investment has not changed a dollar, has it? It is still there?

Secretary ' MILLS. No; but the value of its securities.
Senator CONNALLY. I ai talking about things. I am not talking

about stocks and bonds.
Secretary MILLS. All right; let us talk about things.
Senator CO.NALLY. If the stock changes hands, is there any

change whatever in the plant, or necessarily in its business?
Secretary M Ls. Yes, sir; but that isn't the real point.
Senator Ki\NO. Many of the securities, may I say, Senator, are put

tip as collateral by the owners of them in order to continue the plant's



1J5VYNUE ACT OF 1955

operation so as to build additions thereto. So that seccurities are not
free from a lien. Many securities held by rich men are subject to
liens, and they have been utilized for the purpose of obtaining liquid
capital in cider to make investments in capitalistic enterprise.

Secretary Mmits. The real answer to Senator Conndly's question
is that you can not view this transaction simply as a transfer of a

given block of securities from one individual to another individual or
individuals You must visualize all of the productive capittil in the
country as forming a common pool. When the United States Gov-
ernment makes a capital lhwvy throll gI the form of an estate tax, it
takes Just that much out of this Jool for it own purposes. If this
process be continued indefinitely, it is bound to have an effect on the
working capital of the country. But there is a second point that I
would like to' make: We have not got anything in this country that
resembles a rentier class. We have not got people living off of
accumulated wealth or inherited wealth, generally speaking.

Senator CONNALLY. Mr, Secretary, you point that out in your own
report this morning.

Secretary MILLS. Let me finish, if you will, this one sentence.
Most of the rich men in this country-there are exceptions but most
of the rich men in this country are men who are in active business,
using their capital every day in the year. Now when you take a
large block of stock in any given concern, why was it in that particular
estate? Because you will generally find that the rich man wlo owned
that particular block of stock was a very Active business man in
building up that particular company. What is more, he stood back
of that company. And if you study the history of most of these
companies you will find that at one stage or another of their life
some one or two or three men had to have sufficient confidence in them
to see them through some very bad times. To lend them money.
To stand back of them. To pledge their own personal fortunes to
se that a particular industry in which they were active was pulled
through.

Now spread that particular agregate of capital, scatter it, among
thousands of individuals and what do you do? 1 ou no longer have
that wealth mobilized for the support and use of that particular
industry. You have destroyed a mobilized unit. That is what you
have done. And when you destroy a mobilized unit, you destroy
in effect an asset just as effectively as if you disband a regiment of a
thousand men and make of them once more a thousand different
individuals. Acting as a regiment there are, to be sure, one thousand
individuals in that regiment, but that regiment is infinitely stronger
because those thousand men are acting together as a unit than if
those thousand men are each acting alone.

The same is true of concentrating capital in a particular industry
in the hands of a man or men who have built up the industry. It is
more actively used, and potentially stronger than when completely
distributed among countless small stockholders. And whatever their
faults may be-and I have no doubt there have been many, and I
am not appearing here to-day as defending people of wealth; I am
trying to discuss a fundamental economic conception as I see it, and
.with all sincerity-whatever may be said of the American business
man who has amassed wealth, he has not only amassed wealth for
himself, but he has created wealth for others by developing this great
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country of ours and making it the greatest industrial nation in the
world. And how has it become the greatest industrial nation?
Through the development of its resources and the accumulation of
capital

Many men in this room can remember the day when capital was
considered the most vital element. When we did not have any capital
of our own. When we had i- -,aw capital from all over the world in
order to develop our own country. Why do you suppose the banker
throughout the United States occupied his great position of power
and respect in the community, was usually the leading man in the
community? Why? Because he had capital which men needed
more than anything else in that community in order to develop it
in order to build up their enterprises and make of it an industrial
community able to produce more and more goods for th'e satisfaction
of its needs and the welfare of its citizens. That is the reason why
the banker in American history played so important a part particu-
larly in the newer communities.

People when they did not have capital recognized its tremendous
value to the country. But having acquired capital, having seen it
productively used by intelligent and industrious men for the develop-
ment of the country, we ought to go very slow before we begin to
destroy it, simply because of some vague economic theory that some-
how or other we can make a better world through the use of the taxing
power.

If we are dissatisfied with the existing system, the consistent and
sound course to pursue is to seek to improve it, or even radically to
change it, not to attack it by indirection and to prevent its functioning
at its maximum efficiency.

To say that I do not like the present system and therefore I am
going to destroy it by indirection, through taxation, through diverting
and dissipating and working capital, and by making it difficult for it to
function efficiently, seems to me to be all wrong. The very essence
of the capitalistic system under which we live and under which we
have prospered is the free flow of capital and the free right of every
man to make use of his own powers to the utmost possible extent
consistent with the rights of others.

I did not live up to my promise, Senator Conzens. I told you I
would not grow oratorical, and I apologize. But I have a very deep
feeling that when it comes to a long-time policy, we ought to consider
the whole problem objectively and think it clean through before reach-
inga final decision.

Senator CouzENs. In that connection may I ask you this question?
What is the primary object in disseminating this stock among the
utility i sers so that the corporations eventually became owned by the
users, such"as the A. T. & T. and the diversification of stock among the
employees of the United States Steel Corporation and general move-
ment% along that line that have been going on for years? Does that
not do just what you are objecting to?

Secretary MILLS. No; I do not think it does. After all the public
utility corporations are thoroughly regulated anyhow.

Senator CouzENs. Well, we vill take the Steel Corporation.Secretary MILLs. Take a corporation like the Steel Corporation.

I do not know how many stockholders there are in it.
Senator CouzNs9. Several hundred thousand.
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Secretary MILLS. But I think they still have enough large stock-
holders who devote their personal attention to the enterprie to give
it that element of personal supervision which to iny mind spells the
difference between success and failure. In any business that I might
be connected with, Senator, the last kind of a board of directors that
I want is a board of directors that does not own stock in the concern.
They may be the best and wisest men in the world, but if they sit
on the board of directors I want them to own stock in the business
and know the business.

Senator COMZENS. flow much stock do yo'i want them to own to
be directors?

Secretary MILLS. I am not talking about these great corporations
that may be affected with a public interest, but the run of ordinary
business enterprises. The way to have a business successful is to
have it run by men who know the business and who have a direct
interest in the business.

Senator CoUztENs. Does the Secretary believe that our railroads
are run by a board of directors of that character?

Secretary MILLS. No. The railroads of to-day I think for all
practical purposes are run by their executives to the extent that the
Interstate Commerce Commission lots them run then, and they con-
stitute a group of skilled technicians.

Senator COUZENS. But the board of directors are made up of a
great many men who do not hold substantial holdings in the railroad.

Secretary MILLS. That is absolutely true, But I think the success
of railroads nowadays depends very largely on the executive manage.
inent rather than on the board of directors, and it depends even more
on the Government agencies that control their policy than on the
executive management.

Senator COuzENS. Then there is not much use having a board of
directors for the railroads, is there?

secretaryy MILLS. Well, I would not go that far. But railroads are
no longer tree enterprises. They are controlled.

Senator KING. That largely accounts for their inefficiency.
Senator CONNALLY. Mr. Chairman, I want to ask one other ques-

tion if I may.
The CHAIRMAN. Yes, Senator, and then we will ask the Secretary

to continue with Ids statement, as we want to get through by 4 o'clock.
Senator CONNALLY. The Secretary made the statement a moment

ago that there were not many people in this country that were living
on inherited or idle wealth. yet I quote from page 3 of his
statement as follows:

Because of the great volume of tax-exempt securities which, as long as 10
years ago, the Treasury urged Congress to do away with through a constitutional
amendment, the application of the income tax to the large income derived from
inherited or accumulated wealth is necessarily limited.

The Secretary there was pointing out that because of these tax-
exempt securities that these great fortunes of acctuulated wealth
were free from income tax largely. If they are free from income tax,
how are you going to reach them unless you tax them when the
owner dies?

I want to exp ss my entire dissent from the idea that the Secretar y
suggested that because the stock has got the name of John Simth
written on it or Henry Ford written on it, that it has a different

48



hBVNfl ACT OP 150

valuation than if it has the name of Bill Johnson or Sam Jones written
on it. It is still the same property. According to his theory when
Henry Ford dies, if Is children get the property tree of an inheritance
tax, why, fine, business is going to go along good. But if that same
AWok is sold to somebody else, why, it is a destruction of capital and
a sucking out, of the fortunes of the land-our productive capital.

Secretary MILLIS. Well, if he dies you will tve to find another
Henry Ford.

Senator CONNALLY.11t, But we (10 not tax IfiuT Ford whezl he dies.
There is no pocket in the shroud. It is going to go to somebody.
You talk about a man accumulating property and enjoying it. Fine.
We do not disturb that. But when he seeks to entail it down through
the generations I think it is sound policy from the social standpoint
and from the economic standpoint to impose that tax. Every tax
you levy here is viewed in its social aspect as well as its economic
aspect. . When a tax is put on income you say, "Do not make it too
heavy, because you affect the economic situation." When you put
it on land you view it from the social as well as the economic stand-
point. And I do not see when you come to the great fortunes of the
land why you should have a great halo thrown around them while
you are taxing every picture show and every little article of the poor.

Secretary MILLS. Do not misunderstand me, I am illing to tax
them.

Senator CONNALLY. But you are protesting against the high rate.
Secretary MILLS. I am.
Senator CONNALLY. England is a conservative country-perhaps it

may not be now under the present government, but it has always
been looked upon as a conservative country, and yet when they
levied the recent taxes the rich and everybody else said, "Fine, we are
willing to pay these inheritance taxes."

Secretary MILLS. And they have been paving them for 10 years,
and I do not notice that England's economic prosperity has been a
shining example of conspicuous success for the last decade.

Senator CONNALLY. Their deficit is less than ours to-day, with
these taxr that they have been getting, as compared to ours.

Secretary MILLIS Oh yes; they balanced their budget this year.
It is a magnificent perormance. I do not want to take any credit
away from them. I think it is a magnificent performance. But I
think very few of them would argue in favor of 45 per cent estate
taxes or 50 per cent income taxes except on the ground of sheer
necessity. I do not think you could get any Englishman to tell
you that they had benefited their industry or improved their national
welfare by impose' those taxes.

The CHAIRMAN. Will you proceed, Mr. Secretary?
Senator CONNALLY. I beg your pardon for taking up so much time.
Secretary MILLS. Well, I must beg the committee's pardon for

taking up so much time. I must have had a speech in my system.
Senator CONNALLY. Well, it is always a good one. I do not

want to see the Secretary, though, carry out the threat of goig
plumb Bolshevik and going over to the Socialists, which he said he
would rather do.

Secretary MuLe. I did not say that I would do it.
Senator CONNALLY. You said you would prefer to do it rather than

to take up these higher brackets.
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Secretary MILLS. Than to use the taxing power to redistribute
wealth.

Senator CONNALLY. I hope the Secretary will let us know before
he turns entirely Bolshevik so we can get prepared for the shock.

Secretary MiLLS. Well, I miht lead the parade. You can not tell.
The CHAIRMAN. Let us get back to the statement.
Secretary Mxi.LS. The manufacturers' excise taxes provided for

tinder Title IV of khe act include a considerable list, but a number of
them of a very minor character so far as expected revenue is concerned,

These contrast with the relatively few taxes of much larger expected
yield embodied in the Treastury proposals and with the manufactur-
ers' excise tax as appearing in the bill reported by the Ways and Means
Committee.

Those taxes which are in effect protective tariff duties present
problems usually dealt with under a tariff act. Whether they should
e included in a revenue bill is a matter of policy for the Congress to

determine.
Each of the special sales taxes is deserving of being studied with

reference to its scope and particularly its effect on the competitive
position of the article taxed.

I think you ought to consider when it comes to these special excise
taxes whether in unt~oun a tax on any given industry that particular
industry selected is in as good a position to bear the tax as some other
industry not selected. AndI suspect that there are some industries
subject to these sales taxes whose present condition is none toohapy 10 tMe taxes applying to great numbers of small establishments with

no exemptions are, of course, very much more difficult and costly to
administer and more subject to evasion than the broader taxes sug.
gested by the Treasury.

Tax on transfer of stock:
Senator KING. Before you leave that, Mr. Secretary. My atten.

tion has been called to a number of manufacturing organizations that
have control of patented commodities such as a shoe company-I do
not recall the name of it.

Senator CONNALLY. The United States Shoe Machinery Co.
Senator KiNG. It is an organization that manufactures machinery,

and they have a monopoly of it, and they make enonnous revenues
because it is a monopoly. They will not sell; they only lease. If
they sold it would be different, but they refuse to sell and obtain
enormous revenues from leasing. I should be very glad before we
get through with this bill to have the views of the Treasury as to
whether or not that might be a field which we might invade to obtain
some little tax.

Secretary MILLS. If you will give us the industries that you would
like to have studied, Senator, we would be very glad to do it.

The provision for additional tax on transfers of capital stock and
similar interests introduces a new principle of basing the tax, not upon
the number or par value of the shares, or certificates but upon the
selling price of the shares in case there is a selling price. It ispro.
videdthat the transfer tax posed shall not in any case be less than
one-fourth of 1 per cent of the selling price. The additional taxes
to be imposed must be considered in the light of the recent doubling
of the transfer tax imposed by the State ofN ew York.
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As to whether the proposed tax is so high as to seriously interfere
with the volume of security transactions in normal times the Trea&a
ury Department has not the information upon which to base an
opinion. In view however of the present conditions existing in the
security markets, it is a doubtful wisdom to attempt an experiment of
this kind. Indeed those men competent to know advise us that such
a tax will seriously curtail legitimate and necessary activity on the
security markets.

The provision appearing as section 723 (b), intended to elfo the
application of the stock transfer tax to transfers occurring outside
the United States t.alls for close study. Obviously, there is doubt
as to the legal power fo give the tax extra territorial effect and doubt
as to whether the provisions of this section are capable of adminis.
tration, or of just application.

From the adminimstrative standpoint, there is some objection to
basing a stamp tax liability upon a consideration of selling price or
value instead of upon the simpler consideration of number or par
value of shares which permit the tax to be most readily and definitely
determined.

Tax on the transfer of bonds. The bill includes a tax upon the
transfer of bonds, which is to be 2 cents on each $100 or a fraction
thereof, but not less than one-eighth of I per cent of the selling
price. (Section 724.) No tax on transfers of bonds was induded in
the war revenue acts, or in any subsequent act. The reason for this
sprang, undoubtedly, from the fact that bonds are, in general nego-
tiable instruments in bearer form, which can be transferred from
hand to hand by mere delivery without the use of any instruments
of transfer. In view of this freedom of transfer, the imposition of the
tax upon a transfer is peculiarly difficult to enforce. It seems impos-
sible to avoid widespread evasion of such tax. Particularly a the
great masses of bonds are sold, as you gentlemen know, over the
counter and not through established exchanges.

The introduction of the determination of the tax by the selling
price has the objection of making the tax less easy to determine
automatically and does not seem to be suitable for a stamp tax.

I think Mr. Chairman, that concludes my analysis.
I woula like to emphasize in conclusion the vital need of raising

adequate revenue to lance the Budget, after effecting all possible
economies. In so far as the present bill is concerned, as I said in the
beginning, the Treasury is not here to oppose it, but as I pointed out,
it does contain many provisions that are certainly worthy of serious
examination on your part; and of course if you should decide to
eliminate any of these provisions and thereby lose some revenue, that
revenue will have to be found elsewhere. When it comes to that, we
suggest that you examine the original program submitted by the
Treasury Department to the Ways and Means Committee.

The CAmRMAr. That is in thehearings.
Secretary MILLs. And it is attached as an exhibit to this statement.
Of course Mr Chairman, during the consideration of this measure

all of us at the Treasury Department are entirely at the disposal of this
committee, and I trust you will not fail to call on us if we can be of
any service to vou in any way.

Senator LA LOLLTTE. There are a few questions that I would like
to ask you, Mr. Mills, iif it is satisfactory to you at this time.
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I have been interested in the emphasis on balancing the Budget.
Have we not balanced Budgets in the past, particularly during the
war, not only by taxing to secure revenue but also by borrowing?

Secretary MILLS. We did, of course. That is how we created our
very large war debt.

Senator LA FOLLZTTI. Also, in connection with that why is the
fiscal year taken as the objective to be attained? Wily not the
Budget be balanced, assuming that Congress wanted to adopt it as
a policy, over a period of 18 months or 36 months, instead of over a
period of 12 months?

Secretary MILLS. I think it could, Senator La Follette; but there
the trouble is that we are not dealing with a single year. We closed
the year 1931 with a deficit of over $900,000,000. We shall close
the fiscal year 1932 with a deficit of over $2,500,000 000, and we
have not done anything about either one of those deficits; and we
are now faced with a third oze, a deficit aggregating $1,700,000,000,
and a fourth year following with another large deficit. So the Treas.
ury, while it did not raise any cry of alarm in !931 when the first
deficit occurred, when it saw the second deficit reaching such a mon-
umental figure its $2,500,000,000, to be followed by a third and fourth,
was obliged to raise a cry of warning that the time had now come
to do something about it.

Senator LA 1 OLLETT.L I admit that.
Secretary MILLS. If we were just dealing with the deficit of a single

year I would agree with you-why all this pother? Just carry over
one year. But this is a succession of years. That is the trouble
with this situation. These are not ordinary deficits, but monumental
deficits.

Senator LA FOLLETr. I recognize that; but there is a question,
however, of the exercise of judgment, is there not, with respect to
the matter of keeping the deficit within bounds, rather than the
necessity, as a definite policy and objective of securing a balanced
Budget within a 6-months or a 12-months period?

Secretary MILLS. But all we are trying to do, following two years
of large deficits, is to balance the Budget within the subsequent
24-months period, because next year it will not be balanced.

Senator LA FoLLVTTE. In other words, it is your judgment that to
let it extend beyond the 24-months period would be an unsound and
unwise policy?

Secretary MILLS. Not only that, but very dangerous. I go the
whole distance on that, for we have reached the point that, unless
we do something about it, we are in serious trouble.

Senator LA lOLLETTE. What do you envision as the new dangers
and evils, I think you termed it in your statement-that recovery
would be indefinitely prolonged if the Budget were not balanced in
the time recommended by the Treasury? Could you be more specific
about that?

Secretary MILLS. Yes, I can, though I have taken up so much
time of the committee that I hesitate to go into fundamentals again.

But as I see the latter phases of this business depression, we have
had, certainly since last Septembe', what may be called a credit
crisis. In other words, up to last September I think that on the
whole the liquidation of credit did not proceed quite as fast as the
liquidation of prices and the rapid restriction in industrial activity.
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But certainly after England went off the gold standard we had a very
real credit crisis in this country, and from September to the present
time credit in this country has been deflated much more rapidly
than either prices or industrial activity.

We had a period when there were a great number of bank failures,
and the situation was sufficiently serious so that, first of all, the banks
got together and mobilized their resources in order to strengthen the
credit of our financial structure as a whole; and then, as you know,
later on the Government came along, and in order to bolster up the
credit structure, put the credit of the National Government back of
the general commercial credit structure of the country. That is
what the Reconstruction Finance Corporation was really intended to
do. I do not say that the ordinary credit structure of this country
had become finally weakened, but it became sufficiently weakened
so that we felt that there was a great enough emergency to come to
you gentlemen, and you gentlemen said, "All right; we will step in
and underpin the credit structure of the country by putting back
of it $2,000,000 000 of Federal credit."

That is al you did. You did not put any funds back of it, because
we did not have any. We had nothing but a deficit. But you had to
invoke the public credit in order to support the private credit of the
Nation,

What does that mean? It means that the public credit must be
kept beyond all question; and it so happens that after you have had
a deficit of almost a billion dollars, then one of more than $2,500 000 -
000 if you are so improvident that you simply say, "What of it?"
and do nothing about it, the mere fact that you do not take it seriously
necessarily creates in the public mind the app.rehension that the public
credit may be imaired through the improvidence of those in control
of the National Government.

Against that background you would then have to begin to issue an
enormous volume of securities apparently for an indefinite period.
We have had to issue, and will issue this year, an enormous volume
of securities. But remember that from November on it has been
announced by all in authority, both in the executive branch of the
Government and in both Houses, that this budget is oi to be bal-
anced after June 30, in the sense that there will be no further increase
of the public debt. The people who invest in Government securities
have been proceeding on that assumption.

If you were to declare to-morrow that we are going back on that
program, you would see almost at once a rapid and precipitous decline
in the value of all Government securities, because people would be
perfectly sure that apparently for an indefinite period of time we were
going to pump out Government securities.

After a, when we borrow we have got to find lenders. That means
that some one has got to be willing to buy our securities and loan u&
their private funds When we come to tax, we use the taxing power
and take theirs away from them; but when we borrow, it requires the
voluntary action of the lender. The lender, knowing that it is not
just, a question of selling five hundred millions on the 1st of May and
fve hundred millions on the 1st of June, but that it is going to be kept
up for an indefinite period, and that the more we pump out the higher
the interest rate is going to rise, is going to refuse to buy the initial
issues because he would foresee a loss. Suppose you begin by selling
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at 4 per cent and after 5 or 0 months, in order to sell tho securities,
you have to begin to sll at, C per cent. That means the securities
that are at par at 4 per cent go to a discount when you are obliged to
p it out 6 per cent securities. So that, knowing that you are going to

0rrow for an indefinite period and that the interest rate will he totally
inadequate to finance the Government 12 months from now, no one
will buy your securities. That ip sufficiently obvious. At least, the
ordinary investor will not buy them because he will not want totake a loss,

Senator LA FOLLFTTE. Is it the position of the Treasury, then, that
the public debt should not be further increased?

Secretary MILLS. After June 30?
,onator LA FOLLETTE. Yes.

Secretary MILLS. Ycs; very decidedly.
Senator LA FOLL:TTE. What Is the present size of the public debt?
Secretary MILLS. About $18,000,000,000.
Senator LA FoLLETTE. Can you give me any estimate as to what

the total volume will be on June 30, 1932?
Secretary MILLS. It will be somewhat in excess of that.,
Senator LA FOLLETTrr. How much has it increased since June 30,

1931?
Secretary MILLS. It will be increased from 1931 to 1932 by about

the amount of the deficit less statutory debt retirements; that is about
two and a half billions of dollars and over.

But I have not comnpleted all of the picture, if you want to know
what happens with an unbalanced Budget. That is just the begin-
ning. You impair the value of your Government securities and later
the value of private securities. The day yoi permit the Government
credit to become impaired you bring again into question the whole
credit structure that only six weeks ago required the support of the
public credit. But the fundamental question is: How are you going
to sell your securities? I say that the private investor-and by thit
I mean banks as well as individuals and insurance companies and other
large purchasers-will not be willing to buy.

T he CHAIRMAN. (entlemen, I have got to go to another committee
at 4 o'clock. The Secretary of the Interior will be there. Let Mr.
Mills continue with his testimony, and then the committee will take
a re ,ess until 10 o'clock tomorrow morning.

(The chairman withdrew from the committee room.)
Secretary MILLS. That means, Senator, that you then have got to

take the next step. How did we finance the war? Not through
actual investment sales; not at all. Government bonds were pur-
chased by banks and by individuals. The individuals borrowed from
their banks. The banks, in turn, hypothecated the bonds with the
Federal reserve banks. This was inflation. So that the Govern-
ment, if it could not sell to investors, would then be driven to sell to
banks, with the understanding that the banks in turn would get the
funds from the Federal reserve banks, or even directly to Federal
reserve banks, and you would than have a classic example of the
effects of an unbalanced budget, the' Government resorting to the
central bank and the central bank issuing paper money to the
Government with which to pay its bills.

I have only to refer you to the two recent examples of Germany
and France to show what happens when that process is undertaken.
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It is all very well to say that never could happen to us. I say to
you that any Nation that disregards sound financial principles that
has not got the fortitude and the courage to tax itself when able to
stand it, and to pursue a sound financial policy, but prefers to follow
the easy road of inflating its currency in order to pay Government
bills-I say to you that that Nation is starting on the toboggan, and
no one can tell how deep the bottom of the toboggan is.

Senator LA FOLLETT. Of course I was not suggesting that nothing
should be done about it. The thing I was interested in was the
emphasis that had been placed on no further borrowing to balance
the Budget after t drastic increase in tax, let us say, had been
enacted by Congress.

Can you give me soC indication as to how the estimates that the
Treasury makes as to the revenue to be produced froin taxes are
made up? Take the income tax, for instance: When rates are sug-
gested, or as they are contained in this bill, how is the estimate whic h
the Treasury presents made up? flow is that done?

Secretary ,MILLS. I will he very glad to have Mr. Stark, who pre-
sides over those mysterious operations, explain the processes through
which these figures are finally evolve. I have sat down with hit
and gone through the processes, but I think it woulh be much more
satisfactory if Mr. Stark explained the basis on which these estimates
are made, rather than to have you hear it from me secondhand. We
have got an economic section that I think is a very competent section,
that throughout the year studies all of the factors that are likely to
affect revenues, and makes a continuous study of the different trends
and of these different factors, and then, based on certain methods
which they have developed, they make the esthiates which come to
the Secretary of the Treasury and are transmitted by him to the
Congress. In other words, the estimates that come to Congress
represent the very best estimates that trained economists can work
out. Of course they may make mistakes. It is very difficult to
judge. But, on the whole, their judgment and forecasts are likely
to be ',etter than others, because that is their job, and they devote 12
mon'is of the year to it; and they are highly intelligent, w'ell-trained
individuals.

Ih should be very glad if the committee wants to take the time to
have Mr. Stark tell you in detail just how these estimates are pre-
pared.

Certainly they did a very remarkable job in estimating the 1931
income, because on the basis of those estimates our figures showed
that we would collect in March, which is of course, the test month,
$200,000,000, and actually collected $193,000,000. When you
consider what happened during the calendar year 1931 and the diffi-
culty of measuring what business trends were and what. the business
losses were, and the falling off of dividends and the writing down of
inventories and the taking of losses on the stock exchange, and so on,
to hit the March estimates within $8,000,000 1 think is a very remark-
able perfonnance.

Senator LA FOLLETTE. I am not casting any reflection on the
methods that are being pursued, but I was interested in the procedure.

Secretary MILLS. I should be delighted to have you go into it,
and for the whole committee to go into it, and to have Mr. Stark

&A
OU
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explain to you just by what methods he reached the estimates which
are now before you.

Senator LA F OLLETTE. Perhaps we can do that at some later time.
Secretary M11,Ls. Certainly it would be better to have hin do it.
Senator SEoiw(UthotE. The committee will recess until 10 o'clock

to-morrow morning,
(The explanation above referred to is here printed in full, as

follows:)

II. ft. 101036 as amended in the llouse -stimated yield, fiscal year 1133 (Treasury
retisard estimates)

Title 1. Income tax: M1llons o(
lndividlal inieoie tax- dolses

It. I. 10236, as introduced .............................. 112
Aniendment increasing highest normal rate to 7 pvr cent .... 3
Additional surtax brackets, ghiling $6,000 ............. 7
Dividends subject to normal tax ........................ 89

Total ......................-.......................... 211,0

Corporation income tax
II. I. 10236, as introduced ............................... 21
Reduction in exen)tion from $2,()0 to $1,000 ............. 6
Further increase fit rate, 13 to 134 per cent ................ 8 4
Additional increase in rato front 134 to 15 per cent for con-

olidated returns . ..................... ....... -- 8. 0

Total ................................................... 4 4

Other income tax changes, largOly adinihstrative-
i1. It. 10236 (adminii0trat Ive changes In bill as introduced).- 100
Repeal of net los provisions ............................. 7
)ividends (sec. 115 b) ............................. 6

Dividends (sec. 115 d) ......-............. ................ 2
Revision of depletion allowance ............................ I
Dividends, tax om foreign corporations and nonresident aliens. 3

Total ................................................. 119.0

Title It. Additimal estate tax (H. R. 10236, as amended) ............ 120
Titld IllI. Gift tax (11. It. 10236, as amended) ...................... 8

Title IV. Manufacturers' excise tax:
Lubricating oils (4 cents per gallon) ......................... 35
Brewer's wort and ( malt, 5 cents and 35 cents per gallon; grape con-

centrates (40 per cent) ...................................... 46
Imported gasoline, fuel oil, etc. (1 cent per gallon) ............. 5
Imported coal ($2 per ton) ................................... 5
Toilet preparations (10 per cent manufacturers' sales) .......... 20
Furs (10 per cent manufacturers' sales) ........................ 15
Jewelry (10 per cent manufacturers' Waes) ................... 15
Passenger automobiles (3 per cent manufacturers' sales) ......... 44
Trucks (2 per cent manufacturers' sales) ....................... 4
Accessories (1 per cent manufacturers' sles) ................... 8
Yachts, motor boats, etc. (above $15 value, 10 per cent) --------- . 5
Radio and phonograph equipment and accessories (5 per cent

manufacturers' ales) ...................................... 11
Mechanical refrigerators (5 per cent manufacturers' sales) ........ 6

orting goods and cameras (10 per cent manufacturers' sales) -... 6. 5
Firearms and shells (10 per cent manufacturers' sales) ........... 2. 5
Matches (4 cents per 1,000) ..........-....................... 11
Candy (5 per cent manufacturers' sales) ...................... 12

I Awuni etb.oUm bet&n MAy 1,1931,
0A un " afO ve b~glu~nn July 1, 19 2.
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M ilw a of
Title IV, Manufacturers' excise tax-Contlnued, ll1s0

Chewing gun (5 per cent manufacturers' se#) .................. 3
Soft drinks (basis 1921 act) i)..................... 1

Total ......................... 255.

Title V. Miscollazicous taxes:
Part 1. Telephone, telegraph messages, etc., except newspapers

(5 cents on mesages costing 31 cents to 49 cents and 10 ceiits ,i
..meses costing TO coit or more) .......................... 3

Part 11. Admiious (I cent for each 10 cents over 45 entis) 40
Part 111. Stamp taxes-

Issues of bonds and capital stock, etc. (10 cents per $100).... 8
Traisder of soeks, etc. (4 cents per $100 par vat o or 4 couts

per share no par, but not les than one-fourth of 1 per ecitt,
4 cents to apply to loans of stock)-........ ........... 70

Transfer of i)oids, etc. (2 ceits on each $100 par value but not
less than one-eighth of I per cent)....--................. 25

Conveyanees (5O cents on $100-4500, 50 cents per $50N) iii
xce -) ....................................... ... .--- - 10

Sales of produce for future delivery (5 cents per $100)........ 0
Part IV. Oil transported by pipe line (8 per cent of charge)- .... 20
Part V. Leases of safety deposit boxes (10 per cent of rental) .... I

Total .................................................... 213.0

Total additional taxes ...-............................ 860. 4
Title VIII. Increased postage rates and other postal provisions (esti-

mate of the Committee o Ways anid Means) ..................... 16 5

Total .................................................... 1,031.9
Required t) balance Budget (excluding debt retirement) .............. 1, 241. 0

Surplus (+), deficit (-) ................................... -- 209.1

DISCUSSION BY COMMITTEE REGARDING SUPPLEMENTAL
TRUSURY RECOMMENDATIONS

Senator Haxson. Mr. Chairman, before the witness proceeds
I would like to know if Mr. Mills has complied with the request that
he said lie would comply with in sending his specific recommenda-
tions to the committee?

The CHAMMAN. I have a letter from Mr. Mills. Do you want this
in the recordI

Senator HAmsos. Yes.
The CHAImMAN. I have a letter from Mr. Mills, Secretary of the

Treasury, dated April 12, 1932, reading as follows [reading]:
MY I)FAR SNAUo SMooT: I understand from my telephone conversation

with you that the Senate Finance Committee at a meeting this mowing In-
structed you to request the T1"reasury Department to submit a program of
revenue legislation adequate to balance the budget.

I wish respectfully to cull to your attention thut after many weeks of careful
study atid mature coositleration, the Secretary of the Treasury submitted to
the Ways and Means Committee a well-balanced program intended to provide
the necessary revenue Ui the existing emergency, Later, when on the basis of
udditicmal information the Treasury estimates of revenue were reviled, I
submitted to the Ways and Means Committee some suggestions suppleuenting
the original Treasury program.

Subsequently, the Ways and Mens Committee reported out a bill constructed
on somewhat different lines from the Treasury program, but nevertheless con.
ntitutlig a well-balanced and sound revenue measure. I then stated that while

IacludeN ostmnte0 d effect on Budget ouf H. IL 10236 and of other bills recently lItwi by the House.
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the Viyont 111111 hNvalls committeee bill tild not confrmi to tile origiilh proltsaals
iUlImltteIl by tls tIlptlrtilltent, it wos acceptable to the Treasury.
On Wednelay last I opiwiared Ibfore tile iFioiance Committ ) and exproessd

Iln detail the lews of tlilt department regardilng the revenui bill which Tluttiwi
the UoUmO of ItepreieitatOvi and iW now before your voliniuttee for coisideraw
lion. Iii the exhibit attend to li*y formal istatellient stuliltted to the
J|liall(o Comindttee I set forth it mitmlnary o the Treasury reommndations,
Ihe Wyms IIRld Mtitiml COnliuIlt tei prolo11lm, and the House provIionls.

It siczmm to tuW, therefore, tlhat the Treaitury't pHiltion has i4Won fully
presented.

It the vonmlttee desires us to recei llUexd it complete plan as it entire
substitute for the House bill, I must refer you to the program submitted to the
Ways itial MeAis (Conirnittetw or to the Ways and Metns Committee bill, whieb
I declared to lie flecept,11,le to this department. Either of these plans is
preferable to the measure now ls'fore you. If, however, the WHente Finance
Committee decides to deal with the problem by taking the House bill as the
basis o)f the revenue neaure which It will recomnuend to the Heunto---utid I
am not to he understood as opziovd to such a c('urse-thlen I shall, of course,
he only too glad to cooperate with the committee In ally Wily I Cll III attempt.
Ing to Perfect this measure, and so'all bold myself in readiness to appear before
you tt any time you may call upon nie,

Sincerely yours,
OoDIsW L. M ,s,

Secretary of the Treaertp.1101. RzW SMOOT,
Chairman (Yommitee on Ftanfc#', United States Senate.

Senator HARRIS.N. Well, Mr. Chairman, I just desired to hay
that lie has evaded the question. He has not beeu fair with this com.
mittee, and he has not 1ived up to the promises that he made to this
committee.

The CNAIMAN. I can not agree to that, Senator.
Senator HAImWIsN. If you will remember what he said you will

certainly agree with ine on it, because here is the testimony of Mr.
Mills. And I can see no reason in the world why Mr. Mills would
object to furnishing a specific program in view of what has gone
on in the House of Representatives. There has been no disposition
on the part of the minority members of this committee, and-I hope
there will not be, to inject any partisan politics into it. And cer.
tainly his recommendation will tend toward removing friction and
expedite the consideration of the proposition.

The CAIR3MAN. Senator, do you not consider that he has already
made recommendations now to the committee?

Senator HARRISON. The recommendations that he made to the
Ways and Means Committee included the retroactive tax, which
would fall short of balancing the budget over $100,000,000. There
can be no reason in the world when he thought well enough to
specify and particularize to the Ways and Means Committee as to
the administration's program of balancing the Budget, why, in view
of whet has gone on before, he can not do the same thing to the
Finance Committee here.

This is what Mr. Mills said in his testimony [reading]:
Senator UlAII Iox. Would the Treasury Department object to furnishing the

Finnce Committee now specifically It proposal to balance tile Budget, taking
into consideration the defects In the House hill, the Treasury eliminating them,
and then putting it up in a proposal as yo)t did to the Ways and Means Com-
mittee, to see just how much revenue we then would get?

Senator WALau of Massachusetts. In other words, Senator, you would like
to have an opportuity-I aii sure other Democrats join with you-to have
a vote upon a bill drafted In every detail and particular by the Treasury De-
partment, saying that this is what tile Treasury wants to balance the budget?
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Senator HAsixoW. Yes.
sector W1ARts of Massachusetts. ('a11 that not l* done, Mr. Secretary?

Secretary MILI*. Ye. I say to you this mornln perfectly freely ond frankly

that I prefer the treasuryy bill to the House bill. If It was gooxl In l)g'nmber

It 10 Still gois , 1111d I stand by It. It I had my choice, I should mtch prefer

the 'reamury program to the bill now before you, I prefer the Tre'na.ry lro-

ram to the Ways and Means Comlittee bill. though I think that wats a pretty

good bill.
TIto CIlAiauAN. Mr. Mills, can you not take the bill as it conivs to toe $.'iato

And point out or delete the iorovislout Il ut you think are' really loal heglititon?

S4wretary MiLL. And suggest subltitutes?
The CtumuAux. YeIL
Secretary MILLS. I will be very glad to do that.

Senator 1AR1Ib4ON. And I niay say that in a conferel('e with See-

retary Mills over the telephone he tohl tie that he was going to end

it up' immediately. He waits here four or five days and thet' sends it

up. And I want to say to the adminlistrationl that they will get

nowhere by such propositions as that,
The CnAJRNIAN. I will call Secretary Mills's attention to what you

read from the testimony that was givenn ill the CommitteC. But he

says, of course, he is perfectly willing here now to cotperate witll

the committee in all way if it be desired that he coine here.
Senator .%Rnsmso y . He has camouflaged the issue. There are v'er-

tain people here who think that it might be well to take the admin-

istration s )rogram in toto. Why does he refuse to furnish to this

committee here the recommendations as he did to the Ways and

Means Committee? We are not asking an unnecessary or unreason-

able proposition.
The C'HAIM MAN., No# it is not unnecessary-
Senator HaamsoN. but he is not willing to assume responsibility

in this crisis for making new recommendations.
The CHAIRMAN. I think he has assumed in this letter that he has

made recommendations. I think he says here that the Treasury De-

partment has not only submitted one but two plans. If the com-

mittee desires Secretary Mills to come before us he is only too willing

to come, because ie says so in his letter.
Senator Rzwa. Let us go ahead with the hearing.
Senator Couzzi~s. Is this charged against the witnesses who are

appearing against the bill at this time?
The CHAIRMAN. No. The Senator asked for this, and it came up

the first thing this morning.

SU? is TA OF RON. OGDEN L. KILLS SEMTAIT
OF TIMITJEASUUY, WASKIGTON, D. 0.

The CnAmmtNA. Mr. Secretary, at the request of the committee

I wish to say that we called you here for the purpose, perhaps, of

answering certain questions that may be submitted to you by mem.

bers of the committee.
Secretary Muas. Mr. Chairman----
Senator HARRISON. One moment before the Secretary proceeds.

I did not understand that he was called here for the purpose of

submitting himself for questioning. A controversy arose with ref.

erence to the testimony of the Secretary of the Treasury, touching

a request that I made and Senator Walsh madeand that you made
in ftirnishing the c0nmittee up to date, as he did to the Ways and
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Means Comnmittee, information spweifying particularly his r com.
tIendations brought up to date. 'When thte chairman talked to ma

t~out bringing him down here, I said I did not care anything about
t1at; that all I wanted wias that statement. SO 1 (10 not want the
statement to go in here that he was brought here by the committee
for Iths purpm of asking questioiNs.

'1110CHAIRMAN. I Wit say to the committee that I understood
that the Secretary had state, d that lie submitted to tile committee
his recotitnendaitions and said if there was anything eli he would
come to the committee and answer whatever questions might be
asked; and I anu quite sure that the Secretary came with that in
view, or to tell the cvoniuittve just what lie wanted to do in relation
to tilt pending iieasure.

Senator IRt,:. I have some questions I would like to ask hint, Mr.
Chairman.

Secretary M[uIs. Mr. (Chairnian, if the comninittee would pernzit, I
would like to make a brief statement, and then, if possible do what
1 can to explaiti away this misunderstanding, which I think ariss
from Jiestions that were asked which were somewhat confusing, and
the record diwelosed, I think, the cause of the misunderstanding.
But I do understand that I am here at the request of the committee,
due to the misunderstanding as to the scope of the information which
I was to furnish, and due, possibly, to sonic misunderstanding as to
the attitude of my department.

There is no doubt as to the position of the Treasury Department.
I stand ready to cooperate with this committee as heartily as I did
with the Ways and Means Committee of the House, with a view to
drafting the best revenue measure possiblee to meet the present
emergency.

I believe that the way to proceed is to lay aside all partisinship,
to sit around this table with one single thought in our minds, the
national interest, and with an unequivocal vwillingness on the part
of till concerned to assume their share of the responsibility and
their share of whatever unpopularity goes with imposing a great tax
burden at this time.

That has been our position from the first, Mr. Chairman. When
the Congress met, it would have been perfectly possible and it would
have been perfectly proper for the Secretary of the Treasury to have
simply submitted a report on finances to the Congress, pointing out
the great and the growing deficits, tand recommended to te Congress
that they impose such additional revenue as would balance the Bud-
get, an d l have stopped there. But we did not consider that our duty
stopped there. We considered that it was our duty to assist the
Congress and to share with the Congress all of the burdens of the
exacting task which lay before them. Therefore, the Treasury
Department did not just recommend raising additional revenue. It
told in complete detail how it would propose to raise the revenue
if it were writing the tax law.

And I may say for the benefit of my good friend from Mississippi,
that one of the most distinguished members of his party told me,
"You were a mighty poor politician when you went out on the limb
and recommended a lot of taxes, when you eould have rested satis-
fied with a general recommendation." He said," It was a fine thing
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to do and it was a courageous thiuig to do." And I want to add
whether it was fite or courageouti, it was the right thing to do.

Whea the Ways 111t4 Meatais Committee met they told us vry
fratnkly that they did not propose to adopt the recvmmendations of
the Trensury, but P1POJ)llo to follow their own ides and to draft
their own bill, %f , said vtory promptly, "All right; our time, our
judgnient, and all of the information we have are ut your dih )oSul
in t drafting of that measure," 14id all three were give Ireely
during the weeks which ensued.

What is more, I told the chairman of the Ways and Means Com-
mittee:

Not only will we help you draft the best !imsibit measure we can along ytir
lies aild in ticorthtime wth your lilms, but wlinii the job ts completed, it we
think It Is a yoind Ux stotiouwre, we will say publicly that It Is ucceptuble to the
Treasliry toad the Treasurny wottiui ready to tactlet whamtever responsHiility goes
with the liudptionl of thit mesute.

And as woi as that bill was reported by the Ways and Means
Committee, I made that public declaration.

Understand, I am not citing this record or these facts to pat the
Treasury on the back, but simply as evidence of the spirit which
the Treasury has shown ever since this question of a new revenue
bill has been before the Congress.

Our position to-day is what it was in December, and ever since.
We stand ready to cooperate with this committee as we cooperated
with the Ways and Means Committee, witf ut partisanship, without
bias, with complete frankness, and with an absolute willingness to
share whatever responsibility may ensue in the drafting of a revenue
bill.

So much for the attitude of the Treasury.
Mr. Chairman, how did this misunderstanding arise# It is very

smple. If you turn to page 18 of the record of the hearing of last
week you will find that Senator Harrison asked:

Would the Treasury Department object to furnishing the Finance Committee
now specietlly a proposal to balance the Budget, taking into consideration the
defects in the House bill, the Treasury eliminating them, and then putting it up
in a proposal as you did to the Ways and Means Committee, to see just how
much revenue we then would get?

Senator WuAu of Massachusetts. In other words, Senator, you would like to
have an opportulty--I am sure other Democrats join with you-to have a vote
upon.a bill drafted tn every detail and particular by the Treasury Department,
saying that this is what the Treasury wvants to balafnce the Budget?

Senator H9AXUsO. Yes.
In other words, what was requested of me was a complete program

for balancing the Budget, representing the Treasury's views. There
can not be any question about that.

If you go a little further you will find that you, Mr. Chairman,
asked me:

Mr. Mills, can you not take the bill as it comes to the Senate and point out or
delete the provisions that you think are really bad legislation?

And I said:
And suggest substitutes?
The CnuAMW. Yes.
Secretary Miu.s. I will be very glad to do that.
Now, then, I had two entirely different requests. The Senator

from Mississippi and the Senator from Massachusetts requested me

MAO

Qu



UREVEN'O ACT OF 1083

to submit a complete Treasurypopamn for balancing the Budget,
and when you telephoned m--I-think it was the day before yester.
day-.aying that the committee would like a Treasury program, it
was my understanding that what was wanted of the Trewurye.
partment was a complete Treasury program and not a rewrite of
the House bill.

In resl no to that inquiry I said in my letter--and I mu4t relat
:aow-that the Treasury, Department revommends the program sub-
mitted to the Congrte in December, as nien 'ed and supplemented
by the program submitt-ed to the Ways and Means Committee.We (lid not just submit a progmin to the Ways and Mveans CO-
inittee, Mr. Chairman, We submitted our in ature judgment as to
the best means of raising this aiditioial revenue to the Ways and
Meuns Committee, the houwe of Rt4pr'sentltives, the $Semute oYf the
IT, !ted States, a r the i)eople of the IUnited StatAls.

That was our program, That is still our program. If you told
me to go back to-morrow and draft a reveiue bill I would be obliged
to draft that revenue bill aromid tho program already submitted.

But I went further in my letter of yesterday. I said:
If you do not like the Tresasury program), If you want another program In its

entirety, then I say to you thut the bill reported by the Ways and Means Corn-
wittee Is acceptable to my departmenL

I can not do more than that, Mr. Chairman. The summary (f the
program is contained in the annex to the statement I submitted when
1 was last here. It is contained in detail in the report of the Secri-
tary of the Treasury to the Congress. That is the Treasury pro.
gram, and I submit in all earnestness that that answer is completely
responsive to the question asked me by the Senator from Misssippi
Ad the Senator from Massachusetts, though it does not (In what you

asked in your question.
Having explained that, I stand ready, of courm, to submit any

information that this committee d"ire, or, if they want, a brief of
our views on any one of these taxes that may be proposed. I nan
here to help. I am here to play ball. That is my poition.

Senator R.r. Mr. Mills, could you take the bill asoit finally passed
the House and by changing a section here and a section there make
an acceptable bill out of t1

Secretary Mmus. Very frankly, Senator Reed, if you asked me to
take the House bill as a basis, I would take the income-tax provi-
sions, leaving out and doing away completely with net losses, limit.
ing it to one year, leaving out the double tax involved by taking
away the exemption on dividends. I should take the estate tax and
reduce the rates. I should keen to the rates in the 1921 tax. I
should keep the gift tax adjusting the rates of the gift tax to the
rates of the estate tax. i should keep the stamp taxes provided in
the bill, although reducing the rates on stock transfer. And around
those provisions, practically all of which are contained in the origi-
nal Treasury commendation, with the exception of the gift tax, I
would write a new bill.

The CfAIRMAx. That is the idea tfiat I had when I asked you
simply if you were going to submit items that could be deleted from
the "bll.

57
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Secretary MuILS. What I would really do woul4 be to take those
portions of the Houe bill which are already contained in the Treas.
ury recommendationa and then write a new neamute around those
provisious.

Senator Raw. You do not mean that you would reduce the rates
of the income tax and the estate tax to the levels of the present law?

Secretary Mtus. Oh, no; not at all. I would kewp the income-tax
rates provided. for in the House bill which represents a doubling of
the rates, and the application of the 40 per cent rate to Wlo,0W
incomes. I would keep those. I do not want to be misunderstoed,
Senator Reed. I would keep the increase in the surtax rates pro-
vided in the House bill.

The CHAItMAN. And how about the estate taxesI
Secretary MiLw. No- the estate-tax rates in the House bill tare,

in the judgment of the Treasury, too high. I would recommend the
rates of the 19'21 act for the estate tax. But, in substance, I would
take the provisions in the House bill which are already in tho Treas-
u.ry program and then I would build a new bill around those pro-
visions, which would necessarily involve these excise taxes.

Senator Raw. Do you think the list of excise taxes is compre.
hensive enough?

Secretary MisLt. You mean in the House bill?
Senator Rzw. Yes.
Secretary Muss. I think in the main, Senator Reed that either

the Ways and Means approach to this problem or the Treasury
approach is, either one of them, better than the House approach to
the problem.

Senator Rmw. We were told this morning, for example, that the
tax on matches amounts to a sales tax of 55 per cent.

Secretary Musa. Yes; and then a lot of taxes were imposed very
hurriedly, without any consideration as to the state of the industry,
or without any consideration as to how it would affect the com-
petitive position of the industry, and a lot of them comparatively
insignificant in character, like the tax on cartridges, ard that sort
of tiung, the tax on sporting goods, a lot of little taxes here and
there wilch are difficult of adhiNustration and nothing like as futtis.
factory as either adopting a perfectly simple plan sucT us the Ways
and Means adopted or selecting a comparatively few articles that
have a very large volume, that are productive of real revenue and
whose competitive position is not affected in the slightest degree
by the tax that is imposed, which was the Treasury's approach to
the problem.

Senator BNQoUAM. Do yo- prefer the manufacturers' excise tax
as reported by the Ways and Means Committee to the bill as finally
passe by the House and which has come over to us?

Secretary Mius. I think the Ways and Means Committee, Sen-
ator Bingham, is a better bill than the House bill, without any
question.

Senator BINOXHA. I am asking particularly with reference to the
manufacturers' excise tax.

Secretary Miss. I look upon a revenue bill as constituting an
entity. You have got to view the bill as a whole. I do not admit
that when you have got the problem of raising over a billion dollars
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in new taxes that you cato just consider that part of the bill which
raises $00,0,00O here or $Moo,000,000 there. I think each part
has got to have a definite relationship to the whole, so as to apportion
the weight of the burden.

The weakness of the iouse bill is that, constructed as it was on the
spur of tie moment and practically bein written on the floor of the
House, it is not a balanced bill. A lot 0 taxes were submitted hur-
riedly, one superinposed on top of the other, without any great
consideration of the whole field. The Ways and Means Comittee
spent three or four weeks working out a tax bill, and when they got
through you might not agree with it, but it was a pretty well balanced
unit.

Senator BixonA. How much would that provision in the House
Bill, which was known as the manufacturers sales tax, be likely to
yield, in your opinion?

Secretary MlitUA. I think we gave a figure of $595,000,000. But
by applying a rate of 11j per cent to all manufactured articles, doing
away with pyramidiig, exempting all food products and all clothing,
you could get $320,000 000

Senator REW. Mr. Mills, it has been suggested that the most
effective way to prevent pyramiding it to impose the tax on tile
manufacturer's gross sales, after deducting all of his purchases
of supplies of every sort. That would conclusively prevent pyramid.
ing, wouldn't it I

Secretary Milts. Senator Reed, I would want to stuly that out a
little more carefully. Off-hand, I think it would.

Senator Rva:o. Will you study it or have it studied I
Secretary Mius. Yes. Of course, we do know that the hicens-

ing system employed in Canada does effectively do away withpyramiding.
Seiditor tt:w. Yes; but this is simpler, simpler of administration,

and does not mean creating a lot of new jobs.
Secretary Mums. As I said when I was here the other day, we

might as well face this fundamental and inescapable fact: You can
only get revenue from two sources. You can either get it by means
of an excise or sales tax or you have got to get it from income. If
you gentlemen want to face that de novo, you have got to meet that
inescapable fact. Senator Couzens tells me lie has under consider.
tion the income method of solving this problem, and he believes
that by going back to the war rates, with a high normal tax, 6 and
12 per cent, and normal surtaxes, that you can raise a very large
amount of revenue.

Senator REW. You could if this were England, without a great
mass of tax-free securities; but would not the problem be more diffi-
cult here?

Secretary MiLLs. It would be more difficult, Senator. Therefore,
I think in so far as as some of the upper brackets are concerned,
you will have a fixed volume of revenue, once you put your exemp-
tions down to a reasonable point, and.I am willing to start in with
a 6 per cent rate on the first twelve thousand and 4 per cent on the
next. However, I am not prepared to make any recommendation
as to that roposal. In fact we have not had an opportunity to
really consider it, but I cited that as a perfectly consistent applica-

59



tion of the alternative cost. If you say I am not prepared to impose
excess taxes in such a way as to raise the revenue, then you have got
to turn to income taxes, and when you turn to income taxes, then you

have got to be prepared to do pretty much what was done 'i war

taxation and, that is, begin to Impose real rates sufficiently down on

a line where the base is broad to raise the real revenue.
As a matter of fact, I do not think you can do this, wholejob that

way, Senator Couzens, because our figures do not quite show the

raising of the necessary revenue; but yon will rakse a very large

amount of revenue by a perfect, thoroulghgoing application of the

taxing of income in accordance with ability to pay, and that means

taxiug all incOme above the margin of siubsistence. and not doing

what we are doing in this country to-day, for all jprartieal purposes,

exempting all people of moderate means from any income taxation.

After all, we give an exemption of $3,M0), .nd thlen when we 1wgin

to tax we only impose a 2 per cent tax. The British give a much

idwer exemption, and then when they .in to tax they impose, a

12 per cent rate on the first $750 of taxable income, and then they

go the whole hog and apply a 25 lr cent normal rate right down

die line to all incomes, large or small.
You were not here, Senator Reed. when I appeared bttore the

committee before. I think it is enormously diffir fft to get the Amer-

iean p.ple, accustomed as they are to our conception of the income
tax, with very high exemptions and very low normal rates, to adopt

anything as drastic as the British system; but anyone honestly con-

sidering this program has got to look at those two alternamwe-

either you are going to tax all income as representing tax-carrying

ability, at rates that will produce the revenue, or else you have got

to have a modified income-tax system, and you have got to further

face the fact that you are going to impose excise taxes in one form

or another; and then I say if you are going to impo excise taxes,
vou should do it along the tinos suggested by the Treasury and along

'he lines suggested by the Ways and M4eans Committee rather than

this heterogeneous cpnglomeration in the House bill.
Senator -Comas. N you believe Mr. Secretary, it is better to

tax income than it is to tax consumpilV good3I
Secretary Mus. Senator Couzens, all things being equal, there

is nothing fairer than an income tax, after al, because you 'do not

tax anyone unless he has got an income, and if you tax at a pro-

gressive rate, you can make each man contribute to the support of

(he Government in accordance with his ability to pay. It is the

fairest tax I know if you can apply it honestly right down the line.

Senator Rzxn. Is not this the fallacy of the situation: If we

resort to waf-time tax rates, we put a terrific burden on the man with
the comparatively small income and we drive the richest men, in-
evitably, into tax exempts?

Secretary MELTs. Senator Re ed, I pointed out that that was the
great weakness in our form of income tax.

Senator Rzi. So in practice it means at both ends snaking the
little party.

Secretary Mus. Not quite. I think that if the tax were made

temporary in character, so you could say to the public, "Here, we

are going to ask you to pay a very high tax, because this is an
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emergency that is just as serious as war and we are going to ask
you to play the game for two years and submit to thla very hi h
taxation, that at the end of two years this automatically goes o1,
and you really mean it, then I think the people might approach the
problem in that spirit, as they did in war time, and not seek to evade
the tax. But I think you have got to be honest about it. I do not
think you ought to say that we think a 65 and a 72 per cent income
tax imposed by the Fedoral Government, with 14. per cent on top
of it imposed by Wisconsin, making 86 per cent of a man's income.
or 6 per cent imposed by New York, making 78 per cent of a man's
income-I do not think we ought to say to tile taxpayer that "We .

the Congress of the United States, thinlc that that is a proper form
of taxation," because, if you do, they step from under, being human
beings.

Sei ator RwiE. Being hmunim lbings, they are offered 6 per cent
tax-free bonds by the city of New York right now.

Secretary MILLs. I do not think you can quite buy them on 6 per
cent, but you can buy them, completely tax exempt, on a 5 per cent
basis.

Senator Rrw. They would have to get about 30 per cent on an
ordinary inortgage or a promissory note to equal that.

Secretary MILLS. I honestly think if you can afford at this time
to impose fairly high surtaxes--and I ann not prepared to) say just
how high, without much further study, but I am perfectly willing
to go to 40 per cent with the distinct understanding that it is an
emergency measure which Congress will repeal or which will auto.
maticaUy cease when the emergency is over, then you are free to
consider the whole problem. But, of course, investors and people
who keep their capital actively engaged in business are going to be
scared to death. As I said here the other (lay, if this is treated not
as an emergency revenue measure but as a new plan to redistribute
your taxation, if that idea gets abroad, then, of course, all of the
means of tax avoidance which you suggest and a good many others
which you have not mentioned, come into being.

Senator ltzrz. There are plenty of others. The purchase of an.
nuities, and so on.

Secretary Mmu. The taxpayer is always one step ahead of the
tax collector. Don't forget that. We have never caught up with
him yet.

ihe CHAIRMAN. Your maximum rate from incomes would be 40
per cent.

Secretary Mui~s. That is the maximum rate we recommended.
That is the maximum rate the Ways and Means Committee recom-
mended and that is the maximum rate recommended in the House
bill.

Senator Rrr.D. That really means 47 per cent, counting the normal
tax.

Secretary MIiL. Oh, yes; that is the surtax rate, in addition to
the normal.

Senator Coz.:s. Of course, it is understood we do iiot take 40
per cent of anybody's income.

Secretary M uL,s. Oil, no; of course we do not.
1115102-82----5
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Senator CoUZns. I mean, there is a general public impression
that when you talk about that, that that means 40 per cent of the
man's whole income, and it does not take into account that the lower
bracket# pay a much lesser amount.

Secretary Mina. A much lesser amount; yes.
Senator Rm. Do you believe in the action of the House in strik.

ing the earned income exemption down to $12,000 from $30,000)V
Secretary Muxs. No; I do not. I think i was responsible for

getting the first earned income item ioto a revenue bill, when I was
a member of the Ways and Means Committee, and I have always
been in favor, up to a certain point, of greater earned income in
the preferred class.

Senator Ruw. The British allow one-sixth deduction, don't they?
Secretary MxL. Yes; but up to a very limited amount. Only

up to 800 pounds Senator teed.
Senator Rxw. i am finished, Mr. Chairman.
Senator HAmsow. Mr. Secretary, I understood you to say that

you did not gather the impression from your testimony that the
committee expected to receive from you a new proposal, whether it
embodied the old proposal of the various items in the first propose.
tion to the Ways and Means Committee in such form as would
specify the recommendations of the committee so as to show a bal-
anced budget at this time.

Secretary Mus. Yes; I understood that that was the only thing
that you asked for, Senator Harrison.

Senator HAmsN, Why is it you do not give it to us?
Secretary Mts. I have given it to you. I have read you-
Senator R:t. What is the objection to your furnishing it to us

on 1 sheet or S sheets or 3 sheets of paper, as you furnished it to the
Ways and Means Committee?

Secretary Mmut. If you will turn to-
Senator HamSON. I have it before me, as you presented it to the

Ways and Means Committee.
Secretary Mus. If you will turn to Annex A--
Senator "lAmuso. have it before me.
Secretary Mts. There is our proposal in detail.
Senator HAnso. So you stand on that proposal?
Secretary MILLS. I stand on that proposal, reserving the right to

make some modifications; but in substance and for all practical put.
poses, I stand on that proposal.

Senator H~nlsoN. rn other words if the Committee on Finance
should report out to the Senate and t&e Senate should pass just this,
it would be perfectly satisfactory to the Treasury Department.

Secretary. Mats. It would be satisfactory to the Treasury Depart.
ment, though if You propose to take this as the basis, as your working
basA, I should ike the opportunity to make some minor suggestions.
But in substance, I stand on this program. I do not mean that to be
a qualification. I stand on that program.

enator HAuaso.. You stand on that program?
Secretary MLs. I do.
Senator HAwisoN. Then the Treasury has not changed its mind

at all; in other words, it is not influenced by what has gone on in the
House or the present condition of the Treasury or anything else 'I
You stand on that proposal?
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Set-retary Mi". May 1 (-all your attention to the fact that the
House hu a ilVer had the, oppOrt ullty of passing on our pmograni.
It was never subhiitted to them in any form.

Senator HAIUSON. I understand, but it went to the committee of
the Ilouw, just as you arts now presenting it to this committee.

,4,cretary Mndu . The committee of the House rejected our plan,
and the committee of the House made and adopted one of their own,
and then the House rejected the committee's plan. So the Treasury's
propoNal has never Wen considered by the House.

Senator HARRISON. So when you answered these various questions,
youl thought that this Exhibit A to your statement would suffice for
the Finane Committee, that that was what we were seeking to
obtain?

Secretary Mutis. If what you wanted was the Treasury's program,
that is tho Treasury's )rogram.

Senator HtRIAMUrn . Did not you consider at the time you were
answering those questions that that matter was before us and you had
cited it in your testimony and that each member of the commitiuittce
could look at it and see it'

Secretary Mis. You asked me for a complete Treasury program.
Senator i]- ntiso. Yes.,
Secretary MiUA. I say to you that Annex A constitutes a complete

Treasury prog ram. Now, if you say to me, "Mr. Secretary, I want
you to go back and prepare a new program," that is something else
again; but that is our program, and I say if you do not want that,
turn to Annex B, and I will accept the Ways and Means Committee

ill. I will state publicly that that is acceptable.
Senator HARRISON. But you state that is the program, notwith.

standing when you appeared before the Ways and Means omnumttee
and submitted it as a balanced program that would be agreeable, the
Budget carried with it $107,000,000 in retroactive taxes, and you
stated the other day before the committee you did not insist on that.

Secretary Miu. I do.
Senator -LsatisoN. And yet is it not a program to balance the

Budget, with the $107,000,000
Secretary Mru.xs. Yes; it is a program to balance the Budget

within $25,000 000. We lose $107,000,000 through the failure of
Congress to follow our recommendation and apply the increased rates
to the 1931 incomes. That we are not responsible for. But faced
with that new situation, there is another favorable factor. I had
estimated on the likelihood of not being able to reduce expenditures
by much more than we have, $118,000,000.

Senator HARRISON. You said $118,000,000 in this statement.
Secretary Mmus. In that statement. In the last few days I have

had the privilege of associating with the Economy Committee of the
Hou", and the President and working on a Nation economy pro-
gram. It is now perfectly clear to me, if there is a real determine.
tion to economize, that we can certainly have a national economy
rogram that will cut expenditures Iy a minimum of $200,000,000.
t is definitely in sight, and therefore the figures which you now have

before you balance the Budget within $25,000,000. That is an insig-
nificant amount. I won't have any difficulty whatsoever in suggest-
ing the means of finding that $25,000,000. If you want to know now,
I will suggest tentatively taxing wort atid malt, and that will give

63



1MV14RVNUX ACT OF 1953

you $5,000,000, and we then balance the Budget with $10,000,000
over.

Senator H.RmRoN. Then, as I understand, now, you submit to this
counnittee, as your particularized program these items that were
inc ltlded in your statement of January 18, i believe it is: Corpora.
tion incomes, according to their program; individual incomes, ac.
cording to that statement and not according to the bill as passed:
estates, according to the recommendation and not according to the
bill as passed by the House.

Secretary MAts., Estates according to the recommendation?
Senator URARRISON. Yes.
Secretary Mtris. But I am perfectly willing to accept the minor

change made by the committee involving the application of 40 per
cent. I think we applied 38 per cent at one hund rod thousand and- 40
per cent at two hundred thousand, and the House bill provides 4o
per cent tit one hundred thousand.

Senator H.R1AORsN. Yes.
Secretary Mtmis. That is perfectly acceptable to the Treasury

Department.
Senator CONNALLY., He is talking about estates.
Secretary IMIL .I ain talking about the surtax on incomes. Oi

the estates', we stand on our recommendation, which was to return
to the 1921 rates.

Senator HAhmsow. That is what I understand. And you would
insist under your program now, before this committee, on the tax ol
tobacco manufactures.

Secretary Mtt. I never insist, Senator.
Senator "HAMSow. Well, you recommend.
Secretary Mars. Senator-
Senator HAansoN. I am just unfortunate in the use of the word.
Secretary MuuLs. I am here as an adviser. It is your constitutional

duty to raise the revenue.
Senator HARMON. I appreciate that, and I apologize to you for

using the word "insist," because you never insist on your point.
But you recommend the substitution in this bill of tax on tobacco
manufactures in order to raise $68,000,000 in that way.

Secretary Ma. I do not recommend a substitution. I stand ol
the'original program recommended by the Treasury Department.

Senator HARRISON. But that includes tobacco manufactures, to
obtain $58,000 000.

Secretary ints. It does.
Senator l-Imxso. That is not in the House bilL
Secretary Maze. No, air.
Senator HAUItsoN. And on conveyances or realty, you would

stand on that'?
Secretary M=&t That is in the House bill.
Senator HAmRsoN. Yes. And sales or transfers of capital stock.

You still stand on that?
Secretary Mins. Yes; but that is at a lower rate than the House

provided.
Senator HARRIsN . That is at 2 cents.
Secretary Mius. Doubling the present rate.
Senator HlARo11SN. You stand for another 2 cents, or 4 cents?
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Secretary MILLS. Yes; I stand for doubling the present rate, which
nakes it 4*cents.

Senator HARtIsoN. But you did not recommend that.
Seertury Mlit. I did.
Seiator HA1t1ItON. Automobiles and accessories according to the

tax imposed in I)4.
.ecretary Mrs. That is correct.
Senator IARISON. You still stand on that?
Mweretary Mii's. I do.
SCnator HAR1180N. Although the House did not go that high I
Secretary Mlmis. No- but the whole principle back of our recom.

Mllldations, Senator Harrison, was to take a stop backwards and
ncstore the 1924 act, Which was passed by the overwhelming vote
of both Houses of Congress.

Senator tHAIUtION. I understand that thoroughly.
Secretary hlni.s. And which the country wao accustomed to.
Senator llAtutsoN. And you still stand or. the admissions as

recommended in this exhibit?
Secretary MUJtA. I do.
Senator HAanIsoN. And not the admission provisions as fixed in

the House bill?
Secretary Muis. I do.
Senator HARRISON. And your telephone and telegraph messages,

you still stand on those?
Secretary MU.aI. I do.
Senator HARRISON. Do you still stand on checks and drafts, 2 cents

each ?
Secretary MiLs. I do.
Senator HAnRIsox. And you still stand on the 1-cent gasoline taxI
Secretary Mmus. I do.
Senator HARMISON. And on the domestic consumption of electricity

and gas?
Secretary Miuts. I should want to modify that.
Senator HARRISON. How would you want to modify it?
Secretary M=uA. I would want to reduce the rates.
Senator HARIsoN. Well, it is 1 cent here. No, it is 7 per cent.
Secretary MILL. Seven per cent.
Senator 'HARRISON. You would reduce it to what?
Secretary MILLs. I would want to reduce it. I am not sure how

far I wou1d want to reduce it until I could study to see where I
could get the additional revenue, but that is one adjustment I should
want to make.

Senator HARRISON. You proposed to get ninety-four millions out
of it under your tax.

Secretary Mu"e. Yes.
Senator HARRISON. How much would you propose to get out of it

under your modified recommendation#
Secretary MAzLs. I should want to get fifty or sixty millions out

of it.
Senator HARRISON. And you have nof yet determined just where

you will get the difference
Secretary, MIxts. No; I have not.
Senator HARRISON. Could you supply the committee with any

recommendation you have on that?
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Secretary MAis. Oh, I would be very glad to.
Senator AitiiioN. So there would bW m) question raised in the

future about just what we want?
Secretary MI mjt, Oh, no; there is no question us to the record. It

was made long before to-day. This record was made back in
December or February.

Senator ]IAItiso;. And for the postal deficit you recommended
getting $1.50000,000. Do you still stand on that?

Secretary MNtz. Most decidedly.
Senator AIARIWNo. The House bill gives you more than that,
Secretary MULxq. No; it does not.
Senator HARmSOxs. According to the estimate I have here, it is

more.
Secretary MmIy,1,. No. The Post Oflho Department has since in-

formiedl us you have to reduce it by ten milliotis.
Senator 'HlAIo1 . Ten jnilliois?
Secretary MHLs, Yes,
Tue HamIuN. From the testimony that was given W-day, I

th ntinces think von would have to reduce it itgreat deal inore than that.
Secretary MiL. But on the basis of the House recommendations,

the Post Of(lice Department inform ded us it should he 150 and not
1(;().

Senator TIAHIUSONA. Did this recommendlatiohi carry with it just
thle i-cent increase InI postage?

Secretary Mmi~s. Our recommendation in the first instance was
that the Post 011c Department should be self-siipporting, exclusive
of subsidies or so-called free service, and we recommended to the
Ways and Means Committee to ask the Postmaster General to make
the recommendations as to how best to make it self-supporting.

Senator HaMtisox. Did you have in mind that prices on second.-
class mail should be changed or modified?

SeCretary MILLS. I did not have anything in mind.
Senator IHAIUMso. How did you mean to go about it then?
Secretary MUiA. I am not familiar with the Post Office Ie art-

metit. I asked the Ways and Means Committee to call the lost-
muster General, and simply took the position that as a business
proposition the Post 0Meice ought to be self-supporting.

Senator lAtoJUsoN, You do not care to make any specific recom-
mendation as to second-class mail then V

Secretary MiLL. No, because I do not know, Senator Harrison,
Senator IIAnIRIAMO. That is a laiigeIoIus proposition, to advocate

one way or the (thC,
Secretary M tms. I think that is an uncalled-for remark.
Scinator REED. Won't the Post Office I)epartmnout take the respon.

sibilitv for ir?
Secretary M m.ms. Anl I should like to have that on the record,

that that is an uncalled-for remark.
Senator ]l.nmusox. I hate to take up the time of the coomnmittee,

but I want to lisk you specifically as to various provisions in the
House bill, is to whether or miot you O.K. them or disapprove them.

Secretary Miu.,s. What are we doing this afternoon, seeking infor.
m11ti01 on *a tax bill or attempting to make a political record?

Senator HARRISON. There have been no politics in this proposition,
but I want to read the testimony, all of it, just to show you there is a
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reQi misuidertanding between you and me, and, I think, between
you and it) coiittee, as to just what you have given us and what
yoU have stated yoll would give us:

Senator HAUaIsoN. Mr. Secretary, moy I ask you a question? This state-
taent that I have Ien reading and that you have been saying is in critieisi of
the House bill and the House action?

Secretary MI.Ls. Certain provisions, Senator,
Senator HAHIlsoN. Yes, certain provisions. Anid then you ttaeh i er the

recotniendations of the Treasury to the Iouse Ways and Menus Committee?
Secretary MILL*4. Yes, sir.
S-enutor HAiulIsoN. Are you making specific recommendations to this com-

tiuittee its to how you think the budget should he baltinced, and are they differ.
ent fron the reconirnendations that you mtde to thu( House Ways ald Means(':omtuittee?

Se'retory Mzittis, No, but I think this committte would he fully justified in
keeping a large part of the House )ill, ellminitting staa of tlese faulty pro-
Visioiis, and ihsmuch 111 their elimiaton would involve it loss of rven ,
turvinrlng to the Treasury program to supplement the loss occasioned by th
elimhnatiol of soujie of the unsound features. That would lt Ioy recon-
niendation.

Senator IlaumsoN, Then you (o not propoite to rtvowmend specifically to th
Fintance Committee a particular program, notwithstanding the action of the
House?

Secretary MILLs. An I see it, this committee has three courses it can follow;
possibly wore. But It certainly can either take the Treitsury reeoiniendat1 ns,
which represent, whether you agree with it or not, a fairly well balanced tax
progratr. You can take the Ways and Means Committee bill, which, tifter all,
was a carefully worked out revenue bill, also well balanced. Or you can take
the House bill.

The House hill is before you. I say to you that there are certain features
if this House bill that I think are bad. You asked tie a vry proper question,
SHvnator larrison, if I understand It. You say If we eliminate these lad pro-
v'slonx, we will th short of revenue. What do you suggest? My suggestion Is
that If you desire to proceed on the basis of the Hous* hill, that after ellminat-
Ing those bad provisions you then turn to the Treasury recomendation$h and
)-ou can find excise taxes that will be ample to make tip the revenue.

The CSAasUR N. Speaking of the 11ouqe bill, you mean the bill that was
reported from the Ways and Means Committee to the House?

S(,-retary MILLS, No; I mean the hill now before the Senate Finance Coat-
muttee, Senator.

Senator 1 HARSoN. Would the Treasury Department object to furnishing
the ginance Committee now specifically a proposal to balance the Budgpt,
taking into con ideration the defects In the House hill, the Treasury ellminat-
Ing them, and then putting it up in a proposal as you (lid In the Ways ud
Means (onimitteee, to see just how much revenue we then would get?

Senator W.%ssmx of Massachusetts. In other words, Senator, you would like
to have an oplprtunity-I am sure other Democrats join with you-to have a
vote upon a bill drafted in every detail and particularly by the Treasury
Department, saying that this is what the Treasury wants to balance the Budget?

Senator HARISoN. Yes.
Senator WALsu of Massachusetts. (an that not be done, Mr. Secretary?
Secretary Mm.LtS, Yes. I say to you this morning perfectly freely and frankly

that I prefer the Treasury bill to the Hotioe bill. If it was good in December
It Is still good, tind I stand by it. If I had my choice, I should much prefer
the Treasury program to the hill now before you. I prefer the Treasury program
to the 'Ways and Means Committee bill, though I think that was a pretty good
hill.

,rite 'HArI.MAN. Mr. Mills, can you not take the bill as It comes to the Senate
and point out or delete the provisions that you think are really bad legislation?

Secretary Mt.Ts. And suggest substitute?
[ie CHNIAIRMAN, Yes.
Secretary MILLS, I will be very glad to do that.
The CiiUAmA . And then suggest-

You did not read this a moment ago#
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TihP (CI(AiMMAN4. And then suggest legislation thllt will bring tle 0aie amoulit
(of monIe)', or the auiounut ai&m Owa'y for |h e balianing of the liogtt't

Secretary Mmzsi., I will be very glad to do that,
The 0I1AIRMAN, I will ask you to d41 thilt.
Smeretary MILL. As a matter of fact, wh, u you have an opportunity to

study thio statement and the annexes you will see that til of that material Is
right here. It Is simply a quest of putting It together.

8enator lAamso.N. We haue not beez aide to study that yet. For instance,
In your recommendation to the Ways and Means Committee the Treasury
recommends a retroactive tax. The House tins expressed Itself very strongly
on that proposition. So eliminating the retroactive tax iu your proposal will
you th'j furnish us the items and the programs which would raise suflicletat
money?

Secretary MUJJA. I will be very glad to.

I did not think there was any question about that. I did not see
that there was anuy objection to it, other than the members might
think that you had convinced them that you did not understand the
exact proposition.

Secretary MILLs. I do not know what you want to-day.
Senator HARusoN. But I think you have nut Complied with the

reuest.
Secretary MTTa . I do not know what you want to-day, because

you accepted Senator Walsh's interpretation of your question, and
he said that what you wanted was a bill drafted in every particular
and detail by the Treasury Department,, saying "This is what the
Treasury wants to balance the Bud get. ' Now, if I an to furnish
you that, then I stald oi my original program. If you want some-
thing else, I wish you would tell me what it is. Let us dear it up
right now. Just what is it that you do wantI

Senator HARRISON. I think everybody generally knows what is
wanted.

SecretaryMAl,. Well, then, tell me. I don't know.
Senator H.aisox. All right. I have got a very high respect for

your ability.
Secretary MILs. I am beginning to suspect, but-
Senator HAtRJSON. I tun willing to adnit you are one of the smart-

eat men that has ever been in the Treasury Department, and I can not
understand why there has been such a change come over you so
quickly. Now, would you object to furnishing to the committee,
brought ui p to date, just as you furnished to tie Ways and Means
Committee, the Treasury's proposal, itemized, an o showing a
balanced Budget?

Secretary MiLs. Yes.
Senator HARRISON. You have no objection to that?
Secretary Mnum. No; because it is all there.
SenatorARRISON. And you will kindly send that over to ts?
Secretary MauA. The only modification I know of ow is that I

may propose to reduce the rate on the domestic consumption of gas
and electricity, but otherwise the program you now have represents
the program on which I shall stai.

Senator HARRISON. So you will send it up?
Secretary Mtus. Again.
Senator HAMRsON. Again, all right. That will be the first time.
The CiiAiltmA. Mr. Secretary, in the testimony before the coin-

inittee this morning it was test fed by at least a dozen men that at
least an increase of 1 cent in the postal rates would not bring an
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increased revenue but more than likely a deficit. You have not made
up your mind as to that

Secretary Mu s. Senator Smoot 1 tell you very frankly, I have
not studied the post-office end of this at all. All we did, as I told
Senator Harrison, was to take the Rosition, as the responsible head
of the Treasury Department, that the Post Office Department of the
United States should be self-supporting outside of the free services
provided for by law; and, having said ttat, we recommended to the
Congress that they call the Postmaster General avd ask him how to
bring about such a businesslike result. I have never even discussed
it with the Postmaster General. If you want to go into that matter,
you will have to call him. I do not know.

Senator Riw. I am told that last summer the Postmaster General
did submit a plan for balancing the post-office budget, including an
increase on second-class mail matter. Do you know whether that is
true Y

Secretary Mslw. Senator Reed, I do not. I have never seen it.
The CHAIRMAN. Then we will have to get the information from

the Postmaster General.
Secretary MILLS. You really will.
The CHAIRMAN. We have got to know just the amount before we

would know whether the Budget would be balanced or not. In other
words, you have here a Vostal deficit of $1.50,000,000. That was
upon the information furnished you by the Postmaster General.

Secretary MILLS. No, that was on the definite assumption that as a
matter of policy the rates would be so adjusted as to do away with
the post-office deficit; and since we have made that recommendation
the House went into the matter and reached the conclusion that the
rates which I recommended would do that very thing, and the
Treasury has accepted their judgment in the matter. If there is any
question as to the validity of those figures, then I think you ought
to get first-hand information front the Post Office Department, Mr.
Chairman.

The ChAIRMAN. I think that is what the committee will do, of
course, but if the testimony that was given to the committee this
morning is borne out by the increased rate, as suggested, we would
fall short here at least $50,000,000; and if that is the case, then we
would have to raise it from some other source.

Secretary Mius. That convinces me-and I am not saying this
seriously-that the thing to do is to report this revenue bill out as
fast as possible, because every week the Ways and Means Committee
considered it we lost revenue and had to make it up as we went along.

Senator HuLL. Have you considered in here the matter of the
tariff?

Secretary MuLs. If our items were not included in the original
Treasury recommendation-

Senator HutsL. They would not be included in the, next?
Secretary MsLLs. Certainly. As you know during my 11 years

experience, most of which have been spent either as a member of
the Ways and Means Committee or in the Treasury Department, it
has always been the policy of the Treasury Department Co look upon
the tariff' policy as one to be exclusively determined by the Congress;
and whenever you made up a tariff bili the Treasury Department has
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never been called upon to express an opinion as to individual sched.
ules, but simply as to the admini.rative provisions of the tariff law;
and having found that tradition established for a long time, I should
hesitate to disturb it, in view of the perils which it involves.
(Laughter.] You mean b that that the condition of the Treas-

Senator HIu4 . v
ury is not safe enough to take the responsibility or the Govern.
ment's credit is not eminent enough to justify any ouch consideration
of the question as to whether we shall undertake to make up a com-
bined income revenue and tax bill, or whether we should separate
those for the purpose of taking care of the Treasury situation?

Secretary gMx.rs. Senator lull, you have no illusions--I know
some people have, but you have none-as to the character of the two
items in this bill.

Senator Hvuz,. I was just hoping that I had not.
Secretary Miy.Ls. I certainly have not. They are not revenue

measures. They are protective tariff measures.
Senator Smmorno. Would not they raise some additional reve-

fue, Mr. Secretary? We are framing a bill for the purpose of
securing additional revenue.

Secretary Mixs. Not carfare, though, Senator.
Senator SnoruinoE. But we are seeking additional revenue. And,

speaking for myself, if we can secure a large additional revenue by
imposing a tariff on some imported articles there is no reason on
earth, no logical reason that I now see, which would preclude us or
prevent us from including it in this revenue raising bill.

Senator HULL. Even if it takes until October.
Senator Sitorinmr. It need not take that long, Senator, not

at all.
The CHAIRMAN. It would not be the first time that it had been

done in a revenue bill.
Senator S*owrmmoz. No.
Senator HARRISON. May I ask the Secretary, if there is no other

question right now, would you have any objection, as Secretarv of the
Treasury, to taking the House bill as it passed and giving the com.
mitten, the benefit of your views on each of the items, whether you
approve them or disapprove them or substitutions should be made,
in the opinion of the Treasury Department?

Secretary Mi is. I would be perfectly willing to take the House
bill as a whole and write a new revenue bill. I would not want the
responsibility of being tied to the House bill and then having, the
product labeled a Treasury product. I am here as an adviser. I
will do anything yot want me to do. If you direct me to take out
certain provisions of the House bill and attempt to find adequate
revenue for youa, I will furnish you the schedules. In other words,
I conJiler iiivseif as a servant of the committee, to carry out its
wishes, and I will follow out any instructions that you may give me,
Senator Harrison, but in following your instructions it has got to be
understood that it is a Harrison "product and not a Mills product.
That is the only distinction I want made.

Senator HARISON. I have no idea of having it styled a Harrison
proposal, but I am just wondering now if you have any objection to
taking this bill as it passed the House and giving the committee your
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various views as to the various items, if you approve of the items,
or if you disaprove of them, what you offer as a substitute.

,Seretary Mx u.s. I will rewrite ithe House bill, if you so desire.
Senator HAIMIsoN. I really would like to get that, Mr. Secretary.
Senator WATsoN. Do you really think that is a fair way to get at

the proposition ?
Secretary Miwi. No; of course not. You can not ask me to take

out a tax on cartridges, which brings in $2,000,000, and find another
item that will bring in $2,000,000 also. You have got to say, "1 If
you do not like the House bill, then recast it along the lines that
you think are satisfactory, so as to furnish adequate revenue." That

will do.
Senator HAxUuso?. Yes.
Secretary Mmis. But you must not ask me to take out the tax on

candy, if I do not happen to agree with it, and find another item
that will exactly bring in $10,000,000.

Senator HARIsoWN. If there are a certain number of items that will
entail a loss of thirty millions, you can set out other items, generally,
that will aggregate that amount.

Secretary MniJA. I will rewrite the House bill for you in its en-
tirety, keeping in such parts as I think are good.

Se nator IlANIUsoN. I will be very glad to-have you send it over.
The CNIAI1iMAN. If the Secretary does that, will the S nator be

content with the recommendations that he makes?
Senator HARsON. I may. I no doubt will on a majority of the

propositions, There are certain features of the House bill I am
very much opposed to, and there are certain other features of the
House bill that I am for.

Secretary MxiLr. But it must be understood, Senator, that that
can not be'labeled a Treasury program.

Senator HAn .I understand that.
Secretary MmLS. I just want that understood.
Senator Rv.n. You are not accepting any share in the paternity

of the House bill?
Secretary Mims. No, I am not; not at any stage of the game.
Senator 'HA.NRON. I hope when we get through here you will not

go on the radio and lambast these fellows who have worked so hard
to evolve something here.

Secretary Mttm. Within 48 hours after the Ways and Means
Committee, had reported, I was on the radio supporting it 100 per
cent.

Senator HRTAOSN. But the ex-chairman of the Republican Com-
mnittee was on the radio in a short time giving the leaders over in
the House the devil for their stand on the sales tax.

Secretary MU.ts. Let us avoid all partisanship, Senator Harrison.
If you will stop sparring for position, I will sit down with the mem
hers of this committee at any time and put all the cards on the table,
face, up and give every bit of information we have got. the way we
plave( the game for tour weeks with the Ways and Means (Com.
mittee. The Ways and Means Con'mittee had all of their cards
on the table, face up, all of the time, and all of those four weeks
we dealt on that basis, and with the most satisfactory results in the
way of producing the revenue needed.
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Senator H.AwAi osN. The cards are up with this committee, but
whenever you say in your testimony you are going to do a thing
and then do inot 'Jo it,'some of the members won't have much faith,
in our Promises.

ihe (i.tmiIMMt. Mr. Secretary, I want to say this, and also to
Senator Iarrison, that as soon as we get through with these Mearings
and the testimony is closed and all printed, so that each member of
the committee can have a copy of it, as chairman of the committee,
I want the Secretary, as far as I personally am concerned, either
the Secretary hinmeilf or some representative who could speak for
him, to be with this committee in rewriting the bill, if we do rewrite
any rrt of it: and I have not any doubt but what a great part of
it will be rewritten.

Senator CONNALLY. Air. Chairman, I want to ask the Secretary a
question. Your first preference, of course, is to your own recom.
mendations made in December to the Ways and Means Committee.

Secretary MILLS. With the supplementa additions that we had to
make wheii the estimates were revised.

Senator CoN.vALiy. In other words, you were running behind
later more than you thought you were, and you had to fill up the
gaps to get some more money?

Fecretary Ain.hs. Yes.
Senator CON¢NALLY. So the first preference is the recommenda.

tions of the Treasury, with the substitutes.
Secretary Mixs. Yes.
Senator Co N.NLLY. Then your njext preference is the Hou Ways

and Means bill as reported?
Secretary Mlas. Yes.
Senator CoNN,,LY. And then, finally, you did al)l)rOVe the House

bill itself, didn't you at the time it was ulp? I
Secretary Miit.s No sir.
Senator (oN.%LLry. Didn't you say you generally accepted it?
Secretary MA Ln . No; I never accepted he Hlolse bill:
Senator Co 'L,. I thought I heard you over the radio make

that statement.
Secretary MZius. No; that was the Ways and Means Committee

bill.
4etiator ('ONNALLY. The Ways and Means Committee bill that

you (lid approve is the one that carried the manufacturers' sales tax '
Secretary MttLs. It did.
Senator CONNALE.Y. So you prefer that bill to the one passed by

the House finally I
Secretary .Mils. Yes; it is a better bill than the bill now before

you, in ml judgment.
Senator CONNALLY. Then you have indicated here some of the

features in this particular bill you disagreed with, such as the estate
tax, the deduction of dividends andi stock transfer tax, and others.

Secretary MimvA. The rates that apply rather than the taxes theni-
selves.

Senator CoxNA-LLY. As carried in the bill.
Secretary Minus. The rates that apply, Senator.
Senator CONN AMT. I want to say, Mr. Chairman. that I do not

agree to support this bill when the secretary reports it back here.
the CJ.UM.N. That is understood, of course.
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Senator C(o.*;NAiT. Some of us are not gamblers, and I (1o not

propoRe to go i1tt) this card gamlle.
Secretary MILLs. 1 am going to report back tile Harrison bill; I

want that understood . daughter. ]
Senator HAIIMRsON. I did not commit myself to stands by all your

proposals. [Renewed laughter.]
Senator LA FoLxrrL. Mr. Chairman, may I ask the Secretary as

to his purpow. in rewriting this House bill It really is not going
to be any different than the recomnmeldations you ntide in )ecein-
ber, is it, excel t with those adjustments.

Secretary MmJA. It is not, Senator IL Follette. Of course, it is
nlot.

Senator LA FoLr~,'r. Then, why all this shooting about it? After
all, unless you want to do the thing which you refused to do, I see
no point of your going and taking out t little item here or there
and pluggiilg that up with another little item that you prefer. If
youa are simply going to take the House bill and retain the features
which you ttlink are good and substitute in lieu of the features which
you thInk are bad others which you prefer, won't you come back to
your Treasury recommendations of December?

Secretary Mitis. Come very close to it. We may improve on them
a little, but we won't be very far from it when the job is finished.

The CHAIRMAN. It won't take you long to do it, and we would like
to have it just as quickly as possible.

Secretary Mnm s. But I want it understxml--and I ain quite st.
rious about this--that if I am to write a revenue bill, I want complete
freedom of action in writing it. If I ant told that I have got to take
a particular bill as a base and write around it, then I am not writ.
ing a revenue bill. That, I think, ought to be understOod.

The CHAIRMAN. I do not think it is understood that way.
Senator Snoirraiom. What is he called upon to do? Rewrite the

whole bill?
The CHAIIRMAN. That is what I said, that he was not called upon

to 1o, in my opinion.
Senator IfOITRIDEo. I think it is a waste of time. He is not the

legislative department.
The CHAIRMAN. This is a recommendation to the legislative

branch of the Government.
Senator SHowraTiRw.. Well, it is a waste of time.
Senator Rzw. It is all as clear as mud.
Senator CONNALLY. Mr. Secretary you made a statement a while

ago that it was not the business of the Treasury Department to ad-
vise the Congress about tariff policies. You adhere to that, don't
yu?

Secretary Miua~. I say that is a tradition which exists.
Senator CONNALLY. And you are observing that tradition?
Secretary MAr. I am not prepared to disturb the tradition.
Senator CONNALLY. But in answer to Senator Hull you did seem

to express some opinion with reference to certain items in this bill.
Do you want to depart from that noW I

Secretary MILLS. I am not making any recommendation as to those
items. They struck me as smacking more of protective tariff meas-
ures than r".trictive revenue measures.
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Senator CONNALLY. That does not hurt your soul.
Secretary Mtits. No, that does not hurt my soul, because I am a

good protectionist but it must wring the hearts of some members
of your party. [Laughter.J

Senator CObNNALLY. Mr. Chairman! I am prepared to answer that
if I can get a little quiet from this ribal and coarse audience.
IRtnewedi daughter ] I will say to the Secretary that he is obtrud-
wg his views tere when he announces it is a traditional policy of the
Treasury Department not to, and then when we comne in here with a
few itemns which are reverie producers and aro not protective 6).
cause of the iltidings of the Tariff Coniiniwion that the rates Axed
are less than half of the differential between foreign cost'. and pro-
duction, the Senator from Texas is not departing from the tradi-
tional policy of his party, any more than the Treasury is departing
front its traitlional policy in advocating reventle-producing ineasules
on inports.

Senator Siiowawoc:. Tariff for revenue only.
Senator CONNALLY. But revenue.
Senator Suowrmwit. No protection at all, but just for revenue.
Senator CONNALLY. Up to 1913 every revenue b4 we had here wits

a tariff measure, if you want to call it such. It wst a tax on inxtport?
to raise revenue.

The CHAIRXMtN. Until when
Senator CONNALLY. Until we passed the income tax law.
Senator Suoumwoi,, Leaving out the e01101t of l)rotetion, do

you ncan, SenatorV It was merely for revenue only.
Senator CoNNALLy. It is a revenue tariff.
Sw'retary MuAf . We had some excise taxes iII thoso day't, as I

remember.
Senator CONx.LLY. We had tobacco and whisky, of course.
The CHAzaIMA. Is that all with the Secretaryl
Senator 8Nowmutoz. I have nothing further.
The CnAuW A. Thank you, Mr. Secretary.
(The statement of the Secretary of theTreasury is here printed

in the record in full, as follows:)
i'am Itere at tle request of the comiittee, due apparently to some mslunder-

standitg as to the ope of the information to be furnished by we Ili response,
to iajuires made by home members of the committee and as to i ie attitude
of my department.

There can he mo doubt as to the position of the Treasury Department, I
stand ready to cooperate with this committee as heartily nat I did with tle
Ways und Ments Commlttee of the House with a view to drafting the best
revenue measure possible to meet the prevent emergency. I believe that the
way to proceed Is to lay aside all partisanship, to sit around this table with
one single thologht In mind-the national Interest-and with an unequivocal
willingness to share the reslamnsblilty, and, I may add. whatever degree of
unpopularity may come from the imposition of additional taxes In times ovch
as these.

That has been our position from the first. When the Conigress iat we could
have contented ourselves with calling attention to the great wnd growing
deficit and simply urged the Congress to impose such additional revenue as
would balance the Budget, and thus have avoided the difflcult and responsible
task of submitting a detailed program of additional taxation. But we felt that
It was our duty to share in the exacting tosk confronting the (mgress, and
we "uhmittel, thprefore, a detailed tax program adequate to raiso the revenue
necesusry to balance the Budget In the sense in which it hs been discussed.

When the Ways and Means Committee told us that they did not propose
to take our program but to prepare one of their own, I told the ,hairman that
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our time, information, and Judgment were at his dispooad in the workluig out
tif the co.,mlttoo program, All wore freely given over a period of several
weeks.

I told the chairman of the Ways and Means Committee that If their pro-
gram when complete. was in our judgment sound, even though it differed
from what we bad recommended, I would support the program and that the
Treasury would assume its share of the responsibility involved In imposing the
jprolK*ed taxes.

This I did at once os soon as tie, Ways and Means Cowmittee report was
presented to the House of Representatives.

I mention this record because the question has been raot'd as to our willing.
,iess to cooperate. I say to you that I stand ready now and until you corn.
plete your consideration of the revenue bill to work with you as sincerely, as
wholeheartedly, and its cooperatively art I did with the Ways and Mensl Con.

iltait. As far as I am conierned, there will be no partisaiiship and no
Nhirkliig of responsibility.

STATEMENT OF X. L. SEIDMAN, 11W YORK CITY, RPRISINTING
NRW YORK BOARD OF TRADE

The CHAIMAN. Mr. Seidman, where do you live?
Mr. SEIDMAN. New York City.
The CAIRIMAN. Whom do you represent?
Mr. SHlIDUAN. I represent the Now York Board of Trade.
The CUAIRIMAN. Do you want to speak upon any particular pro-

vision of the bill?
Mr. SEIDMAN. No, sir; I want to make a general statement on the

bill.
The ('1ARMAN. Well, no statement outside of what this bill

contains. We do not want any rambling around.
Mr. SE DMAN. That is correct. I will stay within the bill.
The CIIAuRMAN. You understand that, do you not?
Mr. SEIDMAN. Yes sir.
The ChAIRMAN. Al right, then. You may proceed.
Mr. SEIDMAN. Gentlemen, the New York Board of Trade stands

first and foremost for the balancing of the Budget at any price, if
necessary. It hopes that it can be done to a great extent by the
cutting of Government expenditures. In that connection it was
much encouraged yesterday by the statement of Secretary Mills
before you here when he stated:

The Treasury Department urges the necessity of reducing expenditures.
Who asked to assume an enormously heavy tax burden the people are entitled
to have the cost of government reded to a minimum and every expenditure
not essential to the proper functioning of government eliminated.

The great majority of salary and wage earners employed in private
industry throughout the United States have had to take cuts in their
earnings of from 10 per cent to 40 per cent in the past two years or
so, and they considered themselves fortunate to have employment
at all. It is a great satisfaction to know that the idea has finally
taken root that governmental expenditures must be cut. The
reorganization of boards and bureaus, however, is a slow process,
and we wonder whether during the-emergency and until a complete
reorganization takes place if it would not be a fair thing in getting
up your estimates and budgets here to figure on the cuttig down of
governmental salaries, at least in proportion to the reduction in the
cost of living during the last two years. We make this statement
with the fullrecogniton that Government employees generally have
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not been too liberally paid in the past, but this is an emergency to
which private Individuals have had to comply.

With reduction of expenditures as a primary condition the Now
York Board of Trade, and for that matter I betiove that most of the
industry in this country, will stand for almost anything in taxation
that is fair and reasonable.

Senator HARRISON. Do you fix any definite amount that you think
it ought to be cut?

Mr. SEIDMAN. I understand that the average reduction in the cost
of living has been somewhere around 20 per cent, and I should assume
that if employees were reduced to the oxtent of 20 per cent they would
be back in the same position where they were in 1929. Their pur-
chasing power would be available to the same extent as it was avail-
able during 1929.

Senator RZnD. Some of then are paying 1929 debts, -however.
Mr. SNIDMAN. That is most unfortunate. That is most unfortunate.

But I do not know that you can exempt those who have debts to pay.
Senator KING. You can raise commodity prices.
Mr. SEIDMAN. Yes: if you know a way of doing that as quickly as

reducing costs, why, that would be an ideal thing to do.
Senator KING. Well, I know a way it can be done, but I wil not

enter into a discussion of it now.
Mr. SEIDMAN. We believe that the Treasury Department has

made to you about as fair and equitable a presentation of this pending
bill as business generally would want to have stated for it were it
represented directly by the Treasury Department, as I assume in
fact it is.

Specifically the board of trade recommends that the net loss pro-
vision permitting losses to be carried forward a year, repealed by the
House, until July 1, 1934, be resorted; that the estate tax be reduced
from the maximum of 45 per cent adopted by the House to 25 per
cent; that the exemptions from normal income taxes of dividends on
stock that have been repealed by the House bill for a period of two
years be restored.

Senator Kiwo. You mean to say that you do not believe in taxing
dividends the normal tax?

Mr. SEIDMAN. I do not believe in putting a tax on dividends when
that tax has already been placed on the corporation, and the cor.
poration has already paid a normal tax greater than that which would
be imposed upon the individual had he received the profit or his share
of the profit directly. It is purely double taxation.

The CHAIRMAN. U you propose to suggest additional taxes to
take the place of the taxes that you now ask to be repealed?

Mr. SKIDMAX. Mr. Chairman, we are, generally, in agreement with
Secretary Mills on his recommendation.

Senator HARnIsor. But he has not recommended yet what he
would substitute for these other changes that he would make in the
House bill.

Mr. SzIDMAN. I do not know exactly how the situation will figure
out but from the statement appeamig in the press yesterday I
understand that the Secretary has recommended definite items.

Senator COVuNs. He recommended, Senator, going back to the
original proposition which he made.
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Senator HAnRISON. Yes, he suggested that he stood by his orighial
recommendations. But since the tinte of the original recoImenda.
tions there was an increased deficit, and he said in answer to the
committee's questions that he would furnish the committee a bill of
particulars atnd again make the recomendations of the Treasury
Department in view of the changes in the House bill, which we have
not received.

Mr. SzInMAN. The New York Board of Trade, as 1 said, in the
first place believes that in an effort to balance the Budget, after every-.
thing has been done to cut expenditures, and after the program of t e
Treasury Department has been exhausted, if there is a shortage in
balancing the Budget then it is in favor of a manufacturers' sales
tax, and only then.

The CHAntAi;. That is what 1 was trying to get you to state.
Evidently you know, as ha been indicated from the statement you
have already made, that there will be a shortage in the meeting of
expenses of our Government, and what I wanted you to do was to
express an option, if you have an opinion to express to the committee,
as to how you would raise that money. You say you would raise
it by the sales tax?

Senator KING. Manufacturers'.
Mr. SEIDMAN. BY the manufacturers' sales tax only as a last resort,

if the committee please.
The CHAIRMAN. You know we would be compelled to raise more

money?
Mr. SEIDMAN. I do not know exactly. When you take into consid-

eration the possibility of perhaps a 20 per cent cut in salaries generally
I do not know to what extent that would eliminate the necessity of
raining revenue.

The CHAIRMAN. I will say to you very frankly that it would not
meet the situation.

Senator Couzzss. You might as well find some other means of
reducing the budget, because that is not going to happen.
M r, SEIDMAN. Well then, I will say to you very frankly that under

such circumstances the New York Board of Trade would be in favor
of a manufacturers' sales tax.

Senator CONNALLY. You have favored that all the time, have you
not? You would like to see that put on as a permanent proposition?

Mr. SEIDMAN. No; our board has been in favor of a selective sales
tax.

Senator CONNALLY. As a permanent policy of taxation?
Mr. SIEDMAN. I do not believe so.
Senator CONNSLLY. Well now, if you do not know, why, of course

you can not say.
Mr. SEIDMAN. Well, I do know that.
Senator CONNALLY. Well, do not say you believe. Tell us what you

know.
Mr. SEIDMAN. I do know that the board has not been in favor as a

permanent policy of taxation of any sales tax.
Senator CONNALLY. Could we not lower these high and oppressive

income tax rates if we put on a manufacturers' sales tax all the time?
Mr. SEIDMAN. I do not think it would be fair to lower "the high

and oppresive" income-tax rates.
Senator CONNALLY, You do not think it would be fair?

I1 5102-'2---O
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Mr. S JDMAN. I would much rather, and I am sure the board would
much rather se a high income tax a against a sales tax. The sales
tax here if it is recommended at all is recommended in conjunction
with a high income tax.

Senator CONNALLY. What do you mean by "high"? How high?
Mr. SIoAN. Surtaxes as high as 40 per cent. Normal taxes as

high as 10 p er cent.
'Senator CONNALLY. You ar he e to say just "amen" to Mr. Mills,

in effect that is your attitude? You just want to approve what
Secretary Mills said yesterday?

Mr. SwnMAN. I did not start out to (1o that, Senator. I caine
here with my own ideas and those of the board of trade.

Senator CONNALL, I an not trying to reflect on you at all. But
the effect of your testimony is to just approve what the Secretary
of the Treasury just submitted? Is that right?

Mr. SMIDMAN. I think that is probably a fair statement on my
testimony thus far.

The CHAIRMAN. Procoe.
Senator HARRISON. Would you provide in this bill sufficient taxes

to supply the sinking fund this year?
Mr. SEIDMAN. I would not.
Senator HARRISON. Would you supply them next year?
Mr. SmwMAr. I would not.
Senator HAtRRIsoN. You differ from Mr. Mills to that extent, then?
Mr. SEIDMAN. I do.
Senator COUZENS. Would you agree to a moratorium next year on

the foreign debts and put the amount in the Budget?
Mr. SEIDMAN. That is a nut which better men that I am will have

to crack.
Senator HARRIsON. How does the board get its reconmendations

up? Do you have a committee of the board of trade and they discuss
all these plans?

Mr. SEIDMAN. Yes, sir.
Senator HARUsON. Or do they just designate a committee of two

or three men to get them up?
Mr. SIDMAN. We have a standing coutmnitteo of six. A com

aaittee M-)f taxation and finance that is constantly giving study to tax
questions, and recommendations are made to the body as a whole and
voted upon. These policies have been discussed and considered from
time to time throughout the past year.

Senator HARRISON. Do you believe that there ought to be so many
taxes laid for this fiscal year as to create a surplus next year?

Mr. SEIDMAN. No, by no means. I think we will be very fortunate
if we can manage to balance the Budget.

Senator IIAnRiSON,. Do you think it would be wise to take this
year and next year and strike an average so that there would not be
any appreciable surplus, but just enough receipts and disbursements
to balance?

Mr. SEIDMAN. I think the whole country has its eye on the balanc-
ing of the Budget, and I believe the quicker we do that the better.
Ido not think would carry over a deficit from this year to next.

Senator H.AaRIsoN. No. But how about creating a surplus next
year? Under Mr. Mills's figures you would have a surplus of over
$300,000,000 next year if you do not supply the sinking fund next

78



REVENUE ACT O 1932 79

year. Under his figures and recommendations. You do not believe
n that?

Mr. SxivMAN. I do not believe that will be necessary. I do not
believe in taxing industry any more than is absolutely necessary to
balance the Budget.

The CHAIRMAN. In other words, you believe that the sinking fund
ought to be delayed?

Mr. SEWIMAN. I believe that is a matter of payment of debt. It
should not be a matter of balancing the Budget for the time being
anyway during the period of this emergency.

1 I"he'(YIAntMAN, (o on.
Mr. SEIDMAN. There is one element in this bill which Mr. Mills

skimmed over yesterday, although I believe he omniented upon it
fairly, imd that is tho provision whereby taxpayers are deprived of
deduicting from other income in their current tax retunts, losses on
securities. Mr. Mills in describing tiis provision stated:

Another provision which should, hi my opinion, be amended, is the section
limiting the right to deduct losses on transactions in securities to the offsetting
of gains from similar tranactious li the same taxable year, as provided in sec-
tIon 23.

Amd then lie goes on to explain:
In recent years Income from business profits, from salaries, and from other

sources, has in many cases been offset by loumes on security transactions. It is
the effect of such losmes n dimishing the tax upon forms of income, such as I
have mentioned, which, to a cursiderable extent, is responsible for the diminished
yield of the income tax In these years,

Ie then goes on to say:
Undoubtedly, a very serious case can be made for continuing the right to so

deduct such lossm. In many cases, however the losm thus deducted may be said
to be paper or fictitious losses. In place of the securities in which the losm were
taken, other securities were purchased without substantial change In income.

Then he goes on to say that the Treasury was disposed to agree with
the elimination of the deduction of these losses, but suggests that thatstation should not apply to banks and security dealers.

I believe this is a provision which has a more widespread effect than
has been generally recognized. And I want to comment for a moment
or two on that feature of the bill. To illustrate the effect of the bill
simply, we will take an individual who has an income from his busi.
ness or profession (if, say, $25,000, and he loses an equal amount during
the same year through security investments. He will have to pay the
tax on the full $25,000, without a single dollar of deduction, unless he
happens to have, that same year, profit from the sale of securities.
Then only will he be able to deduct the loss from such profit, but from
no other income or profit.

The arrangement, if enacted, is bound to drastically affect security
owners who have counted on at least being able to deduct such loses
in their current income-tax return, and thus cutting their tax bill to that
extent. The proposed change will deny them that right. In my
opinion, it is by far the most serious change affecting investors, al-
though there has not been a general recognition of its possible far.
reaching consequences.

Considering the widespread effect it is bound to have upon a large
number of people, it is really surprising how little comment or d'-
cussion the proposal has received in the public press. Interest has
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been qidte generally absorbed 1)y the major revenue raising issues.Those issues, affecting only a particular group of taxpayers, have
therefore been overshadowed by the more spectacular isues.

Senator CONNAUS, Mr. (hiirhtl1, maV I ask a question right on
this point? Let us take two men. One of them h.1a all incoml of
$25,000 salary, and that is all he has, Another man is rich and hus
$25,0() salary, and hie spevclates and investA his millions ill stock
operations, and ho loses, as you say. The iuan that has a stlry only
wotld still pay on his $25,000 meoite, would he not?

Mr. SEIDMAN. I think I--
,Senttor CONNALLY. Will you answer that question?
Mr. SEIDMAN. I will supply the answer to that question, if you will

permit mc, Senator.
Senator CONNALLY. All right; go ahead.
Mr. SEIDMAN. I will cover that point.
Considering the proposed arrangement for the treatment of security

losses it is not only inequitable, but results in a tax not in accordance
with ability to pay. I think I can illustrate that with a simple example
We will use an extreme case for emphasis and for brevity, as I think
yours was an extreme case. Take an individual who starts out with
no capital at the beginning of the year at all and we will say during
the year he makes & profit from his business or profession of, say,
$10,000. With this profit he buys securities and before the year is
over, he is cleaned out. Thus he had nothing at the beginning of the
year and he has nothing at the end of the year. Now he is told this:
"You have made a taxable profit of $10,000 because the security loss

which you have taken during the year is not deductible fromt youir
business profit."

Now jet where is the profit? Just where is it, and in what
tangible form is it? It has disappeared. It is in fact a very real
loss to this taxpayer; and, not having any capital, he lies at least
nothing to worry about. In that, at least, he is fortunate, for the
tax under such circumstances can not be collected by tie Government.
They can not take anything from him unless they put a lien on his
future income.

But in the cas of one who has capital the tax would have to be
paid out of his capital. And I think that that tax then becomes a
tax on capital and not on income. And it is income that we are
taxing here.

The arrangement certainly gives an unfair advantage to those
taxpayers who took their security losses during 1930 and 1931.
Those who listened to the promises of prosperity being "just around
the corner," or ;ho, from patriotic motives, refrained from aggra-
vating an alreriy aggravated situation in the security markets, are
now confront with not only an additional shrinkage in their security
values but with a 'urther loss of the income tax deduction given to
others who did sell before 1932. The man who took his loss is thus
by law, placed at a substantial advantage over him who listened and
was persuaded. . .

Senator CONNALLY. Mr. Chairman, may I interject? I am going
to leave in a minute. Do you think, Mr. Witness, you have answered
my question? Is that your answer to my question?

Mr. SEDMAN . I believe so, Senator.
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Senator CONNALLY. I submit you did not answer it at all. I
submitted to you the case of a man who has a $25,000 salary and
nothing else. Another man who has $25,000 salary and in addition
he has a large forttne, we will say. When the income taxpaying
time comes the man with the salary only would have to pay on it,
would he not?

Mr. SNIDMAN. That is right.
Senator CONNALLY. .Under your plan the other mant, who was

much richer and had a larger income, if he had losses would be able
to offset the los and ]night ho ablA to pay no income tax lt all, is
that it"

Mr. SEI)MAN. That, is correct.
Senator (ONNALLY. And that is your view of the justice of taxa-

tion, is that right?
Mr, SEIDMAN. It is absolutelyN just, beC u 11tVonIe is something

which can not take in only one side of tile profit and loss Ptatement.
It must. take in both sides.

S' nator CONNALLY. Your complaint is that hecau"e lt the one
case the fellow goes busted and the Government can not take any
tax, therefore, that in the case of the nman who has an income and tle
(ovenment can get it out of him, that he ought not to pay any?

The (HAIRMAN. In either case, Senator, there would 'e tie )oss.
Senator CONNALY.v. Y0s, the Government would lose on both

ends, that is true.
The CIIAIRMAN, No; in either case there would be a loss to the

individual taxpayer. Of course, the one could stand it a great deal
better than the other.

Mr. SEMMAN. If he had enough capital.
Now, regarding these security losses, we were told that security

selling for tax purposes creates an artificial market condition, partic-
ulrly around the end of each year, which this proposed remedy is
intended to cure. In addition, it is supposed to provide a source of
revenue not heretofore avilable to the Government. In my opinion
neither of these are likely to be accomnplished. The arrangement is
bound to dry U) speculative enterprise. Certainly it will make more
difficult thet attraction of capital. What incentive would there be for
a 1111111 to put his money into securities for prolit when, as and if he
realizes such a profit, he will have to part with the major portion of
his profit for income taxes? And in addition lie will probably have
to paiy a stiff Slate income tax,

Senator KING. May I interrupt you just a moment? Do you
know what proportion of those who have losses by reason of stocks,
and have gains, are what might he denominated speculators in con-
tradistinction to pure investorS? My understanding is front a little
inquiry which I have made that most of the losses have been made by
persons who have some gains, that is, by speculators. "A" buys
certain stocks and makes a gain, and lie buys certain other stock and
takes a loss. And in order oftentimes to obviate the payment of
taxes on his gains, he sells stocks at # loss in order to offset them. I
was wondering to what extent the element of speculation rather than
investment, if you could reduce it to percentages, enters into this
matter.
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.Mr. SX1PMArN. Senator, I ant afraid I can not redue it to per-
centages, but I know this to he a fact front contact within a great
many peopleo- -

Senator HARRBON. Mr. Chairman, the )enocrats have got a
conference, and I have got to go for a few mnents.

The (OtAInMAN, We will go right on with the hearing. Proceed
Mr. SE:IDMAN, To answer 4eiator King's question n .althoughli he is

not here to listen to it lie will get it on the record- my own work
has brought mn in contact i th a great many business men who havo
to soile extent beeti abo to tce tinl)I tt savings in onei form or
another. Most businesses have a reserve invested in es,,tiritieA.
Most individuals have hid away money for a riny d,, I am speak-
ing of those individuals who hnve invested in securities inAstead of
putting their mooney in savings banks. Now those own are the men
who have ntot sold. rhev have hung on. Tihov have lived ill hopws
that, the security values will come back, and that they will not be
the losers. They have been ndoubtedlv sadly disappointed, at
leant to this point. A great many of them must sell. A great many
businesses must sell securities in order to draw upon their reserve .
A great many individuals must do the sineo. Now when they sell
these securities they are not taking pa ewr lo-ses. They art tking
real losses, I believe that, the paper losses have tW a very great
extent already been taken and by those very oMs who will now 1v
law be guaranteed their tax deduction,. 7hV havo taken them.
Thus the fellow who has not taken his los is ;tow told thut he can
take it all right, but, of course if he did not take it earlier he can not
have it as a deduction from his income taxt at this time. That is the
unfair part of it,

Now I have said that I do not believe that this proviso ion will raise
any revenue, because the arrangement is bound to dry up speeulative
enTerrse and investment. Because there will be no incentive. A
Ma a ved money and is about to invest it. If he makes a profit
a great portion of it Will be taken away from him. If he make. a loss
he ha got to stand 100 per cent of it, Now where is the incentive
for him to risk his money? And of course if money Is not rmled you
can not produce income and if income is not produced yon can not
collect an income tax.

I think there is something particularly imnquita le and discriimina-
tor about such an arrangement. It .ingles o il se ,mriti rromn all
other forms of property and provides that only security losses sall
not be deductible from taxable income. All other losses are recog-
nize. As for security losses, even the fellow whose sole busitmems is
trading in stocks, or buying and selling stocks and, bonds, is denied
what to himis a business loss. ray be his sole and only business.
Every other business can deduct its loses front all taxable income,
but not the security business. Why single out securities, when the
owners Of them have already been made to absorb the most stagger-
ing losses in this country's financial history?

It has been stated that the l)an is directed against stock market
losses; but in practice it is bound to operate against all other security
losses, although this may not have been intended by the framers of
the law. For instance, It will apply to the small fellow who, having
been doing business ts a cor Ioration, winds up his business, and takes
his loss. That would be a 'security" loss, because he takes his loss
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on his investment in his little corportion, and he can not deduct
that loss from his other income if he has other income,

Senator nontmnnum. May I ask you a question? It has been
1uggete(d that there are a considerable number of cases where men
took a loss for no other reason than to have an offset to their income
tax. Have you tny information as to how extensive, if extensive,
that is? How extensively that is done?

Mr. Smnht5 . I have information, Mr. Senator, to the effect that
that has been very extensively done. Thore is no doubt about it.
There is no doubt about it. Tliat losses live been taken through the
sale of securities and the repurehase of such securities or other securi-
ties. Now of course if a man is going to rcbuy the same securities
he must wait, under the present Iaw, 30 days before he rebuys. lie
can not deduct his loss unless he waits 30 day,; for the repurchase.
But lie can, of course, buy similar securities, or a security of the same
type, of the same class. So that he would k, his investment.
And vet will have realized his loss. Now I say tWat that has been
already done to a great extent. Undoubtedly it is so. There can
not be any dispute about it; 1929 was a good, prosperous year, and if
it follow hind losses at tho end of 1020 hw took them anti deducted
them from the income t e had to pay tax on thus reducing his tax in
that way. If he did not do that, if in 1929 he listened to rosy stories
and promises and hopes that he will 1e better off if he waits until 1930,
lie had another chance tt the end of 1930 to take his loss and wipe
out his income, if lie had any taxable income. If he did not do that
in 19,30 he bad another chance in 1931.

Now all of that has been done. I say that this is now trying tolock the door of the stable when the horse is gone. Those paper
losses have been taken. And it is the real honest-to-goodness losses
tlint remain. 'rite fellow that waited and hoped must now take his
l4ss because hi- resources are nearly exhausted. Businesses must
now draw upon their resources, who have not been called upon to
draw on their reserves before. These are honest-to-goodnew losses.
Tiheost are th very losses that are penalized at this tim. That is the
unfair part of that arrangement,

ieyntor SicriI Whetreas formerly they were allowed?
.\r. SEIDMAN, \Vh(iert, foirmerlv they were allowed, Now is

that. not pla ig it premium by law'upon the disr(gard of what our
adutinist rationI has ween advocating for the last two or three years?

Senator 6 IKmopIW . Will you not have the saiuie thing luliidag in
Iu9,2 thut hap)p ned in 1931?

NMI'. SiNMIAN, r. Sinatoy, I wish I (ouhl answer that question.
That of course is dealiug with the futuiv possibilities of business.
But we know this, that paper security losses certainly have been
taken to a far greater extent than actuallosses still remaining. These
if they are taken during 1932, will be taken by people who can less
aftor(f the loss, and who could less afford to lose the income tax deduc-
tion on1 ,twouit of tlihe loss.

The C1AInMAN. In other words , they prefer now to take a chance
on a )R in the market and sell a stock for the purpose of taking a loss?
Is that not the picture?

Mr. Sk1nMuN. No; my .oin8t, Mr. Chairman, is that whoever has
securities left has done at least two things. In the first place he has
waited to a time when he has to sell, When his resoure. a are ex-
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hausted when his reserves are exhausted. And second, he has co.
operated with the administration in that he did not throw over his
seurities upon tu aggrevated market situation. And that follow is
being penalized.

The (IIAIRMAN. Nobody is goinmr t) sell securities now uless they
are compelled to.

Mr'. SEIDhMWAN. 1 think that is right,
The CHtAIRMAN. They are not going to sel! *niy seettrities to g t the

tax deduction,
[r. S IDMAN. Thut is right.

Senator SHOtTWDOOW. 'Your point is, then, that where a man is
coelled to sell at a loss he should be given credit for that loss?

Mr. S IDMAN. That is right. Except that I am afraid we can not
embody in our law that provision that only when a man is compelled
to sell he can got a deduction. We can very well assume that the
compulsory sales are coming along now. That the longer a man has
waited the more likely the chances are that he will now be forced to
sell, and it is those very losses that he will not be able to deduct.

Senator (Eoiot. There were a great many vohntary sales made
for that purpose in the past years?

Mr. SjiDmAN. Undoubtedly so.
Senator (Goutom. Will there not be some voluntary sales made for

that purpose, for that same purpose, this year?
Mr. SEIDMAN, No question about that. No doubt about that.

No question but that some voluntary losses will be taken. But I
firmly believe that they will be in the great minority at. this time,
almost three years after the market break.

Senator G ionot. They will be lssI?
Mr. SEIMAN. Yes.
Senator Goao. I imagine so. Profits might be less too.
Mr. SEIDMAN. That is true; or non existent.
Senator Gout.. Do you not think that a great many people sold

and then bought back for the purpose of taking their loss?
Mr. SIDMAN. Those people have already taken a loss, and own

their securities now at a price where they have got an additional loss,
m some cases anyway.
.Snator Gout. I understand. But what I ant referring to, and

what I mean is as to the future. They might do the same thing in
the future. Sell at a low figure and take their loss against the income,
and then buy it bawk later on.

Mr. SEIDMAN. Well, Senator, there will always be a certain amount
of that kind of loss taken. But it is my opinion that the worst on
that score has happened, and at this time if you do this thing you will
penalize those fellows who will take a legitimate loss, though even the
so-called " p apor losses" are in fact, legitimate losses.

Senator Gomi. I understand that. What would you think even-
tually, however, of abolishing this plan entirely both as to capital
gains and losses?

Mr. SWiDMAN. Well, of course, that is the English system of income
taxation. They have been operating under that system for a good
part of a century. But their arrangement is at least fair. They do
not tax the gain and do not allow the loss.

Senator Goitm. I understand that.' I am not making any point
about that. It is fair to play it both ways; if you tax the gains, to

QA
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deduct the ,ose.. Aren't there a great miny aemirities in people's
hands in thlA country who said that, they would not sell because they
dd not want to pay the high tax on the high price?

Mr,. SEI)MAN. Well, they have pttil the penalty, Senator.
senator itO . rlut is not the viUestion I asked, Do you not

think it ,abstmwts te free disposition of ecuiritips?
M\Ir. S:Il)MAN. lV all 11e1i111 Find I believe thim proposed arrangive-

ineit will as well obstruct the free poispoition of selclrities, becau se a
liin will not sell if he ctn at till avoid willing until he hs t profit
fr-oi t h suine source, It will force the realization of protitt.

Senator Cloim., And when his profits tire extraordinarily large he
will not sell because he does not want to pay such a heavy tax.
During the bull market in 1929 was not the free exchange and dispo-
sitioi of stocks and securities interfered with by the tendency which
it, had to prevent people who held stock on which they had a large
profit from selling them, because they did not want to pity a heavy
income tax on the profits that they would take on the capital sales?

Mr. SEIDMtAN. I think that is entirely correct.
Senator GonE. Do you not think that is a mistake?
Mr. SEIDMAN, Yes; I think it is.
Senator GonE. That is the point I wanted to get at.
Senator REED. Is not the effect to accentuate the peaks of the

booms and to accentuate the depths of the depression?
Mr. SEDMAN. That is exactly the way of stating it.
Senator REED. It is to the taxpayer's interest to hold on when he

ought to sell, and it is to his interest to sell when he ought to hold on.
Mr. SEIDMAN. That is correct, Senator. And this proposed change

will accentuate it.
Senator GonE. And this makes the rations work both ways.
Mr. SEIDMAN. I think so. I think it certainly" interferes with free

inarkets of securities.
rknator REED. And furthermore, from the standpoint of revenue,

taking it over a long period of years, it is probably true that the
Government loses in revenue more than it gains by treating these
capital transactions as income; is that not so?

Mr. SE XtiA . It has been iny experience in tax matters that I
have conic in contact with---and we have had occasion to advise on
tax matters and prepare tax returns for clients-that the taxpaer
has always gone out of his way to record losses when he had offsetting
income and to record income" when he had offsetting losses, And it
creates an artificial situation which you could undoubtedly eliminate
if you eliminated the taxation of capital gains and, as an offset to
that, prohibited the deduction from income of capital losses.

Senator GORE, Now if the people who held securities in 1929 during
the boom period, who had large profits on those securities, and did
not want to sell them and pay the heavy income tax, if they had been
free to sell their securities without facing that danger, would not the
unloading of their securities on the market have had a tendency at
least to prevent stock from reaching these dizzy summits?

Mr. SEIDMAN. Those are exactly Ioy own conclusions on that ques.
tion after mature deliberation.

I was about to say that the New York Board of Trade has always
been a staunch supporter of the income tax as the fairest kind of a
tax to be imposed upon industry, but if the income tax is to remain a
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permanent American institution the traners of our tax laws must
avoid attem pta to collect revenue at the expense of fairness and
equity. And I believe that this provision as to the denial of a deduce.
tion of a security loss under the cireumstanes I have hero explained isan inequitable provision. The proposed plan not only violates the
raln ofequitbta I hatoarules of eqtv. b~ut! as I have shown you by an illustration, violates the
fundamental principle that a tax must be impose only in accordance
with ability to pay. One who has lost his income in a business trans-
action is manifestly unable to pay a tax imposed upon swch inicole.

Thank you.

STATEMENT OF BENJAMIN C. MARSH, BLISS BUILDING, WASH.
INGTON, D. C., REPRESENTING THE PEOPLES LOBBY AND
JOINT COMMITTEE ON UNEMPLOYMENT

The CIHAIRMAN. Mr. Marsh, you may proceed.
Mr. M'A\ SJI. Mr. Chairman and members of the committee. My

name is Benjamin C. Marsh. I am speaking on behalf of the Peop)les
Lobby, which has headquarters here in the Bliss Building. he
president of it is Prof. John I)ewey.

I understand that the discussion this morning is to be on the
general features of the bill, including the income tax, and ! want to
point out that the variety of taxes proposed in tho House bill and all
the taxes we have had, except the estate tax, are substantially income
taxes, and to suggest that if you want to prevent widespread default-
ing and panic you have got to tax incomes much higher than we have
ever taxed them here, Starting at least with $10,000. And that I
may be purely personal I will say that I ought to pay $500 or $600
more a year taxes than I do and I am perfectly wi limig to do it pro-
viding you apply the general principle.

The assumption that a sales tax is not an income tax is an aussumip-
tios that it is going to be paid by those who haven't any income. The
only question is whether the Congress of the United States has the
courage in an election year to face the situation and to realize that
only Congress can through this revenue bill redistribute the national
income in time to prevent a collapse.

We all know about this 4-power pact that is on in Europe, and
what the situation is there. The llouse passed a 4 per cent tax, I
believe, on stock sales out of which perhaps the Federal ( Govornment
was to get $25,000,000, and in three days, if I am correctly informal,
following the adoption of that provision by the Ilouse, the value of
securites fell off something like $739,000, 000. lhat was a capital
levy, but the (,,,vornment got $25,000,000 out of it. And the value
of tihe securities went down considerably more.

We suggest that the Federal Government raise its revenue this
:ear- .... ,iiimll give you figures to support our reasons- by reducing

the exm1w p lm for income tax, by increasing the normal rate and the
surtax rates very heavily, by increasing tie estate-tax rates, which
admittedly will not yield very much immediately, bT taxing tax-.
exempt securities, by taxing corporation surpluses, and(i by plugging
the holes in the administrative features of the revenue bill.

With regoird to the last matter I shall not go into detail, but I am
going to ask, Mr. Chairman, if T may file with the committee a series
of something like 16 specific suggestions for amending the tax law to
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insure increased revenue yield. The reforencf; at'e to sections of
the revenue law and articles of regulations 74, preped for us by a
very experienced certified public accountant in New ork, They
will ho nore valuable than my going intl) detail.

yTo ( tIAIIRMAN, They willhbe put into the record at this point.
Mfr. MAHt$I. 'I'hank y ou,
(The matter presented by .Mr, Marh for tho record is as follows:)

81 wINoAT Ns rou AMikNOINo TAX LAW TO [N)KUHI INC1tMAMD R19VM4UX YJZLD

(No .-- iteferences are to sections of law and articles of regulations 74.)
Section 2 f--Net income. Article 661-8alo by eorpomraion of its capital stock:

T his article provids that a vorperation derives no gain or loss from the ale of Its
oWn ('apit:l stock, leceiitly many companies have been manipulating their
own stovk in the market, buying mid sellilg it am though it wore another com.
paany's mcuritls. An amiendment to stop this loophole should provide that all
much profits in excess of ltses he subject to tax, and lose be allowed only to the
extent of the gain.

section 22-Gross income. Artle 105--inventorles by dealer. in securities:
'heire htvs heeii a great deal of confusion regarding who is and who is not a dealer
lit s-curities. A recent ruling allowed a person who had made a certain number
of transactions all for his own account, to be treated as a dealer, so that he could
talk, losses hs the inventory method without even selling his securities. This
article should i amended so that no one may be deemm a dealer unless he trades
for othies,

Section 23-eductions from gross income Article 126 (l)--Compensatlou
for PersJial services: Under this provision, unreasonable salaries are allowed to
offleerm of corporations. This has the practical effect, in many Instances, of
paying (llt ill of % conMpany's profits as salaries, leaving the latter no taxable
inOcom, This I5m speciallyy true of tile small or closed corporation. New York
State, in xreiinK it," franchise tax, places a limitation on such salaries and If a
similar Jitiinmum tax were to be placed by the Government based upon profits
prior t) the deduction of officers' salaries, a tremendous ricrease of revenue could

e efftctod. If you believe this item important, I will explain the New York
State plAn aind oilher plaus I have retgardingt limitation of officers' salaries.

Seetioti 23, article 191--.Bad debts: Under this article, bad debts actually
iticrred may be deducted when so "asicertaincd" by the taxpayer. Whore the
latter &Kmes not choose to "ascertain," i he iW enabled to juggle these lose0 in order
to cut down iniconmi, in profitable years. It is muggested that the only correct

method of allowing hid del)ts would ie by the reserve method as explained in
subsection 2 of article 101. Tho amount of the reserve is estimated based on
the actual eperieice of the taxpayer and under thim method, the losses are spread
itt naeordtive with solid accoulnting prat-flee. Where the reserve becomes too
large, the Revenuo Department cat require a reduction of the amount of the
anal charge to htAd debts. The word 'ascertain" leaves many loopholes and
th taxlmyer can imlwas mnaintaiii in imtmut erous cases that he did not know that
the acmnt was bad when he may have known it right along.

Section 23, article 12-1-Uernprs. A great many taxpayers deduct repair.
which are really lit the nature of replaenients for which a reserve for depreciation
hat been accuntlated so that taxpayers receive the benefit of a double deduction,
one for repairs, and the other for deprveilation. During prosperolls ),cars, items
arc charged to repairs that should be included iln the capital account as improve-
mIvlt, ald in leatn years, repairs are capitalized it order to provide for future
dcprlittiol charges, It Is suggested that this item bm amended so that repairs
may only bo deducted ii tle form of a reserve for repairs. in the same manner as
t reserve for bAl debts, Thuis may be done by deterninitg the annual repair
charges for the period of five years and allowing the taxpayer to deduct this
average, setting up a reserve. A system of this kind is used by public utilities
and other uniform systems of accounts.. This has the effect of spreading repair
expense and more aicurat4dv deteniining the income for each vear.

Section 23 (k)-1Depreclaion: A requirement should be inscried in this section
that all fldly depreciated property should be written off against a reserve each
year. It ninny eases deprecation is coml)ted oi* the total value of the property
even though part of this property has ben fully depreciated. The regulations
should bm changed giving the allowable depreciation rates on various clases of
property and thus bring about uniformity in connection with this item.
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-Mk~tlon 44-installmient basis: Where )roljrty is sold on the Intallnient
plan, t he gain or losm upon riposessio, Of such property is not o larly defined,
aid it, aS)eis thit the l},ard of Tax Apipealsa lid the coin nstolter itsmlgre in
the treotinetit of this ntatter, Where to taxpayer sirrentlers it inortgage titl
receTives hitek ilm prtlerty, the pain or jjlt isjj copnujiltedl oIn theo difference bttwe en
the vale of tlito iroerty *i111 tl , btilsi (f this niortgavv, The regulations pro.
Vide that thl Vaiuti of lte j)r(1er y is th lii4 privc at th alct lIon. 8110h tid
price, however, does not reflect vlu,1le stld it isl apparent that it any aUctllon male

of real estate, no reid public hls tre iadte but the mortgagee Is allowed to take
the property for the stlllroixllitiinte itiOiiit of is inortgage, alnd this does not

repremint niArket vlhe, it eases sub is thel) the asmsed or appralihed valuo
shotild be timed In d-ternining the tixpalayer'o ailn or loss.

Section 25 (d)-Credlt for deln ts Very oftei credit Is taken for depend-
ents for children over 18 years of age, and for distant relative.. taxpayers
olaining credit for dependents should supply all necessary information so that
errors imay be readily (etected by an office audit.

Section 41, article 323.-Methods of accouinting: While this section nrejtiln'ii
the keeping of accotints, nothing sneiln to have heen done to enforce the pro-
viion, and numierois evasion, retslt front keel)ing icoiitplete records or nto records
at all. It is suggested that spetial regulations be lIreipare(I which would give the
mititnium accounting rettlilrententm for each trade or iiiinet, consi(leration eling
given for the amount if bisiness done,

Section 104-Aeciumulation of ser)lhis to evade suirtaxeA: Nuimerous conpiell
retain surplus far above the normal expansion needs. In this way stockholders
avoid payment of suirtaxes. Shoilld dividends becoilie subject io noraili tax
inder thil proltoseI law, this evasion will become even moir important, As a
remedy, I WoilI(I suggest that where a corporation announces a fixed policy of
distributing 40 per cent of Its annual not earnings to its stockholders, that ucll
corlporations be taxet 1 per cint less than other corp)rations.

Mention I 13 ()-Proliorty ncqiired before Mare 1, 10143: The gain or loss
upon property acqtiired before March 1, 1913, Is t)au.d upon actual cost or 1913
vlhi, w1hiver in higher. Under the New York State law, where a loss is
inreid, the hasis is the vale, whichever in lower, If this provision bem Inserted
lit the Federal act, a large gain in revenue will result, The following will illu-
trate: Cost of property in 100, $80,000; market value March 1, 1913, 100,000;
sold in 1032, $60,00. Under the New York State law, the loiss $:0,000:
uider the Federal law, the loss is $50,000.

Section 115 ()- -Disttribution atil Iquiidation: The profit of a taxpayer when
he receives a liquidating dividend is the difference between the market value of
the corporate assets he receives and the cost to hint of hi stock. Where th
taxpayer originally iurchaswd his stock by turning over securities to the ttt-

lly Aind pon liqIidllation receives the identical secirities back again, h lie ity
be reelving the betlefit (of a losM without actually having dimpomAl of his secukri-
ties. Tits, A transfers 1,004) siares of X stock eating him $O) per share in
exchange for the stock of Y ciaitinly. The X stock deirveciates in valuo,, Y
liuidates, and turns fack to A his X stock which now ts worth $5 per share,
giving A a deductible loss of $48 per share without actually surre ndrlig tie
control of the stock.

Section 142-Afliliat ions: In many instatices the saite interests control voter.
prices doing business as Individuals, partnerships, ooid corporations. By minatiA
of intercompaty transactions, lowe.s of one company nay he transferred to offset
the gains of another company. Where mlph Conditions exist, It in nugeted that
one consolidated return be ret ilred front the entire afltiliti, lid that the tax
rate be higher in such cases.

Section 144--Withholding tax at Noirce: Where Individuals receive wlaries of
$5,000 or over per annum, the tax bted on the individual's exception should
be withheld by his eniplover, tilli paid directlyy to the (overinient Mally
Individuals spendl their entire incouie ill lto not set asidie a reserve to meet the
Federal tax, with the remlt that when the tax report is cte, they haven't tficimtt
ftinds to ineet the payiient, and evasion usually occirs.

Article 811: InformiatIon at the source should be reluield where annual pay.
nitents are luadc such as attorneys on the annual retainer blasi. I lnder the
Ireiwnt law, sich payments need not be reportedd. It it further stiggested thait
InfornitIon returns be re(liuired where patients are $500 per aniini, as iiinerotis
taxpayers change their position several ines (luring the year.

Article 841-Dividends: In view of the posibility of taxi.ng dividends at the
normal rates, information returns regarding all paynwts above $250 during tho
year should ibe reported by all corporations and exchange brokers.
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Secotin 182--Partnorshipt: All partnershlp agreenleflt* shuld be subulittad
with each now or oht?1go fi Iartnerhl . It In a very auipe matter to add a
imrtner to a firnt and thus ruce each share of the partnerall) e&ridiigi. uron
submittiing tile iwrtnershill agreement with ea$eh ch11ge, thiN h1014 mAy be avoi( 4.

Jolnit re rto--husband and wife: Thin should pro vid that where huNland and
wife chSoe to file a joint or a separate report, that tids method be follow d coi.
sistently, once adopted. In niy eass litihuband and wife file separate returim,
and in the following yter j iat returns, deyndig upon tle nature of the income
Atlld how 1muc0h they kioul save thereby. Is a privilege extended li the law,
but with the need of additional revenue, the above liulitatiuo will create nddi-
tioilla revenue.

Senrtor ltytaD. When you say you would tax tax-free secrities--
Mr. MlAtsi;. May I take that up a little later, Senator?
Senator Huxi. 1 et, surely; if you are going to do so.
Mr. MASIL. If you want mie to do it now I will be glad to do so,

but 1 al going to tako it up later on,
Senator REl. Very well.
Mr, MAItin. Now this point must be stressed. You can put on a

capital levy. I do not think you are ready to do it yet. Ultimately
of course you have got to do it or lve repudiation. But here are
the figures as to the income. fit Great Britam-i do not know
whether Mr. Mills told this to the committee yesterday-he made
this statement in a speech before the Economic Club in New York
several months ago--in Great Britain a man with a wife and a do-
pendent child, and am income of $5,000, pays approximately twenty
times as much income tax as in the United States. A man similarly
situated, with a wife and a dependent child, with an income of $10,000,
pays approximately twelve tines as much. But in Great Britain,
as well as in most other countries, when you get up to the $100,000
income they get a little bit more solicitou- for the perpetuation of the
Government and the validity of securities, so it .s only two and one-
( carter tintes as much that a man with $100,00) income pays in
Great Britain compared with what a man with a sinuilr income pays
in the United States.

Senator GoiE. Have you got the rate there? Would that not )e
100 per cent?
.Ur. MA1t0I. I Io yolir pardon?
Senator Goe:. Would that not he 100 per cent in England?
Mr, MAosRH. I do not know what the English rate is. No; that

is the average.
Senator (omm . You mean two and one-half with reference to the

existinglaw?
Mr. M IHS. I ain speaking about the lrw, Senator, riot about the

bill.
Senator GonE. I understand.
Mr. MARSU, We tried to gct some information from the Secretary

of the Treasury as to what exemption you would have to have and
what income tax rates to raise the revenue to balance the Budget,
if .iou are going to balance it.. And we respectfully submit that it is
not' fair nor decent to call a Budget balanced that does not meet the
Fe(leral Government's responsibility on unemployment. It has
passed the buck to the cities and States, and they are going broke.

I wrote, therefore to the Secretary of the Treasury, Mr. Mills,
and under date of March 31, 1932, I have this brief letter in reply,
which I would like to read, because it confirms all that our contentions
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will be this morning. It was oignod by Mr. A. A. Ballantine, Under-
Secretary of the Treasury. It is as follows [reading):

Tuie VN413BZORSTARY OF THx 'rRTkAft1Y,
Washington, Mareh S1, 19,0.

DZAR SiR: For the Secretary of the Treasoiry, receipt is Acknowlcd d of your
letter of March 14, 1932, requesting Treasury estimat. for individual Incoimes for
the calendar year 192, Including the number of individuals with not incomes,
the net income, and se the net income by certain Income classes,

The Tremury's estimates for priods not yet elapsed are bawed on a continuous
study of many factors, such s business profits, volume of production, prices of
commodities and securities, divideaids, etc. Under existing conditions it is
particularly difficult to forecast, a fCll year in advance, aggregate incomesi and
taxes. EstirateM are, of course, mide by the Treasury broken down into broad
clasm but there is no attempt to predict the amount of income in each Izidl.
vidual bracket in the manner which you have in mind.

It Is much too early to form an opinion as to the accuracy of the Treasury
estimates for 1932, That the Treasury forecast of tihe yield of hicome taxes from
Income of 1931 is rcasouAbly accruate is indicated by the fact that collections for
March have been but, about 5 per cemt under the final estimate.

The latemt year for ivhich the distribution of |ntome is available Is the year
1930, and I am inclosing % copy of the "Statistics of Income for 1930" (prelim-
nary report).

Very truly your, A. A. BAL1tAANTIl43,
Under Secretary of the Treasury,Mr. BUNJAU:K C. MAaii,

The Peop's Lobby, Washington, . C.

Now we submit that it is only the actuaries of the Treasury Depart-
meat who have the data on which the Senate Finance Committee or
the House Ways and Means Comnittee or anyone else can determine
what the exemptions must be and what the rates of normal income
tax and of surtaxes must be to balance or come near balancing
whatever Budget is adopted, and that is put at the figure of $4 482,-
000,000 for this year by the Secretary of the Treasury. You sfiould
get, we respectfully suggest, this specific information as a basis for
determining your rates.

We regard a sales tax as t coward's method to soak the ielpless.
You must recall that there are about 8,000,000) people unemployed.
There is no indication that any of the policies hitherto adopted by
the administration-and I am not talking in a partisan way, because
it has been bi-partisan action, we are tol d.-has relieved the economic
situation, nor is there any prospect that it.is going to relieve it in t any
matenal way unless you transfer at least six or seven billion dollars of
the income of those with incomes above $5,000 to those who have
les, or nothing. In other words, the whole problem to-day is redis-
tribution of the national income to start up industry.

What good will it do Mr. Ford to put out a million more automobiles
on the mxket, if he is planning to do so, if nobody can buy them.
No individual industry and no combination of industries and no
business men'ss organizations can meet the situation any more than
they could take charge and run a war. It is up to the point where the
Federal Government has got to act.

The income is adequate. Of course it is going to be less in 1932
than it was in 1930. Although the figures I have seen are only
estimates I would say that the national income this year will be
around $65,000,000,000, That may be two or three billion dollars
off either way. I am inclined to think it is rather high. It will still
be adequate.
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Groat Britain collected in the income tax last year 10 per cent, of
the total net taxable income. We oolleted only 3 per cent, It is
perfectly obvious that if we collected anything% approximating the
same amount that Great B-itain collected or substantially the same
amount that we would not, have the deficit.

Senator Goni. Do you remember the total amount they did
collect?

Mr. MAnS". I do not ha ve it, in mind, Senator Gore, I am sorry.
I will try to look it up for you.

Senator (Jott, Yes,
Mr. MAnas, Now an excise tax on any necessity of life of course is

direct encouragement to hoarding. Probably a heavy income tax is
the most effective way of ending hoarding, because you pay the in-
come tax on what you have, whereas if you say "We will wait until
people buy things," you know, if they are scared they will 'rot buy
them.

There is nothing more definite, nothing more sure and certain to
unbalance a budget when you think you have got it beautifully bal-
anced than to have reliance upon a sales tax. for instance, the very
last tine that the House Committee on Ways and Means was sitting-
I think it was their last guess at the yield of the sales tax from nianu.
facturers--I figured out that instead of yielding as they claimed
$585,000,000, it would yield at, the outside $360,000,000, and probably
less than $325,000,000. Certainly not very much over halfof what
they estimated.

Senator Reed, you made an estimate last summer of what a certain
sales tax would yield. I got all the figures, and found it would vield
between one-fifth and one-sixth of your estimate. I am not entitizingyou, but simply pointing out the very great unreliability of a tax like
that.

Now we have practically gone into State capitalism in this countrythrough the leconstructionIinance CorporatIon etc. 1 (0 not speak
of the success of the measure, because that remains to be seen, but it
is not out of place to realize thst somewhat changing the police of
Government toward the public welfare is equally imperative. 1 (10
not need to say that no sane person has any "dea of vindictiveness or
punishment of those who have large incomes or large fortunes. But
we simply have reached the stage where two years have )roven, to the
satisfation I think of every fair-nd (led, informed person, that the
old methods are through, and the federal (Government must act.

Now have we adequate revenue? I am using Government figures.
In 1930, 6,152 persons with incomes over $100,000 each had an aggre-
gate net taxab)le income of $1,550,000,000, Using round figures.
Their gross incomcs-find it is on gross income that most of the sales
taxes would be paid on purchases-their gross income was about
$1 950,000.

Row, gentlemen of the committee, those persons with incomes of
over $100,000 paid to the Federal Government on 1930 income in
income taxes and surtaxes, only $?37,716,046. We feel that they
should pay about $000,000,000 more.

You must remember a few of the people, in fact it is true to-day
that 3% per cent of the people and the families of those people, get
very close to a quarter of the national income, and the rest of the
people have to live.
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Senator Gonit. Just one minute, Mr. Marsh. Did I understand
yoU to say that 3g per cent of the people get about a quarter of the
national income?

Mr. MARSU. Approximately that, Senator Gore. In other words,
I am saying, and have the figures to prove, that in 1130, 736,357 per-
sons with incomes of over $5,000 had an aggregate net income of
$10,198,753,000, and a gross income of approximately $14,784,000,000.
jBut what did they pay? They paid in Federal income taxes and
surtaxes only $462,439,563. Those persons with intvones of over
$5,000 should have paid at least $1,200,000,000 more, which would
have been only 16.3 per cent of their net income, not of their gross
income.

We believe that this shows very clearly that if you are going to get
the money from those able to pay the only direct, fair, and satisfac-
tory way to do it is through the income tax. You would better reduce
the income tax exemption for a married person to $2,000, and sup-
pose you would nut a single man's exemption at $1,000 or even $750,
if you please. Then suppose you had a sales tax of 2% per cent-
and that would be only an entering wedge in what the chairman of
the committee has said is the proper way to raise revenue by a general
sales tax-and if a man bought $800 worth of goods for himself and
family, and for the purpose of easy figuring, say you had a 2 per cent
sale tax, he would then pay $10, it is only a dollar more, and when
you get down to the lower income", where the larger percentage of
the income is paid, if you have a sales tax you will see where you
would be. The assumption generally is this, that----

Senator REID (interposing). Mr. Marsh, would that be true if
you excluded foodstuffs and clothing?

Mr. MAssit. No, not if you have a selective sales tax.
The CHAIRMAN. OhI Mr. Marsh, no one has ever suggested a

sales tax without eliminating farm products and food of every kind.
Mr. MARsH. Well, then, you can not get much money. You

certainly can not get any money for the Federal Government byexempting everything.The CEAtinMAN. And nobody has ever said we should exempt
everything. No one has ever made any such proposition as that.
Let us confine this discussion to the proposal before us, or at least
Anotgo beyond any proposals that have ever been made.

Mr. MARSH. Well, you can not keep on making exemptions and
expect to get any revenue for the Federal Government. And might
I at this point suggest that you read the testimony of Dr. Thomas
Adams given before the House Committee on Ways and Means
in which he criticized the House severely for making the exemptionsthey did unake. '

The CHAIRMAN. Oh, well, whatever statements he may have made

represented his view of the matter.
Mr. MARsH. Well, I want to say-but I will not repeat a personal

conversation with the chainan or anybody else. At the same time
it seems to be somewhat the general idea to get money from those
who are helpless to protect themselves.

The CHAIRMAN. The only tie a sales tax has ever been voted
upon in the Senate of the United States was upon it proposal Iih
which all farm products were exempted.

M2
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Mt. MAnuR. Oh, well, a Mitth can not lure on fart products almile,
not in a civilized community.

Th C4AIIIlN. If we cohfine the discuulovi to the proposal that
is before u , the situation will be better understood.

Mr. MARnsI. Isn't this a fair stateinent; M. W (hatrah: If you ttny
t Man is entitled to a cbrtatin exemption, bb It $2,000 or $3,00 o* if

you will, $1,000, in the matter of an income t4x, and thn rou turn
around arid soak hin with a sales tat covering everything on which
you levy a .nles tmx you ae repudiatiig you assumption of an
exemption i that figure is the exMption to which you hold he is
n titled. In other words, you nullify his exemption, but I do not

like to use the word "nullify."
Senator Goat. Mr. Marsh, let me see if I undrsttiid your posi-

tion: Do you use the term general sales tax to mean the same thing
as a turnover tax? In other wordi, you are not limiting it to a
manufacturer's tax.

Mr. MARsi!. Any tax which is paid by the c6nsumer now is going
to limit consumption, and the job of the Federal Government to-day
is to make possble wider consmption but of Cuhtnt intcome. Now,
the gentleman who appeared before you this morhtig ftprseting
the Now York Board 61 Trade, if I understood him coretly, spoke
of the horrible injustice of taxing a man who happened to have no
income but a million dollars' worth Of property. How about the
injustice of taxing a man who hats no income and no pniprety? And
that is about the alternative with which tou are facing some of us.
A man ought to be grateful to be able o pay on property. You
might have to vote a capital levy.

Now, as to an estate tax: Frankly I think it its very problematic
what the Govrerament will receive at once but we tlink the rate should
he raised in this matter just as we think th@ maxitnuth surtax te
should be raised to 75 per cent on incomes in excess of $1 ,000,000.
At that only 145 would have been liable in 1930. So we think the
estate tax rate should be raised to a mminim at least of 75 per ceht
on an excess of $10,000,000. For 1929, the last year for which I
have been able to get figures, the value of the not estates of all resident
decedents ts to which estates were filed was $2,377,000,000.

Senator Gou., Did you say that was for the year 1920?
Mr. MAust. Yes. And the tax on those estates was $152,391,000,

out of which the Federal Governnent got the sum of $39,003 061.
Obviously that is not a ftir return to the Federal Government Irom
estate taxes. I will swy that I thought they were all going to drop
off, but the New York times reported that the late Paud M. Warburg
left an estate, valued some two months ago, at $50 000,000 at least-
and you understand that I am now quoting the New York TiPes.
And Mr. Eastman's estate is val ued at least at $20,000,000, a cording
to the figures I am quoting now :ron the press. Every year the gross
value of estates transferred is i,..ween three and a half and five
billions of dollars, and in normal ysars it is quite obvious that the
Federal Government should get t least $400,000,000 or $500,000,000
from an estate tax. And none of us, of course, suggest that it should
be paid in one instalhnent. We tierefore do not stress this as a
inetl ed for raising revenue for 1933. But we do suggest that the
most of these rates, or at least the increase in the income surtax rates

115102-- 7
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must be made troqctiveif you are going to begin to get out of the
hole financially for some time to come.

Now, Senator Reed, may I take up the question of tax-exempt
securities?

Senator Gonox. What was that?
Mr. Mann. Taxation of tax-exempt securities. The Secretary of

the Treasury reports that on December 81, 1930--and that is in his
last report, at page 568--the estimated amount of securities outstand.
ing, interest on, which is wholly exempt from the Federal normal
income tax and surtax, was $28,041000,00, of which $17,559,000,000
were securities of States, countiM , cities, ad so forth; $166 000 000 of
Territories and insular do n; $3,485,000,000 of the united
States Government, and $1,831,000,000 were securities of the Federal
farm loan system

The Secretary also reported that at the end of September, 1931,
United States securities outstanding, interest on which is exempt
from normal income tax only, of the Federal Government was
$12,807,000 000

Senator 6 ons*. And is that entirely apart from the $23,000,000,000
you mentioned above?

Mr. Mans. Yes, sir. This $23,000,000,000 Is wholly exempt in
addition to bonds partial exempt.

Senator Goat. And that includes only about $3,500,000,000 of
Federal securities.

Mr. Manse. Those wholly exempt are $3 500,000,000. But the
total of the completely or wholly and partly exempt securities is
a pproximately $36,000,000,000. These figures are sometime back.Of the total outstandin securities at the end of 1930, $2,526,000,000
were held sininig futns all owned by the United States Govern-
ment, so the net outstanding was only $20,515,000,000.

Now 10 years ago the present Secretary of the Treasury, Mr. Mills,
was a member of the House of Representatives, and on the floor of
that body he stated:

Tax-exempt securities mut inevitably destroy the progressive income tax law,
and I am by no means sure that the evil has not alreWy reached such proportion
as to make any possible action too late to sive our present Income tax. ,

The Federal Trade Commission in a report submitted to the Con-
gr6sson tax-exempt income differs entirly from that opinion and
I should like to rei to you just-a few lines from that report, if i may
[reading):

The Supreme Court has also held that the Sixteenth Amendment did not ex-
tend the taxing powers of Congress to new subjects, but merely did away with
an erroneous principle of legal interpretation that had been imported into the
Pollock case. The erroneous principle referred to consisted of looking past the
particular income that was being taxed to the property from which the income
was derived and thereby discovering that the tax was a direct tax in the consti-
tutional sense, Instead of an indirect tax like customs duties and excises. If,
therefore the court should refuse to look past the taxed income to its source, It
might hold that taxation of the interest from these securities does not constitute
taxation of those Instrumentalities, expecaly when not separately and differently
taxed, but merely comprehended in the aggregate income received irrespective
of source.

Also on pages 6 and 7 of this report by the Federal Trade Commis-
sion it was stated [reading):

There appears to be an avenue by which the Supreme Court can consistently
uphold the validity of a Federal Act to tax interest received from investments in

9
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State and local government obligatiopns. It consists of holding that taxation of
this interest not specefally but incidehtidlly as part of all income of all individuals
and companies in the United States, does not constitute a tax upon the govern,
mental Instrumentalities. Failing this, the only recourse would be a constitu-
tional amendment. An amendment that does not subject the existing Issues of
Federal, State, and local obligations to income taxation will not, however, be
effective in pirventing wealthy individuals from escaping surtaxes until the pres-
ent Issues are retired or refuded into taxable securities.

Senator Gor. Mr. Marsh, will you read that again? I seem to
have lost'your point.

Mr. MARSH. The report of the Federal Trade Commission says
[reading):

An amendment that does not subject th., existing issues of Federal, State, and
local obligations to income taxation will not, however, be effective in preventing
wealthy individuals from escaping surtaxes until the present Issues are retired or
refunded into taxable securities.

I should say, of course, that a lot of those securities have been
retired since then. And they report back'in 1922 it was estimated
that [reading]:

Of the entire $31,921,000,000 of interest-bearing tax-exempt bonds, notes, and
certificates outstanding at or near the close of 1922, business corporations held
$10,700,000 000 or about one-third; individuals whose taxable Incomes for 1922
exeeded $1,6Mb held over $4,450,000,000, and that the remaining $16 771,000,000
was distributed, in the main, among that great body of individual whose taxable
Incomes were below $10,000, or by eleemosynary corporations.

Now, I think you will all agree that the Supreme Court is inclined
to follow the bread lines.

Senator GORE. Follow what?
Mr. MARSH. The bread lines. I think it would be a very

proposition to put up to the Supreme Court as to whether anybody
h, the right to escape taxes, as they have done in this case, through
tax-exempt securities. It has not meant any material advantage, as
was claimed, in the way of I had hoped it would
but it has not.

Senator SHORio u it would be to
their advantage &

Mr. MAR88. T we~na
ning to learn th mQ if
the Governmen loould not
now have $i6,0rei.
ment, which and it
is not a pleas

Senator 0Gant

expenses oftw
M.MARS r there-

I am not a la' hada
great deal of 4end who
has been overcome. t t con-
stitutionalitr of 0, am not a

layer and
Senator GOR th you that

we ought to have paid ef the profits
made during the war. I want to ask you
about now. IS it your idea t -exempt securities tempt

go
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tal i invest in them ii order to eipe tas? That is your
pont about the trouble with them; isn't it?

Mr. MASH. It provides about the only way of escaping taxes,
except hoarding.

.Senator Goit. Don't you think *hat lws a tendency to raie, the
price of tax-exempt securities higher than they otherwise would be?

Mr. MARSH. It has that tendency unlessyou counteract it by the
rapidly progressive surtax. It is a sort of game of hide and seek
between the Government and thb wealthy of America to-day as I
see it.

Senator GORE. I am talking now entirely about tqx-exemijt secunri-
ties. Th Fdergil Gobvernment can not tax local and State securities,
and the StAte &a not tax Federal securities.

Mr. MARSH. The argument the Federal Trade Commission made is
that the Federal Gqvernment can tax income from tax-exempt securi.
ties, mergiv With other ic6ie. .

Senitoi Goa. Ahd tlie constitutional amenidment says they can
t ax it reardless of source.
Mr. MAR Yes, ir.,
Senator Gout. But that is not the &urce. These tax-exempt

securities tempt investors who want to evade taxation undoubtedly,
but the "y the rice when they buy them, do they not?

Mr. MARSH. Who do you mean payt the price, the Federal Goveni-
ment?

Senator Goat. No; whoever buys such securities buys them partly
because they are exempt from taxation.

Mr. MARSH. Yes, sir.
Senator Goat. And that exemption from taxation contributes more

or less to the price of the security.
Mr. MARSH. Quite so.
Senatbr Got..I other words, the man who is buying that im.

unity has to capitalize it and pay for it.
Mr. MAmS. WeU, he triis to do so, but-
Senator GOa (interposing). Here is the point that concerns me.

If you permit the Federal Government to tax State and local secur-'
ties, and permit State Governments to tax Federal securities, wouldnit
prospective purchaser in the first instnee capitalize the prospect of
the tax and subtract it from the price he paid for the security?

Mr. Masi. He might.
Senator GoR. Andif he did wouldn't you comb out just where you

went in?
Mr. MARSH. I think no, because you can reach it by means of the

income tax and the surtax.
Sehatoi GoRt. No.
Mr. MARSH. It seems to 1e you could.
Sector Goa . Well, if they ar exempt from such taxes he pays

the pnee for that exemption, doesn't he?
Mr. MARSH. Yes.
Senator Goat. And if you i%nov6 the exemption and subject such

securities to a tax, doesn't it really work the other way, and doesn't
the investor capitalize the tax he has got to fand subtract it from
the price ho pay in the first instance? And if he does that aren't
you in fact going around iti a chie and jtit having your pains for
your trouble
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Mr. Mms. No. There at two weys to gt out of it. First, you
rs1t realize that todayy you e capital "lding invetMent. And
I believe t qeovernment i HAS recent offering ad the tax-exempt
bonds bearing a low 'rt6 ofinterest oversubscrlb nearly fourfold.
b the' pcon lace, the Fedral Government and the States and
nnaicipallties o n0t have to use baner tofloat their bonds. You
will i eicall that in the construqti'n bill introduced by Senato Wagner
iad now before the Senat& Committee on Commerce, It bears the
provision that bond4for $1 160,000,O00 shall bh isu$4 in unit. of $50or les and thpt the Feerd Oovqrnent may pll t , directly So
yo" have two ways to6 avoidd thot a4 it Peems to .

senator Gone. I do not "e how you cai avoid it. I have given a
good deal of thought to this tax-expmpt security business, if the
members of the commitee will pardon me fpr saying s, and it has
01*ays occurred to me that the prospective buyer, whenever a State
or the Federal Government sold bonds, would capitalize that situa-
tion and subtract it from the price he padd, so that the Government
would get less in the first Instance, which you would undertake to
make up in the second instance. kow, if hat is true it is a futile
thing to do. There is no way to ascertain with absolute- certainty
but it is a good deal like' the simgle tax. As Z remember some years
ago when we were fig on a canal from Chicago to deep sea, the
point was made by the single taxers that if the Government did that
it would simply capitalize'the value of real property in Chicago and
the people would not really get any advantage out of it. I can see
how that would be. But the point is that when a man went to buy
a United States bond that was going to be subject'to taxation by
States and cities, he' would figure out what that tax would amount
to in the long run and subtract it from the price he paid the Federal
Government for the bond. The Federal Government would get less
than it would otherwise get, and then you say they will go ahead and
tax the bond in the future and make it up.

Mr. MARSH. Of course, we do not needto Issue many more bonds.
Fortunately the discussion now is on the question of balancing the
budget so as not to run into debt. There would be difficulty in the
matter of outstanding bonds, but many of them would be retired
within a short time.' I

Senator GORE. Cities are having trouble now selling bonds even
though tax exempt. e a h tl

Mr. MARSH. Cities are having trouble, yes. But answering your
question so far as the Federal QOovernment is concerned, since the
Federal Government will not issue more bonds, if any hardship
enured, and I can not see that it would, through a lower price for
bonds, it would be a' hardship for State governments and for local
governments and not for the Federal Government. The Federal
Government I think can stop the leak by increasing the surtaxes.

Senator GORE. But the point according to your plan, as I under-
stand it, contemplates subjecting bonds now outstanding to State
taxation. 

I

Mr. MARSH. Yes.
Senator Gos. And of course if the States can tax Federal bonds

they can tax them to any extent they see fit, and if the Federal
Government can tax State bonds they can do it to any extent.
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Mr. MARSH. It would be a question according to the lawyer whom
I should like to appear before this committee next week, as to what
extent States could tax Federal securities. He feels it is a very ques-
tionable thin;. On the other hand the Federal Government can tax
State securities and the Federal g overnment has got to retire its
securities in a hurry. I will say that I think you are going to have
to have a capital levy in order to pay the public debt, if the Federal
Government allows things to go on as to-day, where 4 per cent of the
people have four-fifths of the national wealth. I think the American
people are too patriotic to stand for that kind of honing. They are
in a mood to do something of the kind, and I think are thinking on
that point quite vigorously.

Senator GoRE. There isn't any doubt but what the people are hav-
ing to pay the war bonds two, three, and perhaps four times over.
That was one reason why I wanted to pay the expenses of the war
out of the profits of the war as we went along.

Mr. MARSH. I remember that you made that point, Senator Gore,
at the time.

Now, there are only two more points I want to make. We suggest
also a tax on corporation surpluses. The report of the Commissioner
of Internal Revenue for 1929, on pages 338 and 339, and on page 42,
gives the following facts:

For 1929 the total net income of 259 849 corporations reporting
net income was $11,653,886,000, of which 1,042 had $7 002,709,440
of net income, while at the close of that year the surplus and un-
divided profits of 239,637 corporations with net income whose balance
sheets were tabulated was $50,725,383,062, but 1,314 of them had
nearly three-fifths of die total surplus and undivided profits, amount-
ing to $29,388,368,967.

We suggest a direct tax upon the surplus and undivided profits of
corporations. There is as big a concentration in that as in net
personal income, and there is certainly no question of the constitu-
tionality of such a tax upon the surplus and undivided profits of
corporations.

In closing we suggest that you limit yourselves to direct taxation.
I think everyone agrees, or at least many economists and others agree,
that an indirect tax costs the consumer anywhere from 50 per cent up
more than the Government gets, yes, up to twice as much as the
Government gets. The House Committee on Weys and Meanssucetednator REED (interposirg). Mr. Marsh, is that true of taxes on

tobacco, for example?
Mr. MARSH. I think it is about half as much, although I do not

know exactly. Of course in a time of falling prices it is much more
difficult, admittedly, to thift the tax. I agree to that. But I
believe prices are so low for a good many things that there will be some
increase. And further, as you have doubtless seen, as to goods under
price-fixing agreements, the retail price has not fallen as retail prices
of other goods have. But as a general proposition I think nearly
every economist agrees that an indirect tax always costs the con-
sumer a great deal more than the Federal Government gets from it.
I believe one of the principles of taxation we have to adhere to this
year is to have it so as to penalize as little as possible the payer and
get the maximum for the Federal Government.

^6
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Senator Couzzws. ' For the purpose of a question, let me give you an
Ulusration: Assuming an article was selling for $1 and the Govern-
ment put a 10 per cent sales tax on it, and the retailer sold it for
$1.10, do you mean to say the Federal Government would not get the
whole of the 10 cents from it?

Mr. MARsH. Oh, yes; if it insisted upon collecting it..
Senator Coosvrs. Well, I mean for the Government to do that.
Mr. MARSH. But ordinarily a seller will try to raise the price more

than 10 per cent tax: I mean what he gets in order to pay the 10 per
cent tax over to the Government.

Senator Couzmss. How would he do it in the case of retail sales
tax? I am merely asking you for the purpose of getting information.

Mr. MARSH. He couldn't do it of course if his competitors were
constantly reducing their prices and reducing their profits. But it
would tend, of course, to price-cutting unquestionably, and limit
the profits, which might be a good thing, might it not? Ordinarily,
if a retailer is just breaking even he has to advance the tax when he
buys the goods, and.he is ping to add something for advancing the
tax and taking the risk incident thereto.

Senator CouzENs. But he does not advance the tax until he sellsthe goods.Mr. MAS. Do you mean the retailer?

Senator COUZENS. I say, he does not pay the tax when he buys the
goods.

Mr. MARSH. He does not pay the tax when he buys the goods?
Senator CouzEs. No. If it is a retail sales tax he does not pay

it until he sells the goods.
Mr. MARSH. Wel, he figures the cost of the business and the price

he has to pay plus the 10 per cent tax. If he does pay it himself,
it is a part ofhis cost of doing business, isn't it?

Senator Couzzss. I am not talking about his paying it himself.
It is the same as we apply to the theater tax. If the seat is 50 cents
and the theater tax is 10 per cent, obviously the man collects 55 cents
and the Government gets the 5 cents, doesn't it?

Mr. MAESH. Yes, sir.
Senator Couzvers. What is the difference between that and a retail

sales tax?
Mr. MARSH. There may not be any difference so far as the Govern.

ment getting the revenue is concerned, but it puts the Government
in the position of picking the pockets of poor idividuals, and that is
what I object to.

Senator Couzas. I am not in favor of a general sales tax but am
asking you for information.

Mr. MARSH. I know you are not, Senator Couzens.
Senator Couzzxs. But what you are trying to impress upon this

committee, and perhaps the audience, is that the Government does
not get the tax, and I contend that it does,

Mr. MARSH. Well, Senator Couzens, perhaps I did not make
myself clear.

Senator CouzENs. You said the Government did not get all of the
tax.

Mr. MARSH. No; Senator Couzens I think you misunderstood me.
What I meant to say was this, that te consumer pays more than tho
amount of the tax which the Government gets.

09
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Sonatqr Cousins. And I cqpttend that they do not any more than
they do in the case of & theater tax.

Mr. Mouse. The theater tax is on one article where you have e
r price.Whn to ordinar purchaser goes into a retail store,

how"doea he know what the tax is, and what the first price of the goods
is? And if the retailer is any good he will mark the price u p to more
than the amount of the tax. Or if he did not he would not be good
business man.

The CHAJnAZ. Well, if his competitor did not do that he woul4
not get any trade.

Mr. MAkwv. Of course, he might have an agreement.
The CuARNaN. Oh, yes, he m ht have many' thiis.
Senator Covipts. Mr. Marsh,i may hve to leave the committee

room in p iomnt. You spoke about skmg for the. privilege of
having a con'titutieknal frwyer come here to argue that income fromstate and mpucipal secairties was taxable because the Federal

Government does aot tax the instrumept. I wish you would .avo
him draw qp a Amendment in order to include that ides imn tis tx
bill. I should like to propose it because I think it is a perfectly
justifiable proposition.

Mr. MARSH. All ilght, Senator Couzens, I will write to him to-day
about it. And I wilt-say to you that I think there are some people
now with the Federal Trade Con mission and who have access to a
great deal of data up to date which no private person can get, if you
would ask theip to furnish that data.

Senator CounNs. Hgve you any record as to where the Supreme
Court of the United States has passed upon taxing income is the
same as taxing the instrumentality itself?

Mr. MAusn. No. I discussed that with the lawyer I refer to, and
he can go into the details of that.

Senator Couzpis. Yog do not know whether there is any Supreme
Court opinion About that or not?

Mr. MARSf. I think it is doubtful. And what I stressed before is,
that the Supreme Cotvrt is made up of gentlemen who have been
attorneys for great corporations, and they know exactly what we are
up against.

Senator SHORTIDG.E. Now, Mr. Marsh, I do not think that is a
pcqper remark. The inference to be draw would be that the Supreme
Court is influenced by what you have jist said, namely, that perhaps
Some of its members forprly represented certain groups.

Mr. MARSH. Senator Shortridge could you name one member of
the Supreme Court of the United , tes who did not represent cor-
porate interests?

The CHAIRMAN. Oh, Senator Shortridge, you must remember that
tht is a very moderate statement for M2r. Marsh to make.'

Senator SHQRWRIDGS. Th4t may be so., but I think every member
of the Supreme Court of the United States is a honorable man, and
abracta himelf from p~rtisasship, #bstrapts himself from all
considerations'of prior employment by anybody.

yeay CounNe. WY 49 Senatrs have a discussion of that here

Lnator Snonvaxnso. TAat is what I think.
Ur. MAapu. I was rpfprring to the fact that as business men they

know we are up against a proposition we never faced before, and
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that the Coxigtitutioin, if it is to s~vive, has gt to' bo' just as Mr.
Justice Biandeis says, iddptable to esfiniz cb ditiono. I Was i6t
in this inftanc6 trying to criticize the Supfome 40tt.. ,P

Senator SAonTROE. Well, do you think that Mr. Justice Braride-,
or Mr. Justice MeReynolds, or Mr. Chief Justite tlughes, of any
other one 6f the Justices of the Supeme' C6urt of the Unlt&i States,
is influenced in his decision in the *1a that you inferred b* y6ur
statement?

Mr. MAAs*.. The inference which you diaw and Im.pute to me,
Sefatr Shortridge, is- your privilege. gut it ito my Nvilege to di6;
avow any such inference, and point out that w e had hon otmle
men on our Supreme Court but that 6u system ha #on6 to sMnish,
and you are here to deal witii a system that his srashe, and whether
considering the way these peo ple are'being dolt With we can have
prosperity with 4 per cent of the people havhg four-fifths of the
money.

Senator SHORTRIDQIE. But yoV made c, reflection upon ihe Sqpreme
Court of the United States. .

Mr. MARSH. I made'a statement which your intiMte acquaintance
with the members of the Supreme Court of the United States led VoW
to consider a criticism. It was not so intended. You have a peret
pretgative to make that inference as you know them better than I d6.

Senator REED. Oh, Mr. Chairman, let ud get back to a discussion
of the bill that is before the committee.

The CHAIRMAN. Certainly.
Mr. MAsS. All right, but I want to say that I can 4ot be bluffed

by any Senator.
Senator SHORTRIDGE. There was no attempt on the, part of lay'

Senator to bluff you, and I *ant to say that you certainly can not
bluff me.

Mr. MARsH. All right.
The CHAIRMKA. Oi go ahead with your statement.
Mr. MARsH. Mr. Chairman, we want to ask that next week your

committee will hear Rev. Dr. John A. Ryan, Rabbi Stephen S. Wise,
and other representatives of churches ai~d other organiiitions who
are members of the joint committee on unemployment, who will Ask
that income taxes and surtaxes be raised. And also to emphasize
that this Budget which you are trying to balance must include the
Federal Govemnent's responsibility for the mieemployed. I would
ask that you permit them to appe6r, and I will try to arrange for any
day that is convenient to the committee. Also to hAve some econ-
omists and lawyers who will speak on the direct aspects of the situa-
tion.

Sefiator Couztrs. Mr. Marsh, hive you ay suggestion as to a
limit for the exemptions that ought to b6 placed in the income tax
law?

Mr. MARSH. I will speak personally ond that Mintier, and I think
$1,000 for a single man and $2,500 for a mrtaried etsofi is pfobdbly
as low as you can go in justice. 4

Senator REED. That is what the House bill did.
Mr. MARSH. Yes. You might shave it to $750 for a single man

and $2,000 for a married man, because, of course, you have an exemp-
tion for children of $400 for each dependent. But I should like to
stress this point, that the great bulk of the additional revenue must
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be derived from increasing the normal tax rates and increasing the
surtaxes on people with incomes of $4,000 up to $25,000 or $40,000.
You can not really depend upon the top brackets, I will say very
frankly. I know that you are going to hit campaign contributors
and city editors all over the country, and that you are going to bit
me and the most of the groups working on this unemployment
problem, but we ought to pay more and have got to pay more, and
we are not trying toipass the buck to a few wealthy people, because
they can not pay it If you take 100 per cent of their incomes. You
have got to follow the example of Great Britain, which started with
surtaxes at a low rate.

Senator SHOTmIDoc. I understood you to speak of estate taxes,
that you thought the greater brackets should bear up to 75 per cent.

Mr. MARSH. On an excess of $ 10,000,000.
Senator SHORTRIDGE. Yes; did you say the full 75 per cent?
Mr. MARSH. Yes.
Senator SHORTRIDUE. Well, now, there would be 25 per cent of your

estate levy if the Government took 75 per cent of it.
Mr. MARSH. Oh, no; that is a misunderstanding, I think. I

heard Senator Reed over the radio the other day say we were going to
take 72 per cent of certain incomes and we are taking about estates
now, but a progressive rate means that you have a certain rate to pay
on a certain amount, and then you raise the rate, but it does not
mean 72 per cent of the total.

Senator CouZENS. Certainly not.
Mr. MARSH. It even means less than half of that percentage. The

proof of that is that last year we got only 3% per cent of the net taxable
income, and with all our surtaxes we got a miserably small amount.
No; I would very much prefer that you put it so folks could know
what is happening as a direct tax, and say it is 50 per cent on an
income of $100,000.

Senator SHOETRIDGE. But what about estates?
Mr. MARSH. This progressive idea is somewhat confusing, but you

can not get away from it now. But I think the misunderstanding
should be corrected. No one has suggested 72 per cent on all incomes,
but 72 per cent on part of the excess of what anybody should have.
No patriot will retain an income of $50,000 if it means levying a tax
upon 8,000,000 unemployed.

Now, Mr. Chairman, may we understand that we may instruct the
witnesses from the joint committee on unemployment to appear before
your committee next week?

The CHAIRMAN. If the gentleman makes application to the chair-
man of the committee I will tell him.
. Mr. MARsH. But they asked me to arrange it to suit the conven-
ience of yourself and the committee.

The CHAIRMAN. If he comes down here I will give him an oppor-
tunity the first chance we fet.

Mr. MARsH. We will appreciate it, inasmuch as they are very busy
men.
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STATEMENT OF CHESTER H. GRAY, WASHINGTON REPRESENTA.
TIVE OF THE AMERICAN FARM BUREAU FEDERATION,
WASHINGTON, D. C.

Mr. GRAY. Mr. Chairman, I wish to inquire this morning, if I
may first, what is the pleasure of the chairman and of the committee
in relation to the testimony of the American Farm Bureau Federation?
You have an announced schedule in which for this morning you are
listing income-tax rates, and then for subsequent days th is week
other rates. However, do you wish myself and the other farm
organizations to make our full presentation this morning?

The CHAIRMAN. Yes. We have them all down here on the first
sheet of the calendar. Mr. Fred Brenckman of the National Grange
and John A. Simpson of the National Farmers' Union. And you
are the first one called, on behalf of the American Farm Bureau
Federation. You may proceed.

Senator REED. Better cover the whole subject, Mr. Gray.
The CHAiRMAN. And, Mr. Gray may I say this, that wherever

there are items appearing in the House hearings I wish you would
not repeat those, because we use the House hearings as well as we
do the Senate hearings, and we hate to have to take time here to
examine both of them. So if you will eliminate as much as you can
the statements you made in the House it will help the committee
a great deal.

Mr. GRAY. I shall try to do so, and I think I can succeed in coni-
plying with that request.

I suppose that it is unnecessary to say in the beginning that the
approach of the Farm Bureau to the tax question, as well as the
approach of every other organization and the Congress itself is,
first, to balance the Budget. Whether that Budget is going to be
balanced next year or the second year from now is a debatable
point, but ned not be gone into. We are going to balance the
Budget as soon as we can. It is with that purpose and from that
point of view that the American Farm Bureau Federation desires
to submit this morning to the committee its revised schedule of tax
items which, in our judgment, will balance the budget in an early
year.

The CHAIRMAN. What we hope to do is to balance the Budget this
coming year.

Mr. dRAY. That is what we all hope to do.
The CHAIRMAN. That is what we are going to try to do at this

time.
Mr. GRAY. Whether that can be done will depend upon the col-

lections from these revised rates which will be ordered by Congress in
due time.

The CHAIRMAN. All right; you may proceed, then, Mr. Gray.
Mr, GRAY. On that basis we are contemplating in the American

Farm Bureau Federation a possible economy in government of per-
haps $150,000,000. Some estimate a great deal more economy than
that. But in our judgment if the Government next year can reduce
its massed budgetary expense one hundred and fifty millions of dollars
it will have accomplished as much as reasonably can be expected.

Then we have eliminated also, Mr. Chairman, and gentlemen of
the committee, any payments on the sinking fund, which run between
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$400,000 000 and $500,000,000 per year. We have eliminated that
arbitrarily until the 'udget can be balanced. And then we hope
that those pjaymenti -will be resumed as of former years.

Taking up now the schedule that we have for your consideration
this morning, which will be substantially, I assume, the program to
be preseInted io you later by the National Grange and the Farmers'
Union by Mr. Brenckman and Mr. Simpson, respectively, let me say
that for the i income tax rates we desire to retin.the rates in the
House bill Which bring i or are designed to bring in approximately
$122,000,000 in excess of rates formerly aiid now in effect.

We have a hope and make the recommendation to this committee
that in regard to the surtaxes the rates in the so-called Swing amend-
ment will-be considered for incorporation in the bill.

Senator Rump. What are those rates, Mr. Gray?
Mr. GRAY. Without defining them in detail, let me say that they

reach a maxuri of 65 per cent. You can find them, Senator Reed,
on page 7524, April 1 isue of the Congressional Record.

Senator guzD. I remember hearing about that. I did not know
them by name.

Mr. QMAy. They were first adopted by the House, then were dis-
allowed, and another rate schedule fo surtaxes was adopted by the
House reaching a maximum of 45 per cent.

Senator REED. Would you apply those rates to earned iucome?
Mr. GRAY. Yes.
Senator REED. That would mean 72 per cent altogether on earned

income of the highest bracket. P
Mr. GRAY. On the very highest bracket. It would be so.
Senator CoUzES. Do y6kUtiow of aixy earned income that reaches

72 per cent?
Mr. GRAY. No, not at the present time. a
Senator REED. Where does the 65 per cent rate begin ,to &Pply?
Mr. GRAY. Above five million dollars per annum. The inlorma.

,tion along that line might be helpful to the Conittee, which is
containedin a recent summary in the National City Bank Bulletin
of April 1932, which if it please the committee, I should like to haveoffered for the record.

(The summary in the National City Bank Bulletin of April 1932,
presented by Mr. Gray, is here printed in the record in full, as follows:)
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Mr. GRAY, In this Bulletin is this summary which comae from 1,620
industrial groups over the Nation, 1,302 of whieh are individual man.
ufacturing and trading groups, the rest being the railroad groups and
such as that.

Senator BkkOHAM. What is the date of that?
Mr. GRAY. The date of it is A ril 1932' the last Bulletin of the

National City Bank. In that Buletin is s iown, among other data,
the rate of return in percentages of 1929 and 1931 with 1930 compared.
And although, as is obvious, 1931 does not show as hopeful a condition
of rate return as in 1929, it still shows that for a great group of indus-
trials there were in 931 fairly good returns.

Senator REED. You are speaking of dividends now?
Mr. GRAY. Returns in dividends, surely. The Bulletin, I believe,

would be helpful to the committee if it could be put mito the record,
and without any further comment or it I shall submit it for the record.

Senator BinoHAM. We have not got it before us. How does it
bear on your recommendation of 65 per cent surtax?

Mr. GRAY. It is corollary, Senator Bingham, to that idea in that it
shows that a fairly representative per cent of the industrial groups in
the United States in 1931 was making dividends and consequently
could stand increased Federal taxation. Whether or not these groups
can stand the rate of surtaxes as in the Swing amendment is a thing
that all of us will have to consider more, and perhaps a little bit more
thoroughly than we have done to this date; and consequently in
recommending your attention to the Swing amendment, I am not
asking unequivocally that the rates of the Swing amendment be
incorporated in whatever bill you shall report, but that you consider
it in making up your surtax rates. And if you should include the
Swing amendment you will add to the income derived from individual
income tax rates about $17,000,000 a year.

Senator BI(oHAM. Provided those persons do not buy nontaxable
bonds, of which there are $12,000,000,000 outstanding.

Mr. GRAY. Will you pardon a correction, Senator ingham, in that
regard as to your total? There are slightly in excess, according to the
estimates I have, of $20,000,000,000 of tax-free securities out at the
present time.

Senator BINGHAM. I thank you for the correction.
Senator GonE. Does that include national, State and municipal-

all three?
Mr. GRAY. All kinds, Senator GORE. All kind of tax-free securities

are now slightly in excess of $20,000,000,000.
Senator GORE. I have not figured them out. I have seen three

statements; one of them was that the total, including those that are
entirely exempt and partially exempt, runs up to about $36,000,000,-
000.

Mr. GRAY. There are different estimates. And referring to Chair-
man Smoot's suggestion a while ago, that we do not duplicate too
much of what was in our House testimony, may I refer the committee
to a table which was submitted to the Ways and Means Committee
from governmental sources showing for a recent 15-year period the
gradual growth of tax-free securities amounting in 1931 to about
$20,000,000,000.

Senator BINOHAM. You have simply made my point a little stronger,
Mr. Gray, that quite a lot of these tax-exempt securities can be ob-
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lug to $2,000,000,000 and in 1931 amounting to about $715,000,000,
is that correct?

Mr. GRAY. YOU are approximately correct, as I remember the
figures.

Senator GORE. In 1929 the personal income brought a billion
dollars and the corporate income brought a billion dollars. Each
one brought a billion dollars.

Mr. GRAY. Yes in that year.
Senator GORE. Yes. Now that category of concerns had dropped

down to about $715 000,000?
Mr. GRAY. That is true, as I remember the figures.
Senator GORE. And you want the tax raised to 65 per cent, he

summit of the surtax?
Mr. GRAY. We should desire that the committee consider the

Swing amendment, which has a maximum of 05 per cent in surtaxes,
in writing this bill, and if that 65 per cent does not go beyond the
point of profitable rettuns, adopt It.

Senator Gos. That would make the surtax and the normal
amount to 72 per cent, would it not?

Mr. GRAY. Yes, it would.
Senator GoRE. And some of the States have an income tax of 15

per cent do they not? That would be 87 per cent.
Mr. dRAY. Some of them have.
Senator BINOHAM. Be careful, Senator. You will be getting

above par presently.
Senator GoRE. I was wondering if you wanted to exclude the

States entirely from the income tax field, or retard the movement that
had been in effect in some of the States with regard to the income tax.

Mr. GRAY. No; that is not our desire. Aid I do not think that
anyone who testified before the Ways and Means Committee had
the thought that these extraordinary rates that we are advocating,
and in some form or another would be written in the law, should con-
tinue except for a temporary period. Whenever the Budget is
balanced, which we hope will be within the 2-year period consum-
mating the !ife of this law, these rates automatically wil be terminated
by the writing of the next revenue bill. And we would not advocate,
Senator Gore, the imposition of rates of this nature except that the
emergency faces us of balancing the Budget.

Senator GoRE. Yes; we have got to get taxes wherever we can.
But I have been wonder whether these incomes are not largely
phantom incomes in this depression? I do not know of anybody that
has escaped it.

Mr. GRAY. Some of them are, there is no question about that.
Senator GEORGE. You arc not suggesting that the income or estate

taxes imposed'by whatever act we arive at expire at a given time?
Mr. GRAY. No.
Senator GEouos. As was done with reference to certain of the excise

taxes in the House bill?
Mr. GRAY. That is not our recommendation. Our recommenda-

tion is that whenever the Budget is balanced, and it is definitely known
to be balanced, which likely iill not be for another 2-year period, then
in the writing of the next revenue bill you can adjust the rates ia
keeping with the conditions that exist at that time.
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Senator GRozo:. Yes that is, Congres itself would simply write
another act. That is, of course, anot her proposition. I was simply
wanting to get clear your position on the point that I raised.

Mr. GRAY. Senator Couzens, you had a question?
Senator CouNs. I have to go to the meeting of the Committee

on Banking and Currency. I was wondering whether you were going
to deal with the question of taxes on transactions on the commodity
and stock exchanges? Do you want to have such taxes imposed?

Mr. GRAY. That is in our list. If you desire, Senator, I will take
that up right now.

Senator Couzsn. No. I will read it in the record.
Mr. GRAY. I will take that up later.
Senator GoRE. What was that, M r. Gray?
Mr. GRAY. Tax rates on transactions on commodity exchanges.
Senator GoRE. Yes. I also have to go to the meeting of the

Committee on Banking and Currency. Do you favor or oppose that?
Mr. GRAY. We favor it.
Senator Kuro. On commodity exchanges as well as stock exchanges?
Mr. GRAY. On commodity as well as stock exchanges.
Senator GEoRoE. The same as the House rates?
Mr. GRAY. Since that question has been brought up at this time it

had just as well be discussed, because there is no particular order in
which these things might be discussed. We are advocating a pro-
gressive rate on speculative sales on stock exchanges graduated from
o'ne-half per cent to 2 per cent of the gross sales. And the same kind
of a graduated scale on speculative sales on the grain and cotton
exchanges, which would bring in really sizable amounts of money
to the Federal Treasury. Such taxes have never been imposed in
times prior.

Senator CONNALLY. Would you make that assessable against the
operations of the Farm Board on the exchanges?

Mr. GRAY. If its transactions fell within the definition of the
Internal Revenue Bureau as to a speculative transaction.

Senator BINoAM. What is a speculative transaction?
Mr. GRAY. This sort of a proposal, Senator Bingham, if it were

written into the law would have to be made conditional upon rules
and regulations promulgated by the Bureau of Internal Revenue, in
which rules and regulations speculative trading would be defined.

Sena r BINORAM. No; I asked you what your idea was.
Mr. QRAY. You can approach it from two points of view. You

could sey that whenever the specu.ation exceeded a certain amount
per day or a certain amount per individual or a certain amount per
commodity it became speculative. Or you could approach it from
the other point of view of letting the Internal Revenue Bureau
devise any other yardstick which it wanted to devise in conjunction
with the other departments which have the regulatory control of
these exchanges, and thereby get at the yardstick to determine
speculation.

Senator BINOHAM. I am not so sm'e of the wisdom of these bureaus,
but I would like to have your definition of a speculative transaction
that ought to be taxed two per cent.

Mr. GRAY. My definition of it would be just as it is in Senator
Capper's bill now pending before the Committee of Agriculture of
the Senate, in which he says that a transaction in excess of 2,000,000

lit
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phwlppox grain by ay one 9po'ator constitutes a ppecuetive t'ns-
.ction, which amount nay, at t1e discretion of the 1cret#ry of Agri-
culture be rtl4vqe to 00 000, Ieavikg the Deaprtgant of Ap i4 rq,
through the Secretary, the niediua to deyipe wh4 shall cqstitte
ipeculatoi. Now in cotto' slar amowwto woidd 1)e 840,090 ,baes
the nacmm., ad ten or fifteen t4ouand boles the mindxi , com.
pared to 2,000,00 buhels 61 woeat and 490,Q00 bushels 9% wbeat,
as h the Capper bifl.

Senator UGos8 . Would you require it to be speculative at both
ends, Mr. Gray, or if either end is speculative would you place that
in the categorvf speculative transactions?

Mr. GRAY. What do you mean by both ends, Senator Gore?
Senator GonE. Well, I mean 'that a man might be selling an honest

hede ainst spot cotton or cash wheat. It i'ght be speculative at
both ends, or it might be just a short sale or a long purchase.

Mr. GRAY. No: we have no intention of putting a Federal tax on
actual cash transactions either on the commodity or stock exchanges,
nor on what is ordinarily called legitimate hedging. Only on specu-
lative transactions.

Senator GonE. Well, you know often a man codd not hedge at all
unless some speculator was at the other end of it.

Senator TioMas of Idaho. Mr. Gray, do I understand that you.
say that you favor taxing only speculative transactions on the ex-
changes either the stock or on the grain exchanges?

Mr. 6 RAY. That is our position. If you put a tax on the com-
modity exchanges; for instance, if you put a tax as is now carried
in the House bill of whatever the rate is-it escapes me for the
moment-

Senator HARusow. One-fourth of 1 per cent.
Mr. GnA r. One-fourth of 1 per cent.
And the transactions run into millions of bushels and millions of

bales, it cumulates as a pretty heavy burden on the actual trading.
But if you get into the speculative side, which has been running ram-
pant on the commodity and the stock exchanges both, in recent years,
you put a burden on transactions which are in many cases such as
short sales, harmful in the ordinary course of events to the trading, and
also bearable by those who conduct the business on those exchanges.
For instance, may I submit Senator Harrison, exactly in line with your
question, that taking the (8hca o 'wheat pit as example, the comnus-
sions charged on cash wheat in 1900 were one-half cent a bushel. In
1908 they were 1 cent a bushel. In 1917 they were 1 per cent of
the value, with the minimum of 1 cent per bushel. In 1021 they were
1 per cent of value, with the minimum of 13 cents per bushel. And
that is where they stay to-day. And although in 1921 wheat was a
fairly good price, and now it i at 50 cents, the commision is the same
now as it was in 1921, which makes the rate that the farmer must pay
to get his goods sold unbearably high compared to 1921, mi proportion.

Turning now to the wheat futures on the Chicago Board of Trade, in
1900 the commission was one-eighth of 1 cent per bushel; in 1905, one.
quarter of 1 cent per bushels in 1906, one-eighth of 1 cent per bushel;
i 1911, three-twentieths of 1 cent per bushel; in 1919, one-quarter
of 1 cent per bushel-all of these being applicable to nonmembers of
the board, with members getting one-hall those rates. The rate for
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1919, as I quoted, one-quarter of a cent per bushel on futures, as I
have the data, is now continuing.

What I am meaning by this data, Senator Harrison, .s that the
commission mii *ho Ere dein in cash and in future wheat oW the
Chicago Board of Trade, as well as those who deal 1 what I have
denoionated spdcultlve tras6tions, are getting just di large comn.
misdods as they got several years ago wheii .prces Were higher
and this kind 0f a rate schedule which We are advocating, Veginni&g
at one-half per c6nt, and running up to 2, is not exorbitant in com-
parison with the commissions t~iat they are getting.

Senator Goeio. You figure Mr. Gray, that the speculators could
not ind would not pb that back td the iarmers and that the burdefi
of this tax would not finally fall oi the farmers

Mr. GRAY. I ft not figuring th't Senator Gote, beciiise you
*buld have tO confss that a part of this, maybe all of it, maybe in
some instances none of it, would go back to the farmer,

Senator G0rt. I think that is an important point.
Mr. GRAY. If it wete on the stock exchange a pirt of it would I

back to those who own the stocks and bonds. But We cah not avoid
thiat in a revknde bill. So far as I kt6W, if you put any rate on these
things at ill the sanre thing wbuld Apply.

Senator THOMAS of Idaho. Would you change the presetit provi
ln in the House bil, Mr. Gray, to limit the stock ttinsfer tax only
to speculative ttansactions?

tbr. O* A. Y", because as the House bill stand now Senator
Thomas, I fear that the whole burden Would com6 back on te farmer
on the commodity exthanfes. Whereas if you ttansfet it to the
speculative field, although it Miay ift part come back to the farmer It
will not wholly come back to him; and it will have the seCondary and
special effect somewhat of burtailing short selling, which we are
seeking to do by other kinds of legislation now pending before the
House and the Senate.

Senator THouAg of idaho. That applies, of course, to the grain
and the cotton; but I also had reference to the transfer of stock.
Corporation stock on the stock market.

Mr. GRAY. That is a portion of our schedule of tax items, and there
is provided in the Farm Bureau schedule what you might call a stamp
tax for those transfers.

Senator HARRISON. Mr. Gray, as far as I am concerned this tax
on stdck sal6s and produce sales Is about the hardest nut to crack in
this whole proposition, and I WAnt all the information that I can get
with reference to it. As I understand you, you think that the tax
is too high and is liable to affect legitimate business, as it is incor-
porated in the House bill?

Mr. GiAy. It seeins so.
senator HARRION. And you would change it so as to apply a tax

on speculative sales; but not on legitimate sales, as I understand it?
Mr. GRAY. On legitimate sales, whether the word "legitimat "

applies to hedging or cash transactions. The incidence of the t ax,
under the Farm Bureau recommendations, would apply to but
speculative transactions. We are hitting whet, is ordinarily called
short selling, but which is a terminology that covers a great many
transactions.

Senator HARRISON. You would wipe out short sales altogether?
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Mr. GRAY. If we could.
Senator HARRiSoN. If you could.
Mr. GRAY. But this would not do it.
Senator KiNo. You would not do that by the taxing power, but

by direct statute punitive in provision?
Mr. GAY. We are advocating a bill on the House side and on the

Senate side which would, by thefr direct legislation either severely
limit or exterminate short selling. This, as proposeA in the revenue
bill, will have a secondary effect,!.1 the same line, but not to the point
of extermination.

Senator HARISON.' In other words, y6u would think that the
present law even would be more prefer ble than the law as written in
this bill if you had to choose between the two?

Mr. dRAY. No, I believe, Senator Ha,-rison, choosing between the
house bill as written and the present law, we in the Farm Bureau
would take the House bill.

Senator HAiRIsoN. You would rather have the House bill?
Mr. GRAY. But we would like to have it modified in the way I

have suggested to you this morning.
The CHAIRMAN. What are the particular reasons why you would

prefer to have it? As far as I am concerned I do not see that there
is very much difference.

Mr. GRAY. Looking at it, Senator Smoot, as I am almost required to
do, from the point of view of the commodity exchanges, dropping
out for the present the stock exchanges, we fear that the House
mechanism in this particular tax item would be a burden on the farmer
who has the commodity to sell. It would be passed back to him
through his commission charges and would deduct whatever the tax
is from the price per unit that Le secured on his commodity. That
is the fundamental objection that we have in the House bill.

Senator GORE. That is probably true.
Mr. GRAY. Whereas if you put it on the speculative basis you get

away from that, Senator Gore, as I suggested a while ago m part,
and put the burden more directly where it will be paid, on the specu-
lators and manipulators; and if in part it should be turned back and
passed back to the farmer it will be only so in part.

Senator RED. Have you thought, though, what that would give
in the way of encouragement to the establishment of bucket shops?

Mr. GRAY. Somewhat.
Senator REED. All speculative transactions would tend to go

through bucket shops, would they not?
Mr. GRAY. That is a very noticeable development in recent years.
Senator GosE. In practical truth it would be segregating the specu-

lative and the nonspeculative transactions.
The CHAIRMAN. I do not see how you can tell what is in a man's

mind when that transaction is undertaken.
Senator GoRE. You almost have to search their minds.
Senator HARRISON. Mr. Gray, you are wrong in your figures. In

the House bill it is one-twentieth of I per cent on produce. One-
fourth of 1 per cent on stocks.

Mr. GRAY. Well, even that is a quite noticeable sum when it is
laid on the unit of the farm commodity flowing into the markets.
Now the same thing would apply to the unit of the stock transaction,
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but I am not speaking of that so much because that does not as
directly concern agriculture as the other does.

Now continuing Senator Smoot, and gentlemen of the committee,
it is evident that dhe American Farm Bureau Federation is not trying
to lay all this increased Federal burden on some group other than
aerkqlture; but we are approaching it from the point of view that
every citizen, no matter what group he may be in, has got to bear a
portion of the tax burden. So we desire that the conditions of the
House bill relative to exemptions of the individual be retained, being
stricken down as they are now to a thousand dollars for the unmarried
person, $2,500 for the married person, with $300 for the dependent.
And if that does not broaden the thing out so that you get enough
people on whom to apply this tax, we in the Farm Bureau by our
most recent resolution, would not be at all averse to your still further
reducing those exemptions.

We are in favor, whether it hits a culture or industry, citizens in
farming or citizens i town life, of broadening this tax-income base
of the Federal Government so that we get more people paying the
income tax to the Federal Government.

Some people object to that because they say it adds to the expense
of collection if you do not get more than $5 from the individual.
It adds only a slight trifle more; because now most of those people
have to send their returns in to the Bureau of Internal Revenue
every year. Their returns have to be audited and checked and scrut-
iized, and it would cost only a few cents more to get the check from
them to pay their Federal income tax than is the cost at the present
time.

Senator HARRISON. You-have no objection to the increased normal
tax in the House bill, have you?

Mr. GRAY. None whatever.
The CAIRMAN. What would you suggest on the exemptions?

Would you suggest a reduction to $1,000.
Mr. GRAY. I would not suggest less than $1,000 on the unmarried

p person, perhaps. The married person's exemption might go a bit
lower. Perhaps $500 lower. The exemption for the dependent might
go down to $250, if you choose to make it so.

S enator HARRISON. It is $400 now.
Mr. GRAY. It is $300 in the bill pending. It was $400 in the law.
Senator GEOROE. Yes, $400 in the law.
Mr. GRAY. The House has stricken it to $300 and it could be

stricken still further if you desire, and the Farm bureau would not
criticise that sort of reduced exemptions; because the time has come
when so many of our people are on the salaried list, and without an
income tax that reaches them they do not contribute to Government
in any way unless it be in automobile taxes.

Senator HARRISON. Mr. Gray, let me call your attention to the
fact that in Great Britain for instance, on a $30,000 income they
pay $9,475 income tax. Pnder this bill the income tax payment
would be $2,660. In other wox' ds, Britain raises tremendous amounts
of income in the brackets from $5,000 say, on up to $100 000. Of
course you take the $10,000,000 income, and under the house bill
one would pay $4,679,560. In great Britain under their law they
would pay $6,988,000.
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Mr. GlkAY. Gehera|ly speaking you would may that the tag raies in
England are more severe than they tre with us.

Senator KING. Three to four times.
Senator HWnntsoW. Yes; very much mote.
Mr. GaY. Yei.
Senatof HAR'ut6N. And especially in the brackets ranging f(6M

$10,000 to $70 000 & $80,000.
Mr. GRAY. Yes, tht, is true.
Senator BiNO rAM. May I say along the line that Senator Htsrrison

just brought out relative to the tax on the very largest incones uO to
65 per cent, whih is what Mr. Gray ha iieorm ended. that it is ihy
information that in Eigland there are extremely few available tax-
exompt securities, whereas in this country the amount Is indetermi.
hate, or is at least $15,000,000,000 of tax-exempt securities.

Senator HAlIsoN. I do not think there is ifiy doubt about that.
Senator BIN0iHAM. Whereag in Ernglaiid there are very few tax.

exempt iecu*ies. And you 6an not get it when you charge 05 per
cent. What I am maintaining is that you can not get it in this coun-
try because you simply drive them into the purchase of tax exhnpts,
aXnd then you get less than yoU did before.

Senator HARRISON. 1id1 not ask the question carrying any idea
that I Was fi favor of Gxeat Britain's income tax law, but there is
that difference that in the lower brackets, between $10000 and
$100,000, they ate tremend~u .y higher than in the United States,
rangng anywhere f(io wo to t three times as much.
Mr. GRXY. That is true. And, reverting again to Senato, Bing

ham s comments upon income tax exemptions, let me say again that
most anythinF that this Committee or this Conress might do to
correct that situation will have the approval of tie American Farm
Bureau Federation, whether it be along the line that I suggested a
while ago, taxing the incomes from them, or in any other way.
Right now, Senator Bingham I do not need to call to ,ur attention
the fact that Coigress recent' has enacted a law which of necessity
will throw onto the market a billion and one-half more tax-free secu.
cities in the Reconstruction Finance Corporation. There is added
to our untaxed wealth a billion aid one-half, granting that General
Dawes and the board of directors will find it necessary to issue the
debentures to the extent that the law authorizes them to do.

Senator CoNxALLY. May I ask you a question there? Suppose
you tax the income on those bonds, do you think you can sell them
at the sime fate that yoi now do?

Mr. GRAY. No; the rate would go up.
Senator gONALLY. So you' would raise the rate and try to get

some of it back. Do you not ki.ow, as a matter of fact, that a great
body of the tax-exempt secigties are held by trust companies, and
savings banks, and other corporations who do not pay any surtax
at all? They pay a flat corporation tax. And that even if you
taxed them you wotdd not get anything like the revenue that you
anticipate?

Mr. GnAY. Senator Connally, we would not get the revenue which
should be secured from those sources, let us agree on that.

Senator CONNALLY. Yes.
Mr. GRAY. But we would get a very measurable income to the

Federal Government, and we would close that haven to which invest-
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ments npw flow, and whikh dstro s tq ; 0rt i pxtet, just ik
Senator Binghm points out, th #e iacy pf arly highincme or or-
porato tax rates.

Senator ConspoLr. You would get back about 2§ per pat
taxes of what you woul4 py in Interest rates on tax.re pecuotles.
That was thoroughly dpmonstrpted whea we had up here the conpti-
tutional amendment to tax t4x-frop seoprities. I wint tq ekaf you
this question: Do you favor the Federal Government taxing the
income from State, county, and nwplplpepl tax- e bpnds?

Mr. Gnr.Y. Yes.
Senator CONNALLY. Then you favqr adding at least per cent

interest rate to every schoolhopse, municipal, county, an4 Stte secu-
rity that is in existence? Or that would ever afterwards be issued?
Because that is what the Secretary of the Treasury Mr. Mellon,
testified yjar ego, that if you put a potentiql tax against these tax-
free securities It you would add at leapt 1 per cet per annum
increased mterest rate beforo you could PP it..

Mr. GRAY. Whether it be 1 per cent or less than that, of course,
is a question of difference of opinion.

Senator CONNALLY. It is the potentiality of the tax, vot the actual
tax, that depresses the price and forces the interest rate up. If a
man lbuys a bond and knows that tOe Goverqet pan come qlong
later and assess him whatever tax the Government wants to lace 94at, he is not going to bty that bond at a lpw rate of interest; he is goio'g
to insist o 1 being paid a higher rate of interest. I think you are
entirely wrong in your attitude that the Federal Government should
have the right to tax municipal and State bonds.

Senator !wonHAM. Do you thiqk it can be done? Do you think
the Supreme Court would uphold it?

Senator CONNALLY. It can not be done. There would have to be
a constitutional amendment, The Supreme Court has held tha
repeatedly.

Mr. GitAY. The Treasury Department, as ws called to this com-
mittee's attention last week by IF. MUls, adyvpcated the prevention
of all tax-free bonds.

Senator CONSALLY. Yes; but it has got to be by constitutional
amendment. It cn not be done here in the Finance Coamittce.
We can do a lot of th n , but not that. a. Ifo

The CHAIRMAN. M. ray, you have taken nearly an hour. It yxu
will go along now with your statement.

Mr. GRAY. Then by reducing tax exemptions yoV can get a better
and bigger tax base and get' more people ping Federal income
tgxes, and thereby get more revenue t the Federal Government
Without much increased cost to the Federal Qoveranment.

Then there is another way of getting income to the Federal Gov-
ernment, more effective, i my Judgment, than h up the rates.

Before I describe that other way may I say that almost our invari-
able approach to a tax proposition in getting more money is to raisethe rates. The other way that I amV b M to yqr attention now
is the question of deductions. I have not had time, gentlemen of the
committee, to analyze the data of the Interoal Revenue Bureau for
1930, because it is oily out recently, and 'somewhat ten4tively, hut
I have analyzed the deduction figures for 1929, which Was a more pros-
perous year than we are mi now, and t00 data from which are not
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wholly applicable to the condition which exists now. It is worthy to
note, however, that in 1929, of all the aggregate wealth of corpora.
tions reported upon to the Internal Revenue Bureau, reaching an
approximate amount of $180,000 000,000, deductions were permisible
to the extent of $118 000,000,00, approximately; leaving only an
approximate $12,000,060,000 tax base for corporations to pay upon.

Senator Ktzo. That is, the gross earnings were over
$100,000,000,000?

Mr. GRAY. One hundred and thirty billion dollars, approximately.Senator Kixo. And after allow.rg the deductions it only gave you

a base of $12,000,000 000 upon which you might raise your tax?
Mr. GRAY. Y;s. *or the personal income-tax structure the same

year, Senator King, as I remember the figures, there was a gross
return from individuals of approximately twenty-two and one-half
billion dollars, a deductible amount of approximately four and one-
half billion dollars, leaving a tax base for individuals to pay on
between $17 000,000,000 and $18,000,000,000 for the same year.

Now the Jeductions for corporations are classified in the bulletins
of the Internal Revenue Bureau under five or six great heads, like
costs and losses, and bad debts, and deprediation, and whatnot.

The fact of it seems to be that with no fault in the way of enforce-
ment on the part of the Bureau of Internal Revenue, but with a fault
of the last revenue law, deductions are too easily secured. So I am
pointing out to this committee that other than raising .the rates,
which is always a troublesome proposition to do,.but which in this
case is necessary under certain limits, let us consider the matter of
deductions, and write this law in such a way that the Bureau of
Internal Revenue can be a little but more severe i denymg deductions
than it can be under the present and existing law. The House bill
has covered that matter of deductions in some particulars, but not
wholly.

Taking up then, Senator Smoot, a very important portion, as I
view it, of the situation which confronts all of us at the present
time-the matter of deductions-may I say, and considering exemp-
tions at the same time, that the reduction in corporation income-tax
exemptions from $2,000 to $1,000 should be put into effect, and it
wll" br in, according to our estimates, about $6,000,000. The
normal ificome rates should be 'applied to stock dividends of cor-
porations.

Senator CONNALLY. That is in the bill.
Senator GEORGE. Is that not in the bill, Mr. Gray?
Mr. GRAY. Yes. And it should be retained. It will bring in

according to the best estimates of the Treasury Department and
others, about $88,000,000. Some have a very great dubiousness
about putting that in. They say that if the stock dividends of
corporations are taxed and the individual receiving the dividends
later has to pay a tax on that later, that it is double taxation. I guess
it is double taxatioAi. I guess there is no denying that it is double
taxation. But many another piece of property in the United States,
town property and farm property. and others, bave double taxation.
Take a farm like mine in issouri. It has three or four taxes on it.
And if I lived in an irrigation district, such as they have in Senator
Thomas's State, it would be taxed again. And if we had a library in
my district, I would have a library tax on top. And then if I lived in
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a territory where we had special roads bonds I would be paying another
tax. So that this ort of a tax which woulA bring in $88,000,000 con.
fessedly would be double taxation. But that is not a novelty in our
tax structure of the American Government at the present time, nor is
it a novelty in our State taxation system. Double taxation is the
vogue rather than the exception, it seems to me.

Senator Kiwo. Mr. Gray, was the evidence that was adduced
before the House committee reasonably satisfactory that the tax
be about approximately $88,000,000 upon these dividends?

Mr. GRAY. Yes.
Senator KING. I saw the general result, but I did not read the

evidence, and I was not satisfied, and I am not satisfied that the
evidence justified that. I do not dissent from the view.

Senator CONNALLY. Secretary Mills testified here the other day
that it would be $90 ,000 000.

Mr. GRAY. There is a little bit of difference in the estimate between
the Ways and Means Committee, the Treasury Department and the
Joint Committee of Internal Revenue Taxation. But about $88,000,000to $90,000,000.

Senator HAnrIsON. One estimated $88,000,000 and the other
$89,000 000.

Mr. 6 RAY. Yes.
The CHAIRMAN. Mr. Gray, have you any list that you can put in

without reading, because we will never get through the way you are

0fr. GRAY. I hve a list of the deductions as well as all the other
Items, which I will put in the record.

The CRAIRMAN. Anything that you can put in in the way of a list
or a statement prepared, please put it in without going into it. Just
simply stating what it is. .

Mr. GRAY. The reason why I called attention to one or two of
these deductions was on account of the rather large amounts of
money that would be brought in if they were incororated in the law.

I think that if I should conclude then, Senator Smoot, and gentle.
men of the committee, by submitting the complete schedule of tax
items from which some comments have been drawn this morning,
it will be satisfactory. May I in conclusion say that according to
this list of the Farm Bureau it will bring in $1,318,000,000, which
is a bit more than necessary to. balance the Budget, not including
in it even any excise taxes on imports, which is another available
source of revenue if we either desire, or by necessity ae forced into,
that to raise revenue. ,

Senator KzNo. Are you not optimistic in assuming that it will
only need $1,000,000,000 plus to balance the Budget? You do not
know the appropriations that are to be made between now and the
adournment.

Mr. GRAY, I do not know what appropriations will be made.
Senator KING. And what deficits will be submitted to us before

we adjourn, and submitted in Decem'ber. If I were guessing, I would
guess that not $1,000,000,000 nor $1,300,000,000 would be sufficient.

Mr. GRAY. You may be correct.
Senator GzoRaE. Do you refer in your list there to the duties on

oil as in the House bill?
Mr. GRAY. NO.



qu REVZNUE ACT OF 192
Sootor OORoE. And coql?
S r .No. We have taken no poxitipn in rpgard to tax on

oil and coa.
Senatcpr $hoao. I nean, 41 you include hpzm In the list?
Mr. GiA. No;Zhfye not.
Senator Gsosoz. HUve yu got a your rppomflndm0dtiop. tabu-

latd $herein order, Mr. Gray?Mr. G**Y. Yes.

Senator GE OE. And you are putting that ins the record?
Mr. GRAY, am seeking to do so.
Senator REED. I offer that for the record.
(The proposed tax program presented by the American Farm

Bureau edra ion is printed in the record in full, at the c0OcuaI0p
of Mr. Gray's testimony.)

'Mr. G'AY. In conclusion, I should just like to call to your attention
perhaps e joint position of the three farm organizations the Ameri-
can Farm fureau Federation, the National Grange, 'nd the National
Farmers Union on the negative side of the tax structure. What I
have said thus far is positive. We are approving certain things.
Now, on *he negative side we shall continue to rest a general sales
tax, a manufacturers' excise tax, the Federal gasoline tax, a bank-
check tax, or a tax on automobiles and trucks.

Senator REED. Why do you resist a manufacturers' excise tax?
Mr. GRAY. Fundamentally it violates the principle that taxes

should be levied as mush 'as 'possible on the basis of ability to pay.
Senator REED. If you exclude rent, food, and clothing, itwould

seem that you did put the tax on ability topay, Would it not?
Mr. GRAY. The fundamental criticism of that, Senator Reed, as

approached first by the Ways and Means Committee of giving a lot
of exemptions to this, that, and the other, is that it puts one group,
like agriculture, in the position of advocatin a tax for everybody
else, and then getting out from under for ourseves. May I say this,
that when that fight.was on before the Ways and Means Committee
we did not become involved in the advocacy of petting exemptions
for food and food' products. We fought the enttrp manufactu ers'
excise tax fundamentally; and realize -that when it was defeated we
would have to stand for special axes on certain commodes which
are in this list that I have filed; and so bear a part of the burden
on few commodities rather than have the entire burden put over
the' reetti counter to the consuming public.

Senator REED. Do you think it is better to put a large sales tax on
a few' commodities than a general sales tax on everything that is a
matter of necessity?

Mr. QRAY. I tfink that is true, and that is the position we took.
I am through, Mr. Chairman, and I thank you sincerely fot your

attention, and request permission to file an appendix to this verbal
presentation.

The C0iXRMAN. Thank you for your statement.
(The statement is as follows:)
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Pro posed tai k jko h i6bmiued to Soab Finance Comtoi. bN Afican Farm

Ruraau AlRantn

Indlv iai income-tax rates:
in IncreaseS In Husj bill ............................

Corporal n Income-tax ites. Inoreise rate to graduated bash,,10 to 101 percet.......................
induction of exemptfoni and Jeduction:

1etailn provisions in Houa bill- e o
Reduction in cirpoation Inc0me-tax eiemptlon from

$2,000 to $1,000 ....................
Applioation of normal income rates to stock dividends ofcorporations ......................................
Additional Ipqrqpe In aprpration income rate from 13

to 15 per cent for consolidated returns ...............
Revision In capital gains ad losses tax to prevent eva-

ilons ............................................
Repeal of net loss provision .................
Elimination of certain exceptions in the case of stockdividends----------------------------......
Revision of depletion allowances.-------------

Additional recommendations-
Make income on tax-exempt securities taxable-.........
Additional curtailment of exemptions and deductions...

Estate tax: Retain House rates ..................
Gift tax: Retain House rates....-----------------
Postage rates: Double second-class postage rates ..............
Misceaneous taxes:

Tax bn short sles and other spoulative sales on stock. ex-
changes (graduated tax from one-half to 2 per cent of
gross sales .........................................-

Tax on short sales and other speculative sales on grain and
cotton exchanges (graduated rate, one-half to 2 per cent of

os sales) ........---------------------
Sates of bonds (one-elighth per cent)---------------
Conveyances, mortgages, contracts, and other realty transfers

(5 entd d ieach document)-------------------
Stamp tax on receipts, acquittances, etc. (1 cent under $100;

2 etits abov- .........................
Issues of capital stocks and bonds .............-- - ---------
Theater adaiissions (1 cent on each 10 cents above 25 cents) .
Telephone and telegraph messages (5 cents on 31 to 49 cents;

10 cents on 50 cents or more) .........................
Cosmiieties (10 per tent on manufaeturets' sales) ........
Furs (10 e cent on manufacturers' sales)-----------
Jewelry, j ekious stones, etc. (10 per cent on manufacturers'

sae)--------- ---------------sales) ...............................................
Sporting goods and cameras (10 pr cent on manufacturers'

, sales) ............................................. "-a.
BeveMges (1021 rates)...-..........................- .
Matches (2 cents per 1,000) ............-.............
Chewing gum (5 per cent on maiAufactdrers' sales) .......
Radios and phonographs (5 per cent on manufacturers' sales).
Mechanical refrigerators (5 per cent on manufacturers' sales).
Candy (5 per cent on manufacturers' sales) ..............
LubrcaTing oil (2 cents per gallon) ----------------------
Yaqhts, motorboats, etc. (above $15 in value, 10 per cent)...
Radio advetising (5 per cent of gross receipts)-- -..........
Safety deposit bo es (10 per cent of annual rental) ...........
Corporation registration tax (under $10,000 capitalization, $5;

lrwm $10,009 to $150,000 $10' froai $150,000 to $250,000,
20; from $250,000 to 00.0d, $40; from $500,000 to

$1,00 000 $50' from $1,000,b to $5,000,0, $100;
over sh,0o,oo, - -0). .-----------------------

Savings from governmental economy.....---------

tiN
50,o000, 41

8, 000,00
88,000,000

8, 000, oo
16,000,0 0018,000, 000

3,0000,000

180,000,

10, 000,00

28; 000,000

100,0o00,o0

50 000,00

25,000, 000

i,0 000

25,0000,0000
o, 000,000

75:000, 000

38, 000000

20;,000, 001
15, 0 000

1,000,000

8,000000

10,000,0000

5, 00, 000

15, 000015000,000
500,000

5, 000
t1,000,000

50 ,001(

150,000,000

Total revenue .......................... W 1,818,500, 000
Total required to balance Budget------------------. 1,241,000, 000
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EXCISE TAXES ON IMPORTS TO VS1LD ADDITIONAL HEVXNV

Coffee (2 cents per pound) ................................. $35, 000, 000
eA (3 cents per pound) ......................... 5........... 2 800, 0f

pices; that are now free of duty (5 cents per pound) 3......... 8, 500, 000
apioca and other tropical starches free of duty (2) cents per

pund)..j ..... . 3,"*...0f. .0wo40. .*0a o 0000
Jut:e (unmanufactured, 5 cents per pound; manufactured, 6 cents). 10 000000
Sugar, raw and refined ()4 cent per pound). ........ oo, a w w...-. w 25, 000,000
Bananas (28 cents per bunch) ............................... 14, 000, 000

Total ................................... 930 000, 0

ITIMS IN HOUSE BILL SPECIFICALLY OPPOSED ST AMERICAN FIARM BUREAU
FEDERATION

Tox on automobiles (8 per cent of manufacturers' sales) ......... $44, 000, 000
Tax on trucks (2 per cent on manufacturers' sales) ..----... . 4,000, 000
Accessories (1 per cent on manufacturers' sales) ................ ; 00,000
Increase in first-class postage (1 cent additional) ............ 165000, 000

PROPOSED TAXES OPPOSED 1Y AMERICAN FARM BnUREAU EDMATION

1. General sales tax.
2. Manufacturers' excise tax.
8. Federal gasoline tax.
4. Federal tax on bank checks.

EXPLANATION Of ITEMS IN PROmOSED TAX PROORAM SUMITTED Y Tni AMERICAN
FARM BvazAU FEDERATION

INDIVIDUoAL INCOME1-TAX RATICS

The increases in individual income-tax rates provided in the House bill should be
rataned, and in addition some further increases should be made in the rates on the
very large incomes. The so-called Swing aneidment, which was adopted by the
House in the Committee of the Whole and later rejected by a close vote by the
House, would bring j:a approximately $17,000,000 additional revenue under a very
conservative estimate. It would not affect very many people ana would be paid
by those who are most able of any of our citizens to pay additional taxes.

The provisions of the amendment are as foli ws:
Net incomes in excess of $100,000 and not in excess of $180,000, 40 per cent in

addition of much excess.
42 per cent of the amount by which the net incomes exceed $150,000 and do not

exceed $200,000.
44 per cent of the amount by which the net Incomes exceed $200,000 aad do not

exceed $250,000.
46 per cent of the amount by which the net incomes exceed $250,000 and do not

exceed $300,000.
48 per cent of the amount by which the net incomes exceed $300,000 and do not

exceed $400,000.
50 per cent of the amount by which the net incomes exceed $400,000 and do not

exceed $300,000.
82 per cent of the amount by which the net incomes exceed $500,000 and do not

exceed $750,q00.
54 per cent of the amount by which the net incomes exceed $750,000 and do not

exceed $1,000,000.
80 per cent of the amount by which the net incomes exceed $1,000,000 and do not

exceed $1,500,000.
88 per cent of the amount by which the net incomes exceed $1,500,000 and do not

exceed $2,000 000
60 per cent of te amount by which the net incomes exceed $2,000,000 and do

not exceed $8 000,000.
62 per cent of the amount by which the net incomes exceed $3,000,000 and do

not exceed $4 000,000.
64 per cent of the amount by which the net incomes exceed $4,000,000 and do

not exceed $5,000,000.
65 per cent of the amount by which the net incomes exceed $5,000,000.
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The American Farm Bureau Federation does not insist that the provisions of

the Owing amendment be adopted In toto, but recommends that the higher
income groups pay a little larger share of the increase in taxes than Is provided
for in the House bill. This recommendation is not made for the purpose of
"soaking the rich." It Is made solely upon the principle of "ability to pay."
In times of -extreme suffering and economic deprislon ,suh as we are now ex
perienoing, it is more 'portant than ever before to observe the principle of
ability to pay In levying taxes. The problem of raising a billion dollars ofaddl
tional revenue in a time like this resolves itself mainly In the question where can
additional revenue be obtained with the minimum of burden. Obviously, little
additional revenue can be exacted without hardship and privation from the
mases of out' working people and our farmers whose incomes are scarcely suffl-
cient to meet the necssities of life. There are a considerable number of our
citizens however, who are situated much more fortunately and who are able to
pay additional taxes out of their abundance.
Our income tax schedules can be made to yield a great deal more revenue than

they have been yielding during recent years, when Government necessity require
it, as it does at the present time. In 1930 the total income taxes collected from
individuals on a total net Income of $17 220,783,620 amounted to 8473 080,8M.
The average tax rate for all returns was i75 per cent, and for taxable returns the
average tax rate was 3.86 per cent (p. 2, Statistcs of Income for 1980, P rllminur'
Report, Bureau of Internal Revenue, 1931). This Is a very modest rate of taxa-
tion and shows clearly that the rates can be sharply inoieased without undue
hardship. This is particularly true in the case of the Tigher incomes which would
be reached under the Swing amendment. In 1980 there were 187 Individuls
reporting a net income of 8,000,000 and over, 631 with a net income between
$1,000,000 and $5,000,000, 635 persons with a net income between 8500 000 and
$1 000,000, 1,211 persons with a net income between $250 000 and d500,000,
3Ui45 persons with a net income between $100,000 and $256,000, according to
statistics published by the Bureau of Internal avenuee.

CORPORATION INCOME TAX RATS

It is recommended that the fiat rate provided for In the bill be changed to a
graduated tax. It is believed that a graduated tax will not only bring in more
revenue but also will distribute the tax burden much more equitably than a flat
rate. TWe following rates are suggested in lieu of the rates in the House bill:

Per cent
Under $2,000 netincome-----------------------------. - 10
$2,000 under $3,000 net income.. --....... .................... 11
$3,000 under $5,000 net income ..................................... 12
$5,000 under $25,000 net income ................................. 12%
$28,000 under $100,000 net income ........................... 13
$100,000 under $500 000 net income .................................. 14
$500 000 under $1,K00,000 net income..-------------------- 15
$1,@6,000 and over net Income-------------------------. 16

A fiat rate for all corporations penalizes the small corporation or the one which
has a small net profit, because it pays the some rate as the large corporation, or
as a corporation with an enormous profit. The movement for consolidation and
mergers has reached such alarming proportions in this country, that there is
grave danger of eliminating individual business initiative and enterprise through
the concentration of business in a few large corporations or combinations. A
recent investigation by the Federal Trade Commission showed that one-fifth of
all the bread sold in the United States was produced by less than a half-dozen
large corporations and their subsidiaries, According to statistics published by
the Bureau of the Census, the number of manufacturing establishments with a
production of $1,000,000 and over worth, of goods each has trebled since 1014;
the number with a production between 4500,00 and $1,000 000 has more than
doubled; the number between $100,000 and 8800 000 has increased about 60
per cent; while the number between $5,000 and $10,000 has declined about 20
per oent.

Thousands of small enterprises have teen forced out of business by ruthless
competition of "big business." A graduated tax would serve the dual purpose
of providing additional revenue, and incidentally helping to equalize to some
extent competitive opportunity.

A graduated tax would distribute the ta.x burden more equitably. This is
more necessary now than it was a few years ago. Even in 1929, when industrial
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glop Were bnloyii prosPesrt,, the lrIt Ott of the eorpoate hot Income vas

earned by, a ieiaIeim group 0i large oororations, Statistlcs pu1hed
b, the Bureau of Interndl Revenuai s tdW at one-furh of all co iattioh l;I-
pgrtintp npet Inqome It 1929 reqpived 1es. than 81,000 eab Ii hebmde; OP
per cent received lo tn $,000 *eh, 67 I rhent, or more than jwb-thitdb,
ecbiivid 19s than $J000 eeh; and 98 tr ce- t i ved less that $50,000 each.
In strikhiig contrast with th ese modest tirit inoones for the bulk of the corporations
reporting net Miicomes, $ lt% group 4bf eopdrat ton*i ipr renting only I tier cent
of tie total riumber reporting net Incoes recoivet 6 it cent or mote tb n
two-thirds, of the tOt0?1corporAte net income in the Un ted States, ot $7,900,-
000,000 out of A total corporate net Income of $11,65 ,886,000. Included In
this little 0up were 800 corporations, or eleveunhundredth of I per cent of all
corporations reportin1 neft IibtinOes whd r~eeived 42 t*r cent of the tdtal corporate
net income in the United tth, rkeeiving $4,885929,000 out of $11,653,886,000

for all.
r1he oncentrAtion di corpdr~te income was even ireatr In 1980 than in 1029.j4 19 82 pter eit of the cQrpoAti9Il reporting net Ineomes received lei than

1,0 oj~dto abh et in 1929' 49 per cooit eleved leek than
00 ech compared w th 40 per cent in 1929; 75 per cent received less than

000 aq comp*ard with 67 Per cent In 1929; 95 per cent received less than

Tto a r t hseined considerably since 1929, it
is t  re enough i voluM attioularly among the larger corporationo, to

b" si ddlto lIt xUtido1 n I i urvey of 900 industrial corporations showed
A ot profit of 8592,1t0b0 oil the basis of a net worth of $17,708,08,0O(p

or an aerage net return of .8 per cent. Several groups of operations thade
haudsoie profits it 191-In some oaset greater profits than theyr mhado in the
preceding y res. mo ple chain stores nade don average net profit of 15.7
per cent n 1981 eomimrdto 14,8 per cent in 1980. Tobacco cotpot'ations m ade
an average net profit of 18.0 per cnt In 1981 compared with 13.7 per cent in
1980. PrInting and publishing corporations made an average net profit of 10.9
pr cent. Drugs and sundries made an average net profit of 17.6 per cent.
Bakery corporations made an average net profit of 11.8 per cent. Food product
corporations bade an hverige net profit of -. 9 per cent. Shoe 0orpokations mihde
an average itet profit of 51 per cent. Stockyard, made an average net profit of
5.8 per cent.

It is estimated that the graduated ta* proposed above would bring in a total
revenue of approximately $50 000,000. As an alternative suggestion to a grad-
uated tax as proposed above, it is suggested that the fiat rate be increased to 15
per cent. It is estimated that this would bring in approximately $40,000,000
additional revenue.

REDUCTIONS OF EXEMPTIONS AND DEDUCTIONS

The Federal Government has been much too liberal in allowin$ deductions
and exemptions in computing individual come tasx aid gprporion income
taxes. In the case of individual income taxes fdr the year 1980 dodctions were
allowed totaling $4,444,752,280 out of a total reported income o $21,665,05,850,
leaving a not taxable income of $17 220,758,620. In the case of corporation
incomes, in 1980 deductions were allowed totaling $102,528,596,848 out of a
total goss income of $112,789,908 992, leaving a net taxable income of $10,261,-
307 144. (Statistics of Income, 180, Bureau of Internal Revenue, 1931.)

Where may have been some justification for this when ample revenues were
pouring into the Federal Treasury and surpluses were Weing applied to the reduc-
tion of Our natohal debt. But now when the Federal Government is confronted
with an enormous deficit, these exemptions and deductions should be sharply
curtailed.
The House bill made helpful progress in reducing the number of exemptions

and deductions. In the case 6f the corporation inCome tax, it reduced the
exemption from $2,000 to $1,000. It made the normal individual income rates
apply to stock dividends of corporations. It increased the income rate from
13 per cent to 15 per cent upon corporations filing consolidated returns. It
revid the capital gains and losses tax to prevent evasions. It repealed the net
loss provision. It eliminated certain exemptions In the case of stock dividends.
It revised the provisions relating to allowances for depletion. All these provisions
will be helpful in bringing additional revenue into the Treasury and should be
retained.
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Still further curtailments should be made, and if properly done should result
in yielding considerable additional revenue. The following additional suggestions
are offered for consideration:

1. Thiation of income on tax.empt securities.-The American Farm Bureau
Federation for many years has held to the position that the practice of issuing
tax-exempt securities should be discontinued and such securities stiould be taxable.
On January 1 1981, the value of tax-exempt securities outstanding totaled
$19 679,000 oo6. The rates of interest on these securities, which include Federal,
Stae, municipal, and other governmental securities, would vary considerably,
but assuming an average yield of 84 per cent per annum the total annual income
to the holders of these wscuritles would total $686,760,00. It i recommended
that the income from these securities be made taxable. It is contended that the
tax-exemption privilege extended to these securities does not extend to the income
derived therefrom, but only to the principal.

The Income from these securities is now ded'ictable in computing individual
net Income. If this deduction were no longer permitted the tax yield from this
source would depend on how the securities are distributed among the different
classes of income taxpayers--the larger the percentage held by the big income
groups, the larger the yield which would be obtained from this tax because of the
higher rates which apply in the larger income groups. Even if they we ,a all held
by taxpayers in the $10 000 class who pay no surtaxes, the tax.yeld at 7 p cr cent
would tota $48,218 , . Assuming a distribution, however, that would pay an
average tax of 2b goo' cent (rate on Iaimooo income), the tax yield from this source
would-total $179 078,000

2. Eliminate Z deduction of dividend.-The House bill curtails to some extent
the privilege of deducting dividends from corporations in computing individual
net income. Congress would be Justified under the existing emergency In elmi.
hating all deduction of dividends in computing individual net Incomes. The
criticism of "double taxation" is not a valid argument against this action. The
corporation makes its profit as an institution, and as such should bear its share
of the tax burden. It* net earnings in the form of dividends accrue to individuals
as an individual profit, and should bear their share of the tax burden. It is no
more double taxation than the taxing of a farmer first in the form of property
taxes on his land, and then again in the form of income taxes both State and
Federal on the net income derived from the land, after paying a property tax
and other expenses.

3. Eliminate deduction of income earned from sources without the United 8tate.-
People residing in the United Status and enjoying its protection should pay
f proportionately out of their income, regardless of where their income Is obtained
o help support the Government. If the elimination of this deduction in com-

puting individual not incomes has the effect of discouraging the export of their
capital for investment abroad, it would be beneficial to the country from that
standpint.

4. idmit deductions fqr salaries and bonuses.--The practice of paying huge
bonuses in excess of handsome salaries has become prevalent among our corporal.
tions. For example, the head of the American Tobacco Co. is reported to have
received a bonus of at least $850,000 in 1931 in addition to his salary of $168,000.
This salary was naore than double that of the President of the United States, in
addition to the bonus of more than three-fourths of a million dollars. Such
lavish and extravagant diversion of profits of corporations should not be allowed
as a deduction in computing their net taxable income. A limitation of $50,000,
or some other reasonable limit, might well be placed as the maximum deduction
tobe allowed as a payment to any one employee for salary or bonus in computing
the taxable net income of corporations.

5. Rspal deduction of foreign taxes in cornuting nd inne.-'Some prowrs is
made in the House bill along this line, but the repeal of all deductions of foreign
taxes might well be considered for the same reasons as apply in the case of climo
noting deduction of income earned abroad.

.. Eliminate deduction of losses from short sales of stocks, bonds, and commodi-
tiea.--The purpose of this recommendation is not only to provide an additional
source of revenue, but to place an additional penalty upon purely speculative
transactions such as short Wales, "bear raids," etc.

7. Low*ering of ioane-oex braekets.-If congress finds it necessary In order to
balance the Budget, a still further lowering of the individual income tax bracket.
would-be proper n order to broaden our tax base and bring In additional revenue.

115102-.4M----
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IBTATI TAX

The Increased rate on estates provided for in the House bill should be retained,
It may be possible to obtain even more revenue from this source than provided for
in the House bill but at lest these rates should not be curtailed. The estimate of
$20,000,000 additional revenue from this source is extremely conservative. It
will require seve tl year for this tax to yield its maximum rate. It is estimated
that these rates will yield P00 000,000 in revenue annually to the Federal Govern.
menat when they reach their full productive capacity. These rates are in the form
of a "supertax," in excess of the existing Federal estate taxes

GllT TAX

The gift tax rates provided in the House bill are somewhat lower than the
estate tax and should not be reduced. If the estate taxes are raised, the gift
taxes should be raised proportionately in order to prevent evasion of the estate
taxes. It is essential to maintain this form of taxation in order to safeguard the
effectiveness of the estate tax.

P0STAOE RATE

The House bill contains a provision which proposes to increase the first class
postage rates from 2 cents to S cents per ounce. The American Farm Bureau
Meeation is opposed to this provision because it violates the fundamental

puicple of "abily to pay." The burden of the $105,000,000 proposed to be
raised from this source will fall in the main upon the classes of people least able
to bear additional expense. The unemployed, the workers and iariers who are
strugling to make ends meet, will have to pay an additional cent for every letter

A great hue and cry has been raised against the proposal to increase sharply
the surtaxes on individual incomes and, the rates of the corporation tax. Thi is
condemned by some as "soaking the rich," but it does not even compare in
extent with this proposal to Increase first class postage rates which just as accu-
rately can be characterised as an attempt to "soak the poor." If t he increases
in Income tax can be said toI soak the rich," then the Increase In first class pos.
tag rates by comparison oan be said to drown the poor. This is apparent by
comparing the additional revenues expected from these sources. Under the
Swing amendment increasing individual surtaxes a total of $17,000,000 additional
revenue is expected. Under all of the increases in corporation income taxes a
total revenue of $48,400,000 is expected to be raised. Whereas, it is proposed
to raise from the increase in letter mail a total of $165,50000.

The firstolase mail service has been earning a surplus of approximately
$100,000,000 whereas second-class mail service has ben carrying a loss of
approximatefy P5,000,000 according to estimates of the Post Offce Department.
Te Parcel Post Service, which has been alleged to operate at a loss, is to receive
increases in the rates already ordered by the Postmaster General, and to become
effective October 1 192. Why should the poor 1o Is of the country be called
upon to raise $11,5oo,000 to pay a subsidy of r7J 000,00 tothe publishing
interests of the country who use second lasa mail service, particularly when the
users of the first'class service are already paying a gret deal more for this service
than it actually costs. The millionaire publishers are much more able to pay
additional taxes on second class matter than the masses of our people are to
pay additional postae on letters.

n this connection attention is invited to the fact that the printing and pub.
lishing business still remains an exceedingly profitable one for many of thoseongs-eie in itj particularly corporations an' n this enterprise. Printing
and publishing corporations made an average net profit of 10.9 per cent in 1931,
according to a tabulation published in the Nationa City Bank Monthly Letter,
March 82, pVIously referred to.

Furermore, the Po Office Department is paying approximately $19,000,000
annually In mail subsidies to steamship lines. Adng these subsidies. to the
subsidy maintained for second-class mal service, there is, a total of $94,000,000'
which the Post Office Department Is paying out annually. We submit that it Is
unfaIr to place an additional tax upon liter postap to pay thee subsidies.

In order to meet this situation and deal with it family, the America Farm
Bureau Federatmon is recommending that no Increase be made in fiuAst-
vostage rates and that these subidie be elmhlwaet as soon as prateable. To
this end an increase In the second-elass postage rates In thejpreseat revenue bill,
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y doubling titsesating rates, is suested. it is conservatively estimated that
this wouldbrng In $25,000,000 additona revenue.
Tts objetlion usually offerd against this proposed is that to more rtveaue

can be secured from second-elass postag.The statement that no more revenue
can be secured from the users o condeMass postage is open to challenge I
view of the profitable showing made by these companies last year. Certanly,
even if true, It would not justify taking advantage of the necesitios of the poor
by exacting from them an additional ctent on every letter nudtled, which would
constitute an Increase of 50 per cent In the tax rate.

Furthermore, there ae numerous other sources of revenue which canl he
utilized and which are sufficient In all to balance the Budget without resorting to
an Incree in first-lass rates.

KISOSLLANMOUS RATIS

1. Tax on speculative sats on ekch ges.-The House bill places a tax on all
transactions on the stock exchanges and on the commodity exchanges. The
American Farm Bureau Federation recommends as a substitute for this proposal
that a tax be p laed only upon the purely speculative transactions on the
exchanges. In lieu of the taxes provided in the House bill, it Is recommended
that a graduated tax of from one-half to 2 per cent of the gross sales be placed
on short sales and on other sales of a purely speculative nature on the stock
exchanges and on the grain and cotton futures exchanges.
It Is further recommended that the tax on speculative trading on the grain ex.

changes be made to rest mainly upon speculative transactions in excess of 500,000
bush ls of any one trader during any one day In any one future, with a more mod.
orate burden on speculative transations between 100,000 and 500,000 bushels.
Similarly, It is recommended In the case of the cotton exchantges that the tax on
speculative sales of cotton be made to rest mainly upon the speculative trausac-
tions In excess of 25,000 bales of any one trader during any one day In any one
future, with a more moderate burden on speculative transactions between 1,000
bales and 25,000 bales.

By limiting the tax to speculative transactions only, no penalty Is likely to reach
back to the farmers in the form of lower prices for his commodities, because these
speculative transactions are purely "phantom" and do not involve usually the
actual transfer of any commodity.

A specific exemption should be provided in the statute for hedging, cash trading
and other legitimate forms of trading. The problem of determining what con-
stitutes a purely speculative transaction and what constitutes hedging may be
left to the Bureau of Internal Revenue to work out by regulations, in cooperation
with the United States Department of Agriculture. As a suggestion along this
line, it may be practicable for the bureau to require through its administrative
rulings that customers state on their orders whether the transaction is a hedging
operation and thereby place the burden of proof on the operator to show that his
transaction Is not a speculative one. In other words, it would be assumed that all
future trading operations are speculative for the purposes of the revenue act unless
the customer shows proof to the contrary.

2. Stamp tax on conveyances. -The rate of 60 cents on each $500, as provided in
the House bill, is somewhat excessive. A large portion of the transfers of real
estate at the present time represent forced sales and are usually exceedingly
unprofitable transactions for the seller. This tax in such sales would be deducted
as a part of the expense of sale and would therefore fall on the seller, who Is least
able to pay It. It Is recommended, therefore, that this tax be reduced to 5 cents
on each document, which would not be an excessive burden and would bring in
the modest sum of $5 000,000.

3. Sales of bonds. --lhe provisions for a tax of one-eighth per cent on sales of
bonds provided for In the Ilouse bill, is approved.

4. /*amp tax on receipts, aequittances etc.-A moderate tax of 1 cent per $100
uand 2 cents for amounts In excess of $io is suggested on receipts, acquittance
etc. It is estimated to bring In a total revenue of $25,000,000. This Is io
provided for In the House bill.

6. Issues of capital stocks and bonds.-The House bill provides for a rate of 10
cents per $100, estimated to bring in '$8,000,000 In additionAl revenue. This
shouldF be retained.
6. Thealer admissieen. -The House bill provides a tax of I cent for each 10 eents

over 45 cents, with an estimated revenue therefrom totaling $40,000,000.
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The American Farm Bureau Federation recommends the same tax rate but

suggests that the exemption limit be lowered to 28 cents, making the tax apply
to all admissions in excess of 28 cents. This will exempt virtually all of the
so-called neighborhood movies and the least expensive forms of amusement.

7T.Oorporion-rokrefoa taw.-A graduated registration tax on corporations
Is suggested ranging from $5 on corporations under $10,000 capitalization to
$500 for those with capitalisation In excess of $8,000 000. This is estimated to
yield $80,000,000 in additional revenue. This tax is iased upon the theory that
a corporation enjoying as it does special privileges and benefits by virtue of its
corporate status should properly pay to the Government a measure of taxes
commensurate with the benefits received.

8. McAthe.-An excise tax of 4 cents per 1,000 Is contained in the House bill.
This Is perhaps excessive as It would mean a tax of 2 cents on a 8-cent box of
matches. It is suggested that this be reduced to 2 cents per 1,000, which would
be 1 cent on a 5-cent box.

9. Luxury taes.--In addition to the theater-admissions tax, numerous other
taxes on luxuries are contained In the recommendations of the American Farm
Bureau Federation, Including the following items: Cosmetics, furs, jewelry,
sporting goods and cameras, beverages, chewing Sum, radios and phonographs
mohanloil refrigerators candy, yachts and motorboats It colleted at the
these taxes be provided kor a tmporat period mo that they be collected at the
point of manufacture In order to 1&06%tee their collection and to avoid not only
the expense, but the inevitable irritation Incident to collecting taxes or retail
sales. All of these luxury taxes are Included in the House bill and should be
retained If necessary to balance the Budget.

10. Miscellaneous-.A tax of 4 cents per galln on lubriatlpg oil is cotained ln
the House bill. If necessary to balance the-Budget, this form of tax may properly
be retained temporarily, but the, rate should be reduced to 2 cents par gallon .1
the 4*cent rate Is too high. A tax on lubricating oil has not been exploited by
the States to the extent that the gasoline tax has, and because of its higher value
per gallon can bear increased taxes to a greater extent than gasoline.

A tax of 10 per cent on the annual rental of safety deposit boxes is included in
the House bill and should be retained, not only because of the revenue received,
but as a penalty upon hoarding.

A tax of 5 per cent of the gross receipts of radio advertising is suggested as an
additional item which Is not in the House bill, and which could be used if necessary
to balance the Budget.

In presenting its program of suggested sources of revenue to balance the Budget,
the American Farm Bureau Federation ha not taken the position of transferring
all the burden to other groups than agriculture. Many of the taxes which have
been suggested will fal in part upon farmers. An effort has been made to for-
mulate a tax program which will provide sufficient revenue to balance the Budget
.and which will distribute the burden on the basis of ability to pay.

EXCISE TAXES ON IMPORTS

'The sources of revenue thus far suggested by the American Farm Bureau
Federation are estimated to yield $1,818,500,000, if an allowance of $150,000,000
be included as savings through economy. If these estimates are correct, this
sum would be approximately $77,600,000 In excess of the $1,241,000,000 estimated
to be required t balance the Budget.

If additional revenue Is necessary to balance the Budget it is estimated an
additional $93,000,000 may be obtained through the imposition of excise taxes
on certain imports Into the United States which are now free of duty for the
most part. Coffee tea most of the spices, tapioca and other tropical starches,
jute In unmadiufaotured form, and bananas all enter the United States free of
duty. If additional revenue Is needed to balance the Budget, these items
should bear some portion of the additional tax burden. Taxes of 2 cents per
pound on coffee, 3 cents per pound on tea, 5 cents ":r pound on spices that are
now free of duty, 2X cents per pound on tapioca and other tropical starches, 5
cents per pound on unmanufactured Jute and 6 cents per pound on manufac-
tured Jute, one-half cent per pound on sugar, and 25 cents per bunch on bananas
are suggested. While sugar is already dutiable, the price of sugar has dropOsd
to such an extremely low point that it can easily bear an additional one-ialf
,cent if applied for avenue purposes, if necessary to balance the Budget.
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ITinS IN THE HOUS SILL SPEGIVICALLY OPPOSED BY AMERICAN WARM BUREAU

FEDERATION

1. Taxes on automoblcs, 'rucks, and accessories.-This tax will be more burden-
some to the farmers and the working people thah to any other groups in the
Nation, which would be affected thereby. Over 90 per cent of the passenger
automobiles sold in the United States are below $1,000 in value, There is no
question but what the manufacturers wil pass this tax on in full to the con-
sumers. This means that the bulk of th tax will be paid by the purchasers of
low-priced cars of less than $1,000 in value. So far as the farmer is concerned
the automobile and the truck are more of a necessity than a luxury, It is his
moans of transportation to market.

Furthermore, the States have already utilized this field of taxation rather
severely. The estimated average annual tax per motor vehicle, not Including
gasoline taxes, is $146 or including gasoline taxes, $288.

State and muicIpai taxes on motor vehicles have almost reached the "satura-
tion" point. In 130 the amounts in taxes for motor vehicles were:
Registration fees ................................. $386, 704, 80
Personal property and municipal taxes ....................... 160,000 000

Total ...........................................- , 704, 860
Gasoline tax ............................................ 494, 688, 410

Total ................................... I 000, 388, 270
The following table shows how extensively automobiles, trucks, and tractors

are used on the farm:

Farm machinery and facilities by Staes, 1930

State

Alabama ..........
Arizona ...........
Arkansas ..........
California .........
Colorado ..........
Connecticut .......
Delaware ........
Florida ............
peorgia .......Ilinois ..........
Indiana ...........
Iowa ..............
Kansas ............Kentucky ...
Louisiana.Maine.........
Maryland ........Masschusetts ....
Michigan .........
Minnesota ........
At ississipli ........Missour| .......... I
Montana ..........
Nebraska ...
Nevada......

Autonao.
blss

7111
9,918

13,184
8t724

192 873

240,812
171,018
8784
43,082227
37,972
17,038
180,922
188 717a,563
170,466
38,10

141,144
2,921

Motor
trucks

12,835
3,062

11,000
0XO440; 91

1,203
0;281

40,371

7, 188
9281

10,781
11,284
9, 672

30,857
10,803
20,132
14, 018
26,045

1,241

Tractors

4,04

44, 43718, 334
2,667

5,0181
4,691
0% 628
41,979
60,258
06,278
7,M2
5,0168$,410
7Z*01
8,921 1

34,870
48,457

8,642
19.031
40,72

State

New Uampshlre..
ow Jersey ......

New Mexloo ......
New York ........
North Carolina...
North Dakota.....
Ohio ..............
Oklahoma .....
Oregon ........
Pennsylvania .....Rhode Island .....
South Carolina ....
South Dakota.....
Tennessee .........
Texas .............
Utah ..............
Vermont ..........Virginia........
Wasbington...
West V rginia.....
Wisconsin .....
Wyoming .....
Idaho ..........

Total .......

Auto'no. " Motor
bfe [trucks

11,079 4,839 1,0
22,371 14,783 8,088
15,3,95 6326 2 47

141,910 86,94 40,369
132,878 18, 11,428

7878 161990 37,60
2 852 39,210, 5 8074

127, 448 23,930 2, 00
47, 440 9,741 9, 8*

152, 222 47,062 33,813
2,09 1,701 869

61,784 ,9088 3,462
81,923 14,816 33,837
89,032 0039 ,56
30,178 8 64660 37,348
17,574 4,i89J 1,420
18,820 ,0883 2,428
8k,403 19,459 9,787
85,998 18530 8,38
38,978 71,432 r 2.792
176,704 8, 780 80,173
12,824 4,1(3 4,110
33,60 0,281 491

4,080,112 890,618 919, 1n

2. Increase in first-class postage.-The American Farm Bureau Federation
opposes any increase in the rst-c ass postage rate. The reasons for this position
have already been set forth under the discussion of the proposed increase in
second-class rates.

OTHER PROPOSED TAXES OPPOSED BY AMERICAN FARM BUREAU FEDERATION

1. General sales tax.-For 10 years the American Farm Bureau Federation has
consistently opposed the general sales tax. Its principal objection to this tax
is that it Is'not based upon "ability to pay" but upon the "necessity to consume."
It places too much of the tax burden upon the people least able to bear it. It is
highly irritating from an administrative standpoint. Even though food, clothing,
and certain other necessities of life should be exempted from the tax, it would be
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an unwise public policy to embark upon this form of taxation, because once started
it would probably never be abandoned, but instead it is feared that each time the
Federal Government is pinched for revenue, some extension of the tax would be
made on the theory that it Is easy to collect. As a result, it io feared that this
tax, if once established in our tax structure, would be broadened more and more
until It wouloi largely displace the estate tax, the gift tax, and the income tax as
the basis of our Federal revenues. Such a development would be exceedingly
unfortunate from the standpoint of public policy because it would penalie the
poor for the benefit of the rich.

2. Manufacturers' excise tax.-The American Farm Bureau Federation opposes
the manufacturers' excise tax for the same reasons that it opposes a general sales
tax. The same arguments a ply to both except that the manufacturers' excise
tax, although collected with less irritation to the consumners, nevertheless opens
the way for the abuse of pyramiding between the manufacturer and the consumer
so that the consumer would probably pay in many instances several times the
amount of the tax actually ollected in the first instance.

3. F federal gaeolhne ta.-The American Farm Bureau Federation opposes the
Federal Government entering this field of taxation because it has been so
thoroughly exploited by the States that the commodity can scarcely bear any
additional taxes. Some States now collect as much as 6 and 7 cents per gallonl
on gasoline which, with retail prices of approxinmtely 15 cent, is near the point
of confiscaion in the sense that if the tax goes much higher many consumers
will have to forego Its use. Inasmuch as the States have already exploited
extensively this fornk of taxation, the Federal Government should leave it to the
States exclusively as a source of revenue.

4. Federal tax on bank checks.-This is a particularly onerous tax upon the
cooperative marketing associations and particular types of businebs enterprise
which deal with a large number of patrons. It hits the dairy industry parti.
cularly hard because of the large volume of small milk checks which are a neces-
sary part of the marketing methods in this industry. There Is no necessity for
resorting to this tax, which particularly penalizes the dalry farmers, the poultry
and egg producers and their cooperative associations, as welI as a large number of
individual citizens. Ample funds can be obtained from other sources with which
to balance the Budget.

STATEMENT OF FREDERIC BRENCKMAN, WASHINGTON, D. C.,
WASHINGTON REPRESENTATIVE OF THE NATIONAL GRANGE

The CHAIRMAN. You represent the National Grange, Mr. Brenck-
man?

Mr. BRENCKMAN. Yes, sir.
The CHAIRMAN. Are you in accord, substantially, with the state-

inent made by Mr. Gray?
Mr. BRENCKMAN. The entire statement?
The CHAIRMAN. Well, substantially.
Mr. BRUiNCMAN. Well, in the mai we are in accord.
The CHAIRMAN. If so, a mere statement to that effect would be

very, very acceptable to the committee; but if you have anything
else or have any criticism you want to offer, I wish you would confine
yourself to that.

Mr. BRE &CMAx. There are various things that I would like to
mention, Mr. Chairman, that were not touched upon by Mr. Gray.

The CHAIRMAN. Very well.
Mr. BREcCKmAN. I will try to be as brief as possible so as to con.

serve the time of the committee.
The CHAIRMAN. I wish you would.
Mr. Bt .NCJMAN. Our organization is the oldest general farm

organization in the country. It was established 65 years ago. We
have approximately 800,000 members, and we maintain State organ-
izations in 32 States.
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Our policy with reference to public questions is framed at our
annual conventions, at which all States i which the grange is estab.
lished are represented by voting delegates. At our last annual con.vention, held at Madison, Wis., in November, 1931, we outlined our
program on the subject of taxation in a series of short resolutions.
If there is no objection, I would like to read that program into the
record at this time.

The CHAUiMmAN. Yes; that may be done.
Mr. BDENCKMAN (reading):
We, your comninittee on taxation, submit the following report:
As outlined in detail further in our report we endorse the recommendations made

by the national master In his annual address, agreeing that economy and efficiencyare the crying needs of government, that the first step in tax reduction is to ur.tail tax spending and eliminate duplication in government that a conscious
taxpayer means a conscious tax spender; and that no man should be permitted
to enjoy his share of government free of charge.We reaffirm our stand for equity and justice in taxation as summarized in three
siaiiple declarations passed during previous sessions:

1, "Resolved, That the Natioal, Grange express its conviction that any justsystem of taxation requires that taxes be eie in proportion to benefits received
and to ability to pay. ' (Sacramento, 1926.)

2. "We urge the passage of laws that will force luxury and privilege to pay a
part of the cost of government, thus relieving farms homes, d general businessfrom some of its too heavy burden." (Cleveland, 1027.)3. "We favor distribution of a portion of the proceeds of the Federal Income
and estate tax among the Staten on the basis of school regItration or some other
similarly equitable baui." (Cleveland, 1927.)

General points:
1. This committee believes that the time has come when immediate relief fromoppressive real estate taxes should be granted t- our farmers. The share of the

cost of Government defrayed by the general property tax Is dispoportionateand unfair, and the amount of real estate required in relation to income is fargreater in farming than in most occupations. Our system of taxation, even inthe face of far-reaching economic changes, has undergone comparatively littlefundamental revision. If it were possible to wipe the slate clean of all existingtax laws, no sane person would consider for a moment building up in our country
a tax system which required that general property should pay 80 per cent or moreof the taxes. Any plan for equalizing taxation should have for Its first objectnot the obtaining of more revenue, but the shifting of the tax base away from realestate. Now, when there is so much of delinquent taxes and of tax sales in ruralcommunities, seems to be the psychological time to make our demands heard.When the present depression shall have come to an end, and when its effects shall
be forgotten in a period of reasonably general prosperity, public opinion willchange and will desire expansion in public expenditures. Unless some form of
tax equalization is adopted previous to that period, the farmer will feel, even
more heavily than now, the burden of unjust taxation.

Our task Is threefold:
1. To formulate plans for reducing total expenditures without injury to essential

services.
2. To develop plans for Improvement in the administration of existing tax laws.3. To propose tax-revision which will more justly distribute tax burdens.
Budgeting is the first step in controlling expenditures; but the Budget itselfmust be controlled. There is need of a study of budget laws, and especially ofthe new State budgetary control laws, now being tried out in Indiana, Iowa, andNew Mexico. It is suggested that in the publishing of proposed budgets theexlwnditures and budgets of previous years be also published, tabulated for

ready reference. Consolidation of some local governmental units should also
prove helpful in reducing tax expenditures. Proposed expenditures should begiven wide publicity in plainest terms In advance of action. When finances,
through borrowing, there should be required a substantial sum out of currenttaxation. This would have a sobering effect. Federal and State relationships
should be worked out carefully so as to avoid harmful double taxing.

In the administration of existing lax taws, all property should be assessedequitably. Each district should itudy its tax exemptions to discover if all
income-bearing property legally taxable is carrying its share of the tax burden.
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The duties of a tax assessor require experience and honesty, anl their decislonis
should not be politically influenced. Care should be exercised by voters in the
choosing of such official. Methods should be perfected to enforce legal assess
ment and to improve assessment laws in the interest of equitable assessment.
In the $tates not having a strong central taxation authority in the form of a
tax, commission or commissioner, such authority should be established. This
body could do much to bring on to the tax rolls property now escaping, thus
reducing farm tax burden.

To the end that tax burdens may be more Justly distributed, your committee
makes the following recommendations:

FEDERAL

1. No reduction in the Federal income tax.
2. Maintain and increase the estate tax, and allow the States to retain a

gm r portion of tax collected.
S. The collection of a limited tax on luxuries.
4. A substantial portion of the Federal corporation income tax returned to

the States, and the Individual paying both Federal and State income tax to be
allowed to deduct from his Federal tax a substantial portion of his State income
tax.

8. To avoid evasion of the purposes of the estate tax, there should be a Fed.
end and State gift tax.

STATE AND LOCAL
1. A debt control law.
2. Pending the enactment of Federal legislation under which a substantial

portion of Federal income tax is apportionid to the State there should be an
equitable graduated Inuome tax, with low exemptions and Yow rates. Credit to
the Federal income fcpye, for State income taxes paid up to a reasonable per
cent of the Federal tax would help to induce States to adopt the personal income
tax, and would be conducive to greater uniformity In income taxation among
the States.

3. Limitation of all special assessments against real estate.
We urgently recommend the study of the relative merits of various State

budgetary control laws, especially those of Indiana and Iowa, to the end that
those being followed might be improved and local governments following no
budget law might be induced to adopt the better system.
We oppose:
1. Issuing bonds to cover current expenses.
2. General sales tax, either Federal or State.
8. The use of funds obtained from automobile licenses and gasoline tax for

other than highway purposes.

We were well aware when our convention was held that it would
be necessary to levy additional taxes in order to balance the Federal
Budget. With th.p in mind, we advocated increased income and
estate taxes, together with a restoration of the gift tax, to prevent
evasions of the law. Our organization has always been opposed to
a general sales tax, because it ignores the principle of ability to pay
and is a tax upon the necessities of the people.

In our opinion the House acted wisely in rejecting the proposal
for a manufacturers' sales tax, and we trust that no effort will be
made by the Senate to revive it.

In his appearance before the committee last Wednesday, Mr. Mills,
the Secretary of the Treasury, well said: "There is no nourishment
in the hole of a doughnut."

To say that a general sales tax under prevailing conditions would
be a legislative monstrosity is but stating the truth. It is conceded
that there are probably 7,000,000 people in this country to-day who
are unemployed. Adding their dependents, it would probably be
conservative to say that about 25 000,000 people have little or no
income, while many of them are subsisting upon charity.
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The disproportionate burdens of taxation placed upon agriculture
together with the collapse of farm prices have worked the virtusi
ruin of a large part of our farmers. Combining the unemployed in
our industrial centers with our agricultural population gives us a
total of approximately 50,000,000 people whose purchasing power
has been greatly impaired or wholly destroyed.

Reputable econonusts tell us that 80 per cent of the wealth of the
country is owned by 4 per cent of the people. It is plain that the
inequitable distribution of wealth was one of the major factors in
bringIng on the present depression, and it stands to reason that our
troubles can not be remedied by the imposition of a sales tax on the
necessities of the people.

Treasury figures show that during the year 1920 there were
804 men in the United States who had net taxable incomes of over
$1,000,000.

Senator GEORGE. One billion.
Mr. BitRcKMAN. More than $1,000,000 each.
Senator Gnomo. $1,000,000 each?
Mr. BnENCxMAK. Yes. The aggregate net incomes of these 504

men was $1212,098,000.
Senator BinroAM. What was it last year?
Mr. BRENSCMAN. It dropped considerably.
The Yearbook of the Department of Agriculture shows that the

farm value of the cotton crop as of December 1, 1930, was $674,000,000
Senator BINGRAM. Just a moment. You gave us the figures for

1929, which was a very abnormal year.
Mr. BEENntMAN. Yes, sir.
Senator BxNGRAM. Have you got the figures for 1930?
Mr. BRENCIMAN. The figures are included in the hearing, which I

put in before the Ways and Means Committee.
Senator BINGHAu. Very well.
Mr. BRENCKMAN. The farm value of the wheat crop was

$517,000,000.
Senator REED. What year was that?
Mr. BRENCKMAN. 1930. Adding these figures together gives us a

total of $1,191,000,000. From this it will be seen that these 504 men
had a net income which was greater than the value of the wheat and
cotton crops combined during the year 1930, in the whole United
States.

Senator BNoAM. But you have given us the figures for 1929, have
you not?

Mr. BRENCKMAN. Yes, sir.
Senator BINOHAM. When it was very high. And the other figures

you have given us were for 1930, when it was down. Do you think
that is fair?

Mr. BRENOKMAN. Well, I think that the figures for farm income are
not far from the average.

How can we expect prosperity to be general when the wealth of the
country is concentrated in such a few hands?

What is needed is greater consumptive capacity on the part of the
people. That is a fact which Congress should bear in mind in passing
legislation to balance the Budget.

In general tens, we approve of the increased income and inheritance
taxes contained in the House bill. We also approve of the gift tax.

18
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Senator HAausoN. Do you mean by that that they went high
enough in the House bill on the gift tax provision?

Mr. kRiZNKMxuAN. Well if, in the opinion of the committee, more
money could be secured by raising those rates, I think it would be
much fairer than taxing the people who have no income.

There is Justification for saying that the Federal Government has
oeen receiving only a small portion of the revenue that it should
derive from the estate tax. This is a just tax and does not in the
least stifle enterprise or initiative.

Senator HAReisox. May I interrupt there to say that Mr. Parker
has just handed me the figures which show that there were 450 people
who had over $1,000,000?

Mr. BRzEcEAN. Yes.
Senator BINOHAM. That is compared with the 504 men who he

said had $1,000,000.
Senator HARRisox. Yes; that is his figures.
Mr. BENICMAN. However, there, isntt any class of people whose

income has been cut dovm in the last few years to the same extent as
the farmer's income has been reduced. The value of farm commode.
ties to-day is roughly, just half what it was in 1921, while the fixed
expenses, suoh as taxes, freight rates, interest on the mortgage, and so
forth, cost just the same as before.

Senator HAnISON. It is higher in some cases, because mi many
cues the freight rates have been increased. And local taxes have
been increased.

Mr. BtENCKMAN. Yes; and I might say that during some of our
most prosperous years, from 1926 to 1929, when we saw the greatest
era of prosperity ever known in times of peace in this country, there
were 682,000 men who lost their homes and farms through tax sales
and foreclosures. That is more than one-tenth of the number of
farmers in the United States. And all that happened before the
present depression set in.

Senator BINGHAM. Did you say one-tenth?
Mr. BRENCKMAN. One-tenth.
Senat -BINoAM. We were told last year that in the city of Phila-

delphia 30 per cent of the people lost their homes through tax sales
and foreclosures.,

Mr. BRscKMAs. I don't suppose that is' -tw throughout the
country. But if a more horrible example is needed, look at the news
of a few days ago from Senator Harrison's own State of Mississip i,
where more than one-fourth of the homes of the State were sold for
taxes in a single day.

Senator HARISON. I do not think it is any worse there than in some
other parts 9f the country.

Mr. BRENCKMAN. No.
Senator HARRISON. We, of course, sell them all at one time, and net

at various times throughout the year, as is the case in some States.
Senator CONNALLY. And that is not final; they have the opportunity

to buy them back.
Senator HaImON. If they can get enough money, yes.
Senator BINGHAM. My idea In interrupting was to suggest that in

the cities just as many people are suffering and are unable to pay their
taxes and the interest on the mortgages on their homes as in the
farming qommunitiea.
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Mr. BRI1NCKMAN. I do not mean to convey the impression that the
farmers are the only people who are suffering. I know there are others
who are suffering a well.

The purposes of the estate tax are twofold: First to prevent the
accumulations of wealth in the hands of those who did little or
nothing to create it; and, second, to lig]iten the burdens of taxation
that weigh so heavily upon the backs of those who toil.

Andrew Carnegie, one of the wealthiest men of his time, was a
firm believer in the justice of the estate tax. In his book, The Gospel
of Wealth, published in 1900, he said:

The growing disposition to tox more andi more heavily large estates left at death
Is a cheering indication of the growth of a salutary change itn public opinion. Of
all forms of taxation this twems the wisest. Men who are hoarding great suis all
their lives, the proper use of which for public ends would work gool to the com-
munity from which it chiefly cane, should be made to feel that the community,
in the forin of the State, can not thus be deprived of its proper share.

Senator HARMISON. Would you go higher than the estate tax law
as incorporated in the House bill?

Mr. BRENKMAN. I think, under present conditions, we would be
justified in doing that, Senator Harrison.

I just want to cite you these figures that are contained in bill.
On a $10,000,000 estate, that estate, under the old law, would have
paid $1,334,500; under the new bill it would pay $3,094,500.

Under a $100,000,000 estate, under the old law it would have paid
$19,333,500, under this law it would pay $43,593,500.

Senator dEoroE. Nearly half.
Senator HARRISON. Yes.
Mr. BRENCKMAN. I think that is the rate.
Senator HArIRWoN.-Take a $400,000 estate, it now pays, under

the present law, $8,500; under this new bill it would pay $30,500.
So they have graded it up so that in the smaller ones there is a very
large increase. I

Mr. BRkIri4.AMAN. Continuing, Mr. Carnegie said:
It is desirable that nations should go much farther in thi (irection. Indeed,

it is difficult to set bounds to the share of a rich man's estate which should go at
his death to the public through the agency of the State, and by all means, such
taxes should be graduated, beginning at nothing upon moderate sums to depend.
ents, and Increasing rapidly as the amounts swell.

I am tempted to say just a word at this time about something that
Mr. Gray touched upon.

Senator CONNALLY. You do not want to forget Mr. Roosevelt.
Mr. BRExcxMAx. I think he did.
Mr. Gray spoke of the possibilities of getting increased revenue by

stiffening up the law with reference to exemptions and abatements
and refunds. The Ways and Means Committee has stated that by
administrative changes in that connection about $100,000,000 addi-
tional could be covered into the Treasury. In my opinion, that is a
very modest estimate. According to figures furnished by the Joint
Committee on Internal Revenue during the years from 1922 to 1930
inclusive the deductions and abatelnents and cash refunds allowed
by the treasury Department under the existing law reached the
colossal sum of $3,400,000,000.

The CHAIRMAN. You say under the existing law?
Mr. BUENCKMAN. Well, under the laws during those years.
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The CHAIRMAN. The laws in affect during the war.
Mr. BENCKMAK. Well, It dated from 1922 to 1930, inclusive.

It would seem therefore, that an estimate of 6100,000,000 a year to
be saved to die Government in that connection is a very modest
estimate, and that the committee of the Senate might well consider
what could, be done by stiffening up the rules about exemptions,
abatements, and refunds.

The wisdom of imposing tariff items in an internal revenue measure,as the House bill does n two instances, is to be doubted. The
inclusion of a few more such items might easily lead to a tariff fight
which, with its unsettling effects, would be likely to work more harm
than good to the country under prevAiling conditions.

Senator SnonawTnom. Pardon me. Assuming, however, as to
tariff items, that it could be limited to one or two or three or four,
that would not necessarily prolong discussion, would it in your
judgment? As, for example take oil, coal, copper, and possibly
one or two other items: should we not limit the discussion to those
three or four or five?

Mr. BzNCKMAN. Possibly it could be done. I know that there
are various people around Washington now who are being encouraged
by the existing situation, and inquiring whether it would not be
possible for them to get increased tariff rates on commodities in whichthey re interested.

are opposed to the imposition of a Federal tax on automobiles,
accessories, and gasolhie. n orur opinion, that Is a field of taxation
which is already well exploited and which should be left to the States.
The gasoline tax in 1931 amounted to $524,000,000; license fees totaled
$348,000,000.

Senator SHOamTwoDz. All State legislation?
Mr. BRENCMAN. Yes. While personal property and municipal

taxes on motor vehicles took $150,000,000. This makes a total of
$1,022,000,000, or about one-tenth of all taxes paid in the United
States -Federal, State and local.

Senator BINGHAM. flow much of that money goes into the building
of roads?

Mr. DRENCXMAN. The theory is that it should all go into the build.
ing of roads, but the tendency is to divert those taxes to other uses,
which is an unsound proposition..

Senator HARRISON. But as a general rule, the imposition of the
gasoline tax in the States is for the purpose, and it goes toward putting
up the State's part for the building of roads; is that not true?

Mr. BRENcuMAN. Yes; as a general rule, although I heard recently
that the State of New Jersey was intending to put up State buildings
costing millions 'of dollars and pay for them out of the taxes on gaso-
line and license fees.

We have expended billions of dollars in building improved highways
and it would be unwise to adopt a policy of taxation that would tend
to make it prohibitive to use those highways.

The House bill places a tax of 3 per cent on passenger automobiles
2 per cent on trucks, and I per cent on accessories. It is estimated
that these combined taxes would yield $56,000,000. But in view of
the heavy taxes already levied on motor vehicles, these new taxes
would be discriminatory and unjust.
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Roughly speaking, one-fifth of all the automobiles and trucks in
the country are on the farms of the United States. The trucks on
our farms alone number more than 900,000. They form a part of
the necessa equipment of our farms. They are no more luxuries
than freight cars and locomotives are luxuries, yet no one would
think of placing a special tax on freight cars and locomotives.

If these items should be stricken from the House bill, as we think
they should be, the question naturally arises as to where we should
look for the-

Senator SnoUTamwO (interposing). I was about to ask that
question.

Mr. BRINCKMAN (continuing). Where we are to look for the
$58,00,0000 in revenue which these proposed special taxes are esti-
mated to produce.

The record shows that the Ways and Means Committee considered
the propriety of piling a tax on gas and electricity. The Treasury
Department likewise suggestd a tax on the domestic consumption of
electricity and gas. According to the estimates of the Treasury, a
tax of 7 per cent on domestic consumption would produce revenues
of $94,000,000 a year. But if such a tax is to be levied, why should
it be limited to domestic consumption?

According to flures furnished to the Ways and Means Committee
by the Federal Trade Commission, the total revenues of the electric
power companies during the past year were $2 137,000,000. The
value of the natural gas produced was $415,000 060; while manufac-
tured gas was valued at $521 000,000. This makes a total of $3 078.
000,000. Three per cent on that sum would net $92,190,000. And If
7 per cent Is not excessive as a rate of taxation on domestic consump-
tion I do not see why anybody should claim that 3 per cent Is too
much for all of us to pay.

Such a tax would be more fair and equitable than the proposed
special taxes on automobiles, trucks, and accessories. There is rea-
son to believe, moreover, that such a tax could be largely absorbed,
instead of being passed on in full to the consumer.

I just want to say at this point, Mr. Chairman that the other two
farm organizations are in accord with the stand taken by the National
Grange regarding taxes on automobiles, trucks, and accessories.

It s gratifyin- to note that in taking steps to balance the Budget
Congress is not depending on the levying of taxes alone. Eficiency
and economy are quite as necess a ad tional taxes in meeting the
financial situation with which the Government Is confronted.

Senator SHORTRID0o. Let me ask you one question: Assuming that
your views should prevail as to exempting from the suggested taxes
the items you referred to, you have suggested other sources of taxa-
tion?

Mr. BaRENOMAN. Yes; that was my purpose. I believe the pro-
posed automobile taxes should be dropped and that we should -ind
other sources of revenue to take their place.

The CnwAmNA. Thank you, Mr. renckman.
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ITATlEMNT O 4O1N A. 5XNO1, PI1DINT 7*3IBRS
NATIONAL UNION, WASIINGTON, D. 0.

The CHAIRMAN. Mr. Simpson, your name is John A. Simpson?
Mr. SIMPsON. Yes sir
The CHAIRMAN. You represent the Farmers National Union?
Mr. SImPsoN. Yes sir
The CHAIRMAN. You may proceed.
Mr. SImPSON. In the man, I agree with what the other gentlemen,

who represented the Grange and the Farm Bureau, have said. I want
to emphasize the position of the National Farmers Union on the
.fundamental principle of taxation, that the burden should be placed
where they are most able to bear it; that those able to pay should be
the ones that are taxed.

On that basis, we think there is no fairer tax than a net income tax.
If a man has a net income he can pay without having his capital
investment confiscated. When he has no net income and he has to
pay a tax, he is paying !t out of his capital investment, and that is
wrong.

The CHAIRMAN. Under this bill, if he does not have a net income
he would not have to pay a tax.

Mr. SIMPSON. If you have a general sales tax he would pay whether
he had an income or not.

The CHAIRMAN. That is correct. But not under this bill.
Mr. SImPsoN. Yes.
Senator CONNALLY. Of course you do not carry that over as

against the estate tax, do you? Vou favor that, do you not?
Mr. SIMPSoN. Yes. I will come to that in a minute, Sen'%'.
Senator CONNALLY. All right.
Mr. SImPsON. One of the troubles of the farmer to-day is tltat he

has been taking out of his capital right along to pay taxes aid, of
course, to pay his other bills, too.

Senator BINOHAM. How about the millions of industrial workers
who have been paying money out of their savings accounts to pay
for everything that they have bought in the last few years?

Mr. SImPsoN. Under the Good News Flashes in the papers, I see
where our industrials pay dividends right along.

Senator BINOHAM. I am not talking about the industrialists who
own the plants, but about the 3 000,000 or 4,000,000 people who are
compelled to pay expenses out of the savings they have accumulated,
their Liberty bonds, and such things as they have. They have been
living on their savings for the last two or three ears.

Mr. SIMPsoN. It is on their behalf that I spea, as well as on behalf
of the farmers. I don't want any tax placed on that sort of an indi-
vidual. I don't want them to have to pay tax when they purchase
something. I want the man taxed who-has a net income.

Senator BINOHAM. Then you would not be in favor of the sugges-
tion made a few moments ago that they be compelled to pay a tax
on the electric light which they consume in their houses in the city.

Mr. SIMPsoN.-I would say that I do not like that tax. I don't
want a tax that applies to the poor man, I don't want a tax that
goes on the man with no net income.

In this distressed time--I think as great as any time in the history
of our Nation-war time, or any other time, I would say that wars
time income tax rates are not inconsistent with the situation.
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Senator BixNonA. Waa.tlme incomes?
Mr. SIMPSON. War-time income tax rates are not inconsistent with

the situation.
Senator BnuAv. I wondered whether ycii thought anyone had

war-time Incoom.
Mr. SzMesow. Inheritance and gift tax rates on large estate

should be in lic with income tax rates. Our position is that the
life of this Nation depends on estate taxes and gift taxes that will
redistribute the wealth of the country. We believe that we are the
friends of the unfortunate individual who has acquired large wealth,
when we propose such measures. The history of all nations teaches
that the people of a nation will not stand for more than so much con.
centration of wealth, and if there is not a redistribution there is
revolution and overthrow of government. That is the history of all
nations. Anybody that studies it will find that true.

In this country, I have Senator Borah's statement made a year
ago, and umchallenged, that we have reached a plae In the concern.
tration of wealth where 4 per cent of the people own 80 per cent of the
wealth; and.98 percent have only 20 per cent of the wealth.

Senator Saonmnou. And you would ba.ng about redistribution
by way of taxing estates?

Mr. SiMisoN. That, I think, is one of the best ways of saving this
Nation from the menace ci the concentration of wealth.

I am sure you will agree with me on this that somewhere between
4 per cent owning 80 per cent of the wealth of the country, and one
family owning it, there would be a revolution. The people would
not stand for It. I am sure you will agree that is true. Now how
much further we have to go before you reach the point of overthrow
of the Government on account of the concentration of wealth, none
of us know, but it may not be very far. The organization I represnt
is in favor of such Tates of inherltvice and gift taxes as will save this
Nation from that situation.

Senator HARRasoN. Do you think, Mr. Simpson, that the House
rate provisions are sufficient?

Mr. SIMPSON. No, sir; that will not save the Nation.
Senator HAURISON. dow much further would you go?
Mr. SImPso. I think that the inheritance and gift taxes should

go at least a high as the income taxes were during the war.
Senator HARtsoN. Under the amendment put on in the House,

we have the highest estate tax we have ever Impod. ..
Mr. SImPsoN. Yes; I think that is right, but not as high as the

income rates.
The CHAIRMAN. Where a State has fixed an inheritance tax of 40

per cent, do you think the Government should impose 40 per cent
iso?

Mr. Slurs. It is my understanding that when a State puts on a
tax the Govermnent allows whatever is put on by the State.

Senator HAansoN. That was true under the old law; that is not
the case under this bill.

Mr. SIMPSON. This all goes to the Federal Government.
The CHAIRMAN. For instance, I know of estates now that if those

rates are carried into the law and the State would impose the same
inheritance tax that is now imposed, there will be very little. left of
any estate, no matter how large it is.
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Mr. SIMPsoN. If you leave the thing uncorrelated as to State and
Federal Governments, it is possible to have more than it should be. It
is necessary to take the two into consideration. You might have a
State tax that would put on more than 50 per cent and a Federal
Government tax that would put on more than 50 per cent, and that
would take the whole estate.

Senator CONNALLY. Under this bill an estate of $100,000,000 would
pay an estate tax of $4800,000.

Mr. SIMPsON. That is goihg pretty good, but that will not save this
Nation under the circumstances.

Senator SHORTnI01. Immediately, we are looking for some
revenue.

Mr. SMpSON. Yes; and that will give you revenue.
Senator HARIsON. Mr. Simpson, this is what gives me some con-

cern: Suppose a man who has a large ranch; a man who is a large
landowner; everything he has is in lands. Of course, you appreciate
now and may be for several years, it is ging to be impossible to dis-
pose of those lands. How is the State ging to collect its money? If
it is sold now, the whole value of it woWd be jeopardized. When we
sell land, we sell at the market price, and there is no market price.

Mr. SIMPSON. That is true, whether you make it 40 per cent, or
758 nr cent.

senator HARRIsoN. Yes; but that is different from where a man
has stocks and bonds, which you can sell.

Mr. SIMpsoN. Yes; that is different.
Senator HaRtRsoN. That is what is giving me some concern,
Senator BGoEAM. Mr. Simpson, our id is that in order to save

the country there must be a redstri ution of wealth?
Mr. SIMPSON. There must be.
Senator BINOHAM. And you go so far as to say that a man who has

800 acres of land should give up half of that to a man who has only
100 acres, in order to equalize it?

Mr. SIMPsoN. Well, r think it is a long ways from a man who has
$2,000,000,000, or more, down to a farmer who has something that
he can not sell.

Senator Ruw. What reliable information have you that anybody
is worth $2,000,000,000?

Mr. SIMPSON. It is in the papers every day.
Senator Snonwcoxi, Who are they? Mr. Ford and Mr. Rocke-

feller, or who? I have never heard the name given of any man who is
supposed to be worth that much.

Mr. SIMPsoN. Well, the Mellon family is said to be worth over
$2 000,000,000.

Senator RN3UP. They do not think so.
Mr. SIMPSON. That they control over $8,000,000,000 worth of

property; are worth $2,000,000,000, and control over $8,000,000,000
worth of property.

Senator RnisD. Where did you get that?
Mr. SIMPsoN. Out of a financial report in one of the papers.
The CHAIRMAN. Well, if they control it, have $2,000,000,000,, they

have $10,000,000 000, instead of $8,000,000,000.
Mr. SIMpsoN. Not necessarily. They control that much. I under-

stand Mr. Rockefeller controlled the Santa Fe when he had only
10 per cent of it.
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Senator Gzonoz. The $8,000,000,000 may not represent what they
own,

Mr. SImpsoN. No. You are in a hurry.
The CHAIRMAN, Yes.
Senator BiwoHaM. You are not in favor of equalizing farm, then?

If you have a man with a large farm, and one with a smaller farm-
Mr. SIMPSON. Possibly with very large holding
Senator BINGHAM. Suppose one manhas 1, 00 acres and the man

next to him has only 40 acres, do you think they should be equaihzed?
Mr. SIMPSON. It depends a lot upon the value. The 40 acres

might be worth more th 2,000 acres.
senator BINOHAi. Y0s; it might be.
Mr. SIMPSON. It not only might be but is often true.
Senator REED. Then the man with 40 acres should give up some.

dir to the man with 1,000 acres?
Mr. SImPsoN. Senator Reed, there is not any joke about this.
Senator RUED. No; there is not any joke; but to be logical, I am

trying to get your idea.
Mr. SIMPsON. Let me sound the warning that unless there is a

redistribution of wealth in this country something Is going to happen.
Senator REED. Why watt for people to die? Why not do it now and

call it communism?
Mr. SImPsoN. You will have communism if you don't do something

to redistribute the wealth of this country. Let me give you an
illustration.

You invite a dozen of your friends .to your home, and seat them
around the dining table. At plate is soup and greens. On the
table there is a lot of good things, roast turkey, pie cakes, nuts and
fruit. One of your guests reaches out and says, "I will take all the
goodies, you fellows can have the greens and the soup." You wouldn't

ave a guest there that would not have the manhood to get up and
say, "lou can't do that, you hog." [Laughter.] In the whole
United States there is not a man whose family would permit him to
do that. And yet we sit down around the national table at the end
of the year and 4 per cent of the people say, "We All take the goodies
and you, 98 per cent, can have tt'e soup and greens."1 There wil
come a time when the 96yp r cent will, rise up and say to the 4 per
cent, "you can not tdo it.'

Senator SHon RxhDG. You do not include beverage?
Mr. SIMPSON. We are all supposed to be dry.
Senator REED. Where do you get that 4 per cent?
Mr. SMPsoN. I told you, from Senator Borah.
Senator REED. Where do you get any confirmatory evidence of jt?
Mr. SImPeSON. The Senate ought to at least chastise him if his

statement is not true.
Senator CONNALLY. Mr. Simpson, let me see if I understand you

correctly. If you fix these rates on inheritance, the fact that a man
has that in lands, you would do it?

Mr. SIMPsoN. Sure.
Senator CONNALLY. I was saying that in answer to Senator

Bngham. The fact that he was a farmer, you would not make any
difference to him?

Mr. SIMPsoN. It doesn't make any difference whether it is in
stocks, bonds, or farm land, or what it is.

U1510-423-1O
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The Cnumnn. If he took his mony, then and invested it in
foreign bonds and foreign stocks and lands, would you confiscate that?

Mr. SyMIsON. At the present time they are not worth anything.
The CHAIRMAN. I want to get your idea.
Mr. SIMPSON. Whatever is in his estate.
The CHAIRMAN. No matter where it is?
Mr. Slmpso&. Wherever it is. Whatever is his estate would be the

subject of taxation in this country to apply just the sae, whether
you have 10 per cent inheritance tax, or 75per cent, the same rules
would apply.

Senator SHoaTaoIDn. Mr. Simpson, I do not want to delay you,
but you would distribute and divide up this 1,000-acre ranch quite
regardless of what it was devoted to, would you? What I mean is
thi: Suppose it were being cultivated and many, many men were
employedproducing a necessary crop, would you consider the uses
to which the land was devoted?

Mr. SIMPSON. Senator, that would be taken care of the very same
as they would take over a Ford plant; they wouldn't break it up into
a million different plants. They would go on operating it, but the
Government would own a certain interest on it.

Senator SHORTHIDGM. The Government, then, would take it?
Mr. SImPsoM. The Government would take it. No one would buy.
Senator SnonTDGm. And the Government would carry on the

cultivation or operation of this 1 000-acre ranch?
Mr. SImPsoN. In some cases it would be the Government that

would get the property, instead of so many dollars. If somebody
bought it, then it would be so maty dollars.

Senator SnoaTzm. Do you think it a wise provision for the
Government to own the lands of the Nation?

Mr. SimpsoN. They owned about all of it originally. They can
own an interest in it until such time as it could besold to good ad.
vantage. The States have taken 70,000,000 acres for taxes in the
last four years.

Senator SHORTRIDOE. Very well.
Mr. SImPsoN. They should not press sales. The Federal land

banks are not Government owned, but Government controlled, and
are pressing foreclosures too much. They should give those people
an opportunity. To foreclose mortgages and sell for taxes now,
Senator, is a good deal like the fellows who follow up after a battle
and rob the wounded and dead.

The CHAIRMAN. Would you have a distribution every 10 years,
or every 5 years?

Mr. SPwsoN. Every time there is a death; every time a man's
state is to be divided up, there would be distribution.

Senator SHOXTRIDGmE. And it goes to the Federal Government?
Mr. SImPsoN. It goes to inheritance and gift taxes.
Now, there is another part of the bill on which I take a positive

position. As a poor substitute for what Congress ought to be doing
for home production, the bill provides a tax on oil and coal. I am
for this provision. It ought to include copper.

The CHAIRMAN. You mean a duty?
Mr. SImPsoN. It is a tax in this bill. It should be a duty that

would protect home production.
Senator SHORTIIE. I agree with you on that.
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Mr. SimPsoN. The Farmers Union stands for an American market

for American producers.
Senator StinowaiDos. That is my theory.
Mr. SimpsoN. It your new tariff bill had taken care of oil, coal,

wood pulp, and copper, there would be a million men at work to-day
that are out of jobs.

I believe that is about all I have to say,
The CnAzRMAN. Thank you.
Senator SHORTRIDeO. Right there, I think the rate of 1 cent a

barrel on imported oil should be more than doubled.
Mr. StmPsoN. You should have the sanie rule with the refined

products as you lave. the 1 cent on the crude.
Senator SHOA mDnmic. That would be 3 cents.
Mr. SimPsoN. It is inconsistent to say that crude bears I cent per

gallon and gasoline I cent, when it takes 3 gallons of crude lubricants
to make I of gasoline.

Senator SHORTRIDOE Certainly three times as much. It should be
at least three.

Mr. SIMPSON. Yes. That is all.
Senator CONNALLY. Mr. Chairman, before we adjourn for the

morning, I would like to move that we limit the speakers hereafter to
15 minutes each. If we do not, we will never get through.

Senator BINOHAM. I second that motion and amend -it to include
that they talk about subjects on which they are qualified.

Senator CONNALLY. If a man knows what he is talking about, he
can tell us more in 15 minutes than we can act upon in a month.

Senator SHOSTRIDGI. Then if we should interrupt him to ask him
questions, that time should not be counted against him.

Senator CONNALLY. No; I tldnk if we ask him questions, his time
might be extended.

the CHAIRMAN. Iia time can be extended when it has expired, if
the committee desires.

The CHAIRMAN. All in favor of limiting the speakers hereafter to
15 minutes will say aye. Contrary no. The motion is carried.

Senator i31OHAM. I understand his speech should be limited to 15
minutes, and then if he is pressed, we can extend the time afterwards.

The CHAIRMAN. Yes.

STATEMENT OF REV. JOHN A. RYAN, D. D., CATHOLIC
UNIVERSITY, WASHINGTON, D. C.

Doctor RYAN. Mr. Chairman and gentlemen, I was asked to appear
here by the Joint Com.mittee on Unemployment, because that com-
mittee feels that there is a considerable relation between some of the
provisions of the bill providing for new taxes which passed the House
of Representatives the other day and the general subject of unem-
ployment. I wal; asked to present the subject from the point of view
of ethics, although I shall not neglect the economic side, inasmuch -

I happen to teach both these branches.
The moralists agree with the economists that the right rule of tax:

tion is ability Lo pay. Now the proper measure of ability is current
income rather than total wealth. The latter may be wholly unprc
,ductive, as stocks that pay no dividends. The principle of ability
pay implies equality of sacrifice, not equality of rates. The -
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who pays 2 per cent on an income of $2,000 maker a greater sacrifice
than the man who is taxed at the same rate on an income of $10,000.
The same rate deprives the former of more important goods. In
fixing income tax rates, therefore, the just method is not that of
uniformity but that of progression. The same principle applies to
the rates imposed upon estates or inheritances. The principles of
ability to pay and equality of sacrifice are themselves corollaries of
the far-reaching principle of distributive justice, namely, that the
state should distribute benefits according to needs and burdens
according to capacities.

How lagh may the progression of rates go without violating justice?
In the House of Representatives, it was asserted a few days ago that
a 65 per cent surtax, plus a 7 per cent normal tax on that portion
of a man's income which exceeds $5,000 000 would amount to con.
fiscation. Presumably this term was used as a synonym, for injustice,
or at least as connoting injustice. I am unable to find any line of
argument by which tis contention could be substantiated, The
person who was fortunate or unfortunate, enough to come under
these maximum rates would still be permitted to retain more than
one-half of his first $5,000,000 of income and 28 per cent of the
remainder. In view of the fact that God created all men equal and
that he gave. the earth as a common bounty to all the children of
men, the receivers of such enormous incomes are not unjustly treated
when they are required to contribute approximately half of their
annual gains for the welfare of their county and the maintenance of
the Government under whose protection the incomes have been ob-
tained. If we are to reject the 72 per cent schedule, or even a higher
schedule, we shall have to do so on other grounds than that of injustice
to the individuals that pay these taxes.

Certain social reasons may be and have been urged against these
high rates. The receivers of the very large incomes would be tempted
to put their money into tax-exempt bonds. To this objection there
are two obvious answers: First the law might limit the amount of
any individual investment in Iederal bonds that would be immune
from Federal taxation; second, the purchase of public bonds is a
benefit to the political community which issues them, particularly
at the present time.

Therefore, the injury which the ery rich might do to the Federal
Government by putting some of their money into tax-exempt bonds
would be offset by the service which they rendered to the States or
cities issuing the bonds and in need of the money. The second
objection urged upon social grounds is that very high income and
inheritance tax rates tend to discourage the flow of capital into

industry. No person who raises this objection need be taken seriously
until he can point out a considerable number of manufacturers or
merchants who are unable to meet an increased demand for their
goods solely because they can not obtain capital or.credit to finance
the new sales. To-day we have an abundance of idle capital seeking
employment on almost any terms. The assumption that the owners
of t capital would prefer no income at all to an income from which
the Government took half, or even more, does not deserve fearful or
prayerful consideration.

The great need of industry to-day is not more capital but more
sales. In this connection, a statement made before his committee a
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few days ago by Secretary Mills in answer to a question by Senator
Couzens is sadly typical of the fallacious theory long entertained by
the masters of capital, industry, and finance.

According to Secretary Mills, it is not important how the product
of industry is distributed in relation to the demand for goods. The
rulers of our economic system have assumed that production might
be increased and multiplied indefinitely without making adequate
provision for the sale of this huge product. They failed to see to it
that sufficient purchasing power was put into .Ze hands of those
economic classes who were willing if they had it, to exercise that
power. Hence the existing depression.

'rho general principle of ability to pay not only justifies high income
and inheritance taxes but condemns all taxe% levied on the staple
artichs of consumption. A tax upon necessaries and comforts affects
practi ally the whole of the smaller incomes, but touches only a small
portion of the large incomes. Hence the injustice of all sales taxes
except those upon such luxuries as are purchased mainly by persons
enjoying high incomes and, therefore, possessing ample abilty to pay.
In general, we may say that the greater the proportion of any com-
niodity which is purchased by persons of moderate means, the less
suitable, ethically speaking, is that commodity for taxation. Ford
cars or Chevrolet cars are not as reasonable objects of tax levies as
,incon , C(dillacs, or Rolls-Royces. To forestall any argumentum

ad hominem, let me say I have a Lincoln car, not a Ford or a Chevrolet.
While the observations just made are of universal application, they

are particularly apposite in the existing depression. No improve-
ment in business can take place without an increase in the sales and
purchases of consumption goods. Any diminution in the amount of
money available for such purchases inevitably makes the depression
deeper. Stch will be the effect of any tax upon these commodities
which are mainly consumed by persons in receipt of small incomes.
The money available for the pm chase of goods and the maintenance
of production will be diminished by almost the full amount of money
derived from this sort of taxation. On the other hand, any tax,
whether upon incomes, goods or transactions, which is paid mainly
by the well-to-do and the rich will diminish only slightly if at all the
totl purchases of consumption ooods and the level of business activi.
ties. What such taxes will diminish is the amount of money which is
vainly seeking investment in an already overdeveloped capital struc-
ture.

To the objection that high taxes upon incomes and inheritances
together with all other possible taxes upon the better-off classes
would not be sufficient to balance the Budget I would make the
following reply: The demand for a balanced budget has become,
in the minds and mouths of the majority who are most articulate
about it, an empty slogan. The slogan is working or being worked
overtime as a facile substitute for the arduous processes of analysis
and thinking. The budget of any government is always balanced
in the sense that the annual income is equal to the annual expendi-
ture. Money can not be paid out unless it has come in. The vital
questions are the source of the income and the time of balancing.
The current cant implies that the Budget must be balanced imme.
diately and without borrowing. Both assumptions are without
foundation. Every solvent business man must balance his budget,
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but he does not think it necessary to balance it in any given year
at the beginning of July. He may prudently effect the balance
between income and outgo at the end of December. And he may
have good reason to produce this result by borrowing against the
future.

Similarly, the Federal Budget need not be balanced without bor.
rowing this year nor next year. It was not balanced in that way
during the Great War. At that time, the Federal Government bor-
rowed, through the sale of Liberty bonds, a ainst its taxation possi-
bilities not only for the following 2 or 3 of I years but for the fol-
lowing 20 or 25 years. It can use the same method now. In so
far as the Budget can not be completely balanced through taxes
upon incomes and inheritances and other taxes which will take the
maximum from those who do not want to spend money for immediate
consumption and the minimum from those who do, the required
remainder can and should be obtained through the sale of bonds or
Treasury certificates; in other words by borrowing. This is the
way, and the only way, in which the federal Government can avoid.
Intensifying the depression through its fiscal legislation.

If the foregoing argument is sound it yields the following brief
conclusions and inferences:

1. The just principle of taxation is ability to pay as illustrated in
progressive levies upon incomes and inheritances.

2. The highest rates that have been advocated for the pending bill
can not be proved unjust.

3. Nor are these rates detrimental to social welfare in the matters.
of tax-exempt bonds and the alleged need of new capital.

4. Taxes upon the necessaries and elementary comforts of life vio-
late the principle of ability to pay because they absorb a much greater
proportion of a small income than of a large income.

5. Since a general sales tax would lessen the buying of consumption
goods it would be peculiarly harmful in the existing depression.

0. If balancing the Budget involves diminution of consumption,
whether through a sales tax, a business tax, reduction of wages, or
reduction of moderate salaries, it will prove a distinct hindrance to
business recovery.

Senator SHOtTRIDOE. Thank you, Doctor.
Is Mr. Raymond here? Is there any other witness present who,

wants to appear this afternoon? Mr. Raymond has not yet come.
If not, the committee will stand in recess until 10 o'clock to-morrow
moving.

(Whereupon, at 4 o'clock p. m., Monda, April 11, 1932, the com-
mittee adjourned to 10 o'clock a. m. of the following day, Tuesday,
April 12, 1932.)

STATEMENT OF JAMES A. EMERY, REPRESENTING THE TAX
COMMITTEE OF THE NATIONAL ASSOCIATION OF MANUFAC-
TUBERS, WASHINGTON, D. C.

The CHAIRMAN. You may proceed, Mr. Emery.
Mr. EMERY. Mr. Chairman and gentlemen of the committee, my

name is James A. Emery. I appear representing the tax committee
of the National Association of Manufacturers, consisting of the
following.
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Mr. George H. Coppers, National Biscuit Co., New York, N. Y.,
chairman.

Mr. Fred An, J. M. Card Lumber Co., Chattanooga Tenn.
Mr. C. B. Tow!e, Curtis, Towle & Paine Co., Lincoln, )Nebr.
Mr. John Tomec, Sloane-Blabon Corporation Trention, N. J.
Mr. A. L. Green Farr Alpaca Co., Holyoke, Mass.
Mr. William S. Bennet, Edwin Hines Associated Lumber Interests,Chieago Ill.Mr. R Knowlton, Connecticut Light & Power Co., Hartford,

Conn.IMr. R. E. Blake, International Shoe Co., St. Louis, Mo.

Mr. J. Frank Zoller, General Electric Co Schenectady, N. Y.
Mr. Eugene Chrystal Eastman Kodak do., Rochester, N. Y.
Mr. Harrison Jones, toca-Cola Co Atlanta, Ga.
Mr. W. L. Cherry, Cherry-Burrell corporation, Chicago, Ill.
Mr. Chairman and gentlemen of the committee, the membership

of the National Association of Manufacturers, engaged in industrial
production in every State of the Union, recognizes the fiscal emer-
ency confronting the country. They are prepared to make their
contribution to any sacrifice essential to the maintenance of unim-
paired national credit. The fit essential is the passage of a sound
tax act to dispel the bewildering uncertainty now preventing busi-
ness from making future commitments until it understands the
nature and extent of the burdens and obligations it is required to
assume.

We venture to suggest to your committee that there are four con-
siderations preliminary to the proper consideration and approach toanv bill.

{he first is that it should balance the Budget in the next fiscal
year. And by that we mean equalizing current receipts with current
expenditures without further increase in the public national debt.

The second is that the first step to that end is drastic reduction in
Federal expenditure. For declining private income justly requires
the adoption by the Government of every saving a well-informed
Congress can identify and effect. We are greatly encouraged and
appreciative of the nonpartisan legislative efforts now being made
and trust they will be pursued with vigor and determination. And
we think that this effort should be accompanied by stem resistance
to any new appropriation not demonstrably essential, or a balanced
Budget will be immediately unbalanced.

And, thirdly, the Government should avoid undue entrance to the
loan market in competition with private business for the limited
credit now available.

And, fourthly, we urge upon your committee the overwhelming
need of the prompt adoption of a sound tax policy as essential to any
future progress in business recovery. Private industry hesitates to
make new commitments until it knows the nature and amount of its
public obligations. Every day of delay means a loss of revenue to
the Government itself.

Now, in a general condition of loss, additional burdens should be
fairly distributed with due regard for the circumstances of the situa-
tion and without the arbitrary selection of particular groups for
excessive rates. Double taxation should be avoided and reasonable
consideration given to recognized losses. For every form of business.
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endures not by the returns of the year, but by its average returns.
We recognize, too, that no protest should be made against any par.
ticular proposal for the raismig of revenue, unless we qan accompany
that protest with suggestions for the raising of revenue from another
source-another source from which revenue may be produced.

This association, therefore, ventures to urge severalsubstitute tax
proposals, one of which it urges is that the corporate rate should be
fixed at 13 per cent, as is recommended by the Treasury, and without
the additional rate of 1% per cent, as in the House bill, and that the
rate of 14X per cent for consolidated returns should be abandoned.

And we utge that individual credit for dividends received be
restored and allowed. That the taxpayer be allowed to carry over
losses for one year. That the stock transfer tax be limited, as orig-
inally recommended, to 4 cents per share with such rate for "short"
loan purposes as Congress deems advisable, and that special manu-
facturer excise taxes be abandoned.

The CHAIRMAN. Mr. Emery, in your statement do you suggest
ways to raise money?IMr. EMERY. Yes: I shall come to that just as soon as I point out to
you what we suggest should be changed in the pending bill.

Senator KiNo. A manufacturers' sales tax, I suppose?
Mr. EMERY. Will you permit me to reach that in a moment,

Senator?
Senator KINo. Certainly..
Mr. EMERY. It may be I will suggest more than that.
Senator Kiwo. All right.
Mr. EMER. We further urge, as a matter of sound policy, first,

that import duties, as amendments to the tax act, be dealt with
separately- and, second, no tariff duty should be considered by
Congress that has not been the subject of previous investigation and
recommendation by the Tariff. Commission.

In lieu of the revenue losses involved in these proposals, amounting,
by the revised estimate of the Joint Committee on Internal Revenue
Taxation, to a total of $488,000,000, we urge the consideration and
adoption of the following:

First, that the committee reconsider and adopt a manufacturers'
excise tax of 1 per cent. This is 1 % per cent less than was proposed
in the House bill. This is estimated to yield $200,000,000, an esti-
mate that, we think, is the minimum of the yield by such an excise
tax.

Second, that your committee adopt a tax on stock transfer, sales
and stock-loan tax, as recommended by the Ways and Means Com-
mittee of the House, which would raise $28,000,000.

And, third, amend the Volstead Act to permit the regulation,
manufacture, and sale of a wholesome, palatable cereal beverage, non-
intoxicating in fact, and taxed to raise revenue which is estimated at a
minimum of $270,000,000.

This would provide a total substitute revenue of $500,000,000, as
against the $488,000,000 which would be affected by the changes
wch were prevously suggested. And we venture to suggest that
you might consider whether that surplus might be properly employed
to equalize the lowest surtax with the highest normal income-tax rate,
which is the only suggestion we make with reference to the income tax,
because, I think, for the first time i the United States you have a sur-
tax beginning below the highest normal income rate.
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Now the reasons for the proposed changes in the continually in-
croasig spread between the ghest normal individual and corporate
rate and which is manifestly unjust. From the beginnings of our our
income-tax system we recognized a tax on a corporation is a tax on
the stockholder an undertook to maintam parity between the highest
normal individual income-tax rate and the corporate rate.

It was 1 per cent, to begin with, and when those rates were raised,
they raised in conjunction with each other, and then you began to
spread and to provide what was argued to be a difference in the cor-
porate rate, predicated upon the advantages and privileges of doing
business in a corporate form. We venture to suggest that while that
is worthy of consderation as a ground for emergency taxation, that it
is unfair to make the difference between the two from 600 per cent,
which is the loeat normal rate, to a spread of at least 100 per cent
between the highest normal rate and the rate for corporation income
taxes.

Now it is generally recognized that a tax on a corporation is a tax
on the shareliolder and, therefore, a differentiation between the tax
on the corporation and the tax denied from a person individually or
from a partnership is a tax that must be Just, because often the
income of the individual consists in nothing but the business of the
corporation or partnership from which it is derived. So a man
d ving the same income from a partnership or corporation business
will reach the same rate when they reach a certain point, no difference
existing there, and yet there is a difference of at least 100 per cent
in the rate on the highest normal rate and if his income is low from
savings and investments of his lifetime, it represents the lowest
income brackets, but he will pay 600 per cent zaore taxes than he
would if he derived the same income from his exertions as a professional
man, or individual form of business, and the individual form of business
is still spread widely over the United States in cur towns, and reaches
an enormous source in the employment of the country and the
employment of its revenues. .

Senator COUZENS. Are you going to bring out whether there is
anyway to discern between earned and unearned income?

Mr. Evmsa. Yes- I think there are certain tests, Senator.
I have not touched on that here, because, representing this com-
mittee, we undertook to confine ourselves to those features which
had, primarily, a bearing on the manufacturing industries. Not
that the individual man would, perhaps, make any distinction in
the payment of it, but we think we must have some part of a bill that
we do not like, but the sacrifice must be made by every citizen for
the condition in which we find ourselves.

Senator CouzENs. When you reach the higher rate, it as you point
out affects the stockholders?

Mr. EMERY. Yes, sir.
Senator COUZENs. That, in itself, makes the difference between

earned and unearned income, does it not?
Mr. EMERY. Yes; because the earned income is the income derived

in large measure from the efforts of the private individual; a man's
wages, a professional man's income, a business man's income from
the standpoint of salary. It all represents income. If he invests
his savings from those efforts, the dividends returned to him are in
themselves, earned income, because they represent his effort. That
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distinction is not alwa made; but I sy this, personally only, Senator,
that I think one of the greatest injustices that can be done is to
recogniz, amortization, obsolescence, and deterioration of material
and machinery and give no consideration whatever to the wearing out
of the human brain and human energies ,

Senator Cousins. I quite agree with that, but I am trying to
voint out that the tax on corporations will be a difference between
the tax paid by the oorporations and the tax paid by the individual
who exerts his human iody anod brain, and that it represents a sub.
stantial difference between earned and unearned income,

Mr. Ruaity. Do I understand you are considering the investment
of a man, a corporate investment, and an earned income?

Senator Cousc ns. Yes.
Mr. Euzity. It is not an unearned income so far as it represents

the savings of the individual, He puts that in there as his savings
and because it is his savings from his personal efforts, it represents
earned income.

Senator Cousis. So vou do not recognize, in that statement, the
difference between earned and unearned income?

Mr. Ezmnr. I do, but I recopiize .that as secondary, as distin-
guished from primary income, where it represents savings from an
earned income of the individual.

Senator Covsins. Have ou any method by which we can depre-
elate the human energy and haman brain, as we do in machinery?

Mr. BurMT. You have done that hitherto, Senator, by reducing
by a certain amount the taxable Income, and giving credit.

Senator Couvns. But that is dote only by giving cedit on the
taxable income.

Mr. Runar. Yes sir.
Senator RED. ihe firat $5000
Mr. EmEnY. The first 8,00, and for administrative reasons, the

rest is income itself.
The CnAIRMAN. AlU right, proceed, Mr. Etmery.
Senator RMD. One more question. Mr. Emery, I do not know

whether you included the question of any fposbility of pyramiding
the excise taxes on the primary producers. Has it occurred to you
that If we make a tax on the grown sales after deducting all the pur-
chases, It would conclusively prevent pyramiding?

Mr. Ena. You mean the purchases of materials and supplies?
Senator Rznn. Yes.
Mr. Euny. And then a tax on the balance?
Senator REED. Yes.
Mr. EME Y. Well, that has been very carefully considered by our

committee in the course of its hearings.
Senator Rwo. Whit conclusion qad you come to?
Mr. EMERY. Well, it reached the conclusion that it had a great

many administrative difficulties that they can see; that it has the
difficulty of novelty of adminitration. Their view was, Senator,
that the administrative side of the Manufacturers' excuse tax which
wa proposed in the House bill represented a very practical method
of avoiding, to the greatest extent of any bill I have ever seen in that
form, which is through a licensing system, the pyramiding of taxes,
and that it represented, through te authority given to the Treasury
Department, as complete and distinct a determination of level as we



EVZNU AOT 01 1083 i

have ever had and, in comparison with the Canadian system, with
limited exemptions, it was a very successful system and that it would
work. And we do not sugest to this committee for a moment the
reconsideration of the manufacturers' tax because in most oases they
can pass it on. In many cases they can not, because of the con.
dition of business. It is muich more easy to pass on a 1 per cent
manufacturers' tax as a contribution to the public revenue, than to
undertake to pass on 14 selective taxes of 10 per cent each, in which
groups of in4ustries are arbitrarily taken out and taxed at a high rate;
because if it is taken out, anybody who objects to a sales tax has far
more reason to object to them.

Senator RiDo. I agree with you' thoroughly. But anybody who
objects to a sales tNx should object to the House bill, beeauseit is a
higher rate.

Mr. EM .RY. It is a higher rate, but
Senator Ricn (interposing) But lot me ask you this final quest.

tion: It seems to me tei house bill is ineffective by setting up a
great amount of machinery that is unnecessary, I think that is a
great objection to the House bill-a system of icensing that is need-
lessly complicated. But if every person or corporation who are
obW , to pay a sales tax were permitted to deduct purchases of
materials and supplies it would be a conclusive argument to tichw of pyramiding.T CHRAN. Y U would not get much tax that way.

Mr. EMERY. You would pt considerable tax, We have had it
advocated by men experienced in it over a long period of time.

Senator RumD. You would not get I per cent.
Mr. EMnY. We are advocating the I per cent sales tax, which is

a very low tax and which certainly reduces the argument, even
assuming the translation of it, to a minimum. But I am satisfied
our committee's thought is it, would be absorbed in a large propor.
tion. But the absorption of I per cent, in the present condition of
business, would be easier that the other.

Senator Run. Let me ask you if in your consideration you would
not exempt foodstuffs and clothing?

Mr. EMERY. We are exempting -all the things that were exempted
in the last bill in the House and we have included, in addition to
that, a number of other things, including wearing materials, and
food, and farm fertilizers, and fungicides and insecticides, and mate-
rials employed in the manufacture of malt syrups and also including
machinery used in bakeries. That was the final conclusion of our
committee.

The CHAIMAN. Your time has passed Mr. Emery.
Senator CouZNws, I move that he be permitted to finish his

statement.
Mr. EvzuY. I will be able to finish it very quickly, Mr. Chairman.
The CRAIRMAN. Proceed.
Mr. EMERY. I had reached that point where I had given the augt.

gestions our committee is making to your committee. It will take
only a few moments to finish the rest. I was saying thpt from the
begxnmngs of our income-tax system, we recognized a tax on a cor-
porationis a tax on the stockholder and undertook to maintain parity
between the highest normalindividual income tax and the corporate
rate.

INl
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We husist that this has been unfairly abandoned to create a con.
tinually increasing arbitrary discrimination, because of the source
from vhich income is derived between the corporate stockholder and
the individual and partnership. The important thing, we urge, is to
encourage, without unduly burdening in this emergency, business
activity. Our position is that we should urge, and stimulate in
every way a continued resumption of production and consumption
of serves and products. The care of the inemployed, important
as it iss les important than the eneourgement of t iose conditions
that will bring about employment in every form by those who are
anxious to give it. Tis can be done by encouraging and urging the
fixing of a rate that will encouage 1ie resumption of production,
consumption, and employment.

There is no good reason for treating an accepted business practice
such as the making of consolidated returns, under delnrtwentai
regulations that identify and prevent abuse, as a privilege to be
penalized.

Nothing could be more unfair than failure to recognize that number.
ous individuals and businesses have suffered and are suffeiing severe
losses. To permit these to he carried for but a single year is the
maximum sacrifice that may be fairly asked without brining many
to the verge of ruin.

To tax the assets of the shareholder in his corporation and again
upon distribution is to levy an indefensible double tax, arbitrarily
discriminating against him, because of the form of business from which
he derives hii income as against the partnership and corporation.

It should be recognized that the stock.transfer tax affects A
fundamental business activity and, carried to the limits proposed,
reacts to injure normal business functions and to lessen the volume of
anticipated revenue.

We believe it far wiser to spread a tax over all manufacturing oper.
ations than to levy $250,000,000 upon an arbitrarily selected group.
The general manufacturers' tax was debated and defeated as a general
sales tax rather than a tax spread over industry. We do not urge it
because we believe it can be passed on but because its absorption, in
whole or part, is les likely to retard the recovery of the employing
power of manufacturers than the Imposition of heavy special taxes
upon rbitrarily selected groups. A sober reconsideration of such a
tax at les than half the rate proposed will yield abundant and reliable
revenue, impose hardship on none, and relieve many of unbearable
burdens, while the exemptions suggested include all the substantial
necessities of life.

We urge the amendment of the Volstead Act and the regulated
manufacture of a cereal beverage with a higher alcoholic content us
an indispensable revenue measure. We are concerned neither with
the pros or cons of prohibition. The only issue is whether we shall
have beer with or without revenue. The bill before you recognizes a
market for many illicit beverages, and proposes to tax the raw mate-
rials. We urge the permissi bl manufacture of a palatable non-
intoxicant, competing with an illicit beverage, to produce revenue in
a national emergency.,

The cumulative effect of the rates and administrative features we
protest threaten to retard that business recovery in which we are all
vitally concerned. The program we submit, while involving inevi-
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table hardships, will encourage industry yield abundant and reliable
revenue and stimulate industrial opersUon and employment.

The (5nAwUA. Thank you, Mr. Emery.
Mr. W. A. Dower.
Mr. Downs. Mr. Chairman, Prof. F. R. Fairchild professor of

political economy in Yale University, has been ske to speak on
behalf of the Manufacturers' Association of Connecticut in my stead.
If that is agreeable to the committee, Professor Faircild will speak
in my place.

The CsAuixn. Very well. Is Professor Fairchild here?
Mr. FAIRCHILD. Yes, sir.
Mr. Dowmn. As a matter of qualification for Professor Fairchild

let me state that he has been the professional adviser of the locai
overnmont in Porto Rico, and also the financial adviser ui the
erritory of Hawaii.

STATEMENT OF F. R. FAIRCKILD, PROIPEOR OF POLITICAL
ECONOMY, YALE UNIVERSITY, NEW HAVEN, CONN.

Mr. FAIRCHILD. Mr. Chairman and gentlemen of the committee,
my name is Fred Rogers Fairchild, professor of political economy at
Yile University.

I have been asked by the Manufacturers' Association of Connecti-
cut to appear here this morning. For a good many years I have
worked *ith this asociation as general advisor on tax matters, an
association which I have found agreeable, because this organisation
has always permitted mo to express my own ideas as to general public
interest, andl think you will see, when I am through that I have had
that in mind this morning, rather than any special plea for this
particular group.

I might dd a thattion ,preets som" 800 manufaers
in Connecticut being virtually the entire industrial employing
strength of the htate.

I am, first of all, favorably impressed with the evident attitude on
the part of the administration and Congress to balance the Federal
Budget. And if that attitude is adhered to, I am very sure that it will
meet zaost favorable response, not only on the part of the business
manufacturing interests of the country, but on the part of serious
thinkers on public problems, and it especially meets with the favor of
those who are students of political economy.

The A&moricaa policy, from our first establishment, has always
looked in this direction. The Revolutionary public debt, which was
inherited from the war, was a thing that was looked upon to be wiped
out at the earliest possible moment. Surplus revenues were used for
that purpose until, in 1835, the United States stood free of public debt.
I think that Is an achievement that has never been equaided in any
government.

The Civil War debt of $3,000000,000 which, at that time, looked
like a tremendous burden, was likewise attacked in the same spirit,
and in the last decade of the nineteenth century it had been reduced to
one-third of that amount.

The CHaminmN. We want to balance the Budget to-day, Professor,
if you will tell us about that.

Mr. FaacrnO D. Perhaps it is not neessa to Urge that point, and
I would simply suggest, then, that we take it for granted tat at the
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Present time the Budget is to be balanced. Further borrowing aud
inflation have always produced unfortunate results in the past, and
there seems to be lose excuse for that to-day tha before.

Another gratifying thing Is the evident Interest in economy. The
American public has been bearing a tax burden of tremendous weight
and one which has been increased at a ver rapid rate during the
past generation. You are doubtless aware that the burden of taxa.
tiou which ws bear to-dy is some six or seven times what it was a
generation ago. And wlle that burden could be borne with some
resignation during prosprous times, this tremendous burden of
taxation during a period of depression is a staggering blow to the
public as a whole, and a special blow to industry which is seeking to
recover from the depression and bring about a restoration of pros.
perity, to which we all look with, hope and desire.

Now at the present time, an increase in taxation is Inevitable. I
think tle public is expecting that, as the administration is. But I
think the public is looking to the administration and to Congress
also to see that public expenditures will be kept at the lowest possible
level, and that the increased taxes will come only after the most
careful scrutiny of public expenditures.

And I think we have learned, in the last two and a half years of
depression, the futility of seeking to ward off depression and restore
prosperity by means of lavish governmental expenditure, whether by
means of public works or other expenditures. Whatever theorists
may have thought of that three years ago, I think bitter experience
must have taught them a lesson. So that increased taxation must be
made acceptable by good faith in the reduction of the cost of Gov.
erment.

The increased taxes which, I thinkthe public is well prepared to
acept in order that the Budget may be balanced should I think, be
leviid as a part of a well-rounded tWxing system. The revenue
system of the Government up to the time of the World War con-
sisted almost entirely of consumption taxes, the tariff revenue and
excise taxes dividing the burden about half and half.

With the World War came a swing to inheritance and income taxes,
forms of direct taxation, which has thrown the center of gravity far
the other way, until, during the past few years the Government hasdepended upon that form of taxation, and now, in time of emerge,
when it becomes necessary to find further revenue and, mind you, in a
time of depression when former rates are yielding us far less than
before, it iM inevitably be necessary to seek now increased and new
revenues in. may different fields.

If I could offer criticism of the general spirit of the House bill, it
would be to the effect that too much attention has been given to,
raising this Pdditional needed revenue from the few who are wealthy
and well to do, and toe little from the mass of the people. The
attempt to legislate drastic increases in the rates on the income and
the estate tae may well push those taxes beyond the point at which.
theay can bear the burden. Remember that taxable incomes and
tw]able estates have been s seriously in the past three, years,
In fact, it is the drinking of just that tax base which is one of the
reasons for the, dopremed and the financial, crisis which the Govern-
meat is today facing. And, remember that any amount of increases
in these rates is not goinr to, bring any twmnadoU. increases in.

I"
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revenue, and many have serious adverse effects in.evadon and the
destruction of the very base upon which those rate rst The time
it seems to me, ,hu certainly come when we must sea revenue not
only from estate taxes or inheritance taxes as the bas, but to an
extent from consumption taxes.

That is done in the bill before you but not u fat as it should be.
I am convinced that a well.rounded revenue system must involve
both the use of the income and inheritance taxes, which rest upon the
few, and upon a consumption tax, which rests upon the many. I
think the attempt should be to rest on a wide tax base, in which all
shall contribute in some capacity and ability to pay.

And with this idea it would seem idle to attempt to apply con.
sumption taxes, and then, at the same time, attempt to select the
commodities which are consumed chiefly by the well to do. The idea
of a consumption tax is to develop a wide tax base. We can not
have our cake and eat it too. We can not relieve the burden of
some by an inheritance tax, by levying a consumption tax, and then
let this tax rest not on those who consume, but on a few. That does
not get the necessary revenue.

My first general criticism, then, is that; and my second point on
the House bill before you is that in the selection of articles for a
consumption tax the base has not been made so broad as it might be.

I have been speaking in general terms and if I might, I will now
take up certain specific ints. I woud offer, very briefly, these
suggestion: On the who Ie, I believe that the rates on the income
tax have been made higher, really, than a traffic wiU bear, and that
not much less revenue and a muth better balanced tax system would
come from slightly lower rates.

I would suggest that the surtax start. rather too low; and that the
third normal tax seems unduly high.

The earned income credit, it seems to me, should be kept. It does
not amount to much anyway, and to reduce it as now proposed is a
minor irritation, reducig the advantages of an income tax, without
sufficient increased revenue to justify it.

The double taxation of dividends, as proposed, I believe is not
justified. Dividend income is already diseriminated against in that
the 12 per cent corporation tax rate is offset only by the a per cent
normal tax rate.

Going on, in addition to the normal tax rate, it is not merel a dis-
crimnation between earned and unearned income, but is a .t and
miss double taxation on a particular clam of unearned income leaving
income from bonds and mortgages, and inome from partnership an
individual business not so treated.

The extra 1 M per cent from incomes reporting by consolidated
returns, it seems to me, not to be justified. There would seem to be
every reason, from the Government s point of view, for permitting
corporations to report accordmg' to thew regular system, f business
accounts and, on the whole, I thik the Government is more served
than the taxpayer by eliminating the necessity of meticulous amounts
of corporations subidiary to sch other.

Defial of the carry over of los to the next year, I think, is unfor.
tunate.

On the other hand the lowering of pemonal exaaptl o ns, as pro
posed in the Hombit "sems to me ii entiriy Justfaie Thet is
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In line with my idea of a broad tax base, to bring the revenue income
down to a lar number of taxpayers,
l kewies, l ting the los.. to the gain is a good thing.
The admission tax is a good tax. And I would suggest that the

10.cent limit of the administration bill is better than thi46-co limit,
and the 45 cents is not so good as the 24 cents.

STATIMIJT OF NORMAN THOMA8, NW YORK CITY, RBPRESINT-
ING JOINT COMMITTEU ON UNIMPLOYMZNT

Mr. TROVAs, Mr. Chairman and gentlemen, may I begin by say.
n that owing to lack of time I was unable to consult officially any
oialist committee, and therefore I appear as an individual, butT

think I am warranted in saying that what I say expresses in general
the Socialist position.

I want to emphasize In the beginning that to our mind it is impos.
sible to talk of a budget being balanced in any true sense which leaves
us without a provision in sight for the very desperate and increas-
ingly urgent situation of the unemployed in America..Owing to
constitutional limitations on their' power in part and owing to the
economic situation and the great volume of delinquent taxes that fall
on real estate it is simply not true that local government areas are
going to be able to take care of the unemployed even as they have
been. In a city as rich and powerful as New York there is not at
present a dollar in sight for unemployment relief. Although there
are about 1,160,000 needy persons dependent upon sueh relief,
according to our welfare workers, there ill not be a dollar in sight
after June first. Conditions are worse rather than better, proportion.
ately, in many other cities. And any kind of budget, to our minds,
any kind of financial legilation, ought to take into account this very
desperate and urgent situation and the need of making direct prow
vision for it.

I think that that does not require a direct provision by taxation.
I think that it is entirely possible to use Government credit. But in
order to use Government credit effectively and efficiently I think
that the amounts provided in the House bill should be raised.

Beyond that it seems to me that if in the war we could carry a
weight of debt of $26,000,000,000 for the war against poverty that is
now on it would be possible to add to our $18,000 000,000 of debt
another $5,000,000,000, providing the rest of the Budgetlis balanced,
for public works and other necessary unemployment relief. I want
to stress that because it seems to me that it has been too little con.
sidered in Congress, that there is no balancing of a budget with this
need so largely neglected.

I May I say in this connection that, of course, this particular need,
which is the need of i whole class of workers, can never be met by
the arbitrary payment, on any terms, of a bonus to veterans, some of
whom are unemployed and some of whom are not.

May I also say in this connection that in speaking of balancing theBudget and the possbility of carrying, if necessary, further loads of
credit to be repaid out of future income and inheritance taxes, I am
not unmindful of the importance of economy. It seems rather
unnecessary to go on, for instance, building ships when you can not
house people decently in the United States of Ainerioa. ,

156



IUV XIUU AMY O 10821

Senator Kwo. And when there is nothing to put into the ships.
Mr. THOMAs. When there is nothing to put in.
Senator KiNo. In the way of cargo.
Mr. THOMAS. I WaS speaking of building up to any Navy treaty

limits, among other things.
Now with regard to the House bill----
Senator Covsams, Before you start on that may I ask if you see

any difference between a Oovernment debt of some $18,000 000 000
or $19,000,000 000 in these times and the $26,000,000,060 Aebt
during times when the whole country was prosperous and making
money?

Mr. THOMAS. As a Socialist I see considerable difference-some
that I ant a little surprised that non-Socialists would want to stress.
In other words I think we have come to a point in the history of
capitalism when it takes a good war to make us prosperous whil t the
war is on and for a while afterwards. As a Socialist I think a system
that has to be saved and made prosperous by war is in a badway.
But I assume that this committee does not accept that premise.
And assuming that your capitalistic system still has vitality I think
it ought to be revived by something less than a war so it could carry
this weight. Indeed I am inclined to think that to a certain limited
degree a proper program of large scale public works and housing would
actually stimulate revival because it would create employment that
means real social wealth in housing, in roads, and so forth.

Senator Couzrws. Have you any yardstick by which you can
measure the vitality of the capitalistic system?

Mr. THoMAs. I have got 18 minutes Senator, and I have a yard-
stick that I would like to apply and I Lope to apply with increasing
accuracy through the days and months to come. I would like to get
on to this tax bill.

The CRAIRMA. Proceed. You have only got 10 minutes more.
Mr. THOMAS. I am aware of that, and that is why I did not want to

answer the Senator as fully as I would like in this place at this time.
The CHAIRMAN. Well, I hope he will not ask you any more ques.-

tions.
Mr. THOMAS. I hope he will if I can shed light on the subject.
The present tax bill, that is the House bill,-has the "eat vitue of

having defeated a general sales tax which is not onl! unjust in the way
in which it falls upon the poor, but is likely to stil' 'further check that
resumption of purchasing power upon which any moderate return of
prosperity depends.

Senator RuD. Mr. Thomas, if it exempts rent wnd food and cloth-
ing, through what method does it fall upon the poor?

Mr. THOMAS. Well, statistics of how much you wanted to raise
proves that it falls upon your general purchasers, and your general pur-
chasers, even with those exemptions, do not by any means purchase
goods in proportion to wealth, which is a fair principle of taxation.
Moreover, may I add, it has other vicious effects. Not only are
sales taxes pyramided on the way from the manufacturer to the con-
sumner but also they are so lost and concealed in the general price struc-
ture that their vicious weight is concealed even from their victims,
and as it goes on people are not aware of how much they arepaying.
And as time goes on and you get prosperity, then the drive will be not

1151089.4--0.m11
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to reduce your sales tax, but to reduce your income taxes, leaving a
still further burden to fall on the unscientific method of sales tax
rather than the more scientific and just method of income and inhor.
itance taxes.

Senator Rut D. It has not been found to be pyramided in Canada,
has it?

Mr. THOMAS. I think it has been. I read a rather favorable state.
went about it. But it is a rather unheard-of thing if there is no
pyramiding of these taxes. I should expect them to-be pyramided.

While I am glad that the general sales tax was defeated rny I say
that I object to most of the sales taxes in the House Will and in
particular to the raise in postage rates to three cents which is not
designed primarily to balance scientifically your postal deficit.
That would require a different treatment of second-class mad and
news apers and magazines which carry great advertising, 99 per
cent ,A which are altogether opposed to all doles except to newspapers
and magazines in second-class rates. That is another reason for
opposing this particular increase.

Senator Gononc. And all of which want to balance the Budget.
Mr. THOMAS. They all want to balance the Budget their way.

You know how it is; it is always that way. It depends on who gets
the dole. I favor what you call doles to the unemployed. I think
it is justice. From that point of view I am opposed in general to the
sales tax:

Professor Selian, of Columbia, in a statement that I can not
readily lay my hands on but which statement I will file, writing in
the New York Times in Iecember, 19311 said that if the British estate
tax rates were applied to American inheritance you would raise
some $640 000,000, which is more than the entire amount estimated
to be forthcom"g from your sales tax, plus the additional income
estimated to be forthcoming by broadening the basis of income tax.

The widely quoted estimates that appeared in Walter Lippman's
article showed that in America you would get about 1 per cent on
your estate tax, whereas in England they get about 10 per cent on
their estate tax. I mean in the new House bill. That in England
they get 80 per cent from their income tax, and in America under the
House bill we will get 37 per cent on our income tax.

I am quite aware that you could, especialy in time of depression,
put inheritance taxes to such a point that it would be necessary for
the Government to arrange to go into business still further. As a
Socialist I do not mind that in the least. It is evidently having to
go into business anyhow in worse ways. But I do advocate then at
east the application of the British estate tax rate; making allowance
for some State inheritance taxes, it should still be done.

Mr. Henry Rosner, research secretary of the Socialist Party of
New York, at my request has prepared a statement showing what
would happen if the British rates were applied on incomes from $10,000
up. He fires on this statement that you would get over $2,600,.
000,000 in the 1931 returns based on the 1930 income. Allowing for
that further depreciation which the Treasury Department expects,
you would still get a return if the British rates were applied here in
the United States-and I will file a statement with the exact figures-
you would still get a return of about $1,500,000,000, agam allowing
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for some reductions in estate and income taxes. You have in the
income tax above $I0000 statistically a sufficient means of balancing
yourBudgeIt and a very much more just means than any other means
now appued.I

(The tables presented by Mr. Thomas are here printed in the
record in full, as follows:)

Betinse o. 1881 revenue from personal inWome tat based Upon 1080 etatetic of
inome i rats comparabl to Brilish rates had been in force. Increased rates
applied to incomes beinning ovith $10,000

Income category iTax colletd

Air cent
.................... ........................ 2

IIIjgto 4.t .4. 1 .. ...... ........ I....... ~ 2 74,00
to,00 13M ................................. 4 1

1,00 to 1 . . ........ ..................................... 6 74.1
t4,00 lM...... to .... 0....................... I....3I:4

1800to 00.............. ... ....... ..... .......* 1 ......... .Sl A- #.. 3 1 ; 0
o ........................................................... 35 19, 0

... .......... ......................................... 4 O
0 to 0 ......... * . ........................................... . 48 1

,0tOtq 70,00 ................................................... 0 06000.............................. .........
O ........................................... A4 8F 09

o 5,.......... , ..................................... 67 si1 749,0
5 o0 .000.... ur te.....................................'... 843,00o

.......... .. ......................................... ........ 1 1 6,00.... .... .... ..... 2 A-1000

up...................... -A ............ amI00
Tota .....................

Total ta collected In 1985 ................................. ......... 1 27.58..,00

Comparison of present British rate and rates in new revenue bill

Effective rate of Iant Trautry Delartiont fAg
British tax in case of tir. nrr effetive Federal taxtied couple with I chivd- under new bill
Income earned

JiblO Rate per pound Percent. Income Irax In
in I-aerate In percent.

pounds 8hlling P of tax dollars age

2eN 6i m e eOI4
1100 D 4 W ..........4: ...... .4to 1 2 1,000 16

8,000 6 9 6000 t.04
ao 0 o a " 81 20,000 4.5,

79J 24,000 &691 7 .. ....... 0..
4 00 1 V..... .. .......... ...........140 a 10 44 5OO W 11.101

1I 47.7..............W __ 10 3 0,000 2t0O3
40's"~ it............

i0,0 12 3%4 ON4 80,w i3i98

Non.-The rates vary, depending upon dependents and unearned Income. There is an ulowanee for
earned inou well as dependents. In the higher brackets, however, the effeotve rates will not vary
much although conditions vary. This particular category trefore, shows the trend.
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Mr. THOMAG. Prof. Clair Wilcox, of Swarthmore in a recent
estimate of probable incidence of taxation under the House bill
pointed out that on incomes below $3,500-that is, what you might
call the mass of pocr and moderately off-would fall the responal:
bility for providing 41 per cent of the present deficit of the United
States. And that, s grossly too high.

Senator Kiso. You mean under the House bill?
Mr. TnOuAs, Under the House bill. That was the estimate of

Prof. Clair Wilcox. I haven't his figures with me.
May I also point out that it seems to me that this committee should

give its very urgent attention to the importance of preventing the
escape of big i'orlunes in tax-exempt securities. I am not a lawyer,
and 1 do not know the constitutional argument. L Lco it is not un-
constitutional to stop the escape of great fortunes that are in tax
exempt bonds. If it is, so much the more need for revising the
constitution.

May I also call attention to the fact that tho House bill makes
what seems to me the serious error of stopping the sharp graduating
of the rate of income taxes at $100,00, iiI remember correctly.
Which means that i a man has an Income of a million dollars a year-
and I understand such still exist-or even $30,000,000 or $40,000,000
a year--and it is rumored that even such may exist--he ,s lying at
the same rate s the man with an income of $100,000, which is frankly
absurd, I think.

May I suggest that Mr. Maxwell Stewart in The Nation of March
28, 1932, prted some very interesting statistics to show the evasion
of income taxes. To meet this evasion I earnestly recommend the
reinsertion of the provisions of publicity that were in the 1924 law.
It doea make a difference, this general knowledge of the matter, and
I see no unfairness in it.

I think I have kept pretty well within the time, and X want to file
this statement with you.

(The excerpt from the article How to Tax the Rich, by Maxwell
S. Stewart, appearing in The Nation, March 23, 1982 presented by
Mr. Thomas, is here printed in the record in full, as follows:)

The amazing drop In Income-tax receipts in 1981 leads one moreover to
onder now much of the decline Is due to reduced incomes ani how muet is

the result of a growing facility in dodgina the tax. Whilo the secrecy with which
Individual returns are anrouded makes i impossible for uutslder to detect spe
cifi cases of tax evasion, there are substantil reasons for suspecting the gradual
growth of such evasion. An analysis of the Income-tax reports for 1029 and 1980
bears out this suspicion. Despite the general depression, it Is common knowledge
that salaries were almost unlvelWly maintained at their former level throughout
1930, especially in the higher income groups. Yet the tax reports show a decline
in wages and salaries of over 16 per cent. It is difficult to ay how much repre-
sents falsified returns, but it Is likely that both factors were present. A glance at
the next largest source of income reveals even more conclusive eviucnce. Although
the total payments for interest and dividends In 1930 reached the highest mairk
since the war-$8,208,000,000 as compared with $7,588,000,000 In 1929 and
$7,078 728,000 in 1928-the returns of the Individual taxpayers Iate a declin
of 144~ pr cent in this category over the previous year. This point carries espe-
cial significance when we consider the fact that 70 per cent of the corporation
stock In this country Is owned by the 1 per cent of the population "earning"
over $10 000 a year, and that 43 per cent of our national income goes to te
owners oi land and capital.

Further evidence of tne inadequacy of the present arrangement for tax collec.
tion may be obtained by a comparison of the Income-tax reports with the eati-
.wated distribution of the national income. According to a careful and apparently
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accurate compilation the gross income of the approximately 45,000 persons
receiving more than 80,000 in 1928 was 9.4 per cent of the entire national in-
come, or approximately 48,400,000,000; while the total tax paid by the 43,184
persons reporting a net income of over $50,000 was only $ 000,000. After
making full allowance for the small difference in the number of persons involved,
it will be seen that the tax paid by this group is los than II per cent of their
total income, although the official tax rite for this income group in the year
stated was 8 per cent plus a surtax of between 13 and 20 per cent. Even more
startling results asi obtained from an examination of the amount paid by the
355,000 moderately well-to-do persons whose incomes ranged between 610,000
and $50,000 during 1928. Although the total Income of this group is estimated
to have been approximately $8,800,000,000, the 38 000 persons reporting a net
Income between these figures paid only $220,000,00( in taxes-just 2.5 per cent
of their gross income.

Mr. THOMAS. What I am pleading for is, first, recognition here and
in every committee of Congress of the very grave fact that no Budget
can be balanced that leaves out of account the desperate urgency of
help for the unemployed. That what we are actually doing in
America is to invite men either to starve or to riot, unless such pro-
vision is made. That this is a national emergency. That the state
of our laws as well as of our economy makes it necessary to deal with
it on a national scale. That we invite unrest otherwise.

In urging increased expenditures here I am also urging economy
where economy can be applied without still further reducing eni-
ployment. Curtailment of work as the Federal Government and
States have contemplated, actually increases the burden we have to
meet and hear.

May I urge that any plan for the use of credit or otherwise for
large-scale help should first go to the unemployed, and that ought to
be assumed in all Budgets, and not arbitrarily under pressure to a
particular class of veterans.

Allowing, then, that what we have got to do is to raise the money
that the House bill calls for, may I urge that the proper method of
taxation is estate and income taxation, and I submit suggested figure.
in that connection. I do not consider that there is an economic
argunient of weight against it.

What we need in a country of idle machines is increase of purchas.
iug power and not increased capital investments. We need working
capital, but large estates are not investing in working capital. They
do not provide working capital, commercial banks provide that, and
they provide it in proportion to demand-to need of goods. And
that demand or need is in turn furthered by increasing, not reducing,
purchasing power.

I think that the argument against income and inheritance taxation
in this connection is political and not economic. It is the people with
incomes of $10,000 and up who are most vocal in America, who control
the papers, and those who write a large part of the articles are paid
by the people who have incomes of over $10,000. Witness the present
newspaper discussion. Also they are the ones that contribute to
campaign funds-not socialist campaign funds, but other campa t
funds.

Senator COUZENS. Have you dealt with the corporation tax?
Mr. ThOMAS. I have not.
Senator CouzENs. Have you any views on that?
Mr. THOMAS. I think the House meets that fairly adequately but

I reserve the right to change my mind with mnore education. i am

lot
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particularly interested in the kind of taxes, income and inheritance
taxes of which I spoke. I do not believe that it is an unfair form of
double taxation in this emergency to do as the House bill does, and
to forbid for two years at least the exemption of dividends from per.
sonal incomes if the cororations have paid the tax.

Senator Cousmis. W at would you say as to eliminating double
taxation by making the corporation tax 20 per cent and cutting out the
duplication of taxation by taxing dividends?

Mr. THOMAS. I would be perfectly willing to consider that if I had
the figures to know how it would work out. I am not familiar enough
with the situation off-hand to give an intelligent answer.

The CHAInMAN. Have you anything further, Mr. Thomas?
Mr. TnoitAs. That is all, I will file a statetsient.
The CHAmMAN. You may do so.
(The statement presented by Mr. Thomas is here printed in the

record in full, as follows.)

STATEMENT O NoRMast THOMAS

I desire to make it plain that owing to lack of time for consultation with any
official committee of the Socialist Party I am appearing as an individual socialist
rather than as a spokesman of a carefully considered ofcial positon of the party.
Nevertheless, I think I represent accurately the general Socialist opilion.

May I begin by stresintthe fact that in no proper sense c'n the budget be
said to be bilaneed by the ouse bill now before us. In particular, no budget is
balanced which utterly Ignores the demands for direct Federal rellfo for the
unemployed. Provision for the unemployed is an absolute and urgent necessity.
Present conditions In Amorca and the constitutional and financial Incapacity ofa
great many local government areas to meet the need invites men to riot as tile
only alternative to starvation, unless Congress makes adequate provision for the
emergency. Such provision, especially in the form of a rat program of puble
works should be financed, not by immediate taxation, but by loans to be repaid
out of future Income and inheritance taxes.

The public debt of the United States In the emergency of international war
reached $26 000,000,000. In spite of precipitant haste to reduce income taxes
In the gambling era which has closed, the public debt has already been reduced to
about $18,000,000,000. You who believe that capitalism is not completely
played out can not in sincerity hold that the public debt can not be Increased in a
necessary war against the poverty of unemployment without Impairing our credit
structure. I should like to make it plain that this Is no argument (or foolish
exptditures. It Is no argument for building a big navy in a country where
human beings are homeless. It is no argument for putting the demands of
veterans, employed or unemployed, ahead of the desperate needs of unemployed
workers and bankrupt farmers. It Is an argument that the United States can
and must face the unemployment problem without trying to evade it under any
talk of balancing the budget or any fear of weakening our credit structure.

Assuming that the House bill provides the minimum necessary for proper
financing I desire to protest against the way in which this burden is apportioned
under the terms of tihe law. Some good things can be said for the law as it
passed the Houtse. The general sales tax was defeated. Not only is such a tax
monstrously unfair in that it would fall with peculiar weight upon the Poor. It
Is also of all tages the one most likely to check any resumption of active pur-
chasing on which any slight degree of recovery from depression depends. Not
only are sales taxes pyramided on the way from the manufacturer to the con-
sumer but also they are so lost In the general price structure that their vicious
weight is concealed even from their victims. They tend to be perpetual because
they are not seen and the future drive to reduce taxes will be made to apply to
Income taxes.

Although the House did well to defeat the general sales tax which on no account
should be reinstated it served the masses of the producers in the United States
very ill when it kept in as many particular sales taxes as it did.

Prof. Clair Wilcox, of Swarthmore, has computed that under the House bill as
passed 41 per cent of the total def 't must be paid by taxes on the poor, that is on
Incomes below $3,500. Particularly, I object to the increase in first-class postage
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rates, This is not Intended to balance the postal Budget but simply to rais
revenue. If there is to be an increase In postal rates It ought to be on second.
class matter carrying advertising that is now heavily subsidized by a generous
Government In the Interest of newspaper proprietors who then decry doles for the
unemployed.

I also object in varying degrees to the other sales taxes and In fact to all sale
taxes except those on super luxuries. If the Congres were to adopt the rates
applied in British estates taxes the United States would b able to pt from the
inheritance tax alone about 8660,000 000, or an Increase sufficient to cover the
entire amount estimated as forthcomng from the proposed sales taxes and the
lowering of the income taxes. My authority for this estimate is a statement by
Prof. Seligman of Columbia, in the New York Times of December 10, 1931,

Under the houso bill, according to the widely quoted estimate of Walter
Lippman, the new income taxes will raise about 87 per cent of our revenue, the
estate tax about I per cent of our revenue, whereas British revenues are derived

epor eent from income taxes and 10 per cent from estate taxes.
Mtr. Henryi Rosner, research secretary of the Socialist Party of New York,

has drawn for me a tabie showing the application of the British income-tax rates
to Amoricai incomes, from $10,000 up. His figures are on the 1930 Incomes and
they show that on this basis the total income tax collected in 1931 would have
beeti $2,721,593 000 Assuming that the decline in incomes from 1930 to 1931
follows the prediction of the Treasury Department it is still true that the Federal
Government could collect for 1982, 351,528,624,000. Even allowing for some
readjuwtmont in American rates in consideration of the fact that some States
have Income taxes, the Budget could still be easily balanced, with a margin to
strengthen the Government position in meeting the needs of the unemployed
by the application of British rates to incomes of $10,000 and over, plus the British
estate tax. In tists connection it is important to note that contrary to all sound
policy the upper limit to which sharp income-tax graduation has been carried
has fallen in the House bill to only 800,000. Which means that a man reeiving
an income of $1,000,000 a year and over-and remember there are thirty and
forty million dollar incomes in America-pays the same surtax rate a. If his income
were $100,000. The graduation should be carried up sharply to the very top of
reported Incomes in the United States. The possibility of these great fortunes
going into tax-exempt bonds should be ended.

Figures set forth In some detail by Mr. Maxwell Stewart in The Nation of
March 23, 1932, show on the face of them the great evasion of effective income
taxation. It would elp in remedying this evaion if the publicity feature of
the 1924 income tax law were reinserted,

The eeonomie objections to high Income and estate taxes which the Secretary
of the Treasury and others have expressed are not sound. America with its
Idle machines suffers from the lack ofpurchasing power, not of adequate invest.
went. Large estates are not invested In working capital but in fixed capital, of
which we hav too much. It Is commercial banks which create and provide
working capitol whenever business men want it. They want it whenever there
is a demand for the goods they produce. Taxes which check a demand for goods
have the effect that Mr. Mills fears. There Is no reason to think that the Treasury
Department's present estimates of economic consequences of taxes which It
dislikes are eny more accurate than its previous estimates concerning surpluses
in good years and deficits in bad years. It hos been wvroog on both counts.

The real case against high income taxes Is political. People with Incomes in
excess of $10,000 are vocal. They control the newspapers. They contribute to
the campaign funds of both old parties. Hence their astonishing success in
puttilg over their class interest as f it were a public interest.

in these recomniendttions for meeting the deficit by income and inheritance
taxation I do not assume that we can tax our way out of depression into pros.
perity. As a Socialist, I look upon income and inheritance taxation not on y as
a means of providing revenue but as a means to facilitate the transition of our
chaotic capitalism to en intelligently planned socialism, under wnlen alone the
evils of unemployment can be solved. But on your own premises on the vitality
of capitalism-premises which I do not share-you have no case against the
toxation of the rich into whose laps the gambling era has poured such great wealth
but who now want to escape their just responsibility in this hour of tragle need.
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COMMUNICATION PlOE R0N. W. 0, MoAD0

MoAvoo NsaLxnT & OLAorTT,

Ron. THOMAS J. WASH ItAinton, D. C., Pebruaep 8, 198*,

United sM" Senate, Washing!on, D. C.
Mir DNAR SUAros: Replyinf to your recent letter, I feel honored that yot

should want my views on taxaton, and I am glad to submit a few suggestions
without attempting to go into all phases of the problem.I expressed the conv tIon some years ago that the policy of paying our war
debt over a short term of years, was unjust to the present generation because it
imo sed upon It a lar er part of the burden than it should be required to bear.
I believe, of course, t t the quicker the Nation gets out of debt, the better;
but in determining what is the reasonable period over which the war burden
should be spread, we should have regard to economic conditions and the ability
of the taxpayers of this generation to carry the load. During the pat 12 years
a larger portion of the debt has been paid than should have been ustly appor.
toned to the present generation. For this reason I think that we may with
wisdom fund a considerable part of the Treasury deficit into long.term bonds
and thereby reduce the amount of new taxation which the public will otherwise
be forced to bear. This is particularly necessary In view of the exhausted con.
dition of the country. Reiorts are so conflicting that I am unable to make a
satisfactory estimate as tohe probable Tremasury deficit for the fiscal yeAr 1932.
I understand that it will amount to $2,000,000,000 or more. In any case, I
should say that it would be sound and wise to fund 60 per cent of it into long.
time oblations and to raise the remaining 40 per cent by taxation.

When it comes to the distribution of the new tax burden, we naturally turn
first to Incomes.

Having regard to the present distressing conditions I think it w )uld be unwise
to reduce sting exemptions; and I think, too, that it would be extremely
hurtful to make the new income' taxes retroactive to 1931. Manifestly the sur.
tans should be Increased on large Ineomes, specially on thoe above 100 000,
although it should be borne in mind that the heavier this tax, the greater wil be
the inducement to owners of large incomes to escape It b investing in tax.
exempt seuritie. Alr y there are more thsa $80,000,000 of tax-xempt
bond in the United iltates. The Income from this vast amount of wealth is
immune from all taxation except inheritance taxes. I have long been opposed
to the practice of isulng tax-exempt bonds. Our Federal, State and local
Governments have carried it to extremes. The courts have upheld he validity
of these exemptions end there b no escap from what has already been done.
But the olly ought to be discontinued. It is unsound and uneconomic to
enlarge -exempt refuge and to further Inerease that privileged lam which
makes no ontributlon to We support of our Federal State, and local Govern.
merts. I mention this fact not because It is altogether relevant to the subject
of this letter but to indicate that the return from excessive surtaxes on large
inoomes Is not, for the reasons stated a safe reliance for greatly increased revenues.

In the field of excise taxes, It is difficult to say where the burden may be placed
with leat distress to the masses of the people. Excise taxes are consumption
taxes. If confined to luxuries, or so.caled luxuries, they are not sufficiently
productive$ especially in hard times' neverthelm we should get all the revenue
obtainable from that source. Obviously, taxes should not be laid upon the
necessaies of life. Gasoline Is a ase In point. Gasoline has become a nees.
siy of modem life-to the farmer who operates his tractor to cultivate his field,
and his automobile to haul his produce to market; to the laboing man who must
have a motot to carry him to and from his work, and to every class of our people
to which theautonobile is an indipensable aessory of present-day life. Already
the various states have imposed large taxes on domestic gasoline, and it seems
to me that it would be unwise for the Federal Government to invade this field
and put new burdens on gasoline users. I think It would be better to lay a tax
on Imported crude and fuel oil and on imported gasoline. This would produce
not oidy a substantial revenue, but it'would tend to revive the domestic oil
indutry in some of the most Important States of the Union, all of which are now
suffering from a flood of foreign oil Importations with resulting shutdowns of
wells and enforced idleness of thousands of oil workers who, with their families,
are suffering from actual want. Moreover, the reduction and, in many cases,
the actual cessation of royalty payments to great numbers of farmers and others
who own oilbeuring lands, and the reduction or suspension of oil dividends, have
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contributed In no small doge to the prevailing distress In large sections of the
country. AT 8, 1932.

It occurs to mt-and I submit it merely as a sulgestion-that It would I
win to mpose, for the yer 1982o a very heavy tax on pam ports with as seal
provbton foe tduetion came where It can be shown to the satisfation of the

8teV Dopg. slment that s are required for neessry bsnes purposes
or to meet emerenoes arsng from Illness or accidents. While the venues
from this source might not be great, the contribution to our domestic prosperity
would be substantia I our eitsens who now spend in Hutope.n and other forein
juries vast sums of money on holiday tours would spend that money at home
this year. It would stimulate American summer resort and Aaserican trade In
thousand. of directions with marked benefit to the economic situation. I am
sure that patriotic Americans ar wildng to cooperate by this means to help their
country in this trying period.

I think, too that a ovy should be made on the initial offering of all foreign
securities in the United States. The evidence developed by Senator Johnson
In his recent Investigation of foreign bonds sold in our markets will, doubtless,
put an end to or greatly reduce such offerings for the present, but the time is
opportune to establish the policy, and it should have a salutary effect. This
form of taxation is not without preedent in other countries,

We all read, from time to time, statements about the vast amount of money the
Government is losing because of the prohibition laws. It is said that bootlegged
are making a billion and a half dollars per annum from their illicit trade; that If
the Government would legalise and ta the liquor business this Immense sum
would flow into the cofferi of the Treasury.

Without discussing the accuracy of these statements or the futility of the
suggestion because of insuperable legal obstacles, or thq merits or demerits of
prolbition I think that if the bootloggers are profiting each year to the extent
of $1,500,060,000, or any other sum, through violation of the laws of the United
States, It i the obvious duty of the Government to take the entire amount of
such profits through taxation. It is a fundamental principle of law that no one
shall b prmittd to profit by his own crime. Bootlelging is a crime under
the laws of the United States. The Government has the unquestioned power
to destroy the iklleg business by taxing all the profit out of it. If there Is no
profit, there will be no Incentive to engage in the business and there r'ill be
no money to corrupt officers of the law ad to Instigate murder and other crimes.
if in the new revenue bill, an income tax of 100 per cent should be laid upon
all profits arIng from any business occupation, or operation conducted in
ViolatIon of the antinarcotte laws and the prohibition lawo, we might succeed
In transferring to the Federal Treasury the income derived from those sources
until they am dried up. Such a tax, combined with the inquisitorial power
possessed by the Bureau of Internal Revenue, is one of the most effective weapons
that could be employed to destroy the boot'-ggers and narootle dealers.

It may not be possible to collect 100 per cent of the illegal income, but cer-
tainly the wholesalers, the crux of the problem, can be reached- and If they
should be driven out of business, the small operator or retailer wifi find it diffi.
cult to ply his nefarious trade. Those who argue that the Government should
not tax unlawful business, fail to realism that If Inoomes from Illicit operations
are exempted from or permitted to escape twtation while incomes from lawful
operations are not, the criminal is rewarded and the honest man s punished.

I have not attempted to enter upon a full discussion of the tax problem, I
submit these rflectfons merely for what they may be worth.

With warm regards, I am, cordially yoUs, . . M

UTTER AND DRIll Of WAG 1=112

Mr. ISAAC M. STEWAaT
Clerk Commitee on Yinanc, Unied S es Sa te, Washigtso.

My DNAR MR. STEwAaT: In accordance with my letter of mpquest and your
tele of April 8, find enclosed brief which I desired to submit to revenue

=e ng.
If It should be that any questions need to be answered I could conveniently

make use of special railroad rates, on Thursday, April 21, to be present during
middle of day.
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In preparing this brief I have excluded matter not germane to the plea of the
brief.

I had anticipated taking more time to ita preparation, but it will suffice.
Sincerely, WAOeR FINHER.

Batllr YOR RMYVNUe RBADJUsTUMNT oN4 LINtS MOR1s CON PORMABLI WITH WIOL-
VAMM OP CrramerN-PAonueNa CL6sAs CoMPausiNo Two-Tatane or POPULATION

To CoMnXTxn oN FINAN ,
United 8e 8snate:

The citizen enmeshed In this period of contracted business and employment
has need to strive mightily for removal of causes of his unemployment and to
preserve lea billty of property values purchased for old age and dependent's
protection and Is therefore greatly interested in the objects to be accomplished
by the proposed revenue measure not only for his own sake but those of his
fellows who are so situated that they can not well diagnose the origin of their
trouble.

Roughly dividing the 80,000,000 families of this country into two groups, one
of 20,000,000 direct producers of current wealth and revenue, and the other a
group of 10,000,000 families revenue supported It becomes evident that the
intere of both groups Is common in prmerving the salability at somewhere near
the pries purchased of the various form of pro r% acquired by them for old age
and dependent's protection, whether held In individual ownership or mass savings
through ftducares, such a banking and life insurance companies whose very
existence depends on a reasonable stability and salability of values.

It has been held that this Is one object of the revenue measure.
In the continued employment and prosperity of the 20,000,000 citizen producer

families depends the prosperity of the 10,000,000 revenue suppoi ted, who other.
wise must return to the generally leser emoluments of life to be found in the
citisen.producer las from which they came.

Aside from these two common Interests, the two groups are diametrically
opposed in that each addition to the revenue-supported group, or to its revenue,
contracts the employment and business of the citien-producer clam and its
ability to support its public servants and public works for which it receives not
one penny of pay except the satisfaction of having them.

A secondary object of the revenue measure is to continue Federal establish.
ments and public works on the extensive wale now Inaugurated, otherwise no
revenue measure at all would be required on only a minor one.

It Is the object of this brief to show that the balancing of the Budget can be
bettor accomplished by collecting les taxes and to the permanent benefit of all.

It Is desired topoint out, on behalf of the 20,000,000 citizen producer families
and also on behalf of the 10,000 000 Governmentai class families, that the con-
traction in prices and employment and In the values of capitalized oods purchased
for old age and dependent's protection, can not be checked, nor prices and general
employment set on the up-grade, until taxation Is reduced below its present
status of confiscating more than the annual economic surplus of goods. An
estimated tax reduction of 78 per cent is required.

Fortunately, there is below the A)lapse point in taxation a wide zone of revenue
ample to provide all needed conveniences, more properly supplied by collective
action.

It Is thus greatly to the interest of both classes of families to amist In a read.
justment, both being in a precarious economic position through expansion of
governmental activities to a point where one-third of our population is sustenance
and sustained by the remaining two-thirds, not voluntarily but by enactment of
revenue laws.

If this enforced support of one-third by two-thirds were a voluntary overhead
economic laws would quickly and reaAily bring about readjustment without
serious shock to the businbs and employment structure of the country. This,
however, is not the ae. The position of the citizen-producer clan Is daily
becoming more onerous and unremunerative nor can he gain relief except by
appeal to his constitutional rights established by his forefathers in their wisdom
as a protection to people for all time against the encroachments of a tax-supported
class. It Is a debatable point just how and why too much of our annual incom,)
has been diverted into governmental services, but such being the case the situation
has to be faced.
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The mere fact that ome 60 per cent of 'the family budget Is drafted is evi.
dence of the unbalanced, unhealthy condition; nor Is it a healthy condition when
the entire "business income of the country," all rents, Interest dividends, busil
nose, and corporation profits merely equal tax expenditure; nor whn the entire
income of 80 to 88 per cent of those Not supported by taxatioii only equals taxes.

It has been contended that the way to remedy things is to bolster values held
lit banking and fiduciary institutions by loans from taxes but ts the shrinking
and nonsaleability of such values is primarily due to tax confiscation of the
earnings of property and of the earnings of the people, it is obvious that to
correct values and employment and 0 permit full interchange of goods and
production, the prices of Governnitnt must correspond to our lower level, other.
wise, business, employment, and value" can not again get on the upgrade.

As the Federal Govertient has run up expeidlitirem ete dltg $4,00,000,000,
an amount nearly equalling the safe taxation load for the entire country (that As
if prosperity and values are expected to advance), it is incumbent for all sections
of Government to retrench, The unfortunate stimulation of tax supported bus.
iieso in the past dozen years by borrowing against futture taxes has had not only
a bad effect on the normal citizen business of interchange, but almost precludes
nuch tax expenditure except for interest and repayment of existing loans, which
will have to be paid back with dearer dollars.

It is therefore too much to expect recovery in values business, and employ-
ment, i an additonal billion in taxes io levied, the shrinkage iln present tax ol-
lections being the safety value of business.

The probability to that a billion extra taxes will cause further shrinkage and
suffering whereas, if it is not levied and if State and local taxation is also reduced,
business may not sink much lower.

Under present conditions each billion of taxes saved doubles itself in national
income restoring about 2,000,000 families to employment as fast as readjustment
can be made, thus caring for any tax supported families displaced, Conversely
a billion extra in taxes leaves 1,000,000 families destitute of their money earned,
and their buying power, and reduces the national Income two billions by with-
drawal of a million families from interchange in production as they are pro-
vided for by the billion taxes taken.

The point Is soon reached at which taxes are less collectible no matter how
ingeniously levied, nor will it be possible to balance budgets under existing
conditions by attempting to collect more taxes but only by collecting less of them
and permitting business and employment to recover.

Ttxes if assessed unduly on any particular form of goods or Industry either
the price or consumption of that goods will go down until those engaged in that
Industry must work for but little.

Fixed capital as represented in land, mortgages, stock, bonds, and other
earning capital based on land, buildings, machinery, equilmaent, and so forth,
such as houses offices, buildings, factories, and railroads have so depreciated in
value under direct and indirect taxation (Federal, State, and local) that those
dependent on them for support and employment in either their operation or
construction are greatly handicapped.

Respectfully submitted and based on intimate and personal contact with the
effects of taxation and with present conditions. Figures submitted are believed
to be as reasonably correct as the statistics available admit of.

STATEMENT OF J, A. ALBRECHT, BUFFALO, N. Y.

Mr. ALBRECHT. My name is J. A. Albrecht, attorney at law,
Buffalo N Y., partner in the firm of Albrecht, Maguire & Mills.

The CnAIRMAN. How much time do you want, N Jr. Albrecht?
Mr. ALBRECHT. Fifteen minutes.
The CHAIRMAN. You may. proceed.
Mr. ALBRECHT. Mr. Chairman and gentlemen of the committee,

since 1018 we have had a very wide experience iln preparing tax
returns and in appearing before the departments at Washington in
the interests of taxpayers. From this experience we desire to call to
your attention what we believe will be the effect of limiting losses
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on wales to the amount of gains on sales, and to the gift tax now iai
the revenue bill before you. I also want to present an adtini4.
trative idea for the Treasury Department.

Regarding the capital gain and loss provisions of the House hill:
The applicable provisions of the revenue act of 1928 should not 1)0
changed. Before the revenue act of 1021 allowed gains to be taxed
at a maximum of 129 per cent, say, from 1917 to 1922, many sales
of property and securities were not made because the profit there.
from was subject to the then normal tax and to surtax rates beyond
those which the ordinary net income would have brought into play,
The Government lost much revenue in those days because of the
absence of the 12K per cent provision. We know because we kept
fairly busy calculating what the tax would be on the owners should
the sell.

Representative Hawley, Congressional Rtecord, volume 61, page
5201, said, in discussing the capital gain and loss provision of the
revenue act of 1921:

Under the present law the surtaxes are so high that many transactions re
prevented from consumation, to the detriment of the development of the ovin.
reunity. The owner fools it will be bettor for him to retain hi. property than
to soil it and pay the very high rate of tax.

Page 5289 of the same volume of the Congressional Record, Mlr.
Garrett, of Tennessee, said:

Mr. GAaanTr of Tennessee. What effect will this amendment have on the
amount of revenue raised under this particular provision?

Mr. Gacmai of Iowa. The Tresury Department thinks *hat the ultimate
result will be to bring in more revenue. The gentleman will remember that it is
often stated under the provisions of the present law a man would refrain from
making a sale of land or other property constituting capital assets because he
would -have to pay so large a proportion to the Government that he would tot
realise very much out of it. I would so increase his income taxes that he would
not make the sale. This amendment, of course, will reduce the rates in many
instances which people will pay on sales of real estate and in some instances on
sales of personal property that ar capital asets, but it is quite certain that it will
bring about sales which otherwise would not occur. The gentlemen is aware
that a large portion of property is being held which people would like to sell
but will not sell on account of the amount it would add to their surtaxes, and
therefore they refrain from selling and the Government gets no return. It has
been the opinion of all of the experts of the Treasury-at least of Secretary Hous.
ton and Secretary Glass--I do not remember whether Mr. McAdoo expressed an
opinion or not--that the ultimate working out of this would bring more revenue
into the Treasury.

Senator Suoarkmoz. Who made that statement?
Mr. ALiscnlT. Mr. Green, of Iowa, who, at that time, I believe,

was chairman of the Ways and Means Committee.
Senator SHORTRIDOE. Very well.
Mr. ALsIUCHT. From the same page occurs this:
Mr. NTA WOnD. I understand that the rate that is proposed is for the purpose

of taxing, in many instances, unearned lncrements of land values.
Mr. UaZsr4 of Iowa. In many instances it would apply to that. It is not

entirely for that purpose.
Mr. 8TArMoMw. In those cases that have heretofore ocourted, when property

has been owned by a corporation, if the Increased profits arising from the sale of
real estate would take the transaction into the 10 per cent or the 40 per cent class,
the owner of the property would be compelled to pay a tax to the Governent of40 orr cent.

GGar. of Iowa. He would if he should sell it, but the experience of the
Government hts been that under the circumstances he would not sell.



nVIRVE E ACT OF 1938 169

On page 545 of the hearings before the Senate Finance Committee
in 1921:

Senator McCuust. Suppose property was purchased in 1914 and held until
1921 and it has increased n value 100 per cent, A dollar has decreased 80 per

cent Theproprtyhas Increased mainly because of the inflation and the cheaper
ujAto say that a person, because hie sells it for tesame number of dollars

that lie pureed it for In the general market, has got to pay the Goveornnment
sone money?

Mr. KSLLOOQ--
who was a witness-

Mr. KELLOG,. I think you have tuuched the most vital point in the whole
matter.

Senator McCumSR. The fact is that he has not made a cent if those figures
are correct.

Mr, KELLOGG. I believe that is one of the strongest reasons. I am very sorry
that I did not think of it myself. But It is absolutely sound, as it appeals to nie
DOW.

Senator CmLow. I know of a transaction where a man bought a piece of prop-
erty that cost him $140,000 in 1913. In 1920 It would have cost him 8290,000.
He was offered $210,000 for the property, and he was disposed to sell it but he
dim-overed he would have to pay $30,000 of that profit in taxes to the Govern-
minnt, and he did not sell the property. He could not afford to sell it.

Mr, KzLooo. That is another experience of exactly the same kind that I
have given before you came in. I had given a number of similar illustrations
from my own personal experience, and I believe that they can be duplicated by
nearly everybody you come in contact with.

Coming in contact with a great many taxpayers, preparing many
tax returns, every year I can say truthfully that that was my ex.
perience and what I tel you will be the experience if the House bill

I he revenue act of 1921 allowed capital gains to be taxed at a
maximum of 12N per cent and allowed capital losses to be deducted
from those gains, and further allowed the individual to calculate the
tax with allis capital gains and losses as part of his ordinary income
and to pay the tax so calculated if it happened to be lower than when
calculated under the capital gain provision. The Government must
have found that thatprovision was a tax raiser, at least we found that
those who had previously refused to sell were now willing to pay
the Government ono-eighth of the profit. The years up to and
including 1929 were years when it was almost impossible to establish
losses and the Government by this provision, in effect, lured the people
to sell and got the tax. The people naturally reinvested what was
left of the proceeds and naturally at costs much higher than the cost
of the item sold. Had they suspected that the Government intended
to change its policy as the House bill would have it do, they would
not have sold at the high prices of 1922 to 1929, inclusive. It is in
our opinion manifestly unfair for the Government to change its policy
now, so that looking back it can be said that it looks like a trap.

during those fat years people, believing the policy of the Govern.
ment regarding capital gains and losses was fixed, sold at a profit
(it was dificult to inake anything else during that period), and the
Government must have reaped a good harvest. Since 1929 these
iWdividuals have been selling to remster losses and it has been prac-
tically impossible to register anything else. The House bill provides
that unless you can mieis one or more of these at present impossible
gains, you can not have the benefit of the easily and, if you own any
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money forcibly acquired losses. Not being able to cover his loss,
which lihe got into often because he sold something else during tile
boom on which the Government got the tax, his misfortune is made
worse by the resultant increase in his tax. This is manifestly an
unfair change of policy.

Senator COXNALLY. You recognize that Congress can change the
tax laws at any time?

Mr. ALBRECHT. I do sir
Senator CONNALLY. ou are talking about it being a trap, and

because it was such in 1929 it should stay that way.
Mr. ALanECHT. I do, sir, but there is more to the Qovernment than

to raise taxes.
Senator CONNALLY. Being wrong, you would not advocate its

staying that way, would you?
Mr. ALBRECHT. I can not admit that what it was made in 1029 is

wrong. It produced revenue and it has gotten the people into the
position from which they can not escape.

Senator CONNALLY. If that were true we could not raise any taxes
at all. It would have to stay just as it is.

Mr. ALBRECHT. I did not want to get into a discussion of the tax
laws, but 1 do believe that Congress should have something deter-
mined as its policy.

Senator CONNALLY. I think when we get through with this bill you
will think it has.

Mr. ALBRECHT. I think it is wrong for the Congress to get the
people into a position from which they can not escape and then sock
them. I did not mean that for the record, Senator.

Senator SHOTrIDGE. Well, there may be a changed condition---
Mr. ALBRECHT. Very true sir.
Senator SHOwTnDEa. A chunge which would justify a change in

taxation.
Mr. ALBRECHT. I wish I could find it so in this case.
Senator SHORTRIDaO. Necessity knows no law, it is said.
Mr. ALBRECHT. I take it the power to tax is the power to regulate,

and not exactly the power to destroy, and if Congress would use the
power to regulate, I think we Mould not be in the present position.

Just as business was held back before capital gains and losses were
allowed, so will business be held back if the House bill on this item
is allowed to stand. We arb now in a period when one can not make
a opital gain. What good is it to him to sell? Under the House
bill C makes only i nondeductible loss. The Government got the
tax on the transaction which allowed him to buy what he now holds,
and if it refused to allow him a deduction if he sells at a loss, confidence
in the stability of Government policy will be lost and people will not
know which way to turn for fear that any turn may prove to be a
bad one when the next revenue bill is introduced. Congress should
not vacillate when by doing so it creates uncertainty as tnat directly
retards business and consequently produces less tax.

The Congress may modify the rates and the exemptions, the people
expect that, but it ought not to change a policy which has put the
people, by their acceptance of it, in a vulnerable position. The law
as it stands is fair, has been accepted by the people, and the Govern-
ment has profited by it. To change it now in principle would make
the Government subject to the same criticism that is made of the
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bulls and bears shearing the lambs when their clever maneuvering
get the latter in the right position for the operation.

While the Government should not chanie the present law regard.
ing capital gains and losses as a matter of policy, the next point is
how will the law work if passed. The stock market genei-ly, and
all other markets, for the great majority, run in periods. In one
period gains can be made, in another, losses can be established, but
both can not be made in the same year at one's option. How, then,
can one cover his losses with gains, or, in better times, his gains with
losses? The Government would be in the position, if the House
bill is passed, of having refused to allow losses when they were all
that could be made, and of taxing gains during the period when
they were the rule. The House bill increases the tax during a period
of expression and decreases it during a period of prosperity, because
people will not sell when losses only can be made and don't count,
and likewise will not sell when gains only can be made and do count
in making up the tax.

Do you see what I am getting at, Senator?
Senator CONNALLY. I think 1 see what you are getting at.
Mr. ALTF. CHT. The Treasury has noticed how people are now

"Getting away with murder" by taking losses and presents a method
of stopping it. It is up to you gentlemen to say to the Treasury
Department that there are somne reactions that it must stand for
because it accepted the benefits of a certain policy for years, and should
not now, when it finds conditions reversed, say, "Heads I win, tails
you lose." Policies established and continued by a Government
lend more confidence to the sum total of confidence needed to make the
people go forward on a contented career than will a balanced budget
made up by taxes which destroy the former policies.

(There was a signal for a vote on the floor of the Senate.)
Senator REED. This is a very important vote, Mr. Albrecht.
The CHAimMAN. It is a very important vote, and we will suspend

until the members of the committee return from voting.
(Upon the Senators returning from the floor of the Senate the

proceedings were resumed, as follows:)
The CrAtmAN. You may proceed.
Mr. ALBRECHT. Before the intermission I had just said that the

policies established and continued by a Government lend more con-
fidence to the sum total of confidence needed to make the people go
forward on a contented career, than wil a balanced Budget made up
by taxes which destroy the former policies.

The House bill would cut down the number of transactions,
limiting the return from the stock transfer tax, and reducing commis-
sions paid on sales. This latter will cause less income tax to be paid
by those who otherwise would get the commissions and it undoubtedly
would reduce the number of people employed by them. The bill
has already had that effect. Our cents have refused to buy or sellsince the bill was introduced, and it is our opinion that the recent
stock market drop is as much the fault of the House bill as it is that
of bear raiders.

The present law: To leave the law as it is will result in nearly
everyone selling, taking his loss, thereby getting back indirectly part
of the tax he previously paid the Government, and buying something
else which has a e ow cost. Soon, we hope, but certainly in the
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years to come, business will Improve and he will be unable to sell
without registering a gain. The Government then, in the long run,
will not lose under the present law. The Government had its day
up t 1030, since then the people have had their day, so to speak.
As they enjoy that day their costs come down, and it will soon be
the Government's day again. The people understand and are
willing to go along on that basis, but the Government follows the
House bill and tries to take both ways, people will do a they did
before the capital gain and Ioso policy was established-just not sell
and not selling produces no tax.

Increase the income tax rates and tax what you may to increase
revenues, but don't change the established policy of the Government
regarding capital gains and losses. To do so will, in the language of
the street, double-cross the Treasury Department as well as the public.
Pardon such language, but the shortness of the time allotted seems to
justify using short common expressions that say much in a small space.

Regarding the gft tax-
Senator REED. Before you leave the capital gains I want to ask

you a question or two.
Mr. ALBRECHT. Yes, sir.
Senator' REED. It is a fact, is it not, that the inclusion of capital

gains and capital losses tends to prevent people from selling in boom
times, is that not so?

Mr. ALBRECHT. Not under the present law.
Senator REED. Do you not think that many persons refrained

from selling in 1029 when prices were high because of the very high
tax that they would have had to pay?

Mr. ALBRECHT. I think that the 129 per cent tax in 1929 did seem
high to a lot of people.

Senator REED. And lots of people hesitated to sell on that account?
Mr. ALEJzCUT. Just before 1929 the 12% per cent provision, for

some reason, did not seem to be so high. Aid for a Iong time sales
were made. But in 1929 it did happen just as you say. -The people
got kind of scared even of the 12% per cent tax.

Senator REED. And if they had not been scared and had not
refrained from selling, the boom would not have gone to such heights,
wonld it?

Mr. ALBRECHT. That is one way of saying it.
Senator REED. And is it not true that at times like the present,

when prices are.very low, and when one can register a loss bT. selling
at these low prices, even if he buys in again subsequently, it has a
tendency to depress the ler el of prices i periods of panic?

Mr. ALBRECHT, I would say so.
Senator REED. It showed it last December, did it not?
Mr. ALRkECHT. Yes sir.
Senator REED. With all the tax selling that went on in December?
Mr. ALBRECHT. Yes; but he could get his loss.
Senator REED. Yes, and that is why he sold in many cases.
Mr. ALBRECHT. Because he had bought at a high price.
Senator REED. Even as you and I, fdare say.
Mr. ALBRECHT. As you and I.
Senator REED. Yes.
Mr. ALBRECHT. If he had not sold in 1927; 1928, or 1929 he would

have been able to sell in December at a loss, because the thing he
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had then cost him less. The point I make is that if you had something
that you bought in 1913 1914, up to 1921 or 1922 you had a low cost,
you were tempted to sell, because you only had to pay the Govern-
ment one-eighth, and as the years rolled along up to 1927 and 1928
you were tempted to sell and you did, and you paid the Government
one-eighth, and you bought something with that money, and you
necessarily had to pay a high price for it. And because you bought
in that boom period you are now able to sell at a loss. But if you
had kept what you had purchased prior to 1920 you would not be in
any such position. So the Government had put down a trap that
lured us into the position of selling and of buying something at a
Wi-h price, and now we can not get out of it.

%enator REED. Yes, we have got your point all right on that.
Mr. ALBRECHT. And therefore we sell.
Senator REED. I want you to put your mind on my point. Now

is it not true that the purchasing price of the dollar has greatly risen
since 1929?

Mr. ALBRECHT. Yes.
Senator REED. So that a man who sells a block of stock or a house

and lot to-day for a smaller number of dollars may actually score a
profit in purchasing power of the price he gets? And yet that is
considered a loss because for tax purposes we consider a dollar as
worth the same all the time, is that not true?

Mr. ALBRECHT. That is right.
Senator RED. And it worlds just the other way when the purchasing

power of the dollar goes down many a man is taxed for an apparent
profit when he really incurs a ioss, is that not so?

Mr. ALBRECHT. You are right. Perhaps for that reason England
does not tax capital gains and losses. They just tax them all together.

Senator REED. With the present low level of prices it is apparent
that most sales this year are going to result in losses, is that not right?

Mr. ALBRECHT. That is right.
Senator RzD. Is not this a fine time for the United States Govern-

went to adopt the policy of excluding capital gains and capital losses
entirely?

Mr. ALBRECHT. It would be a wonderful thing to do that.
Senator REED. And would we not make money by doing it?
Mr. ALBRECHT. I think we would.
Senator REED. Certainly we would in 1932's results.
Mr. ALBRECHT. Either that or reduce the 12% per cent tax down so

that people would sell, because they would consider the amount they
would pay the Government as no hardshi

Senator REED. Instead of getting all the way out you would get
half way out.

Mr. ALBRECHT. Yes.
Senator REED. I see.
Mr. ALBRECHT. In other words, there is a certain amount of tax

that people will willingly pay. And if you find that just, keep it.
The policy of the Government is one thing I am, most concerned in.
Do not change the policy and get us in a trap and soak us.

Senator GonE. Can you mention any particular tax that you would
be willing to pay?

Mr. ALBRECHT. That I would be willing to pay?
1110-.2...1
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Senator GoRE. Yes.
Senator REED. Mostly a beer tax.
Mr. ALBRECHT. I am just coming to that. I have got that in

here, if you don't mind. If the Congress paid strict attention to the
will of the people there would be no revenue tax.

Senator SHORTRIDoa. There would be no tax at all.
Mr. ALBRECHT. You can not, of course, allow the people to tell

you what they want in the way of service and also to tell you how
much they want to pay for it.

The CHAIRMAN. Are you through?
Mr. ALmnticHT. No, sir. Are there any more questions on the

capital gain and loss provision?
Now the policy of the taxation is an important thing in my mind,

Mr. Chairman. Would you allow me to go on?
The CHAIRMAN. How long do you want?
Mr. ALaRECHT. Well, I think that it is the intermission that has

taken up the time rather than my statement, because I have read
this over and it took me only 15 minutes.

Senator REIPD. It is estimated that we are losing about $3,,000,000
a day in excise taxes by every day's delay on the bill. Now every
speaker ought to appraise his own importance by that.

Mr. ALBRECHT. I will uit if you want me to do so.
Senator SHORTRIDoE. You can file that, you know, and it can go

into the record.
The CHAIRMAN. How much more time do you want?
Mr. ALBRECHT. I have got a couple of pages to read.
The CHAIRMAN. We have got to get on with these hearings.
Senator HARRISON. It is not fair to the other witnesses who are

limited to 15 minutes to give 45 minutes to a witness.
Mr. ALBRECHT. I came down here on Saturday because I thought

I would be heard on Saturday, and I have here seen other witnesses
take an awful lot more time than I thought they were going to have,
and while I stood out there kind of grumbling because I was being put
back, I was in hopes that you would not cut me short, but woldd
allow me to finish my statement.

Senator HARRISON. Not over 15 minutes. We will never get
through with this bill if we do not expedite these hearings.

The CHAIRMAN. We are not going to get through with it unless
you do cut it short.

Mr. ALBRECHT. Do you want me to stop now?
The CHAIRMAN. If you have anything else put it in the record at

this point.
Mr. ALBRECHT. No, the point, Mr. Chairman, i that if you people

want to ask me any questions I will be very glad to answer them.
But if I do not make my statement there will not be the opportunity
for answering questions that may come up in reference to it. In
that way I will not have an opportunity to make my point clearly.

Senator SeORTnwo. You state it clear rly in your brief, do you not?
Mr. ALBRECHT. I hope so.
Senator SHonTiGxm. Yes, Submit the balance of your brief and

it will be printed in the record.
Mr. ALBRECHT. I will submit it then, if you wish me to do so.
Senator SHoUT DOE. Presumably the Senators will read it.
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Mr. AMRICHT. Very well, then, I will do so, becaueo6 I have got
something here that is, I think very, very important.

(The balance of Mr. Albrecht's statement is here printed in the
record in full, as follows:)

Regarding the gift tax: I understand it is and I believe it should be the aim of
the Government to cause wealth to be disseminated.' To this end in part it
paed the income tax and the estate tax laws. The gift tax is a damper on the
progress along that line that these laws have made, asit will tend to make people
hold their wealth. It therefore puts the Government in the position of blowing
hot aid cold.

The gift tax is like keeping the missionary in a pen that he may grow fat, so
you can have a better meal out of him at your desired time.

The good that cones to this Nation from a distribution of wealth before death
far exceeds the good that will come from the tax raised, even granted that the
gift tax only slows up the distribution.

Estate taxes should be arranged to encourage and stimulate the distribution of
%ealth, and to get a tax from those who die without having taken the stimulant
or encouragement. The Government should consider it a greater gain to the
country to have caused such a distribution of wealth that little or no tax is
received. In other words it should not coutit on the revenue an part of its certain
and necessary income. iet such income be produced from other sources and
count on the funds from the estate tax only after they have been received.

The proposed gift tax is one which will make it necessary for each giver to keep
a record of his gifts from now till he dies. In this more than active country, with
its roving people, romances, fires, accidents, thefts, ald so torth, this will be an
unsatisfactory and expensive feature.

I therefore hope you will not pass the gift tax.
Suggestion for change in administrative policy: In order to cut down the grow.

ing disrespect for law and order I wish you would incorporate a provision in the
new revenue bill declaring it to be the duty of the Treasury Department to assist
taxpayers to arrive at the lowest tax they should pay unier the law and that it
shall not take advantage of a taxpayer's mistakes.

Go into any collector's office, follow many of the field men, and you will find
that they believe It is their duty to get all the tax they can get. I wish I had
time to tell you about them, but next to the Volstead Act I think the way the
small taxpayers are treated in most of the collectors' offices, to which he must go
at the loss of a day's pay, is the second best reason for disrespect for law. Perhaps
I should have put justice of the peace courts second.

For instance, why should a man and wife not be allowed to change from a Joint
return once filed to individual returns, or vice versa, if by doing so they calk pay
less tax. Has our Government got to be so hard and cold and autocratic that it
says, "You made your bed, now lie in it," and then the next day, so to speak,
the Government through the Treasury Department, the Board o Tax Appeals,
or the courts, declares that such and such are no longer taxable. The people
must abide by their choice, but the Governmnent need not. I therefore ask you
to iWalude such a declaration of duty on the Treasury Department that the tax-
payer will learn front experience with it that it can be trusted to help him produce
the lowest legal tax, and that it will not take advantage of his mistakes.

Suggested sources for additional revenue: It probably is In place for me to
suggest from what other source I would derive a similar amount of tax. Of course
if no other source could be found, I'd rather have the country go without the
income involved in my suggestions than to change the policy and in my opinion
the character of our Government.

"It has been my work to tell people how to avoid taxes, so I am not very
well posted or. what should be taxed. I fitnd, however, that income taxes are
easiest to pay ald people complain less to me about it than they do about bad
Government ideas, such as the change in the capital gain and loss and gift tax
provisions. The gasoline tax does not seem to be a burden, and I feel that taxeson admissions and drinks are also willingly paid.

Raising the charge for handling second-class mail matter would be a move
rtat all but the selfish would applaud.

A tax on checks cashed to be paid by the maker and collected for the Govern-
ment by either the receiving bank or the one on which drawn, without the neces-
sity of using stamps, has always appealed to me. For instance and without -
knowing the amount of revenue involved, suppose the bank on which a check is
drawn charged I cent for each check up to $100, and I cent for each additional
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$100 or fraction thereof, to the-maker's account and paid the amount monthly
to the Treasury Department. It would save the cost and time of making and
using stamps, prevent fraud as Is the case with stamps, make it easy for the
revenue department to check the correctness of the bank's reports, and put im
more work on the bank than the proposed sales and admission taxes put on other
taxpayers.

I would also suggest a 1 per cent or even a haf per cent sales tax. We should
get started on a revenue producer the base of which is more sure or less sub ect
to disappearance than is that of the income tax. I think the rate proposed by
the House bill killed the sales tax it proposed.

Closely allied with this in my opinion is the Volstead Act and the eighteenth
amendment. When they are repealed you will surely be able to pass a sales
tax that will produce much revenue. I hear it from nearly every one that the
depression will be over the day after the eighteenth amendment is repealed.
They all know a heavy tax would be placed on the sale and yet seem willing to
have it so. The kind of a sales tax the people want to pay is bound up in titamendment.

Respetfully, JOSlPm A .A vanSCH.

Mr. AtnaEcOT. That is all.

LITTIR FROM IlA A, CAMBS&L

AMERICtAN STEAMSHIP OWNans ASSOCIATION,

Hon. R SMOT Now York, April 01, 1932.

Chairman Senae FPinance Committee,
United States Senate, Washington, D. C.

DmAn Six: The American Steamship Owners Association respectfully recom-
mends an amendment to H. R. 10236 by adding to section 23 thereof, as paragraph
(o') ,the following provision:

(o') Mail contract compensation applied to new ship construction and recondi.
toning: In case of a steamship corporation receiving compensation for the carry-
ing of mails under a contract with the United States of America, such part of said
mail compensation as the corporation shall use, or shall set aside in reserve for use,
in constructing new vessels or reconditioning existing vessels employed or to be
employed in the performance of such mail contract, or shall use in repaving to the
United States of America moneys borrowed from the construction loan fund,
under the provisions of the merchant marine act, 1928, and acts amendatory there-
of, which shall have been or shall be used for such aforesaid construction or recon-
ditioning, upon the corporation giving a bond, with sureties and in such sum as the
commissoner may require, conditioned upon the payment of the tax computed
without the benefit of this subsection in respect of any amounts allowed as a de.
duction under this subsection and not actually expended for the aforesaid purposes.The purpose of the proposed amendment Is to permit the deduction of ail
compensation paid by the Government from the net income of a steamship corpora-
tion carrying ocean mails under a contract with the Government which provides
for or contemplates the construction of new vehsels or the reconditioningof existing
vessels for use in the performance of such mail contract.

Mail contracts have been made by the Postmaster General under the merchant
marine act, 1928, which provides for ocean mail service on 56 different essential
trade routes in the foreign trade of the United States. Many of these contracts
require the construction in American shipyards of new vessels; other provide
for the modernizing, through reconditioning, of existing vessels, most of which
were acquired from the Shipping Board when the trade routes were purchased
by the private interests holding the mail contracts. The cost of constructing
vessels fn American shipyards greatly exceeds that in foreign yards and a large
part of the mail compensation is paid to meet such excess costs, thus helping to
place the American shipowners on a parity with the foreign owner.

A large part of the costs of constructing new vessels and reconditioning existing
vessels for the aforesaid purposes has been loaned by the Government to ship.
owners through the construction-loan fund provided by the merchant marine
act, 1928. These loans are generally repayable over a period of 15 to 20 years,
whereas the mail compensation covers a period of 10 years. Thus, the shipj.
owners are required to set up during the I years reserves from mail compenm
tion in amounts necessary to meet the future maturities on the construction
loans.
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If 11all compensation applicable to such new construction and reconditioning
is to be Included In net Income then in those years when profits from operation
are earned, the effect of taking away part thereof by taxation will be the same as
if the mail compensation was partially reduced.

The theory of the mail compensation provided for In the merchant marine act,
14028, is to place the American shipowner on a parity with Its foreign competitor
l)v granting mail compensation sufficient to meet the differentials in coots of
instructionn and operation. The mail compensation has been determined by
the Government on that basis. Inclusion of the full amount thereof in net In-
eoine defeats the purpose of the act.

Ior this reason we respectfully request that your committee give consideration
to the proposed amendment and Incorporate it In the pending bill.

y truly yours, IRA A. CAMPneLL, General Counsel.

STATEMENT OF R. H. WHITEHEAD, NEW HAVEN, GONN,

The CHAIRMAN. I think, Mr. Whitehead, you have testified before.
M h. WHITEHEAD. That is correct.
The CHAiRMAN. You are here at the request of the Senator from

Conneeticut.
Senator BARKLEY. I think you were given permission to submit

a supplemental brief.
The CHAIRMAN. Is that the brief you are ready to submit?
Mr. WHITEHEAD. I ain ready to submit it now. It would take

me only a few ininutes to read it, and I would like to.
Senator BARKLEY. Is that down in black and white?
Mr. WHITEHEAD. Yes.
Senator BARKLEY. Then we will read it.
The CHAIRMAN. It would be better to file it. There is no need

iof reading it, because we have to go over every one of these items.
Senator HARnusoN, The only trouble, Mr. Chairman, is that a lot

of witnesses' names have been put down, and some other witnesses
coine in now to file an additional brief.

Mr. WHITEHEAD. This brief is not in behalf of my industry- it
is an attempt to solve the problem and get around the technicality
in the administration of the present law; and the committee asked
we if I knew how to stop it, and I have a method to stop it.

Senator SHOUTRIDGE. We will give it careful consideration.
Tie CHAIRM4N. Every one will-read it.
(Mr. Whitehead thereupon submitted the following brief:)

BRIEF or R. H. WHITEHUEAD

COMMITTEE ON FINANCE,
United States Senate.

GENTLEMEN: It is with the desire to be helpful in what the business men of
the country believe to be something close to a national emergency that I offer
for your considoration a plan of taxation which it Is believed will avoid much
of the criticism directed to tax bill H. R. 10236, now pending before your
committee.

Any tax program now offered for the consideration of the country must frankly
recognize and as frankly avoid certain industrial, social, and political repercus-
sions.

1. It must not intensify the cutthroat competition which has been born of
industrial desperation.

2. It must not be susceptible Vo the pyramiding, so costly and so despised by
the customer.

3. It must not require the payment of any greater sum than that which ac-
tually goes to the Government.

4. It must not be levied on a few commodities or a fe industries forth benefit
of thc mnany.
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5. It intt1st be No 14itiall *01(1 ci nvcwlty so broad In mcope that whether iti. aptlivu.
tion nor ecosatim~ will (llstttr' Id istrial and merceantile progress.

11. It nutst Wo, (all to rocegniuc the present necessity for exempting vital newes.
titles like food anol oluthing,

7. It nuist not hie womrly a tax that is a revenue prortiehig moasuire hit u part
of £~tit notr~iative ot at iei iolation of domnestic iudttrial difltit ulesj.

S. It is obvious that It ti st produce immediate revenue. It mutst fit the exitt
mo~ ithodo of doing bIsin-ws.

V., It Iluxt be iignplo ill operation, cheaply collm-ted, and Itm operation be free
from tile obligation. to tie Vil ally large aiotot of merely iteedled working capital
III bi)tmiimt~ anid Ita'LtitrY.10. That it Mitiuld mo;t mutljct ilia0tV A)IOcild ounlilimitlW to dmlo taxatioll.

It Is therefore miggested that it tax lIe levied idovig the following hilneq,:

ECONOMIC JIECONSThUVCTION TAV

on tand after the 1st da.-y of Mity, 1932, there shall be levied, collected, and paid
ai t'xCi$o tux of I per cent on veh tranetioti whereby the title of anyv gods
wares, uterebandise,, or material pavse~i from avty vendor to anly v'rtt(IeL who iW
within the territorial linkits of the Uited Stte, to, be based ott tile price paid
(or the vattec givent therefor.

Tha~t the amomit of mich tax shall be plaily set forth on eacti and every
invoice, illI, tot other written evidence of each trisaotlont and shall he paid by
thle vendee to thle vendtor and accoutited for by im to tho Goverrnlielt. Where
wvritteii evidence 4-f e.tel tratinuction iIs imupracticaiile, thir tax may be levied (On
the (iftretwct between tile gross receiptsC and gross purchases Of c01nnuo1ditles
bills ect tit tax inlder th6 Ilaw.

Tht t tore shill be dviducted fromt any totx owig by at vettdtr bereuttdor such
antomtit a4 the smidd vendor low~ either paid or beconie liable for sam %vcndor to
*,he (lovernnsottt ost tiny goods, wvioreN, wierchimo.lse, or material twxahbc imnier
01h.4 ict, pwofvlded that lit) venidtir stll deducet iny tstx Iaid by lt'm inl his capuity
(of all 11tilt i*t cotisolmer.

Thle tweretiovi of this imigg.t('( tatx iq exemipliiedi by thle folhowingp:
Material to matiqlifoitrp er iuuutd I2, tax I per cit, #or 2 cents. Billed-o to

itimucturer at $2.02. Pays to the Uovermutt 2 et,m
MAufacturer falw~ivatem attn sells to wholesaler at $06 polti I per 4-vnt tass or

ii CV1Nt, uotitl bijlls at $AypIns 6 cei tax. Mtauifntiturer recv1s1 fromt whole-
Paler $600 nd dedod;, cnts tax heretofore paid to) material supplier and pays
14o tue Goverinett 41 veitt tax.

Wholesaler sells to retailer at $8 pluis I cent ta.N. or 8 vetit. I~vvelPvt's
tax from reltilvir 8 cents, deducts 6 cents which hie paid to thle immnfa-t urer,
and rent too the Governiment, 2 c~~Iim.

Itetailkr Sell tot ft!e onstimvtr at, $101 phits 1 per tent or tO) ccitts ftx, andh receives
fromt tho voiiit.mter $14).10. 114 dctltm 8 enit14 paid by hillt to I Ite wholesalur
und retnits balance(4t o~f '2 et to thjI)rnitt

Of Olhe foregoinig tt-4u'st tax, oil thot retailer pitvs '2 trutt , I itt' wllsaler pays
2 enits, lutul the mnutfaetttrcr pays 41 cents tax, atid the miaterild 81upplier pay's
2 cents.

l. '( fore-goig mtay be dlescribed its it tax on1 64vallu adted by unatnifntctu lre"'
or lIn thle ease of coil I odil it's sold int thle conaditiotn ill whit-h pruehiased at ta% onl
44gross~ moeautile pi-ofits." It mtrv.i atlso (fli te ntwerouus iti~titttves wliere
mercltutq add to the valtie of their products by wimuufacturcr without sloeilly
('htk~lsiig theil as Suchl.

Hased4 on thle estimated nourmil domestic turtaover of $701,000,000tt,Mt) per year,
tOil: tax will price revtttt to the ttuomoit of $7001,M),000 less whatever exetnp.
tions~ thle ('4uitiltttt Inl Its wikomu nmay see fit to make. This exemiptiotn way
Include certain esevuttiad eomiiwndiie- ; 4r tax linhility onl sttle. sby smitll retitilers
doluig less than a vertuhi automnt of gross h~isjitss amiitlh ',usy $20,)000, If
such small retailers werve txemtt- d they would, however, litill paky taxes entit Whle-'
eater's or mantifueturtvr's itivoice-4

It W.4.% uit fihe slack ilt lt". Iiketa' tax (11W to the presiot it.auloihity of industry
to Iltake anlv Itet oiaxalev i1tott., as 1116s tax phouctuv rvveoui vietilher or not alky
Pwrolit 11 Itiiadloo"t olieratlns.

It wlkas sttuagvstd by N'u~r eounmittce that some )1411 be preseeted whichl NWU4t
render into mil le the e% w-lowus tit Ikhe jovuiutiu tax 411d to which youtr 'omttinltws?5
at telitoll wati rethleil. Thk ifSha 14'Cwtl found prAMneally iunpo*Ssil'le 1111ar thle
IsAlvi~Niow a t1w liending 111W. Larxviy duv ito the fort thaut suchl terils as "fair
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vahw" "iatifacturer," etc., are o olot0 as to 10 ik-applicablO to the ver)
coilditlotn of preoett day bImtios, There 11 4o tlectivity lu the vy proposeae
heroeith, therefore im dimpito a to who Iaym, and io hopholes for attempted
evasloim. Tax can ino be avoided by lett|ig up iale stubilidiaries, w It it levied
on each tratisact ot. Aiounit of available reveutw im enhanced whs tax In
lirst levied a* it will cover all commodltiem iot lit pIlOSwolioU of tho ultituate coo-
sumer, and it will not slow down or spied up buIshiies to beat the tax at ay
pohnt of distribution either when levied or dlscotthm(d,

STATEMENT OF HARRISON E. FRYBERGER, NEW YORK CITY

Mr. FRYDERG ER. I will state to the chairman of the committee
that I have lived in New York for the last year-a little more than a
year. Before that my |,ome was in Minnesota. For 25 years I have
made a special study of stock ownership. I should be as familiar
with that question as anyone.

Mr. CHAIRMAN. Mr. fryberger, go right on with your statement.
Mr. FIIYBEIIER. You mean without anything about my personal

history?
Senator HARRISON. You are taking Up time with your personal

history.
The CHAIRMAN. No; do not take up time with that,
Mr. FuyBF.RGt.rt. I just thought you should know why I am here.

It is stated that I am here for myself. That is not correct. I have
been making a study of economics for the l6st several years, and
published a book which has received more favorable comment, I think,
titan any other book in the last 50 years.

The (CIHAIRMAN. All right. We are glad to hear from you.
Mr. FimmintEaa. I am in favor of a higher inheritance tax; of a

broader income tax; of a high protective tariff; of compensatory laws
distributing the benefit,.. I am in favor of a bond igsue that wi1*ll
carry us along until the inheritance tax can be put into full force and
effect.

I am opposed to a transfer tax on stocks. I am opposed to a cut
in the wagts of the Federal employees, and 1 do not think that the
Members of the Senate or the Iouse should be making any cuts.

I think that the inheritance tax, when it can be brought Into effect,
should furnish something lke a billion dollars a year, according to
my best estimate. And a broader income tax---

Senator REn. What do you tiean by a broader income tax? Do
you mean higher?

Mr. Fnt urur(mzt. No: I tean that it should include, I think, those
not in the higher brackets: that they should pay a little more.
That is what I mean. And I think the'tlonse is right, though, in the
higher brackets of income tax.

But it seei)U to mei that the tax on stocks does iot serve any good
purpos?. And one reason is that in my judgment short selling is not
the retl objt4tion to the present wrongs going on in the stock market.
I was asked by the president of an association to look into the t(11(08.
tion, and wheli I lmked into the question I came to the conclusion
that short selling was not the real objection, although their* is objec-
tion enough.

Now, speaking lrieflv, I am pfoumndly of tie opinion that the
coneentraiion of wealth in the hands of a ew 'Is th, real cause of our

resent le10Irssio, and that there are seven wrongs, more particu-
arly, which aro ll-tuciing it,
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First, the unlimited inheritance of unearned wealth.
Second, the chain store.
Third stock speculation.
Fourth, corporate defects and abuses.Fifth, the excesses practiced by banks, including especially thespeculation by them in securities.Sixth the 'exploitatIon of individuals and sections by means oftantis, freight rates, and so forth.
Seventh, unjust taxation.As to the tariff, I think we intst have a high tariff. I fully atrtewith the present law, but I think there should , he compensatory laws

passed distributing the benefits.Now as to the fist remedy, the inheritance tax. I am cov v wiethat Congress should have full jurisdiction of this subject. I .inconvinced that a law should be passed amending the Federal Consti-tution, giving Congress full power over the subject of inheritance taxthroughout America. At the present time the State legislatures arepassing inheritance tax laws and Congress is passing inheritance taxIaw1s, and no one to-day knows what power or right they have topass such laws. Now that should all be cleared up by an amendmentto the Federal Vonstitution.
Likewise a law should be passed giving Congress full and completeauthority to tax out of existence the chain store, or to abolish it

altogether.
Third, about stock speculation, I think we should have two reme-dies applied. Especially, one we should have a department of cor-porations in Washington. That department should have full andcomplete authority to require the corprations organized in 48 Statesto show that they are entitled to sell their stock on the stock exchange.And then when an investor buys a stock on the stock exchange he hassome reason for knowing he is getting value received. I think thatwould be more benefieial to the investors of American than anyother law which could be passed.One of the great causes of this depprsion is the fact that millionsof investors have been mulcted out of everything they had, and to-daythey are out of employment, and the country no longer has buyingpower, which, after all, is always the casue of every depression.I think a law should be passed pvhibiting the banks and trustcompanies froin carr, ing on any business such as buying and sellingsecurities or spectdaiing in seurities.Now I think that that covers briefly my statement, and I wotdd beglad to submit a detailed statement to the cointuitt .e,Setuitor [Iatits O. You wanted to put that in the record, did you

not?
Mr. Pity ocito cw I will furnial t complete statement to tho eonimit tee,
Senator 11I nSON. WVhat iO thO nante0 of your WAYkM Tih Ahoitkut of Povorty.
Senator I AmRISON, I want to re!d it.Mr. I axtiovuF, I will hw glad to send every tweiher of the Vt-nimift tt a tily of the Iok.(Tho statement mvent MAI Mr. r1'Fvierr iv Ire priatett iin t010rnwordin '11llI, its toil owc )
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A I.EnIALATIVNI TAX I'ItOORAM IN TIM' PRIC14ENT 01 S1tS

A legislative tax program, in order to mtee the present crisis, should be d(otatwl
by the causes of the present depression.

in view of the fact that America has more wealth of every kind than she knows
what to do with, it is obvious that the present depression is caused by the extrci0tl
concentration of our wealth il the hands of the few and that poverty is to- ay
the portion of the masses.

More omrticularly, this depression-every depression-ls caused by the fact
that the masses of the people have no money with which to buy. I'n the first
phase, the xatases arc the chief sufferers. In the second phase, the rich suffer,
as their holdingA become valleys

Fifty years agu. Henry George criticized the economic system of England oin
the ground that a very small pereentAge of tile IMpulation owned almost the
entire wealth of the eouatt-y. He praised the economic system of France becais,.-
a very great proportion of the population (I think. 80 per cent) owned the wealth
of that country. To-day England Is on the verge of bankruptcy, while France
has hardly felt the depression.

In thils country, it Is claimed that 4 per cent of the population control to-day
even more than 80 per cent of the wealth. Our problem, is to secure with the
least possible delay the equitable distribution of our enormous wealth and income.

As intimated by my Introductory remarks, in ny judgment in order to frame
an intelligent prorain for tax legislation, it Is essential to outline the particular
prine causes of the present depression. In my opinion, they are seven in number,
and are as follows:

I) The unlimited inheritance of unearned wealth.
2) The chain store.
3) Criminal stock speculation.
4) rihe frauds arising out of corpo ate defects and abuses.
5) The excess practiced by bap.s, including especially the speculation by

them In securities.
(6) Exploitation of individuals and sections by means of tariffs, freight rates,

etc.
(7) Unjust taxation.
I propose to discuss these evils in the order stated.
1. The unlimited inheritance of unearned wealth.-The basic principle of capi-

talisa is found in the proverb, "As the service is, ,o the reward." Our present
system of unlimited inheritance violates tlti basic principle. This is one of the
chief causes of the depression.

In my opinion, there should be a sweeping amendment of the United Statvs
Constitution, which shall give Congresm complete jurisdiction over the general
subject of the laws of descent and distribution of property throughout the Nation.

Congress already has qualified jurisdiction, In any, event, such an amend-
ment is ne.esmtrv in order clearly to authorize Congress to exercise complete
jurisdiction uA ietween the Sht's and Federal Goverviment and itt orler to
exercise vomptle authority over the etilro subjtet.

Eve.n uow an heir ,t law hits io vested right to ny portion of the estate of od'('edent,.
The li hts of a w idow ad of .lit Ieirs who havv eontribted to the aveummmu-

ation of a fortune should bo proteettd.
Uilittd tates Government statistics of 10129 dislose such a law would vild

amtt $1,Wt AtVItOMM) annuallyv In my opinion no heir at la w tAmuld hw ew r-
ndttl to inherit moro tOm $1WANX) froml a sngle estate, Alt estate t4h W
exempt from tixationt up to hilf a tWillon dollars , E erything ahov'e slkml
i'vert to the woph to Whom it IKlog.,

Au Inheritance tax of this mmtu ,e is to-davy In , e lowle neesitywv. We are
Coiilweled to raise a hulg lum o Ilkonwv for the support 4f our (6wVeriiinmit.
N\ ho 0hall bear the tM~' The tartmrA o4 a*arady overhurdecmd. lskewvis the
AN*Vkgi VArW1rr A W .. (x autl, 14avo too AVA,44% 14 boi'lihI OuIxti' III(%~ of
the lbtpI4e, \\o houlli iot hv\yan evasiv iana' twm o'n am'moit of the
hIl,011,10e1, ul 'Pot 0 Whne s. Nh,

llow should the wVAV0101 W, dividedr 14% thw 1st inst1%lwe, O"th atll, $i lvtl
t6%, em~n \\o* 4% t%*4ivnt Mt theo ti of h11i doollh \ul have kui~iet vv o
his Wimyht thei 'Nmtietml Giorolemt h.cAsaas lwWttil that itN VIOt
MV 14tttWowil It Wouild be a low so~iki to weaatialm ha al'. I ot
o4 tie kvVeinpm as l..Vuk1 t1o $ ot t ho h~4ivmAkv of the mre talento owl tho
Vt'mivl tae ovnmeu
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Such it6 lwoobi release llions tot dollahrs now fied ill lit foollilh trusts,
The ft ciatotis of the Uited States 8tuprmei Court aIre umailmus Ili hititg

that (3ojigrems has 11.0 constittilid nd Immi)itiit right to J)&55 ti liieritaleu
U~X l4W.

vrlh. reveloo derivedj shou1'ldt UV V~~lA'IRd Ilk 01161etprIMP wiCh 14110114i givo
4111107114-111 to those who are now ullvinl *lyd

8.ae i an. linhritaince tax~ wooki not %n jy permit our Midget to ho bulaticed,
but It would create a continuing retervoir for tho Ntubilisatiot, 4 trade.) It
Would merve us it fountain of youth, 1peettially rfremhintg, revivifying imr
ecolloalie spstvt and tending stronigly to make it Immortal.

2. The c mfin d ore.-'1h.. evil is vi' twm-lig America, hlio a nut ion of clerks and
econoicli mor19. It, i8 Pausinig unuanployillent. It is idin ill the~t v(()iRCttrat i
of weliti. If left ailotle, the chadi.11 store, ill aUd of itself, would likely brig
connnunisin to Anierivt, i~de of 101 yeors.

The power of t hie staltes to 1(cure, relief Is illideq(1ite.
The U n ited Stutes Contitition shotild We timendled by grating ('onpvt AM~ fl

Juriit ioik Pithler to curb or utilrely destroy I his evil. It is possible ti tt (Col.
gre.. evenly how h11( Buell power 1111(1jurtitioufi, butt such Jurilthic Iatis SubIject
to grive doubt,

If Congress were given full jurisdiction, It coulld (lestroy tilt' chinl st ore either
by tl H taxig power or byv direct. prohibition.

3. Crh10414fd Ntock se ato - Ih evil was thle prime cause of thle 1921) stocik
crash und ono tof tho chief causes of the p)res-ellt depression.

tine wyIts which criminal stock speculation Caused 1)111 prem-ent depression is
that a greatt number of our investors were mnuleted out of all i ht.'i prepert y, to be
either t hrown out tof enaploymlent or lin any event deprived 4f their purchaslig
p~ower.

The primary object I'in to our present stock speculat ion iA not imply shot
selling, but at erimimal consApiracy to defraud.

A few immnths ago, If I may hoe jiardoned fir it pe-suina reference, I wils ivited
tto mept cortait. business amen at Juz heon, and ( hes- requested me to Accept the
presidency of it nationtil upisoclat~ou, the- object ot which wix to) destroy short,
selling. After reflection, I declined on I hie ground that thi W1114 14ot I ie Ma
objpct lom to lthe present stocfk sITcullut loa.

I'be reason for complaint lies it thet fact that po'ols maty hte formed, mjidl ertain
persons mlay conspire together to raise and lower the 'price oft stockoi ii some1
eorptration; irreqwective of its actual value, and by fietitious aitid fraudulent
gucata11s.

lit 1029 we ivere told that tho bankers mtid bmsiesA leaiders w.'me far Wiser think
Congress, bit they have nkot proved tlmcmselvcs to) be so. Otir leldrls hatve had
their way for lte llast 12 yeoa ad to-dav thme counItry i oI the brlik tif distster,

1 do4 nlot agree1 with 1041% amon prsons who believe that the stock exchanges should
hle latiry bolfished. Th;e .%tt1i14411 icun pople akrc (iss~se f 1a 111111 foIr jcl
im, if niot galiblifig, anid I he %% orid would bev at (rill) place Ili %% hic. t olive if t he

elemnof s tincua io vre enttirely removed. Stock exchianges shotilu Ne regtt-
Jated, tic t Ik boli~lid. iVeierl la~ts Should bie pml4cwi pbrovliding rulesA of stock
regimlal ioss.

All titoek exchanges shild ho incorporated unidor Federal andl very likely
undt-r State laws In ailt Sttt where at stock exchange, does business. A vitiem~.
shotild be giveni the right to bring stilt lit tHie State oft his oii it residtetce

Laws should lie passed. pruhmibitig thoe onspiracies to defraudmml nimd
aboveO and proviimug for adtequate reitedies for a violationt tof sueh laws.

Thme rights of honest investors would he, Isrottted by laws providitig for thme
111400144111 KlkrVIsiom of (Cortsmratumna whose stock Is literaittvd to be listed1 for
sale on the s~took exeluisige. Ani itivetitor has theo right to kno(W that whenl he bu01yO
securities on'thoe stock exehantigs, he is getting valuev rviV(4d

4. I'Arframids uriisiq uu~t of tJporoti's .fri ~ ph nhuo~.- -cosm'rale elharer
aA na mlted ity 4h. $tftes. lit imi caisvs these cor itoratioli it) IO isiliksso lit
oneo 8tate while the itay Waa~ keorgaised thousands tif likilcs Awoy ilk Nome t'origil

(11ie oft the orntc- ssof 'stimelk 10i29 %tkwk erah. wom thain cra imk rgers
took td."'t' knd stocks wcet 01mu0fssi lit), p.ot for am, o441 purpose, baut
islutply to aid knuJority A~o'lo~cs tm.) others It) maink priIl'o thelamasclvs.

'Thoe haotivc ititon of ur inopr to%%% bis ollituttd one' tit thme chlief
caum* tof theA Coohldgie bull tmrko' amid tot thlt, tt'2 sttwk crosh. 'W vow ivtit
thst the t'oksidgi' bull kkkarket aas lit moni' reNta'4ets esa'Imialt fraulntV,

Ilkior6 lto eedy ti' choti ittit~limi of 01'tuolnrtuiiasthter, shkodd~
be, k-oalihedo a 11311oml tioit il t tvnt o 'aiudiu
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'Mergers and split ups should be permitted! only upon it elear showing of merit

The National ( vernamont shoul not permit tiny corporation to soil i's stock
61 at stock exchange utiless the corporation shOculd he able to make ai pro or
showing as to Its tlnanclal condition and1 as to its management, including a
re~quisite thmt Its; officers And agents were not receiving more than a reasonable
vo'llflalBItioI).

A mimpjliflo$I procedure should ho adopted as to remedies of minority stock.
liolerm.

5. The excemseR practiced by banks including especially the s pecotation by them"
in eecurities.-This evil wuas one of tlio causes of the 1929 stock crash and of the
iresent depresion. Both bankc, and trust companies which are engaged In buy.
ag and selling secu rites or Iin stock spec ulation are (Iliualitied f romn act! ng dii-

terestcdlv aslntnkslo or as fliuciaries. It Is Immaterial whether Rum)h specilitioui Is
carried on by the hank or the trust company or some subsidiary dominated by it.

LAWs Should heO I)W4,40i liifliti itluim, anid trtmt 'omlpattioH to the carrying oni
oif their lcgitinale businesss.

6. I-Updoitrifi of indijilujrw al se*'(ilotl la/hriffr, fro-iqbf rotcq, ce,- Thir
premenit tarlVs And freight, ratesi are apparently aik econloflii imvecosty zItIdill.n
avoiduble. Bu~t It 6s possible toE atikeliorrtte thec Present hard~ eiinditiovoa 10s he.
twet the citim'ims of our own ctiititrv.

C(11lcsittory laws ishould be passeu heetiritag an equitable distribution of the
I .ietift, arisig'fromw this maeessitous exploit ation.

7. (Tnju.4 Iarati4..-At the lirosezt tinwo many of our rilh Pitizenq are not pay-
ig their shlar of( tho taxem. Tieo present appokittien&it of taxes iN highly mi.

jtist as5 l)Ctwtepl various citizeiis and chwhet4 of citizetsi Ini tis Nation.
TAWs4 Hould ho puisser providing for amucha higher fIacomta taxes lin the tipper

brikets. There should be at complete revaminig motd deflultiol or theO bom)lil1&
aleis of taxes; w,4 betweent the Statoai and the Fedmi overn iutell t,

S. There is still another reiviedv ntot yet iiieatlooiiedo W~haich is owstoltil to tide
over our econom)Iic system mitil such tizae its the remedies hwntiontedl under the
first sevenl sections van operate.

I refer toE at fiwiid Immue Ii mitchim imt~a Uivt, w45 may b iK Otiee~sar, wilether It
requirei4 $1A,0,,00 or $2,W0O,000,000t for the first year, ill order to give
4'mlll~opit43t toa till our cit izetim who arm niow tineloyt'd.

It Is possible, but not parobable, that the United States Cotistifutii itimighit be
Wilkiaded livd the proposed reowaies p~it, Into cIfeed mithii i year from dtin.e It
is more likely to lit, two years or even threv yer beftorethCitt't'm iill
fie 11n1e0aded mid the 1111wij(Iillents pliat linto fuill rve and Oeet.

Bumt this im esmettialiy a maitor Tosdrdo.'he remedies provided for
)mhaounh be complete and'adequiate It% it comparatively short, s uaaee of tiane.

III moy judigm~enlfthle cImewij) Stttini of it Iarge plropoErtionI off Federal empjaheNtcs
tihiiid ikot- hit, redlivedl, etiejit 11% 0-tIMlhC 0140As. It seems to we14 it, iolid I i%, fatr
MOre realsibele to Seviure tile wm remnht by it 1Wmad issue. it. hatw r, iiam iii
VAsPt1 ^1 is onie mjetbold orf Aveerimug the vItkI1i(' (11,striblitill (If W014101,U 14111 it

014111ld h1wdj'4d
Thse Samie relIS0i41111t Apluiv.."~ to Ite Amfo~lstioll of 01 iiii4tllv taxv4 witt i1the i ll.i

tiesirable forts oaf taxttial.
he steen evils above Itteniti'umuef auc lalatowda; they do nut icliudt im1tor.

'rift, I1'iiaeiit's jEvt~pwuedm~ heill~'t lrt', ill WYoil 01)111111 t het Illiiimo~l tolbe adopted,
and I fit lt'5 a(t't wit. aUh4lstvd~, wo ore. boundl to have at recurretice of preset.'
t'owllit ionts.

1111 01tu1014011 tol thle transfer tox -lini securities It wouldl only pentailre lumtsiuaeh
Illstead (if salorv vats. alsoa, I think thalt te ineolli tax shldl be ImrAkdelied

$TATEMSNT OF DAVID A. GASKILL CLEVELAND, OHIO, CHAIR-
MAN THE COMMITTEE ON FEDK1MAL TAXATION OF THlE CLSVE*
LAND CHAMBLR OF COXMUiW

11W)~ t 'hAlItAN, ('hv. yvor natmm' to~ litelo 1*mtei',

Mr. tA$KILE.Ta'tiu tIi 1. 11~dI ki'6' ti vili l
W401k 0.( the V41alhmlui4te oil Fedemud tw\11thmtt of lite ( Ieviid I. llwer
Aq ( 'om nwlu' lepvsellttumg th (It '1411 Chit i 'hanheE

,selllltm* 61vomm. Whu I'&e .40101 0Tat YWI I'eritag livta~ 614
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Mr. GASKLL. Various sectlio;um, sir. Tie statement is rather
general.

It is my PUrpose to state first the position which the Cleveland
Chamber of Commerce has taken with reference to what might be
termed the general provisions and features of the revenue bill. The
reasons for and against the plan of taxation, which I shall suggest,
have boon discussed ratlor fuly before your committee, and I' shall
not take your tirm to give the reasons and the wherefores and the
whys for and against it. I do want to state, however, iin sumiimary
fashion the measures which we approve and disapprove.

First, we believe that the balacing of tle Budget of the Federal
Goverment is imperative arid necessary.

Second, we bdiev , that sufficient revenue can not be obtained from
present sources, with the result that we must turn to excise tax,
which presents, as we see it, two alternatives: General nranufacturt'rs'
excise tax or special excise tax. As between the two we prefer the
general manufacturers' excise tax.

With reference to the inome tax rates, .we take the position that
the surtax rate as passed by the llose is high midn problbly taxes il-
come beyond the point of diniidiishig returns.

W'e approve the normal tax rates its passed bv the house and (oni-
siler the broadening of the base of the tax affected by thit' decrease of
the exemption as a permanently desirable feature ol olr inv.ome tax
law.

We regard the rate applicable to capital gains as too high. We
believe the rates should be not more thnm 6 per cent, !nd that the
holdhig period should be reduced to one year.

We consider the rates adopted by the Iouse for the Federal estate
tax as un-American anl contiscatory, mil should be imterially re-duced.We consider the tax on stock transfers, the increase to 2Y per e rt,

as excessive, and believe that it will detrimentiialy affect our security
markets, with the result nit elect upon mur credit and general business
conditions.

Tie ("1mAIRMAN. H ave you suggestions to ofhfer to collect the neces-
sary amints fromim other sources?

Mr. GASKILL. Yes. It is our suggestion that to whatever extent
the recommendations made would reduce income that. that be mathe
up by excise taxes, preferatlyk byi a gnlral manufacturers' cxci;e
tax. " But if that can not be adl)ipted, thell b y the addition of fuI hcr
special excise taxes.

Senator CONNA"LLY. Wiit o1?
Mr. GASKLL. Generally speaking, if we must hmve special excise

taxes we would prefer a videe range of selection or articles at a low
rate. In dthcr words, applroxiimite as nearly as possible the genenil
inanufactuers' excise tax.

Senator CONNALLY, You really prefer the general sales tax riuther
than the general 1m1n)faturer< tax, do yil Iot?

Mr. (.As1<rhJ.. Not it sales tax upon retail, if that is what yon metan.
Senltlol' CONNA.IY ()h, n); 1 nicn 1141 tax, (ont evu'tliig that ik

Sold'?
Mr. (r tSKILL, With IrS few (x,,nM iolits I1ssilh' ewelt, of

%'oUItl"p, lmu'(' ue'('e ities of life.

h
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Senator Rr.mo You would exempt food and clothing and rent,

Mr. GASKILL. Yes, sir.
Senator Gons. You do not mean a turnover tax?
Mr. GA5ki,. No. The turnover tax, as I understand it, is a tax

potn retail turnover,
Senator ( mo. It is on all sales between the manufaetirr and

the consumer.
Mr. (AsKILL. Perhaps that might be theoretically preferable, but

it seems to be difficult or impossible to collect.
Senator HARtRISON. Does your organization believe that the 1924

nix on aitomohiles and trucks and accessories should be applied?
Mr. GASKIHL. We have not given particular consideration to that.

()ur general statement on that--andI must confine myself necessarily
to what our chamber has approved--is that a general tax upon all
articles is preferable to a special tax. When you come to the matter
of speeia1 taxes, as to how far you should go and what you should
tux, we have not ntade a determination as to just the particular
articles that should be selected. It amounts, as 1 see it, to a deter-
mnination of a tax with which we are not favorably impressed.

Senator R~o. What would you think of an excise tax on producers
of everything except food and clothing at, say, 2 per cent?

Mr. GASKILL. We do not know enough about, the fiscal measures
of the Government--that is, we do not know just what the rates
should be, if that is what you mean. We believe that the rate should
he as low as possible and applied as broadly as possible. But just
what that rate is required to bring in the needed amount of revenue
to balance the Budget-with refierenco to that we make no record.
mendation.

The CHAIRMAN. In other words, you believe in a general manu-
faturers' tax?

Mr. (iASKIJ.L. V, do sir.
Senator CONNALLY. HOW low woId you make the estate tax?

You are against these high rates,
Mr. GASKILL,. Well, we recognize that there must be an increase in

-ill of our regular tax rates.
Senator CONNALLY. You sity voi are against these high rates of

1l1, estate taxes.
Mr. GASKILL. We tlink that the rates as adopted by the House

:11v too high, We think that they are tanfiseatory and um-American.
senator CONNALLY. How low would you put them?
Mr. (GASKILL. Well, we have not made a definite recommendation

ats to how low it would be. We think that a reasonable increase in
ihle rates would be justified.

Senator CONNALLY. How about income taxes and surtaxes?
Mr. (;AAKILx. Tle same is true there. We believe that the rate as

tim-d in the iiouse bill is too high. We titink that it will cause people
,i4iivest in tax-free securities.
Senator CONNALLY. \%eil, how is the Government going to sell its

lax-free bonds if somebody does not invest in them?
Nr, GASKLLa. If the Credit of the Government of the United States

is kvIpt ott a high plame we anticipate that there would be no ditliculty
tit ling the required honds of the Umniteii zSttes.
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Seato' (ONNALLY. But you say you are against aoybody buyitt.
tax-exempt seturities.

Mr. (AsKIL 4 . I do not knowi as I am gtitkst any otto buying tax.exempt securities. That is up to the particular investors. I merelypoint out that if you take away the expeetfd reward of those who are
aible to invest II business enterprise .-and that it what we think thatbusiiiess needs-you tl.ereby chase them irto tax-free securities, if I
make nIyself (eat.'

Senator Goa., What we need.is a recoi1entlation of somethingthat will enable us to get, revenue and votes both. That is the trouble.Senator CONNALLY, About all that you really have materially con.
14idered then is that you are in favor of the manufacturers' tax?

M11r. GASKILL. Yes. With the reductions in the rates that I sug-gested and in the surtaxes and the individual income tax, and we also
think that the one-half of 1 per cent additional increase adopted by
the House---

Senator WyATsO,. Did you ever have anybody in your chamber of
commerce sit down and find out how much revenue would be paid oil
the rates you are proposing here?

Mr. GAWsILL. No sir. We are not proposing any definite rates.
Senator WATSON. You are against certain things then, and notparticularly for something else? Just in the most general way?Mr. GASKILL. I beg your pardon, sir. We recommend that theneeded revenue be secured from a broadening of the general excise tax.Senator BINOAM. In other words, you me in favor of the manu-facturers' excise tax as it wap proposed by the Ways and Means Com-

mittee, as proposed in the I louse?
Mr. GASKJLL. Yes.
Senator WATSON. Suppose that was out of the question, then what?
Mr. GASKILL. If that was out of the question we would broaden

the range of excise taxes on particular products and services at a low
rate.

We have in addition a numberof miscellaneous and general provisions
upon which we would like to comment. First, section 141 (c). The
rdtt applicable to corporations tiling consolidated returns. It is our
position that the V 1per cent additional increase proposed against suchcorporations is unfair and unwise and should not be adopted. The
reasons were just stated by the man who preceded me.,

On gains and losses, Provision has been made in the bill to allowlosses only to the extent of the gains. Our position on that is that, solong as we are having an income tax which is based upon the taxation
of gains that losses should be allowed and that these losses under oursystem of taxation may be genuine losses and should be allowed even
though they do exceed the gains.Senator (iGmm. You realize there are some fictitious losses, do you
not?

Mr. GASKILL. Yes, Sir.
Senator GoimE. Have you devised any plan to prevent that?
Mr. GASKILL. Our committee has not gone on record, but my per.sonal preference would be to do away with all gains and losses what-

soever.
Senator GonLu. In the long run, finally, yes.
Mr. (iASKILL, Take them out of the revenue act, except in the case

of a dealer or one who made that his professional business.
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Senator GonE. Have you considered the two plans, one to eliminate
them entirely, and the other the graduated plan?

Mr. ASKRiLL. Our committee has not considered the plan to elimi-
mite the losses entirely. We understand that that is more or less fixed
in the revenue bill. I amn merely stating my personal preference on
that.

Senator Gone. I thought that was your suggestion.
Senator REED. Have you ever seen the study of the graduated plan

made by the Joint Committee on Internal Revenue Taxation?
Mr.G ASKILL. Yes, I did. I read that a year or so ago.
Senator RED. What is your opinion on that?
Mr. GASKILL. You refer to the taxation of capital jains upon a

percentage determined by reference to the period in which they were
held? Is that it?

Senator REED. Yes.
Mr. GASKILL. It seemed like a good idea, to me, sir, but in applica-

tion it seemed to tax at too high a rate the securities that hod been held
for one year or less. Or two years or slightly more than that. In
other words, I thought that it did not get away from the main objec-
tion to the capital gains tax, namely, that in times of inflation it
discourages people from selling and further produces an inflation, and
in tines of depression it accelerates the depression by giving them a
higher rate than is perhaps necessary.

Senator REED, It would loosen up the market to a certain extent,
however, in securities and properties that have been held, say, 15
years?

Mr. GASKLLL. It would, yes.
Senator RED. And would get us away from this March, 1913,

provision.
Mr. GAsKiLL. That is a very admirable feature. If somebody could

combine that admirable feature in some way with the feature that I
consider objectionable I would be in favor of it.

Senator GouE. Do you think it is better than the p resent plan?
Mr. GASKILL, No; "I do not, Not on the whole, because of the

objectionable feature to which I referred.
Senator REED. What would you say to extending the one month

period for wash sales to, say, ayear?
Mr. GASKILL. I have not given that any particular thought. But

it seems to me that the 30-day period is long enough. You take a real
gamble then in being able to buy it Lack at as low a price as you sold
it at in 30 days. Thore may be quite a variation during that period.
The fact that you may take losses, and I believe should take losses, if
you are taxed on the gains, creates a doubtful revenue producer, and
on the whole I believe presents a situation that "s unfortunate.

Senator REED. Well, it is practically certain that if we include
1930 and 1931 the United States Government has lost more in revenue
since 1913 by trying to take these items into consideration. It has
lost more revenue than it has gained.

Mr. GASKILL. I have heard statements to that effect. I have no
means of knowing whether they are correct.

Senator REED. Nobody knows what the 1931 returns show, because
they have not been analyzed.

Mr. GA*KILL, No. have heard it said that the Treasury took the
position that the capital gains tax as a whole had been a revenue
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producer for us. I do not know whether that statement is correct,
or whether the Treasury made that statement.

Senator RomD. It depends on where you stop your figure. If you
stop at 1929 it shows a profit, but if you take the next two years into i
consideration we have lost more money than we have gained.

Mr. GAsKILL. I would like to point out that our redommendation
which we have made calling for a rate of 6 per cent will in effect repro.
sent ehe collection of additional taxes from tax payers, provided losses
are allowed in excess of gains. The reason for this is that we anticipate
that losses will exceed gains.

The CHAIRMAN. Your time is up.
Mr. GASKILL. I had a number of provisions, sir.
The CHAIRMAN. Have you got them so they could be put into the

record at this point?
Mr. GASIILL Ihave a report to our committee which includes them.
The CHAMMAN. Put that into the record at this point.
(The report of the committee on Federal taxation, Cleveland

Chamber of Commerce presented by Mr. Gaskill, is here printed in
the record in full, as follows:)
RUIPORT Or TIN COMMItut1m ON FIDIIIRAL TAXATION, C UVYLAND CHAMSIit OP

The Federal taxation committee of the Cleveland Chamber of C innierco here-
with submits Its report with respect to the revenue hill of 1031 (H. R. 10230),
which recently passed the House of Representatives and is Inow before the
senate.

The Itouso of Representatives had completed consideration of the new Rev-
nee bill. The H1ouse voted down the manufacturers' excise tax recommended
by the Ways and Means Committee and sunbmitted therefor various special
excise taxes. The corporation income tax rate and the nornial and surtax rates
of the income tax were increased beyond the rates originally recommended by the
Ways and Means Committee and tie normal tax was made to apply to dividends
from' corporations. The House voted increases i n the Federal estate tax and gift
tax beyond the rates recommended by the Ways and Means Committee.

I. EXCISE TAXES-aaNONmAL STATEMENT

The. committees has previously approved In principle the enacttment of a mann-
facturers excise tax as an expedient of balancing the Budget and maintaining
the credit of the Federal Governiment. The credit of the Fedleral dGovertinient
is regarded its the keystone of the general credit situation.

It appears that special excise taxes present the only alternative to the general
namufacturers' excise tax, As between these two alternatives, a general manu-

facturers' excise tax at a low rate Is preferred. The impositlon of high excise
taxes on particular services and industries is unfair to the businesses selected,
and will have the effect of naterially reducing and curtailing the business of such
industries. Suehi limpedlments will reah to ether fields and will )robably tend to
increase unemployment. The scriotisn4s4 of t gonrdl manm fetutrers' excisc
tax is recognized, but it N considered that it will be better absorbed and will not
place so serlou a strain ijpon otur economic structure.

I. INCOME TAX PROVISIONS

1. surtax rates.-In the bill submitted to the Houso of Representatives by
tho Ways and Means Committee, the surtax rates ranged from 1 per cent upon
Incomes ill excess of $10,000 to 40 per cent upon incomes in excess of $100,000.
In the bill as passed by the 1houso, the surtax rates range from I per cent upon
incomes In excess of $6,000 to 40 per cent on incomes over $100,000. Your
coinnittee is of the opinion that a reasonable Increase in the surtax rAtes Is
justified as a matter of fiscal expediency but believes that the surtax rates
recommended by the Ways and Means committee and the rates adopted by
1he 11ouse are excessive and are probably so high as to tax income beyond the
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ioint of diiniishing returns, with the result that the tax will be avoided through
1h, purchase of tax-free securities by wealthy taxpayers. Those who are able

will be less inclined to invest money In business ventures. Our securities markets
are it part of our credit and financial structure and the reduction of the yield
from taxable securities will tend further to deflate security values. The com.
iittee accordingly takes the view that the surtax rates are excessive,
2, Normal tax ratse. --Under the present law the normal tax brackets are I%

per cent, 3 per cent, and 5 per cent. The Ways and Means Committee recom.
wended that these rates be increased to 2 per cent, 4 per cent, and 6 per cent,
On the floor of the House the rates wore changed to 2 per cent, 4 per cent, and
7 per cent, The committee has no objection to the increases voted by the
House. The personal (.xcmptions havo been reduced from $1,500 to $1,000 in
the case of a single person and from $3,500 to $2,500 in the case of a married
person. Your committee approves this reduction in the exemption and in fact
considers that the broadening of the base of the tax thus effected-is a permanently
desirable change in our income tax law.

,. Appicalion of botl normal 'and aurtaxee to dividends paid by corporation..-.
The amendment adopted by the House to subject dividends to both normal and
s0irtaxes in eases where he dividend is received from a corporation having a
gross income in excess of $26,000 for the preceding taxable year -will be highly
unfair in its operation. The income distributed has already been taxed to the
corporation. Tie previous exemption front the normal tax was an endeavor to
relieve this income, at least in part, from double taxation. The change proposed
will result in unfair discrimination against a business man who has incorporated
his business. He will be called upon to pay two taxes, whereas his competitors
who are doing business as unincorporated firms will pay but one tax. This burden
has been added when the burden upon incorporated businesses is already dispro.
portionately high. The policy of exemptijg dividends from the normal tax is
deeply lubdded in our revenue system and Congress should not now depart from
this plan. The committee also pointe out that this provision will be difficult to
admInister and will tend to confuse taxpayers who may have no knowledge of the
statutory "gross income" of corporation in which they hold stock.

4. Corporation income tax rates.-(a) General corporation rate.-Tho Com-
nIittce on Ways and Means of the blouse voted to inercase the corporation tax
rate from 12 per cent to 13 per cent. The House voted a further increase of one-
half of 1 per cent to make tne rate 13% per cent. The committee considers that
the tax burden placed upon incorporated busine ses is already disproportionately
heavy and burdensome and feels that additional revenue should be raised from
other sources. The committee has been disposed to accept a reasonable increase
in the corporation rate not because the increase was justified, but simply as an
indication that the business interests were willing to share in the increased tax
burden even though the increase was not considered m justified. The committee
regards the additional increase of one.half of I per cent as eutirely ulustified and.
shelves that the 1 per cent increase recommended by the Ways and Means Com.
sittee should be the limit.

(b) Rate applicable to corporation8 fili g consolidated refinrtw.-An amendment
wits adopted in te House to increase the corporation rate applicable to corpora-
ti ns filing consolidated returns to 15 )or vett. Li viow of thc strict limitations
placeId upon the filing of consolidated rettirns in recent revenue acts (a direct
control of 95 per cent beimig required) tie election to file coitiolidated returns li
limited to ei.ses where the eisolidated gioup is an econlkoiei Ulit. In illany
cases, the incote of the group cal wt 6o properly determined unless a cousl'
idated rt rt is filed. Accordinglv, there selm to be no occttion for placing a
Jl,,multy upon corporations which elect to tile a consolidated return. The Com.

nlittee accordingly makes the position that this inurva is liaot justifted.
5. Gains and losses.-The revenue bill its passed by tile iouse and as recoi

metided by the Ways aind Means Conmllnittee contains provisions whlih lon)y thedmtiemel of losses# froml sles, except to thme exIt tit of gmiiis, 1"or example, ia taxi
p1myr having gains of $10,000 alid losses of $15,001, with excess of losses inl the
amioumit of $5,000, would report no gaii amnd would iiot be lpornittted to take the
Vxevss loss. On t he other itil a taxpayvr who lthd $10,)1 it taitts antito loses
woilti be re((ired to pay t tax tpon the gitls. This r press nts a delarture frout
I l systeM that lits heeIt in OOect for it )mber of yvttrm. Taxpayers live pattItIx lIuon their gailisan IU|i h \ btiti llhlwc4! dettetiuiiis (or their losses, Thle p)rs.
clit Illeaslre i reg 4litid its tllflli" (It tastaverm Mtlo ha1v 11lready plmid Ito the
, Ctoverlliemlit tt At i) lt i.111 Sh1r til t lilt g M1i110 (h i t W' he r tlile i g rh 1t 1 m t

1liS1l2.4S-n .ll4
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prosperous times. Under our system of taxation it loss from the sale of seouritihs
sollsildred its a genuile loss and if we are to have in Income tax it should ble it

tax upoi the not income. The comnmittee accordingly takes the position that this
provision is unfair and should be defeated, and considers thiit any additihil
revenue anticipated from this provilioin should o matte up froi other taxes,

6. Capital gain- - Ehi2}i ler eeit citation Upon capital gahis (i, e.,
property held lore thal two years), hsben continued hi the recent rovelio
1)ill. Tlhe conit e has lreVioisly taken the position that this rato Is too high
and should Ot be niore than (I per cent. lie conmittee adheres to this positill,

7. Capital gais-loldcng perwod,--flld~r tio [present law capital gains is
defined as Inchudhig property hold by the taxpayer iiore than two years. The
coniittee has previously takeii thel position that this period should be sliorteied
to one year, The committee adheres to this position.

8, Contributions by corporations.,,.-Charitable and other contributions, uider
the present and preceding revenue acts have been allowed only in the case of
Individuals. Your comiinittee consider that cotritiitlons made toy corporations,
particularly to coniiniulty funds ad charitable foundation, should be allowpble
as deductions under the statute, It is pointed out that gifts to charities at tlt
present time would be encouraged bly the adoption of thlr measure Sliggested,

0. Bad debta,.-inder the prmsiet and prior revenue lawi, ilad debts are allowed
only when ascertained to be worthless in whole or in part und charged off within
the taxable year. In the (iserettion of the comnissioner a reasonablo addition
to a reserve for bad debts may be ide. Many tax )ayers do not keel) hookt4 and
have not adopted the system of providing for bad debts through t reserve, When
no reserve Is lmilntaied there seenis to be no good reason for the rcqulremouitt
that debts must be both acertained to be worthless and charged of ilthlili the
taxable year. It Is often difficult to determine i ust when a debt becomes u holly
or partially uortldoss and the taxpayer is required to guess, at his peril, as tu Whe
exact time of ilorthlessncss, and must also miake a charge off of tile debt. '1 he
committee believes that, except in cases whore a reserve is wahntitied or where it
partial charge off is permissibly made, the debt mhould be allowed as a deduction
when It becomes worthless, without regard to the 1iieehalical fiunctioll czi1io ,,,d
by the taxpayer in making the charge ot. The change suggested is In hlumnoiy
wit!i the rule applicable to loses from worthless securities, and the committee
considers that the same rule should apply itn both eases.

10, Adjusted-,ost bamis.-ln section 113 of the propOSeid bill, provisions i. iade
to the eireet that the cost bis of assets sold shall be redctied by depreciation,
etc., proflously sustained "to the extent allowed, but not less thli'i tle oilloulit
allowalA " The present law provi(des that the cost basis shall be redled "by
the imo,,t allowable." The change is intended to prevent i tLtxpiyer from
obtaining the benefits of excessive ainiil deprecititlon and tien obtiiling it
smaller tlediietiott from the cost basis In determining the cost of the property
when sold. I'lic( provi ilon drafted by the House appears to overlook the possl-
bility that it tpaer may doduct 'inadequate i %preciation aually and the
Treisury )Depurtiim, itmythen reduce the cost basis by depreciation sustainei,
but iot clnmed by or allowed to the taxipayer. This ijustlce has actually
occtlrred ider the present law in ietsen decided by the Treasury bepartinelit
and by the Board of T tx Appeals. In such cases tie operation of the statute of
liniitatiot does no,. permit it related increase of the deprecipation allowable in
prior yetr returns. TIho cominttee recoiiends that this provision be clianged
so as to require reduheti'n of the cost basis by the amount allowed by the Treasury
Department for years in whieh a tax was pid, and that depreclation for other
years be dedtieted '"to the extent allowalle."

11. Net losscs.--(See, 117,) The Ways and ea Committee of the House
recommended that net losses be carried over one year only. Uider the previous
law It has been.permlsIile to carry over losses for two years. The House
amended this provision further so ats to deny the carrying over of any net losses
in hetelininit the net Intcome for the calendar years 1932 and 1933, the pro."
vision being t iat net loes for 1933 aid subsqeipot years may he carried ovor
for ono year. re committee considers that Mit tidoption of the practice per.
mittihg the carry-over of net losses represooited it fair and equitible featuro of"
our income tax law. As an vinergency maeniure the committee i not adverse to
t- proposal mad by We Ways anid Meiis Conimittee to permit the cary-owr
for a period of oiW year otnly, hut the committee regards the further restrictions
Inade In the Uoue amendiln t is iinifair and disaPproles ihe Whtiie,
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X1. I MDPRAL ESTATE TAX

1. Itatea.-Tho committee consider that the high rates proposed for the estate
tax in the new revenue bill are un-American and amount to - virtual confisca.
tion of property by the Governiment. The proposed rates week to penalize thrift
and success. the tendency of such an imposition is to destroy and not merely
to tatx property values. Pitianolal support of the Federal Government should
come from the country's income or turnover and not from Its etpital. It has
bect the consistent position of the Cleveland Chamber of Commerce that this
field of taxation should be left to the States as oon as fiscal considerations of
the Federal Government perinit. The increased Federal estate tax as at oiler-
gouty measure will not produce any material amount of revenue during the Gov-
erimnent's fiscal year ended Juia 30, 1933. The tax is not payable !intil one
year after the date of (loath and the tax can not apply to estates where the
deeodent dies prior to the enactmilent oif the law.

2. Section 810-Itevaluation of depreciated estates-Retroaetire.-(a) General nan
of provision.-The bill lutroduced fro the Ways and Meant Coinuaittee made
p revision for revaluation of depreciated estates and provided, In effect, that the
tax should be reduced retroactively In accordance w ith the perclitogo of depre.
aviation sustained during the period of admiistratioll. 'lho committee gives its
hearty approval to this plait of relief. No oi foresaw the serious deflationa of
property values that has come about, and estates have been called upou ill
elect to pay a tax Iluclh higher than was over contemplated by Congress. The
depreciationl in values has been so serious that some estates will be largely, if
ntot entirely, confiscated. The committee coilsiders that as a matter of fairness
relief should be given to estates so affected.

(b) Li nation of reduction to 40 peer cent voted by ile Housec.-Tie House adopted
a lit Ilitatloia to the effect that 11 Ro0 ase shall the tax, as recomputled under see-
tlon 810, be less than 60 per eciat of the tax as computed under th revem act
oif 1128. The committee sees no logic in this limitatio and recommends thit it
he elimi1ated.

(c) Relief there closing agrceienntn signed.-It is stated in the report of the
Wa*nys and Meats Con nittee that this aiendinent Is not itviilable to estates
where the liability thereof has been finally fixed by comprolnise ft relllelit or (ne
iltadpp jirsuatiit to the provisions of section 600 of the revenue itct of 102$. Section
006 of the revenue act of 1928 makes provision for the exectition of flial closing
agrtOtlzelis between the Trtsury De)artmie and tile taxyer ats to the ytililoust
of tax liability, II many case the i xtes ea olited the execution
of tilaese tgreealleni ts# and 'tax poyer SgvdAmhq,,a usatior of co urse. According
to tiac reporntof tle Ways a w ss ltee tA s v n would deny relief
Ia eases where sutch anl agreement w e but would mit relief in cases
where the taxpayer id, not h a to d, n s I ee t Is submitted
that there to loidtiuer betwoe m Oo two nsU S, Aestate may be Just
ian seliusly affete t(I gl atiou l security valus o whe0esuch an tgree
mn."it was siginh ts cons iered that the extension, t ree to such case
would not constitnts preoedet for setthg soe such *lnzg apements. The
purpose of his sttU Is to oAt rel l fin an vaueA) oand f osen hardship,
and there appeanse ,b* no ot Wan for e des qin t because of th e
procedlural fllmwAflM bkfl Wb 4o *50 W =1b AMh~ )hedprtt

IV, TAX ON noi A*6 S~oi tA snaZE

(Sees. 723-724)." The CommittdereW a$ Mon irrecomm end thtther
staplatj tax on stock transfer be ieeryd om two meu ts t four went per mhiret
III thle bill as p1sse4 the Moume, the tax Is oR*IoiAU of gi 44 9f the salle
price, with a tinlfxb of four a"nt "r sAn The Iouap aded a tax on the
transfer of bonds In sbmountof onlt one per cet of the selling y rice,
with a mirnium of two cets per $100 of fae value or fractio thereor.Tu
Committee considers tht the Increases made in the House are unwise, 110111 an
ecorionfle point of view. It IS considered that the increased tax will telid either
to zheflatt' further or to reUtar ecovery of seuties triket. with a resulting
adverse effect upon01 credit and busivn oudlftlon. The Committee accordingly
considers that the further iea In thi U voted' by the house are unwise
and should be de fated. .

V. 30455 Or tAR4114

Jurisdictiou of ref/unt claims.-Under the present law the board iiay take
Jtirisdtion only after a dflcienOy II tax 11no been asserted by the Treaury
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Department, but once jurisdiction Is established by reason of the deficiency, the
board may determine an overassesment it, favor of the taxpayer. In cases
where the department does not assert a deficiency the taxpayer must file suit in
Federal Court to obtain a refund denied by the Treasury Departmont. Th no%--
revenue bill does not propose any changes i this respect. The committee sees
no reason why the Bbard of Tax Appeals should not be given jurisdiction In
refund cases. The operation of the board Is considered as successful. The
machinery for redetermination of taxes by the board is already provided and the
committee recommends that the board be given jurisdiction to determine refunds
of taxes regardless of whether a deficiency has been previously asserted by the
Commissioner of Internal Revenue.

VI4 ONERAL UPPECT OfP THU NEW REVENUE BILt AS PASSnED Y THE NOVS OF
NPRENSUNTATIVOS .

The general plan and purpose of the revenue bill as passed by the House iq
regarded as unfortunate. The committee is in entire sympathy with measures
intended to balance the Federal Budget, but the plan evolved in considered as
running counter to our accepted theories of economics. The general purpose of
the bill it to collect as much tax as possible from corporations and wealthy
individuals. Your committee is not unsympathetic with a general p lan of taxa.
tion which bases the tax upon the ability to pay and the committee considers
that some increase in all income tax rates is justifiable as an emergency measure.
Your committee considers, however, that some of the prince les embodied in the
new bill which are apparently intended to redistribute weath will carry certain
repercussions that wiill be immeasurably harmful to our economic structure. The
committee subscribes to the belief that under our present system the nation
advanced to an extent not parallelled in history and believes that this system in
the future will be preferable to any that has yet been devised. The present
Secretary of the Treasury recently stated to the Senate Finance Committee that"you can't help wondering if the reason for England's present prostration is not
that she embarked upon a course of redistribution of wealth."

The committee considers that the cumulative effect of the various so-called
"soak the rich" endeavors expressed in the new revenue bill will be a positive
detriment to business and if enacted will tend to retard business recovery. As
stated by Secretary Mills, the new law will tend "to discourage the normal flow
of capital into industry and commerce at the time when business men are hesitant
and industry stagnant. To put men to work, capital must go to work. But
capital must see some chance of profit to compensate for the risk. Business men
will not borrow and banks will not lend unless the enterprise offers some fair
prospect of return."

The committee subscribes to this view. Our citizens, from the working man
to the executive, are in business. The fortunes of our whole body of citizens so
hand In hand with the fortunes of business. The committee concludes that the
plan of taxation evolved by the House bill will do positive harm to our economic
structure. The committee expresses the hope that a sane and sensible plan will
be evolved in the Senate which will eliminate depressive and confiscatory rates
and which will raise the revenue needed to balance the Budget by a wider rant,
of low rate excise taxes, and preferably by a general manufacturers excise tax,
which the committee previously approved.

Respectfully submitted. Turn COMMIsurnu ON FEDERAL TAXATION,

By DAVID A. GASKILL, Chairman.

LETTER ROM SILAS . STRAWN, PRESIDENT CHAMBER 01' 0OMMERCOF T92 UNITED STATES OF AMERICA

THE COMMITTEE ON FINANCE, WAsiiioN, April 21p 102.

United States Senate.
GENTLEMEN: Every member of your committee, I am sure, is conscious that

t Is of the utmost Importance that a great revenue measure such as you are
preparing should not lay any handicap that can in any way be avoided upon the
country's economic activities, our mines our industry our agriculture, our
channels of distribution, and the fields of service activiLy that go with them.
Upon the development of our economic activities we must depend both for em
ployment of our unemployed and for revenues to maintain our National Govern.
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ment. There is no substitute. Your task Is to raise from business activities an
amount in revenues which proportionately exceeds even the tax levies of war
times, and do it with the least possible obstruction to the development in economic
activity that is so essential.

As you will understand, this Is the point of view from which the chamber of
commerce, its committee on Federal taxation, its committee on Federal expendI
tures, and its membership have approached the m4iject. I have already had the
honor to transmit to you the report of our committee on Federal taxation and the
vote of the organizations in our membership upon the committee's recommenda-
tions. I now wish to place before you some applications of the policies of our
organization, determined as outlined above, to the measure which you are con-
sidering, In doing thi I have the benefits of the results of recent studies of our
committee on Federal taxation. In everything I have to say I wish to be
understood as being wholly sympathetic in my recognition UI the problems
which confront you.

VALANC!:IO TUm BUDGET

The efforts of your committee and of Congress to balance the Budget, the
organizations in our membership almost unanimously support. Of 1,173 organi-
zations casting ballots in the referendum to which I have alluded, all but 6 took
the position that the Budget should be balanced. Beyond any possibility of
doubt, this is the position of business men's organizations in all parts of the
country.

REDUCTION IN EXPENDITURES

The first step in balancing the Budget, the business men's organizations in
our membership with almost equal unanimity declared should be reduction in
Federal expenditures. But nine organizations out of ihe 1,173 that recorded
themselves upon this question were of opinion there is any alternative.

Assuredly, when there has been a large increase in expenditures for the ordinary
operations of the Federal Government, including postal deficit, but excluding
all items in the nature of fixed charges and the increase between the actual
figure of 1924 and the Budget before Congress for the fiscal year of 1933 stands
at more than $400 000,000 there is not only opportunity but pressing need for
a large reduction before the amount is reached to be met through increased
taxation.

Another consideration which you will have before you is the general tax
burden, now so increased by existing, tt there call be no justifica-
tion for the maintenance of r!at are not demonstrated
to be essential. Present suggested by total
expenditures made by a well as Federal.
In 1913 they were a $96, and in 1929
were $107; the late much evidence
that the current a nuti
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would by the House bill be raised from 12 to 18% per cent. Such a rate means
severer taxation than was imposed upon corporations in war times and for war
purposes. The increase exceeds the moderate increase which most of our mem.
bers voted in our referendum to support, although no less than 294 organizations
stated their conviction that this rate should not rise above 12 per cent. Thirteen
per cent should be considered the maximum, and should be used only in the
event of necessity.

Consolidated returns.-Upon corporations filing consolidated returns the House
bill would impose a rate of 15 per cent. In view of the strict limitations now
placed on the filing of returns of this character, a consolidated return can at
present be used only If the corporations involved form a true economic unit.

he earnings of corporations forming such a group can not be determined by
the earnings or loss of one, but only by tihe aggregate for the group. For tihe
guidance of officers, for the information of stockholders, for statements to be
used for credit Information, and for every other normal business purpose, earn.
wings must be consolidated. The provision in the House bill would impose a
penalty upon a normal and desirable business procedure. The penalty could
be avoided only by additional administrative costs in allocating interconipany
charges and credits. Every consideration seems to support elimination of this
provision.

Corporate ditidends.-The provision of the House bill which would subject
dividends in the hands of stockholders to the normal income tax should have no
place in a revenue bill. Its effect would be disporportionately heavy upon swll
stockholders and upon stockholders in small corporations, and would be far-
reaching in creating o-, unsound financial structure in corporations, since an
undue preponderance of bonds would have to be used. The Corporate financial
structures which would be encouraged would lead to widespread disaster in times
of business depression. The immediate effect would be substantial depreciation
in the value of all outstanding stocks.

Corporate earnings before 1918.-Under existing law earnings and surplus
accrued before March 1, 1913, may be distributed, under certain conditions,
without being taxable to recipients. Organizations in our membership repre-
senting natural resource industries, many of which for continuance of operations
have to hold reserves, as of timber and minerals, for long periods, are concerned
by reason of this provision. It is submitted that the law in this respect should
not be changed in an emergency revenue bill which, I scarcely need reiterate,
should be limited to the purpose of raising revenue.

Life insurance corporations.-A system of taxation for life-insurance companies
has been evolved that produces the same revenue to the Federal Government in
bad years and in good years, and regardless of the current results of operations.
The Rouse bill, however, produces changes in the taxes for such companies which
could scarcely have been intended. By Increasing the rate from 12 to 18 per
cent, and by reducing the deduction in reserves from 4 to 3% per cent, the House
bill, according to figures which have now been collected, increases the tax on
legal reserve life-insurance companies by approximately 112 per cent. The
nature of life insurance and the public importance of the stability of life-insur-
ance companies in times of depression would seem to make such a discriminatory
increase contrary to public policy.

Individual income tax-The base.-The Hose bill broadens the base of the
Individual Income tax. A larre proportion or our organization members have
recorded their support of this feature of the House bill.

Individual income tax-Normal rate.-The House bill Increases the normal rate
of individual tax. The organizations in our membership, with only 89 filing dk.
senting ballots, have supported an increase in the normal rate.

Individual income tax -.Surtax rates.-By the same very large vote our organi-
zation members have supported a moderate increase in the surtax rates applicable
to individual incomes. In this vote our members undoubtedly were contemplat-
Ing rates that would increase revenues. The present maximum rate of 20 per
cent would be raised by the House bill to 40 per cent. A large part of our mem-
bership would undoubtedly question this rate, on the ground that instead of pro-
ducing revenue it will tend to produce a shift of capital otherwise available for the
maintenance and development of business activities into tax-free securities. Of
such securities there is an abundant supply. Imposition of the normal tax upon
dividends, as proposed by the House bill, will accelerate the transfer of capital
from business enterprise into tax-free securities. The appropriate increase in
surtax rates will probably be dependent upon the other rates upon which you
decide, but I can not urge too strongly that care be taken to avoid placing upon
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our overburdened securities markets an additional load of securities sold In
transferring funds Into tax-free securities.

Tran#r of stocks and bonds.-There are other provisions in the House bill
which will seriously affect the resources at the disposal of business enterprise.
These are the proposed new taxes u on the transfer of stocks and bonds. They
are calculated to restrain a free market for securities, and thus will cause depre-
elation of existing stocks and bonds as well as cause obstacles for the future.
These provisions can not have a revenue purpose, and should be omitted.

Capital gains and losse.-The position of our membership is that the tax rate
on capital gains, and the corresponding deduction allowed for capital losses,
should be reduced to a low rate. The general reduction in capital values means
that for the time being capital losses in the aggregate will exceed capital gains.
Consequently, a reduction in the rate would now save revenues to the Govern-
ment.

Capital gains and losees-ecurities..-The House bill discriminates against
securities as a form of property, by allowing losses from the sale of investments
in securities to be deducted only from gains in transactions in securities. This
discrimination against one form of capital investment can have no revenue pur-

pose, and should be removed from the revenue bill.
Credit for taxes paid abroad.-A business In the Unitcd States can have no net

income for purposes of Federal taxation until it has paid its expenses of operation,
including its taxes, domestic and foreign. The House bill, however, would make
a discrimination against taxes paid to other countries, permitting their deduction
only In certain ways. The consequence would be that some taxes paid abroad
could not be deducted. This provision would have a detrimental effect upon

our foreign trade, which the public interest certainly requires should beencouraged.
Net losses.-True earnings of a business enterprise are not usually demonstrated

by the result for 12 months. This has been recognized by t'e ]federal revenue

acts, in a provision allowing a lose in one year to be charged against earnings in
tho two succeeding years, If necessary to absorb the loss. Such a provision
preserves the Integrity of a business enterprise. The House bill, however, sus-
pends the provision for two years. In view of the emergency need of revenues
It may be justifiable to limit the charge of a loss to the earnings of the succeeding
year, but entire elimination would mean unfair taxation of true earnings.

Estate tax.-The organizations in our membership have steadily declared that

the Federal Government should leave estate and inheritance taxes to the States.
In our referendum which closed on April 4, and to which I have been alluding
above, they voted that by reason of needs for revenues in an emer ency the estate
tax should be kept as It is, without increase. The House bill, however, would
raise the maximum rate 80 per cent over the highest rate used in war times.
The purpose Is obviously ulterior. It is respectfully submitted that the rates
for the estate tax should not be increased in a measure designed for revenue
purposes.

Depreciated estates.-Equity requires a reasonable measure of relief for a class
of estates which are seriously affected by the rigid provisions of the present
estate tax. These are estates of persons who happened to die when prices were
high, whereas the tax has to be paid from the property they left at a time when
the only possible realization is at low values. But for the intervention of death
and the estate tax most of the property which is in question would not have
been liquidated in times of depression. The result of forced liquidation Is that

the present law takes more of the estate than Congress could have contemplated.
There are instances in which It is said the tax will take the entire estate. The
high prices prevailing when death happened to occur may have been of no

interest, and of no benefit, to the person whose estate has now suffered serious
depletion through no fault of the decedent or of those now in charge of the

property. Of the 1,186 organizations which recorded their position on this sub.

ject all but 42 were in favor of some form of relief which would cause the tax

to have the approximate relation to the estate that was intended by Congress.
The House bill provides that, in the event that death occurred between Septem-
ber 1, 1928, and December 31, 1931 inclusive, the tax may be decreased to an
amount that has the same ratio to tie tax determined under present law as the

ratio of the value of the estate 18 months after the death to the value at the date
of the death. There is a limitation that the reduction from the tax fixed by
existing law may not exceed 40 per cent. The substance of this provision in
the House bill is eminently fair. It is submitted that the limitation which is

attached contravenes the principle recognized by the House bill, and should be
removed.
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A Jd perio for inerease.-The revenue measure which you are preparing
is intended to meet an emergency. In the opinion of our members, expressed
In their advocacy of Increased taxation of the character I have outlined above,
the emergency character of the measure should be made clear by a limitation
upon the period during which the new and enlarged taxes now enacted will be
levied. A period of two years would seem appropriate to existing circumstances.

In presenting these comments, I should like to repeat my earlier description
of the taxes our membership has supported. Our members have urged that,
after the Budget expenditures for next year has been reduced to a point consistent
with the times, the amount then needed to balance the Budget should be obtained
by taxes levied for revenue purposes. If there are in the opinion of Congress
other matters which are within the jurisdiction of Congress and which should
be subjects for remedial legislation, they should be taken up separately and dealt
with uln their merits.

ery truly yours, SILAS H. STRAWN, Presidentl.

LETTER OF CHANNING E. SWRITZER

Hon. RED SMOOT, ApRL 20, 1932.

Chairman Senate Finance Committee, Washington, D. C.
Stit: On January 14, 1932, the chairman of the taxation committee of the

National Retail Dry Goods Association appeared before the Ways and Means
Committee and presented for that association and seven other national associa-
tions of retailers whose interests are closely affiliated with those of the National
Retail Dry Goods Association the views of their membership as to necessary
revision of the revenue act.

As chairman of the Finance Committee you have consented to our filing a
brief In behalf of the National Retail Dry Goods Association on H. R. 10236,
which when enacted will be known as the revenue act of 1932.

The opinions which we here voice in behalf of our association have been ratified
by members in the annual convention held in February and by vote of the board
of directors at a regular meeting in March; they express convictions in regard
to the measure now before your committee for consideration, varying from our
presentation before the Ways and Means Committee only as has been necessitated
by the difference between H. R. 10286 In its present form in the Senate of the
United States and the report of the Secretary of the Treasury to the Ways and
Means Committee on January 13.

We shall touch on only those parts of the bill which, while they have an Interest
common to all taxpayers, possess particular interest to the members of our
association.

TITLm I, SEcTIoN 13-TAX ON CORPORATIONS

We believe the rate o~f 13% per cent suggested as the tax on the income of
corporations Is too high, and that consideration must be given to the effect upon
the thousands of stockholders to whom the increase at this time will be a matter
of vital importance. In the present condition of business, while such increase
may not weigh heavily upon a corporation which is earning high return on its
capital, nor on its stockholders, corporations falling In this class are few, and we
earnestly recommend the Treasury program of making the tax rate on corpora-
tions 13 per cent.

Believing that if we follow the sequence of H. R. 10236 our presentation will
be clearer, the next point we shall endeavor to make is in regard to Title I, see.
23--Deductions from Gross Income.

PARAGRAPH (11) LIMITATION ON STOCK LOSSES

We can not concede that equity rests in a proposal to tax all gains from the
sale or exchange of stocks and bonds and to deny deduction from income of e.l1
loss in excess of balancing gains. It would seem that in the present conditfr
of the country and particularly of investments in stocks and bonds, there should
be no curtailment of the rights of taxpayers to deduct losses, regardless of the
proportion such losses bear to the taxpayer's gains from similar transactions.
For months investors In a falling market have held on to such investments in
stocks and bonds in the hope of an upward turn, until in far too many cases
liquidation has been absolutely necessary and heavy losses have been sustained.
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possbly it may be conceded that in the future, as the Tm ury Departmmt
suggests, consideration should be given to the limitation of such loses, but we
can not agree that the position of the Treasury Department In recommeUndID
an exception to banks from the suggested limitatlun rests on any greater eoo-
numio need than would the continuation of the present law which allows the deduc-
tion to all taxpayers. However necessary a change in the future may be, it is
certain to us that such change should under no circumstances be effective retro.
actively to January 1 1932, wheih is the effective date of Title I. Investors in
securities, with no intimation of the proposed change have handled such invest-
1niotts with an underlying understandilg of its effect upon their income, based
upon existing law. If this limitation is retained it the bill, there appears to be
little justification in applying it to transactions which have already eventuated,
and we believe simple equity demands, if it is retained In the bill, Chat it I*come
effective after its passage. The theory of retroactive application of the income
tax sections with the proposed changes of rates, can not be applied to this partic-
ular section. There was a general understanding of the necessity of raising
rates and anticipation of such Increases but there was no premonition, no advance
information by which taxpayers could govern their actions in reard to invest-
wont transactions.

TITLE I, SECTION 25. CREDITS OF INDIVIDUAL AGAINST NaT INCOME

We believe there Is no justification for the provision in the section by which
dividends from corporations become subject to the normal tax when the gross
income of the corporation exceeds $25,000 in the preceding year. In previous
revenue acts the exemption of dividends from the normal tax of individuals has
been a step toward the equalization of taxes on Income from corporations, with
other income. Complete equity has never been given the taxpayer in respect to
his income from corporations. As a matter of fact, it would seem that equity
demands a parity of the total normal tax with the corporation tax and exemption
of dividends from the normal. In the present bill, corporate rates are increased.
We believe it should not be increased beyond 13 per cent, but even that increase
widens the spread between the corporate rate and the normal tax, with a conse
quent increase in the inequity against corporate income. To remove the normal
tax exemption on dividends, is to increase the inequity and discriminate entirely
and without reason against a form of business. It must be recalled that In the
original income tax law the normal tax and the rate of the tax on corporations
was the same. The underlying theory of the framers of the original law was thai
Income from a corporation having pafd the corporate tax, it should not be double
taxed in the hands of the individul. We are convinced that the retention in the
bill of this provision, will be a departure from one of the basic principles of the
Income tax structure and will intensify the present difficulty in securing money
for corporate enterprises. No one studying the financing of corporate business
can escape the conclusion that the exemption of Income from corporations from
the normal tax of individuals is necessary to attract investors. Sound business
reasoning urges us to recommend the elimination of this provision. The dis-
criminatfon between corporations and other forms of business is already too great.
Need of additional revenue does not justify an unjust tax.

The same section reduces the earned income credit from $30,000 to $12,000, and
from a deduction figured at 25 per cent to 1234 per cent. in addition, the earned
Income credit by this same section becomes a credit against net Income. Under
the old law the earned income credit was a credit apiost tax. In other words,
there are three distinct reductions made and as we interpret this earned income
provision in the bill it would appear that the "tax credit" on earned Income
would only apply to an amount up to $1,500 (up to 124 per cent of the maximum
amount of earned income which earned income-limitation Is fixed at $12,000) and
that the bill therefore reduces the earned income credit from $30,000 under
existing revenue law to $1,500 in the bill now before your committee. Further
this change becomes a permanent fixture of the tax law, with no indicated intent
that it shall be temporary in nature and restored at the end of 1934. We believe
there is no equity in the proposed change. There has been a recognition in
preceding acts of tbe principles that income from wages paid for mental or physical
work should not be taxed so heavily as Income from investments-money wage.
This has been evidenced by the original allowance and subsequent Increases to the
$80,000 allowed under the present act. To withdraw the differential allowed
erned income at the present time, seems to us indefensible. Never has need for
It been greater nor more just. If prc per interpretation of that part of the change
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which makes earned income a credit &ginst net income rather than against tax?
means that even with the present rates and present limits, the benefit to the
earner of the credit Is to bI reduced, there is added inequity. We believe the
earned Income credit in Its present form should be retained in the bill.

ft TtTLm I, SscTior 117. NoT Lossxs

The bill denies business the right to carry over In 1932 and 1933 net losses of
the preceding year. There can be no question that such a provision may actually
Fp)ee a tax over a period of years upon a greater net Income than business makes
in those years. There may be some equity in the original report of the Ways and
Means Committee, which limited the deduction of net losses to one year, denying
the present right of deduction in the second succeeding year, but if such recom.
mendation by the Ways and Means Committee is a declaration of a principle
that the net loss provisions of previous acts were unsound, few taxpayers will
agree with It. It must be borne In mind that most businesses are continuing
businesses:-in existence for a period of years, and any revenue act which by its
provisions exacts a tax on an income which does nor actually materialize, must
bo regarded as unjust. We do not believe that three years is an unduly long
period for determination of real taxable income. Further, we do not believe, il
for any reason the change remains in the bill, that it should deny the right to
deduct net losses for the year 1931. We believe Investigation would show that
in 1931, relying upon the net loss provision of the present act for relief in succed.
Ing years, many conservatve corporations developed net losses by their treat.
ment of inventories, bad debts, investment in temporary equipment, etc., while
others, just as properly deferred writing off values in order to make a showing.
In the case of the conservative corporation, they will in such ease be placed at a
serious disadvantage by denial of the right of deduction for 1931 net losses.

TITLe I, SECTION 141. CONSOLIDATED RETURNS OP CORPORATIONs

The increase from 13% per cent proposed by the bill as a tax on co orations
to 15 per cent when the corporation return is a consolidated return of affiliated
corporations, is not a tax. It is a penalty on a form of business entirely unjust.
fled. Never has a revenue act penalized business because it filed a certain kind
of permissible return. Affiliated corporations are not illegal. They are based
on sound business reasoning, and the filing of consolidated returns is a necessity
for the computation of taxable income of the business as a whole. Previous acts
have protected the interest of the Government by requiring very highpercent-
ages of common ownership, reaching 95 per 'sent in the existing law. The con-
solidated return filed with the Government seldom varies from the form of state-
ment issued to banks. Only by consolidated returns can the true income of a
group business be determined, and there is by consolidated returns, a simplifica-
tion of examination, because it eliminates questions as to intercompany relations
and makes intensive investigation of such relations unnecessary.

We respectfully refer to a conclusion of the Finance Committee when consider.
ing the revenue bill of 1928, which was to the following effect: "The committee
has considered the matter very carefully and is convinced that the elimination
of the consolidated return provision vill not produce any increase In revenue,
will not impose any greater tax on corporations, and will In all probability permit
of tax avoidance to such an extent as to decrease revenue."

We strongly urge the elimination of the penalty of 1% per cent which the
increase from 13 per cent to 15 per cent Imposes on consolidated returns of
,ffiHiated corporations.

TITLE II, SECTION 401. ADDITIONAL ESTATE TAX

We believe this section has no part in H. R. 10238 which we regard as an
emergency tax measure. It Is a tax running up to 49 per cent, superimposed
upon an existing tax on net estates, which in its highest bracket reaches 20 per
cent. Your committee Is considering a bill by which It is hoped sufficient addi-
tional revenue to the Government will accrue to balance the Budget In 1933. We
respectfully submit that little revenue will go to the Treasury before June 30,
1933, as a result of an Increase in the rates of the present estate tax. As no
Immediate revenue will result from the additional tax, there Is no reason for the
elimination of Title 11 from your present deliberations. Consideration of Title



UVIBNU ACT 03 18O 199

11 should be unhurried. If it were removed, ample time could be given to its
later consideration, which the present emergency oi extreme necessity for promptly
reporting the revenue measure will prevent if it remains in the bill.

We believe this suggestion of elimination is particularly sound when it Is
recalled that the section extends the period of payments for years, taking it by
such extension, entirely out of the class of emergency revenue to which almost
all the other sections of the bill belong. We can not believe your committee
will wish to impose such drastically heavy increases as the title provides, without
due and deliberate consideration of the results on the economic structure of tho
country. The whole subject of estate taxes is one of controversy and we believe
no change in the present law should be made the limited time which Congress
will have for its consideration before the bill should be passed.

TITLE iII. Girt TAX

Our association has declared itself in favor of a gift tax as a necessary corollary
to an estate tax, but does not agree that such a tax should run in its highest
bracket to 33% per cent. There must be a careful interlocking not onr of the
rates imposed by the gift tax, but of all the provisions of the gift tax i hlch the
rates and provisions of the estate tax. We do not believe the same objection to
immediate enactment of the gift tax exists as we believe it exists in regard to the
estate tax. If in the time which Congress has for Its study, proper consideration
can be given so that it is fair to the taxpayer and fixed at rates which will produce
the greatest revenue to the Government, Ue believe it should be at once enacted as
a necessary corollary to the existing estate tax, but its immediate effective rates
should be enough less than the present estate tax rates as to give a proper differen-
tial between the two.

TITLE IV. EXCISE AND SALES TAXES

The National Retail Dry Goods Association, by a resolution unanimously
adopted at its twenty-first annual convention, held in February, 1932 is vig-
orously opposed to every plan of raising public revenue through any and every
form of sales taxation.

This resolution included within its scope opposition to the enactment of a
manufacturers' general excise tax, a manufacturers' or retailers' selective or so-
called luxury tax, a general retail sales tax, or a general turnover tax.

The opposition of the members of this association to any and all forms of sales
taxes by whatever name known or designated is based on the following con-
siderations:

SALES TAXES NOT BASED UPON ABILITY TO PAY

Any form of sales tax is contrary to the well established fundamental prin-
ciple of taxation, inasmuch as it is not based upon ability to pay. It is a tax
on sales, and not on earnings. It need hardly be pointed out that during the
current period of economic depression that any form of sales tax can not be
absorbed by the industrial and mercantile crafts of our country because in
most instances their profits have already reached the vanishing point, and any
additional tax burdens would jeopardize the very existence of many of them.
Speaking specifically for the department store craft, which is represented by this
organization according to statistics collected by the Bureau of Business Research
of Harvard University, department stores with net sales of less than $2,000,000
Incurred a loss of 1.8 per cent for the year 1930; while department stores with
net sales of $2,000,000 and more experienced a loss of 0.5 per cent for the same
year. (Statistics are not yet available for the year 1931, but it is generally
conceded that these losses Will be materially increased when the facts are made
known.)

Similar conditions exist in almost every field of business endeavor. Further.
more, It must be remembered that these losses are incurred even though business
has been compelled during the past 30 months to reduce operating costs to a
minimum.

In view of these facts, any sales tax imposed upon business at this time, will
be a tax not based upon ability to pay, and must of necessity be passed on to the
ultimate consumer.
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AS A TAX OR CONsAMPTION, T98r WILL INCREDAs COsT OP LIVINGAs a se uence of the foregoing consideration any form of sales tax is a tax onconsumption and will increase the cost of living to the American people at atime when the purchasing power of our Nation is at a low ebb, duo to the almostuniversal reduction In salaries and wages further aggravated by the unemployed.Inent of eight millions of our people. We enactment of sales taxes now wouldprove to be not onl untimely, but would Impose added financial burdens on the

great mass of Amria meell 
udey nof life. American peop e when they are struggling to obtain the necessitiesFurthermore, It need hardly be pointed out that any form of sales tax includ.Inc within its scope all commodities, or a wide-spread range of commodities, willect most severely those of our people in the lower Income classes, who arerequired to spend all of their income in meeting living costs.

WILL INJUIE THIE INDUSTRY AND COMMERCE OF OUR NATIONAny form of sales tax will create a sales resistance against these commoditiestaxed, and will inevitably lead to a decline of consumer demand for the articlesso taxed. This would be a most unfortunate development at a time when allbusiness In striving to promote the consumption of goods in order that normaleconomic conditions may be restored as soon as possible, and our acute unem-ployment emergency relieved.given an excise or sales tax Imposed ypon the so-called luxuries of life would,because of the sales resistence created, further adversely affect these industries.It must be remembered that a large percentage of American labor Is employedyor Indirectly in the production and distribution of so-called luxury goods,and any form of taxation which further jeopardizes these industries, or retardstheir recovery, will add to our present unemployment problem and make Itselfuniversally felt in the economic life of the entire Nation.
THE ENACTMENT OF ANY FORM OF SALES TAX WILL ENCOURAGE EXTRAVAGANCE

IN GOVERNMENTDuring the past two decades, the cost of government in the United States hasmounted upward and upward. In 1913 the cost of all government, local, State,and Federal, amounted to $2,919,000,000, while in 1981 the cost of all govern.inent had mounted approximately to $14,000,000,000.May we further po -nt out that in 1929, the last of the so-called boom years ofProsp erity, the cost of all government amounted to $13,078 000 000 and despitethe ?act iat our national income has dropped from $85,000,01bOR6oi that year to857,000,000,000 in 1031, the percentage of Government cost to national incomehas Increased from 15.4 per cent in 1929 to 24.6 per cent in 1931? The answeris evident, Government has continued to increase its expenditures in the fate ofthe most adverse economic conditions which have ever confronted our country.There perhaps has never been a time in the political history of our countrywhen the American citizenry is more keenly conscious of the rising costs ofoperating our governmental nsdthe of the r int neetf

n additionar-ta leistnitutions., .,u eresultng apparent, n.d for newand ati tax levies, than it is to.day. Present economic conditions haveforced the attention and Interest of the Aerican taxpayer to these problems.He rightfully expects his legislators to curb this upward tendency in the expendif-tures of public funds, and hence avert the necessity for unwarranted and unsoundmethods of taxation at this time.American business and the American people regard the enactment of any form ofsales taxes as a dangerous precedent. The experiences of other countries whichhave resorted to sales taxes, have shown that when public expenditures apparentlycalled for additional funds, the situation was met by increasing the rate of the
Sales taxes are not conducive to economic and businesslike conduct of govern-ment. In fact they encourage extravagance. Once the precedent is set, thereis nothing to prevent future Congresses from raising the rate of the sales tax orbroadening its scope to cover increased public expenditures.Against such a possible development in the furture, our farseeing legislatorsAmerican business and the American people generally are most anxious to be pro-tected and safeguarded, because the future economic stability of the Nation Isseriously dependent on the relation between the cost of government and economi-cally sound direct and indirect tax levies.
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For these reasons, which are advanced solely its the interests of an eary-reeev-

ery of the economic well-being of our Nation and for the present sd future
welfare of the Americait people generally, the national. Retail Dry Goods Asso-
ciation stands vigorously opposed to every form of manufacturers' or retailers'
excise or sales tax, either general or selective, being enacted.

TITLE VIII. POSTAL RATts

Our association believes that Title VIII has no proper place in the bill, but
that, being there, its proposal is entirely unfair to business. It believes the
Post Office Department should be self-supporting. It can not admit, however
that first-class postage, which is a highly profitable class of ,nall carrying, should
be required to balance the postal deficit. The necessary levy to balance the de-
ficit, estimated at $150,000,000, should be made on those classes of mail the
carrying of which develops the deficit. First-class mail is already doing more
than its share. For reasons well known to your committee, it has been it the
past difficult to increase the rates on the other classes of postal matter. It would
seem that now there should be no hesitancy in placing the burden of meeting the
Budget exactly where it belongs. Business very properly will resent an increase
of 59 per cent In the cost of a service which already is showing a profit.

The fundamental basis of postal operation from the beginning of our Gov-
ernment has been to make it self-supporting from the revenue derived; and not
only that, the intent as service was increased was that each class of the service
should be self-supporting. We feel the obligation to do this rests squarely upon
Congress and that the increase on first-class matter should be eliminated. "Under
no circumstances regardless as to how the deficit in the post office is balanced
(if it is balanced by an Increase in the rate of any class of postage), should there
be any increase in the emolument or allowance of postmasters or postal employees
because of the increase. Paragraph b of section 1001 should be eliminated
unless the increase in rate increases the task of postal employees in handling mail.
That the handling of a first-class letter, because it bears a 3-cent stamp instead
of a 2, is any more difficult can not be granted, and certainly if there is an increase
in rates, and particularly in first-class rates, those who pay such increase are
entitled to an application of the entire amount of the increase to the postal
deficit without reduction an provided in paragraph b of section 1001.

BALANCING BUDUET

The Budget must be balanced. There may e differences of opinion as to the
necessity of balancing it in 1033, and in fact we ventured the opinion in, our
appearance before the Ways and Means Committee that sich necessity did not
exist, that it could be deferred for a year or two, and we are still of the opinion
that if there were a reasonable certainty of even a moderate revival of business
and of business profits, there would be no danger to the credit of the United
States if the balancing of the Budget were planned for 1935 rather than i' 1933.

Congress itself holds the key to the balancing of the Budget, and business
looks to Congress to intelligently use that key. Business is not satisfied, tax-
ayers in general are not satisfied with the reductions in expense which so far

have been proposed. Realizing that a large part of the appropriations of the
Government are caused by fixed expenses, we still believe a reduction in conl-
trollabe expenses of less than $300,000,000 for the year 1933 will not satisfy
taxpayers.

In closing, we wish to thank you for the opportunity to submit this brief.
The numerous courtesies which you personally have extended to our association
are greatly appreciated. We believe we are in unanimous agreement with all
taxpayers when we voice the opinion that never before in the history of the

united Sates has such responsibility rested upon its Congress. The appro-
priations for the year ending June 30, 1034, msts be held to a minimum, with no
additions of any nature whatever to the present estimates. The burden already
is too great in times like this. It must be lightened.

Yours respectfully, NAONAL RTAiL ay GOODS ASSOCIATION,

CHANNING E. SWITZHr, Managing Director.
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N1W O $. ANTHONY SORWAISZMANN, LL. D.
G0NTUzMs: For the second time within the last two decades the emergency

has arisen to call on all-resources for the purpose of raisin revenue. The last
emergency was in 1917 when the war had to fe financed. Then the commerical
and Industrial structure of the United States was such that the needs of the
country could nearly be covered through taxation of Income, corporate and indi.
vidual. This source of revenue carried the country even over the depression of
1920 and 1921 when entire pivotal industries like the textile industry and leather
industry were on the buInk of ruin and were entirely eliminated as income revenue
producers, To-day, however, income taxes as revenue are reudoed to near stag.
nation.

Nevertheless, in order to protect the credit of the United States, a balanced
Budget must be produced. While such an accomplishment is difficult in itself,
it has been rendered i nnemsui ably more difficult by the fact that it has to be
accomplished in a presidential election year.

While there is no doubt of the sincerity of both parties as such, the fundamental
principles of taxation are nevertheless politically handicapped and split into two
maxims, the one being "Tax the rich", the other "Tax all through a sales' tax."
But the general sales tax, on the one hand, will lose the votes for its advocates and,
on the other hand, the advocates of taxing the rich see empty campaign coffers.

Tkere Is, therefore, in my opinion, for the tax legislature, only one sound solu-
tion, to wit: A compromise between both principles.

1. INCOME TAXES

Individual.-The normal rates of the 1926 act of 2 per cent, 4 per cent, and
6 per cent should be restored and a surtax beginning with $6,000 and a maximum
rate of 40 per cent on incomes above $100,000 should be levied.

Corporate.-A corporate tax as proposed by the House of 13% per cent appears
just and adequate, conditioned that corporate dividends are not subjected to
to normal individual tax.

2. SPECIAL toAXES

As a special tax there should be considered only one item, namely, the perma-
nent adjustment of postal rates. No branch of the Government which has been
created on a business basis should be privileged to work with an accepted deficit.
No citizen or resident of the United States has &'right to ask or expect the Govern.
ment to partly pay for the upkeep of his correspondence. The United States
has to-day the lowest postal rates, although at the same time it has the vastest
expansion.

We pride ourselves that a letter can be sent for 2 cents 3,000 miles, while,
for instance, in Switzerland the basic rate is 3 cents and the farthest a letter
can travel with this rate is 200 miles.

The proper and most just solution would be doubtless a regional zoning of
rates as it was done originally with the parcel post. Local rates should remain
at 2 cents, a second zone should be 3 cents and a third zone 4 cents. Thus every
letter would pay adequately for its transportation. Whatever may be done in
this respect, increase in postal rates is mandatory.

S. SALES' OR MANUFACTUM RMS' AX

No discriminatory sales' taxes should be levied because first of all, discrimina-
tion is unjust in itself and un-American. No industry should be singled out to
carry a heavier tax burden than any other industry. Experience shows that such
discriminatory taxes are usually unproductive in the long run. When France
during the war, taxed windows, the result was that windows simply were cemented
up; when Germany, after the war, put a heavier tax burden on the railroads, the
result was that the final revenue from railroads was considerably smaller than
before the increase in rates caused by increased taxes.

The House bill singles out, above all, the automobile industry. This Industry
is the one industry that led us out of the slump of 1921 and it may well be again
the industry that will lead the recovery out of the present debacle. But in order
to prevent such leadership, the House bill provides a discriminatory tax against it.

There should therefore, be first a basic decision that a general sales' tax will
be the only solution and that from such general sales' tax only absolute necessities
of life should be exempted. In such sales' tax should be includedadmissloan
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taXes telephone and telegraph taxes and such sales' tax would automatically
inclue a gasoline tax.

After having taxed wealth through Increased income tax and increased estate
taxes sufficiently there should be no hesitation to draw on a sales tax for the
remainder of a balanced budget. Such adjustment would be also political
satisfactory because it satisfies both the "tax the rich" and the 'tax all
camps. The rate of such sales tax is secondary and purely scientific. An esti-
mate will have to be made of the revenue resulting from increased income tax,
from the increased estate tax revenue, from increased postal rates, and the re-
mainder of the deficit will simply have to be covered by such sales tax by finding
the proper rate.

4. SPECIAL REMARKS

The elimination of allowing security losses as a deduction is unjust as long as
security gains are taxable.

Taxation of dividends by individual normal tax is double taxation and there-
fore unconstitutional and should be eliminated.

The estate tax should be levied on the estate value as of the time of filing the
estate tax return and such provision should be made retroactive to the 1st of
January, 1930.

No tariff issue should be raised in connection with the tax bill and necessary
tariff adjustments should be made a matter of special legislation in form of amend-
ments to the present tariff law.

Ceterum censco: Manufacture and sale of beer with a heavy consumption tax
attached to it would eliminate most of the above problems.

Respectfully submitted. J. ANTHONY SCHlWAR5ZMANN.

STATEMENT OF LAURENCE ARNOLD TANZER, NEW YORK, N. Y.,
REPRESENTING THE MERCHANTS' ASSOCIATION OF NEW
YORK

The CHATRMAN. Mr. Tanzer, any brief that you have you havethe privilege of putting it into the record, and you need not take
the time to read it.

Mr. TANZER. Thank you. I shall be brief.
My name is Laurence Arnold Tanzer. I am chairman of the com-

mittee on taxation and public revenue of the Merchants' Association
of New York. '

The Merchants' Association of New York, which I have the honor
to represent at this hearing az chairman of the committee on taxation
and public revenue, is a chamber of commerce comprising about
0,000 business concerns, corporations, firms, individual business men
and professional men doing usiness in New York City.

I have here a copy of the yearbook of the association which indi-
cates the character and extent of its membership and which, with
the permission of tlte committee, I shall file with the clerk.

Our association filly supports the proposition that the Budget
must be balanced during this year ending June 30, 1933, and that
whatever sacrifices it is necessary to bear, should be borne.

The conclusions which I desire briefly to present to your commit.
tee with reference to the pending revenue bill, have been carefully
considered by the association's committee on taxation and public
revenue and its board of directors, which is composed of some 25
prominent and leading business men and industrial and financial
leaders of New York City.

The CHAIRMAN. It would be just as well to put it in the record
without reading, if you desire.

Mr. TANZER. What I should like to do is to state briefly our views
and then file this.

2,08
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Senator SHORTRIDGE. 'You see, there are very few members of thecommittee present at this time; therefore an oral statement made byyou will not be heard by many Senators, but if you put the brief int6the record, it can be read by the members of the committee.Mr. TAS qER. Well, I shall confine myself simply to a few of thesalient features. I do not propose to read any lengthy statement.Senator SHORT E. Just give the outstanding points.
Mr. TANSzz. Yes.Senator SHORThWOE. It will be carried into the record and theother members of the committee can read what you have to say.Mr. TANZER. The most important feature to apply to any revenuemeasure is the amount of taxation to be raised by it. The Wa s andMeans Committee of the House proposes to meet the deficit of$1,231,000,000 entirely by taxes, with the exception of some$125,000,000 which it is proposed to meet by a reduction in expendi-tures.
Senator HARRISON. They have revised that to $200,000,000.Mr. TANZF R. I understand the Secretary of the Treasury the otherday has increased it to $200,000,000. Even the figure of $200,000,000is, as I view it, entirely too small and inadequate. It is a budget of"$4 000,000,000.he statement that is often made that the expenditures of theFederal Government have not recently increased is contrary to thefats.I have here some figures which I should like to file with the com-mittee. These figures have been prepared froih the latest annualreport of the Secretary of the Treasury, and show the fact thatthe total operating expenses of the major departments, commissions,and bureaus of the Federal Government have been increased by anaverage of 63 per cent in the period from 1927 to 1932. They haveincreased for the administration and operation of the administrativedepartments of the Government, an average of 63 per cent in thosefive years, the total amount of that increase being, during thatperiod, $1,231,100,000. So that the Government, with a returnmerely to the figures of 1927 could take care, practically, of anydeficit, with practically no additional taxation.Senator BINGHAM. Just a minute. I want to ask a question.Senator REvD. And repeal the soldiers' bonus bill?Mr. TANZER. I am talking about the running expenses of thedepartments. That does not include the pament to the veterans.Senator BiNoHIIm. Oh, yes; it does. This total shows that therewas expended in 1927 the amount of $391,500,000; ih 1932 there wasexpended the sum of $784,400,000.Mr. TANzEn. Yes, sir; but that is the expense of maintenanceof the bureau; Senator, and not the amount paid to veterans.Senator RzED. Oh, yes; it is.Senator INGHAM. Of course, it includes the payment for hospital-ization, and care of the veterans, and so forth.Senator SoiturDGoI. What is the increase of 1932 over 1927?Mr. TANzER. $1,231,100,000.Senator BINGHAM. Do you mean to say that it cost $784,400,000to administer the Veterans' Bureau?

Mr. TAN R. Yes, sir.
Senator BINOHAM. That is preposterous.
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Senator HARRISON. Mr. Witness, those figures have been presented
to this committee numerous times, and the committee is familiar with
the growing expenditures. And the Government is trying every pos.
sible way to cut it down. And in that you are in accord with us?

Mr. TANZER. Yes sir We agree with the United States Chamber
of Commerce that the administration and the Congress should have
the courage to do what should be done to effect a reduction in the
Federal expenditures by at least $500 000,000. And I need hardly
say to this committee that every dollar saved in this manner is a
much greater contribution to the ending of the depression than a
dollar raised by additional taxes to balance the Budget.

Senator BIiWHAM. Does your brief indicate how we can save
$500,000,000, i' detail?

Mr. TANZER. senator, we have not the facilities that you have,
but your Treasury has. We are not presuming to transgress the
province of your committee or of the Government, but the business
men of the country feel that every business has been called upon to
make drastic retrenchment, and certainly taking that into considera-
tion and taking into consideration the increased purchasing power
of &he dollar, a decrease of only 5 per cent in the Budget is out of
all proportion to the retrenchment business has had to make through.
out the country.

Senator SHORTRIDGE. What you think is that the Federal Govern.
ment should reduce its expenses?

Mr. TANZER. It should reduce its expenses.
Senator SeORTRIDG. And to do that it would have to eliminate

or do away with certain departments or activities.
Mr. TANZER. In the first place, make consolidations; in the second

place, the elimination of certain activities, which should be done at
this tune. And then you have the elimination of unnecessary places,
and the recognition of the increased purchasing power of the dollar.

Senator BINGHAM. I am very much interested in this, and we are
tryig to do it. What do you consider the unnecessary activities.

Mr. TANZER. That would take a great deal more time than I
have.

Senator BiNmiAM. Just mention four or five of them.
Mr. TANzEn. I am not undertaking to go into those details. I

have not the facilities you have got, and that is your job, Senator.
All we can do is to give you our views of it.

Senator BINGHAN. Here is the item of the Veterans' Administra.
tion and the Veterans' Bureau, $784,400,000. That is the biggest
item on the whole bill. How much do you propose to cut that

Mr. TANZER. I am not in position, Senator, to go into that in
detail with figures, because I have not been furnished with them.

Senator BINGHAM. You say you want us to go back to 1927?
Mr. TANZER. I did not say that. I said the 5 per cent saving that

is proposed is inadequate.
Senator BINGHAM. Do you not know that the Senate has been

cutting 10 per cent right along on the appropriation bills?
Mr. TANZER. I know, but many measures have been under discus-

sion, and we will support any proper reduction.
Senator BiNOmAM. No, but you criticize us for making a reduction

of only 5 per cent. The House made a reduction, but we have made
a further reduction, of 10 per cent.

Mr. TANZER. I am not criticizing anybody, Senator.
115102-42---14

go
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I Senator HARRISON. You are expressing the hope that we may cut
off more than $500,000,000?

Mr. TANzaa. Yes, sir.
Senator HARRIsoN. These suggestions you are making you have in

your brief?
Mr. TANzsa. Yes, sir.
Senator HARRISON. We will all read it.
Mr. TANZEN. Coming now to the question of an increase in taxes

the income tax rates, and the surtax rates we believe not only should
the exemptions be reduced as proposed, Iut some further reduction
should be made to the level which prevailed in 1919; that is to say,
an exemption of $1,000 for single persons; $2,000 for married persons,
and $200 for each dependent. These proposals are important from
the standpoint of securing additional revenue, but it is probably more
important by reason of making more people directly conscious of the
tax burden and because by broadening the base of this form of tax
they tend to decrease the wide range of fluctuations in the yield of
the income tax.

On the other hand, we are opposed to an increase in the corpora-
tion income tax as proposed by the House of Representatives. We
believe that the coloration income tax i a bad form of tax. It is
not only an unfair burden, but it Is a discriminatory act, because it
taxes at the rate of 13% per cent all of the net profits, and we believe
that is too great a percentage even in this emergency. And it taxes
the holder of stock who has $500 invested just the same as it does
the man who has hundreds of thousands of dollars invested.

And for the same reason we oppose the taxing of corporations
making consolidated returns at the rate of 15 per cent on the net
income. That tax would sunply put a penalty upon the sound rea-
sonable method of accounting which simplifies and facilitates admin-
istrative supervision and taxation.

We oppose also, the laying of a normal tax on dividends from
corporations for suistantially the same reasons.

The CHAIRMAN. And those things are all in your brief?
Mr. TANKER. Yes, sir.
Senator HARRISON. You favor the estate tax as proposed in the

House bill?
Mr. TANZER. The estate tax our association have not taken a

definite stand on, and I am not prepared to say anything about it.
We are op posed to the provision which would eliminate the deduc-

tion of net losses over the succeeding one or two years. We think i
the present state of business that change would have 1 serious effect
upon many organizations and is not an equalizing tax, and the assist-
ance which the business corporations need at this time was never
more needed in otder to allow business to get back on its feet.

The CAIRMAN. Your time is up in one minute, Mr. Tanzer. You
may file anything else that you have that is further than that.

Mr. TANnB.. Let me close, then, by saying that we are opposed to
the proposed import tax on oil, and to thelaying of an import tax by a
revenue bill.
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Senator SHOUTRIDOL*. Well, if it yielded good revenue--we are

looking for revenue, are we not?
Mr.-TANZ n. We are certainly looking for revenue, but we do not

think there should be any impoistion of import taxes in a revenue
bill. Import taxes have no place in a revenue bill.

Let me say, further, that we believe in a system of selective excise
taxes, rather than in a general sales tax.

The CHAIMAN. Your tme has expired.
Mr. TANini. I would like leave Mr Chairman, to file this brief.
The CHAIRMAN. It may be maAe a part of your remarks at this

point.
(The brief filed by Mr. Tanzer is printed in the record in full, as

follows:)
Buisr or Ma. TaNza, REnwaSsTINo TRN MENCWANTS' ASSOCIATION OF NOWVon

The Merchants' Association of New York, which I have the honor to represent
at this hearing, Is a chamber of commerce comprising about 6,000 corporations,
firms, individual business men and professional men doing business in New York
City. They include most of the Oty's leading business enter rises. The con-
clusions which I am presenting to this committee were reached after this matter
had been carefully studied by the association's committee on taxation and public
revenue and by its board of directors, which is composed of some 25 prominent
business, industrial and financial leaders.

We believe that before passing any revenue bill Congress should make reduc-
tions in Government expenditures which are strictly in line with the drastic
retrenchment to which all private business has been forced. We do not believe
that the taxation program, as set forth in the House bill, has given sufficient
recognition to the poribilities of further retrenchment.

Federal expenditures have been growing at a rate which is scarcely appreciated.
As proof of this statement I desire to submit to the members of the committee
figures which have been prepared from the latest annual report of the Secretary
of the Treasury, showing the astounding fact that the total operating expenses
of the major apartments, commissions, etc of the Federal Government In-
creased by 6 per cent in the period from 197 to 1932. It will be noted that
several of the Government departments showed an increase of 100 per cent or
more.

(Figures to nearest hundred thousmndsl

1927 1032 Amount of Per cent
increase Inces

Total expenditures ........................... $3,403,600,000 54,482,200,000 $988,600,000 28
Les interest and sinking fund payments

(statutor ........................ 1 , 12000, 00 1,010,80, 000 '103,7 00,000 '9
Le mlsianeous, not Included in bud-

gets of major departments............409,00 27030000 '13,00,00 '34

DAUM.....e....................
The fongot nbalancoewpexpendedby major

dG mmen, ,ommlssons, eto., as follows:
Department of Ariculture ............
Aglcultural marketing fad-net (Farm

Post Offic deficit ...............
TreasuWy Department ...................
War Department ........................
Navy Department .......................
Shipping 7Board ..........................
Department of Justice ....................
Department of Commerce .........
Other independent offices and commi-

oneg. ............... * ....

'Indftest deu,

1,064,000,000 8, 195, 100, 000 Io,231, 100,000 03

18, 00,000 3,I,000 177,200,000 118

.............. 1,000,000 loo0 ooo..........
27,300,000 10,000,000 167,700,000 614
51,000,000 812,900000 161,300,000 106

300,8000 483,700,000 122,900,000 84
318, o900000 378,00,000 60,000,000 IV

19,000,000 60,800,000 41,800,000 220
2,00 83,800,000 29,000,000 117
0.90%000 84,,7000000 2,800,00 77

38,400,000 7,60,000 2202000 63
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iFigueM to u ost hundred thousands

1927 1982 AmOunt of Per 0011t

increase inroie

Th toreoine balance we expended hy majordyetls mst~io~m~............. 819, 700, 000 $32,400,00 $12,700,000 14
I e rtment or Labor.. ................. 9,000,000 14, I00,0X) 4, 0 000 42u,11wted , rvlo rtlfcate fund..'...... I1ht, 200,000 10,000, 000 4, S00, 000 74

trans' Bureau (Vtens' Adwlins.tution since J) ...................... So, am0000 7i,400,000 anOft000 t10Interior Department ................. 8 0,000 7,, " 000 '4400000
Total of major departments, commia.
Wons, etc ............................ 1,904,000,000 3,195,100,000 1,231, 100,000 ,a

I Indim es deres,1 Since the Bureau of Pension was tronsferrd fromH th Interior lthlW'jrtnwtit to the Vot1rat, Bu'8reau in1033, in order to makce a (,ir comparison with 12 It is neoeosry to combine the expqnditures of the Interior61 I|atinjot and ithe eteras. Bureau for embh prmlod which rcsu li in ti fkvrase in exI)endlitur in tl ws2 3iViOn|11 of $10,5OO4XX) for 32 as (ronparli with 127.

It is not necessary for me to burden you with reading the details of these
comparative figures. Suffice it to say that the actual amount of the increasewas $1231,000,000, or almost exactly the sum of the estimated deficit for the
year INS.

In other words if the expenditures of these departments were returned merely
to the 1027 level there would be no deficit for the forthcoming year and no
necessity for additional taxation.

Federal expenditures should, therefore be adjusted prom tly to a much
more modest scale than has prevailed in the past 15 years, The responsibility
Is upon both the administrative and the legislative branches. We believe that
the-business community will show no tolerance toward the evasion of this die-a reeable task on such pretexts as invasion of the prerogatives of one branch4 the Government by the other or lack of information upon such thoroughly
explored subjects as departmental reorganization. The pruning knife should
be vigorously applied to excessive costs i the operation of the Government andthe Government should withdraw from activities which however desirable theymay be In themselves, are not indispensable to the performance of the essential
functions of that Government.

Every dollar saved in this manner makes a much greater contribution to ending
depression than a dollar raised by additional taxes to balance the Budget.

If the administration and Congress have the courage to do what can be done
along these lines it should be feasible to effect the reduction of Federal expend-itures by at least $500,000,000 as suggested by the committee on Federalexpenditures of the Chamber of Commerce of the United States.

INCREABMD TAXATION
Our association believes that the interests of business and of the country willbe best served if the Federal Budget is balanced by Juno 30, 1933. We recognize

that if this is to be accom lished, even with all reasonable reduction in expendi-
tures, a substantial sum will still have to be raised by additional taxation, it is
reasonable and proper that a part of this amount should be raised by increasingthe normal and surtaxr ate. on individual incomes as proposed by the bill adopted
by the House of Representatives.

The association also advocates a further decrease in the exemptions from per-
sonal income taxes to the level which prevailed in 1919, at which time an exemp-
Lion of $1,000 was allowed for single people, $2,000 for married people and $20
for each dependent. These proposals are important from the standpoint of
Increased revenue, but probably more Important by reason of making more
people directly conscious of the tax burden and because by broadening the base of
his form of tax they tend to decrease the wide range of fluctuations in the yield

of the income tax.
We oppose the increases in the corporation income tax proposed by the House

of Representatives. This form of taxation is the least defensible In the whole
present scheme of Federal taxation. In effect it merely decreases the amount
which can be distributed in dividends and which is taxed in the hands of the
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recipients, by taxing at an unjustifibbly higher rate the net income of corporate
business as distinguished from all other business. This tax furthermore falls
unfairly upon individual stockholders because it falls at the same rate upon
stockholders of large means and those of small means. An increase of 8 per
cent in the present corporation tax to 133 per cent of all not profits Is too great
even in the present emergency.

The association is convinced that there is absolutely no Justification for taxing
corporations making consolidated returns at the rate of 15 per cent of net income.
Such a tax would simply put penalty upon a sound reasonable method of account-
ing which, if anything, facilitates and simplifies the administrative supervision and
taxation.

The corporation Income tax is unsound in principle and we oppose any increase
In the rate of that tax at the present time.

The proposed withdrawal of the exemption of dividends on corporate stock
from normal income tax is one of the most unsound and indefensible provisions
In the bill adopted by the House of Representatives, As the measure stands it is
proposed to take front 13% to 16 per cent of net corporation income and then to
tax the remainder at from 2 to 7 per cent additional. Such a rate is not only
severe in itself, but in direct violation of the basis upon which the corporation
income tax was fixed in 1913, and even if the corporation income tax were not
Increased would still be a clear case (if double taxation,

The association opposes the change in the present law, which would eliminate
the provision for the deduction of net losses over the succeeding one or two years.
In the present state of business the proposed change would have a very serious
effect upon many organizations and would probably necessitate liquidaion with
further depression of prices in order to obtain funds for payment of taxes,

The proposed change in the law covering capital gains and losses does little
If anything to mitigate the pernicious effects of this unsound form of taxation
and should be opposed. Capital gains are not properly classifiable as income.
The policy of treating them as such materially encouraged the extremes of
Inflation leading up to the collapse in 1929, and the corresponding treatment of
capital losses has contributed very heavily to the current deficit. The sooner
this form of taxation is ended the better for the equilibrium of the business
community and the stability of Government revenue.

The proposed changes in the law which would permit the revaluation of
depreciated estates at the election of the executor are highly desirable. Such
a change is merely equitable in view of the serious shrinkage which has occurred
in many cases in the past three or for years.

The proposed tax on the transfer of-stocks is so heavy and badly conceived
that it will defeat its own purpose by bringing in far less revenue than is esti-
mated, and at the same time will seriously interfere with long-established methods
of obtaining capital for the prosecution of business enterprises and maintaining
their credit. The proposed tax would unquestionably have a tendency to
curtail most seriously transactions in all u.curities, and in the case of some stocks
of small companies would be absolutely confiscatory. This tax is ill-conceived,
punitive, and would be distinctly less productive than a much lighter tax in
better form.

The proposed tax of 1 cent per gallon on imports of petroleum and petroleum
products should be eliminated. It is prohibitive in amount, will bring in no
revenue and while its imposition would to some extent benefit domestic petroleum
producers, i would at the same time and to a far greater extent affect adversely
our merchant marine and domestic users of fuel oil, asphalt, and other derived
products particularly along the Atlantic coast. It would also reverse the sound
policy of conservation of indispensable natural resources by development of
foreign sources of supply under American control. This proposal is furthermore
essentially a tariff measure and, as such, has no proper place in an internal
revenue bill.

This latter objection also applies with equal force to the proposed tax on im-
ported coal. The tax on petroleum imports, the tax on imported coal and any
other tariff proposals should be eliminated from the pending bill.

Let me conclude by saying that the association supports in principle, the use
of selective excise taxes as the most effective means of raising such revenue as
may be needed in addition to that which will be provided from the other taxes
in the pending bill. Such excise taxes will have the advantages of being definitely
ascertainable, simple of administration and infinitely less harassing to business
and industry as a whole than the manufacturers' sales tax, which was proposed
by the Committee on Ways and Means.
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INCOME TAX-GENERAL
STATEMENT F0 WILLIAM go MEREDITH, DETROIT, MIoH,

Senator REED (presiding). Just state your name and address to the
reporter, Mr. Meredith.

Mr. Mz EDITH. William H. Meredith, Detroit, Mich.
I would like to speak for a moment or two on section 23 of the bill.

I understood there was to be another speaker yesterday and I came
down to hear him. So I did not come prepared to make a very
elaborate talk on the subject.

Pages 29 to 31, particularly sections R to V.
Senator REED. That will be page 32 in our print. We have had a

committee print made that shows the text of the old bill, too.
Mr. MEREDITH. Oh, I see. Pardon me.
Senator REED. That is the limitation of the stocks lost to the

amount of the gains.
Mr. MEREDITH. Yes. This is the first time since we have had an

income-tax law that losses have been eliminated or been restricted to
the gains from similar transactions in the same year. Naturally, I
favor the continuation of the provision in the 1928 act, with one ex-
ception: I do not think that the wash-sale provision limited to a
month is the cause of a lot of avoidance of tax.

Senator REED. Are you a lawyer?
Mr. MEREDITH. No; I am a tax representative.
Senator REED. You are a tax specialist?
Mr. MEREDITH. I would not say specialist. I re resent taxpayers.
Senator CONNALLY. You are the man we neet here before the

committee, then, if you represent the taxpayers.
Mr. MEREDITH. Well, I trust that I can do a little for them to-day.
Senator REED. All right; go ahead. .
Mr. MEREDITH. I would suggest that the wash-sale provision be

extended to ear, coupled with it an affidavit that they had not
repurchased, either directly or indirectly, the securities, the same
securities of the sume company.

Senator REED. Mr. Meredith you have had a lot of experience
in tax returns. Do you know ow common it is for a mn to sell
Union Pacific, let us say, at a loss and buy Atchison the same day?

Mr. MEREDITH, Yes, sir.
Senator REED. Feeling confident that the two will rise and fall

together.
Mr. MEREDITH. About the same; yes.
Senator REED. Or if he does not do that, he sells to his wife or to

his secretary. It is almost impossible, is it not, in actual practice to
discover a wash sale?

Mr. MEREDITH. Generally so; yes.
211
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Senator R n. Then are we not just pecking at the surface of
things when we allow that kind of security losses to be deducted from
one's income?

Mr. MEREDITH. Is there any difference in selling General Motors
stock, we will say, and buying a piece of real estate with the proceeds?
In other words, it is a realized loss if he sells at a loss.

Senator REED. If lie really sells, yes, but ;f he has an underMtandiig
secretly vith the purchaser that the see, .,ii/y will be resold to him
when the period has expired, that is not an actual realized loss.

Mr. MEREDITH. That is a tax evasion, Senator. It is not tax
avoidance, but an evasion, and that is why I think thatyou might
properly haveevery taxpayer that claims a loss sign a specific affidavit
to the effect that he did not sell with an option to rebuy.

Senator REmo. The option is never expressed if one sells to one's
wife.

Mr. MEREDITH. Well, there are two separate taxpayers if they file
separate returns.

Senator REED. What I am driving at is that no matter how we
safeguard it here is a method by whidh a capitalist can always escape
a fair share of taxation. Now, ought we to continue that?

Mr. MEREDITH. You can continue it by eliminating the separate
returns or a provision in the filing of separate returns that it would be
considered a wash sale if the husband sold and the wife bought.

. Senator RtED. As a practical matter the field agents do not dis.
cover those cases, though; isn't that so?

Mr. MEREDITH. There may be a good many cases of it; yes.
Senator CONNALLY. But could not possibly the wife or a man's

brother or his uncle do the same thing? You could not avoid that
by just saying to his wife. He could have any fake purchaser.

Mr. MEREDITH. I would not go so far, Senator, as to say that if a
wife has got a separate estate from her husband, got separate money,
she is a fake purchaser.

Senator CONNALLY. Well, it would be under these circumstances
Senator Reed detailed, in order to take a loss he sells to the wife.

Senator REED. The Supreme Cort of the United States has
decided that it is not within our power to require husband and wife
to file a joint return.

Mr. MEREDITH. That is true, in the Wisconsin case just recently.
But that was predicated on saying that her income was his income
and must be included in his return.

Senator REED. I have heard of a good many cases where fake sales
were made by a husband to his wife; the field agent makes the exam-
ination and never discovers it or criticizes it. It seems to me it is
our duty if we can to put an end to that kind of tax evasion.

Mr. MEREDITH. Have you done so-or at least has the house done
so-in the present bill? I think not.

Senator REED. I do not think so.
Mr. MEREDITH. Here is an individual who has a hundred thou-

sand dollars income from dividends, interest, miscellaneous income.
He has a hundred thousand gain and he can eliminate the tax on
that gain by making a wash sale. You are penalizing the party
who has nothing but losses to take, has nothing that he can sel at
a gain, and those are the people who in a great many cases have
paid terrific taxes.
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I am not here representing any particular taxpayer, but I have a
client who paid a tax of $650,000 sey ral years ago. Now, he did
not bury his money in the ground after realizing that profit. He
has invested it and taken a terrific shrinkage. The Government has
had its tax on the rise. Now they will deny him the right to any
loss, and it is quite possible, though not probable in his particular
case, that he will end up with very little and that the Government
will probably have more out of it than he has had, and it was a life-
time work in building up his institution.

Senator Rrmn. I have not any use for the provisions in the tax
bill. I think they are entirely unjust. They bear heavily on a person
in misfortune, and they help the man who has had moderately good
luck.

Mr. MICIOaDITH. That is true.
Senator RD. So that we are not committed to that at all. But

would it not be better for us to follow the example of the British and
exclude capital gains and losses entirely from the calculation of
income?

Mr. MEREDITH. I agree with you, Senator.
Senator RxEs. And would the Government not make money in the

long run by doing it?
Mr. MEREDITH. I am not prepared to say that. My personal

experience extending over 10 years has been that there have been
more gains than losses. Now that is just my personal experience
with numerous large clients in Detroit and vicinity.

Senator R n. Detroit has been going uphill during that time until
recently.

Mr. M DITH, Till recently. Now we are the other way around.
I have one suggestion that I[would like the committee to consider.

Apparently in the House bill they have attempted to segregate income,
income from salaries and rents, interest, and so fortt, and income
from securities. That is to say, the losses are limited to the gains
from securities.

Now I make an investment in a security. I hope that I am Foing
to gain some profit from the rise, but in many cases I make it for
dividend purposes, and I buy a share of the surplus of the corporation
under normal times in my price that I pay for the security. If I buy
a stock to-day at a hundred and next week it declares a special
dividend of $20, in reality I have got $20 return of capital, but under
the present law that is classed as dividends.

Next year I sell that stock at $80. I am denied the loss of $20,
though I have been taxed on the $20 dividends, unless I am fortunate
enough to have a profit.So my idea is that if you are going to segregate income you should
class in with securities the dividends and allow the deductions to be
taken from the dividends from securities, plus the Fainq from securi-
ties, and allow the losses to be taken. I think that is fair. I know of
numerous instances of men that are practically bankrupt who will
have large taxes under this provision, and it is possible that some of
those men that I know will be wiped right out this year, can not help
themselves. They owe too much to the banks, and so forth.

That is the first suggestion I would make, and I think that we
ought to go at least that far with it.
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There is just one instance in Detroit; the Eureka Vacuum Cleaner
Co.-stock selling around $6-are declaring an ordinary dividend of
$3, which will be taxed, which will immediately cut off half the value
of that stock, and yet the man can not take the loss when he sells
unless he has these gains. That is only one instance. I do not want
to burden you with a lot of them.

Senator R~zD, In other words, you think that all gains realized
from the ownership of securities ought at least to be offset against all
losses?

Mr. MEREDITH. Yes, sir. As you said a few minutes ago, ou arc
not reaching the speculator; you are reaching the investor. Because
the speculator is in and out and he has not got in many cases very
much ordinary income. So it is confined to that class.

I had a case back in 1929 of an individual who had several millions
at the beginning of the year and had considerable income. He was
unfortunate. He was like a babe in the woods when he got into the
stock game and he ended up bankrupt. Under this law he would
have had a tax of a large amount. And yet he has not got a penny
in the world except that friends of his took a mortgage on his house
and are not foreclosing on him. But he is bankrupt. He can not
pay his debts.

Have not spoken of bonds. I am assuming that the bonds may
be eliminated, regardless of whether this provision stands or not. I
noticed that the Secretary of the Treasury has recommended that
bonds be excluded.

If they are not, I just want to say this about it: The provision now
provides that you can not take a loss on bonds issued by corporations
except against gains. You can take a loss on bonds issuedby indi.
viduals. Now a great many real-estate bonds are issued by individuals
on apartment houses which are owned by individuals.

Now, if I make an investment in a bond-of an apartment house which
is issued by a corporation and I lose, I should iot be barred from taking
that loss if you make a similar investment in the apartment next door
which is issued by an individual.

Furthermore, you allow the losses on Government and municipal
bonds. I refer more to the municipal bonds. Bonds are sold in
normal times on a yield basis. So that a bond that is issued at 4%
or 5 per cent rate of interest wjiJ sell at a premium if money is at 4
per cent. So the man that pays the premium is actually making a 4
er cent investment, but he is gottiag 4g annual return and takes his

Poss at the time the bonds were disposed of. You charge him nothing
on the interest that the receives, it being tax-exempt, and then you
allow him the loss which he knew that he was going to take when he
bought it and he did not figure it at a loss; he just figured it at a lower
rate of interest. He is favored, because he gets his loss.

So if I invest $100,000 in $85,000 worth of municipal bonds-that
is probably a high ratio-but I get the interest whatever it may be,
during the life of that bond, tax-exempt, and then I get my $1,00
exempt, the loss, and the gain from ordinary income. I am not
restricted to the gains from securities.
Senator REED. 1 think that has been so ever since we have had an

income-tax law.
Mr. MXREDITH. That is true, Senator. I am not complaining

about that, but I am complaining about the intent.
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Senator RnD. It is wholly illogical, of course.
Mr. MEUDTH. Yes. We are still tcxng gains under the present

bill, and I think that probably it was answered when you spoke of
the British system. That would eliminate it. From a practical
standpoint, though, I think that there would be some adminitrative
difficulties as to where to draw the line.

Senator RUD. Could you not draw the line where we draw it
to-day an asset held two years or more?

Mr. MEREDITH, In normal timed that might be fair, but it probably
would work a hardship in times like this.

Senator REED. It would prevent a lot of people from charging off
losses,

Mr. MEREDITH. That is true.
Senator REED. Probably double the yield of your income tax

next year.
Mr. MEREDITH. General Motors sold at 20 around 20, the first

of the year, and I thought it was a pretty good buy at around 20 as an
investment, not for speculation, and I paid cash for it. I did not have
to borrow on it. But supposing I had brorowed $10 a share. I
would have considered that a very conservative borrowing, at the
bank: I am not speaking of a margin account. This week, unless I
could have covered, I would probably have been sold out entirely.
The bank probably would have sold it out. So I would have probably
been forced to take a loss, and under your proposal it woild have
been disallowed.

Senator REn. No no: because you had held it less than two years.
Mr. MEREDITH. Oh, that is right. I see now: yes. So there are

many conditions that would warrant the allowance of the loss in
some way.

Senator REED. The Treasury always opposes Luch a change in
times of high prices, because they say we will be foregoing a ot of
tax that we coud get.

Mr. MEREDITH. Surely.
Senator REED. But now here at the bottom of the slump, certainly

if we are ever going to change the system, now is the time to do it.
Mr. MEREDITH. No recognition is given to this fact, Senator, that

if I buy stock at a hundred and am forced to sell at ten, and I think
that most of the selling in these times is forced selling. When a man
has bought at a hundred and selling at ten he is not selling for a
nickel, because a good many of them have not got income to sell. They
are forced out. Somebody buys that stock at ten, and unless we are
admitting that the country is never coming back, that $10 stock is
coming up and there is going to be a tax on it's gain, and so you are
taxing the uprise always and only allowing losses in certain cases
coming up.

Senator REED. That is what the House bill does.
Mr. MEREDITH. Yes.
Senator REED. That is not my suggestion.
Mr. MEREDITH. No. Of course, I am talking to the House bill.

So it is quite possible, if you could trace a given stock through, that
you could find taxes on all the uprises and no losses to compensate.
I admit that you have a very difficult feature of the bill here and a
very hard one to administer, but I do not think we should discriminate
as the proposed bill does do.

215



216 REVENUE ACT O 1932

Senator REED. I think we have your point, Mr. Meredith.
Mr. MEREDITH. There is Just one other thought. 'Of course, ifthere is -no relief in that way, losses should be allowed to be cardedforward from securities. In other words if a man has a $50,000 lossthis year that he can not take, it should go forward and be appliedagainst his capital gain if we are going to segregate those cases.
Thank you very muc.

LETTER AND MEMORANDUM 01 THE AMERICAN BANKERS ABOCIATION

Tus AMERICAN BANKERS ASSOCIATION,
Washington, D. C., April *8, 1032.Hon. Rup SMOOT,

Chairman Finance Committee, United States Senate, Washington, D. C.
My DEAR SENATOR SMOOT: Referring to the permission granted by your goodself for the American Bankers Association to file a memorandum relative tosection 28 with particular reference to subsections (r) aid (s) of H. R. 10236

on which hearings are now being held, I am herewith transmitting to you onbehalf of the association a memorandum relative to this section and subsections.
It is our understanding that you will be so kind as to have this memorandum

made a part of the recor of these hearings.
With assurances of our appreciation of-your courtesy, I remain

Yours very sincerely, ROBERT V. FLEMNG,.
Chairman Committee on Federal Legislation.

MEMORANDUM SUBMITTED ON BEHALF OF AMERICAN, BANKERnS AssOcIATox
AND INVESTMENT BANKERS AssociATION OF AMERICA

Section 28 (r) of It. R. 10236 provides as follows:
"Cr) Limitation on stock losae.-Losses from sales or exchanges of stocks andbonds (as defined in subsection (v) of this section) which are not capital assets(as defined in section 101) shall be allowed only to the extent of the gains frontsuch sales or exclanges. This subsection shall not apply to a dealer in securi-ties in respect of transactions in the ordinary course 6Y his business with his

customers.I
This memorandum does not attempt to deal with the question whether theproposed limitation on the deductibility of losses is, economically sound or con.

stitutional in Its general application.
But if some limitation of the deduction of losses is to be imposed then it isrespectfully submitted that the last sentence of this subsection should be changed

to read as follows:
"This subsection and subsection (a) shall not apply to stocks and bonds em-ployed in the banking business, nor to a dealer in securities in respect of tra us-

ations in the ordinary course of his business."
Section 23 (r) soundly recognizes one exception to this limitation, viz losseson sales by dealers in securities to their customers. It is submitted that principle,fairness, and good business practice require the extension of this exception toinclude (1) stocks and bonds employed in the banking business and (2) all securi.

ties sold by dealer in the regular course of their business.
1. The provision should not apply to stocks or bonds employed in the banking

business.
In his statement to this committee on April 6 Secretary Mills, referring to theabove provision limiting the right to deduct losses on transactions in securities

to the offsetting of gains from similar transactions, said:
"I think, however, that banks should be excepted. Banks, as a part of theirregular business, purchase securities for investment purposes, which become anImportant element in their necessary secondary reserve. Speculation is notinvolved, nor is the question of protecting the revenue from improper deductions.

It is my opinion that, particularly in the case of banks, a tax upon the gains anda denial ofthe losses Is not necessary and can not be justified."
The report of the Ways and Means Committee, accompanying H. R. 10236,recognizes that banking institutions which underwrite securities and sell themto other banks or to their customers should be allowed to deduct their looses

upon such sales without limitation. We believe that banking funds invested insecurities in the regular course of the banking business should be entitled to atleast the same treatment for income-tax purposes.
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All banks are subject to fluctuations in their resources, due to the fact that
additional deposits and withdrawals of deposits never exactly balance, and that
deposits tend to rise or fall in response to general conditions of credit. Banks
must necessarily employ their resources, as a part of their regular business, with
a view to obtaining a reasonable return and, at the same tine, maintaining avail-
able assets to meet the swings in deposits. For this purpose banks necessarily
invest a part of their resources in securities having a ready market for either
purchase or sale, and It is inevitable that a bank will make losses as well as

profits in the normal handling of its investments. Such losses are an unavoidable
incident of the banking business and are a proper deduction from current Income,
Nor are there usually gains in the same year against which such losses may be
olfset, since in a given year the trend is usually either up or down.

There is a clear analogy between securities employed in the banking business
and the securities in which the assets of insurance companies are invested. The
taxable income of insurance companies (except mutual and life insurance com-

panies which latter are not taxed on capital profits) is ascertained under the
)eeal provisions of section 204 and they are not subject to the restriction of

stock and bond losses provided by the proposed section 23 (r). Under section
204 an insurance corn pany, which in the course of its business sells securities in
which it has invested its premiums, is properly permitted to deduct such oss
from its income. A banking institution, selling as a part of its regular business
securities in which it has invested its banking funds, should clearly be permitted
to deduct the precisely similar losses from Its income.

2. The excepted transactions by a dealer li securities should not be confined
to transactions "with his customers."

The primary source of income of a dealer in securities Is from the purchase
and re"le of stocks and bonds. Ordinarily these securities are sold to customers
of such dealer and such transactions, In the present language of the draft, re-
sulting in a loss, would be allowable deductions against other income of such
dealer. It not unfrequently happens, however, that a bona fide dealer in secu.
cities, who has acquired stocks and bonds for the purpose of resale to his cus-
tomers, is unable, by reason of unfavorable change in market levels or other
circumstances, to dispose of them through the usui channels of retail distribu-
tion. Under these circumstances the dealer customarily would dispose of such
securities on one of the stock exchanges, if they were listed, or, if not to other
dealers or traders. Although the purchasers in such cas might not, strictly

speaking, be described s the customers " of the dealer, the loss Incurrae in s
a sale is obviously a bona tide lose in the course of the dealer's principal business,
list as is the lose incurred by a manufacturer or dealer In commodities where the

latter is compelled to sell articles outside the usual channels.
It Is therefore submitted that the words " Iwith ise customers" should be omitted

from the provision. Since the deductible losses under our proposed amendment
would still be confined to those incurred in the "ordinary course" of the dealer's
business, a dealer who, aside from his business as a merchant of securities, specu-
lated on his own account, would not be able to deduct losses so incurred since
they would not be suffered in the ordinary course of his business as a dealer.

LETTER IOm PARE A. GALIBR

WASH1rOTO., D. C., April 18, 1982.
Hon. R~aD SMOOT,

Chairman Committee on Finance,
United States Senate, Washington, D. C.

Subject: It. R. 10236, proposed amendment of section 23, paragraphs (r), (s),
(t), (u), and (v).

DvAs Si: In behalf of the executors of various estates now in the process of

administration, I desire to respectfull invite the attention of the Committee on
Finance to certain sections of the bill H. U. 10236, known as the revenue act
of 1982, which provisions if enacted into law will have an effect entirely beyond
the purpose and intent of the proposers of the legislation.

Section 23, paragraphs (r), (s), (t), (u), and (v) of this bill provide under the
heading "Limitation on stock losses" that losses from sales of stocks and bonds
shall be allowed as deductions from gross income only to the extent of the gains
from such sale.
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Executors and administrators are required by the law governing the admiln.
tration of estates to pay the debts of the decedent and to make a distribution
either to the beneficiaries or to the heirs at law and next of kin. In many oases
the performance of these duties is impossible without a sale of some or al of the
assests of the estate. The payment of the Federal estate tax, the payment of
the State inheritance taxes and the payment of general debts of the estate are
essential steps in the process of administration and executors and administrators
have no discretion in the matter and no control over the question as to whether
compulsory sales of estate property may result in gain or loss to the estate.
Under the conditions existing at this time there are very few instances in which
executors and administrators can sell stocks and bonds at anything other
than a loss.

There Is, of course, no criticism of the purpose of the provisions of the bill or
any desire to Justify practices which may in the past have resulted in an unwar-
ranted reduction in the Public revenues. It Is believed, however, that the problem
with which executors and administrators are confronted in the administration of
estates is not the situation which the statute is designed to correct. The Com.
mittee on Ways and Means in its report to the House of Representatives gave
the following explanation of the purpose of these provisions of the bill:

"Many taxpayers have been completely or partially eliminating from tax
their income from salaries dividends rents, etc., by deducting therefrom losses
sustained in the stock and bond markets, with serious effect upon the revenue.
Your committee is of the opinion that some limitation ought to be placed on the
allowance of such losses." (H. R. Report No. 708, pp. 12 and 13.)

Executors and administrators compelled to sell inI order to pay taxes and debts
of the estate are not taxpayers who sell deliberately of their own free will in order
to offset salaries dividends, rents, and other taxable income. These fiduciaries
can not buy and sell securities for either investment or speculation. They can
only sell anid if such a disposition is made necessary in order that debts of the
estate may be paid, it can not be fairly said that the purpose of the sale is to
offset income which otherwise vould be taxable. It is suggested therefore that
the following sentence be added as an amendment to sach of the paragraphs of
the bill referred to (see. 23, pars. (r), (s), (t), (u) and (v)):

"This subsection shall not apply to sales by executors and administrators in
the course of the administration of an estate."

These amendments will of course, not affect in any way the application of the
provisions of the bill to the situations which they obviously were designed tocorrectVery truly yours, P. A. GALLEHER.

LETTR aOE ARTHUR 1, sUPPERN

NEw YOa UNIVERSITY,
New York, February 3, 198.

Hon. REED SMOOT,
Senate Office Building, Washington, D. C.

DEAR SENATOR SMOOT: While you are changing the income tax law why not
revise the exemption provision as applied to married men separated from their
wives? They have long been subjected to an unfairness which I am surprised
has not been eliminated before. Perhaps I can make my point clear by citing a
case and raising a few queries about it.

For example, a married man earning $5,000 a year and living separately from
his wife Is obligated by a separation contract to pay the wife $1,800 a year and
carry insurance in her favor.9'ueries: Why should the man be allowed an exemption of only $1,500 in view
of te fact that he supplies all the income for both parties and that it costs more
for both parties to live separately than it would If they lived together? In view of
the fact that when husband and wife are living together and file separate returns,
the exemption of $3,500 may be taken by either or divided between them, why
should not a husband living separately from his wife ind supplying all of the
Income for the support of both parties be allowed to take the exemption of $3,500?
If the arrangement which I have suggested in the last query Is not feasible, why
should not the husband living a esarably from his wife be allowed, when arriving
at his net income, a deduction ora portion at least, of the amount that he pays
his wife? This would seem only fair as puting married men separated from their
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wives on a parity with single men, i accordance with the principle of taxation In
proportioni to ability to pay. Why should the total exemption when the parties
Jive separately and make separate returns be $3,000 instead of $3,500?

Since the changes involved in theme queries which I have raised would not cause
the Government much loss of income it would seem that they could well be made.
It is well recognized that petty inequties in the law and its administration are
tie sources of much digruntlemnt and invito taxpayers to use every method
possible to evade the tax. In perfecting the Income tax system every effort
should be made to convince taxpayers that it is the fairest possible. Doubtless
the Government would then gain much more from the diminution of evasion than
it would lose by being as liberal as possible In helping taxpayers to meet the
exigencles of life which they face.

loping that these suggestions will receive careful consideration, I remain,
Yours sincerely, AnUa E. SUPPURN.

STATEMENT OF GOVERNOR PAUL K. PEARSON, GOVERNOR OF
THE VIRGIN ISLANDS

Senator SHOITRIDO. You may proceed, Governor.
Governor PEARSON. I appear, gentlemen, to request that for the

Virgin Islands the exemption of the income tax shall be reduced from
those now appearing m the present proposed bill; that those exemp-
tions shall be $600 for an unmarried man, and $1,200 for a married
man, or heads of families.

The reasons for this proposal are that in the Virgin Islands the
standard of living is considerably lowor than in the United States
and so that it appears to be an equitable law that this deduction shall
be at the rate proposed.

Now, before the United States took charge of the Virgin Islands
they had an income tax law which made an exemption at $900 and
$1,800.

Senator BINOHAM. Governor, before you proct i, may I inquire
whether the receipts from income taxes levied on residents of the
Virgi Islands go into the Federal Treasury or into the treasury of
the irgin Islands?

Governor PEARSON. They go into the treasury of the Virgin Islands,
and the income tax which was levied before brought in about 20 per
cent of the entire revenue of the Government. And the present law
which was made after the Virgin Islands were taken by the United
States, with the same exemptions that we have in the United States,
has gradually decreased the revenue for the Virgin Islands, so it
seems fair that an exception be made and in the bill which you are
now considering the proposal that we have made shall be granted.
This will increase the number of Income taxpayers by about 200 per
cent. At present there are a large number of young men in the Virgin
Islands who pay nothing toward the Government expenses, as they
have no property, and their income tax exemption allows them to go
without paying anything toward the support of the Government.

Senator CONNALLY. What other kinds of taxes have you in the
Virgin Islands-property taxes?

Governor PEARSON. Property taxes and the customs taxes. We
have a tariff on goods from other countries.

Senator CONNALLY. Who levies those; your territorial authorities?
Governor PwtnsoN. Yes, sir.
Senator CONNALLY. A council, or something of that kind?
Governor PEARsoN. Yes; that is called the municipal council.
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Senator CONNALLY. Have they got power to levy an income tax
of their own?

Governor PEARSON. They dropped that, as the law provided that
income taxes applicable to the Uixted States should also be applicable
to the Virgin Islands.
Senator BrNoAM. Was that at the time of the passage of the

organic act?
Governor PMAuRsoN. No; it was about three years later, Senator.
Senator BINwMAM. Was it a part of the revenue bill?
Governor PEARSON. It was a part of the revenue )ill of 1920, a. I

recall, that was made applicable to the Virgin Islands, and they
reduced our exemptions from $900 to $1,500.

Senator BIoAM. How much do you figure that your proposal
would increase the receipts of the treasury of the Virgin Islands?

Governor PEARSON. Of course, I can only guess at that, but I
think about $20,000.

Senator RmnD. Are there any other possessions of the United States
in which the American income tax law applies?

Governor PEARSON. I do not know, Senator.
Senator RD. Of course it does in the Territories like Hawaii, and

Alaska, but it does not in orto Rico, does it?
Governor PEARSON. No; they make their own, but the legislature,

now in session, is asking for a reduction to $800. That is below what
is their present exemption.

Senator ReED. What is your present income from the income tax?
Governor PEARSON. Lastyear it was $16,000 from 101 persons.

But this will increase our income by 179 persons who are on the
Government pay roll alone and I do not know form how many others.

Senator SuoamIDo. Well, in point of dollars, how much?
Governor PAso. I can only guess at .at, Senator.
Senator SRORTRIO. Approximately $20 000, you said?
Governor PEARsoN. It would more than double our present income

from that source.
Senator SHoaTiDom. Is there anything further, Governor, you

wish to add?
Governor PEARSON. That is all.
Senator Snor am. Thank you.

BTATU NT OP PRANK W. MONDI,, WASKINOTON, D. C.

Wr. MONDELL. Mr. Chairman and Senators, while all the new
taxes proposed in the House bill are in excess of a normal peace-time
tax burden1 and a number of the levies are particularly questionable,
it is my Opin that none is so objectionable and so subject to criti-
clam, from the standpoint of an equitable spread of tax burdens,
and of ability to pay, as the provisions of section 25 which, for the
year 1932 and 1933, assesses the normal income tax on corporate
dividends.

It is proper to consider the conditions under which this tax was
adopted. The House Committee on Ways and Means had submitted
and the House had adopted a prograta which, it was understood,
would practically, if not entirely, balance the Budget, taking into
consideration certain anticipated economies. The Treasury was not
convinced that economies could be effected to the extent estimated.

22011
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Furthermore, its estimate as to the income from certain proposed
levies was lea than that of the committee, and from the Treasury
viewpoint additional revenue waa ne , qary. In this situation,
between adjournment and reconvening the Ho'ise committee selected,
proposed and the House on reassemb lig accepted-reluctantly, no
douibt-tls further suggestion. The effect of the tax could not well
have been, under we circumstances, carefully considerwl

Senator HARRISON. May I ask you, Mr. Mondell, if, when the
House had finished consideration of the bill the last tini, and the
statement had emanated from the Treasury that it was not balanced,
that they lacked some $100,000,000, or $90,000,000 of balancing the
Budget, that was on the estimate of the Treasury Departuxent that
there could only be economies worked out to the ianount of
$118,000,000. Mr. Mills yesterday testified that he besiived with.
out question now that there could be economies of $200,000,000 effect-
ed in savings. If he had made the stmement at that time that we
would effect saving of $200,000 000, ia it your opinion that this tax
on normal stock dividends would have been put on then?

Mr. MowunLL. My understanding of the situation was that it
would not.

Senator HAwson. That was one of the last things put on in order
to balance the Budget.

Mr. MONDELL. Yes; In the hope that no one anywhere at any time,
under any circumstances, would say that the Budget had not been
abundantly balanced, and some more.i

Senator Run. I understood Mr. Mills t say yesteay that those
economies could be made. I did not understand him to say they
would be.

Mr. MONDELL. That is the question for you gentlemen to decide.
It will be remembered that our division of the income tax into nor-

mal and surtaxes was adopted because of the corporation tax, and the
income subject to the corpration tax was exempt from the normal
tax, with'a view of somewhat equalizing the burdens as between cor-
poration and individual incomes. After it was all done, with a Oor-
porate tax as high as 12 per cent, there was a pronounced inequality
of tax on income from a corporation as compared with that from i.
dividual or partnership activities. It is now proposed to treamen-
dously increase and accentuate this inequality.

This proposed tax is inequitable and excessive, even as an emer-
gency tax, from whatever angle one may view it:

First. It is double taxation;
Second. It is particularly burdensome on a taxpayer of small or

intermediate income;
Third. It penalizes incomes from corporate sources as compared

with individual or partnership incomes by 13% to 15 per cent; if the
corporation tax proposed by the House is adopted;

Fourth. It tempts the piling up of corporation reserves, thus
withholding earnings from circulation; and
:Fifth. It further hastens the flight of capital from industry to the
snug harbor of tax-free securities.
;That it is double taxation there can be no question, for the incomes
thus proposed to be taxed are already bearing a tax burden greater
than that of incomes from other sources. I have said it is particularly
burdensome on a taxpayer of small or iptermediat incomes. Let us
see how it works.

111o.-42--15
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Assuming that the normal and surtax rates were to remain as
written in the House bill, the effect of the provision to which I have
referred upon an income of $100,000, wholly from dividends, would
be to increase the tax about 33 per cent. On the other hand, the tax
on an income of $20,000, wholly from dividends, would be multiplied
four times and on an income of $10,000, wholly from dividends, would
be multiplied ten times.

It would be difficult to figure out a tax proposition more fantastically
inequitable in its results. I speak rather emDhattcally in regard to
the matter, notwithstanding my high regard 1or the House and my
belief that the House generally acts with excellent judgment. Condi.
tions were such, as has been stated, that this tax was brought in at
the eleventh hour, and never had consideration.

Mr. Chairman, the provisions of section 23, (r), (s), (t), (u), and
(v), limiting stock losses to an amount equal to gains, were first
suggested at a time when retoractive application of the income tax
provisions of the bill to cover the calendar year 1931 was in conten-
plation. Under the conditions that existed during that year, and in
view of the then existing provisions of the law there was a. great
temptation, from the standpoint of revenue, to inofude such provisions,
but on the abandonment of the idea of making the aot retoractive,
and with the adoption of various other administrative provisions
in this actr-including the provision with regard to wash sales-it
occurs to me that this limitation is by no meeas justified at this time.

It is difficult at any time to justify the change in the rules of the
game unless they can be defended from the standpoint of equity to
all concerned. Taxpayers have been paying taxes on their gains at
a time when gains were the rule. It is now proposed to limit credit
for losses at a time when losses are the rule. In view of the great
need of revenue, the proposed action is no doubt held to be justified,
perhaps without full realization of the fact that Its burdens will be
upon those who have most severely suffered from the depression,
while the benefits of the recognition of losses to the extent of gains
will be enjoyed, in the main, or almost wholly, by the speculative
trader.

I think it goes without saying that so far as the average citizen
security holder is concerned, he has not been selling his securities in
the present market except under pressure, and at very great loss and
sacnfice. The same average citizen security holder is not likely to
realize any gains from the sales of securities during 1931, at least,
and perhaps not 1932. His experience in connection with securities
will be wliolly confined to losses unless belated prosperity advances
much more rapidly than is now anticipated. On the other hand
the speculative triaer will undoubtedly make some gains, and if
conditions iri prove his gah are likely to be at least equal to his
losses, and therefore he will benefit.

As an instrumentality for considerably increasing the revenue, this
provision is about two years too late. As a means of adding burdens
to those who have already suffered grievously, it may be said to be
entirely opportune. I think it is one of the provisions of the bill
which are scarcely justified from the standpoint of fair play. It is
true, it sounds very well to say that we credit losses to the extent of
gams, but unfortunately those who have most severely suffered from
losses are not likely to have any gains. It would be much farer and

2 022
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more equitable, if the law must be changed in this regard, to eliminate
all taxes upon or credits for, capital gains and losses.

With regard to Income taxes, in times like these, there is no doubt
a great temptation to secure revenue by increasing income-tax rates.
Within certain limits this is justified. Under conditions of expanding
rosperity and large profits, very heavy burdens can be temporarily

gorne, but at a time when industry is as greatly depressed as at present
tax rates may easily reach a point which will seriously discourage and
greatly retard improvement in business. I am of the opinion that
the iceme-tax provisions of the bill will have that effect. It is
proposed to lay a surtax of 40 per cent on all incomes in excess of
$100,000. With the normal tax this amounts to 47 per cent. On so
much of the income as is derived from dividends, 13 per cent has
beennid at the source, or a total of 60 per cent, and when to this is
added the income tax of certain States the tax amounts to from 66 to
as high as 77 per cent. What our opinions may be as to the theory of
"soaking the rich," I assume we are all united in the hope of a revival
of business. Anyone who anticipates a revival under such a burden
of taxation must be optimistic indeed. If under present conditions
these maximums must be temporarily established, the higher rates
should at least be confined to higher brackets of incomes.

Under low or reasonable income-tax rates the effect of the existence
of great quantities of tax-free securities does not consititute any
serious handicap to industry, but every increase adds to the tempta-
tion to avoid the chances and vicissitudes of business by sailing into
the safe harbor which such securities afford. We discourage invest-
ment in new enterprises by these high taxes, the retention of funds in
established business, and not only increase the profits and benefits
of tax-free securities, but we greatly encourage the increase of taxa-
tion through an increased volume of such securities brought out to
meet an increased demand. Beyond all question, the income-tax
rates in this bill are far beyond fair, normal rates. In my opinion
they are beyond the rates that can be justified even in these days of
needed additional revenue. To a very considerable extent they will
not realize the hope of revenue. It is much like taxing "the pot of
gold at the foot of the rainbow."

With respect to estate taxes, unless we have reached a time when
we are fran y, under the pretense of taxation, attempting to embark
upon a distribution of estates, the highest estate taxes in the bill
can not be justified. The recommendations of the Treasury in this
regard are, perhaps, under present conditions, temporarily justified.
'The higher rates are in the region of confiscation; a menace to estates
in periods of decreasing values and particularly estates invested in
going-,business concerns. They add greatly to the temptation to
shift investments from business to negotiable tax-free securities.
High as they are, they will not go far toward increasing revenue in
the period within which it is proposed to balance the budget; but they
willhang over every large estate in the country invested in industry,
as a menace, tempting, if not compelling, withdrawal from active
participation in business enterprises.

M18
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ZTTIER nou sOx, PATRIOK L HUXLEY

Hon. REND SMOOT,
Chairman Committee on Finance,

United States Senate, Washington, D. 0.
DAn SsrATort SMooT: The Bureau of Insular Affairs of this department has

received a communication from the Governor of Porto Rico relative to H. R.
102386, Seventy-second Congress, first session, station his concern over reports
which have reached him indicating the possibility of the elimination or amend.
meant of so much of section 81 of the revenue act as permits credit to be taken
against Federal income taxes, to the extent provided in section 181 of the revenue
act, for the amount of income taxes and certain other taxes Imposed by posses.
sons of the United States.

H. R. 10286 (revenue act of 1982) which was passed by the House on April 1,
1932, was Introduced in the Senate on April 4, fi understood to be now before
your committee.

The Governor of Porto Rico was probably moved to send his communication
by the fact that an effort was made in the House to amend H. R. 102386 as re.
ported (Report No. 708) as follows: "That lines 2 to 7, inclusive, on pe 386,
be stricken out." (Congressional Record of March 19, 1932 pp. 8 1-8882
and of March 29 1932, pp. 7248-728.) W'h specific part of &i bill referred to
above reads as follo-:

an. 31. of aoe wrign Countries and session of United Stat.-The
amount of income, war rsofts and excess-profits taxes Imposed by foreign
countries or possessions oftxhe United States sall be allowed as a credit against
the tax, to the extent provided in section 131.,,

The amendment, however, was rejected, and the above-quoted provision
appears in the bill as passed by the House.

The elimination of t provion quoted above would operate to place American
citizens and corporatns doing business in Porto Rico and in the Philippine
Islands at a serious diwndvantage as compare both with their foreign competitors

in the islands and with Americans doing business In the United States.
It is recommended therefore that, should any such amendment as was rejected

by the House be offered In the Senate, It do not receive the favorable considera-
ton ofiour committee.

incerely yours, PAflIC 3. UnLay,

Sor ary of War.

STATEMENT OF DONALD A. CALLAHAN, OF WALLACE, IDAHO,
REPRESENTING NORTHWESTERN MINING ASSOCIATION

The CHAIRMAN. On what subject do you speak, Mr. Callahan?
Mr. CALLAHAN. The subject of mine depletion.The CHAIRMAN. You may proceed.

Mr. CALLAHAN. Mr. Chgrhan and gentlemen of the committee.
My name is Donald A. Callahan, of Wallace, Idaho, and I am repre-
senting the Northwestern Mining Association.

I am not appearing here in opposition to anything in the way of
tax, but I am appearing here. n support of an amendment which
was offered by Senator Thomas of Idaho, and which would provide
as the basis of depletion in metal mines a percentage rate of 15 per
cent of the gross.

Now, a little bit of the history of this. Back I think it was, in
1926, or prior to that, the percentage method of depletion was
a applied to oil and gas. In the bill as it comes from the Ways and
Means Committee of the House that percentage method is applied
also to sulphur.

A great many people have the idea that this matter of depletion of
mines is a teclmoal and involved subject, and they throw up their
hands rather when we commence to talk about it. I am going to
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try to show you to-day that this is not a technical question at all,
but has become technical only because of the method in which deple-
tion has been arrived at in the past under the methods now in use in
the Treasury. I am going to start out with a definition, if you please,
of depletion of mines, which is in language that I think conveys theidea.

Depletion of mines under our income tax laws means an annual
deduction from gross income of an amount which is estimated will
compensate the miner for the capital which has been used up or de
stroyed through the operation of his mine during the year. Obviously
all the ore in his miie at the beginning of his operation is capital.
Plainly, also when he takes that ore out of the mine and sells it he
has disposed of his capital. Our income tax laws have never at.
tempted to tax him on that portion of the proceeds of his sales which
may be regarded as a return of capital. The only question which has
been consldored in past income tax laws, and which is being con.
sidered here, is: "What is the proper method of ascertainmig the
amount of the proceeds of his sales of ore which may be regarded as
return of capital and upon which he should pay no tax?" Looking
upon it from another angle it may be said that depletion for mines
represents the same element as the cost of raw materials in a manu-
facturig process.

The CHAIRMAN. You take the sane position as when the bill was
up providing for the depletion under existing law? That was not
satifactory to you at that time; to the Idaho people, I know.

Mr. CALLAHAN. No.
The CHAIRMAN. What you want is exactly what you asked for

before when the bill was up for consideration?
Mr. CALLAHAN. Well, in the year 1930 we had a hearing before the

Joint Committee on Internal Revenue Taxation, and in that we
presented our arguments for this particular method. At that time
the method that we contended for was an allowance of 33% per cent
of net. Now the amendment itself here is 15 per cent of gross. And
the figures show from the experiences that 15 per cent of the gross
income represents approximately 30 per cent of the net. Those are
the figures.

Senator BINOHAM. Mr. Chairman, may we have a copy of Senator
Thomas's amendment so that we can have it before us? Has it been
printed?

The CHAIRMAN. Yes.
(The amendment is as follows:)

Amendment intended to be proposed by Mr. Thomas of Idaho to the bill
(H. R. 10236) to provide revenue, equalize taxation, and for other purposes viz.
On page 84, line 15, after "for" insert metall mines,"; and beginning with the

word "In" in line 16, strike out through the period in line 19 and insert in lieu
thereof the following: "The allowance for depletion shall be, in the case of metal
mines, 15 per cent, and in the case of sulphur, oil, and gas wells, 273 per cent
of the gross income from the property during the taxable year."

Senator REED. Mr. Callahan, looldng at the figures for 1929, the
only separation of income-tax payers appears to be mining and quarry.
ing. And of course that would include some companies that are not
metal miners.

Mr1'. CALLAH AN. Yes.

225
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Senator REED. But I notice that their gross is 3,552,000,000.
Fifteen per cent on that for depletion would amount to about 525,-
000,000. The depletion allowed the same companies in that year
was only 242,000,000.

Mr. CALLAHAN. That is for what year?
Senator REED. For 1929.
Mr. CALLAHAN. 1929. The figures that have been compiled by

the Joint Committee on Internal Revenue Taxation, and which are
contained in the preliminary report that was presented, covers those
very figures. It covers them not for one year but over a period of
years. In which it is shown that the average of depletion allowed
amounted to better than 17 per cent.

Senator REED. On gross?
Mr. CALLAHAN. Yes. Those figures are in this preliminary report

which wes prepared by Mr. Parker and his staff.
Senator REED. Have you a copy of that report here, Mr. Parker?
Mr. PARKER. Yes.
Senator REED. The hearings before the joint committee?
Mr. CALLAHAN. That is page 67.
Senator REED. Gives only percentage of net.
Mr. CALLAHAN. This is the gross receipts. That is for the period

1922 to 1926.
The CHAIRMAN. Well, that does not cover all class s of mining,

does it?
Mr. CALLAHAN. They are all broken down. Allowance for lead

and zinc ores, 17.21; iron ores, 17.74; for copper, 17.21; for gold and
silver, 16.94; and the weighted average was 17.127.

Senator REED. What page is that-page 67?
Mr. CALLAHAN. Page 67.
Senator BINOHAM. Mr. Chairman, it is impossible to tell from the

amendment itself where this comes in this copy of the bill which we
now have before us. What paragraph are you on? What section?

The CHAIRMAN. On Page 91, Senator.
Senator BINO HAM. Thank you.
The CHAIRMAN. Giving the general rules for the basis of depletion.

Proceed.
Senator REED. I have not found that place, Mr. Callahan.
Mr. CALLAHAN. Page 67. . Have you this preliminary report on

depletion?
Senator REED. Yes
Mr. CALLAHAN. Page 67; right down at the bottom.
Senator REED. Page 65?

Mr. CALLAHAN. Page 67. No; in this report it is page 67. I will
hand you.my copy.

Senator REED. I have got the table anyway.
Senator COUZENs. Do you approve of cutting out the discovery

provisions if these schedules were adopted?
Mr. CALLAHAN. Yes.
Senator CouzENs. You think the discovery provision ought to be

cut out?
Mr. CALLAHAN. Personally I do; yes.
Senator REED. Why, Mr. Callahan?
Mr. CALLAHAN. Because I do not believe in options in a revenue

law. If this thing is right it reaches the same result as discovery,
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and I think as a matter of fact discovery would in the future be abso-
lutely eliminated if this were in vogue. Men are not going to the
trouble and expense of. establishing these valuations, and they are
troublesome and expensive, and all that, if this method was in vogue.

Senator CouzENs. Do you believe that 27% per cent, as provided
in the Thomas amendment, is correct,?

Mr. CALLAHAN. It is 15 per cent.
Senator COUZPENS. I mean on sulphur and oil and gas.
Mr. CALLAHAN. I do not know anything about sulphur and oil

and gas. This refers only to metal mines.
Senator COUZENS. Yes; but I mean Senutor Thomas's amend.

ment proposes a different per cent on the other.
Mr. CALLAHAN. The provision as to oil and gas is already in the

low. The one as to sulphur was put in the house and adopted in
the bill there. So that is really not an amendment. The only
amendment here is the amendment applying to metal mines, 15 per
cent of gross.

Senator Rw. This committee put in 15% per cent after a long
study.

r. CALLAHAN. Yes. The method row in use is called a scientific
method, that is the method of determining how depletion shall be
arrived at. To my mind it is simply a pseudo-scientific method.
Nothing is scientific that does not rest upon the actual basis of facts.
And it is impossible to determine that under the present analytic
appraising method.

The CHAIRMAN. Do you think that it can be definitely determined?
For instance, take the veins, the lodes, the ore deposits in Idaho.
They are quite different from what tbey are in some of the other
States, and I doubt very much whether any figure can be named that
would cover the whole field of mining.

Mr. CALLAHAN. By attempting to fix it upon a valuation of the
units according to the actual valuation, yes,. agree with you.

The CHAIRMAN. That is a mighty hard thing to do.
Mr. CALLAHAN. Yes, sir; that ifs a hard thing to do. And that is

the reason we suggest this method. Now we are in a different posi-
tion than we were when these bills were origially written. We
have back of us here a world of experience in production and all
that sort of thing. We know what the percentage of depletion now
would mean as related to what depletion has actually been allowed
in the past, and we have purposely placed this even lower than the
figure which the weighted average shows at the present time mi
order that there will be no decrease in revenue, and we contend that
there will be an actual increase in the stability of revenue because
under the method now in use it is necessary first of all to determine
how much ore you have in your mine, something which in our locality
of course we have to guess at. We have to determine or estimate
how much it is going to cost per unit to take that mine out of the
ground. We have got to predict the price of it. We have got to
estimate the metal content of all of this ore. All of those things
rest upon estimates and predictions. And then when that is finally
done we will figure how much profit there will be in mining that out,
and then that is reduced to a formula of present worth, and then the
number of units that are estimated in the beginnig to be in that
mine, they divide the present worth of that by the number of units,
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and then arrive at a unit of depletion which is taken off year by year
as the shipments are made and returns made.

Senator Couzsms. Leaving out of consideration your district, do
you think that the 15 per cent is fair to all districts?

Mr. CALLAHAN. I think it is fair to all districts because it is the
nearest approach to the average that we can attain. And I think it
is absolutely fair. It is our opinion that it is fair. Never been
denied that it was not fair.

Senator KING. How can you establish a uniform rule, Mr. Callahan,
when you have different conditions in different pce? For example,
with respect to the copper deposits in Utah and Arizona and some
parts of Nevada and other places you have porphyry deposits, or
deposits where by reason of the underground workings and the
sinking of small shafts they can tell within a few hundred tons just
the limits of the production. For instance, in one dosit there in
Arizona they sank shafts 40 or 60 of them, around on the pe.riphey, and they could determine within a few tons the quantity
of cpper. Then they can determine also by reason of the shafts
which they had run the content and they could measure the quantity
of ore there. Take the Utah copper. A huge porphyry deposit.
You can see by going on the mountain the limitations. That is very
different from the lead and silver lodes where you have % little seam
perhaps just a few inches, and it wiU open up into a large deposit
and you take out ten or fifteen million or perhaps a few million
ounces, and then the deposit would be exhausted, and you have a little
seam that you can follow over an indefinite distance and then open
up another deposit. It seems to me it is difficult to establish uni-
form plans for the purpose of applying the rule of depletion.

Mr. CALLAHAN. It is very difficult. Not only difficult, but
absolutely impossible under the present plan.

Now then the experience is simply this, that there are mines which
are operating and which have been valued according to this plan,
and which, in an individual mine you might say might be able to be
absolutely correct. Yet the range of depletion for coppers alone
according to the tables that are published and have been compiled
by the Government, range from 3 mills a pound to over 8 cents a
pound. As a matter of fact there are companies operating to-day
whose valuation has been determined under this method, whose
valuation for depletion purposes, which represents the value of that
ore in the mine discounted to present worth, is more than what they
can get for the finished product shipped to-day. And, of course, they
pa no tax. Now, undor this amendment it would not make an
difference what your conditions were, if you made no profit at all,
under this provision 50 p er cent of that would have to be paid upon.
You could not wipe it all out as they do at the present time under the
percentage depletion method.

The CHAIRMAN. Your time has expired.
Senator COUZENS. I move, Mr. Chairman, that he be permitted

to jo on. We have asked him a lot of questions.
The CHAIRMAN. I was going to suggest that.
Senator REED. Are there many companies that have 8 per cent

depletion allowance?
Mr. CALLAHAN. I am not able to say that, because I am simply

quoting from the appendix to the hearings before the Joint Committee
on Internal Revenue Taxation, 1930.
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Senator RCI ED. I should not think that they would be very enthu-

siastic for your 15 per cent suggestion,
Mr. CALLAHAN. -No; 1 do not think they are.
Senator REinD. That is not the test, however.
Mr. CALLAHAN. That is not the test. There is no question about

that.
There are three sources, of course, of opposition to this. One of

then is that perhaps the department itself would oppose it, because I
think you gentlemen know, as all of us know, that when anything is
established and comes under the jurisdiction of experts, why the
opportunity to make a change in that depends too much upon what
the experts think about it, because the men in actual responsible
charge of those departments, like business men rely upon ihe men
whom they have specially chosen to do certaIn tin.

The CHAIRMAN. You can hardly charge that to tre department.
Mr. CALLAHAN. No; I am not at all, Scrator. But I am saying

that that might be a source of opposition.
There is another, that certain companies may have certain allow.

ances for depletion that would be affectd if this were adopted.
There is another class that is opposed to it very strenuously, and

that is the class that has grown up of experts who represent tax-
payers, and who have been making a very nice thing out of it, and it
Is perfectly natural that they should. There is no complaint to be
made about them at all. That is their business.

But we are firmly convinced that the application of the percentage
method will do away with a large amount of the expense of the depart-
ment. It will do away with a tremendous amount of expense to the
taxpayer in first establishing his valuations and afterwards maintain-
inp them. That it will mean a more stable revenue if it is adopted
wi'th the provision that it can not exceed 50 per cent of the net. And
it will mean this, that valuations will not be established, as they have
been in the past, in times of high prices, when there was a big price
for a unit of ore, and then depleted at a time of lower prices. Think
you gentlemen will agree that that is one of the weaknesses of income
tax, that in fair weather it is a wonderful thing, and in foul weather
it is no good at all. And as far as mines are concerned that is one of
the things that affects us most of all, that these depletion rates for
units were established when prices were high; that when the time
comes when the Government actually needs the money they are able
to return their income tax with a depletion that wipes out entirely
all profit.

Senator CouzyNs. From a competitive standpoint is it not a
detriment to the man who creates his mine now as compared to the
man who created it when the prices were high?

Mr. CALLAHAN. Absolutely. And let me tell you another thing
from a competitive standpoint. I have shown this discrepancy as
between the valuation per unit allowed for depletion in coppers.
Now take the lead and zinc industries in which I am interested par-
ticularly. We have a weighted average of 30.5 per cent of depletion
for the entire industry. But in the tri State field that ratio of deple-
tion is 43 per cent. And out in the Rocky Mountain section it is a
little better than 25 per cent. Now those are competing for the same
business. In the tri-State field that is largely due to the fact that
they have been able to establish discovery depletion, where it is very

I
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difficult under the law and under the rules to establish discovery
depletion in our section, but that has been brought about. And they
at the same time have a tremendous advantage in the matter of
freight rates and nearness to market.

Senator REED. Does you ore come in the same spotty formation
a theirs?

Mr. CALLAHAN. Well, theirs is more in the flat sheet formation.
Ours is true fissure. And exceedingly difficult to tell under the law
which provides that if the ore is continuous that it can not be regarded
as a new discovery. Now it depends upon the question as to what
may be considered as continuous, and it is very difficult to establish
that in our section particularly.

Senator RED. All those questions would be wiped out of the law.
Mir. CALLAHAN. All those questions would be wiped, out of the

law, and all those entirely unnecessary. If we could arrive at some.
thing which the experience of the department itself has shown would
not exceed the average weighted ratio of depletion to gross income.

Senator KING. If your plan were adopted would it inure to the
advantage of your property as well as to those similarly situated?

Mr. CALLAHAN. To my property?
Senator KINo. Yes.
Mr. CALLAHAN. No.
Senator KINo. Then why are you interested in it?
Mr. CALLAHAN. I am interested in it because it is a method under

which the mines of my district would be materially benefited. Let
megive you an example of how this works with the mine owners.

Senator CouzEs. Before you get to that point. The adoption
of this plan would put you all on the same basis?

Mr. CALLAHAN. The'adoption of this plan would put us all on the
same basis, absolutely.

Senator CoUzENs. And these concerns that now have this big
advantage over you would have that advantage taken away?

Mr. CALLAHAN. Yes.
Senator KING. It would inure to your advantage in a little way,

but to the disadvantage of some others that you think now have an
advantage?

Mr. CALLAHAN. No; I do not think it would inure to their dis-
advantage. No, I do not think it would. I think they imagine it
would. And there is also a tendency of those going along in business
to say, "Lot well enough alone."

The CHAIRMAN. I can not conceive of any mine, unless it was a
wild-catter, but that this amendment would be an advantage to.

Mr. CALLAHAN. I think it would. Not in the matter of taking
away. revenue from the Government, but in the matter of their
carrying on their own business.

Let me tell you something, if I may, since you referred to my com-
pany, of what happened to my company. Back m 1924 we had a
claim made against us by the Government for excess profit and addi.
tional income taxes for theyear 1917. That claim was based entirely
upon a difference of opinion as to the figuring of our depletion and the
valuation per unit. Now mind you, that money that had been taken
out that year had been distributed in dividends when this claim was
made. We had that uncertainty. But we did have a surplus. We
had enough money to pay this bill. It amounted to $165,000.
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Our company had a general counsel-an excellent lawyer in New
York-but he did not feel that he was competent to represent our
company in this technical and highly involved matter before the
bureau. So he recommended to us to employ a tax expert in New
York to come down here to Washington to figure that out. We sent
that man down here. He had never seen our property in his life;
he had never seen our mine. He went down to Washington. The
men before whom he appeared in the bureau had never seen our mine.
They sat down in comfortable chairs here in Washinton-2 500
miles away from the actual property itself-and figured valuations
according to formulas; while we who had lived and worked with that
property for years, awaited, their determination of our liability.
As a result of their deliberations we were able to save to our com-
pany, after paying the expert fees which were not inconsiderable, a
sum approximating $50,000. Now we reached the conclusion after
that case had reached its conclusion and we had made final settle-
ment, that mining in Washington was even more profitable than it
was out there in daho.

The CHAIRMAN. Was that one of those cases where a jeopardy
assessment was arbitrarily put upon the mine?

Mr. CALLAHAN. That must have been the case or they could not
have reduced it $50,000. But that shows us how helpless we are.
In other words, the mine operator who is able to maintain a staff
of experts, who is able to first establish his valuation and then main-
tain it, and then represent it before these departments properly, and
spend a lot of money for it, he is able to get by and get by without
any injury to himself. But there are a lot of little fellows that never
make any depletion claims at all.

Senator CouzENs. May I ask you what you paid your experts in
that case, or is that confidential?

Mr. CALLAHAN. I think our attorney's fees and experts' fees ran
up around $15,000.

Senator REED. Mr. Callahan, what would be your feeling toward
basin your depletion upon a percentage of net income instead of
gro s

Mr. CALLAHAN. Well, probably we would favor that. It has been
figured out that 15 per cent of gross will amount to about as much
as 30 per cent of net. That is the experience. And we would have
no objection to figuring it on that basis.

Senator CouzENs. It seems to me that to figure on percentage of
net would encourage extravagance.

Mr. CALLAHAN. Yes. This is simpler.
Senator CouzENs. Do I understand that if this plan were adopted

it would be necessary to eliminate the discovery percentages?
Mr. CALLAHAN. It is not necessary to eliminate, but you gentle-

men know and I know that it should be eliminated.
Senator CoUzENs. Would not those who get a discovery allowance

have an advantage over you if this plan were adopted and you only
got the percentage?

Mr. CALLAHAN. It would be an advantage temporarily, perhaps
but it would not be an advantage that would be continuous. 44
what we are asking is a permanent change of policy with regard to
this thing, which we feel will be to the advantage of all mines and
will be tremendously to the advantage of the Government.
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May I now say in conclusion that a number of the States have
recently adopted income tax laws. Senator Smoot's State of ltah,
after a thorouffh investigation by a commission, adopted an income
tax law, and they incorporated in that after their investigation the
percentage method of depletion.

Senator REED. Based on gross?
Mr. CALLAHAN. I do not know whether theirs is based on gross

or net.
The CHAIRMAN. On net, I think.
Mr. CALLAHAN. On net. Our State of Idaho based theirs on net.

The State of Oregon and the State of California-all of those that
have recently enacted income-tax laws-provided the percentage
depletion for mines in their laws.

Seator COUSENS. On net or gross?
Mr. CALLAHAN. Well I think they are principally on net. I think

that that was done in all of them. I know it is in our State.
Senator Covzuws. Why did they adopt net and you recommend

gross?
Mr. CALLAHAN. Well as a matter of fact there has been just a

question always as to wiich is which.
Senator REED, As -a matter of fact it is based to some extent on

both where you say that it shall not exceed 50 per cent net,.
Mr. CALLAHAN. Yes, it is. This, of course, has that saving provi-

sion. But, as I say, the estimate from the figures is that this amounts
to about 30 per cent on net.

I am filing this statement Mr. Chairman.
The CHAIRMAN. Very well, that may be placed in the record.
(The statement presented by Mr. Callahan is here printed in the

record, in full, as follows;)

STATEMENT OF DONALD A. CALLAHAN, OF WALLACE, IDAHO, REPRESENTING
NORTHWESTEcRN MINING ASSOCIATION

I am appearing in support of the amendment offered by Mr. Thomas of Idaho
relative to the allowance for depletion in the case of metal mines.

Deli' ion of mines tinder our Income-tax laws means an annual deduction front
gross ii. ome of an amount which is estimated will )compensate the miner for the
capital which has been used up or destroyed through the operation of his mine
during the year. Obviously all the ore in his mine at the beginning of his opera-
tion is capital. Plainly, also, when he takes that ore out of the mine and sells it
he has disposed of his capital. Our income-tax laws have never attempted to
tax him on that portion of the proceeds of his sales which may be regarded as a
return of capital. The only question which has been considered in pat income-
tax laws, and which is being considered here, is: "What is the proper method of
ascertaining the amount of the proceeds of his sales of ore which may be regarded
as return of capital and upon which he should pay no tax?" Looking upon it
from another angle it may be said that depletion for mines represents the same
element as the cost of raw materials in a manufacturing process.

I am starting out with the assumption that the members of this committee are
agreed that a suitable allowance should be made in order that mine operators
may have a return of their capital tax free, and that the tax shall only be levied
upon what may properly be called "Income."

The organization which I represent is of the opinion that the present method
of ascertaining the proper allowance of depletion is inequitable as between tax-
payers in the same industry; that it is uncertain and therefore productive of
controversy; that the determination of the depletion allowance Is expensive, both
to the Government and to the taxpayer, and that the revenue of the Government
from mining is adversely affected because of these methods. I could not appear
at this time to urge upon this committee a change in the law which would result
in a decrease of revenue. Despite the depressed condition of the mining industry,
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due to the lowest metal prices in history, I do not feel that we should ask the
approval of this committee for any change that would result in the reduction of
our taxes. However, I do feel that the present economic situation, and the
emergency which the Government Is facing In the matter of the Budget make
it extremely opportune that we urge a change in the law which will bring about--
first, a decrease in governmental costs; second, a simplification of the method of
ascertaining tax liability, and third, a stabilizing of the revenue. All of these
we believe will be accomplished through the amendment to which I have referred.

Simplification of governmental machinery and the lowering of the cost of
government are ver much to be desired at the present time. We are beginning
to learn, I believe, tat a popular government can not long survive If its adminis
trative functions become too involved and intricate, and If we are obliged to
rely, not upon the common sense of our legislators and administrative officers
but upon the technical knowledge of experts. This Is particularly true with re-
lation to taxation. More advantage has been taken of Federal State, and local
governments by reason of technicalities in thefr tax laws thas tArough any other
means, and when any revenue act becomes so Involved that it requires the judg-
ment of experts to determine tax liability, Inequalities are bound to result.

First of all, the present method of defermining mine depletion is highly tech.
nical. It is based upon a determination of factors with which only the accountant
and engineer are familiar. In order to secure a valuation for the purpose of
depletion, it is necessary to have a valuation made of the units of metal In a mine.
This, in itself, because of the hidden character of the metal, must very often be
determined through pure guesswork, reasoning from certain known factors. For
instance, under the analytic appraisal method by which valuation for depletion
is now largely determined, it is necessary to malte an estimate of the tons of ore
in a mine at the beginning of the mining operation; to estimate the ann ml rate
of extraction of metal; to estimate the duration of the life of the mine;, to esti-
mate the metal content per ton of ore In the mine; to etimate the production
cost per unit of metal; to predict the selling price for the estimated number of
years of the life of the mine, and then through a formula, to reduce the expected
profit to present worth. When all this has been done and the estimated value
of the plant necessary to carry on the operation has been deducted from the
present worth, the vaule of the ore in the mine Is fixed as the basis of depletion.
fThis is then divided by the number of units of recoverable ore and a definite
value per unit is fixed which may be deducted as depletion over the years ofoperation.

This Is only a pseudoscientific method, but is the most common method ap-
plied in this determination, and you can readily see that the result depends upon
unknown and unknowable factors. It will readily be seen that the administra-
tion of such a system depends upon expert knowledge in the Internal Revenue
Bureau, and you must further realize that, as far as the taxpayer is concerned,
his interest demands the employment of experts to protect his Interests.

As a result of the administration of this law we find tremendous inequalities
between taxpayers who are engaged in the same line of business. For instance
in the case of copper, we find that the highest unit of depletion actually allowed
is a little more than 8 cents per pound, and the lowest, a trifle under 3 mills.
We find further that the weighted average ratio of depletion to net income for
property allowed for a 7-year period beginning in 1922 was as follows:

Per cent
Gold and silver-----------------------------------. 37
Copper-d ..... .... .... ............. ...... ....... 60. 5
Leadtandzinc --------------------------------------- 32.5
Iron ----------------------- ------ ------------- 41. 2
Coal --------------------------------------------- 31.6
Sulphur----------------------------------------. 45. 8
C (These figures are taken from the appendix to the hearings before the Joint

ommittee on Internal Revenue Taxation, December 9, 10, 11, and 12, 1930,
at p. 162.)

Besides this we find that even in the same branch of the industry the ratio
vares materially for different sections of the country. For instance, while the
weighted ratio of depletion allowed to lead and zine Is 32.5 per cent, the ratio
Ine tristate field is 4$ per cent, while that in the Rocky Mountain district is but
a trifle over 25 per cent It will be conceded, I think, that as between competitors
in td!W lne of business, the triktate field ha. a tremendous advane by
reason of thu. fference in depletion allowance, and in addition to this, this field
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also enjoys the great benefit of nearness to market and consequently lessened
freight rates in an industry where freight rates play a large pad in the cost of
production.

Besides these inequities as between different branches of the industry and
different districts in which the same metal is produced, there are also tremendous
inequalities as between individual taxpayers. You will appreciate, I am sure,
that the taxpayer who has a considerable amount at stake and has the means
with which to fortify himself with expert assistance, nan meet the Government
experts upon an equal footing, In the first place, he makes his own valuation at
the beginning and is able to engage the best talent available for that purpose.
Then he must defend his valuation before the bureau and, again his expert
assistance is extremely valuable and through it, and by means of it, he can be
reasonably sure that at least the government is not getting the best of him.

But what of the smaller operator, who has not the means with which to make
the proper valuation in the first place, and who must accept the judgment and
final determination of the Government experts when he makes his returns?

I am not charging that the technical men In the employ of the Government
favor the large operator; neither do I assert that they discriminate In any sense
against the smaller operator; but it Is the common experience of business as far
as technical questions are concerned, that one must be thoroughly fortified in
establishing claims which are involved and about which there very often are
reasonable and proper differences of opinion.

Let me quote from the preliminary report on depletion made by the staff of
the Joint Committee on Internal Revenue Taxation, on September 17, 1929,
which report is commonly referred to as the "Parker report." i am quoting nowfrom gage 7:The analytic method generally employed by the bureau in the valuation of

gold, silver, copper lead zinc, and other metal mines involves at least six important
factors which are the subject of individual judgment. In many cases reliable data
from which the engineer may draw his conclusions in estimating these factors
are not available. Conclusions in such cases must vary according to the expert.
ence and viewpoint of the individual. Reputable mining engineers admit that it
is impossible to value a mine accurately as of a specific date by this method due
to many speculative factors involved."

Then follows on the same page a comparison of the separate valuation of ten
companies, ranging from some of the smallest to some of the largest in the In.
dustry which tables show as between two reputable engineers a variation in
valuation of from 100 to 568 per cent.

That this method of determining valuation for purposes of depletion results
in inequalities and tremendous expense. both to the Government and to the
individual taxpayer, is well illustrated by an experience of my own company.
About 1924 the Government presented to us a claim for additional Income and
excess profit taxes for the year 1917. The sum claimed was considerable and the
claim grew entirely out of the depletion claimed. Our company had a general
cohnsel-an excellent lawyer in New York-but he did not feel that he was com-
petent to represent our company in this technical and highly involved matter
before the bureau. Accordingly we, on his advice, employed an expert to repre-
sent us. The expert had never seen our mine. The men before whom he appeared
in the bureau had never seen our mine. They eat down in comfortable chairs
here in Washington-twenty-five hundred miles away from the ascual property
itself-and figured valuations according to formulas; while we, who had lived
and worked with that property for years, awaited their august determination
of our liability. As a result of their deliberations we were able to save to our
company, after paying the expert fees which were not inconsiderable, a sum
approximating $80 000. It was rather the opinion of our directors after that
case had reached i; conclusion and we had made final settlement, that mining
In Washington was even more profitable than it was in Idaho.

I would like to quote you in this regard a statement made by a gentleman who,
I think, is recognized as an authority on income tax law and its administration.
This statement was made before the Senate Select Committee on Investigation
of the Bureau of Internal Revenue during 1925, by Mr. A. W. Gregg formerly
Solicitor of Internal Revenue. This is Mr. Gregg's language upon thai occasion:

"If something could be done in the law to do away with &e necessity for valu-
ing mineral properties for the purpose of determining depletion, It would be the
biget help of anything that has ever been done to the Bureau of Internal
Revenue. This would help the administration of the bureau tremendously and
would certainly be more accurate than the present system."



I

VZNUZ AOT 0F 1988 285
Let's turn now to the matter of stability of revenue, in which I feel that this

committee is particularly interested. I-believe we are all convinced at the
present time that the great weakness of income taxes generally is that they
iford only "fair weather" revenue. When times are good and everybody is
making money, income tax returns are high, and the governmental unit that
enjoys them is prone to indulge in an orgy of public expenditures. Depressed
business conditions arrive-as inevitably most as the seasons-business income
diminishes, our revenue is dried up at the source, but the capital structure of
Government which we had built up) in "flush" times still remains to be main-
tained. Any change in the law that will help to stabilize revenue is Indeed
much to be desired, and it is our opinion that this particular amendment will
bring about that result.

It is easy to see that valuations of mines made at a time when business io good
means high valuation per unit, and higher anticipated profits, consequently
depletion valuations are fixed at a high rate per unit. Depressed conditions
arrive, prices go down and mining companies are able, even though making an
actual profit upon their operation and paying substantial dividends, to cover
their net Income entirely with a depletion allowance fixed at the time of high
prices. There are companies operating to-day that have a depletion valuation
per unit for their ore in the ground higher than the price which they receive for
their finished product.

Under the percentage plan this could not occur, if the limitation of deduction
for depletion be fixed, as it is in this amendment at 50 per cent of net income.
Under the present system a taxpayer may show a profit before depletion and
wipe it out completely by depletion allowance. Under a straight percentage
plan, with a limitation such as in this amendment, he must, in any event, pay
upon 50 per cent of that net income.

There is proposed in th amendment a plan by which, instead of the involved
processes now employed, the taxpayer may deduct 15 per cent of his gross income,
provided it does not exceed 50 per cent of his net income. There will be no
valuations, no estimates, no predictions. It is the same principle as was applied
by Congress to the oil and gas industry, with a different rate because of the
difference in the nature of the two industries.

The question may be asked "Why the rate of 15 per cent of gross?" That rate
has been determined as one which, according to actual experience will amount
to less than the average of depletion which has been allowed in the past. These
figures are given in the Parker report heretofore referred to at page 67. I think
it is a reed as between the Bureau o Internal Revenue ana the mining industry
that the average of depletion allowance has been above 17 per cent of gross.
The amendment here offered, therefore, will result not in a lessening, but in an
increase of revenue, and because of the fact that not more than 50 per cent of
net can be deducted will, in my judgment, result in a considerable increase
and a much more stable income to 1he %overnment.

It is probable that there will be opposition to this change. It is probable
that this opposition may come from men high in authority in certain departments
of the Government. Changes, particularly when they may result in the lessening
of governmental activities, have always met with opposition-and always will.
That is the reason why governmental costs are constantly going upward. It Is
unfortunately true that we are facing a situation to-day where, while we admit
that governmental expenses are throttling business, are causing honest men and
women to lose their homes, are taking our capital, In addition to our earnings,
still a concrete attempt to lower those costs by decreasing personnel meets with
stubborn opposition.

I ask you to consider this proposal upon the merits of its application, and
not upon the opinion of those who, intrenched in public positions, may be
opposed to change in administrative methods. I do not mean this a criticism
of our Treasury Department. The men in authority rely in technical matters
upon their technicians, as business men do under similar circumstances. The
technical men are committed to the prebunt system because that is their job
and they can put up a mighty stiff argument for it.

Then, again, there may be opposition from those in the industry itself who are
to-day enjoying exceptional advantage by reason of depletion allowances which
enable them to avoid the payment of a whole or part of the tax that would be
due if this amendment were.adopted and put in effect.

Then, again, we ma have opposition of that class of experts which has grown
up because of the technicalities of the present method, and which enjoys very
substantial fees for services rendered to individual taxpayers. The administr-
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ton of our income tax laws generally has built up vast armies of experts in and out
of Government service who are enped among themselves in the delightful
controversy of seemn which can prova In interpretation of laws, the admiuis.
tratlon of which involve the revenue of the Government and the earnings of the
taxpayer. I personally believe we have too many experts, both within and with.
out Government service. 04

I believe it is time we took some steps to so simplify our revenue laws that this
tremendous burden to both the Government and the taxpayer may be removed.
Ma I call your attention to the fact that a number of the States which have
within their borders a considerable mining industry have recently enacted state
income tax laws? Among these is the State of Utah so ably represented In the
Senate by the chairman of your committee. This dtate investigated the quest.
tion of Income rax through a commission, and when it wrote its law it inoorpo.
rated a provision for percentage depletion. The State of California, represented
heft by another member of your committee-Senator Shortrilge-likewse
adopted the percentage method. The State of Oregon In writing its income tax
law incorporated the percentage method. In my own State of Idaho-as Senator
Thomas of your committee is well aware-in writing an income tax law in the
last session of its legislature incorporated the percentage method of depletion.
This simply shows the trend of the times and also emphasizes the fact that these
States, realizing that they can not build up technical staffs to handle their revenue
laws, have hit upon a method which obviates such necessity.

Then again there is the example of our neighbor Canada. For years they
have used the percentage method of depletion with success and satisfaction.
Years ago our Congress adopted it as applied to the oil and gas industry. The
House of Representatives extended the provision so as to a pply the principle to
sulphur, where it is just as applicable and will be Just as satisfactory.

When we are offered a Olan which will result in simplification of administration
as opposed to involved and technical processes; in equality of burden as opposed
to gross inequalities; in stability Of revenue as opposed to serious fluctuations; in
economy in government as opposed to unnecessary expense, why should we not
adopt it in these days when economy and stabilized revenue are crying needs?

As a member of a special tax committee I have during the pat week visited
many of the sections of my own State of Idaho, consulting with the people, who
are burdened beyond their ability to pay and who are seeking a remedy for our
tax situation. Wherever I went I heard the same cry: "Cu-down the expenses
of government. Take this load off our shoulders." Pioneer men and women-
who have bowed their backs and worked their "fingers to the bone" seeking to
acquire a competence for their declining years-are forced in these times of
lessening income rnd of high governmental costs to lose their homes through lack
of ability to pay their taxes.

Some one may say-and I know it will be frequently urged before your body-
that if we can only find the means of raising the money from those who have
sufficient income to pay it, that that is the first thing to be considered. I do not
agree with that theory, unless you couple it with the determination to reduce
costs, for it does not matter so much in this country what is the original incidence
of taxation-all the wealth of this Nation comes from its natural products and
its labor, and as they are the sources of the wealth so inevitably back upon their
shoulders will be placed the burden of taxation. I may be a long, tortuous route,
but nothing can pay the costs of government except the wealth that is created,
and that wealth consists of the natural products of this land and the labor of its
people. It is because we believe that tho amendment which we propose here will
have the effect of lessening of governmental costs, a stabilization of governmental
revenue, an4 an equalization of the burden, that we support it before your
committee.

BW SUBuvMn St NATIONAL COAL AssOAuON AND DIsUmcT Aesocanoi or

BxTUMuxOUs MINE OPmATOas

Pf lINTAO DEPLETION ALLOWANCE FOR DITUMINOUS COAL MINES

To Tas FN ANON COMMITTM,
United States Senate, Wasifgtoa, D. 0.

Osxnnar: The signers of this brief urge your earnest consideration of the
following statement regarding the need of the coal-mining industry for relief
through appropriate modification of the present depletion provisions of the
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internal revenue act The brief is submitted on behalf of bituminous.miae
operators with the endorsement of their national organization, the National

SAssociation, and of the local and district associations in the industry
whose signatures are appended below.

We feel that we are Justified In demanding such relief on the general ground
that however uniform and equitable the present depletion provisions may mound,
in practice they have been applied in such a way as to amount to a serious
discrimination against the coal-mining industry am compared with other mining
industries.

It is a well-recognized principle of taxation that no system can be regarded
as equitable under which the burden of taxation rests unequally upon different
taxpayers of the same class. As will be demonstrated herein, the coal-mining
industry for many years have been taxed to an inequitable extent in com rison
with other mining industries. The effect of the existing inequitable tax burden
might be borne with more equanimity if the condition of the coal-mining indus-
try were one of substantial prosperity, but the effects of such inequity are
grievously felt when, as In the present case, the overtaxed industry is one
that to-day is, and for several years has been, passing through a period of great
financial depression. The situation Is made particularly unbearable in view
of the fact that the petroleum industry i one of the chief beneficiaries of the
present inequitable distribution of the tax burden. The encroachment of fuel
oil and other petroleum products upon the market formerly supplied by the coal
industry is one of the chief factors contributing to the depressed condition of
that industry.

Tile Inequitableness of the tax burden laid upon the coal-mining industry
arises chiefly from the practical effect of the present provisions of tile internal
revenue act relating to the depletion of mining properties. Under the present
law mining industries in general receive a depletion allowance based upon cost
or March, 1918, value, so computed that such cost or value will be recovered
during the prospective life of the wine. There is a further provision that
where new mineral deposits are "discovered," such deposits shall be given a
value for depletion purposes based upon the market value of the mineral at the
time of discovery. For the petroleum industry there is a special section, under
which a depletion allowance of 2T7% per cent of gross income is made an alterna-
tive to depletion based on cost or March, 1918, value.

Apart from the petroleum industry, all mining industries seem to be treated
alike In the matter of depletion so far as the wording of the statute is con-
cerned. In the practical application of the law, however, great inequalities
have arisen. These have resulted chiefly from two causes.

In the first place, the coal-mining industry in 1918 was in a very depressed
condition. Consequently the values established for coal lands at that time
were inadequate. There were few sales of wining properties, and those that
took place were made under circumstances tending to reduce rather than main-
tain established values. For lack of current earnings few companies were able
by the use of the analytical appraisal method to prove adequate value for their
mining properties. The result was that In many cases the values which coal-
mining companies were allowed bear no relation to the normal value of the
mineral in place. The amounts recovered through depletion, even when tile life
of the property is such as to permit complete recovery of the allowed 1918
value, are far below actual values of the same property and unjustly below
corresponding values established for mineral reserves by mining industries
which were then in a relatively prosperous condition.

In the second place, the coal mining Industry has derived no benefit from the
discovery value provision of the act, while other branches of the mining in-
dustry have been able to set up current values for substantial percentages of
their output through their ability to take advantage of this principle. The
Commissioner of Internal Reverne has consistently maintained that coal de-
posits are so well mapped out that the discovery of new deposits is Impossible.
In only one Instance has a coal mining company been allowed discovery value,
and that was by a decision of the Board of Tax Appeals overruling the com-
missioner; and even in that case the commissioner has not acquiesced in the
decision of the board. On the other hand, the metal mining industries and,
before tie adoption of the percentage method of depletion, the petroleum in.
dustry, were allowed to establish discovery values for substantial parts of their
output and thereby to enhance greatly their depletion allowances.

The effect of these dissimilar conditions upon the amount of tax paid by the
coal mining industry is shown in the analysis of taxes actually paid by the



288 BEVZUE AOT OF 198

different branches of tile mining industry. Buch an analysis is contained in
the preliminary report on depletion, rendered to the joint committee on internal
revenue taxation by L. R. Parker, chief of staff, and by that committee sub.
mitted to Congress on September 17, 1929.

In this report (see p. 8) Mr. Parker's analysis of actual tax returns filed by
different branches of the mining industry shows clearly that during the years
when the coal industry was fairly prosperous it paid an excessive percentage
of the total tax of all the wining and quarrying industries. 'Xhe lrcentages
pald by coal mine operators, metal mine operators, and oil and gas producers
or the years 1018 to 1923, Iclusive, were as follows:

YtCopIalsMtal Oil and YffCoal metal oil and
wnining wining gs mining mining gns

15....... ....... 40 12 at 1021.............. 919124 4 ............i
0 2 Oi 1 3

During later years tile percentage paid by the coal Industry has declined
substantially, but that decline has been due to the rapid decrease in the earnings
of the industry, a decrease which resulted In losses for the coal-mining industry
as a whole-In the generally prosperous years of 1028 anl 929, the latest years
for which complete statistics of iicoule have been published by the Internail
Revenue Bureau.

From the table on page 10 of Mr, Parker's report it appeamrs that in the years
1918, 1020, and 1921 the percentage of net Income paid as war and excess-profits
taxes by the coal-mining industry was substantially larger than that pauld by iny
other branch of mining. Coal milnig paid 85.4 per cent of Its not Ilcome in
1018 as against 25.15 per cent phid by oil and gas producers, and 24.23 to 5.03
per cent by different metul-mining Industries. In 1920 coal mining paid 212.8
per cent; oil and gas producers, J092 per, cent; and metal-mining Industries,
from 10.85 to 0.00 per cent.

These figures constitute a striking evidence of the excessive amount of tax
levied upon the coal-mining Industry as compared to the tax paid by other
mining industries. How that excessive tax Is tied up with the application of tile
provisions relating to depletion of milling properties Is indicated by a further
statement found on the saine page of Mr. Parker's report, which reads as
follows:

"The low rate of tax paid by a substantial portion of the mining and quarry.
ing industry appears to have resulted primarily front depletion allowances based
upon vales in excess of the cost of the properties."
As further evidence of that fact, he quotes figures from a table on page 8

of the report, from which it appears that In the years 1924, 1925, and 1926
the ratio of depletion to net Income before depletion in certain specified branches
of the mining Industry was as follows: Coal mining, 20, 18.6, and 15.7 per cent
for the three years, respectively; metal mining for the same years, 55, 40.2, and
88.8 per cent; oil and gas wells, 58.1, 85.7, and 36.5 per cent. These figures are
direct and conclusive evidence of the Inequitable results of the present statu-
tory provisions relating to depletion and the administrative application of those
provisions.

Another Indication of the inequitable results of these depletion provisions
may be briefly pointed out without comment. From the figures given in the
third table on page 8 of Mr. Parker's report It Is possible to compute for the
single year 1924 the ratio of depletion allowances to gross sales. Por metal-
mining Industries depletion allowances constituted approximately 't per cent
of gross sales; for oil and gas wells, 12.9 per cent, while for coal-mining enter-
prises the allowance was only 2 per cent. Mr. Parker emphasizes the relative
tax burdens of those three branches of the mining industry In the following
summary statement (see p. 11) :

"1For the total period of 10years, beginning with 1918 and extending through
the year 1I2 (omitting 1917, figures for which are not available), coal comn-

rianes pi893 per cent of the total tax for the entire mining Industry, although
krcved only 80 per cent of the net Income. During the same period metal

mines paid 10 per cent of the total tax and earned 18 per cent of the net income.
The oil and gas Industry paid 84 per cent of the total tax and received 84 per
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cent of the net income. These computations are based on net income after
depletion. If, on the other hand, we should use the net income before depletion,
the differences in percentage between the subclassifications would be much
greater and the inequities more glaring."

Mr. Parker's final conclusion at to the injustices resulting from the practical
application of the present depletion provisions, and especially the hardship
imposed by them upon the coal industry, deserves to be quoted in full (ses
p. 22) :

"This report shows that the present system for determining depletion is
neither simple in its application nor equitable in its results. The present
system is not only inequitable between taxpayers in thi same branch of the
mining and quarrying industry, but the distribution between the different
branches is unjust. For example, bituminous coal mine operators have not
received the relief given other mine operators. The coal industry has been
profitable only in a few years and is now in a condition as depressed as agri.
culture. The present system results in taking away from the bituminous
coal industry a large proportion of it profits in taxes in the infrequent year
of prosperity. It appears, therefore, that a substitute method is desirable."

lit view of the conclusively established injustice inflicted upon the coal
mining Industry as the result of present rules and practices relating to mine
depletion, your petitioners, speaking on behalf of the bituminous mining
industry of the country, feel that they are justilled in requesting relief through
changes in the income-tax law so far as it relates to depletion allowances.
We respectfully urge that the present provisions relating to depletion be
amended by the insertion of the following pmragraph (3) immediately after
the present paragraph (2) of section 114 of the revenue act of 1928:

'13) I'ercentave Depletion for Coal Ainues, In the case of coal mines the
allowance for depletion sholl be 83% per cent of net income before depletiot;
provided that such depletion allowance* shall ot be less than 5 ier cent of the
grops income from the sah, of conil at the mine; and provided, furtir, tht
in no case shall the depletion allowamce be less than it would be if computed
without reference to this paragraph."

The reasons for urging the adoption of each of these alternative methods
of computing depletion may be briefly stated. The net income rate of 83%
per cent Is recommended because te results of the studies contained in Mr.
Parker's preliminary report on depletion indicate that such a rate will yield
from the mining Industry as a whole approximately the same amount of tax
revenue as is now paid. The effect of substituting this 881/ per cent allowance
for the allowances now provided will be, according to Mr. Parker's report, not
to augment to any great extent the aggregate depletion allowance of the en.
tire mining industry but to reappoption it among the different branches of the
mining industry In such a way that the tax burden will fall more equitably
upon these different branches and upon the different individual companies In
each branch.

Certainly in the present depressed condition of the coal-mining industry a
depletion allowance of 831A per cent of net Income will not be excessive in
amount. In the Statistics of Income for 1029, the last year for which detailed
statistics have been published by tha.,ureau of Internal Revenue, It will be
found tlit in that year 907 coal-mining corporations reported 1 net income,
while 1,618 reported no net income. The losses of those in the latter group
exceeded the net income of those In the former group by a substantial amount.
In other words, even before paying the income tax the industry operated at a
loss. Metal mining, on the other hand, during the same year showed a net
gain of $105,224,000 and oil and gas wells a net gain of $29,602,000. It Is evi.
dent that 881/a per cent of the net Income of an industry showing as little Iet
income as does the coal-mining industry can not be regarded as an excessive
depletion allowance.

Finally, where the valuation on which the depletion allowance is based was
arrived at by the analytical-appraisal method there should be little difference
between depletion computed on March, 1918, value and depletion computed on
the basis pf current values. The principle involved in the analytical appraisal
method is that of estimating the future profits of the mine. If those profits
are correctly forecast, they will approximate actual profits during the life of
the mine. In so far as they fail to agree the condition is a reflection upon the
success with which the analytical-appraisal method has been applied.
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The proposed amendment provides for an alternative depletion allowance of
5 per cent of gross Income from the mile of coal. The immediate purpose of
this provision is to take care of companies producing so-ciled captive tonnage.
Many such companies owned by railroads, electric power plants, steel mills or
other industries sell no coal in the open market but deliver their entire output
to the parent company. The aggregate amount of such tonnage in the coal
mining industry Is very large., In many Instances the price at which the ton.
nuge is transferred from the subsidiary to the parent company is arbitrarily
fixed and bears no relation to current market value. Indeed in some States
utilities owning subsidiary coal mining companies are required by law to take
over the tonnage of such subsidiaries at cost. In the case of the last mentioned
companies there is no figure on the books represenitlng net profit. Unless such
eOlnaies are to be entirely deprived of depletion allowances provision must
be made for computing such allowanes on tie basis of gross income from the
sale of their product.

Tile only alternative method that can be applied to such companies Is an
arrangement under which the Conumissloier of Internal Revenue will set up
a constructive net Income based upon market conditions st the time aid pll(e
of the transfer of the product. Arrangements imposing upon the comullssloner
the duty of constructive action of this kind have never proven satisfactory.
An example of such a provision is fond In sections 827 and 328 of the revenue
act of 1918 under which the Commissioner of Internal Revenue was empowered
to determine the tax liability of an Individual corporation oil the basis of the
amount iald by other corporatilons under similar conditions with respect to
units of production, costs, net Income, etc. This provision has led to innumer.
abhe disputes and appeals to the Board of Tax Appeals and to the courts. Tie
construction of a theoretical iiet Incone for companies producing captive totn-
singe will prove equally unsatisfactory as a method of arriving at, the depletion
allowance of suisidlhry companies of tile kind under consideration.

The provision for an allowance of f5 per cent of gross income will have
wider application. Without regard to tile effect of the present depression upon
the coal-mining industry, its financial experience in recent years has been very
unsatisfactory. The period 1928 und 1029 to Octoier of the latter year ww;'
one of unexamplhd prosperity for inlltry In general. Even during those
years the coa mining Industry was far from prosperous. The statistics of
Income, Issued by tile Bureau of Internal Revenue, show that in 1028 two-fifths
of the coal mining companies reported not losses for the year and that the
losses so reported exceeded the net Income reported by the remaining companies
by nearly $20,000,000; in 102) nearly two-thirds of the companies reported
no net income and tile aggregate losses of these companies exceeded the net
income of the remaining companies by nearly $9,000,000. In other words, ili
those two years the coal-mining industry as a whole not only bad no net
income but was substantially in the red.

Other branches of the mining industry had better records. Metal-mining
Industries reported net profits after deducting deficits amounting to nearly
$95.000,000 in 19M8 and of $10,000,000 in 1929: oil and gas wells showed at
net profit of nearly three and one.half million dollars for the industry as a
whole in 128 and a profit of more than twenty-nine and one-half million dollars
In 1029.

While undoubtly all branches of the mining industry are suffering during
the present period of general depression it is safe to assume that the relative
position of coal mining and other branches of the mining industry has not
changed.

It is obviops that in a yenr in which the coal-mining industry as a whole
operates at a loss a depletion allowance computed as a percentage of net income
will not be a measure of substantial relief. If in such a period the Industry
is to be relieved from the inequitable burden of taxation under whict it now
suffers, its relief can not come solely from a provision giving it a depletion allow-
ance based on net income. Only an allowance computed as a percentage of
gross income can adequately meet the situation. Whether or not 5 per cent
of gross income is a smaller or a larger allowance than 8/,j per aent of net
income depends upon the ratio of net income to gross income. When that ratio
is what it should be to make the industry reasonably remunerative to the capital
and labor engaged In it, depletion allowance computed in the two ways under
discussion will be substantially alike; and whenever the gross Income allow,
snce materially exceeds that based on net income the discrepancy Is due to
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the unreniunerative condition of the Industry, and that condition itself is our
justification for asking for relief from the Inequitable share of the tax burden
of the mining Industry now resting upon the coal-mining branch.

The proposed amendment contains one more Iwovislon to the effect that in
no case shall depletion computed on either net income or gross Income be leks
than the depletion allowance now received by the company on the basis of cost
or March, 1913, value. This provision is intended to take care of the rela.
tively small number of cool-mining companies which acquired their properties
at times when the coal-mining industry was profitable and the price of coal
mines proportionately high, ti a result of which their Invetment per unit of
product is also high, Such companies have made large expenditures of time
and money to establish their right to depletion allowances based upon the
unusually high prices paid by them for their coal reserves. The industry be-
lieves that companies of this type should be protected, and accordingly is un-
alterably opposed to the adoption tf any new depletion regulation which will

eprlive such companies of the right to continue to use tile present method of
computing depletion allowances.

To illustrate the effectt of the different methods of determining depletion. It
us consider the cases of three hypothetical coal-mining corporations. Com-
pony No. 1 operates a "captive mine," the production of which is passed along
to a parent public utility company tt cost. It hs no established depletion rate
per ton on the basis of original cost or 1913 value. Company No. 2 and Coin-
nany No. 8 sell their product in the open market at $1.20 a ton. Company No. 2
as established a depletion rate of 8 cents per ton, while Company No. 8 has

been allowed under the present law a rate of 8 cents per ton. The table below
shows how the different methods of computing depletion provided for in this
proposed amendment would work out in cents per ton:

manyy company CompanlySo.1 No.2 No.

Selling pries (aos income ....... ....................................... $100 $120 $1.20
Profit (net income) .................................................... 00 .0L

Depletion as 33J4 per cent of not I o e .................................. i-........... o 7 .06 0
Depletion as 5 percent of gros income .................................. --. 08 .04 .06
Deplet Ion on basin of 1913 value ......................................... : ....... .03 .06

Under the circumstances assumed in this table it Is evident thiit the company
producil g the captive tonnage would select tht, depletion allowance of 5i per fent
on gross income; the company having a depletion allowance amounting to
less than 0 cents it ton would select the allowance of 38% per cent of net
income, while the exceptional company that had proven its right to a depletion
allowance of 8 cents per ton because of the unusually high price paid by
It for its coal reserves would continue to use that rate.

The position of the coal mining Industry with reference to this question of
depletion is briefly its follows: The industry has always been and still is tile
victim of an Inequitable distribution of tile Income tax burden. Such unequal
treatment is unjustifiable under any circumstances and violates every principle
of equity tn taxation. Its evil effects upon the industry are most severely felt
because of the economic depression through which the industry is passing.
The inequltableness of the arrangement is more manifest because one of the
chief beneficiaries of the present arrangement, the oil and gas industry, Is an
only too successful competitor in the fuel market. Its competition Is itself one
of the chief causes of the depressed condition in which the coal mining industry
finds itself.

The tax discrimination grows directly from the method employed in com-
puting depletion allowances. However uniform and equitable the provisions
of the present law may sound, they work out in practice, as has been con-
clusively shownit above, in such a way as to lead to an unjustly high rate of tax
on the coal mining Industry. As the depletion provisions are responsible for
the discriminatio, we are asking for such changes in those provisions as will
remove that discrimination. We challenge the successful denial of the sound-
ness of the arguments advanced by us in this brief, and In the absence of such
denial we feel that we are justified in requesting such action by Congress as
will afford us the relief to which we are entitled.



42IWDVENUE ACT OF 198'

National Coal Association, Washington, D, C., Carroll B. Huntress, executive
secretary.

Alabama Fuel Association, Birmingham, Ala., James LU Davidson, secretary,
Central Pennsylvania Coal Producers' Association, Altoona, Paq W, A. Jones,

scretary-treasurer.
Coal Operators' Association of the Thick Vein Freeport Beam of Pennsyl.

vania, Pittsburgh, Pa., 0. W. Gibbs, secretary.
Coal Trade Association of Indiana, Terre Haute, ad,, Jonas Wanle, manag.

Ing director.
Colorado & New Mexico Coal Operators' Association, Denver, Colo., F. 0.

Sandstrom, secretary.
Eastern Ohio Coal Operators' Association, Cleveland, Ohio, D. F. Hard,

secretary.
Fairmont Coal Operators' Association, Fairmont, W. Va., T. N. Moran,

secretary.
Harlan County Coal Operators' Association, Harlan, Ky., George S. Ward,

secretary.
Hazard Coal Operators' Exchange, Lexington, Ky. J E Johnson, secretary.
Illinois Coal Operators' Association, Chicago, Ill., kosepl D. Zook, president,
Indiana Coal Producers' Association, Terre Haute, Ind., Michael Scollard,

secretary.
Kanawha Coal Operators' Association, Charleston, W. Va., D. C. Kenuenty,

executive secretly ry.
Logan Coal Operators' Association, Logan, W. Va., J. W. Colley, secretary.
New River 9oal Operators' Association, Mount Hope, W. Va., S. C. Higgins,

secretary.
Operators' Association of Williamson Field, Williamson, W. Va., Joseph J,Ardigo, secretary,
Pocahoitas Operators' Association, Bluefleld, W. Va., W. E. E. Koeplor,

secretary.
Southern Appalachian Coal Operators' Association, !*noxvlle, Tenn,, i. n.,

Howe, secretary.
Southern Wyoming Coal Operators' Association, Rock Springs, Wyo., L. W.

Mitchell, executive secretary.
Southwestern Interstate Coal Operators' Association, Kansas City, Mo.,

W. L. A. Johnson, general commissioner.
Virginia Coal Operators' Association, Norton, Va., C. B. Neel, secretary.
Utah Coal Producers' Association, Salt Lake City, Utah, John R. Doolln,

secretary.
Winding Gulf Operators' Association, Beckley, W. Va,, P. 0. Graney, secro-

tary-treasurer.
The CHAIRMAN. Mr. J. F. Callbreath.

STATEMENT OF A. W, DICKINSON, CHIEF TAX DMI ON, THE
AMERICAN 'MINING CON&RIS

Mr. DICKINSON. Mr. Chairman, the tax committee of the Amer-
ican Mining Congress has prepared a brief on matters affecting
mining which I ask to have entered in the record.

The CHAIRMAN. Yes; that will be done at this point.
(The brief of the American Mining Congress is here printed in the

record in full, as follows:)

Bmr or TE AMERICAN MINING CONGRESS

APL, 22, 1932.
To the henswebe Chairman and Members of the Committee on Finance of the United

t41e Sene.
GENTLEMEN: The American Mining Co., representing a broad rang of the

mining industry throughout the country, presents its protest against certain
Prov Ione of the now pending revenue act of 1932, H. I. 102386, as passed by the
House of Representatives.
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We are wholly in accord with the principle that the Federal Budget should be
balanced. We recognize that this requires the raising of additional taxes, but we
urge that such additional taxes s hold not be more than necessary after every
possible economy has been made In the Government's expenses. In time of pros.
perity, with liberal yield of taxes, government activities and expenditures In-
creased tremendously. This Is a time for drastic retrenchment, Depressed
industry can not fairly be called on for taxes for liberal Government expenditures.

The industry of the country is striving to meet conditions of depression and win
recovery. Taxes should not be imposed which would cripple industry or retard
recov(wly. Even the yield of tax revenues is dependent upon business recovery.
From the revenue standpoint business recovery is important as it is for restora-
tion of employment and general welfare of the country. Furthermore, taxds must
be fair and equitable to the taxpayers, for it is a fundamental principle of taxa-
tion that an unjust tax will in the end defeat itself.

I. There are a number of features in the bill which we believe are not fair and
equitable, and we first present certain, which relate particularly to mining and
other wasting industries:

1. DEPLETION

Amendment is proposed to section 23 (1) as follows:
"In any case in wi ch it is ascertained as a result of development work that the

recoverable units are greater or less than the prior estimate thereof, then such
prior estimate (but not the basis for depletion) shall be revised and the allowance
under this subsection for subsequent taxable years shall be based upon such revised
estimates."

It seems to us quite unfair that when a basis for depletion has been duly
established, it should be proposed thereafter that additional ore reserves should
be recognized to be taken into account as to the unit computation without like-
wise taking them into account in the valuation basis. If such reserves are to be
recognized as existing in the mine, it seems fundamental that they should be
recognized as representing additional values to be reflected in the basis for
depletion. We urge that the proposed amendment is unsound, unwarranted,and Implroper.

Furthermore, this provision would Impose an unnecessary burden and expense

upon the Government, as well as upon the taxpayer, requiring almost intermin-
able work and expense to redetermine periodically the recoverable units in all
minable reserves subject to depletion so that the expense of administration alone
would materially minimize if not wipe out, the entire expected additional revenue
of $1,000,000 per year which the Treasury Department estimates might be
received from this source.

Few, if any of the mining companies are now making any Incomes. We
believe that ts proposed amendment can not be counted on to yield any material
present revenue but would merely serve to raise difficulties, confusion, and uncer.
taintles wholly unwarranted.

2. DISTRIBUTION OUT O EARNINGS OR PROFITS ACCUMULATED OR INCREASE IN
VALUE ACCRUED BEFORE MARCH I, 1918

A change is proposed in section 115 to reverse the long-established principle
that dividends should be recognized only as represent distributions by a corpora-
tion out of its earnings or profits accumulated after February 28 19 13 , and that
distributions should be recognized as nontaxable which were made from earnings
or profits accumulated or increases in value of property accrued before March 1,
1913, except as such distributions are to be taken Into account on sale or other
disposition of the stock. r

We believe there is no intention on the part of Congress to reverse the long-
established principle that, as stated by the late Senator Underwood (see Cong.
Rec., September 28, 1921, pp. 6517-6518), March 1, 1913, was "the beginning of
the time when Incomes or profits could be treated as such for the purpose of taxa-
tion, holding that before the time the accumulated profits and dividends were
treated as the body of the estate, as principal." This was in a discussion on the
floor of the Senate when the revenue act of 1921 was pending, and the Senator
was raising question as to whether the wording of the bill then before the House
adequately recognized this principal in its provisions as to dividends. Senator
MeCumber replied in part as follows:

"The committee agree entirely with the Senator that all accumulations prior
to March 1, 1913, become a part of the principal, a part of the invested capital,
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of the corporation, and there Is no intention to take those profits which had
accumulated at that time and bring them forward and levy a tax upon then as
profits." .. ,J

Senator Underivood further stated:
"As a matter of fact, a %lumber of years ago we a&fireed in confernece onl this

pro poition. I think it will prevent future law suits and future differences if
the Finance Committee will propose a simple amendment declaring that nothing
in this act shall be construed as warranting a construction that the bill taxes
accumulated profits or dividends accruing prior to the first day of March, 1913,"

When the revenue bill of 1928 was pending the House bill had eliminated this
provision but these provisions were restored by the Committee on Finanlee of the
senate with the statement (p. 12) of its report:
"The provisions of the present law have been enforced except for certain anoid.

emts, silce the 1916 act, and your committee believes they should continue in
force."

The Senate so voted and the House concurred.
It must be recognized, of course, that some criticism might be directed against

section 115 of the act in that it makes the basis of the corporation determinative
of the taxable status of distributions Instead of using the basis of the individual
stockholder. Rarely will the stockholder's basis for his stock to him be the same
as the basis of the corporation's property to it. When the shareholder buys his
stock the corporation may have a large accumulation of surplus which pre.
sumably will be reflected in the cost of the stock to a then purchaser. According.
ly, what is surplus or 'roflts to the corporation is reflected In the invested capital
of the stockholder, It the corporation should thereupon distribute Its accumulate
surplus this would In fact be no profit or gain to the stockholder who had paid
dollar for dollar for It as reffeeted In the purchase price of his stock.

We have recognized in our laws the administrative difficulties which would be
Involved in trying to determine for each separate stockholder his own Individual
basis of whether or not distributions he received from a c6rporatlon represented
in fact a real gain to him or were simply a return to him of his invested capital.
To avoid such difficulties the law has adopted the standpoint of the corporation
for determining the taxable status of distributions. This Is a simpler rule aimed
in the end to do fair Justice. It Is, however, a rule which to be fair must be
consistently applied. If we are to say that any distribution made to a stockholder
Is to be taxable to him if it is made out of the taxable income of the cor oration
regardless of whether or not its amount represents dollar for dollar or a price
which he paid for his stock, it should then naturally follow that distributions
made otherwise than out of the taxable earnings of the corporation should not he
taxable to the stockholders.

The pending bill would continue to recognize distributions which were made
out of the actual capital which had been paid in to the corporation, whether such
amounts has been paid In before or .aftr Match 1 1918. To this extent it is
consistent in adopting the corporation's position In measuring the taxability
of the stockholder. It also continues to recognize that the realization by the
corporation of values existed at March 1, 1918, does not constitute table
income. Yet it would propose t6 break down this measure or standard in its
determination of the source of distributions to stockholders.

We would further call attention to the fact that almost from the beginning of
our Income tax legislation, this principle has been included in the law, and admini-
strative and court decisions have been based upon It. It is hurd to see how much
of uncertainty and confusion will be introduced ff this principle Is now overturned.

We urge both as a matter of fairness to taxpayers and of consistency in the law
that no change should be made In this provision.

8. DISTRIBUTION FROM DISCOVERY DEPLETION

An amendment is proposed to section 115 (d) to change the status of distribu-
tions from depletion reserves based on the discovery value of mines. This is a
companion question to that of other nontaxable distributions and we believe
would stand or fall accordingly.

4. oOMPUTATI o OF ADJUSTED BASIS

Section 118 (b) (1) (B) of the bill provides that the basis shall be adjusted "for
exhaustion, wear and tear, obsolescence, amortization and depletion * *, *
to the extent allowed (but not less than the amount allowable) under this act
or prior income tax laws."

44
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This would impose a double standard of test as to the deduction to be made

which may work very unfairly against the taxpayer. Much argument can be
made for using the amount allowed and much for using the amount allowable,
but we can see no sound basis for the double standard.

The amendment as now proposed might permit the bureau to reduce) deprecia.
tion allowances year by year as they were deducted In computing current Income
and then, at a later date, if the property were sold, claim that the amounts
allowed were less than the depreciation which was actually allowable, and so
bring about double taxation.

If it Is desired to sustain the principle of finality of decisions once made, then
the amount which has been allowed should be used. If, however, it is deshd to
&ply the prie ple that each year's taxes should be determined on its own appro-
i ate basis, regardless of any errors which may have been made in the past, then
he standard of the amount allowable should be used.
But there should not be a confusion of the two, with the certainty of injustice

to taxpayers respecting a matter over which they have so little control as that of
the commissioner's determinations of what constitute reasonable allowances for
de reciation and depletion.

fi. We also add our protest as to certain more general features which will
likewise affect seriously the mining industry.

5. CONSOLIDATED RETUANB OF CORPOMATIONS

We believe the provision of section 141 (e) of the House bill imposing a nalty
rate of 1)4 per cent for using a consolidated return is unjust anddiscrinatory.
It would place a penalty upon what should be a simple right, based on sound
judgment and essential fairness as in the present law.

The present law and the pending bill limit consolidated returns to cases where
there is practically complete ownership (at least 95 per cent of voting stock)
by one corporation of others, so that a single financial entity exists which may be
taxed accordingly. If a single corporation has numerous branch establishments
and is engage in many different lines of business, its net income considered
as a whole would he reported upon a single return and subject to the ordinary
corporation tax rate of 13% per cent as proposed by this bill. Yet If this business
were in every way the same excepting only that certain of its divisions or branches
represented corporate subsidiaries under the same corporate ownership, the bill
would make the tax rate of 15 per cent for reporting their same true net income
through a consolidated return.

The present law treats affiliated corporations on an equitable basis that accords
with good business practice, is sound and practicable and should be continued.

It is submitted that the consolidated return produces more nearly the true
net income of the financial entity represented thereby and that there should be
no penalty assessed for the use thereof.

The most that the Treasury estimates as the yield from this penalty tax is
$8,000,000. Even if it would yield this relatively small amount, this would not
justify all the bother, confusion, and difficulty attendant upon the changes In
lorms of organization and In intercompany business arrangements that would
undoubtedly be made in order to avoid such an increased tax burden if it were
imposed.

We agree with the findings of your committee as expressed in reporting the
revenue bill of 1928 (May 1, 1928, p. 13) in part as follows:

"That the elimination of the consolidated returns provision will not produce
any increase in revenue, will not impose any greater taxes on corporations, and
will in all probability permit of tax avoidance to such an extent as to decrease
revenues."

6. NET LOSSES

We urge the continuation of the net loss provision of section 117 of the existing
law. The law has long recognized that there is a continuity in business such that
the amount of gain realized in a single year may not be a true measure of ability
to pay, but the real income and real ability topay is only to be found by taking
into account the losses as well as the gains. The pending bill continues to give
some recognition to this principle In allowing net losses after 1933 to be deducted
In one succeeding year. We believe they should be allowable for two succeeding'
years, as in the present law; but we particularly protest the proposed elimination
of this deduction in the years 1932 and 1933. Businesses which have sustained
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heavy losses In prior years are not In the same position as to ability to.pay as
those which have been earning profits. This should be recognized and the net
los provisions of the present liw should be restored to the bill.

7. CORPORATION INCOME TAX RATE

We add our protest to the protests of others against the substantial increase to
the corporation rate which Is proposed in the House bill.

We respectfully bespeak on behalf of the now sorely oppressed mining industry
the fullest consideration of your committee to the points here made the subject
of protest. Naturally, there are in this tax bill many other points which we do
not welcome, which we wish might be avoided and which we hope in more
prosperous times may be eliminated or improved. We have however, confined
this protest to those matters which seem so burdensome or unfair that even under
present circumstances we are entitled to ask their revision in the now pending

Respectfully submitted. THE AMEJnICAN MINING CONGRE SS.

A. W. DicKImsoN, J. F. CALLBREATH, Secretary.

Chief Tax Division.
Mr. DICKINSON. I also have some copies of a brief statement or

skeleton of this brief which I would like to present for distribution to
the committee.

The CHAIRMAN. They can go into the record at this point.
Mr. DICKINsoN. Thank you.
The CHAIRMAN. We want that to go into the record.
(Summary of protest of American Mining Congress regarding

pending tax revenue bill H. R. 10236, is here printed in the record as
follows:)

SUMMARY Or PROTEST or AMERICAN MINING CONGRESS REGARDING PENDING
TAX REvENUE BILL H. R. 10236

1. Eliminate amendment roposed to section 23 (1) which reads as follows:
"In any case in which it ie ascertained as a result of development work that

the recoverable units are greater or less than the prior estimate thereof, then
such prior estimate (but not the basis for depletion) shall be revised and the
allowance under this subsection for subsequent taxable years shall be based
upon such revised estimate."

2. Restore prior provisions of Section 115 regarding March 1, 1913 distribu,
tons. This involves Section 115 (a), (b)l (d), and (g); also Section 112 (c) (2).

3. Restore the language of the prior at regarding distribution from discovery
depletion, section 115 (d).

4. In section 113 (b) (1) (B) eliminate "(but not less than the amount allow.
able)," so that the adjustment of basis to be made with respect to depreciation,
depletion, etc., will be "to the extent allowed."
Or, if it is considered that the standard should be the amount allowable, then

eliminate this parenthesis and change the word "allowed" to "allowable."
5. Consolidated returns of corporations: Eliminate the provision in section 141

(c) for the additional rate of 1% per cent on consolidated returns.
6. Net losses: Restore the provisions of section 117 to accord with the present

law allowing net loss deductions in two succeeding years.
Even if the change should be wade to make net losses deductible only in one

succeedingyear, in any event eliminate the provisions of section 117 (b) wh!ah
would make this allowance applicable only 'after the taxable year 1933", and
eliminate the provision of section 115 (d) which provides that a loss for 1930 or
1931 shall "not" be allowed as a deduction In computing net loss under this title.

7. Restore corporation income tax rate as nearly as possible to the present 12
per cent rate, instead of the 134 per cent rate proposed by the bill.
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STATEMENT OF WILLIAM . BENNETT, CHICAGO, ILL,

Mr. BENNETT. Mr. Chairman and gentlemen of the committee,
my name is William S. Bennett. I represent the National Lumber
Manufacturers Association. My address is 100 West Monroe Street,
Chicago, 111.

While I represent specifically the National Lumber Manufacturers
Association and various regional associations of that association,
such as the West Coast Lumbermen, the Southern Pine Association,
the Southern Pine Manufacturers, the Northern Hemlock and Hard-
wood, and one or two others I have conferred on this subject with
the officials of the American Mining Congress, and I represent their
viewpoint also, so that I am, practically speaking, for all of the
natural resource industries.

The subject on which I am speaking is the amendments proposedby the House, section 115 of the existing law, a subject which has
been before this committee and always decided the same way, in the
revisions of 1916, 1921, and 1928.

A very brief history of the legal situation-
Senator REED. Mr. Bennett, first, let us know what part of the

section 115 it is. It is many pages long.
Mr. BENNETT. Yes; I shall ve very glad to do that. There is

struck out, after lne 11 on page 85, the words "any earnings oz
profits accumulated"--

Senator REED. In our print section 115 begins on page 19. Do
you mean the elision in paragraph (b)?

Mr. BENNE T. I have this print, Senator. This is as it has been
referred to this committee.

Senator SuoRTTawoE. As it passed the House and comes to us?
Mr. BENNETT. Yes, sir.
Senator HARRsON. It is section (d), is it not?
Mr. BENNETT. There are several sections.
Senator REED. After line 11 on page 85?
Mr. BENNETT. Yes, sir.
Senator REED. In our print that is line 8, page 96.
Mr. BENNETT. The first is subdivision (b), Senator Harrison.
The CHAIRM AN. Proceed.
Mr. BENNETT. On page 85, on line 11, there has been struck out

the following.
Any earnings or rofits accumulated, or increase in value of property accrued

before March 1, 191, may be distributed exempt from tax, after the earnings and
profits accumulated after February 28, 1913, have been distributed, but any such
tax free distribution shall be applied against and reduce the basis of the stock
provided in section 113.

The caux of the whole matter is right there. On page 69, line 8,
in order to carry that out, they have struck out the words "accuniu-
lated after February 28, 1913."

Senator REED. Page 94, line 7. They have struck out the 1913
sections?

Mr. BENNETT. They have struck out everything relating to the
1913, and prior, profits.

Senator .rB zl. Now, Mr. Bennett, to get to the point quickly, do
you not think the time must come when those accretions prior to 1913
must be disregarded?

Mr. BENNETT. No.
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Senator RaD It is 19 years since that time, and that has caused
great complexity in the Internal Revenue Bureau, and there is a
constant quarrel on between the companies and the natural resource
division of the Internal Revenue Bureau, over these administrative
features.

Mr. BENNzTn. Those quarrels are all over now, Senator. You are
referring, Senator, to the 1918 settlements?

Senator REnD. Yes.
Mr. BwNNTT. They are all settled. This is a proposition to open

a new quarrel. Every copper com any, every lumber company,
every coal company, has hid Its March 1, 1913, valuations fixed.
Now the House proposes to reverse the situation from March 1, 1913,
which have been well established, in which stocks have been bought
and told. Now they are in a s it ution to which the principle of stare
decism* is applicable, and to revive that old law, and to go back now to
any1913 date to fix the valuation, or to go 1naok to the date of the
original incorporation and fix the cost is now the effort.

Iwas shown a copy of a letter this morning to Senator Smoot and
also to Senator La Follette, by a gentleman from Wisconsin, who was
a member of a corporation formed in 1888, which had accumulations
on March 1, 1913, consisting of sawmills, land, timber-no cash-
and the same thing yet. And if this provision goes through and they
make these distributions, partial distributions, the Natural Resource
Division has got to go back to 1888 and find out what the original
cost was.

This question has been before the Senate, particularly in 1921 and
in 1928. In 1921 the work of this committee developed that there
were two weaknesses: First, a man might have put in $100,000 in
1900 and had a valuation on March 1, 1913, of $200,000; then in 1918,
we will say, he might have sold-or between 1913 and 1918 he might
have received dividends out of the accumulations prior to March 1,
1913, of $100,000, and sold his stock for $100,000 and claimed a loss.
That was absolutely wrong, and this committee reported out a pro.
vision, which was modified on the floor, and it was put in the law then,
that under those circumstances a man could not claim a loss.

There was also, at the same time brought to the attention of the'
Senate the question as to whether when a man received those tax-free
dividends they ought not to be reduced from his basis of cost, and in
1928 that was put into the law.

Now here is the situation: Let us take four smiling organizations
that are working on the same ore body; one owned by an individual;
one owned by a partnership; and two owned by cororations. They
ire all organized at the same time, 1900, all with the same capital,
and all made about the same progress up to March 1, 1913. Now,
to-day, they have all had their values fixed by the natural resource
division. All right.

Now if this House amendment stands as it is, what can happen to
those four different mines? The individual, when he gets his capital
and accumulations prior to March 1, 1913, gets it tax exempt, of
course. The partnership gets it tax exempt. Corporation No. 1 is
willing to quit. It is decided by the Supreme Court of the United
States that that is not taxable income of the corporation so they make
a complete distribution to their stockholders of what they have, and
that is tax exempt, under the case of Lynch v. Terrish.

248



AvINUW ACT 0 18 24

Now there remains the other corporation, It has built up a town
that has an interest in the business. There is another ore body
smaller, and they say to their legal adviser Here is what we would
like to do: We would like to make a distribution to our stockholders
50 per cent of what we had on the lst of March, 1913, and keep this
business and this town going."

Senator Kni. Distribution in kind or distribution in cash?
Mr. BzNwrT. Distribution in cash, just the same as the other

people did. The individual distributed his in cash. The partership
aistributed its in cash. The corporation that is completely liquidated
distributed its in cash. But this corporation under the present law
as it has been written in tho statute thiee times by Congress would not
have the same right of the other three people mentioned. If this
change stands, their legal adviser would have to say to them, "Well
gentlemen, you can not do that; you have got to quit totally and
wind up and abandon your town, and everything else. You can do
that and distribute then in cash to your people."

Of course, that is wrong. That is not proper. That is a taking of
Capital, because the Surpeme Court has decided several times--you
rfereed to it, Senator Smoot, in the 1921 debate; and so did you,
Senator King, that what an individual or a corporation had on the
1st of March, 1913, is capital.

But there is just this one little loophole where Congress takes
advantage of it and they can tax capital. If a corporation that hasthe vision and the desire to e the business going and to keep the
industry going and makes a distribution of les than the total and
stays in business, they pay a tax.

Senator Gos. You mean the corporation has to wind up and
distribute all of its assets in order to save the payment of tax on a
distribution?

Mr. BYs&Niz'. Yes; that is it exactly, Senator.
Senator Gonu. If they distribute only a part they have to pay a

tax?
Mr. BEi*#IzT. They have to pay a tax.
,Senator RamD. Take the situation of a large corporation, a Utah

corporation a large copper mining corporation, they distribute every
three months, and it takes every kind of means to evade the tax.
I am the trustee of an estat" now that is a subject of constant liti-
gation. It is a cestui que trust, and we are constantly taking the
matter up with the Internal Revenue Bureau, and no sooner is the
litigation over than you discover that part of what was distributed
was capital and that you ought to have held it. The net result of it
is, Mr.7Bennett, that the mining industry pays less in Federal taxation
than almost any other industry we have.

Mr. B sSNer. The mining industry, the lumber industry, and
every other natural resource industry pay just as much taxes as any
other industry; no more, and no less.

And, Senator, while I am not familiar with the company of which
you are the trustee, if this stays in the bill everything you have had
settled-and you must have iad something settled--;as of March 1,
1913, as to your cestui que trust, is wiped out and gone.

Senator bRonmo . That has been agreed upon, has it not?
Mr. BXNNmTT. Yes, sir.

249
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Senator HARRISoN. March 1, 1913, was fixed because they thought
that was right?

Mr. BENNETT. Yes, sir.
Senator HARRISON. And the increase has to pay taxes on it.
Mr. BENNETT. Yes, sir.
Senator HAnRISON. And they would not go behind that date.
Mr. BENNETT. No, sir.
Senator HARRISON. They had to fix some date, and they fixed that

and would not go behind it. They thought that was right?
Mr. BENNETT. Yes, sir. And to do anything else is to discriminate

against every, lumber company, every coal company, every copper
company and everything else in the natural resource industry and
even to discriminate in the industry between the members of it. Take
the people who have been more or less thoughtless about continuance
and have wound up and have distributed their assets, they are tax
exempt. Take the people that in the next five years get discouraged
and wind up, they are tax exempt. But take the people that want to
continue and build up the business of this country and keep it going,
but to get back to the place where they were on March 1, 1913,
any of the distributions they make have to be out of that situation,
and they have to pay a surtax which, under the House bill, runs up as
high as 40 per cent.

And so it has two things that I want to call attention to, first-and,
Senator Reed, no one fought harder than you against it, because it is
an exaction from capital, and thiis is an exaction from capital, and the
only exaction from capital that is attempted to be made. And it is a
discrimination both as between natural resource industries and other
industries, and among the natural resource industries themselves.

Here is a gentleman sitting in this room, a friend of mine, connected
with several organizations of this kind, and they had one they came
to a time they wanted to get it liquidated. It liquidated and distrib.
uted its entire assets tax free. The others kept the business going.
Now, if the present law remains unchanged, those stockholders do
not pay a tax on the capital. If you change it, you pat a capital
exaction on them which, if you have income enough, may run up to
40 per cent.
" Senator HARneON. Mr. Bennett, let me see if I get this straight
from you. Suppose in 1900* two people in my State went into an
organization-

Senator Ko. You mean 1913?
Senator HARISON. No; I mean in 1900. Two people organized

corporations, each with $100,000. One of them left it m there, and
let it run along for a time, and then liquidated the corporation, and
distributed the cash to its stockholders. The other made money,
but declared no dividends, and has now practically nothing left.
You tell me that if we leave this this way you can go back and tax
the concern that left the money m the concern, and-we can not tax
the one that paid all the money out?

Mr. BNN. I tell you that exactly, Snator Harrison. It is an
attempt to exercise stark brute power a against equity.

The CHAaMAN. Mr. Bennett, your time ha expired.
Mr. BzNnn. I want to say, Mr. Chairman, that Mr. Comptol,

who was to appear will not be here to be heds, but will file a brief.
The CuARMlia. Very well.
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Senator Goia. You mentioned one or two authorities.
Mr. BaNnzT. You will find the principle enunciated in four cass,

Southern Pacific v. Lowe and Lynch v. Terrish. Those are the two
oases thnt hold that what a part had on the first of March, 1918, in
capital they could have distributed tax exempt.

Senator CONNALLY. What are the references?
Senator Gon. That is your contention?
Mr. BENNZTT. Yes.
Senator Goat. That it was frozen in there at that time.
Mr. BENNETT. Yes, sir. These references are in 247 U. S. The

four cases are all in 247 U. S. The other two cases say that Congess
has the stark power, and those are Lynch v. Horndeeck, and Peabody
v. Erwin all are in the same volume.

The C'AmMAN. All right, Mr. Bennett.
Senator RED. Before you go, Mr. Bennett, I think I should correct

the statement I made as to the proportionate taxes paid by the quarry
and mnng industry. I have just looked at a statement for 1929,
and I think you are correct. You paid your full share that year.

Mr. BENNETT. Thank you, Senator. We always pay.
The CHAIRMAN. Did I understand you, Mr. Bennett, to say that

Mr. Wilson Compton would not be here?
Mr. BENNETT. Yes: Mr. Chairman.
(The brief submitted by Mr. Bennett is here printed in full.)

MI-3MOnANDUM BY TI NATIONAL LUMBER MANUFACTUIhBS ASSOCIATION AND
ASSOCIATED AMERICAN FoRNSTS PRODUCTS INDUSTRIES

In opposition to the ameidinent to sectlou 115 of the revenue bill of 1928
which propose to tax distributions inwdo lay corporations to their shareholders
front capital and surplus accumulated before March 1, 1913

In section 115 of H. R. 10236 (the revenue bill of 1932), as passed by the House
of Representatives, section 115 ha been amended by striking from subdivision
(b) thereof the following:

"Any earnings orprofits accumulated or increase in value of property accrued
before March , 1913, may be distributed exempt from tax, after the earnings
and profits accumulated after February 28 1913, have been distributed, but
any such tax-free distribution shall be applied against and reduce the basis of
the stock provided in section 113."
and by making corresponding changes in other subdivisions of the section and In
section 112. The effect of tils amendment is to tax capital and to do so In a
manner both arbitrary and highly discriminatory.

PROBABLE REVENUE DURINO THE FISCAL YEAR I= INCONSEQUENTIAL

There Is no probability of any substantial amount of revenue to be derived
frm this amendment during the fiscal year 1933. As will be shown later, this
tax will fall practically, almost exclusively, on the owners of shares in natural
resource corporations, such as mining and lumber companies. The deplorable
financial condition of ning, such for instance as copper and coal, and of lumber
is notorious. Practically all of these companies are struggling to maintain tash
balances and necessary working capital and none of them would think of declare
dividends on property accumulated prior to March 1, 1913. The tax does not
fall on the corporation but on the stockholder and then only when a dividend is
declared. The chief stockholders who might be called on to pa any tax during
the fiscal year 1983 would be those belonging to that unfortunate class who own
stock in companies which are in reeivershp or in bankruptcy and to whom

ia distributions out of capital acoumulited prior to March 1, 1918, might
made during that period. The number of these companies although as yet

few is increasing; and we do not believe that the Congress intends to pas, even
for the emergency, an act which makes exactions from the eapita of unortunat
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shareholders who own stock in companies In receivership or bankruptcy and
thus have already suffered large losses.

The amendment does not propose to tax anything that was earned subsequent
to March 1, 1913 since all such earnings are already taxable under existing IaW
both when earned by the corporation and when distributed to the stockholdelk

LKGIS-ATIVE HISTORY

Congress has always in its legislation, at least In every act since the 1913 act,
endeavored to draw a sharp line between property accumulated prior to March 1
1913, and property accumulated after March 1, 1918. It ha recognized thit
proper rty accumulated prior to March, 1, 1913, is capital and in this position it
has been upheld by the Supreme Cou rt of the United States, the two leading
decisions beina Lynch v. Tiirrish, 247 U. S. 221, and Southern Pacific Co. v,
Lowe, 247 U. B. 30, the court stating in the latter case:

iWe are bound to consider accumulations that accrued to a corporation prior
to January 1, 1913, as being capital not income, for the purposes of the act,
And we perceive no adequate ground for a distinction, in this regard, between
an accumulation of surplus earnings, and the increment due to an appreciation
in value of the assets of the taxpayer."
The date January 1, 1913 appears i title quotation because It was the date
appearing on the books of the Southern Pacific Co. But the reasoning is based
on the broad proposition that the Congress had no ri ht, prior to the adoption
of the sixteenth amendment, to levy income taxes at al except in proportion to
population and therefore everything that had been accumulated prior to the
adoption o the amendment was capital and not income.

Between 1913 and 1916 the question was raised that there was a distinction
between a corporation and the stockholders and the dividends ordered after
March 1, 1913, were taxable to the stockholder, even though from capital accu.
mulations prior to March 1; 1913. As soon as this contention was made the
Congress promptly met it in the 1916 act and amended the definition of
dividends so as to read as follows:

"Provided, That the term 'dividends' as used in this title shall be held to mean
any distributi6n made or ordered to be made by a corporation, Joint-stock com.
pany, association, or insurance company, out of its earnings or profits accrued
since March I 1918."

This definition in substance has been continued in the acts of 1917, 1918, 1921,
1924, 1928, and 1928. An attempt was made In the Senate in 1921 to change this
to as to make taxable dividends to stockholders out of capital in surplus earned
or accrued before March 1, 1918, and the House in 1928 inserted such an amend.
ment. The vrosed amendment in 1921 was defeated on the floor of the Senate
by a vote of 86 to 12, and In 1928, the Finance Committee of the Senate refused to
concur in the House amendment, was upheld unanimously by the Senate, and
later in conference.

It is fair to say that in 1921 the work of the Finance Committee and the dis.
sussions on the floor developed two situations in connection with such dividends,
both of which merited study. The first was, to use an illustration, that a man
might have invested $100 in stock of a corporation prior to March 1, 1913; that
this investment might have increased until on March 1, 1918, the value of the
stock was $200; that subsequent to March 1, 1918, the man might have received
$100 in tax exempt dividends under the 1916 and succeeding acts and then sold
his stock for $100 and attempted to claim a loss of 8100 deductible from other
income. It is not on record that any stockholder ever attempted to do this, but,
at any rate, as soon as the matter was brought to the attention of the Senate an
amendment was inserted in the 1921 act, which has been carried forward in sub.
stance in all succeeding acts, in those provisions relating to the basis of cost, which
prevents any such claim.The other question was whether the amount of trx exempt dividends received
by a stockholder should be deducted from the basis of the stock. This question is
not free from doubt. It can be argued with great force that, while it is clearly
wrong for a stockholder to claim a loss under such circumstances to compel
him to deduct the amount of his tax exempt dividends from his basis of cost of
stock will in some circumstances, result in taxing capital owned by him prior to
March 1, 1918. But, be that as it may, the doubt has been resolved in favor of
the Government. An amendment was adopted in the 1924 aet which is carried
in the 1928 act in the following language: "But ,ny sufh tax free distribution
shall be applied against and reduce the bisfs of the stock provided in section Ii"
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If constitutional authority exists in the decisions for the change now proposed,
it is found in the cases of Lynch v. Horoiby (247 U. 8. $89), and Peabody v. Eisner
(247 U. S. 847). These were decisios uniler the 1918 act, made after there had
been written into the acts of 1916 and 1917, the present provisions inaklng divi.
dends from accumulations from property prior to March 1, 1918, tax-exempt.
Whether under the much higher taxes now fit effect, and with evidence of the die-
criminations which would result before it, the court would adhere to these deci-
sions is open to question. The fact is that in Lynch ajoomut Horuby the court
said: "w Wrepeat that une the 1918 act dividends declared and p aid in the
ordinary course by a corporation to its stockholders after March 1 1913, whether
from current earnings or from a surplus accumulated prior to that date, were
taxable as income to the stockholder." If this confers constitutional authority
on the Congress to adopt the proposed change, it Is sufficient to say that the
Congress recognisivg what the opinion in Lynch against Hornby refers to as "the
equity of stockholders granted iu the 1916 act," has declined to make this capital
exaction even within the narrow limits set on the same day by th.u same court in
the cases of Lynch v. Turrish and Southern Pacific Co. V. Lowe.

PRINCIPAL ODUlCTIONS

h naural re Cos

The outstanding faults of the proposed change are:
!aIt is a tax on capital.
b It discriminates between stockholders of the same kinds of corporations.
) It discriminates as between natural resource corporations and all other

corporations.
(d) It discriminates between stockholders in corporations who have been

receiving tax exepmt dividends since 1918 and stockholders In corporations which
(e) It would Impose upon the natural resources division of the Imcome tax

bureau of the Treasury the difiult task of ascertaining, as to the stockholders
discriminated against, the original cost of their stock In addition to the March
1,1918 value which already ha been ascertained and established.

The facts are as follows:, IT WXEN CAPITAL

(a) It is a levy on capital. There Is no doubt as to this. The Supreme Cour
has decided in the cases cited that investments, earnings, accumulations and
increase in value of property prior to March 1, 1913, are all capital. What this
amendment seeks to do Is to distinguish between the corporation$ which can not
be taxed because of any earnings or accumulations prior to March 1 1918, and
the stockholders of the corpoitlon. This is highly technical. The stockholders
own the corporations as was said by Secretary Mills before the Finance Committee
of the Senate on April 6:

"In dealing with the rate of the corporation income tax, It is to be borne In
mind that the income which we rb!er to as the Income of the corporation is In
reality the income of a group of indIvidual stockholders."

If the power, under Lynoh against Hornby, exists to tax the stockholder upon
an accumulation of capital, upon which the corporation itself can not be taxedit is a mere stark, brutal, power based on a merely technical differentiation, and
the Congress has properly repeatedly and emphaticaly refused heretofore to
exercise the power under its oft~declared policy of refraining from taxing as income
any property which had been accumulated by anyone prior to March 1, 1918.

IT DISCRIMINATED BETWEEN STOCKHOLDERS

(b) It discriminates between stockholders of the same kinds of corporations.
Under the law as it stands at present If an individual, a partnership, and a corpora-
tion own property accumulated prior to March 1, 1918, all three can distribute
that property as capital and as tax exempt. If the amendment made by the
House is agreed to, the situation is changed. The Individual can still retain his
property tax exempt; the partnership can distribute its property tax exempt;
but the same business if in corporate form can not. Assume two corporations,
either mining or lumber, each of which acquired its property prior to March 1,
1918, and had Increases in value of property and In earnings which on March 1,
1918, had doubled the value of its property. Both of the corporations have now
come to a point where distribution can be made of the accumulations prior to
March 1, l118. One corporation decides to retire from business. It goes through
a complete liquidation and distributes its property, either in cash or In kind, to

115102-2-17
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its stockholders pro rats. The stockholders can not be taxed. (Lynch V.
Turrish.) The other corporation realizing posslly that it owes a duty to tile
community knowing that it can acquire additional ore or standing timber, as
the case may be, decides that it will make a partial distribution to its stockholders,
say 25 per cent, either In cash or In kind and devote the remaining 78 per cent
to acquiring additional ore or tinbor. Tie stockholders who receive this 25 ner
cent distribution of capital accumulated prior to March 1, 1913, pay a surlax
on it which under the terms of the bill now before the Congress may run as high
as 05 per cent. This Is clearly a discrimination an between individuals, partners
and partnerships, and stockholders In completely liquidated corporations on the
one hand and on the other, stockholders in corporations which for some reason
or other desire to continue lit busiess and be a benefit to the community. Why,
in times like these, when every effort should be made to encourage Industry,
should a statute be adopted which places a premium on complete liquidation
and retirement from business and discriminates against those who are willing to
continue In business?

IT I)ESCItIMINNAThS BETWEEN INDUSTISIE'

(c) It diserliitiates as between natural resource corporations lid all other
corporations. While, in terms, this amendment would be applicable to all prop
erty owned by corporations prior to March 1, 1913, when distributed to stock.
holders In dividends, as it practical matter the only ones to be substantially
atlected arc soine stockholders it soine natural resource corporations. Tile rea.
son for this is that banks, railroads, and other large corporations plan to expand
and continue and do not distribute the property they owned prior to March 1,
1913, unless they mneet with severe reverses and distributions are made by the
courts or through forced sales. Farmers who owned their farnis prior to March 1,
1913, are usually not Incorporated and, therefore, the proposed amendment does
not affect them.

Oil the other hand, mining suld lumbering operations are usually of consider.
able size and require the corporate form, and as ore and bodies of standing timber
are Inevitably exhausted, there comes a time when distribution must be made of
the accumulations prior to March 1, 1913. As has been shown, If the corporation
is fortunate enough to be so situated as to be able to make a complete distribu-
tion, its stockholders receive the distribution tax exempt. If, on the other hand,
through dire misfortune they became insolvent and their assets are distributed In
partial dividends through the courts; or if they desire to acquire new properties
and continue In business, making only partial distributions out of property which
they owned on March 1, 1913, or if for any reason they are compelled to make
partial distributions out of accumulations prior to March 1, 1913, then the stock
hlders receiving distributions are taxed. This, of course, Is Inexcusable discriml.
nation as between some natural resource Industries on the one hand and the remain-
Ing natural resource and all other Industries on the other.

IT DISCRIMINATICS AGAINST CONTINUING SUSIN28S

(d) It discriminates between stockholders in corporations who have been re-
ceiving tax-exempt dividends since 1913 and stockholders in corporations which
have kept their tax-exempt capital Invested for the benefit of Industry. The
proposed amendment discriminates against the carefully planned well managed
corporation whose officers have had a sense of responsibility to the community,
and in favor of the corporation which has not. Take two corporations A and B,
both organized in 1900 and each in existence In 1931 witha March 1, 191, accumuo
lated capital%.^orporation A has exhausted Its ore body or cut out its timber. It
has made no effort to remain in business for the benefit of the community or of the
country. It has completely liquidated and its stockholders have received their
distributions tax exempt. Corporation B years ago on the other hand made
plans to continue. In 1930 it acquired the additional ore or timber necessary to
continue its operation in the interest of its employees, its shareholders, the indus-
try, and the country. But its expansion has made it inevitable that becauaa of
the size and the different dates of acquisition of its raw material, it will be difficult
indefinitely to suspend distribution of its property acquired prior to March 1I.1913, or until a time when there can he complete liquidation. 8o in a few years
it makes distributions out of its March 1, 1913, accumulations and Its stockholders
pay taxes up to 65 per cent.
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Take another illustration: Corporations which exhausted their ore bodies or

timber between 1916 and 1931 and made no attempt to acquire additional raw
materials, liquidated and made complete distributions to their stockholders who
receive(l them tax exempt. similar corporation. relying on the statute which
has received the Sanction of Congress seven times, thrice against attempts to
amend It, find the la"., which has become In effect a rule of property, repealed and
their stockholders subjected, because of the plans of the corporation for continu-
ance, to heavy tax exactions on their capital.

It should be borne in mind that during these 10 years stocks in natural resource
corporations have been purchased with the knowledge that the March 1, 19131
capital could be distributed tax exempt. Wills have bteen nade and those inak-
ing them have died and rights have been fixed, all with the same knowledge.
Courts recognize title situation In their holdings that a long-continued practice,
either of legislation or of judicial decisions creates what is known as a 'rule-of'
nroporf-y I and the rule of property In connection with capital acquired prior to

Mac , 1913, clearly Is that It is entitled to he distributed tax exempt If it is
owned by an individual, by a partnership, by a comphitoly liquidating corpora-
tion, or by a cor portion which through legal necessity or otherwise Is compelled
to make partial distribution.

IT IMPOSE$ DIWCULT AND UNNECESSARY ADMINISTRATIVE: BURI)INK

(e) It, would Impose upon the natural resources division of the Income Tax
Bureau of the Treasury the task of ascertaining as to the stockholders discrini-
nated against, the original cost of their stock in addition to the March 1, 1913t
value already ascertained and established. There is no escaping the fact that a
great deal of the work that has been done by the natural resources division of the
Income Tax Bureau would have to be done over again if this amendment were
allowed to stand. Lynch v. Hornby does not allow actual investments prior to
March 1, 1913, when distributed to stockholders as dividends to be taxed. The
decision is limited to distributions "froin a surplus accumulated prior to that
date." (March 1, 1913.)

There are znanv mining corporations whidh have been in existence for 40
years or more. There are lumber corporationa which have been in existence for
a similar length of thne, and one is known to have been in existence for 80 years.
Suppose a stockholder in such a corporation were to receive a distribution from
wcumulations pror to March 1, 1913, which was not the result of a complete
liquidation and- therefore taxable under the proposed amendment. Two ques-
tions would at once arise: First, was this distribution solely out of wirplus
second, If not what was its original cost? Owing to the lapse of time how could
this be ascerained? In this connection another discriminatlln arises that is:
Between the stockholder who has roently bought his stock and who sell it and
whose gain or loss ts based entirely on cost, wlile the purchaser who thought he
was getting tax-exempt property finds that he has not, and the other class of
stockholder who has stood by the ship held his stock kept his Investmqnt in the
natural-resource cororation only to And that the reward of his stewardship Is
that he Is compelled to pay taxes on the difference between his original Invest-
ment, even If made 50 years ago, and the March 1, 1913, increased value. Of
course, all classes of stockholders have to pay a tax on earnings and accumu.
lations since March 1, 1913.

SUBMITTAL

For these reasons always recognized as sound and conclusive by this com-
mittee, and by the Renate, when brought to its attention, the amendments sug.
gested by the House of sections 115 and 112 should be disagreed to and the law
restored to the situation In which it has continued in substance since and In*
eluding the 1916 act.

Respectfully submitted.
WILSON COMPTON,

Secretary and Manager National Lumber Manutfacturers Association
and Associated American Forest Products Industries,

WILLIAM S. 1XNNMT
Of o464el
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STATEMENT OF a. 0, FULERIOHT, HOUSTON, T21., AMERiCAN
SULPHUR ROYALTY 00., APPEARING ON BEHALF OF TH
OWNERS OF VARIOUS SULPHUR PROPERTIES IN TEXAS

Mr. FULBRIGHT. Gentlemen of the committee, I appear here in
behalf of the owners of various sulphur properties located in -the
State of Texas, representing a substantial portion of the production
of sulphur.

Senator BINoAM. May we get the section to which you are
referring?

Mr. FuwLnIoHT. I will give it to you in just a second, Senator. I
want to refer to Judge Bennett's statement first. I also have been
for some time the general counsel for the Southern Pine Association.
Both the sulphur owners that I represent and the Southern Pine
Association are interested in the matter presented to you by Judge
Bennett with respect to the restoration to section 115 of the language
which was stricken out by the House, although it had not been recom.
mended to be stricken when the Ways and Means Committee made
its report.

Senator CONNALLY. That was stricken out on the floor, was it not?
An amendment from the floor?

Mr. FULBEIGHT. Well, I think there was a subcommittee acted on
it. It came up after the House had rejected the sales tax and when
various and sundry devices were being offered to bridge the chasm.
But it was never the subject of any hearings in the Ways and Means
Committee, nor did the taxpayers have any idea that such action
would be taken.

I wanted to add this to what Judge Bennett said. In 1928, gentle.
men, the House committee in reporting' its bill did strike out this
language. But they did so upon the following assumption. And I
refer right now to House Report No. 2 of the Seventieth Congress,
first session, at page 20, where the House committee said:

There appears to be no reason for continuing this exemption indefinitely.
Over 14 years have elapsed since March 1, 1913p and moat corporations have
distributed the surplus accumulated by them prior to Mardi 1, 1913.

They also said that in the interest of simplifying the matter they
were striking out the provision.

It came over to the Senate, and the Senate made an investigation
and restored the lansuae and the House receded. This affects all
natural resource industries that have not exhausted their supplies
that they had on hand in 1913.

I have some sympathy with the suggestion made by the Senator
from Pennsylvaiia about the fact that we need to simplify these
problems Pf depletion. I have been connected with the subject of
depletion in various and sundry ways before the commissioner and
otherwise for many years. In the case of the Calumet and Arizona,
for example, the Senator is of course aware that their March 1, 1913,
values have been fixed. But they have many properties. For
example, the Campbell ore body was developed a few years ago.
They hid to fix the value of that ore body. And since they were
wasting their capital they should be permitted to return that capital
as they retired it. I think that is only equitable.

We lave many lumber companies, close corporations and groups of
individuals in the South, who for many years have had timber
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resources, holding them on, paying taxes Ad interest on them pro-
teting them from fire, protecting the natural resources, as we desire
them to do, and this would simply put a penalty on them and let go
scot-free the man who has used up his resources and let go already.
It is certainly unfair to the'timber industries to put that language in.
I Just wanted to add that to what Judge Bennett had to say about It.

I now wish to direct your attention, gentemen, to section 23 (1)
at page 24 of H. R. 10236. On the bottom line of page 24 the follow-
ing sentence occurs, which was interpolated in like manner in the
House after the Ways and Means Committee had submitted its bill,
and which showed no such change. The subject, by the way, is
"Depletion." Depletion of mines and mineral properties. The
bottom of page 24.

Senator SHOTRIDGE. Read now the language which was adde4
to it.

Mr. FULBRIGHT. The language which was added.
Senator LA FOLLETTE. Page 27.
Mr. FULDRIOHT. No; at the bottom of page 24.
Senator LA FOLLETTE. That is a different print.
Mr. Fu LRIGHT. I beg your pardon.
Senator KING. I wish the witnesses who come before us would get

the print that we have, so that we could follow.
Mr. FULRIGHT. That was my error. I beg your pardon.
Senator KING. Oh no.
The CHAIRMAN. All of them have done it so far.
Mr. FULtRIGHT. The second sentence in section 23 (1) was inter.

polated by the House, and reads as follows:
In any cuo in which it is ascertained as a result of development work that

the recoverable units are greater or less than the prior estimate thereof, then such
prior estimate (but not the basis for depletion) shall be revised and the allowance
under this subsection for subsequent taxable years shall be based upon such
revised estimate.

Now, gentlemen, that means simply that where the Commissioner
of Internal Revenue has made an erroneous determination of the
property on hand on March 1, 1913, that he may revise as to the
amount of the property, but give no consideration to the value of
the additional property. And I want to illustrate that.

Senator KING. Is it not intended, though, in a word, to mean this,
that if a new vein is discovered of very great value, which was not
taken into account when the original value of the property was fixed
in 1913, that the Government may appraise that additional property
and consider that in determining the question of revenue?

Mr. FULBUIGHT. Well, the principal effect of this that I complain
of-as a matter of fact the Government has always followed the
practice of doing that very thing, Senator, and there is nothing in the
law that keeps them from doing that to-day, but the provision of this
is that they shall not change the basis for depletion. For example,
on March 1, 1913, you had a piece of mineral property in which the
surveys indicated 2,000,000 tons of ore. The Government appraised
that, but they estimated only 1,000,000 tons of ore. Now, if the
Government discovers that it has made a mistake in the matter it
may correct it under this amendment by taking the unexpired deple-
tion and spreading it over pro rata the 2,000,000 tons, but not give
you an value whatever for the additional million tons that they
overlooked.
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I will illustrate it, gentinon by a concrete case. For uit a few
years I have been counsel for the American Sulphur Royalty Co., of
Texas. They owned the first sulphur deposit developed in the State
of Texas. I handled the depletion matters for that company. We
came up hbre during the war time to get the March 1, 1013, vale on
our properties. Before March 1, 1913, the company had spent several
hundred thousand dollars in thoroughly testmg out and ascertaining
that property. Our engineering ct imates showed the presemc of
17,000,000 tons of-sulphur. The estimates as to the part of it that
would be recoverable were that it would be 50 per cent recoverable.
The estimates ranged from 40 per cent to 50 per cent recoverability.
We made our claim for a March 1, 1913, value based on a 50 per cent
recovery. During the course of the negotiations we agreed that if
they would use the minimum of 40 per cent and give u the 0,800,000
tons, that would be perfectly agreeable to us. It, as i say, was during
the war times, and we were trying to get things through in a pretty
big hurry, and the Government had sent an ArMny engineer down there
to estimate the amount of sulphur. That estimate was 3,400,000
tons, 0r only 50 per cent of the amount that uider our minuimn esti-
mate we claimed. So they gave us that. As a matter of fact, we
told them in the course of the negotiations that if they would give us
5,000,000 tons we would sign an agreement. We never signed any
agreement, but we went ahead and took what they gave us, and went
on that basis. I

Now, in 1927 the Government's engineers come along and examine
this property and say that there should be 1,800,000 tons added to
that, making it about 5,000,000 tons, which, by the way, was the
figure we wanted to agree on originally. But they did not give us
any value for that. They simply took the unexpiied depletion that
they had given us and spread it over 8,000,000 units instead of
3 500 i 00 units, you see, giving us no value whatsoever for that.
We '"otested that. When we protested it they simply canceled the
finding of the engineer that there was additional sulphur there, and
there we stand to-day. .

Now, the purpose of. this amendment is to legalize their error.
That is all the purpose it is, to legalize the error made by the com-
missioner, so that theyr may spread it over the additional amount,
when thoy find the mistake, but give the taxpayer no value what-
soever for it.

The contention on the part of the Government is that under the
existing law they ma so distribute it, but we are not going t argue
the existing law. ;V simply object at this time to going ino this
technical subject and putting in a provision which will have the
effect of legalizing the action of the Government where it has made an
error. We think that if a man is to be given his March 1, 1913, value
he should be given that value. And, besides, there are many cases
where the estimates have been substantially correct. On the whole,
though, gentlemen, the Government has been very conservative in
estimating the contents of these properties as of M-arch 1, 1913, and
there are probably a substantial number of cases where similar
mistakes have occuiTed because of their desire to be ultraconservative
at the outset.

Senator KiNo. That claim might neutralize your claim of allow-
ance of depletion altogether, might it not?
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Mr. FULERIGHT. Oh, yes.
Now, before I leave I want to say that this subject of depletion is

technical. It is a very difficult subject. I doubt the wisdom of
undertaking to revise the laws on depletion at a time when you are
trying to get a bill through in a short time. I think there are some
criticisms that can be made and some amendments that could be
made in the law, but you are ging into a subject upon which there
are numerous mining interests that ought to be head, and it ought
to be gone into thoroughly.

The CHAJIMAN. Let me ask you: At the time the Government
finally determined there were 3,000,000 tons reserve, had you any
actual information as to whether there were 5,000,000 tons, or was
that just a mere estimate that the Government made and also that
you made?

Mr. FULBIRIGHT. Senator, we spent several hundred thousand
dollars on this. We had down numerous wells. We had logs from all
of thco wells. We had the best mining engineers on sulphur in the
world consulted in that case, and we had definitely ascertained the
location of the ore body and that part of the ore body that was com-
mercial ore, and we could make the computation from it that was
fairly accurate. Subsequent years have borne us out in it. The ore
body existed just exactly where we had located it by these drillings.
You do the same thing in every mining industry. The Calumet and
Arizona does the same thing, as I happen to know.

Senator KINo. You had no faults in the ground?
Mr. FUL 1RMHT. No, Senator; the sulphur s taken out a good

deal like oil.
Senator KING. Yes; I know.
Mr. FULBRIGHT. Yes; there were faults, but none that affected

this particular finding, as I recall. Sometimes that becomes very
important in mining.

Senator KING. But none that drained away the liquid sulphur
content?

Mr. FULBRIGHT. No.
Senator RED. Mr. Fulbright, what have you to say to the change

that is made by the House in section 114 where sulphur is put in with
oil andgas under the 27% per cent provision?

Mr. FUMIGHT.0 Senator, that was put in at the request of the
operating companies. I understand it would greatly simplify the
problems of depletion of the operating companies. So far as we are
concerned it would not make any difference to us.

Senator REED. On your royalties.
Mr. FULDBIOT. And I an informed by the largest one of the

companies that it would give them a lower ate of depletion than
they now pay. I do not know the facts. But we have no quarrel
with that, that would simplify their own problem, but does not
affect ours. We had a March 1, 1913 value there. We had our
properties on March 1, 1913, Senator.

Senator REED. I see.
Mr. FULBRIGHT. Before I leave I just wish to very briefly indorse

two or three things that the Secretary of the Treasury has to say.
One is with respect to taking out bonds from the net loss provisions
where you restrict the losses to be taken on stocks and bonds to the
gains on those transactions, for the simple reason that bonds are

259



20 IIVXUXV2 ACT O 1089

held as investments. You can not buy them on margin and specti.late on them like you do stock. And we wish to indorse what theSecretary of the Treasury has to say on that. It refers to the pro.visions of this same section from subdivisions (r) to (v) that refer
to the word "bonds."I also have made a computation here. You ma have it. TheSecretary of the Treasury referred to the discrimiation involvedwhen you apply the normal income tax on dividends of a corpora.tion. I have here a sot-up of a corporation making $100,000 taxableincome owned by four stockholders equally in a partnership withthe same taxable income owned by four stockholders equally.Senator Gon. Four partners?Mr. FULRw IHT. Four partners equally. Under this bill, gentle.men, each individual partner would pay $1,430 normal tax and $700surtax, or $2,130. But if it were a corporation and the earnings were,distributed each individual would pay and bear $3,375 corporationtax and the same amount of other tax. Or he would be paying$5,027 instead of $2,100. In the one case, in the case of the partner.ship they would pay 8% per cent of the income to the Government.In t& other they would pay over 20 per cent of their income.The CHAIRMAI. Put the whole statement in the record.Mr. FULEJRIHT. I will be very glad to do that, Senator.Also, I wanted to indorse what the Secretary of the Treasury hadto say about the affiliated corporations being penalized because somany of them have for years carried on their business as one concern.Under the provisions to-day as to affiliations the Government per.mits afliated companies to report consolidated returns. Now itwill only permit them to depart from that practice for good causeshown. But it requires them to follow a consistent practice. It isof great advantage to the taxpayers usually to report as consolidatedtax returns for the reason that they avoid all of the disputes overintercompany transactions. When you make separate reports ofsubsidiaries you have almost interminable disputes with the depart.meant over whether a certain transaction should properly go to onecompany or to the other, or contentions that income or deductionsshould be properly prorated among the constituent companies.All of those questions give rise to a great deal of controversy. Andwe avoid it when we file affiliated returns, consolidated returns, andwe do not feel that we should be penalized when we do that.I thank you, gentlemen.
May I file just a brief memorandum, Mr. Chairman?The CHAIRMAN. We would like you to file whatever briefs youwant to file.
Mr. FULDM 0HT. Thank you. I would like to put this memoran-

dum in the record.
(The memorandum presented by Mr. Fulbright is here printed inthe record, in full, as follows:)

MEMORANDUM PRNSXNTBD ar R. C. FuLURIoeR
To the Chairman and Members of the Commitie on Finance:

This brief is submitted In behalf of the Southern Pine Association, a tradeorganisation made up of owners of timber resources in the South and manufac-turers of lumber from such resources and also in behalf of owners of sulphtu proerties located In the State of Texas representing a substantial proportion of thoproduction of sulphur in the United States.
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In behalf of these Interests protest Is made aga inst ehan P which have been

made in subdivisions (b), (d), and (g) of section 118, and hiasubdivision (1) of
section 28 of the revenue act of 1928. These changes in the existing law affect
peculiarly the natural-resource Industries of the Unlted States and particularly
your petitioners. Briefly stated the changes in section 116 would have the effect
of assessing income taxes upon distributions of earnings or profits and Increase
in value of property accrued prior to March 1, 1913, and the changes In section
23 (1) woula prohibit taxpayers from getting the benefit of the basic value of theirproperties as of March 1, 1PI8. These changes will be explained more In detail
as the respective ,ubjects are discussed.

Neither of the changes was recommended by the Secretary of Treasury in his
resotftion of recommendations to Confress and neither was recommended by
ihe Ways and Means Committee of the House when it reported out H. R. 10238

on the Union Calendar on March 8, 1932. No hearings were held by the Ways
and Means Committea upon either subject.
i, PROPOSAL TO TAX EARNNoS, Oft PROFITS ACCUMULATMD OR INCREASE IN# VALUN

of PROPERTY ACCaUEan BMFoRN MARCH 1, 1018
keotion 115 (b), (d), (g)

There Is appended hereto Exhibit A, which shows the language of section 118
of the revenue act of 1928, with lines drawn through the provisions of such section
which have been eliminated by the House In Its consideration of H. R. 10286.

The first Income tax act pased under the sixteenth amendment was the act
of October, 1913 which undertook to tax earnings and profits accruing on and
after March 1, 1918, which was approximately -the effective date of the con-
stitutional amendment. The next act was that of 1916, which was the first st
definitely to recognize the principle embodied in the language now sought to be
eUminat . From the b ginning until the present the law has not undertaken
to tax income of an Ind vidual or corporation which was realized prior to March
1 1913, or increase In value of property where the Inoresse took place prior to
that date. There is a distinction, however, between taxing a distribution made
by a corporation to its stockholders and the realization of income by the corpopa.
tion, and yet the same policy has been followed since 1916 with respect to die.
tributions for the reason that in substance the distribution of property acquired
prior to March 1, 1913 by a corporation gives to the stockholders directly that
which they enjoyed indirectly as stockholders on that date.

In this connection the position taken by the Secretary of the Treasury before
this committee on April 6 is significant In which he stated "It Is to be borne in
mind that the income which we refer to its the income of a corporation Is In reality
the income of a group of individual stockholders." Again iii his statement the
Secretary referred to the concealed double taxation involved in discontinuing
the exemption of dividends from normal taxes of Individuals receiving such
dividends. The policy of the Income tax law through the war-time period of
higher taxation was at all times to exempt tie refilization of profit or income which
had accrued or accumulated prior to March 1, 1913, either by an individual, a
corporation, or a stockholder receiving a distribution through a corporation.
The law he also further protected the Government by re uiring that cumulated
earnings since March 1, 1913 be first exhausted before the stockholders could
avail themselves of the benefit of ti exemption. The effect of this has been
to keep intact surpluses which existed on March 1, 1913.

Your petitioners own properties upon which the value was definitely ascertained
as of March 1, 1913. The mere fact that this ownership was In the form of a
corporation should not render your petitioners subject to additional taxes now if
a liquidation should be made for the simple reason that It would create a dis-
crimination as between them and taxpayers similarly situated.

The following concrete illustration will serve as an example. Let us suppose
that three individuals A B, and C each purchased a tract of timberlands In1900 for the sum of $5d,000, and ihat each tract was reasonably worth that
amount when purchased. Let us further assume that because of the building of
railroads Into the timbered sections of the Southwest the values of these timber-
lands had Increased until March 1, 1913, each tract was worth $180,000.

Let us suppose that A has continued ever since then to hold his tract of tir uber
and that in 1932 after the passage of the proposed law, he sells his tlmer for
$150,000 net. In this casen he would not be and could not be made subject to
income taxes, as he has realized no additional income since March 1, 1913. This
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was specifically decided by the Supreme Court in the ease of Lynch v. Turrish
(247 U. S. 221; 62 L. ed. 1087) which dealt with a similar situation.

Let us assume that B on or before March 1, 1918 formed a corporation with
$150,000 capital and transferred to the orp oration the timber for its stock. If
this corporation should sell the timber in 1932 for $180,000 and the proceeds be
distributed to B the latter would also be free from any liability to tax. This
was also decided by the Supreme Court in the authority above cited.

On the other hand, let us suppose that C formed a corporation for $50,000,
which represented the original cost of the timber, and the corporation had con.
tinued since the purchase of the timber and owned and held the same. Now, if
this corporation should sell in 1932 after the proposed law became effective,
and distribute the proceeds, C would have to pay taxes on $100,000 net Income.
At the rates proposed in the House bill he would have to pay $27,100 taxes.
Numerous illustrations could be given to show the manifest Intstice of such a
proposal. The Treasury Department has never sought such a change, and
although there was a change of this character contained in the House bill passed
in 1928 the report of the Ways and Means Committee set forth that this was
done because it was the opinion of the House committee that "most corporations
have distributed the surplus accumulated by them prior to March 1 1913."
The action had been taken without hearings, and the committee stated that it
was merely done in an effort to simplify the language of the act. The Senate
committee however, investigated the matter and found that the change would
substantialy affect the natural resource industries and create discriminations
such as are here cited. Accordingly the Committee on Finance restored the
language and the House conferees accepted the restoration.

On Friday, April 8, Senator Brouasard, of Louisiana, and Senator Stelwer, of
Oregon, offered an amendment to rtore the language stricken out by the House
from section 115 and your petitioners respectfully request that the Finance
Committee accept this amendment.

There are set forth in Appendix'B, attached hereto, excerpts from decision of
the Supreme Court in the case of Lynch v. Turrish, and other authorities arethere cited.

1. HOUSE AMENDMENT TO SECTION 23 (1)

Section 23 (1) provides the general statutory rule for depletion of mineral
properties and timber. The language of the present law Is subsfantially the
same as that which has been in effect since 1918. The Secretary of the Treas-
ury did not recommend any change In this in his report to the Ways and Means
Committee, nor did the committee suggest any change in the bill reported out
by the committee last month. In the closing days of the consideration of the
measure, however, the House passed an amendment inserting the following
sentence in section 23 (1):

"In any case in which it is ascertained as a result of development work that
the recoverable units are greater or less than the prior estiniate thereof, then
such prior estimate (but not the basis for depletion) shall be revised and the
allowance under this subsection for subsequent taxable years shall be based
upon such revised estimate." (See p. 24 of H. R. 10236.)

Tie effect of the above amendment is to deny to taxpayers the value of their
property on March 1, 1913, as a basis for depletion where the Government has
admittedly made an erroneous determination thereof. For example, the Cov-
erminent valued a number of mining properties in 1918 and 1919 under the
stress of war-time conditions, when only hasty surveys had been made of the
data supplied by the taxpayers bearing upon the value and character of the
property. In an effort to be conservative there have been a number of cases
where the Commissioner of Internal Revenue has realized that the determina-
tions were in error and that the taxpayers had substantially more property or
a greater value than had been allowed in the prior determination made by the
commissioner. If the taxpayer had substantially more property on March 1,
1918, and ho produced evidence to show that such property should have been
recognized and proper value assigned thereto as of that date, the Government
should not only be permitted but should be required to rectify the mistake.
The effect of this amendment, however would be to deny to the taxpayer any
added value in the property not originaly recognized. For example, where the
surveys of the mining property showed 2,000,000 tons of ore and the original'
determinationof the Government fixed a value of 1,000,000 tons of ore, the effect
of the amendment would be to redistribute the unused depletion as representing
the remaining tons without giving it any more value than was assigned to 1,000,000
tons in the original determination.
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Depletion is a technical subject and no changes should be, made in the law

s to depletion without taxpayers having ample opportunity to present their
situation to the congressional committees. Koile of your petitioners will be
seriously affected by the change proposed by the House and since there has been
no demand for such a change we respectfully request that the law be allowed to
stand as It Is in 'his respiet. This change also works a discrimination for the
reason that in some cases tile Government has recognized the full amount of the
property owned by the taxpayer on March 1, 1913, and fixed its valuation thereon.
In those eases where it has underestimated tile amount and valtue of property
of other taxpayers it would create a serious discrimination if such taxpayers be
denied the same character of treatment that has been afforded it those cases
where the original values were found to be correct.

In conclusion your petitioners respectfully represent that they oire willitig to
bear whatever burden of taxation Congress in its wisdom mtly (eel is necessary
to meet the needs of our Government In the present emergeon y lIut we do not
believe that technical provisions of the law should he taillpure(i with where the
effect would be to create rank diserhniiatious between taxpayers of the samne class
who are competing in the same line of business.

Respectfully su)mlitted. It. C. FULInIUIlIT, Attorney.

NOT.-There is also attached an exhibit marked "C," illustrating tle dis-
crlinitiation involved in assessing the normal Income tax on corporate dividends.

EXHIBIT A

sECTION 113 OF TIlE REVENUE ACT OF 1028 AS CHANGED BY If. It. 10236 (PORTION
OF LANGUAGE E IN BLACK BltACKET,4 IS PORTION WHICHII AS REIN ELIMINATED
IN H. f. 10236)

$nc. 115. Distributions by corporations.-(i) Definition of dividnd.-The term
"dividend" when used in this title (except in sec. 203 (a) (4) and sec. 208 (c)
(1), relating to insurance companies) means any distribution made by a corpora-
tion to its sharcholders, whether in money or in other property, ot of its earlngs
or profits accumulated after February 28, 1913.

(b) Source of distribtions.-For the purposes of this act every (lstribloll is
made out of earnings or profits to the extent thereof, and from th i most re( .tly
accumulated earnings or profits. [Any earnings or profits itcctmulated, or
increase in value of property accrtted, before Marcth 1, 1913, nt be distril)buted
exempt from tax, after the earnings and profit accumulated'after February
28, 1913, have been distributed, but any such tax-free distribution shall be applied
against alnd reduce the basis of the stock provided in section 113.]

(c) Distributions in liquidation.-A mounts distributed in complete liqlidationl
of A corporation shall be treated as in full payment in exchange for the stock
and amounts distributed in partial liquidation of a corporation shall be treated
as in part or full payment in exchange for the stock. The gain or lo.ts to the
distributes resulting from 'uch exchange shall be deterrinul nuder section 111,
but shall be recognized only to the extent provided in section 112. In the case
of amounts distributed in partial liquidation (other than a distribution within
the provisions of section 112 (h) of stock or securities in connection with a
reorganization) the part of such distribution which is properly chargeable to
capital account shall not be considered a distribution of earnings or profits within
the meaning of subsection (b) of this section for the purpose of determiing the
taxability of subsequent distributions by the corporation.
(d) Other distributions from caplll.-If any distribution (not in partial or

complete liquidation) made by a corporation to its shareholders [is not out of
Increase in value of property accrued before March 1, 1913 and] is not out of
earnings or profits, then the amount of such distribution shall be applied against
and reduce the basis of the stock provided in section 113, and if in excess of such
basis, such excess shall be taxable In the same manner as a gain from the sale or.
exchange of property. [The provisions of this subsection shall also apply to
distributions from depletion reserves based on the discovery of value of mines.]
(e) Distribdions by personal service corporations.-Any distribution made by

a corporation, which was classified as a personal service corporation inder the
provisions of the revenue act of 1918 or the revenue act of 1921, out of its earn-
ings or profits which were taxable in accordance with the provisions of section
218 of the revenue act of 1918 or section 218 of the revenue act of 1921, shall he
exempt from tax to the distributees.



264 HEVENU ACT OF 103

(W, ,fti ,k divideeids.-A stook dividend shall not be subject to tax.
(W lte~demptio of Block.--If a corporation cancels or redeems its stock (whether

or not stiohl stock was issued as a stock dividend) at such time and in such manner
as to make the distribution and cancellation or redemption in whole or in part
essentially eqtilvalent to the distribution of a taxable dividend, the amount so
distributed in redemption or cancellation of the stock, to the extent that it rep.
resents a distribution of earnings or profits [accumulated after February 28,
1913,J shall be treated as a taxable dividend.

(h) Definition of parlial liquidation.-As used in this section the term "amounts
distributed in partial liquidation" means a distribution by a corporation in
complete cancellation or redemption of a part of its stock, or one of a series of
distribution in complete cancellation or redemption of all or a portion of its stock.

ExuIRIT B

MEMORANDUM iRFLATIVE DECISION OF SUPRV VE COURT IN TAIIN CASES OF LYNCH V.
TURRISH (247 U. S. 221); SOUTHERN I'ACIFIC CO. V. LOWE (247 U. A. 830); AND
LYN4UI! 1. HOaINBY (247 U, 5. 839)

The substance of the above decisions is that income accumulated prior to
March 1, 1913, is not subject to Federal tax and that distributions in the nature
of liquidated dividends of corporations were not so subject to tax under the rove.
nuc act of 1913, but that ordinary dividends paid by corporations after March
1, 1913, became subject to surtax against the stockholder under that act but not
under subsequent acts. The mostimportant of these cases is that of Lynch v.
Turrish. The following excerpts and comments show the effect of that decision.
The following quotation was taken from the statement of facts by the court:"The reassessment was based upor. certain sums received by the plaintiff in
the year 1914 as distributions from corporations subject to the income tax law
and held by the commissioner to be income derived from dividends received by
the plaintiff on stock of domestic corporations, of which the sum of $79,975, re-
ceived as a distribution from the Payette Lumber & Manufacturing Co., and with.
out which no tax could have been levied against the plaintiff is hero in dispute.

"Prior to March 1, 1913, and continuously thereafter until the surrender of his
stock as hereinafter mentioned, plaintiff was a stockholder in the Payette Co.,
which was organized in the year 1903 with power to buy hold, and sell timberlands,
and in fact never engaged in any other business than this except minor businesses
incidental to it. Immediately after its organization this company began to in.
vest in timber lands, and prior to March 1, 1913, had thus invested approximately
$1,375,000."On March 1, 1913, the value of its assets was not less than $3,000,000, of
which sum the value of the timberlands was not less than $2,875,000. The in.
crease was due to the gradual rise is the market value of the lands. At that date
the value of Turrish's stock was twice its par value, or $159,960, and about that
time he and all the other stockholders gave an option to sell their stock for twice
its par value."

The statement of facts further shows that instead of soiling their stock the
terms o! the trade were changed so that the corporation sold its assets for cash,
distributed the cash to the stockholders upon the surrender of their certificates,
and wound up the business, as a result of which Turrish received $159,950, being
double the par value of his stock. The following excerpt recites the action taken
by the lower courts in the case:

"The district court and the circuit court of appeals decided that the amount so
distributed to .Turrish was not income within the meaning of the statute basing
the decision on two proposition, as expressed in the opinion of the ci:cuit court
of appeals, by Sanborn, circuit judge: (a) The amount was the realization of an
investment made some years before, representing its gradual increase during those
years, and which reached its height before the effective date of the law that is
before March 1, 1913, and the mere change of form of the proprty 'as from real
to personal property, or from stock to cash,' was not income to its holders because
the value of the property was the same after as before the change; (b) the timber.
lands were the property, capital and capital assets of their legal and equitable
owner, and the enhancement of their value during a series of years 'prior to the
effective date of an income tax law, although divided or distributed by dividend or
otherwise subsequent to that date, does not become income, gains, or profits tax-
able under such an act.'"
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The supreme court concurred in both propositions of the lower courts and
affirmed the ca . It is unnecessary to repeat the reasoning of the supreme court,
but the following sentence from the opinion is significant:

"If increase In value of the lands was income, it had its peculiar time, and
such time must have been within the time of the law to be subject to the law,
that is, it must have been after March 1, 1918. But, according to the fact ad-
mitted there was no Increase after that date, and therefore no Increase subject
to the law." .?

In Southern Pacific Co v Lowe, the Southern Pacific Co., a corporation,
received dividends in 1914 from a subsidiary corporation, the Central PaificIRailway Co. which dividends were paid out of a surplus that had accrued to the
CentraPacie Co., prior to January I, 1918. The following excerpts arepertinent:

"Certainly the term 'income' has no broader meaning in the 1913 act than in
that of 1909(see Stratton's Independence v. Howbert (841 U. S. 399, 416, 417,
58 L. ed. 285 293, 34 Sup. Ct. Rept. 186)) and for the present purpvte we assume
there is no difference in its meaning as used in the two acts. This icing so, we
are bound to consider accumulations that accrued to a corporation prior to
January 1, 1913, as being capital not income, for the purposes of the act. And
we perceive no adequate ground for a distinction, In this regard, between an
accumnulation of surplus earnings and the increment due to an appr ciation in
value of the assets of the taxpayer.

"That the dividends in question were paid out of a surplus that accrued to
the Central Pacific prior to January 1, 1913, is undisputed; and we dee'm it to be
equally clear that this surplus accrued to the Southern Pacific Co., r-rior to that
date, in every substantial sense pertinent to the present inquiry, and hence under-
went nothing more than a change of form when the dividends were declared.

"It Is true that, in ordinary cases, the mere accumulation (if an a(e(jusite
surplus does not entitle a stockholder to dividends until the dircct(,rp, in th, ir
discretion, declare them. * * * But thie is not the ordinary cape. I fIet,
the discretion of the directors was affirmatively exercised by declaritig dividiends
out of the surplus that was accumulated prior to January' 1, 1913; it does noot
appear that any other fair exercise of discretion was open; and the complete
ownership and right of control of the Southern Pacific, at all tmms nateriid,
makes it a matter of indifference whether the vote was at one time or atnothor.
Under the circumstances, the entire matter of the declaration and I)f t'viint (if the
dividends was a paper transaction to bring the books into accord witi the ackiiowl-
edged rights of the Southern Pacific; and so far as the dividends reprseited the
surplus of the Central Pacific that accumulated prior to January 1, 1913, they
were not taxable as income of the Southern Pacific within the true intent alld
meaning of the act of 1913."

In the case of Lynch v. Hornby, dividends were paid out in 1014, part of which
were froin the current earnings of that year and part from the coiversio tf, o
money of property which the corporation owned on March 1, 1913. him was,
not a case of a liquidation of the company but merely the result of its ordinary
current operations. The court distinguished between this and the easds cited
above and also called attention to the change in the congressional ilicy it[ 10M,
having In mind the equities of the situation. The following excerpts are sigotfi-
cant:

"The fact that they resulted In converting into money, and thus setting free( for
distribution as dividends, a partof its surplus assets accumulated priorte Match 1,
1913, does not render Hornby's share of those dividends any the les a part of Ils
Income within the true intent and meaning of the act, the pertinent 1angtinie of
which Is as follows (38 Itat. L. 100, 107, ch. 10):"1

"It is evident that Congress intended to draw and did draw a distinction
between a stockholder's undivided share or Interest in the gains amid profits of a
corporation, prior to the declaration of a dividend, and his participation in the
dividends declared and paid; treating the latter, In ordindary circumstances, 118 a

: at f is ncmefor the purposes of the surtax, and not regarding the former as
xabl Inomeunless fraudu ently accumulated for the purpose of evading I he

tax.", 0
"In the more recent income tax acts, provisions have been Inserted for the

purpose of excluding from the effect of the tax any dividends declared out of
earnings or profits that sarued prior to March 1,v1918. This originated with the
act of September 8, 1916, and has been continued In the act of October 3, 1917.
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We are referred to the legislative history of the act of 1916, which it is contended
indicates that the new definition of the term 'dividends' was intended to be
declaratory of the meaning of the term a used in the 1918 act. We can not
accept this suggestion, deeming it more reasonable to regard the change as a
concession to the equity of stockholders granted in 1916 act, In view of con.
stitutional questions that had been raised Fn this case, in the companion case of
Lynch v. Turrish, and perhaps in other cases. These two cases were commenced
in October, 1918; and decisions adverse to the tax were rendered in the district
court in January, 1916, and in the circuit court of appeals September 4, 1916."

EXHIBIT C

D18nIVINAfTION IWVOLV91D IN APPLYING NORMAL TAX ON DIVIDENDS
Thousands of small business organizations have for convenience operated as

corporations although they ore in fact closely owned by a small group of individ;
uals who are actively identified with such organizations. They are in competition
with other thousands of partnership organizations run in very much the same

To illustrate the discrimination involved in the proposal to levy the normal
income tax on the dividends received from corporations let us take the hypotheti.
cal cae of two concerns each of which is owned equally by four individuals who
depend upon the business for their principal income. Assuming that each
concern earned $100,000 net income subject to tx during the taxable yeor the
difference in the tax paid by the individuals would be substantially as follows:
1. Taxes upon individual member of partnership:

Partnership taxable income ......---------------- $100,000
Individual partners one-fourth share....................--., 000
Nonuil tax on $25,000 ............-- .................... 1,430
Surtax on $25,000 .................. ............--...... 700

Total tax plaid by each individual partner ................... 2, 130

2. Income tax paid directly or indirectly by individual stockholder of
corporatior:

Taxable income of corporation ------------------------------ 100 000
Corporation tax ............................................ I800

Proportion of tax borne by Individual stockholder owning one-
fourth interest ..............-- --------------------------- 3 375

Normal tax of individual on his share .....................--. 1 194
Surtax of individual .......................................... 48

Total .................................................. 5, 027
In the above case it will be noticed the individual partner with an Income of

25,000 will pay 8.5 per cent of his income as taxes to the Federal Government
while the ldividual stockholder with the same Income (if the corporation distrib-
utes its income) will have to pay and beer 20.1 per cent of his Income as taxes to
the Federal Government. In addition to this, the corporations have to pay
franchise taxes and various other governmental fees which are not asseible
against partnerships.

STATEMENT OF HON. V. S. K. HOUSTON, DELEGATE IN CONGRESS
FROM HAWAII

The CHAIRMAN. You may proceed Mr Houston.
Mr. HOUSTON. Mr. Chairman and members of the committee, I

appear here in support of an amendment to section 116 (b), which
is on page 96.

Senator REED. What is it, Mr. Houston, you ae calling attention
to?

Mr. HoUsToN; Section 116 (b). The section is headed, Teachers
in Alaska and Hawaii, and undertakes to carry on the exiting exemp.
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tion, or the exemption which existed in the previous revenue bill on
the payment of income tax, and the income tax exempts only the
school-teachers in the Territory of Hawaii.

In 1930, not further back than April 12, 1030, this Congress passed
an amendment to the Hawaiian organic act, which is the nearest
thing we have to a State constitution, which reads as follows [reading):

(b) The salaries or wages paid by the Territory of Hawaii, or any of its political
subdivlisons, for services rendered in connection with the exercise of an essential
governmental function of the Territory or its political subdivisions, shall not be
taxable by the United States in the administration of the income tax laws.

Now this section, as passed in the House, not only undertakes to
repeal this section of our organic act without having been considered
in the Committee on Territories, or without having piven me an
opportunity to be heard, but reintroduces in Hawaii the income tax of
the governmental officers there, so that you have in the Territory of
Hawaii--and the same thing holds good in Alaska, and the Delegate
from Alaska joins me in this appeal-there you have officers and
employees who are taxed on their incomes, not only by the Federal
Government, but by the Territorial government.

In the Territory of Hawaii the income tax of the Territory begins at
2 per cent on salaries below $5,000, with only $1,000 exemption, and
that is even now being revised so as to increase the percentage in the
lower brackets. The amendment which I suggest and which I
attempted to have adopted on the floor of the House, is to strike out in
line 1 of that section the words "teachers in," so that the heading of
the subsection would read "Alaska and Hawaii." And then on the
third and fourth lines, strike out the words "a teacher in any educa-
tional institution," and insert the words "an officer or employee," so
that the exemption would then apply to the officers and employees of
the Territory or its political subdivision who are in receipt, either
directly or indirectly of Federal moneys.

Senator WArso. bid you present your gument to the Committee
on Ways and Means of the House?

Mr. HOUSTON. I did not have an opportunity of appearing there
and, furthermore, this proposition was carried in our organic act. I
had no idea it would be repealed in a revenue bill. As soon as I found
out about it I asked the privilege of appearing, but the hearings were
closed, and the only matters that were debatable were the ones that
came up subsequently.

Senator KiNG. You do not deny the power of Congress, notwith.
standing that organic act, to impose an income tax on the employees
in Hawaii. just as we impose an income tax on the employees of the
District ct' Columbia? Do you claim that because we do not tax
employees or the salaries of employees in the States and within the
muiicipalities within the States, that we should not impose any tax
on the employees of Hawaii?

Mr. HoUsToN. That is it.
Senator BINoHAM. A law was passed putting the employees on the

same basis as State employees.
Senator KiNo. I know, but I wondered whether he denied the power

of the Congress to impose a tax?
Mr. HousToN. Oh, no. In fact, in the original law, there was

such a tax. And Mr. Timberlake made this statement in a hearing
held in April, 1926, before the Committee on Ways and Means of the

267



2Ev UN ACT OP 1989

House, on a bill exempting from the payment of Federal income
taxes certain employees of-the Territories of Hawaii and Alaska,
when the question was asked as to whether it was thought that the
committee desired to single the teachers of Hawaii and-Alaska out
and make an exception of them in the payment of tax, Mr. Timberlake
said this:

Because I belive it was the desire of the committee to have all teachers through.
out all of the States pay an income tax, except for the constitutional provision
which makes that Impossible in the case of appointees of a State.

In other words, it was the exercise of a right of might, so far as the
Territories are concerned only. They would'have liked to have applied
it to the employees of the states but because of the decision of the
Supreme Court they were not able to do it.

Now, may I invite your attention to the decisions of the Supreme
Court. The decisions ire based on what you might call reciprocal
relations. The Supreme Court has said that--

As the States can not tax the powers, tho operations or the property of the
United States, nor the means which they employ to carry their powers into
execution, so it has been held that the United States have no power under the
Constitution to tax the instrumentalities or the property of a State.

It would appear that there is a matter of reciprocity that entered
into this decision, and inasmuch as the Territory may not tax the
employees of the Federal Government in the Territory, it would
seem that reciprocity should enter into the picture to some degree.
And we have a large number of Federal employees in the Territory,
of course, when you consider the ArmY and Navy, which number
almost 20,000, but we do not allow the taxing of them upon the
Federal income.

Senator KIN. Do you have an income tax in Hawaii?
Mr. HOUSTON. Weave an income tax which begins at 2 per cent

on salaries below $5,000, with only $1,000 exemption, and, of course,
with higher rates in the higher brackets.

Senator KINo. Of course you must admit there is a difference be-
tween the States and a Terrto,7 . A Territory is the recipient of
Federal money, in the way of salaries paid by the Federal Government
for the governor and many of your officers. It is not a question of
reciprcity at all, because you are not a sovereign State.

Senator BIOHAM. But, Senator,'smice you have spoken of that, it
is only fair to remember that the Federal Government takes out of
the Territory nearly $10,000,000 a year in taxes received and not
returned. So it is not like one doing them a favor. We take a great
part of the $10,000,000, and we do give them a small part in that we
pay the salaries of the officers.

Senator KING'. The United States furnishes a market for the sugar
barons over there.

Senator B NOJAM. So we do for the sugar barons from Cuba, and
the Cuban refiPers.

Senator KING. It is a question of what you conceived it to be, just
a rit, instead of a power.

Mr. HousToN. Congress has the right or power to do it, of course.
The provision whicli the Congress, in its wisdom had found desir-

able to apply to Hawaii has been repealed in this legislation by indi-
rection itout a hearing and without our having a chance to behoard.
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Senator SHORTRIDUE. You would have the law remain as it is?
Mr. HoUsTON. I would have the law remain as it is, and for that

viewpoint we hope that there will be adopted the subsequent language
of that section wherein that particular provision is repealed, and we
ask that that should be stricken out also. That is all. I thank you
very much.

Senator BINOHAM. Just one question to straighten that out. If we
acted in accordance with the law, and did not change the organic
law, the entire paragraph (b) should come out, should it not?

Mr. HOUSTON. No; because Alaska then would suffer, and it is
my thought that Alaska and Hawaii, carrying on about the same
functions, should be treated in the same way. Senator King referred
a while ago to the employees in the District of Columbia. There is
this difference between the Territories and the District of Columbia,
that a certain proportion of the salaries of the teachers and em-
ployees in the District of Columbia are paid indirectly by the Federal
Government, through a contribution. So, to that extent, it is not
quite the same thing.

Senator Kiwo. But the Federal Government makes a contribution
to your Territorial government.

r. HOUSTON. In a minor way. The governor and the judges
are the only ones who are paid by Federal appropriations. The
others are all paid by Territorial appropriations. And the function
by which the Federal Government undertakes to pay throughout
the country, and from which we should have a certain benefit, are
not applied, For instance in the care of leper dependents, the legis-
lation is general and provides that the Federal Government shall care
for these dependents. Yet we have, notwithstanding the commis-
sioners have recommended in their original report that the United
States should care for these unfortunates, unfortunately we have to
carry a large budget for the care of these unfortunate dependents.

The CHAIRMAN. Mr. Houston, your time is up.
Mr. HousToiq. Yes; Mr. Chairman. I thank you.
Senator BINGHAM. And yet every State that has any of these

unfortunates, can have them cared or at the Federal sanitariums.
House or RsPROSENTATIVES,

Hon. RzzjD SMOOT, Washington, D. C., April 1B, 1980.

Senate Office Building, Washington, D. C.
Mi DEAR SONATOR: Referring to the testimony that I gave to-day before

your committee with reference to the exemption of Territorial officers and
employees from payment of Federal Income tax on their official earnings.

The last available data with respect to the amount involved in Hawaii shows
that for the year 1928 the payments were about $3 000. It Is reasonable to
assume that the amounts for Alaska would be about half that sum so that the
amendment I suggested would involve a sum somewhat less than $9,000.

Very sinerely yours, . . K. HOUSTON,

Delegate in Congress from H1awaii.
116102--82---18
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STATEMENT OF JOSEPH J. WECHSLER, CERTIFIED PUBLIC
ACCOUNTANT, NEW YORK, N. Y,, REPRESENTING THE PEOPLES
LOBBY

Sector SHORTIIDUE. For whom are you speaking?
Mr. WECHSLER. I am speaking for the peoples lobby.
Senator IARISON. Ile appears for the people.
Mr. WECHSLER. One of the previous speakers mentioned the fact

that we have reached about the limit of productivity on the surtax
rate. I want to put myself on record a.4 disagreeing with that point
to (reat Britain and the high surtax rate that she imposes on her
subjects.

Senator Rum). There are no tax-exempt securities in Great
Britain.

Mr. WIVENL:u. There are no tax-exempt securities in Groat
Britain.

Now the Secretary of the Treasury, on December 31, 1930, esti.
mated that there were about $18,000,000,000 worth of totally tax-
exempt securities. I have computed tho interest roughly and figure
that the interest would be about $850,000,000, and the tax thereon,
based on 25 per cent, since our surtaxes run to 45, would be $200,-
000,000. There was in addition about $12,000,000,000 that were
exempt from normal taxes. The interest on that, roughly, is about
$480,000,000, and 5 per cent on that would be about $24,000,1000.
That is just the normal tax, and that is the amount that is exempt.
It is all subject to the surtax, with the exception of a small amount.

Senator REED. Do you not realize that all of those are subject to
the exemption of the corporation tax without depreciation at 12 per
cent? It is going to be higher. That $12,000,000,000 o1 securities

re totally exempt when held by corporations.
Mr. WECHSLE. Yes; that is why I figured averaging the corpora-

tion rate that way all along.
It is estimated that the exemption of various Federal, State, and

municipal bonds from income taxation results in a loss of from $120,.
000,000 to $300 000,000 in taxes each year. As far back as 1922
it was estimated by the Federal Trade Commission that approxi-
mately half of the total interest-bearing tax-exempt bonds were held
by individuals whose taxable incomes were below $10,000, and by
charitable and other tax-exempt organizations. If that is go, the
exemption privilege has little effect upon the rates of interest borne
by these securities, and, therefore, the State and local governments
are not in fact saving interest by reason of these privileges.

Wealthy individuals owning such securities, however, largely
escape both these normal and surtaxes. This is evident from the
fact that the average holdings of tax-exempt securities was $7,500 of
principal in the $10,000 to $25,000 income group, and $3,080,000 in the
$500,000 to $1,000,000 income group.

Fears that the taxing of securities now exempt would hurt the
borrowing power are, therefore, unwarranted.

Many investors choose Government securities from the consider.
tion of safety of principal, the yield being of secondary consideration.
Besides, trust companies and individuals acting in a fiduciary capacity
are practically limited by law to the purchase of these securities.

OW0
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Under the present conditions taxpayers feel that as a result of the
tax-exempt situation the burden of taxation is inequitably spread
and that many are carrying the burden of the few who are blessed
with tax-exempt securities and who pay very little, if at all, for enjoy-
ing the privilege this country affords them, The old arguments must
be carefully considered in the light of economic changes that have
occurred and action taken to correct existing conditions,

Now, the brief I have prepared contains an argument regarding
the constitutional phase of tax-exempt securities, and I would like
to submit it.

Senator SHORTMIDGE. I was about to ask that question. There
is now outstanding it vast amount, in value, of tax-exempt securities.
Is it your position that we have the power to levy a tax on such
securities?

Mr. WECHSLE . Yes, sir.
Senator RED. That is what his brief states?
Mr. WECHSLER. Yes, sir.
Senator SHORTHIDGE. You undertake to show that?
Mr. WECHSLER. Yes, sir.
Senator SHORTRIDGE. That the Federal Government has consti-

tutional power to levy a tax on a State security that, by the law of
the State, is made tax exempt?

Mr. WECHSLER. That is right.
Senator SHORTUIDGE. I understand your point.
Mr. WECHSLER. Now, a brief review of the brief that I will file

is presented herewith as follows:
There is no express provision in the Constitution prohibiting the

taxation of securities now tax exempt. In its earlier decision the
Supreme Court has held that by implication our Federal and State
Governments may not tax each other's obligations.

In 1894 the famous case of Pollock v. Farmer's Loan & Trust Co.
was decided, wherein the income tax was declared to be unconstitu-
tional for the reason that it was an attempt to levy a direct tax
without an apportionment as provided for in the Constitution-
Article 1, section 9.

The decision was a close one and it was later shown that the court
had made an error by looking at the source of the income and coming
to the conclusion that the tax being on the source was a direct tax.

To correct this error Congress was obliged, at great expense and
with a considerable loss of time to adopt the sixteenth amendment
which provided "Congress shall have the power to lay and collect
taxes on income, from whatever source derived, without a portion-
ment among the several States and without regard to any census or
enumeration."

The courts have since held that income taxes belong to the class
of excise taxes and the purpose of the amendment was merely to
restore them to this class from the direct taxes which the courts'
decision in the Pollock case had erroneously place them. The words
"whatever source derived" were therefore disregarded, and it was
construed that under the amendment the taxing power of Congress
did not extend to new subjects.

The Supreme Court decisions sii, . the amendment are more or
less confusing. This is apparent from a consideration of the opinions
in some of the leading cases, viz:
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In the State of Missouri v. Gehner (281 U. S. 313) the court held
that the value of Government bonds should be disregarded in making
up the estimate of taxable values. Justices Stone, Holmes, and
Brandeis dissented. In his opinion Justice Stone states:

A taxpayer having no tax-exempt securities and legitimately bearing the
burden of a State tax on net worth may put off the burden completely by the
simple expedient of purchasing on credit Government bonds equal in value to
his net taxable assets. The success of a device so transparently destructive of
the taxing power of the State may well raise doubts of the correctnet4 of the
constitutional principles supposed to sustain it. So construed, the Comtitutlon
dot., more than protect the ownership of Government bonds from the burden
of taxation. It confers upon that ownership an affirmative benefit at the expense
of the taxing power of the State by relieving the owner from thb full burden of
taxation on net worth to which his taxable assets have In some measure eon.
tributed.

In the Indian Motor C'ycle Co. v. U. S. the Government sought to
collect an excise tax on motor cycles sold to a municipahty. Jilatice
Van Devanter held that by implication both by Federal and State
Governments can not tax each other's instrumentalities. Here again
Justice Stone dissented, stating:

The Implied immunity of one Government from taxation by the other should
not be enlarged. The practical effect on enlargement is commonly to relieve
Individuals from a tax at the expense of the Government Imposing it without
substantial benefit to the Government for whose theoretical advantage the Im.
munity is invoked.

In MacAllen v. Mass. the Court decided that income from Govern.
mnet bonds were not includable in determining the annual franchise
tax where the State amended the laws to reach such income.

After writing a strong dissenting opinion in the MacAllen and
Gehner cases supported each time by the concurrence of Justices
Holms and trandeis, Justice Stone wrote the prevailing opinion in
Educational Films Corporation of America v. Ward (282 U. S. 379),
wherehi a tax on a corporation for the privilege of doing business,
computed on a basis of corporation's entire net income for preceding
year, was held not void as tax on Federal instrumentalities, though
authorizing the inclusion of income from copyrights.

While this court, since McCulloch v. Maryland (4 Wheat. 316), has consistently
held that the Instrumentalities of either government or the Income derived from
then may not be made the direct object of taxation iy the other, It has been held
with like consistency that the privilege of exercising the corporate franchise Is no
less an appropriate object of taxation by one government, merely because the
corporate property or not income, which is made the measure of tax, may chance
to include the obligations of the other, or the income derived from them. The
constitutional power of one government to reach this permissible object of taxa-
tion may not be curtailed because of the indirect effect which the tax may have
upon the other.

The decisions of the Supreme Court since the Sixteenth amendment
was passed, it will be seen, ere often hairsplitting and are not always
consistent. The theory of the implication that taxation of each other's
obligations would destroy the borrowing power may well be questioned

Investors have learned a great lesson in the past few years and
there are an increasing number who would be willing to sacrifice a
little of the income in order to safeguard the principle. The attractive
feature to the investor being safety, government must increase rev-
enues and decrease expenses in order to present sufficient inducement
for investors. The increase yielded from tax-exempt securities would
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by its same economy attract investors so that interest rates insteadof going up as predicted may actually decrease.

The rate of increase in State and municipal obligations has been
steadily gaining and the question of tax exemption W not solved now
will assume alarming proportions in the near future. It is in the power
of the Senate to amend the House bill striking out the exemption ofState and municipal obligations to bring in the revenues and income
that will grow larger each year and will lighten the burden of tax-
payers who are not fortunate enough to own tax-exempt securities.

Senator SHOITRIDO. Just a question. As I understand your posi-
tion, it is this: Let us suppose that in a given State, under its laws,
there is outstanding, let us say, $1,000,000,000, par value, of State
exempt bonds. Now the State collects no tax on the income derived
by the holders of those bonds. Now your position is that under theSixteenth amendment, properly interpreted, the Federal Government
may impose a tax on those incomes?

Mr. WECHSLER. Yes, sir.
Senator SHORTRIDGE. I see. It is a very, very interesting question.

You have elaborated it, as I see, in your brief.
Mr. WEOHSLER. Yes; and the brief goes into it at a great deal more

length and detail.
Now if I may, I will read my brief.
The CHAIRMAN. That may be made a part of the record in connec-

tion with your remarks.
Mr. BlErvAMIN C. MAtSH. May he say something and present an

amendment for an excise tax?
The CHAIRMAN. Yes.
(The brief presented by Mr. Wechsler is printed in the record in

full, as follows; also the proposed amendments presented by Mr.
Wechsler are printed mi the record in full, as follows:)

BRIEr or osaPrl J. WECHSLER
AN INCOME TAX ON FEDERAL, STATS, AND MUNICIPAL SECUITIE5 IS CONSTITUTIONAL

Why is it that Great Britan, with one-third of the population of the United
States, raises a much larger revenue from the taxation of incomes and profits?
Because, principally, the rates in the high brackets are much greater than those
imposed by our Government. Then why when Congress is eagerly seeking fornew sources of revenue with which to balance the budget do we not tax large
incomes as much as Great Britain does? The answer is that if we attempt to do
SO, those large incomes will be withdrawn from productive enterprises and in.vested in tax exempt securities issued by Federal, State, and municipal govern-
ments. If Great Britain can get along without exempting its own obligations
from taxation (as she does) why can not we do likewise? As shown in this brief,
there is no ox press provision in the Constitution (including the Sixteenth amend-ment) prohibiting such taxation. Why then is it prohibited? Not because of
any act of the Congress, which under the Constitution is the Government's onlylaw making branch, but because of judicial legislation by the Supreme Court.

This brief will concisely sketch the decisions of the majority of that court upon
this point and call attention to dissenting opinions which may some day be adopted
by a majority of that court as then constituted,

POINT I

There is no express provision in the Constitution of the United States pro.
hibiting the taxation of securities now tax exempt.

It Is an established principle of our constitutional system of dual government
that the instrumentalities, means and operations, whereby the United States
exercises its governmental powers are exempt from taxation by the States, and
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the instrumentalities, means and operations whereby the States exert govern.
mental powers belonging to them are equally exempt from taxation by the
United States. Ti us principle is implied from the independence of the national
and State government within their respective spheres and from the provisions of
the Constitution which look to the maintenance of the dual system. (McCulloch
v. Maryland, 4 Wheaton 310, Collector v. Day, 11 Wall. 113.)

By resorting to this "implication," the Supreme Courthld that a State did
not have the constitutional right to tax the instrumentalities of the Federal
Government (MeCulloch e. Maryland, sanpra) and that bonds of the United
States imued to raise money for governmental purposes, and the interest thereon,
are immune from State taxation because such a tax, even though inconsiderable
in amount and imposed only on holders of the bonds, would burden the exercise
by the United States of its power to borrow money (Weston v. Charleston, 2
Pet. 449), and the salary of an officer of the United States is immune front State
taxation because the salary is the means by which his services are procured
and retained and its taxation by the State would butrden the exertion by the
United States of powers belonging to the latter (Dobbins r, Commissioners of
Erie County, 16 Pet. 438), and, for like reasons, it has been hold that the salary
of a State officer is immune front Federal taxation (Collector v. Day, 11 Wall.
113); and this ilmlunity has been held to induce bonds of a municipal corporation,
in a Territory, issued to raise money for municipal purposes, the decision being
put on the ground that such a corporation is an instrumentality of the United
States, exereising delegated governmental powers (Farmers Bank r. Minnesott,
232 U. S.), and finally in Pollock v. Farmers Loan & Trust Co. (157 U. S. 429),
the court held "bonds of a municipal corporation in the several States issued to
raise money for public municipal purposes, and the interest thereon are immune
from Federal taxation, and this on the ground that such corporations are repre.
sentative of the State and exercise some of their powers, and that under the
Implications of the Constitution, the governmental agencies and operations of
the State have the same immunity from Federal taxation that like agencies and
operations of the United States have from taxation by the States."

IlII the last-luetioned ease, however, fhe Soprvnio Couirt t,!ovored much o 'e
ground. By tracing he incomes front the nillcipal sectiritie, real estate
rentals, and the like to their sour(e-, the .oourt fomd the attempt to tax these
ineones to be an attempt to tax their sources and to fall into the class of direct
taxat'oo, which, according to the Constitution (Art. I, sec. 9) could he imposed
only by apportionment anontg the States in proportion to population.

As a result of the coirts' deelsion in the Polloek ease ahove, the people of the
IT1,,vd States adopted the sixteenth amendment which reads:

Congress shall have the power to lay and collect taxes on inconies, from what-
ever sources derived, withoti apportloiment among the several States, and with
out regard to any census or enumeration."

POINT 2

'The sixteenth admiundment does neither expressly nor impliedly prohibit the
taxation of tax-exempt securities. .According to one view the purpw e of this aqw..ndnent was to make an ex(ept-
tion to the general rle that direct taxes might be imposed by the Federal Cov-
ernment only by apportioning theni Among the States in proportions to population,
namely, by ionferTlng upon Congress the power to impose this particular variety
of dirtet tax without such apportionment and without regard to any census or
enumeration.

The other view is that additional power is coinferredI upon CongresA to tax
incomes, naniely, frontn whatever sources derived." In this view, the 'anwnd-
nient might, be'conmidered as exteniding the taxing p ower of Congress to those
fields denied by the Stpreme Court in Collector i?. Day (ab)ove) and the other
decisions limiting by judicial interpretation the Federal Governue nt's power to
tax the instrumentalities of the States, or conceivably as doing away for the future
with the application of the prhlelle upon which the rh,1isions in these cases
rested.

Without adopting either view, the court has consistently held that tile sixtenth
amendmert, did not extend the taxing power of Congress to new subjects. It has
not, however, considered the amendment as having amended the provision in the
Constitution that required all direct taxes imposed by the Federal Government to
be apportioned among the States in proportion t0 population (Art. I, sec. 9).
It has rather held that income taxes belong to the class of excises, customs, and
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imports, and that the purpose of the amendment was to restore them to this clasp
from the class of direct taxes In which the court's decision In the Pollock easA had
erroneously placed them (Brushaber r. Union Pacific It. R., 240 U. S. 1). In
other words, it was necessary to amend the Constitution because the Supreme
Court erred in the Pollock case.

Having properly classified income tax as an excise tax, we find that the only
limitations in the power of Congress to levy excise taxes are that they must be for
the public welfare and must be uniform throughout the United States; they do not
have to be apportioned (Flint v. Stone Tracy Co., 220 U. 8. 107). Thus In the
case last cited, the Supreme Court held that a corporation tax Is not a direct tax
within the enumeration provision of the Constitution, but Is an impost or excise
which Congress has the power to impose under Article 1, section 8, of the Consti.
tution. The court went further and held that franchises of corporations are not
aovernnental agencies of the State and the tax is not Invalid as an attempt to
iax State governmental instrumentalities, not being direct taxation, but an excise,
the tax is properly measured by the entre incomes of the parties subject to it,
notwithstanding a part of such Income may be derived from nontsaxable property.

POINT 3

Congress has the constitutional power to levy a tax oil the total income, hiclud-
lig any income from State and local government securities.

The Suproneo Court, having adopted the view that the income tax is an excise
tax (Brushaber v. Union Pacific R. R., 240 U. S. 1), upheld the imposition of a
tax on the entire income, part of which income was derived front non-taxable
property (Flint v. Stone Tracy Co., supra), and it has been held that Congres
may tax State banks upon the average amount of their deposits, although deposit
of State funds by State officers are included (Manhattan Co. v. Blake, 148 U. S.

The real qnestion at Issue arose in Macallen v. Commonwealth of Massoelhtetts
(279 U. S. 620), wherein the State of Massachusetts sought, by means of an amend-
ment to the taxing statute to reach the income from tax exempt national and
municipal bonds, which had previously not been included in the nwasure of the
tax. The Supreme Court, by a divided vote, held the act void, Justice Stone
writing a dissenting opinion concurred in by Justice Holmes and Justice Brandeis.

In the State of Missouri v. Gehner (281 U. S. 313) the Supreme Court held
that the value of government bonds should be disregarded in making up the
estimate of taxable net values. Again, Justice Holmes, Stone and Brandeis
dissented. Justice Stone wrote a most illuminating optieon wherein he states
on Page 328:

A tax ayer having no tax exempt securities and legitimately bearing the
burden ofPa State tax on net worth may put off the burden completely by the
simple expedient of purchasing on credit Government bonds equal III value to his
net taxable assets. The success of a device so transparently destructive of the
taxing power of the State may well raise doubts of the correctness of the coiistitu-
tional principles supposed to sustain it. So construed, the Constitution does more
than protect the ownership of Government bonds from the burden of taxation.
It confers upon that ownership an affirmative benefit at the expense of the taxing
power of the State by relieving the owner from the full burden of taxation on net
worth to which his taxable assets have in some measure contributed."

The next case was that of Willicuts it. Bunn, 282 U. S. 216 (Chief Justice Hunghes
wrote the prevailing opinion concurred in by all members of the bench), wherein
it was held that the profits on sale of State or municipal securities constituted
gains, profits, and income from sales or dealings in property within the statute,
revenue act of 1924, section 213, and hence are taxable, although the said act
expressly exempted interest on obligations of State, Territory, or any political
subdivision. I he court further held that the power of Congress to lay excise
taxes can not be denied as imposing burden on State's borrowing power unless it
appears that that burden is real and substantial, and that the power to tax is no
less essential than the power to borrow money; and in preserving the latter, it Is
not necessary to cripple the former by extending the constitutional exemption
from taxation to those subjects which fall within the general application of non-
discriminatory laws, and where no direct burden is laid upon the governmental
instrumentality and there is only a remote, if any, influence upon the exercise of
the functions of government.
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Again, it must be remembered that we are dealing not with any express con
stitutional restriction, but only with an asserted Implication. The constitutional
provisions authorize the Congress to lay taxeb (Art. I, see. 8 and sixteentth
amendment), and before we can restrict their applicatloi upon the ground of a
burden cast upon the State's borrowing power it must clearly appear that a sub.
stantial burden upon the borrowing power oi the State would actually be Im.
posed.

The history of Income-tax legislation is persuasive if not controlling upon the
question of practical effect. Before the power of the Coisgress to lay the excise
taUx in question can be denied in the view that it imposes a burden upon the
State's borrowing power, it must appear that the burden is real, not imaginary;
substantial not negligible.

After writing a strong dissenting opinion in the Majzlen and Gehner cases,
supported each time by the concurrence of Justices Hol ,Us and Brandeis, Justice
Stone wrote the prevailing opinion in Educational Films Corporation of America
v. Ward (282 U. S. 370), wherein a tax on a corporation for the privilege of doing
business, computed on a basis of corporation's entire net income for preceding
ear was held not void as tax on Federal instrumentalities, though authorizing

the inclusion of income from copyrights.
"While this court, since McCutlloch v. Maryland (4 Wheat. 318), has con.

sistently held that the instrumentalities of either government, or the income
derived front them, may not be made the direct object of taxation by the other,
it has been held with like consistency that the privilege of exercising the corporate
franchise is no less an appropriate object of taxation by one government, merely
because the corporate pro ert or net income, which is made the measure of the
tax, may chance to include the obligations of the other, or the income derived
from them, The constitutional power of one government to reach this permis.
sible object of taxation may not be curtailed because of the indir'ict effect which
the tax may have upon the other."

Justice Stone distinguishes the Macallen case by holding that the opinion
rested the decision on tie distinguishing fact that the tax exempt securities were
Included in the measure of the franchise tax, by virtue of an amendment to the
taxing statute which, it was held, was speciically intended to reach the income
from tax exempt national and municipal bonds, which had previously not been
Included In the measure of the tax. The amendment was adopted for the very
purpose of subjecting it pro tanto to the burden of the tax.

The latest case on this subject is The Indian Motorcycle Co. v. U. S., decided
May 25, 1931 (283 U. S. 570). wherein the Supreme Court held that the sale of
motor cycles to a State agency, such as a municipal corporation, for use in its
police service, is not stibject to taxation by the United States. Justice Stone
wrote a dissenting opinion concurred in by Justice Brandeis. He says In the
course of his opinion:
"The implied immunity of one government, either national or state, from taxa.

tion by tae other should not be enlarged. Immunity of the one necessarily In-
volves curtailment of the other's sovereign power to tax. The practical effect
of enlargement is commonly to relieve individuals from a tax at the expense of
the government imposing it, without substantial benefit to the government for
whose theoretical advantage the immunity is invoked. * * * The court has
many ties held, as recently as in Educational Filmns Corporation of America v.
Ward (282 U. S. 379), that'an excise tax, imposed directly on the individual, is
not invalid because indirectly it may huredii either the' state of the national
government."

POINT 4, CONCLUSION

Wherefort. it follows that the fino (listinctions mad by the courts, on the
one hanid, in upholding lit lrishaber r. Vnion Pacific (241) It. S. I) the imposition'
of a tax in incolue part of which is derived from nontaxable property, or in
upholding a ttx on State bank deposits which imhilde State fulds Nlan1hattan
Co. r. Blake (148 U. S. 412), and on the other hand deuying right. to tax values
made upj)(of ( vimswct- l.ioidss its iii State of NMimaou' rv. hner (28! IT. S. 313),
arc arbitrary and nut altoget her consistent \ it h the sixteenth ,wandnient which
grants express powe-r to tax income from whatever sourct'q derived. The strong

issenting apiilons of Justicts Holiknes, ]1rtildels, and Stone see, to be, its they
often subsequently teeoine, the lxtter anwl more logical view.
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Little can be said for a view which holds that income from municipalities is

exempt but general income which includes income from municipalities is not
exellpt.

Respectfully submitted.
Dated April 21, 1932. FREDER~iclK Ontus L unUSClsa ,

Cozinsel at Law.
JoAEP11 J. WECHSLErt,

. STEIN, Certified Public Accountant,

Counsel at Law,
With Mr. Leubuscher on the brief.

PnOPOSItD AMENDMENT Or H. R. 10230, Now PENDING IN TnE SENATE, To TAX
Tim INCOME FROM PRESENT TAX-EXEMPT SECURTxES

Strike out at the top of pago 18, being section 22 (b) (4) the following words:
"(a) The obligations of a State, Territory, or any political subdivision thereof,

or the District ofrColumbla; or."
Change (B) to (A) in line 4.
Change (C) to (B) in line 0.
In line 9 insert the word "or" between (A) and (B), strike out the words "or

(C)."

TITLE"-EXCISE TAX ON TIlE PRIVILEGE OF OWNING GOVERNMENT OBLIGATIONS

SEC. --. In addition to any other tax imposed by law there shall be imposed
an excise tax on the privilege of owning obligations of a (A) State, Territory, or any
political subdivision of a State or Territory and of the District of Columbia; an6
of (B) securities issued under the farm loan act and amendments thereof; and
of (C) the obligations of the United States or its possessions. Every person
corporation, or association owning any of the obligations or securities enumerated
in clauses (A), (B), and (C) shall, in the return required by Title I of this act
submit a statement showing the number and amount of such obligations and
securities owned by him and the income received therefrom, in such form and
with such information as the commissioner may require.

SEc. -. There shall be levied, collected, and paid for each taxable year an
excise taw Nf 20 per tientum of the interest paid on such obligations and securities
held by individuals, corporations, and associations in excess of interest aggregating
$500.

SEC. -. All provision, of law (including penalties) applicable in respect of the
taxes imposed by Title I of this act, shall, in so far as applicable and not incon-
sistent with this act, be applicable in espect of the taxes imposed by this title.

STATEMENT OV ROWLAND STEBBINS, OF LAURENCE RIVERS,
INC., NEW YORK CITY

Mr. STEmINS. I wish to speak very briefly regarding the proposed
taxation of the theater, but from a different angle from that which
Mr. Brady and othermi have spoken to you.

In 1928 1 formed ai small corporation called Laurence Rivers (Inc.),
for the purpose of producing plays in the theater.

My fifst two productions occurred in 1929 and resulted in a net loss
to the corporation of something over $80,000. My 1930 production,
"The Green Pastures," resulted in at net profit tG the corporation
during that year amounting to Eomething over $05,000. In 11131 I
produceJ, two plays, resulting in a net loss of over $54,000, but due to
the fadi that " The Green Pastures " was still successful the net loss to
the corporation was $30,000.

The net result of my three years of productive effort is, therefore,
or was as of the lt of last January, a deficit of $15,000. But under
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the proposed corporation tax law eliminating the right of the taxpayerto carry over a net loss sustained m one year in his return to the nexttwo stcceeding years, I should be obliged to pay a tax on $95,000,even though in one year only I made a profit.And it has now been proposed to superimpose uipon this a tax of loper cent on theater tickets. The temptation to seek shelter in the-haven of tax-exempt securities is very great, as you will see, Itwas my hope to wodiie two and pos-Rib]V three phys next veqr', butI have teinporarily given up all thought ot doing so, at ,least until su chtiiie as I can feel assured that they might have some chance of success,It is practically out of the question for me to continue in busmnss,
under such handicaps as have been proposed, and should they becomelaw a legitimate and praiseworthy organization, which in the shorttime it has been in existence has paid out over $1,500,000 in .salariesand other production costs, will h ave to be wound up, which willcertainly not aid in removing the depression or in decreasing unem.ployment. A nonexistent theatrical bultiness yields neither an in.
coie tax nor an admission tax.I should like to ask that this letter, written by my counsel, to tletwo Senators from New York, be read into the record [reading]:

lion, ROYAL S. CoP'PLAND, Aptir, 9, 1932.
United States Senate, 11hiWngwon, D. C.

MY DM^At S NATot COPELAND: This letter is wrlttet in connection with theproposed amendment of the income tax law eliminatinit the right of the taxpayerto carry ovor a not loss sustained it one yecar to his return for the next twouucceedlng years.As all example of the hardship and Injutstice of this elinlititton we would liketo submit to voU the actual facts and figures of a client of this office, LaurenceRivers (Inc.), ofr which the writer Is also secretary, director and to isiI. 141renco Rivers (Ine.) is t theatrical producing corioration tio stock of which isowned ailmxost entirely by Mr. Rowland Stebbins. It Is thec iwodiwer of 'TheOren P'astures,"' wich,* its you arc possibly, aware, w0otised 1uT1lus11 ila l ~itn-dationii upon its pr~e4t1t[tOn 'Ink New Y1ork: andi elsewhere.However, not iilike other lUsisse.s, for every siiceessfhl ventim tr here isapt to be all unsit4mcessfiul venture, and in the theatrical ,t'ishi)css Ihe rid i i,froxvuently its low am5 ono Riuc(esm for every- five ventures. Th le following fivtsand figtrc aro taken from t P Federal n1CeOs-tax returnis of Iturence Fieursin(%) for the past few yoars.In 1929 Laurence Rivers (Inv.), SlStainedi t net I,.s of $S0u,732.02 fronm t.. .production of two plays Merry Andrew' and " Maggie, the Magnificent." Theexpenditures that vear, alaries of employees, actors nod(1 product ion costs, uut'including any officers' salaries, royalties, or theatrical rental, excedct $100,m00.Tn 1:3 due to ti )rotlud ion of 'The hIuel Pastures,'+ the cor rationreported a net income of slightly over $95,000 on which it paid aL Fedclral inco)e010tax of $11,417,10. The loss of the previous year was not curried over to 19301als it hald heon written oft. In the year 1930 the corporation paid in salirivs ofactors alone the uimt of $239,076.59, the highest salarv pidl to any actor ehi:gt$13,000, and thev average salary ieing about $2,500. Theatrical rental nseo: dvlto $331,000, an.; ro'yaltics and other expenses, not including officers' salaries, 1 )OVer $200,oo000,
In 1931 in spite ,,f the continued success of " The Green Pastures" the coritmra-tiol Slus:illcd a.i et loss of $5.1,600.64 through th ie Protuct ion of two plavs 1'hili)(.ovs ForthI" and ".Mr. Whistler' windig up the yeatr with: a deficit of over$30o,000 $alatries iaid to actorN and eu lo"'ces during 11131 no ut0 i1clig I.yolhicers wertr, llnto ) ii tuately $3(0,000. Theat rical rental w as about.. $i. 10 ,00, wi

miscellanutlts prIh(luctiiin e-xpenses not including officers' slar-ic, of over $200,000,In 1932:2 it Is holpd ,hat the loss of $54,000 suistained in 1931 will e' ot byculltllild income from "The G'Vit' Ie Pstures,' Mr. S ithdins hal also conteml-plated the prodilction of two oA, three furtlher plays tW vear of dit inglliedAmerican aut hoi oi th sa ie high lie is the, )rviou itrolhictiois of litiretiieItivecrs (lnc,).
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Ilwever, even it visual consideration of the foregoing figures will reveal the
,dire vlfIuc, ef t he. umiudinent to the tax laws eliminating the carrying over of net
ioss',' frm o , u . r to the two succeediIg years, which will undoubtedly doter
Mr, $sI (1,1k -r,m ttemnptimg any future productions whatsoever,

Umtier tio irol ised law, wh en the corporation sustains a loss one year it must
merely v.'nioro it, atnd the stockholder under another section of such law is oven
prohibited from offsotting his capital loss on Ils Investment against his other

I Oome. Tho very next year, through the production of a play probably con-
coiVtd mid commetived in th'year of the previous failures, the producers, are able
to show at profit offsetting their previous loss, yet they can not carry over the provi-
ous loss but must pay the full corporation income tax thereon, and in addition the
stockheldor must pay the full 0iormal and surtaxes on any dividends.

It is pra etically out of the question for Mr. Stebbins to continue the business
under seh t, handicap and we Ihtliove that his situation is not an isolated one
ailmong theatrical J)rodiicers. Coupled with the additional tax on theatrical
ItdmisNsions, it n haveti oiy , te oefect of dissolving a logitliate and praise-
worthy organizations which in the Oiort space of four years has paid ot over a
millioii and tt f dollars i;n salaries, wages and production expenses.

While the efieet of the proposed tax legislation may be particularly disastrous
for Ilheatrleal producers in comparison with other business enterprises, It must be
a)plmr(at that many other businesses will be similarly affected. The dissolution
of the organizations and the abandoning of their enterprises will certainly not
aid in roww i'ig the depression, or In decreasing unemployment. A nonexisting
theatrical hIsiuuss yields neither an income nor a-3 admission tax.

.11.spectfully yours, BAILEY & NM VU14.

STATEMENT OF E. 3. JONES, BRADFORD, PA.

Senator WATSON (presidig). Just state your natie and address
and whom you represent for the record Con ressinan Jones,

Mr. JONS,. E. J. Jones, Bradford, fPa. r presume in justice to
the committee I might say that I am simply representing myself,
because of a case that came to my attention as a lawyer, and 1 often
gave wrong advice because in the meantime: Congress had been in
session and changed what I thought was the law.

By way of diversion, because it has nothing to do with balancing
the Budget, I want to call attention of the committee to a provision
of th revenue act of 1928 and curried in the bill as approved by the
House which is working very serious hardship.

Senator I\ATSON. Wihat section is that?
Mr. JON:s. It will be section 44 of th tict of 1928, and 1 presume

it will be section 44 of the present bill. It is carried on page 38 of the
House bill us reported to the House. 1 do not knw what page it
will be on.

Senator CONNALLY. What is it about?
Mr. JoNus. It is about installmienL basis.
Senator CONNALLY. That is section 44, page 44.
Mr. JoNhis. The revenue net of 1926, and possibly prior revenue

acts, mna1de provision by wht h in-' been headed "I nstialment blisis"
ill ,hternmining gain ,rlo s (tit C0ipitil] Sales to be reported as income.
Section 212 (d) of lihe net of 1926 recognized tlie right oft a seller of
proh)4' tY (if the ctsh piyIent ,did not exe le 2-5 per vent of tiht p)Ur-
Ctst, pricve ) to I'etutimi ,, lamncolme ill ilmy tamxbh' yarl t hat proportion
of the instiadllilnet hi, yllel~it nettinlily received in that year wlilh the
total pJr(dit realized or to be r,,alizel when the pamlletl is completed.
hears to the total contractt 'pice,

Section -14, Iaragrpin, (a) 41nd (Ih), of the net of 1944 ,arry thke Same
tho ght or piewipl,, The only stuibstmnlial chang, that was 111de
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in the act of 1028 was in raising the cash payment to 40 per cent but
the act of 1928 added a Pow paragraph to section 44, known as para.
graph (d), which reads as follows:

(d) Grtin or loss Upon dis position of installnent obliations.--If nll instalhnqtt
oligationl Is satisfied at other than its face value or dlistribttted, transmitted,
sold, or otherwise disposed of, gain or loss shall result to the extent of the dif.
feretice between the basis of the obligation and (1) in the ease of satisfaction at
other than face, valhe or a sale or exchange, the amount realizedi; or (2) itl ellv ,If a(listrilmition, transmissioni, or disposition otherwise titan b salt, or exhat Re
the fair market value of the obigatio., at the eim of Puch dlti111ti,,, t tfi-1:u1mis.
siont, or disposition. The basis of tile obligation shta! e the excoss of the, flice
value of the obligation over an amount equal to the Ineoue which woltid lhe
returnable were the obligation satisfied in full. .

Now, under section 212 (d) of the act of 1926, the Treasury Depart-
ment lield that the basis for determining gain or loss in the case of
installment notes originally received by decedent and collected by
the estate of the decedent or by his next of kin, after the distribution
of the notes to them by the estate, is the same as it would have been
had the decedent not died and the notes had been collected by hin.
In other words, if A sold property to B and received; under the act of
1926, 25 per cent or less m cash (under the act of 1928 40 per cent),
and the balance of the purchased price was evidenced by installment
notes, either secured by a mortgage or the (teed to be delivered upon
the payment of the last note, the seller would allocate the profit in
that transaction through the deferred period, putting in as income each
year the proportionate amount of profit on the installment received
during the year.

The Treasury Department hold the same position after the act of
1928 until a case reached the Court of Claims, and they held that a
decedent taxpayer and an estate were two separate entities and that
when a taxpayer died, all of the installment notes, at their fair market
value, became subject not only to the estate tax on that value but
also that the entire profit not accounted for in the installment notes
not paid became income for the year in which the decedent died.
This decision forced the Treasury Department to reverse itself and
overrule its solicitor's opinion heretofore followed. The opinion of
the Court was based upon the interpretation of 44 (d) of the act of
1928.

It is obvious that this has created a vcry serious hardship to many
widows and is confiscatory in many instances. For instance, a case
in point is that of Mr. A, who died September 26, 1929. 1 will say
frankly that it was this case that came to my attention and brought
me to the position of asking the committee, first over in the House,
to remedy what apparently was not the intention of Congress at the
time the act of 1928 was passed.

Senator HAtins. In other words, you are applying a different rule
to a man after he is dead, because even then the installment provisionapplies?

LIr. JoES. Yes, sir. In other words, the estate is penalized by a
debt.

Senator l{EED. The provision Was for an estate tax upol tIe esti-
Mated value of these deferred obhligations?

Mr. Jox;s. That is right.
Senator 1W'D. That is, soon after the death?
MIr. , Jo*s. That is right, and that is niot asked to be cliaiqed, of

course,
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Senator RE)Fn. And next they say for their purposes of the income
tax the death changes the rule provided by section 44 and all of the
face value of those deferred notes is to be treated its if it were actually
received in the year of the death?

Mr. JoNns. 'es. Only to the extent of the profit.
Senator RiE)n. I understand.
Mr. JONES. Yes.
Senator RrEr But the whole thing is treated as if received and

that proportion that represents an imaginary profit is taxed for that
year?

Mr. JONES. Income of that year in which he died.
Senator ITAtIUSON. What you meant to say, Congressman, was

that the note of the estate in that respect would be on the same basis
as an idividual?

,Mr. Jo~s8 . That is right; and I suggest the wording of paragraph'
D of the act so that it will not apply to installment transmission in
case of death and in order to protect the d'epartinent, the department
may require a bond from the executor or the administrator or the xext
of kin that they will make a return of the profit. as these installment
notes are being paid.

Senator HARRISON. I do not think that question was ever raised
when the Senate considered it in 1927 and 1928.

Mr. JoNt:s. I do not think it was considered, Senator. And I
looked up the reports very carefully and I do not think it was the
intention at that time to affect the transmission by the death. It
was the contention that where these installment notes passed to the
estate or to the next of kin the basis of the notes was to be the same
as it would have been had the decedent not died. This would be
confiscatory and discriminatory in great measure. That is the
reason I suggest the amendment that I have.

To come back to the illustration that I myself was particularly
interested in, this man held interest in nine mortgage installhneut
notes, .dated June 7, 1929, which nature serially one each six months,
beginning one year after date. The face value was $61,750. It
represents practically the widow's whole estate. The Internal
Revenue Department placed a market value thereon of $54,732,84.
Letters from 10 bankers placed the market value as questionable
at any value, inasmuch as long-time paper not acceptable for discount,
not listed, and no market value. 'Yet the Revenue Department
insists that the fair market value is as given above and requests
an additional tax under section 44 (4) of $6,787.88. The widow
can not discount these notes' can not sell them. The maker can not
pay the principal' in fact has asked for an extension of time on
part-principal. lad Mr. A lived, lie would have reported as income
the proportional profit on the tansaction as each payment made bears
to the whole profit, but because he died the installment notes are
appraised at a fair market value and the whole profit becomes income
for that year. It must be observed the taxes are on profit not yet
earned and there may be default in which event the installnient
notes would be wiped out and the balance of the profit likewise.

Section 44, as it was embodied in the act of 1928, is carried in full
and with the santa wording in U. It. 102343.

As I say, I imade a ttrehl study of the reports made by the com-
tmitteo of the House who this new paragraph (d) was inserted in
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the act of 1928 and am led to the conviction that it was not the
intention of Congress to effect the transmittal of installment notes
by death; that where these installment notes passed to the estate or
to the next of kin, the basis of the notes was to be the same as it would
have been had the decedent not died and the notes had been collected
by hin. I therefore believe that I am simply asking Congress to do
what it intended to do, clarifying paragraph (d) by inserting an amend-
ment at the end of paragraph (d), reading as follows:

The provisions of the preceding, paralzrapli shall not aplly to Ilie trankhis-ion
Oil :.Couat of death of ilistalliieit obligations if the execitor or administrator or
the ht-)eiietiarihe of the decedent file with the commissioner, at eticl tinite as he
may, by regulation, prescrie, a I)ond in sueh aviount anid with twehi sureties as
he iay deemll rWecesmaiy, conditioned ipon the return by them asq income in any
taxalbi year of the saine proportion of the listallmont payments actually reevivril
in sUch year which would be returnable as incoine by the decedent were he living
at the tine of their receipt,

It is the contention of tiue taxpayers seeking this relief through
your committee that a law which provides that "gain or loss resulting
from the transmission of installment obligations should be included
in the decedent's return for the taxable year in which his death
occurred," where such transmission is merely that of the passage of
his property upon his death to his executors, is discriminatory, and
may be confiscatory.

Article 863, Regulation 74, relating to the income t,x under the
revenue act of 1928 provides:

No taxable Income is realized from the passage of property to the executor or
administrator on the death of the (leecdetit even though it may have appreciated
in value since the decedent acquired it.

It is discriminatory to deny the benefits of article 863 in the case of
transmittal or passage of installment obligations by death to the
executor or administrator or to next of kin.

It is discriminatory to deny the decedent, his executors, or ad-
ministrators or next of kin the rights which the decedent had under
the law while he lived. Section 44 (a) and (b), revenue act of 1928,
provides that:

The taxpayer may retiirni as income therefrom in any taxable year that pro-
portion of the instihitent payvinvids n'etiily received in that ycar which the
gross profit realized or to be ieaiized when I payment is comnpleted, bears to the
total contract price.

It Is discriminatory inasmuch as it imposes an income tax on an
involuntary transmission of property through death. An "involun-
tary conversion of property" while living would not under conditions
prescribed by the commissioner result in taxable gain or loss.

It is discriminatory to exact a tax because of the transmittal of
installment" obligations when any and all other forms of property may
be transmitted by death without taxable gain or loss.

It is confiscatory inasmuch as an income tax payable in cash is
exacted as a result of an involuntary transmission which does not
convert the property into caih or its equivalent.

It is confiscatory because it exacts an income tax on a profit which
has not been realized and can not be realized until the deferred
pants fall due.

It is unreas(,nablo to cause an estate undue hardship by compelling
the sacrifice of installment obligations in order to pay an inconie t ux
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exacted because of the mere passage of such installment obligations
from the decedent to the executors or administrators.

I urge you therefore to give consideration to the suggested amend.
ment, as above, or such other phraseology as, in your opinion, will
carry out the purpose and intent.

STATEMENT OF GEORGE F. Von KOLNITZ, JR., NEW YORK CITY

Mr. VON KOLNITZ. Mr. Chairman and gentlemen of the committee,
I appear specifically on behalf of H. H. Do Loss, of Bridgeport. I ask
the considerations of the committee to the end that the following pro-
vision may be included in the revenue bill.

Senator IlAluoSoN. What section is that?
Mr. VoN KO4 NITI. Section 117.
Senator IIATtISO. . Page 101.
Mr. VON KOLNITZ, Yes, sir. And I ask that it be included either

in section 117 or a separate section, as the draftsman might think best.
The section is as follows:

Net loss for 1920. If for the taxable year 1920 a taxpayer sustained a ilet losS,
the amount of such het h41.4s 1hal0 be allowed as a deduction in computing nict in.
coein for the two succeeding taxable years in the aine manner as a net Ioss sun.
tained for one taxable year is uder the 1Yevenue Act of 1021, allowed as a deduhe.
tion for the two succeeding taxable years; and any tax paid in respect of income
for either or both of said succeeding two y vars which would not have been payable
had the said not loss or anly part thereof boon so deductible mtider existitng law
shall, subject to the statutory period of linitatons applicable thereto, be credited'
or refusded.

Senator KING. You want to carry that loss forward for two years?
Mr. VON KOJANITZ. Yes, 1920 being the only year since the act of'

1918 that the taxpayer is not perhtitted to carry forward his net loss.
Senator KING. Then people who have sustiliL'ed enormous losses on

the Stock Exchange could carry them forward for two years and
offset any gains they may imake'in their speculations hereafter?

Mr. VoN KOLNITz. That has been the law since 1918, on the theory
that there is no net income. Where a man has a loss of $100,000 this
year and a gain of a like amount the next year, he has sustained no
incolle.

Senator BINIJAM. I think, Senator King, this is not an attempt ts)
make a general change in the law. I understood you to say that it
applies only to 1920?

1Mr. VON KOLNITZ. That is true; and 1920 is the only year since
1918 in which a taxpayer has not been permitted to carry over a loss.

Senator BINlIAM. The only change you are proposing is for a year,
affecting 1920?

Mr. VON KOLNITZ. Yes, sir.
Senator BINGUAm. The fiscal year 1920?
Mr. Vox KOLNITZ. Yes, sir.
Senator KIG(;. It has not any relation in future?
Mr. VON KOLNIivz. No; it applies to the year 1920.
S'enator Ih:n, Let me ask you, how much did your client get back

in refund?
Mr. \VoN 1\,OLNITZ. About $25,000. Frankly, my client sold some

stock in 1920 tt a substantial loss. lie took his loss in 1921.
lie had a slight t(arryover in 1922. The commissioner audited
it in his report.4 and determined that the stock had, in fact,
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become worthless in 1920, and although he sold the stock in 1921 and
actually closed the transaction in that year, the commissioner held
the tax, and the Board of Tax Appeals sustained the commissioner,
and the court of appeals sustained the Board of Tax Appeals, tile
court saying that a man is not compelled to be an incorrigible o tunist
with reference to his securities. At any rate, the courts held that
because this stock became worthless in 1920 that that was the year
in which the taxpayer could have taken his loss, and not in the year
1021, the year in which t he stock was sold. Now that having been
the case, and the loss having been determined to have been sustained
in 1920, there is no provision in the law which permits such a loss to
be carried over into 1921.

Now inasmuch as 1920 is the only year since the Revenue Act of
1918 in which taxpayers are not permitted to carry over net losses,
I ask the inclusion of this provision in the act.

Senator CONNALLY. Let me ask you, everyone else settled on the
1921 law as written?

Mr. VoN KOLNITZ. I do not know.
Senator COXNALLY. You want us to make an exception in the

case of your client?
Mr. VoN KOLNITZ. My client, and everyone else who is in the

same situation.
Senator BINGHAM He is asking that it apply generally to the year

1920.
Senator CONNALLY. He is here representing a man who has ex-

hausted his resources in the courts, and he wants us to give him
$25,000.

Senator RmnD. The provision would be general.
Mr. VoN KOLNITZ. The provision would be general, and where

there is an offset one against the other, I do not ask any favors.
Senator CoNNALLY. This bill does not permit that, so why should

we go back and permit it where we are going to sock all these fellows
in this law?

Mr. VoN KoLNITz. Because I say that during the entire period
from 1918 down to date, it was allowed, except in the year 1920.

Senator CONNALLY. I know, but that does not change the law, if
it was the same law since Adam and Eve. Now you want to change
this so as to make an exception for your client.

Senator BiNGOIAM. He is not asking us to make an exception simply
for his client, but the provision would be a general provision.

Senator REED. Let me ask you, Would the statute of limitationsbar yoI ?.b.Yr. VoN KOLNITZ. No, sir. I have a very short memorandum

for the committee, in which I set out the proposed section, and in
which I say that any tax paid in respect of income for either or both
of said succeeding two years which wotdd not have been payable
had the said net loss or any part thereof been so deductible under
existing law shall, subject to the statutory period of limitations
applicable thereto, be credited or refunded.

Seiator R tED. Your case has been closed so recently that you
could still come il?

Mr. VON KOLNITZ. Yes; in the lInt four years, so I could still get a
refund.
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Senator RED. Would it be square to give you that without
oPeing up tile statute of limitations and noo let everybody else
colie in?

Mr. Vo. KOLNITZ. Everybody else under the same circumstances.
Senator (OEouE. As it was then.
Senator lt:EtD. I am told by one of the experts that if we opened

that up and gave everybody the same right that you are asking it
would cost the United States $50,000 000.

Senator Ki,. We had better make an appropriation for you of
$25,000.

Mr. VON KOLNITZ. I do not know the Treasury figures on it. But
I would say that you have some precedent for this, in that this
section 1003 as passed by the House contains substantially the same
thing, at least in principle; not in the same situation, of course, but
there it opens up years that have been closed.

'Senator BINGHAM. You do not mean 1003?
Mr. VON KOLNITZ. 1003.
Senator BINGATIM. There is no section 1003 in this bill.
Senator RI:D. i do not find any section 1003 in the bill.
Senator BINGHAM. It is 1103.
Mr. VON KOLNITZ. I do not have a copy of that before me. The

title is, Refund of Taxes for Taxable Year 1918.
Senator REED. That is section 1104.
Senator LA FOLLETTE. What page is that on, Senator?
Senator REED. Page 304 of our print.
Mr. VON KOLNITZ. The report of the hearings before the Ways

and Means Committee disclosed a situation not unlike mine in princi-
pie, where a specific taxpayer was involved. I think the amount of

is refund was some $40,000.
Senator KING. We shall have to study that.
Senator CONNALLY. That is a joker that helped some individual

case, is it not?
Mr. VON KOLNITZ. Yes; apparently it is.
Senator CONNALLY. And you are invoking that joker to help -'ou

through.
Senator REED. We are very much obliged to you for calling atten-

tion to it, anyway.
Senator KING. Yes; you have earned $25,000 for that.
Mr. VON KOLNITZ. I do not know whether mine would be called

a joker, or not.
Senator GonE. You figured it is a tragedy, instead of a joke?
Mr. VON KOLNITZ. At the time of the passage of the revenue act

of 1921 the law with respect to making a deduction for stock which
became worthless in a given year was, at least, doubtful, The first
regulation of the Treasury on it provided that a taxpayer could take
a loss for worthless stock which was ascertained to be worthless,
and charge it off in i particular year. That regulation was subse-
quently amended by providing that you may tak a loss for stock
which was ascertained to be worthless, but which actually became
worthless in a given year.

The CiAIlimAN. I our time is up, Mir. Von Kolnitz.
Mr. VON KOLNITZ. I have a short statement, Mr. Chairman.
The CHAIRMAN. You may put that in the record.
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(The statement presented by Mr. Von Kolitz is here printed itr
the record in full, as follows:)

STATEMKINT SUBMITTED BY GEOIIUE F. VON KOLNITZ, JR., ESQ., ON BEHALF
OF If{. H. lDlrloss, OF BRIDUR PORtT, CONN.

lit every revenue act since that of 1918 Congress has consistently followed the
policy of permitting t taxpayer who hits sustaiued a not loss in one year to
recover suchk loss front ineo in the succeeding yor or years, before subjOcting
tha latter income to taxation. This policy Is based on the sound legal, economic
and moral ground that nothing should be taxed as income unless aid until the
taxpayer has it trtith aid ilk stlihsttie experienced a not gaill. Where it tax.

ryer suffers a loss of $100,000 this year amd a gal of a like amount next year,
early he haes merely made himself whole. lie has become possessed of no; net

income which should be taxed.
Due to the peculiar provisions of the revenue act of 1918, which was enacted

at a time of great niatioial stress and therefore could not be drawn with the care
which subsequent Lcts evidce, tltx payers who sustalted a net loss in 1920 were
not permitted to carry over such a loss and offset it against positive income for
1921 and 1922. A tiaxpiar who sustained a net loss for 1919 was permitted to
offset it agaitist inCowe of 1918 and/or 1920. For 1921 and subsequent years net
losses were allowable deductions from income in the two succeeding years. The
injustice of this situittion with respect to taxpayers having net losses in 1020 is
obvious, tial It is ttcotirdtltvly sought to remedy the same by including in the
present reveiue At the following section:

NET LOSS FOU I0O

If for the taxtblu '%ear 1020 a taxpayer sustained i net loss, the amount of
smll net l-4 shall be allowed as a deduction In computing miet income for the
two suieceeditg taxale yeirs in the smuno inaiier as lnot loss sustained for one
taxable year is, iider eli reventie aet of 1921, allowed as it deduction for the
two siicceedint taxable years; and aniy tux 1 paid in respect of income for either
or both of sidh siucceeding two years which would lnot have been payable had tile
saidi n1t 103.4 or 11k)' lhtrt ttlereof been so (Iedtictible under existing law slirll,
subject to the statutory period of llimitatiois applicable thereto, be credited or
refuiled.

STATEMENT OF FAYETTE B. DOW, WASHINGTON, D. C., REPRE-
SENTING THE AMERICAN PETROLEUM INSTITUTE

Mr. Dow. M.r1. Chairman, the other day I yielded my time to Judge
Anes, We had not reached the point of this tax, and I have i state-
inent which I will put in the record.

The CIAIiMAX. Put it in the record either following hWs testimony
or at this point, if yo wish.

Mr. Dow. I wilf put it in the record at this point.
(The statement presented by Mr. Dow is here printed in the record

in full, as follows:)
STATEMENT OF FAYETTE B. DOW, REPRESENTING TIl. AMIItCAN PETloLEUT '

INSTITUTE

Members of the Finance Committce of the Senate:
The Amierican Petroleum Institute, reltreseitiig the oil industry of tle Ullited

States, desires to call your attention to the cianlge ill the existing law rtlativte
to credit for foreign taxes incorporated fit action 131 (b) (1) of the proioised
revenue act of 1932 (ti. I. 10236), and to give you our resoi for telileviiig
this Change II 1oulld and incquitable.

As you ktiow, thie plrlit hiw ($st~e 131 of the revenue act I 1928) proviesti
that American coneris etigageil it foreigi trade tire entitled to claim endit, in
part, for the iicmtii taei whih lthev are requitl ti pay ut foreigii routrie
tlti their itcoUe e varied abiild. Tis crldit is lhiited io tll Alliittilit i!ot in
excess of tle tax h-vies is! the Uittl tates utt ttitiimny's total fouriti hi-
Collie. ', ris !ro isi.,n of the law his ibett ill totillikioils cister'ce for the past
14 years, awli has ,iecm, ioisi.sttv ialy rtt ogtiitied b) C rsmm *Al not ouy jum itt!!
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Pro)or, lit as vital tot the devel(Ii)IlwIt ai sveiirity of Anerica foreign tra h,.
In either words, ('iiIlres has repittedly said, to American industry in every
reveltil law enacted shice 1918: If yoi will develop h and proniotto Alleria an
foreign trade, we will assire you thati to the exteit yol have already pnid in
linltolme tax abroad on the Income (lerived front suit trade, we will not I(.Vy a
filrther tax against such income ili tile Ulttited States, ules t1e total allioilnt
of steelh foreign tax payinieltH is less thanc the tax levied iln the United States (in
-olr total foreign illeolne.

The House bill, H. It. 10230, in its present form, however, by section 131 (b)
(1), changes the existing law so that American concerns engaged in the promotion
of American foreign trade will have to pay not otily the total foreign taxes levied
on their foreign income by the foreign countries buet, iii addition, pay to the United
States Government a tax on any part of such income as has not already borne a tax
abroad equal to that levied it the United States, despite the fact that, as a whole.
the company's foreign income may have already been subjected to foreign income
taxes in excess of the American tax rate.

If this proposed change should become law, it would result in American com-
paies operating abroad beinl in a much more unfavorable position than foreign
companies operating outside of their respective countries. For instance, the
French income tax law exempts entirely from commercial profit or income tax
earnings derived from operations outside of France, This is true of practically
all of the major foreign countries, either as a result of statutory provisions or
various reciprocal trade treaties entered into. The purpose of the original
enactment in 1918 was, without question, to foster foreign trade and commerce
by enabling American individuals and corporations to engage in business on an
equality as to taxation with their competitors. Thu,% an American corporation
establishing a foreign, necessarily subjected to at least the same local taxes as its
competitors, even in the absence of discriminatory burdens, could zot ordinarily
carry on business in the foreign country profitably if the income from such busi-
ness were to be further subjected to st additional tax in the United States; and
no doubt thin exemption from double taxation has been, in a large measure, the
cause of the tremendous growth of American foreign trade in the last 14 years.
The United States has lost nothing by exempting the foreign income from Ameri.
can taxes, because without the exemption there would have been no such income.
The Titite( States, however, has beelt the gaiter, both froci the additional wealth
brought into this country and from the sAtrtaxes on this income when distributed
to shareholders of American corporations.

At the preseiit time American enterprise abroad is extending with unproce.
dented burdens and discriminations which make their continualce both difficult
and )roblematical. To add to these !ourdetis by what is in effect, a new tax,
will certainly discourage and probably prvett aiy extension of foreign bustlnwoo
and may even prove the last straw to niaey already overburdened and struggling
enterprises. If American trade carried on by Americas is to coittmoe, it ilst
have some reasonable assurance of perlaneec and not 4 subject to teiexlete4A
tax bIurdecs and changes.

Foreign trade, like domestic trade, should be considered as a whole. The
bitter inamt be takelk With the sweet and tile 1)lited States shottld he glad it P
Company which 11wakes earnlings ine toe country is willing to tisc its earins.in
carrying ol at a loss iln Other coutitrits ili the hopes that itkore tratle will develop
and tore American gootids le sold it tho futr , rather than lMcnaie. tile el Nit*
rtutiles doing lusin-ess in at lnuilter of oreligi countries ity driving thein ott of
he countries witere tile Imhllf is beilng varritd on It a t l ot r t V4 Ia margiti

of cost.
if foreign trade develkpsit should develop peogratdekiadll fatherr thant Iy tie

bultidarlesA of countries. 1mkill\eov, ll aly %\ide~lroatd ft lgtn buti stl tllre
are nearlv alwa s tlis.strous oniion o in lO11 part of t10 world, svwc! fi tile

'1,4111 tiro, the Jalmaese varthqltake. war, oxtoettolsv hal Io oal, anti th like,
ted tei exporter to survived i% situch countries* imit e taIlde to balatW e titie s

Il one t'oieetity apginst biter oidiitns i loss d ,4tii0 euumelrivi Tie
ipl rtanet itq e tIolx is not so mcih whether Amwriean trade shoidl 1w phlDnmteld
IW t lntrtlultar cuntry ias it I# tlhat Alnkerlical xiisdA shoedtt h I* o\ Itrtl tri,% th I
Ulniettl towts, kovlhlig opl, iltldotrv ill tht tireetkhl 611%e awi th trdi mlech
shuocld b. a witt .lllas% possible a('o rating usielile c iml I ic oie lorhitvagainst te~nuporrrlly stahli' et oidhl itms incctler part,

Thle ontvri'011o 01t seectic 131 c(6) M o4 1, It, 102.11 4%re itat toidy eet414cad% Att
IlArtie'llariv tililo'rous ati th itme Nit t re tiiwelkiktnt 'ur an iateptthlloio,
Intead of Oc,\eetrilo I the e qmcsion of oor foc'vl it wiArts, if plae's n leeo nehulO
on Mloir ne~triketjlt *1 his ilit kst rati~~ bk. thI rtk 6 Io %g w e e4 of t i o

tn va r-4 A ntMe 11;
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Amount F'oreign Amount ForelKr

$nu1roo of 111con)T1P

Argentine.... 1,000 None ...
Vl~non of South ... ...... $2. (A) $250

Inio 911ta t'iX 11foroi ereidit (at 13) j per cent) ............ $tuz ...... $(m .....
Prioportion* of fOIKlg ijioIio to totill Income... .-... ~.....1 2 .*.... .. 4 .....
Credit for forelils taxo~ under gooe. 131 of It. HI. 102m ......... $lab .... ~.... v .....

Thili 14. whoO (Vt)I0f4 alld liro~motes Amearicani foreigni trade lit 04I1V olke foreign
markett, Is pserzzitted to rttroave 4hiiw0st twice as great ervilit et A, adtI~oitgh A
has the saili alotlilt of forehito hIncomeo a 1B, has paid the 5atfie a14t1t1 of foreign
tmesO, and IF eli)gai~( i developing atid promiotht Atitericaui foreignt trade In

twic asitiny or~~n arkts.Two restilt, of course, he just the reverseof what
it should be. it, k. itiorover, directly contrary to the policy and 1 )rovisioiis of
the existing act (sec. 131 of revenueo Set 1928), In aaeordane withI which the
taxpayer who 01( %etops auid promoktes American~ foreign trade lit the greatest
nmler (if fowiau ,uarket-A receive the greatest. creit, It mmseeulear that A,
who is tingaixed iii (levt'1oligI Ad pirouothig Ainrcrieai forehtt trl'Alit twim as
mhativ forciaik iiarkets as Hi. who has the same amount oft forte hv'illit)b m H.
and Las Piald the' samue amount of fw'migt lIncomet taxes, should roteive edlit foir
fhUotIgt taxes at Iuaot kX1tial to I hast relvedl hy 1H.

H, R,. 102341, lit cli npbt the present tvedlt provisis of the 1028 act for
Atirtil taxes, wokld ut'erate to Isroloiug tho present 41opessloI alnd Incease Its
liktntesitv. 0111' foevgn 11arkets art' slreatt prostrate, abtuost pAralysed, both am
to oqtit aid 111iprt Weltl~$ Wti tWIt reMvive those niarkota', V0u11 that .aII
hail 6(vil achueved, iurlis 111t1uiueta will C'411101411 to pile lip, ixonntlity plev-'I"
will remlainl low, A'kd hosites wovory wviIl bto defe(rre

Am advtld I y I ho4 tVidtit ItaSI( Itturien litCnuuee I IU4t
tikk h4aoblldt %4h tf epots 041Wmtixet NtOeR Into oilkl4oynueiut for 2"U10,M)

fllilo vtsle k mltva ilk 010t lVAt *0ven VOWN has itetrtefkt 1*1 itsef u liveti-
IM041 foir V41401 40I1044 iou t ailies in t hp t11utedl States, AnI i adtloik to
~ttw', 400k115t twnIo f4toldite5 ilot 041pmojl kt ilk~ Op4 4~t tui1111%ite f rt(4 tow
1400tfrllikk ThO far04 1404 its 114tor wo.rko4 t64 his jt idltio thy r**%t %vf their

Of 4l44414ft (44h'4 llk 44 41v ivgi mim 4vol, tthe IkkAkenk 064t0441 thi t4404%
toNt00w t %v* wkwv*~ Ilk~ 1 ON4~ ~twI14 iow 14Ak wtr~ IsA tiolt

4h4' ~ liko t~ koe Vii utv't *~a6% 1* touu41
04 44 44 141 v, 04k4 fiv4o oltt44 W h'5 Avokkoll 4 ha t 44141 In
0 4 14% ' '4I 41 k~ 4141 t414 MWO 'v'n I1, ~ t~

oV44444k 44444 4k 444~ 61%4 44\~ 4 ItA A W 044~ WVV4%14Itk IAM44% NO444*4'4 4V4ilk

M,44 464 i I mlk' kL U k1 ilk I~w ok 4*v v,VL J'k~ ,-. 4Ir '1~ 444~4~4nV4v444

44'Ik A"OWt4%0AMiww Ikwv vAki k w

k4'4, ~ ~ I, 44v t 444444444 04AA W ke4 k4 W1 1l44 '44k 4
4k k 4W kA'4%4 ~ k '44444.44 w444 i
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must be added to the cost of the domestic production, and thereby decrease
the domestic profits.

It, is apparent, therefore, that this projioscd change hi the law defeats its own
purpose. Instead of increasing income it, operates to decrease both the foreign
profits and the domestic profits. At the stuw ti e It wotil(I otilv serve to prolong
tile derslsion and would, in accordance with the tteieni-it of Oie Diepartmient 0
Commlerce, keep millions of people out of work.

As stated above, the provisions of the present law, section 131, allowhIg credit
for foreign Incone taxes have beel in comitinuous c'xistii.C( silce 19)18 (with Slight
itoditications illade in til 1921 and 1928 acts), and during that time American
foreign trade has progressed and developed is It lias iievt'r done tit, any other tieo
ill the history of this country. If 14 years' progress hi the furheir'c of foreign
trAde Is not fo bo jcojpardized, alid if American business aroad is to he pciraitted
to coiiete with foreign enterprizes, it is imperative that .Auirican Com1ipieii.11
dlig iusinness ahirotd lbe given at least the samue prioutctilli t home1, that they
liae had under the present revenue act. At a time whei A limerican foreign
trade is most it need of encourageleit, and Atl, i time wilil burdmlli of clepWi~tted
currency and retaliatory tarit walls snake it most dilticilt, aiaiatt impossiLle In
soie eases, to carry on foreign trade, it would be i pity if Cumagmiss should show
so little concertinfor the welfare and furtherance of our country's foreign trade it
to take away frtiim that trade (so vital to the well-behig amid prosperity of our
country) the rM44 which past experience ihas shown w a iritristiluit iitcd, and
the worth of whilcl h1a conclusively been proven by the rvcor~l of the past 14
years. Certainly it is not wise to clhoose the worst l,6il of thet worst depressioni
iMlt we have eve~r experienced tis tile time to disrupt I iat part of our conimnercill
miacil tierv ol which we most directlv rely for tie. tirt hieruiiec of our foreign coma.
mercy. Father than decrease the benefits to lie granted Anieican foreign trade,
Congress should exempt such earnings from all tax iii the Uited States, Such
exenllmptioi was proposed and seriously coisidered I). Cogligre. at the tile of the
pa age of ti revenue act of 1928.

To stum pi: If this proposed chllge IN the law Sl1hii laceonilie effectivte-
1. It \vo uld cause American comm panies operating abroad to ,v in a nmlh Ioro

lifavorlthlo plitll than llcoliaiics of other coiiitrie'. with \whil thoy have to

I. It would ollerate to rttrict o ir foreign tradi tlt I . tiiviirt of individual
e'01iitrIes, AI this at a tne whmei lltime develiioiiett oi' woriklo"ide iarkts Is
tiiusit !tmleeu

3. It toimld msilt i irmtrimlimttloiid n ihqtuUty hid1\\t i Anicrigi coicri

4. It \\tli tellI t h p t p*s" In the I 'itd States anl
ticti(m ,e its i nssl t . ...

ft It tead of loilVSA1a taah inmluo It Wmots 000# to dt,'rVW44e Imth tti
foreign i'rti !tits anid! lt dotawaldt pw..til

InI \i'vw 4 the vital ItM1fIoi th& ititter Ito theH n2 tit i and toei0i0AI
kth oir Ntit, thei A,"I! NtwIw 1m  li~rltu iliii* 4VfP % 't4 toi t!
!tilmi th ali Ii tthe lw l es *t'ttllliid 11! .D!l ~I'he ic! tmtlt*
rvomtemud,\i! !i t !thituin~tIoi 131 t! b slir tn lteti bi~,ill tha'e' tn~ig itl
Oiw pt\ iuik ul W4itl 131, of (to 00% jl4W 0V* flvv'4u4 4444. *ititt 411 lil'ti
\t1itt ixis0ue mw of i th. vt ofttd IOWA$i

tt u t 'V w* htt W t4 lb ko t'4
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tax on the enterprise is not in the form of ito income tax, a large Anmerlcvn Iii iojne
tax may also he imposed on it part of this foreign Incon, dvsplte the fact thltt 0s
a whole, It has already boon subjected to taxation in excess of the American tatx
rate.

In Its present form. the act 0.iso, by section 23 (c) (2), in effect does awity with
the right to deduct the excess of the foreign tax.

These amenddments, alth iogh In form restricting a privilege as a prcti:,l
matter, Impose an additional tax on itc-one from rorelmn trades and ln1i1sKsses
which were embi asked Upon in reliance om the coitiitunce of the existing law,

At the best, t .e change will work a hrdshi . At the worst, it nuti, under
present adverse conditions and the increasing idisrlinination of foreign govern.
ments against American trade, render our foreign commerce so unprofitable as
to cause it to cease, with the resultant loss (if the investment involved and the
attendant diminution in the revenue heretofore brought here from foreign coun.
tries.

The purpose of the original en actment in 1919 was, without question, to
foster foreign trade and commerce by eiicaling An erican individtivls twd cor.

orations to engage in business oi an equality a tu taxation with their conipeti.
rs. Thus, an American corporation, establishing t foreign bra,1ch, necessarily

subjected at least, to the same local taxes as its competitors, even in the idwence
of discrininatory burdens, could not ordinarily carry on business in the foreign
country profitsbly if the income from Fuch business were to be further subjected
to an niditionv] tax iv the United States; atid no doubt this exemption front double
taxation has !been in a large measure the cause of the tremend;'us growth of
American foreign trode ini the last 14 years.

The United States has lost nothiig by exempting the foreign income from
American taxes, because, without the exemption, there would have neen no such
Income. The United States however, has been the gainer both from the addi-
tional wealth brought into this country and from the surtaxes on this income when
distributed as dividends to the stockholders of American corporations.

Froin the standpoint of the United States, it is immaterial that some part of
the foreign income has not been subjected to income tax, where the tax on the
balance of the foreign income has exceeded the American tax on the whole; and
In many instances, it will be found that where a foreign country has imposed
no income tax as such, that the income has been in fact subject to a heavy taxation
in the form of turnover taxes (France), or other business taxes, which are not
construed to be income taxes and which, therefore, can not be allowed as a credit
under the terms of the existing law.

At the present time, American enterprises abroad are contending with unprec-
odented burdens and discriminations wdi mih make their continuance both difficult
and problematical. To add to these burdens by what is in effect a new tax, will
certainly discourage and probably prevent any extension of foreign business and
nay even prove the last straw to many already overburdened and struggling
enterprises.

The amount of revenue which might be derived from these changes in the
laW, even if they have no ill effect on foreign trade and commerce can be but
small in the agregate, however burdensome and harmful the additional tax
may be in any individual case.

I, oi the other hand, these changes have the effect of diminishing the amount
of foreign income brought into this country, they will further retard recovery
from the existing financial depresssion and defeat their own purposes by dimin-
ishing the income of American corporation, which distributed in dividends, would
have been subject to surtaxes.

It is even possible that American corporations having foreign subsidiaries,
might transniit income to this country only from the countries where the income
tax rate is greater than tho. American tax, allowing the subsidiaries in other
countries to accumulate their income until such time as the burden of taxation
in the United States decreases, with the immediate result of diminishing the
usual flow of their income int this country.

The taxation of foreign conimerce or business is, in principle, similar to a tax
on exports and open to the same objection. Each tax represents an obstacle or
an obstruction to the outflow or unusable surplus-in the one case of commodities,
and in the other of business activities or capital which can not be profitably
employed in this country.

On the other hand, the income resulting from each represents an increment to
the wealth of this nation, whereas the income from domestic business is fre-
quently merely an exchange f wealth from one hand to another.
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The history of the supremacy of the great commercial nations of tile world,
from Carthage to Rome and from Venice to England demonstrates the close
relation between the growth of the nation's foreign trade and the increase in its
material prosperity. That any obstruction or hindrance should be placed on tile
continuance of growth of our own foreign commerce is deplorable and unthinkable.

XMORANDUM CONCERNING CERTAIN REQUIRED CHANGES IN THE REVENUE
ACTS RESPECTING THE JURISDICTION OF TAX SUITS AND THE STATUTES
OF LIMITATIONS

The absurdities which now exist in connection with the jurisdiction of the
courts of the United States Board of Tav Appeals in suits Involving internal.
revenue taxes and in connection with the statutes of lmitations respecting refunds
and deficiencies make it manifest that some changes should be made in the sections
of the statute relative thereto. A few illustrative cases will adequately present
these absurdities.

Case No. 1: In this case the taxpayer in 1927 paid certain additional taxes.
He filed a claim for refund in 1928 in which lie claimed that the Commissioner of
Internal Revenue had failed to allow sufficient depreciation on assets. The
claim was rejected and suit duly filed in the Court of Claims upon the grounds
stated in the claim. After the case was tried by the Court of Claims, but while
the statute of limitations was still open for filing further claims for refund, new
facts came into existence which had the effect of entitling the taxpayer to an
additional refund upon anothLr, and entirely different ground. The statute of
limitations was still open for filing claims for refund, which claim was filed.
The Treasury Department and the Department of Justice now claim that no
relief whatever is possible on this claim. They say (1) that the suit before the
Court of Claims definitely disposes of the entire taxable year involved. The
absurdity arises front the fact that the new issue could not be raised in the suit
before the Court of Claims because it had not been expressly stated in the first
claim for refund. (2) The filing of the second refund claim was entirely legal and
within the statute of limitations, but the government contends that the question
therepresented has been roe adjudicata in a suit in which tile issue therein con-
tained could not even be raised.

Case No. 2: In this case a taxpayer paid his income taxes in 1922. Within
the statute of limitations lie filed a claim for refund claiming an additional credit
for foreign taxes determined subsequent to the time the return was originally
made. The Commissioner of Internal ue waited until the statute ol
limitations for filing new claims allowed in full the credit
claimed for foreign axes, ut issues ot theretofore
raised and disallowed all ties claimed in the
return. The taxpayer g a suit to
test this action because e claim. In
other words, the stat the oom e all claims
for refund simply 0 #t t of for filing
new claims and t questions
which will wipe o d. q

Case No. 3: Ire the return in March,
1921. Waivers h im
making addition Unde to filing
such waivers and untl
April 1, 1928. iienoy
in which ho dis notice,
and disallowed of f these

issues had not b b and he
had failed, there claim XPYer properly
filed petition bef rd of I board rized by
law to consider al a tax of le year in
which the decision i tion V payment
or refund. Despite e equiv aj s worthless
because the refund ce

Many other cases co s which might
arise under the statutes es are due to the
fact that the sections of upon refunds and
deficiencies and to the jurisd rts have just grown
up piece by piece without any a uniform, comprehensive
system dealing with the whole subject ion. Thus the jurisdiction of
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the Board of Tax Appeals dealing only with de.eieoncies has been imposed upon
the reexisting limitations provislons relating to both refunds and deficiencie,
an~d both of these have been superimposed upon the rules of law applicable to the
jurisdiction of the courts in suits for the recovery of Internal revenue taxes. I
will consider first the statute of limitutions.

Some basic thinking is necessary in connection with the statute of limitations
rather than the present tendency to add a phrase here and a section there. There
are no morals connected with a statute of limitations. Its sole and only purpose
is to finally dispose of cases. If the statute of limitations itself does not finally
dispose of the case, it accomplishes no purpose whatever. It is manifest that
the statute of limitations as it now is written regarding tax returns does not ac.
complish this basic purpose. For example, there is the provision as to waivers
being filed. This keeps open the case for the purpose of determining an addi.
tional tax, but other sections of the statute close the case for the purpose of
refunds. As long as the case is pending at all it Is utterly impossible for the
taxpayer to file claims for refund ail prophesy all the grounds which might arise
during the audit of the case before the department and thus protect himself by
filing claims which state the grounds upon which the refund is to be made. If
the case is opet: for any purpose, it should be opened for all purposes, because
if It is open at all there is no justification whatever for a statute of limitations
which does not have the effect of finally disposing of the case. Thus, no State

& legislature would ever think of passing a statute of limitations which entitles the
purchaser in a contract to five years within which to bring his suit for the goods
and the seller only three years within which to sue on his half of the contract
for the sales price.

In -addition, it should be borne in mind that the basic reason for a statute of
limitations is to bar a suit in court, not to affect the rights of the parties after
they get into court and obtain the judgment. The vagaries of the present statute
of limitations have the effect of entirely vitiating certain Jud enis of the Board
of Tax Appeals in cases where the case is validly and legally before the board for
trial. The statute of limitations should be directed against the determination
by the Commissioner of Internal Revenue which forms the basis for Jurisdiction
by the Board of Tax Appeals. If his determination is validly mcde and the
case timely filed before the board, the entire case should be open for whatever
determination the board may make upon the merits,. In other words, if the
statute permits a suit to be litigated before the board at all, it should permit it
to be fully litigated. I

RicOMMUNDATIOW No. 1

The second sentence of subdivision E of section 284(a) of the revenue act of
1926 as amended by section 807 of the revenue act of 1928 should be repealed
as to cases still pending or hereafter instituted. This would leave only the first
sentence of that subdivision, which provides:

"If the board finds that there is no deficiency and further finds that the tax-
payer has made an overpayment of tax in respect of the taxable year in respect
of which the commissioner determined the deficiency, the board shall have Juris-
diction to determine the amount of such overpayment and such amount shall,
when the decision of the board has become final, be credited or refunded to the
taxpayer as provided in subdivision (a)."

Under this section as thus amended no other cases could be brought before the
board than those which may now be brought, in other words, there would be
allowed no litigation which is not now allowed. The elimination of the second
sentence, however, would base the jurisdiction of the board upon the broad gen-
eral principle outlined in section 274, which is to redetermine the entire amount
of tax shown by the return in dispute. The second sentence of section 284 (e),
which it is recommended be eliminated, provides:

"Unless claim for credit or refund or the petition was filed within the time
prescribed in subdivision (g) for filing claims, no such credit or refund shall be
made of any portion of the tax paid more than four years (or, in the case of a tax
imposed by this title, more than three years) before the filing of the claim or the
filing of the petition, whichever is earlier."

This sentence does not serve the primary purpose of a statute of limitations
because it does not finally close a case nor prevent litigation. It merely places a
restriction upon the effective right of the board to fully redetermine the correct
tax due after it has the case validly before it. Similar adjustments should be
made of the estate tax provisions and of section 322 (d) of the revenue act of 1928.

The second great weakness of the present statute lies in the restrictions upon the
jurisdiction of the courts to hear suits for the recovery of internal revenue taxes.
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Section 3226 of the Revised Statutes as included in section 1113 of the evenue
act of 1926 requires that no suit shall be brought until a claim for iefund or credit
has first been filed with the Commissioner of Internal Revenue. The purpose of
this icquirement is to give the commissioner an opportunity to allow the refund
before going into court. It is a wise provision. However, the courts have injected
into this section of the statute a further restriction which produces the absurdities
noted In the above illustrative eases. The courts have held that the precise
ground upon which the stilt is based must be stated in the claim for refund or the
court will have no jurisdiction to consider the case.

This rule is a heritage from the simple conditions existing prior to the enact-
nent of the complex income tax acts since the War. It may have served very
well where a return was capable of producing only a few simple questions which
could be foreseen by all the parties and protection taken. It does not, however,
wrok satisfactorily tinder statutes so Involved and so complex that it is humanly
impossible for the taxpayer to foresee all the questions which may raise during the
tendency of the suit before the Commissioner of Internal Revenue. As has
been shown in case No. 3 above the commissioner has a perfect right tinder the
statute to delay the consideration of a valid claim for refund until after the
statute has expired for filing further claims, and then arbitrarily disallow many of
the reductions claimed in the return, thus precluding the taxpayer from any
consideration of those deductions in the courts. Nor-is the purpose of Section
3226 of the Revised Statutes ap liable, because in raising new questions and
disallowing further deductions after the time for filing refund claims has lapsed,
the commissioner does consider those new questions, which is the purpose of see-
tion 3226, but precludes the taxpayer from his legitimate rights..

Here must be noted an important distinction between the Board of Tax
Appeals in suits involving additional taxes and the courts in suits involving
refunds. The board is given the broad general jurisdiction to consider the whole
tax return and redetermine the correct taxes due. The courts are given jurisdic-
tion only to consider the precise questions raised in the claim for refund. There
should not be this lack of uniformity. A tax case is a tax case and inevitably
involves the entire tax return from which it arises. The jurisdiction of tte
courts should therefore, be made analogous to that of the Board of Tax Appeals
in that they should be authorized to consider the whole tax return once a suit comes
before them. The courts should consider the entire return and determine the
correct tax due upon that return regardless of'how it affects the parties. The tax
return upon which the tax is computed, not the issues, should govern the juris-
diction of the court.

RicomMENDATow No. 2

It is therefore recommended that the existing statutory provisions be changed
where necessary to conform to the following provision:

"Where the taxpayer has within years after the payment of taxes
imposed by this title, filed a claim for refund or credit, the commissioner shall,
after consideration of such claim, mail to the taxpayer by registered mail a notice
of determination of the total tax upon the return in respect of which such claim
is filed.

"(a) If such determination results in a deficiency, such notice of final determi.
natio'i shall be deemed to be a notice of deficienci as deined in Section 274(a),
and the taxpayer shall have the same rights and privileges to file a petition with
the Board of tax Appeals as provided in section 274, 283, etc."(b) If such determination finds an overpayment or finds that there is no
overpayment or deficiency, thus resulting in a rejection of the claim in whole
or in part, the taxpayer may within six months from the date of suuh notice of
deterininadon bring suit foi the recovery of any taxes paid upon the return in
respect of which the claim was filed.

"In any case in which a stilt for the recovery of internal revenue taxes is pend-
ing before the courts at the time of the enactment of this act and in which final
decision is not rendered until after the evactment of this act, and in any cases
hereafter brought for the recovery of such internal revenue taxes, the couri before
which such stilt or proceeding is brought shall have jurisdictio- to determine
the correct tax due upon the return filed in respect of which such suit is brought.
If the court finds that there is due a deficiency, the apiount thereof shall be
assessed and collected. If the court finds that there has been an overpayment
of taxes in respect of the return, the amount thereof shall be refunded without the
necessity of fillig further claims."
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The foregoing provisiotns will have tile effect of placing the courts and tile board
on the same basis. In other words, if a suit is legally instituted it will be a suit
based upon the return which has been filed, and the Judgment of the board or the
court %il be to finally determine the taxes due on that return for all purposes.
It is manifest that the jurisdiction of any court should be based upol the ilistru.
ment out of which the litigation arlses--ii this case, the income tax return,
The mere Issues which might be raised should be a matter of pleading.

One other worthless section will be considered. Section 608 (b)2 of the reve.
nue act of 1928 provides that the taxpayer and the commissioner may enter
into an agreement to suspend the statute of limitations for bringing suit "to the
date of final decision in one or more named cases." The purpose of this section
is to prevent litigation when there is a case pending before some court whicli
will decide the question in dispute. The trouble with the section lies in the fact
that the statute can only be suspended until the date when the final decision in
the pending case is rendered. In other words, the statute provides that you may
suspend the statute of limitations in order to find out what the decision will be
in some pending case, but that after the decision has been rendered, you can't do
anything about if. RECOMMENDATION NO. 3

It is therefore recommended that the phrase "to the date of final decision ,

in one or more named cases" be amended to read "to a date agreed upon not
more than six months after the final decision in one or more named cases."
This will allow the parties to agree to suspend the bringing of the suit, find out
what the decision of the court is in the pending named case, and then have time
to bring the suit.

Respectfully submitted. R, KEgMP SLAUGHTERB.
HUo C. BICKFORD.

STATEMENT OF E. G. BUCKLAND, NEW HAVEN, CONN., PRESIDENT
OF THE RAILROAD CREDIT CORPORATION, CHAIRMAN OF THE
BOARD OF DIRECTORS OF THE NEW YORK, NEW HAVEN &
HARTFORD RAILROAD CO.

Mr. BUCKLAND. Mr. Chairman, my name is Edward G. Buckland.,
I am president of the Railroad Credit Corporation; chairman of the
board of directors of the New York, New Haven & Hartford Railroad
Co.

I appear in behalf of the Association of Railway Executives, which
represents substantially all of the class I railroads of the United
States, whose revenues aggregate a little over 08% per cent of the total
revenues.

I shall only advert to two points in this tax bill, and will call atten-
tion to section 141, subparagraph (c), page 109, adding to the rate of
taxation upon the net income of corporations an additional 1)J per cent
tax in case such corporation makes a consolidated return.

I wish to point out that this addition of 1% per cent tax is not likely
to result in substantial additional revenue, excepting in the cases of'
corporations'like interstate common carriers by rail, a change in whose
corporate organization is subject to the prior approval of-the Inter-
state Commerce Commission.

Corporations other than those subject to such regulation are at
liberty to change their form of organization and to absorb into them-
selves affiliated corporations and thereafter make a return for the
reorganized corporation, upon which the 1 per cent additional tax
would not be assessable. In the case of interstate common carriers
by rail, subject to the provisions of the interstate commerce act, cor-
porate mergers or consolidations may be made only with the prior
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approval of the Interstate Commerce Commission. For years, many
railroads have been, through subsidiary compaines, operating prop-
erties, the operation of which they would discontinue because of the
losses sustained were it not that the public interest requires such oper-
ation, and that they may not abandon such operation excepting with
the approval of the Interstate Commerce Commission.

I quote very briefly from section 1 of the interstate commerce act,
subparagraph (18):

* * * No carrier by railroad subject to this act shall abandon all or any
portion of a line of railroad, or the operation thereof, unless and mtil there shall
first have been obtained from the commission a certificate thltt the present or
future public convenience and nvcessity permit of such baitidoniniit.

That is the law to-day.
Senator SHOItTRIDGE. Whether it is profitably conducted or not?
Mr. BUCKLAND: Whether it is profitably conducted or not.
The reason for this is that the character of transportation has

materially changed with the advent of improved highways. There
are many tap lines and logging railroad companies which have for
years been operated at a loss, but the operation of which must be
continued in the public interest. There are many interurban rail-
ways which are being currently operated at a loss-that is, steeet
railways, trolley lines, electric railroads-due to the improved high-
ways and the advent of the motor bus, the motor truck, and the
privately-owned automobile. Railroads owning such properties, as
affiliated lines, are continually confronted with the necessity of
either abandoning these lines or continuing to operate them at a loss
because their operation is necessary in the interest of the public.
The effect of penalizing consolidated returns is to impose upon rail-
road systems additional taxation,. because of losses which they can
not avoid. It is not believed that the Congress intended to throw
a special burden upon railroad systems, but this is the effect of section
141 (c). Apparently, the proviso was inserted in the thought that
the consolidated return gives some corporations, like chain stores and
branch banks, an advantage over their local competitors. It is sub-
mitted that this provision will not accomplish the intended result.
These enterprises can be just as readily conducted by a single cor-
poration or through agents, as by means of subsidiaries. The process
of merging or consolidating private corporations is so easy and so
quick-any lawyer that has had anything to do with it knows that-
that undoubtedly the corporations intended to be taxed would no
longer file consolidated returns, but would file one return which would
incfhde all the business previously included in the consolidated
return.

It seems to us as if that 1% per cent penalty will not accomplish
what was intended. If, however, in the opinion of this committee
the 15 per cent penalty on consolidated returns should remain, then
we suggest as a constructive suggestion that section 141 (c) be changed
to read as follows:

In any case in which'a consolidated return is made by a corporltion n~ot subject
to the provisions of the interstate commerce act-

That is what I have inserted in there. The rest of the section is
substantially as it is, and I will not take the time to read it.

295
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The CHAIRMAN. Do you agree with the amendment on page 121,
line 10?

Senator REED. No; that is what he is objecting to.
The CHAiRmAN. Y'ui art objecting to that?
Mr. BUCKLAND. I aiJt objecting to section 141 (c) as it at present

reads.
Senator REED. Was that put in on the floor of the House or was

that recommended by the Ways and Means Committee?
Mr. BUCKLAND. I think that was put in on the floor of the House.

It is my recollection that it was.
Senator WALSH of Massachusetts. Will you state your amend.inent a ain?Mr. UCKLAND. My amendment is-if you have section 141 (c),

and if you will just follow the first two or three lines:
In any case it whieh a .iisolidated return Is made by a corporation not subject

to the provisiotts of the interptate commerce act, * * *

The CHAIRMAN. That is your proposed amendment?
Mr. BUCKLAND. That is my proposed amendment. Down to-if

you wish to get the exact language-down to the end of the line,
reading "a rate of 1j4 per centum."

Then in order to make the language conform to the requirements
there would have to be a new sentence in which the language would be:

In any case itL which a consolidated return is made only one specific credit,
computed as provided in section 26 (1), shall be allowed in, computing the tax.

I will give this to the clerk, so he will understand. (The paragraph,
as amended, is as follows:)

in any case [it which a consolidated return is made by a corporation not sub.
fet to the provisions of the interstate commerce act, the tax shall be determined,
computed, ausessed, colk-eted, and adjusted in accordance with the regulations,
under subsection ('6) prescribed prior to the date on which such return is made;
except that there shall be udded to the rate of tax prescribed by sections 13 (a)
201 (b) and 204 (a), a rate of 1% per cent. In any case in which a consolidated
return is made, only one specific credit, computed'as provided in section 26 (b),
shall be allowed in computing the tax.

Mr. BUCKLAND. There is one other very short matter to which I
direct your attention. Section 725, on page 259, provides a tax on
conveyances of "any lands, tenements, or other realty" of 50 cents
for each $500 of the consideration or value of the interest or property
conveyed, exclusive of the liens and encumbrances thereon. Stamp
tax to apply to conveyances. Is my time up?

The CIfIAIRMAN. It is pretty close to it now.
Mr. BUCKLAND. I only want to call your attention to the fact that

this may be a very serious deterrent to the conveyances of very large
amounts of property involved in railroad consolidations. It is quite
likely that in the process of the consolidations already authorized by
the Interstate Commerce Commission there may be conveyances of
property aggregating over a billion dollars. And the stamp tax I
thifik was not intended to apply to matters of that sort.

I have made a suggestion, which I will file with the clerk here,
as to exempting interc corporate conveyances given to effect a railroad
consolidation approved by the Interstate Commerce Commission.
It is suggested that there be added to the last sentence of section
725 the following clause:
* * * nor to intercorporate conveyances given to effect a railroad consolida
tion approved by the Interstate Commerce Commission.
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With the permission of the committee, I will file my statement
with the clerk to be inserted in the record.

The CHAIRMAN. That may be done.
(The statement presented by Mr. Buckland is here printed in the

record in full, as follows:)

STA'IMENT OF E. G. BUCKLANI)

(1) Section 141 (a), page 109 adding to the rate of taxatiom upon the net
income of corporations an additional 1'4-per cent tax in case such corporation
makes a conrolidated return.

I wish to point out that this addition of 1'-per cent tax is not likely to result
in substantial additional revenue, excepting in the cases of corporations like
interstate common carrier by rail, a change in whose corporate organization is
subject to the prior approval of the Interstate Commerce Commission.

Corporations other than those sub ect to such regulation are at liberty to
change their form of organization and to absorb into themselves affiliated c,r-
poratlons and thereafter make a return for the reorganized corporation upon
which the 16 per cent additional tax would not he assessable. In the ease of
interstate common carriers by rail subject to the provisions of the interstate
commerce act, corporate mergers or consolidationt may be made only with the
prior approval of the Interstate Commerce Commission. For years many rail-
roads have been, through subsidiary companies, operating properties the opera-
tion of which they would discontinue because of the losses sustaicd were it not
that the public interest requires such operation, anid that they may not abandon
such operation excepting with the approval of the Interstate Co.imerco Commis-
sion. See interstate commerce uct, section 1 (18).

11 * * no carrier by railroad subject to this act shall abandon all or anly
p ortion of a line of railroad, or the operation thereof, unless mid until there shall
frst have been obtained from the commission a certificate that the present or

future public convenience and necessity permit of such abandonment.
The reason for this is that the character of transportation has materially

changed witia the advent of improved highways. There are ntmay tap lines and
logging railroad companies which have for years been operated at a loss, but
the operation of whloh nmust be continued in the public interest. There arc
many interurban railwiaty, wtIch are being currently operated at a loss, due to
the improved highwayii and the advent of the motor bus, the motor truck,
and the privately ownid automobile. Railroads owning such properties, as
affiliated lines, are continually confronted with the necessity of either abandoning
these lines or continuing to operate them at a loss, because their operation Is
necessary in the interest of the public. The effect of penalizing consolidated
returns Is to impose upon railroad systems additional taxation, because of losses
which they can not avoid. It is not believed that the Congress intended to
throw a special burden upon railroad systems but this is the effect of section
141 (c). Apparently, the proviso was inserted in the thought that the consoli-
dated return gives some corporations, like chain stores and branch banks, an
advantage over their local competitors. It is submitted that this provision
will not accomplish the intended result. These enterprises can be just as readily
conducted by a single corporation or through agents, as by means of subsidiaries.
The process of merging or consolidating private corporations is so easy and so
quick that undoubtedly the corporations intended to be taxed would no longer
file consolidated returns, bit would file one return which would include all the
business previously included in the consolidated return.

If the 1 4 per cent penalty is to remain in the bill at all, it is suggested that
section 141 (c) be changed to read as follows:

"In any case in which a consolidated return is made by a corporation not
subject to& the provisions of the interstate commerce act, the tax shall be deter-
mined, computed, assessed, collected, and adjusted in accordance with the
regulations under subsection (b) prescribed prior to the date on which such
return is made; except that there shall be added to the rate of tax prescribed by
sections 13 (a), 201 (b), and 204 (a) a rate of 1% per cent. In any case in which a
consolidated return is made, only one specific credit, computed as provided in
section 26 (b), shall be allowed in computing the tax.'

(2) Section 725, page 259, of the bill provides a tax on conveyat ce of "any
lands, tenements, or other realty" of 50 cents for each $500 of the consideration
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or value of the interest or property conveyed, exclusive of the liens and etclut.
bra iccs thereon.

This wording might be held to aj)ply to intercorporate coveyanties in the
procesa of effecting a railroad consolidation. If so, it is directly ,oppoHse to th,,
policy of consolidations favored by the transportation act, sfiti it m lposs a
heavy financial burden upon them. If the bill could be amended so that the
tax would not apply to intercorl)Orate conveyances when the cal)ital stock of o01e
of 'the coniveying comlpanies is owned by one of the other coin panics ill the
systefo, the effect of tle tax, as a deterrent to consolidations, would ie r4'novd.
Other%% iso tle railroads are going to be slow to consolidate when they have to
pay a transfer tax of $1 a thousand on the value of the property conveyed.

It is suggested that there be added to the last sentence ot section 725 the
following clause:

"* * * not to intercorl)orate conveyatices given to effect a railroad (.1)l-
solidation approved hy the Interstate Commerce Commission."

BRIEF OF JOHN S. PRESCOTT, GENERAL FOODS CORPORATION

APRIL 21, 1932.
Mr. ISAAC M. STEWART,

Secretary Committee on Finance,
Senate Office Building, Waehivgtot,.

DEAR Sit: I inclose herewith a brief which we respectfully request to have
incorporated with the committee record of hearings upon the revenue bill of 1932.

Very trifly yours, JOHN S. PRESCOTT.

To the Committee on Finance, United States Senate, Washington:
We have not asked this committee for time to present an oral argument in

opposition to that part of section 141 (a) of the revenue bill of 1932 as passed by
te louse of Representatives, imposing an extra tax of 1% per cent upon the net
income of affiliated corporations for tie privilege of filing consolidated returns,
but would like to have our views made a part of the committee record through
the medium of this brief and taken into account by the committee in its final
consideration of the testimony offered during the course of the hearings.

We respectfully urge the committee to recommend that the piovision referred
to be eliminated from the House bill for the reason that we believe it to be dis.
criminatory in principle and in all probability unproductive of revenue. Its
elimination has been recommended by a number of witnesses who have testified
before the committee, including the Hon. Ogden L. Mills Secretary of the Treas-
ury, and Mr. J. A. Emery, counsel for the National Assoeiation of Manufacturers.
A review of press reports of the hearings fails to disclose that any witness has
recommended its retention in the bill.
. It appears that the House of Representatives inserted this provision in the

bill as a substitute for the abolition of consolidated returns which have, in cases
of corporations affiliated through intercompany stock ownership been permitted
for a period of 15 years. Enactment of the provision would be tantamount to
prohibiting consolidated returns in all cases Involving an affiliated group for a
taxable year in which the total net loss of members having net losses is less than
10 per cent ef the total net income of members having net incomes. In other
cases of affiliated corporations it would represent inherently the assessment of
an excess tax upon a wholly aritificial basis. There is no warrant for this dis-
tinction. It the assessment of the tax of affiliated corporations upon the basis
of consolidated returns were unsound such returns should be abolished outright
in all cases. If not unsound they should be permitted in all cases.

The effect of consolidated returns is to render intercompany transactions
between affiliated corporations immaterial to the determination of their tax
liability. The effect of the foregoing provision would be to lend an artificial
but material importance to such transactions, and it is evideLt that in the event
of. its enactment affiliated corporations throughout the country will endeavor
through such transactions to minimize or avoid a net loss on the part of any
member of an affiliated goup.

Published estimates of the Treasury Department and of the Ways and Means
Committee of the House of Representatives forecast a revenue of $8,000,000
from the extra levy of 1 % per cent upon corporate net income reported in con-



olIWNUE ACT 0f 1982 299
solidated returns. In so far as these estimates are based upon statistics derived
from consolidated returns heretofore filed we suggest that they are wholly illusory,
;and that it is extremely likely that such small amount of actual revenue as may
be derived fron) this source will be more than offset by the additional cost to
the Government of the extra burden of administration and litigation.

Assessment of the tax of affiliated corporations upon the basis of consolidated
returns which alone serve to reflect the net income of the business unit, repre-
sents the only sound fiscal policy whether considered from the viewpoint of
equity in taxation or production of revenue. This has been the position of the
Committee on Finance since the year 1918. In its report upon the revenue bill
of that year the committee stated, in part, that:"While the committee is convinced that the consolidated return tends to con-
serve, not to reduce, the revenue, the committee recommends its adoption not
primailly because it operates to prevent evasion of taxes or because of Its effect
upon the revenue, but because ttoe principle of taxing as a business unit what in
reality is a business unit is sound and equitable and convenient both to the
taxpayer and to the Government."

In considering the revenue bill of 1928 the committee had before it a situation
similar to the present one. The Joint Committee on Internal Revenue Taxation
had for reasons of simplified administration recommended that the consolidated
return be abolished, but with a proviso that the operating loss of any member
of an affiliated group might be offset against the not income of any other member.
The report of the joint committee contained the following statement with respect
to its recommendations on this point.

"The treatment of the corporations as separate corporate entities in the above
manner appears to eliminate the most troublesome features of the present law,
and at the same time retain what would appear to be the meritorious principles,
namely, the right to offset operating losses in the case of companies operated as
a business unit."

The Ways and Means Committee had followed the recommendation of the
joint committee, but the bill had been changed by House amendment to eliminate
the proposed substitute for consolidated returns.

The action of the Committee on Finance in restoring the provision to permit
the filing of consolidated returns of affiliated corporations is reported at page 13,
et seq., of its report, on the revenue bill of 1928, reading, in part, as follows:

"From the discussion it appears that the action by the House was based upon
the fact that additional revenues would be derived. Your committee has con-
sidered the matter very carefully and is convinced that the elimination of the
consolidated returns provision will not produce any increase in revenue, will not
Impose any greater taxes on corporations, and will in all probability permit of
tax avoidance to such an extent as to decrease revenues."

It has been suggested that depriving affiliated corporations of the privilege of
offsetting corporate net losses against corporate net incomes without payment
of the additional tax affords a means of equalizing in some measure competition
between eiain store organizations and independent merchants. Whatever the
merits of equalizing such competition may be It will not, be accomplished or
aided by this provision due to the fact that the several stores of a chain are in
virtually no case whatever owned or operated each by a separate corporation.
An examination of Moody's Manual of Industrials for 1931 reveals data for 45
chain organizations having for the year 1930 aggregate sales of more than $3-
320,000 000 and an aggregate net income of approximately $134,000,000, and
employing during that year some 285,000 persons. These data indicate that 118
corporations owned or operated a total of 45,404 separate stores, an average of
35 tores for each corporation. It is manifest that the prohibition of consoli-
dated returns would not operate in any appreciable degree to prevent offsetting
the loss of one or a number of stores against the income of others in the same
chain.

We suggest our own case as representative of those in which the provision
referred to would result in an unreasonable burden. General Foods Corporation
and its wholly owned domestic subsidiaries comprise an affiliated group of 42
corporations engaged in the competitive manufacture and sale of food products
throughout the United States. A chart showing the organization and relation
of the principal corporate units of the group is attached., The existence of cer-
tain of the subsidiaries is absolutely required for the ownership of property the
title to which can not under State laws be held by a foreign corporation.

The affiliated group has resulted for the most part from the acquisition of
-operating units through a number of reorganizations effected during the past

O bhurt on Is with the committee.
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seven years. These acquisitions and the resulting structure of the affiliated
group have been designed and carried out with a view to full compliance with
all provisions of the various revenue sets and with all regulations promulgated
thereunder with respect to consolidated returns. We suggest that the assess.
ment of a penalty upon such compliance at this time would represent an unfair
burden upon a group of taxpayers arbitrarily classified.

The great majority of our corporate competitors in the food products indusi ry
consists of corporations having either no subsidiaries or a much smaller number
thereof than has General Foods Corporation, and to the extent that the difference
in tax rate on account of filing consolidated returns might result in a burden
upon the stockholders of General Foods Corporation it would operate unfairly
against them in favor of the stockholders of competing concerns. The out-
standing capital stock of General Foods Corporation consisting of some 5,270,000
shares is held by approximately 53,000 stockholders, of whom more thalm 42,000
or some 80 per cent, own less than 100 shares each. We believe our sit nation in
this respect to be typical of numerous large corporations owned by many
thousands of small stockholders.

We appreciate that the chief consideration of the committee and of the
Congress is the balancing of the Budget. For the reasons given however, It, is
our belief, based upon several years of experience with consolidated returns,
that this provision will not increase the net revenue of the Government.

Respectfully submitted. GENEKtAL FOOI)5 CORPORATION,

By J. S. RHEscoTT,
Vice President and General Counsel.

NEW YORK, N. Y., April 21, 1932.

STATEMENT OF B. C. MOISE, RICK BUILDING, PITTSBURGH, PA.

Mr. MoisE. Mr. Chairman and gentlemen of the committee, I am
here to call attention to the serious results to beneficiaries of trusts
created as part of a stock bonus payments or profit-sharing plan, if
the provisions relating thereto of section 165 of the revenue act of
1928 are reenacted as proposed without change in the act of 1932.
That section in effect provides that stock held in trust is taxable, at
the time the stock is delivered at the expiration of the trust, on the
basis of price at which put into the trust. I am an employee of a
subsidiary of the United States Steel Corporation, and I am here on
behalf of myself and many other employees of that corporation and
other corporations.

In 1926 stock was allotted to us on the basis of $106.36 .per share.
Such stock was delivered at the expiration of the trust in 1932, the
market value being at the time of delivery $36 or $40. Under the
present law, we will be required to pay a tax based on a value of
$106.36, whereas the stock actually bas a value of about $40. The
tax thus inposed would be more than two and a half times what it
would be on its actual value to the recipient. For example, it would
be at the rate of 21 per cent on its actual value, instead of 8 per cent,
as proposed in the first surtax bracket of the 1932 act.

We submit that the tax should be based upon value at the time of
receipt, instead of value at the time of creating the trust, years
previous.

In order to save the time of the committee, I am submitting
without reading a detailed memorandum of my position.

(Mr. Moise submitted the following memorandum:)

MEMORANDUM OF PROTEST AGAINST CONTINUANCE OF THE PROVISIONS CON-
TAINED IN SECTION 168 REvNU E ACTj OF 1928, RELATING TO EMPLOYEES'
TausTs, EXCEPT IN A MODIFIED FORM

The revenue act of 1928 contains the following provision in section 165 relat-
ing to employees' trusts:
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"A trust created by an employer as a part of a stock bonus, pension, or profit-

sharing plan for the exclusive benefit of some or all of his employees, to which
co.tribu tons are made by such employer, or employees, or both for the purpose
of distributing to such employees tile earnings and principal of the fund accumu-
lated by the trust in accordance with such plan shall not be taxable under
section 161, but the amount contributed to such fund by the employer and all
earnings of such fund shall be taxed to the distributee in the year in which dis-
tributed or made available to him. Such distributees shall for the purpose of
the normal tax be allowed as credits against net income, such part of the amount
so distributed or made available as represents the items of dividends and interest
specified in section 25 (a) and (b)."

The above provision, if continued in the revenue act of 1932 would be grossly
inequitable, under the conditions existing at the present time, for the reason that
the tax would be imposed upon a valuation existing five years prior to the date
when an employee obtained unrestricted title to the securities received by him
under a typical profit-sharing plan. This may be illustrated by the situation
confronting the employees of the National Tube Co. and employees of other sub-
sidiary companies of the United State Steel Corporation who are participants in
the profit-sharing plan of the United States Steel Corporation. For example, in
192 the employees of the National Tube Co. and other subsidiary companies of
the United States Steel Corporation were allotted conditional interest in certain
shares of common stock of the United States Steel Corporation having a market
value at that time (after giving g effect to the 1927 stock dividend and 1929
"rights") of $106.36 per share. Early in 1927 this stock was turned over, under
the provisions of an irrevocable trust, to the profit-sharing committee of the
United States Steel Corporation under an agreement that the stock would be
held by the trustees for a period of five years and at January 1, 1932, would be
distributed to those employees then living and still in the employ of the United
States Steel Corporation and its subsidiary companies if, in the meantime, such
employees had rendered faithful and continuous service.

On January 2, 1932, the market value of this stock ranged from $36 to $40.3734
per share, or say, $40 per share.

While the common stock above referred to was acquired by the trustees in
February, 1927, unrestricted ownership did not pass to the participating em-
ployees until January 2,1932. Therefore to say that the participating employees
received on that date shares of stock having a vW-ie of $106.36 per share, when as
a matter of fact, the market value of this stock 'was only $40 per share, and to
require the participating employees to pay Fedul income tax on basis of a
valuation of $10036 per share would, to say the least, be grossly unfair and
would be inequitable in that it would conpel them to pay an absurdly high rate
of taxation calculated at the true value of the stock at the date when It was
received.

The following summary shows the rates of tax which would be imposed upon
the participating employees of the United States Steel Corporation and its sub
sidiary companies, calculated on the market value of the stock if the present
provision of the law, as contained in section 165 of House bill 10236, is enacted.
Tkhe rates shown are for individuals paying a normal tax of 7 per cent and sur-
taxes at the rates specified below:

Total tax Per cent
per share tile fore.

which going tax
Surtax rates would be would he

assessed of the true
on the market
value of value of
$106.36 $40

Per cent
Iper cent ......... .................................. $8.50 21
per cent .......................................... " ............................ 12.76 32
0 per cent ...... ............................................................... 1.08 4

iS per cent ..................... ............................................... 23.40 8
20 per cent ................................................................. 28.72 72
25 per ent .................................................................. 3.-04 -5
30per cent ................................................................ 0..... 39.35 95
36 per cent ................-.-.............................. 0... ............... 44.67 112
40 per oent ...........--..............--........................... 0. ....... . -49.99 125
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From the above it will be noted that if section 165 Is not changed in the revenue
act of 1982, it might result In imposing a tax upon the shares of stock received by
participant employees under the profit-sharing plan of United States Steel
Corporation in excess of the market value of such stock at the time unrestricted
title to the stock passed from the trustee to the employees and even in cases
where employees were subject to tax at the lower surtax rates, they would still
have to pay abnormally high tax as compared with the tax which would be paid
by individuals receiving cash income in the same taxable years. This gross
inequity could be corrected by changing section 165 to read as follows:

"A trust created by an employer as a part of a stock bonus, pension, or profit.
sharing plan for the exclusive benefit of some or all of his employees, to whicll
conjtiibutions are made by such employer, or employees, or both, for the purpose
of distributing to such employees the earnings and principal of the fund accuniu-
lated by the trust in accordance with such plan, shall not be taxable under section
161, but all earnings from the fund and the cash value of any distribution made
therefrom on the date mede available to the distributed shall be taxed to the dis.
tributee in the year in which distributed or made available to him. Such dis.
tributee shall for the purpose of the normal tax be allowed as credits against net
income such part of the amount so distributed or made available as represents
the items of dividends and interest specified in section 25 (a) and (b)."

Another feature which makes the above provision doubly inequitable, under
present conditions, comes about by reason of the proposed revision of section
23 (r) (s) (t) of the pending revenue act of 1932, relating to "limitation of stock
losses." Under the revenue act of 1928, claim might be made that if a partci-
pating employee were required to initially pay a tax on a stated value of $106.36
per share in a year when the actual value of the stock received by him was o,,ly
$40 per share, this would ultimately be corrected by reason of the fact that when
he sold the stock he would be permitted to deduct the loss from his gross income
ih the year when sold. But under the provisions of H. R. 10'236, deductible
losses would be limited by an amount not exceeding profits realized from the sale
of stock In the same year. Acdordinily, under the pending bill, if an employee
paid tax on basis of the valuation of $106,36 when the true value of the stock
received by him was only $40 per share, lie would in all probability never have
an opportunity to recoup this loss and by reason of the fact that during the 5-year
period when his interest in the stock held by the trustees consisted of nothing
more than a conditional interest, he was not in a position to sell the stock during
such 5-year period.

In future years participating employees in the profit-sharing plan of the United
States Steel Corporation will be confronted with a situation which is far worse
than the one described in this memorandum of protest, for the reason that in
certain years subsequent to 1926 the scquirement value of the common stock
delivered by the United States Steel Corporation to the profit sharing trustee#
greatly exceeded $108.36 per share. These prices in the various years were as
follows:
1927 ........................................................... $141. 41
1928- ------------------------------------------------ 177.91
1929 ------ _-----_-------------........................ -------- 177,00
1930 ........................................................... 142.00

It is believed that the situation which exists under the profit-sharing plan of
the United States Steel Corporatiou, as herein described, also exists in the profit.
sharing plans of many other corporations. It is therefore apparent that the
request to correct this inequity is fair and reasonable.

This protest is presented by the undersigned, who is an employee of one of
the subsidlry companies of the United States Steel Corporation, and as such,
received in January, 1932, certain shares of stock of United States Steel Corpora-
tion under their profit-sharing plan. In addition, the undersigned holds certain
certificates of conditional interest of United States Steel Corporation common
stock, which stock is deliverable in future years provided the conditions therein
stated are complied with.

The attached circular describes in detail the profit-sharing plan of the United
States Steel Corporation. B. C. MO IsE,

Prick Building, Pittsburgh, Pa.
AIRIL 13, 1932.
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UNTED STAT'* STREL CORPORATION,
Yew York, February 8, 1927.

To the Officers and employees of the United 8tates Steel Corporation and of its Sub.
sidiary Companies:
hi accordance with and mnder the provisions of the profit-sharing plal adopted

bv the stockholders on April 18, 1921, the Board of directors of United States
Sicel Corporation has sot aside from the net profits for the calendar year 1926,
as ascertained and declared by the board, the fund for the year 1926 under such
profit-sharing plan at the rate fixed therein.

As provided ansid authorized by the plan, the committee elected by the stock-
holders to administer the same has designated the employees of the'corporattion
and its Pubsidiary companies qualifying for participation in the fund 111( has
allotted .%c amount of the fund to such designated employees in the wanler
provided by the plan.

'he committee has decided that the allotment to the respective participating
cnployees shall be distributed to them as follows: Sixty per cent in cash and 40
per cent in common stock of the United States Steel Corporatioit at the rate of
$151 per share on1 the conditf-ns herein stated. Awards for less than $385 and
all fractional lmrts of the stock proportion of awards will be paid in cash.

Trhe fa ments in cash in accordance with the foregoing will be made forthwith
without deduction of Fedt.ral income tax or an) State income taxes. But ay-
ments made in cash to all employees participating in the distribution will be
reported by their respective employing companies to the United States Internal
Revenue Department and to States, as may be required by laws, as a part of the
cowmpensation for services paid such employees during the year 1927. In case the
employing g companies are required to withhold any tax from these payments,
the employees receiving the same will be notified by their respective companies
that they will be obliged to pay to such companies any amounts of tax which
may be required to be withheld and paid in connection with such distributions.

the distribution of interest in common stock will be made in the form of non-
assignable certificates of conditional interest providing for the distribution of
shares of common stock under and upon certain conditions set forth in said
certificates which will provide, among other things, as follows:

First. That if the participant remains continually in the service of the cor-
poration or of one or another of its subsidiary companies until January 1, 1932,
and shall during all of such time have rendered faithful and satisfactory service
to such corporation or to one or another of its subsidiary companies, then, as
soon after January 1, 1932 as may be, and upon surrender of such certificate,
there will be delivered to him as his property, the shares of stock referred to in
the certificates issued to him as aforesaid.

Second. That until the delivery of such shares and while the employee remains
in the service of the corporation or of one of its subsidiary companies he shall
receive the dividends, if any, declared upon the shares of stock referred to in such
certificate.

Third. That if before January 1, 1932, the employee shall voluntarily quit the
service of the corporation or of a subsidiary company, or shall be discharged or
removed for cause by his employer then, in either case, he shall thereby lose all
interest in the said certificate and in the shares of stock referred to therein; and
thereupon such shares of stock shall be held in a fund, which at the endof the
period above named will be divided pro rats among such officers and employees
as shall then be entitled to the delivery of the shares of stock referred to in the
certificates of conditional interest held by them respectively; proved, however
that retirement under any general pension scheme at the time in effect shall not
of itself cause such loss of interest.

Fourth. That if before January 1, 1932, the employee dies or becomes totally
and permanently disabled while in the employ of the corporation or of one or
another of its subsidiary companies, or retires under any general pension scheme
then in effect, the shares of stock referred to in the certificate issued to him shall
be delivered to his estate (or to him if so disabled or retired), together with a pro
rats amount of the fund, if any, which he a.ecrued up to the time of his death,
disability, or retirement, by reason of any lobs of interest as specified in the
preceding paragraph.

Fifth. That all questions relating to the interets, rights, and claims of any
officer or employee in, or growing out of, the proposed-distributions and fund
above specified shall be finally determined and disposed of in its discretion by
the committee of stockholders of the United States Steel Corporation, elected
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from time to time to administer the profit-sharing plan, as said committee may
be constituted when and as any questions arise.

By order of the committee o stockholders referred to in the foregoing.
UNITED STATEs STEEL CORPORATION,
Go. K. LEZr, Secretary.

STATEMENT OF AMIS LEE LOOMIS, PR IDENT OF THE COX.
NEOTICUT MUTUAL LIFE INSURANCE CO., HARTFORD, CONN.,
REPRESENTING THE ASSOCIATION OF LIFE INSURANCE
PRESIDENTS
Mr. LooMIs. My name is James Lee Loomis, I am president of

the Connecticut Mflutual Life Insurance Co., Hartford, representing
the Association of Life Insurance Presidents. I will confine Ftysl,
I think, to less than 15 minutes. The Presidents' Association is
comprised of 00 United States companies, with about 85 per cent of
the resources in the life-insurance business.

I want to take just a moment to express our appreciation for tlis
hearing, because th is the first time that we have had an opportunity
to have this cause heard upon its merits, and also because I appreciate
the responsibility that rests upon me, representing the Association of
Life Insurance Presidents, and also to bring some intelligent discus-
sion to your committee to help solve this most difficult problem.

We have no objection to the increase of the rate from 12 to 13%
per cent. I need to waste no time upon that. However, by the bill
as it has come over from the House the base rate is changed. The
reserve deduction, which I will explain in a moment, is cut down
from 4 to 3% per cent. The result of that reserve change is to almost
double the base rate, and when the 13% per cent figure is substituted
for the 12 per cent the net result is that the tax upon the life-insur-
ance companies is more than doubled. In fact, the aggregate pay-
ment we estimate to be about 212 per cent, and that, we submit,
sir, is more than the life-insurance companies, even in the face of the
emergency that the Government is faced with, should be called upon
to bear.

We appreciate the necessity of sustaining the credit of the Govern-
Ment. I think no one more than a life-insurance executive appre-
ciates the necessity of credit and faith and confidence. I think that
we nay well say that the life-insurance business is a groat reservoir
of public faith and confidence at the present time.

I deed to take a moment to explain the method by which this tax
is arrived at. It is by a special formula quite technical. I will try
to make it simple. We start with the gross income, which I will call
the investment income, made up of interest, dividends, and rents.
We then make a deduction of various items, two important ones of
which are the tax-exempt interest and investment expenses, and then
t deduction under the law as it now stands of 4 per cent of the amount
of the legal reserve, and what remains is the taxable income, and upon
that income the income tax applicable to other corporations is laid.

The result of this is-I might phrase it this way-that the com-
panies are in a sort of a strait-jacket. It makes no real difference to
the Government what our mortality losses may be. Premium
income, other expenses than those of the investment expenses, capital
gains and losses do not in any way enter into the picture. And the
result is that the life-insurance companies are having and probably
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will have many occasions when under this law as it now stands-
and in substance it probably will continue-it makes no difference
whether they have made a profit or a loss. The tax to the Govern-
ment will go along with the great consistency. In fact I think that I
can say without being challenged that there is probably no revenue that
the Government receives front) any source that can be so accurately
estimated and that will with such fidelity live up to its estimate as
the tax upon the life-insurance companies.

Senator SHaonwG. Under existing law.
Mr. LooMis. Under existing law. Whether we are in a period of

depression or whether we are in a period of prosperity. Because the
investment income will remain substantially constant. The dedue-
tions will remain substantially constant. There are no vapitil
gains and losses, and our mortality losses and these other factors do
not enter. Therefore the Government is very highly favored, Seni-
tor, by that method of taxation. That is one reason why we feel and
I would urge upon your committee to seriously consider the advisa-
bility of retaining the law as it now is so far is the reserve deduction
is concerned, allowing us, if you please, to accept the rate of 13 or 13%
per cent, whatever rate is applied to the other corporations to the
tax. It seems as if that might fairly be considered. We have many
capital losses that under these times must be absorbed. The policy-
holders need consideration. And I do believe that as a matter of
sound public policy that position should very carefully be weighed
anl considered.

However, that brings me to the discussion of what is called the
National Life decision. The National Life decision cut out of the
law the tax-exempt interest that by a method that I will explain to
you was really included in the taxtible interest. Again we will start
with the investment income and deduct the investment expenses and
the tax-exempt interest which had to be deducted, and then from the
reserve deduction was subtracted an amount equal to the tax-exempt
interest, the result of which was to nullify thetax-exempt interest, and
the United States Supreme Court said this can not be done. The result
was that the Government lost from four to five million dollars a year,
as a result of that decision.

This is an administrative change that is suggested here.
Senator HARRISON. Let tne ask you, was that in the 1928 act?
Mr. Loomis. 1928, Senator Harrison.
Senator IAtItisoN. We had changed the 1924 act in the act of

1928 with reference to this matter.
Mr. LooMis. The result of the National Life decision has not been

taken care of in any bill, so far as 1 know of, up to this point. But
this bill eliminates that feature that the Supreme Court found
unconstitutional.

Senator SHoRaTRitn. Which action was commenced by the insur-
ance companies?

Mr. Loomis. It was conmmened by one of the insurance companies.
Senator SHORTIDOGE. Yes.
Mr. Loomis. And I might say parenthetically, Senator, that some

of the companies employed counsel in the person of Charles E.
Hughes to assist the Government in attempting to preserve that
revenue to the Government. That is all a matter of record, sir.
Now we submit that if any change in the law is made at all, that it
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should be confined to a recovery on the part of the Government by
only so much as the National Life decision took away. And this
being an administrative change I assume that that is the desire of
this ill. However, the rate as changed here from 4 to 3% per cent,
would give the Government about twice as much as is necessary to
restore the loss of the National Life decision.

Senator SHORRwDoi. How much was the los, you say, by virtue
of that decision?

Mr. Loomis. About $4,000,000 or $5,000,000. Half way, or sonw.
where between. And this bill as it has come over from the House
will according to the best estimates that we can make, nearly double
thai amount from the life insurance companies. )o we submit that
it should not be extended beyond what is necessary to restore that
amount. Therefore w6 woula suggest to you that the rate of 3% be
substituted for 4, if it is the desire of Congss to increase the tax
upon the life insurance companies at all at this time in excess of the
rate of 13% per cent. If that is the intent and desire of Congress to
recover that $4,000,000 or $5 000,000 as the result of that decision,
then we would suggest .tha tiat base rate be 3% instead of the 3%
as it comes over in this bill. And also to preserve another prin-
ciple-

Senator HAasoN. How does the 4 per cent affect these reserves?
And does it endanger the policyholders any thing?

Mr. Loomis. The 4 per cent Senator Harrison, does not trespass
upon any company reserve. [ would like to discuss that just a
moment, if I may. Have I as much as five minutes, Mr. Senator?Senator SUOUTRIDGE. Yes. Proceed.

Mr. Loomis. I would like to discuss that just a moment. There
are two basic principles that we believe should be carefully observed.
The first is that there should be an equal and uniform and, as far as
possible, equitable distribution of the tax burden over the various
companies. It is very important in competition and as a matter of
fairness that that should be disturbed as little as possible.

The next is that the tax should not trespass upon the companies'
reserves. That the Government should not reach in and take any
portion of the investment income necessary to discharge our policy
obligations.

That these two principles ahouid go along together: Equality of
distribution of the burden, and that the reserve should not be in any
way affected, otherwise it might be difficult to discharge our policy
obligations.

Senator HARRISON. W ell, the reserves are fixed by law, are they not?
You have got to maintain certain reserves?

Mr. LoQmIs. We have to maintain certain reserves. The com-
panies are now operating, part of them, on a 3 per cent reserve basis,
and in part on a 3% per cent reserve basis. There may be 3 per cent
companies of course, where the law would not permit a company to
operate on any lower reserve than 31. And that is our proposal, that
if the Congress is desirous to recover the amount lost by the National
Life decision that the rate be changed from 4 to 3Y, with the added
provision, which I will read merely as a suggestion, Senator, to put
into the record in case this thought should be adopted (reading):
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Reservefunds.-An amount equal to 3% per cent of the mean of the reserve funds
required by law and held at the beginning and end of the taxable year (but, if
any such reserve funds are held on a higher-interest assumption rate than i er
cent, then such h gher per cent shall be substituted for 39 per cent In computi ng
the amount of deduction with respect to the reserve fund m acttally held on such
higher-interest assumption rate).

I think that is about our story, Senator.
Senator SHOnTRIDGE (presiding). Thank you.
Senator BINGHAM. Mr. Chairman, unfortunately I was out while

Mr. Loomis, of Hartford, Conn., was testifying and, in view of the factthat we have only a vey~ few witnesses to be heard at this time, I
would like to ask as a favor, that Mr. Loomis might be recalled so
that I might ask him one or two questions.

Senator SuORTrIDcE. Is Mr. Loomis present?
Mr. Loomis. Yes, Senator.
Senator SHORRIDGE. We are attempting to limit the time, Sieator.
Senator BINGHAM. I know.
Senator SHOtTRIDGE. Proceed, however.
Senator BNCxHAM Mr. Loomis, I am sorry 1 was not here when

you were speaking. I wanted to ask you particularly whether you
agreed with the other witnesses testifying with reference to insurance
taxes tinder sections 201 to 203?

Mr. LooMis. The position, as I see it, Senator Bingham, is about
this: The suggestion of the substitute, n of the actual reserve required
plus one-halfdoes not meet, as I see it, threat essentials. The first is
that it does not make for equality and evenness of distribution of the
burden; the second is that it adds materially to the problem of com-
petition, because as between companies it is a question of how much
we pay out in taxes in the final analysis; and the next is front the
Government standpoint purely and simply it fails to produce the
revenue that has been allowed by the National Life decision.

I would like to comment, and I will not spend much of the eomi-
mittee's time. But I would like to comment just a moment, if I may,
on what Mr. Cleary said about the 3 per cent distribution. I le1
belongs to a 3 per cent company, and so do i. Perhaps we speak
more feelingly on the subject. lut if the plan of actual plus one-
half were substituted, the 3 per cent companies would take up the'
entire burden.

I have made up some figures, with the assistance of our actuarial
authorities-and this is rather an involved subject, as you know.

Out of 53 companies for which we have the figures, 20 companies
whose average reserve basis is less than 3/ per cent, under the present
law using 4 per cent deduction at 13% per cent could pay a tax of
$4,870,135. If the plan of the basis of actual requirement plus
one-half per cent were used, they would pay $7,148,091, an increase,
of $2,277,000.

Thirty-three 3$ per cent companies, including, by the way, our
two largest 3% per cent companies, under the 4 per cent reserve deduc-
tion, using 13% as the rate, would pay in taxes, $4,921,971. On the
basis of actual requirement plan plus one-half per cent, they would
pay $4,732,639, or $189,000 less.

In other words, the first group of companies, which contains 3 per
cent companies, would take the entire increase of $2,088,000 lifting
$189,000 off the shoulders of the 3% per cent companies. That is
what results in the redistribution of the burden

307



REVENUE ACT OF 1932

And if it will not take too long, I would like to comment just a
moment about the 3 per cent company. And I can not resist speaking
feelingly on that subject.

Senator SHORTRIDGE. You represent a 3 per cent company?
Mr. Loomis. I represent a 3 per cent company.
We are permitted to use the ledger assets of two companies, as of

January 1 1932 The one is the New England Mutual Life Insurance
Co.; and tile other is the Provident Mutual Life Insurance Co. One
is a 3 per cent company, and othe other is a 3% per cent company.
The ledger assets as of January 1, 1932, of the New England Mutual
Co. were $259,000,000. That is the 3 per cent company. The
ledger assets of the Provident Mutual, as of the same date, were
$246,000,000. That is the 3% per cent company. The mean of
reserve of the New England Life Insurance Co. was $224,000,000,
Of the Provident Mutual Life Insurance Co. it was $218,000,000.
That is the 3% per cent company.

Their surplus is substantially the same, $18,000,000. Under the
present law, using the 13% per cent rate of taxable income-not the
tax, but the taxable income of the New England Mutual Life Insur.
ance Co., is $1,704,000. Of the Provident Mutual Life Insurance
Co. it is $1,942,000.

If we take the actual interest required, plus one-half of 1 per cent of
mean reserves, the taxable income of the New England Mutual Life
Insurance Co. goes from $1,704,000 to $2,243,000, or an increase of
$539,000. The taxable income of the Provident Mutual Life Insur-
ance Co. would go from $1,942,000 to $1,737,000, or a decrease of
taxable income of'$205,000, a complete redistribution of the tax
burden.

Senator BINGHAM. Are you suggesting how this apparent unfair
redistribution should be best met?

Mr. LooMis. Our suggestion was, Senator Bingham, that we use
the 3% per cent level, instead of the 4 per cent of the present law, and
evenly as possible-there is no such thing as actual justice-but
substantial justice in that fashion would be more equitably met than
by any other method, using an added rate of reserve for any com-
panies that had higher rates on portions of their reserves than 3%
per cent.

Senator SHORTRIDGE. How could that be administered?
Senator REED. That is easy enough.
Senator SIIORTRIDGE. You need not answer. My friend says it is

easy enough.
Mr. Loomis. Probably it is where reserves, Senator, are divided

into groups and classes, and where the reserve was at a higher rdte
than 3%.

Senator CONNALLY. What would be the increase in taxes over the
present law? Have you figured that out in those cases there?

Mr. Loomis, No, I have not, Senator. Tnasxnuch as it would in-
crease the whole tax substantially 50 per cent that, I assume, would
be about the average increase for the companies generally. It would
vary in individual companies. There is no way of avoiding some
variation.

Senator CONNALLY. I mean your company, under 3%, would pay
substantially more than you have been paying under the present law?

Mr. Loomis. We wpuld pay something more than 50 per cent more.
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Senator CONNALLY. Fifty per cent more?
Mr. Loomis. Using 13%, the rate here.
Senator BINOUAM. Your company is a mutual company?
Mr. Loomis. Yes, and I would like to develop that idea just a

moment. All of the 3 per cent companies are mutual companies.
Theirpolicyholders, of course, are scattered all over the United States,
and the policy holder must bear the burden.

I would like to throw in this illust, ation. It will take but a .-noment,
and I believe it is strictly in line with the investigation. Take two
companies, a 3 per cent company, and a 3% per cent company having
exactly the same insurance in force, distribute the same by classes, if
their investments were the same, their expenses the same, their mor
tality the same, and they distribute all of their surplus to the policy-
holders, then carrying the policy through to maturity, the net should
be preciselythe same to each company.

Senator BINOHAM. How many policyholders have you in yourcompany?c r. Loomis. About 200,000.

Senator BINGHAM, What is the average amount of insurance
carried?

Mr. Loomis. About $3,500 to $4,000 per member.
Senator BINGHAM. You say you have 300,000 policyholders?
Mr. Loomis. About 200,000.
Senator BINOHAM. And about 100,000 of them have less than

$3 500 insurance?
Mr. Loomis. Well, I do not know that we have made any esti-

mate on that basis. ['he average policy is about $3,800, as I recall.
Senator BINONAM. The average?
Mr. Loomis. The average.
Senator BINOIAM. So that half of your policyholders must have

less than the average?
Mr. Loomis. Oh, yes; the greater number are small policyholders,

of $2,000 and $2,500.
Senator BINGHAM. So that this tax would come directly out of

their receipts and dividends?
Mr. Loomis. It must.
Senator BINGHAM. That is all.
Senator REED. Mr. Loomis, do you sell annuities?
Mr. Loomis. Yes; we do.
Senator REED. And, of course, you sell endowment policies?
Mr. Loomis. Yes; we do.
Senator REED. Some of them mature a considerable time after they

are taken, and some a shorter time?
Mr. Loomis. Some are written for 10 years, some for 15 years, some

for 20 years, and some for 25 years.
Senator REED. Of course, an endowment policy is very much like

an annuity in its effect. Now we are confronted with the necessity of
raising money by taxation from those who are best able to bear the
burden. I have been wondering whether our present laws dealing
with annuities and with mature endowments is just to other tax-.
payers of the country. I know some rich men-I have one case in
mind of a man who paid $1,000,000 for an annuity on the joint lives of
himself and his wife, and with any reasonable expectation of life he
will go through all of his life, and so will his wife, and never pay one
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penny of income tax, although they receive a very substantial income
frome that policy every year that they live. Have you ever considered
the justice of putting s*ome kind of a tax on the annuities?

Mr. LooMIS. No; I have not, Senator Reed. The annuity side of
our business, and any business, is such a small portion of our total
that we do not pay much attention to it.

Senator REED. h-ave you sold any large annuities in recent years?
Mr. Loomis. Very few.
Senator REED. Did you sell many after the war, when income-tax

rates were higher?
Mr. Loomis. Well, I do not recall that we sold enough to make any

impression on our minds at the time. I think you may have an
interesting point there, Senator.

Senator RED.. It is just as obvious a method of evasion of taxation
as buying municipal bonds.

Mr. Loomis. Yes.
Senator SHOITtIDGE. Thank you, Mr. Loomis. Have you any.

thing further, Mr. Loomis?
Mr. Loomis. I have concise statements here, Mr. Chairman, that

I would like to offer for the record, as follows:
Effect of pending Federal revenue bill on life-insuran,, companies .
Reserve deduction of actual interest requirement p),s, one- half of

I per cent would inequitably redistribute Federal income tax as be.
tween various life-insurance companies.
. Effect of various possible reserve deductions on different life.
insurance companies under Federal revenue bill.

Possible working bases for an amendment to paragraph (2), sub-
section (a) section 203 (lines 22 to 25, page 137), pending Federal
revenue bil to provide life-insurance reserve deduction at flat rate
of 3% per cent with higher rate for such reserves as are held on a
higher interest assumption basis.

Senator SHORTRIDGE. Without objection, they will be received.
(The statements are as follows:)

EFFECT OF PENDING FFEItAL REVNUE BL, oN Linu, INSURANCE COMPANY'S

Under the pending Federal revenue bill (11. 11. 10236) tile income tax rate on
life insurance companies is increased from 12 per cent to 13% per cent, as on
corporations generally. In addition the method of computing net taxable income
is changed so as to materially Increase net taxable income as determined under
the act without any corresponding increase in earnings. This is accomplished
by reducing the present deduction of 4 per cent of the reserves to 3% per cent.
In other words, this change artificially increases net taxable income although the
corporation enjoys no actual increase in net income. We are not objecting to
the payment of tie same income tax rate to be paid by other corporations, blit
we do protest against this proposed broadening of the tax base.

iHto POSED V'IANUE, WOVL DOVOLE LIFPP-INgURANCE TAXE

This change in base (coupled with the increase In the rate) would more than
double the aggregate income tax on life insurance companies on the basis of
1931 returns. IUnder the measure as passed by the ]louse life insurance coin-
panies would pay 212 lper cent of what they now pay. Apprtceiuting the necessity
of balancing the Federal Budget, and the desire of Congress to secure revenue
sufficient for this purpose, there is no thought on our part to avoid our fair
share of the necessary increase of taxes. The present law, by segregating just
one portion of a life company's business, and requiring the payment of tax whether
or not the compaiiy actually earns a net income, puts the business in a straight-jacket
such as is applied to no other business. For this reason, we submit the proposed
change will result, even In the face of the present emergency in a disproportionate
and unfair Increase in the tax on life insurance policyholders.
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VPItNI(NT METHOD OF TAXING LIFE INSURANCE COMPANIES

"']Tv oet iaxal.,h Ihcoin of a life-insurance company is determined by a for-
111il, z hicllh produ(ces a tax regardless of whether or not the year's operations
result II 1i1t oariitgs in the ordinary sense. In this respect the treatment of
lifo-insuratnco companies differs front that of other corporations, the not taxable
incomike of which has a relation to the net income actually earned, Under the
prese t act, a lifo-insurance company may be required to pay a heavy tax in a
vietr, or in a series of years, when the company actually earns no net income.
ino the present method of ascertaining not taxable income was enacted in 1021,

solile companies have paid taxes In years when they earned no net income.
This fundamental dlirerence should be borne in mind in any consideration of
the taxation of life-insurance companies. The present method does not favor
life-insurance companies, but rather the Government.

GROSS INCOME' DEFINED AS INVESTMENT INCOMVI

Interest, dividends, ad reits constitute the gross income of a life-insurance
company under the presetit act. Premiums are not Included in income since
they are i t itnlre of capital deposits to be subsequently returned to policy-
holdMers or heneflelaries. No deduction is allowed for ordinary expenses of doing
'business (other than investment expenses) nor for payments under policy con-
tracts. No deduction is allowed for investments losses or bad debts, neither is
gain from investments included as a part of gross income. If such items were
allowed, the next taxable income would be materially altered from year to year
atid reduced for some years to come. The Government is highly favored by this
exclusion.

1rHESENT PLAN AVOIDS WIDE FLUCTUATION IN REVENUE

The purpose of Congress in 1921 i n adopting this method of establishing the
iit taxable Income of life-Insurance companies was to avoid the wide fluctuations
in net taxable Income experienced in previous years, when the method of deter.-
mining net taxble income was that applied to qther corporations. This result
has been achieved.

PRESENT I"LAN AND TAX-EXEMPT INTEREST DECISION

The present formula, as enacted in 1921, provided for the dediuction of 4 per
cetnt of the niean of the reserve funds required by law (less tax-exempt interust)
from gross income, This deduction was arrived at by the Ways and Nalaeais
Coniinittee after careful consideration of all factors involved, such as the elimina-
tion of capital gains amd losses, aud disregurd of whether or not the year's opera-
tiotis actually result In net income. It was the purpose not only to adopt a
formula producing a depeidable net taxable income, but also one of simple
nature and easily checked by the Governmeznt, 'Ihtmi avoidedI many tromseSn4

quCstiojis which had resulted in litigation under f.rnier acts. It was necessary
to permit the deduction of interest on tax-exempt securities from gross income.
To nullify this deduction, the act of 1921 provide'I that the deduction of 4 per
cet of tie inean of the resreve funds should be decreased by the amount of such
tax-exempt interest. This nullification of the benefits accruing from the owners
ship of tax-exempt securities was found unconstitutional by tile United States
Supreme Court (277 U. S. 508). That ciecision struck front the act the provision
for the d(Iduction of tax-exempt interest from 4 per cent of the mean of the
reserves.

PURPOSE OF CHIANOE TO OVERCOME SUPREME COURT DECISION ONLY

It is understood that the purpose of the Ways and Means Committee in making
the change in the reserve deduction from 4 per cent to 3Y2 per cent, was to over-
come the reduction in Government revenue on account of the United States
Supreme Court decision in 1928 (277 U. S. 508). The effect of this decision
was to give life-insurance companies the benefit of ownership of tax-exempt
securities which previously had been denied.

CHANGE FAR MORE THAN OVERCOMES COURT DECISION-WOULD RETURN MORE

THAN TWICE AMOUNT

Reports from 53 companies holding 84.8 per eent of the assets of all United
States legal reserve life-insurance companies show that the reduction in revenue
to the Government on account of the Supreme Court decision-at the new 13%
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pr cent tax rate-aggregates $4,993,000 annually. (At the present 12 per cent
x rate it aggregates approximately $4,438,000 annually.) Reports from these

same companies reveal that under the present law and the existing 12 per cent
rate, those companies will pay in 1932 on 1031 business $8,704,000 in Federal
income taxes. The same companies would have paid $14,456,000 if the present
bill with the 83 per cent reserve deduction and tie 181 per cent rate had been
In effect, or an additional tax of $9,752,000. In other words, the proposed change,
instead of merely recouping to the Government the reduction in revenue on
account of the $upreme Court decision, would actually more than double the
tax on life-insurance companies and thus reonup to the Government inore titan
twice such reduction. iteis submitted, therefore, that the chianvge fruin 4 per
cent to 3 per cent in the reserve deduction should not be allowed to stand in
the bill.

If, however, in view of the expressed purpose of the Ways and Means Coin.
mittee it is Intended that life-insurance companies be made to recompense for
the reduction in Government revenue on account of the Supreme Court decision,
some change in base is to be made, it is urged that such change be not more than
necessary to restore such an amount. Inasmuch as the change in the reserve
deduction from 4 per cent to 3.5 per cent, as proposed by the pending bill, would
result in a grossly excessive tax-an increase for the 53 companies from $8,704,000
to $18,456,000-it is respectfully urged that the present 4 per cent deduction be
not reduced lower than to 8.75 per cent. On a basis of 3.75 per cent reserve
deduction the 53 companies referred to would pay an additional tax of $5,344,000
or more than the amount of the reduction in revenue from the Supreme Court
decision.

Following are given income taxes of these companies under the present law and
under the various bases herein discussed:

Data of 88 life-insurance companies which have 84.8 per cent ef the assets of all
United States legal reserve companies. (Based on 1931 business)

Taxes on present basis, 4 per cent deduction, 12 per cent rate ...... $8, 704, 000
Taxes that would have been incurred:

At 4 per cent deduction, 13 per cent rate --------------- 9,792,000
At 3% per cent deduction, 18 per cent rate ................ 14,048,000
At 3%/ per cent deduction, 13i per cent rate ................. 18, 456,000

JAMES LEE Loomis
President Connecticut Mutual iUfe Insurance Co. Hartford, donn.;
Chairman Federal Tax Committee Association of Ltte Insurance Presidents.

RESERVE DEDUCTION OF ACTUAL INTEREST REQUIREMENT PLUS ONE-HALF OF I
PER CENT WOULD INEQUITABLY REDISTRIBUTE FEDERAL INCOME TAX AS BETWEEN
VARIOUS LIFE INSURANCE COMPANIES

The proposal that the life-insurance provisions of the pending Federal revenue
bill be so amended that there would be allowed a deduction of the actual rate of
interest required to maintain reserves plus one-half of I per cent of mean reserves
be substituted for the 4 per cent'allowed by present law, would cause a material
and inequitable redistribution of the tax burden, as clearly demonstrated by the
attached illustrations. The additional taxes imposed as a result of such a change
would fall entirely upon companies operating upon a 3 per cent reserve basis
(those with an average rate under 3% per cent) and such burden must, therefore,
be borne by their policyholders throughout the United States. Such proposal,
in addition would decrease thi taxable income of companies holding over six
and one-hat' billions of assets.

Table A shows approximately how 336 companies would be affected.
Table B shows actually how 53 companies would be affected.
Table C is a simplified hypothetical ilfistration indicating the taxable income

and the tax at 13 per cent as between as 3 and a 31 per cent company.
Table D indicates how a 3 per cent and a 314 per cent company, selected for

their similarity in size, would actually be affected.
The proposal, as explained by these illustrations, thus would make a most

inequitable redistribution of the tax burden. Such increased burden would fall
upon the policyholders of the 3 per cent companies. It would thereby raise a
serious question in the matter of competition. It would but partially restore
the additional revenue the Government desires to raise from life insurance.
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TABLE A

To change the deduction of 4 per cent of mean reserves, as provided for in
lreseInt law, to a deduction of actual interest required to maintain reserves plus
oeehalf of I per cent of mean reserves would violently redistribute the aggregate
tax burden among the companies. It is obvious that, under such a plan, a com-
pany with its business ol a 3.5 per cent basis would be allowed exactly the same
deduction (3S per cett plus one-half of 1 per cent) as the 4 per cent under present
law, The net taxable income of such a company would, therefore, not be
changed. A cor 'any with a rate higher than 3 per cent would be allowed a
greater deduction han at present and its net taxable income would be less than
under present law. A company with an interest requirement of less than 3.5 per
cent would be allowed a smaller deduction and its net taxable income would be
increased.

It has been possible, from published reports, to aggregate the assets and com-
pute the average interest required to maintain reserve for 336 of the 410 legal
reserve life-insurance companies. The aggregate results are as follows:

UNITED STATES LEGAL RESERVE LIVE-INGtYRANCJE COMPANIES

Effect on net taxable income that would result by changing reserve deduction
from 4 per cent to actual plus one half per cent:

47 companies with total admitted assets of $8,950,660,93 (47.4 per cent of
total assets of all United States companies) would have their net taxable
income increased,

223 companies with total admitted assets of $8,808,374,995 (17.8 per cent
of total assets of all United States companies would have no change in
their net taxable income.

66 companies with total admitted assets of $6,591,525,146 (84.9 per cent of
totai assets of all United States companies) would have their net taxable *
income reduced.

TABLE B

Fifty-three member companies of the association of Life Insurance Presidents
which hold 84.8 per cent of the assets of all such United S%tes companies, for
which the net 1931 taxable Income is available, would show the following redis-
tribution of tax at the 133 per cent tax rate now in the bill:

Basis of actual IewPresent basis Bai tculIncrease
Average r e 4 n requirement

v ent dequir du SgNtcent plus one-haf (+) or de-
ction) Of I per cent crease (-)

companies ............................... Less than 34 per 4,870,135 7,148,091 +2,277,98
cent.3ompanipc...............................3 per cent or 4,9,971 4,732,039 -189,
over.

Total (53 companies) .................. ........ 9,792,100 11,880,780 +%Z08,624

Result: Twenty companies holding reserves at less than 33 per cent would
take entire increase of tax burden plus $189,000 relief which would accrue to
the 33 companies on basis of 33 per cent and over.

TABLE C.-llustration of effect on a 3 per cent company and on a SY2 per cent
company of a deduction from investment income of actual interest required to
maintain reserves plus one-half of I per cent of such reserves

3 per cent 334 per cent
company company

Required reserves ....................................... $100, 000, 000 $100,000 000
investment income .......................................... 5,000,000 5,00,000
Investment expenses and exempt interest, etc .............. ....... m00, 000 . 00,000

Deduction of. actual Interest required to maintain reserves plus one-balt of 1 40 5 0
per cent of reserves ........................................................ 13,500,000 ' 4, 0, 000

Taxable income .................................................. 1. 000, 000 00, 000
Tat at 13% per cent ............................................ 135,000 67, 50

I a per met. 1 3,5 per cent, 8 4 per cent.
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TABLE D.rhow it would work in the nedistribution ofth tax burden in two botid-
l cases

jIl netl on 1931 businesses

Now Hno-. Provident
lmonidMuttI! MMu tunl i lOte

ife lngur. Isurtnes
once Co. (3 CO. 0% per

per Cent cent, com.
company) iony)

1,e'hwr u nets, J . 1 ,132 .... $ 00 .............. 0,filla (itreserve . ........................................ W 000::::::::::::: 21,8,. W, ftooMenof~224, 000, 000 2)8 , 000, 009.
Surplus funds (about) ........................................................ 1,0), 0) 800,000
Taxable Income (present law) ........................ .................... 1,704,000 I, 942,000
Taxable Income at actual interest required plus onebalf Of i per cent of

Mean ro Ves ............................................................. 2,243,00)0 1, 737, 000

"axable Income would inrease ............................................ . A39,0 .. .
Taxable income would decrese ......................................................... 1" ,

NIPZOCT OF VARIOUS POSSIBLE RESERVE DEDUCTIONS ON DIFPXENT*LI*E IN4SURANCE;
COMPANIES UNDER FEDERAL REVENUE BILL

A level rate of interest credit for all companies, such as the present rate of 4 per
cent, does not operate in favor of the companies which assume a lbwer interest
rate for valuation purposes.

This is beat seen by considering two model companies, each with the same
amount of insurance In force and with the same distribution of business, according
to plan, age, and year of issue. These two companies are to be identical In a[
respects except that one company, Company A, chooses. to vawe Its business on
the American Experience Table with 3 per cent Interest while the other company
Company B, selects for its valuation basis the American Experience Table with
83 per cent interest. In other words, each policy in force in one company Is
duplicated in the otler company, being on the life of the same person. Provided
that each company earns the same net interest rate on Its funds, experiences the
same mortality and is subject to the same operating expenses) the two com-
panies will show the same cost per policy (before payment of Federal tax) and
will therefore be on an equal footing. Calculations have been made for two such
model companies, the results being shown in Schedule i. The assumed distribu-
tion of business as between plan, age, and year of issue, as set out in thisschedule
it is believed is a reasonable approximation to actual facts, It has been assumed
that total funds in each case include surplus of 6 per cent of the reserve which is
about the average at the present time. In this schedule the tax Is computed on.
three different bases:

1. Four per cent deduction and a 181 per cent tax rate.
2. Three and three-fourths per cent deduction and 13J per cent tax rate.
3. Deduction of actual valuation interest rate plus one-half of I per cent and

13h per cent tax rate.
This schedule shows that in the aggregate the policyholders under Company

A (3 per cent company) pay a tax 6 per cent higher than that, paid by Company
B (3) per cent company) under method 1. Method 2 retains this differential
method 3 would impose a 46 per cent higher tax on the policyholders in Com-
pany A.

Method 2 would increase the tax for both companies by approximately 19
per cent over method 1.

Method 3 would increase the tax for Company A by 38, per cent without
any increase for Company B.

While these are aggregate figures, the assets that earn investment income
with respect to different policies are proportionate to the reserve on such policies.
Therefore the same relation would hold with respect to different policies as
holds in the aggregate; as set out In Schedule I.

The taxable income for Company B under methods I and.3 being the same it
follows that, due to the change in tax base, method 3 would place all of the
additional tax on companies valuing their policies on a rate lower than 3.% per
cent.
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In order to test the effect on individual policies two representative companies
have been selected, one with reserves on the American Experience 3 per cent
basis, called Company A, and one with reserves on the American Experience
3 per cent basis, called Company B. A 20-yft endowment policy has been
chosen for this comparison because the entire transaction is completed in the
priod covered by the illustration. The not cost is based upon the published
dividend scale for 1931, and the illustration for age 20 at issue. The tax pay-
able each policy year has been calculated both for the 8% per cent deduction
and for a deduction of 3 per cent plus one-half per cent for Company A and
83 per cent plus one-half per cent for Company B and then this tax has been
put in ratio to the not cost for the year. The results are shown in Schedule I.

SciLotym I.-Model life insurance office

Amount of Insurance in force, $81 000,000, distributed as follows:
L. 55 5/9 per cent-one-third in sixth calendaryear.

20 P. 33 3/9 per cent-one-third in eleventh calendar year.
20 E. 11 1/9 per cent-one-third in sixteenth calendar year.

100 per cent.
One-third at age of 25; one-third at age of 85; one-third at age of 55.

mpy A Comoany P
peren (3 percent

........ .......................

is(timated t per cent of reserve)..................................

Funds; reserve; surplus .................. .........

Iaole st 8 per cent on funds ........... ................
ededuction (4 per cent on reserve) ...................................

T"aible income .......................................................
(1) Tax at 13)4 per cent ......-........-..........-........................

Income at a per cent ..........-- - .................
LOW 3f per cent deduction ................ ..........

Taxable income ....................................
(2) Ta at 13% per cent ...................................................

Income at a per cent. ........................
Les 3% per cent deduction:

3 per cent pIlus 4 per cent ..........................................
4 per cent $3 per cent plus A pet cent) ........ .........

Taxable income .........................................................
(5) Tax at 1334 per cent ........................--- ...................

Increase (3) over (I[

.............................. .................
2n..........

$A) 824 370 $1i
1,249,462 1,11, $16

22078432, ZBV4&78
1,103,102 1,048, 9

832,978 787, 87S

270,717 2A080

38, U47 84, we

1,103, M 1, 043,985
701, 14 78 83,
82, 778 S08SWI

43,8578 41,218
1,103,892 1, 043,

728, 82

..........

460

Pr tong
19

787, 878

as
h~r cent 1+

* .........481..........
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SCHODULE I.-Ratio of tax to net cost
Company A holds reserves on American 3 per cent boss. Company B holds reserves on American 34

per cent h us)

Deluotion of 34 Deduction of atual
per cent valuation rate

plus % tift cent
Net cost Not cost ........ -
to polley- to policy.

Year holder, holder, c3 t ew 4
Comm.Co cent (3 oen

pany A pany 1 Com. Cow. per cent per cent
pany A puny B Plus I prUonper i te r plus)I

Com. Com.
pany A pany 1)

Per Ceot Per tot
First ...................................... 41.6o 38.84 0.21 0.20 0.24 0.18
Second .................................... 41,13 38.80 .34 .34 .41 .28
Third.............................. 40.57 38.20 .49 .49 .57 .39Fourth .................................... 40,00 37.97 .64 A04 .77 .52Fifth ...................................... 39.40 37.05 .8 1 0 .197 .64
Sixth ...................................... 38.00 37. 33 .9 .98 .17 .77
Seventh ................................... 38.16 3.6W I.17 1.15 1. 41 .91
Eighth ................................... 37.50 3,.58 1.37 1,35 1.6 1.07
CIoth ............................... 36 3'b 20 1.50 1,5 1.93 123,
[3nth ..................................... , 0 35.81 1.83 1.77 2.20 1,40
Eleventh .................................. 35.36 341 2.08 1.09 2.l I.8$Twelfth ................................. 340 0 35,00 2.37 2,24 2.87 1.78Thirteenth ....................... 3.81 34.01 205 2.W0 3121 1.07ourteenth ................................ 9I 34. 0 2 07 2 .7 3.0 2,10
Fifteenth ................................. 3213 33.78 3133 3,12 4,03 2.46sixteenth 3................................ 1.24 33.35 3.72 8.4o 4.51 2.08
p etonth ............................. :. 30,32 32.92 4.14 3,71 ,03 2.9, Mhtenth ........................ 29.3 3 32.48 4.01 4,10 5.00 32Nnietnh ............................ 27.32 32,5 5.14 4.49 0,23 31,6s
Twentieth ..................... 27.30 318 5.73 4.89 0.24 3182

20year total....................... 70 0 1 709, 48 2.11 , 04 2.54 1.01

Possible working bases fcor an amendment to paragraph (2), subsection (a),
section 203, (lines 22 to 25, page 137) pending Federal Revenue bill to provide
life insurance reserve deduction at flat rate of 3% per cent with higher rate for
such reserves as are held on a higher interest assumption basis

(1)
(2) Reserve Funds.--An amount equal to 3% per centum of the mean of the

reserve funds required by law and held at the beginning and end of the taxable
year (but, if any such reserve funds are held on a higher interest assumption rate
than 3% per centum, then such higher per centum shall be substituted for 3Y4
per centum in computing the amount of deduction with respect to the reserve
unds actually held on such higher interest assumption rate), plus * * *

(2)
(2) Reserve Funds.-An amount equal to 334 per centum of the mean of the

reserve funds required by law and held at the beginning and end of the taxable
year, provided in the case of any such reserve funds held on an interest assump.
tion basis at a rate higher than 3% per centum, the amount as to such reserve
funds shall equal the interest assumptions per centum of the mean thereof, plus

(3)
(2) Reserve Funds.-An amount equal to 3% per centum of the mean of the

reserve funds required by law and held at the beginning and end of the taxable
year, except that in the case of any such reserve funds held on an interest assump-
tion basis at a rate higher than 3% per centum, the amount as to such reserve
funds shall equal the interest assumption per centum of the mean thereof,
plus * * *
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(4)

(2) Reserve Funds.-An amount equal to the following per centum of the mean
of the reserve funds required by law and held at the beginning and end of the
taxable year-

(A) Four per centum in the case of such funds held for reserves computed at
any interest rate in excess of 3% per centum, and (B) 3%4 per centum in all other
oases plus * * *

(These various phrascologles are submitted for consideration as possible
working base; and preliminary drafts for the purpose of expressing the thought
intended.)

LETTERS FROM W. F. KIRK AND JOHN C. RoINsoN

APRIL 19, 1032.

Hon. REED SMOOT,

Chairman Senate Finance Committee,
United States Senate, Washington, D. C.

My DEAn SENATOR: I am inclosing for the committee record in the committee
hearing re proposed tax on imported petroleum and petroleum products state.
ments from Walter F. Kirk, master of the Ohio State Grange, and John C.
Robinson, president of the Kentucky Farm Bureau Federation.

This is in accordance with the request which I made on Saturday, April 16,
which was conditionally granted by the c .,amittee. ',

It was manifestly impossible to secure these statements on Monday, as Mr.
Kirk and Mr. Robinson were at their homes at the time the matter was presented
to the committee and it was not possible to receive replies to telegrams sent to
them in time to file on Monday. I am hastening to send these to you the first
thing this (Tuesday) morning.

Yours respectfully, A. M. Loomis.

PORT CLINTON, OHIO, April 16, 1989.
In harmony with the action of the National Grange and its own general policy

of conservation and economy, the delegate body of the Ohio State Grange opted
the following resolution at its Fifty-ninth annual season at Sandusky, Ohio,
December 10, 1931, thereby making it a part of the policy and program of our
State organization representing 830 subordinate granges:

"We oppose a tariff upon crude petroleum, rough lumber, and any other natural
products, because such tariff would unjustly increase costs to the general public
and would hasten the depletion of the natural resources of the United States."

W. F. KinK,
Master of Ohio State Grange.

Senator M. M. LOGAN, Washington, D. C.
MY DEAR SENATOR: The articles before your Finance Committee that are

under consideration for increased tariff would vitally affect agriculture. One in
particular, I want to call your attention to, is the tariff on petroleum products.

Increased tariff on these products would increase expense of agricultural opera-
tions of farm machinery, trucks, cars, and road buildig.

Being a farmer and a taxpayer, I am sure that the farmers of Kentucky are
more interested in economy of Government than in increased tariffs.

Agriculture's present perilous condition, any increase in this tariff would be
fatal.

Trusting that after due consideration you will vote against this tariff and stand
four-suqare for more economy in Government.

As a representative of the taxpayers and agricultural interests, I would like to
know what decision you may reach on this matter.

Very sincerely, JOHN C. RosNsoN.
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Mr. A. U. Loomis, FRANKFORT, Kv., April 14, 198*.

W.A,.ALnoon, C.
DEAt Ma. Loomis: Sorry to have disappointed you. but the secretary of out

State taxpayer leagte, of which I am president, had scheduled ,two meeting.
which make it Impossible for me to come.

I have written to both of Kentucky United States Senators and am sendin;,
you a copy of the letter.

Very sincerely, JOHN C. RolNmsox,

STATEMENT OF FRANK W. McALLISTER, KANSAS CITY, MO.,
GENERAL COUNSEL OF THE KANSAS LIFE INSURANCE CO,
AND CHAIRMAN OF THE TAXATION COMMITTEE OF THE
AMERICAN LFE CONVENTION

Mr. MCALLISTER. Gentlemen, as chairman of the taxation com-
mittee of the American Life Convention, which is an organization of
185 legal reserve life msurance companies domiciled in 85 States and
the District of Columbia, we have some suggestions to make with'
reference to this bill.

Mr. Loomis has already explained to you the result of the decision
of the Supreme Court known as the Nationa Life decision under
which about $4,800,000, I believe, of revenues theretoforepaid by life
insurance companies was not collectible because it included income on
tax-exempt securities. We have no fault to find with the effort of the
Treasury Department to replace that revenue. But, as said by Mr.
Loomis, the bill in the form in which it came over from the House
will more than double that, in addition to the increase from 12 per
cent to 13% per cent.

If I may I would like to spend just a momentr--and I hope you will
call me if I overstep the bounds--ia explanation, as an understanding
of the accumulation of the reserves is necessary to understand ti
tax and what we are really driving, at. The reserve on a life-insurance
policy does not belong to the ie insurance company. It belongs to
the policyholder. Under practically any life insurance policy that is
issued to-day and in most of the States such provisions are necessary
under the law. The policyholder can walk into the office any day in
the week and take down the reserve on this life insurance policy, either
by a policy loan or by a surrender value of that policy. So that to all
practical purposes the reserves belong to the policy older and not to
the company and therefore it is generally conceded that the reserves
are not taxable to the com pany. And, of coupe, if the reserves them-
seves are not taxable to the company the income is not taxable, be-
cause to tax the income is really to tax the reserves.

Now what I am driving at is to try to explain the basis upon which
this tax is levied against life insurance companies. The reserves
must be improved or increased at a specified rate of interest, 3, 3%, or 4
per cent. I know of no policies issued by any company on any other
than one of these three rates. That means that at the end of every
year there must be added to the reserves a sum which equals the
reserve basis rate, or the reserve rate, as it is general called.

Now, the ability of the company to meet the obligations in the policy
depends upon this addition to the reserve on that policy, because it is
fundamental in the theory of legal reserve life insurance that from
the very minute the obligation is assumed provision must be made
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for its payment. So that as the policy goe on the fund is gradually
acumula t so that at ay time in the history of that poey, fron
the day ivis issued until it is matured by death or otherwise, the com-
pany must hi. eiIn these sacred reserve funds the money with which
to meet that obligation, and to do that it must add to it and Increase
it at these rates.

Now the present law and this bill proceed upon the theory that a
deduction is granted from income from these three sources, which is
the basis to meet these reserve requirements-what the company
must add to the reserve year by year. .

Senator Hanwso. General, may I ask you this question in that
connection, Ta all the insurance companies in America, what
is the surplus that is carried over their reserve?

Mr. McAL41STrn. I do not understand you, Senator.
Senator HARRIsON. There is a surplus carried over the reserve by

some companies, is there not?,Mr. MCAmLSTE. Oh, yes. I will get to that in a moment. The
purpose of this is to devinse a formula that will levy the tax upon the
part of the income which comes to the company and does not go to
the policyholder. It is generally called free miterest. Or it is free
earnings And is the difference between the earnings the company
actually has and the reserve basis upon which its policy Is based. For
instance, taking a 3 per cent company and it earns 4% per cent on it
reserve assets. Then its free interest is 1% per cent. If it is a 3%
per cent its free interest is I per cent. If it is a 4 per cent company
its free interest is one-half oi 1 per cent. Now that is the basis of
this tax. And our companies thihk that the fair way to do the thing
and the equitable way to do it would be to base the deduction in pro-
portion to the free interest the company has, which is the difference,
as I said, between the reserve rate upon which its policies must be
accumulated, and what is actually earns on these reserves.,

The present law has a flat deduction of 4 per cent. The bill pro-
poses a flat deduction of 3% per cent. This is not as between com-
pamies, because many companies will have business on all three of these
reserve bases. Many of them on two of them. Now, we think it is
fair to base that thing on the actual reserve basis the companies'
policies are on. For instance, you take it under this bill a 3 per cent
company has a one-half of 1. per cent free interest. One-half of one
per cent of its free interest is not taxable.

Senator SHOETRIDGE. Under existing law?
Mr. McALLIsTi. Yes- and under this bill just the same.Senator SHORTIDGE. te. Very well.
Mr. MCALLiSTRz. With the result now under this bill that a 3 per

cent company has free interest represented by the difference between
3% per cent and its earning rate, or the difference between 3 per cent
and 3% which pays no taxes and is not included in the basis upon
which the tax islevied or based. The 33 per cent companies will have
none. And a 4 per cent company--its reserves are invaded thereby,
because it is a simple matter of calculation. •

Senator HARRISON. General, have you some estimate there of how
much the Government will realize on the basis of taxing the free
interest, as you say, instead of on this basis?

Mr. MCALLIBTER. Well, that is what this is drivig at, really.
That is the whole excuse for it. Yes; the best available figures we
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could pt are that putting it, as we figure it, at the actual reserve
basis plus one-half of 1 per cent, which I will explain the reason for,
the do rnment ought to get 25 to 40 per more out of it than it i
getting under the e tinaw. I would say around 833 per cent more.

Senator SUOnTGtU.Do you carrm in your mind in point of dollars
what that would amount to, Generalf

Mr. McALLismR. That would amount to around $5,000,000, I
think. Is that right, Mr. Parker?

Mr. PAzna. Thirty-three and one-third would only be about
$3,500,000,

M. McAaasTma. Well our figures run about *5000,000 as the
estimate of what that would attain. But we ar vitally interested, if
IOU lease, not only in the amount of revenue it would attain, but we

this puts the tax on a fair basis as between nolices of the
various classes on the 3, 33, and 4 per cent basis. kid, of course,
the increase from 12 to 133 per cent iill produce considerably over a
million dollars, I believe, in addition. And, by the way, I think it is
worthy of your consideration that that represents the increase in
taxs of. corporations generally, whereas this other provision will
greasy increase the taxes of le insurance companies m addition to
the increase from 12 to 18 per cent.

Now we think in the firt*place that the reserves should not be
invaded, and that is fundamental and we think, necessary to the
future of legal reserve life insurance. to accomplish that it is abso.
lutely necessary to make an additional allowance.

Now there is a provision in the law-and, as I understand, it
remains there--a deduction allowed on account of administration
expenses and costs, and so forth. But if you took a fund that must
yi-ld 33 per cent annually, anybody knows that you can not loan it
at a fiat 336 per cent and meet the requirements at the end of the year.
There will be some loss in time in investment, in the shifting, there
will be some capital losses, and there will be some income losses.
We think a deduction of the reserve rate plus one-half of 1 per cent
will make allowance for that situation. It will enable every life.
insurance company to maintain the integrity of its reserves, and
we think will bring to the Government what has been said it had in
mind to recover in lieu of the loss in the National Life case.

In that connection I have here a letter from Hon. Charles D.Livington, insurance commissioner of the State of Michigan, and he
is president of the National Convention of Insurance Commissioners,
in which he explains the importance of maintaining these reserves,
and also explain that something above the reserve basis is necessary
for them to be maintained.

(The letter is as follows:) STATE oF Micixi,

DEPARTMENT OF IN1CJRANCE,
Lanting, April 9, 1980.

FINANCE COMMIT,
United Sttes Sente, Wasuhington, D. a.

Giznnuzs: There is nothing more important to the prosperity of the country
at this moment than to maintain the'soundness and solvency of the institution
of life insurance, one of the principal media of savings for more than 68,000,000
of our citizens.

It is absolutely necessary for ife-ineurance companies to maintain the integrity
of their legal reserves in oider to carry out the contracts which they issue. The
legal reserve system whish requires such reserves is the very foundation of the
strength and solvency of the companies.
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It is absolutely vital to the public Interest that the income from the investment
of these reserves should not be tixed in any event beyond the interest earning
required to maintain them, and I my Judgment, a margin above the reserving
=ate on each elms of business proportionatel should be granted to take ears ol
possible capital losm which might encroach from time to time upon the integrity
of the reserves themselves.

Insurance companies can not carry out their contracts unless their reserves
remain Intact and are increased each yeal by the Interst rate assumed in their
eslculations. In my, judgment, therefore It is of vital Interest to the vast
multitude of poleyholders that the deduciion now permitted for Interest earn-
in e upon theft reserves should not in any event be reduced below the interest
ric required to maintain, them, and In my judgment, as an element of safety,
a margin above such reserving rate should U allowed.

Rspctfully, C. D. LvINomN,

I Commissioner of Insurane, Stat. of Michigan.

Senator Raw. May I interrupt you a moment, Mr. McAllister?
Mr. MCALLISTER. Yes.
Senator Rno. Before 1 came in did you touch on the subject of

capital gains and lowa?
Mr. MCALLISTER. No; I have not.
Senator Rmn. Will you tell us in a word, if it is not interrupting

the .thread of your argument, why in your opinion insurance com-
pames alone ofall coorations should not have to take into account
their capital gains and losses?

Mr. MCALLISTER. Senator, I believe both the companies and the
Government are Wterested in avoiding that basis for taxation.

Senator REED. Personally I do notbelieve that any corporation or
individual should take account of capital gains or losses of permanent
investments in calculating income, but as long as we make ever in-
dividual take it into account, and every corporation, why should in-
surance companies alone be excepted?

Mr. McALLISTER. Well, Senator, it is the difficulty involved in
correctly ascertaining what the actual profit or income of the com-
pany is because of the relationship between the reserve funds which
they hold as trustees and income which belongs to them and may prop-
erly be charged to them. It is a very difficult proposition. Ad I
should think that the Government would be better satisfied with the
tax on this basis, because on this basis it is not affected much. It is
not a question of whether we make money or lose money. These
reserves must be carried and the tax is based upon income from those
reserves; not whether we make money or whether we lose money. It
does not make any difference. And many companies-I think un-
questionably on a basis that measured them fairly with othe corpora-
tions they would be p ayr.; much less tax than they are now.

Senator REED. Well, f it is not sound policy to tax capital gains of
life-insurance companies why should we tax capital gains of savings
banks?

Mr. MCALLISTEtR. Well, I do not know much about that subject,
Senator. I have not gone into it from that anle. But I believe a
careful study will convince you that both the Government and the
companies tre better off on this special basis, because they have a pecu-
liar business, wholly unlike any other liie of commercial activity.
The structure is entirely different. I am not talking about the bill
as based on that. I am just discussing it from that angle.

'. 0
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Senator REED. I think the Government would be better off if it
ignored capital gains and ignored capital losses entirely in all cor.
portions and In all individuals. But as long as we tax them and
everybody else in the country why should not life-insurance coM-
panae wo along with the rest?

Mr. McALusma. Well, they ought to go along with the rest. But
our theory is that on this bas they shoud go along with the rest,
with this exception-

Senator REED. Well why should there be an exception?
Mr. MCALLISTER. Well, I say that it should go a ong with other

corporations, except our taxes from year to year are not so fluctuating
or affected so much ba whether you lose money or make money, or
what you gan or do not gain. They had that in 1918 to 1921, and
it apparently was unsatisfactory to everybody. For that reason there
was constant irritation over computing these taxes. I knew nothing
about the matter at that time, but that is my understanding of why
this formula was adopted in place of the formula of computing the
tax of all corporations. ..
* Senator REED. I had a strong suspicion that the man who wrote
the formula forgot to #it in capital gai.

Mr. McALLisTER. Well, I do not know about that. But it is a
tax on income. You can not deny that. It can not be made to cor.
rectly reach income. . I

Now one other suggestion and then I expect I will have over.
stepped the time. This bill-and I think it is a serious matter-this
bi would increase the income taxes of many insurance companies,
and especially companies domiciled .in the Middle West and the
southern and southwestern part of the country, and even some in
other parts of the country. It will greatly increase them. One
reason is that those companies carry very little tax-exempt securities
in their investment portfolio. They have practically none. So that
all the income they get is subject to the tax. The taxes of the com-
pany I represent will be about two and one-half times, under this
bill--would have been this year-what we pay under the present law.

Senator RED. What i your company?
Mr. MCALLISTER. The Kansas Life Insurance Co. of Kansas City,

Mo. The taxes of some of them will be increased four, five, six, even
ten fold because of peculiar situations that increase the taxes on them.

Our suggestion in the matter is that the basis of the tax ought to be
the reserve rate plus some percentage that will -cover these inevitable
losses, whatever the reserve rate is, and in such an ai~ount that the
Government will get what revenue it ought to have from life insurance
coln w es. . 14.Co have s memorandum which I am going to file, which I will supply

you with. I believe that states about as well as I can the position of
the companies.

Senator REED. You figure it would work an injustice if we would
base the income tax upon the net increase in surplus during the year-I
am not talking of reserves-net increase in surplus, plus the dividends
paid, if it is a stock corporation?

Mr. MCALLISTER. Yes.
Senator REED. You think that would be unfair?
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Mr. MCALLISTER. Yes, I do. I think it would be bad policy. I
think the life-insurance companies, above all other corporations, ought
to be encouraged to increase their surplus all they can.

Senator .LEED. And so with banks.
Mr. McALISTRn. Well, I have not studied banks. But the effect

of that sort of a tax would be to penalize a company that likes tq'add
up a larpe surplus and add to it every year.

That is all I have to say. Thank you.
(The memorandum presented by Mr. McAllister is here printed in

the record in full, as follows:)
OBJnCTIONs OF TaE AMERIoAN LIE ConvmTion AN ORGANIZATION OP LEGAL

RESavE LiFE Insunaacm COMPANIES WITH £5 MEMMRS, DOMICILED IN
38 STATES AND TaE DisriucT or COLUMBIA
The American Life convention objects to the provisions of (a) (2) section 203

of H. R. 102386 (the pending revenue bill) for the following reasons:
1. It includes and taxes Income necessary to maintain policy reserves.
2. It discriminates against policyholders whose policies are on a 3% per cent

and a 4 per cent reserve basis.
3. It imposes an excessive and unfair tax burden on legal reserve life insurance.

PROPOSED AMENDMENT

(a) General rulte-In the case of a life Insurance company the term "net
Income" means the gross income less-

(1) ***
(2) Reserve ftnds.-An amount for the maintenance of policy reserves to be

ascertained by computing the percentage of the mean of the reserve funds re-
quired by law and held at the beginning and end of the taxable ycar at a rate
one-half of 1 per cent above the rate at which the reserves are maintained, plus
(in case of life insurance companies issuing policies covering life, health, and acci-
dent insurance combined in one policy issued on the weekly premium payment
plan, continuing for life and not subject to cancellation) 8% per cent of the mean
of such reserve funds (not required by law) held at the beginning and end of the
taxable year, as the commissioner find to be necessary for the protection of the
holders of such policies only.

I. POLICY RESERVES

(a) A brief explanation of the character and significance of policy reserves will
be helpful in considering the objections urg,d.

Policy reserves are vital in the plan of legal reserve life Insurance and their
maintenance without depletion or impairment is Imperative. The legal reserve
system requires that from the inception of the policy, from the very date the
obligation Is assumed, the accumulation of the fund required to meet the obligation
must begin, By policy reserves is meant a special fund set apart and continu-
ously Increased and maintained during the life of the policy to meet the policy
obliations, and at maturity the reserve must equal the benefits promised In the
policy. Policy reserves axe determined with mathematical certainty and the
amount of the reserve required on any policy of legal reserve life insurance at any
time is a fixed definite sum and Is not a matter of discretion estimate, or speculm.
tion. Roughly speaking, the reserve on a life insurance policy is a sum nade up
of premium payments which, if put at interest on the reserve rate basis at which
the policy is carried, will equal the amount payable to the policyholder at any
time. Policy reserves can be legally used solely and exclusively for the purpose
of meeting the obligations of the policy to the policyholder, and substantial
depetion or impairment of -the policy reserves inevitably falls on the policyholder.

The rate at which the poliy'reserves must be annually increased or improved is
referred to as the reserve basis and policies are classified accordingly. Practically
all legal reserve life insurance is on either 8 per cent, 3% per cent, or 4 per cent
reserve basis.

The excess of actual earnings on reserves over the amount necessary to maintain
and improve the reserves is commonly referred to as "free interest" or "free
earnings." If a company is on a 3Q per cent reserve basis and it actually earns
on its reserves 5 per cent annually it has what is called "free interest" or "free
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erninp," that Is earnings over and above the requirements for Its reserves, ofI -per cent.l4inted at the conclusion hereof, Is a letter marked "A," addressed to the

committee by Hon. Charles D. Llvlng soe, Insuranoe commussIoner of the state
of Michigan, and president of the National Convention of Insurance Commis.
sioners, t which lie very forcibly directs attention to the importance of policy
reserves and their maintenance.

(b) So completely are the policy reserves set apart for the exclusive payment
of policy obligations that in effect they are the proper ry of the policyholder and
the company is merely the custodian. The actual staus is made apparent by
the loan and surrender value provisions, available at the opton of the policy.
holdert found In all legal reserve policies. Any orge or burden of any kind
imposed on reserves or on Income necessary to Maitn them is necessarily
borne by the aoliyholder In the reduced value of their policies and would cer.
tainly be contrary to sound public policy. Accordingly, it is enesily agreed
that policy reserves are not taxable, and it is auiomitfo that to tax the income
from property Is to tax the property itself, it follows that to tax the earnings from
policy reserves would be to ta the reserves themselves.

The present law recognizes that income from the reserves necessary to main.
tain them is not taxable and allows an income deduction to meet reserve require.
ments. It is true that the amount of the deduction s fxed arbitrarily and not
in accordance with actual reserve requirements, but undoubtedly the deduction
Is for the sole purpose of avoiding the taxation of Income necessary to maintain
the reserves.

A deduction from reserve income of less than the amount required to main.
tain the reserves necessarily imposes the tax on a part of the policy reserve in.
come, which really belongs to the policyholder.

With a fiat deduction of 3 per cent, as provided in the pending bill, It Is
apparent that the Income from a part of all policy reserves carried on the 4 per
cent reserve basis are directly subject to the tax, and, as hereafter explained in
practical effect, the same Is true of policy reserves on the 85 per swint reserve
basis.

It Is fundamental In taxation that the burden shall be equitably distributed
among tax payers and without discrimination against any. Exact equality
between clauses is largely a matter of speculation, but discrimination between
numbers of the same class can be avoided and can not be justified.

The purpose of the reserve deduction, both in the present law and in the pending
bill, Is to exclude Income re ulred to maintain policy reserves leaving the "free
interest" or "free earnings ' as the basis for the tax, but it kails to accomplish
that result, as may be clearly demonstrated. If a company with the three classes
of policies in force, that Is, on the 3 per cent, 831 per cent, and 4 per cent reserve
bais actually earns S per cent on its policy reserve funds, the "free interest"
or "free earnings" on the reserves held on the 3 per cent reserve basis is 2 per
cent, on the reserves held on the.851 per cent reserve bask is 1% per cent, and on
the reserve hold on the 4 per cent Is I per cent. Or, to state It differently, the
"free interest" or "free earnings" on the reserves on Poloces on the 3 per cent
basis Is approximately 89.9 per cent of the actual earni , on the reserves on
policies on the 856 per cent reserve basis the "free interest' or "free earnings"
is approximately 80.1 per cent and on -the reserves on the policies on the 4 per
cent reserve bais, the "free interest" or "free earnings" s 20 per cent of the
actual earnings.

With a fiat deduction of 85 per cent as provided in the pending bill 76 per cent
of the "free interest" or "free earnings" on policies on the 8 per cent reserve
basis will be taxable, 100 per cent of the "fre interest" or free earnings" on
policies on the 836," -ent reserve basis, while 150 per cent of the "free Interest"
or "free earnings' on &he reserves on the policies onthe 4 per cent reserve basis
will be taxable. I

This is not only discriminatory against policyholders whose reserves are on
83 per cent ad 4 per cent basis but di-retly taxes the income from policy reserves
held on 4 per cent reserve bass.
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The purpose being to exclude income required to maintain policy reserves from
the tax, to actually accomplish that some deduction in addition to the actual
reserve basis must be allowed, b eoause in practice a fund required to be annually
improved at a fixed rate can not be ivested at the requred rate and meet the
requirement. Reference is not made to the necessary administration or invest-
ment expenses Incident to the administration of the funds, but to the fact that as
an incident to the investment of funds there will necessarily be some capital losses
and some income losses, which must be made up, and that it is impossible to
keep the entire fund constantly invested and earning every day In the year.
Loses of this character will vary and can not be estimated with a strict degree
of accuracy, but it Is thought that deduction of one-half of 1 per cent in addition
to the reserve rate would in a large measure cover such losses, and that with such
deduction in addition to the reserve rate there will be no appreciable invasion of
the policy reserves of any company.

Furthermore the companies very generally credit the policy holder with annual
earnings substantially in excess of the actual reserve basis, so that the deduction
allowed in the proposed amendment will be much less than is actually passed
on to the policyholder.
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It is apparent, therefore that the present lew does, and the pending bill in its
preentfom wuld rquU~ th _?yment of a roportionately greatraon

of tax on the "Ime interiesto or fre earnings", on reserves on policies on the
$SS per cent and 4 per cent reserve basis than on the "free interest" or "free
earnings" on the reserves on policies on the 8 per cent reserve basis. As the
tax is measured by the "free interest" or "free earniras," this is clearly dis-
orlmintory against policyholders whose policies are on the higher reserve basis.
The effect is exactly the same as it would be if the difference was In the rate of
the tax, and, of course, any discrimination In the rate of taxation within the class
would be purely arbitrary and Indefensible.

The following table clearly shows the percentage of "free interest" or "free
hearing" which will be subject to the fax under various deductions of income
for poUoy reserves,

Ordinary life policy; amount, #1,000; age as issue, 40; tenth year tax payable under
various rooms nt rates andedudio
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A careful detailed computation will show that with the reserve deduction deter.
mined in accordance with the actual reserve basis plus one-half of I per cent, as
provided in the proposed amendment, the three aas of life insurance policies
those on the 3 per cent, 3$ per cent, and 4 per cent reserve basis will be taxed
on the sam percentage of their "free Interest" or "free earnings," and tax pay.
menls will be equally and fairly distributed between them.

Various exhibits have been submitted by the representatives of the )liie
Presidents Association.

One of these exhibits contains various proposals for changing the present
deduction of 4 per cent to 3% per cent, but It will be noted that an exception is
made to that in fixing the deduction for reserve funds held on a higher reserve
rate than 3% per cent, which can only refer to 4 per cent reserves, the actual legal
reserve interest rate A per cent shall be substituted for the proposed 8% per cent
deduction. This exception in the proposal of the Life Piveident Asoiation
reopses the contention of the Amerdn Life Convention that the lel reserve
rate is the proper bails for fixing the deduction. We Presidents Asooistion
wishes this recommendation to be limited only to 4 per cent policies while Amerlt
can Life Convention contends that it should be recgniseid for all classes of
policies 4 per cent, 3) per cent and 8 per cent alike.

Another exhibit presented Ly the representatives of the Life Presidents
Association discusses the tax exempt interest decision on the suit which was
brought by the National Life of Vermont, a company on the 8 per cent interest
reserve basis. The Life Presidents Association contends that if the purpose of
the Government in reducing the reduction allowed on policy reserves is to recover
the loss arising from the National Life case, this can be accomplished by chang-
ing the deduction from 4 per cent to 8% per cent. This same purpose would be
better accomplished if the change is made from 4 per cent to the Interest reserve
rate, plus one-half of I per cent. That would be to 3$ per cent on 8 per cent
business and 4 per cent on 8 per cent business, and 4$ per cent on 4 per cent
business, and the larger amount of the recovery would thereby be made from
the 8 per cent companies, and valued rightly so, as It is the 8 per cent com-
panies which carry the larger amount of tax exempt securities.

Another exhibit presented by the Wie Presidents Association purports to show
that the use of a level rate deduction for all companies does not operate in favor
of the companies which assume a lower Interest rate for valuation purposes.
This Is directly contrary to the belief of the representatives of the Ameflean Ljfe
Convention. In this diversity of views lies the only difference among the com-
pany representatives. A company which only accumulates its olicy reserves
atS per cent has a greater amount and proportion of "free interest income"
available for taxation purposes than a company which guarantees to its policy.
holders to accumulate the reserves at an interest rate of 3$ per cent or 4 per
cent. The use of a level rate of interest credit has iD the past unduly favored
companies which reserve on the 3 per cent rate.

This discrimination has during the period of operation of the present law
extending over a period of more than 10 years now, been a continual source of
disatisfaction to member companies of the American Life Convention main.
taining reserves on 3$ per cent and 4 per cent. The American Life Convention
freely admits that the use of the reserve rate as the basis of exemption will change
the established level of the tax burden and will place the greater part of the
Increase on the 3 per cent Companies. It is with that actual object in view that
the change is recommended.

For the past 10 years at least, 3 per cent companies have failed to pay their
proper pro rtionate share of taxes and It Is because of this unfair distribution
In the past that the correction to the equitable basis of the reserve rate will
cause an unequal; but not an unfair distribution of the increased tax.

Life Presidents Association presents an exhibit of two model life insurance
companies, the reserve of A on a 8 per cent rate and of the other, B on a 3$
per cent rate. This exhibit shows a very substantial increase in the amount of
tAx that will be paid by the 3 per cent company with no Increase on the part of
the 8 per cent companies, If the reserve rate plus one-half of I per cent Is used
for the deduction.

The second table as presented by the Life Presidents Association Is intended
to show the ratio of tax to net cost in the case of two companies, one reserving
on a 3 per cent basis and the other reserving on a 3% per cent basis, but it will be
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noted that both policies are participating, and the dividends according to the
1931 published dividend scale have been taken into account. There is no guaran-
tee that dividends will be paid in accordance with the illustration, but the 8
per cent company guarantee, only to accumulate reserves at 8 per cent Interest
and the 8%I per cent company guarantees to accumulate its reserves at 8I er
cent interest. Again let it.be stated 8 per cent companies have the larger "free
interest" income and should properlypay the larger tax.

A fourth exhibit Is presented by the Life Presidents Association for the purpose
of showing that the use, as the reserve deduction, of the actual interest require.
ments plus one-half of I per cent would inequiti.bly redistribute the tax as between
various companies. As has already been stated it has been the view of the
American Life Convention that redistribution of the tax is necessary to remove a
discrimination that has existed, ever since the present law became effective, In
favor of the companies reserving on a 3 per cent basis, and the increased taxes
which the 3 per cent companies would be called upon to pay under such redistri-
bution are only large as compared with the taxes they have paid in the past
because these past taxes have represented less than hese companies' proper
share.

This exhibit shows that 47 companies would have their net taxable Income
increased. This Is the group of companies reserving on the 3 per cent basis
and we contend should bear the largest proportion of any Increase because
of the unfair advantage they have enjoyed in the past at the expense of companies
reserving on a higher interest rate.

The 223 companies cited as showing no change in their taxable income are
companies which reserve on a 83% per cent basis, and if the deduction is fixed at
the reserve rate, plus one-half per cent these companies will continue to receive
a deduction of 4 per cent the Fresent rate.

The third group of R6 companies mentioned would have their net taxable
income reduced. This group can only represent the companies which have
busaiiess of which reserves are accumulated on the basis of 4 per cent interest rate.
The amount of this business Is insignificant, and to allow on the whole of.this 4
per cent business a deduction equal to the 4 per cent resrve rate, plus one-half
of I per cent, that is 43 per cent, as compared with the 4 per cent provision of
the present law would result in a reduction in taxes on this account of something
less than $200,600 for all of these 4 per cent companies combined. A somewhat
different impression of this situation might be gained from reading of the state.
ment presented by the Life Presidents Association, showing that the 66 compan-
Ies which each have some 4 per cent business have total admitted assets of over
six and a half billion dollar. A very insignificant portion of this total is repre-
sented by business on the 4 per cent reserve basis.

Table B of this exhibit shows that 20 companies with an average reserve
requirement of less than 834 per cent would have their taxes increased over two
and a quarter million dollars. If the basis of the addition is fixed at their reserve
rate, plus one-half of I per cent, this two and a quarter million dollars represents
the measure of discrimination in favor of the 3 per cent companies which has ex-
isted during each of the past 10 years.

That there are 83 companies with average reserve requirements of 83 per cent
or over which on the same conditions would have their taxes reduced by $189,000
is doubtlessly explained by the fact that these are the companies which have a
small proportion of their business on the 4 per cent reserve basis.

Table C of this exhibit clearly shows the reason for the greater tax on model
8 per cent company as compared with model 334 per cent company though en-
joying exactly the same investment income, and incurring exactly the same
investment expenses the 3 per cent company guarantees to its policyholders

onl 3,000,000 in interest reserve accumulations, aid is allowed three and a
haW million as a deduction, whereas, the 33 per cent, company guarantees three
and a halt million dollars interest accumulation, and is allowed a deduction of
4,000,O. The difference of $500,000 represents the Additional amount of
interest guaranteed by the 3% per cent company.

The following computation is 'based on the illustration submitted by Life
Presidents Association of two model life insurance companies "A" and "B,"
and shows the percentage of "free income" which would be actually taxable at
the various percentages of reserve deduction.
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ETable D shows how the proposed change, would work in the case of the NewEngland Mutual and the Provident Mutual, the former a 3 per cent company,a nd the latter a 336 Per cent compny. It is interesting to note from the figuresprese nted that under the present law the taxable income of the 3 per cent company
actually $240,000 less than the taxable income on the 8M per cent company.Under the present law the two companies combined pay on a taxable income of63,600,00%, and on the proposed change the combined taxable income would be$4,000,000, but the tax is redistributed in an equitable manner, placing the highertax on the 8 per ent company where it properly belongs. It may be said thatthere must be some special/fators applicable to one or both of these companies,

such as a disproportionate amount of tax-exempt securities which result in thedistorted figures shown as the taxable income under the pros change.
Those .who favor the continuance of a fiat exemption rate for all companies

contend that a change to the reserve basis plus one-half of 1 per cent is open to
the following objections:1. It shifts the established level of the tax burden.

2. It adds materially to the difficulty of computing the tax.
3. Jt fails to produce the required amount of revenue.
It may be freely admitted that the use of the reserve rate n the basis ofexemption will change the established level of tax burden. It Is withs that actualobjeet in view that the change is recommended. The companies reserving on the

3 per cent basis have for the past 10 years ate t e chad an unfair advantage over
the 3) per cent and 4 per cent companies, and have failed to pay their proper
proportionate har of tax burden on life-insurance companies. It is because ofthis unfair distribution Int the past ta the on o he equitable basis of the
reserve rate will cause an unequal but not an unfair distribution of the increasedtax burden.

If the 3 per cnt companies had been paying during the past 10 or 12 years
their equitable share of the tax they would have been paying very much greater
taxes than they actually have paid. These greater taxes that they would havebeen paying would have little more than offset the loss which the Government
suffered from the National Life decision relating to tax-exempt securities, and

these tax-exempt securities Were largely hild by per cent companies, the
loss to the Government would have bee n recouped largely from the companies

he objection that the use of the reserve rate plus one-half of 1 er cent wiliadd materiallyto the difficulties of computation oh no merit. All companies
are requred in their reports t the Stat insurance departments to separate their3, 3, and 4 per cent reserves, and the Government reouires each company to
file with its income-tax return a copy of the statement it files with the State
insurance department.
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The third objection raised that the use of an exemption based on the reserve

rate plus a percentage fails to produce the necessary revenue is also withotit
merit, as the use of the reserve rate itself will produce more revenue than the
Government seeks, and this can be modified to a greater or less degree by the
addition to the reserve rate of a specified percentage fixed by the nreedr of the
Government, but in no event must the exemption fall below the reserve rate.

11i. THIN TAX 15 axcussv

The pending bill will sedously affect the business of many of the medium sized
and smaller life insurance companies of the Middle West, Southwestern Southern,
and Western parts of the country, their taxes being largely increase, in many
instances, three, tout, five and even ten fold. Thisls to some extent due to the
fact that their policy reserves are invested largely in real-estate mortgages, with
but little or none In tax-exempt securities.

The increase of the general corporate rate from 12 go 18 per cert represents
the extent of the increase of the tx burden on ordinary corporations under the
pending bill. The rate applied to life-insurance companies is also Increased
from 12 to 18% per cent and t within itself a substantial increase in the amount
of income taxes they will be required to pay. In this connection it should be
kept in mind that by reason of the different basis upon which the tax against life
insurance companies is levied, net profit or net income not being a factor, the
taxes paid by life-insurance companies do not fluctuate to the same extent as
other corporations. If the tax were on the net-income basic many life-insurance
companies paying substantial amounts would, along with hundreds of business
corporations, escape the tax entirely, as the would have no taxable income.
Life4-insurance companies have patd, under the present law, especially in the
years 1930 and 1981, much more thes than they would have paid under the law
of 1918, and much more than they would have paid if the basis of the tax had
been net income or net profit, as in the case of business corporations generally.

We appreciate the contention of the Government that provision should be
made to replace the revenue lost as the result of the National Life decision, but
the present bill goes far beyond that. Estimates based on the most complete
actual figures obtainable indicate the pending bill would increase the amount of
taxes paid by life insurance companies by approximately 125 per cent, while the
increase on ordinary business corporations, will be 125 per cent. From the
most reliable figures available, for the year 1981, it is estimated that under the
amendment here proposed the tax paid by life insurance companies would be
increased approximately 25 per cent over the taxes paid by them inthe year 1931.
It is submitted that under present business and economic conditions such increase
is very substantial and that it more than replaces the loss in revenue resulting
from the National Life decisions.

The companies of the American Lfe Convention are not adverse to paying
such equitable additional taxes as the Governpent considers necessary.

If the general increase in the corporation rate from 12 to 1351 per cent is not
adequate for this purpose the American Life Convention will not oppose further
taxation derived from a change in the 4 per cent deduction provided due recogni-
tion is given in the change to the principle that the deduction must be based on
the reserve rate plus a specified addition such as % per cent which would make
the deduction 3u per cent for 8 per cent companies, 4 per cent for 8 per cent
companies, and 45 per cent for 4 per cent companies.

If this last sugge tBd change is objected to on the wounds that it does not
produce enough additional revenue the American Life Crnvention will not object
to a change in the deduction rate from 4 per cent to tae reserve rate plus one-
fourth of I per cent as a temporary ex dent in the present emergency. This
would make the deduction 3,K4 per cent for 3 per cent r.ompanies, 8% per cent for
3% per cent companies, and 4% per cent for 4 per cent companies. This change
will produce fully - much additional revenue as the change in the deduction
as set out in the new bill from 4 to 36 per cent, and has the great merit of recogn-
izing the principle of equality of distribution of the tax among companies.

Repectfully submitted.I I AMERICAN UrFM CONVENTION.
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To the SxNA~rm F e CoMMITTxv: LANNINO, MICH., April , In i .

There Is nothing more important to the prosperity of the country at tbiis ms.meant than to maintain the soundness avd solvency of the institution of life hisur.&ne, one of the principal wedia of savings for more than 68,00 000 of our eltizels.
It is absolutely necessary for Iife-insurance companies to naafltain thoe integrityof their legal reserves in order to carry out the contracts which they issue, Thelegal reserve system which requires such reserve is the very foundation of thestrength and solvency of the companies.
It is absolutely vital to the public Interest that the locome from the investmentof these reserves should not be taxed In any event beyond the interest earningrequired to maintain them and In my Judgment a margin above the reserving rateon each elas of business proportionately should be granted to take care of possiblecapital losses which might encroach from time to time upon the integrity of the

reserves themselves.
Insurance companies can not, carry out their contracts unless their reservesremain intact and are Increased each year by the Interest rate assumed it their

calculations.
In my Judgment therefore it is of vital interest to the vast multitude of policy.holders that the deduction now permitted for Interest earnings upon their reservesshould not in any event be reduced below the Interest rate required to maintainthem and in my judgment as an element of safety a margin above such reserving

rate should be allowed.
Respectfully,

C. D. LivuwsTON,
Commiaiovter oj Insurance, State of Michigan,President Notional Convention of Insurance Commissioners.

STATEMENT OF M. 3. CLEARY, VI01 PRESIDENT, NORTHWESTERN
MUTUAL LIFE INSUBANCE CO., MILWAUKEE, WIS.

Mr. CLEARY. I want to express, also, Senators, our appreciation
of this opportunity to be heard.

Think might urge on you Senators the logic of treating a corpora-
ton, the sole business of which is life insurance on a purely mutualbas, on a somewhat more preferential basis than a corporation thatis engaged in the general business for gain and profit. However, wet4 r an, preciative of the fact that you gentlemen are confrontedwith the fact of a necessity of finding revenues to meet the Govern.
meht's needs.

And, together with the other two men who have appeared, andspeaking for our company, we are entirely content to go along withthe rate that you ultimately determine to apply to corporationsgenerally whether that be the present 13% per cent or some other rate.I should like to make this point, also, that the depression hasbrought to, life insurance some very important problems, problems
that areoing to continue with us after general business has readjusted

etatf ani fo Und its new road.The field of investment for the life-insurance company is a pre-
scribed and a limited field.

Senator REED. Except for Canadian companies.
Mr. CLEARY. Well, that is true. I meant the American companies,

Senator. Generally speaking, the most liberal provision is a certain
mount of preferred stock.

In connection with a point or two I would like to make, I wouldlike to refer in round figures, to the portfolio of our own company.
At the end of the year just closed we had, in round figures, $216,000,000
invested in farm mortgages, 30,000 of them. We had $192,000,000
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invested in city mortgage We had, in round figures, $200,000,000
invested in railroad and utilty bonds. And something in excess of
$100,000 000 in Federal, State, and municipal securities. That rep.
resents aout the range permitted to us.

We have already had a measurable number of foreclosures in the
farm field. And some losses. Happily, from our viewpoint, the
losses are comparatively small. I am sure it is not necessory to urge
upon you gentlemen the fact that in that portfolio there are still
problems. We will be most fortunate, indeed, if there are not loses
of material proportions.

Now in connection with the point that Senator Reed made when
General McAllister was talking, I do not know why, in the 1921 bill,
the Congress and those engaged in its drafting determined to elim-
inate investment gains or capital gains, and capital losses, but the
fact is that under the present law we are not permitted to take into
account capital losses in detamining our tax bas. It is true enough
that we are not required to include capital gains. But, again, I feel
that it is perfectly clear, restricted to the field of investments that
we are our opportunity for capital gain is relatively small, while in
the light of conditions such as now prevail, our chances of capital
losses, the mortgage field and the bond field, is altogether too apparent.

I do not want to go over things that other menhave touchedupon,
but I do wish to again refer to the fact that the tax upon life insurance
is stabilized in a degee that no other tax imposed by the Federal or
other governments, I think, is stabilized, because of its imposition
upon this item of investment income.

Safety and solvency in life insurance is of outstanding importance
to the individual, to society, and to the companies as weld, of course.
Having in mind the condition that confronts life insurance, Mr.
Loomis said, in fields of mortaility and investment, as well as in other
fields we believe that it is entirely sound to contend that the margin
of safety to-day is none too great. The excess of interest over the
4 per cent allowed as a margin of safety to absorb those losses that
may occur and are occurring in capital investment, is none too great.

We believe, further, that the bill as it is before you Senators imposed
upon life insurance an unfair-I might say a discriminatory-increase
as compared with the great majority of other corporations that are
taxed.

Senator REED. What is youk company, sir?
Mr. CLEARY. The Northwestern Mutual Life, of Milwaukee.
Senator REED. Would you mind telling us how much refund you

got from the Treasury on the basis of the ?ktional Life case decision?.
Mr. CLEARY. I can not give you the exact figure, Senator, but in

the neighborhood of $2,250,000. That was over a period of 2 years.
Senator REED. How much was your tax last year?
Mr. CLEARY. Last year?
Senator REED. Yes.
Mr. CLEARY. $618,000.
In the bill as it stands to-day you are increasing the rate from 12

to 13%, or just 12% per cent increase.
Senator SHORTRIDOE. What is that?,
Mr. CLEARY. The increase of the rate from 12 to 133 is just 12%

per cent increase.

t .

881
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We believe. in view of the character of the business, and the con.
editions confrontig us, that that increase is all that should be imposed
upon life insurance. We believe that to enact the bill as it stands
would impose upon life insurance an increase that is out of proportion
to the increases that would be imposed upon other corporations. We
believe that the bill as it now stands would result in a tax upon life
insurance that would be out of proportion to the tax imposed upon
other corporations.

On the 1931 business the Northwestern Mutual Life Insurance Co.
paid the Government $618,210. If this bill as it now stands were in
frce we would have paid the Government $1,264,439.

Senator REn. What was your increase in surplus during that
period?

Mr. CLzARY. A shrinkage of $3,500,000, Senator. That is not
pleasant to admit, but that is a fact.

Senator SHORTRIDGE. That is temporary?
Senator REED. It would not be that much if we placed a tax as

we have it here?
Mr. CLEARY. I do not know, Senator.
Senator SHORTAIDGE. That is not permanent; that is temporary, is

it not?
Mr. CLEARY. A very material part of that resulted from an adjust.

ment in values, but there seemed to be a reason for the adjustment.
But this bill would have increased our taxes $614,000, or 104% per

cent. We feel that that ib an excessive increase to impose upon us.
As I said before, the increase in rate alone would result in an increase
of 12g per cent.

Now I want to join the other men in saying that if, in the opinion
of Congress, the losses that the Government suffered in the so-called
national life decision should be recaptured, we will accept that as
having a background of justification. .

You do not, however, need to make the radical change that is pro.
posed here from a deduction of 4 per cent of the mean reserve to 39

er cent; a change of 3% to 3% per cent will more than make the
overnment whole.
Senator REED. What rate do you use in your own company for

calculating your reserve?
Mr. CLEAaY. Three per cent. We have a little old business, away

back'that is, possibly, 4.
If the bill as it now stands were changed only to the extent of sub.

stituting a 3% deduction for the proposed 3% deduction and applied
to the business of the Northwestern in 1931, instead of $618,000 we
would have paid $980,000, in round figures, or 583 per cent more than
we actually paid. It is our view that that is as great an increase as
can be justified under the present-day conditions, and to the end that
equity, as between ourselves and other corporations, should be done.

Senator SHORTRIDGE. You would have 3% instead of 3%?
Mr. CLEARY. Yes. And I would like, also, to join in Mr. Loomis's

suggestion that the qualification of covering the company that may
perchance be reserving on the basis or higher than 3% per cent be
covered. For instance, a 4 per cent company be permitted to deduct
its actual values.

Now I do not want to argue this, but it was touched on before
and it has force. While the tax that is proposed here will be levied

$82
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upon the corporate entity, in our case it is actually levied upon the
700,000 men scattered in every State li. the Union who own that
company. Every dollar of its aWseti i'! a trust fund. We hold the
legal title, yes; but only that. And of course it is true that the life
insurance business, totaling in excess of $100,000,000,000,.is owned
by more than 60,000,000 people, the vast percentage owning but a
small amount.

Now, I want to touch on one point made by Mr. McAllister,
representing the taxation committee of the Americat Life Conven-
tion and that is as to the equity of the basis of the deduction. Re-
gardless of the differences that exist in company plans and methods;
regardless of the differences that do exist in the basis upon which
reserves are set up; and the differences in the standards of valua-
tion-and I do not attempt to go into that; I am not an actuary,
and they are complicated, and time would not permit anyhow--
notwithstanding.those differences, a level rate of deduction such as
that now prevailng, to change 4 per cent' available to all companies,
does produce a substantial equality and equity in the tax burden
levied upon the companies. To change that to permit a deduction
of the amount actually required to maintain the reserve plus a per.
centage--one-half or one-fourth, or some other percentage-would
result in inequality of burden; it would result in a shifting from the
established level of burden.

Assume that you change to the actual reserve required, plus one.
half of one per cent what would it mean? It would mean that the
entire increase in ti& tax burden would be shifted to a relatively
small group of companies. The company that would be operating
on a 33 per cent reserve basis would have exactly the same deduction
that it has to-day. The company that would be operating on a
reserve basis in excess of 3% per cent would have a larger deduction
than it has to-day. It would be only those companies that are
operating on a reserve basis that is the equivalent of less than 33
per cent who would be burdened with an increase in taxes.

Now the actuaries of the Association of Life Insurance Presidents
have made some computations in connection with that. They have
assumed, for instance, if that principle were applied, and if the actual
reserves plus one-half of 1 per cent was permitted as a deduction,
they have made &u investigation of 336 out of the 410 legal reserve
life insurance companies in the country, and they find these results.
Again, let me say that these are actuarial compilations. I assume
they are accurate. Forty-seven companies out of the 336, with
assets of $8,950,000,000 would have their taxes increased. Two
hundrd and twenty-three companies out of the 336, with assets of
$3,300,000,000 would stay where they are under the present law.
Sixty-six companies, with assets of $6,590,000,000 and 35 per cent
of the assets of the American companies, would have an actual
decrease in the amount upou which they would pay taxes, as com-
pared with that existing under the present law.

Senator SHOITRIDiOE. Assuming those facts as they are stated to
be correct, what would be the result as to Government revenue?

Mr. CLEARY. I have a computation on that, also, Senator, from
the actuarial unit connected with the Association of Life Insurance
Presidents, the same men who made the previous one. And I find
this statement: The amount that would be returned to the Govern-

115102-32----22
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ment under a 133 per cent rate with deduction for the required inter.
est plus one-half of I per cent, the tax accruing to the Government
would be $11,880,000 in round figures. On the other hand, the
amount which would accrue to the Government if the rate was 133
per cent with a 39 deduction and 4 per cent wherever the company
reporting was using a 4 per cent basis, the amount returned to the
Government would be $13,806,000, or, in round.figures, $2,000,000
more under the level deduction of 3% per cent, with a saving clause
to cover the 4 per cent company, than it would be if you used the
actual reserve plus one-half of 1 per cent.

Thank you, gentlemen.
LETTER FROM FRED A. HOWLAND. PRESIDENT NATIONAL LIFE INSURE.

ANCE CO.
APRIL 20, 1932.

Hon. REvD SMOOT,
Chairman United States Senate Committee on Finance,

,Senate Office Building, Washington, D. C.
MY DEAR SE9NATOR SMOOT: Taking advantage of the kind permission granted

at our brief interview this morning, I will summarize below as briefly as possible
the status of the pending tax measure as relating to the proposed increase in
the tax on life insurance companies.

Some 10 years ago, the special provisions of the Federal law taxing life insur.
anee companies were adopted with the understanding that the net income as
therein provided furnished a taxable base which in fairness would place the
life companies on a parity with other corporations. That taxabl3 base was
undisturbed till the decision in the so-called National Life case in 1928 reduced
the amount of the base (and, therefore, the amount of the tax) by holding that
it was unconstitutional to treat the income from Government, State, and munici.
pal securities as a part thereof.

It is understood that the House bill, now before the Senate committee, which
fixed the deduction from gross income at 3%I per cent of the mean reserves,
instead of the 4 per cent deduction in the present law, was intended to restore
the taxable base of life companies to substantially the same status as it was
prior to the decision in the National Life case and again place life companies,
as to taxable net Income, on a parity with other corporations.

It has developed, however, that this proposed change in the law would much
more than make up for the loss of revenue resulting from the National Life
decision, and that a 8% per cent deduction (instead of the 3% per cent now in
the bill) will more nearly bring the taxable base back to its original status and
fairly and equitably allow to life companies the application of the 13% per cent
tax proposed to be levied on other corporations.

There seems to be no serious objection on the part of any of the life companies
to a change in the taxable base to make up for the loss of taxes due to the National
Life decision but there lb a difference'of opinion between the companies of the
American Life convention group (practically all of which compute their reserves
on a 3 per cent basis) and the Association of Life Insurance Presidents' group
(many of which compute their reserves on a 3 per cent basis) as to the method
of determining the new taxable base.

The former group suggests that the rate actually used in determining reserves
plus one-half of 1 per cent be utilized in fixing the new taxable base, while the
latter group advises that 3% per cent of the mean reserves be the amount to be
deducted.

The companies in the Association of Life Insurance Presidents' group urge
that the 3% per cent deduction for all companies is the fairer test because it
applies an equal ratio of deduction to all companies. On the other hand, the
suggestion of the American Life convention would not increase the taxable net
income of the companies figuring their reserves on a 33 per cent basis, but would
require the companies computing their reserves on a 3 per cent basis to pay the
additional tax.

This is not only inequitable in itself, but is precisely contrary to the logic of
the situation, because the 3 per cent companies are practically all mutual com-
panies, while the 33 per cent companies of the American Life convention are
largely stock companies, and it is the policy of the Federal tax laws to at least
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treat mutual conipanles as considerately as stock organizations. In fact, the
Government exempts altogether from taxation under the income tax law mutual
savings banks and many other mutual and cooperative organizations.

The 3 per cent mutual life companies do not ask for exemption, but do protest
against discrimination against themselves and in favor of the stock companies
such as would result from the proposed amendment of the American Life con.
vention companies. I

In fact, this discrimination is so obviously unfair, that various stock com-
panies In the presidents' association, and all the 3 per cent mutual companies
in the presidents' association (representing together in volume of business, more
than all the companies in the American Life convention group) recognize the
equity of, and favor, the 33/% per cent reserve deduction to determine net income,
although it would cost thjm more than the American Life convention proposal.

To-day it has come to my attention that the American Life convention group
has tentatively proposed a new modification which fixes the rate of reserve deduct.
tioz for all life companies at the rate actually used by each company In comput-
Ing its reserves, plus one-quarter of I per cent.

This would even more discriminate against the 3 per cent companies of the
presidents' group, and throw a still heavier burden upon theum,

Regretting my limited time in Washington has not permitted me to reduce this
letter to briefer form, and appreciating your indulgence in allowing me to sub-
mit it, believe me,

With great respect, FRED A. IIOwLAND,

President National Life Insurance Co.

STATEMENT OF HENRY B. FERNALD, MONTCLAIR, N. J., REPRE-
SENTING AMERICAN INSTITUTE OF ACCOUNTANTS

Mr. FERNALD. Mr. Chairman, and gentlemen of the committee,
my name is Henry B. Fernald, of Montclair, N. J. I am chairman
of the committee on Federal legislation of the American Institute of
Accountants, a national organization of professional accountants
throughout the country.

In part, from a technial accounting standpoint, and in part, as
we see in our accounting practice the actual working of income tax
laws, we urge for your consideration the following:

I shall onysummarize the points here and ask your permission to
cover them more fully in a brief to be filed.

(The brief referred to appears at the conclusion of Mr. Fernald's
testimony.)

CONSOLIDATED RETURNS

Mr. FERNALD. We believe the additional 1 % per cent tax proposed,
if consolidated returns are used, is quite unwarranted and should not
be imposed.

We believe consolidated returns are the best means of presenting
fairly and equitably the true net income of a group of affiliated cor-
porations. Such returns should be encouraged rather than dis-
couraged.

Long before any income-tax legislation, the accountants had
adopted the principle of the consolidated statement, as necessary to
give a true picture of the affairs of an affiliated group. Taken sepa-
rately the accounts of individual corporations might show, properly
for each, profits or losses from intercompany transactions, which,
however, represented no true income or loss to the group as a whole.

Intercompany sales or other transfers may be made, service or other
contracts entered into, all quite legal and valid, but which will show
gains or losses for the separate corporations which represent no real
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gain or loss to the entire group. So in our consolidated statements
we eliminate them. There is no more profit or loss to the group from
the passage of goods from one corporation to another than there is
from the transactions of one branch with another or the same cor.
poration. To show the true facts for the entire group, and to mini.
mize opportunity for evasion and concealment, the consolidated
statement was adopted and is generally used in the business afikd
financial world.

In 1917 the American Institute of Accountants urged the adoption.
of similar consolidated income-tax returns.

For 15 years these provisions have been in -effect. Many cor.
porations have never submitted anything but a coriolidated "Aturn.
Others have done it so long that the statement and audit of selh,,te
returns will call for practically a new basis from that now estab.
lished. Great difficulty, confusion, and uncertainty, probably years
of disputes and litigation will result if consolidated returns are now
practically discontinued because of an excess tax imposed for their
use.

We doubt if there would be any material addition to the revenue,
with a distinct probability that, in a period of depression at least
there would be a reduction in the revenue from separate as compared
with consolidated returns.

Consolidated returns are not a device to give an affiliated group
some special-tax advantage, but represent sound accounting and
business procedure. We urge they be continued without any in.
creased rate therefor.

NET LOSSES

We urge continuance of the present net loss provisions.
Each taxable year of a bumness does not stand by itself unasso.

icated with the results of other years. Business activities overlap
from one period to another. There is much artificiality in year-to-
year cut-offs, as our income tax laws have long recognized by the
"net loss" provision.

Moreover, a business which has been losing money is not in an
equal position for payment of taxes with one which has had a consist-
ent record of profits.' We believe, in fairness to the taxpayers, the net loss provisions
should be continued for present as well as future years.

TAX ON DIVIDENDS

We believe the bill wrongly departs from our long-established recog-
nition that dividends received iy the stockholders have already been
subjected to tax as corporate earnings and so should be exempt from
normal tax to the stockholder.

The bill would made clear discrimination of 13% per cent against
doing business in corporate form.

A man subject to the 47 per cent individual tax, with the 13% per
cent corporation tax, a total of 60% per cent tax, would have to receive
a 12% per cent business profit to have it equivalent to a 5 per cent
tax-exempt bond; or 11% per cent to be equivalent to a 4% per cent
tax-exempt bond.

886
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T. make business investments unprofitable by heavy taxes, will
naturally limit the amount of such investments and the amount of
employment which business enterprises can give the people.

TAXFPREE DISTRIBUTIONS

The bill recognizes the tax-free status to stockholders of distribu-
tions from actual paid-in capital of a corporation but fails tc recog-
nize distributions from March 1, 1913, surplus or values, which are
generally recognized as having a capital status for income-tax pur-
poses.

If we were trying to measure the taxability of distributions to each
stockholder by his own investment in the stock and wbat he had
individually paid for an interest in the corporation's earning and
distributions, we could well ignore the corporation's basis. But we
are not trying to do this, and so long as we use the corporation's basis
in determining, the taxable status of distributions to stockholders
we should use it consistently and recognize the March 1, 1913, basis
where it exists.

CREDIT FOR FOREIGN TAXES

We believe the bill does less than justice in its allowance of credit
for foreign taxes, because of the drastic formula which it proposes.
This is a technical matter which I shall not try here to enlarge upon,
but ask your consideration to the discussion in our brief.

SURTAX RATES

We believe the surtax rates of the bill are passing the point of
productivity.

A simple example will illustrate this. A man with an income of
over $100,000 would be subject to a 47 per cent tax rate. To him
a tax-exempt 5 per cent bond gives a net yield equivalent to a tax-
able bond which yields a 9.4 per cent; or a 4K per cent tax-exempt
is equivalent to a taxable 8K per cent Yield.

A 6 per cent, 20-year taxable bond yields approximately 9.4 per
cent if selling at 70, or yields approximately 8.5 per cent if selling at 76.

High surtax rates will certainly tend to retard recovery in our bond
markets and make it rr.ore difficult for our railroads and industries to
obtain the additional funds they may require.

A high incorae-tax rate may help the market for tax-exempt secu-
rities, but only as it passes the point of productivity as a revenue
measure and discourages investment in commercial enterprises.

EARNED INCOME

From a personal standpoint, as professional men we urge that a
more substantial allowance for earned income should be made as fair
recognition that the professional man in his comparatively few years
of substantial return is simply realizing upon his reserves of accumu-
lated thought, energy, and experience, which are practically his capital.

We urge economy in Federal expenditures. We believe in balanc-
ing the Budget,. but not by what we think are unfair or unsound
income-tax provisions.

837
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I have tried to be concise, and have omitted some things I ahould
like to have said, but would ask your further consideration to the
brief which with your permission, we will file.

Senator fIARRISON. Let me ask you one question. That is a very
fine discussion. But have you figured what the loss of money would
be if the changes were made according to your suggestions?

Mr. FERNALD. Most of them would be comparatively small
amounts.

Senator HARISON. In the aggregate, however, it would be (11litelarge e?fr. FERNALD. Only one is of any considerable size, the normal

tax on dividends-.that is $89,000,000. The others run, I think, in
no case over $8,000,000. I think the other items would not run
over $25,000,000 or $30,000,000.

Senator HARRISON. It would go around $139,900,000?
Mr. FERNALD. Somewhere around there.
Senator REED. What alternative do you suggest for that loss?
Mr. Fit-RNALD. I am not trying to suggest an alternative. I am

simply trying to say that the income tax is limited in its possible
productivity. You can not work a willing horse to death. I think
it will have to come from some other source.

(The brief of Mr. Fernald is printed here in full:)

BRIEFp d HENRY B. FERNALD

To the CoMvMi ic ON FINANCE Or THE SENATE OF THE UNITED STATES,
The committee on Federal legislation of the American Institute of Accountants,

a national organization of professional accountants throughout the country, makes
the following presentation to your committee with respect to certain features of
the proposed revenue act of 1932 now pending before your committee:

There are certain accounting matters of which we speak from the technical
standpoint. There are other matters of which we speak from the standpoint of
practicing public accountants who see in a rather wide range of practice the
actual working of income tax laws as they affect business affairs and as business
matters are reflected in the tax returns submitted.

We urge for your consideration the following:

I, CONSOLIDATED RETURNS

The bill as it stands before your committee contains in section 141 the pro.
vision for consolidated returns of corporations, but imposes an added rate of tax
of 1% per cent on consolidated net income if consolidated returns are used. We
believe this additional tax is quite unwarranted and should iot be imposed.

The American Institute of Accountants has consistently urged the principle of
consolidated statements as best adapted fairly and equitably ,o reflect true net
income. Long before the matter was raised through income-tax legislation the
accountants had adopted the principle of the consolidated statement.

In 1917 the institute urged the adoption of consolidated income tax returns.
In 1928, when it was proposed to eliminate them, the institute joined with others
in urging their continuance.

We believe that consolidated returns are proper and should be encouraged
rather than discouraged. They are in accord with sound business principles and
good accounting practice.

The consolidated balance sheet and consolidated income statement were really
forced upon accountants as the best means of giving a true picture of the affairs
of a group of related corporations. If we have simply the separate accounts of
each member of an affiliated group, we may find that, taking them corporation
by corporation, the accounts may, by accident or design, show profits or losses for
the separate corporations on intercompany transactions which, however, repre-
sent no true income or loss to the affiliated group. Sales or other transfers may
be quite legal and appropriately made from one corporation to another at wholly
proper prices, with resulting gain or loss computations. Service or other contracts



REVENUE AOT O 1982 339
may be entered into by one corporation with another. There may be no question
asto the good faith and business honesty of such transactions, yet they may showSsains or loss to the separate corporationtk which represent no real gain or loss
o the entire group.

We do not question that each member of an affiliated group considered as a
separate corporation is entirely free to deal with any other member of the affili-
ated group in a wide range of wholly legitimate transactions which will involve
no fraud or wrong to anyone. Without criticizing or objecting to such trans-
actions, we simply say that such items of gain or-loss on transactions between
individual members of the group must be eliminated in the consolidated state-
ment, so that it will show the true gain or loss of the group in its dealings with
outsiders.

There is no more profit to the group from the passage of goods from one cor.
poration to another than there is by the transactions of one branch with another
of the same corporation. To show the true facts as to the group as a whole
and to minimize the opportunity of evasion and concealment, the consolidated
statement was adopted and now has general recognition among accountants,
lawyers, bankers, business men, and stockholders.

In the income tax laws from 1917 on, this principle has been incorporated as
regresenting the fair and equitable principle of taxing true Income. Sich affil.
la cd groups have accordingly been left free Po far as the income tax law was con-
cerned to conduct their afairs under such corporate forms as they might wish
without having these various subdividions materially affect taxable net Income.
To suen a group It Is generally Immaterial from an income~tax stindpolnt whether
one cooation shows a loss while another shows a gain. It Is not necessary for
such a grop to make various cha~iges and rearrangements of its affairs which It
would certainly do if there were an advantage tobe derived from having each
corporation show as earnings some income and no corporation operating at a loss
unless all corporations in the group were sustaining a loss.

Consolidated Fedtral income, tax return provisions have now been in effect for
15 years. Great difficulty, confusion, and uncertainty will result if they are now
to be practically discontinued because of an excess tax imposed for their use.

Many corporation have never submitted anything other than a consolidated
Federal income-tax return. Other corporations have so long had their Federal
income-tax returns stated and audited on a consolidated basis, eliminating
intercompany transactions, that the statement and audit of separate returns will
call for practically a new basis from that to which they have been accustomed.
It may take years to straighten out the disputes and litigation which would
result.

Under the present provisions relating to consolidated returns there has
developed greater simplicity than !n prior acts. Many of the controversies have
been settled and the complications eliminated so that at the present date the
preparation and auditing of consolidated returns is not a very difficult matter.

One point is certain, and that is that none of the difficulties regarding con-
solidated returns which may exist in the future will compare with the difficulties
which would result from tr ying now to unscramble the affairs of corporations which
for years have been making their consolidated returns.

As to the revenues, we doubt if there would be any material addition to the
revenue, with a distinct probability that, in this period of depression at least,
there would be a substantial redulltion in the revenue from separate returns as
compared with that from consolidated returns. Statistics of the results shown by
consolidated returns will net be reliable because the very principle of the con-
solidated return is to make unimportant the question of whether there may be
losses in one corporation at the same time that there are profits in another so
long as the true income of the consolidated group Is reported. If consolidated
returns are penalized it will be to the interests of such groups to equalize the
income of their respective separate members. As already stated, there are wholly
legitimate, proper and valid means by which this may, to a large extent, be done.

We believe thai any gain which might arise from the corporations that mightC additional taxes on account of consolidated returns would be more than offset
Cy the reductions which could be made by others who under separate returns
could du what would not be permissible under consolidated returns.

The accountants of the country have consistently urged the consolidated-return
principle which has also been urged by the Bar Association, the Chamber of
Commerce and others. The principle ot consolidated statements is in general use
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in business. It is not a device intended to give to affiliated groups some partieu Jar
tax advantage. We urge that it be continued without any increased tax rate
therefor.

2. NET LOSSES

The pending revenue bill continues in section 117 the provision for the deduction
of a business net loss of one year in the next or subsequent year, excopting that
the right to this deduction is limited to one year instead of two -years as in existing
law and that no such deduction is to be allowed in computing income for the years
1932, 1933, and 1934.

The net loss provision is recognition that each taxable year of a business does
not stand entirely by itself unassociated with the results of other years. We,
as accountants, well recognize the difficulty of trying to determine the exact
income of a particular period. There is a continual overlapping from one period
to another of business transactions and business activities. The only reason why
business men are in many cases continuing their operations to-day, standing their
expenses and accepting their losses Is for the future benefits which they believe
will be given by the continuity of the business. We fully recognize that for
income-tax administration it is necessary to adopt fixed periods for determination
of net income realized, but business men know and our income tax laws have long
recognized that there is much artificiality in these cut-offs from year to year.

The business which can show a consistent record of profits from one year to
another can well pay a fair tax on each year's results as determined. The
business which has been losing money for one year oi two ears is far from being
in an equal position as to the payment of taxes. In effect, because of overlapping
transactions, the elimination of the net loss provision will mean that a business
which can less afford to pay a tax will actually be paying at a higher rate than one
which is prosperous and" stable.

Under the existing law it is'not important to strive for meticulous accuracy in
the conputation of business income A statement of business income at best
regresenfs many features of estimate to be determined by opinion and judgment.

le matter Is not serious if a loss shown for one year may be carried forward
and applied as against income of another. These matters may, however become
subjects of serious disputes and difficulties between taxpayers and the Treasury,
if this provision is changed, so that each year must stand wholly separate from
an ther year.

We believe, in fairness to the taxpayers, this net loss provision should be
continued.

S. TAX ON DIVIDENDS

Section 25(a) of the pending bill would make dividends for the taxable years
1932 and 1933 subject to the normal tax. This is directtly contrary to the policy
of all our prior income tax laws.

Originally, under the 1913 and 1916 acts, dividends carried to the stockholders
exemptions equal to the full rate of the corporate tax which had been paid. Dur-
lbg the war years and the postwar years as the tax rates of corporations and of
individuals were from time to time changed the full exemption has not been
maintained. Nevertheless, all of these laws recognized the principle that since
dividends were paid from earnings on which the corporate tax had already been
paid, an allowance should be made to the stockholder accordingly. The present
bill continues to recognize this principle excepting only for the years 1932 and
1933.

We believe, in fact, that dividends when distributed to the stockholders should
carry to him the exemption for the full amount of tax which has been paid by the
corporation: We do not, however, urge at this time an attempt to restore this
principle fully, but we do believe it is unfair to eliminate the recognition of this
principle because this would be a clear case of double taxation. It makes a clear
discrimination of 1334 per cent against doing business in corporate form. It will
tend to discourage investments in stocks. It will decrease the value of stock
investments and it will discourage the doing of business in corpora te, form.

What this will mean is readily seen if we note that the bill proposes a 40 per
cent surtax and a 7 per cent normal tax on individual incomes of over $100,000.
Adding to this a 136 per cent tax will make a total tax of 6031 per cent to be
paid on business incomes earned by a corporation and distributed to stockholders
if their incomes are over $100,000. This means that such business incomes
would have to amount to 12.658 per cent on the investment in order that after
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tax they might be equivalent to the yield of a 5 per cent tax-exempt bond; or
they would have to amount to 11.892 per cent to be equivalent to a 4.5 per cent
tax-exempt bond.

A tax on Income may not be an item which is directly included in the cost of
goods sold or services rendered, but certainly it is an item which directly affects
the capital which will be invested in business enterprise. If business investments
are made unprofitable by heavy taxes, this will naturally limit the amount of
such investments and the amount of employment which business enterprises
can give to the people.

Not merely is it right in theory that business investments should yield fair and
reasonable returns without attempt to impair or recapture these by heavy taxa-
tion, but it is moreover a practical necessity that business investments must
continue to be attractive and productive if we are to expect a return of prosperity
and a recovery of business.

4. TAX-FREE DISTRIBUTIONS

The income tax laws since 1916 have adopted the principle that the taxable
status of distributions to stockholders should be determined by the fact of whether
or not such distributions were out of corporate earnings accumulated since March
1, 1913. Any distributions which were made out of the actual capital of a cor-
poration or which were made out of March 1, 1913, surplus or values (which for
income tax purposes are generally recognized as having a capital status) were not
considered as taxable dividends to the stockholders, but rather they are to be
taken into account as reducing the basis for computing gain or loss on the sale or
other disposition of the stock.

It is, of course, recognized that to each stockholder his capital investment is
what he has paid for his stock, but it would be impracticable to try to measure
whether or not each distribution made was or was not a return to each stockholder
of a part of his own particular investment in that corporation. The law has,
accordingly, adopted as an accounting basis the capital status in thOe corporation
as determinative of the tax status of the distributions to the stockholders.

It is quite possible that the capital basis of its assets to a corporation may only
be equivalent at any date to $50 a share for the stockholder. When a stockholder
pays $50 for his stock he will have the same capital basis for his stock as the cor-
poration has for its assets. However, the stockholder who pays $100 for his stock
at a subsequent date, while the corporate basis still remains fixed at the equivalent
of $50 a share has a capital investment which is twice that of the corporation.

We grant that it is impracticable to try to figure the separate capital basis of
each individual stockholder in measuring the status of distributions, but the least
justice that can be done is to allow to such a stockholder whatever benefit may
come from the adoption of the corporation basis.

The bill continues to recognize this fact as to distributions from actual capital
of the corporation. It fails, however, to give such recognition to the surplus or
values which existed at March 1, 1913, which have their quasi capital status.

Some question may be raised as to why corporations have not after all these
rears fully distributed all March 1 1913, surplus or values. The reason is found
In the law which prohibits such distributions until after all subsequent earnings
have been distributed. There is no question that if it were not for this provision
of the law, practically all such March 1, 1913, surplus and values would long
since have been distributed in the form of free tax distributions. The law itself
has prevented doing this.

As an accounting matter it is certainly sound and equitable that where a cor-
porate basis is adopted as a standard for determining the taxable status of dis-
tributions such basis should be consistently followed, including the recognition
of the nontaxable status of accumulations or values prior to March 1, 1913.

5. CREDIT FOt FOREIGN TAXES

The bill in section 131 continues the allowance for credit for foreign taxes
which we believe should be continued, but it imposes certain technical limitations
which, to some extent at least, we believe to be quite unwarranted. Commerce
among the nations may represent business conducted in part in one country,
perhaps In part In another, and perhaps with ownership and management in a
third. If each country in which the business is conducted, owned, or managed,
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endeavors to levy the maximum possible tax on the entire income derived from
this international business, there will be international double taxation or even
treble or quadruple taxation which would mean the breakdown of international
business and commerce.

This question of international double taxation is one to which a committee of
the American Institute of Accountants has been long devoting its study in cooper.
ation with other committees and organizations who are studying it and endeavor.
ing to find the beat practical solution. We must reognize the right of each conn.
try to impose income taxes upon incomes earned within its boundaries. Our own
country imposes such a tax on all incomes of foreign Individuals, partnerships, or
corporations derived from sources within the United States. The United State
also aserts its right to tax all incomes received by its citizens or residents even
though they are derived from sources without the United States. We have, how.
ever, under our revenue acts for some years been giving a certain recognition to
the principle of avoidance of international double taxation by our allowances of
the credit for foreign taxes. This has never gone as far as some of us have felt it
should go, but It has been distinctly a step in the right direction and was intended
to work fair justice.

A formula was written into the law intended to prevent, and which reasonably
did prevent, the deduction of foreign taxes at rates higher than the income tax
imposed by our Government. There has been some criticism of this formula on
the ground that tinder certain conditions it might work out so as to make the net
tax collectible by the United States somewhat less than the full tax rate on that
part of the income of the corporation which was derived from sources within the
United States. Perhaps there was reason for amendment of the wording of
the law in that particular and the bill wakes such amendment in section 131 as
to insure that the total credit for foreign taxes will not reduce the tax payable on
the taxpayer's income derived from sources within the United States. We do
not criticize this feature of the bill as expressed in section 131 (h) (2).

We believe, however, that an Injustice is done in applying a further limitation
in section 131 (b) (1) which would make a separate limitation to be applied as
to the credit in respect of the tax which may be paid to each separate country
in which a taxpayer may be doing business.

Take, for example (A) the caqe of a corporation having $100,000 Income from
sources within the United States and $100,000 of income from a foreign country
which imposes a 20 per cent rate of tax. The formula of section 131 (b) (2)
wouid provide that credit may not be taken for more than $13,500 (of the $20,000
paid to the foreign country) so that the net tax payable to the United States
should not be less than the 13%, per cent on the $100,000 income from sources
within the United States. This seems not unreasonable.

Next take example (Hj of a corporation having $100,000 income from sources
within the United States, $100,000 of income from a foreign country imposing a
20 per cent rate, and $100,000 of income from a foreign country imposing a
7' per cent rate-the foreign taxes it will be required to pay will be $27,000, an
iwverage of 13% per cent on its foreign income. It might receive credit for the full
amount of these foreign taxes it has paid and still not reduce its tax payable to the
United States below 13% per cent on its income from sourecs within this country.
It could then, under the limitation of section 131 (b) (2), receive this full credit.

The bill, however would impose the further limitation of section 131 (b) (1)
which, applied country by country, would work out as follows:

On the $100 000 income on which a 20 per cent foreign tax was paid, the credit
allowable would only be $13,500.. On the $100,000 income on which the 7 per
cent foreign tax was paid the credit allowable would only be $7,000. This would
make a total credit of $20,500: In figuring the total tax on $300 000 of income at
13% per cent, making a total of $40,500 credit would be given of $20,500, leaving
a tax to be paid to the United States of 120,000. This would be $6,500 more than
the amount of a 13% per cent tax on its income from sources within the United
States. This amount of $6,500 additional taxes to the United States would
result from denying to the taxpayer credit for $6,500 foreign taxes actually paid
by it.

We do not criticize the formula of section 131 (b) (2) intended to provide that
the foreign tax credit should not be allowed to reduce the tax on incomes derived
from sources within the United States. Our criticism is directed particularly
against what seems the wholly unnecessary and unwarranted limitation of
section 131 (b) (1)' which may result in the United States collecting more than
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the amount of tax on incomes earned within this country because by a segregation
of paymente it would deny credit for foreign taxes which have actually been paid,We believe that fairness and every requirement for safeguarding the revenues
will be inet by the limitation of section 131 (b) (2) and that the separate linita-
tion of section 131 (b) (1) should be eliminated front the bill.

8. SVRTAX RATES

The surtax rates proposed in the bill are very high. We believe they are passing
the point of produtctivity.

A simple example will illustrate this. The bill proposes in Section 12 a sur-
tax rate of 40 per ccitt on not incomes in excess of $100,000 which with the 7
per cent normal tax of Section 11 will make a total tax of 4 or cent. For a
inan subject to this 47 per cent tax, a tax-exempt 5 per cent tond will give a
net yield equivalent to that of a taxable bond which yields 9.434 per vent. A
4% iler cent tax-exempt bond becomes equivalent to a taxable 8.49 per cent yield.

A 6 per cent 20-year taxable bond will yield approximately 9.4 per cent il t Is
selling at 70, or it will yield approximately 8.5 per cent if it is selling for 76.

Different rates of interest and different maturities would naturally give direr.
ent prices, but the fact still stands that a 47 per cent income tax will mean a very
Wunili higher interest rate or a very much lower price for taxable than for tax-
CXeipIt lons,

t is perfectly true that the bond market is not wholly confited to the individuals
with large incomes, but nevertheless they constitute a very important factor
and much of oitr business recovery depends directly oit obtaining a reasonable
boid market for industrial and railroad securities. If our tax laws lractcally
eliminate all persons of large incomes as Investors in industrial and railroad bonds
at reasonable rates of interest or reasottablo prices, we can hardly hope for any
very satisfactory market for such securities.

Even for a $50,000 Income, for which the normal and surtax rate would aggre.
gate 28 per cent, a 5 per cent tax-exempt bond becomes equivalent to practically
a 7 per cent taxable yield.

Certainly we can not expect that any man free to pick and choose his invest.
ments to his best advantage will select taxable securities which will yield him net
after payment of the tax less than the yield obtainable from tax-exempt securities
of equal grade. A high tax rate certainly gives every Inducement to those of
large incomes to withdraw from the taxpaying class and place their investments
in tax-exempt securities. A high tax rate such as that proposed In this Bill will
certainly tend to retard recovery in our bond markets. It will make a much more
difficult proposition for the railroads and industries to obtain the additional funds
they may require and, to a substantial extent at least, it will pass the point of
productivity as a tax measure.

The effect of these high income tax rates is readily seen in the case of bonds, but
they will likewise have their effect on other sources of taxable income. An
investment in construction of new buildings must be measured no less from the
standard of net yield after allowing for payment of the income tax as compared
with the yield which might be obtained from tax-exempt securities.

Undoubtedly a high income tax rate will tend to help the market for tax-exempt
securities, but it will do this as it passes the point of productivity as a revenue
measure and as it discourages investment in commercial enterprises.

7. EARNED INCOME

This is a matter on which we speak from the standpoint of professional men
who are directly affected by this.

The professional man usually spends many years of work, thought, and study
before he reaches his best earning power. During the early years of professional
life his income is usually not large. Later lie may reach a comparatively few
years of maximum return when he realizes on the reserves of accumulated thought,
energy, and experience. We grant that it is quite impossible for him to express
in figures year by year the possible allowance for his wasting of himself. Yet we
generally recognize that such professional earnings are ot the same as the income
derived front interest on capital, where the income leaves the capital unimpaired.

The principle that earned income should be taxed at a less rate than other
income has been recognized for several years and the present bill allows a credit
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on account of earned Income. We believe, however, that the present law has
reduced the credit to an amount that is negligible and we as professional men,
personally believe that a more substantial allowance should be made.

We are entirely In accord with the policy of balancing the Federal Budget
but we can not subscribe to changes in the law and provisions which we believe
violate the fundamental principles of income taxation which have been developed
over a period of Lany years.

We belleve that there Is a limit to the revenue which income taxes can produce
and, if rates are arbitrarily increased and unsound and unscientific provisions
enacted, that there will not be a material increase in revenue but that li many
cas these provisions sill have the effect of seriously handicapping business
operations with a resulting loss in income tax revenue.

Respectfully submitted. WILLIAM R. MAIN,

LuoN E. WILLIAMS,
HENY B. FxRNALD, Chairman.

Federal Leilation Committee American Institute of Accountants.

APRIL 20, 1982.



ESTATE TAXES
LETTER lOM PRANELN W. JOHNSON

UNITED STATES SENATE, April 7, 1932.Hon. REE D SMOOT,
Chairman Finance Committee,

United States Senate, Washington, D. C.
My DEAR SENATOR SMOOT: I Inclose a letter waich I have received from

President Johnson of Colby College Waterville, Me., in regard to section 807
of the revenue bill. I wish you would have the committee look into the matter
carefully and see if there is merit in his contention.

Sincerely yours, PANZDSICI HALI.

CoLPY CowLiGE,

Hon. FREDEICiK HAL, Watervile, Me., April 4, 1930.

United States Senate, Washington, . 0.
My DZAR SENATOR HALE: My attention has been called to section 807 of

the revenue bill (H. R. 10238) reading as follows:
"Section 803 (a) (3) and 308 (b) (3) of the revenue act of 1926 are amended by

inserting after the first sentence of each a new sentence to read as follows:
'If the tax imposed by section 301, or any estate, succession, legacy, or

inheritance taxes, are either by the terms of the will, by the law of the jurisdiction
under which the estate is administered, or by the law of the jurisdiction imposing
the particular tax, payable In whole or in part out of the bequests, legacies or
devises other wise deductible under this paragraph then the amount deductible
under this paragraph shall be the amount of sue quests, legacies, or devises
reduced by the amount of such taxes.' ".

A highly qualified legal expert has said that in a concrete instance the bill will
operate in the following manner:

"Suppose a will contains but two bequests, a gift of $500,000 to the testator's
widow and a gift of the residue of the estate to your college. Suppose after
payment of debts, the estate consists of $760,000. Were no taxes payable, the
gift to your college would be $250,000. Under the law as it now reads, this
amount is deductible from the gross estate as a gift to charity, leaving a taxable
net estate of $500,000. If the tax rate on an estate of this size is 10 per cent, there
is payable a tax of $50,000. Now, unless the will otherwise directs, the estate
tax is payable out of the residuary bequest. Consequently here the executors,
having $750,000 in their hands, will pay $500 000 to the widow, $50,000 to the
Federal Government, and the residue ($200,600) to your college. Thus, not-
withstanding the fact that only the net estate is taxed and that the gift to your
college was deducted from the gross estate in ascertaining the net estate, the gift
to your college has been reduced by reason of the fact that taxes are payable on
the estate.

"The proposed change in the law makes deductible from the gross estate as a
gift to charity the sum which the charity will actually get after the payment of
taxes rather than the larger sum which the charity m 'id got were there no taxes
payable., To compute this amount in the case put above would require the use
of a very complicated formula. At any rate it is clear that with a smaller deduc-
tion, the net estate will be larger; this will mean a larger tax; the tax being
payable out of the residuary bequest, the final result is that your college will get
less than it would get under the present law. In the above case, the tax under
the proposed statute would be more than $55,000, so that your college would get
less than $195,000.

"There are many situations other than that which I have used as an illustra-
tion (a residuary bequest to charity with the Federal estate tax payable out of
it) where inheritance taxes (State or Federal) are payable out of a gift to charity

345



REVENUE ACT OF 1989

with a consequent reduction of the amount payable to the charity below that
which would have been payable had no taxes been Imposed. the proposed
amendment to the Federal estate tax law is phrased broadly enough to cover all
of these situations and would snake the reduction greater In each case."

With full understanding of the difficulty which confronts Congress in securing
a balanced Budget, I wish to express the hope that this may be done without
enacting laws which will tend to diminish the su ort of our colleges, I will
appreciate anything that you may do to prevent S.

Yours very truly, FRANKLIN W. JOHNSON.

STATEMENT OF HENRY P. VELTE, NO. 43 CEDAR STREET, NEW
YORK CITY

Mr. VLT. Gentlemen of the committee, I appear before the
committee with reference to section 811, in regard to the revaluation
of estates.

Senator REED. Section 811?
Mr. VELTn. Yes, sir.
Senator HARRISON. Page 298 of our print.
Mr. VELTE. Now this section provides in the case of the death of a

decedent who died on or after September 1, 1928, and before January
1, 1932, that at the election of the executor of any estate affected, he
may petition the Commissioner of Internal Revenue. I take it it
means to have the value of the estate revalued, to take effect as of
the period of 18 months from the date of the death of the decedent.

This section is very broad, but I do not think it is broad enough to
cover a particular case which I have in mind.

I represented the estate of Lysander W. Lawrence, and we filed our
tax return and the estate was assessed at a valuation of something like
$4,500,000.

Senator REED. You were counsel for the estate?
Mr. VELTE. Yes, sir.
Senator CONNALLY. When did he die?
Mr. VELT. He died July 18,1929.
Subsequently, after filing our return a compromise was effected with

the Commissioner of Internal Revenue by which there was a reduction
al6ng the whole line of securities, of about 10 per cent, and we were
then asked to enter into an agreement with the Commissioner of
Internal Revenue, in writing, in which it was state'-
that said taxpayer and said Commissioner of Internal Revenue hereby mutually
agree that the said tax of said $ - shall be final and conclusive.

Under this present section as proposed, we might be barred from
taking adv utage of this new law, and not be able to go before the
Commissioner of Internal Revenue and have our securities revalued.

Senator SHOTRIDGE. You did enter into that agreement, did you?
Mr. VELTE. We entered into that agreement, yes- at that time

under the assumption that the law which was then in effect and is now
in effect would remain that way. Had we had any inkling of Congress
forbidding us at some subsequent date to revalue our securities, we
certainly should not have entered into any compromise; and if the
present section is enacted into law as it is proposed here, why, we will
probably be barred and suffer a penalty, whereas other people who have
not paid their taxes and simply waited, or else paid their taxes and "had

34A6



IWVENUS ACT O 1989

some provision in the receipt that they paid it under protest, will be
able to have a revaluation.

What I come down here for is to ask if the committee in its good
judgment would insert some provision in this section 811 permitting
those estates which have compromised the amount of taxes to never-
theless come in with the others and have a revaluation made.

Senator HARRiSON. What about those estates that have not
compromised it, but have paid the taxes?

Mr. VELTE. I assume under this present section they would be
able to come in anyway.

Senator HAnuusoN. It is only in those cases where you have
entered into a complete understanding with the commissioner that
you think you would be left out?

Mr. VELTE. Yes; but that complete understanding was based on
the law being on the statute books at that time.
Senator CONNALLY. Well, have you figured as to whether or not

under this 60 per cent clause here, you would be benefited by the
new provision? You got a reduction of how much?

Mr. VFJLTE. About 10 per cent.
Senator CONNALLY. About 10 per cent?
Mr. VELTE. Yes, sir. But I have not figured what it would be

under this clause.
Senator REED. You are exactly in the same position as the man

who settles his taxes, either by agreement or under protest, and then
the Supreme Court comew along a week or two later and decides
that his liability is not a liability.

Mr. VELTE. Yes; but if you please, we settled this thing on the
theory that this law would not be changed or made retroactive.

Senator REED. Surely.
Mr. VELTE. Now bringing in a new law--
Senator REED (interposing). You are like all the people who have

settled their taxes and then discovered, under a ruling of the Supreme
Court, that they need not have paid so much. It is the same thing,
is it not?

Mr. VELTE. I do not think so.
Senator REED. The subsequent law has changed by this happening.

Now should we allow all the people who have paid before the decision
of the court to get the benefit of the decision to which they were not
parties?

Mr. VELTE. I know, but, on the other hand, if we went forward and
paid our taxes even though there was no agreement, why, should
those who aid the taxes be permitted to come in, and those who
unfortunately made an agreement with the Commisoner of Internal
Revenue be barred?
Senator REED. Yes, but suppose subsequent events had happened

to increase the taxes that had not been paid, you would certainly
asert your compromise and say the Government could not make any
further claim on you.

Senator SHORTRIDGE. Could he?
Senator REED. Surely.
Senator SHORTHIDGE. Could he rely on the agreement with the

Government?
Mr. VELTE. I think we could.
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Senator Suorawomo. I am asking the question.
Senator REED. In other words, the settlement is binding on the

Government, but not on you if we afterwards change the law so that
it would benefit you.

Tell me, Mr. Velte, how much tax did you pay?
Mr. VELTE. We paid three hundred and forty thousand odd dollars.

I have a copy of the compromise agreement here.
Senator KED. That is close enough. Has distribution been made

of the remaining assets of the estate?
Mr. VELTE. It is a trust estate. We have not distributed the re.

maining assets.
Senator REED. The trustee was an executor?
Mr. VELTE. Yes sir
Senator REED. What was the value of the residue of the estate at

the time it was turned over to the trustee?
Mr. VELTE. At the death-
Senator REED (interposing). No; at the time of the distribution

of it.
Mr. VELTE. Well, the trustees immediately went into possession

of the assets jointly with the executors. There has not been any ac.
tual physical transfer from the executors over to the trustees, because,
as I said before, it is a trust estate, and the executors and trustees are
bound to hold the assets of the estate until a certain party arrives at a
certain age.

Senator REED. The executors are the trustees?
Mr. VELTE. Yes, sir.
Senator RED. What is the present value of the estate?
Mr. VELTE. The present value of the estate is about, roughly,

$1,500,000.
Senator REED. Roughly, you have paid a tax of 16 or 17 per cent?
Mr. VELTE. More than that.
Senator SHORTRiDGM. As of the time of the death?
Mr. VELTE. Yes.
Senator SHORTIDGE. The estate was valued at what?
Mr. VELTE. About $4,100,000.
Senator SHORTJUDoE. But by your compromise you reduced it to

vhat?
Mr. VELTE. About 10 per cent, in round figures.
Senator CONNALLY. You realize, of course, that this bill will

increase the tax on the estates of people who die after its enactment
and probably tax them more heavily than you have already paid.

Mr. VELAT. That might be, but I claim we should be put in the
same position as any other estates that have either paid their taxes
or have nut paid them. It would be in the nature of a penalty for
us to have to suffer, thinking at the time we made the compromise
that that law would remain in effect. Of course, at that time I
raised the question, and I was told there would not be any change
in the law, and we did not have to put in any clause which would
protect us, therefore, I move for a revaluation, because they assured
uspractically, that there would not be any change in the law.

Senator SHORTRIDGE. How would you be affected by this pro-
posed change in the law?

Senator REED. He would not be affected; he wants to be affected.
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Mr. VELTE. We might be affected this way: That the law as it is

proposed now would reduce the value of our estate beyond the amount
at which we compromised.

Senator SHORTRIDGE. I thought you said you might rely on the
compromise with the Government to prevent that. I understood you
to say-1 do not want to argue the matter-but I understood you
to say that you might rely upon this agreement entered into iith
the Government.

Senator REED. He did rely on it, but now he wants us to open it
up and let him have the benefit of this further reduction.

I think we have got your point, Mr. Velte.
Senator SHORTRIDGE. Have you got it in short form there?
Mr. VELTE. Yes, sir.
Senator SHORTRIDGE. You might file that for the record.
Senator HARRISON. It is your opinion, then, that if the law erai

not be changed to meet your case, that the whole thing should
stricken out?

Mr. VELTE. No, sir; I do not claim that, but I think we should
have as much right as those people who have not paid their tax, or
have paid it.

Senator HAnRisUON. I think there is a good deal of point in what
you say.

Senator SHORTRIDG. Yes.
Senator REED. We are not deciding it now.
If you have a brief, you may leave it with the shorthand reporter

for the record.
Mr. VELTE. Thank you.
(The brief filed by Mr. Velte is printed in full, as follows:)

MEMORANDUM or HENaY P. VELTE, OP NEW YORK CITy, IN REFERENCE TO
SECTION 811, REVALUATION OF DE PECIATED ESTATES-RETROACTIVE

Annexed Is a copy of the proposed section 811 In regard to the revaluation of
depreciated estates. This section is expressly made retroactive. This section
refers to the estates of decedents who died on or after September 1, 1928, and
prior to January 1, 1932, and gives o the executor he election to have the
gross estate and the net estate computed based upon values as of the dates of
18 months after the decedent's death. It further provides that such election is
to be exercised by the filing of a statement tinder oath "which shall set forth
all the necessary information and shall be filed not later than one year after the
date of the enactment of the revenue act of 1932." It is to be noted that the
section is very general and it might be argued that it applies likewise to estates
where a compromise was entered into between the representative of the estate
and the Commissioner of Internal Revenue. However, this undoubtedly is not
the intention of the legislators, since a compromise agreement signed both by
the estate and the Commissioner of Internal Revenue provides "that said tax.
pyer and said Commissioner of Internal Revenue hereby mutiaUy agree that
the said tax of $--- * * * shall be final and conclusive * * *"'
Therefore in order that estates in which a compromise agreement has been
signed may benefit by this proposed section 811 a specific reference should be
made to such estates in this section.

That estates in which a compromise agreement was signed should also be enti-
tled to the benefit of this revaluation Is undisputable. The representative of such
an estate entered into an agreement of compromise having only before him the
law as it then existed and only by reason of that law did he enter into the
compromise agreement fixing the valuation of the securities. To now prevent
him from receiving the benefit of the provisions of the new section would be
decidedly unjust and would constitute preferring those estates where no con-
promise had been attempted or effected. Certainly the Senate should not
countenance the enactment of the section as now dawn.
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STATEMENT OF PAUL B. EARRINGEE, NEW YORK CITY

Senator REED (presiding). Your name and address first, Mr.
Barringer?

Mr. BARRINOER. Paul B. Barringer, jr., 15 Broad Street, New York.
I would like to speak, gentlemen, on behalf of the same amendment

as the gentleman who has lst spoken.
We represent the estate of the late John F. Archbold, of New York,

who died on January 5, 1930, and in the regular course, after audit,
and so forth we signed a closing agreement with the Federal Govern-
ment, I think, in November last.

Senator REED. How much reduction did you effect under the value
at the date of the death?

Mr. BARRINGER. The maximum difference between our figures
and our return and what the Government had ever at any time asked
for, I think was less than 4 per cent. The adjusted figures t as I have
figured it roughly-I was just doing it while you were talking here-
was 2 per cent. In other words, the adjustment was approximately
2 per cent.

Senator REED. That is, the value of the estate was 2 per cent less,
or the tax was 2-per cent less?

Mr. BARRINGER. The value of the estate was approximately 2 per
cent less.

Senator REED. How much tax did you pay?
Mr. BARRINGER. We paid slightly over $2,000,000.
Senator REED. What is the present value of the revenue of the

estate?
Mr. BARRNoR. The present value of the revenue of the estate,

down to the last figures I have, were from February 29, Senator Reed,
and they are much off to-day.

Senator RY9D. We have noticed that.
Mr. BAR INOER. The gross estate at the date of death was

$15,000,000, and the value as of February 29 was $4,500,000.
Senator CONNALLY. Had you distributed any of it?
Mr. BARRINGER. We sold and transferred- am glad you brought

that to my attention, sir. The gross value of the estate was
$15,000,000. We have sold and transferred $1,800,000, so we have
not checked up the value to date on that. The value of what we have
sold and transferred and the value on hand to-day is $6,600,000.
And the stocks that are now on hand, which comprised the bulk of the
estate, their value at time of death was $13,200 000, and that value
to-day is $4,500,000. On the stocks we have a cipreciation of 65.28
per cent.

Senator.REED. So that the tax that you paid represents slightly less
than 25 per cent, based on present values, or values at February 29.

Mr. BARRINGER. No, sir; our values on February 29-what we
have on hand is $4,500,000, and we paid upward of $2,000,000, or
nearly 50 per cent.

Senator REED Oh yes; but you transferred $1,800,000.
Mr. BARiNGER. We transferred $1,800,000, anA what we realize

on is $6,600 000.
Senator REED. Now add to that your tax and that is $8,600,000.
Mr. BARRINGER. Oh, no, sir; that is not after deducting the tax.
Senator REED. The $6,600,000 is before deducting the tax, you say?
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Mr. BARRINOER Yes, sir.
Senator REED. Ro that you paid $2,000,000 out of $6,600,000.
Mr. BARRINGER. Yes, sir.
Senator REED. Is that a correct statement?
Mr. BARnRNOER. Yes, sir.
Senator REED. That makes your tax around 30 per cent.
Mr. BARRINoER. 30 per cent-the tax would be around 35 per cent,

or thirty-odd per cent.
Senator REED. And yet if Mr. Archbold were to die after the pas.

sage of this act, the tax would be even higher on an estate of $6,600,000.
ldr. BARRINGER. I was under the impression that we paid more

than we would pay on to-day's taxes.
Senator CONNALLY. Senator Reed, I was going to spggest, would

this gentleman be willing that this reappraisement come under the
terms of this bill?

Mr. BARRINGEX. I think we would.
Senator CONNALLY. I think that would be fair; if they are willing

to take the rates in this bill, we are willing to gve them the shrinkage.
Mr. BARRINGER. I think our taxes would be less.
Senator REED. You would pay about $700,000 on the rates stated

in the House bill.
Mr, BARRINGER That is on the gross estate?
Senator REED On the net estate of $6,600,000.
Mr. BARRINOER. Of course, you realize that a good many of those

are stocks that have sold-of course we car, not complain--but stock
that were turned over at a much higher price than they are to-day.

Senator REED. Surely, you do not want us to compensate you for
anybody else's loss?

Mr. tARIUNGER. No; I do not.
Senator SHORTEIDGE. Well, what is your point?
Mr. BARRINGER. Well, we are requesting that this law be amended

to include in the provisions of this section estates which have settled
their liability under a closing agreement under the 1928 act.

Senator REED. It seems to me your case is a harder one than that
which Mr. Velte has given us. With his agreement he seems to have
gotten 10 per cent left off. You seem to have gotten less.

Mr. BARRINGER. I am perfectly frank to state that the settlement
was not-

Senator REED (interposing). Like most of us, you settled to get
rid of the wretched thing..

Mr. BARRINGER. We settled to get rid of the thing, and not have
the Government change its mind, and then have the Board of Tax
Appeals upset the whole thing.

Senator REED. I have been through it several times myself.
Senator SHORTRIDGE. This proposed law would upset, so to speak,

or disturb the agreement you entered into; is that right?
Mr. BARRINGER. Well, we would be perfectly willing to reopen it,

so far as we are concerned. All we would ask is that the same
remedy, which was not in the contemplation of anybody at the time
we entered into the agreement, that this same relief be applied to
our case for revaluation. In other words, when we go into the Court
of Claims for a refund, that we would not be met with the plea of a
closing agreement which, in one case, has been held to bar you where
the statute was held unconstitutional.
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Senator HAnnIsoN. I was just noticing the rates in the House bill
which is now before us. You would pay around $7,000 000, You
would not have enough to pay it with under these debated stock
market prces, if the bill that is now before us were passed. If Mr.
Archbold had died after the passage of this act, you would pay
around $7,000,000.

Mr. BARRINGER. I dare say, based on the values at the time of his
death there would not be enough to pay it.

Senstor REED. Thank you, Mr. Barringer. I think we have your
point. If you have a brief we would be glad to have you put it into
the record.

Mr. BARnING*:n. Yes, I will.
(The brief filed by Mr. Barringer is as follows:)

MEMOI.%INDUM WITH RES PECT TO AMENDM NT OF SECTION 811 Or TUa REVENUE
ACT OF 1932. (11. It. 10236.)

To the Finance Committee of the United Stateas Senate:
The undersigned, on behalf of an estate which will be adversely affected by

the bill as at present drawn respectfully urge that section 811 of the revenue
act of 1932 as passed by the house of Representatives providing for the revalua.
tion of depreciated estates be antunded so that it will include within the relief
afforded by that section the estates of decedents (otherwise endtled to relief)
which have settled their tax liability prior to the passage of the act by the execu.
tion of a closing agreement under section 601) of' ihe revenue act of 1928.

General purposes of the proposed statute: Sectii 811 of the proposed act Is
remedial in Its nature and Its general purposes are highly to be commended. The
position in which the estates of decedents who have died within the past three
years find themselves (te to the t;rrifie decline of all values in this period is one
which calls for legislative relief if a taxing statute isnot to be made a means of
of wholesale confiscation. The executors of such estates have been placed in a
most difficult position. In many cases, almost before their appointment had been
confirmed the market values of the securities comprising tl:e estate had declined
to a point where it was almost impossible to raise money to meet the Federal
taxes which were due and payable within one year after the death of the decedent.
Where realization was possible, the decline In values were so utterly unprece.
dented that few people believed that they could be permanent, and executors
were inclined to postpone the sacrificing of securities until payment waoz actually
due. If they sold securities to provide for the payment of the tax at the time it
was due meant, in many cases the practical destruction of the entire estate, a
step which any executor would hesitate to take. If on the other hand, believing
.that the decline in values was not permanent, they borrowed money for the ppay
ment of the tax, the subsequent decline invalues has caused even greater financial
embarrassment. We heartily indorse the general purpose of this section, and
nothing in this memorandum is intended to detract from the desirability and
necessity of the relief which it affords.

section 811 as drawn applies only to pending cases: The section as drawn,
however seems to apply ony to pending cases and does not seem to include
within the relief afforded by its terms the estates of decedents who died within
the period covered by the section which have settled their tax liability by so-
called closing agreelnents ent,'red into pursuant to section 606 of the revenue
act of 1M28.

The portion of section 811 with which we are here concerned reads as follows:
"SEC. 326 (a). In the case of the estate of a decedent who died on or after

September 1, 1928, and prior to January 1, 1032, and at the election of the
executor, the value of the gross estate and of the net estate shall he computed
based upon values as of a (late eighteen months after the decedent's death (here-
inafter referred to as 'subsequent value'), and the tax to be paid under this title
shall bear the same ratio to a tax computed without reference to this section as
the subsequent value of the net estate bears to the value of the net estate coi-
puted as of the date of the decedent's death, but in no case shall the tx be less
than 60 per centum of the tax computed without reference to this section. Such
election shall be exercised by the filing of a statement under oath whinh shall
set forth all the necessary information, and shaU.be filed not later than otik year
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after the date of the enactment of the revenue act of l932, Anyv amount of tax
refundable by reason of this section shall be refunded where such statement Is
filed within the prescribed time, but the amount refunded shall be without
Interest."

The language of this section is ploin and unequivocal and contains no excep-
tions and It might well be argued that under it the estates of all decedents who
died within the period covered by the act should be entitled to relief afforded by
this section regardless of whether their cases were still pending or whether they
had settled their tax liability pursuant to a closing agreement or otherwise.
Were it not for the statement of the Wave and Means Committee upon the sub.
ect we might be inclined to rest upon this assumption. The Ways ard Means

Committee, however, in their report to the House of Representatives made the
following statement with respect to title section:

"Tie relief afforded by this amendment is confined to pending cases by which
is meant that it is not available to estates where the liability thereof for Federal
estate tax has been finally fixed by a com promise agreement or 1y one made
pursuant to the provisions of section 606 of the revenue act of 1928.'

This statement leaves no doubt as to the intention of the committee whIch
originally framed this section, and in view of it we believe that an amendment is
necessary in order to bring such estates within the relief afforded by this section.

Effect of section: The effect of such a construction Is to work a grave discrimi-
nation between the estates of decedents who died within the period covered by the
act which is based upon purely artificial distinctions and to discriminate against
estates which have settled their tax liability by the most expeditious method
possible and have paid their tax without a controversy in favor of estates which
are still in process of settlement either because the decedent died at a later date
or tocause settlement has been prolonged by litigation or other dilatory tactics.
In the ordinary course of events the estates of decedents who died during 1928
and 1029 would be wound up and the tax paid by the present time. It is only in
cases where an appeal was taken due to some controversy having arisen that the
cases would still be pending. The law in existence during all of this time vas
p lain end unequivocal and required that the tax be based upon valuations at the
time of the decedent's death. Certainly the taxpayer who made a settlement
and paid his tax upon the basis of the existing law, without controversy, should
not be prejudiced with respect to this relief.

Nature of closing agreement: A closing agreement is an expeditious method by
which the tax liability of an estate can be fixed so that the taxpayer may know
his liability and the Government may be paid its tax promptly. The use of
such agreement is distinctly encouraged by the department as it makes for expe-
dition and certainty in the payment of taxes. By the terms of the statute such
an agreement can not be set aside except for fraud or misrepresentation, and it
has even been held that a closing agreement would bar a claim for refund by the
taxpayer where the law tinder which the tax was paid should subsequently be held
to be unconstitutional the court stating that the taxpayer should look to Con-
gress for his relief. (Bankers Reserve Life Insurance Co. r. United States, 42
Fed. (2d) 313.)

We appreciate that a closing agreement is supposed to effect a final settlement
of all questions entering into the amount of the estate tsx in a given case and such
settlements should not be lightly disturbed. Such an agreement however, i of
necessity entered into by both parties having in mind the statute dealing with the
basis of valuation. A change of the entire basis of valuation and theory of taxa-
tion such as is permitted under the proposed section 811 can not be said to have
been within the contemplation of the parties at the time such an agreement was
entered into and this section being remedial in its nature we respectfully i urge
that to exclude such estates from the benefits of its provisions simply because
their cases have been settled would be to defeat its evident purpose.

The only objections which could be urged to giving such cases the benefit of the
statute would be that a closing agreement is presumed to be in the nature of a
compromise in which both parties hava made concessions and received benefits
and that the taxpayer should not be heard to reopen such a settlement in which
he doubtless received benefits. To this it.can be replied, in the first place, closing
agreements are not necessarily compromises. They are frequently entered into
simply to give finality to a settlement in which there were no disputed questions
and, on the part of the taxpayer, to prevent the reopening of the whole case due
to subsequent changes of rulings on the part of the department such as occur only
too frequently. Secondly, if this agreement was in the nature of a compromise
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it was entered into In the light of the existing statute with respect to the method
of valuation and the proposed amendment completely changes the whole basis
of such understanding.

While there has been eneral discussion during the past year with reference to
proposed legislation for the relief of depreciated estates, the taxpaying public and
the members of the bar generally had no information as to the detail of such
relief and it was generally assumed that any such relief would neceSrily apply
without discrimination t0 the estates of all decedents who died within the period
in which the extraordinary conditions existed which called for legislative relief.
The reliance on the part of the taxpayers and their attorneys that such relief if
granted, would apply to all estates equally and that the settlement of their tax
liability would not prejudice them with respect to any such relief, if granted, was,
no doubt, one of the factors which led them to execute such closing agreements.

A situation has recently come to our attention which emphasizes the discrini.
nation which will result under the statute as passed. In the case of the estate
with which we are principally concerned a closing agreement was executed by the
taxpayer on November 13, 1931. It was forwarded to Washington and was
executed by the Commissioner of Internal Revenue and was approved by the
Acting Secretary of the Treasury on February 1, 1932, at which time the pro.
posed legislation was no doubt under discussion by the committee of the Houso of
Representatives. We are now informed by the Commissioner of Internal Revele
that he is powerless to otent this settlement agreement so as to grant the relief to
the taxpayer under the proposed legislation. Another case has recently come to
o r attention of the estate of a decent who died shortly after the decedent with
whom we are concerned. In this case a ettlement was arrived at between the
executor and the Treasury Department with respect to the estate taxes and a
closing agreement was executed by the executor of that estate (,n February 15,
1932. The agreement was in the hands of the commissioner when the present
bill was passed by the House. We understand that the commissioner, without
any request on the part of the taxpayer, has returned the original closing agree.
ment to the taxpayer unsigned with a now form of agreement, which he has
requested the taxpayer to execute, in which a clause has been inserted reserving
to the taxpayer the benefit of the relief granted under Section 811.,

In both of these cases the department and the taxpayer had arrived at a settle.
ment of all outstanding questions concerning the estate under the law as it then
stood. In both cases the taxpayer had executed and forwarded to Washington a
formal closing agreement containing no reservation with respect to any amend.
meant to the law. In the one case the commissioner and acting secretary in the
ordinary course had affixed their signatures; in the other theyliad not done so,
when the new legiation came under consideration. Certainly both of these
eases are equally entitled to relief.

It must not be overlooked that the effect of this law, us now proposed, works
an inequity and hardship on those who have signed closing agreements, not only
with respect to their Federal taxes but with respect to their State taxes, for the
reason that the States ordinarily settle their taxes on the basis of the settlement

'of the Federal estate taxes. From this it follows that, where a closing agreement
Is entered into and the Federal tax paid on the baswt of it, it is impossible to get
any readjustment of the State taxes. ;

Recommendations: We recommend the following amendment, which we
believe will afford the relief which we are seeking:

Section 811, in paragraph 326 (a), on the twelfth line of page 279, after the
words "prescribed time," insert "although a closing agreement may previously
have been entered into fixing the amount of such tax pursuant to section 606 of
the revenue act of 1928."

As an alternative to the above amendment, add at the end of section 326 (a)
the following sentence:
"A taxpayer shall be entitled to the benefits of this section and to the refund

of any estate tax paid in excess of the tax as determined under this section
although a closing agreement may previously have been entered into fixing the
amount of such tax pursuant to section 608 of the revenue act of 1928."

Respectfully submitted. JCSN ULR AH&BtpvJACKSON, FULLER, NASH & BntOrnv,
AttorneysfJor Tapayer.PAUL B. BmatSNof. Jr., or (Counsel.
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LITTER FROM RUSSELL L. BRADFORD

Nzw YORx, April 0,198*.Hon. REED Svoor,.
Senate Office Building, Washington, D. 0.

DEAR SENATOR SMOOT: I have given some consideration to the revenue bill of
193t (H. R. 10286). The following observations concerning the bill, I think,
deserve and merit the consideration of your committee and of the Senate.

Section 811 of the bill having to do with the revaluation of depreciated asset.
limits the relief, as Indicated by the report of the chairman of the Ways and Means
Committee, to those estates that have not paid the tax or tempted to settle
with the United States Government. But those estates that did pay the tax and
undertook to settle with the Government under the provisions of section 606 of
the revenue act of 1928 are penalized for their prompt cooperation with the Gov-
ernment. If the act is to apply ts estates of decedents dying after September 1,
1928 and prior to January 1, 1932, in fairness it se..)ms to me the remedial bene-
fits should be applied to all estates whether they have agreeably settled with the
Government or have opposed and fought the Government.

action n 802 of the bill amending section 301 (b) of the revenue act of 1926
extends the period for actually paying to the several States inheritance, legacy
or other death taxes, and claiming the credit for the payment of such taxes
against the Federal estate tax to a period of four years, instead of three years, as
provided in the act of 1926; and extends the time similarly for making refund
claims In respect of such credits. However, it specifically excepts from this
extension those estates In which the overpayment was made prioi to the enact-
ment of the act of 1032. Again, why should the Congress undertake to go out of
its way to penalize those estates that have cooperated with the Government and
paid the tax, and favor those estates that have not paid the tax?

If the extension of one year to make claims for refund is to be granted in
respect of decedents dying after the revenue act of 1026, then it should be appro.
priate to extend the period another year in respect of refund claims under the
revenue act of 1924. Under the 1924 act there was no time limit in respect of
the payment of State taxes and the claiming of the credit. On the other hand
a claim for refund based upon such credit could not tie made after a period of
four years from the date of payment of the Federal estate tax. If the time
limit is extended under the 1926 act one year it also should be extended a year
under the 1924 act.

I am doubtful whether any limit at all should be placed upon the claiming of
such credit and the filing of clams for refund in respect of such credit. The pur-
poses of the Congress in the enactment of the 1024 act, as well as the 1926 act,
was to collect only that portion of the full tax as calculable under either of the
two laws not paid to a State within the limits of the credits. If because of liti.
gation or for other reasons an estate was not able to pay the tax within 3 years
or 4 years or 5 years but ei entuallv did pay the tax to the States, the purpose
of the Congress would be served it proofs of such payment could be made at
any time, and a refund of the taxes held by the Government should be made
regardless of the tines. (Of course, this refund should be made without interest
where any unusual time was taken in the payment of the State taxes.) it seems
to me harsh and unjust that an estate, because it has been forced into litigation
(or for any other substantial reason) should loe the benefit of the credit, while
an estate the cost of administration of which has been quite small would be the
favored taxpayer. This would be doubly harsh as the cost of litigation, plus
the necessary doubling of the tax to the extent of 25 per cent or 80 per cent as the
case may be (whether under the 1924 act or the 1926 act), would seem to be a
more severe penalty on such an estate than it ought to be made to bear.

Certainly the nimum limit in which claims for refund could be made in
respect of cred& .4en the payment of State taxes ought to be six years. Hardship
I have understood, because of the limitation has been worked upon several
estates. I represent an estate in which the State taxes were paid prior to the
rendition of the Federal estate tax return and claim for the credit was made in
and by the Federal estate tax return. The formal proofs of such payment, as
required by the technical rules of the commissioner, however, hid not been
submitted. A formal claim for refund was subsequently filed, but the commis-
sioner has claimed it was filed more than four years after the payment of the
tax. This case is now pending in the courts (1) as to the issue of fact of whether
the claim for refund was timely filed; and (2) whether or not the commissioner
and the Government were oa notice that the State taxes had been paid and the
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credit claimed before the filing of the formal claim for refund; and (8) whether
or not the informal claim for refund should not have been honored by the com.
mimioner; and (4) whether or not the statute of limitations did not begin to run
after the final payment. The injustice in this case is striking, The tax was
duly paid to the Federal Government. In the return the claim for credit for the
payment of State taxes was made. The Government refused to allow the credit
until the proofs wets filed. There was no time limit under the 1924 statute for
the filing of proofs. The Government was on notice that claim had been made
for these taxes and that these taxes had been paid and credit was to be taken
therefor and yet the mere filing of a formal claim for refund more than four
years afier the payment of the Federal tax (assuming the Government's contention
of fact be correct) bars this estate and taxpayer from recovering a sum of money
that ought never to have been collected by the Government and, in good con.
science, ought not now to be held by the Government.

If the purpose of the Federal estate tax law, as enacted in the 1924 act and
again in the 1926 act was that it should receive as death taxes only the sum of
money indicated by the death rates less the credits for taxes paid the states and
claimed as such credits, then in fairness there should be no limitation upon the
recovery of this money. Certainly, the limitation ought not to be a period of 3
years, 4 years or even 5 years. I say this because in many large estates not only
may there be a great deal of litigation, but if the will be at all complicated and
contain provisions for the setting up of trusts and future estates, the necessary
state proceedings may take many more than 8, 4 or 5 years. Of course, in small
estates this may be done with a great deal of rapidity but in small estates (that is
those under $100,000, under the proposed bill $50,000), the Federal Government
does not impose any tax at all.

I take the liberty of suggesting that under the 1924 act and the 192b act, so far as
claims for refund of taxes paid t the Federal Government based upon credits by
reason of the payment of death duties to the several States are concerned, the mini.
mum limitation upon such claims for refund should be six years from the payment
of the Federal tax. Personally, I lean to the view that the period shouldbe at
least 10 years (if there be any limitation at all), the period indicated in the 1928
act and the present bill in respect of the lien upon the transfer of such estates.

Such a provision should apply retrospectively so as not to penalize those estates
that have paid the tax the use of which tax the Government has enjoyed, and
favor those estates that have not paid the tax and withheld from the Govern.
ment the use of the money representing the tax.

I very earnestly recommend the serious consideration of this matter and the
whole draftsmanship of section 802 of the proposed bill by your committee.

I have given consideration to the gift-tax provisions of the law and had occa.
sion during the pendency of the 1924 act to give consideration to the effect of
this class of legislation.

I raise these points foryour consideration.
Under the provisions of section 504 (b), of the gifts (except of future interests

in property) made to any one person by the donor during the calendar year to
the extent of the first $8,000 of such gifts to such person shall not, for the pur-
poses of subsection (a) of section 504 be included in the total amount of such
ifts made during such year. But the gifts from the date of the adoption of

this statute, throughout the poiriod of its operation, are taxable to the extent
that the total of those gifts exceeds $W,000. The statute does not undertake
to define gifts nor does the report made by the chairman of the Ways and Means
Committee of Congress. I take the liberty of inquiring whether a gift of a
man to his wife for the purpose of operating their establishment (or home as
the case raay be) is a gift. As an illustration, we will say a member of eon.
gress has an'income of $10,000 in addition to the $10,000 compensation from
the Government. We will assume that he turns over to his wife yearly the
sum of $20,000 for the purpose of operating the establishment or home; $3,000
of this sum, of course, is exempt; $17,000 may not be and an account must be
kept of that sum. After a period of approximately three years $50,000 would
be reached and from that time on if the letter of the statute is followed every
such gift in excess of $3,000 to the wife or child or anyone else must be reported
and a tax thereon paid. This might be peculiarly so in a case where a husband
and wife kept joint accounts to the extent that the wife draws upon the joint
account. (See p. 28 of the report of the Committee on Ways and Means.)

However, it may be assumed and, no doubt appropriately, that the statute
would not apply to a gift from a man to his wie, for the purpose of conducting
the establishment or home. The statute, however, draws no such distinction.
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But assuming that the administrative department and the courts would construe
the statute as not applicable to such gifts, nevertheless, the following would be
the result, and necessarily so: Assume the wife, out of the $20,000 so given to her
each year, spent only $10,000 In the operation of the house and that the $20,000
t construi to be not a gift by the husband but an expenditure by his agent, his
wife, in his behalf. Nevertheless, the remaining $10,000, If the wife should prove
to be a good housewife and had saved the money or Invested It for herself and
concluded it belonged to her, would come within the gift-tax provisions; $8,000
of such sum would be free from the tax; $7,000 would be subject to the tax or
must be applied aainst the $80,000 exemption. After a period of approximately
seven years the $80,000 exemption would be exhausted, but even during the period
of seven years (in the Illustration given) It would be necessary under any Intelli-
gent administration of this law to require of the housewife a strict and accurate
account of the mosey she has expended, because how may the Government In
the administration of this law know how much of the $20,000per year Is a gift to
the wife and how much Is expended for the support of the family, unless a definite
detailed account Is kept of every expenditure for the benefit of the family?

It may be answered that the husband need not give his wife anything for the
payment of the expenses of the household, but pay them himself. Is the revenue
of the Government so urgent and exigent that it must change the whole normal
course and conduct of the family life in America? Clearly, the Conges does
not mean to impose upon every family In the United State. that spends more
than $8 000 per year in the operation of Its household the neesesity for keeping a
detailed bookkeeping accountof such expenditures.

Personally, and I say this without meaning to be critical at all I think a gift
tax based upon cumulated gifts Is meretricious in the extreme and is or ought to
be foreign to our political economy as well as the genius of our Government.
I can conceive of nothing that will so fully prevent and preclude the breaking up
of large fortunes as a gift tax of this nature. Few men would dare, under such
a statute, to make gifts to their daughters who had married or to their sons who
were going Into business, or to other relatives who might be In need of monel
or to others of any substantial sum. Personally, I very definitely doubt that tie
amount of Federal-estate tax or Income taxes that wold be safeguarded to the
Government compensates for placing on the statute books a law that in the end
has as its result (regardless of what may be its purpose) the building up of large
fortunes and the entrunchment of those fortunes In oingle hands.

I think in this day that the division of fortunes is the desirable thing than by
statutory enactment the retention of fortunes should be fostered and encouraged.

I have written at some length but my reason for doing so Is that I feel very keenly
that the bill should be emended in the respects to which I have above" referred so
that these serious defects may be corrected to the end of a fair adniistration of
the tax laws of this country. I can see that a gift tax with progre.mive rates
Imposed cumulatively maybe very harmful. If the Congress wishe1s to tax gifts
either as a preventive of tie avoidance of income taxes or of death taxes it tould
It seems to me with almost the same effectiveness, impose a tax sanilar to thai
Imposed under the 1924 act with a specific exemption for the atuouut of gifts
given each year. If, as is suggested, a person would spread his ftfis Avr a
period of years and thus always remain in the lower, instead of wic higher,
brackets, the answer is readily at hand: (1) Reduce the amount of the exemption
per year frora, say, $50,000 to $25,000 or $20,000 or such other figure as may be
thought appropriate and (2) increase the rate of the gift tax not progressively
over years but starting at a higher rate and having progressive rates applicable
only to gifts made within the year. Personally, I can not see the fore of the
desire of Congress by legislative enactment to place a barrier against the distribu-
tion of wealth by those who possess It, and the necessary legislative act of building
a wall around fortunes that they may be kept intact. This to my mind Is bad
economy. It would make for a nation of a few rich and many poor. Such a
nation Is composed of an unhappy people, and the Government that fosters such
a policy necessarily will become an unsuccessful Government. The actual back-
bone of every progesive and sturdy people rests upon no division between the
poor and the rich, but upon a class of medium well to do.

The breaking up of large fortunes by excessive or extortionate death taxes
(which are In the end nothing more nor less than capital levies, regardless of what
name may be applied to them) not only will not bring about social reform in the
United States, but will have a tendency seriously adversely to affect the support
of business and commercial enterprises in the United States.
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Of course, I take it for gruinted that the excessive Federal estate tax rates as are
included in the bill that passed the House and Is now before your body may be,
in all probability, reduced, but even if not reduced, are intended to be temporary
only. Even so, should the few peoplewho may die during the pendency of a high
death tax rate alone bear the brunt of furnlbingthe Government with sufficient
revenue to balance Its Budget, or should an equitable and reasonable death tax rate
be applied over a period so that all may appropriately boar the burden, rather than
the few?

I al take the liberty of sending a copy of this letter to Senator Pet Harrison,
to Senator David Reed of Pensylvani , to Senator Robert Wegner, and Senator
Ro al S. Copeland, of New York

esgain3 wfit]) my apology for writing at such great length, I am
Y ours sincerely, RUSSELL L. BRAD7oBD.

STATESM 01 W. C. IONG NATIONAL LBIILATIVE REEESENTATIVR
AMERCAN PIDIRATION 01 LABOR, ON ESTATE TAX

It i the belief of the American Federation of Labor that a just form of taxing

ureat weath is through the estate tax, an there is no question of the ability to pay.
ud it can not be denied that in many cases the owners of great fortune fail during

their lifetime to pay their fair propoon of taxes. Because of that It makes the
estate tax a fair tax. Besides a react tax.

In 1908 the American Federation of Labor unanimously declared for "an
Inheritance tax that would increase with the Inheritance." Ina1918 it approved
the levying of taxes on "War ts ad swollen incomes." In 1919 It declared
that there should be provided a progressivee increase In taxes upon Incomes and
Inheritances," and in 1021 it demanded "that the Government promptly levy a
rapidly progressive tax upon large estates." This was reiterated in 1922.

You have been told by the Seretary of the Treasury that 08 per cent of the
population in 1930 paid no Federal income taxes whatever. Nevertheless, the
' 2 per cent who did pay Federal income taxes had previously passed them on to thee8osr cent In whole or in great art. But the estate tax can not be passed on.

During the war the Americanrederation of Labor approved of all uxation laws
enacted, as the only thought was to win the war no matter what the sacrifice.
It has not asked for any reduction of taxes that bear upon those least able to bear
them.

Those who favor the repeal of the Federal estate tax insist on the retention of
what are termed "nuisance" taxes, otherwise sales or buyers' taxes. The
argument o that the estate tax was a war-emergency tax. The "nuisance" taxes
alo were wrisergency taxes. The estate tax is more easily paid by the few
than is the "nuisance taxes by the many.

Those who accumulate fortunes great enough that their estates pay the Federal
tax obtain their wealth through the goodwill of the whole American public. And
hood will has been declared by the Supreme Court to be property. If the accI
mulators of great fortunes have a-property right in the patronage of the people
it is no more than right that they pay for that good will in an estate tax. Besides,
al the forces of government are freely given to the protection of these fortunes
both before the death of the owners and after they ave been passed on to the
heirs.

There is nothing more dangerous to our country than the accumulation of
enormous wealth in the hands' of a few, and the fact that a steadily decreasing
number of persons pay an income tax is an added indication that the wealth of
the country' is being concentrated in the hand. of a few.

Thousias and thousands of homes and farms at present are being sold for
nonpayment of taxes and mortgages and this Is accelerating greatly to the con-
centration of wealth just mentioned.

It has been truly said that "none are so blind as those who will not see."f In
our opinion It is time for the few who are holding the wealth of this country, to
see the light and change their attitude toward taxation, as a matter of self-
preservation for things can not continue on as they ar headed. The estate tax
results in its distribution for the benefit of the whole people.

Legacies received by the heirs of groat estates have been justly called unearned
income, for few of the heirs had anything to do with their accumulation.
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Amdrew Carnegie became one of the richest men of hie thne In the United

State#. He knew where his fortune came from and the reasons for its growth, as
evidenced by the following statement made by him:"Now, who made that growth? The American public--that In where that
wealth came from, and that is the partner In every large enterprise where money
is made honorably; it Is the people of the United States."

lIe reasoned undoubtedly that the good will of the American public made the
people a partner. Why then should not the people demand through an estate
tax a squaring of accoUnts ?

Mr. Carnegie also said:
"The growng disposition to tax more and more heavily large estates left at

death In a cheering Indication of the growth of a salutary change in public
opinion Of all forms of taxation this seems the wisest. 'By taxing estates
heavily at death the State narks its condemnation of the selfish millionaire's
unworthy life. It Is desirable that nations should go much further in this direc-
tion. Indeed it is difficult to sct bounds to the share of a rich man's estate which
should go at his death to the public through the agency of the State, and by all
means such taxes should be graduated, beginning at nothing upon moderate
sums to dependents and increasingly rapidly as the amounts swell."

Who is more entitled to a share of such fortunes than the people who made
them possible? Few if any, of the heirs of thee estates had anything to do with
their accumulation. it is what might be called a "windfall" for them. Although
these legacies came without any effort on their part they are among the persons
who are crying for a repeal of the estate tax law as well as the State Inheritance
taxes.

Dr. Thomas S. Adams the famous authority on taxation and formerly financial
adviser for the United Atatex Govornment, declared "that if we must tax it is
better to tax him who merely receives than him who ears."

It should be the American policy to demand that this tax be levied to prevent
in the future the perpetuation and further accumulation of immense fortunes in
the hands of those who did little, if anything, to create them.

Theodore Roosevelt in a message to Congress in December, 1907, said:
"A heavy progressive tax upon a very large fortune Is in no way such a tax

upon thrift and Industry asa liae tax would be on a small fortune. go advantage
cones either to the country as a whole or to the individuals inheriting the money
by permitting the transmission in their entirety of the enormous fortunes that
would be affected by such a tax."

In his inaugural address in 1909 President Taft declared:
,,Should it be impossible to do so by import duties, new kinds of taxation must

be adopted, and among these I recommend a graduated inheritance tax as correct
in principle and .,.a certain and easy of collection."

On March 23, 1909, Chairman Payne of the Ways and Means Committee,
made this statement on the floor of the House:

"What easier tax to pay than this? A man gets a legacy, a stranger perhaps
to the testator, a clear gain to him; why should not he pay a part of that to the
support of the Government? * * * It is a fair tax; it is a tax easily collected;
and it is a tax that this class of people ought not to hesitate to contribute for
the support of the Government and the protection of the law."

One of the most conservative of Republicans was Senator Cullom, of Illinois.
In his Fifty Years of Public Service he said:

"An income tax is the fairest of all taxes. It is resorted to by every other nation.
It falls most heavily on those who can best afford it. The sentiment in the
Republican Party has changed, and I believe that at no far distant day Congress
will pass an income tax, as well as an inheritance tax lav."

In 1914 the American Federation of Labor presented to both political party
conventions a demand for the inclusion of the following plank in their platforms:

"Labor favors graduated income and inheritance taxes and opposes the sales
tax as well as all other attempts to place excessive burdens on those least able to
bear them."

In a letter to the Iowa Legislature in February, 1927 William Green, who was
then chairman of the Ways and Means Committee of the House, stated that the
estate tax is a just tax. He added:

"It is a reasonable tax. The exemption is $100,000, and it is very light up to
$500,000, and then moderately increasing.

"It is a fair tax, because the great fortunes upon which it is levied have not
paid their fair proportion during tho lifetime of the owners."
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Mr. Green also said:"It is a tax that is not easily evaded and is the only tax which everybody
agrees can not be passed on to toiose who ought not to bear this burden."

He also referred to the aggressive campaign of various persons to repeal the
estate tax by saying:

"The purpose of those who have raid an enormous fund which has been and
is now being spent for the repeal of the Federal estate tax, is to repeal all State
inheritance taxes, and they admit it."

Organized labor has no quarrel with those who honestly accumulate great
wealt, but it does insist by all that if fair and right that at deoth P just portion
of those fortunes should go to the people who helped to accumulate them and to
the States to prevent them from growing larger and larger and becoming too
dangerous to the welfare of our Republic. Tht power that could be exercised by
their owners might be disastrous.

If the Federal estate tax is abolished it would create extensive competition
between the States that do not collect an inheritance tax to induce rich men to
locate in them. It would encourage States with inheritance tax laws to repeal
them for the eame purpose for self-protection.

,Organizations havebelen formed by professional lobbyists to fight all inheritance
taxes, and the is no doubt that if the Federal estate tx is repealed their efforts
will be continued to repeal all State inheritance taxes, and there is no doubt that If
the Federal estate tax is repealed their efforts will be continued to repeal all
State inheritance tax laws. On the payment of $10 or more an expectant heir of
an estate can be made a member of some of these self-constituted organizations
whose organizers make a living on the cupidity of the selfish overly rich. Through
misrepresentation they have sought to induce the State legislatures to pass
resolutions calling upon Congress to eliminate the estate tax. Some have done so
while others have refused.

I heard an insurance actuary, one day say that more than 80 per cent of the
people who died did not leave a dime. Nevertheless, everything they bought
while alive went to pay some of the taxes of those who accumulated great for.
tunes in financial or commercial life. What labor fears is that taxes will be
gradually taken off of the well to do and finally placed through a consumption
tax upon those least able to bear them. The sales tax-or, rather, the buyers'
tax-on the necessaries of life is the most vicious of all methods of taxation.

In 1922 there was quite a campaign to establish the sales tax. At that time
Senator Smoot publicly declared:

"While thu manufacturers' or sales tax is not embodied in the revenue laws
of our country at this session cf Congress, it will be in the very near future just
as sure as God lives."

The argument in favor of the sales tax that was passed about among Members
of Congress at that time was this:

"If you tax the people so they do not know it, they can not object; but if
they know they are being taxed they will object."
- At that time the owner of a large department store in Washington in a news.

paper interview said:
"lam not only in favor of the szles-tax plan for raising funds for the soldiers'

bonus, but I would like to see it adopted as a permanent plan for raising Gov-
ernment revenues to replace the present taxation system."

We believe that this plan is being followed: First, stock dividends were declared
nontaxable; then excess profits were abolished, and now there is an attack on
the estate tax.

We believe that the proposal to retain the "nuisance" taxes is part of the pro.
grain to eventually bring about the desire of those who advocate the consumption
tax on the necessities of life. The effort to repeal the estate tax, a direct tax
and continue the "nuisance" tax, an indirect tax, seems to us to be s',fiicient
proof of this.

Estate taxes should not be considered war measures. They are becoming a
permanent tax in many countries and should be continued permanently in the
United States. There Is no other tax that is more directly levied or is easier to
pThe statement of the Secretary of the Treasury that loes than three-tenths

of 1 per cent of our population paid 95.5 per cent of our total income tax should
warn us that wealth is getting into fewer and fewer hands. It is also an argument
that a portion of those great fortunes should he given back to the people who
helped to accumulate them to conduct the affairs of government, which did so
much to protect the interest of the owners.
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We hear much of prosperity, but apparently this applies only to the 2 per cent
who pay income taxes, The more than 119,000,000 other people In the United
States must have accumulated very little money to be absolved from paying any
income taxes at all.

It might be well to quote another economist of great renown. Dr. Edwin
Robert Anderson Seligman, of New York. In a hearing held in 1925 before the
Ways an 4 Means Committee of the House, he said:
"If the States keep for themselves the inheritance tax, they can not and will

not * * * ever succeed where they have a situation like the one In Florida.
You will never succeed, no matter how model a tax law you have; no matter how
many hundreds or thousands of reciprocal lawn you pass among the States,
because unless you get every single one of the States to come in and agree you
will not have solved the problem, because you will always have a Botony Bay
to which the rich man will of course repair, f he Is at all a wise man. Therefore,
I say the States themselves can not will not, and never have in any country
abolished those evils of multiple taxation. Secondly, as Congressman Green and
others have pointed out, they will not be able to tap to the full the rightful reve-
nues which ought to come in a country like this from inheritance taxation."

The American Federation of Labor Insists that the welfare of our Government
demands that the estate tax be made a permanent feature of our taxation system

LETTER AND MEMORANDUM OF HON. AMOS L. TAYLOR

ApmL 18, 19W2s
Hon REED SMOOT.

CAairman Senate Committee on Finance,
Wahin gton, D. V.

DEAR SENATOR: I am sending you herewith correspondence which I have
received from lon. Amos L. Taylor, the chairman of the Massachusetts Repub-
lican State Committe, which outlines a situation which has arisen under the
present revenue laws. It would seem to me that there should be legislation to
prevent the recurrence of such a case and I shall greatly ap )reciate any atten-
tion your committee may give his letter during its consideration of the tax bill.

With kindest regards, I am
Very sincerely yours, F . DALLINER.

BOSTOX, April 18, 10f.
Hon. FUDERWCK W. DALLiNGOn,

1i'ember of Conpgess, Wathington, D. C.
DEAR FRED: I have a matter which is bothering me a good deal in behalf of

one of my clients. It is specific and concerns the estate of Edward C. Donnelly,
late of Boston, Mass., deceased, the billboard man. The Massachusetts legacy
taxes were settled in full and the Federal estate taxes were settled in full after
his death. Under the statute the Federal Government allowed the estate, as a
reduction from the Federal tax, 80 per cent of the amount of the legacy taxes
paid the Commonwealth.

After these matters had been adjusted and the tax questions closed In both
the Federal office and the State office, as we supposed, the State tax commissioner's
office reopened the matter and assessed an additional tax of $24,041.18. Ap-
parently, there is some basis for this additional tax. We then immediately filed
a petition with the Federal department for refund of that amount of money as
v,e would still be within the allowance of 80 per cent under the Federal statute.
Io other words, tais amount should be refunded to the Donelly estate and the
Donnelly estate then should pay it to the State.

The Federal estate tax department has given a ruling that they can not allow
this refund because the Federal statute provides that a petition for such refund
must be made wihhif three years after the tax retuni has been filed with the
Federal department.

In other words if this ruling stands it will cost the Donnelly estate the full
amount of this naditional tax. which otherwise should be allowed to the estate
and refunded from the Federal Government to pay the additional State tax.

The matter is till pending before the Federal estate tax department and there
may be some possible way out of it. Such condition, however, should not arise
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and there should be a change in the Federal law making it Impossible for muci a
situation to occur.

I inclose, herewith a memorandum of the proposed changes. These have
already been sent to Mr. Ballantine, Assistant Secretary of the Tresury, slid sonie
others, and should be carefully considered in the revision of the tax act which is
now being considered in the Senate.

Will you kindly see what you can do to bring tWs about and also to make it
retroactive so as to apply to existing cases.

Yours respectfully, e cases.
AMOS L. TA S, e,

MEMORANDOM AS TO ALLOWANCE O ACCOUNT OP FEDERAL ZASTATE TAXES OP SO
PER CENT CREDIT FOR TAXES PAID TO THE STATES

The revenue act of 1926, as amended by the revenue act of 1028, provides iII
section 801 (b) as follows:

"The tax imposed by this section shall be credited with the amomit of any
estate, inheritance, legacy or succession taxes actually paid to any State or Terri.
tory or the District of Columbia in respect of any property included In the gross
estate. The credit allowed by this subdivision shall not exceed 80 per celittil of
the tax imposed by this section, and shall include only such taxes as were actually
paid and credit thierefor claimed within three years after the filing of the retlirl
required bv section 304."

A taxpayer may file a claim for refund for estate taxes illegally or improperly
coUected within three years from the date of payment of the tax, and may
correct the tax in an action at law in all cases except in the case where the tax.
payer has failed to take or has been unable to take within thre3 years front the
filing of the return a deduction on account of State inheritance taxes as provided
in section 301 above set forth. '

The above provision may operate to prevent a taxpayer from getting the
benefit of the 80 per cent credit, which, it would seem, the law expressly grants.
The period of three years from the date of filing the return may elapse before the
amount of the Federal estate tax is finally determined. In such case it is impossi.
ble in many States (such as Massachusetts) to determine the amount of the tax
to be pad to the State until the Federal tax has been finally adjusted. It would
seem improper for the law to tender a credit of 80 per cent with one hand and then
to snatch it back with the other because the complete tax liability was not deter.
mined within a given period.

The Treasury Department apparently recognizes this hardship and has included
in the new law a provision for the evident purpose of correcting the situation.
This appears in Senate bill H. R. 10236 which provides in section 802 (c) as
follows:

"The tax Imposed by subdivision (a) of this section shall be credited with the
amount of any estate, inheritance, legacy, or succession taxes actually paid to
any State or Teriitory or the District of Columbia -in respect of any property
included in the gross estate (-- • -). The credit allowed by this subdivision
shall not exceed 80 per centum of the tax imposed by subdivision (a)(---),
and shall include only such taxes as were actually paid and credit therefor claimed
within four years after the filing of the return required by section 304, except that

"1. if a petition for redetermination of a deficiency has been filed with the
Board of Tax A appeals within the time prescribed in section 308 then within such
four-year period or before the expiration of sixty days after the decision of the
board becopies fiaal.

"2. if, under subdivision (b) of section 305 or subdivision (I) of section 308, aui
extension of time has been granted for payment of the tax shown on the return,
or of a deficiency, then within such four year period, or before the date of expiration
of the period of the extension.

refund based on the credit may ( ) be made if claim therefor is filed within
the period above provided, etc.'

Section 802 (b) provides as follows:
"If any return required by section 304 of the revenue act of 1926 was filed more

than three years before the enactment of this act, the credit for estate, inheritance,
legacy or succession taxes shall be determined as if this section had not beett
enacted."

It is apparent from subsection (b) that the suggested relief is not to be given
in Any cases where the return was filed more than three years before the enactment
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of the 1932 law. Cases arising more than three years before the enactment of
this legislation are just as deserving of consideration and relief a those cases
arising within said period. It, therefore, seems that subsection (b) should be
eliminated from the-law.

Subsection (c) provides for relief during a period of four years and thereafter
under certain circumstances. The extension from three to four years is, of course,
helpful and will give relief in many ' ases, as will also the additional provisions, but
I suggest that all such cases be provided for and that the 4-year priod be extended
to six years. Such an extension would, I believe, cover most cases. If the law
was amended in this manner it would give the relief which is desired, but there
must be some bettor and slmplei provision which would cover all cases.

If the law should provide that the period within which the 80 per cent credit
could be claimed should oticide with the period within which claim for refund
night be filed, both the Governuinet and the taxpayer would be adequately
protected. Such a period is not mduly long for the flital settlement of taxes,
and it gives the taxpayer reasonable time in which to make corrections, not only in
values, but also in credits.

The present period of limitation permits the tax to be corrected, if it is in
error, by filing a claim for refund within three years from the payment of the tax.
I believe that the law should likewise provide for the correction of the tax by
granting proper credit for State inheritance taxes if claim therefor is made within

lhe same period.
I have never.known the reason for providing a period of limitation from the

filing of the return within which credi-,' for inheritance taxes must be claimed,
when the limitation period, within which other corrections in the tax runs from
the payment of the tax. Unless there is sonic necessity for distinction between
these cases with which I am not familiar, I believe that the two periods should
coincide.

STATEMENT OF HON. CLYDE I,. KING, SECRETARY OF FINANCE,
STATE Or PENNSYLVANIA

Mr. KING. Mr. Chairman and gentlemen of the committee I am
here representing the Board of Finance and Revenue of Pennsylvania,
and ask for the elimination of the retroactive provision of section 811
of the revenue act now before the Senate. Its enactment would lead
to arbitrary class legislation, and it would mean practically bank-
ruptcy at the present time to the Commonwealth of Pensylvania.

The Board of Finance and Revenue of Pennsylvania is composed of
the State treasurer, Hon. Edward Martin; of the auditor eneral,
Hon. Charles A. Waters; of the attorney general, Hon. Wiliam A.
Schnader; and myself as head of the department of revenue. This
request is put before the Finance Committee of the Senate because of
the financial situation that would result. I shall not go over at this
time the provisions of this act, as I am sure you all understand it.

Section 811 of the revenue act of 1932, as passed by the House
provides that the executor or administrator of a decedent who died
in or after September 1, 1928, and prior to January 1, 1932, may
elect to have the estate valued for purposes of the Federal estate tax
as of a date 18 months subseq uent to the date of death. It is then
provided that the amount to be paid as the tax shall be an amount
which bears the same ratio to a tax computed without reference to the
section as the value 18 months after death bears to the value at the
date of death, but in no event is this amount to be less than 60 per
cent of a tax computed without reference to the section.

Under the Pennsylvania constitution, as interpreted by the courts,
there can be no exemptions and no graduation in inheritance or estate
taxes except for a flat rate for direct heirs now fixed at 2 per cent and
a flat rate for collateral heirs and charities now fixed at 10 per cent.
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Pennsylvania collects taxes from about 35,000 estates per year,
whereas the Federal taxes about 7,000 estates per year. Most of the
Pennsylvania estates are in amounts less than $100,000. All of the
Federal estates are over $100,000 in value.

During the period covered by this proposed section over 100,000
Pennsylvania estates that have already paid inheritance taxes to
Pennsylvania can secure no redress whatsoever from this legislation,
whereas 7,000 estates taxed under the Federal law, all of them very
large, will rece ve back $40,000,000.

Senator HARIUSON. Let me get this straight. You are not address.
ing yourself to the so-called Ramseyer proposition on the estate tax?
The proposition you are addressing yourself to is where we seek to
give some relief to estates where at the time of the death of the deced.
ent the values of their securities were high, but the values of which
securities have gone down recently?

Mr. KING. Yes.
Senator HAniusoN. By opening up the proposition the State of

Pennsylvania, having made great collections, they may have to cough
up too?

Mr. KING4. Yes.
Senator HARRISON. That is your proposition?
Mr. KING. We have two problems before us. First, we now have

in the State treasury $12,107,000 of estate taxes already paid which
we would be normally expected to refund. In addition there is now
around $14,000,000 still to be derived from known estates of Pennsyl.
vania decedents who died during this period, on win'h the tax has
not yet been paid. And to take from Pennsylvania at this time
$26,000,000, or anything like $26,000,000, means that we will not be
able to pay our subsidies to our common schools, welfare institutions,
and so forth, and which can not be maintained unless the State
legislature is called in immediate session and new revenue is raised
to this amount, which in Pennsylvania we think would be ruinous
at this time.

The CHAIRMAN. All right. Proceed, Mr. King.
Mr. KING. This proposed action would reduce the Federal income

by $40,000 000. The States will lose another $150,000,000, and
Pennsylvania alone stands to lose about $25,000,000.

It seems to this board that if tax legislation is to be retroactive, it
should be made uniformly retroactive to all taxpayers throughout all
parts of Pennsylvania as in every State in the Union. There are
now long lists of farms and homes being advertised for sale by the
sheriff because general property taxes can not be paid. This is true
not only in Pennsylvania but throughout the country. To relieve all
such taxpayers retroactively would be a serious matter to every
county, city, and State in the country. To relieve some but not all is
a matter of doubtful public policy. The States can not be expected
to follow this precedent for retroactive tax legislation set in this
provision for Federal estate taxes.

This proposed section presumes to reduce the hardship on the heirs
of wealthy decedents who died when securities were high. But this
principle has not been recognized by the Federal Government in taxing
either the incomes of individuals or corporations, many of whom are
still struggling to pay delinquent taxes on incomes earned during the
years 1928, 1929, and 1930. This same shrinkage in assets that besets

F 6f I
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the rich man's estate has also depleted the capital of many individuals
sad corporations so that their ability to pay the Federal and State
taxes when due now becomes a very heavy burden as compared with
their ability to pay the tax when the incomes were being earned.

Since the Federal estate tax is imposed by the Federal Government
and not by the States, the same authority that imposes it may tin-
questionably amend its provisions and provide refunds. Nevertheless
there is a serious question whether the Federal Government can com-
pel, or ought to compel, States through such retroactive legislation
to reimburse revenues which have already been paid. In tie event
that the States neglect or refuse to pass legislationA conforming to the
retroactive clause of this section, the result would be that the estates
of those who died within the statutory period on which the tax was
paid would find it impossible to recover moneys paid to such States,
whereas the estates of those who died during the statutory period but
had not not yet paid the tax at the time this revenue bill becomes
effective could insist on the benefits of this section. And that repre-
sents about $8 out of $10 of all the Federal tax moneys collected.

Pennsylvania alone stands to lose about $25,000,000 in this
biennium from this proposed retroactive legislation, for the reasons
stated, that $8 out of $10 go to the States.

Senator HARIUsoN. That is provided that in these cases wLre
agreements have been made and they have been closed they are
reopened?

Senator REED. No; not at all.
Mr. KI G. Not at all.
Senator REED. We have got $12,000,000 in which probably the

State could retain because it was a valid tax when the money was
collected. But if we pass this section 811 it means that those estates
that have not yet paid up will be able to say, "Well, the Federal tax
has been reduced. You get only four-fifths of it." Consequently
you lose $14,000,000 of expected revenue.

Mr. KIN(. In the unpaid estates alone. And then we would be
confronted with a number of the States that in the same statutory
period have paid, and of course they would come to the legislature
and say, "Well, the other folks got it. We want it refunded."

Senator HARBISON. Would that include the Archbold estate?
Senator REED. That is not Pennsylvania. That is New York, I

think.
Mr. KING. Prior to the drawing up of the present tax bill Secre-

tary Mellon, and, subsequently, Secretary Mills and their assistants,
according to the newspapers, expressed themselves very clearly as
to the desirability of not disturbing the quota of estate-tax money
now turned over to the States. Their view was stated as being that
any additional estate tax should be raised for the Federal Govern-
ment without curtailing in any way the amount of estate tax at
present paid over to the States.

We are not in here in any sense complaining of the additional taxes
put on at this time. We feel that it is not our province. But the
effect of this retroactive provision is that the States will be denied
the'r fair quota under the past laws.

It may-be said that Pennsylvania need not follow the proposed
Federal legislation, but Pennsylvania like some other 16 States at
least, has based her inheritance tax Law on the Federal estate tax

115102--2---24
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law. Other States, which have their own inheritance tax legislation
need not follow at least materially the changes made in the Federai
legislation. T.-'t not so with Pennsylvania and with some of the
other States.

In effect our law says that the inheritance-tax returns shall be 2
per cent for direct heirs and 10 per cent for collateral heirs provided
that in any given estate the tax is equal to 80 per cent of the Federal
estate tax. Hence, if the Federal legislation falls all that part of our
act falls. And that is true not only of Perusylvania but several
States in the Union.

Senator RED. How many?
Mr. Kiri. Certainly to our knowledge 16, and we think more,

have legislation by reference. Now in some of the States that do
not have legislation by reference, but have their own tax schedule
set up, this provision would not be as harmful as it would be to
Pennsylvania and some of the other States.

I submit that Pennsylvania, as other States, in common justice
ought to giv to its small and more heavily burdened tax payers the
same advantage offered to the large estatts. This Pennsylvania can
not possibly do without a loss of revenue that will be ruinous to many
of the essential services of this State.

For these reasons we respectfully urge the members of the Senate
to refrain from placing this burden on State treasuries end take this
retroactive provision out of the bill.

Senator HARRISON. Let me see your brief. You are going to
file it?

Mr. KING. Yes.
Senator REED. It just comes to this, does it not Doctor King,

that section 811 in being generous to these depreciated estates is
being generous with State money and not Federal money?

Mr. KING. To the tune of $8 out of every $10.
Senator REED. To the tune of 80 per cent?
Mr. KING. Yes.
Senator RED. Now within the class of cases covered by section

811 in Pennsylvania alone you have collected $12,000,000 of taxes
which on the principle of section 811 ought equitably to be refunded?

Mr. KING. Yes. sir.
Senator REED. And you are expecting and there is already due

to you $14,000,000 more, which you will never be able to collect if
section 811 is passed?

Mr. KING. That is exactly right, ir.
Senator REED. And there *-'r 16 States-fifteen others besides

Pennsylvania-that will be similarly affected?
Mr. KIN. All of them will be affected, Senator. There will be 16

at least that have legislation by reference and will not be able to col.
lect the sums of money that are involved at all.

Senator REED. When you speak of legislation by reference you mean
that they have expressed their tax as being eight-tenths of the Federal
tax?

Mr. KING. Yes, sir. That is what Pennsylvania has done.
Senator REED. What are some of those other States that have done

that?
Mr. KING. California, Colorado, Delaware, Georgia, Iowa, Xansas,

Maine, Maryland, Massachusetts, Michigan, Missouri, M\ontana,

866
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Nebraska, North Carolina, Ohio, Rhode Island, Tennessee, Vermont,
and Virginia are among those that we have checked.

Senator WALSH of Massachusetts. What was the statement,
Senator?

Senator REED. He is protesting against section 811, which allows a
reduction of tax to these depreciated estates, and he is pointing out
that 80 per cent of that reduction will fall upon these states whose
nmies he read.

Mr. KINa. It will fall on all of them, Senator, but particularly
henvy on these that have legislation by reference.

For instance, New York's law is practically the same as the Federal
law, but it is expressed in New York statute and not by reference to
legislation.

Senator REED. I see.
Mr. KING. It will cost the States $150,000,000. Of that we are

very sure.
senator REED. Now, if it is going to give real relief to the estates ef

these people who have died it will have to bring about a reduction of
the State taxes?

Mr. KING. Absolutely.
Senator REED. If the States stand pat then this section 811 does not

give any substantial relief to those taxpayers?
Mr. KING. To those taxpayers that have already paid. There will

be relief only to those taxpayers, to those estates whose decedents
died in thisperiod but for which the tax has not yet been paid.

Senator WALSH of Massachusetts. And those who have delayed
making payments.

Mr. XiG. uind those who have delayed making payments, yes.
The CHAIRMAN. And those that have made payments will no doubt

ask for refund.
Mr. KING. Those who have made payments will no doubt ask for

refund. And Pennsylvania and the other States will be in a mighty
uncomfortable position if they refuse.

Senator RaE. I think that is very clear. Thank you, Doctor.
Mr. KI.G. I will file this statement.
The CHAIRMAN. It may be placed in the record at this point.
(Statement presented by Mr. King is here printed in the record

in full, as follows:)
STATEMENT IN RE SECTION 811, REVALUATION OF DEP-ECIATED ESTATES-

RtEvENuE ACT OF 1932
(By Clyde L. King, Secretary of Revenue of Psnnsylvania)

I come to you to-day to ask that the Senate strike out Section 811 of the
revenue act now before it, because the effect of that retroactive provision will be
of very serious consequence to the revenues flowing into the treasury of Penn-
sylvarnia, and because its enactment will lead to arbitrary class legislation in
giving to lare estates exemptions and privileges which the small estates can
not possiblybe given at this time either by the Federal Government or by the
States.

I come as a committee of one representing the Board of Finance and Revenue
of Pennsylvania. This board Is composed of the State treasurer, Hon. Edward
Martin; of the auditor general, Hon. Charles A. Waters; of the attorne general,
Hon. William A. Schnader; and myself, as head of the department ofrevenue.
This board is the official representative of all the fiscal affairs of the State in
its various ramifications. I am asked to state definitely fit their behalf by
unanimous vote that this legislation would be ruinous in its fiscal effects on
Pennsylvania.

I

367



368 ]REVENUE AOT OF 1982

Section 811 of the revenue act of 1982, as passed by 'he Houso on April 1, 1932
provides that tile executor or administrator of a decedent who died on or after
September 1, 1928, and prior to January 1, 1932 may elect to have tile estate
valued for purposes of tlbo Federal estate tax as oi a (late 18 months subsequent
to the date of death. It is then provided that the amount to be paid as the tax
shall be an amount which bears the same ratio to a tax computed without refer.
once to the section as the value 18 months after death bears to the value at the
date of death, but In no event is this ainount to be less than 60 per cent of a tax
computed without reference to the sectioti.

The provisions of this secti a operate retroactively so as to include estates in
which the tax has already been paid. The amount refundable shall be refunded
but without interest, if the election is evidenced by a statement properly filed
not later than one year subsequent to the enactment of the revenue act.

This section, if enacted, will prove cf very serious conse fences to the Common.
wealth of Pennsylvania and to other States. The Federal estate tax applies only
tro estates valued at $100,000 or more. Estates of less than this amount are taxed
onl by the States.

Under the Pennsylvania constitution, as interpreted by the courts, there can
be no exemptions and no graduation in inheritance or estate taxes except for a
fiat rate for direct 'heirs now fixed at 2 per cent and a flat rate for collateral heirs
and charities now fixed at 10 per cent.

Pennsylvania collects taxes from about 35,000 estates per year, whereas the
Federal Government taxes about 7 000 estates per year. Most of the Penns-l-
vania estates P.re in amounts less than $100,000. All of the Federal estates are
over $100,000 in value.

During the period covered by this proposed section over 100,000 Pennsylvania
estates that have already paid inheritance taxes to Pennsylvania ,an secure no
redress whatsoever from this legislation whereas 7,000 estates taxed under the
Federal law, all of them very large, will receive back $40,000,000. Relative to
ability to pay, these smaller estates are harder hit now than the larger ones
whether the estates have their value in real estate or in stocks and bonds. Such
class legislation has but little to be said in its behalf. To relieve the wealthy and
to tax the poor is not good legislation, especially when retroactive.

If tax legislation is to be retroactive, it should be made uniformly retroactive
to all taxpayers throughout all parts of Pennsylvania as in every State in the
Uniou. There are now long lists of farms and homes being advertised for sale by
the sheriff because general property taxes can not be paid. This is true not only
in Pennsylvania but throughout the country. To relieve all such taxpayers
retroactively would be a serious matter to every county, city, and State in the
country. To relieve some but not all is a matter of doubtful public policy.
The States can not be expected to follow this precedent for retroactive tax legis-
lation set in this provision for Federal estate taxes.

This proposed section presumes to reduce the hardship on the heirs of wealthy
decedents who died when securities were Igh. But this principle has not been
recognized by the Federal Government In taxing either the incomes of individuals
or corporations, many of whom are still struggling to pay delinquent taxes on
incomes earned during the years 1928, 1929, and 1930. this same shrinkage in
assets that besets the rich man's estate has also depleted the capital of many
individuals and corporations so that their ability to pay the Federal and State
taxes when due now becomes a very heavy burden as compared with their ability
to pay the tax when the Incomes were being earned.

Since the Federal estate tax is imposed by the Federal Government and not
by the States, the same authority that Imposes it may unquestionably arend
its provisions and provide refunds. Nevertheless, there is a serious question
whether the Federat Government can compel or ought to compel States through
such retroactive legislation to reimburse revenues which have already been paid.
In the event that the States neglect or refuse to pass legislation conforming to
the retroactive clause of this section, the result would be that the estates of those
who died within the statutory period on which the tax was paid would find it
impossible to recover moneys paid to such States, whereas the estates of those
who died during the statui;ory period but had not yet paid the tax at the time
this revenue bill becomes effective could insist on the benefits of this section.

Pennsylvania alone stands to lose about $25,000,000 in this biennium from
this proposed retroactive legislation. It must be remembered that as much as
$8 out of every $1.0 of the Federal estate tax is now being paid tito the State
treasuries of all the States that have taken advantage of this opportunity, ad
that includes all but about three. If I am correctly advised the Federal Treasury
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will lose but $40,000,000 by this legislation. That means the States will lose
stother $150,000,000.

In recent years the tendency of Federal estate tax legislation has been to fix
the tax with the proviso that there be a certain proportion turned over to the
States. So well established had this become that practically all the States have
arranged their tax legislation to dovetail Into this system. Their budgets have
also been adjusted with this In mind.

One of the inost objectionable results of section 811 of the revenue bill would
be to shatter this confildence and establish a counter trend.

Prior to the drawing up of the present tax bill Secretary Mellon and, subse-
quently, Secretary Mills and their assistants, according to the newspapers, ex-
pressed themselves very clearly as to the desirability of not disturbing the quota
of estate tax money now turned over to the States. Their view was stated as
being that any additional estate tax should be raised for the Federal Government
without curtailing In any way the amount of estate tax at present paid over to
the States. Section 811 goes directly counter to this idea especially as it would
take from the States front existing Federal estate legislation practically four
times as much as the amount lost by the Federal Government.

We have carefully checked the tax returns of every estate that has been settled
in and for Pennsylvania during the period covered by this proposed legislation.
We find that $12 107,139.59 in taxes which have already been paid into the State
treasury, would have to be refunded should the Pennsylvania law and practice
conform to the Federal proposal. More than this, we estimate that an additional
$14,000,000 is still to be derived from known estates of Pennsylvania decedents
who died during this period on which the tax has not yet been paid. This is a
total of $26,107,139.59. Possibly the total taxes actually to be lost to Pennpyl-
vania may not be $26 107,189.59 because of the 60 per cent provision in the
proposed legislation but we believe that it may amount to $25,000,000.

To deprive the State of Pennsylvania of anything like that amount At this
time means practical bankruptcy. It means that without new tax legislation
immediately, the needs of our welfare institutions, State subsidies to our common
schools and salaries for essential State services can not hll be paid when due
amd some of them not at all.

It may be said that Pennsylvania need not follow the proposed Federal legis-
lation but Pennsylvania like some other 16 States at least, has based her inher-
itance tax law on the Federal estate tax law. Other States, which have their
own inheritance tax legislation, need not follow at least materially the changes
made in the Federal legislation. But not so with Pennsylvania and with some
of the other States.

In effect our law says that the inheritance tux returns shall be 2 per cent for
direct heirs and 10 per cent for collateral heirs provided that in any given estate
the tax is equal to 80 per cent of the Federal estate tax. This latter provision
covers all of our larger estates, and all of these would fall under the proposed
provision. Our tax losses would therefore be about $14,000 000 even though we
refused to make any refnmds for taxes already paid. For Pennsylvania to take
this tax from soine and not from others under identical conditions would be
unfair and unjust.

I submit, however, that Pennsylvania, as other States, in common justice
ought to give to its small and more heavily burdened taxpayer the same ad-
vantage offered to the large estates. This Pennsylvania cart not possibly do
without a loss of revenue, that will be ruinoits to many of the essential services
of this State.

For these reasons we respectfully urge the members of the Senate to refrain
from placing this burden on State treasuries and take this retroactive provision
out of tile Federal revenue act now before you.





MANUFACTURERS' SALES TAX

STATEMENT OF B. H. LERNER, EXECUTIVE DIRECTOR OF THE
BUREAU OF TRADE RELATIONS OF THE CREDIT CLEARING
HOUSE OF NEW YORK, NEW YORK CITY

Senator WATSON (presiding). Give your name to the committee and
whom you represent and where you live.

Mr. tERNEI. B. H. Lerner; executive director of the Bureau! of
Trade Relations of the Credit Clearing House of New York.

We have in our organization a little more than 1,100 of the 19500
(ress manufacturers and wholesalers in New York City. What brings
me down here is as a result of a meeting of our advisory board, who
are fearful of the bringing up again of the proposed manufacturers'
sales tax. I have a brief here and with your permission I will file it
later. I did not want to read from it; I just wanted to talk infor-
rually for a few moments.

I merely wanted to bring to your attention that the dress industry
particularly is in a very, very bad condition at the present time.
Coming down on the train I took some statistics from a booklet
issued by the National Credit office. There has been in the past two
years a 20 per cent turnover in manufactures in the dress industry.
The failures in the dress industry during the past two years have run
about 45 per cent of those who have gone out of business and the other
55 per cent are firms who have liquidated because they have lost their
ca vital .

The reason for that is this: Dresses, while they are a necessity
with women, are essentially a style article, and with the 1,500 very
small units we have in our industry there is a very keen and intense
competition to match whatever business there comes to-day from the
retail field, which, as you well imagine, is rather small. Buying has
been very piece-meal and hand-to-mouth. There Las been a terrific
price comI:etition because of organized retailer aggression, and these
weak unit men foolishly, because there are no trade regulations
that can be sustained or maintained, have been giving their products
away. Mien one fellow upstairs takes a $10.50 dress and sells it for
$10 the fellow downstairs sells it for $10, and he does not do any real
business.

That has resulted in this: The dress manufacturers are not the most
rofitable clientele of banks to-day, and our industry is rapidly

losing its financial resources through banks. I do not have to tell
you that when a dress manufacturer turns over a financial statement
to a dress-goods house, if he does not show a solvent condition he is
not goin g to get a great deal of favor.

An industry that used to do a volume of $800,000,000 a year whole-
sale, that runs at retail approximately $1,200,000,000, is quite an
industry. Now, if an industry in that weakened economic and
financial position is forced to absorb a tax of 2% per cent, it is definitely
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confiscatory, and it just takes the man and his capital. They go out
of business. That is the situation with reference to the dress industry.
One of the reasons that we are suffering in our industry is thi

if I may have a few minutes more time: We sell to a retail store, and
you gentlemen know that retail stores have really been giving mer.
chandise away. I hold no brief for the retailer. Some of them,
again, made a profit. But now they want us to absorb some of their
losses in dealing. We have done that. How much further can an
industry that used to do $800,000,000 a year, a successful industry
in New York City, employing about 175,000 people-how long can
they keep it up?

This is what happened: We have reduced salaries in our industry
from 10 to 25 per cent in the last six months. Manufacturers who
had large lofts are occupying only a quarter of that space to-day,
either by arrangement with the landlord or by liquidating and start.
ing over again in a smaller space.

Senator WATSON. Now apply all this to the tax bill.
Mr. LENER. If the dress industry or the garment industry is

forced to adopt that 2Y4 per cent manufacturers sales tax, then the
industry is going to be in a pretty bad shape, because we can not
absorb it.

Senator HARnISON. You do not favor it then?
Mr. LERNER. Not a manufacturers' sales tax as applied to clothing.
Senator REED. If manufacturers excise tax were made general but

exempted rent and food and clothing it would not touch your afflicted
industry, would it?

Mr. LERNER. No; I would take the train back to New York.
Senator REED. You would approve of such a tax as that, would

you not?
Senator HAUR1xsoN. You would be with that strong, wouldn't you?
Mr. LFmtEr. You do not want me to answer that, Senator.
Senator WATSON. We evidently will not get you to.
Mr. LERNER. May I say this, that the men comprising the garment

trades in New York are men who came to this country in the last
generation or two. They have built up their successes in their busi-
nesses on a shoe string, as you know. Nobody put a silver spoon in
their mouth, and they are just as patriotic as anyone else, and they
certainly want to support the Government. We had a mass meeting
of them on March 17. They are not trying to dodge anything, but
they do not want to go out of business.

Senator CONNALLY. They are not all Irish are they?
Mr. LERNER, That is a fair question. I think we have two that are

Irish.
Senator CONNALLY. They inet on the 17th of March, you say.
Mr. LERNER. They did meet on St. Patrick's Day. I am not lobby-

ing for anything.
Senator REED. Quite seriously, I do not know anybody that is

urging the manufacturers tax that would apply to clothing or foods.
Mr. LERNER. Would you say to me, Senator, that I could go back to

my 1,100 people and indicate to them that there is every possibility of
an exemption on clothing?

Senator REED. So far as I am concerned I should not ask a tex on
either clothing or food.
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Mr. LiaNER. I want to thank your for your time.
Senator REED. But I call your attention to the fact that the House

bill, the bill as we get it from the House, does tax at the rate of 10 per
cent any article of-clothing that includes a bit of fur.

Mr. Lnnmon. The dressindustry is not disturbed by that.
Senator RUED. Don't they use fur?
Mr. LzRNE. No, sir.
Senator HAnISON. You ought to be happy.
Senator WATSON. You ought to accept Senator Reed's dictum on

this thing and go home perfectly satisfied.
Senator CONNALLY. I think he can be excused.
Mr. L tER. If there is no provision for my fare back, I will pay

it out of my own pocket. [Laughter.)

STATEMENT OF M. D. MOSESSOHN, NEW YORK CITY, EXECUTIVE
CHAIRMAN ASSOCIATED DRESS INDUSTRIES OF AMERICA,
UNITED WOMEN'S WEAR LEAGUE OF AMERICA.

The CHAIRMAN. You are here to talk upon the question of sales the
tax?

Mr. MosESSOHN. I am here to talk primarily against any manu-
facturers sales tax if there is any talk of revising it, and generally
against the sales tax.

The CHAIRMAN. Well, is that all that you are here for?
Mr. MosEssoHN. Yes.
The CHAIRMAN. There is no need of taking any time then. Did

you testify before the House? k
Mr. MosnssoHn. No. I did not have the opportunity, sir. The

organizations which I represent are absolutely opposed to any sales
tax for fear it is going to retard business. Business is having a hard
enough time as it is to get on its feet. And we are, of course, parti-
cularly opposed to any sort of a manufacturers' sales tax because of
the condition of the industries at the present time.

The CHAIRMAN. Whom do you represent?
Mr. MosEssonN. I represent the Associated Dress Industries of

America and also the United Women's Wear League of America,
and we have an output of $1,250,000,000 worth of products.

The CHAIRMAN. You are opposed to a general sales tax, and you
are opposed to a special sales tax if it takes in articles manufactured
by you and the concerns represented by you?

Mr. MOSESSOHN. That is correct, sir.
The CHAIRMAN. In other words, you are opposed absolutely to

the sales tax?
Mr. MOSESSOHN. We are.
The CHAIRMAN. Is there any other information you want to give

to the committee?
Mr. MOSESSOHN. I have a brief here that I can leave with you.
The CHAIRMAN. We will be glad to have you file it right now.

Put it in the record at right this point. And we thank you for it.
(The brief presented by Mr. Mosessohn is here printed in the record

in full, is follows:)
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Itm or M. D. MosasSoaN

NEW YORK, April 18, 1032.The SENATE FINANCE COn MtsnEE,

Washivgton, D. C.
GENrLEMENm: Industry must up encouraged and not taxed out of existence.
It is mainly through the efforts of the manufacturers that the depression will

be overcome. Adding burdens on the manufacturers' shoulders will certainly
prevent a revival of business.

The proposed manufacturers' sales tax will be obviously a burden on mmnfac.
turers and not a tax on manufactures. If it is intended that a sales tax is to be
paid by the consumer then It should be so stated. If, on the other hand, it is the
object of the proponents of the sales tax to have the manufacturers absorb the tax
the sooner they so inform the maintufacturers plainly, the better it will be for all
concerned. In so far as the ready-to-wear industries are concerned, it may
definitely be pitt down that if they should attempt to do so it would mean com.
mercial suicide.

As executive chairman of the Associated Dress industries of America and
executive chairman of the United Women's Wear Leqquo of America national
organizations, located In New York City, I represent overal of the industries
that manufacture women's, misses', and children's ready-to-wear. Tue largest of
these is the droes industry which has the preponderance of production in all of the
women's ready-to-wear. The dress manufacturers produce over $800,000,000
worth of dresses a year, or, to be exact, In 1931 they produced $805 183,000 worth
of dresses. It is the largest yardage consumer of any single cutting unit in the
textile industry and the primary market for silk piece goods. To-day it is daily
consuming more cotton yardage than any other Industry.

The children's weer industry produces $115 256,251 a year. The underwear
and negligee industry has an annual production of $153,533,641. The corset
Industry las a production of $110 000 00; the blouse industry has : production
of $11,600,000; the infants' clothing Industry has a production of $15,695,876
aMually, the neckwear industry has a production of a little over $11,000,000
annually. This makes a total of $1,221,668 708 annually which is the fa tory
value of the products of the Industries which I represent. Adding on the salaries
of the white collared employees, rent, taxes, sales cost, interest on investment,
etc., one can readily appreciate the tremendous sales volume of these industries,
They employ over,150,000 wage earners. All of those would be vitally affected
If a nt ziufacturers' satles tax is pascd.

These are fashion industries, In its very nature, the harnessing of fashion and
Industry is a decidedly hazardous undertaking. This, added to the fact that the
past few years have sen a buyers' market, tends to add materially to the chaotic
condition in wilich the industries now find themselves. Competition has been
so keen that it is commonly referred to as of a cut-throat variety. Over 90 per
ceit of the manufacturers of these great industries have been losing money during
the past few y eitrs; and the very small percentage that has made a profit show the
same to be a possible 4 or 5 per cent on volume of sales. Thus, in the latter class,
is the manufacturer, for instance, who does a volume of $500 000 a year. Ills
profit on this volume is about $20,000 to $25,000. Under the original provision of
a 2% per cent manufacturers' sales tax on the volume of sales lie would practi
eatly contribute one-half of his profits to the Government. T his does not take
into consideration the other taxes that he has to pay out of his profits. What
about the 90 per (ent who have lost and are losing money in their respective
businesses? If the manufacturers' sales tx is passed, tbey apparently will be
called on by the Government to add to their losses.

There are standard prices in the entire ready-to-wear field. For instance, the
manufacturer sells dresses to the retailer at stipIlated p rices, such as $6.75,
$10.75, $16.50, etc., per dress. The retailer will still call for the same dresses
at these prices. Ile will expect the manufacturer to absorb the tax. This the
manufacturer can not do a, ,he has not a bit of margin on which to work. Mail-
ufacturer making this merchandise are at present producing same in order to
keel) their factories running and their workers occupied. In doing so they are
lending their decidedly material aid in checking an increase in the unemployment
situation. If the manufacturer will be called on to pay a manufacturers sales
tax, he will either be forced out of business completely with a resultant increase
in the ranks of unemployed, or, If he remains in business, he will :)e compelled to
curtail his help. In either case the results will be disastrous.
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To-day the dominant industry in ready-to-wear is dress manufacturing. The

turnover In the number of manufacturers in 1930, according to reliable statistics,
was 25 per cent. In other words, 504 concerns out of 2,072 in the dress manu-
faeturing industry went out of business In one year. In fact, 50 per cent of the
total number of concerns now in business have been operating only since 1928.
There were more failures in this industry in the first nine months of 1931 than
in the whole of 1930. It is particularly mar)ortant to remember that 78,6 per
cent of the production of dresses In the United States is confined to New York
City, although but 66.4 per cent of these manufacturers are located here.

ulhe effect of any undue burdens laid on the manufacturer will naturally be
felt by those dependent on him and there is hardly a line of business in New York
City 'that is not dependent directly or indirecily on the ready-to-wear man.
ufacturer.

Teite manufacturers in our industry to-dAy are practically flat on their backs.
Not only are they suffering from the inherent weaknesses of the industry and the
effects o f the depression, but they are not receiving the necessary support from
their banks, with the result that they are being hurt from all sides.

What applies to the dress industry is also applicable to the other women's
anod children's wear industries, in proportion. Clothing is a necessity and should
he excluded from e ny tax.

As other patriotic citizens, our manufacturers are only too anxious to assist
in balancing the Budget, but they feel that loading burdens on them In their
)resent condition will create more havoc than can be measured in the amount

that may be received from any tax that may be levied on them.
Respe'etively submitted. M. D.

Executive Chairman Associated DreaawIndustries of America;
United Women's Wear Lea gun of Americo.

STATEMENT OF W. A. DOWER, INDUSTRIAL SECRETARY OF THE
- MANUFACTURERS' ASSOCIATION OF CONNECTICUT

Mr. Dowzn. By the circumstances of location, the specific 14 excise
taxes in the present bill apply particularly to the members of this
association. Among those are three paragraphs which I will men.
ti, its Samples.

No. (4)2. the one referring to toilet preparations and cosnietics,
includes a number of items which are not luxuries. It applies to
soaps, for example, which is the necessary cleaning material of the
man who toils in the factory.

l'araraplh 04. the jewelry paragraph, so called, includes it 11m-
ber of items which, while bearing a luxury tax of 10.per cent, could
hardly be classed in that category. Clocks that retatat $1, electric
clocks, are not distinguished fgrom the large hall affair.

Another item is silverware, that iS, silver-plated, ware, which is the
ware of the man in the street.

Another refers to paragraph 606, boats, bearing a luxury rate of
.10 per cent. I have in mind one which was produced at $125,000
in our State.

These are mentioned not for the purpose of exclusion but the inclu.
sion in the excise tax.

I refer especially to the broad inclusion. of jewelry of all kinds.
In conclusion, I would suggest that if the general sales tax goes

back before the passage of the bill, the $20,000 exemption originally
provided in the House should be lowered, which will afford an added
advantage to the producers of many of the articles, many outside of
Connecticut in competition with Connecticut, in so far as they refer
to some of the things which were exempted in the original bill.

I thank you, gentlemen.
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STATEMENT OF BENJAMIN BERMAN, VICE PRESIDENT CROWN
OVERALL MANUFACTURING CO., AND REPRESENTING THE
UNION MADE GARMENT MANUFACTURERS ASSOCIATION OF
AMERICA, CINCINNATI, OHIO

Mr. BERMAN. Mr. Chairman and gentlemen of the committee, it
is not our intention to discuss the theory of the sales tax nor to repat
the arguments already advanced against this method of taxation.
We are opposed to a general sales tax, but we are more concerned with
apprising this committee of the situation as it affects the wearers and
manufacturers of overalls. To the workingman and farmer the
overall is it vital necessity. Next to food and shelter, the overall is
indispensable to those who keep the wheels of industry turning and
raise the produce that feeds our people. No picture of a worker is
complete without the blue denim overall that is symbolical of produc.
tive labor. It is, therefore, easy to appreciate how necessary. the
overall is to those who till the soil, those who fashion the mechanisms
of industry, those who form an integral part of the transportation
systems, in fact, to all who perform the manual labor of the country.

These men constitute the majority of our population, the backbone
of our civilization and of our economic existence. Many of them are
now idle, many are working but part time, and those who are fortunate
enough to have employment are on a smaller wage basis. All are in
reduced circumstances and are living from hand to mouth, with the
better part of their meager savings already absorbed in the Attempt
to maintain themselves and families.

Any proposal to add to the living expense of the workman and
farmer by means of a sales tax on absolute necessities such as overalls
is unfair. It saddles them with an additional load which will retard,
that much more, their financial recovery. It would be an unpopular
tax, falling on an item almost as necessary as a job itself, and Will
create a long-remembered resentment.

And the poor overall wearer would have to pay the tax. The manu.
facturers tire virtually selling overalls at cost and in some cases below
cost. The merchants likewise sell them without profit. Overalls
have never carried a proportionate mark-up and the majority of
stores have used them for loss leaders. Overall manufacturers are
operating at about 25 per cent to 35 per cent capacity. Almost all
have lost money during the past several years, and most of them have
not been able to earn their fixed charges. Only the hope that better
'times will enable the manufacturers to improve their positions gives
them the tenacity to hold on. A tax on overall sales could not he
other than ruinous. It would therefore have to be passed on through
the retailer t6 the poor workman and farmer.

This tax would not mean much to the Government. Department
of Commerce census figures show the value of overalls produced to be
less than $100,000,000 per year. This will net in taxes 1,' han
$2,000,000, 2% per cent tax, a very small sum indeed. Cert ,l, not
much considering that its collection will likely help to ruin ! eady
distressed industry and bring hardship to those least able to pay.

The laborer and farmer spends, as you well know, most of his time
in overalls, and to many the overall is even a Sunday garment.
Conditions to-day make it impossible for many of these poor folk
to buy new overalls. Tattered, patched, and worn-out garments in

2
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general use serve as silent testimony to existing poverty. Surely,
when our workmen and farmers must wear their overalls until they
fall apart it is not difficult to understand their condition and that of
the overall industry. It would be most unfair to add to the stagger.
ing burden of the poor and hopeless workingman, farmer and laborer.
Taxes should come from those items which produce a superfluity of
profit-certainly not from those persons unable to earn enough to
buy the more necessities of life for themselves and their families.

LETTER lJROK W. W. BALDWIN

UNITED STATES H41NAT1m,
00MUITTE ON INTEIRSTATE COMMMncON,

Mrtrcl& 18, 11182.
Pon, RLtE SMOOT,

chairman Senate Finance oommiteo, Washveion, D. o.
My DEAR SENATOu: I am enclosing herewith a letter which I have to-day

from Mr. W. W. Baldwin, of Mlilersville, Md., it which lie proposes nt amend-
nimt to the pending revenue bill.

I shall appreciate it very much if you will place Mr. Baldwin'b hitterr in the
hnds of the subcommittee to consider this phase of the bill, in order that his
proposed amendment may be carefully considered in connection with the bill
when it comes to the Senate.

Thanking you in advance, I am,
Very truly yours,

M. E. TyDtNos.
]MILT,.ElR5V11J0, Mn., XIG rek 17, 1982.

lion. MI,,Aw E Tmxats,
Unit liStates 8enato, Waslhington, D. 0.

)EAR SiR: Permit me to call your attention to a matter rehting to the new
lroEpose(l sales tax whlcih will, it seems to me, unless corrected, be the cause of
in Immense amount of difficulty in colleeting the tax, as well as endless con-

fuion among those manufacturers who will be hold responsible for accounting
to the Government for the money. As the bill now reads, it will also un-
doubtedly Ivolve it groat deal of pyrainlding of the tax, whieh, its I understand
it, Is lot the Intention of the bill.

To prevcnt those ,i1ilhilties, the bill itself should plainly lrescribe the nieans
which will defeat st II a result, and to this end should prohibit, inclusion by
tia111tiltUrel's of the tax In the I'elIng prieo. If this is done, the tax (!lit) and

will Ie passed oil down to ile co inner us at single levy of 21/ per cenL If,
oil the other. hand, Inn tufacutitrers and others iclule the lax in their i4elling
lihkes for goods and so Invoice t ea to customers, others rehlllin the goods
will Ibse their selling l)rices upon their groqs cost with tihe stiles tax again
inlihldod II the lirkc.

To pl( t this-, I would suggest for your eOtisideratlon that s(tioni 016 of
Titllo IV hie amoded by substituting therefor the followllig:

" reC. 610. RegluItioa.-The vOlinlissionte', with tile approvil of tihe Secre-
ary, shall by regulation require those liable to pay the taxes imposed by this
ilh to list ind bill the said Itlxi's its separate Items on till invoices, bills,

Sttm'1nmts, or like evidences of sale or transfers of fitle, and imt its part of or
included in the selling price of the said article taxed, and hle shall prescribe
anld publishh such other and further regulations as le may deem necessary for
the enforcement of this title."

I think It will be quite clear to you that If the tax is kept separate on each
Invoice as rendered, duplication ind pyramiding will be prevented and the
collection of the tax and accounting therefor enormously sinpliflied.

Ioping that you can see your way clear to give this matter your most
serious and careful consideration, I renmin,

Yours very truly.
,VILLAIu) A, B.%Lww7.
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STATEMENT OF HAROLD R. YOUNG, WASHINGTON REPRESENT.
ATIVE OF THE NATIONAL RETAIL DRY GOODS ASSOCIATION

Mr. YouNo. Mr. Chairman, I have a very short statement.
The CAIAR AN. And you desire to speak on the sales tax I
Mr. YoUNG. Very briefly.
The CHAIRMAN. Proceed.
Mr. YoUNo. My name is Harold R. Young. I am the Washington

representative of the National Retail Dry Goods Association, a
voluntary organization composed of some 3,700 retail dry goods an4
department stores, located ii, every State in the Union.

My purpose in appearing before your committee is to express to
you, at the direction of my board of directors, opposition of the
membership of the association to every forin of sales tax including
a manufacturers' excise tax, a selective or so-called luxury tax, a
general retail sales tax, or turn-over tax, for the following reasons:

1. Any form of sales tax is contrary to the fundamentalprinviple
of taxation, inasmuch as it is not based upon ability to pay.

2. Any form of sales tax will increase the cost of living to the
Americtn people and will affect most severely those in the lower.
income class, because a greater percentage of their income is spent
in living costs.

3. It is a tax on consumption which will create a sales resistance
against those commodities taxed, it will inevitably lead to a falling
off of consumer demand for the articles taxed, and will therefore
affect adversely the industry and commerce of our Nation.

4. It will encourage extravagance in government. Once. any formt
of sales tax is enacted there is nothing to prevent succe( ding Con.
gresses from increasing the rate of taxation when conft oniu'l with
the problem of raising additional public revenue.

That concludes my statement, Mr. Chairman.
The CUAIRMAN. Have you any suggestions to make to tue comn.

mittee on where to raise this money ?
Mr. YovN. I am not directed by my board of directors to offer

any alternative suggestions, Senator; they feeling that is the corn.
mittee's function.

The CHAIRMAN. All right. You said you had concluded your
statement ?

Mr. Yo N. Yes.

STATEMENT OF MAXWELL COPELAF, REPRESENTING THE MER.
CHANTS LADIES GARMENT ASSOCIATION, NEW YORK CITY

The CIAIIMAIN. You may proceed, Mr. Copelaf.
Mr. CornAP. My name 'is Maxwell Copelaf, 225 West Thirty.

fourth Street, New York City. I represent the Merchants Lstdi'es
Garment Association, of New York City. and also the American
(loak aind Suit Manufacturers' Association. Those two groups
lprodce and distribute what is probably a major portion of woniens
(,oats and suits in this country.

The House bill has definitely excluded the tax on clothing, so I
only appear here in the event that the committee should reconside.r
t, inclusion of a tax on clothing, and to call your attention to the
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fact that our industry is no;t in a position to absorl that tax. Our
industry is made up of a number of small units-

Senator CouzENs (interposing). Mr. Chairman, may we not assure
the witness that we will not pul on a general sales tax., and save his
time and ours?

Senator REED. Mr. Chairman, I hope we will assur, him we will
try to.

Senator HAIIISON. Why could we not take a vote on that subject
an1I settle it now?

The C0A1HMAN. We have almost exhausted our list oj witnesses for
to-day.

Senator Coi.ums.e We are not going to put on a sales tax, and
why take up the time of the witness and our timeI

Senator Rirrn. T he House bill does include some articles of cloth-
ing; anything with fur on it.

The CnAmxAN. Yes; anything with 10 c nts worth of fur on it
is taxable.

Senator Rr:,,n. )o you think that is fair, Mr. Copelaf?
Mr. COPE 4 At. No, sir.
Senator REn. You do not lp prove of the House bill ai it stands?
Mr. COPELAF. Not entirely. I feel that fur, as far ak it applies

to coatsl is not a luxury; it is a necessity. We have a great many
coats trinimed with fur, and if you consider that fur--It does not
Pay to put 10 per cent on fur l)rtieularly, and if it is interpreted
thaIt the fur is the greatest coniponent part of the ('oat we may be
taxed on the fur part, whereas the coat is only a small proportion
of it. That will add to the cost tremendously.

Now, if you care to have me oo along---
The CmiAT Jx,Qnterposing'. Yes: go on.
Senator REED. ihe meni and women Qioth wear it great deal of

fur, in the northern part of the country.
Mr. COPELAF. es.
While the industry is one of the largest iii the United Siyates, it

is Coluposed of a very large nuniber of sinall units, each firm not
too heavily capitalizedi and not iP a position to dictate or controll
selling policies or prices.
'rhe organized buying groups representing either individual

stores through a buying representative residelit in New York, or
the buying offies maintained by powerful chain organizations:, die-
tate, ili the iuain, the wholesale prices which are needed to fit into
their set retail prices, and such prices as will yield to then a satis.
factory mark up. ,

A n111ilifacturvr's stles tax, it' applied to oir trade, would mean
a practical colpulsory absirption f the t~ax by the wholesalers or
niontufacturers, and if it is to be 2 1,i per cent, it will, in o.t in-
stances, wipe out a firms entire ,rItit. the average, capital 1bing,
about one-tenth, or1 less, of tle yeltrly turnover, anl tile net roits

oil the voluime, when there is a 4rolit, is usually under 5 per cent,
an41ti ilst inistaIl'vs oinly 2 pel' celit or 31 per cent.

Therefore illlillfatll'tuers .ales tax, its oligillallv icllhuded ill
the I liise hill, if applied to \\oltieitlS ('lotlig, w i llm n a1W, li Steln-
oils tit i rilltI b e iiiil.wsitimii on) Ilie ili ist rV, all i I de li r te Iirec loss
toi t1w ( overnient it ober Nvas of tax.ati li through the further
d1i letill ( d, lllilwsits irilis, (hrVi&' (sv Iit tinl l hylllit, ii1id So fl t h.
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If, in the judgment of the Government, this tax must be passed,
then there must be definitely provided a provision in the "aw that the
tax be passed on to the retailer, in segregated form from the charge
for the garment sold, and while it is to be collecteA from the nmanu.
facturer, it is actually to be paid openly by the ultimate consumer,
the retailer being in the main, in no position either to absorb 2, j per'
cent of additna. charge ill his markup).

Now, I heard it mentioned this morning about the Canadian tax,
In discussing this question with women's clothing manufacturers in
Cianada, they passed the tax on to the retailer there, and I am in.
formed that the retailer makes a profit. And unless it is inarked
up, it means that the consumer does pay it.

Senator RFir w. Where do you suggest t.at we get the money to
balance the Budg~et?

Mr. COPELAF. Well, iy own opinion is that there should be a tax
distributed generally; you might call it a sales tax, but openly paid
by everybody in that way. Everybody would have to pay.

The C'lARCMAN. Thank you, Mr. Copplaf.

STATEMENT OF SAMUEL L. DEITSCH, REPRESENTING THE INDUS.
TRIAL COUNCIL OF CLOAK, SUIT, AND SKIRT MANUFACTURERS
(INC.), THE MERCHANTS LADIES' GARMENT ASSOCIATION, AND
THE AMERICAN CLOAK AND SUIT MANUFACTURERS' ASSOCIA.
TION, NEW YORK CITY

Senator WATSON (presiding). Mr, 1)eitseh, eive you1 Iale 11111d
city, aitd tell us whom you represent.

Mr. I)Frrscu. Sanuei I. 11)eitseh, New York City. I represent
the Industrial ('ounwil, 0i1 ('on)TIlrises the-

Senator WvrsT,N. Is tllat the same orga nizatioa thlt this l0est 1n11represents ?
)Ir. ]):n'rsciu. No; it is not, Seutt or. It is an organization tat

rel)res(mts the emat, suit, amd wri-ad ) deInart zent of the iltdustoy. It
does not handle dresses at all.

Senator COxN.A.y. But do) you Ihandle furs?
.Mr. 1)mrscir We Iaitll f ; yes, sir. I would like to tell you

how we ulderstlJd fllrs 1o mean in hlition to our industry, if yo0u
will Jerilit 11,. It- is a smll statennt. Furs lalr e ilot lluxires ill
ouir industry. 'hey ae re cOit loneait lm'trt, The iii(ustry uses
one hundred and tweitty-ive to one hanidred a:ad fifty million dollars S
worth of fiu'. It usesit ilk a sense that it is a part of the garmentand not as a luxury: ait a neessity. It is used as a necessary atrile
to the garnilent, is, for ilstale,, oil the collar. We recognize thlt, a
(oat that is two-tllird s ft', anl the rest, cloth would be a fur coat.
We are not int 'rested ill tlit. We ae only interested with firms
that are to-day a cmpotlint part of the garment that your wife C
would wear, or r ny naams wife wolld wear.

Se nator WAv1,,ox. In the suInmertime-the women all wear there
furs in the sit lmlert .ill,

Mr. I)hkrr'scim. Well. iI e iri's that atre worn in the suilnertillie,Senator, are a (l( ciomt ti\ve ili't of the gariilt. They are lnot it flees-
sary part of thme ,ariet!. liit thO fulrs that tare worn ill the winel'-
titne are wori fcr wairili. and tlat is the Ipal't, I wmld like to relad,
if you will !)erliit iil,. It is jist a sii111 stiltelnit)l11,



Senator AThSON (presi1dinig). Yes; very well.
Mr. JhrrTSCII. I have prepared hiere at statement along the lines of

Semator H1misoN. Aniy part of youir -statemient you do not want
to read allo(t want to put ill t 10 rccord1 you canm do so.Mr. J)EZTSCI. I would like to rea~id it all. I haCve heardl thle peVI-
ous gentlemen. I also heard the reaction of thle ISenators Ii relation
to thle tax Oil our, inidustry.I

Senator WATSON. hli section has reference to a tax on furs alone.
Thitt is section 603, page 248.

Aft, ica'rscn. Yes. Genltklol en, I will road i tt, part of It.
Ouir 11sisociatiou1 is a Spokesmanm hody of the manufacturers in theNew York coat and suit inarkct. Ou'r field comprises about 1,800

firms,. employing 25,00 factory workers a mid I10,000 other employees
1111(1 riorl ces. anld dist(ributes lipproXIma(Itely $350,000,0O0 worthy of
inecvi nun ise Itiituttily, mold to tihe Public t though upwards of 20,0O()
ivetil stores.

Having heard thait there wars at likelihood that the Senate would
revive the manuilfacturlers' Sales tax feature of, the rteenue bill, we
requested an opporiinity of lpr(etiig our1 views against that Pro-vision, because we siyieerel4y believe thot t its, enoctment, would acuftely
aggravate fin already critical situation inl our industry; that it wouldadd an intolerable burden upon at trade that i4 already wveighte'l

-idown by mort, than five years of (!ontintiolls adlvers.ity. We were not
ljeneficirjes of tho per'od of prosOOrity that pred'(Cd thle present
(st-1 of general rec&'s1ion's. Drastic compeltitionl due1 to the mlidti-l
1iwity of 111its inl oilr field anld rig' oms preVs.'ll1' folo, P1'if'e (Xvr1ted)V(id Iv welded £aroup4w of t'eta lers4 dl~l d ll 'i1 ii'liv idll I editor.
rt ises of ii11 semublauce Of profit durlling tl~ years whjel fther inldms-tries were boom ing . With the deleielasO ill Publiic pureh1l"Iu4g of e'yenW) halsic at commirodity its aparli, dute to it Ivchologv of fear~ a:well Its9 to rediueedo income. the forced liqidatioiif; lin or I-Iulde Illive
d,4en tit ail itiarning rate.

According to statistics of, the(, national credit oiwo, 8.:t per cenit of
the coat and niit firms lbevaile insolvenlt MI 129. 10 pe cel, t 1) 00
't11d 11.3 per' ent inl 1931 -in other -,rs one( in) every three emil

cornis Ili an industry enigaged in the vital task of preparing apparelfor tile l lions~ o1 Ameicanti women etwomaitered insmo eimutabie
finlancilal difficullty in the pa"st three years. tis does not include the
coniderable number of conicerns that, reaichuna~ the en1d of their re-
sour'ces, averted bankrulptcy by ivithdrawince from bvisinesso Ini this'
conneI(ction, permit inc. to cit the filet thait inl August. 1929. tho
ulidustil council had a merbnleshii) of 291 as conipared with 20:3
lit p)JvSClit. YOUll 111.6t Visualize, ill the paissinig Of oleh of those firms.
the loss of emp~loymnrt for office anIld fac' t i wvorkers4 and the loss ' of
Ctl1st%)liol's for thle textile, fur, m id otlimr trades from which we limr.
('111se our 511slipp ies.

Otir industry should he exempft froml anly 1111fil factuIrers! sles, taX
tic, oilly becii Use of till% delniomlizil at ionl 0,111 it wolidd elligender a mlomi"v

II l il'io hecaluse We are delhilt Iugwith ai: funldlillentiii TNecssit "rI'lic a vetit( i ily to-dliy does fiot 111n igot a ijuiiel its it dl(worat iVe
hixe'. penlditllir fori I iit is I ii '110l3l hld~I~ dowvI) to lliii ILU

ft iP til V~ 'ie , in 1fIrts to) :l-e4lenat e voll-olilpt im 4 1 olwyJI
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the creation of fetching fashions. It is interesting but not encoureg.
ing to note that 75 per cent of the merchandise sold by us is priced
atless than $30.

A manufacturers' sales tax of 21/ per cent would cost our industry
approximately $9,000,000 a year. It would take $12,250 from the
firm doing an annual volume of $500,000. We eay with all the
emphasis at our command that this assessment would meanl the dif.
feronce between solvency and insolvency for scores of firms. The
units in our trade operate on small capital and frequent turnover.
The volume often seems great when compared with the capital, but
that is due to the peculiar character of this field and not to over-
extension. A $12,250 tax on a $500,000 turnover would consume one.
third or morse of the capital of many of the concerns.

The question may be asked, "Why isn't the tax computed as a
legitimate item of cost and thus passed along to the retailer ? Our
answer is that we are faced with the most decisive buyer's market
ever experienced in the history of our industry. We are, individu-
ally, small and ineffectual when contrasted with the powerful retail
entities who comprise our patronage. We believe that any endeavors
on our part to pass along the tax to the retailers would be successfully
resisted. Some of the more strongly entrenched manufacturers and
wholesalers might attempt to do th is, but eventually they would be
compelled to absorb the tax by reason of the tact that their less hardy
coin petitors had already done so.

Were we able to comipute the tax is an iteni of cost, the consuming
public would be req uired to defray an iiroulit from 30 to 40) per
cent greater than tl mt which we turned over to the iovernmiment.
This would be brought a)out through the addition of the stores'
mark-up upon the nia|factllrers' tax itenm. It, wold mimean a tax
of almost 4 per cent as far as the public wils concernedd and would
evoke ininitely more potent sides resistance than is nowi l encou -.
tecredl by the purveyor's of a parcel, despite the fact that current gar-

lent v lu1es aro superlatively attractive. We have eli||minated evterv
semblance of inflation, having radically curtailed our overhead anIl
enhanced our efihcieny. We have avoided the costly waste of over.
production by operating conse'rvatively, and we have beenlt lrcl as-
ing our supplies as thriftily as possible. II short, a tax levy woIld
gnaw deeply into the very' vitals of our enterprises with disastrous
results.

The i]t1ited t imue allotted to its otos not permit of tht allllificic-
tion of tlme lremlilss We have briefly outlined. We have, however,
endeavored to accord (ou soime conception of our reasons for urgimvI
that our product be exemptt from any lnanitfaetti-ers' sales tax 11Wfsl-
ure that may be recommended by youv committee.

Permit 1ie it this time to voice oir vIe(ws oi the ll'ost oi fill's
which has been approved by the House of Representatives. We un-
derstand that this has been designated as a " luxury tax." Our in-
dustrv consumes, on a conservative estimate, bCtween $125,000,000
and $150,000,000 worth of furs annually. In the fall smid wiIter
.eason about 80 per Vent of the coats and suits numanl|filetu|red are
trimmed with furs.

Senator RmIED. Does fuir constitute the |oniponent of clief value ?
Mrt,. Irrs~cr. I will show you, Senator, how it does.

$82
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In tile Vst majority of instfilniwvs tlhey ,r, not is it luxurious

pjimb1llishIent but its . warlnth-giviig *and health-)rotvctive nI-
(ijul3. Bein l ore costly than woolens and silks, they tire the major
couip)oii(t orf tie igarnients oil which thty ai'e used. A 10 ier cent
tux on Pir triinniligs--is we understiiiit., it is i'runiung, it is not it
fil 1-w i I I ppreciltly incre,e- tile price of even the niiist inexplnsive
Coul1t, 1111d stilts i s nutch its 4 per cent.

Senaiitor WATSON. Of course, that is all you use the fur for, is it, as
tri itl ii g I 

I

MIr. I)l1TSCHi. As trimmning, yes; and that is what we tire inter-
elsted in.
(i higher quality merchandise the fur trimming tax of 10 per cent

will advance the cost of the entire garments by upwards of 6 per cent.
When a similar tax was in effect in 1920 the garment producer
included the levy in the comutation of his selling price. The tax
wits listed separately in. the fur manufacturers' sat ,s to the apparel
firiiis. In atten)ting to oliss the tax along to the retailer tinder
l)I(rsellt conditions, we sliall encounter a stern resistance. .hey will
make is absorb that. In fact, a situation will be created similar to
that which would follow the enactment of a manufacturers' general
stlt, tax in our industry.

Senator WMVrsox. How naiiy of you manufacturers are there?
Mr. IDmv-sci. In my former statement which I read I believe that

was set forth.
Senator WATSo. You can tell us that,
Mr. 1i)Tscii. Yes; I can tell you. The industry does a business of

$350,00(t000 worth annually.
Senator BVtrs,;t. hit how many of yol are in the business in New

York City, or wherever you are in business?
mi, W 'rTSCuI. Minnif'trers, you mean?
Senlator WATSON. Yes.Mr. J),rvsvei. About 2.000. Tliere are 9"'.000 factory work r(I'

there are 101(00 (ter iioye,, )I d ',,ivers, and distributors. we
sell atinutally. at tile pIreslit figures, $;150,000,000 worth of merclmn-
diso. and wve sell it to 20000 retail stores,

Senator WANVmo. And you could not pass the tax on if it were

4[r. lh'rrswil. We coui )lot very well, because the retail stores
would have to take that tax ind add it to ihe price of their lgarmentq
aild then figure ii profit oni that total amount. 'hey would, in fact,
iiiike a Iprofit on the tax.

Senator ( Furs are cheaper now than they were for.
niler'". are they not?
Mr. l')Errsi. Sir?
SenmatorI CONNALLY. Youl are getting furs much more cheaply now

thlum ou did formerly, are you not?
Nr. )Errsct. Yes,'sir; we are getting them cheaper.
SP, li1140r CO)NNALLY. Would not you try to increase yotr price onthe ftrs?
Mm. D)Emrr'. I oS.
Set1'r (ONN-m.r. Telliig the retailer that you are simply add-

ilig oll it(he tax and e11 ll to Miti ill that way, Wolhd(in't yoll?
Mr. I)rirS'i, I, woulid not stand forit.
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Senator CONN"ALLY. That is what you would do, is it not?
Mr. DrEITsCI. We would try to do that, but I don't think he would

stand for it. He would insist on our absorbing it.
Senator CONNALIUY. I imean, if You would fix a price at which you

would sell to the retailer, a &1at price, he would either have to pay
that or not get tile goods.

Mr. DErrlm. Not if lie knew therw wts a tax item on that.
Senator CONNALiY. He would 11t0
Mir. I)FItrstn. ie would not; no.
Senator (oxN. ,.y. I don't see how lie could find out.

.i, is' iTor lie couhl hlid out through is strength ot lsition.
Senator HAISON. Is it your contention that as mantlfactirIers of

these goods you would have to pay a tax, and then the retail mer.
chant who boiight from you wouh have to pay a tax if lie sold the
goods, and the colisliner pay it again ?

Mlr. )rrsevl. The (,onslueln wolihl pay the lax in the last analysis.
Senator HARRISON. Finally.
Mir. Dri'sCir. Finally. At the saule time we are afraid of ii 1we-

cauise of our' weakened voi.ition. There is a strong buyer's nui1irk,,t.
If lie would get a bill for $100, with 10 per cent taxes, fie would liot
fli1C11;t it that way.

Senator WVA0rsoN. Is fur the principal component part of all of
these dresses?

Mr. KIh'is c . It is not, It is only onle part of it.
Senator WATSOV . This says, "Articles made of fur otn the hide or

pelt or of which any such fur is the component material of chiefvalue."
Mr. DITSCZI. Exactly so.
Senator WATSON. More than 60 lpr ceit of the vale of it dress of

that kind is not fur, is it?
Mr. D)ITSCuI. That is exactly what we are trying to make you

understand, that woolens and silk are so cheap to-day in relation to
ftir that there will be very few garments where fur is lised where
the fur would not exceed the amount of those two items. In fact,
fur is the only thing that seems to sell these garments to-day.

Senator lhmE. So you think the bill as passed by the House would
just about put you out of business?

Mr. T)EIrrscI. There is not any question about it, sir.
Senator REED. Then the Senate will have to try to hell) you.
Mr. 1)tSCH. Thank you.

STATEMENT OF W. C. HUSHING, NATIONAL LEGISLATIVE REPRESENT.
ATIVE AMERICAN FEDERATION OF LABOR, ON SALES TAX

Aliiost ev'e tax t W iio litsd 1.4 lisol oil to the cesiiiit, wilo, to it large
extett, tire wlg entllijers,

'rile tiaxe s 4ili proloirty atr', paISSei onl to the tviiant and tile taxes tfi lile 11i-1.
ufl,'tllrer: ire ilviuhdeil it the stilt, rice 4W Ii i, Ii hed lil'Olil't,

1',4 it ii4 :1 i1 lax Illls filt ttthhilollilil tax oln tle volo llliler and lit ,ffet t s

l ililligf lla: ll iid "llliliilqr of I:Ist l . ortili tlll 111111u4-111111l 11livt ollhvlals

dot'tlii l 111t I ll et ii h it I 'iii1tV 1St' e lt it 1ii iS to hilty lo(iveve i vil'ltt oldiglit eolit
that lihe 'iii's tlix lilslt lie esta alillshe'il. Th iy ttii.\ li lw hiuiiet lihi hlit raili

eli t l vertit r atihs tax ofE tile-hat it' tf I leer ilt ll all s-l a 's, ilth clidtii. food,
\ vtii cg ilt 01 a1111- , hi 01i it14ltit tailttlc , rest ll'1iiiN, 11 d oith i lice el t rie s Ir t lit ',
FI Ilvlr I iit '' I It was tiit Al tI ) t I I.It u% (ii! It o 1t( 101 1 l eT l Itn I I S iI' II ee'seilIs
,l himil he lsweril,.
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The executive couvidl alaritned at tills tcrusade to relieve th, well.t..do from

tsxithin and place the burden on those leist sble to bear it, made a report to
the conventlou of the Amlervax I'ederatloi' of Labor In Vancouver, British
Colutbla, October 5-15, 1931. In corroboration of the report to the convention
it is only neov'sry to refer to the reeonnendatins of tile Soeretary of the
United States Treasury to the Prestdonr. He proposes to increase the tax on
all Incomes up to $4,0tM) from I 1/j per cent too 2 per cent, decrease the exemption
of slilgle men from $1,500 to $1,0001, and inarriedi men from $3,500 to $2,500.
Thesu Increases and the reductions Il exemptions were foretold In the executive
colcil's report.

The, phn of tie Treasury Deplarlincit proposes t hut tlose who hlave saufereil
tile most during tills depression wiust ply the taxes of those who have neither
iungord nor wanted for tiny of the necessaries of life.

It must be untierstood that 8,(KK(,0) of our wage earner are out of employ-
ment ilnd that they, with their fianilies numbe~ring opproxinately 25,000,000,
have lind to exist more or less upon contributions fromn relatives and friends
who, despite their own sufferings from the depression, divided the Incomes
tley revelved or theltr savings In order to save thousands of sutlerers from
stinrvatloui.

Then there tire millions of farmers who have sultered the greatest privations
duihng the dl'ression who will also be ovoi'burdeuie(I by the sales tax. Thew
itre hundreds of thousands of families none of whoso members are at work.
In Itdreds #if thollsunds of other familles they rely on the wages received
by one of the numbers. Therefore it is plainly understandable that those
wio have been fortunate enough to have had employment have already dl-
videil up their wages 1Sid savitigs to help Ihose In need, Tie wage earners
' iii il he thxpected to suffer the entire burden of unemployment.

Another linportont feature of the taxation problem Is the fact that every
public iman who has advocate d the sulpls tax oil all sales hats been very well to
til and propagtudt undoubtedly was spread by them in the hope that they will
eventually mteCOd In lowering the Income tax they will hive to liny.

In protesting against tile sales tax or any increase that will bear down upon
those struggling for existence the Aierican Federation of Labor herewith sub-
its evidence provitng that those who advocate the sales tax do it with tile sole
arpose of reducing their own taxes. Much is said about the Canadian stles

tax. It Is s1id the people pay It with pleasure because they (10 not know they
tire paylig it.

It 1922 the (0intidhn .Manufacturers' Assoclatlon submitted to the Govern-
nnt a, brief asking that certain taxes should he repealed and the loss made

up by increasing the soles tax. It is as follows:
11Last year it special committee of the Candlian Manufacturers' Assocititton,

In cooperation with other organizations, investigated tile problems of taxtitlon,
not only In ('anada but also in the United States, Great Britain. Franee, and
other countries, Thi; committee submitted the following recommendations to
the Dominion Governiment:

"'(r) 'liat the business profits war tax shall not be reenacted.
"'() Tlat the income war tax act as regards corporations shall bc- repealed.
"'(c) h'lhat the present sales tax shall be adjusted so its to provide the

additional revenue needed by the Dominion Government.'
Ti1len, listen to tils:
"At the last session of IParliament the business lu'ollts war tax act was not

reenat'ted, the sales tax wits retidjusted so as to provide additional revenue,
but the laoin war tax as regairds corporations Was not cha!:ged.

"As we believe thzt the general policy outlined in these proposals Is sound,
we respectfully beg to submit the following shllar representations to the
present Government of Vanalda in the hope that Parliament will se fit to act
favorably on them at tile coining session:

(a) That duplicationi of taxit ion he avodded as nuil aIs possible.
(h) That the Incone war tax act ats regatds c()(iorationls sliall be repealed.
(c) Tha -t tile ireseilt sales iii s hl1all lhe a4lJusttl41 t Us to Irovi'de addtl-

tiouial revenue."
l es that not prove twll, "P4'1t-4itI'm that tile wtell-lot-do will NIe )tft by the

sals tax?
Then to secturt greilte' protection the a'niiadian Malnufatturers' As4oiatl14i

re4qiisteid the folloitg s0efgtuiird to their' Ilrotlts:
" In rglird to tohe' sahes tax we beg to advocatl: Tint 1Is the s lOs tax Is a

tax pliyobhe by tlxe )urthiaser, mlmurftnrels and N01ole"'lii' stitr slthold 't lt'

ru~ muIfiii
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held liable for any taxes which they can not collect owing to the lurcaNer
bevmltig insolvent or rofushig to pay, even though the manufacture or whole.
saler has it tie ,wuittiiie advanced the anio)nt of tile tax to the Government
wlen ninkinig hi nmthly rettrns."1

Thims proves effetually that tile cotwsunier pay tile salese" tax.
There Is 1n41 denial of the hact that lit least 50,000,000 people, consisting ot

wage earners 111d fiirners mid tWeir families, have expended piracticlly all
their savings ha endeavoritg to keep the wolf from the door. There coul be
no more cruet method of adding to that suffering than to force them to bOar
a ttax oil all plurcliht'se they nitike, Those whO advocate sucI a proposition
unloubte Ily Wase their argument on tile Iibllcal Injunction:

For unto everyone that; hatll shall he given, and lie shall have abundance,
but frotil hh1 that hath not shal be taken away even that which he hathl,"

The last convention of the American Federation of Labor held it October,
1931, reltlhlralnle its isisitiOll oR the " sales," estate, anti gift taxes aiml adopted
the folhwing declaration (ia all taxation:

"Although defeated year tifter yeair Il every attempt to saddle the ' nul.
san(e tax' under the name of 'siles tax ' upon the people, another eamlmiga
has been launched to bring about that h,.3lhltioii Ill tile next Congress.

"High public oflcimals also have advuawlled tle idea thjat the best way in
whielh Inconie taxes vuiuld be increased would he by increashig the exemption
of utirrled nien to $2,00 and single tnit to $1,000. The objective of those
who) pay high taxes is to relieve the well-to-do from taxation and place the
burden upon those least able to bear It.

The argument used In advocntling the sales tax has been.
If you tiix tile people so they 14) not know it they ("ail not object; but

If tley know they are paying a tax they will object.'
,We pay an1 ill'reet tax li every jpurclmi se we make. lit 1927 only 2.2

per cent of our then 114,0,00J)0 population paid income taxes and tltree-teottha
of 1 per cent paid 95.5 per cent of the total income tax. For 1930 2 ler
cetet of the lpoultIthm plid all the fIiome taxes, These are Treasury figures,

"The only persmos to he benefited by the consumption tax are tie 2 per
,cent uf the pupulatioa who pay at leonte tax, On the other hllid, tile burden
of taxation would fall ulpwo tie 98 per cent who do not pay al incolue tax.
Besides they now )ay a indirect tax on everything they buy. The stles tax
will lucrease that tax load,

" li all the stateetis giveit out lit reference to taxation nonie suggests, that
estate taxes should he 1i1reased, Tue greater part of iany estates was vroated
without paying ally taxes Us the taxes were pased oil to the votisuiiiers, T'he
Federal Government collects an estate tax before the estates are distributed to
the heirs. Then those States wher, the descentdaits live that ]tave inherit.
2teta4 bxes are tt'tdited with 80 per cent of the Fedorai estate ta.,v vollctiil,
Tile !ielrs pay the hnherlteuce tax t the States ill Which they live whlre s1401
laws ore li effect aiia operative. States that have lie inheritantce tax laws
io not receive the 80 per ccitt collected by the Governuient,

" Mr. Andrew Cttrut-gle, owe of tile richest Inh li the Uilited States at ole
tiie, said that ' the Antericatn. public Is t partner Ili every large etterprise where
woney Is niade honorably.' lie added:

.. 'I'lhe growing Elispiositloi to tax wore and wore heavily large e.4tates left
tit, hltca Is is a clerig indicalltion o: tile groth i a salitary clmiige il public
(ipmi4li, Of all forms of taxation tills scents the wisest. By taxing estates
1i1:AViy it death lie St:ates tilit'lo its colidetintatlui of the 8,ltlih iillioumilr,'s
ull\v'ortlmy life. It is desirable that ltiohnst 8ho1hl go 1u1tii further Ill 1his
directi(n,. Indeed, It is liffihilt to set bonds to Ilivt shutce of a rch Ilit'S
estate which shoil go 10 t i4 s death to the It(iNih, thirotlgh t h4 mtgi.V o1f the t te,
:tud by. tll means lic( tla.(,s shitaili he grllillit' d, litgillil at nothing 1,ti.
ii~ihi'rii I stilltis, it sileliu i t, and livrlelSlig raplhlly Its t 1ewtill (tits sw0l "I'

Il it Ilivsaage tit a o "4,mgrcess ill 107, Theodlore Iltoosevelt said:
'A heavy pWogressive tax upon ;a very Itrge fortune is iin to Way 4uel i

0% 111411 i shift 4v1 l ila 1 istry its -.t like tax wo ld lie int ,k Snia ll fortm ,', . S1

a10VItl a 'Olines either to tlihe eltitry is t whole w, to l,1, I ndividu:ils il-
hueritillt the monelly |Iy p],rillttthug I lie trlstalIssin in I leir at 11,41 y of tht,
t101111'0lS 1't11 1( I lith I \wwtuihI lie alf'eetedl by such a1 tuxx'

t I wllailys hNam hietn tilie Iellef of thue Aiiterltcam ,,deratimti m lfulor thllt
th , io''t ,h i'~t Iolrmt 4, tto xint grett w ,althi tire 1hiroihm'i th 'stlate, gift, flldl it-
h 'iillto xtx s as there Is 1i qlia: ti'l of the 'hillity toi p y,
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D r. 11i' orwiti S~. Aduns, t he famous ajuthoit~-ty ou taxation unit formerly

1flijiacial adviser for the United litttos ( IveArnmuet, delitred thA, I if we must
to~x it IN 1a)(ttor to taix lditt who twerely receives than Win who earilk.'

0The ueVvot lye comuel im alarmed tit tho 1wrsistevit olgitittloa of the well,
to (to to relieve tiiis('ves of tuxlltiiii. Blkilte of tihat fact we urge upoln
aII Slate federattiows of loboir, city central bodies anld lovial Wiloiis to urge their

reseithe aito)d M4tilb 1enutors andl Reiiroestntat Ives to vote agutlito the
pllaqn110it (of 1 silles tax. They shouldd 1(150 Insist xiii i aitresise iII the
estalte tux id the re'storition of the gift tax ag theoy are the fairest taxes
Cel('('t941 by the Government,

66 ori'lve States hatve hlierittowe tax laws, Alabamai, lihe D~istrict of
'daaII'IIII, Florida, and Nevada hauve neglected this source of revenue. Tile

Stowt t'vilert'low,4 of labor tit those Htatei; iund thep l)Istrivl tof Columbhu shotild
ur1go theo enact0me0nt of Inhleritarkce ta'x laws. It In Kenlerailly believedl tilit the
thre-e Stitem anid the 1)lsti-let of C'olumbia have not enacted Inheritance tax
low\s bocaluse theoy wished to ind~uce liermoiH of great wealth to becoine resl-
(teaits. Iteioreselt I t Ives oif thu so~ Stuuteii namtted also alppeared before tho HIouse
Ways-1 11111d ,101111 (Jonim11ittOO In 19210 aid urged repeal of the estate tax.
Is WasI to NtI fUrther encoutrage Wealthy people to go to) those Stiltes and

ITR(iu1 i' 1010it. Coflgl'C5, however, reftined, dleclarin~g thatt no iore just
t4tx (2Oiid be (illeted. The exeiitiiin Provided for in the estatte tux la, tire
$IS40,00( fuld the eost of a~diiistrittiui. This vost Is soiuietihw,-1 'Is igh ats

li Few, If alliy, heirm of it Iarge estate hoive h111l aityt hi lug to dlo Witlhi Its
accUuult~t ioii. Their, leguicies cau lie teriked graltuIties, Thewreforo. toro iN
lioj doahII:t of the ability to, 111) the( 1ol-Inihirtivw Isix, wh1101 Im. paid to the st ites
ha1vinig slieh lws. We, thee'ore, reeomnniid that more strhIgent Sltt III-
1writance tax laws be elitetel Co, thamit thke great 4111lui entilillate(d froiim the
,oumuaxlng joublec will be tore equitably d(str0butod.

,,A taix that should not havoc Weon repeatled wtti tho 1Vederal gift tuux. Thle
executive touncell, thel'efore, believes that before consider og tl n iritsi in
wiy other t1AUes, the ePtMP 101(1inetae taxe,(A shNld hoI le ed(( andI( t hue
gIff Imi re~toredl. In those. t hret tomes there Is no doutbt of' the iblitly to pay.

64 the 00SHIleS tilax1 Is est ai4d land11( extjiit 1is ire rediteeI. t twai the tiaxes'
of tI( he eitodlo, will be greatly reuluceo mind the burdeii played oni those least
111lde to paty.

Me51mbers of ( omgress 5hliow iomut foriiget thlt. While wigos were 1111eashmg
fi-uii 11Y23 to 1929 onlly froml $11lAX)OO0,4t to $11,421,0.tum04W, co4rporilt on
dividendsk were 1imwre~lmug. oltirlag tlie iame period from $930,0,1(m4) to $3,47S,-

(~0N o Nitaidit 1wim1 to profits of banks were ineressing ft~io $'279Th0OO,010( to
$5htI,%No)0,Ow), utl Iinterest paid, to bondholders WAS increasingly fi'oial $2A h*ttA9gM04)
to $7.5880OXOO.

14 (lo g 'ogis, t lu'rei'ore will find a fertile field from which to guriker moore ini-
o'11i14e In-. If neededl, among those who are well aide to pay.##

The report Nva, referred to the crimittee on leglotton, which univii i-4ty
alpflived (if' tit( e commen~fdatfions of the executive council and called elecilal
it teittio to tis statement inade In thiat report:

.Metmihes of (Iongress should not forget tHant while wIag(% were Inereasing
foltil 149123 t~o 1925~ only from $1,00,O00O00 to $1,421,W000OO, corporation dlvI-
iI'ti'h were ineieasing during the samne period from $D30,648,000 to 3 h-
(I(5inO. Nvi oldtlons to profit-of banks were Incre-molig from $270M0000
to~ $55099),M) and interest paid to bondliolders wao Iner('isiflg from $2,4619,-
(IUO( to $T,5r*,00,0OO,

'4 ('omgro.s-, tI hrefore, will find at fertile field froin which to garner ore fin-
(ammo tmX. If needed, among those who are wall nble to Day."

STATE4E NT OF DANIEL R. TORS, WREENTING THE NA-
TIONAL PRE~fVR ASSOCIATION, WASHINGTON, D. C.

IIIe ( 1hIAIIIAN. You may prhocee&d, Mr. Forbes.
1.1. Foimiis. Mr. Chairman and gentlemen of the cuimatittee. I

represent thie Nat jenal Preservers Association. TI1he 'Nat h miii Ihe-'
Server1s Assor'iatim rolepresent, approimately 85 per cent of t fniit

in i(hic(t tol, inl dkle term,, emitained in the production of (Irimit for



388 VEaUz ACT O 1982

In event this committee goes back to a serious consideration of ageneral sales tax, we wourd like to say that we are generally infavor of a tax on fruit products or tax none of them undr a getieral
sale tax.

When the Ways and Means Committee brought out this bill, youremember it exempted certain fruit products. We suppse that
was predicated upun the idea of a separation of certain things thatwere necessities from those that were luxuries. As a matter of factI think there is a great deal of canned products that should be taxed
absolutely, such as canned fish and canned miats, and which do notbear a tax and sell up to 50 cents a pound, whereas peanut butter,
selling for 8% cents a pound, would be subject to a tax.

There is another thing to consider: In many sections of the United
States jams and jellies selling under 20 cents a pound are used bypeople who can not get butter or where it is inconvenient for them
to get it. We do not see how Congress can work up a list of exemptedfood products without doing injustice to a large number of products
that are daily necessities of the people.

I would like to direct the attention of the committee to the factthat the human stomach is only so large, can contain only so muchfood, and that every food product competes with every other food
product.

So we say that if food products are to be taxed and the taxingpower is to be invoked we want ours to be taxed along with others-we want to do our share, but we do not think that it is proper andwe think it is unfair. competition between necessities of life if they
are not taxed equally.

The CHAIRMAN. Thank you.



MANUFACTURERS' EXCISE TAX

PROPOSED TAX ON OIL
STATEMENT OF NON. MILLARD 3. TYDINGS, UNITED STATES

SENATOR FROM THE STATE OF MARYLAND
Senator TYinwas. Mr. Chairman and gentlemen of the committee.

In order to be as brief as possible, I have reduced what I desire to
say on the oil question to writing.

This tariff was injected into the revenue bill in the House by
tariff proponents. It had been excluded from the bill on its merits
by the committee after full hearings, when proponents were heardtwice, to one hearing for the opposition. The Treasury had reportedihe tariff of 1 cent a gallon on crude, fuel and gas oil and 2 cents a
gallon on gasoline, would being no revenue, being prohibitive.

Oil tariff proponents then led the committee &o infer that a gasoline
tax of 1 cent a gallon would not diminish imports and, in return fora promise of 40 votes to support the sales tax, secured committeeapproval of a tax of 1 cent on imported crude oil, per gallon, 1 centon imported fuel and gas oil, per gallon which the Treasury reported
would produce no revenue at all-and of 1 cent per gallon on gasoline
which,-by some unexplained calculation, is estimated to bring $5,000,-
000 into the Treasury. Secretary Mills, before this committeepassed responsibility for this estimate to another department of
Government

It is certain that in this tarit bill, you have
three items-the tax on cru&ra on-
that will produce no re The
tax is 70 per cent ad H and
their products than

Inl1931the flgire fo0
Exports for 1i1g)1 A4Crude oil ...... 000

Reinedroducts00

Total. 000-M 64.

Imot for 1931: 4 ]

Refined product

Total ---- ... A
The total imports... barz VA . .st

188,229,000 barrels e
But the tax Of 1 cenf

revenue. It is 25 per 1WeM-on) at
American refineries. Bes ! y 13,821,000
barrels, and eXported 45,320 times as much.
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Those 1931 imports will naturally go to European countries where
there is no discriminating tax and back up just that amount of gasoline
ordinarily exported from here, into the American market. Or, the oil
may be imported here as crude, the gasoline and fuel oil extracted, and
all exported, receiving the drawback.

However it works out, those four items will produce no revenue
at all.

But even assuming they will produce the one-half of I per cent of
the total needed revenue calculated, the not result is a deficit.

And mark what I amn about to say, gentlemen, as something excep.
tonally worthy of consideration.

The American Government is the largest consumer of all oils. In
fuel oil, gasoline and lubricants, the Government uses, according to
the Oil Conservation Board, 20,000,000 barrels a year or 840,000,000
gallons. Our Government buys in the open market. It pays the
price the public pays. Proponents of this tax admit prices will go
up, by the amount of the tariff for crude and fuel oils. Their argu.
meant that gasoline will not also rise is baseless and is belied by the
rise in gasoline price that has already been posted since this schedule
was passed by the House.

On the 840,000,000 gallons of all oils our Government uses, it will
pay an increased price of at least $8,400,000 every year-an addition
to the deficit. If by an economic miracle the gasoline schedule
produces $5,000,000 as estimated, we still have a deficit of over

3,000,000 as a result of this section of the revenue bill. What addi.
tional tax can we impose to make up this deficit?

We are therefore considering, in a bill intended only to produce
revenue, a measure to create a net deficit, however, we look upon it.
This should go into some bill for outgo, not for income for our
Government.

So much for the propriety of this measure as a revenue producer.
It simply is not that kind of a measure with reference to fuel oil, or
gasoline or crude.

It is also because of the sure effect of this measure on the American
public that I oppose it. It should be opposed by all members of the
committee.

The increased cost to the industrial, motorilg, house owning, and
farming public will be-if the effect admittedly desired and pre-
dicted the proponents, and already indicated by higher fuel oil
snd gasoline prices, eventuates-over $300,000,000 every year.
Increased cost of gasoline, 1 cent on 15.88000,000 gallons- -... -$158, 853,000
Increased cost of fuel oil, 1 cent on 14,642,960,000 gallons..... 146,429,000

The total increased cost, therefore, is (per year) .......... 305, 282,000
Right now, when all industry is stagnant and prices are at the

lowest for years, when the 25,000,000 motorists are put to it to get
the small change needed to buy their daily gasoline supply, when our
farmers can not pay their taxes, is no time to penalize them all for the
supposed benefit of the one industry that has enjoyed a price increase
from depression low, an increase of from 90 to 800 per cent. Oil is
going up-has been going up since last August, and every other
commodity, especially farm produce, is down to bedrock. Why
further penalize all of us for the sole benefit and privilege of the
sole industry on the upgrade. and still going up? The oil man's,
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prices are up. This tariff would tax us all for the further enhance-
ment of hil prices.

But it is not the producer in the mid-west who would benefit.
The record of hearing in the House contains a presentation by Cone
gressman Nelson of Maine, which you should all read, and which

Twenty major companies own 97 per cent of the 623,000,000 bar-
rels of oil in storage, and the stored oil is 70 per cent of one year's
supply. The $300 000,000 tribute on the public this measure imposes,
will go direct to those companies in unearned increase in inventory
values. No wonder they do not oppose this measure.

The tariff umbrella will enable them to raise their prices, as they
have already (lone. They control the pipe-line transport, the refin-
ing and the service station outlets, ard produce about half of all
the oil. They need no help; but the proceeds of the tribute set up
by this measure goes right to them, and not to the so-called inde-
pendent who, however innocently, are here working for further
privilege for the major oil companies.

What wonder Mr. Gallagher, the new president of the Consolidated
Sinclair ond Prairie companies stated publicly:

That he favored the proposal to levy a duty on foreign oil and thought that
if it went through the oil market wotild ben~flt temporarily at least. (New
York Sun, March 23, 1932.)

And what wonder that Mr. Sinclair himself has publicly stated:
I voted for the tariff on crude oil importations and am definitely In favor of

a high rotective tariff on oils. A tariff would help, as anything that would
reduce thie supply would naturally strengthen prices and create a greater demand
for American-produced oils. (New York Sun, November 19, 1931.)

There is frankness. The majors want the public forced by a
tariff to pay higher prices so they may profit. We all would enjoy
that privilege, but it is the expense to the public to which I object
and to which I believe the committee will or should object.

The State of Maryland alone will lose or pay up $10,000,000 of
this tribute-twice the maximum of so-calledrevenue estimated.

The farmers of the country will pay $38,000,000 of this gross tribute
on the 3,800,000,000 gallons of gasoline alone that they consume.

We all will pay. The major companies will profit, the Government
will lose, and our oil supply, now estimated as good for a scant 19
years if intensively produced, will be the sooner depleted, leaving us
to the tender mercies of European and Asiatic oil enterprises for our
most important fuel.

To summarize-this tariff in a revenue bill will, then, produce no
revenue, according to our Government agents and experts; it will
increase the national deficit, according to our own revenue experts;
it will burden the public-conceded to do so by those who advocate
the measure; it will enrich the major companies that need no help.
The facts prove this point; it will hasten the depletion of our own oil
resources; a fact that needs no further argument; it will stir up a
maelstrom of tariff haggling when we can least afford delay in the
important matter of balancing the Budget.

In the few moments that remain, I would like to insert in the record
book valuation and estimated quantities of crude and refined oil
inventories, which shows that the 32 large companies have now in

Sol
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storage and in their pipe lines nearly a year's oil supply, and that they
will be the beneficiaries of this increase in price.

(The tabulation of book valuation and estimated quantities of
crude and refined oil inventories is here printed in the record in full
as follows :)
Book valuation and estimated quattities of crude and refined oil inventories, showing

approximate distribution of oil stocks among companies listed below
IData n of December 33, 130, unless otherwise noted)

Actual value- ercent- sln~
Company ton asr age of inbalance shets puiro" 00 to9ge

1'r centstandard Oil Co. of New Jersey -. --.. -.......................... V ,345SMo I0) 1030,144,00011 lar Oil (Io, of New York-----------------------.. . 130, 707, 00l 11.5 74, 083, 000Tau ""xas ('orporaton .............. ................... 123, 411, 0il 10.4 81, 71,000St~mndrd O11 o. of Intlana..--.-----------.-........... 117, 198, WO as 0O, tit), 000Prairie )il and 0s Co ..................... ..................... 69,978,535 &1 38, 04o,000(Olt Oil ('., of Pet-------------------............... , 02944 .8 0, 102, 000Standard )il Co. of California .................................. 6, 12, 38 4.0 30, 679. 000V cuum Oil Co ................................................ 48, 342, 115 4 2,00, 0008.oil Union Oil Corp . ::::-.......-.................... 47,471,046 4.0 26,420,00
Union Oil Co. of Caifornia ........................... 38, (Hf, 112 3,2 I, 185,000Tidewater Associated Oil (od ................................... 36,7,4 44 3. 1 20,412,000Ohio (il CoI ...............''.. ............------------------- - ,37V0,42 2,5 10, 31l, 000Atlantic Refining Co.i .4CIt artolo .'..e~ ...... ......t~o': * ............. 132,R43 14 15.,fibs, 000
inair Cousolidated Oil orporation-- -................. ... 24, 085,948 2,0 13,405,000('ontlaental 011 Co .................................... ..- 22. 4 1.0 12 07,000S 0un 01 ................. ................. ............ -- 13,1720, 3.2 7,03W,000Phllips Ietroleum ( o ...................... . 1..... 13394, 764 1. 1 7. 4M, 000California 'etroleum o ..........................................- 13, 4, 404 1. 1 7.349,000Pure Oil Co.* .............................. -. 12.334.602 1.0 61,14,000South Penn Oil Co...........'- --------- ..-.-------------- 0,897,020 .7 . 08 ,,o

................. 95. 7 -..........

Richfield Oil Co. of California' I .......- 8322,377 .7 4,431,700Mid-Continent Petrolem Co---------------------------.. . 78,223 .04 4, 8. 000Standard Oil Co. of Ohio I ............'------------------. 7,818,708 411 4,073,000Pan Amrian Petroleum & Transportution C' ................. 0.880,949 7 7,30, M0Btondqrd Oil Co. of Kentucky .................-.-.-............. 5, 780, 4:13 .48 3,189,000jiprsdall Oil Corporation ' ...................................... -5,38,516 .4 2. 9#Z 000lio Grande ?il O ......C..o-- ..-..-------- ................... . -4,474,007 .37 2,490, 000
Sims4--~ --- -- -- -- -- 2,8806 .28 1,493,000Stan~,ard Oil Co. of Nebras*ka'--------------1,047,374 .08 6W,400Standard Oil Co. of KN s -- .................................... ,029 .07 477,000imehVl Petroleum Co .. ...................................1 .00 3,000

2,40, 74 .02 103, 000
WM rt Franklin Petroleum Co ...................................... ,0,0 02 1631 00

....... ........ 4.3-- -----
Total of 392 companIs above .............. ................. 1, 190, 10, 002 100.00 00, 870 000

'Includes merchandbe Inventories,
As of June A 1031.
As of Mei. 31, 1931.* Fiure for Pan American represent actual valuation and quantities of oil stored in United States, butnot stocks held in foroli countries.

Nal.-Valuatons are actual figuret+ as per balance sheets front Poor's MJanual. Caiculatiqot o barrelsI sorage is on the asumption that thes cornp ante held 100 lmrcat of all stock as+ reported by UnitedStatesBumeu of -Mines at tDoeer 31,+ 13. Actual b arrael figures are inl moat sa unavailable.The figure in thle third column my theefore be greater or less than the actual stocks held by arany of thecompanies listed,

Oil in storage in the United St ales at Decemuber 81, 1980
(U. S. Bueau of MInes)

Crude oil ................. . ................. ...... w................................... 31% , 0 00
soll neltdin natural ...................................... ............... 41

Other lned jrodur ..................lus.............ks---.-..........-----------------. l : , 0,oTotal liquid stocks ... ................................................................... W , $ 0, =30
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Senator'TVDINos. Also a table showing in the United States thecruie petroleum production by districts, which shows the amountthe production has dropped ot during the depression. Theo greatestdecrease is 17 per cent fn the California district from the year 1027to late. While the :inrorted oils have dropped off 19 per cent. Sothat the importation his declined more than our local production.(The table showing in the United States crude petroleum produc.tion by districts is here printed in the record in full, as follows:)

United States crude petroleum production, by district
_____ _____ (Dhrols of 43 gadlons)

Eutern I Mid-Conti- cCkn Cnents Gulf eout I ou T__, CI(oarn l 011)
0..................... ,44,000 4,067,000 56%000 30, 000 233, 1K 0W 71,788,00010- ................... 3 , 000 884, 2M002 .4017k M 11000'44K 00 2, I, 00S0, 811, 000 91,867,000193............... 4,ooo M1.447,000 6,87o 000 20,2,000 M ',,000 106,01930 .. ................. . 46, O K O D 0 0 220WM , 0 18 t , 0 00191 ...................... 41,095000 642,814,000 87'794,000 19,742,000 188,83K000 ,OW0OO

Off 10% S1r centPenl193,r *T Yvnt In z9031,U, :g lpe ent In ent -nl, ft411 0 mr cent In -31, 19 per cent in 1 1:..,Figures from Dureau of Mines.

Senator TYDINOS. I would also like to insert a table showing acomparison of domestic production of crude petroleum with importsof crude petroleum and refined petroleum products from 1929 to 1931,This shows that in the United States last year the percentage ofdecrease was 5.32, while the percentage of decrease of importedcrudes was 18.50-over three times as much.
(Statement showing comparison of domestic production of crudepetroleum with imports of crude petroleum and refined petroleumproducts, 1929-1931, is here printed in the record in full, as follows:)

Comparison of dome production of crude petroleum with imports of crude petroleun
and refined petroleum products, 19*9-1981

(Barrels of 42 gllons)

Tota domestic )Pentme t 'Imports Percentageproduction teas roen docrjse tageyou ofcrude under ereo petroleum nr.petrol e um preceding under Ianrfe d deg 1r
products

1 ................. i,12,000. o 0o.... ..............
0t01 .................... 108. 10S.o8,5 a8 106,018,000 1 i' ii1061 .................. 0, 281, 000 &132 1150 60000 1&0 so...

Figure from Department of Commeroe.

Senator TYDINOS. I would also like to put in the tank-wagon pricesof gasoline for various cities in the country, which table is self-ex.planatory and which I will not detail further here.
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iStatement of tank-wagon prices is here printed in the record in
full, as follows.)

TantwVagon pie of gasoline (acueive of La)

(Price in steet January 4, t932 as posted by principal marketing companies)

MW-wkStUn 017135

Des Moines, iowa .........
Davenport, Iowa ............
Sioux City, Iowa- .. ..
Mason City, Iowa ............
St. Louis o............
Kansas aity, Mo -........
Wichita, Kans ....... ..
Omaha Nebr ................
MoCook, Nebr ...............
Norfolk Nebr ................
North Platte Nebr ...........
Soottsbluff, Nebr .............
Muskogee, Okia ..............
Oklahoma City, Okia.......
Tulsa, Okla ..................
Little Rock, Ark ..............
Fort Smith, Ark ..............
Texarkana, Ark ..............
Dallas, Tex ..................
El Paso, Tex .............
Fort Worth, Tex .............
Houston, Tex ................
San Antonio Tex
Alexandria, La
Baton Rouge, La .............
New Orleans, La ..........
Lake Charles, LA .............
Shrevetort LaLafayette, £..........

9.9
12. 8it. 1
12.5
11.4
11.9
10. 8
10. 9
11.0
12. 75
13.75
13.o

10.0
10.0
12. 0
12. 5
10. 0
11.0
12. 0
11.0
10.0
10.0
8.5

12.0
& a

10. 5
12.0
12.0

Average of prices for Mid-
Western cities ........ 11. 12

EASTERN CITIES

Augusta, Me.................
Manchester, N. H .............
Burlington, Vt ...............
Fall River Mass..........
Boston M'ass............
Springield, Mass......

orcester, Mass ..............Providence, R. I ..............
Hartford, Con.........
New Haven onn ............
Albany, N .......... ...

12. 8
11.4
13.3
9.0

10. 5
11.6
11.3

9.5
12. 5
12. 6
11.6

SASTURN ClTIs.-continued

Greater New York City:
Boroughs of Manhattan,

Bronx, Queens, and 1ings. 10. 3
Borough of Richmond . 10. 7

Atlantic City N. J-------- 12.7
Camden, N. 1 --- 11.8
Newark, N. J ................ 11.7
Trenton, N. J-------- -... 12. 2
Allentown, Pa-. .......... 12. 0
Philadelphia, Pa .............. 11.0
Scranton, Pa ................ 12, 0
Annapolis, Md ............... 12.2
Baltimore, Md ............... 11.4
Cumberland, Md ............. 13. 2
Hagerstown, Md ............. 11. 5
Dover, Del .................. 12.0
Wilmington, Del .............. 12 0
Washington, D. C ........... 11.9
Danville, Va ................ 13. 0
Norfolk, Va.........1.... 51.
Petersbur, Va ............... 12.5
Richmond, Va- ... 1148
Roanoke, Va--------------13.2
Charlotte N C .............. 1.5
Hickory . C ... . ....- 13.8
Mount Airy, N. C---------13. 7
Raleigh, N. C ............... Is* 4
Salisbury, N. C ............... 13.7
Wilmington, N. C. .-.. ..... 11. 6
Charlegon, S. C .............. 11.5
Columbia, S. C ................ 134
Spartanburg, S. C ............ 13.7
Atlanta, Ga .................. 13.0
Augusta, Ga --- _----------- 14. 0
Brunswick, Ga- _---------- 13. 0
Macon, Ga .................. 14.0
Savannah Ga ------------ 13.0
Jacksonville, Fl.-----------13.0
Miami, Pis .................. 14.0
Pensacola, Fia ................ 12. 0
Tampa, Via .................. 12. 0

Average of prices for
eastern cities ......... 12. 21

'Prices taken from National Petroleum News of San.6, 1Q32.

Senator TYDIKoS. I would like to put in the record the comparative
statistics showing all imports and all exports of oils, and the price in
connection with the same by months.

(Table giving comparative statistics of imports and exports of oil,
1930, is here printed in the record in full, as follows:)
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Comparative etatilstic
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Average Uited East ToaVie r Ipotti et##po production
Month wJ ff lo g;o I t d iy jtIuo erodet ?n

01uu *h elp y rne o. dally svoel
Ited' 373 i daily avvr estateate so

Barrl. Barrle Jnerrie
])ally average, 10 0 ........... .. .... $i.AM 4 M9, 3M 4 ,000 ............

29*1
inunry ... 6....1.211 250.228 2,129,00........

lerury..................3.187 274.821 2,100,0WO 24,000March....................................062 250,38 2,239,000 93,000
..I. 23,538 2,437, 000 21,00
.839 237,090 2,489,000 30, 000
...4 212,038 2,04,000 343,000July----------------------------------------..044 220.28 2,815,000 3I%,000

iuut-----------------------------------.......... .7356 191,200 2.07, 000 4110, 000
to e tp....r ..................................... . 82o 229, 000 2,121,000 343.000

S..848 25, s0 2,37,000 414,000
November---------------------------------.. .880 20, 1no 2,428,000 397,215
De.ember--------------------------------.88. W2 2*2,339 23 ,0W 3. ,000

I From Oil, Point, and Drug Reporter--Weekly Price Average. All other figures from bureau of
Mines.

Senator TYDIN OS. Also a comparison of production of crude petro.
leum in the United States with production of crude petroleum in
Mexico and Venezuela, which table is self-explanatory.

(Comparison of production of crude petroleum in the United States
with production of-crude petroleum in Mexico and Venezuela is here
printed in the record in full, as follows:)

Comparison of production of crude pstroleum in tel United Stals with roduction
of cmd peroeum in Mw and Vensueta, 190-l98, indunse

[Barrel of 42 galoul

Total Duen Pon9Of

--------............-.......... , ..
191-------------. . .. 1,000 4. .70,000

Ztnfco:o l:: ::::::::::::::::::::::::::::: ............... OR& 811.0 ........... ............. ...............
3080--- ............................. r - -- - 3 . ........... 1..1931-------------------2?5O 0747 W 17.0

otl Innst (+ Pat aint of In.
Total orde c6. reas(+) or

Venezuela:
1929----------------------137,4M ............

9167,875,00 +=, o00 -611131.. 1160000 -21,495,000 1

United States figme from Bau of Mines,
Meslan fgures 10M frm B uu of Mines; 10 1 oflal MexIan figures with November unofficIal

I, December estimated
Venenuelan figures 1919-0 from Bureau of Mines; 1931 figure from O'Shaughneasy's Oil Bulletin.

Senator TYDINGS. And finally, to read several lines from the hearing
yesterday in the testimony of the Secretary of the Treasury [reading:J

Secretary MILts. Senator Bull, you have no iluslons-i know some people
have, but you have none-as to the character of the two items in this bill.
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Senator HULL. I was Just hoping that I had not,
Secretary MiLLs,. I certainly have not. They are not revenue meaure,

They are protective tariff measures.
Senator Sow8r~ao, Would not they raise some additional revenue, Mr.

Secretary? We are framing a bill for the purpose of curing additional revenue.
Secretary MiLts. Not cafare, though, Senator.
That shows what the Treasury Department thinks of this provision

as a revenue measure.
I thank you.
Senator Gon. Mr. Chairman, I ask leave to insert at this point

an estimate prepared by the Independent Oil Producers Association,
showing that the House rates would raise revenue amounting to
$42 000 000

Tle CHA;RMAN. It may be put n the record at this point.
(The estimate prepared by the Independent Oil Producers Associa.

tion, presented by Senator bore, is here printed in the record in full,
as follows:)
Potential revenue from imports of petroleum and its products based on average for

the three years 19*9, 1030, and 1981

Crude oil, 2,686,367,888gallons at 1 cent ............... $26, $68, 678
Fuel and gas oil, 1,002 734 384 glallons at 1 cent ............... 10,027348
Gasoline, nahlh ana other flnlshed light products, $51,849,414gallons at Icent....................... 50813,494

Total ....... ..... 41, 904,51s
The United States Tariff Commission reports a diffeential of $1.03 per barrel

between domestic and foreign production costs. The addition of an excise tax of
42 cents per barrel, therefore, would not constitute an embargo and should not
decrease these estimated revenues in any marked deee.

The sections of the present revenue bill providing (or the exeis tax on foreign
petroleum products should be amended to include the following which would
prevent evasion through false declarations and would also add a substantial
amount to the revenue receipts.

Tops and other refined distillates, 2,717,534 gallons at 1 cent----. $27, 175
Kerosene, 8,873,994 gallons at 1 cent ----------------------- 88, 739
Lubricating oil, 1,339,848 gallons at 4 cents .................... "58, 881
Paraffine and petroleum wax products 46,928,711 pounds at I cent.. - 489, 287
Natural asphalt, and petroleum asphalt and bitumen, 73,770 long tons

at $2 .............. ........... .................. 147,540
Total ------------------------------------- 786, 322

Amendment of the bill to impose a tax of 3 cents per gallon on gasoline would
produce a total revenue of $16,340,482 Instead of only $8,518,494.

STATEMENT OF C. B, AMES, REPRFSENTING THE TEXAS CO.

Mr. AMES' Mr. Chairman, and gentlemen of the committee, I am
one of the' directors of the American Petroleum Institute, and also a
director of the Texas Co.

Senator Ra,,E. What is the American Petroleum Institute?
Mr. AMEs. I will state that in a moment, Senator.
There are three proposed taxes on domestic petroleum before your

committee. Two of them are embodied in the bill as it passed the
House and the other in the Treasury proposal. In the -bill which
passed the House there is included a tax of 4 cents per gallon on
lubricating oils, estimated to yield a revenue of $35,000,000; a tax of
8 per cent on the transportation charge of oil transported by pipe

$96
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line, estimated to yield $20,000 000; and in the schedule submitted
by the Treasury for your consiAeration there is included accordingn
to the press) an item of I cent a gallon on the domestic consumption o
gasolife, estimated to yield $165,000,000. These three items-involve
a total additional tax of $220,000,000 or approximately 22 per cent ofthe entire amount which it is proposed to raise by the emergency levies.
This enormous burden upon an already overburdened industry is a
threat which has aroused the entire industry.

The American Petroleum Institute believes that it speaks the
unanimous voice of the entire industry in opposing these taxes, or
My of them. The institute is a national organization with a inem-
bership of about 3,700 individuals who are connected in important
positions with practically every producing, pipe line, refining, and
marketing company in the United States. This membership includes
many of the important executives of local or regional associations
such as the Independent Producers Association of America, the Mido
Continent Oil & Gas Association, the Rocky Mountain Oil & Gas
Association, the California Oil & Gas Association, and others. We,
therefore, in speaking for the institute believe we speak for the entire
industry.

We wish first, to point out some general objections which apply to
all three of the proposed taxes. After this, we will state some par-
ticular objections applying to each one. At the outset, we make the
bold statement that the petroleum industry at present is burdened
with excessive taxation and pays taxes both beyond its ability to pay
and beyond its fair share of the cost of government. The three great
oil-producing States are Texas, Oklahoma, and California. Of these
tree States Texas is the greatest and produces approximately 40

er cent of ail the crude oil produced in the United States during 1931.
We therefore take the taxation of the industry in Texas as typical of
the tax burdens which we bear. In that State we pay the Tollowing
taxes:

(a) A tax of 2 per cent of the gross value of the crude oil at the
mouth of the well.

(b) An ad valorem tax on all the physical property used in produc.
ing this oii.

(c) An ad valorem tax on the leasehold interest of the producing
com pany whether the lease is producing oil or not.

(d) Ad valorem taxes on allrefineries, pipe lines, terminals, bulk
stations, and filling stations. In addition, in many of the States
which are passing chain-store legislation, our filling stations are in-
cluded in the chain-store tax. That is not true, however, in Texas.

(e) The volume of this taxation in Texas was recently stated by a
contributor to the Texas Oil Weekly as follows readingg:

It Is probable that few States or nations derive so large a proportion of their
public revenue from perhaps any product of one business as Texas draws from
those In the oil industry. Ad valorem State taxes paid by the oil industry last
year amounted to $4,768,000, which was more than one-'sixth of all State ad
valorem taxes. li, produ t on tax totaled $6,371,000, which was more than
one-half of all gross receipts aad occupation taxes collected by the State. In
addition, the oil industry paid $807,000 in miscellaneous State taxes, bringing
this total contribution to State tax revenue to $11,946,000, without counting the
gasoline tax. It also paid $15,000,000 in local tax's, including city, county, and
school taxes. The gasoline tax of 4 cents per gallon on gasolie sold within the
State amounted to $32,208,000, bringing the total of State taxes produced by oil

115102-8--.- !



398 "vastm ACT OF 1oss
to $44,154,000, and the total of State and local taxes to $89 154,000. Counting
the gasoline tax the oil Industry pai4 6.8 per cent of the total State revenue fromtaxaton.

When one industry in a great State like Texas, with such vast anddiversified resources, pays 56.8 per cent of alt the cost of State andlocal government, no further argument is needed to show that thisindustry is already overburdened with taxation. And Texas istypical. Other oil-producing States do not have exactly the. same
system of taxation, but they do not differ in many particulars.

One other thing we wish to say by way of objection to any further
discriminatory taxation aganst this industry. The impression seems
to prevail that the petroleum industry is so prosperous that an addi-tional tax of 50,000,000 or 200,000,000 is immaterial. We would be
delighted if this were true, but, unfortunately, we are losing money
instead of making it. The following table contains a brief statement
of the 1931 operations of a number of petroleum companies which
,were available up to the first of this month.

I am tempted to read that list, if you will bear with me while I do
it, because it is illustrative of the general condition of the petroleum
industry. (Reading:]

PETROLEUM INDUSTRY NARMING8, 1931, COVERING MAOR COMPANIES, PROM
REPORTS ISSUED TO APRIL 1, 10 2

Amerada Corporation, with an invested capital of $45,778 21. lost $1,701,848,Atlantic Refining Co., with an invested capital of $11W,884,728, showed aprofit of $518 458.
Barnsdall dorpo ration, with earnings adjusted for crude and refined oil stocksto lower of cost or market# with an invested capital of $91,050,418, lost$8832727.of 1 ee Pipe Line Co., with an Invested capital of $25,881,724, showed a profitof $915. 48.
Continental Oil Co., with an invested capital of $277,337,209, lost $10,683 81Empire Gas & Fuel Co.-earnings adjusted for crude and refined oil stocks tolower of cost or market--with an invested capital of $215 105,968 lost $2,986,592.Gulf Oil Corporation with an invested capital of $599 640 431, lost $23 670,052.Houston Oil Co., witl an invested capital of $58,449,R7 lost $386 48.Humble Oil & Refining Co., with an invested capital of $283,023,76, showed aprofit of $2 76,092.Ohio Oil bo.--earnngs adjusted for crude and refined oil stocks to lower of costor market-with an invested capital of $367,952,707, lost $9 884,188.* Pacific Western Oil Corporation, with an Invested capital of $21,120,475, lost$903,124,
Philli Petroleum, with an invested capital of $241,467,506, lost $5,870,409.Rio drnde Oil Co., with an Invested capital of $51,268,857 lost $2 476,499.Standard Oil Co., Kansas, with an Invested capital of $12,064,843, lost$818,818.
Standard Oil Co., Ohio, with an invested capital of $869,051,848, showed a profit

of $2,359 173
Sun Oh Co., with an invested capital of $107,165,983, showed a profit of$8 107, 147%We' Tek" Corporation, with an invested capital of $668,401,809, lost

$9,084,478.
Texas Pacific Coal & Oil, with an invested capital of $85,806,417, lost $1,418,

286.
Union Oil Co. of Califrnia-earnings adjusted for crude and refined oilstocks to lower of cost or market-invested capital $827,174 803 lost $4,863,88 .Simms Petroleum Co., invested capital, $26,309,186, lost $2 ,1,222.H. T. Wilcox Oil & Gas Co., with an invested capital of $24,847,584, lost$1,009,783.
§kelly Oil Co., with an invested capital of $83,272,811, lost $2,117,110.
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The total of these listed shows that they have an invested capital

of $3,807,250 668 and that their consolidated earnings showed a loss
of $73,540,15, or 1.03 per cent.

Senator Couzmzs. Might I ask you at that point how you arrive
at your capital invested?

Mr. AMEs. Capital, surplus, and reserves.
Senator Couztes. All put in in cash?
Mr. AMES. All put in in cash, in the case of my own company. I

can not speak for the others.
The CHAIRMAN. That is not the case, though, generally, is it, Mr.

Awes?
Mr. AMES. I beg your.pardon?
Tbo CHAIRMAN. That is not the case generally.
Mr. AMES. I think it is the case quite generally with these com-

panies named. I think this invested capital represputs actual money
invested in the corporation, part of which, of course, would be out of
earnings, not all paid in by the stockholders.

Senator RE. You mean cash contribution, the accumulated
earning?

Mr. AMES. The accumulated earning.
Senator REED. Accumulated in the business.
Mr. AMEs. Yes; plus the amount paid in for the capital stock of the

corporation. This is a cross section of the industry, and there is no
doubt in my mind but when all 1931 statements are available it
will show a consolidated loss for the entire petroleum industry that
reports earnings statements. It is obvious if you add anything to
this you are imposing a tax on capital. It can not be anything soe
but a capital tax, when the industry as a whole is losing money.

Senator Cousms. You do not know of any company that ha any
write ups i these capital accounts, do you?

Mr. AMiES. There are some companies-I de not know which they
are-which at one time wrote up discovery value when they found
producing oil on a lease which had cost them little or nothing. That
is not true, however ,of the principal companies here. It ia not true,
for instance of the Iexas Co. -

Senator douZExs. They never write up anything at all?
Mr. AMES. Never wrote up a cent for discovery value or anything

else. The invested capital is the money invested, in our case, by
the company.

Senator CouszNs. Does that include adding to the capital all the
money put into dry holes?

Mr. AMES. That is expense. That is deducted from earnings.
Senator COUZENS. That is not put into capital account?
Mr. AMEs. That is not put into capital account at all.
Passing now from these general 0ijections which apply to any

further taxation on this industry which is not applicable to all industry,
I take up the subject of the gasoline tax, and assign the following
reasons why there should be no Federal tax on domestic gasoline.
My remarks are not addressed to the excise on imports, but purely to
the tax on domestic products.

The asoline tax is an important and necessary source of State reve-
nue and the States have already imposed a tax on gasoline far beyond
all reasonable bounds. The highway program of the States rests on
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the gasoline tax. There are more than 61,000,000,000 of State
highway bonds, the payment of which is predicated on the State
gasoline tax.

There is no possible excuse for a gasoline tax except for highway
uses. The gasoline tax was originally intended to improve the roads
and t was thought that as the automobile uses the roads, a gasoline
tax for road purposes was Just. The soundness of this principle has
never been challenged but the gasoline tax has increased so rapidly
and in recent times, the tendency to impose a gasoline tax for other
purposes has become so noticeable that the public is beginning to
demand an end of gasoline tax increases, a beginning of reductions,
and the exclusive use for highway purposes.

At present the gasoline tax in the various States ranges from 2 cents
to 7 cents a gallon. The average is slightly in excess of 4 cents
a gallon. During 1931, the average refinery price for gasoline in the
midoontinent area was less' than 4 cents per gallon. The gasoline
tax, therefore, is now equal to 100 per cent of the value of the product
in the hands of the manufacturer.

I passed around for the consideration of the menibers of the conhnit.
tee a chart which will show the growth of the gasoline tax. The top
line shows the price of crude oil over a period of years; the bottom
shows the price of gasoline, and the space between the two lines shows
the growth of the gasoline tax.

Senator GORE. That is the price of the gasoline at the refinery or
the filling station?

Mr. AMES. At the refinery; and vast quantities of gasoline in
Oklahoma were sold by the refineries last year for less than cents a
gallon.

Senator GORE. And some a good deal less; some less than three.
Mr. AMES. Some about two and a half.
Senator GoRE. Yes.
Mr. AMES. I have distributed also to the members of the committee

a pamphlet showing the stht.ments that were made to the House
Ways and Means Committee, on pages 22 and 23 of which you will
find a history of the gasoline taxation.

In 1919 the first gasoline tax was passed, and by 1931 there was a
gasoline tax everywhere, going up as high as 7 cents in two States.
I would like to have that table shown on those two pages inserted in the
record, if the committee will permit.

The CriAIRMAN. Without objection, it will be done.
(The table presented by Mr. Ames is printed in the record in full as

follows:)

AAA
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Senator GORE. Judge, did casing-head gas get down below 2 cents?Mr. Aus. Casing Iead gas got down below 1 cent.
Senator Goun. That is what I thought.Mr. AmEs. It got down to a point where they could hardly give it

away.
Senator Couuvxs. As I understand the position you are taknIt is that the gasoline tax reimburses the Sates for all the capitalthey invested in good roads,
Mr. AMNIS. Yes, sir.In 1931 the total gasoline tax paid in the United States was $549,-150,000. During the same period the total crude oil production w ta850,275 000 barrels. The average price received by t e producer forhis crude oil was 07 cents per barrel.
The CHAIRMAN. Is that net?Mr. AMES. That was the weighted average gross that he received

at the mouth of the well.
Senator GonE. That aggregated how much in dollars?
Mr. AMES. I have not it figured, Senator..
Senator Gois. It would be about two-thirds of your total?Mr. AMuEs. About two-thirds of the 850,000,000 or about five orsix hundred million dollars.
Senator Gout. Yes.
Mr. AMES. The gasoline tax, therefore, when related back to thecrude production, was equal to 64.5 cents per barrel, with 67 cents a

barrel for his crude.
Senator Gout. That makes the point.Mr. AmEs. Put in another way, the oil industry received 67 centsper barrel for its crude production, and by the time the refined productwas put into consumption, there was added to it 64.5 cents perbarrel, under the name of a gasoline tax. The States, therefore,receive a net revenue from the petroleum industry of 04.5 cents perbarrel on the total crude produced as against a gross revenue receivedby the producers of 67 cents.Senator Gout. And a good deal of that was produced at a loss?Mr. AMES. It was practically all. The average cost of producingcrude, according to the Tariff Commission, was $1.09 per barrel atthe mouth of the well, so that the average producer lost 40 cents abarrel on his crude during the year 1931, on all of it, on an average.The only producer who made any money in 1931 was the man whohad the flowing wells, the flush pools.
Senator Gor. The prices down in east Texas got as low as 10

and 15 cents a barrel.
Mr. AMES. Got down to 10 cents?
Senator Gon. Yes.
Mr. AMES. In Oklahoma got down to 10 cents. Thirty-six gravitycrude in Oklahoma got to 18 cents. When other taxes are addedto the gasoline tax, the oil industry paid during 1931, more than 100per cent of the total value of its crude oil production.
Senator CouzENs. I hardly see how those figures have muchrelation to each other, when it is considered the gasoline taxis forroads and other activities and for the use of motor cars.Mr. AMEs. It shows the burden on the oil industry as a whole hasgotten to the point where it is almost confiscation. It has certainly
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reached a point where taxation has taken from the industry more
than the gross value of its crude product.

The CHAIRMAN. You lost 40 cents a barrel last year, you say?
Mr. AMES. Crude was produced on an average of 40 cents less than

cost.
The CHAIRMAN. Less than cost?
Mr. AMES. Yes.
The CHAIRMAN. And how many barrels were produced?
Mr. AMES. Eight hundred and fifty million. That is a loss of over

$320,000,000 on the average.
The CHAIRMAN. What did you do; borrow money?
Mr. AMES. Senator, I heard a question asked at lunch that in a

way answers your question. I do not mean to introduce levit , into
this discussion, but the question was asked of an oil producer, what is
the difference between a major company and an independent? His
answer was that the major company is broke, but the banks Io not
know it, while the independent does not know he is broke, but the
banks do. [Laughter. The simple fact is that there is not anybody
in the oil industry making any money. They are hanging on by
their teeth. There are more than 50 oil companies in the hands of
receivers to-day.

The CHAIMAN. It seems to me that if you lost $320,000,000 last
year you at least, would not produce any more than there was a
demand for, at a reasonable price.

Mr. AMES. I wish I had time to discuss that subject, Mr. Chairman.
The CHAIRMAN. Never mind, if it is going to take any time.
Mr. AMEs. The only reason oil is being produced as abundantly as

it is is because when a man has got a 10-acre lease in a pool and drills
a well in it, everybody else has got to do the same thing or see their
oil taken from under their land by what is beginning to be thought in
the industry as theft.

The CHAIRMAN. I would rather have it taken than lose 30 per cent.
Mr. AMES. That is the only oil that is being produced at a profit,

The oil from wells that are flowig i the only oil that i being pro.
duced at a profit.

Senator CoziNrs. Then you do not charge any of this gasoline
tix to the motor-car industry at all; you charge it all up against the
oil industry, is that it?

Mr. AMs. If you look at that chart you will see that while the
user or consumer pays the tax, the price, plus tax, has been going
down, and it is now cheaper with the tax than it was without the tax
a little while ago.

Senator Cousis. You assume then that the gasoline tax influenced
the low pride on the crude?

Mr. AME. Yes. I assume that it does, to this extent: The crude
is being crowded into an unwilling market. Taxes are being piled
up on it. The producers of the gasoline, in order to sell their product,
keep cutting the price, and the result is that while the purchaser pays
the tax, the gasoline plus tax is being sold for less than the gasoline
without a tax a few years ago. ithe Price of gasoline was as high
now with the tax, as it was in 1919, without the tax, there would
not be half as much consumed. So It is the low price which makes
the consumption possible.

AAA
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Gasoline consumption is already on the decline. It would be
declining much more rapidly were it not for the fact that gasoline
itself is so cheap that the exorbitant taxes still leave it selling so
reasonably.

Senator GonE,. A year ago, if you remember Judge, when crude oil
was selling at less than a dollar, gasoline was selling at'about the same
level at which it sold when crude oil was $3.

Mr. AMis. No. In 1920 when crude was selling for $3, gasoline
was selling for 32 cents. (See chart.)

Senator Gonm. It was 18 cents.
Mr. AMES. Yes. A year ago; 18 cents includingtax.
Senator GonE. I do not know what the figures show now.
Mr. AMts. Now the gasoline is a little over 13 cents on an average

of 50 cities not including tax.
Senator bORE. It. soldat 18 plus when crude oil was $3 a barrel.
Mr. AMES. No, it sold, Senator, at that time for-well, the average

was 32 cents in 50 cities in 1920.
The CHAUWAN. What? Gasoline?
Mr. AMie. Gasoline.
The CnAtIMAN. What time was that?
Mr. AMES. That was in the year 1920. You will see it on the chart

before you. The average price in 50 cities was 32 cents.
Senator Couzimcw. Then your assumption is that if there had been

no tax on gasoline, the levels of the crude would have been higher?
Mr. Ames. Yes.
The CHAIRMAN. I never paid that much for gasoline in my life.
Mr. AMie. That is the record, Senator. That is the average of

50 cities.
I am goinse to read a list of the States in which the consumption of

gasoline decided last year and give you the tax in each State:
labama, 5 cents- Arizona, 5 cents; Arkansas, 6 cents; Georgia, 6 cents;

daho, 8 cents; Mississippi, 5 cents' Montana, 8 cents; New Mexico 8 cents;
North Carolina, 6 cents; North Dakota, 3 cents; Oklahoma, 5 cens; South
Dakota, 4 cents; Tennessee, 7 cents,

It is rather significant that the States in which the gasoline consump-
tion is declining are the States where the taxes are high. Another
thing to bear in mind in considering whether you are going to impose
any additional burden on this industry is the prospect for the future.
The industry estimates a sharp decline in consumption of gasoline
this year. The figures of automobile registration for the year 1932
are not yet available in any accurate form, but we have assembed the
registration figures for the state of Texas. In that State the following
figures are shown:

On March 25, 1931, there were 858,137 passenger cars; on March
23, 1932, there were 776,131, or a decrease of 82,006.

Of trucks, on March 25, 1931, there were 135,8V7; on March 23,
1932, there were 118,795, or a decrease of 17,102.

Trailers, on March 25, 1931, there were 11,956; on March 23, 1932,
there were 11,782, or a decrease of 174.

Motor busses, on March 25, 1931 there were 1,011; on March 23,
1932, there were 569 or a decrease of 442.

Motor cycles, on March 25, 1931, there were 1,965; on March 23.
1932, there were 1,519, or a decrease of 446.
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Therefore, in total, on March 25, 1031, there were 1,008,06o; onMarch 23, 1932, there were 908,796, or t decline of 100,170.Senator GoaE. That means from the lst of January up to those
respective dates.

Mr. AMIIs. Yes. That is the total registered for that 3-monthperiod. So there is a decline in registration in Texas of 10 per cent
this year.

I have a tabulation here which shows what it would cost a numberof States to add a tax of I cent on gasoline. This table indicates forthe States named the present gasoline tax, the estimated 1931 gtasolineconsumption, and the cost to each State of an additional tax of I cent.
[Reading:]

8... Present lost1 con. 191 con
st t II t uMptlon Extra cost stito Psulten mption Et reos(siae)I(esthinated)

Uth0 1,1uto,o $f110780 Wasll on... a 272, 008,000 $2, 72k 060Indiana ........ 481, 41, 100 81I,710 W Io n . C'1M# 3
forsylvania.. 3 1,0 i 02,000 1016020 Miltip1 ... 814 11t.2, 17000 81,52720

ohl ...... 3 , 401,i8 14,000 1A440 Georg a. : - 221, 893, 000 2.21,30e , 1. 84, O W,,000 P,3 1,840 M oon uk tts,. a ! 77,107000 5,7700
Connti ut ....; 4 as 2, 83,050 Tt,4... ....... 4 270 $0, 1 070

C0000ti'ut...1 2 24:0 : 63,o o0 0 W om, ...... 4 : 3,057',7,o0o00 3,o3,87o
Wlsoonn ...... 4 448, 49..... 4 170,.t1, 1 0400 , 70idaho ...... 5 89, M,000 597,8530 i Tennessee... ... I 214,,ft (10 2,143,60

Another thing about the gasoline tax which is a real problem inthe industry and which is causing very great and serious concernthroughout the United States is the problem of tax evasion. Wherea man can oyade the tax and save 7 cents a gallon there is a premiumput on ev.Adon and it has incited a new racket that we call Iboot.legging" in the petroleum industry. It has resulted in criminalprosecution in a .number of States. The industry is up in armsabout It. It is doing everything possible to cooperate with the Stateofficials to stop the evil. Any addition to that tax accentuateq the
evasion.

I now pass to some specific +1;,ections.,.Senator Gonre. Mr. Chairnaan1 I would like to reserve the rightto insert at that point, and exercise it later on if I decide to, a reportby an associate of Judge Ames, Mr. Hill of the Texas Co., after asurvey made in the various States indicating the extent to whichthis "bootlegging" prevails and how it has developed into a racket.The CHAiIUmN. That may be done.Mr. AMEs. The House Ways and Means Committee heard us onthe gasoline, tax and did not vote it. The statements that weremade before the Ways and Means Committee have been reprintedby us and placed on the desks of the Senators. Would it be possible,Mr. Chairman, to have these printed in your record?
The CHAIRMAtN. We have the House hearings.Mr. Amss. I would like, in all events, to lave pages 22 and 23put into your record.
The CHAIRMA!. That has been done, I believe.Mr. AMiss. And if any of you are interested in the House hearingon the subject, it has been reprinted here in convenient form for

your use.
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The petroleum industry had no opportunity for P hearing before
the House on the tax on lubricating oils. that was put in after
the hearings closed, and, therefore, this is the first time we have
been able to present our objections to a tax on lubricating oils to
the Congress.

The tax imposed by the House committee is 4 cents a gallon on
lubricating oils falling within ranges 20 to 70 of the Society of Auto-
motive Engineers' grades. The Society of Automotive Engineers,
as its names indicates is a society of engineers representing the
automobile industry. it s not a society representing the petroleum
industry. These viscosity numbers 20 to 70 simply mean so many
different grades of oil 20, 30, 40, 50, 00, and 70, indicating greater
or lesser viscosity. Twenty years ago there were no sich grades.
Of the lubricating oils made by the refining industry at that time
none would fall within these classifications. So these ranges are
arbitrary, advisable, and constructive, so that the oil industry can
make an oil which the maker of the automobile wants for his par-
ticular machine. They are suitable in different seasons of the year,
for different classes of cars, trucks, and so forth.

This tax of 4 cents a gallon on lubricating oils, as defined by the
House committee, is one which simply invites people to avoid its
payment. In the process of refining lubricating oils, in the main, in
order to get these particular grades, oils outside of those grades are
first manufactured and then-blended, so that your original manu-
facturer is not subject to the tax. If a consumer wants to do his own
blending, all he has to do is to buy the higher and lower viscosities
and mix them. If any one of the 200 000 service stations in the
United States wants to evade this tax, all it has to do is to buy the
product of the refinery outside of these grades, and then mix them
at the filling station and pay the tax if you catch it. But you are not
going to police 200,000 service stations.

Senator REED. The service-station man does not even need to
do that, does lie? He can put in a pint of one and then a pint of the
other and call it a grade.

Mr. AmEs. Certainly; he can mix it in the crank case of the car.
He does not need to violate the law at all. The estimated revenue
from tis tax is $35,000,000. There were about 20,000,000 barrels
of lubricating oils made in 1931. You can use almost any sort of oil for
lubrication. Of that 20,000,000 barrels, approximately 5,000,000 were
used in the arts, for printer's ink, and things like that, not used for
lubrication. Of the remainder, about 9,000 000 as made by th6 manu-
facturers fell outside of those ranges. So that it would not be subject
to the tax unless the man blends it, and why blend it when you are
penalized 4 cents a gallon for blending? That leaves about 6,000,000
barrels made at the refineries which would fall within these ranges
under normal processes of manufacture, and your revenue is 4 cents
on 8,000,000 instead of $35,000,000.

Another thin in connection with this tax is that great quantities
of lubricating oils are used in industry and are sold at from 8 to 12
cents a gallon. I imagine that the House in passing this tax was
thinking about the 25 cents a quart product at the filling station.
They were probably not thinking about industry at all. But the
tax on industrial oils will increase the cost from one-third to one-half.
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Typical examples of the effect of the tax upon manufacturers or
particular industries are as follows:

Railroads are large consumers of car oils and black oils for which
they pay approximately 10 cents a gallon. The tax, therefore, is an
addition of 40 per cent.

Street railroads are likewise large consumers of such oils costing
from 8 to 10 cents per gallon.

Cement companies, lumber mills, coal companies automobile
manufacturers are all consumers of large quantities of lubricating oils,
and the 4-cent tax would increase their burden approximately 50 per
cent.

Senator CouzaNs. Would they all come within these viscosities
you mention?

Mr. Aums. Some of them would.
The ordinary farm tractor uses a large quantity of lubricating oil,

It is estimated by sone of the oil companies that 25 per cent of their
potential market is found in the farm trade.

Every industry uses lubricating oils and this tax is not only directed
against these industries but aganist the automobile user, the farm
tractor and the petroleum industry as a whole.

A lubricating oil is an oil which when placed between two surfaces,
one or both of which are in motion, eliminates or reduces the friction.
In this machine age it is a vital necessity and enters int,) ,very phase
of industrial life. Without modem petroleum lubrication practically
the only kind of work that could be accomplished in any industry
would be that performed by manual opera on of the most simple
devices. In the arts there are hundreds of purposes for which oils are
used that have nothing to do with lubrication, such as ink oil, cable
oil, leather oil, rust-proofing oil, pipe-threading oil, electrical-insulation
oils, medicinal oils, wood-preserving oils, wool oil, soap oils, puttyoils, and many others too numerous to mention, all of which have
qualities almost identical with certain grades of lubricating oil.
Thus lubricating oil does not have any set properties which distinguish
it from these other oie.

Many so-called black oils are sold for lubricating purposes. These
are cheap residual products, large quantities of which are used by
railroads, mining companies and so forth. There are many high
grade fuel oils produced which have almost the identical qualities and
characteristics that are possessed by these black oils. A tax evader
could really, purchase one of a number of these high-grade fuel oils
and by reselling it as black oil would not only deprive the Government
of the revenue but would take the business away from the legitimate
source of supply. Similarly a tax evader coud purchase oils in-
tended for.use in the arts and divert them into lubricating trade.

The proposal to tax lubricating oils having viscosities in the range
of S. E. A. 20-70 presents an additional difficulty in that it will
encourage the blending by the consumer of oils having viscosities
outside the taxable range thus avoiding the payment of any tax. It
is quite possible for the bulk of the lubricating oil produced to have
viscosities entirely outside the range of the 20-70 specified, and it
also possible by blending oils made outside the range of the proposed
law to produce products entirely satisfactory for most uses.

We ill know that the evasion of gasoline taxes throughout the
country has become a major nation-wide racket, and with the tre-
mendous increased possibilities of evasion which would be possible
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under this proposed law it would be difficult to make even it crude
estimate as to how much money the Government would collect.

During the year 1929 the total sales in the United States of oil
for lubricating purposes and of similar oils for the so-called use in the
arts amounted to approximately 20,000,000 barrels. Of this quan-
tity 21 per cent was consumed by commercial motor cars busses,
trucks, etc.; 22 per cent by the automobile; 4 per cent miscelaneous
uses; and 53 per cent by industry for commercial lubrication and for
the arts. Of this latter 53 per cent we have estimated that slightly
less than one-half was used in the arts. I have quoted these figures
from a survey made by the McGraw-Hil Publishing Co., which agree
substantially with other studies that have been made. There are
no figures available as to the exact quantity of oil produced outside
the 20-70 viscosity range in the proposed bill but I am told that at
least 50 per cent of the refinery production falls outside of this range.
The tax under the bill as now written would yield the Government,
if you could eliminate the tax evader, a return on one-half of the
lubricating oil produced-7,500,000 barrels-of $12,600,000.

There is practically no element of luxury and no nuisance use
connected with any grade of lubricating oil. Its consumption is
well.nigh universal in the work-a-day world. It makes of industry
a going concern. Fast transportation, by land, by sea, by air, would
be impossible without it. With the tractor, the combine the electric
generator and other mechanical devices in such general use on the
farm, the oil companies estimate that 25 per cent of their potential
market is found in the farm trade. Our statisticians estimate the
refinery value of lubricating oils produced in 1931 at $150,000,000,
of which $15,000,000 or 10 per cent was purchased by the railroads.
At this time when agriculture and transportation by rail and water
are on the verge of collapse it does not seem economically sound to
place so heavy a taxc on such an essential commodity.

The average price at which one refinery sold its lubricating oils
during the month of February was 7.7 cents per gallon. This special
excise tax of 4 cents per gallon would be an average tax of 50 per cent.
On the higher grades of lubricating oils it would be much less, but
on the large volumes of black oils it would be from 100 to 150 per
cent. There is no industry in the United States which is taxed soheavily or in so many devious ways as is the oil industry. But no
tax heretofore assessed or even proposed had been so obnoxious to
the large majority of the industry who carry on their business in a
legitimate way or so welcome to those few who would evade the law
as the tax on lubricating oil which Congress now proposes.

Reasons why paragraPh (D) (1) of section 601, the special excise
tax on lubricating oils, should be eliminated.

1. The effect of the proposed tax.
The proposed 4 cents per gallon tax would increase the cost of the

55-gallon barrel of lubricating oil $2.20.The provisions of the House bill apply to all lubricatig oils, as
classified in the bill, used by industry and in manufacturing opera-
tions and for motor car lubrication. A heavy hand is laid on the
lage industrial users, manufacturers, and transportation agencies of
the Nation, among which are steam and electric railroads, lumber
mills, steel mills textile mills, automobile manufacturers, cement
mills, electric anA other power plants, coal mining, paper and pulp
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manufacturers, manufacturers of food products, cotton gins, cotton
ased oil mills grain elevators, rubber companies, farm tractors,
nr.rvestrs and farm machinery of all character, box factories, furni.
tura factories, planig mills, ice plants, irrigation plants, packing
p!ants mines and smelters, fertilizer plants, sulphur plants, and every
other industry which uses lubricants.

The proposed special excise tax of 4 cents per gallon will in many
instances equal the full wholesale price of the industrial oil and will
amount to 30, 40 or 50 per cent of the cost price to the manufacturer
or industrial user.

Typical examples of the effect of the tax upon manufacturers or
particular industries are given below:

Railroads are large consumers of car oils and black oils. A barrel
of oil in this classification to-day costing $5.50 would, under the 4
cent tax provision, cost $7.70, or an increase of 40 per cent. A
typical Class 1 railroad, for example, in one of its main divisions has
an annual requirement of 1,400,000 gallons of lubricating oil valued
at $178,000, of which 76 per cent would fall within the viscosity limits
of the proposed bill, The tax which this railroad would pay at 4
cents per gallon would amount to $41,900.

Street railroads are large consumers of oils, costing 8, 9, and 10
cents a gallon delivered. 'Their cost would be increased 40 to 50 per
cent on the last item of their lubricating consumption.

Analysis of the lubricating contract of one cement company shows
that on a purchase of $4,710 worth of lubricating oils the additional
cost would be $2,040.

Lumber mills arc large consumers of lubricating oils delivered to
them at a price range of 8 to 12 cents a gallon. The cost of these
particular items would be increased 33)4 to 50 per cent,

Coal mines are large consumers of cheap low-grade lubricaitng oils.
This large part of their lubricating cost would be increased 33% to
50 per cent.

Automobile manufacturers buy lubricating ois on a specification
basis at the lowest possible figure. Many of their specification
items would be increased in cost approximately 30 to 35 per cent.
They would use quantities of taxed oil.
'The ordinary tractor farmer uses as much lubricating oil as a small

manufacturing plant. Practically all of the oil used on a farm
would be increased in cost $2.20 a barrel. Oil companies generally
estimate that 25 per cent of their potential market is found in the
farm trade.

Lubrication is an important item of cost with rice mills, cottonseed-
oil mills, manufacturers of food products, textile mills, ice plants
packing plants fertilizer plants, and irrigation pumping units. Steel
inills wal be adversely affected.

Every industrial center must pay a disproportionate tax upon this
commercial necessity.

A survey by a leading farm publication shows 42 per cent of the
automobiles are to-day on the farms and in towns of under 1,000
people. The greater part of the lubricating oil consumed on the
farm to-day is bought in quantity at wholesale prices, and a 4 cent
tax will represent a substantial percentage increase in the cost of
this necessary commodity.
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There is practically no element of luxury and no nuisance useiconnected with any grade of lubricating oil. Its consumption is asuniversal as any necessary commodity could be. Its use is moregenerally devoted to industrial, manufacturing and commercial oper.nations than any other purpose. (See 1929 Lubricating Oil Survey, byMcGraw-Hill Publishing Co., attached hereto.) There is no social,econondc, or political reason why any manufacturer or user of thisproduct should be singled out and penalized to bear the burden of aspecial tax for the maintenance of general governmental budgets.It should not be overlooked that in 1931 the motor-car owners ofthe.Nation paid an aggrate tax-because they were motor-vehicleowners-of $1,030,000,00 which amounted to almost 20 per cent ofthe combined value of all motor vehicles and which was about 10per cent of all the taxes of all kinds collected in the United States byall Government divisions, and that all element of fairness disappearswhen additional special excise taxes in any form or however slight

are added to their burden.
2. Fundamental difficulty of attempting to tax lubricating oils.An almost insurmountabre difficulty in taxing a product llke lubri-cating oils is that they can not be defined adequately except in termsinvolvng their use. Lubricating oils vary greatly in their propertiesboth as to viscosity and other characteristics. A lubricating oi1 doesnot have any set properties which distinguish it from other petroleumproducts. Oils which may be used for lubrication are also used for-
a) Transformer oils.
b) Electric-switch oils.
c) Heating systems using oil as the heating medium.

(d) Quenching oils for -%,el, etc.
(s Leather ods for ta Ing and preparation of hides.(1) Textile oils used in die manufacture of textiles such as rayon.Lubricating oils can not be separately distinguished by any degreeof refinement. Transformer and turbine oils must be very highlyrefined. So-called black oils used for very crude lubrication such asin lumber nmlls and on railroads go through the same general processof refinement as in the production of fuel oils. Products generallyknown as fuel oils could, if of proper viscosity, be used for very crude

lubrication.
There is no way for the oil refiner to ascertain whether the oil hesells is used for a lubricant or for other industrial needs as the sameoil may be used for either purpose. Neither the manufacturer northe Treasury Department without elaborate and complicated admin-istration machinery, can possibly trace the oil to its ultimate use.Further, the proposal to tax lubricating oils having viscosities inthe range of S. E. A. Nos. 20-70 presents an additional difficulty inthat it will encourage the blending by the consumer of oils havingvscosities outside the taxable range, thus avoiding the payment o

any tax.
It is at present common practice to blend an oil of high viscositywith one of low to produce whatever viscosity is required in thefinished product. Either Qr both of the blending oils may have vis-cosities outside the proposed limits. It is logical to expect that theimposition of a 4-cent tax upon a certain group of oils will result in arapid increase in the number of consumers who will purchase tax-free
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oils and blend them to produce the viscosity required in their opera.
tions.

If this 4-cent tax should be adopted, it is fair to say that it is en.
tirely possible the method of manufacture and sale of lubricating oils,
at least for industrial purposes, may be completely revolutionized to
no good purpose except to evade lawfully the payment of the tax.

Senator imoiv. Before you leave this subject, Judge, is it not a fact
that this tax would bear with particular hardship on the Pennsylvania
oils, because they run so much higher than the oils of the Gulf States?

Mr. AMis. Mr. Pew can answer you that question, really, Senator,
much better than I can.

Mr. J. IOWARD PEw. What the Senato stys is quite right. Most
all of the Pennsylvania lubricating oils, Pennsylvania crude oils are
manufactured into lubricants. Trhat is to say, there is only aiout
one-third of the crude in the United States which is run for lubricat.
r1age, and most all of the Pennsylvania crude is so run.

I r. Amrs. I will now tuke up the 8 per cent tax on pipe-line trans.
portation.

Senator HARRISON. ,Just a minute. Was there any hearing in the
flouge on that )roposition?

Mr. AMLs. Not on this. The only hearing in the House was on the
gasoline tax.

Senator'Goim. And after the hearing, they declined to put it on?
Mr. AMES. Yes. By the act which passed the House, a tax is im-

posed of 8 per cent of the aniount paid for transportation by pipe line
to be paid by the shipper and collected by the pipeline company.

There are two objections, either one of which is so convincing that
it is unnecessary to elaborate the opposition to this tax.

(6.) The tariff rate on crude oil by pipe line from Oklahoma and
North Texas to the Atlantic seaboard i 96% cents per barrel. The
tax, therefore, would be 7.74 cents per barrel. Oil can be shipped
from Venezuela to the Atlantic, seaboard by water, or from any othor
foreign country by water, for that matter. Not only is water trans.
portation cheaper than pipeline transportation, but, in addition,
oil shipped in from Venezuela would escape this tax of 7.74 cents per
barrel, which would have to be paid on oil shipped by pipe line from
Kansas, Oklahoma, or Texas. The tax, therefore, is a direct discrimi-
nation against the entire mid-continent area.

(b) The following table shows the production of crude oil in the
United States in 1931, the per cent produced in the important produc.
ing States, and the amount of the proposed tax allocated on the basis
of 2% cents per barrel. This basis may not be right but both the
Treasury and the House committee estimated that this tax would
yield a revenue of $20,000,000. If this sum be applied to the total
production of the United States, it would amount to approximately
2% cents per barrel, and the table is, therefore, prepared upon that
basis; 2,4 cents per barrel, obviously is an arbitrary figure, because
on shipments for longer distances, as I have just pointed out, the rate
would get up to 7% cents per barrel.

Senator RED. What is the pipe line rate from Oklahoma to the
Gulf?

Mr. Amns. From Oklahoma to the Gulf, I believe, is about 40 cents.
I wonder if anybody here can give me that rate. As I understand,
it is approximately 40 cents. As I recall the tariff rate from New
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It will be observed from a glance at this table that of this total tax,
Texas producers would pay 38.99 per cent, California producers22.21 per cent, Oklahoma producers 21.26 per cent, and Kansas pro-ducers 4.34 per cent. In other words, this tax, supposed to be levied
by the Nation upon a fair basis, would force four States to pay 86.4 per
cent.

The table above is correct on the basis figured, but, as a matter offact crude oil in California is not transported to such great distancesas the crude oil in Kansas, Oklahoma, and Texas; so nat these threeStates would really have to Pay more than is indicated by thesefigures, and this tax, which is for a national purpose for general
revenue, is a burden upon only three States, or four, and is obviously
an unfair burden to impose upon those States.Senator CouzExs. Are you going to suggest any substitute taxes
for these taxes you want eliminated?

Mr. AMEs. Yes, sir.
Senator HARISON. How many pipe lines are there, Mr. Ames?
Mr. AMES. Senator, there are probably 50, not very far from that.I should guess, offhand, that there were 50 pipe lines of considerable

importance not counting small local lines.
. Senator tG utsoN. Could you put into the record or will you putinto the record a list of the pipe lines and who controls them and
dominates them?

Mr. AMES. I can put in a list of pipe lines. I am not sure that I
can-

Senator HARRISON. I have understood that the big companies,generally speaking, own the pipe lines, or most of them, and that alarge per cent of the big companies' production goes over the pipe
lines. I would just like to see the figures.

Senator CONNALLY, This tax does not reach them, though. It is
supposed that it is paid by the producer.

Mr. AMES. Paid by the shipper.
Senator HARpRsoN. It is paid by the shipper?
Mr. AMES. Yes.

115102b-42--27
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Mexico, for instance, which is coming into very eat importance asan oil production State, to Houston and Port Irt7ur it is 60.5 cents.
The rate from east Texas, which is close to the Gulf, to Houston andPort Arthur is in the neighborhood of 25 cents, may be 22%. I donot keep these rates with accuracy in my mind. I am told, however,
now, that it has been reduced to 20 cents.But assuming an overall charge on the oil producers of only 2%
cents per barrel, here is where the tax would fall, based on 1931 pros
duction:

Production Pflnt Proot ondofttd tax

( ttt~nll................ . ... .. 1, M4000 88. 1 2,", O00S.. ... .. ...... ...... o 2 ,,74
ao S......................................................... O 4: boI ,

1.7., 000 13100 zs% s..
Total United Stains production....................... . 26 0
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Senator HAnsfso. But some of the big companies produce them.
selves, don't they?

Mr. AMss. Yes.
Senator HARitsoN. And to that extent they would pay it them.

selves?
Mr. AMES. Yes, sir.
Senator HaMsoN. Could you put into the record those facts?
Mr. AMss. I will put in what I can get on that. I can not say, for

instance, who controls a number of these eastern pipe lines, which are
pure transportation companies and not connected with any producing
or refining company. They are merely transporting agencies, common
carriers. My company hassome six or seven thousand miles of pite line
through which we transport our own production and through w ich&
great many other people transport their oil. We are common carriers.

There was this tax during the war period, but at the time that tax
was in effect producers were getting $3.50 a barrel for their oil, part
of the time. Toward the end of that time the price declined to about
$1 a barrel, and the tax was repealed. Now $1 is the top price. The
average is possibly 80 cents, 83 cents.

Senator REcED. Speaking of nuid-continent oil?Mr. AMEs. Yes. Mr. Boyd, I wih you would make a memo.
randum of the information requested by Senator Harrison.

(The list of pipe lines requested by Senator Harrison appears it
conclusion of Mr. Ames's testimony.)

There is one other feature of the tax bill that is not related directly
to the oil industry, but to which we have a peculiar relation and which
I wish to mention merely in passing. $

In 190 you passed a law requiring the pipe lines to become common
carriers. Prior to that time they were owned in the main by com-
panies which were likewise refiners and marketers.

Senator CONNALLY . What was that date again?
Mr. AMEs. I think it was 1906. That was the pipe line bill, so-

called. As a practical result of that legislation, you forced us to
disassociate our pipe lines and oar producing and refining operations
and organize pipe-fine companies. Now because they are affiliated
and embodied in our consolidated returns, you penalize us by this bill
1% per cent for filing a consolidated return, when it was your own
act, so far as the pipe lines are concerned, which compelled us to do so.
So that we are penalized by you for doing what you required us to do.

Senator CONNALLY. You have the option, though, have you not, of
fling a separate return?

Mr. AMES. Yes. But sometimes the only money we make Is in our
pipe lines. Take our statement for last year. The Gulf, for instance,
lost $23,000,000 on a $600,000,000 investment, which included its
earnings on pipe lines. We lost $10,000,000 on a larger investment,
and that included our pipe-line earnings.

Senator CovzErs. So you took the loss in the oil industry and
deducted it from your pipe line eaings?

Mr. AMEs. We took a consolidated statement, of course.
Senator COUZENS. Yes.
Mr. AMES. And the earnings on the pipe lines generally depend, of

course, on the volume.
We do not content ourselves merely with opposing the burdensome

taxes which have been proposed and which we think will unfairly
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and oppressively injure our industry, but we propose a contructivetax in the payment of whleh we will shlare equally with others, namely,a manufacturer' tax applicable Without any exeeption, to all manu.fracturing plants in the United States. The following table gives theavailable tfgures of factory output:
Wholesale value of manufaoturers-combined summary for all imlntsaries in theUnited States, factories only

19olablishments havlu value of produoti of $8,000 or over)

From biennial btmt! by From hennil IIAted bY
Y~r t~iul f mnatiollil Indus. Mro bn ndusti-Year conue s t nu Yooerour Y NctsoniOl fundus.i 01 to0 d f ntr l ConfereneBoard

OA1I9 -" 0 - -M." IOO ,00 . 12 M ..- 1r-% 1111 kd 1.
11 ...... 4...... $23,074,957,43 .............. 02 * .... $2, 718.711,70 . ...
019 ............. 62,0411,790"1, ......... 196 4......*., I. 000.............. .0.0.000000 W 2 ...... 6 . 718 7,4, 32. o............. .............. " 400,0, 

5 
OM

.......... M ....... .... ...... 70,187, 46-k m-6 ....... ....IM ...... o~oo . .................2 130 46........ toJ, 7A*000, , o* 0IO ..... 0... 
.

.. .. A:++d.r M- 0 *0 
lllI0U

Source: 1914 from blenodal oelo of manufacture, 1927,4, Is; 1010-19M (odd farnfromflon"1 con.10e of MNuufactureo,129, prlluinary Summary; W& ,19, (even yea) are etlumteu of itlonul Indus.thW Conference Beoard.

There may be later figures available in the Bureau of the Census.The latest figures shown on the table are those of the National Indus.trial Conference Board for 1030 when the total was approximately$60,000,000,OoO. If we assume that the reduction in value in 1931as against 1930 was approximately the same as the reduction in1930 against 1929, we would have a total output in 1931 of $50,000,-000,000. A tax of I per cent without exceptions would, therefore,yield a revenue of $8500,000,000.The House voted down the sales tax, and then it voted $444.000 000 of taxes on sales, We propose a manufacturers' tax, appli-cable to everybody who manufactures anything for any purpose inthe United States. And we pay our share of it. We will Co thattladly. Not that we like to pay taxes, but we recognize the problemthat confronts the Congress and the necessity for our country paying
its debts.The total output of all of the refineries in the United States issomewhere between a billion and a half and two billion dollars. Wewill pay our share of that tax and it will not be passed on; and if youliit it to 1 per cent, very little of it will be passed on. It is too smallto pass on. But it is worth 15 or 20 million dollars to the oil industryof America to have you balance the Budget on a sound basis, Wewill make it back in the increased prosperity which follows states-manlike action by this great body.Senator RE;ED. Did you testify to that effect in the House, Judge?Mr. AmEs. I made a statement in the House, which is on the lastpage of the pamphlet which I have distributed, and I made this,point in tho house, too, I said to them, describing the gasoline tax:'You are proposing to put a cent tax on gasoline. That means thatyou are putting 25 per cent on the manufacturers of one commodity.A tax of 1 cent on gasoline is 25 per cent of the value of the gasolinest the factory. If you are going to collect a tax of a cent a gallon



on gasoline you are going to have to collect it at the refinery. You
can not coect it at 200 000 filling stations. It would cost you more
to get it than you would get out of it, Therefore, when you propose
a gasoline tax, you are proposing a manufacturers' tax, and you are
pro osing a 25 per cent manufacturers' tax."

We advocated at that time a general manufacturers' tax, and we
advocate it now.

I say to you it is my candid opinion that a 1 per cent manufacturers'
tax imposed upon the oil industry would not be passed on to the
consumer in any way except as prosperty results to the industry
as a whole from an improvement in our national situation.

Now, if I may I want to ask permission to file this chart showing
the price of cruae oil and the price of gasoline. Statements have
been made in the Congress that the price of crude oil has nothing
to do with the price of gasoline; that no matter what the price 01
crude oil is, the price of Vasoline stays up. It is not true, and the
figures demonstrate it, and I want you gentlemen to know that that
picture of prices shows a direct relation between the price of crude
and the price of gasoline.

(The chart offered by Mr. Ames is on file with the committee.)
Mr. AMES. I also want leave to file with your committee a state.

meant from Successful Farming, showing the automobile ownership by
population groups.

senator Gortu. Is that Successful Farming?

Mr. AMES. Yes.
Senator Goat. What is that? A picture or something? [Laughter.]
Mr. AMES. Yes, that is a novel, a detective story. [Renewsd

laughter.)
Senator GoatE. Go ahead.
Mr. AmES. This chart shows that 42.06 per cent of the automobiles,

passenger cars are owned by people living Otiharms and in towns under
1,000 population, and shows by towns and classes where the people
live who own the passenger cars.

(The chart furnished Mr. Ames is on file with the committee.)
Senator REED. So the 7iouse drafted a 24 per cent sales tax to

protect the poor man, and then they put on a 25 per cent sales tax
on the gasoline that he is using.

Mr. AMS. No: they did not put on a gasoline tax in the House.
Senator HARRISON. No; that was in the recommendation of the

Treasury. [Laughter.
Senator REED. The Senator has scored one on me there, all right.

The point remains anyway that somebody proposes a 25 per cent tax,

42 per cent of which will be paid by people in little towns and on the

farms.
Mr. Ants. Yes, and the House did put on a 4-cent tax on lubricat.

ingol which is 60 per cent of the manufacturing price.

SIenator REED. And being Democrats, they treated soap as a
luxury and put 10 per cent on that.

Mr. AES. I yield to Senator Harrison. When you and I were

boys in Mississippi, Senator, we used soap, didn't we?
Senator HARRISON. We are not putting a tax on cheap soap either.

Mr. Ants. I also want to file for the record another page from that

same mystery story Senator Gore, of the successful farmer, showing

farm machinery anA the kind of classification of it and the average
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operating season of a tractor for instance, and the annual grease
tleeded and the annual oil needed.

(The tabulation referred to is here printed in the record in full, as
fOwn:) Parm machinery

Aver-
ageotrato

sMason
8008Vmt.......... I°

a, ............ ' 160
k harrow,' .... 160

5fower........100
Corn i00ker.....
somioers ......... 140
Tlmietr ....... 200
Gran inder.. 100
Corn shleles .... 150
Bao fillers ........ $0
1silAge cutters
Rotary oe......

Annual

Pounds

a
31
47
13
it

Annual' Oil can
needs

quarts
'.0 Yes,

.. ,... Yeou
...0. YV.

..... es,: ... No,

.:.... No.

Baes...........
tayrakes .......

Planters .........
Cultivato ......

ump acks..lower jacks ..
Seeder .......
Wagons ....
Windmill ........

Total ......

Mr. AMES. Mr. Chairman, I thank you very much.
(The information requested by Senator Harrison is here printed

in full.)
Pipe lines in United States

Name of company

AJax Plie Line Co ......................

Arkans Transit Corloration ........
Arkansas Pipe Line Corpration
Arksnas.Loulslana Pipe Line Co ......
ASociated PipO Line V0 ................

Atlantic Pipe Line Co ..................Atlas Pipe Lino Co. (Inc.) .............
Barode I Oil Co .................
Bartex Pipe Line Co ..................
Bradford Transit Co .................

Buckeye Pipe Line Co ..................
Central Pipe Line Co ............
ContinentAl Pipe Line Co ..........
Cooden Pipe Line Co ...... .. P ......
Crown Central Pipe Line Co ............
Crusader Pipe Line Co ..................
Cumberland Fui Line Co ..............Deboon Pipe Lino Co ...................
lerb Ol &Refining Co ..............
Zmplre Pipe Line Co ...............
Eureka Pipe Line Co ....................
General Pipe Line Co ....................

Ov'burg Pipe Line Co ..............
Glf Coast pe Line Co............
Gulf Pip Line Co. (Texas) ............
Iulf Pipe Line Co. of Louisiana .........
Gulf Pipe Line Co. of Oklahoma ........
Hosldton Pipe Line Co ..........
Bill Pipe Line Co ................Bumble Pipe Line Co ..........

Illinois Pipe Line Co ....................
Imperial Pipe Line Co.,.(Ltd) ..........
independent Pipe Line Co ..............
Indiana Pipe Line n o ...................
Inland Waterways Pipe Line Co ........
eberty Pipe Line Co ................
a Angeles.Midway Pipe Line Co...:::

Controlled by-

85 par cent Standard Oil Co. (New Jersey), 25 per cent Pure
Oil Co., and 20 per cent standard Oil Co. of Oho,

Atlatic Refining Co.
Citiv Service Co.

330, per cent Standard Oil Co. of California, 33% per cent Tide
Water Associated Oil Co.; other interest unknown.

Atlantic Refining Co.
Shreveport.El Dorado Pipe Line Co.
Ilarnsdall Corporation.
Phillips Petroleum Co.
50r cent Tide Water Oil Co. and 80 per cent South Penn

Oil Co.
Independent.'

nknown.
Continental Oil Co.
Mid.Continent Petroleum Corporation.
Crown Central Petroleum Corporation.
Unknown.

dependent
t . t

Derby Oil & Refining Co.
Cities Service Co.
Independent., 4
SoconyVacuum Corporation through General Petroleum Cor.

poration of California.
Indiana Southwestern Gas & Utilities Corporation.
Atlantic Refining Co.
Gulf Oil Corporation.

Do.
Do'

Atchison, Topeka & Santa Fe R. R. Co.
Unknown.
Standard Oil Co. (New Jersey) through lumble Oil & Refining

Co.
Ohio Oil Co.
Standard Oil Co. (New Jersey) through Imperial Oil (Ltd.).
Independent.

DO.
Do.
Do.

Richfield Oil Co. of California.

I Controlled by Standard Oil Coo (Now Jersey) until the dissolution ordered by United States Supreme
Court on May 15o 1911.

4.nual1 Oil ea
needed needs

Aver.
ageoperat.
,no

Ilours
120)
110
60300
So110
too80

HHHHH0SW

Annualgrease
needed I

Pounds

10
1
2

261

No.
No,

No.

No
04s

Qusrie

180

I

IT .........................................t
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Pipe lines in United State--Contlnued

Name of company

Mag4noll Pipe l.ih Co ..................

M ari* l n d P uII p C o .....Li. . . .l.NI il -M41t flnlirii C~o .............
National Transit Co '-...........
Natrona Pipe Lino Refining Co .......

Now Mexieo Pipe Line Co ........
New Vork Transt Co .................
Northern Pie Line Co..,,..... .

Tl'tmal P l Line Co...........
!'liOntoa Phi Line Co...................

l'asoTex 'ipis Line Co ..........
I'iovl Vetley lip ,Line CO ..............
'er* PIe Ioton Co...................iire il Pipe 0 ne1o. of Tps....0-4.
'ure 011 PIle line Co. of Ohio ...

Pure Oi li e Line Co, of Penns"!vania.
Pure.Van 1 ipO Line Co .................
Ui0 (70unty Piie Line Co ............
aine Pirpe ,ineCO ...............

phell Pipe Ij.n Corlporatlon............
Shrove port.Ki Dorado Pipe Line Co.

Finel air ir I 11 Line (o............
fAkelt.yiurford Pip, Line Vo .........
8outfern lPilpe. Line Co. (operates I

FoennsylvAnia).
Southern 1'1!e Line Co, (operates inPl.0% ontl Arkansas).
South W'est Pennsylvani Piape Line....
Sltandtrd PIIIe Line 'o, (Inv,) ..........
Stnolind Plipt Line Co .................
itl oil Line o ............... . ....

Run PIpe Lne (o ..................
$'on Pipe Line Co. (in.,) ...........
til1 PIpe line Co. (ielaware) ...........

Fun Oil Line Co, of Mlohlgan ..........
Sun Yount Lee Pipe Line Co ..........

Tidol Pipe Line Co .....................
Tide Water Pipe Co. (lid,) ............
The Tiexas.Fnpiro Pipe Line Co .......

The Texas Pipe Iune Co ..... ....
The Texas Pile Iine ('o. of Oklahoma,
The 'I exas.Em pire Pipe Line Co.of Texas

'The-Texas Co. (California) .............

Thurber Pipe Line Co ..................
Toronto Pipe line ('o ..................

'ler 1i1e Line ('o................
Union Gulf Pipe Line Vo ............

Union Pipe Line Co ....................

Controlled by-

1o4,onyVaeuum Corporation, through Magnolia Petroleum

National Transit Co.
Standard Oil Co. (Indiana).

'1-West il Co., which i subsidiary of Salt Crook Pro.
ducerx Association.I
0 lr eont Continental Oil Co. and W per cont In hinds of
public.

indt, ndent,,

Standard Oil Co. (New Jersey),
Producers & llefloers Ciorioration through EsoutlweSt Develop.

nient Corporation,
IndependIent.
Standard Oil (o, of California,
Indesaedent.
Bimlair Consolidated Oil Corporation.

Do,
Pur Oil Co.

Do.
Io,

Shell tnion Oil Corpotiatin,
Itolding company for Atlas PIp, Line Co. (ne,).

S1nlair Consolidated Oil Corporation.a 311 V Oil Co.
Independent.,

Standard Oil Co, (Indiana) through lanAnerlean l'etroleum
& Transport Co,

Inder'end.01 .
Standard Oil Co. (New Jersey).
Mtandard Oil Co. (Indiana).
Sun Pli:e line Co. (Delaware).
Sun Oil ('o.
Sun Pli1e Line Co. (Delaware).
Affiliated company of Sun Oil Co.
*sun Oil Co.
0er cent Sun Oil Co. and 80 per tent Yount Lee 1'i)e Line

Tfide'Water Asaoclated Oil Co., through Tide Water Oil Co.
Tide lWater Oil Co.
0 per cent Texas Corporation and t0 per cent Empire Gas &

Fuel Co.
The Texas Corporation.,Do,
37 i r cent Texas Corporation, .7)4 per cent Empire Gas &

Fluel Co., and 25 per cent Tidal defining Co.
Texas Corporation through California Potroleum Corporation

(Virnis a
Texas.Paelc Coal & Oil Co.
British American Oil Co. (Ltd.).
Independent,
Unin Gull Corporation, which is owned 45 per cent by Gull

Oil ,orporation of Pennsylvania and 55 per cent by certain
(full Oil Corporation stockholders.

Independent.

I Controlled b~y Standard 0O11 Co. (New Jersey) until the dissolution ordered by United

tStatom Supreme.Court on May 15, 1611.

Gasoline pipe lines in United States

Name of company Controlled by-

Atlanti Pipe Line Co ................... Atlantic Refining Co.
Great Lakes Pipe Line Co ............... Barnsdall, Continental, Mid.Continent, Phillips, Pure and

Skelly.
Keystone P1i10 4110 Co .................. Atlantic Refining Co.

PhIllips Pipe Line Co................... PhilIs Petroleum Co.
8u1!1uehanna Pipe Line Co ............ Sun Oil Co,
Tuscarora Oil Co. (Ltd.) ................ Standard Oil Co. (Nw IJersey).
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STATEMENT Of HON. JOHN 1. NELSON, A MEMBER OF CONGRESS
FROM THE STATE OF MAINE

Mr. NELSON. Mr. Chairman and gentlemen of the committee,
there are four Members of Congress here appearing in opposition to
this tax on oil, Congresswoman Rogers of Massachusetts, Congress-
man McCormack and Congressman Martin, and I think they are all
willing that I should present roughly, their views on this matter.
So that will dispose of at least four witnesses.

The CHAIKMAN. Proceed, then, Congressman.
Mr. NELsoN. I became interested in the situation of the oil industry

about a year ago, when representatives of the indeperiflent producers
from the mid-continental ficids appeared before th, House com-
mittee of which I am a member, that on Interstate and Foreign Com-
merce. They were appearing in behalf of a law which would-divorce
the pipe lines from transportation-that is, that would impose on the
pipe lines the same prohibition as now applies to railroads against
transporting their own products-and it is my humble opinion that
the enactment of that law would go much farther toward remedying
the conditions of which they complain than any so-called tariff or
excise tax.

The evidence given at that time by the experts e.f the independents
furnished a rather illuminating background again,;t which perhaps we
might view the testimony that is produced here it behalf of this tariff.

The evidence showed, and I have it here einb died in the hearing
and it never has been questioned that while there are thousands upon
thousands of persons and individuals and companies producing oil,
yet nearly all of that oil passes immediately out of the hands of the
producers into the hands of a comparatively few refining companies.

I think it was in 1911 that the Supreme Court dissolved the various
holdings of the Standard Oil Co. into 34 groups, and I say without
hesitation that there is to-day an oil monopoly in this country as
complete and uneconomic and destructive as ever there was in the
past.

This evidence shows that out of the thousands of oil companies in
this country less than a hundred absolutely dominate the industry
and fix the prices of both crude and refined products.

Senator REED. Fix them pretty low, if that is the case.
Mr. NELSON. Yes. This is accomplished by owning the pipe

lines, the refineries, the storage facilities, and the distribution outlets.
You can select 20 companies out of the thousands of companies

10 of them the Stan'dard companies, 10 of them the non-Standard
companies, and those 20 companies will represent 80 per cent of the
capitalization of this oil business, which is $12,000,000,000. Those
20 companies will produce a half, or 48 per cent, of the oil. They
own perhaps 95 per cent or 90 per cent of the pipe lines. They
transport practically all the oil. They own 73 per cent of the refining
process, 93 per cent of the cracking process, so-called, more important
than the other perhaps, nearly a hundred per cent of the storage
facilities, and about 85 per cent of the distribution outlets.

That means this: That when a territory is opened up this parent
company goes into it with its subsidiary companies, its purchasing
company, its pipe line, its refinery. The independent producer
Is in this situation: He has no storage facilities. He has but one
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purchaser and that is the purchasing company of the parent corporal.
tion. He has but one means of transportation, and that is the con.
pany's pipe line, and he has but one customer, and that is the com.
pany's refinery.

I have here figures which have not been disputed, taken from a
petroleum maga e, which show that when oil was selling in Texas
for 10 cents a barrel ote of these great integrated companies, through
its purchasing company its pipe line and Its refinery, was making
84 cents on every barrel of oil for which they paid the producer 10
cents, and that was before they had begun to refine it.

The CHAIRMAN. Eighty-four cents profit?
Mr. NELSON. Eighty-four cents a barrel charges on every barrel

of oil that they were paying the producer 10 cents for.
The CHAIRMAN. That is not what I mean. After paying the

transportation cost, was the 84 cents the cost of transportation?
Mr. NELSON. No' it could not have been that, Senator.
The CHAIRMAN. 6r was it 84 cents por barrel profit?
Mr. NELSON. It was made up in ths way: Irwas not the profit.

The posted price as of a given date would be 10 cents. The gat ering
charge-and this happened in the case of the Humble Pipe Line
Co.-

Senator BARxLEY (interposing). Is that an imaginary illustration or
is it an actual fact?

Mr. NELSON. This was given to the oil people from the oil journal,
and I think it is correct.

Senator BARKLEY. Where and when did crude oil sell for 10 cents
a barrel?
Senator CONNALLY. Texas, last year.
Mr. NELSON. Posted price for 41 degree-you know what that

means-oil 1931 to producer, 10 cents; gathering charge 12% cents;
trunk-line charge to tidewater 40 cents; ship-loading large 2-85
cents.

Then it gives a charge here of a service charge, or premium of 20
cents, and figured out they made 84 cents charges on the barrel of
oil for which they paid 10.

Senator CONNALLY. You mean after they refined it?
Mr. NELSoN. Before it had got to the refinery or been refined.
Senator CONNALLY. You mean it cost that to the consumer; is

that what you mean, 84 cents?
Mr. NELSON. I do not think I am very clear. I simply say this

that for, the barrel of oil for which they paid 10 cents these afliated
companies had accumulated a charge of 84 cents before they had
becn to refine it.

Senator C6NNALLY. Well, cert anly it cost them that, in other words.
Mr. NELSON. I can give some idea of the profits that the pipe lines

made, and I will.
Senator REND. How much did the Humble Co. lose last year, do

you know?
Mr. NELSON. It stated in this magazine-and I do not think it

would have stated it unless it was correct, as it was broadcast to the
companies-that the Humble Oil & Refining Co. in three years down
there in Texas lost $20,000,000, but that the Humble Pipe Line Co.
in the same time made $79,000,000. By owning the purchasing c\m
pany, the pipe line, the refinery, these integrated companies can
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make the money wherever they want to and where it will best serve
to put the other fellow out of business; and in this conflict which they
had there in Texas they made a net profit in that time of $59,000,000.

Senator IIEtn. During this time when you say they made 84
cents on a barrel of oil my impression is that they lost money.

Mr. NELSON. I will give you the figures on what those pipe lines
made.

Senator RED. I meant the enterprise as a whole.
Mr. NELsoN. Yes.
Now these pipe lines, according to the returns filed to the Inter-

state Comnerce Commission during the year 1930, the HumblePipe Line made 40 per cent; the Magnolia line, 46 per cent; the Gulf,
Pipe Line Co., 338 per cent; the Gulf Pipe Line Co. of Oklahoma
400 per cent; the Texas Pipe Line Co., 93.4 per cent; and the Texas
Pipe Line Co. of Oklahoma, 100 per cent.

Senator CONNALLY. What year was that?
Mr. NzLsox.. 1930.
To me the evidence given at that hearing was interesting. It was

to this effect, and it showed that apparently there is some money
being made in the oil business, and suggests that if it was properly
distributed it might be sufficient.

It seems that in the whole oil industry of the United States they
have invested about $12,000,000,000, and in that production represent
$6,000,000,000. I do not put my hand on the other figures. I think
transportation was about $1,500,000,000; and so on. But the signifi.
cant fact is this, that production, represented largely or in part by
these independents, with an investment of $6,000,000,000, received
for the entire product approximately $1,000,000,000, and when that
product went into the hands of the public it cost them about five and
a half billion dollars.

The CHAIRMAN. Do you know what their rate is now on a barrel
of oil? I should not say the rate--what do they pay for a barrel of oil
in Texas now?

Mr. NELSoN. That I do n t know, Fenar. I have not looked at
the figurs lately.

The CHAIRMAN. Is it only 10 cents a barrel v~ow?
Mr. NELSON. Oh, no; it is much more. The oil business has been

ging up for some months. I think I have the figures, if I can find
tem.

Mr. Ames was asked in regard to what the company had made or
lost.

Senator BARKLEY. I am informed that the price is a dollar a barrel
now in Texas.

Mr. WIRT FRANKLIN. Mr. Chairman, I cart give you that informal.tion. 
9

The CHAIRMAN. Yes.
Mr. FRANKLIN. The price last July went to the lowest point in all

history, and it reached 10 cents a barrel for the lowest grade. Since
then there have been three raises in price, the last of which was the
1st of this month. The low price now is 76 cents a barrel for 28 gravity
and below, and for 40 gravity and above it is a dollar a barrel.

Mr. NELSON. The matter came up as to whether the companies
were making or losing money, and the previous witness suggested
that on the basis of the average cost of oil they had made or lost so
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many million dollars during the year, but that did not cover the
question as to whether or not his company had made money,

Now, this $1.09 standard which we have here may be confusin.
This $1.09 is the average cost of the prod ution of crude oil throug..
out all the fields in the United States as found by the Tariff Coin.
mission, covering I think the years 1927 to 1930, inclusive, and that
included interest at 6 per cent and depreciation,

Now, Mr. Franklin, who is to a appear here, stated before the
House committee that of the 3:30,000 wells in the United States
300,000 produced on an average of ut a barrel and a half a day, and
that by pumping, and some of them 40 years old.

In the last 40 years they have made great strides in the methods
and processes in the oil business. It does not seem proper that the
American conswing public should be charged the price of the
highest cost well. A e free flowing wells out in Oklahoma or Texas
produce many thousands of barrels of oil, of course, in a day. Even
the wells of east Texas, I am informed, flowed as much oil in one day
as these 3004000 wells combined, plus 100,000 barrels.

Senator CONNALLY. They are shut down, though, now by law.
Mr. NELsoNi. Well, if you would shut down some of those wells

that punp-the average wells in Pennsylvania, New York, and West
Virginia only averaged as a group four-fifths of a barrel a day by
pumping. If you take off your proration and give your wells a chance
and shut down these uneconomic and ineilcient wells, you can
produce oils in Texas at a figure, according to the Tariff Commission,
of less than 46 cents a barrel.

Senator CONNALLY. Who is going to shut down these wells in
Pennsylvania?

Mr. NELSON. Well I do not know; but that condition is an eco.
nomic defect in the business for which the American public ought
not to be made to pay. If you are going to say that the consuming
public must pay a dollar and nine cents a barrel, which would be the
average of these inefficient and uneconomic wells, -for all time
although the proponents of this measure tell us that the reserves of
oil here in this country are inexhaustible and that there are great
reserves as yet unexplored and unopened that is not equitable. And,
on the other hand, if our reserves are, as I believe they are, insufficient
and questionable, why, then, the importation of this small amount
of oil on the Atlantic seaboard, which is the only part of the country
not supplied with oil, which takes 95.per cent of all the imports and
none of which goes into the interior in any way, why, then, that is
a proper conservation measure.

Senator lydings, it seems to me, very intelligently and conclusively $
showed that this item, this oil tax, is a tariff item in a revenue bill; b
that it was put in there not for the purpose of raising revenue, but for i
the purpose of shutting out imports, and the proponents of this
measure in the House were very frank in their t-tements that that, 0
was the object which they sought.

The first proposition was 2 cents a gallon on crude, 2 cents a gallon
fuel, and 4 cents a gallon on gasoline, and the evidence showed con.

Alusively that that would be prohibitive and that there would be no W
revenue.

The committee then took up with the Treasury experts the proposi- y
tion of 1 cent on crude, 1 cent on fuel oil, and 2 cents on gasoline,
and I have here the report from those experts.
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Now, suggestion is made-I do not know upon what it can be
based-that we might get $40,000,000 but the evidence of the experts
of the Treasury Department and of the Commerce Department and
the mature judgmentt of the Committee on Ways and Means which
listened to thins evidence for days, is entirely to the contrary.

Senator HULL. Will you put in the record the detailedhAses on
which the Treasury officials computed their estimates?

Mr. NELSON. The basis on-
Senator HULL (interposing). I want the detailed f cts on which

this $5 000,000 will be derived.
Mr. NELSo N. Well, I give you that to the best of my knowledge,

and that is a guess, but I think I can guess pretty near to it. Here is
what the Treasury said-

Senator CONNALLY (interposing). Right there-the Treasury did
not estimate it at all. The Treasury called on the Department of
Commerce and took their figures, and Secretary Mills testified here
that the Treasury made no estimates whatever on the subject.

Mr. NELsoN. The Treasury evidently concurred in the findings of
the Commerce Department exports, and the head of the Treasury
De artment now says that this would mean simply car fareor chicken
fees.

Here is the report:
In the opinion of experts of the Department of Commerce such a tax (1 cent

and 2 ctts p!r gallon on Imported oil) wold yield no revenue, since the lvy
which would be added to the import price exceeds the margin of advantage under
which oil Is imported lnto this country, and would therefore exclde the products
affected.

In other words, according to the best opinion of the experts-and
anybody can make a fantastic guess-but according to the experts,
there would be no revenue from such a proposition.

Then the committee put up this proposition: 1 cent a gallon on
crude I cent a gallon on fuel oil, and 1 cent a gallon on gasoline and I
have here the exhibit submitted by a member of the Ways and Means
Committee of the House giving the estimates, the estimates of the
Treasury Department and the estimates of the committee, and the
estimate of the Treasury Department is a blank, and the estimate of
the committee is $5,000 000.

Senator Tydings has already called your attention to the fact that
the increased cost to the Government from the petroleum products
used in our national defense department alone for a year would
exceed that by some $3,000 000

Now, I was asked how tbe committee arrived at an estimate of
$5,000,000. I can only say this, that in 1931 we imported 13,000 000
barrels of gasoline. Multiplying that by 42, the number of gallons
in a barred, and you have 546,000,000 gallons, which would figure
$5,640,000, and it is evident that that is the method by which the
committee arrived at that guess.

Senator HULL. Of $5,000,000?
Mr. NELSON. $5,000,000; and it is very doutbful if there would be

any revenue or tax paid from imports of gasoline more than a few
weeks, until they could obtain it from other sources.

Senator HULL. Mr. Nelson, would it interrupt you if I should ask
you to state where the facts or figures which tend to offset that esti-
mate have been offered?
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Mr. NELSON. I do not know of an', except various persons whoe
are very much interested in an oil tariff would put it anywhere from
forty million up. I think revenues of some $138,000,000 were sug.
gested before the House Ways and Means Committee.

senator HULL. On what theory do they estimate that?
Mr. NELSON. Well, I do not know. that is ,% myttery.
Senator CONNALLY. Nobody has estimated it wGdld rxg in two

or three hundred million?
Mr. NELSON. I think in the House they came pretty near that,
Senator CONNALLY. Not on I cent a gallon.
Mr NELSON. Yes. I can not remember, but it was a very large

figure.
Senator CONNALLY. The oil people themselves do not claim over

forty million.
Mr. NELSON. Oh, no; I think they have claimed considerably

more than that.
It seems to me that a revenue measure.-in the first place, this item

has no place in a revenue measure unless it is intended to raise revenue,
and according to the best evidence, very little if any would be raised
and that would be more than offset and a deficit would be incurred
by the purchases which the Government itself must make.It seems to me that a revenue bill should bear equally and equitably
upon every part of the country. If this measure is passed, you lay
upon the Atlantic seaboard not only the general taxes provided by
the bill and which the people are glad to pay to balance the budget
but you lay upon one particular section of the country an additional
tax of 70 per cent on its fuel bill, which affects all the shipping of the
Atlantic coast, all our industries, agriculture, and many other in.
dustries of that kind.

Now, in order for this committee or for the House Committee to
impose a tariff on oil both the Democratic and Republican Members
must reverse absolutely their previous historical stand on this
proposition.

Senator BAKLEY. You do not think that is very hard for members
of either party to do, do you?

.Mr. NELSON . I do not suppose so' no. Still this is a rather vital
matter. No Republican Ways and Means Committee have ever
countenanced or advocated a tax on oil or on fuels of any kind. No
Republican administration, believing as we do in proper protection
to all industries, has ever levied such a tax.

Oil is different from almost any other commodity. It is a prime
necessity in the production of practically every article in industry
and in agriculture. It is essential to the economical life of this ma-
chine age. It is vital to our national defense and it is a great natural
resource which once destoryed or wasted can never be supplied.

Senator REED. There is no lubricating oil made out of this i.
ported product, is there?

Mr. NELSON. Well, the gentleman referred to-he and I have no
quarrel-but he is referring to the inequality of this lubricating-oil tax
from the fact that oil wo.id be imported, and as a matter of fact the
amount of lubricating oil imported into this country is relatively
insignificant. It is not worth considering. I think it is about 64,000
barrels out of perhaps 68,000,000 barrels produced here in this
country, nearly, perhaps, one-quarter of which is exported.
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Senator BAnKLEY. flow many did you say imported?
Senator CONNALLY. Are you talking about lubricating or crude?
Mr. NELSON. Lubricating.
Senator BmAIREY. What are the imports of crude?
Senator CONNALLY. One hundred and eight millions.
Mr. NELSON. I am going to take that up briefly. I will say ad-

visedly that there never was a time that the imports of crude or its
derivatives into this country were of so little singifleance or importance
a compared with production, consumption, and exports, as they are
to-day. Back in 1022 the imports of crude oil into this country were
130,000,000 barrels, and last year they were 47,000,000, but with
the derivatives they amounted to 86,000,000 barrels. In 1922,
180 000,000 barrels. Last year 86,000,000.

Row, in 1922, as you know, there was no tariff placed on petroleum
and its products. In 1929, when you gentlemen were considering
the tariff bill, the imports of crude and refined oil were 108,500,000
barrels. That was in 1029. In 1930 they were 3,000,000 barrels
less. No tariff was placed on petroleum or its products, although an
effort toward that end was made.

Last year the imports decreased about 20,000,000 barrels. They
decreased 24 per cent, something like 85,000,000 barrels, against
130,000,000 in 1932.

Last year they decreased 24 per cent, and the imports from
Venezuela decreased 28 per cent. We have proration in this country,
and we prorated down 5% per cent, and Venezuela prorated down
14 per cent.

The crude oil and its derivative constituted the second largest
item in our foreign trade last year. We exported about $270,000,000
of products and imported $93,000,000. Most of this comes, as you
know from Venezuela. Venezuela's trade is increasing by leaps and
bounds in normal times, and 55 per cent of all her goods she buys
from us.

Now this oil business-the question was aked of me as to the price
of oil. All our industries are prostrated. The principal industry in
my State is paper and pulp, the principal industry both as regards
the money invested and its product and the number of its employees,
and it is absolutely unprotected. They are working in the red. The
next six months when the contracts are made is liable to see many of
them absolutely fail. And those industries are using 600,000 barrels
of oil per year.

Senator REED. Mr. Nelson, was the proposal to the House that
there be a tariff put on wood pulp or pulp wood?

Mr. NELSON. I would say that this matter of a tariff on oil in the
House passed beyond the bounds of economics and got into politics.

Senator REED. Was there such a proposal?
Mr. NELSON. Well I think not, because-I think there would have

been. I have in mind a man who I think intended to offer the motion
but apparently there was a combination between the coal men and
the oil men, and after a tariff was placed on coal and oil the books
were closed.

Senator CONNALLY. Mr. Chairman, I raise a point of order. I do
not think it is p roper for the Senate or any of its committees to
reflect upon the House or its membership. Ido not know anything
about what happened in the House.
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The C1'AiwiA. That is a rub' of the Senate.
Senator CONNALLY. It is a rule of the Senate and I am invoking

the rule.
Senator HuLL. This is a part of tile current legislative history of

the measure.
Senator CONNALLY. The rule is also a part of the current leglslative

history.
Mr. NELsON. If I said anything objectionable--
Senator CONNALLY (interposing). I do not know anything about it,

but I do not think it if proper for a Member of the House to come
over here before the Senate and libel his own body, and the rules of
the Senate prohibt it and I invoke the rule.

Senator BnxsLEY. he rule only applies to the Senate. It does
not apply to Members of the House.

Mr. NAELSON. Senator, if you read in the proceedings of the House,
had at the tine, comments by a promnant Democratic leader, I do
not think--

Senator CONNALLY (interposing). That is the House business and
he made those remarks in the House, but they are not appropriate
here.

Senator REED. What I am driwing at, Mr. Nelson, is whether you
favored the tax on pulp wood and wood pulp.

Mr. NELSON'. I think it is vital to the life of that industry in my
State.

Senator RI*D. Did you support it?
Mr. NELsoN. We had no opportunity.
Senator REED. Would you have voted for it?
Mr. NELSON. We-
Senator CONNALLY. I think that is an unfair question.
Mr. NELSON. I am hesitating, Senator, not on the proposition of

protection or otherwise, but there are some wills in my State on the
line, on the northern border, which own woods in Canada, and there
are others who are buying some baled pulp, and before I voted I
should have assured myself definitely as to what would be for the
welfare of my State. That is all.

Senator REED. But you would not have been deterred by any
pr judice about this being an internal revenue bill?

VMr. NELSON. Well, I w say this-no; that does not disturb me
Senator. I did not ask for it before the Committee on Ways ad
Means, not believing that it was a proper item in a revenue bill. We
did ask for a countervailing duty, and I was interested in what a
preceding witness said. In my State, in the paper business, and in
other States in other lines of industry, where there was no protection,
or where there was what we believed inadequate protection, we were
working alohg just keeping going, sometimes operating in the red,
but as soon as these countries-the Baltic countries and England--
went off the gold basis, immediately those countries had over us, and
I speak particularly now in regard to the pulp and paper business,
an advantage of at least 33 per cent, and the mills which had formerly
been just staggering can no longer run. And I am informed since
September the imports from those countries have increased something
like 35 per cent, with a similar reduction in price.

Senator GORE. Mr. Nelson, you seemed to have an impression that
there was a sort of an entente in the House between the oil tariff
people and the coal tariff people.
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Mr. NELSON. Well, that was my impression, but if I am interpreted
as libeling the House, as you say-

Senator GoRE (interposing). And the combination was strong
enough to insert those two items?

Mr. NELSON. Now you ask me if I believe that?
Senator GORE. I say, those two elements in combination were

strong enough to write those two provisions in the bill?
Mr. NELSON. They were written, and that was my interpretation

of the action, Senator.
Senator GORE. Do you think that they would probably be strong

enough to keep it in?
Mr. NELSON. In the House?
Senator GORE. Yes.
Mr. NELSON. Well, I think if we had had a little more time it

would have come out. We came within about 10 votes of beating it
on the final vote.

Senator GORE. Which one?
Mr. NELSON. On a vote which embodied the question as to whether

coal and oil should remain in the bill.
Senator GoRE. On that clear-cut issue?
Mr. NELSON. Well, as clear-cut as you would get, Senator.
The CHAiRMAN. All right, Mr. Nelson, if you have anything more

to say.
Mr. NELSON. I do not want to weary the committee too long.
The CHAIMAN. We have a lot of witnesses.
Mr. NELSON. I will say just a word and close.
We use 180,000,000 barrels of fuel oil along the Atlantic seaboard.

We never have used the domestic oil. The cost of transportation
was too much. When they developed these fields of cheap oil in
Mexico, gradually we began to build up our industries on the basis
of that cheap oil. On the coast we have and should have the natural
advantage of water transportation and all along the Atlantic coast
are built up industries based on the cheap foreign fuel oil. When
the Mexican wells began to play out, we got this oil from Venezuela.

Now, these contracts which we have in New England contain a
provision that, in case a tariff is placed on oil, that extra cost shall
be borne by the purchaser. You can now buy fuel oil-or could
within a few weeks at least, the last time I informed myself as to the
price-at about 60 cents. If this tax goes into effect, of 42 cents a
barrel, immediately you have an increase on the fuel cost on the
Atlantic seaboard of 70 per cent.

Senator GORE. You think that would all be added to the price,
Mr. Nelson?

Mr. NELSON. Well, let's take the other end of it, Senator. Let us
assume it would not.

Senator GORE. I just wanted your opinion as to whether or not it
would be added to the price.

Mr. NELSON. My opinion is that it will be because it is in the con-
tract, and if there is a tariff of 42 cents and the contract says that the
purchaser shall pay it, he has got to pay it. Now, whether that is
in all the contractors, I do not know.

Senator GORE. What I had i nund was, I was in Michigan yester-
day and the tariff on beans is 3 cents a pound and they were selling
it at a cent and a half.
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Mr. NELSON. Well, let us assume that the cost will not come u
at all. Here on the Atlantic seaboard the Tariff Commission foung
these figures, Senator: They found that the average transporation
costs of a barrel.of oil to the Atlantic seaboard for the years 1927 to
1930 were in round numbers as follows: From Venezuela, 24 cents;
from all domestic sources, 81 cents; from California, 64 cents; from
Oklahoma, 84 cents.

Senator RaD. That is by pipe line you mean, Mr. Nelson?
Mr. NEsLSO. That would be the way the oil naturally cones.

From Oklahoma I think it goes by pipe line and then tankers, and
then up around by sea.

Senator Esm. Have you the figures of cost by tank steamer from
Houston or Port Arthur?

Mr. NELSON. Those are the figures. They took the whole territory
of the United States and figured-out the way the oil come, and those
were their figures taken from the commission's report. So there is a
difference offrom 40 to 60 cents a barrel on oil which is selling for 60
cents. That is, you would have an increase on our fuel bill, if the
tariff had no effect, of from 66 to 100 per cent, and that would go to the
transportation companies, and to these pipe line companies which do
not seem to need very much help, and would be in my opinion of no
benefit to the independent producers.

Senator REED. Can you tell us how much of that 180,000,000 con.
sum option of fuel oil was used for bunkering?

Mr. NELSON. Well, I can say this; In 1930, and this is important--
in 1930 we turned over to foreing-going vessels about 51,000,000 barrels
of bunker fuel.

Senator RtzD. That answers my question.
Mr. NELSON. Well now it is more than that. You have got a

tariff on fuel oil and petroleum here. It is not in the tariff bill. It
does not help that item in the tariff bill which provides that where
articles are imported, manufactured, and the manufactured goods
shiped out, and there can be a rebate. That does not apply to thisbuffyer oil.

There is no country in Europe that has a tariff on oil but that has
a provision that it may be stored, and when it is shipped out as bunker
fuel it goes free. By this bill you are placing a tremendous burden
on the shipping of this country, a burden I do not believe they can
bear.

Senator REED. The bill is capable of amendment, is it not?
Mr. NELSON. I hope so, considerable amendment.
Senator BARKLEY. Are you able to give an opinion as to what the

effect of this .tariff would be on the production of oil in this country?
Mr. NELSON. Well, I can only say this? that, according to the

evidence taken out last year, and some of it before this committee,
I think, and it has been corroborated since and has never been dis-
puted, we have in this country today a potential capacity, kept back
and kept off the market to-day only by proration and by the militia,
of from five to eight times the consumptive needs of this country,
and I think no man can successfully deny that.

And I would say further that to my mind there are two economic
evils inherent in the oil industry such that no tariff of 1 cent a gallon
or no import tax can bring about right economic conditions, or if
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once restored can preserve them against this uneconomic and unfair
attack of these integrated companies, and in the second place that the
industry is overproduoed. It seems to me that by an artificial raise
in price through a tariff, if that is what you accomplish, you are ser-
iously complicating the one tremendous problem of the oil industry,
and that is keeping down overproduction. But I speak out of a vast
ignorance, and of course I know but little about the oil business.

Senator HULL. Mr. Nelson, have you made any computation to
see what, would be the effect of this proposed tariff on road materials
and road construction?

Mr. NELsoN. Yes. I ought to say this--when you are talking
about Venezuelan crude and American crude you are talking about
two things that are almost as different as black and white. American
crude i.; run, as you know, for gasoline, paraffin, and lubricating oil,
and this Venezuelan crude which comes in here is run for asphalt
and fuel oil, and there is where ve get 93 per cent of all the asphalt
we use on the eastern seaboard and 84 per cent of all we use in the
United States.

Now, according to the former report of the Interstate Commerce
Commission-

Senator GoRE (interposing). A good deal of the mid-continent oil,
though is asphalt?

Mr. 4ELsON. They say only that from California. That is all I
can tell, Senator. I have an official report which I think substantiates
that.

Now, American crude runs about 44 per cent gasoline and 30 per
cent fuel oil, while Venezuelan crude runs about 9 per cent gasoline
and 82 per cent fuel oil. Suppose we are importing a considerable
quantity of this Venezuelan oil into this country, which runs, say 9
per cent gasoline. Most of it goes for fuel oil, used right on the At-
lantic seaboard, and the rest for asphalt. If you stop that importa-
tion and some other portion of this country, either mideontinental
field or the California field, is to furnish those millions of barrels of
fuel oil that we are using on the Atlantic seaboard, you have got to
distill a barrel of oil that produces not 9 per cent gasoline but 40 per
cent gasoline. If I had time I could give you the figures of what that
would mean.

The oil experts say that the proper reserves of gasoline in this
country is 36,000,000 barrels. This year we had about 40 000,000
barrels and you had the lowest price on gasoline, owing, perhaps, or
possibly in part, to that surplus that you ever had, which caused it
to go down 29 per cent.Now, if you add to that natural oversupply the tremendous
amount of gasoline that would have to be product from 40 per cent
crude to furnish that fuel oil which we need, you would absolutely
destroy the price structure of the oil industry throughout the United
States. The mid-continent field has its own zone and the California
field has its own zone, and the need in California for their industrial
progress all the oil they have there and they used last year practically
the same amount there that they produced in that field.

The CHAimMAN. From w.at you have already said I judge that
you are against this duty on oil.

11510"2--8,..-8
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Mr. NELsoN. Yes, sir: I was going to mention that before I got
through. I beg the pardon of this committee for taking so much
time, but I have not covered many things that I should have liked to,

STATIEMYF i OF HON. EDITH NOURSE ROGERS, A CONGRESS.
W. AN FROM THE STATE OF MASSACHUSETTS

Mrs. ROGERs. Mr. Chairman and members of the committee, I
am going to take only a moment of your time, because I realize how
extremely vital time is in balancing the Budget. I also realize now
vital it is to us who live on the Atlantic seaboard to remove if possible
any possibility of any tariff on imported oil. The Commerce Depart.
meat told me this morning that already the price of imported oil or
oil on the Atlantic seaboard had increased 10 cents a barrel.

I see Senator hull is here, and I just want to read one or two
sentences from yesterday's record:

Senator HuL (speaking to Secretary Mills). Have you considered in here the
matter of the tariffs?

Secretary MILLS. Senator flull, you have no illusions-I know some people
have, but you have nome--n to the character of the two Items In tils bill,

Senator IULL. I was just hoping that I had not.
Secretary MILt. I certainly have not, They are not revenue measures,

They are protective-tariff measures.
Senator Snoixtipos. Would not they raise some additional revenue, Mr.

Secretary? We are framing a bill for the purpose of securing additional revenue,
Secretary MILLS. Not ear fare, though, Senator.
Senator StoRTinoa, But we are seeking additional revenue. And, speaking

for myself, if we can secure a large additional revenue by imposing a tariff on
some imported articles there is no reason on earth, no lo ical reason that I now
see, which would preclude us or prevent us front including it in this reveitte.
raising bill,

Senator HULL. Even if it takes until October.
I know a witness has no right to ask a question of any member of

the committee, but I am very much troubled by that "even if it
takes until October," the statement made by Senator Hull.

STATEMENT OF HON. JOHN W. MoCORMACK, A CONGRESSMAN
FROM THE STATE OF MASSACHUSETTS

Mr. MOCORMACK. I just wanted to expedite matters. I will just
take .a few minutes, because I realize what the members of the com-
mittee are going through, because I went through it for eight weeks
as a member of the Committee on Ways and Means when we had
this bill under consideration.

The Senator from Pennsylvania a moment ago asked a question
about lubricating oil, and while that is not relevant to the purpose
that I had in appearing before this committee, I might callto the
attention of the committee that we never intended to impose a
4-cent tax on lubricating oil used in industry; and I am also frank
in saying that my impersonal opinion of this latter remark is that
the same thing should apply to tractors on the farm, because in a
sense they are to the farmer just what machinery is to the indus-
trialist.

If you will read the debate in the House, you will note that the
acting chairman of the committee, Mr. Crip, in response to an
inquiry that I made of him, stated on the floor that they never intended
to ave the tax of 4 cents per gallon on lubricating oil apply to such
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lubricating oil used in industry, and my impersonal opinion is that
the same thing might reasonably extend to ihe tractor on the farm.

In the original bill as reported by the committee we obviated that
by the use of the licensing system, as provided under the provisions
which created the manufacturers' excise tax, and of course when that
was stricken out that brought every field o activity within the pur-
view of the 4-cent tax on lubricating oil, However, that is for you
gentlemen to consider, and I hope you will not misunderstand my
gratuitous reference to that.

So far as the tariff is concerned I am opposed to a tariff in any form
in a revenue measure, That is tle position I take. It is not a ques-
tion of what section of the country will be benefited or which section
of the country will be affected. I believe it is wrong in principle and
unsound and unwise in practice. I took that position as a member of
the subcommittee that considered the various methods of raising sums
in addition to the changes in the internal revenue laws and the
administrative changes, and I opposed it in the full committee. It
appealed to me as being an improper place to inject tariff provisions,
because the Committee on Ways and Means and I know I did not as
a member consider many of the elements which go into the considers-
tion of a tariff measure. The only question before the committee so
far as I was concerned was: What was the estimated deficit for the
fiscal year of 1933? That information was given to us by the Treasury
Department. And then the question of whether or not we should
balance the Budget. That was a committee question, and I felt it
was of extreme importance to the best interests of the country that
we should.

Then the next question as to the best means of raising the revenue
necessary to balance the Budget. In considering the latter question
it was my opinion, and I advance it on this occasion, that the use of
a revenue bill for tariff purposes is absolutely wrong in principle.
The indirect effect of this will undoubtedly be to increase the price of
oil, and in the case of coal increase the prTice of coal to the consumer.
That is thepurpose of putting this provision in the bill.

Now, so fr as revenue is concerned the committee estimated that
the oil provision would bring into the Treasury $5 000,000. The
Treasury Department recommended that it would bring into the
Treasury noting. The committee reported to the House that that
provision would bring in an estimated revenue of $5,000,000. Later
they revised that upward to $25,000,000, after the excise provisions
were stricken out of the bill, and another subcommittee was appointed
to bring in other provisions as a substitute therefor.

There is nothing further I desire to say except that I take the
position that it is absolutely wrong to use a revenue bill for tariff
purposes, and I say frankly as a Democrat that I hesitate and I dis-
like this form of advocating the results of the Hawley-Smoot bill and
at the same time undertaking to defend the injection of tariffs into
a revenue measure.

Senator HULL. Have you any other facts there on which this
$5 000,000 estimate was based?

Mr. M CCORMACK: Guesswork, pure guesswork, Senator.
Senator GORE. Did you discuss this in the House?
Mr. MCCORMACK. I did. I led the fight against it mi the House.

I made the motion to strike both provisions out. That was when
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the roll call was 204 to 288. In the Committee of the Whole, where
there was no roll call end a teller's vote, it was one hundred and
ninety-odd.

Senator Goz. You prese. ted the argument in the House?
Mr. McCoiMAcz. Abaolu ,,Jv. Of coupe, in the House we did

not have a direct question on the elimination of th6 oil and coal and
wort. It was a part of the so-called Crisp amendment which brought
into the Treasury a revenue of $81,000,000. We could not get a
direct vote. After we came from the committee of the Whole into
the House I had to demand a separate vote on the Crisp amendment,
which included not only coal and oil but included wort and lihbru.
eating oil, which some of us wanted to keep in because of the revenue
which it would bring into the Treasury, although personally I voted
against wort in the committee and I would again if I had a separateopportunity.Senator GoitE. They were voted on separately in the first instance?

Mr. McCottMAcy. Here is the way it developed-
Senator GonI (interposing). Wasn't there one vote on the oil and

another on coal?
Mr. McCORMACK. Oil came out of the committee.
Senator GoRn. Yes; and there was a vote on it alone?
Mr. MCCOtMACO. ko. The only place we ever had a vote on ol

alone was in the Ways and Means Committee.
Senator GoRE. Oh. Did they amend that proposition by attach-

ing coal before they were both voted on?
Mr. MCCOR MACK. Here is what happened, if I might-I do not

like to take up the time.
The CHAIRMAN. I do not see what that has got to do with this.
Mr. MCCORMACK. When the excise tax was stricken out--at least

the manufacturers' excise tax provided a 2Y per cent base. That
applied to imports as well as domestic manufactures, finished articles
in the form that they would ultimately get to the consumer, and ali
sorts of finished manufactured forms.

When that was stricken out another motion was made which also
took out of the bill the domestic tax on lubricating oil and on wort
and leaving the import tax, which of course was ridiculous, because the
money that we were going to get into the Treasury was from the
domestic tax or the tax on this operation internally, because wort, of
course, is not imported and verg little lubricating oil is imported, very,
very little. It is all ol domestic production.

But it happened to develop that one motion followed the other and
the result was that we had left wort in the bill and we left lubricating
oil in the bill; but we only left them in the bill so far as an import tax
was concerned, and eliminated the domestic tax. Therefore, we were
in a parliamentary situation that we had to get that tax back into the
bill so far as the domestic production is concerned.

Mr. Crisp moved a substitute to the provision remainMg in the
bill providing for the import tax on wort, lubricating oil, and on oil,
the oil which you refer to which was originally an import tax. That
substitute was pending the Committee of the Whole and these vari-
ous amendments were offered, several of which were for the purpose
of tariff, tariff on additional articles imported into America, and coal
was one of them and, of course, it got voted on and because oil was
in. Oil is really the whole thing around which this bill is centered.
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The whole history of this bill and its troublesome journey through.
out the House in the main can be attributed to oil, because certain
Representatives from certain sections when they put oil in, in their
opposition to it, did everything they could, naturally to make the
journey of the bill harder and harder through the House.

And coal was put in, in a sense, to embarrass oil, upon the theory
that many said, 'Well, if oil is in, why not an import duty for every-
thing? If you take lip one, take it up all the way through."

The CHAIaMAN. Both of them are in the bill* So let us go on.
.Mr. McCoRMAoK. So when we came out of the Committee of the

Whole we had the Crisp substitute as a separate amendment, and
tinder the rules of the House you know you can demand a separate
vote on any amendment, also the Committee of a Whole, and a
separate vote had to be demanded and everything that was included
in the Crisp amendment, which was not only coal, which had been
moved in as an amendment, but oil, lubricating oil, and wort, and
that was what the vote was, on striking out the Crisp amendment.

Well, now, if that had been successful I was going to move on a
motion to commit to put back wort and lubricating oil and strike
out the import tax on oil, which would have still been in the bill,
because, while it was a part of the Crisp amendment, it is still a
part of the original bill.

So we had to make two motions in order to get in oil.
Senator GoRs. Yes.
The CHAxMAN. Is there anything further that you wanted to say,

Mr. McCormack?
Mr. McCoRAOK. No; nothing further that I wanted to say.

STATEMENT OF WIRT FRANKLIN, PRESIDENT OF TEE INDEX.
PENDENT PETROLEUM ASSOCIATION, AEDMORE, OKLA.

.1r. FRANKLIN. Mr. Chairman and gentlemen of the committee,
there has been a good deal of confusion created as to whom we repre-
sent. So at the inception of my remarks, I desire to make that clear.

I appear before you as president of the Independent Petroleum
Association of America having branches in each of the cil-producing
States. The subject which I desire to present has been by resolution
approved by all the oil and gas associations and marketing associations
in the United States, hicluding the American Petroleum Institute, of
which I am a member of the board. That includes the California
Oil and Gas Association, the Mid-Continent Petroleum Corporation
and Oil and Gas Conservation Association of the States of Texas, and
many others too numerous to mention.

In addition to that, the business and banking interests and the
farming interests of the oil-producing States have spoken in no un-
certain terms upon this question of a tax on imported oil.

I would like to hesitate right now to say that while much has been
scid about the cost to the farmers of the oil and gas which they buy
there no interest so vitally interested in the domestic production of
oil as is the farmer. He owns one-eighth of all the oil produced and
he receives a dollar an acre rental upon all the lands, amounting to
millions and millions of acres, which are under lease.

Now, I would desire to make clear, in view of what has been said
atthis meeting also, those who oppose this tax on imported oil. Let
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us make the issues clear. That branch of the American Petroleum
Industry which is engaged in importing oil is the only part of the
petroleum industry which op oses a tax on imported oil. And who
are they? The fRoyal Du tic'h Shell group, two companies of the
Standard Oil group, the Pan-American Petroleum & Transport Co.,
a subsidiary of the Standard of Indiana, the Standard of New Jersey
being the o'her one.

Senator CONNALLY. And the Gulf.
Mr. FRANKLI. And the Gulf, or the Mellon company. Those are

the interests which have opposed a tariff on oil in the past and which
now appear to oppose this revenue measure, and before I am through
I do not think there is a man on this committee who will doubt that
this is a revenue measure as it is written.

Now I presented this matter to the Ways and Means Committee
rather fully and I refer for much of the statistical information which
I will refrain from introducing here, topage 925 to 960, and pages
1116 to 1132, of the hearing before the Ways and Means Committee.

First, I wish to address myself to this as a revenue measure and to
refer briefly to the reports, two of them, made at the request of Con.
gress by the Tariff Commission on the difference in cost of foreign oil
and domestic oil. The Tariff Commission's report made in February,
1931, found that there was a difference in cost between Gulf-coast
and mid-continent oil delivered at Atlantic ports and foreign oil
delivered at Atlantic ports of $1.19 a barrel.

The more recent report, made in December, 1931, said there wit-4 a
difference of cost of $1.03 it barrel. The more recent report said that
the cost of mid-continent oil delivered at Atlantie ports,, including a
cost of $1.09 a barrel at the well, and that includes all the oil-producing
States of the Union, the weighted average cost of the oil at the well
$1.09, delivered at the Atlantic seaboard was $1.90; that the cost of
refining that oil was 73 cents a barrel, making $1.63 a barrel for mid.
continent oil refined at Atlantic-coast refineries.

Senator REED. $1.03 or $2.63?
Senator GoniE. $2.63, is it not?
Mr. FRANKLIN. Yes, $2.63 i you are correct. Total cost of this oil

refined ready for the market in its refined state $2.63. The value of
thoge products was $2.74 a barrel, or a profit per barrel on domestic
oil of 11 cents.

The cost of Venezuelan oil-aid we are talking about Venezuelan
oil, because that is the principal source of imported oil at the present
time-delivered at Atlantic ports is 87 cents a barrel That is the
report of the Tariff Commission, although we could show it is very
much less actually, as has been admitted by some of the opposing
witnesses.

The cost of refining that oil by the methods now in use is 30 cents a
barrel, or a total cost refined of $1.17 a barrel, while the value of the
products as reported by the Tariff Commission is $1.71, which makes
a profit of 54 cents per barrel on foreign oil as against 11 cents a barrel
profit on the domestic oil.

Senator REED. These are the figures found by the Tariff Com-
mission?

Mr. FRANKLIN. These are the Tariff Commission's figures.
An analysis of that report from the refihiLg standpoint as to

present-day conditions and profits, made by Dr. W. W. Holland,
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now one of the chief refiners of the Pure Oil Co., but who built
the plant for the Pan American on the island of Aruba off the
coat of Venezuela and operated it as superintendent for more than
nine months, until his health failed and he had to return to the
United States, shows that thepresent-day profit on that oil is 94
cents a barrel. That report of Doctor Holland is a part of the record
in the Ways and Means Committee hearing in full.

These figures show, gentlemen, a profit of 5.29 per cent on domestic
oil and 62.4 per cent on foreign oil, on Venezuelan oil.

Now right at this point, while I have said that the Venezuelan
oil is the principal source of imported oil, we are also confronted
with the very serious situation which has grown worse in the last year,
and that is the situation with reference to Russian and Rumanian oil.
Russia is increasing its production of oil by leaps and bounds, and
using the American experts who have built for them the latest re.
flneries, they are in a position soon to commence dumping Russian
gasoline upou the American market.

Senator RnEn. Haven't they already done it?
Mr. FRANKLIN. They have already dumped that gasoline on the

American market, four tankers of it and the declared valuation of
that gasoline at the port of Baltimore was 1.96 cents a gallon. It
has reached as far inland as Detroit, where it was advertised in 23
issues of the Detroit Evening Press to sell for 5 cents a gallon below
the price of domestic gasoline [exhibiting advertisement], declaring
it to be "Zip, a premium motor fuel oil the equal of any premium
gasoline in the United States."

Senator REED. That was taken up the St. Lawrence River, was it
not, by tanker? 0

Mr. FnANKLIM. This one was this particular tanker. But this
company the Sunny Service Odf Co. of Detroit, bought 15,000 000
gallons of this gasoline for delivery over the coming year, enough to
demoralize the market of the mid-continent district for more than a
ear. And they bought it on a contract payable in sterling just
efore England went off of the gold standard, and even at the price
bought they are only paying about 66% per cent of their contract price,
due to their depreciated currency.

Senator REED. That would seem to be a joke on the Russians,
would it not?

Mr. FRANKLIN. A joke on the Russians, but a very serious joke
on us also.

Now, gentlemen, you have heard considerable about the price of
fuel oil on the Atlantic seaboard and in New England. The present
low price is 60 cents a barrel by contract in large quantities. If you
added all the tax of a cent a gallon or 42 cents a barrel to that cost
you would have fuel oil at $1.02 a barrel, and up until the 1st of last
April New England or the Atlantic seaboard never had fuel oil for
less than $1.05 a barrel. So it would be no new thing to them if all
of that cost should be added.

But it is well known that in the case of any imported article-and
the experience of the past will bear me out; I havehere a sheet of such
figures--that the full tariff is not added to the price. Take wheat, for
instance. Has the full amount of tariff on wheat been added to the
price? It has not. Nor on a vast number of other articles.
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Senator HULL. Mr. Franklin, is there any purpose to increase the
price of oil and avail yourself of this tariff? Is that what you mean
to be understood as saying, or not saying?

Mr. FRANKLIN. Senator, the purpose of the domestic oil industry
in advocating this tax-we might as well speak frankly-is to bring
about an ameliorated condition of the American petroleum industry.

Senator HULL. That was not exactly what I flrat asken you.
Mr. FitANLIN. That would be brought about by an increase in

the price.
Senator HULL. Undoubtedly. Then your suggestion, if I under.

stood you, is to exclude this oil that is imported, which would being
about an increase of employment of about 300,000 persons? That
is what ou have in mind, is it, as a part of it?

Mr. I RANKLiN. If the oil business zets back on its feet so that it
can supply the American market at a fair price, as it has over a period
of years before these imports became so large as to demoralize the
industry, then these men could be reemployed. The Department of
Labor figures show that there are 359,000 men now out of work in the
oil-producing States formerly engaged in the producing branch of
the industry.

Senator HULL. What I was getting at was, how do you reconcile
your statement, as I understood you, that this would be a large
revenue or a substantial revenue producer, which would mean that a
large amount of oil would have to be imported, but at the same time
you would make leeway here for this resumption of employment?

Mr. FRANKLIN. I will get to that, Senator. That is the next thing
I have to discuss here and I have the figures.

Senator BARxLEY. Will you also discuss at the same time what
your judgment is as to the effect that this tariff would have on the
increase in production in the American oil fields.

Mr. FRANKLIN. I will be glad to.
Senator BArLEY. That is one thing that bothers me. If, by

shutting out a certain amount of oil, we encourage an increase in our
own production that would offset that, it may have a pertinent bear.
ing on whether the industry would be benefited by the tariff or not,

Mr. FRANKLIN. To answer the first question, it is my opinion-
and I think the figures will bear me out--that the tax of 1 cent a
gallon will not keep out any oil from importation. The Tariff Com.
mission having found that the difference in cost of production here and
abroad is $1.03 a barrel, how in the world could a tax of 42 cents a
barrel, which is only about 40 per cent of the difference in cost, keep
out any oil? Before I am through I want to suggest a correction by
this committee of the measure as it passed the House, in order to
make it fair to all interests involved. Does that answer your question?

Senator HULL. You are making headway. I want to hear you a
little further.

The CHAIRMAN. Is that correction an increase?
Mr. FRANKLIN. Not in oil.
I have before me, gentlemen of the committee, a statement show.

ing the average imports of petroleum and refined products for the
years 1929, 1980, and 1931. I httve taken the three years, and these
fgures are from the Bureau of Mines, the Government figures, in
order that it might be absolutely fair. I have not taken a year of
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high imports or a year of low imports, but the average of the last
three years.

Senittor 'BAtKLW. Is that a fair period? I mean by that, does that
sufficiently represent an average normal period, so as to be fair to both
sides of this question?

Mr. FRANKLIn. Absolutely, in my opinion.
It has been brought out already that imports last year declined from

105,000,000 barrels in 1930 to 86,000,000 barrels for 1931. That was
not due to the desire of the importers to curtail their imports, but it
was brought about as a cooperative measure on the part of certain of
the importers to do their fair share toward the curtailment movement
which was in process in the United States.

Senator BARKLEY. Do those figures of 109,000,000 and 87,000,000
represent crude?

,Mr. FnANKLIN. One hundred and five million. That is crude and
refined products combined.

Senator BARKLE. What percentage would be crude?
Mr. FRANKLM. About 46,000,000 barrels of crude and about

13,000,000 barrels of gasoline; the remainder fuel oil.
Senator BArKLEY. Which year are you taking now?
Mr. FRANKLIN. That is 1951.
Senator BARKLEY. For 1930 how much would it be?
Mr. FnArKLIN. For 1930, it was 16,000,000 barrels of gasoline and

69,000 000 barrels of crude, if I remember correctly; and the balance
fuel oil.

Senator REED. How does that compare with the situation 10 years
ago, when we were etting in the oil from Tampico?

Mr. FRANKLIN. it is about the same situation we had 10 years ago.
If you gentlemen will member a large delegation of oil men from the
mid.continent district appeared before Congress when this condition
was the same-and I was with them-and tried to get a tariff on oil
to protect us from that flood of Mexican oil. You will probably hear
some of the gentlemen appearing in o position to this say that they
reduced their imports from Mexico. Iknow the statement was made
by one of their number in another hearing before the Federal Oil
Conservation Board. Until recent years they reduced their imports,
from 1922 on, because the production of MeXico declined and they
could not get it until they developed Venezuela. Then they corn.
menced their imports again, which have increased steadily until last
year ,that reduction being brought about through the intervention of
Secretary Lamont, of the Department of Commerce to bring about a
ratable importation compared, as nearly as might be, with the cur-
tailment of production in the oil-producing States.

Senator BAnKELY. How did the-
Mr. FRANKLIN. Pardon me. Let me finish my statement, please,

Senator.
Congressman Nelson said the curtailment in the United States

has been only a little over 5 per cent. The curtailment of the oil
fields in the United States, the fields of flush production, has been
about 98 per cent of their potential production. Kettleman Hills,
Calif., Oklahoma City, Okla., and east Texas have been producing
during the last year not to exceed 2 per cent of their potential produc-
tion. Gentlemen, they are shut in, with hundreds of millions of
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dollars of American capital invested, and not producing enough oil
to pay the labor, in consequence of which the labor has been discharged.

Senator BARKLEY. How much of that restraint, or how much of the
restrained oil, would be released by the passage of this tariff on oil?

Mr. FRANKTAIN. It would not be released, except to furnish the
market demand. In each of those States mentioned, California,
Oklahoma, Texas, and also Kansas, there are conservation laws giving
State commissions authority to determine how much oil may be pro.
duced without waste, and it has been conceded that the excessive
storage of oil is waste, because of the large amount of evaporation
which takes place.

Senator BARKLEY. May I ask one question there? At the time ofthe Tampico importations 10 years ago, which you say were about
the same as the average for the last three years, how did domestic
production coin pare with the average domestic production for the
last three years?

Mr. FRANKLIN. Domestic production at that time was very much
less. You have heard a great deal about overproduction of oil in
the United States. As a matter of fact, there has not been an over.
production of oil in the United States in the last 13 years. During
that period there have been imported into the United States 1,010,.
000,000 barrels of oil. During that period the United States lacked
686,000,000 barrels of producing as much oil as it consunied.

Senator CONNALLY. Are you deducting exports from that?
Mr. FaANKLt.. No. That resulted in the excessive storage of

341,000,000 barrels of American oil due solely to importations, and
that is the storage oil which you hear so much about, which is a
burden on the American petroleum industry.

While I am talking about this question of overproduction, I wish to
give you some more figures of more recent date. I want to give these
figures to show you what the American petroleum industry, through
cooperative efforts, with the assistance of State regulatory bodies,
has done to put its own house in order.

Congressman Nelson said that all the troubles of the industry were
internal, and I offer this in refutation of that statement.

In 1903 domestic oil production was reduced 109 000,000 barrels as
compared with 1929, and during the same period ther was imported
105,000,000 barrels of oil, which nullified our curtailment. During
that year, 1930, there was taken out of storage over 23,000,000 barrels
of oil to supply the demand in the United States; and in 1931 that
curtailment continued, so that we produce in 1931 48,000,000
barrels less than in the year 1930, while the imports in 1931 were only
reduced, as I have said, to 86,000,000 barrels, again nullifying the
efforts of domestic operators in the way of stabilizing the domestic
oil industry.

Senator HAnuIsos. What happened during that period to the
exports? Did they fall off, or remain steady?

Mr. FRANKLIN. Yes; the exports fell off, too. I will give you thatlater. 
9

In 1931 there was taken out of storage 45,000,000 barrels of domestic
oil. In all previous history of the American petroleum industry when
as much as three or four million barrels a month was being drawn out
of storage the price of o4 went up by leaps and bounds, but last year
we had this strange condition, that with the removal of as much as
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200,000 barrels daily of oil from storage, the price went down last
July to the lowest point in all history, as has already been stated, the
low price being 10 cents a barrel ana the high price 22 cents a barrel,
for oil of Pennsylvania grade in the mid-continent field.

That condition was brought about by the importation of this cheap
oil. You can not understand this question and how this foreign oi1
acts unless you know the whole story. Reference has been made to
the control of production in the United States and its marketing
through the ownership of pipe lines by a few. Those same interests
that own the pipe lines and control the transportation of oil, and
which receive these high rates of tariff for the transportation of oll
are the interests which import this oil. Therefore, through the impor.
nation of oil at will, as much as they desire, they control the price of
oil at the well in the United States,

While this tariff, or tax, rather, of 42 cents a barrel will not keep
out any oil, it will form a cushion on price, below which oil can not
go. If they have to pay 42 cents tax, they can not reduce the price of
oil in the United States to 10 cents a barrel, as they did last summer.

Senator HULL. Would it interrupt you to ask about this trade
situation? For instance, the exports of petroleum anci petroleum
products for 1930 were $494,339,000, while the imports were
8145,116,000, or a favorable trade balance of $350,000,000. For
1931 the exports were $270,293 000 and the imports $92,740,000, or
for those two years, a favorable trade balance of $528,000,000. i
ai trying to see how you.work out a situation here where you can
get tariff benefits, really, if you have imposed any kind of a tariff,
unless you abandon the antitrust law so as to peg your prices in some
manner.

Mr. FRANxLIN. That story about these imports and exports,
Senator, is only a part of the story. The facts are, in relation t
exports and imports, that the bulk of the exports of oil from the
United States are from the.Pacific seaboard to Asia and the Orient.

Senator BARKLEY. Are they refined products?
Mr. FRANKLIN. Refined products in large measure. And the large

part of our exports that a appears in these figures, as totals goes to
Canada, across the line. -When you deduct the exports irom the
Pacific coast and the exports to Canada from the total exports, you
will find that there is a large excess of imports to the Atlantic seaboard
over exports.

Then there is another feature which desire to impress, and that is
that it is not the same oil which is exported that is imported-far
from it. The exports from the Atlantic seaboard are largely of
Pennsylvanian grade lubricating oil, which is the best in the world
and this foreign oil that is imported is in the form of gasoline and
fuel oil, which displaces oil produced in the United States in the
markets of the East. The oil that is exported is not the same oil
that is imported, and will not be, because the oils are of adifferent
grade.

Senator BARKLEY. Are there any refineries in Canada?
Mr. FRANKLIN. Yes; there are refineries in Canada. These same

companies import oil to Canada from South America.
Senator HULL. What I was getting at is this: I notice a great

many nations, as soon as they see us run a tariff up on anything,
immediately run theirs up against us on any particular items we have.
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We have now employment for hbor here to produce a favorable
balance of oil exports of $520 000,000 for the last two years, and I
would like to have you, Mr. Franklin before you conclude-

Mr. FRANKLIN. Before I conclude, I will show you that our export
market is lost, that it has ber, steadily deciang for the last three
years; that last year we lost, as compared with the preceding year,
21 per cent of our exports.

Senator HULL. I did not make myself entirely clear, if you will
pardon me. A country that sees us run our tariffs up, will run theirs
up if not against one item we are trying to sell, then against another.

Mr. FRANKLIN. We lost 21 per cent of our export market last year
in volume, and in value we lost 45.3 per cent of our export market
of oil-45.8 per cent in one year.

Senator BARKLEY. How does that compare with our loss in exports
In everything?

Mr. FAN KL N. This is very much greater than it is in everything.
That is due to the condition I said a while ago, in the world develop.
ment of oil. While the United States has been curtailing its produc.
tion, Rumania and Russia have been increasing their production by
leaps awd bounds and they come in competition with our exporters
in the markets of Europe. Russia and Rumania are taking away the
export market for oil of the United States. It will be retained ii
some degree for several years, due to the fact that our large export.
ing compares control certtiit outlets in Europe which they can re.
ta1 if they are willing to meet the competition in price with Russia
and Rumania. That has been another factor in reducing the price
of oil in the United States-the desire of these large interests with
the export business to compete in the markets of the world with
Russia and Rumania, putting our labor and our oil, and the United
States, so far as oil is concerned, on a level with the labor of Russia,
to a large extent.

Senator HULL. Is it your plan, if you get a tariff high enough,
to fence in our oil situation here and depend on domestic consumption
for whatever it could take care of, and dump the balance, or not
undertake to sell systematically outside?

Mr. FRANKLI.N We are forced, by the very conditions I have
described to rely upon the domestic market for domestic oil. In
the end, that is the answer, because, as I have said, and as the figures
show which the Senator has quoted, we are losing our export market,
but the domestic market of the United States is 70 per cent of the
market of the world. If we can retain our domestic market for
domestic oil, and we have ample supplies of domestic oil to supply
that market, it is all we need.

We have lost our export market, anyhow, all but a emal part of it,
and the line between exports and imports has already been crossed.
The exports to-day are less than imports.

Senator BARKLEY. In value?
Mr. FRANKLIN. In volume.
Senator HULL. What level of prices do you seek here through the

tariff situation?
Mr. FRANKLIN. Only the chance to live and compete with this

imported oil. Under present conditions, if they are continued,
gentlemen, the American oil.producing industry will be destroyed.
It can not live another year. Judge Ames gave you the figures on
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the profits and the cost last year, which show conclusively that the
American petroleum industry can not live unless this condition is
equalized in some measure, unless soine protection is given to the
Ainriean oil industry, and that means tile prosperity of States west
of the Mississippi covering a third of the area of the United States
vith over 22,000,000 people, nearly one-fifth of the population of
the United States, whose purchasing power has been completely de.
stroked in the last three years, and who are now unable to buy any
of t6e goods from the eastern and northern manufacturing States
which they formerly did.

The depression in the oil industry commenced three years ago.
We were up here twoyears ago asking for protection, which wb did not
get, and we predicte this condition would be brought about if we did
not get the protection. Thig depression in the oil industry and the
distressed conditions in the oil-producing States occurred prior to the
general.depression and had a great deal to do with bringing about the
depression general in the United States, because we are purchasers
from the Eastern States, from these very NE w England States which
now deny to us the protection which they have always enjoyed. We
buy hundreds of millions of dollars' worth of goods i normal times.

Last year the price of oil in Oklahoma, the average price, as Judge
Ames told you was 67 cents a barrel for the entire year. The aver.
age price of ol in the mid-continent field for 10 years prior to that,
taking in two years of low prices, was $1.60 a barrel. We lost nearly
a dollar a barrel on every barrel produced, which amounted to over
$200,000,000 for Oklahoma alone, over $300,000,000 for Texas, and
over $300,000,000 for California, leaving out the other 16 oil-producing
States which suffered in like manner to the extent of their production.

Senator HULLi. If you had your choice, Mr. Franklin, which would
the industry, in your judgment, prefer, an entire suspension of the
antitrust laws, or tariffs, as high as you want them?

Mr. FRANtLIN. I am not one of those, Senator, who believes in the
suspension of the antitrust laws. I am one of those who believes that
the antitrust laws should be kept as they are, or improved if possible.
I amn not more in favor of combinations in restraint of trade and
monopoly than the humblest citizen in this land. In fact, I believe
monopoly should be suppressed, and I want to say to you that that
is one of the reasons I am here before Congress fighting for the pro-
tection of the domestic oil industry from the four great companies
who form the monopoly, and if this protection is not granted, the
imported oils will be used for the purpose of recreating and reestab-
lishing a complete monopoly of oil in the United States, when these
four companies can tell you how much you will pay for every gallon
of oil or oil products which you buy -and after that monopoly has been
reestablished, I might say, through the destruction of all the inde.-
pendent producers, refiners, and marketers the people of the United
States will pay through the nose, and those losses now being sustained
by those companies can be made up from the people in less than a year,and they willsqueeze out every interest in this country. The only
protection the American people have now in the oil industry is the
competition offered by the independent producer, refiner, and
marketer of oil. That competition keeps the price level with the
amount of oil produced in the United States, which these inde-
pendents are able to produce, and they have produced over 50 per cent
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of it. If they had the protection they could refine a greater part of it
than they have been refining. The only safety of the American people
so far as the price of oil is concerned is that you enable them to
live so that there will be some competition in the industry in the
United States.

Senator HULL. I am very much interested in your opinion. I agree
with you. I was trying to see that really is the way out for the oil
people, because we all recognize the distress we are in, and I wanted
to see what your views were on that question.

Mr. FRANKLIN. Of course the way out is to put this tax on which,
at 42 cents a barrel, will not keep out any oil, but will enable the price
to be somewhat equalized.

Senator HULL. We told the wheat grower that some time ago, and
put 42 cents a bushel on his wheat.

Mr. FRANKLIN. The price of wheat has never gone below 42 cents a
bushel.

Sdnator HULL. Almost.
Mr. FRANKLIN. It almost went to that.
Senator BARKLEY. It went below that to some of the farmers out

in the mid-Western fields.
The CHAIRMAN. We produce more wheat than we consumne.
Senator BARELEY. We have been doing that for years.
Mr. FRANKLIN. That is the answer to it.
Senator CONNALLY. The tariff on wheat did not hurt anybody.
Mr. F1hANKLIN. The tariff on wheat did not hurt anybody, and if

we do not get a benefit from the tax of 42 cents on oil, it will not hurt
anybody.Senator BARKLEY. Probably the oil producer will get more benefit

from this than the wheat grower got from the same amount on his
product.

Let me ask you this; I do not know whether you said it, or whether
someone else said the profit on the imported oil per barrel amounted
to something above 60 cents a barrel after paying the cost of produce.
tion and transportation; it was landed in this country at a pnce at
which it brought a profit of some 60 cents a barrel.

Mr. FRANKLIN. After refining. The refiner realized a profit of
54. cents a barrel, according to the report of the Tariff Commission.

Senator BARKLEY. Could the, oil importers pay this 42-cent tariff,
and at the same time sell their imported oil at the same price they
now sell it for, or would they be compelled to add that, or some sub.
stantial portion of it, to the price of the imported product? I am
referring to crude oil.

Mr. FRANKLIN. The imported oil is refined in a refinery of the
same company which imports it, in large measure. There are some
exceptions to this rule.

Senator BARKLEY. That is true where it is refined; but where it
is used as fuel oil, or for purposes for which crude oil may be used, of
course it is not refined. What is the average price of that imported
product at the shore?

Mr. FRANKLIN. The lowest contracts made at the present time are
on a basis of 60 cents a barrel; but in past years the price of fuel oil
at New York, commencing in 1927, was $1.52 a barrel. In 1928 it
was $1.18 a barrel; 1929, $1.05; i 1930, $1.09 a barrel; in 1931,
84 cents a barrel: in 1932. 60 cents a barrel. So that if you added,
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as I said a while ago, the full tax to the 60 cents price of fuel oil at
New York, it would then be 3 cents less than the lowest price ever
paid for fuel oil at New York up to April 1 1931 Since that time
we have had this demoralized condition. %e all recognize that the
last year does not represent normal conditions, and I take it thet no
Member of Congress would desire to freeze conditions at to pr*ces on
any commodity-oil, farm products, manufactured products, or
anything else-at the present low level. No industry can recover,
and we can never have any prosperity in the United States, in any
part of it, if w6 are to seek to freeze prices at the present level because
they are all below the cost of production, not only in oil, but in every.
thing else. As Judge Ames showed to you in his presentation, oil
sold all last year at some 40 cents below the average cost of production.

Senator BARKLEY. Leaving out of consideration for a moment the
companies that produce oil in South America and import it and refine
it in their own refineries, of course, they would all have to pay the
42-cent tariff on oil. Leaving them out of it, where oil is imported
for sale in this country, my question was whether the profit on the
imported oil for sale, and not for refining, is now sufficient to enable
them to absorb the 42 cents or would they add all of it, or a consider-
able portion of it, to the price?

Mr. FRANKLIN. Perhaps some part of it would have to be added
to the present prices, but, as I say, the present prices of oil are
entirely too low.

Senator BARKL Y. I agree with you about that. I know some-
thing about that myself. Do you know what proportion of the
world known suppl of reserves of oil we have in this country?.

Mr. FRANKLI.N..That question has fooled a great many eminent
experts in the oil industry. Back in 1925 the experts of the Federal
Oil Conservation Board reported that there were only 5,000,000,000
barrels of recoverable oil in the United States. Since that time we
have produced more oil than those experts said existed, and we now
have in sight a greater expanse of oil territory than ever before in
history, and a greater production developed, ready to produce, than
ever before.

Senator GORE. The Senate committee in 1923 reported that gaso-
line, before a great while, would be selling at a dollar a galon.

Mr. FRANKLIN. Yes. That was based upon these reports of these
so-called experts.

Senator GORE. Yes.
Mr. FRANKLIN. They' were unable to see much deeper into the

ground, or make much more accurate estimates of the future oil
reserves of the United States, than the average citizen.

Senator BARKLEY. My question was based on the statement I saw
recently, that Russia had 35 per cent of all the known oil reserves in
the world at this time-regardless of the amount of those known oil
reserves, that Russia had 35 per cent of them. Of course, looking
over this question from the standpoint of not merely a year or two,
but looking at it over a period of years, I was wondering whether we
would deplete our own resources so rapidly by any artifcial stimula-
tion that we might give to domestic production, as to put us, in the
course of a few years at the mercy of Russia, if she does hold 35 per
cent of the world's oi reserves at this time, and if the known reserve
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in our own country are such as to forecast their depletion within any
reasonable length of time.

Mr. FaANKLIN. I will say in answer to that, Senator, I have already
partially answered it but in addition let me sa that one of the be
known experts on oil in the United s tates, or the world, for that
matter is Ralph Arnold, who testified before a committee of the
Senatelast year that we had enough oil in the United States to last us
for 500 years at the present rate of consumption.

Senator BARRLRY. Perhaps that is true.
Mr. FRANKLIN. In a vast territo;y extending from the Canadian

border east of the Rocky Mountais to the Gulf of Mexico, even
embracing the States of Mississippi and Alabama. That territory is
all probably productive oil territory. I do not mean that it is aU
oil land, but scattered across that trr will be pooh of oi..

For instance, these same expert whoin ade the misleading report.
in past years, said there could be no oil found in Oklahoma County
Okla., or east Texas; geological conditions were not favorable. And
still, sice that report was made by these gentlemen there have been
discovered in these places where the experts said oil could not exist,
the two greatest oil fields the world has ever known, Oklahoma City
and east Texas. That shows how uncertain it is.

I would like to sy that we have oil, according to the present
developed state, and the present known probably productive terri.
tory, to last us anywhere from 300 to 500 years.

Senator BARELEY. I am not going to worry beyond that.
Mr. FRANKLIN. The statisticians and experts of the Standard of

New Jersey admit that to be correct. This propaganda which has
been put out in the past about the exhaustion of our petroleum
reserves has been put out by these very importing companies for the
purpose of getting the market of the Uited States for these imported

ils, and I say that advisedly. They paid for the propaganda-..
press sheet which has gone out weekly for nearly three years.

The CHAIRMAN. It reminds me of the situation back in 1908
when Mr. Pinchot and certain people believing in conservation had
us all scared to death that there woud not be a pound of coal left in
the United States by the year 1928. It would all be consumed.

Mr. FRA KtN. A similar condition exactly.
The CHAIRMAN. We have more cod now than we can possibly use

for the next 500 years, anyhow.
Mr. FRANKLIN. Let me say, Mr. Chairman that this is the oil ag.

It is valuable now. It brings great wealth to the citizens of the United
States. The oil consumed in the United States should be produced
in the United States, and that great wealth retained at -ome to
employ labor and capital of the United States. It is newly created
wealth. It takes nothing from anybody, but brings great wealth to
the people of this country. Who knows but that to-morrow some
scientist may discover a substtute for oil which will entirely supersede
its use? Let us use it while it is valuable. Let us get the benefit of
these resources while we may.

You heard a while ago a gentleman say that these imports were
decreeing. Let me show you what has happened. This year, since
the Committee on Ways and Means reported to the House and
recommended the passage of a tax of 1 cent a gallon on the imported
oil, this is what has happened:

W A2B
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The imports for January averaged 208,101 barrels a day' for
February, 253,827 barrels a day and for the four weeks of Mari on
which sports are in, 258,3 93,307,420 252,280, and 26,857 barrels a
day. For the last week on which we Lavo an authentic report, Apr
2d, the imports alveragpd 590,143 barrels a day, of which 682,000
barrels during that week was gasoline, or nearly 100,000 barrels a dayof gasolmin Wported.

senator RZIOD. That always happens when you begin to talk about
tariff.
Mr. FRANKLIN. They talked about how they were cooperating,

and reduced their imports. I just want to sow that that is not
taking place, and it is natural that they should increase their imports,
but in the next six weeks, at the present rate of imports last week
they will import 25,000,000 barrels of oil or more into the United
States, which will escape this tax, even though Congress passes it.

Senator RICZD. It has been the same way with copper in the last
two or three months, and with coal.

Mr. FRANKLIN, I would like to put the sheet showing the imports
into the record.

(The statement referred to is as follows:)

1938 oil imports
[Amesican Petrokum Institute repot)

Week ending Crude

........................... 973,0W
Jan1 9 ......................... 62, 000
Ja. ........ ............. W 000
Jan. 2 .................. :.1 000
Ja0,80 .................... O,0
Jary, average.......... .8,090,M

Feb 6......... .............
rob, o .......................
Feb.20.. ... .........
Febar a7 ................
February av.............

at. 12 ........................or. to ....................
Ma. ....................

Apt. 2 ...... ............

791,00
1, 118,000
I,08,0003, 791,000

Gasoline Ku

435,000
310,000.
214,0 ..

1167,000.

39,000 .4000

A QUO'i::4,".

- I-!~ I
IOM,001,00,000

01,000
1,000,000
A0,00

K 1000 ........
115%,000

4O00 ........

Ua oil Fuel oil

106000 501 bt000
310 0 7O,000
420,000459,002,WI487,000

1040],998,000

.. .. .... . 11A 000
.......... . 3* 000~io .... . 4,000

'6 2,41,0W154,0W1 tO.

500 450,000
4.0..... 000

664000 00o

oil (0I 743,000

I Corrected totals for March not available.
'55,000 barrels Inso fne imported In Norwegian 0. S. fails, from Constantas, Rumania, arriving Mear. 90,

1981 oil imports
(U. a. Bureau of Mines statutleul

Crude . 47, 250, 000
Gasoline ---------------------------------------------- 13, 21,000Kerosen... 10,000

Gas oil and fuel oil ------------------------------------------ 24,0
Lubricants .................................................. 81,000
Wax (pounds) ............................ ....... , 084,
Liquid imports daily average" "-------------------- ---------- 188, 951

115102-42--29

Total

174 0
13. 8WO
1,438,00
i.6OK 000
1,6000
88391000

, W~OW1, 40,000
2,009, 000

I1O 0007, 301,0OWl

1,5 70 00

14 1000

4,131,000

Daily
aver.
age

241,000

9%,420

203
38,999
"857

698143

I£
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Senator Runn. May I ask you one question? I would like to nt
an answer before we conlude, and we are almost at the end of &o
hour.

Mr. FRANKLIN. There is one matter I would like very much to get
in to-night.

Senator Run. Let me direct your attention to two items. You
can answer them to-morrow morning if you want to.

The first is the question of exempting bunker oil from the general
language of this tax.

senator CONNALLY. By a drawback, you mean?
Senator Rmma. By a drawback or some such method.
The next is the question of differentiating between products of

refining and crude oil itself-whether there ought not to be some
difference in the amount of the tax on the refined pro.dut.

Mr. FRANKLIN. Your second question is the one I wished to present
to you to-night. I will reserve the other one until to-morrow.

Senator G-oR. I have an amendment that has been prepared on
that.

Mr. FRANKLIN. The second question is the one I did wish to present
to you tonight, to show where this revenue is coming from.

Have in my hand a sheet, which I desire to mnke a part of the
record.

(The statement referred to is as follows:)

Impr. of petroleum and its products, 1909, 1930, and 1931, average for the three
years

Crude oil, 2,638,387,888 gallons, at 1 cent ...................... $28, 803,678
Fuel and gas oil 1,002 ,784 884 gallons at 1 cent ...... 10 027, 848
Gasoline, naphtha and other finished light products, 551,849,414

gallons, at 8 cents ......................................... , 540,482
Tops and other refined distillates, 2,717,584 gallons, at 1 cent..... 27,176
Kerosene, 5,878994 gallons, at I cent- - -................. 58, 789
Lubricatig' oil, 1886,548 gallons, at 4 cents .................... 53,681
Paraffine and petroleum wax products, 46,928,711 pounds, at

I cent .........................-... 469,287
Natural asphalt, and petroleum asphalt and bitumen, 73,770 long

tons, at 82.. .. . . . . . . ....". 147, 540
• Tta ..... ................... .... ....... ....... 58,887,828

Mr. FRANKLIN. The average imports for the last three years are
shown, on the basis of which I would recommend these taxes.

This is to correct some of the inequalities, which I later desire to
explain, in the bill as it passed the House.

Crude oil, based upon these average figures, would bring, in revenue,
$20,363,678 at I cent a gallcn. Fuel and gas oil, at I cent a gallon
would being in $10,027,343. Gasoline, naphtha, and other finished
products would bring in, at 3 cents a on-and that is the rate
Which this committee should fix in this-till for gasoline, to make it
it equal with the tax of 1 cent a gallon on crude--$16 540,482. The
other liquid products would bring in-tops and other distillates,
$27,175; kerosene, $58,739; imported lubricating oil, at 4 cents a
gallon, $53,581; paraffin and petroleum wax products, $469,287, at
I cent pound.

Natural asphalt; and petroleum asphalt and bitumen, at 10 cents
a pound, would bring in $147,540.
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Senator HULL. I could not catch all those flures. What is the
total amount of the imports of petroleum andit products that you
have down there?

Mr. FRANKLIN. These are the average imports for the last three
years, based upon the average im sorts for the last three years.

Senator HULL. Do you figure they will continue to come in?
Mr. FRANKLIN. I do, because the tax suggested is only about 40

per cent of the difference in cost of production here and road, sad
with this tax paid, the refineries of this oil in the United States can
sell and make more profit on it at the refinery than they can by
refining domestic oil.

Senator HULL. You do not agree, then, with the Department of
Commerce in its estimates?

Mr. FRANKLIN. Absolutely, I do not agree with the Department
of Commerce about this bringing In revenue-or the Treasury, either
-of only $5,000 000, and these figures completely refute that. The
total revenue this would bring in, at these rates, is $53,687,825.

With reference to the statement from the Treasury Department
that it will only bring in a revenue of $5,000,000, one of the witnesses
who preceded me said that was only guesswork; and it was only guess-
work, as anybody with a lead pencil can prove, knowing that there
were 86,0004000 barrels of oil imported last year. "'*

Senator CONNALLY. If that will bring in $5,000,000, it means they
would bring in some oil. If it is profitable to bring in some, why
would it not be profitable to bring m a lot of it?

Mr. FRANKLIN. They will bring in Just as much as they have in
the past, and they willbring in more, because the agreement to re-
strict imports will no longer be in force.

I want to quote Mr. Morgan Sanders, who was a member of the
Ways and Means Committee, and who stated on the floor of the
House-and it is in the Congressional Record-that the committee
asked the Treasury experts to figure out the revenue, this would bring
in at 1 cent a gallon on all these products, and the Treasury experts
reported to the committee that it would bring in $44,000,000. That
is the statement made by Mr. Sanders on the floor of the House, as
coming from the Treasury experts in executive sesion with the
committee-that is at one cent aealon.

Senator REID. Ihe estimates ofthe revenue seem to compare with
the estimates of the total reserves of oil. It seems to be anybody's
guess.

Mr. FRANKLIN. These figures which I have given completely agree
with these Tmasury experts, except that at 8 cents a gallon on gasoline
it would increase the revenue up to $58,000,000.

Senator REID). Mr. Franklin-
Mr. FRANKLIN. I want to say just a word about why this should be

3 center
Senator REEo. Let me interrupt you. I asked you to direct your

attention to the matter of bunker oil. One of the gentlemen from the
Treasury Department tells me that the present provisions for the
drawback on exported materials would apply to oil, so you need not
bother about that.

Mr. FRANKLIN. I want to emphasize why this committee should
rise the tax on gasoline to 3 cents a llon in this provision. This
provision of the bill, as it passed the House, is a gross discrimination
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against the refiners in the United States on the Atlantic seaboard
uing foreign oil and I know that this committee does not want to
discri mate against capital and labor in the United States.

Senator REaD. This bill, as it comes from the House, would shut
up all the refineries around Bayonne and Marcus Hook, would it not?

Mr. FRANKLIN. Yes; it would diserivinate against domestic re
fineries. Therefore the tax on gasoline should be raised to 3 cents a
gallon. The average recovery of gaspliao from a barrel of Venezuelan
oil-and off the coast of Venezuela there are two refineries belonging
to the Royal Dutch Shell and the Pan American Co with a epitpycitof 325,000 barrels a day, which obtain from Venezuelan oil 12 gallons
of gasoline to the barrel.

Senator RED. That is by cracking.
Mr. FRANKLIN. Yes; and they are cracking plants. The remainder

of that is fuel oil. They could sell that fuel oil in other parts of the
world, not importing the fuel oil to the United States, but importing
the gasoline and bringing in the gasoline from a barrel of oil for 12
cents tax, while the Mellon Co., the Gulf Co and the Standard of
New Jersey, with their refineries in the United Atates, to get the same
amount of gasoline per barrel of oil, would have to pay a tax of 42
cents. That is the reason that should be corrected, without any
doubt.
. Senator REze. Of course, if it was not corrected, they would

simply have to establish refineries down in Venezuela.
Mr. FRANKLIN. It might cause these refineries in the UnitI

States to move down to South 4merioa, and nobody desires that.
Senator HULL. How much oil is brought up here and refined and'

then sold to merchant fleets of this and o her countries, and exported,
together?

r. FRANKLIN. I can not answer that question offhand. As I
said awhile ago, most of our exports are from American produced
oils, because of thefr higher Krade and their lubricating content.

Senator HULL. This application has brought about one new tem
in tariff nomenclature. We are now calling a tariff a tax for the
first time.

Mr. FaANKLINq. I would call the attention of the Senator however
to the fact that up to the year 1913 the principal revenue bl prepared
by Congress was a tariff bill, and that the first income tax ever passed
by Congress was put on a tariff bill as an amendment; so that we are
not violating a precedent. If, perchance, you should call this a
tariff and put it in the revenue bill, it will produce revenue.

Senator HULL. I am very much interested to see what will be the
effect of a tariff rate here on oils that we have been bringing up here
and refinlpg and then distributing in some way on the seas or
abroad-wlether that would be diverted to refineries in Europe and
elsewhere and sold to the merchant fleets of the different nations over
there instead of being brought here and refined and distributed.

NOTE IRO MOAN AMBASSADOR

DEPARTMENT OF STATE,

The Eon. Rua) SMOOT Washinton, April 16, 1980.

Chairman Pinance Commiflee, Unit d Stae Benet.
Sir: I inclose translation of a note dated April 6, 1932, from the Mexica

Ambassador containing a suggestion made by some of the companies exporting
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petroleum from Mexico to the United States. The department transmits thiscommunication merely for the Information of the committee, as requested by
the Mexican Ambassador, and without having examined into the merits of the
suggestion or the propriety of embodying It Inlegislation.

Very truly yours, W. R. CASTLE,

Ati; wog reerU of State.
[Trmuatlonl

EMNAAGY OF MuxIco,
Wahin* l, . 0., Aprl 6, 1981.

Mr. SUcSTARY: Without Intending to meddle in matters which are exclu-
ively within the competence of the legislative power In this country, and solely

because of considering this procedure more honorable than that of exerting pri-
vate influence or dealing directly with the Sentors of the Republic, I venture torequest your excellence kindly to bring to the knowledge of tile appropriate
committee of the Senate, by way of Information, if there be no objection to so
doing, the following argument, which has been submitted to me by some of the
com pAues exporting petroleum from Mexico to the United States:dthe Mexean crude petroleum which Is Imported Into the United States Is
used alinost exclusively In the manufacture of asphalt and does not come into
competition In any way with American crude oils on the Atlantic coast. There-
Is, thetefore, ample justification, even if the tariff should be ado pted, for ex-
oluding Mexican petroleum from the action of said tariff. It goes without saying
that i'would not bie feasible to exclude, Mexican petroleum as such, but this
could easily be obviated by stating in the law, for example, that crude petroleum
of more than 1VS Baume could be Imported free of duty. The Unidt States
exported 400,000 tons of asphalt in 1981, which shows Its need of heavy Mexican
ols, not only for domestic consumption, but for exportation."

I request your excellency kindly to accept my thanks for whatever you may
do In this matter, and I take advantage of this opportunity to repeat the amur-
anes of my highest and most distinguished eonsderation.

2TTn1 1lOK 2D. t. MAYS%

JoImNsoN RANHii ROYALTY CO. (INC.),

Hon. SENATOR SMOOT Amarillo, Tex., April 9, 10J.

Chairman Senate finance Committee
Capitol Building, Washington, D. C.

DEAR SIm: Inclosed herewith please find report, on the above subjects, which
I am respectfully requesting that you present to the committee and have Intro-
duced In the record by having same read oni the floor of the Senate.

Yours very truly, l? . R. MAYER, Preident.

Hon. SENATOR SMOOT, AMARILI.O, Trx., April 8, 1-89.

Chairman Senate Finatce. Committee,
Capitol Building#, W shington, D. C.

DEaR Sin: At this time, while you have the House revenue bill before you
for consideration and reconstruction, it is proper that any citizen and business
man, who will be seriously affected by your decision, should write you and
disclose to You, In advance, the effect tiat your decision is going to have on his
business, which is expected to pay taxes for the support of this Government.

Also what effect your decision will have, as it pertains to his line of business,
on the city, county, and State in which he lives, and upou the general business
condition of the Nation.

I fully realize that you gentlemen have been selected as statesmen and because
of your knowledge of economic conditions, and I have no desire to occupy your
time with an uninvited perusal of my personal opinion, which may add nothing
to the fund of knowledge which you have already accumulated relative to the
sbove bill. But I feel charged with the responsiblity of placing before you a
short and concise report covering the facts pertaiing to the line of business in
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which I am eng gpd both as developed In the past and the conditions under
which we are now doing business.

In the House re veuue bill you are asked to vote an excise tax on what is now
tax-free imported oil and its refined products. Your action hi this matter will
Influence not only my linen of business, but the welfare of the entire South and
West.

The taxing of what is now tax-free imported petroleum oil and its produots
Involves a vital economic issue which, so far, has been the controlling factor in
the failure of Congress to grant a protective tariff to the oil Industry of the
United States.

This Inue has, so far, been viewed only from the standpoint of the relation of
exports to imports, and the major oil companies have furnished data showing
that exports have exceeded the Imports.

Congress has, In the pant, decided that there was no issue, and as a result the
rosrity of the oil industry of this country has been practically annihilated, to
he sole profit of the importing oil companies doing an international business.

The real issue before Congress In whether the great oil industry of the United
States shall be sacrificed for the benefit of some half dozen importing and export.
ing companies engaged in International trade, and whether thege companies
shall take the American markets (which constitute 70 per cent of the world
market) through the medium of tax-free Imported oil from which the United States
Government has been obtaining not one cent of revenue to replace the revenue
formerly obtained from thousands of tax-paying and prosperous domestic
busnepowt.

The present prolonged business depreision now brings this matter forcibly to
yovr attention, and In viewing the situation a statement of the following fac
Is mrtinent at this time:

,he present depression has been brought about through a number of economic
causes developing over the past 15 years, to some of whioh I think it Is necesmy
to cal attention, as they have a direct or Indirect, bearing upon the present
situation and general depression of the oil business. They are as follows:

First. The World War and the hysterical and tremendous expenditure of
Money and extension of credit to the European countries, reported to be about
$10,1W000 000.

Second. The reparations agreement, under the terms of which foreign coun.
tries agreed to repay foreign loans.

Third. In anticipation of the repayment of these foreign loans, together with
Interest, Congress has yearly made appropriations of large aniounts of money
for various purpo4es.

Fourth. American bankers doing an international business, and anticipating
the wealth that would accrue to this country through the repayment of (ore
war debts, floated many private bond issues for innumerable foreign countries
anong private investors IP the United States such bond Issues poorly secured,
and to a reported amount of approximately 18,00,000,000.

Fifth. Now, 14 years after ths war, European countries have plainly Indi.
cated that they are not even able to pay interest on their war debts, and eve y
Indication points to the fact that the principal and interest to date way We
repudiated.

Sixth. From an economic standpoint $18,000,000 000 of wealth has been
swept out of this country (the savings of §8 years), without the economic balanos
of the anticipated reparations payments, and to-day the United States Govern-
ment faces a current indebtedness of over one billion dollars and a bonded debt
of over $30,000,000,000.

Seventh. During the above term blue-sky laws have been actively lobbied
in every 5tate in the Union, by intrsted parties, the effect of which was to
"outlaw" local domestic securities and to promote those issues handled by the
New York Stock Exchange by providing liquid collateral to the loans of local
State bankers.

In this way those stocks handled and promoted by New York Stock Exchange
members, with 1,600 branch wirehouses scattered throughout the nation, have
sold to American investors in many instances at the high price of fifty times the
annual earnings of those companies. The stock-market crash of October 17
1929 represented the culmination or saturation point of the sales of these infated
eastern stocks and foreign bonds to the American inventing public,

We find, upon investigation that a number of these international banks
own or control the stocks of oil companies doing an international business, and
that the securities of these companies have not only been favored by promotion



3NVNV3X ACT O 1081 451
through the Now York Stock Exchange, but that these large oil companies, hav.
in favorable Intervention on the part of these international bankers, have
Ow nod large oi concessions In other countries (principally in South Ameria)
ad have there ter proceeded to Import to this country an every inceasing
amount of tax-free foreign oil, ranging to so high a volume a over l00,O00,u00
bmrels per year.

uring the past 80 days these imports have been coming in at the rate of
over 200,000,000 barrels a year, which clearly demonstrates the ability of these
importing companies, by transportation facilities already in existence, to take
control of the oil market in the United States.

This tidal wave of tax4ree foreign oil landing.on the eastern seaboard of this
country has ncamariy affected the posted price of crude oil throughout the
Nation by being used as a club'to beat down prices through influencing the eastern
markets and export trade, both of which have been the largest factors in the
American oil market.

This tidal wave of foreign oil has moved from the Atlantic coast to the Pacific
coast, and by wrecking prices, has supplied all of the major oil companies' re.
quireineuts for refineries and oriental export trade by taking over domnettie oil
at rultous posted field prices.

Major oil purchasers have ruthlessly enforced proration rulings to cut down
the production of old established fields, while these same coinpanies took an
active part it the development and acq.isltion of such new fields as Seminole,
Oklahoma City, Hobbs New Mexico, Van Zandt many fields on the Gulf Coast,
Kettlenan ills, and the giant new east Texas tield.

A tremendous volume of domestic oil and innumerable domestic properties
were aquired at ruinous prices based on the low price of 10 cents a barrel. In
the Panhandle fields the posted price was 11 cents per barrel in the months of
July and August, 1931, which meant the extermination of independent producers
landowners In this area.

In the hearing before the Ways and Means Committee of the House of Repre.
wntatives the fact was brought out that In 1030 the exports from this country
were 145 870,000 barrels of crude oil or Its equivalent in refined products, having
a sale value of $494,243,000, or $3.8 per barrel. The posted field price for crude
oil in the United States was based upon the price of tax-free Imported oil, and
was far below the actual cost of production. In 1931 the shrinkage of exportx
was 20.2 per cent in barrels with a shrinkage of 45.8 per cent in vilue, and the
major oil companies, it maintaining their usual profits, posted for us a price of
10 cents per barrel for crude oil in the Mid-continent fields.

They could do this with perfect safety, because we find that these companies,
whACh are the major purchasers, transporters, refiners, and distributors of oil In
this country, are also the importers of foreign oil, exporters of oil and that, work-
i together, they actually own and control 80 per cent of the transportation,
refining, and distribution fanldities of this country.

So Congrem, when it considers only the relation of imports to exports does
not decide the Issue which has confused everyone with regard to the effect of
importing tax-free foreign oil upon the domestic oil industry of the United States.

The facts are that the five or six companies which import tax-free foreign oil
to the United States own the transportation facilities for the ocean transporta-
tion of oil and its refined products. They, together with allied companies, also
own the transportation facilities which export crude oil and its refined products
from the United States (and from foreign fields) to foreign countries. In other
words, when our United States Senators discuss the relation of imports and
exports, they are merely discussing the private business affairs of these Importing
oel companies.

The facts are that these Importing companies produce oil in the Western
Hemisphere, from South America and elsewhere, and transport this foreign oil
to the eastern seaboard of the United States where it is dumped (tax free) upon
the American, market. The facts are that these same importing oil companies
havo a tremendous market in the Orient, but do not produce any oil in the Eastern
Hemisphere to supply this oriental market.

In the conduct o their business heretofore referred to as "imports" and
"exports," what they in fact accomplish to the advantage of their private busi-
ness is that sufficient tax-free imported oil is dumped on the eastern seaboard to
set the price and smash the entire oil industry throughout the United States.

These iv sorting companies are also producers refiners, and distributors
throughout dhe entire length and breadth of this Nation. They have oil-pur-
chasing departments, pipe-line gathering systems, refineries, sales-distribution
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oints at strateio locations (with relation to the oil production and markets)
aa every oil-producing State of the Union.

As there is plenty of domestic oil, the effect of dumping this tax-free Imported
oil on the eastern seaboard has been to create a condition of oversupply of crude
oil in the United States to the point where these companies could poet a low price
for crude oil in every field in every State in the Union, thereby demoralising the
oil industry, and thereby obtaining the United States domestic supply at their
own price.

Thus they have carried this tidal wave of foreign oil across the entire United
States to the Pacific coast, In this manner over $8,000,000 worth of foreign
oil was transported across the United States for shipment from the western coast
to the Orient,

California is the second largest oil-producing State in the Union, and by this
depression in the price of oil these same companies have been able to load their
exporting tankers with cheap California oil. It is notorious that these big com.
panics have for the past throe or four years, obtained the flush production of the
State of California, at ridiculously low prices and at a tremendous loss to that
State.

With exporting tankers thus loaded with cheap domestic oil (below 50 cent a
barrel) these exports have gone out into the Orient to return a price in 1930 of
$3.39 a barrel.

go it Is easily comprehended, when this situation is scrutinized, that the effect
of importing tax free oil to the eastern seaboard which brings about a condition
of oversupply of oil in this country, accomplishes the following beneficial rewards
to those companies doing an International business:

Pint. Rewards these Importing companies with a saving of tax on all of the
oil imported to this country.

Second. This saving gives them a club with which to cut crude oil prices aud
still maintain a profit in competition with domestic producers, and also delivers
into their hands the special privilege of creating, at will, a condition of over.
supply of crude oil, the threat of wblch demoralizes the entire industry and its
lines of credit. Ten per cent surplus of any national commodity will control the
price.

Third. By such price cutting and by forcing a condition of oversu ly, out
domestic production has become forcibly "prorated," or curtailed, to ??e Doint
whets the business of domestic producers and refiners has been deorlised and
these importing companies, as major oil purchasers, have been able to aequire
domestic oil at-their own price In any quantity which they have required to meet
the demands of their business, both for their domestic refineries and their export
trade.

What the domestic producers have been doing ti to furnish oil for export trade
on the Pacific Coast it the destructive price set by the importation of tax free
foreign oil. Also for the same reason domestic oil producer and refiners have
been delivering all of the oil needed to meet all of the reutrements of the major
qil companies' refineries (strung out across the United States) and to meet thestorage requirementa of those companies at confiscatory prica.

What the maJor importing and exporting companies hav been really doing is
producing sufficient cheap ol in foreign countries (o h America and Mexieco),
transporting it to the stern sabrd, tax-free, and demoralizing the pices
structure of the industry.

Theoretically, they transport this same oil entirely across the continent (4,000
miles) without any transportation charges and thereafter load this oil on the
Pacifio coast into tankers for shipment-into the Orient, leaving a condition of
destruction And disaster in the wake of this tidal wave of oil entirely across the
United Stat and in every State in the Union.

The result has been extremely gratifying to them from a business standpoint,
as they rate this tax-free foreign o at 89 cents a barrel on the eastern seaboard,
while they load their tankers on the West coast with domestic oil at 25 cents a
barrel and have obtained mid-continent oil for their refineries at so low a posted
price as 10 cents a barrel.

Fourth. By this monoply, created only through the sufferance of the Federal
Government domestic competitors are either controlled or ruthlessly put out of
business, and their property bought in at 10 cents on the dollar.

Fifth. By this monopoly it Is now known that the major companies have come
into control of all the owian transportation, and approximately 80 per cent of the
land transportation, pipe lines, refining and distribution facilities of the entire
domestic oil industry, even to the invasion and the ownership and development
of oil lands in the oil fields throughout the various States in the Union.
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Thousands of long established, tax paying domestic companies have been
ruthlessly put out of business the stocks of those companies being owned by local
citizens in various oil producing States of tho Union.

All lines of business in the io southwest have been paralysed and
demoralisod by the ruin of the oil industry on which the civillsation of the entire
Mouthweat has been built and has prospered. Railroads have suffered tremen.
dous losses of business, due to the discontinuance of a major industry and its
collateral lines of business in the South ad West. Innumerable bank failures
anid business failures testify to the changed condition to what Is now an unprof-
Itably conducted industry.

That is the teaon why governors and railroad commissions of various oil-
prodocing States have been nonpulsed and confused by a situation which they
found no way to remedy except to curtail local production and enforce proration
ruli gs at the point of a bayonet and by military police power, in the vain hope
that by doing their share to curtail production they would thereby raise the price
of oil and benefit the citizens and businesses within each oil-producing State.

That this hope and these efforts have proved futile Is clearly evidenced, because
the companies doing an export and import business have merely increased the ratio
of imported oil to press the advantage which this curtailment of domestic produc-
tion gave them and because of their control of refineries, transportation and
distribution facilities, they have continued to sell lubricating oil to the American
consuming public at a price of over $50 per barrel and to obtain such a sufficiently
highprice for gasoline in those nonproducing oil States as would give them a good
profit when they sold gasoline in the nonproducing States to meet the prices
offered by loal distresseid refiners.

So it has developed that such action upon the part of governors and railroad
commissions of the various oil producing States without any action upon the part
of the Federal Government to curtail the importation of tax-free foreign oil (by
tariff embargo or excise tax) has placed the oil Industry squarely into the hands
of the importing and exporting companies by forcing military control, proration
ruling and what is in effect "unitization" of oil fields upon alof their tx paying
domestic competitors, to the destruction of their business and to the loss or taxes
for the support of the schools cities counties, and States In over 20 oil-producing
Satos of the Union. Also the destruction of a tremendous market in those 20
States, for the manufactured supplies formerly furnished by the Northern and
Eastern States.

Domestic producers and refiners were told that there was a condition of over.
production in this country and that for the good of the industry they must
shut in their holds and submit to proration rulings by major oil purchasers.
These rulings were later enforced by military control.

After five years and after the demoralization of their business they have
learned that there was a condition of overproduction in this country, but that the
economic balance In the industry had been upset by a well-conceived and well.
financed scheme to take advantage of the present tariff schedule, under which
$1 000,000,000 worth of tax-free foreign oil has been imported to this country.

From an economic standpoint, there Is no advantage whatever for the people
of our Nation to maintain (through a political set-up) this sort of condition in the
011 Industry to the destruction of the pAosperity of some 20 great sovereign
States. For, while it may be pointed ou with pride that these major companies
have made tremendous profits at the expense of domestic competitors the fact
remains that these profits so made have been invested in foreign lands for the
development of foreign oil fields in other nations, with the economic result that
this money has been taken out of the United States, disaster brought to the oil
Industry destruction to thousands of prosperous domestic companies which
represented the taxable property of 20 oil-pro-ducing States of the Union, and a
tragic condition of unemployment brought about, which not only represents an
economic loss but for the past two years has become a tremendous burden.

Nor can it be claimed that this condition should be maintained under the cloak
of a so-.called "pleasant foreign relations policy," when the so-called foreign
relations are merely American Arine producing and exporting tax-free foreign oil
for the extremely profitable conduct of their private businesses, simultaneously
with the flotation of foreign bond Issues among American investors to finance the
development and equipment of those foreign fields.

With due respect to all foreign countries, our Government Is not required to
continue a policy which has now actually proven to be destructive to the economlo
welfare of this country.

I am now going to speak to you directly for myself and the business which I
represent.
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In the month of January, 129 the Intrinsic value of these busIneses, an
sucoessfull Ong conceq was $%* M26.5.

The tot ts - from this joe. bei ity, school, county, Stt, ad
Federal, were 614M7.8, of which the $ederSGovernment receive S188,830.4
as Fdeadl Income tax.

Dividends and intest paW to the stockholders and others was $10,06,81,2,
out of which the Federal Government received Income taxes not herewith recorded,

The foegoing represents the former properus condition of the businesses of
which I am rdent, and from which hundreds of stockholders, employees, sad
local benefit a receied support.

T ay, sine. the failure of onr to protect these businesses and other
imlltly ituated, by placing a argo, or excise tax on tax-free Imported
ol, with the diatrou results heretofore set forth, the properties of the com.
pables which I represent, if liquidated on the open market would bring only
about $%0,263.(0-most probably being paid for with longterm paper Instead of
cash. This represents a destruction of national wealth which it has taken a
lifetime to build up.

To-day the stocks of then companies, which were formerly held by t! e stock.
holders on the open market at a premium of 100 per cent above par, are offered
at 5 cents on the dollar, representing a capital loss to the stockholders of
$1,612 600.

during the past year of 1081 our business not only did not make ay money
but operated at an actual loss In revenue of about $100,000, so that the Fedh
Government will receive no income tax from any of the companies, nor from
thousands of Individuals who were former beneficiarles of the companies.

Money has been borrowed to pay school, city, county, and State taxes.
Our bigness is typical of thousands of others. It Is a travesty on justice and

a political paradox-Indeed, that the United States Government should not only
forfeit over a Quarter of a million doars of Income tUes from these little com.
pales which represent In the Southwest but should at the Same time fail or
reuse to ollect taxes on the very oil Importe o this country which has brought
about the above-desribed disastrous condition to our American businesses.

From an economic Standpoint, this situation is Intolerable, as it represent the
welfare of this entire Nation In contradiction to the profits of four or five l-wcorporations, gracing this country with their presence and subjecting it to th
ramifications of their business.

We have conceded to the "regulation" of the oil business In every oll-produelng
State of the Union, but the above facts clearly disclose that such relation should
not be enforced to the extinction of ever domestic producer refer, and land.
owner, and for those few companies dolng an International bfuslnew at the ex.
pens of this country, without the Fedral Government stepping in and by placing
an excise tax on what is now tax-free Imported oil, thereby restore the economic
balance and protect the various oll-producing States of the Union.

The tax on foreign Imported oil should be not less than $1 per barrel, and no
concern need be felt by the Federal Government that such tax will defeat the

of the tax, as restored domestic business will Immediately respond to
hiprotetion and again become a substantial source of revenue to the Feder

Government.
Yours very truly, JOHNSON RANCH ROYALTY CO. (INC.),

By ED R. MAIZE,
PTrU, Capitol Hotel, Amarillo, Ta.

P. S--Attached hereto please find copy of Congressional Record, House of
eresentatvbs, Fday, February 1, 192, speech of-Ron. E. B. Howard, which

obtains rert which I submit on Jnuary 12, 1929, and In which the present
condition oflhc oil Industry was predicted.

con a E. B. HowA, AMAILWL, Tax., anuary 12, 19 9.'

1" a istL; of Oklahoma, Waehingon, D. C.
Data S1n: It Is my understanding that you are preparing a bill providing for a

tariff on oil and that you now have this bill or will have thlll ber the present
session of Congress.

Notice that you are working on this matter should be interesting to independent
oil ,producers, royalty compnie, landowners, and even States throughout the
entire oil-producing districts of the United States.
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A disastrous condition has occurred and been maintained for the put two
tow, which haw adversely affected every Investment In or contingent tb the ol.
uduolng business, save and exept those Investments which re so organized that
hyererent a vertical line of business, having production, transportation, refin.

Ing, ad marketing The last-mentioned Interests have benefited largely and or.
larii ge 1o1 o no only, and actually r e t but a small fraction of the

wausmonwljdth of thiscountry, and should.no beperanitted to maintain a condi-
tio and ecial Interest whichi operates adversely and lisatroumy to the vested
dghts and the welfare not ontly of individuals but of cuntiss town, cities, and
even States.

An examination of producng-ol arms and geographic surveys of the Nation
shows that them are illons of ares of proven semiprovey, and potential oil
lands. This land Io the vested property of indlvfduals, Stes, or of the Nation,
The act of provlng this land to contain great mineral wealth immediately enhances
the value of such lands far above that-for which It could be valued for any other
Furpose. The finding of oil In any community or State represents an Increase In
lopa and national wealth; that is, providing such Increase in wealth accrues to
those to whom it rightfully belongs.

It is a common fallacy for thepublle at large to think and believe that the dis.
eovery and production of oil confers benefits only upon that particular landowner
and that particular oil company which Is so fortunate as to enjoy the direct
benefits of such discovery. However, a most casual lnvetlgatlon Will show that
this is not correct.

Railroads haul immense tonnage to such oil fields and generally Invest much
capital in extensions switch tracks terminal facilities, etc.

supply houses, ma&erhd men, lunbermen, and countless lines of manufacturers
are at ones interested, Investing capital In warehouses, labor organizations, and
untold millions of dollars of storage supplies.

Adjacent towns and even cities are at once made famous by the fact that new
sources of national wealth are found at their doorstep, and generally reflect an
immediate expansion and growth in the way of new Industries, new office build-
ins jobbln houses, and untold millions in investments in real estate, home
bding, and countless other lines affecting the welfare of that entire community.
$eause of this added population and contingent lines of business, cities expand
and grow and ount,. undertake bond Issues for paving highways.

The State In whkh this community Is located Imm rately becomes he
beneflciary of Inerease' taxes, and even the income-tax men of the federal Gove n-
ent at Washington f nd this new community of sufficient Interest to send spelal

agnts to check the Income of the Government, which is a beneficiary from income
taxes In these new and flourishing districts.

When It is conslloered that not only thousands of small towns, hundreds of
thousands of individ uals, and the welfare of countless counties of various States
throughout the Union are affected by the possibility of production and the oil
industry, but also that great cities, such as"Los Angles, Austin, Dallas, Shrove.
prt, Beaumont, Fort Worth Amarillo Tulsa, Oklahoma City, and numberless
other large citfs throughout indians, Pennsylvania, Louisiana, Wyoming, Mon-
tans, Colorado and other States, can suffer and do suffer tremendous lboses in
wealth, populaiion, and shrinkage In business due to the violent fluctuations in
the revenue received from the production of oil without any local power or ma-
chinery to prevent these disasters, then It Is time for the people or their consti-
tuted authority to Investigate the conditions that permit such a situation to
exist and reoccur from time to time.

The marketing of theproduots of petroleum oil Is a well-organised and profit-
able business, the bulk of the business being conducted by about 200 powerful
corporations throughout the entire United States.

The refining of these oil products is a highly technical and well-organized
Ir.dnew, also largely under the control of these same corporations.

The transportation of oil Is also a well-organised business, allied with and largely
under the control of the above-named corporations.

It will be noted that the sales spr1ce of petroleum products which the public
at larg obtains Is well regulated and suffers no violent fluctuations that would
cause disastrous losses and disorgnisation to either the transportation, refining,
or marketing companies in the petroleum Industry.

It is only in the production department of the industry, which has the most
to do with the welfare of the greatest number of individuals, small corporations,
aied industries heretofore mentioned, and the taxable value of cities, counties,
and States that boom conditions are enjoyed or disaster suffered which wipes
out the investments of literally hundreds of thousands of people, either in the
ofi-producing business or in allied lines of industries and community activities.
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This situation Is brought about by the violent fluctuations In the price of
crude oil, which is arbitritly set from time to time by those corporations which
are primarily Interested In the transportation, refining, and marketing of crd
oil and Its prodUcdt.

The law of supply and demand governs the actions of this ht-named grou.
When the production of crude oil shows to be in excess of current refinery demau&
and at the sme time new crude oil discoveries are enoounute , the posted fI*d
price for crude oil Is ruthlessly put down, thereby paralysing smaler prduum
companies In sl allied Hne of Industry and deprecliting property vaues thrug
the entire district, adjoining cities, 8tates, and the Nation.

This disastrous shrinka may occur overnight upon the discovery of one or
two new potential oil fieds which show promise of furnishing sufficient additional
oil to warrant safety In such procedure to the transporters, refiners, and mar.
keters of crude oil.

Although this new strike may be in a far western State, yet every field through.
out the Nation and every community in which such fIelds exist immediately
suffer by this general marking down in the price of crude oil.

There appears to be no proportional relation whatever between the' price
which the public at large pays for refined products and the prics which produam
and marketers receive for the production of crude oil.

When the posted price of crude oil was $3.60 a barrel throughout the ml
continent field, the public paid from 20 to 80 cents per gallon fdor gasoline ad
20 to 40 cents per quart for lubricating oils.

With the posted field price at an average of 80 cents per barrel in the Panhandle
oil fields, the price of reflned products still hovers around 20 cents per gallon for
gasoline and a good fair price for lubricating oils.

It then can not be stated that a fair profit to independent oil producers, whlh
affects the welfare and taxable values of landowners and property owners in ad.
joining cities and commuuities, is the yardstick by which the petroleum industry
Is operated and that the public at' large In buying the refined products are galnen
through the fact that the producers are suffering such losses.

There are too many Intermediato stations between the production and valuation
of crude oil and the ultimate purchase of Its products for such condition to exist.

The oil Industry and Its allied lines of business Is today the biggest industrial
business In the United States. Its ramifications affect more people than any
other line of business. As such it is the only line of business that has been
marshaled, organized, and controlled by a relatively few closely allied corporations
without any endeavor on the part ot the commonwealth to intelligently com.
prehend and better regulate this industry.

Great credit should be given to those corporations who have developed this
tremendous industry, and in writing o this letter it is not to be construed s a
disparagement or attack upon any of them In the conduct of their business.

It is most likely that this condition would exist in any other line of business
which affected the public largely if no protective tariff were obtained to safeguard
the vested interests of this country.

If It were possible for a great merchandising corporation, such as Montgomery
Ward or others, to obtain an unlimited supply of cheaply manufactured artlos
from Europe and import same to this country and distribute Into a vast orgni
ration of retail stores owned and controlled by it, you would immediately note
the same depression In business in countless towns and cities, due to the fact that
tens of thousands of small merchants would be forced to close their doors thou.
sands of allied lines of industry would close down, and untold millions of dollars of
wealth would be wiped out solely to the benefit of this one big merchandising
corporation..

In the unIversal interest of landowners, tens of thousands of small independent
oil producers, communities counties, cities, and States, some sensible and flexible
tarf should be considered and adopted which will protect and safeguard the
vested rights and interests of all those directly connected with or whose business
depends upon the production of crude oil through this Nation.

Trusting that you will give this matter the serious thought and earnest work
which it deserves, and believing that the very act of making a comprehensive
effort to stabilize this industry will meet the approval not only of the people to
be benefited but also the sympathetic cooperation of transporters, refiners, and
marketers of crude oil and its products, I remain.

Very truly yours, JOHNSON RANCH ROYALTY CO. (INC.),

By En. IL MAYBE, PrSident.
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IlATEMINT O PAUL B. HARWOOD, RIPIZSNTING THI PAN
AMEICAN PITROLEUM & TRANSPORT 00.

Mr. HARWOOD. Mr. Chairman and members of the committee, a
tariff on oil is unprecedented, This so-called revenue measure is a

The proponents of an oil tariff in advocacy of their demands allege:
1. That it will bring in great revenue.
2. That foreign producers en*oy an advantage over domestic

producers, and this this tariff would tend to "equalize" costs.
3. That this advtntago comes from the use of cheap peon labor.
4. That gasoline prices will not go up, although they admit fuel

and crude prices will advance.
Those arguments have been used repeatedly. They have all been

answered in open hearings. They will be answered biiefly here.
The CitAnmAN. Thatis, in testimony before the House?
Mr. HAnwooD. I have not been before the House, Mr. Chairman.
The CHAIRMAN. You say, they have been answered, In what way?
Mr. HARWOOD. Before the House.
As my time is so short, Mr. Chairman, if I might continue without

interruption, I should appreciate it.
The CHAIRMAN. I will not interrupt you at all.
Mr. HARWOOD. Thank you.
First, that this will bring in any revenue is most improbable.
The Treasury Department is reported to have estimated that it

may bring $5 000,000. As the department reported a tariff on
imported oil of 1 cent sa gallon on crude and 2 cents on fuel oil and
i cent on gas oil would bring no revenue, it must be that the revenue
expected by the Treasury Department comes only from gaoline
imports, now proposed to be taxed one cent per gallon. Calculated
at I cent a gallon on the imports of 1931, 13 000,000 barrels or 546,-
000,000 gallons, would bring that amount if imports should remain
undiminished. But the tax on gasoline is 25 per cent of its cost at
refineries to-days and is therefore unproductive, unless prices increase
to a degree burdensome on the 25,000,000 automobile users, and our
farming population.

Second. The proponents' contention that foreign producers and
importers enjoy an advantage in production and transportation costs
to the Atlantic coast is based on a reading of the first two pages only
of the report of the Tariff Commission. -There are 205 pages of this
report, and the report shows the opposite of the contention that
foreign oil is cheaper. They also ignore the supplemental report
which shows still lower costs for domestic oil for 1931.

An analysis of the Tariff Commission's reports covering the coin-
parison of costs on basis of like or similar products, as provided by
the tariff act between foreign and domestic crudes for the years
1930 and 1931, clearly shows that there is no differential in cost be-
tween foreign crude oil and domestic crude oil to the advantage of
the foreign oil, but on the contrary, if there'be any differential at all
it is distinctly in favor of the domestic product. The commission's
report, is admittedly indefifte for the report does state
that there was a decline in domestic cost of at least 22 cents a barrel
for 1931 and the statements of the commission indicate that if this
report were made accurate for 1931 the differential would be strongly
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in favor of the domestic petroleum liael because of the tremendous
new production of cheap oil in the ED Texas fields and the large
reduction in pipeline charges.

The Tariff Commission, in its report for the years 1927-1930,
reports not a difference in cost of $1.03 per barrel, as alleged by Mr.
Franklin, but of 46 cents, on the basis of "like or similar products"
as required by the tariff act (p. 3), but calls attention to three dis.
parities in its calculation to the disadvantage of the Venezuelan prod.
uct, each of which would, when properly determined and taken into
account, reduce this difference in cost.

1. It admits that in figuration of cost to produce crude it has
applied to the foreign oil the same rate of interest and depreciation as
applied to the domestic crude. It admits (p. 59) an adjustment of
interest charges would increase the cost of foreign crude 5 cents per
barrel.

Adjustment of depreciation, recognizing that foreign crude is
produced in tropical climates where destruction is rapid, would
another 5 cents per barrel.

These items, properly taken into account, would lower the differ.
ence of 46 centi per barrel to 36 cents per barrel.

2. It calls attention (p. 2, last paragraph) to the fact thas while
actual bare cost of transportation has been used to calculate the cost
of landing Venezuelan oil on Atlantic seaboard, 49 cents per barrelhas been used in calculating cost of landing domestic crude oI hero
this being an average, not of cost of pipe-line transport, but of actual
published pipe-line charges. Interstate Commerce Commission's
reports show that for 1930, the last year covered by this report, the
ratio of operating expenses, taxes, and 6 per cent interest, to operating
revenue is 60 per cent.

May i here put in the Tariff Commission's analysis?
The CHAIRMAN. Certainly.
(The Tariff Commission analysis referred to and submitted by the

witness is here printed in full as follows:)

Pips.ine companies (common carriers), 190
PIfnmnolal Bld operating data published In Inestate Ccrmro Conimlu.onM Bureau of statistlcs, State

mount No. 3170, d*4 wabs gto uuw, 1931, of all common cante ph4pe. opn
and include not only th. transportation of crude oil, but so of refine prodt4p|

Miles operated:
Trunk lines --------------------------------------- 45, 922
Gathering lines----------------... 42, 806

Pipe-line operating revenue ......----------------- 5237.910,083
Pipe-line operating expenses (including depreciation)......-.... $90, 308,0742
Income and other taxes.. ......................... $16, 730,853
Investment in pipe lines-------------------------5.. $772, 710,908
Accrued depreciation ........................... 5. $82% 110,719
Investment loss deprecation (a return of 6 per cent annually

would amount to $20,616,111) ....................... $443 600 189
Ratio of operating expenses to operating revenue ..... per cent.. 41.8
Ratio of operating expense plus taxes to operating revenue .. do.... 48.8
Ratio of operating expenses, taxes, and 6 per cent on depreciated

value to operating revenue ....................... per cent.. 60.0

Mr. HARwooD. In other words, that the full cost of pipe-line trans-
portation is only 60 per cent of the tariff rates. Reducing the domes-
tic colt of transport to this amount we must take 19.6 ccnts per
barriz Ifrom the remaining 36 cents diferonce shown, leaving a differ-
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onco in cost between Venezuelan and domestic crude of only 16.4
cents.

3. In its figuration of comparative values of yields from the two
crudes, the commission admits that the value of the gas and fuel oil
yield out of Venezuelan crude Is much below that of the higher quality
gas and fuel oil yields out of domestic crude. (It admits value of
foreign yield is only 2.55 cents per gallon while domestic yield is worth
2.93 cents per gallon, a difference of 0.38 cent per jailon,) But it
states that nevertheless it applied the higher domestic value to both
crude in calculation of total value of yields of both oils. The report
states (p. 54):

The significance of any overvaluation of the gs and fuel oils from foreign crude
is evident from the fact that these oil. constitute considerably over 80 gallon.
of the product obtained from each barrel of crude (42 gallons) * * * there
may be an overstatement of the value of the products from foreign crudes due to
the method used, mounting to 10 to 15 cents per barrel, or even more.

The overvaluation of gas and fuel oil derivatives in each barrel of
foreign crude might then amount to 15 cents per barrel, which, sub.
tracted from the remaining 16.4 cents, practically wipes out the re-
maining apparent advantage for Venezuelan crude ol.

Therefore the correct interpretation of the Tariff Commission's
report for the year ending in 1930, is that there is no appreciable
advntage in cost of Venezuelan crude, as compared with like or
similar domstic products.

The supplemental report of the commission to the Ways and Means
Committee, covering year 1931, shows still lower domestic costs due
to the development of the cheaper but highly valuable crude of east
Texas; and that the average domestic ehivercd cost, at Atlantic
points, without adjustment for lowered pipeline rates, has fallen 22
cents per barrel, or from $1.90, average for three years, to $1.68 per
barrel.

Therefore, on the face of the two Tariff Commission's reports, there
is no advantage in foreign crude costs but on the contrary, domestic
crudes are deliverable at Atlantic ports, value for value, at at least
20 cents a barrel under the foreign costs.

A tariff on the more expensive foreign oil is not justified.
Furthermore, the Treasury and Commerce Departments of the

United States, which have studied these matters, are correct in their
report that a tariff of 1 cent a gallon or 42 cents a barrel on imported
crude oil would produce no revenue as it is prohibitive.

On page 6 of the printed report a ppear the figures for "excess of
domestic costs" of gasoline, gas, andiuel oils. It is to be borne in
mind that these were based upon the crude prices used elsewhere
in the report for 1930, and unadjusted for the three items above, and
naturally did not take into account the lower cost of American crude
in 1931; nevertheless they show an "excess of domestic costs" of
less than 1 cent a gallon for gasoline and of less than half the proposed
traiff as to gas and fuel oiF These figures of "excess of domestic
costs," corrected by the use of the proper values for the foreign and
domestic crudes above referred to, would be still further reduced.
The tariff rate of 1 cent per gallon at. all events is highly excessive
and will bar any importation of crude, fuel, gas oil, or gasoline.

Therefore there is no case for a tariff to equalize costs, because
already the domestic product is cheaper. Oil tariff proponents base
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their appeal for equalization on a report covering only the year
before last.

Senator HULL. Would it interrupt you if I wore to ask you a
question or two?

The CHAIRMA. Senator, he has aked that he be not interrupte(l.
Senator HULL. Oh, I beg your pardon.
Mr. HARWOOD. In this connection it is interesting to note that while

the importations of foreign petroleum products tell off 20,000,000
barrels In 1931 as compared with 1930, the production for the id.
continent field Increased over 2 per cent, and the production in Texas
increased by 41,000,000 barrels, or twice as much as the decrease of
imports. In other words, the "cheap crude" which is "swampinn
the American markets" is not the foreign product which the tariff
proponents wish to tax, but the east Texas field forming part of the
territory sought to be protected by the proponents of a tariff.

The fancied advantage of American producers abroad, through the
use of cheap native labor, which constantly recurs in aI sta Rents
of the proponents, is simply a fiction and has been refuted inany
times in open hearings. They went so far as to allege before the Ways
and Means Committee that the American companies in Venezuela
employ. 100 natives for every American. The fact, put into the
recordof the Ways and Means Committee at the request ot Con.
gressman Saunders, is that in the case of our com any less than one
native is employed for every American, the figure being 1,005 Ameri-
cans to 916 natives, in oil production and handling, and the average
compensation is $298 for Americans and $74 per month for natives.

The American employees are paid at least the American base wage,
and in addition are furnished by the companies with housing, hospital.
ization, schools, and all the facilities furnished by taxation in the
United States. In addition to this expense, there is necessary work
like clearing jungle, building and maintenance of roads and harbors,
unknown in domestic oil fields.

There is no advantage to the American oil producers abroad in
cheaper wages, thou h the tariff proponents persist in so stating in
spite of the facts of the case.

The contention that gasoline will not increase in price under a
tariff is unfounded. A tariff is now proposed on gasoline itself, and
with the purpose of raising its price., Gasoline prices in fact went up
last month one-half to 1 cent immediately after the approval of this
tariff by the House of Representatives.

You have heard or will hear, in support of this strange argument,
a statement of prices of crude and gasoline in February, 19268 and in
February 1929, alleging that when eru4e was lower gasoline was
higher. the American Petroleum Institute in its lit yearbook
specifically proves that this statement is false, and that gasoline
was lower instead of higher in February, 1929.

The Federal Trade Commission reported in 1928, on page 3 of its
report, as follows:

Gasoline prices were promptly advanced throughout the country whenever
there was an advance In crude prices.

And on page 175:
(1) * * * advances in crude petroleum have been followed by gasoline

price increase.
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For full discussion and supporting figures of the facts of this matter,
see hearings before the Ways and Means Committee on revenue
revision 1932 page 072.

What will It cost the American people?
Mr. Wirt Franklin, principal proponent of this tariff, admitted that

the price to the public of fuel oil would be advanced by the amount of
the tariff, or 42 cents a barrel. American consumers use 184,000,000
barrels of fuel ol er year in Atlantic coast and Gulf States. Ther ce advance mig t well reach $77,000,000 every year, to be paid
y our industrial and domestic fuel users to the major companies.
If gasoline increases in price only by the amount of the tariff, it will

cost Cho Arierican public, east of the Rocky Mountains, $143,000,000
additional for the enrichment of the major companies.

Witnesses from districts and industries affected can tell the com-
mittee the effects on their industries of this unjustified tribute. The
total charge on the American public might well, and probably would
exceed $20,000,000 every year, of which a large part would be paii
by the farmer.

Who would profit?
As Senator Tydings has stated to this committee the small inde-

pendent producer can not possibly profit from this tariff, but the 20
major oil companies will profit as they will receive most of the
$200,000,000 tribute imposed on the people and industries of the
United States by this tariff.

Senator REED. Would you permit an interruption?
The CHAIRMAN. He asked not to be interrupted.
Mr. HARWOOD. The time is so limited, Senator.
Senator HuLL. These gentlemen are experts, and I would like to

have the privilege of askIng him some questions.
The CHAIRMAN. That can be done afterwards.
Senator HULL. I understand; but I want to get it before the

committee.
Senator CONNALLY. Why not wait until he gets through on his

own time, and then we can ask him questions on the committee's
time. I want to ask him some questions also.

Senator HuLL. I do not want to see tis rushed through without
any chance to develop some of the main facts, if we are going to take
it up at all.

The CHAIRMAN. They were given each an hour and a half and they
have divided up the time.

Senator RED. I will wait until he has finished.
Senator CONNALLY. I want to ask him two or three questions,myself.Mr. HARWOOD. Mny I proceed?

The CHAIRMAN. Yes; go ahead.
Mr. HARWOOD. At whom, then is this tariff aimed?
Since the days of the Wilson administration successive administra-

tions have urgid and encouraged American capital and enterprise to
go forth to secure and develop foreign oil fields, against the day when
our own resources fail.

These American companies saved the day in the oil shortage of the
years of the Great War. Their contribution in the shortage of
1920-21 tided us over that period of lack.

115102--82--.4
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There follows here, Mr. Chairman uotations of Secretary Iane.
the Bureau of Mines, the Federal 07 Conservation Boaid, ana
President Coolidge.

These quotations extend over the period 1920 to 1981. In all of
them Americans are urged to explore and develop petroleum in forest
countries, and most of these quotations point out the daner to the
United States in the fact that it possesses only about one-filth of the
oil reserves of the world and is nevertheless supplying two-thirds of
the world's demand for crude ol and the products resulting therefrom,

The democratic platform of 1920 stated the policy of Secretary Lane
and the Wilson administration:

The Democratic Party recognizes the importance of the acquisition by Amer.
leans of additional sources of supply of petroleum and other minerals, and declares
that such aequ4sition both tot home and abroad should be encouraged.

In 1925, the President, alive to the fact that the United States was
producing, consuming, and exporting 70 nor cent of the world's oil
production while only 18 per cent of the known oil resources of the
world are here, organied the Federal Oil Conservation Board.

It reported in 926:
* * * that our companies should vigorously acquire and e.ploro such fields

(in Mexico and South America) is of first importance not only as a source of future
supply but supply under control of our own citizens. Our experience with the
exploitation of our consumers by foreign-controlled sources of rubber, nitrate,
potash and other raw materials should bC sufficient warning as to what we may
expect if we shall become dependent upon foreign nations for our supplies.

In a public address in New York, in April 1927, President Coolidge
defined the country's policy in unequivocal terms. He said:

Our country consumes vast quantities of oil and gasoline. * * * If these
products are to be kept within a reasonable price, which I very important to a
great body of our citizen., our people who go abroad to develop and to increase
our supply ought to have the encouragement and support of our government.
The person and property of a citizen are a part of the general domain even when
abroad.

Again in 1929 the Federal Oil Conservation Board reported:
Roughly, the United States Is producing more than two and one-half times and

consuming nearly twice as much petroleum as the rest of the world * *
Neither the high rate of domestic consumption nor the balance of exports over
imports would be disquiting if the petroleum resources of the United States bore
anything like the same ratio to the world's resources as the production ratio of
68 per cent. According to the present opinion of our best petroleum geologists,
our total resources, instead of being 68 per cent of those of the whole world, are
not more than 18 per cent. If our petroleum reserves are not to be drawn upon
at a faster rate than those of all other countries, our resources should be several
times larger.

The obvious reference is that the United States is exhausting its petroleum
resources at a dangerous rate. If the International comparison is made, this
country is depleting its supply several times faster than the rest of the world.
The depletion rate of our resources can be brought more into accord with that
of foreign resources only in one way-by importing a greater quantity of crude
petroleum. The present imports of Mexican and South American crude oil
come largely from American operators and, while not obtained from United
States oil sands, they are the product of American engineering and enterprises.
Cooperation in the development of foreign oil fields, through technical assistance
and the further investment of American capital, would seem to be a logical con
servatiox measure.
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And in 1931, the Bureau of Mines reported through the Secretary

of the Interior to the Conumittee on Commerce of tho United States
Senate:

Foreign crude which I belng imported Into the United States is predominantly
the output of Amerieati-wned und operated companies.

* * * these America, companies consistently receive the assistance of the
United States Government in their efforts to explore and develop oil lands in
foreign countries * * *. Discussing foreign oil sources in its first report, the
Federal Oil Conservation Board advised "that our companies should vigorously
acquire 4nd explore such fields is of importance not only as a source of future
supply, but supply under control of our own citizens."

Having thus encouraged American oil companies to develop foreign oil produce
tlon, in order that other nations would not control an undue share of the world's
oil resources, it might be considered that there has been established an implied
obligation to continue in the assistance of American companies engaged in foreign
oil production and that the restriction or refusal of admission to the United States
of the oil so produced would be contrary to the encouragement which these com-
paties have recolved while engaged in foreign oil exploration and development
work.

The Government was unqualifiedly right in all these appeals for
foreign oil development in the hands of Americans. The best recent
appraisals of our known natural oil resources agree that they will last a
scant decade. You are referred to the report of the geologist Garfias,
Ways and Means Hearings, page 1075. This has never been dis-
puted.

American companies which obeyed the official urge to hazard their
fortunes in securing for America its share in the oil wealth of the
world,, desire to continue their work. The believe they have the
right to sell their products in the markets they created. in the United
States. They are as American as any company or person proponent
of this tariff. Their American tankers represent a heavy investment
and are 21 per cent of all shipping under the American flag.

The last three years have seen an apparent plethora of oil, temporary
as always before, caused by too rapid drilling, especially in our inid-
continent fields. It is important and a matter of justice to note how
the American companies producing oil abroad have comported them-
selves. To the appeal of the Secretary of Commerce in April, 1931,
to restrict domestic production and imports, they responded. Their
imports decreased by the end of the year 14Y per cent, while the
domestic production increased 5A per cent. domestic producers
iieantime brought in the devastating cast Texas field, produced
without restraint, and the militia had to be mobilized to keep their
production in check.

The producers of American oil abroad have done their part. Had
the domestic producers--the ostensible proponents of this tariff on
oil--done as well, their problem would be solved, our oil would have
been conserved in the only rational way, and the price situation would
have been regularized accordingly.

It is against this American industry in foreign fields that this tariff
is directed. Search as one will for another American tariff aimed at
American industry it will not be found. Ninety per cent of all
iniorted oil is produced by these American companies.

A fair examination of the facts shows that the proposed tariff will,
as Senator TydinAgs has already said--

(1) Cause a deficit rather than create revenue.
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(2) Create a privilege for the major companies that need no help,.
3) Raise.the, price of oil and gasoline to all consumers.
4) Penalize that branch of the American oil industry that has

heeded repeated official admonition and urging to save the day for
Americanliving standards by securing oil reserves in other lands,

Mr. Franklin stated yesterday that Mr. Sanders-and that the
Congressional Record reported him as saying-that the Ways and
Means Committee asked the Treasury Department for a report of
what this tax would bring in at I cent a gal on on all these products.
and that the Treasury experts reported to the committee that it would
bring in $44 000,000. hand you a page of the Congressional
Record covering this statement, which is qute different. Mr. San.
der only states that ho personally had an opinion from the Treasury
Department. The Treasury Department and Secretary Mills have
since reiterated to you that the outside return would be $5,000,000.

Senator JoNzS. What is the number of that page from the Con.
gressional Record?

Mr. HAiRWOOD. Page 0287.
(The excerpt from the Congressional Record of March 15, 1932,

page 0287 thereof, referred to and submitted by the witness, Is k.o
printed as follows:)

Mr. NwLsoN of Maine. As I understand the gentleman, he does not agree with
the experts from the Treasury Department?

Mr. ANDERS Of Texas. I can answer that yes and no, because they have been
on both sides of the creek. I wIlA admit that Mr. Mills Rtated that it would tiot
produce any revenue. I can also say that I had an opinion from the Treasury
Department that it would produce $44,000,000. If you are Importing sometigg
ou can take a lead pencil and state wi.., her it will produce revenue. Now, t
Ave the figures here of the collections utider this bill. It will produce something

over $58,01%,000. If you will rcd the testimony before our committee and the
evidence submitted on this, you will come to the conclusion, I believe fairly, that
it will produce not less than $40,000,000 of revenue.

Mr. HASTINOS. Will the gentleman give us the total, the aggregate of the suns
that he says will be produced by the Importations?

Mr. SANDZMRS of Texas. I have already given it, but I will give it again--
$102,871,108.72,

Senator CONNALLY. Mr. Harwood, you represent the Pan-Ameri.
can Co do you not?

Mr: JlARWOOD. Yes, sir.
Senator CONNALLY. That is a Standard Oil subsidiary, is it not?
Mr. HARwooD. Yes, sir; the Standard of Indiana.
Senator CONNALLY. It is all Standard. It is a subsidiary of the

Standard of Indiana, and that is one of the Standard chain?
Mr. HARwoon. Yes.
Senator CONNALLY. You say it is part of the-
Mr. HARWOOD. I do not know that you ought to put in the record,

Senator, the word "chain," because my experience with them is that
they do a great deal of fighting between themselves.

Senator CONNALLY. Anyway, your company is a subsidiary of the
Standard of Indiana?

Mr. HARWOOD. Yes, sir.
Senator CONNALLY. Do you think this tari would raise the cost

of oil and gasoline to the American people $200,000,000?
Mr. HARwooD. I think it is easy to calculate that Senator.
Senator CONNALLY. What proportion of the Standard Oil business

is in the United States?
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Mr. HARWOOD. Of the Standard of Indiana?
Senator CONNALLY. All the Standard companies.
Mr. HAnWOOD. I can only speak as to the Pan American Co., of

which I am an officer. I would be guessing if I spoke of the Standard
of Indiana. I know practically nothing about the other Standard
companies. But what you are getting at is the percentage of pro-
duction in foreign countries?

Senator CONKALLY. Oh, no. Does not the Standard Oil Co. do
more business in the United States than any other oil company?

Mr. HARwooD. As a roup?
Senator CONNALLY. YeS.
Mr. HARwooD. I do not know.
Senator CONNALLY. If that raises the cost of gasoline and oil

$200,000,000, would not the Standard Oil Co. make more money out
of it than anybody else?

Mr. HARWOOD. I think they would.
Senator CONNALLY. And therefore you as a Standard man are

fighting it?
Mr.}IARWOOn. I am fighting it as a Pan-American Petroleum and

Transport Co. officer.
Senator CONNALLY. How do you reach this figure of $200 000,000?
Mr. HARWOOD. It is on fuel oil and gasoline, Senator. 1 exclude

California, because the freight rates are so heavy that oftentimes the
market in California is quite independent of the market east of the
Rocky Mountains.

The CHAIRMAN. Will you give the plan by which you arrive at that
in your statement?

Mr. HARWOOD. It is based, Senator, on 184,000,000 barrels of fuel
oil at an increased price of 1 cent a gallon, and $143,000,000 on
gasoline.

Senator CONNALLY. You figure that 3 cents a gallon?
Mr. HARWOOD, One.
Senator CONNALLY. So you figure that the tariff would be 100 per

cent effective?
Mr. HARWOOD. Yes, sir; I do.
Senator CONNALLY. Ithe fields are opened up that are now pro.

rated, in the event oi necessity for increased production, would not
that have any effect o'n the price at all?

Mi. HARWOOD. I think it might for a short time, Senator. But
the best geological adv4cq that I can get on this east Texas field is
that in 18 to 20 months it will be pumping and the crude oil which is
derived from the Oklahoma field is from extremely deep production.
The wells may cost upwards of $100,000 a well; and I doubt whether
either field is going to have cheap oil very long; and the proponents
of this bill must have more money for their oil, or else there would be
no point to the bill. They believe they will get an increase in crude.
If they get an increase in crude, an increase in gasoline follows almost
automatically. o

Senator CONNALLY. It does not necessarily follow that they would
prefer to sell their oil even at the same price than for you to bring it
here from abroad and sell your oil?

Mr. HARWOOD. Not if it costs more to produce it than they get
for it.

465



48VENVE ACT o1 10$0

Senator CONNALLY. If they have a well that is shut down and they
can open up the valves and let the oil come out the figure they
would get more for their oil than for you to bring in this venezuelan
oil even at the same price that they are eating now?

Mr. HARWOOD. I think there is a limited amount of oil like that
that con be produced at a profit.

Senator CONNALLY. What have you to say about the Tariff Cont.
mission figures showing a differential between the cost of producing
your oil and American oil? Do you deny those findings?

Mr. HARWOOD. Yes; as they were presented. You came into tile
hearing a little late, did you not, Senator? I read an analysis of it.
It is in the transcript. It is rather Ion.

Senator CONNALLY. There is not a dilferential of $1.03 on all grades,
but only on certain gades, is there not?

Mr. HAnWOOD. No; when properly analyzed the Tariff Commission
finds no difference at all in the average crude oil produced in the
United States as against the average crude oil produced abroad or in
Venezuela, after taking into consideration the values of products. In
other words, Senator,- I am told that in the Kettleman Hills field in
California you can put gasoline directly into the tank of your motor car
and the engine runs very well on it. In the northern iold in Mexico
the prolific production there is of oil that is of about the consistency of
molasses. In the Kettleman Hills oil you would probably get 00 per
cent gasoline out of it, Of the Mexican oil that I refer to you would
get 0 per cent gasoline.

Senator CONNALLY. On your oil you only get 9; (to you not?
Mr. HARWOOD. You can get a little higher than that through

cracking; but cracking is very costly. You have to have a fairly
good prce or else you can not afford to crack.

Senator BARKLEY. Is there any red relationship between the price
of crude oil and the price of gasoline?

Mr. HAtWOOD. Yes; it is very distinct.
Senator BARKLEY. When oil was at its lowest price in T!otx,

several months ago, was the reduction in the price of chide reflected
in a proportionate reduction in the price of gasoline?

Mr. H.ARWOOD. Yes, it was; to the extent that that production
was coming from the east Texas field; but these figures arc made up
from all the different producing fields and 52 cities in the United
States.

Senator BARKLEY. The low price of oil was not limited to Texas.
In Kentucky our best grade of oil went down to 35 cents a barrel.

Mr. HARWOOD. Quite so.
Senator BAIKXLIY. And it is an oil that has a high gasoline content.

It grades along with certain Pennsylvania oils. Of course, the price
has gone up since somewhat, but I wondered to what extent the price
of gasoline refined out of these high gasoline oils would be reflected
to the public by that ridiculously low price of crude oil.

Mr. HAUWOOD. Well, at that time, along about the second quarter
of last year the average price that the refiners were getting for gasoline
was only slightly over 2 cents a gallon. There is a chart prepared
which shows the curves of gasoline prices and crude oil prices, and
they have followed each other for the last nine years, to my own
knowledge, excluding State taxes---
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Senator BAnIKLIY. There was no loss involved in selling that gaso.
line at 2 cents a gallon, was there?

Mr. HAAWOOD. Yell sir.
Senator BARnLSY. flow much?
Mr. HARWOOD. I am told that none of the refiners made any

money.
Senator BAiKuLY. I know. Nobody has made aqy money recently

anywhere. But what is the average cost of producing a gallon of
gw line?

Mr. HARWOOD. At the refinery?
Senator BARKLIY. Y r, including all the things that go into it.
Mr. HARWOOD. Senator that ii a difficult quebtion to answer,

because every crude ol i likely to be different.
Senator BARKLEY. But there ought to be an average, even at that.
Mr. HARWOOD. I should hesitate to venture just what the cost of

refining the average barrel of crude oil is. It might be, if it is just
a matter of topping, just skimming the gasoline off-it would prob.
ably not be over 8 or 9 cents a barrel. If it is cracked, the price
may go up to 25 cents a barrel, or more than half a cent a gallon
just for the refining operation.

Senator HULL. I wanted to ask some questions. I did not hear
much more than a third of what happened.

The CHAIRMAN. If the committee wants to run into Monday, you
may ask some questions.

Senator CONNALLY. I think Senator Hull ought to be allowed to
interrogate the witness.

Senator HULL. I was the first person to raise the question that if
we brought up these matters in this emergency bill we would be
delayed. I do not want to take up any great amount of time.

The CHAIRMAN. It was agreed yesterday that we would give this
time and it would he divided up; and the witness hats kept within his
time, which was 30 minutes. If you are going to ask questions we
will discard this program entirely.

Senator 11L1,. I move, to strne it out of the bill now, Mr. Chair-
Miln, if we are to proceed in this fashion so that we can not get at any
of the technical facts when these technicians are on the stand.

The CHAIRMAN. He has made his statement.
Senator CONNALLY. The chairman used a lot of Mr. Franklin's

time asking questions. Why should not these gentlemen take some
of their time? We gave them an hour and a half extra time.

The C11AInMAN. Mr. Harwood, Senator lhull wants to ask yon
some questions. I will say that this program is set aside.

Senator HULL. I will ike just as little time, Mr. Chairman, as
possible. I do not usually consume much of the time of the committee
in in ordinary proceeding.

Are you familiar, Mr. Harwood, with the figures and the bases on
which they compute the revenue froni this?

Mr. HIAnWOOD. No, sir; I ant not. I tried to deduce it, and I judge,
as they have stated that there was no revenue to be expected from
erude oil, that it must rest on the gasoline.

Senator HULL. If the full 1 cent a gallon results in an increase of
price, what would that amount to to the general public?

Mr. HAnwoon. I do not know. I have not made that calculation.
Senator HULL. You have not gone into those things?
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Mr. HAvtWOOD. No, sir.
Senator HULL. I notice here in the report of the Tariff Commit

sion, in computing the cost in the American midocontinent field that
they have down for depletion of leasehold 11 cents a barrel; amortiza.
tion of the tangible development 15 cents a barrel; intangible
development, 24 cents a barrel. There is 50 cents out of a total
ost of $1.04 of actual expenses. That is allocated to depletion of

the leasehold and tangible and intangible development. This is
nearly 50 per cent of the total cost as computed by the Tariff Comnis.
sion.

In the Venezuelan field the corresponding allowances are about
one-fourth of the cost of producing &o computed by the Tariff Com.
mission. For instance, depletion 0.01, trngible development 0.00,
intangible development 0.09.

Mr. HARWOOD. The reason for those lower figures in Venezuela is
a very large proven production which is used as the divisor in estab.
fishing those figures. The proven oil in the Venezuelan field, in
Lake Maracaibo alone, is very large. It probably runs betwema
400,000,000 and 500 000,000 barrels.

Senator HULL. With reference to these three items, I take it that
this method of accounting corresponds to the accounting method for
purposes of income taxation here in this country; 11 cents for depe.
tion of the leasehold, for instance?

Mr. HARWOOD. I am not sure of that, Senator, because the Tres.
ury Department has certain arbitrary rules that they insist on for
handling matters of depletion and that sort of thing, and the com-
panies' accounting practices may vary from the Treasury Depart.
ment's rules.
4 Senator HULL. So these figures here, then, do not siagify anything
in particular as they relate to no profits computed for purposes ol
taxation. Here is what I mean. Notice that the oil and gas com.
panies return for purposes of income taxation a gross income of
$780,000,000 and a net income of $104,000,000. Is it or not true that
our depletion allowances in the income tax system are more liberal
than any other system of taxation? .

Mr. HARWOOD. I do not think that the oil companies would agree
with you, Senator on that. You mean, that they are more liberal?

Senator HULL. Yes.
Mr. HARWOOD. That we are allowed to take higher depletion rates?
Senator HULL. Yes.
Mr. HARWOOD. No. We have dispute . all the time with the Treas-

ury Department with respect to depletion rates.
Senator REED. Since the 27% per cent provision was adopted?
Mr. HARWOOD. I am not familiar with that particular provision,

Senator.
Senator HULL. One more question. I notice that since 1925, of

petroleum and petroleum products we have exported and sold to
other countries something over two and a quarter billion dollars'
more than had been brought into this country. In that situation on
what sort of theory do you predicate a proposal to ask the Govern-
ment to vote authority to impose a subsidy of $130,000,000 or
$140,000000?

Mr. HARWOOD. I can not see the reasonableness of it.
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Senator HuLL. Why should not agriculture and other groups who
would be called upon to pay this $130,000,000 or $140,000,000 to this
$12,000,000,000 industry come here and make demands, if we are
going to parcel out great subsidies of one or two hundred million
dollars to the most powerful industries we have in this country?

Mr. HAnWOOD. I am given to understand that they are very
sympathetic in, their opposition to this bill, I can not tell you-

Senator HULL,. I am lust #1s sympathetic with one industry in this
country as another, and just as anxious in every practicable way to
coope rate but I can not possible see whcre we would get to if we just
baldly and brazenly authorized the levy of $130,000,000 or $140,000,000
in the way of a subsidy, off of the general public, for the most powerful
industry, almost, that we have in this country. That is all.

Senator CONNALLY. Just a question. I wdl be very brief.
Tho CHAIRMAN. Take all the time you want, Senator.
Senator CONNALLY. Thank you, Mr. Chairman.
You have a cracking plant down in Venezuela, at Oruba?
Mr. HAnWOOD. In the Dutch West Indies.
Senator CONNALLY. You crack oil in that refinery and get about

30 per cent out of it?
Mr. HAUWOOD. We both crack and top oil in that refinery.
Senator CONNALLY. What percentage do you get?
Mr. HARWOOD. We can get up to 25 per cent for cracking. When

the prices are very low it leaves very little profit.
Senator CONNALLY. From the Dutch West Indies do you bring

that oil and gas into the United States?
Mr. HARWOOD. Yes, sir.
enator CONNALLY. A while ago you referred to foreign-produced

American oil. Do you call oil that is produced in the Dutch West
Indies and in Venezuela American oil?

Mr. HARwoon. I consider oil which is produced by American
companies, in Mexico or in Venezuela as very little different from oil
produced in Texas.
Senator CONNALLY. You have strange ideas of geography.
Mr. HARwooD. There is not any difference except that the oil

happens to be located there.
Senator CONNALLY. Does it not cost you anything to pay these

lease people in Venezuela?
Mr. HARWoOD. Yes; you pay royalty in Venezuela and Mexico.
Senator CONNALLY. The four large companies that bring in this

oil are the Pan American Petroleum--that is your company.
Mr. HARWOOD. The Pan American Petroleum and Transport Co.
Senator CONNALLY. That is the old Doheny company, is it not?
Mr. HAnWOOD. Yes, sir.
Senator CONNALLY. And who else?
Mr. HARWOOD. The Gulf.
Senator CONNALLY. That is the Mellon interests. Who else?
Mr. HARWOOD. And the Creole, which is the Standard of New

Jersey.
Senator CONNALLY. And then the Dutch Shell?
Mr. HARWOOD. Yes, sir.
Senator CONNALLY. The Dutch Shell is a foreign company, is it not?
Mr. HARWOOD. Of course it has American companies also; but I

think that the property down there is owned by the foreign company.
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Senator CONNALLY. Do you call that American oil?
Mr. HARWOOD. There is o y 10 per cent of their oil that is ira.

10 per cent of the imports into the United States broughtiby the Dutolb Shell.
Senator CONNALLY. That is not American oil?
Mr. HARWOOD. No sir.
SemAtor GoRs. Is there any reason why the users of oil should not

pay a tariff as well as the users of any other protected article or
commodity?

Mr. HARWOOD. That is too involved a question for me to answer
intelligently Senator- I do not know.

Senistor dopRE. If the tariff is a burden should not everybody bear
it; and if it is a benefit, should not everybody share it?

Mr. HARWOOD. Yes and along that line it seems to me that a
general sales tax would be a much better instrument to use.

Senator GoRe. You think you could escape it, do you?
Mr. HARWOOD. No, I don't think I could escape it.
Senator CONNALLY. You are against taxing imports with a tariff,

but you are in favor of taxing everybody who buys anything in the
domestic market with a general sales tax?

Mr. HARWOOD. Yes.
Senator CONNALLY. Food,.clothes and everything else?
Mr. HARWOOD. Yes, if it is evenly distributed.
Senator CONNALLY. You are against taxing joyriding and in favor of

taxing food and clothing.
Senator GOR . Undoubtedly the sales tax is one which the Govern.

ment gets the revenue from, and that is not always true of the tariff.
You submitted a curve here showing prices of crude oil and gasoline.

Does that take oil at the refinery?
Mr. HARWOOD. No, sir.
Senator HULL. You were asked about everybody paying the tariff,

I wanted to ask you if it is not true that if it were possible to give every.
body relatively equal tariff benefits, that would be one proposition-

Mr. HARWOOD. There would be no objection to that at all.
Senator HULL. But with agriculture, for instance, on most of its

products, especially wheat, cotton, tobacco, corn rye, and oats and
hog products and all those things if a tariff were levied of a thouand
per cent they would not get any tariff benefits, whereas if one cent a
gallon is levied on gasoline and collected, that is an entirely different
proposition, is it not?

Mr. HARWOOD. Quite.
Senator GORE. The farmers are enjoying the luxurious protection

of 42 cents a bushel on wheat and wheat has been selling at 20 cents
a bushel, or did last spring, in my State.

However, I do not want to get into a tariff discussion here. I was
simply trying to ascertain Mr. Harwood's views without giving any
expressions of my own.

Senator HULL. Just one more question, please. If it were possible
for us to levy taiffs in this situation, where all commodity prices are
nearly on a bankrupt level, all of them practically alike-if it were
possible to levy tariffs to lift all of them up together, on farm products
for instance-if all commodities could be lifted up together or in rela-
tive proportion, that would be one proposition; but to single out one
industry, where the tariff is effective, and leave agricultural, prices
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hopelessly below the pre-war level, would not that further disocste
our whole economic situation?

Mr. HARwoo. Yes, sir.
Senator PULL. That is all.

STATEMENT OF MICHAEL O'SHAUGHNUBOY, EDITOR AND OWNER
OF O'SEAUGHNSSY' OIL BULLETIN, NEW YORK CITY

Mr. O'SHAUGHNssY. Realizing thegravity of the national emer-
gency which faces your committee in balancing the Budget, and being
mindful of the importance of time as an element, I shall-be very brief,
avoid tedious statistics which can be made to prove anything or
nothing, and address myself directly to the oil tariff item in the House
bill as a possible source of revenue and in its broad application to
the interests of consumers in the United States as well as the American
oil industry itself.

The improperly called excise tax on oil in the House revenue bill,
being considered by your committee, is not an excise tax to raise
revenue because it will raise no revenue; nor is it an import tax for
protection, because the oil industry does not need protection. It is
a subsidy from consumers to the oil industry.

The oil tariff advocates are not trying to help your commitment to
find revenue to balance the Budget in a national crisis, nor are they
entitled to ask protection, certainly not a subsidy from consumers
to cover their inefficient and wasteful stewardship in handling an
irreplaceable natural resource of the country, of inestimable value
and basic necessity to all the people.

Eliminating a discussion of the Tariff Commission's figures of
comparative domestic and foreign costs of production, which is
largely "dust in the eyes," it is a fact that if the American oil industry
could curb its greed in overproducing crude oil or increasing its
developed supply under ground in huge potential production, which
is a constant menace to prices, and if it could eliiinate unfair and
destructive competition in marketing, that wastes the profits of the'
business, crude petroleum and petroleum products could be produced
as cheap or cheaper in the United States than anywhere else in the
world-and that includes Russia.

It is true that present laws, determining the rights to subsoil oil,
stimulate the greed of operators to overproduce and our antitrust
laws make it difficult for marketers of petroleum products to curb
their greed, which results in destructive competition.

But the remedy is certainly not a subsidy from consumers to correct
these conditions, but a change in the laws covering subsoil rights to
oil, a limited revision of the Federal laws which promote destructive
competition and defeat the object for which they were passed, and
a development of a state of mind in the oil industry which will
induce all oil operators to agree upon measures which work the
greatest good to the greatest number in the industry, and to the
greatest good of their customers, the people.

While present daily production of crude oil is approximately in
balance with demand, unnecessary drilling has created a potential
production of from six to eight million barrels per day, while only
2,000,000 barrels per day are required, which is a constant menace
to profitable crude prices. By that I mean, gentlemen, if the valves
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of the wells controlling the, flow of oil in the United States were
opened to-day for t very considerable period the oil wells of the United
States would produce from six to eight million barrels of oil a day.

It is also a fact that the oil industry has an unnecessary investment
of perhaps a billion dollars in three times as many gTaoline service
stations as are required to efficiently serve the public, which leads to 0
a waste of around $450,000,000 a year. In such circumstance a
subsidy from consumers whose purchasing power is constantly con.
tracting is indefensible.

The change desirable in the laws covering subsoil oil rights would
be to compel unit development and operation of single oil pools,
The antitrust law might be revised so as to define as not a restraint
of trade, the creation of a monopoly in which aI units in the oil
industry doing an interstate business would 1e permitted to cooperate
in conducting the business in an economic and efficient mariner,
subject to Federal supervision.

enitlemen, a subsidy of 42 cents a barrel on crude, gasoline, and
fuel oil in the House bill should it be finally written into the revenue
law, to balance the Budget, will have the eight following results:

The first effect: It will produce no revenue for three reasons:
Forty million barrels of crude or fuel oil per year, normally imported
and furnshed by east coast marketers to shipping, would produce no
revenue as through the drawback provision in the House bill, no
duty would be collected. It i interesting, however, here to note
that, in anticipation of a tariff on fuel oil, five great passenger steamers
arriving in New York from Europe this past week took on no fuel oil
in New York harbor, having filled their bunkers in European ports
for the round trip. Incidentally, !t is worth mentioning that our
already sorely tried merchant manne would be further crippled by
very substantially higher fuel oil prices.

The second result: The eastern seaboard requirements of the
thirty-odd million barrels of fuel oil and asphalt now being furnished
to eastern seaboard industries from Venezuela would be furnished by
California producers, in this country, with no revenue.

And, third, con-petition for gasoline business is so keen in the east-
ern seaboard States that the protection of I cent a gallon would be
used by domestic producers to undersell the Venezuelan product and
consequently exclude imports of gasoline. Well, I put it the other
way; that would simply mean that they would send gasoline to
Europe where it woulddisplace just that much American exports.

The second effect it would have: The subsidy would provide the
American oil industry a plausible excuse to unjustifiably raise prices
of petroleum products to consumers in defiance of world's supply
and demand.

It would raise the price of fuel oil to 50,000,000 consumers in the
eastern seaboard States from present prices of around 60 cents a
barrel to at least $1.02, and undoubtedly considerably higher, as the
only source of supply in the United States of fuel oil for these con-
suniers is in Cali ornia, and it is questionable whether California oil
operators would supply eastern seaboard requirements unless the pri.c
were substantially higher than $1.02 a barrel.

Third, the subsidy would be of very temporary benefit only to the
American oil industry and would eventually greatly comipheate its
effort toward stabilization,
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South American crude and fuel oil is imported into the United
States only to provide the fuel oil and asphalt requirements of eastern
seaboard consumers. The American oil industry has never done this
business and never can.

Following the discovery of heavy oil in Mexico, an educational
campaign of several years was required to induce industry and ship-
ping to c range their boiler equipment to use oil instead of coal. When
Mexico killed its oil industry by high taxes and unwise interference
the companies who had built up this fuel-oil business, transferred
their operations to Venezuela, where a large supply of crude of fuel
grade was discovered, adjacent to tidewater. "they were simply
getting abroad material that they could not get here to supply a
business that they had already built up. Those are the plain facts,
gentlemen. Nowhere in the United States can a sufficient amount
of oil be secured of a similar low grade to that produced in Venezuela
to supply the fuel oil and asphalt requirements of the eastern sea-
board consumers, except in California. The Pacific Coast States,
however, have no supply of coal and their economic life depends
upon their supply of low grade oil and gas, which is not sufficient to
warrant Calitornia operators depleting it ,to serve eastern seaboard
consumers. Should the industry in the Mid-Continent fields attempt
to do the eastern seaboard fuel oil business, it would result in an over-
supply of gasoline which would demoralize the domestic market and
consequently, the market for crude in the United States which, in
the end, would be disastrous to the industry and to the consumers of
the country.

Should the temporary and artificial prices for petroleum products,
which is the only possible excuse for a di-ty, be maintained, for any
length of time, it would make more difficult, if not impossible, the
task of restricting crude production to demand, for every artificial
raise in price of crude oil in the last eight years in the United States
you will find that immediately after the production goes very much
higher.

Fourth reason: The subsidy would stimulate the expansion of
refining capacity in the Caribbean area, the products of which would
displace American petroleum products in foreign markets and (irasti-
("ally reduce the oil exports of the United States, which was the second
item of importance in our export trade in 1931. The value of petro-
lom exports exceeded imports by $177,000,000 in that year.

Fifth, the subsidy, if te nporardy but artifically helpful, would delay
the industry in adopting Fundamental reforms which are necessary
to nmake the oil business of the country profitable.

Senator WATSON. Do you say it would not raise the price of oil
in the United States?

Mr. O'SHAUOHNESSY. I say it. would most certainly do it, Senator.
Senator WATsoN. It woulP
Mr. O'SHAUoHNESSY. Yes.
Senator WATSQN. What about imports? Would imports increase,

or wocld they decrease?
Mr. O'SHAUGIIN ssY. They would not increase nor decrease.

The only object of bringing them inprimarily is to furnish a product

that can not be furnished in the United States-40,000,oO barrels
of bunker oil, about 1o,000Jmot barrels of asphalt, %hich I doubt
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could be had in the United States, anyway, and 16,000,000 barrels
of oil that goes to industry--house heating, and that sort of thing,

Senator WATSON. If it increased the price, would it not increase the
imports, and therefore would there not be a revenue derived from it?

Mr. O'SHAUOHNP.ssy. No, sir; it would not.
Senator WATSON. It would not have any effect at all on imports?
Mr. )'SUAntTN1ESsY. It would absolutely exclude fuel oil. Fuel

oil would come in under the drawback andgo abroad without paving
any revenue; 42 cents a barrel tariff would exclude all other. (on.
sequently, an attelnpt would have to be made to furnish it in this
country, and there would be no revenue. Do I make myself clear?

Senator WATSON. I understand you, but I do not believe it.
Senator BINOHAM. You say in one breath it would not affect

imports, and in another breath that it would not increase revenue.
Mr. O'SHAUOHNESSY. Just one moment. Let us get this cleared

up before we go along. A duty or subsidy of 42 cents a barrel on
crude or fuel oil would excude the oil from this country, and it would
go abroad. However, under the drawback provision of the House
Bill, oil that is brought in here from abroad and delivered to ships
pay no duty.. Consequently, the Government would get no duty,
and the American oil industry would not get that market.

Senator BINoHAM. A few moments ago you said there was no place
we could get oil from except Venezuela, because Oalifornia could not
spare any.

Mr. O'SHAuGHNEssY. They should not do it.
Senator Goit., Senator, his arguments contradict each other, tnd

you can not believe them all.
Senator WATSON. I am trying to reconcile them.
Senator GonE. It can not be done.
Mr. O'SHAUOHNESSY. I want to be helpful. I am not arguing the

case for any particular interest or any person. I would like to be
helpful to the committee.

Senator WATSON. We are just sitting here as a court, in an unbiased
way, to get your position. . .

Mr. OSHAUOHNEssY. That is my viewpoint. I am not interested
in the tariff one way or the other personally.

Sixth, the subsidy would mark, a distinctly backward step in the
conservation of the petroleum resources of the United States. The use
of American crude, more valuable for other purposes, to supply the
fuel oil and asphalt requirements of eastern seaboard consumers,
would be an indefensible waste against the interests of all the people of
the country.

Seventh, tho subsidy would jcopardize a very large investment by
American citizens in South American oil production, which was
encouraged by the United States Government as a move to conserve
the petroleum resources of the United States, which is consuming
two-thirds of the petroleum products produced in the world, while the
country contains but one-fifth of the world's oil reserves. This is
likely to become a serious factor in our industrial life in the next
decade.

Senator BINOIIAM. Do you think this tax would raise the price of
oil just as much as the tax proposed?

Mr. O'S1 AVOHNESSY. That would be the only reason for it, Senator.
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Senator BINOHAM. Then, how would it keep out any of the
Venezuelan oil, because it could come in and pay the tariff and sell for
just that much more, according to your own statement?

Mr. O'SHAUGINESSY. They could sell the oil abroad, and make
that much more favorable conditions. You would not pay any duty
abroad, and here you would have to pay it.

Senator BINOHAM. If it increased the price by the amount of the
duty, then the imported oil could afford to pay the duty and got the
increased price. Then it would keep coming in just the same.

Mr. 0'SHAUOHNESSY. Provided they want to sell it in this market.
They will sell it in a market where they do not have to pay any duty.

Senator BINGHAM. Why will they not sell it in this market, if
they can get the same price they were getting before?

Mr. O'SHAUGHNESSY. There is only a limited market here, Senator.
They certainly would not take oil and sell it here if they could get
42 cents a barrel more for it abroad.

Eighth, the subsidy would unfavorably affect our trade relations
with Latin American countries which offer the most attractive
opportunity for trade expansion for this country in this generation.

l presented data to support all of the above statements to the
Ways and Means Committee of the House at their public hearings,
much of which appears in the printed record of their hearings. To
save time, I refer you to that record, or should you desire it, I will file
such data in the form of supplementary material to this testimony.

In opposing this indefensible oil subsidy, I feel that I am assistin,
rather than embarrassing your committee in the stupendous task of
writing a revenue law in a national crisis. Tariff duties and certainly
subsidies, are out of place in such a measure.

In conclusion, only a word on just taxes. Paying a very small
income tax myself, I should be glad to bear my part of the burden
posed by the 2 Y per cent sales tax, originally Jroposed in the Ways
and Means Committee bill. The rate is not hig), 11d it is an equita-
bly distributed burden. I can not understand why those citizens
whose circumstances do not warrant then paying an income tax,
would not be glad to pay the sales tax and have'that imich of a share
in helping their country in one of the greatest crises in our history.

Senator CONNALLY. Mr. Chairman, I would like to ask the gentle-
man a question or two. What is the name of your publication?

Mr. O'SHAUUOINESY. O'Shaughnessy's Oil B1ulletin.Senator CONNALLY. 1ave you a copy of it there?
Mr. O'SHAVITINESSv. I may have, Senator. I have not a ful

copy. They are mutilated.
Senator CONNALLY. Have you your advertising section there?
Mr. O'SHAvauN$Ssy. I have no advertising.
Senator CONNALLY. You publish the South American Oil Reports,

do you not?
Mr. O'SHAUGHNlEssY. That is the name of the little company, the

private company that owns the paper, and I own all the stock.
Senator CONNALLY. You own all the stock of your company.

That company prints the South American Oil Reports, is that correct?
Mr. O'SHvaHNSSY. Yes,
Senator CONNALLY. Your subscribers are principally among the

oil importers, are they not?
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Mr. O'SAUGIoN ;ssy. No; all of our companies that are interested
in foreign production.

Senator CONNALLY. Foreign production. So, your livelihood is
deiv id from foreign-produced oil?

Mr, O'SuAuouNuSSY. No.
eitiator CONNALLY. That is what you said.

Mr. O'SHAUUNE'80Y. Very wany Americap oil companies who
want to keep track of what is going on abroad, subscribe to the paper,

Senator CONNALLY. I say, you get your revenue and your livelihood
from people in this country who are interested in foreign production
of oil, do you not?

Mr. O'uAXo INi.:sSY. Financially, no; not necessarily.
Senator CONNALLY. Not necessarily? How much.
Mr. O'SuntAiNEssy. I could not say.
Senator CONNALLY. You derive a large portion of your income from

interests who are interested in producing foreign oil.
Mr. O'SiHAUoHNUSsY. Yes, sUi.
Senator CONNALLY. So, naturally, you are interested in keeping

that industry going.
Mr. O'SAUGuNcSSY. Senator, let me say that it would not make

a particle of difference in my publication whether there is a tariff or
not.

Senator CONNALLY. I understand that, but if you get your revenue
from these people that are interested in South American oil, you want
to help them and cooperate with them. You came down here when
the Ilouse hearings were on, did you not?

Mr. O'S1AUOHNESSY. Several times.
Senator CONNALLY. You came down at the invitation and at the

instance of the Pan American Oil Co., did you not?
Mr. O'SHAMuHNESSY. I did at one time, yes.
Senator CONNALLY. Did they aid you in preparing this paper?
Mr. O'SHAUOnNESSY. Certainly not.
Senator CONNALLY. YoU did that purely from an altruistic, un.

solfislh standpoint?
Mr. OSAuGlHNOSSY. Senator, I have.published that report for

eight years, and it is on file there at the library. Nobody has ever
seen anything published in that paper until it appeared.

Senator CONNALLY. I understand that; but Tam talking about
your argument here. Did you get aid in that?

Mr. 0'SqAuGxssy. Absolutely not.
Senator CONNALLY. But you came at the instance of the Pan

American Petroleum Co.?
Mr. O'SHAUU oN SSY. I did not, sir.
Senator COINALLY. You said you did a while ago, in the House.
Mr. SHAU1IHNESSY. You asked me if at one time I did go to the

House at their instance. I said yes. I wrote to Senator Smoot, when
this hearing was proposed, and suggested that I had certain informa-
tion which might be useful to the committee, and asked him if he
considered it of service, that I would be glad to appear.

Senator CONNALLY, Did you not, testify a untito ago that when the
House hearings were on, you came here at the invitation and instiga-
tion of the Pan American Petroleum Co.?

Mr. O'SHAUGHNESSY. I did three years ago.
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Senator CONNALLY* How about the hearing about two months

ago?
Mr. O'SAUOIENPssy, No sir. I wrote to the chairman of that

committee, and simply toli him that if he wanted me to come, I
would come.

Senator CONNALLY. Did you come?
Mr. O'SVAUGHN10S8Y, I did; at nobody's instigation whatever.
Senator CONNALLY. Three years ago, however, you were here at

the instance of the Pan Amertcan Petroleum Co.?
Mr. O'SHAUOHNESSY. No; not at their instance, Senator.
Senator CONNALLY. You said so, did you not?
Mr. O'S"AUOUNEHSY. Well, then, I want to correct it.
Senator CONNALLY, All right.
Mr. ('SuAum EssY. Not at the instance of the Pan American

Co. at all. Mr. Walker simply suggested the process by which I
could appear. I was entirely unfamiliar with. these hearings, I
nev er knew how to get there, or what the process was, and he simply
said, "I will put your name down as a witness." That is all h had
to do. It was not at anybody's instigation. Let me be clear about
that.

Senator CONNALLY. I hope you will.
Mr. O'SHAUGHUSSY. I do not want the impression to got abroad

that I amu here arguing for anybody. I am arguing simply facts,
or trying to give the committee facts.

Senator CoVNALLY, Then you want to correct your statement
that you came here at the instance and invitation of the Pan American
Petroleum Co.?

Mr. O'SHAmINESSY. I do, most assuredly,.
Senator CoN.NAL LY. Why did you say that, if it is incorrect?
Mr. ('S1AXuIMINESsv. You aie trying to confuse me into saying

what I do not mean.
Senator (NNA LY. No. I did not suggest your answer. I asked

Volt if you did not come here at, the litigation and invitation of tile
hin American Petroleum Co., and yon snid yes.

Mr. O'SIIAlUIIN.Y. [ wish to correct it, and I hope you will
make tho correction in the record.

Senator CONNALLY. It will be in the record. Who is Mr. Walker,
thiat you conferred with about coming down here?

'Mr. O)SUAtmINSSY. Vice president of the Pan American Pe-
troleum Co.

Senator COXNALLY. You are pretty .lose to him?
Mr. ()SIAUEssY. No, sir. I am not any closer to him than

anybody else, I see him perhll s twice a year, it I ant lucky.
Senator Rr . Can we not assume that the companies that do not

want the duty have asked witnesses to come and speak against it,
and the companies that do want the duty have asked witnesses to
come and speak for it?

Senator CONNALLY. Certainly, That is what I assume.
Senator REmD. I do not see that that is a sin.
Senator CONNALLY. I did not say it was a sin, I simply want the

facts. le has appeared here from an unselfish viewpoint, with no
interest in it.

Mr. O'SHAUOUN1'SsY. I am rather sensitive about that.
115i102-3.1---41I
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Senator CONNALLY. I am not attacking you. You have a perfectri h t to come here. .Mr. O'SHAuONESSv. I have tried to be fair about everything I

have printed in the pa pr, and I do not want it to appear that 1 aln
appearing here biased, ror or against any proposition.

Senator GOEx. I want to ask one question. You stated that six
large ships recently coming into our ports had filled their bunkers with
oil abroad for the return trip.

Mr. O'SHAUGHNESSY. Yes.
Senator GORE. What was the point in that?
Mr. O'SHAUGHNESY. Suinply that this agitation about the tariff

has alarmed the shipping companies in this way that they are begin.
ning to make their arrangements for their bunker oil so that if tile
tariff goes on, they will have their arrangements all made.

Senator GoR,. Do you mean that any of those concerns thought
this tariff act would pass before they could get vver here and get oil
and get out?

Mr. O'SHAUGHNE0SY. No; but, you see, they make their arrange.
ments quite a little in advance, and as long as it is in the wind-

Senator GORE. Is there not a drawback on this bunker oil?
Mr. O'SHAUOHNESSY, Yes; but for a long time that has been a

very much mooted question, and the language is so ambiguous that
it is very difficult to tell whether there is or is not.

Senator GonE. Then, the harm has already been done, and we
might as well go ahead-

Mr. O'SHAuoHNESSY. To the extent of six ships; not to the extent
of 40,000,000 barrels of oil a year.

Senator GORE. That would go out under the drawback provision
now. We know that.

Mr. O'SHAUGHNESSY. If that is the construction of the law.
Senator GoRa. You want the committee to believe that six ships

thought this bill might pass, or some other contingency might occur,
and that they could not get their bunker oil on this trip going out flow?

Mr. O'SHAUGHNESsy. No. I do not mean that at all. I simply
stated the fact. I made no inferences at all. I simply statedfl the
fact that six large ships came in and took all of their bunker oil supply
from abroad.

Senator GoRE. I thought your. implication was that it was die to
this bill.

Mr. O'SHAUOHNESSY. Only as an interesting incident bearing on
the whole subject.

The CHAIRMAN. Are you through?
Mr. O'SHAUOINESSY. Yes, Senator.

STATEMENT 'OF JOSEPH K. MILLIKEN, MOUNT HOPE FINISHING
CO., NORTH DIGHTON, MASS.

Mr. MILLIKEN. Mr. Chairman, and gentlemen of the committee.
my name is Joseph K. Milliken. I am treasurer of the Mount iiope
Finishing Co., North Dighton, Mass. I speak in behalf of a group
of employers engaged in the business of finishing cotton goods. As
I sat here listening to the discussion on the proposed oil tariff, it
seemed to me that there was danger that these great industries and
the wage earners engaged therein, who have most at stake, might ho
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overlooked and that the hearing might assume the form of a contest
between the importing and exporting oil companies. The group that
I speak for has no interest in such a contest. They are the plants
engaged in an old-establiahed industry which is greatly dependent
upon fuel oil, and which would be seriously affected by the increase
of 1 cent a gallon.

I am appearing in the interest of the following group of bleachers
dyers, printers, and finishers of cotton textiles who are users of fuel
oIl to generate steam for power and for heat in the various processes
of scouring, bleaching, dyeing, drying, printing, and finishing cloth:

The Apponaug Co., A pponaug, R. T.
Fall lRver Bleachery, Fall River Mass.
Harodito Finishing Co,, North Dighton, Mass,
Mount Hope Finishing Co., North Dighton, Mass.
Pacific Mills Lawrence, Mass.
Providence bye, Bleach & Calender Co., Providence, It. 1.
Sayles Finishing Plants (Inc.), Sayleoville, It. I.
Aiiierlcani Printing Co., Fall River, Mass.

Other textile plants using fuel oil, as disclosed by the record of the
National Association of Finishers of Textile Fabrics, ire the following:

COTTON FINISHERS

Algoniquin Printing Co., Fall River Mass.
Cranston Print Works, Cranston h. I.
Eddystone, Manufacturing Co., Eddystone, Pit.
Farweil Bleachery, Lawrence, Mass.
lninwrlal Printing &,Finishing Co Providence R, I.
Lincoln Bleachery & Dye Works, Longsdale, R. 1,
Slater Co. (htc.), Webster, Mass.
Standard Bleachery & Printing Co., Carlton Hill, N. J.
Manhattan Print Works (Waldrich Bleachery), Delawamna, N. J.
Greenwich Bleachery, East Greenwich, R. 1.
Great Falls Bleachery & Dyo Works, Souiersvurth, N. 1U.

SILKC FINISHERS

Chlenoy Bros., South Manch ster Conn.
Cretona Print & Dye Works Cliton, N. J.
International Print & Dye Works, Paterson, N. J.
National Silk Dyeing Co., Paterson, N. J.
United Pleae Dye Works, Lodi, N. J.

The work in these plants consists in preparing for use and sale the
gray cloth as it comes from the loom, converting it by bleaching, dye-
ing, printing, and finishing into the form of finished fabric that is
used for shirts, dresses, linings, underwear, draperies, and all the other
manifold uses of finished textiles.

The textile finishing industry has found fuel oil t desirable form of
fuel.

First. It is cleaner than coal. It avoids the dirt frn the handling
and storing of coal and the removal of ashes.

Second. It is easier to store than coal.
Third. It is free from the danger of spontaneous combusitop. that

menaces a large storage of coal.
Fourth. For a steam demand that varies widely from (lay to day

and from hour to hour ringg the day it is easier to start up more
fires with as needed and take o0ff boilers as not need.
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Fifth. Along the Atlantic Seaboard the imported fuel oil has been
available at prices more advantageous than coal.

From the figures supplied by the eight finishing plants first named
above I have prepared a table which shows:

First. The total amount of fuel oil purchased by those plants in
19:30 and 1931.

Second. The number of wage earners in these plants in 1930 and
1931,

Third. The total wages paid in 1930 and 1931,
Fourth. The proportion of cost of fuel oil to plant wages in 1930

and 1931.
Fifth. The cost of alterations that would be required to change

from fuel oil to coal.
Sixth. The value of material that would be scrapped by a change

from fuel oil to coal.
The table shows that the eight finishing plants oised in 1930,

57,500,993 gallons fuel oil; in 1931, 56,025,725 gallons, fuel oil.
An increase in cost of 1 cent a gallon means ani added cost to the

group of $560,257 )er annum.
In 1931 these pants report a total of 10,303 wage earners with

total plant wages of $12,293,056.
The cost of the fuel oil purchased in 1931 even at the low prices

prevailing, represents 12.15 per cent of the plant wages.
If the cost of fuel oil is increased $560,000 to these plants, it means

an increased cost of fuel oil per employee of $54.38 per annum, almost
I per cent of the average plant wage.
With the present idle capacity in the finishing industry and the keen

competition for each order-this increased cost, if it comes, can not be
passed )a to the buyer; it must be absorbed by the industry to show
itself later in efforts of management to balance their budgets by
further reductions in wages. ;Mere may be those managements who
are already showing losses who will see in the mounting costs of their
fuel the final argument that will prompt them to liquidate their isi-
ness and discharge their employees altogether. Let us assume, how.
ever, that the plant owners and management, recognizing the misery
that results to their employees and the community by a liquidation of
their business, do the obvious thing and try to save the amount of the
tax; where else can they get it except out of the pay envelope of the
workingman? If that happens we arc putting a tax directly on the
workingman twice that contemplated in the sales tax.

The table shows the estimated cost to change back to coal of $1,229,-
900 for seven plants. While some of these companies have the money
to make this plant expenditure to change back to coal, others with ol
boiler plants have not; they will have to make almost a complete new
power plant installation to provide suitable boilers, bunkers for coal
storage, automatic stokers or pulverizers, and all that goes with a
modern efficient coal-fired plant.

The textile finishers have installed their oil-burning equipment and
the storage facilities that go with it in the firm belief that the estab-
lished policy of the Government of no embargo or tariffs on fuels is
wise and would be continued. They believe it is in the best interest
of their employees, their stockholders, their customers, and the
ultimate consumer that the present Congress shall follow the estab-
lished national policy of admitting foreign fuels free of any tox.
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They believe, furthermore, that with the proposed duty on foreign
fuel oil the price will mount so rapidly that it will only be a short time
when the industry, that is, such of it as survives, will be back agin
using coal and the revenue to be derived from imports of fuel oil
will be positively negligible.

(Mr. Milliken submitted the following tables:)

Fuel oil ln)rvhmse

Plant No.

1930 1931

I. 3,34110

4................................. 7, 444,810

.......................... ........ 1, 9790 ..................... "........... 04, 278
7 12..0, 143

8 ......................... 10, 710,30W

Total .............. ........ i

Gallons
2, 855,920

,M , 962
$6, 838

17,7,593
040, O41

12, 318, 621
1
%i

3
34,6

1 2

57,8%1090 3 1 50,025,725

Number Wan' e ear-
ers lu pluut

190 1931

007. $42
477 461

91 m$
844 803

4,029 4,409
280 2Jm

1,1147 1,573
2,200 2, 10

10,9'75 10, 303

Total plant wages puld

$030,449
39S, 98
12:, 730

8, 9 -374

2, 317, 407
2,3 25, 000

I 12800, am

1931

$813,720
381,210
10, M17

1, 017,022
8,1128,29

O1, five
2,272,752
2,1 S, 000

12,203,064

proportlon o total Estlato look Valuo
'opt of fuel o11 (in. *e1)O o of eulip.
un ett of l isltet0n tonN ment thstludIfr 'osit of transt that woul would havetotal/of p~lant wages W rowlulrod to be

Plant **. I (riot liudlng ad* to enable Scrapped
plant now it were

mlnlsr~tleaalurle n U 1l1o, equiped,
t. fueN O to use foal

use Oll tnstead
1930 1931 intend of oil

Per Ce---- je t rentI ........... ........... 4.............................. 1 0 1) $200, 00)0 ............
7 ............................................... 10.77 1239................ 0................................... 0.7 .0o .... 00+....i,

I I.O 2,000 ,000
.. ............................................ . Ui1 10.7 25000 1 ....

S................ 4....... . . ............ 1 50,000 1,000
7 ........................... . ....... ......... 14 131 03, 00 32,074
7 .................... ....... ..................... *.... . 124 13,1 1---- 40,900 $2,074+....

ltd................ ... ........... V h38: i tI, 460 .........

T 1ul ...... . I ' 12........... . . .............15 1 ,.229,0 .173,0 474

I A veroie.
E I+thlna for 7 plnt
l t'tiiuite for 4 plants.

Average plant wages paid: 1980, $1,166 8j; 1931, $1,103.15

Plant Name Location
No. L

1. 1l I , ,flll (1 Atlmjinnou , It K.
'Ihe AipImmiz C o ..................... ............. ..............

2.....1 Fail River lloacherv ... ....................................-.. Fall Itiver sm,
larodite Fishinig h o .............. * ............................. North Digliton|, Mass.

4 Mount Hove Fin . hing Co .......................................... Do.
5 ..... Pacific Mills ............................................ .. ."wrene, Mtss.

Providence D. 1. ,At V. Co ....................................... Providence, It. 1.
L'.. Sayles Finhishing Plants (Inc) ..................... ............ .... 8 yle .vllie, It. 1.

, Amerln I'rumilng Cl ........... I............... I........... ...... Liver, Moss,

I I
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QUECSTIONNAIRS nZ PHOPOSMD TABIPV ON FUSL OIL

1. Name of company: Taunton Municipal Lighting Plant.
2. Location of plaits where oil is used as fuel: West Water Street.
3. Number of gallons of fuel oil purchased by your company:

(a) In 1930, 3,607,146.
(b) In 1931, 3,900,390.

4. Number of wage earners employed in plant:
(a) In 1030, 98.
(b) In 1931, 98.

8. Total plant wages paid:
(a) In 1930, $154,207.59.
(b) In 1931, $103,522.89.

6. Proportion of total cost of fuel oil (including cost of transportation to plant)
to total of plant wages (not including administrative salaries):

(a) In 1930, 60.84 per cent.
(b) In 1931, 60.61 per cent.

7, Estimated expense of altorations that wouid be required to enable your plant
now using oil as fuel, to use coal instead: Approximately $300,000.8. Book value of equipment that would have to be scrape 300p000be srppm if your plant wore
to be equipped to use coal instead of oil: Approximately $50,000.

TAuNToNq MUNICIPAL LIOHTINO PLANT,
By CIESaTER P. BUCKLEY, Assistant Manager.APsLt 2, 1932.

Mr. MILLIKEN. I have a brief statement showing a different type
of user of fuel oil in our locality in Massachusetts. I refer to the
Taunton Municipal Lighting Plant, located in Taunton, Mass. In
1930 this municipal lighting plant burned 3,367,000 Ialons of fuel
oil. In 1931 it used 3,900,000 gallons of fuel oil. They estimate
their expense of alterations that would be required to enable this
plant to change back to burning coal at $300,000, and they estimate
the book value of the equipment that would require to be scrapped
at $50,000.

I have here a more complete brief that has been prepared in the
interest of this group of employers that I referred to, that I would
like to put into the record.

Senator WATSON. Very well. We are very much obliged to you.
Senator CONNALLY. Do you favor taking the tariff off cotton

goods?
Mr. MILLIKEN. I come from a part of the country that is supposed

to have profited, and profited a'good deal, by high tariffs, Senator,
I would like to say, in answer, that the only end of the tariff that I am
competent to speak of at all in the cotton manufacturing end to which
you have referred, and I have seen the manufacturer ot cotton goods
in New England, which, as you know, is a very old established indus-
try, drying up and drying up and drying up, and With plants in liquid.
tion. I have seen the cities of Fall River-

Senator CONNALLY. We have all seen that, but do you favor taking
the tariff off cotton goods?

Mr. MILLIKE3N. I do not think taking the tariff off cotton goods
would make any great amount of difference.

Senator CONNALLY. Therefore, you do not mind if we take it all
off?

Mr. MILLIREN. I should say to you that 1, am not a cotton mill
manufacturer. Our business is supplying the service on these cotton
goods after they are iiade and off the loom. But, so far as our busi.
ness is concerned, we do not to-day set any store by the value of the
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high protective tariff that there is on cotton goods, because there is
so mwh competition right here at home that the profit is all gone,
Anyhow.

senator CONNALLY. Then you think it would be all right to take
the tariff off cotton?

Mr. MILLIKEN.. So far as we are concerned in our business; and so
far as I am concerned, looking at it from the standpoint of our local-
ity--

Senator CONNALLY. Look at it from the national viewpoint. Do
not look at it from your narrow viewpoint.

Mr. MILLIKEN. I am not in love with a high protective tariff on
cotton goods.

Senator CONNALLY. Do you favor repealing the cotton goods tariff?
Mr. MILLIKEN. Whether it would be better-
Stnator CONNALLY. I did not ask you that.
Mr. MILLIKEN. I am not competent to express a definite opinion

on just low far that should be reduced.
Senator CONNALLY. And yet you come here professinF to express

an opinion on a tariff on oil, that you say you know nothing about.
Mr. MILLIKEN. I do not see a great dea of similarity between the

problem represented by a protective tariff on cotton textiles, and a
protective tariff on fuel any more than I see the connection between
those two forms of tariff and the protective tariff on the products of
coal tar that are used for dyestuffs in this country. I think the only
appearance I have ever made down here was in the interest of the
manufacturers of dyestuffs in America to help put on a protective
tariff, believing that that was a good tIn

Senator CONNALLY. You favored that, did you not?
Mr. MItLKprN. Yes.
Senator CONNALLY. You are against the/tariff on oil. That is all.
Senator Goitu. Do you think there is/any argument against the

tariff on oil that does not apply equally/to the tariff on everything
else?

Mr. MILLIKEN, Yes, sir; I would like to say specifically, as applied
to our industry, as I set it out in our brief--

Senator GoRa. I did not want to lead you into that.
Senator RED. Thero is no use asking him questions unless you are

going to give him a clhinee to answer them.
Senator Goim. If it is printed in the record, it will be available.
(Mr. Milliken submitted the following brief:)

BRIEF IN OPPOSITION TO PInOiPOsMD TAX ON IAPOItTED PETROLEUM AND ITS
IPoHOUCTA IN BEHALF OF MOUNT HoPE Fr SmIN Co,, PACIFIC MILLS,
SAyLOs FINISHIN0 PLANTS, AMERICAN PRINT WORKS, WIVITTPNTON MANU.
FAcTURING Co., FAL, tIVER fl.EACIIERY, PROVIDENCE DYEINO, BLEACHINO
& CALENDERING Co,, GREENWIC14 BLEACHIERY, CRANSTON PRINT WOKS,
TurE APPONAUO Co., IIARODITE FINISHING CO., (INC.), POOLE SILVER CO.,
REED & BARTON, TAUNTON MUNICIPAL LIalITIN( PLANT.

(Presented by Mark M. Herwit Of Boston, Mass.)

THIE WIDESPREAD PROTEST AGAINST T E OIL TARIFF

i. Public opinion aroused.
II. rhe Avowed Object of the legislation is revenue only,
111. Why ai protective tariff is out of place in it bill for revenue oriy.

A. The objects of a protective tariff (liffer from these of a bill for revenue
only,
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B. Tio Investigatlons which are nceosaary to supply the facts as a bamis for
iitelligenlt consideration of a protective tarlT differ greatly from those
required in a revenue hill.

C, Permitting protective tariff 1)roposids its )art of revenue bills will unsettle
tariff conditions, and will seriously affect business and industry,

IV. Our traditiomal policy is agthnst t:triff ond or.
A. Our iimiestic source of supply is limuitedi.
D. Tito necessity for conservaitioni of our Iunited domest~t supply of letrolouin

has been recognized and adopted as a settled policy,
C. Oil is a giant industry, whoso exports far exceed the imports-it lacks the

basis for the application of a protective tariff.
V. The proposed tariff will pro(iuco no revenue to the Government but all the

contrary would result in a positive and direct deficit.
A. The tariff on crude petroleum and on fuel oil would be in effect an l ao.

bargo and would produce no revenue.
B. Little, if any, revenue can be expected from the levy on gasoline.
C. The Increase in price which would inevitably follow the enactment of

the proposed tariff would result in a direct loss and a positive deficit
to the Government,

VI. If tariff legislation is a remedy for depression, many other industries are
equally entitled to consideration.

VII. Who will benefit?
A. The big oll companies will be the real beneficiaries.
B. Very little, if any, benefit will result from it to the small Independent

oil producer.
VIII. Who will be damaged by the increase in price induced by the proposed

tariff?
A. The increase of one cent a gallon in theprice of fuel oil mearis an increased

of about 70 per cent it fuel costs ai. such an unusual arid exorbitant
jump will seriously affect industry and the wage earners.

'S. It will eriously affect our shipping ond fisheries.,
C It will cast a direct burden on our citizens by Increasing the cost of roads,

construction, and that of operating our municipal lighting plants.
D. More tlbon 780,000 home owners will be affected.
E. It will be dqtrlmental to the farmers.

IX. Tho proposed tax will reduce our exports to Venezuela.
X. Sum t:ary and conclusion,.

I. PUBLIC OPINION AROUSED

The proposal in the emergency revenue bill now before the Senate Finance
Committee to place a tariff of one cent a gallon on imported crude petroleum
and its products has evoked vigorous protect in practically all parts of the country
except only in Oklahoma, Texas, Wansas, and California. Rarely has any
legislative proposal aroused such widespread opposition. Newspaper editorials
and articles, running into the hundreds and appearing in publications, ranging
from the important metropolitan dailies to weekly farm magazines, have em.
phatically given voice to an aroused public opinion,

An examination of several hundred such editorials discloses that this protest
comes alike from Democrats and Republicans. Nor does this intense opposition
emana tW from any one class. It seems apparent that farmers, wage-earners,
home owners, manufacturers, business men, fishermen and maritime interests
are all agitated by this proposed tariff. The Inclusion of this oil tariff as part
of a revenue bill presents features which are of prime importance to every Amer!-
can.

1I. TIE ',VOWED OBJECT OF THE LEGIBLATION4 IS XEVVNUE ONLY

That the sole ptrrpose of the bill was to meet the "rgent necessity for raising
revenue to meet the deficit in the Budget can not be doubted. This is clearly
established not only by the messages of the President, but also by the avowals
in Congress of the Speaker of the .touse and the leaders of both'parties. The
entire record as to the origin and as to the expressed purpose of the legislation
shows conclusively that the bill was not intended and does not purport to be a
tariff bill, but purely an( simply a bill to raise revenue, called forth by a serious
national emergency. The legislation was approached by both parties without
party spirit and with the high patriotic motive of accomplishing promptly al
important result which the country sorely ';aesds. It is in such a setting*and
under this guise that tho propo d for a pjrutcevtic tariff on oil is presented.
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li, WHY A PROTMOTJIV TAUtEVV IN OUT or PLAOM IN A HILL VOR Rse VUwMUR OWLS

This incluion of protective tariff legislation in a bill designed merely to raise
revenue runs counter tU sound principles of legislative procedure am well as to
the established precedents and settled principles and traditions of Congress,
The reasons for those principles and traditions are not far to seek.

A. The objects of a protective tariff differ from those of a bill for revenue only.I, he aim and purpose of an Internal revenue bill is to provide the Government
with necessary funds. Beyond providing this, an internal revenue bill has no
object. President McKinley, in his introduction to Protection and Reciprocity
llhstrated, said that a revenue bill "accomplishes but a single purpoe--that of
ratshig revenue; it has no other mission."

A protoctivw tariff measure, on the other hand, has an entirely different object.
ThMt its major problem is not to provide revenue for tle Government has been
recognized by economists from the days of Adam Smith to tie present, and by
our statesmen since the founding of or Republic. Our very first tariff act, that
of 1789, was in pursuance of Washington's message advising "the expediency ofiving effectual encouragement-to agriculture, commerce, and manufactures."
i Waelhington's second inaugural message, he speaks of giving "such encourage-

nient to our own navigation as will render our commerce and agriculture less
dependent upon foreilon bottoms," Not only these messages, but the express
words of our first torlf act shows that it was for "the encouragement and ro-
tection of manufactures." Professor Taussig in his Tariff History of the United
States, seventh edition, at page 14, says "T1e first tariff act, that of 1789, was
protective in intention and spirit." Madison urged it for that purpose and
when he later became President, he stated in hi message to Congress on February
20, 1815, that a protective tariff was a "means to preserve and promote the manu.
fractures that have sprung into existence." The first platform of the Republican
Party (1860) urged a protective tariff "to encourage the development of tile
industrial interests of the country."

Our Tariff Commission, for instance, concerns itself not with the amount of
revenue which the Government needs, but with the condition of business, indus-
try, labor, domestic markets, foreign markets, costs of production, foreign ex-
change, the state of the allied industries and competing industries, reciprocity
with foreign nations and ntany other considerations. Thus, from the beginning
of our national existence until the present time, it has been recognized that a
tariff measure concerns itself with numerous cowp icated problems that aro
foreign to the purposes of a bil for revenue only.

B. The investigations which are necessary to supply the facts as a basis for
Intelligent consideration of a prot* 0d I er greatly from those required
in a revenue biP. , , * a

The sounldness of the priualpM tents set hy Congress
in vel)arating these two deet ' also when we con.
slder the modus opera 'W~ If legislation, as
dithigni'hed from revMion. The the consider.
tionis that must )0 ben ' in enact itll legislation are
almost without 4ii V4 ' !.w e'rawlhole gamut
of our domestic tf tions wears. it
has been show,,% dne articl - wt only the
producers, of t ,1
consumers, ali es, for any other
important a dl ted consth a
rious and pal investiga lag to the
commodity on a tariff #Ats e eroyus ions with
other common * Iusion m' wved at as
to the effect o dpof iswmt '

There was a 01 Ol eta hen twott Thomas
Walker Pa e 44 MWilwlt tht e'1 But it is to
be hoped that 444 bahazard era -- -- economists
recognize tinat inhe gof tarifwhete order, or by a
commission, or b'y (u UMbttelf, a Of non Ueh and effoan unusual amount nary eaof time is consumed:, 18nI y Involved ordinary length

. , 1 me that a c of information
much of a highly tech d r Intelligent tariff
legislation. That is whah4t -- at Tariff Commission.
The history of past tariff I *Vg# w such legislation has
consumed many months and, AtIt , that our legislators have
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not had sufficient time to study carefully all the problems Involved. (See Taues
on Free Trade, Tariff and oprocty, pp. 184 and 188.) The experience 01
Congress shows that tariff legislation can not and should not be hammered out In
the stress of an emergency which requires, above all, prompt action. A ",,e4.
terestd onsideration of the clar dietinction between the aims and purposes of
the two kinds of legislation, of the necessary differeence in the method o approach
to each by reason of the wide divergence In the considerations and effects of each,
thus convfnces one of the wisdom of separating these two kinds of legislation,

C. Permitting protective tariff proposals as part of revenue bills will unsettle
tariff conditions, and will seriously affet business and Industry.

There Is a further consideration o.poliey which should prohibit the merging
of these two kinds of legislation. Of necessity, revenue bills frequently come
before Congres. On the other hand, tariff measures have been before onsres
at comparatively rarer intervals. During the S5ye& period since 1897, there
have been but four tarff-1909, 1918, 1022, and 1928. The effect upon business
and Industry of the uncertainty caused by the consideration of tariff measures
has long been mcognised and has been brought home effectively to Congress.
As far back as a hundred years ago, in February 1832, Henry Clay, speaking in
the United States Senate said that proposals for tariff changes' create "alarm and
insecurity" and he addedthat with respect to tariff, "Nothing in more prejudicial
to the great Interests of a nation than unsettled and varying policy." The pro.
found effect of unsettled tariff conditions can not be doubted,

The principle and policy of separation, therefore, fAnd# another Important
reason for, If we allow tariff measures to be included In revenue bills, business,
industry and labor will be in an almost constant state of noertalnty by reason
of the freqteney with which revenue bills necessarily cons before C6ngres, and
each would offer an opportunity for proposed tariff legislation. Moreover, the
pulling and hauling which a tari! measure involves consuiaes so much time of
Congress that, If such legislation is to be a part of eve, :,*venue measure, our
already overburdened legislators will find their tasks alnnst unbearable and,
being only human, they Will be neeamrily unable to devote' to other legislation
the same amount of energy and thought as at present. There can, therefore,
be no doubt of the wisdom of our established policy and that the inclusion of the
of tariff In a bill for revenue only, would set a bad precedent.

IV. Ofl TRADITIONAL POLICY 1 AGAINST A TARIFF Off OIL

Aside from these important considerations which apply to any tariff measure
in a bill for revenue only, there is a serious question of policy with respect to a
tariff on oil in partioulaO. Even If the oil taiff were presented in a proper bill,
a consideration of the merits of such a proposed tariff shows that it runs counter
to our settled policy.

A. Our domestic source of supply Is limited.
After a study of the probable world supply of underground petroleum, geologists

have estimated that we have within our borders only about 18 per cent of the
estimated world underground supply. This estimate is a most important con-
sideration when we find that the United States produces about 68 per cent of the
total of the world production of petroleum and consumes about 64 per cent.
There is no escape from the conclusion, fu view of this rate of consumption, that
our supply will be exhausted within the not far distant future, unless measures to
conserve the same are promptly Inaugurated. The Federal Oil Conservation
Board in Its report of January, 1928, says at page 5:

"Neither the high rate of domestic consumption nor the excess of exports over
imports would be disquieting if the petroleum resources of the United States
bore anything l4e the same ratio to the world's resources as the production ratio
of 68 per cent According to the present opinion of our beat petroleum geologists
our total resources, In of being 8 per cent of those of the world, are noi
more than 18 per cent. It our petroleum reserves are to be drawn upon at a
faster rate than those of all other countries, our resources should be several times

oe entitled to speak on the subject have estimated that at our present rate
of consumption our domestic supply will last a scant 10 years. In this rempt
the situation of oil differs from that of coal and iron. The report of the Federal
Oil Conservation Board, September, 1926, on page 5 states:

"There must be natural concern over our future supply of oil because of the
manifest dependence of so large a part of our industrial life, national defense, and
domestic comfort upon continued adequate supplies of lubricating oils for all
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machinery and fuel for automobile engines. Our future resources In coal and
iron have been so determined by geology cal evidence and exploration that we can
measure our proved supplies by centuries."

It does not take an expert to recognize the vast difference between an agri.
cultural product like wheat And cotton, which can be reproduced year in and year
out, and a natural product like petroleum, which is irreplaceable and the supply
of which is so limited;

B. The necessity for conservation of our limited domestic supply of petroleum
has been recognized and adopted as a settled policy.

It is these urgent considerations of stubborn facts that have forced upon our
statesmer and economists the policy of conservation with respect to petroleuni.
The Federal Oil Conservation Board, of which President Hoover then Secretary
of Commerce, was a member say in its report of September, 1426, at page 12:

"The Geld of Mexico and 80uth America are of large yield and much promising
geologic oil structure Is as yet undrilied. That our companies should vigorously
acquire and exploit such fields is of first importance, not only a source of future

sp1,but supply under control of our own citizens."
61plits report of January, 1928, the board says at page 8:."The depletion rate of our own resources can be brought more into &ccord

with that of foreign resources only in one way-by importing a greater quantity
of Crude petroleum. The present imports of Mexican and South American crude
oil come largely from American operators and, while not obtained from United
States oil sands, they are the product of American engineering and enterprise.
Cooperation in the development of foreign oil fields, through technical assistance
and the further investment of American capital, would seem to be a logical con-
servation measures "

This policy has been adopted by both of our political parties.
The Democratic Party, in its platform for 1920 says:
"The Democratic Party recognizes the importance of the acquisition by

Americans of additional sources of petroleum and other minerals, and declares
that such acquisition should both at home and abroad, be fostered and
encouraged."

The Republican Party has also recognized the wisdom of conserving our limited
supply of petroleum by permitting imports duty-free. The Republican Handbook
for 1928 specifically alls attention to crude petroleum, gasoline and lubricating
oil "which are on the free list"; and thus impliedly promised that they will
continue to be on the free list.

This policy has been adopted not only by both of the political parties, but by
Congress. Congress considered at rt osals for a tariff on oil in
connection with the tariff bills of 1 in 1980 on a proposal
for an embargo. It had avail e Tariff Commis.
sion, by the Bureau of Mi It gave
lengthy hearings to dele hose repre-
senting business ngs, study,
and research were ace CA"
Congress, in pursuan
the other irreplaceab Osu

It may be safely of our
country has been unni would
be difficult to fin
than, thosethat up y

C. Oil Is ag ,wholck
the basis for the

There is a fupr
o alfor a tariff t due.

as "an infan t last
yer petroleum Tariff

mission shows of oil
far exceed our imp t th
about three to one. we And Vor
even in 1981 over thIn b
far in excess of the ih In 1922
we imported 130,000, 47,000,000
barrels.

Another important fact t rate of pro-
duction by the various oil Codommission reports
that in 1931 the United ta se cent of the entire
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world production.4 It may therefore be said without fear of contradiction that
the oil industry of our country has far outgrown the Infant stage.

The historical basis for a protective tariff, 1. e., the necessity of fostering a
struggling infant Industry, Is entirely absent. The statement of Madison, with
respect to our first tariff measure, aptly shows the historical distinction. He said:

" There may be sdme manufactures which one being formed cort advance
toward perfection without adventitious aid, while others for want of the fostering
aid of the Government will be unable to go on at all."

Our oil industry has certainly advanced to a predominant position "without
adventitious aid." Moreover, what Professor Taussig said In his Tariff History
of the United States seventh edition, at page 378, is also strongly applicable to
the proposed oil tariff:

"There can be nothing In the nature of protection to young industries-no
prospect of ultimate cheapening through stimulus to improved domestic produce.
tion Even the 'true' piinciple of equalised cost of production could not be
applied to a flourishing export Industry."

The oil industry !aeks the essential grounds for tariff protection: (a) It. Is not
an Infant industry; (b) the limited supply affords no hope of "ultimate cheap.
ending" of oil through production; and (a) it is an industry whose exports are
Immensely in excess of the Imports. In view of this lack of the essential grounds
as a basis for a protective tariff, It seems clear that the enactment of this tariff
on oil would inaugurate a new policy of protection. There is thus a further
Important consideration which should deter the enactment of a tariff on oil.
In view of the many recognized principles and settled policies to which the pro.
posed tariff runs counter, the proponents certainly bear a heavy burden when
they undertake to persuade Congress to enact that proposal Into law as part of
the emergency revenue bill.

V. THE PROPOSED TARIFF WILL PRODUCE NO REVENUE TO THE GOVERNMENT BUT
ON THE CONTRARY WOULD RESULT IN A POSITIVE AND DIRECT DEFICIT

A. The tariff on crude petroleum and on fuel oil would be in effect an embargo
and would produce no revenue.

This inclusion of in oil tariff as part of a revenue bill ought at least to have in
Its favor a reasonable basis for expectation that it will produce revenue, but a
consideration of the facts and of the conclusions therefrom convincingly shows
that It lacks even that saving grace. The proposed tariff has three main divi.
sons: (a) Crude petroleum, (b) fuel oil, and (c) gasoline. The Ways and Means
Committee inquired of Secretary Mill whether a tariff of 1 cent on crude petro.
leum, 1 cent on fuel oil, and 2 cents on gasoline would produce any revenue.
His reply was as follows:

"In the opinion of experts of the Department of Commerce, such a tax would
yield no revenue mince the levy which would be added to the import price exceeds
the margin of advantage on which oil is imported to this country, and therefore
would exclude the products affected."

Thus experts hold, and it seems clear that 1 cent a gallon on crude petroleum
and on fuel oil would act as an embargo and would therefore produce no revenue.
Certainly, then, there Is no justification for a tariff on fuel oil or on crude petroleum.
The same is true concerning gasoline at 2 cents a gallon. Even with respect to
deliveries at our eastern seaboard, which is the only part of the United States that
Is aided by ijports of oil, the "margin of advantage" of foreign gasoline is appar-
ently less than 2 cents a gallon.

B. Little, if any, revenue can be expected from the levy on gasoline.
After the recgipt of this opinion from Secretary Mllts the proposal was modi.

fied s6 as to reduce the tariff on the item of gasoline from 2 cents to 1 cent a
gallon. But the proponents still left crude petroleum and fuel oil in the bill, In
spite of the total lack of revenue from thote items. The question Is whether the
modified proposal concerning gasoline would make a difference as to expectation
of revenue from that particular product of petroleum.

The Treasury estimate as to the expected income from imported gasoline at
1 cent a gallon was about $5,000,000. This was uo doubt based on the amount
of gasoline imported in 1031, to wit, 646,000.000 gallons, and also upon the
assumption that Imports of gasoline would In fact continue at about the same
volume In spite of the proposed tariff. But It does not take an economist to
figure out that, as the margin of advantage" on which gasoline ia Imported to
this country would be reduced by the levy of .1 cent a galloni no such volumeof
Imports of gasoline Could be expected. In other. words, the proposed. tariff
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would not only be an absolute embargo on fuel oil and on crude petroleum, but
even a regards gasoline, it would deter imports and would therefore produce
very little, if any, revenue*

. The increase in price which would inevitably follow the enactment of the
proposed tariff would result In sA direct tows and a positive deficit to the Govern-ment4

There is no dispute that the enactment of the proposed tariff would result in
an increase In price to consumers in our country. This Is the avowed purpose of
the proponents. There can be no doubt but that this would be the result with
respect to crude petroleum and fuseoil This price trend is definitely indicated
by an increase of over 10 per cent in fuel oil, which has already occurred In the
few days that have elapsed since the Ways and Means Committee Included the
proposed tariff in the revenue bill. Experience has shown that the price of gaso-
Ilne quickly follows the price changes of crude petroleum. The 1928 report of
the Federal Trade Commission says on page 178:

"As a rule, price advances in crude petroleum have been followed promptly
by gasoline price increases."

This conclusion is amply established by a mass of Indisputable facts, collected
in the August, 1931, issue of Petroleum Facts and Figures, published by the
American Petroleum Institute and reprinted in the Report of the Hearings
conducted by the Ways and Means Committee on this proposed tariff (pp. 40
to 56).

In view of this expected and certain increase in price it Is important to note
that the United States Government uses over 20 000 ,00 barrels of petroleum
products a year. The first report of the Federal b11 Conservation Board (Sep-
tember, 1926) says at page 22:

"Current peace-time requirements of those branches of the Government
responsible for the national defense are approximtaely 20,000,000 barrels of
petroleum products a year. In case of war, the national defense requirements
would, of course, Immediately Increase many fold."

It is to be noted that the 20,000,000 barrels served only peace-time requirements
for purposes of national defense. The total consumption of our Government,
even in peace time, is much in excess of this. It is one of the largest oil consumers
in the world. But, even on the basis of the 20,000,000 barrels only, we have the
following ridiculous result: Per ywi
Used by the Government ............................. barrels. - 20, 0000, 000
In gallons (42 gallons per barrel) ...................... gallons.. 840,000,000

At I cent per gallon Increase in cost ------------------------ * 8,400,000
Income from tax on imported gasoline upon assumption that im-

ports will continue at same rate as In 1931 -------------- 5,000, 000

Minimum net loss to the Government-------------.. 3,400,000

Thus, we see that the proposed tariff will net to the Government a direct and
substantial loss, and will leid to the ridiculous position of an avowed revenue
bill creating an actual deficit.

VI. IF TARIFF LEGISLATION 1 A REMEDY FOR DEPRESSION, MANY OTHER INDIUS-
TRIES ARE EQUALLY ENTITLED TO CONSIDEUATION

The present economic depression has seriously affected industry, business,
shipping, farmers laborers; everyone, in fact. Although the oil Industry has
been selected as the beneficiary of this special tariff, an examination shows that
it has not been as badly hit as many others. The Department of Labor has
issued a report which shows that the price index declined generally between
January and December, 1931 and that the decline in oil between those dates
has been less than in many other lines. A few examples are illuminating:

lndix for Ind" Ar
t~sm anuvty, Denmber,

Farm products................................................... ........... . 7t. 85. T
Semtmanufactured articles ....................................................... 73.4 818
Raw material ................................................................... 72.9 60.2
Titles ............... .................................... 71.0 59.2
MIsellneouls .................................................................... 64.7 68.0
on ...................................................... 69.8 83.6
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These facts, collated by a disinterested and reloble source clearly indicate
that raw materials, farm products, textiles and the products of industries in general
have suffered a greater decline in price between Jnuary and December, 1931
than oil, and that in December, 1981, the price index In many other lines and
Industries was lower than that of oil. Aside from other objections to the pro.
posed oil tariff, those figures show that there Is no reason for singling out the oil
Industry as the beneficlry of a protective tariff at this time. Many other Indus
tries are in at least an equally depressed plight. If a tariff Is the simple remedy
for this condition, why the discrimination 7

vYiK. WHO WILL 3summt

In view of the fact that the Government will receive no revenue but will suffer
a deficit, It is pertinent to Inquire who will be the real beneficiaries of this tariff.
The proposal Is being urged in the name of the smell independent oil producers
who are pictured as people of small means, each owning a little well that produces
about a barrel and a half a day. But an exomination into the facts reminds one
of the Biblical story of the voice of Jacob and the hand of Fau.

A. The big oil companies will be the real beneficiaries.
The control over the oil Industry exercised by a few large companies presents a

picture approaching monopoly which is unequalled in any other large industry
that Is not regulated or controlled by the Government. The United States
Tariff Commission reports show that a few large companies own the pipe lines,
the refineries, the storage plants and the means of transportation and of market-
Ing. A turn of the valves on one of their gushers brings forth thousands of gallons
a day and the figures show that these companies own, store, and market practically
all the refined oll, and themselves produce a very large proportion of all the crude
petroleum. Practically nine-tenths of the increase In price which American
consumers will pay will, therefore, go into the coffers of these few large oil
companies.

B. Very little, if any, benefit will result to the small independent oil producer.
The position of the independent oil producers is no different from what might

be expected in such a state of the industry. They constitute but a small ano
negligible factor in the oil industry. It Is not competition of imported petroleum
that affects them. They are situated at such great overland distances from
eastern tidewater, where Imported oil is used, that the freight rate removes this
from the field of competition. Alfred M. Landon, the chairman of the Kane Ws
delegation to the governor's oil relief conference, says:

"To.day the greatest danger facing the oil Industry is not from without Vut
from within-and that danger is the elimination of competition through Iintegra.
ton,' which is only a gentle-sounding phrase under which a monopoly
masquerades."
I This Is effectively shown by an analysis of the figures which go to make up the
base price of petroleum. In the July-August, 1931, Issue of the Indeendent
Monthly of the Petroleum Association of America, we find that out of Ihe base
price at tide water of 85 cent. a barrel, only 10 cents per barrel went to the
producer of petroleum. The remainder--75 cents-went- to the big companies,
as follows: Cento
Trunk-line charge for transportation ................................. 40
Gathering charge ................................... 124
Shiploading charge .............---....... ---------.. -....... 2
Service charge or premium .............................. 20

Total--- - -...................... ---- ".. 75
Those figures show indisuptably that any small oil producer, being entirely

dependent upon the means of transportation, the refinery and storage plant. and
marketing facilities, all under the control of the big companies, must accept
what these companies see fit to give him as the price of crude petroleum. Another
cent a gallon taken from industry, shipping' the farmers and other consumers will
not remedy these conditions. The small independent oil producer will still remain
In the grip of these big companies--without any other means of refining, storing,
transporting, or marketing.

The few big oil companies that exercise this ironclad control, and who will be
the chief beneficiaries of this tariff, are certainly not In need of "the fostering
hand of the Government." A compilation made by the Interstate Commerce
Commission in Its statement No. 8170 shows that, for the year 1930, six large
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fipe-line corporations have declared dividends ranging from 40 per cent upwards.
t is evident that they are not languishing for lack of a tariff, and it Is they who
will be by far the real beneficiaries of the tariff.

Vii. WHO WILL 82 DAMA091) BY THE INCRVARM IN PRICE INDUCE BY THE
PROPOSED TARIVV?

In addition to the conldorations that the proposed tariff on crude petroleum
and fuel oil will produce absolutely no revenue, and thrt on gasoline very little
if any, revenue, and that the net result of td operation will be a direct los and
a positive deficit to the Government, all without substantial benefit to anyone
except to the few big oil companies which control the industry, there is the further
important consideration of the effect of the tariff on industry, wage earners,
home owners# farmers and consumers generally.

A. The increase of 1 cent a gallon In the price of fuel oil means an increase of
about 70 per cent in fuel costs and such an unusual and exorbitant jump will
seriously affect Industry and the wage earners.

Many large and important industries use oil as fuel. It is that portion of crude
petroleum which is the residuum left after gasoline, naphtha kerosene, and other
more expensive products have been removed by the so-calfed cracking process.
U ntil the recent rise in price which followed quickly and directly upon the adop-
tion of the oil tariff in the house, fuel oil was obtainable at tide water on the
Atlantic coast at 60 cents a barrel, which Is less than a cent and a half a gallon.
An increase ol I cent per gallon, therefore, means an increase of 70 per cent in
the cost of fuel to those Induptries. That such a tremendous increase is unusual
may be seen by an examination of the average duties imposed by past tariffs.
Aside from the question whether any tariff on fuel oil Is warranted, It thus appears
that the amount of the increase which this particular tariff would involve Is all
out of proportion to the prevailing price of fuel oil.

In many industries fuel oil is a very large and important item. It enters to a
substantial de ree into the cost of production. In the textile finishing plants,
for example, the cost of fuel oil, according to carefully compiled figures, has
averaged more than 12 per cent of their entire factory pay rolls. An increase of 1
cent a gallon on fuel oil will therefore practically double an Important item of
cost in those Industries.

That such an Increase will be a serious blow to those Industries can not be
doubted. Many of the plants have been shut down and the rest are running
only part time, struggling under the pressure of general economic conditions.
In many plants, wages have been reduced but there Is but little work. In view
of the conditions, the increase In fuel oil can not be absorbed by the manu-
facturers for most of the industries show large deficits, and the rest very little, If
any, proft. If this increase In the cost of fuel oil is passed on to the wage earners
engaged in those industries, millions of employees will be directly affected. On
the other hand, if this great increase in the cost of turning the wheels of Industry
and of shipping should result in increasing the price of the manufactured prod-
ucts, then consumers generally will be affected. On any view of the condition
that seems certain to follow the wake of this proposed tax on fuel oil, there can
be no doubt of its detrimental widespread effect.

B. It will seriously affect our shipping and fishing interests.
The present plight of shipping is well known. The largest trans-Atlantie

liners are being advertised for w.ay cruises--at unheard of low rates. Fuel oil
is a very large item of the cost of operation. At present, they are receiving their
fuel in our ports. A 70 per cent increase in the price of fuel oil will drive this
substantial business to the other side of the Atlantic, with resultant loss to us.

Our fisheries afford employment to many men. By time-told custom, their
wages depend on the results of the voyage. It Is one of the few lines in which
the worker to a direct partner In the profits. After the expenses are deducted
from the amount realized from the catch, the balance Is divided among the
shipowners and the crew. Almost 50 per cent of these expenses is the cost of
fuel oil. The effect of a 70 per cent increase in this item upon these seafarers
is easily seen.

C. It will cast a direct burden on our citizens by increasing the cost of road
construction and that of operating our municipal lighting plants.

Asphalt is a by-product of certain kinds of petrolcum-those of an asphaltic
base. There are only two sources within our country where such petroleum
is obtainable to any appreciable extent namely California, and a small area in
Texas. A cent a gallon on fuel oil and crude petroleum will mean an increase
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of 70 per cent in the coot of asphalt for road building. This Is of direct concern
to all our citizens.

Another direct affect of this tariff upon our public Interests I with relation
to our municipal lighting companies. For example, I cent a gallon on fuel oil
will mean an increase of more than $150 000 a year in the cost of operation of
the Taunton municipal lighting plant. bur municipalities are already bearing
great burdens and a finding it difficult to balance their budgets. Even some of
our large cities have suffered a loss in their financial status. The proposed
tariff adds another burden to them.

D. More than 750,000 home owners will be affected.
Fuel 611 has come to be widely used as fuel for homes not only for heating but for

cooking purposes. The American Oil Burner Association reports that more than
750000 American homes have been equipped with oil burners and that in exceeds
of '500,000,000 has been Invested In the industry of producing oil burners for
homes. (See report of hearings before Ways and Means Committee, p. 119.)
The increase hi the cost of fuel oil of course directly affects the home owners and
the thousands of employees engaged in the industry of producing, Installing, and
selling oil burners.

E. It will be detrimental to the farmers.
The proposed oil tariff Is very detrimental to the American afrmer. An in.

crease of 1 cent in the price of the gasoline necessary for his tractor, trucks, and
other gasoline motors will cost our farmers in excess of $150,000,000 a year.
This is shown by an elaborate schedule detailing the number of vehicles and engines
used on our farms and the amount of gasoline used by the farmers, introduced at
the recent hearings before the Ways and Means Committee.

Furthermore, the farmer has a direct interest in the improvement and extension
of our roads and in having manufactured goods come to him at as low a price as

possible. The price of his clothing, tools, roofing, building materials, and manu.
factued commodities generally are dependent in some degree on the cost to the
manufacturer and shipper of the heat and power that turns the wheels of the
industries. The Increase of the cost of fuel oil to Industry and to shipping will
result in an Increase In the price of these commodities to the farmer, and thus, in
addition to his direct los, by reason of the increase in the price of gasoline, the
farmer will bear an indirect loss by reason of the Increase in the cost of production
of these manufactured articles.

It is no wonder that farmers' organizations are protesting against this tariff.
Protests have already been received by the Committee on Ways and Means from
the representative farmers' associations in Minnesota, Indiana, Nebraska, Ohio,
South Dakota, Tennessee, New Hampshire, and elsewhere. (See report of
hearings before Ways and Means Commttee, p. 108.)

IX. THIE PROPOSED TAX WILL REDUCE OUR EXPORTS TO VENESUELA

The great importance of foreign trade to our wage-earners and Industries can
not be overestimated. The Bureau of Foreign and Domestic Commerce of the
United States Department of Commerce (Bulletin No. 788) reports that Vene-
zuela is buying from us 55 per cent of all the goods which she Imports, and says:"ASince the World War, Venezuela ,has become of increasing Interest to the,
American public, primarily through the Intensive development of Its oil fields,
but also be cause of~ the increased trade between the two countries."

We sell Venezuela food products and Increasingly large amounts of manufac.
turned goods. (See Bulletin of United States Department of Commerce, No. 788,
pp. 46 to 48.) Venezuelan imports from the United States in 1918 and from 1926
to 1929, were as follows:

OreptsOut iimoftsO~t"P ro m Vonw.
sue0s (p. 39)

19.............................. ............... a* 00 "t336,00*
..... .... .... %0,03000 18,9"8,00019................................................ ..... 00085,000

192......... .................................. 4, 79,0o 4,308,000

The growth of our exports to Venezuela has thus been steadily and substantially
noreasing. The comparison of the figures of recent years with 1913 is impressive
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Our Department of Commerce, in Bulletin No. 783, page 40, recognizes that
"the importance of petroleum in this rapid trade development ts striking."

It Is the export of petroleum and its products that furnishes Venezuela a means
of payment for our goods, and therefore has established it as a good potential
customer. The trade balance with Venezuela has been steadily in our favor, as
shown by the above schedule. Our total imports from Venezuela in 1930
aggregated $38 868,010 (p. 46). Of this amount, nearly $20,00000 consisted of
petroleum and its products (p. 46). In other words, more than 7Y2 per cent of the
payment by Venezuela for our goods Is in petroleum and its products. If, by
reason of this tax, imports from Venezuela are cut off, as the Treasury Department
says they will be, Venezuela will have to look for other markets for her petroleum
and its products. Venezuela must and will import from those countries that
buy her oil. It follows that our foreign trade with Venezuela will be greatly
reduced. The effect of this reduction in our expert trade will of course further
reflect upon our industries and wage earners. Our oreign trade is not in such
condition that we can afford to tamper with it--it has already fallen off nearly 40
per cent from 1927 and we must carefully foster and develop our remaining foreign
markets.

X1. SUMMARY AND CONCLUSION

In this national emergency which imperatively demands the speedy balancing
of the budget, a tariff measure is entirely out ot place. There is no time for the
careful investigation of the p light of other industries, their comparative condi-
tions, the complicated results and all the numerous incident accompanying
tariff legislation. The proposed tax opens the door wide to demands by other
industries equally distresed and with an equal measure of justice. The soundness
of the principle that tariff legislation should not tie confused with emergency
revenue measures is made clear when we consider the confusion and delay that
will inevitably follow the opening of the doors to these numerous demands for-
tariff legislation.

The proposed oil tariff is not only out of place, but it will produce no revenue.
Citizens might be resigned to added burdens of taxation even in these hard
times, if at least the taxes imposed resulted in revenue. But the only possible.
justification for the proposed tax disappears when we find not only lack of revenue,
ut a direct and positive deficit to the Government itself on its own peace-time

requirements for national defense.
It has been shown that the burdens to industry, to the wage earners, to com-

merce, to the farmer, to the home owner, which the proposed tax involves, will
be many and far-reaching. It does not even have the redeeming feature of help-
lng tWe independent oil producers, for whose sole benefit it is ostensibly imposed.
The corporations that exercise a monopolistic control over the means of transpor-
tation, refining, storing, distributing and selling the oil, certainly do not need it.
And when to top all, it appears that it is contrary to our established policy, and
that it will substantially interfere with our foreign trade, it would seem that the,
lat vestige of justification for including such legislation in the emergency revenue'
bill disappears.

STATEMENT OF WILLIAM C. MoTARNARAN, PRESIDENT OF
THE PETROLEUM BEAT & POWER CO., 511 FIFTH AVENUE,
NEW YORK CITY
Mr. MCTARNAHAN. I am William C. McTarnahan, president of

the Petroleum Heat & Power Co., New York, representing the Amer-
ican Oil Burner Association of America.

Mr. Chairman and gentlemen, I am here in behalf of the American
Oil Burner Association to offer our protest against the proposed tax
on importations of petroleum and its products, including fuel oil from
foreign countries, into the United States.

In order to give you a fair idea of the growth of the oil-burner
industry and thereby lend proper weight to our protest, it should be
noted that during the past 16 years the oil burner business has had a
phenomenal growth in the United States, and as compared with 5 or
10 manufacturers of oil-burning equipment, mostly located in Cali-

1115102--32---32
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fornia, 16 years ago, there are now over 600 manufacturers in the
business with over $100,000,000 invested. These same manufac.
turers have created over 10,000 dealers in the United States who have
established themselves in almost every city, town, and village through.
out our country where fuel oil is available for use in homes, hotels,
and for commercial and industrial purposes. These dealers in order
to enter this business have invested capital running anywhere from a
few thousand dollars to as high as $5000000 and a low estimate would
probably average $15,000, or $150,000 000 invested by the dealers,
a total of $250,000 000 invested capital i dealers and manufacturers
to say nothing of te money invested by tie manufacturers of kindred
products, such as oil-storage tanks, fire brick, pipe fittings, electric
equipment, electric motors, automatic controls, and so forth.

The manufacturers and distributors have installed over
$1,000,000,000 worth of oil-burning equipment in 805,794 installa.
tons and employ a total of approximately 250,000 people, to saynothing of the employees of the manufacturers o commodities
depending upon us for their business.

These manufacturers and distributors are renting show rooms and
stores in the various cities and towns and are employing salesmen,
service men, and are purchasing motor trucks and service cars. The
employees of these dealers have rented or purchased homes. put their
children in school, and are firmly established in their respective
communities.

The above figures do not take into account the tremendous invest-
ment in oil-burning equipment by steamship companies, steel millsmining operations, railroads, and other industries, but are confined
to plants installed primarily for heating and the generation of power
in private and public buildings.

The only reason it has been possible to build up an American indus.
try as large as the oil-burner business is because of the fact that there
has been, by reason of the importation of fuel oil into the United States
an adequate supply at a reasonable price.

Now, after our Government for years past has encouraged enormous
sums of American capital to be invested in foreign countries in the
production of oil, with the idea of conservinig our own supply, it
certainly would be unjust to place a prohibitive tax or tariff on the
importation of foreign petroleum products which would result in a
virtual embargo of 100 000,000 barrels of oil mostly consumed as
fuel oil on the Atlantic t oast.

The American Oil Burner Association represents almost 100 per
cent of the manufacturers of oil-burning equipment in the United
States and as good American citizens the members of the Association
are unanimous in their desire that the National Budget should be
balanced and are all willing to do their part in assisting to this end.
But, it seems to us that the mid-continent and western producers
should set their own house in order by cutting down their production
to supply the demand, instead of trying to make the taxpayers sub-
sidize their mistakes.

Many manufacturers in the United States could turn out ten or
more times as much finished product as they are now manufacturing.
Man of them expanded unwisely during the 1928-29 boom period,and I am sure this committee would consider it ludicrous i these
manufacturers were to ask Congress to tax the public so that they
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could either make a profit on reduced output or beg the Government
to buy their excess products when there was no demand for the
article manufactured.

Protecting a deserving American industry is one thing but sub.
sidizing poor judgment at the expense of the oil-burner industry and
the American taxpayer is something entirely different.

As stated above, the members of the American Oil Burner Asso-
ciation are just as much interested in balancing the National Budget
as any other good American is, but we most strenuously object to an
import tax on fuel oil of I cent per gallon or 42 cents per barrel, which
is equivalent to a tax of 70 per cent on the present price of Bunker C
fuel oil along, the Atlantic seaboard and would be prohibitive. It
would simply shut out the oil as would an embargo, with the result
that no tax would be collected and, therefore, would bring no return
to the National Treasury.

On the other hand, such a tax would increase the price of the do-
mestic product, resulting in the curtailment of the manufacturer and
sale of oil-burning equipment and increase the price of one of the
necessities of life,heat, by $25,000,000, to over 800,000 home owners,
or between four and five million people now being kept warm through
the use of fuel oil in oil-burning apparatus. The only beneficiaries
from such a tax, if imposed, will be the domestic oil producers. It
will not return one penny of revenue to the National Treasury.

It has been estimated that the combined revenue to help balance
the Budget from the import tax on both coal and oil would result in
approximately $8,000,000. I understand this figure has since been
reestimated at $5,000,000. If the proposed petroleum import tax is
enacted the United States Treasury would at once be called upon to
pay for the oil and petroleum products it consumes for the Army the
Navy, the Post Office Department, and in the operation of the thou-
sands of trucks, automobiles, dredges, and other oil-consuming equip-
ment in the various Government departments, including fuel oil for
heating Federal and other buildings, at least $10,000,000 additional
caused on account of the immediate increase in price of the domestic
product which would result after the imposition of the proposed tax.

I wish to quote here a resolution passed by the Independent Oil
Association of Oklahoma on February 4, 1931, from the printed
records of the hearings on H. R. 16585 by the House Ways and Means
Committee, during the third session of the Seventy-first Congress,
which resolution was read into the records by the proponents of the
Garber bill.

Resolved, That the Independent Oil Association of Oklahoma with headquar.
ters at Okmulgee, Okla., call upon the Congress of the United States to enact
legislation that will serve to bar, either by a high tariff or an embargo, all imports
of crude or refined oils from foreign countries until the developed supply of the
United States fields can be market In an economic manner.

Mr. Wirt Franklin represented the Independent Oil Association of
Oklahoma before the House Ways and Means Committee. I call your
attention, gentlemen, to the words "bar all imports."

The domestic producers have been trying for several years to have
our Government place an embargo on high tariff on imported petro-
leum and petroleum products, not for the benefit of the American
people, not for the benefit of the Government, but for their own selfish
interests. When they discovered the words "tariff" and "embargo"
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were not popular, the proponents of the petroleum import tax, which
has recently been adopted by the House, seized an opportune moment
as the psychological tne to accomplish their desired end and cloaked
in the guise of a producer of revenue for our national Budget, sug.
gested this import tax on foreign oils. It was a very smart idea, I
must admit, on the part of the sponsors of this tax measure, and
unless this committee goes below the surface, I can see where they
might very easily feel the measure a worthy one on the grounds of
helping to balance our Budget.

The truth of the matter is the proposed tax on imported oils is
nothing more or less than a subterfuge and is just another name for a
tariff or embargo to accomplish what the proponents of the Garber
bill failed to accomplish last year, only dressed up in a different suit
of clothes and erroneously earmarked as something that will increase
the revenue of our National Treasury.

I am sure the members of this committee will see through the
intent back of this proposed import tax and realize that it would be
economically impossible to import oils pay 42 cents a barrel and
compete with the domestic product, which would result in no oil
coming it and, therefore, no return to the Government, and if no
return to the Government, then certainly such a tax has no business in
a Treasury bill.

Even if this were the only reason it should be thrown out; but
you should consider that if passed this import tax would affect the
employment of 250,000 people to say nothing of thousands of Ameri.
can citizens, engineers and oil men employed in foreign countries by
American firms, which firms would be forced to shut down their
refineries and curtail operations in foreign countries and bring home
their people, only to add to the already vast army of unemployed,
piling another problem on the Emergency Relief C6mmittee.

According to the Index of Prices compiles by the Department of
Labor, it shows that crude oil produced in the United States has had
a phenomenal price rise since June and July, 1931 when it struck its
low more than practically any other commodity. kor instance, prices
in the State of Texas rose from 10 cents per barrel to $1, an increase
of. 900 per cent; in the mid-continent field, 24 cents to 77 cents, an
increase of 220 per cent; and in all American fields, from 41 cents to
81 cents, an average increase of 102 per cent.

Notwithstanding this, Mr. irankli 's how'tm for still higher-
prices and wants our Government to put the equivalent of an embargo
on foreign oil for the express purpose of further increasing the prices,
throwing them further out of line as compared with depression low
prices, of other commodities and putting a further burden on the
consumer without one penny's return to the Government to help
balance the Budget.

Just a little more-and I am well within my time: I now wish to
diste some of the statements made before tis committee yesterday
bypur. Wirt Franklin.

1. Mr. Franklin stated that petroleum imports had now reached
such proportions as to drive the domestic price down to its present
low level. This is an erroneous statement, as the actual records will
show during the past 8 or 10 years that when domestic prices were at
their very highest was the time that the greatest amount of oil was
being imported. As a matter of fact, importations of all petroleum
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into the United States during this period has ranged between one
hundred and one hundred and thirty million barrels per year, until
the past year, when it dropped to 87,000,000 barrels.
. 2. Mr. Franklin stated yesterday that production in the United
States had dropped 98 per cent. I think the record of his testimony
will show this. As a matter of fact, the average top production for
any oiw year has been approximately two and one-half million barrels
per day, and for the past year it has averaged approximately two and
one-fourth million barrels, or a decline of approximately 10 per cent.

Probably what Mr. Franklin wished to convey to this committee
was that from the enormous potential production if all wells were
turned wide open in the Oklahoma City and east Texas pools they
could produce 98 per cent or 100 per cent more than they were produc-
ing, and I assure you this would also be true of practically every manu-
facturer of various commodities in the United States.

3. Mr. Franklin also stated yesterday that Russian gasoline had
been brought into Detroit. I am quite sure the Government records
will show that this gasoline came not from Russia but from Rumania.

Senator GoRE. That would make a difference, wouldn't it?
4. Mr. Ml.AnnAAN. Mr. Franklin also quoted Ralph Arnoldthe oil geiogst, as havig estimated the oil reserves in the United

States as being able to endure at the prmnt rate of production for
from 300 to 500 yfars. I also listened to as well as read Mr. Arnold's
remarks, and I wish to correct Mr. Frankin, or rather amplify what
he claims Mr. Arnold said, which was that at best such estimates
ars only a guess as no one can see beneath the surface. But taking
into conidiration the shale beds located in Colorado, Wyoming,
ad Utah and considering the hydrogenation of coal plus the so-
called well oil, it should supply our Nation's needs for fiom three to
five hundred years.

Let us assume that all Mr. Arnold said proved to be facts instead
of guesses and that the same condition we find ourselves in to-day
existed when Columbus discovered America in 1492. Then, when
I was born 50 years ago or, more correctly 1882, 390 years after
Columbus discovered America, this Nation would have been completely
out of petroleum and I would have missed my first baby-buggy nde in a
spring buckboard in the mountains of California, as there would have
been nu axle grease with which to grease the axles. And to-day 440
years later than the discovery of America, we would have been
dependent upon Russia, Rumamia, or some other foreign country for
our petroleum supply and undoubtedly have paid through the nose
for it and probably told that we could use none of it to sustain an
army or a navy.

What is 300 or 500 years in the life of a nation? Our Nation is the
youngest of any importance in the world. What would 300 or 500
gas be to China, Japan, India, or even France, Germany, or Great

ritain? If it *s true that our complete petroleum reserves will
only last three to five hundred years at the present rate of con-
sumption, then this time will naturally be cut down, as our country is
growing rapidly, and undoubtedly a hundred years from now our
consumption will be many times greater than it is to-day; or, in other
words we will be reaching the end of our string so far as oil is con-
cerned much sooner than expected.
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Now, gentlemen, when you consider that petroleum is one of the
absolute necessities of ife to-day and that our people would start
dying off rapidly within a few weeks if we had exhausted our lst
diop of petroleum, say to-day, then certainly it would be wise plan.
ning to import as much of the petroleum from foreign countries a we
pou~bly can and conserve our supply, looking to the future welfare
and prosperity of this United States as did some of our wise statesmen
who signed the Declaration of Independence.

We can continue to produce wool, cotton, spinach, wheat, corn,
and thousands of other necessities of life as long as we have our2oil,
but we can not plant or grow petroleum. When it is gone it is just
gone. And certainly if we are going to have to import it later on
when we have none of our own and pay maybe $20 a barrel for it1
why not import it now when we can get it for a dollar a barrel.

In closing I want to emphatically state once more that if a tax is
imposed on imported petroleum products of 42 cents a barrel, it will
shut it out as would an embargo and, therefore, no tax will be col.
elected to help the Treasury.

I thank you.
Senator CONNALLY. Mr. Chairman, I wish to ask the witness some

questions, please.
Mr. McTarnahan, what is the name of your company?
Mr. MOTARNAHAN. M- company I am not testifyng for. My

company happens to be thePetroleum Heat & Power Co.
Senator CONNALLY. Yes sir.
Mr. MoTARNANAN. And I am a director and one of the organizers

of the American Oil Burner Association.
Senator CONNALLY. Yes; but I want to talk about your company

now. You are with the Petroleum Heat & Power Co.?
Mr. MCTARNARAN. Yes, sir.
Senator CONNALLY. And that is a subsidiary, is it not, of the

Mexican Petroleum Co.?
Mr. MOTARNAHAN. No, sir.
Senator CONNALLY. Who owns it?
Mr. MCTARNAEAN. I organized that company ori gnally. The

Pan American Co. have some stock in that company, but they do
not control it.

Senator CONNALLY. Yes. Well, the Pan American Oil Co. that
imports this oil owns a bg chunk of your stock, does it not?

Mr.MTARNARAN. They own some of our stock' yes.
Senator CONNALLY. The same company that Mr. harwodd testified

for here a while ago?
Mr. McTARNAHAN. Yes, sir.
Senator CONNALLY. How long have they owned stock in yourcompany?
Mr. MTANAAN. Oh they originally bought it quite some

time ago. Within a couple of years they b ought some more.
Senator CONNALLY. YeS, sir; business was good and they took

another chunk?
My. MoTARNARAN. NO. On the other hand, business was not

good. As a matter of fact, we were so far behind that we could not
get money from the banks, and we had to go to them for some more
money, and we sold them some stock.
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Senator CONNALLY. How about the Standard of New Jersey?
How much does it own in your company?

Mr. MoTARNAUAN. Does not own a nickel's worth.
Senator CONNALLY, The Pan American, however, is a subsidiary

of the Standard, is it not?
Mr. MOTARNAHAN. Of the Standard of New Jersey?
Senator CONNALLY. Of Indiana.
Mr. MOTARNABAN. Of Indiana, but not the Standard of New

Jeney.
Senator CONNALLY. All right; let us not be technical. Standard is

Standard. You sell fuel oil In New York. You are the largest
seller there?

Mr. McTARNAHAN. We are a large dealer, but I would not say thelargest.
senator CONNALLY. What do you get for your fuel oil on the
Atlantic coast?

Mr. McTARNAHAK. An average of 5.85 right now.
Senator CONNALLY. 5.85. What does that fuel oil cost you per

barrel?
Mr. MOTARNAHAN. It costs us--
Senator CONNALLY (interposing). Forty-two gallons to the barrel,

is it not.
Mr. McTARNAHAN. Forty-two gallons a barrel. That is per gal-

lon. We are paying an average on the Gulf now of 3 cents for thatoil. We b-rin it toNew York at a cost of about half a cent a gallon.
Senator CONNALLY. Wait a second now-3 cents a gallon?
Mr. MCTARNAHAN. Three cents a gallon on the Gulf.
Senator CONNALLY. From whom do you buy principally?
Mr. McTARNAVIAN. Well we buy it from different people. I

started to say that we bought a million and a quarter barrels of oil
last year not from Pan American; we bought a little over half the
supply of Pan American, but we buy it where we can get it the cheap-
est. We do not buy it of Pan American unless we can get it cheaper.

Senator CONNALLY. What did you pay the Pan American for thisoi* you bought from them?
Mr. McTARNAHAN. We bought it from them at the same price

we paid the other people.
Senator CONNALLY. How much?
Mr. MoTARNAHAN. Three cents.
Senator CONNALLY. Three cents a gallon?
Mr. MOTARSARAN. An equivalent of 3 cents a gallon on the Gulf;

3% a gallon in New York.
Senator CONNALLY. On the Gulf 3 cents a gallon. That would be

about a dollar and twenty-six cents a barrel for the crude?
Mr. MCTARNAA . Yes. Not crude; that is fuel oil, domestic

fuel oil.
Senator CONNALLY. What do you get for that, 5.85 or 8 cents?
Mr. MOTARNANAN. After all costs of distribution about a cent a

barrel for delivery and paying the salesmen who have to pay to sell it
and take their credit losses, why, we-

Senator CONNALLY (interposing). I do not want to go into all your
itemized accounts. What d u get fot it?

Mr. McTARWiIAN. Sold it for 5.85.
Senator CONNALY. Is that the highest you have been selling it at?
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Mr. MOTARNAHAN, That is our average price.
Senator CONNALLY. Average price?
Mr. MOTAUNANAN. Yes, sir.
Senator CONNALLY. That is the price now?
Mr. MoTARNAHAN. That is the price now, Just Under 6 cents.
Senator CONNALLY. But most of your oil you bought from the Pan

American Co. because it owns stock in 'your company?
Mr. MoTARNARAN. We bought about half of our supply from them

last year.
Senator CONNALLY. Do you favot a tariff on oll-burning equip.

ment?
Mr. MOTARNAHAN. We would be very glad to pay a manufac.

tUrers' tax alon- np '
Senator CONNALLY (interposin I did not ask you anything

about manufacturer's tax; I asked you about tariff on oil-burning
equipment.

fr. MCTARNARAN. You mean a tariff on imports?
Senator CONNALLY, Yes.
Mr McTARNAHAN. There is none imported.
Senator CONNALLY. So you are not worried about a tariff, on that,

because you do not have any imports. Is there a tariff on it? .
Mr. M TARNAHAN. No; there a no tariff on it. It would be foolish

to put it on. There are no oil burners imported into the United
States.

Senator CONNALLY. So the tariff would not bother you?
Mr. McTARNABAK. NO.'
Senator CoNzALuY. If you did have imports, you would favor a

tariff, would you not?
Mr. MOTARNAHAN. Why, probably a reasonable one.
Senator CONNALLY. Probably a reasonable one. So you want a

tariff on your stuff but you do not want % tariff on what you burn in
this equipment?Mr. NeTABNARAN. All I say is what I covered in my brief, Sen.

ator---Connally, is it?
Senator CONNALLY. That is right.
Mr. MOTARNAHAN. All I want to say is we should have something

fair and equitable. I
Senator CONNALLY. Certainly, and your idea of "fair and equi.

table" is a tariff on what you produce but not a tariff on anybody
else's products?

Mr. MOTARNAHAN. I do not think fair and equitable would be
to put a tax which would be .equivalent to a proh",itive tariff and

shut out the hundred milion barrels of oil that are coming in here
from American manufacturers who invested their money abroad and
have been encouraged to do so by the Oil Conservation Board for
years past, to shut it out and have them shut their refineries up, be.
cause they can not take it abroad and compete with other oil there.

Senator CoNNALLY. Well, couldn't you buy American oil--of
course it w1il not shut It out, but even if it did shut it out, couldn't

you buy American oil and sell it just like everybody else in this
'country?

Mr. MOTARNAWAN. We ould buy it, but it would curtail our bud.
ness and it would increase the cost to our consumers, a necessity of life,
as I pointed oit heie by $25,000,000.- .And I also say that the oil

*.M
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industry is the only industry practically that has enjoyed a hundred
per cent rise, and in some cases 900 per cent rise, they ought to be
satisfied.
senator CONNALLY. You quoted there the price of oil at 10 cents

in Texas and you think it oight to have stayed at 10, do you?
Mr. NOTARNAHAN. No sir, I do not.
Senator CONNALLY. Well you are complaining because it rose.
Mr. M6TAZRNAHAN. No; i am not complaining. '1 said they ought

to be satisfied.
Senator CONNALLY. You get $1.26 a barrel and your Pan American

CO.-
Mr. McTARNAHAN (interposing). That is for light domestic crude,

and we are talking about 10 cents a barrel at the well.
Senator CONNALLY. All right, I know, but you pay $1.26 for South

American fuel oil a barrel, and yet you are kicking because the oil,
the crude oil at the well was 10 cents and now that it rose to a dollar.

Mr. McTAnNAHAN. ho; I beg to differ, Senator. I am not speak-
int about that at all.

Senator CONNALLY. You said they ought to be satisfied with that
profit.

Mr. MOTARNAHAN. No; I didn't say that. I said they ought to
be satisfied with a dollar a barrel as compared to 10 cents a year ago.

Senator CONNALLY. How about $3 several years ago?
Mr. McTARNAHAN. Well, I think that is too high.
Senator CONNALLY. You think that is too high?
Mr. M TARNAHAN. Yes, sir.
Senator CONNALLY. What is your idea of what it ought to be?
Mr. MoTARNARAN. Why, I think some price depending on the

cost of it, depending on the transportation on the Gulf; but I should
say that considering the fact that all commodities we have to-day,
including hats and s-hoes and everything, are down, that oil ought to
stay more or less in its general level with other commodities, and
not expect to get away up above everything else.

Senator CONNALLY. What is that level according to your idea?
Mr. McTARNAHAN. I do not know what the level is. You mean

the level of oil? I certainly should say a dollar a barrel, and I think
the Governor of Oklahoma, Mr. Murray was talking some time ago
sud his ambition was dollar oil. Well, afl right; they have got dollar
ol now.

Senator CONNALLv. You tie yourself to Mr. Murray?
Mr. McTRNAHAN. No; I do not. I never met Mr. Murray.
Senator CONNALLY. Do you realize the Tariff Commission reported

that domestic oil cost $1.03 a barrel more to produce than this
foreign oil? a

Mr. MoTARNAHAN. Well, you can juggle all kinds of figures. If
you analyze the figures, why you will find that there are all sorts of
things in there about depreciation and depletion and all sorts of
things. It is not actual money out of pocket:

Senator CONNALLY. So you do not agree with the Tariff Comms-
sion?

Mr. MOTANAAN. Well, I would not go so far as to say that.
But I say that figure will bear analyzing. It includes everything..

Senator GOx:. Mr. MeTarnahan, about what is the range in the
price of oil burners 'for the average dweller?
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Mr. MCTARNAHAN. The average price?
Senator Gon. Residence; yes.
Mr. MoTARNAnAN. Our average price that we get, the manufac.

turer gets?
Senator Goax. Yes.
Mr. MCTARwAWAN. The average price that we get for our product

is about $145 a plant to the dealer.
Senator Goat. Yes. Now, you would not object to a reasonable

excise tax?
Mr. McTARNAHAN. No, sir.
Senator Goat. What would you regard as a reasonable tax? I am

glad to hear you say that, because we want to find some source.
Mr. MctNARA. I do not know that I have figured out wat

that should be, but certainly in order to help balance the Budget for
as many years as is necessary, if other manufacturers were agreed
to it our association has already passed a resolution that we would
be fad to pay our share of the tax.

Ienator oat. Without any regard to other manufacturers, you
are willing to do your duty anyway?

Mr. MOTARNAAN. You mean what price?
Senator Goia. No, I say without regard to them.
Mr, McTANARUAN. Yes, certainly; we are willing to do our share

and bear our share of the burden.
Senator Got. Yes, that is the point. You say the oil producers

"ought to put their own house in order." Don't you think they have
MR a retty strenuous effort to do that?

Mr. MOTARtAWAN. Well, it seems to me, Senator Gore, that when
one man ge&ts a piece of ground and drills a well and the other fellow
runs over and sticks a well alongside of him, the same thing that has
happened in the oil industry ever since I have known anytiig about
it, and that is 25 years, it creates overproduction.

Senator GoR. That is the point I am coming to. You say they
ought to put their own house in order?

Mr. MoTARNAHAN. Yes, sir.
Senator Goat. The point is that it is the hardest of all industries

to d6 that very thing. You know that when an oil company takes
an oil lease it pays so much rent an acre, and sometimes pays a veqy
large bonus, and sometimes has to drill a well to hold its lease-sn t
that true?

Mr. MoTAENARAir. I think that is true.
Senator GoR. Now, take the very case you put, and this is the

state of facts in the east Texas field; there are a great many small
leases. You had a lease of 10 acres, and I had a lease of 10 acres,
and I grilled a well offsetting your lease. You would have to drill a
well under your contract whether you wanted to or not, would you not?

Mr. MCITARNAHAW. All right.
Senator Goia. Or forfeit your lease?
Mr. MoTARNAHAN. All right.
Senator Goia. You would not have any choice about it?
Mr. MJTARN4AHAN. All right.
Senator Goia. Now, doesn't that make it rather difficult for the

oil people to control it?
Mr. McTAIRNAHAN. I say that is a fault in the petroleum industry.

Let me cite then another case in answer to that: Ibuid an oil-burner

MI
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factory on one side of the street and start to enjoy a nice business,
pid another fellow sees I am doing that and he builds another factory
on the other side of the street and that results in overproduction and
down goes the price. Then should I sit by and be protected and get
a higher price?
* Senator Goss. The cases are not analogous at all, Mr. MoTarna-
ban.

Mr. MoTANswA. The Government did not put the oil man in
and make him take his oil lease. He gambled his own money of his
own free will.

Senator Goss. Yes, but he has to produce oil in order to run your
oil burners.

Mr. MOTARNAHAN. And oil burners have to go on in order for oil
to be used also,

Senator Goa. Have you any solution for that difficulty that
inheres in the situation?

Mr. MoTARNAAN. As I said before, I think they should put their
own house in order.I Senator Goeu. How would that be done? Would you forbid a
man to drill a well on his lease?

Mr. MdFARNA.Aw. I don't know how it could be done, but there
is an overproduction, atnd therefore more than the demand will con-
sume, and the price is down.
. Senator Ooau. Yes, and in the east Texas field and in the Okla-
hoe City field they are holding this overproduction down to 2
per cent of their capacity a . T

Mr. MoTARNAHA.That i all right. The same thin happened
in Mexico the Tampico pool. It is now exhausted, but wlien Doheny
and the dulf and all of them went in there and struck a very rich
pool of oil they took it out just as fast as they possibly could, some
wells at the rate of 300,000 barrels a day. I

Senator Gois. And you think the Government ought to have pro-
hibited that? .

M Mr. MoTARNAHAN. I think they ought to have prohibited wasting
our national oil reserve as fast as that; yes, air; and shutting out
imports of petroleum and using it up as fast as possible.

Senator Goan. Who do you figure has the power in this country
to do that? Do you think Congress has any power to regulate the
drilling of oil wells in Oklahoma and Texas?

Mr. McTARNAHAN. I do not know, but they seem to want to get
some power to shut out oil and regulate the price of the industry.

Senator GoRE. Yes; taking recourse to what they regard as the
only alternative?

Mr. M TARNAHAN. Well, gentlemen, all I can say is that I am
speaking for the American Oi-Burner Association. I do not own any
o wells, and I do not own any production. We are not producers.
We purchase oil for resale to our customers for one of the necessities
of life, and we are interested to see it stay at something like a reason-
able price in reach of the people, and we believe that if an impossible
tax is placed on imported oil it will increase the price and the burden
of our people and our consumers and to the detriment of our own
business and to the profit of the oil consumer in a few of the oil States.

Senator Gous. In other words, you think it will injure your busi-
ness and you are against it?
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Mr. MCTARnNAw. Yes, sir.
Senator Got. Mr Chairman resulting from a remark of Mr.

MoTarnahan's that Mr. Franklin and some of his associates here
undertook to obtain an embargo on imported oil, I want to insert in
the record following Congressman Nelson's statement-he very kindly
enlightened the committee yesterday-a bill introduced by the Con.
gressman in the House to lay an embargo on imported lobsters-not
to impose a tariff on imported lobsters but an embargo. I think it
might shed some light on his general philosophy.,rhe bill referred to by Senator Gore appears in the printed record
following Mr. McTarnahan's statement.)

Senator CONNALLY. Mr. MeTarnahan, you do not own any stock
in the Pan American Petroleum Co., do you?

Mr. MOTARNAHAN. No, sir.
Senator HULL. What was the average pro-war price for petroleum

in this mid-continent field?
Mr. MOTARNAHAN. It has varied up and down during the war.
Senator HULL. I mean just before the war.
Mr. MOTARNAW AN. It went up. Well I bought oil in 1915 at 87

cents a barrel in Providence, R. I., and Boston, fuel oil brought up
her ready for delivery.

Senator HULL. I was speaking about the mid-continent field.
You do not happen to have the.exact figures?

Mr. MCTARNARAN. The price was low. The price wa low before
the war. It was hgh during the war, and in 199-

Senator HULL (interposing). That is all right. Unless you have
the exact figures, I do not care to consider it.

Mr. MCTARNAHAN. In 1919 shortly after the war the price went
away down.

Senator HULL. You were asked something about one or two units
of the Standard Oil Co. Just for my information I would like to ask
you how many units of that company there are now in this country?

Mr. McTARNAHAN. I could not answer that, but there are a great
many. I can name some: Standard of California, Standard of Ken-
tucky, Standard of Indiana, Standard of Ohio, Standard of New York,
and Standard of New Jersey, and I do not know how many more
there are, but there ae qute a number. I never counted them.

Senator HULL. I think[ heard one of the witnesses say that two
of these units were supporting this proposal and the others were
opposed to it. I

r. McTARNAHAN. As long as you asked the. question, Senator,
last week I happened to be talking to one of the higher officials of the
Standard Oil of New Jersey and in a private conversation he admitted
to me that the amount of oil they import into the United States would
be so small as compared with the amount they produce in the United
States that a tariff would proably be beneficial in the last analysis.
Now that happened to come from the Standard of New Jersey. I
can not quote who it was or anything about it. That is all, sir.

The CHAIRMAN. Are you through?
Mr. McTARNAHAN. Yes sir.
The CHAIRMAN. Michael O'Shaughness. .
Senator CoNNALLy. Mr. Chairman, are you going to close these

hearings at 12 to-day?
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The CRAIRMAN. I should think we would go right on and get
through with it.

Senator CoNNALLY. What I mean is, Mr. Franklin, you know, has
some more time coming, and if you are going to close--

The CHAIRMAN (interposing). He has 30 minutes or whatever time
he wants to take.Senator CONNALLY. If you are going to close I shall insist you go
on until 1.30, because his time has been allotted to him.

The CHAIRMAN. I think we will go beyond 12.
Senator HAnIsoN. I thought it was the understanding yesterday

that it would be equally allocated.
The CHAIRMAN. It Was.
Senator HARRISON. Let us adhere to that, then.
Senator Rrmi. The witnesses have not taken the time; it is the

questions of the committee that took time.
(The bill referred to by Senator Gore is here printed in full.)

(i. It, an# evnty.smeoad Congress, first eul

A MiLL For the conservation of lobsters, to retulat interstate trasnportation of lobsters, oad for otherpupose.

Be it enacted by the Senate and House of Representaties o the United Statee, 0
America in Congress assembled, That when used in this act the word "person
includes companY partnership, corporation, association, and common carrier.

Ste. 2. It shad be unlawfulfor any person to deliver or knowingly receive for
transportation, or knowingly to transport, by any means whatsoever, from any
State, Territory, or the District of Columbia, to or through any other State,
Territory, or the Distriot of Columbia, or to or through any foreign country,
aly lobster (Ilomarus americanus), if (1)such transportation Is contrary to
the law of the State, Territory, or the District of ColumtIa or foreign country
from which such lobster Is or is to be transported; or (2) such lobster has been
either caught, killed, taken, sold, purchased possessed, or transported at any
time contrary to the law of the State, Territory, or the District of Columbia
or foreign country in which it was caught, killed taken, sold, purchased, or
possessed, or from which it was transported, or contrary to the law of the State,
Territory, or District of Columbia into which it was transported; and no person
shall knowingly purchase or receive any such lobster which has been transported
in violation of the provisions of this act; nor shall any person receiving any
shipment of lobsters transported In interstate commerce make any false record
or render a false account of the contents of such shipments.

SEC. 3. The importation into the United States, or any Territory or District
thereof, of any lobster less than three and one-half inches in length, measured
from the rear of the eye socket along a line parallel to the center line of the body
shell to the rear end of the body she, or any lobster meat frozen, chilled, cooked,
or in the raw state, unless hermetically sealed in tin cans by soldering or roiling
the edges with machines made for that purpose and bathed in a retort and sub-
jected to not less than two hundred and thirty-five degrees of heat for not less
than thirty-five minutes, is hereby prohibited. It shall be unlawful for any
person to deliver or knowingly receive for transportation, or transport by any
means whatsoever from any State, Territory, or District of the United States to
any other State, Territory, or District thereof, any lobster the importation of
which is hereby prohibited.

SEc. 4. Any package or container containing lobsters or lobster meat trans-
ported or delivered for transportation in interstate commerce, except any shipment
covered by section 10, shall be clearly and conspicuously marked on the outside
thereof with the name "lobsters," or "lobster meat," an accurate statement of
the number of such lobsters or the pouindage of lobster meat contained therein,
and the names and addresses of the shipper and consignee.

BSe. 5. All such lobsters transported into any State, Territory, or the District
of Columbia for use, consumption, sale, or storage therein shall upon arrival in
such State, Territory, or the District of Columbia-be subject to the operation and
effect of the laws of such State, Territory, or the District of Columbia to the same
extent and in the same manner as though such lobsters had been produced in
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such State, Territory or the District of Columbia, and shall not be exempt
therefrom by reason of being Introduced therein in original packages or otherwise.

Sac. 6. the Secretary of Commerce is authorized (1) to make such expendl.
ture, including expenditures for personal services at the seat of government and
elsewhere, and for cooperation with local, State, and Federal authorities, Including
the issuance of publications, and necessary Investigations, as may be necessary
to execute the functions Imposed upon him by this act and as may be provided
for by Congress from time to time; and (2) to make such regulations as he deems
necessary to carry out the purposes of this act. Any person violating any such
regulation shall bie deemed guilty of . violation o. this act,

VSKC. 7. (a) Any employee of the Department of Commerce authorized by the
Secretary of Conmerce to enforce the provisions of this act (1) shall have power,
without warrant, to arrest any person committing in the presence of such em
ployee a violation of this act or any regulation made In pursuance of this act,
and to take such person Immediately forexamination or trid before an officer or
court of competent Jurisdiction, (2) shall bave power to execute any warrant or
other process issued by an officer or couft of competent jurisdiction to enforce
the provisions of this act or regulations made In pursuance thereof; and (3) shall
have authority, with a search warrant issued by an officer or court of competent
urisdiction, to make search in accordance with the terms of such warrant. Anyk'dge of a court established under the laws of the United States or any itnie
states commissioner may, within his respective jurisdiction, upon proper oath

or affirmation showing probable cause, issue warrants in all such cases.
(b) All lobsters or lobster meat, delivered for transportation or which have

been transported, purchased received, or which are being transported, In vio.
lation of this act or any regulations made pursuant thereto, shall, when found by
such employee or by any marshal or deputy marshal, be summarily seized by
hint and placed in the custody of such persons as the Secretary of Commerce
shall by regulations prescribe and shall, as a part of the penalty and in addition
to any fine or imprisonment imposed under section 8 of 1his act, be forfeited by
ouch court to the United States upon conviction of the offender tinder this act,
or upon judgment of the court that the same were transported, delivered, pir-
chased, or received in violation of this act or regulations made pursuant thereto,

Sac. 8. In addition to any forfeiture herein provided, any person who shall
violate any of the provisions of this act shall, upon conviction thereof, be punished
by a fine not exceeding $200, or imprisonment for a term of not more than three
months, or by both such fine and imprisonment, in the discretion of the court.

StO. 9. Nothing in this act shall be construed to prevent the several States and
Territories from making or enforcing laws or regulations not Inconsistent with the
provisions of this act, or from making or enforcing laws or regulations which
shall give further protection to lobsters.

SEC. 10. Nothing in this act shall be construed to prevent the shipment In
interstate commerce of live lobsters and eggs for breeding or stocking purposes.

STATEMENT OF FREDERICK S. WHITESIDE, REPRESENTING
PACIFIC MILLS, BOSTON, MASS.

Senator WATsoN. Will you please.state your name?
Mr. WHITESIDE. Frederick S. Whiteside.
Senator WATSON. Where do you live?
Mr. WHITSIDE. Boston, Mass. The Pacific Mills its one of the

mills Mr. Milliken has just told you about. We employ about
5,000 men and women, and we burn oil in those mills. Through
competition and all sorts of restrictions and troubles, we are in very
serious conaition, and if this tax is. put on the oil, whether it is right
or wrong-we do not know-but it may make us close down those
mills and throw 5,000 people out of employment, and we thought we
might as well tell you that.

he larger aspects of the matter are for you to settle, but so far as
we are concerned, that may be the result.

Senator WATSON. How much do you spend a year for oil there?
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Mr. WHITEsID. We use half a million' barrels, and we spend
about $600,000 now, and this would be another $200,000 for the tax.
It amounts to a quarter of a cent on our foods.

Senator WATSON. All right. MIch ohbljed.
Senator Goan. One question. Mr. Whiteside, do you not think

that both fuel oil and cotton fabrics ought to be on the free list, or
that neither fuel oil nor cotton fabrics ought be on the free list?

Mr. WHITESIDE. I am not prepared to answer that, sir.
Senator Gont. You are just specializing on this one point?
Mr. WHInTESDE. Having this tariff on cotton goods sounds very

nice, but the fact is----
Senator Goam. Would you be willing to have it taken off?
Mr. WITESIDE. I could not say that, sir.
Senator GonE. All right.
Senator CONNALLY. YOU say you use 500,000 barrels?
Mr. WITESIDE. Yes.
Senator CONNALLY. And you pay $600,000 for it?
Mr. WHTESIDE. Yes.
Senator CONNALLY. So, you pay $1.20 a barrel for it?
Mr. WHITESIDE. I was speaking of the mill cost, plus the freight,

and everything.
Senator CONNALLY. I know; but that is what you pay?
Mr. WHITESIDE. Under our boilers.
Senator CONNALLY, You pay $1.20 a barrel for the fuel oil in

Boston?
Mr. WHITsIm. That was last year.
Senator CONNALLY. That is what I am talking about. That is

what you pay. You testified you paid $600,000 to get 500,000
barrels of oil.

Mr. WITESIDE. Last year.
Senator CONNALLY. You pay $1.20 a barrel.
Mr. WHITESIDE. The price has gone down since.
Senator CONNALLY. That has gone down since. Why didn't you

you say that? As a matter of fact, you testified that you use 500,000
barrels, and you pay $600,000 for it. That is $1.20 a barrel, is it not?

Mr. WHITESIDE. Yes.
Senator CONNALLY. All right. What are you pai gnow?
Mr. WHITESIDE. We are paying 85 cents a barreTldeivered.
Senator CONNALLY. Then you are not spending this year, $600,000?
Mr. WmITSIDE. No, sir.
Senator REED. What is that, imported oil?
Mr. WHITESIDE. Yes.
Senator REED. Venezuelan oil?
Mr. WHITESIDE Yes sir.
Senator GonE. Mr. chairman , I do not want to call Mr. Milhiken

back, but I would like to have him include in his statement when he
corrects it the reason why a ta of 1 cent a illon on imported fuel
oil would lead him to subifitute coal-burning apparatus for oil-
burning apparatus, whop this very act imposes a tariff of $2 a ton on
coal, and it is selling at 60 cents a ton at the mouth of the mine in
West Virginia?

Senator WATSON. He can incorporate that.

807
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STATIINT OF WILLIAM RARWOOD, SEORETARY-TREASUR
AMRICAN FEDUMATION OF TEXTILE OPERATIVIS, FALL
RIVR, MASS.

Senator WATsox. Give the committee your name, and tell where
you live and what your business is.

Mr. HAnwoon. William Harwood. I am secretary and treasurer
of the American Federation of Textile Operatives, Fall River, Mass.
I reside in Fall River, Mass., and have been connected with labor in
the textile industry for over 30 years. I am now, and for over 10
years have been, secretary and treasurer of the American Federation
of Textile Operatives.. This is a national association of the cotton
textile operatives covering the entire industry. Its national office is
in Fail River, and it has branches in practically every principal loo.
tion where textiles have been manufactured At thii hearing, I h.ve
been authorized by our national organization to represent it, owing
to the inability of our president, James Tansey, to be present, and,
in its behalf, to protest against the proposed oil tariff. In normal
times the textile industry of the United States offers a source of lively.
hood, according to my best information, to employees exceeding
500,000 in number and our national organization and Its local unions
represent and speak for the employees of that industry.

The reasons why we are interested in opposing thi. tariff are not
far to seek. The textile industry is and or some years has been in
very dire straits. Although it is one of our old-established industries
and represents generations of effort and large investments in plant
and machinery it has recently been facing a very serious situation,
resulting in theclosing down and actual abandonment of a large
number of plants and in the curtailment of employment in the
remaining plants. Only recently the Whitman Mills of Bedford
were abandoned and their machinery sold at auction. The result has
been disastrous to the workmen employed in the industry.

Textile employees require a course of apprenticeship and training
in order to fit them for their employment. It is difficult for them,
when the plants go out of business, to adapt themselves quickly to
other employment. There are hundreds of thousands of textile
workers now out of employment, not only in the six New England
States but in every textile location. The records of our national
organization show that our textile workers have been particularly
hard hitr-all without any fault of their own.

The few mills that are not entirely closed are running only part time,
many of them only about one-third capacity. It seems very clear to
our national organization and to all familiar with the conditions that
the industry can not possibly stand any further burden in view of
the straMed conditions which it now faces. To the great number now
constituting the army of the unemployed, will be added those who
still are fortunate enough to obtain part-time employment in the
industry, if the few plants now in operation should be forced to shut
down. This danger is not remote but is a very threatening one.

We know what serious efforts have been made to maintain the
plants and what rigid economies have been practiced. Our workmen
in the industry have cooperated toward this economy by accepting
lower wages, although the standard of pa in our industry has never,
according to our light, been adequate. But in spite of these ecomo-

It0M8
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mis and wage red ions, many of the plants have been shut down
and only about o -third of the wage earners of the industry now
find part-time e phtyment therein. Our unemployment relief funds
have been exh ted, and actual suffering is imminent.

The pro ed oil tariff is therefore a most serious matter to this
industry, t t is. already facing a critical situation. Fuel oil is used for
heat and power in many of the industrial plants and it enters to a sub-
stanti extent in the cost of production. The addition of I cent a gallon
to t price of fuel oil means a large increase in the cost of that impor-
ta item. To operate some of the plants requires more than 10A00,000
p lons a year. A cent a gallon on that amount will mean an increased
expense of $100,000 a year to such a plant. This tax forebodes clearly
a closing down of more plants, increases in the army of unemployed,
and further reduction in wages. Our sorely burdened American
textile workers are therefore vitally interested in opposing the oil tax.
It bears down particularly on them. We call to the attention of the
committee that the Treasury Department has estimated that a tariff
on crude petroleum and fuel oil will produce no revenue. This in
itself should exclude those Items from the bill. As to the tariff on
gasoline, the estimated amount of revenue to the Government is
altogether out of proportion to the amount of loss, suffering, and
distress that the roposed oil tariff will cause to industry and hundreds
of thousands of Xmerican workers.

We are not opoed to a balancing of the Budget, but we believe
that a tax should be enacted which is more equitable, more uniform,
less exorbitant, and which bears in its train results other than the
suffering and distress the oil tariff would cause to the American
textile workers.

STATEMENT OF GEORGE M. ROMMEL, INDUSTRIAL COMMIS-
SIONfR, THE INDUSTRIAL COMMITTEE OF SAVANNAH, GA.
Mr. RoMMaL. Mr. Chairman and gentlemen of the committee

my name is George M. Rommel. I am industrial commissioner of
the Industrial Committee of Savannah, Ga. That committee is a
federation representing the leading business institutions of the city.
In addition to representing the committee I have credentials from the
city of Savannah, the Savannah Chamber of Commerce, the Savan.
nah Junior Chamber of Commerce, the Savannah Clearing Associa-
tion, and the Savannah Real Estate Board. I will file this brief, with
those credentials, with the committee.

I wish to say only this, and take as little of your time as possible
that so far as revenue is concerned, we do not believe that there wil
be any revenue produced in Savannah by reason of this bill, for the
simple reason that the price of fuel oil will rise to such a point that
we will be compelled to return to the use of coal, which we formerly
used for industiial fuel in Savannah. That is the whole story. The
details are in this brief.

Senator GoR. Do you figure that a tariff of I cent a gallon on oil
will bear heavier on you than $2 a ton on coal?

Mr. ROMMEL. The coal tariff will not affect us at all, sir.
Senator GORE. Why? I do not want to take too much time on it.
Mr. ROMMEL. The trouble in Savannah in regard to the use of coal

is simply this. We are so far from the coal fields that we must pay a
115102-82---33
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freight rate of not less than $3.05 a ton, and that is for a poor grade of
steam coal. For good Pocahontas slack from West VirgJnia, the freight
rate is $3.60 a ton. The question of the price of coal i immaterial.
You can not reduce those freight rates. They are down as low now a
the railroads can afford to charge.

Senator Gou. Coal in West-Virginia, as I understand, is selling at
60 cents a ton at the mouth of tile mine.

Mr. ROMMEL. That is a distress price, of course.
(Mr. Rommel submitted the following brief :)

REMARKS ON THE Paorosn Exciss TAzXs ON IMPORTED PETmOLEUM ANI

PTOL4EIUM PRODUCTS Dy GEORGE M. ROMMEL, INDUSTRIAL COMMISSIONER,

T E INDUSTRIAL COMMITTEE OF SAVANNATI, GA., BEFORE TH FINANCE COM-
MIrE, UNITED STATES SENATE

Mr. CHAIRMAN. My name Is George M. Rommel. I am the industrial com.

missioner for the Industrial Committee of Savannah Ga., which represents and

ts supported by the leading business organizations o the community, including

the city of Savannah. I am here under the Instructions of the Industrial com.

mittee. I also have credentials authorsing me to represent at this hearing and

h ent the views of the city of Savannah, the Savannah Clearing Association,
theSavannah Real Estate oard, the Savannah Junior Chamber of Commerce,
and the Savannah Chamber of Commerce. The latter body Includes in Its mem.

bership, more than 1,400 associate members In the surrounding counties in

Georgia and South Carolina.
The people of Savannah, of Chatham County, and of the State of Georgia

believe it wise to put their own official houses In order. Therefore we stand

four-square with the leaders in Congress who are determined to do the sane
thing for the business of the Nation. And we will take the next step. We are

willing loyally to pay our share of increased Federal taxes, and pay them as

cherfully as anyone pays taxes.
For three years the Industrial Committee of Savantah and the community it

represents have consistently opposed the efforts which have been made to indice

Congress to place a tariff on Imported petroleum and petroleum products, or

even to prohlb t suen importations. We have taken this stand In self-defense
When the oil.tariff proposal comes to the fore an an item in the revenue bill,

we are just as strongly opposed to it as when it was presented as an honest-to.

goodness tariff measure and for the same reasons.
As citizens of the Staie of Georgia we again oppose It In self defense and we also

oppose It as loyal citizens of the United States because we believe it to be our duty

to point out to the Congress that no revenue can be derived from these sources so

far as Savannah Is concerned.
About four years ago the leading industries in Savannah and the steamship

lines In overseas service whose home port Is Savannah stopped using coal for fuel

.And changed over to fuel oil. This action at once removed Savannah and Chat.

ham County from the high-cost-fuel class, because grade bunker C fuel oil at a

normal price of around $1 per barrel is a reasonably priced Industrial fuel, while

coal has always been a high-priced industrial fuel in Savannah on account of the

long freight haul, There is no reason ever to expect any change in this condition

in respect to coal.
The lowest coal price which has come to our attention was a quotation of 60

cents a ton in large lots at the mine for Pacahontas slack. The freight on this

coal to Savannah is $3.60 per ton, making the cost $4.10 f. o. b. cars Savannah.

However, this was a "distressed" price and not normal one. Pocahontas slack

usually sells for much more. But let us allow that 60 cent figure to stand for

purposes of comparison.
Considering all details of cost, our engineers In Savannah estimate that three

and one-half barrelss of grade bunker C fuel oil are equivalent to 1 ton of good

steam coal averaging 18,000 to 19,000 British thermal units per pound. At $1 per

barrel of oil, the cost-equivalent price Is therefore $3.50 per ton, for which coal

has never been delivered in Savannah and never will be.
The fuel oil contracts in Savannah are based on New York prices. They call

for delivery in customers' tanks and lence are practically the cost of the oil

in the furnace. To the f. o. b. Savannah coal price must be added various inci-

dental costs such as unloading, powdering, conveying, ash disposal and the like,
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go that there Is a normal differential In favor of fuel oil of at least $1 per ton,
coal equzivaleint.

As a result of the change from high-cost coal to reasonable-cost fuel oil, indus-
trial activity has increased in Savannah. It is especially Important to note that
electric rates have decreased on this account until the local electric company
claims that It sells current at lower rates than those of any other steam generating
plant on the Atlantic coast.

So long as reasonable prices prevail for fuel oil in Savannah, we may expect
these cheap electric rates to continue, If fuel costs Increase however, the cost
of generating electricity will increase, the charge for electricity to the consumer
will increase and the ability of the user of electricity to pay taxes to the Federal
Government will decrease to a corresponding extent.

With normal prices for fuel oil we can doiend on it as an industrial fuel in
Savanna h. Increase the price above normal by the imposition of a tariff and we
will be eomplled to stop using oil, we will pull the oil burners out of our furnaces,
replace the coal grates and go back to coal.

in that event no fuel oil would be used fi Savanuiah Industrial plants and hence,
so far as Savannah is concerned, the Uniter' States would derive no revenue from
the proposed exeire tax on imported fuel oil.

Now what effect would this have on users of electricity, of whom there are
more than 15,000 in Savannah ranging from the small householder whose bills
average a few dollars each month, to the manufacturer whose monthly consump-
tion of current costs him thousands of dollars?

A change from oil to coal in Savannah Is to be expected if a tariff it the guise
of an excise tax is placed on imported fuel oil and no revenue would accrue to
the United States. However, consumers of electricity and gas would be heavily
taxed Indirectly as a result.

Engineers for the public utilities In Savannah estimate that a change from oil
to coal would increase the cost of generating electricity approximately one-half
cent per kilowatt-hour and that of gas 20 cents per 1 000 cubic feet. 1'his would
be equivalent to a tax of nearly 10 per cent on monthly bills of the smallest user
of domestic electricity current and of nearly S0 per ccitt on those of the large
industrial user.

Most of the gas manufactured in Savannah is used for domestic purposes.
Permit me to cite my own ca as a convenient Illustration. My gas bill for
March last was $10.13 net. AX increase of 20 cents per 1,000 cubic feet would
have increased my March bil $1.48 or Just under 14 per cent.

And all to no purpose so far as it fielps to raise revenue for the National Treas-
ury. The United States Government would derive no benefit whatever from
these increased expenditures. On the contrary, my ability and my neighbor's
ability, the ability of Savannah merchants anil manufacturers, to pay our just
share in supporting the United States Government through the present crisis
would be diminished.

The proposed excise tariff on crude oil would also hit us hard with similar
negative results in revenue production. Three years ago Pan-American Petro-
euin and Transport Co. erected an uphalt refinery at Savannah to supply
asphalt to the roofing plant of Certainteed Products Corporation across the street.
The crude oil refined at this plant comes front Mexico and Venezuela, and is
said to be especially high in asphalt content.

This asphalt goes into the manufacture of low-cost roofing which has a wide
distribution in the Southeast. -

It also has peat importance as a cheap material for the construction of sec-
ondary highways. In fact, it promises to be a godsend to communities where
soils are sandy and there-is no stone or gravel nearby. Using this asphalt and
local sand with no other Ingredients, satisfactory hard surfaced highways are
being built in the Southeast for less than $5,000 per mile.

There is grave doubt whether the Savannah refinery could continue to operate
if tne proposed tax on imported crude oil is imposed. In that event, crude oil
imports at Savannah would stop and again the United States would fall to de-
rive revenue in Savannah by the proposed legislation.

If the oil refinery at Savannah Is closed the roofing plant will close, throwing
several hundred men out of work and shutting off Savannah pay rolls of $200,000
a year.

Finally, a word on the proposed tax of 1 cent per gallon on imported gasoline.
The-State gasoline tax In South Carolina and Georgia Is 6 cents per gallon.

In Florida It fi 7 cents. The price of gasoline has recently advanced 2 cents per
gallon, making the retail price 21 cents. I submit that Iris contrary to hnauan
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nature to pay another cent of gas tax without resort to all sort of schemes to
avoid it. It would be difficult to collect any more gas tax than is now being paid
in the Southeast. In our opinion it would be quite impossible to sell imported
gasoline in that section with a 1-cent tax on it. Afin the proposed Item would
L to be a source of revenue and this is a revenue Ill before Congress.
To sum up, we oppose these proposed taxes not because we object to the pay.

meant of taxes per se, but because they will be futile in effect. The United States
can look for no revenue from these sources in Savannah and we will be so seriously
handicapped by their operation that we will be much less able to pay Federal
taxes in other ways than we will be if the Congress leaves the oil tariff alorne.

We maintain that these proposed excise taxes are not revenue items; they siro
prohibitive tariffs.

In conclusion, may I express our wonderment as to the necessity for these
excise tariffs?

I am in no sense an oil expert and I am the veriest layman on oil prices, but
surely any layman should be allowed to call attention to the rise in th pricd of
domestic crude oil, in the absence of a tariff. The Oklahoma price rose steadily
from a low of 20 cents a barrel in July last to more than 90 cents a barrel in the
first week of April this year. My authority for these quotations may be found
on page 12 of the Oil and Gas Journal, of Tulsa, Okla., for April 7 1932.

Not only have crude oil prices advanced, but the prices of refined products are
going up, There has been a recent advance in rueloil of 8 to 10 cents a barrel
end as I have already stated, we are paying 2 cents a gallon more for gasoline
in savannah than we paid two weeks ago.

What other commodties can show such a spectacular rise during the depression?
Certainly not cotton or corn, peanuts, pecans, peaches, watermelons or sweet-
potatoes in Georgia, nor butter, eggs, potatoes, or hay in New York or Ainnesots,
nor hogs and cattle in Iowa, nor wheat in the Dakotas, nor lambs in Utah or
Wyoming, nor any other agdcultural commodity that might be mentioned, to
say noting of steel copper, and other staple commodities.

In view of these facts, why does the oil industry need tariff protection?

Tou INDUSTIAL COMITVTE OP SAVANNAH,
Savannah, GIa., April 6, 1982.

Hon. Rn.D SMOOT,

Chairman Finance Committee,
United States Senate, Washinogton, D. C.

DEAR SENATOR SvooT: This will introduce Mr. George M. Rommel, ndus-
trial commissioner, who is appearing before the Senate Finance Committee to
file the protest of Savannah and Chatham Coqnty against the proposed excise

taxes on petroleum and petroleum products. He is heby authorized to represent
the Industrial Committee of Savannah in this connection.

' Very truly yours,
H. C. Foss,

Chairman The Industrial Committee of Savannah.

ExbcUinvE OFIE,
Savannah, Ga., April 6, 1982.

Hon. REED SuooT,
Chairman Finance Committee,

United States Senate, Washington, D. C.
Mr DMAR SENATOR SMOoT: This will serve to introduce Mr. George M. Rom.

eM, Industrial Commissioner of the Industrial Committee of Savannah, which

Is a federation representing the leading business Institutions of this city. Mr.
Rommel is appearing before the Senate Finance Committee to file the protest
of Savannah and Chatham County against the proposed excise taxes onpetro.
leum and petroleum products. He is authorized to represent the city of Savan-
nah and every consideration shown Mr. Rommel will 1A greatly appreciated by
both him and myself,

Respectfully, T. M. Hornzs, Mayor.
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SAVANNAH CLEARING ASSOCIATION,

nREED SMOOT, Savannah, Ga., April 4, 198.
Chairman Finance Committee,

United Statee Senate, Wahington, D. C.
DAR SENATOR SMOOT: This will introduce Mr. George M. Rommel, Indus-

trial Commissioner of the Industrial Committee of Savannah, which is a federa-
tion, representing the leading business institutions of this city. Mr. Rommel is
appearingbefore the Senate Finance Committee to file the protest of Savannah
and CIatham County against ttae proposed excise taxes on petroleum and petro-
leum products, .ei hereby, authorized to represent the Savannah Clearing
Association in this connection.

Very truly yours, Ozo. H. SMITE,

President Savannah Clearing Association.

SAVAKNAR REAL EsTAn BOARD,

Hon. REED Saoo; savannah, Ga., April g, 1980.

Chairman Finance Committee,
United States Senate, Washington, D. C.

DEAR SENATOR SMOOT: This will introduce Mr. George M. Rommel, Industrial
Commissioner of The Industrial Committee of Savannah which is a federation
representing the loadintbusinen Institutions of this city. Mr. Rommel isaypear.
Ing before the Senate Ynance Committee to file the protest of Savanna i and
Clathat County against the pro sed excise taxes on petroleum and petroleum
products,. h s ereby author ted to represent the Savannah Real Estate
Board in this connection.

Very truly yours, GXe. S. CLASIK,
President, Savannah Real Estate Board.

CHAMBER Or COMMERCE,

HOn. REED SHOOT, Savannah, Ga., April 4, 198 .
Chiarman Finance Committee,

United States Senate, Washington, D. C.
DvAR 8ENATOn SMOOT: This will introduce Mr. George M. Rommel, Indus-

trial Commissioner of The Industrial Committee of Savannah which is a federa-
tion representing the leading business institutions of this city. Mr. Rommel
Is appearing before the Senate Finance Committee to file the protest of Savannah
and Chatham County against the proposed excise taxes on petroleum and petro-
leum products. He is hereby authorized to represent the Savannah Junior
Chamber of Commerce in this connection.

Very truly yours, W. H. CAIN,

President, Junior Chamber of Commerce.

CHAMBER OF COMMERCE,
Savannah, Ga., April 4, l982.Hart. REED SMOOT,

Chairman Finance Committee,
United States Senate, Washington, D. C.

DEAR SENATOR SMOOT: This will Introduce Mr. George M. Rommell, Indus.
trial Commissioner of The Industrial Committee of Savannah, which is a federa-
tion representing the leading business institutions of this city. Mr. Rommel is
appearing before the Senate Finance Committee to file the protest of Savannah
and Chatham County against the proposed excise taxes on petroleum and petro-
leum products.

He i hereby authorized to represent the Savannah Chamber of Commerce in
this connection. In addition to its membership in Savannah and Chatham
County, Ga., the Savannah Chamber of Commerce has more than 1,400 asso-
date members in near-by territory in Georgia and South Carolina.

Very truly you, PETER R. NUONT, President.
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STATEMENT OF BI AKN A. FRANKLIN, SPRINGFIRLD, MASS,,
REPRESENTING THE ABOOCIATED INDUSTRIES OF MASSACRU.SETTS

Mr. FRANKLIN. My nane is Benjamin A. Franklin, Mr. Chairman
and gentlemen of the committee, of Springfield, Mass. I represent
the A&',ociated Industries of Massachusetts, about a thousand manu.
facturern, four hundred thousand employees one billion and a quarter
of investment, and one billion and a half of sales. Also the Writing
Paper Manufacturers Association of America. I have been president
of both of these concerns. All of these concerns are perfectly in the
belief that we ought to balance the budget. They are all willing to do
a fair share in helping to raise the necessary money, helping to pay
the necessary money to do it.

It is very evident that this has developed purely into a tariff
matter and not into a revenue-raising matter. We would like to
call your attention to the fact that the whole Atlantic Seaboard is
without a natural supply of fuel, and that it has developed oil as a
fuel. All other sections of the country have natural supplies of both
coal and oil, and the Atlantic Seaboard, having developed this situa.
tion with a very considerable expenditure believes that it is entitled
to a very definite consideration. There Lave been so many of the
points already covered that I am not going to raise any new ones.

I would like to call your attention, however, to the fact that a
considerable portion of our gas is now made from oil, and can only
be made from coal provided the coke as a by-product can bo sold,
which seems difficult.

A great many of our industries emploving very many more people
than can possibly be affected in the oil fields are dependent very
definitely upon this oil situation, and if they have to pay much more
!noney they will very definitely have to either take it out of the public
in price, which is difficult at this time, or they mill have to take it
out of wages, which ought to be made difficult at this time.

You have heard about the householders and what that involves
in the steamships. In New England our fishing industry is very con-
siderably a user of this oil, and will be very materially affected.

In short, this tariff, which w* purely a tariff, %ill unquestionably
cost the Atlantic Seaboard, and probably the country, a very con-
siderable number of millions of dollars, and bring in very little income.

Now if the Government is going to get any income out of gas, it
occurs to me to suggest that in a democratic country the taxes should
be somewhat democratic.

Senator REED. They are, I assure you.
Mr. FRAIKLIN. And 1 cent a gallon on gasoline for automobiles,

for example, would bring in a great deal of money and cost the ordi-
nary man no more than five or ten dollars a year.

The idea, I think, has developed considerably in this bill that
wealth ought to be taxed. I would like to call your attention to the
fact that in this country wealth does not exist in great estates.
Wealth in this country is productive wealth. If you overburden it,
particularly at a time like this, you will very definitely restrict its
incentive to develop production, and it seems to us that this bill
appreciating fully the point of view of the oil men, will merely add
a very much greater burden to an already overburdened industry
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than it can possibly produce in the way of taxes in this particular
situation. We are therefore definitely opposed to it.

Senator WATSON (presiding). Thank you, Mr. Franklin.
Senator GoRs. Mr. Franklin, you see a fundamental difference

and distinction in principle between a tariff on fuel oil and a tariff
on wool and cotton fab lc?

Mr. FRANKLIN. I will answer your question in another way.
Senator Goo. I wish you would answer the question as I asked it.
Mr. FRANKLIN. In the past 10 years Ameica has permitted a

groat many excesses, And one of them is the excess of tariff, and I
do not want to see them go any further.

Senator Gonz. Yes, You would not want it reduced on cotton,
would you, and woolen fabrics?

Senator WATSON (presiding). Thank you, Mr. Franklin.

STATEMENT OF A. M. LOOMIS, WASHINGTON, D. 0.

Mr. Looms. Mr. Chairman, if agriculture can get two minutes
between these two contending oil industnes, I want to say one word.
You will notice by the record that two large farm organizations have
asked for an appearance here. The two men representing those farm
organizations, not being familiar with the situation here, will not be
here. I want to file briefs on behalf of both of them. Mr. Kirk,
the master of the Ohio State Grange, and Mr. Robinson, of the
Kentucky Farm Bureau Federation.

Senator CONNALLY. For or against?
Mr. Loomis. Against. It is the position of agriculture over the

United States,
Senator CONNALLY. I want to ask Mr. Loomis a question or two.

You said, Mr. Loomis, that you were speaking for agriculture. Are
you generally, or not?

Mr. Loomis. I did not say I was speaking for agriculture.
Senator CONNALLY. Well, you said if agriculture could have two

minutes of the committee's time you would tell them about the
attitude of agriculture on oil, did you not?

Mr. Loomis. I said I spoke for two agricultural representatives
whom I was personally representing.

Senator CONNALLY. All right. You are supposed to represent the
Daiy Council here in Washington, as their representative?

Mr. Looms. One of mj pieces of work. Not the DaiiT Council.
You will have to have a diagram to keep straight among these dairy
industries.

Senator CONNALLY. There are a lot of them. Well, are you repre-
senting them here to-day?

Mr. LooMIs. No.
Senator CONNALLY. Have you not been employed to appear here

or anywhere else to lobby for an American importer of'oil h
Mr. Looms. I have not been employed to appear here for anybody.
Senator CONNALLY. Before the House committee, then?
Mr. Loom. No. I have been employed to do certain work.
Senator CONNALLY. Yes. For an American -.
Mr. Loomis. For an importing oil company.
SENATOR CONNALLY. For an importing oil company?
Mr. LooMIs. Yes.
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Senator CONNALLY. And you have been paid to do that work?
Mr. Loomis. Yes, sir.
Senator CONNALLY. And that has nothing on earth, of course, to

do with your appearing here to-day?
Mr. Loomis. That has nothing to do with what these two men wish

to testify about.
Senator CONNALLY,. But you spoke up and said you wanted to get

two minutes for agriculture. Did agriculture help pay 1 our fee t at
you got from this American Importer of oil to prepare thIs work?

Mr. Looms. No, sir.
Senator CONNALLY. Were you speaking a moment ago, then, for

the great downtrodden American agricultural interests or were you
speaking for this American importer of oil that has paid you a fee for
doing this work?

Mi. Loomis. I have never done a piece of work in Washington in
the 12 years I have boon here and I am not now doing pieceof work
except for what I was convinced is for the bnet of American
agriculture.

Senator CONNALLY. That was your motive in accepting this fee
from the oil importer?

Mr. Loomis. It was, and so understood.
Senator CONNALLY. You say that American agrculture accepts a

nice fee from the American importer on behalf of this great Americanindustry?
Mr.YOoMIs. No; I accepted a fee. Not that agriculture did.
Senator CON ALLY. You said you represented agriculture.
Mr. Loomis. No, I did not say-7.
Senator CONNALLY. Well, why did you say a while ago-
Mr. Loomis. I said this, and want that to appear on the record,

and I made myself plain, and I want to do it again. I never have
taken a task of any kind in the 12 years I have been in Washington
or 13 years, but what I was thoroughly convinced in my own mind
was for the interest of American agricuture. And that is irrespec.
tive of who may have paid me for the work I was doing.

Senator CONNALLY. Who is the American importAr of oil that
employed you?

Mr. Loomis. Pan American Petroleum & Transport Co.
Senator CONNALLY. A branch-of the Standard Oil Co. of Indiana;

that is right, isn't it?
Mr. Looms. Subsidiry..
Senator CONNALLY. Subsdiry of the Standard Oil Co. of Indiana?
Mr. Loomis. Subsidiary of the Standard Oil Co. of Indiana, I am

informed. I know nothin.f about that.
Senator CONNALLY. So in accepting a fee from that company you

thought you were doing a great service to American agriculture?
Mr. LooMis. Exactly.
Senator CONNALLY. Are you on the pay roll regularly, or just now

and then?
Mr. Loomis. No, not regularly.
Senator CONNALLY. You hope to get on again, do you not?
Mr. LooMis. I will be very glad to.
Senator CONNALLY. Yes. I thought so. That is all.
Senator WATsoN. Do you have the statements?
Mr. LooMis. They are not prepared.
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Senator CONNALLY. I object to opening the record to something
that is not even in existence. If he has pot a brief and wants to file
it, let him file it but if he has got something that he wants to go back
and cook u I object to his doing that.

Senator WATSON. Who is it wants to file these briefs Mr Loomis?
Mr. Loomis. The master of the Ohio State Grange, Mr. Walter F.

Kirk and the president of the Kentucky Farm Bureau Federation, a
Mr. Robinson, whose first name escapes me.

Senator CONNALLY. Let them file them, but not have someone
come and ask to file something that is not in existence.

Senator RIsED. lie says the men will have their statements here,
and he has rcque'ted our.permission to file them.

Senator CONNALLY. We can pass on them Monday when the
statements come.

Senator WATSON. Have they been prepared, Mr. Loomis?
Mr. LOOMIS. Not that I know of.
Senator WATSON. They have not. Well, get then in here Monday

and we will gve you an opportunity to make the offer, at all events.
Senator WATSON (presiding). Mr. James O'Hara of Fall River

Mass. vice president of the National Loom Fixers' Association, and
Mr. William McNamara of Lowell Mass., of the Weavers Progressive
Association, ask the privilege of filing briefs on this question, and if
there be no objection they may do so.

STATEMENT OF IAMES O'HARA, FALL RIVER, MASS., VICE
PRESIDENT OF THE NATIONAL LOOM FIXERS' UNION

Mr. O'HAA. Gentlemen, I have been designated t6 present the
protest of the National Loom Fixers' Union against the proposed
tariff on fuel oil. All the loom fixers of the carpet industry and the
textile industry are unionized and our locals cover every locality
where looms are used in mills. Our members require at least five
years of apprenticeship to fit them for their work and they have to
own their own tools. It is, therefore, very hard for them to turn their
hand to other employment, even if employment were available.
Conditions prevailing in the mill districts are pitiful, More than half
of our men are out of work entirely and the rest are only partly
employed.

Many of the mills use fuel oil and the few mills that are operating
on part time are barely hanging on. We have cooperated by taking
large cuts in wages because the mill mana ement has shown us what
tremendous losses they have sustained. Committees of our organi.
zation in connection with other labor organizations are cooparating
with the management to reduce expense so as to enable them to keep
the mills from shutting down altogether.

We ask this committee not to add any expense to these tottering
industries because we are fearful that the additional burden of the
proposed oil tariff will be the cause of further unemployment.

I am shortening my remarks in compliance with the wishes of this
committee and hope that my few Words will convey my important
message wbich my organization wanted me to deliver.
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STATEMENT OF WILLIAM MoNAMARA, LOWELL, MASS., SEVR.
TARY OF THE WEAVERS PROORMSIVE ASSOCIATION

Mr. MN.AMARA. Gentlemen, I have been commissioned to appear
here for the Weavers' Progressive Association to protest against a
tariff on fuel oil. This organization of which I am secretary is coin.
posed of over five thousand workers in the textile industry in Fall
River, Mass. I had prepared a few remarks as to the effect of this
tax on our group of workers. On account of the limited time at my
disposal, I will simply say that my organization agrees with the stand
taken by the organization represented by Mr. Harwood, and I want
to add that out of the 35,000textile workers in Fall River, less than
7,000 are now employed, and these have only part-time employment;
that is, not more than two or three days a week. The rest of the
plants are entirely shut down, some of them for good.

The tax on fuel oil will add a great expense to the few mills that have
been able to hold on, and there is grave danger that even these will
close and the few part-time employees will be thrown out of work.
Our community chest for the unemployed is dry. Fall River is in
the hands of a finance commission. I can not adequately describe
the black outlook in our city, and I hope that this committee will not
add a burden to our industry which will increase the army of the
unemployed.

STAT MENT OF BERNARD FRANKEL, NEW YORK CITY, OF THE
WARNER QUINLAN CO.

Mr. FRANKEL. Gentlemen of the committee, my name is Bernard
Frankel. My office address is No. 2 Park Avenue, New York City.
I am the general sales manager of the Warner Quinlan Co.

Mr. Chairman and members of the Senate committee. I wish to
preface my remarks by stating very definitely that I appear before
you as a private citizen-not as spokesman or any oil company-
not as a shareholder in any oil enterprise.

At the same time I would hardly presume to come before this
committee unless I felt myself somewhat qualified to do so by years
of active practical experience in the industry that is now struggling
for a chance to live.

In the course of my business I naturally come in contact with all
forms of competition-particularly in the metropolitan New York
area. I have been able without undue exertion to influence the con-
version of many important customers of coal into switching from coal
to oil. This accomplishment, gentlemen, has been very simple
because-using the commonly accepted formula that four barrels of
oil are equivalent in heating value to 1 ton of coal-the price of oil
at current market levels, is actually below the single item of railroad
freight on coal to tidewater.

Furthermore the price of foreign crude is selling for less laid down
in New York harbor than the actual pipeline charges, plus ocean
transportation to the same market from our important domestic
fields. Clearly it is impossible for American producers to compete
on this basis. i have had ample time to reflect that while aforemen-
tioned process of changing from coal to oil and from domestic oil to
foreign oil has been progressing, hardly any of our own people were
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benefiting thereby. On the contrary, we were doing ourselves an
irreparabdle damage by assisting in tie depreciation of our own pur.
chasing power. Tite oil we sold was of foreign origin- the railroads
were losing the revenues derived from haul age of coal-the coal
Feople were losing a vital market for their product- coal miners were
losing the opportunity to earn their daily bread and the American
royaty owner, usually the farmer, was deprived of his rental and
royalty income which very often spelled the difference between at
reasonable degree of coin fort and starvation standards.

Senator WATSON (presiding). How long is it going to take you
to read that, Mr. Frankel?

Mr. FRANKEL. I have just got about four more pages.
Senator WATSON. Wel , that is a long time. Can you not file

that statement in the record so that we can save time?
Mr. FRANKEL. I certainly can, Mr. Chairman. But I do not like

to see it mutilated in this way.
Senator WATSON. It is not going to be mutilated. It will be pub-

lished in the record.
Senator CONNALLY. He is one of the roponents, that have only

had an hour against 3% hours on the otter side.
Senator WATSON. Oh he is one of the proponents?
Senator CONNALLY. 7fes. He is speaking for the bill.
Mr. FRtANKEHL. Mr. Chairman, that is one reason why I would not

like to have it just put in the record. I would like to have you listen
to it.

Senator WATSON. Well, are you a proponent of this tariff on oil, or
excise tariff on oil?

Mr. FRANKE. I am in favor of anything that is good for the
country.

Senator WATSON. Oh, I understand. We are all on one platform.
Mr. FItANKEL. I am certainly in favor of an excise duty on oil.
Senator WATSON. Well, that is the point. Then if Senator

Connally insists on hearing you, why, we will hear you.
Mr. FPRANKEL. Thank you, Senator.
It is significant to note that less than 300,000 barrels of daily impor-

tations from foreign lands controls the entire price structure of the
country. Not only has it demoralized out domestic oil industry, but
it has also had a ruinous effect on the price structure of the coal
industry.

Crude oil and refined products therefrom are admittedly selling
below the cost of production. Thus we find an industry that repre-
sents billions of dollars of invested capital flat on its back--unable to
report anything but deficits to a vast army of shareholders throughout
the country.

An excise duty of 1 cent a gallon will not shut out our importation
of foreign oils but it will at least serve to reduce the paralyzing handi-
cap that now exists between the cost of foreign and domestic produc-
tion. Your own tariff commission in a committee report prepared
during the course of debate on this measure, presented official figures
to the effect that the differential in the cost of producing and trans-
porting oil to the Atlantic seaboard between domestic and foreign
producing fields amounted to $1.03 a barrel. With these authentic
figures at your disposal, it is difficult to see how anyone can legiti-
mately minimize or question the revenue-producing benefits of the
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proposed duty to the Government. I believe such income will readily
approximate $40,000,000 per annum.

The arument has been advanced that the added cost of etroleum
products used by the Government would more than counerbalnnce
the potential revenues from this measure. The accuracy of such
figures can be easily challenged. I wish to direct the attention of
your honorable body to the fact that the Government would benefit
a hundredfold through the potential increase in taxable corporation
incomes in this one industry alone if it receives this modest degree of
protection. Surely no rg~ht-minded individual or sane economist
desires to see a great key industry held down so that the Government
can buy its requirements below cost. Such a policy would be palpably
penny wise and pound foolish. We have only to consider the frantic
efforts made by our Government to raise the market price for wheat to
realize the fallacy of the aforementioned contention.

I have heard a great deal of talk about the depletion of our oil
reserves. This spectre has been dragged across the trail like the
proverbial red herring on many previous occasions and your own

ongressional Record carries facts and figures which thoroughly re-
fute it. In the course of an extended analysis of world oil condi-
tions I came inevitably to the conclusion that as soon as the pipe.
line from Iraq field-which is in Mesopotamia-to a Mediterranean
loading port was functioning-and such construction is now under pro.
grss-the American exports about which we hear so much will be prac-
tically excluded from continental European markets. If the proposed
duty on petroleum imports is not sustained there is no question that
the exploration, development, and exploitation of South American oil
will be expedited and immeasurably encouraged, while our own do-
mestic producers and our own independents are further squeezed to
the wall. I wonder whether oil prices have advanced because of this
proposed excise tax as some of its opponents state, and I wonder
also whether anyone can actually prove that the principal purchasers
of pipeline crude are actually buying the entire available production
at their own posted prices.

In August of 1929, our daily domestic production of crude totaled
2,973,000 barrels. At the present time daily production has slumped
to 2,100,000 barrels--a reduction of approximately 30 per cent.
Surely nobody can accuse our domestic producers of not cooperating
in the curtailment program.

As near as I can figure it out, the railroads by virtue of the present
large-scale dumping of foreign crude and refined products along the
Atlantic seaboard, have been deprived of hundreds of millions of
dollars in coal freights. If the railroads, the coal producers and our
domestic oil industry fit into our economic scheme of things.-if the
millions of our citizens who depend for a livelihood on those and
affiliated industries are entitled to any consideration there can be
no plausible argument against this excise duty. I, for one, firmly
believe that business generally will turn that long heralded corner
when this duty is exacted.

When you toss a pebble into a pond the ripples caused by that
pebble spread out to every corner of the pond. If you extend a

lin hand to these great industries you will do more than cause
a ripple in our economic cycle--you will give it sufficient impetus not
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only to snap out of its present deplorable statue, but also to tone up
the whole economic fabric of this country.
Senator WATsoN (presiding). Thank you, Mr. Frankel.
Mr. FRANKEL. Is that all,Mr. Chairman?
Senator WATSON (presiding). That is all. Thank you.

STATEMENT OF WIRT FRANKLIN, PRESIDENT OF THE INDEPEND.
ENT PETROLEUM ASSOCIATION, ARDMORE, OKA.-Contd.

Mr. FRANKLIN. Mr Chairman and gentlemen ,df the committee,
I desire to resume where I left off yesterday afternoon.

Senator GoRE. Mr. Chairman, just one moment. I was conferring
with Mr. Franklin a moment ago. I think he has so much ground to
cover and has so little time in which to cover it that he would prefer
to finish his statement and then subject himself to questions at the
hands of the Senators. I feel that when he has finished his statement
there will be little left to question him on.
Senator WATSON. We have no objection to that.
Senator GoRE. Thank you.I
Mr. FRANKLIN. The last thing I stated yesterday afternoon was the

statement showing the average imports of oil and oil products into
the United States for the years 1929, 1930, and 1931, showing that
these importations, based upon that average would produce a total
revenue of $53,687 825. That somewhat refutes this idea of "car fare'
revenue that has een mentioned, and that this proposed tax in the
revenue bill is a tariff.

Gentlemen of the committee, were I presenting this to you from the
standpoint of a tariff on oil, a protective tariff, such as Massachusetts
enjoys; and has enjoyed from time immemorial I would be asking
for a tariff of a dollar a barrel and 50 per cent aA valorem on refined
products, and that would only be a trifle less than the difference in
cost of foreign and domestic production. But I presented this matter
to the Comminittee on Ways and Means from a standpoint of revenue.
It is true that from that standpoint I asked, and proved that 2 cents a
gallon on imported oil would not keep it out because that would
still be more than 20 cents a barrel less than die difference in cost of
production. But the committee in its wisdom saw fit to fix a cent a
gallon tax on the merits of this case, after a very exhaustive hearing.

Senator REED. Mr. Franklin, if it does not keep the oil out, how is
it going to help Oklahoma and Texas?

Mr. FRANKLIN. By equalizing the price and keeping competitionalive.
Senator WATSON. Would there not have to be a preat restriction in

American production if any kind of a tariff was to-be helpful?
Mr. FRANKLIN. I answered that question yesterday I thought very

thoroughly.
Senator WATSON. I beg your pardon.
Mr. FRANKLIN. I would like to repeat it for your information.
Senator WATSON. No.
Mr. FRANKLIN. Last year, in 1931, the American oil industry

reduced its production as compared with the year 1929, 157,000,000
barrels, and it is under thorough control now under the conservation
agencies of the oil-producing States. And no oil mi excess of market
demands are now allowed to be produced by the authorities of those
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States. It is another red herring that has been drawn over the trail,
There has not been any overproduction in the United States in 13
years. That is a fallacy. It is a false impression that has been
created here by those inporting oil.

Senator WATSoN. Do you mean to say that we do not produce more
oil in the United States than we consume?

Mr. FANKLIN. Never in thirteen years, except in two years, and
then the excess was very slight. -As a whole we produced 686,000,000
barrels less in those 13 years than we consumed, and during that
period there were 1,010 000,000 barrels of oil imported, resulting
in the excessive stocks which we now have of 341,000 000 barrels.

Senator WATSON. I can not see your argument. If t& demand and
the supply in the United States are equal, what advantage is the
tariff going to be to you unles it greatly raises the price to the producer?

Mr. FRANKLIN. I answered that also yesterday.
Senator WATSON All rght. I beg your pardon. Go right on,

I won't bother you.
Mr. FRANKLIN. There has been a question arise here before this

committee as to the vote in the House on the oil measure. The quest.
tion was asked yesterday by Senator Gore of Mr. McCormack. I
know Mr. McCormack had no intention of misstating the facts, due
to the multiplicity of things in which he is engaged, but I have before
me the record of the vote In the House on oil alone. This is on page
7040 of the Congressional Record of March 25.

Mr. MCCORMAcK. Mr. Chairman, I offer an amendment to the Crisp amend.
itent.
The clerk read as follows:
Amendment by Mr. MeCormack: Strike out page 4 of the Crisp amendment.
The CHAIRMAN. Without objection, the clerk will report the matter proposed

to be stricken out.
This was in Committee of the Whole. [Continuing reading:]
The clerk read as follows:

This is the matter that was proposed to be stricken out. [Con.
tinuing reading:]

(4) Crude petroleum, fuel oil derived from petroleum gas oil derived from
petroleum, and gasoline I cent a gallon; but the tax on the articles described in
this paragraph shall apply only with respect to the importation of such article.

After the debate on that, on page 7052 of the Congressional Record
of March 25, the committee divided and the tellers reported that
there were ayes 97, noes 90. That was the only vote taken on oil
alone. When the vote was 204 to 188, it was the united opposition
to the Crisp amendment that was voted on. But on oil alone the
vote was 199 to 97 in favor of oil.

Senator GonE. I thought there was a cleareut vote on that issue
alone.

Mr. FRANKLIN. Well, that is what tie record shows.
Senator GORE. Yes, sir.
Senator JONES. No record was made, however.
Mr. FRANKLIN. It was a tellers' vote.
Senator JoNSe. Yes, I understand the vote in the House.
Mr. FRANKtLI. Now, Senator Gore stated yesterday that he had

an amendment to suggest to carry out the provisions of this schedule
which I filed, which, as I said, raised a revenue in excess of $53,000,.
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000. I desire to read that amendment suggested by Senator Gore,
and to explain why these changes should be made. [Reading.)
(4) Crude petroleum fuel oil derived from petroleum, gas oil derived from

petroleumo and all liquid derivatives of crude petroleum, except lubricating oil
and gasoline or other motor fuel, I cent a gallows on gasoline or other motor fuel,
3 cents a gallon; on lubricating oil 4 cents a gallon; on paraffin and other petro.
leum wax products 1 cent a pound; on natural asphalt and asphalt and bitumen
derived from petroleum, 10 cents a hundred pounds; but the tax on the articles
described in this paragraph shall apply only with respect to the Importation
of such articles.

Senator RED. Mr. Franklin, why is it fair to charge as much duty
on crude oil as on fuel oil derived from crude oil?

Mr. FRANKLIN. For this reason, Senator Reed. Under the modern
methods of refining, the residuum from oil, after it has been topped
for its light products, may be cracked and practically as much gasoline
made from fuel oil as from the original crude. It was therefore
thought fair to make the tax the same on fuel oil and crude oil, other-
wise the tax on crude oil may be defeated by the cracking of the fuel
up into gasoline after its importation.

Senator REED (presiding). That is just what occurred to me. It
seems to me that with that in mind the fuel oil ought to carry a
higher tax than the crude.
T. FRANKLIN. Well, I can not subscribe to that doctrine myself.

Senator REED. I think you have got things just twisted around.
Senator CONNALLY. Well, the crude has the gasoline content in it;

that is the point you are making, is it?
Mr. FRANKLIN. Yes.
Senator CONNALLY. And, therefore, having that content it is more

valuable than a derivative that has not got that content.
Senator REED. But he has lst told us that the derivative can be

cracked up into gasoline and would be imported and used to defeat
the tariff on crude.
Senator CONNALLY. It does not get as much gasoline as the crude

has. It may have some, but you have taken the most valuable
element out of it in the topping.

Senator REE.D. Well, it would look to me that the effect of such a
tariff would be to drive the refining industry right out of the United
States. I think that deserves a little thought on your part.

Mr. FRANKLIN. Well, if the tax on fuel oil is the same as on crude,
I think it would equalize things between the domestic and the foreign
refiner.

Now in explaining the reasons for this suggested amendment of
Senator Gore, there has been added into it "and all liquid derivatives
of crude petroleum." Gentlemen, that is for the purpose of prevent-
ing the evasion of the tax as passed by the House. If that provision
is not included in this amendment it would be very easy for the
importers to evade the tax that is levied, because there is such a
slight difference in the scale, in the gravities of these different Products
of crude petroleum that it would be easy to ship a product in here and
call it kerosene and after it got here subject it to a very slight refining
process and self it as motor fuel. So it is necessary to include in here
'and all liquid derivatives of crude petroleum."
Senator GEORGE. What are some of the light products?
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Mr. FRANKLIN. Some of the products, these light products which
would not be covered by the bill a written at present, Senator George,
are benzine kerosene-

Senator 0NNALLY. Naphtha.
Mr. FRANKLIN (continuing). Naphtha, and there is a variety of

others listed by the Department of Commerce under the head of light
distillates. This clause that I have here would include them all and
would be a fair and equal tax.

Then the present bill does not provide any tax on the importation
of lubricating oil. Now importation of lubricating oil at the present
time and in the past has been very little, due to the fact that Penn.
sylvana and West Virgina oils supply a much superior lubricating

ol. But if this was not put in tie bill there would immediately
commence at these refineries down off the coast of Venezuela the
manufacture of lubricating oil on a large scale, and it would be
imported if it was not equalized. Therefore, this provision must be
in here of 4 cents a gallon on lubricating oil.

The same thing applies to the paraffin and other petroleum wax
products. The inportations of these run into a considerable amount.
46,000,000 pounds last year. Or the average of the three years, I
should say.

That same thing applies to natural asphalt and petroleum asphalt
and bitumen, of which there were 73,770 long tons imported. That
is the average figure for the three years.

Senator GORE. Is there a good deal of asphalt base oil located in
Texas and Louisiana?

Mr. FRANKLIN. I wanted to get to that.
Senator GORE. Yes.
Mr. FRANKLIN. There has been an attempt to create the impres-

sion here that the United States can not furmish certain products to
the American markets, and especially to the Atlantic seaboard and
New England market. That is not true. There are large quantities
of oil of this class produced in California, Texas and Arkansas, and
they can supply adequately from those sources all the demand for
such products.

I desire to have this suggested amendment made a part of the record.
.(The amendment is as follows:)
On page 232 of H. R. 10236, as passed by the 11ouse and now pending in

Senate, insert in lieu of lines 16 to 20, inclusive, the following:
"(4) Crude petroleum, fuel oil derived from petroleum, gas oil derived from

petroleum, and all liquid derivatives of crude petroleum except lubricating oil
and gasoline or other motor fuel, 1 cent a gallon; on gasoline or other motor fuel,
3 cents a gallon; on lubricating oil 4 cents a gallons on paraffin and other petrole.
urn wax products, 1 cent a pound; on natural asphalt and asphalt and bitumen
derived from the petroleum, 10 cents a hundred pounds; but the tax on the articles
described in this paragraph shall apply only with respect to the importation of
such articles."

Mr. FRANKLIN. Congressman Nelson made a reference to the 300,-
000 little wells. He sal those wells ought to be abandoned.

Senator RED. I would not advise-him to say that up in Brad-
ford Pa.
. rr. FRANKLIN. He said those wells ought to be abandoned i the
interest of economy of American production. In that regard, gentle-
men, I want to call your attention to the fact that most of those little
wells are in the Eastern States, in New York, Pennsylvania, West

824
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Virginia, Ohio, Indiana and Illinois, and Kentucky. They represent
billions of investments* At a rough estimate I would say that there
are 115,000 separate leases and that there are 200,000 families living
on those leases operating those properties.

To make a suggestion that reserves be abandoned which contain
from two to four billion barrels of oil in order that that district of
the United States which has fattened on a prohibitive tariff and
without which it could not exist might still obtain cheaper fuel is
the most preposterous assertion .that I have ever heard in my life.
A sacrifice of 200 000 families, of $8,000,000,000 of invested money
in the States whici I have named, all that Massachusetts and Maine
mwy continue to buy fuel oil below the coct of American production.

Senator Gout. Mr. Franklin, those little wells, some thee hundred
thousand-is that not the kind of a ballast that keeps the industries
going

Mr. FRANSLIN. Why, those 300,000 wells, Senator, are the back-
bone of the American petroleum industry. The flush wells are here
to-day and gone to-morrow. To-day we bring in a flush field and to.
morrow that flush field with its wells takes is place alongside of the
other pumping wells. And in the aggregate they produce 500,000
barrels of oil day in and day out. That is the steady source of
supply.Senator Gon. That is, wells producing less than three barrels a
d wy.IMr. FRANKLIN. About a barrel and a half a day on the average.

And without thoee the American oil industry would be in a serious
condition, because that supply is steady. The flush wells go up and
down.

Senator GoRE. Now, Mr. Franklin, on that point. If those wells
were abandoned now, the production is so small it never would pay
to drill new wells to open up those sands again?

Mr. F"ANuLIN. Once abandoned they are gone, because the water
will take them if they are not pumped continuously. It takes con-
tinuous operation of these wells to save them.

Senator GORE. And there would be no flush produetien if new
wells were drilled?

Mr. FRANKLIN. No. These wells are what is left after the lush
production is gone, and they continue to pump day in and day out
over a period of 20 to 40 years. There are some in Pennsylvania
and New York that are more than 40 years old, that are still oper-
ating, still supporting a vast population, and which is their sole
ateans of livelihood.

Now I wish to clear up another matter. There have been in.
ferences here by one distingished gentleman that I appear here not
in the interest of the independent petroleum industry but that I
have appeared-to use a common phrase-as the stool pigeon of
the Standard Oil group. That has been of long standing.

Senator REED. No member of this committee has done that.
Mr. FRANKLIN. No, indeed.
Senator GEORGE. No. We do not believe that you do, Mr.

Franklin.
Senator GoRE. No.
Mr. FRANKLIN. I want that cleared up because two years ago on

that theory I was haled before the Lobby Committee and treated as if
115102-BS--4
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I had been a criminal. In the end the Lobby Committee exonerated
our group of all blame. But it had a very serious effect. And there
have been attempts at this session of Congress to create that same
impression. I want that cleared up once and for all.

I have stated who I represented here. I represent the American
petroleum industry generally except the import group, but more
particularly I represent the independent petroleum branch of the
industry, and I have not hesitated to speak the truth on this matter,
and I have never exaggerated fact and fl ures. I have given the
truth, which can always be substantiated. But my statements have
been twisted and turned around, and I want that matter cleared up
once and for all as to who I represent.

I might add that by reason of my fearless representation of the
independent group I have suffered enormously. My production of
oil in the Oklahoma City field was beingprorated, I was entitled to
run so much oil. But these pipelines, Which are owned by the same
companies that import oil, were my only market, and although the
Corporation Comission of Oklahoma said I was entitled to a certain
percentage of my production for some unaccountable reason I got
600,000 barrels behind when the price of oil was a dollar and 35 cents
a barrel. That production was made up and run when oil was 18
cents a barrel. That is what I lost at one swoop by reason of my
representation of this industry. I am not saying it in any sort of
regret, because the question has become one or welfare for my State
of Oklahoma and for the entire Southwest, and what happens to Wirt
Franklin is of little moment when the condition of 22,000,000 people
is involved.

Senator CON.NALLY. Any of that material that you want to put in
the record you canput in it.

Mr.'FtANKLIN. shall be glad to do so.
Senator REED (presiding). You may go on with your statement.
Mr. FANICELIN,. Gentlemen of the committee, I wish to call your

attention, in view of some things that have been said here to some
news articles. First is one taken from the New York Herald-Tribune
of Marc.± 17, 1932.
OIL COMPANIES IN MEXICO PROTEST UNITED STATES TARIFF PLAN-AMERICAN

AND BRITISH INTERESTS FEAR TAX ON IMPORTS

[By cable to the Herald Tribune. Copyright. 19032, New York Tribune (Inc.)]

MExIco CITY, March 16.-American and British oil interests in Maxico have

taken the first step in objecting to the passage of the proposed revenue act now
before the Ways and Means Committee of the House of Representatives at Wash-
ington, which calls for a tax of I cent a gallon or 42 cents a barrel, on oil imported

from Mexico or any other country into the United States. Objection to the law
is contained In an appeal made by the Confederation of Industrial Chambers of
Commerce over the signature of Hilary Branch, legal representative of the
Mexican Standard Oil of Indiana interests, Gaylea Steel, general manager of the

Sinclair interests in Mexico, as spokesman for the Mexican oil group that is com-
posed mostly of American companies.

The appeal, voiced in a telegram to the Secretary of Industry, Commerce and
Labor, General Abelardo Rodriguez, is understood to have the sympathy of the

Mexican government, wVhich has shown more than ordinary Interest in the pro.
posed American revenue bill. It is claimed locally that this bill would still

further depreciate petroleum production in Mexico and react unfavorably both

on the general economic condition of the country and upon the unemployment
problem. Should the measure become a law, in the opinion of oil interests, it
,would make exportations to the United States, which last year amounted to

9,000,000 barrels, unprofitable."
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The possibility that the Mexican Government may take up the objection

through diplomatic channels is foreseen in that part of the message which re-
Iuests tie government to "take whatever steps it may deem necessary to prevent
thle passage of the proposed bill," which oil interests assets would ' reactdlsad-
vantageously oil the economic condition of Mexico; would paralyze completel,
our exports, reduce the Federal Income and increase the number of unemployed.

Senator REVD (presiding). Mr. Franklin, your time is getting
short.

Mr. FitANKLXi. Now here is an article that appeared in the New
York Times of April 14, 1932 (reading):
MEXcAN OIL RACING l S TO BEAT TA^,rI--TAmpico Siirs NEARLY 2,000,000

BARRELS IN A Fmw DAYS TO 00 INTO STORAoE
(Wireless to the New York Timeu)

MExIco CITY, April 13.-The Huasteca, Agulla, Transcontinental, and Sinclair
Oil Cos. have exported from Tampico to tile United States more than 2,000,000
barrels of petroleum in the last few days, accordin to press dispatches.

The extraordinary activity is said to be to get the oil in storage in the United
States before the iiew tariff goes into effect, as it is expected to make future
slilpments from Mexico unproitable.

A protest against the new tariff has been placed before Abelardo Rodriguez, the
Minister of Industry, Commerce, and Labor, by the Confederation of idustrial
Chambers of Commerce, which contends that not only would enforcement of
such taxation have it grave repercussion on the Mexican economic situation, but
would make oil export to the United States impossible. The confederation re-
calls that last year nearly 10,000,000 barrels of petroleum were exported to the
United States atd observes that a serious economic situation would be produced
here If this business is curtailed or wiped out.

And here is an article that appeared in the Wall Street Journal on
April 15, 1932 [reading]:

MEXICAN OIL RUStIuD TO UNITED STATES

(Special to the Wall Street Journall

MEXICO CITY.-With 26 extra tankers loading oil at Tampico during the past
month, growing activity is reported front that port. The unseasonal petroleum
exodus is attributed to a desire on the part of large corporations to rush the fuel
into the United States, in anticipation of the enactment of an import duty on oil.

And next I should like to call to your attention the following:
The detailed reports of companies importing into the United States

is not available from the Treasury Department. By resolution of -

the Senate in the Seventy-first Congress the Treasury Department
was directed to make a report. From this-report we have prepared
the attached statement showing the principal importers and the prod-
ucts imported. The same relationships of imports exist today as did
then.

Imports of crude petroleum and refined product, calendar year, 1 ,.9
(Compiled from report of Secretary of Tremusry (S. Doe. No. 125, 71st Cong., 2d sm.)l

Crude ol Gasoline All otherproducts

Standard of Indiana ................................ 12,674,775 1,924,312 20,599,448 U
tandsd of Nw Jersey................................ "........ , 5 .... -294,40

Gulf Oil Corporation-------------------------------....21,85,91, 487 ..................
Dutch-Sbell............................................... 480,503 3, 577,03N 7, 549,3I1

Total ............................................... 57,331,771 5,501,348 28,593,219
All other ................................................ ... 17,427, 651 1, 24,461 i, 34,6e

Grand total ................................................... 174,759,422 6,750,809 29,957, 88
Per cent of each item Imported by above companies ................ 77 81 96

Grand total, all Imports by companies named.... per cent .......................... 82
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Senator REND (presiding). Your time has run out, Mr. Franklin.
Mr. FnANKLIN. Now, further, referring to the available oil to

supply these markets, I wish to refer topae 97 of the Petroleum e.
fiery Statistics for 1929 published by the epartment of Commerce.

Imports of refined oils, after declining steadily during 1927 and 1928 rose
rapidly in 1929. Total imports of refined oils In 1929 amounted to 29,717,090
barrels, a new high figure, and an Increase over 1928 of 17,987,000 barrels (153
per cent), Imports of gasoline rose from 4,198 000 barrels in 1928 to 8,834 000
barrels in 1929. From the standpoint of quantity this increase was equivalent
to only about one-third of the increase in imports of fuel oil, yet on the basis of
value and general economic significance it was of much the greater, importance,
Practically all of the increase in gasoline imports in 1929 resulted from increased,
receipts from the Dutch West Indies. This gasoline was produced in the Dutch
West Indies from crude obtained in the near-by Venezuela fields. Although
the increase in imports in 1929 from the standpoint of quantity was 183 per cent,
the gain in value was only slightly over 80 per cent.

The peak of oil transportation through the canal occurred in 1923,
when approximately 54,000,000 barrels were earned eastward from
California. The following is quoted from Petroleum in 1929, pub.
lished by the United States Department of Commerce, page 476 :

Shipments of crude oil from California through the Panama Canal to eastern
porta in the United States continued to decline and amounted to only 1,299,000
barrels in 1929, compared with 2,301,000 barrels In 1928. No shipments were
recorded during the last four months of the year, as contrasted with 1023, when
an average of approximately 150,000 barrels of crude passed through the canal
every day.

I wish to call the attention of the committee particularly to that
feature snd to the bearing it has upon the welfare of the United States
as a whole. The exports of oil from Californa formerly furnished
the needs of the Atlantic seaboard. Gentlemen here have made the
statement that from no other source can the Atlantic seaboard get
oil. I say that plenty of oil can be shipped upon American tankers,
and that at the present time there are 85 tankers tied up in ports.

And I would further call the attention of the committee to the fact
that Congress appropriated over $300,000,000 for the assistance of
the merchant marine, and one of the reasons for its decline is the fact
that we are importing oil from foreign countries in ships flying foreign
flags, whereas our own ships flying the American flag would have to
transport this oil should it be brought from California or the Gulf
coast, which would give employment to hundreds of American sea-
men and to those 85 idle tankers now tied up in port.

Another great effect it would have, as an analysis of the records
will show, although I will not take up the time of the committee at
this time to read it, but it is a report from the Governor of the Canal
Zone, a Government report, which sets out the serious fact as to the
effect the cessation of shipments of oil from California to the Atlantic
seaboard has had upon the revenues of the Panama Canal.

Pacific to Atlantic: Since the beginning in the fiscal ear 1923 of shipments of
mineral oils on a large scale from the Ca fornia fields, this product has been the
leading commodity shipped from the Pacific to the Atlantic. As pointed out in
the report of last year this Item of cargo reached its high point in 1924 with 9,721,-
446 tons. In 1925 the shipments declined to 5,989,622 tons and in 1926 they
were slightly lower, with 5,930,716 tons. The year 1927 saw an increase to
7,148,165 tons, followed by decreases in 1928 and 1929. In 1930 shipment of
mineral oils gregated 5,700, 587 tons the highest since 1927. In the past year
they decrease to 4,824,338 tons, the lowest for any fiscal year since 1923, when
4,384,664 tons were reported. In comparison with 1930 the past year's mineral-
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oil tonnage from Pacific to Atlantic decreased 870,249 tons, or 18.4 per cent. Of
this decrease 847 458 tons, or I* per cent occurred in the United States inter.
coastal trade and 486 601 tons, or 81.2 per cent in the trade between the United
States and Europe. the trade between the United States and the West Indies
showed an Increase in this business of 102,344 tons, or 119.8 per cent over the
preceding year.

Furthermore, this oil is largely produced upon lands belonging to
the United States Government, and the royalty on that oil elongs
to the United States Government. In producing that oil the Govern-
ment would be buying its own product and that would offset in tot
the purchases of oil made for the benefit of the United States. Why,
gentlemen of the committee, I repeat, why in the world shouldn't
the United States purchase its own oil produced on the public domain
in preference to buying foreign oil?

Here are some further figures I should like to place in the record.
This is statistical information as to oil in the world at large not only
the United States but covers the entire world which we have pre-
pared for the convenience of the members of the committee, an in
which answers can be found to any question that might arise in the
mind of any member of the committee. These are figures taken from
the Department of Commerce and also the Treasury Department.
And I should like to have this made a part of the record.

Senator REED. That may be done.
Mr. FRANKLIN. It is as follows:

MzvOaANWA AND DATA COMPILED BY TR E INDEPENDENT PETROLEUM ASSOCIA-
I TION OP AMERICA

The following Information has been compiled for those Interested in the oil
Industry and will show:

1. That the proposed tariff on oil will prevent an excessive domestic price for
gasoline by keeping alive a healthy competition.

2. That under the present policy of "no tariff on oil" with unrestricted imports
of gasoline, many independent producers and refiners have been bankrupted
during the past year, and the remainder are being rapidly forced out of business.
They will be practically eliminated unless that policy be changed. This will
result in concentration of the oil business in the hands of a relatively few com-
panies, creating monopoly and destroying competition, with consequent higher
prices to consumers.

8. That our national supply of oil is adequate to supply all demands and is
practically inexhaustible, and that the fundamental objective of true conserva-
ion will be advanced by a reasonable tariff on oil by preventing the abafidonmeot

of 300,000 small wells of settled production, producing more than 500,000 barrels
daily.

4. That the principal beneficiaries of the present policy of importing oil "free
of duty" are the following companies: Gulf Refining Co., two large units of the
Standard Oil group, and the Royal Dutch-Shell group.

5. For more than two years stabilization of the oil industry has been attempted
through curtailment and proration of production. Production declined from
2,975 000 barrels daly in August, 1929 to less than 2,100,000 barrels, January
1, 191. The posted price of crude declined for mid-continent 86 gravity crude
from $1.45 per barrel in August 1929 to $0.18 per barrel in July, 1931. Present
price through martial law $0.77 We produced 109,312,000 barrel less in 1930
than in 1929, while imports increased to 105,000,000 barrels and gasoline imports
increased about 100 per cent. Domestic production decreased 54000,000
barrels first 11 months, 1931, as compared first 11 months, 1930. Between
November 30, 1930, and November 30, 1931, crude-oil stocks were reduced 54,000-
000 barrels. Truly curtailment of production has been accomplished. Stabili-
zation of crude pries however has not materialized because of low-cost imports
from Mexico South America, Aumania, and Russia. The one link necessary to
complete stabilization program Is a reasonable tariff on oil.

WIRT FRANKLIN,
Pvselet The Indsepen Petroleum Association of America.

DEonuDn 81, 1981.
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Summary of facts relating to petroleum industry

United
Unlt 1C 4ttt1, , ra FoI$Is
produtiton Mot production

World

I 2low ............................ ........... ............... Vol 4, I' (WJ 71 3641,03+,000
927...................................... i 901, 2 ,000 7 4,1,it, o o

.i.. .. *...- . ... .. . ...I........... W75,:42,00 ON 820,712,000
1 1 .......... . 0. 2 0..................... ............. ...... N90, Ol W 8 2 0, 000
19311+ ..... ....... ..... ............. ....... ..... hao 5W. On 62 62:ox.

I Prelminary utimus
Note ltap annual increase In foreign productlon.

Claesification of oil produers.-The petroleum directories have listel abont 9,000
persons firms, anti corporations producing oil in the United States. Of these,
over 8,00 were osiil producers, Recently, their ranks have been and are being
rapidly reduced by industrial conditions forcing them to sell, actually at great
loss, to larger companies.

Oil reserves of the United StatM.+-Various well-known authorities have from
time to time made estimates of the total oil supply of the United States. These
estimates were made with all information available, hut subsequent production
has in most instances amounted to more than the total estimated reserves, and
we are producing oil suflicient to supply At demands with many fields restricted
to only it small percentage of their o ett' ial output. This shows how unduly
we have been alarmed over the possibility f the early exhaustion of the doncstic
oil suply. Front the discovery of the Oru&4- well in 1859 to December 31, 1931,
the United States produced 18,960 000,000 barrels, and each year sees production
sufficient to meet all demands,. Vast areas of )oxsiblc oil territory from Caldm
to the Gulf aw onex plored and will not be until the demand for oil Indicates pos.
sibility of profit In development of new fields.

$lhale oil and coal deposits of the United States.-mme,se deposits of oil shale
exist in several States. Colorado, Utah, and Wyoming have great reserves,
Coal deposits in Colorado are estimated by the 0olorado Bureau of Mines to
contain 80,000,000,000 barrels of recoverable oil, an amount that would be
sufficient for about 80 years of present demands. More than 50 per cent of the
world's coal deposits are in the United States. If ever needed coal ean fill all
of our oil requirements for centuries.

Gasoline recovery from oil.--Improved refining processes are giving greater
recovery of gasoline from a barrel of crude oil. Some of our high grade crudes
an refining as much as 60 per cent motor fuel. Under the Bergius hydrogenation
process, adapted for American use by the Standard Oil Co. of New Jersey, a barrel
of most any quality of crude oil can.be converted into a barrel of gasoline. One
hundred per cent gasoline recovery by this process makes it imperative thit our
domestic markets be protected.

Comparative cost of domestic and foreign proditetion.-The recent report of the
United States Tariff Commission indicates that a barrel of mid-continent Gulf
coast crude oil laid down at Atlantic seaboard refineries costs $1.90, and a barrel
from the Maracaibo Basin, 87 cents. The "differential" is, therefore $1.03 a
barrel and ldicates that a tariff of $1 a barrel will about equalize this difference
in cost. The report further shows a refining profit on domestic crude oil of 1
cents per barrel and a profit of 84 cents per barrel on oil imported from Maracaibo
Basin, of Venezuela.

FORMER ESTIMATES OF FUTURE OIL PRODUCTION IN THE UNITED STATES

KNOWN WELL OIL RESERVES ARE INCREASING NOT DECREASING; SUPPLY WITHIN
UNITED STATES SUFFICIENT FOR CENTURIES

1908-David T. Day.
Estimated minimum of 8500,000,000 barrels.
Estimated maximum of fifteen to twenty-two and one-half billion barrels.
From January 1, 1908 to December 31, 1931, inclusive, United States has

produced 12,209,O0d,000 barrels.
All of Day's minimum, plus 43 per cent.



REVENUE ACT OF 1932 531

1914--Ralph Arnold.
Estimated future production at 5,700,000,000 barrels.
From January 1, 1914 to December 31, 1931, inclusive, United States has

produced 10,927,OO,000 barrels.
All of Arnold's estimate, plus over 92 per cent.

1915--United States Geological Survey,
Estimated future production at 7 600 000,000 barrels.
From January , 1915, to Decenber 51, 1931, inclusive, United States has

produced 10,600,000,000 barrels.
AlTof that estimate plus 40 per cent.

1921-Certain Petroleum Geologlats of A. A, P. 0.
Estimated future producfion at 9 150 000,000 barrels.
From January 1, 1921 to December i, 1931, Inclusive, United States has

produced 8,56,000,b00 barrels.
Nearly 93 per cent In 11 years.

1025-Comittee of Eleven,
Estimated future production from proven 'acreage on present methods,

5,300,000,000 barrels.
From January 1, 1925, to December 31, 1931, inclusive, United States has

produced rom these properties and new pools 0,090,000,000 barrels,
am11ost 115 per cent of the estimate.

1930-li the year 1930 the United States produced 898,011,000 barrels, compared
with 1,007,323,000 barrels in 1929. This reduction was caused by
curtailment of United States fields. Millions more could have been
jrduced. Foreign prdutioi lin 1930, Increased 44,000,000 barrels.

1859 to december 31, 193 inlsve, krom the be ginning to date, the Uited
States has prdueed a total of 13,990,000,000 barrels.

1929, 1930, or 19*1. The country could have produced the Nation's needs, includ-
ing all oil supplied by imports and several hundred million barrels addi-
tionai, which would have placed the industry and Government In better
Nunavcial condition.

RNSNVES AMPLE FOR FUTURE NEEDS

New oil deposits of the greatest importance are continually being discovered,
and only a small fraction of the probable oil territory of the United States has
as yet been prospected. Deeper drilling in old fleldJs is constantly bringing in
hereto unanticipated new production, The visible supply of oil is thus con-
stantly increasing. In addition to the supply from oil well., there are untold
billions of barrels of potential shale oil in the shale do )sits or the Rocky Moun-
tain States and other untold billions in the trillions of tons of world coal, about
50 per cent of which is In the United States.

Dr. Ralph Arnold and Mr, William J. Kemnitzer, In their recent hook, Petro-
leum In the United States and Possessions, have this to say:

"The ultimat quantity of crude oil available from these three sources in the
United States is estimated to have been on January 1 1929 about 726,236,862,000
barrels, of which approximately 89,091,877,000 barrels, or .4 per cent was natural
crude oil; 92 144,985,000 barrels or 12.7 per vent, shale oil; and 595,000,000,000
barrels, or si.9 Dr cent, coal oil. Of the total crude oil from all sources, less
than 2 per cent had been produced. Of shale oil and coal oil together less than
0.1 per cent had been produced, but of natural crude oil 26.2 per cent had beenproduced. P

Approximate quantity crude oil obtainable in the United States from various sources
(Thousands of barrel of 42 United States gallons

On band, tan. It 1930

Source Origin'lly Produced, 186-1920,
avallat;l quantity percent$ Quantity Per rat3

Natural reservoirs ................ s 89001 11, 48t,408 29.4 *0,474 70.6
shal.............................. 1 KIRM I 9

Costs ................................ 69. , o0000 8260 i 69 4978,000, 1

Total .............................. 72,286 82 11,513,758 1.6 714,724,109 1 964

A Pm cent of quantity "origirall available,"
Ounds oil and natual.gs antoline.

8 Estmatsd.
4 Less than 0.1 per cent.
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"Natural reservoirs constitute the only source of crude oil of commercial
Importance at the present time. Oil shales and coals comprise Important reserves
of crude oil, but As yet, they are of no commercial value. The time when oil
whales and coals will become of commercial value daepenads entirely on when the
cost of producing natural crude oils equals or exceeds the cost of extracting or
manufacturing similar oils from oil shales, and coals. That time Is rpt to be
remote in light of enormous foreign resources of natural crude oils, the un.
restricted importation of which keeps the price of domestic oils low regardless
of the quantity of domestic oils available. Of present concern, then, are the
future possibilities of natural crude oils only.

"1The resources of natural crude oil in the United States are estimated to
have been, -on January 1 1929, a little more than 50 per cent developed, but less
than 30 per cent exhausted. At the rate wells were then being druea average
full development would be reached in 30 years at the end of which time woud
begin a long period of post-development production lasting 118 years to practical
exhaustion. Of the 39,091,877,000 barrels estimated ultimate production
11,488,403,000 barrels or 29.4 per cent wa produced during the period of pass
development from 1859 to 1929 inclusive; 18,182 278,000 carries or 337 per
cent would be produced during the average period of future development from
1929 to 1959 inclusive; and 14,421,196,000 barrels or 36.9 per cent, during the
average period of post-development from 1959 to 2072 inclusively."

A TARIfF ON OIL WILL ADVANCE TRUE CONSERVATION

Of 331,070 oil wells in the United States at the end of 1930, nearly 300,000
were producing about 800,000 barrels of oil, or a daily average of 1% barrels per
well. The operation of these 800,000 small wells can not be continued perma-
nently at a oss. They are being abandoned before they have recovered all of
their oil, and if fair prices for crude prevailed they mlht furnish employment
and produce oil for many years. Maintaining a policy of "duty free" Imported
oil will cause continued early abandonment of small wells, and, with that aban-
donment, hundreds of millions of barrels of oil will be absolutely lost. A tariff
on oil would give our old fields the opportunity to produce more oil for more
years and is practical conservation by which we would recover all of our oil
instead of abandonin our partially produced oil reserves. The reserves in the

pools where those 30,000 small wells are producing have been estimated at
from two to four billion barrels, certainly worth saving from the standpoint
of true conservation.

Intense and destructive competition between oil and coal is causing the un.
economic use of oil for fuel where substutution could be made and thereby
conserve oil for higher uses.

Crude 4ii production, imports exports, refinery runs, miscellaneous uses, and stocks
of crude oil in the Untied Atates, from January 1, 1918, to December 81, 19t1

[Al amounts in barrels of 42 ilelon, compiled fron annual sstements of United States Bureau of Minek
except for year 1081, In flick 11 month h are Bureau of Mines fpm and Dcember is estimated

Current supply Current demand
Year Total current

Production Refinery runs Exports Other uses demand

191 .............. 92........ 849,000 32k02 ,000 901,000 , 4,4000 4,000
l3 8 ....................... 370 810,000 1el,000 =I0, 000 42,169,W
13 ...................... 442 92, 000 4 3, 91000 75,000 10340,000 59, 012, 000
19ot1............---.....--4724183,000 443,030,000 89,000 77,8688 00 529,67.1,00
19.................. 857731,000 5700,706000 101 ,000 99,8%000 610,53000W
19....................... 73,407,000 581,23000 17,000 182,917,000 731,540,0
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1m .................. 901,1 2, 000 B,535,000 15,84,000 43,754.000 888432,000

19......... -901,474.000 91,29, 18 000 3,512000 962,773,000
1nlu--------------~--u1007t82 967, 706,0 X401,0 2,48000 1,04 1 89ow

Toal-------9745o5300 9OW 54,58,00 214794 000 ,0 10,15K4,39,0

srI Ieue 7nWt00uinnnn ~ rntb o a4aawtfl t ofysf25fl ollt k5y-
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Crude oil production, imports exports, re.inery rune, miscelkmneoua usee, and

stock of crude oil in the united States, from January 1, 1918, to December
81, 1951-Continued

Ezoes of Added or stoc De.
Year demand over Import withdrawn o

production from took

1 ............................. . ... 8 ,0 ,0001
1 1..................... ....... ....... 7.-0, 30M 0011

47, e02.000 82, ?2 74, .02, 000 1930 011 ............................ .......... 10 2,000 1490,
IM 93 ...... o..0 ...... ....... 00 . .. *.ON**::::::::::: ......... oo 10o, 17,5 oo , U2, 000 140,1921 ............................ **wo*-...........K,,000 1 2304,00 67878000 s
1-...... -- ....-.................... . . ..... ". o000 1 7,8o000 74,0 , 21030,

53,498000 a, 0 :0 oo F
1 .......................................... 47,797,000 $1,824,000 31,84,000D 431,4

19........------------ .......---- 89729, 000 60,382,00 '29,347,000 40,299
192-------------------- 12,897000 88,3, 73,080,000 473, 879,

19- .......................................... 61,,000 70,787,000 18,40,000 41,0470
3929------------------------------85,298,..... 33. 000 78,933,000 43,007,000" 83554,0

.... 0 85,.. 413,000 82,329,000 9 23,284,000 a1m23K
.........---- - 00.0.6%,-.---------91000,000 40,000,000 1 46,000,000 407,280,

Total .................................... 771800000 1,080013,000 38, 140,000

a Includes 17,27 000 barrels "adjustment" in California stocks on account of adding fuel oil to heavy.
oil stocks, Add 11,827,000 to supply when setting up "balauoe sheet" for either the year 1925 or for the
entire I4 years.

I (rude oil withdrawn from storage in 4 year (1918, 192, 1930, 1931) of the 14 years.
It)omastlo production exeetded total demand for 2 years (1923 and 197) of the 14 years,

World production of petroleum by countries

(In thousands of bgtrels]

United Stte ............
Venezuela ..........
Russia ............
Mexico ................l~na....................
tumania . . ...Netherlad E9i~ast Idis..~

Colombia .........
Peru .............
Argentina ................
India ....................
Trinidad ................
Poland ...................
British Borneo, Sarawak.
Egypt .............
Japan and Taiwan .......
Ecuador .................
Germany ................Ira... .............

Canada ..............I alin, 1Rusta ....

Czechoslovakia .........
Italy ...............Bolivia ..............
Other couatries....

1m

Daroff
42 United

states
gallons

901,474
105,749
84,704

19,897
4006
9,060
8,-741

5,492
8,223
1,842
3,944
3,064

630
718
624
812
$07
94
40

-ib....

Per-
cent.
age of
total

by vol.
nime

08.0
8.0
8.7
8.8
3.2
2,8
2.2
1.8
0.9
.7

.4

.4

'p .2

Tot ............. t o324o 00.0

1929 1930 191

Per. Per- Per-
Barrels of cent- Deali of cent- Barrels of cent.
43 United age of 42 Vatted aO of 42 VUited age of

states total States total states total
gallons by volU gallons by vol- gallons by vol-

urne ume ume

360071323 88.0 898,011 63.8 888000 82.0
337,472 9.3 137,678 9.7 118,000 8.5
99,807 6.7 138,10 9.8 I58,000 11L6
44,6M 830 8 0 i8 84,5
42,345 2.8 45,420 3.2 47,000 .84'
34,788 2.8 41,080 3.0 48,000 &4

89,29 2.0 40,180 2i8 89,000 2.8
20,388 1.4 20,840 1.5 18,000 1.A
13,422 0.9 12,488 0.9 11,800 0.9
9,891 8 $8910 .6 30,000 .8
8,747 .6 8,2S0 .6 8,000 .0
8,718 .8 9,120 07 10,000 .8~,oom .3 I 4,840 .8 4,400 .8
5,290 .4 5,830 .4 8,000 .4
1,88w . 1,910 .1 1,800 .1I
3, 010 . 1 3980 I 2,. I
1,381 1 1,880 .1 1,70 .1

7041 1,101 .1 1,200 .1
7081 750) 800

1:117 I1,800 . 1,700
538 M . 80 1 (1)

1,134 .2 1,070 .1 200

18.1

1,37,00 1 000
1,484,041 100.0 1,418728 100.0 1, - -00 10.O

I I
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Production of crude petroleum in the United State (by States)
(Burets of Unitll state gallons)

Arkanu .............................. ......
Ca Ifornis .....................................
Colored ....................................
Illinoi .......................................

OWN ...... .............................&u M e i . o............................... ..

Le OW ..........................Sbousaus ...... .................
Mlhia .................................
Ponn an i a.... .......... ....
Tew York ..............................tlo ......................................

lomns ..................................
Pennsylvana ................................Tenessu ' ee ....................................

Total ...............................
Daily average ................................

52,0em
231,811

2,776, 40'
1,051

88, 0
7, 3m

23,8OW
,a

1,007, 3,000 b 011. '00,000, 00

z2760, 0M 2,460,000 to330, 000

Nos.-1001 production 51,000,000 barrels loss than 12, and 167,000,000 banrre less than 1921.

i Production for December, 1901, estimated.

Venezuelan production, 19*9

Venezuelan Oil Concessions (Ltd.), subsidiary of Royal Dutch. Barrels
Shell ..................................................... 627, 532

Caribean Petroleum Co., subsidiary of Royal Dutch-Shell.... . 14, 226, 218
Venezuelan Gulf O1 Co., subsidiary of Gilf Oil Corporation......- 0, 113, 880
Lago Oil & Transport Corporation, subsidiary of Standard of

Indiana ................................................. 405,069
Creole Petroleum Co., subsidiary of Standard of New Jersey ...... 7 585, 431
British Controlled Oil Fields (Ltd.) ......................... 2, 031, 500
General Asphalt Co ......................................... 346, 600

Total, by comanies ................................ 136,36,630
Total, United States Bureau of Mines .................. 137, 472,000

Production in 1930 .................................. . 187,675, 000
Production in 1931 1 ......................................... 118,000,000
Daily average production:

Year 1928 .................... *........................ 289,000
Year 1029 .............................................. 377,000
Year 1930 .............................................. 377,000
Year 1931------------------------------------'. 323,000

I Estimate by Valentine R. Garflas of lHeny L. Doherty & Co.; appeared In Daily Oklahoman, October T,
ion.
I Based on 118,00,000 estimated production.

534

901, 474,0WDRAI ow,0
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Principal importing companies, 19*9

IMPORTS OF CRUDE PETROLEUM AND REFINED PRODUCTS
IComiled front Report of Set-retary of Treasury (S. Doe. No. 125, Tlt Cong.-d seA)1

Crude oil Osoline I All other
products

standnrd of Indiana ................................................ 12,674,77 1,924,312i 20,9,448
Standard of New Jersey ....... ...................... 22,,0 ........ 294,400
Gulf Oil Corporation ....................................... 21,693,497 ........ .......
Dutch.Shell .............................................. 40,5 0 , 577,036 I ag, iti

Totn ......................................................... 57,331771 5, 1 ,-- -21"
All other ........................................................... 17,427,06 1,24,401 I 1,34,60

Grand total .............. ................... 74,759422 ii,65ii,
)er eent of each iteo Imported b "Big Four" .......... 77 It To(lrandt,-ttl, all impo.rts, by "._ . FoUr,, epgnp t. - . .

NoT.,-in nonnt of oil and Its refined products being on the free list the Tremury Department does
not imiko public the names of the tmporterq, These figures and names are available only in the report
outde in resr !ne to a Sanite remlution ret usting there port of the companies and amounts of their imports
for 1920. This information Is not available for later or other years than 1920,

IMPOItTS OF CIUDE PETROLEUM AND LIQUID IREPINED PRODUCTS, 1027-1980, AND
FeO 1931 WITE DECEMBER ESTIMATED

Year Crude Refined
01 Product

Barrel &rrole
1927 ....................................................................... 58,38,000 13, 383,000
192 .................................................... 7,787,000 11,70o
199..................................................... 7a,000 29, 777,000

............* .......... 0 .................. 02,129,000 3 00
1 1 .... ...................................................................... 4 000,000

Authority: Uuted ates Bureau of Foreign and Donest Cameroe and United States Bureau of Mines

Retail gasoline prices in representative titles of the world as of third quarter of 1980
and third quarter of 1929

(1) ltelllry located In Inwr.ediate viuilty. (14. N.) fietnury reasonably near.

Price In Cents
United Ier

Country Ctates gallon,
City Container td third

quarter quarter
1930 1929

Argntina ............................ Buono* Aires (t Nulk ...... qar3
Australia ...................... .. bue ... do ....... 0.72..........

elglium .................. MBu ....................... .. do ...... H.7..........
Boliua .............. .... BruPstl.......................... I Ins ....... 4,
Brazil ................ .......... RLo Janeiro ................ ... do ....... 57.0 1
British Malaya .................... Singapore (i . N.) .....................do.... 450 42.8
Canada ya............... Calry (It.) ..................... do 32.5 42.0

C0ga (.) .................................. 0 33.0
V ouver (4) .............................. 3 5. 31.0
Ottawa ... ....................... 310 24.5

Chile ............................... santlago ............................ 41.3 30.3
China .............................. Ilarblu ............................. Tins ...... 39.9 ..........
Colombia... ............. ogotla ............................ .......... .47.2..........Ecuador ................... ouayaqui R .. ............... Tht ...... 320 3.0
Egypt ........................ Uayqi $it. N.) ........... Ti s 3.7 . 0
France ........ ............ ( ....... 43.7 ...
Ornany ........................... Prilan (H. N.) ...... - ..... 3. 31.0

India n...................r.....................3 5.9 31.5
Iraq ................................ Cagcda........... ...... 417 3.0
Italy .............................. Baghdad .. ).............do .0 3 07
jIaly .......................... o ...... . Tins .. 8

..................... Toy.... ................ 12.8 ....... 2 ..... 23.
Netirland East ladles...,......... Batavia R. NAC ................. 0.5 36.4
Periah East . . .. hn........a .. ).............. Tis ...... 1.0 52..2
Peru ...... ........ ....... Teean....................... I...do ....... 3.0 31.5
Poland ........................ Warsaw ..................... o . 3.0 31.9
Portugal .................. .... Lisbon ......................... ........ .7 ..........

Rmana ........................... uichrest (R ) .................... . ...... 2.1 ..........
Runia ....................... C st........ T ...... 3.7 . 0
Turkey . .................... atnol....... is 97 3.

Union of tFouth Africa......... Johannesburg ..................... 1 Bulk ...... 50.0 55.0
United Kingdom ................. .London (H.) ...................... 3............ 3.4 34. 5

Southern Scotland (R.)......... ............ 34.4 35.5
INorthern Ireland .............. i........ 0 7

Venezuela .......................... Cars ................. a 32.8

Yugoslavia ......................... Belgrado .................. Bul...... .... 45.2

I Includes tax of 14 cents per Imperial gallon, I Includes tax of 8.3 cents per gallon
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Non.--All data from United States Bureau of Foreign Commnerte, Minerals Division, Special Circulars,
Nos. 726 and 749.

Oasoline prices in 59 cities, 1906 and 19

Fet). I,1920

Nwark, N..........
timer, Md...............Charinto9, S. C ..........

Norfolk, Na ..................
Bichmon4d.Vs..........
Roanoke, va .. .........
Charleston, W. Vs.......
Clarksbu g, W. Ve ...........
Parkersburs, W. Va ..........
Wheeling, W. Vs .............
San Antonio, Tex .............
Mir, Tex............Pooriat III .D ...........

Muron, a A ...........

Bu ison ...............Ear loe NCitUa ....
Olt, 4dan ..................

In Ifott0,4, Mas ..............
oon. M, Al ..................

flavannah. Ca ..............
Jaksonvllle, a~ .............

itm, VIA. ..................
Pensacola, Fla ................
Alexandria, La.............

Onee per
gallon

15
18
isis
is
1
18
is
1is
15
is
12.5
10
19
10
21.5
23
Is
9D
19
19
18.5
19
19
16
17

Feb. 1,
1929

Cents per
gallon

18is
Is18
18
15
18
18

22

16
18

1

15
19
18
,Is22

19

laton Roue, La.........
Luke Char lota........

w Orlea ........
hroveportc La ...............

Z La ..........

KnoxvillePue ..............h tsn~l, Tenn ..............
01 npla Tenn .......
vIt aso,tex ...........

toton, Tel .................
[elens, Mont ... 4..........

Calf ............Fresno, Iaf .........
San rnioalt.....
Seattle, Wash ................Spokane, Wash ...............

tacoma. Wash .............
PorthQ., Orog ...............
Reno, Nov ...................

Cheyenne Wyo ..............
Omaha, Nebr.... ......
Washington, V. u ............

average gasoline price Feb 1.
Crude oil price Feb. 1 ........

Feb. I, Feb j,ivac lirs

cts pter
gallon

18
17.5

18

1618

18.5
18

18

21.

17.25
is

1%i00
$2.04

Cels petr
gallon

10
17.8
17.5
17
17
19
18
19
Is
17
15
15
215
17.5
is
181
22,5

22
19
16.25

Authority: O11 Price Handbook, 192$, 1929, compiled by the National Petroleum
Ohio.

Ai,,ve prime do not include the gasoline tax which varies In dilerent states.

IS1ews, Cleveland,

OIL EXPORT TRADE VANISHING

Our export trade Is being lost regardless of tariff legislation as shown by fol-
lowing figures:

Value of expors January
to 8 eptem Vau Volume

Commodity value gin (+.
In or Ion

1081 1080 -)

Per cge Per cent
Gasoline, naphtha, and other light products ........ P7,87.0 sm 0W% 723, 000 8M.7 -me.
Lubricating oil......................................... ,028000 70,77% ow 31.4 -20.9
Illuminating 01 .......................................o- -- 8, 0 10 6 000 40,1 -27.5
Oas ad o - -- oil ................................. 188 4,000 27.8 -18.0
Crude petroleum ............ -.......................... 15 000 25,400,000 87.9 +0.&

rl w ..................... -7.3
00wag 20,81 0,0 00 5.7 .......

Exports of petroleum and petroleum products averaged 46 per cent lower in
value than a year ago. The volume of crude petroleum shipped abroad during
three quarters of 19031 was 19,626,000 barrels, valued at $15,820,000, an increase
in quantity of 6.5 per cent above the 1930 figure, but a decline in value of 37.0
per cent. The volume was 32 per cent above and the value 29 per cent below
the 5-year average.

Third among the chief exports Is gasoline and naphtha, with a value of"
$87,878,000, 56.7 per cent lower than a year ago and 53 per cent below the 5-year
average value. The quantity exported during the first nine months of 1931*was
34,198,000 barrels, 30.6 per cent less than in 1930, but only 14 per cent below
the 8-year average. Although the average export price was only $2.57 a barrel
against $4.11 a year ago, most of our best customers purchased snaller quati-
titles. However, larger amounts were taken by the Netherlands, Sweden, Japan,
Philippines, and Mexico.

580
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Exports of lubricating oil totaled 6 038 000 ba roe, valued at $48,528,000, a
decline in quantity of 20.9 or cent below both i30 and the 8-year average and
31.4 per cent below the 19&0 value and 81 per cent lower than the 5-year aver-
age. Ilninating oil voltae was 27.5 per cent less than in 1980 and g7 per cent
below the 1026-1930 average. The value was off 46.1 per cent from 1930 and
57 per cent below the 5-year average. The volume of gas and fuel oil was 18.9
per cent smaller than the 1930 exports and 26 per cent below the 5-year aver-
ago. The value was 27.5 per cent below that of the January-September period
of1030 and 40 per cent smaller than the 5-year average.

NoT.-Autxority 44th Quarterly Issue, "Our World Trade" Chamber of
Commerce of the United States, January-September, 1931.

Price of gasoline does not folowo pris of crude otl-Comparative statement of press
of gasoline at service stations, les gasoline gas, in SO representative cities of the

united States for the years 1996 and 1909

Differ.
.Doc

AVe * t till betweenso Avers priof. of de
i Ol por (Not *rite vrtoeote crupjg~olme re~oveo'r f .. rce
FprtaWl IIrovery wihot ..

te el brrel $wuoe
pr or er, etude oil t i. il fr omo

crude

Pt cent Cotn
February, 9-s .............. ...... $2.04 38.5 1. 17 it 0 $l. 2 so
February, 1020 ............. ........ ,l 44.0 1 18 $ &40 $

Ju ,13 ................ ..... .1 4.u 0O J
December,~~~ ~~~ 1 1........ .... ... ... . L ....... m ti

IAverage retail values not available Dec. 31, 1931.

The above figures show that losses to the producer and landowner,
due to lower pnced oil, did not proportionately benefit the consumer.

Production and price relationships

Reduced production Reduced prices

Are& AverageYear Production Date crude
prime

Barrels
United States ............................................... IM 1-00-8--- - 1 ........... $1.97

Do ..................................................... 1930 898,011,000 .......... 1.19
Do ..................................................... 1931 80, o00 000 .......... . .

Oklahoma .................................................. 1929 26,004,000 Jan. 1 1.30
Jan. 24 1.20

Do ...................................................... 1930 1,48,00 Feb. i ID.0
Apr. 10 1.29
Oct. 28

Do ....................................................... 1931 180,000,000 Mar. 5
June 1 .
July 3 .18
July 24 .8
Aug. 22 .62
Nov. 2 .77
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Imports of crude petroleum and refined product# from principal countries, I7-
1981 t

(Qutitty in barrels of 42 Unitd States gallons]

Forlols op$ and
Crude 1u. other U.

Principal oountris Year petroleum e ! fins hfulOH ilstillates

Mexico ............ 2,019,08 6 023,80 N

1 3,811, 1
'1931 4999,473 1,69:6 0511iaS 794,34 98

Trinldad .......... 1w 454,467...........4...
192 490,822 at40 ;Of.

19 2399 6 4, 00 ..........
1930 2 663 ........ .......

'19,1 23132 .............
Ntzr ed West 1927 10,1 2 8N lan 5, .20

192i 24 3980 387 U2,47,160
199 162R480 18,317,358.........

1930 9,780%217 2393198....
$lost 1,908,308 13,029,07.......

Peru Cm ............... ......19M 1,,24.1285 ..... ..........

'19 17e35 .. ............. ...

Eu.do........-.. 12 8,7. . .............
193 1,281,010........... ......

'1981 224,541 ..............
Venezuelan....... 1927 11 875 ............ .....

192M 21,987,819 90,32.......
192 34418 5........

1900 28,299,349 66,212 ......
1931 13,836, , 62 ...........

Ecuador ........ 19 27......... . .1928 765,2it1...............
192 1, 278,838......... .6.......
1930 1,215,472........... ......

11931 82k, 298 ........... ... .:
Toil from prinol' 927 57,881,823 767,7 322 58s400

pa countries. 928 78,8 , 140 764,494 15,000
1929 70,883,467 19,979,026 ........
1930 6 2101,044 25,619,059 133,012

11931 29,097,601 18,83,071 958
Total from all oth I 1927 ",0 M3,870 32,903

er eoumnttles 1928 881,832 53,680 4,
192 49,105 886472 5,203
193 28,375 463,324 1&,981

11931 13 230,271 11,759
Total from all 1927 &%,382,032 8,124,192 9130

counriel 192 79,766,672 7,268,147 1,6
1929 78,932,872 20,845,498 5,S0
1930 62, 129,419 26, 080, 383 148,993

'1931 29,097,614 14,053,342 12,712

Sotntci: Bureau of Foreign and Domestic Commerce.
I Seven montbs; preliminary figures.

Gasoline,naphtba,
a othr
fintshed

light
products

1t823,005

229,371
240mil 2

to 1!6 070
39 4612
01,472

7,494,107
15 472;,G
7,749,320

80,612
51,800

7,023148548

04,448

4,781,962
4,083,474
8,799,98

8,8507.005
220,344
114,234
34,344

101,616
3,210

5, 002300
4,197, 708
S, 834, 30

16.926,800
8,560,215

Illumi. I Jtbrl.
eating oil cat ug
(keroen)i 0115

41,800

154, $171
1930
357tooO

90657
11,411
5,922

13,086
33s246
7,063

44
2

4
3,344

N 505
0,443

.. .. ... . =. =

200,279 8,347
205,282 6,05
197,2906, 063

8,819 64063
we6 8,045

1,466 9,299
2726 33209

796 18,075
140 13,010

55,435 7,952
201,745 12,646
208,00 89,854
200,068 24,728

8,95 19,473

Totl

34,174,329
U ^'6 92114,737, 9W
12, 0002

1,21t3,729

113622714, 23, 074
30, 307, 75
42.0 5017
49, 225,849
92, 700,171
7, Do; 001

14, 24, 0
7, 315, 000
1,1937, 06
1,275,6625
1,454,30
1,281,010

224,841
11,430,8"s
22,226,00
34,498, 834
26,801,75613,02

11215,472
8,28,295

70, 57, 023
89,943,734

107,873,763
104, 982,102
51,473,912

1,096,7971,525,146
691,174
028,307
278,403

71,063,8
91,46,880

108, 564,937
105,510,40

51, 752, 315
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Imports for three years--all products

Product ION2 1929 10,0

Barrel. Barrels Jrrels

Crude petroleum .. 798......03 7........,37......2 6 72 , 8 612,
Gasoline, naphtha, an other finished light prout ................ 4,107,708 8 4, 8Mt 1,000

r e ta.c. ............... 04 2......0.. 0,
IubHeatun oi, including parffi o il............. 120 o 3(03834 24,71

So I , d fu o ...................................... 2 147 2 40 .
T opo an d a u al n~ Sl tlu aM ............. ........................ 0 l~ ig

Pouns It*' poud s

yaraffn and paraffin wax ................................... 27 74f 0 40.PA9, % 8%,205000
MlMeral wa ................................................ 10001,181 1,,
CandleS .................................................... .. 1 16.170 1,1,717 72162

Lon to.s I Long tons' Lon ton a

Asphalt and bitumen ............................................. 1040778 107,08 47,406

'280 punds equal ahburro.
8.58. barrel equal 2,000 pounds.

lExports of crude petroleum and liquid refined products, 1917-1980-1981
[December, 1931, estimated)

Crude oil Refined prod. Total value
Yea (barrels) ucts (barels)

102" .................... *........................................ 14030401 Ilk, 39, , $%q,
I9 ................................................ 1,061 ,802 1260,16,41 2 8 %.,21,0
1 ................................................. 2, 340 1 100, 3"s 1 08 8 41, 191o 000
1980....*............ ................. .. 000
1931 . . ............. 27$6R00w I 10,000000 2 70, 458000
ESxport shrinkage in 1931 (about 48 per oent)................................ 78AA000

NotI.-Authority, U. 8, Bureau of Foreign and Domestic Commerce and U. 8. Bureau of Mines.

Imports of crude and refined products

Year Barrels Total value

1929 ........................................................ 1 ,00110 $143,118000
IO ....................................................... 10,

1931 ........................................... ......... 000O 000 ON,0,0

Revenue which would accrue to the United State, Treasury if the proposed tariff on
petroleum and refined products were in effect-principal imported items

[Based on statistics for 1930)

New York
Quantit Unit of duty wholesale Rate of Tariffumpor price duty revenue

average

Barrels Barrels
Crude oil ................................ 02,120, 419 62,129,419 ............ $1.00 $82,129,419

Fuel oil ................................. X 08A 383 A 08, 3 ............ 1L00 28,080, 83

Gallons 50 ver cent
Distillates and topped oils ........ 1.48,993 6,287,706 0.0 80 0.3 0 188,962
Gasoline ........................ 1,96001 710,828, 600 .050788 .0403 28,68301
Kerosene........................... 200,080 8,403,612 .070077 .0353 29K047
Lubricating oli ......................... 24.728- 1,038,878 1.30 t.15 188,788

Pounds Pounds
Wax (parafilne) .......................... 42,74, 399 42, 764,99 1.8 .018 76,789

Total ................................... .....................

I Does not include asphalt, pertoleum coke, and medicinal oils.

Nou.-Should a tariff cause Importations of oil to cos, the Increased value of domestic oil, oa,4 and
allied induatrie, will provide an equal amount of Federal revenue.
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DEMOCRATIC PLATFORM, 1928, PaoMsu PROTCTON TO UNITED STATES
NATURAL RESOURCES

The Democratic tariff legislation will be based on the following policies:
(a) The maintenance of legitimate business and a high standard of wages for

American labor.
(b) Increasing the purohasn 6 power of wages and income by the reduction of

those monopolistic and extortionate tariff rates bestowed in payment of political
debts.

(c) Abolition of log-ro!l ng and restoration of the Wilson conception of a
fact-finding tariff commission, quasi-Judicial and free from the executive domina.
nation which has destroyed the usefulness of the present commission.

(d) Duties that wtll permit effective competition Insure against monopoly
and at the same time, produce a fair revenue for te support of government.
Actual difference between the cost of production at home and abroad, with ade.
quate safeguard for the wage of the American laborer, must be the extreme
measure of every tariff rate.

(e) Safeguarding the public against monopoly created by special tariff favors.
(I) Equitable distribution of the benefits and burdens of the tariff among all,
Wage earner, farmer, stockman, producer and legitimate business in general

have everything to gain from a Democratic tariff based on justice to all.

MININO

Mining is one of the basic industries of this country. We produce more coal,
Iron, and copper than any other country. The value of our mineral production
is second only to agriculture. Mining has suffered like agriculture and from
similar causes. It Is the duty of our Government to foster this industry and to
remove the restrictions that destroy its prosperity.

COAL

Bituminous coal is not only the common base of manufacture but is a vital
agency In our interstate transportation. The demoralization of this industry
Its labor conflicts and distress, Its waste of a national resource and disordered
public service demand constructive legislation that will allow capital and labor
A fair share of prosperity with adequate protection to the consuming public.

REPUBLICAN; PLATrORM, 1928, PROMISES PROTECTION TO UNITED STATES
NATURAL RESOURCES

We reaffirm our belief in the protective tariff as a fundamental and essential
principle of the economic life of this nation. While certain provisions of the pres.
ent law require revision in the light of changes in the world competitive situation
since its enactment, the record of the United States since 1922 clearly shows that
the fundamental protective principle of the law has been fully justified.

It has stimulated the development of our natural resources, provided fuller
employment at higher wages through the promotion of industrial activity, as.
sured thereby the continuance of the farmers' major market and further raised
the standards of living and general comfort and well-being of our people. The
great expansion in the wealth of our nation during the last fifty years, and par-
ticularly in the last decade, could not have been accomplished without a protective
tariff system designated to promote the vital interests of all classes.

ALL SECTIONS DUNE ITED

Nor have these manifest benefits been restricted to any particular section of the
country. They are enjoyed throughout the land either directly or indirectly.
Their stimulus has been felt in industries, farming sections, trade circles, and com-
munities in every quarter. However, we realize that there are certain industries
which can not now successfully compete with foreign producers because of lower
foreign wages and a lower cost of living abroad, and we pledge the next Repub-
lican Congress to an examination and were necessary a revision of these schedules
to the end that American labor in these Industries may again command the home
market, my maintain its standard of living, and may count upon steady em-
ployment In its accustomed field. Adherence to that policy Is essential to the
continued prosperity of the country. Under It the standard of living of the Ameri.
can people hasbeen raised to the highest levels ever known. Its example has been
eagerly -followed by the rest of the world, whose experts have repeatedly reported
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with approval the relationship of this policy to our prosperity, with the resultant
emulation of that example by other nations.

TAlly VITAL

A protective tariff is as vital to American agriculture as it is to American
manufacturing. The Republican party believes that the home market, built up
under the protective poloy1, belongs to the American farmer, and it pledges Its
sue port, of legislation which will give this market to him to the full extent of his
abillty to supply It,. Agriculture derives large benefits not only directly from the

tective duties levied on competitive farm products of foreign origin, but also,
Ii'irectly, from the increase in the purchasing power of American workmen em.
ployed in industries similarly protected. These benefits extend also to persons

aged In trade, transportation and other activities.
The tariff act of 1922 has Justified itself in the expansion of our foreign trade

during the last five years. Our domestic exports have increased from $8,800,000,-
000 in 1922, to $4,800,000,000 in 1927. During the same period imports have
increased from $3o00,o00 to $4,400,000,000.

EXPORT& NOT HAMPERED

Contrary to the prophecies of its critics the present tariff law has not hampered
the natural growth in the exportation of the products of American agriculture,
industry and mining, nor has it restricted the importation of foreign commodities
which this country can utilize without jeopardizing its economic structure.

The Unitei States is the largest customer in the world today. If we were not
prosperous and able to buy, the rest of the world would also suffer. It is Inoon.
livable that American labor will ever consent to the abolition of protection which
would bring the American standard of living down to the level of that In Europe
or that the American farmer could survive if the enormous consuming power of
the people in this country was curtailed and its market at home, if not destroyed,
at least seriously impaired.

MININO
The money value of the mineral products of the country Is second only to agri-

culture. We lead the countries of the world in the production of coal, iron,
copper, and silver. The Nation suffers as a whole from any disturbance in the
securinK of any one of these minerals and articularly when the coal supply is
affected. The mining industry has always een self-sustaining, but we believe
the Government should make every effort to aid the Industry by protection, by
removing any restrictions which may be hampering its development, and by
increased technical and economic research investigotions which are necessary for
Its welfare and normal development. The party is anxious, hopeful and wiUing
to asist in any feasible plan for the stabilization of the coal-mining inAustry which
will work with justice to the miners, consumers, and producers.

Senator RED (presiding). Mr. Franklin, your 30 minutes havee red.
Mr. FRANKLIN. I should like to out in an analysis of the Tariff

Commission's report, prepared by Mr. R. C. Osterstrom and Mr.
J. W. Chewing, of the Pure Oil Co.

Senator Rnn (presiding). Without objection permission will be
given.

Mr. FRANKLIx. This is in addition to the report which is a part
of the record of the hearings of the Ways and Means Committee of
the House of Representatives.

THn Pun. OIL Co.,

Mr. WEnT FRANKLIN, Chicago, February 4, 193.

Washington$ D. C.
Dtqn Ma. FmAKLzN: I am attaching a letter written by our Mr. Chewning in

further connection with the Tariff Commission's report, which you will undoubt.,edly Bud Intereting and possibly of some value.
This being forwarded to you for what it is worth.Very trMy yours,

It. C. OscTZsAToU,
The Pure Oil Co.

111(2-42---4
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Pun OIL Co.,
rebruary lt, 8,9.

DmA Ma. WAGIR: Continued study of the Tariff Commission's report on
relative cost data of foreign and domestic petroleum and it products reveals that
the cost tables the comindsIon presents are all right as statistics, out misleading
to one who undertakes to arrive at true roative costs. Its method of allocating
costs obscures the relative value of Venezuelan crude-which dominates foreign
costs and values-almost to the vanishing point,

It is well known in the refining Industry that Venezuelan and other crude of
Its lam are suitable for making just two products, vis, commercial gasoline
and bunker 0 fuel. As has already been shown in Mr. Osterntroni's letter to
Mr. Wirt Franklin deted January 26, this crude, when refined by the Proper
methods, yields these two products approximately volume for volume. That is
the sum of the volumes of the products (gasoline and fuel) approximate the
original volume of the crude, and consist of 80 per cent gasoline and 70 per cent
bunker C fuel. Actual yields are 30 per cent gasoline, 5 per cent fixed gases and
85 per cent fuel oil. But since the fixed gases are used as fuel it comes to the
net result of 30 per cent gasoline and 70 per cent fuel oil which figures are used
for simplicity.

If we forget for a moment the ponderous mass of data with which th e commit.
sion has become entangled and consider its determined average cost of Venezuelan
etude delivered to the Atlantic Seaboard for the 4-year period 1927-1930 con
pared to the average price of gasoline and bunker C fuel for this same period
the calculation of the cost and profits obtainable from a barrel of this crude
becomes simple. We have:
Average cost of I barrel crude delivered to Atlantic Seaboard ........... $0.87
Average cost of refining (Maximum of Commission's Findings)........ .30

Total cost of I barrel finished products consisting of 80 per cent
gasoline and 70 per cent bunker C fuel ...................... . 17

Average value of 30 per cent barrel of gasoline over same 4-year period' 1. 25
Average value of 70 per cent barrel of bunker C fuel same 4-year period Y .. .80

Total value per barrel---------------------------. 2. 11
Net profit per barrel ....---------------. 94

Regarding these figures from a standpoint of practical common sense supplies
the most trustworthy evidence of thelh essential truthfulness. We know that
the United States Government has often in the past years delivered Mexican
crudes of essentially this class to Atlantic and Gulf coastal refiners and received
in return bunker C fuel barrel for barrel. Inspection of the above figures shows
that the excess value of a barrel of fuel oil over the original crude from which it
came is a little more than sufficient to pay carrying charges. These values would
taly up almost exactly If we placed the crude on a market hais Instead of a cost
basis.

It will be noted that the crude and refining costs give, akove are those the
commission compiled (obtained from refiners). If we substitute the transporta-
tion and refining costs which Dr. Holland has already shown should be used here
and which are brought out in Mr. Osterstrom's letter to Mr. Witt Franklin dated
January 26, 1932, the net profit will become $1.15 per barrel instead of $0 4 per
barrel.

Returning to the commission's cost comparison it will suffice to point out a
few of the absurdities to which these comparisons lead:

(1) By grouping gas and fuel oils together it arrives at an average value for
those products combined somewhat higher than the real market value of industrial
fuel oils. This fact is drawn out and made to appear that It is assigning too high
a value to the foreign crude products grouped in this class when In reality-if gas
oil and Industrial fuel oil were segregated--it could be shown that relatively too
low a value is assigned to the Industrial fuel poftion of which the Venezuelan
product should consist entirely for this purpose of comparison.

(2) In Allocating costs the domestic fuel products, being of low market value
compared to the other products from this crude are made to absorb only about
17 per cent of the costs, while the same products from foreign crude must absorb
50 per cent of the costs. The result is a cost factor for the foreign products O se

I Tam trotq O Price USadbook for 1930, which shows detail prices for 1930 ani average price for the
%-"
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to the actual, while for the domestic product it is probably les than one-half the
actual cost. This is brought out very strikingly when one notices that the costs
the commission determines for fuel and gas olls from foreign crt'de I are 93 per
cent of the cost of the crude from which they came, while the costs determined
for the same group of materials from domestic crude are only 89 per cent of the
cost of the crude from which they came. All of this simply means that bunker
C fuel from Venezuelan crude can be sold at a very handsome profit onder average
market conditions, while it must be sold from domestic etude at a great loss.
14oto again that gas oil is grouped here and hence does not get its fair share of costs,
From Venezuelan crude properly handled, there is no gas oil other than that which
is cracked, so that this grouping simply serves to obscure the enormous difference
in cost of making bunker C fuel from Venezuelan crude as compared to domestic
crude.

NoTs.-These figures were calculated by averaging the costs shown in Appendix
Tables 118 and 119 for foreign crude and Tables 120 and 121 for domestic crude.
These tables give the commission's summary of costs for the years 1929 and 1930,
respectively.

(3) A comparison of Appendl Tables 128 and 120 which show detailed dis-
tribution of refining costs for 129 and 1930 shows that it cost 5 cents more in
1930 than in 1929 to refine a barrel of foreign crude. This increased cost is
attributed by the commission to installation of cracking equipment and is
pointed out several times, both in connection with increased gasoline yields and
increased cots-notably on pages A2 and 60 of Part II and on page 43 of Part Ill,
Yet Table 41,' Part IIt, shows that the cost of a gallon of gasoline from foreign
crude was 51 cents ' lem In 1930 than in 1929, and that the foreign products cost
90 per cent of the domeltie product's cost in 1929 while it cost only 86 per cent
of the domestic product's cost in 1930.

In other words, one must conclude-from the commission's figures and dis.
cussions of the same-that it costs considerably less to make a gallon of gasoline
by cracking Venezuelan crude than straight run gasoline costs from the same
crude. No one who understands the piinclples of petroleum refining could
green to this.

(4} On page 30, Part IIi, the commission states:"Fuel and gas oil have necessarily been treated as one product. House Reso.
lution 891 calls for the determination of costs for fuel oil, but there is no clear
Inue of demarcation between it and gas oil, and the questionnaires make no con-
sistent distinction."

Here again the commission has been so grossly misled that it has failed utterly
to comply with the explicit direction of House Resolution 391. There Is just
as clear a line of demarcation between gas oil and fuel oil as there is between
gasoline and kerosene or for that matter between any other two commercial
products of petroleum which He adjacent to each other in their distUlation
ranges.

Yours very truly, J. W. CKrUwrnN.

Mr. FRANKLIN. By way of extension of my remarks, as suggested
by the presiding officer, I should like to say:

The oil excise taxes in the proposed revenue law are practically the
only ones which will produce large receipts for the Federal Govern-
mont without imposing additional burdens upon industry, commerce
or the ultimate consumer. At the rates fixed of 1 cent per gallon
upon the various petroleum products, over $40,000,000 will be
assured, if we base this estimate upon the average amount of imports
for the past three years. The various items upon which this total is
estimated are as follows:
Crude oil, 2,636 367,888 allons, at I centFuel and gas ol 1 400273 4834 gallons at I cent................. 02t33
Gasoline, zaphtha, and other finished light products, 551,849,414 ,0, 343

gallons, at 1 cent .......................................... 5,13, 494

Total -------------------------- 41,904,151

6 appendix buio cost Tables i1, 119, 10, and 121.
'eentages calculated from ceomlirative costs given In above tables.
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If the proper distinction had been made between gasoline and crude
oil so that the former were taxed at a rate proportioned upon the tax
levied on crude oil, a 3 cent impost would have been set as the rate on
imported gasoline. In round terms, it requires three barrels of crude
oil to produce one barrel of gasoline. If the same rate is fixed for
both of these commodities, it would be more economic to refine the
(.rude oil before importing it, thus affecting American labor now
engaged in American refineres. If this amendment were made, solely
to equalize the rates in the present bill then a tax of 3 cents per gallon
upon gasoline would produce from this single item $16,540,482 in.
stead of only $5,513,494.

In order to prevent evasion through fals, declarations and also to
add a substantial amount to the revenue receipts, the foreign etroleum
products now omitted from the bill mi ht be included as follows, the
fgures given here, as also above, being based upon the official govern-
ment data:

TopJs and other refined distillates, 2,717,534 gallons at I cent ......... $27, 175
Krosene, 5,873,994 gallons, at I cent .............................. 8, 739
I',bricating oil, 1,339,548 gallons at 4 ;onts ... ...----..--- -.... 53, 581
Paraffin and petroleum was products, 46,928 711 pounds, at I cent .... 409,287
Natural asphalt and petroleum asphalt and bitumen, 73,770 long tons,

at $2 ........................--- -. -- - .. 147,40

Total.............. ..... . 780 322

Since, according to the United States Tariff Commission, the differ-
ential between foreign and domestic production costs is $1.03, it is
self-evident that the imposition of a 42-cent tax upon a barrel of
foreign crude oil will not constitute any embargo and should not
materially affect the volume of these imports. geither should the
gasoline tax, even at the increased figure which would make it equi-
table, constitute any barrier against this foreign product.

The suggestion that these excise taxes would adversely affect the
importations upon which they are estimated is less valid when ad.
drovq.ed to this tax than when it is considered in relation to the many
other forms of taxation proposed in this measure. All tax history
demonstrates the fact that the imposition of a tax burden upon any
comiimodity or upon any business practice (such as stamp taxes, etc.)
acts as a handicap or a deterrent. This is especially true in the case
of the "nuisance taxes," so called. It is also especially true in the
case of ordinary taxation upon commodities in which the margin of
profit is very low. There have been cases in which production has
ceased and other cases in wh,ch importations have ceased because the
tax burdens have become prohibitive. This is not true in the case of
the oil exc'i taxes. Accordin to the analysis of the United States
Tariff Commission report made by Dr. W. W. Holland, of Toledo,
Ohio, and quoted in the House Ways and Means Committee hearing,
the importer of foreign petroleum now enjoys a net profit of 94 cents
per barrel. Computations based upon other portions of the report
show a net profit of $1.15 per barrel. The Imposition of an excise tax
6f 1 cent per gallon or 42 cents per barrel would still leave the foreign
importer a net profit of 73 cents.

This same report of the United States Tariff Commission gives the
profits on the domestic product as only 11 cents. It requires no
Cher mathematics to demonstrate that a tax of 42 cents upon

K"
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foreign petroleum, which leaves the Importer a net profit of 73 cents
or a clear advantage of 62 cents over his American competitor, should
not seriously decrease the continued importation of the foreign product.
It would decrease the enormous profits now made by the oil importers
at the expense of American industry and to the detriment of Amer.
lcan labor. It would probably be the first blow struck at the ap.
preaching monopoly of the American petroleum industry now being
created by these great oil-importing corporations. It would consti.
tute a positive encouragement to the American oil interests and
might prove the entering wedge through which, ultimately, they
may obtain a fair competitive field.

The imposition of this tax upon imported petroleum and its 'e.
fined products would not impose any additional burdens upon to
prices paid by gasoline consumers. It is well known that there is
no essential relation between the prices paid for gasoline and the
prices paid for crude oil. Compaiison of these prices in typical
cities of the country over a period of years demonstrates the fet
that gasoline has sold at its highest price when the crude oil fromi
wbich it, was produced aold at an unusually low price. Conversely,
gasoline has sold at record low prices when the crude oil from which
it was produced had reached an unusually high figure. Actually tbe
price of gasoline is determined by the great distributing corporations
which manipulate it at their will.

The fact that incredible dividends were paid (luring the depress.
sion period by the subsidiaries of the oil-importing concerns ranging
from 100 per cent to 400 per cent per annum, demonstrates the
enormous profits now being reaped by these organizations, at the
expense of the consumer.

It i. apparent to the unprejudiced student of the petroleum situ .
tion that while the Federal Government might realize from approxi..
mately $40,000,000 to $60,000,000 annually tl, rough these excise
taxes, or, by Justified increases in the rates an even larger sum, no
excessive burden would be placed by them upon American industry,
American labor, or any American capital except that which has been
profiteering through the duty-free admission of these foreign products.

In the event that the purposes of this tax measure should be
defeated by any movement on the part of the great oil-importing
corporations to decrease their importations, the Nation's require..
ments could be adequately met by the American petroleum industry
which would thus be enabled to reemploy approximately 300,000 o l
workers now idle with a stimulating effect upon related industries
upon which approximately 2,000,000 persons depend for their liveli.
hood. The restoration of the consuming power of these people would
be reflected at once in a new development of prospertiy and would be
registered in the tax receipts of the Federal Government from incoee
taxes, corporation taxes, and from items included in this bi!l row
under consideration.

Furthermore, the imposition of this tax would have a stimulati 1
effect upon the petroleum situation in this country. While it slhoulR
not necessarily cause any decrease in o*I imports for legitimate pir-
poses, such as supplying the demand of those now using foreign
oil or its derivatives, it would prevent the use of these imports as a
club to force down the prices of the American product below tl-he

545
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amount of tax thus fixed. In the past through either the fact or the
threat of greatly increased importations of foreign oil, American
producers have been forced to sell their product at the price of 10
cents a barrel of 42 gallons. This low price has not been passed on
to the consumer but has been absorbed in profits by the subsidiaries
of the oil importers. The excise taxes in their present form would
thus establish a 42 cents minimum price. While this would not
affect the consumer and would not create any serious competition
with imported oil, it would be of great value to the American petro.leum industry. . .

The propriety of this excise tax should not be seriously disputed.
Both political parties have repeatedly declared in favor of the prin-
ciple involved in this measure. They have at times been so specific
as to urge the imposition of excise taxes on foreign products for the
purpose of creating revenue especially when national emergencies
such as the present arise. If it is right to tax the products of Amer.
ican industry, then it should also be right for us to tax the products
of foreign labor. If it is right to tax the poverty of the poor, it
should also be right for us to tax the profits of corporations now paying
dividends ranging upward as high as 400 per cent.

This measure is justified in advance by the example set us by other
nations, many of whom levy heavy excise taxes upon imported foreign
petroleum and its products. The Netherlands have just put into
effect a special import duty of 6 florins per 100 kilos, or approximately
6.83 cents for each gallon of gasoline, in addition to the former excise
tax of 1.28 florins per 100 kilos, or 1.43 cents a gallon which had been
levied upon all gasoline both import and domestic refining. The
Government of Batavia as just increased its gasoline excise tax to 9
florins on each 100 litres or 13.7 cents per gallon. This is in harmony
with what seems to be the consistent and widespread attitude of other
countries on taxation, many of them levying extremely heavy taxes,
especially upon petroleum products even when these countries neither
have petroleum reserves in their own lands or in their colonies. Com.
pared with the oil excise taxes imposed by other countries, those sug.
gested in the proposed revenue bill are extremely modest.
- Most of the arguments offered against the excise tax on the ground

that it might unwarrantably limit oil importations arc based upon
the present production figures in Venezuela. While it is true that
Venezuelan crude oil last year totaled 25,224 620 barrels out of the
47,249,655 barrels imported, and while the fuel oils and gasoline from
that country almost constituted the total amount of such import.
tions we must face the fact that Russia is rapidly becoming an impor.
tant factor in our oil-importing situation. During the past year and
in the present year cargoes of Soviet oil have been landed in this
country at prices far below the production prices current in Venezuela.
The Russian oil output last year totaled approximately 160,809,840
barrels, exceeding X enezuelas total by about forty-three and two-
thirds million barrels, representing a gain of 21 per cent over the 1930
figures. In view of the prices declared at port of delivery, sometimes
as low as 1.96 cents, it is clear that the excise taxes stated in the
present bill will not constitute any protective tariff or embargo so far
as Russia is concerned.

Objection to the inclusion of the excise taxes in the revenue bill on
the ground that they should be brought up in a special tariff measure

846
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is ill-founded. If these proposals were designed solely for the protec.
tion of the American industry, they ihould be much larger. They do
not constitute a tariff, properly considered. They will produce
revenue, They are appropriate provisions in any revenue measure.
There are a number of precedents for their inclusion.

The American petroleum industry sought a tariff from the present
session of Congress. It did not propose these excise taxes. The
Ways and Means Committee of the House, on its own motion, in-serted this provision in the revenue bill for the purpose of obtaining
additional revenues. In order to expedite the balancing of the
Budget and that we might not appear to obstruct in any degree, such
action by Congress, the American petroleum industry did not press
the bills establishing a tariff upon foreign petroleum and its products.
It tacitly agreed to the sacrifice of a goal toward which it had been
working for several years with very bright prospects of success at this
session. Although suffering from the unfair competition of duty-free
foreign products which make no contribution whatever to State or
Federal treasuries to which the American product paid tremendous
taxes, it was willing to subordinate its interests and possibly its whole
future, for the next few years at least, to the national necessities. It
practically stepped aside and supported the present revenue bill
although the consideration given the American oil industry through
these oil excise taxes was far below what might have been expected if
the condition of this American industry and its intimate relationship
to general prosperity had been considered.

While we do not stress this moral responsibility and prefer not to
over emphasize any implied obligation, we, nevertheless, feel that the
fullest consideration is due these oil excise taxes. If they are elimi-
nated merely through the influence of those who are profiting through
foreign oil importations then we must feel that a gross injustice is
being done and that mlions of dollars of potential revenue are b#ing
sacrificed without adequate justification. That such revenue can
be obtained is indisputable; that most of those who oppose it are
concerned about their own profits more than they are about the poten-
tial receipts by the Federal Government must be clear. Had the
same motives actuated the responsible leaders of the American petro.
leum industry they would have either directed their efforts toward
securing a high protective tariff or else would have urged upon the
other branch of Congress the correction of the very low tax figures
proposed in the bill.

Senator CONNALLY. Senator Hull, would you be willing to wait
10 minutes longer?

Senator HULL. Yes.
Senator CONNALLY. Mr. Franklin, there is one point you have

not had time to develop, the relation between gasoline and crude oil;
the price of crude oil is not always reflected in the price of gasoline,
is it

Mr. FHANKLIN. What I said to your Senators about the revenue
this would produce, I will refer you to a member of the Ways and
Means Committee, Mr. Sanders of Texas, who on the floor of the
House, when challenged as to the revenue this bill would produce,
said, and I am quoting from the Congressional Record, page 6287,
from a speech made on Monday, March 14, 1932:

Mr. SANDSRS of Texas. I can answer that yes and no, because they have been
on both sides of the creek.

4547
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Senator CONNALLY (interposing). That is now about the matter of
revenue.

Mr. FRANKLm. Yes. He is referring to the Treasury Department:
I will admit that Mr. Mills stated that it would not produce any revenue, I

can also say that I had an opinion from the Treasury Department that it would
produce $44,000,000.

Now, as to this question about the cost of gasoline as compared
with the cost of crude oil, it is a matter of general knowledge in the
oil country that there is very little relation between the price of gpso.
line at the filling station and the price of crude oil at the well.

SenatorCONNALLY. But if natural laws were permitted to operate
there would be.

Mr. FRANKLIN. Yes. If like any ordinary branch of industry it
were permitted to live, and the price of forei, oil was equahzed with
that of domestic oil, there would be some relation. But with imported
oil used as a club to drive down the price paid for oil to the American

producer they can say: Our nice is 10 cents. Sell it to us or we will
nn mVenezuelan oil. In fact, that statement was made by one of

the representatives of a pipe line in Kansas. And my authority for
it is Mr. Lee, of Wichita Kans. That was made last summer.

Senator GoRE. I recall a statement made about a year ago es to e
comparison when crude oil is $1 a barrel and when it is $3 a band,
showing that in both cae the price of gasoline at the filling station
was 18 cents a gallon. Could you prepare a statement and show the
items of expense intervening between the well and the filling station?

Mr. FRANKLiN. It is in the statistics I filed a while ago.
Senator Goat. Very well.
Mr. FRANKLI. There is a page on that and it gives the cities and

prices in detail.
Senator Got. All right.
Mr. FRANKLIN. In that relation I should like to call the attention

of the committee to an investigation made by the Federal Trade
Commission on resolution adopted by the Congress as to the petroleum

industry prices, profits, and compe tition, this, report being dated
December 12, 1927

Senator HULL,. Might I interrupt you for one moment to clear up a
matter and then I will* not bother you any more.

Mr. FRANKLIN. Senator Hull don't you think I better finish this?
Senator HULL. Very well. do ahead.
Mr. FRANKLIN. But I want you to understand that I always wel-

come questions,.
Senator HuLL. I know, but it is a question of time with the com-

mittee. Go ahead.
Mr. FaRAIKLIN. This was an investigation made by the Federal

Trade Commission as to the relation refined products of cnde oil
to the price of crude petroleum, and on page 19 in a latter of trans-
mittal of the report to the Congress, appears this language:

In general as to the prices of crude petroleum this inquiry tends to establish
the conclusion that the price movements for the longer periods are substantially
controlled by supply and demand conditions, but that those conditions are re-
fleeted quite Imperfectly In shorter periods, partly because crude prices are deter-
mined by the decisions of a few large purchasing companies among which there
Is generally little real competition. V ith respect to refined products, at least in
local sale and distribution, the price conditions reflect oven less closely the aetua
changes In supply and demand, so far as they can be measured by concrete sta
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tstical facts. In part this corresponds to the normal conditions of local market-
lng over wide areas, but in part also to the fact that the varying prices at which
the different Standard companies offer their products at the same time in their
respective marketing territories are generally followed by their competitors.

Senator HULL. Now, Mr. Franklin, the matter I referred to is this:
I think you inadvertently gave the impression to me at least, a
while ago that the Federil Government itself might be buying
foreign oil. I think the statute requires the Government itself to
buy from home producers anything it buys.

Mr. FRANKLIN. I am glad you asked, me that question. That
provision in the present statute which requires the Government to
buy home-produced rather than foreign oil, was put in on an amend.
ment to the appropriation bill introduced into the House of Repre-
sentatives by .A res, of Kansas last year and has become a per-
manent feature of this apropriation bill without inconvenience to
the Navy. But up until that time a very large quantity of the
p urchasn made by the Government were from the Royal Dutch

ell, being a foreign oil company and being foreign oil.
Senator CONNALLY. That question was injected by the opponents

of this measure, who stated that if we passed this tariff the United
States would spend from $8,000,000 to $10,000,000 more for its oilAupy.Senator HULL, I understand, but I was merely trying to get at the

facts.
Senator CONNALLY. I know.
Mr. FRANKLIN. Now gentlemen of the committee, I do not wish

to take up any more of your time. I wish to thank the committee
for the courtesies I have enjoyed. But I do wish to add that I wel.
come any questions. All I wanted to do was to have an opportunity
to get before you our side of this matter, and now if there are any
questions you would like to ask I will be very glad to answer them if
I can,

LITTER rlOM THE NETHERAND MINISTER

DEPARTMENT OF STATE,

Ron. REED SMOOT, Washington, April 9, 198.

United States Senate.
My DEAR SRNAToR SMOOT: The Netherland minister this afternoon handed

me a memorandum, a copy of which is attached, commenting on a statement
Mr. Franklin is said to have made to your committee concerning the Dutch
import duty on gasoline. The minister said he would be very grateful if I could
get this memorandum in your hands immediately, as he believes the hearings are
tobe closed to-morrow. He feels it important for you to understand that the duty
imposed in Holland is for revenue only and that it does niot penalize the produc-
tion of foreign countries, since the sane duty is charged on the production of the
Dutch Colonies themselves.

Sincerely yours, W. I. CASTLE, Jr.

The Netherland minister presents his compliments to the Acting Secretary of
State and begs leave to draw Mr. Castle's attention to a statement reported by
the United States Daily of April 18, to have been made by Mr. W. Franklin,
president of the Independent Petroleum Association of America before the Senate
Finance Committee at the hearing which was held on the 16th in the matter of
levying an import tax on foreign petroleum etc., as prescribed in tie revenuebill No. H. R. 10236, at present under consideration.

Mr. Franklin is cited to have stated that "The Netherlands have just put
into effect a special import duty of 6 florins per 100 kilograms, or approximately
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6.88 cents for each gallon of gasoline in addition to the former exels tax of 1.26
florns per 100 kilograms, or 1.43 cents a gallon, whOh had been levied upon al
gasoline, both of mport and domestic refining.

It IN not Mr. van Roijen's intention to econest any of the figxrns given by Mr.
Franklin, but as it Is possible that the Senators before whom the statement was
male have obtained the impression that the Netherlands are protecting their
own oil industry (which, is sot established in the Netherlands in luropo but in
Netherland India) to the extent of the above quoted duty, the minister would
like to make it clear that the tariff in question applies in equal measure to Imports
from Netherland torritoriem oversoas as to those from foreign sources.

Foreign andh domestic mineral oils and the products derived therefrom compete
in the markets of the Netherlands on absolutely equal terms.

That the American oil industry in particular nects the Notherlanud ul dial
prodtlcers in the markets of the Netherlands on perfectly equal termN I. d(q1flon.

strayed when the imports of American petroleum etc,, during 1930 are compared
with those from the Netherland East and West IiYdies.

The figures are:

F 00 ..................................................Vwh oil ....................................................
Gasoline ....................................................
Crude oil not specified ........................

/t:t8,'072

1C 169, 241
149 g,0631

103,,.20,6

Kitogram701
49, 771

7,26,411
8,016,W2

J .oromA

The above fl gures represent the quantitles Imported for consniption; for
storage in bond the import statistics arc:

11"1401o the Mrm the from the
states of Noti itilad Netherland
Ameorica Bat Indies West India

/¢ffopomw Kftgrainu Kvtograme
ans ............................................ xvaoe . ,ae

USa ol.e ........................... .. 0020011 ..................................................................... S K0,I

The imports from the Netherland West Indies do not of course constitute oil
and products of oil mined In the Netherland West Indies, as no mineral oil is
fotrd there, but oil from foreign sources refined or in some way processed in the
Netherland West Indies.

In view of the fact that the Impoit duty of 1 cent a gallon on petroleum and
petroleum-products, proposed In revenue bill H. R. 10230, will place, if enacted,
such a heavy burden on the Netherland West Indian oil industry, the main
importer in the United States of refined oil and gasoline, that all competition
with the domestic producers will become impossible and the very existence of the
industry itself may be threatened, Mr. Van Reijen would feel much obliged if
Mr. Castle would transmit the contents of this communication to the Finance
Committee oF the Senate for consideration.

WASHINGTON, D. C., April 21, 1982.

STATEMENT IN OPPOSITION TO TAX ON TRANSPORTATION OF OIL BY
PIPs LIN

(Submitted on behalf of Southwestern Oil Producers)

This statement is submitted by and on behalf of the producers of oil and

particularly in the interest of the nonintegrated independent producers of the

mid-continent field. The mid-continent field Is composed of the States of

Kansas, Oklahoma, north and central Texas, Arkansas, and north Louisiana.
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These producers, by reason of their financial distre and the certainty that
tie Imposition of any further taxes or chargm upon them at this critical time
would mean the elimination of many of them and the lon of thousands of their
stripper wells through inability t, carry the additional loss, feel impelled to
appear in their own behalf to petition the Finance Committee to eliminate from
the revenue bill the tax on transportation of oil.

As grounds for tits request these inland producers of domestic petroleum
rstfully show and represent to the Finance Committee that--

M Any tax levied upon or on account of, the transportation of oil inevitably
will fall on the producer of oil;

2. It will bear most severely upon and will, therefore, be a discrimination
apiinst those inland producers who have to depend upon long pipe-line hauls to
rech the refining centers;

8. The domestic producer has so severely suffered for three years from falling
p rices, demoralized and declining markets, and the excessive burden of State
taxation that he is entirely without ability to pay any additional taxes, directly
or indirectly; and

4. The effect of such an additional burden would be of far-reaching consequence
iu that it would not only drive many small producers out of business but would
involve the loss of many old, small wells and the irreplaceable natural resource
which they represent.

THE~ INCIDENCE~ OF THE TAX

The tax upon the transportation of oil by pipe line would be passed on to the
public or passed back against the producer. Since the retail niarkets for petro-
leun products are demoralized by competition and prices are held down by exces-
sive gasoline taxes and the undermining influence of evasion thereof, this trans-
portation tax could not be passed on to the public by the refiner but would fall
upon the producer for the reason that we have now, and probably will have for
several years, a buyer's market for crude oil. Actual overproduction of crude oil,
plus a ireat potential production awaiting a market, place the producer in the
predicament of being unable to control the price of his commodity. (See Appendix
B) Oin the contrary, lie must take what is offered him just as the farmer does in
the case of his products. Naturally the refiners who because of extrento com-
petition are all doing businos upon asn extremely narrow margin of profit, If any,
cani not and will not absorb an extra charge upon the transportation of crude
oil Wit will recoup) it by paying a correspondingly lower price to the producer.
Thus the transportation tax willfall on the producer.

DISCRIMINATION AOAIN 6T PRODUcE1s8 IN Tilt INTh HOR

The wiad-continent field depends upon pipe-line transportation to reach the
refining centers near Hansas City, St. I'o11is, Chicago, Toledo, Cleveland, the
International boundary near Detroit, and the Atlantic seaboard. Therefore a
loiig ha d is Involved and since the tax is a percentage of the pipe-line charge the
greater portion of the total revenue raised will be collected from inid-continent
producers. In Appetidix A hereto attached representative pipe-line rates from
Oklahoma, Kansas, and north Texas fields to points north and east are listed.
These range from 40 cents per barrel to Sugar Creek, Mo., to over 906 cents per
barrel (including the gathering charge) to Atlantic coast points and wotdd call
for a tax of froit 4 cents to nearly 8 cents per barrel under the terms of the pending
bill. Such a tax wotild exceed the present day profits of the relatively few ntid-
coiitinent produeers who are naking any Isrott, and that from flush production.
and in the ease of the others it would merely add to current losses.

PRODUCING INDUSTRY PROSTRATED AND UNABLE TO BEAR ADDITIONAL TAXATION

For three years the producers of domestic oil have been struggling for existence
snd many of them havedpassed out by the bankruptcy route. rhe price of crude
oil in the mid-continent field is now only 33.6 1 er cent of what it was in May, 1926.
The average grade of nld-conttilent crude now sells for 77 cents per barrel, which
is the lowest price (with the exception of certain months in 1931) since prior to
the world war and contrasts with a price of $2.29 per barrel for the same grade in
1926. The present price is below the cost of production and jeopardizes the
existence of approximately 300,000 old small wells which constitute about 90 per
eent of th producing wells in the United States. These wells can not stand the
imposition of an additional tax of 6, 6, or 7 cents per barrel, and if Imposed the rate
of abandonment will be materially increased.
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The losses of the producers both large and small have been appalling. Financial
statements of individuals and small companies are not available, but the follow
data from statements of representative larger companies, some of them integrate,
will reveal the generally depressed condition of the Industry.

Year 1981 not ioesee

Amerada Petroleum Corporation .............................
Barnsdail Corporation .....................................
California Petroleum Corporation ...........................

outinental Oil Co ........................................
ulf Oil Corporation .....................................

Ohio Oil Co ...................... ..-........ -
Panhandle Producinj & Refining ...........................
Phillips Petroleum Co .-........-..........................
Prairie Pipe Line Co. (11 months) ..........................
Sinclair Consolidated Oil Corporation (6 months) ............
Skelly Oil Co ............................................
South Penn Oil Co ........................................
Standard Oil Co. of Kansas ................................
Texas Corporation ...............................
Terns Pacific Coal & Oil Co ............................
Universal Consolidated Oil .................................
Indian Refining Co .........................................
Signal Oil & Gas Co- ...............................
Colonial Beacon Oil Co ......... .. .............
Valvoline Oil Co ........................................
Republic Petroleum Co ..................
Rio Orande Oil Co...........
Houston Oil Co ...........................................
Pacific Western Oil Co .....................................
Wilcox Oil & Gas Co. (9 months) .......-..................-
National Refining Co ................................

I 701o 84t00S268, 6837. 00
712104& 00

10, 6883 812. 98
28, 67o 052, 00
21, 488, 763. 00

18,l44.10
5, 578, 409. 00

547 313. 00
10,41,098.00
2,117,110.00

820, 191. 00
618,61600

0, 984, 478.00
1, 413 235. 51

301 898.00
8,180 988.00

289405.00
2, 865 780. 00

811 208.00
78 293. 00

2, 476 499, 00
356,484.00
903,124.00
718,882.00
762 288 00

In large part these loss are caused by excessive State taxation of the oil
industry and its products. They are subjected by the States to extraordinary
burdens because of popular misconception of the Industry 's ability to pay. It
has been fairly estimated that the tax burden of the oil industry Is now In excess
of a billion dollars per annum. The oil producer is particularly harassed by
exorbitant taxation.

Illustrative of this condition is the fact that in the various States the property
and business of the industry are subjected t the heavy ad valorem or general
property tax, plus State income and corporation license taxes, tank-car taxes,
and, particular Os production and severance taxes; in some States transfer.
station taxes and In a States exorbitant gasoline taxes

Gasoline axes of the States during the past year aggregated approximately
$580,000 000 and ranged in rate from 2cent r gallon t I cents per gallon, plus,
in some Instances, local county and municipal gsolino taxes, These taxes have
become a heavy burden on the sale and distribution of the industry's principal
product-so heavy, hi fact, as to Invite widespread bootlegging, evasion, proe
cutting, and other demoralizing marketing practices which have undermined the
power of the industry to maintain Itself upon a legitimately profitable basis.

The average rate of State gasoline tax alone is equivalent to a tax of from 84
cents to $1 per barrel of crude oil from which the gasoline Is extracted and is there.
fore equal to a tax of 100 per cent of the selling price of such crude oil. In those
States havinj the highest rates the tax is equal to 200 per cent of the market value
of the crude.

To now add a tax upon the transportation of the crude oil which inevitably
would be passed on to the producer would simply augment the growing deficit
of the industry and render more remote the day when the producer could hope
to emerge from the depression.

Furthermore, the producer in the Interior who is already losing his markets
for crude oil would suffer further in that respect by the imposition of the dis.
crlminatory transportation tax. The demand for oil in Oklahoma has declined
fromh approximately 700,000 barrels per day in August 1929, to only about 400,000
barrels per day at this iime. A supercharge upon the transportation and use of
Oklahoma oil would be at this time particularly unfortunate.
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Unqulestionably the rate of tax contained in the House bill, 8 per cent of the
amount pald for transportation, is too high. It Is the same rate as that assessed
during and immediately after the war when business wa flourishing and prices
booming. Now, with bankruptcy threatening us, the depressive efl'ecwt of thetax would bu Incalculably greater. It would add fifteen to twenty millions of
dollars to the current not losses of the oil producer. An examination of the
facts will reveal that, In the case of approximately 100,000 of the smaller wells
in the mid-continent field which are yielding on the average only about I barrel
r wellear day and the cost of operation exceeds the gross Income therefrom
he additon of such a tax would be ruinous. To a great extent it would set at

naught the nation-wide efforts toward conservation of our oil resources.
For these reasons the American oil producers reectfully urge the finance

comiiittee and the Senate to refrain from inflicting tile destruct ye additional
burden upon them,

APPENDIx A

Representative pipe-line transportation ohorgo

(From published I. 0. 0. torifts and local state trlffs)

ITrans.
From- TO- ipoftation Taxp~

_ _ _e pbaer

Olshom.Kuas.north Tes ........ atlmore, Md ................ r76 07740o ....0... . 00o.IAwy . . .. 00774DO ................................... in s, N s ........................ ."0774Do ....................... .............Plmhbl, Pa...
o..................................I. tV a .....................
Do.............................................. .. macu
..................................... C 8.Pa ....... ....... .. ..D)o .................................. Frtha i arcatton , 40

Do................................. iabin Uil' i W . . ............ "'rek'W" " :00
Do poh, f......................75 cs

Do .............................. Heath, il .o :... ......... ." i 7sDo ................................ International "oud'i4'I :" 'Do .................................. l . s o...o. n ........ ................ 100
-0 .Ohlo ............. 70 ....

. O........ .............. W. t aiy. .. .. ..
.............................. W i ing ...::::::::::...... :.. 0

-W-- Cree-o ............. ..Oklahoma poiWt............ .... Anchorage, U .......... ..... . .0 4Agsali station, Kan ................ do........ ........ ,"is 4e Salem Station, Kan$ ..............,do .................... s outAugs station, ae........... Be0umont Tea............... 8 an O0
biban Ok ............................................. 280 .042013e ,OU s ........................ ". .... do .................................. ..870 oato ont .............. ... o......................... .45 MWokat, Wke ................. .............................. 4780 .0880k ahomea points .................... aytown. Tex............... 00 .040Cukburaett, Te ..... 0...... .... eumont, Tex ................ 4250 . 0340B Trex ............................ do.......................420 .o

ax :d............ .................................. .0 .0240..tae................... ................ .0idO e...... ... .. do .................................. . 0M .0400MO, Ta........................ .... do . ................... .6W .04MSTe, .e ................ ... :.....o...........................480 .(440I mes, Tex ........................... ... ..................... 4280 .04TeA x ................ .. do.......................4280 OWg, ................................. ... ......................... 4250 :ONO.r , x ....... do ................................... 40 .020
MC"  *'ex e............................................... .4000 .ol'eoo, Tex .......... do.............. . .020eCouy, U. e ... :. d . ....... . ... ... 4000 .01001ala~~ L:o. No ...............jjn~;~e .................... 20 .084

%"I i .......... ...................... ..... do ................................... .400 ,o08'° 0
it To .............................. .............. .1ooUt ,'N'o .......".':::::.* 18*own, $Te........................6.800 MDo ... " :' .................. :4 A M~a,+':....:+Do Max ... u deso, rx ............................ . .030Ad a Lynch, ...e...... Houston,::': Ta ... ........... O..... . o o
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Repreeentctive pip#divi. transportation chorgca-Coutinucni

From -

Burnett, Te .......
Inrd, .........Ain ni l11 Tex ........................

Atp and Longylow, Vex.. ...Do ............. .....................

Van and Mngvlew, To% ...........
Joiner and Kilgore, To% ..................
Arp and Batoman, Tox......... ...
ArpsnulIonviw, 'rex
Bu1ot k Statton, To% .................
Windker County, 'Vex ......
Big Sandy Station, '', ................

1 ).......0... ............
Baton, Tex ............................
aI Creek, Tox ........................
Blue aeid , Tex ..........................
Saratoga,Tax ..................
Sour Lke, Tex .................
(loose Crook, Tex .................
Hull, To: ................................

Baytown, Tex ..........................

)leeumont, T .x ..........
West Tuls, Oki$*..................
Whiting, lad .................
8lneo, Tox . ............................
Anchorago, .a..........................
West Tulsa1 OLn....................
laytown, I x................
uNr (reek, Mo .......... ....

W5itlng, Ind ...........................

Nlayshor, ldP ......................
Olean, Tx.. .................
elno.................. ........

,. .o. ..................o......,......

.do . ......................
.do ..................... o.

I rtom publliia# 1, C. C, rartillst futldl ocal 8tatte ttrlitfil

APn2NIX B

POTENTIAL PRODUCTION OP CRUDE PETRtOLEUM OREATLY EXCEEDS MARKET DEMAND,
THUS CREATINO A RvifRlS MARKET

The potential production of crude petroleum In the various oil.proAucing areas
In the United Staten, as officially ascertained by the various State commissions
and officials has exceeded the actual market demand many times over since
August, 1926. The following tabulation presents representative data for April,
1982, on the potential production an contrasted with the market dematid for
crude petroleum: On barls Put day

Potential Indicated Ecs n
AreaProduction demand svaiil~l

Nobbie Field, New 00 .......... . ............. 1,144,436 31,370 , 113,aIna a uln Vea y CIn l a .... . ...................... t ,i0S K
w ofl DIsriot, Calif ......................................... 83,383 5 ,480 0,93 K

An t asle , , California. ............ 0 . . ................. 3,8 8494,48 01,
..... ......... ........ 00,406 103 00 1,68

orni tyFildOkora.3,871,428 100,000 3,2M80
Other Okla homa Flelds O, os ........Olo.....................I 631,870 9, 163 MI
Van Field, T0ins (Oct. 1, 1931) ............................. 409,722 50,000 449,7
Yat Crelexa,........ . .... . ........... 2.380,403 88,000 2.294,493
YatsC iFed 130,7427 18,000 112,727

0 Up Mton, Rotor, lHeward, ao kad inlrCut
le Texa............. .......................... 200,893 84,000 178,83

The above producing areas provide 1,150,000 barrels per day of the present
market demand for crude oil, and have a potential production i excess of the
current market demand of approximately 8,300,000 barrels per day, the total
present potential daily production of these areas being approximately 9,450,000
barrels per day.

To the above list of flush production areas, must be added the great east Texas
producing fields of Longview, Kilgore, and Joiner. No official gage of the poten.
trial production in this area has been made in recent months, and few, if any, of
the wells will over be opened to full flow production during the flush stage.' At
the present time (April 18, 1932) there are 4,032 producing ivells in the area, and
It is variously estimated that if they were opened on full flow for one full day, the
area would produce from 10 000 000 to 50,000,000 barrels that day. It is further
variously estimated that tie field could average from 2,500,060 to 7,500,000

'a'54

'Vin:. 1portnlion Tax I

. 260 0,S,,OO0, ,0zom
.8000 ,mc
. 6 0 .0U 4)

40600 1 03%
mo .0320

.0076 (8:80001 .0445

I 8917A 1 0714
$9480 i .0078
35M 0180

:3000 .024
17o .010

I WIog .0120
,O0'o
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barrels per day for several months, At the present, the market demand from this
area, is only approximately 325,000 barrels per day, and the total market demand
in # United States does not excees 2,250,000 barrels per day,

ItI90LUTION OP TUN OZNERAL BOARD OF DIRZCTORS OF TRN UlD-ONTIN NT OIL
AND OAS ASSOCIATION IN OPPOSITION TO TUn OIL TRANSPORTATION TAX

Respectfully submitted to the Finance Committee of the United States Senate.
Whereas there Is pending before the Senate of the United States as a part of

the revenue bill a provision for a tax of 8 per cent upon the amount paid for the
transportation of oil by pipe line which tax, by the terms of the pending bill is
to be collected by the person furnishing the transportation from the person paying
for sueh transportation, and is also to be levied and collected even in those in.
stances whore the transportation for any reason is not paid for; and

Whereas no similar transportation tax Is levied against other commodities but
is confined to oil and at an extremely high rate:,

Now, therefore, the general board of directors of the Mid-Continent Oil and
Gas Aesociation, representing the southwestern producers of oil, hereby protests
against the enactment of part 4, title 5, being section 731 of said proposed bill for
the following reasons, to wit:

That the domestic petroleum industry and its products are now overtaxed in
comparhon with other Industries. The oil business and its products are subjected
by the states to extraordinary burdens because of some popular misconception
ofthe industry's ability to pay. Illustrative of this condition Is the fact that in
the various States the property and business of the Industry are subjected to the
heavy ad valorem or general property taxes, plus State Income and corporation
license taxes, tank car taxes and, particularly, gross production and severance
taxes; In some States transportation taxes, and in al tes exorbitant gasoline
taxes.

Gasoline taxes of the States during the past year aggregated approximately
$580,000,000, and ranged in rate from 2 cents per gallon to 7 oents per gallon,
plus, in soie Instances, local county and municipal gasoline taxes. Thesi taxes
nave become a heavy burden on the sale and distribution of the industry's prin-
ipal I roduet-so heavy, in fact as to invite widespread bootlegging, evasionprie-cuttipg, and other demorlizingractie hih e under-

mined the power of the industry to maintain itself upon a legitimately profitable
basis.

The average rate of State gasoline tax alone is equivalent to a tax of from 84
cents to $1 per barrel of crude oil froin which the gasoline is extracted and is
therefore equal to a tax of 100 per cent of the selling price of such crude oil. In'
those States having the highest rate the tax Is equal to 200 per cent of the market
value of the crude.

Financial reports for 1030 and 1931 will reveal widespread and appalling losses
throughout the industry. It has been fairly estimated that the tax burden of the
oil business is now in excess of a billion dollars per annum. The producer of oil is
particularly harassed by exorbitant taxation. To now add a tax upon the trans-
portation of oil, which tax would be largely borne by the producer, would be but
to add to the growing deficit of this Industry and to retard, if not to Indefinitely
postpone the date of its recovery. And this would be true whether the tax in
the first instance was levied directly against the pipeline company or the shipper.

Aside from the welfare of the oil industry, the public interest is involved here
because oil is an unreplaccable natural resource and the addition of a heavy tax
upon its transportation from the Inland pools will have a depressing effect 'upon
the price and demand for such inland oil, thus jeopardizing the continued exist-
ence of some 300,000 old snall wells which after being subjected to every economy
are unable to make a profit at present prices. The imposition of additional taxes
directly or indirectly would mean the abandonment of thousands of them and
consequently the permanet loss of the natural resource which they represent.

We, therefore, respectfully petition the Finance Committee of the United States
Senate to eliminate this item from the revenue bill, believing that its destructive
effects, if enacted, would far outweigh the importance and value of any revenue
that might be derived therefrom.

MID-CONTINVONT OIL AND GAS ASSOCIATION
TULSA, OXLA.
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STATIM3NT 01 WILLIAM 0. WINSOR, $R.

UNITED STA1Zs INNATE, April 9, 198s.
Hon. REED SM/ooT,

United States Senate.
My DeAR SENATOR: I have a letter this morning from Mr. William G. Winuor,

Jr., president of the Rhode Island Welding Co., and one of my constituents, in
which lie expresses disappointment at his failure to be heard by the Finance C6om.
mitte when he came to here and stayed last Friday and Saturday to oppose the
proposed tariff on imported oil.

Mr. Winsor incloses with his letter a copy of a statement which he desired to
read to the committee. It is brief and it occurred to me that under the circum.
stances you might be willing to have It incorporated in the record of your hearings
If you can do so, will you please let me know in order that I may reassure Mr.
Winsor?T

Youls very truly, FELIx HEEnRT.

In appearing in opposition to the proposed oil tariff, I represent the Rhode
Iiond VNreldng Co. of Providence, H. I manufacturers of Ray-Dio Sunshine
Burners that convert oil Into sunshine: I also Ppeak in behalf of the oil-burner
industry of Rhode Island in particular and of the country in general, and, last
but not least, for users of oil-burning eqtlpipment.

Sir Roger de Coverly used to say, "There is much to be said on both sides."
Surely, there has been a lot of talk on both sides-how much has been said is for
you gentlemen to determine. Many figures have been submitted by proponent&-
and by opponents, as well. Both can t be right.

My conception of a protective tariff has been that it should protect an infant
industry y or one where imports exceed exports. The oil industry in the United
States is not exactly an infant. Recent Government figures show our oil exports
to be increasing-about three times the amount of imports. Figures have been
advanced to show the very opposite-and figures don't lie, they say.

The Boston Post cnrried all advertisement day before yesterday, stating that
the first oil burning equipment in the East was installed in Boston in 1918. It
has been in use on te west coast at least 15 years loner.

I have here figureu given me by the editor of Fuel Oil Journal that will appear
In their 1932 Survey of the Oil Burner Industry, not yet published. From this
I find the following estimates:

Numbr ot bumm
inl N

Automatic domestic burners ................. ! ................. 773,400
Range oil burners------------------------------------. 80,000
Circulating oil burning heatem------------------------... 100,000

Total ................................................ I, 228, 400

Of these, there are in New Ftngland alone:
Automatic domestic brnc.s------------------------.. - 101, 470
Range oil burners I ..------------------------------ 300,000
Circulating oil burning heaters ........................... 40,000

Total .............. .......................... 441,470

Money Invested by users-........................ a -$528, 210,000
Money invested by manufacturers aud dealers .................. 95000,000

Employees of 225 manufacturers-------------------------... 10,000
Employees of 8,000 bona fide dealers---------------------.. 40, 000

Total (a conservative estimate) .....................- 0, 00

'Themasse burner busiti od 4tan Nw and antl veednty the volume of sl has bqt
l o Stto-e ot Ss, nut now is hedin -t&MoUI bit of aves to otg men, sad is "0m.
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, Number of tbrnwo

Estimated sales for 1)31, in dollars: In ut
Automatic domestic (103,907) .. $57,108, 80
Commercial (large buildings, 2,300)..... 4, 800 000
Industrial (manufacturers, marine, locomotive) 28, 000000
Range burners (148,212) ............................. 8, 928,480
Circulating heater ....... ............................. 88, 320

Total ............................................... 96, lot, 160

In addition to employees directly connected with the manufacture and sales
many people are employed by manufacturers of motors and other elere('Heal
equipment, piping, tubing, fittings asbestos, refractories, storage tanks, etc.

Domestl burners are owned, hI the main, by people of moderate 6etm.
Range and stove (circulating heaters) burners are owned mostly by wage earners.
Being more familiar with these two classes, I sthall confine my remarks to them.

The sale has increased rapidly the past two years, particularly range and stove
)urners, because oil cc A.A be had at reasonable cost. In fact, in the past the
high cost of oil presented the principal sales resistance. Even during these two
years, many people have refused to buy, fearing that the price of ol would be
advanced as soon as large numbers were installed. Those who did buy, did so
because their fears were allayed by statements such as one given by the president
of one of the large oil companies in the Fuel Oil Journal of June, 1031, saying:

"We have knowledge at this time of petroleum resources gained by actual
drilling, as well as resources m^ new refliing technique and methods, upon which
to base the belief that there will be an ample supply of ol at reasonable prices
for many years. Under the circumstances, there can be no hesitancy by a pro-
spective oil burner purchaser on the ground that the supply of oil ma give out."

During the past eight years, and mostly in the last two, a substantial business
has been developed in the manufacture and sale of blue-flame, vaporizing, atmo-
spheric type burners, such as our Ray-Dio Sunshine, adaptable to ordinary
kitchen ranges, parlor stoves, and small heating plants, at reasonable prices
within the reach of the wage earner.

These burners bring to the workingman's hoine the same relative comfort the
rich man enjoys. In many homes, the only means of cooking and heating is the
kitchen range. The Installation of these small burners has been a real boom to
the laborer's homes, for it is not uncommon for both man and wife to be employed
in mills or factories.

Before the advent of these Emancipators of Stove and Furnace Slaves, they
would come home to find the fire out and the house cold, which meant cleaning
out the stove, chopping kindling, lugging in coal or wood, carting out ahes,
and-waiting for supper. Now, they come home to a warm house, kettle sing-
ingon the stove, and-no waits for supper.

These people have invested their money on the assurance of an adequate
supply of oil at reasonable price. They are not concerned with the differences
between groups of oil companies, especially since they both make us weep-one,
because they bought oil at 10 cent. per barrel, with gasoline that much per
gallon to the rest of us, which made them look to their pipe-line companies-for
their profit while the other, so an oil man told me Wednesday of this week
could mainialn here in Washington a suite of offices in one of the hotels a feet
of taxicabs at their beck and call, jewelry-bedecked stenographers, and telephone
operators in low-necked dresses topped off with a retinue of attendants that
would put an Indian prince to shame. The users of oil-burning equipment are
Interested in the price of of, however.

It was admitted by one witness yesterday that the adoption of this tariff-in
the guise of revenue-would boost the price of oil. This same witness claimed
there would be no decline in imports. Department of Commerce experts sy it
would mean virtually an embargo on oil and a positive loss to the Government.
Aain, both can't be right.

Undoubtedly, the proposed ol tariff, if adopted, will bear down on these people
of moderate means, who have to count the pennies in normal times, and pinch
them now. An oil burner means much to the workingmen's wife, for she can
cook any time, day or night, and her house work is out In two, for there's no coal
dust or ashes on curtains and sashes-or anywhere else. It makes this dream
come true:

No ashes to cart out,
No coal to lug in,

No grates to shake down,
No knuckles to skin.

118102-402--41.,
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The manufacturer of oil-burner equipment the wage earners In the indilutly
and hundreds of thousands of users, therefore, betteve that your committee shotIqd
not permit a tariff on oil, especialy since such a tariff will mean an embargo of
foreign imports and an adinItted increase In the price of oil, and will produce tie
revenue to help balance the Budget.

WAslNoTON, D. C., April 16, 19l0.

STATEMENT OF HARRY H, SMITH, TULSA, OXLA, REPRESENT.
ING THE MID-CONTINENT OIL & OAS ASSOCIATION

Mr. SMITU. Mr. Chairman and members of the committee, I only
desire a moment or two to present one or two phases briefly of the
Transportation Act as affecting the inland oil producers in the
Southwest.

Senator Goat. Tell who you are, Mr. Smith.
Mr. SMITH. I represent the Mid-Continent Oil & Gas Association,

headquarters Tulsa Okla. .
Senator Gonz. What is your connection with that organization?
Mr. SMITH. I am secretary. My name Is Harry H. Smith.
Senator GoH. And the Mid-Continent Oil & Gas Association em.

braces which States?
Mr. SMITH. The Mid-Continent Oil & Gas Association covers the

fields of Kansas Oklahoma, Texas Arkansas north Louisiana, and
a part of New Mexico; represents tie oil producers. And I partiu.
larly appear for the nonintegrated or independent producers as dis.
tinmguished from the large pipe line companies.

There are just four points that I wish to present to the committee
very briefly. The first is that this tax upon the transportation of oil
by pipe lies inevitably will be a tax upon the producers of oil them.
selves. Not upon the pipe-lines.

Secondly, it will bear most severely upon those producers who are
in the inland regions of the country and must use pipe-line trans.
portation.

Senator CoUzENs. Do the oil producers own the pipe lines?
Mr. SMITH. No, sir; the producers I represent do not. They sell

their oil at the mouth of the well.
Senator GonE. He is representing the nonintegrated groups,

Senator.
Mr. SMITH. Third, the domestic producer has so severely suffered

for three years from falling prices, demoralized markets, and particu.
larly the excessive burden of State taxation, that they simply can
not pay any additional taxes at this time.

Fourth, necessarily the effect of such tax would be to put many of
them out of business and cause the abandonment of thousands of the
small oii wells.'

Briefly, as to the incidence of the tax the reason why the producers
would have to pay it is simply this. it would be taxed on either to
the public or back to the producer. Because the retail markets are
demoralized, held down by the gasoline tax. There is no opportunity
to pass it on to the public.
I ,Secondly, we have a pronounced buyer's market for crude oil, with
a daily demand for crude oil in this country of approximately two and
one-quarter million barrels per day. We have a potential production
of 10,000,000 barrels per day. And so the little oil producer in the
Southwest merely takes for his oil what the great refiners otter him
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for it, just as the farmer does when he takes hig products to the
railroad station.

Senator Coutsiw. Are not the pipe-line companies showing a
profit now?

Mr. SMITU. The great pipe lines operating under rates proscribed
by the Interstate Commerce Commisson show a profit. They are
about the only people that do. But this tax is assessed not on the
pipe line but upon the person who pays for the transportation.

Senator Gone. A tax on the shipper?
Mr. SMITK. A tax on the shipper.
Now in conclusion I merely want to call the attention of the com-

mittee that the price of crude oil in the rdd-continent field at this time
is only about 33.6 per cent of what it was in 1026. In other words
oil selling at 77 cents a barrel is at the lowest point since the Worl4
War, and compares with the price of $2.29 for the same crude in 1926.
The present price is below the cost of production, and this is reflected
by the losses of the oil-producing companies as contained in the
brief which I submit for the record.

In conclusion I want to call the committee's attention to the fact
that this tax at 8 per cent is the same rate that was assessed during
and immediately after the war and that questionablyy if it was a
reasonable tax at that time with business good and prices booming it
is not a reasonable tax at this time when bankruptcy is threatening us.
So I hope the committee will find its way clear to eliminate this tax
which in its incidence is a tax upon the people least able to pay it in
this country.

Senator GoiRs. You want to file a brief, do you not?
Mr. SMITH. Yes. I wish to file this brief.
The CHAIRMAN. It may be placed in the record at this point.
(The brief presented by Mr. Smith is here printed in the record in

full, as follows:)

STATIMSNT IN OPPOSITION TO TAx ON TItANSPORTATION Of Olt, BY PiPm LINt

(Submitted on behalf of Southwestern Oil Producers)

This statement is submitted by and on behalf of the producers of oil and
particularly in the interest of the nonintegrated, independent producers of the
Mid-Continent field. The Mid-Continent FIeld is composed of the States of
Kansas, Oklahoma, north and central Texas, Arkansas, and north Louisana.

These producers, by reason of their financial distress and the certainty that the
imposition of any further taxes or charges upon them at this critical time would
mean the elimination of many of them and the loss of thousands of their stripper
wells through inability to carry the additional loss, feel impelled to appear in
their own behalf to petition the Finance Committee to eliminate from the revenue
bill the tax on transportation of oil.

As grouncis for Onie request these inland producers of domestic petroleum
respectfUlly show and represent to the Finance Committee that-

.Any tax levied upon or on account of, the transportation of oil inevitably
will fall on the producer of oil;

2. It will bear most severely upon and will, therefore, be a diacrimiuation
against those inland producers who have to depend upon long pipe-line hauls
to reach the refining centers;

3. The domestic producer has so severely suffered for three y6ars from falling
Prices, demoralized and declining markets and the excessive burden of State
taxation that he i entirely without ability to pay any additional taxes directly
or indirectly' and

4. The eAfect of such an addltionl burden would be of far-reaching conse-
4uenee in that it would not only drive many small producers out of business but
would involve the loss of many old, small wells and the irreplaceable natural
resource which they represent.
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THE INOIDENON OP THE TAX

The tax upon the transportation of oil by pipe line would be passed on to the
public or passed back against the producer. ince the retail markets for petro.
leum products are demoralized by competition and prices are hold down b
excesve gasoline taxes and the undermining influence of evasion thereof, tis
transportation tax could not be passed on to the public by the refiner but would
fall upon the producer for the reason that we have now, and probably will have
for several years, a buyer's market for crude oil. Actual overproduction of crude
oil, plus a great potential production awaiting a market, place the producer In the
predeftinont of being unable to control the price of his commodity. (See Appendix
B .n the contrary, he must take what Is offered him just as the farmer does in
the ease of his products. Naturally the refiners who because of extreme comps.
tition are all doing business upon an extremely narrow margin of profit, if any
ean not and will not absorb an extra charge upon the transportation of cru(, nil
but will recoup it by paying a correspondingly lower price to the produi.,.4..

Thus the transportation tax will fall ou the producer.

DISCRIMINATION AGAINST PRODUCERS IN THU INTERIOR

The Mid-Continent field depends upon pipe-line transportation to reach the
refining centers near Kansas City, St. Louis, Chicago, Toledo, Clevelnd, the
international boundary near Detroit and the Atlantic seaboard, Therefore a
long haul is involved and since the tax is a pcrcentave of the pipe-line charge the
greater portion of the total revenue raised will be collected from Mid-Continent
producers. In Appendix A hereto attached representative pipe-line rates from
Oklahoma, Kansas and north Texas fields to points north and cast are listed.
These range from 90 cents per barrel to Sugan Creek, Mo., to over 90 cents per
barrel (Including the gathering charge) to Atlantic coast points and would call
for a tax of from 4 cents to nearly 8 cents per barrel under the terms of the pending
bill. Such a tax would exceed the present-day profits of the relatively few Mis.
Continent producers who are making any profit, and that from flush production,
and in the case of the others it would merely add to current losses,

PRODUCING INDUSTRY PROSTRATZIn AND UNABLE TO BEAIt ADDITIONAL TAXATION

For three years the producers of domestic oil have been struggling for existence
and many of them have passed out by the bankruptcy route. The price of crude
oil In the Mid-Continent field is now only 33.6 per cent of what it was in May,
1926. The average grade of Mid-Continent crude now sells for 77 cents per
barrel, which is the lowest price (with the exception of certain months in 1031)
since prior to the World War and contrasts with a price of $2.29 per barrel for
tile same grade in 1926. The present price is below the cost of production and
Jeopardizes the existence of approximately 300 000 old small wells which constitute
about 90 per cer.t of the producing wells In the United States. These wells can
not stand the imposition of an additional tax of 5, 6, or 7 cents per barrel and, if
im osed, the rate of abandonment will be materially increased.

The losses of the producers, both large and small, have been appalling. Finan.
cial statements of individuals and small companies are not available but the fol.
lowing data from statements of representative larger companies, some of them
integrated, will reveal the generally depressed condition of the industry.

Year 1981, net losses

Amerada Petroleum Corporation-------------...... -.. $1, 701, 048. 00
Barnsdall Corporation .......-............................. 3, 268, 637, W0
California Petroleum Corporation .......................... 712, 048. 00
Continental Oil Co ........ ............................... 10t 683, 312. 98
Gulf Oil Corporation- ............ --..---- - 23, 670, 052. 00
Ohio Oil Co .............................................. 21, 488, 703. 00
Panhandle Producing & Refining ............................ 515, 644.00
Phillips Petroleum Co ------------------------------------ 5, 570, 409. 00
Prairie Pipe Line Co., 11 months ........................... 547, 313 00
Sinclair Consolidated Oil Corporation, 6 months ............. 10, 415,088. 00
Skelly Oil Co ............................................. 2117, 110 00
South Penn Oil Co ......................................... 820,191.00
Standard Oil Co. of Kansas ....................... .. . 618, 616. 00
Texas Corporation-------------------------.. . --- 9, 94, 478.00
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T,'ras Pacific Coal & Oil Co$......----------.. -. . 1, 413, 235. 51
UVilveral Consolidated Oil ............... 31, 898. O0
Indian Refining Co ................................ 986..... 3t t 086. 00
8inal Oil & Oas Co.................... 269, 405. 00
Colonial Beacon Oil Co ............ .. ........... 2, 305, 780. 00
Valvoline Oil Co ............... ........................... 311, 205 00
Republic Petroleum Co--------------..---------78, 293. 00
Rio Grande Oil Co ............................. ...... %470, 499. 00
Houston Oil Co ........................................... 385, 484. 00
Pacific Western Oil Co ........................ *........ v 903, 124. 00
Wilcox O11 & Gas Co., 9 months ............................... 718, 862. 00
National Refining Co ....................................... 72, 280. 00

In large part these losses are caused by excessive State taxation of the oil
Industry and Its products. They are subjected by the States to extraordinary
burdteni hpecase of popular misconception of the Industry's ability to pay. (t
las been faarlv estimated that the tax burden of the oil Industry Is now III excess
of a hlll)i dollars per annum. The oil producer is particularly harassed by
exorbitant taxation.

Illustrative of this condition is the fact that in the various States the property
and business of the industry are subjected to the heavy ad valorem or general
property tax, plus State income and corporation license taxes tsnk car taxes, and,
particularly, gross production and severance taxes; in some States transportation
taxes, and in all States exorbitant gasoline taxes.

Gasoline taxes of the States during the past year aggregated approximately
$550,000,000, and ranged in rate from 2 cents per gallon to 7 cents per gallon, l)lus,
In some instances, local county and municipal gaolne taxes. These taxes have
become a heavy burden on tie sale and distri bution of the Industry's principal
prodct-so heavy in fact, as to tnvitN widespread bootlegging, ev'aslon, price
cutting and other demoralizing marketing practices which hive undermined the
power of the Industry to maintain itself upon a legitimately profitable basis.

The average rate of State gasoline tax alone is equivalent to a tax of from 84
cents to $1 per barrel of crude oil from which the gasoline is extracted and is
therefore equal to a tax of IC0 per cent of the selling price of such crude oil. In
those States having the highest rates the tax Is equal to 200 per cent of the market
value of the crude.

To now add a tax upon the transportation of the crude oil which inevitably
would be passed on to the producer would simply augment the growing deficit of
the industry and render more remote the day when the producer could ho! e to
emerge from the depression.

Furthermore, the producer in the interior who is already losing his markets for
crude oil would suffer in that respect by the imposition of the discriminatory
transportation tax. The demand for oil in Oklahoma has declined from approxi-
mately 700,000 barrels per day in August, 1929, to only about 400,000 barrels
per day at this time. A supercharge upon the transportation and use of Okla-
hems oil would be at this time particularly unfortunate.

THE ExcEssIVE RATE OF TAX AND ITS PROSABLE ILL EFFECTS

Unquestionably the rate of tax contained In the House bill, 8 per cent of the
amount paid for transportation, is too high. It is the same rate as that assessed
during and immediately after the war when business was flourishing and prices
booming. Now, with bankruptcy threatening us, the depressive effect of the
tax would be Incalculably greater. It would add 15 to 20 millions of dollars to
the current net losses of the oil producer. An examination of the facts will
reveal that, in the case of approximately 100,000 of the smaller wells in the Mid-
Continent Field which are yielding on the average only about one barrel per well
per day and the cost of operation exceeds the gross income therefrom, the addi-
tion of such a tax would be ruinous. To great extent it, would set at naught the
nation-wide efforts toward conservation of our oil resources.

For these reasons the American oil producers respectfully urge the Finance
Committee and the Senate to refrain from inflicting this destructive additional
burden upon them. MID-CoNTNaeNT OIL & GAS ASSOCIATION, TULSa, OKLA.
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APmENDx A

Repres entatve pipe-line transportation charges

(From published 1. 0. 0. tarifts and 10ai State tariffs)

'rrnsljrr.
tatiol Tx per

From- rto- per barrel

OkMaliona, Komnuu, Northern
Tex ...................... i t oro Ii ...... ........... 0074

Do ... Pl i i ..................... . .976 07 74

Do ....................... l ynne, No har . ........ ...... o...... . 6 M78
Do ........ l ... Philadelphia, .. ... a........I.. .......... "76 074
0)0 ....................-- ... tmvill, Pi .. ......... ......................... .86 0714
Vo ....................... Olson, N, Y . .......................... ....... . .8800 104

lDo ............. ........ llu1Mlo, N, Y .................... .800 1 r1,04

Do. !i v a..............Ptsuha ............................ 76 061
0o.. ................... eat, Pa. .:::. .... ...
Do ....................... . (h-( levtn, W, ........................... . 10415 (0170n .. .. ... .. .. ... .. ' Ain CreelS W V .............. ......... . . . . M475 0674

Do.. . ................... ....... .8171 011Do....................... +rmnVlln Wtc a t ................................. . IF176 04S
Do .............. :......... Pittsbunli, Pal ............. :........................ i475 (k1 i

0........... ........ Heatlh O 0i ............. .ol... 4........... . '8300 ,001

IDo................

............. : Whitllflfdfg::::::' ..................... B.8720 0
Do ................. sC a Ohio ........................ A72, .041"
Do ... t.. Ke............................................. . P10 .0348

AuDustatation, a ................. Bu.m.ntT. ........... .7M .00
rm. . dlay And C8ygnt, ghlo.. 700 .042

D O ..... ........ flttonla, Ky ...... .............................. .700 .0620
Wewoka, Oho... . . t. Ind ....................................... . 410 ,OSU)

r T ................... 
................ 47250 loi

o ............... 4r................................. 207. .0400

Lulinji Tea..............qo.. ................................. 30 04

Okialma points .......... hor la ..... .......................... ..... 50 .00o
Austa teo.. Ka ....... .. hor.o, La .......... ..................... . -ONO

Now 81141o stlo, KTn...... ..... do.................. ................... . 07 .04
AUMmts stone, S ....... B" Montt, Tea ............... ...... .740 40OO
Burbank Okl .. .................d........................280 .040

Jeoi, al.......... d lo

ewTo, l .............. o ........................ ......... 450 .030
id Tla...............o................. .............

WeWOk, Okla . ....... Md ............................ 4
Oklahoma points .............. Bytown, Tox ..................................... m 01110
Barkbuett, Tex ............ do................................ 4210 ,00

I'ecoe, Tax........d....................lolol....4000 
. 32

M ing T x. .. Io ............................................... 
2000 00

L ualn ,0x . .M.......... Beyown Tax............................00 
.06

oan, r....... ......... .Te.. n .. ........... a .............. 00 .040
Midland, Te ...................... do .e............................. 50 .0400
M! ando, T N ........... H. on.. T............................ 6000 .040

Ban. A....... town, Tex ........................................ .45 lo
Wnk or, ex ............. . ................................. .42A0 .00
Pneml, 1Tax ........... o Tax ........................ .42AQ -O

elr Tax .... ............. . u.e o h.......................... .420 040
Apll andrLn , T t .hitn. d .......... ..................

Do~ r , ev ea. inc, Tea La....................iioA 3

rque, Tex .................. ei ...................................... 4000 .20
run d, Tex .................. Te.....do .............................................. . 00 .0200

McAedLne, Te. ua CokM...............do.................lo.60.7.0O .0480

Mec tso n Tex .................... do ...................... .400 .030
lP oo T ex ............. ..... ... g do ... ....... : ................................. . 2000 .01*4

erO n .. .o.... ......... .................. 0 016
& Toe, Ne Ms ............. Pa...........

Do ........... ns x ................................. .A0 .030.... ......... .................

Dhten Tax........... 5a1 e................................ 2000 .0

Bu~rnott, Tev . ............ laytown, T 01 ..................................... . .600 ,0400

Allnread, Tex ........ ..... do ............................................. . A*m .0400
lndmlll p .:::. Bemont, Tex ..................................... .730 .0240

... West Tula, Okl. ................ 175.................. . 0 .0420

S ourWhit , Ind ..................... ............... 18.700 .00
ooe Cre........ndo, Tex .......................................... 200 .0*)

u , T........ Ancho...e. L ...................................... 00 .01or nd Loniv t1lw, Tex .... l.WetTm Ol,................. .400 ,020

Ar o and .atea.. ax... . .atwTex . .. ..... ............... A .0280

Vand Longview, Taox ...... S,4 rsM ........... ,....... .075 .086
leekstaion I.......Wgitig Tula O.............. ....................... .mo OA

in rp on tm n TY x ........ .....tow ..... ....................................... 70 06
AIs Iand Longtw T044- ..... t lSua Ps Mo.................................... .0O6 .0716

Bull~ ~ ~ ~ ~~re 80tln 16-46 ..... lId........ .......................... .( 
04

]B 130.¥8tl~nT ... .. Nele h dP ................... .I. 81,8 .0?07
vo~,m a ............. .. o o..................................... 200

B Uton, Tex ................ . O e T0 ....................... I .0
igCrok, Te ......... ........ do ............................................... SAM3P .020

us.,mdK, ..... .............. ........................ :30 :OrN
SE, is t ,fT0Z ................. d .......................... i , O

s o u r a k e , T .. .. . . . . . . . . . . . . .d o . . . . . . . . . . &.. . . . . . . s.. . . . . . . .... . . . . . . . . 1 50 2

loom Crsesk, o ............. do ........................................... 
:6 00

Hull ex .................... o..................*........ & ............ " . 000 .o
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AprmNDix B

pOTNTIAL PRODUCTION Of CfUD PeTROLEUM GURZATLY £XVI101 MARKET DEMAND,
THUG CREATING HUYHRS' MARKET

The potential production of crude petroleum in the various oil-producing areas
in the United States, as officially ascertained by the various State commissions
and officials has exceeded the actual market demand many times over sine
August, 1926. The following tabulation presents represilntative data for April,
1owl, on the potential prodictioi as contrasted with the market demand for crude
petroleum.

Dlarrels per day

A Potential Indtlted elutionproduction demand avaiablatvailable

Hobbs field, Now M eio .............................. 81,7 ,118,0
Jo iuin Vllv Calf ............................ .. ,87 I 1. 87, al0

Ol r ioti jftic .lfo ....... & ............... . ......... 121385 8,450 01,
LeAn 8"1 cai fL*.. ... .. ...... 400,405 282,00 10?, 42oth Oi1ehoma fields, Oklahoma ................................. 3, 49 3 10003 ,2 0ta fied,16, t o t, , a 1 .............. I...................... 19.702 440, A

Van field, (Octl st). ...................... . ........ .... 499,1722 W,000 449,72
Yates sield Is s ............................... 39,4981 08, 000 2 294,49
Dust Cree field T as, ., ......... 180,727 18, 000 112,727
Cce, Upton, eter, toward, Glassouck,and Winkler County fields,

TeS .............................................. 200,898 84,000 M, 8ol

The above producing areas provide 1,150,000 barrels per day of the present
market demand for crude oil and have a potential production in excess of the
current market demand of approximately 8,300,000 barrels per day, the total
present potential daily production of these areas being approximately 9,450,000
barrels per day.

To the above list of flush-production areas mnust be added the great East Texas
producing fields of Longview, Kilgore, and Joinvr. No official ga e of the po-
tential production In this area has been made in recent niontlis, a1 few, if any,
of the wells will ever be opened to full-flow production (luring the flush stago,
At the present time (April 15, 1932) there are 4,032 producing wel10 in the area
and it is variously estimated that if they were oponcd on full flow for one full
day, the area would produce from 10,000 000 to 50,000,000 barrels that day.
It is further variously estimated that the field could average from 2,500,000 to
7,500,000 barrels per day for several months. At the present, the market (lhe tid
from this area is only approximately 325,000 barrels per day, and the total
market demand in the United States does not exceed 2,250,000 barrels per day.
RESOLUTION OF TIlE GENERAL BOARD OF DIRECTORS OF TilE MID-CONTINENT OiL

& GAS ASSOCIATION IN OPPOSITION TO THIS OIL TRANSPORTATION TAX

lRespectfully submitted to the Finance Committee of the United States Senate]

Whereas there is pending before the Senate of the United States as a part of
the revenue bill a provision for a tax of 8 per cent upon the amount paid for the
transportation of oil by pipe line, which tax, by the terms of the pending bill,
is to be collected by the person furnishing the transportation from the person pay-
ing for such transportation, and is also to be levied and collected even in those
instances where the transportation for any reason Is not paid for; and

Whereas no similar transportation tax Is levied against other commodities but
is confined to oil and at an extremely high rate;

Now, therefore, the General Board of Directors of the Mid-Continent Oil &
Gas Association, representing the Southwcstern producers of oil, hereby protests
agahist the enactment of Part 4, Title 5, being section 731 of saii proposed bill for
t following reasons, to-wit:

That the domestic petroleum industry and it products are now overtaxed In
comparison with other industries. The oil business and its products are subjected
by the States to extraordinary burdens because of some popular lniAconception
of the industry's ability to pay. Illustrative of this condition is the faet that in
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the various States the property and business of the industry are subjected to the
heavy ad1 valorem or general property taxes, plus State Income and corporation
license taxes, tank car taxes and, particularly ir'oa production and severance
taxes; in sonie States transportation taxes, and In all states exorbitant gasoline
taxes.

Gasoline taxes of the States during the past year aggregated approximately
550 million dollars, and ranged in rate from 2 cents per alnto7ontpor gallon,
plus, in some instances, local county and municipal gasoline taxes. These taxes
nave become a heavy burden on the sale and distribution of the Industry's
principal produt-so hea y, in fact, as to Invite wi'.cspread bootlegging, evasion
price-cuttting and other demoralizing marketing practices which have undermined
the power o the industry to maintain itself upon a legitimately profitable basis.

The average rate of State gasoline tax alone is equivalent to a tax of from 84
cents to $1 per barrel of crude oil from which the gasoline is extracted and is
therefore equal to a tax of 100 per cent of the selling price of such crude oil, In
those states having the highest rate the tax is equal to 200 per cent of the market
value of the crude.

Financial reports for 1930 and 1931 will reveal widespread and appalling losses
throughout the industry. It has been fairly estimated that the tax burden of
the oil business is now in excess of a billion dollars per annum. The producer
of oil is particularly harassed by exorbitant taxation. To now add a tax upon
the transportation of oil which tax would be largely borne by the producer
would be but to add to the growing deficit of this industry and to retard, if not
to indefinitely postpone, the date of Its recovery. And this would be true whether
the tax In the firmt instance was levied directly against the pipe line company
or the shipper.

Aside from the welfare of the oil Industry the public interest is involved here
because oil is an unreplaceable natural resource and the addition of a heavy tax
upon its transportation from the inland pools will have a depreusitig effect upon
the price and demand for such inland ol, thus jeopardizing the continued exist.
ence of some 300,000 old small wells which after being subjected to every econ.
omy are unable to make a profit at present prices. The imposition of additional
taxes directly or indirectly would mean the abandonment of thousands of them
and consequently the permanent loss of the natural resource which they represent.

We, therefore, respectfully' petition the Finance Committee of the United
State Senate to eliminate this item from the revenue bill, believing that its
destructive effects, if enacted, would far outweigh the importance and value of
any revenue that might be derived therefrom.

MID-CONTINENT OIL & GAs AssocIATIoN, Tulsa, Olka,

BRIEF SUBMITTED BY NATIONAL COAL ASSOCIATION

To the FINANCE COMMITTEE,
United States Senate, Washington, D. C.

GHNTLEMEN: On behalf of the bituminous inining industry, the organization of
which is the National Coal Association, this brief is submitted in support of the
request of the Industry for adequate protection against the demoralizig influence
of the unrestricted importation from Caribbean ports of fuel and gas oil and of
crude petroleum, a large part of which enters the fuel oil market. This foreign oil,
produced in countries with a standard of living far below anything that would be
considered tolerable In the United States, enters into direct competition with
bituminous coal in the markets of the Atlantic seaboard. Its effect s are seen in
the thorough" demoralization of the bituminous coal market. Mine operators in
the attempt to meet this com petition have been compelled to lower their prices to
a point where neither the capital nor the labor en aged in the bituminous mining
industryis receiving a return adequate to protect the employment and the standard
of living of the workers or to yield any return to the operators.

PLIOT OF TII BITUMINOUS MINING INDUSTRY

Both on account of the magnitude of the industry and because of the difficult
times through which it has been passing the bituminous mining industry is
deserving of your most earnest solicitude. The investment in bituminous mine
operations is in excess of $3,000,000,000. Nearly 500,000 wage earners, as
well as some 35,000 salaried men about the mines and In the offices of the com-
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"Was, are enald In the Industry even in the times of grt Industrial do Di.r
oln. Three m on people are dotly dependent upon the industry for then-

daily living, and operators' expenditures tor supplies and materials to be s
In cnnecon with mine operation and the personal expenditum of 535,000
4mployees for needed articles consumption, are a substantial factor In the
ou demand for oods. and service. Moreover, the transportation systems of

fihe country are seriouslyane= by declines in coal shipment. C.oal onsti-
tutes the largest single Im in the traffic of the railroads and yields them more
revenue than any other commodity, The effect of a falling-off In the shipments
of bituminous coal is seen to-day in the large amount of coal-handling equip-
ment now standing Idle on railroW sidings aN in the large number of men wih
whose services tho railroads have dispensed, partly because of the decline In
this traffic. In these times of general unemployment and of abnormally restricted
demand for consumers' goods, we feel that we have social as well as Individual
justification in asking for protection against such further decline In employment
and contraction of demand as Is bound to result from a continuation of the
present excessively low prices for this Imported fuel oil.

Since the close of the World War the bituminous mining industry has had to
contend with a number of adverse conditions, for the existence of which it wah
itself in no way responsible. In patriotic response to the war need of coal the
industry rapidly Increased Its productive capacity to a point far in excess of what
was needed to meet peace-time demands, After the close of the war the elimina-
tion of such excess capacity began, but because of the permanent character of
mine investments and because of the unavoidable loss involved in the abandon-
meat of such investments this process of elimination has necessarily been slow
and costly.

Moreover new conditions were continually arising to make progress more
difficult. While high cost operations were being eliminated at one extreme the
mechanization and electrification of coal mine operations have been adding to
the capacity of the better mines with a consequent decline in the cost of mine
operation, the saving from which has been passed along to the public in the form
of lower prices. The market for bituminous coal ha failed to advance in propor-
tion to the rate of growth of Industry and transportation. On the one hand
improved methods of preparation and combustion have brought about great
economies in the use of coal, until In many lines of consumption not much more
than half the amount is required for the performance of a given amount of work
that was required a decade ago. On the other hand rival sources of power have
encroached upon what was in pre-war days the nearly exclusive market for bitu-
minous coal. Owing to this combination of factors (increased capacity developed
to meet war-time demands, increased efficiency of mining methods, increased
competition of other sources of energy, declining rates of consumption per unit of
work) the bituminous industry has had to make a long series of profound
adjustments.

COMPETITION OF DOMESTIC FUEL OIL

The competition of fuel oil has been one of the most serious factors in the
bituminous coal situation in all the years since the war. This competition has
been growing more intense with the increase in the quantity of fuel oil seeking a
market. From table I attached hereto it will be seen that the average annual
production of fuel and gas oil In the United States in the three years 1920, 1921
and 1922 was 207,229,000 barrels, while the average domestic consumption for
the years 1928, 1929 and 1930 was no loss than 357,954,000 barrels. If we use
the usual rate of equivalence of 4 barrels of oil to the ton of coal, we find that
during the earlier period oil was annually performing the work of approximately
60,725,000 net tons of bituminous coal per year, while during the latter period
it was equivalent to 89,489,000 tons. The increase in annual displacement
amounted to 38,764,000 net tons.

In spite of the rapid increase in the available supply of domestic fuel and gas
oil in the years following the war and the resulting intensity of competition
between that fuel and bituminous coal, the bituminous industry ha succeeded
until recently in adapting Itself to such competition and arriving at a fair degree
of stabilization. It Is now face to face with new and more intense competition
from the same fuel, and it may be frankly stated t)..t it is in no condition to face
with equanimity the situation thus created.
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COMPETITION Or broeThO CARIInDEAN Olt,

The source of the new competition is the cheap Imported petroleum and fuel
oil entering the country from Caribbean ports. Reference will be made he,
only to such figures vA have a direct bearing upon tie effect of the new flood of
heap foreign importations upon the interests of the bituminous mining industry.

Even as recently as 1024 the imports of crude petroleum and fuel oil from
Colombia and Venexuela, whether direct or through the Dutch West Indle,
amounted to little more than a million barrels. By 1027 they had increased to
over 31,000,000 barrels. In 1029 they amounted to more than 81,500,000 barrels,
In 1030 they declined slightly to 73,000)00 barrols, but this decline is entirely
due to tho current industrial de )resslou and indicates no )ermafent change in
the trend of this movement, The detailed figures (or recent years are given in
Table 11in1 the appendix.

This (arilbbean oil is a particularly serious competitor of bitundoi coal
because of it phyical constitutlon. By the topping process, still used to a
0011Olerahle extent it treating this oil, only 10 to 12 perl vent of crude petro.
leum is removed as gasoli N. Munety per cent of the petroleum so treated
mtist find a markt as f4el oil. Even with the more advanced methods of refining,
through which a part of the Voenezuevlati crtdo Is now passed, only 20 to a maxt
mum of 40 per vent is removed. On the average at least 75 per cent of the crude
petroleum ,assod through the refineries enters the fuel-oll market. It is tite
flood of futel oil which Is now demoraliziug the market for bittumluois coal along
the Atlantio seaboard. The immediate effect of these now importations is largely
confined to that section of the country y, but Indirectly it reaches every bitlimiou
mine operator fit the ,omntry.

'fable III in the appendix shows importations of crude petroleum and topped
and fuel oils into Now England and the other Atlantic States for the years 1927-
1930, Inclusive. From this table it will be seen that between 1927 and 1920, the
last year of normal business activity, the Importation of crude petroleum and
topped and fuel oils into those tatces had increased more than 58 per cent-from

6,000,000 to 87,000,000 barrels. If we assume that 75 per cent of the imported
crude enters the fuel oil market we find thAt In the aggregate approximately
70,000,000 barrels, or the equivalent of over 11,000,000 tons of bituminous col
entered that market In 1929. From the small total equivalent of 250,000 tons 01
bituminous coal in 1024 the annual imports of crude and fuel oil from Caribbean
ports had Increased by 1029 to sixty eight times that quantity. Much of this oil
directly or indirectly replaced bituminous coal, That the rapid rate of Increase
of such importations hitherto prevailing will be resumed with the return of
normal business conditions can not be questioned in view of the enormous
reserves already known to exist In the Venezuelan oil fields.

EVFFCV' OF CARlBBE'AN OIL ON LABOII IN TIE UNITED STATES

The most serious effect of this replacement of coal by oil lies in its Influence
upon the employment of labor in this country. That effect is far-reaching but Is
most severely felt in the bituminous mining industry and in railroad transport.
tion.

The average f. o. b. mine price for coal In 1929 was more than $1.70 per net
ton. The sale of 17,000,000 tons of bituminous coal at that figure would have
returned to bituminous mine operators $28,900,000. Careful statistics presented
before the Interstate Commerce Commission in 1023 showed that for every
dollar received by the operator in payment for bituminous coal over 68 cents
was paid to labor. Making all allowances for the increased use of machinery
and any decline in wage rates that may have occurred, it 14 safe to assume that
fully 60 per cent of the present mine price of coal goes for wages. Out of the
$28,000P00 loss suffered by the operators $17,300,000 represented loss of income
to mine labor. If we add to this the indirect payments to labor engaged in the
manufacture of mine supplies and equipment and of commodities Tor the con-
sumption of mine labor, the total decline in remuneration to direct and indirect
mine labor could not be less than $20,000,000.

The loss to railroad labor Is even more serious, The average freight transpor-
tation charge on coal shipped to the Atlantic seaboard is aproximately $2.75
per net ton. At that rate the revenue obtained by the railro a for transpotin
17,000,000 tons of coal would be $46,780,000. According to figures published
by the Bureau of Railway Elconoomics the share of the gross income of railroads
going to labor is 44.8 per cent. On that basis the direct loss of wages due to the



I 10v1SU AOY 1 9iO 567

decline in freight traffic would be approximately $21,000,000. The Indirect
loss because of the reduced demand for railway supplies and the reduced consump.
tion of railway employees would easily raise that amount to $25,000,000.
Moreover, the income of railroads and raillrad labor would be further reduced
by the decline in the transportation of mine equipment and supplies due to the
lessened mining activity, and the loss on the transportation of consumers' com-
modities to mining communities brought about by the decline In the purchasing

werof ine labor. Undoubtedly in the agregate the replatcement of 17,000,000
cull of coal by imported petroleum and fuel oil would mean a loss of fully
$50,000,000 to the laborers of the country, Such a loss Is felt with special
severity in a time of depresston and unemployment like the present.

RIELATION BETWI414N IMPORTS, AND XXPOWI5T OF OIL

The effect of the importation of crude petroleum and Its products upon the
bituminous market on the Atlantic seaboard In not mitigated, as is sometimes
alleged, by a withdrawal of these imported commodities from the domestic market
for exportation. It is true that the exports of crude petroleum fuel ol, and re-
fined products from the United States as a whole, exceed lit' 1oume the Imports
of the same products, but the effect of the two movements is felt in different
parts of the country. Table IV in the appendix illustrates that point very for-
cibly. From that table, taken from the annual report of the departmentt of
Commerce oiu Foreign Commerce and Navigation of the United States, 1930, it
appears that lit that year the net imports into the States bordering on the At-
lantic ocean, after deducting exports from the same States, were as follows:
Crude petroleum, 58,745,070 barrels; topped atid fuel oil, 22,079,389 barrels;
gasoline and other finished light producis 8,933 400 barrels. The aggregate
imports of all these commodities |uit the Atlantic tates amounted t, 97,705,476
barrels, and the aggregate exports, mostly gasoline, to only 7,340,918 batrrels.
For the rest of the country, for the States bordering on the Gulf of Mexico, the
Pacilic Ocean, and the Ctnadluia frontier, exports exceeded imports by the
follow ng quantities: Crude petroleum, 21,320,412 barrels; gas and fuel oil
28,970,701 barrels; and gasoline and other finished light products, 55,202,030
barrels. The aggregate Imports into that territory, amounting to 0,431,126
barrels, were far exceeded in volume by the aggregate exports of 111,930,333
barrels. The net result of the whole movement is that the bituninous coal
Industry is rapidly losing Its market on the Atlantic coast to cheap imported oil
while the domestic oil producers ship out to foreign countries that portion Of
their output which easu no longer find a market in the UEastern States.

bUB14TITUITION OF OIL FORL COAL

The full effect of this new competition upon the consumption of bituninous
coal in New England has not yet been felt. The change from coal to oil often
Involves substantial expense, an expense which consuners have been slow to
incur until they became asured of the continuance of the low prices of fuel oil
now prevailing. In the past the effect of this competition has been shown by the
failure of the consumption of bitun inous coal in this territory to advance with
the rapid increase in the rate of industrial activity, especially between 1027 and
1929. The decline in shipments of bituminous coal into the Atlantic seaboard
States would have been noteworthy had it not been for the rapid growth of the
by-product coke industry in parts of that territory, the increase n shipments
for that purpose having to a considerable extent offset the decline in shipments
for other uses.

It is impossible to secure a complete list of the formerly coal-burning steam
installations which have been changed over to oil. A partial list, compiled some
time ago, showed substitutions displacing more than three and one-half n.illion
tons of coal. The change is going on at an increasing rate as consumers come to
rely upon the continuation of the present supply of cheap foreign oil. Among the
more striking instances of change recently chronicled In the trade press, the
following may be mentioned: The Grasselli Chenical Co., whose plant at
OraslI, X. J. replaced coal with oil some time ago, has now made the same
change at its plant in Philadelphia. Barrett & Co. have already changed over
two of their plants in Pennsylvania and are stated to be conteniPlating a similar
change in two plants in New Jersey. The Narragansett Electric Co., operating
a mderi, highly efficient steam power plant in Providence, It. I., and supplying
power and light to a large and densely populated surrounding territory, Is con-
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templating a similar change. The substitution of oil for coal In this last plant
alone will cost the bituminous industry a market for 280,000 to $80,000 tons
a year.

Xr1V5T 0r IMo ORTNO OIL ON MAIKT3 PRCS OF 1iUTOMINO5 COAL

Utter price demoraliuation is as yet the most outstanding result of the new
competition. In their desperate efforts to retain their markets, bituminous
mine operators have reduced the price of their product to less and less remunera.
tive levels, until to-day such prices are below the level necessary to yield to the
labor engaged in the industry an adequate return even after all prfit for the
operating companies has been eliminated.

As evidence of this price decline two sets of quotations are given in Table V
In the appendix. The first set is taken from the well-recornised trade publication,
Coal Age. It shows the average f. o. b. mine spot price n the Boston market for
run-of-mine coal from thee sections of the central Pennsylvania field and for
similar coal from southern West Virginia low volatile fields. Both average high
prices and average low prices for each year are shown. An examination of the
table idicates that between 1927 and 1980 the average high quotation on central
Pennsvlvania coal declined approximately 80 per cent, and the average low
quotation by amounts varying from 104 to 17 per cent. In the southern
West Virginia coal the declines were 25 and 8.4 per cent, respectively.

The decline in prices during the current year has been at a more japid rate
than for any of tie years here shown. Coal Age spot prices are not available
for the entire year 1931. Careful records kept by a responsible statistical trsde
organization show that between 1927 and 1930 theie was a decline of 13 per cent
in the average realization for the coal covered by its reports. This was at the
rate of approximately 4 per cent a year. The same coal between 1030 and the
first 11 months of 1981 registered an average decline in price of more than 8% per
cent.

The greatest effect of oil competition has been felt in the market for small
sizes of bituminous coal which are used with mechanical stokers in industrial
plants. The price obtainable for this grade of coal has been steadily declining
or a number of years because It Is largely this rade of coal that is being replace

by cheap fuel oil. Coal Age quotations on his coal are given f. o. b. vessel
Hampton Road.. At the beginning of May, 1930, the minimum price quoted was
$4 per gross ton. For the corresponding week of 1931 the minimum price was
$3.42, while for September, 1981 the last month for which comparable figures
are iailable, the minimum was $2.91. The freight rate from the mines to Hamp.
ton Roads is $2.82 per gross ton. Deducting this from the prices quoted and
making no allowance for handling charges, there was left for the coal operator on
these dates $1.48, 00 cents, and 89 cents per gross ton, respectively, equivalent
to $1.32, 80 cents, and 35 cents per net ton. It is such excessively low prices as
these, forced upon the Industry by the disastrous competition of cheap fuel oil,
which are largely responsible for (ts present depressed condition. These figures
are typical of what has been going on in the whole Atlantic seaboard territory.
It is well known to the trade that the price movement continues to be downward.

The effect of this new competition and the resulting price decline would not
have been felt so severely if it had come at a time when the bituminous-mining
industry was in a prosperous condition. It is a well-known fact that the industry
was already experiencing serious financial hardship because of the loss of market
from such causes as the increased use of hydro-generated electricity, competition
of domestic fuel oil, and the economies in coal consumption brought about by
improved methods of preparation arid combustion. For years the record of the
Industry has been one of steadily declining prices, Thus the Coal Age average
spot price referred to above, which was $2.21 in 1026 declined steadily to $I99
in 1927, $1.80 in 1928, $1.79 in 1929, $1.75 In 1930. Whe latest such price avail-
able, that for September, 1931, was $1.62. The last figure reflects the precipitoul-
ness of the decline now going on as a result of the increasing use of cheap im-
ported oil. Economies of operation had enabled mine operators to meet the
moderate declines of earlier years, but the widen, rapid decline in 1931 forced
upon the Indust:y by the foreign oil competition, is one which will inevititbiy bring
disaster upon. many coal-mining companies and loss of employment for many
bituminous-mine employees. ,
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COMPARATIVE COST OF DOMESTIC AND IMPORTED CRUDE PETROLEUM

Unlio relief is afforded by the imposition of a duty on Imported petroleum
and fuel oil sufficient to offset the differences in the cost of production in this
country and in the Caribbean countries, the industry Is fighting a losing battle.
The strikindifferenoes in such costs are conclusively shown in the recent report
of the Tari Commission on the cost of crude petroleum. For the purpose of
this brief it is sufficient to refer to the table found on page 29 of that report and
reprodueed as part 1 of Table VI in the appendix to this brief. In that table
liures are given which show that in the year 1929 the total delivered cost of

enesuelan crude oil at Atlantic ports was 79 cents, an amount substantially
below either the cost of production of Mideontinent crude at the well, which
was reported at $1.03, or the cost of transportation and other charges from
the well to Atlantic coast refineries, which was 87.77 cents. The total cost of
domestic crude laid down at Atlantic ports was nearly two and one-half times
that of Venezuelan crude at the same ports, exceeding It by $1.12 a barrel. In
view of these figures it is evident that purveyors of imported fuel oil can, if
necessary to meet bituminous coal competition, make further substantial reduc-
tions in their quoted prices, especially as the same report, in another table found
on page 32 and reproduced as part 2 of Table VI in the appendix supplies figures
from which it can be shown that in 1929 the prices which rehnertes paid for
Mideontinent crude were only 106 cents in excess of the total delivered cost,
while the average price paid for Venezuelan crude was more than 23 cents in
excess of the total delivered cost.

The effect of any increase in price that may be brought about by the imposi.
tion of a duty on imported petroleum and its products will be confined almost
entirely to the fuel oil market. Not only Is it true, as has already been pointed
out, that a very large percentage of the imported oil enters that market, but it
is equally true that the low price paid by refineries for imported oil has been of
little or no benefit to consumers of gasoline and lubricating oil, the two most
widely used products of refining. The price of gasoline has not declined as the
price of crude has gone down nor will the price of gasoline advance if the price
of crude again rises. In 19211 when the price of domestic crude oil at the well
was $2.26 a barrel and when comparatively little Venezuelan oil was entering
the country, the average retail price of gosolLne in 52 cities scattered throughout
the Ulnitcd States was 18.1 cents. In 1929 when the price of domestic crude
had declined to $1.20 a barrel and large quantities of cheap imported crude, for
which, according to the lariff Board, the refiners were paying $1.10 a barrel
were entering the Atlantic ports, the price of gasoline in those same 52 cities had
actually increased to lI cents per gallon, Nor did the price of gasoline decline
materially during the )ear 1931, although the price of domestic crude reached
the lowest point in its history and cheap imported crude was available In &o
East in almost unlimited quantities. Similar figures could be produced with
reference to the price of lubricating oil, for different grades of which motorists
have paid prices ranging from 20 to 35 cents a quart throughoUt this period of
declining prices of crude. The price of gasoline and lubricating oil is fixed at the
point where the refiners make the largest profit. If the price of crude should
advance again to that prevailing in 1926 the refiners would still maintain the
price in different communities that their experience has shown to be most ad-
vantageous to them.

THE RINT OP THE COAL INDUSTRY TO TUE RUPULZ DEMANDED

The facts and figures quoted above furnish incontrovertible evidence of our
.aim that unless the importaton of foreign petroleum and fuel oil is checked the
bituminous mining industry with its billions of investment and its hundreds of
thousands of employes, will suffer irreparable harm. While the effect of this
competition is felt first on the Atlantic seaboard it gradually permeates the entire
coal mining Industry for operators who lose their eastern market will have no
recourse except to attempt to force their product upon the already oversupplied
markets of the Middle West. In the attempt to meet this competition pric
will fall AMll further, laborers will lose employment, and the standard ef living
will decline. Surely no industry could ever present a more meritoriova case for
the application to Itself of the protective principle as a means of safeguarding
American markets and maintaining the American standard of living. Eeociauy
in a time like this not merely the bituminous minjng industry but t whole
country will suffer from an increase in unemployment on the part of those working
J and about the mines as well as on the part of the employees of transportation
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companies which move the coal to market and of laborers in many industres,
the demand for whose product comes directly front the mining and teatsliorts,
tion of coal,

That a duty on |inportoti petroleum and fuel oil would cause an increa o It the
price of such oil in this4 country is no argument against the application of the
.rotc tive principle. The entire case for protection is based on the fact thatt tile
low prices at which imported oil In sold are inade polifhle by the low stat(dards

prevailing in the countries In whichit in produced, and that a contluation of the
Importation of this oil will inevitably bring about a decline in the standard of
living of millions of people in our own country. No one has a right to purphage
fuel at mitch a price as to mal'e inponsible the maintenance of Atericati staidards.
The grmator part of the Imported Caribbean fuel oil is consumed by indlistrigi

lants and chiefly by tuaniufacturing industries located along the Atlantic sea.
board, Many of these industries have for nore that a century enjoyed the bee.
fits of import dItties on competing products. They have owed their success largely
to 004 protection. . lit all fairness' such industries should be tile last to op pose the
aplplieatiolof tile same principle to another industry as much li need o) similar

protecthon as the manufacturing Indust.ies ever were. It is certainly inleonsisteInt
or these eastern manufacturing Industries to refuse the benefits of protection to

the bituntinois mining industry simply in order that they may keep down the
cost of their fuels, when such low cost i secured at the expense of the employment
and the standard of living of hundreds of thousands of Aterican laborers. More.
over, a sharp limit In set to th possible increase in the price of foreign oil by the
competition of domestic producers, who are prepared to supply the entire legiti.
mate demta d for their product at the minimum price consistent with the ren-l.
erative operation of the industry and the maintenance of the American standard
of living. Tihe so-called conservation of natural resources, which it is maintained
the tine of foreign oil encourages, Is surely purchased at anl excessive price so long
as It Involves the demoralization of American markets at, I the degradation of the
stantdard of living of American workers. The bituimitious mining Industry feelsi
that In view of the many years of adversity through which It has recetlty passed,
brought upon It by circumstances entirely beyond its own control, its present
condition, as threatened by the importation of foreign petroleum and fuel oil,
should receive your sympathetic consideration. It appeals with confidence to
your sense of social expediency and to your spirit of fair play to relieve it front the
demo-alhing effects of this new itiquitous competition.

NATIONAL COAL ASSOCIATION,
CARROLL B. IINThtPHR,E&eculive SeCretarti.

WASINrTON, D. C., February, 1932.

TAa A L.-Gas and fuel oil avaii,,ble for cons umption in the United ,States for
specified years

(Authorities: Stitttletal abstract of the Unittil states, 1024; and Natlonol Survey of Oil Di.strihution, 19,30

QuAntity In Qutanfity in
Year barrels of 42 Year burreta of 42

gallons gallons

102 ................... .... I* ...... 188,971,000 1028 353, 2,200
1921 ........................................................... 19, OK 000 1929 371,99,
12 . .. ...... .................. ...... 20,067,000 1930 341, 03 , 000

Total ........................ .............................. N#ow ......... 86100
Average per Year .......................................... 207, M',000 . ... 3?964,000
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00,000) 472,,~37 324,000 470,0344 % 400, 071 901,000 2,280;403)-0 010 7, *2'~ os7 65e0 6,32:1 3 , 3:15 6, M60,702 371, 760

89700034#,005 2 20, 41h 791 3 8, 1,1)$4 iO0134 10-3, 4430 1304,t7 1 R,50 1W4,5 45 12,13,00,000 0.5f7s2
60,000 174, 0W ...... 211,143 451,562 T M2, 26 31N,94

$500 241,001) 1,3M8,000 192, h2 2,08OK,254 . , 2,723,9708

1), 572 70,451,495 4,8427,8 M6 6, 96, 459 17, 8570 17 IT 77202,1,0

Authority: Anni reports on foreign oooukro and nhavi~utiw of tho United stittos, 1027-.1430, V, S.
Depaurnot of (Conermo

TmI*14 IV.--United States imports atid exports of crudei poirolcum' -iopped, fuel aud
gas oil; and gasoline, naphiha, and other finised lij/d produlclsw 1980

I llirreL4 of 42 Cid1onsj

(tnitol.l4 districtlf Antlwtiv

Nialtic ol Now Mililhri

Ne~w York

North Cn,,roliti. ......
mouth roii
Ieo ...... ....

l rotw ..........

KXp of Imoports ..- ..
Mll rotlr emIlims (I1Idisf riets

TMI 0\jr0,1 - .

C'tude ipetroloumn

Imports IExports

1, 435, 414
91,09

34, 310,000
Id uh)87 620.
6:, N01, 70)2

324,925

1.,44
51li, 4%2

oh,, 747,%i(
6, 715 . 6 7 0
2,382,179

'224

1,670

23j, 70!2, A92
2 1,320, 4)3

'Po1.pi'd 111d Oie) oil

Imports Ex~ports

040, 662 4,073
f1, 299, 2OD 3o' fi94
2, V2(6, 403

10, 1173, 493 2811, WUt)

31,-IP) I K , 7hiN

3 18,9047

23, 214. 4 UK

2, (,'5

10. 362

";c%1 its)

3 s , 2619
2m, I1)7(1, 7If14

otbi r fiii)8h,'d liglit
prijucts

7(1, Sin
2, 6144, 077

'IM, "If,
S, 23, 252
K"8f 1,73

3, I'S, U-84

WO.1, 51j)

7.34.79,11

1i, 7431, ' 38

2A, .NO

1, 6,50, 272
, 511,905
IIN, 741

:11 1)W

XI 10), 239

P i, :N\02
om2 1)0

Authority: FortIX , IIO c onirci111 w iny miv 111 i im of the I' *ilt. o 81 S ttv, I1110.
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TAn No. V,.w-Price quotations f. o. b. mines for bituminous coal on the blot
market, 1997-1081

COAL AGE $POT PI1ICK$

1027 19M8 11930

Point of origin 
N---

Ifigh Low Hligh Low High Low

...... ..... 2,1 $1.73 $1.82 $1,5 1 .70 $1,43

nt , .............- .......... i .. I...1 2.74 1 ,7 2.14 1SO 1.93 1.73","" '............................. .;) .i ; 2.34 1 %07 1 .t70i 1.7 i 1161

outerr VW04 Virginia low volttilo ................ . 41 1: 9 1, 1 20 1.1 1, 30

AVERA(I ItEALIZATION ON LOW VOLATILE WEST VIRGINIA MINE IRUN COAL
$111PPEI) TO TIDEWATELr

re1li9t101

192 .................. ...... 0 ......................... $1,88
1 0..........4**....... 4......................W...4.... 4............... 1. I,

1030 (t o tl.). . . ..................... ...o v........14 -4 ............................ ................ Q

TALE V1

CAUDE PETROLUM! COSTr OF PRODUCTION AND OF DEI,IVER? TO REFINERIRS

ON ATLANTIC SEABOARD OP MID.CONTINENTOULF AND OP VE!NEZUELAN OIL,
zggT-1929

tTie Venenuelan costs relate only to Lake Maractibo oil)

Costs of production AuG delivery

MidContinfent-Oulf oil:

1927.. ......... . ........ ........

3.year w'oigbted avOrags .....................................

Tlrang|portta.Cost "ff Pro* tt-, avidductio at o n
well charges I

$1. 2001.0152
I, 062
l, 0' 2

$o. 9595
,8777

8845

Cost dte.
livere t at
Athlntie

seaboard
ra9lner9ea

$Z2042
1,981

Veneiuolfnt oil: 8724 .3111 1 1A
199. ... ... ................. *......

, 072 .228 42
3.e rwlitd t e g . . ........................ .........- 0

3.yefAr w0ight01 average ........ .070 .2428 .8898

I Purluiog charge of 10 cents per barrel on doinestio crudo Is included,

PRICES INCLUDING TRANSPORTATION AND DELIVERY PAID BY ATLANTIC, SEA

DOARI) REFINERIES POR MID.CONTINENT.OULP AND ?OR VBNEZUELAN (LAK

MARACAIBO) CRUDE PETROLEUM

Crude Mid. Crude
Con intent. v o'sneslu n

Gulf ....Year

................................................... 1.

............. 0 40....... ............. ...... . ... .

3-yar elht$avea..... ............ O 6w- 6
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TAX ON MALT, MALT SIRUP, AND WORT

STATEMENT OF JOHN L. FITZSIMONS, BALTIMORE, MD.,
PRESIDENT THE AMERICAN MALT CO.

lr. FrrzsttMo-s, N.y name i John L. Fitzsimons, and I represent
tie Anerietin Malt Co.. of Baltiiuore. 1 operate my own bl)iwinlss,
aud I . would like to h11we, in considering this tax of 35 cents per
galhn llpropose(l oil !alt siruls, a specialsirup which i lnanufaeture
eliiiiiitited from this tax. We manufacture a malt, sirup that is
use by cereal beverage -mnfactur'eroi who are licensed under
perlitt from the United Stateg Bureau of Industrial Alcohol. I only
sell to it sinall proportion of thcse manfaeturiers; in fact? I only sell
to about 10 per cent of then. They are now paying it price of about
$131 petr hiarrel for thljs prodlict. They Ca1 get along without it
entirely if necessary. if tlis tax goes on it will inean on this par.
ti(uldil product a 50 pper cent increase in the cost, This would
ditninate thet product entirely front my lsine1ssRO.

Seu11tor SiwORTIiOE. What is the rate suggested in the bill?
Senator ]ci-,-n. 1rTirty-tiv ceni4 a gallon.
M1'. 1?1TVStmONS. Thnity-fivo c(nts a gallon. That wouhAl inean

$17.50 pr barrel.
This particular sirup that I refer to is the foundation of my par-

ticular bsrirws . I am not up hero about any other tax that we
might pay on any regular sirtps whatever. Tha. would be terminated
in wiy plant as it is if imposed. But tiis one sirup, as I mentioned,
is thfe foundation of the financial structure of our concern. We are
rather small iq this line of business and only 6 years old. These
particular people with whotri I do business are till well rated, and I
have the privilege at any time of going to my bank and using the
coinnerena paper from these (oncerns to borrow on.

Senator Goimr. Is your product used only in licensed and legitimate
business?
0',Mr. FITZSIMONs, This particular product is used only by cereal-
beverage manufacturers to make cereal beverage and who are now
taxed under section 615 at the rate of 2 cents per gallon.

Senator GOn1E. You want 3 urs lifted out of that general distribu-
tion?

Mr. FurzsmNot.s. Out of this tax, yes; for this particular product.
The loss of this particular product to me would not only mean a

loss to myself but to the railroads and farmers as well. For instance
last year, in this particular product, we used over 100 carloads of
barley malt, 25 carloads of coal, and about 27 carloads of barrels.
We sipped out about 99 minimum carloads of sirup to all parts of

573110102-C-47
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the United States. The freight bill was about $35,000 on this prod.
uct. This does not include the freight on coal or barrels, because
they are prepaid to us.

Senator CONNALLY. Is your stuff handled in tile general trade, or
does it just go to these manufacturers?

Mr. f ITZS1iONS. I just have a few customers.
Senator CONNALLAY. You do not sell it through the grocery stores?
Mr. FITZSIMONm. No, sir.
Senator REED. Do you also manufacture other articles w.c1i are

sold to the general"trade?
Mr. FITZSlMONS. Yes.
Senator REFt. And they are pretty generally used in making home.

brew beer, are they not?
Mr. FITZSIMONS. Yes, sir. This one particular product would just

simply disappear, because if the price were raised 50 per cent, as it
will be raised under this particular clause, it will mean $17.50 a barrel,
where they are now paying $33 a barrel; it will mean $17.50 addi.
tional. It is merely a Tlavor. Although it must be considered and
construed a malt sirup or a malt extract it really is a flavor.

Senator SnoUTRIDoGE. What is the name of it in the market?
Mr. FITZSIMONS. We call it material No. 12. I have nothing to

say about any other tax on sirup.
Senator SHOaTRIDo. It is the article known as No. 12?
Mr. FITZSIMONS. Yes.
Senator R H:o. tave you prepared an amendment in form to

suggest to us that would take care of your case?
Mr. FITZSIMONS. Yes, sir. In section 601 (c) (2) on page 247,

line 5, after the word "products" and before closing the parentheses,
insert the words: "or unhopped malt sirup or extract sold to cereal.
beverage manufacturers operating under permit from the United
States Bureau of Industrial Alcohol, for manufacturing into cereal
beverages containing less than one-half of I per cent of alcohol."

Senator IIARISON. Somebody has moved to make it 4 per cent.
Mr. FirzsImo-s. I would like to also say that that is only one

iten of my business. And if I lose this business in my particular
case of course it is ly loss. I alt the only person that makes this
particular sirup. The Government would not get any tax anyway,
because I would quit it, and it would jeopardize the balhi'ie of
three-fourths of m business, amounting to $881000 a year.

Senator Rita:o. Vou have been very candid. w would like to ask
your opinion on the balance of this section, as to the probable result
of this effort to tax the home-bwing business,

Mr. FITZsIMo*.s. The results of it?
Senator RtEI.: Can we succeed in doing it?
Mr. FITzsIMONS. Do you mean collecting taxes?
Senator REED. Yes.
Mr. FITZSIMONS. Yes.
Senator RED. That ought to be a pretty good revenue raiser.
Mr. FITZSIMONS. I do not think it would be as much as the papers

seem to think.
The CHAIUMAN. What would be your opinion as to the brewers'

wort? t -
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Mr. FITZSIMONS, I would not have any idea, air.
The CtrAntMA. You have not had any experience with that?
Mr. FITZSIMONS. No; but I have figured out that if all the barley

malt 'manu fractured in the United States was made into either malt
sirup or wort the taxes, even if they used 30 per cent of other grain
with that barley malt, would probably amtiount to about $15,000,000.

Senator Got,. What Is that?
Mr. FhrzsmoNs. $15,000,000. I am figuring on their using other

grain with that, Which very few people (o.
The CHAIRMAN. What was the amount?
Mr. Firzs~tioNs. I stay that if all the barley malt made it the

Uniited States were made into malt sirup, we will say, for instance, thatif it was all made of barley malt the taxes would not be $12,000,000.
TIh CAinMAN . That is malt sirup?
Mr. FITZSIMONS. Yes.
The CHAIRIMAN. What about brewers' wort?
Mr. FITZSIMONS. Wtoll, I have not the slightest idea how niuch of

that is made. But pre(lictiug on the basis of the manufactured prod-
tict, of bnuiley frot which wort and malt is made, I say $12.00 00, 'ifit till made without any raw grain being added. Aboit $15,000,000
if the other were added.

Senator Gotix. What is the total amount of barley used In this
prowess in the United States?

Mr. FITZSJMON8. In the United States?
Senator GoRiw. Yes.
Mr. FITZSI 1ONS. In the malt business?
Senator Gonu. Yes.
Mr. FITZSimroxs. There are about, I should say, 17,000,000 bushels.

Soine of that stuff is exported and some of it, is used for other purposes.
Senator R u. The Treasury estimates that we would get about

$46,000,00() out of the taxes on malt sirup and brewers' wort and
gritpe concentrate. lave you any reason. to think that that is
exc(l$sive?

Mr. FrrzsiMNoxs Well, I could not tell you on the grape con-
centrate or wort. I do not think there is as much wort as the people
seen to think there is. But predicated on IW previous statement
of tll the barley that is muidQ into malt in the United States it would
be around $12,000,000, Provided that ill these wort people did not
cheat you out of it.

Senator Rit~una. Yes. I have seen estimates of an incredible nun,-
ber of bottle caps made for capping hone-brew bottles. Have youever seen the estimate of the number of bottles and bottle caps that
are made and sold for that purpose?

Mr. FITZsIMo.xs. No, sir.
senatorr Goitc. I saw an estimate of 2,000,000, Senator Reed, once.

Senator R2 :D. 2,000,000, Senator?
Senator GorE. Yes. My authority for that is the attorney for

the association of the manufacturers of these bottle caps.
The CHAIRMAN. IS that all?
Mr. FITZSIMONS. Yes. I would like to put a statement in the

record.
The CIAIARMAN. That may be done.
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(T"he Ht atoeit~ preoente(I by Mr. Fitz1*nits ig herp printed iiu flh
record i41rfil, 11S f0l10Nw14:)

STATUENTOF JOuRN L. FVizsuI1ONA

I MOJ Noerth Gay .Sircct 1, ~1Ii,,lle, .114,

,'citlo Qffieo lie if dinj, lWnshinploni, I). C

%ofid, ,' n tieril No. '12. 'T'im p~rodilt, him-vcVI1, ii Is il (io f batrley mall), itoif

Ir mwesm Willf'lt wLI tt11.V itiel't Cf I 11,11 is So ld ill 50-gttllon barrelsi to M1i1iftc.
m-or'QF of evrlrti lUmiIC01h01i ( ILTA9r1 o11N.

Am mt itte It'u,1 IN so1l1 exelttiivtly to) niitififtettitrers mho xitN It in t he lirodii elIoll
oif t heir vercid NeveralN, or1 vE04tilled iear-livler, id whio operate mnder jivimi11t
fromt tim 11iiited States llmrenc of Ntduistrlitl Aleoheil.

Seel lon 6011 (e) (2) of 11om~e I 102361, at WIl Ito provide revenue,0 14qeutlize
taxation, and for other 111poj)(MI, now before I'1w Hcnte Filnwle ("immiitiee ,

Illipomes ain exelme tlax of 35 vent. N~l va tzllonl (onilt4 Hiruip, or 1111t (st raul vol
ta.Itinig over 15 per cent, (of tmd mit ter. Hitelti a t ax) If applied ito mtitl

No. 12, would Imliowe at burden of $17,11t) per barrel upon oir jiroiidet, m-t over
80( oer ccitt of th e' o rice.

Our preiditet Im it raw maiatl uiKNd III the intoenfil01t- u4 of cereal I'W\evvtngcn,
atll ttjttl wh'il 1i 1 Stl le biWOlll (~ '1(1 ofot615 (i (1) inilposos a tax' of 2 cutiiM ;or
galltitt. 1I'l1118, a dolil fit\ wvtitlh I' he hug ,~qt if 1ii it I I' No'. 112 te alsi udr
Nitiev at maeita'IOet keoi In:x\i li 111N iore q'luosI ijut 11ll the vercsd , mm~ah d ile,
mtift,-diii(wet-riige, thle tditili of t1ho tax pr'Jop eli (oil mult Siip, (It 1t111it
ext ract would, If cilliiert- Ito liriim of th Mil iIidti prodtIi't , ti('ttt Ixo or'14 vim,-al
beverage, 101iuout to all toil onal tax ito tile cereald beverage tiltlifitefil tmr of
uOver owi-ijaif vetit per gallonl

Thle II 01141 of IW )rcsvtitat iveA (lidt bit ii'it t o m d O( lilO tasttll melchr
the prolvisioun of ITI. 101230.)1, 810111dl 110 clear l t4ijU, ffor nlc,
that l tilished or fountain sirtips atre tiaed 5~ cont. ier gallon wltei)t ifitu.
turi,i Into a fi lislid product to hai mol iii bot tleN Mir mteriail No. 12 iialt
OXtr114t is~ used its it flavor jot twU is any h'ithed or founittaitt Sidilpiji Snit ilI
really bet (IIlt$Qel 1is fiudi, III Ifiles 11I to IS, pligi' 2 11 ($eIAte trlilt) , finkihed
or fouuit ait sirtip4 itire exempted from tihl tax Nv lien etimd III II( li na mltwt tle of
a beveragil wbich is taxablo undtter another pitriigtipli o f thev bill, but our mtti
ext ract, tliiglt used for theo mnIUI 1piritiNt' is flot veetyd it, is full('I ill thL,
Nanme elws~4 is ''regulaituimlt tirtitlis,

WVe thtere-fore reti I metflily witggest anid urgo the following aItiitletit"
Seeflotl 601 (e) (12), ott nge 2447, litw t 5 if the eomtaiitive ofuriitt No. I, or ol

page 23'2, lino 5 of thle Setu&tte prlint, after te wordl "products i'tted bt-eforv ei ig
Il~e )aretttimm(iH, Insert theo word ";'or mitiopped matlt ttimp or lxitract tw to

cort,'fl beverage matifttuirers ojteratmtg wander permit front tile Uited S ae
Muremi of I ndtitil Alcohiol, fur mntifact uritig into vereal beverages conttainn
less thian lote-fialf of I per entii of idololl,

Plain malt extracet No. 12 Is it profile that Ig Alsed by So llt ttitodfti uttrs
of cereal, nonalcohiolic, soft-drink illveragvi its aif extract to) imtpjrove tlitr
Product. Theo fact that tile ltices at present are a14 highl ast thle trade will xltnd,
anid ats low am we can~ aford to make tlient, iakii it iabsiIoltite matttiiity tht
if it tax is placed ott this mialt extract it wild etutiisctte and( dest roy ouir bui(IrteS
Tite trade Wvill stop uing thik itateril No. 12 rather tlttit pay a1 bigh price,
since it is niot essential to their product, bceaimne even Itow, only it small, llriultr.
tiiun of cvreal-be verago mnitiftictu rers tirc using tt13

As we hiave centtered out- etitlre ibeusiltesx u1peut the dev'uloptteent of tihis itittleriai
No.' 12, we wvill be in no po(sitiont to continue if tis cdisariitiat lg tax is finjosed.
Itn theo muamfacture of thism product alone wve pttrchased itt 1031 raw itierials
amouttitg to $134 420 Ouir jptirvaso of barley malt for Ibis one itemt totaled
over 120,000 bushls ill tie same11 year.
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,rihno raw materials, of which the larger portion Is the product of agriculture,

are a follows:
Illowirlid freight:

N11inimum carloads of barley maltC ........... ........... 100
Minimum varloatis of coal ...................................... 25
Nilninn vtarloads of barrels . 25

lotd curloa( ...... . . ............. ...... 159
0uthomd freight: Minimum carlmds (if materid No, 12 ....... 0)....... 9

In 1131 the freight charged on the arley nimlt used in the miteiial No. 12,
a4 the olitloulll shlun1nts of this product, which were paid by ourselves,
totaled $35,708, thus contributing materially to the business of the railroads.

'he hltp)tstiloni of this excise tax upon our product will lilan the destruction
an1d conliscation of it business alolnting to $,S1,000 It terms of sales arnlally.
This lit turn will mean a loss to the railroads of the country of over $100,000 an.
nually, its well as a losm to the farmers of the country of a market of over 400,000
bushels of barley. Thus, the Government will have exercised its power to tax,
so uis to destroy not Only our tm"lness but Indeed its own revenue.

ly i timm of extensti research we have produced it product which hat resulted
in all itioreasing dolnlld for our material No. 12, which is it Ilain sirup, and is sold
to a srenall mbiieI icr of namfacturCrs producing it legitimate cereal beverage.

That the flotiso of Roprsontativcs muanifestly did not intend to In po1 a tax
on nltdi sirilps of tho typo hero referred to vmu4 bo evident from the fact that 1t. R.
102301 Ilk the sectionn which imposes t1e tax OU wort, malt alrupm, etc oXmpts mtAlt
slrup. im(3d by bakers for the production of bread and when used in the produce-
tioi (if malted milk, malt tonics, and similar medicinal preparations.

It Is reasonable to infer that although th ouse of Representatives did intend
to impose a tax upon regular malt sirup., It did not Iztesnd to impose a tax ulpon
malt strap uod l the production of products already taxed under some other
paragraph of the bill.

It is likewise reasonable to assunme therefore that the action of the louse of
Represomtativeu in so imposing it tux upon mult sirulps of the kind we produce, and
for the purpose we produce it, was due to a lack of full knowledge oh all the facts
prevailing in this easoe; and it is thurofore the limrpoe of this communication to
bring theso facts before your committee.

Undoubtedly the tax imposed in section 601 (e) (2) of 11. It. 10230 was aimed
primarily at the WMAimufature of a certain class of imtit sirup or extract, Mati-
estly, our prodtict is not of this tyleo, and shioild not he io (lasiftivt. We res pct-

fully request thmtt the vonmittee and Congres allow us to contimo free from| tax
this Iegitimato bumsiness of the productlon iof malt sirup which we designate as
mute iol No, 12 alid is imsvd inm the im tiffctutre of cereal Ib'(verigc m fiee from
alcohol oily, as well as unalt shirops used in the litking of bread, or 1;old to minm-
fatfirers of inmilted milk or Imle-h'ila i rlouetR fur ltve in the ila tl fuettIre of such
products. T1 e tax, if levied, will imiwai fli3t, wo will be forced out of business.

Our relief front tt xttin u. I this jittivdllarI' IErtict loes not nati tl I , we will
hot )ay taxes, t vemlalit oil the other slrt lP whIich wo iiumfitture in our plant it
will 1w, licessilry for m. to pay in anml mal tax of over $200,000.

Very respctfitlly yotir,,

LETTER lROM JOHN L. FITZSIMMONS
ITNITED STIATEIS SENATE,%

('O ,M 'I''!.I; N N .vm , AI,,t\lli8,
Ap il I, , .1

tlo.htmEI) Sslowr,
(haru[fflmI(0 Sflete ISifte lil l ('ce nmmiltv, lWasiiin!/tim, 1), C.

.N 14A u, SEINAT011 SSIOO: I have .Ni l ovl i t ol' 1'I t h l7t iustilit mwlising

M0 tluli tih l111ll.4 of 5i'. iilu'rt 6 l, '0rm1 1111 4 ill Mr. .1,i1i L. iitzslnvoll , of
the Altiom 'iI .1 Mnlt (o., will he i-(.:I.hte, I fr, liv' : oIng 41 fi u 151h for perhaps
the 1Sitl.

M'. C'amlmn tells tilt, lh tl he Ni1 Iot, 1n ('t0 oI the 151hi , so I 1Im N'i-midteriig
If .4)11 will le so Ititl ,is too itri,1ilie lhlhmlitly for him t IIPJEit I()r o1 the f thl .

As i ii te 4,1ll(' ' revon l't ltin iti t-i 111 wilt 010 1. os i t, lm filll tilt, 011lti m)i l f
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a nialt-alrup tax, I Inelose herewith it copy of it letter from the Amerlcat
ftilt Co. to Mr. Cariin aild mliil illprecilate it if you will be 14o kin(I its to
have this letter carefully considered by the suicominitteoe having this question
tip for Conilderation.

Tililig you III advouive for yotir hind coleration il this matter, I mll
Very truly yours, P. . TYi)iN08,

AMRIICAN MATZ CO.,
Baltimore, Md., Apr41 7, 1932.

Mr. RonnT CARMAN, )altlmoro, Md,
DOAA1 M1. CARMAN' since Senator Tyditige was good enough to state that lie

would see to it that our difficulties i reference to paying the mait-syrup tax oin
some of our products would be placed before the Senate for approval, we beg to
submit the following:

We manufacture an unhopped malt extract, called material No. 12, which is
sold i 50-gallon barrels to manufacturers of cereal beverages only who operate
under permit from the United States Bureau of Industrial Alcohol.

Manufacturers of cereal Ieverioges, under section 015, paragraph 1, pay It tax

of 2 centR IK;r gallon on their finished product. It It should be necessary for usj

to play i tax ol this material No. 12 that they Use, it would amount to double

taxation; and siie they use 50 gallons of this malt extract to 3,101) gallons of

their product during Its manufacture, It would mean that their tax would really

be Increased over % cent per gallon, iii addition to th 2 cents tax per gallon,

Under the original sales tax, which was not passed by Congress, section 001,
paragraltih 1 shows that a double taxation was not Intended.

However, under tile new bill nothing Is mentioned In reference to double tai.

tion, To eliminate this double taxation, therefore, we tuggest that on page 232,
lines 2, 8, 4, ald 5, where, lIt parentheses, certain malt extraicts are exempt from

t1is tax, that tie following IIe Inserted before closing the larelltliees, ,"or

unhopped nalt extracts sold to cereal-beverage manufaetuters operating tinder
lernilt of the Uulted States Bureau of Industrial Alcohol for maniufiicttiring
into cereal beverages contaliilng less than one-half of 1 per cent of alcohol,"

If tile tax of 35 cents per gallon Is not eliminated on this product It will iei

that1 thljso (It~'(al-bverige niia iufacturtrs will stop using thils product became

of tile prohibitive price and dulie) to the fiet that other materials which thy viil

uO as it substitute for this sirup are not taxed,

Last year we ustl the following products It the manufacture of this No, 12

aliit extract, ill the cost of Itheso prutluctti amounted to $134,420.26.

Inbound freight:
Mliii11 , a lt, htls of orl uley iit....... 109

Muinunnmn cairloadis of ---------------------- -Minitlliiii ciirloaids of' laurl s l ... . . ... . . . .. . 2t

Outbound freight Miiwmn enrloido at liir No. 12 .... . 99

Total carloads oicl it hi iuthig thi.s prodctt . 259

u'ielglit c'hiioges, with tile exceptliton of coil niil li brels iilOlliit$il to

i:ti74A1.i1 (polih by 4,urselves).
01n1 41n1it isidil sites on tills product imiunted to $233,42.1 7.

(o voiirs,, tere ore othrl- nillier.ais S1ii1ll l,111ilt1*0 ' 1 iilt expenses whcllll

silny Iliiiiul ctiti lling lilint liUst lio lr, whhlli c e illi ilot t iiiiil '111 o , lii,01i41li1g

libor.
A stilted, it' we Ire 11t t slivesfiul III gettiig this l 111 (iit. tllii1Id oil 0li4

l;tr ii in ,oihi wt w ill I.se t i tt liiml of 111ilr )11ini . , %-, lIh i c (.4 i en,(,,l1lit

ll!S', otl' liove nel itilodliiil sA , 'I lie rniitlr'a- ii'ihv i l',se t I'r ii tii 41 0!o

tht, iecVltie, anld Illle parctis firolmi whoi we pr. lirhii.- file ll i her , 1ii- ll llhIg olimive

liitilitl,,i tl will I ?,, i si flellir llrtioli of tills l iies, ii li;iltiriiliy I'i lwo

lhit, Oh ulilt i 'te ceilt will l h that11 1 ither will lit, Uevviiiili lit c lled nly

Iax fi xo li poim ofit ' 0111 l!l,u tlle s,
i'lki., lntjli liitil, or our Itiilli.s st'i ss rest tilli i  ti Ills iiiteid lh No. 1. sini

-.1iii' Is i lipell to hl4 lilllt (' 4am eri l i (i( i f l ol rallihiv. 1vi0w pay licn ipiiily, 1 ii

liit iS111.s till ti ll iii xtri act ias 1n-i i i i' \Vlill yve rly ,tiie \mice !-gali

11iiliilt il' II g sile I l a l ,! , TsrIlI l ili ro Ieiistl ivie rt i'twev \ it' weimoil' vvery
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effort to improve this product In ordor to Increase our sales on some, and
$sio on our other slrups which we manufacture to be used by other inanufac.
turers ii products that can not be considered other than legitimate.

Our reason for doing this, rather thun conontruting our entire uannufuatur-
Ing oni so-called " home-brew siropm," was lwnuse It hms always bo 011our
inttiton to build a soud institution along the lines of which there could be
1o question as to the legality of tiro products nanufactured and sold.

It i s our opinion that bakers sirup, for Instance, which Is exempt under
paragrph 2, was exempted in tlte House of Itepresenatives rluelpally because
under tie reading of the old sales tax, a bauker would not have had a license,
and therefore, the sirup sold by a licensed manufacturer to him would have
earried the 3f$ cents per gallon tax because lie would not have had a manu-
facturers license, and that portion of that act which exempts a tax on sales'
frown one licensed nanufactrer to another would not have applied to him.

We hope, Mr. Carman, that we have ondo our predleanment lear. If 1iot, we
should be very glad to furnish any further Information In reference to thlm
lortoa of our business, and we trust sincerly, that senatorr Tydingn will
see tho justice of our plea, and use his good offices to right this situation in
our behalf, which otherwise would prove disastrous to ourselves and of injury
to others.

Yours sincerely, JoHN L. FITM5IMONS, 1'rostdt.
Tit AUIZICAN MALT CO.,

P. K.--Even though the No. 12 sirup above-mentioned Is relieved of this tax,
we will still have to pay the Government approximately $180,000 per year on the
Imle of the other slrups which we manufacture, and which would he subject
to this tax.

STATEMENT OF M. J. DONNELLY, NATIONAL MALT PRODUCTS
MANUFACTURERS ASSOCIATION, CEDAR RAPIDS, IOWA

Mr. DONNELLY. My name is M. J, Donnelly, Cedar Rapids, Iowa.
I represent the National Malt Products Manufacturers Association,
the manufacturers of 95 per cent of 0l of the malt sirup made in the
United States.

I want to say at the outset that I am not here to oppose taxation.
I ami here to call the committee's attention to certain facts which I
believe if they give consideration to then they will realize that the
proposed tax on this particular product is so excessive that it will
interfere with any revenue that may be expected to be recovered by
this bill.

Malt sirup is originally a bakers' )roduct. It was first nianufac-
tured il the United States about 42 years ago. It was used exclu-
sively for baking up until some time prior to the war. During the
war, at the solicitation of the Agricultural Department, a number of
manufacturers engaged in the malt-sirup business as a substitute for
sugar. Since that time many uses have developed to which malt
sirup is put. It is used in the textile industry, in the laundry indus-
try, the lee-cream industry, the bakery industry which is tie largest
user and the breakfast-food industry; also the drug industry.

The bill in its present form exempts from the provisions of this tax
all malt sirup sold to the baking industry and to the manufacturing
druggists and the matted-inilk industry. I 4to not think there is aly
malt sirup that is sold to the malted-milk industry. They mnanufac-
ture their own. IV

The estimate, as I understand it, is that about $50,000,0oo Is 1o be
recovered from malt sirul) and wort and grape concentrates. 1I do



not know what would be recovered from grape concentrates, but if
the estimate on nialt sirup is anything like $50,000,000, that is way
in excess of what it will produce.

There was manufactured in tle United States last year 30,00,0oo

gallons of malt sirup. Ten million gallons of that product went

directly to the baking trade in barrel lots and half-barrel lots, aInd I

include in that figure also the drug trade. The rest, or 20,000 000

gallons, was divided between tie textile industry, the breakfust-food
industry, and miscellaneous industries, such as the ice cream, chewing

gum, and the like, and to the home in small packages.
This product that went to the home in small packages was used for

cooking, bakig and the manufacture of honte-brew beer. It is

utterly impossible to tell how much of this product was used in the

manufacture of home beverages. A wife night buy a can of malt

sirup for baking and the husband might use it in the manufacture of

home-brew beer.
1 might say that I receive a, statement, from the manufacturers on

the first of each year-and I am tle only one that (oes receive it-

showing the exact amount of malt sirup that sold in this last year,
and I know positively that there was not to exceed 30,000,000 gallons

of malt sirup sold in the United States. The tax on that product

alone, after exempting those that I have named, would bring approxi.

lately $91000,000.
The CIIAXItMAN. What i6 the diffrenco between malt sirup and

brewers' wort?
Mr. DONNELLY. Brewers' wort is unfermented beer. It can he

used for no other purpose than the manufacture of beer. Malt nirup

is a thick, viscous liquid, resembling imolasses, only one is made from

cane and the other made from barley.
The CuAntMAN. You have no iea as to the quantity of tMers'

wort that is ]made, theu, have you?
Mr. ])ONNELLY. From t he most reliable figures available there

were about 100,000,000 galhns of brewers' wort manufactured and

sol ill the United States last ear. rie only way we have of arriv.

ing . that is the amount of barley sold to the Iitdsters in the industry.

As YOU are 1h.. ,lip aware, tha-t industry is confined to the alley,

largely beeawso the product goes directly to tie alley brewer.
Seiator (ojiu. That is, you mean Illegal?
Mr. DONNELLY. Illegal aley brewer.
Tite ChiRMAN. Bootleggers?
Mr. DONNELLY. Bootleggers. You ask how much, revenue the tax

o, wort will produce. It, depends entirely on the activity of the Pro-

hibition Department. My guess would be that if wort iss sanctioned

by this tax or indirectly legalized, and with the present miniber

pi,rohil)ition agents, my guess Would be that ther would )e at

least 250,000,000 gallons of wort manufactured in the United States

during the coming year, which means 250,000,000 gallons of beer.

A gallon of wort means a gallon of beer. At that rate the present

tax would not bring any great amount of money.
The present whlesale manufacturer's prce of mlt sirup iAs 75

cents a gallon. The tax ol wort that is sold to the alley brewer is

from 2(0 to 25 cents a gallon. The tax on wort is about 25 per cent

while the tax on malt srup is 45 per cent.

01 N
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Malt sirup has many legitimate uses in the home. It can be used
for all the purposes of baking to which the commercial baker puts it.
it seems somewhat unreasonable that a product which goes to the
housewife and which is consumed in the home for baking--and if it
be usod for any other purpose the manufactured product is confined
to the home and not sold-that that product should bear a tax
twice what the product which goes to the alley brewer bears.

There are about seven States in the United States that now impose
a tax on nialt sirup. I want to refer to that snd call your attention
to it for what value it may be to you as to the amount of the tax.

The State of Louisiana imposed a tax of 10 cents a pound on malt
sirup, and that tax was in existence for a little over a year. The
legislature, at its own volition, reduced that tax to 3 cents a pound
because the tax of 10 cents a pound was so excessive that it curtailed
the sale of the product and diminished the returns. I ant told by a
member of the department of taxation that the tax of 3 cents a
pound, taking into consideration the expense entailed in collecting
the 10 cents a pound tax, brings more net money to the State of
Louisiana than the tax did of 10 cents a pound.

Michigan has a tax to-day of 5 cents a pound on malt syrup; and
by the way, that is the only State that has a tax on wort, A tax of
5 cents a pound means a tax of 57 cents in Michigan per glon. If
you add that to the tax of 35 cents a gallon, you have a total tax of
92 cents a gallon on a product which is selling to the housewife at 75
cents a gallon. I submit that a tax of 92 cents on a product which
sells to the housewife at 75 cents it too heavy.

Senator (Icom,. Do you know how much that produces in Michigan?
Mr. I)ONNELLY. No, I do not; because the wort tax and malt sirup

tax are all one. My guess would be that it produces about $700,000.
Senator (Xux The two combined, in Michigan?
Mr. DONNE,,LLy. No; I think the wort prl ices that alone. I

think the tax on malt sirup alone would be something around $80,000.
Senator (Ooum. )o you know whether that tax redulced the consul-

tion of malt sirup in tho state?
Mr. l)ONNiELLY, It did. It very materially reduced it. Arkansas

has a tax of 10 per cent. South Carolint had it 10 cent tax.
Senutor Goi'., That is ad valtoet?
Mr, DONNELLY. Ad vuloreln.
senator GontE. Ten per cent?

Mr. DONNmI,,Y. About 2 cents a pound. South Carolina reduced
their tax from 10 to 2 cents. Tennessee had a tax of 5 cents a pound
and reduced it to 2 cents. I am unable to furnish the returnA on those,
South I)akota has a tax of 1) per cent. So that the tiverge tax of the
seven states, outside of Michigan, coul)led with the (ov'rnments
tax, gives about 72 cents a pound on a product that sells for 75 cents.

Senator GonE. You do not me"an 72 cents a pound, do you?
Mr. DONNELLY. Seventy-two cents a gallon.
Senator GonE. Yes.
Mr. DONNELLY. We submit that that tax on malt sirup ik, too high.

I am not here to say that this product should be exempted from taxa-
tion, But that is more of a tax than this product should be asked to
bear. In speaking for my association-and I speak for 05 per cent
of the manufacturers of this country-I think this product should
bear some tax, the same as any other product, but I think that they

1
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got the tax too high, It is higher than the sale of the product will
allow and will interfere with it. I do not think that is true of any
other product to the same extent.

Senator SHORTRIOE. It would stop the sale entirely, would it?
Mr. DONNVILLY. I would think so,, A 10 per cent tax, according

to those who have estimated it, reduced the sale of the products in
those States adout 20 per cent; some said 15. A 5 cents a pound tax
on this product, or 57 cents a gallon, such as in Michigan now, has
seriously injured the malt- sirup industry in Michigan. I think it
has cut it down to about 00 per cent Of what it was.

Malt sirup goes entirely to the home. There is none of it that goes
to the alley brewer. He would not buy it; ho would not bother with
it. Wort is delivered in 500.gallon, 1,000-gallon, and 1,500-gallon
tank cars direct to the alloy brewer. The alley brewer and the wort
factory are segregated. The alley brewer sells his product, according
to a statement by Capone in oite of the magazines, at $8 a case, or
$06 a barrel. -

0 was amused to read the testimony of a gentleman before this Com-

imittee in which he suggested that the tax on wort, should !,e equal to
the tax on beer, I am not here to suggest to your committee what
they should make it. I am here, however, to argue that the tax on
inalt sirup is excessive, and if the Government expects to recover tiny
revenue from that tax, they will have to reduce it, or it will wipe out
the industry and there will be no revenue. lHere is a tax of 35 cents a
gallon, from 40 to 42 per-cent of the wholesale selling price, and when
you add to that the taxes set by the different States that I have

already given you, you can readily see what that wouhl mean to any
industry.

Senat,,r Cono. Where is thigh article of Capone's that you speak of?
Mr. LONNELLX. What is that, Senator?
Senator Goit. In what magazine was this Capone article published?
Mr. DONNELLY. Some writer gave an interview with Cap,,n in

one of the magazines. 1 don't know whether it wag the atLrday

Evening Post or Collier's, or what it was. But, he interviewed
Capone at his Michigan Avenue residence near the Loop.
. ietttor Si i Rtuw;.i A iore iip6rtalt tquestiion i.s, Where is he.
Mr.% DONNELIY. I don't know where he is now. lie is headeI for

the Federal penitentiary. I don't know whether he has landed there
yet or not.

LETTER FROM R. 1. MYERS, VICE PRESIDENT AND TREASURER OF TiHl
POWDER IDE MALT CORPORATION

0 UNITED STATEs SENATE,' April I8, 1t)82.

Hton. RZED SMOOT,

Chairman, &enate Finance Committee, Washington, D. C.
MY DEAR SENAToR: The inclosed letter las just come to me from the Powdered

Malt Corporatiorn of Lima, Ohio, stiggosting that the paragraph regarding the
tax on malt shuli distinguish between powdered malt and malt sirup.

Sincerely yours, 1o1INUT J. BULKLEY.

LIMA, Ouito, April 5, 1f32.
Hon. ItOIRFIT J. BLt,KI-Y,

,Senate Office BTilding, lWashiogton, D. C.

DOAN Mn. l TLLWV: We are writing vtt regar(ling the ropose(l tax oit malt
extracts and wish to call your atteta'imi tO the faet ,hut our COnllnly igs probably

- - -m II
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the only company of its kind in the United states, lielin manufacturers of malt
extract tn powdered form. The powder ianufacturel by us is very light li
welglit and conseqttottly takes a large-mizo package to hold a pound wln com-
pared with a. package holding a liquid inmalt. For instance, we pack 2 pounds of
our powder in a half-gallon size can, whereaw the malt sirup manufacturers pack
2)4 pomds of inalt sirup in a quart-sizo can.

I\1. h to call your attention to paragraph D-2 of section 601 of I1 It. 10230,
which reads as follows:

"(2) Brewers' wort, liquid malt, malt sirup, and malt extract, flthid, ol1d, or
condensed (unless sold to a baker for use in baking or to a inantifaCtuor of
maltLd milk or medicinal products for use In the manufacture of such prodil¢ts),
if contttlnittg less than 15 per cent of solids by weight 5 cents a gallon; If con-
thittiltg 15 per cent or more of solids by weight, 35 cents a gallon."

Yout will note from the above-quote paragraph that tie only mothod outlined
for taxing our product Is by the gallon, and if it is taxed on the basis of the size
of container in which the powder is pilcked, we will be discriminated against, as
we wIll Iay twieo as much tax as otur competitor the malt-sirtip manufacturer,
and would practically put us out of tile running as far as competition is concerned.
However, if all inalt extracts either Itn sirup form or in powder form were taxed
on tle per pound basic, then we would be on an vqual footing with all comp petition.

We are bringing tihis matter to your attention so that if possible )ou can recoin-
itend a correction In the above-quoted paragraph if it is finally determined by
tie IMlted states Senate to tax malt extracts the same as was done by the
House of Rtepresentatives.

(hir reason for writing ol at i is I line Is that we live been in correspondellce
witit mr representatives (roum this district, lion. John L. Cable, and the writer
i to-day In receipt of a letter from him advising us to communtt ifat with the
$ennt (9r1 front Ohio, our vi ws on the proposed tax bill.

Knowing that the Colnmissioner of Intermil Revente will have a dlittl ult tinted
in assesing tax on our product if it is allowed to retnain In the bill % hen finally
passed on the per-gallon btasis, and many be the catse of our paIylg tit unfair
and unjust tax oil t ho product lallllfiit itred by us, and us we will htve to pass
tlia itx on to our preltamers, who are mostly wholesale grocers, tobacco and fruit
IIousc.4 i itie Vet and Sout h, It will be difficult for us to determine just what
the exact I ax would he So we call In tulrn tidvise our customers regarding it. We
are hopeful that you will he able to have this pjaragr ih corrected before it finally
be C titleS (A law . I

Thatnking youi for ally effort that you may :bep able to put forth In oir bvIhalf in
this Iliitter, we are.

Very tru'y yourp,
TaR Pow~as~ ~* UPiRoA TIONt

U w, zo, April 7, 1 ,M4#

St imic (.I11ce Buldiio. Tanhington D. '.
l)h,At MR. BuLwz SUPt: 8, ting out l0e O you of Apz4J641 regard to

thle t'o Ip((l taxon, malt 0it4WAM to our pow= vmlt extract,
wish to advise that our , naw in mr rM T hackford, i Washington
on MndaV of bIi wetk ani Se 4r" , l, Cae.ordlw t 0,u o-diy Ial
receipt of ia lctW; froi Mr. CRtI
advising us that he hwoommunieItAi 6mn 0. & , 7,1 Tm'asuryDepartment, anid Doo ]Doran, of Vath o "i Ddil Alcohiol,

and that he as1lso go" Senator Fee.ad 1Wi 6xpiel" i**seo yot.01 ottle samedate. ':: ,' +
Mr. (aIe inclosed a brief coveing the proposed change in th setion as far

as the tax is conrmd iad ruti us tat. fU it were satbactM to send a
copy ,f it to you as well aito senator Fess. iThe brief is h erw , closed, and
we 5itwlereV tritst that *I* section can be tvUW* beforthe bill becomes a law,
plchagitng tLe ettitlod of tomatien on malt eztamt from 86 eate a pallonto 3
tnls a pouttd is outlined in the inclosed buitt/ixmi4 - ,+ ....
Thantking vou itn advat1e for any 0bytasay pat forth in our behalf to

obtain tils eorrectiti, we are, k ,
Very trilly yoturs,

TimE PowiIMD MALT CORPORATION,

11y Ii ., \1'iI,4K, 1'u.' i'rcidcrt and Truasur'r.
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Baraw or u PownURnw, MALt CORPOATION o0 LIMA# GOxo, As to SaoMwom
601 (d) (2)

Your petitioner manuftctures powdered malt extract This is sold in cans byweight and Is not sold by the galon or volume. The Provsion as passed by theMouse, either (a) Impjoses no tax on our product or (b) the tax Is so excessive as toamount to confiso , e n.We suggest that a comp ble tax b Imposed on all malt extracts by thepound, "aIs done In the tatesof Michigan, Louisiana, and Tennessee. Thissection of the bill as it came from the House reads as followi,"(2) Brower's wort liquid malt, malt sirup, and malt extract, fluid, solid orcondensed, I containing lss than 15 per contum of solids by weight, 6 cenis aPlon; If containIn 15per centum or more of solids by weight 85 cents a gallon."We suggest that t Is in order to modify the last portion of the paragraph tnow med"if containin, 15 per centum or more of solids by weiht, 85 cents agallon," by staking out '85 cents a alon" and Inserting In 1 e 'hereof g48 centper ound," so thatthe a aph will read:"12) Brewer's wort, lquid malt, malt sirup, and malt extract, fluid, solid, ccondensed, If containing les than 15 per eontuin of solids by weight, 6 cens agllon;ifcontaing15 per contum or more of solids by weight, cinta pet pound."We suggest tha this particular product-namely, powdered malt extract-cannot be measured by volume, but must be measured and taxed by weight as it issold by weight and not by volume. All malt powders, If the 8-ents-sgfon ruleshould apply, would be taxed at a rate greatly In excess of competing Items. Forexamples floured at 35.cents-a-gaulon rate It would make a tax on powdered maltof about 5% cents a pound, whereas it would tax malt sirup 3 cents a pound.
Tax POWDEIWO MALT CORPOJATXON,

By H. E. Mbluats, Vice President and reasurer.

SAM31 0 0 SON 9. IAMMOND, UBOAL RUUARIC BZCBRTARY, NATIONAL
CIVC U2AGUZ

John B. Hammond Des Moines, Iowa, legal research secretary for the NationalCivic League, superintendent of legislation, Iowa Civic League, and residentof the Nalonal Uniform PrQhibitlon Law Association, presents the followingstatements at d briefs, In re taxing of wort, malt, concentrate, and cereal bever.ages (near beer), and offers amendments to certain sections, to prevent abuses ofNaional and Rtate laws.We call attention to subsection (2) of subdivision (c) of section 601 of H. I.10286 under title of "Manufacturers' excise tax" (p. 232), which reads:"(Z. Brewer's wort, liquid malt, malt sirup, and malt extract, fluid, solidor condensed (unless ,,old to a baker for use in baking or to a manufacturer Ofmalted milk or medicinal products for use In the manufacture of sueh products)if containing less than 15- per contain of solids by we ght, 5 cents a gallon; Ifcontaining 16 per centum or more of solids by weight, 31 cents a gallon."We propose the following amendment:Substitute a semicolon for the period at the end of the said subsection (2) andadd thereto the following: "Potided, That the payment of the tax imposed bythis section shall not be hold to exempt any person from any penalty, punish-ment, or forfeiture provided for by the laws of any State, Territory, or District,or by the national prohibition act, as supplemented and amended, or In anymanner to authorize the commencement or continuance of such business contraryto the laws of such Steto, Territory, or District, or by the national prohibitionact, assupplemented and amended, or In any place prohibited by localor manic.
Webster's new International Dictionary gives the definition of "wort": "An,nfuion of malt unfermented, or In fermentation; the sweet infusion of maltwhich ferments and forms beer." The Standard Dictionary defines "wort"as "The unfermented Infusion of malt that when fermented becomes beer."In all State and Federal laws "beer" Is clasd as an "Intoxicatiug lquor."The Willis-Canmbell Act of 192 eliminated "beer" a medicine, and hence ithas no aplicable use other than as a beverage, and Its manufacture sprohibitedby the ei gteenth amendment to the Constitution, and an law enacted to manu.feature ber Is In defiance of the Constitution and can not sind. The court. haveuniversally held that every step taken In the manufacture of intoxicating liquor



brings each person who #Ogge In paiin hug mateIsals designed forthe purp" of making Intoxicating o ioa c tliquor " the reon who fiushes tile phe Peron who fill. tevei!!In which it uto be Marketed and attqchs the label. t such vessels t performingpart of the manufacturing.The amendments prop6d follow very closely the ro ns of section 85 oftitle 11 of the Natlinal prohibition at 4Md section 701 ofth xIsetxatoFebruary j6 £928. These ave the pretsodnts for the prooed amendmet.oSections iA and 25 of the national prohibition act prohib itths possessiono.materials for the manufacture of Intoxicatin liquor. Without thee suggestedamendment, those provisions of the national prohibition act would be repealedby implication, as wort, malt, and wine concentrate are used almost exclusivelyi the manufacture of Intoxicating liquors.Further, the Implied provision Is to he ' lime the manufseturoof beer, whetherthe fial act of converting these material Into beer Is consummated in a familyhome, or elsewhere, unless it be specifically stated In the law that the payment ofthe tax will not legale the product.There s a law now taxing the manufacture of beer $8 per barrel (81 gallons)and the tax, as provided In section 85 of the national prohibition act, whichdoubles that tax and adds to that double tax a peAt of 61000 and an excisetax of $1,000 as provided In the revenue law of928. Are the hues and penaltiesnow provideA to be repealed by Implication by the proposed ta tper gallon on the wort with which to make beer? - tax of 8 to 88 centBeer Is now being made on a large scale, within the knowledge of the ProhibitionBureau of the Department of justice, and for the year ending June 80 1931 thatsame department reports the sefsure of 14 921 "beer frementere" and , 819,018.41gallons of beer. In a monopa ph published under the auspices of thi same de-partment September, 1930, they showed that the beer seized In that year, carefulanalysed by Government chemist., showed an avers alcoholic content of 8.4r ent, such beer ranging from 2 to 6 per cent alcohol. In this confession ofProhibition Departent it is further shown that there were enough materialsproduced and unaccounted for as having been used for ie timate pu tomake 883,032,000 galons of beer (home-brew)-22,o33,go beer barrels t thep resent minimum ax ofIN per barn!l, the Treasury would have profited by182t199,740. However, a statement issued by the Commissioner of Internilvenue shows than not one cent of revenue was received from this source in theyears 1930 and 1931,Some States prohibit the manufacture and sale of mash, wort, 6r wash. As anexample of some of theme laws, I refer to chapter 30 General La
1928,pte se8io Gn:a La as ews of Oregon,1923, section 2: "No mash, wort, or wash, fit or distltion or for the manufacture ofspirituous, malt, fermented, alcoholic, or other Intoxicating liquors shallbe made, fermented, or possessed within this State by any person who does notat the tm 1 hold a permit, issued under the laws and regulations of the UnitedStates, etc1The Supreme Court of Oregon, In the case of Pack P. State et aL (241 Pa. 890)afterquotng the above section, says: "It Is clear that the purpose of the statuswas t prevent the manufacture ofIntoxiating liquor. There Is no difference Inthe constitutional principle between the prohibition of the sale of Intoxicatingliquor as a beverage and the prohibition of its manufacture, In order to stop thesal.

"1When we digest the meaningof the statute quoted above, It is plain that thelawmakers intended to prohibitthe making, fermentation, or possession of mash,won, or wash, for the purpose of the manu f acture of Intoxicating liquor, that thestatute means more an a the mash, wort, or wash, which is prohibited Isit for distillation, or fit for the manufacture of Intoxicating liquors, but thai itwas the intention, or the apparent Intention tobe used for that purpose"We think It should be clearly stated in the act that the State laws now in effecton Oregon and other States with similar Jaws may be not Interferred with and setaside.
We next call attention to subsection (2) of subdivision (c) of section 801 ofH. do . 10238, under title of "1Manufacturers excise tax," (p. 232), which reads:0"(3) Grape sirup, grape concentrate and evaporated grape Wuie, if containingmore than 38 per centumn of sugars by weight and not containig preservativessufficient to prevent fermentation when diluted, 40 prcnu.o h rc owhich sold, or In the tdse of su es I I the40 per

centum ad valotem." r l motdh th ntdSae,4 e
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We sa t tt .sUan be amended a follom:
0tk. WN a semcoln for the period at the end o. the sid subscto () and

Mtm o e the fra bIe: d prfd 5o That the payment of the ta n Imposd by
tis t a ile not be-hold to em any person from arp e ui
at, or f.Sulklpofl for by the iaws of any S8tate, = Wu7osorfh tto
11V the em m act, as supplemented and ame n wld or n any mers

satesml thenaty it or continuance of such busi cotramy to the
bows tfeak Si*tat utory, or District, orb0 h national gwobbtlon act, asand a so in adpted hat bte My ea Wo munpa .

theSu an lws etre utin re "wetS" wil apply wit equal fore
to tl s providing for the taxation of wine concentrate. Th emnfatre
o win s , Inos thn fi step in the manufacture of wio. U Oant-
fasa. of whne for beverage purpose is a violation of the Constiys: Any
law that sf d elait manuacture Is unconstitutional and void. However to
&WM In the stdment of prohibition a tax ma be laid on the unlawful buse
a an autittal Ipnn the suppresson of the business, but not a a ieense.
The -ae manden should be adopted that thee may be no mlsunder

lb nmur ofcnentrate as a commercial commoty is clearly stated

bl he ind bown by Judge Otis, western dietict of Mn o M October
,8 , Is t aof United te P. Brunett (837F. (2d) 219).

e~~l ai nditl~ng oactsotablyse: rtiga aenu on rn

4. I led the fact tobs that the product sold by the defendants and posee
for sale by the defendant company met out In the prceeding finding of facts
Wa a eprto and, and substance manufactured by the defendant om-
Para further wnd that neither the concentrate nor the -A&iq

th r umine artely would undergo the preess of fenntaton, t
tat cwhen mixed tO they were capable of and did ferment so as to b an

roume s~ inm/et/ i rst, nd h andh morwe y a voum U¢wm

edfoll eae pur of 00 alf of Iper cent nd that themore said ra peti d of
sae days frm their admixture. And prepahtth ad ration, com-
poud, Wd substance was inherently capable of and designed t mr a

worneof mNa1tio, a potable beverage having an alc i content of fromSt-o  r am t lo oil by volume.
t& ~in fi th t t Wb that the defendant sold the preparation, eompou n

aw substne, manufactured by the defendant company wfth the Intent
dwn ci their part and that the defendant company posed for sale id
uearto, omondtr, and substance with the intent and dmgn on its part,
-at t of si preparation, compound and substance should wse It In
the nfM tu re of wine and a vinous liquor conning mote than one-half of 1
p tent of afdeWi by volume and containing fr8ts s to 14 per cent of alcohol by
volume, And int tn- In fact, and that the ad wine and enous lquor would
het ftor beveag e urpoes, and that the manufacture of ad wine and vinous
liur o ne by those who had permits to manufacture such wine and

The Com- soe of Internal Revenue In his statement previously cited shows
h m the Intd revenue on wine was 4,017,59.82. From that date on
that remue has been decreasing, until 1931, the total revenue from that source
was omit tiSM OS. The legitimate production of wine has decreased with the
produce of cnentratel and gr juice in other forms has incesed, and - the

0 production o wie in dwellngs has been sured safey, law or 0 law.
Otis found In the Brunett ase supr that wine with an alcoholic content

of from B to 14 per cent was Intoxicsang iact. The Prohibition Bureau finds
that hommad wine as seized In the United States averages 12 per ent Alcohol.

(P. 35, onograp previously referred to.) On pae34 the monograph shows
tht10per t ofWine grapes and 100 per ceoffree raisin grapes are used

for Maing wine, on pag 80 that 118,000,000 gallons of wine wst possible
fim the Ofmtepro available.

The Agricultural Yearbook for 1931, table 228, page 743, shows the production
of wine gropes:
101-------------------------------------------.........310%000

I --------------------------------------------------- 418A00
1921 (fruit raisin graes---------------------A...----130, 000
fl (ret ia paa---------- .... ------------- 30,000

The production of grpsfor wine making bad Increased from 440,000 tons In
1921 to 965,00 tons in 190 Evidently the illegtmt wnprdciiscrowd-
Ing the legitimate production out of the market.
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Your attention Is next called to the necessity of amending section 615, "Tax

on soft drinks."
() i There Is hereby Imposed-

"(1)Upon all beverages derived wholly or in part from cereals or substitutes
therefor, containing less than one-half of I per centum of alcohol by volume, sold
by the manufacturer, producer, or importer, a tax of 2 cents per gallon."

Section 615 must necessarily be amended. This is a tax on soft drinks made
of malted grain. Seventeen States and the District of Columbia, prohibit the
sale of malt liquors regardless of alcoholic content. The supreme courts of then
States have universally sustained the constitutionality and validity of these
laws, and the riht of the States to enact such laws sustained by the Supreme
Court of the United States.

The legislatures of many of these States have considered the repeal or modifi-
cation of these laws but have been universally denied, excepting Wisconsin,
which repealed this provision with all )ther intoxicating liquor laws. In none
of these State is the manufacture of malt li uor permitted. This does not
apply to the District of Columbia where malt lquors are unlawfully permitted
to be both manufactured and sold.

We submit the following amendment:
Amend section 615 of Hf. R. 10286, tax on soft drinks. Following subsection

(1), substitute a semicolon for the period at the end of the paragraph and add
thereto the following: "Peidsd, That the payment of the tax Imposed by this
section shall not be-held to exempt any person from any penalty unishment
or forfeiture provided for by the laws of any State, Territory, or District, or in
any manner to authorise the commencement or continuance of such business
contrary to the laws of such State, Territory,.or District, or In any place pro.
hibited by local or municipal law."

The reasons of the people for prohibiting the manufacture an? #ale of malt
liquors regardless of alcoholic content, or whether containing an alcohol, ar
set out and Interpreted by the supreme courts of any of these 17 States a few
of which opinions I submit briefly.

IOWA

"We reach the conclusion without the slightest doubt that the beverage in
question, being liquor manufactured from malted grain irrespective of the
amount of alcohol which It actually contains, and also Without regard whether it
is in fact intoxicating, is within the statutory description of liquors the sale of
which is prohibited. We think that such liquor Is beer within the statutory
definition but, whether or not, it is unquestionably a malt liquor." (Sawyer P.
Botti, 147 Is. 457; State v. Sicike, 151 Ia. 304.)

NORTO CAROUNA

"Although near beer properly made is a nonintoxicating beverage, the sale of
it furnishes extraordinary opportunities for the violation of the State prohibition
law; that it Is mode by those who make beer; sold by those who sell beer, and
drunk by those who drink beer; and that it looks like beer, smells like beer, and
tastes like beer. It stands legitimately In a different class from the business of
selling sods, minreal water, lemonade and the like. The very possibilities
which the business gives for palming off real beer and other intoxicating drinks
and prohibited drinks ?laces it properly under the guardianship and control of
the police power." (8ate v. Donnenberg, 66 S. E. 8-01.)

IDAHO

"The legislature in the enactment of this law evidently had In mind a twofold
object: First, that'of discouraging and as far as possible preventing intoxication
and intemperance in the use of intoxicants; second and equally Important, is
that of protecting and preventing the boys and young men of the State from
acquiring a taste for intoxicants and the habit of indulging In drinks and beverages
that contain the Intoxicating element.

"The legislature likewise recognized the fact that vinous, malt, and fermented
liquors all contain, to some extent, the elemnet of alcohol, although It may not be
to such a degree as will produce intoxication. They therefore concluded when
writing this statute defending the words 'intoxicating liquors' to declare as a
matter of law that all spirituous, vinous, malt, and fermented liquors are Intoxi-
eating, irrespective of the amount of alcohol they may contain and whether or
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not the particular kind of drink will in fact produce Intoxication." (In re
Lockman, 18 Idaho 485.)

Mdlef1"IPPi

(Opinion by chief justice)

"I do not think the constitutionality of the statutes of this character (pro-
hibiting malt liquors) can be successfully controverted The police power of the
State I broad enough to prohibit the sale of those things which It considers destruc.
tive of the health, the good morals, and the peace f Its citizens. If the State
has this power, it is necessarily vested with the authority to make Its laws effc-
tive and the subterfuges and disguises resorted to by the Ingenious violators of
the liquor laws are as well known to the legislator and the judges as to those who
violate the law, knowing the schemes resorted to by those who would destroy
the prohibition laws andmake them farcical by their failure to give that protec-
tion from the evil of intoxicants, which is their design and purpose, the legisla-
ture has met all schemes of those who would evade, by prohibiting the sale of-such
subterfuges.

"It has prohibited the sale, not only of Intoxicants, but of that character of
nonintoxicants which go hand in hand with intoxicants. That i, have the
character of Intoxicants though In truth they do not intoxicate. The police
power of the State is not so impotent or restricted as that it can not come back
and repel evasions. If this great power of the State voukI be thus thwarted by
those engaged in criminal acts It would indeed be an Important thing. In
criminal and in civil law, fraud, disguise, and pretense, whatever form it has
assumed In an effort to subvert the good faith of the law, had not been subtle
enough to evade the legislatures std the courts for loni." (Fuller v. City of
Jackson, 82 So. 877.)

MAIN

"While the legislature can not make that intoxicating which Is In fact not Intoxf-
eating, it may prohibit the sale of a specific article as it hs done in this case;
and Its right to do so In clearly a constitutional exercise of the police power. The
Issue was whether the defendant sold malt liquor. If he did sell it, it was in vio.
lation of the statute and it was not necessary in order to establish his guilt for
the jury to go farther, revise the judgment of the legislature and determine
whether malt liquor was or was not intoxicating." (State v. O'Connell, 58 Atl. 89.

XXBRABKA

(Opinion by chief justice)

"As we have seen, the statute prohibits the sale of either 'malt,' 'splrituou6,/
or 'vinous' liquors in specific terms by name. This is a specific and direct pro-
hibition, but the legislature, recogniuing the fact that there are other intoxicants
which do not come strictly within the classes named the words 'or any intoxi-
cating drinks,' as in section 20, were used to cover all kinds not within the classes
named, that If the charge and proof of any one of the classes be sold or kept for
sale no proof of the Intoxicating property of the liquor was necretary, and that it
Is only necessary to prove that the liquor sold or kept for sale is one of the clasme
forbidden." (Lather v. State (Nebr.) 120 N. W. 128.)

ALABAMA

(Opinion by chief Justice)

"The legislature may not, In the exercise of the police ower', prohibit the sale
of malt liquor which is not Intoxicating nor otherise deleterious in any way,
where the sole purpose and object is the prevention of the sale of that particular
quality of malt liquor. But it is common knowledge that most malt liquors
we Intoxicating and harmful when used excessively. The sale of such, of course,
the legislature has the power to prohibit. but If the prohibition should In terms
go only to the sale of ntM Xicating malt liquors there would be less open oppor-
tunity for evasions of the iaw and there would arise such difficulties of proof as
that the law could not be effecively executed; and the law makers having the
undoubted power to prohibit and to prevent the sale of intoxicating malt liquors,
and to enact to that end a law which can be executed so as to secure it, and finding
that that can not be accomplished without extending the prohibition to all malt
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liquors, whether intoxicating or not, such extension necessa to prevent the sale
of Intoxicants s " esseatfly the proper exercise of the police power a the
inhibition witA reference to in lcante.- (Peibelman v. The State, 83 So. 884.)

MIBSIBtSIPIl

"The sale of melt liquor Is prohibited, whether in tact it intoxicates or not.
'Poinsetta' may or may not be an intoxicant' but It Is a malt liquor, and as such
is prohibited from being sold in this State. he prohibition law can not be made
effective unless it includes all subterfuge. " (Purity Extract & Tonic Co. v.
Lynch, 100 Miss. 650.)

The above case was appealed to the Supreme Court of the United States, and
Justice Charles E. Hughes, in writing the opinion of the Supreme Court, said:

"It was competent for the legislature of Mississippi to recognize the difficulties
besetting the administration of laws aimed at the prevention of traffic in Intoxi.
cants. In thus dealing with a clas of beverages which In general are regarded
as intoxicating, it was not bound to resort to a discrimination with respect to
ingredients innocuous beverages from the condemnation would facilitate subter-
fuges and frauds and deter the enforcement of the law.

'T'A contrary conclusion logically pressed would save the nominal power while
preventing its effective exercise. The statute establishes its own category.
The question in this court is whether the legislature had power to establish it.
The existence of this power, as the authorities we have cited abundantly demon.
strates, is not to be denied simply because some innocent articles or transactions
may be found within the prescrIbed class. The inquiry must be whether, con-
sidering the end in view the statutes passes the bounds of reason and assumes
the character of a merely arbitrary fiat.

"That the opinion Is extensively held that a general prohibition of the sale of
malt liquors whether intoxicating or not, is a necessary means to the suppression
of trade in Intoxicants, sufficiently appears from the legislation of other States
and the decision of the courts in its constructions. We can not say that there
Is not basis for this widespread conviction.

"The State, within the limits we have stated, must decide upon the measures
that are needful for the protection of its people, and having regard to the artifices
which are used to promote the sale of intoxicants under the guise of innocent
beverages, it would-constitute an unwarrantable departure from accepted prin.
ciplest o hold that the prohibition was beyond its reserved power." (Purity
Extract Co. v. Lunch, 226 U. S. 204.)

Are we to Jeopardize important laws of the United States and many State laws
for the one purpose of revenue, when more money may be realized from enforcing
the laws we now have than could possibly be realized from the proposed law If
the tax we collected on every gallon of liquor sold. In passing the sections of
the bill to which I have called attention without the protection of-the amendment
suggested we have everything to lose and nothing to gain.

If the enforcement agents refuse or neglect to enforce the laws we now have
how can the safre agents be expected to collect the tax proposed, loyally and
efficiently?

1151 0 84--.8
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TAX ON GRAPE CONCENTRATES

STATEMENT OF MUNSON 0. SHAW, SHAW SALIS 00., NEW YORK
CITY

Mr. SHAW. My name is M. G. Shaw, Shaw Sales Co., New York.
The CHAIRMAN. Proceed with your statement, Mr. Shaw.
Mr. SHAW. In regard to the tax on concentrated rapes which is

40 per cent on the sales price, with the provision in there that if the
concentrate contains a preservative sufficient to prevent fermentation
when diluted, it is free.

The future of the grape grower lies in the sale of the concentrate.
The product of the grape grower from his fresh fruit has a very limited
market in the sale for table use, for the manufacture of raisins, for
the manufacture of preserves and confections, particularly so as it is
one of the most perishable products and must be sold within a period
of two or three months.

The invention of concentrates, gentlemen, is simply this. It is the
extraction of the water by vacuum under controlled temperature,
which brings the natural segregation of the grape up to 70 per cent.
At 70 per cent it can not ferment. It will kee iidefitely if properly
stored. It may be stored economically. it may be transported
economically. It has in that condition a real future. It is the only
salvation which the grape grower of this country has. It is tha
modem, up-to-date method of marketing grapes.

Senator SHORTRIDGE. This is grape concentrate?
Mr. SHAW. Grape concentrate. It is condensed grapes, that is

what it is.
Now, there is a use on the market of grapes for the production of

pasteurized grape juice. When you pasteurize grape uice you lose
the exquisite flavor of the fresh fruit. You get an insipid beverage,
which Tas never become very popular in this country. The concen-
trate is to be taxed, unless, as you claim in this present bill, a pre.
servwttive is added sufficient to prevent fermentation as diluted. That
means an enormous amount of preservative. The usual preservative
in any fruit is benzoate of soda. If you add benzoate of soda in suffi-
cient quantity to grape concentrate, you immediately preclude the
use of grape concentrate Mi baking, because your yeast won't work
with that preservative in there. You put it out of the soft drink
business, because you kill the flavor with your benzoate of soda or
any other preservative that you may add there, because you have
got to add a tremendous quantity in the concentrate,

Senator SHORTRDOE. To prevent fermentation?
Mr. SHAW. To prevent fermentation, yes. Now, the concentrate

does this: A manufacturer or user of it can buy fresh fruit the year
round, instead of having to buy in the short season of two months.
There are two or three times the quantity of grapes produced to-day
that there were before prohibition. The market is glutted with them.

1590
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The grape grower to-day can not get enough money out of the saleof hiirapes to pay for cultivation. No end of grapes hung-on thevines last year and were destroyed. The market for grapes in thiscountry-and it is a tremendous market-its in the concentrate. Totax that concentrate to-day, when neither the manufacturer nor theconsumer knows what he can get out of his concentrate, means thatit, can not compete with grape juice, on which there is no tax placed.You find with the concentrate that the home owner may have hisfresh fruit by simply taking a small quantity of concentrate and addmgwater to it and A it in a glass and it ms just as though he squeezedthe fresh juice right out of the grape. On that branch of the businessit can not be taxid and it should not be ordered to have a preservativeput in it, but there is a field for the sale of concentrate in which it can
bear a tax.

The CHAIRMAN. You make just about as good an argument as allof the others have.
Senator HAnuisox. It makes a mighty poor wine, doesn't it?Mr. Siiw. No sfr; it makes a delicious wine. [Laughter.] Iwant to say this: if i phrasing that section you w t in ther cer-rain wo du pu . ther ceru . .. . ..-
i wor~g which will permit the sale of grape Jice and grape con-centrate for use in the home for the manufacture of nonitoxicatingfruit juices, you can stand a tax. But that is the only juice that canstand a tax. That is provided for as you all know, by section 29.In a recent decision it has been held that the home owner is onlyexempt it he actually goes and takes his fresh fruit and squeezes the

juice -himself.
The CHAIRMAN. Very well.
Senator SfoRTraIDo. Very well stated.

IUTTR PROM MUNSON O. SlAW, RRPRWSINTATIVS OF SAW BALWS 00,(INC.)

Hon. REED SMOOT, APmIL 18, 1932.
Chairman Seniate Committee on Finance

Waehingion, D. C.DEAR Si: Section 601 (a) (3), the tax of 40 per cent of the price for whichsold levied In this section on grape sirup, grape concentrate, and evaporatedCrape Juice, if containing more than 35 per cent of sugar by weight and not con-ing preservative sufficient to prevent fermentation when diluted, will be afatal blow to the rape growers In the United States whose only hope for expan-sion of the make for grapes lies in development of the sale of grape concentrate.The market for grape concentrate has not been developed. The sale of thisproduct Is in its infancy.
There are over three times as many grapes grown In the United States to-day

as were grown before prohibition. There is an overproduction of papes sothat the price obtained by the grape grower is not sufficient to reimburse himfor the cost of production. Every grower Is being carried by his banker withthe onl hoe of liquidation of either being by the possibility of an increaseddemand. The increased sale of grape concentrate is the only solution. In1930 over 300 000 tons of grapes were left to rot on the vines In CUfornia alone.The limited market for the sale of grapes Is because grapes are a most perish-able product and must be sold and delivered within a very short time after beingharvested, but grape concentrate may be sold 12 months 'in the year making itpossible for both manufacturers and consumers to have fresh grape Juice conti.
nually.

Grape concentrate Is a new product prepared as the result of a recent discoveryby extracting the water from the freshly expressed juice of the grape by vacuumunder controlled temperature, thus raising the natural sugar of the grape toabout 70 per cent.
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With this percentage of sugar, grape concentrate can not ferment and will
ep indefinitely. It may be economically stored and economically transported.

suhe iperiority of grape concentrate is not a yet appreciated by either the
manufacturer or by the individual consumer. When this is known, there will be
innumerable uses for it in the preparation of many food roducts. Grape con-
centrate also gives the individual fresh grape Juice all he year round . It Is

?mpy necessary to take a small quantity of grape concentrate, add water to it,
anthem consumer has a beverage equal to the fresh juice of the grape, and superior
to pasteurlsed grape juice, for when grape Juice Is pasteurised it loses the ex-
quisite flavor of-the fresh grape and is rather insipid.

If grape concentrate is taxed at 40 per cent of the price sold, the sle will be
almost eliminated. Grape concentrate is sold in competition with grapes which
are not taxed and with grape julce also untaxed, except as provided in section 615.

If a preservative is added to grape concentrate it will destroy its use for home
consumption and for manufacturing purposes. The usual reservative in foods
Is benzoate of soda. If sufficient benzoate of sods is put ino the concentrate so
as to prevent fermentation when the concentrate was diluted, the concentrate
could not be used in baking, as the bensoate of soda would prevent the action of
the added yeast. It could not be used for fountain sirups or for the making of
grape juice, as the flavor would be destroyed and the taste of the bensoate of
soda would render it most unpalatable. Besides some States prohibit the sale
of food products which contain benzoate of soda. Whatever action Congress
takes in regard to taxing grape concentrate, no provision should be made that a
preservative must be added.

Grape concentrate and grape juice when sold for manufacture in the home of
nonintoxicating fruit juices, as proviAed in section 29 of the national prohibition
act can afford to pay a reasonable tax.

se;tion 29 of the national prohibition act reads-
$$The penalties provided in this act against the manufacture of liquor without

permit shall not apply to a person for manufacturing nonintoxicating cider and
fit juices exclu ively for use in his home, but such cider and fruit Juices shall

not be sold or delivered except to persons having permits to manufacture vine gar."
This provision was put in the national prohiition act on the recommendation

of many members of Congress to exempt their constituents from a violation of the
prohibition law when they made in their homes fermented older and fruit juices.
Unless this exemption had been put in, this act could not have been passed over
President Wilson as veto.

When the Volstead law was enacted a new product was created, namely a non-
intoxicating fruit juice. A nonintoxicating fruit juice is made by converting a
fruit juice by natural fermentation in the home.

A nonintoxicating fruit Juice is one that contains more than one-half of I per
cent of alcohol by volume. Otherwise it had no place in the national prohibition
act.

There have been many decisions on this section of the Volstead law, some judges
holding one way and some another. The majority have held that section 29
legalied the fermentation in the home of fruit juices, but one Judge holds that for
a householder to benefit by this exemption he must express the juice of the fresh
fruit in his home.

There is about three times as much grape juice sold for home fermentation as
grape concentrate. Grape juice when sold for this purpose should be taxed pro.portionately.If, therefore, in taxing grape juice and grape concentrate for sale for use for

manufacturing a nonintoxicating fruit juice in the home, Congress will clarify
motion 29 of the Volstead law, the Government will obtain considerable revenue.

The 40 per cent tax of the price for which sold Is an unsatisfactory tax a difficult
one to determine and subject to evasion. We therefore, advocate a at rate of,
say 40 cents a gallon on grape concentrate and a corresponding tax of 10 cents a
allon on grape juice. One gallon of concentrate will produce 4 gallons of grape

taWe recognize the necessity of the Government's raising money by increased
taxes. Our object is to point out to you where a tax on grape concentrate and
not a tax on grapes or grape juice when used for the same purpose is a handicap
to the expansion of the grape concentrate business. A tax canbe paid If assessed
against all branches of the grape industry on the sale for use for the manufacture
of nonintoxicating fruit juices in the home. We suggest the following wording:

"Grape juice, grape syrup, grape concentrate and evaporated grape juice,
when sold for use for manufacturing in the home of noninfoxieating fruit juice,
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which is hereby authorlsd, If containing les than 88 per cent of sugar by weight
10 cents agllon; if containing 35 per cent or more of sugar by weight 40 cents a
gallon, or in the ease of such Arties Imported Into the Unie States 40 per cent
on both the ad valorem pries and on the import duty provided by law."

This wording does not go beyond the provision of section 29 of the national
Prohibition act, but will clarify It so that the householder will know that he may
legally make In his home nonintoxicating fruit juices, either from fresh fruit,grape Juice, or grape concentrate.

Resptfully submitted. SAW ALS, (INC.),

By MUNSON 0. SuAw,
Represen(afive.

STATEMENT OF MARION DE VIINS, REPRESENTING THE QALIFOR-
NIA VINETARDISTS ASSOCIATION

Mr. Do Vltzs. Mr. Chairman and members of the Finance Com-
mittee of the Senate, this appearance is made on the request of Mr.
Donald D. Conn, managing director, and in behalf of the California
Vineyardists Association, an agricultural cooperative representing
approximately 18,000 growers in California.

Grape sirup, or grape concentrate, has been developed into an
economically marketable product of the grape.

The economic picture of this agricultural product is well analyzed
by Dr. Alonzo E. Taylor, nationally known economist, in part as
follows:

Grape situr, or concentrated gra e juice, is only one of a long series of con-
centrate of luid foodstuffs. As oiher illustrations will serve, milk (for animal
products) and tomato juice (for vegetable products). Many fruit juices are
concentrated in different countries. It is not a peculiarly American practice,
nor was It developed-though perfected-after the war. Originally the con
centrated fruit juices were designed for special reference to tropical markets;
but they are now being developed for markets in the temperature zone in order
to check spoilage, prolong season of availability, facilitate handling, and lower
freight and other costs of distribution.

The grape juice is concentrated by evaporation in a vacuum until the sugar
content runs over 70 per cent, with corresponding contraction of volume. if Is
then stored in cans. This concentration prevents spoilage and reduces the
volume two-thirds or more.

This method of marketing has the advantage for producers of increasing the
outlets, presenting alternate products, prolonging the season of distributton and
consumption and of much lower freights and other costs of distribution.

Grapes have four customary uses in sle diet: As fresh fruit; as a conserved
fruit in many forms, such as jelly, sauce, catsup, and so on; as unfermented
beverage; andas fermented beverage.

The product ts a thick semifluid, with an Invert-sugar content of over 70 per
cent and total solids approaching 80 per cent.

The purpose of concentration s twofold; to prevent spoilage and to facilitate
handling and reduce transportation charges. Since spoilage is prevented by
high sugar concentration, refrigeration Is dispensed with, which means a heavy
0ving. The saving In handling and freight charges is the direct result of reduc-
tion of volume. When grapes are dried to raisins, the same two objectives are
accomplished. Spoils.! is avoided, handling facilitated, and freight charges
reduced. Raisins are changed, however, by drying in the sun, whereas grape
juice is practically unchanged when properly concentrated. When the water Is
restored, the rediluted juice has the same odor and aroma as the virgin juice.
Whatever has been ost has no known significance in the physiology of digestion
or in the chemistry of foodstuffs. It is a hypothetical loss; it is not a practical
lossbto which any importance is ascribed by the consumer.

The ability to concentrate a fruit juice increases enormously the potential
outlet of the grape growers. If grape juice must be shipped in small Individual
bottles, It remains a hi-oh.priced soft drink. If It may be shipped concentrated
In cans, then this may b: used as stock, and the daily supply of the unfermented
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beverage prepared. More and more the soft drink fountains My upon concen.
trates for their flavors; many of them use butter for their Ice cream, and dry
milk for their milk shakes. The use of concentrates along the entire line Is in
the direction of efficiency, and the saving becomes of importance in the low-priced
popular but very preat trade, such as the 5.cent drink of orange, pineapple, and
graje Juice.

Ppery construed, In the essential sense of the term concentration of grape
Juice isa marketing press, a method of preventing spoilage during distribution
and very greatly extending the period of distribution. There are many analog
with other food products.

I may well here add to this statement of Doctor Taylor that con-
trary to the general impression, the manufacture of prape sirup or
concentrate was inspired and adopted as an economical method of
marketing food products, to wit, the grape and all its products.
These include table and manufacturing siups, grape jellies, meat
sauces, ice cream, candy, carbonates, soft drinks, and many food
products. The saving in freight charges alone over that of the fresh
grape is said to be about $40 per ton estimated on the fresh-grape
rate, a sufficient saving, if enerally effective, to convert an unprofit-
able agricultural industry into a profitable one.

Section 601 (c) (3), age 247 of the proposed revenue act of 1932,
before the committee for consideration reads:

Grape sirup, grape concentrate, and evaporated grape juice, if containing more
than 81 per centum of sugar by weight and not contalci preservative sufficient
to prevent fermentation when diluted, 40 per centum of the price for which sold
or In the case of such articles imported into the United States, 40 per centum ad
valorem.

The proposed tax as therein provided will render economically im-
possible the marketing of any grape sirup or grape concentrate.

The estimates of revenue under the proposed act do not segregate
those for brewers' woft from those for grape srup. However, much
the former may be, the latter, i any event, would be relatively
infinitesimal; and under this provision of the proposed law, entirely
nil.

Practically one-half if not more of the holdings and production of
grape sirup or concentrate in the United States are by Fruit Indus-
tries (Ltd.. The quantity now in warehouse in the United States
owned.by Fruit Industries (Ltd.) is estimated to be 1,400,000 gallons.
When any p art of this 1,400,000 gallons is sold, ktit Industries
(Ltd.) is obligated to pay the Federal Farm Board approximately
$1 per gallon as and when withdrawn upon warehouse receipt. The
whosesale price of rape sirup for all purposes ranges from 85 cents to
$1.50 per gallon, dependent upon use. The amount of grape sirup
actual y so d in the United States during the past year by Fruit
Industres (Ltd.) was approximately 210,000 gallons.

The cost of production of the same delivered in warehouse subject
to the Government mortgage is approximately 60 cents per gallon.

From the foreimg figures we deduce the following:.
The average sales price of grape sirup is $1.75 per gallon.The average annual sales that can be expected under present con

ditions without the tax will not under normal conditions exceed
500000 gallons.

The average value of 500,000 gallons, the estimated annual sales
per year, would be $587,500.

Senator SuoraOen. Of the 500,000 gallons?

5I4
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Mr. Dz Vaxus. 800,000 gallons, yes. The average value of 500,000
gallons, the estimated annual sales per year would be $587,800.

Therefore, if concentrated sales continued under the proposed tax
up to the standards of the present it is entirely improable, the total
tax per year that could be expected under this proposed law from
grape sirup would be 40 per cent of $587,500 or $235, .00 should
sales nor be diminished under this tax, a very minor portion of the
estimated revenue from the tax laid mi this bill upon brewers' wort
malt sirup and grape sirup of $46,000,000.

But how may it be expected that, with this tax levied thereupon,
a single gallon of grape sirup could or would be economically mar-keted?

As pointed out, Fruit Industries (Ltd.), must pay the Government
approximately $1 per gallon upon all withdrawals. Under this pro-
posed tax, therefore, there would be added thereto on an average
40 per cent of the $1.175, the average sale price of 47 cents tax per
gallon, making the tax and mortgage releasure price $1.475 per gallon.

The withdrawals from warehouse, therefore under this proposed
law would be practically equal to the highest wholesale price of grape
sirup in the makets of the United States. When, in addition to that
we take into consideration the cost ot Fruit Industries (Ltd.), of
delivering grape sirup into the warehouse at 60 cents per gallon, the
economic impossibility of operating under this proposed tax is prc-
sented in its Tullness.

On the accepted basis that a ton of grapes will produce 35 gaUons
of grape sirup or concentrate of the average value of $1.175 per gallon,
tls proposed tax amounts to $16.45 per ton on every ton of grapes
produced and is in effect a direct tax of that tremendous amount

irectly against the grower of an industry already found by the
Federal Farm Board in dire necessity of Government aid. On the
basis of an average production of 5 tons of grapes per acre this would
amount to $82.50 per acre against the grape farmer, as against the
producer where grapes are not marketed as a syrup or concentrate
but as fresh grapes or grape juice and not taxed it will readily be seen
that under this tax, business would be im possible and the marketing
pro Krs of the grape grower would be ended.

Why with the one hand give aid by the Government and with the
other wreak destruction by the Government? It will serve the
Government revenues far better upon this subject matter by elimi-
nating this proposed tax, thereby permitting Fruit industries (Ltd.),
to continue to market its grape sirup, which comprises between 5
and 8 per cent of its business, and accordingly increase the Govern-
ment's revenues by permitting payment of the Government's mort-
gage on Fruit Industries (Ltd.l.

Bearing in mind that 1,400,000 gallons of grape sirup of Fruit
Industries (Ltd.), is stored in warehouses in diferent sections of the
country; that all additional such by it made must likewise be stored
subject to the Farm Board's obligationsr the cost of overhauling such
or any part thereof on sale, opening and possibly supplying new con-
tainers, and so forth, in order to introduce the statutory preservative,
obviously would entail what easily niht be a prohibitive expense as
well as render the product commerciafy worthlss.

Senator SHORTnIDGo. Judge, the Government has advanced to the
companies for whom you speak how much money?
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Mr. D Vains. I do not know exactly, Senator. I think the total
advances by the Government to the grape industry were about
$24,000,000 and they paid back about 612,000,000 of that.

Senatot dRohnmoD. The company gives a mortgage in effect
upon the ape concentrate?Mr. Do Ains. Yes.

Senator SaoamInoz. When a sale is made, a certain amount of
money must be paid to the Government?

Mr. Do Vanis. Yes; $1 per gallon and this tax will make it $1.47
a gallon. The highest who es e price is about $1.50 a gallon. So it
is reakdiy to be seen that the enforcement of this tax would put
Fruit Industries out of business; the Government would not get its
mortgage back; there would be no sales of grape concentrate or grape
sirup.

Senator SHORTmDo. I think I understand that, but others may
not. In other words, for the benefit of some of us who may not
understand, and for the record; what is the technical name of thatcompany?Mr. Do Vans. Fruit Industries (Ltd.).

Senator fonamz. Fruit Industries (Ltd.) have borrowed from
the Government a large sum of money?

Mr. Do Vms. Yes.
Senator SnoRmTIoD. And it in a sense mortgages its product to

the Government?
Mr. Di Vazns. Among other properties, yes
Senator 8Hon Z. And the agreement as between the company

and the Government is, among other provisions, that upon the sale of
a gallon of this article, $1 must be paid to the Government?

Mr. Di Vnsz. Exactly.
Senator SeonTamno. In the reduction of the Government's debt?
Mr. Do Vans. Exactly. Now, this tax amounts to 47 cents a

gallon. You add 47 cents a gallon to a doilar a gallon. You will
rdily see there is no possibiffity of operating under a tax as high as
that.

The CRAIRMAN. Not unless you can increase the price.
Mr. Di Vans. Yes. That ii impossible in present trade conditions.
Senator SHOWmDo. The general average market price for the

article is how much?
Mr. Di VRKES. Between 85 cents and $1.50. The average retail

price is 61.175 a gallon.
Senator SaoanDu. Sold to the consumer?
Mr. Di Vaizs. In wholesale quantities; yes.
Nor is any substantial exception made to the above conclusions by

the exemption frqm the tax in the proposed act of such grape sirup
to which has been added "preservative s ufficient to prevent fermenta-
tion when diluted," as by the act provided. The only known and
practically usable preservatives of this character for this product are
benzoate of soda and formaldehyde. The latter has recently been
used in attempted importations of so-called sugar sips to prevent
fermentation while being imported. In such cases the preservative
is evaporated off in the refining processes. To introduce such a
preervative into Pape sirup or other food products, of course is
ut . To introduce oenzoste of soda therein, as in this 1il
provided, will equally destroy grape sirup or concentrate for its chief,
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it not all, of its rogised com meral usm., I *itne of this thert
Is here produced a ltte from the department of public health of
the State of Califomia, which I read:

STAT1 Or CAPOAMIA,
DOPAraMUNt Or Fumo' HDAVU,

Mr. ROALD P Gow,, Sacramento I'Apil ?, 198t.

Managing, Yirector Fruit Industries (Ltd.) CSan F'randeco, Cali!.
DEAn Ma. Cown: The following is in reply to your Inquiry concerning the

effect of benzoate of soda in grape concentrate when the latterL used In certain
food products.

Benzoate of soda is added to food products only for the purpose of retarding
fermentation. If enough were added to prevent a diluted sirup from fermentin
it would have the same retarding effect on the fermentation of bread dough if
the grape concentrate were used as a source of suga. Consequently, such grape
concentrate would be Impractical In the baking rndustn.

If bensoatod sirups were used in any food products, the presence and amount
of bonxoate In the finished product would have to be declarelon the label In order
to conform to the requirements of State and Federal food laws.

Physiolis wil object to the presence of benzoate of soda in grape concentrates
supplid to hospitals for dilution back to grape juice.

Bensoate of soda has a disagreeable flavor which makes Its use impractical in
table stups.

Yours very trully,
C. H. ECCEARLES.

I am unofficially advised by officials of the United States Depart-
meat of Agriculture that the addition of benzoate of soda in rap.
sirn in sufficient quantities to "prevent fermentation when diluted"
would render it unsuitable for use in the baking industry.h

I am further unofficially advised by such officials that the intro-
duction of the required amount of benzoate of sodain grape smp
to "prevent fermantation when diluted " as provided ip the proposed
act, would be unpleasantly perceptible to the taste in beverages
made therefrom. That would, of course, detract from if not destroy
their Marketable value.

It may be taken therefrom as established that the introduction of
benzoate of soda 'to grape sirups which are to be used in the manu-
facture of soft drinks ang for baking purposes, will entirely destroy
the suitability of such sirups for these uses.

Moreover, there is no such legal requirement as to other sugar
sirups nor as to malt sirups proved for in the same section of tifs
bill. So why thus discriminate against grape sirups? Furthermore,
some States prohibit the sale therein of such products as contain
benzoate of soda.

Recent economical marketing processes of sugars in the United
States for manufacturing purposes are in the form of liquid sugar.
Those bakeries, cannenes, candy manufacturers, and other con-
sumers of vast quantities of sugars are purchasing the same in the
fo6m of liquid sugar. Extensive enterprises for the conversion of
raw and refined sugars into liquid sugar and the marketing of the
same in tank cars or trucks pumping the contents into especially pro-
pared tanks by the particular manufacturer, in order to save the use
of bags and other containers, the more extensive handling and the
greater incidental losses are being rcqidly established at various
distributing points throughout the Umted States. This compara-
tively new method of handling and marketing sugars in the form of
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liuld sugar recently attracted extensive efforts to import sugs*
in o the United States in the form of alleged E1sUr eirups" by die,
solving a pound of sugar in a gallon of water, introducing atempo
preservative that was evaporated on its refinin, and entering the
smne a a "sugar situp" under paragraph 502 of the tariff act of 1930,
thereby reducing the rate of duty upon the contained sugar approxi.
mately from 2 cents to one-fourth cent per pound. So far these
efforts have been rightfully checked by decisions of the Treasury
Department and the courts. This new form of marketing sugar,
however, ha opened an extensive field for the sale of grape situD.
The best talent of the appropriate departments of some of our uil.
versities has been invokeg, and outside talent employed, by Fruit
Industries (Ltd.) in the perfection of a grape sirup suitable for this
trade and for all sugar manufacturing purposes. Successful result.
have been attained and this extensive market is rapidly being invaded
by grape sirup. It affords a tremendous outlet for an extensive
cultural product of the United States. It is estimated that more
than 500,000 acres of land in the State of California alone are planted
grapes. The annual output is more than 2,000,000 tons and the
investment more than $350,000,000.

The potential grape sirup market for baking purposes alone is
5,000,000 gallons annually. Fruit Industries (Lt.) has commenced
to tap this market with grape sirup at a wholesale price of $1 per
gallon. Volume must be developed to realize a profitable return,
But neither Fruit Industries (Ltd.) nor the California grape grower
can expect or hope, if handicapped with this tax, to compete in these
markets with the other sugar sirups, none of which is by this bill
when so used, taxed. The discrmination becomes more marked
when we note in the next preceding paragraph of the proposed act
that the tax laid upon malt sirup is expressly excepted from such
when used for baking purposes,. The placing of the tax provided by
this proposed bill upon grape sitrup of 40 per cent is therefore an
unjust discrimination against that kind and class of eirup.

The requirement that benzoate of soda or formaldehyde be added
thereto, as is by this bill had, in order to be relieved of the tax will
destroy the product for baking purposes and for soft drinks, not to
mention other uses. It is therefore an unjust discrimination against
a particular agricultural product, particularly an agricultural product
of such magnItude and condition that the Federal Farm Board has
found Government aid warranted for its resuscitation from its
depressed condition,

Some idea of the magnitude of this market is afforded by a recent
report upon the table sirup from grapes by W. V. Cruess and D. S.
Glenn, of the Fruit Products Laboratory of the University of Califor.
nia, as follows:

According to statistics published by the United States Department of Agri.
culture, about 4,000,000 gallons of pure maple sirup, about 85,000,000 gallons of
sorghum sirup, more than 128,000 000 gallons of " blended sirups" made o cane
sugar, water, and corn sirup or of cane sugar and water, and about 20,000,000
gallons of sirup made by concentrating sugarcane juice are produced annual
in the United States. The total of these cases of sirup is about 184,000,000
gallons. Corn table sirup is not included in this list. Industrial sitrups such
malt sirup for bakers' use, and corn sirup and invert sugur sirup for confectioners
use also have been omitted. It would appear safe to assume that in the United
States more than 185,000,000 gallons of table sir'zp is consumed annually. It

808
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would required on the basis of 40 gallons of sirup per ton, about 4,625,000 tons of
is to produce this quantity of sirup, or 462,50 tons to poduoe 10 r ent

Mtrof quantity. While It is doubtful whether even 10 per cent of the table sirup
now consumed in this country could be displaced at once with grape sirup, never-
theless it Is believed that grape table strupof the proper quality would be favorably
received and that Its manufacture wouldin time utlitse a considerable proportion
Of the grape surplus.

The wholesale value of table sirups, with the exception of maple, Ie not suffl-
dently high to yield a very largo return for grapes and raisins. However, if the
manufacture of table sirup is considered as one means of disposing of some of the
ppe surplus, the relatively low direct return would be Justifled The present
wholesale prices of table sirups are $1.85 to $175 per gallon for imitation maple
Arups in gallon containers, $1609 to $1.80 er gallon for blended sirups, 81.10 for
& ltpound can of best quality sugar cane erup, $1 for a 10-pound can of sorghum
dru), and 63 to 72 cents per 10-pound can of corn sirup for table use in California.
A 10pound can of sirup contains approximately nine-tenths of a gallon. The
average is about $1.18 a lallon, according to California quotation.. At this
average wholesale price and a yield of 40 gallons per ton of grapes, the value from
a ton of grapem would be approximately $47.20.

It is unbelievable that, in the presence of this great a market,
consuming more than 185,000,000 gallons of sirup per year, after the
expenditure by Fruit Industries (Ltd.) of thousands of dollars and
years of experimentation in perfecting a quality grape sirup, an
a ,cultural product, and its successful entry into competition with
other sirups in this market, Congress would lay a tax o 40 per cent
uponyrape sirup and not one cent of tax on other sirups when competing
I this market. Not only does this bill single out rape siups and
place this tax handicap upon them, but there is addda statutory
quality handicap. What possible justification can there be for such
discrimination?

The sale of carbonated beverages in the United States may be
estimated from the luxury tax collected by the Internal Revenue
Department. The year 1*23 was the last year in which this tax was
collected. Based on the figures for 1923 and allowing 1 per cent
increase in consumption per year with the growth of population,
17,565 000,000 six-ounce carbonated drinks were consumed in the
United States. The Department of Agriculture estimated that much
less than 1 per cent were fruit drinks containing a substantial amount
of fruit juice. Over 99 per cent were classed as synthetic, with flavors
made from coal tar, or flavored with essential oils, or made from
roots and herbs.

From this it may be seen that a pure fruit beverage, having a flavor
in keeping with the public's taste and having the vitamin essential
to heath and which can be sold at a price to compete with the cheapest
synthetics has every advantage possible. It might be thought that
90,000 gallons of 6: 1 concentrate, which, when diluted for use, will
make 360 000 gallons of prepared sirup, which, at 120 drinks per
gallon, will make 43,200,000 drinks, is a lot of concentrate to make and
market. It would be a lot to make and market if no use for the
product was already established. However, this is not the case as
other than the beverage industry can consume this amount. Even if
the beverage industry was the only market 43,200 000 drinks is
only 0.246 per cent of the total consumed yearly, less tkan one-fourth
of 1 per cent. One per cent of the total would require 360,000 gallons
of concentrate. Ten per cent of the total would require 3,600,000
gallons of 6:1 concentrate. Coca Cola sales average 9,000,000 glasses
per day. This is 3,285,000,000 per year, or 18.7 per cent of the total
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consumed, so that, while it took years to develop Coca Cola to its
present position It proves that it is possible for a good beverage to
sell nearly one-ifth of the total consumed.

In the great commercial field of carbonated and soft-drink bver.
ages the latter estimated at 17,505,000,000 6-ounce carbonated
drinks in the year 1930, grape sirup has made appreciable inroads,
As aprospective field of advantageous marketing it is moO promising,
Much money and scientific effort has been devoted by Fruit Indus.
tries (Ltd.) to this development and trade progress. This p, posed
tax provision will destroy that trade. A pure fruit drink will thus
be denied this market. For not only is an unjustly discriminating
tax laid on grape sirup by section 601 (c) (3), but a commercially
damaging added preservative Lo required as to grape sirup alone.
The average proposed tax upon grape sirup (sec. 001) as we have seen
is 47 cents per gallon, while upon other sirups (sec. 015) it is from 6
to 9 cents per gallon and that solely when used for carbonated and
soft drink purposes.

There is a serious question as to whether or uAt the provision of the
bill before the Senate levying a duty upon imported grape sirup does
not repeal the Provisions of the existing law thereupon, to wit, section
806 of the tariff act of 1930. In any event ths addition of the words
"in addition to the import duty provided by law" at the end of the
sentence, line 15, page 247, wpuld obviate any such inevitable issue
being raised in the courts.

In conclusion it is respectfully suggested:
(1) That subdivision (3) (c), section 601, page 247, be stricken from the bill,
(2) That if this proposed tax be not stricken from the bill, the words "and

not cotltainhltgajgroservative irufficient to IpreveInt fermentation whei diluted,
the fi ure a4it li les 11 ad 12, and the figur "40" I line 14, be stricken,
front the provision and that ik line 1o, after the words "grape joice" there be
Inserted in parentheses, words and figures as follows: "(unless sold to a baker
for use i baking or to a manufacturer or producer for manufacturing or
duciug other tha n bevera ges, or for use in the manufacture of or as soft driks
as provided in section 015 61."

And ;f taxed at aill, insert, in lieu of "40ri as so stricken, more
reasonable rates of taxation, So that the provision, with the newly
added matter in italio and the deleted matter enclosed in black
brackets, would be as follows:, t

(3) Grape syrup, gap concentrate, and evaporated grape juice (unless sold
to a baker for use in baking or to a manufacturer or producer for manufacturi
or producing other than beverages, or for use ln the manufacture of, or as sote
drinks as provided in section 15), If containing iore than 35 per centan i
sugars by -weight and not containg a preservative sufficient to VI fer-
mentation when fluted, 403 - per centum of the price for which s01(, or In
the case of such articles Imported Into the United States, C40w - per certu,
ad valorem Mx addition to the import duty provided by law.

(4) It Is respectfully suggested that in lieu thereof, if grape syrup) or grape
concentrate Is to be wnade a subject of taxation lit the bill the saeI thle Saul$
as authorized b the words of the Volstead Act, section 24, should be expressly
reaffirmed without adding anything to or changing the words of the Volstead
Act, thus counteracting the erroneous construe tion thereof by certain inferior
courts and legislatively interpreting the saine as long Interpreted by the depart-
ments of the Government. Such a provision might well be Inserted lin the act
so effecting with reasonable though necessarily small tax rates. A legislative
formula therefore with rates left blank is here submitted. Such rates, however,
should be very entail in order that the trade relationship between grape con-
centrate, fresh grapes and grape juice be not unbalanced. The committee, of
course, will bear in wind that gray. concentrate In use is almost uniformly diluted

610
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Into grapO jike, therefore, any tax upon grape concentrate puts the grape jtice
made therefrom to a commrca dfua(lvalltago when sold in the markets in com.
petition, with fresh grap)e tiot taxed and grape Juice not made from grape con-
cutratl and not taxed. Tins reamoii alone must be convincing that any tax
wliatstiever mave a very riumor orie upoit grape syrup or coneontrato wll drive
the same fron our markets, and thus without any henofit to the Goverrtinent
air ceonniolial method of marketing these agricultural products be destroyed.

The suggested provision follows:
Crape sirtup, grape concentrate and evaporated grape Juce, when sold, which

is lher v y altlhorized, to be made by or for the louseholer into nonlntoxicating
fruit Juice* for use in the hone only and not for sale, if containing more than 35
ner enlttlun ot sugars by weight ----- or, fit the case of such article imzported
into the United Stats, . in addition to the import dulty provided by

We appeal to you in behalf of the third greatest industry of the
State of Californm, an industry which more than any other in the
United States shares its gross returns with labor and other industries,
more than one-half thereof being paid out for freight alone running
into millions each year; an industry which the Government encouraged
into tremendous investment in order to share in its profits by way of
revenues from its wine output and then, barring a year or two there-
after, was throttled almost to destruction by its prohibition laws;
an industry wherein, although its concentrate sales amount to ap-
proximately 500,000 gallons per year, is harrassed in its sales thereof,
while sales of malt concentrate known as brewers' wort, used solely
to make beer in a single State, as shown by the tax returns to that
State, amount to more than 20,000,000 gallons in a single ear, ten
times as much as all the grape concentrate in existence in the whole
United States, thrive comparatively unharrassed.

We submit that in all fairness this proposed tax should be entirely
eliminated; or the existing statutory right to sell grape sirup or
concentrate for use in the home and not for sale should be by the
Congress affirmed, whereupon a fair but necessarily small ana not
exterminating tax confined thereto might be laid upon this minorsource of resuscitating revenues of an already unprofitable depressed
industry.

I thank the committee for the courtesy of this hearing.
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TAX ON COAL IMPORTS

STATEMENT OP ARTHUR HAll WASHINGTON, D. 0., CHAIRMAN
COAL RXPORTRRS ASSOCIATION

Mr. HALE. My name is Arthur Hale, Washington, D. C. I am
chairman of the Coal Exporters Association. I appear against the
excise on imported coal.

Senator RxD. Whom do you represent? How many concerns are
in this Coal Exporters Association?

Mr. HALE. The Coal Exporters Association has five members,
They export 74 per cent of the coal overseas.

Senator Rnim. Will you &ive us the names of those five please?
Mr. HALE. The Consolhftion Coal Co., C. W. Hendler & Co.,

Baltimore, the Smokeless Fuel Co., Corey-Mann-George Co,, J. B.
Rolph Co.

Senator REED. You do not represent Berwind-White Coal Co.?
Mr. HALE. We do not, no; not in that particular matter.
Senator REED. They are very large exporters.
Mr. HALE. Yes; they are very large exporters. I do not know

that they export to Canada. And I am speaking chiefly with regard
to trying to preserve our exports to Canada. Our exports abroad
overseas, have fallen off very largely.in.the last year, but we are still
preserving exports to Canada, and it is in order to preserve those
exports that I ask you to consider the elimination of the excise tax
on imported coal. c t

If you wil look at the map which I have distributed you will see
that out total imports of coal are less than three-quarters of a million
tons. Our exports of Canada alone are over 10,000,000 tons. These
10,000,000 tons to Canada brought us in $55,000,000 last year. And
in prior years it was very much more.

Senator GoRE. Was that mostly anthracite or bituminous?
Mr. HALE. It is mostly bituminous.
Senator HARRISON. What are the total exports?
Mr. HALE. Our total exports during 1931 were 11,073,000 tons.
Senator HARRIsoN. There were about 400,000 tons of exports

outside of Canada?
Mr. HALE. No; about one and one-half million outside of Canada

last year. About a million and a half overseas.
Senator HARRISON. You say all the exports from the United States

to Canada were 11,073,000 tons?
Mr. HALE. Yes; that is right. But excuse me. I did not give you

our total exports.
Senator SHORTRIDGE. To what other countries do you export?
Mr. HALE. We export--or did last year--we exported to Italy and

the other Mediterranean countries, to Brazil andother South American
countries, about one and one-half million tons. And we are not afraid
of the influence of this import tax on those exports. But we are
afraid of the influence on Canada.
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Senator SIIORTRIDGE. How would it affect it? What is the philoso.
phy of it? What is your reason for the opinion you have expressed?

Mr. HALL We are afraid that Canada will put on a retaliatory duty.
Senator REED. Her exports of coal to us are only 57,000 tons,

according to this?
Mr. HALE. That is all that there are on here; yes,
Senator REED. Do you think that to protect 57,000 tons she will

expose her people to an import tax on 11,000,000 tons?
Mr. HALE. t is not so much that, Mr. Senator. It is to increase

the use of her own coal. She has coal in Nova Scotia. She has
coal in Alberta. She is now giving subsidies for the use of that coal,
and she is considering, I understand, giving higher subsidies. There
is to be an imperial conference in Ottawa in July and the question of
empire trade fw be discussed. If the Canadians can make the proper
arrangements with Great Britain they will be very glad (if an excuse
to put a high duty on our coal in order to protect not only their own
coal but British coal, which is now coming into Canada in some con-
siderable volume.

Senator REnD. Will they not do thtt regardless of our action with
respect to this matter?

Mr. HAL. I do not think that they will have the excuse-I do not
think that they can excuse themselves before their own people, if we
leave their coal alone.

Senator RE). They will be guided by an enlightened national
selfishness, I presume, just as we are.

Mr. HALE. Yes, sir.
Senator HARRIsoN. What is the total importation of coal into

Canada?
Tie CHAIRMAN. Fifty-seven thousand tons.
Senator HAIsoN. I see you have got 73,000 tons up here in one

place on your map, 23,500 in another, and 57,000 in another.
Mr. HALE. Well, the grand total is 176,271. They did not all get

on the map. But the grand total is 176,000.
Senator SnoRTnwos. Do you mean of Imported coal?
Mr. HALE. From Canada into this country, 176,000.
Senator SHORTRIG0. Very well. Go on.
Mr. HALE. It is not all on the map. It comes in smaller driblets.
Senator SHORTRIDGE. Your reasoning is that if we put a tariff

duty on coal, one hundred thousand and odd tons of which come from
Canada, Canada will in turn put a tariff duty on our coal?

Mr. HALE. On our coal, exactly.
Senator SHOUTRIDGE. And that, you think, is a well-grounded fear?
Mr. HALE. Yes, sir.
Senator SHOUTRIDGE. Very well. I see your point. Go on.
Mr. HALE. That is the point.
Now, I do not think any one expects this excise tax to result in

any revenue. In the debate in the House the gentlemen who spoke
for this intimated that it would give more work for certain coal
miners. And I have no doubt it would. This ditty would in my
opinion, and the opinion of all the coal men I have talked to, abso-
lutely cut out this 746,000 tons of coal. But, gentlemen, supposing
all that coal were replaced by our coal, it would only put to work
some hundred of our miners. Perhaps 1,000. Now to dig this
11,000,000 tons that is going to Canada takes 11,000 or 12,000 men.

WS3



604 REVENUE ACT OF 1982

(lives 11,000 or 12,000 men work all the year around. And as the
mines are only working hif time it really means giving the work
that they are getting to twice that number.

Senator HAnRitSO. This coal that is exported to Canada comes
from what section(,

Mr. HALE. It comes from western Pennsylvania, from West Vir.
ginia, and from Kentucky. A little may come from Tennessee and
Virginia, but that wouldbe very little. The bulk of it comes from
those three States. And Ohio-excuse me-a large amount corses
front Ohio. And as you will notice by the little arrows on the map
it comes in through the Niagara and the Detroit gateways, and 14
comes across the Lakes. It is a very large block of coal, gentlemen,
in international trade. As we have looked into it in the last few year
we find it is the largest block of coal from any one countr to another
country. Of course, Great Britain is the greatest exporting country.
France is the greatest importing country. But France is supplied from
other countries besides England.

Senator SUOUTRIDOE. You mean as to coal?
Mr. HALE. Yes. And the' total exports from Great Britain to

France are a few thousand tons less than our exports to Canada.
We have one big piece of export business left, and we want to
preserve it.

Sator IlARTIfSON. Mr. Hile, have the exports into Canada in the
last few years been on the rise?

Mr. IIAUC. No; they have fallen off. I have given you their 1931
figures. If you ask me for 1930, for instance, the total was 14,406,000,
Bitt I am giving you the present situation, which is 11,000,000.

-Senttor SonoitTIDGE. To what do you attribute the falling off of
our exported coad to Canada? . .

Mr. IIALK. It is the general depression in the first place, and in the
second place the efforts that the Canadian people are making to use
their own coal and Empire coal.

Senator IAMMisON. What would you say about the imports; have
they been goin3 down or up in the last few years?

Mr. HALE. Imports into Canada?
Senator HARMsON. No; imports in this country of coal? Has there

been any increase?
Mr. IIALE. Why, they have been gradually increasing. I have not

got the figures, but the increase has been practically small in the
1, t year, and we anticipate no increase this year as far as I can find
out. Although I do not know as much about imports as exports.

Senator REED. Mr. Hale, the imports in the last three months have
been bigger .than they were in the same period of last year, have they
not?

Mr. HALE. My figures do not show that. I have not looked into
the figures for three months, but I have seen figures, including every-
thing that has been loaded and everything that will get in during the
first six months, and they indicate it is just about the same; that the
increase that has been noted mi the last few years will not continue
this year. #

Senator REED. Have not the imports from Soviet Russia increased
very much in the last two months?

Mr. HALE. There have been large figures. But I understand there
are no further imports that are expected.
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Senator Ruin. That Is because of this tax presumably. 1
Mr. HALE. Very possible, Oh, there i no doubt, Senator, that

this tax will shut out those Imports., I *
Senator RnD. And is it not a fact that in the Dozots Basin in

Russia the miners are working under military guard, and that in all
fairness it is forced labor?

Mr. HALE. I have seen that statement, and it is no doubt the cne.
Senator HARRIsoN. We have ot a provision that will keep it out.
Senator RNED. And we have ben trying to enforce it in the last

two years.
Senator HARRISON. Under this law it could be prevented.
Senator REED. Yes; but apparently this is the result.
The CAvsA. That was what was intended.
Mr. HALE. If my suggestion is desired on this-all the othor coun-

tries make discriminatory duties against other countries. I see no
reason why we should not put a tare against Russian coal..

Senator SuOaTRDoz. But thus far we have never adopted that
policy.

Mr. HALE. I know we have never adopted that policy, but why not
do directly what you are trying to do by indirection?

Senator SfortOlDE. From what other countries does the coal
reach us?

Mr. HALE. I beg your pardon--does it come from?
Senator SHOTIDOGE. Yes. Just for the record here.
Mr. HALE. I have that here, Last year the total imports of coal

from Belgium were 12,790 tons. From Germany 32 107 tons. From
Soviet Russia, 216,990 tons. From the Unite Imdgom, 305,945
tons. From Canada, 176,271 tons. From Austriala, 1,002 tons.
From Indo-China, 102 tons. And from Mexico, 439 tons.

Senator GORE. Is that the largest-Mexico?
Mr. HALE. The smallest, 430 tons. Not hundred of thousands of

tons.
Senator GoR. I though you said hundreds of thousands.
Mr. HALE. No.
Senator SHOUTMIDGE. From Mexico?
Mr. HALE. Yes. If you will take the United Kingdom and

Canada together it is over 480,000 tOns.
Senator StORTRIDGE. What was the total import?
Mr. HALE. The total import Was 746,546 tons.
Senator REED. Just enough to break the market all through New

England- is that not so?
Mr. HAL:. I do not understand that that coal is sold cheaper. I

understand that a premium is given for some of that coal.
Senator REED. Not for the soviet coal.
Mr. HALE. Well I was thinking more of other coal.
Senator REED. 1o you think it is fair to ask our American miners to

compete for those markets with the product of labor that works for a
bare existence at the point of a bayonet?

Mr. HALE. No, sir. And if there were no question of retaliation I
would be for this. In the first place, suppose this is shut out, there is
the danger that our friends the Yankees-and I ama Yankee myself-
will go to oil instead of coal. And the are going to oil very largely.
I do not think that coal will get all of it. Coal will get some of it.
But, as I said, it can only put a few hundreds of our nminers to work to

3-630- .a U4
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produce that. And I am trying to pr1eve as far as posuiwie the work
of 10,000 or 12,000 of our mithen in Western Pasylvnia, Wut
Virginia, and especially in Ohio.

Senator SmonTo. You are only concerned lost Canada would
put on such . tariff rate as would shut out our coal?

Mr. HALI, Exactly,
Senator Snozmwoa. You have no fear that other countries would

attempt to shut out our coal?
Mr. HALE. No; I do not think so.
Senator SHOTRIDo. I see.
Mr. HALE. Because the other countries buy where they can the

cheapest. The other countries that we export to have no coal. Take
the Mediterranean Basin. There is no coal there. There is no coal
available In the eastern part of South America where we do send coal,
We do send a little to Chile, too.

Senator HARaMoN. In view of what Canada has done already in
retaliation it is a perfectly natural conclusion that they might do that
in the event we put on a tariff.

Mr. HALE. Certainly. And furthermore, we have told you how
they now put on a duty of 70 cents a ton on the bituminous and 40
cents a ton on the anthracite.

Senator GORE. Who is that?
Mr. HAL. Canada does. And we imposed a retaliatory duty on

them. I did not mention that because the question is very com.
plicated, Some coal which they turn into coke they do not chag
duty on. And we do take some free. It would take a half an hor
to explain that, gentlemen. But they are perfectly ready to retaliate
and they only want an excuse.

Senator REcn. And they are now imposing a duty on our coal?
Mr. HALE. Yes; 70 cents on the bituminous and 40 cents on the

anthracite.
Senator REED. And you think we ought not to impose a duty on

theirs?
Mr. HALE. Oh, we do. We do.
Senator SHORTRIDGE. What is the present rate?
Mr. HALE. The present rate-it is under the countervaiing

statute.
Senator Gon. Countervailing.
Mr. HALE. Under the countervailig statute which you were good

enough to keep in the last time the tariff bill came up, the State
Department to the contrary.

Senator SHORTMOE. You fear if we increase the rate they will
retaliate? .

Mr. HAL. They will, of course.
Senator SHOxRIDom. And that will in that way affect your trade

with Canada?
Mr. HALE. Certainly. It will; yes. It will allow just so much

more English coal to come up the St. Lawrence, just so much mom
Nova Scotia coal to come into Quebec and Ontario, and just so much
more Alberta coal to come in from the West. I have here the sub.
sides that they are already paying on those coals. They are paYIag
75 cents to a dollar a ton on their goals from the East to the Wet,
and that subsidy takes the place of a reduced freightoharge on t
railwa. largely.
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Senator SHonmwom. Did you give us the total imports of coal
into this country?

Mr. HALE. Yes.
Senator Saornwoz. Did you give that?
Mr. HAL. Yes. I gave you the total imports from all countries.
Senator SaonrRna. That ia 746,000 tons?
Mr. HALE Yes; from all countries.
Senator SHOamwoDu. And which is the largest?
Mr. HAL. Great Britain is the largest.
Senator Snonnwiosz. Importing coal to us?
Mr. HAL. Yes. Great Britaii Is nearly half. If you add Grist

Britain and Canada topther you have two-thirds of the total.
Senator Gotz. Now is our tariff on coal coming in from Canada or

is their tariff 70 cents on anthracite and 40 cents on bituminous?
Mr. HALE. No; it is the other way around; 70 cents on bituminous

and 40 cents on anthracite. It may be 35 cents. I have not got
that very firmly in my mind.

Senator HAnnsoN. Mr. Chairman-if the witness is through-I
do think that the Treasury Department ought to do something with
reference to changing its ruling on this indentured or forced-labor,
because it wa the clear-out intention of Congress that it should not
come in from those countries where such forced labor was in effect.

Senator SHoRTEWO. That is true.
Senator HAnsor. If the law needs to be strengthened it ought to

be strengthened.
Senator Rust. The trouble is, Senator Harrison, that the Russian

Government slays tricks on us. They issue a proclamation that the
labor in the Donetz coal basin is free and untrammeled, and that is
done the next day after it is proven before the department that such
i not the case. After that is proved before the department they do
that the next day. The Treasury can not keep up with them.

STATEMENT OF GEORGE W. ANDERSON, BOSTON, MASS., RIPR.
SETTING THE ASSOCIATED INDUSTRIES 01 MASSACHUSETTS

Mr. ArnErsoN. My name is George W. Anderson, Boston, repre-
snting the Associated Industries of Massachusetts. And I am also
interested in concerns mining and shipping anthracite and bituminous
coal in this country.

I am appearing in opposition to the provision of the revenue act
as adopted by the House of Representatives, which places a tariff
on imports of anthracite and bituminous coal amounting to 10 cents
per 100 pounds, equivalent to $2 per net ton, or $2.24 per gross ton.

This provision was not part of the original bill as presented by the
Committee on Ways and Means, but was added by amendment from
the floor of the House after a discussion consuming about one hour.
There has been no preliminary committee hearings, no inquiry as
to the facts, and no opportunity for all parties interested to be heard,
The procedure was so abnormal, the enactment of tariff duties as
an amendment to a revenue act was so exceptional, that a few
minutes after the amendment was adopted the gentleman fre
Georgia, acting chairman of the Committee on Ways and Means, in
a meting appeal to the House said:
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Mr. Chalirmn, th is a sad ay for me. * * * I also love my qatty,
and to-day I am seeniI my party destroy itself. * * * It these em atgo
tariff rates Pre adopted. I a vote against the bill, * * * I

In this brief space ofless than one hour, durin which the coal
tariff was under discussion, a decision was reached,based, as will be
seen, on a misconception of the facts, which threatens long established
business relations with our two best customers in world trade, Canada
and Great Britain. Our total imports of anthracite coal in 1931
were 570,000 gross tons. Of this total, 60 per cent, or 805,000 tons,
came from Great Britain and Canada. During the same year, our
export' of all coal to Canada alone totaled 11,800,000 tons, or more
than 16 times our total coal imports from all countries, which
amounted to 747,000 tons.

Senator SaonTawoaz. Your figures do not agree with the figures of
the preceding witness.

Mr. AsnSOw. Very closely, I think, Senator.
Senator SHORThIDIO. You say 11,500,000 tons, do you?
Mr. ANDERsoN. To Canada. Export to Canada.
Senator StoTixiDGz. He says 11,073,000 tons.
Mr. ANDERSON. That is fairly close.
Senator SHoaTwoz. Well, that Is 400,000 tons difference. How-

ever proceed.
M'r. ANDERSON. Well, I have the figures here.
Senator SHORTRIDoEs 'All right, sir.
Mr. ANrnctsON. Approximately 15 times our total coal imports

from all countries, which was 747,000 tons. Our total coal exports
for 1031 were 13,168,000 tons, shi pod to 36 different countries.

It is reasonable to expect that Ranada and Great Britain will take
this blow against their relatively small exports of coal to the United
States without striking back against our 11,500,000 tons of coal

exports to Canada? Have the sponsors of this tariff, supposedly
for the benefit of the anthracite industry, reflected upon what It
would mean to lose the Canadian market to British coal, as the result
of excluding British coal from our market?

What are the benefits which are claimed by the sponsors of this
tariff, as compensation for the grave risk of retaliation?

In the first place, the author of the amendment-stated, "This will,
produce over $3,000,000 of revenue." When he made that clain
he was discussing a rate of 15 cents per 100 pounds, which was later

scaled down to the present 10 cents per 100 pounds. A proportionate
reduction of the estimated revenue gives us over $2,000,000. But
this is almost double the revenue that actually would have been col-

lected on the .total imports of 570,000 tons in 1931, and makes abso-

lutely no allowance for the reduction'in imports which it is the main

object of the tariff's sponsors to bring about. The fact is that the

proposed rates deserve the characterization of the member frcm

Georpa. They are literally embaro tariff rates.
It as practically certain tat no fo eign anthracite can afford to pay

an import duty of $2.24 per gross ton. All but 25,000 tons of last
year's imports came to the fve New England States, Maine, New
Hampshire, Massachusetts, Connecticut, and Rhode Iland, where
the prioeof American anthracite is highest., Even now, without duty,

the foreimn anthracite can not be itiported at a cost to compete on a
price basis with American anthracite. Consumers pay from 50 cents
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to $1 per ton more for foreign than for the American coal. The
imports for 1931 showed a drop of 34,000 tons from the figure for 1930.
They were less than 1 per cent of the American anthracite production
in 1931, and I repeat, it is my matured opinion that the proposed
duty would result in practically complete excluvon. As a revenue
producer, the tariff on coal is a snare and a delusion.

What other advantages, besides revenue, are claimed for the duty?
The author of the amendment, speaking in the House in support of
his proposal, said: # F

At the present time over 40,000 of our miners are unemployed, others have not
worked for or a year. The free Importation of- fortan coal is respqnsble to sIget degree for this condition.

Another gentleman from Pennsylvania, arguing for the amendment,
said:

Thirty-five thousand miners are out of employment. There are 180,000 who
have been employM who only work hafg time.

But the gentlemen are deceiving themselves if they suppose that
the complete exclusion of 570,000 tons of foreign anthracite would
have any appreciable effect on our unemployment problem. Accord-
ig to the statistics on coal appearing in the latest publication of
the Bureau of Mines Coal in 1920, Table 1-A, pages 824-825, the
average out ut per man per day is 1.93 gross tons, and the average
number of days worked is 225. 1

The 40,bOO idle miners have therefore a productive capacity, of
80,000 tons per day, and 20,000,000 tons per year. At the outside,
les than 26 per cent of this unemployment is attributable to foreign
imports. Even this is on the assumption that all of the consumers
who would be deprived of foreign anthracite by the embargo tariff
rates would buy American anthracite in its place.
, know the conditions in the New England States, and I deny that

every ton of foreign anthracite drives out a ton of American anthra-
cite. In 1931 the production of American anthracite showed a de-
cline of about 9,000,000 tons while the imports stood practically still

Senator (oon. Did you say production went down nine million?
Mr. ANoiDEor. The production of American anthracite in 1931

showed a decline of about 9,000,000 tons, while the imports stood
practically still.

Senator SonRTamRI . A decline over the proceeding year?
Mr. ADnsoN. A decline under the preceding year.
Senator SHORTEoE. That is what I mean, a decline under the

preceding yar.
Mr. Annason. That is right.
These small foreign importations are being made the scapegoat for

the industry foreign anthracite, because of its low ash content is
easier for the consumer to btm than American anthracite. He hais
to move fewer barrels of ashes out of his cellar for every ton burnt.
I this respect the foreign coal stands between American anthraciteon

the one hand and oil or gas on the other. You can keep out the foreign
coal, but I am convinced that it is a nuistake to Suppose that the con-
sumers who have been willing o pay more for its superior convenknce
will all go back to American anthracite. Many of them till abandon
coal altogether, and turn to oil or gas.

609)
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The sponsor of the amendment in the House said:
Anthracite coal from foreign countries Is now being transported thoamandy of

miles over the sea and sold in Boston at prices as low as we can sell ours at the
mines.

The only explanation for this statement is that the gentlemen had
een misinformed. The price of egg coal at Scranton during March

of this year-1932-was $7.75 at the mines, while I paid $16.50 per
ton for Imported coal delivered in my cellar in Boston.

jThe burden of the argument in the House in support of the tM
was a plea for the protection of the anthracite coal industry. It has
been pointed out that the total imports are less than I per cent of thelAmAcan production. The only place where this limited foreln ton.
nag. comes into competition with the American anthracite is long a
small fringe of the Alantic seaboard of New England. Even in these
states 98 per cent of the coal consumed in 1031 was American anthrax
cite, of which 7,000 000 tons were shipped into New England against
545 000 tons of foreign coal.

dut assuming for the sake of argument that the admittedly bad
condition of the American anthracite industry is due to these relatively
4riftfrg importations from abroad, rather than to more deep4eted
evils an the fundamental organization of the industry, the question
remains, does the industry deserve protection at the expense of the
American consumer, who wishes to buy foreign coal?

What is the record c f the anthracite industry that it should sk
special favors? Last winter anthracite coal was almost if not ab.
lutely the only basic corpmodity whose price had not fallen since the
preceding winter. The householder whose wages had in many in.
stances been cut in half, if indeed he was so fortunate as to be recexvig
wages at all, found that his coal bill remained the same.

No general reduction in wages has yet taken. place in the America
anthracite industand a new wage scale was sied on July 19 30,
to run until April 1936 which agreement maintained the wae scale
established hi 1921. With reference to this wage svale, Baward's
Annual 1931 quotes the National Industrial Conference Board of New
York City p follows; I

The average hourly earnings of wagb earners In anthracite amiig reacliha
1923 the highest point on record * * increase In average:houly earninp
Is 190 per cent over the rate of June, 1914 * * *.

That means that the anthracite miner to-day is getting three times
the wage he got in 1914.

Senator RnD. The wages he was getting in 1914 were pitifully
unfair to him, though.

Mr. ANDzSON. I supp the Wages that eveybody got in 1914
were unfair, but I do no believe there is any other industry that is
paying 300 per cent to.day. o

Senator SxtoTamo. Three hundred per cent of what?
Mr. AnnasoN. Three times what they received in 1914, three

tm as much.
* * * the board's index fig reveal that anthraite mining wsps hav

drn to a biher pek than thoseof any baie indutrY..
Saw.)M's 4nnuM for the same year, page 127, quotes:
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Record of wage Inerses sourd by anthracte mine workers sInoe January,
1918. as follows: 

Pe .aJanuarY, 1016. .. . -a .... ...... ....... ............Wa.. 100

10IO bar:.. ... ............................ ...................... 1
November 1918 - 28
April, 19 ..... 2000tember, 1923 ........................ . ...................... 0t

1928 rate were renewed In 1928 and 1981,

Would Jou iy to the user of 65,000 000 tons of American anthra-
cite that it was h duty of the United tates Government to protect
this industry by a tariff against importation of snthrapite coal to
points like oston, whet" the price of coal is $16 per net ton in the
consumer's cellar? , ... I

We raepet tint *e sponsors of thjs aspendmout were mIsinformed
t% thay were told that the dl ultles ha the Aznrlan anthracite
field were due to foreign lmportatos, and we repeltthat the House
ws misinformed when they voted to pspthis mn et,

Senator Goat. Mr. Anderon, you say the price a .Porwsylvmcia
at the mouth of the. mines was what? ,Seven 4ollars a ton?
Mr. ANDERSON. At the mouth of the mines?
Senator Goat. Yes,
Mr. ANDasor. In March this year, was it?
Senator Gout. You gave it a while ago that it was $7 sand some-

Mr, ANDEwSoN. It is around $7, yes. I want to be sure, though-$7.75.
Senator GoRE. Then that is a spread of $8.26 between there sd

Boston.
Mr. ANDERSON. Yes, air.
Senator Gow. Do you know what the fre)ght rate is?
Mr. Awp0mar. The freight rate by r 1%l s approimately $4.22 a

gOs ton.
Senator Got. Yes. I
Mr. ANDEnsoN. About $3.88 a net ton.
Senator REED. Who getp the qther $4, Mr. Asderson?
Mr. ANDERsON. Between the $7.75 and the $16?
Senator RnD. Yes.
Mr. ANDERSON. It is the cost of transportation, the cost of ban-

Ga~g, and the delivery.,
Senator REED. In other words, th. spread is $8; the railroads get

$ sId somebody u mi New gland gets the other $4.
Mr.-Axpzsow. es. But you must take into consideration the

degradation.
Senator Szw. That is very slight in anthracite, is it not?
,Mr. ANDERSON. Yes. By ai only about 2 or 8 per oent. But Iwill say that I think the average spread in New Sngjand as no greater

than it is in any other section of the country. I think the com.
paative spread between the two isapproimsaty the same ip avery
mom of the cwmtry. Or Atsi) deesover ther do not Wtve
much profit; I promise you that.

Senator Saoa'rMwoz., Distawe cuts some flgw, ,f courpe.
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Mr. ANDERsoN. Yes; but I mean the spread between the cost and
the selling price.

Senator Saonmoz. Yes.
Mr. ANDERSON. For instance, the freight to New York is $2.89 avd

the freight to Boston is around $4.22. The coal sells for $2 a ton or
$2.60 a ton less in New York.

We believe that this committee will be acting in he interests of
the millions of anthracite coal consumers and, in fact, we believe you
will be acting for the best interets of the anthracite industry itelf
by striking out this amendment.

Senator Suoamnwo. You come from Boston, Mr. Anderson, did
you say?

Mr. Awnisox. Yes.
Senator SORTnDoIDE. And your Immediate business is what?
Mr. ANDsRoN. I am in the coal business myself.
Senator Swavnipxo. You mentioned the p-rie of anthracite, say,

American anthracite in Boston or Masachusetts during the last year.
Mr. Asuasow. During March of thiear.
Senator Snoa. How much was
Mr. ANDERsom. $16.
Senator Sonorxnoa. What was the price of English anthracite?
Mr. ANDERSON. $18.50.
Senator SHOnnRILDG. I understood you to say that you bought

the Enjish anthracite.
Mr. NDERSON. At $18.50, yes.
Senator SORTRKDGE. In the belief that it was of a superior quality?
Mr. ANDERsoN. Exactly. No other reason. It does not Sell for

les money. It usually sell at from 50 cents to a dollar a ton higher.
Senator RxD. Do you deal in Russian coal at all?
Mr. ANDERSON Yes, Sir. 'I
Senator RuD. From what basin does it come?
Mr. ANDERSON. There is no one basin. Donetz Basin.
Senator RUED. What were you selling, in tons, in 1981, of Rumbu

coal?
Mr. AmNDnsoN. I do not believe I can answer that question.
Senator REED. Just approximately.
Mr. ANDERSON. Well, we handled all the Russian coal that cane

into Boston.
Senator REzD. Are you still handling it all?
Mr. AenDEsoN. Yes.
Senator REED. How much have you imported in the last two

months?
Mr. ANDERSON. I might say that Mr. Oswald has got those

and he is following me with his testimony. I believe he can giv
you the figures.

Senator SnortnxnoE. In quality, how does the Russian cod
compare with the English or the American?

Senator RUED. It is not anthracite at all.
Mr. AxNRsoN. Oh, yes; it is.
Senator RED. The Russan?
Mr. AkbasoN. Nothing but anthracite that is coming in, Senator

Reed.
Senator RUED. Would you call it true anthracite?,
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Mr. Anonsow. Positively true anthracite. Ther is more anis
information on this subject than can possibly be Imaied.

Senator 8uoamaxoo. What can you sy as to the quality of thon

Mr. Anuso. Of those three coals?
Senator Sonamoa. Yes.
Mr. Awnmsor. The English and Russian are supposed to be

approximately similar. Both are superior to the American anthracite.
Senator ORTROE. How does t reach you?
Senator Gota. Wheii) do they load this Russian coal?
Mr. AnDE1soN. Pardon me.
Senator Gota. Pardon me. Just answer Senator Shortridge'sq u a t i o n . I,, ,. ,

Mr. Aonson. What was that?
Senator Saoarwnem. How does it reach Boston, this route?
Mr. ANnasow. By steamer through the -Mediteranemn.,
Senator Snoaraon. Of course it comes byi steamerf but what is

the route?
Mr. AwonnsoN. Through the Mediterranean land the, Black Sea,

from southern Russia.
Senator Raw. Where is it loaded?
Mr. ANDEtRSON. At Mariupol.
Senator SRowmm . That is on the Black 8a?
Mr. Anuasow. It is on a tributary to the Black Se.
Senator SaOnTRwon. And they are able to mine that anthracite

sway yonder in Russia, transport it a long dittance, land it in Boston
and undersell the American anthracite?

Mr. ANDRzsOw. You must realize we are paying nearly twice the
poce for American anthracite in Boston as we usually pay,
Senator SaoaMoz. That is not an answer. They do that,

though, do they not?
Mr. ANDERSON. Yes.
Senator SuorTatot. They mine it away yonder?
Mr. ANDERSON. Yes. , I
Senator, SHORTRIDO. Transport it thousands of miles and unload it

at the wharf in Boston and are able,, as I gather from your testimony,
to undersell the American anthracite?

Mr. ANDERSON. No; not undersell. At a higher price. And,
might I say for your information, that a lot of the coal in 1930 came in
Aerican Shippin Board boats. It is not brought in Russian boats.

Senator GonE. Does it come in the nature of ballast?
Mr. ANDERsoN. No, indeed.
Senator GORE. As cargo?
Mr. ANDERSON. Yes.
Senator SHORTmwo. The steamers are loaded with it?
Mr. ANDERSON. Yes.
Senator SHORTRDO. Freight vessels loaded with coal?
Mr. ANPDESON. Yes.
Senatori RnD. Can you tell us what the Russians get for that at

the port on the Sea of Azov? I
Mr.ANnuesoN. I can get it. I have not got it in my mind.
Senator SHORTRIDGE. Would your business be affected by this pro-- dOimpost?
Mr. ANDERSO8N. Yes, it Would.
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Senator SnowrwDos. Becat.m you are an importer, is that the
reason? , 1

Mr. Anasorr. Yes; but I would like to say for the benefit of this
committee that I thoroughly believe that any gin in the State of
Pennsylvania or any gain that would vaul from shutting out any of
this foreign coal, which, bear in mind, of the total importations hut
year were 870,000 tons, and our statistics show that a man produces
about 450 tons a, daj. 1,

Senator Goat. What?
Mr. ANnnsoN. Four hundred and fifty tons a year. I beg your
rdn (Continuing). It would amount to work for aboutihmasnd, en, ot 4,000.
Senator Suoanznou. But the imports were more than you hare.

Just stated, according to these figures.
Mr. Anupso. Tose figure include anthreelte and bitumin,
Senator Bmmaoa. Seven hunted and forty-six thousautd?
Mr. Asoinusow. Sevmi hudred and, forty-4seven thousand is the

total of anthracite and bituminous.
SentoAW SaXcaVuxoo. Both?
Mr. ANDasoN. Yes.
Senator Goat. What did anthracite sell at in Boston in Match,

1929?
Mr. Awnuasow. About the sime price as it is now. There has

been substantially no difference.
Senator Suoamme. Did your orgnization make any inquil 's

to whether this Russian coal was mined by forced labor?
Mr. ADuneow. Yes.
Senator 8oaTzvos. You made some inquiry?
Mr. ANDmawow. Yes.
Senator SroRTniDbz. What was the result of your inquiry?
Mr. Annso. It is not mined by forced labor.
Senator Ruin. Have you ever been in the Donetz Basin?
Mr. Awinsoor. No; but Mr. Oswald, who will follow me, has much

more of that information, having been there himself. I would like
to say this to you, Senator Red-: I have exported a lot of Pennl.
vania anthracite coal to Canada,. and I am in fairly close touch with
the Pennsylvania situation, and I make this prediction: That If you
shut out this foreign anthracite coal you will stop ten times as much
work of men in Pennsylvania and West Virginia as you can possibly
gin by this.

Senator RunD. It seems strange to me then that the coal people of
my acquaintance should all say that this is necessary to their preser-
vation.

Mr. ANDuEaON. I say that the coal people who have informed you,
and I say the coal people who have sent down a lot of memoranda to
Congress are thoroughly misnformed. They are even going right

ainst the statistics. One man whom I have seen quoted says that
tile Government's statistics show 216,000 tons of coal imported from
Soviet Russia but I know there is 350,000. That is the iniuinforma-
tion that is being handed out. One paper is New York said there wm
5 000,000 tons came in. Russian anthracite coal is not a menao to

c tis Ioditdo.c . A c w
Senator lnoniz. If it did not come m, American coal wouldbe

burned, wouldn't it?
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Mr. AnmnsoK. Would be burned?
Senator SHORTRID0o. Yes.
Mr. ANDERSON. No, ufr' not e .
Senator SHORTmID. Ifwe did not import any coal, American coal

would be burned unless the industry turned to oil or other sources of
power.

Mr. ANDEnsoN. If they did not turn to something else to replace
the anthracite, of course they would burn anthracite, but the trouble
with the anthracite industry is that it would result in turning it over.

Senator SHOwTRDOz. You really believe in the free-tradeaoctrine,
I take it.

Mr. AwnnsON. Well, I always have been a Republican.
Senator SHORTUDOI. I hope you will always continue to be such.

[Laughter.)

STATEMENT OF GEORGE P. OBWALD, VIOE PRESIDENT GOSO
IL WARREN CORPOIATION, NEW YORK CITY

The CnunavA. Give the reporter, your name and ocoupetlon,
sir.

Mr. OSWALD. George P. Oswald, vice president of George E.
Warren Corporation. My headquarters are in New York. The
lwad of the firms in Boston, the head office.

Mr. Chairman and members of the committee: The George E.
Warren Co., which I represent, has been in business in New Egland
and New York for over 30 years. We are an American firm, handling
American anthracite and American bituminous. In 1926 we went
into the importation of foreign anthracite. That was the year of
the English coal strike. We Started under an arrangement on Welsh
anthracite; and if you ar interested in the figures year by year,
I have them here.

Starting with 1926, on Welsh anthracite, we had 2,714 tons.
In 1927, following the strike, they were not anxious to ship, and

we only got 8,604 tons.
In 1928 there were 118,001.
In 1929 there were 115,493.
In 1930 there were 162,266.
In 1931 there were 127,00.
In 1929 we entered into a contract with the soviets for the exclu,

sive agency for Russian anthracite mi this country.
Senator RxzD. You are with the same concern as Mr. Anderson?
Mr. OSWALD. Mr. Anderson is the treasurer and I am vice

president.
I went to Russia and visited the Donetz Basin. One of the print.

cipal things on account of all the rumors that we had heard, that we
wanted to find out, was whether or not we were goig to violate any
of the United States regulations. After visiting the mines, and!
could see nothing, we went ahead and made a contract.

We started with shipment of 105,575 tons in 1929. In 1930,
178,185, and in 1931, 216,287.

Senator Rutn. You and the sovies are not having any depression
at all, are you?

Mr. OSWALD. We are doing pretty well so far. We only hope it is
going to continue.
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In 1932, in reply, I think it is, to Senator Reed's query of Mr.
Anderson as to the amount of coal that was coming In in two months,
including everything that has arrived in Boston to date, it amounts to
89 163 tons.

bSnator GoRE. That is this year?
Mr. OsWALD, That is this year. And all the boats that have been

arranged for, and all the coal that Is en route amount. to 37,377 tons,
Senator Goss. That is added to the 70,000?
Mr. OsswAw9 That Is added to the 696,0; yes, sfr. Those deliver.

iee will be completed, as near as we can tell, some time between the
lst of May and the 1st of June. If they are completed, if those
vessels come through-and there is nothing else under charter right
at the minute to increase thatr-and we take practically the same
amount in the second half of the year, our tonnage in 1932 would be
approximately the same as in 1931. I might say here that in any
evat I do not think it will exceed that.

Senator Sxoaawom. And what was the amount you gave for the
year?

Mr. OSWALD. Two hundred and sixteen thousand two hundred ard
eighty-seven.

Senator Goni. That is for the year?
Mr. OSWALD. That Is for the year; yes.
Senator GORE. How much of that would come in in America

boats and how much in Russian bottoms?
D_ Mr. OSWALD. We have never had anything, to my knowledge, In
ilRussian bottom. The hi heat prices that we paid on freights was
on the American Export Le, the United Stats 8hpng Board
bottoms, when we were pini up to 16, 17 and l8shillins, a com.
pared with 12%, 12 shillings sxpence, 18 shillinG -

Senator GoRE. Could not you translate that into American money?
Senator SHORTRIDGE. American currency?
Senator GoRE. Yes.
Senator REED. $3.25 now.
Mr. OSWALD. Around that.
Senator REED. Less 30 per cent discount on the currency.
Senator GORE. That is the ocean freight?
Mr. OSWALD. That is the ocean freight.
Senator REED.' So that the ocean freight from the Sea of Azov to

Boston is about $2.50 or $2.60.
Mr. OSWALD. Around that.
Senator REED. As against the, American freight by rail from

Scranton to Boston of some $4.80.
Mr. OSWALD. I am not sure, but I think the Scranton rate is $3.88.

As I say, I tm not sure. Maybe that is a net ton. I am not real
familiar with those coal rates.

Senator REED. If it is not giving away a business secret, what do
you pay the Russians for that coal f. o. b. steamer?

Mr. OSWALD. We do not buy it f. o. b. steamer.
Senator REED. Do you buy it delivered in Boston?
Mr. OSWALD. We buy it delivered alongside. '
Senator REED. Alongside steamer in Russia?
Mr. OSWALD. Alongside a New England port.
Senator REED. Do you prefer not to say what you pay for it?
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4 Mr. OSWALD. I would prefer not to say in public, but we have
nothing at all to conceal frou the gentlemen of the committee.

Senator Rutn. I won't ask it at this time, then.
Mr. OSWALD. We have nothing at all to conceal. In fact, you

might be interested to know that-before I went to Russia I took the
trouble to come to Washington and see Secretary Lamont. Also I
went over to the State Department and I consulted with then to
find out if, in their judgment, it was a trip I should not make. I told
the"' that I knew that there was no official saniltion that they .hould
give or could give, but as an American business house and with the
reling toward the soviets, should I make the trip?

Now, If I am not taking too much of your time, I might explain that
the reason I did that and the reason why we were anxious to have it is
because with our very good friends the English we had this contract
for the exclusive agency for the Welsh coaL That is a monopoly, If
ever there was one, because they own and control 80 per cent of the
output. And we have that. We had heard all sorts of stories about
what the soviets could do to us, and we certainly did not want some-
body else coming in with that agency and putting its out of busi-
nes-putting the Welsh out of business.

I discussed that thing with Mr. Lament and his assistant, and he
said that he had absolutely in his official capacity nothing to say,
He said, "As a business man I can see absolutely no reason why you
should not do it."

I told him that I was going and that when I returned, so that he
personally could be absolutely satisfied in case anything came up,
that I would be glad to come down and give him a copy of my agree.
ment, of the contract, and all and any correspondence that was perti-
nent to that contract; and I did-.he has it.

I have also filed with them within a year more than 200 letters
from representative dealers, all American firms, tip in New England,
showing the prices for American anthracite in one column, and in
the next column the prices on foreign anthracite, both Welsh and
Russian.

Senator GonE. When you say that, do you mean retail prices?
Mr. OSWALD. Retail prices, the prices the consumers are paying

for the coal. And in each instance it was higher than the price of the
American anthracite from, I think, 25 cents to $2 a ton maximum.

Senator REED. On account of the low ash content?
Mr. OSWALD. Yes. Now, bear this in mind, gentlemen: We are

handling more American anthracite than foreign. We do not want
our business sunk with a ditty that is not going to produce any
revenue, because as certain as this impost goes on, we are going to
lose some of it. We can not convert the foreign into American,
because the oil people are going to take it, and it is not going to be
anthracite at all. That is the reason we are d6wn here fighting as the
importers of this coal to keep it in line. It is not going to do the
American anthracite operator as much good as he thinks.

Senator REED. But you think it will do the oil, operator some good?
Mr. OSWALD. I certainly do. And I think it will do the coke man

some good.
Senator REED. They are Americans, too.
Mr. OSWALD. Absolutely. And we are, handling coke as well.

If you can show us how we can put the whole: thing out of the window
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and can hold our business In American anthracite, we will be glad to
do it.

The CuAtniAN. Is anthracite all that you Import?
Mr. OSWALD. Ye.
Senator Goax. What is the freight rate on the Welsh coal?
Mr. OSWALD. The freight rate on the Welsh coal Is 7 shlls
Senator REED. Do you bring in any coal from St. John's, New.

foundland?
Mr. OSWALD. No, sfr.
Senator RzD. Isn't the quality of that good enough?
Mr. OSWALD. There isn't anything up there that is any good.
Senator REED. Mr. Oswald, if I am not breaking the thread of

your testimony, I want to say that within the let two or three weeks
I talked with an engineer who had spent a long time in the Donetz
Basin, and he tells me that they stage a show there for distinguished
guests like yourself,

Mr. OsWALD, Thank you.
Senator Ihtn. And others. But when the distinguished guests

are not ipresent, the barracks of the miners are guarded by soldiers,
that the nen have no choice of their occupation, that if they refuse
to work or try to get other work, their bread tickets and meal tickets
are taken away from them an4 the alternative offered to the Russian
miner is starvation or working at a particular spot. Is that true?

Mr. OSWALLD. Senator, I do not believe it is true. I am not saying
that 3our itiformant is deliberattely misleading you.

Senator ltmD. Oh., no; I think he was trying to tell the truth.
Mr. OswALD. I think lie was probably tr.ing to give you the facts

but he is away off fi)m the facts, in my opinion.
Sonator GonE. What is your information about how much a

miner mines j:er tday in that field, and what he gets for it?
Mr. OSWALD. I an sorry to say that as close as we are under this

contract with the Russians, there is a lot of information we can not
get about it.

Senator REED. HIe does not get any money wage at all, does he?
MA . OSWALD. Yes indeed; and you would be astonished if you saw

the living quarters of the men. If it is forced labor at the mines that
I wdnt through, with the living quarters and shower baths and the
cinema, then I guess there are a -lot in our region who would like to
be forced labor, because they are doing pretty well.

Senator Goas. The Government owns those mines?
Mr. OSWALD. Yes; the Government owns everything up there.
Senator Goauz. That is what I thought.
Senator SHORTIIWOE. I thank the Senator for asking that question.

Is your contract, then, with the Russian Government?
Mt. OSWALD. our contract started with the Donets State Coal

Trust, the performance of the same being guaranteed by Amtorg,
which is an American company.

Senator RsD. All ownid by the Russian soviets, however.
Mr. OswAw. Of course, yes. Then, as ' their custom over there

another trust took it over. It went to Ugal, which expired, and
something else succeeded it, which I do not recall. But now it is
back it.Xtor. Amtori is handlig it al spin.

Senator SuoaTiws. Just what is that?
Mr. OSWALD. It is a Russian sales aenoy.
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Senator Gos. That is what I ws coming to. It Is a Rumian

Mr. OSWALD. Yes. Even Amtog, an American firm, is, o coue,
sil owned by Russians.

Senator RIu . It Is an American corporation and the stock is
owned by the Russians.

Mr. OSWALD. By the Russians' yes
Senator SnoaTiDom. Under what State Is that oranization?
Mr. OSWALD. I am not sure, but I think it is New York State.

That is the firnn as you undoubtedly know, that has done all of the
buying. Very little lately, however.

Senator REED. Of course the Russians operate with reduced over.
head, because they stole all of the property to begin with.

Mr. OSWALD. They use a more polite term. They say they na.
tionalized. [Laughter.

Senator REv. Yes.
Mr. OSWALD. We have other interests in this thing besides just

the foreign anthracite. The figures--I do not want to start repeating
them--show that American anthracite went into Canada in 1931,
to the amount of 1,580,000 tons, bituminous 9,354,000, coke 645,000,
or 11,579,000.

Of course, no one knows what would happen. I talked with my
principals in London over the telephone a couple of times recently
to try to have them tell me, and they practically said we would have
to work out our own salvation. They hoped I Would be able to ship,
but I could get nothing from them. But here is a letter I have from
the International Paper Co., which I will read, if you would like to
have me, and then I Will leave it for the reporter.

Tids is from the International Paper Co., 220 East Forty-second
Street, New York, purchasing department [reading]:
File No. 751. , ApatL 5. 1932.
Mr. G. P. OBWALD,

Vice President, George B. Warren Corporation,
Grand Central Terminal, New York City.

DEAlt MR. OSWALD: We customaily purchase a part of the coal requirements
of our Canadian mills in the United States.

If the United States places the proposed $2 per ton duty on the importation of
coal, it will probably lead to Canada placing a similar duty on the Importation of
coal into Canada. This would make the price of United States coal prohibitive
for use in our Canadian plants.

We have no interest in the matter other than a hope that we can continue to
buy in the United States market.

You are among our suppliers of coal, and as such we want you to realize the
probable effect ofsuch action by the United States on the exports to Canada.

Yours very truly,
0. E. 8Mxm, Manage.

Senator REED. Did you ever think how glad the International
Paper Co. would be to have no tariffs written in this bill?

Mr. OSWALD. Yes; I have thought of that, Senator. I think that
Mr. Anderson and Mr. Hale have covered some other points that I
was going to mention and I do not want to take up any more time
than is necessary.

The duty simply means, in my opinion that foreign anthracite is.
out the window; and then we have to see what we can get for American
anthracite. I am afraid we are going to lose some business. The ton.
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nae can only be increased in i very small area, because it is a tide.
water proposition. We can not compete on the inland market,
Consequently, there is not the dangeh t some people seem to foo
that the market is going to be floode , and I can assure this committee
that whether it is Russian or Welshr-we imported 60 per cent of the
570,000 tons in 1931-I can assure the committee that the market
will never be flooded by us with Russian; and nobody else can handle
it. And I an sure the English have no desire to do it. They can not
get the coal if they wanted to.

STATEMENT OF SRICE P. DISQU, EXECUTIVI DIRECTOR,
ANThRACITE INSTITUTE

Mr. DISQU. Mr. Chairman and genilemen of the committee:
I represent here the entire anthracite industry. I know of no
operating com pany that takes exception to that statement, and I have
affirmative authorization from them.

I would like to just read into the record the imports, as we have
received them from the Government.

1927, this is anthracite coal, 106,000 tons--these are net tons;
1928, 369,000; 1029 483,000; 1930, 658,000; and 1931, 628,000.
The CHAIRMAN. Where did that coal come from?
Mr. Dxsqmi. That is from Wales and Russia principally. Some

from Scotland, some from Germany, and, this year, some from China,
but I have not that included in this statement.

Senator SHOanRwOt. Anthracite?
Mr. DisQuE. Anthracite. The freight rates, as we have them,

from Russia--this is conversion of currencies into our money-
$3.16; from China, $3.45; from Wales, Scotland, and Germany, $1.75.

Our freight rate on the net ton from the coal mines in Pennsylvania
to Boston is $3.88.

While the aggregate amount of anthracite received is small in
proportion to the total, it constitutes about 10per cent of the anthrax.
cite that the American industry ships into the New England States.

It is true that foreign antmacite; particularly the Russian and
Chinese can and probably will command a higher price than our
own. ft should. It should command a higher price than it does,
because they are sending over here the "porterhouse" of their pro
duction. If the American industry attempted to segregate that
portion of its coal, it could not operate, because probably the per.
centage of that quality of coal would be in the neighborhood of 2
or 3 per cent of the total production.

Senator GoaL. Is this mine run over in Russia?
Mr. DsQut. I understand it is the "porterhouse", so to speak,

of their production.
Senator GoR.. Do they screen it or how do they separate it?
Mr. Disc u. I am told-it is awfully hard to find out Senator

anything that you can depend upon about Russia-that it is hand
picked. This situation is one in which the anthracite industry s
not particularly keen about, keeping the word "bituminous" m the
bill. The industry has thought very thoroughly into this subject;
given it mature consideration. We understand the Canadian Con!
dtion, and it is pertinent at this time to say that while Canada is a
part of the Britist Empire, the Canadians have put a tax of 40 cents
a ton on the importations of American anthracite, and we bring in
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Welsh anthracite without any tax. The amount of anthracite
introduced into the New England States means work for about
1,800 miners for a year.

Senator Goam. Where? Here or in Wales?
Mr. DsqU. In Pemnylvani . I it represents about 375,000 man

days. We have got about 30,000 men up in Pennylvania who arenot employed. Those men ar being maintained through apprpra-
tions o counties, cities, and donations from the industry. It seems
to me rather grotesque that we should be carrying on in Peunsylvania
under those conditions and giving our sales ito countries where Chli.
ae coolies, at maybe 15 cents a day, are producing coal, and Russian
labor at any price, any way, a price which can not be determined, and
under a government control whereby the government may allocate
any of its costs to any other industry that suits their pleasure.

senator RzED. What can you tell us about the conditions of labor
in the Donets Basin?

Mr. DIsQue. We have been active in endeavoring to get a true
story about that Senator. I talked with five engineers who have
lived over there from one to three years. They have convinced me
beyond doubt that labor over there is compulsory. It is practically
impossible to satisfy our Treasury Department in a manner that
would probably be acceptable except in court. We thought we had
done that about a month ago, and the next day they brought in a new
edict from the Russian Government that seemed to wipe out the co4-
ditions as we had been reporting them, and that villa continue, I
suppose until it is next to impossible for any American to go into the
Donets Basin free and unhampered and talk to Russian labor without
supervision.

Our witnesses are men who are engineers and who impress me as
careful men who would make no statements that they did not believe,
and particularly two of them have no unfriendly feeling toward the
soviets. One of those men lived there three years helped develop
the mines. He teUs me that if a man does not work in those mines
as he is ordered, he is refused a bread card and can not eat. He
tells me that no man can leave Russia without permission of the
Government, and they won't grant it. He has recited to me several
instances of which he had personal knowledge where enpmeers werecompelled to serve their sentences imposed by the G. P.U. (Gay-
pay-o) or whatever organization that is working there.

nator HARRISON. It is not G. 0. P.? [Laughter.)
Mr. DIsQuE. This sentence was imposed, not for any criminal con.

duct, but because of some error in industrial management.
Senator GoRi. Then it was not G. 0. P. [Renewed laughter.]
Mr. DisouE. And they were compelled to work out a year or two

years of their sentence in the offices of the engineer. He told me of
seeing three different groups of peasants herded under guard and
brought to the mines. I saw, and turned over to the Treasury De-
partment an order of the Russian Government directing that certain
skilled labor, who had been wandering about the country through
the activities of other trusts, should be corralled and brought in there
and put to work at specified jobs undor penalty. The did not de.
scribe the penalty, but the penalty was a threat to both the govern.
mental executives and the skilled labor. That document I turned
over to the Treasury Department..
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Senate r Rn. That is about a mouth ego? t I
Mr. DIsQuU. About a month *go; yes, air. It Is only recently

that Chinese coal has begun to come into thi country. It is just
Question of whether we props, -to try to maintain our railra

ad American standards 1re, or aliow the. product, to come in,
FIech ton of foreign coal that comes in hem mean about a halh i
day's work for an American miner and about a sixth of a day's work
for an American railroad man.

I would lke to sy this to the committee: That the Americas
anthracite industry has bea energetically at work for the past eight
months, that I know of, In a most determined effort to make their
product more available to domestic consumers. One of the first
results of that effort has been two price reductions in the past two
months, grgating $1.50.

Senate o Gone. What is it selling at now at the mouth of the
mines in Pennsylvania?

Mr. DIsQuE. At the mine it is selling from $86 to $6.50.
Senator Got. What do they pay the miner per day to Wra it?
Mr. Diamu. I can not answer that Senator. I did not expect

to appear before this committee. I did not know there was any
opposition to our bill until this morning.

Senator GoRE. Yes.
Mr. Isouic. The miners up there have got a very high wae

compared to what they enjoyed before. The industry itself is hary
responsible for that. A number of those increases have been forced
upon it.

Senator GORK. There are a good many miners out of employment,
ar4) there not?

Mr. IhsquE. There are approximately 82,000 miners out of em.ployment.Senator GoE. And how many are employed.?

Mr. DisQUE. About 130,000 now. They are employed now not
over 60 per cent of their time.

Senator Gout. The Chinese coal that comes in, is that delivered on
the Pacific coast?

Mr. DIsQue. No, sir. All of the importations of anthracite are
concentrated in the New England States, Portland. Me., Boston,
Gloucester, Providence, and I b~eliove some into New Haven, although
I am not sure of that.

Senator SHORTRWG . How does it get there?
Mr. DISquE. By ship.
Senator Goat. BY the Panam Canal.
Mr. DIsQui. The Chinese coal comes through the Pananma Cand,

at least, the last shipment I heard of did.
Senator SHORTR Oz. Do the miners work by the hour or theoutput?Mr. Dimsv. There is the most complicated schedule of wages you

ever saw there, Senator; some by the ton, some by the day, some by the
hour. Evey~ job has a special schedule that is a-ranged for it.

Senator Goat. Do they do machine minieg?
Mr. DSQuN. Where is that, sir?
Senator Goan. In anthratie
Mr. Disvq . In America?
Senator Goat. In Pennsylvania, yes.
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Mr. DmQv . Quite a number of the mie out in Pennsylvania are
mechanized.

Senator Goss. Yes$
Mr. Disqus. 'It is believed that, the most of those that will land

themselves to It have been mechanized. Certain anthracite veins
do not lend themselves to it.

Senator Goam. In China they are not mehaulsed?
Mr. Draqus. I understand not.
Senator Goss. In Russia?
Mr. Diewn. I understand not.
Senator Goss. In Wales?
Mr. DisQum. I do not know about Wales. By no stretch of the

imagination can this tax result in an increase in the cost of coal to
the consumer. That is not a possibility. It simply means 1,800
more American miners put to work. Ad we are not a bit fearful
that the people who are paying an extra dollar for that anthracite
are going to abandon anthracite, because they are buying Pennyyl.
rania.

I might repeat that the entire anthracite industry has given mature
consideration to all aspects of this question and are for this tax.

The CHAIRMAN. Are you through, General?
Mr. DIsQutT. Yes.

STATEMENT OF HON. ANNING S. PRALL, REPRESENTATIVE, 11TH
DISTRICT, NEW YORK

Representative PRALL. Mr. Chairman and gentlemen: I respect-
fully protest against the proposed tariff embargo on coal and coke as
passed by the House of Representatives, and offer for your due cone
sideration the following facts:

1. The balance of trade, that is, exports over imports, is greatly
in our favor. The Department of Commerce figures for 1931 show
that during that year we exported 13,088,259 tons of coal and coke
whereas we imported only 836,769 tons of coal and coke, a ratio of
almost 16 to 1 in favor of our exports. The Department of Commerce
figures give the total production of coal and coke in the United States
during 1931 as 459,716,104 tons, so that the coal and coke importa-
tion of 836,769 tons represents less than one fifth of 1 per cent of the
total coal and coke production in this country. I believe, therefore,
that it is obviously inadvisable and a shortsighted policy to embargo
the comparatively small amount of coal and coke exports, which
figures show can have but little, if any effect upon the American coal
and coke industry. On the other hand, with tariffs mounting all over
the world, it is conceivable, in fact, strongly probable, that this
embargo tariff may lead to retaliation, especially in Canada, to which
country during 1931 we shipped over 90 per cent of our export coal.

It becomes increasingly dangerous when it is considered that about
60 per cent of our imported coal in 1931 came from England and
Canada, and these two countries in July will be holding a conference
to foster Empire trade. By excluding British and Canadian coals
from this country, we certany would be presenting a most opportune
invitation to this conference for retaliatloc.

Gentlemen, do you believe the coal industry in its present deplor.
able condition in this country can afford to take a chance of kien
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sixteen times as much in exports as it can gain by placing an embargo
on imports? Do you believe it advisable to tako a 16 to 1 chance of
increasing unemployment in the coal fields of America for the sake of
shutting out a comparatively small amount of imported coal?

2. I desire next to call your attention to the fact that a coal and
coke tariff might work hadships on over 30,000,000 people in the
Eastern States where because ofstingent smoke laws:they are almost
entirely dependent on anthracite coal and coke for fuel. Itis generally
recognized that the Pennsylvania anthracite industry is almost entire ly
controlled by a halt dozen powerful corporation and that the by.
product coke industry in the east, which is the source of most of the
household coke, is almost entirely in the hands of the Koppers Coke
Co.

It is also well known that though incomes of the consumers ani
prices of almost all other commodities have fallen greatly within the
past two yebrs, anthracite coal and coke prices have not come down
pro rtionately.

No less a representative of the anthracite industry than Mr. L. F.
Loree president of the Delaware & Hudson Coal Co., within the
past three weeks publicly stated that one of the great ills of the anthra-
cite industry was that prices are entirely too high n relation to other
commodities. See clipping attached hereto. In support of the fact
that coke prices are too hih, the Massachusetts State Commission
on the Necessities of Life, in a recent report, has published the follow.
ing:

Retail prices of coke are too high and are based presumably upon the market
prices for authraclti

In addition, I point out the situation in New York City, where it is
estimated 70 per cent of the anthracite consumption is in the sizes
called pe", and buckwheat, because the burnin equipment is made for
these sizt.,. It will interest you to know the prices of these sizes have
been increased during the past three years as follows:

P a BuckwPet

.........................................................
10 ............................................................... 2 7,16

It is the consensus of opinion among the coal trade that with
normal or an extra cold winter there woWd be an actual shortage of
these sizes; so that the coal consumers of New York City each year
would be at the mercy of exorbitant and yran'ding prices which
result from shortages of supply if their onjy other source, namely,
imported coal, is cut off by th embargo. The real-estate conditions
in New York City, representing investments of billions of dollars, is
admitt dly in a serious condition. It is certainly in no condition to
be paying higher fuel costs, with prospects of still higher prices to
come if imported coal is embarpoed.

Gentlemen, I feel that any industries, such as the anthracite coal
or the by-product coke industry, powerful enough to maintain prices
at an unreasonably high level 'n fWe of the unprecedented depression,
do 'not need protection but rather competition and plenty of it. In

A42A
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my itnbl judgment, it Is the 80,000,000 American citizens dependent
upon anthracite coal and coke, the poor man's fuel who need the
protection, and their only hope for more reasonable prices Is the
lhited competition that imported fuels can afford these two prac-
ieally monopolized Industries, I would also emphasize at this

point that the coal industry can not be considered solely from the
viewpoint of one industry, namely, coal. For it is in fact two indus-
tries, bituminous (soft) and anthracite (hard), which are as far apart
as the North and South Pole.. We are aware that the bituminous
Industry Is in a chaotic condition, that it is deflated perhaps more
than any other industry, due to too much competition, and that both
wae and selling prices of bituminous coal hve been too greatly
reduced. However, the proposed tiff does not, help thiindus
for less than 190,000 tone of bituminous coal was imported into th0
country whereas almost 10,000,000 tons of bituminous coal was
exporteJ from this country during 1931. On the other hand, the
sathraoite coal industry is actually strange as it may seem, sifdero
ing, from inflation, with the result of far too high prices in relation to
other commodities.

As to the by-product coke industry, it Is generally recognized that
coke being aby-product could be sold to the consumer at materialy
lower pries, but it is apparent that this highly centralized industry,
and because of lack of competition t endeavors to get all that the trade
will bear, and thus maintmns its prices at only slightly under prices of
anthracite coal,

Do you know that in the States of New Jersey and Masachupetts
and in New York City by-product coke production increased in 1931
over 1930 and previous years; that the largest by-product coke plants
in these States are situated along the Atantic seaboard and supply
the only market which imported coke can compete in; that in the case
of Massachusetts this increase in production was 44.8 per cent over
1930. , . I

Just think of it, when almost every commodity and industry in the
country has been decreased in production from 10 per cent to as high
as 75 per cent, you are asked to place a prohibitive tariff in a revenue
bill to protect an industry which has actually increased its production
in the last year and in one case almost 50 per cent. Gentlemen, I
believe you wil agree that even the most zealous advocate of protec-
tion coud not justify a tariff for an industry that can increase its
production so materially in times like these.

It is inconceivable, therefore, that this committee will protect in
the form of exorbitant tariff perhaps the only two inflated industries
remaining in this country, at the expense of over 30,000,000 American
citizens and in reality at the expense of the long-suffering bituminous
coal industry which would stand in great danger of losing the great
part, if not all, of the 10,000,000 tons of export business.

3. I desire next to point out for your consideration the fact that
imported coal is definitely advantageous in aiding the export of our
bulk agricultural products, such as wheat, cotton, and corn. Of the
8 0 000 tons of coal imported, approximately 600,000 tons are car.
ned in vessels from overseas. These steamers after discharging their
coal and coke cargoes here are in the market to carry back wheat,
cotton, and corn to Europe and to other parts of the world.
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They cause heater competition, tending to stabilize and lower the
vesel freight rates on our exports of ag cultural products to Europe,
placing the exporters of these commodities and other bulk comnodi.
ties i a more favorable position to compete in the word market.

It must be borne in mmd that steamship owners who are able to
earn a freight for their vessels to this country rather than sending
their boats in ballast, are able and do accept lower freights on their
return trips to Curope and other parts of the world. !There can be
no questioning of the fact that vessel freight rates are a very import.
tant part of an export sale. I do not believe, gentlemen, that you
would want to do anything that might even tend to increase vsel
rates on grain, cotton, and corn, and other bulk agricultural prod.
ucts, and thus tend to further diminish the export market for te
commoditlei, which the farmer is so vitally in need of.

4. In addition to the above I desire to point out that the pro.
poedtax of $2.20. gios ton is so excessive that it is my opinion it
wll' btlng in very lit t le and prbably no revenue; that it is in reality
an embargo, ant that-it was voted for in the House of Represents.
ties hastily and without due consideration by both the Members of
the House iad of the Ways sad Means Committee. I feel that if the
Members of the House of Representatives and their committee,
namely, the Ways and Means Comndttee, had given hearings and
full dlseusolon 'to this prop6sal and has been aware of the facts
pointed out, that neither the committee nor the House of Rep..
sentatives would ever have placed a coal and coke tariff embsain
the revenue bill.

It should also be pointed out that the final Treasury and House
estimate to be procured from a coal and coke tariff was oily $500,000.
This stands out anong the other proposed taxes so Imtsilcantly
small as to immediately make one Inquisitive as to why it is there
It is certainly too small to be of any practical value in a $2,00.0,000,000
revenue bill. Could it be that it came into the revenue bill in an
Unguarded moment to protect an industry that on its own merits
would never have a chance in a real tariff bill? Of course, gentlemen,
that is the answer.

5. Next, I wish to point out to the committee that coal and coke
are bulky commodities and that sizeable importations would be pro-
vented by two very natural batriers, namely, the number of ves
available for transportation to this country at economical rates.

You will appreciate that any sizeable increase of coal and coke
imports, sufficient to have any real effect upon our coal and coke
industries, would so increase vessel freights that the imports would
no longer be ' able to compete. Secondly, to distribute on any exten-
sive scile bitported coal would require large seaboard storage facilities
centrally located in large cities, which I understand are not available,
and which, if they were available, would require exceedin ly liargi
capital investments for eqipment and machinery for hand ing and
rehandling this coal and coke so as to provide proper service to deal'
era and consumers. No sane business man would mivest large sums
of money in such a business venture when the sources of supply are
from 8 to 12,000 miles away, depending, as it does, upon rapidly
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fluctuating vessel and exchange rates to be able to compete. I point
out these two facts in order to show that under any conditions in.

rted coal and coke can never be a menace to our coal and cokeudstry..
6. Next, I wish t6 point out to the committee the record of imported

anthracite coal and coke as given by the Department of Commerce.
reports during the past five cars:

Coke: 1027, 158,850; 1928, 147,701; 1929, 119,724; 1030, 132,674;
1931, 86,223.

Anthracite coal: 1927, 119,030; 1928, 384,707; 1929, 487,172; 1930,
674,812; 1931, 869,599.

According to these statistics, coke imports have decreased since 1927
almost 50 per cent, whereas anthracite coal imports during the year
1931 from the year 1930 decreased about 15 per cent. I do not
mention bituminous coal imports because they have been inignifcant

In addition to the facts I have already mentioned, what more co.
elusive evidence could be offered to this committee that the anthracite
coal and coke Industries not only do not require any proteottbn, but
that in a tariff bill on the merits of their ease their eaui would be a
hopelss one.

In conclusion, from whatever ang* ye an oonidr ths pro*
posed exorbitant tariff on o! and, eoke--whether it be from the
viewpoint of a revenue produce, from the view oint of a taiff-P,
from the viewpoint of millUns of consumers from the viewpoint of a
dereasing import coal andcoke competitin, and, letly, but not
leat, from the point of view of injury from retalition aiit the
industry itself because of the large balance of its e ovet im
ports-it is unquestionably wrong, and a such I t you will agree
with me should be immediately stcken from this bill.

I thankyov.

ITnra non Ti us Ut nomlu (IO")
Nzw Yost, April9#0, 198*.

fb the, United BStes Senate Pinatm Committee.
OUNTL UMN: We protest against the proposed tariff embargo on coal and

eke as placed In the House revenue bill and offer for your consideration the
following information:

The Department of Commerce records for the year 1981 show that we exported
In total 3,088.29 tons of coal and coke and during the same year we imported
a total of 832,769 tons of coal and coke, or an export balance in our favor of
About 16 to 1. The above total export figures on coal and coke are made up as.
follows: I I Toe
Bitumnous coal ................................. 1879 0

Ite c0 --................................ ..... 1 o87,775
Coke ........................................................ 078,484

Total---------------. ..... ....----------------.. i.s1, 088, 289

The total import figures on coal and coke were as follows: Tes
Bituminous coal --------------------------------- - 176,947
Anttuacite coal .................................................--- - 5 599
Coke .....---------------------------------- 88, 223

Total .................... ... -8-- -9

Of our total exported coal and coke, over 90 per cent was, shipped to Can&
Ocur imported edosl and coke, about 5 per cent asm from Englaa nd Canada%

62,7
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Over the past five yeats, the record of our imported anthracite coal and coke wa
as follows:

Year (th.o

i~ i.......................................................... ------ 4 -- - .,1i

40 111 .................................................. M84.97 IO, l
IN I ................................................. .............. . ,u

In 1931 the production of coal and coke In the United States was as follows:
Tom

pltuminous coal ............................................ 378, 11,o00
Anthracite coal ........................-................... , 116,08M

Byprdutcoke-----------------------------2, 454v,6Di~lve coke.. ............ .......... ... ..... 1 13 O

Tot ...... . 470, 9520, 00;
We believe the above recordla the best evidence we can offpr to the qemmitte

that a tariff embargo on coal and coke is not only unnecessary but that Itmay be
exceedingly harmful to these interests, because:

(1) Out exports are sixteen times greater than our imports of coal and coke,
•()Ninety per cent of our coal and-coke exports go to Canada; 65 per cent of

low ports Come 4om England and Canada,.
(8) To embargo Eplish and Canadian coal and coke from this country at thi

time would be h6tbinp less than ah imitation to the British Emplre Trade Countil
meeting In Canada In July, for Canada to retaliate; thus ve stand to ,los muok
more buimnp than could be gained by' the embargo and increase unemployment
*mong the American miners to a very consllerable degree.,

(4) Our lniports of coke hove decreased over 40 per cent d~iring the last Ave
years, and our imports.of Mithracite coal have decreased about 15 per cent in
1931 over 1930. ,(No m-Bttuminous coal' Imports are too stall to consider,
Also, we do not have the figures for imported coal and coke during the first the
months of 1932 available, though these figures probably show up comparatively
high with the yearly average, .as most of the coal and coke imports come into this
country during the winter season.)

(5) Our imports of coal and coke represent less than one-fifth of I per cent of
the production of coal and coke in this country. Therefore, it is obvious that
these industries are very little, if at all, affected by these imports.

Whether one takes the coal and coke industry as a whole, or segregates it into
bituminous coal, anthracite coal, or coke, the same arguments remain, that
exports are greater than Imports; that imports represent an exceedingly sall
percentage of, the American produetiob, and imports are decreasing rather than
intreaeng. Therefore, obviously there is no need of an embargoWe understand such features of this embargo tax as no revenue being possible,
the anthracite coal and coke industries being virtually monopolies, and prices abd
wages in these industries being inflated and abnormally high compared with
other industries, that production of by-product coke along the Atlantic seaboard
having increased in 1931 in the case of Massachusetts almost 50 per cent, whereas
Imports of coke have decreased, that the need of protection for 30,000,000 con.
sumers in the Eastern States because forced by smoke orders and because of
burning equipment to use these fuels, have all been discussed by other protestants
of this bill; therefore, we will not take up the committee's time with the details of
these features. I

We do wish to point out to the committee that we do not believe the members
of the coal and coke trades as a whole are sympathetic to this proposed tariff
embargo, and many feel that it is Jeopardizing these industries for the sake of
shutting out a very small amount of imported coal and coke. We may add, that
many members of the coal and coke trades with whom we discussed this, are cons
noted not only with the bituminous industry but .with the anthracite industry
as well. and are not connected in any way with the importation of coal and coke.

Finally, we ask the committee not to be influenced by the phantom of inducted
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Poussan) or coolie (Chiness) labor eaushi American labor to be put out of work.

is makes excellent rhetorical material, ut, In fact, is sheer nonsense, because:
(1) Leas than 25 per cent of the coal imported cams from Russia, and only

5,000 tons came from China.
(2) If the Russian coal is produced by Inducted labor, there Is already a law

which would bar It (Canada bars Russian coal, but It does not bar German,
Welsh, American or other coals).

(8) Any experienced steamship man will tell you that it i absurd to expect
stybut the smallest amount ofcoal to come 12,000 miles from Indo-China;

that it len unusual and uneconomic trade route that the voyage Is too long,
gad that only an oecaional steamer could be obtained at a reasonable rate to
bring coal from this distance.

(41 Out company Imported the only cargo of Chinese coal that came to the
stern United States. The voyage of this steamer took 65 days. We had to

wait three months before we could charter a stamer at the competitive rate of
$4.7 freight for one port and $5 for two discharging ports (steamship owners
wanted fri m $6 to $8 per ton freight for this trip). We had to pay for this ol
in American dollars f. o. b. Ind6-China within 50 cents to $1 per ton of the
0 1ment f. o. b. mine prices of American anthracite, rpIles of what kind of

yr tho eply, and we know that the price at wh we purchased was, at
least a dollar a ton lower than any of this c6al had heretofore been sold for. In
addition to this, the cost was greatly added to because of the necessity of Snancingthis shipment for a period ofthree months, and the exessive de tion in the
oal cauid by such a longsea voyae. Finy, we desired to ipot additionquantities of this same col, we coud not obtain anothercargo unmtl n epem-

ber, which would mean arrival here almost In 1988. We would be gd to pre.
sent the cables and our records to your committee, establishing theN facts.

(5) Thus Russian coal can already be barred bylaw, If it Is produced by
inducted iabor, and common sense ditates that Indo-Chna coal i unable r
i h ly tbI compete In this market except In very small quantities, and t en,
pm Mlsy, onl empormrily

We fes that all evidence Is against having a coal and coke tariff embargo
in the revenue bill, and that such evidence as his been presented in its favors
not based on facts, and that therefore, this embargo tarff should be stricken by
your committee from this bill. .

We wish to take this opportunity to thank the committee for the pdvlle of
Presenting our side of this question, and trust it may aid them in determining
this feature of the revenue bill,

Respectfully, J. ClIPrroI MoCuausTa

3311 02n 2anan ZR 10 S33. I8TVNNBO, SD 105, AND Ur UN3ALI 01

The American Briquet Co. Is a Delaware corporation, with head office in the
Philadelphia Bank Building, Philadelphia, Pa., and manufacturing plants lo-
cated at Loykeus, Pa., and Charlestown, Mass.

The Lykens plant has been In operation since the latter part of 1919 and a
market was established chiefly In New England, for its manufactured product.
The raw material used Is an anthracite culm, being the residue after all market-
able sizes have been screened out. The success of the Lykens plant warranted
the erection of a plant at Charlestown, Mass., in 1028. Creating a market for
the product necessarily involved the expenditure of a large outlay of money, and
after a market was established the pioneer work done by the American Briquet
Co. was taken advantage of, to its detriment, by foreign manufacturers and
foreign fuels manufactured from anthracite, bituminous, and lignite coals are
being imported at various seaports in New England, including Portland, Me.,
Boston, Mass., seaports in Rhode Island and further south. in Boston alone,
from December, 1930, to November, 1981, inclusive, $4,241 tons of German
Ovoids were imported. Unless checked, Importations will not only Increase
from German factories but be quickly followed by similar fuels manufactured
by other foreign countries.

In addition to the initial expense incurred by the American Briquet Co. to as-
tablih a market, it has recently been compelled to expend large additional
sums in its attempt to maintain its market, but, in view of the very low price
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at which for manufactured fuels above referred to, air offered, its t o
has material decress& Such forern fuels now being sOld from $8 to
per net ton below the prict o domestic manufetured fuels. Under existing
conditions, neither a profit on the moneys invested in the plants, which exeedb
$1,000000, can be anticipated nor their continued operation.

The rated tonnage capacity per annum of the American Briquet C0o's Lykens
plant Is 225,000 tons and the Charlestown plant 100,000 tons. In 1031 the
American Briquet Co. produced les than 80,000 tons at its Lykens plant and
loss than 80,000 tons at its Charlestown plant. This decrease In tonnage is
directly attributable to foreign manufactured fuels Imported Into this country-.
sold at a price which the American Briquet Co. can not possibly hope to meet
and maintain a wage scale which will insure for Its employees a living in
acordance with the American standard.

The total tonnage produced in 19A the fmt, full year the Chariest4wn plant
was in operation, amounted to 146,786 tons. In 1980 the total tonnage proCuod
amounted to 1MA tons and In 101, the total tonnage produced amouted 1o
0,965 tons. This low in tonnage can not properly be attributed to .d4vrewnd
business conditions inasmuch as out product is add at a price which rould
be particularly attractive during ,such a period,

The total manufacturing pay roll of the company, If operatiag to capacity,
would be about $11,000 per annum., Its manufacturing pay roll In 1M81 was

clear Indicate that the manufacturing activitlee of the
American Briquet Co. wil be d unless a tax of not le than 10 cats
per 100 pounds Is tmpoed on the imported tuels referred to herein.

Unless ts present situation is corrected at an eavly date by a tax, labor will
suffer severely, the capital Investqd will be jeopardimed, and not only will the
railroads be deprived of a substantial revenue but many other business actlvi
tie will suffer from whom the American Briquet Co. purchases materials, while,
on the other had, cheap foreign laboi' Is employed, foreign capital engs il,
low trans-Atlantic freight rates secured on Ovoids, etc., ship In foreign
vessels, and ,the materials used in their manufacture are purchased abroad.
. In eoneluson, attention Is called to the fact that the American Briquet Co.,
in its process, ociverts finally divided particles of coal, having merely a noea.
sial value, Into a highly satisfactory domestic fuel, thereby giving a substantial
value to a waste product. 'In this transformation not only i American Ma.
chlnery tms d but other American prtluete, together with the consequent employ-
imeat of labor.

The Industry, meeting this foreign competition, can not survive In tIsN
country unles it is protected against the underpaid, undertrained, and under.
fed labor of Europe. A protective tax tis the only reparation.



PROPOSED TAX ON LUMBER AND WOOD PULP

STATRINT O R. B. VAN DUlln, PORTLAND, 01G

Mr. VAxN Dun. Mr. Chairman and gentlemen, I am one of a
group of lumbermen who have come here from the Pacific Northwest.
What few general remarks I have to make I must apply, naturally,
to the Northweet country.

We are in a very distressed condition ' that country to-day.
Mills are idle and labor is unemployed. The condition is such that

nly. by viewing it personally can you properly apprciate it. We a e
coming here and asking tat we be included -i this revenue bill.
We appreciate that what we are asking might be properly termed a
tariff impost. But we further think, gentlemen, that the situation
is so acute that when you have an unprecedented time you have to
meet it with an unprecedented remedy.

We have found, especially from the British preferential tariffs,
rnning as high as 30 per cent in favor of the United Kingdom as
anst America down to 3 per cent plus differential due to the

dpreciation in die currency in South Africa, that we have something
that we simply can not live under' that we can not employ our meu.
Our cities, our counties, and our states have gone practically to the
limit in attempting to take care of the idle men and to aid the
families.

We have come here asking you for help. The industry for the last
few years had been losing money-using lots of money; so much
money, gentlemen, that how long there can be any employment in
the lumber business in the Northwest is truly a problem.

We are not asking you gentlemen to put lumber or other forest
products in this bill to make money for the lumbermen. We are
asing it to prevent their losses being so great-because there will
still be losses-that they can not continue to furnish employment to
idle labor.

When you take the territory from northern California up through
and icludig the States of Oregon and Washington, and you realize
that something like 100,000 men of 140,000 are now out of employ-
ment, you can see wh&At it means to our country.

The CHAIRMAN. Is that on account of importations?
Mr. VAN Duzi. On account of the situation that arises, Senator,

on account of the fact that Canada has this preference, and is now
producing this lumber which. they can sell here, in these forei0
countries--and they are foreign country although a part of the
British Dominions, and they produce a certain amount of lumber
and sell it at prices that we can not meet in competition.

The CHAIRMAN. That is on account of importation, then?
Mr. VA Duns. Yes, sir.

.081
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Senator WALSH of Massachusetts. Mr. Chairman, have these pet.
tioners sugg eted an amendment? I would like to see it and know
how broad is.

The CHAIRMAN. I suppose they will present it in their testimony.
Senator WALSH. You will do that?
Mr. VAN Danz. Yes, Mir.
Senator WALSH of Massachusetts. I think it would be well to do it

in the beginning, so that we may follow it.
Mr. VAN Dusn. Colonel Greeley will follow me and will make

that statement and give the details.
Just one more statement, Senator Smoot, if I may make it.
When we have had hearings in the past affecting lumber, and so

forth, we have had, apparently a division in the rans of the lumber.
men and, as you stated, somebody else will be here to-day I want
to call your attention to the fact, on behalf of our delegation from
the Northwest country, that there are along on this side of the line
all the way across, those who own and operate timber holdings in
British Columbia. In other words, that is American money in &
or.eig land. If we were here discussing a purely tariff proposition
s to whether other costs and our costa were thus and so, then we
might be prepared to argue it., But when we are here to-day dis.
cussing the distress of an American industry employing American
lab6r, trying our best to prevent what we fear maey happen before
fall and winter set in, we maintain, in all sincerity that American
dollars in foreign lands, or lands just over the border should not bi
concerdin a which h is of a temporary character, or a bill which
only furnishes a measure of relief for two years, and which can not he
directly construed as a tariff measure.

That is all. I
The CHAIRMAN. Who is next, Mr. Van Duzer?
Mr. VAN Duzt. Colonel Greeley will proceed next.
Senator Gont. I want to ask him a question. I got in a little late.

Are you asking for certain duties, or certain articles to be transferred,
to the free list

Mr. VAN DuzE. We are asking for protection on certain articles,
and certain articles to be taken from the free list.

senator Gout. Have you made an application to the Tariff Board?
Mr. VAN Duzn. Yes, sir.
Senator GOuE. What was their ruling on it?
Mr. VAN Due. I do not know. Can you answer that question?
Mr. Gumaz ., Yes, sir.
Senator Gon. You have relief from the Tariff Board?
The CHAIRMAN. Senator Gore, the next witness will answer all

questions oh the subject.
Senator WALSH of Massachusetts. He said the details would be

given by the next witness.
Senator GouE. Very well.

STATEMENT OFW. B,. GUIL,, SEATTLE, WASH., RAPE SENTING
WEST COAST tUMBEMEN'S ASSOCIATION;

The CHAIRMAN. Just give your name and address tothe reporter.
Mr.'GunLZY. My name is W. B. Greeley, Seattle, Wash., repre-

senting the West Coast Lumbermen's Association.
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Mr. Chairman all of the forest industries of the Pacific Northwest

are represented here to-day as a unit asking that the principle of
reasonable protection for natural resources, which has already been
written into this bill in the case of oil and coal, be extended to the
forest resources and forest labor.

We make that request because we believe that there is no natural
resource industry where reasonable protection is so needed to-day
in this country as in the case of the forest industries, or where such
protection would be of so much immediate benefit in the relief of
unemployment.

The CHAIRMAN. I suppose you will give the rates you ask for.
Mr. GRiLLEY. Yes, ir.,
The CHAIRMANB. Do you want to put that in now?
Mr. GREELEY. The rates are--
The CHAIRMAN. No; go right on with your statement.
Senator WALSH of Massachusetts. We would like the form of his

amendment. When they come here particularly asking an amend-
ment, we would like to know, and ought to know, the amendment.
Let us have the form of the amendment.

Mr. GREELEY. The rates that we request are $3 per thousand feet
board measure on rough lumber of all species.

Senator Gon. What is it now?
Mr. GREEiLEY. Now it is on the free list.
We ask for $5 per thousand feet board measure on dressed lumber,

which is now dutiable at $1 per thousand feet.
Senator GoRE. You just want to raise it to $5?
Mr. GRIELEY. Yes sir.
Senator HULl. And very limited M its being dressed, too.
Mr. GRELEY. On logs, poles, and piling of all s ecies, now ad-

mitted free of dut , we request $1.50 per thousand Feet log scale.
On pulpwood oFall species, now admitted free, we request $1 per

standard cord of 128 cubic feet.,
On woodpulp, now admitted free of duty, we ask one-sixth of 1

cent per pound, dry weight on mechanically ground wood pulp; one-
third of 1 cent per pouvd, dry weight, on chemical wood pulp, un-
bleached; one-half of 1 cent per pound, dry weight, on chemical wood
pulp, bleached. These are ill articles that are now on the free list.

We also ask that a duty of 25 per cent ad valorem be imposed on
several other forest products, specifically lath, shingles, fence posts,
and crossarms.

Senator Got. And they are on the free list?
Mr. GREELEY. They are now on the free list.
Senator Got. Yea.
Mr. GREELEY. Each one of these forest products, from our country.

come out of the same woods, from the same trees, or the same variety
of trees that grow together. They must all be logged by the same
losing operaion. And to utilize our timber efficiently and to main-
tam a stable growth for the future of the forest industry, they should
all be treated a uit.

Now I will not take your time to enumerate the imports of forest
products into this country.

The CammMA. You may put them in the record.
Mr. GREELEY. I will put them in with this general brief.
The CHAIRMAN. Very well.

N,. ,
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Senator Goat. Are they considerable, s compared with the man
of production her? , I

Mr. GnLnY. Yes; they asre substantial, in a numbed them.
For instnoe, wood pulp amounts to 1,800,000 tons, roughly, a

year, and so on.
8enator Goat. And what is the domestic production?
Mr. C*RZLxr. The domestic rod auction is about double t6$

amount. I will be corrected if this fu is inaccurate but about
one-third is imported.

A rough calcilation based upon the present imports, indicate that
if the present volume of these various forest products were continued,
the duties collected would yield the Government a revenue in as
of $17,000,000 a year. This Is auIi that the volume of imports in1981 should be continued undiminished.

Senator Conuxs. If that assumption were carried out, that would
not help the labor in your district, of course, would it?

Mr. GazzinY. Correct. Of course, we realize there is som
diminution in those imports.

The CHAIRMAN. If there is not, it would not help you at all?
Mr. Gnmy. From the revenue standpoint the results will be

substastial.
Now, the other benefits that we anticipate from these duties will'

be: First, an equalization of competitive conditions for America
forest industries m this country.

Secondly, and particularly,%icreased employment for our idle men.
Now, I want to tell you gentlemen that the lumber industry and

its allied forest industries in the Pacific Northwest is in an extremely
critical condition; so ciitical that it is not overstating the case to
say that we are on the verge of complete financial collapse. The
main reason for that situation is the terrific shrinkage that has taken
place in the domridc consumption of our lumber, .long with other
varieties of lumbex, during the period of the depression.

I just want to point out that since 1929 the lumber consumption
in this country shrank 25 per cent in 1930; 49 per cent in 1031; and
at the rate at which it is being used to-day we will encounter a shrink.
age this year of 60 per cent below the volume consumed in 1929.
In other words we are back to the same level of lumber consumed
as we were in the Tear 1869.

Senator Goat. here has been that much shrinkage in consump-
tion, notwithstanding the reduction in price? There has been a
reduction in price?

Mr. GniELEY. There has been a terrific reduction in price, yes,
Senator, in addition to the shrinkage in consumption.

Senator Gon . Now you think if we put on a tariff that it would
increase the amount of lumber used?

Mr. GEELZY. It would divert and cut off a certain amount of
foreign lumber. It would give us an opportunity to supply domestic
lumb r and to employ our labor.

Senator Gous. Now, what do you think; that it would raise the
pnce, or increase the amount of lumber?

Mr. GtmsLy. In my judgment, it would raise the price not in one
particular, because of the stocks of lumber on hand now. But it
would enable us to manufacture some mopn lumber that is manu-
factured at home, in lieu of lumber coming in from other countries,
in addition to employing our labor.



n"NUz ACT O, 198

Senator Cousncs. Did y mae as applcation in 1981 for a tariff
on pulpwood? - 1 1 , I -

Mr. GamLnv. No, sir; we were not in ay, suoh applicatlen.
Senator WAST of V4sschuett 1st mea Nyou a questl6.', D6

you exclude northern white pine?
Mr. GUnULSY. No sir; we cover all woods.
Senator WALBE of V'4assahuset,. Is it not a feat that northern

whit. p- is not a product on which yn employ labor in the North.
west?

Mr. Gaunv. Not that species; no, sir. But we produce a certain
speies of lumber that is in competition with the white pine.

Senator WAmn of Mmachusett. The ony place where that is pro-
duced is the Northern States?

Mr. OanLny. Yes; in Minnesota, and some of the other Northern
States.

Senator WAiH of Massachusetts. There is not enough produced,
and it is imported from Canada?

Mr. GaRmy. Yes; they import it.
Senator Gon. Have you made an application to the tariff board

for a tariff on this lumber?
Mr. Gimntiy. An application was made last summer, Senator, and

the tariff board did not grant the increase. I want to point out,
snce that question has been raised, that the reason we are coming
to the Congress now instead of to the taiff board is that the present
importation keeps 45 per cent of the lumber on the free list. On
paper there h reciprocity, because Canada has the same free list on
lumber. In fact, there is no reciprocity., for the movement is all one
way, and when 45 per cent of lumber is on the free list, the Tariff
Commission has no jurisdiction to deal with the situation.

Senator GonE. Not with the free list part of it?
Mr. GuEELEY. No, sir; not with the free list part of it.
Senator Goat. What is the price of stumpage across the Canadian

line, across in the British Columbia line, as compared with American
stumpage?

Mr. GREELEY. That has been covered by the investigation by the
Tariff Commission. I would say that the thing that we are concerned
with regarding the stumpage cost, with all the elements, was gone
into, and it was from $1 to $1.50 less in the British Columbia price.

Senator Goat. Has the Tariff Commission covered that?
Mr. GEnELEY. The Tariff Commission has covered that, and their

conclusions would substantiate that full difference, or very close to it.
Senator Goam. What is the prevailing rate of wages across on the

American line, as compared to the wages in Canada?
Mr. GREELEY. Well, there has been a lot of testimony submitted to

the commission on that subject, and there are different viewpoints. I
would prefer to refer you specifically to the report of the commission
than to attempt to quote it offhand. But there has been a sub-
stantial difference, amounting to 20 or 25 per cent in the prevailing
base wages paid on the Pacific coast district, less in British Columbia,
as compared with the United States.Senator CouaNS. Could you tell us just what has happened since
we took up the tariff bill, to make theqe high markets? That was
in 1930 we went though this, and what happened to make thee
enormous increased markets?

I an



Mr. Gaum Y. Wb tM halappeced, Senator Cotns is that with
the tariff and shrinkage in our home consumption, as mentioned
with a corsponding n e in ,our, export, business because of
depreciated currency diffleultes, snd the referential tariffs that have
today practically shut us out of the British Empi and a
Doshu and because of the foreign regulations ad quotas that
have shut us completely out of France, our indust7 is prostrated.

Senator CouzaN. So those are the real reasons that you are askin
this to-day?

Mr. GazzoLy. Those are reasons, Senator, and the real primary
reason is that 76 per cent of our men are unemploed. Now when
yu consider the om ume which these men lied, it is a very
critical situation.

Senator Gou. You have no way of telling why these preferential
rates were granted and the quotas cut to keep out our stuff?.

Mr. GOazzLny. Oh, I know the common reason that is given! or
the reason that is commonly cited is that it was In retaliation agamt

s in ti. I am no exprt on those subjects, but I do now,us in this country *xe = W-.. ..

so far as our tariff is concerned, there are no tariffs that keep a single
pound of foreign wood-pulp production out of the United States.

On the other hand, we are in a position where their preferential
tariffs benefit them and they shut us out. And while our friends in
British Columbia are steadily increasing their importing business, and
are running their mills at cApacitY, we are shut off from the export
business and have a shrinkage i our home market which has just
reached a point where the industry is going to pieces.

Senator THOMAS of Idaho. Mr. Greeley, Is Russia a competitor
here.

Mr. GREELEY. In a mild way, Senator. They range from a inud.
mum of 70,000,000 feet to about 14,000,000 feet in 1931, which is
not, of course, an important quantity. The Russian imports of
pulpwood, however, have been a very substantial factor at one time
or another, and a very serious threat to our pulpwood industry.

Senator GoimE. Does Canada get preferential rates in England under
this new tariff?

Mr. GUEELJEv. Yes; 10 per cent.
*Senator GoRE. When did that go into effect?
Mr. GrlEL:Y. It went into effect on the lot of March. 'The trade

agreement between Canada and Australia levied a preferential tariff
against America of 20 shillings per thousand foot. That is on rough
lumber. That has been operating almost a year, and has kept the
American lumber out of the Australian market. And the same thing
is happening in Great Britain, and in Africa. In other words, we
have ad this double burden: This shrinkage in our home market, and
this competition in our home market from British Columbia. We have
had a very rapid loss in our domestic market.

-Now, gentlemen, there is just one other statement I wish to make,
which is to picture to you as graphically as possible these conditions
to which I refer on the West Coast. We have m Westen Ore on
and Washington, or had, on December 31, 1931, 722 living sawels,
of which number 402 did not operate at all during 1931. The re-

we olg mlls operated as they could, two dys a wek thre day
week, or a week now and tben, followed by, a we*sk of complet, shut*
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down. We are running to-day at 22 per cent of our actual productivecapacity.senator WALS1L of Massachusets. And 40 per cent of the actual

productive capacity in 1929; is that correct?
Mr. GazzLEy. In 1929 we operated about 45 per cent; this year

at 22 per cent of the same rated capacity.
Our association maintains a current record for cost accounting

purposes, and has for many years, of the cost items of a large number
of representative mills, and without going into detail with regard to
that record, I want to tell you that based upon authoritative reports
from a large number of sawmills, dle average mill that is attempting
to operate to-day can not recover the cost of its raw material, and
can not recover the cost of operation. The industry is living simply
on its resources and capital assets.

Now, just a word on the unemployment situation. In the Pacific ,

Northwest the only large basis of employment is lumber and other
forest industries. In normal years we sehid out pay rolls of $100,000 -
000 a year,.and we supply over 60 per cent of the industrial pay rolfs
of that region. So you can appreciate the regional effect when this
major industry is prostrated, as it is to-day. And our actual employ-
ment, in the first quarter of 1932, in hours per month, was but 20
per cent of the hours of e employment in 1929. Seventy-five per cent
of our labor is completely without a tob, and the reminder are
working on short hours aid on short shifts, and at wages averaging
40per cent below those of 1929.

Now, that is the situation, gentlemen, and that is the primary
reason why we are here asking for such relief as you can give us
through duties.

The CHAIRMAN. Mr. Van Duzer, who is the next witness?
Senator THOMAS of Idaho. Just a minute, Mr. Chairman.
Senator COUZENS. I want to ask him a question, too.
Senator THOMAS of Idaho. Do you feel that these rates would give

you the domestic market and help the employment situation?
Mr. GRitioLtiY. The rates would give us the greater part of the

domestic market, and would considerably help the employment
situation. The rates would shut out a great deal of foreign forest
products, and distinctly help the situation.

Senator CouzENs. What rule did you use to arrive at these rates
which you ask for?

Mr. GREELEY. The difference in the cost of production and the
difference in exchange, plus the little extra benefit that we felt was
due as an emergency measure on account of the unemployment.

Senator COUZENS. What figure did you use in arriving at the
depreciated currency item?

Mr. GREELEY. The way it actually works out, Senator, at the
present time the competitive advantage of Canadian lumber is very
close to 10 per cent, or 9 per cent, over the cost on the American
market, because it includes a substantial part of the transportation.
'Not all of it, but part of it.
.Senator CONNALLY. Have you a copy of the report of the Tariff
Commission on lumber?

Mr. GREELEY. Yes, sir.
Senator CONNALLY. What did they do?
Mr. GnEELEY. They left it unchanged.

115102-82----41
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Senator CONNALLY. Did they find that it did not need any more
tariff?

Mr. GRELEY. Their report, which was lengthy, was bued on their
study of it.

Senator CONNALLY. I want to get a copy of that report.
Mr. GREELEY. It brought out that 45 per cent is on the free list,

and they had no power to deal with it.
Senator HULL. What is the date of that?
Mr. GazaLun. November, 1931.
Senator GoR. Do you think 25 per cent would be sufficient?
Mr. GRELEY. In---
Senator Goan (in sing). What i. the mill price?
Mr. GaLaivY. In Wungton the price on dressed stock would be

about $14 per thousand.
Senator Gons. About 40 per cent?
Mr. GRlLEY. Yes.
The CHAIRMAN. Is that all?
Senator WArn of Massachusetts. What is the depreciation in the

building-material business throughout the country?
Mr. OnWELEY. You mean the shrinkage in building?
Senator WALn of Massachusetts. Yes.
Mr. GRfLEY. I think this year, to take this year alone, 50 per

cent in value in all clmes of building.
Senator GonE. Is the breakdown in the Northwest in regard to

lumber worse than it is with the wheat producers or the wool pro.
ducers?

Mr. GRELEY. I am not prepared to say, Senator, except in this
way, that it is more serious i its community effects, because this
strictly concerns the communities-

Senator Go:.. The employment situation?
Mr. GRLY. The employment situation, and these men lived in

communities, and many of those towns do not really exist more than
ghost towns. That is all there is to It. They are just ghost towns.

Senator Go.. Now you spoke about lumber as a natural resource
and referred to it in the same category with coal and oil. You
realize, of course, that while it is a natural resource, that it is re-
producible.

Mr. GaLlY. Yes, I admit, Senator, that lumber is reproducible,
but I group it as a natural resource and entitled to consideration
because, after all, these resources are basic Wealth. And in the case
of our lumber industry, that natural resource has been entrusted to
private ownership as custodians for the country. We have to carry
it; we have to pay taxes on it; and protect it from fire. And we are
carn out there forty years of a maximum supply of lumber. I
think from that standpoint of a natural resource it would stand in a
natural relation to the economic welfare.

Senator GORE. Could you give the prevailing price for stumpage
out there?

Mr. GREELEY. The stumpage now being manufactured, as re-
ported by operating mills will average from $2.85 to $3.50 per thou-
sand boad feet.

Senator Gonas. And the rough lumber is averaging what price?
Mr. GEELEY. The rough lumber?
Senator GORE. Yes.
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Mr. GRVELE Y. Nine to ten dollars per thousand.
Senator Goni. And the dresed lumber $14?
Mr. GREELEY. Approximately.
Senator STtwrS. The chairman has permitted me to ask a ques.

tion. I want to inquire about the carriage rates from the west to
the east coast. At the time the Tariff Commission made this report,
was there a conference agreement?

Mr. GnEzLEY. Not in effect. It was broken.
Senator STEIWER. Is there a conference agreement now?
Mr. GRELEY. Yes- there is a conference agreement now.
Senator STmIwun. Mhat effect has that had on the carriage rates

from your place to the Atlantic Coast?
Mr. GREELEY. The new agreement has raised the intercoastal rate

to $10 per thousand feet board measure, where formerly it had been
around $8 or $9. Other than that stable rate, as long as the American
shipper can employ only American tonnage, we are immediately put
up against a new form of competition-not new, but a different form
of competition, in the fact that the British Columbia shipper is
enabled to employ any foreign-flag tonnage that he can find in any
part of the world, and does employ it freely, at a rate of $9 per thous.
and feet. In fact, when the new rate went into effect, we have hadear o&--,

Senator GORE (interposing). What is this conference agreement?
Mr. GRELEY. It is an agreement between carriers to stabilize

rates and forms of service, and so on.
Senator GoRE. And that has been increased during this depression?
Mr. GnwEL, Y. Yes; it went into effect the first of March. And

it may be that their rate was a reasonable rate, but it immediately
lifted our rate above what it had been, and made it impossible for
us to successfully compete with such a competitor.

Senator HULL. You believe that your situation is as bad as the
situation that has been represented with reference to oil and coal?

Mr. GnELEY. To my knowledge, sir, I would say that ours is
more serious than any of them.

Senator HULL. Who is going to pay this tariff and subsidy to these
big industries when others are all broken down too?

Mr. GREELEY. In our judgment, these duties would not increase
the price of foreign products at all, because of tremendous quftatities
available seeking a market in this country. We have to-day in stock
of softwood lumber a quantity nearly equal to 50 per cent of the
previous year's consumption. Under those conditions it would not
be possible to increase prices to the consumer,

Senator HULL. Do you think that this country should carry out
the policy, which has been advocated by some, to the effect that the
manufacturers should cut down their domestic consumption and
have no export trade, except such exchanges as coffee for cotton,
that leave the country to deal speculatively with another?

Mr. GREELEY. Oh, I would favor keeping up all the export trade
that we can secure. We are a large exportin g industry. We do not
want to see the export trade drop out of the picture. But we do feel
that under these conditions we are dealing with a critical emergency.

Senator HULL. I am not speaking of your industry more than the
others, but you know that every time we run up the tariff rates-
we are told they did it in the case of wheat, and tobacco, and rye,
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and a number of other thinp--every time we run those rates up,
they run the rate utp, the other coun tries do, on our products, such
as automobiles, and cotton, and so on, and our trade is less than
one-thl.d of what it was.

The CHAIRMAN. Yes, and it would be still less without a tar;ff.
Mr. GRELEY. I can assure you that no act of oun is going to

keep a foot of lumber out.
Senator CONNALLY, May I ask just this general question?
The CHAIRMAN. Certainly.
Senator CONNALLY. Have you seen any change since this $1 tariff

went on a year ago?
Mr. GinF.FLEy. It has had no effect.
Senator CONNALLY. No effect at all?
Mr. GIREELEY. The lumber came in just the same.
Senator CONNALLY 1)id it keep out any imports?
Mr. GREELEY. It did not affect it at all. It gave the Government

a little revenue.
Senator CONNALLY. Not at all?
Mr. GREELEY. No.
Senator JoNEs. Just a moment, Mr. Chairman. I have not been

able to be here very, much. But Colonel Greeley has been answer.
ing questions practically all the time he has been on his feet. He
has not been making his speech at all. is his time taken out of that
time used by the committee?

The CHAIRMAN. That has been the practice. I try to keep track
of the interruptions. Out of the 20 minutes he has been on the
floor, 10 minutes have been taken out by questions.

Senator GoRE. I want to ask one more question, and then I will
bo good. This conference agreement that resulted in the increases in
the marine trade rates, that was on account of the coastwise traffic?

Mr. GREELEY. Intercoastal carriers.
Senator Goaz. enrolled as American shipping?
Mr. GRELEY. Yes, sir.
Senator GonE. Coast to coast?
Mr. Ghtzy. Yes; under the general regulation.
Senator (onE. Did ?ny governmental agency sanction that

increase in ratesI
Mr. GREELEY. Well, the whole thing is done under the general

regulations of the Shipping Board. I do not know that the Shipping
Board sanctioned the rates. It has power to deal with those ques-
tions.

Senator (;o E. Do they have the power to go in there and tuake
agrements without the sanction of the Shipping Board?

Mr. GREELEY. There have been some agreements.
Senator Gotr. That is all I wanted to get at.
The CHAiMAN. Do you have a brief you wish to present?
Mr. (HELEY. Yes, sir.
The CHAIRtAN. It may be made a part of the record at this point.
(The brief presented by Mr. Greeley is here printed in the record in

full, as follows:)
Baiir Pon IMPoRT TAX ON FoasT PtoDuc'rs

1. The forest Jnduistries of the lacifo Northwest, acting as a unit, respectfully
rquest the Congress of the United Statos to extend the principle of protecting the
natural resources of this country and the labor engaged i their conversion, already
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Incorporated in the pending revenue bill in respect to oil and coal, to the forest
risourees, industrial, and labor of the Unidl States, The torost industries and
their labor, now suffering from an aute financial cerls mid widespreaduinemploy-
mett, are entitled to such protection as may be afforded by reasonable im port
tixes to at least anl equal dogOe with any other natural resource industry AInd,
furthermore, the Imports of forst products into the Utited tttes oiler a41 ippro-
pria, nioait m . Otai1ingafldditional Federal revenue,

2. ieC import taxes wi l we propose giro:
(1) Onl rough lumber of all softwood species, $3 per thousand feet board

Moasilre.

(2) On dresed lumber (planed on ole side or more) of all softwood species, $5
per tliiiouisad feet hoard measure.

(3) on logs, poles and piling of all speiles, $1.50 per thousand feet log cae.
(4) (i pulp wood of all spe6ces, $1 per stalidard cord of 128 cubic feet.
(5) On nechanically ground wood pulp, one-sixth of 1 cent per pound, Iry

weight; chieical wood pulp, unbleached, one-third of I cent per pound, tdry weight;
chemical wood-pulp, liiowhed, one-half of I cent per pound, dry weight,

(0) On cross-arms, shingle., lath, handles, turnery, said fence, poete, 26 per cent
ad valorem.

3, Present import. of forest products affected, The princilpal imports of forest
products to which the proposed import taxes would apply are as follows for the

t throe years: (1) Softwood lumber

Tots)lM "zr:~n Ir' r Fronti |BUs
Year Total hit *"t at sift Mab a b ond lot O boa d tt

le..................................1, 418.419 1, 82,807 06.1 37.980
................... . ... 4 .......... 1,140,10 1,080,95 92.8 Maljai.................. a........ .W........... .......... 0* O?),5S1D6 90.2 1

Of the above softwood lumber imported from Canada 53.8 per cent pays a
duty of $1 per thousand board feet under the tariff at of 1030. The remainder
is cedar lumber, or lumber of other softwood species not planed or dressed imore
than one side, which enter the United States free of duty, The import. of cedar
lumber were 40,584 M board feet in 1029, 37,239 At boara feet in 1930, atnd 23,221
M board feet in 1931.
(2) $hingles (imported from Canada):

1929 ..................... . .. 17 t ,00
1980 ................ .. . . .. .. 1,248,223, 00)
1981 ............................. . ........ 098, 473, 000

Shingles now enter the United States duty free,

(8) Lor (imported from Canada): Mint
191 ...................................................... 170,000
1980 ..............---.0.....------............ 18910ti
1931 ......................................................... 1560

Log Imports enter the United States, duty free almost wholly hii Puget t8ouud
where they compete i the log market directly with American iimber.

(4) Pulpwood (chiefly from Canada): Cards
1928 ..................................------------------ 1,409, 4I1
1929 ......................... W------------. 1,259,007
1980 .................................... --------------- 20
1931 .............................................- . ,01,667

From Russirt:
1929 ................... ... .... ..................... 00, 000
1 -.............. --...........-------.................... .38,437113 .. .. ...................... .................... 78, 000

(5) Woodpulp chieflyy from Cauada, Sweden, Finland, Norway, and
Germany): 'u

1928 .................................................... 1,702,325
1929 .........------------------------------------------- 1,887,604
1980 .............................................. .... 1,830,714
1981 ............................ ....................... I 1,050, 000

'Nl~islinsury eatla.)e.
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4. Prospective revenue from the import taxes proposed. If the Imports of the
various classes of forest products specified continue at the same volume as in
1929, the.Federal revenue obtained from the import taxes recommended would
be approximately $20 800,000 pzr year. On the same volume of such imports
as in 1981, the federal revenue wauld be somewhat in exes" of $17,00000a per
year. While some reductions in the volume of imported forest products would
follow the Imposition of the import taxes proposed, the revenue therefrom to the
Federal Government would constitute a substantlal item.

6. Other benefits from import taxes on forest products. Other benefits resulting
from the Import tWies proposed would be:

(1) An equalization of competitive conditions for American forest industrles,
(2) Increased employment for our Idle men, resulting from some Increase In

the volume of domestic forest products which would be absorbed by our home
markets.

These benefits will now be presented in regard to the lumber industry of the
Pacific Northest and its labor and dependent communities. The critical con.
edition of the lumber Industry and the very serious regional effects of idle mills
and unemployed labor necessitate any possible relief that way be obtained,

This is because, first, of the terrific shrinkage in the domestic consumption of
softwood lumber. In 1929, the United States consumed 28,8, 000 000 feet of
softwood lumber. In 1980, consumption dropped to 21,462 b0o00 feet a
shrinkage of 25 per cent. In 1931, consumption dropped to 14,978,000,00 4t,
a shrinkage of 49 per cent. The consumption for 1932, indiwcted by the lumber
sales to date will not exceed 12,000,000,000 feet, a shrinkage of U per cent below
the level of 1929. The use of lumber this year is back to approximately the basis
of 1869.

This sudden and rapid shrinkage In the consumption of lumber in the United
States has forced upon the domestic Industry a most drastic curtallmert In produce.
tion, closed down over half of its sawmills, and thrown over 60 per cent of its labor
out of employment.

Notwithstanding this distress and sacrifice from the curtailment of production,
the survey of theUnited States Timber Conservation Board, on Deember 81,
1981, showed nearly 8,000,000,000 feet of softwood lumber in stock at American
mills, or over half the preceding year's consumption. The Timber Conservation
Board found these stocks to be 2,600,000,000 foet in excess of sound and reason.
able inventories, and recommended a reduction of that amount as rapidly as
practicable.

Under such conditions, every foot of imported lumber simply adds to the dis.
tress and unemployment in the American industry, while brnging no benefit
whatsoever to lumber consumers. The lumber Imports of the last three yea
more than equal the present excess of softwood stocks, as determined by the
Timber Conservation Board which are breaking the back of the domestic industry

The critical condition of the American industry Is due, in the second place,%.
an almost proportionate low of foreign markets for its products, In 1929 our
softwood expos were 2,009,000,000 feit. In 1980, they dropped to 1,856,000,000
feet, a shrinkage of 28 per cent. In 1981, there was a fu her drop to 1,825,.
000 000 feet, a shrinkage of 49 per eent' below the level of 1929.

The reasons for this drastic loss of foreign markets go far beyond the shrinkae
in their consumption. They include:

(1) Depreciated currencies and rates of exchange, which are diverting export
lumber trade from the United States to Canada. Since Canadian exclante
dropped below par, Canadian exporters hive had an advantage of from 10 to 20
per cent over American exporters in the delivered price f soft-wood lumber,
transportation,,ncluded, at most of the common, competitive foreign markets.
American shippers even suffer discrimination from American subsidized steam.
ship companies in the Pacific, who accept freight payments from British Columbia
shippers in Canadian funds, but require payment from American shippers in
American funds.

(2) The preferential tariffs within the British Empire, which are rapidly closing
many important former markets to American lumber. The trade agreement
between Australia and Canada made effective nearly a year ago, gives the
Canadian lumber exPorter a preference of 20 shilling per thousand board feet on
the usual Douglas fir items, and has largely shut out American lumber from this
market. South Africa gives Canadian lumber a preferential tariff of 3 per cent,
Great Britain a preferential tariff of 10 per cent, with every indication that It
will be materially increased in pursuance of the British Empire trade policy.
American lumber exports to Great Britain have already shrunk materially" snd
that market will hereafter be practically closed to our sawmills. a
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(3) Many special tariffs, quotas, and embargoes, adopted In recent months by
forol n ountrius, have ma trially diminish d-in some Instances completely
ooe-fonnor export markets of the American lumber industry, For example,
application of the French embargo system has, at least for the time being, corn.
pletel, closed that market to American lumber.

In tho case of the lumber industry on the Pacific Coast, the operation of them
factors has to a large degree diverted export business from the United States to

anada, Between 1029 and 1981, American sawmills on the west coast lost 48
r cent of their export business. (1929-1,613,000,000 feet; 1981-917,000,000

eet.) In the same period, British Columbia lumber export* dropped but 10 per
cent, (1929-49000000 feet; 1931-358,000,000 feet.)

West coast lumber exports in January and February of 1932 were at the lowest
ebb for 20 years (01,000,000 feet), shrinking 40 per cent below 1981 and 66 per
cent below 1929. In the same two months, however, tie water-borne lumber
movement from British Columbia increased 22 per cent over the correspnding
months of 1931 (1931-90,000,000 feet; 1932-111000,000 feet). In th same
period, British Columbia lumber exports to Great Britain Increased 58 per cent
over the corresponding months of the previous year; and British Columbia lumber
exports to China and Japan Increased 78 per cent. A consular report In March
states that the British Columbia sawmills operated In February at 44.5 per cent of
their capacit,-  During the same month American milk on the west coast oper-
ated at 22 per cent of capacity.

6. The American lumber Indust 7 Is in the thick of a trade war, at home and
abroad. The lumber Industry of Csnada frankly declares that the entire British
empire is Its domestic market. American lumber will be excluded therefrom byhigh preferential tariffs.

Deprecated exchange i Canda's powerful weapon for wresting other export
markets from American lumber products. To the extent the American producer
sells In such market, It can only be at the ruinous prices established by Canada's
lower cost of production and transportation.

At the same time Canada retains an American market for 80 to 386 per cent of
her lumber produotibn, by virtue of:

(1) A normal lower production cost, with no offsetting duty on 46.5 per cent
of her softwood lumber exports to the United States; no duty on shingles; and
no duty on lop. There Is no trade reciprocity In fact, under the no-duty
provision of the tariff act of 1980 on lumber rougA or dressd one side because
the movement Is practically all one way -from Canada into the United States.

(2) An average lower intercoastal transportation cost-than that available to
American mills on the West Coast-to American markets on the Atlantic sea-
board. This affects from 15 to 20 per cent of the Canadian lumber imports.
British Columbia shippers may employ any foreign-flag tonnage In moving their
lumber to American ports, an opportunity denied the American shipper under
our marine laws. Experience is demonstrated that whenever the Americm
intercoastal lumber rates exceeds $9 per thousand board feet, foreign-flag tonnage
Is freely employed by British Columbia shippers at less than the American rate.
For example, within a few weeks after the Ainerican intercoastal rate of $10 per
thousand board feet had been announced for the month of March, 1932 five
cargoes were chartered by British Columbia shippers at rates reported o be
$9 per thousand board feet.

(8) The depreciation in exchange, which applies not only to costs of production
but in part to osta of transportation both by rail and water. The portion of the
pst of rail haul from Canadian mills to American markets which is over Canadian
railways Is paid in Canadian funds. Foreign-flag charters for water trans-
pottlon from Canadian mills to American markets are commonly report*d as
pad in Canadian funds. To a considerable extent, therefore the gain from
depreciated Canadian exchange applies to the deliveid price of the product at
American selling points,

On account of these competitive advantages, American lumber is to-day
commonly undersold In Its own domestic marks% by Canadian lumber. Tis
applies particularly on the Atlantic seaboard and the "back haul" territory
available to it and In the large competitive markets in the regions of the Great
Lakes and prairie States. American saw mili have been constantly forced to
meet lower prices until they were compelled to shut down.

7. These adverse factors have brought on a crisis in the lumber Industry of
the Pacific Northwest with widespread unemployment. Western Oregon and
Washington contained on December 81, 1981, 722 "living" sawmills, of which
320 operated to some extent during 1931 and 402 were down completely.



REVENUE ACT O? 1938

Of the productive sawmill capacity of the region, 73 per cent was utilhed in
1929' 84 per cent in 1980; 88 per cent in 1981; and 22 per cent In the first
quarter of 1982. Mills representing 40 per cent of the region's capacity were
shut down completely during much of 1981 and are "down indefinitely" at the
present time. Most of the mills attempting to operate are running from 24 to

hours por week,
The lumberproduced in 1931 represented a shrinkage of 4$ per cent from the

production in 19200; snd the lumber produced In the first quarter of 1932 showed
a shrinkage of 66 pr censt below the same period In 1929. (1929 10,377,000,000
feet 1981, 6,368,0,000 feet; 1932 8, 8W000 000 feet idieated.) ',

The volume of lumber sales in 19h shrank '4a.3 per cent below 1029, and the
volume of sales to date in 1932 has shrink 88.4 per cent below the corresponding
period of 1929.

The average price received by West Coast mills for the lumber sold i n Februkry,
1982, showed a shrinkage of 48.6 per cent below the average price received In the
spring of 1929.

(Average sales price of 162 key items reA fed b Davis Statistical Bureau of
Portland, Oreg.: May, 1929--$20.18 per fteet; Felruary, 1982-$10.88. Loss,
$9.82 per M feet.)

In seven out of the last eight years tho average west coast sawmill ha not,
recovered its cost of production on lumber sales, with no interest included. This
Is based upon complete operating costs and sales returns at a considerable number
of representative mills reporting to the West Coast Lumbermen's Association.
Jo 1980 the average operating loss, without Interest, was $2.10 per M board feet-
in 1981, $2.16 per M board feet. These losses represented about 75 per cent oI
the average cost of the standing timber manufactured. The mills attempting
to operate in 1932 on the average, recover neither interest nor cost of standing
timberand largely Waled to recoverdepreciation. In many cases only actual labor
and supply costs ar recovered without tax or insurance charges. The West
coast lumber industry Is subsisting at all only by heavy drains upon its capital
assets and credit resource. The Industry is on the verge of almost complete
financial collapse.

These conditions have resulted In a terrific shrinkage in the value of the
timber lands which constitute theprinclpal basic resource of the region and its
larget' source of tax revenue to states and counties. Tax delinquent timber
lands are rapidly increasing and already seriously threaten the income of local
government and communities.

There is a like shrinkage and threat of complete collapse In the value of the
Federal-owned timber lands in national forests, Indian reservations, and revested
grants, which contain 88 per cent of all the timber in the region.

The most serious effect of all these distressing conditions on the West Coast
Is the appalling shrinkage In employment. The primary logging and sawmill
Industries of western Oregon and Wahington employed 94,000 men in 1929.
The additional employment In the pulp and or industry, sash and door
plants, and other woodworking factors broughtthe aggregate up to approxi.
mtely 125,000 employees. The forest Industries are the a t basis sources of
labor employment in the region, supplying over 60 per ent of its total indus-
trial pay rolls. The logging and lumber industries alone, in 1929, disbursed
$1200,000,000 In pay rolls.

Employment was steadily forced down during 1930 and 1931. In the first
quarter of I98, less than 85,00 men, or 37 per cent of the normal number of
workr, were obtain any employment in the sawmills and logging camp#.
At least twothirds of Jis number were working on short shifts of rom 24 to 36
hours per week?.or intermittently,-a few days or a week at a time. In hours per
month, present employment Is not over 20 per cent of that in 1929. And the
economic distress of the industry has forced an average shrinkage of probably
40 ver cent In the hourly wage as compared with 1929.

The Pacific Northwest is wholly without other Industries or resources capable
of providing for even a small fraction of the seventy or seventy-five thousand
men who have lost their normal employment in forest industries. Tremendous
efforts have been made to provide relief through both public and private agencies;
but these are approaching exhaustion. The effet of unemployment upon many
northwestern communities built In connection with and dependent upon forest
Industries is serious in the extreme. Many eases could be cited where, with 20
per cent or more of their people now on public charge, and with both public and
private financial resources and credit almost exhausted, such communities face
complete economic and social collapse.
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Every additional 1,000 feet of lumber ihat can be produced in the United
States by protctingour home market mean, two days labor for logging oamp and
sawmill workers, We respectfully submit that the National Government should
provide the only effective solution of this staggering probleut of unemployment
n the Pacific Northwest by permitting its major industries to sume some degree

of their normal activity.
s. All forest products should be dealt with as a whole. At loot In the Pacific

Northwest, a unified policy of import taxes dealing with all forest products Is
sential, for the following reasons:
(1) Only such a policy will effectively conserve the value and taxpaying

capacity of the basic natural reource, standing timber, and permit its economic
utilization with a minimum of waste.

(2) All of the various forest products come out of the same forest and the same
logging operations, where the different classes and species of timber occur together.
Economlcal logging requires varied markets for the different classes of material
produced-pulp plants for logs of certain species, cedar lumber and shingle plants
for cedar logs, and so forth.

(3) Further manufacture is closely integrated, as in the case of pulp mills
which afford a market for much of the waste material from sawmills, both as pulp
stock and fuel.

That is, efficient use of raw material and economical production require main
tenanice oi all the different forms of forest industies. Therefore, they should all
share in the protective benefits of a Government policy.

While dealing primarily with the lumber industry of the Pacific Northwest we
believe that the conditions set forth apply to all forest regions and industries oftthe
United States; and that the national emergency in these and other natural resource
industries demands relief through import taxes on their products.

Respectfully submitted. Was? COAsT LUusanwzrBN's AssIOCrarrIox

By W, B. GIWULzY, BPretarYW.MG,4ter.
Indorsed by:
Inman-Poulsen Lumber Co., Portland Creg H. B. Van Duser, vice president.
Eastern and Western Lumber Co. Portland, br Frank Ransom, president.
Coos Bay Lumber Co., Marshfleld, Oreg., H. N1 Bunker, president.
Silver Falls Timber Co., Silverton, Crg., M. C. Woodard, president.
Pacific National Lumber Co Tacoma Wash E. W. Demarest, president.
Shaffer Box Co Tacoma, Wash., Rafph 8haffer, president.
E. C. Miller Cedar Lumber Co., Aberdeen, Wash., R. J. Ingram, vice president.
Puget Sound Pulp & Timber Co., Everett, Wash., Ossan Andemon, president.

STATEMENT Of OSSIAN ANDERSON, EVERETT, WASH., REPRE-
BENTING WOOD PULP MANUFACTURERS

Mr. ANDERSON. Mr. Chairman and gentlemen, I. will just take a
few minutes to summarize the brief I have prepared here.

The import taxes proposed in the attached brief will produce a
dependable minimum revenue for our Government of $10,000,.000
to $12,000,000 annually.

That is a part of'the forest product industry that Colonel Greeley
has spoken of.

This will directly provide immediate full-time employment for at
least 10,000 American workmen now in distress and in need of some
immediate relief.

It will serve to encourage gradual expansion in this national resource
industry to the end that we will eventually supply our own require.
ment of pulp. On the basis of our present rate of imports of this com-
modity it will eventually give 47,000 American workimen all the year
round employment.

Such legislation will partially serve to help equalize costs between
American and foreign producers of this cor.,modity.

It will help to offset the trade advantage inow enjoyed by countries
who have wilfully or otherwise deserted the gold standard.
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It will prove a helpful means of proper utilization of our over.
abundant timber resources now a buren in carrying charges on dis.
tressed ta yers.

Our fore trade in this product has never exceeded 1 per cent
of our total production and is, therefore, Insignificant. It now has
been practically eliminated by import restriclions duties, and the
imposmible competition of debased currencies abroad.

Prevailing prices inclusive of the proposed taxes will still be lower
than the general price level experienced in the past 25 years; there.
fore, no injustice can be claimed by the users of these pu~lp products.
In fact, those factrs w help add some stability to the endless down.
ward fluctuations i prices of this seniraw material,

I have the whole brief here, which I will file.
Senator GORPD. I wan tt ask him one question. Colonel Greeley,

who preceded you, said that with the surplus lumber on hand it
would not increase prices at all. Now, I think you claim you can put
10 000 people to work to increase the product.

Mir. ANDERSON. I was speaking of wood pulp alone.
Senator HULL. Is your industry as badly broken down as coal and

oil, and other industries, whether they are plastered all over with
tariffs, or not?

Mr. ANDERSON. They would produce material. This is mills that
produce pulp and do not manufacture it into paper.

The CRAIRMA. Your brief will be made a part of the record.
(The brief presented by Mr. Anderson is here printed in the record

in full, as follows:)

Bms or OSSIAN AnDnsoN
1. The import taxes proposed in the attached brief will produce a dependable

minimum revenue to our Government of ten to twelve million dollars annually.
2. This will directly provide Immediate full time employment for at least

10 000 American workmen now in distress and In need of some immediate relief.
. It will serve to encourage gradua, expansion in this nation4l resource industry

to the end that we will eventually supply our own requirement of pulp. On basis
of our present rate of imports o fthis commodity this will eventually give 47,000
American workmen all year round employment.

4. Such legilation will partially serve to help equalize costs between Americanand foreign Produers of this commodity.
5. It will help to offset the trade advantage now enjoyed by countries who have

wilfully or otherwise deserted the gold standard.
6. It will prove a helpful means of proper utilization of our overabundant

timber resources now a burden in carrying charges on distressed taxpiyers.
7. Our foreign trade In this product has never exceeded I per cent of our total

production and Is therefore insignificant. It now has been, practically eliminated
by Import restrictions, duties, and the impossible competition of debased cur.
rencies abroad.

8. Prevailing prices inclusive of the proposed taxes will still be lower than the
general prie level experienced in the past 2 yeors' therefore no injustice can be
elimed by the users of these pulp products. In tact these taxes will help add
some stability to the endless downward fluctuations in prices of this seiniraw
material.

The wood pulp manufacturers of the United States join with the other branches
of the forest products Industries in an appeal to this Congres for relief from the
destructive come !tion now forced on us fI our own home markets by the
foreign produeerws of this product.

If the present untenable competitive conditions forced upon the Nation's
manufactirers of wood pulp are permitted to continue the outcome will be
eventual extinction of this important basic national resource industry In the
United States and transfer of it to foreign lands. Such a condition will con-tribute in tremendous proportions to this Nation's already serious problem
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of unemployment, want, and economic distress. The situation Is acute. It Is
an emergency. Many mills have already closed. The mortality among them
has increase sharply coinoident with the drastic decline in wood pulp price
experienced during the past 18 months.

'the wood pulp manufacturers of the United States feel stron ly, as do the
representatives of other branches of the forest industris, that Ito obviously
unfair to expect a domestic Industry to compete its costs and meet ItM pay rolls
with a dollar worth 100 cents and sel its produt in the home market in competi-
tion with the foreigner who pays his cost. with a 70-cent dollar. That is what
is happening. The intolerable factor is that the foreigner has utilized this wide
spread In exchange values to beat down the sales price of his wood pulp far
below the irreducble minimutu cost of domestic manufacture.

To fix clearly the position occupied by the domestic wood pulp manufacturer
in the national Industrial scheme it is necessary to outline the Unite, States'
billiun-dollar paper industry, of which wood pulp manufacture is an important
integral part, In 1929 the United States consumed twelve and a quarter million
tons of paper of all grades. The principal ingredient In this stmagoring total
was wood pulp, amounting to six and four-tenths million tons. Domestic pro.
ducers contributed 72 per cent of the pulp total. To meet thlt demand our
industry was responsible for the cutting, transportation, and processing of more
than 7,000,000 cords of wood, the greater part of whicA grew on American soil,
providing thereby employment for thousands of workmen, a return to timberluan
owners, and the backbone for a major trade In allied Industries supplying out
industry with chemicals, equipment, and materials of all kinds.

The function of the wood pulp manufacturer is to convern pulp timber into
wood pulp by mechanical or chemical means. His product is essentally a semi-
manufaeture, Infrequently entering into final consumption without further pro.
oesing. Wood pulp is often a separate Item of commerce, but also in many
cases enters directly Into manufacture of paper In another department of the
same mill.

Whether a mill sells its output as pulp, or converts it into paper in Its own
establishment, Is of no competitive consequence. The value is set by the going
prices on imported pulp wlch, is available In excessive quantities for purchase
on the open market. Economic conditions recently have directed a pressure of
pulp tonnage on the American market and have so destroyed prices that many
self.containid plants-those operating both pulp and paper mill--have been
forced to close their pulp mills and turn to the purchase of cheap fore n pulp.
This closure has contributed seriously to unemployment by shutting off the outlet
for pulpwood, eliminating the crew of domestic pulp mills, and stifling the im-
portant trade of the auxiliary allied industries. The position of the domestic
mills which manufacture only pulp and no paper has fbeen even more difficult.

The production of the domestic woodpulp industry is coitsuaiied ais'ost
wholly in the United States market. Less than I per cent is exported. Great as
this domestic industry Is, larger than that of any other nation in the world, it was
nevertheless able to capture only 72 per cent of its own home market. This
condition was due not to any lack of domestic raw materials or native ability,
but solely to competitive conditions. Woodpulp has no protection, a condition
that has invited a wholesale competition from foreign manufacturers who operate
not necessarily more efficiently, but with the benefit of generally lower wage
scales. A lucrative export market has induced the foreign manufacturer to
increase his sales of pulp to the United States by more than 1,000 per cent in
the past quarter century. In 1930 we imported one and eight-tenth millions tons.
This tonnage absolutely dominates the sale price in our domestic market.

I have a detailed statlstical record of the industry which I ask to file with your
committee in support of my oral statement and for further study. This record
will show the development of the industry, its importance in our national economy,
production, and import statistics and their trends, price movements, and costs
of domestic manufacture.

Study of the statistics will show that within recent years a tremendous excess
capacity has been built up in foreign countries largely on the expectation of sales
in the United States. Bearing in mind that this Nation maintains an unprotected
pulp market, it will be readily realized that %ith a generally diminishing demand
attending a widespread economic disturbance in other world markets, the pres-
sure of competition upon our market has been Inveased in proportion. In the
peak year of 1929 the United States imported 1,887,000 tons. Although total
consumption fell off 22 per cent in 1930, the import volume declined less than
3 per cent. Preliminary figures show that the 1931 imports have been well main-
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tolned in volume, In spite of further severe reductions in demand. Preliminary
figures for January, 1932, show the largest pulp Import of any month In ourhistory.

To maintain a volume business the foreign producers have resorted to drastic
price cutting, As an example, the price on prime bleached sulphite, delivered
Atlantic coast ,)orts, declined from $79 per ton to $52 In the period from January,
1929, to September, 1981. This decline was steady, but following the sever*
depredation of currency Incident to the departure, willful or otherwie, of some
39 nations from the gold standard the price of this grade of pulp dropped further
and precipitately- to present levels of $88 and $40 per ton. The sito~tton on
other grades is comparable. Present sales prices on pulp are from $8 to $10
below bare costs of domestic producers. Obviously, no Industry can survive
such a blow.

A better picture of the decline in total values occasioned by the price depress.
ing tactics of the foreign producers is shown In the aocompanying short table, in
which the average annual values prevailing for 1929, 1980, and at the present,
have been extended on the basis of the tonnage impok'* 1 4n 1930. Virtually
one-half of the value has disappeared.

200t imwilhe, Vluson Prie Value on Prie tus o

Klindofpulp OItton jmr - I= s r tMs | -lu tttI bap t

V si........ 760of 916,~" 1443" $3 $4 3azs.

Total ................... 1^01 01446 P 4.........sitt......S,I

Although 1929 was a peak year In pulp consumption it was not a peak year In
prices. The average prices for the period 19224929 show a slight Increase over
the prices received In 1929.

Sweden, Canada, and Finland, of Importance In the order named, contribute
the principal pulp exports to the United States- Germany, Norway, and a few
other North European countries make up the Insigoificant balance. The cur.
renoy of each of the three principalpulp-exporting countries depreciated sharply
In sympathy with the departure of Britain from the gold standard In September,
1931, varying In degree from 15 per cent to an excess of 80 per cent.

Inasmuch as the United States continued on the gold standard the practical
effect of this debasement of currency was to provide the exporting nations with a
formidable trade weapon for further cutting prices that had already been reduced
to the bone for domestic producers. Here Is a practical example. On a grade of
pulp keliing for $40 a ton In August, 1931, prior to currency debasement, the
Swidish producer received 130 kronor.- On te same grade of pulp, which is to-
day selling for $30 per ton, the Swedish producer receives 152 kronor, a handsome
premium above former prices, although the final pice in terms of our gold coin
Is 25 per cent lower. Sweden alone supplies nearly one-half of ourpulp imports.
Normally she buys from the United States foodstuffs, of which this Nation has an
excess but, faceA with the necessity of paying a 30 per cent premium on he Im.
ported necessities, It is seriously doubted whether her Imports will continue to be
sought in any country which continues on the gold standard.

I i at this point that we are able to demonstrate an urgent need for legislative
relief to meet this emergency.

That continuation of ,resent conditions without equalization spells disaster
for domestic producers having to face foreign competition is now obvious.
That a normal adjustment is not to be hoped for can be demonstrated. If
but one or two countries were off the gold standard, the situation would be
entirely different. In such a case the nation with a deoreciated currency would
find Itself forced to pa a premium wherever It sought to purchase in the world
markets, a condition that provides a powerful stimulant to restore a gold stand-
ard. However, with 39 important nations functioning with debased currencies,
it is possible to carry on a highly profitable business by dumping export goods In
gold-standard countries at a handsome premium, while confining purchasA to
those nations which had a similarly depreciated exchange.
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Franoe, Grmany and Oanada visuallsed this daner to their domestic Indus-
tries and promptly eiV1ed an import tax to effect quall40ton.

To return once more specifically to the pulp industry: The foreign pulp man-
ufacturers are not compelled to purchase fna sol&-stahdard, country an or
item necsry to their proes, wth the single exception of sulphur. Is Item
represent only about 0 per cent of the cost i those irades where It is used. Tho
United States market remains the larest and most-luerative market for pulp In
the world. It pays in gold. Its domestic manufacturers are helpless to retaliate.
Drying up of other markets has served to hand an additional million, possibly
two million tons of wood pulp over the United States market. It is a pressure
that will certainly lead to lower prices, a further loss of tonnage for domestic
producers, and further unemployment in our land.

On basis of the Import taxes proposed on pulp of one-sixth of I cent per pound
oil mechanical ground wood, oue-third of I cent per pound on unbleached cheini-
cal pulp, and one-half of I cent per pound on bleached chemical pull), this sched-
ule of rates will oin the basis of 1930 Inports provide annually approximately
$12,700,000 for national revenue, which, together with the rates proposed on
forest products, will provide a total revenue In excess of $20,000,000.

It may be assumed that with this helpful legislation enacted a large percent-
age of Idle and curtailed plants will be able to resume normal operating schedules;
this will reduce imports about 10 per cent to 15 per cent under present condition
of reduced paper consumption so that a safe revenue on pulp alone under present
subnormal consumption would at least be in excess of $10,000,000.

We further want to point out that In general these rates are not sufficient to
reestablish the prices on th4 commodity that existed prior to October last year,
which prices were then considered extremely low. These schedules will not
fully compensate for the advantage gained by countries whose currencies are
depreciated In ezcess of 18 per cont, and since paper prices In general have not
come down in proportion to the reduced prices of the raw material, no Injury
can be shown to converting mills or exentual consumer of the finished product.

The pulp industry Is an Integral part of the forest Industry. To produce the
total tonnage of pulp normally imported would offer all-year-round employment
for 57,000 Americans now in want and distress. To produce the portion of this
tonnage for which we already have Idle plants and equipment will promptly
employ at least 10 000 men in our forests and plants and this help to equalize
costs with our foreign competitions in our own market will gradually encourage.
the increase in our one production to the end that we will soon be able to pro-
duce all our own requirements of pulp from abundant forests and waste in our
timber operations. The pulp Industry Is the greatest help for proper utilization
of our timber resources, a help to conservation through selective cutting and
outlet for waste.

Presented for the industry by-,.- OSIAN ANDERsON,

Table 1. Fibrous raw materials used in the United States paper production,
1879-1929.

2. United States paper and wood pulp production and consumption and
the consumption of domestic and imported pulpwood, 1899-1930.

8. General census statistics for pulp, by States, 1927.
4. United States wood pulp and paper production and pulpwood con-

sumption In 1927, by States.
5. United States wood pulp requirements and production 1899-1930.
6. United States pulowood requirements and consumption of domesticand mprdpulpwood, 1 99-1930.
7. United States wood pulp consumption, production, and Imports,

1899-1980.
S. United States mechanical pulp requirements, consumption, produc-

tion and imports as wood pulp and as paper, 1923-1930.
9. United States unbleached sulphite wood pulp Imports, by countries,

1929-1981.
10. United States bleached sulphite wood pulp imports, by countries,

1929-1931.
11. United States sulphite pulp requirements, production, consumption,

and imports as pulp and as paper, 1923-1030.
12. United States sulau wood pulp requirements, consumption, produc-

tion, and impoits as pulp and as paper, 1923-1980.
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Table 18. United States sulphate wood pulp Imports, by oountries, 1929-198.,
14. Wood pulp prios ex dock New York, by months, 1929, 1980, 19310
15. vor plp pes, o. 1. , tlnt porls of try.
16. Weighted avere cost. Of pulp lanufture, by kinds of wood pulp

dby reion. as of June, 1981.
17. Balance of reonal costs and transportation ohrges In common

markets.
18. Weighted average wood pulp manufactt rlng coats as of June, 1931,

adJusted approximately to conditions of February, 1932, by kind.
of pulp.

TADLx No. l.-F'broue raw materials uted in the United States paper production,
Spele iear, 18796-19# 9
lquatlty In toos of 00 pounds)

(Souroe: DuMU of tbe CenUsus

YMr Total Wood pulp s at s o traw All otoek

179... ............. 047 2,70 7,4 ,,21. . . . . . .. . . . . . . . . 6184 349,927 1 ^062 W8821........
1004 ................ 1, %430184 043 . .........
1904 ...................... 2,50 8 Ol 5 il, 11.O 0.

lop ... ....... 8.03.06 8.40046 9,0%2* 46 1170 -307t? 9276 *23I..................7,,, 6 4- , i 1 91170 385 100,o
1i. .......... SK...... 1, 81 , 4 3S.544 7Ott 1, I 5,10 84, ..........

I Domeatlo produetlon; sports md Imports# iot reported, ae asmed to be equal.

TA RL No. 2.-United Statee paper and wood pulp production and conumption
and the consumption of dometie and imported pulpWod--.p.4Ad years, 1899-
Jo50

(l s.,c: Dome of fts Oen, Foderl Trad Commtslo, and de U.. ormt Servloe)

POr Wood pulp CosUMPo Of pulpwood

Pmo,,o. Prqdo. co ,, Oonom..,,,So, r,
2"io on 2DoMesic Impored Total

9 ............ 8000 1,7 2, 627, 36,217 1, 10
1#.. ............ 10600 0 ,0 4770w 0 0 n.8,77

..... 4,261 4.2400 249886 3.8,6 .0~03 944001,00"..........8. 0,04 8.0448.9,8
1917 ............. 99,647,25.75 88.773 2,0 6700 ,470.76
191 .. +........ . , 6,40 8s1,. 4,21.224O8.1 ,*1 Os,321920.............7,5,1 ,4.3? 52, 468O 5 804.1 1,6988 61,072
1922.............o02,.0oo 5,2,4 4,76,26 .4 .8 j.8005 8.4854

190G ................. ........... 2.36 ,1.0847111, 047,69 870 5,00, o............ ,182, 8o2 10, 837 9 37 0 4 2,00.7 1
, . ....1......... 7 1 ,60 $ 2 6 48 ,2 74o 77

s .; ". . 1" 0,+002,070 1198. , 1346 ,00,6 88 ,6 2,22404 6 ,780lvii.....:. a2...21,7,843 2,928 4.,668100 , 3 1,25. 007' 7,45011

183.... .. 10079,80 1227,58 010,06 .40 .14.. 09,0 1 ,.,2, .,1,- 55
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TAnsv No. 8.-Gnawl omens .tisti for pulp bi State., 1917

United states ...............

M ain ........... ....

higan ...................
Mlnnotst.......

Now llSmp Ire...........s.w ork ..........
Veront ....... .....
Vermont ..............
Vironla ................
W nton .................

Other States ' .......... 0!

61

value of products les ost of material, Sup lie u, ad pow r.
ralsli. b at; Seawar 1; 10, rio of Clumbrar1; assachusetts, 3;

MIssIsppi, i; Carolin, J IO, South am Texas, 1; and ees a,

TABLE No. 4.-- Unie Stae wood pulp and pr production and pulpwood on-a
eumplion in 197, by S

too"es: Busea of tho Censu

wta Woopulp9

TM Tons CWr
C n..... . . .......... . 6 ......... .. ....... o o w 1 o,
eo tiout .......................................................... 1760 .. ..Wis. .......................................................................

....... ...... ...

... ..................................................... ,

w Hampshire............................... .elar me .......................................... 40 4 ............. 00

No 1ak.............................. , 487,71. 710S, wi: fi,'100, 1 IA 382X . 61'11 1.al:u
b i n m u vaSawn ,1bft 

0 0 8a ;

e o a ... 8,047 ........... . ..0". ,=
Veront ...................................... 9,8L212

V400a0s 67,28 I ..... ... teot

Vet ..t.... 0..60......... 67,26 ,*
)t , ............................................................... on0

10,009,009 4,813,406 1 70,14

1 shown with altfhrls.
s Shown In "elf other Itates.

'Alabama, Colorado, District of Columbia, Geors, lows, Kansas, Mississippi, Missouri, North Car.
lua, Rhode Island, South Carolina, Texas.
*Delaware Disatrict of Columbia, Maryland, Minlsippi, North Carolina, Ohio, South Carolia,

Tennsee, T'exs West VIrginia.
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TABL3 No. .-- U*ied Stae. wood Pe!u rruirsmss. and production, epeoij
0parts I# Avg080

(Quamtitl, In slut tor)

(Sowu: Production from tbo 3n m o New. Runiepbmnmputet by applying oonvendom
lm an ezpesm or spj

Tmt Require. Produce..'a¢ to0 req~eMe

Ig. . 1,40 147 8 11 2

I91 ................. . ....... ...... 4. M - SoIm ...... ...............' ."'.' ..... ".0. ""1' 96
s.. .... ............ " ". ...". .." . .. m o

*, Z00 0 U7

917. 1.76 4.0,0880,8
m ......... 4 0.......... ....... """ If"- "..." " ".. ... .. .. .. ........... .::01:': .. ...: ., 1 ,000 5 7

TADLZ No. O.-Unt'd Stato pulpwood requiremntend consumption of domufto
and im l pulfaoood, epi($d &m 18W-1980

(QiUntt I OOrf of IX te u et ri
(8so: Bunmu of ths Comou ISd vUnJed stat Fout 8"vl061

114 ......................5 .......................
114.. .... .* .... o.. woo**. .... Pi/

li................

1.................
WA. . . . . . . . . ..oooemeevooeewe.. . .meoo

1938. . . . . . . . . . . . . ..~emom e m w mol e in

1 8. . . . . . . . . . . . . ..mmmmem~~meo4 mm

a . . . . . . . . . . . . . ..mmmmmmeemmw~~m~m

t! * .. . . . . . . .

W lRpwod requ e"t I * oomnputd ire whOb repreuts the plpwo0d required to manufacture
thetee (po lm
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TAs No. 7.--United Stale. wood pulp 0mum"no, producon,.and import,
provedd yare, 1899-10

Year

18001......... .... ... ....
lo0 ............................

10l ...........................
11.. ........ .............................
010.. .........................

1915.. .......... .........................

1................ ...........

............. -00.. ..

Co~um .

Short ton.

249185

4,1480
8,669743

4,746105

all969

Production

Mort tons

1,921,728
2,547,870
% lK0,47

14
8,05 (001

2,67W,601
8,5214

4,8'1,0
4, 61040

Percent-
ag of

consump.
lion I

Imports

sort tons
7, 3W

+7250,4

66876

676; too

1,8I4,091

1, 84991
167%206

",7 Ole2
IW0

180,7140

Pesoeat*
age of

Donsuwp.
tion 

P.

10
11

1719

16

30

IiS

t tdy aJd J o nt n ebttsol 2l fom the production reord.

Tna. No. 8.-United ate mehanical pulp requirements, conumption, produc-
tion, and import* as wood pulp and as paper, epecijed years, 1 -19*0

[Computed from official atatlatice

(Qtuattlw In short toes)

Dometlo Domeato Dometio Impr
You require oonump, pro.

Monute tion1 lion As pulp As par

1 9 3. 2,9737 1,864K,89 oW 18779 300078 10137039
12.9167, 25 ItA1,8262 1012,019 331,002 I,2* 09
1 9 2 6 9.0SAM3 2^09007 1,74W2 408,8941,56: 9 2:.:8,596,361:1,65600 1,, 40 -,99 1.,761,

. .. .. . ... .1 18 1,01: 4 + ?.......

TARDL No. 9.-United States unblched sulphite wood pulp import. by countries.
19*9-1981

(Quantitles In short tons)

Total Canada Sweden Nort (er. Finland
way manyAtW1

Yer:
1 99 . 78,31 218,438 898,170 204 19.841 16 1I-447

1930 ........ ......... 744,651 10,8 MIN 22,61 1,8014 1
101or .... ..... W60782 99237 839,118 11,418 24877 20IN108 8644

For lat quarter
19 ......... 206 792 102,186 4,841 ,50 94 ,09
19 80........................ 19870 093 180 01 83,2 5

..... 9 .1........ 166,87 1,90 924 4,663 120 8go0 .90

Source: Bureau of Foreign and Domestlo Commerce.

115102-42--.-42-
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TABLE No. 10.-United Stales blehod eulphile wood pulp imports by countries,

(Quantitlas in short tons)

Total Canev" Swede or Gar in.Al
WAY O0 gae d otber

1 ............................. 8,, , 968 62, 44,06 8,5 6,6 6
190 ........... ............. . 4 LO '2 a '~" 1,106 8 1,0 6,218 6.,90

20,9172 81989921.6IFor lest QU9*t41,
fr ................ ........ 98,18o 564 11,77 10,110 1,037 1 .250 1,90a19 ........ 91,400 ! 49,o517 15,903 5,01 1,801 27 9 312
1O61 9011 88480,99t "M 296 tI108 to,9? 509O

SUev Bureu of Foreign ad Domestic Oonuroe.

TABL, NO. 11.--United States sulphits pulp requirements consumption, production,
and imported as pulp and as paper, 19#8-1980

you Domestic Do'mt" Domestic Imports
require. CouImp.r-c-
met l 000on Ion As pulp As papj

1 9 2 M,16,8 2,47,9001 U1,06 90211 629,79
M ... ...... 2 2 6................ 1. 8 6 ,7 1 , 1 890 422,1 1

31017920 2$ l 5 1862,099 1,068,964 471,078
137 ,017,261 2, 1,I 1685688 1,00N410 608,80

19w .....*0...................,276,96 2,708 1,66813l 1,189.974 8s06o190 ...... .......................... 2 ,067,75 2, 1,815,7:9 3,108,487 5131,9

TABLE No. 12--United States sulphate pulp requirements, consumption, production,
and imports a pulp and as paper, 1008-1 980

Domqstio Domestic Domesti mpoYear rea. -lp pqdo
mont$ o0vn, trOnl As pulp As papea

IN ............................................. 11"'M8 891,498 812,488 2"012 10,674
1J. ............ 0 ,114 7, 409,760 W841 5,6

......................................... 911,44 918, 0W 19, 8M
190........................92446 997,887 0.258 894,188 $8o

19......................1216,800 1,917,68 774,228 4so84 10's
122.....................1,48001 1,868,8 77 915,0564 447,9 19,876IW............ . ....... 1,82484 1,874,010 982262 4284 2,6

TABLE No. 1.-Unted States sulphate wood pulp imports by countries, 1909-1981

(Quantitts In short tous)
(Source: Bureau of Foreign and Domestic Commeros)

Year ITotal Canada Swede 1 orway OermanyI Finland IAll other

19.................447,298 I8O,24 28884 " 1,475 887 86,060 8,492
1900................422,62 66461 277,0o 18,88a 412 89,72 4,110

S...................... 419,6 1 291,0 4,911 .......... 62,378 2440
19 .... ..9............... 11,008 _0 7 48 5 ........ .. ,8 ,28
l21,6m. 1,20 8 91,748 8,0 .......... 2

........ 141,:5 161,062 *W lose ... 1, r1

-
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TABLE No. 14,--Wood-pulp prko e*.dock Nw Yorh, by nsontlhs, 109, 1t,1951t, 1999

ID*Um pa bu&dwAAIb)

(Vrom DAlY Mil took Reporter, first ho in ewb montbI

oSulhto Raft

Domestic Foreign Domestio

IBnblaa a Unbimesbed No. I Southem
o.I ook al Prime stre strong

JEnuary ......... 00-4.281 .7&4.00 & 0 .80- I 2.7 27".00 ............ .0&70
b fary ........ 4.0.4.2 2 ,0 4.00 S. V4.00 .80-2.70 2.784.00 ............ 2.80-2.05
N ............. 4.00-4.28 2,..00 8.68-4.00 2.0-2.70 27. ?".00 ............ 2.0-.6

Ap ........... 4.00-4.25 27-.00 .75-4.00 2.27. 2.754.0 . . 2,4O-bb0
MA .... .. 4.00-4.258 ?.7$:0 1,5-4.0 20-2 .80 " .88...... 2 .40
June .......... 4.00-4. 2 27.8-3.00 8.70-4.00 2.W-2.o80 2.0-2. WI Z.40-60.
July ....... 4,00-4.25 2.7,-3.00 3.,0-4. M 2.70-2.5 2.0-2.90 ............ 2. 4-2. 0
Aug u n .......... 4.04.26 2.7-3.00 3.70-4.00 75-2.00 2.0-2.90 ............ 2.40-2.50

cptemer ........ 4. 0-4.26 2.76-3.00 3.70-4.00 2.78-2.90 2.0-2..00 ............ 2,40-2.50
Otober .......... 3.0-.78 2.7"4.00 3.08-4.00 2.0-3.00 2.602 ............ 2.40-2.80
November ........ S. WS. 7 2.7-3.00 3,6M4.00 2.80-.00 2.0-2.&90 ............ 2.40-2.50
December ........ 7. 3, -3 7 .00 3.68-4.00 2 80-3.00 2.00-2.90 ............. .40-2.80

1930
January .......... 7. W 7 41.00 3.40-4.76 1.00 ............ 38-2.0
February ......... 8."78 .00 .40-0.78 27-90 2.80-27 ............ Z8-.80

[aef S......... 0.4.78 2.78 00 S.38.75 2.70-Z 90 180-2 .7............ 125-240
A.P....I. . . ... . .... . 78 274.00 S.847 .8-. 8 ?a IW 40-2. 1, 0 2W&85

------------ ---To 27-8.00 8.10475 2 1208 l 1 . W&10Juwes...0.........ft.28M.80 1.75-.0 8.10-378 2 . 2.0 2.302.0 1.90 1.78-2.0uly ..-- ..... 8.10-60 10-2.80 8.10-3,78 2.40-2.60 8 75 1.00 1.: .
August---------...8IWS. 28 2.40-2.80 8.0"478 2.20-240 280-2.78 1.90 1.08-1.SO

eber ....... 428. 2. 40-2,0 s, a" ?a- 2.20-2.40 &.0-.75 1.90-200 1,-1.8
tbsr- ........ ..--2 .2 2.40-.60 8.004 2,10-40 .80-Z75 1: .1.-1.,

November........ I75325 1 40-200 8.0 2 .40 2.80-2.75 1.90-290 40.0o-15.il
December ........ I7.H-, 2 8 1-2,.00 2.1"-80 2.116-230 &80-2175 1.00-2.00 1.80-1.78

January .......... Z 7 2 1 -. 60 .8 8-3.0 1 8-2.80 2-W-7 190. -2 00 1.50-1.75
Februry ........ Z78-8.2 Z.WI500 .&60 Z.10-2.30 2.8 -27 1,90-200 1.80-.78
Marh..........6. N 2.8- 260 10-8.80 Z.10-.80 Z2Is.7 1.0. W 1. 0-1.7
Apil .......... 0 .2 2 -2.00 z8080 ............ Z8Z0 6 I.90-200 180-1.78
MAY ........... 0. 104.28 235-0 .0-180 2-10-280 2.0-2.7 1.90-2.00 1.0-1.IL
uo ............. 0 -. 00 2.28-2 80 2 . -. 0 2.00-2.28 1. 80" 78 1.90I 00 1. 40.08

July .............. .60-3. 00 2.2-2, 2 .&00-80 1.0.226 250-2.76 1.9-00 1.8w-.
August-- ....... 80. -. 00 .25-2.80o .450 .oo-.25 W.8-.7 1.02.00 10-1.08
Beptqmbsr ....... I8W& 00 1 2. 1 2. .5 1. W2.18 2.0&2.71 1.90-2.00 1.8 W1. s
October .......... I2. 7 18-2. 80-8.0 1.80-t.00 2. 0.1 1.9 00 1.86-1.80
November ........ I0.2.70 23.1-2.86 28-4.00 1.78-2.00 2. 2.80 1.68-2.00 1.80-1.75
December ........ -40-.78 12.20 224.00 L 78-Z 00 & 2-2 80 188-2. 00 1.0-1.7

JAnuary .......... 282-28 1.W2.15 2. 18-.78 1.88-1.7 8---------1.80-100 L 4-1. 4l

TADLIC No. l.--Avragoe pulp pricaec. i. I. Atlantic pore of entry

sulphite, MIN,
bleachod, unbieso-
Perton e1d, er ton

2,0110 f2000pounds pounds

Iva-s... .......... ... ....... & .. ...... ..........::::::::::::: $b 5
li ......... .................................. 0*0...... 65

0%7 ................. 0........................................................ 725
I=.*, .......................... . "...................... I 68il

fio19216 lll ...... ........... .. *..........................ow ........... to81 (uo70 l ;.... ......................... ......0 ...... ......0* ... as7 !I
D IMbr lt0............................................ I 7 4

Aund I I8 (llWl to dobultm .t of cumurcn) .................................. I 2 42
lletbl, lll(prevlln niiOrkt) ................... 0..004-0............. 411 30
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TAUSL No. 1.- Weighted average costs of pulp manufaWure by kinds of woodpulp
and by regions a4 of June, 1981

(Dollars per too of wood pulp)

Vitted Nolow Middle Lake. Outbern PaolfloKind of pulpStatoo cost

$0............... ,. $2&34 $a85 SA 37 ............ $21Aou '~ ph .......... toosso.... 41-.® .... 3,5 ..... ,., ., .............

82 p3,89 () 5. 64
so ........ ...... ........ 4 9. a3 6 ,t , 4 9 ............ ........... ...........

a! ecus o Icls~n f nereor of Unusually blab~rd il
of report only, Include total but not snown separately to void revealing Identity,

TAvLE No. 17.-Blance of regional costs and transportation charges in Commmn
market.

[Dollan per ton)

Pacifto coast
North. Mid.At. Lake Houtheast lsntlo -.. ...... :.. .......

o oRail 
Water

Va, p per ton:
$5.0 8 $11.80 $13.25 $.00 10.40,sw. or . ................ . ,, , , , ,, . ,o , , . ,

hiogo........................ 0 7 3 0 9.40 2000I.Meohanloal:"
New York ............................ 30.84 880 9.087 .......... 47.58 29.06
011601- - ......... 34. 34 .30 3117 .......... 416 ........Unblib!

oNow Yor ............................. 546.86 A 0. 77 .......... M 31 37,!
lech st p "':,m 4. M28 7 M 042 .......... . M ..........

ow or .............................. 75 7011 651------... 0, 47.

Sulp9 ote ............................... 7, 7A 11 x .......... I o93 ..........

ewYork................................... ......... 52.0 3891 47.07 20.17
Ib lcag......................... . .......... 44.87 35.04 41.07

Soda;A,.a
New York .................... 5174. .......... ........
Chicago ............-- - -.. . .. .l 5. 4......... ..................

I Inludes $1.50 per ton loading chsi,

TAdLE No. 18.-Weighted average woodpulp manufacturing coats as of Jne, 1981,+
adjusted approzcmately to conditions of February, i9S, by kinds of pulp

I Dollars per ton)

Tota Wood MW1 oonverion

June, February, June, February, June, February,
1931 1932 1931 1932 1931 1932

Mechanical (US, S. average . $28.08 $22.03 $14.60 $1100 $8.20 $7.43 $2.0
Blohed sulphlq:

New agiland .......... - 8.75 48.50 32.11 24.00 21,34 10.21 5.29
Pa 1110 t----------42.27 38.80 14.11 12,50 ,1 1 18.01 8.05.Unblesohed sulphite:
New toglan.... ..... 4&.M 40.20 27.0 2400 14.50 13.05 &.1U

ailoodoat ...... .... 0.31 ft83 14.0 12.0 13.2$ 11.3 2.40
Sulphate:

Lake 8ttMe .......... 40.57 34.74 18.05 14.00 17.63 15 .7 4.67
South .............. 28.04 2.29 8.03 7.80 1M29 11.07 4,72

- -"" 1 -0 L-
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STATEMINT OF RALPH SHAFFBR, TACOMA, WASH., PRUSIDINT
SHAIYRI BOX 0O.

Mr. SeAXPR. Mr. Chairman and gentlemen, attempting to show
the interdependence of the losing, lumber, and pulp industries in
the State of Washington, I beg-to call your attention to the fact that
45 per cent of the timber now standing in the States of Washington
and Oregon is hemlock. This hemlock lie higher up on the moun-
tains and because of that fact, more costly conditions prevail against
the logger. e

In normal tines the logger is unable to sell all of his hemlock log
to the lumber mills, since these mills can not find an adequate market,
even at lower than cost prices, for their hemlock lumber.

During the last two or three years the pulp mills have come to be
a savior in respect to hemlock logs and timber, as all the pulp in the
Pacific Northwest is made of hemlock and white fir, with some
sprinklin of sp ce.

The pulp mills in the Pacific Northwest are utilizing not only the
low-grade logs but utilizing the waste lumber from the sawmills.
In its effort to secure some market for the logger, some market for
his hemlock logs, a market has been developeI in Japan, for a very
high-grade hemlock log. This must be cut in 10, 13, and 20 foot
lengths, ind must have a very small number of knots. In order to
get this cut of the average run of hemlock timber the logger must cut

great trmount of fall-downs or waste material running from 2 to 12
feet in length. There is no possible market for these short lengths
except for pulpwood cutters or pulp mills that cut their own pulpwood.
The pulp mill, therefore, are assisting the lumber industry and the
logFing industry in that respect.

bpeaking directly of the unbleached sulphite pulp. Figures pre-
pared by the American Paper and Pulp Association for from 1920 to
1930 show that the increase in consumption in unbleached sulphite
pdp in those 10 years was 9 per cent in the United States. At the
same time the decz'ease in production of unbleached sulphite in these
United States was 35 per cent. And during that same period the
increase of importation of unbleached sulphite to this country was 72
per cent. It therefore shows the economic necessity of the pulp
hills, the unbleached sulphite and the sulphite mills in the Uited
States.

The pulp mills employ labor 24 hours a day seven days a week.
Senator CONN:iLLY. Seven days a week?
Mr. SHAFFER. Seven days a week, sir.
Senator CONNALLY. Do you work them on Sunday?
Mr. SHAFFER. Yes, sir.
Senator CONNALLY. Gosh! You ought to give the employees a

tariff instead of the manufacturers.
Mr. SHAFFER. The employees work but six days, Senator. We

have to have a staggered shift. To get efficiency in pulp mills they
must not .shut down, on account of the chemical reactions. Pulp
mills running normally are shut down but two days a month, and then
practically all the labor in the mill is working repairing and cleaning
out the mill.

We in the Northwest now have more than 100,000 men out of era.
ployment. In the city of Tacoma, where I have a combined sawmill,

U6
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box factory, sad pulp mill we have 8,000 men now dependent upon
charity. In a city of 108,00 people, which normally employs 18,000
industrial workers. Our funds are exhausted. We have but about
20 per cent of the amount of men employed in other projects that we
normally have in fair tinies. Not abnormal years like 1029.

We appeal to you that we have a prr blem both in our pulp and in our
lumber that can only be settled by me assistance temporarily that
will put our men back to work. There can be no chance for us ai an
employing class to make money, but we can give our men employ.
meant, especially our best men, whose money is tied up in frozen build.
ing and loan associations, all their savings of years, and are now de.
pendent entirely upon charivy of their friends and upon the people of
the community whose money is not already exhausted.

Senator CoUzUNs. I would like to ask the witness the question as
to what effect he expects these rates would have upon the cost of the
material to the paper mill?

Mr. SHArPE. The cost of the material to the paper mill, Senator
Couzens, compared with at the present time, if this went into effect?

Senator Couzxws. Yes.
Mr. Stimrn. It would increase the paper mills' cost probably

about $5 to $6 a ton.
Senator Coussws. And how would that cost to the mills compare

with when we passed the tariff aqt of 1930?
Mr. SWAPPsR. The cost to the mills at that time was $58 a ton on the

Atlantic seaboard, and at the present time the Swedish depreciated
currency and other adverse conditions such as recited, forced our
price down to $28 a ton ht the same place.

Senator CouzuNs. And this rate would only raise that $28, five or
six dollars per ton?I Mr. SWArpRs. This rate would only raise that $28, five or six dollars
per ton, but it would make it possible to employ our men and borrow
sufficient additional capital to operate until generally good conditions
return.

Senator Couzrs. Are you not optimistic in expecting to be able
to borrow more money from the banks?

Mr. SWArr. Senator a westerner has to be optimistic.
Senator SWOUTRIDGE. What rates aro you seeking?
Senator Couz Ns. It is in the record, Senator.
Mr. &HAFPER. I will present this brief for the record.
(The brief presented by Mr. Shaffer is here printed in the record

in full, as follows:)

BRIEF IN SUPPORT OP IMPOnT TAXES ON PULP, LoGS AND LUmEI w THE
REVENUE BILL NOW BEFORE THE UNITED STATS SENATE-PRSENTED BY
RALPH SHAFFER FOR THE INDUSTRY

The interdependence of the logging, lumber and pulp industry in the Pacific
Northwest is becoming more marked as years pass; the present stand of timber
runs 45 per cent hem-lock, and of necessity, 11e higher up on the mountains;
this makes far more costly logging each succeo dan vmtr.

In normal times the logger s unable to sel all -10 ats hemlock logs to the lumber
mills, since these mills can not find an adequate market-even at lower that cost
prloes-for their hemlock lumber; during the last two or three years the pulp
mills have come to be a savior in respect to hemlock logs for the logger and in
respect to waste lumber for the lumber mills. One without the other can not
steadily employ labor, nor can they comply with the regulations of the Federal
Government on logging Government land.

65&
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In Its effort to secure cost of logging from hemlock timber, the logers of the
pacific Northwest have developed a rather good trade in hemlock logic with
Japai; these logb must be of but three lengths 10 13, and 20 feet and must be a
top diameter of 18 Inches and up, or a butt dimeter of preferably 28 inches and
up. To out these logs from logs running from 26 to 40 feet--the average logging
lengths--complying with the rigid grade as to small number and low diameter or
knots prescribed by the Japanese, gies a very great amount of fall-downs or
short length logs ruling from 2 feet to 12 feet in length; there is no possible
market for these short length* except for pulpwood cutters or pulp mills hat cut
their own pulpwood. Therefore the pldp industry is, the sole protection for this
rather lucrative trade of the hemlock lo gers. Then In taking these higher grade
logs from the rafts of camp-run logo, the logger has loft but medium grade and
lo% grade logs, which are distinctly unattractive for Lemlock sawmill business;
ggahi the pulp industry must absorb this type of logs.

In the manufacture of sulphite pollp steady employment of labor is Imperative,
since the mill to be efficletnt, must run 24 hours every day and seven days each
week; labor is employed In shifts of 8 hours each, three shifts per day; from one
to two days per mouth are used to clean il) the mill but during that shut down
time pratically every laborer Is employed hi cleaning and repairing the plant ad
its machinery.

Speaking directly on unbleached sulphite pulp Its economic necessity to the
nation is shown by the carefully prepared figures issued by the American Paper
and Pulp Association for the years from 1920 to 1930, inclusive-the consumption
of this pulp increased 9 per cenit; the production of unbleached in the Unted States
decreased 35 per cent; the Importatlont of unbleached increased 72 per cent.

In effect, it has been dee;reod-we can not have the cheap, immigrant labor--
which we prefer not to have-but must be paralyzed by the pi oduct of that cheap
labor in its home country. That is a disadvantage to be reckoned but when, on
top of that the foreigner can pay for his raw material, his raw iabor, and his
transportation charges to our country in something we can not use for money,
which he acquired by converting 100 United States dollars, which he obtains
over here for his cheaply produced article, into anywhere from $118 to $181 of
his money, it would seem discernible that United States industry is not going
to operate; that United States labor is going to be hungry; that there will be no
revenue for taxes in our country and that neither the Budget for industry nor
the Budget for Government can e balanced.

Any industry or individual in the United States that temporarily profits by
reason of conditions described must be reaping at the expense of the great mass
and to the irreparable detrheat of our laboring men and of our industrial stability
and progress.

More than 25,000 men in the pulp and lumber Industry now out of work;
maty more to be added shortly; lumber credit and pulp creditfrozen in the banks;
everything shut down. Receiverships and bankruptcies increasing tremendously.
No money to pay State taxes. No money to give employment relief. No revenue
for corporations to pay corporation taxes. No incomes from which to get income
taxes. Savings and loan asosciations frozen tight with the money of our best
laboring men. Banks unable to extend credit, and closing. Stanation every.
where-in our America-and what is next?

STATEMENT OF FRED N. OLIVER

Mr. OLIVER. Those in opposition, Mr. Chairman, to this measure
are divided into three groups: The spruce producers, the white pine
producers and the fir producers. There is no cooperation between
them, but we have decided upon an agreement as to division of time.
Mr. Winton will speak for the spruce producers. But prior to doing
that I should like to file for the record, with the permission of the
committee a short statement in behalf of the Carlos Ruggles Lumber
Co. of Springfield, Mass.

The QtAIRMAN. You may do so.
(The brief on behalf of the Carlos Ruggles Lumber Co. is as fol-

lows:)
For generations the New England States have used large quantities of spruce

lumber. It Is one of our best known and best liked woods; it has a well established
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lace and fllb a very real need in our construction industry. It Is a wood that
Now Englau. wants and can Ill afford to do without.

The supply of spruce in the United States has been decreasing rapidly and to
not now nearly sufficient to supply domestic needs. The United States production
of spruce in 1928 was only about two per cent of the total softwood* produced.
Canada has been called upon to supply the deficiency. It an additional tariff is
placed upon spruce lumber, it will either shut spruce out of our New England
yards and industries, where we want it, or it will increase the price our p )plo will
have to pay for their lumber. Neither alternative ppeals to us.

The New England States consume four and one-lf times as much spruce sawe produce. It is a specialty wood, and we sincerely trust that the Con re
will not levy an additional tarig upon this lumber which Is so valuable to the New
England State.

STATEMENT 0 1. W. DEMARIST, PAOIFIO LUMBER CO. ( ',)'

The COAiRMAN. Proceed,
Mr. DEMAREST. I want to speak with regard to imports of logs.
Log imports which are chiefly from Canada, were as follows for the

last three years:
Feet

1929 ....................-.................. 175, 000, 000
1930 .................. ............................. 139, 116,000
1931 ------------------------------.-------- -18 863, 000

The principal imports of logs are into Puget Sound, where they
compete in the log market directly with Amefican timber. The
volume of such imports has been maintained during the depression
far more than has been possible in the production of domestic logs.
This is shown by the following record:

In 1929 log production on uget Sound in the United States was
2,896,000,000 feet. Log imports from British Columbia, 173,000,000
feet, or 6 per cent. .

In 1930, log production on Puget Sound, 2,230,000,000 feet;
137,000,000 feet from British Columbia, or e, per cent.

In 1931 log production on Puget Sound, 1,543,000,000 feet;
153,000,000 feet from British Columbia, or 16 per cent.

In 1932, the first quarter, we only produced 186,000,000 feet as
compared to 25,500,000 feet that came in from British Columbia, or
129 per cent.

(The table is as follows:)

Year Ljprouctlon Log imports Per cent of
yerrom BrtLs Puget Sound

on uget Sound Colmblsa product Ion

Fea Feet
19 ............... ......................... 2 89K 000,000 173, 000, 000 6.0
1930 ............. ........................... 2,230000,000 137,000,000 0.0
1031 .................................... , OO, 0 I 00,00 110
1932(Mt quarter) ............................. ... 181 0: 0,000 2,00,0o 12.,

In 1931, a year of rapidly declining log consumption and log prices
the domestic production of log in the Puget Sound district declined
46.7 per cent below the volume in 1929, whereas the imports of British
Columbia logs were curtailed but 11.5 per cent.

Similarly, in 1932 to date, log production on the American side has
been drastically curtailed, running but 26 per cent of the average pro-
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duction in 1929; while log imports from British Columbia equalled 67
per cent of their average 1929 volume.

These facts indicate conclusively that log are more cheaply pro-
duced in British Columbia; and that importations from British Colum-
bia reduce the use of American timber and the employment of Ameri-
can labor in its conversion.

During 1930, 1931, and the first quarter of 1932o 10 large American
operations in the Puget Sound district, each including a supply of tim-
ber for 10 years or Ionier at a normal rate of cutting, should have pro.
duced 1,200,000,000 feet of lop. Their actual production was only
403,000,000 feet. During this same period the log imports from
British Columbia totaled 313,000 000 feet. Lo production averages
1,000 feet per man per daT. Hence during tle last two and one-
fourth years, American logging camp labor has lost 313,000 man-days
in employment. The wages for sueh labor went to British Columbia;
and part of it was paid to orientals while skilled American labor in the
Nort-hwcst was id e.

The State of Washington normally employs over 28,000 men in
logging and nearly 6,000 in cutting pulpwood. The production of
these commodities is now down to 25 per cent of normal. This has
thrown approximately 25,000 men out of work. The men still em-
ployed are receiving not over 70 per cent of the wages paid in 1929.

Log prices are to-day less than 60 per cent of the prices obtained
in i09.

Senator GoRE.. What per cent?
Mr. DEMAREST. Sixty per cent.
Senator GORE. Sixty per cent. I did not quite get the figures.
Mr. DEMAREST. I Vil1 repeat. The State of Washington normally

employs over 28,000 men in logging and nearly 6,000 in cutting
pulpwood. The production of these commodities is now down to
25 per cent of normal. This has thrown approximately 25,000 men
out of work. The men still employed are receiving not over 70 per
cent of the wages paid in 1929.

Senator GORE. Much obliged.
Mr. DEMAREST. Log prices are today less than 60 per cent of the

prices obtained in 1929. The competition of foreign logs has de-
pressed prices below any possible cost of domestic production that
includes a living wage. Further economies that will permit Ameri-
can loggers to compete with imported logs are impossible without
forcing labor down to a starving wage level.

Many American loggng operations, furthermore, are now going
into their third year of idleness. Their equipment is deteriorating.
Bridges and logging railroads will have to be extensively, repaired
or rebuilt before operations can be resumed. Continued idleness
will multiply this loss to this industry, without benefit to log con-
sumers or anyone else, and create still further obstacles in the re-
sumption of employment.

Senator JONEs. I would suggest that you have that all printed.
The CHAIRMAN. That way-be done.
Senator SHOaTRIDOE. Without giving the details, the outstanding,

controlling facts you may state in a sentence.
Senator CozEs. Let him put that in the record.

661
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The CHAIRMAxi. The balance of that will be printed in the record.
Your five minutes are up.

(The balance of Mr. Demarest's statement is here printed in the
record in full, as follows:)

The taxation of standing timber in western Orelr n and Washington, in contrast
with the prevailing system in British Columbia, requires special consideration.
There are approximately 347,000,000,000 feet of privately owned timber west of
the Cascade Mountains in the two states. This is sufficient to carry the maxi.
mum annual cut of lumber yet attained (10,411,000,000 board feet In 1926) 82
years, and fhe annual production in 1931 over 60 years. The privately owned
limberlands represent a total cash Investment In excess of $502,000,000, or over
$48 per thousand board feet of yearly production it the best year the industry
has yet experienced.

The prIvate timberlands on the American side are all subject to yearly ad
valorem property taxes. They constitute the main source of tax revenue for
many Oregon and Washington counties auid of a large majority of the towns in the
western portion of the two Stat's. Timberland taxes have steadily increased
and constitute one of the most serious financial problems of the Industry.

In 1926 the timberland taxes in the Douglas fir region of Oregon and Washing.
ton averaged $1.5P per acre, and totaled $8,848,545. On many of the more
accessible properties, the acreage tax rate is double or treble the above amount,

In 1926, the tax cost on timberlands equalled 85 cents per thousand board
feet on the total production of lumber; in 1931 It easily exceeded $1.40 per thou.
sand board feet on the total production of lumber.

In the case of timber properties now being operated, the current tax on the
"developed" timber embraced within going operations averages approximately
48 cents per thousand board feet on the logs produced. In the case of non.
operating properties, there Is a steadily accumulating tax cost, averaging from
21 cents to 5 cents per thousand board feet annually, and tending constantly
to increase. However this tax is carried, it becomes a charge against the timber
and can only be recovered through the conversion of the timber into logs and
lumber.

In the present financial situation of the industry, the annual timber land
taxes form a back-breaking burden that in many Instances can not be met. Tax
delinquency of merchantable timberlands is now state-wide In both Oregon and
Washinton; and is becoming a very critical problem in providing public revenue
and maintaining established communities.

In British Colubiab, on the other hand, the great bulk of the timberlands are
under a lease system from the Dominion or Province, paying a nominal annual
tax of $140 per square mile together with a royalty or severance charge at time
of cutting. In 103L the Province of British Columbia reduced certain timber
royalties 15 per cent ?Hemlock and Balsam logs and No. 8 logs of all other species.)
Further adjustments downward have been recently proposed. The present
royalties on crown grant lands In western British Columbia are $1.85 per thousand
feet on No. 1 and No. 2 logs and 60 cents on No. 8 logs.

The important comparison is that the great bulk of British Columbia timber.
lands pay only a nominal annual tax, with the royalty when the timber is cut
and an immediate return is received. But timberland taxes in the States are
fixed charges, payable annually whether there Is any cutting or not; have tended
constantly to Increase in relation to the value of the timber; and are determined
solely by community needs for public revenue.

Hence an import tax on logs is not only necessary to equalize competitive
relations between American and Canadian operators and to provide additional
employment at American loggng camps. It is also necessary to protect the
tan-paying capacity of Ame/ean timberlands and maintain the property tax
sy.tmni upon which existing western communities have been built.

If the Pacific Northwest-logging industry is to survive, it must have some pro-
tection in obtaining the ems volume of business now available. An import tax
of $1.80 per thousand feet would not exclude British Columbia, if really needed,
because of their lower production cost, but would to some extent equalize
American competition with the lower stumpage prices, depreciated exchange,
and cheap oriental labor of Canada.
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STATEMENT OF R. M. INGRAM, SECRETARY AND SALES MANAGER
OF THE 1. C. MILLER CEDAR LUMBER CO., ABERDEEN, WASH.

Mr. INGRAM. My name is R. M. Ingram. I am secretary and sales
manager of the E. C. Miller Cedar Lumber Co., of Aberdeen, Wash.

Tho CHAIRMAN. If you do not desire to be interrupted you have
the right to say that you do not.

Mr. INGRAM. I would be glad to answer all questions the Senators
wish to ask me, if I may.

The CHAIRMAN. You have five minutes. Go on with your state-
ment. I

Mr. INGRAM. Of all the shingles manufactured in the United States
s*id Canada the figures show that in 1929, 28.2 per cent were manu-
factured in Canada, in 1930, 30.1 per cent and in 1931, 38.1 per cent.
In other words, the production of shingles is constantly increasing in
Canada in percentage ratio at the expense of the United States.

In 1929, 77 per cent of all the shingles manufactured in Canada
found their market in the United States. In 1130, 77.7 per cent. In
1931, 79 per cent. In other words, they ai'e constantly increasing
the percentage of their manufacture entering the United States as amarket.

The percentage of Canadian production is being maintained in
Canada far better than in our United States industry. They must sell
most of their production in the United States, as they have always
done, as by no stretch of the imagination could their product be
sold to any considerable extent elsewhere.

I grant you that this foreign industry is represented largely by the
coalital of American citizens residing in the United States; but is
that capital to be protected, invested-in a foreign country, while our
laboring people and our American entrepreneurship are depending
upon our industry for actual existence? At the present time our
people are losing their homes and property, and fast getting to the
stage where serious consequences are facing our organized Govern-
inent as we now know it.

Let me describe to you the conditions on Grays Harbor, where I
live, where practically the entire population is dependent upon the
lmnber, shingles, and pulp business for existence. In 1929 we had
21 shingle mil Is. Now e have 11 shingle mills.

Of these 11 shingle mills, 2 are operating half time. One has
turned co-op. I have included our own plant in this estimate. We
have operated 17 days since the 1st day of November. Normally
we operate 17 machines. We have been operating 5.

In 1929 we had 20 sawmills operating on Grays Harbor. Now
we have 5 operating part time, in which, however, I included our
own, which has operated 17 days since November the let.

In 1929 we have 10 principal loggers operating and many small
ones. To-day there are two principal loggers, who are operating
with skeleton crews composed only of key men, producing a few
logs.

On Grays Harbor we market exports, intercoastal and rail. Our
export markets are practically gone because of British Empire prefer-
entials in Australia, New Zealand, England, and import tariffs into
Canada. Japan has been lost because of the difference in exchange.
France because of quotas and embargoes. Our intercoastal business

W
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is fast being superseded, what little there is left, by Canadian lumber
and shingles.

The other day there were two trainloads of cedar shingles from
Canada that went through the city of Everett, about 125 niles from
Vancouver. Transshipped from that point on American ships and
shipped to the eastern part of the United States for distribution
there, At the same time not a single shingle mill in) the city of
Everett was operating.

We have all tried to fight this thing through and in some way take
care of our people,

Senator GoRE. They paid a higher rate, did they notr on account
of the coastwise shipping?

Mr. INGRAM. I would presume they did; yes, sir, because they
move in American ships.

We have dissipated our capital to keep our people, who have spent
their lives in our country and in our industry, from starving.

The banking resources of Grays Harbor three years ago were over
$14 000,000. To-day they are less than $3 000,000.

WJThere are over 2,100 heads of families who are receiving charity
from our county in order that they may exist. That represents over
one-sixth of our population.

Ours was one of the most prosperous communities in the United
States four years ago. Now the Red Cross is distributing flour made
from Farm Board wheat in order that our people ma not starve,

Senator BARKLEY. Can you not say that about near y every indus.
try in the United States? If the Red Cross activities are to be the
criterion for the tariff bill and the revenue measure we ow find a
similar situation all over the country.

Mr. InoRA. But, Senator, in our country, as I say down there,
we were one of the most prosperous commutes m the United States
three or four years ago, bat because of these conditions beyond our
control in the lumber business this situation has resulted.

The CHAmIMAN. Your time is up, Mr. Ingram. You may file your
brief.

Mr. INGRAM. Thank you.
(Cie brief presented by Mr. Ingram is here printed in the record

in ful, as follows:)

Bir or R. M. INGRAM, or ADERDIOMN, WASH., PERTAINING TO WaSTrix RED.
CoDAR SHNnoEs INrDusTY OF THE PACIFIC NORTHWZST AN!) Disuculssxo
SmiCe CALLy ECONOMIo CONDITIONS AT GRAYS hlAnBOR TalRITORY

In discussing the red-codar chingle industry as one of the three major divisions
of our great natural timber resource lumber pulp, and shingles, I first want to
indicate th trend of American and Canadian production, using flures from
United 8tates Forest Service Reports on forest products and Canadian Forest
Service figures. (U110ea base 100 pe wntj

Yer MnWstuItd Mftu!IrW( Percent
in United State in Canadat

.... . . .......;. ; .: . ........... & a.e,000,000 s , 3.

............................ ,640%0... .2, w 8.2.

011 probatblyr show Anl=m production about one-half of 1981, with only a slight change In the 1931CanadianaOgure.
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Using the exports to United States figures from monthly reports Trade of
Canada, this very significant fact is learned.

ior shipnpes Per eentYear~p lucd Tnh'p tso

I ...... ............ ............... ................. 2162 (M 0 000 9 1 0000

................... ,4,000,000
191 ............................. .......... 1:011l, o w0O 9", 00% 0 70

The percentage of Canadian production is being maintained in Canada far
better than ir our United States industry. The percentage of their production
exported to the United States Is steadily being increased. They must sell most
of their production in the United States, as they have always done, as by no
stretch of the imagination could their product be sold to any considerable extent
in any other market. Should this great foreign industry not properly be asked to
pay something as their part in helping us balance our national budget in this
emergency revenue bill which vou gentlemen are now considering In return for
the privileges and the United states as a market they have always enjoyed and
depended upon? grant you that this foreign industry is represented largely by
the capital of American citizens residing in the United States; but is that capital
to be protected, invested in a foreign country, while our laboring people and our
American entrepreneurship are depending upon our industry for actual existence?
At the present time our people are losing their homes and property, and fast
getting to the stage where serious consequences are facing our organized govern.
ment as we now know it. Canadian shingle mills employ large percentage
orientals in their mills.

Let me describe to you the conditions on Grays Harbor, where I live, where
practically the entire population is dependent upon the lumber, shingles, and pulp
business for existence.

In 1929 we had 21 shingle mills- now we have 11 shingle mills. Of these 11
shingle mills 2 are operating one shift, or 50 per cent of production, I has beeu
turned over to the employees and ts being operated cooperatively; our own plant
has operated 17 days since November 1-4 or 5 machines--we normally operate
17 machines.

In 1929 we had 20 sawmills operating on Gray's Harbor; now we have 8 oper-
ating part time, in which I have included our own-17 daye since November Is

In 1929 we had 10 principal loggers operating and many small ones; to-day
there are two principal loggers with skeleton crews, composed only of key men
producing r few logs.

On Gray's Harbor we market exports intercoastal and rmil. Our export mar-
kets are practically gone, because of British Empire preferentials in Australia
New Zealand, England, and import tariffs in Canada. Japan has been lost
because of the difference in exchange; France, because of exchange and quota,
which, In effect, is embargo. You know the Russian labor situation, Our Inter-
eonstal business is fast being superseded, what little there i left, by Canadian
lumber and shingles.

Noirx.-Two trainloads shipped through Everett the other day for water
shipment.

Our rail markets are identicl with our intercoastal problem.
We have all tried to fight this thing through, and in some way take care of

our people. We have dissipated our capital to keep our people, who have spent
their lives in our country and in our industry, from starving.

The banking resources of Gray's Harbor three years ago were over $14,000,000;
to-day they are less than $3 000,000

Our county commissioner told nie just before I left that over 2,100 heads
of fmtlles are dependent solely upon our county for the food they ore getting
to live on; averaging five to the family, this is something over 10,500 people,
which is over one-sixth of our entire county population. City and private
charity is supporting a large part of our population that is left. Ours was one
of the most prosperous communities in the United States four years ago. Now
the Red Cross is distributing flour made from Farm Board wheat in order that
our people may not starve. For extra relief, our county spent $43,508.37 in
1929; $48,799.77 in 1930, $88,308.23 in 1931; and for January ond February
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alone in 1932, $87 089.04. Our county, along with our cities, todav is bankrupt
and can go no further. That avenue of charitable relief ts gone. "oa govern.
Mont relief is depleted. Up to March 15, es than 25 per cent of the taxes
had been paid in our count.V, and usually collections amount to over 60 per cent,
Taxes are not being paid on timber lands, mills, or homes, either real or personal
property. How are our laboring people going to live? We are not an agricultural
country.

Let me tell you what our people want. Here is a petition that tells the story
far better than 1 can express it:

Hon. WXISLsy L. Jowas, United States Senate,
Hon. C. C. DiLL, United States Senate,
Hon. ALDRva JoweNaoo, House of Representative,

Washington, D. C.
SMNATOPs AND CONOaRssAN: We want to work but can not as the cam

and mills here are shut down. We see by the papers that camps and mills rn
Canada are running and know that lumber and pulp in great uantitles are being'
shipped into the United states. We do not want welfare ald or charity. We
want our jobs and ask you to do your part by securing a tariff or an absolute
embargo on all kinds of foreign logs, lumber, shingles and pulp. Why should
all this stuff be dumped into our country causing poverty and misery for us and
the consfiseation of our homes when it is possible to open the camps and mills
here and give us work. We are American citizens with families and demand
your help now to give us back our jobs.

Twenty-one signatures annexed to this petition.
Gentlemen, it i. in your hands to help these American workmen get jobs, and

not force them to demand the dole and Federal charity which they must have if
something is not done soon to get them back even part-time Jobs on t basis that
will permit them to earn enough money to weather through this economic crisis.
No self-respecting American citLzen wants the dole or wilfacept charity, except
as a last recourse, and then it will either be demanded or gotten in some other
way. A temporary duty of 25 per tent ad valorem will make Jobs for thousands
of loggers and shingle workers in the American shingle indsutry, and at the same
time raise considerable revenue for our Federal Government and help balance
our National Budget.

Gentlemen, the situation which I have described on Gray's Harbor is identical
with a similar condition which prevails in all other parts of Washington and Ore.
goi where the shingle industry and lumber industry and pulp industry are sub.
Jeeted to the same factors we are. My prayer to you from our people is that you
grant us this temporary protection in the revenue bill which you are now consider.
ing, and I am afraid, without threatening, because I am certainly not here for
that purpose, that if something is not done serious consequences for organized
government as we know it must be anticipated.

PoLAoN LUMBER & SHINGLIO Co.,
M "RM. a Hoquiam, Wash., April It, 1932.Mr. R. M. INGRaAM,
E. C. Miller Cedar Lumber Co., Aberdeen, Wash.

DZIA: Ma. I4GRAM: The following is the list of statistics which I secured from
the county treasurer and county auditor Saturday, April 9.

One-quarter of all the vacant property in Grars Harbor County is either in
the hands of the county through foreclosure or in the process of foreclosure
Up to Match 15, 26 per cent of the taxes for 1931 had been paid, while usually
the collections amount to 0 per cent by March 18.

The following figures are the amounts spent on extra relief In the past four
years: 1929, 05%,08.,7; 1930, $48,799.77; 1931, $88,808.28; 1932, $37,989.04
(this amount for first two months otdy).

The above amounts do not include the county hospital, county farm, or
widows' pensions. In addition to this, Albrdeen, Hoqulaim, Montesano, and
Elma have spent large sums for their own relief.

Very truly yours, . . POLSON.
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SonooL DIsRiy No. 123

0, H. Ronrs, Oota, Wash., ApW 8, 18.

Chairman, Ooeta.
MARGARNT CONAWAT,

Clerk, North Cow.
GUSTAV NhusotN

Westport.
PAUL H. Hxrcucoca,

Superintendent Oo0ta.
Mr. R. D. MACIE, Markham, Wash.
My DAR MR. MACKIE: Replying to your inquiry of this date I wish to advise

you that the Weyerhaeuser Timber Co., the Milwaukee land Co., and other
lumber Interests in this district have not paid their taxes this spring, and we find
our finances in a serious condition., I understand this is the first time in the
history of this district when these two major companies have not paid their
taxes on or before the 18th of March In order to claim their cash discount.

You may know that four timber companies pay 87 per cent of the taxesin this
district. Unless they are able to meet these taxes or a major portion of them
before the close of the current school year It will probably be necessary for us to
lose our high school altogether for the coming year.

At the close of last school year (June 30, 1931) we had a cash balance of $7,136.
Today we have outstanding warrants in excess of $10,000. I think you can see
the seriousness of this nonpayment of taxes to the public schools of this section.
I believe our situation Is typical of many others.

Very truly yours, PAUL H. Hi~ucoos.

P600".HNSocO

Shingle produdion

[From Unitod Stat. Tatiff Comwieton Report on Slug ls, p. all
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IFigres from Edwards brief before Ways and Means Committee in behalf of United States cedar

I Rum from U. 8. Forest Service reports on forest products and Canadian Forestry Service.
$o ngum s a tlomated.
N om-Oslns and losse all figured from 1931, the year of arf retowal
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Western red otdar shingle production

Wahington Oregon 1ohimb Toitc

Fetn e Peet FeelI ............................ . 6, 0*01, 000 2306, 00 ,2, 89 s~0, OW W4 , M, Mo
5o ,333,314,000 330,073000 2,229,473,000 7,893,514,ft..... ........... . ........ 3,4, 77 000 301,979,0, O 1,0, *4, 311, o1931 ..... .... ........ 2,044,670,000 180,990,000 961,240,0 M , 3. ,

1928, 1929, and 1930 figures are by the U. S. Forest Service and the Canadian

Forestry Service. 1931 figures are estimated.

Canadian shingle exports
1U. S. Tfit! Commission report n shngles, p. 70]

State. Ya Tota exprts t toYear Total exports Unllid Stare Year Total export ts l to

191 ............ lP, SK 000, 0 1,810,00%000 11 .............. , 50, 8000, 000 2,80,000
2, 001k,000 10. 000 198......,87,000.000 1, 84800etoot ................. In I ................. 00 00 3,O1,70m 00 12................00 233,001 000 %17tIo.............. 1740,

IM3 .......... 2.... N& 9, , 000 0 ..............'1 302"1 ODD--1 8,
1924 ............. z2%,8o .oo ............... I, 2 ,0

I From Monthly Reporte, Trade of Canada.

Senator JONES. I have a short telegram fro our governor which I
would like to have read.

The CHAIRMAN. We would like to hear fro the members of the
American Legion so we can get through in time for adjournment,

Senator WALSH of Massachusetts, Reutd the governor's telegram
into the record.

Senator GonE. Is it understood d that the oil and coal peoph ean
have two legionnaires at least appear in their behalf? I would like
to proceed that way.

Senator JoNEs, wwo d like to have read this telegrain from or
governor. It will take but a monent.

Senator GouE, Why not have the legionnairM furnikh their state.
nients and have then pointed in the record? I 11 sure we would all
lelad to read them.

ThO CHAIRMAN. If the Senator will read the telegram from the
Governor of Washington.

Senator JONES. Mr. Iamwell will read it.
Mr. RAMWELL (reading):

H~. UHMULL, * OLYMIPIA, WASH., April 19, 1032

Hotel MaUyflower, Washington:
Please impress upon legislative bodies we can not endure another whiter of

unemployment and hardship such as we are now passig through without very
serious consequences. Thousands of honest deserving citizens of the State of
Waslingon are without work and our means of furnishing them stibsistece are.
practical exhausted. Am fearful of what may happen unless Congress provides
relief that will enable us to start our industries' going again and niarket the prod-
ucts of the State in our own country.

ROLAND 1 f AiuTLEY,Gectero (ofWadhinOton+.
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SelIator STEIWVER (interposing). Mr. Chairman, might I take just
a minute to make a request?

The CHAIRMAN. Yes.
Senator STEIWEII, I do not want to make any unreasonable request

and will not attempt to press it unduly, but I should like to state to
the coiniUittee that there are four lumbermen here from Oregon who
have 'onie here to support this tariff. They have not been repre-
sented by any of the speakers who appeared before you this morning.
They have very earnestly requested that I ask the committee to give
them five minutes apiece. Could that be done?

The CHAIRMAN. I should like to ask whether they have briefs
prepared or statements?

Senator STHIWEIt. I do not, know whether they have or not. I see
that one of the men shakes his head. I am told that briefs are not
prepared. Their statements will be very limited in point of time,
andi I wish to say that they are most reputable and representative
men; they are not employees but principals who are vitally concerned
in this matter.

The CHAIRMAN. That would be 20 minutes more.
Senator STMWER. I should be very glad indeed if that allowance

could be made to them.
Senator HARRISON. Mr. Chairman, if you are going to do that it

will disarrange the program. 1 suggest that if you are going to per-
mit them to appear you let them come at the close. We have a lot
of witnesses present who have remained here to be heard.

Senator ST IWER. There will be no objection to that. They have
come from a great distance and certainly would like to be heard, and
they would be willing to be heard at a later time.

Senator HARRISON. We will have a request from the other side for
20 minutes more, if this be allowed.

Senator STIAWER. I realize it is a little imposition on the committee
and that the other side would be entitled to consideration, but I hope
you will grant this request.

Senator HAmUsoN. We have had that request from everyone.
Mr. Faur~ M. OLIvER. The opposition has been given 45 rnitntes.
The CHAIRMAN. Yes, and I assume if any additional time is granted

they will have to be given additional time in accordance with that
granted to the opponents.

Senator STMEIWR. I will appreciate your giving them this time at
your pleasure.

The CHAIRMAN. We must get along as fast as we can, and we have
certainly been trying to be fair to everybody. You may proceed,
s)nd if you allow interruptions that will be taken out of the 45 minutes,

Mr. Ommvka. A division of time has been agreed upon among the
witnesses. First we will have the spruce producers. Mr. Winton will
speak for them, and I will ask that no interruptions be made during
his direct statement, which will require about 15 minutes, and he will
reserve five or seven minutes to make answers to any questions
propounded by members of the committee.

The CHAIRMAN. You may proceed.
Mr. WINTON. I will appreciate it if you gentlemen will reserve

your question until after I have completed my statement. We hope
we will anticipate the most of your questions in our testimony.

The CiArMAN. Proceed.
115102-32---43
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STATEMENT OF DAVID J. WINTON, MINNEAPOLI8, MINN,, AP.
PEARING ON BEHALF OF THE AMERICAN STOCKHOLDERS WHO
ARE SUBSTANTIAL OWNERS OF THE THREE LARGEST SPRUCE.
PRODUCING MILLS IN THE INTERIOR OF WESTERN CANADA,
THE EAGLE LAKE SPRUCE MILLS, THE PAS LUMBER CO, AND
THE B. C. SPRUCE MILLS (LTD.)

Mr. WINTON. Sly name is David J. Winton; I appear here on be.
half of the American stockholders who are the substantial owners of
the tnrce largest spruce-producing mills in the interior of western
Canada, the Eaglo Lake Spruce I ills, the Pas Lumber Co., mnd the
B. C. Spruce I ills (Ltd.). These three mills produce substantially
one-half of the spruce lumber manufactured in western Canada, ex.
eluding a special variety knOWn as sitka spruce.

Those owners are citizen of the United States 'ho have invested
their money in Canada. Their Canadian lumber holdings are much
less important than their United States holdings; they own or control
about 8 feet of timber in the United States as comI)ared with each foot
in Canada.

These American interests ore primarily concerned with spruce
lumber and will accordingly conflhe their 'testimony. Our compti.
tion is negligible with the fir producers in Waslington and Oregon,
who are the principal proponents of the proposed tax.

We are strongly in favor of any measure which will protect Ameri.
can labor against unfair comrpetition or which will assure to our Ameri.
can unemployed additional sources of emiployment. We believe,
however, that an additional tax or tariT on spruce lumber will not
accomplisht any of these things.

Gentlemen, I should like to first dispose of the tariff features of the
lumber situation. Some questions were asked about the Tariff Coin.
mission's findings this morning. Only a few months ago the Tariff
Commission, sfter an exhaustive investigation, found that the present
duty of $1 was sufficient to equalize the difference in production costs
of lumber as between the United States and Canada, without taking
into consideration the effect of depreciated currency. In other
words, the American producer with a tariff of $1 is at no disadvantage
with the Canadian producer,

Some of the proponents of this. tax have suggested a new feature
in the situation; namely, the effect of depreciated currency, intimating
that 8 or 10 per cent difference in exchange gives the Canadian pro.
ducer an advantage. This phase has just been investigated by the
Tariff Commission. We understand that it has only to-doy issued
its report on wood pulp in response to a Senate resolution in which it
investigated and reported on the effect of currency depreciation and
the necessity for placing some additional tariff to compensate for this
depreciation. We have not had time to thoroughly analyze this
report, but we understand that it findsin substance that no additional
tariff is needed, generally speaking, for the reason that relative pro.
duction costs have finally adjusted themselves to new levels so that
p reduction costs are now on the same relative basis as formerly.
This finding is in harmony with studies made by other economists
which show substantially the same result. This being true, an
additional tax or tariff on lumber is not needed for the purpose of
putting both the American lpr, lucer and the Canadian producer on
an equal basis from the standpoint of production costs.

670
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In general, neither American nor Canadian producers are operating
at a profit. Lumber manufacturers are not selling lumber for enough
to cover depreciation or the full investment in standing lumber.
The present low prices art barely sutlicient to cover direct operating
expenses. This means that there is no margin above direct operating
costs out of which any additional tax might he absorbed by the
Canadian spruce producer to enable hir to, enter the American
market. The imposition of an additional tax would mean, therefore,
that the Cantadian spruce producer .must obtain higher prices for his
pro'iction and that one of two things would happen; either prices
would be increased to the consumer or the Canadian imports wild
be shut out of the American market.

'the only question for the committee to determine, we think, is
whether as a mattAr of policy all spruce imported lumber from
Canada should be shut out of the American market or the prices
should be raised to the American consiners. I shall spenk br-ietly
as to the second proposition, nmely, the advisalbility of increiling
the i'ice to the siuce consumer.

American consumer should not pay increased price for spruce
lumber, I want to make it clear that the tmm kfaet,'v of spruce
lumber is a distinct industry to itseft', and its problems are in no way
embroiled in the problems confronting the west coast lumberman.
Canadian spruce is not a material factor, generally swti king, in con-
petition for ordinary building purposes with fir. Cdnsequently,
spruce is iot t material factor in the depressed conditi on of tie fir
industry.

The proponents of the ttax say that no inelease ini lrive to the von-
sumer will result from the proposed tax, but this is a debatahle q(Iws-
tion. It is Certainly improper that tile consuming public he required
to lick out this particular industry from all of the sufing in(lus-
tries and silbsidize it by paying increased prices. Particularly is
this true as to lumber bleetllse lumlbr I'dls among the class ohf comi-
11odities which are necessary to our economic life and es peeially iM
tile rurl districts.

It iA important that the price be not increased to the consumer for
tile rel son that splico importations5 aro needed in this country for
social purposes. Although tlworetically there is some degr e of
competition between all woods, from it practice stan l)oitit, slw('e is
not an important competitor with fit and yellow pine for ordinary
building purposes,

There are certain localities such as New England where snpr ue , has
beetn used for generations and where there is still a considerable
demittnd for spruce by users who are willing to pity the higher prices.

While sjpiwlie lh.s beni prac tically forced out of the i i 11rct as it
comluion building material, spruce hasl many important eiraocteristics
di rering from other wood(s which make its use desirable, even essnt iil,
for certain purposes. Some of these principal chntlteisiies are lhnt
it iA odorless, htas no resin ill the'fiber of its wood, lighter tima other
softwoods of the samle strength, atnd so forth, Because of these
characteristics spi'uc e is d..rable for use as egg Ibxs,, bill (vr boxes,
refrigt itto rs, aind nillilli'Olls other important lt1r)olsvs which 1re 1ot
enuinerated beau of the li lit(d tfilin. (,el rally swlkig, t .'eje-
fore, spruce is n)w msel prilmeilamly for Speil i hiditril 11!,o- 11nd for
certain ltuil(Ii ug 11,4e wlir its Chil raetristics 111111W, its USV C-e titill.
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rh total softwood lumber produced in the United States during
1929 was 29,8134,000,000 feet. The total spruce produced in the
United States during that same year was 568,257,000 feet, substm.
tially atll of which was consumed for domostie purposes. The total
spruce imported into the United States, substantially all from Conada,
in the saime year was about 500,000,000 feet, These figures in(ic-Ie,
first, that the spruce impIortations ari rot tai important factor in the

general lumber trade; and second, that the spruce produced in the
United States was not su~cient to take caro of local needs and that
additional spruce was imported from CanadL for that purpose,

If the spruce consumer continues to insist on the wood which he
has. used for so many generations, and which is so adequately fitted
to his needs, he will be forced to pty a higher price for it.
The next point I want to make is that there is no reason for prof.

orential treatment of the lumber industry. The main argument
of the proponents is that the lumber industry is in a depressed con.
dition; that something must be done to save it; that the tax would
not increase the price to the consumer but or. the other hand the
American lumber industry will be aided through a greater market,
thus increasing employment for American labor.

The condition of tie lumber industry is generally attributable to
two factors: First, the general business depression and second,
needless overexpansion by the industry itself. -The present economic
depression has seriously affected industry business, farmers, laborers,
everyone. The condition of the lumber Lusiness compares favorably
with many others. The Departrnent of Labor's price index figuresshow that the decline in lumber prices between January and Decem-
ber, 1931, corresponded in a general way to the decline in prices of
other cov niolities as follows:

indox for Indox for Percent.

Jao,,1931 D ,c,,I3I ajgo ofdecline

Lou tber ............... I. .............................................. 70.4 08. 13.38tmhwinttfocttrud particles ................. .. *. ......... 73.7 W,7 135
Furp) products .......................................................... 73.5 M. 7 24.8
All edmmodtii ....................... ... 78,2 8e0 12.

The decline in the price of lumber during 1931 has corresponded
generally with the all-commodity trend whereas the decline ii prices
on farm products has about doubled that of lumber. A more com-
prehensive compairson has been made of the price tendency on
lumber with all commodities and certain other trends which shows
that from 1924 to 1930 the trend on lumber prices has followed very
closely the all-commodities trend. These figures are available for
verification.

Aside from other objections, these figures are alone sufficient to
reject the special treatment proposed to be accorded the lumber
industry as the beneficiary of a prohibitive tax at this time. Other
and more basic industries are in at least an equally depressed state.
No good reason can be advanced for this preferential treatment.

I next want to say that the lumber industry will not benefit by
the tax. We believe that the American producer will not be bene-
fited by this additional tax. While Canadian lumber will be sub-
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stantially eliminated from the American market, the total United
States production will not be increased. Canada will be forced
through preferential trade agreements, or through other means to
take from America a corresponding amount of exports to other
countries. The present American lumber exports to foreign countries
are more than double the Canadian imports to this country, the
imports from Canada being less than one-half of the American soft-
wood exports to other countries. The Canadian producers would
be forced to obtain a sufficient amount of this foreign trade to offset
the markets which they would lose in the United States. The not
result in so far as the American producer is concerned might very
well be worse. This is demonstrated by what hits happened already
since the establishment of the tariff rate of $1 since the Canadian
producer upon losing a part of his American market with prospects
of even greater losses has ben forced to recoup elsewhere through
preferential trade agreements. r

The other principal trouble in the lumber business is the needless
overexpansion by the industry itself. The solution of the problem
lies in the hands of the fir producers themselves. They should take
some active steps on their own part to eliminate unreasonable com.
petition and indiscreet overexpansion. The general public should
not be required to pay, for the economic evils within the industry.

I next want to take up the preferential tariff situation. The pro..
ponents of the tariff refer to the preferential tariffs in seeking an
additional tax on lumber.

In 1929 the United States exported 3,079,000,000 feet and imported
1,368,000,000 feet of softwoodlumber. In 1931 the proportions of
the foreign lumber trade balance were approximately the same there
being exported 1,629,000,000 feet of softwoods as compared with
750,000,000 feet imported. Our softwood lumber exports during
1931 were approximately two and one-eighth times our imports.

If Canada is shut completely out of the United States market she
may be able to formulate further preferential agreements which
would completely restrict the UnitedStates producer; furthermore
she may negotiate trade agreements with other countries with like
effect.

The result of eliminating the Canadian importations may cost us
do,ible that amount by the loss of exportations to other foreign
countries.

I will now take tip the proposition that the proposed tax will not
create additional revenues. In our judgment, an additional tax on
lumber would in fact reduce existing revenues instead of increasing
them. About 95 per cent of the softwood importations into the
United States are from Canada. An additional tax would place such
a burden upon the Canadian operator that he would be substantially
eliminated from the American markets. There would be no addi.
tional revenue from the tax; also because of the stoppage of ship-
ments the present revenue from the duty of $1 per thousand board
feet would in large part cease,

Lumber manufacturers are not selli" g lumber for enough to cover
depreciation or the full investment in standing timber. The present
market prices are barely sufficient to cover direct operating expenses.
There is no margin above direct operating costs out of'which any
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additional tax might be absorbed by the Canadian spruce producer
to enable him to enter the American market.

My next point is that spruce lumber and woodpulp must be treated
alike, Spruce lumber and woodpulp must be considered together,
otherwisei a great injustice will be done to Amterican owners of spnr'tce
lumber mills in Canada. The same spruce forests 'Oan to a great
extent produce either spruce lumber or pulpwood. If by assessing
a tax on import spruce lumber further importations are stopped from
(anada, the inevitable result will be for Canadian spruce timber t0 be
Converted to pulp rather than to lumber. Pull) is on the free list
and can continue to 1) imported into the United States on the same
basis its heretofore. As a matter of fact, the tendency is already in
that direction under the present tariff rate. This is particularly
true in eastern Canada where spruce lumber producers are rapidly
switching from u111mber production to pulp) imnufacture. The
injustice in this is apparent. Tle tax on spruce lumber would
not injure seriously the Canadian owner of the standing timber
whether it be atn individual or the Canadian Government I)catse
the forests could be utilized for pulp production instead of spruce
lumb1er. however, the American producers of spruce lumber would he
'liined, their plants would become vidueless, and their property in

effect confiscated. The point is that the two mist be Considered
jointly. This has reference primarily to spruce lumber as distin.
gulished from other species of lumber imported from ("anada.

My next point iS that any benefit to lumber producers wil be at
the expense of the geril public. It is our belief that the American
lumber produer will not ul tiately obtain a greater market. llow.
ever, a benefit from either increased prices or increased markets
would be a t the expense of the general American public.

rI'lIf tot'1li Anieri(an in vestments abroad at the end of 1 930 approxi-
mu1te, d $1nmm)o ,Ooo. Of tlis amount approximately $4 ,000, 00,00
were inve(ed in (anada, about evenly divided, $2,OOOOOOOO) each,
between (1) )i0nd, and (2) stocks, Qr equities in businesses. This
amount is almost equivalent to the total American investment in
Europe, amounting to alpproximately $5(10,00,00010,) and is $1iO)O,-
t)00,)00 in excess of the total American investment in South America.
The Allerieinit people are more vitally interested in Canada than in
any otier foreign country. Over 21 per cent of (anada's entire
wealth is owned by investors in the 1Inited Stttes. Only 12 per cent
by Englishmen aid 2 per cent 1)y other nationals.

S'anada is not primarily a mainufacturing country. It exports raw
prodflet's 1111d in return ji ports manufactued articles to a large extent
from the Lnited States, Of the total exports from (nt tilda 'mlte the

'lmitel State , forest )'olucts constituted lp)proximately .14 per
p(' ('mnt tf1r tlle year ending March 31, 1931.

()f th ttal exports ( th e world from (C'anada, forest products
C'tstitlite"d 2S..t per ('emt, an(I agricultural iproducts 36.6 per cent.
The predltnmiittinlt exports. to the world firoi (atnil are Ut.ric(ulti mal
proi'lcnts, w hllas to the I unitedd States the preloninating exports
ONe forest ptohletu',t, including, oh' course, pilp as well as lu1mber.
( 'I Uid 1 l Iti be pr(m'Iitt i to pay for goods with good".s, If (',anid

is 1I1t1hite to pay for its 1mitaiul'uet ired articles by 1)onj)oltilt. ifti this
cvottntry it, lot,;t 1r'odtucts which' colstitll ,i'o vr ,Ime-11111, of itz
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total exports into the United States, then one of several contingencies
may happen, any one of which would be detrimental to the United
States.

The first, and the most likely, contingency is that Canada would
market her lumber elsewhere and would to that extent displace hn-
her previouslyy sold in those sitme markets by American producers.
While this would enable Canada to pay her interest obligations, and
so forth, on securities held in this country, it would not give the
United States the same amount of export trade of manufactured
articles to Canada in the future, and to that extent the public gener-
ally would be injured: nor would the American lumber manufacurr

benefitedd because his total output would not be increased.
If the Cinadian forest products are driven out of our lnarkets a

second possibility, of course, is that Canada will he unable to sell
its Ilumlber elsewhere. hi that event, the probable efl'et would be
to cause the rato of Canadian exchange to fall, thus cudanlgering
interest paymlients by Canada ol securities held by Aminerict banks
And insurance companies, .as well its endangering the integrity of the
principal amounts. If this contingency were to result the Aneriean
Investors would ulffer, and the lmber lJrodu('er wo1dd also probably
indirectly stifler.

A third possibility: If Canadian lau ber is shut out of the United
States 11nd if Canada is ittble to sell the same amount of lumber
in other markets, she might, in order to meet her obligations, further
displte a ltrtion of her agricultural products in the markets of the
world. In this instance mor agricultural interests would suffer and
the lumber producers benefit at the expense of our most depressed
indu11try....

I (shank you, gentlemen of tie committee.
The CHJAJItMAN. Mr. Oliver, who will yout have speak next?
M4r. OIVEIt. Mr. Chairman, may we file, with your permission,

for the record a short brief v, hiih will elaborate somewhat the test|
moniy just given by Mr. Winton'?

Tie CHAItMAN. That will be perfectly agreeable.
Mr. Oavimt. I now hand it to the committee reporter,
(The )aper referred to is hero made a part of the record, as follows:)

BltiET IN B3EHIALE OP SI'R TC1 LUMIEt

My name is 1). J. Winton; I appear here on behalf of the American stock-
holmers who arre the sulMtatial owners of the three largest spruce producing mills
in the iterio' of western Caniada, the Eagle l,J Spruce Mills, the Pas Lumber
Co., and the 1. C. Spruce Mills (Ltd.). These three mills produce sulstantially
one-half of the spruce hlumber manufactured in western Canada, excluding a
special variety known as sitka spruee. They slip much more than one-half of
the spriwe lIuhier exported front western Canada into the United States.

These owners are citizens of the United States who have iIIVestCd their money
in Canada. Their Canadian lumiber holdings are much less important thai their
United - tates holdings; they own or control about 8.05 feet of timber in the Unitod
States as comlired with each foot in ('annda. These producers feel, however,
that all -iOditioml tax would not benefit their American interests b ut would only
injire their Canadiai iropertie.

'i'l ics' Anivrivan interests are prinitarily converlied wvith 8 ,1true lntr miad will
ace' irdhlaldv c(iiine their testinmonm, dealing onkl tbrielly witl tlie Velilrali n!l iinr

situat ion., Oir commit it ion is mligilgile wit it tlie fir in tiers in Was hininigi o and
Orcgon, whio are th., lrincilal pro)hnenti of the propnsel tax. We s hall atielllt t,

to show the cotlimtittce thait thierc is 11 j istihiciaion ceilioltiially ofr Otlerwisl:
for I 1w asss"'niit of a tax oi illnmrltd Slpru lillvetr dtv; ! o t he speeial cirv'ii-
itaties and I e julitiouts sirroudi !ing the .r"1liction llanld uist () ,'S in cc.
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We want It distinctly understood that. we believe in the policy of protect ou
for our Infant Induitrlem. We also are strongly in favor of any measure which
will protect American labor agalivt unfair oyipCmtlitli0i or which will atsoure to our
American iltteniloyed !'d(itional sources of enlploynienl. We believe, lowevert
that an additihnal tax or tariff on lumber, especially Apruve, will not accomplish
any of these things.

svltUC&C 10 P'RtIMARILY A SPECIALTY WOOD AND I LAtG:LY NONCOMPETITI V

Although theoretically there iN setoe degree of coimlet itioun be weeti all wood,
fron a practical stinndpoint spruce is not an important competitor with fir and
yellow pine for ordinary building pur pxs#s. ''lhese two woods have practically
superseded spruce as it common hulhli||g material because of their low-eoit
production. There are certain localities such as New England where spruce has
been used for generations and where there is still a considerble dendfl for
SpruCe by users who are willing to pay t he higher prLices.

While spruce has been prcttcally forced out of the market as a comnmoin huild.
ig material, spruce has many important chliracteristil's difterinig front other
woods which make its use desirable, even essentlal, for certain piurlpesom. Soine
of these principal characteristics are that it Is odorless, has tio rnmi ii tli fiber
of Its wood, lighter than other softwoods of the same strength, etc. Bevalels of
these characteristics sprue is desirable for use as egg boxes, butter boxes, re.
frigerators, and numerous other iinportalit plrposes which are not eniunerated
because of the limited time. Genterally speaking, lhberefore, Spruce is now used
principally for special Iitdustrial uses and for certaiii bIildiig uses whet,r it
characteristi.s make its use essential,

Tlrhe production of spriuce in the unitedd States has been decreasilig and is not
1ow sufficient to take care of domestic needs. Canadian spruce k. needed to
supplement this inadequate supply. ]Furthernore, spruce thniher it the United
States Is being diverted to pulpwood purposes because of the increasing nied forraper, wit prospects for a continued increase in that iue. This poinN to it still
Further deficiency In t be suiPl)ly of spruce lumber for future doinestbe needs.

The total sodwood lumber produced In the United States during 1929 was
29,813,000,000 feet. The total spruce produced in the United States during
that same year was 568,257,000 foot, substantially all of which waN consumuied
for domestic purpose. Tht total spruce imported into the United States, sub.
stantialiy all from Canada, in the same year was about 500,000,000 feet. These
figures indicate, first, that the spruce importations are not an important factor in
the general lumber trade; and second, that the spruce produced in the United
States was not sutpclent to take care of local needs, and that additional spruce
was imported from Canada for that purpose.

T131 PROPOSED TAX WILL NOT ORATE ADDITIONAL REVENUES

In our judgment, an additional tax on lumber would In fact reduce existing
revenues instead of increasing them. About 95 per cent of the softwood iii.
portations into the United States are. front Ca-tada. An additional tax would
place such t burden upon the Canadian operate that he would be su)stantiailly
eliminated from the American markets. There would be no additional revenue
from the tax; also because of the stoppage of shipments the present revenue from
the duty of $1 per thousand board feet would, in large part, cease.

In general, neither American nor Canadian producers are operating at a profit.
Lumber manufacturers are not selling lumber for enough to cover depreciation
or the full investment in standing timber. The present market prices are barely
tiiffticient to cover direct operating expenses. There is no margin above direct
operating costs out of whici anv additional tax might be absorbed by the Cania-
dian spruce producer to enable iint to enter the American Inarktet. If the spruce
consunter colitillu e's to itisist (oit the wot lih has used for so nmy gencratiois
and which is so adequately fitted to his niceds, he will be forced to pay a higher
price for It. In other woris, one of two thing,-, will happen. Either prices will
be Increased acicordinglY awid the consunmer will pay the i, creased prices or the
Ca(nadian Imports will b e shut out of the Anmerican'market,

This is suspcj)tible of d(cmlnstr4ti(n )v reference svvrely to the Tariff' Coin-
uiisshons report on IIm!,nbr, The Tariff (cmninission made an exhaustive in vctti-
gation as the result a Senate resolution, and found ini its report recently isrtwd
that te present , .f $1 wits sufficient to equalize the (tiffercnce in production
costs of lumber Its tjetween the United States and (,alaudt without taking into
cwnsideration the effect of depruciah4d currency on the situation. We belive
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that the Tariff Commission was in error and that Canadian producing costs are
actually higher than thome In the Statem.

However, assuming the Tariff Conrnission's finding correct, the tariff rate of
$1 per thousand feet equalizes production costs between the Canadian and
American producer. If the American producer is facing ruin because of his
inability to sell hIs product at a profit, then it is obvious that the Canadian
producer whose costs have been equalized, can not aborb any additional amount
out of the selling price and continue to compete. In view of the commission's
finding it is unnecessary to produce further figures to demonstrate that fact,

Proponents of the tax contend that conditions have changed and that the
Tariff Commission's finding is now inapplicable due to the depreclaton of
Canadian money which they allege enables the Canadian producer to manufac-
ture his product at a lower Zost.' They insist that an additional tax is necessary
to overcome the effect of currency depreciation.

Our investigation shows that 'conditions have since adjusted themselves so
that the Canadian producer has no advantage in production costs as the result
of the depreciation in Canadian currency, and therefore no additional tax or
tariff duty is necessary for the purpose of offsetting the so-called advantage.
Studies have ieen mad which develop that temporarily the foreign producer has
an advantage when his producing country departs from the gold standard, but
that very shortly thereafter there begins a process of adjustment with the ulti.
mate result thai the relative production costs are finally on the same basis.
These studies show in substance that there is an adjustment to the new currency
values through ,;arious processes, for instance either the cost of producing the
article in the foreign country tends to increase or the cost of production in the
United States tends to decrease, or the domestic costs fall faster than the foreign
costs. That is exactly what happened in general as between the Unied States
and countries whose currency is off the gold standard.

The effects of currency depreciation is it matter which requires expert study
aid u lyvis. It is iml)ractica)le in t hearing to demonstrate the correctness of
iiciorreettniss of cost figures; such a matter should be referred to n body of experts
for determination. If the committee is to give considerfition to the necessity for
compenisating for depreciated currency, that question we feel, should be mnsade
the subject of study by lmpartial experts whose duty It is to report to the com.
mittee their finding. It is higldy unfair to accept partisan figures as conclusive
evidence of the supposed facts.

An excellent illustration aga int the acceptance of partisan studies cn be had
by reference to two studies recently made on woodpulp. One of such studies was
prepared by interests represonting the so-called self-contained American wood.
pulp mills. It proves concluhively that an additional tariff should be levied to
compensate for the effect of depreciated currency. On the other hand, a study
msde by a committee of woodpulp converters in the United States in opposition
to this'position equally conclusively findt that conditions have since adjusted
themiselves and no tariff is justified.

Hlere we ha ve two studies, both apparently conclusive but arriving at exactly
opjistte owiclusloIt. The point is that studies of this kind should he carefully
an h.zed and should receive the sanction of a body of disinterested experts.

Neither the proponents nor ourselves are in a position to malke suchva study.
Sufficient information is not avatilahble to them or to us. They have not access to
Canudian costs nor to all of the cos',s in American mills. dnly t governmental
agency c(m1n with any reasonable degree of accuracy make sucl t study.

Sp ruice lumber atd woodpdlp must be treated alike. It would be inequitable
to single out spruce lumber !itom other spruce forest products for special treat.
ment in the way of taxes. spruce lumber and woodpulp must be considered to-
gether' otherwise t great injusti e will be done to American owners of spruce lunt-
ber mills in Catnadt, he same spruce forests can to a great extent produ-c either
spruce lumber or pulp wood. If by assessing a tax on import spruce lumber fur-
ther importations ara stopped front Canada, the inevitable result will be for Can-
adiain spruce timber to , converted to pulp rather than to lumber. Pulp is on
the free list and can contime to be imported into the United States on the same
basis as heretofore. As t intuter of fact, the tendency is already in that direc-
tion under the present tariff rate. This is particularly true in eastern Canada
where spruce lumber producerss are rapidly switching from lumber production to
pulp Illanufacture. The injustice in this is apparent. 'The tax on spruce lumber
would not injure seriously the Canadiain owtiers of he standing timber whether
it be an individual or the Canadian Government because the forests could Ite
utilized for pulp production instead of spruce lmier. however, the American
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producers of spruce lumber would be ruined their plants would become valheless,
and their propertyin effect confiscated. Tie point is that the two must be con.
sidered Jointly. This has reference primarily to spruce lumber as diatinguishied
from other species of lumber imported from Canada.

There is no good reason for preferential treatment to the lumber industry.
The main argument of the proponents is that the lumber industry is In a depressed
condition; that something must be done to save it; that the tax would not li.
crease the price to the consumer but on the other hand the American lumber in.
dusty will be aided through a greater market, thus increasing employment for
American labor.

In our opinion this is not the proper time to determine the proplriety of a tariff
rate or the amount of the protection necessary for an industry. This is a rel'enue
bill, and it Is our view that the measure will not increase revenues but will, in
fact reduce them.

The plight of the lumber industry Is generally attributable to two factors,
First, the general business depression, and second, needless overexpansion by the
industry itself. The present economic depression hIas seriously affected industry,
business, farmers, laborers, everyone. Although the lumber business would hiave
itself selected as the beneficiary of this special tax or tariff an investigation reveals
that in fact its eondltioa compares favorably with ma,,ty others. The Department
of Labor's price index figtures show that the decline in lumber prices between
January and December, 1931, corresponded in a general way to the decline in
prices of other commodities as follows:

Indox Mor Indox ftr Preent.
Iteill Jtin ry, 1)ec il ,  tlgop If

19I her, itii I tl ne

Lumber ........... 010 4 61 , 13.3
ln n lfectur ii , n lvlu . . .............. ...... .............. 71.7 091. 7 13.5

F im ..................... . 73. . . 7 2 .
All co lditdlieq ........ ... . . . .6N, I 2 !

The decline in the price of limber during 1931 ham correspoidod ge-neritlly with
the all-coninloditv trend wlore,,u the (lelin. In prices on farm prodlicts ham abinit
doubled that of rul)or. A moro coinpreiensive comparison tit )eoil made of
tile price tendency onl lmber with all commodities and certain other trends which
show that from i1924 to 1930 the trend on limber prices hal fMllowed very closely
tile all-comniodities trend, Tiese figures are available for verification

Aside from other objectiois to the proposed tax tlese figtires trir alone at sifti.
cilot reason to reject the special treatment proposed to he itcorded tie luber
industry as the beneficiary of a prohibitive taivs at this time, Other and more
bitsic luidistries are fi at least an equally depressed state. No good reason can be
advaiiiced for this preferential treatment.

Tte proponents of the tax say that no increase it lrice to the conmilier will
result from the proposed tax, Ihult this is a (iebatable question. It is certahily
improper' that tie consuming public he required to pick out this )articular indus
try front all of the sitering Industries ail subsidize it by paying increased prices.
Particularly Is this trite as to lumber because lunter' falls anong the class of
commnioditles whirh are necessary to our economic life itid especially in the rural
districts,

The other principal trouble lit the lumber business is tile nelless overexpanision
by the industry'itself. A tax ol import lunber will not, cure tie present plight
hilt the solution of tile problem lies in the hands of the fir producers themselves,
They should take sonic active steps ol their own part to elininate ulireasolil)le
competition and in(liscreet overexpansioi. '[ie general plil should not, )0
rec)iire(l to pay for the economic evils withhi the Industry.

The nanufictire of spruce luilner is a distiict indutry- to itself, geographically
and ecoioileally, and its prolins are not to be einbroiled lit the problems of the
coast. As I have already stated Canadian sprie docs iot compete for ordinary
building purposes with fir.

Tte liier indistrv will not beliefit Iby the tax. Assiiing that three will be
no ittremase in rlices, ve bilive that tle Aniericaii producer will not be benefited
by this additional tax, Viihl (1a.mndiaii timber will be stibstitially eliminated
front the Anericiati market, the total Itiitvd States l)roldution will nit be in-
creased. Canadit will be forced through preferential trad agreenient s, or
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througli others means to take from America a corresponding anioutit (f exports
to other countries, Tlhe present American lumber exports to foreign couintries
gre nore than double the Canadian Inports to this country the imports front
Caviada being less than one-half of the American softwoodt exports to other
countries. The Canadian producers would be forced to obtain a ufl'ietit amount
of this foreign trade to offset the markets which they would lose in the United
States, The net result in so far as tie Anerican producer is coneertled might
very well be worse. This im denionstrated by wiatt nas happent-cl already sitcom
the esta1blishnient of the tariff rate of $1 since the Canadian producer upol losing
a pirt of his Aniericau market with prospects of even greater losses has been forced
to recoup elsewhere through preferential trade agreements.
Arl, benefit to lur.ber producers will he at tile expense of the lt erl llpblic,

it Is inr blief that thle American lumber producer will not ulti 1otain a
greater market. However, a benefit from either Increasedl jrieces or" Increased
market would ble at thle exJ)ollH of tile general Americean public.

Canadian securities are widely (lissminfateciIn this country and are held largely
bv Insurance companies, eavingsa banks, commercial banik4 and by Individuals.1
ile total A erican investments abroad at the end of 1930 approxhitated $1 5,000,-
t00,(00. Of thillstil ount ap)roximiately $4,000,000,000 were invested lnt Vai

ada, about evenly divided, R(%0O000,000 each, betweeit (1) bonds, and (2)
tocki, or equities fit businesses. 'I fil amount io almost elullvlent to th1 total

Anmerican Investment it P'arope, amounting rt approximately $51,009,000,)000
and is $1,000,000,000 Ii excess of the total Ameorican investmnt Ii South Am1-
Arica, Toe American people are more vitally Interested ili Cantait thall in anly
other foreiorn country. Over 21 lper cent of Canada's entire wealth is owned by
Investors In the United States.

Catnda Wi not primarily a inmiufaturing Pouintry. It exptirts raw prodiiets
IWOd Ii return imports inatmiftured articles to a itrg~e exliint front, tw he[tited
States Of the total exports fro m flttli Ian th wer Tited ttex f',rwt prwdti1 A
am14iidte apl trxiiiliately 54 per cent fil r the yeAtfr endngi liit i :, i :11. 19 3 1
minnr!ls 22.24 per eCtit; animal jroditets 971 tpr ccitt; agrieultir I 1,iiiiiitsi 7.9
Per cvnt; atid all ot ir m i llanou rodutii itie liudintg tit:l, tiires, &,.s
jir tet,

'I'le tit a! ex jo rts to the wotrldi fr. on (utAitn, were :is foflih o ws"Iresit ,rohit,
29.9 lI er etit, inuerls 21,41 per cet, zigrivi u i l pi ) I t i 36; pvr ((it, no in to I
p~rwiits 10.51 1w ctit, and muisct'limeii'is 2A4 lioi cent. 'I 1 prwi'ointit log
(tI~iom tio the world from (Ciowia are agri'iitu Ino mrodts, w her':is to I le
Ullited states tile lreduiiilittitig xlort4 tre flii,,st lir(illf('t i i (liIl-i, fir iI ir(',

pllip Us well as luiler.
Over it long periJd tile l latllee f trilde li!st be liilitailid; ('1moii itt li s Il,

period t ,d t )liy f()r goods with l s, If Ca , I( i t s i thili, t ,i v \ ft(r H ,
lnilltfi tilrwd aisles Iv by lxpiwtihog ilito tlis cotinitry its fm trst, ri , w ,ts iCotllstitille, 4ivej .. llet1. tif' f its tillil exlllolt , ilii the T lifi 'd Sfllf's, 1! l li t, -if'l

.Several (1lliligeicies lllity hapipil, altly of wlhichi wtltl oi ie tittiitl fi 0 f,
UnIlite,! States.
Tle' first, ti the ioi4, likely, etiitingel ly is tliit (u itliidI& w(iVild iltlrliet tit'ir

lhiitir elsewiero tiud wmlld tio that extetit dislace liitier ilrviilyi sold ill
tiiose site markets Ity Aliierieiti liroducers, While this woidl e oit ( le lii(iUd to
piy h.r iiteirest ohtilgiatiois, etc,., ol set cities livid ini ttis voniittry, it wmtild I
lot give lie I',ilted States the Sllit e alioltilt of export title of litiifitutred
articles to CaitdIt in) th, itilre, and to that extent the jlilic gitilll! wvtild he
tijtird; nor wild the Aiertian lti lier Iitlllufact ilrer ie hetefitiI flwilltse ik
total ,itputt WouIhl iot be iiiereusetd.

If tile Canadian forest prodlucts are driven out of our iiurkets at s.t,,id pIos,i-
bility, of course, is that Cantada will be ulilble to sell its luiitber elsewiltre, In
tht event, tlhe, probable effect would lie to cause the rate of Canaitiit exchange
to fall, this (idlangering litterest piyliieits by Calnldit on secuirities ield b -y
Aierican biniks ail insurtice companies, its well as endaugeritig the integrity
of the lriliclptl anioints, ritis is illistrateud by conditiois lii South Aiiericti,
where tlie botud oif most, of tlie cotinties hav b)!tit dafiilte( id ill tfl, re, liiuitig
coutitries where they are worth iut i fralitii oif their face vaitue. If this coiitini
geticy were to result, the Anericaln iives!l rs would slile', e.i:illy I iiilliraite.
COuipiulies, savings bunks, ind comeri(nrelal htaniks, atiil the itnher prodlllcer would
lsto probably indirectly sifer

A third lj!)ssiIbility: *If Call: lian litier is ,liit ouit of tile Uited iie :!lts ind if
Callada i; iallile tio sell tlie ute aunit (if inlitr iii (It~" lienirkits s41 iliighlit
ini order to meet her iAtligat lios, foirti her li. plev It b0i (if 1cr :i!rivlltiirntl
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prodtuts in tle markets of the world. In this instanet, our agricultural Interests
would mlufer 11nd the hlmber producers benefit at the exleise of our most depresNed
industry. (Untletnen, you have buen told often enough that 0 per cent of our
lumber is consuned In roral districts. We don't intend to bore you by dragging
the agrictilturai Industry into this diScuIssiio by its t,111. i d(o say that Canada
regards her debts as real debts, and will repay tlell. If we bar our markets to
her spruCe Wils, she 1as 0e big Industry left, the farm. She will be compelled
to negotiate every possible trade agreement for the profitable sale of her farm
products.

What has been said as to the contingencies which might jccur has to do with
the lumber situation in general. It should not be ovcrlooked that In the case of
spruce, there would be an inevitable diversion from production of Canadian spruce
lumber to the increased manufacture and exportation of pull) from Canada. In
this manner the lumber producer in the United States would be benefited at the
,tx )else of the pull) producer.

Preferential trifl situation: The proponents of the tariff havo claimed that
the I)referential tariffs initiated between Canada and other nienibers of the
British Empire are unfair and use this argument in seeking an additional tax onlunuber.

In 1920 the United States exported 3,079,000,000 and imported 1,868,000,000
fet of softwood lumber, In 1931 the proportions of the foreign lumber trade
balance were approximately the same, there being exported 1,629,000,000 feet of
softwt x)is as coniluared with 780,000,000 feet imported. Our softwood lumber
exports during 1931 were approximately two and one-el hth times our imports,

The duty on lumber imposed by the Sioot-Hawley bill penalized the Canadain
.manufaeturer. The natural result was that the C nad an producer felt that,
having been thus penalized in the American market, ie should insure his other.

int ke4 by negotiating preferential duties for his lumber.
There is to be held in Ottawa this coming sunimer an Enpire conference con

cerning tariff matters between members of the British Empire. If Canada Is shut
completely out of the United State.n market she may be able to formulate further
preferential agreements which would completely restrict the United States
producer; furthernmore she may negotiate trade agreements with other countries
with like elte !K

The result of eliminating the Canadian importations may cost us double that
amount by th* loss of exportations to other foreign countries.

,STATEMENT OF PRENTISS BLOEDEL, REPRESENTING BLOEDEL.
DONOVAN LUMBER MILLS OF SEATTLE, WASH,; AND BLOEDEL,
STEWARD & WELCH CO. (LTD.), OF SEATTLE, WASH., AND
VANCOUVER, BRITISH COLUMBIA

Mr. B4LOEDEL. Mr. Chairman and gentlemen: My name is rentiss
Bloedel and I am here aws the personal representative of my father,
J. it. Bhedel, president of the Bloedel-Donovan Lumber Mills of
Seattle, Wash.: and Bloodel, Steward & Welch Co. (Ltd.), of Seattle,
Wash, and Van.-ouver, British Columbia. I represent as well Mr.
James 1). MeCormack, president of the Anacortes ILumber & Box
Co. of Anaeortes, Wash. These gentienmn oppose any change in
the charges now assessed on imported softwood liner, and in
partictular on1 fir, on the following grounds:

A proposal is being, made to impose an .xcise tax or tariff duty upon
ilmi)orlatons of lum)er and tinl)er of fir, spruce, tpne, heluloik and
larch through an aunendment to the revenue bill I. n response to
Senate itesotition 321 of the Seventy-first Congress the Tariff Com-
lli1011 made tIn exhaustive investigation of the lumber industry of the
UTIlited States a1d Canada--the priwipad comlpeting (outtitry. On
Noveblter 1), 1931, only five months aro the Tariff' commission
reu'red its report to Ahe Presidenit anf eoneltded its findings by
saving that. the facts with regard to:) the difference in costs of produ,-
.j10ll, Iclutdilng transportation to the principal, Itarkcts 1i the Unlited
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States, did not warrant a change in the duty of $1 per thousand
feet hoard measure on sawed lumber and timber of fir, spruce, pine,
hemlock or larch.

It would not seem justifiable, therefore, from the competitive point,
of view to further increase the duties on these products.

If, however, the matter of levies against imported lumber is to be
reopened on the basis of taxing it for revenue, then it will most surely
defeat its own end. Any rate sufficiently high to produce appre-cable revenue will be so high as to entirely cxciide importations.

It might be mentioned in that particular respect, as Colonel
Greely pointed out to you this morning, that approxinwtely 45 per
cent or a little less than 400,000 of imports of softwood lumber from
Canada #June, 1930 to June, 1931 carried a duty, and that at $1 a
thousand would be $400,000, or less.

A tariff or excise tax on lumber would be of no, benefit to domestic
lumuberproducers and would work a serious harm on industry in the
United states generally. We export to world markets approxrnately
twice as much lumber as we import. Domestic exports for 1931,
according to the Timber Conservation Board, are 9 per cent of
domestic consumption; imports are 5 por cent. Were imports of
lumber to be entirely excluded as a result of an excise duty it would
mean a shift in world markets and the Canadian lumber no'w entering
the United States would he sol in other world nmrkets, replacing
American lumber. Our exports would be diminished to the extent
that our imports are diminished. Canada now purcle ses 63 er
cent of her imports in the United States. To mvke the,, purchases
she must bui Id up credits. She does this partially through her,
exports of lumber to the United States, and if these lumber export
credits are shifted to other world markets Canada will purchase the
commodities she needs in those other world markets and American
industries will suffer. Furthermore, lumber is a raw material; the
articles Canada purchases from us are usually finished products.

Various figures of cost disadv~ag to the domestic producer have
been alleged, varying from $1 to $5 per tUoumad board feet. Withall the pressure to iquidte Mocks f lfaetwnd lumber and
standing timber which h been %14 equally i*1 1tkth Columbia and'
in Washington and Ongo'ih the otnnnt depttoui1Aj ish Coluni-
bia has not been abl6 ta nature a lare snare of tb* deoatic lumber
market. A eoinpses~t of domestielfesumpton 'nd imports from
Canada over their eiod of to putt thref- oe hows Amtrprising
uniformity. According A6 tM report *1 the United Stales Timber
Conservation Bof; J, .rY 25, 1932, hots of CaSaiaN soft-
woods were 4.9 pet, cent of 4oMetie ,6UMptlon in 1929, 4,8 per cent
in 1930 and 5.1 pe cent in 1981, av a&datloa of only thtee'Wtkas of I
per cent of domesoc oonsumpti.,, Certainly itf oaadltdh advan-
tages in produet%n cost she would have ine e d bet, eqorte to the-
Unted states at a titte wht liquidition of ttocks'of hi e sid timi.
ber were essentially to bbusin4e~suviva.

ilarly, Canadia competition hta not threatened the position
ok te United States in the markets of the world. Domestic nanu-
facturers enjoy in these markets an 801e cent Shaft of the fir and
hemlock lumber sold. In market. wlch, eight legitimately be
called British, domestic market., Washington and Oregon sold 44
per cent of the lumber of these sGp ce this in spite of the opera-
tion of preferential tariffs in favor of aunadian lumber,
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British UnitedColumbia jttms

................................. . n Austrfls ....... 08&PII ................. .......................... 6.......... Bo th A frloe ..... | 68.2 ,

Report for 1931 .. ......................... .. . UnitS Kingdom.. 88 44

Another aspect of the partial or total exclusion of Canadian lumber
from the American domestic market is the possibility that she win
be driven to seek preferential trade agreements within the British
Empire. The same relationship exists within British Empire as
exists between United States and the Philippines and United States
and Cuba.

You have been told of the distress in the American lumber industry.
Of course this is true, gentlemen. There is distress in ever industry
and it is true there is particular distress in the lumber industry. it
is not possible that the amount of Canadian softwood exports to the
United States, which were in 1931 750,000,000 feet, or 5 per cent of
the domestic production, could cause such distress. The distress in
the lumber industry is not to competition from foreign imports but
unsound and unstable conditions of# timber ownership. This was
fully developed on the Senate floor during the writing of the 1930
tariff act.

It was mentioned that just prior to the time when the conference
rates on shipping went into effect, I believe March 1, or just after
that time, that tonnage was booked in Canada at $9 and the confer.
ence rate was $10. I can not say whether that is correct or incorrect,
but I will be willing to take Colonel Greely 's figures. At any rate,
it may be admitted that that was so, and that does not preclude the
fact that at all times the conference rate has been very unstable. It
has been subject to change and breaking up for its whole history.
The conference rate is now supposed to be m effect for six months,
and yet there is nothing to indicate that the conference rate will be
something else later.

There is another point in this connection, that the Canadian
exporters, under certain circumstances, can not get foreign tonnage.
In fact, tramp steamers, which is the class in question in the particular
point that has been mentioned, do not come to Vancouver unless
there is some movement of trade. Grain is the principal movement
that draws them, and they may or may not be there. But it is not a
regular source of transportation and in general the Canadian pro.
ducer must rely upon American shippinig lines the same as Americans.

In respect to the effect of depreciatediCanadian exchange, I should
like to go into it from another angle than that Mr. Winton mentioned.
A substantial part of the costs of production of Jogs in Canada depends
upon equipment purchases in the United States. All the equipment
whch is used in producing logs in Canada comes from the United
States, and all repair parts must be purchased in this market. Fur-
thermore, on that part of the purchases of Canadian manufacturers
that do not come from the American market, t.e manufacturer in
Canada naturally increases his price right up to the limit at which
the same product may be brought in from the United States. There
is, therefore, a tendency for costs of production to increase by an amount
equal to the amount of the currency depreciation.
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I would like now to submit this brief for your consideration and ask
at this time for your permission to file a supplemental brief before the
committee hearing closes.

The CHAIRMAN. How soon can you furnish it?
Mr. BLOEDEL. Within the next 48 hours.
The CHAIRMAN. If you can get it here by Friday evening it will be

all right.
Mr. BLODEL. All right. I will do that.

SEATTLE, WASHt.

PRENTICE BLOEDEL,
Washington, D. C.:

Governor Hartley not now interested In timber so far as I know but is still
interested in cedar lumber and shingle mill; called Clough Hartley Mtill, located
in Everett. Before entering politics was partner in Irving Hartley Co., loggers,
but sold out.

J. H. BLOEDEL.
(The brief furnished by Mr. Bloedel is as follows:)

BRIEF PRESENTED TO THE SENATE FINANCE COMMITTEE IN OPPOSITION TO THE
PROPOSED INCREASE IN THE DUTY ON LUMBER OF Fi, SPRUCE, PINE HEM-
LOCK, AND LARCH, AND THE TRANSFER OF SOFTWOOD LUMBit AND NUMBER
PRODUCTS Now ON THE FREE LIST TO THE DUTIABLE LIST

APRIL 19, 1982.

Coincidental with measures now before Congress dealing with equalization
of tariff duties foi the purpose of compensating depreciation in foreign currencies,
a request is being presented by western lumber interests for an increase in the
existing duties on softwood lumber from $1 to $3 per thousand and the transfer
of softwood lumber and lumber products now on the free list to the dutiable list.
It is not the purpose of this brief to discuss the merits of the currency equalization
measures which are before Congress, nor is it our purpose to take any exception
to the object of Senate Resolution No. 187 (S. Cong. Re8., Mar, 11, 1932, p.
8924) which provides as follows:

"Resolved, That the United States Tariff Commission be and it is hereby,
authorized and directed to make a complete investigation of foreign competitive
conditions relating to the forest Industry of the United States, including all
branches thereof such as timber, lumber, pul wood, ul and paper industry,
naval-stores Industry, and any lu sa to r
findings to Congress at the ea investigation the
commission sh make use the Timber Con-
servation Board which d r relating to
the domestic field and strY'

But to present th grease in the
existing duties, and Of
free list to the duti

The question of in the exI spruc,
and pine, lumber by thi
United States Ta v Ion 886
of the tariff act d sub.
mitted its report ,acts as
obtained in h c in the
existing rate of per oug ditions
generally have rd work,
competitive con betw
country, Canad t-er Is
consequently, no

The proponent toopres stained
in the Portland 0 in eair request
that certain British are what a coopera-
tive basis whereby t b p plant with
no charge for deprecia r eductinga
percentage for matter Ma, and such
item, and they point out and the American

lumber industry is to survipge values and the
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financial structure of mortgages and real estate will be undermined." They
infer that preferential trade agreements which Canada has negotiated with
Australia and the United Kingdom are causes of the present condition of the
American lumber industry, and they also infer that a prohibitive duty such as
that proposed, which will shut out Canadian imports of softwood lumber from
this country, will rectify or at least materially improve the condition of the
domestic lumber industry.

It will be seen, therefore, that tis request is apparently based on groundswhich have departed a long way from the accepted principles on which tariff
adjustments are usually made. It savors more of an attemptto use tariff adjust.
ment as a means of correcting the effects of the existing world trade depression
in certain localities, and as will be seen, it is based on very misleading grounds.

SENATE SESOLU2iON NO. 187

In so far as the resolution now before the Senate Finance Committee is con.
cerned, we submit that the United States Tariff Commission, having just com.
pleted a comprehensive investigation of competitive conditions as between the
United States and Canada in the matter of fir, spruce, hemlock, pine and larch,
no useful purpose could be served by an immediate repetition of is labors In
respect of these species, but we are confident that should Congress decide to
authorise such an investigation, it will be found, that while the value of the
products may have declinid since the date of the commission's report, and the
various elements of the cost of proudetion have been affected by the depression,
the same general relationship in competitive conditions between the two regions
still exists.

Cooperalite principle of lumber manuf acure.-Considerable capital is made
of the fact that certain plants in British Columbia operate on what is termed the
"cooperative" plan. These plants, in point of fact, actually consist of three
small mills in the Douglas fir region in that Province and their combined daily
production does not exceed 378,000 feet b. m., or 5.8 per cent of the normal
operating capacity of the region. During the last 12 months less than 2 per
cent of the output of mills in British Columbia operating on the cooperative
plan has been shipped into the United States domestic market.

The advocates of an increase in the tariff, in putting forward this as a justify.
cation for their request have omitted to state that this system of operation is
not confined to British Columbia; nor have they drawn attention to the fact that
the cooperative plan not only originated in the State of Washington, but that
there are at the present time numerous shingle mills and sawmills being operated
in both Oregon and Washington on this basis. These include the Robinson
Manufacturing Co., of Everet , Wash. cutting 200,000 feet of lumber daily, the
Nettleton Lumber Co., of Seattle, Wash., producing 175,000 feet per day
Bloedel Donovan Sawmills (shingle mill) cutting 300,000 shingles per day. It
is as well to point out here also that the cooperative plan wal n practically
every instance initiated by the workmen at various plants in orner to provide
employment and keep mills running, which under stress of present internal com-
petitive conditions would have otherwise been forced down. Under no stretch
of imagination could it be contended that even a prohibitive duty, which would
completely bar Canadian lumber imports, would result in these mills going back
to a normal plan of operation as long as the present intensity of internal corn.
petition exists in the domestic market. It may be added that mills operating
on the cooperative basis in British Columbia are subject to the same legislative
restrictions in the matter of minimum wage act, hours of work act, workmen's
compensation act and other social legislation in effect in the Province, as nre
the other mills in he Province which operate under ordinary conditions. Similar
restrictions in the matter of hours of work and minimum wage do not, of course,
apply to mills operating in the States of Washington and Oregon. There is
nothing therefore to support the contention that the three small mills operating
on the cooperative plan in British Columbia constitute a material factor in
competitive conditions between the two regions in regard to the domestic market.

United States lumber industry maintains its position in domestic and world's
markets.-Domestic lumber consumption statistics, as set out in the Timber Con-
servation Board memorandum of January 27, show that the United softwood
lumber consumption figures for the three full years 1929-1931, inclusive, declined
from twenty-eight and one-half billion to fourteen and one-half billion. During
the same period exports of lumber from the United States declined from a total
of 2 619,000,000 to 1,314,000,000. The ratio between production and exports
declined only from 9.1 per cent to 9.01 per cent.
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Softwood lumber imports for the same period declined from 1,418,000 000
to 750,000,000. The ratio however, of impot to consumption remained
practically constant, being Z.9 per cent In 1929 and 5.1 per cent in 1931.

An analysis of export shipments of West Coast woods from the United States
snd British Columbia to world markets indicates that American producers
continue to enjoy the greater percentage of business in all foreign export markets,
and have a virtual monopoly in the United Atates domestic markets, including
all the United States dependencies, and further reveals that Canadian shipments
to all United States markets, in the aggregate, constitute a very small per-
centage of lumber consumption In these markets.

Certain table are submitted hereunder in support of the above.
Table 1 shows the percentage of exports and imports against annual con.

gumption in the domestic market.
Table 2 indiebtes the percentage and volume of lumber shipments from British

Columbia to Uuited States domestic markets, including United States depend-
encies. It is to he noted that in both the Hawaiian Islands and the Philippines
British Columbia gets absolutely no business. The percentage to Alaska and
Californint io only about 4 per cent. The highest percentage to any United
States market is only 10 per cent, namely, to the Atlantic coast, while the average
to the domestic market is, as stated, 4.8 per cent.

Table 3 shows shipments to foreign markets from British Columbia and
Washington and Oregon (official Pacific Lumber Inspection Bureau statistics
1931). Of the total foreign markets, Washington and Oregon secured 80 per ceni
of the business. The percentage secured by-British Columbia in Europe ranges
from nothing to 8.5 per cent- in South America 6 per cent; Japan, 29 per cent;
China, 14 per cent; the hi gest percentage being Central America, where the
total shipments were around a quarter of a million feet only.

It will be noted that, in addition to the preferences enjoyed by American
shippers in all domestic markets, amounting to total exclusion in certain domestic
markets, that the high percentage in certain foreign markets is also governed
by certain preferences enjoyed through trade agreements with foreign countries.
The United States has favored nation trade agreements which give them a con-
trolling preference in Germany and Belgium, where 98 per cent of the business
is secured.

Table 4 indicates the business secured in what might be termed British domes-
tic markets, where United States secured 44 per cent of the total business in
1931. In spite of a 8 per cent preference in South Africa for lumber of British
origin, Washington and Oregon secured 36 per cent of the shipments. In Aus-
tralia, where preferences operated during half of 1931 Washington and Oregon
secured 34.5 per cent of the business. In the United kingdom, where no prefer-
ences existed during 1931, Washington and Oregon secured 84.7 per cent of the
business. A small preference exists in South Sea Islands (Fii , in spite of which
16.6 per cent of the business went to the United States and all other British Em-
pire markets are open to free competition with no preferences.

It will be noted further that, whereas the total domestic shipments declined
19.2 per cent and the total of all export 17.6 per cent, the decline for the State
of Washington was only 16.8 per cent; that of Oregon 18.7 per cent; while the
decline for British Columbia between 1930 and 1931 was 20.6 per cent.

TABLm .- United States consumption, eaporte and imports

(Report of the Timber Conservation Board, January 27, 1932)

SOFTWOODS

[In thousand feet board measures

Percentage Vmtge
Consump o exports Imports

tion over con- m tpor t t4.sumption gumption

to ............................... 28, 81,000 ,01w,000 9.1 1,418,000 49
1930 .................................. 21, 42000 1,880,000 & 0 1,065,000 C 8
1931............................. 14,573,000 1,814,000 9.01 780,000 & 1

108102 2~n4
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British Washni.
total Colum.i ton and

bla Oregon

Per cent Iler CEnf

Alak ................................................................. 6,208 .7 9&1
Atlantic coast ......................................................... 1,376,08 10.2 8.
Californla .............................................................. 860, 32 4.8 1 5,7
Hawaiian Islands ....................................................... M,095 .......... 100.0
Panama Canal ......................................................... 10,357 2.2 97.8
Philippine Islands ...................................................... 1,0 ....... 1.0

Total .................. ............................................ %,310,000 7.

TABLE 3.-Shipments to foreign markets of West Coast softwoods

(In thousand feet board measure and percentage of total]

Total feet British Washing.
board Columbia ton andmeasure Oregon

Per tent Per cent

Central America .................................................... 268 64.8 3.4
China ............................................................. 868,831 14.8 85.4
East Indie0 ........................................................-............ 100
w 6 an .......................................... I.......... . 464,616 29.9 71.1

-oo- .......................................................... 7,005 8.9 96.1
South American:

eat eoeet ...................................................... 21,879 .2 go's
West 0o"t2 ................................................... :.1 2,081 5.2 04,

elgluw ............................................................ 21,374 Ie 94
enmark ........................................................... 2 422 2.8 97.4

Fra s ........................................................... 8801 2.8 97.2
Germany .......................................................... 7,884 2 98
folland .................... 2...............................90........ 208160 8. K4

Norway an weden------------------------------------.443 4.1 93.0
Spaln-----------------------------------------. 2,3470 ............ 00
Erope, unclassified .................................-.-- - --- 1,870 ............ 100

Total ......................................................... 800,000

Source: Pacific Lumber Inspection Bureau Report for 1931, Circular No. 583.

TABLE 4.- West coast exports of softwoods to British Empire markets

(In thousand feet board measure and percentage of total)

Total feet British Washing.
board Columbia ton and

measure Oregon

Per cent Per cent
South Africa ...................................................... 20,439 04.2 8.8
Australia ......................................................... 77,520 68.8 34.5

spt .......................................................... 4,436 94.6 8.4
2,54 14.8 85.5I ndia ...................................................... 2,45 458,
2w Zealand ....................................................... 2,81 90.4 9.6

South Sea Islands .................................................. M 84,3 16.7
United Kingdom ................................................... 179,782 45,3 64.7
East Indies ......................................................... 21,680 34.7 . .
Eastern Canada .................................................... 30,839 100.0 ............

Total ......................................................... 342,000 5.0 44,0

Source: Pacific Lumber Inspection Bureau Report for 1931, Circular No. 883.

REVENUE AOT OF 1932

TABLz 2.-West coast shipmnts to United States markets

(Paciflo Lumber Inspection Bureau Report for 1031 Circular No. 83)

WEST COAST SOFTWOODS ,

[In thousand feet board measure and percentage of total)
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it will be further noted that comparing exchange of crude or semimanufac-

turd and manufactured wood products, as classified in the Yearbook, volume
2, 1931, of the United States Department of Commerce, that In 1929 the United
$tates bought $72,300,000 of such products front Caada, whereas Canada bought
wood semlinauufactured and manufactured products from the United States to
the extent of $26,400,000. Ot a per capital basis United States citizens bought
60 cents worth each of these wood products from Canada, whereas Canadian
citizens bought $2.64 worth of wood and wood products front the United States.
In 1931 the figures were: Canada sold the United States $47,100,000 worth of
wood and wood products in this classification and Canada bought from the
United States $15,$00,flO worth of )vood and wood products. On a per capita
basis American citi; (a. ought 40 cents worth of lumber products each from
Canada, whereas C i . bought .g1.58 per capita.

United States purchases from Canada declined 66 per cent from 1929 to 1931,
whereas Canadian purchases of wood, crude and senimanufactured and manu-
factured wood products from the United States declined only 60 per cent.

GENERAL CONDITION OF THE DOMESTIC LUMBER INDUVTItY

While admittedly the lumber industry of thib country is extremely depressed,
as are most other domestic industries, it is surely absurd to say that the rela-
tively small percentage of Catadian imports is responsible for the present con-
dition of the domestic industry. The cause is unquestionably of more complexoriin,

Mr. Wilson Compton, secretary-manager of the National Lumber Manufac-

turers' Association, In a report to the executive committee of the association on
January 25, 1932 has this to say on the situation, discussing the economic value
of stumpage in the United States and referring to the adverse trends in recent
years In the forest products industries he states, "that they are due to any other
fundamental cause than unsound and unstable condition of timber ownership,
is not probable," and he adds that if this is the condition in the timber industryf enerally, one of the chief remedies lies in the form of a reduction in annual
imber carrying costs and he suggests further that timber reserves which may

be considered as surplus, in so far as they have been a factor in bringing about
overproduction, which has been primarily responsible for the present demorali-
zation of lumber values, should be returned to public ownership on an equitable
basis, and that those continuing in private ownership should be taxed, at the
owner's option, either under an annual property tax or an equitable yield tax,
at the time of cutting. Mr. Compton stresses the great importance of this phase
of the problem in relation to the future value of timber properties in the United
States and to the future opportunities for profitable lumber manufacture in this
country. There has been under way for a considerable time an investigation
Into methods of timber taxation, authorized by the United States Government,
which has for its ultimate objective, we believe, an equitable basis of timber
taxation, which, if carried to final conclusion, will no doubt, go a long way toward
offering a sound solution of this problem. Certainly a tariff expedient, which
could only have the effect of stimulating liquidation could not be expected to
do so, in fact it could quite conceivably depress timber and stumpage values
below their present low levels.

REPORT OF UNITED STATES TARIFF COMMISSION TO THE PRESIDENT ON FIR, HEMLOCK,
SPRUCE, PINE, AND LARCH, NOVEMBER 9, 1931

The general principles on which a tariff or tarip adjustments are based, so far
as this country is concerned, are well known, and no discussion of them is needed
at this time. They are based primarily on the differences which may exist in
the cos of production of an article or commodity in the United States and the
competing country. The report to the President, covering the Tariff Commis.
sion's investigation of fir, spruce, pine, hemlock and larch, dated November 9
found that these differences in these species, at itlhe date of its investigation, dAd
not justify any increase or decrease in the rates of duty then in force on the
species mentioned. The details of the report show that wh~ie an advantage may
be held by the competing producer in one element of costs, it is offset by an
advantage held by the domestic producer in another, the net result being a differ-
ential in production costs in favor of the Canadian producer, of 46 cents per
thousand feet board measure or less than one-half of the amount of the existing
duties.
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We detail briefly hereunder, the commission's findings on the differences int
certain of tile main elements of the cost of production as between the two,
countries:

1. Log costs: Log costs show a Canadian advantage of 79 cents per thousand
feet board measure being $18.18 for the imported product as against $18.97 for
logs produced in the United States.

2. Labor costs: These were not segregated by the commission in respect of
woods operations, but in direct labor charges they show a lower cost to domestic
mills of 23 cents per thousand for log buying (green) mills, a lower cost of 19
cents to domestic mills per thousand for log buying (dry) mills--a lower cost
of 6 cents per thousand for Canadian log producing (green) mills, a lower cost
to Canadian log producing (dry) mills of 13 cents or an average lowest labor
cost to domestic mills for sawmilling of 8 cents per thousand.

Planing mill operations show a considerable variation between the various
types of mills, and an average higher cost to domestic mills of 20 cents per
thousand.

3. Transportation: The two major consuming markets considered were Now
York and Chicago. Taking into account minor differences in railway trans.
portation from the mill to Pacific coast seaports, the total cost of transporting
Douglas fir to Now York was $10.45 per thousand for the domestic product as
against $10.11 for the Canadian. The aggregate cost of Douglas fir landed at
New York was $33.41 for the domestic product, $32.01 for the Canadian, a
differential in favor of the imported product of 80 cents. The aggregate deliv.
ered cost of Douglas fir at Chicago was $40.24, domestic, as against $39.81
Canadian, an advantage to the competing country of 43 cents.

4. Rough lumber: Total cost of rough lumber at mill showed an advantage
to domestic product of 18 cents per thousand.

5. By-products: Realization on by-products, waste, etc., advantage of 13
cents er thousand to the domestic product.

6. Operating expenses: Operating expenses show a lower cost to the domestic
product of 47 cents per thousand.

7. Planing costs: Expenses of planing show a lower cost to domestic pro.
ducers of 10 cents per thousand.

8. Interest charges: Interest charges were 15 cents per thousand higher to
domestic mills due apparently to larger timber holdings held by American con-
cerns than their Canadian competitors.

9. Mill cost of lumber: The mill cost of Douglas fir was $22.96 per thousand
feet board measure domestic as against $22.50 for that of the Canadian product,
a differential in favor of the competing country of 46 cents.

UNEMPLOYMENT IN THE LUMBER INDUSTRY

A further attempt Is made to justify an increase on the existing duties by
reason of the unemployment which exists in the lumber industry in the Pacific
Northwest. Those requesting this increase have omitted to state that unem-

loyment exists in the Canadian industry to the same extent. It is submitted
that any attempt to place a prohibitive tariff on Canadian lumber entering the
United States would have little or no effect in the volume of employment in the
domestic industry since exclusion of Canadian imports would naturally result
in more intensified competition from that country in other export markets, and,
it is only reasonable to suppose that these imports, finding their outlet into the
United States stopped, would find other markets, and displace American lumber
now marketed there.

No justification for a tariff exists on the grounds that Canadian lumber workers
are paid lower wage schedules or have a lower standard of living than those
employed in the domestic industry, since it is well known that such i not the case.
Workers In the lumber industry in British Columbia are protected by an 8-hour
day and a minimum wage law, while in the domestic industry, the Douglas fir
region of Washington and Oregon is the only one to observe the 8-hour day and
even there it is rot compulsory. In the southern pine and other domestic lunber-
producing regions, there is no minimum wage law and the working day is 10 hours.
Social legislation in British Columbia Is a material factor in higher production
costs in that region.

As a result of the general depression in trade, downward revision in wage
schedules not only in the lumber industry but In all industries, has been general
all over the continent. In the so-called Douglas fir producing regions of Wash-
ington, Oregon, and British Columbia, reductions have been made, but wages.
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have remained fairly uniform as between those regions until comparatively
recently, when some Washington and Oregon mills adopted a minimum of $2
per day, which is appreciably lower than that of their competitors in the same
States, and also lower than the prevailing minimum wage paid in the mills in
British Columbia.

CANADIAN TRADE PREFERENCE ON LUMBER IN THlE BRITISH EMPIRE

Mention has been made of recent Canadian trade preferences on lumber
granted by the United Kingdom and Australia and these have been elted as
additional reasons for an increase in duties on Canadian lumber imports into the
United States. While the trade preference granted by the United Kingdom is
temporary only, and may be revised at the British Empire economic conference
in July, this year that negotiated with Australia was the direct outcome of the
duties placed on Canadian lumber by the United States tariff act of 1930, Cana-
dian lumber interests finding their market curtailed in the United States naturally
sought another and consequently displaced United States exports of Douglas fir
and hemlock to Australia, but also succeeded in getting the preferences which the
United States formerly enjoyed on redwood removed. However, from the tables
discussed in the earlier part of this brief it will have been observed that these
groements have little effect on the general position of the United States in

maintaining its share of the world's lumber business.
As additional evidence there is attached herto Exlibit A copy of letter from

the Secretary of the British Columbia Lumber and Shingle Manufacturers Associ-
ation to Col. W. B. Greeley, of the West Coast Lumbermen's Association, giving
an analysis of shipments from the Pacific coast which are taken from the re ort
of the Pacific Lumber Inspection Bureau, for the month of January, 1932, which
shows that, notwithstanding these agreements, the north Pacific coast region of
the United States continues to obtain a proprotion of business in the various
markets of the British Empire in direct relation to her operating capacity as
compared with that of British Columbia. In considering any advantages Cana-
dihan mills may have by reason of these trade agreements, it should not be over-
looked that American mills enjoy substantial compensating advantages by reason
of ship subsidies granted to American lines not only in these, but in other trade
routes, where Canada has no trade preference. Shipping subsidies to American
lines affecting the shipment of lumber and other commodities in the following
routes: Pacific coast to Chile Peru, Australia, New Zealand, China Japan, and
Argentina, amounted to $0,419,049 in the fiscal year ending June 3d, 1930.

There has been a marked tendency recently within the British Empire to draw
closer as an economic unit, and a conference of the various Dominions comprising
the Empire is scheduled to take place in Ottawa in July this year to consider this
question. It should be borne in mind therefore, that while shipments to various
Dominions may decrease by reason of trade agreements as in the case of Australia,
the main exports in repsect of Douglas fir and west coast softwoods is In the
United Kingdom, which has been a liberal purchaser of softwoods from the
Pacific coast regions of the United States for several decades. It is quite obvious
that a prohibitive duty on Douglas fir and other British Columbia softwoods
entering the United States would naturally force these woods into the United
Kingdom and in other markets, and such action may conceivably have the effect
of raising the existing preference of 10 per cent which now applies against United
States west coast softwoods entering the United Kingdom.

It should further be borne in mind that in recent years American exports of
more finished wood products from the west coast, such as doors, window sash,
and other finished stock, to the United Kingdom has Increased very rapidly.
It would seem decidedly unwise to invite an increased tariff against American
lumber in this important market by the imposition of additional duties on
Canadian lumber entering the United States, particularly in view of the fact
that such tariff increases can not benefit the domestic producer.

In conclusion we desire to again point out with regard to the proposal to
increase the existing duties on fir spruce, hemlock, pine, and larch, that the
recently completed Investigation of the Tariff Commission found no justification
for any increase, and that competitive conditions have not changed in the mean.
time.

The cooperative plan of operation In force in a few plants in British Columbia
has been cited as one reason for a tariff increase. This argument falls to the
ground in view of the fact that the plan not only originated In Washington,
but production by mills operating on this basis Is much larger in the domestic
industry than in British Columbia.
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Reduction of unemployment is given as a further justification for a higher
duty. A prohibitive duty which would bar Canadian lumber Imports into this
country would not provide more employment, for the reason that competition
would simply be intensified in other markets, and American lumber displteed
there. On the other hand while the imposition of additional tiess night
stimulate domestic production, it would inevitably further demoralize present
low lumber values.

We desire to particularly stress the low pe rcentage of Canadian lumber in.
ports into the dmoesti market, am against thie total lumber consumption of the
United States, and to emphasize the absurdity of the contention that these im-
ports can be considered responsible for the present condition of the domestic
industry in regard to the low value of its product. We also wish to draw litten.
tion to the relationship between the volume of these imports and the extent to
which American !umber is marketed in the United Kingdom and the other
Dominions within the British Empire. It has been pointed out that an economic
conference of the various Dominions within the British Empire is to be held in
Canada in July this year to consider the question of trade within the Empire.
It must be assumed that if through a tariff adjustment Canada is denied her
present small percentage of the domestic market, she will be forced to seek
another outlet for these imports and the logical field is in the United Kingdom
and other markets in the British Empire. It is also reasonable to assume that
If by reason of adverse tariff legislation, Canada's lumber imports to this country
are seriously curtailed, there will be an increased tendency on the part of British
interests to extend her more consideration in the way of a preference on Cana.
dian lumber. The Pacific Coast States as has been pointed out, have for several
decades, enjoyed a large business with the United Kingdom in lumber and in
recent years a growing business in more finished lumber products. Inasmuch,
therefore as Canadian lumber imports to this country do not constitute unfair
competition in any sense of the expression, we earnestly urge that Congress
make no change in present duties, which are ample for the protection of the
domestic producer, rather than risk a retaliatory curtailment of American ex-
ports to the United Kingdom and other desirable markets by increasing these
duties.

Respectfully submitted. J. H. BLOBDEL,
President Bloedel, Stewart & Welch (Ltd.)., Seattle, Wash.

By J. D. MCCORMACK,
President Anacortes Lumbcr &'Box Co., Anacortes, W7ash.

I, Thomas Hooper Wilkinson, secretary-treasurer, of the British Columbia
Lumber & Shingle Manufacturers (Ltd.) (association), do hereby solemnly
declare:

1. That I did on February 17, 1932, forward by inail, postageprepaid, addressed
to Cbl. W. B. Greeley, West Coast Lumbermen's Association, 364 Stuart Building,
Seattle, Wash., a letter dated at Vancouver, B. C., FebruLy 17 1932, a true copy
of which letter is now produced and shown to me marked "Exhibit A" to this
my declaration.

2. And I make this solemn declaration conscientiously believing it to be true
and knowing that it is of the same force and effect as if made under oath and by
virtue of the Canada evidence act.

THOM.S H. WILKINSON.

Declared before me at the city of Vancouver, in the Province of British Colum.
bis this 12th day of April, 1932. L. H. JACKSON,

A Notary Public in and for the Province of British Columbia.

BRITISH COLUMBIA LUMBER & SINGLE MANUFACTURERS (LTD.),
Vancouver, British Columbia, February 17, 1932.Col. W. B. GRtEELEY,

West Coast Lumbermen's Association, Seattle, Wash.
DEAR SIR: I have received a copy of the Pacific Lumber Inspection Bureau

report for the month of January, and in making an analysis of the figures coil.
ta ned therein it occurred to me that they afford an excellent illustration of the
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point that Mr. McDonald and one or two others tried to bring out in the discussion
yesterday,

I would like to draw your attention to one or two facts which, It seems to me,
the Pacific Lumber Inspection Bureau report for January sets forth very clearly.

(a) Take the case of South Africa: We shipped in round figures 84 000 feet
while Washington shipped 524,000, yet in the case of South Africa Canada enjoys
s 8 per cent ad valorem preference. This is unquestionably a case where the
United States sip subsidy of $2.87 per nautical mile brings the business to
Washington.

(b) We secured 4,371,000 feet from Australia, and of this total amount there
was 4,000,000 feet of mining timbers upon which there is no preference.

(c) In the case of India we shipped 90,000; Washington and Oregon shipped
125,000; yet India is a British possession.

(d) The United Kingdom took in excess of 2,000,000 feet from British Columbia
while Washington and Oregon shipped in excess of 5,000,000 feet. I would
particularly like to draw your attention to the amount of lumber shipped into
Oerniany, France, Holland, Italy and Spain by Washington and Oregon. It
would hardly appear that British Columbia is getting a lion's share of that
territory in view of the fact that Washington and Oregon shipped in excess of
4,000,060 to those territories while British Columbia shipped a mere 63000.

(e) The West Indies, also a British possession purchased 798,000 feet from
British Colu mbia and nearly 2,000,000 from Washington and Oregon.

(f) The fgures set forth for the Atlantic coast speak for themselves, but one
would hardly believe that British Columbia's 8,000,000 feet against Washington's
84,000,000 could be considered an unreasonable share of that market.

(g) The amount of business which British Columbia participated in in California
is surely insignificant in comparison with the total purchases.

(h) I would particularly like to draw your attention to the amount of lumber
shipped into the Hawaiian and Philippine Islands by Washington and Oregon.
Brftish Columbia did not share in any of this business in any way whatsoever,
yet these two United States possessions purchased in the neighborhood of
,000,000 feet.
I mervy draw your attention to these figures because the thought occurs to

me that possibly some of the manufacturers on your side of the line do not fully
appreciate just what the true picture is in the matter of foreign business, and it
seems to me they are worrying possibly a little unnecessarily about advantages
which they are under the impression we possess, which, viewing the matter from
a broad angle, are really not existent.

I expect to be in Seattle some time next week and will take the liberty of
calling on you with a view to discussing any points which we may have overlooked
during your visit to Vancouver yesterday.

I wat to assure you that I know it is the wish of the manufacturers of this
association to cooperate with the manufacturers on the other side of the line to
the fullest extent possible, but of course it must be recognized that under these
very trying conditions it is sometimes difficult to do all that one would wish to do.

I am communicating with all our mills to-day, requesting then to let me
have at their earliest possible convenience, their operating plans for the next six
months.

With best personal wishes and many thanks for your courtesy in coming to
Vancouver yesterday.

Yours very truly, T. 1. WILKINSON, Secretary.

The above Exhibit A referred to in the declaration of Thomas Hopper Wilkin-
son, sworn before me the 12th day of April, 1932. L. Ht. JACKSON,

A notary public in and jor the Province oj British Columbia,

(The supplemental brief to be furished by Mr. Prentiss Bloedel,
Ml, when furnished be inserted at this point for printing.)

SUPPLEMENTAL BRIF OF PRENTISS BLOEDELL

This brief is being filed in answer to several statements made by witnesses
before the Senate Finance Committee asking an increased tariff on lumber. ,

We wish to emphasize that we are not as-king that imports of Douglas fir.be
permitted at the expense of the domestic fir producing industry. Mr. J.jH.
Bloedel and Mr. J. D. McCormack take the position that the domestic industry
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will not and can not possibly be benefited by the imposition of a duty or tax on
either logs, lumber, or shingles which will exclude imports of those products,
These gentlemen oppose in no way the levy of a sales tax on these Items. The
do not oppose a revenue producing levy which would be borne equally by a1
lumber products.

Allegations were made that American manufacturers are being excluded frora
foreign markets, particularly from markets of the British Empire. Foreign
exchange and preferential tariff between the dominions and colonies in tlic
British Empire were advanced as causes.

In this connection we refer you to the tables cited on pages 3 and 4 of the
original brief which has been filed as part of the record of this hearing. Table 3
Indicates that in foreign markets other than the so-called British domestic mar.
ket the United States exporters enjoyed 80 per cent of the business and Table 4
shows that within the British domestic market the American producers enjoyed
4per cent of the business. This was in the year 1931.

Mr. J. H. Bloedel testified before the Tariff Commission on March 20, 1931,
that exports from the United States to England of Pacific coast lumber rose
from 175,0C0,000 board feet in 1929 to 400,000,000 board feet in 1930.

We should like to point out particularly the United States' share of the busi.
ness in certain other markets. In Belgium the United States enjoys 98 per
cent of the business; in Germany 98 per cent of the business; east coast of South
America, 99.8 per cent of the business; west coast of South America, 95 per
cent of the business. (Circular 583, Pacific Lumber Inspection Bureau.)

With respect to the foreign exchange situation, we cite from the Tariff Con.
mission report to Congress on wood pilp and pulpwood of April 20, 1932. This
report, so far as the effects of exchange differences are concerned, may be applied
also to logs and lumber, because the same raw material is used in both indus.
tries and the same items of cost enter into production. On page 4 of the Tariff
Commission report we find the following statement:"The effect of exchange depreciation in foreign countries upon their competi.
tion in the markets of the United States can, of course, be judged correctly only
on the basis of facts concerning actual imports in comparison with domestic
production and concerning actual prices of imported as compared with domestic
commodities. It should be pointed out, however, that whatever advantage in
competition the foreign country may gain must depend not merely on the exchange
rate but on the relation between that rate and costs of production in terms of
the country's own currency. If the costs of production should rise as rapidly
as the exchange rate fell, there would be no advantage in competition. The
commission has not undertaken to ascertain the actual costs of production of
wood pulp in foreign countries during the period since depreciation set in, nor
has it obtained evidence as to changes in rates of wages or other elements in
costs in those countries during that period. But some light on tendencies as
regards costs of production may be drawn from wholesale price indexes. WIen
depreciation sets in a given country, the prices of products which that cou:?
imports from gold standard countries tend to rise in terms of its currency, and
this in turn exercises some influence.on prices of domestic commodities alid on
the cost of living."

This report goes on to show that the foreign trade of the United States with
Canada has dropped rather titan increased during the period in which Canadian
currency has not been at Far. This is quite the reverse of what one might expect
to find if the exchange situation gave Canadian producers an unfair advantage
over the domestic.

Returning to the specific case of the lumber industry, we call your attention
to the fact that all of the logging ald half of the saw-mill equipment used in the
Canadian forest-products industry is of American manufacture and repair parts
for this equipment must be bought in the United States. The effect of exchange
on these purchases is to raise the price to the Canadian operator according to
the law stated above. It is true that a great deal of the timber which is now being
cut into lumber in Canada was purchased from American investors. Without
exception purchase contracts called for payment In American money and in
most cases substantial amounts remain unpaid on the timber holdings of the
various operators. It is obvious that these payments impose a heavy burden on
operations in Canada.

It was stated at the oral hearing before the Tariff Commission that in the
Douglas fir region of Oregon and Washington and California, 100,000 of the
140,000 men normally employed were now our of work. It was further stated
that out of 7?2 saw mills considered "living" mills only 402 operated during
1931. Current production was stated to be at 22 per cent of normal capacity.
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The lumber industry is not alone In its distress. In other basic industries in
the United States, percentages similar to that cited for the lumber industry are
in evidence. The following table, taken from the United States Bureau of the
Census publication, Survey of Current Business for 1981, p age 7, shows the
situation. This table shows on a comparative basis the position of the various
industries with respect to inventories or stocks on hand. You will observe that
lumber stocks are well below the average and are with two exceptions the lowest
of the industries listed.

Commodity stocks, end of month, manufactured goods monthly average, 1923-26m 100

Yea Total Food- Iron and Nonfer- Cbemil
tua. Textiles teel rous Lumber Leather eels andmetals oils

1927 ....... 114 97 104 121 117 120 70 117
928 .................... 118 103 128 141 119 107 71 IIi
129 ...................... 120 117 122 143 129 107 72 121
t10 .................... 123 107 115 149 207 II1 79 128

In this connection we wish to quote from the Survey of Current Business for
April, 1932, page 19:

"Progress has been made recently by the lumber industry in meeting the ad-
verse conditions brought about by reduced consumption. Production has been
brought more into balance with orders and the increase in stocks checked."

Lale figures Issued by the Department of Commerce also show that a reduction
of 15 per cent has been made in stocks of softwood lumber in the hands of manu-
facturers additional evidence of the healthier condition of the lumber industry.

Canadian mills have been alleged to be running practically at capacity. The
fact is that of the 40,000 men normally employed in the fir timber producing
industry of British Columbia only 10,000 are now employed; of the 40 mills which
are still considered "live" mills 24 are down and the 18 that are running average
only a few days a week.

Without in any sense minimizing the extreme distress of the American lumber
industry on the west coast we believe that the figures cited above prove that there
te euadistress on the other side of the border and that when it is considered that
of all the softwood lumber consumed in the United States oply 5 per cent is of
Canadian origin, you will be convinced, as we are, that the trouble can not be laid
at the door of foreign competition.

Mr. Woodward stated in his testimony that taxes on timber owned by operators
represented 85 cents p~r thousand feet of lumber produced in 1928 and that this
figure had risen in 1931 to $1.40 per thousand feet. We believe that Mr. Wood-
ward has laid his finger on one of the most significant sources of trouble in the
lumber industry.

It can not be too emphatically stated that those who have studied the lumber
industry from an impartial point of view, are unanimous in the conclusion that
the distress is attributable in some way to the system under which stumpage is
owned and taxed.

It has been claimed that British Columbia exporters to the Atlantic coast
markets have an advantage over domestic shippers to the same markets on
account of water-borne rates. In the year 1931, 40 per cent of the exports from
British Columbia to the Atlantic coast were carried in American bottoms. For
thefirst quarter of 1932 this figure has increased to 45 per cent. The reason for
this lies in the fact that the United States has 120 ships on regular schedule in
intercoastal service and these ships provide the only reliable transportation.
Frequently it is necessary to pay a premium for this service in order to induce
shp to leave Puget Sound ports and move empty to Vancouver to pick up a cargo.

Writish Columbia has been reported to have production cost advantages over
Washington and Oregon. As recently as November, 1931, the Tariff Commission
found that differences in cost of production do not justify an increase in the
existing duty and also said, in the introduction to its report that although cost
data for 1929 was used, nevertheless, in their opinion conditions in 1931 had not.
appreciably altered.

Imports of logs into Puget Sound were cited as a conclusive proof that British
Columbia logs were produced more cheaply than American logs. We wish to
call your attention here to the fact that logs are sold not on price entirely but



REVENUE ACT OF 1932

to a very large degree on quality or grade. Certain types of logs are suitable for
certain typsc of lumber. It frequently happens that one type of log Is available
from Britih Columbia and not available fromn Puget Sound and vice versa, it
is Interesting to note here that during 1931 and in fact in 1932, Bloedel-Donovan
lumber mWi of .Bellingham, Wash., have sold a considerable quantity of lop
produced Ii Claliam County, Wash., in the Vancouver nmsrket. These logs are
a special type of log and were sold at a price considerably in excess of the average
selling price of logs in the Vancouver market.

We sti ted at the beginning of this argument that there was no foundation for
the belief that the cw.ditions in the domestic lumber industry will be corrected
by the exclusion of foreign lumber. We believe the foregoing has shown that no
single argument has been advanced by the proponents of such exclusion which
provides any hope that the proposed tax would Indeed provide this relief.

, PRENTICE BLOEDEL.

STATEMENT OF CLARENCE L. BAHR, WASHINGTON, D. C., REPE.
SENTING THE DAVENPORT-PETERS CO. OF BOSTON, MASS.

Mr. BAHR. My name is Clarence L. Bahr, my address Washington,
D. C., and I am appearing for the Davenport-Peters Co. of Boston,
Mas. This firm has been in the business of marketing and exporting
lumber for over 120 years and is the oldest firm in this line in Boston,
We are appearing only in opposition to any duty or excise tax on vir.
gin northern white pine lumber. This species is not produced in
the Pacific Northwest States, and is not directly competitive with the
species produced in those States.

While there is still some pine production from scattered sections in
New England it is largely second growth, coarse grained wood, not
adapted to the specialized uses for which virgin northern white pine
lumber and timber is demanded.

There a pears to be no justification for a tax on this special purpose
wood. The pine lumber principally affected by the duty imposed in
the tariff act of 1930 is the virgin northern white pine imported into
the United States because we no longer possess a sufficient supply of
this species in our own lumber producing areas to supply the normal
domestic demand.

Virgin northern white pine is a special.purpose wood. It is close
grained, close knit, stands all sorts and character of weather and does
nQt check, split, warp or curl, as do inferior woods.

In pattern making, a wood is required which will hold its shape
and is impervious to moisture and changes in temperature. In the
navy yard in Washington, for instance, large quantities of virgin.
northern white pine are used for pattern making, and they carry in
stock there more than 300,000 complete patterns. These patterns
vary in size from the lamp-socket pattern for a range finder, which I
exhibit to the committee at this time-to patterns for some of the
largest guns, gun parts, and innumerable other items used for ord.
nance purposes. These patterns are all made from virgin northern
white pine, a wood that is indispensable as a raw material in the pat-
tern making industries, the steel foundries, and manyother industries.

The Forest Service has estimated that of the original stand of
640,000,000,000 feet of virgin northern white pine less than 1 per cent
remains. In 1892 at the peak of production the reported output of
virg northern white pine was a little more than 8,900,000,000 feet,
largely white pine.The remaining stand of virgin northern white pine
in the United States is estimated by the Forest Service to be less than

A94
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4,000,000,000 feet. This figure does not include Yorway pine or any
other species or subspecies of pine.

An excise tax or increase in tariff would tend to exclude all imports
of northern white and Norway pine, which "n 1931 amounted to only
105,000,000 feet, of which about 95,000,000 feet wat virgin northern
white pine.

The question of costs of production has been determined by the
Tariff Commission and is favorable to our position.

We believe that it would be more logical to place a premium on
imports of virgin northern white pine rather than exclude them with
an excise tax or tariff.

I also request permission "o include in the record a statement on
behalf of the Herman H. Hettler Lumber Co., of Chicap, also in
opposition to a tariff or excise tax on virgin northern white-pine lumber.

The CHAIRMAN. They may be included as t part of the record.
Senator CONNALLY. Right there let me ask, what is the value of the

imports of that wood?
Mr. BAHR. In 1931 they were $3,066,286, and in that figure is

included some Norway pine.
Senator CONNALLY. is Norway pine comparable to the white pine

you are talking about?
Mr. BAHR. It is a comparable wood in some respects probably, but

for purposes such as pattern making there is no wood that can take
theplace of the virgin northern white pine.

Senator CONNALLY. And none of that is produced domestically, I
mean in this country?

Mr. BAHR. There is one large mill operating in Minnesota and two
or three small mills and there are a few small mills in Wisconsin, and
some production throughout the New England States. The total
domestic production is about 152,000,000 feet annually.

Senator CONNALLY. How is it as compared with imports?
Mr. BAHR. The imports were 95,000,000 feet in 1931.
Senator THOMAS of Idaho. Would it be easy to discriminate in

describing that timber as between pine grown in the Northwest and
this kind of white pine?

Mr. BAR. Yes; it could be described as virgin northern white pine.
Senator THOMAS of Idaho. And your brief is directed directly

against a tax on the northern white pine?
Mr. BAHR. It is that one species. I am not involved in the other

species whatsoever.
Senator JONES, What is the price of this pattern lumber?
Mr. BARR. As I understand it, the pattern lumber would be sold

along with the regular white-pine lumber of the highest grade. I
could not give you the exact figure but would be very glad to furnish
that information. Of course there would be some second-grade lum-
ber which would be included in the lumber sold for pattern purposes.

Senator JONES. About what would the price be, just approximately?
Mr. BAHR. I could not give you that figure now, Senator Jones.

I am not a lumber man myself. I take that up in the brief.
Senator JoNEs. All right.
Senator CONNALLY. I gentleman sitting behind me here says it is

$120 per thousand.
Senator JONES. All right.

695
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The CAIRMAN. The additional statements that Mr. Bahr wishes
to be made a part of the record, will be made a part of the record
at this point.

(The communications from the Davenport-Peter Co. and the
Herman H. Hettler Lumber Co., are here made a part of the record,BR follows:)

DAVZNPORT 
PETERS CO.,

Hon. REED Suoor Boston Mass. April 18 1808.

Chairman Senate Finance Committee
United States Capitol, Washington, D. C,

My DEAR SENATOR: We have been informed that proposals have been made
to impose an excise tax or an additional tariff duty on importations of lumber by
means of amendments to be offered to the revenue bill (H. R. 10288) now pending
before the Senate Finance Committee. We feel that we are qualified to address
the Finance Committee upon this proposal as Davenport, Peters Co. is by direct
descent the oldest firm of lumber distributors and exporters in Boston, having
been established by Edward D. Peters in 1811, 121 years ago.

Our business was developed through the use of the notable " P inu s Strobus".
virgin northern white pine-of colonial and continental history. While there is
still some white-pine production fi New England it is largely second-growth,
coarse-grained timber, not adapted to specialized uses for which virgin northern
white-pine lumber is demanded. As the Forest Service says, second-growth
white pine is relatively Inferior material. The small, scattered production of
lumber from virgin timber in Now England combined with the production of the
Lake States does not exceed 150,000,000 feet annually, far too little to supply the
normal domestic demand for virgin white pine. We feel that if any exclse tax
or tariff on lumber is included in the revenue bill, such tax or tariff should not be
made to aply to virgin northern white pine.

The tariff sct of 1980 imposed a duty of $1 per thousand board feet on lumber
and timber of fir, spruce, pine, hemlock, or larch, but exempted from such duty
rough lumber imported fromi contiguous countries which admit similar rough
lumber from the United States free of duty.

The pine lumber principally affected by the duty imposed in paragraph 401 of
the tariff act of 1930 is the Indispensable virgin white pine lumber of Canada,
Imported into the United States because we no longer possess a sufficient supp
of this species of lumber in our own lumberDroducing areas to satisfy the domestI
demands. The only other pine lumber affected by the tariff and imported into
the Uuited States in any appreciable quantity is red pine, a species closely related
to virgin white pine.

The duty of $1 per thousand feet Imposed upon virgin northern white-pine
lumber under the tariff act of 1930 is not justifiable. After extensive investiga-
tion, the United States Tariff Commission in its report on lumber made to the
President, November 9,.1981, recommended that no change be made in the
duty of $1 per thousand feet Imposed by the Congress. The Tariff Commission
concluded Its findings by saying:

The commission finds that the facts with regard to the difference in costs of
production, including transportation to the principal markets i.t the United

states * * * do not warrant a change in the duty of $1 per thousand feet.
(U. S. Tariff Commission, report to the President on lumber, p. 4.)

This report was rendered November 9, 1931, the investigation having extended
from July, 1939, until late in 1931. If the Tariff Commission, with all its fact-
finding resources, could not Justify an increase in the duty on lumber, it is difficult
to understand how there could be any justification at this time for a much larger

Virgin northern white-pine lumber is Indispensable to the ma ny American
industries which use it as a raw material, such as the pattern-making industry.
An Increased duty or an excise tax will merely burden these domestic wood-using
Industries without resulting in any substantial increase in revenue to the Treas-
ury. Very little of our original virgin northern white-pine timber remains and
imports ae necessary to supply our normal domestic demand.

No special demand has been made by anybody for an excise tax or additional
tariff duty on virgin northern white-pine lumber. During the committee hear-
ings as well as duiing the extensive discussion and debate upon the tariff bill of
1980 not a single manufacturer of northern white-pine lumber appeared in favor
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of a duty. Virgin northern white-pine lumber became dutiable under the tariff
sct of 1930 merely because it falls within the general category of softwoods. Its
special uses, qualities, and characteristics were never considered.

In the hearings on lumber held before the United States Tariff Commission
on March 10 and 20, 1031, pursuant to Senate Resolution 318 of the Seventy.first Conisi, proponents of a tariff upon softwood lumber did not urge an in-
vreasedTay dtvspeeleally upon virgin northern white-pine lumber, nor did they
furnish aly tes or figures which would tend to justify the retention of the present
duty on this special-purpose wood. They did not even mention northern white-
finc lumber by name. No domestic manufacturer of northern white-pine lumber
sppeoref at tts hearing before the Tariff Commission. If domestic manufac-
turers of northern white-pine lumber in the United States had felt the need of
a duty they would certainly have appeared before the Tariff Commission to urge
an increase In the duty.

Northern white-pine lumber (pinus strobus) should not be confused with the
pine produced in the Pacific Northwestern Stateso-Pondosa pine (pinus Ponde..
rosa), Idaho white pine (plnus monticola), and California sugar pine (pinus
lambertians). Virginia northern white pine is not produced in the PFclfiO
Northwest. The total annual production of virgin northern white pine in the
United States is only about 150,000,000 feet, some of which is produced in New
England in small scattering quantities, but most of which is produced in Minne-
sota. Of the total production of white and Norway pine lumber in the United
States in 1929 of 672,000,000 feet only approximately 150,000,000 feet were virgin
northern white pine.

The imports of virgin northern white pine lumber into the United States come
aelusively from Canada. The only competition between virgin northern white.
pne lumber produced in Canada and that produced in the United States is con.
fined to the region adjacent to the international boundary between Ontario and
Minnesota.

For more than two centuries virgin northern white-pine lumber was the pre-
dominating softwood in America. From the standpoint of quality and adapt-
ability, it ranks first among the species of lumber produced in the United States.
It does not directly compete with other species of lumber for the purposes to
which it is now primarily put.

In the past other species of lumber were frequently left in the forests until such
time as the scarcity of virgin northern white pine brought about a sufficient
differential in price to make them marketable. The United States has now
arrived at the point of a national shortage of virgin northern white-pine timber.
Although the original stand of virgin northern white pine was estimated at

2,00,000,000 feet, the United States Forest Service, in response to &,uate
Resolution 813 of the Seventy-first Congress, second session, reported that in
181 only 4,790 000 000 feet of virgin northern white and Norway pine timber
remainedin the Unied States. The following table, taken from the report of the
Tariff Commission on lumber (g. 27) gives the details of our present white and
Norway pine timber resources, oth virgin and second growth:

White and Norway pine
Region

Old growth Second growth

Board feet Board feet
New England ........................................................... 2,807,000.000 8, 8803, 000,000
Middle Atlantic ......................................................... 4.000,000 3,820,000,000
South Atlantl and Central ........................................... 155,000,000 165, 000000
Lake States ............................................. .......... 1 z, 124, 000, 000 %8,000,00

Total old growth and second growth ......................... 4,790,00,000 9, 84, o00, 000

'Includes 912,000,000 Norway pine. Most of the Norway pine is in the Lake States.
Includes 107#00,0;0 Norway pine.

The Forest Service reported to the Tariff Commission that it did not have satis-
factory information as to the quality of the timber included in the foregoing
tabulation. The Forest Service states: About all that can be said is that the
better grades of lumber are cut mostly from the old-growth timber, and that the
second growth yields principally box boards and other relatively inferior material.
(United States Tariff Commission, report to the President 'on lumber, p. 4.)
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If virgin northern white-pine lumber Instead of being tsed only as a a pecialty
lumber were put to all the uses for which it, is the best adapted of all sortwoods
even at the present depresed rate of ooftwood-lumber consumption the total
remaining domestic timber and lumber suplp' would last omy three months,
If the in erior second-growth timber of New England and the Lake States were
included, the doinestic supply of northern white-pine timber would be Instiliclent
to meet our entire normal softwood-lumber requirements for more than six
months.

Virgin northern white-pine tiniber has been subjected to depletion far more
extensive than has any other species of American timrber, for not only was it the,
first of the great'timber resources to be exploited, but because of its desirability
ii has been most actively exploited. The exhaustion of virgin northern whiff.
pie forests has been continuous and progressive,

The exlmiiistion of virgii northern white-pine timber presents a startling
picture of deplotIoi, Less than 1 per (cnt oif the original stand of virgin northern
white phie in the fVnIted States reinali. There reniii in the United States only
a few nanufacturers lirodieing any substantial oultput of virgin northern white
pine, although there are In additon It fOW smnlll, SCatterOd nllh. Our total
remaining vfigin northern white-pine finber supply is less than half the cut of
1890 which was seven and one-half billion feet.

All of New 'Iniand, New York, a large part of Pennsylvania, Michigan,
Wisconsin, and Mlnnesota were once a virgin white pine forest. By 1870 the
virgin white pine forest@ of the New Eingland states, from wich the early cololiuts
obtained their timber and lumber supplies , were practically exhausted,

As early as 1856 New York had so depleted its own forests that it was forced
to go to the forests of Michigan for part of its lumber requirenents. In 180
Pennsylvania stood first among the States in the production of lumber, but by
1870 the stand of white pine, the most valuable species In Pennsylvania, had
diminished to such an extent that imports of lumber from Michigan were necessary,
In 1920 the virgin stands of white pine in Pennsylvania were practically gone.

Lumbering began inI Michigan and Wisconsin about 1835. Pine in enormous
quantities drew lmnbermen from the East and before 1870 these States had
captured the lead in lumber production, tlhe peak of production was passed
in 1892 when the reported output was a little more than 8,900,000,000 board
feet, largely white pine. In 1899 Wisconsin, Michigan, and Minnesota, in the
order named, were the leading States in lumber production, with a total pro.
duction of 8,700,000 000 board feet, two-thirds of which was pine. (U. S. Forest
Service, Report on senate Resolution No. 311, 1920, p. 17.)

The Census of Manufactures (Bureau of Census, 1929), shows that Wis.
consin Michigan, and Minnesota ranked fourteenth, eighteenth and twentieth,
respectively, In softwood lumber production In 1929. The production of white
pine lumber in these three States in 1929 totaled only 350,000,000 board feet,
including a large amount of inferior second growth and hemlock.

Imports of pine lumber from Canada in 1931 were only 105,000 000 feet,
having a value of $3,066,286. (Report of Dominion Bureau of Statistics:
Trade of Canada, 1931, p. 327). Practically all of this was virgin northern white
pine. Were these Imports to be excluded through import duties or excise taxes,
the domestic production would be insufficient to meet the domestic demand.
Any attempt to increase domestic production would simply hasten complete
exhaustion. It takes from 100 to 175 years to grow merchantable northern
white pine timber, and this second growth, according to the United States Forest
Service (see report of Tariff Commission to President of the United States on
lumber November 9, 1931, p. 27), is much inferior.

Chief among the uses for which virgin northern white pine lumber is indis-
F ensable is the manufacture of high-grade patterns for castings in foundries and
actories. The qualities which make virgin northern white pine indispensable

for this purpose are its ,4oft texture and straight grain, which permit it to be
worked evenly by the patternmaker without showing any tendency to split or
splinter under his tools. Patterns made out of well-seasoned virgin northern
white pine are permanent assets, never shrinking, twisting, or changing their
form.

Experience has demonstrated that the benefits and savings which accrue from
the use of a wood with the characteristics of virgin northern white pine for
certain types of boxes and crating are such that they more than make up for
the higher price which they command. For certain chemicals and commodities
such as high-grade leaf tobacco, the value of which is so great that complete
protection is economy at any price, northern white pine is more economical than
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any other lumber. Northern white pine lumber is unusually weather resistant
and does not split under nailing. The well-set red knots of virgin white pine do
not check or come out, and, combined with these other qualities, its lightness in
weight, which reduces delivery costs to a minimum, makes It particularly desir-
able for many special uses.

I respectfully request the members of the Finance Committee to consider the
testimony as to the high quality and special characteristics of virgin northern
white pine developed before the Federal Trade Commission in 192& in its hear-
ings on the so-called white pine cases. The point at issue was the use of the
words ' California white pine to describe a species of yellow pine lumber manu-
factured in California. In the testimony briefs, and in the commission's findings
all parties participating agreed as to tfh special qualities and desirability of
the true virgin northern white pine (Pinus strobus). (See United States Federal
Trade Commission Dockets 1621 etc. Transcript of testimony, pp. 10, 11,
18-138 222-223, A57, 309, 632, 640, 2080-2081, 2122 2681. Brief of attorney
for the g overnment, pp. 2 and after. Brief of respondents, pp. 0, 38, 49.)

Eighty-five por cent of the virgin white pine lumber imported into the United
States originates in the Province of Ontario, Canada. From this Province the
United States imported in 1928 (a normal year) a total of 204 000,000 board
feet of lumber val:led at $6,872,277. At the time the United state exported
to Ontario 190,000,000 board feet of lumber (partly hardwood) valued at $8,900,-
480. Despite the fact that Ontario is a liumbbt-produieng center, her imports
of lumber from the United States are only 4 per cent less in quantity than her
exports of lumber to the United States. In value Ontario imports 1 per cent
more lumber from the United States than she exports to the Unitecf States.
Exportation of yellow pine lumber in the common grades from the United States
to the Province of Ontario further indicates the special character of the virgin
northern white pine imported from Ontario.

An enclosed map prepared by the United States Forest Service illustrates the
exchange of lumber between the United States and the Province of Ontario.
Because of low freight rates the States of Arkansas Louisiana, Mississippi, Ala.
baina, Georgia, Florida, Tennessee, Kentucky, West Virginia, Michigan, and
Wisconsin are able to ship their surplus lumber into Ontario in competition
with western Canadian species. The volume of these shipments is shown by the
black squares on the map, and the black square in Ontario shows the quantity
imported by this Province, 190,000,000 feet, in a normal year.

If Canada Is obliged to sell the lumber she now sends to the United States in
other world markets the money received from other world markets for Canadian
lumber will be spent in those same world markets for commodities which Canada
must purchase. American industries which are now selling many commodities
to Canada will find their Canadian markets so weakened that they will have to
curtail or find now markets.

Nothing can be gained in the attempt to keep Canadian lumber out of the
United States. The shift of world markets will lose to the United States a volume
of exports equal at least to the volume of imports shut out, and neither American
capital nor labor will benefit. On the other hand, such a course will by completely
disarranging world markets break down the good will between hitherto friendly
neighbors. Canada is not only the best customer of the United States but even
in the depression year, 1931, she purchased from the United States $393,775,000
worth of commodities, 63 per cent of her entire external purchases. At the same
time the United States purchases from Canada were only $257,078,170.

In conclusion may we not again emphasize that (1) virgin northern white
pine lumber production in the United States is insufficient to meet normal domes-
tic demands- (2) that the United States Tariff Commission in its recent Investi-
gation found that an increase in the present duty on northern white pine w,.s not
justified on the basis of foreign and domestic cost of production; and (2) that
virgin northern white pine is a special purpose lumber Indispensable to many
American industries. An excise tax or tariff duty on virgin northern white pine
lumber would burden domestic industries compelled to use it as a raw material
without resulting in any substantial revenue to the Treasury.

We therefore respectfully request that no additional excise tax or tariff duty
he placed upon virgin northern white pine lumber or timber.

Very truly yours, Louis M. LUATT, Secretary.
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HoRMAN H. HRTTLER LumaMa Co.,

Boa. REED SMOOT, Chicago, Ill., April 18,198g.

Chairman Senate Pinanco Committee, unitedd Mtas Catto" lWaah inglon, DA C.
DEAR SENATOR SMOOT: It has been brought to our attention that the Senate

Finance Committee is considering props to include in the revenue bill, H. R.
10286, a new tariff or excise tax on the imports of various species of softwood
lumber. We are opposed to any proposal which includes a tax or duty upon
northern white pine, a species of lumber that we are compelled to go to Canada
to obtain in sufficient quantities of needed slses and grades. Our domestic virgin
northern white pine timber supply Is almost exahusted and our domestic produce.
tion has become so small that It is insufficient to meet normal doncutic demands.

There is no Justification for any tariff or tax on virgin northern white pine
lumber on the basis of differences in foreign and domestic costs of production,

ast year in response to Senate ResolutionTNo. 318 of the Seventy-first Congrs
the Tariff Commission made an exhaustive investigation of the northern pine
lumber Industry. In this Investigation the Tarif Commission found that domestic
producers of virgin northern white pine lumber had an advantage of $2.66 per
thousand feet in cost of production, including transportation to Chicago over thcost of Canadian manufacturers. (Tariff commission report to the President
on lumber, 1981, p. 3)

Chicago, the point to which transportation costs were computed by the Tariff
Commission is the central point of virgin northern white-pine lumber consump.
tion in the United States. In evidence of this, the following table taken from a
brief filed before the Tariff Commission shows the distribution of shipments of
virgin northern white pine lumber to the United States from the principal Cans-
dian mill producing virgin northern white pine lumber:

Carloads Carloads
Illinois ...................... 760 New York ................... 60
Indiana ..................... 12 Ohio- ...................... 234
Iowa ------------------- 83 Pennsylvania .............. 19
Massachusetts ................ 23 Wisconsin ................ 710
Minnesota ................... 627 Other States ................. 1
Missouri ---------------- 28
Michigan .................... 211 Total shipments ......- . 2, 701
New Jersey ........... . 9

The shipments from this one mill comprise about one-third of the total imports
of virgin northern white pine lumber into the United States. Shipments to
Minnesota, Wisconsin, Illinois, Iowa, Indiana, Michigan, and Ohio, from this
one Canadian mill totaled 2,414 cars in 1928 or 80 per cent of its entire ship.
ments. The Tariff Commission report (p. 28) indicates that in all these States
this mill was at & decided disadvantage ln transportation costs as compared to
domestic mills. In the Chicago market according to the Tariff Commission
report (p. 25) the disadvantage of the Canadian mills in transportation cost
averages $2.92 per thousand board feet. The Canadian mill has comparable
transportation disadvantages to all other markets in this principal consuming
area.,

There can be no Justification for any duty or excise tax on imports of a com-
modity which is imported from a foreign country in competition with a domestic
production of the same article produced at a lower cost.

The depletion of our domestic virgin northern white pine timber supply is
appalling. Originally the United States had a supply of more than 540,000,000,000
feet of virgin northern white pine timber. We have left less than 4,000,000,000
feet. (Tariff Commission report on lumber, 1931, p. 27.) This 4,000 000,000
feet is less than the amount cut in six months, back in the nineties. ihe last
of our original great virgin northern white pine timber resources were in Wis-
consin and Minnesota. These are now practically exhausted and the wood
users of Chicago and the surrounding territory are compelled to get a large share
of their supply of this valuable species of lumber from Canada. The depletion
of our timber is a national calamity. The true virgin northern white pine lumber
is a national necessity. It is indispensable to many American industries and to
our national defense.

It is reported that recommendations have already been made for the national-
ization of the entire remaining supply of virgin northern white pine timber in
case of war because of the urgent need for it in making patterns and in many
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other distinctive uses in ease of war. An example of the military uses of northern
white pine is the construction of rifle boxes which must be ti ht and dry. Millions
of feet of virgin northern white pine were used in the World War for this purpose,
to which it is the best adapted of any softwood lumber. Another military use
, In the manufacture of patterns for the molding of gun parts, etc. The navy

yard In Washington uses large quantities of virgin northern white pine for such
pu Oe.
The following quotations clearly show the indispensability of northern white

pine for many special uses-
"Workableness and ability to hold its shape, combined with the capacity to

take oils and paints well, are the principal requirements of woods that go into
general millwork. White pine is unexcelled for this industry and occupies first
place. For articles such as balusters, columns, posts, scrolls, and stair work white
pine is used almost exclusively, its clear grain and the ease with which it ma
be cut makes it a favorite for scroll and cornice work, and it is preferred above aii
others by cabinetmakers. It occupies a leading position in all of the States
where the wood rows and not infrequently it is a leader in contribution to many
of the industries n States where no white pine Is grown, where it is given prefer-
ence over all other woods for the manufacture of sash, doors, blinds, and patterns.
Its desirability as compared with most native woods of other communities for
general millwork is patent when more of it is consumed in many States than
of native woods." (New York State College of Forestry, Technical Publications
No. 14, Wood-Using industries of New York, p. 88.)"You wonder what kind of wood lies under the paint. If the house happens to
be one of the century-old New England landmarks, you will be safe in guessing
white pine. Though it was once extensively used for sidingo genuine white pine
is now considered so va'uable for other urposes that its use for siding on any but
the most expensive houses has fallen off." (National Committee on Wood Utili.
nation in How to Judge a House, p. 19.)

" * * * In quantity, It (pinus strobus) Is the most used of any wood for
manufacture in Pennsylvania, and owing to its valuable qualities of being light,
soft, comparatively durable, of whitish color, easily worked, and holding Its
shape when in place, it is called for by the factories comprising 32 of the 84
Industries." (Roger E. Simmons of tie U. S. Forest Service in Wood Using
Industries of Pennsylvania, p. 19.)

"Northern white pine is an 'all universal' wood. Formerly it went into waste
and matches and into almost every shape and size product between these two.
It is a favorite -in building and construction, for both interior and exterior use.
Millions of feet are used annually in the box and container industry.

"It is said that over 50 per cent of the cut of northern white pine is now used in
planing mill products. It is also a favorite pattern lumber. Among the products
of importance for which it is now used are blinds, doors, sash, boxes and crates,
containers, matches rollers, woodenware novelties, caskets and coffins, molding
stock siding, tank slock, interior knotty pine paneling, cornices, kitchen cabinets
sheathing, etc." (Phillips A. Hayward, of the National Committee on Wood
Utilization ln Wood Lumber, and Timbers (1980), p. 397.)

"Fully 75 per cen4 of the wood flour manufactured in the United States is made
from white pine * * *," (National Committee on Wood Utilization in
Sawdust and Wood Flour (1927), p. 18.)

"The manufacture of shade rollers is a special line, and several firms are
engaged exclusively in the production of this article. A large part of the white
pine reported is used by such establishments. Some plants are equipped onlyto
manufacture shade roller blanks bored and fitted to receive the spring. The
dimensions of shade rollers used in large quantities are fifteen.sixteenths of an
inch in diameter and 36j to 42 Inches in length, bored in one end to a depth of
9 inches to receive the spring, and chamfered on the same end to receive the
ferrule. The raw material is largely shipped in from Canada and is well-seasoned
and kiln-dried white pine. Some of the rollers are made of two pieces and joined
together with a plug splice which is, of course, glued. Local manufacturers have
for years reported a scarcity of suitable clear stock." (New York State College
of Forestry, Technical Publication No. 14, Wood Using Industries of New York,
p. 74.)

"Scores of millions of feet are demanded by the manufacturer of window-shade
rollers, though individually the roller is a small commodity. In this, as for
patterns and many other things no satisfactory substitute for white pine tos been
found." (Henry H. Gibson In American Forest Trees, p. 22.)

118102-42 --- 48
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There Is probably no wood put to a greater variety of uses and no wood better
adapted to special uses than white pine,

Instead of discouraging imports we should rather encourage co aorvation of
our small remaining domestic supply of this fast diminishing much needed special
of timber. There s no conceivable reason why the Senate should at any time tax
a natural resource, the domestic supply of which is insufficient to tulhl domestic
demands.

Virgin northern white pine lumber is imported exclusively, from Canada and
practically all the pine lumber imported from Canada is virgin northern white
pine.

Our balance of trade with Canada furnished a very good reason for exempting
any Canadian product from special taxation. In 1930 we sold Canadi
$85,000,000 worth of manufactured and unmanufactured wood products. The
following table shows the interchange of trade In all commodities between
Canada and the United States In 1981:

Groups of commodits rCar

sl utn ad v table prMouct ......................................... $!4476 10 e i n ,
$4,475,700 si 21;uKca' 24,071,4vibes exti s amnd poducts ....... ........ ......... t s iis

, or .. ....... .......... ......... 2 12 181, M3roo u~dp, r..... ...... .......................................... 1 m a

onf e I'm1m and prouuota .......................... 7 SSM0, 4,5%
l p U ......4.Et ............................................. 10449, 1&L2%T and uota ............. ...................... Kc6

Miedlao us prod uct and oomm od~ ................... K 081, 2 1

Total ........... ..................... ...................... M, 58 M 20 7, Olt,, m

Source: Dominion Bumu of Statistis, Trade of Canada, Calendar Year 1931.

We exported to Canada in the depressed markets of 1931, $393,775,829 worth
of commodities as compared to imports from Canada whose value was only#257 078,170. The balance of trade in our favor was more than $135,000,000,
The United States had had a consistently favorable balance of trade with Canada
for many years. In addition to the obvious monetary value of this balance of
trade there Is the additional fact that our exports to Canada were largely man.
ufactured products while our imports were almost entirely raw materials. In
other words, the value represented by our exports is comprised largely of labor
costs, whereas our imports values represent raw material upon which American
labor will be expended in producing finished products.

When the subject of a riff on lumber was before the Congress in 1929 and
1980, more than 200 agricultural organizations and lumber dealer and millwork
manufacturers associations passed resolutions in opposition to any tariff on
lumber. The position of these orgarilzations has not changed. While it is not
generally known among the lumber dealers that a tariff on lumber is now being
considered by the Senate, many have voluntarily expressed their continued
opposition. Among the organizations which have consistently opposed any
triff on lumber are the National Grange and many State granges, most of the
State farm bureaus, retail lumber dealer associations, millwork manufactures
associations, and many others.

More than .15,000 lumber dealers are represented among those who signed
briefs in opposition to a tariff on lumber or passed resolutions in opposition to
it. These resolutions were filed with the Finance Committee and appeared in
the Congressional Record during the tariff hearings in 1930.

In conclusion may I again call your attention-
1. To the special characteristices of virgin northern white pine which have

made it so dd able as lumber that our once immense domestic suply Is prac-
tically exhausted. The demands of Industry for virgin northern whte pine can
no longer be met from our domestic resources and importations are necessary tomeet them demands.

2. To the fact that virgin northern white pine is indispensable in our domestic
industries and for our national defense.

3. To the fact tht the remaining domestic producers of virgin northern
white pine have an advantage over imports In cost of production including
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transportation to Chicago acoordzig to the report of the United States Tariff
Commission on lumber.

4, To the favorable balance of trade between the United States and Canada,
gtainly a potent argument against raising any barriers which would disturb

this favorable balance.
5. To the opposition expressed by the lumber dealers, millwork manufacturers,

farm organizations, and others against any duty on lumber.
Very truly yours, S. HxTTwen, President.

STATEMENT OF CLARENCE W. DI KNIGHT ON BEHALF OF FRANK K. ZELLER,.
PHILADELPHIA, PA.

Mr. Chairman and gentlemen, on behalf of Frank M. Zeller, of Philadelphfar
ps, I beg leave to submit the tariff suggestions offered by Mr. Zeller on the
lumber schedule.

As an American lumberman of 40 years standing interested In the markets
lW and manufacture of maple and cedar lumber products, I beg leave to submit
the following tariff suggestions on the lumber schedule:

1. Whilst it is true, that due to overproduction, there has been some slight
recession in the price of cedar shingles, this has been due to other economical
causes and the proposed tariff on cedar will not help the situation exce t It will
add an unwarranted charge on the roofing material and side boards of the home
of the American wage earner, the farmer and the modest bungalow owner.
Thero i no rhyme or reason in this tariff makeshift: overproduction (and in-
creaed overproduction duo to increased taxes) In our cedar-growing States Is at
the bottom of this disorder, a sample case in the State of Washlarton on a
80,000-acre tract shows that taxes increased from 12.2 cents per acre in 1905, to
83.8 cents per acre in 1913, an increased in eight years of 400 per cent or an
average tax increase of 50 per cent per annum by the local tax board of Wash.
ington.

A rational tax rate on stumpage owned and a rational production stabilized
and a reasonable proratinj of controlled output as our Northern neighbors pro-
tect and stabilize their pulp and print paper production is what the Congress
should recommend and this is not a tariff question at all.

2. The largest producers of cedar products in Seattle Wash., import all their
cedar logs from British Columbia free and if the United States levies a tax of 25
per cent ad valorem on cedar, then cedar logs are prohibited from being exported
to the United States and a double blow will be struck; that industry will be
killed and our own cedar reserves will be that much depleted. The farmer's
cedar shingles will be increased in cost in an amount equal to $25 per thousand
board measure.

3. There has been millions of dollars of American capital invested in the cedar
and allied wood production on Vancouver Island under the very beneficlent tariff
regulations promulgated between both countries, and it is a very manifest
injustice, in the Judgment of practical lumbermen, against these American
investors in British Columbia if they are to be bankrupted by the imposition of
a prohibitory tariff of 25 per cent against their investments there. I understand
that 85 per cent of all timber on Vancouver Island is held by American lumbermen.

Statistic of the United States Lumber Industry

(UrAtei States Census (Sargeaut's Reports, June, 180)J
Pennsylvania: Feet, board measure

1880 stand of white pine------- ---------------- 1800,000, 00(s
1880 stand of hemlock --------------------- -- 4 000 000,000

Total timber standing............-----------5800,000,000
1895 entire original stand practically all cut. (F. M.Z.).

Michigan:
1880 stand of white pine---------------------- - ,000,000,000
1900 entire original stand practically all cut. (F. M. Z.).

Wisconsin:
1880 stand of white pine------ ---------------- 41000,000.000
1900 entire original stand practically all cut. (F. M. Z.)

Minnesota (except Indian reservation):
1880 stand of white pine ............................. 8, 000, 000, 000
1900 entire original stand practically all cut. (F. M. Z.)
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In less than 20 years, In these four States the entire virgin stand of sound
merchantable timber, amounting to 90,000,0 000 feet was practically all gor*,Two-thirds of the original forest area of the United states has been lumwtjQ,
culled, or burned.

Three-fifths of our original timber supply is gone.
Pennsylvania ti now paving annually more than $28 0GA 00 freight on the

lumber that It Imports and uses, and $100,000,000 for the timber consumed in
this State.

New England contains less than 5 per cent of her original virgin forest.
New York with the scant remains of her forest areas, now only supplies one.

tenth of her local requirements,Pennsylvania, the leading lumber producing State, 1870-.1880, haspractieauy
depleted her big stands of timber; she produces only enough to supply Plttseburi.

What the American forests need now is conservation, until our controled
production will equal consumption requirements and until this time arrives, it
is absurd to change the present schedule.

Respectfully submitted. FaNK M. ZLLLER.

Postscript.-United States Forest Bureau, some time since reported:
Feet, board mfum

Annual consumption of forest products-------------. 25 000, 0000(M)
Annual growth of forest products.-------------- ----8, 000, 000000
Annual net consumption ......................... .... 19, 00000000
Recent expert testimony shows annual consumption over ...... 58,000,000, 000
Which, figured in terms of lumber delivered at points of consumption at an
average price of $40 per thousand feet, board measure, annually amounts to the
tinormous sum of $2,200,000,000.

I append hereto a letter written by me to Hon. George S. Graham, House of
Representatives, September 9, 1980, relative to the umber schedule, when
under consideration In that year, and which it Is believed was submitted to
Senator Smoot at that time.

Hon. GO RE S. GRAHAM, PHILADELPHIA, PA., September 9, 190.
Washington, D. C.

My DEAR CONGRESSMAN: Referring to out conference recently, I take Mleaure
In inclosing for your consideration an origin galley proof of some of the fat,
taken from an article that I had the pleasuvo of contributing to the Evening
Bulletin of this city, that was published during tia0 recent forestry campaign in
Pennsylvania.

The denudation of our national-forest growth, especially In these five (until
recently) outstanding forest States is appalling. If, will be noted that thi
Consumption and devastation of timber has practically all happened during the
active business career of many men now living.

As a partial remedy we have adopted a program nationally, and locally, of,
forest conservation to husband the actual requirements of the American con.
sumers of forest products, for the next few generations.

Pennsylvania holds a leading place in this policy.
The conservation of the remaining two-fifths of our State and national stands

of timber must be carried out at all-hazards; unless we intend to scrap the prae.
tical intents of this policy so wisely adopted; and place ourselves as to our lumber
needs, entirely at the mercy of foreign forest growing countries.

This program must be encouraged continuously and persistently until the
replacing of our forest capital is at least constructively assured; and our timber
growth is sufficient to supply the requirements of our annual lumber cut.

The above facts make it obvious, that any study of the newly enacted tariff
schedule on forest products must take cognizance of these conditions.

We are confronted with a replacement program Involving 90,000,000,000 feet
board measure that was taken from the above states, practically during your
lifetime and mine.

Let us consider for example our own State, Pennsylvania which in this short
period consumed for commercial lumber purposes its entire forest capital of
3,000,000,000 feet board measure.

This State has a comprehensive Forestry program that Is being applied to a
limited area and has been in operation not exceeding 20 years.
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FJom the observed data available the first of these forest areas cultivated and

rved in Pennsylvania will be available for producing merchantable lumber
about 86 to 80 years from now; and of course that lumber necesarily will be

of rather narrow wdths, when we compare it with the character of the lumberproduced in our old Pennsylvania woods that had a life of from 180 to 400 years
o maturing. As is stated in the galley proof, Pennsylvania produces at present

barely enough merchantable lumber to supply Pittsburgh.
The consumers in this Stats of lumber are compelled annually to invest in

purchases outside of the State at least $100,000,000 to fill their ordinary require-
msnts; and on this consumption they are required to pay an additional $25,000,1
M0 in freight on this necessity.

Until Pennsylvania's forests are capable of producing from these reserve
fficient merchantable lumber for our ordinary requirements, the citizens of

this State will be compelled to Invest in that period at least $8,000,000,000 and
contribute in freight charges at additional $1,000,000,000 to other States and
nations for our lumber requirements. This serious economical charge against
the citizens of our State is likewise applicable to all other States that are denuded
of their forest areas and this charge will continue until their forestry program
produces enough merchantable lumber for their own uses.

In the study looking to an adjustment of the tariff schedules on lumber,
pulp, and allied products bearing these impressive facts In mind, the approach
surely should be from a practical expert lumberman's standpoint, and should
cover all phases of thins very Important uestion, and such an investigation; in
the writer s judgment, can not be practicay solved by any academic or theoreticalapproach.Each element should be carefully analyzed, the question, of consumption

conservation and the broad protection of the lumber Industry, along rational
Bnes, should be carefully considered.

The growing important question of the importation of raw and manufactured
forest products, should b., considered as a help to our conservation program,
eslcially In those States that have been denuded of their forest areas,

The reduction of the cost of lumber in those States which are remote from the
northwestern producing regions, and where low water freight rates permit the
reestablishment of certain manufacturing p hases of the lumber Industry, would
mist in the rehabilitating of the woodworking, paper making, and allied indus-
tries, and the opening of large avenues of labor; and the carrying out of such a
program certainly must appeal as a sound, helpful and economical observation.

Stch a program should be encouraged in every direction during the next 30
ars while our forest areas are being cultivated to produce merchantable lumber

therefrom.
As I look at it the great trouble with the northwestern Pacific Coast States,

lies in the fact that their lumbermen are compelled to meet growing and excessive
taxes, that are locally assessed against their standing timber.

In many instances they are obliged to overstock the market in order to relieve
themselves of this burden of taxation. This is in distinct contradiction of the
policy adopted by their northern Canadian neighbors, who have a very low tax
rate on standing timber which is fixed on the cost to 1054. The local tax require-
ments of the Provinces is levied on the logs, as, and when, they are cut into
lumber; this results in stabilizing the output, and puts the tax where it belongs.
However, this is a local tax and not a tariff matter.

The questions involved in the tariff adjustment in the items to be Immediately
considered by the Tariff Commission, in my judgment, should be approached in
a practical way, Involving consumption, specific uses, quantity, character, and
location of the items in question.

Logs, pulp, pulpwood, cedar shingles and hard woods like hard white maple
and oa lumber, should be met with an eye of a skilled expert who is familiar
with the trade requirements, consumption and usages of such importations.

The free admission of logs and slmllar forest products might be broadened In
a practical way that is familar to the technique of lumber manufacturers, so that
this paragraph which includes rough-hewn timber might take into consideration
and Include the so-called squares, which are simply tapered saw logs the sides
of which have been smoothed by a saw instead ob a road ax. These rough
materials are intended for manufacture by American labor.

The admission of these products necessarily carries with it the discussion of
the labor questions involved in the production of these items; and this question
will undoubtedly arise on the floors of the Congress at the coming session. In
my judgment, a careful study of whether or not these admitted products are the
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result of peonage, forced or impressed labor (which ar prohibited under oUi
tariff regulations), involves a personal study by a praotica lumberman, whom
varied experience in the woods and mills of this country make his approach to
this phase of production fair and equitable, especially t he applies the same rule
that usually obtain in the woods and mills of ti United States and are adopted
as fair labor proetices.

It should be borne in mind that the writer has been a constant advocate c
the protective tariff policy of the United States all his life, and the sugestiou
herein offered are not to be construed as inconsistent with tarff proteotion; but
the fr-sighted view of the protection and development of American industry
during the period of conservation of our forest growth, until such times as it
becomes a practical source of supply.

That the adjustment of the lumber and forest product schedules, .o that they
may be distinctly helpful to industrial developments Is apparent when we on.
sider the enormous requirements of our eastern seaboard states and the hinter.
land adjoining their ports of entry.

The consumption of softwoods such as spruce, fir hemlock, western larch,
and pine has increased over 4,000 per cent n the Qat decade. From the wet
coast and Canada our requirements for such lumber exceeds three times the entlit
yellow-pine 'roduotions of the South.

Trusting &hat these few observations may be useful in considering the subject
matter I am,

Very cordially yours,

STATEMENT OF ELISHA HANSON, WASHINGTON, Ds C., REPRESENT.
ING THE AMERICAN NEWSPAPER PUBLISHERS ASSOCIATION

Mr. HANSON. Mr. Chairman and gentlemen of the committee:
y name is Elisha Hanson. My ad-dress in 729 Fifteenth Street,

NW Washington, D. C. I am attorney for the American Newspaper
Pubsers Association, a membership corporation oranzed under
the laws of the State of New York, the members of which are the pub.
lishers of approximately 500 daily newspapers located in the Unted
States. We have members in practically every State and our member
publishers have publications which range in size from the small

ally newspaper to the very largest metropolitan papers in this
country.

Newspaper publishers are very much Interested in this amendment
for two reasons: First, It seeks to overturn a policy which has been
long established by our Government' and, second, it seeks, indirectly
to place an additional burden, in the nature of increased prices oi
newsprint paper, on publishers of daily newspapers. While I do not
represent the country weekly papers, nevertheless, the burden would
possibly fall more heavily on them in proportion to their needs than
on the daily newspapers, because the latter purchase their newsprint
in larger quantities, usually in carload quantities or more, whereas
the small country publisher frequently buys his newsprint in less
than carload lots, and because of the increased cost of handling,
pays a higher price therefor. There are approximately 1,800 to
2,000 daily newspapers in the United States and between 20,000 and
22,000 weekly newspapers which would be vitally affected by this
amendment.I Newsprint paper, roughly speaking, is that kind of paper which
is used m the publication of newspapers. It has been so defined by
Congress in committee reports accompanying tariff bills which have
been enacted into law i the vast, and it has been so defined by our
courts in controversies which lave been decided by them. Normall,
itlis made up of 80 per cent mechanically ground woodpulp and 20
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per cent sulphite pulp, but if the mechanically ground wood pulp is
not of good quality a greater portion of suiphite pulp, which is chemi.
cal woodpulp, must be added in order to make a good sheet of paper.

For many years, newsprint paper and its component elements
have been on the free list. They were placed on the free list for two
reasons: One, because the production in the United States is not
sufficient to meet the demands of our consumers; and the other,
because the depletion of our forest reserves had pro to such
a state that the Conre in its wisdom, determined to protect ourforests by provIding for t e admission free of duty of certain forest
products which were essential to our domestic consumption, believing
that the free importation of these products would tend to slow up
the devastation of our natural resources in timber, particularly in
spruce and hemlock. .

To show you just exactly what the situation is with respect to
newsprint paper, in 1931, the total amount of domestic consumption
was 3,212,751 tons. Of this amount, only 1,157,407 tons were
proAuced in the United States. It was necessary for us to import
2,064,905 tons. Our exports of newsprint paper, in 1931, were but
9,651 tons. In 1930, our domestic consumption was 3,551,021 tons.
Our production was 1,281,502 tons. Our importations were 2,279,730
tons, and our exports 1%211 tons.

During the last twenty years, in normal periods, there has been a
steady increase in our importation of newsprint paper in proportion
to our domestic consumption, due to the fact that domestic manufac-
ture has been entirely unable to meet the demands of newspaper
publishers. By far the greater amount of our imported newsprint
paper comes from Canada, where American capital has been employed
in the location of newsprnt mills close to supplies of cheap pulpwood.

As newsprint paper is made up wholly of mechanically pound
wood pulp and chemical wood pulp, it is patent that a duty on either
one or both of these commodities would result in an increase in
price of newsprint paper in the United States. It would certainly
compel the domestic manufacturer of newsprint paper, who is largely
dependent upon importations of wood pulp and chemical pulp, to
raise his prices to meet the increased cost of his raw materials and the
natural result would be a corresponding increase in the price of im.
ported paper, or, conversely, a tremendous increase in the importa-
tion of newsprint from abroad and a decrease in domestic production.

The effect of the policy above outlined on the domestic manufac-
ture of wood pulp has been to maintain almost in status quo the re-
lation between importations of pulp and domestic production of
pulp. For instance in 1922, the domestic production of pulp of all
kInds, that is, mechanically ground wood pulp and chemical wood
pulp was 73.7 per cent of the total consumption. In other words,
our Aomestic producers furnished us with almost three-fourths of the
amount of wood pulp which we needed for domestic manufacturing
purposes. By 1924, this percentage had been reduced from 73.7 per
cent to 71 per cent. In 1930, it had bee increased from 71 per cent
to 71.3 per cent. Between 1924 and 1930 there was an increase in
the demand of American papers makers for wood pulp, and the total
amount consumed increased from 3,723,266 tons in 1924 to 4,531,127
tons in 1930. But the relation between domestic production and
imports, as pointed uut above, remained almost stationary, the ir-
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portations in 1924 being 1,522 715 tons and, in 1930, 1827,929 tons.
Domestic production obtained the slight advantage of three-tenths
of I per cent over imported wood pulp during this period of years.

While the relation between domestic production and imports has
almost remained stationary during the last few years, there ho been
a shifting within the United States of the base of production during
the last 10 years. In 1920 for instance, Pacific coast manufac.
turers of wood pup produced only 14.3 per cent of the total United
States capacity. By 1930, however, the Pacific coast producers had
more than doubled their production and were furnishing 31.8 per
cent of the total United States capacity. By 1931 the percentage
had jumped to 45.2 per cent, or almost half the domestic production.
This tremendous increase in production was brought about without
the benefit of a tariff protecting the Pacific coast manufacturers of
wood pulp, and, I might say, solely because of cheap sources of raw
material and cbeap cost of production.

In 1930 Pacific coast manufacturers of wood pulp were able to lay
their products down on the Atlantic coast of the United States
cheaper than domestic manufacturers in our eastern seaboard States
and cheaper than foreign producers of pulp. For instance, bleached
sulphite, which is the most expensive kind of wood pulp, was laid
down on our Atlantic seaboard by the Pacific coast manufacturers
of this country and sold at $46 a ton, with some individual manu.
facturers being able to sell it as low as $40 a ton. The east coast
producers were able to put the same product in New York at from
$55 to $58 a ton, and the average cost of European bleached sulphite
was $60 per ton, although certain individual manufacturers in
Europe were able to lay it down as low as $52 per ton. These
figures show beyond any question of doubt that a tariff for the pro.
section of the Pacific coast manufacturers is wholly unnecessary and
that the only purpose of such a tariff will be to allow them to increase
their price in a competitive market, where already they are able,
because of the low cost of production, to undersell the world.

There is another point which, while probably not pertinent to my
discussion of this subject strictly from the newspaper point of view,
is pertinent to your general consideration of the problem. Roughly
speaking, there are about 600 paper mills in the United States. Of
course, not all of these manufacture newsprint paper, but they do
manufacture paper of all kinds and descriptions. About 150 of
of these 600 mills are known as self-contained niill, that is, mills which
produce their own raw materials and from them, in turn, manufacture
their own finished product. The other four-fifths of our paper mi
are depended upon the open market for the purchase of their raw
materials, so that if a tariff be levied on their raw materials, it is
quite apparent that such a tariff will lace them at a tremendous
disadvantage as against the fewer number of self-contained mills.

Newsprinit paper, which is the cheapest of all papers now manu-
factured, is the only grade of paper which is on the free list in the
tariff law. All other grades of paper are given protection in varying
amounts for varwyng grades. No evidence has been submitted to
your committee that, at the present time, the producers of the raw
materials entering into the manufacture of paper have suffered from
any greater depreciation of commodity prices than the manufacturers
of the finished& product. In fact, the prices of pulp have not fallen

708



REVENUE AOT O 1989

lower in proportion to the fall in price of the commodities into the
manufacture of which pulp enters.

I presume that the question of the effect of the depreciated cur.renews of foreign ptp-producing countries on the prices of imported
pulp will be raised before your hearing adjourns. The Senate has
mked the Tariff Commission to present It with a report on this prob-
lem. That report has not yet been presented and I do not know when
it is likely to reach you. However, according to the best information
I have been able to obtain, there has been no appreciable effect in
the competitive situation by reason of the depreciation in foreign
currencies. While the currency has been depreciatedl, the price of
the product has been increased to offset the depreciation in money,
and I feel confident that the Tariff Commission's report, when it
reaches you, will indicate this clearly.

Senator WALSH of Massachusetts. It was filed to-day.
Mr. HANsoN. And I hope their remarks will be taken into considera-

tion by this committee.
Senator SHORTRID0m. Whom do you represent?
Mr. HANsoN. I represent the American Newspaper Publishers'

Association, and Mr. Harry Chandler, of Los Angeles, i the present,
and it has a membership made up of some 500 daiy newspapers pub-
lished in the United States, ranging from the smaller daily newspapers
to the larger ne papers in the big cities.

Senator SHORaR.DG. Do you know anything of the condition of
the lumber men in Washington?

Mr. HANsoN. I have heard a lot about it this morning. But even
so, I hope you heard what I said, that they are still underselling the
world in our American pulp market.

Senator SHORTRDGE. That may be, and they are still losing money.
Mr. HANSON. We are all losing money these days.
Senator SHORTRIDGE. I hope not.
Mr. HANSON. Unfortunately it is so, I fear.
Senator JoNEs. How much have newspaper prices dropped in the

last two or three years?
Mr. HANSON. How do you mean?
Senator JONES. Have the newspapers that use this print paper

dropped their prices any?
Mr. HANSON. Yes, sir.
Senator JONES. How much, and in what way?
Mr. HANsoN. I could not give you the figures, but in many places

there have been decreases both in circulation and in advertising rates.
And I heard this morning that in the case of one of the largest groups
of newspapers there has been a falling off of more than 50 per cent in
the volume of advertising which they are carrying. That shows that
business is hit more or less generally throughout the country. But we
are not coming here asking any special relief. We are merely asking
that the policy which has been long established be continued unless
there is some reason other than the fact of granting an increased profit
to somebody who is now able to undersell the world, is advanced.

Senator JONES. Has newspaper advertising dropped in the last year?
Mr. HANSON. Newspaper advertising has dropped by a tremendous

amount during the last year and some of the largest chains of news-
papers show drops of more tan 50 per cent in their volume of adver-
tising. Magazine advertising has dropped very greatly; in fact all
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kinds of advertising has dropped in so far as printed advertising is con.
earned in the last year.

Senator JoNES. How do you account for the fact, if you can, that
the Washington Post here increased the price of its paper two or three
years "o?

Mr. RANSON. I can not account for anything concerning the man'
agement of the Washington Post, Senator Jones. [Laughter. 1'

Senator SHORTnIDo. I hope that is not intended as a ref 3Ction on
the Washington Post.

STATEMENT OF CLARENCE 0. BTBTON, BANG0R, ME., CHAIRMAN
OF THI STATE OF MAINE DEVELOPMENT COMMISSION

Mr. STTsozr. Maine, Mr. Chairman, because of the critical con-
dition with which her forest industry Is confronted, is vitally inter.
ested in the principle now being considered by your committee, of
Imposing taxes on imports of natural resource products as a means,
first, of raising revenue for the Government; and, second, of protecting
like domestic natural resource industries; and, third, as a relief for
unemployment.

In respectfully requesting the Congress to include the forest prod.
Vcts industries among those natural resource industries as a means of
accomplishing the three purposes mentioned, I, as chairman of the
State of Maine Development Commission, can state that it approves
the schedule which was submitted this morning by the representatives
from the Northwest, and I am also following the memorial which was
presented by Senator Hale, following the desire of the people of the
State of Marine as expressed through the Legislature, which, at a
special session held April 1 193, urged Congress (1) to impose a
further tax upon all imported products equal to the difference between
par of exchange and current quotations of exchange of those countries
which, by going off the gold basis, have depreciated their currencies
and (2) to impose specific duties upon all imported pulpwood, baled
pulp, paper and lumber, sufficient to offset the difference of labor and
production costs.

Maine's greatest natural resource industry is that of forest products.
Seventy-eight per cent of our State area is in productive forest lands.
On this area the estimated stand, based on actual surveys, is

50,000000 cords.
he annual growth is 1,250,000 cords.

This growth is sufficient to satisfy present mill requirements.
The State, which for some time has been the ranking pulpwood-

producing and consuming State of the Nation, produces about 20 per
cent of the national pulpwood cut.

United
OWNte oo. U~AWnoSumUgo * out
oldomutil tim
pulpwood

............. 10 117,000
IO1 ........................................... 1, 80 8,50001

N ................ umpt. on... in0 p u eu .od...

KmiL-Pulpwood 6o0umpOtfof Maie 8 y equdb odwom
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The State which, during the last decade, has been the greatest pulwp
producing State, creates, m normal times, approximatelyt 20 per cent
of the national total.

Unt$
States Maine

r ~- . a

United Maine

-0 - --------- i %jj
........ : W 1:.......s ............ 4To

...... ...... 7 0 1 .... ............ 4,1 408 0 ,

t Estimated.

In addition, the State is a large national factor in the newsprint
industry, producing between 38 per cent and 45 per cent of the
national total.

stat* Maine

Tone Towe
S......................................1418,480 W 8,4

1,........ ....... ....6 ......... ....... ............ 1,0910

The State is also a factor of importance in the paper industry as a
whole, making between 9 and 10 per cent of the national pro-
duction.

United Maine

......................... .......................... Io4Mai 957,20W

Maine uses forest products principally for pulpwood, and pulp and
paper, although it still manufactures other soft and hard wood pro-
ducts.I

This statement deals primarily with pulpwood. The pulp and
paper situations will be handled by other witnesses.

Peeled pulpwood stumpage prices in 1927 ranged from $5 to $6 a
cord. PreseLt prices are from $1.50 to $2 a cord, or a drop of approxi-
mately 66 per cent.

The normal average cut is about 1,250,000 cords. The cut for the
season of 1931-32 is 500,000 cords. This represents a drop of 60 per
cent.

The stumpage value of the cut in 1927 was about $6,875,000. The
stumpage value of the cut in the season 1931-32 was about $875,000, a
drop of 87 per cent.

Woods wa in 1927-28 were $2.50 per cord on a piece basis and
ton a day basis. For the season 1931-32 woods wages on a pece
basis, were $1.50 a cord and day wages were $1 per day. he number
of men employed in woods operations in the cutting season of 1927-28
to cut, peel, haul, and transport to the mills the wood needed were

i
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20,000. The labor charges were $7.50 per cord, making a total wood,
labor revenue of $9,375,000.

For the cutting season 1931--32 the estimated number of men em.
ployed was approximately 8,000 with an estimated pay roll of
$1,875,000. T.is represents a falling off of 60 per cent In number of
men employed and a drop of 80 per cent in pay roll.

The prmipclal source of foreign competition to Maine i pulpwood
comes from the neighboring Canadian Provinces of New Brunswick
and Nova Scotia. Newfoundland and Russia also play a certain part.
Pulpwood imports into th Jfrst customs distridt-Maiae and New Hampsire

New Brunswick and Nova Scotia: Cords
1928 .................... ... .....6.."...... ......... 204,95
1929.................................................. 247,310
1930 ........--------------------------------- 283,59
1981 .................................... .......... 300,104

It 090, NO0

Newfoundland:
1928 ..................................................... 12,940
1929 --------------------------------------..... 7,222
1930 ...........................-.......................... 11 00
1931------------------------------------------.... one.

Russia19
19

31,226
40----------------------------------------4.. 4, 108

131-----------------------------------------3... ,181

47, 289

Total-------------------------------------.. 1, 174,475

Forest land in Canada has always been on a lower price level than
in Maine and the cost of operation is conceded to be at least $1 per
cord cheaper. As evidence of this we have Canadian woods being
delivered to Maine mills in competition with Maine wood despite an
average excess freight charge of $2 per cord.

The competition in Unported pulpwood affects not only the large
landowner, but also our farmers. Approximately 2,500,000 acres of
the 15,000,000 acres of forest land in the State are in farm wood lots
varying in size from 50 to 100 acres. It is estimated that these wood
lots contain 3,750,000 cords of pulpwood. Of the 40,000 farms in
Maine about 20,000 depend on sales of pulpwood. Thus pulpwood
constitutes one 'of the main sources of cash income to the Maine
farmer which he uses for paying his taxes and ordinary living ex-
penses. The wood cut from farm wood lots represents approximately
25 per cent of the annual pulpwood cut in the State. It is, therefore,
a matter of vital importance that these sources of income and winter
employment be preserved to the farmers of Maine.

The preservation of capital investment in wild lands and wood lots
and in mills, is of vital importance in that they bear a considerable
percentage of the direct tax of the State and in the counties and
commumties where located.

11i months.
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Aseeseed value for tax purposes

i i.- mp _"a

W) 0dn .2....... . ........... . . 03, ,01622 709,o 027 VS,M,
.1 W'I8.... .. ........................ o, 8,2o,

10%68811111 108,888,804 110,00,192 108,648,0b8

No ,-Items (a) and (t) from State tax auesors.

Wood pulp imports, as well as pulpwood imports are an important
item in affecTig the value of domestic pulpwood, the employment and
the cutting and-delivering of same.

Wood pulp imports, chiefly from Canada, Sweden, Norway
Finland, and Germany, averaged 1,677,008 tons for the 4-year period
1928 to 1931.
Wood pulp (chiefly from Canada, Sweden, Finland, Norway, and

Germany): Tom
1928 .............- ...-..-.-....... -------- 1 762# 325
1929 ......................--............... ... 1,887,604
1980------------------------------------------..a ."o1,86368498
1931 ........................................... 1,421,8

Senator WALSH of Massachusetts4 Do your factories in Maine im.
port wood pulp from Canada?

Mr. STETSON. Very little.
Senator REED. Do they import pulpwood?
Mr. STETSON. Pulpwood is imported to some extent.
Pulpwood imports chiefly from Canada, averaged 1,318,071 cords

for the 4-year perioA 1928 to 1931, while the average from Russia
for the 3-year period 1929 to 1981 was 225,479 cords.
Pulpwood (chiefly from Canada): Cords

1028-----------.. ....----------------------- 1, 409, 411
1929--------------------------------------.. 1, 259,007
1930----------------------------------------6.. 182,201
1981-- --------------------------------------. 1021,667

From Russia:
1929 ......... . -.................... i... .... 60,000
1930--------------------------------------------.238, 487'
1931--------------------.-.------ ---- 8----- .78,000

Maine feels that these lare imports have largely contributed to its
present condition, which shows a falling off in volume of woods
operations of about 60 per cent, in value of cut of 87 per cent, in wages
of 40 per cent to 50 per cent, in stumpage prices of 66 per cent and in
employment of 60 per cent,,'as already cited above.

I wish to say very definitely that the State of Maine, in asking
the imposition of import taxes is not requesting taxes that will shut
out imports from other countries. The State does not want a sub-
sidy. It is merely asking the equalization of production costs and the
right to compete in our own domestic markets. And in so doing it is
respectfully suggesting to the Federal Government a means of raising
revenue which will beimposed upon the foreigner, instead of upon our
citizens and will at the same time restore our forest industries to &
reasonable basis of operation, which it has not to-day. It is impossi-
ble to sell wood. It is impossible for the mills to say what their com-
mitments in wood will be, hence it is impossible for the farmer, or any
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other person to start operating. We hope that some relief may be
given m order that we may help our present unemployment situation,

We, therefore, respectfully request that you gve consideration to
the plea of the State of Maine asling for the imposition of import taxes
equvalent to $1 a cord.

Senator Rzw. Do you ask a tax on lumber, as well as on pulpwood?
Mr. STETSON. Yes, sir.
Senator WALsE of Massachusetts. Is it not a fact that domestic

consumption of pulpwood, according to the report of the Tariff
Commission, dropped 20 per cent durng the year 1930 to 1931 and
that the production of pulpwood in Maine dropped equally in Maine--
20 per cent?

M Mr. STETSON. I can not answer those figures, because I have not
seen them.

Senator WALSM of Massachusetts. Your own production did drop
about 20 per cent?

Mr. STETSON. This year?
Senator WALsE of Massachusetts. Yes.
Mr. STETSON. It was around 500,000 cords, according to the

estimates I got, ind those estimates were obtained by asking the
mills, personally myself for the amount of wood they bought in
the year 1932. We begin cutting in .he spring, and it goes through
the year, arA that is why it is from 1931 to 1932.

Senate PjEED. How much of a reduction was that?
Mr. STETSON. Last year's cut was about 900,000 cords, estimated.
Senator CONNALLY. As against what the year before?
Mr. STETSON. About 1,250,000, the general average annually.

STATEMENT OF WALTfl V. WENTWORTH, GREAT WORKS, MAIN,
REPRESENTING THE PENOBSCOT CHICAL FIBRE CO.

Mr. WENTWORTH. Mr. Chairman and gentlemen, the west coast
has covered the situation so fully that I will not give a great many
figures, and not take your time unnecessarily.

The State of Maine as the largest consumer of pulpwood in the
United States is vit4k interested in the paper and pulp industry
to-day, and tat pulp industry so far as the State of Maine goes,
is threatened with almost complete extinction. The great difficulty
is the importation of foreign pulp at prices far below anything which
we can possibly meet.

And" the State of Maine and the people there, I believe, favor the
protection of our natural resources of any sort, when they are in a
serious pinch and need it. And we are not asldng for ourselves
anything but. what we are willing to concede to others. But we do
fee that we should not be penalized by having duties put on materials
which we use to make our pulp and at the same tihe be forbidden
protection on the goods which we make.

As a result of that policy, to-day there are about 20,000 men idle
in the State of Maine. Were we allowed to run normally-and we
could run very nearly normally if we had reasonable protection-the
most of that unemployment would disappear. The situation of the
State is serious. We take care of our own poor. The State of Maine
is not coming down here to ask for a dole. We do hope Congress
will give us protection against these Swedish and Russian and other

714



UVB RSU AOT OF 1985

pulp imports and help us to keep our mills in operation and to give
Piployment to the men in outtim the wood in the forest.

The pul and paper mills emplToyed 9,109 people in 1929, directly
iA the' mills, according to the census of manufacturers; and about
15,000 more men worked in the woods producing the pulpwood.
That is, those that worked in the woods supplying the materials to
make the pulp in the nills.

Last year the cut of wood fell from a maximum of 2,200,000 cords
to approximately 200,000 cords. So far as I can learn, and I have
talked to representatives of leading companies, the cut next year is
likely to coine to about 250,000 cords, unless you gentlemen can see
your way clear to give us relief in a way which will help us keep up
our rate of cutting. .

The farmers are destitute. hen you go around the country all
you hear is that potatoes are 40 cents a bushel, and that pulpwood
is practically unsalable.

The railroads are suffering very severely from the lack of pulp.wood tonnage. The Maine Central and Bangor and Aroostook Raal.
roads, as shown by their annual reports, derive about 35 per cent of
their tonna e directly, from p ulp and paper mills, and nearly 50 percent from te forest industes. Their trainmen are being laid off.
Their trackmen are off. Their repairmen are off.

Now, here is one thing I would like to have remembered, if pos-
sible. For every ton of chemical pulp manufactured in our ills,
about six tons of freight are moved, while for every ton of foreign
pulp that is imported, only one ton is moved. And it means to our
railroads down there whether they continue running or whether they
go into receivership.

Now, the great trouble that we have now is due to the importation
of foreign putep

When England and the other countries went off the gold standard,
the price of Swedish pulp which sold at $3.30 f. o. b. the dock at
Boston mi February, 1931 had dropped to $2.10 in January, 1932.
And on the 12th day of J anuary, 1932, I know of a lot o second
grade that was sold at $2 and I have letters here, which I will not
take the time to read unless you want them in, that the Swedish
pulp had gone much lower than that.

SNow, the Timber Conservation Board has been making a study of
United States costs and. reports for New England as of June, 1931,
$58.75 per ton of bleached sulphite, or $2.93% per 100 pounds. This
cost has dropped since and $50 per ton, or $2.50 per 100 pounds
would be nearer the present cost mi the United States. Fifty dollars
might be a better price now because prices have dropped, but this
Swedish pulp is still coming in. And our mills are alllosing money
and can not long continue operating under those conditions.

We belive that this condition an be helped, and unemployment
in the State can be reduced to a minimum and a very substantial
revenue raised, which I understand is the object of the bill now before
you, by the imposition of a low import tax upon these products.

We are asking for one-half cent a pound on bleached chemical
pulp, and that will not fully offset it, but will enable us to run. That
is not prohibitive. It will still admt the foreign pulp. I believe it
will be, as I said, a very substantial source of revenue. If the im-
portations continue as they were in 1930, there would be a revenue of
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$11,151676 derived from an import tax such a I have suggested
one-half cent per pound on bleached chemical pulp and obne-tird of
a cent per pound on unbleached chemical pulp. The object of this
bill, I understand, which you are now considering is to raise revenue.
And we ask you to place such an import tax on pul), at this time when
the country needs it seriously, and enable us to put all our unemployed
men to work, and unless you do something similar to that, I believe
our unemployed situation will grow worse.

Now the gentlemen on the opposition, from the Robert Gair Co.
says that the pulp made in this country is not of sufficiently good
quality. I know we are running on a basis of making good pulp, and
if we have the proper protection we can have the equipment arid the
place in which we can make pulp good enough to make his box woods.
We will try it, anyway. I

Now he has 10 per cent protection on his boxwood. He uses a
small amount of this chemical pulp, and there is a great deal of waste
material. He is unwilling that we shall have a small protection on
what we make, but he wants 10 per cent.

I have a letter in my pocket sent out by the secretary of his organ.
ization, with a list of the mills that are in opposition. I have looked
them up in the tariff bill, and I find 30 per cent protection from 3 to
5 cents a pound. It is 3 to 5 cents a pound plus 20 per cent protection.
And that is from the mills that object to giing us in Maine a means
of operating our mills and keeping them going.

Senator bHORTRIDOG. What are you asking?
Mr. WENTWORHIT. I am asking for one-haft cent a pound upon the

bleached chemical pulp, and one-third of a cent a pound on the
unbleached chemical pulp.

Senator SOnTmDo. It would be a revenue measure?
Mr. WENTWORTH. Yes sir.
Senator SHORTUIDGE. And it would continue operation?
Mr. WENTWORTH. It would continue operation. It would give

revenue and we have the capacity in this country to produce nearly
all of the pulp that is needed.

Senator SiORRaros. "It is your mature judgment, as a result of
your experience, that America could manufacture all of the pulp
consumed in America?

Mr. WENTWORTH. You give us 12 to 15 months' time to get ready
and we will give you all the pulp that all of the consumers want, and
give you the quality they want.%Senator CONNALLY. I want to ask one question. What about the
International Paper Co.; do they have a duty or not?

Mr. WsNTWOnT. I am not particularly familiar with the Inter-
national Paper Co. and that branch of their business. That is dis-
tinct, entirely. They may feel qualified to answer.

Senator CONNALLY. They have factories in your State?
Mr. WENTwORTH. They have, but they are moving out of this

country; they are practically a Canadian company to-day.
Senator CONNALLY. They have protection; have a tariff on pulp-

wood?
Mr. WENTWORTH. I doubt it very much. I have no authority to

speak for them.
Senator CONNALLY. Very well.
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Senator HULL. Is your condition and your property in as bad a
situation as the coal and oil and copper?

Mr. WENTWORTH. I hope you are not as bad off as we are. If you
are, I pity you.

(A brief presented by Mr. Wentworth is here printed in the record
in full, as follows:)

BJRI IN FAVOR or TAXER ON IMPORTED CHEMICAL PULP, WALTVR V. W2NT-
WORTH, MANAoER OF MILLS, PNNoSsooT CHEMICAL FIBRE 4o., GREAT
WORKS, ME.

The State of Maine, as the largest consumer of pulpwood In the United States
1,203,377 cords in 1930# the largest producer of pulp, 908,088 tons; the largest
producer of newsprint h58,237 tons, is vitally interested in the preservation of
the pulp and paper Industry. (Bureau of the Census 1082.)

The pulp and paper inles employed 9 109 people In 1929 (Census of Manu.
features) and nearly 15,000 more worked in the woods producing the pulpwood.
Last year the cut of wood (ell more than one-half and the number of men working
in the woods below 7,000. Our farmers are destitute, for pulpwood Is thc!r chief
reliance for a cash crop, except in Aroostook County.

The rpllrosds are suffering severely from lack of pulpwood tonnage. The
Maine Central and Bangor & Aroostook Railroads, as per their annual reports
derive about 35 per cent of their tonnage directly from pulp and paper mills and
nearly 50 per cent from the forest industries. For every ton of chemical pulp
manufactured in our mills, about six tons of freight are moved. When a ton of
foreign pulp is imported only one ton of freight is moved.

A high grade of Swedish pulp which told at $3.80 f. o. b. dock Boston In Febru.
ary, 1931, had dropped to $2.10 in Janimary, 1932. A second grade sold the same
day (January 12) at $2 and I have offers at less money.

The Timber Conservation Board has been making a study of United States
costs and reports for New England as of June, 1981-$58.75 per ton of bleached
sulphite, or $2.03% per 100 pounds. This cost has dropped since and $80 per ton,
or $2.50 per 100 pounds would be nearer present cost In the United States. Our
mills are all losing money and can not long continue operating under these
conditions.

This condition can be quickly alleviated, unemployment in our State reduced to
a minimum and a very substantial revenue raised, which I understand to be the
object of the bill now before your committee, by the imposition of relatively low
im ort taxes upon these products.

it is calculated that upon the basis of 1930 importations a revenue of $11,151,676
would be derived from an Import tax of one-half cent per pound on bleached
chemical pulp, one-third cent per pound on unbleached chemical pulp, and we
urge that these taxes be levied. They would not be prohibitive, but would, we
think, enable our mills to continue in operation and would provide a substantial
amount of revenue, even though the importations were reduced. Without
excluding all foreign pulp our mills could run at approximately capacity and our
farmers and other wood operators would find a ready market for their labor and
stumpage.

Toms
Rated capacity of the chemical pulp mills in the United States .... 4,049,000
Production in 1930, U. 0. Census.....------------------- 2,990,806

Idle------------------------.. -------------- 1,058,194
Production in 1931 was less, but have been unable to obtain complete figures.
Importation chemical pulp, 1930 1,553,129.
Our mills could run full and still permit some importation while employing

labor now idle.
Rate of production is declining and must so continue, unless Congress gives

relief.
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$TA EMENT OF THOMAS ALLEN, BOSTON, MASS., REPRISENTING
THE GREAT NORTHERN PAPER 00., MILLINOOKIET, ME.; AS0
THE ST. CROIX PAPER CO., WOODLAND, ME.

Mr. ALLEN. Mr. Chairman and gentlemen, my name is Thoinas
Allen. I represent the Great Northern Pa er Co. of.Millinocket,
and also the St. Croix Paper Co. of Wooland. Both compaeis
manufacture newsprint paper entirely. The Great Northern ha a
production of approximately 800,000 tons a year. The St. Croix
Co. has a production of about 60,000 tons. They are both running
from 60 to 70 per cent of their capacity at the present time.

The Great Northern Co. owns its own timberlands in Maine. It
buys timber in Maine, and makes its pulpwood, from which it makesnewlrnt paper. It buys some occasionally in Canada, but prin.
czp a y in Maine.

The St. Croix Co. owns timberland. As that plant is almost on
the border they own land both in the United States and in Canada,
but the greater per cent of their timberland is in Canada. Their
supply, however, is inadequate for their use, and they are obliged to
buy wood and woodpulp where they can get it.

We did not intend to come here to ask the Congress for any duty
on our product, newsprint paper, but it is seriously proposed to
Congress by other industries that a tariff duty be imposed upon our
raw products-products that we use in our mills. There are taxes
proposed on oil, which would cost us, perhaps, 20 cents a ton. And
a tariff is proposed on coal, of which we use a large quantity, which
would increase our cost about $1.20 a ton.

And on top of that is the proposal made by the paper industries,
by the west coast and Maine companies to impose a further duty on
wood and wood pulp.

Senator HARRISON. You do not use copper?
Mr. ALLEN. We do not use copper, except putting in wires, I

suppose there is copper in them.
There is no suggestion that a duty be imposed on the newsprinting

paper by the proposal of these various organizations. We feel;
therefore, that in order to keep our mills running that we have got
to.ask for a duty that would compensate us for the additional cost
that is asked to be put upon us.

Senator WALsH of Massachusetts. If there is a duty on pulpwood,
you want a duty on paper?

Mr. ALLEN. Yes, sir; if there is a duty on wood pulp and on coal
and on oil, we want a duty on print paper. And I think that should
be. approXimately one-halt cent a pound, the same as is proposed for
the pulp..

S nator HOWELL. Would that be revenue-producing and, inci-
dentally, protection?

Mr. ALLE. Yes; just enough to keep us going.
Senator WALSH of Massachusetts. A compensatory duty?
Mr. ALLEN. A compensatory duty, yes. If the other demands

were not made, we would not be here asking for a duty on our product.
Senator SHORTIDGE. Let me ask you, Mr. Allen, from what coun.

tries is this imported?
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Mr. ALLEN. Chiefly from Canada.
Senator SHORTAIDGE. Paper?
Mr. ALLEN. Newsprint paper. And also from the Scandinavian

countries. And there have been changes in the prices, starting in
November where, ordinarily, it would be $50 a ton, it was dropped to
$40, and then to $38, and lately, in Finland, $29.

Senator WALSH of Massachusetts. Briefly it is a tariff measure?
Mr. ALLEN. I am not opposing our neighbors in Mfine who want

a tariff. I am not in their way. I think the trouble is, as Mr.
Wentworth told you, largely caused by the depreciation of foreign
currencies.

Senator WALSH of Massachusetts. You are not asking for a duty?
Mr. ALLEN. We are not asking for a duty but to protect ourselves,

that is our position entirely.
Senator REED. There are not many newspapers here asking for a

tariff on print paper, are there?
Mr. ALLEN. Not thatel know of; no, sir.
Senator CONNALLY. Have you any mills in Canada?
Mr. ALLEN. No, sir; ours are in Maine.
The CHAIRMAN. The next witness may come forward.

STATEMENT OF H. P. CHRISTIAN, CHAIRMAN OF TEMPORARY
COMMITTEE OPPOSING A TARIFF ON WOOD PULP, NNW YORK
CITY

Mr. CHRISTIAN. Mr. Chairman, might I ask the indulgence of the
committee as to questions until I finish my preliminary remarks?

The CHAIRMAN. You desire no questions until you fish your direct
statement?

Mr. CHRISTIAN. If you please.
The CHAIRMAN. All right. You may proceed.
Mr. CHRISTIAN.. My name is H. P. Christian. I am the general

purchasing agent of the Robert Gair Co. of New York City, which
is one of the larger purchasers of wood pulp, both domestic and
foreign. It has mills in Connecticut, Illinois, Massachusetts, and
New York.

I am appearing before your committee in my capacity as chairman
of the temporary committee opposing a tariff on wood pulp. This
temporary committee was formed early this year when it became
known that a group of Washington and Oregon pulp and paper manu-
facturers and certain interests in Maine were organized to attempt to
influence Congress to place a duty or tax of some kind on importations
of foreign wood pulp.

The work of the committee is sponsored by a majority of the paper
mills in the United States. Its efforts are confined to opposing a
tariff, tax, or duty of any kind on wood pulp. In this connection I
would like to distinguish between pulpwood and wood pulp. Pulp-
wood is a part of the tree cut in the form of bolts or logs from which*
wood pulp is made. In addition to the wood cut in this country
pulpwood is imported principally from Canada. Wood pulp, the
product in which we are interested, is the basic material for the manu-
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facture of paper. It is a composition of cellulose fibers which are
obtained fom pulpwood by i dmg, or cooking with chemicals.
Wood pulp is imported chiefly from Canada, Sweden Finland Nor.
way and Germany. This committee is interested only in wood pulp.

There are three distinct and different classes of companies in the
pul and paper manufacturing industry as follows:

first. The pulp mill which converts pulpwood into wood pulp and
disposes of its wood pulp on the open market. Such mills are known
as independent pulp mills.

Second. Those companies engaged in the conversion of pulpwood
into wood pulp and which further convert the wood pulp into finished
paper. Such companies operate both pulp and paper mills and are
known as self-contained mills.

Third. Companies which purchase domestic and foreign woodpulp
and convert it into paper. Such companies have no connection with
pulp mills and are known as converting mills.

From this it will be seen that the converting mill purchases wood
pulp from tile independent pulp mill and converts it into paper in
competition with the self-contained mills which manufacture their
own pulp.

According to the 1932 edition of Lockwood's Directory of the Paper
and Allied Trades, there are 792 paper mills and 272 pulp mills in the
United States. A study of the listings indicates that eight of these
pulp mills manufacture pulp from products other than wood, leaving
264 manufacturing wood pulp. A further study indicates that approxn-
mately 245 of these 264 pup mills are operated by firms which also
manufacture paper, the self-contained mills, leaving less than 20
independent pulp mills whose pricipal business is the production of
Wood pulp for sale to the more than 500 converting mills.

The wood pulp offered for sale by the few independent pulp mills,
together with the surplus production of the self-contained mills if
any, which is dependent upon their own requirements, furnishes
on about one-third of the woodpulp required by the converting
mills. This inability of the independent pulp mills to furnish a suffi-
cient quantity of the quality requwred makes it necessary for the con-
verting mills to import approximately two-thirds of their require-
menti. Therefore, any tax or duty on imports of wood pulp would
work a hardship on the converting mills without being of any benefit
to the independent pulp mills and would make it practically impossible
for the converting mills to compete with the self-contained mills.

As a basis for the information I propose to ive the committee I
have prepared a table of United States production, imports exports,
and consumption, which I would like to have included at this point
in my remarks.-

The CHAUMAN. That may be included in our record.
Mr. CRISTIAN. I will hand it to the committee reporter.
(The tabulation headed "Wood pulp--United States production,

imports, exports, and consumption," is here made a part of the
record, as follows:)
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Wood pup--Unted dtue. production, imports, sports, end onosumptfon
(Tons of 1,000 pounds)

10oures,~~Cenus nis8aepoutoh I Imports and ePort from Bureu of Voreign

Sports
United

Year 8 %J. pro, - po~' Forep Domesticduotlou maza Iaiu

factu eture

125 ............. .3,9217 1,, (1) 37,3t09111:2[+21120[22:'2]21[[1;..... 4,894,700 1,73,412, 6 8 34
1927 .....................-................................... ! 313,403 ,7 2 L ,

4 ...........- 4,510,600 1,7 , 0
192o ............."...'. ::... ........" '.... ... .. ...... I * , 1,3o Mm

193------------------------------,80,30 1,763 20 3 83

19311 ........------------- --............-- ,0,421..................

Perentwe thatConsumption consumption is of-
YConsump

Year tion Domestic Forelp Domestic ForeM

menu- manu. menu- I manu-
future facture fators fecture

1928 ................................................ ,88t, N6 3,024,222 1.63,614 702 2 18
12--------------------------8:,001, 4,360848 1,730,784 716 2.1 20 ...... ......... ... ............. ........ .. .. . . 6 ,0 1 4 o , , , 8 I , 1 .4

1927 .......................................... . 5, 7,0 4,281397 1,075,0W5 710 211
1928 .......................................... : 6,29,320 4477,s31 1 ,752,004 71.9 2 8.
19 .............................2-................ 6,83,100 4,68.817 1, 64,263 7L8 212
1930--------------------------------....... 6,410,375 4,581,681 1,828,494 71.4 2Sf'1031 ........ o.................................. . ....... I0, ....11 .1 ....,4...... . ..... " "

'Not separately reported.
Of the 4,b62,8 N tons of wood pulp produced in the United Stats only 740,930 tons were produced for sale,

the balance of 4,12 tons bing consumed In plants controlled by the manufacturing p ant, Therefore,
of the 609,1 tonsconmumed in the United States, a total of 4,121,5 tons (which Is 2 per cent) was fur-
nis pul mllso orated n conjunction with the a rtmills Of the 2,5528 tone (38 veentofthe
totalconsmpion0 ich was consumed by paper mill that purchase their pulp, only 740, tons 2 er
cent) of domestic manufacture and the balance was Imported.

Mr. CHrsIn.fo This table is prepared from figures published by
the Bureau of Census and the Bureau of Foreign and Domestic Com-
merce. It shows that for the past several years the domestic con-
sumption of' wood pulp has been very constant, at a little over
6,000,000 tong per year. Of this amount a approximately 72 per cent
is of domestic manufacture and 28 per cent-has been imported.

The reason for importing what is apparently such a large percente-
age are several fold, but principally is due to the fact that Under
normal conditions the domestic pulp mills which have pulp for sale
do not have a sufficient quantity of the kind and quality of pulp
received by the converting mills. The value of the pulp lies prncz-
pally in the length of the fiber, and the length of the fiber depends
on the kind of wood. It is similar to the difference between long
and short staple cotton and there are only certain sections of the
United States which -wil. produce wood in commercial quantities of
a kind which will furnish the type of fibers required. It is not a

question of the skill of the domestic manufacturers, for I believe the
domestic pulp manufacturers are, on the whole, as capable as those
in any other country, but it has been the experience of our group
as wen as my own company that we have not been able to obItain
domestic pulp in sufficient quantities of the characteristics required
in our business. This situation makes it necessary for the convert-
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Ing mills to import wood pulp, and any tariff or tax would place
them at a distinct disadvantage in competing with the mills which
make their own pulp and sell only the surplus since with a tariff
wall the self-contained mill would be without com etition and could
entirely shut off the supply to the converting mill or raise the prce
of the pulp until the converting mill would be forced to closewdon
as the mill could not compete with the self-contained mill in the
price of the finished paver.

The table I referred-to shows that the domestic production has
increased during the past six y ear" ' and that durng this saine period
imports have Just about held their own with a tendency to decrease.
This i well shown by the fact that the percentage of our wood-pulp
consumption which is of domestic manufacture has varied only 1.7
per cent during the six years shown on the table, and that that varia-
tion has been in the favor of the domestic pulp producers. The crux
of the problem, as we view it, has been overexpansion of the pulp
industry on the west coast and the self-contained operations in the
south.

This transition of the wood-pulp production in the United States
to the south and west coast is shown by a table I have prepared

iving the production from 1925 to 1930, inclusive, as published by
the Bureau" of Census. The 1931 figures are not yet available. I
ask that this chart be placed in my remarks at this point so it will be
available to the committee.

The CHAIRMAN. Very well.
(The table referred to is as follows:)

United States production of wood pulp by geographical divisions
(Tons of 2s,000 pounds. Source: Bureau of Censusj

Middle
Year nLake States Centrali Southern Pafiast Other unite

Sand Statestatos t o states States States States

192 .......... 1,14 '0 1990,176 932.200 1232,76 32,594 2 ,091 3,062,217
199 .......... 1. ,275,4w9 11,063,389 1,108a 1301,077 378,005 281,003 4,394,768
1927 .......... 1,206,870 ' 928,$14 1,075,680 ' 350508 469,218 284,313 4,313,403
12 ........... 1,221,478 '851,780 1l111,383 410,633 582,07 340,012 4,610,800
I- ............ 1,250,008 9",64 1,101,295 ,473 728,96? 780,494 ......... 4,82, 8
1960............ 1,R0, 852,190 1,08,88 298 758,884 814,729 .... 4, 80, 30

ofrt o oup included hi IOther States.
I ,clud in Oother States."

Mr. CmnisTr;. This table shows that during the 6-year period,
the total United States production increased from 3,962,217 short
tons in 1925 to 4,630 308 short tons in 1930. During this period the
production in- the Iew England States decreased from 1,214,390
short tons in 1925 to 1,097,845 short tons in 1930 while the production
in the Pacific coast States increased from 322 594 short tons in 1925
to 814,729 short tons in 1930. The Southern tates showed a similar
ala and the production increased from 232,766 short tons in 1925

to 758,664 short tons in 1930, the entire increa p beiv in the produc-
tion of self-contained mills. The Middle Atantio and Central
States dropped down and the Lake States about held their own.

The industry on the West coast has expanded greatly in the past
five or six years, with the thought on the part cof those promoting the
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enter rises that it would be possible to produce a high grade of pulp
from the Western woods. The plants were built and the pulp manu-
factured and the converting mills purchased it and attempted to use
it, However, they found it did not have the necessary qualities, and
while the West coast interests have been working hard and the con-
verting nls9 have been working with them to improve the qualityof their product , they have not as yet been able to develop a wood-
pulp which will meet the requirements of many of the converting
millS.

Price has not been a factor, for foreign pulps have consistently sold
in the United States at higher prices than domestic pulps of compara.
ble grades. It is, as I mentioned a few minutes ago, a similar case
to long and short staple cotton and it is no reflection on our producers
that they are not able to produce the proper quality of pulp than it
is on our cotton producers that they can not produce long-staple
cotton in all sections of the cotton-growing region. I have prepared
a table showing the average values per short ton of genera ?imports
into tie United States of wood pulp for each of the past 14 months.
This table is compiled from data made available by the Bureau of
Foreign and Domestic Commerce and shows the foreign value or ex-
port value, whichever is the higher. The values do not include ocean
freight and insurance. In general the amounts are the price f. o. b.
the foreign plant in which the wood pulp is manufactured and are
considerably below the price at which the wood pulp is sold in the
United States as freight insurance, selling costs, and so forth must
be added. The figures do, however, show the trend, and I ask that
the table be place in my remarks at this point.

(The table referred to is as follows:)

Average values per short ton of general imports into the United States of wood pulp, by
countries of origin

(Source. Bureau of Foreign and Domestic Comerce)

Unbleached sulphite Bleaced suiphite
Get- ednfuanH Candai Norway See

Ge Canada Sweden Finland Sweden
Many MM

ana$ ............ 82 $40.00 $41.11 $40.871 $00.82 $61.12 $.83 $44.86 $80.12

february .......... 5 8as 5 7.79 8.88 51.07 01.07 45.84 46.89 49.0
March------40.61 89.94 43.19 3891 88 89.88 54.3 889.85 45..m .............. 4~z a~4 4m a~z r~o ~a ua as
Ar. .........- 7.S7 $7.48 44.22 81.48 88.82 59.8 48.01 88. 406
may...............9.12 8.84 89.70 34.82 82.70 59.28 57.08 48 73 4.
une ................. 37.63 38.62 89.84 82.88 88.40 8.74 47.79 48.00 40.00
Jfly.............. 11 K00 8.88 89.09 51.89 57.00 86 8.76 47.77
August----------3.89 86 06 88.01 42.06 51.84 818 42.01 47.51 88.64
fteptember---------3..8.88 84.04 39.27 4065 8O 1.06 U 38 A 1 47.29 a&"4
Otober.......... 8.19 34.92 36.88 4098 48.88 5.S0 86.19 41.70 47.58
November ......... 89. 8 8& 20 85.87 40.08 48. 91 49.61 48.&8 46.02 4 80
December ......... 875 86.832 88.28 3.7 4L01 00 419 4228 4S

1932
Janaryf ......... 7.0 3.83 83.1? 33.89 48.47 49.80 40.81 87.14 8, 67
Februa ry'.--- 80.01 32.49 83.21 87.19 40.07 81.84 87.67 36.22 87.X

' Peliminaro, subject to correotlo
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Atra# value* per short ton of general imports into tMe United State. of wood pulp, by
countries of orijin-Contnued

Unblsehed sulphate Bleached Sulphato Mecouially

Canada Norway Sweden Finland Canada Finland bleched Di1e"

IOWN1

'qtly ....... .... 61 W74 $28 #.71

Feibrury. ... 4.78. 3.9 2-0 s18 3 24.44
Maih... :: :: :23 3 2. 8 ,6 88.18 47,97 24.7

2.9..... 1.42 96.13 81.75 .10 21.38 2I1,Jy ........... .......... .1. 24.0tuas ....... .. 47,.35 .......... 20.2S 0 A o 84, 2 40, 73 23. 08 8J .*'** ..... *:': ..... . 4 ........ i. 26.0 27. W 65. 2,9; 45 467 U
A t,............ 8 W 46 .4 .97 3.82 U A 21.

40 fG86':::: .82 38.3 26.88 .60 43.98 20.08 I1tS
Octobeq---------42.87 26.0 27.66 SU09 ft1 4L866 19.37 2&h

4,ov ...... .. l 2, 69 26.62 80.59 4.12 80.83 17.48 19.71
BEGS 26.........3.7 27.49 29.72 88.09 A&21 1.

I Wellminary. subject to correction.

AVERAGES OF ALL KINDS

Chemical pulp Mechanical Chemical pulp Mechana
'pulp",P

Countries Countries Counmw countries Countries p°u"U
on ad ongold off gold on gold oi gold os
stanlad off angol ststanrd stard rd standard

1931 1931
Jetuary ....... $87.49 $4113 $23.66 Septmber... 146,22 $39.1? 2t,14
february .... 490$ 41 07 24.20 October . . 40.0 87 19.0
March ........ 54. 1o 46,18 20.75, November... 43,38 30.48 17,86

49.86 48.98 21.34 December .... 39.15 37.39 19.91
ma ...... 80.80 44,84 23.641

June........... 49.74 40,30 23 09' 1982
Aulgus 4, 2 37.8 24.28 anuary . 36.17 33.17 18,23
Augu........ 46. 23 38 .5 21. 39 February'.... 3, 31 34.58 17. 3

I No Imports of mechanical pulp 4 rom countries which have remained on gold standard.I ?"1l11flnary, subset to corrPection,

'repaed and distributed by temporary committee opposing tariff on woodpulp, Graybar Buildinl,
New York City.

Mr. CHISTIAN. The table shows that the values of certain grades
of foreign pulps imported into the United States have been very
steady and that certain others have shown a downward trend in keep.
ing with other commodities. They do not show any severe declines or
greater declines since the exporting countries went off the gold stand-
aird as many domestic pulp manufacturers claim to be the case. In
fact there has been a slackening in the decline since several of the
exportig countries left the gold standard last September arid October.

A tariff or tax on wood pulp might in a few border-line cases cause a
.paper manufacturer to switch from foreign to domestic pulps, but in
the majority of the cases it would siniply mean that the converting
mill would be required to pay an additional amount for its woodpulp,
and place it at an even greater disadvantage than it now is with the
self-contained mill which manufacturers its own pulp.

Such a situation would enable the self-contained mills to maintain
lower prices for the finished paper, which would eventually put the
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converting mills out of business. These self-contained mills are
located near the timber supply, where the converting mills are scat.
ternd all over the United States and are the backbone of scores of
small towns. To close them would result in widespread unemploy-
ment, loss of property values, and so forth, and a transfer of this busi-
ness to the few pulp-producing States,

An interesting side light on the situation is brought out in a recent
editorial in the Portland (Me.) News, which reads, an part, as follows:

Considering the purely local angle of the situation, Portland's greatest port
ativity is now in the handling of foreign pulp brought into Maine by steamers
(f nianv nationalities. This traffic gives employment to 1,300 longshoremen;
it gives practically their sole employment. Shut out foreign pulp and the
country almost completely shuts up the port of Portland, as well as other
sports of Maine.

The elimination of the converting mill would further tend to cona-
centrate the paper industry in the hands of a few powerful interests.
The average converting rill of to-day is much smaller in size than the
average self-contained mll. That is shown by the fact that while the
converting mills greatly outnumber the selfocontained mils, tne con-
verting nmlls use less than half of the wood pulp consumed in the
United States.

The rates of duty on wood pulp provided in Senator Jones's pro-
posed amendment to the revenue bfll would cost the converting mills
611,229929.30 a year based on the 1931 uinports of wood pulp.
This, at a tame when the converting mills are already operatig at a
loss would close many of the converting mills, which are not operatng
solely to hold their organizations together, and would add to the
unemployment problem of scores of small villages.

We, the converting mills are not here to plead escapnient from
revenue producing taxes. We know of no movement, organized or
otherwise, to protest a fair tax. We are here, however, to protest
the imposition of a tax on us which will, to put it affirmatively, enable
the self-contained manufacturer to gobble our markets thereby tending
to upt us out of business. The dependence for many years of many
communities upon us for their livelihood, and the geographic position
we occupy for economical distribution of our necessary finished
product, entitle us to ask that no such discriminatory tax be placed
upon us. We do believe that our problems are entitled to as much
consideration as those of other branches of the industry.

Reference has been made in these hearings to the effect of depre-
ciated currency on wood pulp imports and prices. I am submitting
herewith, and asking that they be printed in the record of the hearing,
two folders prepared by the committee of which I am chairman,
covering depreciated currency and wood pulp. These folders show
conclusively that the depreciation of the currency in foreign countries
has had abtmolutely no effect upon our inportatiows of wood pulp.

Early in this session of Congress, .Snator McNary by Senate
resolution called upon the Tariff Commission for a report of the effect
of depreciated currency of foreign countries upon the importations of
wood pulp. It is my understanding that this report was filed in the
Senate to-day, and doubtless it will contain much information of
value.

I also ask that there be included with my testimony a list of the
active members of the temporary committee opposing tariff on
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wood pulp. These members of the committee represent all branches
of the paper-making industry and are the active representatives of
the majority of the paper mills in the United States which are opposing
a tariff or duty of any kind on wood pulp.

The active members of the committee are:
W. H. Anders, president Nashua River Paper Co. of East Pep rell Mass.,
C. H. Burrows, president Mohawk Valley Paper (30 of Little -iails, N. Y.
Alexander Calder president Union Bag & Paper (5o of New York City,

with plants in New fork, Wisconsin Texa, lli o LOUliali" and Washi.gton.
E. Victor Donaldson, president Robert (lair Co.,.of New York City, with plant.

in Connecticut, Illinois, Massachusetts, and New York.
A. G. Gilman, president Allied Paper Mills, of Kalamazoo, Mich.
Walker Hamilton secretary Riegel Paper Corporation, of New York City,

with pants in New jersey.
JW. Kleokhefer, president Kieckhefer Container Co., of Deltr, N. J., with

plants in New Jersey, Michigan, and Wisconsin.
H. M. Kieckhefer, secretary-treasurer Kieckhefer Container Co., of Delair,

N. J. with plants In New Jersey Michigan, and Wisconsin.
j. kindleberger, president Kalamazoo Vegetable Parchment Co., of Kalania.

zoo Mich.
i. C. Matter, assistant treasurer Scott Paper Co., of Chester, Pa.
W. P. Paepcke president Container Corporation of America, of Chicago, I1%,

with plants in Illinois, Indiana, Ohio and Pennsylvania.
H. Lee Rauch, vice president and general manager Consolidated Paper Co.,

of Monroe, Mich., with plants in Illinois and Michigan.
Z. W. Ranck, president Crystal Tissue Co., of Middletown, Ohio.
J. L. Riegel executive vice president and general manager Riegel Paper or.

portion, of-dew York City, witl'plants in New Jersey.
W. I. Shaffer, president New Haven Pulp & Board Co., of Now Haven, Conn.
E. C. Tucker, vice resident Chemical Paper Manufacturing Co., of New York

City, with plant in Massachusetts.
, R. Wallace, president Fitchburg Paper Co., of New York City, with plant

in Massachusetts.

MARCH, 1932.
DEPRECIATED EXCHANGE AND TE TARIFF

Bills have been introduced in Congress which if passed would place a tariff
duty on woodpup in order to offset the so-called advantage of foreign producing
countries whichlhave departed from the go"I standard. Such action is proposed
in more than a dozen similar bills and is headed up in House bill H. R. 8638 which
proposes to place, on all items imported into the United States from countries
which have departed from the gold standard, an additional tariff duty equiva-
lent to the depreciation from the standard value of currency of the country as of
October 1, 1931.

For example if on March 21, 1932 an article which had a value of 100 krona
was imported from Sweden the additional duty under the proposed bill would
be equal to the standard value of 100 krona on Octover 1, 1931 ($26.80) less the
value of 100 krona on March 21 1982 ($19.92), which would be $6.88 in addition
to the existing duty, if any, udder the tariff act fo 1980. The result would be an
additional ad valorem tark duty of nearly 85 per cent.

In so far as'woodpulp, which is on the free list, is concerned this proposal has
two basic economic defects:

1. It assumes that the cost of production is evenly balanced between the
United States and the principal foreign countries exporting to the United States,
based on the standard value of the currencies of the countries as of October 1,
1981.

2. It assumes that the cost of all items entering into the production of woodpulp
such as labor wood, chemicals, power, taxes, etc., have decreased, in terms of
gold proportionatelY to the decrease in the foreign exchange rate.

'die first assumption is immediately disproved by the well-known fact that
foreign pulps have consistently been sold in the United States at higher prices
than domestic pulps.

The second assumption is entirely disproved by the economic fact that the cost
of domestic materials, labor, etc., in a country which has departed from the gold
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standard tends to increase and in due time adjust itself to the new values, and
that other materials must be purchased in the world market In terms of gold.

The charts on the following paes show that the present situation is no ezcep!
tion and that an additional tarf duty, -s provided In H. R. 8688, would be unjust
and unsound.

VOnION XExoANGE DATS

The chart shown below is based on monthly averages of daily quotations of
foreign exchange rates as published by the Federal Reserve Board. In order
to mike the rates directly comparable they have been reduced to the percentage
that the published rate bears to the par of exchange. (For example, the par
of exchange of the Swedish krona is 26.8 cents. The monthly average of the
daily quotations for January, 1982 was 19.19 cents. Therefore the percentage
is the percentage that 19.19 is of 28, which is 71.0.)

Of the six countries shown, the United States and Germany are still on the
gold standard. Gold payments were suspended by Norway and Sweden on
September 29 1981, and by Finland on October 12, 1398. On October 19 1981,
Canads prohibited the export of gold. The chart indicates that the drop in
exchange rates has been arrested and that the present tendency is upward.
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A comparison of this chart with the chart of Wholesale Commodity Price
Indexes shows that in countries where the drop in exchange has been the greatest,
the Increase in wholesale commodity prices has been the greatest. Thus the
increase in wholesale commodity prices tends to offset the apparent advantage

,created by the drop in exchange.

WHOLESALE COMMODITY PRICE INDZXES

The chart reproduced below is based on the wholesale commodity price indexes
of the five principal countries exporting wood pulp to the United States, and the
United States index. Indexes were taken from the United States Department
of Commerce compilation and reduced to a common base (August, 1931) in order
to make them directly comparable.

The chart shows that prior to September, when all the countries were on the
gold standard, wholesale prices were declining at approximately the same rate in
all six countries. Since that time four of the countries (Finland, Norway,
Sweden, and Canada) have left the gold standard. The effect of this change is
shown clearly as wholesale prices have continued downward in the United States
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and Germany, which remained on the gold standard and have remained approxi.mately the same or increased materially in the other four countries. The mcreaseis directly proportionate to the amount the currency hau depreciated, showing
conclusively that increasing, prices tend to offset any depreciation in currency.As a result the cost of materials, labor, etc., tends to Increase to a point whichofficts the fall in exchange and completely wipes out what might oil the face of it
appear to be an) advantage,

'This relationship shows conclusively the injustice of any legislation which
would levy duties based on depreclated currcnlcles.

Foreign exchange rates.-monthly averages
[Source: Federal Reserve Boardl

Canada Finland Germany Norway Sweden
Unit .......... * ..... Dollar Markka Reiohsmark" Krone KronaMintpar(incets) .......... 100 2.52 23.82 26.80 26.80

Ex. Ex. Per Ex. Per Ex. Per Ex. Perchange change cent of change cent of change cent of change cent of
rate rate par rate par rate par rate par

1931 L

January .............. : ...... 99.79 2.52 100.00 23.77 90.79 28.73 99.74 26.76 99.85.ebruary .................... 99.98 2.52 100.00 23.77 99.79 26.75 99.81 26.77 99.89March ...................... 99.98 2.52 100.00 23.81 90.96 20.75 90.81 26.78 99.93April ........................ 99.95 2.52 100.00 23.81 99.96 26.75 99.81 26.78 99,93May ........................ 99.94 2.52 100.00 23.80 99.92 28.77 90.89 26.81 100.04June .........---- 99.72 2,52 100.00 23.73 99.62 28.78 90.93 26.80 100.00Juy .......... 99.00 2.32 100.00 23.28 97.73 26.73 99.74 26.78 99.85August --- -........ 99.% 151 99.60 23.66 90.33 26.73 9.74 26.76 90.81Sepmber .................. 9.25 2.51 99.60 23.42 98.32 26.40 9478 26.09 97.35october ..................... 89.10 2.81 91.67 23.24 97.57 22.07 82.85 23.11 86.23Noveil8ber ................... A 99 1.98 7&57 23.68 9.41 20.62 76.57 20.74 77.39Deember ................... U 7 1.69 67.00 23.02 99.16 18.48 &898 18.71 69.81

1932$MUa ..................... 813 1.80 59.62 23.60 920 1&.0 69.7 19... 71.60brum8 .................... 1 .29 1.80 69.62 2374 9.07 1l71 70. 19.29 71.98

I lhm tho mi"t on ts 100 on%, the par t of pa is h% sm w gesban w ats.

United States -.
.Orma ny t ,.... ,

Norway m e~ n.
Finland
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Whokeale commodity prise inda .

[ous-: Bureau of Poaltn ad Domntlo Commo)t

United Germany Canada Sweden Norway Finland
States

Number of oommodl-
ties .................. 784 400 402 1o0 08 139

................... 1926 19311 1918 19311 1926 19311 1Q3111311 1913 19311 19 8 1931'

1931
january ........ 78.2 108.5 115.2 104.5 70.7 108.2 115 100 128 107 85 1

febru ar ....... 70.8 100.5 114.O 1034 78.0 107.2 114 105 120 105
M ab ............ 70.0 105.4 113L9 103,. 75.1 105.9 113 104 124 100 88 106

)1............... 8 a 103.7 I1&7 10,2 74.5 104.1 112 103 123 103 s5 105
M¥ ........ ......... 7& 2 1018 11& 1O28 73.0 103,0 II 102 121 10 84 104

June ................ 72 100.0 112.3 101.9 722 101.8 110 101 120 100 83 102
July................... 720 99.9 111.7 101.3 71.7 101.1 110 101 120 100 82 101
A ................. 72. 100.0 o 1102 19.0 709 100.0 109 100 1Z10 81 II
Feptqmber ......... 712 98.8 10. 5 70.0 087 107 98 79
October ........... 70.3 97 5 107.1 97,2 70.4 99.3 108 099 119 99 82 101
November ............. 70.2 97.4 106.6 98,7 70,8 00. a0 0 101 119 99 87 107
December .............. 8.0 98.1 103.7 94.1 70.3 9.2 111 102 122 102 92 114

1932
January ............. 0. 3 9&3 100.0 907 69.4 97.9 109 100 123 103 04 118
February ............. 60.3 92.0 W.8 90, 609,2 97. 110 101 123 103 93 115

lAugnst 19311 100.

Prepared and distributed by Temporary Committee Opposing Tariff on Wood.
pulp, Graybar Building, New York City.

APRIL, 1982.

DEPRECIATED CURRENCY AND WOOD PULP PRICES

More than a dozen bills (headed up by H. R. 8688) have been introduced
In Congress In an effort to place an additional tariff duty on articles imported
from countries which have departed from the gold standard. It is frankly
stated by those sponsoring the bills that the primary purpose Is to place a tariff
duty on wood pulp, which has been on the free list for many years.

Cheica w-hoo woodpulp drpm siae somdnrd countries

chI iol, w oodpaap r om doprooesto p r esiat o utries-n co serie

°d d l ed su ro c Go s ....10 - -

0

MR JU
On first thought it might seem reasonable that the selling prize of articles

exported from a country would drop as the currency of the country depreciated.
However, It is a well.-known economic fact that prices rise in a country which
,departs from the gold standard, which tends to offset the drop in exchange.
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That wood pulp is no exception to this economic fact Is illustrated by the
chart below and the charts on the following pages.

The chart below presents in United States currency by months, the average
value per short ton of wood pulp imported into the Untied States from Germany,
Canada, Sweden, Norway, and Finland, During 1931 these five countries
furnished 97.6 per cent of the total tonnage of woodpulp imported into the United
States. Of the five countries, Germany is still on the gold standard and has
been shown separately. The other four departed from the gold standard during
September and October, 1931.

The chart shows that the value per ton of the imports of wood pulp from the
countries which left the gold standard did not show any greater fluctuation after
the currency depreciated than before. In fact, the fluctuations in these four
countries was less than that in Germany, which remained on the gold standard,
When it is considered that the currency of Finland has depreciated as much as
40 per cent- Norway, 80per cent; Sweden, 80 per cent; and Canada, 17 per cent;
and that if. R. 8088, and the other bills, proposes to place a tariff ditty which
will offset this depreciation on all wood plup imported from the respective cows.
tries, the injubtice of such a duty becomes very apparent.

WOOD PULP PRICES RAVE NOT DROPPED AS A RESULT OP THE PRODUCING COVNTRItS
DEPARTING FROM TUE GOLD STANDARD

The six charts below show in detail the value per short ton of wood pulp imported
into the United States by kinds of wood pulp and countries. Alldata used in
compiling the charts are from official stattics of the United States Bureau of

cod

so - - - - - --

40

'd- g u i s. i

F oreig~n and Domestic Commerce. In each case, without exception, the data and

charts show that the value per short ton of wood pulp impork~ into the United

State has not dropped since the country of exportation departed from the gold

standard, at a Rrester rate than prices were d ropping prior to the change in basis

of currency. fa fact, the drop has been conastenti greater in old standard

countries, which would not be affected by H. R. 8688and the other depreciated

currency bills. Therefore, any legislation which places a duty on wood pulp

from countries which have departed from t he gold standard would be discrimina-.

tory and in direct violation of treaty agreements.
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An example of the way in which H. R,. 888 wo uld operate to disrupt wood pulp

rie ts shown in the following table based on imports of unbles-hed sulphitb
wood pulp and exchange rates during February, 1982.

Value otfnqer w su nut A V4,ue
onth r om whi imported tt . %:r Vlopred utpe 44 utyt~r IS

Wht

I'No duty a H. R, UM8 provides that duty shall be levied only In case depreclation is 8 per cent or more
beow standardl value as of 0otobet 1, 1931.

In other words, instead of equalling the $0.68 per ton spread In value the bill,
if enacted into law, would increase the spread to $31.87.
Aerage values per short ton of general imports into the United States of wood pulp

by countries of origin
(Source: Bureau of Foreign and Domestic Commerce]

1981
nuary ...........

March .............

June ....... ..
July .........August..........

October ........
November ......
December .......

1932
anury '...........February I -.....

Unbleached sulphl.

I ermany

Bleached sulphIte

Canada Sweden Finland Jermany ICa

$45.82 $40.90
43.85 38.66
40.61 89.94
37.87 87.48
39.12 88.84
37.63 38.62
s9 i 38.00
839 86&06

8.1 34.92
39.53 85.20
32.78 86,32

27.09 33.53
80.61 32.49

8.79
48. 19
44.22
89.76
39.84
3f.88

39.27
3688
85.87
3.23

83.17
33.21

88.91

31.48

32.56
39.09
42.05
40.65
40.93
40.0

87.19

510?
56.36

6. 82
62.70
53.40
51.80
81.84
81.66
43.86
48.91
48.01

"Il. to
61.97

59.26
M.74
57.00
51,16
562,38
83.03
49(.6

Norway

45.04

67.68
47.70
6086
42.01

4.68
42. 96

Sweden

63. 81

48.09
8.76

47.51
47.29
41.70
46.02
42.23

Soda

Canada

ftis

49.09
46.69
48.09

47.77
63.84
48.44
47.88
4.56

48.47 49.50 1 40.61 1 87,14 88.87
40.67 51.84 87.67 86.22 8.87

Unblsacfe sulphate Bleahebd sulphate Mahanlodlyground

Un. " ,Canada Norway Sweden Finland Canada Finland blabed Bleached

1931
January-----------... $63.23 $31.46 $33-33 $35.61 $80.74 $48.40 $23. 78 $22.612
February -------- -0.99 27.49 3.59 2.96 78.15 41.38 24.44
March ............ 56. 67 34.23 82.82 20.80 82.84 45.61 20.74 20.82

ril ............... 56.79 .......... 31.42 26.13 81.73 40.10 21,35 21.04
ay ................ 1.89 .......... 29.35 23.98 85.15 47.97 24.07 19.67June ................. 47.25 .......... 29.20 29.96 84.22 49.73 23.08 23.80

July ................. 54- .......... 2.89 27.95 85.20 45.82 24.87 21.97
Aug"st ............... 52.88 30.09 2848 27.48 79.7 3. 82 W1.38 21.64
Beptember .......... 56.82 853.83 28.85 33.60 83.06 43.98 20.05 21.84
October .............. 42.57 28.62 27.66 28.09 80.15 41.6 19.37 22.36
November ........... 55.22 28.59 20.82 30.69 84.12 60.63 17.48 19.71
December ............ 51.88 2.87 27.49 20.72 88.09 53.21 19.80 19.92

1932
January I ........... 88.48 27.21 27.32 28.851 81.71 80.28 18.11 20.87
February ......-.... 41.19 2. 79 25.80 29.21 80.92 42.12 11.37 17.78

' Preliminary, subject to correction.

115102-40---47

4
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AvMrag oj all kindo

Chemr pulp [ M I

U O.... ...... 40. ,80,,,,,- ....................................................................... $,.
4&U 14 11.1

1088
817 1

D o nlP.................................. ..... N.II ( ' 1 7li,i

izrts o me.han.. al........ om . oontrice which have re.mnd on gold tndnt' Prelisar¥, subject to ontus Ion.

Senator SHORTRIDGE, One or two questions. Are you an importer
of wood pulp?

Mr. CHRISTIAN. My company is' yes sir.
Senator SHORTRIDdm. How much dd Sweden cut prices of wood

pulp during the last year?
Mr. CHRSTIAN. I am sorry, Senator, you will have to ask me a

little more specifically. Each grade is different. Which grade have
you mind?

YoSenator SHORTRIDOE. The grades that are imported from Sweden.
Mr. CHRISTIAN. There are four principal grades. Kraft sulphite

has not changed in price, based on my purchases during the last
spring and up until to-day. t

Senator SHORTUIDGE. As to the other three kinds?
Mr. CHRISTIAN. As to the other three kinds, the trend has been

downward since 1928.
Senator SHORTUIDOE. That is to say, you can but it cheaper from

Sweden than you can from the American producer?
Mr. CHRISTIAN. No, sir.
Senator SHORTRIDGE. No?
Mr. CHRISTIAN. No, sir. My company is purchasing domestic sul

phite pulp to-day and has been at from $2 to $4 a ton below the foreign
producers price.

Senator SHOUTRIDoE. Do you stand upon the statement that the
American-produced pulp is inferior to the Canadian pulp?

Mr. CHRISTIAN. ICan only say this, that our experience has been
that we can not get the same results with it as we can with the foreign
pulps.

Senator SHORTRIDGE. I mean the wood pul) that is produced in
the State of Washington, you say it is inferior in quality to that
which comes from just across the imaginary line from Canada?

Mr. CHRISTIAN. We have never used and do not use wood pulp
manufactured in western Canada. Our imports are negligible, except
in the chemical pulp from abroad.
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Senator SnoTRDoE. But the Swedish pulp is quite superior, you
think?

Mr. CHRISTIAN. Our results, based on our experience, demonstrate
it to be superior to the domestic pulp.

Senator SHORTUIDGE. So you do not want any tariff on that kind
of ulp?

nr. CHRISTIAN. No, sir.
Senator SHORTUIDGE. You want to be protected in your own manu-

factured products?
Mr. CHRISTIAN. We wish to be protected, but we are not asking a

protection, Senator. However, we vigorously protest a tax which
will put an extra cost on us and not on those paper manufacturers who
control their own wood. ulp o erations.

Senator THOMAS Of Idaho. Vr. Chairman, may I ask this witness
just one question?

The CHAIRMAN. Yes.
Senator THOMAS of Idaho. You stated that you wanted the wood

pulp left on the free list; that is, you oppose a tax on wood pulp?
Mr. CHRISTIAN. Yes, sir.
Senator THOMAS Of Idaho. Is there a tariff on your product?
Mr. CHRISTIAN. I am unqualified to answer that question.
Senator THOMAS of Idaho. What do you manufacture?
Mr. CHRISTIAN. We manufacture folding boxes, and other con-

tainers, as a finished product.
Senator THOMAS of Idaho. I think there is about a 10 per cent ad

valorem on your product. Now admitting ther eis a tariff on that,
are you willing to give that up?

Mr. CHRISTIAN. I am not qualified to answer that question,
Senator.

Senator SHORTUIDGE. I can answer that. You would not be.
The CHARMAN. Senator Hale, have you someone here you want to

appear before the committee?
Senator HALE. I will not take up the time of the committee myself,

Mr. Chairman, because there are a number of witnesses here who are
better qualified to speak on the subject that I am. Senator White
and I have come here to introduce these witnesses from our State.
We are facing a very critical situation there, and we hope for relief.
To show the importance of the situation, our legislature, which met
on the first day of April, unanimously, I believe, adopted a memorial
to Congress asking for relief in these matters, and I would like to
put this memorial into the record, in connection with the telegram
from the governor of our State.

The CHAIRMAN. They may be placed in the record at this point.
(The memorial presented by Senator Hale is here printed in the

record in full, as follows:)
MEMORIAL TO THE CONGRESS OF THE UNITED STATES URoINo THEM TO AssIsT

IN EXCLUDING CERTAIN PRODUCTS FROM THIS COUNTRY

Whereas the eighty-fifth legislature of the State of Maine, appreciating the
importance of the pulp, paper, lumber, farm wood lot and timber land industry
to the State of Mine; desiring to preserve said industry for the State; realizing
the serious condition which has arisen in this industry as a result of large impor-
tations of pulpwood, pulp, paper, and lumber from countries of depreciated
currencies and lower labor and production costs; andwishing to restore value to
our forests, profit to our mills, work for otr laborers, income for our farmers,
freight for our railroads, and prosperity to our citizens, makes the following
recommendations:

73S
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Resolvd bp the Senate and lieus# of Rophreentadvee of IM State of Maine it
Legislature ambled, That we urge the Senators and Representatives of the Con.
gross of the United States, for the protection of this and all other American Indus.
tries, to Impose a further tax upon all Imported products equal to the difference
between par of exchange and current quotations of exchange of those countries
which, bygoing off the gold basis, have depreciated their currencies, and to a.
pose specify duties upon all imported pulpwood, baled pulp, paper and lumber,
sufficient to offset the difference of labor and production costs; and be it further

Resolved That copies of this resolution, duly certified by the secretary of state
be forwarded to the President of the Senate and to the Speaker of the House o'
Representatives at Washington and to the several Senators and Representatives
from the State of Maine In.the Congress of the United States.

In senate chamber April 1, 1982, read and adopted; sent down for concurrence.
ROYD2x V. BRowx, Secretary.

House of representatives read and adopted; in concurrence April 1, 1982.
CLYDm R. CHAPMAN, Clerk,

STATE Of MAINE,
Offe of Secretary of State.

I, Edgar C. Smith secretary of state of the State of Maine and custodian of
the seal of said State, do hereby certify that I have carefully compared the
annexed copy of the memorial to the Congress of the United States of the senate
and house of representatives of the State of Maine in legislature assembled, with
the original thereof, and that It is a full, true, and complete transcript therefrom
and of the whole thereof.

In testimony whereof I have caused the seal of the State to be hereunto affixed.
Given under my hand at Augusta, this let day of April, In the year of our Lord

one thousand nine hundred and thirty.two and in the one hundred and fifty.
sixth year of the Independence of the United States of America.

[14AL. EDGAR C. SMITH, Secretary of State.

(The telegram presented by Senator Hale is also made a part of
the record, n full, as follows:)

Senators HALE and Watnm, AUGUSTA, Ms., April 18, 1930.

Care Senator Hale, Senate Office Building, Washington:
Regret impossible for me to appear. In accord with the memorial of the Maine

Legislature to the Congress of the United States recently forwarded. I urge
upon you the necessity of securing for the unprotected pulp and paper industry
of our State immediate adequate protection against the destructive competition
from Canada and the Scandinavian countries, accentuated by their depreciated
currencies, which threatens the absolute ruin of this great industry.

WM. TUDOn GARDINit, Governor of Maine.

STATEMENT OF X, C. WOODWARD, SILVERTON, OREG.

Mr. WOODWARD. I am interested in the management of three
sawmill operations and log g operations in the State of Oregon-
one at Silverton, the Silver ans Lumber Co.; one at Westport, known
as the Westport Lumber Co.; and one at Westfir, known as the
Western Lumber Co. The combined capacity of those three mills is
approximately 700,000 feet per day, 8-hour shift, and require approxi-
mately 1,000 men to operate. At the present time we are running
about 50 per cent capacity, short hours, and short weeks.

Two of those plants are located in towns that are wholly supported
by the lumber company. One plant is located in a town of about
3,500 population, and is the largest industrial plant there.

The situation is so serious at the present time that we are about
compelled to shut down, which will throw out in the neighborhood of
800 or 900 families, which we are supporting at the present time.
The men have accepted very willingly 30 to 40 per cent cuts in wages.
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Our sales averaged, from 1929 to 1930, a drop of $5 pet thousaM
but the 1931 drop was $4, making a drop of $9 per thousand in the
past two years, on sales average, which, I think, is in line with most of
the fir plants. I I

The soft wood supply, as is shown by the conservation board's
retort, is 8,000,000,000 feet the first of this year. I think the con-
servation committee figured that 2,600,000,000 was sufficient to take
care of the demands for 1932.

One of our mills has been forced out of the Atlantic coast market
on account of the Canadian competition from mills in Vancouver
and Vancouver Island, I

The export business has been practically nothing in the British
territories, such as Australia, the United Kingdom, New Zealand,
and South Africa. About the only export business on the Pacific
coast to-day is China and Japan, which is running very close to 46
per cent of the export business. I an talking now of the mills in
Washington and Oregon.

Senator RztD. Can you not export to South America?
Mr. WooDwAnD. Yes; but not in competition with Canada, on

account of the preferential duty.
Senator SILoRTnmDE. Why? Get right to the point. Why?
Mr. WOODWARD. On account of the preferential duty.
Senator WALSH of Massachusetts. On the east coast of SouthAmlerica?
Mr. WOODWAIZD. On the east coast of South America, and also on

the west coast of South America, we can export there.
Senator CONNALLY. Well, can you compete in China and Japan

with Canada?
Mr. WooDwAno. To a large extent, but Canadian tonnage on

British tonnage going out of Canada gets a lower freight then we do
on account of the lower currency and the wheat cargoes also. The
steamer wants a load.

STATEMENT OF H. W. BUNKER, SAN FRANCISCO, CALIF.

Mr. BUNKER. M%1r. Chairmuan and gentlemen, I come before you
with no brief for the owners of the lumber industry.

Earnings have long since ceased, and I doubt whether they can
be recovered. Capital investment is melting &way very rapidly.
It may melt away to the vanishing point.

Neither do I want to bore you with any statistics. I think you
have had about all that there are.

But I came clear across this continent to the court of last resort
for help for our men and their dependents. I came here to ask you
to join me in saying to these men that if anybody, whether he be a
foreigner or an American with his dollars invested in Canada wants
to ship lumber into these United States, he shall pay to the Unitqec
States Treasury the amount of money that you would otherwise
have received for making that lumber.

I thank you.

STATEMENT OF, H. UNXWELL, EVERSTo, WASH.

Mr. RAMWELL. Mr. Chairman and gentlemen' I am like Mt.
Bunker, I haven't got any brief. I am not a lumberman, and am
not a pulp man. But our business is the towboat business. When

787
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the lumber business Is shot to pieem as it is to-day, why, our business
Is hot to pieces.

Senator SnOanTDm. What is your business? I did not get it.
Mr. RAisu . Towboats.
Senator SHORTUDGD. Towboats?
Mr. Ravwsua. Yes. But we are depndent upon the lumber

industry. I am not going to speak very long on that subject.
I will say this however, that ordinsUrly we have 250 to 275 men

employ ed. To-ity we have got about 25. The balance of our men
are laid off. Those men are out of employment.

Senator SHORTRID.M. Your headquarters are at Coos Bay?
Mr. RAMWZIL. No; I am at Everett, Wash.
Now, we have about 15 mills in Everett. There are two running

to-day, that is all. The balance of them are either broke they are.
shut down, or else they are in the hands of the bank. hey just
simply can't operate the way conditions are. The result of tbat is
this: We have 4 500 families in the city of Everett that are dependent

* upon Chat We have got to dig up every month from $,000 to
$7,000 and I8,000 to keep those families. Our city has a population
of about 30,000. Now you can imagine what that means, when ou
have got to dig up to take care of between 4,000 and 5,000 families,
to say nothi of the single men that are out of employment.

Senator SuaaDoa. What do you suggest to improve conditions?
Mr. RAUWULL. I do not care what you do. The only thing is, I

object to seeing Canadian lumber aid Canadian shingles and all
kinds of logs, and everything else, coming into our country and our
men lying Rdle. I think it is a crime. And just before I left most of
the permanent citizens of our town asked me to talk to you and tell
you the conditions that exist out there. You have not any realization
of what it means.

One man came into my office the other day and said:
I have not worked for 11 months. I built myself a little home, and I owed

$400 on it. I have a wife and four little children. I had $800 in the bank. I
have used that up. The grocervman and the butcher have told me, "We can
not go any further with you." What will I do? I will do anything if you will
give me a job. I don't want charity.

I have been 60 years in the Puget Sound country, Senator and I
never saw anything like this. [ have been 30 years at Iverett.
To-day the Red Cross is asking for flour to deal out to those peop!,.
And those people have asked me to come here to-day and asked me
to make that statement to you and said, "For goodness sake, tell
them the condition we are in."

We need help, and it is up to you to do something. You can do it
if you will.

Senator SHORTmRIDx. To-put a leading question to you, you think
that the conditions would be improved if a tariff were imposed on
the Canadian products, do you? That our own people would be
given employment?

Mr. RAMWELL. Absolutely.
I was quoted here this morning, I am the man that was quoted.

The general agent of the Great Northera asked me to go over and
look at two train loads of shingles that had come through from
British Columbia, and our mills are shut down.
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It is up to you gentlemen to do something. Don't pussy foot
the WAY this has been going on. It is absoLtely a crime
Canaian lumber come i that way, and Swedits l p for the Ameri-

can market, and going to the Australian Market, and our own people
lying idle and starving

I read you the telegram from the govemor of our State, which he
s$lt you this moving , plean wi ple and asking me to
ask you people to do something so that we can put our people back
to work. I think it is up to you to do something, and not pussy foot
around.

LRTTZR nROm W. A. PRATT, CHAIRMAN PORTLAND 4X lOINT LOCALS

LoYA, Lwozor O LooOMAs AND LuvmsnusmN,
Portland, Oreg., April It, 1980.

senator FaxoIciK STEiwm, .
United State Senate, Waihs on, ). C.

DMAI SsNAToR: Regarding the proposed import tax on foreign lumber shipped
into the United States:

Our interest is in the matter of employment. In Report No. 82 on lumber,

of November 9 1981 the United States Tariff Commission to the President,

we find from tie period covered June 18, 1980, to June 80, 1981, there was

1,41,000,000 feet of softwood lumber Imported Into the United States. Under
average production conditions this would furnish 2,298,148 direct labor days of

employment for loggers and sawmill workers. In other words, on a slow tr duc-

tion schedule like the present, opeisting on four days a week, employment would

be furnished 11,000 men for one year.
Operating expense, other than labor, for oil, steel, wire rope, and numerous

supplies would amount to $1676,000, a great part of which would go to labor

employed in other lines than direct logging and sawmilling. This does not include

general administration expense, nor riterest on investment.
Here on the Pacific coast in the Douglas-fir region, waterborne lumber ship-

ments of imports to the United States from British Columbia as shown byfie
furnished by the Pacific Lumber Inspection Bureau for 1431, are 2O,588 216

feet. This footage would furnish under average conditions, 884,426 direct

labor days at combined lo going and sawmill operations. In other words, this

would furnish labor for 1850 men for a whole year, on a schedule of four days a

week, or putting it another way, a large sawmill of about 225 000 feet daily

capacity, such as the Eastern & Western Lumber Co., or the Inman-Poulsen
Lumber Co., in Portland, could be kept running on their present schedule of four

days a week for four years.
In addition, indirect operating expense for camp and mill would amount to

$280 000, a great part of which would So to labor. This Is exclusive of general

administrative and interest expense. These water-borne shipments originating

in British Columbia have an added advantage, inasmuch as foreign ships can be

used in transportation.
After discussing the above and other facts, the Portland 4L Joint Locals, repre-

senting thousands of lumber workers of Oregon, passed the following resolution

April 11, and instructed the undersigned to send this communication to you for

your presentation to the Senate Finance Committee, which is to consider the

proposed Import tax:
Whereas the lumber workers of Oregon are largely unemployed and the few

jobs in the lumber line are mostly only pait-tme; and
Whereas this unemployment, which has now lasted for more than two earn,

getting worse all the time, is causing serious distress to lumber workers ancitheir
families; and

"Whereas lumber from foi-Agn countries is coming into the United States, thus

taking from us the employment that would result from supplying our own home

market: Therefore be It
"Reouid, That the Senate Finance Committee be requested to immediately

lace the proposed import tax upon all softwood lumber imported into the
United States:'

Respectfully, W. A. Pita,Chairman, Portland 4L joint Locale.



PROPOSED TAX ON COPPER IMPORTS

STATNBNT OF A. N. PETNRXANN, CALVERT, WIO., R0n1.
8UTING A GROUP OF AMERICAN COPPER PRODUoRS

Mr. PETERMANN. My name is A. E. Petermann Calumet, Mich.
Mr. Chairman, I would like to have it understood, with Mr.

Douglas's permission and Mr., Smith's permission, that I shall not be
shut off exactly at the end of 15 minutes.

The CHAIRMAN. In other words, if you want to yon may take more
than 15 minutes.

Mr. PETERMANN. I may run over the 15 minutes, but I am sure
the other gentlemen will take it off of their time.

The CHAIRMAN. All right.
Mr. PETERMANK. I am appearing here, gentlemen, on behalf of a

group of American copper producers. I will hand the reporter a list
of the companies, some 14 of them.

(The list of companies is as follows:)
Calumet & Hoe Consolidated Copper Co. Consolidated Coppermines

orporatlon, Copper Range Co., Ducktown Chemical & Iron Co., Miami Copper
Co., Mohawk Mining Co. North Butte Mining Co., North Carolina Exploration
Co.,Old Dominion Co, Phelps Dodge Corporation, Quincy Mining Co., Seneca
Copper Co., Slhattuck-benn Mining Co., Tennessee Copper Co C

Mr. PETERMANN. All of whom produce copper within the borders
of the United States.

This subject is a large subject and in order to cover it in a com-
prehensive way it would probably take a long time. We had origin.
nally expected to have five or six witnesses who would take in various
p bases ot the subject. However, we are trying to meet your wishes
by presenting.it by one witness principally. I, myself, am going to
try to talk for the entire industry and for those dependent upon it.
I am going to try to be very brief.

Senator CouzNs. Were you before the Ways and Means Commit-
tee of the House?

Mr. PETERMANN. No, Senator. We did not have an opportunity.
Under the circumstances, while we are prefectly willing to answer

all questions-in fact I welcome them-I prefer, if it is agreeable
to the committee, to have the opportunity y of making my statement
first.

The CuAIRMAN. Very well.
Mr. PETERMAN,.. I think time will be saved in that way. Also

with respect to some of the questions asked, I may have to ask per-
mission to refer them to some of the gentlemen who helped prepare
this data. We have prepared and have ready a complete statement
of our case in the way of supplementary statement, with some very
enlightening exhibits, showing by figures and graphs the actual con.
dition in the copper industry to-day. And i I may I would like
to have permission to file that with the committee.

The CHAIRMAN. It will be made a part of your statement.
740
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Mr. PzTziaMANN. As I stated, I represent these various companies.
The group does not Include, however, one company which is also
with us in this proposition tf trying to procure a tariff or tax on
copper, and I would like at this time to read into the record a short
tegram dated April 14, addressed to Louis S. Cates. The telegram
i as follows:

As President of the United Verde Copper Co. I believe that the best Interests
of our company whose active properties are solely in this country, will be better
serve(1tby atarkf on copper imnportations than by any other method of reviving
this important industry which is now so nearly to the verge of total coollapse.
You -treI at liberty to use this telegram in any way that you many feel will aid
favorable action.

CxtARL.ES W. CIJARK

The group of companies which I represent does not include how.
ever, certain other companies which produce copper in the United
States but whose greater interests by far lie in foreign production.
Th.ese companies tip to this time have not taken any active part in
this campaign, but I may say that so far as I know there has been no
opposition, at least open opposition, to this program on the part of
any American copper producer.

In a much broader sense and truer sense, however, I am trying to
speak to-day for the people who are dependent upon this industry.
I am trying to speak for the thousands of American workmen who are
to-day facing unemployment, their Wives and their children facing
distress and want and in some cases actual starvation on account of1
the condition of this particular industry.

Copper has been mined in the United States for something like 80
years, and during that long time thete have grewn tip aroundit pros-
perous, populous communities filled with happy, contented people,
people who are entirely dependent upon the copper industry. These
communities are not, as you might suppose, fly-by-night mining camps,but they are permanent cities and villages in which living conditions
are just as good and business opportunities are just as good as in any
city in the United States. The weakness lies in the fact that they
depend upon the copper industry for their means of living.

I have not time in this short space to detail conditions in those
communities at the present time. They are deplorable. Because
of the fact that copper has been selling below cost many of the mines
have already shut down. Those that are operating are running on
about a 20 per cent basis, and most of those are getting ready to
shut down. During the winter some of the companies have managed
to drag through. By staggering employment they have given em-
ployment to a large number of men and permitted them to live.
There have been local relief associations contributing to the support
of these people.

But, gentlemen, they can not go on. They have reached the end
of their resources. The end is right now. And unless something is
done the mines, most of them, will be closed in another six months,
and these people will be subjects of relief either on the part of the
Federal Government or the State governments.

I wish I could give you an idea of how they feel about this. They
know that if their homes and their lives were threatened by flood or
fire or some similar disaster the United States Government would
not hesitate one minute to rush to their assistance, even though it
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ost millions of dollars, to prevent the disaster. They are facing a
disaster Just as real to them as fire or flood. It means their home,
and their lives. It means the difference between hap%mess and
want. And they know that this is a permanent condiion unless
something is done. The only prospect they have, if this Congrew
does not act, is to abandon their homes and start out and trek for
food, and that is an appalling pros ect gentlemen. We are not
looking for charity, we are not aszg kor a dole, we are merely
asking for a chance to continue to work.

I want to say at the outset very frankly to you that our prima ry
interest in this legislation is to try to procure enactment of this amen.
ment in order to help to preserve the copper industry-keep these
people alive. I realize we are dealing with a bill designed to provide
revenue. We believe this amendment is entirely germane to that
bill for a number of reasons. In the first place, that bill is part of a
great program undertaken by this Congress for the purpose of restore.
ing public confidence and speeding the pick-up of business, and above
allsolving the unemployment problem. Unemployment is a pressing
problem. I know it is nation wide. And I know it is going to be
difficult to isolate some particular cause and apply the remedy. But
to-day we are placing before your committee concrete cases of unem.
ployment in which, if you desired it, we could give you an actual
roster, giving the names and addresses of thousands and thousands
of men whose employment depends upon your action to-day, or when
the bill is under consideration.

In the second place this amendment will provide revenue. Will
provide direct revenue. I will speak of that a little later on after I
have gven you some of the figures on which we base that statement.
It will provide indirect revenue, because these communities Ihave
spoken of are entirely dependent upon State and local taxation of the
mining companies, and they have provided in the past millions of
dollars for the support of their States and their localities. You will
also remember that in the past these copper companies have paid
millions of dollars in income taxes which have dried up absolutely
now and will never come back unless something is done to help out
the industry.

In order to understand our situation I would like to and I must give
fyou a little general information. I am not going to go into detail.
In the first place I want to call 'to your attention the fact that this
case of copper has been investigated by the Tariff Comwission under
instructions of the Senate, and the Tariff Commission hits filed a
report which is available of course, and many of the things which I
bring to you come directly from that report.

One thing in connection with that Tariff Commission report. It
was limited to three years; 1928, 1929 and 1930. And the Tariff
Commission found that 1928 seemed to be the most representative of
the three years. It therefore picked 1928 as the year upf)n which to
base its figures. And the figures it shows are the figures of 1928.
That is important, gentlemen, because our entire plea tor action at
this time is based upon the fact that there has come a certain radical
change in the copper industry since 1928. And the figures on which
we base our request for this tax are the figures of 1928 brought up to
date.
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Copper is sold on a per pound basis. The average price over a
long period of years has been 15 cents a pound. To-Jay it is selling
for 6 cents or under.

The copper industry in the past has produced a great amount of
wealth. I just want to show you where some of that wealth has gone.
Fifty per cent of it in the United States goes to labor. Thirty-nine
per cent of it goes to supplies and equipment, practically all of which
bought within the United States, and I might say practically all of

which is protected by a protective tariff.
In 1928 and 1929-all the details are in our statement-the copper

industry and the communities dependent upon it directly and indi-
rectly contributed something like between $50 000,000 and $80 000,-
000 to the carriers of the United States in railroad revenue. That
of course, is a thing also that will be gone if this industry is permitted
to disintegrate.

This industry is on the way to destruction. In fact, it has already
commenced. I have said thtt a great many of the mines are already
closed down and that others are about to close. This is due entirely
and directly to new foreign competition which has come into thepicture since 1928. For that reason the statistics of the industry of
the past will not give you much of a guide as to what we have got to do
in the future. W e are facing an entirely new condition and one which
we must 'lM with now as an absolutely new problem.

I said that our entire case was based on the fact that there has been
a terrific change in the industry, and I want to by just a few figures
bring that change to your attention.

In 1916 the United States produced 964,000 tons of copper. The
foreign production was 535,000 tons. These are short tons and round
figures. In other words, we produce,! 64% per cent of the production
of the entire world.

In 1925 we had dropped to 54 per cent. In 1930 we had dropped
to 40 per cent. And to-day the present, rate, based on the lost few
months, the United States is pioducing 33% per cent of the world's
production of copper, and the foreign mines are producing 6616 per
cent.

From 1916 to 1929 the American industry only increased 4 per cent
in its production. All the rest of the foreign mines increased 106
per cent, but Canada, Africat and South America, which are otir real
competitive countries, increased 211 per cent. This is due to the
fact that there have been discovered and equipped and are now
operating immense new high grade deposits in Canada, Africa, and
South America, which have just come into the picture in the last
two or three years.

Just a word about our imports and exports. Previous to 1929 in
rough round figures the United States exported in excess of imports
something like 200,000 tons of copper annually. That is 400,000,000
pounds.

Senator CONNALLY. Is that refined copper?
Mr. PETERMANN. No; copper of all kinds.
Senator CONNALLY. Does that include ore from Mexico?
Mr. PEIORMANN. That includes copper in any form.
Senator GORE. Just the metal content?
Mr. PETIRMANN. That is the metal content, yes.
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Senator CONNALLY. That is what I was getting at. The metal
content.

Mr. PETERMANN. On account of the time I will not read the figuts
I have in front of me, but I will give you the situation to-day. Based
upon the latest available quarter to-day we are not only not net export.

s, but the total imports of copper in the United States are running
at the rate of 850,000,000 pounds a year, and we are net importers to
the extent of 542,000 000 pounds. This is shown in a startling way
by the manner in which copper has been rolling in from Canada.Senator Reed, I think, a week or so ago put io the record some
figures which showed that. In the last three or four months of the
year the imports to the United States from Canada increased at an
amazing speed from 2,000 tons in September to over 15,000 tons in
December. The world copper is simply pouring into the United
States. There is nothing to stop it. And copper is coining in which
is cheaper than we can possibly produce, piling on our shores.

Senator GORE. From where principally now?
Mr. PETERMANN. Canada and South America.
Senator Gontr. The African copter is not coming in yet?

r1r. PETERMANN. The African copper, Senator, is competing with
us in this way, that at the moment it is taking the European market
and forcing South America and Canada into the United States. I
mig-ht just as well deal with that subject right now.

It has been said that we are not in competition with African
copper. The copper business covers a world market. Every pound
of copper produced in the world, I don't care where it is is in
direct competition with every other pound, and it does not make any
difrence whether a pound of copper from Africa comes directly to
the United States or whether it absorbs some of the European de.
mand .ad shoots a pound of copper from Canada or South America in
heic to take its phew . In either event the 2 pounds of copper are
just as much in competition as though they lay right on the trade
counters in New York or Chicago or Detroit or t* Louis or any other
center. There can not be any question about that.

Senator CONNALLY. Well, what good will a tariff do you then?
Mr. PETERMANN. A tariff will Go this. A tax or tariff, or what-

ever you want to call it. We are trying to keep out of the United
States at least a portion of the world product.

Senator CONNALLY. I am in syinpathiy with you, but your argument
would rather seem to be against your view. If it would not make
any difference where the copper was, that it still competed, I do not
see that it would make any difference.

Mr. PETERMANN. I am talking now about the condition without
any tax.

Senator CONNALLY. Oh, well, of course that is true.
Mr. PETERMANN. It has been said that right now and in the past

there has been no competition with copper from Africa.
Senator CONNALLY. That is true. I withdraw iny question. I

do not want to interrupt you.u
Mr. PETERMANN. We 'ust did not understand each other. How

much time'have I left, Mr. Chairman?
The CHAIRMAN. You have 23 minutes.
Mr. PETERMANN. I must say one word about exportable surplus

because that always comes into a picture of this kind. The United
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States for a great many years has had an exportable stirplus of copper.
If you define that by the difference between your productive capacity
oryour production and your consumption, the United States hog
to-.day an exportable surplus. But such an exportable surplus can
not continue to exist for any length of time unless you have a market
for it abroad.

Senator AsnuRsT. Mr. Petermann, I appreciate your able address,
and Mr. Smith, of Arizona, who is himself an expert, will yield to you
his time. No one could make a better or more concrete statement
than you are making, so you need not feel limited as to time, because
Mr. Smith will yield you his time.

Mr. PETERMANN. ] do not know whether I ought to take it or not.
Senator AsHURST. But I do ask that Representative Douglas have

a few minutes to conclude.
Mr. PEnMANN. Thank you. For years foreign production of cop-

per was not sufficient to meet foreign demands. Not until the last
two or three years, until this terrific foreign production came in, was
there enough foreign-produced copper to meet foreign demand, and
therefore we supplied that market. But now the foreign production
has caught up to and passed foreign consumption to such an extent
that our exportable surplus has dwindled away, and to-day it has
finally and definitely disappeared. The exportable surplus appears
in the foreign field, and it is so large that it completely overwhelms
the American excess productive capacity, and makes it entirely im-
probable that we will ever produce again beyond our domestic
demand.

Senator GoE. Is production cost in Africa lower than in South
America?

Mr. PETERMANN. It depends. Senator, there are a number of mines
in South America and a number of mines in Africa. Some in South
America can produce cheaper than in Africa. Some in Africa can
produce cheaper than some in South America.

Senator Gov. Can you file with your statement a schedule showing
the production of these countries?

Mr. PETERMANN. Yes. We will cover this completely in this large
statement which we are filing with the committee.

Senator GonE. Showing the resources and also the production?
Mr. PETERMANN. It is in very great detail. We are filing enough

copies, Mr. Chairman, so that each member can have a copy, because
there are graphs and tables which could not very well be put in.

The CHAIRMAN. I was wondering whether it would not be better
if you had a complete statement there to put in, because you have
only 8 minutes now, if you are going to take the 30 minutes, and
leave 15 minutes to the other witness. We will refer to all of this
in making the bill. I only wanted to say that you have 8 minutes
new, and whatever you want to do, why proceed.

Mr. PETERMANN. All right, sir.
Senator CONNALLY. Mr. Chairman may I ask a question? In

your statement you are going to file have you got any data on the
world consumption, as to whether it is rising or declining?

Mr. PETERMANN. Yes, sir.
Senator CONNALLY. Is it rising or declining?
Mr. PETERMANN. Right now of course it is falling.
Senator CONNALLY. I was wondering if on account of electrifica-

tion and all that whether it had reached its peak?
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Mr. PTERMANN. It had reached it. peak in about 1929.
Senator CONNALLY. And therefore the world demand for it is not

quite as great as it wa?
Mr. PETERMANN. Yes.
Senator CONNALLY. You show that in your statement?
Mr. PNTERMANN. Yes, completely.
Senator Rzn. Can you give us some figures about cost? Intr.

national Nickel, for instance?
Mr. PETZBMANN. Well, Senator, if I were going to go into cost&-

I can just throw them out to you without any explanation at all, if
that will do. But before that I want to make it clear that you
understand that to-day there are 1,000,000,000 pounds of foreign.
produced copper above the foreign demand even at the peak. I
mean the capacity to produce.1,000,000,000 pounds of copper. The
latest copper that has come in has been produced and can be pro-
duced atabout6 cents a pound. Now, the range in the United States,
according to the Tariff Commission, runs from 9 to 17 cents a pound.

Senator REm. Oh no. Utah can make it cheaper than that.
Mr. PETERMANN. Weli, it depends on if you tale Utah's over-a

costs. I am quoting the Tariff Commission now, Senator. I take
that right out of their report. .

Senator REED. When you say that we are net importers to the
extent of 500,000 tons-I think that was the figure you gave-this
committee is all used to tariff questions-it is apparent then that
the foreign pressure is against this country.

Mr. PETERMANN. Yes, sir.
Senator REED. That there is a flood of copper pouring in here.
Mr. PETERMANN. Yes, sir.
senator REED. Now, to me that establishes a prima facie case for

a tariff.
Mr. PETERMANN. Yes, sir.
Senator REED. But what I aim wondering is how much tariff is

necessary.
Mr. FETERYMaNN. Well, I am coming to that in just a second.
Senator RwD. If you are coming to that, I will not ask you any

further questions.
Mr. PETERMANN. I just wanted" to leave that with you, and that is

the important fact, that there we a billion pounds of cheap foreign
copper pressing on the shores of the United States and will be pressing
against any tax you may put on there.

The CHAIRMAN. Tell the committee just why you think it ought
to be 5 cents. Others say it ought to be 2 cents or 3 cents or 5 cents.
Tell the committee why you want 5 cents.

Mr. PETIRMANN. AU r ight. The costs that are shown by these
mines, the present-day cost, I mean the production that is coming in
now, runs from 5 cents to 7 cents a pound.

Senator REED. And what is the freight?
Mr. PETERMANN. The freight is included In that. That Is the

cost including transportation to the United States.
Senator Gon. Was what? I did not catch it.
Mr. PETIRMANN. Its transportation to the United States included.
Senator GoRE. Yes. I thought you stated the rice.
Mr. PETERMANN. Yes; from 5 cents to 7 cents, just roughly. If I

had sufficient time, I would like to give you these figures. Inter-
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national Nickel, Senator, produces crper from an ore which is
valuable principally on account of the ncel content in it. They hold
& monopoly on the nickel of the world. They must produce nickel.
And they produce enough to fill that market, and when they do it
they produce as a'by-product a certain amount of copper which they
an sell, if they wish, at any price they care to. And that copper s
tIght next door to us.

The Noranda Mine in Canada has precious metal content which
makes their product profitable to them even if they ignore the copper
content.

Those two mines produce something like 350,000,000 pounds a
year, and they are right on our borders, and their freight rates to
our consuming centers are less than the freight rates of the American
producers.

Now the reason why we ask for 5 cents is this. Various compari-
sons have been made between these foreign costs and our domestic
costs. Averages in every way. And we finally took the difference,
the adjusted present modern difference between the average cost
of production abroad and the average cost of production in the
United States. It works out, as shown in our statement, to about
5% cents. And we have asked for 5 cents. Now we think that
that rate will protect a large part of the American industry.
That is, it will give enough of the industry a chance to live to keep
it going. Of course some of the very h4ghest producers will pass out
of the picture at that, but a substantial part of the industry will
continue to exist. At the same time there is no question with this
billion pounds of foreign copper pressing against the United States,
with a cost of 5 or 6 cents a pound, that if copper in the United States
ever reaches 8 or 9 cents some of that foreign flood is going to come
over the wall. And it is going to come over and pay tvs .5-cent tax.
And that is why we say that this bill is going to produce direct
revenue.

Is my time up?
The CHAIRMAN. Your time is up. You can take five minutes.
Senator HULL. Mr. Chairman, I wanted to ask a question. There

is a world agreement now, is there not, among most of the copper
industry to curtail production to about 20 per cent of capacity?

Mr. PETERMANr. So I understand, Senator. I do not know any
thing about it myself, I am just-if I may say it-I am from north
ern Michigan. I have not been in on any of that at all.

Senator HULL. I got that out of the trade papers that they have
that sort of an agreement. I ain in sympathy with the oil situation
and the cotton situation and the copper situation and the wheat sit,
uation and all these primary commodity situations, all of which are
on their backs, and of unemployment. Of course, if our country
should carry out that sort of an agreement we would not run over
one-fifth of the time for the present, would we?

Mr. PETERMANN. No, sir.
Senator HULL. The copper industry, I notice since 1922 has a

favorable balance of exports over imports of nearly two and one-half
billion of dollars. That would be about right, I guess?

Mr. PETERMANN. I do not know that figure. The fact, however,
is, as I said a moment ago, that this terrific change which has come
in in the last three years has entirely upset any value about past
statistics. We are in an entirely new condition now.
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Senator HUtLL . You are somewhat in the condition of the wheat
grower and the oil man and the cotton man, an you not?

Mr. P2TORMANN. I do not know what condition they are in, but
If the are in the same condition that we are in they are hi pretty
bad shape.

Senator HULL, There is no question about that. And that is why
I am so deeply concerned, not about one alone, but about all of theta.
Some of these are covered by high tariffs and some have none at all,
and yet they are all experiencing the same fate apparently.

The CHAtUAN. All right, go on. You have two more minutes if
you want them.

Senator CousiNs. What is the cost of production in th,3 upper
peninsula of Michigan, may I ask you?

Mr. PiTERMANN. That again is another question, Senator. There
are a number of mines up there. Some of them can produce sonte
copper at about 9 cents a pound. Some run about 14 cents. I
would say the average was about 11 cents a pound.

Senator CouzENs. Well this would not help that very much up
there, would it?

Mr. PETERMANN. It would not help all of it. It would permit a
part of the industry to go on up there and help to support that popu.
lation. And that is why I am so terrifically interested in this, because
that is where I live.

Senator CouzENs. So in your opinion some of these mines will have
to go out of existence in any event?

Mr. PTERMANN. I think there is no question about that Senator.
At least until such time that there comes back to the word such a
tremendous demand for copper that these immense big foreign de.
posits plus the American mines then operating can not meet it. Then
some of the older nes may open up again.

Senator Gonn. Can you file a statement showing what American
concerns, if any-of course some of them do own copper mines in
Mexico and South Amenca-could you file a schedule showing that
ownership, and also show the ownership of any other mines in foreign
countries that American concerns own?

Mr. PSTE MANN. Yes, sir; I would be very glad to do that.

American ownership or control oj jroeign mines

Approximate
Company Country Mine 0 p Extent of interest

pacity

Pounds
Anaconda Copper Co ...... Chile ...... Chile Copper Co.. 88,.000,000 Practically complete owner.

Do ...................... do ....... Andes Cooper Co. 178,K0000 &,
Do ................... Mexico ... oreene &Unanea 100, 000,0O0 Do.Copper Co.

Kennecott Copper Corpor. Chile ...... Bradenf............ 230,000,000 Complete ownership.
nation.

Cerro do Pao Copper Peru ...... Cerroderm.... O 100,000,00 Do.Corporation.
Ameran Metal Co ........ Cuba..... Matahambre ...... 45.000.000 Control.

Do .................... Rhodesia.. Mufulira ......... 80,000,000 Control through Rhodean

Do .................... do. Roan Antelope .... 150000.000 Virtual control.Do...................do..Rhokna- 300,000,000 Substantial interest.
Phelps Dod e Corporation. Mexico.... Moctesuma ....... 40,000,000 Complete ownership.
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Senator BARKLEY. Can you tell what proportion of the world's sup.

ply of copper is located in the United States? Do you know?
Mr. PETmRMANNr. I do not know. I can say this, that if the-mines

of the United States are operated in a normal way the reserves are
ample to take care of the American needs for more years than we
can think of. On the other hand, the reserves abroad are so large
that they have just quit counting them up. They have quit diamond
drilling their reserves because there is no ure going any further. As
to the proportion of them, it would be almost impossible to say.

TheC HAIRMAN. Mr. Petermann, your time is up.
Mr. PETERMANN. I want to thank you gentlemen. I meant to

try to get to an explanation of this little amendment. I would like
to say tis: Our purpose in this amendment has been to put the
5-cent tax on copper in its refined form and to follow it through and
carry out necessary compensatory duties so as to leave everything else
in exactly the same position as it was before we put the tax on.

(Mr. Petermann fled with the committee a supplementary state.
ment and exhibits entitled "An Import Tax on Copper," which is
as follows:)

SUPPLEMENTARy STATEMENT

Submitted on behalf of the following-named American cop r producers In
connection with the testimony in favor of such amendment given in open hearin
by witness A. E. Petermann appearing In their behalf: Calumet & Heels Consolf
dated Copper Co., Consolidated Coppermines Corporation, Copper Ange Co.,
Ducktown Chemical & iron Co. Miami Copper Co., Mohawi Mining, Co.,
North Butte Mining Co., North Carolina Exploration Co., Old Dominion Co.,
Phelps Dodge Corporation, Quincy Mining Co., Seneca Copper Co., hattuak.
Denn Mining Co., Tennessee Copper Co.

1 I. THU PiROPOSED AMENDMENT

The proposed amendment reads as follows:
"On pae 247, after line 20, insert as a new subsection the following:
"' (6) On the copper content of imported copper-bearing ores and concentrates,

and of imported materials and articles mentioned in paragraph 816, 880, 881,
887, 1820, 1684, 1657 1658, or 1659, of the tariff act of 19a0,6 cents per pound:
Provided, That such tax shall not be assessed on copper In any of the foregoing
ores concentrates, or materials which Is lost in metalurgical processes, nor on a
total annual maximum of 15,000 tons of copper contained in such ores, coneen.
trates, or materials used for fluxing purposes only; on all imported articles and
parts of articles, finished or unfinished, dutiable under the tariff act of 1980,
not provided for in paragraph 316, 880, 881, or 387, in which copper, including
Coer in a oys is the component material of chief value, 5 cents per pound on
tre it an on all imported articles or parts of articles, finished or unfinished,

dutiable under the tariff act of 1980, not provided for in paragraph 816, 880
381, or 887, not in chief value of copper but containing 4 per cent or more of copper
by weight, 8% per cent ad valorem. The tax on the materials and articles de-
scribed in this paragraph shall be levied, collected, and paid on such materialsand
articles only when imported into the United States.""And on page 246, line 8, after (c) (4), insert the words 'or subsetion(c) (5).'"

ii. REPORtT OF TARIFF' COMMISSION

Senate Resolution No. 434 (71 st Con'g.), dated February 8,193 1, reads as follows:
"Resolved, That tle United States rariff Conmmission is hereby directed under

section 832 of the tariff act of 1030 to investigate the differences in cost of produc-
tion during the calendar years of 1928, 1929, and 1930 between foieoign articles
and domestic articles included in paragraph 1658 (copper) of said act, and to re-
port thereon to the Senate as soon as practicable."

Pursuant to said resolution the Tariff Commission carried out its investigation
and published a comprehensive report thereon under date of November 30, 1931.
The facts set out in said report are freely used herein.

U5102-4--4
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Ill. NXHIDITS of

For convenience in presenting statistical information with reference to the op.th
per Industry, there have been prepared and attached hereto certain printed ed.
hibits, Nos. I to 19, which will be referred to hereinafter.

IV. PARTIXn IW )'RUNnS

The copper companies herinbefore named and who are active proponents of
this legislation are all American comnies with their operations and interestswithin the United States. They produce a substantial portion of our domestfo
copper. The group, however, does not include certain other American com.
k .financed larel b A0rican capital which produce copper in the United
tasbut whose r interest lies in foreign production.
Open opposition to this legislation has been expressed by only two companies,

the American Metal Co. (Ltd.) and the Cerro do Pasco Copper Corporation, both
purely foreign producers having no American mines. These companies and the
type of opposition raised by them will be discussed hereafter.

In a broader sense this statement is filed on behalf of many thousands of wage
earners in the American copper industry who are now unemployed or facing unem.
ployment; their wives and children who are facing poverty and distrress; whole
communities, villages and cities which are entirely deltendent upon this industr
and are facing extinction, and indeed one of the States of the Union, Arizona whicK
is literally facing bankruptcy, all because of the rapid demoralization of this one
industry.

Copper mining has occupied a position of great importance In our industrial
history for over 80 years. During this long period there have grown up with the
Industry prosperous mining oMamunities, village and cities, whose population is
directly dependent upon the mining operations and whose income Is derived al.
most entirely from the taxation of mining and allied property. These are not
fly-by.night mining camps, but are solid, substantial, up-to-date American com-
inunities in which living conditions and business opportunities are on a par with
those of any average A1merican city. Their weakness lies in the fact that they
are almost entirely dependent upon one industry. The continued existence and
prosperity of these communities and the livellhod aiid employment of hundreds
of thousands of American citizens depend upon the operation of the copper mines.

The financial structure of the State of Arizona Is built upon and around the
copper industry. This one industry, directly and Indirotly pays over 50 per cent
of the taxes raisd in the State, and supports about one-third of the population.
The collapse of copper mining in Arizona literally means bankruplcy for the
Commonwealth.

The same condition exists in more restricted areas in many other parts of the
United States.

It is impossible within the limits of this statement to detail the deplorable con.
ditions now existing in these various copper mining districts. Some description
of thepopulaton dependent upon the Industry was given at the hearing. To-day
a latge portion of this population is actually facing starvation.

Due to the fact that copper has been selling much below the cost of production
in the United States, many of the American mines have already been forced to
close down and the balance are operating on about a 20 per cent basis. This has
thrown many wage earners out of employment. During the past winter some of
the mines have continued to operate on a limited scale and by staggering employ.
mrnt were able to furnish a bare existence to a large number of people. Those
who could have shared with their neighbors throughlocal relief organizations but
they have come to the end of their resources. They can not go on. These
mines are now getting ready to close and when they do almost all of this popu.
lation will become dependent uapon State or Federal relief for its existence.

These )eo)le are self-respecting, honest, hard-working American citizens.
They are not here asking for a dole. They do not want charity. They want
a chance to earn their own living. They believe in this Government. They
know that their Government would not hesitate an instant to rush to their
assistance and to spend millions of dollars if necessary to prevent the destruction
of their lives and homes if they were threatened by flood or fire. They can not
understand why there should be any hesitation in meeting a force just as real
and just as destructive, especially when the legislative cure does not involve the
expenditure of one dollar of public money. The situation, bad as it is at the
present time, is aggravated by the certain knowledge that this is rtot a mere
passing phase of the general depression. These people know that in the absence
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of legislative action, this condition is permanent, and the prospect of abandoning
their homes and trekking for food fs appalling, the people are frantic, panic-
stricken, desperate. To them it is just beyond understanding that this Cngres,
with the power to alleviate this situation should hesitate an instant in applying
the remedy. That this relief may be withheld because of political expediency, or
a difference of opinion as to tariff policies, or because of some parliamentary
rule of House or Senate, to them Is Inconceivable.

V. ROPI ZTY O THIK AMUNDMINT TO TiN RZVONUME ACT

We want to be perfectly frank at the very outset and say that our primary
Interest in this subject lies in the wish to procure speedy enactment of legislation
which is necessary to preserve the American copper industry from destrtictlon.
The facts which ie will present and the arguments which we may use are directed
argely toward that objective.

We realize that we are dealing with a bill designed to raise revenue, but we
feel that the amendment proposed is entirely germane for several reasons; first
this hill is in many respects an emergency measure designed to meet unusual
conditions; it is part of the broad constructive program undertaken by this
Congress intended to restore public confidence, to hasten the pick-up of industry
and to solve the present unemployment problem. Unemployment in the United
States is the most pressing problem before the Congress to-day. It is quite
understandable that because of the nation-wide extent of this condition,It is
most difficult to isolate the basic causes and apply a universal remedy. But we
present to-day a concrete case, so actual, so real, that if required, an exact roster
giving names and addresses of the thousands of men whose employment or unem-
ployment depends upon the action on this amendment, could be attached hereto.

In the second place this amendment to the revenue bill is germane because it
will produce, revenue, botni directly and indirectly. We do not undertake to
place an exact figure on the amount of the revenue which will flow from this
legislation. In the present chaotic condition of the copper industry no one
could possibly do that with accuracy, but hereinafter, after presenting the eta-
tistical information upon which our reasons are based, we do point out why this
direct revenue must result and present a reasonable estimate of the amount to
be anticipated.

The proposed import tax of 5 cents a pound can not possibly act as an embargo
on foreign copper. Foreign cost figures which will be given to you will demon-
strate that fact. A prohibitive tax calculated to absolutely bar foreign coppr
would probably have to be fixed at 9 cents a pound or more. It will be readily
seen from the figures to be presented that a -cent tax, while affording a sufficient
measure of relief to permit the bulk of the American Industry to carry on, will
nevertheless result in the displacement of our highest cost production by a portion
of the tremendous excess of foreign production which is now pressing into our
market. A 8-cent tax on this foreign copper should yield substantial revenue.

Aside from this source of revenue, however, attention is directed to the indirect
revenue which for many years the copper industry has contributed to the United
States, the various States and to their political subdivisions, and which will disap-
pear entirely if the industry is not preserved. The flow of income taxes from
American copper companies which in former years amounted to millions of dollars
annually will permanently cease; the many millions of dollars contributed by way
of local taxation for the support of the various States and their political sub-
divisions will no longer be foithcoming. This tax-income is absolutely vital to
those communities--without it they face actual bankruptcy.

Every pound of copper produced in the United States accounts for more than
5 cents a pound in revenue by way of direct taxes, increased collateral bushes,
and the employment, health, and happiness of those who produce it. There
is no reason why every pound of copper produced outside of the United States
under conditions beyond our competition should tiot make an equal contribution
when it crosses our borders. Ard so in any event, viewed from either angle,
this legislation must produce revenue.

It can not be overemphasized that the present condition of the American
copper industry exhibits an emergency which must be wet at once in order to
evert disaster. The solution of this problem can not await another session of
Congress without causing irreparable loss, a large increase in unemployment
and widespread distress. .
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V1. OONERAti INFRMAT1JO

It is realized that in order to Justify this plea for immediate action we taust
not only show the emergency, but must also offer proof that the remedy proposed
will be effective. For this purpose there is presented in as compact a form as
possible certain facts about the Ameican copper industry and its present states.

Location.-Copper Is produced in many of the States of the Union. Arizona
is the largest producer with about half o the total output, followed Ini order by
Utah Montana, Michigan, and some 10 or 12 other States.

Exhibit No. i is an outline map of the United States Indicating the location
of the copper mines smelters and refineries and the approximate annual nihie
production from each State.

Arizona Is the chief copper-producing State, supplying In 1929 oout 40 per
cent of the total domestic production. It is followed in order of Importance by
Utah, Montana, Michigan, Nevada, New Mexico, California, Tennessee, Colo.
rad6, and North Carolina. The States of Washington, Oregon, Idaho, Texas, and
Pennsylvania, also produce some copper. In the case of Anzona, copper is the
backbone of the entire State. It is of vital importance to Utah, Montalla,
Michigan, Nevada, New Mexico, tind Tennessee. It is a helpful asset to the
other copper-producing States.

There are five main centers of electrolytic refining; namely, at Tacoma, Wash.;
Great Falls, Mont.; El Paso, Tex.; Baltimore, Md.; and the vicinity of New
York Harbor. The plants at the seaports of Tacoma Baltimore, and New
York treat materials from foreign countries as well as from donestic sources.
In the past, our greatest Importations of copper have been in the form of blister
copper the domestic refineries having enjoyed the business of refining this copper.
That the building of refineries abroad Is rapidly changing this situation will be
explained later.

Labor.-An analysis of the cost data supplied by the Tariff Commis~sion shows
that in the United States one-half of the total operating costs of mining, con.
centrating, and smelting copper are for labor. By means of adjustable wage
scales and bonus systems, the American copper miner has been enabled to share
to a marked degree in the past prosperity of the industry. The remuneration
to the American miner has been on a high scale, permitting full participation in
our superior standard of living, and insuring that high degree of independence
and respect to which he is entitled.

The Industry has spared no effort in providing for the maximum of safety and
the highest type of working conditions. 6 .

In estimating the relative weight to be given to the factor of labor in produce.
tion costs we fall far short of a true appraisal if we confine ourselves to'direct
labor and inore collateral labor. For example, large tonnages of coal and
large amounts of lumber are used by the copper mining companies in their oper-
ations. These items carry no labor cost with them on the copper company's
cost sheet; they appear as items of supplies purchased. The costs of this coal
and lumber, however, represent in large part labor costs; they include the wage
of the coal miner, the lumberman, the railroad worker, and numerous others.

Supplies and equipment.-The industry in the United States is a large consumer
of a variety of m ellaneous products such as oil, coal, iron, steel, lead, zinc, brass,
cement, explosives lumber,timber, steam and electrical machinery. Approximately
39 per cent of the operating cost is taken up by expenditures for supplies
and equipment and it i. to be noted that most of these items are highly protected
by impoit duties.

iRailroad revenueo.-Exhibit No. 19 presents certain railroad statistics to Indi-
cate the importance of the copper industry to the railroads in the United States.
It will be noted.that the estimated gross revenues of all United States railroads,
attributable to the copper industry during 1928 and 1929 were close to $60,-
000,000 per year. This Is the stake that American railroads have in the Americancopper Industry..xe&:--Exct figures representing the actual amount of taxes paid by the copper

mining industry in the United States are not available. These taxes occur In
various forms, such as direct State and local ad valorem taxes, privilege fees,
licenses, and income taxes.

Two examples will perhaps suffice to illustrate the general tax burden. The
Michigan district lies In four counties in which the mining properties pay approxi-
mately 80 prer !ont of all of the taxes. In some of the local communities mining
property pays over 90 per cent of all of the taxes. The entire taxable values in
the four counties depend upon the operation of the mines.
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Even under the present depressed conditions, these counties are on the State

tax rolls for about $70,000,000. While the State " a whole could undoubtedly
absorb without much difficulty the loss of this taxable value, such loss to the
four counties mentioned unquestionably means financial chaos, closing of the

schools, and abandonment of all public welfare work. In this connection refer-
ence is made to a letter from the Michigan State Tax Commission on this subject
appearing in the record of the Senate under date of April 6, 1982, a copy of which

is attached hereto as Appendix 1.
The tax situation in Arizona was described at the hearing. This Common.

wealth, depending as It does upon the copper industry for over half of its tax

revenue, presents an unique pro lem in that the elosindown of one industry will

inevitably be followed by the financial collapse of the tate.
Raw malerial.--Copper is sometimes referred to as a "raw material," but this

term can be applied to copper metal only In a relative sense. The real "raw

material" Is the ore from which it comes. The copper metal is derived only

after laborious efforts of mining the ore, in many cases thousands of feet below

the earth's surface after which it must pass through many btages of treatment
before it is reduced to a usable form.

There is filed herewith as Appendix No. 2 a statement giving a description of

the various materials and forms Itn which copper appears in the course of its

progress from ore in place to the finished product, refined copper.
Refined copper is cast in various shapes for the market and is solI on a per

pound basis.
l'ricve.-For the 31-year period, 1900 to 1930, Inclusive, the average selling

price of copper was approximately 15.9 cents per pound. Even excludng the

war period the average was 14.8 cents. In 1931 the price at times was as low as

6.02 cents per pound and averaged a trifle over 8 cents per pound. The recent

price has been in the neighborhood of 8 cents per pound.
Smelt is and refining.--.A majority of the larger mining companies have their

own smelters, but only a few have their own refineries. Those which do not

own smelting and refining facilities arrange to smelt and refine their product

through so-called customs smelters and refiners.
The custom smelter and refiner carries on his business in one of two ways.

He either buys copper in the form of ore, concentrates, or blister copper, selling
it again in the form of refined copper, or else he treats the material at a certain
charge per ton and delivers the refined product back to the owner.

There are three major companies in the United States which are known as

custonis smelters and refiners of copper. These are the American Smelting
Refining Co., the American Metal Co. and the Nichols Copper Co.
The first, commonly known as the A. A. & R., has smelters at Garfield, Utah;

Hayden, Ariz.; El Paso, Tex.; Maurer, N. J.; and Tacoma, Wash. The plants

at Maurer, N. J., and Tacoma, Wash., include refineries. A. S. & R. alo has

a large refinery at Baltimore.
In addition to treating copper for such domestic mines as Utah Copper Co.,

Nevada Consolidated, Ray Consolidated Chino Consolidated Copper Mines,

and the Alaskan mines of the Kennecott Copper Co., the A. S. & It. plants treat

some copper front Mexico, Canada, and South America. Approximately 20 per

cent of the copper treated in 1928 by the A. S. & R. was of foreign extraction.
The American Metal Co. has a colpper smelting and refinin plant at Carteret,

N. J. This company treats the copper from the United Verde Mine of Ari-

zona, the Cerro de Pasco Mine, in Peru, and the Matahambre Mine, in Cuba. It

also does a considerable scrap-copper business. The normal production of

TJnited Verde is a little more than the combined production of the two foreign

.nines concerned. At the present time, however, United Verde, the largest

sigle producer in Arizona, is shut down. Therefore, with the exception of

domestic scrap, the American Metal Co.'s plant is now confined to the treat-
nmen, of foreign copper.'

Prior to 193(0 the American Metal Co. treated the blister copper from the

International Nickel Co. of Canada. In 1930, however, the new refinery at
Copper Cliff, Ontario, was completed and the Imternational Nickel Co. s copper

is now treated there. Tihe American Metal Co. owns a 42 per cent interest in
the Ontario refinery.

The Nichols Coi)per Co. is a subsidiary of the Phel )s Dodge Corporation.
It has a refinery at El Paso, Trex., and one at Laurel I1111, Long Island. The
latter plant also has smelting facilities. In addition to its domestic plants,
Nichols Copper Co. has a substantial Interest in the Canadian Copper Refiners
(Ltd.), at East Montreal, Quebec.
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In 1928, the Laurel 11111 plant of Nichols Copper treated the copper from
several large domestic mines and also treated some copper from Canada, from the
Katanga mine of Belgian Congo and from South America. Thet construction of
refineries in Belgium and Canada has eliminated all foreign business except the
treatment of a small tonnage from South America,

From the foregoing it is seen that in 1928 the American customs sineltesm
and refineries hada lucrative business in the treatment of foreign copper, much of
which has since been lost. The loss of foreign business has been due to the recent
construction of modern smelters and refineries abroad, Belgium has explanded
Its refining facilities to meet the requirements of Katanga. Canada hals com.
pleted one large smelter and two refineries, Germany has a new rvttiery',
Sweden and Russia now have new refining plants under constructon.

The Tariff Commission says of this trend (p. 02):
"The construction of large smelting and refining plants In Canada and Belgium

and the projected construction of large refining facilities in France and England
are developments of the last few years.
"In Canada plants completed recently will avoid the diversion of most of the

blister copper produced in that country to United States refinerles; and in Bel.
gium, France, and England, plants completed or projected will handle African
copper which was formerly refined in the United States."

There has been a decided change with respect to smelting and refining. The
foreign companies have taken advantage of American experience and technical
skill and are no longer at a disadvantage with respect to smelting and refininlg,

VII. LOCATE ION AND GENERAL DR14CItIPTION OF FORIGN PRODUCERS5

Foreign countries which produce copper are, in order of importance, Chile,
Northern Rhodesia Belgian Congo, Canada, Japan, Mexico, Spain, Russia, Peru,
Germany, Serbia, forway, Cuba, Australia, and several other countries. The
copper producing industry is world-wide and complex in this respect, Although
we are primarily concerned about those countries which produce a great deal
and consume but little, the production in all foreign countries is indirectly in
competition with our own production. For example, Germany is a net importer
of copper but produces tinder Government subsidy a substantial portioln of its
requirements. This copper produced under subsidy displaces an equivalent tol.
nage of copper produced by some net exporting country, like Canada. This
displacement directly increases the competition which the United States mines
must meet.

However, we speak of the principal competing countries as being Africa, Chile,
and Canada, because these countries produce a great deal more than they con.
sume. Africa and Chile the largest foreign producers, export practically their
entire output. Canada Is a large exporter of copper and its source of supply is
nearer the main consuming centers of the United States that our own sources,
Hence, Canada might be considered as our chief competitor. However, ocean
freight rates are low and it costs no more to ship from Africa to the United
States than to any other consuming area such as Europe. Copper from Chile
and Peru likewise finds its market either In the United States or h m, Europe with
little difference in freight rates. Tihd amount and cost of production delivered
at seaports are the only important factors of competition. Proximity is of
minor importance. Fe 'practical purposes, therefore, we may consider Africa,
South America, and Ca.,ada as our principal competitors.

South Arnerica.-Praetically all of the South American c,,pper production is
controlled by American companies. The Anaconda Copper Co. produces inore
copper in Chile through the Chile Copper Co. and the Andes Copper Co. than
at its own mines ia this country. The Chile Copper Co. is the largest producer
of the South American mines and is one of the greatest mines of the world. Its
ore is smelted and refined in Chile and the refined product marketed either in
the United States or Europe. The Andes mine started production Inl 1927 and
in 1929 produced 81,000 tons, an amount larger titan the production of any
single mine in Arizona. Part of the Andes production is refined at the Anaconda
refinery at Perth Amboy N. J.

The Braden mine In Chile is owned by the Kennecott Copper Corporation
and Is the second largest producer in South America. Braden COpl)er is refined
in Chile by fire method and is marketed in Europe.

Cerro de Pasco Mining Co. is an American company operating in Peru. Its
ore is rich in silver as well as in copper. Cerro de Pasco produces around 50,000
tons of copper per year, or about as much as the Inspiration Mine, one of the
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important mines of Arizona. Its copper is refined by the American Metal Co.
&t Carteret, N. J.

Canada.-It is only in the last few years that Canada has become an Important
oducer of copper. Th e development of Norands in Quebec, Hudson Bay and

llerrit-Gordon In Manitoba and the Frood Mine of the-International Nickel Co.
in Ontario, has permitted Nanada to more than double its productive capacity
during the past three years.
The most formidable of the Canadian mines are Noranda and the Frood.

Noranda ore carries important quantities of gold, so that in parts of the ore body,
&t least copper can be produced as a by-product. The discovery of the rich
copper bearing nickel ore of the Frood Mine has been one of the speccular events
of recent years in the mining world. International Nickel Co. produces about 90
per cent of the world's nickel and must produce copper to supply nickel because
the two metals occur concurrently. It will, therefore, produce copper regardless
of the market price of that metal.

Africa.-Although the developments of recent years in South America and
Canada have been spectacular, of even greater importance are the developments
which have taken place and are not taking place in Africa. The ore deposits of the
Belgian Congo and Northern Rhodesia exceed in combined size and grade any
that the world has previously known. Their importance is such that around the
development of the copper miiines a huge colonization plan Is being carried out.
The report of the Tariff Commission states (page 25):"The Congo industry is controlled by the Belgian Government and operated
as part of a huge colonization enterprise, having to do not only with the produc-
ton of copper but with that of cobalt, radium, tin, precious metals, agricultural
products, and the building of lines of communication, the clearing and sanitation
of the Jungle, and the education and civilization of the natives."

Referring to figures of Katanga's production through 1927, the Tariff Commis-
sion says on page 80 of its report:

"These are i teresting but not seriously competitive quantities and were
placed on the market under conditions beyond competition; that is, the copper
was one of many mineral and agricultural products of a quasi-governmental
agency, made and sold in the progress of a large colonization enterprise originally
instituted in 1906 by the then KOng of Belgium. The basic differentiation from
a strictly commercial enterprise still persists."

Katanga reports that its reserves contain an average of 128 pounds of copper
per ton. The Tariff Commission reports that the ore mined in the United States
during 1928, 1929, and 1030 averaged 32 pounds per ton, or only one-quarter as
much as the Katanga ore.

Practically the entire output of Katantga is exported. Iatanga is equipped to
sup ly one-quarter of the peak requirements of the United States.

hodesia.--Northern Rhodesia a(ljoins Belgian Congo on the south. It is a
c'vn colony of England and, like the Congo, is being nurtured Into a state of
Civ station comparable with any of the great countries of the world. Copper
provides the nucleus for such colonization.

Although copper was discovered in Rhodesia as early as 1902, it was not until
1923 that any really significant development was attempted. Since that time,
however, tremendous ore bodies have been discovered and developed. The
Ta itt Commission says in its report (page 25):

"sln Northern Rhodesia, copper developments which have not yet reached
the ftill production stage give promise of (uplicat ing or even surpassing the results
in the adjoining Congo. Present estimates indicate it tontage of reserves five
times as great as In '.o Congo of a grade approximately 4 per cent copper.
Present plans contemplate the smelting and refining of these ores within the
British Empire."

The mines of Northern Rhodesia are controlled by two main corporate groups;
namely, the Rhodesian Selection Trust and the Rhokana Corporation. The
Rhodesian Selection Trust group includes the Mulfulira and Roan Antelope
mines. The Rhokana Corporation controls a group of mines which we shall
designate as the .Rhokana group.

The financing of the Rhodesian mines has been carried on through a combina-
tion of British and American interests. Mr. A. Chester Beatty, chairman of
Rhodesian Selection Trust (Ltd.), made a statement in October, 1931, before the
New York section of the American Institute of Mining and Metallurgical Engin-
eers that the Rhodesian Selection Trust (Ltd.), is practically controlled by the
American Metal Co. The American Metal Co. also owns very large interests in
Roan Antelope and Rhokana. Rhodesian Selection Trust and Rhokana are
associated, since both hold interests in the Mufulira property.
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Vil. DEVELOPED RESERVES AND (RADES O ONE

Under any given set of condition&, the costs of mining, concentrating, and
smelting, vary according to the tonnages of raw material handled, rather than
according to the valuable metallic content of the material. The cost of mining
a ton of ore is practically the same whether It contains 80 pounds of cooper or
only A2 pounds. If, for example, we assume a mining cost of $3.20 per ton, we
find thatthe per pound cost for the lower grade ore is 10 cents, whereas for thehigher grade ore it Is only 4 cents.Exhi It No. 13 shows the ore reserves of some of the world's largo copper mines

as reported by the American Bureau of Metal Statistics and annual reports of the
companies Involved.

It indicates that while domestic reserves are large and will serve the needs of
this country for a great many years to come, the foreign reserves are even greater.
More important than the tonnages of ore involved, Is the relative grade of those
tonnages.

The Tariff Commission states on prage 20 of Its report that gradee of ore Is
the outstanding factor that affects relative costs of production."

The exhibit shows clearly the great advantage that foreign countries have
in this respect. In 1928, 1929, and 1930 the grade of ore mined in the Unitod
States averaged 32 pounds of copper per ton. The average foreign ores are
shown to contain 56 pounds to the ton. The Rhodesian ores carry about 80
pounds per ton; Katanga, 128 pounds per tonu, or four thites the copper contained
in our average ore. The ore of the Frood mine, our most serious competitor, in
Canada, runs about 88 pounds of copper per ton, or over two and one-half times
our average.

The known reserves of the Rhodesian field by no means represent the total
that will eventually be developed. All of the three large Rhodesian companies
hav Issued statements similar to the following, taken from the amnual report
of Rhokana, issued December 22, 1931:

"The ore bodies have only been partially tested, but owing to the very large
tonnages of ore which have been proved and indicated, continuance of diamond
drillinig has been considered unnecessary; no useful purpose would have been
served- by continuing with the drilling program."

IX* PRESENT STATUS

The American copper mining industry Is threatened with disintegration and
destruction. This threat Is not one which may only materialize in the distant
future. The destruction has already commenced. At the present time, many
domestic mines have already closed down. Others are operating on a greatly
curtailed basis. Those operating are doing so only at tremendous loss, because
the selling price of copper IA below the cost of production-and rapidly diminishing
financial resources and credit clearly forecast the early suspension of operations
in most of the industry.

Unemployment In the mining districts is Increasing by leaps and bounds.
Where mines are still operating, the men are working only two or three days a
week on an Income basis which scarcely meets the requirements for bare existence.

Reductions in employment and pay are being patiently borne in the hope that
some relief will materialize in the near future.

While this condition is due in some measure to the present unsatisfactory state
of business in general, the copper industry, unlike other lines of business, sees no
possibility of recovery without definite aid. The American copper minor is
looking to the Congress of the United States to extend this aid and to meet this
emergency prompt y. It is only this expectation that encourages him to carry
on a struggle Which w% ili otherwise be hopeless.

X. FUNDAMENTAL CAUSES

The rise in foreign prod udion.-The fundamental, underlying cause of present
conditions in the American copper mining industry, is the unprecedented rise in
foreign production, and the basic change which Ihas taken place in the world
copper Industry in the last three years. This change was takingplace and actu-
ally affecting the American industry early in 192W, and long before the general
collapse of business in the fall of that year. While the distress in the industry Is
undoubtedly aggravated by the present economic depression, it nevertheless
would have arrived and have been present at this time, regardless of general
business conditions.
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It In this radical change in conditions which renders much of the past statistical

history of the industry absolutely useleu as a guide to present action and it Is
this change which makes remedial legislation necessary at the present time. This
thatige has resulted in a complete reversal of the positions of the American and
foreign producers with respect to production and productive capacity. It is shown
clearly by Exhibits 3, 4, and 5.

Exhibit No. 8 shows what has taken place in the United States. The table gives
the actual tonnage flgares (in short tons) of United States production of new
copper front 1880 to 1930. rhe accompaulying chart gives the same Information
in graphic fonm. The lower line of the chart is plotted from the figures of actual
production for each year, shown on the opposite page. The upper line represents
the demonstrated capacity as Indicated by the line of actual production. Prior to
1880, the bulk of our production came front Michigan, The period from, 1880
to 1908 was one of general development of our West. The increase in copper
froditclioit during this time reflects the discovery and development of most of
the Arzouja and Montane mines. The large increase front 1908 to 1916 reflects
the developments of the low-grade porphries and time introduction of the flotation
process, together with the developn~eut of the great Eemmcott aniv.es in Alaska.

It will be noted that in 1916, the United States nites produced 963,925 tons
of copper, in 1929, under stress of large demind, the production was 1,001,432
tons, an increase over 1916 of only 4 per cent. Since 1916 there have been very
few mmajor discoveries of ihew ore bodies fi the Utited States or Alaska.

It is fair to assume that during the two periods of unusual demand amnd high
prices, namely, during the war years 1910 to 1918, and in the year 1929, the
American mines produced at close to their capacity. The heavy line on the
graph, therefore, indicates with a fair amount of accuracy the United States
productive capacity.

Exhibit No. 4 In a similar manner gives the story of foreign production, and
the development of foreign productive capacity. 'In 1916, foreign mines pro.
duced 532,938 tons. In 1929 they produced 1,098,470 tons, an increase of 100
per cent as against the Increase of 4 per cent in the United States for the same
period. It should be noted, however, that the very marked Increase of foreign
production has occurred in the last few years.

The ability of foreign producers to brig about this great increase in this short
period was due almost entirely to developments in South America, Canada, and
Africa. The increase ilk these countries accounts for 85 per cent of the total In.
crease lit foreign production. The changed condition i6 shown fim Exhibit 4-A.
This table shows that from 1910 to 1929, the combined production of South
America, Canada, and Africa, our chief competitors, increased 211 per cent,
while that of the United States increased 4 per cent.

These figures do not reflect the more recent developments in Canada and
Rhodesia. Referring again to the curves shown on Exhibit No. 4, the sharp rise
in the capacity line starting in 1929 indicates the effect of those new developments.
It is certain that this line will reach the 1,600,001) ton mark before the end of
this year. Where it will eventually go is purely conjectural.

Exhibit 4-B gives in detail the data upon which the projected foreign capacity
liUne shown In Exhibit 4 is based.

The Canadian copper developments which have inade that country one of the
world's leading copper prot(ucers, have taken place within the last five years.
Noranda's production in 1927 was negligible, but in 1930 it produced 38,071
tons. The Frood mine started production in 1928 and its potential production
is now larger than that of the entire lake region in Michi an; Hudson Bay
Mining Co. and Sheirit-Gordon did not start operations until 1931.

In 1923 Canada produced 40,230 tons. In 1930 it produced 151,833 tons.
The latter figure does not include any production irom Sherritt-6 ordon or
Hudson Bay, nor does it reflect capacity production of the Frood mine. Cana-
dian capacity may now be placed at about 227,000 tons.

Katanga is recognized to have a plant capacity of some 220,000 tons annually.
For comparison, Utah Copper Co., the largest single producing mine in the
United States, produced 148,313 tons in 1929, its peak year.

The plant capacity of the Rhodesian coppers is summarized as follows:
Company: Short tons

Roan Antelope ...............................--- - 75,000
Mufulira .................................. . 40,0000
Rhokana- .................................... -- 150,000

Total ................. ...------------------ 265,000
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Exhibit No. 8 shows on one chart the United States productive capacity and
foreign productive capacity as previously presented in Exhibits 8 and 4. Thi
comparison shows in a s ng manner te cage whn ha taken place in
the relative positions of the United Sts and foreign copper mines. It XiW
indicates in a general way why the copper tariff of 1889 became unnecesry
after 1894 when the United Srates production began to dominate the world
This condition continued until 1928 although foreign production and productive
capacity was gradually overtaking that from the United States. Since 1926
the condition is reversed and foreign producers now have the dominating position,

Exhibit No. 6 is a table showing the ratio of United States production 0,4d of
foreign production of new copper to world production, for the years 1909 to
1980, inclusive. The tariff commission notes the lots of dominance to United
States mines, and says on age 2 of the report:

"In the last five years the domestic output averaged about 48 per cent of the
world total, but in 1930 the proportion fell to 40 per cent. For the *ars imeo.
diately preceding the World War, 1911 to 1914, the domestic mines output aver.
aged 500,000 short tons annually, or about 56 per cent of the world production
during that period."

Conversely, the foreign production in 1930 was 60 per cent of the world total.
The dominance of the United States In the past was particularly evidenced by

the experience of the year 1021. That year found a tremendous stock of copper
on hand as an aftermath of the World War. In the United States alone, accord.
lag to the Bureau of Mines, stocks of refined and blister copper amounted to
5 2,000 tons, roughly a year's supply for United States consumption at that time.
This condition pointed to a demoralization of the Industry and called for drastic
action. The mines of the United States curtailed sharply and in many cases
ceased operations entirely. In spite of the fact that only a few of the foreign
minf# did likewise, the situation was corrected, and prosperity was restored to the
worli's copper business in an orderly way. This was possible at the time because
foreign production had not yet reached a point where it could menace the position
of domestic production.

In 1930 stocks of copper increased rapidly, threatening a condition similar to
that which existed in 1921. Domestic producers again curtailed sharply, but
foreign producers did not follow their lead.

Exhibit No. 7 illustrates this condition strikingly. This exhibit shows the
daily reduction rate of United States and foreign mines for the years 1923 to
193 , by means of tabulated figures and a graph. By September, 1931, United
States production had dropped 60 per cent from the peak production in 1929,
while total foreign production had dropped only 20 per cent.

More significant still is the fact that when South America is segregated from
other foreign consumption, we find that while United States production declined
60 per cent for the period and South America 40 per cent, the other foreign mines
suffered no decline at all but were still producing at 100 per cent of the 1929 peak,
This was undoubtedly due to the fact that while some of the older mines reduced
production, there was enough new production coming in to take up the slack.

Because foreign production dropped so slightly In a period of declining con.
sumption, stocks have risen to an unprecedented amount and the industry is
in a state of demoralization such as it never bas seen before.

Exhibit No. 7 shows that foreign mines are now producing over twice as
much copper as domestic mines. The normal ratio of foreign consumption to
domestic consumption Is about one and a quarter to one. There is no reason
to believe that the foreign producers will give up the position they have thus
gained over domestic producers. When stocks are eventually reduced to the
point where an increase of production is warranted, the increase on the part of
domestic producers will have to be measured by the will of the foreign producers.

In order clearly to understand the foregoing change in production and pro-
ductive capacity on the exporting and importing status of the United States, it
is necessary to take in the factor of consumption.

Exhibits 8 and 9, which should be considered together, deal with both pro-
duction and consumption. Exhibit No. 8 shows by means of a table and a chart
the relation between United States production and consumption of new copper
for the years 1909 to 1930, inclusive.

Exhibit No. 9 gives the sae information about foreign production and foreign
consumption.

Taken together, these exhibits show that while in the past the United States
produced more copper than was needed for domestic use, there was a demand for
this excess in the foreign market. These 1,-o exhibits show that prior to 1929
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there would have been a dearth of copper for foreign use if it could not have
been supplied by the United States. The foreign market was open to our sur-
plus production. In 1929 in spite of conditions of high consumption which we
now recognize as abnormai, foreia production was more than sufficient to sup-
pthe foreign market. Sie that time, as has been shown, new mines have
asn developed In Canada; Kqtanfa has shown Increasing productive ability,
Rhodesia has developed plants of large capacity. The chart of Exhibit No.
also shows that foreign productive capacity may now be placed at approximately
1,600,000 tons a year.

The largest amount of copper ever consumed in any one year outside of the
United States was consumed in 1928 and amounted to a little over 1,070,000 tons,
Under present world economic conditions it is a matter of pure speculation as to
when foreign consumption will again roach that figure. In the meantime, until
foreign consumption does again reach and surpass the 1928 peak, the excess of
fore n productive capacity over foreign consumption will amount to over
600,00 tons of copper annually.

This excess foreign production must seek its market in the United States
and must necessadly come into competition with our domestic copper.

Exports and import.-In the consideration of import tax or duty legislation
with respect to any commodity, the existence of an exportable surplus assumes
a r6le of considerable importance. Over a period of time the term "Exportable
surplus" means the ability to produce more than is required for domestic con-
sumption plus the ability to market the excess production abroad.

The Tariff Commission comments on this subject as follows:
"The excess of exports over imports is a rough measure, not taking into con-

gldeiation increases and decreases in stocks, of the exportable surplus of copper
from the United States.

"Befogs the entry of the United States into the World War, the excess of
exports averaged roughly 200,000 short tons. From 1918 to 1928 the excess
was substantially smaller in relation to production and in absolute quantity
than before the war, but showed a slightly rising trend. During 1929, 1930,
and 1931, however not only did the excess disappear, but imports were greater
than exports" (p. 3I).

Previous to 1929, foreign production was not able to meet the requirements
of foreign consumption, and this excess of consumption provided the market for
the American surplus.

With the change in conditions which has taken place since 1929, this excess
of foreign consumption over foreign production has definitely and finally disap.
peared, and in its place there now exists a large excess of foreign production
which is invading the American market and driving the American producer out
of business.

With respect to copper the United States has passed from the status of an
exporting nation to that of an importing nation. This is shown by an exam-
ination of the statistics on exports and imports which are set up in Exhibits
Nos. 10, 11, and 12.

Exhibit No. 10 shows the Vnited States imports and exports of copper and
the excess of exports or imports from 1911 to 1931. The chart used in this
exhibit is a reproduction of the chart shown on page 4 of the Tariff Commission's
report. The accompanying table contains the figures used by the commission.

The solid line of the chart represents the excess of exports or imports. The
trend since 1911 is obvious.

Exhibit No. 11 shows the relation of exports to imports by months for the
year 1931. In December, our net imports were 28,472 tons' or at an annual
rate of 341,664 tons. This situation is without precedent. he stocks of the
world are piling up on our shores. The longer this continues the longer will our
mines lie idle. The longer they lie Idle the greater will be the number that will
be ruined by deterioration of timber and consequent caving. This is Inevitable
unless this unrestricted inflow is stopped. It should be noted that Exhibits Nos.
10 and 11 cover the imports and exports of unmanufactured copper in all of its
forms, including both refined and unrefined copper. As has been shown con-
siderable quantities of blister copper have been imported for refining in the
United States.

Exhibit No. 12 is a chart showing the relation of exports and imports of refined
copper only by months during the year 1931.

It shows that for the last three months of the year imports of refined metal
exceeded exports. This is a condition that is also without precedent, our exports
of refined copper in the previous 10 years having exceeded imports in the ratio
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of about seven to one., It marks the effect of the rapid growth of foreign refining;
capacity. In the past, our refineries have tiot only treated all the copper oii!
into domestic consumption but have enjoyed the treatment of an addition
amount that was subsequently exported for foreign consumption. Not only &
domestic refineries losing their export business, but foreign producers are now
supplying refined cooper directly to our manufacturers for domestic constonp.
tion.

For example, prior to 1930 Canada id only oine small refinery and the importsInto the United States from that country were in 0 form of ores, concentrate,
and blistered copper. This gave our smelters and refiners a good business from
Canada. This business has practically disappeared. Instead, (!anrida is sup.
plying refined copper directly to otn' manufacturers, with no benefit to ()ur
smelters and refiners. In 1928 we imported 75 tons of refined copper from
Canada. The United States Department of Commerce reports that during
December, 1931, January, 1032, and February, 1032, imports of refined copper
from Canada aggregited'20,470 tons, or at ani annual rate of 158,000 tons. Not
only this. but this copper reaches our eonsuming centers at roughly half the
transportation (t's0, (if donicstik. producers.

The foregoing statistical information clearly I)omtrays the fundamental and
con paratively sudden change which has occurred in the world i1(ilstry slice
192. To grasp the significance of this change w ith respect to the qlue fill oif
import taxes it is only necessary to read, a description of tl( status (If tie in.
dtlsr it few years ago as giveit in a 'atrff infornmatlon survey" oil copper
published by it In 1021, as follows:

"Most of the world's largest copper deposits lie within the borders of the
United States and domestic miners lead the world in every branch of the industry,
Owing to our large export surplus of metallic copper, United States (quotitiois
set the price for the metal In foreign markets.

"The preeminent position of domestic copper miners and smelters due to our
large production enables the Udted States producers to domniaute the foreign
copper market. The imports of ore, matte, and metal, though large, are small
compared to the domestic output by the financial groups it control of the industry
in the United States.

"The question of foreign costs does not affect the tariff situation. Firole
must have our export surplus, nd so long as the foreltn export surplus i miable
to met the European denmand, costs In the United States will be the controlling
factor of the industry.

"While in some cases, notably in South America, production costs are lower
than the average cost in the United States, the market price is goverined by tie
co|t to the large United States producers. This Is natural because of the large
domestic export surplus which Europe must have to meet its (lenlals(."

In contrast to the situation shown prior to 1928, we now find the following to
be tile existing comidit ions:

Most of the world's largest copper deposits lie outside the borders of the
United States. Prices acceptable to foreign l)roducers bet the price for the metal
in the United States.

The preeminent lpoition of foreign l)roducers due to large proluctiot e tables
them to dominate the United States nmrket. Installed foreign productive
capacity is fa- in excess of normal foreign demand and this excess amounting to
approximately 1,000,000,000 pounds rer anum has no other ninarket than the
U nited States.

The United States expurtahle surplus has disappeared and this country has
became a net importer of not only unrefined but of refined copper in large amounts,

XI. FURTHER COMPETITIVE CONDITIONS

The American industry is not only threatened by the sheer volume of fo'reigu
production, but its defeat and destruction are assured by the fact that foreign
copper can be, and is being, produced at a substantially lower cost than the
domestic copper.

Detailed cost comparisons are shown hereinafter, but at this time it is sufficient
to say that a tax of at least 5 cents per pound will be required to permit at least
a portion of the American industry to survive.

Many factors enter into this comparison of costs, of which the following are
of major importance:.,

Grades of Ore.-If the mines are operated in a normal manner, the United
States has ample copper ore reserves to supply its demands for an indefinite
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period, These ore reserves, however are of an average grade substantially lower
han the grade of ores from most other uowtmres. The average copper content
of domestic ores during recent years, as determined by, the Tiriff Commmission,
has been about 1.6 per cent, of which about 87 per cent Is recovered as marketable
metal.

Domestic producers have led the world in every branch of copper mining and
metallurgy. Machines are used in place of manual labor in every conceivable
way, making it possible to work at a profit deposits of low-grade ore that would
betovueless under less efficient operative conditions.

It has Already been shown that the vastly superior grade of foreign ore con.
stitutes a materiel advantage In lowering costs of foreign producers.

Naional Poliace-foreign Polioies.-Many nations have learned through
experience to appreciate the vital importance of preserving within their own
borders those industries which are essential for national defense and natknal
Independence.

The increase in foreign production of copper has beent due in part to the policy
of certain foreign governments iu seeking to provide adequate supplies of the
metal, either from their own domain or from their colonies and dominions.

In postwar years there has been a tendency among certain foreign nations to
develop copper resources under financial or governmental control, and a reluct-
aslce 11o permit the entrance of American capital.

The Belgian Congo copper industry is controlled by the Belgian Government,
anid operated as a part of a huge colonization enterprise, having to do not only
with the production of copper, but with that of cobalt, radium, tin, precious
metals, agricultural products, and the building of lines of communication the
clearing and sanitation of the jungle, and the education and civilization oi tile
natives, The enterprise Includes the construction of metal refining plants in
Belgium, and contemplates further refining and fabricating plants to the end
that Belgiun may become Independent of ot her count rie, for such metallic mate-
rials its can he produced within its control,

That a similar policy wil goverrfthe Rhodesian production Is indicated by the
fact that present plans contemplate the smelting and refining of these ores
largely within the British Empire.

In Uermany, the industry is actually subsidized by the Government.
In addition, as hereafter stated, In many foreign nations the industry is pro.

tested by Import duties.
Consileration such as the foregoing assure these foreign producers of their

ability to maintain their present favorable competitive position.
Do nestic policy.-In the United States, the copper industry operates without

governmental assistance. Aluminum. nickel, lead, zinc, iron and steel, and many
other commodities of similar importance are protected by high and rigid import
duties. Many of these commodities are consumed by the copper industry In
enormous quantities, but copper itself in its various forms remains upon tile free
list.

The American copper industry carrying on in the United States conforms to
American standards of business: Operating in the midst of a highly developed
civilization, its product must carry the burden of many cost factors which do
not attach to copper produced in semicivilized regions, as, for example, taxation
for school and other public purposes, workmen's compensation, welfare work, etc.

Labor Conditions.-Considerable mention has been made concerning the Amer-
ican laborer, the conditions under which he works and the wages paid. It is
unnecessary to go into further detail here, as his superior standard of living is a
matter of common acceptance.

Inasmuch, however, as this statement is made largely in behalf of those em-
ployed in the American mining industry, it is vital that consideration be given to
the type, wages, and living conditions of competing foreign labor.

No claim is made that the African labor employed by the mines Is "forced " or
"slave labor." Undoubtedly also, it is not as efficient as American labor.
Perhaps, as the African companies contend, the colonization plans Incidental to
the mining of copper include the education and betterment of the native. All
this, however, is beside the question and small consolation to the American miner
when he realizes that he must compete with an African native who works for as
little as 5% cents In cash per day, and who subsists largely t,,. cornmeal or rice.

Exhibit No. 14 contains authentic information dealing with labor conditions
and wages In the Belgian Congo and Northern Rhodesia. The sources of
Information are shown.
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Because the queon is important, the following enlightening excerpts from
the exhibit are brought Int6thIstatement:

"The labor conditions In Africa and the kind of competition which the Amerlesj
miner Is now forced to meet, it described by the Tariff Commission as follo,
(p. 28):

"African labor: Labor in the African copper mines and developments is pe.
formed by native blacks under white supervision. Usually I white man is
employed lnoluding medical staff) to every 7 to 10 blacks.

According to tha Northern Rhodeuian blue book, the average number t
natives employed In 1929 In the mines of Northern Rhodesia wast 17,608.

"Wa an salaries are paid partly in cash and partly in allowance for food,housing, and transportation. Native labor is generally hired under ai 8-Month
contract, and white employees under a 8.year contract.

4"fPublc sources of information , such as annual reports of operating comanies
and the Northern Rhodesian blue book, indicate that In Northern Aodesia the
daily cash wage paid to native mine labor aveages from $0.19 for unskilled to
$0.68 for skilled labor with a total daily cost to the companies, including allow..
ances in kind, of $0.5 and $0.75 for unskilled and skilled labor, respectively;
the range of cash daily wages paid to native labor In the Katanga Aistrict is from
$0.05" to $0.344, the amount depending upon the length of service and the kind
of work."

Wages and salaries are paid partly in cash and partly in food housing, and
transportation. The nature of the food and housing referred to is disclosed by
the following extracts from the health and sanitation regulations issued by the
department of mines of Northern Rhodesia: I

"(1) Huts shall be built as far as possible in rows, and there shall be 15 feet
between each, but reckoning from eaves to eaves.

"(9) The inside measurements of all huts shall conform as far an possible to
the following:

(a) For 6 natives; diameter, 16 feet; height of walls from floor to thatch, 6 feet.
M For 6 natives; diameter, 15'feet; height of walls from floor to thatch, 8 feet.
(c) FZr 4 natives; diameter, 14 feet; height of walls from floor to thatch, 5 feet.
(d) For 2 natives; diameter, 10 feet; height of walls from floor to thatch, 4 feet.
"10. (ii) Sleeping accommodations shall not contain less cubic air space than

600 feet for Europeans and 250 feet for natives.
"The regulations prescribe the following rules covering rations:
"17. (i) Every employer shall provide all natives employed by him on any

mining property with rations of good quality In accordance with 'schedule B of
these regulations and the meal hours shall be so arranged as to allow of natives
partaking of food at least twice daily, once before noon and once after noon.

SCHEDULN B
1. Minimum ration scale:
(a) Meal, mealie meal, millet, caflir corn and the like, or rice-l pounds per
b) Beans; 2 pounds a week.

c Meat- 2 pounds a week.
Vegetables (fresh) 2 pounds a week (such as tubers, gourds, wild spinach,

cabbage, and onions, etc.).
(e) Peanuts (shelled); 1 pound a week.
(f) Salt; 3% ounces a week.
2. Hot drinks. Natives both surface and underground on coming oft night

shift shall be given I pint o' Not soup, coffee, or cocoa.
It way be argued that this labor is not in competition with American labor

because at the moment excessive amounts of African copper are not conmig into
the United States. The copper inarket to-day Is of world wide scope and every
pound of the metal produced, no matter where it originates is in direct competi-
tion with every other pound produced.

If at the moment African copper is being absorbed largely by the European
market and driving Chilean and Canadian copper into the United States, it
nevertheless is in as direct and positive competition with American copper a though
the two products lay side by side on the trade counters of New York, Detroit, or
Chicago. The argument is'a manifest absurdity and designed onl. to confuse the
issue. To-day, t this very moment, thousands of Amercan workmen are being
compelled to give up their employntent and to step aside in 6rder to Imake rowtj
for teis type of black labor mentioned herein.
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This situation is Intolerable and should be correteat the.eswesti.pessle
o unlty. That opportunityjpresents itself here in thb legislatIon p aosd.

w.addettu. eto oan--te American producer has ben lunged into e
d dath struggle to maintain his existene in competition WrSh the lowest

foreign producer. Before giving up the fight and lming down, he will make a
desperate effort to reduce his own costs. This effort can be made In only two
Miretlons, (1) by reducing cost of labor and (2) by attempting to improve the
grade of ore shned. The first method can be accomplished only by ping lower
waes in the industry. The second method can be attempted "y adoptig a
Po11cy of selecting for his operations only the higher grade portions ofhis reserves
loving the balance In place. Ore once thus abandoned can rarely be recovered
&ad consequently this policy means the irretrievable loss of a large portion of this
valuable natural resource.

Admittedly, both of these methods of cost reduction are extremely undesirable,
but under the stress of present conditions American producers are resorting to both
methods at this very time, as temporary expedients to avert complete shutdown.

If the present Congress falls to see the gravity of this situation and falls to meet
this emergency promptly, operations in many of the domestic mines will be com-
pletely suspended long before the next Congress convenes.

XII. FURTHER CONSIDERATIONS

Copper vital/or national defense.-Copper-ore reserves and an industry equipped
sad ready to supply the refined metal in adequate quantities in any emergency, are
vital factors in our program of national defense.

Both the reserves and the producing equipment must be located within our own
borders.

Up to now, the United States has enjoyed an enviable poultion in this respect.
The predominance which the American copper industry former enjoyed encour-
aged the search for and development of new ore deposit within he orders of the
United States, with the result that the discovery of new ore reserves has kept pace
with the depletion of the older ones.

The producing industry has attained and maintained the very highest degree
of efficiency and has stood ready and able to supply fully the national necessities
in times of stress.

During the Great War the American copper producers not only met without
delay the enormous requirements of the Unfted States but were able to supply in
a large measure the needs of its alies.

As hereinbefore Indicated, other large nations have not failed in appreciation
of the importance of copper and have directed their national policies accordingly.

It will be % sad commentary on the foresight of the American Government if
it now stands by, and, for lack of legislative protection, permits the American
copper industry to succumb to the foreign competition here described.

Copper mines can not be closed down for long periods of time and then be
eope ned and put into operation without extensive preparation and delay and

prohibitive cost. The search for new ore deposits and their development when
discovered stops automatically when the industry In general ceases to be profitable.

Aside from every other reason, sound public policy points to the necessity for
immediate legislation to preserve copper in the interest of national defense.

XIII, COSTS

The United States Tariff Commission, in the investigation leading up to its
report of November 30, 1931, was confined by the wording of the resolution to a
study of costs for the years 1928, 1929, and 1930. It found and so states in its
report that "the year 1928 was more nearly normal in volume of production and in
costs of mining than either of the two following years. Consequently, the cost
comparisons are for 1928 only" (p. 6).

There has been hercinbofore shown the great basic change which has occurred
In the copper industry in recent years by reason of the abnormal increase in cheaper
foreign production. The complete effect of this change was not felt until after
1928 and consequently the cost figures for that year as presented by the commis-
sion by no means reflect fully the foreign costs now affecting competition.

The commission itself apparently appreciated this fact, as shown by the fol-
lowing q notations from its report:

"In 1928 the mining of copper in Africa was much less developed than In 1931,
and cost comparisons based on that year are relatively not significant. Engineers



74 REVENUE ACT 0 1933

astmates for the cost of production in Africa under present or prospective con.
ditions indicate substahtially greater potential cost differences than those shown(p.9).) ,,

"A thoroughly representative cross section of foreign costs even in 1930, will
not portmy the conditions which may obtain when Rhodesia reach full-aje
operations (p.3).

"Aitual costs of the production of copper from these new large and relatively
rich deposits (namely, northern Rhodesls) are practically nonexistent for the
reason that the At of these properties (Roan Antelope to be fully developed and
equipped, turned out its first concentrates in June, 1931, and blew in Its smelter
in October, 1931. Cost estimates must, therefore, take the place of cost fati,
and gaps in available figures must be filled in from known cost elements developed
in comparable operations" (p. 81).

"The only figures of Union Minere du Haut Katanga (Belgian Congo) that are
available for calculating copper costs are those of the consolidated balance sheets
and profit and loss accounts as published in the company's annual reports" (p. 82).

Since the commission's report wis published, however, much additional Infer.
mation as to African and Canadian costs has become public and Is now available.
These costs are low and apply to large tonnages, Hence, they materially reduce
foreign costs In comparison with those shown by the Tariff Commission's report,
A further factor which has come into play since 1928, in fact, since the commis.
sion's report was published, is the depreciation of certain foreign currencies, which
still further reduces individual and average foreign costs.

It is true, as has been pointed out, that costsin the United States have also
been reduced since 1928. However, this has been done principally through the
cutting of wages and by selective mining, and this type of cost reduction can not
be carried on-indefinitely. It is fair to say that in the United States no porma.
nentchange, either as to productive capacity or cost of production, has occurred
since 1928. In that year, domestic mines operated at near capacity and the
figures for that year used by the commission are fairly representative of tho best
that may be expected under normal conditions.

Exhibit No. 15 shows the new foreign productive capacity which has come into
existence since 1928 arid which nmst be considered in arriving at a figure for
foreign costs. The increase in productive capacity from five mines-the Frood
mine in Canada, Katanga, Roan Antelope, Mufulira, and Rhokans-since 1928,
amounts to 470,000 short tons of copper per annum.

The mines listed above, together With those of the Chile Copper Co,, are the
principal low.cost competitors of the Ainerican nines at the present time. Costs
of production for each of these properties have been worked out and are pre.
sented in detail In Exhibit No. 15. This exhibit also shows the sources of infor.
mation used and the methods of computing costs. Foreign producers rarelypublish their actual cost fisrures, and are extremely relctant to disclose them,
thus making it necessary to derive these costs front the type of information shown
in Exhibit 15. The evidence presented there Is from authentic sources; it can
not be disputed, and-it establishes the cost figures with reasonable accuracy.
Many of the data used in Exhibit 18 were not available at the time that the
cohunission made its report.

Frood mine: The first set of costs discussed in the exhibit are those of the
Frood mine of the International Nickel Co. of Canada. This shows an operating
cost per pound of 3.18 cents. Adding financial charges for Canada at the figure
reported by the commission shows a total cost of 6.57 cents per pound.

Katana.-The commission was unable to secure definite costs on Katanga
even on the production of 1928. In its report the commission states on page 4d
that "costs allocated to mining of Serban and African copper ores are estimates,"
and on page 82:

"The onlfigurse of Union Minere du Haut Katanga that are available for
calculating copper costs are those of the consolidated balance sheets and profit
and loss accounts as published in the company's annual reports. The company
produces copper, cobalt, radium, tin, and through subsidiaries produces and
distributes electricity, sulphuric acid, coal, forest and farm products, operates
railroad and river transportation, handles banking in the Congo, and partici-
pates in metal refining in Belgium. The purpose of these subsidiary activities
is to serve the production of metals, and It appears from the financial statements
that copper Is by far the largest revenue producer and its gross cost of produc-
tion credited or debited with the financial results of the other activities."

It is obvious that lacking other information, any attempt to Isolate with any
degree of accuracy he cost of copper from a general profit and loss account of! a
company engaged In so many diverse activities is almost hopeless.
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it is common knowledge that Katanga deliberately conceals the actual pro.
ductiol, costs. The truth of this statement is confirmed by the late president of
the Union Mintere Mr. Jean Jadot, who said at the shareholders' meeting in
Brusels, on July 13, 1981:

Some shareholders might be tempted to Inquire as to the prospects for the
current year, but they certainly could not expect him (the president) to reveal
figures which would enable our production costs to be ascertined."

At the same meeting, however, Mr. Jadot did present certain information which
definitely placed the cost of Katanga copper at that time at a roximately 7.6
cents per pound. This information is shown on page No. 84 of Exhibit No. 15.
When combined with the financial charges for Africa adopted by the Tariff Com.
minion, and the effect of foreign exchange rates, it shows that Katanga's current
cots are: Operatin cost, 6.4 cents per pound; total, 7.27 cents per pound.

Rhodesia.-The derivation of costs of production for the Rhodeslan companies,
namely, Roan Antelope, Mufullra, and Rhokana, is fully explained in Exhibit 15
pages 35 and 36, and the costs are shown to be as follows: Operating cost, 53
celnts per pound; total cost, 6.08 cents per pound.

Chile Copper Co. is the largest producer in South America and produces
approximately 50 per cent of all of the copper produced in Chile. Production
costs of this company are shown in the exhibit, page 38, to be: Operating costs,
4.90 cents per pound; total costs, including financial charges, 9.69 cents per
pound.

XIV. TAX RATES

Assuming that the facts in the case warrant the conclusion that the copper
industry in the United States is worthy of preservation and maintenance and
that it s advisable to enact legislation for that purpose, it becomes necessary to
consider the reasonableness of the tax proposed.

In formulating such legislation, the rule most generally applied Is that which
attempts to Impose a duty sufficient to equalize the difference in the costs of
production, when efficiently and economically produced, of the domestic article
and of the similar article produced in the principaI competing country or countries.

If it were the objective to impose a tax high enough to constitute an absolute
embargo on all imports, the necessary rate -would be determined by the difference
in the production costs of the highest cost American producer and of producers
in the principal competing countries.

As shown by the commission's report, copper is produced In the United States
at a wide range of costs running from a low of about 9 cents to a high of over 17
cents.

A comparison of the American high cost with the costs in principal competing
countries as shown by Exhibit No. 15, indicates a difference of Irom 10 to 12
cents per pound.

The wide spread of costs in the United States is not due to difference in manag-
ing ability or efficiency in operation, but is due almost entirely to differences in
the grade of the ore, the nature and accessibility of the deposits, the location ofthe ope nations and other natural conditions.

In attempting to determine an import tax on copper which will permit the pro.
duction of substntial tonnages in the United StAtes and at the same time will
produce direct revenue on imports, it Is obvious that a comparison between the
highest cost American producer and the lowest cost foreign producer, or between
the lowest cost producers in both fields, or between the highest cost producers in
both fields would yield no results of value. It Is almost equally as clear that in
an industry where there exists a wide range of costs of domestic production,
which can not be narrowed because of natural-causes such as have been mentioned,
a tax based upon a comparison of average costs will fail to protect fully the domes-
tic producer whose costs exceed the average. And will fall far short of acting as an
embargo.

Exhibit No. 16 is a graph showing percentages of the American production pro.
duced at various costs/n an ascending scale from low to high, reproduced from the
report of the Tariff Commission. From these figures it Is possible to point out
quite definitely the lowest cost at which sufficient copper can be produced in the
United States to meet the normal domestic consumptive demand. Exhibit No.
15 indicates the cost of the foreign copper, produced in excess of foreign con-
sumption, which will seek its market in the United States in competition with
the domestic product.

Exhibit No. 17 presents a comparison of these two sets of figures and shows
a spread In some cases of almost 9 cents per pound.

115102-82---40
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Average costs.-The Tariff Commission reported the differencee between foreign
and domestic costs on the basis of the average unit costs of all companies whose
figures were made available to the commission. The average was weighted a.
cording to the tonnage produced by each of the rep )orting companion. The com.
mission was able to ascertain with accuracy the cost of only about 110l of the press.
ent total foreign production, whereas the domestic information was practically
complete. In the case of Katanga, one of our most serious competitors, the
Tariff Commission made an estimate because tatanga deliberately conceals its
production costs. Moreover, the Tariff Commission recognized that the costs of
1928 would not portray the situation of to-day because of the developments in
Canada and Africa since that year.

Using the commission's figures as a basis, there has been developed a comparison
ot average costs which takes Into consideration the now known more accurate
figure for Katanga, as shown in Exhibit No. 18. It shows the adjusted average
foreign total costs to be 8.07 cents per pound, which, compared with tile com.
miss on's figure of 13.29 cents for the United States, gives a difference of 8,22
cents per pound.

It has been previously shown that between the cost of that domestic production
required to meet the demands of this country and the costs of the principal com.
petting countries the differences range from 5.31 cents to 8.92 cents. A 5-cent
rate, therefore, will not necessarily keep out all the copper from Canada, Chile,
and Africa. But it is a rate which is In all respects consistent with data and in..
formation supplied by the Tariff Commission, It should provide a reasonable
amount of protection without acting as an embargo.

In the final analysis, the facts of to-day speak for themselves. A 0-cent sollin
price for copper is an actuality, whereas the Tariff Commission shows that
per cent of domestic production costs over 14 cents a pound. Foreign copper is
flowing into this country at an unprecedented rate. Rhodesia could supply over
half of our needs at our present rate of consumption and make an operating
profit at 6 cents per pound. The International Nickel Co.'s copper must be
produced and will be marketed for whatever it will bring. The great Katanga
produces copper under conditions beyond competition. If Africa chooses to sell
most of its copper in Europe, as appears to be the case at the moment, the United
States market becomes flooded with copper from Chile and Canada. This Is
exactly what is happening to-day.

There has been a clamor from the mining States for a tariff of from C to 9
cents per pound because these general facts honestly make them believe that
nothing less than this will provide adequate protection. The mathematical
formula which has been used shows a 5-cent difference between average foreign
and domestic costs. A 5-cent tax would go far toward reliving the chaotic
condition of the industry. It would relieve the'reat suffering In our mining com-
munities, which, bad as it is now, will grow much worse if this tax is not imposed,
It would save the State of Arizona from bankruptcy. It would insure employ.
ment for many a coal miner, lumberman, railroad worker, seaman, powder-plant
worker, and a host of others. It would restore Income to the Federal Govern.
ment in the form of corporation income tax. If it accowuilishcd no more than
these things any emergency measure to bring it about would be justified. But
existing conditions point to the creation of direct revenue from taxing imports.
tioxs of copper, a situation which permits us to seek a place in the revenue bill
without apology.

XV. ANTICIPATED REVENUE

In a consideration of the proposed tax from a revenue standpoint certain facts
must be borne in mind:
1. The enormous equipped foreign producing capacity in excess of peak foreign

consumptive demand amounts to approximately 1,000,000,000 pounds annually,
which will be under great pressure to find its way to the American market.

2. The new foreign tonnage which has been developed during the past few
years can be produced for about 6 cents a pounds.

3. A substantial portion of this foreign copper is produced under quasi-govern.
mental control in connection with colonization policies and will be produced and
put on the market for less than the actual cost of production, if necessary.

4. Unit costs of producing copper in any mine decrease as production increases,
It is probable that certain foreign producers could make money by increasing
production and dumping some excess in the American market.

5. Certain foreign producers such as the International Nickel Co.'s Froom mine
and the Noranda mine, both in Canada, are operating on ores in which the nickel
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or gold content is so high as to produce a profit even if the value of the accon).
paying copper wore ignored. International Nickel Co. holding a practical monop-oW of the world's nickel production is forced to produce copper concurrently
with nickel because of the intermingling of the two metals in the ore. 'his copper
will heo produced and marketed regardless of price. The capacity of the two mines
meutionod is about 340,000 000 pounds of copper annually; Canadian conmiliuh.
tion is approximately 40,004,000 pounds annually.

6. With a 5-cent tax amid only 20 per cent of thbe potential excess foreign pro-
duction sold it the United States, revelue to the extent of $10,000,000 would he
realized.

It International Nickel and Noranda wore able to market 100,000,000 pounds
of their annual production in the European market and the balance of their excess
production catte into the United States, revemnie to the extent of $10,000,000
would e realized,

7. During the last six months of 1931 the imports of copper into the United
Szttes have averaged about 27,000 tons per month and have exceeded exports by
gn average of nearly 13,000 tons per month, or an annual excess at the rate of
approximately 150,00 tons. Ti means, of course, that unless this foreign copper
could have been sold in the United States, it would not have been sold at all.
Under present conditions the foreign producer is not apt to sacrifice the cash that
the sale of this amount of copper would bring to him even though the amomit of
such cash might not be quite as high as under other circumstances. It is highlyprobable therefore, that the present rate of net imports of 150,000 tons annually
will continue oven though an Import tax of 6 cents a pound In imposed. It should
be understood that this rate of importation is less than half of the present rate
of imports cif copper. If these imports continued under the import tax, the revenue
to be derived would approximate $15,000,000 per annum. The imnenso foreign
prductive capacity has created a pressure to sell copper practically regardklsN of
priee. Copper is now selling in the Uniter' States at 534 cents per pound and the
industry has been and still is concerned lest the price drop to 4 cents per pound
or even lower. The situation has resolved itself into a battle among producers
of copper to obtain cash, and under these circumstances it is extremely Improbable
that anything less than an absolute embargo will keel) foreign producers (sonie of
whom are under pressing, financial commitments) from marketing a part of this
product in the United .. es.

XVI. AUTOMATIC CONTFKOL OF bELLING PRICE

The imposition of a tax of 5 cents pi. pound on imported copper can not result
in an inflated price for the metal in the U nited States. When such a ta, becomes
fully effective it may reasonably be expected that the domestic priee of copper
will reach and hold a level just under the prioe at which the cheaper foreign copper
can afford to pay the tax and st.ll break ev, 'i. At the foreign cost level wlh
will be shown in detail hereafter, the dornestie price level should be in the neiigh-
borhood of 11 cents per pound. This level is lower than any average yearly price
of the metal realized during the past 30 years but will permit a fair amount of
Amerian production.

The tremendous pressure of excess foreign production will inevitably send some
foreign copper into the United States because a large portion of it can afford to
pay the proposed tax and still break even or make t profit even at this price.
Violent upward fluctuations in price will, therefore, be impossible.

The natural reL.ult of a 5-cent import tax should be to stabilize the domestic
price of copper at approximately 11 cents. •

XVIL. EXISTINO TARIFFS

In the United States copper metal has been on the free list since 1394, and
from that time up to almost the present, the American copper producing industry
has been able to operate successfully in c3mpetition with the world. The reason
for this is found in the fact that the world needed American copper and the
industry in the United States could market its product not only in mneetihig the
requirements at home but also in filling a large consumptive demand from
abroad.

But this situation has changed, as has been shown, and the industry is now in
pressing need of legislative assistance if even a part of it is to survive.

Other countrieshave imposed import taxes and duties on copper metal. The
existing duties are shown on page 50 of the Tariff Commission's report. On the

urn
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bsis of a 14-cent value for copper, these duties in effect in 1081 varied from Ome-
thing over a quarter of a cent a pound to 0 cents a pound,

Canada and Mexico, whose own copper mines lie own our borders and a larp
part of whose product is shipped to oar domestic market free of duty, neverthel"
collect an import duty on copper entering from tne United States.

XVIII. OPPOITION TO AN IMPORT TAX ON COPPER

The American Metal Co. (Ltd.) and the Cerro do Pasco Copper Corporation
are openly opposing the lnnposlton of an import tax on copper.

The Aterican Afetal Co. (Ltd.),.--The American Metal Co. (Ltd.) neither owns
nor controls any copper mine in the United States but is lsavity interested in
the Rhodesian copper mines. It holds practical control of Rhodesian Selection
Trust (Ltd.), which, in turn, controls Mufulira Copper Mines (Ltd.), one of the
most formidable of the African producers. It holds a very large Interest in Roan
Antelope Copper Mines (Ltd.), and has substantial holdings in the Rhokana
Corporation (Ltd.) the other two large copper producers of Rhodesia. The
American Metal do. has over $30,000,000 Invested in these African copper
properties.

In addition to its copper-producing interests In Africa, the American Metal
Co. is part owner of the Ontario Refining Co. of Copper Cliff, Ontario, and
controls the Matahanbre mine in Cuba.

The American Metal Co. (Ltd.) holds a 05 per cent interest in the United
States Metals Refining Co., owners of a copper refinery at Carteret, N. J. The
capacity of this plant is about one-eighth of the total refining capacity itt the
United States. This com pany is the only American refining company that hn
openly voiced any opposition to a copper tariff or import tax.

The American Metal Co. (Ltd.) Is safes agent for several large foreign producers,
Among these are the International Nickel Co. of Canada, which is Canada's
largestcop per producer, and Cerro do Pase Copper Corporation, producing
copp or in Peru. Mr. Vogelstein, chairman of the American Metal Co., stated
at the annual meeting of stockholders in March 1931, that the company has a
10.year selling contract covering the output oi Roan Antelope and Mufulira
and also a contract running several years covering sale of the output of the
N'Kana and Bwana M'Kubwa mines, now owned by Rhokana Corporation.

Because of its larse foreign interests, the American Metal Co. is the natural
spokesman for the combined forces which are to-day bringing ruin to the great
American copper industry and desolating our mining communities.

Cerro do Pdco Copper Corporation.-The Cerro do Pasco Copper Corporation
is closely associated with and owns art interest In the American Metal Co. (Ltd.).
Yt is a mining company, but neither owns nor controls any copper mine in the
United States. Its copper mining interests lie wholly in Peru. This company
ships blister copper to the American Metal Co.'s refining plant at Carteret, N. J.,
for refining andmarketing.

If a copper import tax is imposed, the Cerro do Pasco Copper Corporation will
b at a disadvantage to the American producer in marketing its product in the
United States. It is the purpose ofthe American producer to attempt to create
such a disadvantage to the foreign producer. Under such a condition the Cerro
de Pasco Copper Corporation is a natural opponent to the imposition of a copper
import tax.

Contentions of opponens.--The American Metal Co. (Ltd.) through its sub.
sidiary the United States Metals Refining Co. has recently published its argu.
ments against a tax or tariff on copper in a pamphlet entitled 'The Case Against
a Copper Tariff." These arguments are summarized in 12 brief statements.
They are given below, together with our views concerning each point.
1. "Of the 11 copper-mining companies that ate asking for a tariff all but 2

have paid huge dividends for many years. Most of them have arrived at or
are approaching a noncompetitive stage, due to old age, great depth, and, con-
se uently, increased costs."
is a matter of fact there are now 15 copper-producing companies in the pro-

ponent group.
The statement with regard to dividends is sufficient evidence that before the

present demoralization of the copper industry these companies were prosperous.
They were able to maintain a high standard of wages and to build up and sup-
port large and splendid communities. It is stated, also, that most of these mines
havo reached a noncompetitivo stage. We are willing to go further anld say
that under present circumstances none of these mines can operate without loss.
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An exatlinatiol of cost records would 1mdouhtedlyv show that in a great majority
of cases cosTts have been consistently reduced regai'dless of age or depth. The
inability to meet competition Is the change in the competition itself as we have
tried to show. The acceptance of this argument of our opponents as GOin sound
signfles willingness to sign a death warrant for such ci les as Bisbee, Morenel
Ray Jerome, and Miami, Ariz.; Butte, Mlt.; and also the entire copper districtof Michigan..

2. "The copper tariff proponents represent, both on a basis of capacity andof recent output, only onie-third of the industry.' The large majority of copper
companies are either neutral or opposed to it as futile anid injurious.'

In 1030 thle mines of thle proponents accounted for 43 per cent of the mine
production of the United States. The amount of their production was more
than was produced In that year in any single foreign country.

Of the American companies without large foreign affiliations the proponent
group represents about 77 per cent of American production. In fact, the only
0en opposition to the proposition that we have seen to date has been that of
the American Metal Co. and the Cerro de Pasco Copper Corporation, neither
of whom owns or controls a single copper mine in the United States.

3. "The copper situation is not any more desperate than is that of lead or
zinc, both tariff protected, or that of a very large proportion of American indus-
tries, all suffering in this extraordinary depression.

Lead and zinc have been adversely affected by the depression. Nevertheless,
the domestic price of lead, low " It is, is about 80 per cent higher than the
London r,.,e. The domestic price of zinc Is about 40 per cent higher than the
Londor price.

Mr. Clinton H. Crane, president of the St. Joseph Lead Co. and of the Lead
Industries Association, stated in an article in the November, 1981, issue of the
Mining Congress Journal that "the lean rdning industry of the United States
would be in sore straits to-day without (tariff) ptoteetionl"

The case of copper, without protection, Is therefore definitely more desperate
than that of lead or zinc. ince tle cases are granted to be com arable, the
same sort of reasoning would Indicate that if toppper were protectedto-day our
domestle priee should he 8% or 9 cents a pound instead of 6 cents. Undoubtedly
this wmuhd be true.

4. "A copper tax or tariff would yield no revenue and would he ineffective in
increasing the domestic price of the metal."

We have previously given herein our reasons why a copper &ax or tariff would
be effective and also provide a substantial revenue.

5. "A copper tariff would bring disaster to the important American refining
indust ry and (to serious injury to its many contributing indus ies."

During the three months, December, 1931 January and February, 1932, out
of 107,000 tons of copper imported into the United States, 57,S81 touns catme to
this country already refined. If it were possible to replace this 107,000 tons of
foreign copper within domestic metal, the refineries of tbis country would lose
50,000 tons of foreign business but receive in its place 107,000 tons of domestic
copper for refining, for the entire United States production is produced in xaar-
ketable forms within the country. The refining industry as a whole would be
able to increase employment of United States workers by the exclusion of foreign

capacity of the American Metal Co.'s refinery is only 12Y2 per cent of the

total refining capacity of the United States. If ia copper import tax were to
bring disaster to the refining business, ,the Companies representing the other
87l per cent would undoubtedly join the American Metal Co. in its protestation.

Te ,American Smelting and Refining Co. is the world's largest smelting and
refining company with six copper plants at various points in the United States.
The combined copper refining capacity of its plants is practically three times as
great as that of the American Metal Co. (Ltd.). Except in thei matter of size,
the smelting and refining business of the two companies is similar. Both treat
domestic and foreign copper.

The attitude of the American Smelting and Refining Co. toward the imposition
of a copper Import tax was clearly defined iy Mr. Francis It. Brownell, chairman,
at the annual meeting of stockholders, held on April 5, 1932, in New York.
The Daily Metal Reporter, reporting this meeting, states as follows:" Mr. Irownell said that American Smelting has taken no position on the
copper tarif since clauses covering smelting and refining in bond have been
included ii the bill. The copper tariff, in his opinion, wmld not hurt American

mo
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Smelting, and if It should stimulate American production it uigid help th

6. T he annual cost of an effective tariff to the American consumning public
for the purpose of temporarily reviving a few, scattered, high-cost, western
copper mines would in nornialf times amoutit to about $10M,000,000, or alnliot
$1 per capital "

During 1027 and 1028 the United States were net exporters of ani average of
148,000 tons of copper. In 1929 this stiuation was reversed (see pages .3 and 4
of Tariff Commission's report) with the result that during the past three years this
country has imported niore copper than it has exported. A radical drop n United
States coisuiptioti at this same time, added to tho need of absorbing at hunall
the production previously reported, has resulted in at pressing supply, oft doiletle
cop~per which, by- natural competition, will keep) United States copper privtis
close to the cost of production. Excluding the war years, the average I)rlmce of
copper in New York for the past 30 years has been I .8 cents per pvoln. The
most optimistic of the copper tax proponents do not hope for 15 Cent 1),Mw
during the period covered by this revenue bill, but they do hope for sore, relief
from the present ruinous price of 5% cents per pound. With a 5 cent tax on
copper United States consumers will still be ale to buy domestle copper at prices
well below the average paid In the past, but an extremely important domestic
industry will have been saved front ruin by application of the same Anierican
principles which protect the products of the industries using this raw copper,
Justice will have been accomplished and unfair discrimination will have been
avoided.

Incidentally the American Metal Co. has considered 1929 consumption aj
normalal" It is absurd to contend that the average consumption during the next
two years will ho at the 1929 rate.

If *the argument of the opponents is logical in this respect, it would logically
follow that all tariffs should be removed to afford lower costs to tho "consinning
public."

7. "An effective tariff would dotroy ihe important export business of the
copper fabricators and manufacturerss"
I he fabricators and manufacturers are now amlly protected by tariff. Proper

con pensatorv rates are included in the proposed amendment.
Theo exportation of fabricated and inu fIctured articles will continue under

the drawback regulations Just ias in the cases of lead, zinc, and alumiml.
8. "The 'flood of Africani copper that is pouring Into the country' much

advertised I), the advocates of a tariff, is a myth.''
We are not n-.:',re as to the source of this quotation. For the first two titwiths

(,f lM32 African copper was imported at an annual rate of 35,000 tons,
However, it is of io conso(jetlice to the American producer whether African

COl)per is sold in tie United States or in Europe. If it were sold lit the United
States, Canadini and Chilean copper would be sold in Europe. Conversely, if
the African copper irs sold in Europe, as seenis to be largely the ease at present,
Cantmdian and (Chilean copper is forced to tind a market in the Utited States,
Africun competition is, therefore, direct regardless of whether or not a potnd
of African 'copper voies into tile United Mttes.

9. '"The Tarfiff Commission reports an excess of domestic over foreign, o.t of
refitied Copper of oe-half a cet per pound.''

This is a, true statement but does tint tell the whole truth. The difference
of one-half cent is oil the basis of costs before addition of financial charges and
reflects a situation of four years ago. Our figure of 5 cents a pound reflects con-
ditions of to-day. It is based on the Tariff Commission's report and will hear
inspection by tile Tariff Commission.

10. "The 'utter ruin of the copper industry' has been predicted six times in the
last, 45 years,' but after each crisis copper has come back stronger and inore
virile than ever."

We hope the inference to he draAti from this statement is true. However,
tile minting communities of the United States are not willing to stake their very
existence oni conjeeture that is based on statistics of many years ago. Who would
support then while they were waiting for better days to come?
I1. "The recovery of the copper industry depends on the revival of consuinm

ti,,n, the e.piaision of the uses of the metal and the assurance of a reason b y
low and reasonably stabilized price."

Even witi copper consuil)tion as high as in the peak 3'ear of 1929, the prceiit
foreign productive capacity is great VllI gh to supply all foreign needs and over
half thle l'ttlquiretients of the United States. Without protection the rvivld of

. . . . . .. " ?
I

i - _ .. ... v o . . . . .
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tonsumption will be a great boon to foreign producers. The American Metal
Co. Is it foreign producer.

12. 11 Until copper consumption improves from its present low price, a conttnu.
&Doe of the drastic voluntary curtailment program, participated in by the prin.
cipal foreign and domestic mines, is imperative if a further decline In price is to
be avoided, A tariff or tax on copper would immediately disrupt the present
curta1iment program and throw the Industry into a new state of chlaos."t

it Is well known that the present volunitary curtailment programll offers only a
very small measure of temporary relief that may at any time cease to exist. A
change in the policy of any one of about fifteen companies, of which only three
are %1;holly domestic producers, would disrupt any cooperation toward the end of
bettering the present chaotic condition in t he copper industry. It is largely the
uncertainty of this situation that prevents a rise in the price of copper at thil
time. With reasonable tariff protectio the American producer will need not fear
the uncertain policy of ten or twelve low cost foreign producers of high productive
capacity.

he Cerro de Pasco Copper Corporation has published and distributed a pain.
phiet entitled "W hy a Tariff on Copper is Inadvisable." The following con.
clusions are set forth:

1. "That the present distress In the copper industry is part of the world
situation affecting other nonferrous metals and not a special ease,

2. "That it impose a tariff would not give the relief claimed at home but would
inauig4tritte a sequence of foreign alignment injurious to this country."

3. That America cotitrols 70 per eont of the world indtistry and has some
voice in about 20 per cent more, so that relief is to be sought along tie lines of a
world agreement and not through a short-sighted isolationist polleY."

We have previously show that It is a matter of the new foreign production,
particularly that which has started in 1031 and 1032, which Is lbrlnging ruin to
the Ajmerlian copper induttry-not merely the depression. No other nonferrous
rneihd industry is confrotted with a factor of this nature. The depression alone
mould have caused the copper industry to suffer. The additional burden of a
new, large, alid low-cost foreign production augments a state of suffering to one
of rui ,ation.
The foreign market has been completely lost to the American producer. Our

position as t net importer of eoper is sufflcient proof of this. n 'uder this con,
ditim "foreign relaligoments" bring no terror to the American producer.

It n i y be perfectly true that Anrican capital controls 70 per cent of the world
production, Tie Cerro de Pasco Copper (Corporation contends that the invest-
niemts of Aimerieun capital Ii foreign cotutrle, will be injured by a copper import
tax, This form of argument has betei under consideration too many times to
require fmrlher comment here.
T1 i ( e, rro de ['asco Copper Corporation states that the solution of Arizona's

problem lies it t policy of selecting for operation the higher grade portion of the
ore reserves, leaving the halavmce in place. This, suggestion calls for deliberate
wstst.mt of a vtlmable natural and irreplaceable resource. The amunt of copper
thuls left in place would he lost for all time, It is almost ir comceivable that such
a suggestion could eianate from atn American company regardless of fears for
its foreign interests.

saismary..-The Tariff Commission has delivered a splendid report of available
facts for the years 1928, 1029, and 1930. The proponent group of American
copper producers have brought these facts up-to-date and have interpreted them
to mican that only an early and substantial measure of relief in the form of an
import tax will tave the inerican industry from utter destruction. The inter.
pretation of available facts by the American Metal Co. (Ltd.) and the Cerro do
Pasco Copper Corporation results in conclusions diametrically opposed to ours.
One is the view of the American producer, the other is the view of the foreign
producer.

It is seldom that an issue, as clean cut with respect to the interested parties as
the present one, is presented for the consideration of Congress. One one hand
we have American interet-on the other foreign interests,

It is entirely within the rights of American citizens to invest their capital in
foreign enterprises if they so desire, even if such foreign enterprises are in direct
competition with American industry and even If such foreign enterprises are
profitable partly because of the exploitation of cheap foreign labor. The appear-
ance of these foreign interests before the Congress of the United States to argue
that the foreign enterprises nost be given Iretoreucial consideration over a com-
peting American industry even though sueh consideration would mean the
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destruction of the domestic industry, the los of capital invested in America, anduntold distress and suffering to many thousands of American workmen an( theirfamilies, presents a curious and in many respects an amazing spctacle.It is Inconceivable that the arguments presented against thin legislation
emanating from this source and grounded entirely in ruthless self-interest will
carry any weight.

XIX. CONCLUSION
An impartial examination of the facts will show that they justify the following

conclusions:
1. The American copper-producing Industry is of major importance in our

industrial structure.
2. Hundreds of thousands of American citizens depend upon it for their

employment, their welfare, and, in fact, their very existence.$. It supports wholly or in part, many prosperous communities! cities, andvillages, located all over the United States. Demoralization of te industrymeans the certain death of these communities and literally points to bankruptcy
for one entire commonwealth, the State of Arizona.

4. The industry performs a vital function in the program of national defense,5. The industry is now in a demoralized conditiik and is threatened with
destruction from foreign unrestricted competition.
6. Foreign nations have encouraged the building up of the copper industrywithin their control as an essential to their national defense and their national

independence.
7. Recent years have witnessed the discovery and development of tremendousforeign copper ore deposits of high grade and the installation of equipment

necessary for large-scale production.
8. Foreign production and foreign productive ability by sheer size have now

placed theoregn producer in a controlling and dominating position In the worldcopper induty
9. Foreign copper is now being produced and will in the future be producedat a substantially lower cost than domestic copper.10. Foreign copper Is produced under conditions, with particular reference

to African breech-clout labor, which the American producer will never attempt
to meet.

11. Foreign production is now, and will for many years, be really in excessof the foreign consumption which may be reasonably anticipate. n12. The only outlet for this excess of foreign production over foreign consumip.
tion Is the American market.

18. The unrestricted overflow of cheaper foreign copper in large quantitiesinto the United States must result in the demoralization and disintegration of
the American copper industry.

14. The American copper-producing industry operates In the United Statesside by side with other industries enjoying tariff protection, it Sonsumes largequantities of highly protected commodities, but its own products remain upon
the free list.

15. An import tax on foreign copper entering the United States of not less than5 cents a pound, if imposed now, may save the industry.16. Such an import tax will tend to stabilize the selling price of copper in theUnited States at a reasonable level and to place a large portion of the domestic
industry on a sound operating basis.

17. An import tax of 5 cents per pound, being based upon tile difference inaverage domestic and average foreign costs of production can not act as an em-•barge. If 15 or 20 per cent of the excess foreign copper displaces American highcost production, which it can easily do, a 5-cent tax may be expected to yielddirect revenueof from $10,000,000 to $14,000,000 amually.
While this Congress has been in session, Great Britain has enacted a general

tariff law almost overnight. We are confronted with an emergency problemaffecting the lives of thousands of American citizens. We believe the proposedlegislation presents the only practical solution of this problem.
At this very time foreign copper is flowing into the United States freely andwithout hindrance. That it is coining in, in increasing quantities is shown in astartling way by the import figures front Canada during the last four months of1931 in Se*tember, 2,878 tons; in October, 3,390 tons; in November, 6,6'14 tonsand in )ecember, 15,113 tons, or at a. rate substantially higher than Canada's

present rate of production.
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Delay in acting upon this legislative proposal means tile storing in this country
0)f such immense stocks of foreign copper that the beneficial effect of the tax
when imposed Is bound to be retarded.

As ,tin emergency ntia.sure, to save an important American industry, to pre.
vent the bankruptcy and extinction of whole communities, and to provide mch
needed revenue, this proposal is entitled to immediate consideration; as an
unemliplyloyient relief measure it should meet with immediate approval.

The employment, welfare and happiness of hundreds of thousands of American
citizens hang upon the action which will be taken.

CALUMET & HECLA CONSOLIDATED COPPER CO.,
CONSOLIDATED COPPREnMINEs CORPORATION,
CoPPER RANGE CO.,
DUCrTOWN CHEMICAL & IRON CO.,
MIAMI COPPER CO
MOHAWK MINING 0.,p
NoRTn BUTT MININO Co.,
NORTH CAROLINA EXPLORATION Co.,
OLD DOMINION Co.,
PHELPS DODOS COtPOAvIrON$

UINCY MINING CO.,
ENNCA COPPiR CO.,

SHATTUOK-DENN MINING Co.,
TENNEssEE COPEa Co.,

By A. B. PETERMANN, Counsel.

A I

MICHIGAN STATE TAK COMMISSION,

Senator ARTHUR 11. VANDENBERG, 
419.

Senate Office Building, Washington, D. C.
My DEAR SENATOR: Our commission is right in the midst of the annual

determiniation of assessments on mining properties for the State and local taxes,
and we have this morning been considering the situation with reference to the
copper properties in the Upper PenPsula,
In connection with our investigation we have found that conditions in the

copper country are very deplorable. Only one or two of the mines are still
operating, and these mines are merely working the men one or two days a week
in order to give them enough moneyv to barely support themselves and their
families. It is common knowledge ti'at these mines will probably close also
along about tile 1st of May, and this commission has found it necessary to make
very drastic cuts in tile taxable value, not only because of the absolute shrinkage
of mine values, but also because some of the compatties have uot beent able to
pay their last year's taxes up to date.
I the past the copper district has been on the tax rolls for substantial amounts

and has contributed large amounts in the way of taxes, both to the State and to
the local subdivisions, and inasmuch as these copper counties have only this
one industry to depend upon the closing of the mines brings them to a point of
virtual bankruptcy.

We understand that an effort .4 being made to bring about the enactment of
something in the nature of tariff legislation at thie mission of Congress. If you
can consistently do so, we believe that any action which may he expected to
help out the situation in the copper industry will be of direct benefit, not only to
the particular counties in the Upper Peninsula ill which tne mines are located.
but also to the State as a whole. Froi the information we have at hand, such
legis ltion should be taken care of a,4 speedily as possible because our mine
appraiser feels that some of the miies that closed down will probably remain
closed permanently.

We feel that otur interest in) this matter is entirely proper, inasmmlch as the
closing tip of this particular industry means the lyring ilp) of a fairly important
801t1V( of iState taxation, and we hope that yotu will til it possible to lend youtr
assist anlee t, any relief legislation tlhat may bt ilheeciI proper by yot.

Very truly youi's,
- inr a , . ( I'J , ,
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ApPoNDIX ii

GLOSSARY

Black or coarse copper ...........

Blister copper .................

Blue vitriol ...................
Bro ........................

Bronze .....................

Cement copper ...............

Concentrating .................

Concentrates ...................

Copper acetate and subacetate.. ..--
Copper scale ....................

Flux ...........................

Matte ...................

Muntz metal ..............

Nickel siver...............

Nonfetrous .....................

Phosphor bronze .............

Phosphor copper ..............

Phosphorous copper .............

Regulus .......................
Smelting.................

Definition
An intermediate product in the process of

smelting.
Product of smelting process, approximately

99 per cent copper but containing whaf.
ever gold and silver existed in original ore.

Copper sulphate, a salt of copper.
An alioy of copper and zinc, average pro.

portions two-thirds copper and one-third
zinc.

An alloy of copper In which copper and tin
are the metals of chief value,

An impure form of copper produced by
chemical action of iron introduced into
copperbearing waters.

Process, preceding smelting, by which mineral
particles are separated from rock particles,

Product of concentrating process which
passes on to smelter.

Chemicals having a copper base.
By-product of smelting consisting mainly

of copper oxide.
Material added in smelting process to en.

courage fluidity and to aid in the separa.
tion of valuable from worthless seorpo.
nents.

Intermediate product in course of smelting--
an artificial copper-iron suiphide.

Common brass containing 60 per cent copper
and 40 per cent zinic.

An alloy composed chiefly of copper, with
varying amounts of nickel and zinc.

Applying to metals other than iron, steel,
ferromanganese, etc.

Bronze containing a small amount of phos.
phorus, which acts as a deoxidizer and im-
proves soundness of ingots.

Copper containing phosphorus in appreciable
amounts (10 to 1h per cent), used in casting
copper and alloys as a deoxidizer.

Copper which hos been deoxidized with
phosphor copper and contains a residual
amount of phosphorus.

Synonymous with "matte."
Almost synonymous with "melting," usually

for the purpose of eliminating iron, sulphur,
and silica.

774
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A TAVPt ON COflPI
ExuiaT No. 2

Value of United Statee mineral production ?/ear 1928 (U, S. B. Al.)

$ODIOWUP? N WALIX!

Zn.
Zio.. ..........................................0014., ................................... : ............... *.................Aluminum...................................4
(o ............... ................................. .... ......
$1lve ............................................................... I
Miscellaneous .....................................................

Total nonfmtous (0 metals) .............................. .........

Ferro alloys ...............Iron, ;dg.........................................................

Total ................. ............ ........

Total metallic ..........................................................

NOX MTUALIC
('o ........................................................
tolei) .......................................................cl. , ..s...................................... .. .......... ..,, ...... ........
witas .......................................................
Cielnt ......................................................
Wivcrollafneo e l .....................................

'totail nonxnetnillic ....-...... - .....

Value

$262, 930, 00072, tl, 000
72, iM, 000
47, SW, 000
46,165, 400
34, 2W0, ?67
20, O, 724

a'", 57$, 6 01.

4A1,3,51, 0

727, 92, 3W

1, 2M.4, 000

1,327, 411, 690
1, 054, M M, WNN)

3i47, 6,121
363,726,000
27$, k83, 042
07 , 16, 47

4,0MJ), 1211, (}(N)

mi(,lhaeuu unciassifled metallice and nonmetalliv) ........................ S, 700, N

i'otad ietullic and nonmetnil ( 5 mmineras) ..................... 5, M, 4 ()

EXHIBIT No. 8

United States production of new copper

1tn1led taies Itureau of M ii es!

18910- ....................
1881 ...................
1882 ....................
1883 -------------------
1884 -------------------
1885- ................-
1886 ....................
1887 .-----------------
1898 ....................
1889 -------------------
1890 .....................
1891 -------------------
1892 ....................
1893 ----------------. -
1894 -------------------
1895 -------------------
189 -- ...................
1897 .-----------------
1898 -------------------
1899 -------------------
ioo ---------------
1901 ------------.......
1902 -------------------
1903 ------------------ .
1904 -----------------
1905------------...........

Tons
30, 240
35, 840
45, 323
57, 763
72, 473
82, 938
78, 882
90, 739
113, 180
113, 388
129, 882
142, 060
172, 560
164, 677.
177, 094
190, 307
230, 030
247, 039
263, 256
284, 334
303, 059
301, 036
329, 754
349, 022
406, 2(;8
4.4 3912

1906.. . . . . . .. . .1076---------------19!07 .....................
1908- - ............-
1909 ......--------------
1910 ------------------
1911 -------------------
1912 .....................
1913 ....................
1914 ...................-
1915 ---------------. --

1916....----------------
1917 . . . . .. . . . .

1919 ----------------1018 ------------------
1919 --------------..-...
1920 ----------------192L1 .. . ................

1922..-----.-.......
1923...--...4------------
1924 ......................

1925 ............ -- -- I
1926 -------------------
1927 .....................

192) .......
193()

775

.... _:_ Rank I :
Hank Invalue

7
13
14

18

I
2
4

0
.. .. ... .

458, 903
434, 498
471,285
5460, 476
540, 080
548, 616
621, 634
612, 242
575, 069
694, 005
963, 925
943, 060
954, 267
643, 214)
604, 531
252, 7)3
475,143
717, 500
817, 125
837, 435
869, 811
842, 020
912, 950

1.001,432
697,195
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ExumtT No. 4

Foreign production of new copper

(U. S. Bureau of Mines)

1881 ...................
1882 ...................
1883 ..................
1884... .............
1885 ...................
1880 ...................
1887 ...................
1888 ...................
1889 ...................
1890 ................
1891 ..................
1892 ................
1893................
1894 ...................

1890 ...................
1897 ................
1898................
1899 ...................
1900 ................
1901 ...................
1902 ...................
1904 ...................
1904 ................1905.................

Tons
145, 502
156, 713
166, 543
172, 532
170, 182
162, 207
159, 799
181,623

'177,030
175, 452
174,612
179, 089
170, 251
170, 399
178, 656
192, 808
207, 492
217,648
235, 002
242, 380
278, 975
285, 298
307, 400
320, 724
334, 449

1906 ...................
1907 ...................
1908 ..................
1909 ...................
1910 ..................
1911 ....................
1912.................
1913 ................
1914 ...................
1915 ...................
1916 .................
1917 ..................
1918 ...................
1919 ................
1920 ...................
1921 ................
1922 ................
1923 ...................
1924 ....................
1926 ...................1920 .................

1927 ...................
1928 ................
1929 ...................
1930 .....................

Tons

338, 874
360, 206
348, 819
390, 226
411,568
428, 803
482, 711
454, 406
,136, 603
468, 992
532, 938
630, 569
019, 999
452, 487
452, 645
361,846
477. 254
024, 012
670, 506
709, 10
738, 400
832, 390
972, 002

1,098, 470
'1,039, 282

I As reported by American Bureau of Metal Statistics.

ExHIsIT No. 4-A

Increase during period 1916 to 1909 of United States production and production in
South America, Canada, and Africa

Country tIo 1 29 T 1-ucton

Uniteti States . ........- ......... --. ...................
Foriga;

South America ........ . ........
('anuda I ............................................

..o.a foren .................................
Total foreign .. ... .................

I Data from United StIltes Bureau of M ines.
IfData from American Bureau of Metal Stat kti-4

short tons I short tons
003,925 1,001,432

131,70662, M.,o
43,876

228, 462

Per irnt
4re,i 4

4

416,045 215
121,151 12,
172.591 1, "

M). 757 2.11

776
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EXHIBIT No. 4-B

Data on foreign productive capacity
(Short tons]

Capacit y
Produce. Capacity over 1930

Country tion 1930 production

Andes ...................... .................................... ,47023 1 8 8,464 42, 441
Chile........................................................... ,96 11 .84246 4,6 0

raden ................. ........................................ , 3 11 ,194 4201

Total......................................................... 217,012 388,904 171,0

Canada ............................................................ 151,833 '22 , 000 75,167

Belgian Vongo: Katangs ..................................... 13,183 20,40 67
R h o d e sia : 

, W1, . I I --, ,,

liost Antelope ...........................-..................... None. ' 7, 000 ,000
Mufull -................................................... None. '40,000 49,0
ihok an -...............-................................. None. '10,000 15000

Total ... .................... . ............... None. 2, 000 25, 000

trand total .................. .............................. . 522,608 1, 101, 4 578,750

Tons

100 totnl foreign production ......... .................................. ,

Additional tapatity new development .... ....................---............ 578,76

Total foreliti capacity by end of 1032...................................... .......... 1,618,036

,liouth Amleritca:

Previously demonstrated capacity

Company Period Amount Annual

Andei- _ ......... Nov, 1*28-Apr. 192- -......--............... - 44,732 81044
----------- '1928-Mg., 211-------------.9212 246 A

I, . . . . . . . "- M a 1 , . . . . ......... 7.. . . 9 7 8 4 , 2 0

I Canada:

Company Capacity Basis

r y........-----............. .. 30,427 1929 production as reported ty A. It. M. S.
Brtt .......................... 22,633 11030 production as reported by A. 1. M, S.
Noranda ................................- - 1 , 38071 1)o.
Hudson flay ............................. 1,000 Bureau of Mines estimate, "4 Copper in 1929.'
sherrit-t.ordon ........................... 12,000 Estitl td,
Internal tional Nickel ...................... 109,000 ('a)

Total .. ......................... 227,131

2I Derived from statements regarding Frood Mine, made by operating heads of International Nickel (o,
In art idest al earing In Nov. 10, 1930, issue of Engineering and M ining Journal; namely: " At present the
Frond Mine Is producing 4,000 tons a day, and it is belng doveopod and equipped to produce 8,0100 tons-

4. 35) "With full scale operation most of the ore furnshed) to the mill will be fromt the Froo Mine,-.
Tle tmill feed should average approximately 4.4 per cent copper and 2.? per cent nickel, with a precious
metal content (gold, silver and platinutn-group metals) of slightly over $4 per ton" p. 447).

3 Statement of Sir Rtoert Will nms (Wee president of Union Miniore)t at the ordinary general meeting
of Tanganyika. Concessions (Ltd.) held July 30, 1931, in London: i rUnder normal conditions, the Union

'M ictro would now have becen prodlucing tit the rule of 200,000 toita per annumk." (Metric tons-equivalent
to 20,400 short tons,)

SStatement of A. Chester Beatty (chlilrman) at fourth ordinary general meeting of members of Roan
Antelope Copper Mines (Ltd.), in London, De, 1, 1931: "(Our proved capacity of the plant represents
an annual copper output on average ore of 75,%I short tons,"

3Statement of A. Chester BeItly (ch;%frnan), at shareholders meeting of Ithodes4ian Selection Trust

(ltd.), Sept. 23, 1931: T his unit would roduhtee about, 40 000 short tons of copper per annum." .
$ 'llonudou Thnes, report Ing annual meeting of tholcana Corporation in London on Dec, 16, 131

state : "Tie clmiurman said that iit capacitY of wh tlie might now call their existiug plant had beenrated
it lftio,tMI tonis of copper per luitiii "
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Exitv No. 6
Volume and ratio of United tate and foreign new copper production- Yeusr

1909-1900 (U. 8. Bureau ol Mine)

United stat( am It.or-from domotlo Foreign
orosa World

umeltor too$
Tons Per Ot Tons Per Cent

of total of total

low909 ...................................... 44478 5K3 SK U. 41. 93..1910 .......................................... 40,0 .,K 411,FM 4 , 951,.
9ol4 ........................................... 50,,018 428, , " 3 ,,

1912 .......... ............................. ,34 X 48k,11 4311 1,
113 ........................................... 12, 0 7.4 44,400 4.6 ,o

_914-----------------------...... 575,069 M4, A 414,am 43.2 i0 1, 61
10 .................................... 694,005 AV.7 418, W2 40.3 1,,162,:w

9....-..- . 63,925 4.4 &12,U 5, 856 1.496,04
So1 .................................... 94.000 50.7 30 619 4013 1,573, 02
1918-----------...... ................. 91.-- 4,27 WA 619,9O9 33 1,74,2,
1919 .......................... 43, 210 AK, 7 452,487 11.3 1, (013,6
1920 ................................. 104, A30 A7. 1 452, 42.11 1, u7, 175
1921.......................................... 252,703 41.2 361,846 s8o' 614,029
1922 ........................................... 47, 143 49.9 477, 254 0 1 w5e52, s9
1023 ...................... 7...................-.-..7 5 585 624,012 44.0 I 1,341,613
1924.......-..--...-... ...................... 8;7, 125 4.7 676, 506 45,3 1, 193, 1
192 ....... 7................................... . 435 54.2 709,107 48 1, 8, 42
1928................. ...... ........ 869,811 54.1 738,41)0 48.9 1, Mg.,271
197 ....................................... 142,020 80,3 832,890 40.7 1,074,410
19129:: ................. 92,9O) 4 4 972,002 61.6 1,8 4,No
199 ................................. 1,001,432 47.7 1,008,470 51.3 2,099,002
1930............................. 697,195 398 1,052, 777 00.2 ' 1,749971

IAs reported by Amorican Bureau of Metal StatIstlo.

EXHIBIT No. 7

Daily production rate-United State# and forein Inines--Yeare 19.i1-tJ),
American Bureau of Metal ,Statistics

(Short tons)

United States niuoes:Jisumary ... .............
F1ehruary...........
.March .................

June ..............
July...................

August ..................
september. ............
0vtober .................
,4ove ~r ...............
)ecemtr ............

Foreign mines:
January ................
February. ..........
March ................

Apr ..................Maly ....................
July ...............
Augus~t..........September ...........
October ............
November ............
Deember ............

1,811
1,834

1,969
2,023
201
2,034
2,125
2,075
2,130

2,091

1, 500
1,439
1,711
1,114
1,70,
1,679, 5

1,58
1,7050

1836

2,1449 2,412
265 2,463

2,103 2,416
2,021 2,35
2,116 .2276
2,131i 2,330

2, 2
2, .29.
, 247

2,244

1,792
1,929
1,950
1,774
1,706
1,859
1,820
1, 759
1,9022,16 7
2, 187
2,008

2,090
2,153
2,127
2,225
2., 276
2,182

1, 6m
1,791
1,852
1,771
1,892
1,939
1,836
1,91
1 758
1,954
1 791
!881

A*2

2,291
2,433
2,443
2,448
2,372
2, 377
2.330
2,323
2,421
2,423
2,498
2,335

1,887
2,0831,903
2:117
2,030
1,760
1,6861
1,824
1,979
1,983
2,446
J, 2.,5

1027

2,472
2o,236
z371
21310
2,318
2,114
2,169
2,198
2,225
2, 2694168

2, 2f11
2,381
2,259
2 2W3
F,274
2,257
2,247
2,283
2,345

2,564
2,734

1028

2, 200
2,3252, 211

2,424
2,378
2 ,441
2,369
2,482
2,611
2,790
2,846

,761

2,422
2,743

2,557

2,878
2,669
2,739
2,6402, 908
3, 2.41
3,021

2,785
3,026
3,023
3,103
3,013
2,745

2,545
2, 664
2, 531
2,412

2,982
2,042
3,106
3,3981
3,200
3,075
3 073
3,0503,158

2.9032,10

2,934

1930 1 31

2, 1RA
2,114
1, 975
2, 105
1,043
1,891
1, 750
1,811
1, 8811
1, 57,1,771

2, 804

3,005
3,008
3,132
3,084
3,181

3,271
3,003
2,823

1, Si0
1.6v7
1,571
1:48
1,470
1,482
1,2331,286

1,624
2,899
2,84T
2,74,8
2,739-, ,,2, 6'42
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Exussn No. a

Comparison of United States production and consumption of n w copper-years
1909-1980 (U. S. Bureau of Mines)

Yeele Apparent., _ prodtul~on oondump.
year from 0.e tionmetto ores

Tons Tone

10. .................... . .. 0,478 344,000
1910............................................... ...... M400 "30

101 .. 548,810llt 34,877
1011................................................ 1,94 406,tX9i

1918 .......... ...................................... ...... 84,06!6.8,30

11............ ................................. ,2; 2 4
101 .............. ..................................... . ..... 4 626,919
Iola.................. .. ......... .. 2, 04

IM ................. .......................... 476,14 44,317
................ .717,60 61,

lot................................... 7,50 700.606
19 ................................................... 843911 785,06
96...................... ......... 24 3 0,9

19f7 ....................................................... 842,02 7 15,40

1o9................ ....... ........ ............. 912,90 8 04,6.................. ..................- 1 4Y,020 711s480

19 ......................... A 4 ................ , 001,432 889,293
., ............... ... .................. ...... ... 697,196 832, 0

Surplus by
dellueationl

202,478
173,68

219,97

84,743

108,881IK0140

112,159

867i189
64 S%

I 1)elicit. EXIBIT NO. 0

Comparison foreign production and foreign consumption of new copper, years
1909-1980

Foreign iFor" f a

production Foreign I production Foreign
Year (U. S. oonsump. I Deficit Year I (U. 8. consump. Deficit

Bureau of lion I Dureau of tion I
Mines) mines)2 7ies)-. T. ...... liu.............

I Tons Tons Tons Tonsi Tons

1910 ......... 411,M585 448 IS Wo------ o, 404,052 102,208
1011-t.... 428,. 06.3 IM 47749W4 660959 92, 005

ilt. .... 482,711 710,M _ .......... atI 031,(W 90,137

14 . 0a, M3 1 479  178,372
11. W311ls."4 100,21

191..3.... 767,429.. 2 484 ,...... E , 100,41
1911 ...... 878,ol M 214 246 5 46 .... Io M 101

1938 ...- 619,999 104381 123.432 .... 1i, 04 o 1, If 188,359)
199.-----.152,487 0719 24,712' L3 A W;.. 'Me'x '' 7845

I For years 1909-1018, ltt40,M ofbSW bsS m WwAi lees U1it ft t P*

tlion. For 1919-1930, ntluul*f ae0 lusmattPPP obp
United States exports cCr'to . coatS WUbetm n by pertment of aw.s"le driving

consumptiotn figures.I Surplus.rsrsbua
IAs reported by AmeriltflhZ u , or Mel 8. ... . .

.4.,,

ML
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EZEISIR No. 10
Copper import. into the United Stfole

It)at, from Bureanot Yorcfmn arm nlomstie Commerccl

Or(*, conYeer Omatnle, 'lis~ter Refined Scrap Total
mat te, etc.

Short tone Short tone Short tons Sort tone surit t
,ll ....................................... 313 99 ,

1912 .................. 1 4....... . . 12 '
119 .............................. 4,7 4 , $4 1 #
loll ........................................ . t , 01 1. 6
Iola ............ 6........................... 6 14 1,2 6" ll
1o6 .......................... ............ 7.,444 148,72* 231
l97 ........................... .......... 0 7 8 190, 3
1918 ..................................... 78,0 X01 0, 4 214,
1 9 .............................. 63,228 181,400 1 41 2,t

0 ....................................... 218 184,017 II (1
1921. ............................ ....... 0,40 151,20 ,572 ,220 270, "

1 98 ............. ........... 84..........34 4, 4 . 2 :24 4
S............................ 7 ........ 3,9 25,14 7.955 8 4,0

1915 .................................. 1 4 189,007 4,87 5, 3 4
S.................................. 70, 7 2?,, 2M 5743 3M

8,7 ................................. 51,040 219.7 80 75,1
1 9 2 8 .. ~74,152 271,595 4230 .44 3,0IMo ..................-............. ::... . 6%80 4,,+P+ iJON ................... 90,220 3123,085 07,007 61M 487457

1930............-- 81,446 280,235 43,105 3,7"1 4 17
1931 ................................... 2,229 140,925 R1228 2,55 0 -0

Inclulel with blister.

Copper metal, unmattufactured: Domestic exports
(Data from report of V, S. Tariff Commlaison)

Totaealendu

Year Unrefined Refined Scrap Total (UYea

Flooed- Mort tons Sort tou SAo t e S o" O

0111. .................... KI SK3
6...... ........................ 3 194 15 0 %0,

HI918........................... ., 8 0 31 47.....

I::;1 . ............ 21%0S 3
is. .... ......... ................. 8 1,4001n..... ................. '70 504...... ......... 901 401,2atM834

19, 7..... ...... ............... , .... 2%3 :::::.
1.............................'.1 47473

...... 0....... ............ 0 0. 76W42........... j , m +::: .'::

19 ................................... 18 8 1 ............
I0 ..... ....................... 1794 314,00.... ......

11 ............................ 14 0 3in ..........

'JInoludSd In"Rehned."tn0.44... o .m.e ad oom. t..on metal,

I Asreported by the hureu of Portion and Domestic Commerce,
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EXHISiT No. 11

Copper, unmanufaetured: Domestic imports, 1031 (short Ions)

(Dat& from Buru of Forein and Domeatto Commere)

MonthbI

............. ..................
......... "... ............ ........... 0............

.......... ......... 0.
A" .... W"..... *.*......... 0..........
........................... ............August.........................
.m r ......................................

........... ..............Novmbe..... .... ..............

TOtal.............................

I 1,94I

11,000

I 10,794
4,02l

16,321

2,0011

Z,01108
4.08*
$108
15,88

140.9281 8

I 19

in
216
301
13

Mj ,880

'As reported by Amerian Bureau of Metal StatlstcI,

Copper, unmantfacurEd: Domeetic export., 1981 (ehort tone)

(Data from Bureau of Foreign and Domestl Commwerol

io ,, ...0... .*.6 ............................. ......
............... . ....

mwe e ,,..., , . , .,..s~essmesew .........-...me .a, 0 .. . ...

Atll ................. . -................. ...... .......

ovemb........ .......................

To ......y addition).
Rev totals (Me note).........,,. .-x

'As reported by Amet
Novs.-Rlhvd totals

781

Total

12,461

1040
I a%

... . .... .... .......... .. ".... . .. " . .. .-. - , F ; 
-.
1 " . -. . --'.

!



782 3I13UI ACT Of 19 2

IEn'UI No. 18
Or$ menuv-oreig end domeetl

UNITED STATES COPPER O1IP%1rB!&Vcfl4 u IW9IL TEEZ LARGE PRODUCERS

~ TOOSCIft I PC TonOOp
You Tom of or c etc. ow

Conpolif4atd Copp.r....... 10 30,00t000 1.10 3P4
lw ron Co st i ............... wo* ....o.*....... 0m ,010,98 1.40 ,

j~e v. e- IC 108 39,342000 .02 o,
li Opw ......... ............... 1 Ot

o. £030 64000,000' O 1.47 4 ,410,

Ezm p Co m ............. ............... two 64, 1o0ooo M8.9

T ot 1.. 6M,0 230, 722 1.10 18,107.0

AVAILABLE DATA ON FCREIO?. COPPER ORE RESERVE

Aic A n I .
Ro n Antelope........ .........................

bokana I...........................................
uful ..........................................

u o shlnsh ' .........................................Union MInlsre du fhaul IKstanga I.....................

1001

13 0.700,000
V79 00

Total .............................................. I..... 034,759,000
South America: I

Ands................................................
BTaden ........... . . ......................
Ct l on ...............Ni ......................

Total ...............................................

C Gt;randllos Nickel 00 .................................
Noftmds ...............................................

Hudsn Bay ..=;..........................................
WEb Oone ..........................

Towa ..........................................

Grand total ..........................................

1080
1921

1930

1931

1030160

8.44
4.8
4.14
4.15
641

,700,7,00

. , M,

367,460 1.51 %074,700

76,000 2,18 ,030,80+ es620,889 1.12 14,59,00

1,056,770,889 2.05 21,704,000

206,704, 000 00 4, 8, 1007,81, WO 4.09 s 10
1800 0M 1.71 807,S0
5,25K,500 .U0 131,40

14, W0, 149 1.81 264,300

25,450 49 204 5,100.700++ -"":"" a+;' s . ..
I.048D959A0881 2.52 84,2, 160

From Table XII, 1000 Year Book American Bureau of Metal Statistics.
From Rhokana Corporation (Ltd j Directors' Roport, Dec. 2, 1931.
Estimated by American Bureau ofMetal Statistics,

EXHIBIT No. 14

AFICAN LABOR

An analysis of the cost data supplied by the commission shows that the items
making up the combined operating costs of mining, concentrating, and smelting
In the-United States compared with those In Mica and Serbia, results in the
following percentage segregation:

United Africa sand
States Serbia A

Per ent Per ent
La .. .............................................. .. 5 33.3

.. ...... ............. 37.8 4.6
G aii and admInstratIve ..................................................... 11.7 111

100.0 100.0

I Afiomn supply equals 9 per cent of "Africa and Serbia."

I

4.2 06,$ 0o +i



UMVEUh; AUT OF 1039 783
In the United States, half of total operating cots are for labor; in Africa,

one-third. The combination of higher grade ores and lower wages in Attica
counts for this great difference.
The labor conditions in Africa and the kind of competition which the American

miner is now forced to meet, is described by the commission as follows (p. 28) :
fArkcan labor.-Labor in the Africani copper mines and develo mrtsi

performed by native blacks tinder white supervision. Usually one hite man is
,rIn)toyed (including medical staff) to every seven to ten blaks.

"fAecordinj to the Northern Rhodesian Blue Book, the &vag.e number f
natives employed In 1929 in the mines of Northern Rhodesia was 17,608.

"Wages and salaries are paid partly In cash and partly In allowance for food
housing, and transportation. Native labor is generally hired under a six month
contract, and white employees unuer a three.year contract.

"Ptiblic sources of information, ouch as annual reports of operating companies
arid the Northern Rhodesian Blue Book, Indicate that in Northern Rhodesia the
daily cash wage paid to native mine labor averages from $0.19 for unskilled to
10.d8 for skilled abor with a total daily cost to the companies, including allow-
snces In kind, of $0.3d and $0.75 for unskilled and skilled labor, respectively, the
range of cash daily wages paid to native labor in the Katanga district is from
$0.05% to $0.34%, the amount depending upon the length of service and the kind
of work."The incomplete cost data available indicate a nire labor cost in Africa of
$1.75 per ton of ore, equivalent to approximately 1.61 cents per pound of copper,
as compared with a mine labor cost in the United States of 3.08 cents per pound
of copper."

The Rhodeuian Anglo-American (Ltd.) is a holding company havin substantial
interests in all of the most important mining companies operating in Northern
Rhodesia. Until 1931, this company acted as consulting engineers and technical
advisers to those companies which now make up the Rhokana group.

In February 1929, Rhodesian-Anglo American (Ltd.) Issued a booklet entitled
"Mining Developments In Northern Rhodesia," from which are taken the follow.
inq excerpts.

One of the two outstanding aspects of the growth of mining in this colony is
the very rapid transformation of large parts of the territory from a state of semi.
savagery Into a condition of civilized activity,"Well arranged, sanitary, and orderly compounds house the natives employed
in the mines. Huts are built in the same style as in the villages, but in a more
permanent manner so that they can be kept clean and free from vermin.

"A certain amount of native beer is allowed. Often native drums are provided,
and tribal dances are nightly occurrences. Life in a mine compound is In many
respects similar to village Ufe, with the added attraction that it tends to break
down old tribal restraints and Increase certain liberties. In place thereof it
substitutes the discipline of regular hours and regular physical tasks. These
unquestionably are good.

What the final result of industrializing the native may be, no one can say.
He will have to suffer growing pains and he may appear to have deteriorated at
aome stages of his development, but one feels that ultimately the European will
make him a better and more useful man than he found him."

Wages and salaries are paid partly in cash and partly in food, housing and
transportation. The nature of the food and housing referred to is disclosed by
the following extracts from the health and sanitation regulations issued by the
Department of Mines of Northern Rhodesia:

"(1) Ruts shall be built as far as possible in rows, and there shall be 18 feet
between ecbh, but reckoning from eaves to eaves.

"(9) The inside measurements of all huts shall conforn as far as possible to
the following:

(a) For six natives: Diameter, 16 feet; height of wells from floor to thatch,
6 feet.

.. ) For five natives: Diameter, 15 feet; height of walls from floor to thatch,
5 feet.

For four natives: Diameter, 14 feet; height of walls from floor to thatch,
$ feet.

(d) For two natives: Diameter, 10 feet; height of r,alls from floor to thatch,
4 feet.

"10. (i) Sleeping accommodations shall not contain less cubic air space than
600 feet for Europeans and 250 feet for natives.
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The regulations prescribe the following rules coverinA rations:"17, () Every employer shall provide all natives employed by him on any
mining property with rations of good quality in accordance with Schedule B of
these regulations, and the meal hours shall be so arranged a to allow of native
partaking of food at least twice daily, once before noon and once after noon.

"S8DUL 
"1. Minimum ration scale:
"(a) Meal, mealie meal, millet, kaffir coin, and the like, or rice-l pounds

per day.
I(b) Beans, 2 pounds a week4
Itc) Meatt 2 pounds a week.

11(d) Vegetables (fresh), 2 pounds a week (such as tubers, gourds, wild spinach,
cabbag and onions, ae.).

" )eanuts (shelled), I pound a week.
(1) Salt, 3% ounces a week.
".Hot drinks: Natives, both surface and underground, on corning off night

shift shall be given pint of hot soup, coffee, or cocoa."
The October, 1931, issue of the .Rhodesian Mining Journal carries an article

which discusses the question, Can whites take the place of natives? The findings
are summarized in the following excerpts:

"To deal first of all with unskilled labor; it is a class of labor which, if it could
be replaced at all, could be totally so, for the simple reason that no knowledge
is required in its performance, the only question being cne of cost and efficiency

"Now, there are few natives seeking work on the mines who do not know how.
to use an axe. From time Immemorial, he has made his own axe and chopped the
trees around his kraal for firewood, and that which he gets through in a day for
6 pene is certainly equivalent to that which a white man engaged in this class of
labor would accomplish for a pound; for one really can not employ white labor out
here at much less than a pound a day.

"As with the axe, so with the pick and shovel. The cheapness of native labor
at 6 pence a day is such that any question of replacement by Europeans is entirely
out of the picture.

"The number of native clerks employed on a large mine is about 80, all told.
Their wages vary from £2 to £5 per month ($6.80 to $17 with the pound at $3.40),
the average being in the neighborhood of £3 ($10.20). Here, again, we have a
class of labor it would be extremely difficult to dispose of or to replace.

"Native bricklayers have been employed only on such buildings which, while
good work was expected, were not required to be elaborate or perfectly finished.
White labor was employed on all European dwelling houses, but to use it for a
class of work which would be done equally well by native at £3 or £4 a month
would have been sheer waste of money.

"Machine boys at £2 ($6.80 with the pound at $3.40) per month are trained to
rig up the matihines underground. Hammer boys operate Jachaimmers with an
efficiency which Is daily increasing.

.The total cost of each native oni the average is estimated at N'Kana as
2s. 6d. per day (43 cents with pound at $3.40). This pays him, feeds im, houses
him, gives hin free medical attention, feeds his wife and children, pays the
compound manager and his staff their salaries-in fact, includes everything,
while the average wage throughout the ,:ne is 25s. ($4.25 with pound at $3.40)
a month, inclusive of unskilled and skIll; labor. Economically, his replacement
Is imp ossible.

"lHence it is seen to on all mines that the natives arc comfortably housed and
fairly treated, both with regard to foo,| and general living conditions. It may
seem to some a pampering of the native, but actually it is nothing more than
an acknowledgement of the fact that we can't do without him on account of
his absurdly low cost.

"The day will never come when the native worker on the mines is a thing of
the past. His replacement is as undesirable as it is impossible from the financial
aspect, and whatever our attitude toward the unemployed overseas may be,
they can not expect an avenue of escape from their trouble by way of replacement
of natives by whites on the mines of this country."

That the efficiency of the native has surprised the managements of the
Rhodesian companies Is indicated by the following statement of-Mr. A. Chester
Beatty, addressing The American Institute of Mining and Metallurgical Engi.
neers in New York, on October 28, 1931. Mr. Beatty said:

"he labor has proved far more efficient than we had ever hoped."
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The following are translated excerpts froni a report presented by the Belgian
Government to the Council of the League of Natiols on the supject of the

adninistration of the Rtanda-Urundi during the year 1930:
"The Union Mintere du Haut Katanga has fixed the scale of wage rates for

native workers, according to the class of worker and the length of service, as

under:
Scale of daily wage rates according to length of service (Belgian francs)-
First-class worker, 8-12 up to 22-25 maximum (22 cents-84 cents up to 61

cents- 70 cents).
Second-class worker, "-.50 up to 13-15 maximum (14 cents-18 cents up to

36 cents-42 cents).
Third-class worker, 4-5 up to 9-10 maximum (11 cents-14 cents up to 25 cents-

28 cents).
Fourth-class worker, 2.5-3 up to 7.5-8 maximum (7 cents-8%6 cents up to 21

cents-22 cents).
Fifth-class worker, 2-2.5 up to 6-6.5 maximum (5% cents-7 cents up to 17

cents- Is cents).
"It addition the workers receive rations, which are also supplies to the wives

and children.
"A worker earns during his three years' contract, with the help of increments,

A total sum of not less than 8,400 francs $94.80). He is engsged at 2 francs

(5 cents) a day for the first year, which is considered as a probationary period.

Water title recruits who give satisfaction become subject to the scale of wages of

permanent workers as set out above.
- In December, 1930, the distribution of wages was as follows: 34 per cent of

the workers from Ruandi-Urundi, with less than one yeat's service, received a
daily wage of 2 francs (5,1 cents); of 34 per cent who had commenced their

second year of service, 10 per cent were paid at the rate of 3 francs (8% cents),

and 24 per cent at 4 francs (11 cents) per day; of 32 per cent with over two

years' service, 8 per cent earned 3.50 francs, (10 cents), 12 per cent 5 francs (14

cents) and 12 per cent 12.50 francs (35 cents) per day.
"On engagement recruits are supplied with the regulation blanket, a loin-cloth

and woolen singlet, together with a mat and cooking-pot. Women who agree to

accompany their husbands are supplied with a loin-cloth, and if pregnant or

accompanied by a child, receive a blanket in addition."

ExaisiT No. 15

Increase in productive capacity since 1928 of Frood mine, Katanga, and the Rho.

desian mies and derivation of production costs for these mines and for Chile
Copper Co.

19A pro. Present Increase
Country Mine duction Pating (short

(short tons) (short tons) tons)

Canada ..................... Frood mine .............. None. 109,000 109,000
Africa .................. .. ... K tangs .................. 123,900 220,000 96,040Do .................. ...... . Roan Antelo ............ None. 75,000 75,000

Do ........................ Muf..ir .................. None 40,000 40,009

Do ........................... Ru . Non. 10000 10,0000

_-123,90 59,000 470,000

DERIVATION OF COSTS

PROOD M1INE (INTERNATIONAL NICKEL CO. OF CANADA)

International Nickel Co. does not publish figures from which the cost of produc.

tion of copper can be derived. The data shown below are employed in the manner

prescribed-by the Tariff Commission for "complex ores."
Statement from November 10, 1930, issue of Engineering and Mining Journal

featuring articles by officials and operating heads of International Nickel Co., oi

Mr. William T. MacDonald, mill superintendent:
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"The mill feed should average 4.4 per cent copper and 2.2 per cent nickel with'
a precious-metal content (gold, silver, and platinum group metals) of slightly
over $4 per ton."

Four and four-tenths per cent copper equals 88 pounds per ton of which 88 per
cent is assumed recoverable, making the recoverable content approximately
75 pounds of copper per ton.

Two and two-tenths per cent nickel on the same basis equals approximately
37 pounds of recoverable nickel per ton.

Of the $4 precious metal content, a value of approximately $3.40 would be
recovered.

In allocating costs in eases of complex ores, "in which elements other than
copper furnish a considerable part of the recoverable value," the commission used
the following method:

(1) Credits for by-products were allocated, in the costs of mining, to the joint.
product metals (copper, nickel, and zinc) on the basis of the sales value of each
point product; and (2) costs after by-product credits up to the point of separation

of nickel and zinc from copper were allocated on the basis of the sales value of
each of the Joint-product metals. %

A flow sheet accompanying the articles in the" No pmber 10, 1930, Issue of
Engineering and Mining Journal on treatment of Frood ore, shows that only a
partial separation of nickel and copper takes place in the concentrating plant.
Hence, the Allocation on the basis of sales value, used by the commission would
carry through the concentrating process.

On the balis of known costs for mining and concentrating at comparable
United States mines the mining and concentrating costs at the Frood mine will
be between $4 and sh per ton of ore. Using the higher figure and taking nickel at
35 cents per pound, the established price for a long time and copper at 8 cents
per pound, and assuming an 85 per cent recovery, the distribution by the com.
mission's method would be as follows:

Allocation of cost as between copper and nickel

Conen pr tn f r$Unit Total Per centContent per ton o e veult value of totd

Cents
Copper, 75 pounds ...... ......... $600 31.1
Nickel, 87 pounds ............................................. a 12, 5 S

Total ............................................................... i .... &03 ) 10

Total oit per ton for mining and concentrating ................................................... $5.00

Rledueod by precious metal content .. ................ ............. .............. 3.40

Cost to be allocated to copper and nickel .................................................... L O

10li61 do's per cent .............................................................................. .W00
Copper, $1. per ent ............................cet.....................-.....................

Total .......................................................... LNO

As the ore contains 75 pounds of recoverable copper per ton, the above per ton
cost allocated to copper is divided by 75, giving a cost to copper for mining and
concentrating of $0.68 per pound.

The new smelter of the International Nickel Co. is reputed to be a model of
efficiency. Smiselting a concentrated product, the cost per pound of metal would
certainly be no higher than the commission's average cost per pound in the
United States of 1.29 cents, reflecting smelting of both ore and concentrates.

The International Nickel Co.'s refinery at Copper Cliff, Ontario, is of the most
modern type. The cost of refining per pound of copper should not exceed the
cost of refining in the average American plant which was found by the Tariff
Commission (p. 60) to be $0.96 per pound. For this reason, refining costs are
taken at $0.96 per pound.

The freight on refined copper from Copper Cliff to Buffalo, N. Y., Is $5 per
ton or $0.25 per pound.

he depletion and interest charge found by the commission to be applicable to
Canada was 3.39 cents per pound.
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Sunimarizing the above costs, we reach the following results for the Frood

production:

Mining and concentrating ............................................ 0. 68
melting ............................... .. . ....... L 29
Refining .. .............................................. 96
Freight to tUnited States-. -........................ ..... 26

Total cost per pound without depletion or interest .............. & 18
Depletion and interest. ..........-...-................ 3........... at 39

Cost per pound including depletion and interest .................. 6. 57

KATANGA

At a shareholders' meeting of Union Minlere du Haut Katanga, held at
Brussels on July 13, 1931, Mr. Jean Jadot, the president of the company, made
the following official statement:

"Without being indiscreet, it could be said that, Jn spite of the price quoted
for copper in the course of the last few weeks, a price lower than that which had
ever been touched hitherto, the company was not running at a loss, but was
still realizing profits, which, although they were not consderable, were profits
nevertheless."

At the time this statement was made the price of copper had fallen to 8
cents a pound. In order to permit of profit making at this price, the cost of
copper delivered to consumers must have been about 7.6 cents per pound. At
that time the pound sterling was still at par.

The fall of the pound sterling since Mr. Jadot's statement was made has still
further reduced Katanga's cost- The November, 1931, issue of the Rhodesian
Mining Journal states:

"The fall of sterling In Great Britain and the Rhodesias has had favorable
consequences for the Union Miniere du Haut Kasn."The fall of the Rhodesian pound lowers the cost of the company's purchases
of coal, coke, etc., in Rhodesia, in respect of its important transports from
Wankie and from and to Beira."

In the Belgian Congo (Katanga) the native wages include rations for the
laborer and his family. The Norther Rhodeusan Blue Book shows large expor.
itions of food supp lies to the Belgian Congo from northern Rhodesia, both

the supplies themselves and the freight being paid for in British currency
An analysis of the commission's figures for the Bcldian Congo (Katanga)

shows that 53.8 per cent of the total operating cost with depreciation is for
freight and supplies. Sterling has dropped about 36 per cent. This drop in
sterling automatically reduces the above cost of 7.5 cents as follows:

Fifty-three and eight-tenths per cent of a total cost of 7.5 cents equals 4.04 cents,
which represents the cost of freight and supplies before the drop in sterling. The
drop in sterling must have reduced this figure approximately 28 per cent, the de-
crease being 1.01 cents per pound. The previous cost of 7.5 cents per pound reduced
by 1.01 cents as above leaves the present cost 6.49 cents before depletion and
interest. Adding depletion and interest at 0.78 cents, the figure determined for
Africa by the Tariff Commission, brings the total cost to 7.27 cents per pound.

ROAN ANTELOPE

Since the issuance of the commission's report, authentic figures of Roan Ante-
lope's production costs have been made public and are amazingly low. At the
fourth ordinary general meeting of the members of Roan Antelope Copper
Mines (Ltd.), held in London on December 18, 1931, Mr. A. Chester Beatty
chairman, stated that in November, 4 362 long tons were produced at a cost of
£30 3s.Od. per ton. At the current value of the pound (about $3.40) the cost is
approximately 4.6 cents per pound. Mr. Beatty said that "These costs include
all realization charges and working expenditures at the mhie and in London
with the exception of interest charges and depreciation."

Mr. Beatty stated, in part:
$These costs, which are on a basis of sterling, since the departure from the

gold standard, compare with a cost of £33 per ton in September, when our ac-
counts were on a gold basis.
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1I1 want to make it quite clear, that these costs represent all it costs of ehvetro.
lytie copper at the refinery, the London price of which Is now about £42 por Ioug
ton.

"The current operating cost of about £30 per ton, which has, been achieved
in the sixth months rafter the cominenceinent.-of willing operations, makes your
company one of the cheapest copper producers In the world.

The decision of the Northern Rhodesian Government to follow Great Britait
in departing from the gold standard, Is of material assistance to the company,

" We have proved unquestionablyt that we rank among the cheapest producers
In the world, and that we can operate at a profit, even at present day prices, which
are by far the lowest In the history of the industry "

For several months, Roan Antelope's copper was refined at the American Metal
Co.'s refinery at Carteret, N. J., preceding the completion of the fire-reflning
plant in Rhodesia. That the above costs include transportation to the United
States is proved by the following item in the Progress Report of Roan Antelope
Coper Mines (Ltd.). For three months ended September 30, 1931:

Operating cost finished as electrolytic copper in New York, after allowance
for losses in transit, smelting refining, selling, and royalty, but before interest and
depreciation: September, £33.020 per long ton."
Mr, Beatty's statement clearly puts Roan Antelope's cost, before depreciation

and interest at 4.0 cents per pound. The depreciation charge found for Africa
and Serbia 6y the commission was 0.70 cents per pound. The depletion and
interest charge was 0.78 cents per pound. Adding these financial changes, the
cost after depreciation, but before depletion and imputed interest, becomes 5.30
cents per pound; including depletion and interest, 6.08 cents per pound.

MUFULll9A

The most reliable estimate of Mufulira's anticipated costs comes from Mr. A.
Chester Beatty, chairman of the Board of the Rhodesian Selection Trust (Ltd.)
which controls Mufulira. Mr. Beatty said to the shareholders of that company
at a meeting in London on September 23, 1931:

"When you consider that Mufulira will be starting operations on ore with a
much higher copper content than Roan, I think shareholders may have every
confidence that the Mufulira Mine will fulfill our highest anticipations. Since
the Roan Antelope and the Mufulira plants were designed by the same engineers,
I have every reason to delieve that Mufulira should equal, if not excel, the Roan
plant, which not only started operations before its scheduled time, but is working
so magnificenfly to-day.--

Roan Antelope's average grade is officially reported as 3.44 per cent copper.
Mufulira's grade is officially reported as 4.14 per cent. On the basis of Mr.
Beatty's statement concerning Mufullra, the cost for this company is conserva-
tively assumed to be the same as for Roan Antelope.

SIROKANA

According to statements of H. S. Munroe, consulting engineer of Rhokana, in a
report accompanying the director's report to shareholders under date of Decem.

er 2, 1931, Rhokana's ore reserves are calculated as having 270,780,000 tons
carrying 4.8 per cent copper, 25 per cent higher than Roan Antelope. Mr.
Munroe says that "experience has shown that the mining problems are not
unusual, and that simple, economical methods of mining can be em Ioyed. 1
Under the above circumstances, It Is probable that Rhokana's, production cost
will be lower than that of Roan Antelope. For conservatism, we use the Roan
Antelope figure of 5.30 cents per pound before depletion and Interest, and 6.08
cents per pound, including depletion nd interest.

CHILE COPPER CO.

In order not to divulge the costs of any one company the Tariff Commission
published its 1928 cost figures by groups of countries. in its report, Spain and
Latin America costs are combined. However, the production costs for Chile
Copper Co. are available and are here shown as taken from the annual report
for 1929.
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Chile Cop per Co.:

Producton costs, annual report, 1929.
Production sold, 212,568,158 pounds copper.
Production cost-------------------------------*$10,083,960
Depreciation and obsolescence..-----------------------2,410, 516

Total ............................................... 12, 494,476
Deduct miscellaneous income ............................. 2, 081,039

Net cost before bond interest and income tax ............ 10, 413, 437
This cost on a production of 212,568,158 pounds of copper equals 4.90 cents

per pound. This Is with no allowance for the ability to buy supplies in countries
which have gone off the gold standard.

I An amount of 64,230,109 charged as taes end misoelleeous ha been eliminated beeuss It obviously
evrs Chilen Inoome taies.

Summary

Cost
Annual

prodIuctive

Item cspagte Without Withdepe.
(aot depletion tion Fend

to) and in. tlows
to-s

mine........................................................ 1 , 000 3.18 &.8?a~ r t to .......... .......................... 4................. 49 7.37f
S re .................... ................................. 4 000 8.s0 .0Il~ ...... 0................................................. .1 i40 0 Oso 0.Oi
.................................. .................... ...... 16% 0 o 06w6....... ...... l0 %0) 4.30 9.60

EXHIBIT No. 17

Comparison of domestic costs of copper based on production required to il con-
sumptive demand for 1928 (see Fzibit No. 16) with foreign costs in kineipal
completing countries (see fhibit No. 15)

OPERATING COSTS

Domestic cost Item Cost Differ-
- Io

tFrood ................................. 3.18 7. U
Itoons ....................... Ioodag............. .......... 3.48 40SKetange ................... 0.49 4. 01JOtenSD................................bod~e ...................... . I0

Chile Copper Co .......... tJ 90 8.0

TOTAL COSTS

.ro ...... .... ..................... .,+,+ ; &43,,.
Kaxmp ....................... .7 77

loeents ................................... Rod......................Rhodesiae......................... o.0 M
lChile Copper Co ............... 9.00 6
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ExmmT No. 18

Calculation showing the 19#8 average coat of producing foreign copper as relorte
by the Tarif Commission (Table A) the adjustment of the same by taking it
established costs of the Katanga, Rhoaesan, and Frood Mines, and the reauliing
corrected foreign average coat

Proluctin Total(short tons)

Foreign production for 19M5 for which osts were obtained per Tariff Commission Ca.
Report (Ta bles A and 18) ............4W422,010 ES

Remove Belgian Congo (Kstangs) and Serbian producin included In above.*: 144,718 11ies
275,301 11.99

Reduce by 10 per cent of operating costs account depreciated currency I .....-......-............-. 78
278,301 11,2

Add adjusted pro uotion and cost for Katng I 2 ................................. 220,000 7,27
Add total Rhodewsan producton0 ................................................. 2 0,0o0 4106

Frood mine production I .................................................... 109,000 6.57
689, 301 1,07

I Depreciation of currency In countries which are Important exporters of copper Is as follows:
Per cent

Canada ................................................................................ 15
Mexico ................................................................................... 21Spaitn...................................... ...... 60
1bern Rhodesia.........................................................,0

The ability of South American coPi companies to purehasesuppiles from countries which have dropis
the gold standard Is of Impotane. Toe exact Increment of cost di ferenoe which the factor o tdepreoiaM
currency introduces is indeteminate bemuse of lack of detailed information. An estimated reduction of
10 per cent is applied he.

I Serbian pro uotion and cost figures have been necessarily eliminated. The effect io negligible sines
serbian tonag represents oy 2 Per oent of the total.

'Figures taken rom Exhibits Me. 4-8 and 15.
The commission's total cost for average United States production including

depletion and interest Is 13.29 cents. The foreign cost as above is 8.07 cents,
The difference Is 8.22 cents.

ExuteiT No. 10

RAILROAD STATISTICS

Earnings of class 1 railroads on copper, ores concentrates, and metal per ton
of copper produced by United States mines), from freight commodity statistics,
Issued by Interstate Commerce Commission; as follows:

1928, $12,733,204 ............................................... $13.62
1929, $14,748,086 .......- --............... .......... 14.37
1930, ,74,d ............... *".-- 13 6i

Average .................................................. 13.90
Freight bill for railroad transportation only on copper, ores, concentrates, and

metal, also fuel, timber and other supplies paid b{ 12 producers itk Arizona, New
Mexico, Nevada Montana, Michigan, and Tennessee, representing about
one-third United States production of copper (per ton produced by above group):

1928, $9,713,819 ................................................. $32. 75
1929, $11216,417 ..................................... 35.14
1930, $7,676,N86 ........................................ 2& 94

Average. ------------------------------------- 32. 36
Estimated total freight bill for all United States producers on above basis:

1928 .....--------------------------------- $29,141,457
1929 ..................................................... 33, 649, 251
1930------------------------------------------. 23, 028, 8658
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Gross revenues of Southern Pacific Co. and con eating lines, freight, pasenger
and miscellaneous on the business of copper companies in Arizona andt New Mexico
and traffic iidental thereto viz, the general traflo of the commyjnties whose
exlstence is dependent upon tRe continuance of the copper Industry.' Per too

102$, $15,703,500 ...........---- .................. .4 - &.. $854. 87
1929, $19,257,900 .....-. w-.... w-........... .... ...... 61.84
1030, $11,320,700. .-................. ......... .......- 49. 80

Avenge ..-..-......... ................................... 56.11
NoE.-About 30 per cent of total United States produtetion of copper is trlbu.

tarv to Southern Pacific rails li Arizona and New Mexico.
Festimated total gross revenues of all United States railroads attributable to

copper industry on above basis:

192 ...................... ................................ $52, 345, 000
1929 ...................................................... 04, 193, 000
1930 ...................................................... 37, 730, 000

STATEMENT OF HEATH STEELE, NEW YORK CITY, VICE PRESIDENT
OF THE AMERICAN METAL CO, (LTD.)

Mr. STEELE. My name is Heath Steele. I am vice president of
The American Metal Co. (Ltd.), in charge of operation, and in order
that there will be no misunderstanding as to my position on the
topper tariff, I wish to state that The American Metal Co. (Ltd.)
hw,. foreign interests in copper, including Cuba. I would also like
to mention that we are operating a large lead-zinc property in New
Mexico. Although these metals are protected by a traiff, I wish to
assure you that we have been operating this property for a consider-
able time without profit, and that conditions are just as bad in the
lead-zinc industry as they are in the copper industry.

I am opposed to a copper tariff as I do not seG how it can possibly
benefit the copper industry, produce revenue or help the unemploy
metnt situation in those States which are advocates of the copper
tariff, or elsewhere. The world's copper market to-day is in a strained
condition owing to enormous stocks above ground.

I believe that a copper tariff will disrupt the present marketing
arrangments and will retard the recovery of the copper industry
beyond the time when the corrective measures already in effect would
normally bring about a recovery.

The tnitedStates is the copper refining center of the world. A
duty, even with drawbacks, will place the refineries and smelters at a
Freat disadvantage in competing for the treatment of foreign copper.
I will repeat that a duty ill not relieve the unemployment at the
mines, but it will increase unemployment at the refineries and smelters.

Contrary to statements which are being made, and particularly
considering the exportation of manufactured articles, this country is
still an exporter of copper. It has a potential mine producing
capacity of 1,318,000 short tons per annum. Its peak consumption
of primary copper in 1929, exclusive of manufacturers' exports, was
847,000 tons, or 63 per cent of the production capacity. In 1931 we
consumed about 454,500 tons, and we are now consuming. at the rate
of 330,000 tons, about 25 per cent of our producing capacity. If our
mines and plants are to work at anything like capacity, we must par-
ticipate in the world's markets. this can only be done by coopera-

'Copper produced tributary to Southern Paelfl', rails lu Arizona and New Mexico.
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tion with foreign producers. This cooperation is to-day in effect,
and in An effort to bring about better conditions, 90 per cent of the
world'b, producers of copper have volunteered to inaugtirate a cur.
tailm,3nt down to 20 per cent of their maximum capacity. A tariff
here is almost certain to immediately cause a copper tariff wall to be
placed around the British Empire. Germany and perhaps others
vill probably form immediately a tariff union with the Belgian pro-

ducers. The markets that will be left outside of the tariff walls may
consume only about 18 per cent of the world's copper. With such
restrictions in the market, cooperation among the copper producers
is impossible, each group will have a surplus production and will dump
this into the markets remaining free, and there can be only one result
in that case-an absurdly low price in the free market, which will
drag down the prices in the protected markets to below the cost of
production. This claim is not based on theory, but on actual experi.
ence.

As you know, Great Britain recently put a tariff of 10 per cent on
many goods among them pig lead, of course leaving Empire lead free
of duty. Tis action shut out all non-Empire lead from the British
market and created a scramble for an outlet in competitive fields with
the result that the world open market price, of lead- declined over $10
per ton while the British 'mpire producers could recoup less than
half of this decrease in a premium obtainable in Great Britain; at the
same time a good premium up to that time obtainable in Asiatic
markets disappeared. All these changes took place without an in.
crease of production or a decrease of consumption merely in conse-
quence of dislocation of markets.

I want to cite to you how ineffective tariffs are during periods of
over-production: Copper in an unrestricted market is now selling at
15 per cent of its 1927 price as against dutiable lead, selling for 44 per
cent. Silver, on the free list is selling for 53 per cent of its 1027
price as against zinc, a dutiable metal, which is s-ling for 45 per cent.

Furthermore, the present stocks of copper above ground, represent
one year's supply for the entire world at the present rate of consump-
tion. The United States alone owns 71 per cent of this stock, and it
would take us at the present rate, if no copper was produced, one and
one-half years to consume this copper. The stock of copper in the
United States has been largely'increased by the fear o an import
tariff; foreign producers have brought into the United States during
the last few months, large tonnages of copper, in order to benefit if
possible by a tariff. Normally, stocks equal a three months' supply.

We must also realize that American companies own about 70 per
cent of the world's supplies below ground, and have a substantial
ownership id at least 20 per cent additional underground supplies.
Americans own nearly all the copper in the world, yet the tariff
proponents claim that we miust protect ourselves. Everything within
reason is being done at this time by the bulk of the copper producers
to bring about the return of better conditions and a sound basis for
more production; but only with an increased consumption can we hope
to bring about an increase in employment.

The United States are the world's copper refiners. Including non-
custom and fire refining, the United States control 62 per cent of the
world's refining capacity. Of custom electrolytic refineries only, the
United States have 77 per cent of the world's refining capacity.

792
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This is because we have had a free market which has enabled us to
c6mpete in the refining of foreign copper against Europe.

Foreign copper, coming here for refining, has always found a lir.
ited market here but like the excess domestic production, most of it
must be cxporteA. As long as the United States has a surplus pro-
duction, it must have a foreign market and it makes no difference
where a particular lot of copper is consumed except for the advantages
to be obtained through geographical locations.

In the marketing of copper, it is customary for refineries on the
seaboard to swap deliveries of sales to save freight-refineries on the
seaboard swap sales in the interior to interior refineries for the interior
refineries' export sales.

It is cheaper for the Tacoma refinery to ship copper to Europe
and the Orient. Montana refineries can deliver cheaper to the interior,
mid-western Canada can deliver advantageously to the Detroit mar-
kets, and through these deliveries obtain export copper from the New
Jersey refineries, because it is more expensive for Jerse refineries to
deliver copper west of Buffalo than to Europe. It . cheaper to ship
copper from El Paso to Europe via the Gulf than to deliver in New
England.

And I want to mention here that speaking of the Noranda copper,
it is cheaper for Noranda to ship to Europe than it is for it to ship
to New England. The freight rate shows a difference of $1.45 in
favor of shipping to New England, but with the premiums that they
secure abroad they lose from $1.15 to $3.55 a ton selling in New
England.

During the shipping season it pays Michigan mines to ship to
Scandinavian ports, and evidently this is profitable because they antic.
ipate winter business by storing large tonnages in Scandinavia.

In 1928 the United States refinenes refined 346,000 tons of foreign
copper, and we shipped out 215,000 tons more copper from this
country than we refined of foreign.

In 1929 we refined 378 000 tons of copper and we again shipped
out 118 000 tons more than we refined. This is why the foreign
copper does not have such a depressing effect upon this market.

On the other hand, if we have a tariff it will exclude all foreign
copper from this small participation in our markets. Even a draw-
back will not save the American refineries from losing this refining
business.

Senator WATSON. While we were exporting that much, how much,
if any, did we import and refine?

Mr. STEELE. We have had an excess of exports over imports.
Eonator WATsoN. All the time?
Mr. STEELE. All the time. In our refinery in New Jersey at

present we are only refining 6,100 tons of copper per month as against
an average for five years of 16,300 tons per month. A lot of this
comes from South America and from Cuba. Our last contract from
South America carried a clause in it, gentlemen, that it is cancelable
within 60 days' notice after a tariff comes on here.

I might add that all the so-called recent deluge of African copper
has come to this plant, and the total received by us to date has been
less than 18,000 tons. The greater part of this has been fire refined
for consumnption in Europe. We do not expect to receive more than
700 tons per month of the African copper for refining. At present
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the other African coppers are selling their copper in Europe in the
form of blister copper. cc

The United States principal source of foreign copper for refining iq
South America.

Senator SIORTtIDOL. Read that again.
Mr. STEELE. The United States principal source of foreign copper

for refining is South America.
These plants have been built up to their present capacity to take care

of this South American business. If it is to be taken away from them
it would be an irreparable loss to the industry and a very serious loss
to the community.

Instead of foreign copper flooding this country or any other coun.
try, as the tariff proponents state, the Roan copper mine is voluntarily
curtailing, along with all the other producers. It could produce
75,000 tons of copper per annum~ it is now producing 27,000 tons per
annum. The Mulfulira Co paper Mines (Ltd.) could produce 150,000
tons per annum-but has voiuntarily reduced this production to zero.
It is this necessary cooperation which a tariff will disrupt.

To refute the extravagant statements which have been made about
this copper and its flooding of the markets, I am going to give you the
exact fi res on production. The Roan Antelope mine in Rhodesia
has sold; since commencing operations last June, 38,354 tons of copper,
of which 9,982 tons is all that has been sold in the domestic market
as electrolytic copper, the balance of 28,342 tons being sold in Europe.

We have been furnished with some pictures of -brush huts and
natives to represent the mines. Not one pound of this Katanga cop!
per Is sold here. The last that came in was mi January 1931. And
the joke of it is that when it did come in it was importeA and refined
at one of the subsidiaries of the Phelps Dodge Corporation, one of
your chief tariff proponents.

Also a rat many extravagant statements have been made aboutthe cost of this copper. i am going to give you the facts. The Tariff
Commission to arrive at a total cost, including depreciation, depletion
and interest, has added 1.42 cents per pound more than foreign pro.
duction. But, to arrive at this difference it charged 4.07 cents per
pound for depletion and interest and 0.69 cents for depreciation, a
total of 4.76 cents per pound above operating cost.

The report of the Phelps Dodge Co. for 1931 shows that they have
a cost of 2.90 cents for this.

Taking the operating costs of the Roan Antelope 'line, in Africa,
and adding in one case the commission's figures and in the other the
Phelps Do-dge figure, on a normal exchange basis for the three months'
average, show that our cost on the commission's basis would have
been 11.96 cents, and 10.1 cents on the Phelps Dodge basis, but at
the depreciated exchange figures, on the commission basis it would
br 9.94 cents, and 8.08 cents on the Phelps Dodge.

But I will go a little further and say that the depreciation of our
properties can not be less than 1% cents--it will be more--and add'i
this figure to the operating cost the three-months average on a normal
exchange basis is 8.71 cents a pound and at the depreciated exchange,
6.68 cents.

I ask you to compare these figures with the recent statement in the
Wall Street Journal of March 28, which states that the Phelps Dodge
can produce 400,000,000 pounds of copper a year at 7 cents; and that
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180,000,000 pounds a year can be mined from the Clay ore body at a
cost of 6.5 cents per pound including depreciation. The Nevada
Consolidated claims a 7 cents cost, andUtah Copper 5.5 centsoperat-
ing at full capacity.

At Roan, African natives receive a wage of 27 cents per day.
This is the wage that has been so widely quoted. But it is not the
total. In addition he gets good living quarters and a regular diet of
food is furnished him free of charge. This brings the total wage to
about 81 cents a day, not including the cost of transporting him to
and from the villages, medical treatment, and hospital care. The
Tariff Commission states that the ratio of productivity is 1 to 12 in
favor of the highly paid United States miner. It is no secret to those
versed in the copper industry, that the United States can produce
large tonnages of copper as cheaply as any other country in the world.

A tariff with all the necessary drawback to protect manufacturers'
exports will be cumbersome and unworkable resulting in a loss of
foreign business to the United States and to th& exporters and to the
refiners. The importance of this trade is considerable, gentlemen,
and it deserves a very careful study before a tariff can be considered.

Senator REED. Are you going to speak about International Nickel
and Noranda?

Mr. STEELE. I mentioned it. I know nothing about their costs
except I guess them to be somewhere about 6 cents on both. But I
would like to mention that International Nickel has a by-product of
platinum, and since it is unsalable to-day in any quantities it can not
be credited. Everything is suffering from underconsumption; there-
fore any figures that we give to-day are not representative of what
we do when we have a prosperous industry.

Senator REED. You say the International Nickel has a by-product
of platinum?

Mr. STEELE. Ifas a by-product of platinum, but it is of no value
to speak of to-day.

Gentlemen, I would like to ask permission to file this brief.
The CUAJmtMAN. That mar be done at this point in the record.
(The brief presented by Mr. Steele is here printed in the record in

full, as follows:)
Batmr or HEaS SRmLt

Attention is called to the fact that the following copper companies located In the
United States are clamoring for a tariff:

Producing capadty Poun&
Phelps Dodge & Co ......................................... 400, 00,000
Calumet & Heels- ------------------------........ 150,000,
Quincy Mining Co ......................................... 25, 0,000
Copper Range ........................................ 40,00,000
Mijmi Copper---------------------------------.. 150, 000,000

Total-------------------------------.. 765, 000,000
The following American producers have not Indorsed the petition for a tariff

and have not taken any active part in the propaganda for a tariff, thereby indi-
eating that they are to say the least indifferent to the question:

Anaconda, Butte mines .................................... 60, 000,000
East Butte ............................................... 7 000,000
Enes ............................................... 12000,000
Inspitration---------------------------------------.....140,000,0000
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Pounds
Xennecott-Alaska ...................................... 20, 0000Magna ............................................ ....... 600 0Moher Lode ......................................... 0 00

A- 12000,o000Nevsdm-o . .......... 870,000,000UntdVre............................................. loop00 0
United Verde Extenson .................................. 54,0000Utah Copper 40 000ta op e...... ... .................................. 0 , 0: 0
Utah Apex ........ ........... 0.............. 4,000000
Utah Delaware .....-.......--........... ............... 0
Walker ..................................... ...... 1 006"

Total......- ...................................... 1, 627, 000, 000
It will be seen that the largest part of the production Is not support; the

request for a tariff.
i. Iam vice president of the American Metal Co. (Ltd.) in charge of operations,

and in order that there will be no misunderstanding as to toy position on the copg
tariff, I wish to state that the American Metal Oo. (Ltd.) has foreign Interests
in copper, including Cuba. I would also like to nention that we are operating a
large lead-uinc property In New Mexico. Although these metals are protected by
A tariff I wish to asure you that we have been operating this property for a con.slderabe time without profit, anu that conditions are just as bad In tile lead-zino
industry as they are the copper Industry.

2. I am opp(ed to a copper tariff as I do not see how it can possibly benefit
the copper industry, produce revenue or help the unemployment situation in those
States which are advocates of the copper tariff, or elsewhere. The world's copper
market to-day is in a strained condition owing to enormous stocks above ground,

3. I believe that a copper tariff will disrupt the present marketing arrange.
ments and will retard the recovery of the copper Industry beyond the time when
the corrective measures already in effect would normally bring about a recovery.

4. The United States Is the copper refining center of the world. A duty, even
with drawbacks, will place the reneries and smelters at a great disadvantage Incompeting for the treatment of foreign copper. I will repeat, that a duty will
not relieve the unemployment at the mines, but it will increase unemployment at
the refineries and smelters.

(A) Contrary to statements which are being made and particularly considering
the exportation of manufactured articles, this country Is still an exprtor of copper.
It has a potential mine producing capacity of 1 818,000 short tons per annum.
Its peak consumption of primary copper in iog exclusive of manufacturers
exports, was 847,000 tons or 68 per cent of the production capacity. In 1931 we
consumed about 454,000 tons, and we are now consuming at the rate of 330,000
tons, about 28 per cent of our producing capacity. If our mines and plants are
to work at an hing like capacity, we must participate in the world's markets.
This can only be done by cooperation with foreign producers. This cooperationis today In effect, and in an effort to bring about better conditions, 90 oer cent
of the world'n producers of copper have volunteered to Inaugurate a cur ailment
down to 20 per cent of their maximum capacity.

A tariff here Is almost certain to immediately cause a copper tariff wall to beplaced around the British Empire. Germany and perhaps other will probably
form Immediately a tariff union with the Belgian producers. The markets thatwill be left outside of the tariff walls may consume only about 18 per cent of the
world's cdpper. With such restrictions in the market, cooperate on among the
copper producers Is impossible, each group will have a surplus production and will
dump this into the markets remaining free, and there can be only one result In
that case-an absurdly low price In the free market which will drag down the
prices in the protected markets to below the cost of production,

This claim Is not based on theory but on actual experience. As you know,
Great Britain recently put a tariff of 10 per cent on many goods, among thempig lead, of course leav ig Empire lead free of duty. This action shut out al
non-Empire lead from the British market and created a scramble for an outlet
In competitive ileds with the result that the world open market price of lead
declined over $10 per ton while the British Empire produces could recoup less
than half of this decrease In a premium obtainable In Great Britain; at the same
time a good premium up to that time obtainable In Asiatic markets disappeared.
All these changes took place without an Increase of production or a decrease of
consumption, merely In consequence of dislocation of-markets.
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I want to cite to you Ilow ineffective tariffs are curing periods of overproduce
lion: Copper it an norestrieted market is now selling at 4 per cent of fts 1927
price s against dutiable lead, selling for 44 per cent. Silver on the free list is
1lling for 53 .er cent of its 1927 price as against zinc, a dutiable metal, which
is soiling for 45 per cent.

iFuthermore, tphe present stocks of copper ahove ground, represent one-year's
supply for the entire world at the present rate of consume option. The United
States alone owns 71 per cent of this stock, and it would take us at the present
tate, if no copper was produced, one and one.half years to consume this copper.
The stock of copper In the United States has been largely increased by the fear
of an import tariff, foreign producers have brought into the United States during
the last fow montiis, large tonnages of copper in order to benefit if possible by
A tariff. Normally, stocks equal a three months supply.

We must also realize thtat American companies own ahuit 70 per cent of the
world's supplies below ground, and have a substantial ownershil, in at least 20
per cent additional underground supplies. Americans own nearly all the copper
in the world, yet the tariff proponents clai that we must protect ourselves.
Everything within reason is being done at this time by the bulk of the copper
producers, to brie g about the return of better conditions and a mound basis for
more production; but only with an Increased conisumption can we hope to bring
about an increase it eIployilent.
(B) The Ui ted States are the world's coppor refiners. Including unocistotl and

fire refining, the United States controls 62 per cent of the world's refinin ca-
pseity. Of custom n electrolytic refineries only, the United States have 7# per
cent of the world's refitting capacity. This is because we have had a free market
which has enabled us to compete in the refining of foreign copper against Europe.

1. Foreign copper, coming here for refining, has always found a limited market
here, but like the excess domestic prodiuctioni, mst of it n1iust be exported. As
long as the United States has a surplus production, it must have a foreign market
And it makes no difference where a particular lot of copper is consumed except for,

the advantages to be obtained through geographical locations.
2. In the marketing of copper, it Is customary for refineries on the seaboard to

swap deliveries of sales to save freight-refineries on the seaboard swap sales In
the interior to interior refineries for the Interior refineries' export sales.

It is cheaper for the Tacoma refinery to ship copper to Europe and the Orient.
Montana refinerie, can deliver cheaper to the Interior, midweatern Canada can
deliver advantageously to the Detroit markets and through these deliveries
obtain export copper from the New Jersey refineries, because it is more expensive
for Jersey refineries to deliver copper west of Buffalo than to Europe. It is
cheaper to ship copper from El Paso to Europe via the Gulf than to deliver in
New England. During the shipping sason, it pays Michigan mines to ship to
Scandinavian ports, and evident tly this is proftable because they anticipate
winter business by storing large tonnages in Scandinavia.

Excluding Cuban copper Which, under the commercial treaty, will come in
duty free, and which furthermore, is all smelted as well are refined in this country,
the United States refineries refined the following tonnages of foreign copper.

Cuban (ts doilestic

Tons 1c9 n

Forelgit cop' or refined ....... ............... ............. :146. SIM 379,277

0I copper exported ......... ..... ....... . 510 4il 444

Culls ............................. . ... .... Is, MO 15,740

I Does not Include a consliteralek twutitty O IV(1 tii'ld 1ait l ractltd NOrms

I have trl, l to explain why foreign copier does ot hrivt it ,h014'-Isiltg
tpfteet in the doinestic inarket thlat the tatliff |H'P)i '1tH (l:hli lit , On t1 ie ,d Ither

hInd, if we have a trilff, it, will exclude till forhgvi upper fromi tI-t snvili
pInrtieil)atlon ft our iii:ti'ket. E]ven :1 dritwback will not Qave the At;nrlv:ai
reflikerles front losing this refining usintlt'Ss. A4 it ta:tter of faet, with itth,

turiff walls set up as I hnve tnoiitioied, I do riot know where South Anwricai
1l i.512 -- ....51
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copper can find a market (877,480 tons in 1929; 274,481 tons In 1020), and this
copper is almost 100 per cent American owned.

electrolyticc refining capacity in this country is 1,697,000 tons per year;
Canada, 180,000 tons; Europe, 328,000 tons.

Tons per yeap
Chrome .................................................... 8------ 501000
Maumer .............................................. 188,000
Baltimore ...................................... . . 400,000
Raritan .......................................... ... 70, 000
Laurel Hill ........................................ ... ... 250,000

Total .................... 1,28,000
Beventy-six per cent of the United States capacity is situated on tile Atlantic

seaboard. In New Jersey our refinery has 240,000 tons' capacity. There Is
also a copper and lead smelter and secondary metals reclaiming plant, Our
yearly expenditures during the last five years average $0,000,000. We have a
plant investment of $14,000,000. Runujng full, we employ 2,200 mean; we are
now employIng a little les than 1,100.

During the past five years we have produced 980,000 tons of copper, 1,711,189
ounces of gold, and 108,794,819 ounces of sliver, as well ans other by-products,
Of this copper, 80 per cent came from foreign sources, principally South Amerl.
con, and 8 per cent came front Cuba and was not only refined but also
smelted In this country. Foreign copper furnished 285,000 ounces 4f gold
and 67,400,000 ounces of silver at this one plant.

At present we are refining only 6,100 tons of copper per month against an
average for five years of 16,800. Of this blister copper, 2,900 tons is forelp
and 1,800 tons from Cuba,

I might add there that all of the so-called recent deluge of African copper
has been received at this plant, and the total received by us to date has been
less than 18,000 tons. The greater part of this has been fire refined for
consuption in Europe. We do not expect to receive more than 700 tons per
month of the Roan Antelope copper; as for the other African coppers, we
have a contract for refining only such blister as they may not sell in Europe.
At present, they are selling their copper to Europe in the form of blister cop.
per and the amount that will be refined in this country will be negligible.

Our principal source of foreign copper is from South America.
This plant pays 20 per cent of the local taxes and is a vital factor in the

welfare of Carteret, N. J., and community. Normally, refineries work two.
thirds of the month to pay all their expenses and earn' profits only during
the remaining one-third, These plants have been built up to their present
capacity to take care of this South American business. If it is to be taken
away from them it would be an irreparable loss to the industry and a very
serious loss to the community.

Instead of flooding this or any other country with copper anj the tariff pro.
ponents state, the Roan copper mine is voluntarily curtailing, along with the
other producers. It could produce 75,000 tons of copper per annum; It is now
producing 27,000 tons per annum. The Mufullra Copper Mines (Ltd.) could
produce 150,000 tons per annum, but has voluntarily reduced this production
to zero. It is this necessary cooperation which a tariff will disrupt.

To refute the extravagant statements which have been made about this
copper and Its flooding of the market, I am going to give you the exact figures
on production. The Roan Antelope mine in Rhodesia has sold since com-
mencing operations last June, 88,354 tons of copper, of which 0,982 tons is all
that has been sold in the domestic market as electrolytic copper, the balance
of 28,342 tons being sold it Europe. The remaining 30 tons were used for
experimental purposes. Katanga copper is all sold in Europe. Now, gentlemen,
so much for the flood of African copper which is supposed to have caused so
much of the unemployment In the mines In this country.

Also as a great many extravagant statements have been made about the
cost of this copper, I am going to give you the facts. The Tariff Commission's
report on a comparative basis, shows that foreign copper is produced on the
average of one-half cent a pound below the domestic cost. The tariff pro.
ponents would like to compare their costs with all the depletion, depreciation
and interest charges Included; against foreign costs stripped of all of these
charges; which is neither fair nor reasonable.
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The Tarlff Commission's figures show the domestic production costing 1.42
cents per pound more than foreign production. But to arrive at this differ-
ace It charged 4.07 cents per pound for depletion and Interest and 0,00 cents
for depredation, a total (f 4.76 cents per pound above operating costs.

The, 1931 report of Phelps Dodge Co. shows 0.045 cent for depreciation
and 1.955 cents for depletion, total 2.90 cents,

Taking the operating costs of tie Itoon Antelope mine, in AfrIct, and adding
in one case the commission's figures and in the other the Phelps Dodge figure
we get on normal ond depreciated exchanges for the months oi November an
December, 1931, and January, 1982.

Eobne ait 101 Eshr at $,1

COMMIT. rhPles COMnIX helPS
In )odg n elan
basIs basis basis bur

goebrsiw..........................................0.68 0.84 .1 ~
14.70 900 4.76 18

mha ...................................................

luar...................... ....... 4.4

HAS 9.458 %MTT %,oll

0.60 IV~4.76 2. 74 *

11.86 0.80 9.8 7.476

0.40 9.40 5.000 a.0"s
4.76 z.00 4.76 2.0

4.76 2 .90 76

(Rid)........................11.000 10.10 0.47 8l0g

On a full operating basis, Roan's costs for these charges could not be less
than 1.5 cents per pound. Adding this figure to operating costs, the three
months average cost on normal exchange was 8,71 cents per pound and at
dereciated exchange 8.687 cents per pound.Compare these figures with the statement regarding Phelps Dodge and
published in the Wall Street Journal of last March 28, which states that it
can produce 400,000,000 pounds of copper per year at 7 cents cost including
depreciation and all charges except Federal taxes; furthermore that 180,000,000
pounds per year can be mined from the clay-ore body at a cost of 5.5 cents
per pound including depreciation. The Nevada Consolidated claims a 7-cent cost
and Utah Copper, 5.5 cents operating at full capacity.

African labor Is not cheap labor. Every mine manager knows that labor
must be measured by rate of work as well as wage, and that the highly paid
American miner has always produced the lowest cost. At Roan, African na-
lives receive a wage of about 27 cents per day. This is the wage which has
been so widely quoted, but In addition, he gets good living quarters and a
regulated diet of food furnished him free of charge. This brings the total
cost to about 81 cents per day, not Including the cost of transporting him to
and from the villages, medical treatment, and hospital care. The tariff
Commission states that the ratio of productivity is I to 12 In favor of the
highly paid United States miner. It Is no secret to those versed in the copper
industry that the United States can produce large tonnages of copper as
cheaply as any other country In the world.

I want to repeat that with a copper tariff, no foreign copper can
sold in this country, therefore there can be no revenue. A tarif
with all the necessary drawbacks to protect manufacturers' exports
will be cumbersome and unworkable, resulting in a loss of foreign
business to the United States rollers and fabricators. The importance
of this trade is considerable, and in 1930 it amounted to 110,408 tons,
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of which 47,850 tons were in widely distributed articles of utantifac.
ture. These figures were not included in the Tariff Connission's
calculation of export surplus. This is a problem that deHerv('s a vtry
careful study before a tariff can be seriously considered. Tons

- -, ---------- ------- -- - - -- - - - $7, AM
1'Iji'e and tlts ------ ----........ 1,349
PltW 01td she4t1s ------------------------------------------- q. 492
put' wire-------------------. . -----------. 7, M
isulattd wire and v th - - - - --.. ..... .. ........... 0-273

co;l)er eOlitIIl iwi ai ii l i'illg ilh .. 47, 8')u

Total ...........................- ---- ---------------- -110.,409

in conclusion, I wish to draw your attention to the conditions
which led to the abolition of the topper import tariff in 1894. Cir.
(rnistances to-day are, to a large extent, similar to those of the early

,ndties and it does not seen unreasonable to assume that history
Might repeat itself. There was a tariff on copper in this country for
many years up to 1894. The rate varying from 11/4 cents to 5 cents
and around 1892 the import duty wats 11/ cents. Of course, in those
days the world's copper production and tthe United States production
were much smaller tiin they are to-day. The world's production of
copper in 1892 was 848,000 short tons. With a view to bringing about
international cooperation the American copper producers had joined
foreign producers and formed the Copper Producers Association.
whilcl compiled accurate statistics and endeavored, by an exchange
of information, to keel) production and consumption in equilibrium.

In order to allow the market in Europe to recover from the con.
sequences of a corner which had been engineered by the French
people from 1887 to 1889 and which had ended disastrously, and,
furthermore, inasmuch as Europe was seriously upset by the reper.
cussions of the Baring crisis, the American producers agreed that
their shipments of copper during the period from the first of July,
IS I2, to the 30th of .Jum. ls9.3. -11l niot t'xt'tl 40.00 tons.

They lived up to this agreement, but in spite of this and in con-
sequence of the fact that the crisis which ha started in Europe had
also affected the United States and had been accentuated by the
effect of the Sherman free silver coinage bill, the price of copper
in the United States, prior to July 1, 1893, was most of the time
below the European price, in spite of the duty.

During the six months following the period of restricted ship.
ments, that is, from July 1 1898, to December 31, 1893, the United
States shipped to Europe 5Y,425 tons of copper, or nearly three times
as much as during the six months previous.

The price'of copper in the United States remained nearly all the
time below the Euroan price. Only casually American copper
was reshipped from Europe to America, entering the United States
free of duty as reimports and whenever such a transaction became
known, the American price quickly dropped below the Europeanparity. Finally. whlvn the yesti,,ti (tf revisitnu 4, tariffs citne, 111
during the second Cleveland administration, copper was included
amongst the articles to be put on the free list.

A diligent search of the Congressional records of this eriod does
not disclose any discussion or debates on the subject in Congress or

00
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by the committee. Professor Taussig, the famous Harvard econo-
mist, in his books on tariffs, writes in regard to the copper duty
W~'fore Cong1ress as follows:

From "The Tariff History of the Udnited Stat s." by Frank W.
Taussig, page 343 :

Alrenfdy ill IN1S1, Me' dity ia~m Iwu rehdtce(I to, I IV4 cvlits I'te, j1411d. A1 the
.oplt'ir nineliO, 4dniout ilone itinoiig tihe great entellir smes o.f tie votntry., lindyl1pelk e11Joyll11K tlilln1terrilpte(I Ip'OStlerty, evenvil'1l-ig the, le{-1h1,l (it 41111'esi|oll.

ioi lid tuI('l i exliirthig th 'li' prodi uct itmi it great sII i. il4, vliiel' strai wii iv for

tlie (11ty'. F()' g(M1 , r1 Iii. th1e O44plel' 1iuty 111141 vor'kol t 0tI of tM Wt4fits
years before,

In short, the futility of it copper-inport tariff had becomuie [o
clearly evident that no voive w,s raised to mintain this artificial
barrier. In fact, copper j 'odacers were keen to have an open and
free market. None of ti cop)e-Cc()llstiiiih III V((lltt'Iiies have eviQ'r
placed an import tariff on copper during the Alat O)0 years, with the
4,xceptioin of ultl ifa, whose eOn11ption wits not ii important iteii
ill the world's market.

To-day the danger is great that the British Empire will discrim-
itiate against foreign copper and be in favor of Empire copper. The
present producing capacity of Empire copper is 190,000 short tons,
while tile Epire consuiunltiou is estimtllate'd roughly for 1931 at 175.-
oOO short tons. In other words, the British Emtipire is in a position
to supply more than the entire requirements of the Einpire consumip.
toii. Recently when the United Kingdom placed a number of
articles omi the dutiable list and when pressure was being brought to
ilutl coplper, (1111V0)1114st0 ]wevflil(d. tit the elnd copplr wits lft
on the free list, but there is no doubt about it that the inominent
copper is put on the dutiable list in the United States, the recent
action of the British Parliament or Tariff Commission will le
reversed.

Today we are again like we were in 1893-1n1 the throes of t paie.
)omestc copper consumption has decreased more than foreign cop-

per consumption. As compared with 1929.-copper consunpt* on in
the United States was 72 per cent in 1930, 54 per cent in 1931, and is
rou lily estimated at 30 per cent during the first three months of

Fireigai colmUlhption of coppel', coIpared with 1929. was in 1930
95 per cent; in 1991, 80 per cent; and is roughly estimated for the
first quarter of 1982 at 67-per cent.

In the second half of 1893 the power of absorption of copper in
Europe came to the rescue of the American copper producers and
prevented the market from declining much below 9 cents per pound.
The way conditions ae to-day we are relying largely on the steadier
demand of the European consumption of coppei for. the next few
months, and it would appear to me to be utter folly to antagonize
the European countries at this juncture.

Germany was, in normal times and up to the recent financial dis-
aster, the largest taker of copper outside of our own country. She
has consumed as much as 250,000 tons a year with a home production
of less than 40,000 tons. France is one of the large copper-consuming
countries, taking more than 125,000 tons per annum--l53,000 in
1929-without any domestic production.
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For some time discussions have been carried on in French parlia.
mentary circles with a view of admitting crude copper free of duty
but making refined copper dutiable in France. If this plan should
be carried out, it woula-be destructive to the. refining industry of the
United States. An import tariff in this country would immediately
have these effects: To summarize-

The only remedy for the copper price is increased consumption.
A copper-import tariff is not likely to be effective because we have

had and will have a large exportable surplus.
A copper-import tariff is going to he ruinous for the copper-refln.

ing industry in this country, and will create more unemployment than
the slight reemployment in some mining districts.

A copper.inort tariff will hurt the manufacturing industry of
this countryan ruin its export trade.

A copper-import tariff, If effective, will Increase the cost of living
in the United States by making electricity, telephone, and telegraph,
etc., more expensive.

A copper-import tariff will lead to retaliatory tariffs, at least in
the British Empire andprobably in other countries.

A copper-import tariff will destroy the cooperation between the
copper producers all over the world and will lead to further demorali.
zation of the markets.

Senator CONNALLY, May I ask you a question! Do your concerns
own foreign dep9$its of copper?

Mr. STEELE. We are heavily interested.
Senator CONNALLY. In Africa ?
Mr. STEELE. In Africa.
Senator CONNALLY. How about South America?
Mr. SnwL. We have none in South America except refining of

the shipments.
Senator CONNALLY. You do have refineries in South America?
Mr. SmEux. No; in New Jersey.
Senator CONNALLY. And import the raw material?
Mr. STEELE. We buy the raw material and treat it on toll and

spend a great deal of money on that copper in New Jersey.
Senator CONNA Y. You -buy the foreign copper in preference to

American copper ?
Mr. STzu. No; we also treat American copper.
Senator CONNALLY. Wait. You did not let me ask the question.

You buy foreign copper because you can buy it more cheaply, can
you not?

Mr. STifl. No, sir.
Senator (CONNALLY. If you can not, why do you not buy Ameri.

can copper ?
Mr. STEmn. Because we have to get tonnages for refining, and

whenever we get a contract to treat this copper and make it into
electrolytic copper we are delighted to do it, because we have plant
capaci y,

Senator CONNALLY. If you can buy it cheaper here than in South
America you would not buy in South America?

Mr. STiE. If we can buy it cheaper?
Senator CONNAMY. If you can buy it cheaper here at home you

would buy American copper, would you not?

8302



REVZIUN ACT O 139 8 808

Mr. STfl., Yes.
Senator CoNtuuY. But you buy it cheaper in South America?

You buy it in South America because you can get it cheaper there?
Mr. SPEtL. No; you misunderstand the situation, Senator. We

are refiners on toll.
Senator CONNALLY. Yes; I understand.
Mr. STizn. And we have excess refining capacity in this country.

And that copper must be refined. Therefore, we contract to refine
it. We do buy some of it, and some of it is sold by the companies
themselves. United Verde and Arizona Copper is refined by us,
and they sell all of their copper.

Senator CouzaNs. May I ask the witness: This is the brief you
filed?

Mr. STEELE. It is.
Senator Covzplws. The ownership of the American Metal Co. is

not indicated in this brief, is it ?
Mr. STrzLE. No. I can give it to you. It is all American owned.
Senator Covzits. To save the time of the committee, Mr. Chair.

man, I would like to put in the record the details of the ownership
and the officials of this company without taking time to read it, be.
cause the ownership is very important to be considered.(The data presented by Senator Couzens is here printed in the
record in full, as follows:)

TUC A&IICAN METAL CO. ( L. )

Corporate organtsatfon.-I-Incorporated 1887 under the laws of Now York,
Net worth as per consolidated balance sheet December 31, 1981, about 11f5,-
000,000.

Yature of buai#es..-Primarily a holding company. Through various sub.
uidiary corporations it is engaged in mining, smelting, refining, and trading
In copper, lead, zinc, precious metals, etc.

(For subsidiaries, see last page of Annual Report for 1931.)
Control and .$.nagemet.-Directors, See annual report for complete list,
Among the directors of the American Metal Co. are the following:
Sir Albert Bennett, of London, director of Roan Antelope Copper Mines

(Ltd.).
A. Chester Beatty, of London; who Is chairman of the board of directors

of Rhodesian Selection Trust (Ltd.), Roan Antelope Copper Mines (Ltd.),
Mufulira Copper Mines (Ltd,), and director of Rhokana Corporation (Ltd.).

Robert C. Stanley, of New York, president International Nickel Co. of
Canada (Ltd.), chairman Ontario Refining Co. (Ltd.).

Edward H. Clark, of San Francisco, president Cerro do Pasco Copper Corpo-
ration. (Cerro de Pasco Copper Corporation owns a substantial block of the
capital stock of American Metal Co,)

Fred S,20 r4, Jr., vice president and director of Newmont Mining Corporation.
Director ' modeslan Anglo-American (Ltd.). Newmont owns substantial stock
interests I. fhodesian Copper Mines.

H. K. flochsehild, president Canadian Selection Co. (Ltd.), a Canadian cor.
poration. (This company owns a substantial interest in Amc-rican Metal Co.
This s tL 300,03 shares, nondividend beari'.g until December 1, 1932, shown
In the December 81, 1981, balance sheet of the company.)

Robert 0. Beatty, of New York, director and vice president of Canadian
Selection Co. (Ltd,).

Heath Steele, president Ontario Refining Co. (Ltd.).
Otto Sussman, director, Canadian Selection (,, (Ltd.). Note that the prel.

dent of International Nickel Co. and Verro do Pasco and the chairman of the
board of Roan Antelope and Rhodesian Selection Trust and Mufulira and a
director of Rhokana, are all directors of American Metal Co. In other words,
the principal copper mines in Canada, Peru, and Rhodesia have a voice in
directing the policies of American Metal Co.
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Ow.tcrh,-..-V4'rro do Pswco owns sobstazitlol block of American Ietal Co,
stock. Conutlhn Selectlun Co., it Catidlan corporotti., owns 30,000 shores of
American Metal Co. Newinont MIng Co. own Nu bstattil Interest in Aierl.
(-an Metol Co. The ofilcers of tint' company with the above probably colitrol the
company. Total caidtoli outstanding, 1,28S,15O shiart-, Including f5,100 shares
in treamsqr.

(i fl*c,#s.-.Chlirltetli of tit, boord, Lidwig Vogelstvin; Iresidnt, Otto sum.
man; vice president sind secretnry, Harold K, Hloebschild: vie presidents, llenth
Steele, Bernard M. Zinner : treasurer, Williini Ii. Brady; amistant secretar,
Itrnst H. Hothorn; assistant treasurer, Norman llikmito: nssistant to the
choirrman, Waiter Hoclschild*: generaI auditor, John MalcIetchle,prtnelpal psropr-tcm on'ned-(A) it Me Vitled Rlte*,s- Itetllnery lillei

smelter it Carteet, N J., itity abont 121% per cent of the totii refining
capacity of the Viited States. TliM plant is owned tHrough it sbtlihlry.
United Otates Metals Refining Co. (2) Povis Mine, New Mexico, a letI-litlic
line, Ores control it very stall tiount tof colilwr. (3) Mike elter 111i

coal property Iwwr 1lttsburgh, (4) Zint, stiiet, lit Oklahoma. (a) silver
mines li New Mexlo.

Noi,--Ameerlcon Metal Co. does not own iny -opper.nlning property in
the United States.

4B) In Vaba.-Alnerilctn Metal Co. owus ibiout 00 Iter celi of the Matl.
hamltr'e Mille, colitpt' 1nhie, whieh can produce aboot 40,000,00 pounlts of
copper a year.

(C) In AftIca fRhodcl).-Through stock ownership. Amerhi Metal Co.
control Itoon AntelOpe and lthodeslan Seltetion Trus,, Co, It also lis sub
stantial holdings in Rhokono Corporation, These ore the three largo Rhodesian
copper properties.

(D) It. Yanu.--Amerlcan Mettl Co. owns it 42 per eett Interet In i new
copper refinery ar Coplor Cliff, owned by Otitario Refining Co. (Ltd.). Inter.
national Nickel Co. of Canada Is a partner In this enterprise.

(Ic) MlaJcelhasons PropertleIO It Metooo oanl Seoeh Amf'rla.-Not Inportant
in this memorandum.

Miles contrit-.-Amerlen Metal Co. hos sales and/or refiting contre.tg
with Roan Antelope anid lthokono and sotno tierr Ithodeslan properties., How.
ever,, tho Roa Antelope copper is now fire-refined iln Africit and the Rhoknma
production will go to Hamburg for refining. Anerican Metal Co. also sells
copper for Cerro tie Pasco mines, Peru; Mutalmmbre mines, Cubo; Interna.
tionnl Nickel Co., Canada.

Tite only domestic copper sold by American MetaL Co. is the product of
scrap copper refined by them. The only virgin domestic copper refined by
the American Metal Co. it Carteret Is that of the United Verde Co., whose
mines are located in Arlzona. In 1920 United Verde pro dded over 70,000
tons of copper, till of which was refined by the United States Metals jIefining
Co. (stbsidlary of American Metal Co.). This tonnage is equivalent of 86
her. cent of the total refinery capacity at Carteret. Because of tle present
low price of -opper, the United Verde mine has hein shut down for nlpproli.
maltely one year. With the return 'of better prices, copper from this mine
would again provide substantial employment tit the Carteret refinery.

SUMMARY

American Metal Co. owned in part by foreign interests.
Policy driected in part by foreign interests,
'rincipal Investments, in Africa (about $85,000,(0).

Their statements as to advisability or need for it tariff on copper must be
Influenced by the above.

Inclosed is it copy of the annual report of the company for 1931. The para-
graphs tarked show the important to the company of their African invest-
meiff.

Senator SiomT)IIE. You are interested its a refiner, are you, and
represent the refineries?

Mr. STru . As a reflner.
Senator SnonTtin . You tire also owners of and interested in

foreign copper mines?
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Mr. STELE.. Yes, sir.
Senator SwoiwuxE, And you want that copper to coine in free

of duty?
Mr. STEELE. We object to all duties.
Senator StoTazoE. Certainly.
Mr. STE.LE. We are owners of coal mines, and we even object

to coal duties.
Senator SiTomnnxiE. All right. And, just to be plain about it, you

want to buy the copper where you can get it the cheapetst?
Mr. STEELE. We want to refinte it-
Senator Snonmnm. Is that not true?
Mr. STFLEy. We do not buy that foreign copper. We refine it

and return the most of it to the owners.
Senator SHOir [wOE. Bt you have foreign deposits; you own

foreign mines
Mr. SuELE,. That will not be refined here eventually.
Senator SwoamiE. Do you import any of the copper which is

owned by your company'?
Mr. StEEL.. I gave you the figures. 18,000 tons.
Senator SnoaTrrmo. Well, do you, yes or no?
Mr. STEorL. Yes, we do.
Senator SnominoE. You want it to come in free?
Mr. STEELU. We want it to coie in free because we feel that the

cooperation that we have among the copper producers to-day, which
is curtailing the entire production to 20 per cent of their maximum
capacity, is doing more good than anything else to bring about read-
justment of the copper business.

Senator SHOnaimo. Well, do xou not think it would be better for
American miners of copper to in a measure control the American
consumptive market ?

Mr. STrLE. Practically 71 per cent of the world's copper to-day is
controlled by Americans; of the world copper, 70 per cent of the
underground. And they have a large interest in 20 per cent in addi-
tion. So we are the owners to-day of nearly all the copper in the
world.

Senator Snom mun. We are what?
Mr. Smi. We are the largest owners of copper in the world, the

Americans.
Senator SuoamwoE. That is by virtue of your foreign interests?
Mr. STEELE. By virtue of our foreign interests. And of the list

that I gave you of 1,627,000,000 pounds of copper production in this
country, of that their foreign production is only 900,000,000 pounds
a year.

Senator SnoanimwoE.. Well, apart from the protective idea, you
know we are looking for additional revenue.

Mr. STErLE. I do not think that you will have one dollar of reve.
nue, because foreign copper can not be sold here at a discount that
would be required under the tariff.

Senator SHORTIIIDOE. Well, do you mean to say, to sun the matter
up, that if a tax of 5 cents a pound were put on, that there would
be no importing of foreign copper?

Mr. STEELE. Absolutely, there would not be.
Senator SnowrmnE. There would be an embargo, you think?
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Mir. STEEEIX. There would be an emburyo.
Senator SXI0OTRIDO. We would receive no revenue front that

source?
Mr. STEELi,. Absolutely not; no producer can afford to sell here

to-day on that basis; if lie bought at present prices he would sell
at 1 cent a pound.

Senator Hua4 . Just one question, Mr. Steele: What do you know
about world agreements among proper producers to limit prodte.
tion to 20 per cent of capacity; is that agreement in operation, ornott VMr. STE L. It is now in operation, It takes some tine for the

curtailment to take effect.
I might mention, also, that the great bulk of copper which is

coming in at present, gentlenen, is in anticipation of the tariff.
That is why we have had an increase in imports.

Senator U LL. Now, if this advance of 5 cents a pound on cop.
per should be taken advantage of by the producer, do you know
how much increase that wonid be to the general public V

Mr. STELER. I have not gone into those figures, but I think it is
something like $100,000,000 a year at normal consumption.

Senator Hua. Is it not true that if we run ours up, the foreign
countries will run theirs up against copper, or anything else that
we have been selling to them ?

Mr. S nzu. There is no question that Great Britain will imme.
diately put on a tariff, as soon as we put one on here.

Senator Hum4 That is, on copper and hides and furs and cotton
and wheat and other primary commodities like those that are bought
and sold in the international markets, are they not?

Mr. STn .Absolutely.
Senator Hum. For instance, we buy a lot of hides, and sell a lot

of hides, in addition to what we produce?
Mr. Sim. Yes, sir.
Senator Huu. And some other things.
Mr. STEELE. Yes sir.
Senator HULL. RTow, is there any chance at all for relief for our

copper industry except, as you Indicated, to bring about a better
state of consumption, so people will use telephones, into which copper
goes largely; so that people will use electricity, electric lights, and
tings of that sort, into which copper goeslargely; and so that people
can use automobiles, into which copper goes largely, unless we can
find some way to restore consumptive power and purchasing power,
is there an reason for this Nation and others running up their tariffs
on commodities and materials that could be interchanged to mutual
advantaget 'Do we get anywhere?

Mr. STEELE. I can not see how a tariff can increase the consumption
at all, Senator, and at a certain price it can decrease it.

Senator CONNALLY. Is your company in on this world arrange-
ment?

Mr. STzEt. We are.
Senator CozALY. As to cutting down your production?
Mr. STmz. We are. I just quoted that.
Senator CONNALLY. Is that a written agreement?
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Mr. Snm. It is a verbal, voluntary agreement, a gentleman's
agreement.

Senator CoNxAta. So the courts could hardly get hold of that ?
Mr. STz . No.
The CHARzA. Mr. Philip D. Wilson is next on the list.
Senator Hun. Just a minute Mr. Chairman. So we have this

situation, that if we put a tariff two miles high, we would then have
the situation we have now, unless people can buy more copper?

Mr. Snmz. Yes, sir.

Lrrrm nou UHTTn Snum

APaiE 20, 1032.
Ron. Rm SMoor,

Chairman Setnate Finanoe Committee,
Senate Onlce BuildiMl, Wauhfton, D. (2.

Dan Sm: At the conclusion of my testimony yesterday on the copper tariff
before your committee, Senator Couzens filed with your clerk for record a list
which he stated showed the officers and stockholders of the American Metal Co.

Not knowing where the Senator obtained such a list and fearing It may not
be correct or up to date, I beg permission to file with your committee certified
copies:

First. Of 6 per cent preferred stockholders' list.
Second. Of common stockholders' list.
Third. Of directors and officers.
All of the American Metal Co. of New York.

Yours very truly,
HEATH STRu*,

Vce Presdet Amercan Metal Co.

STATEMENT OP PILIP D. WILSON, A R O U T N T , R', En
ZIG UNITED STATES NTAS REPIWING 00.

Mr. Wmso . Mr. Chairman and gentlemen of the committee, myname is Philip D. Wilson. I am a mining engineer as located with
the American Metal Co., the headquarters of which are in New.York,
and which is interested in mines, smelters, and refineries in the
United States and in various parts of the world. I am also assist-
ant to the president of the United States Metals Refining Co., a
subsidiary of the American Metal Co., which operates one of the
large copper refineries of the country at Carteret, N. J.

[ have been connected with mining, and particularly copper min-
ing, as manager and examining engineer for over 20 years, have
examined and visited almost every important copper mine in the
world outside of Russia. For 15 years I lived in Arizona, most of
the time as examining engineer for the Calumet and Arizona Mining
Co. which was recently merged with the Phelps Dodge Corporation,
one of the principal proponents of a copper tax. I mention this
association because it furnishes a fair background for a considered
opinion as to the need for and the usefulness of a copper tariff.

My sympathies would naturally lean toward a tariff if I could
possly convince myself that it would in any way help my many
friends in Arizona and if I could blind myself to the general harm
that it would do to the copper industry and to the country.

I am opposed to a copper tariff for the following reasons:
(1) Because it is economically unsound. With the existing and

future export surplus of copper in the United States and the huge
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stocks of (opper metal in the country it tould not possibly yield aly
revenue nor could it conceivably raise the American price of copper.

(2) Because it would injure irreparably the great copper-retinijg
industry of the country, and lf it could in tny way be made effective
it would cost the copper consumers of the country in normal years
$100,000,000. .

(8) Because while the copper industry is admittedly in bad shapt,
it is only one of the many productive industries of the Uniited Statels,
whether tariff protected or nt, which are all equally depressed.

(4) Because it is advocated only by a belligerent minority, actually
less than one-third, qr the copier producers of the country. Tlose
which demand it have been in the past exceedingly prosperous and
have paid enormous dividends.

(5) Because as the amendment is proposed it would violate ittid
result in the abrogation of the reciprocity treaty with Cuba, in1
existence for 80 years.
(6) Because it would inevitably disrupt the existing world produce.

tion curtailment agreement and make conditions in the industry
chaotic.

(7) Because the copper industry, has successfully weathered nu1y
similar crises in the past-condtions were considerably worse in
1921-and with reviving consumption it will surely be prosperous
again without a tariff.

(8) Because it would involve writing up tariff schedules on 44
items in the tariff act from 40 per cent to : 0) per cent above existing
duties.

A tariff could not p ossibly increase the American price of copper
or put a single miner back to work ,

Statistics and the economics of the situation, the huge stocks of
copper above ground in the United States, over 1,200,000,000 potlhlls,
which are two years supply at the current rate of American con-
sumption, the greatly overdeveloped capacity to produce cheap
copper in this country: the fact that we have been for over 30 years
a large net exporter of copper and tre sure to continue so for years
to come, these facts all prove convincingly to anyone who studies
them without prejudice or emotion that a tariff could not possibly
raise the price of copper. Nor could it by any stretch of, the imagi-
nation increase the production rate of western copper mines or put
a single miner back to work.

With your permission, Mr. Chairman, I would like to extend in
the record certain copper statistics which illustrate these points,

which prove that a copper tariff would be just about as effective
as the 42-cent wheat tariff or as the copper tariff was back in 1894
when it was abolished without a protest from a single American
copper producer because of its acknowledged futility.

A copper tariff could not possibly yield any revenue.
The claim by certain proponents that a 5-cent import tax would

raise between $15,000,000 and $20,000,000 of revenue is so fantastic
that it scarcely deserves to be answered. Such revenue would re-
quire that between 300,000,000 and 400,000,000 pounds of copper
would have to be imported, pay the tax and remain in the country.
In 1931 total imports were '279,881 tons and exports were slighy
greater. In every year of the last fifty, exports, when) all fabricated
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1114 1 fil 11i1faetr t red copper is ilchuded. It ve exceeded iiip~orts. IlleTailrit Coi ,liltission i o(l-t i ilicluhb exported filbiewittedl i 1(1t1 -
jteatureI! oppe. in the, exf)ort iglllek. ill it report bcallse its ilishtrc
tiol il the Se1ete reso "tiOl u1los'ed0 it 0o carTy copper only to
the joint where the refi tery delver it to the fabriwator.

The commission's export figures, which are always used by the
proponent, therefore, do not iclude this lurge, tonnago of exported
copper and convey entirely the wrong picture oif the export situa.
tion. Every pouinl of copper whilh might be brought into the
country to be smeltd anl refined in bond would be reexported, and
there could be no revenue, exc(hpt perha s it few hundred dollars
fron the copper cotents of wmketlnife aindles, vanity boxes, and
such trinkets.

No copper mine in the world call produce copper fit a cost in-
ouding depreciation which without an, duty could compete with
Vtah copper. 1). C. Jacklhig, its presiheIt, statils that Itah can
produce at 5/.A cents per pound 400,000,000 pounds of copper er
year, two-thirls of present American requirements. Mr. "J Tckling
is also quoted as saying that Nevada Consolidated's three mines in
Arizona New Mexico, and Nevada, when riiniuing at capacity of
$50,000,00 pounds per year can produce copper for not to exceed
7 cents per pound, including depreciation. Ph elps Dodge Corpora.
tion is able to produce 400 00,000 pounds a year at the same cost of
7 cents per pound and with some capital expenditure on its Morenci
ore body could add 180,000,000 pounds of .512e.ent copper to its
annual production.

Senator SHOIITIIDOE. Excuse me. Did you say Colonel Jackling
said it could be produced in those States at 7 cents?

Mr. WILsoN. Seven cents, including depreition. That is quoted
from the Wall Street Journal, which I have here, quoting him.

Senator SHoRTHIME. You may go on.
Mr. WILSON. With the 1,150,000,000-pound capacity mentioned

above, not including Phelps Dodge's unequipped 5 -cent produc.
tion, almost exactly twice the current American consumption could
be supplied by these three companies at a cost of under 6% cents.
And these are not by any means the only low cost American mines.
I ask you members of the committee if it is not preposterous with
this situation confronting us and with two years' su)ply of copper in
stocks above ground to state that a 5-ceht tariff'could yield any
revenue or that it could conceivably raise the American price df
copper or help the high-cost mines. With this pressure of low cost
American copper so greatly exceeding. domestic consumption and
demanding an export outlet, the American price would inevitably
reach parity with the foreign price. No copper could be imported
for sale in this country and there would be no revenue. It would
act as a virtual embargo.

Repudiation of the Cuban reciprocity treaty of 1903.
In this connection I want to call your attention to a violation of

an international treaty which this proposed copper tariff amend-
Itient involves. Section (01 (b) ( of the revenue act reads:

8114,l1 14IN S111 i vi~ I 111w w hiij~ i i ll i.t ilgt,( i tiy o- ovii (if lww orI '1 r l l sh ril l l t ml t'l 01 filf l l (1111100l I to , lll 1111111! i~ ll),%' l w ,
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The rciprocity treaty between the United States and Cuba of
1908 state tht-

During the terna of thi convention, all articles of merchandise being tie prod.
uct of the soil or industry of the United States which are now Imported into
the Republic of Cuba free of duty, and all articles of merchandise bellig the
product of the soil or industry of the Republic of Cuba which are now imported
into the United States free of duty, shall continue to be so admitted by the
respective countries free of duty.

Copper was on the free list at the time this treaty was proclaimed
and has remained there ever since. This proposed amendment to
the act would tax imports. of copper from Cuba at the rate of 5 cents
per pound. In the opinion of the Cuban ambassador and of the
legaf advisers of the State Department and the Bureau of Customs,
this amendment would be a deliberate repudiation of the reciprocity
treaty. How could we justify to our Latin-American customers In
Central and South America the utter bad faith of violating our only
commercial treaty without giving even the prescribed six monthly
notice of its abrogation?

M7 comany's interest is vital because we have expended several
mlion do lars in developing a copper mine in Cuba and in equip.
ping our smelter and refi nery in ew Jersey to handle the product
the annual copper content of which is between 10,000 and 2 0,O
tons, about 2 per cent of the output of the American mines. We
can not believe that the committee would countenance the abroga.
tion of treaty relations of 80 years' standing with a friendly nation,
once our ward and now in truly desperate circumstances, by the
adoption of this amendment.

The copper situation hds been as critical before and is now only
one of many industries suffering equally.

I have been much moved by the harrowing tales of starvation---,
Senator SnoatmDoz. What is that about Cuba? You spoke about

a treaty ?
Mr. WuLsom. The Cuban reciprocity treaty.
Senator Saommoi. The Congress can supersede its treaty.
Mr. Wusox. Yes.
Senator SioRnimoz. Do we import copper from Cuba ?
Mr. Wasow. We import between 10,000 and 20,000 tons a ycar

from Cuba.
Senator Snoirrunox. Go on.
Mr. Wnow. I have been much moved by the harrowing tales of

starvation and unemployment and ghost cities in the western copper
camps, where I spent so many years. Having heard these same
heartrending stories before i the depression of 1921, when I lived
in Arizona, and having read them, describing conditions in almost
identical words in every previous crisis-you know that copper, like
steel, is recognized to be a feast or famine industry, and there have
been in the past six other crises from which at the time it was pre.
dicted that copper would never recover-I determined to find out
just how present conditions compare with those I experienced in 1921,
when a big majority of the western copper mines closed down com-
pletely for from 10 to 24 months. I have made during the past few

I'P
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days a careful study of employment records at the Bureau of Mines,
with the following results:

All oopWP0 #&Ies

Total shifts Total shifts
l92. ......... .. 1112,119 192-0- ............. .-11,9881712
1921 4o 461,2t 980 -- ------- , 28
197 ..................... T, 04, 88 1981 ' ------------------ 6,450,000

Using these same years for comparison Arizona copper mines
alone showed in 1921 only 31.0 per cent of die shifts wored in 1920,
while in 1931 the comparison with 1929 shows 46 per cent of the
number of shifts. Michigan figures are comparable. A factor which
definitely ameliorates the present situation 'I that staggering of em-
ployment has permitted more men to work than these figures would
indicate. In fact, while the number of shifts worked-in 1981 de-
clined 83 per cent from 1980, the number of men decreased only 18
per cent, so that these figures of mine exaggerate the percentage of
men actually out of employment.

To make a long story short, statistics show that employment con-
ditions at the copper mines are much better to-day than they were in
1921. Tho only conclusion is that present conditions are not so dis.
astrously bad as the perhaps understandable exaggeration of the pro-
ponents has insisted. They have been worse before, in 1921, and
copper did recover and you know the many fat years the companies
have had and the huge dividends they have paid since.

Wlter Renton Ingalls, director of the Amnerican Bureau of Metal
Statistics, and a recognized authority on metal and copper eco-
nomics, said in the April I issue of The Annalist:

It is conventional now to be pessimistic In respect of copper. We can not see
any good things for this industry short of a good many years. We thought
the same at the end of 1921, when proportionately the economic and statistical
outlook was even blacker. We know what happened subsequently.

Arthur Notman, president of the Mining and Metallurgical Society
of America, and one of the country's foremost copper authorities,
wrote in the N ew York Sun of January 4, 1932:

Producers who are now begging for help from the public's pocket in the
form of a tariff never open. d their mouths to protest against the unwarranted
profits which poured into ,heir treasuries In 1928 and 1929 any more than
they did over the %ar profits. They were ill willing parties to the price
policy which allowed their potential 'competitors in South America, Africa, and
Canada to expand and occupy the foreign market. Secondly, there is just as
great an excess of domestic capacity over probable normal consumption as
there Is of foreign capacity over probable foreign consumption.

It is unnecessary to more than mention the fact that conditions in
the American lead and zinc mining camps, both tariff protected
metals, are equally as bad or worse than those in the copper camps.

The CnH AsN. You have one minute more.
Mr. WnmN. In the silver mines it is the same. Tables 3, 4, and 5

which I ask your permission to extend in the record, showing the
distressing situation in those industries to-day, are sufficient proof

11021 compared with 1920, 89.9 per cent.
' 1981 compared with 1929. 45.5 per cent.
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of this statement. The steel business is operating at 22 per cent
capacity, practically that of the recently curtailed rate of copper
production and steel has a tariff,

A West Virginia coal operator told me a few days ago that in his
fiel Wages per 411 are ju st half what they were in i921 ald the
men wonk two days a week. Only the strong, able-bodied miner can
earn as much as $5.40 net a week to support himself and his family,
I ask you gentlemen by what right can the copper miner claim that
his industry is in such uniquely desperate circumstances that he de.
serves special discriminatory protective legislation when all the
country industries are prostrate.

The copper companies paid large dividends in 1981 and are far
from poverty stricken.

Certainly the copper companies with their records of recent huge
dividendA or present cash surpluses do not play effective rles as
beggars with hats in hand asking for it dole att the country's expense.
Even in the depression year of 1981 they managed to pay a total
of over $47,500,000 in dividends. The proponent companies alone
representing one one-third of the industry, have paid out a totall 01
more than $600,000,000, many times the original investment. The
copper companies of the State of Michigan a-lone have dividends to
their credit of over $800 000,000. The annual report of Phelps
Dodge Corporation one of the principal advocates of a tariff1 has
just-been issued. It shows a total of $4,210,892 dividends paid in
1981, and net current assets after deducting all liabilities as of De.
member 81, 1981, reach the astounding total-of $27,145,28.49. Does
Phelps Dodge, now mining 16 per cent ore from its large and rich
Campbell ore body, and with $8,500,000 cash in its treasury need a
tariff'

The "flood of African copper" is a myth.
Mr. Steele has shown you that "the great del go of cheap African

copper that is pouring into the country " with which the tariff
proponents are filling t heir speeches and the newspapers, is a de-
liberate misstatement of fact. Customhouse figures show that the
total African copper imported during the last 14 months has been
only 18,000 tons, approximately 2 per cent of the United States re-
finery production for 1931. Not a pound of African Congo copper,
represented by the large pictures of Congo miners that were broad:
east in the Senate offices on Thursday, has entered the country for
14 months and the last lot of 1,000 tons which did conic in, over a
year ago, was imported by the refinery subsidiary of Phelps Dodge.
one of the tariff proponents. Every pound of Congo copper mined
is being refined and sold in Europe. We are indebted to the ex.
aggeration, insinuation, and deliberate misstatements of the tariff
proponents for giving us an opportunity to more easily bring out
the true facts of the case.

Senator SlionmuEmE. You are opposed, I see, to a tariff on copper.
Mr. WILsoN. Ye.. Doesn't everyone admit that this is a tariff

and not a tax? I thought everyone did.
Senator SIOnT iO. You are opposed to a tariff on cotton, too?
Mr. WLsON. 1. personally, do not believe a tariff on cotton could

(10 any good.
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Senator Suorrmumic. And you are opposed to a tariff on oilI
Mr. Wuao). I am not sure it would do aniy good.
Senator SHORTiTDXE. AA you are opposed to a tariff on lumber?
Mr. WiLsoN. I do not know anything about the lumber situation.
Senator Szowimuioz. And as to many agricultural proelts? In

other words, you believe in the philosophy or doctrine of free trade,
do you V
-or. WILSoON NO Senator; I do 11ot. But I do believe where there

is a large exportable surplus in the country a tariff is entirely useless,
and I think copper, wheat, cotton, are all contained in that list.

Senator SionnmiEo. Take lemons what about them?
Mr. WiMsox. I do not know anything about lemons.
The CIAIRMAN. This is a revenue measure.
Senator Sionmmon. How about bananas?
The Cn.MMAN. Mr. Patchin you are next.
Senator Snoirtwoz. Do you know that a tariff on bananas vould

yield probably $50,000 000.
Senator BASKLxY. Row about prunes, and walnuts; and all nuts?
The CHAIRAN. We will hear Mr. R. D. Patchiti.
Senator HvAL. Just a minute. Can you name any country, really,

which is producing a surplus based on Its consumption with respect
to any ofWthese primary comnmodities that is not in the same dislo-
cated and collapsed conditions, whether it has tariffs on them, or
not, that we are with respect to our cotton, and wheat, and lead, and
zinc, and other commodities where we have a tariff 0

Mr. WmsoN. I can not think of any such country.
Senator 11114.. I hope Some gentlt'nait will point out a few in-

stances of that kind.
Mr. WuisoN. Mr. Chairman, I have this information and state-

ment that I would like to )ut in the record.
The CHAIRMAN. Make it a part of your statement.
(The statement and tabulations referred to by Mr. Wilson are

here printed in the record, in full, as follows:)

UIIIF MUIMIT'rTED 1Y PILIP 1). WILsON

TIl. CASK AGAINST A (,PI'ER TAltIFF

1. Of the 11 copper mining comlmnies that tire itsiknll 11' at tariff all but 2

have paid huge dividends for many years. Most of thwm have arrived at or are

approaching a noncompetitive stage, due toi old age, great depth, and conse.

quently, increased costs.
2. The copper tariff proponents represent, both on a basis of capacity and

of recent output, only one-third of the industry. The large majority of copper
companies are either neutral or opposed to It as futile and injurious.

3. The copper situation is not any more desperate than Is that of lead or
zinc, both tariff protected, or that of a very large proportion of American in-
dustries, all suffering In this extraordinary depression.

4. A copper tax or tariff would yiell no revenue and would be ineffective in
increasing the domestic price of the metal.

5. A copper tariff would bring disaster to the important American refining
industry and do serious Injury to its many contributing industries.

o. 'The annual cost of an effective tariff to the American consuming public
for the purpose of temporarily reviving a few scattered high-cost western
copper mines would in normal times amount to siholit $100,000,40), or almost

$ier capital.
7. An effective t-i riff wiuld destIly 1l,14 i niv-1, r t at vXlol I, osihlv ,, fit' lIII, vsq .

11.514,;--32....5
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8. The "good of African copper that is pouring into the country," much
advertised by the advocates of a tariff, is a myth.

9. The Tariff Commission reports an excess of domestic over foreign cogt of
refined copper of one-half a cent per pound.
10, The 'utter ruin of the copper industry" has been predicted Mix time

in the last 45 years, but after each crisis copper has come back stronger and
more virile than ever.

11. The recovery of the copper industry depends on the revival of consump.
tion, the expansion of the uses of the metal and the assurance of a reasonably
low and reasonably stabilized price.

12, Until copper consumption Improves from its present low rate, t con.
tinuance of the drastlc voluntary curtailment program, participated in by theprincipal foreign and domestic mines, is Imperative if a further decline in price
a to be avoided. A tariff or tax on copper would immediately disrupt the

present curtailment program and throw the industry Into a new state of chaos,

1. Of the 11 copper mining companies that are asking for a tariff, all but
2 have paid huge dividends for many years. Most of them have arrived at or
are approaching a noncompetitive stage, due to old age, great depth, and, cons.
quent increased costs.

Most of the companies that are now asking for a copper tariff are operating
mines which have had a long and exceedingly prosperous career. An inconi.
plote record of the dividends paid by the proponent companies1 shows it total
of ap approximately $600,000,000 against a total capitalization of $171,000,000
which latter figure undoubtedly represents several times the amount of actual
cash Invested. The early unreported dividends paid by these cowpanles prob.
ably total another $100,000,000; the return, therefore, that has been made on
the original investments of the tariff proponents is already many hundred per
cent. The dividends paid by the Michigan copper companies alone total over
$00,000,000;0 these companies, with dying mines which have been extremely
prosperous for 70 years, are now anong the most vociferous in crying for a
tariff.

Unfortunately a mine is a wasting asset and can not live forever. Because
of Increasing depth, larger volumes of water to pump, decreased grade of ore
and consequently high working costs, most of the mines which are now asking
for help have reached, or are approaching, the point where they are unable
to compete except during periods of abnormally high prices. Any relfrf afforded
by an effective tariff could be only temporary.

Copper tariff proponents claim that they are merely asking for the right to
share in the traditional tariff policy of the United States. The subsidizing of
economic senility has not been part of the tariff policy. The American topper
consumer should not be required to subsidize a small minority group of west.
ern. mines which have had long and prosperous lives and paid huge dividends,
but which are now reaching the stage of decrepitude where they should submit
to the Inevitable end which has 'awaited throughout history all mining
enterprises.

2. The copper tariff proponents represent, both on a basis of capacity and of
recent output, only one-third of the industry. The large majority of copper
companies are either neutral or opposed to It as futile and injurious.

The copper Industry is far from unanimous In the plea for tariff protection.
The present productive capacity of the proponents of the tariff is 457,500 tons,
and of those who apparently do not favor a tariff 801,400 tons. On this basis,
therefore, the proponents represent one-third of the industry. In 1029 the
proponents produced 80 per cent of the total United States mine production,
roughly 800,000 tons out of a total of 1,000.000 tons. Conspicuous by their
absence from the proponent group are Utah Copper and Nevada Consolidated,
two of the largest and cheapest producers in the country, Anaconda in Mon-
tana, next to Utah the largest individual producer, Inspiration, Magma, United
Verde, and United Verde Extension In Arizona, Walker in California, and
Kennecott In Alaska. It would appear that barely one-third of the industry
wants a tariff. The demand should certainly be more nearly unanimous before
a particular industry Is singled out for special protective legislation.

I Table No. I. Copper tariff proponent companies dividend records.
'Table No. 2. Dividends of Micligan copper companies.II
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I, this connection, a quotation from an article published it the New York
oun of January 4, 1932, by Arthur Notman, president of the Mining & Metal-
lurgical Society of Aumrica, one of the country's foremost copper authorities,
is very apropos. Mr, Notman said:

"Producers who are now begging for help from the public's pocket I' the
form of a tariff never opened their mouths to protest against the unwarranted
profits which poured into their treasuries In 1028 and 1920 any more than
they did over the war profits. Theye were all willing parties to the price
policy which allowed their potential compatitore in South Amerlcr. Africa, and
Canada to expand and occupy the foreign market. Secondly, tmere is Just
as great an excess of domestic capacity over probable normal domestic consump-
tion as there Is of foreign capacity over probable consumption."

In fact, both in the case of peak-year consumption and 1031 consumption,
foreign capacity has been more folly used to supply foreign consumption than
has United States mine capacity tW fill domestic consumption. Tie present
productive capacity of tll mines outside of the United States Is approximately
1,600,000 tons. The peak year of foreign consumption was 1928, when con.
gumption represented 04 per cent of capacity. in 1031 it represented 48 per
cent of capacity. The present productive capacity of United States mines Is
approximately 1,820,000 tons. The peak year of United States consumption
wts in 1929, when that consumption represented 57 per cent of mine capacity.
In 1081 domestic consumption represented 84 per cent of the same productive
capacity,

S. The copper situation Is not tny more desperate than Is that of lead or zinc,
both tariff protected, or that of it very large proportion of American indus-
tries, all suffering in this extraordinary depression.

That the copper industry is in serious straits is admitted. So are the lead
and zinc industries, and both lead and zinc are tariff protected. Conditions in
the Western lead, zinc, and sdlver mining districts are desperate. These are
illustrated by the present disastrously low prices of these metal as compared
with the levels of two and three years ago' and by the comparative rates
of metal production' and the present activity of the Western mining camps.'

The January production of copper was 82.2 per cent of the 1929 average rate,
of steel was 23.8 per cent of the 1020 average, while January production of pig
iron was only 27.0 per cent of the monthly average of 1029. The copper Indus-
try is only one of many industries that are suffering in this tragic depression.
It has been exceedingly prosperous and will be prosperous again when busi-
ness recovers. Its difficulties are not unique, and it does not deserve the tariff
equivalent of a dole. An effective 5-cent tariff would in normal times cost
the American consumers of copper approximately $100,000,000 a year.'

4. A copper tax or tariff would yield no revenue and would be Ineffective
in Increasing the domestic price of the metal.

A tax or tariff on imported copper is tantumoutt to an embargo. It would
not yield any revenue. The United States has always produced and still does
produce a large surplus over domestic requirements.' The productive capacity
of United States mines is about four times current domestic consumption and
nearly twice the maximum domestic consumption achieved in 1029.' Two
alone of the forty or more domestic mining companies, Utah Copper and Nevada
Consolidated, are capable of producing substantially more low cost copper
than the United States is currently consuming.

A tax or tariff would not be effective In raising the domestic price of copper.
It is an economic qxiom that no tariff can raise the price of a commodity
when there exists an exportable surplus of that commodity. For the last 11
years for which complete statistics are available, United States has had an
average annual exportable copper surplus of 127,000 tons. To this figure
should be added a considerable quantity of copper in fabricated and manufac-
tured form, as electrical manufactures, automobiles, locomotives, in brass
ingots, plates, bars, pipes, tubes, brass or bronze wire, builders' hardware,
other brass and bronze manufactures, nickel-silver and copper sulphate. Cop-
per exported in these forms would be included in the totals for exports If

' Table No. 8. Companion of Commodity Prices.
'Table No. 4. Comparison of Production Rates.
' Table No. 5. Comparison of Mine Production Rates.
,'Table No. 6. Cost of a Tariff to the American Co .er Consumer.: Copper Tariff Statistics booklet, Exhibits A-1 aniA-2.
"Copper Tariff Statistics booklet, Exhibits D-1, !)-2, and D-8.
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autflc lhiveriill!it figures were UVIIlilnlle, ilnd fte oplortlille surplus totull
fr ei.lwh yetir would lie eiugnuieited by tills very volididertblo iinloutit.

i1 114iqltiql1 to lilt, iliiprobaiility of', i ttrlit being tle to raise tile 4i0oiei4tte
lricto, olf ,olotir III the flivie III' Ii cininuing eXpiortlable surplus, there Is tile
Werler fact of flie inipt-tedelitthly iilgll Mtocks of refiied 1itetill in this Country,
1he lproHure of thee stoikm, widely are greatly iII exlces"t Of those of tile other
ilonferrouinet lts, voItn only lye ,lieved by curlllillWit III 1iiihnng operations
and iiiiproveielt iii ('i~losillntlli, Tillhe most; reownt proof ofi tile ineiectiveile
in rlisiiig tile dolmestl, prie of ait votimolity of whicii tin exportable surplus
exists IM in tile titHo of tlarilrlproteetei wheat I lifd its promesllt %iitii-trously low
iprive. With respect toi copper itself, the futility of tile lIst larlt Oil this Inletat
wits rtw4i ulzod In 184. when the tariff wo itlbdoned without it protest
ihtcli use of its tIivMOiN iIei&#SlliAs.'
to. . (4-tl opelf 1itrll wouldinl g llmlter to ienptortatut Anmerican refining

1l1ilU1,1 find Nulols ililry to Its inIanly contriliutory Industries,
Although this (Utiltry proilutvem fisly hialf of tile world' copper, it refines over

71 vol' (elt 4of It atl pmosmssets 4ver T5Ik vent of tile world's total refining
capcit.t' l'uvh.]Y poudl of thte foteigi copitr imported, or Its equivalent (plus
i! large illnull tonnla/lge o1f purely doloteptic copper) In reexportOd for sale
111rolidl. ly rellon ot gteOgrl'liiticli locitlion l( freight dilTerentials, it is
more iliiVllttgeous for Inailty doniestic copper mltless to export their copper and
sell it hin the foreign iiiarkets than to dispose of It in tits country. iPor tie
S1ilme iesllsionm of econolicltl dlelivery, replacement tonla ges of foreigni-origin
c(opitr are delivered In the U1nited Stotes inarket, However, for nany years
1l1ore c ,' v llp.te hicelW exported thln iiorted because tile United States pro.
dluves onti is Wile to produce itiore copper than it consumes. There Is no
present prospect of a change In tilts situation."

A tax or thrift, ev'en it the bonding and drawback privileges were provide
for. would do serious anid Ir-iliarible injury to this Important refining Indus.
try, which depends for Its efiieleneiv anmd low operating costs oil the large volume
of copper tresited. The refliery capacity of Hurope would ihe increased a1114d
the foreign coplopr which now coies to our plants would be diverted abroad d,
Event at the present time large excess refinlxu e'pacity exists In Europe. Tile
saving li freight by shippj)ling copper direct, to Nmrope from, ftor instance, Swutl
America, over shipping to the United States with subsequent reshipment, after
reflning, to the European market would bc between $4 aind $5 per ton. This
differential, added to the cost of unloading, reloading oned hlndling, 1nd the
red tape and complications Involved In drawbacks, would eliminate tll Inh'elltivi
to have foreign copper refined in this country,

Over 28 per cent of the total refined copper produced in the United Sttes
oilginates altrood.' It foreign 'oplier were excluded, It is (obvious that lit h'laSt
28 per cet of the country's refinery employees would have to lie discharged,
refining costs would rise, tax ratables In certain districts would be destroyed,
and permanent and irreqnrable injury would be done to the industry. Ileper-
cussoons would be felt in the many associated und contributory Industries, which
furnish annually about three-quarters of it billion dollars' worth of fuel, matf.-
rials, and supplies to the country's smblting and refining plants. These include,
of course, the railrolads, coal, oil, lumber, refractories, many kinds of chemiealls,
altogether about 1,600 pounds of supplies for each ton of refined copper pro.
duced. Our Industries en IlI afford ait the present time to suffer any additionfll
losses of business and restrictions to their markets,

0. Tile annual cost of al effective tarlit to the American consuming public for
the purpose of temporarily revIv ng a few, scattered, hilh-cost western copper
mines would In normal tti1es amount to about $100,000,000,1 or almost $1 per
Capita.

The I)1It'deni of subsidizing through ain effective tlx or tariff the minority group
of high-cost mines would lie a heavy one on the consuming public of the Untelf
States. On the basis of 1021) coitiunmption Aigures, i effeetive 5-cent tillI
would result iin ail increased copper bill to the country of over $109,000,000, of
which the electric ovnufacturers would contribute $20,000,000, the telephone
and telegraph companies $10.0t)o.000, and the ittonlol)ile naimnuf(aturers $14.-

1 4 'Olqj),r rilrflf stjitl, Ic int)klet, Rxhiblt C
('1111'r 'l'rit MStltltktlcs lIouklet, -xtltits B-1, U,-2. and B-3.
('4 1flor 'tr!lif' Stat tol ho Iv|et, ixlIitt I a.
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Wo00,00.' And of this total bill, only $33,000,01M would go to those who are
urging a tariff and the balance of $70,000.000 would be paid to those who do not
admit either its necessity or usefulness under present conditions.

Sentiment in this country has not countenanced a Federal dole system for
distressed industries, to say nothing of u dole for a minority group in one of
the many industries it distress; however, it would be actually cheaper for tie
country to close down the high cost, noncomnpotitive mines and to maintain their
unemployed workers by direct tairolittlolns front the Federal Treasury thin
to pay this large anual tariff subsidy to keel) these mines in operation.

7. Anl effective copper tariff would destroy the Importiait export bisliness of
the copper fabricators and manufacturersI

A serious consequence of an effectual tariff would be the strangulatlo of
the export business of the cooper fabricators and manufacturers, in particultr
the business of those ainnuficturers located in the Middle West. export busi-
ness totaled in 192V, 103,112 tons of copper conttalned in the exported maiufac-
tured products and in 1930, 90,834 tons. With regard to the domestic business
of these same fabricators, the only thing that could save it from destructive
foreign competition in the event of an effective copper tariff would be the impo-
sItion of a complete new schedule of compensatory duties, some of which would
of necessity so increase the existing duties that a radical change in fabricated
copper schedules would be necessary. Such a radical change certainly could
not be effected fairly or justly without reopening the entire tariff question.

8. The "flood of African copper that is pouring Into the country," much
advertised by the advocates of at tariff, is it myth,

Much has been made by the tariff proponents of the " flood of cheap Africv'I
copper that is pouring Into tile country." ihi* Is i direct misstatement of
fact. The last Belgian Congo copper to come lItnto the United 14tates was a
shipment of 1,AN) totis in Jlaiary, 1)31, This tonomge was delivered to t
refining subslhry of the Phelps lodge Corporation, one of the chief copper
tariff proponents. At that the the copper reiniery tit oleni inl Belgiui
wits completed atnld since thenk li) Congo copper has ever been refilled in
this country. HSince that dat e the total Africanl copier bright into the
United States has beel less thin 18,U01 tols. or about 2 per ceiit of the
1931 United States refinery pi oduction. This sall tontnge Ins coie from
northern Rhodesia, principally from the Roan Antelope mine. It is an-
ticipated that for some years to come less thun 700 tons per month of Roan
Antelope copper will be Imported for refining and the resulting product, it
lire-refined copper, will be practically all sold abroad.

The flood of chelp African copper so widely advertised by the tariff proponents
Is it myth. By fat the greatest part of Africani coppotr production ImA1 been
and will be refined and sold in Europe.

Much misleading emphasis has been placed by the tariff proponents on the
difference between wages of miners iii tile United States and wages of miners
in Africa and South America. Erroneous conclusions have been drawn from
this comparison, because no emphases has bcen placed on the essential corol-
lary-the productivity of the minevs. This subject has been exhaustively
studied by the Tariff Commission. Tha latter's report estimates that the output
of Africn mines is at the rate of 0.89 ton of ore per man per day as against
4.75 tons of ore per man per day in the United States, or a ratio of productivity
of 1 to 12 In favor of the far more efficient and consequently more highly paid
United States miner.

With regard to South American miners' wages and productivity, the Tariff
Commission report states: "The service performed for equivalent remuneration
was in the ratio of 100 in the United States to about 88 In South America."

9. The Tariff Commission reports an excess of domestic over foreign cost of
refined copper of less than one-half a cent per pound.

With regard to the much misrepresented difference in production costs of
foreign and domestic copper, the Tariff Commission's exhaustive report No. 29
shows, on page 7, an excess of domestic over foreign cost of refined copper of
0.19 cent per pould, without depletion or interest. Since it is customary for
mining companies in the United States to write a much higher depletion charge
into their costs than Is usual or permitted in foreign countries, in most of which
no depletion allowance for income-tax purposes is allowed, the above basis of
cost comparison is the only fair one. It certainly offers no justification for a

I Table No. 6, "(Cost of a Tariff to the American Copper Consumer."
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4.cent or a 5cent tariff. It production cost difference should, in principle, be
the measure of a tariff, the Tariff Commission report would Indicate that one.
half cent is about the proper amount. But the difference is so small as to be
negligible and could easily be entirely wiped out by metallurgical or operating
economies which are continually being put into effect at the America mines.

10. The "utter ruin of the copper tinlustry has been predicted six times in
the lost 45 yearn but after etch crisis copper has come back stronger and more
virile than ever.

Periodically throughout the history of the industry, tile copper producers
have been menaced in periods of depression by " sudden floods of' new cheap
copper that the world could never absorb and that would ikrunountly wreck
the industry." The earliest of these wts the development in 18801 aid 1%h7
of tile enormously rich ore body of the (lape Copper Co. in Naimtuiland
South Africa, with the concurrent drop in the price of copper front 24 cents to
10 cents. But when the depression had panned, copper reached over 17 vents
In 1888, 1889 und 1800. Again in 1804, tie development of the Butte, Mont,
ore bodies created a panic in tile unstable copper market and the metal dropped
to 9 cents. However, it was 17 cett again in 1809. Increasing cheap Arizona
production the caused another psychological panic anong the copper producers
which lasted until the 1907 boom, which carried tile price up to 25 cents per
pound. After tile collapse of that boom and under tile influence of incre ing
stocks tile "copper porphyry" menace became imminent. It was feared that
the world could never conmume this Increasing quantity of low cost copper.
Nevertheless, with an improvement in business the "menace" subsided, the
increased production wias fully consumed and the price rose to 17 vents in
1912, to say nothing of the abnormally hikh war prices of 1910, 1917, and 1918
Another "crisis" seemed to confront the copper Industry iln the collapse of
1920, when the large South American mines, Chile, Braden, and Cerro de Paeo,
and Katanga in the Belgian Congo provided a fresh "menace."

After every one of these threats; each heralded as a blow that the Industry
would never be able to survive, copper has come back each time stronger and
more virile than ever, with always increasing consumption, minimum stocks
and a prediction at the crest of each eyele of the imminence of a copper famine,
The last peak was In 1929 when, in the "Now Era" hysteria, the Northern
Rhodesian coppers were welcomed as saviors of a critical situation, due to
come Into production at tile psychological time to avert a copper shortage and
a runaway market, since the probable increase of world demand bade fair to
strain and outstrip the productive capacity of existing mines and plants.

Now, the picture has suddenly changed; consumption has melted away, the
price has crumbled, stocks have mounted, and some producers are desperate.
This general hysteria of despair is quite typical of the last stages of a major
depression, the same psychology that has already seen "the utter ruin" of
the copper industry six times in the last 45 years-in 1887, in 1894, In 103, in
190, in 1920, and In 1931. In 1920-21 it even went so far that most of the
country's copper mines closed down completely for several months. The pres.
eant depression has not reduced them to that extremity, largely because of the
accumulation of abnornally large profits piled up during the many prosperom
years behind them.

When all is said and done, a dispassionate survey of the present world
copper situation as regards probably future production and consumption'
clearly indicates that with any sort of a recovery to normal in Europe and the
rest of the world, we may confidently expect world consumption to absort
potential world production, with the result that the situation will adjust itself
naturally, as It bas so often done in the past, without the economic dislocatlot
of a tariff.

11. The recovery of the copper industry depends on the revival of consump
tion, the expansion of the uses of the metal, and the assurance of a reasonable
low and reasonably stabilized price.

The real salvation of the copper industry depends fundamentally, as ii
always has, upon a revival In consumptive demand and the stimulation a1
widespread and Increased uses for the metal. The achievement of these condl,
tons is furthered and hastened by a period of reasonably low and relatively

iCopper Tariff Statistics booklet, ibibits Z-I, Z-2, 3", 3.4, and 3--.
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stable prices. The price should remain low enough to discourage unni-eded
Productiion and to Olhoinato the competition of other metals In uses for which
copper is articularly suited. This competition becomes a serious factor for
copper and brass fabricators when the price of copper exceeds 18 cents per
Dound. Copper producers, including the American mines, have themselves
largelY to blawe for their present plight. They can rehabilitate their Industry
only by now curtailing production rigorously and by not expanding It In future
ay faster than consumption justifies.

it is only a minority of producers who look for the illusory benefitH of
tariff relief. The majority recognize the futility of a tariff on a commodity
of which there is an actual and potential exportable surplus and are bending
their efforts to the practical problem of aligning their industry In accordance
with the inexorable law of supply and demand.

At present we happen to be in a period when supply is exceeding demand.
We have seen such periods before. Yet consumption of copper has shown for
the last 50 years a steady upward trend, Despite miany short-term divergences,
corresponding to the cycles of business expansion and depression, the long.
term trend estublished by the United States Indicates a cumulative annual
increase of 5 per cent minimum,' by the world 4 per cent minimum,' It is
reasonable to believe that consumption outside of the United States, par-
ticularly In Europe, will tend to reestablish during the next decade the same
ratio of growth which it shared with the United States prior to the World
War. Since 1013 the per capita copper consumption of the United States has
doubled, that of the chief European nations has merely regained its pro-war
status. If, during the next decade European consumption only achieves one.
half the per capita consumptive increase that the United States has shown
since 1918, world consumption will overtake the world's present productive
capacity within 10 years.

12. Until copper consumption Improves from its present low rate, a continu-
ance of the drastic voluntary curtailment program participated in by the
principal foreign and domestic mines is imperative if a further decline In price
is to be avoided. A tariff or tax on copper would immediately disrupt the
present curtailment program and throw the industry into a new state of
chaos.

In the meantime and until the normal demand for copper reasserts Itself
there shoud be nothing hastily and hysterically initiated to destroy the one
real protection against a further growth of unsalable stocks and, conse-
quently, a lower price for copper. This one real protection Is the world-wide
curtailment of mine production which began on January I and was made
more drastic beginning in April. The imposition of a United States tarl
on copper will promptly destroy the existing cooperation between the world's
leading producers, assure a series of retaliatory tariffs abroad and plunge our
entire copper industry into a new state of chaos.

While the recently started curtailment program is admittedly in the best
interests of the industry as a whole, it is particularly beneficial to United

States producers, since it permits the exportation of our surplus. It is not
widely enough appreciated that the United States has a proportionately larger
exportable surplus of copper than has the rest of the world, taken as a whole.
During 1931, primary foreign consumption ts estimated at 775,000 tons, or
48 per cent of the foreign capacity of 1,00,000 tons; the United States con-
sxmption of primary copper was 454,500 tons, or 34 per cent of Its productive
capacity of 1,820,000 tons. Consequently, under the curtailment program where-
by the chief United States and foreign mines are reducing their United States
and foreign mines are reducing their capacity, domestic mines are faring
better than they would be if the Imposition of a tariff restricted their outlets
solely to the domiestle market. Such restriction would be inevitable by reason of
retaliatory tariffs and increased production abroad. Domestic production
would then either have to contract below the rate of present curtailment or
force prices still lower in a senseless struggle for the "survival of the fittest."
Fabricating plants have already suffered onerous inventory losses through the
decline In copper prices. Any tax or tariff would jeopardize the curtailment of
production, which is their one safeguard against further disastrous losses.

ICopper Tariff Statistics, Exhibits D-, 1-4.
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At tilt) Pltreent ertiteni time the sentiileiit of the thlnkilig raii of thim coun.
try and of the world i awakening to the uitsoundneg of nuiny ot flie present
ttrilT burriers, which have stranglhd International trade und intesilfled, if
not actually cauutul, the current deprosuloi. Few otherwise sane ond pubile.
spirited 11,n (1en conselentiously support a copper ttlff, an Intitrument of
seio'1al privilege with the minnlest object of proteetiig a few hlgh-.ost pro.
dutirs. ueh it turfl could do o good ; on the contrary, It It eould be it any
way eltoetive, It would seriously lijure Iity of our1' Im)rtilt lllUblutrle
anoI would impose a heavy tax oil the real victimll of too rriny ill-colshlored
legislative proposals, the ultimate conksumor ani taxpityer', It wold iay the
bill, ond tilt, lplpimed lieneftchl'les would be tile few ligli.ost r11110is W11i(h
dio llt deletrve the alleged bellefits of i tax or titrlft tunl tile illlily 1..wost
liies wilich oo lnt need and are not asking for It.

Tihe sulojeet of it tarit with Its maly &'ia o illelulloi4 is Co4ll)ix Milid (deserilng,
ut hast, of cali study lird critical conuIderation, To bring out aill tl facts
requires tine. Tile present revenue bill requires speed. A copler tarlilt ld.
ulittedly and obviously will not produce lreveue nid 11115 no place In i t revenue
bill.

TAnLX No. 1.--opper tardff prpotmnt vontiante' dtivldend r'erords

Calumet & Heels Conisolllated Copper Co, to 1030..
Ahmeek Mining Co .......................
Alioust Mining Co ........................
Centennial Copl Mining co ...............
Osleit Consori td Mining Co ...............

Conollldated Coppeolnes Corporatlon ..............
Coper 0ne, t o 1 .0.....................
mmm eopr Co., to 1930 ................... .
Mohwk Ining Co., to 1M ...................
Not li Butte Mining Co., l90-1918 .............
Pbelps.Dodge Corporation 190-131 .................

A690" Copper Co., 1904-1921 ...................
calumet Arizons Mining Co., to 1931 ..........
New C Wornla Copper Co .....................
Old Dominion Co., to I918 .................

Quincy Mining Co., toI0 ......................
Seneca Copper MI 'ngCo ............................
Shattuck-Dean M ,iAng Co., 1910-120 ...............

iennessee Copper Co., to 10 .......................

Total....................
Total United States mine production (A. B. M. .)....
Peroqtage of total by copper tariff proponent com-pemi .................................... per cent..

Copper production
Capital stockl....,..

issued

081,0070

194,0 000 )
11,584,88 I

None, 7,1 0000
31,043,"s 9,867,325
37,332 63 3735, W8
13,510,000 2,6, 000
14, 07,000 3,412,780
2a,59007 *6000%000
31,8028 

(8)

77, ft304 10,857.140
16,833,00X)
'5%7082 8, 000127,002V,5W 5,035,528

None 72,000
Noe 1,47%,200

7,0 12 800 3,9 W,00
9,08% 841 ,000,0 0

594,79%,6 1 171,582,170

Short tonts

29,492
10,022
1,7 3

V2'570
472

1,409
'a,38

l~oit

33,1

00,470
21g0

4,167
(1)

1.000,2031 1090471

$0.1 All

Nlof.-Ductnwn Chemical & Iron Co. statistics are not included above because the complicated
corrate strueture of this and its related compane renders it impossible to determine accurate dividend
totals. However It may be stated that the dividend return upon the original "founders' shares" In the
period 1895 to 1916 totaled 97253 per cent.

IDividends paid to minority interests. Balance of dividends are Included In Income of the controlling0ompanies.
o ruouded In Calumet & Reols.IlDividendselnt The I dividends paid previouslb Copper Jueen, Detroit Copper Co,, and

other subs I a not be a scertained and are therefore not noud -believed to have paid 5,000,000.
Before acquisition of refining and fabricating subsidiaries.
Included In Pheps.Dodge.

6 Included In Calumet & Arizona.
I Balance eet va l tlon of no par capital stock.
$ Bonds,
*Not published.
"Derese, 17 per cent.
"Decrease, 31 per cent,



REVENUES ACT 01 1032 821

TIAbLt No. 2.-M hidg n copper Industr dividend# paid to date

Entire Michigan Copper industry, 1861-1910 .......... ------- $180,802,000.00

calumet & feela Consolidated Copper Co., 1011-1030 ----------- 07, 879, 779. 00
Copper Range Co., 1011-1030 .................................- 20, 287, 149.00

Isle Royale Copper Co., 1918-1030 .................---....... 3, 487, 500. 00
Muss Consoliduted Mining Co., 1910-17 .....................- 480, 583. 00
Molhawk lliing Co., 1911-1030 ................................ 11,819, 03?. 50

Quincy bMining Co., 1911-1020 7,--00,0. 00 o
St. Mary's Mineral Lind Co.,1 1911 -0-12 -.... 1 3, 700, 000. 00
Union (oloper Land Mining Co. 1023-1 1 9200 ..................... 140, 000. 00
Victoria Copper Mining Co., 1020 ..............------ 4), 000. 00

Ttol dividends, 1911-1080 .. 125, 8,9 48. 0
TOtl Dividends, 1861-1980 ---...........-. 806,162,48. 50

TADLE No. 3.-Comparison of commodity prices

Commodity tIuent 9*193o

0op r( ew York electrolytic) cents per pound ....... Free. 116.00 0.00 38

Tnwstait cents New pYo)n pan.............. 8.68 2. 7

Sitlve (New York) cents r re ...... .... ....--- -0.019 28.78 419
O0 ton(short staple) nqetsper pound... .......... 1 21.00 6.30 2.0
om (N0. A yellow, cago) cents per bqshsl ........ 28 108.0 8.0 82.0
0to (CS oshite, Ch )cents pr thel ........... 18 Q.0 21.0 31,0
Wfat (NO 1) cents per be ........................ 42 1.0 81.0 s,.0
W at (1o 2) nts per bushel ........................ 42 19.0 47.0 24.0
Laher (gmen Al ted, pakers heavy native steer)

cents ar found ...... .................... Fee, Z.1 6.0 2.0

(W - e wstern d resa dst o"s)et~tO l 3 28.4 .12 42.0
Be (A Chicago) n utsenta per pound............... 2 12.43 4.22

Lmbscentperpold '83 1.46 4.89 .0
C o saeOkaftomt at wells) cents par 130,0 23.8 1.0

Cocuo AC New York) cents per pound .............. do. 1.0 4,126 27.0
cfee (DM31 grades) cents per pound ............. do ....... 18.4 5.3 20.0

Silk (raw Japanese) cents per pound ........ .***.do ....... 6,39 1.45 26.9
Rubber (suked beets, New York) cents per pound....do ....... 40.0 3.1 7.75

Except for I mouth in 1929 when it reached a momentary peak of 24 cents,

'A head,

TADLE No. 4.-Comparison of production rates
Percent of

1929 average production January, 1932 192 average

Lad ........................... 82,749 short tons ............. 32,100 short tons ............. 38.8
Zinc .......................... 823 short tons 22810 short tans............. 42.8
Silver .................. 5,601,000 ouncs .... 2,412,000 ounces ............ 40.5
Steel .................. 4526000 long tons........1 481,290 long tons ........... 32.3

Copper.................80 Ai0 short tons ...... to00 short tons (estimated): 32.2
Pig Iron .................. 3,62,000 long tons ........... 972,784 long tons ............. 27.1)

largely from Champion Copper Co. Interest.
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TABLE No. 5--Comparison of mine production rates

1028 JIM 1930 1981 lostc

LUAP, IW00 SiLTIER DISIRWYS

Lake County, Colo. (mainly Ltdvnlle):
.............................. tons. 5,108 8,172 0,0 1-

flt .... 14, M0 13,414 1119 2,807
or878" ,50 3m 94,270 014,704 90,310

4..7.9... . ...... N.. 7 01 m 8,I81 806 &
........ o- 4.01-6. 12,714 11,420 10,000 None, .... .

Po*** ..........~Y ounces-, 827,318 871,044 '1,065,011 414,298 14.
h, . 1  o .. 701,29m 777,009 4,387 10,000 21 4

shi p p d ...................................... 379,249 45, 310 378,408 218,200 47,

Joplin, Mo.: Ton of ooncentrates shipped ..... 5S, 700 010, 00 434,400 22, 000 37,5
Montana (flne): Tons produced ........... 82,830 08,170 K 421 5,800 888

81LVR% DISTRICT

ppb, Nov: Silv................ ounces.. I, 03I 1,90A, 000 1,952,000 '0 ,000 32,8
Tox.. s1,vTn ................. ounco.. 1,208,28 973,252 35,8 85 None. ..........

I Abnormnlly high on account of new silver production from ShonandoMa.Divu M ine,IEstimated.-

TA BL No, 8,-Cost of an effective -cent tariff to the American copper consumes

Copper contumpton In the United .......te 1.................... ponds.. A 191,981100
opper onsu mpton In te Ynted Stites, per capital ......... o-...................... do....

rce paid for 1929 oonsumpton, at I5,107 cents........................... 39,
creo cost fi efeotlve 8cent tariff per capital ...........................

ncr a cost to a una e ............. ........................-......... ,

Industry consumption Cost Iume

Inoresaed jost to following industries: Pounds
slotol mus',factures ................ 04-0.---...... ow . ..... 0- 40,000 00,
Telephone and telegraphs- ........................................ 328,000,000 10 ,4K 0W

utmobl .... ............... ...... . ". ............ 27 28,200,000 13,7 00
10 an pwerass.......280001000 12,70M

V..l ltsu powernn.. 4. .................... .:00, 000 11,60,00
o .............................................................. ' 118,900,000 6,90,000

ul e( tnl t .............. .. ... .... .0 .. .4. ........... .... 0....*! ue, 400, M0 11, M' Woo
o rece gsets-s ................... -. ............... ....... W, 000 ,

Olir uses. .. --...--....... --.... --..---...--.......................... ! 249,200, O00 1, 0;2 lanuaoturos for sport ...................... ................. 1490, S ,000 7 490,0i

TotaW ....................................................... A,10 00, 000 0, S, 00

TABLIU No. 7.-Dividends paid by principal American copper companies in 1981

Anaconda .................................................. $12,1 80 233
East Butte................................................. 849 774
Iron Cap, preferred .......................................... 4654
Kennecott ................................................. 14, 089,726
Magma .................................................... 7144271Mohawk .............. ..................................... 111o 70
Nevada Consolidated .......................................... 3, 885 799
Phelps Dodge (including Calumet & Arizona) .................... 4 82100892
Tennessee .................................................. 214468
United Verde Extension ...................................... 575, 000
Utah Copper ............................................... 9,739, 466

Total --------------------------------------- 47, 575,982
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MEMORANDUM TO ACCOMPANY COPuERUAR#VV STATISTICS

Analytical study of these statistics and charts points to the following generaltonalualons:
1. Exhibits A-i and A-2 show that there has existed an exportable surplus

of copper In the United States for over 80 years. That, Just as long as this
condition of portable surplus exists, a copper tariff would not be effective in
permanently Increasing the domestic as compared to the foreign price of copper
proved by

2. Exhibits 13-1 and B-2, which show that during the last four years of the
former copper tariff 1891 to 1894, inclusive, when thre was an export surplus
of the metal the dilterence between the New York and London prices of copper
was negligible, so that In 1894 the duty, universally recognized to be useless, was
removed without a protest.

3. Exhibit C, showing foreign and domestic prices of wheat with a 42 cent duty
during recent years, offers further proof of the futility of a tariff where an export
commodity is concerned.

4. Exhibits D-I, D-2 and D-8, showing In detail the present productive
capacity of the United Rtates copper mines and statistics of past United States
consumption, indicate that with a normal annual increase In the latter our
domestic mines as now equipped can and probably will produce more copper
than the country can consume until at lent 1943. It, therefore, follows that a
tariff can not be made effective for over 10 years.

5. Exhibits E-I, E-2, F-8, E-4 and E-6 Include a highly optimistic, detailed
estimate of the world's productive capacity and indicate that world copper
consumption Is very likely to overtake this developed productive capacity of the
world's copper mines within & much shorter length of time, which will soon place
the industry once more on a sound basis.

6. Exhibit F shows the important part which foreign copper plays in the
refining industry of the United States and suggests the serious Injury which exclu-
sien of-foreign copper would cause to this important industry.

[NoT. All figures in these statistics come from published Government sources,
except as otherwise noted.]

Copper statistics, tonited States of America complete, including all copper exported
and imported shcrt tens

Stocks beginning of year, refined and blister ....................... 832, 800
Production of primary refined copper:

United States---------------- ------ 5. 523, 000
Cuba-----------------------------------1... 10,498

IMPORTS (LEsS CUBA)
Department of Commerce:

Ore ............................................. 11,790
Concentrates ..................................... 49, 704
Regulus, coarse metal and cement copper ............ 735
Unrefined, black, blister etc ........................ 140, 925
Refined .......................................... 87, 225
Scrap, scale, and clippings .......................... 2, 567
Old and brass (estimated average contents) ........... 1 00"------ 283, 748

1,349,746

EXPORTS
Department of Commerce:

Ore and concentrates ............................. 150
Refined ingots, bars, etc .......................... 202,698
Old and scrap ......................... 33, 276
Pipes and tubes ........................... 1,0385
Plates and sheets ......................... 2, 269
Rods .................................... 29,415
Wire (except insulated) ............................ g34
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American BIureau of Metal Statistics calculations for 1931:
Insulated wire and cable .......... .. ............ 3, 200
Manufactures of copper ............................. 900
Brass ingots, plates, bars ........................ 1,.... . I, 400
Brass pipes and tubes ........................... 1, 100
Brass pipe fittings ................................. 800
Brass or bronze wire ................................ 400
Builders' hardware ................................ 400
Other brass and bronze manufactures ................. 1,600
Plated ware ....................................- 200
Nickel silver ...................................... 100
Copper sulphate .............................- ... 900
Electrical manufactures .............................. 0,000
Automobiles .................................- .. 3, 300
Freight oars .......-............................ 80
Locomotives ...................................... 50
In scrap brass................................... 33, 589 Short Ions

328,960
Stocks end of year----------------------.-...............---008,800
Apparent domestic consumption .............................. 412, 280

Total ............................................... , 849, 748

RtECONCILIATION~
Imports (leas Cuba) ......................................... 283, 748
Exports ....................................................... 328,966

Excess exports .......................................... 45,218
Increase in stocks ............................................. 70,000

Exportable surplus ............................. 121, 0218

t'JMLIMINAIRY

1981
Stocks oeginnlng of year:

Refined .................................................
Blister .......................................

Production of prim ary refined copper:

307, 00
228,000

United States ............................................. 523,000
Cuba .................................................. 10, 498

Imports (less Cuba) -----...........-.-............ 279, 881

1, 343p 870

Exports--------------------------280, 000to k en of,: r:......... ....... :..... ..... ................. 28 00
Stocks end of year:

Blister ................................................... 156,ooo
Refined .................................................. 452, 500

Apparent consumption .......................................... 487, 379

1, 345, 879

RIECONCILIATION

Imports (less Cuba) ........................................... 279, 881
Exports ...................................................... 280,000

Excess exports ................................................ 119
Increased stocks ....................... ........................ 76,000

Surplus ................................................ 76, 119
I Returns for this figure not quite complete so estimated in small part.
Nors.-Imports and exports taken from A. B, of M. S. monthly reports, These reports urs Bureau

of Foreign and Domestl0qomeroe figures whloh are the same as used heretofore.
exports do not luoluae a very eonslcnable quantity of copper In fabricated and manufactured from

et.,, estimated for 101 to be 48,100 tons by the American Bureau of Metal Statistics.



Exmrr A-1

Copper statitis, United States (Cuba considered as domestic)

[Sheett -
isMTat, II

ttocs beginning of year- I- ,

Refined --------------- £15.50' 32% 560 - fo 10% j12, 2150 ZU 73"48 57 I43 MM13, 3155
Bs... er-. 134 Z1.5 141,50) . io,5001 21K,03 299503 3ws 1t 1 2t7 56

Production of primary re- - I * i
field copper (Uf itedStates - j I
and Cuba) ---------- ~oo MO.. 46m SM44,T161 Me" Km,6 S74570 £7 1 SM8 mM41 wG

Imports (le Cuba)..... .-... 1 233,51 1A,21 M 32m 326,M 32%451 3tM 37%M 344, 3k 172 49L ON I 574 3.0M 838

L256047 1,4190 .,42 m L35k819~ Wl9l4 SIM l,%U4 Laaa tlw% 1I.5Th43 Lfl;-ZC2~ 4WSW; 1Z294 IM

Exports -------------- -- 312,07' 314,4012 371,521 414,657 5,456 SmtO 4SZ80 OU 5365 50, WO0 MW944 X.I M7I5 44%0218

Stocks end of year. I 
#a*

Re f-l ----------- 329m5W , o 22%5m WKn00 n; 6tis, et O6: 8150 54f 15,0 301 307.5 0

Blis te-. 2,, 500 1415 lMS 21 00 1w5 21.I M W7.507 25w00 ML 50 250,*' 2.%Si 3 5,, 1i

Appment consumption ------- 412,02 356, 541 3. SKnw 0406: atsM 7 rn H.46 i8574 8wams4 6, I79

i ,2W0,7 1,0419431 10%*80 L35&,819  t Lt5 4 1&934 1,533,370 151%137 1,575.011 1,747,92 1,5W,19 1Z2KM,51
f--- '| ' '" - - - - -t

BECOYQTJATIOS 
0

~ CO

imports (les ub) 233.,581 16k,2151 257,5n1 32& 156 32145 38SS 3M&S Sit 22 35,1In, 425,91 35k,574 3,S02,4 to

Ex ports------------ 312,027. 314,451 371 ,52W 414,657 55S4j5,10 N48ZisCv ss 5 6&6 U te1 WA44Sj 3& Mh 4M23

Excess exports 7-- 446 , 1orI00 1W3 1 : 1. ..7 I2O . .. .. "3 1M.......
... 0 .2 .. --..... 1----- -.. . ---- ---------

ie-crease--l stocks -------- m- a mD

Increased stock s . ............-- 110 ,000 59.. ... ... . -..-... ...

Surplus ----- 18,446. 4&1 31,40 147,99 192,&2s3
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Exports do not Include a considerable quantity of copper In fabricated and
manufactured form, as electrical manufactures, automobiles, tretqht cars and
locomotives, in bros ingots, plates bars, pipes, tubes, brass orbronse wife
builders' hardware other brass ana bronze manufactures, nlokel-silver anc
copper sulphate. copper exported in these forms would be included in the totals
for exports if authentic Government figures were available, and the exportable
surplus totals for each year, shown above, would be augmented by this very
considerable amount.

APPARMIN OMOSUPTIO#N

Calculation starts with stocks at beginning of year, both blister and refined
plus domestic refined production (including Cuba) and imports of all classes of
material (excluding Cuba), giving a total supply from which are deducted all
exports (except certain manufactures) and stocks at end of year, giving a figure
which we call "apparent consumption."



1M im I=1 1=1 97-

.1 1 1 1 1 1 1 1 1 1 1

Stocks bging of year:Rene fi-n n e ----- ------------
Bl-ste ..........................................

Production of primary refined copper (United Stats
and Cu-a

Imports (ezcluding Cuba)--

&oksend of year:

R efined------------
Blister -------------------- e--------- -----------

Apparent consumption ------------------------ -------

Impors (excluding Cuba) ----------------------------
-~w ------------- - - ------

D e c e stoks ------------------------- ------------
I n r a s ------------------------- -------------

s urpl us ------------- --------

4,9185S792
7074

138377
4,428

MO591
SKS3

M1U

44,1V

5,144

11%977

%an
61&,412

45,1M

605,212
M SO~4

F4 so
161.54

14.10
OWSs3
14M,50

42.2U5
1WAR
21,649(4,376

2101

64O
2,11

2 54.117

57,00
14,6SU

373241

8O328

2OLSU

M767k1ofnt66 345110S66 136,5~ ~501 8.6 ,6,354.11 ,4$'
341,423

70,743
M, 377

61,402i
128.601
374,117

39,277

44,86

354,5v=

3507

137,62
W.~3 W9

463.281

45,12
123.
3S669

421LOW

86,83
101.,531
31%9,01

41,215
IV, MSM 2 213,62

623,55
Z81,600
746,9

315,500
135,56

871,627~g W.4.751 UL.8#E%6o1w5~ ~mAs -- ;Mh
1 ±- $ ~~ - --j.410I_ _

154,8 16410
3K M5

161,910
34 2n7

19,9 7
U7,30

~oes
43421 10,845

a4010
214 10
34,89

25117
SM8413

Z-3,21
3-.-4 *a

'M6516
2314

185441 1WS 31.36 W. 26.12 7k1 "- K 7w 9 2r * IOIS t 9. . ,7 I | A M -- 1 A ASS, s .... -------- ,-:- 12 .M2 --- -- --- --- - --.. .. .. .--- -- -. . ....- 7. . .,. '
21, 474 = I 2I4 U5 s 21 62Z66~

I
0

21L 616 1 1K 259

M4 1 IM 11, me I

= 5w
W 005

M 799



Stocks begrinning of year:
Refined ........................................... 14LON
Bliqter.

1'roluetion of primary: .
Refined coper (U nited State and C uba) ........................... ................................ 32 , 1M

Imports (less Cuba) ]------------------------------------------ 7156

Reeed. . .B lite .. ......... .. ......--------- ------------------ ---------------------- -----------Z:: : Z [.. - _ ...
A pare t cowcum ptieD -------------------------. .... .. [ . oa

! ttfl CzuJ TytN . - -

Imlporls fexci:divw.f ( uil.) ......... ------------------------------------------.. 1.565k .-. x t I --- ----- .-- -.-.-- -----.-- - ------- -- ---.-- --- -------- - --.--- --- --.-- ---- --. S 8 . C4

E xcessexp sr; --.... ................. ..................... ................ 117.0 4

------r-ased-st-eks ... ..................................... ........ ...... ----

S u r p lu s --------------------------------. ..-.- -.- -.- -.-.-- -----.-- ---------

These figures do not include nanufj-I ur-s for ern.

IS;I 1"I

Sk .UNI1 ftfits

47~531

4*954
1051W

3,13553.5

443,841
105.3

1957

=201
1.US

Is0

5,173

4W.n2
t 1-4

iao jK5 6zss 6431 j ±n 1kOS n su San

I75 UZW U7,M M 29X802 X4,33 35 2S4S IU.Ek2

K.3 5V,476 1532X2631 12593 AM

1St 11 36$81 276.33 ±!LSZA 254.514 3,9Uf

......... 13,0f 170.95 IsOZ .... ... ... ... ...
------ _. . . . . ... . . . 27.445

:9.3 M r 5i M~o

N'
.736k rZ1671 Lr&5S5f 117.7791

M1.t37

05

.4

'4
05

0
'*1

0
'4
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1000 1800 8 10011 lo 100 M84 18M

C OIPPER IMPOISS

iper ootetof tM...o.... 
A11

1P .

un42 00 18e

Cona a111-,an1aCOWEPR t3110511

44s 13$
tio ar:::: ............. .. J dU t , 0

Totalex........... 610 5, 34,978 730 0,910 31,9 1 0% 81
Ezceusaport e ....... em 3.8 3 ,2 940 11,0(98 014, 87 75, 819 80, 131

Exmus B-2
Copper Picus

f03N1 rich POUND Duty

M arc h ............Juour ......
luile ...............
uly y ....no.ut I. ..... ......

0tpotla r .......

1;4 cXTl rEt POUND

3910-November .........
Fe ber ..........

Average, 1890 ....

15191-a ry......

Marh .............
Apu ...............
JuY...............July,...........
AuguSt .............
September.
October.......
November .......
Deoomber ........

Average, 1391....

sn-January .......
February ..........
March ..........April ..............

Octob r ........
November .......
Deoomber ........

AveraSe. 182 ....

lake IT

14,e0
14.33

its'
18.13
16.0016,80
18.40
17.00
1-90

11.9411.83

14.01
14.16
14.24

10.60 184,1
1.90 13.38
15.78 18.33

14.78 12.6
14.5 12.39

14.00 1107
13.78 12 47
13.20 12. 5
13,00 12,.97
13.00 12.94
12.20 12.48
1z20 12 is
112 IL40
11.00 10.78
10.03 10.79

12.03 112

11.00 106
10.63 10.40
10.86 10.90
11.50 10.90
11.63 11.08I 3.60 11.04

1.0 10.86
11.13 10.63
11.80 10.0
11.88 11.16
1.3- 1

Diffe.
ens

2.27
2.39

ills
Z3

2.07

1.8l
101

143t1.16
.4

2.43

2.39

167

2.22
10

1.8

1.0

1.28
.60
.03
.06,9'
.37
.85

.92

.60
.2

.72

1.00

.8
Sm.64..... 2

.......... ......... ,4 culls PE POUND ;....

14 CNN"q #11s PvOUND
DUTY

I So-4Uu u ............

November.........
ASM p6U .............

Decmba r .........

D1MV1 ...........
Average 169 ....

Jun e ......
jo y .....0..........

p333 OF DUtY

194-.Odabr ...........
November .........
DAemag .........

Averse, 184....

A lg.-tut ............

i
i.

L Io Differ

111

Il

fios
9.78

ta,00

10.76
10.13

9.00
9.13
9.40

9.0O

10 0010.00
9.78

Ii:
12.28
12.00
10.80

1070

11.08

I

10108861GM

10.24
10.41

9.98
9.00
t $I9.61
9 36

9,
9.10

:G 16

9. so
906

9.09

9.418

9.84
944

11.08
9.82

13.13
11.34

10L 44
10.3

.10

,e
,03

.04

.44

.90

.0

.01

.18

.46

.44

.1

,48

.97

.19

4 fl-u--u
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Copper' PrHcwaCoitnuod

nag3 of Du1'.- ontd.
!86-4nnuery ........

Jebgr y .....
April ............. ..
May r.......June. ............ ..

,July ..............

Oetocer .........

November .....
De remaer.....

Average, 1898...

rl1~t . -

J lie w IL qndonl ~ I
V .! Lu t I I I D I m, w
Inrs oneslak~eJ eolect f n

987

/ll, g
11.15
11.47
11.40
10/98
10.08
106811,91

A*1.2
1008ww

ns07-.4anuary ... ......... .I7I %February ........ 11,92
March ........... 11.80

pril ............. 11.48may ............... If, M
June ............. 11.11
July. ....... 11.11
.Aust .... ... 1.08
Roptmber ......... 1,30
October ...... . 11
" ovember .. to, 1

AvDerebor .......... 10. IN
Averago, 180 .... 11E

9 9,4I H.Ig, 70
10193
11.34
171

11.03
11.03
11.63
IL 8

IL 14

11,72
1118011.88

11.31
11.27
11,37

II. 018
11.20
11.04
11,038

11.36

.0
.£8

.06

.0

.0

.04

:41
.to

.08

rxixl of DU-tntd,

188-Juary ......
Fehrjary ..........Ma?.'......
601il ... I......."...
hfby ...............
June ...............
July...............
liept 0mb ar ..........October ........
November ....

, e05flb5r....

NewYork
lake

I* o

1114

110413. so

,M"
108

1193
Avera, IBM.... 1103

160" 8 .nar ........... 14.75
February......... 18. 00
March.......... 17.54

184n 11 ........... 1 7.4

July ......... 19,33
Auut ............. 18,0

SOP nibr ....... 18.40October ............ 17.70
November ......... 1o, 91

......... 1840

Average, 1899.... 17.61

Comparadti wheat prices received by Mhe American farmer and in Liverpool
lYcarbook of Agriculture, 1,311

__ ... . .. : ' - . ..... .. D iff e re n tia l

$ a n u a r y1 9 6
nuary ......................................a bruary.................. "...............

March .................................. ..........
"it.. .................................
Juny ..........................................

. .p .................................................August ............... . ..........................
September ...... -..............................................October ......................................................
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17.00
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171,00
178.00
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187.00
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10100
171.00
171.00
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Liverpoolless
'United
status

prEtimted vele price per buOhel received by producers of all wheat. Monthly prices weighted byproduction for ol tre, •"
I Avera roe per bushel of all Imported wheat,*After adIng to American farmer price 23 cents per bushel, freigh Itiw s to Galveston, and deductingrom Liverpool prioe 64 ents per buishl, frseiht Liverpool to qulveston, or a net differential of 164 tents

per bushel,
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ppnaroiPE whoa prices received by fle Am~richn farme and i t er pol-CCon.

A iver- Both'

can? We0Poo prime
farmr rofrred

~to (14l-

Vestoll

197Coat* Cents lt Ce nt.Cow
1220 V.W.........
jg7.90 1661

............... ~ 117.20 1860 .........

..... 0.0 .... a13010 160 . ..... ...
..... ....................... 13 f 0.......... .......

ber:................... 
119.2 IGLOO0

..... 00 .... ........ 118,. 149.00.
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eme .... 111. 147.00 ..

Losber113. 148,00A ~ler ag* .1 120.48) 188. lB B&T ~i'I~l' j 19w.21i

Avot ...........,.......[............... :........ :.... ..........

10......2 ...8::.*...... 118.20 14900..... o..........-

Ih.r...................................1120 
148.00..........

. . .. 121:0 1 . ........

Mr h ........................................ 129. 0 18900... .......

sy ........ . . . . . . . .0 ":' 1: 4.301 . .. . . .........

I , ............. " . I 0 ..........
9; 

..
0....... 11 1 2 . ..........

August .......
o........ ... 40 12.00 ..... ......

..m. .4 120... ......... 0..

06.. . 7i, 126oD /...; .... ... 48

Avon" m ...................... ........................ o 1o8 I ..................
1929 98.80 13100.............

ho ir ....... ............................... . *#I.............. 31 o .00oo .......... ..........
J m n uiny ........... .-4 4 ................ 104.2 W 1 .00 ..................

o ........... ................ .l 70 131.00 .......... ..........
6pi. .......... ::........................ ..................... . W,0.80 146#.001 ........ .....-
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)ul.............. ................. ... 1I 40 11.0 ..........

August ......................... -............... .... 110.70 141.00 ........

ptube ................... 1 1......370................. . ..... .-----
tober...................................... 111.80 131.00

November . .. . 10.40 128.00.
tue1r00 ...................................... ...... & 0 141.00 .......... ..........

Avere ........................................... 1...... 1& 1. 131.41 2&8 11 t

1930
Jwyh .17 ................................................ .50 140.00 .......... .....

Februt.ry .......... : 101.30 24,00 .......... .......

March... ...................... 1..... . .......... ..........

W 4 1 , ......... ..........
. 74.0 10 00 .......... ..........

u .................... .................. . .. 70. 1.0 .......... ..........
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August ....................... ........................... 40 8,+ M .......... ..........

Septober ..................................... 
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6oeb 1,30 74.00 ......... ......Deoember ........ ................... ................... "..: 1 .301 74.00 .. ....... -1.........--
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hW#*Wa op pt ordln- Ulod aU of Atmeica

Anaconda, Butte .........
Calumet and Hacla.

Duaktown.. ............
FAut Butte ..............Engels..........
Inspiration ...............
Isle Royal- .............Rmeuc 't .Alnska.......

Stuoad (Cuba)...

,AI , Lode-...........
Nevada-Ray-Chino ......
North Butte ---------
Ohio------------

Shift so
181000w

9#O00
"I 000
^We00
6,000
8,o00
6'000

70,0
5, 400

14,000
2,00

80,000
22,80m
85000
12, 000
6000

183000
4,000
1,00

Shout Urn
Old Dominion . . . 10,000
Phelps Dodge-United

Stt -................. 220000ic ................ 12,000
1900ioW 0 Ma a 0 - 0 a .. 0 200

Shattuck-Dman... $too
T n em. . ?o
United Verde ............ 81
United Verde Extension. 27000
Utah ................... 2000
Utah Apex ............... 230
Utah Delaware.......---..- 2700
Walker .................. 7,8o

Total primary ...... 318, 900
Set ndary to primary re-

fineries .1.............. 180, 000

Total copper ..... 1,468,000
I fl -a 111

ExuImr D)-2
Unied'Sla copper en"Sumion

. shontoss
1890 ................. . 959224
1891 ...................... 88534
1S9 .. ............... ftaa1206

189 ...............----. ,745

1898 .............. . 129,851

1898 .................. 18% 703
189----------25758
1900 ..............--- ...... 181044
1901 ..................... 258881Ioa ................. 0
1902-----------1903-----.------------2.. 6428

1904.. ............ 288102
1905...................... 291899
19060 ................. .82,S062
1907 ..... ......... 208 932
1908 .................. 1 88
1909- ............. - 0 - 828, 08
1910 ...................... 874117

short tor
1911 ................. .34, S

1918 ............ .... ... 689
1914 ............... .. 89,08
1915 ................. 4--520,8
1918 .................. 82
1917 ................... 42,09
191 ...................... 746 M
1910 ...................... 592,12
192 -.............. t..... -- 412030

1929 ...................... 83,8Ht
19M ............... 00...... 430801928 ............--... .- 0 896,103
194- ................ ... .693,056

ins.------------750,021
1927 ............--.. 6 94.. 644772
1928 ...................... 744, 4
1929 ................ 574

.. . . ..-- 897 U06

Nov.-United States figures from 1890-1901, inlusve, are the "Available
Supplies" as reported by the U. 8. Geological Survey; from 1902 to 1030, ioli-
sive. arlthe resIut of c populations made, details of which are shown In Exhibit A.
All lgures used in this connection come from Government sources.

B"
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SUMMARY

~Shout toss
Itel States, priny.... 1,819,000

cited tats soondary to
primari lhfer4 160,000

United states total. 1,49,000
100t A.................. 49S00

th America 14 . .*af. . 49 ,0 0

rope ......... 0.......0
Australia .......... 12,000

93000
273,000

Africa:
Rhodesia ........... 272,000
Katan ............. 210,000
Miscellaneous ........ 10,000

408, 000

Total ............. 8,078,000
South America:

Andes ................ 95,000
Braden ................ 125,0000
Cerro do Pasco ........ . 000
Chile .................. 10000
Gato ................. 3000
Naltagua- -......... 7000
Poderosa -....... s, 34
Miscelianeous .......... 1,0o

Total ............... 496, 000

Mexico:
Boleo ........... 12,000
Canns- ............... oo
Masapi!-------------.. ,0000
Moctesums ............ 21000
Tesutlan ............ 1,700

Total ........ .89, 700

Eur-------:8,tier ................... 45, 000
Mansfield (and other

Germany) ........... 30, 000

Euro -- cnued."~o Tinto ..............
Miscellaneous Nothorn

Ore (Scandinavisn.

Shout toe
42, 000

etc.)................ 26$000

Total ............... 148,000

Australia: Mount Lyell .... 12,000
Asia:

Furukawa ............. 1, 00
Indian Copper ......... 8,00
Sumitomo ............. 20 000
Japan, miscellaneous .... 0,000

Total ............... 9200

Canada:
Aban ................. 3 000
Amulet ................ 8 000
Britannia .............. 24,000
Consolidated M. & S... 7 000
Eustis ................. 2000
Granby ................ 27,000
Hudseui Bay ........... 2,00
Integinttonal Nickel .... 120,000
Noranda .............. 0- 60000
Sherritt-Gordon ....... 12,000

Total .............. 278,0000

Africa:
Mufulra ............. 500
Rhokitna ............. 10 000
Roan Antelope ........ 7,000

Total Rhodesia ....... 271,600

Katanga -...... . 216,0000
Messina ......... . 7000
Namaqua .............. 2800

Total Africa ......... 497,000
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tIorld copper consumption

short tons
1890- ................ 318,019
1891 .................... 331, 475
1892 ....................... 344, 770
1803 .................... V 380,902
1894 ................... 36,142
1895 ................ 801, 730
1806 ................ 420,311
1897 ...................... 404, 301
1808 ...................... 477,87)
1809- .........--.......... 15,646
1000 ............. -565, 149
1901 .................... 14, 757
1902 ..................... 042, 090
1903 ...................... 646,719
1904 ...................... 730, 164
1905 ...................... 801,813
106 ...................... 70, 022

1007--------- .----731,480
1008 ....................... 3 75,389
1909 ...................... 871,580
1010---------------.. -1,010,589

1011 ...................
112...............
113 ..............
'1014 ...11..........A......

1020 ..............
1021 .......-............
1022.....................
102 ....................
1925 .....................
1920 ....................
1927 ......---.......
1927 ................1029--------------
1020..................1029 ....................
1930 .....................

$iulrt tons!
1, 0,1, 704
1, 114, *59

1, 203, 7301, 058, 04
1o 2419, 788
1,480,0M9
11 623o 26
I, 1$60, 387
1,0mot,
1, 150,65

778, 641, 00 8T
1, 331, 04
1 101, 23
1,073, 843
1, 726, 632
1t 758, 720
2, 019, 965
2, 000, 953
It 731, 713

Non.-World figures from 106W-19t incolsive, as reported by the MetoligosullschaGt, Germwny; from
915-1080, Inclusive, Da reported by the Atnerli Bureau of Metald tAtistics,

S EXIIT E-3
Jotentll copper production: Short tonI

United at....................................... ... I %000
Foreign .................... ..................... 1609,000

World ................................................... 8,078, 000

Possible copper situation fin 1941:
World consumption in 1941 if it should reach potential would be 3, 078,000
United States consumption (extitnted) ................ -1,350,000

Foreign consumption would be .....------------- 1,728,000
Plus M per cent increase foreign consumption per capital ....... 864,000

Foreign consumption might be ......................... 2, 592, 000
United states consumption (without ier capital increase) (esti-

mated) .............-- ... .-.....-............... 1, 850, 000

Possible world consumption (1941) ......................... 3,942,000

Exuts F

United St*s Rened Copper poduction I
EXCLUDINO SECONDARY

(Pounds)

loM Io 1930

Total Electrolytic Total Electrolytic Total Electrolytioonly only only

Domestic sources-7.... 1, 7,97,8 8 toM7,12 0,0 1,6K738 I,5t M7K4 1,891,224. ON 1,228,41,73

teigsouces----6%581%0, 6,787,0 757,0,06 76658,067 785,884,97 788,189,987

Tote)..........2,8,0, fO? ,4,1,72523971,6,8, ,9,0,7
Per oent of total from

foreign sources ........ 7 M3

834
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!Primacry wp4+ eqcosssrv 4opper prq+,oeA bp prilMary. relnip pi +pte

UNITED STATES PRODUCTJ0N' "

" ' -T o t ll E e t o y l T o ta l ]l e l g ~ o T o t lzl E ~ ~ y l
only o0 y onmly

10 S~toouroM ........ 2, 024, 443, 192 1, M, 443, 05 2, 310,89e0,392 1, i 17,612, 787 i, 671, 71 1, 801,0,1103

oreiegnoures .*....*.. 09,810 392 7!, 7?: ,3 51 ' 3'?A ,?
+
7,190

Total-........ 2, 720, 2A+ 84I 1,492, M", 091 a. 074, 270, 479 2, 1474,16 7, M44 2, 437, W, 662 % 27., 0,9. 140
Ie cent of total fromt'

foreign sources........ 25, A 27.1 24A 26. 1 , 3 3 1.4 311

W011~LD PRODUCTION

eTotalt .................. of1 we,, 0,0, tl10 306' i ' 000 " 164 ,, 8% w,,,, S.W f 00. o1 w31N 3, 0

Sttso eia.... 49. 7"l 40 07.7 72. 6. 07.6
It As reported by+ United Maztes Department of Commerce (Bureau of Mines). Mineral Reomurees
o 1r9in1228 1919,and00.
1Ametlan -ureau of Metal -tatiltfl.

Cutom otarolyio rtoinyi Tot ( trima fld) 1981o-ta Pound

alted Stats .............................................................................. 3, M ,0

anadsa .................................................................................... M a x 00Ourop 5 ................ 8, 0 o,.

Total 2,7o2,h A mer 2, and Hu0p ............ ,2 4 ..........................7, .42.4 , , , 0 14
United states$ per cent of otal ............... ...........

STATEMal T OF ,tO4T H. PAT0 1N, VCE P3tSID W, $,0.

ORtACi & 00., NEW YORK# N. Y.

.Mr. PA ¢~nm. Gentlemen, my name is Robert H. Patchin. I am
vie president of W. R. Grlad &Co. Now York.
Mr. Chairman I beg to state that W. R. Grace & Co. are exporters

and Unporters, iefly in the Latmn Amercan trade. The company

owns some 30 steamers on six different lines, operating from theAtlanic, Gulf, and Pacific coasts of the United States to the west
coast of South America and Central America. Ou Company 1914

owns and operates industrial enterprises on the west coast, o~f South
America, but has no investment in copper properties, or interest
therein..Our interest n the proposed excie tax on copper imports ars from
the effect thereof upon trade and commerce between the United

States and Chile and reru upon business conditions in those countries.We have conmdered whether we should appear here, and thought
it was our uey to explain to the committee our opinion of the effect.

of~ ~ 7 thi 1ra hnei policy upon the large trade between the United
States and t e west coast of South Ameria particularly Chile and

Mer PAHI . Geteem a e sRoer H. P at.d amd

vicuw hare large producers of coppeW .ro.mrac&

dev'eloped there, by American capital and management,. .We eel that t Is b g to work a great change to that trade, an
anaderable ,ury. i appear here to convey that formation to the
committee. A i .C A Or cm a a
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The l art which copper has in the trade between the UnitedSCle and Peru ii proven by statistics from the Department
of Commerce, which I will summarize.

The CHAIRMAN. Why not put them in the record?
Mr. PArcrm. I will, but I just want to cite one matter.
The CuAIRMAN. You have only two minutes more left.
Mr. PAcun. Well, I will say, then, that of all Imports from

Chile the copper represented in value, in 1928, 39 per cent; in 1929,
86 per cent. And from Peru in 1928, it was 60 per cent; and in 1931
it was 77 per cent. That is a very large proportion of the total
trade.

Senator CouZsNs. How many ships do you own? Do you ownany shins?Mr. PMOM. About 30 ships.

Senator COUZNS. Where did you purchase them? From the
United Ste 4es Government?

Mr. PATCmN. Well we built some of them and purchased a very
few from the Unitoid tates Government.

Senator Cousins. Are you receiving any United States subsidies?
Mr. PATCHIN. Yes; we are operating certain mall contracts, under

which we are building certain ships.
Senator CouzzsNs. Are they profitable?
Mr. PATCHIN. Not at the present time, sir.
Senator Cousins. But you are getting subsidies from the United

States Government?
Mr. PATCHIN. Yes; for a n mail, to apply on construction

of a large amount of tonnage from his money.
Senator CouzsNs. Are you borrowing money from the Federal

Government?
Mr. PATOJN. Yes, sir.
Senator Cousins. At what rate of Interest?
Mr. PTcmn. On one ship it was 2%, If I recall correctly.
Senator Cousins. Pretty cheap money, was it not?
Mr. PATCHIN. It Was, sir.
Senator BAnKLEY. Are your ships registered?
Mr. PATcun. Yes, sir.
Senator RaD. You say copper constituted some 60 per cent of our

imports from Chile? I
Mr. PATcrm. No; not from Chile. I gave the figu for 1928 and

1929, and they were 39 per cent and 56 per cent, respectively. But it
slacked off. Last year from Peru it was 77 per cent o the total
value of the imports.

Senator Raw. Of what percentage do the nitrates consist, approi-
maly?.

Mr. PATwsI. I have not the figures, but it slacked off.
Senator Raw. I was wondering what Chile had to send us but

nitrates and copper.
Mr. PATOHrN. They send us some little wool, but not much of

anything el. oper i the bulk.
Senator SMooT. If I can have two or three minutes more, I think

I can summaris.
Senator Rum. I move he be allowed to finish
The CHAIRMAN. Very wel.

d"
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Mr. PAcn,. Now this trade is not only a large part of the import
trade, but it reduces a large part of the export-trade. The copper
mines in Chile mad Peru are estimated to have consumed about
400000,000 or $500,000 in machinery, equipment and materials

in their development dur ig the last 80 years. Aid their expenditures
in those countries adds to their purchasing power. So the trade due
to the existence of these American-owned copper mines in those cowz.
tries not only is the copper imported here, but the supply is going out.
A tariff which would amount to a complete embargo would destroy a
large amount of the trade between Chile and Peru and the United
States, whi .h countries have been brought closer to the United
States than any other by the construction of the Panama Canal.

Now the labor question affects a large number of men operating
those mines. It would work adversely to a large number, a veritable
army of manages, engineers machiniits met lurgis, railroad men,
accountants, clerks, and all the people W find work m the plants.

The CHARMAN. Your time has expired.
Mr. PATCHIN. May I file this statement?
The CAIMN. Yes; you may file it with the reporter for the

record.
(The statement presented by Mr. Patchin is printed in the record

in full, AS follows:)

OVAYSMMt O1 Rossu H. PAWSms
W. R. aes & Co. are exporters and Importeu chfy In the Latin American

u a4e. The compny own some 80 steamers on 6 different lins, operating from
the Atlantic, 0U, and Nelle coasts of the United States to Vie andt opeat os
South America and Central AmeroL The company also owns and operae
n tril en on the west cost of South Ainerlca, but has no Investment

or Interest in t copper industry.
Our Interest in the pposed excise tax on copper Imports rise from the

effect thereof upon trade and commerce between the United States and Chile
and Peru upon business conditions in those countries.

We fear an excise tax on copper iprswould destroy a largepr fbtIw.P5 t..r 0.o.pu obt
export and Import trade between the United States and Chile a Pru.

The Import4se of copper in this trade Is proven by the folowln statistics
from Department of Cominere reports:

Importes from Chit.

Total Coppe

to

Poerentage of tA trad (wto and import) repr*esn by copper import

........................................................ !
tasi 414........ 10 54a5 114

.. ........=.=..======================== ...........5 _• ......... 0I. . . . . . . . . . . .

n % a%



$" 8XVIO 01OAC OrS'1S82

The homeward freight of American vessa serving the west coastof iMth
Ameriea Includes far more'copper than any other commodity. In 1931 copper
constituted about 50 per cent of the tonnage transported by the Grae Line to
the United StatEs from the *est coast of South America. Stoppage of the..
imports would have a farreaching adverse effect upon American Shipping, which
has been steadily increasing In tonnage and number of shims operatcT fi this
trade snce the opening of the Panama, Canal, which perlo( coincides with the
development of the greater part of the copper Industry of Chile and Peru by
American copper companies. This, however, In but. a part of the picture of the
effect of the proposed ta".

Restriction of the foreign market for Chilean and Peruvian copper would
cause permanent reduction of oeprations in those countr'm, and would gravely
shrink their purchasing powc-, not only for the large arriountq of American mn.
ohinerv, inaferial, and equipment required for operation and mnainenmt in' ins
mines, but for the merchandise req uired by the general public.

h'ihls means further reduction of export trade and perhaps r. permnaient good.
bye to hopes of its recovery of the conimerce which grew stead'ly front the o peing
of the Panama Canal until after the depression set In. T'hiro is not a State c0
the Union that has not shared in the Increawe of this tridtt directly due to the
expansion of the copper Industry. Shoes, textiles, wire prodieats, instruments
of precision from New England, electrical machinery from New York New Jersey,
Indiana, and Pennsylvania' mining machinery frwjn a half dozen ktatesn pneu.
mate tools and drills from Pennsylvania, Illinois, and Colorado; steel from every
steel center of the country; hnnbcr from Washington and Orktgon; food stuffs
from every where; steam si1ovel from Wisconsin and Ohio; InA,tor cars from
Detroit, South Bond Toledo, aud Cleveland' box shocks, turpentine and food.
stuffs from the Gulf Rtates' textIles from the Youth Atlantic States; canned goods
and redwood lumber and dour from California; canned fish from Alaska. Theoe
are a few of the high Ilits of, the export wovoment.

I think you could not stick"a plin a map of the United States that would Ie
a hundred miles away from the point of origin of some article normally entering
Into export to Chile and Peru. In fow foreign markets has our trade grown more
rapidly. Unless the world is ready' to fold up it will again seed Chilean and
Pertvlan products, Including copper. at far higher prices than now prevail. Are
we to, turn our backs on the potentialities of this great market because of the
discouragement of the moment?

The American merchant marine, operating to the west coast of South Anerica,
has been built up on a basis of southbound cargoes of heavy machinery, equip.
sent, and supplies for industries, such as copper mines, nitrate and oil fields, and
railoads, and of miscellaneous merchandise for the general public and of assured
bulk cargo of copper, nltrote, and coffee homeward. Without copper cargo,
ships of the site and speed now operated, which reach Valparaiso In 16 days,
instead of 21, as formerly, could not be operated normally except with serious
risk of heavy loss.

Complete stoppage of copier shipments to the United States would seriously
Upset the balance of traffic In steamship operations.

As a considerable part of the copper imported from South Anerlca is reexported
after treatment, to Europe, it may be suggested that a considerable portion of the
cargo movement would continue. We are, however, concerned lest the excise
tax now proposed would lead to the establishment in Europe of tariff preferences
in favor of copper from the British dominions In Africa and elsewhere and in
favor of the African copper which other European countries are interested in,
and that such preference would operate to bar South America copper from Europe,
whether linJ)orted directly or via the United States. We fear it reversal or Ammeri.
can policy would throw the world copper trade into a tangle highly disadvanta-
geous to the Ametcan.owned copper properties In Chile and Peru.

The copper industry in Chile and Peru is foreign to the United States only in
location. It is domestic In origin and ownership. The mines and smelters
located near the summit of the Andes owe their existence to the application of
American Inventive genius and engineering skill, backed by American capital,
to low-grade copper deposits formerly unworkable. During 80 years, and particu-
larly during the last.1years, these properties have been developed by American
Popper Qmpanies as a 9ipplementary source of supply. Their control by Amerl.
en had .W; "we bW11Ve, a most valuable resource to'the national defense
during the World War.

Witout American,. control and ownership, the -development of the -copper
1pdustry ,Of ,hile and Pori undoubtedly would hae been Undert ten by,5uro-
pean interts.- It i etimated that thes properties. have imported from the
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United Btates during their life under Amerlcan manaement, ukanery,eqip.
Ment, materials, and supplies to the value of more an 400,OT00 he"
pro(tue0, were drawn from all parts of, the United States and by far the grater
pat of their value represents labor by the hands of our citizens. Had the enter.
grle beon developed by Euro can capital, the purchase would have been made

Europe, and the godjs shipped on Europen vessels. , Therefore the copper
industry In Chile a n Peru accounts for a considerable part of the growth of
trade with those countries, Railroads have been built and expanded to accom-
viodate the newly created traffic. Labor supply has been readjusted. Public
works have been built and the public revenue increased, by the operations of the
new Industry.

The properties are not owned by Chileans aid Peruvians, but by American
Cnpper-milning corporations whose bonds an( shares are widely held by American
p)rvate investors, trust funds, phlilanthroplc institutions, atnd batks. To these
iave come, mostly in small amounts, a very large annual total of dollars in bond

interests and dividends.
Tie labor in the copper mines of Chile and Peru Is not "pauper "or oppred."

The American companies have elevated the wage scale and industrial living
conditions. They are subject to strict social welfare laws, and they are subject
to taxation In many cases higher than that of other dusntries in the same
countries.

The labor situation, howoveri does not stop with Chilean and Peruvian labor.
Ii each country there is an army of American citizens, consisting of manmt,
enzgineer, mechanics, metallurgists, railroad men, accountants, clerks, doctor,
and ntrses managing the mines and smelters and their related activities. With
their families, these Americans constitute at the camps high in the Andean
Cordillera a series of communities dwelling in friendly relations with the Peruvian
atid Chilean people, who have made their enterprise welcome. A United States
tariff on copper would go far to depopulate these minlng camps add throw the
Americans as well as the thousands of Peru vians and Chlileans, out of work.
It would be incomprehensible to our Latin-American friends that the United
States, after fostering these industries, should cut off entirely their principal
market.

It has been a national policy at Washington for several decades past toen-
courage Investment of capital In foreign countries, and particularly In Latin-
America. This has been deemed a sound method of encouraging export trade and
of rendering this country not entirely dependent upon Its domestic supplies of
raw materials. The effect upon the internal economy of these countries and
upon their trade relationship with the United States having beet noted, we feel
that something of a moral and ethical problem ii encountered.

Is it in the general interest of the United States that an, Industry created
abroad by American capital and enterprise for the purpose of developing foreign
resources of essential raw materials, and supplementing our not unlimited domestle
supply should be suddenly crippled by a virtual embargo? With few dissenting
voices, the doctrine of pan Americanism has come to mean something during the
last quarter of a century. The sale which Latin American products have found
in the United States has not injured the peo le of the United States. The
ensuing trade has been mutually beneficial. The economy of both the United
States and the sister Republics has conformed to conditions such as free-list
copper. The present moment of actite depression attributable to many causes
scarcely Justifies a sudden and violent closing of the door against further imports
from Chile and Peru, where the industry was evolved in a natural and lgical
way from so many normal necessities of our own people.Copper is one of the basic commodities in the economic relatlonblilp of the
t'nited States and Latin America. The countries of Latin America constitute
one of our largest and best markets for manufactured articles. They are bound
to us by ties which do not exist elsewhere in the world. They oppose no dis.
criminating tariffs upon our products. They have a sense of common interest,
with us.IThe people of the United States have made Investments in Latin America
toa face vale of more than $5,000,000.000. 'Of this, about $1, C0,000 000 is in
the bonds of Federal, provincial, anti municipal governieicts, and In bonds
fu Aranteed by those governments. The balance ii in lndts~rial, agricultural,
9Iansportatiot, and utility, enterprises largely Under Amerc*, management.
Nbtmally, the people of the United StMes should receive fronM this ' investment
payments of bond interest, amortization, and oinking fund, between four hundred
and five hundred, million dollars annually. Latin America has: nOvast gold
reserve from which to satisfy this indebtedness. It must be paid in goods.



840 inuv woe we sesn
It In the deths of depression aii from many aus. basic Latin Amerlca

commodities w-orhave long. been absored hu without Imparing our domediswelfare am suddenly excudedthe cap*ty of Latin America to eontinue payinosuch debt service as is now n a nad to reume payment of suspendeddebt service will be p ntly impaired.
Leaving aide the question cinded debt and Industrial investment, thecountries o Latin Americ can not buy our merchandise unless we buy herAt the present moment, trade both ways has dwindled. Little Is being exportedto Latin Ame ric because Latin America can not p y, and we are importing lltt1e

from Latin America because of an abundance or domestic supply. A tariff on
copper would go far to make permanent the impaired purchasing power of both
Chils and Peru, and a further extension of tariffs to other basic commodities
would have the same effect throughout the continent. While this country was
In a debtor potion it could afford to bo indifferent to the rise and fall of Import
and export trade, but far larger factors are now involved, not the least of which is
the permanence of the American merchant marine.

The effect upon public snetiment In the South American copper-produoing
countries should be considered. While the United States long has admitted
coppr and nitrate free it has maintained a heavy duty on most of the otherproducts which Chile and Peru produce. These duties am so hgh s to preclude
their becoming large producers for the United States market. In feet our tarhistory shows thatjust as soon as imports from these countries befn to have anmarked feet on prioes in the United States the duty I furher advanced. Thmeans that these Is little chance of either country mking up by shipments atother products what would be lost through the exclusion of their copper. They
would be left with just so much les to pay for their Imports of mainufactured
Articles from the United States.

The CuumAN. The committee will next hear Mr. More.
TA OT OP Wn zOne PRrIDmT, mnn WIR a

CABLE Co., B608T1, MASS.

Mr. Mouse. Mr. Chairman and gentlemen, I am a manufacturer
of electric wire and cable. I am here also, representing other man.
ufacturers of wire cable, and other fabricators of copper in the way
of bram.

Now, gentlemen it so happens that I have been running a business
in which the principal raw material was copper, for 45 years. It so
happens that! was educated as a mining enineer before that and I
have studied and followed the copper trade with a great Aeal of
interest all these years. I am not a professional copper man, but am
a fairly well.nformed amateur, and I think sometimes an outsider
sees a bit of the game.

For 38 years copper has been free. I ask you to look back over the
history of the copper industry for the 1st 38 years and see how
prosperous it has been, m spite of the fact that it has been menaced
by destruction time after time b new mines coming in.

I claim the proponents of the 'tariff have not mae out a case for a
tariff, and they can not deny that they have been producig copper
beyond our own consumption. We have been exporting domestic
copper, in addition to the raw copper we brought In here for refining

Nv wdthey claim that they want a duty at this time because things
hg , and if we do not have it the American copper

industry will be ruied.
Gentlemen, they have not proved it. I know how bad the copper

industry is. It is not the only one that is down to 25 per cent.
Everyb6dy is suffering. As fabric# tors, we are suffenng along with
the rest o them, and we can not consume the copper we did some time
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i3. I am using 28 per eat of the copper that used in the you10, and there are hundreds more like me that do not use it oiher.
Of course, the rmesn I that we can not soil It.

Now, ntlemen, I can not possibly see, with at least two year'
supply of popper on hand at this moment at the present rate of con.
sumption how a tariff, or anything eke, can raise the pries or ncaase
the consumption of coer. The trouble absolutely is want of con.
gumption. I have studied the statistics. I am satisfied if we could
got back to normal timt the trouble in the copper industry would
be over.

Now one mort, thing, gentlemen. Something new has developed
since the war. In pro-war times them were two sets of people; the
frducer of copper, and the fabricators of copper. Since the war
rhe big producers have entered the fabricating business.

Now the menace to our business is this- With production in the
United States more than the United Stats can consume, the only
thing they can do is what they did back in the days of the 4-cent
copper, and that is to dump it on the rest of the world. The presure
on tem to pu copper back on a low price to the small fabriators,
like myself, who have businesses, Is a tremendous pressure. Gen.
tlemen, we are all trying to keep our heads above water. All I say
in this crisis is, donro the boat.

The CHAIRMAN. The next witness-
Senator CONNALLY (inteposing). I want to ask the witness a

question. Is there a taiff on copper cable and wiret?
Mr. Moas. I believe so.
Senator CONNALLY. Do you favor taking that off?
Mr. Moss. There is a duty on lead--
Senator ConanLY. Wait.
Mr. Mosns. There is a duty on lead and other things we use. If

you take that off-
Senator CONNALLY (interposing). I did not ask you that. Is

there a tariff on what you manufacture-cable and wfre?
Mr. Mona. Yes.
Senator CONNALLY. Do you favor taking that off?
Mr. Moan.. No; I say if you take it off the other things we use in

our business---
Senator CONNALLY (interposing). You want the tariff on your

article, but do not want it on the raw product?
Mr. Moss. If it was free, I would not care.
Senator CONNALLY. I am not talking about "if"; I am talking

about just as we stand now. You favor a tariff on your products,
but you are agamt paying the tariff on the raw copper?

Mr. Monu. Yes. want compensatory duties.
Senator AsHuJsT. May I ask a question, Mr. Chairman? The

manufacturer does not see any need for it after he gets his own
interest protected?

Mr. Moas. No.
The CHAJRMAN. Mr. H. W. Steinkraus. You will have five

minutes.

841
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STATEMENT OF R. W. STEINKRAUSd

Mr. STE*NXRAUS. Mr. Chairman and gentlemen, I represent a

group of 12 independent copper fabricators. We are the customers of t
the copper producers. We are absolutely independent. We do not
own any copper producing mines, but we buy from them millions of i
pounds of copper every year. I represent 12 suchooncerns who have a
given me permission to represent them here as decidedly in favor of
this copper tax. The main reason, therefor, is that we need somethiw
to help our industry got back on its feet,

Up until this present tune there has been no 6-cent copper. These
people speak about the past. Nine cents is the lowest priced copper,
there ever was before this recent depression, and that was back in
1894. We have 6-cent copper to-day. If you put a 5-cent tariff on
that 0-cent copper, you still have only 11 -cent copper. We are inde-
pendent fabricators of brass and copper products, and are perfectly
willing to take our chances and got out in the field and build our fa,-
torie and conduct business on 11-cent copper. Still, that lets your
importer bring his stuff in if he can produce it below 6 cents and add
the 5 cents and still make money.

We need something to help the industry in which we are at present
involved. Here is the thing we are up against: With the foreign copper
coming in with just the threat of the foreign copper from Africa and
other foreign countries, the market price 6f copper has gone down;
and with every bit of curtailment we have been able to make in our
plants, and with every saving we have been able to institute, we have
not been able to meet the fall in the price of copper. We are still
shipping materials out at a lower price for tho copper than what we
paid for it. During the last two and a half years we have lost enor-
mous sums of money for no other reason except the continued fall in
the price of copper as affected by the foreign mines.

Senator BaKLEY. May I ask if there has been any increase in
the importation of copper in the last year?

Mr. STINKIRAUS. I can not tell you about the copper imports.
I am not in the copper business. I am in the brass and copper
fabricating business.

Senator BARLEY. What I wished to know was whether there has
ben any increase in the importation since the price of copper began
to fall.

Senator SHoT1tW1OE. Those figures are in the record.
Senator BARKLY. If they are in the record, I do not want to

repeat them.
Mr. TEINK RtVV. Al I can say is, as far as the present low price

of copper is concerned, if there should be an improvement in business
so that we iould get a larger volume, we ought to keep it at 6 cents,
but we are trtainy not getting an increased volume of business due
to the low price of copper.
I have just recently come back from a trip through the Middle

West. I was talking to a good many of our customers. All of them
are perfectly willing to buy products made out of brass and copper
at the normal price of around 11 and 12 cents a pound. They have
been through our industry and they know that the present market
i very much depressed. Many of then have adjusted their prices
of their own products downward, because they expect to get back
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to somewhere near the normal level of about 10 to 12 cents We
do not fear competition of the copper producers. The copper pro-
ducers do own many large fabricating companies. We compete with
them every day. We do not fear that competition if this tariff goes
in: that the copper produeors' fabricating companies will compete
unfavorably with us. We compete with them. 'What we want is
always to have an ample supply of copper at reasonable prices.

'Thank you very much.
(Mr. Stenkrames submitted the following for the record.)

STATEMENT OF It. W. STKINKISAU55

The following gmup of Independent fabricators of copper favor the enactment
of legislation placing a tax on imported copper:

iBridgeport Bras Co Bridgeport, Cmi.
Triangle Conduit & Cnle Co., Long island, N. Y,
Crescent Itsidated Wire & Cable Co., Treoton, N. J.
1(ekt. Insulated Wire Co., Heymour, Conin,
Acme Wire Co., New Haven, Conn,
ltockhestos Products Corporation, New iaven, Cosmt .
Hatfield Wire Co., Newark N. J.
)river harris Co, Newark, N. J.

Sevtnnr Manufaeturing Co., eyrn.tlr, Com.
Piiia Insulated Wire Co., Philadelphia, Pa.
Collyer Iinsulated Wire Co., Pawtucket, It. I.
American Electrical Works, Pldllipsdie, I. I.
Ait nddltional tax o-, imports would not affect our export business materially.

Present prohibitory tariffs have not prevented our exporling soine, and Increases
will not be met with retatlatorv measures,

An import tax will tend to raise tfie price of copper and stabilize the price at
% fair figure.

We fabrirators are suffering i,eeau, of tie low priee of copper; present price
is not greatly increasing copper consumption and our customers fel that higher
prices would improve thei- business.

Inventory shrinkage has been the caust of terrific losses to niany of us; in
spite of the most drastic curtailment our operating profits are more than wiped
out by metal shrinkage in value.

We do not fear that producer owned fabricators will have an advantage over us
because producers want their fabricating subsidiaries to make money rather than
be merely an outlet for copper, and the major portion of producers capacities must
be sold to others outside of their own subsidiaries, as follows:

Kennecutt, 25 per cent their own; 75 per cent to others.
Phelps Dodge, 45 per cent their own; 5 per cent to others.
Anaconda, 100 per cent their own if necesary.
They could not afford to sell their subsidiaries under the price to outsiders, to

whom they must sell the major portion of their output.
It is very difficult to put any live independent concern out of business. Every

experienced business man kno;vs that.
Conclusion: We prefer to place our trust ii the American producer of copper

rather than face the possibility that the control of the copper market wiUl shift
into foreign hands.

We, therefore, favor the proposed amendment.

STATEMENT OF RON. EDWARD W. Go8, A RRPARSEATATIVE IN
CONGRESS FROM THE STATE OF CONNECTICUT

Representative (Ioss. Mr. Chairman and members of the conift-
tee: in anticipation I would like to say that, first of all, I an not a free
trader. I voied for the oil tariff, but I have been opposed to the 5-
cent tariff on copper. As I looked over the Tariff Commission's
report I noticed the low price reconunended on the embago was half
a cent a pound and the high price, including interest and depreciation,
was a cent and a half a pound. Now, there is a difference between
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the amendment proposed of some 300 per cat increase or 900 pe
cent increase, a the case may be. I would favor a tariff on coppme
that would be equitable from the standpoint of the industry o laid out fi
in the investiaton of the Tariff Cominission. But I think that the
5-cent duty a proposed is way out of reason.

I want to cail attention to the fact that in my dlstrict-I presume It
Is the largest copper-fabricati district in the country if not in the
world-we are fearful of many things. We feel that tis tariff matte
should be decided as & tariff matter, not as a tariff in a revenue bill
with a fiat tarff price, say, 5 cents or whatever the tariff may be. It
is subject to the flexible provisions; and with the variance of price in
the coppert business over the last many years, it might very easily be
out of lne and do a lot of injury to the fabricators otbrass and copper
products.

Senator Cousin. What is your district?
Representative Goss. My district is the fifth district in Connecti.

cut, the so-called Naugstuck Valley District. Most all of the copper.
fabricating plants arel: it.

We are the customers, naturally, of the copper producer. We
began to study this matter some two years ago, realizing that per.
haps this question would come up some day. -I talked with most of
the fabricators up there, and their opinion was that the thing that
would help us most and help the copper producers most would be a
stabilizing effect on the price of copper. In other words, add a cer-
tain price; make it 12 cents, enough to let the copper produced
make money, if possible, under the law of supply and demand and
try to have it remain steady there.

I will try to show you why. In the first place, if this duty of a
cents a pound is imposed, it a my opinion that the world cartel will
immediately be broken up, in reference to any agreements on pro.
duction, with Its effect on consumption. Now, if that is broken up,
of course it would not be possible to curtail production or to fix
prices-of course that is illegal-under the existing laws to-day; and
we are very fearful with the small consumption anticipated this year,
which I estimate at 350,000 tons, and which the proponents, I under.
stand, estimated at around 400,000 tons-I night add that one of
the American producers alone could produce that much copper-
therefore we are fearful of an exportable surplus of copper. If we
pass a 5-cents tariff, of course, we except retaliation ini the foreign
countries, and those markets would be, hut out to our local American
producers. Therefore the 5-cent tariff might not be effective. They
night have to reduce their prices provided their consumption was
not decreased; and, of course, it is not able to do that under the
existing laws.

There ii one other matter that is of interest to the independent
fabricators and that is this, that if the 5-cent duty is imposed and
could be effective and we had an exportable surplus, the independent
fabricator is fearful that the so-called producer-and there are many
large ones that own fabricating plants-would have the independents
at a disadvantage by shipping in to them copper at the reduced price
provided your 6-cent taniff prevailed.. .

The ClnimaK. Congresman, your five nunutes is up:
Representative Goss. I thank you, gentlemen.

8a"
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Senator AsiusaT. May I say that Congrenman Douglas from

Arizona was born in a copper camp, and his father and his grand-
father spent their lives in that industry. He is the best witness we
can present to-day to tell the conditions in the State of Arizona.

The CHAIRMAN. Can you do it in fve ,nut?
Representative Douo~. I might need 15 minutes, sir.
The CHAIRMAN. Proceed, Mr. congressman.

STATIMINT OF EON, LOUIS W. DOUGLAS, A RPRISNTATIVR
IN CONGAS flOX TlE STATE Of ARIZONA

Representative DouoGs, Mr. Chairman and gentlemen of the
committee I am appring to-day in behalf of the copper-producing
States of the Unite4 States; but before Iproceed to the main burden
of my argument, to demonstrate the effect of foreign competition
upon the copper-producing States, I would like to take three or four
minutes to refute some of the statements which have heretofore
been made.

Mr. Chairman there has been much loose talk about the table
this morning with respect to copper. It has been stated that only
30 per cent of those operating in the United States favor a tariff on
copper. Permit me for a minute to analyze that statement. It is
true that the Anaconda Copper Co. is not among the group of
companies advocating a tariff, but it is equally true, Mr. Chairman,
that approximately 80 per cent of the production of the Anaconda
Copper Co. originates in South America. It is true, Mr. Chairman,
that the Kennecott Copper Co. is not here advocating a tariff on
copper, but it is equally true, Mr. Chairman, that a very large part
of the production t the Kennecott Copper Co. originates in South
America. As a matter of fact, practically every exclusively American
producer-by that I mean practically every copper company which
produces copper solely within the Uiited Statep-is here asking you
to rant them relief.

It has been stated, Mr. Chairman, that the United States is a net
exporter of copper. Permit me just for a moment to recite the
following figures: In 1929 the United States was a net importer in
the amount of 55,000 tons. In 1930 the United States was a net
importer in the amount of 86,000 tons. In 1931 the United States
was a net importer in the amount of 61,000 tons, At the present
date the United States is a net importer in the amount of over
300,000 tons.

Senator SHoRTRioDG. Does that take into account fabricated
products?

Representative DouoaLs. It does not take into consideration the
fabricated products for 1929,1930 and 1931; but if they were included
we would still be net importers of copper.

It has been stated, Mr. Chairman, that there is practically no
difference between the cost of production in the United States and
the cost of production abroad. I do not propose to go into that ques
tion in detil, but I do propose to state, as a matter of fact, that the
foreign reserves contain twice as much copper per ton as do the reserves
within the United States. In other words, the foreign reserves are
twice as valuable per ton as are the reserves within the United States;
and even though the cost per ton of mining, smelting, and concen-

=09-40-H
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trating were the same in the United States as abroad the cost per
ton of copper would be substantially greater in the United States
for that very reason.

It has been proved here, Mr. Chairman that the tariff on lead and
zinc has resulted in no benefit to the lead and zinc industry. As a
matter of fact, Mr. Chrirnan, with your permission I will insert the A

exact figures in the record,
Since the tariff was put upon lead and zinc the differential in favor

of the domestic market In both instances has ranged between 40 and
50 per cent. Mr. Chairman, I was born in Arizona. I was raised in
Arizona. The whole history of that State is bound up with copper.
It is because of that industry that the reat transcontinental trunk
lines, the railroad lines, were constructed and the ramifications, the
spurs from those lines were bfilt. It is because of that industry, sir.
that agricultural communities have prospered, that Federal reclania
tion projects have been constructed, and it is because of that industry,
Mr. Chairman, that large modern communities have been built up
permanently, not temporarily. They are not shack towns, such as
one sees occasionally. They are real, modern communities, enjoying
all of the facilities of modern life.

I ask you, gentlemen, to all observe this picture (exhibiting a photo.
graph), which is characteristic of the mining community. These coin-
mfniities, sir, have been built up slowly around the mining companies.
They have no other reason for existence than the mines. If the mines
dimappeared these communities would disappear; they would becomedesolate.

The CuAIMAN The Congressman's five minutes has expired.
How much more time would you like?

Representative DOUOLAS. May I have a few minutes?
Senator CONNALLY. Mr. Chairman, I move that, in view of Senator

Ashurst's request, Congressman Douglas be given 15 minutes in all.
The CHAiRMAN. You may continue.
Representative DOv.LAS. In fact, Mr. Chairman, practically every

activity in* my State is de endent directly or indirectly upon the
copper-mining industry. The evidence that has been adduced here
this morning shows that because of the great pressure of foreign pro-
duction, the copper-miiing industry of the United Statos, at least
almost all of it, is faced with extinction. At least one great State
of the Union and all of its people are faced with complete and abso-
lute impoverishment. Permit me to give you a picture of the fiscal
condition of the State of Arizona, and here may I interpolate that
though I speak of the State of Arizona solely this morning, what I
say is ew,,ally true, or true in varying degree, of 13 other States.
I speak of Arizona because I know more of the conditions within that
State thevi elsewhere. The copper mines, the railroads dependent
solely upon them, and the communities that have been bilt up about
them in the State of Arizona, pay 50 per cent of the total taxes of
the State, which represent $12,000,000 toward a total State budget of
$2 1t000 ,000. If the State of Arizona be deprived of that $12;000,000,
there will remain, Mr. Chairman but $2,000,000 after servicing the
public debt and its political subsidy. Is that not conclusive evidencethat at least one State is faced with permanent bankruptcy?

In 1929, Mr. Chairman, the railroads received in revenue on account
of freight shipped to tho mining communities over $9,000,000. In
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1931, during the first six months thereof, that revenue was but
s ,500,000. And then it is estimated in 1032 that it will fall below
$1,000,000. In 1021 the products of the mines resulted in over
0,000,000 tons of tonnage carried by the railroads representing 86 per
cent of the total tonnage originating in the State of Arizona. That has
fallen off to 4,000,000 tons, and it is estimated in 1932 it will fall tW
750,000, or almost 90 per cent. Is that not conclusive evidence, at
least, with respect to that one industry, that hundreds or thousands of
men are dependent upon it for their employment, for their livelihood?

In 1929, Mr. Chairman, one reclamation project alone received
over $1,500,000 on account of the sale of water to the copper mines.
In 1931 their revenue had fallen to $600,000; and if the mines per-
manently shut down, that revenue will be nothing. Is not that
evidence that the farmers that pay water charges are intimately
connected with the copper-mining companies? Is not that evidence
that to a very large extent their existence depends upon the copper-
mnining company?

In 1929, Mr. Chairman, the copper-mining communities purchased
$16,000,000 worth of products produced in Arizona-lumber and
various products produced in the agricultural communities. In 1930
that had fallen to $7,000,000, and in 1931 to $3,000,000; and it is
estimated that in 1032 it will not exceed $1,500,000.

The mining communities themselves, Mr. Chairman, have apopu-
lation of over 130,000. Twnety-one thousand one hundred and
forty-two men were employed in the mining industry in the State of
Arizona in the year 1929. By May I of this year, Mr. Chairman,
there will not be in excess of 2,500 men employed, and by July 1,
Mr. Chairman, there will not he in excess of 1,600 men employed in
the copper-mining communities of the State of Arizona, And by
the let of July it is estimated that there will be 28,000 destitute
people within the State of Arizona. That, sir, gives you some picture
of the extent to which my State depends almost exclusively upon the
copper-mining industry ard it is a real emergency, Mr. Chairman,
and I ask you, sir, to deal with the emergency and to grant us our
request.

have listened to the testimony of the American Metals Co. this
morning; and I take this occasion, sir, to emphasize upon you that
the American Metals Co. is a foreign producer. It owns not one
single copper mine within the United States. It is the sales agent
for the International Nickel Co. in Canada. It has one refinery in
Carteret, a large part of whose capacity in the past has been devoted
to American copper. It controls one of the greatest producing mines
in Rhodesia. It has substantial interests in every great company
within Rhodesia. It, sir, is here pleading the cause of the foreign
producer and I ani here pleading the cause of the American pro-
duce. i am here pleading because of American commerce, of Ameri-
can communities that depend entirely upon this great industry.
I am here, sir, pleading the cause of the American miner.

Senator GORE. I did not quite understand you. Did you say that
other industries in Arizona had suffered as well as the copper industry?

Representative DoUGLAs. I say that because of the effect of this
foreign competition upon the copper-mining industry in Arizona,
practically every other industry within the State suffered.

Senator GonE, Is that true of your cotton business?

IZU
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Representative DOUGLAS. No, that is not true of the cotton busi.
ness. I would not make that charge,

Senator Gor. Cotton is still in great shape?
Representative DouozLs. I would not say it is in great shape.
Senator Gonm. I was wondering about the offeot of the tariff of

I cents on cotton.
Representative DoUoLAS. The Department of Agriculture, sir,

has gone into that question.
Senator Gora. It was put on at that time with the idea that J we

did not put it on the industry would suffer, and if it was put on it
would be profitable.

Representative DoUGLAS. Yes. As a result of the imposition
or prior to the imposition of that tariff, there were large imports of
cotton.

STATEMENT OF RON, TASIR L. ODD'E, A SENATOR FROM THE
STATE OF NEVADA

Senator ODDix. Mr. Chairman, may I make a very brief statement?
I have prepared a statement on this copper tariff question and sib.
mitted it to the committee. I would like to call the attention of ths
committee to it at a later date. In order to save time I will not
submit it now, but I want to strongly indorse the plea of Mr. Douglas,
of Arizona, and beg the committee to give us careful consideration
and grant the request of the copper producers.

STATEMENT SUBMITTED BY RON. TASKER L. ODDIE

I wish to make a statement in support of a tax on copper imports,
of 5 eents per pound.

Until recent years there has been an exportable surplus of copper
produced in the United States, and the argument has been advanced
that protection would result in little or no benefit to the industry.
The marketing conditions in the copper industry, however, hav e
undergone serious changes with the price of copper the lowest in
history, and much if not all of the copper production of this country
is resulting in operating losses. These losses have increased and will
continue to increase as the volume of production is lessened and the
copper mining industry under these adverse conditions can not longer
be expected to sustain production even on the present reduced scale.

With the low cost of copper production in Africa and in South
America and the low cost and protected copper production of Canada
the Anerican producers can no longer compete. ,Freign-produced
copper to-day is monopolizing to a large extent the doimesfic market at
the expenses of American copper producers.

For instance, Canada enjoys the benefits of the American market,
especially as the costs of copper production are borne largely by the
other metals recovered from copper ores. Furthermore, with a 10 per
cent depreciation in Canadian exchange, Canada is in a still stronger
position to take advantage of the American market. Depreciation
in currency in other countries is and will continue to be a major factor
in enabling foreign copper producers to continue to monopolize the
American market to the detriment of the American industry.

DAD
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The copper industry in the United States Is suffering not alone
from the lw price f copper. It should be remembered that barely
35 per cent of all the silver produced in this country is derived from
copper ores and the fact that the price of silver has also been the
lowest in history has contributed i no small degree to the reduced
revenues of the copper-mining Industry.

From a purely national standpoint the copper industry occupies a
prominent economic position, and copper ore resources are among
this country's principal assets. To permit this industry to be de-
strod an copper ore resources to be wasted or lost entirely would
constitute a national liability. To assist the copper industry over
this crisis will not only conserve the Nation's copper ore resources
and the large investments which have been made i miites and plants
but also will be beneficial in increasing the possibilities of employment.

The nonferrous metals, lead and zinc, are afforded protection in
the Hawley-Smoot tariff act of 1930, but copper stands alone on the
free list. I come before your committee to support the amendment
to H. R. 102386, which provides for a tax on copper imports of 5
cents per pound. Under the present conditions of low-coAt produo.
tion in foreign countries and depreciating foreign currencies, r do not
believe that a 5-cent tax will result in prohibiting imports of foreign
copper. A complete embargo would be necessary to afford the fullest
protection to the domestic copper industry.

However, a 5-cent tax should afford producers of copper in the
United States an opportunity to compete for at least 50 per cent of
the domestic market requirements. On this basis the amendment
which has been introduced should properly be construed half protec-
tion and half revenue, and estimated on the bass of the imports of
1931 the revenue on 50 per cent of this amount would yield approxi.
lately $1S,000,000.
This amount of revenue should be welcomed b those who are

seeking ways and means to increase the income of the united States
and to balance the Budget.

Unless this amount of protection is afforded to the American copper
mining industry, operations will still further be reduced, adding more
thousands to the present army of the unemployed. Copper-ore re-
sources of the Nation will also be greatly dimiished and the American
consumers of copper will be largely at he mercy of foreign producers,
who, after monopolizing the American market will be in a position to
dictate the price. I therefore urge upon the committee the import.
ance of giving this matter most careful consideration, with a view of
including the 5-cent copper tax proposal in the bill to be reported.

The Hon. Fred B. Walzar, Governor of the State of Nevada, at-
tended a meeting of the western governors' conference in Portland,
Ore., October 29, 1931, and delivered an address on the difficulties
confronting the copper and silver mining dustries. The western
governors' conference passed a, resolution on October 20 supporting
adequate protection for the copper industry, and I herewith submit
for the recrd a copy of this resolution:

M4!
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RUSOLUTIOM, Avoom u itY DLKOATim TO T11 iNWEprMI.N (lovYMa'o4' Colqrsa.
KCS IN PoaTLAN, OiCU., OCTOnKit 20, 1031, PETI1TIONN(O CONf lI 'ss TO

LUvY" A TAHI ? o4 CoPP t

Whereas the domestic eupper-noluing induitry is threatened with destruction
through excessive importation of duty-free foreIgn-produced copper from cheap
labor areas throughout the world; and

Whereas the foreign.produet.d electrolytic copper can ho Itlid down at our
domestic ports at a cost of 0 centA as against an average donmectic cost several
cents per pound greitter; tnd

Whereas it domestic conmmodity prihe for copper within our highly protcted
market can only be obtained through adequtt tariff protection, avid

Whereas the domestic copper-minivg industry which is now utterly without
tariff protection is now merely seeking an e~iitable degree thtreor; aii

Whereas the 11 Western States of Arizona California, Colorado hahlo
Montana Nevada, Now Mexico, Oregon, lUtah, Washingtotl, and WyonJng
produce 10 per cent of our doinestic )er; and

Whereas about 1 400,000 citizens within said II Western StntCs are directly
or Indirectly dependent on the domestic copper-mining inditstry; and

Whereas'the value of copper produced is not only greater thani any other Iuetal
product iut Is greater than the combined value of all other iettlis atilned withliu
said I1 Weter, s 1ateq; itd

Whereas a corumodity price should be received for every peuaid of copper
mined within and depleting the industrial resources of said 11 Western States; and

Whereas a fair coimodity price for copper will salvage untold quaUtitics of
copper which under free trade conditions would be termed industrial waste; and

Whereas none of the 206 copper-producing districts within said 11 W eastern
States have ever been explored with copper stabilized at a coniniodity price
and utilizing modern mnidng and metallurgical efficiences; and

Whereas a maximum and efficient, operating domestic copper-miiiig industry
from ore to Ingot stage Is a national requisite during war as well as peace: Now:
therefore, be It

Reeoled bN the conference of t'estern govternors assemibled here t1day, That they
petition Congress to fortliwith levy a duty of at least 6 cents per pound as against
copper Inported In refled ingot forins; at least 5 cents per pound &as agaist
copper imported in the form of blisters, regutls, scrap, old, composition, or in
concentrates containing more than 30 per cent of copper; at least 4 cents per
pound as against copper Imported in the form of ores or in concentrates containing
less ihan 30 per cent of copper; be it further

Roilved 'T hat a copy of this resolution be transmitted to each Memer of the
House of representative and the Senate of the United States.

I hereby certify that the foregoing is a true and correct copy of the resolution
adopted by the western governors' conference at Portland, Oreg., October 29, 1931.

Gonoa C. SUKTIE.RLAND,
Necretary Western Got ernors' C'oiVeren",.

The Las Vegas Chamber of Commerce, Las Vegas, Nev, passed a
resolution on Xlarch 8, 1932, which I submit for the record.

RNSOLUTIONJ BY LAS VIUAS CHAMBER OF COMMEICE

The copper-mining Industry of Utal, Arizona, Montana, Michigan, Nevada,
and many other States and conmnanities is practically suspended, and threatened
with complete extinction.

This condition has becn brought about 1)y the unlinited and unrestricted
conipetition of foreign copper, produced from rich ores by cheap labor under
conditions of actual peonage and proximating slavery.

As a result, 2,200 families, 'ot about 10,000 persons, are destitute at Buttef
Month , looking to charity for food, clothing, shelter, and medical attention;
bout 17,000 arc in the same condition In the copper-mining coumnunitieaof
ArizOna, and in our owt contt of Salt Lake there art, 35,000 persons whose
Immediate needs are a public problem. A fund of $100,000' Is being raised at
Salt Lake City for the Ixnefit of the unemployed. Situations are similar in
other wining districts.

The production and consumtption of copper within the United States are
practically in balance when American mines are producing normally, a condition
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that assures the successful protection of this basic industry if an adequate tariff
was in force.

American copper mitiers American copper companies, the entire bushies,
labor and social structure that is dependent upon the copper Industry, should be
affored ample tariff protection.

The revival and maintenance of the American copper industry by the entat-
went of an adequate tariff is absolutely essential, from the standpoint of economic
readjustment; of the reemployment of many thousands; the reestablishment of
thousands of businesses dependent directly on the industry; the revival of hun-

dreds of mining communities and the reestablishment of business and taxable
values; the resumption of production in order that the copper-mining Industry
may resume the payment of taxes necessary to maintain government within the
many copper producing areas; the reestablishment of markets for farm products
tin the copper in.1ltang communities; and also from the standpoint of its vital
importance to national defense, the necessity for which may arise at any moment
froir disturbed world conditions.

For these reasons we, the members of the Las Vegas (Nev.) Chamber of Com.

mere, do hereby resolve that it is urgently necessary that the present Congress
enact an adequate tariff on raw copper, aud that we urge upon our Reprenentatives
in Congress, and upon all Members of Congress who have the prosperity of this
country, the employment of its people, and the protection of our country at heart,
that they actively support the enactment of such a copper tariff by this session
of Congress.

And we (1o further resolve that copies of this resolution be sent to our Repre-
sentatives, to aity Representatives from other' States known to our members, to
the President of 'the United States, and to the press.

TrHn LAS VixoAs (Nuv.) CHAUSER Or COMMERCE,
By NyE WILSON, Secretary.

Adopted March 8, 1932.

The Kiwanis Club of Las Vegas, Nev., on March 19, 1932, wrote
to me indorsig a resolution by the Kiwanis Club of Phoenix, Aiz.,
and I place both tho letter and resolution in the record at this point.

KIWANIS INTERNATIONAL,
Las Vegas, Nev., March 19, losf,

lon. TANKER L, ODDIE,

Senator from Nevada, Washington, D. C.

DEA SENATOR OvrIz: Inclosed Is a resolution from the Phoenix (Ari.).
Kiwanis Club regarding the desirability of a duty on copper. Our club is firmly
of the opinion that such a duty on copper would do much to restore prosperity to
Nevada and heartily Indorses the resolution.

ery sincerely yours, KIWANIS CLUH or LAS VEiAs,

By GEORGE IIARbMAV., Secretary.

RESOLUTION

The copper-mining industry of Arizona, Utah, Montana, Michigan, and many
other States and communities is practically suspended and threatened with com-
plete extinction.

This condition has been brought about by the unlimited and unrestrided
competition of foreign copper produced by cheap labor under conditions of actual
peonage and proxitating slavery.

The production and consumption of copper within the United States are pme.
tically in balance when American mines are producing normally, a, condition that
assures the successful protection of this basic industry if an adequate tariff was in
force.

Americin copper miners, American copper companies, the entire businew.
labor and social structure that is dependent upon the copper In(try, should.be
afforded ample tariff protection. The only important oppOa top to 4. tariJ
comes from those copper fabricators or 'manufaeturere ihke boiilness-is well
protected by high tariffs on manufactured copper goods ti'at ives thlem apaa&
tical monopoly on the American market 'who have comparatively sinall interest
in American production of raw copper, but Who are heavily interested in cl ap
foreign production.
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The revival and maintenance of the American copper industry by the enact. tf
sent of an adequate tariff is absolutely essential fr6m the standpoint of no.
comic readjustment. It will mean the reemployment of many thousands; the
reestablishment of thousand of businesses dependent directl1 on the Industry;
the revival of hundreds of mining communities and the reestabl sment of business
and taxable values. The resumption of production is neessary that the copper.
mining industry may resume the payment of taxes necessary to maintain govern.
meat within the many eopper.producing areas and reestablish markets for farm
products in the copper-mining communities. It Is also neceesary from the
sandpoint of coppers vital importance to national defense, the need for which

my arise at any moment from disturbed world conditions.
For thus rons we the members of the Kiwanis Club of Pheonix, do hereby

resolve that it Is urgeny necessary that the present Congr enact an adequate
tariff on rw copper, and that we urge upon our Representatives In Congress, and
upon all hmewn of Congress who have at heart the prosperity of this country,the employment of its people, and the protection of our country that they timely
support the enotments of such a copper tariff by this session of CongYss.

And we do further resolve that copies of this resolution be sent to our Repre.
sentatives, to any Representatives from other States known to our members,
to the President of the United States, and to the press.

KIWANIs CLUE Or PHOENIX,
L. A. 8TAPLY, President.
CEAm. B. STAMBAUOH, Secretary.

Indorsed by the Kiwanis Club of Las Vegas, Nev.
A. 8. HENDR OsN, resident.
01080M HARIDMAN, Sorstary.

The Hon. E. W. Durfee, State supervisor of trade and industrial
education for the Nevada State Board for Vocational Education, wrote
to me a letter on March 17, 1932, in support of a proper import tax on
copper, sad I herewith submit the letter for the record.

NEVADA STATE BOARD FOR VOCATIONAL EDUCATION,
Carson City, March 17, 1955.Senatr TASmsa L. ODD::,

Senate O.fio Building, Washington, D. C.
DMAn SBuNATOs ODD::: I will appreciate it very much if you can support

House Joint Resolution No. 319 or the alternative of amending the revenue
bill to include a proper import tax on copper.

Very truly yours, E. W. Duanu,.
State Supervisor of Trade and Induwdria Education.

STATEMENT OF WILLIAM LORD. VICE PRESIDENT OF THE
AMERICAN SMELTING & REFINING CO, NEW YORK CITY

Mr. Loss. Mr. Chairman and Senators: I have been conferring
with the proponents of the tariff, but their amendment does not
seem to cover the smelting and refining. I have suggested three
amendments which I will leave for your consideration and in the
hands of your experts in effecting the amendment which I believe
is to be offered.

The CHAIRMAN. They can be placed in the record at this point.
(Mr. Loeb submitted the following suggested amendments, which

are copied into the record as follows:)
Parraph (b), section 601 of the proposed revenue act covers the bonded

manufacturing and bonded smelting and refining provisions, sections $11, 312,
and 818 of the 1930 tariff act.

baropra .) merely coven the levying, assessment, collection, and payment
Of duties and there are no duties levied, assesd, collected, or paid on coppr In
bonded plants which Is subsequently exported. Therefore, It is sunested that
on pap -230, line 10, after the figures "1930', Insert "subject to all the adminis.
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active proviions of the aid act, Titles III and IV, except as hereinbelorprovide.00
Our counsel also objects to the word "commercially" in the proposed amend-

ment otherwise the Treasury Department would compel us to establish the fac
that It was a commercial practice, I. e., general, defiite, and uniform. We -Just
"commercially can be eliminated from the amendment.

Our counsel calls attention to the further fact that on page 281 line 6, after the
word "effect" there should be inserted "and the provisions of section 815 of
the Tariff Act of 180 shall not apply." This is to avoid the p bilit of duty
being assessed on opper Importd prior to the passage of the bill, which might
still be on hand when the bill passes as section 815 of the present tariff act pro-
vides that duty shall be ss on all goods, wares, and merchandise not removed
from warehouses as of the date of the passage of the act.

Also on mae 281, line 4, strike out the word "Iarticle" and insert "goods, wares,
and merchandise." The Treasury Department might hold that copper Is not an
"article" within the meaning of the tariff act of 1980.

We consider It very Important that these changes be made to protect the copper
smelting, refining and fabricating business.

(Senator Hayden was granted permission to have the following
resolution favoring a tariff on copper included in the hearing at this
point:)

A RwsoLuTixO ST THE AStIONA DavocrxAc AssocArbosN

Whereas the Ways and Means Committee of the Congress of the United States
on the 18th day of March 1982, rescinded its action whereby it had agreed to
recommend to the House of Representatives the adoption of a tax of 4 cents per
pound on copper imported into the United States from foreign countries; and

Whereas the House of Representatives has recently voted to levy import taxes
on coal and oil shipped into the United States from foreign nations, thereby certi.
fying that Congress will impose tariffs if it so desires; and

Whereas copper is the only nonferrous metal produced In the United States
which remains on the free list, thereby leaving the American copper market open
to the exploitation and complete domination by foreign producers of this com-
modity; and

Whereas the market for copper in the United States is approximately equal to
that of the rest of the entire world and should be preserved first for the American
ptolucer; and

Whereas Congress Is at this time concerned with the problem of raising revenue
to balance the National Budget by levying exiese taxes, which are an "ditional
burden on the American people;, nd

Whereas according to the Bureau of Railway Economics, Washington, D). C.,
there was imported in the year 1931 in copper ores and concentrates, and coarse,
unrefined, refined and scrap copper from Australia 4,847,602 pounds- from
Chile 170 630,041 pounds; from Canada, 160,877,464 pounds; from Mexico,
1I0,2h6,536 pounds; from Africa, 1,897,833 pounds; a total from all foreign
countries of 85,885,827 pounds; and

Whereas fabricators and manufacturers of copper products in the United States
exported only 85,001,091 pounds of their wares to foreign countries in the year
1931' and

Whereas we believe foreign importers of copper together with the aid of said
fabricators and manufacturers are exercising every influence upon Congress to
prevent the adoption of a tariff on imported copper, and

Whereas if Congress intends to tax commodities produced in America it should
likewise tax those commodities produced abroad transported to, and sold in the
United States, in competition Sith American industry and labor, and

Whereas we desire to impress the Members of Congress with the fact that the
production and manufacture of copper is a basic and vital industry In the United
States, and one which in time of war is an eminent and essential factor to our
national defence and well-being, and

Whereas the levy of an adequate tariff upon imported copper would revive
activity and confidence in the mining industry in all copper producing States of
this Union, restore to Immediate em ploymen hundreds of thousands of miner,
railroad men, and workers In all industries affected by, and kindred to that of
copper production, and
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Whereas the continuation of Coplper on the free list is aiding and encouraging
development of competitive mInles in forcig, lands, promoting exploitation ol
kafir, coolie, and peon labor to the exclusion of the American worker, causing
American wealth to be invested abroad instead of at home, and sorio ly under.
mining the Industrial and financial stability of all States involved in the produce.
ties of copper: Therefore be itResolvedi by the Arsona Deinocratio Association regularly convenedl this tile
Oth day of April, 1932, that this eaciation appeal th the mentliersnip of tht
House of Representatives and to the nocbership of the United Staton Senate
to utilize their Individual and collective Influences toward the enactment of
legislation which would result in the levy of an adequate tariff upon all foreign
copper Imported Into these United States, thea reponinendation of the lf oume
Ways and Means Committee to the contrary notwithstanding- And be it further,

Resolved That copies of this resolution be forwarded to Ne Speaker of the
House of Aepresentatives, the President of the United States Senate, and to the
Members of the Arizona delegation in Congress.

Adopted this the 8tli day of April, 1032.
ARtZONA DrMOCtAT(, ASSOCIATION,
J. B. Wsanu, President.Attest:

EMERY JOHNSO, Secretary,

RItSOLUTIOND BY THE KNIGHT OF PYTHIAS GRAND LODGE

Be it resolved by the Grand Lodge, Knights of Pythias, of the Grand Domain of
Arisona that:

Whereas the order of Knights of Pythias has, ever since its institution, been
an Intensely patriotic and fraternal organuetion, composed of the highest type
of American citizenship, ever mindful of the public weal, and ever mindful and
standing for all that tends to make for the good of the human race, and

Whereas, we have approximately 2,800 members in the State of Arizona and
approximately 1 000,000,000 members In the United States of America, and

Whereas the State of Arizona is, and has been In the past, tho greatest of the
states In copper production, and

Where the production of copper is, and has been the major source of Income
of said State, and

Whereas 90 per cent of the population of Arizona is, and has been entirely
dependent upon the production of copper laborers, miners mechanics, farmers,
retail and wholesale business firms and the producers, and

Whereas practically 100 per cent of our membership is, aud has been totally
depndent upon the copper industry, and

Whereas more than 90 per cent of our membership is now out of employment,
as the direct result of the curtailment of copper production in our State, and

Whereas this condition is directly attributable to the Importation, duty free
of foreign produced copper by cheap and In some instances by slave labor, and

Whereas we believe this condition can be remedied and relieved by an adequate
tariff on raw copper: .Now therefore be It

RAsolved, That we favor the immediate passage of the bill now before the Con.
gressof the United States, placing an adequate tariff on raw cop r; that a copy of
this resolution be sent to the chairman of the Ways and Means Committee, of the
House of Representatives; a copy be mailed to Senators Hayden and Ashurst and
Representative Lewis Douglas urging them to use every eftortposslble In behalf
of a tariff on copper; a copy to our supreme chancellor, Leslie E. Crouch, urging
cooperation of our entire membership throughout the supreme domain; and a
copy to our supreme keeper of records and seal, Harry M. Love, urging action
thereon by the supreme lodge at Its next convention.

I hereby certify that the foregoing resolution was passed by the Grand Lodge
Knights of pythias, of 'Arizona at their annual meeting held in the city of
Phoenix on the I lth day of April, 1982.

Joux D. Loeas,
Grand Keeper of Records and Seal.
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MAICOPA COUNTY JUROVW
P&IoNIX, Ault,, Pebr or,#, lost.

lion. CAnL HAYDEN, I
United States Setiator, Washington, D. C.:

We, the undersigned, jurors now werving as such in the Superior Court of
Maricopa County State of Arlsona, do hereby respectfully petition you and
your colleague hn the Senate, and the Hon. Lewis Douglas, member of the lower
House, to do all In your power to secure the passage of a law providing for a
tariff on copper.

We believe sich a law to be vital to the further development of this State and
to the welfare of its cititenry.

temt4wtftilyL, 1, HAMtITON AND 6 OTIlR: JUonlOw,

IWSOLYUTION BY THI WOMAN'$ CLUS OF AJO AIS,

Wheras coppe-r otilvig is one of the principal industries of the State of Arizona,
it which millions of dollars have been cxpeuded it the developing of mining prop.
ertfle, and thousand, of persons rogulbely employed; and

Whereas the prosperity of the people of le, Ariz., is dependent entirely upon
the operations of the copper mine tmely, the New Cornella; and

Whereas it recent years large bodies of copper ores have been developed in
Africa and other foreign countries which are being mined with cheap labor and
under poor living conditions, and great quan "ties of copper metal are being
produced and brought Into die Unitd States avid sold in competition with the
metal produced in this country; and

Whereab because of the higher scale of wages and better living conditions
existing il the United States, copper cau not be produced and sold in competition
with cfieaply produced foreign copper; and

Whereas because of the great quantities of foreign copper being sold in the
United States, mninng operations In this country have been greatly curtailed and
many mies have been entirely closed, resulting In thousands of persons being
thrown out of employment; ald

Whereas agricultural communities and business in general throughout the State
are adversely affected by the low price of copper; and

Whereas the existence of the copper mining industry add to the welfare (f the
thousands of men employed in the industry, require the protection of an adequate
tariff on copper brought in front foreign countries; and

Whereas copper is one of the few products which has not been afforded the
protection of al tariff; lnd

Whereas a concerted movement is now being made to obtain a tariff for the
protection of the copper mining industry of this country- now, therefore, be it

Resolved, That the business and professional Womau's Cfub of Ajo, Ariz,, does
hereby indorse and approve the movement to obtain Pn adequate protective tariff
on copper imported Into the United States; and do hereby urge all other business
and professional women's clubs to give all possible support to the cause; and be it
further

Resolved, That a copy of this resolution be forwarded to each of the Representa.
ties in Congress from the State of Arizona; and also copies be sent to the legisla-
tive chairman of each business and professional women's club in Arizona, and to
the national legislative chairman of the National Federation of Business and
Professional Women's Clubs, with the request that it be given publicity in the
Independent Woman.

Passed and adopted this 5th day of April, A. D. 1932.
Dst.owts Gmaos MAcDONALD,

S President."
Dr. MA: PANKEY, Secretary.

STATEMENT OF LAWEINCE tDDICKS ON BIHAL 01 OCfRRO DR PASCQ
COPP 3 CORPORATION, NNW YORK P1

-'Eight thousand eight hundred and seventy.three stockholdersx 97.8 per. cent
of whom are American- 1,122,842 shares of stock, 98.5 per cent of 'which 'ard
American hold; $188,060,00 paid out in the United States for all purposes
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IOaUdng labor, supplies and taxes; 1,700000,000 pounds of copper produced.
even cents per pound total paid out to Ainericans.

UMMAkY

The argument which runs through the following pages leads to the conoluslons:
1. That the present distress in the copper Industry Is part of the world situa.

61on affecting other nonferrous metals and not a special case.
2. That to Impose a tariff would not give the relief claimed at home but would

inaugurate a sequence of foreign realignments Injurious to this country.
3. That America controls 70 per cent of the world Industry and lia some voice

In about 20 per cent more, so that relief is to be sought along the lines of a world
agreement and not through a short-sighted isolationist policy.

INTRODUCTORY

For omee months past there has been organized ",Ritatiot) on I'a4lf 1 ela group of"high cost" American producers for a protective taitff on initorted copper. Up
to now this has not been taken very seriously by tho majority of the produce.
but the present confused situation In Congress coupled with active propaganda
presenting arguments appealing to prejudice is begin: Ing to draw the attention of
those Interested In the future of the industry,

Several documents have appeared on the subject, not ably Senate Document
No. 28, entitled "Production Costs of Copper' prepared by the United States
Tariff Commission at the request of the Seaate' Srnate "Document No. 88
erutitled "American Copper Production," prepre k, the Arizona Copper Tarid
Commission appointed by Governor lImit to "Carr% forward the canAPfor

WHY rotetl~ agans ctspe enteriv the United S$tates front abroJI0 ad a
]amnplet etled Some about Copper and its Need for Tariff Protietion,"
Issued on behalf of nine companies producing copper chiefly in the northern Michl.
gan and southern Arizona districts which can not meet active coinptition from
other American camps, quite apart from a question of Imports, without curtail.
ment of ore reserves previously counted upon.

The United States Tariff Commission report has evidently been prepared witharett care, is fair and impartial and incidentally must give small confort to the
tariff proponents. The Arizoka Tariff Commission report is largely discounted
thereby as will be indicated presently. The company pamphlet errs in its use of
statistics to extinguish the iiu:onvenient "exportable surplus," which survives
even these difficult times, and makes a lengthy appeal to prejudice on the labor
question, quite ignoring tile large vso of Mexican labor In Arizona due to the lack
of an immigration quota. This also w!Il be fully discussed below.

THE POTAM CLAIMS

The published protariff arguments may be epitomized as follows:
1. The domestic eopper-mining industry is threatened with destruction.
2. This is due to increasing imports which wiped out our exportable surplus

three years ago.
3. Foreign production will greatly exceed foreign consumption and cost les

to produce than domestic coper, while domestic mines, if protected, will not
overproduce domestic deman .

4. The duty on copper should not have been abolished in 1894 and should be
restored now In sufficient amount to guarantee an emb argo.

5. The American workingnian is being kept idle in order to give employment
to peon, breechcloutt" labor, and slaves.

6. Protetlimt is needed to secure adequate copper for military uses in time of
war.

7. American capital invested abroad is quite soulless and unpatriotic and needs
no consideration. American capital at home is compassionate and unmereenary.

REJOINDER

Thee seven claims will now be examined seriatim. Their accuracy ef stateIent
will Ant be shown in each ease by quotations from the publications to which
reference ha already been made.

1. The domestic to paper mining industry In threatened with destruction.
Company pamphlet pag I7: -'The industry is now it a detnoralled condition

and I threatened with destruction from foreign oompeitlun,"



UZUN AO? OP 193 857

Arlsona eommliloa, page 85: "The Industrial momentum Imparted during the
long priod of protection has carried the domestic copper-minng industry through
its disastrous period of free tradelem up until this timeP uip to the very tottering
edge of a yawning abyss of hopelessness, despair and utOe ruin."

The obvious answer to this is that the industry seems curiously unconcerned
with Its own fat.. After a long period of proselyting the list of cornp any names
printed on the flyleaf of the pamphlet is significantly sinal, representing perhaps
a third of the country's tonnage, only about half of the Stats of Arizona and even
lacking soine of the wholly domestic companies. The supporters are almost
wholly of two groups--the lake copper companies of Michigan and the southern
Arizona group represented principally by the Phelps-Dodge Corporation.

Hard as it may sound, the Mfchigan properties can not be considered in this
discussion. They have had a long and onorable life dating back to Civil War
days, were once the world's greatest copper district, have paid immense dividends
and are now suffering from the infirmitles of old age and exhaustion. A tariff
may be used for the nursing of infant industries but hardly as an old-age pension
California has had it gold fields but upon their exhaustion turned to fruit and
motion pictures. Michigan has likewise turned to automobiles and furniture
and Is merely a mendicant in a copper-tariff appeal.

The situation in southern Arizona is somevltat different. Here by brilliant
metallurgical development large tonnage of very low-grade ores have been made
commercial during times of high prices. During the Intervals of low price which
recur from time to time it Is necessary to use higher-grade ores. It Is perfectly
rational for low-cost producers to supply the copper needed during low-price
periods when consumption is also low and in the same way for an operating group
of mines to select their lowest-cost units for operation at such a time. This
procedure is even Indieated in the company pamphlet on page 6 reading:

"If comnelled to compete with the low-cost foreign producer, the domestic
miner will be forced to a polio3e of selecting for his operation the higher grade
portion of his reserves, leaving the balance in place."

The solution of Arizona's problem lies in that sentence.
It is freely admitted that the copper industry is in real, if temporary, distress,

the only purpose of this discussion being to contend that a tariff is not the way
out. It Is suffering from two troubles-the general depression and indiscreet
overduction.

The company pamphlet admits the first on page 4: "While this condition is
due In some measure to the present unsatisfactoty state of business In general

* *00#
It Is easily appreciated that, copper is a common and not a unique sufferer by

comparing its price position with that of other nonferrous metals:

Average rents per pound or ounce

(Amerian Homt of Metil ttatluticol

Copper, Lead,. Zin, Tin, Oiver.
free dutlable dutiable tM fre

.................... .......... t2o ti 0.2 aE a

io~i ......................... 4..................... & ,1 4.21 3.6t U11, a A 'March, ................................... 8 3.2 2,11 210 2 9.

About the only conclusion to be drawn from this table is that copper was forced
to too high a price in 1929, the abnormally high profits from which should cover
some of the present losses.

As to overproduction, the difficulty lay for a while outside the United States
although tot necessarily outside the American sphere of influence, duo partly
to misjudging magnituae of the collapse in foreign markets and partly to the
difficulties, political, financial and other, in the way of the sudden scaling down
of distant enterprises. The check has now been effectively applied, however.

It should be noted that there is nothing exceptional about the present stocking
of overproduction. The same thing happened In the 1921 slump as shown in the
Oomparlson below .
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Sho 104 6o.e4PP~r 0100ks Mv ('1i0d 81hatel
totijkbtof Voonse Nstlpt.

Jan. 1,108 202,t0 Jan* 1, 123.w-... 288, 600
Jan. , 10 919 ......... 371, 000 Jan, It,10.w - ... 268$,500
Jan, 10 1920 .........452, 000 Jan. 1,1030 ......... 403, 000
Jan.t 1921 .... 662000 Jan: 1: 1931...i...*...% 542800
Jan. 1,192 371,000 Jan. 1, 1932 ........ 008, 500

Th"'le rwak of 10 yearm ago wa.s restored to tioriiuii with the return of confidence
v~hou thoInterv'Ontion of aity tarilt.

'2. 1ueosIing 1iports wijied'out our exportable surplus three years4 ago.
Two p)ararah nr~i th0wlaypmplt ae and 7, read:
"Excems olf in Jorts is u4 rough nileasure, ilot takdig into avcouiit Illeroaxt's aid(

decreasem itt litock, of the exportable surplus of copper ftotu the Vnited Stateo,'
AA:

W Iith tho Chanige of couditiwnu which luot takei, place 1431co 1021), this mvcss
of foreign coounptiona over foreign production haes cliiltely anid finlaly disp-

pea,,red and lit its place there tiow exists att excess of f orelin production which IN
tI adinig the American imiarkoftuaid driving the Awercami producer ouit of bwsi-

The first of these paragraphs4 Is takeit alinost vorbauth'i fromi the United Sftawi
Wariff Comiioni report, page 3. It ks quite trap lit tite of miornial stocks, k imt

S tle extracf. had heen mnade 'a little ftiller It would have read:
"Takling account of iticroe w aid ducrease4 in sto~oksi, the exportable wiiriilu4

had dwidled front about 120,000 short tons ini 1927 to about 40,000 sihort tt'.--
in 1930."1

This flatly ottlitws the stateimemt thant it h&4 ''defnitely slid (htally disui.
peared,"

T e total figures are as follow:

iflepsrtmont of Comalleres Sttsticul

1029 1930 13

Swaoks flrst of yer.... .................... . 26,.600 43,00 MO 61, 5M
Sto,~ksand or 4 . . ..... . .................... ......... 403,000 5~32.600 08,500

Ellw s ........................ 400,449 370,887 '280,000

143,!2 0,40 0.2
Expotabe srplu ................ ......... 1212 -32020 -1L0,I

I Itioutding rodl and similar somlianufactutred *xportl.
ISmzall part estimated.

Figures aro not available to show the proportion of fioign owncrnihim i, thew
stocks but if it be small the coi arkon i4, ,unaltected itud if large It siniply uwmans,
that Amoricans, have sold out ut higher prh'eo leaving oiit~ider to hold 'the hag
Oil it filling lnarket.

Again durin* the 1921 crisis there was at tinporary upset hii veNJ)o1tnhicu sui'.
plus, so thero Is nothing novel In the prount statistiead position.

,I. Foreign production wilt1 grvatly exceedl foreign eoInsunjptiol wui(l vost los,
to produce' than douiestic co~por, ', litle lomietie ines, If protected, will no~t
overproduceu dotu~io dunii

The Comnpany PAvunplet, page s, reads:
"The Amevricun industry It; w)t only threateitc( by tliq sheer voluihWe of foreign~

prodttetion, hut Its dofeat ond destruction ure aistiue by the fact Oth:, foredg'w
"opp ean be and Is beig produced tit it wsbdantially leer Cost tholl the (i''-

111OWtie product. "
And (roon the Anl~onit (Th0ninission, page 61:
##The dosue.4tio copper ining intidustry ' will stirvly, 4lui ii3gainl review Ow3th

proteettoij tilken front it 40,yeavrs a~go, reglate Its outplimt to 111i'vt it pruv dollitd
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to liarroniza with the mxainteniance of an umsential-Arnerloan Industry, for the
benefit of essential donlestlo citizeship."

'The first of these qluotations ssumes that the foreign producers, laltgely
American lin control, are fools; the second that thle donmestic producers only
await tariff embargo to set ill at il iopoly lin restraint of tiade for price boostinX.

The foreign producer knows perfeti y woh that if lio should invade the American
market as predicted lie would inevitably be shut by a ditty. Hoe also knows that
retaliatory duties would follow in other parts of the world and he would find
hillIKelf in at 11ost U1unhappy situatioU, lie has enough trouble with political
revohtitilts, foreciu taxeH, igtioritnt labor, high altitudes, tropical diseases aind
frozen winters not to want to add nationalized markets to the list. No colli.
pany in the world can niako a satimfactory showing at current c'opper prices.

As to production costs tile wisest courtie lis to accept at face value thle careful
figures prepalired by the United States Tariff Commission, while realizing the
inametme difficulties in the obtaining of accurate datta.

In order to he perfectly fair in the etiatter thle conclusions drawi in this report
on pages 17 and IS are reproduced in t~awir entirety:

''The investigation herein reported shows that tde largest item itn the importam
tioi (if copper into thle 1uilfeti States is blister. The cost comparlbdo betwet-n
rthied topp~ier produced lin the United 8tatem from domestic tires avid blister
c~j)J)r p~roduceod ill foreign countries plus thle cost of rollninol such blister in the
I nited Mtates shows for 1928 the most representative year atnoti thle three yonts
covered by, the Iinvemitigationt anl excess of average domestic costs over osts for
till the fore ign countries covered b~y the inives~tigait ion anioutluig to 1.42 cents per
,miiit' whent depletion (of #)o andl interest, on investment are takent into con-
siderationi, and OA) ectnt per iouwid when theme two item tire excluded.' Cuni.
patrismi with the limest emi~t foreiigni rogion (LatinAmerica exclusive oif northern
Mveti, together with Spini) showsm an excess of doinemtio over foreign costs
junitig to 1,8~4 cents per pomnid when deplelt i slid lne rett sire included and
2.26 Winth withOlit those i01em8.

"if lin additin to thle foreign produovd lister copper refined ill thle United
Sttes, there should he added thle coppler retieti ill foreign countrieN, togetbel
wih the cost of transporting it to the Un ited Mtates, the excess of domestic uvet
ftirtigti coAs ill01 the11 etmrisot NW all foreign countries cinuhined would be
itteretised by bout oiie-lif 81 'ent, per lpoutd when depletion andi interest are
taken ito Um Vlisideratioli.

6The( exces-4 of domestic costs ovvr those for Latin America mW. Spifi would be
uieresd till moore by this procedure. 4 )i lte other 118(1( it shiouldi be vioted
f hat lin computing it domnestie anld forelin costs, interest oil investment lias
liceli aniillated itt fl) pe ted. The question has been rlsed~ whether the risks
of lin titterlirsta il certi toreigit countries would justify at higher rite of ititerest,
It a higher rate (if iterem. Avwere flawed, lte excess of domestic costo; would be

TIIThe fprtteving vu-st teO((puritt'i reltu to 1928. Theli cott estimated. made by
(t1gi:vv1%q with 1 1 jvvt to, ciqc iplVtIki0' hiig 1it'otited (1931), or expeted shortly'
toi , o mlititveI illt Africat. wtidi hil top recline tht average foreign (.0tts. It 4e
impi ssiblo '111, to) estiliit %. ith it iy previmi thle fu ttnr co st, of production

MAriwa''
Stv endt explal in r;y ('11i10' 1111 tcuin I~roullY lhe 1itnde when-1 f'.tiiilig this

Firmt, mcpleli i4 iii igh il Vi ti Ste, vrportatis because hie tburezu of,
loc erlltt Itevo tonw i tetlitt '11 Atot Iltn'0te whenl oillpi ig taxable inicotite Which
dvkIl~ii 1u t1 i~iiti k..th iliat oItiiniig inl foreign countries. lit other' %or~is
1 sI k v", iil ct h v itn~ 1 ct. iii t mokcc iltig and it is fairer ito consider thle
iil Willtt koi oif0.41 U) ent 14 p' ol excluditig deiV40ion an 13 0 pr cenit interest. oil

illvcsd (ucit , Tihis ik t he (Iiorv rcommaiita, lit t hat it eiml hardly be ex-peeted that
1"11itnla . l 11tut1t1t01144. O h~itk* ilt foreign isolated regows ait t return of 13

Seconld, Aftiv'il is judit tnoas ieui v mat ter for t hie ftit ure to det ermine.
11bird, I tt(((sportit ion'i is a foirmidable itenm of ex lmetse. Attprese t ho rate

ftiuiui1 11111ic i)tsl'ttt of rutdtippc)r ini tie rtimted States 1, often very
I t''iAM ' t it I n Mid n~ Itmt mill coi mtin ider iuivs-ire oif comopet itilon.

l'Fitb*I t'Ait a miitr't x ftOWigvsaeag h, e we ihai
ci) ol ii~ Wc itt imnet of nea-11y 0 vtents it pium. (3osiuxg it few high-Cost,

mti(VA itttittt' (11Nitii it little ill)1'01 low-cost olnem would easily wipeI mit finy such
a iltietitlii it, 0, W (I il it plimi uti

Now to, to hit dtig lllit Vs to i ltt the( petit Situ's really wanit, givell t he uppor.
I utility Owe \ri okx 0,111111S,411, 1111w, 65, rceuik:



"1opper should have gold about 50 per cent higher during the 1923-1920
period thrian it did or at a pries approximating 22 cents per pound in order to
enable the domestic copper wining industry to pay the adequate wage supply,
transportation and tax Iteis that are necessary to maintain our domestto cities.
ship and institutions

Auminum, sine, soft steel, and aloy substLitutes for eoper would certainly
approve this recommendation but hardly the general publi, who pay the bill.

4. The duty on copper should not have been abolished in 1894 and should be
restored now fit sufficient amount to guarantee an embargo.

From Arizona Commission, page Ol:
"All that the domestic copper m ner demands is the restoration of the protective

equities that he was deprived of in 1800 through the machinations of foreign
copper producers and domestic internationalists.'L

W Arlsons Commission, page 81:
"The domestic copper-minig Industry is entitled to 100 per cent protection;

a full measure thereof, not a fractional degree of protection, which would only
beaietit the low-cost producers and destroy one-half of the higher-ost domestic
produotion."

From Arisona Commission, page 82:
"In order to sell the domestic electrolytic copper ingot within the domesticmarket it must be accorded a specific duty of. 8 cents per pound as against the

foreign ingot. This degree of protection only permits the domestic ingot to
meet the foreign ingot competitively within its home market. If the American
doctrine 'that a domestic product should control the donitio market' is aPplied,
then the duty should exceed the base cost differential of 6 cents per pound.'

The chli that the copper duty of 40 years ago should not have beens abolished
Is best answered by a quotation from Professor Taussig's well-known book,
Some Aspects of the Tariff Question, 1915, pages 107 and 188.

"Du the decade 1870-1880i as has Just been pointed out, the price of copper
in the United States was higher than the English price, and during a considerable
Peut of the decade it was higher by the full extent of the duty. There bem no
glound for gIIvng any credit to protection oecaun of its having given needelaid
ha young industry, the free trader can find nothing to balance the loss then
wse to the community by the tariff chars. And for a year or two, at the clove
of this period, he adds something to his indictment; the charge on the community
was higher by combination among the copper producers. The mining corl
ponies of Michigan then produced almost all the American copper, price agree-
mento mmog them were not difficult to arrange; the increasing output caused

ices to l especially during the years of depression that followed 1873. In
1879-81 there t-e a combination and an abrupt rise in prices, the latter furthered
of curs by the revival of industrial activity. To motinbtin prices at home, the
combination sold for export a lower prices. It was a clear case of dumping
explicable on the theory of monopoly of price."

. Trhe American workingman it; ieintg kept idle in order to give employment
to ns, "breechelout" labor, and slaves.

Iront Arlsona Coinilsslon, page 59:
"The peon-labor refitted copper ingot froin Chile can ieet the competition

within the European tiarket set by the slave-labor refined ingot froml, Central
Afries,

I'lese two oppr-issd labor pt!iodicd ingots van battle oine iiother Kil(erwt;

fully for control of the world's opper market, It is impossible for the high-crst
domestic labor produced copper Ingot to meet the compettiion Ho destructively
evident wit hin this foreign area of debased labor products,"

From the company pmt1hlot page 18.
"Foreign copper is produced under conditions with particular reference to

African lreveclutet labor, which the Alnerlcan producer will never attempt to
imeet."

These, sittenets are an apical to prejudice which is known to be effective in
American politics. The American works under the best living condition fin thni
world and is properly zealous ia regard to their maintenance, But his standards
are not being challenged. Naturally the labor indigenous to the country must
be employed in foreign mines. The living conditions inunt be those desired by
these natives--it is with difficulty that even changes in custom to protect the
public health can be inaugurated. Of course, slavery is meant only as Sit

appealing figure of spech but what does the Aimerican workingman care whether
teonign copper is produced by slaves or by angels so long as his own standards arc
nt attacked?
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NWhiat lie does onro about IN conditions lx America. The very ones who attack

illtive labor abroad aro thome who would oppooe the applications of an~ Iiigrl~a-
tio~n (Ixiota to tho Mexicimn border, llhutting off the supply of Mexican labor to

ilthe appeal l i almo made for the hoaxotit, of tho average Axnerl,ati who hums never
(collio Iii contact with " native'" labor, It lis ost per I to, ot oosit per hour that
ej~uota. A white supervisor iH roquired for about every 10) moll. White men
&motid very high roiitanration to work lit much lociditivo. Labor is very
iglio-atit anid illottlelenti. Food and "heoltor are- supplied lit addition to wainus.
1,11hor oftoll vallislies at certain seasoium of the year. TIhe compaies woul aIe
delighfod~ could t hey duvt'lop mili Ztliies under Anrieia (oonditioXIS. Th~el
Unlte's StatOM rrIff'Coinilsion (p. '20) estimates the output of the Ithodemsii
mutiles ait 0.3t lu of ore per ima per day ats itguit 4.75 tot lin the United States.

( , loning down to thet actual cost of African copper the Arizona conxnlido
Status on page 74:

"The writer is firmly o~f tho opinion that refined Katatiga copper can be laid
dlowii at, any world port at. a cost not to exceedi 4 cents per pound.F"

Page 761: "The writer lIN oertaini that northern Rhodosia rohlned copper cain he
laid down in Now York at at oust not oxemcdiiig 0. cent per pund."

Unfortunately for the eliit this UnitedI States Tariff Coin lilt iN iInvestigated
this question aid reports, page 82:.

''1Ie o tiuates of ('4)tm of African copper, inl cents per pound, ready for market,
awe simimuarizemi us follows: IRean Antelope ( 1032) after depreciation and interxxst,
hut iwforv do"pict iod taxest 8.108; Midfiira (1932) after (leprociaioui tid
flta'tcst, huit before) depicetion mxid txues, 7.78; Nkatia 0,932) after doprcilatiox
aitl 11uirrest, b)(1 bePforv depletion and taxes, 8.03; IKatatiga (1980) after depivel-
atlon and Interest, Wit before depletion and taxes, 10.74".

Note that word "Itaxes." Oneo of them risks of foreign mining is always taxes.
The Arizonxa comimisox itself admits this onl page 72:

.The rapacity of the Chiheanx ts displayed dutrinig thatir decades of nitrate
tltx a tjilsitivemiesms will ulndoubtedly titgo thenia to hiih oi securing the niaxiunium
tax lerqlulsito out of the world's largest coppour ore body."

IBeforo leaving this labor diseusslin le t s cosider titat will happen if at tariff
is4 ifmlpiiScil aSU aaiuist provaxt voliiuitititv(I colmiitioms.

lit the( first, pIace the effect of 10rcsuiit t'0oinj)'titiOii Will tic to c10se 80onxe of the
liighesmt comt, workings whore Ilabor has been largely dispensed with. The coni-
pally .Xiapilet, page 01, Rays:

1Ni xci iies ar'e ust.d iii lace of manumal labor Ii every conceivable waty, making
it possible to work ait. a profit dleposits of low-gr~ade ore' that would lie valuleless4
tmleer lesg eflic'uxt operative ('ot itionim''

l1int there would be ai limretmwt ill 101111 gie thenianthed fromx tlxe lowecr cost
properties; which lie, at 's'itx distane from tho Mexican border andl where Mexicali
L46~om IN nlot emnployed.

Now, if at tariff of 4, 5, or 61 cents were putt ini force a numnber of things would
himmull the exact uuattiru of Which would tkep#v td openl world conditions.

if we impssnue, its nis economists do, that while an exportable surplus exists
110 chaiigo ill price would rosult, there would not necessamrily be at shrikkage ill omir
maiix'xnitured exports, butt one canl not tell to what extent retalatory turift
Vokhl brngtis ixnit- N o f oroigi copper cotdu e 4 nter for coi istmptioi i anid there
%vould nio lollgea be anty object Ii genlikig foimoigii blister to thitS country to be
refitted, thereby itetrriiig auditioitIraitimportottioui o\pense between mine mnd
in.-rket. Thu United States, Tlariff CollI nissionl (p. 3; maystia

I xlted State.,% copper retiuuies, have ami iumttil output of about 1 ,400,000t
short tokis or refined copper. About tit por ecent of tii. qitatity is derived from
tiouncstic ores, 12prcn rmdmsi ie caat~per ceot frotui imported
ores, coxicet'titts, and o p sr metal."

Labor will he disa'bnrgeTinl pr'oportin fromx these inidust nt's aid American
Shippi; Ihies will stiffer, No ittprovellint will result inl the ii)Iig indul'stry ats
te loreigt price will coittrol, so that there IN a umr't io;to labotr.

()n the other hanid, if we take time position oif the col upr tanith' propioneoiat
I lelslves that the taritf will add to the price amm well its exe I tde foreign copper, we
lose Ii other ways ats well ats the diversionk of the refiling busoaclss alreadyti 11iV14
tioned.

I!, in her t he 'latt nxemit Intt tha', coj ppt' I trnatv will iutot he efte I v' gilist 00'a~
muid as4 the Amierima price wVill be abovo the foreign),11 Cll t co %\ill~ Oxl ert atil
,lispl ace an vqulivaxfelu .milonitt of hulwitw .m 00t'i)m pr~ oi fuelionl Iaelu'fet a pit Of
18,8611 touns inI 11*41, tl I u ode: the Sill)ttitll (11' oh i gh p)601e4 Ilight thl1' U 140111ii u
wuvllrt u oxitag i I
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Next, our manufacturers would import copper in bond for fabrication and re.
export. This item amounted to ove: 70,000 tons in 1930, and would displace
American production. Th se shrinkages react back along the lino of raliroadii,
u plies, etc., again affecting labor.
lext manufacturers are apt to find barriers against their exported products

made with foreign opper but with American labor, and the result is the establish.
ment of foreign branches of American plants. Canada is already dotted with such
branches.

Finally, the American will pay more for every artule he uses containing copper,
directly as in hardware, or indiireely as In electric light bills.

After all, has labor much interest in a tariff?
6. Protection is needed to secure adequate copper for military uses in time

of war.
Company pamphlet, page 14:
"Copper ore reserves with an Industry equipped and ready to supply the

refined metal in ado uaie quantities in any emergency, are vital factors in our
program of national efene."

Arizona commission page 83:"it is obvious that from a national-defense standpoint alone it is rigidly essen.
trial that our domestic copper mining industry be able to function maximumly?"

These are statements of obvious truths rather than direct claims. It depends
upon whether or not the industry is "ruined" as to their being germane.

7. American capital invested abroad Is quite soulless and unpatriotic and
needs no consideration. American capital invested at home is compasliate
and unmercenary.

Arizona commission, page 78:
"It was a coterie of Americans, after securing control of certain Canadian

copper and nickel deposits in 1886, who through specious, sleek, and sleazy pleas
flnaly secured the near destruction of all copper ingot dutes as of 1890, The
writer is firmly convinced that prototypes of these 40-year-ago domestic liter.
nationalist. are now trying to convey the impression that the present-day com.
petition from Canada, khile, and Africa is inconsequential."

One is tempted to ask whether a claim that a 4 or 8 cent tariff on copper would
produce a revenue justifying Its inclusion in a tax bill is not also a bit "slea "

(flimsy). But more seriously, domestic Internationalism is not 4 bad tern: |or
the position this country must assume for better or for worse. We have invested
and 4 caned ininese suns abroad. We can not isolate ourselves economically
by building a barrier against every possible means of repaying these sums, Also
to destroy Amnerican-owned foreign vdues is just as surely to attack the average
American as to deny hin employment. In these ditys securities are very widely
distributed in small amounts and often represent lifetime savings. In investing
money in foreign mines there are political risks, ore deposit risks, market risks,
and apparently home risks, Capi ted has the'efori ben brie in fachig these
and is it not better to control the world Industry financially after our power to
do so metallurgically ham passed?

Tilt- United State*s Tariff ('znimssiun says (p. 413):
4, he control of ubomt vn-tl'tithH of the world's production bY Ituifted States

capital has nut meant the ability to control prit'tes, htety by rclaon tf tile
conilletitfon amlnlg tht fi,,nu'ti Ie jrtdliers themnelves.''

That sentence' is worth pondering. It hats heii assitlne d by the tariff I''-
potne(itn that with al embargo Ilefect the domestic hidustry w-ould act in lii.
genti v tao regulhtte i rdjctim in Diregardi ig legtl prolblcnl( tor the tin ineclit thvahnotit 1(141tteal group of ewe ,utiv'o a mi regulate worl irotitetlo,, Tlheir iowe,r
in eimtfiol of foreign supplies is great enitgh 1, whip outsiders into lhie, Wit 1i
a tariff in elffct tills op oirtnilitv is4 goi Ie'itainill tiUld tit es1VtO abliSh a
preft.toeutial tariff fz',oring (I. 1anilit sd Rh design eti~p'r. A cottintid
gro ) wmld take Kutaliga 1mid41 So,

im[ ith is tiJxtartsh il iltk' t t tis0e rtfi ,tplducer ar et i unit sultl'htg large
toi !1t~ i I liOw foi-gn irket s which statist h's do. it distlios. Fl'vigil
('0101131014lidS hay lu their praaituet fe xeil here ji'rmit iprt to leit! sold *hinticaill
tixervil y freeing ifi eqialn piwo inl Eurtipe. 'ii'';rtitaiakeisiuil
stain vl hat higher' thau I 4hle Aitit cas whill tIw it'vry go ax JIM ask iiig for t he exdi1141i

%ot'ielta tx tresav 6e-t1(a~. a4 Ixkiexhi
A,\ lar an Aiii ltIIVtf 1 i a lti ,ixt Itt 40t talji' i eat r4I liI ei

t'tixltltitdit ' if 11 41 i tJ i iitaa i l , ti a Ilag tat i,4tillatory laills stiititt -6%
Awtna'ii; %\alilt itnah aiti t ti ll bi:' 6%,\~t 1ttilittit has lwthit tit A1,1 it 111i414
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tA) cultivate cordial relations with South America, The West Coast countries
ress almost wholly oil the inleral wealth of the Andes for their support. Tile
texiloitatio of these resource. has ben chiefly in the haids of Americaits and
the product are lainost wholly expInrted. It can easily 11 seti how serious a
matter a sectional nationalization may be for them.
How desirable it is to keep these companies in American hands can be appre-

clated from the fact that for every $1 they pay in dividends about $2 is spent Ir.
the United States for plant equipment, American employees, supplies, refining
charges, freight, insurance office expenses, etc. The Cerro de Pasco Copper
Corporation, operating in Peru, has disbursed $188,000,000 in the U nited States,
equivalent to 11 cents per pound of copper produced.

MIUMMARY

The argument which has run through the proxeding pages leads to the con-
clusions:

1. That the present distress in the copper industry is part of the world situation
affecting other non-ferrous metals and not a special case.

2. That to impose a tariff would not give the relief claimed at home but would
inaugurate a sequence of foreign realignments injurious to this country.

3. That America controls 70 per cent of the world industry and has some voice
In about 20 per cent more so that relief is to be sought along the lines of a world
agreement and not through a short-sighted isolationist policy.

STATEMENT OF HARLY 0. JOSEPH

Mr. Jost:i.i Mr. Chairman and Senators. I shall be quite brief
in my remarks respecting a somewhat important problem, so in.
portent to its particularly from the West.

1 am bringing to you, and through you to the American people,
appettis in writing from one of the richest resource areas in the
Snitd States, a land made habitable and a fit place in which to live

throum h tile vision and foresi ht of sotte of the outstanding pioneer -
of the United States who mae the West. Our agriculture, our n -iw
ig, our livestock heretofore have added to the wealth of this great

Nation. We have a different story to tell you to-day.
If the people in the East could see the deplorable conditions and

situations in the copper-mining districts in the West, they wowl
s;uely extend a token of sympathy for our western people. Wor-.t
conditions are in sight unless copper is given protection against
South American, Mexican, and other foreign 'oopper-Iroducing voun-
tries of semisiave conditions.

The nwntee of the future to the Americtin cOpwret- illiUg illdilslry
is the African peril. We have often heard o ithe f e lloww peril."
but it surer peril is initinent front the breecthlouted labor Of AfriC'M
when it floods our country with dity-free coil)r, the Afrtiu' 13 Irwo
dtoer this (iving ouri' copper industry to cot)lett destruction.

We of the copper-producing States, of which there tire ittore thltw
15. are endeavorIng to 1id in maintaining American inines, Amer-
ica ii towns, American families. a ni Amiericn living eondlitiolkl
against forces threatening to destroy then.

There are Anerican ininilg cvomlliplaies working atgaii.t t.-. The'
tUI't' closilig dowin their works. pulling their |p11111t1, disehargin p
Workmen, and evei throwing off the penlsiol roll Inllo who ctarovied
the six.shoototr allid the rifle ior themi ill the varly days of the minitng
cailts. ioiig thei otit o stoi\e and lte.e companies call theui.
W si iportrs t' om- American civilization.



864 UEM wN ACT Q1 108

In 1999 the mines of the Southwest produced at the rate of
$7,000,000 a month, What are they producing now V [Readiig:]

WHAT MtNING MIPANS TO UTA!1

III I l'dali t lt-Pit'P tho thintag 1im ustry of Utth eil'iployed about oue-thilO (t fht

14)(11l 1Iun1)t1lb of v-1 (yees (varrled by the Statto ildutrill vollit 1 riol, pi'oditee
tbout ,nlm.llkird of 1h1 lieiw wealth aii lilly created in the State, anl suppl4hq
OIll'.tiftlis; 4f all ri-lt'vild 'l'oight tOntiigeoif Utilh, In actual figures Is amiuml

ottltlut Wit" worth iblout $120,000,000. Of thl4 gross value, approximately $85.
1l00O!PP wag flu1inediately expenlod, largely within the State, for wagem. frolght,
sinselting, and mulpli's. Thirteell 1 1itli uiolhat's o' tis was sHlnt for hibor lit
11ne 1111d ,.11elt rs The tllil tag IntistAtry Is Indeed vital to Ut1 h's lire4-goit
VeOtiOli[c structure. With It dlininihed to stny serioUS exteit, UtI thol
lm-s4, direcly itml Indirectly, one-third of Its pay toll, Utah railroads lose four.
fifths lf their frelglit btisiess, 111d Utah agriCulture Io0Ss its elMNest ntid bet
market.

How many men are being employed by the mining industry of
Utah to-day'

How much mew wealth is the mining industry creating in flit
State to-day?

Ho)w 1m6 railroad freight tonnage is the miining industry supply.
in to-day?

ITow mle le. ilt lletItll ilires. is tile annual outpult of freig lt toil.
no e to-day?

?J ow much is being xpended in Utah to-day for wages, freight,
smelting, and supplies, ? '*.
I wiflet tho(4e gentlenumn who are closing diown their Amerivuu

copper mines so that they ony work their foreign properties answer
these questions.

There is nothing new about protection for copper. You honored
Senators have access to records through th6 different departnemlts of
the Government, and hence it will be unnecessary for me to delve into
the history of copper protection in this country.

However, we have some of the copper fabricators of the Delaware
and Cholsapeake and (Connecticut Valleys trying to keep us on the
free li*t, while they enjoy it prohibitive protective tariP. of up to
i maxiutum of 11 cents a pomlnd on fabrictted copper.

.1ome of the very cop pr producers who have enriched themselves
lit the vXl)v Ns of our 1 bor in the western copper areas are now
turned against us.
Arwlla has produced $2900,000,000 worth of copper ati 1)id

imny millions of dollarss to labor, yet many of their citizens tire in
want for tile Jackc of copper protection.

Conditions in Utah are similar to those in Arizona. The other day
I read a statement in the Salt Lake Desert News which said thlat it
Silt Lnke county y there were 35,000 persons whose iminaediate needs
were t public problem. I know this becmuse I, as it member of the
itiat'vorlk committee, come in close contact with the situation.
1Didl this condition exist when the mines of this country were pros.
l1te'mlS ?

intil this calamity camie upon us, copper had averaged 14.8 cents
it Iiomnd since the World WVar. It i- now 60 per cer, t below t!is
potawar average, selling at 54 cents a pound.

Setator W.Vi-sVoN. Is thereito iyoly Nvorlking ill the ,.opper tnilloV
flow at allf
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Mr. JoszPn. Very, very few.
Senator WAreor;. And how many would work if you had a pro-

tective tariff on it?
Mr. Josfru. I will say this, Senator, in answer to the first question,

that there are today, f would say conservatively, and I gather thu.
from my visits through the different parts of the West, that there
are ,0,* men directly out of employment that formerly worked in
the mines.

Senator WATso. In the copper mines?
Mr. Josir'n. In the copper mines of the West, all through Arizona,

Utah, New Mexico, and the Anaconda. An.1 in order to appreciate
that, gentlemen, you Just want to make a trip out there and see the
conditions. There are a great many more affected. indirectly be.
cause of the railroads not hauling the. freight.

Senator WATMoN. Do you think this excise tax weald operate to
put those men back to work I

Mr. Joswpn. It would, in my I dgment, alleviate the condition.
Any other question at this time, Senator I
Senator WAIoN. None now, thank you.
Mr. *.oatqvs. Two billion ponmd. of copper have been p(oured into

the United States during the past three years, all of it from foreign

Y4. we have copper roofs oi some of the buildings in copper
districts of the West. They are made tf Chilean copper, I have
been told.
Tite Western Statem are equipped to produce 1.200,000.000 pounds

of copper annually. Put a sulstantial tax on copper produced by the
mier,.les.s and devastating economic forces generated hy competition
of South American. Canadian. and Af rican copper, and watch pros.
I)Pcitv fltw hack to the States of the West.

In view of the approaching menae of the African In'odtletion,
1l1110t.". vel 11I soe1 meiPasure of protection youl will he uggnravat.
Inlug th e p htIRl, loyntent situation, as our copper mines , working to.
(It v at it low e I)b. will soon have to completely ea se operationS.

I am i eking upl tle governor of my State and our congressional
(lehegationi headed by Senator Smoot in endeavoring to slut ont thi.,
eheap-labor copper of foreign lands through the medium of a rigid
copper import tax.

Seto0 WATSON. You mean that SeIIltol Srnoot i for a protec-
tive tariff. [Laughter.1

Mr., Joscl:'ir. Did you ask that question desiring an nnw4wer?
Senator WrsOx. 'No: I did not. bt I asked tiat question to see

the vxPI*ressiori 011 Senitor Snlot's face,
11jo CIP..\ITIAN. Well. as long its it is a protective smile. it is allrigt., tiwn.

Senator "VATS(O. It suits me,
M'. Jsir.m At this time. gentlemen, I might say in ,losing that

sit,'e I havo heen Ire I have had .everal vonferetwe' with Senator
Smoot anl Senator King; and they have. in i measure. assured me.
bothI of thmll, of the merits and support of ourt ,'nuse under ce'tain
c'4,nlitimis. [latighter.]

Senator (Iriniow. It would not be proper to ask the conditions.
T' w (Tn.utrt call your attention to the fact that your ti

is 11imilt tit).
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Air. Joss, . Have I taken my timeI
The RAIUtMAN. You have one minute.
Mr. Josknt. I just wanted to show an example of foreign copper

competition [producing a photograph]. Tlhis is what they call a
Bantu. He works for 35 cents a day, and some of our Americans,
patriotic men, are using this labor and shipping their product into
this country when the men of this country do not have work.

I thank you, gentlemen.
The CHAIMAx. Thank yot, Mr. Joseph.
Mr. Joswrn. I will file these petitions with you, with your per.

mission.
The CHARMAIx. They will be used for the committee and not all

for the record.
Mr. Josimiu. They include petitions from 1,400 business men of

Salt Lake City and County; itLions Clubs in Utah; 12 town boards;
wool., livestock, labor, and farm organizations; 9 chambers of com.
1Ierce; 12 Kiwanis Clubs; 17 city councils and mayors; 18 news.
papers; 27 lodges and presidents of takes, ai we call them in Utah;
and 7 county boards, representing in all about 100,000 male citizens
.Of Utah.

Senator THOMAS of Idaho. Mr. Joseph, I came in late, and I just
,rant to ask you this question: Are you personally interested in the
business, or are you just interested in the people out there

Mr. Joszpt. I am an engineer, gentlemen, by profession, and in
politics for pleasure. And I am interested in the welfare of our
laboring men and their wives and families in Arizona, Utah, and
these other States.

The CHAIMAN. Your time is up, Mr. Joseph.
Mr. JOSEP. Thank you, Mr. Chairman.

LETT2 1IOX . J. FROMGAN

XTNA INSUHANCOS CO.,
Globe, Ariz., April 0, 193B.

S. mtor RK10 S$MOO,
Wasahtiton, D. V.

M1Y DCAs SXNATcro t 81o: I have be+n In business lit Globe, Ariz., for the
past 34 years, trd half of that time eagagod II the Isuralicligency busiless,

Glohe Jhas been the shipping point for one of the largest copper.producing
district In the United stite.i. Forty per cent of ArIzona's copper was shipped
through (hobe. Now, it is diuly growing less and less. The people, who can,
are leaving the district. The mbiUs are constantly reducing their forces. One
of the larger wines Is completely closed., The small mines have been dosed for
nmonths. Not much remaluas of the oncu prompero s business of the district.
The entire state feels the paralysis of the copper districts The agricultural
districts depenled on the mining districts for their markets. Now, they have
but little market for their produce. It goes to waste. Therc b4 no one who
valn buy it.

Tho attached cliplping cut front the Unlerwriters' tepo t. issue of March 31,
.im ilsur.nce newsivaPer pubilshed wevikly in San Francisto', is 4111ly too true
a.nd too brief.

()jly now wve hlave returned to on Insurance company for whomn wi are
-sgents a tracer sill) bearing the enlightening phrase "Owner has no tenant
1l14d h incoine witl which to illy pre insurance."

It' lhe entire Sttie of Arizoti Is not to )e in it similar vontdlitlon soon we
wist hat\e an itleflihtte ttili oil to io'ir,

Fabricated copper is already protected by a turif.f, Why should not an
eqluial right be granted the raw material? What other 1ase :nietal .K'etipies so
igUUominlotS It position its voIoiIer*,, Xone.

F8M,
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I should appreciate your having this letter with its attached clipping pub-

ishted in tlh Congressional Record.
Thathiting you for your attention to this request, I am,

Yours very truly, J.J.

AIZiONA PLIJGHT TOLD

:NOUNANUE MEN ENLISTED TO FIGHT FOR COI'I'PER TAIFF-STATE4 BANKRUPTCY

Imminent danger of Arizona going bankrupt Is reflected In a letter to Mc.

Cluno Kelly, Pacific coast manager for the Insurance Company of North

America, from B. L. Smith, of the Arizona Insurance Agency at Blshee, Aria,

He mays that Arizona is " sunk" If an adequate tariff on copper is not passed

at tite session of Congress.
A copy of the letter hits been sent to each manager and general agent in

the Pacific coast territory and to the home office officials of each company, by

the Arizona Advisory Committee, urging that they use their influence with their

Congressmen to see that a tariff of at least 6 cents at pound is placed on foreign

copper.
PAYS 110 PER CENT (W STATE'S TAXIS

It is sold that copper pays 50 per cent of the taxes in Arizona, and the

industry employs a large percentage of the population of the State. With the

continued importation of copper from Canada, Mexico, Southm America, and

South Africa, delivered it 0 cents a pound, domestic copper, which costs 12

cents it pound to produce, will have to be discontinued. This will bankrupt

domestic coper production regions, with Arizona probably the State princi-

pally affected. Already 1,500,000,000 pounds of foreign copper has been .tled

up In the United States and It is continuing to enter at the rate of 50,000,000

pounds a month free of duty. Mr. Smith said In his letter:
"If we don't got a tariff of 6 cents per pound on copper this session of

Congress, so much foreign copper will have been piled up in the United States

before the next session of Congress that our own mines will never again have

a chance to compete."

STATEMENT OF CHILEAN AMBASSADOR

DEPARTMENT OP STATE,
Washington, April 21, 198 ,.

lion. Uzzo SMoo'r,

Chairmait Finance Committee, United States Senate,

Sint: I inclose herewith for your information and consideration a copy of a

memorandum left with the department by the Chilean ambassador on April 14

last, outlining the apprehension of the Chilean Government as to the harmful

effects which it anticipates would ensue in Chile were the United States to levy a

duty on imported copper, as the Chilean Government fears it may be the intention

of the Congress to do.
Very truly yours, WV. R. CASTLE,

Actintg Secretary of State.

MEMORANDUM

1. The Chileai Government has noticed the action of a group made up of

Senators ad several governors of States of the 1tion ill petitioning the President

of the United States for the placing of an import dlity on copper.

21, T his action has caused serious anxiety in governmental and commercial

cic,.s of Chile onl account of the crisis now affecting the entire world, and especi-

ally the ccoiondie life of Chile, the prin ilpal export products of which are in a

condition of almost complete paralizatiin.
3, Large situis of American capital are inveocted in the Chileau copper industry,

anld a duty oil th importation of Chilean, copper into the Uited Stales w,\ill affect

Such inves,4t ,t'vt.4 inl ec(lal degree with the economic life of Chile,
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4. Attention Is desired to be called to thi above facts, at this thie, In order
that they Inav be at hand for reference when the question of a dty upon iniports
of copper luto'the United States miuat bo finally decided.

BTATRM3NT OF RUGENS SULLIVN ON THE PROPOSED TAX AN COPPER

Africa is generally known to the public as a big game country and until re.
contly, with the exception of gold and diamond mining, very little thought or
Interest was given to Africa in respect to copper. However, since our recent do.

re rsion and very low price of copper, Africa has become of groat interest in
his respect, In recent years the interests of the American copper producing

industry has been attracted to the new copper fields along the Congo or Rhode.
sian border. While It has been known that the Katanga district of the Belgian
Congo has developed a large copper field, yet it was not enerally considered until
recently that this district would be of any great importance In competition with
American producers. In the ICatanga district there has been develc'ped since
1904 9 copper producing mines, 4 that are not, producing, and over 100
that have not had any development or profpecting work done There has
also been developed 2 tin producing mines, r radium mine, I Pob lt mine,
and 1 gold. The center of the mining district of the Katanga is Eilzabeth vile,
which is the capital of the Katanga and contains a population of 4,000 white,
and approximately 30 000 natives. Llizabothville Is situated 2,400 miles
north of Capetown and Is reached by the South African Railway from Cape.
town passing through lechuanaland up into southern Rhodesia, which takes 3
days of traveling and one has 10 hours rest at Bulawayo. Then one takes the
train ,In the evening on the Beriamasholand Railway which takes one through
southern Rhodesia, passing over the great Victoria Falls and an up through
northern Rhodesia through Broken Hill, a mining center, anld from Broken 1111
a privately controlled railway takes one on to the border of the I(,ttangsa to the
Bakania S9 ttlon. akanla Is 240 kilometers from Elizabethville.

The Katamtp district elevation averages about 3,500 feet. Ililabethvllh, Is
the center of the copper smelting of the UMilon Minere do TIaut Kitangit. Ifre
tle have seven blow furnaces in operation, while at Panda, where the concel.
trittig plant, leaching plant, and flotation pltnt are Ill operation, they lso hamve
ftwur reverberatory furnaces. Over this entire district extending etst a ld Nc t
froni Ellzabethville, a distance of 3150 kilometers, that fia been im far pr,spccted
and found to I - heavily ilnierdized.

lhei actual pixoductf,,n oif cop per in the Kimtvi, district begim in 1011. This
was shortly aftci the railwav had reached Elizabethvllle. The first nilne to
begin r)ro(ticing wws the Star of the Cotgo, situated 12 kiliweters fron l"iua
bethvile. In 1911 there was produced 099~ tons of copper while in I 929o with
eight mines producing the copper production, wats 130,000 tojis, The present
producing 11nes are Wainhove itnii, ITanbltove West M'se ta Chituru, LikaLski,
Prince Leopold, Luh.ih4it, tumsi, and Likni, tlere nre alsoo five nine4 now in
pr mnratioi f(or prodoetiiun, Including the Nakanda, MN1snai, 1(olwe'i, Dliulu*e
and Fingurtlnie. The western nsines, which CO l'iise the above n1entioned
group, will have concentrating, flotation, and leaching plants situated in cltise
rox ronity to the mines. With these mines in operation the lnion Minere will

be able to Increase their production to approximately 300,000 tons of copper per
year. With the mines that have been developed and in process of development
ltere is a total of 70,000,000 tons (of COp)per ore cntitiniig 4,200,000 tons of
copper. No one knows the extent and nuagnituide of this copper district, as v e
have stated there are over 100 lpropeties that lhave not been proMptcted or
developed.

Speaking of'labor, in the Kttanga Proviace the natives are very spnrsely settled.
Native labor supply for a number of years has been recruited from norihern
Rhodesia and other surrounding districts. It wias posmsible to recruit this native
labor from northern Rhodesia (fie to the influence of the head of the recruiting
company, Sir Robert Williams, who controls the railway from Broken Hill to the
border of the Belgian Congo and who is vice president of the Union Mitiers, and
was also instrumental in constructing the railway from Lobieto 11ay in Portuguese
Angola from the west coast of the Katanga connected with the Kittanga railway.
The northern Rthodesian native, while living as his forefathers did for hundreds of
years, planting small crops of corn, cassava beans, sweet potatoes, etc, wherl
recruted and brought to the mines and smelters to work is very adept In picking
tip this work. Those northern Rhodesian natives were recruited for a teru ,f six
months and during my stay in Congo, of 10 years, I don't know of ever meeting
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with oile of these b)oys who had r ongtigett for se-rvie after nonmpletilig one coll.
tract. Since thle de04loplylnvt, of the northerni Ithodatilan copper mining~ district
there has ei Noiiio oppoition which has ittlectod the reervloit of natives for
the (Congo niiliIM. Thle Uniioin Mittierg 11ow lawi to dratw on the raw nattives of
Rtinnwi and Itiatidit, thle iiadate(I territory, formerly East Germnan Africa.
Thee nutivtyR are not 4o easily trained inl thle wvork tA thn, northern Itodettlan
native.

The living condition of tile watives: All natives employedl Inl the mitteR or else.,
where are corripelled to live in comJirtunds, thin Is a government regulation Mand
not, only exist lin thle Congo, but throughout Africat. The companies house,
clothe" and provide for the 11ative and for his wife and~ funnily if hie is nuarried, he isi
also provided witth ho.4pitalizatiott, mledicines, and after his term Is completed the
same conditions exist until ho return to the diattlet from where hie has hLeen
recruited. Tho cost over all the native lab)or is appr()xiniitely Inl Amnerican money
about $1 per (lay. This fikeludes everything before inettionedl and alsto the cost
of the comnpoand stalt and recruiting slair.

Noojle mnenthutol ham bien madtte reetly, by Aniericants who are not at-quaited
With 4e011itions1 i thAt 0111ht ry that flie native oft Africa IN at very iiwnoptet

attn itief11lent laborer. I zlniin ention that fier, lit Anerlia In open-cut niie
where' t rack gatgs are einloyeii (till linen with the exception of IPrince IA)0upoid
AN) 01tpen-eiit 111ines Ill the 16ftega) 1 S to 20 nen cotnpri-o- the number of these
gamtg-A. This. Is also thle 11111thier which const~titte traekgumg labor lit thle (Ioiigo,
anid they van do praetivally as muchel labor as the average track gang of the inesip
In this4 'country. ThawV re su1porvised iminly at the present time by white
luwses. I tilte thi white )o.Ss im t native 1)055 ctrl&'d a~ cltoft. " I&"llhpiitolk

In t rick gittigs aid other gang arc istahly volinteer labor and fin nay fimisance
thit ('~J~tit~5 ae rplaing hit huses Ol the steam shovels4, wieh are, fat

diisappearlutg, beig replaceed by% elet ie shovels, the firemnen are and have beenl
slui1ce the coffinl(14enit, oif sh;,vel operations, natives4. This is also true of thle
Ilreiuti oii all locotiutive4, atid lit intiy Iistatices the white (Irivert oif lnoomotives
have I 'el replaced Is ty knives. The native is also being imstrneted, in the operat-
tionl o( Wne sinahtl-typc electric shovel. and It will only be but a few years uriti ithe
etfire miehanical' labhor forces of white meno will Ibe replaced by native labor.
White meon will o)ily\ lie retained as ingtrucetor,4 il tile ditrerent departments.
There is a large Initxltriul Fehool lin this district under thle chargeA of the Naltasieni
Feathers Intst ruietig naitives Ill the operation oif mlachineo +, ds fall (iese'i ptict.
The IVnion \liticre also operates at school for mnehanics in connection with their
central shops. It hiiA been the ob~ject of the Ijnlen Minifere to elitninate ts niicli
AN5 MIiSSballdii foreigmi white labor. , - ; I,

Wheni I arrived lit the C'nmgo lik Mmy e -100 tow,ere emiployed by thle
VTu~on Mincre 70)Aeiasf uau ~I g niers, Itvtrue-
tor,4 it, buiidig ereetord,-m5 t~t.Irr3~$~'~ there tirc only
two Atinerictuis reinainilnt I the .p O~ f V*th'm pr i~ 11)20 there were
very few 11;,vaiis etulgpoy~4 by thTiOujtleiA. Ipto', octiou Bl
giants who~ wiro In the cuty were looked i"o by, their' AMuI ien s social
oitutcsts, as it was 0.p4' tw*A th iu for itaa yetim that" ,k~tatgrsed
the riles of siit~~vmtgo to the U~go and sap ~~Voy (jiffliult
to get the Holgiltua t* Y01,OiN*~ f~w10 1hi~n tIhe (j,f I snc that

the votintr~y h as boa, At velopod 14 the~kal' W" th 1eaI ReadV to
engage in wervioa- thAfflea and it'd. *pMy d *Vle fn th* Uni11n o. pqrou re
all of the Omi4Ib eesry# j'WtqWpertie8II UWA~utiooga,
While the coist, ofttrouportatioii of Ofi Ue Ielgi nun, 0644baile
lit ease lie ellgg4 Is 6, MeCOm4 Owt~ is q~ti twy,'yet they 1ve adopted
this poivy ilii nnl endavor to daeelc the Irvido t heir own people rather
tCatu seeture tnore offtptent Ilbr at4~a ex-mense I"pm, VwMwu of Souith Africa
find Southern thodi4a. At = 4 ~n s" 2~ of #A 4 9p4to inl thi
katatiga i'fteii aries and no one can ituaAgy detertiib coL xopt those who

ame ili t lie eoutrtl of the coanpsanies atairs, as these, thiin ar" not ptivent out tu

However, upl until 1930 the ost of transportation of eoppei to the seaboard
and of transportation of heavy nMahial an titmttasiladw very
heavy. The bulk of the copper was stiop. to 3Stem in Portuiguese East Africa,
aliroxitiiatoly 1,00 uiles froa Elab i*4a, Some coppter was shipped to

.ar~sLananfortunrly German AAt AMOAS ts0rtory. $ince tle end of 1930
thev i, ilwav 1111's beln completvd from l~t , M In Portuguese We-At Africa, this
inticwn i i' shioening of rail t ransportutilon by % illes, and lessensm by more than

two weeks tvaiinship transportation to EUrop,'e. Considering these factors their
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costs in 0 110 have been considerably reduced. Of the copper groperties o
thave been hearing quite frequently since 192, t I s due

to the particiation of Amerlcn capital in the development of that district. In
the attr part of 1927 it was decided to prospect the northern Rhodesian copper
district and speaking ofprespeotin the northern Rhodesian district has the sam
characteristics the Ka tanga district in the Congo, It was a very simple
matter to find mineral bearing areas in the Congo. The first prospeting parti$1
sent out would search o'zt a high elevation, and from that ele action with field

Slasss inspect the country for outcrops of mineral. This was very simpleeause wherever mineral was to be found one would find no vegetation and by
glanoing over the country with glasses one could pick out the bal hills as copper.
hearing ground. In the northern Rhodesian country more efficient methods

were used. A crew of aviators were engaged and after . few months had com.
pletly covered the entire Rhodesian dLthfct and secured aerial pictures of all
kely mineralized sones.
There has been in operation in northern Rhodesia the Bwana-M-Kubwa Copper

Mine. This mine has never been worked on an extensive scale, but when prices V
were "right," an effort was made to extract the high grade malachite. This mine
began operations on an extensive scale in 1926, but it was found that the cost of
operation was excessive, and it has only been a short while since the mine has
ceased operation' however, in the northern Rhodesia district the Rhone Antelope
Mine commenced producing in May of 1931. The Mufalira Mino, the N-Changa,
and the N-Kana mines are about ready to begin production.

As previously stated the Congo mines secured their labor from northern
Rhodesia but since there has been a restriction in recruiting this labor this
labor which has been trained for years in the Congs mines, is now available for
the northern Rhodesia mines.

With the high-pads ores of the Congo and norta.,,rn Rhodesa and in respect
to the Congo I may state that nature has done for that country what she has
not done for any other country known. That is to say apparently the original
rocks in which the copper is found has been dissolved anX e mineral has teen
precipitated as a carbonate from the sulphate, which means that a low-grade
proposition has become by natural process of concentration a high-grade proposi-
tion. You find that' all these mines have a copper content, running 20, 30,
and even 40 per cent, whereas mines running from 4 to 6 per cent in America
are regarded as rich. This richness of deposits enables the copper mines of the
EKtnga to keep in operation while the copper market is low and other copper
district are unable to produce. No one can as yet esti~nate the wealth of the
copper in northern Rhodesia or in the Cngo but we must realize from the
activities and production in those countries the low cost of production may
bring us to a realization that we have very strong competition for the copper
market. Due to the low cost production of copper we must realize that we will
lose our European copper market but there is no reason why we should sit
calmly by and without any objecilon permit this cheap copper to absorb our
domestic market.

It Js to the interest not only of the people residing in the coppr producing
States, but citizens of all States, to see that adequate protection is given to an
industry that employs hundreds of thousands of men and is the means of the
upkeep of dtrict, schools, and other educational institutes In our country,
and hm been the main means in many States of the entire sustenance of com-
munities. We owe it to these men, women and children to give the protection
which should be given to and is given to many American industries. There is
no reason why we should at this date turn back the pages of history and pay
tribute to European producers, to the detriment of our own citizens.

EUGENE SULLIVAN.

(Formerly, from 1921 until 1931, superintendent open-pit operations of Union
Minfere de Iaut, Katanga, Belgian Congo.



PROPOSED TAX ON MANGANESE IMPORTS

STATEMENT OF HON. TABlED Lo ODDIE, UNITED STATES SENATOR
FROM THE STATE OF NEVADA

Senator Onrit. When the 1922 tariff bill was under consideration
American manganose producers requested a duty of 2 cents per
pound and the ongres reduced this to 1 center pound which proved
to be inadequate protection to the domestic industry. Imports con-
tinued to increase and these facts I made available to the Senate when
the 1030 tariff bill was being considered.

The Congress in the 1930 tariff bill again provided a I cent duty on
manganese and since this act went into effect almost the entire
Amencan market has been monopolized by foreign manganese pro-
ducers, principally Soviet Russia where the costs of production, tinder
the communist system, are nominal.

The American man anese industry to-day is very largely sht down
contributing materially to unemployment and consequently, I have
introduced a proposed amendment to the tax bill now before the
Finance Committee of the Senate to impose an excise tax on man-
ganese imports into the United States. The amendnient is as follows
On page 232 between lines 18 and 16, insert the following:
"(4) An excise tax of I cent per pound shall be levied on the metallic manganese.

content of all Imports Into the United States of nanganese ore (including
ferruginous manganese ore) or concentrates, and manganiferous iron ore, all the
foregoing containing in excess of 10 per cent of metallic manganese; and an excise
tax of 14 cents r found shall be levied on the metallic manganese content of
all imports into he United States of mai at, manganese silicon, ferro-
manganese, and spiegelelsen."

From my intimate kno, developments
in the United States a' ever of
the need for the add' b the
enactment of the - iendme chreuced
providing for a ta nda am
also certain that be no
more than sufflc' cited
States the opp tostic
market require

In brief, thi willly
result in a reve 0 the
manganese imp
In 1931 there 000

tons of ferroma the,
United States. Oan-
ganese content of with 1 per po etalli
manganese content venng s of
the total imports in th e Govern-
ment would be $4,069

The manganese indus supply one-
third of the domestic require for no more than

871



872 REVEKUV ACT O 1089

sufficient protection to give It this small share of the business. It is
to be expected, and it will naturally follow, that if the American man.
ganeso industry is afforded this tax protection that it will grow in
size and that metallurgical improvements will tend to reduce the cost
of American production so as to enable the industry in the years to
come to obtain a larger share of the domestic market.

In all of the tariff campaigns, the importance of manganese as a war
essential material has been stressed, and if the American industry
compelled to remain shut down and the Incentive of the American
producers is to be killed, this country will continue to be dependent
upon foreign sources of manganese supply.

Manganese has come to occupy an ever-increa'..g importance in
the manufacture of steel and this to-day constitutes the principal
demand for it, and this country should be absolutely independent of
foreign manganese.

With the enactment of the amendment which I now propose I
believe that the American manganese industry will be given a reason.
able opportunity to develop and ultimately to satisfy all the Nation's
requirements.

The ore resources of this country are distributed in some 34 States
and are unlimited in volume, and there is no reason why this country
should not be absolutely independent of foreign sources of manganese.

The War Department, on several previous occasions, has called
the Nation's attention to the importance of manganese in our Nation's
defense, and that department is still greatly concerned over the
situation.

I wish to introduce for the record a letter of the Hon. F. H. Payne,
Assistant Secretary of War to Mr. Howard H. Cook, secretary of the
American Iron aid Steel institute, on February 12, 1932, which I
quote as follows: FSDRUARY 12, 1932.
Mr. HOWARD H. CooK,

Secretary American Iron and Steel Institute,
75 West Street, New York City

My DXua MR. Coox: The question of assuring during war time an adequate
supply of manganese ore to maintain the production of the steel industry at the
rate demanded by any military program ts one that has received much thought
in txe War Department. This question resolves itself into a situation in which
foreign sources of this ore are denied to this country and reliance must be placed
on domestic or near-by producers.

It 'sas come to the attention of the War Department that the Cuban American
Manganese Co., a subsidiary of the Freeport Texas Co., has expended consider-
able effort and capital to determine methods to produce from Cuban manganese
ores a product which will be the equal in every way of foreign ores now largely
used by the steel industry and which can be marketed in this country on a price
basis comparing favorably with foreign ores. The department is informed that
both of these objectives have been attained.

In view of the dependence of the military requirements upon steel products and
of the supreme importance of manganese in the making of sound steel it is deemed
essential to have available at the beginning of a major war a domestic or near-by
operating source of manganese ore.

To create such an operating source during peace times the produeers must
have a market for their output, It is therefore suggested that you bring to the
attention of the members of the institute, who are consumers of manganese ore,
the viewpoint of the Wsr Department and its hope that the domestic and Cuban
projects may posses sufficient merit to warrant their assistance in encouraging
the development during pence time of these sources of manganese supply for war-
time needs.

Because I know of their interest fi this matter I am taking the liberty of send-
ing i copy of this letter to Mr. Farrell of the United States Steel Co., Mr. Grace
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of fletilehemn Steel Co., Mr. Rloks of the Union Carbide Co., and Mr. Lavlno of
Lavino & Co,

Sincerely yours, 1. 1. PAYNE,

T/e .lsistat 8eerctvwry of War.

Sei etary Payne also addressed a letter on the same day to the
principal manganese consumers in the Uinted States requestng their
roo)eration and I introduce the sAme for the record,

Mr. JAMsis A. FAnELL, NeW York City. LIMARY 12, 1932.

MY DEAR Ma. FARRI.LL: The question of assuring durin war an adequate
supply of manganese ore to maintain the production of the steel industry at the
rate deinandedby the expected military program, is one that hias received much
thought i the War Department. Recently there has been brought to our
attention the effort of the Cuban American Manganese Co. to produce frcm
Cabai manganese ores a product which will, to a largeexteut, meet our war-time
rec nirements.

in order to bring to the attention of the znangaiieso continilors the interest of
the War Department in domestic and near-by production I have written a letter
to the Seoretary of the American Iron and Steel Institute, copy of which I
iniclose. I shall very much appreciate whatever attention you may desire to
give this matter.

Sincerely yours, ' F. ti. PAYN,
The Assistant Secretary oJ War.

Same letter to each of the following: Mr. Eugene 0. Grace, Cunard Building,
New York City; Mr. J. J. Ricks, president Union Carbide & Carbon Co. Carbide
and Carbon Buildiug, New York City; Mr. E. M. Lavino, Bullitt 'Building,
Philadelphia, Pa.

With this effort on the part of the War Department adequately
to protect the welfare of the Nation by requesting the cooperation
of the steel industry with the domestic manganese producers there
should be encountered no opposition to the i-mposition of the small
tax proposed. The proposal amendment shoudbe construed as one-
thira protection and two-thirds revenue, which at this time, should
be welcome to those who are seeking ways and means to increase the
income of tho United States and to balance the Budget. The stimulus
afforded to the American manganese industry wl also result in the
employment of some 50,000 men and in micreasing the sources from
which income taxes may be derived.

I, therefore, appeal to the committee to give this matter their most
careful consideration with a view to including it in the tax bill to be
reported,

STATEMENT OF . CARSON ADRERSON, WOODSTOCK, VA., PRESI-
DENT OF TUE AMERICAN MANGANESE PRODUCERS ASSO-
CIATION

Mr. ADKERSON, Mr. Chairman and members of the committee,
ify name is J. Carson Adkerson, and my home is Woodstock, Va.
I am a miner of manganese ores. I am president of the American
Manganese Producers Associations, representing 95 per cent of the
manganese ore producers of the United States.

I would like the privilege of completing a brief statement. After
that I shall be glad to answer questions if there are any.

I know it is not the desire of some of the members of the committee
to inject tariff matters into the tax bill, but a, situation exists which
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concerns the welfare of every citizen of the United States. The
matter is beyond the qtuestion of tariff policies, beyond parties
politics, beyond the matter of revenue, and beyond mere economic
interests.

Sir Robert Hadfield, in an address before the Iron and Steel Insti. t
tute of England quoted an old Chinese proverb:

They who own the Iron ore rule the world.

He continued:
It would almost seem safe to add that they who own the manganese of the

world have largely in their hands the control of steel of satisfactory quality such
as is now necessary to meet modern requirements.

England is lending encouragement to the development of deposits
in India and the Gold Coast of Africa. Control of these properties
is retained by Great Britain for the avowed purpose of supplying
the needs of the British Empire in an emergency.

France has no manganese deposits withiii her borders and is com.polled to rely upon imported manganese to supply her requirements.,

The steel production of France has seldon exceeded 9,000,000 tons
per year. The production of steel in the United States is normally
almost 50,000,000 tons per year; more than five times as great as
France. But France, though producing only one-fifth as much steel

s the United States, has Mince the World War been buying more
manganese than the United States. A huge reserve of manganese
ore has thus been accumulated within the borders of France, and
she is still buying more against a possible recurrng national emer.
gency.

Under date October 3, 1927, I received the following letter from
the Assistant Secretary of War: WAlt DhlI'ATMUNT,

OrFiCso Of TEE AsssTANT SECRTARY,
MWashington, D. (V., October 5, 1997.Mr. J. CAroON ADRERSON€

Hy-Grads Manganese to. (Inc.), Woodetock, Va. "
MY DEAR Ma. ADEERSON: Your work in the development of an adequate

supply of manganese ore to meet the industrial needs of the United States hs
been brought to my attention. Your activities along this line are rendering
valuable service in the solution of the problems of Industrial preparedness, and
I wish to express my appreciation of the work that you are doing.

It appears that manganese is esentil to the production of steel and without
steel national defense I obviously impossible. The safety of the country requires
that we have a readily available source of manganese within the United Sates.
Those who are working to meet this requirement have my best wishes for success.

Sincerely yours, UNion MACNsa,

The Assistant Secretary of War.

In Noveinber, 1930 the Assistant Secretary of War in an address
before the American Manganese Producers in convention in Wash.
ington, said as follows:

Of the raw materials necessary to us in war none is more important than
manganese. The problem of providing an adequate supply is aggravated by
the fact that we largely rely upon foreign sources to meet our demands in this
material, * * * We take a deep interest in the efforts of the domestic
manganese producers to develop processes that would enable the United States
to utilize its large deposits of law-grade ore and be at least partially self-sustaining
in this respect.
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At the same convention, following the Assistant Secretary of War

Maj. Alfred If. hobley, in charge of the division of raw material of
the War Department, spoke as Tollows:

After considering all possible Frlutlons to the manganese problein it appears
that one of the safest methods froi the standpoint of the production in war
time is the development of the domestic industry to the point where it would be
in existence and otter a satisfactory nucleus for expansion to the necessary degree
to meet the increased needs that might arise as a result of military activity.

In November, 1930, the War Department called a conference of
American manganese producers from various parts of the United
States in an effort to solve the vital problem of developig an adequate
output of domestic manganese ore for the needs of te United States.
Full record of the conference is in the hands of the War Department
and it shows conclusively that the entire requirements of the United
States may be supplied from domestic properties, providing the
developments are carried forward.
In February, 1932, the Assistant Secretary of War addressed a

letter to the American Iron and Steel Institute and to the consumers
of manganese ore in this country, asking their help in the further
development of the domestic manganese industry. The letter is as
follows:

WAR DEPARTMENT,

Mlr. HOWARD i. COOK Washington, D. C., February 12, 103.

Secretary American iron and Steel Institute,
New York City.

My DEAR MR. CooK: The question of assuring during war time an adequate
supply of mianganese ore to maintain the production of the steel Industry at the
rae dtemandedaby any military program, Is one that nos received much thought
in the War Department. This question resolves itself into a situation in which
foreign sources of this ore are denied to this country and reliance must be placed
on domestic or nearby producers.

It has come to the attention of the War Department that the Cuban American
Mangaese Co., a subsidiary of the Freeport Texs Co., has expended considerable
effort and capital to determine methods to produce from Cuban manganese ores
a product which will be the equal in every way of foreign ores now largely used by
the steel industry and which can be marketed in this country on a price bas
comparingfavorably with foreign ores. The department Is ilormed that both
of these objectives have been attained.

In view of the dependence of the military requirements upon steel produete
and of the supreme importance of manganese Inthe making of sound steel It is
deemed essential to have available at the beginning of a major war a domesi or
near-by operating source of manganese ore.

To create such an operating source during peace time the producers must have a
market for their output. It i therefore suggested that you bring to the attention
of the members of the institute, who are consumers of mnganese ore, the view.
point of the War Department and its hope that the domestic and Cuban project
may possess sufficient merit to warrant their assistance in encouraging the develop-
ment during peace time of these sources of manganese supply for war time needs.

Because I know of their interest in this matter I am taking the libert of send.
Ing a copy of this letter to Mr. Farrell of the Untt. States Steel C " r. Grace,
of Bethlehem Steel Co.; Mr. Ricks of the Union Carbide Co., and Mr. Lavino,
of Lavino & Co.

sincerely Your, F. H. PAYNE,
The Assistant Secretary of War.

Admiral Jellicoe, former admiral of the British Navy, speaking
before the Navy League of Canada, according to the Canadian press
of September 4, 1931 stated that the reasons expressed by an Ameri-
can admiral at the beneva conference for an equal American fleet
was "manganese."

ml
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The United States Government has only one solution to its nian.
ganese problem and that is to give proper encouragement to the de.
velopment of inangcanese mines in the United States.

A 1 cent tax on imported manganese should solve this problem and
mean a revenue to the Government of from three to four million dollars
a year. It will put new life into the manganese industry in a widely
distributed area throughout the United States. It will add only 16
cents to the cost of a ton of steel. It will brins forth a supply of
manganese to help serve American industry during times of peace
and will insure a dependable supply to the United States during any
major war.

In 1922 a tariff of 2 cents was asked for domestic manganese. A
1-cent tariff was granted covering ores down to 30 per cent mnannese
content, the lower grade ores coming in free: In 1930 the tariff was
extended to cover ores down to 10 per cent manganese, but the tariff
of I cent was not increased.

In spite of the inadequate protection developments of domestic
manganese deposits proceeded and the production of high-grade
manganese in the early part of 1930 increased 400 per cent over the
same 1popthp of the previous years. This production kept up only
a few month during 1030, when suddenly it was stopped by the dump-
ing in' the United States of foreign ores sold at prices far below te
American cost of production. Foreign shippers have offered to under-
sell any American producer of manganese ore at any price the Ameri-
can producer may quote. Consequently, the manganese industry of
the United States has been left without protection, the American man-
ganese plants to-day.stand idle, the mines are filling with water, and
the workings are caving in.

It takes years to carry forward deveopwent of underground mines.
It takes years to work out processes for the treatment of the ores and
for the installation of plants. This can not be accomplished in a few
months' time. If the manganese industry is compelled to wait a
matter of two or three years before proper legislation can be passed
and work started, you gentlemen may find it is too late.

That early action on manganese is of first importance and may
suddenly become vital to theNation's welfare is clear.

Therefore, I ask this committee to include in this revenue bill, the
amendment offered by Senator Oddie, as follows:

Amendmeait introduced by Senator Oddle to the bill (14. R. 10236) to provide
revenue, equalize taxation and for other purposes.

Amendment to section 01, page 232, between lines 15 and 16, insert the fol-lowing
(4 An excise tax of 1 per cent per pound shall be levied on the metallic man-

ganese content of all imports into the United States of manganese ore (including
ferrugInoue manganese ore) oy concentrates, and manganitferous iron ore, all the
foregoing containing in excess of 10 per cent of metallic manganese; and an excise
tax of 1% cents per pound shsll be levied on the metallic manganese content of
all imports into the United States of manganese metal, manganese silicon, ferro-
manganese, and spiegeleisen."

Mr. ADiRSON. Thank you. I would like the privilege of inserting
a brief into the record.

The CHAIRMAN. Al right; it can go in at this point.
(Brief of Mr. Adkerson is here printed in full.)
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Bamp or AMaRicAN MANUANKSIR ROvUCEiu AssoCIATIoN

Re an amendment to section 601 of H. It. 10238 providing for a tax on imported
imanganese ore.

Tite United States has only one solution to its manganese problem, and that
I to give proper encouragement to tie development of manganese miens in the
United States.

Manganese is absolutely essential in the manufacture of steel- there is no
substitute. The assurance of an adequate supply for American industries, in
th event of a blockade or during the period of a major war, has, since tile lesson
learned during the World War, been a matter of grave concern to the United
st its.

A general review of the manganese industry is presented in the United States
Bureau of Mines publication, Manganese and Manganiferous Ores in 1930
(Mineral Resources of the United States, 1930, Part I), as follows:

"SUMMARtY FOR I93o

"Continuatioa, under the tariff act of 1930, of the duty of 1 cent per pound
of contained manganese and its extenlsion to cover ores containing as low as 10
per cent of inangaiese, probably constittitctd the most Important event in the
domestic manganese situation during 1930. The efforts of domestic producers
to have an embargo placed on imports of manganese ore from Russia because
of alleged dumping of ore and of its production by convict labor failed.

"The year 1930 was characterized by falling prices, decreased consumption,
decreased imports, and increased domestic production. Domestic proudetion
(shipments) of manganese ore (85 per cent or more of manganese) increased It
per cent but was still insufficient for domestic requirements.

"Domestic mines shipped (7,035 long tons of manganese ore (85 per cent or
more of mangatese), compared with 60,370 tons in 1929. Shipments of ferrugi-
mious manganese ore amounted to 77,417 tons, compared with 78,191 tonsin
1929, and shipments (f manganiferous iron ore amounted to 707,973 tons, com-
pared with 1,110,067 tois in 1929. The production of ferromanganese decreased
from 339,205 long Ions in 1929 to 274,830 tons In 1930 and the production of
spiogeleisen decreased from 137,143 long tons in 1920 to 87,059 tons in 1930.

itlinports of manganese ore amomted to 585,568 tong tons, compared with
604,269 tons in 1929.

"From an international &tandpoint the continued development of the African
minanganese-ore deposits in the face of ovrproduction and active competition
was the outstanding feature of the year. Among the developments of signifi-
cance in Africa were (1) the completion of the railroad from Postmnasb',rg to
Koopmansfontoin, South Africa (2) the completion of the new wharf and loading
facilities at Durban Soutit Africa; (3) the completion of the new ore-handling
facilities at Takorad Harbor, Gold Coast; and (4) the development of the deposits
in Boti Arfa, Morocco. The increased production from Russia in spite of de-
creased world consumption and lowered prices was not without its effect upon the
manganese situation."

TARIFF HISTORY

In 1922 a tariff of 2 cents was asked for domestic manganese. A 1-cent tariff
was granted covering ores down to 30 per cent manganese content, the lower
grade ores coming In free. In 1930 the tariff was extended to cover ores down to
10 per cent manganese, but the 1-cent tariff was not Increased.

DOMESTIC PRODUCTION

In spite of inadequate protection, development of domestic manganese
deposits proceedA and the production of high-grade manganese in the early
part of 1930 Increased 400 per cent over th, same months of the previous years.
T hi; production kept up only a few months during 1930, when suddenly it was
stopped by the dumping in the United States of foreign ores sold at prices below
the American cost of production. Foreign shippers have offered to undersell
any American producer of inanganese ore at any price the American producer
may quote. Consequently, the mangunt-se industry of the United States has
been left without protection; the Amerivalk manganese plants to-day are idle and
the mines are tilled with water and eavintg in.
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M5Os5TS AND UsSURvUS
The official map of the United States Bureau of Mines shows 314 deposits of

manganese in 84 States, as follows.
Alabama. Maryland. New York. Utah.Arlona. Massachusetts. North Carolina. Vermont.Arkansu. Michigan. Oklahoma. Virginia.California. Minnesota. Oregon. Washington.Colorado. Missouri. Pennsylvania. West Virginia.Connecticut. Montana. South Carolina. Wisconsin.Georgia. Nevada. South Dakota. Wyoming.
Idaho. New Jersey. Tennessee.
Maine. New Mexico. Texas.

The United Stats has from 200,000,000 to 400,000,000 tons of low-gradeores. Processes have been developed for the recovery of high-grade ores fromthese low grade deposits. Tile domestic ores produced by the newer methodsof beneficiation are higher grade than any other ores known in the world's
market.

American ores run from 45 per cent to 60 per cent manganese, with the major
production near 58 per cent.

Foreign ores run from 43 to 52 per cent manganese, as follows: Russia, 49.98per cent manganese; Brazil, 43.56 per cent manganese; British India, 51.94 per
cent manganese; Gold Coost, 49.40 per cent manganese.

The history of mining has largely disclosed that where mining operations arecarried forward additimoal reserves are developed beneath the surface. Ourpresent known reserve Is sufficient to last from 50 to 100 years. Additionalwork will, undoubtedly, disclose additional reserves. There is no reasonablepossibility of exhaustion of the mpnganese reserves in the United Statos.

Imports of manganaee ore into the United tatu
[. 8. Jiuxu of Minai

Yar Total hrop lmpom rom R uni&Ye eeuntdo

Oro"s *9w Grog# tons. Pff 60ftIM I............ ............................. 4 200 8,24 0.41 .......................................................41,00 28,340 o.9
86000 8; 104 17.6106,................................................. 816,000 229,7 40

l................................. ............. ,.000 22%60 40.0
la"................... ................. 2.6 2044 40.

............ ..... ...... 427...708 1800,842 26.7...... .... ...... ........ ... 0...... ...... :.........6. 289 89,3 40. 6Im ...... 0. .. 000 .....0 ................. ... 56..,66-5 226,666 88.8291. ............. I......o.......................02.18 1V6,884 av. 0

U, 8 Bure of Mins etimate of gros weight, bawe on actual mananese content.

GREAT BRITAIN AND) FRANCE
dir Rubert Hadfleld concluded an address before the British Iron and SteelInstitute with these words: "1h would almost seem sate to add that they whoowxij the mangaiiebe of the world have largely in their hands the control of steel

of satisfactoryquality such as is now necessary to meet njoderu requirements."(The Metal Manganese mid Its Properties, before the British iron avid Steel
Institute, 1927.)

From the discussion which followed this address by Sir Robert ladfteld,The Iron and Coal Trades Review, June 10, 1927, quotes as follows: "In thisdiscussion Colonel Levey (.Gold Coast Governm.enit Commercial litteligeliceBureau) stated that he wanted to refer to the erroiteous report with regard toth Aniericans having cotitrol of the West African deposits. Tlhat was not so.The Americans had been eideavorirng for a long time to obtain coitcessious i, theGold Coast for the purpose of working deposits oi their owji, but No far they hadnot succeeded in obtaf lig a single concession (,f aly kind in the Gold CoastColo, y. Whatever they waited front the Gold Coamt they had to got through
the existing BrItish Compaty," (U. S. lillreau of Mines, M'ineral1 eoures of
the V'iited States, 1927- 1'art, L)'
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England is lending eicourageineitt to the development of deposits Ii Iridia

still the Gold Coast of Africa. Control (if these properties Is retained by Great
britain for the avowed Iurlmise of supplybg the iteeds of the British Empire in aiteniergency.

Francele'h no manganese deposits within lher borders asid is compelled to rely
1poh) imported manganese to supply her requirekelts. France, thought produe-
titg only one fifth as much steel as the United States, has since the World War

lieen buying more inaigatese thai the UViited States. A reserve has thus beon
asectunulated and blio continues to )uy more against a possible period of emergency,

Figures showing comparative steel l)roductioli aid inatigatiese Imports of
France aid the United States follow:

Imporis of man ganese ore into the United States by countries--for years 1980-81
(U. S. Bureau of Mines)

Country 1960 1981

Gross tones Gross tonis
t ................................... ................................ 18,904 1,52

Ctiad. ................................................. 8No 18,832
Chile ........................................................................... 48 1,74
Cuba ........................................................................... 7 1 3,8H
Oel ny ....................................................................... 0 1 668
(told Coast ............................................. 9Orew ................................................................................
India (Iritish) ................................................................ 8 150 47, O0
Java and Madtur ............................................................... 1, 002 1,754
Soviet Russia in Europe ........................................................ 225,888 198,884
Union of South Afrioa ....................................................................... 5,002
United Kingdom ................................................................ to0 80 201

Total ..................................................................... ae s s 6is

Imports of mangs. Manufacture, of steel
1.e1 ore (ingot sand oaeting)

Frece Unted UitedFrancle I Unite~l FralKIV t'Ie<~A l

IStates ans iW

Oro## Oro## Ve/tri (Yros
tow tolls tons tolmi ....... ................ ................ ....... t 40,172 0Z2,06o 8, 0, 000 44. , 1t8.

128.................................. ................. 720,571 427,70 0,600, 000 51,'44,180
I2 ...................................................... 77,590 664,209 9,699,000 M,433,473
1930 ............................................... 410321 585, 0 9,447,000 40, 09,O'8

[Department of Commerce fliureel

UNITED STAT8e

The Assistant Secretary of War, lion. Frederick 11. Payne, in an address before
the American Manganese Producers in convention in Washington, November 10,
1930 (Proceedings Third Annual Convention American Manganese Producers
Association), stated as follows:

"Of the raw materials necessary to us in war, none Is more important than
manganese. The problem of providing an adequate supply Is aggravated by the
fact that we largely rely uponx foreign sources to meet our demands in this
material. Consequently, it is easy to see why we are so interested in the activi-
ties of the American Manganese Producers Association.

"We take a deep interest in the efforts of the domestic manganese producers
to develop processes that would enable the United States to utilize its large
deposits of low grade ore and be at least partially self-sustaining In this respect.
Tile existence of all organization such as the American Manganese Producers
Asso(iation implies a mobillzation of the nation's manganese resources and
makes available a direct means of contact with the Industry. The association
has shown that it is a live, active body, in other words a "going" concern. As
reuch, it, eal be of the greatest assistance to the War Department in developing
a national industrial prograni fi)r the nation's use should we unfortunately he
thrust into war."

At the same convention (Proceedings Third Annual Convention American
Manganese Producers Assoeiation) Maj. Alfred H. Iobley, in charge of the
division of raw materials, of the War Department, spoke as follows:
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"In considering the problems invhivet in supplying this country with raw
materials in war time, it is well to keep In mind the relative difficulties involved,
In the ease of shortage of shipping, or enemy Interference with shipping, volume t
becomes a matter of considerable importance. There is, of course, a great t
difference in the volme of the various essential raw materials. In the case of
platinum, for Instance, enough could be brought into the country in a trunk to
last almost a year, Ii the case of manage, the annual domestic consumption
is in the neighborhood of 700,000 to 8100,0 tons of ore which would require
considerable shipping capacity. This fact is of smine Importance when tn.
sidering the problem of the development of substitutes.

"It has been suggested that a large quantity of manganese ore might be
imported into the country at the outbreak of an emergency. Such a solution to
tho manganese problem is, of course, possible, but Is open to the serious objection
that it is difficult to anticipate the outbreak of a war and interference by the F
enemy with our imports would prevent the success ol such alan. It is also
necessary to consider the practical operations of industry. They are usually
keyed up to operate at a certain rate, and it is quite difficult, if not impossible, to
suddenly aeeelerate them. Therefore whether it would be possible suddenly to
obtain the necessary Increase in the normal importation rate of manganese would
depend upon other factors besides shortage of shipping or possible enemy inter.
ference with shipping.

"After considering all possible solutions to the manganese problem, it appears
that one of the safest methods from the standpoint of production in war time, Is
the development of the domestic Industry to the point where it would be in)
existence and offer a satisfactory nucleus tor expansion to the necessary degree
to meet the increased needs that might arise as a result of military activity.
To a certain extent this is what the domestic manganese producers have been
trying to do and in which they have encountered considerable difficulty and resist.
anee. Entirely from a neutral standpoint, it appears that the controversy
about manganese, like any other controversy, has two sides. One side is that
of the producer, the other that of the consumer."

Excerpt from an address made by Admiral Jellicoe, of the British Navy, before
the Navy League of Canada, follows:

"'There is the question of prosperity of our Dominions. Although the
Dominions are largely self-supporting so far as foodstuffs are concerned there are
imports and exports which are essential if not for life, for prosperity. For that
reason, we could not agree to the limit put before us by the United States of
America.'

"The Admiral stated that he had advanced these points at the Geneva Con.
ference, and recalled the fact that an American admiral had stated that the United
States was dependent upon sea communications for foods. I said, 'In what
direction?' and he said, 'Manganese'." (The Globe, Toronto, Canada, Septem-
ber 4, 193i.)

DOMNZTIC OtE COST AND'TAX RECOMMNDflD

The brief filed by the American Manganese Producers Association before the
Ways and Means Committee during the hearings on the 1930 tarIff act, shows
the cost of domestic production to be from 60 to 70 cents per unit ($30 to $35 per
ton) with an average cost of 65 cents per unit ($32.60 per ton) delivered Pitts-
burgh. This brief also stated "that a price of between 65 and 70 cents per unit
delivered at Pittsburgh is necessary in order to ring about a substantial contribu-
tion to domestic requirements of manganese."

eents r Doll per
unit (W la4 p
pounds) o

Sales price of foreign ore at Ilaltitore .......................................... 1.00 8.00
Freigit and handling to Pittsburgh ............................................ 5 04 2.62
1930 tarifT ....................................................................... 22.40 11.20
Fm nt price delivered 1Pittsbur h duty paid ................................... 43.44 21. 2
TaX neeesary to equalize ests (t I cent per pound s0 per cent ore) ............. 22.40 11.20

ota........ ...... .................... 05.84 32.92
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If a I cent per Pomnd tax on umetallio mangauese content Is levied on Imported
manganese ore and 1% cent onl manganese contained i n alloys, it Is estimated one-
third of the tonnage now imported will come from domestic properties and two-
thirds, will continue to be imported. Therefore, the revenue to be derived will be
$4,169,648 as shown by the following table:

Imports for year 10,31

Tons (2 240pounds)

Maroangee ore ......... 1..........-.5...................
Fe rm aneuoe pg olelseu and alloys . . ... -............... 2%; 000

TOta -...................................

Metallic
mangfele

content
(tons 2 24I0

poundS}

248,91017,784

Tax of 1cent per
pound

$5, Ilk 384
I 74$, 05

16,2%4472

'Tax of 1% cents per pound.

Tax to be expected ftwo-thlrds of 1031 total), $4,16048.

Respectfully submitted.
AMIJ CAN MANGANEK S Poui ASSOCIATION,By .1. CARSON ADKFJHtSONT, President.



APFILICATION OF IMPORT TAXES NOTWITHSTANDING
TREATY PROVISIONS

STAL'E]MENT OF GEORGE GORDON BATTLE, NEW YORK CITY,
REPRESENTING THE CUBAN-AMRICAN CHAMBER OF COX.
XEROR OF THE UNITED STATES

Mr. BATTLE. Mr. Chairman, and members of the committee.
I am here to-day to represent the Cuban-American Chamber of
Commerce of the United States, which is an organization including
a number of business houses doing business between this country and
Cuba, and having its office in New York City at 67 Wall Street.
The president of the chamber of commerce is Mr. Rogilio Garcia,
aad so it may be said here that I bnng not a message to Garcia
but a message from Garcia, and a message of very vital importance
t0 the interests that 1 represent.

My message is directed, sirs, to subdivision (5) of subdivision (b)
of section 601 of the act under consideration. That subdivision
provides "such tax shall be imposed in full notwithstanding any
provision of law or treaty "-" or treaty granting exemption from or
reduction of duties to products of any possession of the United States
or of any country."

It will be seen that the provisions of this subsection are in direct
abrogation, and indeed, a violation of the provisions of the treaty
between this country and Cuba.

The CHAIRMAN. We have a letter from the State Department ()n
the same subject.

Mr. BATTLE. The commercial convention between this country
and the Repulic of Cuba in 1902 provided in its very first article that
as to all articles of merchandise which were at that time being imported
from Cuba to this country or from this country to Cuba free of duty,
that such articles of merchandise were to continue to be imported into
the respective countries free of duty.
The second and the third articles of that treaty provided that such

articles of merchandise as had an import duty or a tariff duty at that
time should receive a diminution 'of 20 per cent. In other words,
that there should be a differential of 20 per cent on all articles as to
which a duty existed at that time. Where there was no duty at all,
then in the futiire there should be no duty. Where there was a duty,
that in the future that duty should be reduced by 20 per cent.

So that by the express provisions of this commercial convention
between this country and Cuba there was as to articles then free of
duty a provision that there should be no duty in the future. And
where as to articles on which there was a duty in 1902 there should be
in the future a reduction of 20 per cent. So that the provisions of
subdivision (5) of subsection (b) of section 601, which I have quoted,
are in direct abrogation of those provisions of the treaty of 1902.

Now this treaty of 1902 has been since confirmed in several instances
and notably in the tariff law of 1930, in which it was expressly pro.
vided by the terms of section 1316 of the Code of Laws of the United
States forming a part of the tariff law of 1930, that nothing contained
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in the tariff law of 1930 should in any way abrogate or impair the
effect of the provisions of that treaty.

Senator REED. Mr. Battle, is this question-of any importance on the
House bill itself? We get no oil and no coal from Cuba.

Mr. BATTLE. I do not know, sir. I do not know how it came to
come into the act. It seems to appear in the act without any special
reason for it.

Senator REED. Well, I can understand that if manganese were
subjected to a tax it would be an important question for Cuba. But
as the House bill stands the only two items on which there is a tariff
imposed are items in v hich Cuba has no concern.

Mr. BAT E. Well, 1 understand that there are some imports of
copper and some of oil. I do not think they are large.

The CHAIRMAN. I understood there were. It was testified to the
other day.

Mr. BATTLE. Yes; but apart from the practical effects, the principle
of it so vitally important to the people that they are interested.

Senator REE. It amounts to a pro tanto repeal of the Cuban
treaty and treaties of the same sort, if we have any others.

Mr. BATTLE. It does. Pro tanto abrogation of those treaties.
The CHAIRMAN. We have a letter from the State Department on

the same subject.
Mr. BATTLE. Your committee will recall the peculiar relations be-

tween this country and Cuba, by the treaty of 1903 when Cuba al-
lowed our country to intervene for the purpose of maintaining the
independence of Cuba or maintaining a stable government. o in a
sense we are in a position somewhat as a trustee toward Cuba; there
is a fiduciary capacity there, and along with the privilege there comes
a corresponding responsibility to treat our obligations to Cuba with
peculiar sensitiveness and tenderness.

The treaty itself provides for a method of abrogation. It says that
if either side desires to abrogate any of the provisions of the treaty
they can do so on a notice of one year. So there is an abundant means
of abrogating the treaty legally and in due course if it is the desire to
do so, and not by this one-sided process of abrogation.

Senator REED. You haven't any doubt but what this would be
effective if we were to pass it?

Mr. BATTLE. No. Congress has the power to do it.
Senator REED. It would be discourteous and abrupt, but it would

be effective.
Mr. BATTLE. It wold be discourteous and abrupt, and I think it

would even amount to a breach of faith.
The CHAIRMAN. I do not think there is any need to take much time

on it.
Mr. BATTLE. Very good.
Senator HARISON. We had this matter up on avocados when we

sought a tariff on that in violation of that treaty.
Mr. BATTLE. There have been very heavy investments both by

Cubans and Americans on the strength of this treaty, and I feel sure
just as your distinguished chairman has said, that when it is called
to the attention of the committee they will see that the provision is
deleted from the bill.

Senator REED. That is section 601 (b) (5)?
Mr. BATTLE. It is subsection (5) of subdivision (b) of section 601.

Thank you very much.
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PROPOSED TAX ON BUTTER IMPORTS

STATIMRNT OF RON, A,. C, HRISTOPHERSON, A REPRUSENTA.
TIVE IN CONGRESS FROM THE STATE OF SOUTH DAKOTA
Representative CnasTonprson. Mr. Chairman and gentlemen,

you have heard arguments on tariffs on other things and tam goinl,
G a few minutes, to take you back to the tariff. Y am going to as
you for an increased rate on butter.

In the Smoot.Hawley bill, you gave us 14 cents a pound. I believe
that was reasonable at that time. But since that time the rate of
exchange has fallen and as a consequence the foreign producer hs
advantage over us. As an effect of that, while in October, 1930, there
were imports from Csnada of 17,575 pounds, in October 1931, the
first month after the differential in the exchange rates, the imports
were 499,007 pounds. And as an evidence of the effect that had on the
butter idustry during the summer prices on butter had increased.
In m State it ran up until the butter tat was selling at #0 cent a
pou in September, But as soon as the imports began to increase,
l October, the price of butter began to decrease, notwithstanding
the fact that we were entering the late fall and winter, when the

prices ought to have gone up; nd they kept falling until they reached
20 cents when I came here in ecember, and it is now selling for 16
cents in my State. I saw a clipping and took it out of a paper in my
State this morning, showing where a farmer had brought in a can of
ream, for which he received $2.10. Two years agolhe would have

received nearly $9 for that same can of cream.
SUenator SHOrRIOE. What State are you from?
Representative CnRsTopntasoN. South Dakota.
Senator SHORTRJDGU. Go right on, Congressman.
Representative CHRISTOPHERSON. We produce a great deal of

butter and cream out there.
Now it makes a vast difference to the farmer. The farmer, out of

his butter products receives the money out of which he meets his
home expenses, and if the prices are favorable he Mets along fine, but
as they are now, it does not reach around. Ten cents a pound to him
was a tremendous drop in the price, but it has gone to as much as
20 cents drop. That is too much. The same thing is true in every
State. It is not only in my State, but is is in every State that pro-
duces butter fats.

Now, gentlemen, I am not asking for a new tariff. I am only
asking that you give us a tariff which will again equalize the difference
in the exchange rates.

Senator WALSH of Massachusetts. And what was that?
Representative CHRISTOPHERSON. It was 14 cents. Now we ought

to have from 7 to 8 cents. Last September, when I had the Tariff
Commission look the matter up ang report to me, the differential
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was 6% cents. With the foreign countries, like Denmark, and New
Zealand, the differentials are greater. The rates of exchange with
Canada have increased somewhat, so there is about 11 cents difference
there.

Senator CONNALLY. You have recourse to the Tariff Commission's
discretion for a 50 per cent, increase.

Representatve CaIsTOPlRSON. Yes. I took that upb bat I
foundthey could not help us. I hope you will grant us this Increase,
because it is a great help to the farmer.,

Senator Rizo. Let me ask you one question.
Representative CHRISTOMRahaON. Yes.

Senator REED. I understand the condition with your butter is
about the same as that of all other products which are in competition
with the countries whose currency has depreciated.

Representative CrnsToPnEnsON. Yes.
Senator RE.ED. Ought we not to apply some general rule to the

products coming from those countries?
Representative CHR rTnSO1N. I am absolutely agreeable to

that.
Senator REED. If it is fair on butter, it would be fair on other

imports.
Representative CalSTOPHn sON. I am only asking for it on butter,

becausewe produce a great deal of butterfat,
Here is a letter which has been handed to me, which I will be glad

to leave with the committee.
The CHAIRMAN. You may hand it to the reporter to be inserted in

the record at this point.
The letter presented by Representative Christopherson is printed

infull in the record, as follows:) ArmL 16, 1932.

Mr. OssiA,-4 A N DsoN
Hotel Mayflower, I'ashirsgton, D. C.

)WAR Mn. ANDmSON: You way have noticed that Sweden is now shipping a

quantity of butter to the United States with this propaganda printed on every

package:
S"lWe are sending this butter t halance, if possible, the large American exports

to Sweden. American automnubise and Scandinavian butter are both world

famous, but we can not continue to purchase your automobiles unless you pur-

chase our nmerchandise."
As the dairy industry, in common with other industries, has been meeting

difficult competition due to depreciated exchange of other nations and has as an

industry started some defense measures, my thought was that in the event this

new type of propaganda had escaped you it might be desirable to coordinate the

defense of the darly industry with tnat of the wood-pulp industry.
The inference of course is that Sweden opens her arms to goods exported from

the United States, whereas the fact is that most of the UnitedStates exports must

overcome Swedish tariff barriers.
Copies of this letter are being sent to several other executives interested in the

protection of the pulp and paper industry who might be able to enlist some sup-

port from the dairy interests in their vicinity.
A picture of a Swedish creamery butter package showing the propaganda mes-

sage appears In The Business Week for April 13, 1932.
Very truly yours, PACIFIC PoUP & PAPN INDUSR r,

L. E. THomV, Hditor.

Representative CasRsTorlEsoN. I also have a tabulation showing
the imports of butter for consumption into the United States from
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Canada, Denmark and New Zealand for the last three months of1930 and 1981, and for January, 1931, and 1982.Also a tabulation shown the prices and price differences of butter
for domestic and foreign countries.

Also a tabulation showing the Canadian exchange rates.The CHAIIMAN. They may go into the record in connection with
your remarks.

(The tabulation presented by Representative Christopherson arehere printed in the record, in full, s follows:)
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Bufter-itnports for conSMmptumn into the Ujnite States fiom Cauws6 Dmmawk, dod New Zealand for Ia" thrm monu of 1930 and 1931
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Iuttr-Pidc and pes differences of domtic and foreign countries
(Rouroe: New York price, (Oropspt Market ; London edc, Pore Crops ond Mrketa; Montrea

[kg Int g Cr cn I
(Coats per pound)

Month

.............

1310

:01, ....................

............,otobL .' . ...::'.....
L"oimmb ................ .

Auost.

trusty ...................

193

IY~awiuary

buar .......... ..
obe r o ......... . . .March ..................

9

9

I

22
93

37
38

9
30
83
32
33
33
30
30

29
32
30
27
93
93
93
27
93I
21

34

24

29
IN

21

28

1I 1822 18
20 i

9
27
93I
27
25
93
93

i 24X

28

2
go
so
is

16

1
17

2

38
3

38

34
PS
2
21
93

26
28
24

-i
9

-I

0

-11

10

3
4

4

15
13
8

3
13

-1

10
is
is

4

1

,I
11
13

4

4
1
1

14
13
16

:I
4$
3
3
7
3
0

-5

-4
-0
2I

Canadian exchange rates

(Pat of exchange, $11

Actual

rates
1931-January ............. $0. 9979February ....... * . .. -998

March ................ .9998
Ap r il ................ .9995

JulY- ---------- -. 9994
June ................ .9972July ...... ......... .9966
August .............. . 9969

Actual
exchange

rat"
1931--eptember ........... $0. 9626

October ............. 8910
November .......... .. 8899
December ........... 8271

1932-January ............. 8513
February ............ 8729
March .............. 8945

Representative CHRIs'IOPiZitISON. Thank you kindly,
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PROPOSED TAX ON TUNA, SWORDFISH, AND SALMON
IMPORTS

PfOPOSZD TAX ON TUNA AND SWORDFISH IMPORT

'SAN Duoo, CALif., April 5, tt ,
Senator SAMUEL SIORTRIDOIC

House of Senate, Senate 6 jeie Building, Washington, D. Co,
My D At SENATOR: For some time there has been developing a necessity for

the rotection of the California tuna industry. Events have transpired during
the Iast year, which now make it insistent that we go to our Congressmen for help.

Tuna canned in Mexico and also in Japan is put up on a silver currency, and
labor paid accordingly; fishermen are also paid in the same way. Cannea prod-
tcts from both of these countries tue lauded duty paid in our ports at less than our
cost of production. Primarily this is because they pack on a silver basis and sell
on a gold basis. Packs In both of these countries have been Increasing so rapidly
that they have already not only handicapped the Industry of this State, but
threatened to put out of business, a number of canners if there is not a remedy
forthcoming within the near future. May I bespeak your interest?

Very truly yours, WUSTOATE 834 PRODUCTS Co.,

W. V. AnsUosm, President.

l. U MD Los ANGELas, CALlF., February 28, 1989,Nion. SAMUEL M. SHOAT;InoG,
United States Senwte, W'ashington, P. C.

DRAB SENATOR SHIORTRIDULE: The Los Angeles Chamber of Commerce has
been requested by representatives of the fish canning industry on the Pacific
coast to assist them in having the fisheries included as a natural resource In any
legislation setting up a Federal authority to permit production control agree.
meats In natural resource industries where conditions of overproduction way
exist.

This request has been given careful consideration by our board of directors
and they have instructed me to request that you give this matter your favor.
able consideration. As you are no doubt aware, the fish-packing industry has
been in a very undesirable condition for the past several years, largely as a result
of overproduction. 

.

Our board of directors is firmly convinced that the establishment of legalized
production agreements would be of material assistance in restoring this industry
to a more stable condition.

It is understood that legislation of this type ts now being considered and any.
thing that you may do toward effecting the tclusion of the fisheries will be greatly
appreciated.

Very truly yours, Los ANGELES CHAMBER oF COMMERCE,

A. G. ARNOLL, Secretary and Geteral Manager.

RESOLUTION ADOPTED BY SAN DIEGO PARLOR NO. 106, NATIVE SONS OF THE GOLDEN
WEST, SAN DIEGO, CALIF.

Whereas the fishing industry constitutes San Diego's largest and most pros-
perous commercial activity; and

Whereas this industry involves a very large investment in boats, tackle, docks,
canneries, etc., and furnishes employment for thousands of our citizens; and

Whereas the importation of frozen tuna and swordfish from Japan threatens
to destroy this great industry: Therefore be it
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Rseelud, That San Dlieo Parlor No. 108, Native Sons of the Golden West.petition S nators Hiram W. Johnson and Samuel M. Shortridge and Congressman Philip D. Swing to take such action as Is necessary to place a high tariffupon swordfish and tuna entering this country In other than American vesls;and be it furtherRooOlvesd, That copies of this resolution be sent to each of our Senators andCongressmen and to the dafiy press.
Adopted February 24, 1982. 2. H. DowELL.

JoHN P. Muanr.
i.It. MAHOKY.

Hu.SAMUE1L SROURDG8, SAN DIEuo, CALI., February 5, lMO.
Senate Office Building, Washington, D, C.

DEAR SENTORn: The San Diego County Federated Trades and Labor Councilhas unanimously voted to support the United Fishermen of Southern Californiain their effort to secure legislation that will protect the local fisheries from theimportation of frozen tuna and swordfish front Japan.The tuna packing industry is the largest single Industry in San Diego andthe welfare of the wtole community is vitally concerned with its success. Maywe ask that you use your best effort to secure such tariff regulations as wilprotect our boat owners, fishermen, and canners from Japanese competition?With best personal regards, we are,
Yours truly,

SAN DImo COUNTY FEIDMATED TitADs ANo LABOR COUNCuIL,
By R. H. DowEtL, Secretary.

HOn. SAMUEL BIIORTRIDOE, BAN DIEoo, CALM', February 59, 198*,
Senate Office Building, Washington, D. 0.

DEDAR SIR: We are pleased to acknowledge receipt of your reply in regard toour fight for a higher tariff on Japanese swordfish and tuna,Several new situations have arisen that we feel that you should receive infor.mation on, and which we feel will demoralize one of the largest industries on thePacific coast. Last year there was shipped from Japan to Los Angeles Harborand canned in competition with American-caught tuna over 8,500 tons of frozentuna. That represents the catch of about 40 boats. The canners of San Pedrohave taught the people of Japan a valuable lesson. That there is a market fortheir cheaply caught and delivered fish and as there are a number of Japaneseboats engaged in hauling wheat and other products from Spttle they expect toput this knowledge to work. A cannery is at present being promoted in Seattleto can'snd sell under an American label a product of Japanese raw material. Atpresent there is engaged in the catching of the raw fish for these American can-heries a fleet of 65 tuna clippers that represent an investment of over $8,000,000,at present this huge fleet is tied at the docks because of this undue competitionbut If we have the assurance that there will be no more foreign fish, except thatcaught and delivered by the American fisheries which under the tariff areexempt, this situation will be relieved and at east 80 per cent more boats givenemployment. We suggest that a tariff of at least 4 cents a pound be levied.The next problem that confronts us is the canned tuna from Japan. Atpresent this prodtfct bears a 30 per cent ad valorem duty, but at the existing ratesof exchange this duty becomes small indeed; in fact Japanese tuna is now quotedin Now Vork at $1.50 per case less than the American product. We join thecanners in praying for any and all relief that you may be able to give us in thismatter.
Problem No. 3 that confronts us is the matter of fish meal and we suggestthat a duty of at least $10 per ton be levied on this product. If some such tariffis not levied our very own shores will soon be denuded of fish that are as suitablefor edible purposes as for fish meal or fertilizer as there Is a plan on foot to placeJapanese reduction schooners outside the territorial waters of this country andmanufacture from American fish meal without restriction. The American manu-
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facturer is limited to the amount of fish med he produces by the amount of fish
paks In his cannery.
hustnS that this Information will assist you In helping us to solve our problems

we remain,
Sincerely yours,

UNITSV FSHNUUN'S UMon OF SouTNn 0ALIPORNIA,
JOHN MADINAo, Secretary.

SAN Drnoo, Car it.,
1ebruary 4, 1959.

Stee Ojfee Building, Washinton, D. C.
DEAN SmAoa: For many months the tuna-fishing fests of Sa Diego

San Pedro have been tied up awaiting a "better market for the pack.' The
local swordfishlng fleet also his been Idle a gret part of the time.

During this period there have been many tons of tuna and Japanese swordfish,
shipped Unto coas markets and canneries from Jan. Thee Is quite a distinction
between the Japanese swordfish and the bro&4-!rll swordfish caught along this
coast.

The United Fishermen of Southern California, re ntlng the .fishermen
from Monterey south to the Mexican border, are apveaing to ou for protection.
The Japanese freight carriers coming to the coast to 0,on and wheat m
nrrying the frozen tuna and swordfish In place of bUlst, at a very low freight
rate we are given to undemand.

This Japanese fish, If allowed to flood the American market will ruin the men,
who have over four and one-half million dollars Invested In tuna clippers alone,
and will add several thousand fishermen to the ranlm of thi unemployed In
California.

We realize how difficult It will be to draw a tariff bill to cover the importation
of Japanee fish inasmuch as our clippers frequently are compelled to follow the
schools of tuna so far south as the equator. But fortunately all our clippers are
of American registry. We must leave the wording of any bill to men with
experience, such as is yours, if it Is to be done properly. With Implicit faith we
are leaving the matter In your bands.

With kindest personal regards, we an,
Yours very truly, Unittv Fzsuuan Of Soumuan CALl ORNIA,

By JOHN MADINOA, Secretary.



TAX ON TOILET PREPARATIONS

STATEMENT OF H. I. FRIESELL, PITTI1BURGH, PA.
Mr. FnxtssmL,'Mr. Chairman and gentlemen of the committee,

I am H. E. Friesell, of Pittsburgh, Pa.. I appear with respect to the
proposed imposition of a tax on dentifrices and antiseptic mouth
washes as ,is now provided by section 602 of the new revenue act, I
am now and have been for the past 28 years dean of the Dental School
of the University of Pittsburgh. I have been in dental practice for
37 years. I have held the office of president of the National Dntal
Association, the National Dental Teachers Association, am a member
of the National Board of Dental Examiners and have been for 20
yeatipf a Member of the Dentl Educational council of America, and
for the past 10 sears have been engaged in dental research.

Tooth decay is a disease caused by germs. It always begins on the
outer surface of the tooth. It never begin on that part of the surface
which is scoured clean by food in mastication.

Thin'germa attach themselves to tooth surfaces where they are
not disturbed by food in mastication, secrete acids which decalcify
the tooth structure, eventually leading to pulp exposure, resulting in
toothache, abscesses, absorption in the blood stream of infection, asa t*sult, ar.d give rise in many'cases to serious systemic conditions
that are not infrequently fatal ultimately.

Another result of tooth decay npar the gum margin is infection of
the gums, leading to pyorrhea, with loss of the teeth and similar
systemic results.

Dentifrices and antiseptic mouth washes are necessary to remove
the adhesive microorganisms from these susceptible areas of tooth
surface and to counteract their injurious effects.

In no sense are dentifrices and antiseptic mouth washes to be con-
sidered as merely cosmetic or toilet preparations. The whole program
of mouth health and prevention of systemic diseases through focal
infection would be nullified by such a classification. The dental
profession's experience through the past 25 years has proved thct mouth
health, which can only be attained in this way, is the very foundation
of preventive dentistry and preventive medicine.

Records show that where mouth health has been maintained by
these measures, children so treated have been protected to an amazing
extent from children's and other diseases to which the overage child
is subject.

I am not particularly interested in the tax feature except that I
think it unwise to tax remedial agents essential to health. The
dental profession has been conducting extensive oral health campaigns
throughout the schools of the country for many years. The National
Grange has recently recognized the importance of this work and is
now carrying it on extensively. throughout the country districts all
over the United States. In this time of depression, the farmers and
laborers who are less able to pay for dental services for themselves and
their children must depend on preventive measures through the
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Maintenance of mouth health. Any classification that would convey
the idea that dentifrices and antiseptic mouth washes are merely
cosmetic agents would seriously handicap this country-wide program
of preventive health measures.

Senator CONNALLY. What company do you represent?
Mr. FRtieLL. Just exactly a i stated at the beginning of my

statement.
Senator CONNALLY. I was not here.
The CRAnUvA. The Dental School of the University of Pittsburgh.
Senator Rsm. Dean Friesell is head of the dents department in

the University of Pittsburgh.
Senator CONNALLY. You do not represent a toothpaste company?
Mr. FaZESELL. I do not.
Senator CONNALLY. Just the general dental industry?
Mr. FiEGELL. The general health program.
Senator CONNALLY. What is this company for which Amos 'n'

Anpr speak?

. RiiESELL,. They do not speak for me.
Senator CONNALLY. What company is that-some toothpaste

company I I it?
The FHAIR1AN. epsodent.

Mr. FRINSELL. Perhaps you do not listen to it any oftener than I
do. Most dentists do not care for it. I got tired of that long ago.

STATEMNT OF WILWA A. HES, REmEISNTIG HARRIET
HURARD AYm (INC.), NEW YORU

Mr. HINEs. Mr. Chairman and gentlemen of the committee, on
behalf of Harriet Hubbard Ayer (Inc.) manufacturers of toilet
articles, I present a brief in opposition to that part of the House bill
imposing a tax of 10 per cent on the gross sales of cosmetics, and I
ask that the brief be made a part -if the record of these hearings.

The CHAIRMAN. It will.
(Mr. Hines submitted a brief, which ib in full as follows:)

BnRE OF WILLAM A. HINEs

Tu FINANO COMITTM
Ulnded States Seaste, Washitnon, D. (.

Sam: We desire to register a protest against the proposed imposition of a
10 per cent excise tax upon the manufacturers of cosmetics, etc. We appreci-
ate the necessity of raising sufficient revenue to balance the National Budget,
and we are heartily in accord with the general theory that every American eiti.
men, and every American industry should bear a proper share of this burden.

On the other hand, we do not believe that Congress should require a few
selected Industries to carry the load, particularly if the burden imposed on such
industries would be equivalent to confiscation. Such a course defeats its own
purpose and instead of producing revenue results in destruction of the source
and recourse to other and further taxes to meet the Government's needs.

As we understand it, it is proposed to place upon the cosmetics manufac-
turing Industry a tax of 10 per cent upon the gross sales. American manu.
facturers of cosmetics have been suffering from the' present depression as
much or more than manufacturers of many other commodities. Their products
are sold almost exclusively for consumption by women. With the pinch of
hard times, women have been catting down their expenditures upon so-called
luxuries. The decrease in the general volume of business in this trade has
Increased competition between manufacturers, increased the cost of manufac.
turning and distribution by reason of the fact that plants are not working at
full capacity, and accordingly has reduced net profits. Net profits hjve come
down to such an extent that at the present time we are operating on a basis
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productive of less than 10 per cent net upon gross sales. If a manufactur#rV
sales tax of 10 per cent upon gross ales be now superimposed by the Congra
and becomes chargeable against the man acturers, It will mean pratet
bankruptcy of the industry unless the alternative of passing the tax along to
the retailer and so to the ultimate consumer, is adopted. The only way in
which this can be accomplished is to Ineiase the wholesale price of iudividual
items. Normally, an increase of 10 per cent In wholesal s price means U
increase of more than 10 per cent in the retail price, for the retailer figures
his profits upon a percentage basis, using the cost to himself as the base. if
the retailer's normal mark-up be 20 per cent upon tis cost, this means that
his retail selling price on merchandise where the wholesale has been marked
ip 10 per cent, will be more in dollars and cents than tile increase In dollars
and cents of the wholesale price. To Illustrate. If an itemrior to the enact.
meant of this proposed tax was wholesaling for 50 cents, andwhen received by
the retailer the Item is marked up 20 per cent to give him his gross retail
profit, tite retail price for such item wilolesaling at 50 cents, would be 60 cents

Now, let the manufacturers tax of 10 per cetit be considered; 10 per ceut of
the wholesale price of 50 cents would require the manufacturer to sell the
item for 55 cents. If he proposes to pass the tax on, the retailer now marks up
his merchandise 20 per cent so that tile item costilng the retailer 55 cents, will
have to be marked by him for sale at 00 cents. This means all Increase in cost
to the consumer of 0 cents in order that the Government imay receive its 5 centa
manufacturers tax. It is not to be expected that the retailer will absorb any
of this tax, for he has much less reason for doing so than tie manufacturer,

While cosmetics may In the past )lave been looked ,jien as luxuries, it can
not be doubted that there are now millions of women In the United States who
do not look upon them as such, and to whose comfort cosmetics are quite as
much of a necessity as clothing. While the present bill was in the House of
Representatives exceptions were proposed to the flit 2% per cent sales tax
covering such articles as clothing, certain kinds of medicine. etc. Fundamnen.
tally, clothing is a necessity, but individuals might differ as to whether a $100
coat or dress is to onA person as much of a necessity as a $5 coat or dress
to another. It is hardly fiir to say that cosmetics hilch are used by millions
of women are, nvertheless, luxuries because life might be sustained without
them. In view of their general use at the present time, it would seem almost
as unfair to select that particular class of merclandise for additional taxation
as It would be to impose an additional tax upon wearing appa'el.

furthermore, a tax upon American manufacturers of cosmetics is simply
playing into the hands of foreign manufacturers. There is no provision in till
bill to equalize competition between foreign and domestic manufacturers by
increasing tariff rates or otherwise. The proposed tax would simply mean that
the American women to whom cosinotics are more or less of a necessity, will
be diverted from the purchase of American to foreign products, thereby working
a double injustice.

On. the other hand, If a retail sales tax were imposed upon cosmetics, etc.,
regardless 'of the place of manufacture, there would be no discrimination
against domestic manufacturers in favor of foreign manufacturers. If a retail
sales tax were imposed upon all merchandise of every kind or nature, irre.
spective of whether It Is manufactured in America or abroad, there would
likewise be no discrimination against one class of merchandise in favor of
another. All of us would bear an equal burden In supporting the Govern-
ment and because of this the burden would be a comparatively small one for
each of us.

To single out .one particular Industry and impose an inordinately high tax
upon It, is, we submit, a hardslhp and an injustice which the Congress can not
intend to bring about, particularly when the natural consequence of the damage
inflicted upon the American manufacturer in that line will directly accrue to
the benefit of the foreign manufacturer in the same line, and tend to divert
American purchasers from domestic merchandise to foreign merchandise. If,
In Its wisdom, the Congress feels a manufacturers' tax is preferable to a sales
tax, we submit that such a manufacturers' tax should be a small one, so small
as to permit of being either (1) absorbed by the manufacturer without de-
stroying the industry, or (2) passed on to theconsuming pubVe without alien.
eating the public from the purchase of American merchandise to the purchase
of the foreign product.

Respectfully, HAom, HvPAin Am (Io.).

AM 1A 1982. By Mmow & ns., Attornmes.
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STATEMENT OF MARK EISNER ATTORNEY, NEW YORK CITY,
REPRESENTING MANUFACTU*E1 AND PRODUCERS 07 LOW-
PRICED TOILET ARTICLo, 00SMETICS, AND 1ERPUNERES

Mr. ExsNnn,. My name is Mark Eisner, New York.
The CHAIRMAN. YOU are speaking on section 602, tax on toilet

preparations?
Mr. EtsNEm. Yes sir.
The CHAIRMAN. Proceed.
Mr. EismNE. T represent Mr Chairman and gentlemen of the

committee, about sixty-odd manufacturers of toilet articles, cos-
metics, and similar products contemplated to be taxed under sec.
tion 602.

The manufacturers I represent are the following:
North Eastern Laboratory, manicuring preparations.
Lamont Corliss & Co., Pond's.
Campana Corporation, hand lotions.
Frostilla, lotion, shaving cream.
Northam Warren Corporation, deodorants, manicuring-Odor-o-

No and Cutex.
George W. Button Corporation, complete lines.
Primrose House (Inc.), complete lines.
A. A. Vantine Products Corporation, complete lines.
Wildroot Co. (Inc.), hair tonics.
Maybelline Co., eye preparations.
Affiliated Products Group, complete lines.
Jane E. Curran (Inc.), hair tonics.
B. Kronish & Bros. (Ino.), compacts.
Goodman Chemical Co., witch-hazel, talcum powder, and so forth$
E. E. Hess Co.
Illinois Cosmetics Co.
Jo-Cur (Inc.), hair tonic.
Keystone Perfime Co., complete lines.
A. L. Siegel Co. (Inc.), powder puffs.
The Trade Laboratories (Inc.), private brands, general lines.
William A. Webster Co.
The George H. Nowland Co., petroleum jellies, brilliantines.
Baronet-Lora Co., powder puffs.
P. Beiersdorf & Co., Nivea creams.
Boncilla Laboratories (Inc.), creams.
Swindell Co., bottles.
Bridgeport Metal Goods Co containers.
Edna Wallace Hopper, complete lines.
Kiss Proof, complete line.
F. N. Burt Co., paper containers.
Brooklvn ChemicaI Co.
Reich-Ash Corporation, compacts.
Ross Co.
Crystal Chemical Co.
Carlyle Laboratories.
J. B. Williams Co.
Minnard.
Kwix, manicuring products.
Van Ameringin-Hoebler Co.
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Bristol-Mvers.
William ft. Loveland Co.
Vadeco Sales Corporation, generall lines.
Pepsodent Manufacturin Co.
Tin Decorating Co., containers.
E. Burnham, creams.
Contis Products Co., shampoos and soaps.
Ybry, complete line.
Luxor Mainufacturing Co. (Ltd.).
I)elatonle.
('olgate-Palimolive Peat.
Lockwood-Brackett, castle and baby soaps.
Beaver-Renaniers Graham,
Nusheen.
Henkel Co.
Lehn & Fink.
Golden Peacock.
Henry Tetlow,
Princess Pat.
Lambert Pharmaceutical Co.
A reasonable tax on toilet articles, cosmetics, and perfumery is not

objected to, if proper provision is made for the protection of that
portion of the business which will be jeopardized.

A tax of 10 per cent upon articles sold at fixed low prices will
defeat its purpose because it will result in elimination of the greater
portion of an industry which at the present time has gross sales of
aplroximately $75,000,000.

We will show to your honorable committee that this 10 per cent
tax, so far as it affects low-priced merchandise, burdens necessities
and not luxuries, and that it can not be absorbed by the manufac.
turer or passed on to the consumer by the retailer.

If the proposed tax was intended as a luxury tax, it does not accom.
polish .its purpose, because it affects products which are not at all
luxuries.

It is a tax upon the cleanliness and personal hygiene of the average
citizen, in so hr as this excessive tax applies to low-priced articles
used for such purposes.

The Public Health Service of' the United States maintains an
elaborate organization, publishes and distributes widely reading mat-
ter, and employs the radio in the dissemination of information for
the purpose of persuading the general public to use the very mer-
chandise now proposed to. taxed as a luxury.

This governmental activity is not designed to educate the rich,
but it is aimed to reach the average citizen.

Ten-cent packages of tooth paste, cold cream, petroleum jelly, and
so forth, are made to suit the pocketbook not of the rich but of
people of modest means. A luxury article is one which by its very
nature is not a necessity, or one which, even though it may be a neces-
sity, is priced so high as to place it beyond the purchasing power of
the average income.

Ten-cent packages of tooth paste, mouth washes, dentifrices, cold
cream, petroleum jelly, toilet powders, and cosmetics are necessi.
ties. Certainly, they are not sold at a price higher than the poor can
afford to pay. They are necessities for personal cleaidiness and
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attractiveness and are essential to the happiness and comfort of the
millions whose means are limited. American culture includes the
recognition of cleanliness and personal appearance as desirable
attributes of all citizens.

Excise taxes upon articles'manufactured to sell at fixed low prices
can not be absorbed by the manufacturers or producers, and can not
be added to the purchase price of the consumer.
1. We state to the committee that the manufacturer's net profit

on low-priced articles sought to be taxed at 10 per cent runs from
8 per cent to 6 per cent, depending on the volume of sales. There.
fore, a 10 per cent tax on sales must result In a net loss to the pro.
ducer, if it is to be absorbed.

A number of manufacturers in computing their profitF, from sales
of this low-priced merchandise do not allocate to their cost any por-
tion of the advertising expenses or full overhead. If they did, the
result would be a showing of no profit. The benefit the manufac.
turer derives from the sale of low-priced merchandise is an increase
in volume, and a consequent reduction in general overhead.

An excessive tax such as the House bill contemplates will curtail
to a large extent the production of this class of merchandise by man-
ufacturers who can not absorb the tax,

2. The manufacturer can not pass a 10 per cent tax along to the
retailer because the retailer's net profit does not approach 10 per cent
of the sales price. It approximates from 8 per cent to 6 per cent,
depending upon volume of sales.

The retailer sells low. priced merchandise at certain fixed and fa-
miliar prices reognizedby the public, which are standard. If this
price is increased to take care of the manufacturer's tax, which is
passed on to the consumer it will cause intensified sales resistance in
merchandising such articles, and result in the curtailment of pro-
duction.

The harmful effects of this tax will be felt by suppliers of raw
materials, bottles, tubes, cardboard and wrapping-material manufac-
turers, newspapers, periodicals, and labor.

If we have represented the situation fairly, and we assure the
honorable committee that we have conscientiously endeavored to
do so, a major portion of $75,000,000 in annual sales will be cut off
by the attempt of the Government to collect approximately.$20,000,-
000 in taxes from a source which can not bear the burden.

A reduction in the volume of business in the finished products
must necessarily reduce the purchases of the materials which go into
their manufacture.

There will be a lessened consumption of paper, glass, tin, paint,
and other materials used for wra ping and for containers.

Advertising appropriations wil be cut down, because the loss
in business resulting from this tax will have to be supplied by
econo:ny in other directions. This naturally reacts tufavorably
upon newspapers and periodicals.

Going down the line, it needs no argument on our part to demon-
strate the adverse result upon labor of the lessened production.

Traffic over railroads and other means of transportation will be
reduced because of the lessened volume of business.

A reduction in profits means a loss of revenue to the Government
in its corporation and individual income taxes,
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We can not afford to ignore the fact that if this confiscatory tax
is established, unscrupulous manufacturers or suppliers will avail
themselves of the opportunity to sell at cheap prices inferior prod.
ucts which will be detrimental to health and safety, and demoralize
the entire industry. A defective product causing injury or death to
one person can so inject fear into the users of such products so as to
adversely affect the entire business.

We wash to call the attention of Congress to an inescapable fact:
Even a 2 per cent tax on sales is equivalent to a 50 per cent income
tax to a concern whose net income from sales is 4 per cent.

This is not an attempt on the part of an industry to avoid being
taxed and to frighten Congres with that end in view. It is merely
an expression of a desire of an industry to be taxed equitably so that
it may continue in business, and, if possible, to expand and to aid,
through the medium of just excise and income taxes, in the support
of the Government.

I represent, Mr. Chairman and gentlemen, the manufacturers gen-
orally of comsetics, perfumery, and toilet articles. I represent those
whose business it is, either in the main or in great part, to sell low.
priced articles, retailing, many of them, at 10 cents apiece. As you
gentlemen know, you can obtain tooth paste tooth powders, mouth
washes, talcum powders, and creams and articles of that sort at prices
as low as 10 cents. Those manufacturers who produce to retail at
that price are gravely concerned over this 10 per cent tax. It is more
drastic than the war revenue act provided for similar articles, and it
can not be borne by the manufacturer.

The chief reason we are here is that not only is it impossible for
the manufacturer to bear the tax but it is impossible for him to ass
it on to the retailer, because the retailer can not stand it, either.
That is due to the condition of business, because, obviously, a busi-
ness that makes a net profit on sales of 8 to 6 per cent can not stand
a 10 per cent tax, because that would represent an absolute loss.
And the retailer, who makes a similar profit in the neighborhood
of 8 to 5 or 6 per cent, can not stand it, and he can not pas it on,
because when you have a public that is educated in the purchase of
these articles at familiar fixed prices you can not expect them to pay
more than those prices by imposing a tax upon them.

I do not come here and say that -you should not tax at all. That
is not our position whatsoever. We come here and say we want to
bear our just burden of the taxation. But what we do say is do not
place a tax upon us that in its very nature is going to be confiscatory.
It may be very likely that the tax was hastily imposed, upon the
theory that these articles are luxuries. Some articles that sell for
10 cents and tlat do a volume of $75,000,000 a year at that. price
are not within the luxury class. From seventy-five to eighty millions
is the actual volume of these articles made to sell at these prices.
They can not be luxuries if the Public Health Service of the United
States, through the radio or through its publications, spends large
sums of money advocating the very use of these articles which are
here proposed to be taxed out of existence at the ratio of a 10 per
cent tax.

Senator SoRaimoE. Your position is that among civilized people
these articles are necessities?
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Mr. EtsNrc. Yes, sir.
Senator Snoatmmoin. Certainly.
Mr. Eisncu. I would say that you do not approach a luxury until

you possibly exceed a o-ertain price line. Even clothing can become
a luxury if you pay $100 for a sit of clothes, whereas under $100 it

is not a luxury.
I want to say that in so far as observation is concerned, and an-

ticipating the question which you, Senator Shortridge, and you, Sen-
ator Reed, asked a number of witnesses who have appeared here that
we are perfectly satisfied to join with the rest of the industry in the
United States IW the payment of a uniform sales tax.

Senator SHomaxDOE. That was just what I was about to ask. A
general manufacturers' sales tax?

Mr. ExswER. A general manufacturers' sales tax. There is no ob.

jection to that on our part, and, mind you, we take that position,
gentlemen, even though a concern which makes 4 per cent net on
sales and has to pay a 2 per cent tax on sales is really paying a 50
per cent income tax. That is what those figures naturally result in.
Nevertheless, we are willing to share our part of the burden.

The repercussions of a tax like this upon all of the industries that
supply us are patent and obvious to this committee. The wrapping-

paper people join us; the manufacturers of bottles and other contain-
ers are with us. They feel alarmed about this tax. The railroads
would naturally suffer through any falling off of business, and it
would fall of.

I have one witness who will just mention in two minutes' time the
figure so far as his industry is concerned. It is Mr. Millard of
Loveland, a great portion of whose merchandise is manufactureA to
sell at 10 cents and which comes, squarely within this act. He will
only give you die breakdown of his manufacturing cost and profit.

STATEMENT 07 B. MILLARD, REEBS NTING WILLIAM 1. LOVE-
LAND & 00., NEW YOR CITY

Mr. MIUsRD. On a million-dollar basis our raw material pur-
chases are $700,000; salaries and wages, $200,000; fuel, $3,000; other
overhead, $18,000; taxes, $15,000; freight and other transportation,
$20000.

senator Sfomos. That is, on a million dollars of business?
Mr. Mx . A million dollars; yes.
Senator SHowhmIo. You expend those sums for the purposes

named?
Mr. Mnnn. Yes, sir.' Our net profit on that basis, which covers

a period of 85 years, is 0.49.

ST TE OF CHARLS S. DEWEY, VICE PRESIDENT OP COLGATE-
PALMOLIVMPEET 00., CHICAGO, ILL.

Mr. DEwEy. Mr. Chairman and gentlemen, I would like to con-
sume about 10 minutes of the committee's time and then ask for
about 5 minutes more to be followed by Dr. W. W. Peters, director
of health service cleanliness institute of New York, and we will con-
sume our 15 minutes between us.
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Senator HARRISON. On what subject?
Mr. DEwMY. I am representing the soap nianufacturesr.
Senator HAnisoN. This is not on the radio ?
Mr. Dawn', No, sir..
The CAiRMAN. We are through with the radio.
Mr. DuwEY. I am vice president of the Colgate-Palmolive-Peet

Co., and I am representing that company, together Vith my asso-
ciates, the Procter & Gamble Co., and 7Lever Bros., and the Asocia.
tion of American So ap and Glycerine Producers, and our group rep.
resents 90 per cent of the soa s manufactured in the Umted States.

Section 602 of the House bill, H. R. 10 030, imposed a 10 per cent
tax on cosmetics and toilet preparations and it is in objection and a
protest to having toilet soaps classified among those articles as a
luxury that we appear here before you.

Senator HARRIsoN. What is your purpose, may I ask? Would
you put a limitation upon soap in this section

Mr. DawnY. I contemplate, Senator, coming to that on toilet
soaps. Is that what you mean-toilet soaps?

Senator HAnRIsoN. Yes.
Mr. Dawzy. I contemplate doing it in just a minute, if you please
Senator HAnuRsox. Very well.
Mr. Dawn. The original sales tax of 2t per cent, as proposed

in the House, was, apparently, rejected on the basis that it included
a base tax on necessities, And yet when this bill finally emerged
in House bill 10230 toilet soaps were included as a luxury, and we
protest that inclusion. Soap, Senators are divided into two
classe&-toilet soap and laundry soap. Toilet soap is chemically
prepared to remove dirt from the boy without irritation to the
skin, and, incidentally, without reenoving the skin. Laundry soap,
is intended for the rougher uses of removing grease and dirt from
clothing and household[ utensils. In our lie as everyday people
one is as necessary as the other and about as cheap.

The nominal and normal price of what you' might call the leading
brands of toilet soaps used to be 10 cents.

Senator HARRISON. Ten cents a cake?
Mr. Dzwry. Ten cents a cake retail. To-day, owing to the

low cost of fats, and the fall in the price of conmodities going
into the making of soap, they are selling at an average lower price
in the neighborhood of anywhere from 0 to 8 cents a cake. We used
to sell 10-cent makes at three cakes for 25 cents, and to-day they
are seven cents, or three cakes for 20 cents.

In speaking for my own company, we inpke a very broad variety
of all types of toilet soaps, ranging from the cheaper ones L have
just mentioned to the more expensive ones; but of our total volume
98% per cent of our volume ofsoap that we make sells for 10 cents,
or less; and 1/ per cent of our volume sells for 10 cents, or more.
So you can see there is a very small proportion of the soaps that
falls in the higher than the 10-cent limitation.

Senator HARIM8so. If we put a limitation in here referring to
soaps selling at higher than 10 cents, how would that affect it?

Mr. Dawxr. It would not hurt much.
Senator HAImsor. We would not get very much, I realize that.
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Mr. Drwivv. You would not get very much. I doubt if the salaries
of the reve iue collectors would be paid by the tax collected. While
we have no objection, I do not think it would pay when you have
988/ per cent at the cheaper price, and only 1 per cent at the
higher price.

Senator Haauxso. What is a toilet soap that is a good soap I
Mr. Dawy. There is so much of what we call stress soap at a low

price, but they, perhaps, will not be in business when the price of
fats advances.

Senator HARRISON. Can you get a fairly good soap at 6 cents ?
Mr. Dawn. I presume you could, but with fats reaching prices

that they have never reached before, that will not be true when we
reach the more normal prices on fats.

The Department of Commerce has produced some figures that gave
an idea of the value and the total safes of toilet soaps in the Uited
States in the past few years. In 1925, $49,887,000 worth was sold,
in 1927, $58,572,000 worth; in 1929, $59,982,000 worth; and in 1981
the figures have not yet been obtained rom either the Department
of Commerce or the census.

The CaAxVAx. What was it in 1931f
Mr. Dzwxr. We have not had 1981. It is our belief from our

knowledge of the business, that it will be considerably lower than
the ones have named. And if the balance of 1932 continues as the
first three months of 1982 have been it will be somewhere in the realm
of $35,000,00, producing a tax in the neighborhood of $4,500,000.

Senator HAnIsow. T at includes the higher priced soaps as well
as the cheaper ones ?

Mr. Danm. That includes all the soaps.
Now probably the largest per capita user bf soap sre the laborers

and inustrial workers, due to the nature of their occupations. And
we maintain that toilet soap is a necessity under our standard of liv-
in to-day. People do not use soaps except to keep clean.

will not go into the subject of health because Doctor Peter will
follow me on that subject. But the worker, as I have said, is the
greatest user of toilet soap. And any tax of 10 per cent will be
passed on to the consumer for the reason that the 10 per cent is
greater than the net profit made by the producer. It wll be passed
on. But it will not be a 10 per cent tax by the time it is passed
on to the consumer. We will say, for instance, the manufacturer
sells to the middleman a soap for 6 cents. Six-tenths will be a
tax on that. The middleman in making his sale will add his profit
and pass that on to the retailer. He will say that the rate to the
retailer or the price would be 8.6 cents. Then what has the retailer
done ? In making the retail price he can not split a penny, and
he is not going to disturb it, so he calls it 10 cents, and he puts 9
cents on this 8.cent soap. So it will be about a 15 per cent tax.

Senator HARRISON. That will be pyramiding it, in a way?
Mr. DEwry. You can not help but pyramid it. It 'is human

nature to want to get a little more. And people will know that
there is a tax, and they will put it on and the consumer will have
to pay it.
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Senator Snoi)nmos. Will that increased price affect the total
number of sales?

Mr. Dtwty. I doubt it, Senator, very much. As I say, we are
dealing with a necessity. We have taught, over sice we have had

a civilization in the United States. that it is a good thing to be clean.
We teach it in our schools. And people do not consume soap for
pleasure. They do it to keep clean. And I do not think it will
reduce our sales, but it will place an additional burden on the laborer
at a time when his producing power, according to statistics, has
been reduced 42 per cent from the peak of 1929.

We believe that soap must be classified as a necessity, and it has no
place in this section, and should not come under the same category
with jewelry, furs, and so forth. It is a necessity.

Senator ISnomiDoE. Of course, it is.
Mr. Diawx,. I would like to show Just how much it means to the

morale of a man. During the fall I had a part in the raising of a
fund in Chicago for the unemployed. The Salvation Army main.
tains shelters 'for unemployed men. It was their policy there to
send a man out clean in the morning, and it was Just as necessary
for his morale as to have a good breakfast. And that is one of the
thins that the Salvation Army, who knows the human man in
trouble, have found to be necessary. It Is necessary to have soap to
be clean, and to give him good breakfast.

Senator Swoirrurnor. I do not want to take up time in questioning,
but under existing conditions and the question put by Senator Harr.
son to you, you ave us tow the present average price of soap.

Mr. DEEWEY. Yes, sir.
Senator SnoamnoE. With this suggested tax the Price would be

increased to the consunier?
Mr. Dcwz. It would increase to the consumer by at least 1 cent a

cake.
Senator SitoamwmoE That is what I was getting at.
Mr. DEwY. I will finish what I have to say by merely making our

request. We request that the words "toilet soaps" be stricken from
line 10 of section 602 in H. R. 10286, which line reads at present:

Pastes, aromatic cachous, toilet soaps, toilet powders, and
We request that the words "toilet soaps" be stricken out, and that

in any bill that may take the place of this revenue act, that toilet
soaps be not considered as a basis of tax as a luxury.
. Senator SnomTRDoz. You, I thin', answered the question and are
in favor of a general sales tax?

Mr. DWzEY. We are in favor of that, and have so notified our
Representatives in Congress.

Would like to insert the brief we have prepared, and then to have
Doctor Peter speak for a few minutes, representing the Cleanliness
Institute. Doctor Peter has been abroad a great many times and has
seen conditions in foreign countries, and lie is qualified to speak on
the subject of cleanliness.

The CIAIRM&. YOU may file your brief for the record, Mr. Dewey.
(The brief presented by Mr. Dewey is printed in full in the record,

as follows:)

W
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BaLT Or CituLs S. DWNY

mr. (chatrirlnt and Membera of the Sente Ptlnatne eormnrtttec:

My name is Charles S. Dewey, and I am vice president of the Colgate.Palm.
olive-Pet Co., aid I am speaking as the representative of the Assoclation of

American Soup and Glycerine Producers, Procter & Gamble Co., and Lever

Bros., representatives of which three organisatotions are here present with me,

and may I state that our group represents 00 per cent of all toilet soaps manu-

factured within the United States.
Section 602 of House bill 10236 places a 10 per cent tax "ii cosmetics and

toilet preparations, and it is in protest to the inclusion of toilet soaps in such

it list of luxury articles that brings our group before your committee.
There was proposed in the House of Representatives a mnufactolrer' sales

tax of 2% per cent. The House of Representatives in rejecting this form of

tax expressed their disapproval of taxing necessities, and it now seems hardly

consistent that one of the most common necessities of our every-day life should

be included among items of luxury, taxed in the new revenue bill. I may tay
that I have been reliably informed that in the hurry of preparing this hill
toilet soaps were included without the knowledge of many of the members
of the House.

For several years past I have served as financial advisor to the Republic of
Poland, and during my period of duty I had numerous opportunities of visiting
in Soviet Rutssla, and I believe that this is the only country with an alleged
modern civilization where toilet soaps are considered a luxury nnd are not in
general use by the citizens.

No matter from where be comes, the first thing any immigrant to the
States learns in personal cleanliness, It is taught in our public schools, and
great stress has been laid on the heaIth.giving properties of soap and water.
and I think that few would contradict that in the high standard of living
which we have attained in our country, soap w.iay be grouped as a first ntes.
sity, together with food, clothing, and shelter,

Soap is divided Into two classes--toilet soap and laundry soap. Toilet soap
Is chemically prepared to remove dirt from the body without Irritation to the
skin, while laundry soap is intended for the rougher upes of removing grease
and dirt from clothing and household utensils. In our everyday life ono is as
necessary as the other and about as cheap.

The nominal prices of the leading brands of toilet soap hay,v beena 10 ceuts
a cake and have been generally sold during the past several years at three
for 25 cents, but to-day due to the low cost of fats are sold three for 20 cents
or less. The amount of toilet s4 .p selling for mqre than 10 cents a cake is
small when compared to the whole. My company manufactures a full line of
toilet soaps, our chief brand being Palmolive, intended to retail at 10 cents a
cake, but in fact selling much cheaper. Of our total volume of toilet soaps
988/ per cent Is sold for 10 cents or less and I% per cent is composed of toilet
soaps selling at higher prices. I mention this to prove that there is only a
very small percentage of fancy toilet soaps sold.

I have examined the figures of the United States Department of 4 'oaa1wrce,
Bureau of the Ciensus, pertaining to the value of toilet soaps sold il the United
States. In 1925, $49,397,000 was sold; in 1927, $53,.1572,00; In 19°9, $59.982.00.
The figures for the year 1931 have not as yet been compiled. but I believe that
they will be considerably less than the average of the sums mentioned, which
cover it priod of high prices for fats and soap lngredi'ets 31s compared to

their cost to-day. and it is my best opinion tht the sum received for toilet
smaps in 1932 will be somewhere In the neighborlood of $4r.000.00., thAg pro.
duclng under the proposed tax four and one-half millions of dollars of revenue.

It is not my right nor duty to suggest how such a sum, if lost to the Govern-
ment by removal of the 10 per cent tax on toilet soaps, may be made up, but I
do feel that there exist many luxury and notnecessary articles whieh either are
not taxed at all, or could stand a higher tax rate with far less injury to American
health conditions and living standards than would be caused by a tax on soap.

I shall not attempt to discuss the use and necessity of soap to maintain our
standards of health and sanitation. This will be done by Dr. W. W. Peter,
director of health service of the Cleanliness Institute.

Aside from health standards there are the ordinary cleanliness standards
which only soap can maintain. Perhaps what cleanliness means to the morale
Is best instanced by the custom of the Salvation Army in the unemployment
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shelters in Chicago. In thee shelters shower baths, soap, and razors are sup.
piled, and every man before starting out to seek a Job in the morning cleans up
and goem forth with a feeling of respect for himself and greater courage. The
Salvation Army believes to start clean is as necessary as to have a good break.
fast.

Probably the greatest per capita users of soap are the laborers and indus.
trial workers, due to the manual nature of their occupations. To them soap is
no luxury, but a necessity, and If any tax on toilet soap is imposed, this class of
our citizens will piy the greater share, together with the American children,
What Is more, the consumer will pay in reality a higher tax than the 10 per
cent rate proposed,

Necessarily, a tax as high as 10 per cent on toilet soap will be passed on to the
purchaser, but Instead of paying 10 per cent, the consumer will more likely pay
about 15 per cent. For instance, the manufacturer sells to the jobber and adds
the tax to the invoice price. The Jobber in making his price to the retailer is
almost sure to add his profit and then compute the tax. In turn, the retailer Is
apt to Justify a raise of 10 per cent to his consumer customer not on the amount
of the tax computed upon the price which the manufacturer received, which
might be six.tenths of a cent a cake, but he will figure that an article nominally
priced at 10 cents will stand a cent raise. So in reality the consumer is likely
to actually pay over 1A per cent advance. I can not behave that the Congress
of the United States can wish to impose an additional burden upon the necessary
living costs of the American people, especially at a time when the public buying
power, according to recent index is 427 per cent below its peak in August 1929.

It Is the request of 90 per cent of American soap manufacturers who are rep-
resented here before you that toilet soaps be not taxed In the revenue bill now
being considered, and that to accomplmb this the words toilett xsps " be
stricken out of line 10 of section 602, 1.2R. 10986, which reaids as follows:

"Paste, aromatic sachous, toilet soaps, toilet powders, and."

STATEMENT OF W, W. PETER, DIRECTOR HEALTH SERVICE CLEAN-
LINESS INSTITUTE, NEW YORK CITY

The CHAIaMAN. We will hear Doctor Peter for two minutes.
Senator CoNNALLY. On what subjectI
Doctor PtmaR. On health and sanitation.
Senator CONNALLY. We will all agree with you on that. But we

will be glad to hear you.
Doctor Pznn. My interest in making a brief statement to your

committee is public health. And because sanitation and cleanliness
are among the first and most important public-health measures,
I believe that any proposal which in effect, would place a tax upon
cleanliness, demands the most serious consideration.

There never has been a time when it wat so vital to the interests
of our people that the highest possible standards of public health
be maintained throughout the Nation. Millions of men and women
are going through a critical period of worry, doubt and uncertainty,
due to unemployment and industrial depression. ihese are elements
that may well undermine the strongest physical constitution.

That public health during such a period has been maintained at
the present high-water mark is a cause of self-congratulation. No
one reason can account for this success. The story has not been told
of the part played by the health forces of the country in this result.
I mean the national, State, and municipal health officers; I mean the
physician whose income is in abeyance, but whose service continues;
I mean the public health nurse; I mean the teacher engaged in the
task of health education.

I am aware of no health program here or abroad in which clean-
liness education does not play an important part. There are vastly
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more urgent reasons than the aesthetic why we should wash our
hands often and use clean towels to wipe ihem. There are more
vital reasons titan fastidiousness why we demand the most scrupulous
cleanliness on the p art of those who have to do with the preparation
or service of food. There are stronger reasons than comfort why
cleanliness facilities should be sup lie to every worker of the Nation
at his place of work. It's a health, not a luxury Nbit, that we seek
to give our children when we teach them the importance of washing
hands, particularly after toilet and before eatirg.

As a barrier to the spread of communicable disease there is none
more effective than consistent, thorough cleanliness. According to
the last mortality, statistics studied, published by the Bureau of the
Census, 22.2 per cent of all deaths in this country in the period of a
single year were from communicable diseases. Ninety.two per cent
of these deaths were due to those diseases whose causative organisms
are known to leave or enter the mouth or nose.

In other words, over 22 per cent of the deaths in this country were
due to the transference of disease germs from the sick-to the well, in
one form or another. It may have been a handshake after fingers
had touched the mouth that transferred the disease from hand to
hand, and finally from hand to nose or throat of the last recipient.
It 'nay have been the unsterilized dish previously used by a sick
person. It may have been the spray from nose or throat. In any
event, this may be said: Cleanliness guards the routes to and from
the mouth and helps to prevent the transfer of disease germs from
sick to well. About 2 per cent of our American people are sick at
any given time f;om preventable diseases, influenced in part by the
lack of cleanliness understanding or the lack of cleanliness facilities

Thus cleanliness has become an important feature in public-health
work in hundreds of cities and counties in the United States. Physi-
cians, public-health officers, and public-health nurses continually
wage the battle of sanitation and cleanliness-a battle that touches
every element of the population.

The family living under a sinFle roof, whose cleanliness standards
must be high if the infectious il ness of one member is not to spread
to all.

The workers in office, shop, or factory, whose health may be endan-
gered by lack of cleanliness facilities or by carelessness in the primary
precautions of sufficient hand washing, so that germs may not be
transferred from hand to mouth.

Children in home or school, who must be taught the habits of
cleanliness as a vital health protection.

Cleanliness is the necessity of the many-not the luxury of the few.
Any measure that would remove it from the classification of neces-
sity would be a serious blow to public health.

Public health demands that the necessity for cleanliness be stressed
continually in our educational programs.

Public health demands that we encourage, not discourage, the main-
tenance of the highest possible cleanliness standards even among the
poorest of our people.

Public health demands that every agency of cleanliness be placed
within the easiest possible reach of our unemployed as well as
employed workers.
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Home and school education is teaching 25,000,000 school children
to wash their hands and to bathe their bodies. Public health dos
not demand an extra levy for this privilege.

A tax on cleanliness is a tax on health.
And to support the position I have taken, I have some quotations

from leading health authorities, both here and abroad, who unite in
stressing the importance of cleanliness in the general progress of
health education. They are as follows:

Ray Lyman Wilbur, M. D., Secretary of the Interior, and former
residentt of the American Medical Association:

If I had to niae one health measure which would be most effective in the
control of the great transtisible diseases, I would say that a thorough wash.
In of the hands at least each time before food was taken, would be most

From address delivered before a convention of public health nurses.
L. L. Lumsden, M. C., formerly senior surgeon United States

Public Health Service:
All Infectious, diseases are caused by what we call human parasites, little

microscopic creatures depending for their existence upon the food pabulum
which they find in human tissues and juices. Most of them can survive for
only a short time outside the human body. These infections do not originate
spontaneously. They are passed from one person to another because of lack
of cleanliness.

The cleanliness movement Is one of the most important lines of attack In this
warfare on preventable disease. I have been selling cleanliness all my life,
ever since I have been in health work. I can't help selling it because cleanll.
ness is the foundation of health work.

From address delivered before the Linen Supply Association of
America, 1929.

Milton J. Rosenau, M. D., Harvard University:
Cleanliness is the heart and soul of sanitation.

The CHAIRMAx. To which we all agree.
Doctor PETER. I am very glad to hear that said. [Reading:]
We are inclined to place ft even before godliness, for cleanliness of body,

cleanliness of mind and soul, and cleanliness of our surroundings are essential
to a full appreciation of the spiritual virtues.

From Preventive Medicine and Hygiene, D. Appleton & Co., 1927,
page 1458.
Frank Overton, M. D., and Williard J. Denno, M. D.:

Three artificial agents for disinfection are cleanliness, heat, anq chemicals.
Whatever is soiled with the discharges from the body of a sick person may
contain germs of disease, and so the things which the sick person uses might
transmit the disease unless they are cleansed. The danger consists in the
presence of living germs and not of the dirt itself.

From the Health Officer, W. B. Saunders Co., 1920, page 191.
Edward Fisher Brown, formerly director diphtheria prevention

commission, department of health, New York City:
The strongest bulwark in the fight against disease is cleanliness--cleanliness

of surroundings, cleanliness of life. In its broadest aspect cleanliness Includes
every health precaution which makes for bodily well-being.

From Cleanliness Journal, July, 1980.
Fred J. Wampler,.M. C., professor of preventive medicine, Medi-

cal School of Virginia:
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With the degree of community untltatiwa1 we now lave in mary places tile
lack of personal cletmltuess is the principal factor in the lllth.lorne diseases we
till have.

Cleanliness Journal, April, 1981.
Sir W. Arbuthnot Lane, Bart., C. B.:
Cleanliness Is one of the main foundations of health, which means that tle

aim of keeping clean must be kept in mind and practiced throughout our daily
life--and not only in ourselves but in our surroundings. This Is one of nature's
laws, and the penalty for disobeying It Is disease.

From New Health, November 1980
Florence Lyndon Meredith, if. D.:
No other single article can compare with soap in respect to the amount of

sickness and death prevented by Its use, Epidemics rage where little soap and
water are used for personal and domestic purposes. Uncleanliness of habits of
living may be considered responsible for more II health than any other one
cause.

From Hygiene, a textbook for college students, P. Blakiston's Son
& Co., 192, page 519.

Therefore, pu lic health demands that we stress cleanliness. Pub.
lic health demands that we make available all the agencies that make
for cleanliness. And, therefore, a tax on this agency would be a
tax on health.

The CUAMMAN. Thank you, Doctor.

STATEMENT Of EUGENE 0. DROXEER, WASHINGTON I). 0.,
REPRESENTING THE INTERNATIONAL BEAUTY AID BARBERS
SUPPLY DEALERS ABBOCIATION

Mr. BnoncxErn. Mr. Chairman and Senators, I a pear on behalf
of the International Beauty and Barbers Supply Deaers Association
as counsel. This organization represents approximately 85 per cent
of the production and distribution of the supplies and equipment
used by the beauty parlors and barber shops of the United States.
There are approximately 60,000 beauty parlors and 120,000 barber
shops in this country. The beauty parlors and barber shops com-
bined employ about 500,000 persons. Manufacturers and dealers
employ nearly 20,000.

About 80 per cent of the wholesale distributors of supplies to
beauty parlors and barber shops are insolvent, because of heavy loss
of business due to largely decreased volume of sales and greatly re-
duced prices. More than ever in the history of the industry beauty
and barber shop installment notes are being returned, and manufac.
turers are being compelled to take back their equipment.

If a manufacturers tax of 10 per cent is imposed on cosmetics and
toiet preparations, as provided in section 602 of H. R. 10236, passed
by the Rouse, the doom of most of the beauty parlors and barber
shops of the country will be sealed, and a large majority of all those
who furnish them with supplies and equipment must go out of busi-
ness-manufacturers and dealers alike. With their retirement the
large army of unemployed will be increased by hundreds of thou-
sands.

The proposed 10 per cent tax on cosmetics and toilet preparations
is both discriminatory and confiscatory. It could not be absorbed by
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the manufacturer, because the manufacturer is not making 10 per
cent on his product to-day. Even if he were, a 10 per cent tax could
not be passed on by the dealer to the beauty parlor or barber shop,
because many of them are unable to pay their bills at present prices
without a 10 per cent tax added, and dealers certainly coul not
absorb a 10 per cent tax.

Ever since the crash of 1929 the national administration properly
has advised an organized campaign to encourage buying by the pub.
lie to promote enexal business recovery and employment. Manu.
facturers and dealers alike have been compelled to sell at almost
profitlessprices to induce buying, which certainly will be discouraged
by the addition of the 10 per cent tax, if imposed; the selling price to
the public would be increased by more than 10 per cent ifthe tax
were not absorbed by the manufacturer and dealer.

That business generally is in a chaotic condition, due to price
cutting is a fact impressed upon Congress recently by representa-
tives 01 leading industries in their petitions for the enactment of
the Nye bill, prohibiting the sale of merchandise below cost as a
trade incentive to the injury of a competitor and for the passage of
the Capper-Kelly resale price maintenance Lill. A 10 per cent tax
on cosmetics and toilet preparations would still further demoralize
business by promoting destructive competition. What is needed more
than anyhing else is the stabilization of business.

The sales by manufacturers and dealers and the service rendered
by beauty parlors and barber shops have reached the lowest level,
with prospects for improvement anything but bright. The receipts
of the beauty parlors and barber shops not only are not able to meet
their installment notes but in many instances can not pay their rent.
The pay received by the men and women at the chairs is so low
because the charge for the service to the public in beauty shops and
barber shops is so small, that employees are not now given a living
wage, and the list of those employed constantly is growing smaller.
This certainly is no time to compel the industry to pay a discrimi-
natory and confiscatory tax of 10 per cent.

The hundreds of thousands of women of this country do not regard
cosmetics and toilet preparations as luxuries, because they have come
to be necessaries in the evolution of human affairs. The hundreds
of thousands of men who patronize barber shops certainly consider
toilet preparations as necessities. It is recognized that well-groomed
men and women have decidedly a better chance in life than those
who appear to poor advantage. Good appearance of the hair and
face are as necessary as good clothes to success in any pursuit. The
combination of both makes a favorable impression helps the indi-
vidual, raises the standard of living, and materially contributes to
the general welfare. The marked progress in society in this direction
should not be halted by a discriminatory tax that will paralyze both
the industry and the profession now licensed and regulated by State
laws.

The Federal Government has had experience with a tax on cos-
metics and toilet articles. Secretary of the Treasury Mills furnished
this to the Congress in his testimony before the Ways and Means
Committee of the House (hearings before the Committee on Ways
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and Means, House of Representatives, 72d Cong., lot is., p. 25) in
the following language:

There are two facts to take into consideration; one as to the administrative
features, the other the revenue you can bring in. You can think of some good
taxes which administratively are impossible. The excess profits, for example.
I defy anybody to think of a better tax in theory or a more abominable one In
practice. We are not going to quarrel with you if you want to put a tax on
cosmetics. We are going to tell you frankly these minor luxury taxes were
very unsatisfactory from an administrative standpoint, and we could not enforce
them uniformly, so that some people paid and some did not, whereas the ones
we suggest are effective, and from an administrative standpoint fall within the
uniformity contemplated by a tax law.

Beauty and barber supply manufacturers and dealers are entirely
willing to bear their fair share of the additional tax burden required
to balance the Federal Budget but they must protest against any
form of taxation that is not uniform and therefore not in conformity
with the letter and the spirit of the Constitution. We feel constrained
to urge that section 60 of the House bill under consideration be
stricken out.

This statement is signed by W. L. Buck, president; Joseph Byrne,
secretary; Walter F. Koken, chairman legislative committee; and
E. C. Brokmeyer, general counsel.

Mr. Chairman 'for the sake of economy in time I will ask per.
mission to file a 6 rief on behalf of the Federal Wholesale Druggists
Association, representing 17,000 independent retail druggists as
stockholders and members.

A brief on behalf of the Connecticut Pharmaceutical Association.
A brief on behalf of the North Carolina Pharmaceutical Asso.

ciation.
And a brief on behalf of the District of Columbia Pharmaceutical

Association. All being briefs of just a page in length.
The CHAMMAN. They will be printed in the recordT following your

statement.
(The briefs on behalf of the Federal Wholesale Druggists Asso-

ciation, the Connecticut Pharmaceutical Association, the North
Carolina Pharmaceutical Association, and the District of Columbia
Pharmaceutical Association are here printed in the record in full,
as follows:)

Bun81' oF FWWML WHOLSALE DausotsTs ASSOCIATION

Hon. Run SMOOT,
Ohainnan Finace Committee, United Statee Senate.

Washington, D. 0.
Dnas Mr. CHAIRMAN: The Federal Wholesale Druggists Association, on be.

half of its 17,000 stockholders and members, independent retail druggists, who
are represented by 25 local companies in the large elties of the United States,
respectfully protests against the imposition of a 10 per cent tax on cosmetics
and toilet articles, the tax on soft drinks and ingredients thereof, the tax on
candy and chewing gum and the taxes on malt extract, grape sirup, grape
concentrate, and evaporated grape juice Imposed in H. R. 10236, recently passed
by the House.

This association is entirely willing to bear its fair share of the burdens of
additional taxation necessary to balance the Federal Budget, but it is re.
spectfully submitted that the drug business should not be singled out to pay
more than its fair share of the additional taxation required. The Federal
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Oonstitution provides for uniformity of taxation as a fundamental principle
and the proposed excise taxes limited to a few articles and industries would La
be discriminatory.

Sincs the crash" of 1029 the national administration has made persistent
efforts to encourage buying on the part of the consuming public. High excise th
taxes on semiluxuries or necessaries certainly would not promote buying by th
the public, Where its buying power has not been curtailed its buying dispo.
sition has. Business generally has found it necessary to stimulate buying by
offering lower prices.

this association respectfully endorses the recommendations presented to the
Ways and Means Committee of the House on January 18 by lion. Andrew W,
Mellon, Secretary of the Treasury, and Hon. Ogden L. Mills, Under Secretary
of the Treasury for additional taxation estimated as necessary to yield the
revenue required to balance the Budget, The proposals of the Treasury Do.
apartment include additional income taxes, estate taxes, tobacco and cigarette
taxes, and additional taxes on capital-stock sales or transfers, conveyances of
Nalty, automobiles and accessories, admissions, radio and phonograph equip.
whent and accessories, telephone and telegraplt messages, and checks and drafts,
These proposed taxes would fall on the stockholders and members of this ase.
elation as well as upon all other citizens and industries alike and be equitable
for that reason.

Respectfully submitted. 0. T. CLoeoHL.Y,
President.

R. N. LM WnUAMSON
.ecmrarv.X . 0. BRoKMM1 b

General Counsel.
PAUL PEAS0 V

Ohairman Legislative Contelttee. el

8111F OF CONNuOIOUT PEAIMACWUTGAL ASSOCIATION r

WVAsZuroTow, D. C., April 19, 1938.

Ohairmtan Finanoe Oommittee,
United States Senate, WashMton, D. C. e

DEa Ma. CHAIRMAN: The Connecticut Pharmaceutical Association, on behalf
of the hundrrls of retail druggists of the State, respectfully protests against
the nuisance, xes imposed in H. R. 10230, passed by the House, to be found in
section M0, taxing toilet preparations 10 per cent; section 611, taxing cameras
10 per cent; section 618, taxing candy 5 per cent; section 614, taxing chewing
gum 5 per cent; and section 015, taxing fountain sirups 9 cents a gallon and
carbonic-acid gas 4 cents per pound.

While these are taxes based upon the manufacturers' selling price of the
articles named, the Ways and Means Committee of the House suggested that
a general manufacturers' sales tax of 2% per cent be passed on by the manu.
facturer to the Jobber, or retailer, where the manufacturer sold directly to the
retailer. Unquestionably, the manufacturer will pass the taxes imposed on to
the Jobber if the House bill become a law, and the Jobber in turn will pass them
on to the retailer. He will have to absorb the taxes or add them to his selling
prices to the consuming public. Retail druggists to-day are struggling for their
existence under selling prices that now prevail and are finding it difficult to
induce the public buy.

Adding 5 and 10'per cent to present-day prices certainly will not encourage
buying by the public. In the case of fountain drinks It will be impossible
to increase the selling price to the public, because they long have been estab-
Ushed in the public mind and the consumer will not tolerate on Increase.
In many cases the soda fountain is the salvation of the retail druggist, his
Income from that source making up for the loss sustained during the rest
of the year. Moreover, the addition of the taxes Imposed by the House bill
to the selling price of cosmetics and toilet articles, cameras, candy, and
chewing gum will greatly reduce the volume of sales by retail druggists
to the public, which already is too small to net a living profit.
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Secretary of the Treasury 1Mills repeatedly has testified to the unmatis.

factory experience of the Federal (overnument In the collection of "nuisance

taxes, which he has pronounced not worth while as revenue producers,.

Thu retail druggists of Connecticut tire willing to bear their fair share of

the additionfl taxes needed to balance the Federal Budget. All we ask is

that the additional taxes be spread generally tand applied uniformly, as theo

Constitution provides.
Respectfully submitted. lluoa P. BnUNK.

Prcvidcent.
ERNST L. GYD,

Choirtala LegIslative Commicttee.
P. 3. GavIn, .

See'etary.
A. C. BbocMKmi

Washinuton Counsel.

Bornw or Noarm OARoUKqA PHAMAVEUTioAL AssoeiATION

WASutNoTON, D. C., April 18, 1939.

1ion. ROD SMOToChc~rmo* Finane Comenitoie,

United tates eate, Woalngton, D. 0.

DwA Ms. CHmMAN: The North Carolina Pharmaceutical Assocition, on

behalf of the hundreds of pharmacists of this State, resietfully urges the

rejection of the revenue bill passed by the House, H. t. 10286, as It applies to

cosmetics and toilet preparations, soft drinks and component parts thereof,

candy, and carbonse acid gas, or sections 01, 602, 018, and 015.

This association well realizes that the Federal Budget must be balanced

to save the Nation's credit and therefore favors the recommendations of the

Secretary of the Treasury to Congress submitted last December, or the bill

reported to the House by the Ways end Means Committee, providing for a

general manufacturers' sales tax of 2%,s per cent.
Either of these proposals If made a law would affect the retail druggists of

North Carolina as much and to the extent as all other citizens. To this they

have no objection, but they do object to being subjected to high discriminatory

excise taxes not applying to all industries and classes of business men alike.

The "nuisance" taxes provided for in the bill passed by the House are not

acceptable to the Treasury Department, according to the testimony of then

Under Secretary of the Treasury Mills in his testimony before the Ways and

Means Committee. The Governmont had experience with nuisance taxes under

the revenue act of 1918 antI found them difficult of administration and not

productive of much revenue because of the cost of collection.

This association is also opposed to section 611, imposing a tax of 10 per

cent on cameras, based on the manufacturer's selling price, and section 614,

imposing a tax of 5 per cent on chewing gum, based on the manufacturer's

selling price.
Experience has shown that manufacturers pass the tax imposed on their

products on to jobbers or retailers, where they deal directly with retailers,

and expect them to pass these taxes on to the consuming public. The latter

is In no condition to pay additional ta=es for the necessaries and luxuries of

life. Since 1929 the problem has been to Induce the public to buy at prices

the lowest in this country in many years. If the taxes proposed in the House

bill affecting retail druggists are incorporated In the bill passed by the Senate

and approved by the President, retail druggists will have to absorb them. This

they can not do in their present circumstances.
Respectfully submitted. A. EA WEATHCLY,

PresWdent.
J. G. Busa, Secretary.
FaUmSiox 0. BOWMAN,

General Counsel.
E. C. BRoxMuzrns,

Washington Oounsel.
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U or ln Dsior on CoLuvxxA PxaacuncAAL AssocaTow

WAsntOwo, D. C., April 18, 19*9.
Hon. Re SmoOr,

04armts lrione Committee,
United State# Hote, Waehhuugton, D. 0.

Dan Ms. CvaMuaN: The District of Columbia Pharmaceutical Association,
representing the retail druggists of the District, hereby records its opposition
to section 602 of H. R. 10286, passed by the House, imposing a tax of 10 per
cent on cosmetics and toilet preparations, based on the selling price of the
manufacturer; section 613 levying a tax of 5 per cent on candy, based on the
manufacturer's selling price; section 615, taxing unfermenated fruit juices 2
cents per gallon, based on the manufacturers' selling price; section 015, taxing
finished or fountain sirups 9 cents per gallon and carbonic acid gas 4 cents
per pound, based on the manufacturer's selling price

The retail druggists of the District of Columbia are entirely willing to beir
their fair share of the burden of additional taxation required to previm a
deficit in the Federal Treasury, but they object to being singled out and com-
polled to pay high excise taxes not imposed upon all other industries, or classes
of business men. In reporting a geosral manufacturers' sales tax to tit
House the Ways and Means Committee frankly suggested that it be passed
on to the ultimate consumer. While the manufacturer unquestionably would
pass the proposed tax on cosmetics and toilet articles, soft drinks, and cnrhonic
acid gas to the jobber or retailer, where the manufacturer deals directly with
the retailer, experience has shown that retail druggists can not pass the taxes
proposed on to the consuming public.

The selling price of most of the articles subject to the proposed tax is so
well and long established with the public that If the tax were added to it the
public would hesitate to buy, or not buy at all. Over since the crash of 1929
an organized campaign has been conducted to encourage buying by the publl,,
due either to the curtailment of buying power, or buying disposition. Impose.
tion of the taxes proposed affecting retail druggists certainly would not stimu-
late buying by the public, promote business recovery and employment, so much
desired.

The representative of the Treasury Department testified before the Ways
and Means Committee of the House when the pending bill was under con-
sideration that the department was opposed to a tax on cosmetics and other
nuisance taxes because difficult of administration and unprofitable.

This association favors the recommendations submitted to Congress by the
Secretary of the Treasury in December last, providing for revenue necessary to,
balance the Federal Budget.

Respectfully submitted.
PAun PAmson, Preident.
A. F. Goasuci, Seremtary.
E. C. BhonMJn, 0C0unel.

Mr. Biaoxzmm. If I may for the balance of my time ask two or
three minutes for Mr. Byrne, who presents two brief statements in
writing on behalf of two other trade associations in this industry.

Senator Rumz. Before you leave I would like to ask you to give us
your definition of the word "luxury."

Mr. Baoxrnu. I would regard, Senator, a fair definition of
"luxur somethingg that is not essential to human existence.

Senar Rm. Would you think that nose powder and rouge came
within that definition I

Mr. lBr ynE. I would not, sir. But I would think that sham.
poos, preparations that in themselves possess value in the way of
removng dandruff and preparations that help the skin, and toilet
soaps, things of that sort, would not come within that definition.

Senator un. I agree with you about toilet soaps.
Mr. BitoKMUYER. Yes, Sir.
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Senator Rzw. But cosmetics are not in the same class as toilet
soaps.Br. BnoictME. Well, if considered by themselves and alone, you

are quite right, Senator, but in combination with other thing that
go to make up a favorable appearance which has come to be recog.
nized as necessary, certainly by the ladies and, incidentally, in bui.
ness, I do not thfnk so. A woman applies for a position and she is
judged by her general appearance. 'hIe first impression. Men the
same way. A good appearance is synonymous with success and
prosperity, and makes a favorable impression.

STATEMENT OP J0SEPH BYRNE NEW YOR CITY, SECRETAY
INTERNATIONAL BEATTY Aii BARS SUPPLY DEALERS
ASSOCIATION

Mr. BrINE. My name is Joseph Byrne, 11 West Forty-second
Street, New York.

The CHARMAN. I understand you want to file certain statements.
Mr. BTrm We have two statements here, Senator, one from the

Beauty Industries Manufacturers Association, and the second one
from the National Hairdressers and Cosmetologists Association, both
organized groups that want to file protests with the committee
against the 10 per cent tax.

The CHAIRMAN. Hand them to the reporter and they will be placed
in the record at this point.

(The statements of the Beauty Industries Manufacturers Associa-
tion and the National Hairdressers and Cosmetologists' Association
are Aere printed in the record in full, as follows:)

STATMMNW OF TH3 BEAUTY INDUST IE MANFAOTUDI2as' AO01ATION AND TED
NATIONAL HAIRDRS5DR5' AND CostMoosst AsSOcxATON

ApRtL 18, 1982.lion. Emc 811OOT,
Olhairman Finance committee,

United States Sente, Washitogton, D. 0.
Dra Ma. CAIRMAN: The Beauty Indiustries Manufacturers' Association,

representing a majority of the leading producers of equipment and supplies
used in beauty shops, has already filed with this committee a resolution declar-
ing its position with regard to the proposed tax.

This association is opposed to an:' form of discriminatory bixation on indus.
try. It is our belief that all lines of business should bear their fair share of the
tax burden.

We are opposed, also, to the exemption of any one class or type of manuf-
tured product from any tax which may be levied on other classes or types of
products having the same general character. As between competitive products,
it is unfair to tax some and not to tax others.

From the viewpoint of millions of American women the service of the beauty
shop is as essential as is the service of the barber shop to the average man.
Durlng the last two years, however, the average beauty shop has suffered a
heavy decline in the volume of its business and an even i-reater decline in its
dollar volume. Prices have been reduced, in many cases te less than the cost
of the service rendered, in a frantic effort to stimulate business and keep the
revenue at a point high enough to meet rent and other fixed charges. Thou.
sands of shops have failed and relatively few of the existing shops are able to
meet their obligations promptly. Under these circumstances any tax which
adds heavily to the cost of the materials used in these shops inevitably will
force many out of business. Such a tax will stimulate bankruptcy rather than
revenue.
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The suggestion has been advanced that cosmetics and other beauty products
fall in the luxury class and should be taxed as luxuries. We respectfully
suggest that If these products were luxuries-which we emphatically deny-
the present would be a most ilopportune time to tax them as such. Most
of the present difficulties of business may be traced to tl'e fact that the public
Is not buying luxuries. The complete stagnation of the "luxury's Industries is
the focal point of the depression. Certainly it is not probable that the levying
of a heavy tax on such products will stimulate their sale. The public is do.
manding lower, not higher, prices.

Our position Is that cosmetics and otiaftr beauty products should be clasS-
fied neither as "necessities of life" nor as luxuries, but as necessaities to the
maintenance of American standards of living, In this great class fall large
numbers of products the consumption of which will be heavily curtailed if
they are subjected to excessive taxation, with inevitable impairment of in.
dustry, reduction of employment and accentuation of the existing depression,

The argument has ben advanced by proponents of this so-called cosmetic
tax that American women will pay almost any price for cosmetic products and
service. This argument Is best answered by existing facts, The prices they
are paying today and the aggregate oX their present purchases of service and
materials are Insufficient to maintain the present industry and return a profit
to those engaged in it. But advocates of such taxation are quite correct In
the belief that the wealthy woman will pay any price. Their error lies in
their failure to comprehend the fundamental fact that the 0,000 beauty shops
of the United States draw most of their aggregate business from the ranks
of the ordinary housewife, the shop girl, the factory worker and the office
woman. These groups are not now In position to pay higher prices. Any tax
which must be passed on to them will curtail sales to them,

We respectfully direct your attention, moreover, to the fact that beauty
shops, which represent the principal outlet for the products of our group, are
now subject to a multiplicity of taxes and regulations, particularly by statess
and municipalities, so that in many parts of the country these establishments
are already laboring under an unreasonable burden. Our manufacturers have
been striving earnestly to reduce costs and have been succeasful to an extent
that has made possible some substantial reductions in prices. The shops have
promptly passed thee reductions on to the public. If now we are forced to
increase prices, the effect can be nothing but disastrous.

We respectfully suaest that section 602 be eliminated from the bill for the
reasons that it is unfair, unduly discriminatory and that it will have the effect
of destroying in large part an industry which, under any equitable form of
taxation, is ready and willing to contribute Its fair shre of the revenue
required.

B|EAUT XNDMUSTrV$: MANUVACTItn5S' Asso, (INc.),
WlLsAUD lowE, Re'retari,

NATIONAL HAIRDEt3S35 AND COSM''OLOOIsTS' AssocIATIoN (Isc.)

SNAT FINANCE COMMI=,
Washington, D. £7.

HoNoaars Sim: I, Emile Beauvais, president of the National Hairdressers
and Cosmetologists' Association (Inc.), of the United States, a nation-wide
organization composed of hairdressing and beauty shops throughout this
country, implore you to rescind the proposed 10 per cent tax on cosmetics and
substitute a more even sales tax that will be borne equally by all.

A 10 per cent tax on cosmetics would be a discriminating act against our
profession, while allowing other professions and industries to go untaxed,

We do not desire to escape taxation, but feel that an even 2% per cent tax
on all concerned would be a fair levy for these times.

Cosmetics to-day are no longer considered a luxury and are to-day as essential
to the modern woman's everyday needs as silk hosiery, etc. The working girl
of to-day must have her cosmetics if she Is to maintain her prestige amongst
the other feminine workers of her office. She to-day is underpaid, and In a
great many cases has suffered a ieduction in salary during these depression
times. To enact the 10 per cent cosmetic tax would be to place an unfair
burden upon this mass of low-salaried workers in this country.
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There are to-day in the %Atted States nearly 60,000 hairdressing and beauty
shops, employing approximately 190,000 people. These shops w cosmetics in
nearly all of their operations, ald In a great many eases depend upon the sale of
cosmetics to balance their budgets. To Impose a 10 per cent cosmetic tax
would be to place a heavy load upon a staggering profession that is already
weak and struggling to exist with patent day evils.

During these depression times, with no reduction from the landlord, our
rices already reduced to ineet the public's purse, and to decrease our Income
y I per cent taxation. I believe that Congress would be enforcing a great

hardship upon not only the 190,000 workers of our profession but upon the
countless thousands of low-salaried office workers of this country.

I therefore Implore you gentlemen to veto this discriminating 10 per cent tax
on cosmetics and to substitute in its place a tax that will be borne by all.

Yours very truly,
NATiONAL HAxonhssms AND CosuvroLoxsTs' AssoerAow (Iwo.),
Bims BVTWA15, Pmw nf

STATEMENT OF NORTHAX WARREN, NEW YOE CITY, 1 1 2.
BESTING TE AMEOAN MAINACTVERS 1 TOILETARBTICLE

Mr. WARDEN. Mr. Chairman and Senators, my name is Northam
Warren. In appearing here to-day to represent the American
Manufacturers of Toilet Articles I should like to make it clear at the
start that we are not here to ask that the tax on toilet articles be
eliminated. Rather, we come here to make certain suggestions in
regard to the method of applying the tax to our industry which
may be hs4pful to the committee in enabling you to impose this tax
ad rai4e the largest amount of revenue with the least amount of
disturbance to our line of industry.

In considering this matter I should like to pointout, first, that the
weight of the tax on toilet articles will fall most heavily on the
people of the least means. ..

Toilet articles are no longer a luxury in the sense that they were
25 years ago. Then toilet articles were bought only by wealthy peo.
pie, and they were made in small quantities and sold at a high price,
at a substantial margin of profit. 'aht, gentlemen is no longer true.
Toilet articles are used by people in every walk of fife, rich and poor
alike. They are sold at all prices, from 5 cents up to many dollars.
They are sold in every city, town, village, and farming community
in this country. There is nothing in the daily life of our people,
particularly as concerns the women, that has a greater bearing on
their comfort, happiness, hygiene, and well-being.

I merely wish to make it plain that from our standpoint this is
not a luxury tax.

At the outset I should like to say that our association is in favor
of a sales tax as enabling the Government to collect the.greatest
amount of revenue with the least disturbance of businesses like ours.
But since the tax that we are discussing to-day is an excise tax on
toilet articles, I will confine my remarkslargely to that.

First, let me say to you that we believe that a tax rate of 2 per
cent represents the highest revenue-producing point in this bill at
which our industry as a whole should be taxed. We base this not
upon statistics, because during the period of depression these are
not available--that is, statistics which will represent the industry as
it stands to-day. It is based rather on our knowledge of our own

915
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industry and upon the considered opinion of the leading operators
in this business.

It is also based upon our experience with the 1917 tax on toilet
articles. It was the unanimous experience of our industry at that
time that a smaller tax placed directly upon the manufacturers would
have produced a much larger net revenue to the Government than
the tax which existed at that time.

I should like to make clear, however, that in recommending a 2 er
cent tax we want a tax upon every article of our industry alike, We
want no exemptions. It should include everything that goes into the
field of toilet articles.

Now it is my understanding that an effort has been made to in-
duce this committee to eliminate the tax upon soaps, dentrifices, and
mouth washes as being necessities. We itave no quarrel whatever
with that position. We are not tr in to define what are necessities
and what are not. But we shouldlike to make it clear that if you
eliminate the tax upon that class of articles you eliminate $100,-
000,000 worth of the taxable turnover in this industry. I base my
figures upon the census figures of 1929, and I deduct from that 30
per cent as representing a conservative estimate of the falling off in
our business since then. That brings the total taxable income of
this industry to $200,000,000, of which it is conservatively estimated
that one-half consists of soaps, mouth washes, and dentriflceb, leave.
ingon the other a net taxable come of $100,000,000.

Now of that $100,000,000 there is quite a large subdivision which
needs to be considered for a moment, and that is the class which
you heard about last night at the hearing of this committee. The
5-and-10-cent store toilet article business. There is a class of manu.
facturers in our industry that makes nothing but articles for the 5.
and-10-cent stores. There are many others of us 50 per cent of
whose total turnover is in the 5-and-10-cent store field. These manu.
facturers make an average profit of 4 k per cent. I can not verify
those figures, but I can say to you gentlemen that that is the profit
which my own company makes on that class of business. And I am
certain that some make less, and a few may make more. But I am
certain 11/2 per cent represents tie average, or nearly that.

How can a man making 41/a per cent on his sales turnover pay
a 10 per cent tax? The 5-and-10-cent stores, who are the customers
for this class of merchandise, have already announced that they can
not and will not absorb this tax, due to the fact that they are deal-
ing with a low-priced, fixed-price class of merchandise. They have
even gone so far as to tell us that they will remove the toilet-article
counters in the 5-and-10-cent stores if an attempt is made to pass this
tax on to them, and I think that that is probably true.

Now, if we manufacturers in that field can not absorb the 10 per
cent tax, a.id if we can not pass it on and stay. in business, we are
confronted with a very serious situation which ultimately will
affect the three or four thousand employees who are engaged in
turning out that class of merchandise.

Not only will the effect be felt upon our own employees, it will
be felt perhaps almost as quickly by the affiliated industries in this
line. Take the glass manufacturers of the United States. They
themselves have told us that of the small glass bottle industry 50 per
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cent of its total output goes to the packaging; of 5-and-10-cent store
merchandise. Then, again, we have the box manufacturers, the label
manufacturers, the lithographers, the manufacturers of metal collap.
sible tubes, and all these allied Industries--there is not any question
at all but what they will be adversely affected.

Now, having taken from the total $200,000,000 taxable turnover
in this business, $100,000,000, we will say, on the assumption that
you are going to exempt it for soaps, dentifrices, and mouth washes,
having taken the $75,000,00 turnover in the 5-itnd-10-cent stores,
by taking only half of it, since half of it is already included amongst
soaps, we have then deducted $137,500,000 worth of taxable sales
leaving between $50,000,000 and $60,000,000 of the higher-priced
merchandise to tax.

Now, I should like to make it plain to you, gentlemen, that I do
not know of any house in our industry that can afford to absorb that
10 per cent tax. It will inevitably be passed on to the consumer.
And what is the result? The result is going to be an immediate
restriction in the sale of toilet articles. That, gentlemen, need not
concern you excepting from a revenue standpoint but it has been the
experience in previous taxation and it has also een the experience
in other countries. The 10 per cent tax will eventually restrict
consumer demand. And the imposition of that 10 per cent tax will
mean hardship to oar industry. There is not any question in our
opinion that there will be, to a certain extent, a consumers strike
against paying this tax on an article of almost daily purchase.

The public wants, better values and lower prices. They are con.
stantly demanding it. And the proof of the fact that the tendency
is in that direction is shown by the enormous growth of the 5-and.
10-cent store 25, 50 cent and $1 articles in our class of business.

Now, gentlemen, we want you to consider also not only the effect
from a revenue standpoint. but the effect upon a class of retail iner-
chants who have a girat claim upon your sympathy and considera-
tion. I am not authorized to speak fbr them, but they are our cus.
tomers. And they have every c aim upon your thought. I refer to
the retail druggists of the United States. It is a well-known fact,
as you gentlemen can verify from statistics already on record, that
the average retail druggist's sales are about 40 per cent in the price
of the class of articles we are describing here to-day. The retail
druggists of the United States have been hit as hard as any other
retail-merchant, perhaps. Ask your neighborhood druggmist.

I was in Texas recently, and I learned from one or two of the
wholesale druggists Mi Texas that in some cases 50 or 60 per cent of
the retail druggists are on the C.0. D. list of the wholesale drug
houses; they no longer have credit with the drug houses and they
have to pay for their purchases from the wholesale druggists from
the cash receipts of the previous day's sales. And I want to tell you
that any restriction, any artificial barrier which is placed on the sale
of anything which is as important to them as toilet articles and al.
lied articles is going to cause then a very serious hardship indeed.

Senator Riuw. If you were in our place how would you raise this
revenue that must be raised?

Mr. WARIMN. Senator I will come to that in just a minute. I am
almost through, and I do not propose to close without recommend-
ing that.
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There is one more thing I want to point out, and that is, we want
to demonstrate, if we can the sincerity of our argument. And I
propose to d10 it tills way: Wiy should we come .own here to Wash.
inon to protest against the 1[0 per cent tax which we certainly are
going to pass on to our customers, in favor of a 2 per cent tax that
we have gut to pay out of our own pockets, if it were not for the fact
that we realize that 10 per cent tax will restrict our business and
there would be a falling off of our sales almost to the vanislring
pointI

As to the effect of a tax of that size. The French Government re-
cently placed a 10 per cent tax on toilet articles. I happen to have
knowledge of the eect of that, because our particular company has
a branch in France. And I can assure you gentlemen that the itho.
meant that tax was placed on toilet articles it met with an immediate
restriction of demand in France. Sales have fallen in all classes of
toilet articles in France. So much so that the French Government
to-day is taking steps and discussing actively the early repeal of
that particular act.

Now there is one thing in this bill which is largely technical, but
which ought to be commented upon in passing, and that is this. The
schedule in the bill should be clarified so as to eliminate the tax upon
raw materials that go into the finished products. As It stands now
these raw materials are taxed, and they are taxed a second time wher
they are put out in retail packages. I should like to suggest that
we are strongly in favor of having the committee insert in this bill
the exceptions that are in section 601(a) of the Ways and Means
Committee bill, or similar effective lan iagn i the formal bill to
prevent the pyramiding of the tax, which know is contrary to the
committee's intention.

,Now, gentlemen, it is evident to its-and I hope we have made it
lain to you--that adequate revenue from this tax can best be obtaned

by taxing the widest number of articles at a small rate of tax. And
we stand on the recommendations of the Merchants' Association of
New York who have been active in measures to balance the Budget,
and one oF whose objectives is stated as follows:

For further needed revenue, the Imposition of exle taxes at lower rates ou
a broad-range of articles not of first necessity.

First and foremost, we want to go on record as favoring a sales
taxes, but whether that be called by the name of a sales tax or by any
other name we want to make it clear, as we said before, that the tax
should be imposed at a low rate and on the broadest possible base in
order to distribute the burden equally and make the tax easy of col-
lection and impose the least hardship upon business.

Gentlemen, in'conclusion I just want to say one thing. We are a
small business. America is made up of small business and large
business. But I am pleading for a small business. I would just
like to leave this one thought in your minds: American toilet articles
have come to a place where they are supreme in the world. Such
things as face creams, manicure preparations, tooth pastes, hair
preparations, and articles of that ind can to-day be imported to
France, which is the home of toilet preparations, and in many in-
stances outsell the French product, due to the fact that our chemists
and our business men have put their thought and their brains into
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this business and made our toilet articles supreme. You can buy
them in every civilized country in the world. And in almost every
instance they will outsell the French, English, German, Spanish, and
every other country's toilet articles.

We do not want coddling. We do not went favors. We would
just like to have you tax us in a way that will not impair our in.
dustry, but will enable us to continue to do business on such a basis
as will enable the Government to get a fair revenue from our
business.

Mr. Chairman, may I submit a brief embodying our arguments,
and also the manuscript which I had prepared as my statement, but
from which I have departed somewhat in my talk?

The CHAWMAN. That will be included in the record.
(The memoranda filed by the American Manufacturers of Toilet

Articles are here printed in the record in full, as follows:)

MICNIOHANDUM FILMT D BY THs AMERICAN MANUFACTURintS Oy ToILET ARTIcL0=

This memorandum Is filed in opposition to the rate of tax ut 10 per cent of
the price for which sold (sec. 602 of H, It. 10230) of so-called toilet preparations.

The section has a wide coverage with 17 separate articles mentioned eo
nomine ind with a ca tchall swiilittide clitse.

oNERAL DESCRIPTION OF THE INDUSTRY

The manufacture of toilet preparations is an ancient iidut4try which has
grown with the elevation of the standard of living and human progress in
hygiene until the business In the United States, Including soaps and shaving
creams, in 1929, the lust year for which statistics aro available, amounted to
approximately $280,000,000. These figures as of to-day, with the failing oft due
to the depression, are approximately *200,000,000 (recent Department of Com.
merce Bulletin showing 40 per cent decrease in business for January tnd
February, 1082).

There are approximately 700 large and small manufacturers of toilet prep.
arations in tie United States, the great majority doing an individual gross
business of $150,000 or less per annum. There are approximately 100 active
and associate members of the American Manufacturers of Toilet Articles.

Were soaps, mouth washes, dentifrices, shaving creams, and similar items
eliminated-and this will be urged upon the committee by representatives of
those particular items--the remaining turnover within tile paragraph would
amount to approximately $100,000,000 per annum.

Of the total remaining business, approximately 87% per cent consists of
products manufactured for sale In 5 andi 10 cent stores. It is impossible to
pass on to ultimate consumers a 10 per cent manufacturer's tax with respect
to this portion of these products reaching consumption through the 5 and 10
cent stores.

With respect to the balance of the commodities, constituting some 25 to 80
er cent of the total present coverage of the section, the 10 per cent tax must
e passed on by the manufacturers, and the Inevitable result of this addition

to the manufacturers' invoices will undoubtedly cause an increase in price to
consumers and a consequent shrinkage in volume.

Profits garnered by manufacturers on merchandise manufactured for the
5 and 10 cent stores are in the range of 4 to 4% per cent on turnover. Such
manufacturers have every reason to believe that the 5 and 10 cent stores, per
their announcement, must and will refuse to absorb any paort or all of the
proposed tax. Therefore, since the manufacturers can not pay the 10 per cent
tax without losing all of their present profits and incurring more than the
equivalent thereof In los.ies, it is obvious that this major portion of the industry
will be extinguished; the sale counters carrying this line of merchandise will be
eliminated by the 5 and 10 cent stores, and the trade will be disrupted.

The entire trade employs some 10,000 workmen, of whom approximately 4,000
are engaged in production of the 5 and 10 cent store products.
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Most of the raw materials and ingredients for these products, such as the
essential oils, balsams, waxes, etc, are imported from abroad and are subject
to substantial duties, and the inipairment of this industry will result In
marked reductions in customs receipts from this source.

The Congress should keep in mind that the reduction of volume by virtue
of the proposed tax will constitute a lower revenue yield than can be premised
on present volume, and this will be coupled with the last-mentioned reduction
of tariffduty collections.

In a few words, the proposed 10 per cent manufacturer's tax will inevitably
destroy one of the largest departments of industry, the serloug impairment of
the remainder, with conmequmt Increase of ratio In overlwd, the necessitous
unemployment of some thousands of the workmen now engaged therein, a
marked reduction of import-duty collections on materials, and the Idleness of
plant and capital now invested in the business.

Furthermore, bottle manufacturers, box makers, tube makers, and can makers
will share proportionately in the reduction of the volume of their service sup-
p le to this esentitl industry. It is estimated that some $50,000,000 per annum

paid by this industry to the other service industries. Special equipment
now devoted to the manufacture of these service products will be rendered
idle in whole or substantial ptrt, The craftsmen engaged In the production
of the service supplies will ind their employment discontinued.

The Government can also look forward to 'he failure of Income-tax collections
from the business houses engaged In the trades affected, who must, of course,
suffer largely in their earnings due to this substantial Injury to their operations.

ARGUMIONT ON T113 VOREGOINO PAYM

Toilet article manufacturers insist that Congresm in dealing with their field
must avoid any assumption that Ilte products of this industry itre to be treated
as luxuries for the purposes of tax policy.

The mass of articles within this field have attained the character of necessl-
ties employed by men and women In the interest of personal hygiene, physical
well-being, and appearance. The improvement in the standard of living has
undoubtedly brought about the use of toilet articles by all classes of society.
It may well be said that these articles are as much of a necessity to-day as is
the bathroom itself. The person of small means, the wage earners, ras well as
the peasons of independent income, have accustomed themselves to employ
toilet articles in their daily habits of life.

While it may be argued that certain toilet articles are luxuries, the per-
centage of such articles within the coverage of this section is trifling. We
believe that such portion does not exceed 2 per cent of the turnover. Yet the
10 per cent manufacturer's tax applies to all the articles mentioned within the
section, and imposes tits tax of 10 per cent thereon.

We point out that these necessitous supplies purchase by men and women
throughout the United States are not occasional or merely incidental reqlulre-
ments, but are in daily °se by the great mass of the American pulolc as metns of
hygiene, physical well-being, and good appearance, now so necessary In the
everyday life of the people. Consumers make regular and continuing pur.
chases of these articles.

We now mention the other manufacturers' excise taxes in the bill:
(A) Fermentable grape juices and cncentrates, 40 per cent; (11) fuo's, 10

per cent; (C) Jewelry, 10 per cent; ID) automobiles, trucks, ani accessories,
1 to 3 per cent; (1) boats, 10 per cent: (F) radios, 5 per cent; (G) refriger-
ators, 5 per cent; (H) sporting goods, 10 Ier cent; (I) cameras, 10 per cent;
(M) matches, 40 per cent; (K) candy. 5 per cent; (I) firearms, 10 per (ent;
(M) chewing gum, 5 per cent,

We dismiss fermentable grape juice and coiwentrates as outside this range
of discussion.

It will be noted that furs, jewelry, boats. sporting goods, cameras, and fire-
arms carry the same proposed rate of 10 per cent; but all of these artlles are
only of occasional purchase; but can not be considered for the mass of the
people as necessities; as are also pleasure boats, sporting goods, cameras, and
firearms which in the main are likewise of occasional purchase only.

The 5 per cent taxed articles, such as radios and refrigerators, are simi'arly
of occasional purchase, and are taxed at only half the rate laid on toilet arti.
cles. Candy and chewi g gum, to a certain extent, tire food products, but are
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lIlxurious types of food products and even they are with many people only
occasionally purchased. The tax thereon iSM per cent only, as against 10 per
cnt on toilet articles.

The only articles taxed at a lower rate than 5 per cent are automobiles,
trucks, and accessories, and the range there Is from I to 8 per cent,

We submit, aside from other considerations of destruction or impairment of
thle trade here involved that a tax on toilet articles in daily use by the Ameri-
can public, equivalent to the proposed tax on furs and jewelry, constitutes
an improper claussification which can not but have a vicious consequence in its
effect upon the habits of the people as well as upon the industry meeting the
people's requirements In this field.

We respectfully state that the difficulty which confronts the committee and
this industry finds its origin in tie vice present in the frame of bill endeavor-
Ilg to select a few industries for heavy excise taxation.

This industry believes in the economic philosophy of a general sales tax of
2/ per cent, despite the fact that such a tax would impose burdens as against
their industry, which would markedly reduce profits on that part of their
business with 5 and 10 cent stores; and while in the hour of national fiscal
need this trade would willingly bear its fair proportion of essential taxation,
it most earnestly protests against being singled out as one of the four or five
Industries which is asked to bear a 10 per cent excise. This means inescapable
and ruinous injury to their trade, accommnled by Injury to a great part of
the public at large who require their products.

The toilet article manufacturers do not seek escape from any tax, but they
do cry out against a tax piled so high that their industry, beyond any dues-
tion of doubt, must be put to such jeopardy and Injury that such part of the
industry as might survive would require years for restoration.

We bring to the committee's attention governmental experience In a foreign
country which verifies what we earnestly assure the committee is the mature
judgment of the experienced merchants In this country as to what will happen
to the domestic trade here If the proposed 10 per cent tax on toilet articles is
enacted in this measure.

The Republic of France recently imposed a tax of 10 per cent upon the
cosmetics and toilet articles. This tax has been proven to be an absolute
failure, the revenue produced from it being negligible and the effect upon the
business and the falling off of the sales being so great as seriously to cripple
one of the greatest industries In France. The French Government to-day ir
taking steps, so we are advised, to repeal tle tax. The same we Im-lieve to
be true In Argentina.

With full confidence in the merits of their case, the manufacturers of toilet
articles state frankly that while they can possibly absorb and survive a reason-
able tax of 2 per cent, they present to Congress their conviction that the tax
of 10 per cent proposed In the measure is unbearable; that the Treasury will
receive more revenue from the 2 per cent tax (and permit the manufacturers
now in the business to survive) than from a 10 per cent tax which the manu-
facturers confidently assure the Congress will be destructive to their business.

CONCLUSION

We respectfully urge our request that the proposed 10 per cent rate he
abandoned and that the Congress impose a tax In lieu thereof at 2 per cent.

AMUWAN MANUrAcuEMS or Tom= ARIO,w,
By H. "ItwaY irTAM, President.

Aan, 18, 1982.
Attached hereto are list, of the active and associate members of American

Manufacturers of Toilet Articles.

AMVIicAN MANUFACTURERS OF TO1LNI A ctimLm

ACTIVE MEMBI

American products Co., The, 8265 Colerain Avenue, Cincinnati, Ohio.
Elizabeth Arden (Inc.), 681 Fifth Avenue, New York City.
Armand Co., Tie, 124 Des Moines Street, Des Moines, Iowa.
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Bancoel, A. P., Co., 501 Fifth Avenue, New York City.
Bejgs, Sone & Co., C. W., Marcelie Laboratorles, 1741 North Western Avenue,

Chicago, Iii.
Blnsco Parfumer, 109 Livingston Street, Brooklyn, N. Y.
Bliss Laboratories (inc.), The, 106 Seventh Avenue, New York City.
Blocki (Inc.), John, 1849 South State Street, Chicago, Ill.
Boncilla (Inc.), Boncilla B1tiding, Indianapolis, Ind.
Burnham Products Co., E., 271) South Park Way, Chicago, i11.
Button Corporation, George W., 5149 West One hundred and thirty-second

Street, New York City.
California Perfume Co., 114 Fifth Avenue, New York City.
Citizens' Wholesale Supply Co., The, 306 Mount Vernon Avenue, Columbus,,

Ohio.
Colgate-4'almolive-Peet Co., 910 North Michlgan Avenue, Chicago, Il1.
Crystal Chemical Co. (Inc.), The, 180-180 Willis Avenue, New York City.
Daggett & Rssmsdell, 2 Park Avenue, New York City.
Deciers' Sr ',.s Corporation, 8400 Morgunford Road, St. Louis, Mo.
Denney & Denney, 21 North Seventh Street. Philadelphia,
Earle (Inc.), Marie, 680 Fifth Avenue, New 'York City.
Elmo (Inc.), Twenty-first and Huntington Park Avenue, Philadelphia, Pa.
Evenod Perfumer (Inc.), 580 Fifth Avenue, New York City.
Factor & Co. (Inc.), Max, 106 North Highland Avenue, Hollywood, Calif.
Golden Peacock (Inc.), (The Paris Toilet Co.) Poplar and Buff Streets, Paris,,

Tenn.
Harper, Martha Matilda (Inc.), 1288 Main Stre t ERst, Rochester, N. Y.
Hopkins & Sono, Ferd T, 480 Lnfayette Street, New York City.
Hoyt & Co., W. W., 295 Central Street, Lowell, Mass.
Hudnut, Richard, 113 West Eighteenth Street, New York City.
Jalel Perfumers (Inc.), 888 West Thirty-third Street, New York City.
Joigens Co., The Andrew, Spring Grove Avenue, Cineinnati, Ohio.
Kiefer-Stewart Co., Capitol Avenue and Oeoria Street, Indianapolis, Ind*.
Klinker Manufacturing Co, The, 0210 Buckeye Road, Cleveland, Ohio.
Krank Co., A. J., 1885-1901 University Avenue, St. Paut, Minn.
Larkin Co. (Inc.), 680 Seneca Street, Buffalo, N. Y.
LsIelle, Perfumer, Newburgh, N. Y.
Lehn & ink Products Co., 688 Fifth Avenue. New York City.
Leigh, Chemist (Inc.), 511 Fifth Avenue, Now York City.
Lever Brothers Co., 164 Broadway, Cambridge, Mass.
Loveland Co., William H., Court and Alice Streets, Bhtwhamton, N. Y.
Luxor (Ltd.), IMO West Thirty-first Street, Chicago, Ill.
MeBrady & Co., . E., 1045 West Van Buren Street, Chicago, Ill.
Matinello Co., 72 Fifth Avenue, New York City.
Mennen Co., The, 845 Central Avenue, Newark, N. J,
Monte Cristo Cosmetic Co., 18 Mast Thirtieth Street, New York City.
Mulhens (Inc.), Ferd., 25 West Forty-fifth Street, New York City.
Noonan & Sons Co., T., 88 Portland Street, Boston, Mass.
Ozzyn Co., 154 Eleventh Avenue, New-York City.
Palmer, Solon, 874 Pearl Street, New York City.
Parfumerle St. Denis, 48 East Twenty-first Street, New York City.
Paris Cosmetics (Inc.), 116 West Fourteenth Street, New York City.
Plnaud (Inc.), 220 East Twenty-first Street, New York City.
Plough (Inc.), 121 South Second Street, Memphis, Tenn.
Poind's Extract Co., 131 Hudson Street. New York City.
Pric-hard & Constance (Inc.), 48 Warren Street, New York City.
Rawleigh Co., The W. T., Spring and Liberty Streets, Freeport, Ill.
Reich-Ash Corporation, The, 307 Fifth Avenue, New York City.
litelger & Co., Paul, 118-424 First Street. San Francisco, Calif.
Ros Co., 243 West Seventeenth Street, New York City.
Styman Products Co., T. M., 2111 Franklin Avenue St. Louis, Mo.
Schultz Co., Lightfoot, 389 Fifth Avenue, New York City.
Sellek (Inc.). C. H., 40 West Twentieth Street, New York City.
Sent-Pray ,-Ye-Nny Co., 650 Turner Avenue, Grand Rapids, Mich.
Slimner Perfume Co., 1001 South Mali Street, South Bend, Ind.
Siehler (Inc.), Adolph, 202 Court Street, Rochester, N. Y.
Stearns & Co., Frederick, M1133 East Jefferson Avenue. Detroit, Mlch..
Stuart. C. H., & Co., Newark, N. T.
Talcum Puff Co., 1140 Broadway, New York City.
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Tetlow Co., Henry, American and Locust Streets, Philadelphia, Pa.
United Drug Co., Greenleaf and Leon Streets, Boston, Mass.
Vadeo Sales Corporation, V. Vlvadou (Inc.), division, 5W Fifth Avenue,

New York City.
Warren Corporation, Northam 191 Hudson Street, New York City.
Watkins, Co., The J. H., 159 Liberty Street, Winona, Minn.
Williams Co., The J. B., Glastonbury, Conn,
Winurlek, Ar. (Inc.), 790405 East One hundred and fortieth Street, New

York City.
Wrisiley Co., Allen B., 6801-0833 West Sixty-fifth Street, Chicago, Ill.

A556001A' EM1338

Adtldion Lithographing Co., the, 245 Hoilenheek Street, Rochester, N. Y.
Aluminum Co. of America, 2400 Oliver Building, Pittsburgh, Pa.
American Can Co., 230 Park Avenue, New York City,
American Commercial Alcohol Corporation, 405 Lexington Avenue, New

York City.
American Perfumes Laboratories (Inc.), 151 West 19th Street, New York

City.
Armstrong Cork Co., Lancaster, Pa.
Arteote Papers (Inc.), 880 Colt Street, Irvington, N. J.
Art Tube Co, (Inc.), 14 Renee Place, Irvington, N. J.
Blschoff Co. (In#,)$ Ernst, 185 Hudson Street, New York City.
Bond Malnufavturing Corpwration, Monroe and Fifth Streets, Wilmington, Del.
Brass Goods Manufacturing Co., 845 Eldert Street Brooklyn, N. Y.
Bromund Co. (Inc.), 10. A., 258 Broadway, New York City.
Bruno Court, S. A. Grasse, France, Van Ameringen.Haebler, (Inc.) 815

Fourth Avenue, New York City.
Buedingen Co. (Inc.), Ferdinand, 815 Hollenbeck Street, Rochester, N. Y.
Buedingen & Son, Wm., 1500 Clinton Avenue, Rochester N. Y$
Burt Co. (Ltd.), F. N., 514 Seneca Street, Buffalo, N, Y.
Bush & Co., W. J., 870 Seventh Avenue, New York City.
Carr-Lowrey Glass Co., Baltimore, Md.
Chirs Co., Antoine, 147-158 Waverly Place, New York City.
Colt's Patent Fire Arm Manufacturing Co., Hartford, Conn.
Compagnle Duval, 82 Cliff Street, New York City.
compagnie Parento, 507 Fifth Avenue, New York City.
Consolidated Safety Pin Co., Bloomfield, N. J.
Continental Can Co. (Inc.), 100 East Forty-second Street New York City.
Dennison Manufacturing Co., 220 Fifth Avenue, New York City.
Descoilonges Fr4res, Lyon, France, BenJ. French (Inc.), American agents,

160 Fifth Avenue, New York City.
De Vilbiss Co., the, 300 Phillips Avenue, Toledo, Ohio; also 25 W48t Forty.

fifth Street, New York City.
Dodge & Olcott Co., 180 Varick Street, New York City.
Dreyer (Inc.), P. I.,, 26 Cliff Street, New York City.
Da Pont Do Nemours Co. (Inc.), Newport division, Passaic, N. J.
Economic Machinery Co. (inc.), 18 Orafton Street, Worcester, Mass.
Emiery Industries (Inc.), St. Bernard, Cincinnati, Ohio.
Euler, C. G., 247 Pearl Street, New York City.
Fillkwik Co., Attleboro, Muss.
Flora Aromatics Co. (Inc.), 920 Broadway, New York City.
Florasynth Laboratories (Inc.), 1518-1583 Olmstead Avenue, New York City.
Foxon Co. the, 225 W. Park Street, Providence, R. i.
Fritzsche Bros. (Inc.), 78-84 Beekman Street, New York City.
General Drug Co., 170 Varick Street, New York City.
Glies S; Son, August, 300 Fourth Avenue, New York City.
Glvaudan-Delawanna (Inc.), 80 Fifth Avenue, New York City.
Goerts & Co., August, 270 Morris Avenue, Newark, N. J.
Hagerty Bros. & Co., 10 Platt Street, New York City.
Hazel-Atlas Glass Co., Wheeling, W. Va.
HItter & Co. (Inc.), 1 Junius Street, Brooklyn, N. Y.
Heie & Co., 54 Cliff Street, New York City.
Helfrich Laboratories of New York (Inc.), 41 West Twenty-fifth Street, New

York City.
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Hlinde & Daudh Paper Co., room 2012 Court Square Building, 2 Lafayette
Street, New York City.

Imperial Metal Manufacturing Corporation, Queens Boulevard, at Thirty.
eighth Street, Lons Island N. Y.
Iunist, Spelden & Co., IlT Liberty Street, Nevv York City.
Ising Corporation, C. E., 183-24 and 188-80 Forty-first Avenue, Flushing, N. Y.
Keller-Dorian 1aper Co. (Inc.), 110 Fifth Avenue, New York City.
Kiefer Machine Co., tile Karl, 919 Martin Street, Cincinnati, Ohio.
Krause (Inc.), Richard M., 804 East Twenty.third Street, New York City.
Landowne Co. (Inc.), J., 501 Grand Avenue, Brooklyn, N. Y.
Laning Co. (Inc.), E, M., 488 Stuyvesant Avenue, Irvington, N. J.
Tiuutler, File (Inc.), 70-80 Beekuwn Street, New York City.
Lemol, (Inc.), Pierre, 200 Varick Street, New York City.
Leoch,rd Wax Co,, Thedor (Inc.), Church Street, Haledon, Paterson, N. J.
Liberty Can & Sign Co., Lancaster, Pa,
Lorscbelder-Sehang Co., the, 140 North Fituhugh Striet, Rochester, N. Y,
Luederu & Co., George, 427 Wasldulgton Street New York City.
Majestic Metal Ipeclalitles (Inc.), New York dity.
Maryland Glass Corporation, Morrell Park station, Baltimore, Ml.
MasehmeiJer, A., Jr. (Inc.), 68 West Broadway, New York City.
Mason & Sons, F. E., Balavia, N. Y.
Metal Package Corporation, 110 last Forty.second Street, New York City.Naef & Co., M., Geneva, Switzerland; Ungerer & Co (Inc.), 15 West Twentieth

Street New York City.
National Art Division of American Colortype Co., 207 West Twenty-fifth

Street, New York City.
New England Collapsible Tube Co. 21-45 Waller Street, New London, Conn,,

and 370 Lexington Avenue New York City.
Norda Essential Oil & 6 hemieal Co. (Inc.), 121 East Twenty.foun h Street,

N1w York City.
Owens-Illinois Glass Co,, 9M Wal 'Street, Toledo, Ohio.
Parsons, St. W., Imports & Plymouth Organic Laboratories (Inc.), 55 Ann

Street, New York City.
Peerless Tube Co., Locust Avenue, Bloomield, N. J,
Perfumer Publishing Co., 482 Fourth Avenue, New York City.
Perfumers' Jewelers' Box Co. (Inc-), 685 Sixth Avenue, New York City.
Phoenix Hermetic Co. 2444 West Sixteenth Street, Chicago, Ill.
Plumly Co., Eugene R, Juniper and Federal Stree0a Philadelphia, Pa.Pneumatic Seale Corporation (Ltd.), North quincy, Mlas.
Polaks Frutal Works (Inc.), 850 West Thirty-first Street, New York City.Pope Publshing Corporation, 250 Park Avenue, New York City.
Powell & Co. (Inc.), John, 114 East Thirty-second Street, New York City,.Quartln Manufacturing Co. (Inc.), Rockaway Boulevard and One hundred

and first Street, Ozone Park, N. Y.Randolph Paper Box Co., the, 1807 Ross Street, Richmond, Vs.
Ritcljie & Co., W, C., 881, West Van Buren Street, Chicago, Ill.
Robertson Steel & Iron Co., W. F., 50 North Lowry Avenue, Springfield, Ohio.
Roseville Commercial Alcohol Corporation, Lawrenceburg, Ind.
Rowell Co. (Inc.), E. N. Batavia, N. Y.
Sagamor Metal Goods Corporation, 818 East Thirty-second Street, New York

Salem Glass Works, 50 Church Street, New York City.
Schmld (Inc.), Julius, 428 West Fifty-fifth Street, New York City,
Schmitt & Co. (Inc.), 0eo., 20 MaujOr Btreet, Brooklyn, N. Y.
Scovill Manufacturing Co., 99 Mill Street, Waterbury, Conn.
Shipkoff Co., 247 Pearl Street, New York City.
Sierra Talc Co., 426 Union League Building, Los Angeles, Calif.
Silver Import Co., George, 461 Fourth Avenue, New York City.
Soclet6 Anonyne Tombabrel Frires, Grasse, France (Orbis Products Trad.

ing Co.), agents, 215 Pearl Street, New York City.
Sonneborn Sons (Inc.), L., 88 Lexington Avenue, New York City.Stanley Manufacturing Co., the, Monument Avenue and Melggs Street, Day-

ton, Ohio.
Sun Tube Corporation, Long Avenue and Broadway, Hillside, N. J.Swindell Bros., Bayard and Russell Streets, Baltimore, Md.
Synfleur Scientific Laboratories (Inc.), Monticello, N. Y.
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Thurston & Braidich, 55 Vandam Strnt, New York City.
Tin Decorating Co. of Baltimore, Boston Street and Linwood Avenue, Balti.

more, Md.
Todd Co., A. M., 1717 Douglas Avenue, Kalamao Mich.
Topics Publishing Co., 291 Broadway, New York City.
Ungerer & Co., 15 West Twentieth Street, New York City.
U, S. Industrial Alcohol Co., 60 East Forty-second Street, New York City.
Van Ameringen-Haebler (Inc.), 815 Fourth Avenue, New York City.
Van Dyk & Co., 0) West Seventeenth Street, New York City.
Verley, Albert (Inc.), 11 East Austin Avenue, Chicago, Ill.
Voss, Karl Corporation, Lipton Building, Fifteenth Street, Hoboken, N. 3.
Wangler-Budd Co 20 West Fouiteenth Street, New York City.
Waterbury Paper Box Co., the, 105 South Leonard Street, Waterbury, Conn.
Webb & Son (Inc.), James A., 110 East Forty-second Street, New York

City.
Wheaton Co., T. C., Second and C Streets Mitville N .
Wheeling Stamping Co., Twenty-first ana Water treats, Wheeling. W. Va.
White Metal Manufacturing Co., 1012-1024 Grand Street, Hoboken, N. J.
Whittaker, Clark & Daniels (Inc.), 245 Front Street, New York City.
Will & Baumer Candle Co. (Inc.), Syracuse, N. Y.
Wilson, Ralph W., 50 Fifth Avenue, New York City.
Wirth (Inc.), Phillipp, 81 Union Square, New York City.
Wirs (Inc.), A. H., Fourth and Palmer Streets, Chester, Pa.
Woods & Chatelller (Inc.), 516 Fifth Avenue, New York City.
Young Bros. (Inc.), 7=Z Eddy Street, Providence, R. I,

ISMOIANDUM ON TOILmr AUTIUCL TAX-S 'rzoN 002

In coming before this committee and representing the Americnm snanufac.
turers of toilet articles, it Is not my purpose to ask that the tax on that industry
be eliminated, but to express to you our feelings in regard to the tax in general.

In order properly to weigh the effect of the proposed tax, It should be clearly
appreciated at the outset that the burden of the tax will fall not upon persons
with large means, or upon the wealthy class, but upon those of limited and small
means who are less able to bear it. The nature of the cosmetic and toilet busl-
tiesses has completely clanged in recent years, Some years ago cosmetics

especially might reasonably have been classed as luxuries. They were sold in
limited quantities at high prices and purchased by those of substantial means.
There was a very limited and selected demand and a proportionately reduced
output and high margin of profit. To-day, by reason of our higher scale of
iving, their use has Increased with amazing rapidity, and it is a matter of

common knowledge that cosmetics are to-day in the most general use by all
classes throughout the United States. They are and form a part of general
modern toilet necessities.

First, let me say that the American manufacturers of toilet articles are in
favor of a general sales tax, We feel that a tax of this character as proposed
by the Ways and Means Committee is the most logical way to raise the revenue
sought and to affect business the least.

I feel that after having gone Into this matter very carefully that the highest
revenue-producing point at which our industry as a whole should be taxed is
2 per cent. This figure is not based upon statistics of to-day, as we have been
unable in the short time to get up such statistics, but it is the result of my
own experience and conversations had with other of the large manufacturers
In our trade and the Government's own tax on our industry in 1917. It is true
that the tax of 1917 was based upon the retail sales price, but It was found
from experience that with the evasions and the cost of policing and collecting
the tax that a manufacturer's tax at a lower rate would have produced as
much or more revenue. In specifying 2 per cent, I wish to make it clear that
this should include all of the items named In this schedule.

I understand that an effort will be made or has been made to exempt cer-
tain of the articles enumerated in the schedule. I am in complete accord with
the exemption of soaps, mouth washes, dentifrices, etc., whih constitute pos-
sibly one-half the entire production of our industry. If you eliminate these
from the schedule, and they amount to about 50 per cent of the total of the
schedule, you bring the total value of our trade to approximately $100,000,000

115102-8--- -59
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per annuin turnover. In arriving at this figure I am taking the Government
census figures for 19, and deducting about 80 per cent for the falling off in
our business for the Inst two yerx, the total business would be approximately
$200O000.

The next subject is the 5-and410-ent articles, or rather the articles which
are sold in the 5-and-10.cent stores. There is a class of manufacturers in our
trade who manufacture them articles of merchandise exclusively. The volume
of the business in the 5-and-lO-cent articles other than soaps, dentifrices, and
mouth washes, is approximately $87,500,000. The average margin of profit
to the manufacturer is about 4% per cent, It in absolutely impossible for
him to absorb this tax. He I confronted by the attitude of the 5-and10-ceut
stores In which they have definitely stated that under no circumstan can
they absorb the tax. Now, it the manufacturer of the 5-and-1O-cont articles can
not poss on the 10 per cent tax lio can not remain in business and absorb it,
This would mean, roughly, that of the total number of employees in the' busi.
ness upward of three to four thousand would be discharged.

The effect on the bottle Industry would be equally disastrous. Fifty per cent
of the entire small bottle Industry to-day is occupied In the manufacture of 6.
and-lO-cent containers, and I can safely say that the same would be true of
the box manufacturers, the label manufacturers, lithographers, and many
allied Interests which depend so largely on this class of business.

That brings us to the last proposition. If you eliminate son a, tooth pnstes,
and mouth washes, etc., and put out of business or exempt the 5-and-0-cent
articles you cone down to a renmaltider of approximately fifty to sixty million
dollars, which nonexempted articles are all that remains of the schedule,
Now the effect of a 10 per cent tax on these articles would be an immediate
increase in price, as the 10 per cent tax must be passed on. No manufacturer
In business to-day, In my judgment, could absorb It. This means a higher
selling price which Is exactly contrary to the present temper of the American
people. They are seeking always lower-priced merchandise, as is demonstrated
by the enormous growth of the 5-and-1O-cent stores. The falling off in sales,
in my judgment, would he enormous.

A passing on of the 10 per cent tax to the retail druggists, numbering
approximately 50,000 In the rated Btates, who are nlrendy hard hit, nnd the
volume of whose business In toilet articles Is 40 to 50 per cent of their total
sales, would cause an immediate rectriction of their sales by the increase
in the price of merchandise, as we believe they will be unable to sell the
merchandise at any higher price In this falling market and would suffer
serious los,

Why would we manufacturers come down to Washington to protest a 10
per cent tax which we can not absorb and would not hear If we did not realize
that the harm would be In the falling off of our miles to the almost vanishing
point? So that the revenue whieh would be produced from the smaller
volume of sales of the nonexempted articles would be unproductive. Whereas
on a 9 per cent tax on all the articles In the schedule, It Is safe to say, that
little If' any of it would be passed on to the ultimate consumer, snd the
maimum yield obtained.

The Republic of France recently Imposed a tax of 10 per cent upon toilet
articles. This tax has been proven to be an absolute failure, the revenue pro.
duced from it being practically negligible and the offect upon the business
and the falling off of the sales being so great as to serkusly cripple one of the
greatest Industries of France. The French Government to-day Is taking steps,
so I am advised, to seek the repeal of this tax.

Another loss of revenue which the Government would sustain from tho
falling volume of sales of the nonexempted articles would be the immediate
falling off of the customs returns from the import duties on the raw materials
going Into the manufacture of toilet articles, as practically all of those raw
materials, essential oils, balsams, waxes, and other articles going Into the
manufacture of the finished product, come from abroad.

I feel also that the schedule ns written In the House bill should be clarifiel
so as to eliminate the tax upon the raw materials which go Into the finished
product, Now it Is a pyramiding of the tax up to the time they are put out
as the finished product for final consumption. We are strongly In favor nf
having the committee Insert the exceptions In section 001 (a) of the Way and
Means Committee's original bill or similar effettve language In, the formal lill.

It t evident that adequate revenue can be best obtained by reducing the tax
and spreading It over a larger number of articles, and we wish it to be under.
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stood that we stand squarely on the recommendatlon of the Merchants Associ.

tion of New lk, which has joined actively in further wide efforts to balant

tile Budget, and one of the objectives of the merchauts' soclatholo is stated,

Us follows.
,For further needed revenue the Imposition of excise taxes at lower rates on

a broad range of articles not o1 first necessity.. 
. .

As I said in the ou.t.et this association desires to go on record it favoring

a general sales tax, and whether it be called a general sales tax or b), siua

other naie .possibly more acceptable to Congress. we do believe and seriously
ht rate atid u itavr

urge the imposition of excise taxes should be at a low r ti er

broad range of articles, and that we should not be singled ou or t mposion

of a tax so large that it will seriously Impair the industry.

STATEMENT 0OF LEV COOKE) WASHINGTON, I. 0., aEflEBENTING
AXEZICAN XKANUEAOTUEBS 07 TOILET ARTICLES

Mr. CooKs. Yes. If the committee please, the vice of this tax

rests in this fact, that it is one of five or six 10 per cent taxes on turn-

over in industry.
Furs may be luxuries, and other items may be luxuries but if t hey

be luxuries they are articles of occasional purchase only. A lady

buys a fur coat and wears it for two or three years. The same may

be said of the other articles that are taxed at 5 and 10 per cent. But

the product of this item are of daily purchase by the mass of the

people of this country. It is unfair to this industry and the country

ihat the manufacturers of the product should be subject to a 10 per

cent tax on every bill of goods that they sell for constant, regular

supply. This is an essential thing. loned luxuries. There may
The Senator from Pennrvani mentioe uuis hr a

be a trifling percentage of luxuries within this action 602 but the

great mass of them have become necemities. For instance, lace pow-

der was mentioned. Every baby in the United States needs powder.

There is not a hospital in the country that does not use powder in

the treatment or handling of a young baby. Every mother needs it.

It is as much of a necessity as swaddling clothes. It is considered so

bys8dctors and nurses.
senator Rsxo. Babies do not need rouge, do they?

Mr. Coon. They do not need rouge while they are babies. But.

the female child as she grows may require that as a matter of the

common custom of the people, and that common custom of the

people in the way of a necessitous custom so far as the mas of

rhese articles is concerned, should be considered by the committee.

I will call attention again to the list of those articles that are

taxed at 10 per cent. I mentioned them the other day. We will

leave out fermentable grape juice, which is at 40 per cent. But

furs, jewelry, 10 per cent. Boats at 10 per cent.
Senator Rtm. Do you mean that fermentable grape juices are not

the common custom of the people?
Mr. Coons.. I do not know about that. But they are out of the

range of this 10 per cent tax because they are at 40per cent, and I

do not care to discuss them in comparison with toilet articles.
Sporting goods 10 per cent. Cameras 10 per cent. Fire arms

at 10 per cent. Those articles are all oi occasional purchase. A

person who buys a fur coat or a shotgun does it only once in a long
period. But the men and the women of this country tre accustomed

to buying these articles as a daily supply.
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The matter was mentioned regarding a neceusary correction in
the section to prevent a double tax on many of the articles named
in this section which go into manufacture. Such things as petroleum
jelly are basic material for the manufacture of these finished prod.
ucts. I do not think that you can rely on the section as shown in
the House bill as being complete for this purpose, because that was
designed for a general sales tax. That i the originally reported
bill.

I would suggest that in line 5 osi page 288 there be the insertion
of the phrase: "If not sold for further manufacture." Otherwise,
you will be taxing the basic raw material and then putting a tax
on it again in the finished product.

The French experience which was mentioned by Mr. Warren ap.
p ears about the same as in the Argentine. They have a 10 per cent
tax on these products, and it is a tax that does not yield much and
is very disturbing to the people--not yielding revenue, and there.
fore they are planning to do something else with it.

I speak primarily for the service-supply houses which furnish
from $40,000,000 to $50,000,000 worth of containers and other neces.
sities that go with the manufacture production, and preparation
for the market of these articles. Tlhey are glass blowers, tube
makers, paper makers, and others operating in a number of fields
which serve this trade. They employ some thousands of men fur-
nishing these materials to the toilet article manufacturers. If there
is a 50-per cent reduction, as is positively anticipated if this 10 per
cent tax goes on, there is a 50 per cent reduction in the business
of those many manufacturers who have their machinery, their work.
men, all of the plant necessities and necessaries for producing this
great variety of articles.

That brings me back to the original position. To pick out toilet
articles, whether on the theory that they are necessities or other-
wise, whether it is on the theory that they, are luxuries or other.
wise, to bear a 10 per cent excise tax, is piling a mountain on this
industry that it can not sustain.

Senator REED. Would your clients object to a general manufac.
turers' excise tax?

Mr. CooxE. On the contrary, I think that Mr. Warren, who pre-
ceded me, expressly stated that* to be their position. And I- do
not think they take that p-sition only because they have been singled
out amongst six industries to bear this terrific tax on this tremen.
dous turnover. That is the wise way in which to make all trade
and all consumption in the country bear this emergency taxation.
You injure greatly any one business which, with a few others you
select to sustain so large ayield of tax from their particular busi.
ness. This is ruinous to 5Oper cent of the business of these mer-
chants. They will not only make no profit, but they will see the
business go to the point where they can not make a profit. It is
the age.old failing of killing the sow in order to get quick pork.
You ihould at least allow the production to continue. And only
bi spreading can you raise the sum which you have in mind and
at the same time relieve the few individuals now named from very
great injury.
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I could speak equally earnestly in behalf of any other operation
named for these special high taxes. It is a matter of common con.
cern to the people that ths business be not ruined, and it seems to
me that the only way that the Con gress fairly can acknowledge the
existence of that concern, both within the individual industry and
outside of it, is to make the spread so wide that at lest it will
be thin enough for the industries named thereby to breath there.
urider.

Thank you, very much.
The CwAmMAn. Dr. John F. Anderson.

STATEMENT OP DR. 1. t, DURRETT, NEW YORK CITY, DIRECTOR OP
PROFESSIONAL RELATIONS, Z . SQUIBB & SONS

Doctor Duanrr. Mr. Chairman and members of the committee,
my name is Dr. J. J. Durrett director of professional relations,
E. R. Squibb & Sons, New York City. I am appearing for Doctor
Anderson who can not be here to-day. Later I wish to insert Doctor
Anderson's statement in the record.

I wish to make a short statement on behalf of the following manu-
facturers: E. R. Squibb & Sons, New York; Sharp& Dohme, Phila-
deiphia; the Lambert Co., New York; the *onite Products Corpora-
tion, New York; Lehn & Fink (Inc.), New York; the Pepsodent Co.,
Chicago; the iodent Chemical Co., Detroit.

I am a appearing in connection with Ptction WO.4 of the act. We feel
that deniWrices and antiseptic mouth washes are classified in this
section with articles that are properly classifiable as toilet prepara-
tions. That dentifrices and antiseptic mouth washes are now medical
necessities, The public-health programs throughout this country
definitely require dentitrices and antiseptic moufh washes for their
proper execution.

For 14 years I spent all of my time as a health officer, and I had
to do with the forwarding of mouth-hygiene campaign, and I know
that they can not be successfully managed unless you have dentifrices
and mouth washes.

I know, too, that the dentists of this country feel that they must
recommend to their 'patients the use of dentifrices and antiseptic
mouth washes in order to properly care for their patients.

Now, with these definite facts in view we ask that the committee
consider the elimination from this section of these necessities,

We realize also that it is necessary for the committee to increase
revenue in certain lines in order to balance the Federal Budget.
Certain of the manufacturers represented here that I speak for
manufacture a full line of toilet preparations, and we are not offering;
any objection to this committee's imposing the tax propolld in this
act on those preparations that are not properly classifiable as medical
necessities.

Senator Rai. How about toilet soapt
Doctor Dunrr. I feel that toilet soaps probably are not in the

class of medical necewities. They probably are necessities, however,
it the broadest sense of the term is used.

929
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Senator lauw. That would include the cheapest form of hand
sop as the section is written.#

Doctor DUan. Yes. I think it could be properly classed as i
necessity, but I think it can not be properly classed as a medical
neceflsi.

1 wis to present for the record the statement of Doctor Anderson,
The CaAMMAN. That ma be placed in the record at this point.
(The statement of Dr. John F. Anderson is here printed in the

record, in full, as follows:)

STAIOMNT Or JOHN F. ANiwSON, M, D.

Mr. 0.htairman and members of the committee, I om Dr. John F. Anderson, of
New Brunswick, N. J. I appear in opposition to that part of section 602 of the
WrOlmred revenue net which nakes subject to taxation dontifrices and ntimseptle
mouth washes. I happen to be a vice president of I. it. Squibb & Sons, but I
am also a physician and was formerly director of the National Institute of
Health, United States Public Health Service.

I9. R. Squibb & Sons have, ever since the Civil War, been very closely allied
with the medicul and dental professions with pride In high-quality medicinal
preparations, I may say that other manufacturers of dentifrices and antiseptic
mouth washes are also very much interested in the elimination of this proposed
legislation.

I am authorized to speak not only for U. R. Squibb & Sons but also for the
Lambert Co., Zonite Products Corporation, Iodent Chentical Co., the Pepsodent Co,,
Sharp & Dobme, and Lehu & Fink (Inc.), which represent approximately 75 per
cent of the production of dental creams and approximately 90 per (eat of the
production of antiseptic mouth washes in the United States. However, some of
these manufacturers, including IE. R. Squibb & Sons, manufacture In substantial
quantity articles other than dentlfrices and antiseptic mouth washes, which
articles are included In the proposed tax; but no protest is being made against
the inclusion of such other art les It is only with respect to dentifrices and
mouth washes, which have a distinct and broad health value, that any opposition
is expressed.

I hive come respectfully to request tisls committee to revls, the provisions of
House bill No. 10230, geption 0., under which it Is pIroponed to impose a tax
of 10 per cent on the price of tooth and mouth washes, dontifrices, and tooth
pastes. Thets art'les, tre closed in this section with perfumes, essences,
extracts, toilet waters, cosmetics, petroleum jollies, pomades, etc., but it is
submitted that they are of a distinctly different category and are not properly
to be considered am more tolhet preparations, but rather its important means
of protecting the health of the Nation.

The general sales tax as originally Ir Sled to the House of Rtpresentatives
was eliminated, but the present proposed bill, which Imta,,ses sales taxes only
on such generic articles as toilet preparations, furs, jewelry, automobiles, boats,
radio receiving sets, mechanical refrigerators, sporting goods, firearms, cameras,
chewing gum, candy and soft drinks, also includes among it& specific provision
a very substantlil tix on dentifrlees and antiseptic mouth washes which are
not only In common use by all classes of society throughout the Nation, but
are actually very important preparations for the protection of health.

The importance of oral hygiene In connection with the general health of
an individual hom now hoemi, universally recognized. Great sums have been
expendedl by the State municipal, and Federal departments, boards of educa-
tion and workers in Zild hygiene to Instill in the minds of the people, and
particularly in the minds of cldhren and younger adults, the great importance
of daily cleansing of the teeth and the use of mouth washeg which will tend
to prevent or counteract the spread of infections in the mouth and throat.

I think one may fairly say that, due to the emphasis placd upon the necessity
for the constant use of dentifrices and mouth washes, as well as to the training
and skill of our dental and medical profeions, this Nation as a whole has
advanced far beyond most other nations in the care of the teeth and ..he mouth.
Any burden on the manufacture or consumption of these articles at any time
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would sem to be inadvisable, but in the present depressed economic condition
of the country any such burden is apt to cau very direct and harmful
consequences.

It is an Incontrovertible fact that in times of economic distress, soch as those
through which we are now passing, the health of the people as a whole i
adversely affected. tn an effort to make their reduced Income cover what they
deem their most essential needs, there is a definite tendency to avoid expnd
tr se for what Anay be deemed health protection, It has been proved that the
results of such neglect have far.reaching effects which persist years after the
period of economic distress has passed

This is particularly so IQ the fav, of children and young adults who tuay
never recover from the years of neglect of well-known sanitary and health-
promoting measures imposed by economic conditions. Among these neglected
measures are proper care of the mouth and teeth. It is certainly true that
when the teeth are not given proper care, decay of the teeth Is more apt to
occur. There is also a tendency for the development of the condition known as
pyorrhea, which Is a condition of the gums familiar to all. Au a result of the
decay of the exposed surfaces of the teeth -and the effects from pyorrhea,
abscesses which have far-reaching effects not infrequently develop at the roots
of the teeth.

It Is recognized that these conditions are to a considerable extent preventa-
ble by proper care and proper cleaning of the teeth with suitable and safe den-
tifrices and the use of antiseptic mouth washes, together with the oversight
that is given by the services of a qualified dentist.

Dentists and physicians have for years been emphasizing the vital importance
in general health of the proper cleaning of the toeth with suitable dentifrices
or tooth paste, aided by the use of antiseptic mouth washes. The use of den.
tifrices and the toothbrush is of even greater importance at this time because
many persons are unable to employ ',he services of a dentist due to reduced or
failing income.

It is recognised that the mouth Is the portal through which many infections
reach the system and from which dangerous diseases result. Among the dis-
eases contracted by germs gaining entrance through the mout are influus,
septic sore throat, typhoid fever, diphtheria, scarlet fever, and others. Ab-
scesses not infrequently develop at the roots of neglected and decayed teeth,
causing the development of rheumatism or joint pains, kidney diseases, heart
disease, and Infections In other parts of the body.

It In, therefore, respectfully submitted that such a tax is definitely a tax on
health protection and, therefore is against public policy and the general wel-
fare of the people. The imposition of such a tax will cause many persons,
on account of the Increased outlay required, to neglect the important health
procedure of properly cleaning the teeth and mouth which will have its effect
In Increased morbidity and mortality from preventable disases for many
years after these trying times have passed.

The present section in which this proposed tax is levied has been taken In
almost exact terms from a similar provision contained In the act of June 18,
1898 (80 Stat. 468), enacted during the Spanish.American War, by which cer.
tain so-called luxury taxes were imposed. It can only be said that this is a
most unfortunate reversion to a concept which way have existed over a genera-
tion ago that the articles In question could be classed in the same category as
luxuries or toilet preparations. However that may be, it Is recognized, through
the immense progress made in the realm of oral hygiene, within the last 20
years that these articles whi(' may have been considered luxuries in 1898 are
now necessities vital to the preservation of health. In 1929 The Country
Home, a periodical in the farm field, determined that 91.8 per cent of families
used dental cream. In 1981 the Memphis Commercial Appeal determined that
85.8 per cent of families used dental cream and that 08.9 per cent of families
used mouth washes. In 1931 The Milwaukee Journal, in a very extensive survey,
determined that 09.9 per cent of families used dental cream and that 10.6 per
cent of families used mouth washed.

I therefore respectfully urge this committee and, through this committee,
the Senate of the United States, to eliminate, in the interest of the health of
the Nation, from the bill under consideration this anomalous provision. I
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STATEMENT OP W. BRUCE PHILIP, WASHINGTON D 00 ,ATTORNEYu
AND DRUGGIST REPRESENTING THE NATIONAL ASOCIATION
OF RETAIL DRGOGISTS

Mr. Pniup. Mr. Chairman and members of the committee, I ap.
ar before you on behalf of the National Association of Retail

£ruggists as their counsel, and also as a retail druggist, and I hope
to p ace this section of the bill on cosmetics and toiletries in a lg
whore you can see how it will affect these retail druggists.

It has been stated that you are considering a 10 por cent tax on
cosmetics, toiletries, ond dental preparations to collect $25,000,000
revenue.

An analysis of this part of the revenue bill I hope will convince
you that it is not in fact such a measure.

This so-called cosnetic tax is at least a $12,500,000 tax on the
independent retailers throughout the Nation, for the retailer must
absorb at least 50 per cent of the $25,000,000 tax.

This $12,500,000 that must be absorbed falls heavily on the 53,000
independent retail druggists. The majority of these 53,000 are
represented by the National Association of Retail Druggists.

There is no legal or economic reason why the manufactirer should
absorb this tax. The manufacturer of cosmetics and the other items
taxed depends on advertising, his name, and the need for the article
to sell his products.

Some few manufacturers of these articles may for a while absorb
this tax, but common sense and past experience tells us that over
half of the manufacturers will idd the amount of the tax, with
extras to the wholesale price.

On items retailing for 50 cents and under this additional whole.
sale price of 10 per cent can not be added to the retail price.

Tae an example: Daggett & Ramsdell's 25-cent at retail tube of
cold cream is listed at $2 a dozen. Add the 20 cents a dozen, 10 per
cent, and say 5 cents a dozen to take care of the manufacturer's book.
keeping, and we have a new wholesale price of $2.25 a dozen. The
retailers p rice would remain the same.

Items that cost the retailer from $1.75 to $2.25 a dozen sell at
retail for 25 cents. Those costing from $8.75 to $4.50 a dozen have
a selling price at 50 cents. Items selling under 25 cents at retail are
even more difficult to change as to retail price, unless the price is
downward.

Therefore, in this keen competitive market, the retailer is facing a
10 per cent tax on a line of products that can not be passed on to fhe
consumer.

Therefore, you are not considerin a cosmetic tax for half must
be absorbed at least by the retailer. hs is a $1215@ 000 tax on the
retailer for the privilege of selling these items. These items are
now a considerable par of his business. It is not a cosmetic tax,
It is not a manufacturer's tax. It is not a tax on the consumer of
cosmetics.

Income-tax returns for 1981 showed that the retail druggist made
little money last year. To absorb this $12,500,000 for the privilege
of selling these items the druggist must make still less money, get
into the red, go further into the red, reduce clerks' salaries, or mark
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up the selling price on items not mentioned in the revenue measure.
Therefore, this becomes as to the retail druggist a tax on the sick.

Every independent retail druggist is in a smaller or a larger way
a manufacturer of cosmetics and the items taxed. The keeping and
checking of these records will be to the druggist an expense. The
collecting of many small amounts will cost the Government more
money than they will receive.

Coming to the question, What is a cosmetic and what is a medicineI
It is no eay matter to decide, for a cosmetic is often a medicine.
Hundreds of cosmetics to-day are in the opinion of millions just
as essential to a sick body as a medicine. Burns from electric ma-
chines and ordinary sunburn are often healed by using cold cream
and lotions. Those so-called cosmetics, when needed, are the best
inedicinec. In fact, they are the only medicines the physician may
prescribe. Therefore your tax is in part a medicine tax.

Schools spend thousands of dollars teaching our children hygiene
of the mouth. The theory of your tax bill is to raise the price on
items used to keep the teeth clean and the mouth healthy. Mouth.
hygiene preparations that help to encourage children to follow
healthful habits should not be increased in price.

Therefore taxes on cosmetics, jewelry, candy, chewing gum, and
other items selling t retail for 50 cents or under are in reality a
retailer's tax.

Taking the amount your bill intends to raise and we have $80,
000,000 for the retailer to absorb. How can he do itI

Taking the soda fountain sirup tax, which I would like to touch
on because it affects the retail druggist, can you seriously expect to
collect the soda fountain sirup tax from allI Unless officers col.
lect every Saturday or Sunday night from thousands of wayside
beverage stands, you will have thousands of violators of this tax law.

The retail druggist with a fixed place of business is in keen com-
petition with transient places of business. 0

The least I feel you should consider doing is to exempt items sold
for 50 cents and under, exempt manufacturers up to $B,0 of manu.
fractured products a year.

Every person now having any kind of an occupation that offers
a living should be encouraged to keep at that calling.

Changes at this time crowd other industries, reduce wages, and
increase the number of unemployed.

The CHAiRMAN. Would you prefer a general sales tax I
Mr. Pumpi. The National Association of Retail Druggists from

past experience, for instance with stamp tax in the Spanish-Ameri-
can War, has had such an experience that they have gone on record
as opposed to a sales tax. We are willing, I am sure, to pay our fair
portion of any burden or any tax that is imposed.

Senator Rim. How about a uniform manufacturers' excise tax?
Mr. PnuP. As I said, Senator Reed, I am in the position that

our association has gone on record against a sales tax.
Senator Rpm. I rmow, but I am not talking about a sales tax; I

am talking about a tax something along the Canadian system imposed
on the manufacture of all manufactured articles except food or
clothing.

gas
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Mr. Puru,. Any sales tax we fear will be passed on to us. If
the tax can be passed on so it is fairly borne, we will say, by the
manufacturer, the retailer, and the consumer, or passed on to the
consumer, we certainly would favor it. But the Canedian tax, as
our Canadian druggits have told us, is in a measure not as satis.
factory as we ho;dVIt would be.

Senator RIo. It is 6 per cent. Nobody suggested any such rate
here.

Mr. PaRun. We, of course, are consumers and as consumers we
always are willing to pay our fair share of tie tax.

Senator.CoNAuir. Have you any other suggestion to make where
we are going to get this money if we take it off these articles you
are complaining aboutI Where are we going to find itI Can you
tell usI

Mr. Pmu. I feel, as far as the retail industry is concerned we
will be in less of a position to help you with other taxes if this is
put on. In other words, you will make the task of collecting your
othor millions or billions of taxes harder, both for ourselves andthe
community, for the community does depend on us for rent and a
thousand and one other things.

IM4



TAX ON FURS

The CRAmMAX. Mr. M. Gettleman, of Atlantic City, N. J.
Mr. Sua C. Baz. Mr. Chairman, I would like to submit for Mr.

Gettleman a very short brief, as he was unable to be here [reading]:

ITAThMINT OP K. X XTTU UA ZITAIM l UIfl, ATLANTIC OITY, N. X

Mr. GrrnzUAI. At the outset, we wish to say that we are not objecting to
taxation of the fur Industry. We are willing to do our share to balance the
Budget, and our objection to the present tax is to the method of levying it.

The Government will never collect $20,000,000 from a manufacturers' or re-
tallers' tax on fur, am it expects to do. The Oovernment will be fortunate to
collect one-quarter of that amount. A brief survey of conditions in the fur
Industry shows that it is one of the hardest hit by the depression or other de.
fects. To burden it now with a 10 per cent tax virtually means ruin to many
of the big houses In the business, with a consequent loss of the income taxes
now being collected from them, increased unemployment, and so on. This cer.
tainly will not help balance the Budget. Im any business to-day able to stand
a 10 per cent tax?

A manufacturers' or retailers' sales tax on furs will be hard to collect. There
are thousands of small retailers and small specialty shops In ladles' apparel
throughout the country in which furs are assembled. Most of these shops are
so small they do not keep books, and with business as bad as it is, It is easy
to see that many of then small shopkeepers will evade payment of the ia
tax.

Past experience with the war tax on furs shows that the cost of collection
and investigating tax returns on furs und the court costs Incurred and puttingrole out of business were not warranted considering the total tax collected.

auchn condition is quite unfair to the larger fur houses which are willing to
pay their fair share of a tax and make correct returns, and they should there-
fore be protected by the Governmeut from unfair competition in this respect.

But a tax on furs can be levied in such a manner as to distribute the burden
equitably so as to be acceptable to the retailers, manufacturers, raw-skin dealers,
and manufacturers of fur trimmings for cloth coat houses; and at the same time
net the Government much more money with a much easier method of collection.

We submit a 5 per cent tax on cost be Imposed on dressed skins, payable by
the owner of the skins before they leave the dressing establishment. Such a tax
gives the Government a check on every skin used in the country anti the tax
is also readily collectible. The committee should understand that dressed skins
represent on the average 75 per cent of tle value of the finished article.

To facilitate the collection of the tax the Government can put an agent in
each dressing establishment in the country-there are only 84 iti all. Such
agent could cause each skin to be Government stomped before leaving the
dresser, and in that manner the Government is assured of collecting 100 per
cent of the tax due.

There is little likelihood of the Government being defrauded by the merchants
undervaluing skins sent to the dresser. There is so much risk involved in
dressing skins that no merchant can afford to risk undervaluation of met-
chandise to escape a 5 per cent tax. Dressers are usually responsible for all
damage.

In the case of imported dressed skins, the tax can be collected at the custom.
house.

Our plan is desirable because present stock of dressed skins In the hands of
merchants would appreciate in value by the amount of the tax imposed. This
would materially strengthen the morale of the industry, which at present is
badly shattered.

We most earnestly urge your careful consideration of the above with a view
to imposing an equitable tax in the manner described, which will serve the
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double purpose of ruakins it 1atively eay for the Government to eOntrol the
amount of tax due as well as placing the tax where it belong,

The CHAIRMAN. Mr. Henry Rosen, New York City.

STATEMENT 0 UR ROSEN R, SNTIN W YORK FR
TRIMXJ XANU RFA0 M01' ASSOCIATION, NEW yOZ
OTY
Mr, Rossr. Mr. Chairman and gentlemen of the committee, I

represent the New York Fur Trimmings Manufacturers' Associa.
tion. It is an organization composed exclusively of manufacturers
of what are known as fur trimmings. There is a distinction between
the articles that are manufactured by those engaged in the manu.
facturimg business in the fur industries. Skins may be manufactured
entirely into completed coats or into completed neck pieces or they
may be manufactured into collars and cuffs, and these collars and
cuffs are called trimmings. A set consists of a collar and two cuffs,
and these trimmings go on and are sewn on the cloth coat manufac.
tured by the cloth-coat manufacturer, and the whole when finished
forms what Is known as a fur-trimmed coat.

Now, I represent exclusively that branch of the industry which is
engaged in the manufacture of these trimmings. I am going to let
the following speakers take up the question of the completed fur
garment and the neck pieces. I am going to address myself spe.
cifically to this branch of the industry.

The article itself is an unfinished article. It is not an article which
is sold to the consuming public. It is an article which is passed on
to another manufacturer and by him manufactured into a fur.
trimmed coat. It has utterly no utility as such, it has no separate
value, it has no use whatever, unless it is first sewn upon a cloth coat.

I deem it my duty to call to your attention the fict that this bill
was taken bodily from the revenue act of 1918, at a time when the
fur.trimming industry was virtually in its infancy, and the general
impression was that it was not intended to tax fur trimmings. The
peculiar wording of the section itself taxing "articles mad'sof fur
on the pelt or hide" conveys to the mind of the reader an idea at
first that it was intended to tax trimming. But the Treasury De-
partment set that doubt at rest by ruling very squarely that the
trimmings were taxable within the meaning of that provision.

Now, when this bill came up in the House of Representatives again
it was inquired into, as the record of the committee will show, be&
cause it appears there. It was questioned whether it was intended
to include fur trimmings.

Iii answer to a suggestion that an amendment be placed in there
to make it clear, it was stated at the time by a member of the com-
mittee: "Let us copy this amendment and then look it up and if it is
necessary the committee can return to it and have a perfect amend-
ment," a suggestion which was consigned to oblivion in the closing
days upon the revenue ct.

So we have gone to Congressman Crisp and we have sone to Con.
gressman LaGuardia, who was one of the chief movers-in the impo-
sition of these excise taxes, and the Congressman has gotten a state-
ment from the gentleman of Georgia in which he says:
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I remember your query when the amemoaent was on the floor and my
answer. It woe my understanding that on when fur was the chief cm
ponent part of an article, the tax should be applied, and that it should not be
applied to coats simply trimmed In fur.

I don't want you to be misled and, if the matter needs correction, I trot
you can get it corroted in the ieaat.; and, if I am a conferee on the bill, I
will agree to any clariting amendment.

And Congressman LaGuardia says to the president of this associa-
tion:

This is exactly in accordance with my understanding. I am sure it was our
intention that a collr, cuff, or trimming to be applied to a coat was not to be
taxed. If It was a neck scarf complete to be worn detached, then, of course, It
Is an article the chief component part of which is made of fur, and would be
taxed.

The CRA1nMAN. The House passed it in this form:
Articles made of fur on the bide or pelt, or of which any such fur is the

component material of chief value.
Mr. Rosz. Yes, but the Treasury Department has construed that

to mean that the iur manufacturer of trimmings pays a tax in the
first instance, whether or not the fur later becomes a component part
of chief value. So that the tax falls in the first instance on the fur
manufacturer.

The CHATIMAN. I do not see how that can be.
Mr. RosaN. I have the ruling right here.
Senator CoN.NAJY. A sale, Mr. Chairman. When he sells it it is

known as fur.
Mr. Rosax. When we sell it we have no idea whether that fur is

aging to become the article of chief value in a coat. That rests with
e manufacturer.
Senator CoxN** r. When you sell it the fur is the chief compo-

nent, because there is nothing else in it except fur f
Mr. Rosuw. That is true.
Senator CoxxmArY. That Is why.
Mr. Rosua. Now, I again "y, I call attention to this because of

the very obvious misconception of facts in the House of Congress
when this bill was passed.

Senator CONNALLY. If you know that it is going to be the chief
component of fur articles and taxable, why shouldn't your article be
taxedI

Mr. Roeus. Because this is not a finished article, Senator.
Senator CoNNALLY. It is finished when it leaves your hands, so far

as you are concerned.
Mr. Rosrz. Except that it is the on!y article in the entire, list of

subjects or articles taxed in this extise tax that has no separate
utility. Accessories on automobiles are taxed but only 1 per cent,
and in that instance they have a distinct replacement value because
you can go in a store and buy a 'art.

Senator CONNALT. It looks like we ought to take it off of the
finished garment and tax it on the fur, because fur is what we are
after.

Mr. RoszN. I do not know what you gentlemen are after, but I
know what we are after.

Senator CONNALY. I think he has made it very clear as to where
we ought to rearrange our schedule.
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Mr. Rouw. So far as the fur set is concerned, I want to make it
clear, Senator, that these fur sets, the collars and cuffs can not be P
used by anyone. They are not sewed. They are sewed upon gar.
ments which are sewed by the coat manufacturer. If there is a tax
upon the finished garment and cloth and on the fur trimmings the
tax will then not only be on the fur coat but on the fur trimmings.
But there is no separate tax on the entire finished article, so far as I k
can find that falls into that class.

However, I am going to go on with the regular routine of my
discussion.

The CRAUIMAX. You may proceed. .
Mr. Rost. The effect of this tax, gentlemen, is not a subject of v

mere conjecture or speculation. It is very important to know that
the industry a, a whole is composed mainly of men of small capital.
In this industry, Senators, the flight between capital and labor is
very short, or rather, conversely, the flight between labor and capital
is very short, and I know of no industry in which the term is vir.
tually synonymous, because the man whet is the fur-trimming manu.
facturer to-day is the man who sat at the bench or the cutting table
yesterday.

Senator CONNALLT. He made lots of money.
Mr. Rosum. He made lots of money-and he takes his thousand

dollars and goes into business with it and he does a volume of about
ten or fifteen or twenty thousand dollars a year and sits at the bench
and becomes a boss and rates himself a capitalist. That is the condi.
tion of that industry. There is no lar4e capital invested in that in.
dustry. There are no organized forces in the industry. He is a man
of limited means. In a very usual instance there is a firm possibly
of two or three men, partners. One of them is the cutter; another is
the nailer; the other one is a salesman. Each of them works, and
they manage to eke out a livelihood. They are working for them.
selves, and strictly speaking they are not a capital sort of business.

Now, they work on a very small margin, and the articles they sell
are for the most part articles of very cheap and inexpensive quality.

Fur-trim sets sell from 75 cents a set up anywhere to a very high
expensive fur set, which constitutes a very minor and small part o
this industry. But the vast majority of these fur sets sell from 75
cents up to $8.50, and that includes the skin, it includes the dye, it
includes the dressing it includes the labor, and it includes the manu.
facturer's cost of making those thins that go into these cloth coats
which are sold at a price ranging rom $9 up to $15 or $17 to the
average person of limited means who can not afford an entire fur
coat of expensive make.

The CaAnMtxN. What is your suggestion here in changing of the
wording.

Mr. Rosuw. Well, I do not want anything I say to be taken in
derogation of the general protest against the tax on furs. I do not
wantto be misunderstood as asking you gentlemen to tax all furs
and to eliminate us, unless that is an inevitable thing, unless you are
going to tax furs and garments in general. m

But if there were going to be a clarifying amendment there the
clarifying amendment would have to read "except the articles of
collars and cuffs which are to be sewed on cloth garments are to be
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exempt from this tax unless the cloth, fur. trimmed coat is com.
pose of fur which is the component article of chief value."

That is the way I would handle it.
Now, I was going to address myself to the effect of the 1920 tax.

Bearing in mind the composition of this industry, the small manu-
facturer, and the pathetic plight In which he is to-day, I do not
know of any indutry that iss'been so hard hit. But I am going to
revert back to 1920 and 1921 and point out to you the paralyzing
effect of this same tax on the industry.

In 1920 and 1921 I am referring to some comparisons. The de-
crease in the revenue would be the decrease correspondingly of the
volume of business in the industry. From 1920 to i921 in the auto.,
mobile and allied industries 20 per cent; pianos 1% per cent; cam-
eras and photographic films, % of I per cent; candy 11 per cent;
jewelry 6 per cent; capital stock tax 18 per cent; and ftrs 40 per cent.

Now, gentlemen, it is very evident that it is not a mere idle guess.
work on my part or conjecture to say that the effect of a fur tax,
bearing in mind the composition of that industry, is absolutely para-
lytical and destructive. These men can not survive this tax. It is
impossible. It is a small business.

Everybody comes here and says not to tax their industry but tax
the other fellow. But it is only axiomatic to me that a tax is going
to hurt ever body, and it is all wrong to try to apportion the tax in
relation to the indlutry to be affected. Some are going to be injured
slightly. Some are going to be injured fatally. Some are not going
tote in ured at all. There mi ht be a method of arranging the tax
so that it may be fairly distributed by apportioning the tax so that it
will not impose on those industries that can not bear it, because here is
an instance where they can not carry it. This fur manufacturer, this
man of limited capital, can not stand this tax, and I am going to
point out why

If a man has a capital of $5,900-and that is a high capital with
the average manufacturer-he does a gross volume of $500q0. Out
of that $50 000 he probably earns for his livelihood $ 0. This
tax takes id per cent of that away and gives $6,000.to t e Govern.
ment, and he has not got enough for hs own livelihood. That is
the condition in this industry.

And now, if the tax is imposed on the trim manufacturer there
is an easy spot for competition by the cloth manufacturer who makes
the coat so that he will not absorb the tax. As the matter now
stands t cloth manufacturer is already established and manufac-
tures his own product. All he has to do is go to the fur man and
get him to make up the coats for him and avoid that step that is in
between, because lie is not selling furs. If articles of fur on thecloth coat are not the chief article, then he escapes the tax entirely.

So that there is a very ready source of competition against the
fur-trim manufacturer which will leave him absolutely down.
Now, I want to say, gentlemen, in conclusion, that it is very ob-

vious that the tax so far as trimmings are concerned was passed
under a nusapprehension of the facts. It is quite clear to me,
gentlemen, that it was not known to the Congressmen that passed
this and to the Ways and Means Committee that these fur trimmings
are articles of inexpensive material, are parts of another garment
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to be manufactured; that for the most part the men engaged in that
business are men of limited capital and means, and that this tax
will absolutely cripple that industry.

I have been connected with it for 10 ekars. I was counsel and
organized the first fur-trimming association. I make this state.
ment to you guardedly. Since 920-1 1 was receiving a very fair
and very satisfactory retainer from that association. From 1981
to January of this year I have not received 1 cent of compensation.
I have continued to serve and do what I can because of my friend.
ship, but the association has somewhat fallen apart. I can not paint
a picture of words which 'will suffice to indicate t you the condi.
tion of distress and desperation in that industry.

I say to you gentlemen it would be a very sorry thing for that
industry if you imposed that tax.

Mr. bharman, I ask permission to file a brief by to-morrow

8UPPLUMINWAL Bamr or Huar Rosen

Section 808 of the revenue act of 1932 imposes a tax upon all articles made
on the hide or pelt. This section has been construed by Treasury rulings under
the 1918 revenue act to include fur trimmings consisting of collars and cuffs to
be sewn upon cloth garments.

This memorandum is devoted only to the consideration of the tax upon fur
trimmings. The considerations of the effect of the tax upon completed fur
coats garments and neck pieces have been treated separately by other spokes.
men ?or the fur industry

While this memorandum Is confined to the subject of the tax upon fur trim.
mings, this confinement is not to be construed in derogation of the protest
against the tax upon all other fur articles.

It is resptfully submitted that the excise tax directed at fur trimmings is
unjust and improper for the following reasons:

(a) Fur collars and cuffs (trimmings) are unfinished articles and are used
only as a component part of another article, to wit, a cloth fur-trimmed coat.
These cloth coats are manufactured by members of another industry. The
fur trimmings are sold to the manufacturers of cloth coats who sew the trim.
mings upon cloth garments and sell the manufactured articles as a cloth fur.
trimmed coat. The collars and cuffs have utterly no utility or value unless
sewed upon a cloth garment, hence, the tax is imposed upon articles which are
not sold directly to the consumers, and it is respectfully submitted that it was
not the intention of Congress to impose a tax upon such articles.

(b) The majority of fur trimmings are inexpensive and the complete set consists
of a collar and two cuffs selling for an average of from $1 to $4 per set which
includes the cost of the skins the dresrqg, the dyeing and the labor, general
overhead and the profit (?) of the manufacturers. These trimmings are placed
upon inexpensive cloth gamets and are sold at prices ranging from $9 to $25 or
an average price of about $17 thereby placing these fur-trimmed coats within the
reach of the person of modest means. They are used strictly as articles of wearing
apparel and in no sense can even remotely be considered a luxury.

(c) The fur trimming manufacturer's business is composed of manufacturers
with very small capital. There is no large capital invested in the industry.
There are no giant organizatior.s or manufacturers. The average fur trimming
manufacturer has but a few thousand dollars invested iu his business. His
factory consist of a sewing machine, a cutting table, and a nailing board. The
fur trimming manufacturer is a former cutter, a nailer, or operator, who has
invested his meager savings in creating a Job for himself, for when he goes into
business for himself with his modest capital, he sits down at the same cutting
table and does even more work than he did before at less return to himself. The
imposition of a 10 per cent tax upon the gross volume will completely destroy his
means of earning a livelihood and wipe away the small capital ho has left. It is
not a question of injury; it is a question of complete destruction.

(4)The fur trimming industry t in such a pathetic condition of distress that
to tax wili legislate this business out of existence. While it is true that all
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industrics have been hit by the depression the fur Industry has suffered out of
all proportion and particu early because of the small amount of capital in the
industry and the large numbr of small manufacturers who eke out a livelihood
from their meager capital. Molvencies have been occurring at a rapidly increa-
Ing pace and the tax will accelerate this condition.

(e) The effect of such a tax upon the fur industry in view of the condition
described is readily apparent from a comparison of the revenue derived from
such tax in the years-1920 and 1921, the two years during which such tax was
collected. In 1930 the first year during which such revenue was collected, the
income from the excise tax on furs was $18,811,284.24. In 1921 the succeeding

ear the revenue fell off more than 40 "r cent and amounted to but $9,081,288..
hisdecline of 40 per cent exceeding by more than twice the highest decline of

any other industry taxed under the 1918 revenue act speaks elcquently of the
havoc wrought in the fur industry and the destruction of capital which ensued
on the imposition of the tax.
(f) The tax can not be passed on to the cloth coat manufacturer because the

latter may purchase the skins direct fromthe dealer and manufacture them upon
his own premises and thus avoid the tax. Indeed, there are roulte a number of
cloth coat manufacturers who now engage in this competitive practice and this
tax will lend a strong Imetus to this ruinous source of competition. Obviously,
if the cloth coat manufacturer can avoid the tax by manufacturing them upon
his own premises, there Is a strong incentive to do so as he requires no intricate
equipment or machinery to work out the furs on his own premises, for the manu-
facturing of the skins Into sets is a comparatively simple process.

This will result in a complete destruction of the sales outlet of the trimming
manufacturer now virtually in a practically, completely, depressed state.

(g) The tax on fur trimming s was obviously the result of a legislative error.
A reading of the amendmentwlill not disclose the intention to tax fur trimmings
but any doubt with regard to its construction has been set at rest by the ruling
of the Treasury Department under the 1918 tax which Is the same as the present
one holding that trimmings are taxable thereunder.

This misapprehension concerning the construction of he a endment Cwn
voiced in sonreh ct the time of its enactment. At pap 7237 of the Con-
gresional Record of March 29, 1932 there occurred the following colloquy
relrdinal the loubt as to the construction of the amendment:
I' Mr. O'CosNNo. Would it be much trouble to put something in there to make

It clear?
"Mr. Crep. Let us adopt this amendment, and then look it up, and if it is

necessary the committee can return to it and offer a perfecting amendment."
Unfortunately, this intention was complete lost in the stress of the closing

days of debate upon the revenue act.
As appears from the annexed letter from Hon. F. H. LaGuardia to Hon. C. R.

Crisp, acting chairman of the Ways and Means Committee, both of the e honor-
able gntlemen now urge the correction of this error by the Senate aud its Is
respectfully submitted that the duty devolves upon this committee to correct
this obvious mistake, and If an excise tax on furs In the form in which it now
appears is inevitable, and no other solution or alleviation of this proposed tax
can be adopted, it is respectfully urged that the present amendment should be
clarified by omitting therefrom the tax upon fur trimmings,

This can be done-by the insertion of the following amendment (new matter in
Italics):

"Tiere is hereby imposed upon the following articles, sold by the manufac-
turer, producer, or importer, a tax equivalent to 10 per centum of the price for
which so sold: Articles made of fur on the hide or pelt, except fur collars, cut, or
trimmings sold for manufacture into fur-trimmed gar; 1sis. Afur-trimmed garment
shall be taxable if the fur trimming is the component material of chief value."

Respectfully submitted. N~w YoRK Fva TRIMMING MANUVrACTURERt
ASSOCIATION (INC.),

By HENRY ROS N, President.
EMit, K. Eti.xs, General Couned.
NATmHANI L B9RUAN, Actuary.
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STATEMENT 01 MAX WULINOHN, REPEBENTING ASSOCIATED
JUl COAT & ThIN MANUFACTUR1InS (INC.), AND OT RS

Mr. WULysomir. Mr. Chairman, I am appearing here before you
for 22 manufacturers' associations of the United States. I am not a
lawyer and I can not talk as well as my former associate. May I
read a memorandum?

The CHAIRMAN. Yes; just proceed, Mr. Wulfsohn.
Mr. WumLOxIN. I appear before you on behalf of an industry

that has felt the depression for the last four years. While no general
statistics are available giving a complete picture--

Senator COXNALLY (interposing). For how loIig-the last 40
years?

Mr. WLrSOxiN. Yes' last four years.
Senator CONNALLY. Been under a depression for 40 years?
Mr. WULI5*oIN. Four.
Senator CONNALLY. Oh, I thought it was 40.
Mr. WrLrsonx. No four.
Senator CONNALLY. I beg your pardon.
Mr. WuLooun. Its relative position is indicated by the sales re.

ports of the membership of the American Fur Merchants' Associa-
ion, through whose hands a large part of.the raw material of the
industry passes. Their sales amounted in 1927 to $170,000.000; in
1928 to $NY4,00!,000; in 1929 to $125,000,000; in 1930 to $72,000100;
and in 1981 to $58,0&0,000.

The present ratio of sales since the first of the year indicates a
further falling off by about 50 per cent. This last-mentioned figure
is further corroborated by the statistics of the Dressers & Dyers
Association, processing skins for the use of manufacturers, likewise
indicating a falling offof 50 per cent in quantity from the low figures
of last year for the first three months of this year. Close to two-
thirds of the workers have been out of employment for over a year.

Analysis of about 4,800 financial statements and other available
information indicated a capital investment in the industry of about
$225,000,000 in 1928, whereas similar investigation last summer
showed a shrinkage to about $95,000,000. What tho present capital
investment amounts to, we will not be able to tell for a few months.

In the year of 1928, there were 382 failures recorded in the fur
industry, with total liabilities of $13 582,748.47; in 1929 there were
830 failures, with total liabilities of $12,093,251.39; in 1930 there
were 878 failures, with total liabilities of $11,102,30; in 1931 there
were 801 failures, with total liabilities of $10. 3,781.65. For the
period from January 1, 1928, to November 81, 1931, the gross in-
solvency losses to the fur trade reached a total of $42,112,111.51.

A direct result of this condition is that the bank credit of the fur
industry is at a very low ebb.

The industry may be roughly divided into two parts. A group.
representing from 60 to 65 per cent of the output, produces trimmings
made of fur, which are in turn sold to the ladies' cloth-coat industry.
These fur trimmings are used on cloth coats selling wholesale from
about $7 upwards, and as you can readily understand, the major
portion of these fur trimmings is absorbed by cloth coats selling at a
wholesale prico of less than $40.

QA4
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In contrast to practically every item appearing on the list of
ropoed excise taxes this is the only semifin'shed product men-

rioned. While fur trimmings are not directly named, fur-trimmed
cloth coats, whose component material of chief value is fur, are
covered by the bill. A penalty of 10 per cent is placed on cloth-coat
manufacturers who use our product in the form of trimming on the
coats they manufacture. Merchandise of this type, which is used
as industrial material by other industries, is naturally sold on the
closest possible margin of grow profit.

Dealing with the manufacturers of fur coats, you will understand
that it is possible to-day, and it actually is done to produce good
quality fur coats from about $28 upwards. In orAer to give you an
idea of average fur-coat prices, I have before me the figures of one
of the largest distributors of fur coats in the United States, handling
so-called better-class merchandise. This company sold, in 1980,
22,000 coats at an average price of $117; in 1981, only 17,000 coats at
an average price of $107.25.

You will note that while all other items appearing on the list of
the proposed revenue taxes cover industries in their entirety, fur
coats are the only item on the list of wearing apparel selected as a
ubject of the excise tax. Not only are fur coats included, but if the

Treasury Department's regulations follow the regulations of 1918,
even repairs to fur garments are subject to this excise tax.

I am unable to do more than guess at the effect of the excise tax
on the fur industry, but I respectfully submit for your very careful
attention the economic plight and the competitive scope of the fur
industry.

This proposed tax of 10 per cent on furs places them at a serious
disadvantage in competition with garments made of other materials.
I would not appear in opposition 'to a tax shared by other competi-
tors, but this tax, placed as it is on fur garments and fur-trimmed
garments alone is a serious handicap to us and a great benefit to our
untaxed coinpeLitors.

I claim it is extremely unfair to place a tax on this coimmodity and
to permit many items of women's and even men's apparel to go scot
free. Dresses, lingerie untrimmed cloth coats, bathing costumes,
are some of the items sold at prices actually and comparatively much
higher than a good many fur coats and surely most fur-trimmed
cloth coats.

Moreover I am sure it will defeat its own purpose of raising reve-
nue as it will in all probability reduce our sales. The present period
is not comparable with 1918 when excise taxes were levied during a
period of rising prices. Such a tax to-day will result in wanton
destruction of capital and add to the army of unemployed.

I also want you to bear in mind that in contrast to most of the
items selected as subjects of excise taxes, furs are not produced under
what I would term "industrial conditions" but being a product of
craftsmanship, are produced in comparatively small shops, widely
scattered throughout the United States. There are between 10,000
and 14,000 firms that would become subject to this tax. Legitimate
manufacturers undoubtedly will pay the tax but there will be an
enormous opportunity for evasion, and evasion means illegitimate

.competition, besides the loss of revenue.

go8
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If, as we know, the evasion of this tax in former years by ignorant
or unscrupulous producers was a very serious master from a com.
petitive standpoint it will be infinitely more so under present con.
editions, in which Ialling prices lend additional significance to tax
evasion.

The logical method by which an equitable distribution of excise
taxes could be provided would be to tax the materials for all wearing
apparel. If you are absolutely determined, however, to follow the
outline of the House bill with regard to excise taxes, I believe the
law should be drawn up so that no opportunity is given for evasion.
The following method, which I submit for further investigation,
will do this, and also recommends itself because of the relatively low
cost of collection.

All raw furs prior to entering the process of manufacturingr must
pass through th, channel of. " d ressing," which is the technical name
of the tanning process. This dressing is performed in only about 88
establishments in the United States, and if you are determined on a
tax, in spite of the conditions of the ir.dustry and in spite of the
ensuing competitive handicap, the best place to tax furs is at the point
where they leave the dressing plant.

A tax of from 5 per cent to 7,. per cent on the value of the dressed
furs would result in a net revenue to the Government at least as great
as under the system proposed by you without putting the terrific
burden on the industry, which itprobably can not stand.

A similar system, originally at the rate of 4 per cent and now
increased to 6 per cent, is used in Canada in conjunction with their
sales tax.

Legislation in this direction will probably need some further
amplification to take care of the comparatively unimportant quan-
tity of furs which are imported into the United States already
dressed,,or dressed and dyed, but undoubtedly there would be no
legislative difficulty in having the excise tax added to the amount of
the duty.

It should be clearly understood however that the tax should be
levied on the value of the dressed iur, and iY there is any necessity of
dyeing skins the process of dyeing should not be made subject 6 the
tax. This is an advanced process and not invariably applied, as is
the case with dressing.

The fur trade, like every other industry, is interested in a bal-
anced Budget, because we realize that before the return to normal
commercia- conditions governmental affairs have to be set in order;
but.again and again I wish to emphasize that you are dealing with
an industry that has been bled white during the last four years and
which can not continue to exist if the tax law places it under a com.
petitive handicap to the benefit of other branches of the apparel
industries.

STATEMENT OF HERMAN SCHEIDLINGER, PRESIDENT OF THE
ASSOCIATED FUR COAT & THINKINO MANUFACTURERS (INC.),
NEW YORK CITY, N. Y.

Mr. Scanotw on. Gentlemen, I appear on behalf of the Asso-
ciated Fur Coat & Trimming Manufacturers, of the city of New
York. This organization represents or consists of some 500 so-called
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manufacturers, and the volume of business done of furs throughout
the entire country amounts to about 65 per cent produced by this
association. As the president of that association I want to submit a
short memorandum and just want to touch upon some of the high
spots in this memorandum. 11

We particularly want to emphasize that we would be legislated
out of business as a result of this tax, because we have been selected
as the only wearing apparel in competition with all forms of wearing
apparel, If a fur coat or a fur collar of the value of forty to fifty
dollars is considered a luxury and should be taxed out of business--
I assure you that we would be taxed out of business when we take
into consderation the cost or sale prices of other wearing apparel.

We feel that this tax would be a burden, and, as the previous speak-
ers have mentioned, these are manufacturers or producers of very
small units scattered throughout the country The records of our
own association show about 10,000 accounts throughout the country
t1)011 whom this tax would fail, and they wouldbe the ones to be
thrown out of business besides ourselves.

I want to join with Mr. Wulfsohn, theprior speaker, in the view
that the amicable way of taxing us, if Congress must tax the fur
industry, and I strongly oppose the system of taxation entirely upon
the fur trade on accoitnt of its lack of capital and the condition that
it is in nevertheless, .o collect an amicable tax, one that would be
amicable and equitable to all would be a tax on the fur skin as it
appears at the point of the dresser, and it would be easier then to
ascertain because of the invoices of the cost of the skins which would
be furnished.

Every skin or every fur garment, whether it is a fur collar or
fur coat or fur cuff, must first be dressed. It can not be used until
it is dressed, and every skin that goes in there at the point of collec-
tion would be limited to some 80 units throughout the entire country.
The revenue which we would get from that source would be far
greater than the revenue upon the manufactured article.

The proposed reenactment- of the old war-time 10 per cent excise
tax on the sale price of furs to be levied on the manufacturer in
the new revenue bill was probably induced on the same old theory
underlying the war tax, that the fur industry is engaged in the
manufacture and distribution of an unessential luxury and whether
it is taxed out of existence seems to be of little importance to Con-
gress. It will be recalled by this committee that during the war
fur was the only article of wearing apparel that was taxel, and the
theory that might have justified the imposition of such a tax during
the war-time conservation of man-power and materials does not now
exist. We have contended and we contend to-day that fur wearing
apparel is no more a luxury than any garment that is worn by
mankind for protection against the elements.

The fur industry has demonstrated in the past its willingness to
share its equitable proportion of the tax burdens, but we now most
strenuously object to being made the subject of a selective tax, when
it is the only unit of the great wearingapparel industry that is being
singled out to bear a tax. When Congress proposed to impose a
general tax of 21/ per cent, we made no protest, but we are now
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constrained to most strenuously object to this tax, as it does not give
a great industry equal opportunity with competitive lines of wearing
apparel.

By far the major portion of fur coats mold are of the cheaper
grade, bought by conbumers as a necessity for protection against the
elements and are not purchased for luxury. Could it be said that a
fur coat of $50 is a luxury on which there must be a tax of 10 ptr
cent, while a cloth coat of $100, $200, or $800 hears no tax I

If it be th intent and theory of Congress to impose a tax, a special,
selective, and discriminatory tax upon industries financially a-ble to
bear it, then we respectfully submit that a comparison of the income.
tax reports of those engaged in the manufacture of furs with other
branches of the industry of wearing apparel of cloth, woolens, and
the like will satisfy this honorable body as well as the most exacting
that the fur industry has suffered more in the last three years thanu
almost any industry in the wearing apparel line, and that the fur
industry, as a whole, is unable to bear any additional burdens.

As has been pointed out, the financial condition of the fur industry
is deplorable and the losses in the last three years have be-n stag-
gering, and never in the history of the fur iniustry has there beln
such great unemployment as now# How, then, under these conditions
can the fur industry stand an additional burden of a 10 per cent tax?

For the reasons advanced, we respectfully request that the pro.
vision imposing a 10 per cent tax upon manufactured tur wearing
apparel, when sold by The manufacturer, be entirely eliminated from
the revenue bill of 1932, as being unfair, unjust, and discrininatory.

We quite appreciate the desire on the part of Congress to balance
the Budget, but we submit that it is not fair to impose a discrim.
inatory tax and not give an industry equal opportunity. Should,
however, the Senate Finance CJmmi ttee in its -visdom decide that
the tax on furs is unavoidable despite the reasons advanced why this
tax should be entirely eliminated, then we respectfully submit that.
this section be changed so that the tax be imposed upon each fur
skin at the point of dressingg, at a flxed amount, as advanced by the
previous witness, Mr. Wulf.ohn, as that form of taxation wonid be
eminently fairer and would be less burdensome upon the industry
and, furthermore, imposing a tax upon the skins at the point
dressing would not be subject to evasion and would apply equally
to everyone that is en age in the manufacture of furs o' tiny kinl.
If furs are to be taxe, I,t every kind and nature of fur be taxed. s,,
that everyone should then share alike in the bur-dens of this taxation.

Gentlemen, this appeal I make on behalf of the Associated Fur
Coat & Trimming Manufacturers.

Senator CONXALLY. Is anybody representing the dressers?
Mr. Scn~ITInINrE. The dressers and dyers and all their organiza-

tions are joined with us in this appeal to Congress.
Senator COYNALLY. I mean do the dressers agree that the taxes

ought to be put on them instead of you folks?
Mr. SCHEIDLJNaOzr. They do, and they would be glad to collect the

tax from us and pay it to the Government. If there is any further
question I would be glad to answer it, as a manufacturer.
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STATEMENT OF SIDNEY HAAS, REPRESENTING THE KANUFAC-
TURING RETAIL RS Of AX 0A, NEW YORK CITY

Mr. HAas. I represent the Fur Manufacturing Retailers of
America, a group of manufacturers who are small in their source of
business but in the aggregate do a rather large volume of business.
I am not an orator and I am not an attorney. I am just a plain little
retail manufacturer coming up here from New York, practical, all
work, and incidentally the third generation in that particular estab-
lishment.

In behalf of my fellow constituents I be# of you, please to permit
us to stay in this little retail manufacturing business. We are all
hanging by a thread, and it is not a silver one. It is a thread in
which 95 per cent of the retail industry, the little fellow I speak of
now, is on the verge of bankruptcy. We do not permit fly-by-night
membership in the association. We do an honest business. We do
a legitimate business. We have come through with the tax when
things were prosperous in 1918. We do not want to avoid a tax now.
We are not asking for an excuse in that direction, but we are asking
you please not to drive us out of business,

And what do I mean by that? I mean that if you do burden us
with this 10 per cent tax on the manufactured product we will be
obliged to compete with the disreputable and dishonorable retailer-
and there are plenty of them now-who will bootleg that merchandise
in an apartment house and a tenement house, and upon which you
will not get one iota of a cent, and you know it.

I am not being hired for coining here. I am talking honestly but
earnestly in the manner in which I feel. I amt not being paid for
coining here. I am doing it for my own self-protection, as well as
the association that I represent.

The CHAIRMAN. Do you want the tax imposed upon the fur?
Mr. HAAs. Yes, sir; by all means, imposing it at the dressing point.

Thereby and therefore, each and every one of us will carry a respon-
sibility. If you impose it in that direction, gentlemen, you are going
to collect 100 cents on the dollar every 30 days, because the sources
of intake amount to less than 10 establihments in this country. On
the other hand you are maybe going to spend millions of dollars in
trying to collect a tax ant examine the books of 15,000 retail and
wholesale manufacturers in this country.

Why not use the line of least resistance? You speak of economy.
You speak of balancing the Budget. We want to (to our bit toward
that balancing, and even at the present time, gentlemen-and this is
no reflection upon our honorabl-e Governnent--there are the books
in Chicago being examined for tax by your revenue collection depart-
ment, for taxes evaded in 1918. To-ay you have your income-tax
men .:o:aaining these books, practically 14 years after the luxury tax
wits enforced.

Now, I ask you, it would be a simple mathematical problem, is it
not easier for you to tax us a 5 per cent or 6 per cent, like is now
being done i Canada, favorably, than to tax us 10 per cent and
possibly bring about a state of chaos, a state in which maybe two or
three thousand men and women who are employed as producers in
these establishments throughout the country will evade that tax?
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You know that you are going to subject us to bootlejging. You
are going to make the honest retail man who wants to pay his tax
a thief and a crook, and you know it, and you can not get away from
it. It is the truth,
And I bg of you gentlemen that w e all in accord with the

preceding speaker. Every branch of the industry from dressing
and dye ing to the sales end is in accord that we place that tax, or
rather that you gentlemen place that ta, at the source of where we
receive it, because no stitch of fur can be manufactured into a prod.
net until it first goes through the tanning process. I thank you.
MIMMORANDUM SUPlPM uNmgTO TavSTIMONY or VAtous WiTnmsess Rusno.

8ssNTINO FUR TRADS OROANUSATION81

There appears to be considerable confusion In the minds of Senators and Rep.
resentatives in respect of the incidence of the tax on fur trimming. and in fact
some misconception of the Incidence of the tax In general. similar confusion
was evident In 1918 and a bit of chaos was then added by the Treasury Depart.
meat regulations, which regulations were masterpieces of himpracticability from
the fur trade standpoint and fully Justified the apPellation o "nuisance taxes."
As a matter of fact, it was the avowed purpose ot the act of 1918 to drive labor
out of the non-essential trades into essential trades and It is cause for amaze.
ment that the House has resorted to the 1918 method under present conditions.

If Congress determines upon the enactment of a tax law similar to that of
1918 (ant I trust that It will not do so), then the least it should do would be to so
clarify the meaning and purpose of section 603 as to keep the taxing power In
Congress rather than give it to the Internal Revenue Bureau.

An attempt was made in this direction by Mr. John J. O'Connt~r, of New
York when this matter was before the House but its result was merely a refer-
ence to the act of 1918 which was equally ambiguous. I have yet to find a Sena.
tor or Representative who claims to know Just what that section does moan ex.
oepting that it means what It meant In 1918. In that year however, the Treas.
wY Department simply gave up trying to find out what the iur section meant and
calmly wrote its own law as far as furs were concerned, or so it seemed to us at
the time.

Questions and answers at the hearing on April 19, 1932, left the matter in a
condition of uncertainty, which I shall hopefully essay to correct by placing the
following Information at your command:

The matter Is of considerable significance, as about 00 per cent of the furs used
In the United States at present are in the form of trimming on cloth coats. Fur.
thermore, fur Is the component material of chief value In the vast majority of
fur-trimmed cloth coats, and Is no such trifling matter as some Congressmen
assume'lt Is.

As a witness stated fur trimming Is not of Itself a completely manufactured
article, It has no value to any consumer until it has been attached to a cloth
coat or a wrap of some fabric. It has the same relation to the finished garment
as the buttons or the lining, though more costly than these Items.

As far as a lteral reading of section 603 reveals, fur trimming is not treated as
ax article of fur, but a fur-trimmed cloth coat is certainly referred to as It is an
article of which the component material of chief value Is fur. It was merely a
ruling of the Treasury In 1918 that ap~plicd the act of that year to fur trimmings
not attached to cl9th coats.

That fur-trimmed cloth coats and wraps should be taxei rather than the fur
trimming for use in the manufacture of coats and wraps is Indicated by the fact
that such co,%ts and wraps are in direct competition with taxed fur corts.

The question of luxury versus necessity in this case is largely a matter of Imagi-
nation. The bulk of our business is done on a utilitarian bsis. If a fur coat is
somewhat more expensive than a coat of fabric, more is expected of it. A clotb
coat is bought for a season or a year. A fur coat is bought with the expectation
of from three to five years of service. With fir jackets selling at wholesale for six
to sixteen dollars and fur coats from twenty-five to one hundred (fully 80 per
cent of the product falls within these price ranges) furs can not be regarded as a
luxury without considerable qualification.
1. Surely they are no more luxurious than the cloth coat "with a little fur on it,"
when that little bit of fur Is worth more than the cloth in the garment; although
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in the lower grades of coats used by the masses In which the fur alone is depended
upon to give warmth, the fabric being "so ims, you could shoot a charge of
buckshot through it without cutting a thread," the "luxury" may be regarded
a, a necessity.

If merely the fur trimming on a cloth coat Is to be taxed then surely it is only
fair that the fur-coat manufacturer should have an allowance for the untaxable
material in his produce, which is, however, impractical.

But again if this tax must be applied to fur and fur tritmned coats, and you
do not accept the suggestion of our witnesses to place it on dressed skins to avoid
tax evasion and assure equal competitive conditions If only within the fur Indus-
try, then let it be clearly understood that the fur trimmed cloth garmet, like the
fur garment, shall pay the tax on its wholesale price and not on the value of sonee
comiponent material alone, Let the fur-trimmed cloth-coat manufacturer pay
the tax, as the fur-coat manufacturer inust.

I repeat the testinony of other witnesses, that if this commodity is to be taxed
at all tle only point at which tax evasion Is impossible is at the dressing plant.
It il thero alone )ou may avoid an evasion of from 30 to 50 per cent of the tax,
511(l it is there that the tax may ho collected at the least cost.

Under present conditions it is my opinion that the taxable value of the skins
after dressing is about 70 per cent of the taxable value of the manufactured
furs, on an average, but it is capable of being collected in full at that point. In
short, you will at a lower rate raise more revenue at less cost at this point and set
up infinitely less disturbance in the much harassed fur trade.

I assume that Congress fully understands that the fur Industry can not, and
would not if it could, pay this tax, wherever it is placed. If conditions improve
enough to create a seller's market the tax wiU be passed on, with costs to the con-
simier, in the retail price, If conditions remain as they are, namely, getting worse
by the day, the tax will come out of the farmer's pocket.

It would be hard to find a more direct and effective way to tax the farmer.
The public has to buy bread at the bak'jr's price, and consume the farmer's wheat,
but it certainly does not have to buy his fur catch next winter. It is safe to ay
that whether $115,000,000 are collected, as the House expects, or $5 000,000 which
I regard as a ' easoiahle expectation, every dollar wil) come out of the pocket of
some Cajun, sume cracker some hill-billy, or some other poverty stricken country.
man, here or elsewhere, wiho depends upon the sale of his fur catch for many of his
necessities and all of his meager stock of luxuries. It in not that we are any more
hard-boiled than the members of your honorable committee, or anyone else. It
is merely because the producer of raw material whether furs or cotton or copper,
gets the worst end on a falling market.

This is an interesting example of a tax tined at the supposedly well-to-do and,
passing them, by flying straight as an arrow at the poorest people in the country.
Moreover, it will strike where it hurts most, namely, in their cllef source of winter
income.

I suggest that a general sales tax is more humane.
Respectfully submitted. DAVID C. MILLS,

Director of the American Raw Fur Institute.



TAX ON JEWELRY
STATEMENT OF .. IIEY , CHAIRMAN SPECIAL 00MITTE

ON TAXATION OW THE 1EWELRY INDUSTRY, AND PRESIDENT 0
HANDY & EARItAN, REIN1RS AND DEALERS IN GOLD An
SILVER, NEW YORK CITY

Mr. Naumzw. I am 0. H. Niemeyer, president of Handy & Har.
man, refiners and dealers in gold and, silver New York City.

The CHAnMxA. Do you want 30 minutes .
Mr. NisMaYrs. Two of the men have yielded their tine. I will

get through just as quickly as I can. I hope it will not take any
longer than that or as long.

Mr. Chairman and gentlemen, I represent 30,000 firms and mdi.
viduals engaged in every branch of the jewelry business in every
State of the Union, and more than 80 trade organizations. The mnie
in our industry are patriotic citizens, and we always have and are
willing now to bear our share of any tax equitably impose . upon
every other industry. In their appearances before this legislative
body they have always tried to state their case fairly, and have not
tried to shirk responsibility. Just after our entrance into the World
War when this industry was doing a large volume of business and
empoying thousands of trained workers, and more thousands in the
selling and distribution of our wares, Congress imposed a tax of 8 per
cent on manufacturers of articles commonly and commercially known
as ewelry, using the definition from the tariff laws.

SThis law was framed and passed without consulting the jewelry
industry, but it was soon discovered that the law did not include
unset diamonds, pearls, precious and semiprecious stones; in fact, it
missed most of the expensive goods sold by the jeweler.

The Jewelers War Revenue Tax Committee called conferences
with leaders in the diamond, pearl, and other groups; conferred with
the officials of the Treasury Departinent, offered to pay a tax on all
unset gems and get-set watches when sold for consumption and
while no one was compelled by law to pay this tax, we never learned
of an evasion and this additional tax produced more revenue than
the law as originally written. We have not always come here to
ask for something. We have given as well.

As the condition arising from the World War became more acute,
a new tax wis drafted and it had a two-fold object; first, to restrict
the making ind selling of articles not of absolute necessity, thus re-
leasing all available Iabor for other industries; second, to secure the
fullest possible tax return to pay the costs of the war.

In framing this bill our industry was asked to assist the Ways
and Means Committee in drafting a section that would give a 100
per cent return on all goods, wares, and merchandise -ordinarily
sold in a jewelry store.
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This we did, and paragraph 605, which is now section 004 in the
proposed law, ironically us it may see, was actually written by Jew.
elers and is now being used against them. Incidentally, the Con-
gress took this law which was originally written to cover retail
sales or consumption sales rather than trying to apply it as a law
applying to manufacturers and producers.

s I say, this paragraph was written so that the trade paid the
Government a tax on every dollar received in our industry.

In addition, many of ouir factories installed expensive machinery
for the manufacture of surgical instruments and other war sup-
plies; we relinquished otr stock of platinum, accepted the govern.
mental restrictions, and actually wrote and administered restrictions
placed on the use of gold aod silver.

Conditions were prosperous in our industry, at that time, but to-day
conditions are reverse(], Our owI committee is astounded at the
facts disclosed by our i tlvestigatioi. The jewelry trade is virtually
at a standstill.

We appear before you to oppose section 604, House bill 10286,
known as the revenue act of 19M2, and earnestly ask your considera-
tion of the facts we have to present.

The ChAIRMAN. You want It stricken out entirely?
Mr. Nipmo yra. We do, sir.. Ii our opinion this proposed tax on

our industry was hastily considered, The wording is identical with
the act of 1918 except that the tax is payable by the manufacturer,
importer, and producer iwistead of the retailer. Certainly no effort
was made to investigate conditions with the industry and its ability
to bear this burden of taxation, or even to produce the revenue esti-
mated. We feel that special taxes against certain industries singled
out from thousands of others are discriminatory. Not being laid
upon all businesses they necessarily make distinctions not existing
in fact, and place the businesses thev effect at a ver definite dish d.
vantage with other businesses. Competition to-day is between id s-

tries and we feel that we should not be handicapped by an unbearable
burden in our struggle for survival. The proposed levy is 'higher
than it was in war time; it is double or more than the tax proposed
for other items. The imposition of such a ta:x will not only harass
our industry, but damage it to an extent unjustified by the revenue
that will be produced.

The immediate effect of this proposed tax will be to stop buying
by the retailer; and with business among manufacturers, producers,
and importers now at a standstill, we 'hesitate to contemplate the
consequences. Furthermoreh the. provisions of the act call for a
monthly accountin- and cash payment of the tax by those against
whom it is levied, despite the fact that the proceeds of the sale are not
due for three months to one year, which is a trade practice, and not
collectible in most cases for six nionths or a year--or never.

The ultimate effect contemplates taxed merchandise in the hands
of the retailer at the expiration of the act in July 1934, when this
merchandise must compete with articles then offered for sale and not
so taxable. Can you analyze the attitude of the retailer considering
the purchasing of stock during the first half of that year He will
not do it.

This tax must be passed on by the manufacturer or importer and
also by the retailer. Consequently, it must be paid by the consumer.
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What little business has been done, or is being (lone in our industry
is based almost entirely on a price appeal, and any rise in retail
prices will have a marked effect on the volum.o of business done and
essen the likelihood of raising the revenue expected.

Section 017 of the act makes it clear that retailers will be unable
to compete with manufacturers who sell at retail, because articles
sold by manufacturers woul include the proposed tax in the cost
price, and retailers would ordinarily add to this cost price
their regular mark-up. Wholesalers who ulso sell at retail would
compute the tax on the ordinary wholemle pri(4' ; which would plit
the retailer at a decided disadvantage.

Unless corrective administrative procc, Iwc is provided to prevent
it, there will be duplication of the tax: and in other cities certain
trade customs will be upset and many old-established houses serti
ously affected, if not actually forced out of bu.ines. For example.
precious and semiprecious stones are subjected to an import tariff
of from 10 to 00 per cent. In addition to the import tariff, the
importer of rough gems adds an additional 10 per cent when he sells
the cutter. The cutter sells his produce as a prodicCIr to the insimu.
facturing jeweler and adds his 10 per cent; the iniufacturer sets the
stone in a finished product, adds 10 per cent, and sells it to the
retailer, and so forth. Competition will force the retailer.to elimn-
nate the payment of any excess tax, so he becomes an porter,
thereby driving American cutters out of existence and forcing the
elimination of many dealers in precious and semiprecious stones who
have for generations been important factors in our industry. This
example applies to other items, not the least important of which is
the mail-order house, department store, or 5-and-1O-cent store, which
imports costume or novelty jewelry and retails direct. I shall say
nothing about the cost of accounting where items sold to the 5-and -
10-cent stores either are imported (irectly or bought without atax
being applicable.

I might point out that commercial sanuggling of diamonds will
again be profitable because the imposition of it tax of 10 per cent on
the sale of diamonds by honest importers will be equivalent, for
smugglers, to going back to a 20 per cent tariff on diamonds; and it
will certainly encourage the smuggling of jewelry and unset gems by
tourists.

Expensive jewelry items are not being bought. Thls statement is
made by a large group of leading retail jewelers in the largest cities,
in this country. Every firm, without exception, suffered heavy losstiq
in 1931. Every one has been compelled to reduce salaries, personPIi,
and other expenses, but can not do so in ratio to present declining
volume.

They say bankruptcy stares our industry in the face, and added
burdens nean hastene(I collapse. Milions of dollars worth of un-
salable fine platinum jewelry is being held by banks or other cred-
itors. You heard a gentleman thi4 morning during the copper
hearing say there was no market for platinum, and that is true.

I have fteard figures quoted before this committee, having been
here for several days, of a reduction in the volume of certain indus.
tries. I would liki to have you listen to some of these:

Nine of the leading diamond cutters and importers in New York--
and they are the most prominent in our industry--state that their
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sales for the first three months of 1932 declined from 85.45 per
cent to 97.5 per cent below the first three months of 1929. The
average of the nine firms is 91.54 per cent less than in 1929.

Senator Gox. Could you give it in each year 1980 and 19311
Mr. Noxmrt,. I can supply it in a brief, senator, I will be

glad to do that, sir. That is a typical year, and it Is not a selected
peak year. It was not a peak year in our Industry. We did not
profit as did other industries during the boom.

Senator Govs. The third quarter would have been better, would
it not I

Mr. Nizunin. The fourth quarter might have been diferont.
I do not know that it would have been any better.

Senator Goi. The fourth; not the third,
Mr. NiEMamR. The last three months are the peak months in our

industry, sir.
Senator Gou .I know, but that was the crash--October, Novem.

ber, and December.
Senator CONNAxlY. Because of Christmus and Thanksgiving?
Mr. NJEmzYn. On account of the holiday business. That always

stimulates it I shall be very glad to supply those figures to the
best of our ability to do so. We have them all?

Nine of the most prominent manufacturers of platinum and dia-
mond jewelry show sales for the first three monthN of 1932 from
70 per cent to 97.1 per cent less than those for the first three months
of 1929. The average decline is 86.08 per cent.

A survey made list week of over 200 manufacturing jewelers in
New York and Newark, N. J., the recognized centers for the man-
ufacture of fine jewelry in this country, shows that compared with
1928, the volume of business in 1931 declined over 60 per cent, and
current volume in 1932 is more than 77 per cent below 1928. For
the corresponding period, in spite of shorter working hours, the
number of men employed Is less than one-third of those similarly
employed in 1928.

Business being done in the jewelry filed to-day consists largely
of medium and cheap priced merchandise, which is sold on a very
close profit margin basis. Our friends from New England will
cover this matter thoroughly in a statement to be presented to you
later by Hr. Wallace Kenyon, chairman of their committee. We
have, however, in New York a group of manufacturers and im-
porters of novelty and costume jewelry, and I repeat a statement
received from the Novelty Jewelers' Association, which reads as
follows:

The Novelty Jewelers' Assoclatlio believes that it embraces about one-half
of the industry in New York City. In normal times the members of our
association employ upproximately 5,500 people. At the present time the mem-
bers of our association are employing about 3,000. The association estimates
that i ; members do about one-half of the volume of trade coming to New
York City. On this basis, it will be seen that even under the present de.

essed condition of the Industry there will be approximately 004) in New
ork City whose livelihood will be affected by this proposed tax. Of this

number, our association believes that it is understanding rather than over-
stating when it says that there is no question that at least 4,000 out of these
0,000 will be thrown out of employment if this 10 per cent jewelry tax is
,enacted into law. When to the 4,000 who will be thrown out of employment
In New York City is added the large number doing a similar business who
will be thrown out of employment in all parts of the country, there would
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1INIh no 1ciINwo to doubt thot this dlnrinlnutory tax will not loily 3lrt tlo
Oov..raun.iit ltl. revolitl iuid thereby ittf'Wit its own purpome , but thatin
liddlItloi, It will iiva' i'illimier ks of tl i, llhjiIdOtl byiiiaiiy m thOkiIsMI1I .

The mnitufacturer of sterling silverware because of the very low
prce of silver bullion and the much lower prices quoted on the fin.
ished product has shown less decrease in volume than other branches
of the jewelry industry. roduIt

Senator GoaR. There is a much less price on the finished roductsI
Mr. NIUmnErm. Yes, sir; there is. £ sluil try to show telat in the

brief as well, sir.
In fact, there has been an increase , in the ounce consumption of

silver, stimulated to a considerable extent by the cooperative efforts
of the Silver Producers' Association of the United States with the
members of the Sterling Silversmiths Guild of America. The de.
mand for sterling silver is the largest single factor in the domestic
market affecting the price of silver.

From 1921 to 1999 sterling silverware sales, by weight of silver,
increased 83 per cent as a result of the general trend in business and
the efforts of the silver miners and manufacturers already men.
tioned. Nearly 60 per cent of this jKain was lost in 1930, and while
sterling dollar sales and profits continued unfavorable during 1931,
an upturn in sales by weight of silver was accomplished by sharp
reductions in prices,

To raise manufacturers' prices now to cover the amount of tho
proposed tax, would cause an approximate increase of 10 per cent
in retail prices. This would have a decidedly unfavorable effect on
the sales of sterling silver and the amount of silver consumed in this
industry. In addition the imposition of this tax would make it
difficult, if not impossible, for manufacturers to maintain the low
prices made in anticipation of growing volume. Present business is
being done on a very small gross profit margin-in fact, many manu.
facturers are not making any profit, hoping that a continued increase
in volume will eventually prove profitable. The proposed tax would
offset the efforts of manufacturers and miners to broaden the con-
sumption of silver.

We believe that if this tax is levied only against the items com-
monly known and recognized as jewelry, you will not raise the
$15,000,000 anticipated or much more than $5,000, 000. If however,
this tax is to be applied as broadly as the paragraph indicates; if you
tax spectacle frames, pens and pencils, clocks, silver-plated ware,
every safety razor that looks like gold or silver, or every buckle on a
woman's shoe or ornanttnt on her hat or her dress or her pocketbook;

,which is an imitation of gold or silver, or set with imitation stones.
and countless other items of a similar nature, a larger sum would be
collected. But the imposition of the tax on such items will discrimi-nate against them ant result in their elimination or their present-
tionin such form as will not subject them to tax; thereby reducing
the revenue anticipated.

If it was the purpose of the proponents of this bill to penalize those
well able to pay, they missed their objective, because this tax, if
imposed, will not be paid by Fifth Avenue, Newport, or Palm Beach,
it will fall upon the folks on Main Street. Indisputable records show
that 80 per cent or more of what little business is being done by
jewelers to-day is in the small, inexpensive items, such as the things
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the girl wants who yearns for an ornament; the class ring or pin my
daughter or yours just has to have; the watch the proudyouth gets
front his da or tte pin we buy for mother; the engineer's watch;
the silverware on tour table; your collar buttons; a clock; the chain
on your watch; t engagement and the wedding ring and may
other items. Luxuries' Perhaps-to some Bolshevik without senti-
meint or any appreciation of art or culture. We are not in Russia yet,
I ho)0.
The statements contained in our argument against this tax do not

begin to disclose the pitiful conditions in our industry, and I wish I
could reflect adequately the hopelessness and despair expressed in
thousands of htters received by our committee and by Members of
Congress from jewelers, large and small, from every part of this
country pleading that this tax be not imposed upon them.

The psychological effect contained in even the threat of such a tax
is devastating to our industry. In comnuion with most men in busi.
ness, especilly those in smaller concerns with limited capital, the
only thing that is keeping up the courage of the jewelers to light
their way out of the present situation is the hope that conditions

mwl miprove, because the industry's i ry existence is dependent upon
intiprovement.

There are thousands of firns in the jewelry business just hanging
on-unable to liquidate their frozen assets, unable to pay their debts,
and if you question that statement, ask the bankers who have with-
drawn their credit and, in the words of a jeweler from Mississippi,
won't even lend their ears to a jeweler." More extensions are being
asked and have been granted than ever before in the history of our
business. One thousand and sixty-six failures were listed during
1931, with total liabilities of over $-28,000,000. This way seem like a
mall sum to big business, or to you men who are used to thinking
in big figures, but in a small industry like ours it is startling.

Other larger jewelers, who have made money in the past and for
that reason are better intrenched, are keeping their businesses going
as best they can, because of their pride in the institutions whichhave
stotid for several generations, or their faith in the future. They are
carrying their o( employees and the skilled workmen who can not
be easily replaced, despite the fact that almost without exception,
retailers, manufacturers, wholesalers, and importers in this industry
sufiered appalling losses m 1931. As a matter of fact, very 'few
concerns have been able to wake reasonable profits even during the
years when business was considered good, because the average retail
turnover is only nine-tenths of 1 per cent and because of changes in
styles and buying habits of the people, as shown by statistics pro-
pmired by the IHarvard research bureau and various agencies of the
United States Government. These men say:

ii' we have to fight tit effects of this tax in 11d41il1h to what we have been
trying to do to keep our heads above water, we night Just as well give up now,
h eu e we'll sink il the end.

In view of all these conditions and the fact that the revenue de-
rive1 from this tax will be far below the amount estimated, we ask
vont to investigate and confirm the statements made by us. Do not,
I play you, embitter and discourage those in this industry by in-
flict ing,4 this additional burden upon them when it is so necessary'
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and im (AttIA for the 'Welfare Of our COuntry that confidence bo
restore(Iand that they, in coinnon with millions of others, bo en.
couraged and helped rather than kicked while they are down.

Senator CONNALLY. Jost ine question, Mr. Chairman I would like
to ask. Suppose we put thiH4 on the purchaser and take it entirely
off of the manufacturer. How would thatt do?

Mr. Nitsmsym. Wo are willing to pay tiny tax that is im11posied
against any other industry equitably.

Senator CoNLY I did not ask you that'- I asked you how about
taking it off the nianufactuier and jnak ing theso salos taxes payable
by the purchaser; let the retailer charge it ill whon hie sells at witc'h
or clock?

Mr. NiEmExYJt. That is4 the waly the tax wats originally written.
Senator CONNALLY. Is thatt the way you want it nowI
Mr. NirfwEaE. No, sir. We can not stand~ it ihow at aill.
Senator CONNALLY. So you do not favor putting it onl, then?
Mr. NiEEmt. I cer-tainly would not, atI our industry could not

stands it.
May I submit a short; brief a little later, Mr. ChairmanI
"rhe CHAIRMzAN. YeS; yOil ilay
Senator Siiowirlx;E. ,io yol favor a generc'l manufacturers' ales

taxI
Mr. Niruzyn. We are in favor of any tax that i8 equitably m-

posed upon every other Industry; yes, Sir.
(Th e f of G. H. Niemeyer is printed in full here:)

The Finance (kmmnittce, 11"tiui. Rtte 0, ile u1Vasbg)o).C

0ewrLI a, The ielai commlllitte'e on tittion of thie jewelry litaustry,
inepresentlng rnoro tijan 30,000 Jowelers utnd over to) I rieh o'gatihvjit ooe, pre-
Rentm for your serlou4 vo3ijowertion the following obijm~ ons. to sectioui 0011
U1. R. '011! 102.30, revenue act 1932:

PPM~en O)% NOF lil13TY

Tito premeut clhotle coIIII io(ii. or ow Je'Welr'y h11 1istrl Is ~ evioew(iPQ ti), owjacl
thAt t10 I'AItIurS (111-i1g 1 ho pwst yvar weU1' i' largest mt rtocwd ; 1,0116 firimw

wet Into bavikruptcy, with linilhftl it' of ir $28,014Q0W.
1)ktressed uterlitianim', hias hoii tlirowii on h ow aos w, i resmit otf owi

connerclil ftuilurem, solif tt u fracvtion (of the f rna'r value.
Tthe inarket value of' conwodi It'S M-18 111:0141d ialy 11 llStuxa'4 11s 1111101 11H

Mt) pier cent utowl more.
All brimeltes or the Ititthtstry ha1 liven I1Jd to liquidate their fsi oek,

regirlesslt81 Of pro-fits,, to mjeet thlel ir unanclal oi~tlrs
WijlthOt t10 1hliiiOARltit) f tis tax, Xwith very fe*m~p ixopfll, thev jowelry

hi4(I3 1r 5 Is nUWlprostrate, idt the lItitetilie df'ct of this tax N0l1 but Io
rt-st riet sill vurebises b~y retttiit.rs, ThIS Will force iuidi'eds ofn 1ijimifactui'L'r
nmd Imporft-rs; to cloge thevr doors.

AtAKFNIMV~ )PPSAL

Setioni 604 of the present iet wits section mi of the revenue act af 19.1s,
whivb was written tit; it tax on retail sales by jewelers' conmnititee tit the
request of the Ways anit Means Committee.

Tito use of til Paragraph In its, exact form Is evidence ltat no con-sideratioll
Was given as to thme practicability of itms ipphieation its a tax omi the manufale-
turer, Iniporter, and producer.
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CONDITION OW' IND)UTY A-tAIITY TO PAY

A1liity to 1111Y i4 ft fiidiittintiil (ytinI0m rieictor, Invenitorles ire ilioint
sitiir000Vy, IssIt ira froilum, NIlions of olleirs worth of fine dittiiiId Jewelryfiei l iltig held by bsinksi tnd other crlltors. The trdeh linds Itself help les t11111111o itN operlitiols, luo to its finally to l,irrow from biiks iill tlf4eoutl

DlJ5(III)MX NAt)oKY

Jewelry Indhstry has tlw right to expe, t tjult opportultiy witl Uthor idus.
tries with which It compotes, and not so titled. Tax createt4 distinction which
does not exist In I'Let. The rol)osedi levy Is higher than it wVits ti time of war
ittid double or more what it Is on other exelses in tls 1ill.

DUPICATION 0? TAXATION

Unless corrective v, 'iulnistrative procedure is provided to prevent It, there
will be ditplicittlon of tee tax in almost every branch of the industry.

,xitiuiple: tmlpor!er of rough diamonds sells to cutter, adds 10 per cent.Cutter sells to manufacturer, adds 10 per cent. Manufacturer sots stone andsells to retailer, tidds 10 per cent (three taxes of 10 por cent).
In addition, retailer Is forced by comlpotllon to eliminate am much of tax

as p ssible, so he becomes an importer and pays only 10 per cent tax, thereby
prItting American cutters and diamond dealers out of business.

MIRTH= VINUPWUMasT
Thousands of skilled workers are already unemployed, nd lnlufaturrs,

Importers, and retailers are making great sacriflees to maintain their organize .tions in expl,etation of Improved conditions. The Imposition of ftlis tax willmaterially reduce the number of skilled workmen and offlee employees because
of the inevitable falling off In business.

UNUAZ TRADE I'JPUM",

8m-iin 817 places the legitimate retail distributor in it position where liecan not sell in competition with a so-called wholesaler who is pormltted tosell it retail, paying a' tax on the wholesale lprice. There are literally hundreds
of concerns now operating inder these false pretenses.

5MUOOINO

Commercial smuggling of diamonds and unset gems will agailt be profitable
because the imposition of a tax of 10 por cet i the stile made by honestImporters will be equivlent (for smugglers) to i return to a 20 per cent tWrfN
on cut diamonds ani gems.

Tourist smuggling will be encouraged, and these who declare purchases willhave an advantage In purchasing abroad, t-4 this tax of 10 per cent will not
apply to such purchases.

CONUaVNPTJON OF SSIXFU

More than 50 per cent of the silver used In the arts In the United States goesInto the manufacture of silverware. Low prices of silver has resulted in JirIctson sterling silverware being reduced as much as 60 per cent. This and efforts
of sliver producers and silverware manufacturers Increased sales.

If 10 per cent tax is added there will he a considerable decline in business
and subsequent redution in sliver ounce consumption.

NO $ALMs OF XPENSIVE GOODS

The sale of diamonds, pearlq, and cotly wit res has fallen to almost lot hing,am evIldeeed by import figures, Otflcial figures show dlaniod imports asfollows: 1928, $50,000,000; 1920, $51,000,000; 1030, $28,000,000; 1931, $15,000,000.
Sales by nine largest cutters rid imllorters of dhimorids the first three months

of 1029 compared with saneo period 1932 shows decllie of 01 per cent.
1151012-32--1l



958 REVE14VE AOT O 1939

Sales of eight largest makers of line patinum jewelry for sine period howW
decline of 86 per cent.

ales of over 200 makers of medium aind fine platinum and gold jewelry
show t decline for same period of 77 per cent.

Sales of 10 typical makers of very low-priced jewelry show it decline of 09
per cent.

RZVIONUW

The Treasury revenue estimate of $11,000,000 Is without question far too) high,
Section 605 lit 3018 tax law produced but $25,000,000 at one-half the proposed

rate and on sales to consumers, at a time of great prosperity.
With a decrease of about 75 per cent In present volume thl tax can not pro.

dues more than one-halt the anticipated return of $15,000,000 on manufactures,
which would not justify the damage it would do the Industry or the cost of
collecting the taxes. CONrI$, oaTO

A tax rate of 10 per cent exceeds present iost optimistic expectations of
profit by manufacturers. Earnings have decreased to a point where this titx
would be a levy on capital assets.

YASU iOf PAYMENT Or TAX

The proposed tax is payable immediately by manufacturers, Importers, and
producers.

Long trade terms (30 days to 0 month) put burden upon those taxed, as great
majority have no funds and can not borrow on their stock as collateral or even
discount their customers' paper,

0000 ON IANbAT VI0PIBATION O1x TAX

A tax with definite date of expiration will retard or stop all purchases from
manufacturers, Importers, and producers of taxable woods long in advance, duo
to ozmpetitlon with tax-free goods available after June 30, 1034,

WHAT 1B A MANUVAcURR, IMPOurTER, PIIobucKIt?

A manufacturer is one who fabricates raw materIals into a fliished vroduut
or for further manufacture,

An Imlporter is one who brings raw material or finished product into the
country.

A producer is one who assembles the trts into t completed article.
Nearly every retailer assembles many of the articles he sells, hence hh6 it

producer and in niny cases is also a manufacturer and importer.

ADMINISTRATION DIVIULTI R

This tax preseuta the problem of checking all retail concerns, because such it
large number nrt actually producers and ni ny are both manufacturers a111d
Importers.

To prevent duplication would reqttire regulations or t licensing system s t used
lit Canada.

The men in our Industry are iutriutoc citizens nitd always have been and are'
willing to bear our share of any tax txast is equitably Imposed on every othl,
Industry, exeeptlbg only commodities o first necessity.

Respectfully submitted.
0. II. N zrsncYra,h Ch a irman.t*

NEw YouK, N. Y., April 20, 1 J2.

STATEMENT OF WALLACE D. IKENYON, PRESIDENT WEBSTER CO,
MANUFACTURING SILVERSKITu?, NORTH ATTLEBORO, MASS.

Mr. KNyto. Mr. Chairnaq, I 4uppear as president of Webster
('o., uxaPufacturing silverslniths, (if North Attleboro, Mass., and I

pw'e"' in behalf of the New England Manufacturing Jewelers' and
Silversniths' Association of Providence, R. I.
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The jewelry industry around Providence and through the Atk-
Iboros in Massachuisetts doeii not muanufaicture high-grade platinum
or diamond Jewelry. 'We manxufacture the ineditun and low pricedl
jewelry andi commercial silverware.

Mr. Niemesyer has given the case for the industry its it whole, and
in tie:o interest of brevity I as~k permission tW file a brief which
gives concisely our objections to this tax from the New England
standpoint, and incidentally we are backing it up with statistics.

(The brief presented by)Mr. Kenyon is is follow)

1101Fr FTIM TAK ('omsmtrwA Nrv ENOI.ANZ MANUFAVIII G .lEWIXIIfrN AND~

The FINANCE COMMIMIME

United State Sena te, W1ashlngtuft, D. 0.

RIK SECTION 004 It . , 1102,4, 11NEY ACT OF 1031:2

GEFNTIL115N : Tho Jewel1ry Industry, tim recit?0tl by the New IHugland
miitfacturing .towelorm' will Mlversittlis' Aiamoc'ilt oni, bud lits oirigi lit New
E~ngland over a century olgo, dleveloping in P1rovldence., I .. tom the At moleoron
in Massachusetts until this region hemlue onei of tin greatest Jiewelry a-
ricturingt centers anti thet greatest enter lin Anmerieui foi4 the( production of
nieimm zund low-privoid Jewelry,

linthi 011 d11ustry cnjttoiIs kt4-n, doe not toidly tit thte lorgirnmbr of
14ho011, 1111t to the 11a11ny #411io11 w'ttlltne it th S1111111 over1liid, resulting
lit the intrketing of werchontlise att verny reasonable prices, and lit kt'lonp
down to a narrow inargIn of profit the prices ofatill wentfhttg (of' thet industry %
Probably In no other Industry does the survival of the fittest It more povnilh.

Tin', association referred to iihove, now over 50 years old, Is chartered tinder
thet lmws of the State of Ithotle Island and ftinctions for the general welfare
of thet Iliitrty. It hats mppolnteil a tax committee imade up oIf imnuflitturing
Jewelerm lin Providence and the( Attleboro representing the different grades of
goods manufactured, thins forming at comInwttee which thorotighly represents
the amuul'acturing Jewelry Industry of Now Ungland.

This association, through Its committee, opposes the 10 per cent excise tax
401 jevolry for the following reasons:

1. It Is (Wolloulit'iily Unsounid.
2 . It will result In in('reie unemployment.
3. It IA discriminatory.
41, It Is confiscatory.
ro, It defealts iIH ve~ry pai lt'4 lit flint It, willI tiort (' retur flit' iiiioiit Pistiiiilitod

bty tit(, I Itiist' 1 tejlirtit itves.
6. .I'welry ma iitari4will hav~e ~rIi t 4di filtal ty Iit 11111 mit I t Ihe I li yilc'it

(if lil exclse tax.
Th 47"IP 1defflnitaes, of svotioii 0 wotild rosuilt lin pyrtimilding,

4. wvill st ill fl let'o v'',trlct the con sillptionl of sliver,

It Is* ecolmoJomtcal?, l ioi4.y1 The( prineipit' iivtolvt'l ii setive excistv
tom, fc ism'eitrils tit(, compete li~i I c tmi 'iti osre'siit Ilig frmn
111:lss )iroiiictl 101; fom'mat'rly, 4111t, to ('t'v('5 of 4101111111id 1'411' t it(' 1111i0Pc4 (of fi1r4t
twcce'si Iy oiver the suplyil, selvetIt~i <t tlo. t' werv ) 41115e'4 l it Aie 11w pritiliit't Ion
o~f ar itsc whide were ni'ftsi t 1,4 itshe ot' the first mieee, 'sity :to-4111y,
(IN tcjti'tl4lii('t loll), bh actuo'uI 11114 pott'iit in . evists In lildt] lit' is enlgaged 'sin

hi, o'odactli Iof to bou ttrest 11i4 ,'sslth-4., so Ot~ tte onilyv boite of t he employ-
llavil ofI evel) Wo tier cenit of our ('itizenist, nlile m ill willing, tit work, Is til
11t1-ol.Iteuti 110) tuily of ouir preiiP(it stimida !'eis ftf liv htif Imtit( he tlitlolli of
114v olile w iit illelwI RftlNfv thtits foir llev~oiil those, for tihe barest neces-
Side i'4of lift',

Trhe soluit ion of Ilil, dl('i'Fi'4oti is t he tmeuiign of sill hitlv.4 amti not
the( ruins dllseourugenit of buinessest whieh furtilsh employment to llnony
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It itill rus~all lit suineevacol ustmploppavi. -2. There l# iti olitIIiiONiei to be'
hilld velli ilk tilt prkisit NN fir o~i t'~oillta prive, Th iotq'lout 11io1M
1111e)4 of' i1tiItr 14111 BE ii'(it-kii1(l~iing, ilie wstijiliie ('fljt iYN to 11iillg jprl-f-1 down
too it hovel aot wN1-i 111 1ivi' i'reI II'Ike wORl toove IIIt() efiikstlili 1,

11111!44 o 01'Vek-41 v- o ~il' lift, 1.4 liiiportiiiit biut Im iitol in Ii;otite trvett (toi
jlt11-chin-4'.'I, 41, ploIi llvae not Ad' first zivel4slt y INM Ilie iluowt Iinlmortfiat colie
Slilerat lol, 111111 all Incriat tIII 11,1.4 johe 011) ill eui t, (wlielil 111111m, our' rsyitenu oi'
li~t 1-11oll 1111Y 1111lilt 10:111 1101 I'vt whoelit iirelleli~lie 11 iuiow-''r ) Nvould

net it illy prevent liurvilkse. 6
It, would iiwreui uniitnijloyini'iit li II ItlaIt*I't WhkIV~ hS (eaaeuIItlull. a1 Olip-

iiialiJkry Imcnllty, ond hewwt!a tho worlkerst of' thigh iuidwstry ari ighblly trithii
sil high41ly skilled In huartlilir jilr~ t hey would lvivi' dlilitilty I SevitIng
empiiloymient elsewherp, 1111 clfty of Probvileiu'e It. 1., 1.4 Iliw sjs'-iidiiig $14Ah11
lr month for (outslide 1,41141f lgo lutioa it ovinail tuonilily exp etidittive ofl' $4.121,

tke ltho city of Aft lohuwi*, Mii!4s., 1A 101w f~uividilig $23AN)It iii(ouitilly ligailitt
a monithily ujoiml of $3j,40), Nori1k Attleboro Is now Sjlng1 $11,0414) 1101r 11n101t1k
£lgithm ,i jiio'iitial inotuutlily (bxpibi(lltut (i f $2,14M.

'The l.iwiid Census of Maniutetil'es for 191, Iublilied by' thle United Stilits
Ih'Itrtiru it (of C'ommerce, Inidicaites that lit 11927, I litogmainh etti4 andi Mhd
Island ttioi t were vinh'loveil, 13,042 wVitge ('iners In te jewoli'y intlugtry (oxvits.
HIVQ Of 1HlIVel'WIik'e out of 11 tollil of 24,11)d IIIM ldl rahed .41t41 hit' -11i p01' ('(ut.
Ilk 1927, theacw o a e arnriivr4I Suasuiliusetts4 and11 IIod islnd11 rovelved ill
waigos, $15,~270,45 out oI* it totidlIi ie lt' i Stiat's 4ot' $urfiM(~ i 41.5 pier
cent.

The following totbilt indticiitt tik troidlit the tiumibcr of wlge learners and
wagon paid ifliwo 10)27 lit theA Stuitts of blttAsanhiseftt and Ithode Islanid:

W490tJewelry wages
var"Ouro', Ptf-cutte eid NmM- Iaruontitg

Mtwisaehiu- 11'haum' from savwstts chkago from
Stts anld 1IJ27 andJ, Rlhuo& to"

Ihofisland

1927 1, .. ......... ...... ........... .. 10 2 .. ,27 ,O t ....

I trigurps taio'u fmn li'nifd nou IA o Manut&4urto for 1927, puablished by ttut v. S. 1)opetment of

v Prom iaiub'x figurua cowii11)If ninthly by thus lrown tVnkvt'r-ty Iluronu of 1*uwInom l'au'arch, Wviny-
dentev, It. L; t932' 061itMuit corripti front aivragn number of waget ('arn~ifi fid wg'st paid for Mloniths
of Jalwary 111i1 Febuairy, 1)2.

It has4 heeii ('tiillitl' thiat n1ore thaknk -50'), United $tates citizens, located
withihk a 15-xlie radius (If the city of 'Providtlece, tire dependent upohai the
Jc-welry Industry for their livelihood. It Will b10 n0teti thatt WogOA paild na1ve
dvoeosell (-I iligidern lily uiiore thban the decrease lit the number of wage vitviiers
froat 19T7. which might lopetoisidered a noriil year. This Is (like to at marke'd
redutiton In hoot's worked during the past twvo yen nit.Jvwelry for years, ittider a false conaeplt, has beeti vousidlervd it hau.miry Itei
Nt for those who linivo cap~itail Invested lit this Itidmatry and for those worker's
%viho galin t heir livelihood froin It, jewelry is an absolute ns'vessty. A ds
enimiuitiig excie tix on Jewelry, because oif the very nature 44 Its uise, will
4decreaise sullem 'S1inuII with the resultant inereasie of unpeiployuient. This,
itsalt is contritdiettory to the prineipkos which hatve beeti responsible to at huige
i-xlent for our natilonal growth lurili, tlhe past yetirs. To-ilay, d11e too 011
facilities for suls''rrduetioii, no industry thant gives muployiiit, tow four rea-
ujlni an'i lie conidieredl i luxury busines,4.

It ia ditterimiiforl.-4i. Jewelry, with at few other sp-cfid indis l s .

Shigled out t'uoi thols;Illds of Iiiltlsu ius - and Is lisked to laboar at hii"Iit'i oir
l~i i 7~ on ll 1101 Is blavy fork iall hatt wlIh'4h 1s otverpsowerinig w hen placed Aml
thle sual' of ak volitt Iv~el few itli lsor our Natil.

So'eetO i'y ,1111i4 roaI liked. III iut'tessin I he Su'icte tF'linv 0iii'. 'iitillttue April
11 1. 3 A fill'S luuiu Jjt) 11tu'islil~t t'ufreu Tu o ieeij i gu'u'up olf i11,101111.
(otu irert's Iui, Is to)i \OtIher *I Intx Is 1111i)0 uwil II iny un~v u within refer. 'nec
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jo anllnustry Irhtblijki lEm4 well pitutilit to bottv the tax bordel til I o it lii
Indumtries wvi l airo not taxed,"

Colt11tittub to-dily Is l4Lg4ly voltIu liti beltweenti mItstrii, Nio oto lit-
uIIvilI'y ftvlN tilt voilltioui Illort' kienIy tlwm jewelry lettoltlN id thote1kil
of th c I'(ol)Wutitt dolliak It wtkic The iII1lI1e1ititll ori I1 1(1 per'I lvsill. exN Set ti

effortlts to Iiieet eollIieIit lve initst' nis ot t ixvil 1tiniler I he I11'moe,1i ~ai
it IN confl iscqgor.--i A tox which Will 1-41,A11 l IONS Ofs 01' eiiitill IS It COIN-1i

tory tiax. Tite 1111t04l1itilat' it 1 t ot vent ta tIXook Jowi'llry wouldll tivssit ite'
Caliber (.11t sl0lI1twit oft oltIlif ills flood possibly tit ('111 tlihuilti olif 501110 Wlltu
I'liefiIre'P4 "'ite 11110 o ( fitx, 1 4) 11161' 411 111. t'X(44d 1 w il loSt Oplt IDIIINIj( Ii ) X41('tlI-

tiolils of lirolit 11w14 Nvoud res~ult Ili the Goitmwioet obiiii i lg, wIthout thlt,
4ffortm (it Iiih r #4w *t1 lil'itI it I'i l P 't No111 4 lb lul i ( dro 111111 of 11w OWt1431-8
etiInly, thl l 5 (?ilitio lil ht( illy lit' th hilluse of' the invited llpltll but also
of the eifhi'to, of Intlnagemlent. flw In tjkX IS Ok gk*oss sales, W10VliI'Ar
the owmirIs (f calilital jilist rely for' ilr rim'ard tilt Nithat iso left a fter every.
tilng hats been toketi out or hw gvilws. T'it, imptosit ion of'i it# )W p collt tax
will surely motivates thoe tcoiiole loiw of dlmnilshitg l'ettull. floodl jewelry
imm~ufateturerm will find that tho field of' their oile.'atilons Is not worth vulti'
vatiIng, duo to a comibiintimn or natural 1find art illfi flictorm which hatve It1tide,
it sterile. Huech it tax would he it d(idllg factor mind result tit voiifisi'ation of
their muoney invomted lit manufacturing propertyy'

It decalts *very~ purpose ill that it fill not itortleptf thItI 1)4u1(nt iti'd byj
the House of Rerfe atIe.5 Tam rtm-elit fP'flin this, 1E0 per'I cent excise tax
will fall for short of emftInates. Thet following lit toln'er-II,. moleeteil its i'el'r
goutatlvert of tho ojowolry manufactuiigi Industry, lwesellt their fl~tures4 oi soles
volume for 19t, IWO3(, 1031, kind the( first 4uarters of' thelst ea j'iV5w file51 yvar
19312, These figures give emoa )lid Iot look of thle voourse o1f slles (over, the( post5
several yehil5 to ditte. Ceritliy,~ IC thilt-, s 141111 hasI not beenl 11t stin 0liA.
dowliid eouI'5mo i iles dtn' to itit It'ol li'ae hare',It i1 not 1141pla to
hItirdle aidditiolail arptificil onles.

Haclt o 0!29,. 1910, 1941., 10thI pr c''ntt chlics~ from 19)29 f i /to 'ha 1114-4 1111

Peir ("10 r ou

I o .ve,, HI$ii01.fO s1.3i0, P1311 chali, t i'll o 4u,

2 ~ ~ ~ I mii (~17 1, 1I) 13,i 3 ~"1,0 41) Ili 214

2 .. .. 11l"7 0131 11 7115, ,*,I, fit -", t ) il.,1 2) 4, 10
3, 311 I I 27(. KS It2 i3 I7 M4 1 9 1.$:2, '- 0 711 NP0
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'The $urvey of fVewelry iIstribution by Mainftieturerm of Atedium stuij Lov-
Priced Jowolry, published by tho United Stitte's Departmxent of Co41merce toI
1931, Indicates oi IvAge 47-.A that (18 per ventt of the Jewelry produced t,
Wassachusottu tund Ithode Island Im distributed through tile wholesaler and
retailer. Tile laiws of econuices are Inexorable and( tire bound to operate with
such a rise In retail price and at marked restriction of volume its sure to follow
which, lit turn, will result fit largely deofeatinig the purpose of this; legislation,
namely, revenue, by the reduction of the base upon which the tax III levied.

Thle following, table Indicates b'etleral toxes4 pid for at period of years by u
typical Jewelry manufacturer.

Income tax for year ending-feea arapi

Mtar. 31, 19)2)------- ......-------------------------- 21,15114, 11
Mar. 311, 1930-.--------------- * ___ --------- 12,9M09
Mtar. 81, 19,31_----------------------------- " -------- Nto
Mar. 81, 1------2---------------------------- None.

A 10 per cent excise tatx certainly would not helpi thi rnanulacturer mill
ninny others Ilike imin liorlitgig Is business to the pocint where It Would
bring regular taxes to the IFoderul (Aoverwaonet.IJewelry mutufactitrert 'will 1w rv great diffletilty ist flisancbqyth alon1~cuit oftil ecilt taiv.-6O. Credit periots lin the Jewelry Industry esxtenld front 30) days'
to 12 months or more. Large amounts of money tire outstandig for long
periodic of time,. six months being theo general rule. Thle present fititilt post.
tion of many Jewelry manufacturers precludes tho poosllbllity of tiny gloati
aSMitance10 from1 baUNIK III 41011g SUChI 111naning11.

In 103i1 there wore 1,0-11 ittllotti'e of jewelry 1utn11int-ituring anid distributing
4'ollev('lli 4 %1111 debts totalling i$28,101i,000., iic.'oiling~ to figures voin ilved by thle

ofe llie woin ltterv w ill heitLirev wuldn vre ag e jereid~ his lthtw

It itese Ill tier veit, 0,v~ im pIroihua~vnv, imntnufat~urers, I ltiPOVIters Of
nmteridt of' which Jewelry is .'ounpii.we,

lit tho I'Jewelry Inuiiisi my In'lis'hteiI4tll jilid i sland111( great 4pmn11tities
Alture~ 4of Jewilry. 1Tin's.' slain'ss are uliutved talmtost, 100 pe~r vent inI 4'evitral
Europlie di11o to Se'tt 11t4)('sse5 [ill"t developeli there. 'Ihleso Stones fire 4~ul.
jeceed (o) til itnp1wrt tiliiT of 110 tio (I per cenit tud vhinei, oil uwhi1h thle jewelry
Svei' 0tl lit thte I'4v(tlit(! 11111 of1 1932 iois ;lit i th t 14) 10vi'v vent wAvi sot.I
by tile 1linisorter, anld 4111 tt"p of thes t ~ o Imlposts there will be0 mii additioinal
i0 t) a'Centt 4)t tihe Iliihewl prodiuct, atill% toll of till O it a 30t per (lt jIyrfl
nilig of the taix Ill he piausituh, (W the itimited merliutiiso front tile manu,
fact tti'ei' to, the( vonlutt'i'e. Thte tlaN Is also placedol 1 articless 11ade1 of precious
oir Iittit nu previttu-4 wtun1si whiht It Is wiNtie ~ailild iiltilit tax oil 111nd.
Iin.s ilsvil by it greitt imny mtAuIMC1ihot11 t agJPwelers '11111 111ttuvltaed separately
f11 itt Ilnuhgs Iilti IltAitirers. Til. se iin4 inny~ t1)le 1) (oiptd of geld, sliver,
rVolled gold latel, or gold filled. 4ind gnl'l eiectrolite, till eit her beluig previous
ietal or 8siunialatiJ. li11ecloilt ntctil and till taxable at 10 per cent.

It Is cri''tly votteetralble, Owifore, tihat anl airticle (of' Jewelry litirchaseil
tly thei vouliluiet will aaliiwithini its retail selling pice tlte following site-
citle h'-vies :1) to1 61) lior uvni imlirl tax on3 stones used ; 1t) per centt tax ont
'SItlus'. seiiipri-. us 014) titr 1 4*11 11ol ( titw ) ; 10 11.1 vel'it Ia~x Oil llt'et'i4)ls tti('t tl 1111tt.
lttii' rImittion pltt'(ittvt 10. 4lititts Iltew) :10 pie' Cent tax 41n 11izii'led

No~ilti tw ) : till (if whlvI, av ic aleoa'elit iilte tSttite t e ll initg price
muil till oft wltivlt are It 1y I'l 1) hhd tillploxllitely *30 iei pen '(lt by thle whoI4lesaulor

It ntrl 4.ill furt~hcr revliehl the' 'O.uw of milver'- 8, vist tittiititics
lie sliver i are tm-ti th (lt ll'ts, Tlkv % rld reduction lit slvev e'tinmtiptin hat

itiaic i th tr.1111i itl id Nitidy t ititstteu an tatother4 lit aill cmnttrica.
Intvt'tiitiu'tiat wi.,Ittm ii 111tbeil arouse.d ftir ctit-'ietives on the question anduu
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to (levise ways atntd means of ltrAtAslg its use. The arts and Indu.1try in ti;e
United States and Canada in 1)81 used, according to the reports of Handy
and Ulnnran. a total of 30.5 mIllions of 1tie ounces out of a total world produce.
tion of 1M10.1 millions of fine ounces, of which the United States produced 81.4
millions. In other words, as the consumption of silver in Canadian Arts and
Industry is relatively small, the manufacturing jewelry, *ilversmithing and
photographic Industries of the United State consumed almost the entire pro.
auction of United States mines. This isa most significant fact refleeting the
depotidence of our great sllver.producing States to find a home market for mc
large a part of its product evin In a period of depression.

A tax of 10 per cent on the products of the jewelry and silversmithlng indus.
tries will absolutely restrict the use of sliver in the arts to a very much
smaller amount than is even the case to-day.

GONCLURION

We appredate fully the responsibility placed upon tMe Congress to bilnnco
tho Budget and we tire sure that nil members of our partleular Industry ara
disposed to meet their Just share of the necessary tax but It does seem to ua,
who know tb conditions, that an excise tax of 10 per cent on an Industry
already tottering would not only defeat your efforts to halnce the Budget
but would also tend to elimnate an Indstry with the resultant loA of capital
aind ineosed unemployment,

l1t'sjiectfully submitted,
TAX COMMrmm or Trim NOW ENALAND MA.IMAVl'UINO

JnwraMs' AND S MMTns rns' AssocztzoM (Ig,),
E'DGAR INC. PDoennn,
WALLACe D. ICENYoN, Ohalrnan,
AUIti1AuLD SILV MAN,
HAnoLD 10, SwIa,
,Nura V. ToxI,
H'rvPVIV I. (ATawn,
Eawn)a 0. Otis, Jr,, Secortary.

Mr. KrNYoN. I would Just like for a moment to stress one or two
of the most important points as we see them. We feel that this tax
is economictly unmound. To-day overproduction, both actual and
potentitt , exists in industries engaged in the production of the barest
necessities, so that the only hope of employment of even 75 per cent
(if our citizens is the creation of articles which will satisfy desires far
beyond those for the barest necessities of life. Our 'industry in
creating such articles furnishes emploVment to many.

It will result in increased unemploynent. Price of necessities of
lift is important, but is not an absolute deterrent from purchasing;
prices on articles not of first necessity at the most important consid.
eration. An increase in price of 10 per ont, which tinder the moth-
OtIs of distribution in our industry will amount to 20 per cent to 30
per cent when it reaches the consumer, would actually preventplW( hases.

The first quarter of 1932 shows a decrease in employmentt of jewelry
workers. in Massachusetts and Rhode Island of 45 pe' cent from 19t,
and a (I(crease of 51 per cent frort 1929. It is estimated that more
than 50,000 people located within a 15-mile radius of Providence,
R. I are dependent upon the jewelry industry for their livelihood.
An overp)wering O XCis tax of 10 per cent will djecreajse sales volume
with resultant increase of unientployment. To-day, tite to the fa lli.
ties for stnprirodlletion, fi) nd1stry which gives e, employment to
l%llY ct'ttqithitbh utntliher Of ourt' citizents cn !be I o (s' i(tred iA luxlryto litsinetss,

It dftefiat it* very lttl'P$t'. juttttll V, r'\'t'le, It is ,ti' siutttre
V011tt iot t Ono 11, ittitttIt 4I rott'il't4 fh'oltt this 10 jper cent, excise
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tax will fall far sltioit of esthittes, "' Il tihe brief tiliod with your
Cotuitittee wt Hiow Ill detilil tho salei4 of t(o relpreseitittive and lead-.
Ing flirnm in our' association. These, Cot1Cierfl Shiowed NIh in 11)21) of
$9,"5,00() plus. Yout tie, the value of the materials used in our
indulstry in New Fingliltul iN V0ery sniall. It is primtarily labor. In
1930 sales had fallheii -30.98 per' cent for the a~vera~ge, andf in 1931 the
falling oilt atuoulited to 50.4 per cent.

Tho deervitse in siles vohinte for the first u'ti. of 1912 8Iiow-s i
still greater ihecretise' in thte taxable base ( salesm vohlifie to 114.121
per ce'nt. The stimiilest falling off of business of these 1() cottcel-'ns
wats 42.1 per cenit an ide highest S-.9~t9 )1 1er (10'it.

,A 1t01 pervet exe4ist' ta wI~ill eitiiiy hot Stela the Steadlily tie.
oroa"mg tax base.

Jewo Iry nianuftuctuters will have great (1ifictltyv inttinening thle
payment of ant excise tax of this Size. Credlit periods in our Indus11.

try ex ten d tronut 30 days to 12 months or longer. Large amounts
are outstanding for long Periodm of tinie, six imonths being the gen.
erfal rule. The ipresotit Klancial position of most manufacturers
Precludes the possibility, of tiny great assistance fromt the banks in
doing much finianelig ~U*Id yet the mtanufactuirers must pay 10 per
cent nionthly in t60 fornIk of All QN0*iu taX, his fhinig must11 be
increased by' this fallomitt for it gCInt'iI rule period of A JCIIst six
months.

It Will still further restriet the cons~umptioni of silver. Vust quan-.
tities are used in our industry. The Serious plight of silver a t
tracted the aittent ion of stlltespien iii all cottuitries. Let pie poit oit
that while inl l93t the Uniite~d Staites producedl 30.4 muilliouts of fine
ounces the arts aind inidustries constunei 30.5 imillionis of flne ouileN,
The siiver--produvilig Stiltes were most fortunalte inl finding 1 hom111
market, for the con Si ption of practically their Cltire ot plit. At
tax of 10) per' ccilt. on tle products of thle Sikversmulitingl iidtistry,
whenl pywaieil to dw he(onsitnlet'. will so increase the pm'wc4. of their
product that at very ipaterial dee'se in silver utse N I ill slt.

Alre do not lipl'11 before youl protesting tile iiiijosit iou of av ' tlix
Wilit sovver. 11m.' doI we -Itlggiit tI hut this amid thtt aittic-e be exen(ipltQ(.
114)1 1 hltif II Nw Ilight ho etiiter le'vied 11 ilglus! Someu other inmd iv-4trv.
We linc, ,'eidv aind willingo to pity alliy tax thalt is equally Imposed 1uponl
ovev'l' other tInditst my, exeilitig only I ho)se of jwinwik inekessity, Which
reaches witt ftor Ibitt last sinai! portim of)1 4)1 , ii'4itslitier's dlhar' Levy
a tlax upon at broa'll blitse, This will. b~y It I'Miatively S111ll ma1te. t111i.1S'
for greq-ter re'el 'Ii'. iwt(tIt 'tt prl44t tt1,V tiE i t-tr iV 114)1 ini'isa 1uiwil-
piovietut.

.3 tist, 04111' ut(ivt t io)IiLrhit, l"411. Atils WE' halve 4.1tco)1mI'l&!ed the Inl-
V111154' of hl~oiui' !y ot('ldye.N( v they filid thec Veryp's' )O5v'.ioll
of these hlouaui's s ia lililit%. flot uIII i54T.lhe :I-li'jititt Wvas thlat inl
hard tunie.4 they woldd ali least have shueltet 111141 " if worse (.111ne Wo

114).tle vw otlild I'Il154 funds oil s-1i4'1 loTh )ettv. To-daY with little
M 110 1Ille., lweaTtseN of thew oiliershI l) (f rill i. 1111we 4.hey cut ot
ISecure1 Aid fi'ouu the towmsN t axes Il'e cruilin~g. 11t141Ihere is 1a6llitetd
Ito ntat'ket fotr their hopies, 114)1 eant they phwVA 0litrigAgesl uponM thltil
att thie bank. Impilost, this tax-vi d411estr'oy, htmpe of vlltploymtlellt 111141
hopeR InI thle flitili. Chaos will tsurely tv.1u111t il (il .u l-1101stt'Y 1,0u1-
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STATEMENT OF HON. 10EPH W. MARTIN, JR, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF MASSACHUSETTS

Represeitavtive NAfiTIN. Nl. (1iirivian t1id 14Ihll( ers )OIN of tile con-
titte4. S11111 hllot weltrvv yot with i recital of these facts whieh have
I ee) so ably p~resentedbV the two previous speakers. I ant not in
aiv way connecteded with the jewelry iniluitry, but having been born
,m]1(I having lived all my life ina (it communityy whih is noted for the
uilauinfaicture of jewelry, I am fully aequaiNted with the distressful
,*011vditiovvs that Dow exist, avd I kinow full well what will happen
if this 10 )er (ilt tax oni jewelry bevom, s a law. I want to protest
sigitlIv the tax i)eclillov I he)ievit is wroyg in principle to single out
a few industries for it tux of this sizP. I think it i, ljust to take
six ilndustries all single them i4tt for ai siles tax an11d to alpply the
large p)ercelitage of 10 per ('etit. I tiitik it is unWise for the Govemi.
likiel( to tax a1 prostriate ildsltry. i industry where factories are
vi' pil o' 01)raltIlig 111)011 8110rt schedlhs, where ltl0- u 'edsI and
thoil ilv ]is of workllell are oiy the str-eets.

'h'le covii etteemtiltates that this will bring into the T'ealllry the
su t if $115 000 00. AIIyone at ail a*vqcuiamted( with the jewelry in-
d(ustvy (no0ws thnt those figures will Inot vuallterialize. It we wait to
blthuitee the Bldget thl'o)Ilgh the $15,000 000 that are Coming from
tie jewelry industry, we will never. !alan.e it. because as the pevi-
oils s pake's have id. time volume int the jewelry hitstiess has fallen
off 50 per cevvt this ye' over two years ago, antd it is steadily falling
itlid will (oltille to sitdily fall, miufoitiately, even after the tide
m:a tuited and the business of the United Sttesf has begim to come

lmck.
No, you will not get any rev.llive, but youl will add to a iroblent

thlt is j11t as lacuto in thils country, tile i'oblemn of umiemvployvelnt,
a prol)lem which is in itself responsible to the fact that we are not
aie to balance the Bludget. Whevi I view the conditions that are in
tihe jewelry industry, and I mean the conditions in the inanufactur-
mg field is Aell as In lite retail-jewelly trade, I ain inclined to be-
lieve that going to that indiistry for a tax is almost like going to the
po rl iou5C find takiig it colle(tiO.n ulp for the u1nemployO.l,

The (AIiRvMAfN. Was this discussed in the House?
Reresentative MARTIN. No; it was not. Senator.
'l11e CHAInMAN. Did you object to itt
Representative MAvTIN. I did not have the oplortuity to object,Senator.

h'le CHAIRMAN. In the conlmiittee?
epl)reselitatilVe MIAIRTN. No. I might say thi for your inforlla.

tion : The committee has never held a hearing on this item. No man
interested in the Iewelry industry haIs ever had an opportunity to

Ise'evvthis vase. rhis was ngreea to by t subeonmittee oil one morn-
ig and reported into the Ilfouse lit, I elock. It was called out of

turn before anyone knew that it w'0 ,otni1g, and it was lpied at a
i latl'ter of 2 that iftelnoolln. So tlill is the omily tribunal, Senator,
hlit we Cli coiui to, alld Wit do ask voul to take tlait ft. into consdl.

orat ion iid to give S lile Colosihci'vitiol to this indiistry.
I' qllue i n has t cv pleiltisd a.4 it tlve Illatter o# tifnuivei ig this

tax, It will be utterly iljllo'sihle fot' the mitufactikrer to carry it
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for a year's tax collections, and you gentlemen who have retail jew.
elry stores in your different cities and towns in your different States
know how utterly impossible it will be for them to pay the tax.
They can not do It, and it will mean that you will not get the reve.
nue, but you will add the disturbance to business.

The CIIA1MAN. You prefer a general sale tax?
RoI)resentlttivo MARTIN. I voted for a sales toix, Senator, in the

House. I believe that the sales ttix, while it is obnoxious, of course
to everybody, would be more unifordly distributed and in the end
would be the better way out of our dilemma in trying to raise the
money to balance the budget.

If you permit, Senator, I would like to file a brief in a more
extended form.

The CRAIRMIA. You may do so, Mr. Congressman.
(The brief presented by Hon. J. W. Martin is as follows:)

XIRJmy ov Ilo x. Josrn.I W. M.nIJN, ,li.

)dr. CnAIIIMAN AND 511MMlWO OF TWO COM MI°T TNE:
I wish to record my opposition to the proposed 10 per cent tax on jewelry,

optical goods, anti allied articles. I believe It is manifestly unfair to single
out a few Industries for the imposition of a sales tax. I believe it is an injus.
tice to make six of the smaller industries to he taxed the confiscatory rate of
31 per sent while others who have been singled ont for the same dsrimin .
tory tax to pay a mtich smaller rate. I believe it very unwise to place a heavy
burden on a prostrate indulstry; ai htustry which because of the very nature
of Its business must feel severely 'rho effects of the dilresslon; an industry
whose employees for the mo~t part re walking the streets--idle, dIscontentod,
and almost hopeless. Particularly is It unwise to make the levy when the
revenue to be obtained Is small, hardly of ilt,% con~mluemce lit the tiask (f hal.
ancIng the budget, but devastattng lit that it aidts to th moar problem of the
country, that o" unemployment,

The louse V6, 'y and Means Conimittee emtlimtes : revenue of $15.000,000.
The Government would be fortunmate If It secured one-tdrd of this sum. The
figures from the industry show the sales tre oft more than one.lalf In the
last two years and atre still declining. Moro than 1,40( failures have been
reported lIt the industry. These speiskitore eloquently than words tle demoral
ized condition of tie Industry. Put n tils tox awl you will (rtv, more foe.
stories and more retalt stores out of mislnves; you wvill send thousmids of work-
men out to join tile ormy of the waentiployei, and yvoa will dry up perInanfe" tly
a good source of Income in better times.

Wlhent I review the present comiditloos of thne jewelry indiistry I am led to
the ennlslon that trying to secure inomay f'onu this so rce is like going to the
poor house to take a collection for the Umiemlloyed. It will be just as satis-
factory In m sults.

People have 114t been huying jewelry lit iny qtuat Ity in recent years. They
hove been olilged to reduive their exienditure.s aml quite natuirilly buy less
of these things which ttley ('1it get along without. Large factories which have
successfully olperated over 50 years have beemn for ed to liqidlte. Only this
past month two ot.the best known Providenve concerns closed: oine, for all tine
and the other ulltl the dawn of more favorable 4.ondlitlons.

The questloi of finatice and credit enters Into thifs tax as wNell. The (oy-
ernmept would require the tax to hw pi nd monthly while the mnantifwtrer Is
lucky if he gets his money in a year. flow to finotnwt' this tax would Ite it
problem. Certainly the bunks won't litit tp the money and most of the mann.
fineturers after the past three yers lire In no condition to do so The, atti-
t114le of the trilMks May well 11P illostrated In t personal experlenee, I hap-
pened *erots i Provldernco inumfIicturer during the Chrltatnas recss, Ito told
me ieo had broken even lit th first flve moimthle of 1931, hod sustained heavy
losses in th sMkimin' months, antd the fill months i were sible to make up tile
lopes, As it reult til yer showed a lomss, l1 thought lie eotlhd ePisly make
It ba tck If hnivoliness roudition,& hnroved it his concern had in tw past ben a

.... ... .... -
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g(oil Woney nmker iId enjoyed it fioe stainiling in the Jewelry Worl The
baikers, however, took tiitw oition they could get their lain by deniwdiing
pnyamwiit tilli and they itllevtl tliit lirit Itot 11o possible in llot1iwr Year.

'IIie loan sW' ti' : llld: ihe. boiness lotset| td iat' voi workers owre thrown out.

Ljet nio give , one more illustrtflol of ihe ||ilniial coailitoii$ of the inlust ry.
One (oneern recently Nuslienddil which lad been ia'o.sllerO~ts aid given employ-
i1wtat to ninlly people for ifore Olmt W1 1 yearI's. its nlti wit, aaitloitillily known

for th high mtantli rd of ts gtois. Its lt's, iiehilery iiand 'qiuitiat wet', In
gtlo(l ltOpn 11a1o invefor oIre thll wn $110.0o. It was tint ttteesNitry to ('(n-,

stimnuto it forced stale. The ('OlIC('i'ii jiill al Its dt'iitS 1a14 tili ' for ii011iily t

yenr to dispose of flie luitless Imt going tct'ir'II. Tihl wits iposil 1111(1 It
was finally sold for $2,rM0 to be junked.

These examples show the lack of confidt-ee i Ihe it'eslet foutIitk at id ndil-
vitt' how itterly Imposslible it would lie to secure bankitg faiellilv e o tttt|
alo tux. No, the naaufteturer van not pay thloi lax and vou $eators with
many retail Jewelers In your own Statesi kiow they can not io It either. The
retailer in Just as bad If not worse off than the mnanufuer.

I wish the ommlttto would hear in mind this is one of the few Intlustries
conducted by Iindivilutls. There tre few large corporations and few chain-
store enterprises. Practically ill art, what matiy properly ie tlINsified lit the
"little fellow" In buslesp.

The only excuse advanced for thils particular tax it that it Is on tit. Industry
elaslfled as luxury. That i true lia iart and ite0ae of thilt fNl, the indut4s-
try Is In sill a precarious condition it ctan not stand this proposed blrdena. The
10i0T part of the Industry, If there was at division, would come oat articles sold
over $10 where the value of the metal In a vital factor. In trttelvs under that
sum thin chief cost is labor. The only articles with any datind tire fit fili
cheaper field and so thin sales tax would fal chiefly on th- stenog'aphcr, the
office clerk, the factory worker, the school girl or tie housewlfo of moderate
means who wishes to buy some little artlcle of odolanoeat, And the tax they
will be obliged to pay under the irraingmnent In the House bill will be much
larger than ile 10 per cent an It passes through the necessary stages on tho
way to the consumer.

There Is also one other thought in connection with the tax. The mltinte yoll
put this tax Into effect you automatically Increase the price of all jewelry now
In the store. It etn not be otherwise. The store keper can not very well
segregate 'artilees In stock bought after the tax law went Into efftet front earlier
purchaseg. Consequently he will mark up till,

This tax will bring the bootgqr 5 n4 the Jowelry business. The honest
nmanfneturer will piy and sVt o is 1 o pinpettors wll not, The tax will be
diflellt to honestly ofiW 'We hvO a onl exhwriene i thI matter of
dilloaids. So much WMI4i W ow,4lit wt dKided In the lsit tariff
law to reduce thq f Per cet b41e h it would result III
more ( I.,laration of to

TiJewcol xtAd al ve no deem toiSdtt their part in main-
tamning the dc iof the t In this 'dlfficult Seaselal period. They

tir willing to i tthr hill bak they 4o Mleve is ltbl period when they
are sufferiqogmiqte than otlevt a Owl j ould nq he aigled out to pay
a conficato rytax of 10 per emit while 4 -tY i o tely #ttited escape
altogether.

May T Mn noitluslen reinAd YowdCM*tilw-hen invehed, Which liq Just as4
keen. just as .liqttut u s t tawitS Smtis the Ipuoblem of umci-
ploymenat., f i the sOst e.400011ms" VOr tiO m of seeking
funds for btlasng the Wi t So l 4 _ WcIh is the only
onil' which nl'lgiven thee jeelo ra oar. o itrlnity to be beard, to give ("eshid-
oration tetbe Industrial situlaiton as It bts In the jewelry trade. Do not
loe Yight otthe feft the appelSi hosu0 transeends thewpal for revenue.
The thousands of men engaged In the jew*y business ba" a, right to expect
their glovernnt in at ean ort to balance $Vsu-p-t will not act iln a hysterihal
manner and throw thm oat of work withlt ev achilevTing the ohiet" mo aflt,
to gain revenuni Dd-tWa put thettse workli ather i n tre mire 4 dktres-4.
lo not irwake them 0Ateeid members of ,seIft placing an obsilche in
the waty of their astf i *sm*, to,4lsr qe 4 I vilhood. In the H Iirit if

live aind let live," 1.4 t.lslnatio$ tlil p!ovosed exctosive tax,
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STATEMENT OF SENATOR TAMEI L ODDIZ 03 NEVADA, IN
OPPOSITION TO THE TAX Of 10 PER 021T ON STERLING
SILVERWARE
Senator ()pIa. Tho silver production of the United States de.

coined from fifty anid seven-tenths million ounces in 1.930 to thirty.
one million ounces in 1931, and in value from nineteen and five.
tenths million in 1930 to nine million in 1931.

Over 80 per vent of the silver produced in the United States is de.
rived front copee, lead mid zine ores, and with the. lowest prices of
silver, co)lpr ead, anll( zinc in history now prevailing the l)tO(dUI-
tion of si ver is due firilther to dechne in 1932.

In a camlpign carried on jointly by the American Silver Prodc.
erM' Asswilation anld thie Sterlng Si1versmiths Guild to polarize
sterling silverware, sales increased in 1931. and over 15,000,000 ounces
of silver wa.s consumed in the nkanufacture of sterling ware, notwith.
standing that dollar sales nd profits were unfavorable. This favor-
able result was accomlislied largely by greatly reducing sterling
silver prices.

In its present )ositioli the principal factor itk the silver market is
the industrial demand. Since the total silver produced in the United
States in '931 was 31,000,000 ounces and the amount consuined in the
manufature of sterling ware was 15,000,000 ounces, it is evident how
impoRant it factor the imunufacturing of sterling silverware is in
determining the price of silver.

The tax bill, H. R. 10'236 as passed by the House in section 604
provides for it tax of 10 per ceit on the sile price of sterling silver-
ware. The imposition of this tax would result in substantially re-
ducing the sale of silverware and in correspondigly lessening the
amount of silver consumed in its manufacture. Sueh a decrease
in the industrial demand would have a marked influence in further
reducing the price of silver. Mines in the United States producing
silver woull )e forced still further to (trtail operations or to shut
down, contributing to the present unemployment.
As serious as the effect of thi4 tax on, the metal mining industry

of the country would be, it will be still more damagin to the
foreign. trade of the United States with China and India. The
people of China and India tire now compelled to exchange a little
o' er 3 ones of silver for a dollar' worth of goods in tle United
States. If the price of silver by virtue of imposing this tax declined
to 25 cents per ounce, the people in the Orient comprising over half
of the world's population, would be compelled to exchange 4 ounces
of silver for every dollar's worth of goods. While the foreign trade
of the United States and the Orient has been and is now subnormal
because of the hiw exchange value of silver, the imposition of this
tax would further accentuate the situation, resulting in the further
reduction of this trade.

Therefore, in the interest of the American silver producers and
manufacturers, and in behalf of the foreign trade of the United
States with the Orient. I urge upon the committee the importance
of relieving sterling silv'erware from the imposition of this tax.

The CAN. .Mr. R. H. Whitehead. I understand you want
not to exceed 10 minutes.

Mr. Wmitr AD. That is right.
The CAIMiuAr. All right.
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STATEMENT 01 , H. WHITEHEAD, NEW HAVEN, CONN., PREI.
DENT CLOCK MANUIACTUREES' ASSOCIATION

Mr. %itrhts a1F:AD. (64(W1g lilt'is, I lpllii' before vyol ill regard to
section 104, "tax on jewelry, and so forth," as follows :

There Iq iereby Inimpsei uion tilue foliliillig lrith's,4s lMil Ify the uinuniu11fale-
tdir.', IwlUri.iv Or I ijilli ii ux *. lv ti t 0 teiper * iisi ol' li' ple
fill- wflit )4old: 0VWate, 'ilOcks.

I represent the clock manufacturers' association of America, mann.
factutrers of sill types of clocks, including slariis, watches, and the
popular watches retailing for a dollar. I compnratively small part
of our product is distributed through jewelry channels and can not
to-day be properly classified as jewelry items, inasmuch as our prod-
uct is silso sold t rough hardware, chain, drug, stationery, -epart.
ment, and furniture stores, electrical dealers, and as accessories for
automobiles, radios boats, refrigeration, and so forth.

Our industry is American. IW recognizes the importance of raies
ing additional revenues and recommends a moderate tax imposed on
a broad group of commodities, excepting essential foods and cloth-
ig. We do not ask exemption from any fair and well-distributed
tax.

We must respectfully rotest that the tax of 10 per cent as pro.
posed on clocks and watShes in section 604 is unfair for the follow-
tig reasons:

1. That It im hilglly dlserlulnuts ry. While 0'lu'ks antd waitehmli are taxed
10 per clitt, Ilotn' furnishings illit large varley of articles of like general
utility take io tax whittoever. slisa3 artlevhs ilt are really Ill the luxlry
class tire inot sulbject i tax. For Ilisticute, Ierlod furliture, orlietal rugs,
statuary, tiles, paintigs, atid Ili o tether luxurlimP itiist'ltli furisllnmgs.

2. Chocks and watclles ar itn'essltlcs. ilf te ii s ohevisly list lill-
plrttnt factor In the dailly life of,- 'ti aplilles not onlyto the im'us smlulle t ill, but to tis l housewite--in
fuct, to ull regardless of tug s is (l
time. In adlltioi to cluevlk for iltle
Inl the operation of rItf
3, The tx, lecaulse18o and the. features

Iroposel, will lie icyr 4 Or ent
from the manutletiu tiele tme.x
will he ps8issed Oil tot

I )roitlt addi ( r cent .80
thiet the o10nr (n ol
tiee rmllll ileargi used11ll(|m llt i111ld fly qtheOeVi'rnnxlesut.

4. Thit it lloth' ra.
111)oli tle toillsitlle a the, 1I rde
On 11 IIusiISM wi I Atected high
tax will further red nt. W

I wilt to j)oihi te p that
will make it d!ifrthi .ur , ptin.
tentioaill ('oipetiti ,or the
Governitjegt to id tures tip
section b y section of t

Section (04 states: j 2
The tax is Imposed ulxn the art 'i acturer, producer, or

Importer equivalent to 10 per centum of th or which sold.
Watches and clocks are largely used as premiums; if a user of a

give-away premium imports clocks and watches direct, he will escape
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paymentt of the tax and the domestic manufacturer will lose this
business in many instanees because of the large differential.
If a nianufacturer of automobiles or radios or time switches, and

so forth, im orts clocks and watches direct and incorporates sone,
into his product which is not sold as watches or docks, there will be
no tax levied, and the domestic manufacturer will again be placed
at t large competitive disadvantage.

TAX L WIV1D ON COMPLEX' ARMICOL1

(Sec. 004)

The manufacturer or importer by not selling the completed arti-
cle; in other words, by selling uncased movements, will entirely
escape the proposed taxes. The compiiies purchasing watchcases
and selling complete watches will avoid, the tax by selling their
movements and cases on separate invoices. Parts can be taken out
of the complete article, such as the winding stem or winding crown
on a watch, which can be put in at no cost in a very short time by
the consumer and the tax avoided. As without the stem or crown
the article is not a fm ctioning mechanism and therefore not a tax-
able completely manufactured article. It is difficult to define what
a completely manufactured article is.

Obviously, responsible American companies have no desire to
avoid taxes by technicalities, but we have a lot of competition that
will not hesitate to take advantage of every loophole. There are
numerous evasions to a tax levied on a complete article which will
allow everyone, from manufacturer, importer, to consumer, to avoid
this tax and which will defeat the revenue-raising purpose.of the
act and disrupt the present methods of doing business. It will edu-
cate the general public on how to evade taxes.

Section 604 levies the tax on the price sold by the manufacturer.
In the case of large manufacturers particularly there will be a

great temptation to avoid taxes by setting up distributing agencies
thus eliminating the cost of distribution from the manufacturers
cost, thus lowering the amount of tax. The manufacturer can set up
a distributing agency through which it will make all its product; it
can ?FB1 , the completely manufactured article to the distributing
agency at a nominal price, thus evading the major part of the tax, re.
sulting in unfair competition to the smaller manufacturer who is in
no position to do likewise.

Section 605, tax on automobiles, and so forth, reads:
There io hereby imposed upon the following articles sold to the manufacturer,

producer, or Importer a tax equivalent to the following percentages of the price
-for which so sold:

(a) Automobile truck chassis and automobile truck bodies (including in
both cases parts or accessories therefor sold on or in connection therewith or
with the sale thereof), 2 per centum * * *.

Clocks are common automobile truck accessories. Under this pro.
vision they will pay a double tax.

(b) Other automobile chassis and bodies and motor cycles (including In each
,case parts or accessories therefor sold on or In connection therewith or with
the sale thereof), excepting tractors, 8 per centum * *
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Note that this section exempts the farmer's tractor, but heavily
taxes the watch he uses to tell time.

Clocks are common automobile accessories. Under this paragraph
they will pay a double tax.

(c) Parts or accessories for any of the articles enumerated In section (a) or
(b), 1 per centum * * .

Clocks arc commonly sold as accessories in the automobile trade.
They should be treated in like manner to other automobile accessories
as such clocks are made spociflceplly for automotive purposes and
should be so taxed.

Section 007, tax on radio receiving set, and so forth:
There Is hereby Imposed upon the following articles sold by the manufacturer,

producer, or Importer a tax equivalent to 5 per cent of the price for which so
sold: Chassis, cIbinets, a1d so forth (including In each case parts or acces-
sories therefor sold on or In cotmiection therewith or with the sale there-
of), * * *

Note, please, the discriminate tion between radios and clocks, clocb
being taxed at twice the rate of radios, yet the clock being more of a
necessity to the home, and the radio comparatively a luxury, and
that the tax on clocks is several times the tax on automobiles. Radios
are now commonly equipped with clocks, and clocks are common
radio accessories. The above paragraph will result in double tax.
ation.

If a tax is levied on any article in section 605, 606, 607 or 608
involving a clock or clock movement, the manufacturer of such clocks
should le exempt from paymnt of tax on clocks or clock movement
furnished for incorporation in such articles. Otherwise a double
tax will be levied which will seriously affect the market ok the clock
manufacturer and in many cases lose that market to him, because it
will invite such manufacturers to make their own clock mechanisms
and thus avoid the tax of 10 per cent.

Section 617, retail sales:
If any manufacturer, producer, or importer liable under this title for tax

based on the price for which any articles are sold by him, customarily sells such
articles both as wholesale and retail the tax In the case of any article sold by
him at retail shall be computed on the price for which like articles are sold by
him at wholesale.

From this standpoint of business, no manufacture cares to divulge
his wholesale price to a retailer or to the consumer. The above
virtually makes it compulsory for him to do so; besides, a retailer
selling a consumer under the act is not required to state amount of
tax, where a manufacturer is forced to. The fundamental difficulty
here is the desire of the House seemingly to cover up the tax after
the wholesaler or vendee pays it to the vendor. It would seem wise
to eliminate section 617 altogether if Congress persists in levying
the tax as covered in the proposed act. In addition, it offers a
loophole to lessen taxes by setting up a few restricted favored whole-
salers to whom sales are made at arbitrarily low prices by manu.
facturers who make the large bulk of their sales direct to the retail
trade and in many cases who at present do not wholesale at all. It
makes the act difficult to administer.

Section 618:
If any person sells an article to any person at less than the fair market

price, the tax under this title on the sale of such article shall be computed
on the fair market price of such article.

071
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It 1ha caIeil n1uch litigatioln under the alliitlllipng 1id 1n li.
fiot yet been defined by the courts.
Tie terni " fair market price " is filled with poss ibilities of (on.

troversy. No tanufacturer sell his goods at below cost or the
inrket uinlesu le does so fronm eeollonie ieeosity. Whetherl oI Ilot
special bargain siles set new market priciss im subject to controversy.
A manufacturer should have the privilege of closing out invelto its
below the market to liquilate stocks to raise casht to stay iI business
without penalty. yany clock and watch niunufacturer's hlave re-
cently made s1 es a 6 edts or less on the dollar to liquidite il-
ventory. Ulider this section they night be forced to piy '20 pert
cent of the 50 cents they receive in taxes. Other industries miot imb-
ject to tax are not so penalizell. ('oild any legislation be morie
discriminatory und unfair?

Section 604 states:
Te tax 1K limtpoid uplig n iil Iald po lt iii fia i tivttaie, byteprducer, or lin.

porter * *

In any case the manufacturer, producer, or importer should puay
the tax if levied, only when he actually receives .hein in settlement.
The tax should be plainly stated on invoices so as to facilitat
proper accounting. Attempt to absorb as a cost item and cover it
up will intensify present cutthroat competition, which is the bnie
trouble to-day in our industries. The average manufacturer to-day
has four or five months' accounts receivable on his books; he is short
of working capital, and he should not be expected regardless of the
amount of the tax to finance it, and any sales or (,xcise tax legirisa-
tion should plainly relieve hun of that burden and hold hin account-
able only as he receives cash payment of taxes from vendees. He
should not be compelled to assume double loses on bad accounts and
provision should be made to refer such uncollectable taxable items to
the Bureau of Internal Revenue for tax collection. The manufac.
turer of clocks and watches to-day is short of working capital be.-
cause of heavy losses--his channels of distribution are even i n worse
shape-a dram on this capital by the heavy tax proposed is a serious
matter to an already distressed indust-y.

Administration provisions should eliminate double taxation as
called for in this act, preferably by providing no tax on sales to
manufacturers or where sold as added accessories in connection with
section 605, automobiles uid trucks and accessories; seCtion 0,
boats and yachts; section 607. radio and acce ''ories,

A large number of clocks and watches ar, sold to manufacturers
of cases who sell them as complete boudoir and novelty clocks.

Many wholesalers ail retailers mnake a pactice of assembling of
clocks and watches, buying ,movements from one source and cases
from another. Admnistrative provisions must be made to consider
such persons as manufacturers anl to requir them to conform to
the act to insure that other manufacturers are not put at a serious
competitive disadvantage. Practically, every jeweler is a manufac-
turer under the terms of this act. To avoid double taxation, definite
provision should be made that the tax applies only when the article
is sold to the wholesale and retail trade and not to manufacturers
incorporating into a new article or assemblers of movements and
cases.



32V5NUM ACT OF 1938

provisions should be made to exempt from provisions of the tax
clocks used in connection with all forns of electrical devices, such
as time switches for gio. wid electric ranges, recording meters,
wathe'lsi6t clocks, and time switches of all kids.

Any sales or excise tax conteitaplated should ,ot be applied to
artitles exported, the obvious reason being that we are having al.
ready great difficulty in meetilig foreign cOntI, , aion in foreign
markets ta(d any additioal tax proposed will prove too serious a
disadvantage to he overcome.

Sectioll 703, refunds and credits:
This section provides for refunds and credits.
It is customary in the clock ani watch business to credit iner-

clandise front wholesalers and replace with other merchandise and
to credit, repair, and charge back merchandise. The law should
clearly provide for the manufacturer either to replace such mer-
chandise without tax, if a tax is levied, or to credit such merchan-
dise in exactly the same manner as if it had paid a tax in the first
place. Otherwise, exchange of merchandise, and where merchandise
is credited, repaired, and returned will be most difficult. Provisions
should also be made that when merchandise credits stand on the
books previous to the passage of the act, that these can be filled
without tax on replacenient merchandise.

OGNEIAL

'he proposed tax is ill-conceived, discriminatory, and unjust, and
extremely difficult to interpret ad administer. it is levied at one
of our most technical essentials, and widespread industries already
in great distress.

If this tax is passed, it will intensify the present depression in this
iiidustry to a point that can not be contemplated think1ingI without
despair. The tax is so large an item that 't can not help but derange
and lisorganize the clock and watch business and it will require
a considerable time for the adjustment of tax between manufac.
turers, wholesdlers, retailers, and constnuers to work itself out.
When it does, the industry must operate on less than its normal
share of available business because of the discrimination against it.

We appeal to your sense of justice and fair play, to your trustee-
ship of American industry, to give our industry fair treatment. We
appeal further, that you enact tax legislation that will be spread
over all American ndustry fairly, that will not discriminate, and
thuit you take every possible Step to restore vottidleIw(( and assist
distressed industry by careful consideration of such legislation. We
stand ready to do our part.

If a general moderate tax is adopted on practically all industries,
the burden will be relatively light and if provision is made to pass
it along to the ultimate consumer who must pay it finally in any event
the Government will receive every dollar in taxes instead of receiv-
irg only a part of the increased cost, the customer will pay if the
tax is covered up. In addition no derangement of a given business
will result in the meantime either when the tax is levied or when it
is finally dropped. Seemingly no consideration or thought has been
given to what will happen to our business when this tax is discon.
tinned on June 30, 1934. For months prior to that date customers

115102-32--62
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will stop buying, because this 10 per cent tax is sa item large enough
to be a rea factor, and we will have another depression in the
industry if meanwhile we succeed in coming out of the present one.

Senaor REED. May I ask ou one question ? Would you complain
of a genertil manufacturers excise tax applicable to all industries
except those producing food or clothing?

Mr. WHITEAD. It is obvious, Senator, that we must broaden
our tax base, and the only possible source of revenue that you have
is at general tax. But I would levy it not only on the actual manu.
facturer but I would levy it on the increase of value due to iantita-
facture or gross profits in distributing that article to the consumer.
I have prepared another brief on that whole subject. I have laid out
a tax plan along that line that I would love to submit to this
conimnittee.

Senator REED. If we subtracted the purchases from the gross on
which the tax was calculated then such a manufacturers' excise
would amount merely to a tax on the value added by the mantafac.
ture of that individual?

Mr. WHITEHEAD. That is correct.
Senator REwD. And you favor that, do you ?
Mr. Wnmrri. I favor that. But I favor going further than

that, and I would appreciate it if this committee would let me a
little later submit a brief on that stabject, which I have been very
carefully working out on an industrial subject for a long time.

Senator HAnRISON. Why do you not file that brief?
Mr. WIMTEHEAD. I would like to have the committee ask me ques-

tions. I am an industrialist and an engineer, amid I have worked
out something which I think would he of great interest. I call it
"An economic reconstruction tax.$

Senator Snowamur.. Have you reduced it to type?
Mr. WHnrruun. Not quite.
Senator CoN ALL. You pointed out a good many ways in which

these taxes can be evaded.
Mr. WIJITEHAD. Yes.
Senator ConAur. That is a very serious objection, is it not?
Mr. Wrnm~nzA. That certainly is, and that is the reason I pre.

pared this additional brief, so as to make that impossible and imprac.
tacal.

Senator CONALLY. If we levy taxes like these, do you think your
Industry will evade them?,

Mr. Wuncuzw. My industry will evade them only through force
of necessity.

Senator CONNALLY. They will evade them?
Mr. WmTHnD. They will have to, because--
Senator CoNNALL. Could you also file a brief showing us how you

could fill up those cracks so you could not evade them?
Mr. WnnnA. Yes; I will be happy to do so.
Senator Gout. Your name is what?
Mr. WtiumAm. Whitehead.
Senator Gons. Send me one of those briefs when it is ready.
Mr. Wm HD. Yes; I will be glad to do that.
Senator Gout. Are you an engineer?
Mr. Wrnnizs. Yes. I helped on the Panama Canal and I put

the first boat through to the Pacific coast.

VV7X
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The CHAIRMAN. Thank you, Mr. Whitehead.
(Mr. Whitehead's brief is printed at the conclusion of his general

statement.)
Tie CHAIRMAN. We will now hear Mr. Williamson.

STATEMENT OF H. H. W)LLIAMSON, LEGAL ASSISTANT TO EXECD.
TIrY STAFF OF BAUBOH & LOX3 OPTICAL CO., ROCHESTER,

8,Mr. WILLIAMBOX. I wish tO state that It tax upon eye glaSSes ahd
spiectacles is a tax upon the Jieans of learning and livelihood of
millions of utfortunate members of society with defective or ink.
paired eyesight.

We request the favorable conlsideration of excepting eyegla-es
aiIl spt 'ta~blhs front the provisions of sevtlon 004, Tith IV of the
above till. Section 604 now reads:

Tllere Is hereby impomed upon the following artiies. sold by the manufacturer,
producer, or Importer, a tax eqtliivuleit tO 10 per vent of t0 pirict , for which so
sold: All ortlcles commonly or commerchlly known as Jewtelry, whether real
or Iniltathoi pearls, poreelous and semlpreclous stones, aiil Imlitations therenf;
articles made of, or ornamented, mouited or fitted with, preeltus meta.i or
imitltIons thereof or ivory (not Including surgical Instrniments): watches..
loaks; opera glasses; lorguettes; marluo glasses; field gla sse; alnd binoculars,

1. Title IV. Manufacturers' excise tax imposes taxes upon numer-
ous articles largely upon a basis of classifying them as luxuries or
"niiluxury articles. Almost without exception the taxes are uVon
articles which can be dispensed with by any individual without im-
pairing his earning power. However, when the bill attempts a tax
upon such articles as spectacle frames and lenses, used for the correct.
tion of visual errors of' individuals, it strikes at a vast nunmber of un-
fortunate iuembers of society who nutst of necessity in gaining a
livelihood wear glasses. Not by any stretch of the imagination can
these articles be deemed luxuries. To one wears tLem except from
necessity. To many they are the very means of livelihood and en.
joyntent of living. Such a tax is a tax upon eyesight, and discrimi-
nates against this class by taxing their infirmities. It is a tax
analogous to a tax upon, the crutches of a cripple.

Those individuals handicapped by defective or impaired vision
should not be required to pay an excise tax on these artificial aids
that they require to compete with their more fortunate fellows.
The school child, the clerical worker, the industrial worker-all
with poor eyesight-should not be further handicapped by such a
tax.

The use of precious metals in tlhe constructions of spectacles is
purely a matter of necessity as other metals would be injurious to
the human face. They can in no way be construed as jewelry or
articles of adornment. They are articles of prime necessity to
millions.

Section 604 follows rather closely the language of section 905 of
the revenue act of 1918. The administrative regulations under the
revenue act of 1918 interpreted section 905 to include "eyeglasses
and spectacles." Consequently, when the Congress enacted the
revenue act of 1921 it specifically provided for the exception of

975
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eyeglassesi and spectacles" from sueh tax. Section 905, revenue
act of 1921, reads:

(a) That me, awil oiler Januiry I, 11r22, there thobll lie levied, iiluemw5l,
ollmoted, ltlil pild (in lieu of the tax Implloset by oectoho 005 of tile revolllo

aIct of 11018) llOli all airtiei'sttlonly f.r eOminierctllly kin laimt Jewelry,
whelliier real oV liaitat4t1tiI; petrls, pr ,lojuU lifi geiiilll00ociouls0 NtOltot, lid iWi.
lltint thereof ; artit'-l imide or, or or~ieilintsd, Iotuntel or fitted with,
iorecloil nietail or hulaltiolitm thereof, usr ivory (not bielu ing surgictal Itistril.
kilt, eyegllitvovis, 1114l sletlteles) ; wlthe, vlocks, operit glospe.t, lorgnettes,
Illll-Ie glilses, lield glalml.iM; lidt. illovlars, ulloll ally of the above when sold
by oil for ti idlenier for his estlite fool. tiOisitllltiiI or 1184, i tax equivallent to
5 liet' vent of tilu price for which so sold.

We urge the committee to Accept the precedent of the revenue act
of 1921 in excepting eyeglasses and spectacles from tax.

Lorgnettes ani 1orguions may be properly classified as jewelry,
but tile lenses with which they are )rovided should not be so
classified or taxed.

STATEMENT OF M. 1. IULIAN, BETTER VISION INSTITUTE, NEW
YORK CITY

'The CHAIMX. Mr'. Julinli, you can 1iot have more thal 10
minutes.

Mr. JULTAX. I will be through in five.
Section 604 of the Imuse revenue bill reads as follows:
There Is hereby Ilmliosed ulotil the followilng articles, sold by the ilmuilufac'turer, mitlcer, ow Importer, it tikx equlenl(lt to 10 per tent of tile price for

which so sold; ill sirtlcles tostlinly i'r mitnuerially known as Jewelry,
whether real (or luilttti n; pearls, preclous ald mLlepreclout stolles, 1ti4 Imita-
tlOllp thereof; arthitles il1ale of, fir 'rltnputeil, wtounted for fitted with precious
metals fr imitationm thereof fr ivory (itt including surgical Instruments)
watches; clocks; olxrt glasses: lorgnettes; marine glasses; fleld glasses: aind

(bviously this entire sectimit refers to jewelry. There is onle refer,
ence, loweolel, t0 a l)tlrtichlIr style of eyIeglAss. I refer to tile word

lorglettes,' It is, therefore assllmled that ill so specifying this
ole killd of eyeglass it was thm thought of the House Ways and
Meals committeee to exempt fiom the proposedd revenue law the
general family of eyeglasses and spectacles. This was undoubtedly
the intelnt, 1s *I e('gIksses-- l1nd spe-ltvieles a1s it family were exempte(i
ill the lilost recent of o1r reveelte acts, namely, the act of 1921, which
specifically said. " * * * tiot ii(lu(iing sirgical instrilnents, eye-
glasses, alld sectacles."

My I)Urpose, in 1lppletring before youm is simply to point out that
secti(i T(4of the proposed revenue net should now he made clear in
regard to spectacles and eyeglasses. Tlhe exempt clause as it ap-
Peared in the 1021 act. aid, as I have just read it to you, should te
included in the present act.

Please understand me correctly. I amn not delaring that eyewear
-lhould not be taxed, The question is entirely up to you. I am
pierely pointing out that if in your good judgment eyewear should
be taxed, then it should be taxedi only for what it is. In other words,
spectacles and eyelasses are absolute necessities of lire, and not by

the greatest stretch of the imagination can they be classed as so.
called luxuries or as jewelry accessories.



RHVZUIP ACT'OF 1989 977

Senator HAIII10N. May I ask you there a question f There wam
so much confusion I could not hear what you said. You 4ay in ti,4
ac(t of 1924 an exception was made?

Mr. J&rAaN. In 1921
Senator HARRISoN. In 1924 was this provision eImIated
Mr. JUIdAN. I do not know anything about the 1924.
Senator HARrISON. I am just trying to get some infoiinatioii Off

that as to whether or' not it was carried along or changed in 1924.
Mr. JULIAN.. I do not know. This act as it is written in the pros-

ent revenite act is copied word for word from the 1918 revenue act.
Senator HAUUSON. 1918?
Mr. JULIAN. 1918; yes.
Senator HAIItISoN. Then iii 1921 they made an exceptions 14 to

sl)ectacles and eyeglasses?
Mr. JULIAN. Yes.
Senator HAURUSON. But you are not aware as to what was done

in 1924?
Mr. JuLmN. No; I have not any idea.
The CHAIRzAN. But in the act of 1922 they had a tariff on

glasses.
Mr. JULIAN. This is an exact copy of that act, which exclu ed

eyelasses and spectacles.
'The CUAmrMAN. That was not the act of 1922.
Senator REND. He is speaking about the internal revenue act and

you are talking about the tariff.
Senator HARIISON. I understand( the 1924 act carried forward the

1921 act, so in the 1924 act eyeglasses and spectacles were excluded,
and the only time they were put in was in the act of 1918.

Mr. JMJA. That is right, 1918.
The last thing any person wants to wear is a pair of glasses.

This truth is so well known that its elaboration here seems unneces.
sary. Let me point out merely, therefore, that only one-third of the
people who now need glasses for greater comfort, greater efficiency,
and a better measure of health actually wear them. There is one
major reason for this. Gla.ses are looked upon by most people as
"crutches" and as such disfiguring to one's appearance. They are
certainly not worn for adornment or for ahy reason other than sheer
necessity. The wearing of glasses is put off to the very limit of time.

Senator SnotTRnME. You mean to say they are necessities I father
than luxuries.

Mr. JULIAN. That iS it xac.tly. Wheii needed andl worn they are
absolutely indispensable, just as f.od and clothing. Please, there-
fore, gentlemen, dissociate eyeglasses and spectacles entirely from
any such classification as jewelry or other so-called luxury merchan.
dise.

Many people quickly jui at the false conclusion that glasses
are luxuries purely because gold or gold-filled metai is lised in their
construction. The fact of the matter is that gold is tie only safe
and practical metal to use for the wearer s protection. It is the
only metal not subject to the influence of the acids in the human sys-
tem. All inferior metals will corrode and tarnish, (tie to exposure
to the air or moisture, or contact with the skin. Worse yet, they
may prove injurious by infecting the skin. Not even silver is con-
sidered a good metal to use, because it tarnishes very easily and
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quickly. Perhaps you have had the personal experience of having
worn a silver ring and had it turn black on your finger. Certainly
you would not wear a silver eyeglqss moanting that turned black
on your face and discolored your skin at the various contact points.
What is true of silver is equally true of baser metals. So that,
please let m, repeat, gold is used only because after years of exhaus.
tive experimentation-it has been found to be the only safe and sat.
isfactory metal from the wear's point of view.

Moreover, metal is the best cuaterial to use in order to maintain
the proper and essential alignment of the lenses before the eyes and
thereby efficiently interpret the prescription of the eyesight special.
ist to make the lenses useful and helpful rather than actually harm-
ful and troublesome. Tortoise shell and imitations of shell have
been used in the past, but they were found to be unsatisfactory
because they broke easily or warped and thereby threw the lenses
out of the correct position before the eyes. It is a natural charac.
teristic of all imitations of shell to assume their original position,
irrespective of all the seasoning or shaping that is applied to them.

For your information, gentlemen, let me mention at this point
that in case section 604 was to be interested as iclding spectacles
and eye glasses, the total revenue which would accrue would actually
amount to less than $1,000,000 a year. The cost of collecting this
tax would be tremendous and would necessarily have to be passed
on from the manufacturer to the wholesaler and through him to the
retailer, who, in tutn, would of necessity puss it on to the ultimate
wearer of the spectacles. The reason for this is simple. It is a
matter of record that there is no profit in the optical business at the
nrnnufacturing points. This statement may be readily verified by
an analysis of manufacturers' business statements over the past &
or 10 years. Because of this fact, any tax at the manufacturing
source would necessarily have to be passed on. The cost of passing
it on would be enormous, owing to the character of the businss.
There are approximately 85,000 practitioners at the retail point.
The cost of passing on the tax through the jobber to this great
number of outlets would be stupendous. The inevitable result would
be a material marking up of the retail price and an undue burden
on the wearer who just simply must have the spectacles. This added
burden on the retail price is inescapable, owing to the fact that there
are literally thousands and thousands of retail accounts which are
to-day on a strictly C. 0. D. basis. Along this point it may interest
you to know that 80 per cent of all the retail practitioners in the
optical business have an annual purchase power of less than $2,400.
This fact alone will illustrate the point that the industry is built oi
thousands of small individual businesses.

Incidentally, for your information, please let me point out simply,
because of its great importance during this period of stress, that
the optical manufacturers have steadfastly maintained employment
and wages at an exceptionally high level. Salaries have been
slashed but wages have remained intact. I believe you should
know this, as the optical manufacturers are making a sincere and
costly effort to maintain purchase power and community prosperity.
As you are probably aware, the various optical manufacturers main.
tain research and experimental laboratories at great cost, in order to
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further the development of optical science and thereby greatly in.
crease human coinfort and efficiency.

The CUn~axAN. What amendment do you want?
Mr. JULIAN. I just sum it up in this one thought:
I respectfully urge you, therefore, gentlemen, to make the present

proposed act clear by including the same exempt clause which was
contained in the 1921 Revenue Abt and which read, "not including
surgical instruments, eyeglasses, and spectacles."

Please understand me7 gentlemen, I am not pleading for exemp-
tion. I am merely pointing out the necessity for making the present
proposed act clear and of placing eyewvear in its proper classifica-
tion as necessity merchawise. ShRould it be the opinion of your
committee that necessities should be taxed, then by all means include
eyewear. .

In conclusion, please permit me to thank you sincerely for your
graciousness and courtesy in permitting me to present this appeal
to you. I shall be glad to try to answer any questions which may
be in your minds.

Senator RzD. Mr. Julian, would you consider an Ingersoll watch
a luxury that ought to be subject to a luxury tax f

Mr. JULIAN. Personally, I would not, not an Ingersoll watch; no.
Senator REn. That is in this seine section.
Mr. JuLuA. I think an Ingersoll watch, in my personal judg-

ment, would come under the provisions of a staple, of a necessity.
Senator REWn. The House -bill puts luxury taxes on Ingersoll

watches and Ivory soap.
Mr. JuLuAN. That is beyond me.
Senator SHoRTmos. Soap is a luxury, is it not?
Mr. JULIAN. I think that personal efficiency and personal comfort

and personal earning power is decidedly hurt when people do not
wear glasses when they need them. Glasses are indispensable.

Senator SxioRnawiD,. That is not even debatable.
The CRAIRMAN. Thank you, Mr. Julian.

mRI W 0f NST 0. N. SHENOIC

8SCHENCK & VAN HAgLe,
N w York, April 18, 1982.

The Hon. ItzD SmooT,
Chairman the Senate 1Finance ('omnattee,

United States Scnate, Washington, D. 0.
Dt ,A Sin: I respectfully lay before you the Inclosed brief which will speak

for itself and hope that It may be of value li its appeal to determine the
judgment of your committee regarding the matter of taxation as it would affect
the Jewelry trade.

Assuring you of my sincere esteem. I remainYours very truly, YrRNFST 0. H. SCHENCK, senior partner.

The undersigned Ernest G. H. Schenek is a member of the partnership of
Schenek & Van Haelen in New York City, N. Y. Their business of diamond
cutting Is of Americon promotion. It was started in this country in 1894.

Our American diamond-cutting industry derived its world importance
through its painfully conquered leadership in the art. On that account It
has exerted great influence upon another important American art: That of the
jeweler. Both aim at recognition through their excellence of workmanship.

Prospects for the future are naturally dependant upon a wisely inspired
attitude of your Government; for it lips it your discretion to prevent disastrous
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barriers from being once more erectei in our piath. The proposed "10 per cent
tax" would violently sot Ihawk in American achievement and reopen a gate,
barely closed, against Illicit foreign coinpetitihn.

A few years ago when a It0 per cent correction of tile tarify was brought
about by your Oovernmvnt's enlightened judgment It revived the jewelry trade
with a new ray of ho()e in Its future. The diitlipparance of a valuable
American Industry from our shores was then prevented tit the 11th hour by tie
timely removal of dutles.

Notwithstanding thin latter utiquestloned measure of relief no one, with au.
thority to exioros hinwMi'lf Oil the Pul)jel, Cin foill to delilore the unbelievable
hardships that have befillen the American jeweler and diamond cutter. Any
omtacle now plaLi"I In the way of their trade's reculieitlon would illiet
additional torture und lprove a fruitless and higloritus att unworthy Of high
stowardahip.

Ast a taxpayer of sow tl ongoran id who he fce th1enties liIrtn( dwindle
froin year to year, I ahjitre your (oimllittee to siswertain mid lced tihe well.
founded protest that N now going up lit tile face of'the 10 per cent projeted
tax to affect our lrudc'

('omltared with tile li''ileral Income tasx as plaid ly tile for the years 1910, 1920,
and 1021, the next three years, 1922, 11)23, and 1924, showed a clfrease of 22
per vent, The following three years 1)2., 112d, 31d 1127, showed a decrease of
73 per cent, and tih following three years, 1028, 1920, ld 11130, a further de.
crease of 05 per cent as per actual figures taken from the books. I can only
refer with a sense of profound huilllaton to my Inome,ltax report of 1931.

Voicing the feelings of my coworkers, I desire to place this brief in your
hands with all the appeal at my emniand. I feel a solemn duty to write you
in defense und preservation of a world-esteemed American art in which I
have been active for nearly 50 years and1 which I believe Is now seriously
threatened. It Is my conviction that a tax on real precious jewelry will not
be productive of results and will only promote the extinetIon of a leAitimate
trade built up with talett, perseveratce, and hope.

Many of our fellow Americans whose voices would be raied in protest to.
gether with nine call no longer do so; they have been crushed out of existence
by the unsurmountable hardships In their way. Til Is borne out by tile
records of the National Jewelers Hoard of Trade which give the failures for
the year 19M9 as 65? and for the year 1030 as 707 and for the year 1931 as 1,088.

lespeetfully submitted.
EuNms'r (. 1i. Scurmoi,

Kew York 0ttt, N. Y.



TAX ON AUTOMOBILES

The CHAIRMAN. Mr. George M. Graham is the next witness. Mr.
Graham, you may either stand or sit there, which ever von prefer.

Mr. Gnm, it. Mr. Chairman, I would rather prefer to stand.
The CHAIRMAN. We will give you 30 minutes, Mr. Graham.
Senator Iamsow. Mr. Chairman, before Mr. Graham proceeds,

have you made any allocation of time with reference to this auto-
mobile matter?

The ChAIRMAN. One hour, Senator.
Senator HunRsoN. One hour?
The CAIRMIAN. Yes. You may proceed, Mr. Graham.

STATEMENT OF GEORGE X. GRAHAM, VICE PRESIDENT Or ROCKNE
MOTORS CORPORATION, SOUTH BEND, IND., FO THE AUTO-
MOBISE INDUSTRY

Mr. (GRA AMr Mr. Chairman and gentlemren, of the committee, we
consider that the chief issue here to-day is t matter of pay roll; every
other consideration Scenms to its relatively unimportant. What the
country needs is employment and wages, and there can not be eco.
nomic recovery until we have once mrene adequate piay rolls.

We agree, of course, that it is iilerIttive that the liulget be bal-
anced, but we do not believe there will be any dissent to tile propo-
sition that this must not be done at the cost o4f putting out of a job
the man who has a job or denying employment to at man who seeks it.

It is for this reason that we oppose' the imposition of it motor
excise tax upon our prot1u1t.

I may say that our appearance here to-day is entirely rerlrtsnita-
tive. Your spokesman carries the proxies of every manufactur , in
the automobile industry without exception. in addition he speaks
for the National Automobile Dears' Association: for the National
Association of Motor Bus Operators: for the Nttional Association
of Finance Companies; for fi e Motor and Eqatpinent Wholeswalers'
Association; for the National Standard Parts Association; for the
IRubber Manufacturers' Association: and for the Society of Auto.
motive Enwineers. And while he (toes not directly speak for the
American paintt and Varnish Manufacturers' Association and the
National Publishers' Association, these organizations have already

Expressed themselves as in sympathy with our position.
In order that the committee may have a knowledge of time interest

which our industry has in this hearing, I should like to be per-
mitted to present the various leaders of our industry whose attend-
ance here to-day rep resents a practical knowledge of the Issues in.
volved. And I shall ask oazi gentleman to stand as he is called
upon.

081
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Roy D. Chapin, chairman of the board, THudson Motor Car Co.;
Walter P. Chrysler, president, Chrysler Corloratlon; gdnel Ford,
president, Ford Motor Co.; Alfred P. Sloan, jr., president, Gionerai
Motors Corporation.

Senator CoNnsL. It looks like -an autoAbile 1et!l0r4' (,o.
vantion.

Mr. GAHAM. Mr. Charles D. Hastings, chairman of the hoard,
Hupp Motor Car (74 .

A. B. Qualy, secretary. Willys-Overland Co.
Alfred H. Sway ne, ice president. General Motor" Corporation.
C. B. Warren. Nah Motors,
Alfred Reeves, vice president and general manager, Natisnal Au.

tomobile Chamber (If Commerce.
J. 1. 'row, president, Ruibber Manufacturers Asmoviatiom, and

president of B . Goodriph Co.
H. S. Firestono, chairman of the board, Firestone 'fire & IRubber

Co.
H. SS.F0irestone, jr., vicA president, Firestone Tire & Rubber Co.
F. W. iarpham. viep president. Goodyear "tire & Rtubber Co.
A. F. Townsend, president, Manhattan Rubber Manufaeturing Co.
Paul H. Arthur, general counsel. United States Rubber (o,
A. U. Viles, general inanager, Rubber Marufacturors Association(Inc.). '
Joseph liaas, president, Brooklyn Automobile Dealers Association,
John Meighan, secretary manager, National Assoeiation of Motor

Bus Operators.
Nathan Williams,. National Associat iolt of Finan.e (m1ompaniets.
David Beecroft, Motor and Equipment Wholesalers Association.
Orville Gault, secretary.
1'. L. Ford. member of legislative <onunittee, National Standard

Pairs Association.
Gentlemen, this represents the practical experience in the prob.

leins involved.
We lhelieove, 1111t wv 1 u v Iw ',fl ih'll to , ttily 'm the l16ject 4 pay

rolls. In the year 19428 the manufacturers of cars and trucks, ac-
Oessories, parts and tires, disburse ed in wages $L.028,OO,ooo. This
money went to 590000 employees in every State of the United States.

In addition, inirectly three and one-half million persons made
their living from our industry. These include empi 'es of dealers
and service stations; proprietors (if garages; those employed in the
plants making basic materials: and drivem of cars and of trucks.
The total of direct and indirect employees is in excess of 4Xooo0O
persons, one-eleventh of the total number of pt'rsoin it' the United
States engaged in gainful occupations. If all those t1011 auit women
were employed, and witt the additional benefit of the in'sprational
effect on ,tlher industries depentlent upoa our industry, the sluiup
would be over.

Senator Coeznxs. Voiuld you mind an iiterruptio, Mr. Graham?
Mr. GRAIIAMn. Not at all.
Senator Cotizns. h1ave you roducetl the . ,. es of thioe engaged

in the industry l
Mr. (hiaiIM. Yes, isir.
Senator Couzrqs. To what extent f
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Mr. GRAHXAM, I WOtdd Say NOW 0t t)O Vit' t 111 010s l0Or 14111400d

gradtes and in the higher brackets; am high ame 20 p.or cont.
III 01Wp own corn tayi for hii me-nd here im momithing em

cFete.-WO have jilst I1O11 It 'eiietilt Involvlig 1 per eent tIp to

$1,000 1 per, miU tto $)I,000; 10 Ipe eit tip to $6,0f 0; and 20
per' Cent aio ve

$4ellitor Couivx. Hits tht, heenst luo,,ilt ,dnoit g'ottervttly froilgh.

Mr. GRIAHIAM. 011, )'ef4l Mevatotf')I ; Is~ use!J I e Iuvi f4o w(y tot.11 f 1)W1 geAt

WOilily except thriugh 41itr1iligi' 111i4il111111., i tilt1' Olifily #4o bomrw

is naturally cm-ftiled ly our Wouk of jIwomperity. We rsvn fnot, for

S4eniitto1 (2ouzi~r,%. I osimti thmw 116-4 giw'o#rtil wedseet cimn 11uiq gro~t ly
ClIritileld tile wowurheItt fill' N'41111' $1ilt((,uiiohul'F4, 111194 it 110tI

Mr. (~I11mimm ytst It ftimi, 4entifor ; hle'tvwtws mur' Pitt Jr(#4c fid

those eml)oyed ill thll induist rv 11114 fiuhhld h,1#110 11,10, f#t'f' Ivt%1' biyer

801111101" (1OuEN-1. W011, if 11h1t eolit illiic, i14 i4 not fto fifi*t tfwro
will be it further em-tiflhueut, of your proui 40 11

Mr. GaAINAM. 11tievit11hY.
Siitor (Com.~No. 1 1111 rotiler 1wtolliilietl fti t m ,etrwr of your'

imidust ry woulld j11-opose it Salary refile't ion (if 0 overornfie nt employees

bi-cliuse they buy too many 1111townlohlile".
,Mr. (dtiAlnA-3. I 10V '10 ilowhi'rgt' oh' filly m.OfIt wlo~tifi, Spenator.
senatorr (1ommsE'J. I hasve it letter here from thle (hrysItl Corpori

tion, antd I would like to) read( it, heelluse it sei-ms1 to be ineon.-mretwt
with yourl stateilltit, oil th)" mu1tter of SO(ls. The (Thrvsler Cot' jrsa

11i10, un11der d'ittc of April 1, 19:12, moid spcoki of 61wttirg 1411 criesq
of (Govertimpent ci ployes, this Writer 14ay14

I S;.u1ks of 4 ct h1110fi Ole malarii of ( Ib-41iUIIii omtphlopwo--., m1# pti c (j~iM f It

fil~diti. hg401CiUso I ktiow fr'om the records of htou qosvi bwdliwss thiit rogt rt ons
of ne~w mlitoinobles InI the MONOtiv of 01111111111n Inert-111wt 11114t year 11 m'

pnOreft wilt this yeor before, atid the I)Istrlet (of V oluinbial IN tho rAnly P01oicIal

Pulsiivi'?kf of tire Unied 4ittem of' which(1 OlI I rm-,'

lit other words, the Chrysler Coi'porit ion is fhrdinwg fatilt with
the file't that the Waes of ujutoniobil4's iiuereuisedl in the IDisriet of
Cohuimbin. Im that thle posit ion of tile motor-cat' uanitfoettrersi

Mtr, (RIIAM. ISeintot', might that tiot indicate ak very broad.
minded view oni the part of the Chrrysle'r (Co., that they put tho
VOVeisit of the cotantry aind the biricing of the und'get ahead
o~f their ownI peroI'mii illt(ivst mid~ the initerest, of the indtryt

%is:iator, Covvxi4. That may be true, but T wut, iiut wondering
how y'ou wer'e ever going to 'bring bacik tire purchasing power ofl
your product if you are going to inlorste thle cutting off of revenue.

MV. (hwAul M. The purchasing power of our industry can not
eomeo bvik uihss we biitee the Budget. It seems that ecOno0my
ii- a neessary thing, find it good thing,, and that must, be understood
to apply to the G*overnmment ats well its individuals.

Se nator Couzi,,.s. You believe that economy tshould be taken
out of the 'onlsumerW?

Mr. GRAHIAM. I have not, said that, Senator.
Senator COIZErNS. No. I am asking you.
Mr. GRIAHlAMt. I would like to answer that in this way: It meemo

to me that necessarily the G~over'nment must effect economies, just

9"
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as business does. As I aid before, we have no way to raise molly,
except through our product, and our ability to borrow, We 'in
not create money, as this committee can, we can only spend what we
have. And, necessarily, in that process we do not stop at sacrificing
thle oessetlal; we have to sacridce the essential. We do without
a lot of things we should have. We curtail our newspaper advertise.
ing. We curtail our forces, and we cit off our experimenting. be.
cause we can n1ot spend the money that we shotd spend ()P it.
Fundamentally, we thilk that the Government is oilyi tihe position
that business is, and canl only spend that which It c11 lt, and
nothing can be spared.

Senator Couzrws. I was just anxious to know how you are going
to aid recovery if that goes oil.

Mr. (141AM. If you coi0 to tile polit of economy? A

Senator ColtrZEy1s. No; if you reduce tile inCom11es of people all
along tile lile. It Seems to be rather a vicious circle, and I was
wondering whether you la(d the same views as to how to get back.

Mr.. GhtAunzt I wIould feel this: You must first effect OCoIIoIIiQ0,
1And just the minute economy is eftected and we have a balane'dl
Budget, then we cal go head. But the essential thing is effecting
economy. Now, if in the. iterlnm we have to suffer, we have no
choice except to (1o that thing.

Senlator ov, tszE,, Are you going to furnish iny Substitute for
the motor-car taxes f

Mr. GRA A . Seiator, we are hardly in a position to do that. I
would like to discuss that with you just a bit. We do not pretend to
know anything about taxing except in relation to our own business.
We can furnish information to the committee with respect to the
effect of this excise tax on our own key industry. We do not think
it woul(l lie fitting, in fact we think it would be selfish for us to
decile what industry Shmild bear the burden n. It addition, we 1o
not have your information and your knowledge oil tile subject. And
we do not sit Inl your Judicial position. You hear all the witnesses
Senator. You blnnce all the propositions. You consider where
a tax will carry, and what will have a baneful effect, or otherwise
an( fihen out of your Search, aind by the aid of your experts, you
decide. I do not feel that this industry, or any industry, is in
position to make a suggestion to-you.

Senator RFm. Would you object to a uniform inlanuifactu'erh'
excise tax?

Mr. (hiAIA . Do we object to it?
Senator Rtl, Would you object to it?
Mr. (~TAHAM. Senator, we have not objected to ii. It seems that

is a better answer than any opinion of mine. We know that even
the 2 /1 per cent would haive an effect oin our business. But as long'
as we are treated equally with all other industries, w4 do tot think
we have a right to object. We do not expect anything better than
any other industry gets, but we certainly do not want anything
worse.

Our position has beel over the years that we r-eselit a tax oil the
necessities of life. And we think ve can show you that transporta-
tion is one of the six necessities of life.

Now, from the standpoint of our business, if you up all taxes
equally, we continue to stand on it plate with other industries. But

QUA
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it you single us out for a special tax, we are not in a position to
con)pete for the customer's dollar.

Senator RE. Suppose we Hingle you out, as is done in the House
bill tell us what, in your judgment, that would do to your industryI

Mr. GRAAM. Yen. W feel that you gentlemen are not con-
versant with the continued effort that hais been made to bring down
prices. It may scen to you gentlemen that $15 to $25 on a low.

riced car is it small aniount. But we feel that ani increase in cost of
0eents in a carburetor is the subject of a seriotis conference. We

consider all of those matters, and that is the way we bring down
prices.

And I would like to give you an example of what has occurred in
even a Very small increase in price in one of the materials that goes
to make tip an automobile. ,We believe in safety loss. And when
we brought safety glass down to the point so thtt ft could be put on
a car for as low as $251 additional we thought It would be adopted
100 pjer cent. We feel that safety glass is inurankee for a man and
his family. But no manufacturer reports more titan 20 per cent
of the purchasers taking adavutage of the safety glass, for the reason
that the $25 prohibits his buying.

Now, if the increase of $25 for this insurance to a man and his
family is to prevent a man from buying an automobile, certainly a
tax in the same sum would have a deterring effect on buyers as a
logical conclusion.

Senator Ooam. Do you compare the three-fourths per cent with
the rates in this bill, as a flat rate

Mr. GRAHAM. The three-fourths per cent?
Senator Ooaom. Yes.
Mr. GRAHAV. This is the way we feel about that: The three-

fourths per cent is not material if it were uniform. What we object
to, and always have objected to, is discrimination, We would still
resent the excise tax. If it were the same rate as the sales tax, we
would still resent it because it singles out a great key industry, one
of the necessities of life, for the imposition of a tax. That is our
position on those things.

Senator BARKTIKY. From a financial standpoint, will the 21/2 per
cent excise tax on automobile products, singled out, be any more
injurious on the trade than to have that on the level with other
productsI

Mr. GRAHAM. It is much more harmful to be singled out.
Senator BAUxL.Y. Financially, ,t is harmful; but would it be any

more injurious on your trade to be singled out titan to have a level
tax on all other products?

Mr. GRAHAM. It is much more injurious to be singled out, because
if we are taxed equally we are in just as good a position as other
industries to compete for the consumer dollar.

J Senator BAnaLzy. What other products do you compete with?
Mr. GRAHAM. We compete with all types of industrial adventure.

The public has so much money to spen d. Here is a market in which
the public is rather unwilling to buy. They have been through a
period of great financial stress, and even where they have the money
to buy where there is a special tax on a product. it would seem to be a
sort o a stigma on the automobile, and that does not put us in a
position to compete for the consumer dollar.
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Senator CoNAua. Will they not have more money to buy other
thint If they have not the money to buy automobiles I

Mr. GRAHAM. That is a fair question. I do not know how to
answer that, Senator. You have got to figure they have a certain
amount of money, and ;ou have tobe competitive to get that money.

Senator BARUNY. I there is 2% per cent tax on everything lie
buys, why would he not spend just as much with you, in proportion,
as formerly I

Mr. GRAHAM. He would not have as mueh money to spend. If yin
make us prosperous and leave us to bring back business, we will heljb
business sill along the line,

Senator BAnKILY, I ant wlndelrl-ig where we are going to get tie
money.

Mr. GRAHAM. I think I answered that to Senator ouzens.
Senator BARKLEY. I ain not for any tax that can be avoided.
The CHAIRMAN. Mr. Graham, 20 minutes of your time has gone.
Mr. GRAHAM. Yes. Senator; I had reached the point of saying

that our pay rolls and our disbursements were naturally very luchf
curtailed.

Now, if I do not say any more than this, Senator-if time does
not permit any more than this one additional point-I would like to
question very strongly and very much if you gentlemen understand
tie financial position of this industry. We have been a very suc.
cesaful industry, and have produced largely. But maybe that doe
not concern you. You are not interested commerciall in the auto.
mobile business. That is a financial and commercial industry. But
you are very.deeply interested in the getting of revenue for Govern.
ment purposes. We do not like to bare our troubles to the world,
but this is a matter we feel we should disclose to your committee.
Our business is sicker than it has ever been.

Just let me give you one or two figures to show what I mean by
that. Our volume of production has dropped from 5 358,000 vehicles
in 1929 to 2,389,000 in 1931, which is a decrease o/ approximately
5 per cent. And that reduction is steadily continuing.

And 1932 is even worse than 1981. We dropped, for instance, in
making a com prison between March of 1932, and the 5-year average
for that monthi; in the month of March, 1982, excluding Ford, wlio
has been out ofproducti6n, from 828,000 vehicles delivered to 115,000,
a decrease of 64 per cent. The mean average for five years, for the
first quarter, from 1927 to 1931, inclusive, was 780,581 vehicles cars
and trucks, and in the first quarter of this year, 1932, it wits 335,359,
or a decrease of 57 per cent.

Now, the serious part of that is that it carries with it all of our
employees. In. place of having 590,000 employees in our plants now
we have about 340,000 on part time. In place of disbursing $1,028,.
791,000 we are paying out $453,000,000. Now, if the industry is
vital to lead the Nation back to prosperity, that is a very dangerous
condition. And it seems to us that in many plants where the tax
conflicts with wages, it seems to us sound economics to put wages
first.

Senator CoUzEs. Would you favor a general income tax instead
of a sales tax?

Mr. GRAIHAn. Once more, Senator, you would make us tax experts.
That is not our function here.

906
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Senator Couzas. The income tax is not a sales tax, of course, and
vt et )plies to ver body, and to industry as well.

to everybody. That has been our point from the first. We do not
know whether the present income of the country would make that
proper or not. And that is where we do not care to express an
opinion, on that question, or others, on which we have not had
pre ration.

senator Rmw, Mr. Graham, if we balance this Budget with a
decent tax bill, adjourn Congress, and go home, what would be the
effect on your business?

Mr. GnnAM. And pass this tax I
Senator R1m. A proper tax all around.
Mr. GRAHAM. Senator, we seriously believe that business would

pick up.
Senator BAuxty. That does not depend on Congress going home,

does it? (Laughter.]
The CHAmRMAN, It would help.
Mr. GRAHAM. I can not say.
Senator RnD. You are not anxious that we stay in session all

summer?
Mr. GRA.IAM. That is a matter of your own convenience.
Senator REEDo It is more than that.
Mr. GRAHAM. We have never been unappreciative of our contact

with either one of these committees this committee or the Ways and
Means Committee of the House. We have testified many times and
have always had courteous consideration and we feel we will have
it ut this time, and have such consideration and recognition as you
call give us.The CHAMAa. You recognize, of course, the fact that we must
have a balanced budget?

Mr. GRAHAM. I started my talk with that statement, Senator.
The CUAJIMAzN. And you want to be trqated the same as other

businesses are treated?
Mr. GRAHAM. Yes; we want to be treated equally with other

businesses.
The CHAnRMAN. And no matter what tax is imposed, you accept

that?
Mr. GuA1AM. Yes; e ually with other business. We do not want

thfe be.4t of it, an d we do not think that we should have the worst
of it.

Senator Couzmns. You mean, including food and clothing?
Mr. GRAHAM. Would the Coi gress pass such a tax? They ex-

cluded food and clothing from the sales tax in the first Ways and
Means bill.

Senator COuZENS. You would accept. that, would you?
Mr. GRAHAM. We would accept it with such imperative exemp-

tions as food, if the Congress would qualify it.
Senator CONNALLY. Mir. Graham, have you considered the effect

of a tax on second-hand automobiles in connection with this matter?
Mr. GRAHAM. No, sir; we have not.
Senator CONNALLY. Would that affect you?
Mr. GRAHAM. It would not affect us. That automobile has gone

from us. We have nothing to do with it.
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Senator IARxL3Y. Except that you tako it in on a new one.
Mr. GRAUnin . The dealer does.
Senator CONNArJas. I think it should be made a crine to sell otto,mf GRAiIAM, Senator, for reasons of safety on the highway, you

mean to say that the socond-ahd ear should not (ontinno to operate
because of its danger V

Senator CoNNA.LLY. That was just at pleasantry; but, as a matterof fAcet, they put then off on a itan that ought not to have one atall; they sell the old broken-down cars to some negro or a white man,anI it is a prolific source of fraud.
Mr. ORAIAM. Fraud and danger.
S,'-1atr0r CONNAL.Y. They are all dangerous.Mr. "IRAHAM. Bit a good uattomobi e is not as I dangers as a

seconiuand one.
Senator CONNALL. It is more dangerous to the pedestrih,.Mr. GRAIAM. I do not think so. I ami a pedestrman myself a good

deal of the time.
Senator CONNAaY. It runs faster.
Mr. GIAr.' I know, but the tires are better and the steeringgear is better. The danger you fear applies to the parts, the tires,and the purchase of the necessary parts to make the car runable.
Senator CONNALLY. By the way, do you not think the tax on access.nores I' out of line with the tax on cars
Mr. GRAHAM. It is a nuisance tax; a tax on necessities.
Senator CONNALLY. It is 1 per cc01t.
Mr. GRAHAM. Yes, sir.
Senator CONNALY. Three per vent ot passenger cars.
Mr. GRAHAM. Yes, sir.
Senator CONN-ALLY. Is there not more money in the accessories

than in the automobiles?
Mr. GRAHAM. No, sir. The longerr is, it is a nuisance tax.
Senator CONNALLY. Any tax is a nuisance tax.
Mr. GRAHAM. Not if it provides revenue.
Senator BAKLEYr. It is a nuisance to the man who pays it.Mr. GRAHAM. Yes; it is a nuisance for the Government to collectit. And to the man who has a blowout or has trouble on the road itis a tax of 1 per cent on his necessities.
The CHAIRMAX. Is that all, Mr. Graham?
Mr. GRAJAM. Unless you want to see our charts.
The CHAIRMAN. Is it a printed chart ?Mr. GRAHAM. They emphasize these points and will take two or

three minutes.
Senator HARRMN. I do not want to take up the time questioningyou, but I would like this information: You have put into your te.timony how the manufacture of automobiles has decrease(l during

five years.
Mr. GRAIAM. Yes, sir.
Senator HARRISON. Will you show how that decrease has taken Aplace with respect to our foreign exports with reference to the do-

mestic use?
Mr. GRAHAM. Yes; I will be glad to do that.
(This table is inserted in answer to the preceding question.)
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Mr. Chairman, I suppose you want to let me file my briefI
The CHAIRMAN. Yes; your brief may be filed. Do you have it

with you to-day?
Mr. GRAHAM. Yes it is completed.
The CHAIRMAX. YoU may have it follow what you have stated

DIOW#

Mr. GuAHAM. Yes' it is in detail.
The CHAUmAN. Al right. Have it follow here.
(The brief presented by Mr. Graham is here printed in full in the

record, ts follows:

Bair or Ol mom M. GRAHAM, VIcv PRESIDENT ROOMN9 MOWS C0PORATION
ON HIJIALI 00 TUE AUTOMOBILE INDUSTRY

Our chief concern here, to-dy is the American pay roll, Hvery other
tonitleration is unimportant. What the country needs is employment, wages.
These are the only factors that can bring permanent economic recovery.

Balanelng tLe Budget it, of course, Imperative; but there can hardly be any
dissent to the principle that this must not be done at the cost of taking a
job from the man who has one, or of keeping Idle the matn who seeks
ellployment.

It I5 the duty of the automobile Industry, ind of ill industry, to make every
effort to e4xpanl employment.

We oppose inotor-vehicle excise taxes because we believe they are a direct
blow at the Nation's wages. We are certain that a presentation of the fact";
will establish our contention.

Our appearance here to-day Is 100 per cent representative. Your spokesman
represents a united industry, including every car and truck manufacturer with-
out exception; and he also speaks for the National Automobile Dealers' Asso-
t'lotlor, National Association of Motor-Bus Operators, National Assciation of
Fhiuince Companies, Motor ani Equipment Wholesalers' Association, National
Staindard-Parts Association, and the Rubber Manufacturers' Assoolat ton.
. Over the years we have been big contributors to the American pay roll.
Manufacturers of cars, trucks, parts, and tires have paid out in wages yearly
a sum which Increased from $7,1150,000 in 1004 to $1,028,701.000 in 1929.

This huge sum went to 590,709 men and women actually employed in our
lants. Probably another 3,500,000 persons found employment in plants mak-

ing raw material, accessories, in dealer organizations, as drivers of ears and
trucks and connected with garages and falling stations. Thoe 4,000,000 em-
ployees represented oneeleventh of ill those engawgd in gainful occupation in
the United States, nnd, were located in every State of the United States.

If our plants were operating at anything like normal, the slump would
be over.

Other industries would be infinitely aided by our expanding volume, and
with a mighty surge business would go rushing forward.

115102----6
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Unfortunately, our industry is not prosperous. It has shared the revermton
of all buslnesp. OIly the courage and optimism of our manufacturers has kept
the business going.

There are invested In the plants of manufacturers of cars and truek
$1,880,000,000. It is not possible on present volume for our industry to troy
dividends on tits huge sm. our earnings In 1MO1 feil to $00,XK,000, a
compared with $18,000,000 In 1080, and $80,000,000 In 192, Thesoe figures do
not Include the Ford Co., which makes no statertt.

Our disbursements are now being made In wages, not in dividends,
On the present volume, few automobile manufacturers will be paying lidvl.

ends by the end of 1982. The automoblio Industry, famed for its marvelous
conceptions and constructions, is lower than it has been since the start of its
great upward climb.

During a large portion of the last two years sound business would have die.
tated the closing of many plants. We have continued to operate largely out of
the belief that we owe It to the country to keep labor emijloyed so ais to avoid
the necessity of governmental gratuities to the destitute.

Our volume tell from 0,808,000 vehleles In 102 to 2,38,000 In 1901, a
reduction of approximately 55 per cent.

Even worse has been the start for 1962. In making the comparison botwwn
March of 1932 and March of preceding years and between the first uartter oF
1932 and the similar periods of preceding years, wo shall use only the figures
of members of the National Automobile Chamber of Commerce, since Ford has
been out of the market this year because of the development of new models,

The 0-year average, 1927-1901, for the first quarter shows that our nmembler
delivered 780,581 cars and trucks as against 83A,80 for 1982, it decrease of 57
per c*nt.

In tie first quarter of 101 we delivered 470,154 cars and trucks, which is
20 per cent better than we have done this year.

The 5-year average for March is 328,4(4k cars, as against 115,070 cars tlis
year, a decrase of 04 per cent. We have fallen off 40 luer ,nt against M11,re1
of last year, when we shipped 102,118 ears,

Naturally, the pay roll has undergone a proportionate decrease. In plnce
of a force of employees which has reached as high as 590,700, we are down to
840,000 on part time. Instead of paying these men and women $1,028,701.00,
as in 190 , their wages have fallen to $458,000,000. All this has happened in
spite of a consistent and courageous ight to win back volume not only In our
own interest, but because of the great influence that our success would have on
general prosperity.

It has not been our habit to lay hare our troubles to the world, but if the
gentlemen of this committee believe that our contribution to the American pay
roll is Important and that our success would stimulate general business, it
seems to us highly Important that you avoid any procedure that would retard
our opportunity to come back,

OD OILNOU 0 LEk)TO smOrun TO FUOPUIr

That we have the best chance .o lead business Improvement is the reasoned
opinion of foremost business men in no way related to our industry.

We could quote many statements to establish this contention, but in order
to save time we shall limit ourselves to two, these having been picked because
they are the representatives of a great transportation business, with whikh t ,
some extent we compete.

These two men who have risen above business rivalry to plead ot r ^n
the common Interest are Fred W. Sargent, president of the Chicago o. oiL,
western Itailway, and Alba B. Johnson, president of the Railway , slnefte-
Association. These men do not deal in generalities, or unsupported opinion,
but are specific in stating their reasons why the motor industry should be
protected from special burdens at this time.

Mr. Sargent says:
"I belle-e the steel industry Is yet the basic and key Industry of the

country. It depends in turn upon three major industries for its principal
sup port-first, the automobile industry; second, the railroad industry, and
third, the building Industry.



UVAUVENUE ACT or 198 991

"I am very sure from present prospects Iteat there will be no large tonnage
available to the steel itdtry from the railroads this year. Likewise, all
Indications point to little revival in the building industry during the current
year, There is however, good reason to believe that the automobile industry
will start the country back on an era of Industrial activity.

"Anything that ein be done at the present moment to encourage the auto-
mobile Industry will be exceedingly helpful to the entire country and to all
other industry," Mr, Johnson's statement i equally powerful, We quote:

"In relation to assisting business recovery, we further ask you to scrutinize,
the Ineldete of proposed tax Increases with a view to avoiding special burdens,
upon key Induntrio which the country hum reason to hope wil lead us out
of the depression. From that standpoint we oppo%e any luxury tax at this
time on sles of automobiles.

"We take this position the mor vigorously because we advocate that motor
carriers slall not enjoy special privileges on lhibwnays at the expense of the
railways and of the public. We equally Insist that the motor-car industry
shall not suffer any special hardship, The motor car Is no longer a non-
vnsscitl to be discouraged or a luxury to be pienalszed. It Is a necessity
performing tin Indisponsable social service, in balaneIng the Federal Budget
the smoe taxes and the same only should full on the motor-car Industry as
on any other.

"As a statesmanlike measure for business recovery, however, the automobile
Is fit key position. It the heart Is not cut out of it by some such afflietion
as a luxury tax, the automotive group is about to perform a major function
it lifting us out of the, depression.

"The prosperity generated In motor-ear factories and sales agencies, with
production active, srreads rapidly In a hundred directions and in the aggrgette,
ineuding the steel communities, is a prodigious reculmrative force in the
country.

"Motorg are ready for the green light to exert what the country needs
most--powerful leaderphip In applied confidence."

Coming from such sources, these arguments are hard to controvert.

XISwNO XX0 NOT .IUSTWY UA1AWna

There might even be some slight Justifieation for handicapping our groat
key Industry if big revenue would result., Actually, the total predicted is
relatively small.

Only 45,000,000 is claimed by spotsors of the flouse bill on the b"si of
3 per cent on cars, 2 per cent on trucks, and 1 per cent on parts, tires and
accessories.

ThXTUAL SrTnuNT

If production equals 1931 we estimate the return would be about $42,210,625,
derived as follows:

Passenger cars:
Production for United States market ------ -1,839,042

Wholesale value ------------------- $1,057,449, 150.00
Average wholesale value per unit --- 575.00
Excise tax at 3 per cent per unit tax ------ 17.25

Passenger-car tox -----------------------------
Motor trucks:

Production for United States market ------ 309,1.9

Wholesale value ------------------------ $191, 58,041.00
Average wholesale value per unit- 619.00
Excise tax at 2 per cent per unit tax ------ 12.88

Truck tax ---------------------------
Parts, tires, accessories: Wholesale value for

replacements, excise tax at 1 per cent -------- 0 66,0000,000.00
Total on parts --------------------------------

$81, 723,475

8,827,160

O,0 0, 000

Tax on cars, trucks, parts -------- ----------------- 42, 210,65
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Ystinated return from tmotor vehicles under ut geleri mnuotoctrivers' exel o
tits at 21/ per cent itf production equals 1931:
Pasenger cars ($1,06T,440,000 wholesale value) ........... $23, t03, 000
Motor trucks ($019,88,010 wholesale value) 4, 30, ow
Tires, parts, and accessories for replacement ($000,000,000 whole.

sale adue) 14, 080, 000
Total tax at 21/ per cent-------------------------43 3t, 000

(1ettimute4 return from the rates In tle Hoose bill in(liudol In Mr. Graluna's
brief,)

ALWAYS NKADY TO PAY OUR JUST 5lEAfl

We have alwa ys been ready to bear our just star. of the fox burden, We
did not oppdse the mile. tax, We had no right to do so. It bore equally on
all industry. Our burden could have been about the s4ame an under tw special
eoise levy as the following table shows. But the 1olu1t of our, present olb-
Jeetion to a speled excise tht Is that it lvolves discrlminatiun,

We object It It be 8 per cent, or if it he oily 21A per vent, the soic as the
defeated manufacturers' sales tax.

Here in involved a point of prinwiple, We dlo not think it is right to tot it
necessity of life, and tim abtomoblle, as Individual trantportation, Is one olf
the sit necessities of life, the other five being food, fuel, shelter, clothitig, tiud
oommunicetion. Transportation Is not the leant 1;1 those, siuce It nerves the
other five,

The effect of raining the general level of prices, iatluding the automobile,
ts entirely different from singilig out one industry for a, slooeial tat and so
upsetting the balance of competition for the consumer's dollar.

Possibly the question may be in your minds as to why we are so lure that
ttle Imposition of the tax would retard our volume,

We freely admit that this was not the result following the excise tax of
1917. Actually our business expanded in the ensuing 10 years until the repeal.

It is nut, however, to be forgotten that the ilerluti referred to ws one of
extraordinary property.

There were high wages, bigh prices, and nation-wide distribution of wealth.
The tax was wrong In principle, then as now, but it did not curtail volume
for Our people were rich enough to buy what they wanted.

Also our efficiency enabled us to so reduce prices that we could offset the tax
Increase,

Now conditions are different. We are in the midst of a great depression
Fewer people have money with which to buy curs.

I doubt if you gentlemen understand what it meaus to us to have to 11d
even a $10 tax to our delivered price.

We fight to nave as much as 10 cents it unit on a carburetor.
We ire able to give you a graphic example to show the Influence of even i

moderate increase.
The importance of shatter-proof glass,us a safety factor is admitted, When

a year and a half ago, the price of safety gluss was brought down to a lit
where for an additional charge of $25 it could be installed oni a $000 automo-
bile, we felt that no man would hesitate to make this Investment to assure the
safety of himself, his wife, and ils children. Yet not more than 20 per cent of
buyers felt able to afford the small additional cost. This Is not theory. It Is
actual axperliiee. It proves that our volume would be appr.eciably reduced
by the addition of the excise tax.

We have been -striving to increase the quality of our product, constantly
adding safety, performance, and beauty. We did this out of n belief that it
was the only way to attract customers back to the market. We felt it was an
obligation we owed to our 44,000 hard-pressed dealers.

The addition of the tax would largely offset the result of our economies. We
are finding it difficult to avoid price increases and we tre certain that these
would have to come if the tax reduced our volume. Higher prices would con-
stitute a serious handicap at this time and under these conditions,

We have the lmpxsAion that even the threat of the tax has been hurtful.
It has certainly been damaging to our credit both as manufacturers and I

.dealers. Our preceding testimony has already established that great selling
months like March and April have not produced the regular xeasonal increase.
Any development which is hurtful to the automobile Industry ts damaging

to every section of the United States. Forty-one of the States have automotive



plants$ tud every State in the United States, without a single exception, is a
producer of materials whicl enter Into the manufacture of automobiles.

We ltsk the members of tills committee to believe In our sincerity and in
the sotoundness of our knowledge when we contend that the imlposltioU of an
excise tix of 8 per cent would decrease our volume, would increase unemploy
taist, nd exert its sidverso Influence on all industry. We have small inme.
mlatet vitalie to wake any money for ourselves, but if you spare us this tax
you Ituprove our chance to help hrd-pressed workers.

THU M1AN WHO PAYS TUN TASX

Tihsus far, we hiave deault Only wils the derangement of business.
Ve think you will silso wish to consider the rights of the man who pays this

tlx, Undioubtedly you not only wish to safeguard the American pay roll, but
vms also wish to protect the Income of those who are fortunate enough to
Islive joiss

The nvrisge mats, whether rich or poor, needs the individual transportation
rproeiseted in the automobile. The American family has built its life around
the mutomobile. It should hardly be necessary to attempt to establish this fact
at a time when there are wtore automobiles in use than telephones,

A special excise tax on automobiles it a direct levy agaltst the American
home of modest means, for lot it not be forgotten that two-thirds of all motor-
car buyers have incomes of $8,000 or less, and that 85 per cent of all the auto-
mobiles sold are priced at less than $750 wholesale,

Farmers use' 6 ,000,000 of the 20,000,MO cars and trucks now running Il the
Vidttd State. Nine hundred thousand are trucks, 26 per cent of the total
truck registration. Small wonder that their representatives have appeared
before you to oppose tills till.

it tho exclse tax resticts our volume, as we believe It isust, we shall have
to further increase our prices. This will means a still further lowering of
volume and employment.

If tisi tax is imposed, we have no recourse from adding the net amount to
our delivered prices, Our profit margin doe not permit us to absorb it, In
many cases the tax eqiuals or exceeds our manufacturer's profit.

The proposed tox of 2 per cent on trucks achieves a triumph of Iniquitous
discrlmination, Ei1ghty-five per cent of the 8,490,000 commercial vohlcles In use
are owner operated. The tax, therefore, Imposes on a iotor-truck operator
what is virtually an ocupational tax, something which the United States does
sos, lilso. e on any other business or profession.

The lftx of I per cent on repair parts, accessories, and tires, as proposed In
the Ilo-we bill. irs isrtitularly objectionable for it It a tax on ithe misfortune
tif thls uses', It punlshes the farmer or workman because he lind the, misfortune
to hihw out a tire, break an axle, or smash a fender.

The motorist is already heavily overtaxed. In 1081 le paid Iss gasoline
tsxe4s, license, fees, peoronal.property tax, and other State anI municipal levies,
a toltai of $1.022,0)0,000, which Is 10 per cent of ill taxes of ill kinds col-
lected itn the United States by all governmental divisions.

z:,xition Is a complicated science. Its effects are far-reaching and replete
vilh surprises The power to tax ts not alone the power to destroy. It Is

niov the1 power to injure.
Csws sveing the need of revenue, It Is Impertive to know where the ('fftets

full.
WIlsie wishes isad ti xs conflict, wages must iso protected, for wi'thing in-

fitl es, to a greater degree the lives of our people.

'I'Ihe CUAUIMANT . You may take a little time on those charts.
Senator REED. I think we should see them, Mr. Chairman.
Mr. (4a -%A. We had thought, gentlemen, you might be interested

in seeing the man who pays the tax. He is not a buyer of luxuries.
Here he is [exhibiting chart]. He is not a tisan of wealth. Two.
thirds of all'the cars sold go topesons with less than $3 ,)0 it yeart
income. Eighty-flve per cent of all the cars sell at $750, wholesale.
Here is the man who pays this tax. That is averaged in a way that
is tIn uestionable, gentlemen. This man is 40 years old. 14e has
two cidren. He is buying a $3,000 home. 14e owns ia $705 ear.
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He spends $800 for food; he spends $25 for clothing; ho spends
$110 for fuel and light. And in this sum is education, insurance,
and one hundred and one incidentals that we could not get any
figures that carried sufficient authority to justify itemiing them
separately. This is the man who pays the tax.

Here (exhibiting another chart] we have a breakdown of the per.
sonality of the purchasers. Two-thirds of all new cars bought go
to persons with a yearly income of less than $3000. It isg aded
all the way along. The biggest classification is between $0,40 and
$a,000. That is typical of the average number.

NearlyXi ofall New Cars bouqhtby
Persons with*rly Income of Less9mnIO0

More Cars are ?urchased by Persons with Incomes
n5r Iw o Having Incomes Qw*§o

tit.

UNC4 oo tu M to 2t 4000UNKO, oo *00 tCO 5 , ,o 1* t4m D, 00 io GYM.oN
111001,400 to DMo 5.0 AoA J00140

YEARLY INCOME GROUPS

Here [exhibiting another chart] we have a table which shows that
85 per cent of all the cars sell for $750 wholesale. Here is a table
which shows--a relatively small table-showing that you can only
get revenue from a tax on the low-priced car. Above $3,000 it
would not be profitable at all.

Senator CONzNALY. You say they sell at that price at wholesale.
How about the retail price#

Mr. GmAzux. We kiow that the retail price-
Senator ConxzAux interesting) . How much more?
Mr. GnAAx. About one-third more.

im
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Senator ConA1aY. Then a car costing $1,000 wholesale would be

bow much ?
Mr. GRAHAM. We have calculated it retail. We add one-third to

any of these figures. And that, of course, would make this car
[indicating] about $1,80. The average retail price of all cars sold
lant year, however, was only $765.

'wcntut.si mallson motor tehseeon iuse, lf1l-formers own 96 pet cent or
trUos, 18 per cent of oare, 57 per oetst of re on for#t atd totot under
10,000 population

Passenger can Truoks
Population gru p --ft--41 -d-_ __

Numb-r Per sat Number Per oent

Farmeurs 100............................. ,41 616 111. 94 8"TOooo, ............................ sitFo ,P:
Qoo00to ...... 11.? U 0 14.j

Oer 0,O00 0 .............. ................. 11.4 505,40 14.
United at&$, total ............. ....... 4,45%000 100.0 %0490000 100.0

Here [exhibiting another chart] is a very interesting table. This
shows 26,000,000 motor vehicles in use in the United States. The
farmers own one-fourth of all the trucks and 18 per cent of all the
cars, which makes it not surprising that they have testified here
showing their opposition to this tax., And we have, plus the farm.
ere, about 8,00 in round numbers, in towns of under 10,000
population. There you account for 12,000,000 peo ple with cars.

Another very interesting table [producing anotlier chart] showing
the people who are engaged in activities in connection with this
industry. The red shows the percentage engaged in the basic mate-
rials that enter into the manufacture of automobiles. Here we have,
for instance, of steel we absorb 15 per cent. We take 85 per cent
of all the gasoline. We take 82 per cent of all the rubber. We take
68 per cent of all the plate glass. We take 18 per cent of the lumber.
And down here we show that we take over 9 per cent of the cotton.
And so on throughout the chart.

Now, the interesting part of that chart, we think, is that it shows
the effect of automobile activity or automobile adversity and how it
reflects all over the country.

This chart [exhibiting another chart] is rather too detailed for
you to see but I will be glad to explain it. Take; for instance, the
State of Texas. The first figure, the letter "E " means that that
number of employees in the State of Texas make their living directly
or indirectly from automobiles. The fgres after the letter "S"
mean there are that many retail stores. -Fifteen thousand of them.
The final figure preceding the letter "F" means factories of various
kinds-automobile plants, oil refineries and so on. All this material
we purpose to give you in our brief. The last chart records the com-
aiies affected that will be forced to increase the price of the vehicle
by the amount of any tax imposed.
That is all, Mr. Chairman. I thank you.
The CHunAN. Thank you, Mr. Graham.
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W1 MuST iXt ,Asa Tnt Patri aY raw AMoUNT Or THE Ilaisw TAX Iuwosm

Psi6aner ears: Aubwi, Buick, Cadillac, Chevrolet, Chrysler, Cor4, Cunulng.
ham, De Soto, Dod e Brothers, Duoseubers, Pt Pont, Duralit, Itex, Ford,
Franklin Graham, udhon, Hupinobile, Jorddn, La 81lle, Lineotn, Marmen,
Nagh, OidmoblW, Packard, Peerless, Pierce-Arrow, Plymouth, Pontiac, eo,
Rwkne, Studebaker, Stuts, Willm, Willys-Knight.

Coiniourelol vehicles: Acme, Autocar, Checker, Chevrolet, Commerce, Corbitt,
Cauningliam, Dianiond T, Dodge Brothers, Dover, Duplez, Fageol, Fargo, Fed.
eral, Ford, 0. M. C., Garford, Graham Brothers, International, Klelber, Maccar,
Mack, Moreland, Overland, Paige, Pierce-Arrow, Relay, Roo, Republic, Rugby,
Shacht, Servlce, Sterling, Stewart, Studebaker, United, Walter, Walker, Ward,
White, Yellow.

STATEMENT 1 KAI L. 00O3, hI'BESENTINO AMERICAN
MOTORITSP ASSOCIATION, WASEINGTON, D. 0.

Mr. Cons. Mr. chairman and members of the committee, I am here
in lieu of Mr. J, Borton Weeks, who is the president of the American
Motorists Association, I received a telegram from him late yester.
day afternoon saying that he was unable to obtain a continuance in
a case in which he is tied up in court in Philadelphia, otherwise he
would be here.

Mr. Weeks has prep red and asked me to present to you a brief
in behalf of the American Motorists Association. This brief is filed
with your committee in opposition to House revenue measure H. 9.
102830, which provides, as you know, for a 3 per cent excise tax on
new passenger cars, 2 per cent on trucks and 1 per cent on automo.
bile p arts and accessories and is filed in behalf of the American Mo.
torists Association, which is composed of automobile clubs repro.
senting individual automobile owners aggregating several hundred
thousand.

I emphasize that to you gentlemen, because the speaker who has
just preceded me spoke -

Senator SHoRThzDG (interposing). You are an attorney at law?
Mr. CosB. Yes, sir.
Senator SfoanuT~x. I inferred so. Proceed.
Mr. Conn. He spoke from the angle of the manufacturer. I am

speaking from the standpoint of the user. We pay the tax. I do
not think you gentlemen will deny that it is the user who pays the
tax and we are very much interesfed in this matter.

The American Motorists' Association is more distinctly repre.
sentative of the automobile user than any other national association,
as it represents the private automobile user and no other interest,
and is supported entirely by the dues of its individual members.

The primary objection that this association voices against the ia-
position of an excise tax on new automobiles is that the motorist to-
day is already overburdened with Federal, State, county, and
municipal taxes.

The average motorist is now paying 44 different levies, many of
them hidden, but nevertheless are included in the tax burden that
the motorist must pay.

Now, I have not included this list of 44 items in the brief, but,
with the consent of the committee, I will be glad to file a supple-
mental brief showing all of the 44 different tvpes of taxes.



ii
IZVIuZ ActOr 1933 997!

'Taxes on America's 21000,000 motor vehicles begin in the cotton
fields of Georgi, sweep north to the Pennsylvania coal fields and
extend to the Mesaba iron range in Minnesota. They multiply in
Ohio's iron foundries, the steel mills of Illinois and other States,
the forests of the Far West and ii the Southern pine belt, and may
be heard in every click of the rails over which raw materials flow
to the factories and the finished product goes out to the consumer.

Cotton, wood, coal, iron, steel, glass, and other raw materials used
in making automobiles already are heavily taxed. The motorist pays
this heavy accumulation. Users of no other commodities under the
sun bear a tax burden already so great as that of the motorist. In
direct taxes on these raw and sem~fnished materials, and in license
and registration fees, in gasoline and other taxes, the sum total of all
tax levies entering into the use of automobiles 1I 44.

The motorist carries with him these 44' separate kind of taxes.
True he can not see most of them but they are under the hood, on the
wheels, constituting, component parts of his tires, his upholstering,
and every part of lis motor vehicle.
, Adoption of the House measure means an added burden of approx-
imately $100,000,000.

A Federal excise tax, or sales tax, upon automobiles represents dim-
criminatory legislation against an article which to-day forms an
essential part of the Nation's transportation facilities.

The need for adequate transportation facilities, has been well ex-
pressed by President Hoover, when Secretary of Commerce, in urg-
ing before Congress the value of farmtomar w h e
made the following statement:

Fifty per cent of tile Nation's perishable foodstuffs never reach the consumer
because the farms on which they are raised are too remote from the market at
which they are sold. Forty to sixty per cent 4f our potato crop is lost annually
by rotting In the ground due to poor transportation to morket. By the use of
motor trucks the fanmer will be able to produce and sell at less cost.

The proposed excise taxation is in principle a transportation tax.
Transportation is a vital necessity to the Nation. Unless all forms
of transportation are taxed, the singling out of the automobile as a
media of taxation means that it is discriminatory legislation.

Fundamentally, transportation should be free from taxation be-
cause it is only an agency in the transmission of goods and persons.
We respectfully submit that if there is to be taxation on one form
of transportation, then there should be taxation on every form of
transportation.,

Approximately two-thirds of all new cars are purchased by people
having a early income of less than $8,000. Another 23 per cent are
purchased by people with incomes between $8,000 and $4,500 per
year.

Last year the figures of the Government show that 93 per cent of
all cars sold at wholesale for $1,000 or less, while 85 per cent sold at
wholesale for $750 or less. The average detaill price of all cars last
year was $765. Sixty-three per cent retailed below $700.

These figures were suppliers to us by the chamber. These figures,
I repeat, show that 93 per cent of all cars sold at wholesale for
$1,000, or less, while 85 per cent sold at wholesale for $750 or less.

A 8 per cent tax on an automobile selling for $700 amounting to
$21, represents a material increase in the. price of that car to 'the
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purchaser. With his State and local taxes, it would mean a tax pay
ment of from $50 to $75 before the motorist could put his car on the
road.

An excise tax on automobiles, trucks, and accessories means double
taxation to the motorist for the reason that each automobile is also
subject to local taxation by States either in the form of license fees
or property taxes and the use of them is further burdened in allStates through gasoline taxes. A Federal tax on automobiles
coupled with-the lact that motorists already pay State, county, and
municipal taxes, would be comparable to a situation where the
State, county, and local municipality were to levy a tax on tobacco
heretofore regarded as a Federil Government prerogative.

This assiition feels, that in approaching the question of an ex.cise tax on automobiles, that Congress should view it in an equitable
light, rather than in the light of e Treasury Department's attitude
that as it is needed and as7it can be easily collected from the motor-
ist that it should be levied. Is it a just taxi Is it right? Does
it have an equal bearing u n all ?

In urging for the im tion of the tax it will be noted that the
Secretary does not discuss principles, but rather emphasizes the
necessity for additional revenue.

An individual, like a nation, may be sorely pressed financially but
that fact does not justify either the individual or a nation in dev
eating from what is right or wrong as a matter of principle. We
submit that the question involved is highly ethical-or should be
deemed so-in view of the fact that it bears upon the rights of the
individual.

Fxcise taxes on automobiles, as this committee of c(.urse knows,
were originally levied as a war measure.

Senator SHORTUO. State that a ain. I did not hear.
Mr. Cons. Excise taxes on automobiles, as this committee, of course,

knows were originally levied as a war measure. Prior to the war
we had never had a tax on the automobile.

As a war measure such levy was not opposed. Following the war
however, there was a constant and insistent demand on the part o1
the motoring public for their repeal. This repeal was vigorously
opposed by tie Treasury Department.

We desire to call your respective attention to a stat Anent made on
October 81, 1927 by the Secretary of the Treasury Mellon (p. 15,
report Ways and Means hearing, October 81, 1927), as follows:

Once the automobile tax is repealed, it can not be reimposed in peacetimes. * * * Injustices in the field of taxation are inevitably committed
under pressure of ijecessity, and the time to preserve the integrity of a well.rounded, well-bulanced system is in days of prosperity when rates can be keptat a minimum and no particular hardship Is inflicted on any one class. Under
such circumstances to yield to the temptation to dispense with the tax which
some day may prove to be an essential part of the tax system, is to be guilty
of the most shortsighted economic error.

We do not presume to interpret the words of the Secretary, or to
read into them any false meaning. However, we respectfully submit
that in voicing his fear in clear-language as he did at that time he
must have felt that excise taxes on automobiles were not a possibility
when he stated that "once the automobile tax is repealed, it can not
be reimposed in times of peace."
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The plain inference of the Secretary's language is that on excise
tax on automobiles, during times of war and attendant reconstruction
days was proper, but that In time of peace, was not proper and would
not be countenanced by the taxpayer if it were repealel..

The motor-vehicle owner has no immediate interest in the auto-
mobile industry, but in common with all he has a direct interest in
keeping things moving. An excise tax on automobiles, trucks, and
acceswories, we respectfully submit would at least in some measure
curtail the automobile industry. employment, already greatly re-
duced in the automobile industry, would be further curtailed. A
discriminatory tax on motor vehicles would not kill all automobile
sales, but it will we believe, have a decidedly injurious effect upon
the industry and the millions of direct and indirect employees who
make their livelihood out of ke motor vehicle and its uses.

There are approximately 20,000,000 motor vehicles in the United
States. As long as those vehicles are in operation, there will be re.
placements. As long as there are replacements, men will have
work.

What Congress does that slows down this industry will be felt in
ever, home throughout the Nation.

TIs is not the time we believe, to single out any one group or
individual to meet the nation's tat burden.

Assuming for the sake of argument that you should deem it right,
fair, and proper to discriminate and levy a 8 per cent tax on auto-
mobiles and a 2 per cent tax on trucks, we respectfully submit that
a tax of 1 per cent on accessories and parts, by no stretch of the
iagination, could be deemed fair, just, or proper. It is a tax on
misfortune.

A tax on accessories and parts, as Mr. Graham has stated, 1 per
cent on parts, is certainly a tax on misfortune.

Usually, it is bad enough news for the motorist when a blowout
makes a new tire necessary, or an accident compels him to buy a
new axle or other replacements; yet the Treasury Department pro-
poses to tax repair parts, tires, and accessories. WVhat justice can
there be in a tax levied by the Federal Government which collects
a premium for accidents? A tax on automotive parts, tires, and
accessories is truly a tax on misfortune, and also a tax on transpor-
tation.

The American Motorists' Association, along with other national
associations, having the interest of the motorists at heart, has con-
sistently taken the position that the motorists are ready and willing
to accept their just share of any necessary tax increases; but an
excise tax we respectfully submit, is not a fair method of taxa-
tion from the motorists' standpoint, being obnoxious in character be.
cause of the fact it is a discriminatory tax against the automobile user
and singles the automobile owner out as being the target for special
taxation. The revenue derived from an excise tax becomes a part
of the general revenue of the United States, and as such the motor-
ist secures no direct benefit. The theory of automobile taxation
from the outset, has been that moneys paid by the motorists should
be expended in the construction and maintenance of the Federal,
State, county, and municipal highway systems, put of which the
general public derive the direct benefit.
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The American Motorists' Association r tfully submits that
whatever your committee does toward orippIng or discrimination
of the automobile industry, directly or Indirectly, means a crippling
and discrimination again 4 a number of other industries, this dii.
crimination being apparent tin the light of consideration, as Mr.
Graham pointed out to you in his chart of the fact that motorists
consume 85 per cent of the gasoline in Lhe country, 83 per cent of
the rubber, 09 per cent of the plate glass 58 per cent of the iron, 51
per cent of the leather upho tering industry, 80 per cent of the
nickel, 26 per cent of the lead, 18 per cent of the lumber, 17 per cent
of the aluminum, and 15 per cent of the copper produced, manufac.
turned, and sold in the United States.

In conclusion, we respectfully urge your recommendation to the
Senate that the unfair and discrim-natory provisions in the House
bill imposing an excise tax on the motorist be eliminated.

And this paragrah, in conclusion, gentlemen, is the thought that
I hope with you. We resptfuly urge your recommendation to
the Senate that the unfair and dicrminatory provisions in the
House bill imposing an excise tax on the motorist-be eliminated be.
cause, in our humble judgment, speaking for and on behalf of the
motorists of our organization, it is discriminatory tax.

Senator SnoRumna. Let me ask you a question.
Mr. Cone. Yes; Senator.
Senator Saonmn . During the war there was a great urgent

necessity for additional revenue.
Mr. Con. Right, Senator.
Senator Sntommn. And during the wir period, as I recall, there

was a tax upon the automobile industry, slaking generally.
Mr. Cone. Yes, sir.
Senator Snonrwmo. There is now a pressing demand for in.

creased revenue, is there not?
Mr. Conn. There is; yes, sir.
Senator SHommoz. During the war period, and when a tax was

levied upon the automobile industry, how did that industry get
along?

Mr. Conn. Well, of course, as you know, Senator, during the war
there was a boom practically throughout the entire country, and it
did not cripple the industry as it. will to-day. Of course2 f can not
speak for the industry, but from the motorists' standpoint, it was
not materially felt, because the income of the individual motorist was
materially greater than it is to-day.

Senator Snowrmot. So that you differentiate as between the two
periods in the levying of a tax upon the industry, including the asso-
ciation which.you represent?

Mr. Ca. Yes, sir.
Senator Sxosnmwo. And the condition of affairs at present in our

country?Mr. Cone. Yes; and I think rightly so. We are not at war. We
are going along fairly well.

Senator SnoraroE. Well, there is a pressing necessity, you
realize, for additional revenue ?Mr. Coun Yes; we admit that, Senator, frankly. And we say
to you, in reply to that, treat the motorist as you 'do everybody else,
and we have no objection.
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Senator Snowrmoa. Many other Industries have been singled out
by the House and a tax imposed.

Mr. Cons. A few, but the imposition of the excise tax on auto.
mobiles means that the consumer of the motor manufacturer's 4wod.
uot is practically the only one that has been singled out an dis-
criminated ajalast. Give us a general sales tax, and the motorist
has no objection.

Senator Snorrmon. I was about to ask you for your views in
regard to that proposition. You favor the general sales taxV

Mr. Cos. If I must favor one or the other. Of course, the tax-
payor does not prefer either.

Senator SUoRhIDoS. No.
Mr. Cone. But we admit that you are faced with the necessity of

balancing the Budget. Speaking from the motorist's standpoint, if
you will give us a tax that is fair to all, we will not be obiecting;
we will not be complaining.

Senator CoXArur. Mr. Chairman, may I ask the witness a
question ?
The'CHAuMwN. Certainly.
Mr. Con. Yes, Senator.
Senator CONNALLY. You said in your statement that motorists

were paying a tax to keep up the roads; is that correct I
Mr. Cons. Yes, sir.
Senator CONNALTY. What about the hundreds of millions of dol.

lars that the Government appropriates every year and gets nothing
out of the automobile industry in that regard; would not that justify
a tax on automobiles V

Mr. Cons. Senator, I want to differ with you, respectfully, of
course-

Senator CONNAUT. Certainly.
Mr. Cone. On the statement that the Government gets nothing out

of it.
Senator CONNALLY. I mean, nothing directly by taxing the auto.

mobiles.
Mr. Cone. You get the direct benefit. Of course, you appropriate

$75,000,000 for Federal aid. Your question is how you get anything
out of it?

Senator CO.N.AY. No; I am saying, does not that justify a tax
on automobiles?

Mr. Conn. I do not think so, Senator.
Senator CONNALLY. All right. You do not favor a Federal tax on

gasoline do you?
Mr. onsI No, sir.
Senator CONNALLY. I do not, either.
Mr. Con. If I could be permitted, I would like to file a supple.

mental brief statingthe American motorist's view on that.
The CHAIRMAN. This is not in connection with that subject, but

you may file the brief.
(The brief filed by Mr. Cobb on the subject of a gasoline tax, is

here printed in the record in full, as follows:)

1001



1002 BVZtIM AOT OP 98311

luRIM FiLn BY HARV r L. Con

WAsuworow, D. C., April 18, 198*.
S ENAn FINANKCU COuarrrnJ

United state Reate, ltaeftntOn , 0.
GmwnMzN: This brief, respectfully submitted to your committee, Is filed

by the American Motorists' Association a an anticipatory brief in opposition
to recommendations made heretofore by the Treasury Department to the
House Ways and Means Committee proposig a 1-ceut per gallon Federal
gasoline tax.

This brief If filed with your committee by this association which Is composed
of automobile clubs representing the Individual owners, aggregating several
hundred thousand members.

The American Motorists' Association Is more distinctly representative of the
automobile' user than any other national assoclatlov, as it represents tie private
automobile user and no other Interest, and Is supported entirely by the dues
of its individual members.

The motoristS opposition to a Federal 1-cent r gallon gasoline tax Is
based primarily and fundamentally on the belief that taxation of gasoline is
a prerogative of the State and a further belief, herein predicated, that a 1-cent
Federal tax will be but tie forerunner of Increased taxation by the Federal
Government from this source.

A Federal gasoline tax of 1 cent per gallon represents an Increase In the
average motorist gasoline tax rate of 25 per cent. The average gasoline tax
for the 48 States and the District of Columbia is 4 cents per gallon. An hn.
position of a i-cent Federal tax would Increase this average to 5 cents tier
gallon, which would be a 25 per cent Increase.

The average gasoline tax per motor vehicle In 1931 was $24. The total
gasoline consumption by the 20,00j,000 motorists of the country in 1031 ug.
gregates approximately 10,000,000000 gallons of gasoline. The total gasoline
tax was approximately $525,000,600. The average gasoline consumption tier
motor vehicle last year was approximately 600 gallons. A 1-cent Federal
gasoline tax, on the same ratio of consumption, would mean an added tax of
$6 per year, which would bring the total average gasoline tax per motor
vehicle up to approximately $30.

The gasoline tax is but 1 to 11 forms of taxation directly Imposed against
the motorist. The other 10 forms of taxation cost the average motorist in
1981 approximately $13. The total tax therefore, if the 1-cent Federal gasoline
tax Is imposed, would bring the average total taxation for each motorist up to
approximately $48.

The grand total tax paid by the owners of the 26,000,000 registered motor
vehicles in 1931 was $1,046,000,000. *The estimated vaue of the 26,000,000
registered automobiles last year was $,235,000,000 The aggregate tax paid
by the motorist In 1981 represents approximately 19 per cent of the total value
of the registered motor vehicles. Imposition of a 1-cent Federal gasoline tax
will substantially increase this ratio.

Motorists would have no assurance -that the Federal Government would stop
with a 1-cent tax. Once the Federal gasoline tax is imposed It would be as
difficult to get removed as it would be to have the present 4-cent average
gasoline tax reduced. It is a safe prediction that the next move would be to
Increase the Federal tax to 2 or 8 cents.

The ratio of gasoline taxes, as compared to retail prices, has already grown
out of all fair proportion. Using the 1931 figures, the average assessment
of gasoline taxes was 30.77 per cent or nearly one-third of the retail price.
Imposition of a 1-cent Federal gasoline tax will moan an average gasoline
tax of 5 cents per gallon. The average retail price of gasoline In 50 repre.
sentative cities on January 1, 1982, was 18 cents per gallon. This would mean
a ratio of 87 per cent tax compared with gasoline cost.

Should there be a proposal that the same ratio of taxation applied to rail-
road bonds, corporations, real estate, or other media, Congress In and of Its
own initiative would promptly veto such a confiscatory proposal.

We respectfully submit that any tax which represents annually 19 per cent
of the total valuation of the thing taxed Is out of all fair proportion and can
not be justified even under the guise of necessity. Imposition of the proposed
1-cent Federal gasoline tax is nothing more than a sales tax. This 1-cent tax,
coupled with the 4ent average State gasoline tax, as shown above, will mean
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a 87 c~ cent sales tax based on the average retail price of gasoline. This we
further submit is not a fair proportionate sat" tax.

Both State and Federal Governments have long sines lost sight of the tact
that the gasoline tax was levied to finance good roads. MotOrlsts, in the main,
have never protested a fair gasoline tax, when the revenue derived from such
taxes was used on the roads. Motorists, in the main have never protested a
fair gasoline tax, when the revenue derived from such taxes was used on the
roads. To-day gasoline-tax revenue is being diverted to schools, textbooks,
charities, pensions, unemployment relief oyster farms, fish hatcheries, State
buildings and projects, retirement of railroad bonds, and other governmental
expenses.

As an example, we respectfully call your attention to the action Just taken
br governorr Murray, of Oklahoma, with reference to the 1981 gasoline tax.

hlie total tax in Oklahoma last year was approximately $10,000,000, Of this
sum, $8,000,000 has been used on the highway system of the State, $4,000,000
being allocated to unemployment relief.

We respectfully submit that the basic justification for the gasoline tax was
that the revenue would be used in the construction and maintenance of the
highway systems of the country. Proceeds from a Federal gasoline tax would
go into the general revenue funds of the United States Treasury, being used for
general administrative purposes.

The ono and only argument that can be advanced for imposition of a Federal
gasoline tax ts that the Federal Government has heretofore, since the enactment
of the Federal act in 1016, contributed varying amounts from $50,000,000 to
$125,000,000 annually in furtherance of Federal aid for highway construction
purposes.

It is just and fair that the Federal Government should contribute for the
construction of the national arteries of traffic. Fo, it must he remembered
that more than a million miles of these highways dally are used for the
transportation of the mails, while the potential value of the finest system of
national highways in the world is manifest when national emergencies and
the future developments of interstate commerce are given consideration,

Tue value of maintaining highways across country for mllitary purposes
In time of war is manifest. It is the duty of tile Federal Government, however,
not only to provide for the common defense and therefor to provide for trans.
portatioial needs during normal times which will serve well In times of stress,
but also to supervise and superlntend the development of interstate commerce.

The mere fact that the Federal Government thus far has failed to take over
regulation of the agencies at present using the roadways of the Nation in
transporting millions of dollars worth of perishable foodstuffs, manufactured
articles, and raw materials, to say nothing of passengers, in Interstate commerce,
does not mean that the Federal Government is not impressed with the duty
of seeing to such regulation when it deems it necessary.

After national defense, Interstate commerce Is probably the outstanding
responsibility of the Federal Government. It was the trials and difficulties
encountered by the thirteen colonies in attempting to provide a smooth running
Interstate commerce that brought the Constitution Into being and put the
Articles of Confederation into the discard. Transportation in interstate com-
merce is a vital element of national welfare. Our national highways are
rapidly reaching the point where they are a vital necessity to the transporta-
tionai system of the country and, Just as it Is the duty of the Government tn
see to It that interstate commerce along the rails of the Nation moves in a
smooth-running stream, so is It the duty of the Government to foster the
development of any collateral streams of Interstate traffic by contribution to
the highway system.

Thus It can easily be seen that by contributing $125,000,000 a year, as Con.
gress has in the past two years, to the development of the national highway
systems, the Federal Government is doing nothing more than it is its duty
to do; first, because of the daily use made of these systems in the transporta-
tion of mails; secondly, because of the prime importance of these highways in
any plan of national defense; and thirdly, because of the aid that is thus
extended in the development of highly necessary arteries of interstate
commerce.

Aside from the question of fairness to the motorist in Imposing a Federal
gasoline tax, the imposition of a 5, 8, 7. or 8 cent gasoline tax opens up a
lucrative field of tax evasion for the racketeer and bootlegger of gasoline.
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mstimutes prepared by the producers of gasollue show that Stateo are
annually being defrauded of sums aggregating many millions of dollars by
gasolle bootlegers and racketeers.

An illustration of the ease with which gasoline bootleggers ply their rack
steering tactics was shown in the recent tax fight before the Pennsylvanita tnte

Islature.
4 asolne shipped Into Pennsylvania from New Jersey paid no tax In New
Jersey. Transportation by truck of gasoline produced In New Jersey and sold
in Pennsylvania is no violatibn of the law, The racketeer violates no law
when he unloads his cargo at any one of the 28.000 filling stations In Pennsyl-
vaula. The filling station breaks no law when it receives this gasoline. It Is
only when the gasoline i resold or used that the tax becomes payable. Up
to this point the production, transportation, and sale to the retailer Is legal,
and the racketeer engaged In the practice runs no risk.

It the racketeer, In the transportation of the gasolilne, should be discovered
he merely had but to pay tle tax to avoid prosecution. Ditta submitted to the
legislature showed that millions of gallons of gaoline annually were being
transported from New Jersey to Pennsylvania and sold to motorists who paid
the tax but from which the Statem of Pennsylvania and New Jersey received no
revenue, the proceeds being split between the racketeer transporting the gaso-
line and the gyp filling station, selling it to tho motorists. The situation In
Pennsylvania exists practically In every other State where gasoline taxes aire
sufficiently high to make profitable evamion of the tax.

Data prepared by the Oklahoma Chamber of Commerce estimates that
during 191 gasoline bootleggers stole $40,000,000 of money paid by motorlts
in gasoline taxe..

In conclusion, we respectfully submit that a gasoline tax is primarily a
rerogative of the State: that all funds derived from gasollne taxeit should
e used In the construction and maintenance of the highway system and we

conscientiously voice the fear that Imposition of a 1-cent federal gasoline
tax will prove but the entering wedge for subsequent Increased gasoline taxa-
tion by the Federal Government.

Respectfully,
AunzcAN MOTORISTS' AssoOATION,

By J. Bowron Waxs, President.

STATEMENT OF ERNEST N. SMITE EXECUTIVE VICE PRESIDENT
AMERICAN AUTOMOBILE AS00ATION, WASHINGTON, D. C.

1 '. SMITH. Mr. Chairman and gentlemen of the committee,. my
name is Ernest N. Smith, executive vice president of the American
Automobile Association.

Mr. Chairman and gentlemen of the committee, in addition to the
heads of practically every automobile industry, and most of the tire
industries being present to-day, in this roomful of motorists, we have
also, in addition to President Henry I see here Mr. Hayes president
of the Chicago Motor Club; Mr. Aryant, the head of the Detroit
Motor Club; Mr. Augsburg, the president of the New York Motor
Club; and I was looking around Tor Mr. Mittendorf and Mr. Brit-
ton of the Missouri association. I merely mention this to show the
interest that we have in this entire matter.

The reasons why the American Automobile Association and its
1,000 affiliated organizations have opposed the Federal tax on auto-
mobiles, pleasure cars, and trucks, and on accessories and on gasoline;
and we come to you in our representative capacity, as we appeared
before the House Ways and Means Committee at a recent hearing-
and I shall not in any way duplicate the information which we
gave at that time. We realize that you gentlemen are limited in
time and that you have a great task before you, and we do not want
to take up the time except to present to yon the new evidence that we
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have uncovered recently as to the facts and figures dealing with
registration and taxation during the year 1981.

Now in determining our own position on a tax matter, we presume
that we follow the same method that you gentlemen do, We de-
termine, first the need of the tax; secpnd, how much revenue will it
produce; and, third, what burden is already carried by those people
who arc already carrying the burden.

What is the present ability of those people to pay at the present
time? What is the fairness of the incidence of that tax, and what
effect will it have on business as a whole? Now, inasmuch as most
of the conditions with which we have been confronted have been
created within the last two years, we were particularly anxious to
examine in great detail the statistics for 1931, and we were amazed
to find, as no doubt you will be surprised to find, tht there was a
decrease in regatrations in the United States for 1931 of 781,000
automobiles. That is the first time in the history of motor-vehicle
registration in the United States that there has ever been a decrease
in the number of automobiles registered in the United States.

At the same time, however, ti e motorists of the United States-
731,000 less in 1931--paid an increase of $25,000,000 in taxes. And
the total amount of taxes which were paid by the motorists during
1931 amounted to $1,025,000,000.

And one figure that was borne in upon me with particular sig-
nificance, and which was only evidenced this morning, and that was
in the presentation made by Mr. Graham representing g the manufac-
turers, was the statement that he made, I think, in which he said
that the automobile manufacturers of this country, plus the tire
manufacturers of the United States, paid in wapes $1,028,000,000.
It seenis to us a very significant fact that the motorists of this country
are paying in taxes within $3,000,000 of the amount that the auto-
mobile manufacturers r,,J the tire manufuturers are paying in
wages. We are more closely allied to the manufacturers than I ever
thought we would be in the question of expenditures.

Now, the average motor-vehicle tax for this country, we have
ascertained, was $39.74 per car for 1981. And we have also ascer.
tained, and I can present to you in charts which we have available
here, that the motorist pays annually a tax of 20 per cent of the
average value of motor-vehficle property. Twenty per cent annually
of the average value of motor-vehicle property.

We have also ascertained that the life of the, average automobile
is seven years; and we know, therefore, that the average motorist
during the life of his car, pays in taxes from, 120 to 140*per cent of
the average value of the automobile during the time that he has it.
And, unlike most other types of property upon which taxation is
levied, he has nothing left at the end of seven years. I differentiate
that from real estate. Our tax in proportion is much higher than
upon either urban or country real estate. But at the end we have
nothing, after having paid from 120 to 140 per cent in taxes.

Now, when I gave you the figure of $39.74, which was ascertained
by our own statisticians as being the average tax per motor vehicle
for this country, I must say that that is just double the tax which
obtained 10 years ago. And that is partly in answer to your question
Senator Shortridge, as to the amount of the taxes that were paid

115102-32---- 4A
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some time ago. The motorists 10 years ago, a decade ago, were not
paying more than one-half of what they are paying now.

Senator SuLorAmS. You include Federal, State, county, and
municipal taxes? 1

Mr. Sarrn. Yes, sir; in my figure of $1,025,000,000 1 have included
all the taxes which the motorists are paying as a class to.day.

Senator CONNALLY. Including the gasoline taxi
Mr. SMIT. Including the gasoline tax, Senator.
Now, during the last decade--10 years--the registrations of auto.

mobiles in the United States only increased 110 per cent. But the
taxes upon the motorists during that same time Increased 888 per
Cent.

Now, the ability of the motorists of the car owners to-day, to pay
taxes we think has reached Just about low ebb. In Arkansas, for
Instance, they pretty nearly bad to declare a moratorium in order
to enable the people to pay for their license plates. It was per.
fectly evident in Arkansas, from all the reports we got, that unless
the State of Arkansas made it possible to pay forlthe license tax
fees over a period of one year that thousands of automobiles would
be taken offthe highways. We know that there was a motor users'
protest of considerable proportions in Tennessee. I could give you,
if time permitted, instance after instance in which we know of people
having to lay up their automobiles.

Senator CONNAtY. That was because they raised the gaoline
tax to 7 cents in Tennessee, was it not ?

Mr. SMITH. Yes. And I shall show to you later what a pronounced
effect in the decrease of registration results from the increase in
gaoline tax.

In upper New York State recently, when I was in one of our
clubs there, one of the leading citizens of the town came to the
club and said, "I regret that I am having to give up my membership
in the club; not only am I having to do thjt, but I am putting tip
my car and discharging my chauffeur."

I was in Winston-SIem a few weeks ago at the time of the hold.
ing of the Easter services of the Moravian Church there, and I spoke
to the bishop who was conducting the services and said that I
thought there would be probably 15000 to 20,000 people at the serv-
ices; but the bishop said, "Mr. Smith, we will not have as large a
congregation here, unfortunately." I said, "Why " An4 the first
statement he made was that "so many of our parishioners can not
afford to pay for license tags for their automobiles, and thus they
are unable to be present."

One of the Senators asked the question with reference to the gas
tax. We hate analyzed the application, and the influence of the
gas tax in various parts of the United States. And I shall present
to you in chart form the records of 10 States, very representative
States, in which the gas tax amounted to 5 cents or over, and in those '
States the decrease in registrations of automobiles amounted to
nearly 10 per cent. It was 9.7 per cent.

Senator CoNsaLxC. You do not claim that was the only factor,
though do you I

Mr. mrn. No sir; but it was a very important factor, I think,
as you shall see when we present the chart to you.

1000
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Senator CONNALLY. They would have gone down if they had not
had any tat at all on account of the depression ?

Mr. SMm. There would have been, of course, some decrease. But
on the other hand, Senator when I present you with the list of 10
other States with low gasoliiie taxes you will see what the result was
there.

Senator CONNALLYr. I am glad you have those figures, but I thought
it was not fair to charge it all up to that one thing.

Mr. SMrT. But I have not finished my statement. When I present
to you the 10 other States in which the gas tax has been 8 cents or
les, and show you that in those States the registration has been 1
p er cent-to be exact, eight-tenths of I per cenf--less, I think it is a
fair statement to say that the increase in the taxes on the motorists
of the country at this time has had a most pronounced effect upon the
people of this country at this time who own and operate automobiles.

The tats on motor cars have become a political issue in many
States. And we are very happy to say that a great number of men
who expect to run for office are including in theIr platform the state.
ment that they are against an increase in the gasoline tax levied upon
people, and against the diversion of taxes at the present time.

Senator CoNNALLY. Some of them are against all taxes.
Mr. SxzTu. Sir?
Senator CONNA LY. Some of the candidates are against all taxes,

are they not ?
Mr. SMITI. I have not heard those candidates speak, but they are

generally agai nst all taxes on their own constituents and plenty of
taxes on others' constituents. Maybe that is the answer.

One of the problems of deepest concern to us is the number of
agencies that are endeavoring to lay taxes upon the motorists of the
country. I have a chart here which will indicate to you that there
are five groups levying taxes in one city upon the motorist. And the
tax is an extremely high tax, and it is one worth noting.
, I mentioned that there were 10 States in which a high tax showed
a decrease in registration. And it is interesting, perhaps, to know
that in those States the agricultural element predominates.

Senator GEORGE. I was going to ask you if you were going to put
those int

Mr. SMrr. Yes, sir; I shall put them in right now. You will
notice on chart No. 1-

The CADMAN. I see you have a large chart as well as a small
chart in each instance. Put the small chart into the record. Put
the whole information into the record.

Mr. SMrrn. Yes, sir. We have them prepared to put into the
record. And if you wish to ask any questions about them, I will be
verm glad to answer.

The value of all motor vehicles in 1931 was $5,000,000,000.
The total taxation amounted to $1,025,000000.
The average tax per motor vehicle in 1931 is $89.74.
The total tax of $1,000,000,000 on a total valuation of $5,000,000,000

represents 20.1 per cent.
And the per cent of average value of tax, average value p aid

throughout average life of vehicle, namely, seven years, amounts to
140.7 per cent.
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I will put this chart in the record.
Charf No. 1," Valuation and Taxation of Motor Vehicle Property

in 1981," is here printed in the record in full, s! follows:) I

Cua 1,-V-aluation and taeatlo* of motorvehole property in 1981
VALUATION

Care and trucks produced in 101 .......----------------. . ,460 ,000
Wholesale value of this production ........................... $1,435,000 000
Average wholesale value per unit ............................ 12
Average retail value per unit .................... .. to
Average value of average unit through average life of seven

years ...............-------- $107?7
Value of all motor vehicles in 1081 $........................... $ 106,2?, 105

TA RATION

In 1931 all motor vehicles registered In United States, namely, 25,814,115,
paid taxes as follows,
Registration fees ........................................ $ 344, 837,854
Gasoline taxes ..---------------------------- 868,078, 088
Personal property ............................... 144, 804,136

Total .................................................. 1023o 79,870
Average tax per motor vehicle in 1081 is total taxes divided by total

registration ----------------------------------- $80.74
Total tax of $1,022,000,000 on a total valuation of $5,105,207,5M4 (per

Cent) .................................................... ---- 20.1
Per cvnt of avernge voiluo paid throughout average life of vehicle, namely,

seven yearL ......................... t-.... 140.7
Mr. SMITi. Now, we will show you, gentlemen of the committee,

Chart No. 2. It is the growth of State motor taxes by years, in
which we show that tile taxes in 10 years have increased from $283,-
000,000 to $1,025,000,000, or a percentage increase of 338 per cent,
while motor-vehicle registration chows an increase of 110 per cent.

Senator SaonTawo. -That ichides all taxes in the 48 States?
Mr. SMni. Yes, sir. I will put Chart No. 2 in the record.
Mr. Smrrn. Chart No. 8 will glve you the average tax per motor

vehicle by ears, starting in 1922 with $19.11 and rising.in 1981 to
$39.74, an increase in dollars of $20.63, or an average increase in
percentage of 108 per cent. I

Senator GonoE. That includes the gasoline tax?
Mr. SMITH. Yes, sir.
The CHAIRMAN. Let those charts go into the record,
Mr. Surri. Yes. I will see that those all go in the record.
Mr. SMITH. The average increase in dollars was $20.63, and the

average increase in percentage was 108 per cent.
Senator SuoaTmw. What was it in the year 1922? I can not see

it from here.
Mr. SMrrH. $19.11, Senator Shortridge.
Senator SoTanDx. And in 1931?
Mr. SMrrH. $89.74. The difference between the two points being

$20.08, and the percentage increase being 108 per cent.
I referred you a moment ago to the fict that I can quote you one

city where they were at the present time levying five different taxes
on the motorist at the same time, and that is shown in Chart No. 4.

Senator SHoftTEtWO. What city

~#1
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Mr. SMrn. Mobile, Ala. Through the South, especially, there
seems to be a desire to increase the amount of levies uponV the motor.
let. The registration fee, Senator Shortridge, for a car under 25
horsepower is $11.25. The personal-property tax is $7.80.

Senator Suiorrwat. That is on the machine?
Mr. Srru. That is on the machine. We have taken one unit.
Senator Saomrnoz. Yes.
Mr. SmIm. If you owned an automobile in Mobile, Ala., and it

was a car under 25 taxable horsepower, you pay a registration fee of

$11.25, you pay a personal property tax of $7.80, you pay a State
gasoline tax--and we have taken 68gallons average for Alabama at
5 cents-$81.15. That is what the State gasoline tax would be on
the average. Then there is a cit gasoline tax (623 gallons at 1 cent),
amounting to $6.28. And there s a Mobile County gas tax amounting
to $9.85.

Senator Rno. You have got three gasoline taxes then?
Mr. Surm. Ye. sir.
Senator R. cfity, county, and State ?

1010
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Mr. Sxrru. Yes, sir.
Senator HAmboN. What automobile is it that uses 6U gallons a

year?
Mr. SMrrH. The average car.
Senator HaRsoN. The average?
Mr. Sunm. Yes. We have tried averages all the way through here.
(Chart No. 4, Multiplicity of Motor Liees, is here printed in the

record in full, as follows:)

Ctaur 4.-MflttplWitf of motor ieve (Mobile, Ala., offers an example)

RegltratIon fee (car under 25 taxable horsepower) ................... $11.25
personal property tax ---------------------------------------------- 7.80
State gasoline tax (02 gallons average for Alabama at 5 cents) ........ 31.15
(Oity gasoline tax (0 gallons at 1 cent) ------------ 8 ------------ 6. 2B
Mobile County gas tax (828 gallons at 11/ cents) --------------------- .8

Total city, county, and State taxes ----------- " ------ -0.78
Mr. SMITH. Now, I want to confirm the remark that I made a few

moments ago about the effect of the gasoline tax on registrations.
This is Chart No. 5. The upper ten States, Mississippi, Arkansas,
Oklahoma, Alabama, Georgia, South Carolina, Idaho, Montana
Washington, and North Carolina, all have a tax of 5 cents and
above, and the average decrease in these 10 States is 9.7 per cent,
as against a national decrease of 2.8 per cent. The highest decline
in registrations being in Mississippi, of 22.5 per cent.

Now, below are the States with low gasoline taxes, Missouri, Con-
necticut, Rhode Island, Illinois, Iowa, Massachusetts, Minnesota,
New Jersey, New York, and Pennsylvania having 8 cents or less
and there the average decrease in registrations only amounts to 0.8
per cent as against a national decrease of 2.8 per cent.

Senator CONNAuz. Right there-all those States though are agri-
cultural States, are they not, that is, the first States that you gave,
and the others are industrial States?

Mr. SMrru. Yes.
Senator Gzo E. Some of them are industrial, but in the main

they are agricultural.
Senator CONNALLY. Well, one or two are. But would not the

domination of agriculture perhaps be reflected there somewhat?
Mr. SMITH. Likewise in the industrial.
Senator CONNALLY. What?
Mr. Smrrn. Likewise in the industrial States.
Senator CONNALLY. Do you think they are on the same level?
Mr. SmIT. Yes; I should think so. If a man is broke, it does not

make very much difference whether he is broke as a farmer or as a
mechanic.

Senator CONNALLY. That is true; but you are assuming that they
are all broke there in the same degree, but that does not follow.

Mr. SMITH. We have shown many things, Senator. We do not
ty to pick out 10 States that would prove to us something. We have
picked them out on the basis of the tax.

Senator CONNALLY. I understand that. But those States are all
agricultural States?

Mr. SMtm. Yes.
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Senator CONNALLY. With one or two exceptions. And the others
are all industrial States.

Mr. Smut. Well, Missouri in some respects you would say waindustrial. Illinois, of course, is very largely farming population,
So is Iowa.

(Chart 5, ".Effect of gasoline tax on registration," is here printed
in the record in full, as follows:)

C(AT .--Effect of gaaolf~e lux on regatsraitone
STATES WITH RIOU OASOLINfE TAXES
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Senator G~oaoz. Let me callyour attention to the fact that ifthere were no gasoline tax in Georgia you would have the same
thr SMIM. That may be.

Senator G~oitos. Beyond all doubt it would be true.
Mr. Surm. I do not know.
Senator Sao=. You'have taken 20 States,
Mfr. Swm. Yes#
Senator'&STozTm. What are the other 281
Mr. SmTH. This seems to be fairly representative of the general

situation,
Sen ator HAWUsoN. What happened to Californial
Mr. Sxrrit. As I recall, in California the registration was some-

what, on the decrease,
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Senator SRORT8IG. That. was due to the fact, I take it, that
Many Mississippians did not go out there.

Mr. Surrii. It is a gorgeous State, we admit that, Senator, with.
out argument.

Senator SmoiRnwou. You have knowledge of that, as you are a
graduate of Stanford University.

Mr. SMrm. Yes.
Senator HAutIsor. They did not have enough money to go out

there.
Mr. SMITrI. It was an interesting thing also to note that the

registration increased in Nevada.
Senator CONNALLY. The divorce business did that, though.
Mr. SMITH. What is that, sir?
Senator CONNALsY. The divorce business accounted for the in-

crease in Nevada.
Mr. SMITI. Well, that was the first thing that a great many of us

thought of, but then we discovered that they were-building a large
dam out there, and there is a new city there, and we found that there
was an influx of people in there who are on the Government pay roll
building the dam down there, and that is the reason for it.

Senator CONNALY. We cut $2,000 000 off of them the other day.
Mr. SMITH. I did not know that, Senator.
Senator CONNA hL. Yes; we cut $2,000,000 off the dam the other

day .

iir. Smrri. Well, as long as the damn won't break I suppose the
$2,000,000 are worth saving.

Senator CONNALLY. That is the only thing that is not broke.
Mr. SmiTU. As an interesting sidelight on the situation that tle

people face as individuals, I recently completed a tour through the
South, and stopped in at some gas stations, a number of them. In
one place I counted something like 14 gas stations in the town, and
at tle corner that I stopped at, this particular tine, there were 4
individual gas stations, and there was not a soul at the gas station
excepting ourselves, and we were thre for about 20 minutes, because
I was having the car drained, and so forth. I finally said to the
man, "How in the world can you people live with the small number
of cars that are coming through at the present time?"

Senator Sitowrwoumi. Pardon me-where was that?
Mr. SMirr. Let me finish the story and then maybe you won't

ask. I
Senator SHOn'rtuvoE. Pardon me.
Mr. SMru. The point that I was guing to make was: I said

finally, "How in the world can you exist under such conditions"
And the man said, "Did you ever drink liquor V" And I said, "In
certain countries and under certain conditions I have been known
to." "Well," he said, "in ecry one of these gasoline stations in
this here town we live by selling moonshine on the side, and that is
why we have a lucrative business." I asked in a number of other
places as I went through the country. In some instances I found
that was true, but in a great many instances they looked on me with
great suspicion because I carried a District of Columbia license on
my car and they may have thought that I was a revenue officer.

The CHAIMAN. Well, let us not get onto prohibition.

1013



1VBNUR ACT OF 19$8

Senator Snommwn. Just a moment. Seriously, and not to pro.
voke levity. I understood you to say that there was a falling off of
registration in California I

Mr. mSMl. No; there was a slight increase of 2 per cent, Senator.
Senatut Sjowr n. I understood you to say it was a decrease.
Mr. Smm. I did, first. I should have said an increase of about

2 per cent in California.
The question of the tax on tire parts and accessories has already

been covered by previous speakers, and I do not think I need to say
more about that, except that we regard that that tax, although it only
amounts to $7,000,000, is going to be levied upon the motorists be.
cause particularly from tle safety standpoint we are aware oi the
fact that there are thousands of automobiles that are in sad need of
repair. We know that there are thousands of automobiles that ought
to have new tires on them to-day, but the owners of those automobile
can not afford to put new tires on them and we regret to see the
imposition of any tax no matter how slight, upon the instinctive
effort that a man would make to put his car in a safe condition.The CHAIRMAN. There is not a tax imposed that would not be a
burden on the one who pays it.

Mr. SMITH. When a man is staggering under all of the tax that
he can possibly handle it is a very serious burden to place on him
when you put one more brick on top of the load, instead of taking
the first brick and putting it upon the load.

Senator Guionon. May r ask lhe witness to put into the record the
gross tax that would be paid under a 2V4 per cent sales tax, and the
tax computed on your output on 3, 2, and I per cent basis as actually
passed by the House. I want those two figures in the record.

Senator RuxZ. I should like a third figure showing the tax that
would be paid under the suggestion of Secretary Milli that the man.
ufacturer s excise of 1% per cent be put on.

Senator SnonmmoI think that would be very important.
Mr. SMrIT. Yes, sir.
The CHAIRMAN. If you will furnish that as quickly as you can it

will go in with your testimony.
Mr. SMrru. Some of those will be furnished by the National Auto.

mobile Chamber of Commerce, which represents the industry.
Senator GEoRo. Either way; we do not care who furnishes it, so

long as it is furnished.
1e CHAMEAN. Yes. When that is furnished it .will be placed

in the record.
(The information requested by Senators George and Reed is as

follows:)
Estimated return from a too of V. per cent on the manufacturers' value of

motor veles, parts, and ties, eeolsua e of materfi used, 1931

Tax at 1$pecent (no
Values alowance

made for
export)

arom son minus materials, tei, and energ (bas on the am thatthe ratio of east of material, wae etc to the pes stws me sm in
1931 m ini m, the.eq a r wlfLeh an figures yaliabli from theCenM Buns. Bu epVo101ae ben=er, that the ratios of thmiteis to the grIam Were b in 1631 than i 1929)...............I0N001 $14,874,000
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(Statement furnished by Ernest N. Smith is here printed in the
record in full, as follows:)

STATEmENT sy EsarX N. SMITH

Mr. Chairman fnd members of the committee: The reasons why the Ameri-
can Automobile Association and its affiliated motor clubs throughout the United
States have opposed special Federal excise taxes on motor vehicles, parts, Ures,
accessories, and fuel, were preseted at some length to the House Ways and
Means Committee.

You have this testimony before you and I shall confine my remarks to do-
volopments since our appearance before the House committee and thus attempt
to avoid duplication.

We realize that your committee is working under preat pressure and diffi-
culty. We want it distinctly understood that we are in entire sympathy with
the effort to balance the national Budget. Moreover, we feel that the car own.
ers tire willing to pity their share of any increase In general taxation made
necmsairy by the national emergency.

There are some standards whereby we are accustomed tb weigh the merit of
this or that tax proposal-the need for the tax, its value as a revenue producer,
the bturdon already borne by those on whom it is to fall, their ability to pay,
the impartiality of Its incidence, and the effect it will have on businea.

There is no question as to the need for new taxes. There is no question
that the motor taxon carried in the House bill before you would be producttve
of revenue, though probably not in anything like the amount expected. Nor
should there be any misunderstanding of the fact that every cent of these taxes
will lie pitid by tie users on whose behalf we appear here.

With this in mind, we seriously question the wisdom of these taxes from the
standpoint of the burden already borne by the motorists of the country, from
the standpoint of their ability to pay, from the standpoint of the fairness of
the method of imposition, and from the standpoint of the effect they will have
on business.

Since the appearance of our representatives before the House committee,
figures and facts relative to motor-vehjcle registration and taxation in 1981
have become available. We feel that these figures present a rather dark picture
of the situation, and believe that it would be well for this great committee
to have them available before making Its recommendations to the Senate.

During 1081 registrations In the United States decreased by 731,548 vehicles.
This was the first time in automobile history that there was a decrease in rg-
istration, The decrease was almost altogether confined to pasenger cars in
88 States of the Union. During the same year, and in the face of declining
registrations, the motor.vehicle tax reached a new high level of $1,025,000,000,
an Increase of $25,000,000 over the previous year.

The average tax per motor vehicle for the country ns a whole last year
was $30.74, the highest on record, and more than double the tax in 1022, It
represented a tax of 20 per cent of the average value of motor-vehicle property.
At the current rate the motor vehicle is paying 140 per cent of Its average
value during its life period of seven years. Tltere Is no nonluxury form of
property that Is carrying anything like this load. I might add that in the
10-year period-122-1031, inclusive-motor-vehicle taxation Increased 888 per
cent, as compared with an increase of 110 per cent In motor-vehicle registra-
tion. These figures just mean one thing, namely, that whptever your committee
sees fit to do you will do It with the full knowledge that the car owners to-day
are carrying an excessively high burden in State, county, and municipal taxes.
The Federal Government is proposing to enter a field of taxation that we
believe is already overexploited.

The ability of the car owners to pay has reached a low ebb. We hear much
of moratoriums In these days. At the moment the reports reachinst'ts indi-
cate that some States may have to declare a moratorium on the payment of
motor.vehicle taxes. In fact, some have already done so. Arkansas, for
example, has adopted the installment plan of selling license plates on a
8-month basis, since it became apparent that otherwise thousands of usable
cars would be kept off the highways. Several States have extended the period
for securing plates. Some of you must have seen recent articles reporting
virtually an owner's strike against the motor-tax burden in some States-
Tennessee being a case In point.
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I We have ample evidence, of the plight of the car owners in developments
within our own organlation. Our itlllated clubs report to us that thou.
sands of their members every month aro putting their cars in storage, simply
because the ultimate in retrenchment has been forced on the members. From
the experience of our clubs, It is our belief thitt through cars going out of
use from obsolescence or being put In storage, or locked in tile garage, regis-
trations are declining at the rate of probably more than 100,000 a month.
And this, gentlemen, applies to men and women who formerly rode in
limousines with liveried chauffeurs, just as it applies to the average car
owner to be encountered at any crossroad in America.

There Is accumulating evidence that high taxes are already affecting regis-
tration. I might cite as an example tle fact that 10 States, with a gasoline
tax of 8 cents or over, showed a decrease of 9.7 per cent in registrations in
1981, as compared with a national decrease of 2.8 per cent. To give you
the other side of the picture, 10 Staten with a gasoline tax of 8 cents or
less, showed a decrease of only eight-tenths of 1 per cent in automobile
registrations. There Is also accumulating evidence that the increase in taxes
has ceased to bring corresponding increases in revenue to the States. The
old economic truth of diminishing returns Is again being demonstrated,

It will interest you 4o know that the motor-tax question has become a
political issue in many States, with candidates for office making commitments
not to increase or divert motor taxes a plank In their platforms. The entry
of the Federal Government into the field with special levies would, in our
judgment, vitiate the effort that is now being made to stop the pyrtawiding
of this burden.

One of the problems of deepest concern pertains to the number of agencies
already levying tribute on the motorists. There is one city I know of where
the car owners are now paying live different taxes oln their cars. For the
Federal Government to enter the field with additional gpeclid levies such as are
provided in theh House bill would, in our judgment, endanger the entire motor
tax structtire of the country.

I mention 10 States where the decrease In registration wao heaviest. At
this time when so much concern is felt on siccount of the plight of the farmers,
it is perhaps worth citing that HIi of these States have a heavy rural population.
It is hardly necessary to point out ths.t replacements iii these States will not
be encouraged by superimposing Federbl taxes on a burden that is evidently
now becoming harder and harder to carry. These people who have been
forced to give up the use of highway transportation are hardly In a position to
respond to the recent call of President Hoover, in which lie asked tihe people
to buy new cars as a means of helping to promote business revival.

In this connection, it seems to us that you gentlemen should give special
consideration to the House proposal to levy a 1 per cent tax on tires, parts and
accessories. The tax would yield the Federal Gloverninent only $7,000,0(00 but
It would mean that the owners of millions of worn.out vehicles would be
penalized at every turn for every replacement and repair necessary to keep the
old car in a running and safe condition. The people who would pay this partic.
ular tax are just those people who are -about to be compelled to give up their
oars. It would be a tax on misfortune, on poverty, and also on safety.

It has been contended that there is little difference between the amount of
motor tax embodied In the House bill and the bill first brought out by the
Ways and Means Committee. There Is, however, a very vital difference from
the standpoint of the users of highway transport. In the origiDal committee
bill the man who bought a new car would pay a tax just as would the pur,
chaser of a host of other commodities. In the bill before you there is a dis-
crimination against highway transport
It is not our contention that to be consistent you should place a tax on

railroad, steamship, and airplane tickets. These agencies are in all conscience
having a hard enough time as it is. We do, however, object to the purchaser
of highway transport being catalogued with the purchaser of furs, cosmetics,
and chewing gum. The proposal establishes a taxlug precedent which, in our
opinion, is of the greatest importance to the future of highway transportation
in this country.

There Is another consideration that renders this tax discriminatory from
our standpoint. One of our basic policies has been that it is discriminatory
for States to levy special taxes on the motorists unless all of the revenues de-
rived therefrom are applied to purposes of road building and maintenance. The
reason for this is, of course, apparent. Motorists are paying their share of
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VALUATION AND TAXATION OF MOTOR VEi
BY STATES FOR 1931
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general taxes as citizens, irrmepctIve of cat ownership. It was the diversion
of spiai motor taxes by the States to general purposM that led to so much
pyrat-ildiln of motor taxes in recent years. We feel that the enactment of
s lel motor exelse taxes Iy the Federal Government for general purposes willIte the seal of national approval on an unsound practice and encourage the

tateE to divert motor-tax funds to all sorts of adminlstrative ventures.
In so far as the House bill before yo 4s concerned, a Federal gasoline

tax is not an issue. However, Secretary of the Treasury Mills Included a
Federal gasolim tAx of 1 cent a gallon in his ireomnepdatio. The Ways
mad Means committee made a very full luquiry Into the m1rits an besibillty
of this receounenation ant wi ely, io our judgment, retuned to adopt It.

As we swe it, such a tax would work an even greater'hardship oh the car
owners than the proposed excise taxes. It Is the tax iost exploited by -the
States. returns from It at the pyramided rates are already causing disap.
Poliutment In the yield of revenue. These high rates have led to large-scale
bootlegging. The roatd-building program of the States depend In the main
on gas-tax revenues. Hundreds of millions of bonds Issued by the States are

r cleated on future returns from it. It can be readily seen what Invasion of
tds field by the Federal Government would mean.

After all excise taxes on motor vehicles would be paid by those who have
sone money witt which to buy a cur, although apparently there tire few
enough of these. But a Federal gasoline tax would hit the average man
who is trying to carry on with the vehicle lie has and hoping for better times.
He is very generally the wan whom Congress would not consider as the object
of a Federal income tax.

From our contacts with the users, from our knowledge of the prevalent hesi.
tations at making commitments for new cars at this time, we fully agree with
the position taken by the manufacturers that additional taxes on motor
vehicles will unquestionably have an adverse effect on sales. Such buyers as
there are shop around us never before. The price schedules for the year have
been published and It is going to be very hard indeed to convince the average
ear buyer that the tax is something which should not be Included with other
"extras" and absorbed by the manufacturers. This they won't do.

We ive every confidence that before reaching its conclusions on the motor
taxes, this great committee will consider the tax burdens already carried by
the eir owners, the accumulating evidence of their inability to pay, the dig.
crlmintory iture of the proposed Federal taxes and their effect on business,

We know you will mtki every effort to be fair to every class and every
Interest, mindful of the Nation's needs. All people and all classes will support
the final decisions of Congress. In the meantime, the whole country Is buoyed
up by the splendid effort that the Congress, with the cooperation of our Chief
Executive. Is making to balance the Budget in so far as is humanly possible
by curtailing governmental expenditures,

(Mr. Smith also presented Chart 6, Valuation and Taxation of
Motor Vehicles by States for 1981, which is here printed i the
record in full, as follows :)
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The CxaMAN. You will have seven minutes.
Mr. Surpx. Mr. Chairman and members of the Finance Coin.

mittee, I represent 172 members of the National Association of En.
gine & Boat Manufacturers (Inc.), engaged in the manufacture of
boats engines, and marine equipment throughout the United States.

It is in their behalf that r respectfully urge the drastic reduction
or entire elimination of the 10 per cent sales tax imposed by section
600 of the revenue act of 1982 upon yachts and motor boats.
* No smaller revenue is listed among the excise taxes that you have
been considering. This tax, if imposed, will, in my opinion, bring to
a complete standstill the manufacturing and building of boats. Fur.
thor, In my opinion this tax can not bi collected from the thousands
of boats that are built on beaches and in back yards scattered through.
out the country, where individuals on their own account build such
boats.

From the Department of Commerce we have obtained the follow.
inginformation:

That the "numbered" boats in the United States increased as
follows:

In 1929, 10,468; in 1980 7,4081 and in 1981, 10,088, showing the
average increase in "numlbered' boats for three years was 9,818
boats a year.

During this same period the recognized manufacturers built onl
about one-third of this number. If the 10 per cent tax were imposed,
the recognized builders and manufacturers would be handicapped,
sinci they would be the only ones subjected to such a tax. The
Government would thus be ible to collect this tax on only about
one-third of the total ioats built, while two-thirds built in the
aforesaid back yards would escape the impost. It is my opinionthat the percentage of boats to be built on beaches or i back yards
would greatly increase, if this tax were imposed, and the recog.
nized builders and manufacturers would have less and less business,
as was the experience in the past when such excise taxes were
placed upon boats in 1918. In some instances it could be carried to
the extent of a prospective owner subsidizing a small boat yard, pay-
ing for labor and material, and thereby actually becoming the pro-
ducer of the boat and under the act not liable for the tax until the
boat has been sold. Therefore, the tax as proposed, can not, in my
opinion, be imposed on all boats that are built.

This act, as proposed, called for a tax of 10 per cent on yachts
and motor boats not designed for trade, fishing, or national defense,
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and pleasure boats and pleasure canoes if sold for more than $15.
When this amendment was presented in the House, Acting Chair.
lan Crisp, of Georgia, stated:

Mr. Chairman, the estimate of revenue from this amendment Im negligible,
onl $00,000, but the committee felt as it was leaving an excise titx on other
methods of transportation In equity there should be a levy on boats.

It is clear from the explanation of Mr. Crisp in the presentation
of this provision to the House that he and his associates regard it as
a tax on transportation. However the rates used in the house bill
on the different forms of transportation are not uniform. The tax
imposed in the House bill on automobile amounts to 8 per cent, the
tax impowed on airplanes amounts to 5 per cent, while the tax on
boats is placed at 10 per cent. From an examination of these rates
it is obvious that the motor boat as a means of transportation is dis-
criminated against by the use of a rate twice that imposed on air-
planes and over three times the rate imposed on automobiles

It is a fact that the great majority of boat-building establishments
are located in small towns, where they are the principal industry of
the locality. A recent survey has shown that our boat-building plants
at the present time are employing an average of less than 20 per cent
of their total labor capacity, operating at an average of 20 per cent
of their normal productive capacity. One boat plant ini Michigan is
the only industry located in a town of 1,400 people and in normal
times has a pay roll of $150,000, while another buat-building plant in
Ohio, with a yearly pay roll of $260,000, is the princi al idustr in
a town of 4,000 population. These are typical examples of localities
where boat-building plants are situated, and a recent survey indi-
cates that in addition to thosd plants that have already shut down
many others will be forced to close their doors if the excise tax of
10 per cent is imposed.

Figures from the Department of Commerce show that there are
at present 8,582 documented yachts owned by citizens of this count.
try, representing yachts over 16 gross tons which cover pleasure
boats of 40 feet or over, and compared with the large number of
"numbered" boats, show that documented yachts represent less than
1 per cent of the total "numbered" boats in service, which fur-
ther illustrates that if this tax were imposed on the sale of motor
boats it would bear heaviest upon the class of people with limited
financial resources, who are the purchasers of the small boats.

A boat is often referred to as a luxury, but during the past 15
years, through efforts of established manufacturers, standardized
boats have been developed particularly of the cruising type, which
offer unusual value for the money expended, and have attracted
thousands of purchasers who recognize in this type of boat the
greater economy of living afloat than living ashore, and in place of
the boat being a luxury tot them it is an absolute necessity.

In connection with this tax it is important to bear in mind that
unlike luxuries, wherein the rate of tax is the same as imposed upon
pleasure craft, the boat gives direct employment to labor after its
sale and as long as it lasts. The boat after its sale thus continues
to be an active agent in the circulation of money by the payment of
either wages to crew or charges for repairs, upkeep, supplies, addi.
tonal equipment, gasoline, oil, food, hauling out and winter storage,
and overhauling in the spring.
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While our business is at the lowest ebb at, this time, there
certain conditions in our industry that encourage us to continue eveti
at a loss, which everyone suffers. We are loyal to the many work
men who have been with us for years and who know no other trade
by which to earn a living. I have here a poster I want you to see.
ifis entitled " Buy a Boat."

Senator CONNALLY. I could not buy a boat.
Mr. SUTPIxN. It reads: "Buy a boat. Find health and happinm

on a boat. Outfit your boat now. Both you and labor will bonelit
I)on't hoard your boat."

Senator CoNNALLi. Or rock it either.
Mr. SvtJrjik;in. Or rok it, either. That is what we ask you not

to do, Senator.
I have here a p)(ter, prepared by us in our humble way, which

we have distributed throughout the country in connection with the
eliJ)loyinent drive of the war against the depression campaign, which
our association sponsored in cooperation with the American Legion
and the American Federation of Labor, and I am pleased to report
that a favorable reaction has been obtained from this effort.

As has been stated before the boat-building industry is practically
at a standstill, and due to the depression there is no immediate pros.
pect of any improvement in our business. The estimate of the
Ways and Means Committee shows that the expected revenue from
the 10 per cent tax on victor boats would be negligible and it is our
opinion the revenue to be derived from this tax would be consider.
ably less than is estimated. A sales tax of 10 peo cent on boats will
defeat its own revenue-raising purpose.

In reference to pleasure boats or yachts, other will or have
spoken representing naval architects, brokers, and builders, and the
suggestion of imposhig ai import tax on foreign-built yachts we
believe will be the ineasi of collecting additional revenue which the
Government is not now enjoying and through which further protect.
tion would be afforded to the Aimerican shipbuilder. Just as has
been and will be shown to you in regard to the costs of building
boats abroad and iii this country in connection with the larger ves.
sels, the same applies to the small boats. Very few* foreign-built
boat or yachts were brought into the United States before 118, but
with the enactment, during that year, of an excise tax of 10 per cent
on boats and yachts, American purchasers began looking abroad, and
in my opinion, the old excise tax was the cause of many orders being
placed in foreign countries. While a duty of 30 per cent was ii-
posed in 1928 on foreign-built boats brought into the United States,
due to certain exemptions being allowed, the actual duty represents
about 22 per cent.

Senator Il~tnusoN. Have you heard of any Ameri.an buying
foreign-built yachts who (lid not bring then into this country b1t
kept them in bermuda or some place else in order to avoid the tax?

Mr. SuTPHEN. I have sir.
Senator HAxotisoN. Those follows ought to be caught, if possible.
Mr. SuTpusx. I think it is unjust.
An excise tax of .10 per cent at this time would reduce the duty

protection to 12 per cent which would encourage again n11ny to
place orders abroad, where the differential of labor and currency
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valuations represent poibly as high as 60 per cent. In other words,
*purchaer desiring a boat priced in America at $5 000 could prob-
ably obtain the same boat from foreign builders at less than $8,000,
to which would be added freight and duty of approximately $1,000,
thereby sving $1,000 by purchasing broad. In the case of larger
vessels, the same proportion of saving would apply. This is an addi.
tional illustration of the hardship that wousldtbe imposed upon the
boat-building industry if a 10 per cent excise were imposed on ac.
count of foreign competition, which the trade is constantly
threatened with.

In conclusion, we recognize the necessity of balancing the Budget
and we do not ask that our members be exempted from the payment
of excise taxes if your committee decides that they are a necessary
part of the bill. We respectfully recommend, however, that any
rate that might be imposed on motor boats and yachts should not
exceed the rate that might be imposed on other forms of transporta-
tion and that consideration be given to imposing an excise tax on
foreign-built boats and yachts, affording thereby the added pro-
tection which our industry is entitled to.

Senator HAmisoN. You spoke of pleasure boats that could be
bought for $15 or less. Are there many of those boats used?

Mr. SvrTz. Very few. Hardly any boat can be obtained for
less than $15.

Senator HAnntsoN. How many of them cost more than $15?
Mr. SUTPHEN. Practically all.
Senator HAmusow. What is the average price of a small motor

boat?
Mr. SUTPJIEN. There is a back-yard builder (exhibiting a picture).

You can see he builds in the back yard. Here is a very interesting
picture of an old lady calking the boat. That is the class of people
that you could not get the parts from.

Senator CONNALLY. What is the average price of all the boats you
sell

Mr. SUTPHEN. The average price of my boats that are built in
Byonne may be $5,000,

A'enator CONNALLY. $5,000?
Mr. SUTPUEN. We build mostly the larger boats. You see, Sen.

ator, it is not possible to get a tax from those fellows who build
boats aloug the beach. Two-thirds of all the boats are boats built
on the beach.

Senator CoNNALLY. They are not large boats, are they?
.Mr. SUTPHEN. They are pretty good boats..
Senator CoxNALLY. They can not compete with you ?
Mr. SUTPH N. They do; and they would rather have those boats

than what we have it they had to pay the 10 per cent tax, in my
opinion.

115102--32---45
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TATIGNUN? 01; ADMoIAL WYII

Admiral Wvna I represent the Naval Architects & Yacht Brokers
Association of New York. I want to ask permission to put in e$i.
denes a brief which ha. been prepared by our special' committee,
because much of what is contained in the brief has been covered by
Mr. Sutphin. At the game time I would very much like to emph,.
site one or two points in connection with the bat Industry.

There are something over 400 plants devoted entirely to the build.
Ing of motor boats. Over 98 per cent of these plants are engaged in
the building of small motor boats sailing boats, and outboard craft
The other 2 per cent are engaged in the construction of the so-called
yacht of larger dimensions. I know there are some located in Mis.
sissippi, but this was prepared hurriedly. Mississippi is not in this
list. These plants are located in the following States:
Alabama ........ 2 Missouri ........................ 8
California ---------------------- 20 New Hampshire ---------------- 2
Connecticut ..................... 19 New Jersey ---------------------- 8
Delaware ---------------------- 4 New York ----------------------- 8
Florida ------------------------ 85 North Carolina .................. 8
Georgia .......................... 8 Ohio ---------------- 13
Illinois ------------------------- 8 Oregon ------------------------- 4
Indiana ------------------------ 8 Pennsyvanin ..................... 0
Iowa -------------------------- S6 Rhode Island -.--------- 9
Kentucky ...................... 8 South Carolina ----------------- 8
Louisiana ----------------------- 8 Texas ........................... 5
Maine .......................... 84 Vermont ........................ 2
Maryland ....................... 12 Virginia ...................... 14
Massachusetts ................... 80 Washington ------------------- It
Michigan ........................ 83 Wisconsin -------------- 20
Minnesota ....................... 14

These plaits in normal times engages the services of skilled and
unskilled men numbering approximately 40,000 to 50,000 persons,
and the major portion are located in small communities where the
sole livelihood of the community is dependent entirely upon these
small boat-building plants. When operating at full capacity they
engage approximaty 67,000 men, and engaged in the manufacture
of articles closely associated and allied with the motor-boat build.
ing .trade are some 2,100 plants of various sizes and types scattered
throughout the entire Uited States. So that every State in the
Union is really Interested in this boat industry.

The imposition of this 10 per cent tax on the boat-building in.
dustry to-day will not only preclude the possibility of employing
additional men in these yard for the purpose of bringIng them up
to normal working capacity, but will be the means of shutting down
entirely at lest 60 per cent of these plants and throwing out of work
the men employed to-day.

Our records have definitely discovered that 85 cent. of every
dollar spent by the boat-buying public in the purchase of the new
motor boats goes directly into labor benefiting 178 different trades
engaged in the manufacturing and fabricatig and construction of
motor boats and their equipment and furnishing.

It is not the desire of the motor-boat building industry to ask to be
relieved of the payment of any fair and equitable tax, but the im-
position of a 10 per cent tax on this industry will stifle an industry
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now struggling for existence, due to the general economic conditions
of tile country at large.

I would lie to cal your attention to the fact that the United
Action for Employment Group of the American Federation of Labor
the'American forEionthe Legion Auxiliary, and the Association of
National Advertisers have, over the signature of Carl Byoir, director
of organization, p leaded with all boat owners to bring their boats
out and use them this summer. I quote from their plea:

We are appealing directly to all yacht owners to police their craft li com-
mission this spring. Approximately 90 per cent of the cost of overhauling 4
boat is paid out for labor.

There is much more of this.
In conclusion I beg to state, Mr. Chairman, that as yacht brokers

we see a great deal of distress of the men that are out of employment,
that are suffering at the present time, their condition growing worse
daily, and many of these men that are engaged upon boats for six to
eijht months at the most of a year are usually able to weather the
winter by what they can save during that time. If this tax is im-
posed upon them, those men next winter will be on the street, I may
say, if their boats are not properly conditioned this year.

The CHAIRMAN. Is there anything else I
Admiral Wui_. I thank you.
Senator CONNALm. Are you manufacturing boats or merely a

broker?
Admiral Wruz. We design boats, sir, as well as running a broker'sdepartment.senator S oRT n z. Mr. Chairman, I am handed a telegram ad.

dressed to Mr. Ira Hand, coming from New York which I-ask may
be incorporated in the record. It touches upon Ihe subject matter
being discussed. YoK, N. Y., ApriI 18, 10t.
Is HAws,

Hotel WaeMegt:on
Letter from H. B. Warren, editor Pacific Coast Yachting, reports cancella.

tion of $100,000 worth now yachts in Los Angeles harbor because of proposed
tax which threatens ruin to coast industry. Warren says tax Is so high west.
er yachtsmen will go without boats rather than pay It, and Its revenue from
coast will be negligible. 1 . O Jr.

STATEMENT OP H. G. SMITH, PRESIDENT OF THE NATIONAL
COUNCIL 07 AMWCAN HIPBUILDER, NEW YORK CITY

Mr. SMrit. Mr. Chairman I am representing the largest ship-
builders that are engaged in the building of vessels of large size in.
cluding large-size yachts I am president of the National Council
of Anierican Shipbuilders, which covers a large percentage of the
shipbuilding industry of the United States, with a great many allied
industries, and I am speaking on their behalf.

I have a brief statement which I would like to file if I may be
permitted to do so.

The CHAmUIAW. We shall be glad to have it.
(Mr. Smith submitted the following for the record:)

1023
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STATEUNT or NATIONAL COUNCIL O' AUslC.aN NMBUILOSM

Hou ROD DMOOT,
Chairman Senate ommt tee on PMn,

Senate Ofe Batldiu, Waeshngton, D. (7.
Daa Sas: The National Council of American Shipbuilders contains in its

membership the principal shlpbuliding and ship-repairing companies and 4$
allied Industries engaged In the production of materials and equipment used
in the construction and operation of vessels. The council directs the attention
of the Senate Committee on Finance to section 600 of the bill H. Re. 10236,
known as the revenue bill, wherein It in proposed that a tax of 10 per cent be
imposed on the price for which yachts, motor boats, pleasure boats, and pleasure
canoes are sold in the United States.

The shipbuilding industry Is willing and expects to bear ito fair share of the
taxation necessary to balance the Budget, but the council protests against the
enactment of section 600 for the reasons hereinafter Ret forth. As a preface,
however, to its protest the council reminds the committee that the cost of
construction of the pleasure crafts specified in section 06 is 50 per cent greater
in the United Stases than In any forelgni country by reason of the higher ware
paid in domestic shipyarns _and In domestic plants manufacturing marine
equipment. Because of thin differential in cost, American yacht owners, sin e
the World War have hat built In foreign shipyards yachts of the value of
approximately $80,00,000.

To protect domestic builders of yachts against the competition of foreign
builders, paragraph ST0 of the tariff act of 1980 imposes an ad valorem duty
of 80 per cent on motor boats, including therein yachts or pleasure boats,
regardless of length or tonnage and whether sail, steam, or motor propelled.

The protection accorded by paragraph 370 of the tariff act of I93) has been
reduced by reason of section 446 of the act and the interpretation of its pro.
vision by the Treasurj Department. This section provides that Ivesels ar.
living In the United states from foreign ports may retain ont board without
payment of duty * * * the legitimate equipment of such veels," provided
such equipment is not innded. Provisions to the some effect have been on he
statute bools for many years and were enacted primarily to apply to cotnmer.
clal vessels. The Treasury Department by its interpretation of section 440 hit
exempted ninny articles of equipment of yachts and has thereby reduced the
actual ad valorem duty on the full cost of a yacht to about 22 pet' cent.

This tariff protection is further reduced by the abandonment of the gold
ittandard by certain European nations extensively engaged In shipbuilding.

The imposition of a 10 per cent tax on domestic-built yachts would be equiva-
lent to lowering the tariff by 10 per cent on foreign-built yachts for an Amerl.
can owner and would make the resultant duty therefore, about 12 per cent,
irrespective of the effect of the abandonment of the gold standard by foreign
nations.

Keeping in mind the fact that the differential in cost between a yacht built
abroad and one built In the United States is about 50 per cent, it is quite evl.
dent that with a tax on domestic-built yachts the American owner would find
it more economical to build his yacht abroad than in the United States. Such
a tax would, therefore, contravene the purpose for which it Is intended.

The council is of the opinion that a tax should be imposed on foreign-built
yachts for American owners, In order to more nearly overcome the differential
between cost of construction in the United States and abroad as explained
above and, therefore, recommends a provision In the revenue bill to the effect
that a tax equivalent to 10 per cent of the price, Including therein the import
duty, for which the following articles Including their equipment, are pur-
chased in a foreign country: Yachts and motor boats, not designed for trade,
fishing or national defense; and pleasure boats and pleasure canoes, if pur-
chased for more than $15, such tax to be levied, assessed, collected and paid
contemporaneously with the levy, assessment, collection and payment of the
duty imposed thereon by the tariff act of 1980.

If the committee decides that a tax be imposed upon domestic-built yachts
the council recommends that It should not be in excess of that imposed upon
automobiles.

Very truly yours, H. 0. SMITH, Presdent.
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Mr Sgrr. I would like to make a few remarks regarding it,
covering the high spots.The sblpbuildimg industry is quite willing to bear its fair share

of responsibility in balancing the budget. It is opposed, however,
to the 10 per cent tax on yachts because of the fact that we believe
it will send the construction of those yachts to foreign countries and
not, therefore, produce a tax.

Senator SnoumitDz. It will not produce any revenues?
Mr. S tiT. It will not produce any revenues,.
Under the tariff act of 1930 there is an ad valorem duty of 30 per

cent, under paragraph 870, imposed upon a yacht built abroad for
an American owner. Under section 440, however, of the act, is an
old provision repeated from previous laws which exempt from the
huosdition of the duty equipment. The result is that the 80 per
cent tox is really only about 22 per cent and an imposition of 10
per cent tax on domestic-built yachts will ie the equivalent of reduc-
ing that duty to 12 per cent.

Senator (oNALLY. Is this tax imposed both on the manufacturer
and the importer?

Mr. S25uTH. Only if the importer sells here. I think you will find
that would be interpreted to mean naught if he brings it in for his
own use,

The (HAnttMAi. This reads:
YneihtN mt motor bouts not designed for trade, shipping, or national defense,

und pleture boats and pleasure canoes.

Sfinator HA-41tsN. That means sold by an importer.
Mr. S.MITH. That means sold by an importer as I understand, sir.
Senator S1owTrzm)OE. If it is sold in Cleveland the tax does not

Mr. SMITH. If it is sold here, our understanding is the tax does

not apply: and I believe that was the interpretation that was put
upon a similar provision in the law of 1918, or whatever it was.
.Senator HAMMISoN. Of course, there would be a motive for the
Importers to bring over foreign-built yachts for their own use.
" r. S.siiT. That is a point that ought to be cleared up. There

has been about $30,000,000 worth of yacits built in foreign countries
for American owners since the war.

Senator HAHmtiHso. I mean the importer, himself.
Mr. S.irrq. Oh, no; there might be a few small ones, but not in

the case of the big ones.
Senator SHORTmROE. A man who causes a yacht to be built abroad

and brings it in is an importer, is he not I
Mr. SIITU. He is not so classed.
Senator CONNALLY. Not under this act.
.Mr. SMIrTH. The cost of construction in the United States is about

50 per cent more than it is abroad. Thv.refore, if you take the
tariff law as it now stands and put 10 percent duty on doinestic
yachts, you are reducing the duty on equipment to 1'2 per cent
if the yacht is built abroad, and I think the inevitable result would
be for buyers of yachts, for their own _yachts, to go abroad and
build them, and we would not only lose the cash, but we would lose
the business.
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Senator CO NALLY. That would not affect the little boats. They
would hardly bring those across the ocean.

Mr. SmITH. Yes, sir; there are a great many of them brought in.
I have the figures. I have not them here, but the large majority
of the boats brought In last year were little ones. I think there
were only two large-sized boats out of 47. There have been in the
p at number of them brought in ont the decks of steamers to
Halifax or to Habana, and they have come in under their own
power.

Senator Saomim. What would you describe a little boat to be, a
little yacht ? You used the words " a little one."

Mr. SMITH. One up to 50 or 60 feet, I suppose; one that could b.
readily handled on to the deck of an ocean steamer.

Senator Sano. Not one which would vvigate across the
ocean ?

Mr. SMITH. No; not one that could navigate across. They arebrought into some near-by port or they might go all the way in.
Then it would be, of course, imported.

Senator HARRISON. What would one of these little boats 50 or 60
feet loni sell fort

Mr. Smpn. Well, sir, it depends entirely on the amount of power
in them and how the are fitted up. They would range from $1000up to $15,000 or $20,000, and they might go up to $75,000. It de-
pends entirely on what you put in them.

I am suggesting in my brief that a tax should be imposed on
these foreign-built yachts. There are quite a number of them
They are very expensive yachts. There are at least four or five mil.
lion dollars' worth still to come into the United States that are built
abroad. I am suggesting to you you put the 10 per cent tax onthose boats and you apply it In the same manner that you would on
an imported article. Put an ad valorem duty on a boat, including
its equipment.

Senator HARRSON. Do you think we could tax one that is built in a
foreign country just because it is used in this country ?

Mr. Smr. -I do not see why not. If the duty is put on it now, I
do not see why it would be any different, really, than imposing a tax
on imported articles.

In the end, of course, if the committee decides that a tax should be
imposed upon domestic-built yachts, I would think that the 10 per
cent is out of range with the tax imposed on other vehicles of trans.
portation, and it should not be any higher. As a general proposition
I think we would all favor a manufacturers' tax at the lower rate thai
was more broadly distributed than one that would apply only to a
few articles.

The CmnM*iAN. I have been requested to include in the record the
following letter addressed to Seiator Hale, of Maine, by the Old
Town Canoe Co.:

Owa TOw" CAONe Mo,
Hn. DIX Old To%^ Me, ApS 9, 1988.

Mr Duna Su HSm aS: We can not refrain, in view of the present situationIn ou business, from register ng the strongest possible objection to the propose10 per cent tax on boats and canoes. This industry ts In no position to bearany Mh tax at the present time.
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we ae now endeavoring to keep our fActory force Intact by operating on
three to four days per week and baying about onethird of our normal crew at

worL This means that we are running at about 20 per cent of capacity.
from siles of approximately 5,000 canoes and boats during 1IM awl 980M we

ripped last year to a little more than 8,00 and present Indleation _ show that

our sales this year will be in the vicinity of about 1,500, No larger sale Is

anktliiated even though prices have been reduced and are now lower than they
baOe been br a reat Man years.

Latst December a an Increase In freight rates went Into effect covering terrn
story from New England to the Missippi liver and the incream, range fom

g1 to 76 per cent with an average of Approximately 40 per cent. This results in

an increased cost to the buyer of approximately 5 per cent.
We realize that taxes must come from somewhere, but certainly an industry

like tlu which Is hardly more than holding its own at the present time is In

no position to take on additional burdens.
Yours very truly, a. e an, 2'reasurer.

TATIM? 01 V. 2. 3AT

Tun lLaNu IsTnrm
PARfoiphs, Apr4 80, 1J9.

United Statfe Seate, Washngteos, D. 0.

G3N'LCUMUR: Yesterday we waived the time allotted to us for hearing In

order to conserve the time of your committee.
In the interest of the manufacturers distributors, dealers, repair and boat

Iards of the country, we concur most heartily In the statement made by Mr.
Iutphen, Admiral Wiley, and Mr. Smith yesterday.

our manufacturers recognise the importance of the task before your commit-
tee And C ontgr s in providing new revenue to meet the economic cndto andi

loss of regular revenue to the Government. They feel certain that you and your
associates will see to It that every possible economy and reduction In Govern.
meant expenditures will be made In order to call for the least possible amount of

new revenue.
Also, sensible thinking Americans wish that it would be possible, and feel

that It would have a tremendous psychological effect if Congress could declare,
at least during the period of this emergency for raising new revenues, that a

palatable cereal beverage and n light wine were permissible, because It would
raise new revenue and still further reduce governmental expenditures, u td
lessen the general crime condition In the country; but most of all It might .lut

be that psychological something that Is needed to restore confidence, The last

alibi of tha psalmist would be eliminated.
Whatever additional revenue must be raised should be bowe, as we all feel,

by all Industry equitably, and not as any spel excise or discriminatory fax~
upon any one, or a very few Industries, s proposed In the bill sent over fresm
the House to the Senate, and which you are now considering.

From the evidence yesterday, it was pointed out carefully how the boats that
are built abroad for individual owners and operators in this country would
not be taxed at all under the bill. We do not want to see boats given a di.
crimnatory tax higher than any other vehicle of transportation and hope for
such favorable coonslderatlon from 1 our committee. and any oMia action taken
by Congress In the revenue act of 182.

Yours very truly, W. 8. HArs, Presdent and ieoretavy.



TAX ON RADIOS

STATEMENT OF flANK SCOTT, WASHINGTON, D. (., REPRESENT-
ING THE RADIO INDUSTRt

The CnA.nn Aw. Mr. Scott, are you going to speak for all of the
parties, or just for yourself?

Mr. Scw. I am endeavoring to speak for all the parties, Mir.
Chairman, but we have six.people on the list, and we will cut that
down to two. We are anxious to hove one practical manufacturer
address you.

The CHAIRMAN. One besides yourself I
Mr. Scoff. One besides myself.
The CHAMMAN. You may proceed, Mr. Scott.
Mr. Scon Mr. Chairman and gentlemen of the committee my

name is Frank D. Scott, and I am counsel for the Radio Vanuy
facturers Association. This is the industry association for the manu.
facturing portion of the radio industry. This association repre.
sents in excess of 95 per cent of all the concerns engaged in the
manufacture of the articles enumerated in section 607 of this bill.

As we are following the automobile industry, I trust that I may
havo the indulgence of the committee in eliminating the various
items of grief which have been suffered by the radio industry, but
which have been called to your attention by the automobile indui.ty, and I will endeavor only to identify those which are pecular to
the radio industry.

In 1928 there were approximately 800 concerns engaged in the
manufacture of radio-receiving sets and accessories. That number
of companies had plants and equipment valued in excess of $500,000,-
000. We were employing in connection with the industry approxi.
lately a half a mithon people. Up to and including 1981 the mor.
tality in this industry was in excess of 50 per cent. So that to-day
we have throughout the entire United States less than 150 concerns
manufacturing the items enumerated in section 607.

In addition to that mortality we were obliged to decrease our
employed personnel by 80 per cent.

Senator =1gw. How much did the sales fall off ?
Mr. Sqoo. May I cover that in this way, Senator I Our sales

area consisted of two fields-first, domestic; second, foreign. U p to
this year we have had a substantial domestic and a substantial for.
eign market. In 1931, although our sales diminished considerably,
the diminishment of actual number of sales was not as great as
might be expected, for the reason that in the boom years in order
to -diminish the price of the commodity, knowing as we did that we
very soon would reach a situation where our market would be con-
fined to the low-priced article rather than to the high-priced, we
sought, as a matter of good business judgment, to reach a situation
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where we would have mas production and by mass production we
might reduct the cost to the consumer. That actually occurred. But
when the depression came we found that with only a few glaring ex-
cej)tions, there was a tremendous overproduction. Therefore in 1981,
in addition to the depression, we found ourselves faced with the sheer
necessity of wlling distressed merchandise, and that intensified our
situation and contributed very largely to the mortality which
occurred.

Senator CONNALLy. That does not quite answer Senator Reed.
What was the actual fall value of your sales? Have you got that?

Mr. Sc n'. Yes. It was around 925 per cent. I would not under-
take to give the exact percentage, because the industry is only 10
yeats ot , Senator. We are the baby industry of the United States.
And during the 10 years we have not perfected our statistical infor.
motion.

Senator.CONNALY (interposing). I do not want to press you, but I
did not think that that quite answered the question asked by Senator
Reed.

Senator SxowarmO. You said there was a falling off in sales?
3r. ScoTr. Yes; there was a falling off in sales, but there was not

as large a percentage of falling off in sales as might be expected,
due to the fact that we dumped them on the market and sold them
for whatever we could get.

Senator Rzu. Woull you rather not give the figures?
Mr. Scmr. No; I will be very glad to insert the actual decrease

in sales in 1981 in comparison with previous years I will hW glad
to put that in. But that figure alone will convey a very erroneous
picture.

Senator COX NALT. Could you do that as to value and also as to
volume?

Mr. Socir Ye.
Senator do;xin. Because if you reduced them and sold them

as distressed you might still sell a big volume and maybe not get
such a high percentage of price.

Mr. Sq&o . That is right.
I think this should be said in order that the committee may rasp

our situation. Very naturally the industry has divided itself nto
two parts-part I the transmitting end which is the broadcasting
station; part S the manufacturing ena, which manufactures the
equipment making it possible for the listening public to receive the
messages sent outby the broadcasting station.

We have lea than 150 people manufacturing receiving sets and
equipment. There are 812 broadcasting stations in operation in the
United States to-day, Yet only 8 of those 150 concerns engaged in
manufacturing the commodities identified in section 607 have any
financial interest at all in any broadcasting stations which transmit
the information. 14

Now, in order to reach a situation where we might.maintain the
benefits of our mass production, in addition to manufacturing radio
receiving sets, some set manufacturers have gone into the business
of manufacturing refrigerators. But unfortunately along comes
Congress and proposes to tax both the commoditis that we are
manufacturing.
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Senator Row. Who do you mean by " we" 1
Mr. So=n. I mean the radio set manufacturers. The radio recelv.

lng set manufacturers who are now, in conjunction with manufactur.
lg sets also manufacturing refrigerator..

The CunawUN. What is the name of the refrigerator?
Mr. Soon. I beg your pardon; I did not understand the question,
The CHUMAw.-What is the name of your refrigerator ?
Senator Raw. A good many different names.
Mr. Som. Yes; several different names.
The CnaMaN. You have more than one, do you?
Mr. Soon. Yes, sir. Mr. Crosley manufactures A refrigerator.

The Majestic people make a refrigerator. And there are a number
of other set concerns that manufacture refrigerators.

Senator CONRAIL?. And freeze your bushes.
The CEAMMAN. That is, you mean the radio people are manu.

faturing them?
Mr. W r. Yes. What was your question, Senator [addressing

Senator Connally] ?
Senator CoNNALY. You manufactured refrigerators and froze

your business. ..
Mr. Soorr. We have not quite reached that condition.
Senator OXsoso Do you all own your patents or do you pay a

royalty to the owner of patents in your industry?
Mr. Som. Part of our members, Senator, own their own patent.,

and some 28 or 27 of our membershp pay royalties to other members.
Senator Oxon. Would it be possible for you to furnish this com.

mittee with a list of the number of your patents, and what royalties
were paid on those not owned outright by the industry?

Mr. Soon. Well, I doubt if that could be done, Senator, because
the information to-day would not be accurate next week, because we
are getting patents all the while. I will say this, though, that the
outstanding manufacturing concerns own many thousand patents.

Senator (IoRoL Well 1-imagine so.
Mr. Sm. What of t&se are of value and what their value is, is

a matter of determination for each iadiviiual. Their estimate might
be different than yours or mine. But I would be very glad to try and
get that information for you.

Senator Ozono. That is aside from the question here, but I am
curious to know what is paid by way of royalties on patent rights
and copyrights in the United States. It seems to me that those two
particular properties are particularly contributed to by the Federal
Government itself.

Mr. Som. I will endeavor to furnish the committee information
as to the amount of royalties that are paid by the licensees in the
industr.

Senator G(I L Yes; I would be very glad to have it.

Liaun nom FR*Atx D. Scon

RADIO Ma NAonuuas AssociATo (INe.),

110k. R in SMOOT, Wa inrO, D. 0. Apr4 D 190.
0harf"n 8*&0 'nACN Com""Ot

8ma Os Bumiftn, WathenMton, D. C.
Mr Dua 8Swn1Aoa SMOOT: While before your committee on April 18, Senator

George asked me to place In the record figures representing the amount of roy.
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alties paid within the radio industry during the year 1981. The industry associa-
tion has no figures on this subject, but Ihave been endeavoring to s ure such
inforaxatiofi. Am advised that the testimony Is to be sent to the printer Dot later
than Saturday of this week I regret that It will be impossible or me to obtain
such inforzratioii prior to that date.

i trust the foregoing will complete~ the record.
MyI epress -to you my appreciation for the courtesies extended to ins by

Mr. Stwar and Mr. Billings.
Yours very truly, FRANK D. Soon.

Senator SnonmwoM . Yes# that is what the Senator asked for.
Senator GOneto. I would like to see it.
(When the information caked above by Senator George is fur-

nished by Mr. Scott, it will be printed in the record at this point.)
Mr. S& . Now if I may get back to the point where I left off.

We desire to call the attention of the committee to the fact that we
are not trying to evade a tax. We are entirely willing to bear our
share of the burden which seems necessary in order that the country's
Budget may be balanced. We do not f1ee that we in any degree
have contributed to the overdraft situation in the United States
Treasury, but whether we have contributed or not we are willing
to step t the front and bear our fair share of the responsibility of
putting our financial machinery in proper condition.

Senator Rmw. In other words, you would not protest a general
manufacturers' excise taxI

Mr. Scorr. We did not protest it in our presentations to the House
committee. In fact, we joined with the automotive industry in say-
ing that no 1, 2, 8, 4, 5, or 10 industries in the United States were
capable at the present time of carrying the burden which would be
essential to balance the Federal Budget.

Senator Suorram. And that is your position now ?
Mr. Scom. That is our position. We have not changed our posi-

tion at all, Senator. We -ave gone through the era of prosperity
and our sales possibilities now are conflned-solely to the poor man.
This hioh-priced radio set is a matter of history. We can look back
at it with a ha py recollection, but as to the future, we can only
expect the so-caZled poor man to buy our commodity. Consequently,
a high tax imposed now will represent the difference between whether
a purchaser will buy or whether he won't buy. If he does not buy,
then the United States Government as well as the radio industry
must suffer.

Senator Suoa=nwoz. You would pass the tax on to the purchaser?
Mr. ScoTt'. We must, Senator. We can not avoid it, because we

are now operating at a point where our differential between profit
and loss is so'Small that we must pass it on. And may I say this,
Senator ? There can be no question about our being able to establish
this to your entire satisfaction. The radio receiving sets sold
throughout the United States in 1981 represented a price in the aggre.
gate less than the cost of production. In other words, we sol-dall
during the year 1981, with 1 or 2 out of the 150 companies being the
exceptions, at a price that was less than the actual cost of production.

Now, again may I refer to our new addition that we -have taken
on to wit, the refrigerator You impose a tax of 5 per cent on the
refrigerator and 5 per cent on the radio receiving set.

Senator Ram. We did not. The House did.
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Mr. Soorr. The House did. I accept the amendment. At least
you have that proposition i your lap at the moment. We feel that
ouch a rate is unfair and unjust. We feel that the radio industry
is quite as much a necessity-and Mr. Klugh will discuss that fes.
ture--we feel It is quite as much a necessity as a passenger car. In
other words, you impose a maximum tax of 8 per cent on the nitto.
mobile industry and you imposed a flat rate of 5 per cent on the radio
industry.

Now may we with the necessary emphasis direct the attention of
the committee to the fact that a refrigerator used by the housewife
to preserve the food, to protect the food, to extend its life, to protect
the health of the family, is quite as essential to the housewife aUs a
motor car is to her husband.

Senator CONNAuY. Are these the old-style refrigerators or the
new kind?

Mr, ScoTt. No; they are the new-type refrigerators.
Senator CONNALLY. Are they electric refrigerators?
Mr. Scor. Yes, sir; they are all electric refrigerators.
Senator CONNALLY. That is all I wanted to know.
Mr. Score. In addition to that, may we call your attention to oiie

additional thin : From the very inception of this Government it
has been the policy, and we think wisely so, to do everything it could,
so far as the Federal Government was concerned, in encouraging
dissemination of information. And now for the first time youp e.
nalize one of the two methods of communication, to wit, radio. The
only other method of communicating information is through the press.
The radio and the press represent the two methods of communica.
tion. And yet you pick out our particular industry, which is the
infant industry, and attempt to assess it 5 per cent. We do not
resent being taxed, but in the imposition of the tax we solicit your
serious consideration. We beg of you to temper your imposition
to the point where the amount of revenue will be comparable to the
amount of damage that is done.

Senator RtED. _has any reason been stated why nechanical refrig.
orators should be taxed and electric fans and vacuum cleaners and
things of that sort not be taxed?

Mr. Scovr. I haven't heard any reason stated.
Senator Rra. Was there any reason stated in the House?
Mr. ScoTT. I do not think the question was I rought up in the House

except in a general way. We insist that radios ought not to be
singled out for taxation. We are in the market, as was aptly stated
by the gentleman representing the automotive industry who pre.
ceded me-we are in the market trying to get a portion of the Amer-
ican citizen's dollars that he is willing to spend. And yet we go into
competition with the washing machine, the electric fan, and Fo forth.
The result is whether it is psychology or whether it is economy, or
however you may wish to catalogue xt, it is a fact that ninety-nine
people out of a hundred will buy a commodity that is not taxed as a
luxury rather than to buy the one that is taxed as a luxury.

There is one other thought I wish to leave with you, gentlemen,
and I do not consider it indelicate to mention it. Radio is the only
method of communication to the public and between the public that
is controlled by the public itself, and by the public I mean you gentle-
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men who are representing the public. As statesmen and representa-
tives doing a public service too little is known of your activities.
And now -or the first time you may under existing law, use the
ra(io to acquaint your constituency with the service that you have
rendered. In other words, you have an opportunity to make a return
of your stewardship direct to your people. We feel that you should
be extremely cautious not to insure such a communication service.

Sento Rim. Mr. Scott, you spoke about the decline in your
business. And I am not saying this facetiously. I am wondering
iow much your business has fallen off because of the character of tho
prograins that have been put out. I, myself, try to listen over the
radio occasionally, and every time I do somebody is trying to make
mc buy toothpaste or sausage or something, avd tbe result s I do not
try any more. Has that no had something to do with the falling off
in ra(lio sales?

Mr. ScoTT. No. I do not think so, Senator. If radio had followed
the natural trend of diminishment in business, our business would
have decreased 50 per cent, but it did not do that. I am inclined to
think that our diminishment in business in 1931 in actual sales was
about 25 per cent.

Senator CONNVAY. Then you can stand this tax better than any-
body else.

Mr. ScoTT. No, we can not, Senator. If we could we would be
glad to admit it.

To answer your question, Senator Reed-
Senator SHonRmIDo. I want to ask you a question later. Go on.
,Mr. Scmr. Our end of the industry has nothing to do with the

transmittin? end of it. We have nothing to do with the form or
character of the program.

Seiiator REED. No; but the programs make your article desirable
or otherwise.

Mr. Sconrr. That is only partly true. Although we complain bit.
terly about many of the prograins that are on the air, the peculiar
thing about it is that the entertainment which precedes and follow.
seeiidngly undesirable advertising is so attractive to the public that
the broadcast station can not take it off the air. The program that
I do tiot like or you may not like, Senator, gets a public response that
is' perfectly tremendous.1hterefore the broadcasting industry is attempting to regulate its
progranis solely on the basis of public appeal, that is all. And the
m inite the program ceases to have public appeal they take it off.

Seinator kUoitTh)ODE. Are you familiar with the KFI station?
Mr. Scorr. I am. The Earle Anthony station.
Senator SiIoit=DoE. You took note that they celebrated a few

day. ago their tenth anniversary?
Mr. SCOTT. Yes, sir.
Senator SnioinmwHnoE. On that occasion Mr. William Randolph

Hear.st, a constituent of mine, delivered an address on the radio, its
uses and !bnefits, and so forth. If I represented your case I would
offer for the record that address of his. It appeared in yesterday's
Washinglton Herald. It is a magnificent address in thought and
word. Descriptive of the radio; what it has brought to the world.

Mr. Sco-n. I accept your suggestion, Senator.
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Senator Spownumo. It impressed me as a splendid, clear accurate
statement of the importance from all points of view of hs won.
derful thing which for brevity I call the radio industry.

Senator ARSN Raddlo.
Mr. Scot. Raddio Senator, accepts any pronunciation, but we

sometimes feel that the brcoadcasting industry is much in the posi.
tion of the black sheep. As you hear all these programs, the one
which is undesirable and repulsive to you is the one that attracts
your attendon.

Senator Saoamo . Well, now it may be of great importance
whether that Is radio or raddio. What is it? What is the proper
pronunciation I

Mr. Scmr. We have no choice.
Senator HAnmusox. Raddio predominates.
Mr. Scovr. I will be followed, with your permission, Mr. Chair.

nian, by Mr. Klugh, who is a set manufacturer.
Senator SHonTDOt. I am going to ask that the address of Mr.

Hearst be put in the record. I .
Senator"REso. Is there any reference to California climate in it?
Senator SionmoE. No; no. It needs no tribute.
(The address of William Randolph Hearst on the occasion of the

celebration of the tenth birthday of radio station KFI is here rentedd
in the record in full, as follows:)

TEXT OF HEARST SPUClt

(Prom the Wnshlngton lerald, of Sunday, April 17, 19321

Following is the text of Mr. Hlarst'o radio speech:
"My friends, this is the tenth anniversary of Mr. Anthony's broadcasting sta.

tion, KI.
"Thlik of It.
"Only the tenth anniversary of the marvelous KFI radio broadcasting

system.
"Mr. Anthony, always among the Prst to begin anything of linportanco and

value, was a pioneer in broadcasting only 10 years ago.
Think of what the radio has attained to in these 10 short years.

"The radio was thou a strange, uncanny intruder into our lives, a disturber
of our habits and customs.

"It has now become the friomn and familiar of qlmost every household In
the land.

"it has taken its place with the automobile, the moving picture, and the
press as one of the four cornerstones of our modern civilization.

"It entertains us.
"It enlivens dull hours.
"It brightens our lives, and It does more.
"it performs fundamentally useful functions.
"It spreads education, widens our experience increases our knowledge,

refines our tastes, enlarges our vision, gives us that competence and culture
which come from contact with tile beat and most informative things which
the world has to offer.

"We often wonder how we could ever get along without the four supports
of our modern civilization.

"What would we do if we did not have the automobile to take us along the
highways and Into byways of all the countries of the earth; to transport us to
our work In the morning and to hurry us home at night, almost as quickly and
dellghtully as the magic carpet of the Arabian Nights?#IWhat would we do if we did not have a fussy little newspaper knocking
at our doors every day and coming in to sit with us at our breakfast or our
supper and to gossip with us about what has been happening to everybody we
know and a lot of people we do not know, and some we do not even want to

1034



BZvBI#U ACT o 1055 1085

know or to give us all the bad news about the murder or the stock market 1
dou't Iwow which is the worse, or to tell us in alarm or awe of mighty warn
ani revolutions, of tearful floods and famines; and also to tell us of the great
acts and inventions and achievements which are occurring throughout the
world; and to advise us what to do and what not to do in profound editorials,
which nobody pays any attention to?

"What would you do without the moving picture to bring within our actual
range of vision scenes in Washington or In far-off China, or at the North Pole,
or even in the skies or under the seas ; or to show us the evil of those racketeers
or ngsters which our Government has not the courage or competence to free
us from; or else, In softer mood, to tell us stories of love and romance, of
heroism and adventure, and so stimulate our Imagination and arouse our
ambition?

"What would we do without the radio to bring us voices from everywhere--
laughing voices, learned voices, soft voices sweetly singing, or thundering
voles to warn us and wake us and to inspire us to our duties and opportunities

"We hear the voices from the air even as Joan of Are heard them' and often,
if we listen thoughtfully, they may lend us as they led her, to deeds end dl
slon which may mold our whole careers, and even influence the history of the
world.

"The music over the radio is inspiring and delightful, too, and even those
casual little references to sunkist oranges and palm-olive soap have a very
actual and practical value.

"The answer to the question, How could we got along without the radio, is
that we could not get along without it.

"But if I do not stop talking you will begin to think that you could get
along without some part of it, and very conveniently, too,

"So good-by, and God bless you.
"And lot us thank Mr. Anthony for the useful and important part that he,

with his great KFI broadcasting station, has taken In the marvelous develop.
ment (of our modern world."

STATEMENT OF PAUL B. KLUOH, CHICAGO, ILL., REPREBENTING
THE ZENITH RADIO CORPORATION; CHAIRMAN OF THE RADIO
SET MANUFACTURERS PRIVISIONAL COMMITTEE

Mr. KLUOI. My name is Paul Klugh, of the Zenith Radio Cor-
poration, of Chicago; and I am chairman of the radio-set mann.
7acturers provisional committee, and I appear here in that capacity.

Mr. Chairman and gentlemen of the committee, we radio manu-
facturers first want to thank this committee for this opportunity to
p resent our viewpoint, because it is one that we have long sought.
We have some definite ideas upon this proposed tax; and if we pre.
sent our viewpoint here briefly to show you where we have been and
where we are and where we are going, it may be informative to you,
and I think the industry hopes that you will accept our viewpointthat radio is a necessity, and I shall undertake very briefly to point

out some reasons why we consider it certainly not a luxury but a
prime and basic necessity.

If there are any questions that you want to ask me, if they can
be asked at the conclusion, I feel that perhaps I will have covered
many of the questions that are in your minds. And if there are any
questions that I can not answer, there are brother manufacturers
here in the room, the leaders of the industry, represented by their
presidents, who certainly are competent to give you any informs-
tion that you may desire, such as Crosley, Philco, R. C. A.-Victor,
Stromberg-Carlson, Bosch, Sparks-Withingtpn, Stewart-Warner,
Gulbranson, Wells-Gardner, Silver.Marshall, De Forest, and others.

As Mr. Scott has said, it is not our purpose, gentlemen, to come
here in an endeavor to escape our just share of taxation, because we
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are keenly aware of the fact that the Budget must be balanced soon,
We have been from the start in favor of a general sales tax as origi.
nally proposed in the House, and it was keenly disappointing to us
that that tax failed, fair as it seemed, to all, and falling like the rain
on the just and unjust, and it would have furnished the revenue that
it required. But we are here as an industry, gentlemen, to register
a vigorous protest against being selected from a large list of manu.
factured products, many of wlilch are luxuries many of which are
not necessary, and certainly we fee: by no stretch of the imagination
nor by any process of logical reasoning can radio be selectedto bear
the brunt of this tax.

There is no reason for my giving a lengthy history of our indtus.
try, as has been done by some of the other industries coming before
you, because you know a great deal about it. Let me remind you just
briefly, however, that radio had its start at the beginning of this
century. But that 40 years prior to the beginning of this century
a message was sent across the Thames in England without wires-
sent and received. From 1900 to 1921 radio was what is known as
commercial code. That is1 the dash and dot system used for the
transmission of commercial messages. Largely in the marine
service.

Starting in 1921 we had radio broadcasting, and radio receivers
were sold. They were then called radio-phone receivers, to distin.
guish them from the commercial code receivers. They are now called
radio sets and quite generally "I radios."

Since that time our industry has been subject to a drastic shrink.
age, almost unbelievable. And I propose here to give you some of
te figures, Senator, that you Inquired of Mr. Scott as to how much
of a shrinkage we have endured.

Senator Saoamiz. Pardon me just a moment. You mentioned
the beginning of this wonderful thing, this wonderful invention,
Who isprincipally entitled to the discovery, if it be so? Marconi?
Mr. U'luvon. Wel, I suppose Senator Marconi.
Senator Snol9uoo. pardon me. Go on. I was just discussing

it yesterday with some friends.
Senator CONNALLY. De Forest is entitled to a good deal of credit,

is he not?
Mr. KLuO. A great deal yes sir; in this country.
Senator CONNALLY. I did not want to give it alto Italy.
Mr. KLvon. These figures are my estimate. The number of radio

sets, gentlemen, manufactured and sold in 1929 were 4,000,000. This
year the best minds in our industry forcast two and one-half million.

Senator HAnsoN. Was 1929 the peace for the manufacture of
radios?

Mr. KLou. That was our peak. From 1921, Senator, to 1929 the
business steadily increased until it reached its peak in 1929. Since
that time it has declined.

The average retail list price of radio sets in 1929 was $122. This
year it is $55.

Senator HsAaSON. Can you not give us the average wholesale
price?

1036



IWVRNUZ ACT 0 1983 

Mr. KLUoE. Yei, sir. I am coming to that later. The retail
value of radio sets sold in 1929 was $488,000,000. In 1982 it is fore.
cut as $187,0o0,000.

The retail value of the tubes used in new sets, that is the original
installation of tubes, in 1929 was $50,00,000. In this year none,
because new sets are all sold including tuba.

The retail value of replacement tubes and parts in 1929 was $70,-
000,000. In 1981 $51,000,000. Because although the replacement
market is larger the price is very, very much ower.

Total sale, retail value In 1929, $608,000,000, and retail sales
forecast this year, $188,006,000. Thus showing you the shrinkage
in the business.

Mr. Kwvon. As another evidence of the decline in our business
may I say that in 1929 we had 40,000 radio dealers in the United
States, To-day it is estimated that there are less than 10,000. And
at the rate they are d in and going out of business, gentlemen, it
is almost beyond belief. A very serious problem to us.

The radio industry has been losing money. The manufacturers
have lost money., I know of no radio manufacturer making money
at the present time. It has been estimated that approximately
$50 000 000 have been lost by the radio industry in the last two years.

senator CONNALLY. How much?
Mr. KLou. $50 000,000. And this has come out of reserves of

which there are ol too few now. Consequently the burden falls
upon a depletion of capital. Therefore we feel that in selecting us
to carry a 5 per cent tax it is adding to our burden in such a measure
that we are giving serious thought as to whether the industry could
survive a tax of that size.

Senator Suomtwo.. You would pass the tax on to the purchaser,
and you think that would cause a falling off of purchases?

Mr. KLUOH. I was Just coming to that, Senator, with your per-
mission.

Senator SIIOItT.JOOE. Pardon me fo' interrupting you.
Mr. KLUOU. It is estimated by the radio manufacturers here that

a 5 per cent tax would cause an additional decrease of 20.pr cent
of sales. And the sad part of that is that that decrease at has to
bear the overhead of our factories and the machinery and the equip-
ment and the properties, and as a result the price of the set would
have to go up. Add to that the tax, with our other burdens, and
it makes a very gloomy picture for the radio industry. Certainly
one that we hesitate to contemplate.

Now we claim, gentlemen, tfiat there is inequity in this 5 per cent
tax. And the reason that we claim that is that we hold radio is a
necessity.

Perhaps you have never contemplated radio in the light that I am
about to give you very briefly. I notice in the House bill that the
question of necessity hias a direct bearing upon the amount of pro-
posed taxation. And while it is-sufficient to say we must have this
money, we must collect this revenue somebody must pay it; yet the
radio industry can not overlook the act that the House did take into
consideration how essential the thing is to the people that are being
taxed. And as proof of that I submit that the House places a tax
of 10 per cent on furs and jewelry, thereby declaring them as a lux-

115102-32----10
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ury. It place a tax of 5 per cent on radio. It place a tax of 8
per cent on passenger automobiles, S per cent on tocks, and I per r
cent on tire and accessories.

Senator Ro. Ta.i per cent on soap.
Mr. KLuo. Ye 10 per cent on soap.
Senator Gows. Toilet soap.
Mr. Luou. Yes, sir. Thereby cataloguing automobiles a of less

of a necessityo If I may express it so, than radio. And it is to that
point that I would like to address myself.

I assume that the popular opinion of radio as revealed by the
questions here, Mr. Chairman, is that it is largely a jazz affair, with
crooners, and advertising of a tiresome, boring, and objectionable
character. Of course, there are those objections to it. But may I
call your attention to the fact that the broadcasting that you arec
getting is paid for by the advertisers. And if it were not for those
advertisers it could only be supported by a direct tax upon the lie.
tener, a tax, I am sure, which would be very difficult to collect in this
country, and very unpopular. t

It happens that I have just been about three months in Eggland
setting up apant of ours there for manufacturing radio because
they h-ave raised a tariff barrier which precludes our shipping into
England. And during this time I had the pleasure of listenin to
English broadcasting evening after evening. Now, theirs is a type
of broadcasting which is paid for by the consumer through direct
taxation.

The CHAnMAN. Have you got your plant established over there
now?

Mr. KLuou. Yes, sir. It is operating and running and shipping. t
The CHAIRMAN. That is, you went over there before you ever

thought anything about this tax on radio? t
Mr. KzLuoa. Oh, yes sir. This was last fall.
The CnrAnnaw. I understood you to say that the reason was be.

cause of the tax. t
Senator R). The British protective tariff caused the establish.

ment of another industry.
Mr. KLvO. The reason was we were advised that this tariff would

go on. in England. I went over and investigated, and through our
own Government channels became convinced that it was an actuality.
Therefore I did not delay any longer to put up the plant.

Senator Suoa amoz. You say the consumer there, as you used the
phrase, pays the tax?

Mr. Kiuou. The listener, the owner of the radio set.
Senator StnoTmou. The owner of the set paysI
Mr. KLUOH. Fhe owner of the set, of the receiving set, pays.
Senator SroTnmos. I see.
Mr. KLUOH. And may I just comment that it seems to me that the

Englishman's idea, his consciousness of his civic duties, prevents
him from hiding radio sets under the bed and drawing them out, so
that the inspector can not find them and assess a tax. They all seem
to voluntarily declare them and they seem to be happy to pay the
tax there. There is some Aoubt about whether that would be the
case in this country.
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Senator Saormnwo. Well, I do not like to have that go into the
record.

Mr. Lvou. I move that that go out.
Senator SHosa u, I do not le to have that go into the record

without dissenting. I think we are just as honest a people as the
Enlishmen.

r. Kwon. I agree with you, Senator.
Senator COKNALLT. Do they seem to bear the tax pretty well I
Mr. KLUoE. I was just coming to that, Senator. Kow, the result

of this process of paying for this broadcasting through this taxation
is that they have the Government collect the money and pay for the
programs. This produces a noncompetitive type of program, which
tsdecidedly uninteresting to an American. t is true they Iive ape-
cial broadcasts of grand opera and symphony orchestras, which are
highly creditable. But outside of that the programs are very unin-
teresting. .

In fact I said to my wife one night when we were sitting there and
they had one of these unannouncedintervals when they simply ceased
broadcasting and you wait anywhere from five minutes to a half hour
with nothing until they get read to resume-I said to her, "My
dear, thi i deadly. I wish to Qod somebody would sell me some
tooth paste."

Senator CoNuA., Well, it the thing would bear a tax in England,
why couldn't the thin bear a tax overleret

o r. KLrV. Well, hej started the new tax there at the beginning
of radio. It Is born an4 bred right; into them, and they seem to be
accustomed to it. Here the Amorican people are receiving enter.
tainment and instruction and education and religion at a cost of
$100,000,000 a year absolutely tre6 of charge. And to try to tax
them for what ihey have received free of charge would, in my opin-
ion, Senator, be a very unpopular tax.

If it is the idea to tax radio because of advertising, then I submit
the very obvious and simple thing that you have newspapers and
magazines to contemplate. But I know that that is not th purpose.
Mr. Scott referred to that in his statement,

My real intention, gentlemen, is. to endeavor, very briefly, to con-
vince you of the necessity of radio. How essential it is. And my
first example is going to be the farmer. An incident happened in
the State of Iowa within the last two years where a hog buyer went
around and offered the farmer a certain price for his hogs. This
farmer did not own a radio set. He argued a little and then took the
hog-buyer's price. The buyer went to the next farmer and said, "I
want to buy your hogs." That farmer said, "All right; what do you
offer?" The hog buyer said so and so much. The farmer said to
the hog buyer "Your price is too low." "Oh, no; it is not," said the
hog buyer. le had been doing this for a good man ears. "Oh, no;
it is not." Oh, yes; it is, said the farmer. " hen did you get
your price? "said the farmer to the hog buyer. "I had it this morn-
ing." " Well, I have had mine within five minutia from Kansas City,
and the price is so and so." It was a new condition that the hog
buyer had not been confronted with previously, aid he was very
much embarrassed and the only way he had out was to say that he
would consult the Lome office and come back; and he did, and he ad-
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mitted that the farmer's price was right, and the farmer received that
price. And if the first farmer had sold his hogs at the price that the
second farmer received he would have made enough extra money out
of that sale to have purchased a radio set-and I do not doubt that
he has by this time.

The firmer certainly Is entitled to forecasts. He is entitled to
as much business advice and information as a business man gets
through commercial forecasts of conditions. It is essential that
the farmer shall know when to plant and when to sow, and he
should know the price of products, of produce. He should knou
what the market reports are. It is a business, this business of
farming, I know. We come from Lancaster County, Pa:, where
our family seat is, and we are farmers. It is in our blood. We
know how necessary it is to know what is going to happen to.
morrow, if you can find that out, and the farmer can with radio.
That certainly indicates a necessity.

Now, I want to call the attention of this committee to radio in
police work. Practically every large city uses radio for the detect.
ing of crime and the apprehending of criminals. You had an in.
stance right here in your own city very recently where a lady look.
ing out of her front window observed two men holding a gun on
a gas-station attendant across the street, and she rushed to her tele.
phone and gave the alarm, and it happened that a police-patrol
car here in Washington was around the corner but could not see
the hold-up. They had a radio set, they received the alarm, and
whirled around the corner and actually caught the men before the
attendant had given over his money, and while the guns were leveledat the attendant. Now, certainly it is a necessity to have radio in

police work. Nobody can deny that..
And, Mr. Chairman, what about airplanes? It may be said that

the lives of the passengers in airplanes very largely depend upon
the radio and the reports that cone to the airplanes by radiophone
of weather conditions and fogs and what they will encounter. That
certainly is an essential. That is necessary.

And what about the political conventions that the country i
looking forward to? The Nation is looking forward to the broad.
casts of the two conventions in Chicsigo. They want to hear the
keynote speeches. They want to hear from the lips of the candidates
themselves what they think or what they believe. Is there anly
better means of getting this information so as to make up your
mind as to who you want to vote for-in your own party, of course ?
I would say that is a necessity. And the men who framed the law,
if you please, had that in mind, because they wrote into the radio
law specific provisions providing for the use of the facilities of
broadcasting for political purposes so that the facilities could not
be denied to the man who wants to talk to his constituency.

We have just been through a very hot primary in Chicago and
it was found there by the candidates in that primary a great advan.
tage to go direct to the people through radio without the necessity
of going through the newspapers.

We observe that there are various articles that have not been sub-
jected to tax that nre certainly more of a luxury character thaui
we believe radio to be. It is not our purpose here to say that we
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believe those things ought to be the subject of tax, but to point out
to the committee, as one of the Senators has done this morning,
very shortly, for instance that there can be no reasonable claim
thait a wafile iron, or a toaster, or an oil burner, or a vacuum
cleaner, or an ironer, or & dishwasher, and a long list of household
uteisils, is more necessary than a radio is. In fact, I have no doubt
but that the average housewife would rather part with any one of
those conveniences than she would with her ridio set. I think she
coosiwers it more important.

The CHAIRUAN. You would prefer a general sales tax, instead of
this tax proposed in thik bill?

Mr. KLott. Yes; and that is the conclusion of my observations
here, which I am reaching very rapidly, Mr. Chairman.

Our industry asks the committee to look ahead, in considering tax-
ationl on the radio, and in order to determine its classification, to a
preparation for war, and in case of an invasion, the quickness and
the rapidity with which the citizens of this country could be ap-

rised of the problems that might confront this country at that time.
1 hea rd one of the speakers at one time state that while a modern
Ptul Revere s informing one citizen of the danger from an invader
oni horseback, he could inform 25,000 000 by radio. So we make the
statement that it is essential to look ahead to that fact.

We had an example here just within six days, where William Hard
and Frederick William Wile broadcast from the peace conference
at Geneva their observations of what actually happened at that con-
ference that day. And in one particular instance he was, fortunately,
able to broadcast part of the proceedings, and it was very informative
to the people. I know it was to me. 0 0

Can there be any question of the utility of the radio when the
President of the United States wants to talk to the people of thecountry? Can there be any question that when public questions are
to be discussed that the radio is a matter of public necessity When
the matter of hoarding is attacked and the people are asked to desist,
the radio is used to reach the people. When bonds are to be sold
the radio is used. When there is a great disaster and a great need
of money and food, the radio is used to notify the people. And you
must consider that a necessity when it carries information-that cer.
tainly is not a luxury.

Now we come to this fair analysis. Mr. Chairman, of the question
of the necessity of the radio. Of course. I would not attempt to
tandl tip here and say that every radio set in the United States is a
necessity, because we know that there is no comparison between the

young lady who listens to jazz music and the farmer who gets crop
and weather reports, so far as essentiality is concerned. But the
i-nme observation might be made with respect to passenger automo,
biles. I suppose the only reason the tax on passenger cars was made
3 per cent instead of 2 per cent, was that thle House realized that a
part of the cars were used for pleasure purposes. But on account
of the necessities I think they developed a tax rate of 3 per cent.

Our conclusion is this, gentlemen, that we hold that the radio
occupies the same class of necessity as passenger automobiles. We
claim that a great number of radios are used for essential purposes,
as great a number a are passenger automobiles. Probably the same
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holds true of those that are used purely for entertainment and as a
luxury. Therefore, we want to leave this concluding thought with k
the committee, that the radio should not be taxed more than pleasure
automobiles. That they fall into the same classification. And that
if It is the judgment and decision of Congress to place this special tc
excise tax upon selected industries, then we hold that we should be
classified the same as passenger automobiles, and that it would be
unfair to tax us more. But if the general sales tax applies as was
first discussed in the House, that tax we are certainly strictly in favor
of, and we want to record ourselves In no unmistakable terms as being
in favor of it.

I thank you.
Senator Etw. Mr. Klugh, this morning we asked the automobile

manufacturers to submit to us the aggregate tax they would have to
pay under the terms of the House b1i, and the aggregate tax they
would have to pay under the manufacturer' excise tax of, say, 1I
per cent. Would it be possible for you to do that for us?

Mr. KLuo. Very easily. I would be very happy to do it.t
Senator Rm. No; of course, any such manufacturers' excise tax I

must be so drawn as to prevent duplication and pyramiding, so I 1
suggest that in preparing it you subtract your gross sales of supplies
an materials in order -U prevent pyramiding. Will you prepare
such a statement for us?

Mr. Kzuox. Yes; I will be hapjy to do it, Senator.a
Senator Ra. And will you o It as quickly as possible, in order

to t it in your printed testimony ?
AT KlLvoi. I think it could be done in 24 hours.
Thd Cu1AxAa. Do not let it be more than 24 hours, because we

want to get this printed as soon as we can.
(The fires requested by Senator Reed are here printed in full.)

RAme M NUFACT UPR ASSOcxAnON (Inc.),

Eon. BUD SMOT Wathingtm, . 0., Apr4 18 19LUt
Chaikrnan Senate Finance (ofnmtttee, Wahpton, D0. 0

Dna SENATOR SuoOr: At the request of Mr. Paul D. Iclugh, testifying, In t
behalf of the radio Industry to day, I am herewith enclosing figures requested
by Senator Reed.

Respectfully,
FRANK D. SCOT.

Probable amount that would be collected during year enidIng June 30, 1933,
under following rates:
1% per cent general sales tax on $04,000,000, manufacturers'

volume. . ----------------------------------------- $, 410,000
2% per cent salts tax on $04,000,000, mnnufacturers' volume------2,115,000
8 per cent excise tax on $90,000,000, manufacturers' volume ------- 2. 700, 000
5 per cent tax on $75,200,000, manufacturers' volume .............. 8, 70.0 00 t

STATXENT OF IANE X. SKUNE PRE11SIDENT OF THE PRiLA
DELIIA STORAOZ BATTERY CO., PRM, PA.

The Cuznax. Proceed, Mr. Skinner.
Mr. Sxwn. Mr. Chairman and gentlemen, I am president" of

the Philadelphia Storage Battery Co. We make the Philco radios.
Mr. Chairman and gentlemen I can not make a speech; I never

have made one, and I can not d it now. To tell you the truth, I
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am scared to death, and I would not be on my feet if I thought you
know how sick the radio business is and I think you ought to know.

In 1980, the big year, we sold 4,0,000 radios. They were sold at
an average price of $150 or $600,000,000. In 1081 the sales fell off
to 8,000,000 sets. That does not sound so bad, but the price also fell
from $150 down to $56. So that the business was down to $165,.
000 C0, a decrease of a little over 70 per cent.

The CEAMMAN. I should have thought you would have made
enough under the $150 period to last you all your lives. [Laughter.]

Mr. SmKx . Now, as a result of that decrease in the business,
one-half of all the manufacturers of tubes and parts have gone out
of business. It Is down from 800 to 150, and the 150 are losing
money, and business this year is worse than it was last year.

Now then, it is a natural assumption that this tax, if imposed
would be paused on to the consumer, and goodness knows I would
like to pass it on, because I and the other radio manufacturers have
not got it; but competitive conditions are such that I doubt if, in
the last analysis, it wili be passed on. I think these manufacturers
will have to absorb it, because if they come to pam it on, why, and
naturally raise their prices 5 or 10 pe- cent, they want to make some
money.

I believe this tax-I do not know whether this is a good thing
politically to say, and'I do not care.-I think this tax is going to be
absorbed by the industry that can not afford to absorb it, because
they are already losing money.

Now, ! am not here to say we should, not pay any tax. Goodness
knows the country has got to raise money somewhere. And we are
in favor of balancing the Budget. If there has got to be a tax, and
I think there has we favor a general sales tax. We will take our
share with all other industries. If you want to exclude food and
clothing and such essentials, we can see a reason for that. But we
do not think there is any reason why radio should be classed any
more of a luxury than an automobile. The business is a parallel one
in many ways. I can not enlarge on that but there is evidence that
there is. Certainly, in many ways the automobile and the radio are
in the same class. And if we can not have a general sales tax we
think we should not be treated worse than the passenger automobile.

Now, one thing that may have escaped the committee; I do not
know. We do not think there should be any tax on exports. Even.
under very adverse conditions with the prices so low, and bad
exchange conditions, we were able to do some business there.

Senator REED. The French have helped you out some ?
Mr. SKxNNER. Yes; we have done some business with them.
Senator REED. They did relax, and there was quite an allowance

they gave you ?
Mr. SmrNER. I will tell you what we did. They did not have

any restriction on phonographs, and we put a phonograph attach-
ment on the radios and -ld them for phonographs.

Senator SuoRwD. What is that?
Mr. SKtNN. They did not have restrictions on phonographs, and

we put what we cal! a jack on it and we sent it in as a phonograph,
and they admitted it as a phonograph for that reason. They knew
what we were doing and that was their own way of evading their
own regulations.
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The CnIAIMAx. Tite tax doea not apply anyway, now.
Mr. SKzNrin, I do not think it have iny more to say than thix.
When1 we say we are not IL luxury somne people will Smile. But

when we stty a pleasure at this titue Is a necwsity, I think we are
telling you the facts,

I would like to leave this thought with the committee, that the
cheapest form of cnitertitminict to-oy is the radio. It is the onie
thing people can get free and tlat th y can afford, We are givin I
them better sets to-day for $55 than they got for $160. We would
like to stay in business, and think wve are doing our Adare, and we
want to be trated like any ether business.

Senator SORTIE. You (1o not regard it as a luxury?
Mr. Sixwm. No, sir.
Senator SHORTRIDuo. But a necessity under our modern civilization,
Mr. SmimN. That is what I think.
Senator Ran, Mr. Skinner, that may be your first fpeech, but it

was a very good one.
Mr. SKINN. Thank you.

1T



TAX ON MECHANICAL REFRIGERATORS

STATEMENT OF LOUIS RUTHENBURGo, D'TROIT, MICE., REPRE.
SEATING THE REFRIGERATION DIVISION OF THE NATIONAL
ELECTRIC MANUFACTURERS' ASSOCIATION

Ml. RUTIIrIltFOit). Mr. (:hairmnan and members of the committee,
I represent the refrigeration division of the National Electric
Manufacturers' Association, which was res)onsible last year for aps
proximately 90 per cent ot the electrical lo'se refrigerators man.
ufactured in this country A brief has been prepared to be filed and
I will ask per mission to make a few comments.

The ChAIRMAN. You may file that brief.
Mr. RtT1INIUO. 'Very briefly I should like to place before you

the point of view of the industry' here represented, certain facts
about the industry, and the possible effects of the tax upon the
industry.

Tihe attitude of the industry is here represented as one entirely
in svnmpathy with that of balancing the Budget. No protest here
would have been made in connection with the general sales tax. It is
apparent from an examination of the tax schedule that the elee
tricial refrigerator has been classified as a luxury. That is hardly
the case. As one examines the schedule he finds the mechanical
household refrigerator to be the one utilitarian household appliance
on that list. Certainly it could not have been the intent to tax
necessitis in the way oP household furnishings and home appliances;
otherwise we would have a long list of such appliances,

The business of manufacturing and selling household mechanical
refrigerators is a comparatively young, pioneering business. The
industry is still under the great expense and cost of pioneering it
new industry.

I have here the. trade statistics as to the number produced during
the past several years. You will note from on examination of these
figures, which ai'e in the brief, that while the industry has grown,
contrary to many industries, during the past two years in its unit
i'ahte, it has dC(lined in its dollar volume. That Is an indication,
gentlemen, of the fact that this industry has produced its increased
growth by means of reduced retail prices.

The CIIAIRMA'. Are they not smaller than those sold originally?
Of course, they were at first sold ii the large size.

Mr. Rv'rHBtxuRo. The tendency is toward the smaller sizes, Sen.
ator. because we are now selling very largely to people of smaller
1110111R.

Te CHAIRMAN. That is what I thought.
Senator HARRIWSO. You have in your brief the decline of the

)rive. That is shown here. This line here indiuates a decline of
price over the last several years.
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Senator CONNALLY, Who are the principal concerns that manu.
fracture refrigerators? Whom do you represent?

Mr. Rn'uzNntno. There are 11 concerns represented in this asso.
ciation, whose names I shall be glad to read if you would like,.

Senator CONNALLY. Do you represent them alI
Mr. RuTMnaMo. I represent that group. yes, sir. The concerns

are the Copeland Products (Inc.), M-unt Clemens, it.; Frigid.
aire Corporation, Dayton, Ohio; General Electric Co., Cleveland,
Ohio; Origsby-Orunow Co., Chicago, Ill.; Kelvinator Corpoain
Detroit, Mich;.; Norge Corporation, Detroit, Mich; Servel (tIc.),
Evansville, lad -Tennessee Furniture Corporation, Chattanooga,
Tenn; Trupar M'anufacturingr Co., Dayton, Ohi10; Universal Cooler
Corporation, Detroit, Mich. ;"Wesinghouse Electric & Manufactur.
ingCo., Mansfield, Ohio.

According to the figures shown hero, thle industry has been able
to soil up to date only 17% per cent of the wired homes in the
country, of which there. are some 20,000,000. It happens that the
incomes in this country in excess of $2,000 a year are 13 per cent
of all incomes, according to a known authority. It seems obvious
that our growth must depend upon selling these refrigerators to
people of small means. A survey very recently made by Doctor-
Starch, the well-known merchandisig investigator showed that out
of something over a thousand families interviewed ai to what they
were going t buy next in the way of household appliances, 28 per
cent of the families indicated that they wanted to buy electric
refrigerators. The average income was about $2,509 for the thou.
sand families, taking in small towns, or a representative cross section
of the country.

It is quite likely that a tax of this kind will reduce the volume
of this business, because it is true that our volume hai been increased
by virtue of price reduction, drastic price reduction, which is cutting
the profits, the reversal of the prices will retard growth. It is not
only an economical factor, but we believe there is a psychologicad
factor of having this thing stigmatized as a luxury t hat will il.s
tend to reduce sales. It is a happy circumstance that this industry
bus during the Past two years given employment to a great ninny
people, both directly and indirtetly. It is estimated that in o11
own industry we employ approximately 180,000 people in our fit(,-
tories and in our selling forces.

Senator WTsoN. What proportion of the refrigerators are maim.
factured by these 11 companies?

Mr. RuTHNrnuno. Approxinately $0 per cent; between 85 and 90
per cent of the electrical machines.

We feel very certain that this tax if imposed, wjll bring about a
reduction of volume and in all likelihood will bring about increased
unemployment. It is also a fact that this industry contributes very
greatly to it number of basic industries. For example, the amount
of iron and steel products used in this industry is very large and
amounts to a considerable sum. It has been estimated that approxi-
mately $200,000,000 might be set in motion by the sale of refrigerators
this year.

Senator "WATSON. How many did you sell last year?
Mr. RuTuEwnuno. A little less than a million.
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S0enator VAIION. How did that compare with the year before that I
Mr. lhRTnrNIuMf. It showed an increase, I believe, from 750,000

to 9.'M.00 last year.
Stnator WArso, Your sales have not been falling off, then. in

recent 'ears?
alr. WtiiosItiIO. Our sales, because it is a new commodity and

v1r. much in demand have increased during the past two years.
Senator WATSO . That is how you account for iteit is a new coin-

mo(lity?
Mr. e It ENUHn. It is i new commodity, and people seem to re-

gard it as a very desirable oe. We believe that we contribute to
other industries something ap ezimating these figures.

Senator WAson . You think the increase in the manufacture of
bore-brew had anything to do with that?

Mr. RuvniErxoo. That was a contributing factor, Senator.

OLutr . ,iciainwudb opasi nt h utmr

Senator CoNNAILY. Do you advertise that as one of the induce.
ineitas for people to buy it

Mr. RUT ENMBUR. No, sir; not publicly. [Laughter.)
We use 150,000 tons of iron an steel, 25 00 tons of copper and

brass and other metals in less amounts. Aou $15,000,000 is con-
tribuled to the electrical business for electric motors and electric
controls. And so that money that is set in motion by the business is
giving employment an I is buoying up other industries that have been
sadly hit by the depression.

Senator CONNALLY. HOW much of this tax will your companies
absorbI

Mr. RoTHtNvmo. That is a question I can not answer, Senator.
Our inclination would be to pass it on to the customer.

Senator CoNNALL, You would pass it on )',f you could, but if you
ad been selling more in the last year than you did the year before,

you must have been makin a profit. I wa t just wondering if you
coull not absorb part tis tax.

Alr. tuHntiiTunu. It is very (ouhtful because of' the price reduc-
tion that has gone on. I should like to say, if you will permit me
to extend my answer to your question, that this industry haus not as
a whole been profitable over a period of years to the manufacturers.

Senator CONNALLY. It Is new ilustry, and it has to learn how
to make them good.

Mr. Runinnuno. We are still learning.
Senator CONNALLY. Is it not trite in any industry when it is new

their products are very expensive, and as they go alang they reduce
the price and become still more efficient, and that is just wht your
industry is doing?

M.a R annuno. That is quit e ri ht.
SenatorCONNALLY. And if you solden moe che s n

because of a lack of prosperity but because you are able to sell more
of them; you have a bigger volume and you make the machine more
cheaply and you cut down your costs, and you have new improve-
nments and patents and all that sort of businessI

Mr. Rumwnnto. That is a normal tendency, Senator, to reduce
the price as the market reaches people of smaller incomes,
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Senator CoNAzrxy. That i6 tie history of all these inventinN1
rgdio and everything else, That is the natural development, ani
you are right in the peak of your prosperity now, are you not'?

Mr. RuTtaNistam. No, sir. We are in a development stage, ill
which It is ncessry to redueo prices, and the business has not bm,),*1
profitable to these nianufacturers ns it whole. The mortality among
mIaitufacturers in this business has been extremely, high.

Senator 1RmysoN. There it pretty strong cohipetition?
Mr. RUrimImito, Territle competntioti.
Senator IIAmtifo.N. How many inanufacturors are there?
Mr. RETHENntao. I think approximately 250 are listed.
Senator Cos LAm. You say 11 of them do 90 per cent of thebusines..
Mr. RtqmNummo. That is right.

1Senator CONNALLY. I am sorry for those other 200.
Mr. Iltwncumitmo. The mortality, according to some figureS tlhat

were given to me just before I came here, irs been about 37 p(q.
cent among the manufacturers who have been listed. So it has tiot
been i particularly healthy industry to go into unless you are Titer.
ested in pioneerng. I

Senator SiOumi=m ,. Do you mean it is the little plants that have
gone out of business?

Mr. RUTvP.*.m4m. Yos, sit; nd . rle rathe- large compiailies have
not been successful.I

Senator WATso. What has happened to the price of refrigerators
in the last 4t5 years? Has there been a gradual decrease in certain
kinds of refrigerators?

Mr. ]UTEN-11,1. Yes:. Y ir, The 111sline8." has, declilned to a verv
marked degree. I will gLve you that hlre spec1ticahly. I haxe
tried to he brief and perhaps I have overlooked soie things thit
are of interest to you.

This chart, Senator, show, the decline in price over a period of
years. This shows a $600 prive11 as of 1920. and a price of $21 aver.
age as of last year,

Senator Skiormmorumu. For the same kind of refrigerator?
Mr. RUTUM E Rmo. Probably not, There has been a decline in si e

tit the same time.
Senator HAnmtsoN, And t great iinprovetnlet?
Mr. Rtnm,mr. A great llpoveienlt I the nleehanisu.
Senator (ONNALLY, Y ol started o1t. sllj)pyugl.t hotels an4 big

COerslls n(lo 11w yol have got down to t e sAfllt'i, Sizes for tle
failily, and, of course our rates have declined with that.

Mr. R'mrnENairr. i thiiuk thit is more (Pr less related to the ill-
conle pyralli(1. If we have sold to 17 4) per cent of the wired honi,,s
in the country, ft follows that we have ready sold and1 we are goimui
to sell to people of large incomes. t 4 'a fact that many of the
members of this group are owners ad rceivers for apartment house .
Refrigerators are insisted upon by people who piy very small rent.
als. if(ldcating that it has lieeonue i vet essential hvesehol artiche.

Seiator SItmItTrIi)oE . 1irriglL a(,i(vlitt, what is the life of a re-
frigerator of the lower price?
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Mr. Ru'rxnw uto. Senator, I think it is safe to Hay that every
manufacturer in this business has his first ref Igerator still running.
'rhe life, as far as T can tell, is probably 8 or 10 years. We do not
knsbw that yet.

Now, it is a fact that our people in this country and in every
itr country hove suffered terribly in years past from disease's
br,ought about by bacterial growth nt food that has not been properly
preserved. We, as a forward-looking Nation, have spent im 11011
and millions of dollars to bring about health, education, and facili.
ties for the proper care of foous. I present mn evidence the United
States Department of Agriculture Farmers' Bulletin No. 602, in
which is shown the enormous rate at which bacteria increase with
I very small difference in temperature, Fifty degrees is approxi.mtely the high limit of temperature at which nilk can be retained

without dangerous growth of bacteria.
According to this bulletin if we start with a bacteria count of 10

per cubic centimeter at a temperature of 500, after 42 hours, it will
uMh8 have increased six tines. If we increase that temperature
only 180, to 680, that bacteria count will increase from 10 to 8,574,.
v90 per cubic centimeter. We have been successful in this country
in reducing mortality rates, brought about by hnproper foods. That
process, of course, we all want to see continued. rfil industry has
spent tens of millions of dollars to confer that great benefit on the
people of this country, because after all, that is the prime importance
of it refrigerator, to preserve food better over longer periods of time.

I should like to quote in the same connection a statement made by
Dr. Royal S. Copeland, Senator from the State of New York, well
known as an authority on public health. He has said on this
subject:

Milk must be kept at a low temperature, 150 F,, or below from the time it
1w4 producel until it is consumed, if Itw quality is to be maintained. The only
,40'o way is to have at your disposal soie metliod of artificial refrigeration.

He adds:
lHudreds of tlougands of Persons in thli country suffer the evil conse-

sjlvlieCCN of improper refrigeration,
I have in the brief a number of charts indicating the growth of

bacteria under different conditions. I want to present this matter
as briefly as possible because I know your time is limited. I may
rali It tup briefly by saying we are willing to pay our just share of
the burden, but we believe that the tax which w.oul be imposed
upon i's should be a general tax and not a discriminatory one. We
are discriminated against not only as the one householA appliance
of a utilitarian nature that it is proposed to tax, but the only indus.
try that is taxed competitively. It 's not proposed to tax the makers
of ice boxes or the ice industry. We are in competition with them.
We are both trying to do the same job. It is proposed to tax us and
not to tax them.

In conclusion, gentlemen, we respectfully suggest that if it be pos-
sible to -onsider a manufacturers' sales tax on a broad base, a manu-
facturers' excise tax, that should be included. Failing that, we be.
lieve that the tax on refrigerators should not in any case exceed
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that proposed for the automobile, the only othr device in the list
which is not regarded as a luxury.

(Mr. Ruthenburg submitted the following brief:)

Bater or Mn. Lots RUTMInIURO, or DXTnOIT, MICI.

To the ComMUe. of Pinanoe of the senate of the United States.
GONTLICMNS: 1. The mechanical houshold refrigeration Industry is here rop.

resented by a committee of the refrigeration division of the National Electrical
Manufacturers Association. The metnbers of this division are as follows: Cope.
land Products Qvic) 1 Mount Clemens, Mich - Frigidare Corporation, Dayton,Ohio, General Elctric Co. Cleveland Ohio# driseby-Grunow Co., Chicago, III.
Kelvinator Corporation, betroit Mich,; Nre Copration Detroit, Mich.!
Servel (Inc.), Evansville, Ind.; Tennessee Curl ture orporation, Chattaogl
Tenn,- Trupar Manufacturing Co., Dayton Ohio* Universal Cooler Corporation,
Detroit, Mich.; Westinghouse Electric & Manuf'acturing Co., Mansfield, Ohio,

2. It is estimated that in 1031 this group manufactured and sold approximately
90 per cent of the mechanical household refrigerators.

S. The Industry as here represented is itn full accord with the Congress as to
the advisability of balancing the National Budget and has made no protest
against the manufacturers' sales tax of which It is quite willing to bear its Just
share in the present emergency. It is believed by this group that such a tax is
greatly to be preferred to discriminatory taxes levied against certain industries
of parts of industries.

4. The case of this Industry with reference to the proposed tax Is laid before
your committee, not in a spirit of combativeness, but with a desire to place certain
facts before you in a spirit of cooperation toward a fair and equitable decision.

5. The attitude of the indtustry toward the tax, certain facts in reslpet to the
status of the industry and continets upon the probable effect of the proposed
tax are respectfully submitted. It is proposed to show thit-

(A) ho items designated in the tax schudtdo of le proposed revenue bill
evidently are selected luxuriens, whereaN the mI'chanicj Ihotsohold ofrigerator t
the only,' *tilitarian household ap iatllce designateti fof taxatiolt.

(13) Vio manufacture antd sale of inechanical household refrigerators is a
young industry involved i n costly experimnentation and development.

(C) The industry has not beii generally profitable to investors.,
(D) Tho present and future market for mechanical household refrigerators lies

largeiy among families of moderate incomes.
(8,) 'Tho proposed tax probably will curtail sales volume by increasing con.

suiner cost.
(F) 1Mlecltatieal refrigeration, far front being a luxury, is an fnstrument of

health preservation and of thrift.
kt) IReduced volume in the industry will increase uncinploymcnt,
1) The proposed tnx will adversely affect allied intlustries.
1) iRefrigerator cabinets should nol, te taxed.
J)he tax, if imposed, should not exceed that proposed for automobiles,
a) T items designated in the tax st'hedult of the proposed revernu bill

evidently are selootod luxuries, whereas mechanical househol:l refrigerators are
the oniy utilitaran household appliances desigtnite(l for taxations.
6. Exa nination of the propoSCd tax sehcctil , ihdicateis that, as a general prop-

osition, it was intended to designate certain luxuries. Thu mechanical household
refrigerator, peculiarly enom h, is the only strictly utilitariai household applianeo
included in tto entire list. >EvIdently thero was no intetit to levy a tax against
utilitarian household appliances generally, otherwivo the, list would necessarily
include marty items far less necessary for'the preservation of health and comfort
than mechanical refrigerators. k

7. Inasmuch as there is designated for tax only onte of many household appli-
ances, the proposal is highly discriminatory.

(Exhibit A is a reproduction of title 4, manutfacturors' vx'iso, tax, in which the
discrimninato'y nature of the tax schedule is indicated)

(b) the mianufacture and sale of mechanical household refrigerators is a yolnig
industry involyod in costly exl)erimentation and development.

-- j
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8. The number, retail value and averge unit value of meehanleal housrbold
refrigerators manufactured and sold during the past two decades is indicated by
tile following tabulation:

Ym Number ).tall value Ul1

~10 11 g0000 $0
ValU:

I.................... .................... 720
.. . ......................................... 8,009 6 M000 4

I924.................................................oAS I S 0, 18,800 480
112........................................70, 84o00 1.o

.............................. ...... 10.... .. a1,0, O|nk -A..... 0. ......... .... . ....... ... ........ 0 ..... * ....... , 216 il0 %1927.....................................00.W 10000
......................... ............... g, 4000 iin.,;- -- -- -- 4, 2,000,4A

9, These figures are quoted from 4lectric Refrigeration News of February 17,
1932. According to the same authority there are now in use 3,500,000 electric
refrigorators which, as compared with the number of wired homes in the country
(20,441,249) indicates a market saturation of only 17.12 per cent. Flom the
average unit prices above cited, it is apparent that the Industry 'has struggled to
increase voume )y constant reduction of retail prices, a process which in more
apparent in the current year than at any other time.

i0 .it is also apparenithat annual volume did not start to Increase at a rapid
rate until 1925, It will be noted further than while unit volume has increased
during 1930 and 1031 total dollar volume reached a peak in 1920 and has dinin.
wished n both succeeding years,

11. Enormous sums of money have been spent in the Industry for technical
development, sales promotion, and advertising. Many manufacturers, unable to
survive the Initial struggles that characterize the early years of any new industry
have failed. Others htave not yet replaced with profits tile losses and initial
expenses in which they have been involved.

12, We believe that the industry can grow and prosper only If it is not burdened
by discriminatory taxes.

(Exhibit - is it photostatic reproduction of the statistics above given as shown
In Electric Refrigeration News of February 17, 1932, and there is added a chart
showing the average unit price from year to year.)

(c) I lie industry has not been generally profitable to investors.
13, While considerable suin of money Wave been set In motion by the activi-

ties of the industry the courageous investors who have seen fit to finance the
Industry have profdted In far less degree than the army of employees whose
wages have been paid by the industry.

14. E examination of the financial history of the coni pnes here represented
would disclose an average record of extremely heavy initial expense and losses
with very ncager earnings available for dividends. It is believed that if one
wore to take into account the money lost in unsuccessful compainos, and if one
epuld (t veloj) a combined profit and los statement for all the compaltes that have
engaged fin this industry from the beginning of its activities until the present,
a 'very substantial loss would be indicated.

15. Examtination of the profit and loss positions of the several companies
engaged in manufacturing and selling mechanical refrigerators during the year
1931 indicates that despite the volume attained in that year, many companies
suffered heavy losses. Several of the conpaides which showed t profit have
not yet replaced by profits the losses of earlier years, and dividends have been
conspiclous liv their absence.

(d)The present and future market for mechanical household refrigerators lies
largely among families of moderate incomes.

10. The statistics first cited indicate that the market Is 17.12 per cent saturated.
It scorns reasonable to assume that the first buyers of a new device, particularly
during the period when average unit prices are high will be the wealthy families.
According to investigation made by the National Bureau of Ecenom.n Research
only 13,5 per cent of the personal Incomes In the United States exceed $2,000
annually, It would therefore appear that future buyers olEnechanical refrigera-
tors must be people of moderate Inomes.
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17. The experience of companies here represented in selling refrigerators to
owners of and receivers for apartment houses indicates conclusively that Apart.
ments commanding very low rental figures remain vacant if they are riot equipped
with mechanical refrigeration,

18. The $tarclh report, based upon an analysis of 1,057 families in cities of
various sides ranging from Greenville, Tlex. to Philadelphia Boston, Sail Fran.
cleco was made to determine what a representative cross section of the Americanp ubll "intends to buy next" In connection with ty en of goods used by tho entire
nml. Twenty eight per cent of the families Interviewed indicated that they
next tended to buy electric refrigerators. Incomes among these people fall into
the following classifications: For vsnt

Under $1,000 ............................-w-o-.---------. 9
$1,000 to $2,000 .............--.......................... w...... .w 26. 9
,000to 000---...................- ............. 37.0

$,000 to n-00 ...... j .........................-.......... 20.28000 to 81,00.. .. .. ................................ ... 2

over $10,00 ............ * ......- ----------------------------- 8
the average income being $2,519.

19, It is believed that any study that might be made to indicate the incomes
of families who will buy mechanical refrigerators during the next several years
would indicate conclusively that they will be families of moderato Incomes. It
Is apparent, therefore, thatthd burden of the tax must fall not upon the wealthy
few but upon the multitude of American families whose incomes are small.
( Exhibit C Is a reproduction of excerpts from the starch report referred to.)
#) The proposed tax probably will our all sales volume by Increasing consumer

cost.
20. In order that the market might be expanded, manufacturers have struggled

to reduce these retail prices of refrigerators even though unit profits have been
greatly reduced. Inasmuch as the Increase in volume of the retrlgrration indus.
try has been attained largely by means of constant reductions In retail prices, it
follows that any tax which i'icreases the cost to the consumer will curtail volume.

21. This is not wholly a matter of economics. It is believed that the psycho.
logical effect of stigmatizing refrigerators in the minds of the public as luxuries
will have a serious and far-reaching effect upon sales.,

F) Mechanical refrigeration far from being a luxury, is an Instrumen of
health preservation and of thrift.

22. It is estimated that 70 per cent of the foodstuffs sold in the United States
are perishable. Perishable foods become dangerous with the growth of bacteria,
The national loss caused by the shrinkage of perishable foods amounts to hundreds
of millions of dollars annually. Any mehanismn that tends to reduce this trounen.
dous loss must contribute greatly to national welfare.

23. The most practical nicans for preventing or minimizing the growth of
bacteria in the home is the storage of theie foods under constant low temperattirce,
The growth of bacteria at temperatures above Q0* F. is extremely rapid. The
consumption of food of dangerously high bacterial count frequently results in
Illness aind sometimes In death. Iaulty preservation of milk is known to be
conducive to high infant mortality. L

24. Dr. Roya S. Copeland, Senator from the State of Now York, well known
as an authority on public hetdth, has said on this subject, "Milk must be kept
at a low temperature (500 F. or below) from the time it is produced until it
is consumed, if its quality is to be nalinta tod. T'rie only safe way is to have
at your disposal some method of artificial refrigeration." Hie adds, "Hundreds
of thousands of persons In this country suffer the vii consequences of improper
refrigeration."

25. Food prosecivation has hcem man's greatest problem from the very first
pages of history. In ancient Rome, the legiouiilres received part of their pay
in salt, because it had been found that salt helped to reserve meats. The
ancient Egyptians worshipped their sun-god Ita because his rays dried their
foods and helped to preserve them.

20. Christopher Columbus discovered this continent accidentally while search-
ing for a new route to the East Indles-tho source of spics, which were needed A
to disguise the bad flavor In foods of the ntoutievid world, Loud FraUis Bacon 6
died of pneumonia contracted while stuffing a fowl with sniow to see if cold
would reserve It.

27. Francois Appert discovered ei mlng aftur Napdhvt hal r,,ow 12,000
francs to anyone who could find stoe way of prcsvrviig tht Irenh Army's

m ~ m! I ! I I1 I I
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rath)I, During die Civii War in this country itm iee-makln maeldne was run
th~i~ the bloukaio to Witelp stvo the st tvig population of Nw Orleans.

28, ThroughouJ history there has ieen thris universal, never-widing struggle
toprottet tie foodstuffs of mankind. Without pure foods, human ireomtAnCe runs
jow' with unhealthy, l urly fud people, the progress of the state Is threatened.

A+, During the last 20 years tis Nation ri far out-distanced the rest of the
world( In the care taken with its foodstuffs. Two decades ago, before milk was

protperlv handled and refrigerated, choler Inftantum caused a very high death

ratew"0ag babies. Thousands of them were poisoned during a single summer by
thil 'l food their delicate bodies could assimilate.

30. Among the poor this disease was particularly prevalent. Even the middle-
clitss families and the rich were powerless to combat this dread sickness.

31, Maty an old-time physician still tells, with tears In his eyes how he watched
life slowly depart front helpless infants. Throughout long nfgiits le has sat
heside t he tiny crib as the feverish baby cried faintly in the grasp of this weakening
(lisoltse. le could do nothing; polluted milk, carelessly handled in the home was
too great a handicap.
3 Not alone are children attacked by food poisoning. Adults, too, give

twty to the ravages of that invisible army which populates the foods we eat.

T hese molds and bacteria derive their sustenance from the same types of food we
consetni. And they cast off a waste, which if swallowed Itn sufficient quantities,
will poison our systems.

33, A4 many as 050 per hundred thousand of population have died from food
poisoning in one yer, tecording to tihe United States Hureatu of the Census re-

orts. Epidinie;, arising from the sanie source have truck entire countries
mrein tile to time.

34. Ten thousand cases of sore throat caused by Impure milk swept over
Chicago. Fifteen hundred easem of tylthold caused by oysters were reported
dtirlug one seNton in various pIjts o? the United States, Milk caused 4,785
caieg of typhoid In Montreal.

35, Improperly protected foods have otused, and are still causing, Infantile

farailysis, undulant fever, mnimer diarrhea, paratypid fever, tapeworm,
trichinosis, foot-and0-no:ut t d01is4s, tyIphoid fever, dysenlrtery, tuberculosis, septic
sorc throat, scarlet fever, aud diitheria.
36, Since 1923, the death rate from food poisoning has been decreasing. The

last report shows it reduced to 750 deaths per hundred thousand.
37, Federal and State inspection of foods, coupled with enforcement of the

pur, food and drugs act have helped mightily in this work. Unmeru pulous food
dettlers no longer f 'el free to endange-r the health of their eustomners by purvey-

hig misolttls foods.
3U, The (overilinnlit has speit millions to protect the health of its people.

Thi itvesiment has been wisely ntado because the Htretgth of the Nation de-
pelds4 upon tile physical well-being of its people.

39. E' forced protection of food, 1ligh, Stops ,,hen these edibles leave tile
merchant's stre. No laws can ass tre the proper preser atioll of foods after
they reach the, "home.

.10. If left tt rotomi temlwrature, or io at refrigerator which can yot nutintin t
totipera'dttur' cotifit;illy below 5(0 d',grees, these foods beomeol an icicidb tor for
h li ll, sict-oorptWnilisll;S.

41. Th i United States Department of Agriculture, IHurea of Home Elconomics,
has4 uarited:
",12. Milk, fresh meat, poultry and fish, and many frest fruits atd vegetables,

sho"dh be kept at it temperature of 50 F., or )referahly lower, to cheek the

gro ,'.th of microbes that cause souring atnd deeav."

4:1, The inechaival refrigeration industry ham spent tetns of millions of dollars
in repeating thil vital fact ovtr piiml over: gain, in etfeet, this industry has
extended the work of the F(edera, State, and iunilcipal Goveranmets.' . byv ilt.,

pressii the vital importance of food protection on the muilnds of the public.
44. Thim industry, with lnillions spent in education through advertising and

other imediims, hits helped to Increase the effectiveness of the governientet s
Insmstapee uion ptre foods.

45. lwidamentaiy, the nchmical refrigeration Itidutry, anid the Goverti-
inet health burotits are contriblutilg to the lteI nvei41olnt of th1e san resullts.

40, In view of this, can ;neehnnieal refrigeration fairly he considered a luxtiry?
47. Foods are camned to protect them from putrefaction. Canning achieves

the santo reults as ntcehanuaiea refrigeration. It is merely another leats for
protecttig the health of the public.
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49, Cainners use heat to destroy the ang roou inicrobes In foodii, Meeliaticat
refrigerators uis cold to halt the growth of theRe para sites.

40, "Not alone does a low temperature such as that obtained In a ineclianielo
rofrl nrator reduce or at least curl) the growth (f ptroflctlvo bacteria," %vret4
Dr. . L. Malinann, famed bacteriologist of Miellgan State College. "It filso
has a marked elTct oil diseaste-producing bacteria, The longer foods are kept in
a mechanical refrigerator, the fower disease bacteria do they contain."

A0. So far as known, uio iuxtry tax is contemplated oil canned foods, Silia
canning and mechanical refrigerlation both protect tlt public's health, can One
method fairly be calletl it luxtiry md taxed, while tle other escapes this hall(icap?
5. The present plans, we understand, are also to exclufle fee cabinets from

ttx'ation. insteAd of a cooling unit auitoinativally kept cold by a cond silig
unit, they use ice as a source of refrigeration. But the purpose iN Just the satie,
Tile aiso are intended for the protection of foods.

A2. If the ice refrigerittor is; not in the lixury vlams, is It fair to tax t technical
refrigerator, which really fulfills the lpirplise for which It is desigeId?

153, The mechinicl l iold refrigerator affords the best llealis No fil
discovered of niintaining siitale tempraturO conditions for tie proper lP'.er,
vittion lf plerishale foods. Older mioams for houtseliolci refrigeration arc relit ively
fallity helici e thoy allow temperatures to rise dlngerouily high aid they ae
not mitonittlo in their oierattion.

4. T li' m hichll refirgermtor L an li struttit ,ot thrift bciuse, compared
with les modern food ltroervittoi miichisis, thioeietllileal refrigvri'tor
110co11 ihes the following results:

(i) ],'ciilomny in Co4t of oirittioll,
(2) Pre voltloli of food loSfes.
(3) 'T'te holsleholder, having itle(liito and itllcent mian for food storage

and ))reser'ation, iee l peiriisiii lC rlmliei foods oily whuei tle loiwvt litices
are ottfred,

lExtillt I Is I ' itvd st.ies i )eitt m'rlnieit of Airicuhture, Farm13 bulletin No., 102,
dealing with tlt, tresmrvaltim of milk, Exibit V W ism excerpt from linii
Bulie0tii No, 1102 indicating tile rapitl growth of bacteria at tmuperlttmirom itl4tiv0
40 degrees, l0,l'itt (1 and II lire griplil presentititons showllig biterla
grohwt it virlois,4 tiilcrttres.

(.) Itedicetid voililli i the industry will liervaze mimiililoyiluit,
M4. A vavisls of th l, coil iiS iere repreitvld hli Illated that tht-v give

employment tiop)llr(,Ximlltivy I 0,tOt i, pele, Amy factor r which tends to rluce
ittivitv ilii hiiiry will agraviitt tlie ilrvaly serlii rol l im of ullt-.
lillwiilt.(4 Thet rolost'd tax will advtrsly a1ffet illi',! tiild listri iq,

5Ad. Te' meehiimnil rifrigeratini iridustry has, diiriig this period of fetivrl
depressloil, ctii'iliietl ti {,,ii.tc lrleit Ic volium of busiiiess, to olthr ilil ,ist ries
whhih l u tl l' 1erll iilst sriiisly fromi ciurtitiled volum, heavy loste,, mid
itlieulil i nlt it,

57. Accordiig to wtiuiat. re itly mmie b hiy tilte pullithmrs of Electric tef rig-
'ralot l4li Ne, t liv lute t, lit I'l mt t I If v th, iiiilcaimilel htiliothold refrigeati in
inllstry to it few of these il.II14tries is4 as follows;

IT liil el (trilns) .............. .................... 150, 000('{pellr til Illrass (tonls)-----------------------2, 0(1lCopv and . ............. ................ 2, m
h rl miiotors itind electie coitroi- ......................... $15, 000, t!)0
5, ''o these igirs might b li aded urela. ts of important vohuie from the

lumber industry, from the iimulat luiinulustry, from the paint idi stry, and from
imnny others, I1 the iagregate, this volume purchastul by d ic regrigenution in-
dustry fr ti allied iiuulustriels, reilreme its the aulmi employment of maly t ho .
stild of people ad tihe motivation (if ltrgeo stlns of niy wi 'h l1musttnil, Illi
som, Imeasure, to alleviate the dimirtsfis brought about by ivisettled toniomic
cuulifittiois. Any eurtailliint of the refrigerattoit industry naturally will be
rejected in those industries which iact as suppliers to rfrlgerator ianiufacterill's.

59. Electric cirr(nt is i omoiniiltty purchased by 20,441,240 families iti the
jnitcd States. It is relitly estiiated that this represents 68 per vent of the
hioleiCs in this country. Any development that tends to rduco the cost of electric
current used in the homes of this country must therefore be regarded its a well
distributed blessing. Mechnical household refrigerators are making it possible
for the lpublio utilities to generate and distribute electric curreint to domestic
usrs at reduced cost. The electric refrigerator adds greatly to the connected
ioul ,liold load, and tile load characteristics are such its greatly to reduce the cost



M~~UU ACT or 1989 a 1055

of georrating and distributing household current. It 18 said that in many wired
lolean tilectrlie retri orator virtoniy doule thle current dema~ind, aim fit it

glvtill cominiuty the Tmai crat h y electric refrigerators io a cont. (t o
tirmiughliu thle 24-hour period and does not fluctuate morioumly throughout tile
12 niolithi of thu yetir. A connected load of tis type per~nito piblc utilities to
plrwratO and dIhtrilite electric current at lower colt tann that whieh obtains in
cOnaut iu,, with tile lilglig load alonle,

(i),.%i Any crtailmont tin tho volumeu of the niechatileal refrigeration indiistrv
will delay a proeso which ultimately imist remilt inI reduced cost for electric
currvAl 6ou.glit by tile home owners of Amerioa.

(EIihit I Is a roplrf)(luetion of an editorial which app~earedl in Filectric HI-drig-
cration News of April 1:3 analyzing thle distribution of nioney brought about by
thle r4-frigeratioli fiiidust ry.)

(I tofrigorailti eabiot should niot be titxed.
01.No tax it; proposed upjonl fee or Wye hoocs. Tis again eniphialios thle (fiN.

crimiintiiry iiattit oif tho p ropposoel tax.
612, TlierO I io egmetitia I difference InI constction botwoen nt ICUhbx and at

Iiiel'latlet&l refrigerator vahilget-tit fact, thousmandw of lea boxes have boen con.
vertodf Itito mnevehittilvid roMr oerators. 1nder thuo prop osed revenues bill a home11
owner. vould piurehti~ filn ve rox nlot subject to tax itid iso'eivert it Into a muecli1aili-
cal rvii'igertitor by puirchlins(ii the niecessary mechanical eonwn:ta, It, tis way
tile tm, canl I ~e panly evadld. Suchi evasion will reduce thle volum of tile
inefliileal refriveuio Inmduast ry and bring about a serious clement of conifulsion.

(j) i'ho tas, if Imposed, ShlnIl iiot~ eXVee that proi msOW for auttoniobiles.
ii;l fit Ow itie u i 1 a\ sci il tho onily otlier itemn lis ted thI at im ntot getivrally

regiii11tI 14 it lw1IN11 I Is the iiitiiiiiililo. It is proposed to fax utoinobtie? 3 p(:r
CelIf i1 tox ~II s i11f. he hotiv Im.V th li t I iveliial nrigorat lo I uuluit ny, there 115

no itli t renit rf'ui4Qi why it whoiti 11 e h ighier luhim tho ta pI rol i N' for1 uit oimoblevs.

('11 f.Inii Ow rooswl rev( m Wnu'Iit, itil in ilval ref igoritt lot iIs hasSeIl as a ,1l rv
It 1 lni'v enSIiowi n hat, tl. industry cati not, reasonably be' ?,o e&msilld

(15 Cwn t'r t he propimed revenuei bill, meholanlical refrigii'at-lwi indus1,try ig
asInne 1wI to bo aiit liioacyikitig Inimnui ry. It hIm 4 beeni Atowti that th fi u'iot
gemu1,10il, v I'lue.

664, The p'TvesN oi flcvlloiig this new indutiry imiist, tepeniiI ti on eonstaiti 13
ref i tived priet-N. Thkii p roess shiuit tiot beC reficli by at oliseioruiat ory fic.

i1l. It hiuaN beent' slioN% it that, I 1Ids ttrx k f lisvritiltitlory Ili thalt )t is fplaved~ I ponl
onily mti of immy idllitarlimt hollolfll ievs. It Is also liscniininahtury ili
thiul ii is lev ed ugiiisi 01W iivlioii of thu refrigeration imitistry wilerma4 no tatx
IN l'44 411931Agius V0MIII pciV lyeivislom"4 of thu samle lindustry.

1K 'Fluent 15 It() appaj n-cImt uit ificat ion for tai ng tho iiicmnii irrigenat on
Inditr it ta higher rate dt'll thlat which Iapplies to the altimobiko h1ilct v.

619, Tlt. jicopde euglged Illth 11 iuelitilleat refrigerattion iidusimy tire I1,.fblti ug to)
erv'te ali' dv11 lvelop it 4 IlieAn 11"44411l industry, Thel mthleu' inditstriem seleced to
betir t he (t\ are e1011ipt nati vely (o1( imd w ell-estalihied.

701, Tl'Iis coumilittee Is prep ,ired to tSliilit, tay 11(1(1111011 lon lbSu~t~ltmIftlg cvi-
deucve that may lbe reqtilred. We slitili wvelome thet opportunity of Suiopying
nit% additional itifornintion coning ouir findustry that may be hielpfuli to Alto
Helille 11111 ice C out iit Itvc

CON VLM~ON

"N. Tit view of tit'- foregoing fitt, Nve respect fully mugge t that:
7'.. A general manufacturers' sales tax, in which tCiR Indutstry would gladly

heatr Its fair share, be uc ie'imideneol,
73. If t i irt( stugge-stioll can not be adopted, tOat mechanical Louseliold

refrigerators lia eliminated fromt thle selecti\ e tax scliedile.
74. 1i iet her oif the foregoing suggestions call bei adopted, that, thle tax levied

Agailist. Ileviltitlieah household refrigerators shall. not exeee(l 4, per cent,
75S, If at electiVe tax IS lVied Agailn-t 1aue'111,1iicIl household refrigerators, it

shall applly only to the iecuanlun an~~d not. in any case to the Cabinet in which
thlt! h1c u i snn e assemlbled.

Wspect fully filnbunitted. oiRTJFNII,

( ho irmnui 16hrigvriutia ii hsion,

Apuomi. 18, 1932#Ntoa .eretAamfcuesAscain
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ExxtlT A

TITEIM IV.'--MANUPACTUIUCR8' SIXCIRS TAX

so. 001. Excise taxes on certain articles,
Sea.002. Tax on toilet preparations, etc.

ee. (03. Tax on firs.
See. (04. Tax ott Jewelry etc.
See. 105. Tax oi autonobiles, etc,
Sea. (100, Tax on boats.
Soc. 007. Tax on radio recelving sets etc.
See. 608. Tax on mechanical refrigerator (the only st fatly ultilittrlan hotHehold

aPl)lance included in this list).
See. 609. Tax on sporting goods.
Sea. 010, Tax on firearms, shells, and cartridges.
See. 611. Tax on cameras.
Sec. 012. Tax on matched,
See. 613. Tax on oandy,,
See. 614, Tax on Ah t n 1 guru.
See. 015, Tax on ft drs ake.
See. 016. Deflnit of sale.
Sea. 017, Retail'ales.
Sec. 018, Sales for less than fair market plice.
See. 019. Contracts prior to March 1, 192.
See, 020, Rettturn and pavmot of mantiaeturers' taxes,
Sec. 621. Apjlicability o' admhiitrative provisions.
See. 62. Ru es and regulations.
See. 023. Effective (ate.

ExmsutT 13

itEVIsA1I E4TIMATES

I)tUTltOT.-De to the fact that the refrigeration division of the National
Electuical Manufacturers Association has adopted the "low side," or cooling
unit, as the basis of its sales statistical work, rather than the "high side," or coin.
pressor, which has been used by the industry since 1914, it has become necessary
to revise all figures for the sale of household electric refrigerators front that year
it. >o 1931. The revised figures are shown below, as a single figure for the yeats
1414 to 1920, inclusive, and as separate figures fot each year begintnlng with 1021,
As otie high side nay handle several low sides, it Is believed by the Ne ma tmau-
facturers that the sales of low sides niork accurately indicate the actual numbr of
honies acquiring electrical refrigeration.

Estimates based on "low sides" or cabinets refrigerated

1910 to 120 .............
1921 ....................
1922 ..... ........
3104. .. .....,.........

1925 ....................
12 .................

folud Retail value

10,0ow
5,000

12,000
18, 000
30,000
7 ,000

210,000

8,s50,000

13, ow, ooo31,875,00X)
8 1, 0M, 000

Year

197 ............... . ..
1072 ....................
192...8................
1 9 3 0.......
1931 ...........

Total .............

Number
sold

300, 000
840, 0
800,000
906, (0o

Metal Value

130,4M, 000
1 A)0, (W

F ,143, 10, 0')
2W,425, 000

1, 230, 300, 000

Total sales to late ............................................................................. 3, 9i5, (W0
Deduct stock iq dealers' hands ................................................................. 05,00

3,900,(0
Deduct exportai; to date .. 00.........................00........................................... 2, ow

Deduct for obsolescence and replacerent..e n.....t..... .... ........... ....... 1o, (...
Total now In e ....... ................................................................... 3, 00, o
Pvle by number of wired homes ....................................... 20,411, 219

Market saturation ......................... ................. per cnt. 17. 12

1058
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Household Electric Refrigerator Sales
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Exaerr C
THESE AUE 71S THINGS THEY INTEND TO BUY NEXT

But In an eftortvto find out what a representatIve cross.section of the American
1ubicI0"Intends to buy next," In connection with typos of goods used by the entirefamily, the Tower Magazines recently comissioned Dr. Daniel Starch, one ofthe foemost consultants in commecrcil research to teaks an Investigation of this

subject, tabulating the replies In the order lit which they were given.Electrical refrigerators were named as the "next purchase" n 28 per count ofthe families Included in the Tower Magazine survey, with floor coverilgs in

PERSONAL INCOMES It THE UNITED STATES

S .ONYO # OVteR 763,208 - /.7%flOOOOtooo 9,. igo 70 / 1 8%
ott;aO00, 3Z7 049.690 U.%

42ASt.5S9 1B!IMI RBCIPiNTS

Cent*StfluAvNeyOresp
NtaWAvwvWke*wt
~M*~mAwV

second place, followed closely by radios, washing machines, and vacuum cleaners."Furniture" of a general nature came sixth on the list, with specialized types
of living-room and bedroom furniture next in order. It will also be noted that"an automobile" was the reply of only 5.5 per cent of those interviewed while"curtains" ranked almost as high.

Ranges, electric clocks, lamps, general "electrical appliances," sewing machines,electric irons, electric fans, and oi burners were the other types of electrical homeware mentioned by those interviewed, while, in the entire list the only items which
can not be classified as "home ware are automobiles and telephones-certainly
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striking proof of the interest which the public Is taking in home ware in general
and electrical appliances fii particular at the present time.

The income groups fell Iito the following classifications: Over $10,000-0.8
or Cent; $5,000 to *10,000-.2 er cent; $3,000 to $8,000--20.2 per cent#
,000 to $8,000-37 per cent; $1.00dto $2,000-20.0 per cent; under $1,000-3.4
r coit, tie average income behig $2,819, a figure which parallels very closely
he average Income for the country as a whole-approximately $2,800 a year.

It will therefore ho seen that the heavy preponderance of replies naming various
tvpen of electrical home ware were not weighted by any large proportion of
families of the wealthy type, thus bearing cut conclusions reached from other
soureOs that those of moderato means are the best possible prospects for appliances
of the labor-saving tyWAe.

(Excerpts from Electrical Hont Ware, April, 1032.)

EXHIBIT E

PRODUCTION OF CLEAN MILK

By ERNEST KELLY, Chief, Division of. Market-Milk Invstigations, and C. J.
BA1|CoCK Market-Milk Specialist, Division of Market-Milk Investigations,
Bureau of Dairy Industry '

WHAT Is CLEAN MILK?

Strictly speaking, the term "clean" would exclude milk which contains any
foreign matter or bacteria whatever. However, for practical purposes, "clean
milk is defined here as milk that comes from healthy cows, is of good flavor and
free from dirt, and contains only a small number of bacteria, none of which are
harmf ul.

IMPORTANCE O PRODUCING CLEAN AND WHOLESOME MILK

THE PRODUCER'8 INTEREST

Every year the dairy farmers of the United States suffer heavy financial losses
because too largo a proportion of the products which they market is lower in
quality than it should be. It is conservatively estimated that they could add
many millions of dollars annually to their income, simply by giving attention to
those factors which make for high quality of product. sour and off-flavored
milk and cream. are not readily markediya does find a
market the price he gets is usually ie ght get for a
product of high quality, Fuw-quality
milk and cream are usuall yde milk and
cream extend all along th products of
high quality not only bri ti and
thereby extend the airt
Inthe flush season o etion deal select

their stijplies upon a rs who
offer low- quality milk O
quality milk Is what t st.

On the farm the m ey
have in their char lie
wholesomeness of t pply
family, who use a MIlk, health F1,
which live largely o

Healthy cows oe
in rearing thrifty ca hy
and profitable herd.

Until recently, milk: l side food for t and
invalids. Milk is necess ing o 4 the ned that
milk is one of the most val tea n ical, and
easily digested. The consul
he has confidence in its whole fvr, sep-
tic sore throat, and other disease which was not

A The orisi! edition of thb bulletin was written by"*41
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carefully produced or properly pasteurized. Evidence indicates that tuboru.
lools may be tranismitted from animal to human beings, chiefly young children,
by the consumption of raw nilk containig tubercle bacilli. (1Ra wilk is milk
that hax not been pasteurized.) Health is endangered not only by milk that con.
talus specific disease-prodlucing bacteria, but also by milk that contains large
numbers of certain other kinds of bacteria which may cause serious (lig- tive
troubles, especially in infants and invalids. Another consideration Is the loss to
the consumer from milk souring or otherwise spoiling before it can o8 used. The
cleaner the milk the longer it can be kept in sweet, wholesonie condition.

BACTERIA IN MILK

Bacteria are siigle-celled plants which are so small they can not be seen with
the naked eye.

All milk, unless produced un ler very exveptioial circunistauceR, contains sonio
bacteria.

Milk fuirnishes ideal conditions and food material for bacterial growth. Some
bacteria, at maturity, divide to form two bacteria, and tinder favorable conditions
the two new individuals may become full-grown and repeat the process of division
in from 20 to 30 minutes. The bacteria commonly found in ndlk multiply most
rapidly at temperatures between 800 and 1000 F. At 700 F. the rate at which
the bacteria multiply is slower. At 500 F. the rate is still slower. At 401j F.
and below the rate is very slow. However, a few kinds of bacteria continue to
multiply even at the freezing point.

Many of the kinds of bacteria ordinarily found in milk cause no apparent
change in the milk. Other kinds may change the flavor without changing the
appearance. Some of the most common types of bacteria cause marked changes
in both alipearance and flavor. In the latter class are the bacteria which sour
milk by converting tile milk sugar into lactic acid, and those which cause the
fornation of a sweet curd. Another type of bacteria decomposes the casein and
albumin in the milk and causes putrefaction and undesirable odors.

The number of bacteria in mllk depends upon the number of bacteria in the
udder of the cow, upon the amount of contamination from outside sources, and
upon the rapidity or the rate at which the bacteria increase in number.

It is very imp rtant to bear it mind that tile rate at which bacteria grow and
increase in number depends very lorgely upon the temperature at which the milk
is kept.

KEEP Dt8ZA8E-PItOD CINO BACTERIA OUT OP THE MILK

HEALTHY COWS

Tuberculosis probably is tile most dangerous and widespread disease of cattle
that can endanger the safety of milk. Tuberculosis is infections. It spreads in
a herd from cow to cow. As the disease develops slowly a cow may be affected
with it for several months or even years before any marked physical changes in
the animal are noted.

The'total economic loss from tuberculosis is enormous. It amt. nts to millions
of dollars a year. But far more important than tnis Is human health.

Tuberculosis in dairy cows espect.lly in the udder, may be the source of tuber.
culosis in human beings. Most of the' tuberculosis in children is in the bones,
joints, and digestive tract, n fact which leads to the theory that milk may be one
of the chief causes.

Have a capable veterinarian test the cows for tuberculosis at least once a year;
and if disease is found, test twice a year. Remove from the heard all cows which
react to the test, and disinfect the itable and premises thoroughly. See that all
animals purchased for the herd are tuberculin-tested and free from the disease
before they are brought to the farm. Keep them separate from the other animals
for at least 60 days, and retest before placing them with the herd.

Infectious abortion of cattle is the cause of great losses to the cattle industries,
and has a significance of as yet undetermined Importance, in respect to human
health. This disease In cattle, and also in swine, is caused by a germ commonly
known as Bacterium abortues or Brucella abortns. This germ has been found to
sometimes cause undulant fever in man, the disease being acquired either through
the consumption of the raw milk from abortion-infected cows or through contact
with infected cattle or swine, or the carcasses of the latter. To avoid danger
from this disease, milk should come from herds that are free from infectious
abortion, or it should be pasteurized. The presence of infectious abortion in
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cattle may be detected by the use of the agglittination test for this disease.
Infected herds may be freed from Infectious abortion through the segregation and
elimination of all reacting animals.

Milk that is slimy ropy, or watery, or abnormal in any respect, or which
comes from an aninala that appears to be sick or out of condition, should not be
consumed by human beings. As a rule for 15 days before a cow calves and for
5 days after site calves, her milk should not be used as human food. It is well
not fo use milk from cows that have been given powerful drugs which may pass
into the milk.

HEALTIY MILK HANDLE nS

Some communicable diseases which do not originate with the cow may be
carried by milk. The bacteria causing these diseases drop into the milk, are
introduced unknowingly by the milker, are carried by flies, or come from the
contaminated utensils1 Many of these bacteria grow in milk, and milk-borne
epidemics have been caused by them, Some of the diseases which may be carried
by milk are tuberculosis, typhoid fever, diphtheria, scarlet fever, and septic sore
throat. The brcterla which cause these and soine other diseases can be carried
by people who .%re apparently well or well enough to work. Great care must be
taken to have only healthy people handle the milk or anything with which the
milk may comA in contact. No one should go from a sick room where an infec-
tious disease exists to take part in any of the operations where the milk Is pro
duced, handled, or kept.

PURE WATER

All the water on the farm should be pure, even that to which only the cattle
have access. The famer owes this protection to his family, to his business
interests, and to the people who use the milk from his dairy. If cows wade In
polluted water, disease bacteria, especially those causing typhoid fever, may
adhere to them and later fall Into the milk pall. Be sure that the water that Is
used for washing milk pails and other utensils is pure.'

DISPOSAL OF MANURE AND OUTHOUSE DEPOSITS

Disease may be spread from farm to farm and milk may become infected if
care is not taken In the disposal of wastes from human beings and domestic
animals. Disease-producing bacteria may be carried from exposed excreta by
flies, rats, birds, etc., or they may be washed Into the water supply. Stable
manure and outhouse deposits should be disposed of in such a way that there is no
possibility of their being a source of contamination of the milk.

Whenever possible, haul stable manure directly to the field and spread at once.
When this is not feasible, put it in a covered storage pit or bin at a safe distance
from the stable and milk house. Such treatment of manure not only protects
health but saves valuable fertilizing materials.

The disposal of human excreta fIs highly important and can be easily accom.
plished in a number of ways. Indoor toilets, either chemical or connected with a
sewer, are practical for farm homes. If outdoor privies are used they should be of
sanitary type 4 and the accumulations of material should be removed frequently
and be either burned, treated with powerful chemicals, or buried.

CONTROL OF FLIES

Flies may carry millions of bacteria on their feet and bodies. They contaminate
milk if they get on the utensils. They also mar the appearance of equipment,
walls, ceilings and windows, and annoy the animals and caretakers. They are
attracted b the cattle, piles of manure, spilled milk, and other feeding or breeding
grounds. Flies breed in moist, decaying vegetable matter, especially mantre.

Keep corners of stalls clean, and clear away any feed there may be under the
mangers. Early in the spring remove straw that has been banked around the
watering troughs and buildings. In warm weather haul away the droppings from
the lanes and yards every week. Where manure is piled in the open, haul it away

S The term ,, utensil' as used In this bulletin refers to any appliance which comes intocontactwithmilkor
cream during production or handling, such as milk pails, stramaers, cans, separator parts, milk bottles, etc.

I Write your State board of health for information concerning fam water supplies.
d Write your State board of health for information concerning the construction and maintesaneeof sanitary

privies,
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at least once a week, from early spring until winter. Flies breed very freely incalf manure, particularly if the calves are fed milk in any form. It is advisable,to remove calf manure twice a week. Take away all the fine loose material undermanure piles. This material is likely to be heavily infested ,as the fly larvai worktoward the otiter edge and bottom of the lies.Immediately after the manure In removed, treat the ground that was under thepile with a 29-32 gravity fMel distillate (fuel oil), at the rate of 5 gallons to toosquare feet. This will kill the larvie that have gone Into the ground and mayprevent others from going into the ground for sone time, This distillate need beused tiut onice every two or three weeks. Do not apply it directly on the Inallutrebecause it contains substaitees that are Injurious to plant growth.,Files will find some place to breed even though conditions are not the mostfavorable. They may hie killed by trapping and spraying. The ho'1oe fly ieasily trapped. Put the traps in places where the files gather, preferably on' thefloor, where air currents are not strong and where the light is good. The kind ofbait is Important. Either sugarcane blackstrap molasses or corn sirtip mixedwith water fin the proportioni of I part to 4 parts of water is effective, Water.melon rinds, crushed fruit, skim an ilk, and some of the grain feeds may be used,but they must be renewed oftener. Renew the balt, and thoroughly clean thepans every two or three weeks, or more often if mold starts to form on the balt.IvWhen adding balt, examine the cone of the trap for spiders.Empty the traps regularly, sn flies do not enter them readily when they becometoo uIL. The Mom may be killed by steaming the traps in the steam box forthree to five minutes. This will kill'the live flies and loosen any dirt there maybe in the trap. If steam is not available, either put the traps in water for afew minutes or pour hot water over them, Than wash the traps and allow themto (ry li the sui before replacing them over the bait pans,Spray the places where the files gather. Do this early in the morning when theflies are somewhatiluggish, an( late in the afternoon after they have fed andgathered for the night. Also spray their feeding places after large numbers havegathered on them. When flies are unusually anoying to the cows it may be wellto spray the aniudal. Do not force the spr v directly into the hair. Direct thespray parallel to the animals so as to the files as they rise. Do not brush thecows for seine time afterwards. H*forn illes must be sprayed while on the cattle,as they stay in no other phte long enough to be lit with tIe spray.[.s a sprayer of good size, capaiblo of standing a pressure of 35 to 40 J)Ounds,with a mozzl that will throw t heavy, fully atomized spray over a considerablearea. An 8-foot bamboo extension will allow the operator to reach the ceilingsand out-of-the-way places. If the maanure is hauled away promptly, thorougheprayhig need be done only three times a week.A good killing spray can be madam an follows: Put 5 pounds of unground, half.closed pyrethruin flowers in a double-thickness cheesecloth container. Suspendthis for 24 hours in a mixture of 9 gallons of kerosene and 4 quarts of fuel oil of28-32 gravity. Some of the insecticide ianifacturers sell a concentrated pyreth.rum extract which needs only the addition of the kerosene arid fuel oil.

PREVENT HIaH BACTERIAL COUNTY IN TUE MILK 8

Most of the bacteria int milk come froit the hodN, of the cow and from uncleanmilk utensils. Under certain conditions the )acteria may multiply until the nun.ber becomes very large. To keel) the bacterial count low, keep the body of thecow clean, have all utensils thoroughly clean and sanitary, use small-top milkpalls, keep flies and all sources of b.3cterial contamination away from the milk,and cool the milk promptly after milking and keep it cool.

CLEAN COWS

The body of the cow, especially those parts of the belly, flanks, and udderthat are inimediately above the milk pail, may be the source of bacterial con-tamination because manure, loose hairs, be ding, and other foreign mattermay fall Into the milk pail. Samples of fresh manure have been found to containnearly 50,000,000 bacteria per gram. (There are 453.6 grams In a pound.)Have the cows clean at milking time. Cows usually keep cleaner when theyare on pasture than when kept in the barn, but although they appear to be clean
I The bacterial count Is the number of bacteria found In a cubic oentimeter, and is determined by allownfthe bacteria from a definite quantity of milk to grow on a culture medium and counting the number of o0.onions, each of which represents the growth from one bacterium.
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they may be very dusty and therefore need to be brushed. When the cows are
in stablem clean them thoroughly at least once a (ay. Clip the long hairs from
their udders, flanks, and tails in order that dirt may not cling to them, Before
bilking, carefully wipe the udders, flanks, and bellies with a clean, damp cloth
to remove dust and loose hairs. If these parts are very dirty, wash them.
Plenty of bedding, good stables, and frequent removal of ,manure will help to
keep the cows clean,

it, an experiment made by the Bureau of Dairy Industry, fresh milk from
dirty cows had an average bac4erial count of 55,208 per cubie centimeter, whereas
fresh uiilk from clean cows with udders an(d teats washed averaged only 4,947
per cubic centimeter. (A cubic centimeter is about 10 drops.) Opex-top milk
pails, thoroughly washed and treated with steam, were used.

SMALL-',OP MILK PAILS

Most of the dirt that gets into nilk falls from the cow Into the pail at milking
thne. There are fewer bacteria and there is less sediment in the milk when the
small-top pall Is used, than when an open-top pail is used. An experiment showed
that thle average number of bacteria per cubic centimeter in 30 samples drawn
into a small-top) pail was 29,263, whereas with the same number of samples drawn
into an open pail the average was 87,380.

The smpll-top pall should be durable, have smooth, seams be easy to inolk into,
he eaisy to clean, and have only a small opening. A number of types of small-top
pails are on the market. Any tineinr can convert an ordinary open-top pall
into a small-top pall at little cost.

WASitINO AND THEN TRlEATINO UTENSILS WITH HEAT Oil A CIIi.1ItlNI SOLUTION

Utewmils which have not been properly washed and treated to kill bacteria
contain large nwiamhers of bacteria. Indeed, dirty utensils are usually the source
of aiaost bacteria fumid in market wilk at the thie of production and before
bacterial growth ha11"s begunl. 1,xperltenits have furnished convincing proof of
tile fact that iiiilk is contaminated by uten14ils tlftt have n1ot bee subec 1cted to
heatt or to treatment with a chlorine solution. In all exlerimcnt njilk drawn into
pail. whie.h had been thoroughly Mteawed had an average of only 6,306 bacteria
per cubis cemtiketer, whereas samples from pails which had not been steamed
averaged 73,308.

MIIIv of the baeteial which get into milk frout utensils are of undesirable types.
Stawe 4i f them cautse wilk to piutrefy and undergo changes that may iate it
(laligerous to health. If utensils have bieen washed in coitnliihiated water atid
iare liot treated to destroy bacteria, (lditse bacteria may get into the nilk.

Tightly covered milk or cream cais which have not been effectively treated
with heat or it chlorine solution and dried give off foul odors after having stood
for a,,hile. This is due to tile action of the decay-causing bacteria oil particles
of milk solids left in the cains. If these calls arc wiashied and thoroughly treated
with heat or chlorine the foul odor will disappear. Uteiisil, should be washed and
sill'bjeted to heat, or a chlorine solution immediately after use to prevent the
Multiplication of great numbers of bacteria on their inlier surfaces. In one exper-
tuifent inade by the bureau, milk obtained 60,520 bacteria per cubic centimeter
after coining in contact ithi utensil, which had not beet treated with heat or a
chlorine solution, even though they had been washed inniediately after Itilking.
In siilawr experiments, in which utensils were washed eight hours'after they were
used, the average, bacterial count of the milk was 1,667,000, or wore thai a million
greater than when the utensils were wished imiuedlately after using.

Utensils should first lbe washed thoroughly, and then be further treated with
hbat or a chlorine solution to kill bacteria. '

Rinse the utensils in cold or lukewarm water, then wash them with hot water,
an alkali washing powder, and a stiff brush, until they are thoroughly clean.
Next rInse them with clean water. Do not use rags, greasy soaps, or soap
powder,

To ( kill the bacteria on the utensils, treat the utensils with steam or a chlorine
solution, or immerse them in water and boil for 5 to 10 minutes. The last
method, however, is cumbersome.

STEAMING UTENSILS

Where steam is used, equipment for this purpose should be installed. A
metal tank mounted on a brick or masonry foundation is satisfactory for small
dairies. The tank has a false bottom. Enough water for washing utensils is
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put Into the tank and then the fire Is built. When the water is hot most of it I$
drawn off to use for washing, the amount remaining being only about an Inch
deep, and the water level is below the false bottom. After the utensils are
washed they are placed in the tank on the false bottom. Then the tank is tightly
covered. Steaming for 30 minutes is sufficient.

A steam boiler furnishes the best source of heat for the heat treatment of
utensils. The boiler may be connected with a cabinet 6 built of concrete, brick,
stone, tile metal, or wood. Steam the utensils it the cabinet for at least five
minutes ai a temperature of at least 2000 F. They may be left In the cabinet
until they are used, '

Thorough drying of utensils after washing and steaming is extremely impor.
tant. The sta coil in the bottom of the cabinet should give ofY enough heat
to drv the utensils quickly.

To'keep the temperature up to at least 2000 F. the constant use of a theronisu.
eter is advised. As some types of apparatus generate steam slowly, the length
of exposure at 2000 F. should be noted rather than the time the cabinet is in
operation.

CHEMICAL TREATMENT OF UTENSILS

The chemicals that are commonly used for treating utensils to kill bacteria
are sodium hypochlorite, calcium hypochlorite (also known as chloride of lime)
and chloramine preparations. These can be bought in packages of convenient
size.

In making a solution of calcium hypochlorite, first make a smooth, watery
paste of 12 ounces of chloride of lime, and then add water, first in small quantitf~i
and then in larger quantities until the solution amounts to 2 gallons. Strain
this into % glass bottle or jar, and keep tightly covered in a cool. dark place.
This is called the stock solution. To dilue this stock solution to the proper
strength for using, add water to It at the rate of 8 gallons of water per pint of
stock solution. This is the final rinse solution. Never keep this solution from
one day to the next but make it fresh everyday, and use it only once.

Conmercial powers, tablets, and solutions for treating utensils are now on
the market. These may cost more than the homemade solution, but in using
them it is not necessary to make the stock solution, as they are in a form ready
to add to the rinse water.

It is very essential to wash and rinse utensils thoroughly before puttlngthem
in the chlorine solution. Chlorine, the active agent in these solutions, is affected
by organic matter, and if milk, cream, or dirt is prese at the strength of the solu.
tion is weakened before the chlorine has a chance to attack the bacteria.

The effectiveness of the solution depends upon its strength and the length of
time the utensils are left in it.

A strength of 1 part of chlorine to 5,000 parts water is recommended. Be sure
that the utensils are entirely covered with the solution, and that they are immersed
in the solution for at least two minutes. Eliminate all air pockets. Never rinse
the utensils after using the chlorine solution. Turn the utensils upside down in
a clean, dry place, free from dust and flies (preferably in the milk house), and do
not touch them until they are needed.

THE MILKING MAC"HIN MUST S SANITARY

The parts of the milking machine which need the most attention are the rubber
tubing, teat ctps and inflations, claw, pall, head, valves, and moisture trap.

The hcat method is simple and effective. This method is as follows:
Immnedi tely after milking, rinse the machine with cold or lukewarm water

drawn through it by vacuum. The flow of water may be broken occasionally
by pulling the teat. cuips out of the water. Do this 10 or 12 times. Repeat this
operation, using hot water containing washing powder, and wash the teat cups
and tubing with a brush, Then rinse the machine by drawing clean hot water
through it by vacuum.

Remove the long milk tube, with claw and teat cups, from the head of the pail.
With a machine of the inflation type, plug the air tubes and put these parts in a
tank or can. If steam is available, entirely cover all parts with clean water, and
heat with steam to a temperature of 1600 to 1650 F. If steam is not available,

I Plans for the construction of a steam cabinet can be obtained free from the Bureau of Dairy Industry,
U. 8, Department of Agriculture, Washington, D. 0.
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heat the water on a tove, but do not put the rubber parts in the water while it is
heatlug, keave the parts in the water until the next milking, allowing them to
cool Mlowly. I

I, treating the parts with chemicals, wash them an Indicated above. Instead
of putt Ing the parts in hot water, however, pit then in a chlorine solution, of the
same strength as twe(d for other utensils, and allow them to remain there until thO
next mi king.

With either method the machine should be taken entirely apart at least twice
a week and washed thoroughly with brushes and hot water containing washing
powder.

T he moisture trap, or check valve, on the head of the machine should be cleaned
evr, (day,

.Milki;g-machiine pails and eowvrs shouihl be thorotighly washed after every
milking and then be further treated with heat or a chlorine solution to kill bac-
teria. If there are pulsators and electric motors oil tle head of the pail they

howitd be removed before cleaning the machine.
The vacin line should be cleaned at least twice a year, by drawing hot water

containing washing powder through it with vacuum. The vacuum' lie should
be cleaned immediately after milking if milk has been drawn into it.

COOL TI E MILK PROMPTLY AND KEEP IT COOL

A large number of bacteria found in milk when it reaches the consumer are duo
to improper cooling and keeping the milk at too high a temperature during
storage, transportation, and delivery. The rapidity with which bacteria multiply
in milk at different temperatures is shown in Table 1.

TAIILE .- Growth of bacteria in milk when the milk is held at 50 and at 680 A

Number of bacteria per cubic centimeter-

Temperature of milk At be. Atendof At end of At end of At end of
glaning 8 hours 12 hours 24 hours 40 hours

...........................--........ ---... 10 12 15 41 0
050, F----------------------------------....... 10 17 24 0280 3,7,0

At the above rate, if the milk, when produced, contained 1,000 bacteria per
cubic centimeter, the part held at 50* F. would have contained only 4,100 bacteria
at the end of 24 hours, whereas that held at 080 F. would have contained 0,128,000.

At a certain creamery, milk received in the morning consisted of the previous
night's milk and the fresh morning's milk, which were kept separate. During
the six Warm months (April to September, inclusive) 478 samples of the morning's
milk averaged 800,020 bacteria per cubic centimeter, whereas 366 samples of mini
which hlad been held overnight on the farms averaged 2,400,357 bacteria.

A survey of the temperatures at which milk Is received at railroad stations for
shipment to market in summer, showed that the temperature of morning's milk
averaged about 600 F. and in some cases it was as high as 800 F. These tempera-
tures are much too high to permit milk to be shipped a considerable distance
without souring. Frequently it was found that morning's milk was rushed from
the farm to tkio station before it had been sufficiently cooled. A large part of the
loss caused by the souring of milk is due to the shipping of the milk at too high atemperature.Milk or creem must be cooled promptly to a temperature of 500 F. or below if

rapId bacterial growth is to be prevented.
The use of a surface cooler is especially necessary when the time between milking

and shipping is short. If warm milk is run over a surface cooler supplied with the
coldest available water and then set in a tank cooled with ice to 40 F. or below, it
should not be difficult to cool the milk to 500 within an hour after it leaves the
cow. A 10-gallon can of warm milk precooled with water at 550 F. and set in a
tank of ice water at 370 F. can usually be cooled to 80* F. in about 20 minutes.
The fact that precooking with a surface cooler is not practiced and that ice is not
put into the cooling tank until after the milk is put there is the reason why much
milk reaches the shipping station in summer at so high a temperature that it
sours on the way to the city.
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Do not mix warm, fresh milk with cold milk of the previous milking, because
the addition of warm milk to cold hastens bacterial growth by warning up the
whole mas.. Keep cans of milk covered to prevent the entrance of dust, dirt,
Insects, and other sources of contamination.
* Cream sours more slowly than milk. Heavy, or rich cream does not sour as
quickly as thin cream; therefore, ordinarily, the cream should test from 80 to 35
per cent butterfat. Such cream makes less bulk to handle, and leaves more skim
milk on the farm than does thin create.

Immediately after cream Is separated, cool by the same methods advised for
milk. If only a small quantity is handled, put it into tall cylindrietd cans, called
"shotgun" cans, and place theme in ice water. Do not mix fresh cream with
previous skimmings until It has beeti thoroughly cooled.

STABLE SHOULD BE CLEAN, WELL LIGHTED, AND WELL VENTILATED

Whenever possible the cow stable should be located on high ground with good
natural drainage, and poultry houses, privies, hog sheds, manure piles or other
conditions which pollute the stable air and furnish breeding places for files should
not be close to it. A good location for a barnyard is on a south slope which drain.
away from the stable. If the barnyard tends to be muddy this may be remedied
by drainage, and by the use of cinders and gravel. A clean yard is a great help
In keeping the cows clean.

The stable should have a hard, waterproof floor which can be easily cleaned,
A dirt floor is very undesirable. A concrete floor is easy to clean and prevents
waste of the liquid mant re; however, such a floor tends to lie cold but extra bed.
ding will remedy this trouble. See that the gutter back of the cows iR large enough
to hold the dro)lpings- a width of from 16 to 18 inches and a depth of 7 inches
usually is sufficient. Ytho gutter should slope so as to drain readily, unless the
liquid manure is taken up by absorbents.

Types of stalls and miangers which have the least possible surface for collecting
dust and dirt and offer the least obstruction to the virculation of air, are the I11ost
satisfactory. Wooden stalls have many sturfavces and cracks which are hard to
keel) clean, and in case of disease they can not be disinfected as thoroughly as can
stalls made of metal pipes. A swing stanhion is ustualy preferred, as it allows
the cow plenty of freedoiti. A low, smooth nianler without ,tharp angle Is easy
to keep cleats. If the (ows face the midle of the barn, the walk behind theat
should be 5 feet or more in width so that the walls will not be soiled by the spatter.
Ing from the gutter or the manure carrier.

Tight, smooth ceilings and smooth wals without ledges are easily kept free
from cobwebs, dust, and dirt. Cobwebs ,n the0 ceilings and l1MIiLarC on the lllS
are found In too many dairy stables. Uvdess walls and ceilings are painted, u white.
wash should he freey applied at least t,'iee a year, as it helps to purify the stable
and to keep it light.'

A cow stable should be well lighted; 4 square feet of glass per cow is sufficient
if the windows are well distributed and not obstrutcted in any wayt. If the stable
is built with its length north and south, it gets the benefit of ;oth the morning
and af4ernou a sun.

The stable air should always be fresh aid lptiro but should be free from draff.
If the odor in the stable is disagreeable at, any time, it Shows that the ventiltion
is poor. At least 500 cubic feet of air space should be provided in thie stable for
each cow.

MIL HOUSE SHOULD BE CLEAN AND CONVENIENT

The'building in which the milk is handled should be convenient to the bart,
but so located as to be free from dust and stable odors. The ideal place for it is
in a welldrained, location somewhat higher than the barn. It should not he
close to the barnyard, pigpen, prlvv, or other source of contamination. The
milk house may be connected with t6o stable by a covered, well-ventilated pas.-
sageway with self-closing doors at each end to prevent stable odors from entering.
It may be in the same building as the stable, but if so it should have a separate
outside entrance and the walls should be tight and without a direct communicat-
ing door or window.

It is advisable to divide the milk house into two rooms, one for handling the
milk and the other for washing the utensils. Plan the milk house and all its
equipment so as to save as much labor as possible, not only in handling the prod-
uct but In keeping the building clean.
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Tltwre should be no unnecessary ledges or rough surfaces inside the building.
The floors should be of concrete atid pitched to drain through boll traps. Rounded
edges at the walls prevent the collection of dust and dirt, The walls and cell
Ings 1my bet mbtde of matcetd hoards, but smooth cement plaster on metal lath
is hetti(r. Ventilators are necesmry to keep the air In the milk room fresh amid
free from musty and undcsirabhle odors atnd to carry ofl stean frown the wash
room. Windows are very lmportant, as they ht In fresh air and snllight and
1t111,' work easier, In sutminmer the doors ahd windows should be screed to
j'(t p out flies and other insects,

A ilt,ntifuil sup ply of cold, running water In the nilk hotise is necessary. The
SitppY wity be p1ped from an elevated tank fed by a windmill, engine, hand pump,
or itl'ruulic rank. The dairyman ean not afford to spend his time in carrying
witter in a pail to cool the milk and wash1 the utensils. Provision, must also be
Imadet for supplying an abundance of hot water for washing tnd treating the

USE UTENSILS4 TIIA ARE EASTI, CLEANED

All milk utensils should be durable, smooth, anid nonabsorbent. Wooden
utensils tre hiard to keep free from bacteria andi should never be used. Badly
Irt'rcd ~r rusty utensils are hard to clean, and the rusty iron may injure the
flavor (of the milk and milk products. Do not use utensils having comnpli ated
purt s, crevices, or places that are hard to clean.

MILKEiS 8IOULD BEJ CLAN

Just before milking, each milker should wash his hands with soi and water
and put on a pair of clean overalls and t jumper, or a suit which ' used for no
other purpose. Enough suits should be provided so that a clear one is always
availtah. They should be washed regularly, and occasionally ,hcy should be
steama(d or hoilel. Even the milking stool should be kept clean to avoid soiling
the ilker's hands.

Milk only with clean, dry hands, or with a milking machine hich hts been
prlp'erly 'cliied ani treated to kill bacteria. The practice of wetting the halnds
within 1ilk is a filthy one; it adds bacteria and sediment to the milk, and in the
whiter it mnay cause the cows' feats to chap. Milk quickly and thoroughly, with.
out jerking the teats.

Immediately after each cow 16 milked, take the pail of milk to the milk house.
Never let it stMai in the barii. The milker should always hear in nind that he is
hlndli) g a human food which is very easily cotil an)lnated. Therefore, it is woll
for i lie milker to have soap. clealn water, atld towel,, Itccessible hCemiul wash his
halds after Imilking each cow.

STRAIN MILK PROPERLY

After the milk is taken to the u ilk house, strain and cool it at olice. The
strain ig is best done through a layer of sterile absorbent cottoxi placed between
two cletian strihuer cloths which have been steamed or boiled, or through special
strainig cloth. Straining milk Impllroves its appearance but does not remove the
bacteria carried Into it by dirt; therfore, dirt should e kept out of wilk by clean
methods, Keep a supply of clean strainer cloths on hand at all times, so that
when onie becomes soiled it can he replaced immediately with a clean one. Uwe
a strainier cloth for onlv one milking. Special straiher cloths may be bought at
low cost from most defilers in dairy supplies.

KEE FEED AND WEED FLAVORS OUT OF TIlE MILK

Milk is often made unsalable by feed and weed flavors. Feed flavors in milk
are most frequently caused by succ~lent feeds. When fed to dairy cows one hour
before milking, Ailage made from corn, alfalfa, swectclover, or soybeans, and
green alfalfa, cabbage, turnips, rape, and kale seriously affect the flavor and odor
of milk. Green rye, green cowpeas, potatoes, dried beet pulp, and carrots affect
the flavor and odor of milk only slightly, and green corn, green oats and peas,
green soybeans, pumpkins, and sugar beets have practically no effect on the
flavor and odor.

Feeds affect the flavor of milk only a few hours after they are eaten. For this
reason, feed dairy cows highly flavored feeds immediately after milking and not
just before. Aeration of milk by running it over a surface cooler immediately
after milking reduces strong feed flavors and sometimes eliminates slight ones.
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Eradicate from pastures all weeds which cause objectionable flavors in milk.
Until this is done take the cows off Infested pastures as long as possible before
milking. The longer the interval between the removal of the cows from pasture
and the time of milking, the less intense will be the undesirable flavors In the i1iilk.
In the ease of garlic-infested pastures the cows should be taken oft the pasture
four to seven hours before milking to entirely avoid the garlic flavor and odor
in milk. Some weeds, such as btterweed impart objectionable flavors to the
milk several hours after they are eaten. If such weeds are present It may be
necessary to keel) the cows off the pasture until the weeds are eradicated.

ADDITIONAL INFORMATION

The following Utiited States Departnent of Agriculture publications have a
direct bearitig on the general subject of sanitation in milk production. A copy
of ally of these publications may be obtailcd, free of charge as long as the free
supply lasts, by writing to one of your Senators or your 1teprosentative In Con.
gress, or to the Office of Information, United States Department of Agriculture
Washington, D. C. Give both the title and the number of the publication. I
more thn one is wanted, list them numerically as is done below.

PUBLICATIONS

734-, Fly traps and Their Operation.
954-F, Disinfection of Stables.
970-F Cooling Milk and Cream on the Farm.
i060-P, Tuberculosis in Livestock: Detection, EIradication, and Control.
1097-F, The Stable Fly: How to Prevent Its Annoyance and Its Losses to

Livestock.
1214-F, Farm Dairy Houses.
1227-F, -,.ge and Sewerage of Farm Homes.
1315 1, leaning Milking Machines.
1303-F, " ;ples of Dairy-Barn Ventilation.
1408-F, . ouse Fly and How to Suppress It.
1422-F, ,..er Diseases of Dairy Cows.
14.0-F, Farm Plumbing.
1448-F, Farmstead Water Supply
3-1. Improved Sanitation i Milk Production.
251, Preventing Feed Flavors and Odors in Milk.

(The above list wis compiled as of March 1, 1031)

E1XllIBIT F

COOL THEI MILK PiROMPTLY AND KFE P IT COOL

A large number of bacteria found iII milk when it reaches the consumer are due
to improper cooling and keeping the milk at too high a temperature during
storage, transportation, and delivery. The rapidity with which bacteria multiply
In milk at different temperatures is shown In Table 1.

TABLE 1.--Growth of bacteria in milk when the milk is held at 500 and at 680 F.

Number of bacteria per cubio centimeter-

Temperature of milk At be. At end At end At end Atandof
gin. of 8 oft2 of 24 ho
ning hours hours hours 40 hours

W ..................... I... ................ .. . 0 12 15 41 62
.......................................... *.. ... ....... 10 17 242 01,280 3,674,000

At the above rate, if the milk, when produced, contained 1,000 bacteria per
cubic centimeter, the part held at 500 F., would have contained only 4,100 bac.
teria at the end of 24 hours, whereas that held at 680 F. would have contained
6,128,000. The effect of temperature on the growth of bacteria Is graphically
saown in Figure 5. (Reprinted from U. S. Department of Agriculture Farmers'
Bulletin No. 602.)
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EXHIBIT "I"

110W , CIT11C0 a1FUO5RATION 8AL5E AID MP LoYMNT AND ROOSPRIUTY
(By F. M. Cockrell)

The male of 1,000,000 household electric refrigerators In 1032 means a total
retil voIlitil of bHi)neltofn zotiting to about $200,000,000.

When we analyze the dimtribution of this money it is evident that a high per-
ctqetage of the total goes into salaries and wages paid to employees of maanufac-
turers, distributors, aid dealers.

About 10 per cent, or $20,000,000, will be the share of local salesmen who carry
the message of health, economy, and better living to American homes.

Millions of dollars will be paid for insulation, hlmber, porcelain, lacquer,
chloiies and other materhls, parts, and supplies, all of whih require labor for
their ,rodctio.o o

At least $20,000,000 will go to the metal industries for 150,000 tons of iro and
steel products, 25,000 tons of copper and brass products, and other metals.
Even though this amomt is used for the purchase of materials, practically an of
it will be paid for labor--mining, refining, fabricating, etc. These industries are
badly ill n10ed of bimsilness to relieve tnemployment.

Another $15,000,000 of the total will go for motors, controls, wiring, and other
electrical parts also largely made of metal, and requiring a high "content" of
skilled labor.

In fact, the entire $200,000,000 eventually goes into the pockets of people-
several hundred thousands of them-who receive this money for service of one
kind or another. The public thereby has $200,000 000 more to spend for other
products anid services. It is this turnover of capital, this exchange of money for
service, which makes jobs, raises the standard of living, and promotes prosperity.

STATEMENT OF POWELL EVANS, REPRESENTING THE MERCHANT
& EVANS CO., PHILADELPHIA

The CHAIRMAN. You have a brief Mr. Evans?
Mr. EVANS. I have a brief that wili not take more than five minutes,

possibly, Senator. I represent here the Merchant & Evans Co., one
of the smaller manufacturers of refrigerators in Philadelphia, Lanc-
aster, Pa., and Wheeling, W. Va.

We have been in business about seven years and have expended
something over half a million dollars in cash to find out how to design,
produce, and service our product; and we have invested in the plants
about a million dollars in cash since the war. In Lancaster we manu-
facture also automotive parts, automatic sprinkler machinery, and
electrical refrigerators.

The question in issue in this hearing is the inclusion of an excise
tax in the current revenue bill as passed by the 1touse of Represen-
tatives on April 1, of

Five per cent of the manufacturers' wholesale price on household type refrig-
erators (for single or multiple cabinet installations) operated with electricity,
gas, kerosene, or other means (including parts therefor sold on or in connection
therewith or with the sale thereof

-this tax to be a single imposition on each final sale for each item.
While the above language is not entirely clear to us, it appears to

include not only the aoresaid domestic refrigerating machinery but
as well the box and/or cabinet (single or multiple) with which afore-
said machinery operates to produce mechanical refrigeration-whether
energized with electricity gas, kerosene, or other means.

The obvious purpose oil the above provision is not to tax refrigera-
tion per se for all its needs and uses but merely to tax exclusively
domestic refrigeration of the generally defined "mechanical" type

115102-42---N
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while leaving free of tax all other domestic refrigeration accomllished
by the use of ice or otherwise, r

It is, however, very obviously a peculiarly selected and burdensome
tax primarily on refrigeration-long developed and employed not
only in this country but all over the world for fitudanuenta e'ssois of
health, necessity, convenience, and economy.

It s.eis further to be an especially pointed burden on the domestic
mechanical britlinc~ alone of the refriger'ation industry.

We feel that the inclusion of the refrigeration industry in any form
in this excise tax is an apparently very special selection out of ii1sny
current domestic and coniercial appliances which should all equally
bear the burden (and are more able to (to so) but have all been paed
by free, for reasons olscuro and unknown to us or from lack of infor.
nation on the whole subject.

Merchant & Evans Co. during the years 1928, 1929, and 1930,
actively pressed before the Federal Trade Commission at Washing-
ton in a continuous series of complaints, exhibits, proofs, and leoal
briefs, various unfair and destructive activities employed in the (is.
tribution and installation of autonatie electrical ieclinal refrig.
erators throughout the whole range of their many sizes and uses in
both doniestic and commercial fields up to 1-ton maximum ice.
making capacity per day (all refrigeration above this capacity being
effected by either ice or mechanical refrigeration operted non.
automatically and under constant control of experienced engineering
personnel).

Filed herewith are copies of thee complaints in 'two pamphlets:
P-] (including protests and data from May 31, 1928, to March 22,
1929, inclusive), and P-2 (continuation of the aforesaid complaints
and data from April 24, 1029, to April 21, 1930, inclusive).

Unfortunately for us and, as we believe, for the industry, this great,
highly organized and very expensive branch of the Federal Govern-
ment showed virtually no interest or action about this matter through.
out the above period and up to the present time to which we were fully
entitled under the facts and laws concerned.

On pages 3 to 6, inclusive, of P-1 are lists and reproductions of then
current newspaper advertisements of various public utilities offering
(as a regular practice, continued up to the present time) about 30 ap-
pliances (energized by electricity, gas, and explosive engines) used
largely in homes. The consumer sales of these appliances for the
year-season 1927-28 totaled (according to McGraw-Hill Publishing
Co.'s lists) over $800,000,000 (including 468,000 domestic refrigera-
tors, priced on the same basis as $128,700,000).Out of this vast sum of necessities, or conveniences, or economic
devices, or luxuries (the name in each case dependent upon who de-
fines it), domestic mechanical refrigeration alone has been culled for
this excise tax.

Who can show the justice and wisdom of this selection out of this
mass of public purchases; or, in fact why refrigeration-and particu-
larly domestic refigeration-should be taxed at all instead of, for
example, plumbing, or heating or cooking, or washing or ventilating or
sewing or mechanical machines of al other sorts that are habitually
employed in most homes of this country at this time? We had no
notice or hearing before the House impost.
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It is possible that the rather spectacular position that domestic
refrigeration now occupies, due to long continued and expensive
propaganda and sales pressure of every sort; and further, the success
that it has achieved due to its public need and benefits and finally,
the fact that it has attained large sales, which can easily be taxed,
have combined to make this branch of this industry an easy mark
in this tax emergency.

Our view is that this excise tax should be spread over all refrigera-
tion jnd till these other devices as a general excise tax, each industry
and rt thereof to bear its justly needed share.

It is further possible that this particular area of this particular
refrigeration industry Las been selected on the assumption that it has
been a highly successful activity financially. The reverse is true.

The electric refrigeration business particularly in the domestic
field, wais practically initiated about 25 years ago when some of the
modern refrierant gases were discovered which turned out practical
and economical and susceptible of safe operation without constant
expert attention. The industry then slowly grew and became a
Practical industrial affair prior to the World War.

Since the war it slowly increased until about 1925 or 1926 when it
suddenly became a great industry with the growth during recent years
up to 1928 shown on page 5 of P-l, followed by a continued increase,
resulting in sales of about 900,000 units during 1931 for $216,000,000.

Throughout our complaint to the Federal Trade Commission we
stressed the mortality and lack of profit in the industry especially
on pages 67 and 74 of P-1.

Ilie various failures, shrinkages of operation, and reorganizations
in the industry to date all speak for themselves.

Among the various attempts to launch effectively and permanently
into this highly specialized industry, a single effort is known costing
more than $5,000,000 cash-with total loss to the investors concerned.

Examination of these records by any auditor will disclose a very
heavy mortality and a very small return on the investment, effort
and expenditure spent in this field as compared with the records
of many other devices in the same general domestic category (such
as washers, cleaners, etc.) aggregating larger sales wider diffusion
and a greater amount of profit.

Why, therefore make an exclusive target of this last item-do-
mestic mechanical refrigeration, now already heavily taxed in all its
constituent costs.

Again, why make this excise tax 5 per cent, when the no more
essential items of automotive cars and trucks are respectively as-
sessed at only 3 per cent and 2 per cent?

If the medicarprofession of the United States and the hospitals,
and the charitable and welfare workers, and the women of the
Nation; and all the food growers of meaits, fruits, and vegetables;
and all the transportation agencies for foods; and all the storage
and distribution agencies for foods; and all the hotel and restaurant
facilities of the country-were examined on this subject they would
give unanimous evidence of the weightiest and most conclusive sort
as to the necessity and economy of this modern refrigeration; the
great service it has provided towards making possible and now
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almost universal (and at greatly reduced cost) the growing distribu.
tion and use of fresh meats, fish, poultry, dairy products rZits, and
vegetables, regardless of season, climate and latitude' and the benefit
all this new and effective method of "modern refrigeration" dl.
tribution and storage of food in detail has afforded to increase the
health and comfort of the whole Nation from the cradle to the
grave. An increasing body of laws requTres refrigeration,

What possible industry can be found that it so fundamentally
essential throughout the year to the purse, the health and the com-
fort of every single living soul in the nation-and why should it
first and alone of all the domestic appliances be exclusively included
in this excise tuw, and further, at the highest rate?

Without this modern refrigeration the nation would now return
(as a general home proposition) to the days of rare and nonfresh r
fruits and vegetables for most of its area and most of the year aid
sour milk and stale meat and fish-and in general to more expensive,
less effective and les well regulated foods with the resultant harm
to the health and life of our whole population which the old conditions
automatically entailed.

The above views of myself and the company I represent are based
on seven years' active experience in the automatic electric mechanical
refrigerator field, both here and abroad, throughout the range of its
use as summarized on pares 87 to 94, inclusive of our "complaint
before the Federal Trade Co:nmission "-P-i, and attached literature.

The data coming before you on this subject front the refrigeration
industry is presented i9 detail by the National Electric M anufac-
turers Association (refrigeration division) and the Electric Refrig.
eration News, the organ of the industry, as well as from the various
individual sources like my own.

It all illustrates very clearly the current fast march of human
knowledge and experience, whereby the luxury of one day becomes
the necessity of the next--in our constant present active and highly
informed advance in the understanding and improvement of living.

In general, it is axiomatic that every human activity, which sus-
tains itself and really pays its way as it goes in competition, must
include in its essential costs every essential expense; and hence, any
tax imposed on this industry must be passed on to the ultimate
consumer, who in the end must pay all costs for everything produced
and distributed for his or her use.

The evidence put before you shows that this industry can not
absorb into its profits the proposed exclusive and excessive 5 per
cent excise tax, as it has not made, and can not now make, suchprofits, and must therefore of necessity, if it is to survive, pass any
such tax on to the individual user, which may jeopardize the progress
of the industry to such extent as to accelerate its difficulties and
even result in its failure.

The "ultimate buyer" in this domestic refrigerator industry is a
vniy fair cross section of all current American life.

Automatic electrical mechanical refrigerators to-day can be bought
dependent upon size and in a wide range of god quality, anywhere
from $100 up; and dependent on the place and character of use, m.
eluding the local rates for electricity and gas, can be operated for
anywhere from 6 cents a day up. It is in no sense a luxury.
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It must be quite clear that the present domestic owners of three
and one-half millions of these machines now in operation (or 17 per
cent of the 20,000,000 wired homes in this country, belonging to every
class of society that constitutes the cross section of average American
life) do not use them for display or amusement, like a piano or radio
or in part motor car, but to the contrary i the obscure domestic
portion of their homes for essential and economic service for health,
comfort, and economy of the family.

The very fact that thid domestic electric refrigeration busineFs is
relatively so new and potent has insn red the personnel I its whole
manufacture and distribution throughout the country with a remark-
able enthusiasm and desire to achieve, for which reason it has sub-
mitted of late everywhere to the maximum diminution of personal
return and increase of personal effort to bring the price of thie units
down to their present exceedingly low cost for sueh extremely intri-
cate and expert devices-because only by such action, particularly
at the present time, could it effect production costs low enough to
Inspire the 17 000,000 unequipped homes of this Nation to purchase
these needed Aevices.

Speaking for myself and the company and personnel and our dis.
tributive aFencies which I here represent-we welcome our proper
share in this excise tax, believing It to have universal application as
a fair and important basis of paying current essential Government
expenses; but I may also say in conclusion that we all definitely feel
that our willingness to assume this burden-and in sound American
dollars without delusive and destructive inflation-is contingent upon
the speedy and drastic curtailment of all Government expenditures
for services and personnel to a degree reasonably equal to that which
has already been necessarily accepted by all private individuals and
enterprises throughout the country during the recent period of stress,
in oider to again stabilize conditions of business and life in the
nation, and bing about an early return of wholesome prosperity
for all otr people.

The CHAIRMAN. Thank you.
Mr. EVANS. I would be glad to answer any questions.
Senator WATSON. Have these other gentlemen representing refrig.

erators anything now to say?
The CHAIRMAN. They are all through now.
Senator WATSON. There were two more here on refrigerators.
Mr. EvANs. Mr. Chairman, may I leave these exhibits?
The CHAIRMAN. Yes; you may.
Mr. EvANs. They give you an idea of the technical part of the

industry and show its difficulties.
The CHA RMAN. That will all be filed for future reference.
The CHATRMAN. I have been asked to place the following telegrams

in the record:

HOWARD BLOOD, NEW YoR, April 18, 1932.

Mayflower Hotel, Washington:
Answering your inquiry our records indicate that in discounting over past

year more than $10,000,00 of electric refrigerator installment papers through
approxinately 150 of our branch offices In United States that the repossession
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ratio on refrigerator paper Is far letter than our ropogoeslon ritio oi Imtallmollit
paper eovering other eootrkIc uberelvldimo much "m W114linlg ziitolilles# VU0111iw
sweepers, Ltnd riadlos.

HENRY 1TTIAJE5ON41 Y
Vhce Prest'dent Comme-ii*1 Infl'eatmeid Vaust(Ip

T'. B. UI~nA~ ALTIMO119, Mo., .ilrm! 1R, 1938?1.
('arc Alayflour Hotel, W1a.Ihin glen

Aiiswerhig inquiry (IonIOtle refrigerator paper liId~btv with loss delln.'s
tiucney atd fewer ropelem ~ionuI than uny other type emiuiner meaker recalvad des.

(hi douimay hanidles numy illons cleotrio refrigerator paper j)Jst two claru
with nouw i lctsm despite gcnu rally diftilt, conditions.

11. 1B. MATnipwo4
Vice P1resident 6ynmmrial (7roori Co.

t(



TAX ON SPORTING GOODS

STATEMENT OP TORN R. ELLIOTT, PRESIDENT OF THE NATION&T
SPORTING GOODS DISTRIBUTORS' ASSOCIATION

Mr. Ei.LIorr. As president of the National Sporting Goods Dis
tributors' Association, I desire to enter the protest of our association
against a tax of 10 per cent on sporting goods as outlined in section
(109 of H. R. 10236.

We feel that a tax on the majority of items mentioned in this
section are a tax on the development of the physical welfare and
happiness of young America. 31any of the items so taxed, including
baseball equipment, football basketball, volley ball, soccer ball, play-
ground tnd indoor baseballs are a part of the curriculum of our
schools and colleges. The majority of such equipment is purchased
by schools and boards of education for the use of the students and
is given to the boys and girls so that they may develop their bodies,
as well as their minds.

We are tgroughly aware of the fact that our Government needs
to raise revenue and, of course, we are heartily in accord with the
original manufacturer's sales proposal tax of 21/,& per cent on all
manufactured products.

However, the bill for that tax for some reason did not pqjs and,
therefore, the sporting-goods industry has been saddled with this
tremendous burden. The sporting-goods industry, as a whole, oper.
ate(d ukt It loS in 19317 and in splte of cluts; in salaries1 and overhead,
are facing another and greater loss for 1932,

Gentlemen we make the request in all sincerity that the tax on
sporting goods, l)articularly baseball, football. basket ball, volley ball,
indoor ind playground ball be eliminated entirely. Surely this great
comtry does not have to place a tax on the games that develop the
phy. icl well-being of its children.

however, it w-e must stand this 10 per ent tax on sporting goods,
I think I can say for the sporting-goods distributors that we are
good enough sporl-ts to face the music and take our medicine likesportsmen.Let si, however, analyze this swetion 609 muid see if the makers
th ereof have not done many injustices. They have overlooked some
items in sporting goods that should be taxed (if such taxation is im-
perative) and they have included other items that should not be
taxed. fake the first item mentioned, namely, tennis rackets.

Hundreds of sporting-goods dealers and tennis professionals buy
the racket frame and string the racket themselves. Therefore the
tennis racket does not become a finished product until it is strnmg.
Who is gding to pay this tax? The manufacturer of the frame or
the manufacturer of the strings or the sporting-goods dealer who
puts them together? If the last mentioned pays the tax, then will
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tile xepose of collection from hundreds of sources preclude tile
possibiity of the Goverunlent getting any net income from such a
tax I

If you gentlemen still dedth, that you want to tax tennis rackets
I would snake the suggestion that that read: Tennis-racket framnes,
tennis rackets, and tennis-rucket strings.

Let us pass oi to canoe paddles and cushions. Let us take the
paddles, but who in the name of Noah is going to define what is a
canoe cushion?

Senator Siomnor.. Well, you know what it is, don't you?
Mr. Euamorr Yes, sir; I know what a canoe cushion is, but Iwouldn't know whether it was qoing to become a canoe cushion

until it was sold for use in connection with a cano .
The satte type of Kapok-filled cushion is sold for use in autonio.

biles, for the office, for the home, for use anywhere where mankind
desires to make sitting down more comfortable. These Kapok.
filled cushions when used in canoes (and posibly less than 5 per
cent of them are so used) are, because of the buoyant nature of
Kapok, capable of sustaining a person afloat for some time in the
water. In this way such cui-hions have saved many lives. Are we
to place a tax on an article that may save a life?

Let us now pass on down the line to the baseball shoes. What
constitutes a pair of baseball shoes? All baseball shoes are equipped
with steel spikes or toe plates. Suppose that the makers of the shoes
eliminate the spikes. They then become just shoes. The dealer sells
the boy a pair of shoes then the boy buys a set of spikes and he
attaches them himself. low are you going to collect the tax from a
quarter of a million boys who themselves completed the operation
of snaking a pair of baseball shoes?

Senator C6vzrxs. Oh, I think you are carrying that to absurdity.
The CHAIIIMAN. I think so too, -
Senator ShostTsD. You don't think that would be done, do you?
Mr. ELIorr. I do not want to "e considered as saying this in any

spirit of levity at all. My idea is that if we are going to pay taxes
and we are perfectly willing we do think that this bill should read
in a way that a sporting-gooAs factory could understand it. I think
footwear should be eliminated for tax, purposes for the reasons I
have cited.

Senator SHOnWMIDo. Well--
Mr. ELLIOTT (interposing). Do you mind my going on with this

statement?
The CH1Ax . Proceed.
Mr. ELLIOTT. Now let us run down the line to football goals. Foot.

ball goals are .nade of three pieces of timber two uprights and a
crossbar. Any lumber yard in the country will furnish this lumber,
cut to proper size specifications, and any carpenter will erect it. Who
is going to pay the tax ? The lumber dealer or the carpenter? If
the lumber dealer, how in the heck is he going to know the lumber
is for football goals?

Please note the item of basketball uniforms. What constitutes a
basketball uniform? In the first place the shirt is a knitted shirt,
either of cotton or worsted; much the same kind of -a shirt as you
use for underwear. In fact, thousands of such shirts are sold for
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und wear. (lentlenen, if jou are going to place a 10 per cent
tax on these shirts you should tax at[ sleeveles shirts made by the
knitted-goods industry.

T1 he pants are "shorts" and made of materials that are often used
for underwear. Also for general gym wear. If you are going to
tax these pants, then place the same tax on all clothing made of
similar textiles.

In other words, we feel that as to clothing yx can not say it is
anI item that is directly connected with sports goods.

If you include shoes as a part of the uniform, then you will have
to tax every youngster who wears a pair of rubber-sole "sneakers,"
because that is what basketball shoes are.

Yot gentlemen can see that if this stuff were billed to a sporting-
goods dealer lie is buying for sports, but if it were billed to a dry.
goods store he would buy it for underwear and sell it at 10 per cent
less and where would the sporting-goods dealer come in?

We have no comments to make on the balance of the items in.
eluded in this bill, other than we note you tax fishing rods antl reels,
but you 0do not tax fishing nets. The commercial fisherman, the chap
who makes his living out of fishing, usually makes his own nets
and as he does not sell nets he could not, of course, be taxed. How-ever, the fish hog who usually unlawfully uses nets for fishing, buys
them from the factories. He denudes our ponds and lakes of fist,
so why not tax him on fishing nets?

Senator SinonTniz. Do you think they should be included?
Mr11. ELLIon. All. if you are going to cover them.
The CHAMMAX. There is qencral language in the bill to cover.
Mr. ELLIOTT. I was just criticizing the wording of the bill because

it might come up later.
The CHAIR1MAN. You may proceed.
Mr. ELL1.or In your list of sporting goods you had not men-

tioned boxing gloves, punching bags, rowing machines, pitching
horseshoes, croquet, badminton, bowling, shuttlecock.

Again we say that if we must be taxed on sporting goods, please
eliminate baseball, football, basketball, voll* ball, playground and
indoor ball.

Ninety per cent of the above items are used by children of school
figes.

I thank you.
The CHAIRMAN. We thank you.
Mr. ELLIoTr. I thank you for giving me this much time.

STATEMENT OF JULIAN W. CURTISS, NEW YORK, N. Y., REPRE-
SENTING A. G. SPALDING & BROS.

\M. CURTISS. Mr. Chairman and gentlemen, my name is Julian IV.
Curtiss, representing the sorting goods industry, including the golf'
lall and golf club manufacturers. I mention all those industries
particularly because in the bracket there are a number of industries
included which have no bearing whatever in our manufacture. I
refer particularly to billiard and pool tables, games, dice, and articles
of that nature. And the reason I wish to have those divorced from
our industry is because when the Senate took this tax off in 1921.
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Senator Reed, of Missouri, objected to it being taken off, when I saw
1dm, on the ground that he did not approve of billiard and pool tables.

Another third that seemed to be in tile Ilinds of the committee is
that professional baseball players use a large proportion of the good.,
Less than 2 per cent of the athhitie goods bought in the 'ilted States
goes to professional players, and they do not pay for their own eulin.
ment. 'hey go to the clubs, and the clubs have to pay a tax onifheir
admission.

The fact of the matter is that the goods that we manufacture go
largely to the youth of this country, There are over 1,000 school
higher than high-school grade, in this country, and over those one
thousand college%, there are only about 25 whose gate receipts are
sufficient to pay in any way for the goods that they use.

Now bear in mind that physical exercise is really a part of the
curricufuni of every college ani every high school,

And, furthermore, remember that these institutions that represent
go great i proportion of our trade, are in the nature of eleemosynary
institutions; tey tire dependent on the small tuitions they receive'
on tho gifts of their alumni; on the gifts of States, and on the gifts of
aunicipalities.

Now, no one would think of taxing school books which those children
use, an~i I claim it is just &s unjust to tax the athletic goods that form
a part of the physical program. There are over 10,000 high schools
in thq United c tates, and in every high school, without exception, the
children are examined for physical defects. Exercises are recom.
mended, and the industry that I represent furnishes the goods to
,arry out those exercises.

To be sure, there are sone 25 colleges in the country that have
large football receipts; but in no case do those receipts do more than
supply the athletic needs of the university. Yale, whose receipts are,
porlajs, as large as any-I can speak accurately in regard to whatshe has tone-I-icr whole athletic e equipment has 'been built up out of
those gato receipts. And yet this biil proposes to tax the very gate
receipts, and then those gate receipts being passed on to the goods,
and then the goods being taxed in addition, it seenis to me, it is a
real case of dojible taxation,

But the worst of it is that the goods themselves go to build up the
youth of our land; to give them health and strength and enjoyment-
enjoyment in its fullest and best dense.

Senator BN;tIAM. Now, Mr. Curtiss, how large a proportion of the
sporting goods are sold to young people?

Mr. CURTISS. With everything, except golf, at least 95 per cent
goes to young people.
. Senator IlARRIrSO. Has the price of sporting goods gone down or
increased or remained normal in the last five years?.

Mr. CuRTSS. Oh, it has increased,
Senator lAnhtisow. Baseballs, for instance.
Mr. Cult1isS. Yes, sir.
Senator HAIIISON. What do they sell for now?
Mr. CUwRTSS. Well, I have been in the business over 50 years.

When I first came in those baseballs sold for $1.50 each, or $15 a
dozen. The clubs now buy them for $14 a dozen.

Senator BINOHAM. In other words, the price has diminished?
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Mr. CuwrTss. The priep has diminished. Of course, other things
have gone up, Tennis balls never have been so cheap as they are
to-1ay. .

A.\td, snpetkin, of tennis, I went to the park yesterday afternoon
ard every tennis court wms crowded, and I venture to say, if my
judgiocft is worth anything, there was not a thnglo person playing on

ti(Nw, courtg that was over 18 years of age. Those are the people
that handle our goods, with the single exception of golf. Gi of ig i
game for old and youiin,

Senator lAnrUMoN, Moistly for old fellows, like the chairman of
this commiiittee.

ilr. (tTIsS. I submit it is a most enjoyable gaie, and we are all
paying taxes on our elub duies.

iut the great majority of the people to-day are flocking to those
nilipal courts, bectuse the gaie 14 of such value to the old and

I thank you. NEW Yon, April 1,984

To t/tr Meimbers of the Senate Finance Committee.
GENTLEMEN: I appreciate much the opportunity of appearing before you In

behalf of the sporting goods industry. That association of manufacturers las
sel teclti me for their chairman and asked me to present their case to you.

iju present bill was rushed through tile House of Representatives so rapidly
that no opportunity was there given, We realize fully the necessity of balancing
the Budget of the country and the difficult task that it presents to your honorable
body, but I certainly can not help but feel that an injustlco has been done to our
sn11l and struggling industry.

I wih to register a strong protest right at the start against the Inclusion of
billiard and pool balls, fishing rods and reels, billiard and pool tables, chess and
che(k(r hoards and pieces, dice, gaines, and parts of games hi section d0. They
have nothing whatever to do with our Industry and should have a separate see-
tion. Tie Golf Manufacturers and the Athletic Goods Manufactururs are not
interested in the slightest degree in them, nor have they any part whatever In
our industry, and I certainly wish to make the strongest posit)le plea that they
should be serrated. The reason for this inclusion is because they have c(i
dently copied this from the list that was madet up after the war. And I know
that some of the Senators with whom I talked at that time were against removing
the tax from our industry because of this inclusion of billiard and pool tables.

When this tax was finally removed by action'of the Senate the vote was ex-
treielv close and Senator aced of Missouri reserved the right to call the matter
up agiin. I then had a personal interview with him and his sole objection to
removing the tax was simply on account of the assoefation of billiard and pool
tables. After explaining the whole matter he withdrew all his objections and
never asked for any consideration. I mention this incident to show how unfair
this association is to the real sporting goods industry.

If this classification is made as it properly should be then the revenue to be
derived from this tax would be less than four millions and at the present rate of
decline over last year it will I am afraid, be closer to three millions.

Our sales at present are about 35 per cent less than last year and that was a
most unprofitable one. A 10 per cent tax would increase much the sales resistance
and would make a most unfortunate position still worse, throwing many more
people out of employment.

When a similar tax was imposed on sporting goods after the war, as a war meas-
ure, I found that in the minds of the members of the Ways and Means Committee
of the House and of the Finance Committee of the Senate, there was a distinct
feeling that sporting goods were largely used by professional ball players. The
professional ball players represent but an exceedingly small percentage and all
tleir equipment is supplied to them by their clubs who are to be taxed 10 per cent
on their admission fees. It was apparently not realized that the great users of
sporting goods to-day in this country, are the boys and girls in the schools and the
youth in the colleges.
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There are about 1,000 institutions above high school rank in this country, In
approximately 075 of these colleges, the receipts front admissions are Insufliclnt
to maintain inter-collegiate athletic program without additional help. In herhisps
25 colleges and universities where practically all of the physical education active.
ties with the exception of football, are conducted at a loss, football supports the
minor sports and intramural program. In the majority of these 25 universities
the athletic departments are heavily in debt for their athletic plants. College
athletics a legitimate part of education should no inore l) subject to a tax than
should the law colleges, schools of journalism or other course and departmntsnt
Athletics are partly supported, it is true, by the volmtary contributions of the
ticket purehnser, while thie other departments are iiaintulned by gifts froin the
wealthy and from taxes and tuitions. It has not generally" been the custom to tax
elemosynary institutions or enterprises that are philanthroplc In character. The.
educational Institutions that are maintaining athlcth' departnmnts are eleento7y.
nary, Football, the only paying sport of the colleges, is philanthropic in that tie
profits are used in maintaining the other activities and in building the athletic
plant.

Lot tus emphasize this statement that with the exception of golf inmplements
alone, 0 per cent of all the sporting goods of the country go to helpb il d tip the
strength and manhood of our youth. Schools generally have a ph slcal program
which is part of their curriculuim. Is it fair to tax the recelots of the games that
are held and then also tax then for the very goods which enable them to play
those games? Let tue reiterate, every college devotes the money received from
athletic contests to pai ng, as far as possible, for the athletic equipment and
facilities that their .aiidents enjoy, and a 10 per cent tax on admission decreaes,
of course, by just that much their receipts and gives then just so much less money
to expend in their sporting goods equipment. Is not this hard enough on our
industry without coupling with it another 10 por cent tax on the goods them-
selves? There are some few college galies that draw large amounts f money
but at the outside there are not over 25 colleges where the gate receipts are suo-
clent to take care of the recreation requirements. I can speak particularly for
Yale, because I am an alumnus of that college. ter g4ate receipts have enabled
her to equip her playgrounds, to build her stadium and to provide for her thous.
ands of students a complete athletic equipment. The university benefits biy
gifts from her alumni. Athletics have to pay their own wa

There has apparently been no thought of taxing toys, whfeh is well, but why
overlook the dolls andi jumping jacks and take it out of the boy on his baseball,
basketball, and football?

Golfers of the country are an older class. It is the one sport which the old
as well as the young can enjoy. I brought tle first golf implements that were
ever sold to this country in the year 1892 imd commenced to play the game at
that time myself, and yet after 4b years I gtt the saine thrill whei I step out oil
the first tee. It is also the only sport where the tax would not fall directly
on the youth of our country. Most golfers are pay tlg taxes on their club dues.
Those who frequent the publlc courses are building up their health and sustaining
their spirits. This is certainly not an unimportant ft ature in these worrisome
times. Does it seem quite fair that their one greao health-giving recreation
should be severely taxed?

Not much headway can be made it thiln busy world of ours by those who lack
health anid strength. The training of the body'surely goes hand in hand with the
training of the nind atd this is universally recogtli.cd in all of our educational
institutions. Even in the elementary schools, physical education is provided for.
The high schools of the country, and there are inany, many thousands, as y ou
know, encourage the love of games. Basketball which started first il the
Y. M. C. A.'s has spread to every high school throughout this country. It i lie
great winter game for them, just as tenils and baseball fill their summer leeds.
The most wholesome joy that comes into the life of a school boy or girl of the
U cited States is from th'elr sports.

Is it fair that the implements of this recreation that mean so intich to them
should be heavily taxed? It is hard work for these high schools now to nice
their budgets. to impose a further tax on it meats tile curtailment of their
play, which is certainly their right and privilege.

During the past whiter we have devised every means that we know to keel) our
people employed. We have staggered our factory hell). We have tried to take
care particularly of those who have families delendent upon them. With the
approach of spring we hegan to take a lon g breath amid feel that our work so far
had been l)retty well accomplished, when this heavy excise tax cast a gloom over
our whole itidustry.
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Am I said before, we are sinall n size, There are many industrial corporations
whose y tea' sales woild far exceed tile totals of our whole industry, I figure that
the lifting ot this tax would probably not decrease til bdget by Iiuch over three
illllon-certainly not over four-and the bulk of it is being tiken right out of

the boy and glrt of the United States,
Respectfully submitted on behalf of the Sporting Goods Industry.

JULTAN W. Cuntiss, Chairman,

AflIIL 18, 1032.
To the Inembers of the Snate Finance Committee:

1WNTLMEN: May I not suggest that in the administration of this tax the
following plan should be followed, namely, that although you decide to keep
the 10 per cent tax, which should be a fixed sum, on th, regular lowest mainu-
faeturers' selling price, it would be far more equitable and easier for the industry
if In figuring this a 6 per cent tax on tle retail-list price were made the )asi
of tax to be paid. This would amount to exactly the same in dollars a far as
the return to tile Government was concerned, but It would be much fairer to the
consinner. If a 10 pow cent tax is put on the manufacturers' lowest selling price
this would be Increased again by the Jobber when lie sells the retail dealer and
the retail dealer would Increase It when hie sells to the consumer; in other words,
the tax would be pyranilded, In our industry there is a regular fixed list price.
Most of the manufacturers sell goods on a basis of discount from that price
whether it is one-third, 40, 50, or even better. Fifty per cent is the general
lowest price ot Jobbers.

The following is an Illustration of how this would work out. I have taken
an Imaginary article that costs tle factory $12 per dozen. The factory would
sell these goods to Jobbers at $15 and that would be the price on which the 10
per cent tax would be figured. This is in accordance with the sales tax system
as administered in our industry In Canada. The Jobber would advance his cost
one-third to sll to the retailer. The retailer would advance hi. cost 50 plr
cent to sell to the consumer, thus giving a retail profit of 33% per cent to the
retail dealer, 25 per cent to the jobber, and 20 per cent to the factory. I have
put down In these figures just exactly what the result would be in following
out my 5 per cent tax on retail-price plan and in following out the 10 per cent
tax, and also figuring out the Canadian system of adding the 10 per cent to the
cost and starting from there.

Factory Priep to Price to Retail li8t
cost Johers retailers

$12.00 $1 r. 00 $20.00 $30. 00per nt on list-........... .................... 13: IN 10, A0 21. 60 3, 1.W
10 per cont ................. ...................... 13, 10o 1,80 22.00 33.00
10 per cent added to coat, Canadinn plan ........ .. 13,50 1 16. 0 21.80 32.70

Under my plan same tax is handed on. The consumer pays exactly the same
tax that Goverinent receives; under other plans it is much increased'and unfair
to the consumer.

Furthermore, our catalogues have been distributed for this year all over the
United States and it would cost the Industry a great amount of money to print
new lists and change the prices, which they would have to do unless the plan
that I have outlined is followed, namely of adding a definite tax to each article.

Respectfully submitted on behalf of tle sporting-goods industry,
JULIAN W. Cua'uzs, Chairman.



TAX ON FIREARMS
LETTERS VROM THE AMERICAN MINING CONGRESS ANI TEE SAFETy

MINING CO.

Tua ArhenCAN MINING CONOWuun,
Vashbilton, D. 0., April I/, i?3.

fioti, iE) 4 iooT,
UchaoUnan Fina1ce (Jo0 imnltice,

Untied states, sl'note, ltushlston, D. 0.
MY DEAR SENATOR Smoo'r: May I ask your special attention to the itiqwal

of the Safety Mining co. with refere'lce to tie wording of section (110, on page
238. of It. It. 10230

Tho reading of the bill clearly shows that Its Intent Is to tax firearms, and
shells and cartridgem used therewith, but the punctuation ind wording of the
first two lines of the section create a doubt as to whether this would not also
apply to the mining cartridge used in coal mining.

I will greatly appreciate it if you will give thils matter con1sideration
and I tm sure you will am the deshelrility of clinging the wording to read
"There Is hereby imposed upon firearms, and sell and cartridges therefor,
sold by the manufacturer, etc.

'rhatikiag yiou for your attention, I am,
Very sincerely yours, T|It AMiERICAN MiNING CONoiuc, ,

fly 3, jr. C ALLI: .TH, Secretaru,

[i, it, 10280, See. 010, tax on dreams, shell, and cartridges)

The Safety Mining Co., of Chicago, Ill., mannfactu rers a pemrmIssible blast.
lg device known ts Crdox and commonly called a shell or cartridge.

This shell or cartridge In charged with CO, gas and Is sold or leased to mines
for the purpose of dislodging coil. Safety Is one of Its many features.

We do not believe It was the intent to tax the manufacturer of a commerclul
shell tor cartridge of tills nature, the intent being to tax firearms only.

To provide for the correct statement and Interpretation of the section we
suggest the phraseology of the caption and the clause be amended as follows:

"Tax on firearms and shell and cartridges therefor."
There Is hereby Imposed upon flr.,arns and shells and cartridges there.

for, * * *
SAFETY IXNINO Co.

S - , Vice President.

LETTER FROM THE FAIRCHILD .ARIAL CAMERA CORPORATION
NFW Yoas, Anrt 18, 1082.

CHAIRMAN OF THrE FINANCE COMMITTEE.

United States Senate, Washington, D. C.
DEAR Sin: The proposed tax act as passed by Congress contemplates a 10 per

cent tax on sales price of all cameraA weighing under 100 pounds.
The purpose of this brief is to show the damage that will be done to the aerial

camera md ustry should the above-mentioned tax become effective,
Should a tax of 10 per cent on the sales price be placed on cameras of the aerial

type as manufactured by the Fairchild Aerial Camera Corporation, New York
. Y.,It can definitely be said that it will mean a gradual decline to where we wilt

have but 40 per cent of our present employees gainfully employed and, with the
present threat of a rising competitive foreign market In this industry, it will
eventually result in the Fairchild Aerial Camera Corporation (at present manu-
facturing 85 per cent of the aerial cameras in the United States) closing down
entirely.

The branch of photography known as aerial photography, In which aerial cam.
eras are used, is confined chiefly to photographs for the use of mapping agencies
and map engineering companies. This important industry has indeed been
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trugaling for recognition of Its product for the past 12 yearn. Despite many

hitd lals andi neessarily high cost Of sales missionary work, It Is gradually be.
coning i necessity In ninny branches of engineering. Aerial photographs play
,it liiiportaitt iart In nany Industrial ises, such as the construction of road.
waterways, tax i)lanning etc. Very few of the concerns employed In the art of
serial photography have been profitable. Any additional burden Placed on these
coipatics, sue i i the contemplated 10 per cent tax on the con of equipment
siilidled them, would e a serious handicap and work a great deal of hardship.
Inasimuch as the average price of aerial cameras is around $1,500, the tax wil
have its influence on discouragingj mall operators from entering the field and
curtail tie operations of those already operating.Aerlal cameras range fi price front $4o0 toi500, atveraging, as mentioned,
around $1,500 In price, At this price the merelandlsin of a product such nsaerhl 0:UoIM IN iiiot ,iillt0ilt, hod the ielhion of fll aditional 10 per Cent Is
bolniid to udd an linitrinomitado sale barrier.

The foreli field for aerial cameras, In the event of A 10 per cent sales tax, will
ie pritcticitly obliterated. We, its American manufacturersof aerial photograillo

equiplmiernt, fiiceNsairily h ve at much hilgler labor rate than our foreign emipet-
Itors. flowover, We havt beon abde to compote favorably with foreign com-
1)ltit'sV (hi largely to ingenious construction, excellent sales tact, and goodIrodution ftellitits. l)cmaite those advantages, we have had enlornons diffiulty
n niarketirig agitlaist the sligtitly higher sales price of our equipment as compared

with vaiimera of foreign imufanunture. For example, the aerial camera known amthe eaglee ealtnera, ianitifiattured by the Willia son Co, in England, sells at$1,372 agaltist an aerial caliera (if siinilardesign, manufactured byus and selling
at $1,440. The minall difference of $54 in base price many tihes represents thoditererice between we getting the order arid our foreign competitor getting it,
Should we be forced to add it 10 per cent sales tax, we are tire, frot 12 years of
foreign murehaidsling, that It will be a physical imipossiblhity to sell ouri eqlnip-
iciait ii foreign inarhets. It should lie borne hi lind that thi additional $54 is

not the only factor we have to) contend with. Tariff barriers have been raised
ii il foreign conitrie with which we have deit in the past-as an exafmlple, in
Catnada we ire ficed with 30 per cent duty, 0 per cent sales tax, and 10 per cent
differentlil on excliaiige..whoreas our competitors, such is llliianisom, of Eng-
land, Alil i t 10 ir cit preferontial dity, 0 per cent sales tax, atl praetlcall
no dillerential on excliang, Through Uiusual efforts on our part, we have iintilthis year been able to hold the Canadhia market, However, the differences in
exohali eb are proving all enorious burden and an additional 10 per ccitt tax
limpttsed certainly iI w it ui entirely out of the Canadian aerial pliotgraphilo
niarket, ie of tiur largest fields.

It is worthy of note that few, if any, nerial cineras fare itsed for personal use.
In the entire" 12 years of selling we have but oee sold tn aerial camera that
iilgtit be deeied for personal use amid that to the class known ais a sportsman
pilot, time sale alillitilig to $600,

While the intention of this brief Is to bring particular attention to the aerial-
camera field, it is worth noting that practically all cameras weighing over 20
pounds fall in the iidiintrial class 1)o1ig used strictly for industrial urposes,
l iving employment to a considerable number of individuals through their use,

his class of camera should not b)e confused with the amateur caniera used by the
lay nian strictly for personal use. There are very few cameras lit the amateur
cla ,s weighing over 20 pounds.

We contemplate our sales volume for this year at $350,000 gross business on
which, under the inost favorable conditions, we should net approximately 10
per cent, lloiover, due to present conditions and the necessity for lowering our
price to the absolute iininiun, and, further, feeling It a duty to hold as much of
our personnel as possible, we doubt if we will make any profit, and we know that
should we be burdened with the additional 10 per cen sales tax, it will be neces-
sary, because of the large amount of sales we will lose, to hold only the absolute
nucleus of our organization and see what the future holds forth.

We appeal, therefore, to you, Interested in the employment of labor and the
welfare of American corporations endeavoring at this time to employ as much
man power as possible and to compete favorably in foreign markets, to carefully
judge the advisability of this additional 10 per cent sales tax on cameras falling
within the industrial class, with special attention given to aerial photographic
camera equipment. We recommend that no tax ho placed on aerial cameras
weighing over 20 pounds.

Respectfully submitted.
FAIRCHiLD AERIALj CAMERA CoRPORATIOt,
F, W. LVTZ. Vice President.



TAXES ON MATCHES

The CuAnuMA%. Is Representative Seiborling present?
Representative SzmwnLwto. Mr. Chairman, may I present Mr.

Ned 0. Begle, of the Berst-Forster-Dixfield Co.?
The CHAIMAN. We will hear Mr. Bogle

STATEMENT OF NED 0. BEGLE, NEW YORK, N. Y,, REPRESENTING
BEEST-FORSTER-DIXPIELD 00.

Mr. ImQLO. Mr. Chairman and gentlemen of the committee, my
name .ls Ned G. Begle, president of the Bemt-Forster-Dixfleld Co.,
manufacturers of matches, fbnd representing about 98 per cent of the
match industry, all of the match boxes, except several of the paper
box matches.

I may say, Mr. Chairman, that there are here to-day every match
factory in the United States represented by an executive.

The House bill of 4 cents a thousand would be such a decided
burden, confiscatory on the match industry that every match manu.
facturer has felt it necessary to protest. We have studied it care.
fully, and if we must be taxed--and it seems inevitable that our
industry and other industries must pay some increased taxes-then
we propose a tax that will be scientific, and a tax on our competitors,
like li hters, and will not be out of line with other taxes, that are not
luxuries but necessities.

We are not proposing a tariff. It we have to be taxed with a sales
tax or an excise tax, we wish to be taxed in a way that will simply
equalize our taxes with the tax on imported matches.

I have a brief, Senator Smoot, that will take about 10 minutes. If
anyone wishes to ask any questions during the reading, I shall try
to answer them.

Senator HARRIsoN. Let me ask you this now: Are you connected
with the Diamond Match Co.?

Mr. BEoLE. No, sir: not in any way. I am president of the
Berst-Forester-Dixfield Co.

Senator HARRISON. Are you connected with them?
Mr. Bsouo. No, sir; our only connection is that we sell them

woodenware.
Senator HARRISON. Are you connected at all with t'is foreign

concern the Kreuger interests?
Mr. AEGLE. In no way whatever.
Senator HARRIsoN. Do you sell anything for them?
Mr. BEGLE. No, sir; we sell only what we manufacture ourselves.
Senator HARRISON. Is the Diamond Match Co. connected with

them at all?
Mr. BEGLS. I do not know.
Match manufacturing is an old and typical American industry.

The oldest company in the United States has been manufacturing
1084
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matches steadily for over 50 years. The quality of the American
match is not equalled in any other country. In no foreign match
factory are wages as high as In the American factories. In no foreign
country does the consiiwr get as many matches for his money as in
the United States.

The raw materials for making American matches and match boxes
and packing supplies are found in nearly every State of the Union.
pine, poplar, cottonwood gumwood are ideal for the match sticks:
birch, maple, beech, poplar, gumwood, cottonwood make the best
quality wood boxes, and the paper industry in this country furnishes
the best of paper for wrappers, cardboard containers, and fiber-
board cases.

All of the chemicals are produced in this country except chlorate
of potash, and with necessary protection this chemical would-as
during the war-be produced here in quantity and quality as required.

Much of the raw material required for the manufacture of matches
is furnished bj the farmer a large amount of the wood for the sticks
and boxes andthe spruce for paper and containers also comes largely
from the farmer's woodlot and is a cash crop and a valuable crop.

Because of this plentiful supply of good-quallty raw material
scattered quite generally all over the country, end the steady and
universal demand for matches from every section of the country,
factories have been operating making matches, match blocks match
sticks, it d match machinery during recent years in 21 &ferent
States, as ioliows:

Maine: One wood match factory and one match block factory.
New Hampshire: One wood match factory and one match block factory.
Massachusetts: One paper book match factory.
New York: One wood match factory and three paper book match factories.
New Jersey: One book match factory.
Pennsylvania: One wood snatch factory and two not operating.
West Virginia: One wood match factory.
Georgia: One wood match factory not operating at present.
Alabama: One wood match factory.
Mississippi: One wood match factory.
California- One wood match factory.
Washington: One wood match factory and three wood match block factories,
Idaho: One wood match block factory.
Minnesota: Three wood match factories.
Wisconsin: Two wood match factories and one factory building match ma-

chinery.
Ohio: Four large natch factories in which every type of match Is made and

two factories making match machinery,
Missouri; One paper book match factory.
Illinois: One wood snatch factory, closca at present.
Michigan: One wood match factory, closed at present.
Florida: One book match factory, not operating at present.
Indiana: One wood match factory, closed at present.

When operating normally there are fully 25,000 employees in this
American Match Industry and many more dependent upon it for
work, and the investment is fully $85,000,000. The capacity of all
the factories is from two to two and one-half times the present con-
sumption of American-made matches.

Senator GORE. What is that last?
Mr. BEOLE. The capacity of all the factories is from two to two

and one-half times the present consumption of American-made
matches.
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Senator SuoaTnwouI. Pardon an inquiry. Could you not orally
give us the high points, the outstanding poZte of your brief?

Senator WALsH of Massachusetts. li objections to this excise tax
we would like to have.

Senator SHoRTxoz. Yes we would like to have your objections
to this excise tax. I would like to read your brief, and of course it will
beprinted.

The CAinuman. When his time is up we will ask him to put the
balance of his brief in the record.

Mr. BUGLU. I think I am the only representative. and it will only
take ten minutes. It is not long. A good deal of this I am, asking
by without reading.

Senator SnommIwDo. It is difficult to crry the details of figures in
our minds. Proceed, however. Pardon the interruption.
. Mr. BSoLU. The match industry of the United States has been
sriously harassed since the World War. During the latter part of
the war, Imports of matches stopped because of the scarcity of ships
and Government einbargo, so the American manufacturers were re,
quu'ed to supply the entire demand in this country as well as the re.
quirements or our armed forces abroad. This was accomplished by
building new factories, such as the large plant in Savannah, Ga.,
now closed, and by increasing the capacity of the existing factories.

After the war came serious difficulties for the industry. While the
increase in smoking created more demand for matches, this wag fully
balanced by the lessened demand due to the increased use of mechanic.
cal lighters, pilot lights on gas stoves, electric lighting ha homes, and so
forth. American Lfactories were overbuilt, the capacity was fully
double the possible consumption, and with a low duty of 0 cents per
gross foreign matches were imported in large quantities.

SenatorilICmD. Where did you get your chlorate of potash during
the war?

Mr. BEOL. It was made in three places. It was made out of sea-
weed on the west coast, and in Salt Lake City it was made from chem.
icals froii Salt Lake.

Senator Rnw. Are there potash deposits near Salt Lake City?
Mr. BEGiz. Yes. As soon as the war was over we could not

compete with the German potash, and it has been coming in since
from Germany. Yes; there are deposits near Salt Lake City.

The CHAIRMAN. On the Lake shore.
Mr. BEGLia. These foreign matches came almost entirely from

countries where the industry, through government monopolies, was
controlled by the Swedish Match Trust, and while these matches
came into the United States at an extremely low rate of duty, the
terms of these various monopolies absolutely shut out American
matches. The largest match company in the United States found it
necessary to make a contract to sell the matches of the Swedish
Match Co., in the United States; otherwise the imports would have
been much larger and the conditions in the American industry much
more severe.

In the summer of 1928 there appeared the most serious menace the
American match industry has had to face. The R':esian Soviet
Government began to import matches into this country. All these
Russian matches were sold to the trade at a low-cut price; their
imports increased rapidly in volume and soon were at the rate of over
1,000,000 gross per year. ... . .
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The Swedish Trust, in order to hold their American customers,
had to compete with the Russian's cut prices and the Russians, to
make edasy and quick sales, put their prices lower and lower. A
former representative of the Aitrg Company in charge of Russian
match sales in this country recently testified before the United States
Customs Court that he was instructed to sell these matches regardless
of price. The Swedes followed the Russian price down to hold their
trade and customers and the price in 1029 went as low as 32 cents
per gross, delivered duty paid, This compared with a cost of manu-
facture in the United States of 57 cents per gross.

These low prices naturally affected the price on the American type
of match and that prie has a corresponding drop. The effect on
the American Industry was so serious that from 1928 to 1031 not an
American match manufacturer operated on matches at a profit.

In 1029 the American match manufacturers complained to the,
Treasruy Department against the dumping of Russian matches. The
department made a most careful investigation of all imported matches
and, as a result, found dumping of matches from Russia and other
European countries exporting to this country-nine countries in all.
An appeal was taken by the importers to the customs court and the
finding of the Treasury Department was overruled, partly because.
our antidumping act is not sufficiently clear and defilite and does not
define fair value, but principally because it was impossible to gather
satisfactory evidence in Russia of the selling price there-the United
States not having any trade commissioners or diplomatic representa-
tives in that country. Therefore, as it now stands, there is nothing in
the way of Russian matches again flooding this country at prices far
below the cost of manufacture in this country-and this is violation
aso of the spirit of our tariff law.

Senator RucD. Do they make all three types of matches, or only
the box safety matches?

Mr. BEGL. The Russians make the strike-anywhere as well as the
strike-on-box, but the imports into this country have been all strike-
on-bx. We ate informed, however, that the Russians as getting
ready to export-and I have seen samples which have been sent over
here of the strike-anywhere matches, which are exactly duplicates of
our strike-anywhere matches. They can make theni, that is the
point, and they are going to export them. Articles in Russian
publications have stated that the Russians are getting ready, and our
Department of Commerce in the month of February stated that the
Russian plan was to export largely the white pine American type
strike-anywhere matches.

Senator REED. Do they nake paper matches too?
Mr. BEOLE. No, sir. There are no paper matched, coming from

Russia.
The United States tariff law of 1930, unfortunately, has not oper-

ated as was intended by the framers of the law. Prior to 1913 some
fancy matches with different colored sticks and heads were imported
into this country. They cost more to make and pack than natural,
color stick matches and were sold at higher prices. To equalize the,
duty with the cost and selling price the tariff act of 1913 placed
matches with natural-color sticks under a specific duty of 6 cents
per gross and matches with colored sticks under an ad ialorem duty
of 25 per cent, the amount of the ad valorem, duty as was intended.
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being mueh higher than the amount of specific duty. The exact
wording of the act was:
W'bX aiiatvlurn, wind miatches, and all matches in books or folders ol living astained, dyud, or colored stick or stem, tapers consieting of a wick coated with
an Inflammable substance, night lights, fuses, and timoburning chemical signals,
by whatever name known, 28 per centune ad valorem.

This wording has been followed in all succeeding tariff acts including
the Smoot-U1awley Act. In that act the specific duty was made 2
cents per gross on the natural-color stick matches and 40 per cent
a(1 valorem on the colored-stick matches. This specific duty was low
as the actual difference in cost of production between foreign and
domestic matches, after careful investigation, was found to be 32
cents per gross.

Shortly after the Smoot-Hawley Act became operative the lius.
sians (later followed by other importers) began coloring, with a cheap
dye, all of their match sticks made for export and a small per cent of
tfern match stickis intended for domestic use. They sold these
colored stick matches in small quantities in their own countries at
extremely low prices-as low as 30 cents per gross compared with
prices from 70 to 90 cents per gross on their natural-colored stick
matches. They then exported them to this country, declared the
wholesale value as approximately 30 cents per gross, entered them
under the ad valorem duty of 40 per cent equivalent to 12 certs per
gross compared with the specific duty of 20 cents per gross on the
standard natural color match--a less expensive match to make,
because no dye is used. A very large per cent of matches now coin
into this country are colored stick matches, coming in at a 12-cent
duty and so evadingz the intended duty (and the revenue to our
Government) by at least 8 cents per gross.

Since the Treasury Department rule that Russian matches
coming into this country were violating our antidumping act, im.
porters of these Russian matches have attempted to evade the
necessary dumping fine (and this, apparently, with success) by
shipping these matches to various other European c6untries such as
Germany and Holland and then reshipping them to this country as
German or Dutch matches.

Sonie patriotic American jobbers and consumers have shown a
preference for American-made matches and a prejudice against
imported Russian matches. To prevent this patriotism or prejudice
from acting as a sales resistance to Russion matches, the manufac.
turers of these Russian matched are using distinctive American labels
and often mark their boxes so indistinctly "Made in Russia" that
American buyers are deceived ard buy Russian matches not realizing
where they came from. I shall have samples of all of those if the
committee is interested.

As a result of these many evasions of our tariff laws and our anti.
dumping laws, foreign matches have been imported in lage quantities
and sold at low prices; they have displaced many American matches
and put many American match workers out of employment; they have
also deprived our Government of a large part of the duty that it was
intended should be collected.

In Mississippi, for instance Senator Harrison, that mill that was
built there was built to manufacture the matches here because of the
20 cent tariff, but as soon as the foreign exporter found that they could
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color their sticks and come in under a 12 cent duty I understand
work was stopped on that mill. They have evaded that tariff.
Therefore there are no match workers operating in Mississippi to-day,

For theme many reasons American match manufacturers have found
it mposible for the past several years to realize even cost for their
matches. During the last 10 years 14 box match plants and many
other book match factories have been closed. Any sales tax or excise
tax must, therefore, of necessity, be passed on to the trade and
consumer. The American consumer, however, is, paying a very low
price for domestic matches, much lower than a consumer pays in
European countries or in Canada. Boxes holding 325 American-
made and American-type matches rre often retailed as low as two
boxes for a nickel, which is 130 matches for a penny. The standard
price to the consumer on the foreign-type matkh is a penny for al)ox
of 50 inatches. Nearly 100 per cent of the American match industry
is represented at this hearing. We feel we are patriotic American
business men. We realize that the Budget must be balanced, that the
match industry must and should bear its proportional share of in.
creased taxes but we emphatically protest against the exorbitant, un-
scientific, and confiscatory tax on matches as passed by the House of
Representatives, which discriminates against matches, in favor of
competitive lighters-would kill the advertising and give-away book-
match business-and which taxes natches-a prime necessity-at a
rate from 4 to 45 times as great as the rate placed on luxuries in the
salie bill.

Compare with other sales or excise taxes in this bill the proposed
match tax is:

Four and one-half times the proposed tax on cosmetics, furs, jew-
elry, sporting goods and cameras, yachts, motor boats, and safety
deposit boxes.

line times the proposed tax on chewing gum, radios, phonographs,
candy, and mechanical refrigerators.

Fifteen times the proposed tax on automobiles.
Twenty-two and one-half times the proposed tax on trucks.
Forty-five and one-half times the proposed tax on automobile

accessories.
Under this proposed tax the consumer will pay on the average 45

per cent more for his matches, as the selling price of matches in this
country for many years has been cost, or less, to the American won-
ufacturer. Any tax on matches, therefore, must of necessity be
added by the manufacturer to his selling price.

If special sales or excise taxes must be levied to balance the Budget
we propose in place of this House bill tax of 4 cents a thousand matches,
a tax that, would burden the match industry only in a proportion
somewhat in line with the burden placed on other industries.

We propose a sales tax of I cent per thousand on domestic matches
and %1 cent per thousand on imported matches with natural color
sticks and 2.3 cents per thousandon imported matches with colored
or dyed sticks, and 12$ per cent on all kinds 6f mechanical lighters.

These rates are 12g per cent of the selling price on both imported
and domestic matches with natural color sticks. These rates of tax-
ation do not discriminate in favor of the domestic match, but simply
equalize the tax, making it 12) per cent of the selling price of each
kind.
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A tax of 2.3 cents per thousand on matches with colored sticks pitts
a somewhat greater burden, relatively, on these cheap matches, but
the burden is merely corrective and is only equal to the amount that
matches of this kind have evaded the duty as named in the Smoot.
Hawley Act. This suggested tax would raise the price very little if
any, to the conswner. Large household boxes of American strike.
anywhere matches would still sell to the consumer at 5 cents per box--
the pre-war price-and small boxes of matches, such as the foreigner
makes, would continue to sell at the same price as to-day, namely,
1 cent per box or 10 cents per dozen boxes.

This tax could be collected at small expense and would yield a
revenue of about $4,000,000. Under this suggested tax the inatch
industry would be not only fully standing its fair share, but a sub.
staatially hi gher percentage of tax than any other stated in the House
bill, where the highest tax proposed is 10 per cent,

Attached to this brief are tables showing the effect of this proposed
tax on the consumer's price, and tables showing how this graduated
tax equalizes the tax burden on imported and domestic matches.

The CHAIRMAN. Your time, Mr. Begle, is up, and you can put the
balance of that on the record if you desire.

(The brief is signed by the following:)
The Diamond Match Co T. J. Reynolds, vice president.
The Ohio Match Co. L. H. Meade, vice president.
Federal Match Co. if. & Williams, man.sing director.
North American Match Corporation, John q2. Daniel, vice president.
Wisconsin Matr h Corporation B. C. Snead, secretary.

.Sun Match Co. (Inc.), Titus it. Irons, vice president.
Union Mtct. Co C 8. Beasley.
America's Own Matoh Co., Ned G. Begle, president.
The Palmer Match Co., John L. Walker, president.
West Virginia Match Cor oration, William Fette Jr., secretary.
The Genoral Match Co., £ C. Peurring, president.
Columbia Match Co., j.. H. Weaver, president.
Pacific Match Co., 0. V. Snyder, president.
Empire Match Co., K. Friedman, secretary.
Atlas Match Co., N. M. Fruchtman, president.
Mr. BEGLE. Any questions?
The CHAIRMAN. I say you can put the balance of whatever you

want to say in the record at this point. Your time is up.
Mr. BEWLE. Very well.
(The following data attached to Mr. Begle's brief is here printed

in the record inrfull, as follows:)

MATCH INDUSTRY'S PROPOSED TAX ON MATCHES

There is hereby imposed a tax on matches:
Sold b V the mapufacturer or producer i cent per 1,000 matches.
Sold by the importer 1.4 cents per 1,000 marches with natural color sticks or

stems.
Sold by the importer 2.3 cents per 1,000 matches with dyed or colored sticks

or stems.
There i hereby imposed a tax on mechanical lighters of 12% per cent.
The equivalent of a tax of I cent per 1,000 on both imported and domestic

matches would be:
Domestic book matches, 20 matches to a book, 1 cent per 1,000 is 50 cents per

ease, or 12$ per cent of selling price.
Domestic Strike-Anywhere, 16 cubic inches, 825 matches to the box, 1 cent

per 1,000 is 46.8 cents per case or 3% per cent of selling price.
Domestic Strike-Anywhere, 2O cubic inches, 360 matches to the box, 1 cent

per 1,000 is 51.8 cents per case, or 12$ per cent of selling price.
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Imported Strike.O-Box, 50 matches to the box, 1 cent per 1,000 is 7.2 ceato

pergross, or 0 per ,nt of tiliigprce,
Proposed tax of I cent per 1,000Ona natbb is equivalent to the following per

cent sulbis tax on present prices:
Domestic book matches, 12,4 per cent,
I)oiaostie 16 cubic Incites. Strike-Anywl|ere, 13- per cent.
Domestic 20 cubic inches. Strike-Anywhere, 12$ per cent.
Imported Strlke-On-Box, 0 per cent.
American type matches, average, 12.8 per cent.
Foreign type matches, average 9 per cent.
A saleg tax of I cent per 1,000 on dometie matches and 1.4 cents on imported

natural color matches and 2.% cents per 1,000 on fancy and colored stick matches
would equalize the tax and yield approximately $3,600,000 annually. Sales tax
of 121$1 per cent on lighters would also ho necessary to equalize the tax.

Prinolpaltpackings of domestic matches:
Book matches, tax I cent per 1,000, 50 cents per case, equals 12$ per cent on

selling price.
Sixteen-cubic-inch matches, tax t cent per 1,000, 40.8 cents per case, equals

131 per cent on selling price.
Twenty cubic inches, tax 1 cent per 1,000, 51.8 cents per case equals 12A per

cent on selling price
Principal pacI ngs of Imported matches:
Natural color, Strike-on-Box, tax 1.4 cents per 1,000, 50.4 cents per case, equals

12,0 per cent on selling price.
Colored stick, Strike-on-Box, tax 2.3 cents per 1,000, 82.8 cents per case, equals-

No fixed selling price.
Selling price on book matches:
Twenty matches to book, 2,500 books to case, $4 per case, tax 1 cent per 1,000,

equals I2 per cent,
Sixteen-cuble-inch matches, 325 matches to box, 144 boxes to case, $3.46 per

case, tax 1 cent per 1,000 equals 13$ per cent.
Twenty-cubic-inch matches, 360 matches to box, 144 boxes to case, $4.16

per case, tax I cent per 1,000 equals 12% per cent.
Imported matches, natural color sticks 50 matches to box, 720 boxes to ease,

$4 per case tax 1.4 cents per 1,000, equas 123 per cent.
Imported matches, colored or fancy sticks, 50 matches to box, 720 boxes to

case, no fixed selling price, tax 2.8 cents per 1,000.
If tax of 1 cent per 1,000 were placed on both domestic and imported matches

It would be unfair to domestic matches In the ratio of 1.4 to 1.
One cent per 1,000 on book matches equal 12% per cent on selling price.
One cent per i,000 on 16-cubic inch matches equals 12$ per cent on selling

price.
One cent per 1,000 on 20-cublc-inch matches equals 12% per cent on selling

price.
One cent per 1,000 on imported matches equals 9 per cent on selling price.

TAX PROPOSED BY THE MATCH INDUSTRY

Proposed tax of 1 cent per 1,000 on 0 size, 45 matches to a box.
Adding tile proposed tax to ihe present selling prices which are approximately

cost, selling prices would be as follows:
Present net selling price per case, $3.46 to jobber.
Proposed tax to be added $.324 per case, $3.784 to jobber.
Jobbers sale price allowing jobber 15 per cent on sales per case, $4.44 to retailer.
Retailers sales price allowing retailer 30 per cent on sales per case, $6.34 to

consumer.
Consumer would pay approximately 0.9 cent per box.

TAX PROPOSED BY THE MATCH INDUSTRY

Proposed tax of I cent per 1,000 on 16 cubic inch size, 325 matches to box, 144
boxes to case.

Adding the proposed tax to the present selling prices which are approximately
osat, selling prices would be as follows:

Present net selling price per case, $3.40 to jobber.
Proposed tax to be added, $0.468 per case, $3.928 to Jobber.
Jobber's sales price allowing Jobber 15 per cent on sales per case, $4.62 to re-

tailer.
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RetAiler's sales price allowing retailer 80 per cent on sales price per case, $6.60
to consumer.

Consumer would pay 4.0 cents per box-less than a nickel,

TAX P40POSED BY THE MATCH INDUSTRY

Proposed tax of 1 cent per 1,000 on 20 cubic-inch si1e, 360 matches to a box,
144 boxes to a case,

Adding the proposed tax to the present selling prices which are approximately
cost, selling prices would be as follows:

Present net selling price per case, $4.1225 to Jobber,
Proposed tax to bo added $0.504 per case, $4.0205 to jobber.
Proposed sale. price, allowing jobber 15 per cent on sales price per case, $5.45

to retailer.
Retailers' sales price, allowing retailer 25 per cent on price paid jobber per case,

#7.26 to consumer.
Consumer would pay 8 cents per box,

TAX PIhOPOSSD BY THE MATCH INDUSTRY

Proposed tax of 1.4 cents per 1,000 on imported S. 0. B. matches, 80 matches
to a box.

Adding the proposed tax to the present selling prices would make selling prlces
as follows:

Present net selling price per case, $3.92 to Jobber.
Proposed tax to be added $0.804 per case, $4.424 to jobber.
Jobber's sales price, allowing jobber 15 per cent on sales price per case, $5.20

to retailer.
Retailer's sales price, allowing retailer 80 per cent on sales price per case, $7.43

to consumer.
Consumer would pay 1 cent per box.
In the revenue act of 1918, section 901, Is a provision whereby the fair market

price of a commodity is to be taken as the value on which the tax percentage Is
o be applied. If a tax of 12%I per cent was placed on the fair market wholesale

price of matches this would be equivalent to 1 cent per 1,000 on domestic and
1.4 cents per i,066 on imported matches.

The applicability of excise taxes has been defined by the court as follows:
"Impost duties take every conceivable form as may, by the legislative author.

Ity, be deemed best for the general welfare. They have been at all times often
specific. They have sometimes been discriminatory, particularly when deemed
necessary by the tariff legislation of other countries." Knowlton v, Moore
(178 U. S. 41, 88, 20 8. Ct.747, 44 L. ed. 969).

The act of March 3, 1701, an excise tax on distilled spirits taxed imported
rum more heavily than It taxed domestic spirits.

In the revenue act approved June 80, 1884, a business tax of $10 was assessed
on insurance agents, and where the agents were foreign the tax on section 79
was fixed at $50.

Customs surtaxes are levied in many foreign countries-assessed only on articles
Imported, as levies on foreign goods sales or consumption-and in addition to
the tax on the domestic article.

A few examples are as follows:
Austria: A sales tax in addition to the usual duty and in excess of the regular

Inland excises on sugar, tobacco, alcohol, playing cards, and matches.
Belgium: An additional tax on luxury goods Imported and applying on imports

only.
Canada: An extra I per cent extra excise tax on foreign goods Including matches.
Chile: An extra excise tax on imported playing cards, cigars, cigarettes,

tobacco, spirits, and pharmaceutical and toilet preparations.
France: A surtax of 2 per cent is collected on imported goods when Imported

or when sold to the consumer.
Germany: A sales tax of 2 per cent Is levied on import transactions only.
Greece: On imported goods only a customs surtax is assessed, payable at the

same ratio as the basic duty.
Mexico: A customs surtax applying to foreign goods only Is assessed.
Netherlands: All articles imported are assessed an additional consumption or

statistical tax.
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Similar sales or excise taxes on imported goods or transactions only are assessed
in mnany more countrios, such as Columbia, Estonla, Poland, Rumania, Uruguay,
Venezuela.

[The New York Times, Asturday, March 10, 19321

OOVERNMNNT LOSNS ANTIDtMPINO SUIT

Court finds there is no basis for $1,000,000 duty on matches impor.ecd from
Russia.
An appeal Is expected.
Prosecutor declares provision in tariff law would be rendered Ineffective If

ruling i. upheld.
Judge Charles P. MeClelland handed down yesterday a decision In the United

States Customs Court sustaining the protest of the Arntorg Trading Corporation,
the trade representative of the Soviet Government, against the lev of more
than $1.000,000 in duties under antidtmping provisions of the tariff law on
importalions of matches manufactured in the oviet Union.

r 1rihere Is no evidence to sustain the appraiser's return of the Involved mer-
chandise as being subject to dumping dity," Judge McClelland held. Another
fact lie found in sustaining the enteredd values" of the merchandise the decielon
said was "that on the dates of exportation of the involved meroAandise from
soviet tussia there existed therefor neither a foreign market value nor an export
Vale,"

Judige McClelland declared that "there is absolutely nothing before we which
might b used aq a guide in determining what Congress meatnt by 'fair vale,'
whatever the termi means" (in the tariff law).

UPsTs GOVERNMENT'S VIEW

ThiN wac interpreted by Charles 1). Lawrence, Assistant Attorney General in
charge of the case, as a ruling against the Governmaent's cotttiition that it was
the (dity of the court to define the terms of the tariff law. Stich a rulig, Mr.
Lawrence pointed out, was a question of law vhich, If upheld in subsequent
litiation, would render the antidtuimping provisions of the tariff act ineffective.

because of that far-reaching resuL, te Government doubtlessly will carry
the case to a review by three judges of the court, whose decision again could be
appealed to the United States Court of Customs and Patent Appeal! at Washing-
ton. Mr. Lawrence based his Interpretation on a summary of the decision given
him by telephone at his home, to which he was confined by a cold.

Conunenting on the Government's conduct of the case, Judge MeClelland said
"had the policy of the Government in the trial of the issues involved been more
liberal andIhl;s technical the record might have disclosed facts which formed the
basis of the appraisers' fndings that would have enabled the court to determine
more satisfactorily whether" the additional duties were justified under the
statute.

Its legal representative's apparent policy in these cases, as in all reappraise-
ment cases involving antidumping ("seems deliberately to be to shut the door
of inquiry against ascertainment * * * as to what led to the promulgation
of the antidumping findings by the Secretary of the Treasury and the bases upon
which the appraiser made his findings," he continued.

"Such an attitude is as truly Russian as the involved matches," Judge McClel-
land declared. 1 '

CONDITIONS IN RUSSIA CITED

The evidence or. which the judge held there existed neither a foreign market
value nor an export value for the involved merchandise were the conditions of
manufacture and sale within the Soviet Union, according to George J. Puck-
hafer, of Puckhafer, Rode & Tompkins, attorneys, who appeared for the plaintiff.'

As the matches wire produced by industries controlled by the government and
sold not In a free tnarket, as in the United States, but in a market of controlled
prices, such values did not exist, the plaintiff contended, as the "fair value" was
undefined and foreign market and export values were nonexistent, the injury to
the match industry, asserted by the government and which the judge held was
not supported by evidence, was not measureable, it was argued further.

Judge MoClelland pointed out that the Government based its case on the
contention that there was a foreign market value at the time of exportation
within the meaning of section 206 of the emergency tariff act of 1921. This,
he said, the Government failed to prove, and it also failed to prove that at the
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time of importation such or similar matches were being sold it the United States
for less than their "fair value."

Other points at imsue that the court found aN facts in sustaining the "entered
values" were that "there is no evidence which shows the cost of production of
the Involved znerchandiuo," and that "the evidence sustains the exporters' sale
prices as act forth it each of the exhibits."

The suit was the outgrowth of a Treasury Department ruling May 23, 1030,
denying the right of importation of match consignments unless the antidumping
duty were paid, This duty, it is provided, represents the difference between
the "fair value" and the sale price. In a decision last January 7 Judge McCNe.
land held, in sustaining the protest of Klebcrg & Co. (Iw.), importera of Aris.
trian safety matches' it Is not the function of the court to define the term
'fair value' " and said that In attempting to do so the Secretary of the Treasury
exoeded his legal powers.

Senator Gona. Are you asking for an increase in the existing rates?
Mr. BEoM No sir. May I state, Senator Smnoot, just what 1 am

asking for? It wil take but a moment to state what we propose,
Senator Goam. I do not want to run him over his time, but I

wanted to ask him if he wanted an increase of rates. There is a duty
on them now, is there not?

Mr. BsGLE. There is a duty of 20 cents per gross.
Senator Gons. Have you appealed to the tariff board for relief?
Mr. BGL. I am not asking for a tariff to-day on this. The

House has passed a bill with a sales tax of 4 cents per thousand on
domestic matches and imported matches.

Senator Gons. You want that struck out?
Mr. BEGLE. No, sir; we are perfectly willing to pay a tax in pro-

portion to the other industries taxed, and pay a tax of I cent per
thousand on domestic matches, and 1.4 cents per thousand on the
sale of foreign matches. Each of those are equivalent to 12% per
per cent of the selling price. American matches are sold in this
country as cheap as 130 for a penny. Foreign matches are sold
about 50 for a penny, principally because the American buying
public does not count the number of matches they are buying.

The CHAIRMAN. Mr. Cooke suggested one-fourth of a cent to one-
half cent.

Mr. BEOLE. One-quarter of I cent is one-fiftieth of a cent on each
box.

Senator REED. How would you feel about a general manufacturers'
excise tax of say 1 per cent?

Mr. Bnoza. Decidedly in favor of it. Our plea to-day is because
the House has placed a confiscatory tax on matches.

Senator REED. We were told that this tax of the House bill is a
sale tax of about 55 per cent on your product.

Mr. BEGLE. Yes, sir; it averages between 50 and 55 per cent.
And less on the imported matches. A tax of 1 cent a thousand on
matches is 12f per cent on domestic matches and only 9 per cent on
imported matches, because we sell more American matches in this
country to the consumer for a cent than the foreign manufacturers do.
And it would not be fair to put a tax of 1 cent on American matches
and not have a tax of 1.4 cents on imported matches.

Senator SaOTmGE. Where is that box from? [Handing a match
box to the witness.J .

Mr. BEGLE. That is an imported match. "The Philadelphia Club."
That is a Russian match. Know the name. The country it comes
from is very indistinct on the box, but I know "The Philadelphia
Club" is a Russian brand.
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Senator SIIORTMO . Where is that box of miatdes frojin? [|and.
ing the witness another box.]

Mr. BEOLP. That box of matches is made in Sweden and sold in
this country. "Protecto." The Diamond Match (o, has a con-
tract, to sell Swedish matches in this country. I understand not
because they want to, but if they did not have a contract that limited
the amount of Swedish matches sold in this country we would be
flooded with low-priced foreign matches.

Senator GonE. You say the Russians color them now?
Mr. BEoL. The Russians color them now; yes, and thereby

evade the duty by 8 cents a gross.
Senator GoRt: Most of them red?
Mr. BzorL. Most of them red, with it yellow head.
Senator SHOETRIDOE. And where does this box of matches come

from? JHandinz mother box to the witness.
Mr. BEOLE. ThIs is the "Vulcan," the most popular match made

in Sweden. It is the oldest and best known brand made in a foregiri
country.

Senator SHOnTWOE. We can 11make just as good a match here,
can we not?

Mr. BtoLO. Yes. The best wood in the world used for making
these matches is aspen. And poplar, or popple, as it is called in
the northern countries. My company has two factories, one in
Minnesota and one in Maine, making a match to-day that is better
than that quality.

Senator HAUIusoN. What percentage of matches used in this
country are paper matches and what percentage wood?

Mr. BEGLE. 1 do not mauufacture the paper matches and 1 would
have to estimate that, Senator. I would say about 20 per cent
would be paper matches.

Senator HARRISON. Twenty per cent would be paper matches?
Mr. BEGLE. Yes, sir. Mr. Reynolds of the Diamond Match Co.,

the vice president, might be able to give you that figure.
Mr. T. J. REYNOLDS. Twenty per cent is a very high estimate.

I should say 15 per cent would be the outside of paper matches.
Senator REED. Does it take as much wood in the form of pulp to

make a paper match as it does to make an ordinary wooden match?
Mr. t EYNOLDS. I could not answer, Senator, because I am not in

the manufacturing department, but I should say no. I should say it
would take more wood for a wooden match than it does for a paper
match. A paper match is thin.

Mr. BEOLE. It would take nearly twice as much wood for the
wooden match as it would for the paper match, because in making the
paper you grind all of the wood into pulp, but in making the wood
match it is a veneering proposition where you lose all the heart. So a
wooden match of this type would take about twice the amount of raw
material that a paper match would.

Senator SHORTRIDGE. What company makes this match?
Mr. BEGLE. That is made by Kreuger & Toll. That is a Swedish

match, and made by that concern, Kreuger & Toll.
Senator SHORTRWGE. Do they own that organization?
Mt. BEGLE. They control all of the industry in Europe, with the

exception of Russia, and if that organization is going to collapse, as it
seems that it is going to do, we are going to be flooded with every kind
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of match thtt every one of them can make. You do not see an Ameri.
can match in Europe. Their monopoly has shut us off. In Sweden
you see nothing but Swedish matches. In Norway they use nothinlz
but Norwegian matches. In Finland they use nothing but Finnish
mantches, W e can not export matches to those countries.

Senator REED. How about South America?
Mr. BtOLt. Almost all of the match business in South America, is

controlled by the Swedish concern,
Senator WALSlH of Massachusetts. Have the governments made

contracts with the Swedish Trust?
,M1r. BhoL. Yes.
Senator WALSH of Massachusetts. And limited the importation

of matches to these contract matches.
Mr. BJOLE. Yes; limited it to the shipments from Siveden, to those

countries. There are no other matches that com6 in to those countries.
Senator WALSH of Massachusetts. For instance, in Cuba there are

no American matches?
.1r, BEoLE. In Cuba there are no American matches.
Senator GORE. And there are no American matches where they

have a State monopoly.
Mr, BEOL. No; there are none in France, Poland, Germany.

They have placed an embargo on them.
Senator Goan, Our countervailing tariff does not apply in the (atse

of Germany?
Mr. BEOLE. It does not on matches.' We can not ship a match into

Germany whatever.
Senator WALSH of Massachusetts. Is the aspen wood supply

limited in our country?
Mr. BEcoL. No ir; it is one of the fastest growing woods. It

concs U) in NOw England after a fire, and grows very thickly. You
will see new growth of aspen and white birch in New England, and
they grow very quickly. The best white birch in the world grows in
Maine and Wisconsin, and the quickest growing tree that we have is
the ordinary poplar, or in the South your cottonwood, the same type
of tree.

STATEMENT OF LEVI COOKE, WASHINGTON, D, C., REPRESENTING
MATCH MANUFACTURERS

The CHAIRMAN. Mr. Cooke, you have a statement you wish to
make?

Mr. Coon. Yes. It will only take a few minutes.
Senator RzD. Is this on nose powder or matches?
Mr. COOKE. Matches, sir. I discussed the other day the position

of the paper-match industry. The two clients I represent, first the
Lion Match Co. of New York City, and now the Universal Match
Corporation of St. Louis, Mo., produce about 35 to 40 per cent of the
paper matches. The Diamond Match Co. produces a major portion
of the balance, if not 99 per cent of the balance.

You recall that the tax at 4 cents a thousand is 50 to 55 per cent ad
valorem. I suggested the other day a maximum of one-half a cent
to make an ad valorem of 6 per cent or 7 per cent. Within the range
of these speical taxes. Preferably a quarter of a cent on a necessity,
admittedly such, which would produce about 3 per cent ad valorem.
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It is very generous of the gentleman who last testified to offer to the
Government 1 cent a thousand, which is 12% per cent, or a little more.
Higher than any range in the measure so far except on special articles,
which have been already discussed, running much higher.

The wooden-match industry would benefit thereby as against the
paper-match industry, because the wooden matches are sold and not
given away to ultimate consumers' use.

We, as I stated the other day can not stand any substantial tax
above one-half cent on a thousand and continue to give these matches
away, which matches amount to, according to my information, 20
to 25 per cent-probably 25 per cent-of the total consumption of
matches in the United States. It is a domestic industry and un.
complicated by Mr. Kreuger's former operations abroad, or the result
thereof.

The paper-match industry uses 15,000 tons of wood pulp, mostly
domestic. Uses quite as much wood as the wooden match uses.

The CHAiRMAN. That is what you said the other day.
Mr. COOKE. Yes, sir. Now we submit that those who sell wooden

matches for distribution for sale to consumers and also paper matches
to go into that trade where the matches are given away, are not so
concerned with the rate of this tax as those who are exclusively
engaged in making paper matches.

Senator SHORTRIDG. Do you suggest any different rate?
Mr. COOKE. We say one-half a cent.
Senator SioaTaVoic. On paper matches?
Mr. COOKE. A half a cent on all matches. But if they insi~t on

being generous and giving this tax into the Treasury at the expense
of the consumers of the country, and paying 12% per cent ad valorem,
or one cent a thousand specific, we urge that paper matches, a purely
domestic industry, be relieved from that burden which would mean
inevitable destruction to the majority of the business, if not all of it.
We are willing to have a maxinium of one-half a cent, which would
be burdensome, because of the nature of the paper match business
as distinguished from the wooden match. BWt just because the
wooden match people are so generous in their offer to pay tax into
the United States Treasury do not, therefore, carry us to the point of
destruction.

(Mr. Cooke presented a brief, which is here printed in the record in
full, as follows:)

THE AMERICAN Boot MATCH INDUSTRY PLEADS FOR ITS EXISTENCE

Re: THE PROPOSED ROUSE TAX ON MATCHES

The Universal Match Corporation, of St. Louis, Mo which is engaged exclu-
sively in the manufacture of advertising book matches, registers its protest
against section 612 of the House bill providing for a tax on matches of 4 cents per
thousand, which, in the case of book matches, would be a tax in excess of 45 per
cent of the selling price.

SUCH A TAX WOULD E PROHIUITIVE, DISCRIMINATORY AND CONFISCATAItY

It is Inconceivable that it was the purpose of the framers of this tax to legislate
this industry out of existence.

A case of advertising book matches contains, 2,500 books; each book has 20
matches; a case, therefore, contains 50,000 matches. The average selling price
of a case at the present time is about $4.50. The proposed House tax of 4 cents
per 1,000 matches means a tax of $2 on a $4.50 sale.
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In actual figures, a book-match manufacturer with annual sales of a million
dollars would have to pay an excise tax of about $450,000 per year. Oin the basis
of tle proposed sales tax of 2Y per cent the same manufacturer would pay a tax
of $22 00. This Is equivalent to 20 times the proposed sales tax rate.

The House tax of 45 per cent of the selling price of book matches Is four and
a half times the tax. of 10 per cent on jewelry, furs, toilet preparations, cameras,
sporting goods ad firearms; it is nine times the tax of S per cent on candy,
owing Rimn, radios and refrigerators; It is fifteen times the tax of 3 per cent on

411tonlobies.

THE DOOK-MATCH INDUSTRY 15 AN AMERICAN INDUSTRY

It employs American labor and consumes American raw materials. This infant
industry has been built tip In the past 16 years by a large investment of American
capital. Millions of dollars have been Invested in the development and con.
struction of special book match machinery and equipment which would be
worthless for any other purpose.

THE BOOk MATCH IS SOLD PRIMARILY AS AN ADVERTISING MEDIUM; BOOK MATCHES
Alit GIVEN FREE TO THE PUBLIC

The advertfAer buys advertising on a "give-away" book-match cover as lie
would buy space In newspapers, magazines, on billboards, etc. The book match
is becoming snore popular In the United States because it fills a long felt need of
the small business mai who requires neighborhood advertising. I. affords him
an opportunity to keep his name before his clientele, where the nature of his
business would not permit him to purchase the more expensive forms of advertising,

MUNDIED OF THOUSANDS OF SMALL BUSINESS MEN USE THU ADVERTISING 90o
MATCH

It is estimated that more than 500,000 smnll business men in every class of
trade, front the remotest hamlet to the largest city, use the book match as a prac.
tical and economical form of advertising. Tnerein lies the inherent value of the
book mate in the stimulation of the Nation's business,

TAX ON BOOK MATCHES IS A TAX ON ADVERTISING

Advertising is the blood-flow of the business organism cf our country. The
advertiser should be encouraged to increase rather than curtail his advertising
budget as a stinulux to the revival of trade. Any excessive Increase in the cost
of book matches to the advertiser will only tend to deprive hundreds 0.0 thousands
of small business men of an established and inexpensive means of advt!'ing.

THE BOOK Mt.TCH LOADED WITH AN EXORBITANT TAX CAN NOT COMPETE WITH
OTHER FORMS OF TAX-FREE ADVERTISING

Under present economic conditions any excessive increase iV the cost of book
matches to the advertiser would drive .the advertising book match from the
market. Without a large consuming market the book-match manufacturer can
not continue In business. This industry necessarily depends upon a large and
steady daily volume of production and consumption. Tais makes possible the
comparatively low selling price of book matches and permits their free distribu.
tion to the public.

THE PROPOSED TAX WOULD, UNQUESTIONABLY, RUIN THE BOOK MATCH INDUSTRY

The advertising book-match manufacturer would be forced to shut down book-
match plants which would further aggravate the unemployment situation. In
its wake would follow the destruction of millions of dolrs of American capital
invested in this industry and allied industries furnishing raw materials for the
book match.

THE BOOK-MATCH INDUSTRY TO-DAY Ie IN THE THROES OF INDUSTRIAL UPHEAVAL
COMMON TO ALL BUSINESS

In an effort to stimulate a market for Its product and keep its plants in opera-
tion and avoid unemployment the advertising book match is being sold to-day
at about cost. At best this young industry is fighting for its very existence.
The imposition of the additional burden of an excessive tax would sound its
death knell.
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TUN BOOK-MATOII INDUSTRY SHOULD NOT BE DISCRIMINATED AGAINST

We ank for the same treatment accorded other manufacturing Industries and
a reasonable tax which can be borne by the industry.

Book-match manuacturers business men everywhere, large and mall, and
the public generally are vitally concerned in the revision of this tax to a fair
proportion.

They appeal to the Senate Finance Committee to avoid the calamity that will
follow the adoption of the proposed House tax on advertising book matches.
They confldently believe that proper measures will be taken to protect them
against this Klaring Injustice to an American industry.

cspeotU v submitted. THr U IVERSAL MATCH CORhOATION,

St. Louis, MO.
The revenue act as passed by the House, H. R. 10230, section 612, Imposes the

following tax on matches:
"There is hereby imposed upon matches sold by the manufacturer, producer,

or importer a tax of 4 cents per 1,000 matches."

VOW Tins TVAX AVVECTS ADVERTISING BOOK MACNS

There are 20 matches per book, and 2,600 books per case, making a total of
50,000 inatches in a case. At 4 cents per thousand, this is en ivalent to $2 per
ease. Tite average selling price of a cas of matches is $4.60. Therefore the
proposed tax is equal to about 45 per cent of the selling price.

The proposed tax on book matches is equivalent to twenty times the rate of
2% per cent on sales tax, fifteen times the rate of 3 per cent on automobiles,
nine times the rate of 6 per cent on candy, nine times the rate of 8 per cent on
chewing gum, nine times the rate of 5 per cent on radios, nine times the rate of
5 per cent on refrigerators, four and one-half times the rate of 10 per cent ont ewelry, four and one-half times the rate of 10 per cent on furs four and one-

&If times the rate of 10 per cent on cameras, four and one-halt times the rate
of 10 per cent on sporting goods, four and one-half times the rate of 10 per cent
on toilet preparations four and one-half times the rate of 10 per cent on fire-
arms, four and one-half times the rate of 10 per cent on boats.

STATEMENT OF LEVI COOKE, WASHINGTON, D. C., APPEARING ON
THE SUBJECT OF MATCHES AND CEREAL BEVERAGES

Mr. CooxCE. If the cmnwittee please, I wish to discuss two items--
matches and cereal beverages. The match tax is found in section
612, and is very simple:

There is heroby imposed upon catches, sold by the manufacturer, producer,
or importer, a tax of 4 cents per 1,000 matches.

Matches are, of course, essential in American life. The invention
of the match was ote of the great inventions of all times, and
matches have become universal in use.

There are three kinds of matches that are used in this country.
There is the strike any place, anywhere, parlor match. I have a
box here that I bought in a grocery store on the way up here. There
are the safety matches, so called, of this character, in a package
[exhibiting same], and we are all familiar with them. And finally
there are the give-away matches, the so-called safety vaper or book
matches. And I secured these from the restaurant in the Senate
fresh of charge.

The total consumption of matches in the United States approxi-
mates $20 000,000 in turnover by the manufacturers and importing
sellers. How many billion matches are used I have no idea.

The three classes of matches-parlor matches, safety .matches, and
give-away matches--range approximately the same in price per
100,000. They are sold in different containers and by different
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methods, but actually for 100,000 matches the price ranges from
$7.50 to $8 up to $9.50. So there is no contrast in the price of the
three kinds of matches.
I The difficulty with this tax is that it amounts to an ad valorem
tax of 60 per cent, and that is the highest tax you have laid in the
bill.

Senator Rnv. Industry will not stand a 2 per cent sales tax, Mr.
Cooke.

Mr. CoonE. I quite so understand. But it is all the more impos.
sible to stand a 50 per cent sales tax in a domestic necessity.

For instance, your tax on fermentable grape juice and concentrate
is 40 per cent; toilet preparations, 10 per cent; furs, 10 per cent;
jewelry 10 per cent; automobiles, trucks, and accessories, I to 8
per cent; boats, 10 per cent; radios, 5 per cent- refrigerators, 5 per
cent; sporting goods, 10 per cent; cameras, 16 per cent; candy, 5
per cent; firearms 10 per cent; chewing gum, 5 per cent.

And converted into an ad valorem, 40 to 55 per cent on matches.
Of course that is a very severe tax.

I am addressing the committee in behalf of the paper-book match
manufactures, the give-away natchmakers. That is possible only
b1 virtue of the advetising that the match carries. Unless the
avertisers of the country ranging all the way from the smallest boot
repairer or cafeteria owner up to the greatest advertisers in the
country, are willing to pay for these matches and have their adver.
tisements printed thereon, this business could not survive. These
matches are sold on the average at $8.50 to $4 and $4.25 per 50,0m.
At 100,000 that brings them to $7.50 to $8 to $9, within the range
of all matches. Of course no advertiser could increase his adver.
rising appropriation 50 per cent.

About 5 per cent of all the matches used in the United States are
these give-away matches. The effect of destroying or greatly iin.
pairin that part of the match production of the United States is
to add enormously to the cost of matches to the final consumer.
Many men secure a box of matches every time they make a pur.
chase wherever matches are given away. his industry provides 25
per cent of all the matches used. It is a part of the matcs, industry.
The trade can not stand 50 per cent.

The suggestion of the paper match, book-match manufacturers
is that the tax should not -be beyond the range of the existing per.
centage tax placed on other articles, many of which are, of course
luxuries, such as furs and candies and other articles that are treated
as partial luxuries, at least. Candy, of course, is a food, but after
all it is a luxurious form of food.

The suggestion that we make to the committee is that you at
least treat matches within the range of the general average of other
articles to be taxed by manufacturers' excise.

Senator Rw. Do you favor a manufacturers' excise?
Mr. Coon. If you wish my opinion, sir, I favor a general sales

tax. That is my general view. I urged that in the Ways and
Means Committee as being the reasonable method. Short of that, a
very careful use of manufacturers' excise tax, sales taxes on par-
'ticular articles, so as not to pile on one article a destnctive and
burdensome tax.
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Senator 11mD. These are sales taxes are they not I
Mr. Com. These are sales taxes. but this is a 50 per cent sales

tax on what is an absolute necessity. You can not get along without
matches. Mz suggestion, and the suggetion that the clfents that
I represent offer is this ring the tax within the range.

Senator Snoat o. t about what would you suggest ?
Mr. CooKE. I would suggest, myself, a quarter of a cent a thousand

instead of 4 cents. Ancte maximum possible ioi one-half a cent.
Which would bring the ad valorem rate around 6, 6 7 per cent, within
the upper range of your present tax on other articles.

Senator SKORTRIOGE. Some near approach of relation to the other
taxes.

Mr. Coox. Quite so. And I think that this being a real necessity
that the tax should be put at a quarter of a cent if possible. This
being a necessity that you are dealing with. Not above one-half a
cent. At one-half a cent it would range around 6 per cent. And
beyond that, this particular business goes out, we believe, or is it so
substantially damaged that the people suffer greatly. The give-away
matches cease to be give-away because the advertisers will not buy
them. As I said, it is a method of advertising used by the smallest
to the largest advertisers, and many of the advertisers can not use
other mediums of advertising. For instance, the little cafeteria man
can not buy space in the newspaper because he deals only in a local
community.

There are substitutes for these give-away matches, like blotters,
calendars, baseball schedules, and business cards. But here is the
universal formn of local advertisement and national advertisement.
Therefore we urge that the committee go thoroughly into the whole
subject, as they naturally and certainly will, but remember that the
destructive tax in part or whole upon these paper matches means the
great impairment of 26 per cent of the total present production of
matches and will add greatly to the cost of the matches o the people;
because while the ultimate user does not pay for these matches he
may in some remote way ultimately pay back to the advertiser and
manufacturer.

Senator Gwio: What is this tax estimated to yield?
Mr. CoOn. This tax is estimated to yield $11,000,000 on a $20,-

000,000 turnover in the whole industry. Wooden parlor matches,
safety matches, and these. So of course the expected yield shows the
immense ad valorem rate.

There is some difficulty on account of imported matches to-day.
I understand under the last tariff act the Russians particularly have
managed to bring in colored dyed matches. And they pay about
12 ,onts a gross, whatever that quantity is, as against a first specific
of 20 cents a gross on uncolored matches.

The CHaAmA. Is there any witness here that will get through in
five minutes?

Senator Rm. Well, Mr. Chairman, Mr. Cook . has not finished.
Mr. Coose. I have got one other item. I can add greatly to the

discussion already had regarding matches and can tell you of wind-
ing paper squibs to save matches when they are expensive, and I do
not wish to see them made expensive by taxation to the public at
large.

115102-32----70



1102 abENUs ACT OF 1939

MicORANDUm nr Lmv Cooxm
Tile revenue act of 1932, 11It. I 10280, as it passed the House, Impose by

section 012 a tax on matches, as follows:
"There is hereby imposed upon matches, sold qy the manufacturer, producer,

or importer, a tax of 4 cents per 1,000 matches."
The section should be amended so as to mpowe by the same luitguage a tug

of not more titan one-fourth of 1 cent per 1,000 matches.
There are three classes of matches sold in the Uoilted Atrltem, to-wit, go.

called parlor or strike anywhere matches, the safety match made with woolen
sticks, and the safety paper or book match, 1. e., the matches with a Pper
stick In a paper folder or book. These matches of all classes are sold by the
manufacturer, producer, or importer at a current price range of $7.50 to $10 pOr
100,000.

(1) Tho tax of 4 cents per 1,000 matches as proposed by the House is equiv.
alent to an ad valorem tax of from 40 to 55 per cent of the manufacturers' or
importers' price,

This is the highest excise tax proposed in the perlding measure. Matches are
a necessary household commodity in every home in tire United Stntem, corm
spending to food, which was exempted even from the proposed general mtnu.
facturer's sales tax in the original House bill. The highest tax on a luxury
proposed by the House bill Is 10 per cent ad valorem. The House bill provides
ad vitlorem taxes as follows:

(a) Fermentable grape juices and concentrates, 40 per cent; (b) toilet pro.
parations, 10 per cent; (c) furs, 10 per cent; (d) jewelry, 10 per emt; (e)
automobiles, trucks, and accessories, 1 to 8 per cent; (f) boats, 10 per ct
(g) radios, 5 per cent; (it) refrigerators, 5 per cent; () sporting goodm, 14
per cent; (J) cameras, 10 per cent; (k) natches, 40 per cent; (1) candy, 5
per cent; (m) firearms, 10 per cent; (n) chewing gum, 5 per cent.

Household necessities, stt-h is matches, should not carry front four to tesl
times the tax of the other products on which tax is proposed. The tax herein
suggested is approximately 3 per cent ad valorem, which is the rate proposed
by the bill on automobiles.

(2) The tax on the paper or hook match is a tax on adverUsing. It is not
a tax on a commodity offered for sale to the public.

The paper or hook match constitutes about 25 per cent of the total inutch
consumption of tie Uited States. Save for trifling exceptions, the paper
or book match is not sold to the ultimate consumer. These matches are con.
tracted for by merchants and others to carry advertising and are given away.
11he palper-ntclh industry iS. primarily an advertising industry. No other
advertising medium Is taxed by the present bill. The proposed tax means
an increase in the advertising costs of the merchants and others using such
advertising of approximately 50 per cent. A 50 per cent tax on an advertig.
ing medium with other media free of tax Is a burden which would be disrupt.
Ing, with consequent disorganimation of the manufacturing operation during
a time of acute depression.

No industry can carry a 50 per cent burden against its competitors. There
are many substitutes for paper matches as a means of advertising, as for
instance. blotters, lend pencils, calendars, baseball schedules, business cards,
and so forth; and it is only the price at which the producer can sell to the
distributor that enables that producer to compete with other means of adver-
tising. A 50 per cent increase in such advertising cost will reduce the use
of paper matches to the point of demoralization, with closing of factories, fur.
ther unemployment of workmen, and plant idleness.

As an example of the inability of tie advertiser to assume the additional
cost of $4 per 100,000 on paper matches, the Lion Match Co. has been advised
by one company operating a chain of tobacco stores that the distribution of
free paper matches at their stores would be discontinued if the price were
raised as much as $1 per 100,000. Cigarettes now cost these stores 12 cents
plus per package and are sold two packages for 25 cents. Any material in.
crease in the cost of a book of matches given away with such sale obviously
makes each transaction show the advertiser a net loss. This particular con.
cern gives away approximately 200,000,000 books of 20 matches each, or
4,000,000,000 matches per year. If a few such customers are eliminated the
entire paper-match industry will be obviously depressed to the point of sus.
pension of many of the factories.
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(3) To destroy the paper match as a means of advertising by excessive
lWeron15e In the cost thereof greatly increases tile cost of matches to the public.

A tax of from 40 to 60 per cent ad valorem on matches will add more
tiwn that amount to the cost of niatches to the consumers. On tile parlor
or strike-anlywhore match which retails foi 0 cents a box of approximately
400 mIatches, tile Increased retail price might not exceed the tax, On the
wooden safety match, which retails for 1 cent a box of from 50 to 00 matches
tile tlx can not possibly ho absorbed by the dealer, and tie retail price would
of necessity go to 2 cents a box. The tax on tile paper match, which imlalrs
it a nIetudlsi of advertising will proportionately reduce the 25 per cent of
tile total match consumption of the country now supplied by give-away book
matches. The tax, therefore, works a real hardship on the match-cosum
jug public, increasing the cost to final consumers from 5 to 185 per cent

(4) The paper-match industry can not Immediately adjust itself to the tax.
paner matches are sold on long-term contracts,

,Io illustrate: An advertiser buying 50,000 books of matches, each book
usually containing 20 matches, will draw these matches from the producer at
a fixed rite per week or per month over a 2-year period. As tile orders are
given, the match manufacturer prints thu binder or book, although frequently
lie does not assemble the matches in the book until delivery Is called for. An
investment In the paper and the priting of the book Is, however, ixiade lime-
diately. In many Instances, the commissions tire paid to tie salenmen by
tile manufacturer at the time the order is taken so that the manufacturers
of lper matches now have conparatively large Investments on account of
orders taken and not yet filled. While section 01t of the bill provides that on
stch orders taken prior to March 1, 1032, the tax slhll he collected by the
vendor from the vendee, the average vendee will refuse to accept delivery with
the tax added, and the imporion is bound to result in breach of contract and
controversy. The manufacturer can not possibly ahsorb the tax; his net
profit is way below tle proposed tax.

(5) The proposed tax is injurious to tile paper and paper pulp industry.
The paper-match industry uses sonm 15,000 tons of paper per year. If

advertisers are compelled to use substitutes for the paper match, the paper
Indiistry suffers to that extent. Tits would necessitate a readjustment of
the distribution of the paper now used by the match Industry, as well as the
parent products entering such paper.

CONCLUSION

Tie rate of one-fourtl cent per 1,000 matches herein suggested is equivalent
to approximately 3 per cent ad valorem. If it is necessary to tax matches, at
all, the hOook-match industry could stand that tax, and In the great emergency
which now exists the paper-match industry is more than wllinrgto exert itself
to the utmost to provide its faIr share of the revenues needed by the Govern.
ment. It asks only that nothing be done which will result in its demoraliza-
tion or destruction.

Respectfully submitted. Lxvi Cooxc.



TAX ON CANDY

STATEMENT OF WILLIAM P. NU[DE, NEW YORK CITY, REPRR.
BSTING THE NATIONAL CONFECTIONflS' ASSOCIATION OF
THE UNITED STATES

Mr. HEIDE. Mr. Chairman and gentlemen, I represent the Nationgj
Confectioners' Association of the United States a trade organization
which has been in existence since 1884 and embraces in its member.
ship the majority of the larger manufacturing confectioner estab.
lishments in the country. Personally I have been actively identified
with the confectionery induAtr for 35 years, being at present presE.
dent of the firm of Henry Heide (Inc.), of Now York City, estab.
lished since 1869.

When the bill H. R. 10236 was under consideration the House, after
having first eliminated candy from the general sales tax along with
other articles of food without any notice to the industry and without
any reason being assigned for its action imposed a 5 per cent tax on
manufacturers' sales of candy, but did not impose any tax on any
other articles of food competing with candy.

All other sweet foods, such as chocolate-covered crackers or biscuits,
ice cream covered with chocolate in the shape of bars, ice-cream cones,
plain or salted nuts, flace and dried fruits, such as Rates, figs, raisins,
and so forth, in packages, all of which are highly competitive with
candy, are not subject to the tax. Several days ago we sent to each
one of you gentlemen an exhibit of about 30 products al highly com-
petitive with candy but which would not be subject to the per cent
tax. Due to highly competitive conditions which exist within our
industry and with other competitive industries not taxed in this bill,
it would be impossible for candy manufacturers to absorb this tax
without sustain ing a tremendous loss.

Since the bill passed by the House recommending the 5 per cent
tax on confectionery, a questionnaire was sent out to 405 manufac.
tuers requesting their gross sales, net profits or losses, and capital
invested, for the years 1929, 1930, and 1931. Two hundred and sixty
firms have responded up to date to our request. These returns pre.
sent a true picture of the candy industry to-day 'as I know it.

Statistics compiled from the reports of 200 manufacturing confec-
tioners with an aggregate invested capital of $109,437,282.03 in 1920
and of $104,506,633.17 in 1931 show that a 5 per cent sales tax would
be an intolerable burden upon this industry.

With gross sakls diminishing from $188,181,614.78 in 1929 to
$139,262,352.37 in 1931; profits for the group of $6,209,183.37 in 1929
were converted into a net loss of $1,373,346.92 in 1931. The number
of manufacturers making a profit was reduced from 183 in 1929 to
93 in 1931, whil6 the number of those suffering losses increased from
77 in 1929 to 167 in 1931.
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Complete figures showing the invested capital, gross sales, profits
and losses for the years 192, 1930, and 1931 of the 260 manufacturers
are as follows:

I will pass this up because I will hand my statement in.
(The tabulated statement is as follows:)

Report of 260 candy manufacturers for the years 19R9, 1930, 1081:

1920 1930 1931

(3rV% Woo.. . 188,181,014.78 15, 707, 805. 70 130,202,351.8
('Attnhuives a 10,437,282.03 109,497,150.59 104, 6,033. 17Nj.nufaaoturors I~wng not 1rn45...........
.A 41UN01fotrrs 2howlng net I ......................... 77 W I
N.at profit ......... ......... ............... 7,743, 84A9 4, IM, 571.85 2,328,870.

1 low ....................... a1,534, .11 2,459,760.1 8,702,053,81
Proft or los of ontl 200 manu "t ;rporting.0... 20,183.87 111 09,804 09 1, 373,340,52

I Profit. *Loss.

Of 280 manufacturers reporting:
183 during 1029 showed a profit of ...................... $7 743, 84& 98
77 during 1029 showed a loss of ......................... 534, 085, 11

Net profit of 260 mattufaoturer ....................... 6, 209, 183. 87

145 diiring 1930 showed a profit of ...................... 4, 156, 571. 35
115 duflig 1030 showed a loss of .................... 2 450, 766. 08

Net profit of 260 manufacturers-. ............. 1, 096, 804. 69

93 during 1931 showed a profit of ....................... 2, 328, 876. 29
107 during 1931 showed a loss of ........................ 702, 053, 01

Net loss of 260 manufacturers ..................... 1, 373, 340, 32

Mr. HEIDE. In order to prove the fallacy of the erroneous im-
pression created in the minds of some people that there is a large
amount of candy sold at $1 and upwaid per pound, we ask your
consideration of the following statistics published by the Umted
States Department of Commerce in Confeotone Distribution in
the United States, for the years 1929-30. The report covers 517
identical firms representing about 86.4 per cent of the national
production.

It shows that in 1929 the sale of fancy package goods selling at $1
or more per pound retail represented 3.2 per cent of the totil pro-
duction-plain package g(oo selling at less than $1 per pound retail
represented 5.5 per cent of the totaloutput.

In 1930 fancy package goods soiling at $1 or more per pound retail
represented 27 per cent of the output of the industry and plain pack.
ige goods selling at less than $1 por pound retell, 5.6 per cent of the
output; 91.7 per cent consisted of bulk chocolates, and all other type

of bulk candy, molded chocolate bars, chocolate-covered bars, 5-cent
and 10-cent packages, and bars other than chocolate covered or choco-
late, and penny goods.

Senator WALSH of Massachusetts. Ninety-one per cent of the out-
put of the country is represented as bulk goods of less than 10 cents
in value?

Mr. HIDE. No, I would say the average value of the complete out-
put of the industry was about 20 cents. -But that included $1.50 and
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$1 per pound, or all classes of candy. I would say that that wo I be
about 12 cents per pound of the ninety-odd per cent.

Senator WALSH. Averaged 12 cents per pound?
Mr. ltimm. Averaged 12 cents per pound to the manufacturer,

Now, this is a package [exhibiting a package of candy that sells for
$1.50 per pound. And hero is a package that sells for $1 per pound.

Senator SHORTIOIO. Is it smaller, or inferior in quality?
Mr. HrnnE. It is simply the packing, Senator. The fancy display

of packing, and the interior of the box. The weight is the same.
Senator SHORTRIDgE. It is the same kind of candy?
Mr. HIDE. No, the $1.50 is a higher grade. And a finer finished

product.
Senator SHORTRIDU . All right.
Mr. HOmWE. The dollar goods are high grade goods, but have not

got the same high-grade assortment that the $1,50 has.
Senator HARRISON. [Examining the box of candy.) Is this any

good?
Mr. HEIDE, I think it is, Senator Harrison. It is very good

candy. At least that is what we think.
Senator SHORtTRIDG. Well, pass it around. There are others thatmight like that.

Mr. fiD. Now gentlemen, this tray represents a typical tray
of candy as is bought by the great masses, by the people in units of
pennies, nickels, and dimes. This tray here is a tray that w& got from
one of the local jobbers, and it is a typical representation of what our
product to-day is purchased by the consumer. These (indicating]
are penny goods here. These are 5-cent bars. Some 10-cent bars,
There are lots of goods put up in units of this type [exhibiting] which
are 80 cents and $1 box goods, but put up in 5 and 10-cent units for
the consumers.

Senator Rtrm. Let me ask you, how would you feel about a general
manufacturers' excise tax applying to every industry?

Mr. HswmD. Well, I certaii~y think, Senator, it would be decidedly
more equitable than selecting just a few industries and throwing the
burden on those industries. But my own personal view is that the
most equitable tax is to tax profits. That is my personal view.

You can readily see from these figures compiled by the Department
of Commerce the fallacy of the impression that the great amount of
confectionery is sold at a dollar and more per pound retail.

With the exception of package goods mentioned above, fully 85
per cent of the manufactured product of our industry is purchased
by the consumer in units of pennies, nickels, and dimes, by the child,
by the great masses of the laboring classes, and by the people of
moderate incomes.

Senator WALSH of Massachusetts. What is the manufacturer's
profit on a 10-cent piece of candy?

Mr. HiDz. Well, Senator Walsh, a 10-cent piece of goods is gen-
erally packed 12 in a carton, and we may figure in that carton of
goods sold at the normal price of 60 cents there is an average profit
of about 4 to 5 cents. The average.

Senator WALSH of Massachusetts. In the carton?
Mr. Hsnrn. In the carton. But to-day, with the demoralized prices

of those same goods selling to-day anywhere from 45 to 50 or 55 cents,
there is no profit in the goods any more.
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Senator WALSH of Massachusetts. Then you say that the tax of
5 per cent on a 10-cent bar would be equivalent to one-half of a cent
tax and would wipe out the manufacturer's profit completely, and
wouhl result either 'n increasing the price of the 10-cent bar or the
mlnfacturer putting in an inferior material?

Mr. lIEum. lie would either put an inferior material in the article
or lie would have to take it out of the goods either as to quality or
shape. And to-day, gentlemen, with our own industry in conmpeti-
tion with other industries not subject to a tax, where we show from
the tigures compiled that we are losing money, our losses will be that
much addition, that much greater.

Senator RSED. I got the impression that the pastry manufacturers
make a lot of things that are practically the same as your people
make. Have you got any samples that would show that?

Mr. LrInimo Senator I did not bring any of those goods, but I sent
all of the members of the committee an exhibit, and those goods were
goods we chose at random, picked up as illustrations.

Senator WALSIX of Massachusetts. How many were there?
Mr. IIOIDEf. There were, I think, 30, Senator Walsh. I think there

were 30 exhibits,. And those goods would not be subject to the 5 per
cent tax. According to the ru in of the Treasury Department predi-
catedI on the Federal decision which I could quote and give you the
exact number of the decision those goods are exempt, They are not
considered confectionery. Atnouga I do believe and I do think that
most of you gentlemen will agree that there is little or no difference
between those goods, the samples we sent you, and the average type
of confectionery with which you are familiar.

Senator SUORTRIDGE. It Is in competition at any rate, with the
so-called confectionery?

Mr. Hnnmi. Yes, sir, it is Senator.
Statistics of the Census of Manufacturers 1929 show the following:

Confectionery:
Number of establishments .............................. 2, 021Wage earners ......................................... 63, 809
Wages ................................................ $56, 442 674Cos of materials ....................................... $215, 192, 474
Value of products ..................................... $393, 269, 849
Value added by manufacture ............................ $178,077,375

Now, gentlemen, we are feeling the depression just the same in our
industry as in an y other industry, andin many respects more, because
the depression hit our industry not in the fall of 1930 or 1931; it
told in our industry some years back when the confectionery industry
was more or less injured by the propaganda of keep thin. The women
folks, as you will recall, with the b oish forms, keep slender, were
told to cut out sweets, which they did.! And candy in their opinion
being the most concentrated form of sweets, we felt the effects of
that in our industry already at that time.

Subsequently one of our largest tobacco interests capitalized
"Reach for a cigarette instead of a sweet." That added to our
burdens.

With the general depression, the collapse of industry, we have got
another jolt. And that is why our position to-day is not any better
or any worse than a good many other industries.
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Senator WALSH of Massachusetts. Mr. Heide, what is your propo.
sition to the committee? What do you want us to do?

Mr. Hams. Senator Walsh, I feel personally that no food ought
to be taxed.

Senator WALsH of Massachusetts. And that candy is a food?
Mr. Hs. That candy is a food. And that it should not be

taxed any more than uny other sweet foods. We are now paying
$2.12 a hundred pounds for sugar. And that none of these food artf.
cles should be made a special formn of taxation. An equitable, fair
tax equally and universally distributed over all, in my opinion, is
the taix we ought to have.

The CHAIRMAN. Sngar is selling cheaper than it has since you have
been in the industry, is it not?

Mr. HmD.. It is. Senator, in answer to that we have added the
increased weight to our goods. Goods that weighed 4 to 43 poatnds
to-day weigh 5 and 53 pounds.

Senator HAIIuSoN. And making better goods than you did?
Mr. HEDN. Making a better product.
Senator (ons. The tariff is as much as the sugar is worth, is it

not?
Mr, HiDE3. The tariff on sugar, Senator Gore, is very nichin more

than what the grower gets for It. The tariff is $2.12 a hundred
p ounde for refined sugar. That is the preferential tariff with Cuba.
The grower in Cuba to-day, gentlemen, is realizing about 25 cents
to 30 cents a hundred pounds for his product at the Central.

Senator HARRISON. You had better stay off the sugar tariff.
The CHAIRMAN. Yes.
Senator HARRISON. You had better stay off the sugar tariff and

stick to your candy or you will get the chairman against you.
Senator Goaz, I just wanted to get that in the record for the

benefit of the chairman.
Mr. HEIDE. I would like to say this, gentlemen. In our industry

during the calendar year 1931, according to R. G. Dun & Co., there
were 494 failures in the candy industry which actually were liquidated
by bankruptcy proceedings with total liabilities of $4,431,000.
There were a good many more failures but they were adjusted on a
basis which is not in 'this picture. during 1930, similar failures
amounted to 384, making a total of 878 failures in the candy industry
in the last two years.

I show in my report from the Census of Manufactures of 1929 the
different materials used in our industry, but I am not going to take
up your time with that, If there are any other questions, gentle-
men I will be pleased to answer them.

Te CHAIRMAN. We have that statement that you have got. If
you are through, we will be glad to have you put it in the record.

Mr. HiIDE. Yes. '
(The balance of Mr. Heide's statement is here printed in the record

in full, as follows:)
There has been a decline In manufacturers' sales prices of candy since 1921

estimated at from 38% to 50 per cent. The following table from the Depart-
ment of Commerce, series 41 and 50, shows the production and average whole-
sale prices of candy during the years 1929 and 1930.
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Summary all types of candy-concerns rsporting, 817

1 10091030

V u.................... ........ $2% 183 O0 $275, 317,000Pound .... ................................................. l 1, 3W0, 804, 0 0 0

p o.......... . 1o,00 0 1,3,I5,010, 000
AvYraeS pt. $0, 210 to, o

The monthly reports of the Department of Commerce show decreases in the
sales volme of manufacturers of can(iv in all months of 1930 and 1031 except
April, 1030. The Increase or decrease is expressed in percentages against the
corresponding month of the preceding year:

1030 Per cent 1931 Per omt
January .................... -0. 3 January ................... -7. 1
February- .................. -8.6 February ................... -12. 1
March... ............ -- 6, 7 March ..................... --11. 1
April ....................... 114 Aprl ....................... -12.8A A ................. 124 M ay ....................... -6.4

e --------------------- 1 o ......................... -1.5

July -------------......... -13. 2 July ...................... -21. 8
August .............. . -24. 1 August ............. . --14. 7
September ................. -14.2 September ............ .- 17.8
October ............... . -14. 0October .............. - -20. 8
November .................. -19. 3 November .................. -22. 7
December .................. -. 0 December ........ ...... - -21. 2

Boyds Register published a list of 8008 manufacturing confectioners In the
United States under the following classlAcations according to net worth:
$8,000 to $38,000----. ..---------------------- - ---- 1, 836
$8,000 to $100,000 ------------------------------------- 0. 9
$100,000andover ---.. ............-...... 68

The difficulty in collecting taxes from an Industry in which over 80 per cent
of the members are rated under $38,000 is obvious.

During the calendar year 1931, according to R. 0. Dun & Co., there were 494
failures In the candy industry which actually were liquidated by bankruptcy
proceedings with total liabilities of $4,431,137. During 1030 similar failures
amounted-to 384, making a total of 878 failures In the candy industry in the last
two years.

The Census of Manufactures, 1929, shows the quantity and cost of the prin.
cipal materials consumed by the candy industry:

Kind Pounds Cost

f int ....... ............................ 713,001,64 ,80, 484)lli a,,M milk products ............................. :................ 0%z 776;m , W37 8,010, 40
Chocoltto coatings ............................................... 179,78782 Sao ^ U6
Coconut (shred and thread) .................................... 27.00, 490 %,0wl249
Coooa butter ................................................................ oe,074,610 4
C0o0 powder ....................................... .. 8,820,874 718,197
N= u.......0..........0...4............ 0...................... 428,799,715 10o328,742
Nuts ................ "....".... .................................. *...... 107, 2od 900
Tih le:. ...... ;........ . ". .... . '"........................................ go 238 66%22o

E55~~fll...... -- - - - - - - - 9386 770 4096,801
flavoring extracts ........... ..... : .................................... 1 1,443,1793

Total cost principal materials ......................................... 14.............. 1 ,314,038

Quantities not taken.
It will be noted that all months except April, 1930, show decree.
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I have with me here to-day, Hon. William E. Brook of Chattanooga, Tenn,
president of the Brook Candy Co., Mr. Arno H. Sander of York, Paprosidou
of the National Confectioners Association; and Mr. A. Si. Kolly, of iew York,
president of Wallace & Co. and a former president of the Natlonal Confectioners
Association. We constitute a committee appointed to represent the industry
here. Any questions you may wish to ask, will be pleased to answer.

WILLIAM F. HiciDs.

STATEMENT OF E. D. ORIFFENDERG, TRADING AS REYNOLDS
CANDY C0,, WILMINGTON, DEL.

Mr. GnurmFonmo. Mr. Chairman and gentlemen, my name is E.
B. Griffenberg, otherwise called the Reynolds Candy Co. of Wil.
mington, DIel. I am a member of the Associated Itetali Confec.
tioners of the United States, and also a member of the Philadelphia
Retail Confectioners Association.

Mr. Chairman; .1 have some schedules of the earnings of my con.
cern, and a proposed amendment, supporting my statement.

The CHAIRMAN. You may proceed.
Mr. GIF!BNBEzRO. Calling your attention to the wording of the

candy schedule, section 618, 1 wish to state that the manufacturing
retailer is discriminated against in this bill, as the tax is laid on
the manufacturing sales, therefore the producer who sells to a re.
taller pays the tax only on his production cost plus his profit. He
may absorb this tax or pass it on to the retailer who himself may
absorb it or pass 't on to the consumer; but in the case of a manu.
facturing retailer, such as I, who sells direct to the consumer, whose
producing costs may be no greater than the wholesale producer, will
pay nearly twice the amount of tax on the pound, or the unit of
value, because he will be compelled to pay the tax on the retail price.
In one case it is a wholesale tax, and in the other a retail tax on the
identical grade of merchandise.

Senator BINOHAM. Can you tell us how many small candy manu.
facturers there are to whom that applies?

Mr. GwrrEnmto. I make the statement here that there are several
thousand, big and little.

The CxlAntmn4. That is, you mean to say that there are producers
and importers?

Mr. &rNEno. Manufacturers and retailers of their own prod-
uct. There are numerous small candy merchants who make their
own products and who come under this bill to be taxed.

If the tax is to be levied, the bill should be clarified to meet this
discrepancy and the manufacturing retailer be taxed only on his
cost of production plus a producing profit, and not on his retailing
costs and profits, as the bill now demands. As an example, a pound
of 80-cent chocolate candy which consists mostly of nut and fruit
centers, with a coating of high-grade chocolate, the material and
labor costs, together with expenses and overhead, would be about 40
cents, and with the manufacturing profit added would be about 44
cents, allowing 10 per cent. The other 36 cents would represent the
selling costs of the retailer and his profit and would not be taxed
in the case of a wholesale manufacturer- but under the bill as now
proposed, the retail manufacturer would be taxed on the entire 80
cents. I have a proposed amendment correcting that, and this
amendment reads this way:

11i0
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At the end of the section add the following:
But in eases where the manufacturer sells direct to the consumer the tax

shill be bused on only fifty-five (55) per cent of the retail price so sold.
The CHAMMAX. In other words, that takes it for granted that you

make 45 per cent profit i o t r
Mr. GImrENE1IO. Yes. I think that is a fair division of the retail

cost, when you include selling cost and selling profit, which would
include a portion of profit in retail stores.

I feel sure that Congress does not intend to be unfair as between
two classes of manufacturers who produce the same article, but if
the bill as drawn becomes a law the only recourse for the one class
would be to operate as two concerns, one to produce and sell to the
otlivt', who would, in turn, sell to the consumer; but this method
would place a hardship on the small manufacturing retailer.

I have a schedule to submit here, and this I would like to have
your serious consideration.

The CUAIRMAN. You may put it in the recoc'd.
(The schedule presented by the witness is here printed in the

record in full, as follows:)
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Senator BxnoUa. Did the candy manufacturers have any oppor-
tunity to appear before the Ways and Means Committee?

Mr. Gamnaao. Senator, I do not know.
Senator BiNOHAM. I can find nothing in the hearings on that

subject.
Senator HAx=unow. I think they did not appear.
Mr. GiWYNSEE. I think the notional association which embraces

the wholesale manufacturers, is to appear before this committee in
the next few days.

Senator RE=D. Mr. Griffenberg, what do you think of the justice
of a tax which allows a rich man to buy a painting and pay $100,000
for it tax free, and puts a tax on a b-cent lollypop that a child willbuy.Mr. Ghx Nsro. I do not think it is fair.

Senator hzoaou. Are there any other manufacturers who also
retail their products who are also taxed in this bill, other than candy
manufacturers, that you know of? In other words, are there any
other manufacturers of commodities that stand in exactly your
shoes?

Mir. GanrFnEnao. I do not know that I sm familiar enough to
make a statement on that, Senator. Casually I would say no.

Senator Couzaz~s. I may say to the Senator that the motor-car
manufacturers stand exactly in that position; that they retail their
cars.

Senator GEORo. Do they retail them?
Senator CouziNs. Oh, yes.
The CnamtAx. There is a class that retail and wholesale as well;

many, mauy of them.
Mr. Gn"BEno. In a further section you have attempted to

provide for that, when you allow him to pay on the retail anJ- whole-
sale basis; but in my business my own product is sold to the con-
sumer directly, and not through any wholesaler; it is all sold at
retail.

The CHAIRMAN. All the candy that you make you sell ?
Mr. GawriNRO. I sell.
Senator BINOHAM. At retail?
Mr. G'FNBCxa G. At retail; yes. May I proceed?
The CHAIRMAN. What is the total production of your concern?

I thought you had it in round numbers.
Mr. GM NBERO. I would like to refer to this schedule. My sales

in 1929 were $202,840.47. In 1930 they were $185 783.79. In 1981
they were $167,475.89. And based on the first l4 weeks of 1982,
they will be only $139,554.24, more than $00 000 decrease in sales:
witt a corresponding decrease in profits. ihis is shown in my
earning statement, wlich I submit.

I am going to say a few words about that later on, if I may.
The C-HAIRMAN. You may proceed.
Mr. Gahrn so. I have a schedule to submit, which details the

operation of my establishment for the years 1929, 1930, 1931, and 14
weeks of 1932. You will note the tremendous decrease in volume
of sales since 1929. See "Merchandise sales " column. In 1981 more
than 17 per cent, and in the first 14 weeks of this present year over
31 per cent. See column "Merchandise sales 14 weeks."

1113



1114 U£VBN ATJ toF 01 109

I might call your attention also to, the "merchandise cost" column,
which shows a declining percentage, due mostly to lower prices for
raw materials, however, this reduction though it has been sharp, do%
not nearly compensate for decline in sales. The columns "pay roll"
and " expense fr you will note are fairly regular, and do not admit of
much adjustment, but I have just reluctantly effected a 10 per cent cut
in wages of the 75 employed, n'n, of whom are women, and in many
cases are the soe support of their faniliei. Our force can not be
reduced greatly in the store because of certain shopping periods in
the day.

The column "profits," you will see shows a decrease of 81 per cent
in 1981 and for 1932 based on the first 14 weeks will be over 70 per
cent behind 1929. These figures are startling, and to me appalling.
The business situation has almost in itself delivered a knock-out blow.
If I am taxed 5 per cent on the estimated $189,554.24 sales this year,
there will be nothing remaining for my labor and investment. This
schedule may be verified from my inome reports.

The 1982 estimate for the year, a.; you will note is based on 14
weeks comparative actual sales over a 4-year period-see column
"merchandise sales 14 weeks "--Ester season being included in elich
year. In 1980, Easter came late in April, this wa, andjusted by elini.
eating two weeks in March and adding the two weeks in April pre.
ceding Easter so as to make the comparison fair.

There is no charge in these figures for personal services. I own
the business, devote my time to it, as also does my son. If my services
were compensated for, the figures submitted would show a very small
percentage of profit on the sales dollar.

The investment for land, building, machinery, furniture, and fix.
tures Is nearly a quarter of a nailion dollars. This investment is
surely entitled to some interest return.

About 8 years ago I invested much of my profits over a preceding
period of 20 years in a building to house my business, including an
indebtedness of 50 per cent of the cost. Like real-estate values gen.
erally, this has depreciated greatly and is now probably one of the
frozen assets of the mortgage, a banking institution, and an adjust.
meant is probable. This is one of the hazards many small concern
are confronted with to-day. Though this real estate has depreciated
in value, the local city and county taxes and assessments have not
been reduced.

The decrease in volume of sales in my business, without a cor-
responding decrease in costs of producing, selling, and overheat,
which is almost impossible, has practically eliminated any profits.
No doubt, this is true of all manufacturing retailers of confectionery,
cor my business is representative of this class throughout the whole
country.

The raw materials used in the candy business are taxed now, and
have been.

I don't know whether my statement here will be taken in the
manner in which I offer it.

Sugar, 2 cents a pound, which is 50 per cent of its present whole-
sale price. Shelled nut meats, of which we use considerable, at from
14 to 17 cents per pound duty, which adds much to their cost,
because mostly imported nuts are used. The domestic nuts are not
good enough.
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Senator Rmw, Do you use Georgia nuts?
Mr. GOtrninuao. I beg pardons
Senator RzzD. Do you refer to Georgia nuts I
Mr. GmrIPFNREG. Yes; we use some pecans, and our own domestic

black walnuts. A great many am nds., for instance, the domestic
almond is not good enough for high-grade confectionery.
Senator.BuN0oIAM. You are almost through, and I will ask you

if you are in favor of a general S per cent sales tax?
Mr. GRmWNBEG. Yes; I come to it further in my statement.
The decrease in volume of sales in my business, without a corre-

gpond1ng decrease in costs of producing, selling, and overhead
(which s almost impossible), has practically eliminated any profits.
1Jo doubt this is true of all manufacturing retailers of confectionary,
for my business is representative of this class throughout the whole
country.

The raw materials used in the candy business are taxed now, and
have been. Sugar, 2 cents a pound duty, which is 50 per cent of
its present whole sale price. Shelled nut vittats, of which we use
considerable, at from 14 to 17% cents per j found duty, which adds
that much to their cost, because mostly imported nuts are used.
Mony other materials which go into the production of candy are
likewise subject to duty. You are familiar with these facts, so I
will not attempt to dwell on them, except to state that the retail
prices are based on these heavily dutied materials, and this manu-
facturing tax should not be added to a business already sufficiently
taxed.

There are several thousand manufacturing retailers in the confec-
tionery business in this country who have built up a small business
such as mine, and who, by their own work and that of members of
their families, manage to make a living. I consider it unfair to
impose taxes on them (which they can not pay) and exclude the
many other kinds of businesses which are just as much entitled to be
taxed. In fact, there are kindred lines, and some competing lines,
that are not mentioned in this bill. Fancy cake and pastry baking,
or ice cream, for instance, this business was even exempted in the
proposed sales tax. If ice cream or cake is a necessary food, surely
candy should be so classed.

These manufacturing retailers are dependent strictly on the com-
munity where located. Their business is influenced not only by gen-
eral conditions but also by local conditions, and is one of the first
retail lines to feel unemployment and lower wages ka a community.

Being closed on Sundays, my Saturdoy business has heretofore
been the best day of the week, but Saturday sales decreased 25 per
cent when a large local concern put into effect a 6-day week.

The candy industry should not be classed as a luxury business.
The customers of my store are not largely the wealthy people but
rather the employed class (the masses of the people, when they are
employed). Therefore they are the very first to curtail expenditures
to actual needs when wages are reduced or they are laid off.

Much has been said about the passing on to a consumer of this
tax. I take it you do not s, intend, in view of the discussion that
has been had in Congress in reference to the proposed sales tax on
general business. Whether this be called a manufacturing tax or
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a sales tax, It means the same, and as far as y business is concerned,
I do not see how it can be absorbed under the present conditions, for
it will wipe out all profits, and if any attempt is made to pass it on
to the public, sales will be still further decreased, for the consumer
will resent it and consider it a raise in prios; and, too, in tile face
of declining costs. Therefore, my business which is hard hit now,
will possibLy go by the board, and I shall be compelled late i life
to find other employment, if possible. My situation is similar to
most other of the manufacturing retailers, and this burden of tax
will be a terrific load on the industry; will add to the unemployment
situation; will add stress to the depression' and in the en', will not
contribute toward balancing the Federal budgt.

In my opinion, a tax should be equal as to T; burden upon those
taxed, and without ill effects ol business. The defeated sales tax
I thought was equitable, if necessary foods and clothing woe elimib
nated. Based as it was on any business, I would have tried to have
absorbed it, rather than to have passed it on, which would doubtless
have been the practice of most business concerns, because in this day
of declining sales a merchant can not increase prices to .the con.
sumer. He must take less profit if possible, and keep selling price
at the minimum to do business.

Mr. Chairman, I realize somewhat the problem of this committee
and the whole Congress in framing this tax measure. My appeal
against this proposed candy tax has been from the personal angle,
because I am vitally concerned; for if the Govdrnment insists that to
balance its Budget and take care of its financial needs, this particular
tax is essential, then my business and that of similar concerns will
be dangerously affected if not completely destroyed.

I appeal for myself and the other manufacturing retailers, that
you eliminate this 5 per cent tax on candy, or reduce-it substantially,
but in any event clarify it so as not to discriminate against concerns
in the industry similar to my own-the manufacturing retailer.

I thank you for the permission to be heard and will try to answer
or explain anything further you may require.

Senator BrU (presiding). Xr. Grffenberg, I want to compliment
you on the clearness with which you have stated your case.

Mr. Gaxnmnso. Well, Seantor Reed, I should probably class my.
self as one of a number of small, businesses, so to speak, but I am
one of the large retail candy manufacturers of the country. I dare
ay there are not very many candy manufacturers even in cities

larger than Wilmington that have a much greater volume of busi.
ness. I know their problems. I am appalled, as I have stated, at
the decrease in business and the decrease in prot facing us this year,
and it has come within the last six months. We feel it from day
to day. We notice it, as I say, from day to day, and it has almost got
us down.

Senator Rrn. And all that we can do to help is to cut down
expenses as far as possible.

Mr. Gwmxwmdo. I guess so.
Senator Rum. And make a decently balanced Budget.
Mr. GeOnnmno. As I have already said, Senator Reed, I realize

your problem. I expect I am like other men in that I am particul.
arly interested in my own line, and perhaps I am a little prejudiced
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toward my own business, but It does meem unfair to me that my busi.
HeMs should be taxed to the extent proposed when kindred lines and
coinpeting lines and so many other businesses throughout the country
,re not taxed.

Of course, the wholesale manufacturer has his ideas, but I am
talking from the retail manufacturer's viewpoint, and this candy
business has got to the point to-day where it is a tremendous busf.
tess in this count . In order to administer the proposed tax I
would suggest that there are so many small concerns manufacturing
and selling candy in numerous cases with Just their own labor or that
of their family, id it going to be quite difficult to administer this tax
811(1 collect it from them. And I would add that there is a consider.
able foreign element in the candy business fror whom it is going to
be hard to collect the tax, because of their inefficient metIods of
accouitang, and so forth. So all in all I think the cost of adminis.
teritig snch a tax will be almost as much as the result obtained.

Sen ator Ran (presiding). 'hank you very much.
Mr. GnarrENnn. And I wish to thank you.

Lnrmao or RmNOLns CANDY Co., WILMINOTON, D L,

Hon. REEDb SMOOT# WILMINnTON, DERL., April 18, 1932o

Chairman Committee on Pinawe,
United States Senate, Washington, D. C.'

The following is suggested as further argument In support of the amendment to
section 613 tax on candy, submitted at my hearing on Wednesday April 13.

The wholesale manu fac urer of caud customitily sells his produce to the jobber
at a figure which in 00 per cent of the retail selling price fees 20 per cent com-
mission to the Jobber, who in turn sells to the retailer at the price as above 66
Ver cent.
hample--A dollar package of candy:

$i2 per dozen equals retail price, cost to consumer.
$8 per dozen equals 66% price, cost to retailer.
$0.40 per dozen equals 20 per cent discount, cost to jobber,

Which Is 53% per cent of retail price, and represents wholesale manufacturers cost
plus profit, therefore the 5 per cent of sale price as a bue is conservative and
would be a satisfactory basis for levying the tax on a manufacturing retailer, who
sells his product only at retail direct to the consumer.

If in your deliberations you find a tax on candy Is essential, without regard to the
amount fixed, whether it be 5 per cent or only one per cent on manufacturing
sales, provision should be made to avoid discrimination between wholesale manu-
facturers and manufacturing retailers,

COPY OF PROPOSED AMENDMENT SECTION 61*, TAX ON CANDY

At the end of the section add the following: But in cases where the manufac-
turer sells direct to the consumer the tax shall be based upon 85 per cent of the
retail price so sold.

Submitted by E. B. Griffenberg, trading as Reynolds Candy Co., Wilmington,
Del.

Yours respectfully, E.B.

15102--32-----71
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SwXmr CANOT CO.,slYt LaAke, Apr411.1 18, J
Hon. United States enotor 11mm IUAooZ ,

Wask.ngton, D. 0.
MT Dsam fWmv: Supplementing my wire to you with reference to the pro.

posed excise tax on candy, wish to say that I sense the Importance of Congress
making every effort that it possibly can to balance the Budget This Is abwo.
lutely necessary. I was very favorable to a general sales tax without any
exemptions. But why pick out a few selected llustries and exempt them
from the sales tax and then soak the balance of the Industries of America)
The Ways and Means Committee of the House have levied u 5 per cent excise
tax on candy. It Is absolutely impossible for the Industry to survive under
this burden. The few outstanding firms In America in the confectionery iudus.
try that did make a profit lust year did not average 2 per cent net on their
sales. The entire confectiotiery industry of the United States is in a chauotic
condition. Very few firms are making any profit, and those that do realize
most of it from outside investments, 1 believe If you will cheek up the records
of the Department of the Treasury on the income-tax returns you will find
that 75 per cent of the firms engaged In the manufacture of confectionery were
in the red last year.

During the war period, when candy paid an else tax of 5 per cent and
later of 3 per cent, the biscuit manufacturers were exempt. They manufacture
hundreds of items which are in competition with candy which are packed to
retail for 5 and 10 cents, which under the proposed tax of the House will be
exempt.

I think the Treasury Department, in compiling their statistics, consolidate
confectionery and beverages. This Is rather misleadlg, as most of the so
called beverage manufacturers are making tremendous profits, as well as the
biscuit manufacturers. Take the following companies for example:

Coca-Cola Co., net earnings, 1980 ------------------ $18, 15, 85
Canada Dry Oluger Ale, net earnings, 1980 .............. . 8847, 468
White Rock Mineral Springs, net earnings, 1980 -------------- i815, 84
National Biscuit Co., net earnings, 1930 ------------------ 22,879,89
Loose-Wileso Biscuit Co ------------------------------- 2 , 40,
United Biscuit Co ------------------------------------------- 2,0 70, 0

All of the above tire net after taxes, depreciation, and sales expense have been
deducted. The three representative 'scuit manufacturers listed above, viz,
the National Biscuit Co., Loose-Wiles Biscuit Co., and United Biscuit Co. have
made a net profit in one year more than that of all the candy manufacturers
in America combined.

I wish to give you a few figures showing the earnings of some of the repre-
sentative candy manufacturers of America.
I. J. Brach & Sons, Chicago, net earnings, 1931 --------------- $10, 000
Bunte Bros., Chicago, net earnings, 193 ---------------------1, 000
National Candy Co. (operating 9 factories), net earnings, 1031 ------ 150,000

And so I contend It Is very unfair to burden an industry like the candy
business, that is making no profits to-day, with an excise tax and exempt such
industries which are also in the so-called semiluxury class, such as the biscuit
manufacturers, from paying tny tax.

The candy Industry can not survive if burdened with this 6 per cent excle
tax and the result would be that 50 per cent of the firms engaged in the indus.
try will pass out of the picture, either through liquidation or othe.,wise and
and will result In thousands and thousands of people being thrown out of
employment.

Take the ease here in Utah. We have very little in the way of manufacturlg
and the principal course of employment for the young people-that is, young
women and young men-is work In the candy factories. We have to-day in Salt
Lake City over 10,000 heads of families out of employment and the Imposing
of this excise tax on candy will simply contribute more and more to the
unemployment situation. We are large users of beet sugar ant I believe th
candy factories of Utah use over 100,000 bags of beet sugar a year. It In, the
practice of the local beet-sugor factories to add the freight from Pacipe coast
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points to Utah to the price of their sugar and they realize it profit on their
sugar that they market In this local territory. When they ship their sugar
to tie Missouri Wiver the price is based on Naw York plus the freight and
tley have to absorb the railroad freight from Salt Lake City to Missouri
iRiver points. The result is, that tll beet sugar sold on the Missouri Iiver and
Pollits east Is sold at a loss. If you want the local beet.sugur factories to sur.
vive, and they surely are a very important Industry In our intermountain
country, by Imposing this 5 per cent tax on candy, it will deprive them of
an outlet for beet sugur, which gives these a fair, reasonable price.

I have burdened you with a long letter, but I consider this question of an
excise tax so vital to our industry that, if enacted on the present basis of
5 per cent, the industry can not survive. Would appreciate anything you an
(is) to relieve the confectionery Industry of this additional burden, coming at
a time when 75 per cent of the candy factories In America are operating
at it loss.

Yours very truly,
Swzrr CA14DY Co.,
LioN Sw=mr, Prealdwt.



TAX ON CHEWING GUM
32131 01 NATIONAL AIIOOXATION 0 ON WNG 0 XANU WA2otaUig

AND ALED TIADES

An'IL 14, 1032,CouwrM ON FXNANCM,
Ulted States Senate, Wash luitn, D. 0.

(fonnuMmN: The National Association of Chewing Gum Monufacturers andAllied Trades hireby enters protest against the proposed 5 per cent luxurytax on chewing gun,, basing Its objections on the following:1. Chewing gumn Is not a luxury. In 0OtN00 retail stores It is purchasld bythe school child at a penny a plece; by others at 5 cents a package.2. Retail sales prices of 1 ((it per piece and B cents pe~r package have beenflxed in the chewing-gum industry for 01 years. The proved tax is unfair tothl Industry for the reason that It c,,n not he passed along to thoc'nnier.
Most other Industries taxed by the proposal bill may readily lass the ttaxalong, inasmuch as their retail siles prices have been subject to continual
fluctuations.

., Ninety ier cent ot all chewing-gum manufiteturors have been so badlyaffected by the current depression that the proposed 5 per cent trtx will consti.
tute confiscation of their entire profit.

4. The proposed 5 per cent tax on chewing-gum manufacturers is 150 percent more than the tax Imposed during the war and 00% per cent more thanthe tax levied in the reconstruction period.
The chewing-gum industry thereore earnestly urges tile enate not toImpose a tax more severe than the 2 per cent levy of war years.
Iespectfully submitted.

NATIONAL ASSOoATIoN or CHWINO GUM
MANWnAorthRW AND ALLum3 1TADCS,

By L. W. Hosxms, President.
Care WidlN Wuill Oin Co, Knoxville, Tenn.
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TAX ON SOFT DRINKS

STATEMENT OF LEVI OOKE, APPEARING ON TAX ON $OFT DRINKS

Senator R om. You told ine that matches were a great invention
of value to the human race. Haven't you some other great inven-
tioll?

Mr. CooKe. There was another great invention, if the Senator
please, in 1920, which consisted of cereal beverage, Ro-cs led near
ber. That great invention was brought to the attention of the
American people, like all other great Inventions, supposedly, als a
matter of necessity, necessity being the mother of invention.

Senator SuoaiTRmr. The very word is a misnomer, is it not?Mr. Cooici. Sir?Se r.oi SR? . The very word is a misnomer. It does not

very definitely define what the article is.
senator Rest). The man that named it was a poor judge of

distance.
Mr. CoOKe. It is only an approximate definition, if that is what

you mean, Senator.
Senator SHnORmxoe. I was attempting to throw out that idea.
Mr. Coonz. My clients, who are amongst the principal brewers of

th, country, determined to comply with national prohibition act at
all hazards, went largely into the manufacture of-cereal beverages.
They engaged in that business, and they did their best in the develop.
ment of the art to make a sound cereal beverage. They did make a
sound cereal beverage, as sound as could be. but the beverage was
upot so good because by the boiling of the original beer to reduce
the alcoholic content or dissipate it they destroyed other elements in
the beer which gave it flavor and palatability and character.

Senator Gonos. You ruin the quality of the product more or
less in trying to conform with the prohibition act.

Mr. CoonE. There are certain volatiles, enzymes, enters, and other
,loon ents besides alcohol, that go out of the beer.

Now, the taxes that were in the past imposed were at 1 cent per
gtllon in the revenue act of 1917, that provision being made antici-
ipatitig the making of the cereal beverages, sonic of which had been
made before prohibition, experimentally. The act of 1918 put a
tix of 15 per cent upon cereal beverages. The act of 1921 imposed
a tax of 2 cents per gallon, which is the present tax proposed here.

In the act of 1924, Congress repealed the tax on cereal beverages.
It was brought to their intention that the business was falling off, the
product was costly and Congress in its wisdom disposed of the tax.

In 1926 Generai Andrews, then being in charge of enforcement
of prohibition in the Treasury Department, thought that he could
possibly suppress illicit brewing by putting a one-tenth of 1 per
cent internal revenue tax on these cereal beverages again in order

1121



BVENUS AOT 01 1983

to give additional power in the Internal Revenue Department. That
carried on for a year. Under the act of 1928, there having been a
complete failure to accomplish anything by virtue of the tax, and
the tax not having yielded any net revenue, that was abandoned.

Now, we come to the present with a proposal of 2 per cent on
the cereal beverages, In section 615, in the first paragraph thereof.
The business has fallen off more than two-thirds in the past 10 years.
There were less than 100,000,000 gallons of cereal beverages manu.
factured last year. Our present expectation is that this will be
reduced this year. The tax yield will be less than $2,000,000.

Senator Row. Something must have taken its place.
Mr. CooKE. I will address you later on that, sir if I may. The

difficulty with the cereal beverage is not the palatability of the prod.
net, but the fact that it can not b sold in competition with spurious--
or not spurious but illicit, real beer, even though the latter be of the
roughest quality. The existence on the market in any given neigh.
borh ood or in a large metropolitan area of real beet' illcitly manu.
fractured absolutely stops the sale of cereal beverage.

The CHmsRAN. Mr. Cooke, there is not very much of that, is
there in this country? It is more of liquor, is it not, than beer ?

Mr. Coo. I will give you certain figures.
Senator SioRTm, Of illicit beer?
Mr. Coox. We believe that the illicit beer runs up into the mil.

lions of barrels. Into the millions of barrels.
Senator REED. How many billions of bottle stoppers were sold last

year, do you know ?
Mr. Cooxe. I heard those fgu res and they are illuminating-if

all of them go on beer bottles-but the figures are very large.
There is a great production if the Chairman please of illicit

beer in this country commercially. We can stand a 2 cents a gallon
tax on cereal beverage if there is no6 illicit competition by real beer.
But in this very act, if the committee please, is a proposed tax upon
wort, brewer's wort, and that tax, which is trifling, tends to author.
ize and sanction the manufacture of brewer's wort for transfer tt a
man who will brew it out and make real beer out of it. And if this
act is passed, what little of the cereal beverage production is left will
be reduced, and the likelihood is that commercial brewing will
spread across the country and take the place of any possible dis.
tribution of cereal beverage.

Now, if the committee please that tax is found in section (2) of
part (c) of section 601, and reads as follows:

Brewer's wort, liquid malt-
And so forth

If containing less thim 15 per cent of solids by weight, 5 cents a gallon.
Now, I will trespass upon the committee's attention by telling the

committee what wort is. Wort is that article which is manufactured
by the infusion of malted material in water usually a bushel to 60
gallons of water or 50 gallons of water. That infusion of malted
grain in water is then boiled for three or four hours. It is then
allowed to cool, the remaining solids to settle, and the materials,
which then contain the fermentable material which was in the malted
grain, is drawn off, and that is brewer's wort. It is a liquid with a
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certain amount of solids in it drawn from the fermentable elemeot
in the malted grain. The only thins then necessary to do to make
beer is to add yeast. The wort then ferments and is made into beer.
It i then filtered, strained, carbonated, and is bottled or barreled,
and it is beer.

The re has grown up in the country, particularly along the Great
Lakes. Chicago, Detroit, Buffalo, and elsewhere-some in Missouri,
some in Pennsylvania, some in eastern New York, some on the coast
in Clifornia, the practice of mitkintx this brewer's wart, which, of
course, is inert--it has no alcohol in it as yet,--elling that wort
to the alley brewers and the wildcat brewers who in barns, stables,
garages, empty store buildings, anywhere they can place a tank-
those .alley brewers or wildcat brewers then add tho yeast. Then
they either bottle the product or barrel the product ana sell it, sell-
ing it to speak.easies or anyone else who wishes to set up a place to
sell this strong beer. I wiladd this, that, this beer that is thus made
is a heavy ale type of beer. Because you can not make a light beer
of the lager-beer type without refrigeration and control of tempera-
ture during fermentation. But with a heavy wort you get a heavy
ale type ofbeer which will maintain its stability without refrigera.
tion. There is alcohol enough in it to do that.

Senator SJORTRIDOE. Oh, it is not intoxicating, is itI
Mr. Coon'. It is, sir.
Senator SHowrnmm. Is it so?
Mr. CooKI,. Unless other gentlemen have stouter sensibilities than

I have. I do not state that on my own knowledge, if the Senator
please, but a lawyer is entitled to take counsel and state facts under
instructions.

Senator SnoiymWoE. Certainly.
Mr. Coom. Now it is therefore a rough beer. It is.a green beer.

Because the object of these men who make such beer is to make as
rapid sale as they can and keep their money moving and not have
stocks on hand.

There are some 60 indictments pending in Detroit on that subject.
But doubt has been expressed as to whether or not the maker of
brewer's wort can be prosecuted, and without a conspiracy being
established between him and the alley brewer or the wildcat brewer
it is difficult to make a case.

However, there is a provision in the national prohibition act which
undoubtedly covers the operation and makes it illegal. Section 18
of the law provides:

It shall be undawfol to adveftime, mnufacture, sell or possess for sale any
utensil, contrivance, machine, preparation, compound, tablet, substance, formula,
direction or recipe advertised, designed or Intended for use in the unlawful
manufacture of intoxicating liquor.

That is a sweeping provision which covers brewer's wort made
for the making of intoxicating liquor.

Now, this last year--and I speak now on general knowledge, but
I an confident of the facts-75 000,000 gallons, approximately, of
brewer's wort were manufactured and sold. If any suggestion were
made that the operation is legal it would probably treble in no time.
No responsible brewery han-lles wort. In fact the permits uncle:
which they operate forbid them to sell wort.
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That wort sells for about $7 a barrel. A barrel of wort makes a
barrel of ale--of beer. VThe barrel of beer is sold by the alley brewer
for $80 to $85. And there is the spread of his profit in between.
Something like $25 to $28.

If he bottles this green ale type of beer and sells it In bottles the
yield of one barrel will give him about $00, because they sell these
beers at about 50 cents a bottle of 10 ounces. Therefore, you dis.
cover that the profits on the manufacture of alley beer and wildcat
beer out of brewer's wort will carry an infinitely larger tax than 5
cents a gallon, because 5 cents a gallon on a gtallon of wort is equal
to $1.55 only on the 81-gallon barrel, Now, in the past you taxed
over many years of peace and prosperity, beer at a dollar a barrel
ofo 81 gallons. Three dollars during the war. And it finally at.
tamed $0 a barrel. At this rate you are taxing the material out of
which the barrel of beer is made only $1.55. If that product is to
be taxed it ought to be taxed at least the equivalent of what the old
high beer tax was, $6 a barrel, or higher.

The CHARMAN. Mr. Cooke, your time is 5 minutes over.
Senator SORTm oar. To what use is wort put other than as stated?
Mr. Coon. I can state positively that there is no known human

use to which brewer's wort can be put except to make beer out of.
Brewer's beer out of brewer's wort.

If the Chairman please, I wish to add only this. Cereal beverages
can not stand 2 cents a gallon tax, and we ask that that tax be taken
off, and a legal, honest industry conducted under the national pro.
hibition act b permitted to survive so long as it can without being
taxed out of existence as well as competed out of existence. And
if the brewers are allowed to make cheap beer out of cheap wort at
a cheap tax, we might as well close our doors and quit.

Thank you.

STATEMENT OF GEORGE P. MoCABE, WASHINGTON, D. C.,
ATTORNEY FOR THE ASSOCIATED PRODUCERS OF CEREAL
BEVERIA SE

Mr. McCAmO. My name is George P. McCabe. Representing
the associated producers of cereal beverages.

Senator, I represent some 25 manufacturers of cereal beverages.
By paragraph 1 of section 615 of the bill a tax of 2 cents per gallon
is levied on the beverage. And our case is of such a small compass
that I will take just as little time as I can on it.

Senator R tED. Cereal beverage only?
Mr.' MCCABE. Cereal beverage only. I may say that these 25

manufacturers .all operate under United States permit under the
Volstead Act, and of the 25 whom I represent it happens that none
of them have ever been charged with any violation of the Volstead
Act. They are all making a cereal beverage and making nothing else.

Senator REED. Did any of them heretofore make any money out
of it?

Mr. McCABE. Some of them.
Senator REED. In recent years?
Mr. MCCABE. Not so much of recent years. Not so much.
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Now we are asking you, for two reasons, to reduce this tax. 8pe-
oilially we are king that you reduce the tax from 2 cents a illon
to 1 4 cents a gallon, for two reasons. The first reason is because of
the present condition of the beverage industry. In 1921 when you
Pused your last 2 cent tax on cereal beverage, the same rate as this
tx, there were 288,000,000 gallons per year produced, Last year
there were 97,000,000 gallons. And this is due not at all to the
depression. Ihat is shown by the fact that there has been a progress.
sive decline each and every year for the past 11 years in the production
and consumption of this beverage.

Senator HARlsoN. Was that tax included in the 1924 act?
Mr. McCABE. My recollection is that it was reduced to one-

eig1th of a cent either in 1024 or 1925.
The second reason that we ask a tax reduction is because we are

subject, to a nasty discrimination in the tax. There is no gallonage
tax levied on carl)onated beverages made from finished or fountain
sirti)s. There are two taxes levied on that product. The first tax
is a tax at 5 cents a gallon on the sirup that is used in those bever-
ages provided the beverage is sold in bottles, and the second tax is
a tax of 4 cents a pound on the carbonated carbonic acid gas which
is used in carbonated beverages.

The net result is that we have in the case of cereal beverage 24
bottles of 12 ounces, 288 ounces and the tax on that cereal beverage
is 4% cents per case. That is what it figures.

Whereas in the case of the soft drink which is sold in 6-ounce
bottles you have a tax-counting the two taxes-you.have a tax of
less than 1% cents, so that we are subjected to a discrimination of 3
cents a case, without considering the fact that we are selling twice
the quantity that they are selling.

Now like everybody that has appeared here, I have a very short
brief, and I am not going to attempt to read it, but only to touch
the high spots in it. I have heard these high spots touched on for
several days.

The CHAIRMAN. You can put it all in the record.
Mr. McCABE. I know I can, but if you will bear with me I would

like to touch on the high spots.
The CHAIRMAN. You can take the high spots, and then put it all

in the record.
Mr. MCCABE. Yes. The tax of 4% cents,, in the present depressed

condition of the beverage industry, is too large to be passed on to
the distributors, and its attempted absorption by the manufaturbrs
would complete the wreck of an industry which has been having an
uphill fight for existence and which has faced declining demand each
year for the past 11 years.

Senator REED. That does a case sell for?
Mr. MCCABE. The net to the manufacturers-I have all that

detailed here-but the net average is 85 cents to the manufacturer.
Senator REED. So this 4% cents is something over 5 per cent.
Mr. MCCABE. Oh yes. Yes.
The reports of the Treasury Department show that for the fiscal year

1921 the total production of cereal beverage was approximately
286,000,000 gallons and in the fiscal year 1931 this production had
shrunk to approximately 97,000,000 gallons, or only a trifle more
than one-third of the production of 11 years ago. That this decline
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in production is not chargeable in major part to the industrial depre.
don is disclosed by the fact that the decline is constant and progressive
for each of the I I years mentioned. Mr. Bruckmann, a cereal beer.
age manufacturer, who will follow me, will p resent some instructive
figures showing the decline in production, and in the statement which
I shall file with the committee there is shown actual production by
States of cereal beverage for 11 successive years, the figures being
taken from the reports of the Commissioner of Internal Revenue and
the Commissioner of Industrial Alcohol.

The causes for the decline in production and consumption of cereal
beverages are believed by those in the industry to be due principally
to high comparative production costs and to competition of other
drinks both lawful and unlawful. Because cereal beverage is a
brewed cereal drink, and is a substitute for beer the prod action,
distribution, and sale of unlawful strong beer, and the tremendous
increase in the manufacture, use, and sale of "home brew" beer
more heavily upon cereal beverage than upon other soft drinks and
arc in part responsible for the poor showing made by our industry.
The heavy tax laid by the House bill will encourage home brew and
further cripple cereal beverage.

We appreciate that the country must have increased revenue and
that it Is the duty of our industry to pay a fair tax, but we respectfully
submit that the tax of 2 cents per gallon or 4% cents per case on a
product which wholesales for 85 cents per case net, is entirely too high
and will result in a drastic curtailment of volume and consequent'
failure of the tax collected to approximate the amount estimated.

The production of cereal beverage is an expensive process. It.
cost of production is greater than the cost of production of beer with
4 per cent alcoholic strength. .

Senator REED. What per cent of the production is sold in kegs and
what per cent in bottles?

Mr. McCAs. I think Mr. Bruckmann can answer that question
when he comes on. He is a practical man, Senator, and I will see that
he does answer.

To produce cereal beverage requires a heavy plant investment and
the industry employs more labor per unit of production, at higher
wages, than is required for the manufacture of any other of the soft
drinks with which it competes. The cost of distribution is higher,
involving railroad freight shipments of a greater volume than is re-
quired where concentrated sirups only are shipped. The materials
usbd are the exr: naive materials and the cost of barley malt is high,
increasingly so at the present time. Another factor which increases
the cost is production under United States Government permit, and
the necessary expensive compliance with Govermnent rules andregulations. •inasmuch as the manufacturer can not pass on the proposed tax

under present competitive conditions, he will be compelled to absorb
4% cents on a case of beverage which nets him without tax, at the pres-
ent time, approximately 85 cents. h

We respectfully ask that your committee recommend a reduction
of this tax on cereal beverages from 2 cents to 1 % cents per gallon.
This reduction would reduce the tax per case to 2.81 cents which the
manufacturer could perhaps absorb, and would equalize with other
soft drnks, carrying a lower rate of tax, and selling for approximately
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the sume price per case of one-half the volume of a case of cereal
beverage.

Now I come to the point in the dMcussion upon which I would like
to have your particular attention. On page 240 of the Senate print
that I have---- I

The CHAIRMAN. Two hundred and fifty-four.
Mr. McCABI. Is it 254 in your print?
The CHAIRMAN. Yes, 254 and 255.
Mr. McCAsau. Then I have the wrong print. The Senator says

pages 254 to 255 in the committee print. I
Turning now to our assertion that the House bill fixes a lesser rate

of tax on b&,ttled carbonated beverage sold in bottles and made from
a finished or fountain sirup than the tax fixed on cereal beverage,
I call your attention to the following provisions of the House bill.

Paragraph 2 of section 615 levies a tax of 2 cents per gallon only
upon carbonated beverages manufactured, compounded or mixed by
the use of concentrate, essence, or extract-our principal competitor
do not manufacture any that way, and consequently do not pay to
2 cents tax-and it expressly exempts from the operation of the
paragraph those carbonated beverages manufacture compounded,
or mixed by the use of a finished or a fountain sirup. That is what
our eompetitore use.

Paragraph 5 of section 615 provides a tax of 9 cents per gallon upon
all finished or fountain sirups except in the case of any such finished
or fountain sirups intended to be used in the manufacture of carbo-
nated beverages sold in bottles or other closed containers, the rate of
tax is 5 cents per gallon.

Paragraph 6 of section 615 levies a tax of 4 cents per pound on the
carbonic acid gas used by the bottler.

It thus appears that the taxes levied by the House bill upon a
carbonated beverage made from a finished or fountain sirup and
sold in bottles or closed containers are the 5 cents per gallon on the
syrup used plus the tax of 4 cents per pound on the carbonic acid gas
used. No gallonage tax as such on this class of soft drinks is levied
by the House bill.

Now let us see how this tax works out in practice on a per c&e
basis of carbonated beverage as compared with cereal beverage.
Computation shows it means a tax of 1.38 cents per case of 24 bottles
of 6 ounces each for the carbonated beverage as compared with a tax
of 4% cents per case of 24 bottles, each of 12 ounces, of cereal beverage.

The method of arriving at these figures is as follows-and this is
important:

First. The formula for the manufacture of the carbonated bever-
ages from finished or fountain syrup usually provides I ounce of
syrup for each 6-ounce bottle. Thus a gallon, which is equal to 128
ounces, will produce 128 6-ounce bottles of finished carbonated
beverage. This means 5% cases of soft drinks per gallon of syrup
and represents an actual tax per case of 0.94 cent.

Then when we figure the 50-pound drum of carbonic acid gas as
being sufficient to carbonate' 450 cases of the beverage, we get a tax
reflection of 0.44 cent. And when we add those together we get the
1.38 cents per case.

Now of course in this comparison it may be said that it is faulty
because but one-half of the quantity of carbonated beverage is sold
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as compared with.the quantity of cereal beverage but the fact re.
mains that approximately the same sum of money Is received by the
manufacturer for each case of the two products. I have stated that
these competing products usually sell at 80 cents per case, and our
product sells at 85 cents.

Senator HAumRoS. Were these classifications about the same in
the 1921 act?

Mr. MaCAn. Yes. I am coming to that and will show you how
they were arrived at. This committee equalized the whole thing on
the 1921 act, but as sometimes happens in the Senate, it was all thrown
out of kelter by the floor amendment which reduced the tax on one
and left the high tax on the other.

But the fact remains that approximately the same sum of wn'ney is
received by the manufacturer for each case of the two products, and
the cereal beverage manufacturer pays a tax of 49 cents per case,
while his competitors on the other article pay a tax less than 1 cents
a discrimination of over 3 cents per case. Even if the tax be figured
on an equal gallonage basis on the rates now fixed by the House bill,
there is still a wide discrimination against cereal beverage, for if the
quantity of the carbonated beverage were doubled with the consequent
doubling of the tax, still the amount of tax on the carbonated beer.
age would be but 2.76 cents per case as compared with 4.5 cents on
each case of cereal beverage of equal volume.

There can be no justification for a difference in tax rate which will
produce a discrimination between these articles. They are all
competing articleq in the same class, and all should be on the same
tax basis. If the rate of tax on cereal beverage were reduced to
Ifl cents per gallon, the tax on one case of 288 ounces of cereal bever-
age would amount to 2.81 cents, and under the present rate of tax as
fixed by the House bill on carbonated beverages made from finished
or fountain airups, the tax on 288 ounces of such carbonated bever-
age would amount to 2.76 cents, a substantial equality, and the
manufacturers I represent would consider such adjustment as equitable
and fair.

Senator HARRIsoN. As I understand that was the way it was
largely fixed in the 1921 act.

Mr. -MCCAJt. That was the way it was intended to be fixed in
the 1921 act.

Senator HARnIsoN. This amendment was offered on the floor of
the House?

Mr. MCCABE. This amendment was offered on the floor and
knocked it out. Now here is the legislative history about it. There
was a committee amendment. When the bill came over from the
House it provided for a tax of 10 cents and a tax of 4 cents. And the
first committee amendment was:

Upon all beverages derived wholly or in part from cereals or substitutes there-
for, containing leu than one-half of I per cent of alcohol by volume, sold by manu-
facturer, producer, or importer, a tax of two cents per gallon.

Then Senator Smoot offered his amendment, and Senator KinF
remarked that he did not think that "innocent cereal beverages
should be taxed as high as "synthetic beverages." Mr. Watson said
that they were all competitive products and should be on a par.
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On October 12, 1021, p age 6282 of the Congressional Record,

Senator Smith asked if there was any discrimination in this tax.
Now this was after the Senate committee--this committee-had
reduced the tax on the sirup that was used in making these carbonated
beverages that were sold in bottles, from 10 cents to 79 cents. And
Senator Smoot said to Senator Smith:

I will say to the Senator that whoever makes that statement Is mistaken;
it ts not a double tax under existing law, There Is objection from some sources to
paragraph (e) where there Is proposed 10 cents per galon.

The committee reduced that 10 cents a gallon to Cli cents a gallon to equalize
it with other fountain beverages of this type In the section. It is true that when
the complaints were first urged against the 10-cent tax on these odrups it was a
discrindnatory tax but the committee reduced it to 734 cents-
now get this-
which equalizes the other rate imposed under the section upon beverages wholly
or partly from cereals or sutbstittes therefor or bottled beverages and other
beverages named in the section.

Now that statement was absolutely correct as it stood then. And
you reported the bill in on the floor of the Senate with a tax of 73
cents on these sirups, 73 cents a gallon on the sirups, and 2 cents a
gallon on the cereal beverages.

And what happened? Senator Smoot went on and explained that
the old law provided a 15 per cent tax. le said:

we h1a(1 a specific change at the request of the bottlers themselves. They
thought that 4 cents on near beer and soft drinks waa equal to the 15 per cent
uider the old law, but in figuring it out very closely after the testimony was
give", it was found that the 4 cents was too high and the committee reduced
it to 2 cents. In the items underparagraph (o) the fountain sirups we figure d
that 10 cents was equal to the old tax imposed, but 734 cents makes It equal
with the 2 cents that Is imposed on the beverages.

And the bill was repc'rted on a perfectly equal basis.
Now on November 2, 1921, at page 7,178 of the record, Senator

MeCumber offered an amendment to the committee amendment mak-
ing a tax of 5 cents, which then stood at 7% cents as reported by the
committee on finished sirups used in the manufacture of bottled
carbonated beverages. Mr. MeCumber said that his amendment
provided that if tht) finished sirups are used for the purpose of making
bottled goods, the tax should be only 5 cents instead of 7% ccnts.
This amendment was agreed to.

The only other change that was made in this was in the conference
report where you changed the rate back from 7J14 cents per gallon on
the finished fountain sirup that was dispensed in the soda fountain-
you changed that back to 9 cents, which is exactly the same as it was
here.

So that this was the condition. When this committee reported the
bill without making any. statement as to any rates of tax, you reported
a perfectly equitable, fair tax as between the two competing products.
Then this floor amendment came along and changed the rate of tax,
reducing it from 7% cents a gallon to 5 cents a gallon on the sirup,
50 per cent-from 7% cents a gallon to 5 cents a gallon on the sirup,
but did not change the 2 cents on the cereal beverage. And we are
asking that a rate of tax be fixed now in line witb that. We stood
that inequality in the 1921 bill because there was nothing else to do.
We had to stand the rate at that time. But we now ask you to change
the rate.
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I wil now ask that you hear Mr. Bruckmann, a cereal-beverage
manufacturer with three generations of experience back of him In
making cereal beverage and other things.

The CUaMaN. Do I understand you, Mr. McCabe that this 2
cents a gallon provided for now in the House bill should be 1 Y4 cents
in order -to equalize it with the tax on these others?

Mr. MCCABE. Yes.
Senator HARaIsom. At least you want the whole thing equalized,

that is what you want.
Mr. MCCABE. Well, there are two ways of equalizing, Senator.

We do not want to pay any more tax than we have to.
The CHAIRMAN. In other words you do not want any increase?
Mr. MCCATE. We are not asking anything for the other fellows.

We are not here for that purpose.
Senator GoRE. What are the cereal beverages anyway? Near beer

and thin like that?
Mr. iCCABE. Yes; just that one thing.
Senator GoRE. Near beer?
Mr. MCCABE,. They do not allow us to call it near beer. They

allow us to call it cereal beverage.
(Mr. McCabe filed a tabulation of cereal beverage produced i by

States for fiscal years ended June 30, 1921, to June 30, 1931, which i
here printed in the record in full, as follows:)
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Senator SHoTRnDo How near is it to beer?
Mr. McCADI. It contains less than one-half of I per cent of alcohol

by the volume, and beer would contain probably 4 por cent.
Senator Itrza. How do you get rid of the alcohol in the product

when it is first made? Is that by boiling it off?
Senator Goa . Are you going to insist on that, Senator Reed?
Sonntor Rznn, Well, it might be an important point.
Mr. MOCADIO. I probably should not attempt to answer the

question to tell you exactly, but as I understand it roughly, there are
two ways of making this product. One is to produce a strong beer
of 8 or 10 per cent and then dealcoholize it, sell the alcohol as alcohol
and then sell what is left as near beer.

However, these 25 manufacturers do not do anything of that kind.
They produce no alcohol and sell no alcohol as sulch. They produce
these lowgravity brews in which they tr to keep everything in the
product that was in the beer and reduce it by taking the alcohol Out,
as you suggest, Senator Reed, wasting it out into the sewer, and selling
the completed beverage as such andcontaining less than onehalf of
I per cent of alcohol by volume.

Does that answer your question, Senator?
Senator REED. Yes.

STATEMENT OF JOHN C. BRUCKMANN, MEMBER OF THE ASSO.
CIATED PRODUCERS OF CEREAL BEVERAGES, WASHINGTON,
D. C.

Mr. BtUCKMiANN. Mr. Chairman and gentlemen of the committee,
I am with Bruckmann & Co., Cincinnati, and also a member of the
Associated Producers of Cereal Beverages, of which there are 25
members in the country. Mr. McCabe has covered the question of
cereal beverage and the equalization of the tax on it very thoroughly.In the matter of production of cereal beverage our ndustr has had
a steady decline since 1021 up until 1931. In fact, the figures this
year will about be equal to what they were for the year 1931.

The CIAuMAN. Do you want those figures put in the record?
Mr. BRUCKMANN. I think they are already in the brief.
Then the next year they will probably be more on account of this

depression. In our industry we have had depression for the lost
14 or 15 years. We have not had good years like a lot of other indus-
tries have. We wish we had. It is now to a point where we do not
know how long we are going to be in business. We are trying to get
on with the hopes# that probably something will develop some day.
We have a large investment. In order to produce our product it
takes about tivp times the capital that it does to produce other prod-
ucts. The class of men that we employ are higher class men, they are
higher paid men, and they are in the soft-drink stands.

Senator REED. What is the decline due to, Mr. Bruckmann?
Mr. BRUCKMANN. What is the decline due to?

nator RumD. Yes.
Mr. BR TCKMANN. Various reasons, Senator--home brew, which

we can not compete with; private regulation: all these other things.
Senator RvED. Bootleggers?
Mr. BRVCXMAN. Yes, plenty of them.
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Senator lhAntisoN. The breweries do not come In contact with the
real beer, do they?

Mr. BRUCKMANNN. Yes, sir,
Senator HAnRisoN, They do?
Mr. BIhtOYMANN. Ye, sir, absolutely. That in the only thing we

have, If we could produce real beer, why, we would not produce this,
but we have no alternative. We can only produce this one product.

Senator RE. I ant asking you in all sincerity, is the production of
real beer in this country increasing?

Mr. HIUYCKMANN, You mean front a home-brew standpoint?
Senator R6EED. Either home brow or alley breweries or any other

SoUIrCe.
Mr. IIIUC KMANN. Yes; from what we ('an see.
Senator REEPD. Is there more of it being made now than there was

10 yetars ago?
Mr. BUCKMANN. Oh, absolutely. We hear more of it every day.
Senator RpmD. Can you measure its quantity by the number of

bottles or caps that is sold?
Mr. IIILUCKMANN. No, sir; there is no means of measuring that

whatsoever. It is only a guesswork. My guess is as good as anybodyelse's.
Senator SIoRThIDUoE. Do you refer to what might be termed

genuine real beer of 4 per cent, would you say?
Mr. BuUCKMANN. We do not know what the product is that is

out on the market. There is no way. It is nlade in the alley; it ismade in a back room somewhere' it is made in the cellar. Nobody
knows what it is apt to be. What the production is going to be,
seriously, I think it is going to be greatly reduced.

Senator Rtzn. Is anybody making money out of this near beer?
Mr. BILUCKMANN. No, sir.
Senator REEn. Just continue the business in the hope that the law

will be changed; is that it?
Mr. BRUCKMANN., Absolutely.
In the last year there were only 112 plants in operation, and in

1920 there were about 1,400, and I think there were about 25 or 26
went out of business last year, and I imagine this coining year there
will be that many more.

Senator SHORTIDGE. Regular breweries?
Mr. BILUCKMANN. Regular breweries; yes, sir-what were breweries;

yes, sir, that are now cereal-beverage plants.
In our industry this production of 97,000,000 gallons, that means

about 3,000,000 bushels of barley malt. That is grown in Wisconsin
and places of that kind.

Senator REED. What proportion of your near beer do you sell in
kegs and what proportion in bottles?

Mr. BUUCKMANN. That all depends upon the locality where it is
sold. In New York City the percentage is higher than it is out in
our section.

Senator REED. They needle it there, do they not?
Mr. BRtU KMANN. No, sir; I do not believe they do. On Some of

it they may, but most of it not. In our section it is probably 5 per
cent of the production. The balance of it is sold in bottles. A lot
of it goes to the home. A lot of it goes to the roadside barbecue
stands, and a few restaurants.

1 15102-32--72
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Our cost of doing business is greater to-day than it was in 1921,We are faced with a lot of taxes, States are applying a tax u onthe sale of cereal beverage. Every little town you get into ir is
either a $25 or $50 or $100 tax to solicit business and try and do
business in cereal beverage. So it is very, very discouraging.

The CUAIRMAN. Is there anything else you want to say?
Mr. BRUOIKMANN. I think that is all.

STATEMENT OF OTTO H. HENTZ, REPRESENTING THE DISTRIB.
UTORS OF MOUNTAIN VALLEY WATER, PHILADELPHIA

Mr. HIENTZ. Mr. Chairman and gentlemen, I would like to file a
brief and make a few remarks. I represent the Mountain Valley
Water Distributors. That is a natural still water, not treated
artificially. It comes from Hot Springs, Ark., and for over 50 years
it has been sold as it medicinal product. Since medicines are not
to be taxed, we think it would be unfair to include natural still water
not treated artificially; and I am speaking in behalf of the bottlers
of natural waters as being in the same category. Mr. Ricker, who
is going to follow me, can give you more pertinent information.

(Mr. Hentz submitted the following brief, which is copied into
the record, as follows:)

Baxt:, oF OTTO H. HUNTS, PHILADELPIA, PA.

FINANCE COMMITr::,
United States Senate,

Washington, D. C.
(Attention Hon. Reed Smoot.)

HONOADLI Sias: It is easy to suppose that over 100 years ago a committee
similar to this, composed of your predecessors, considered very gravely numerousreports and testimony which convinced them beyond a doubtthat the waters ofHot Springs, Ark., contained unusual therapeutic properties.

After due deliberation the first national park was established by this Govern.meant in 1882 and called Hot Springs Nistional Park, located In Hot Springs Ark.I say that the therapeutic properties of the waters found there were establishedbeyond all question of doubt for in addition to setting asde the first nationalpark, a combined Army and Navy hospital was established on this newly createdreservation to adequately care for ailing and disabled veterans of both branchesof service. The Department of th'6 Interior maintains a resident superintendent
in Hot Springs.

To-day more than 300,000 visitors annually avail themselves of the health.
giving qualities of the waters at Hot Springs Ark Since this spot attractede country's most famous medical specialists In hydology (the use of waters inthe treatment of diseases and bodily ailments) it ie reasonable to suppose thatthoso doctors should be well qualified to determine which are and whic are not
medicinal waters.

And now I want to present to you gentlemen, for your earnest consideration,
our reasons why Mountain Valley water should be excluded from the revenue act
of 1932,

In 1923 20 of the outstanding medical doctors practicing in Hot Springs, Ark.,affixed their signatures to a sworn affidavit, reading as follows:
1. I voluntarily affix my signature In support of the claims made for the medicinalvalue of Mountain Valley water and its therapeutic action in such conditionsas diabetes, nephritis, arteriosclerosis, high blood pressure, excessive uric acidand kindred diseases of the kidney and bladder. I have prescribed Mountain

Valley water whero indicated and its therapeutic value has no equal in the aboveconditions where a natural diuretic and eliminant Is required. By affixing myslg~ature this becomes a sworn statement." (See Exhibit A attached.)Now Mountain Valley water does not come from the Government retsrvation;I do not wish to mislead you. It Is a cold spring, and its water is the outstand.
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ing, and beyond any comparison, the inost popular in Hot Springe Ark., ass
melicial water to be taken Internally where the waters from the hot Spring
are largely used for bathing, although they too are taken Internally.

The proven merit of Mountain Valley water has caused thousands of doctors
throughout the country to proscribe it.

Mountain Valley water with a reputation of 00 years has always been adver-
tised and sold as a medicinal product. It is our understanding that the origins.
tore of the proposed tax had no intention of levying on medicines; nowhere In the
proposed tax can we find a levy on medicines, except where the 2 cents levy is
proposed on Mountain Valley water.

Mountain Valley water has been sold exclusively as a medicinal product, and
there is no intent, so far as we can determine, in the proposed tax bill, to levy on
medicines.

For reasons I have recited, we hold that It Is unjust, and discriminatory to
impose a tax on Mountain Valley water, such its is proposed In this revenue act
of 1032. Therefore we, the distributors of Mountain Valley water, suggest
respectfully that section 615 A, paragraph 4, be so amended as to exclude from
this proposed tax natural mineral waters sold solely for medicinal purposes.

OTTO H. IiHrz,
(Representing distributors of Mountain Valley water),

Philadelphia, Pa.

EXUIDIT A
HoT SriRtnos, Aar.,

June *8, 1955.
I voluntarily affix my signature in support of the claims made for the medicinal

value of Mountain Valley Water and Its therapeutic action In such conditions
as diabetes, nephritis, arteriosclerosis, high blood pressure, excessive uric acid
and kindred diseases of the kidney and bladder. I have prescribed Mountain
Valley Water where indicated and its therapeutic value has no equal In the above
conditions where a natural diuretic and elimenant Is required.

By affixing my signature this becomes a sworn statement:

J. S. STULL, P. D. FLOYD CLARDY, M. D.
0. C. Baun,, M. D. L. R. ELLIS, M. D,
IioWELL BRIwER, M. D. (10o. B. FLETcHR, M. D.
J. F. MIRtHIT, M. D. JAB. T. JELKCS, M. b.
0. C. Corray, M. D. 0. E. BiGOS, M. 1).P. W. JOHNS, M. D. J.B Do TRACAN, M. 1).
S. B. STRELIC, M. D. H. A. l'unnuM, M. D.
1. C. MIN1o, M. D. E. L. EL.swoRTH M. D
W. 13. PA1RKR, M. D. W. P. 8IMPSON, M. D.
I1, KING VWADVI, M. D. 11. T. VAUUItAN, M. D.

1ot Springs, Ark.

STATE OF ARKANSAS,
CouNTYr or GARLAND: 8-0:

1, the undersigned, do solemnly swear that the above signatures were hereto
affixed in my presence. H.R. EzIMACIE,

Subscribed and sworn to before me this 23d day of June, 1923.
D. C. HARMON, Notary Public.

STATEMENT OF EDWARD P. RICKEY, POLAND SPRINGS, ME.

Mr. Ricimit. I have just a few remarks Mr. Chairman.
Poland water is one of the purest natural spring waters sold in the

United States, the mineral content being only 3.6 grains per gallon.
Its merit consists of its absolute purity, which has warranted its
recommendation by leading medical writers in cases of kidney and
bladder ailments, all forms of fever, and other illnesses where a pure
water is indicated. As a table water it is used-

(a) In homes among those who desire a pure water, almost wholly
free from mineral content as an aid to continued good health; and
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(b) Particularly by those who are deleteriously affected by the
chlorinated waters furnished by the usual city water supply; and

(c) On trains and steamships by those whose systems can not endure,
without ill effects, a change of water in passing from one part of the
country to another,

First I submit that there is no article of consumption by the
people less appropriate for taxation than pure water. Said Congreus
man Nelson W. Dingley to the Ways and Means Committee in 1897:
"i would as soon tax the pure air we breathe as the pure water we
drink," Hence I object to the tax on the sound principle that wateris
not a proper subject of taxation.

Second, the mineral water industry in this country is so small as to
be insignificant as a revenue producer. We had a, tax of I cent per
gallon on waters sold at 10 cents or more per gallon during 1018, and
part of 1919, 2 cents per gallon, part of 1919, and all of 1920 and 1921,
and 2 cents per gallon on waters sold at 12)9 cents or more or gallon
throughout 1922. Attached Appendix A shows total annutirevenues
from this source, covering both charged and uncharFed waters, to
have varied between a minimum of $85,000 and a maxmin of $385.
000. The amount derived as revenue by the Government is negligibe
when compared to the damage done the industry and the decrease in
the consumption of pure water.

Third, imposition of this tax in the past resulted in a great increase
of water imported to the detriment of the domestic industry. United
States Geological Survey Bulletin Ii: 24 "Mineral Waters in 1022,"
page 120, shows an increase in imported waters between 1918, the
first year of the internal revenue tax, and 1922, the last full year
thereof, of a fraction more than 51 per cent. During the same
period (bulletin above, p. 209) production of domestic waters declined
approximately 5% per cent. While the decline in total domestic pro.
duction was comparatively small, during the same period (bulletin
above, p. 209) the number of the commercial springs in this country
declined from 569 to 452. It is our opinion that the "little fellow"
was crowded out, being unable to show a profit on a small volume.
A similar result may fairly be expected to follow the imposition of
the tax this year. Without possessing definite figures I point out that
a loss of 117 operating springs means a large loss in the national pay
roll, out of all proportion to the revenue derived.

It may be suggested that the proposed tax applies to foreign as
well as domestic waters. The facts are, nevertheless, that due to
foreign exchange rates, the importer can absorb the internal revenue
tax and still undersell the domestic producer. Note in Appendix
B an advertisement of Perrier Water from Charles & Co.'s catalogue
that this water "costs no more in America than artificially 'charged'
domestic watrs." On price list in the same catalogue 50 half
bottles Perrier are quoted at $6.75 50 half bottles White Rock, a
domestic water, $8, 50 half bottles Poland, a still water, $7.50. On
January 9, 1929, L. C. Armfield, of the Pullman Co., at Chicago,
wrote our company, among other things, as follows:

In fact, I can import from abroad the best mineral waters, carbonated, etc.,
much cheaper than I can buy your Poland.
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One more illustration: Evian water, from France, is a still water,
whelly comparable with Poland. A Case of it may be shipped to
New Yoik for the following prieeM:
Freight from Interior France to Now York . . . . . 50
Duty comt,. water, camet and bottle ... ........ ............ .59Insuraic ............ . .,*............. .. .................. .. . Q2
Oustonhiouso brokerage ................ 09

3. 20
Compare Poland water from spring to Paris:

Frelght from Poland to Havre (Freight difference results from subsidy t)o
Frioih H)ril14 on French Line steamers.) .......................... 2. 02

Charges, hlhtwding dutles, petty taxes, and freight, tlavro to Paris ...... 3. 52

6 14

Senator SHOUTRtIDON. You are quoting from sonic advertisement?
Mr. RicKxR. No, sir. Those are some figures. The advertise-

ments I quoted said they could undersell our water.
The CAiBMAN. Do you believe that they can?
Mr. RIcxa. Yes, sir; we do. Those are the figures that I got

from our last shipment, sir.
I might add here sir, we run into the same thing in Canada.

Wherever we try to ship our water, our agents write back to us and say:

p'ilv,.4 yoit cut your 1)ric you call not compete with Perrier becatsc it cal be
ol)tliine with it frieght charge so mtlch less thaw vours thatt we eim tiot dit) ali,'-
thing with yotr product.

It becomes apparent that France gives much better protection to
her mineral-water industry than does our own country to our domestic
producers. . ,

I give the above illustration as supporting a suggestion which I
offer in closing, viz, the Government can realize more revenue from
mineral waters bv doubling the present modest duty of 10 cents per
gallon (and incidental duty on bottles and so forth) on imported
waters, than by the proposed excise tax on domestic waters. At the
sane time it will obviate any increased cost of collection which would
necessarily follow the imposition of the new tax, and finally will give
an additional small measure of protection to a domestic industry wIich
sorely needs it.

In speaking of Poland water I am just talking about natural still
water, not carbonated water. We are perfectly willing to pay a tax
on the carbonated water for the simple reason that we feel in a way that
is a luxury. Poland water ir, still water; it does not get into any of this
business of mixing with drinks and so forth. I do not believe you
would find Poland water in any place such as u speakeasy.

Senator HARRISON. Do you call all your natural still water Poland
water?

Mr. RICKER. We have what we call Poland carbonated water,
which we artificially carbonate.

Senator HARItISON. You say you do not mind paying a tax on
Poland water that is carbonated?

Mr. RwKE. I am just asking a tax exeniptL., on a still water
that is not in any way treated, just as it copies right out of the ground.
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Senator HAtmu1soN I understand; but there are many springs ul
over the country that have juAt natural water. You do not think
that natural water that is not carbonated should be taxed?

Mr. IticKani. No, sir.
Senator lAMnsoN. But if it is carbonated it should be taxed?
Mr. BiCKiR, Yes sir In this bill waters that sell for 1234 cents

are taxable; those tiat sell under 12N cents are not taxable. I do
not believe, in still waters, there are more than four or five springs
that are selling for more than 12% cents.

Senator HAIuuSON. What do they sell?
Mr. RicKtt. For instance, there are two waters of New York that

are selling five gallons at 60 cents.
Senator IIAtiflsoN. Per gallon?
Mr. ICKEUi. Sixty cents for the five gallons. As I understand,

it is in a 15-gallon demijohn that is delivered to your office with a
cooler, and you pay it deposit on the bottle. You do not own that.
They own the bottle and you just buy the water. They are selling
five gallons at 60 cents. they do not pay the tax. They are under
the tax by just one-half a cent. In 1921 and 1022 it was 10 cents a
gallon, and when the tax was raised to 12% cents a gallon there was
$177,000 less tax collected, according to some figures that Commis.
sioner Blair sent to the Senate for me in 1923 when this tax on waters
and beverages was taken off.

Senator S1OwRTIDGE. flow was the tax defeated? It was defeated,
was it not? by lowering or raising the price?

Mr. RICRARD. I believe, sir, when the tax exemption was raised,
it let in some manufacturers who were selling locally water in large
quantities and bringing it in in tank cars; and then with water such
as ours, with a wide distribution, where we have high freight rates
to pay, we were really paying a tax on freight rates f order to keep
an equal price. For instance, it cost us about 20 cents a Fallon to
send to Indiana and 30 cents a gallon to Arizona-just the freight rate.

Mr. HENTZ. We also have a carbonated water and a ginger ale.
and we think it is right and fair that they should be taxed.

APPENDIX A

TREASURY DNI'AItTMENT,
OFFICE OF COMMIStIONXIR OF INTERNAL RIVENUM,

Hon1. BENT M. FERNALD, IWashington, December 18, 1T23.

United State. Senate.
My DhAR SENATOR: Reference Is made to your telephonic request of yesterday

relative to the amount of internal revenue derived from natural or artificial min.
eral water.

In reply you are informed that under the revenue act of 1917 artificial mineral
water (not carbonated) was grouped with other soft drinks and the tax collected
thereon can not be shown separately. The inclosed memorandum gives the,
amount of tax collected from mineral or table waters tinder the provisions of the
several revenue acts.

I am also mailing you under a separate cover a copy of the latest annual report
of the bureau. On pages t8 and 87 of the report are shown the receipts from this
tax by collection districts and States for the fiscal year 1923.

Sincerely yours,, D.H1. BLAIR, ContmiWso"Oev
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UUMORANDUM

Revenue a4t Revenuesat
of 1917 natural of 1918 natural

Fiscal year mineral or mineral or
table waters, table waters.,per gallons, per gllon,I cent I cents

i916 ..................................... ............... , 371. 69 .........
1010 ................................................................ M.,99 Of 16062
190 .................................. 4.......... ................ ......... ............. # 1f, 8N00, 1
1021 .................................................... ........ ... .............. W, 71. is
1922 ........................................................................... ......... 268,11840

Revenue aet
of 1921-
natural or
artificial

mlnral or
table

waters, per
gallon, 2

cents

10 ................................................... 254,12 ..............
11ff ....................... ,037,20.........

'In bottles or closed containers at over 10 cents per gallon.
'In bottles or closed containers at over 12)4 cents per gallon,

Revenue sot of 1917, effective Oct. 4 1917.
Revenue act of 1928, elelve Feb. 2S 1919.
Revanue act of 1921, effective Jan, 1, 1922.

APPENDIX 3

Perrier table water, bottled at the springs In France as it bubbles with nature's
own pure, spark g, t costs no more in America than artificially "charged"
domestic waters. The world's supreme admixer." At your dealer's. Per.
rior-The champagrne of table waters. Twenty -three ounce, 11 ounce and split
sizes. E. & J. Burke (Ltd.), sole agents, U. S. A. Long Island City, N. Y.





MISCELLANEOUS TAXES

TAX ON TELEGRAPH, TELEPHONE, RADIO, AND CABLE
FACILITIES

STATEMENT OF GEORGE S. G1B3 , PRESIDENT POSTAL TELEGRAPH
C0., NEW YORK. N. Y.

The CIIAIMAN. Please state your name and whom you represent.
Mr. Ghns. George S. Gibbs, president of the Postal Telegraph

Co., New York.
The CHAIRMAN. Do you desire to have this statement, which you

have furnished to the members of the committee, printed, and do you
simply desire to speak to this, or do yon want to cover the whole
sub ect I

Mr. Ginus. I have a brief statement that will take about 10 or 11
minutes to present. There are things in regard to it that I want to
bring out, and I will follow pretty closely the statement.
The CHAIRMAN. I thought if you had a statement it might be put

into the record now and save your time and that of the committee.
Mr. Gns. I have some interpolations that I wish to make.
The CHAIRMAN. Just speak to those, then, because we have your

statement, which may be made a part of the record now.
MI. Guns. You do not want me to take up the 10 minutes that are

required to present this?
The CHAIRMAN. What I mean is that you may say whatever you

want to with regard to the statement, and then the statement will go
into the record.

Senator Rum. Maybe we might want to ask him something
about it.

The CHAIRMAN. Read the statement. then.
Senator RFm. No; not the whole statement; just what is the

point?
The CHAIRMAN. That is what I asked him.
Mr. GIBBs. The points that are brought up in this statement are,

in the first place, that the tax against the telegraph utility is dis-
toriminatory, in view of the fact that it is the only utility of a
nation-wide character serving the people generally that is singled
out for a tax. There is no tax on supplying the people with gas;
there is no tax on electric power; there is no tax on transporta-
tion --

The CHAIRMAN. The States impose such taxes.
Senator Rae. I do not know that they do. There is no tax on

the fare that is charged on an automobile bus, for instance.
The CHAIRMAN. They pay taxes on their gas.
Mr. GiBBs. The second point I want to make in regard to this tax

is that it is exceedingly high, if imposed. It is an average of 15.4
1141
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er cnt on toelgrails, and telegrams are an intc ral part of everyId of business. In fact, a great many huinesss epend entirely ontelegrlaphy to (1on0du(t thPir lmk liness, and practically every bimwI',!,ue s it to a considerable extent. So *hat this tax is a ta x on ,uj.
nes1s, jiit at it tivei when we nre trying to resuscitate bui&esH anvdbuild J111 up ,les and bring back prosperity in some dogrev, Thin
tax iA a direct tax on I)RinesS.

Senator CONNALLY,. What are we going to tax if we do not tax
business V

Mr. Ginus. Broaden the excise taxem. There are, a great many
things that call be taxed.

Senator (oxi.% .Is not that businessI That involves peoplewho buy an(1 sell. Where are you going to got any money i t you
do not tax business in some form t

Mr. Gums. I have not given that a great deal of study, SenatorCornally; but I smoke eiga9 rettes, and I would just as soon pay 20cents a package as 1l cents. Cigare ttes are a luxury. I might smokea few less it I were pinched. Such things a that shoud be taxed a
great deal.

The. CHAIRMAN. T 11y -r taIxed Howi Very high.Mr. (nns, Still they are not very expensive. Thero are a greatmany things that will stand taxes that are in the nature of luxurles.'The C(Au h.1%N., We have not fomI a single, solitary ta x so far inthis bill but what there are objections to it.
Senator Rvi). That is because they are all disrimirlntory.Mr. Gmns. This particular tax is exceedingly discriminatory, be.cause it is a tax on the only utility that is taxed at all.Se1nato,1 H,.RAISoN. Th tax inlposed on you is high as compared

with the tax immpsied on other propostionO
Mr. Guans. Yes sir.
Senator HIAmsox. For instance, you are taxed 10 cents on a

34-eent message I
Mr. aIuIls. 'lThe tax [etwveul 30 cents and 50 cents runs from 10

per cent to 10% 'per cent. On uiessages front 50 cents up to a dollartie tax i; from i1)Pr cent to 20 per cent. That is a high tax on anan essential lurt of a transaction of butxness.
Sonator 1 ISiIso.v Do you recall what it was in 1 1 Wam it

the sameo as thisj in 1921? 1
Mr, Gkons. We had a stoump tax up until 1922, and then we had a

tax as it is here for a short time.
I have one or two interpolations. A large part of he telegraphbusiness of large n .ciatiol-s, such as stock and bond houses, grain.trading houses, and1 large merchandising houses, is sent over leasedlines. A vast majority of these leased lines are owned and main-tained by telegraph companies. The present bill imposes a tax of10 per cent oil these leased lines, as you have heard from the presen-tation by the telephone Companies; yet this bill taxes an average ofover i5 per (exit of thoe snall firms which can not afford leasedlines, this discriminating against Lite users of the facilities of thetelegraph h companies in favor of the users of the facilities of the

telephone companies.
The two telegraph companies have suffered a shrinkage of revenuein the general depression which, despite drastic economies in opera.tion, has seriously impaired their earning power. During the first
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quarter of this year their gross revenues are off about 20 per cent
wore than they were last year.

Senator RizE. Compared with 1031?
Mr. (aets. Yes, sir' the last of 1931.
Senator WArsoN. How much will this tax, if illujosed, curtail yourreei pts? , .
Mr. (hipts. Well, th two telegraph c1mptuies! lhave stiltdied that

matter an1d figure that it will curtail themi by something like 5 per
cent, One per cent s something a little over It million dollars. It
would eurtail their business by something over $5,000,000, we are
quite certain.

Senator WATSON. Would that put any of then in the red?
Mr. (hums. Tim Postal Telegraph Co. is in the red right now.
Senator HARmSON. Are you in a somewhat differentt situat ion from

the telephone company in that you carry Government messages for
40 per cent of the rate to the public ?

Mt. Gimls. Yes,
Senator IIAUISON. The telephone eomnl)tnies lhavte 1o such under-

standing with the Government have they?
Mr. Gxes. I do not know what their rates are to the Government.

I think the Government pays the regular rate. By law the (ov-
erniwit pays the telegraph companies 40 per cent, and then, in addi-
tion to that, the Government itself is in competition with the tele.
graph (oI1I)anies. The Navy has an extensive telegraph system ; the
Army has an extensive telegraph stem, handling buisiless for all
departments of the Government 'That takes ,o ,much as is handled
by those agencies awnay from the receipts of the telegraph companies.

Senator WA1 soN. 13o ou know how inany (hwernmnet messages
are carried over telegrapK wires in the course of a year ?

Mr. Grits. I couli not tell you now, but I can get that infoi'ina-
tion for you, sir. We h-ve those figures at hand readily, and I shall
be glhd to present them to you.

Senator B.UtI.EY. Except in amnd out of Washington they would be
infinitesimal as co pared with other inessages, would they not?

Mr. Gint. rhe Govermnent business?
Senator BARKLEY. Yes.
Mr. (hans. The (overniet lusitess is about S per cent,
Semlator I.xtmnsow. Will you furnish, for the benefit of the record,

the percentage of messages tliat go by telegraph for Government
agencies; and those that go for the general public ?

Mr. (hi11s. The total telegraph. business of the Government is
something like 8 per ('cut.

Senator lTAl iION. That is 11101e tian I thought.
Mr. (hits. It is very considerable. There is one other point-
The (VmMAx, You Ive one Inute left.
Mr. Gains. This proposed tax will tax 90 per cent of the tele.

grap)t business, whereas it taxes but 10 per cent of the telephone
business, and it taxes 100 per cent of the cable business. I make
that statement by way of showing its extreme( discrimination.

(The statement of the Western Union Telegraph Co. and Postal
Telegraph-Cable Co., referred to and submitted by the witness, is
here printed in full as follows:)
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STATMUgNTi OF T11WIW VbMKN UNION TIKUMItlki (10). ANDI PONT1AIL TFMRA
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n1illts8) , 10 pler (,(kill on1 yuit,. tc 111lo0v, there' 'fi'i14) I l~ 114) V4+10kt Or t
I~I keel I1 IN~ lox, whia eveu' th h i'1tt11'4 of' the ortile t1 iid w~f 1 (11Iqulfis the~
115 ix'r 4'4'It stV('roge Us toi tiv)it iplir elt n4'cessI Wy to Imm~iiv-4, th tueegramii,

~i4li'AiMIfZEM0 %.N ESSNTIAL, 1WH$1IN8

ll-11i th lie Wlegn'iph w1114 ('111*14 hishie'sS of the4 IfiliIWt'r 411,4 ' it'tl 111 I931
sipplr4,xintately 24 jIi'i ('enlt boi'ow 1929, t ho two t4'k'grl'ji 4'4)11t11111' Wliejii-
'tently cw4ivdre'4 for at Ilm 'itheW i possiility of off'stting the dr'oll by its
IlCllle Ini rltes, lout viluch ohf (lui r'ehied thet co'0 ug!1lo11 t1hat i'014'l i114'um
ivaJ14 iwt :ldvi!'oilf In ll uit, It w~ouldl n1otI fsict inake up9 any) sibstsititisil poIlofl
of till) 4h'creumv ber':itse orI till! Ins'vltulile loss, (If bumsInes4 4l1(' to higher rates. '

Through the( ll1)pilitiln of methods (if e'coniuny Ill busi114'M14 111o84se uIig a1
large vouicIII 41W' )he-sag14 tho addition ohf Ihe hlroi'pI)(' 4)4x toil sill lle~saegu
IIPvI' 30 "eentS wo'ilt Intvolve at a (Solwe!1vvltiv4o (stilate 41 re4dfltiI k o it

lowst 5 ver cent ftIn th gruism reventie (of the te(legap I 'llIl cI11111114'4.
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#The1re tire three acetively cotizpetlig, forms4 or cmlifilUlitilos--thu tirl aniil,
the tolegraph,. and telephonei. 'iThe bill1 tiN passed byw himoue puts nio udill-
tiollil Iburden on the tisor of (t uir mutll. Tho uir moll WIs it direct subswidy
from theo (lovernuitit Of tho U1nited States, an thore Is no preteusion thaft the
rj~fnt stamp on Wir inall ptys for the Norviv. Thto bill taxes over 10) per cent
Of te collifft'relili teleigitph Ilmsiages und 100 per cent of tie( vititle ikiessltgeH
original lag lIn tho Thilted $tatem. Tito bill tnxes4 less I hiti 10 per i'etit of
the 1elPhoh111 e mlet'ige Ment: throughout the country. NVIthiout question thlt
proswint taix bill tIlmerlilatom against tile telegraph cotaplnips.

ThM 11o1s9 (144t1410i to, except; neoWspaper num. ivss ges from teo l egrapih
tax, Already by lMw (Iovoruniemt inisagum aire carried ait fixed raih* of 40 iter
cent, of th0 W911ula, rates, uend in addition to this flii. (leernittenit hus 4-4ttab
11i14h1et inber of telegraph services -Army, Navy, aind tShlppitg BoordV tius
fieturilig fro) tolegritp1t services frown these Govoritnwntt Inst ittutioum. While
the (lovermO nt111 I1s givlIng thle air inil it subaidy it not ottly dtlo wit give' it
gubasidy to thb telegrapha companies, kitt Is ticturily taking away businessH froln
them through direct competition,

0-ONT UNrk' NTi NZO#VSNARY MA~f A ?TIOMPH TAX

Iu addition, In its atihereneve to 5 aind 10 cenit units of taxatIon, the form of
thle fax Itself', an passed by the Hlouse, is bused on tile physical conditions und1(er
which tite telephone business Io conducted. These coliditions tie not apply to)
the telegraph, business. Thore 1s no suclt reason as the coin box Of the tede
phone pay station which makes, tho tax In it 5.eeumt uit thlt logicati formn for at
telegraph tax. Tlito telegraph conilmanies' isorvieP4 atre pald for it uits of cenitu
amid a porcentetgo tix would be niuch e Itioquitble fndi immnch less expeitslve
to collect.

DWSUIUMNI~Y ON immrWuIMN ILWiiApII COXIt'ANiIF

There i Is another discerlmhint ionI this tax. Titt' Postal Trelegruph ('o. has~
in effect i Initrastate bushIess a lower rate thut tim. Western Uttlon. If tltim
tax gtmv's Into eYNAectial telegrtimis Whe~re theQ Postal IhrgSA Wsiall 31 ento
anad the Western Uion rate IN over 30 coats ill carry anl added difforentI'li
of at lvast 15 jiner evitt In favor of' Postal, Amid whero the PoNs-id intrilmtiito rate
Is aIler 111 centis antd thte Wemteri Union is Over 5~0 ventts thoe' will ho anl middi-
tiolntal differetiii against thie WVesterit Unioni Of nearly '20 jior cnt. 111'Tim
41111011tt oif 01laiPSHites ivolVed is4 Over $7(X),0004 at year. Thore Is no way Ili whichl
til ivrioiatloin con be aivoided If there Is to bo it tmessae foax ait aill, .'xelpt
by lirmadenmig thie buse of' the t ax to hIclude aill tmlogrowns. Ili timidt event at
tax Ili, the ra1te Ilretscrihed InI the bill. opliie to 21cenmt mmmssagos, would Ilinamati
to 24) pvm* cent, gitid In voniparisoit with ivi l oItm'e.'kv would be still mao'' umoa i

t'PECmTrS IN AiiM I SSTIIA'I mvin.* m ~Iiiii(AW
1441so I., 02 1 lmev.r 111 'o I lttt t it'llk~m Wkii11 b~ 4,1t11)1114- Ifc ituill.m on, luefores the

l ). Inm ' eouch montli make at returit fo r the preleo hug litol in tld pay the
taxes so cioilected. Tito reventue let, ot', 111, r141 8siatilmm ny except (Ilmit hintovisioit
W0t4 11111d1 Itt the collector was mut Iior:xt.ii too grant fill extent ion of tint. nlot
to exceeds (0 days.

Tite present bill1 does iiot lIaclude the sNolte exeeptlon., Wltln4ut It. Imad( If Ithe
returns Of theo telephone companies Ilr. 1,1tde ais lmert414for't' they %,Iwil bII ita
posItionl of pityig "1 this nmth " for flit, il-ivsi I hey will 1110t ItaIVP collected4 fI*Omu
the Semiders Of th10 mIeSStige's inI namuty u.18k.8 11it1il onle or' two Immotini thtemn'e,
becuium- most telegraph patrons taken fromi 30 tp 60) or 9) dlays Mefore pay'img
their bills. It Is obviously utijast ti) tidd to tile teiesgrmph coimmpatles' burdeit of
collecting tltls tax the burdlen of' financing thme G~overnmenmt 4ihutnimig tit time1C
between the sending Of tite ine'smtges and the payminmeit of the telegraph eftargem
and Fe'deral tOx tlmereftois.

Thle above IN jmieiieated on thme assifitpt ion1 tilmint the telegrilnim voilinthaaes w-Ill
he Permitted to emnthnue the accountilug pratt iem un4.'r wlicm Y they v a Me
.Jwsratimg amid which are iwescnibed bly the Interstate V..mnmmerve Coammalissionl.
This miatin that Our r'etunris anti tax paynuemttsm will hie louIse uponl thle tax
aevinmls whlf1 it) do it ?mc.(vspnttIly relemct the( octmail ''ali,'lt is. Anfy awhut it' uy
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to dihngo their nevcotinthlh primeIrCen shmuhli foinle though tile 1ii' II tbitte Colit.
fierce COl IniI lio , ()i the oihe hilOd, I? t hy iio r ituilrod i reni, II 'Qtlrl
strictly in n(so,,irthOino with thi pIreM1lit h0tler of thi b11i 140 1011,4d by thi 1I0U0e
Without such qlngom li il(couitnhg jpracthivM, this would wiOeMNtt ottilg up
another anl se arato Not of lieoutllig lprot lleps to intumli lt o tho tt|s
lectio1s which would itld thioummid* of dolhwit to operltign eXl)eioIms of tho
t0101411)h colUontem.

COINCLUION~I

o MuII up, tM lropoied tttx its pIieSId by the' INI 0 110t oilily sliit em mit the
Coliluiltullt~ions service liii the only geuilne puble service to bo tibJe tod to it
tax, ht It Itloses on the teleg'aph seotvlves ai tax nor, tl1 li) per celit higher
holl the hig'+et titx Iipoi,Od on til Ill(t OtMwimo luxury. In addition, the

tuix dimcrhilinteA 11111011 tihe Yii ous4 typep of veommunint tons mervlhe ngahilt
the telegraph.

Necwoohn CARLTON,
10realdentt lWeMern Unitonl e!le'ta'Ilpt On.

(lM, l N1uhrn andillive ('ieinitehe o~ah Peirgt1ahan bOff Vi copon, i Itte

STATEMENT OF P. B. EsoUINNON, PRESIDENT UNITED STATES
INDEPENDENT TELEPHONE ASSOCIATION

Mr'. MACICINNON. Nh'-. Chairman and gentlemen of thle commflittee,
my name is F. B. MacKinnon, president of the United States lade.
pendent Telephone Association, Chicago and Washingto|l,

I am here to speak in behalf of the Independent telephone corn.
panies of the country.

So that you mty have a picture before you of the telephone situa-
ties I want to explain briefly that there are two groupl)s in the in-
dustry ti Bell group; for which Mr. Gherardi of the American
Teleplione & Telegraph Co. hits just spoken, and the Indepnlent
group which consists of seven thmusand separate co|mpallies operat-
ing in 15 thousand conimituities in the United States and doing the
entire local telephone business in those 15 thousand communities,
and connecting with the tol li es of the Bell System.

I agree with Mr. Gherardi in what he has said iv his general dis-
,,ion of the effect of the tax on telephone business. I want, how.

ever, to enhiplasize the situation which exists with the Independent
SOV the seven thousand Indelpendent (onpanies of which I sieak,

five thousand operate exchanges where there are 150 or less sub-
scribers.

The House Ways and Means Committee saw fit, after a discussion
of the problem, to eliminate the tax from all telephone messages the
charge for which i4 lem than 35 cents. This was a great relief to
this group of 5,000 companies operating in the small communities.

Senator HARRISON. Was that in the bill as reported out of the Ways
and Means Committee?

Mr. MACKINNON. No, sir; it was originally in the Treasury recom-
mendations. The Ways and Means Committee rejected that recom.
mendation in their bill, so that as they reported it out the tax began
with 35-cent telephone messages.

That, to a very great extent, relieved the pressure and avoided ;I
what we considered a great danger to this group of 5,000 companies )
operating in rural territory who would be affected by a tax on the
lower price iitissagnes; but it (loes not relieve the pressure and the
dan4re <to the 2,000 coml)aities which operate in the small county seat
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towils and il the larger eities of the various States not served by the
Bell system. For instance, in Pennylvania, York, Colunbia, Butler,
Kittanning, and Forty Fort are such cities.
And in Indiana, Senator Watson, we have Fort Wayne, Terre

Hitte, RichmondI, and cities of thit (114S ; 1un4 slch 4kX(hln(e s as the
()1e ojweirated by Our friend Brnhart up at Rochester.

Senator H.lsmnasoN. You have J1oJe ill U lthV
Mr. MACKINNON. I think We have sonte small ones in tUtah. We

formerly bad quite it qt'op there.
Senator LIARRISON.1 dic not want to have any prejudice' shown

against Utah.
'11 1 CHiAIRMAN. He is always looking out for that State.
Mr. MACKINNON. In belhlf of these 2,000 companies we havl been

making a study of the tendency of their revenue, and we find that
d(arin)g the last three months, . january, February, and March, they
have hod as large a decrease in the number of subscribers as they
had the whole of last year. They have had a much larger decrease
in toll revenue than they had during the same period last year. Last
year the toll receipts of these companies wore off 6 per cent from
1930. The first quarter of this year the toll receiptA were off 15
per cent from the same quarter of last year. So that these companies
are facing a very difficult situation, and they feel that they should
be relieved of the deterrent effect of the proposed toll tax.

1he CIITRMAN. Would you prefer to have this tax eliminated and
a small tax of half a cent put on each call ?

Mr. MACKINNON. On each cali You mean on toll calls?
The CHAiRMAN. Yes.
Mr. MACKINNON. If there were any way of collecting the half

cent, we would. Perhaps you will renienberl Senator, the first tax
we had on toll messages was back in 1914, when we had a tax of 1
cent. Our difficulty there was in collecting the 1 cent in slot ma-
chines in pay stations. But otherwise it was a very satisfactory tax.

The CJIuMAN. I think that the tax that was Imposed brought
less objection than almost any tax we had in the bill; and if I an cr-
reedyv informed by the Treasury Department, it brought in consid-
er able money.

Mr. MACIINNO. It brouiglht in so little money that Congress in
1917 increased the tax to 5 cents a message and biter to 10 cents on
the higher messages. The largest amount collected by the telepholne
companies was twenty million in 1923. We have to remember, too,
that was a war tax put on in a Period of great )rosJ)erity and asceind-
ing prices, and the difficulty of collecting the tax was not so great;
although statistics will show that the rebound after that tax came
off wits considerable, proving that it was having a deterrent elect
upoti the toll business. But, we feel now, iinde l)resent conditions,
with decreasing revenues and the constant prewsure on the corn-
panies from discontinuance of service, that the tax on the lower-
priced messages will be very difficult for us to handle.

SPnator WAvrs,;. Do you think the tax on toll mes,,aget 'oi!v il )(
o listributed its to produce the saiIe a1iCiiolit of tiwitey as is cVStiiuateil

here, without doing injury?

1147
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Mr. MACKI NNON. WeP 1 liought, tWO ui 114(1 Ago), IN4fore knowing
0h0 111MIOlt Of 0 l4e 1114, (jI11aite's IlliH,1i ne" that if thel (fix of 6$ ents4 4
Iliimafge on) 115, 40, aind 46 (cnt usiig~ wore~ fV34itkctni off thIose itt stl
4111 i ulisfert I to) Illssiges abov $1, the HlmIIO 1111nmlit of IIoIIIy
c(Iuldl h (0lIcto'4l for flhe ( h4) C)IhIIInt hid 1( WillIi bu1t little0 HMore deta'i'
i1111t efli'ct, oil V l~e bhiessIC~. We4 aire imw ('Ommitieh't ow11) wer, that w
deineI I' ll hilsi l(e' s iO I'1i'( -ivlH V hit 110t mily IIo tax shmild be' piut
OIi 11IeS141ges belOw ti0 cen~ts, hiltt it(' lix mlI Ille'Slges., btweeli 50 vent

id~ 95 ('chtsH I m'ichisive, lmldd be (all1y 5 ('Clls stri the talx on)118,44'
l't'i~ $1I up~ flhlolld not b. over 10 V'ents. This may not prodjwc( 11
1111.1 iii'hi ielhle isI the 4(1461, plan~ but it, will pi'Oted th (fJi lhI~i'~ih
H('1I'Vcl Of thP country. C-rtinly Con~gress. realizes thit. telephone
NPI'Vi('e 1111144 be 111iiiuitiitad. It is lip)rimae11ilg thle clanger' poihit 1kil(

I would lik nako to say that we think the tax onl lensedl wirti,
should wi ot eOver 2 per enlt, it any is to be inmposed. A 10 per vent
tax onl (1hese special Wire HtIerHc( would he prohlibitory. 0111' (-()l.

I malie4 fire fiot aIs uiich interestedill n le( Wire welVieR its tire tilt
ill1 and thei telegrotph eomptnies, but, we fire suffiiently intenested

to dlfsiI'O to) p)1otlst liao Ost, the high takx J)IOJ)p(e.
Seni-tor ItEIwI. Sii 1p(i5C the taix weret muadle iifOi'ni at 2 pter vent;

would niot that be better thank theme veryv high percentaiges ill the Jilll I
Mi., AcKNNoN%. It Would exep'It, t'or the difflicuity' thilt I speak

(iftileh difficulty of collecting it.
Tme CIEAHIMAN. EachV~l fill) kees if record of Whllit is collected

AtlflV pasoil tit'- fullollit col 1tw11 ete
A11. 1A1KuciN. RIift wltin wt, 4!Olletw thitmtigli, py StIuti(Jlls 10

haive' 114) way o~f getting it lwreitage ('01 ecion. tat Nwas one of t
(liffvll(ti with tile 1-cetic tax, hierstlse. 11111(0,s We t'e4'(ilippoiI fill ojur
paIy scltmi 015with at I -((it lt~t whichl wWoIhi be it VCP1y exhpe1liv('
maIt4'r, IVe cOul d nlot collect i 1-cenlt tax.

I tO oiot, wilnt, to take(( ally fujrther tilnte. except to mak1e(t one Sug-
j~etiui.I eceve tl 1 monig at telegri Il froml one of oill voiln-

jtanies which operates at telephone and telegraphi company and ins
operattes anl electilrwI-powN, com1panly With long trs I'l sn41lisq ioli I filivs.

'Ihey lhave lsliod that w4. "siggi-S to) the '4Sili 4'- tII wm tild
like )erfwibsion ll present it to) the t'oittlickA etahtei'-fil 1 Ittildlle('t
Which will ellabIC t~lti IPOWeI cmtilpihly to be ouleiipt fr'omi the tax
oil lhues leaseil from t heir telegram p'h conpai0 tl. hee eaedIi ic(S
a~re uised( by their power afiliaite solely ill patr'oll ing the power I iht4'H.
Their suiggestioti is that,1 where it power coinp~auiy tilt(] wire colfplhly
areIf('h 1) e bWt~ v thle samm voe ora)ti io there h(IIS111 be VIo tax fill-
posedl ml wires Isusis"ed to thes mil. by~ the 4)thI('.

Senator UIl.If it dloe,. ltot ('hiarg4 over 30 cen1ts4 it wottI(1 not, be
taxed4liat fill.

Mir. I~ um INN '.1 111H eaking o)f levied Ii hues, where 1 vi reilit
is leased N11r I hat par c1111 ulaI pOwQI' ('0hllpahl puro se.

. it mw14 futhe w mul' Vt I th1e4 gf-I'rtul p)o itjol, the telephiolle
is r'egardled by the pmithif, e as neessity. anud thlis to)l l x is it taux-
ait 101) of :i1 ll('(Ps-itV

.1148
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STATEMENT OP BANCROET OHERARDI, VICE PRESIDENT, AMERI-
CAN TELEPHONE & TELEGRAPH CO., NEW YORK CITY

All'. (iusIIt11in. IN11r. Chlair-1Man Will gntlomen, t iti viece president
altd ehief w~ighiir~' of tho Aiiiericaui 'Oltephlii & T'elegrraphl Co.

'I'lo , 'IAIUINIAN. What koetion are j'u goiz to speak on i?
MI'. (wonIIIIRA1n1. I wki going to spou £ on seecton 701, 1 belitive it i1s.
Senator IlAIitiM(, J.Page 260.
The (CHiAIRMAN. P"110000d.
All. (GnEaAIMu. , RIO vice iwesideiit, and chief, engineer of the

Aniiil '1'ole phonie &k Telegraph (,o., thet parent company of the
Bell Systilil. My rexJponstbjhitieos and thle work of my de partmnent
Ihavo to do with tie operations amid engitieering of the Bell System.
We tIvise thle a oeliuted coil)paimdew eoustituting4 the Hystem in regard
to ooraliom and engineerig qiaeitiono, iveluding those involving
tt)e blihig of etil toll mossugoi andi the operation of private lines
sinl letised Wires. 'The Bell Systeii consists of 24 associated com-
pailie.4 covoriti g dliffrIent parts o!f thle Vinlte(I States, aind oeh renider-
ig service toti e area within which it operates, and these companiestogether- with the longi lines department of the American Telepholne

& Telegraph Co., which owis aind operates the lines connecting to-
gether tilie Veiriolig Coll ipauni, viiider qerwie to over 15,000 000 tele.
pihoties throughout thle United Statet. In addlition, through i ltm toll
inesN, the3 system handles cotislderale tinoimts of to! lbuinesS

111git iimg Inl thle cotitiecting emipflics of tho Bell S SWeII; of which1
ater ore ($1000 companies ond 2H,000 almoeiatiois aw11 others olperat-
irig four mind oneo-half iiiilioi telephiones.

it, 1i8 proposed ill the WXm bill miow br l'ore this voiumnlitteo to iiiipose
text's i1ll ilte users of telepole toll Ii esa1ges Its follows:

Oni osiuh viimessge for thme truninissioui of whie ithe ho di-e is more
flil 30) veils, Iid le," 011 5wo evvf) iet a mix of 5 vellts, mind itf the

(.h11rge is 50) cents or miiiw it a I~.x of I0 cents.- Inl addition, it ispro-
lJ~lsv( t0bi1t t heve 6, it h\ Isqul vmdeti to 10) per cent' of the amount
1puid 0tosallY te~legraiph or telepitono coiiini uw1 for filly leasti l Wirme or
talidif e ircuit 5jW(ciuil sv'vve, e' cei it ig coInmimi101 in arriews, tdoliclne
Mid telegrophu e4 fillill iWs, 11nd4 rat~io i-olkileast i ig stlit iols. () both
of 4 hiSo Jf'opowsd La 'es tilt hre '-we cert in1 eX01mmupioms foll governk-
mcItI11 iltl inte iagemlts41 1111d for thle ser-vices ill col led ing 1111l flis-
SPtiuiitiiig IOew.

I hamve' iot, vlit *11 hnev t jp iqqws IIk fi( t4 MS mieloy hiecitise they
an' I taxes imiujosci I lspom Ow lie est-oijiers of i ii' lwiii5, hit to poiit,
wuit, to tills5 Ci iili1l 1,1 e 811w of t~ liswtiivives of these taxes anld
soilh d ifthle o-ii 'ii eill it)(ill1is Iteii lPS15 t'ti-i tet atof i (ilr pro-
posedtaIInxes, Woit, befim or4lin g thIiis, I wilIt to state briefly whait
a-xes thle u1sers of t eleplio tue set'vi ee a lit'oi lv paving i-i rogh thle

vaiimis I axes assessed upiji the J31ll sy'stei limlf paiid by it.
Ill thle yelar 1931I tilet, fitxes of beb systems t('levhIie1w( .conipaniws

%(T er 'i~)~ (O I li s I £ Pt' (.;.Iilt of II (, tt it~l a I 01 niig
1T'iii's (Of the systell. InI Otl er wontis, thle gio4ss revveli id o f me
11iu thI iil the VOll 1' W it, ftw ii kxaim i.

Bl~tl I.slmi fi xes will he imurtaivl.4 not oli 1wV I li probb i l-
crea11se it; lis';u I I x:Itiwi, hult byv tell iii fLeni4'll"A ~ ih~ of hit bill

M702,1442- 21*
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now before you. 1ho yro11d Increase of the corloration invoe

tax rate fromx 12 to 18i/ per cent will in(retso the Bell systeli taxes,
on it 193 1 hmsm by bolt $2,5o0,o0o. If we wero to continue to
malee cosoli(latod returns, the proposed tax of 15 per cent of sech
ret,11n Wouh (1itiake this figilre about $5,000,000.

The l roJ . .O.. .. .inVreast in tirst-class postal rates will Adh 1( t, (I t
one-half million dollars to out postag(i expenses.

A suggestion that checks be itaxtd 2 cents each would fuliher
increase our taxes by $420,000.

It is cleat' from the foregoin that the public, through the telyonc
industry, are already paying largo taxes and "taxes which aye ikely
to be increased by tie geiral provisions of the proposed bill.

We collie floW to a Coll Oi deration of the proposed special taxes on
telephone users. In general, the taxes impose Id upon telephone toll
messages are a very heavy percentage of the charge for the nesage.
On a 85-cent message the proposed tax of 5 cents is 14.3 per cett;
on a 50-cert message it is 20 per cent; and it does not get down to
10 per cent until we arrive at a $1 message. The total number of Bell
system messages to which this tax will a IL based on 1031 figures,
is 195,000,000 messages. Of these, 147,009,000 will be taxed to per
cent or over. These taxes on what to-day has become a business
and household necessity tr, in our judgment, unjustifiably higher
than certain other proposed taxes, such as the proposed thx onl auto.
mobiles of from 2 to 8 per cent; on automobile accessories and parts,
1 per cent ; and the proposed taxes of 5 per cent on such things os
radio receiving sets, mechanical refrigerators, candy, and chewing
gum. It shodd ie further noted that the amusement tax starts at
50 cents while the tax on toll messages sturds at 35 cents. '

'rhe effect of these proposed taxes upon the use of telephone service
cart not be ignored. It is ('stiluatk'd, based upon past experience, that
the proposed tax on telephone toll messages will produce (from the
Bell system) a total of about $13,500,000 in 1982, and will destroy
more than half as much business as this.

In the case of the proposed private-line tax of 10 per cent, this
effect will be even more serious. It is estimated that the private-line
tax will produce about $2,300,000 of revenue from the Bell system.
However, the businesses which employ these private lines are at the
present time generally far from prosperous. Many of the users of
private lines are now just holding on to such lines from month to
month, and the effect of a 10 per cent tax added to the present
charge for the lines will, without question, be to destroy more reve-
nue to the telephone company than the amount which the tax will
produce.

One of the most serious reactions that will come from this sup.
pression of business by these taxes is that both the telephone toll-
message business and the leased-wire business are to-day essential
aids to the conduct of general business. The proposed taxes will
place a restriction upon and will diminish the use of such business >
at just the time when their use is most desirable to aid in the main-
tenance and restoration of general business which all are trynig
to bring about.

I I I I
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During and just v1ter the war we had experience with taxeig gen-
eirally similar to those now proposed. Busino conditions at that
time were, however, quite different frol iprosent conditions. We
bad W( more lisiness than we could take caro of, and, therefore, the
restrictive effects of these taxes, while evident at that tlme, did not
result in the unfavorable effects that they will have under present
conditions.

The ('IIA1t.AN. You lhve two 1no10 minutes.
Mr. G(lwRAAmi. I will be t through il tw,: 1110re minutes, sir.
Not only are the proposed taxes on toll messages and on private

lines destructive of the business in qution, but they will destroy
the einploymenit of many people. II is estimated that these taxes
will eliminate the work which now keeps over 1,400 telephone
employees busy.

Summing up the points which I desire to bring to your considera-
tion, they are:

1. The proposed bill singles out one hind of utilitLy and one class
of utility users for special taxes.

2. The proposed bill taxes telephone inessagos, a inecessity, along
with chewing gum, candy, and cosmetics. Thus, a 50-cent toll call
is taxed 20 per cent, while candy and chewing guin are taxed 5 per
oent.Tihe (IAIRMAN. ltve you any suggestions to make as to where
we can get any money? Everything in the bill is objected to.
Maybe you can tell us where we can get some money.

Mr. O6IEAJiDI. That requires a broader knowledge of the general
tax situation than 1 possess, Mr. Chairman.

ir. C nIRMA. 0h. 1 did not know but what you had given
it some thought. In that all?

Mr. GHEImaItI. May I have one minute?
The CHAIRMAN. i thought you had finished.
Senator IIAIMISOY. There was not any tax on telephone messages

in 1924 was there?
Mr. G4 xEIAnDI. I think the tax was taken off in 1924.
Senator HuRRsoN. It was in the 1921 act?
Mr. GnEuAD. Yes.
Senator IlAscusoN. And the minimum was between 15 and 50

cents, and 10 cents above 50 cents?
Mr. GUEAUDI. Yes.
Senator HARmsoN. This does not go quite as low as the 1921 act?
Mr. GUERADiu. No, sir. Otherwise it is the same.
3. The proposed taxes will destroy some of the telephone coin.

pany's business and unfavorably affect the interests of the 667,000
stockholders of the company.

4. The proposed taxes will eliminate the work which keeps over
1,400 telephone employees busy.

5. The proposed tax will adversely affect one of the most impor-
tant instrumentalities of business revival.

I trust that I have made clear the unfairness of these taxes against
telephone users and their objectionableness from the general view
of business, and that your committee can find some way to eliminate
these taxes.
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STATEMENT OF JOHN A. HIOKEY, 8EORETAXY-TREASURER EAST.
ERN BROKER DIVISION, COMMERCIAL TELEGRAPHERS' UNION,
NEW YORK, N. Y.

1'hW (' ' 1ATII[A N. Please state your name and whom you represent,
Mr. 1IJ(Kl.w . My name is *olhn A. Hiekey. I l. secretary.

treasurer of lt llsterin III -kolr Division, Coinu iil I i legi'aphers
Viuon, New York.

Mr. Clhi riman tinll gentlemen, speaking for the thousands of
leased-wire telegrl hers, Inenllers of the (Coninercial ?1elegraphers'
Union, (.4ipl(hyed as leased-wire telegraphers for brokerage houses
throtwuhout tho country, we feel that the proposed l(i per cent tax on
leased wires wvold toulei to tlrow our members out of work and into
the army of the unemployed.
These leased wire are maintained at great expense by brokerage

firms for I ratislit ting to distant iOUits iist alita 11u so) 0vice Oil
,jliotiltions oil stock and commodity stile nsarke!: news, and ordens
to buy and s4ll securities and cou'nodities. They furnish employ.
ment for t hoisails of our members as well Its additional thousands
of other classification employees in the brokerage field.

If the proposed 10 per cent tax is imposed on these leased wires, it
will nmke thie cost o tihem prohibit ive and force their elmniation
by the brokerage ftrlns, which will act to the detrient of the trading
public who are dependent upon this leased.wire service for close
contact with an active, well-r,,gulated market for authentic market
quotatiois anid ,tir nirket news,

If the investor in tle securities of American industries who i.
located distant from the market exchange is to continue to enjoy
equal trading opportunities with the investor located in close prox.
iniity to the market exdhanges, the maintenance of this leased-wire
service is essential, but this service cani not be maintinti at the
prohibitive cost imposed by the 10 per cent tax thereon.

It this tax is imposed, it will, not alone fail in its purpose to produce
the expected revenue the refrom because of the forced elimination
of the h'ased-wire service by the brokerage firms but in addition
it will throw thousands of outr members, as well as thous tids of other
classification employees out of work and thus increase the vast army
of unenI )loyed. It wili also give encouragement to the return of the
bucket-shop broker, wbose method of doing business is on inanufac.
tired stock quotations to suit his needs, which can not be (lone while
the vast network of stock exchange firms' leased wires are furnishing
fast, authentic quotations to the investors in every city, town, and
hamlet throughout the country.

In consileriltion for the l)rtection of the investing public against
the possibilities of the return of the bucket shop, and as a means of
continuing our members enlplyted in brokerage houses in their
jobs, we Ippeal to you to strike out from section 101, part 1, 11. ft
10236, tis utifair a0 unjust proposed tax levy on leased wires.

We are als,, (,oJi('ernod with the proposed tax on telegrams. We
contend that it is unfair to thm comiaercial telegraph companies and
the public to place tele ram. in the luxury ('Iass with perfumery,
3 eWeV..v, and so forth, for taxalton plr)oses.

Prior to the establishnent oif tle post-oflice air mail service by
the (ovrllnelt a few yea rs batck thw commercial telegraph eom.
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panics, through the institution Of thle dAY letter and night letter tele.
gram service,' were able to keep the tolegraf i, lines in continuous
operation onl at 24-hour basis, which gave emp ) 0men to at maximum
number of telegraphers. But since the post-otflice atir mail service
11A been InI operation the public has taken advatatge of tho cheaper
rate for that service.1 andl as a oonseoluence the day letter and night
letter teh'griln service has suffered heavily, reducig the number of
availtible tclegrapwir jobs and the revenue derived froin this class
of telegram service.

Tfhe minmehil'iil telegrap~h companies and their telegraphers have
Suffered heavily, the former in revenue and the latter in jobs, since,
the telegrams were placed by, the G~overnmnent in unfair competition
w'ih jmofloUC air mail service.

To add it 20 pet, cent tax on telegramsi to the ilreadjr heavy burden
placed by unfirtii coitipetitioli oi tike telegrap~hs by t to (loverxment
would rcsuilt in the closing of many telegraph offieIs and1( would throw
a largo number of telegraphers now employed out of Jobs itid into

ttiLrstarmny of the uinemlyd
tli ar also concerned wit lithe pro osed tax oi stock transfers.
The proposed tax of o)IC-quaiktlbV 31 per cent, on stoek transfers

is unfitir to thousands4 of telegraphers, memiibers of the Commercial
Tfelegraphers' Union, ats Well'us anu additional thousands, of other
cla1Ssificationl emlploee Nvho tire dependent upon the cottitmity 4t
lellsed "On's Il th 111boerage field for their Ilivelihood.

It is un1fair to, anid Wills ti litldition1111 biurden upoll. the 1,ihuts
of inivestors5 iii $4'cii-tie ofS AmerbicaI 11 lstries whio havye 111ldJ~ v
Sufferedl t reilil0115 - Io5sm - incet the1 stov{k mor) kot crash in m,2k,4)."

Sewi361r J6i1,1). Youl think that the I euue~er tax wvill ret li\ n-
ooilia bucket. shops?~

M r. ,MA, It Absolutely.
i f theis taix Is Impose4M'l, th~e li4dedI cost. to tildiuig Mt liiNwl

ike it prohlibit i v for tile a1 Ji4o, ilk% ctor to t rai I, a1t1 clI ulse at
drying up of the present orderly'. %N'01teglated a11d Ilawfil free.
a1d O1,11 nuir 11kewt, Which ill turnIl w ould force ueivStock1 excluutuige
1110i116,r firm 611 to) out01 of 1)1151 es"s. It wou~tld (vlo"indg( ie I011 1,1 1I
Of the' buctket -$1101 broker, who 4is Ile~xiste"1(ill uiis lo-lCV,
hult whlo, %6i11 ('ager eye 1111d itching plihie, is %vot chli g vhl) e*vy yonl
dcl d1erliols 111111 I1n1111 disposition of this lwola'sed 1 tax ml1 stock
tiaiisfers. 111id hopitig for the opjlortlit iti f~l lllwts iileog:11I )'oits
to (4)ile I romn bootleg gitig traliiI ati iIl seellritics tratfi i1. 1) iel the
fokil I 4e of ratieidemit Hecterities eipoli the I aili hg plibhije

If the l1tolosed ta oiX s)1 toe(k tni'll shers4 is i111J)05(4 . we will witness
aL situaltionl Sitiillir, to tlitd brought about by t 1w aedo)ldion 44f thel
Volstea1 Act. When the Vlolstead Act was (iol1)teel, tihe sal-oonl wa:s
0losedl, hut for every Salloonl closed0, 1111 1icilaiwlill III((o 4ds opened
l11) 111141 the re4V4?tile 'Ieived by the t ,overnillent, thr1llli, fiamit eon
on a lkolaol i beverilges, ptrio~r to the 114 opt ion of1 this act, hals sincee
heeei directed into the coffrers of the bootlegger.1and the i'acketeer,

Siiarly, if thle tax onl stock trllslers is i tiseti. I1l1il Stock
exchiaiigo linenber. firms1. wilt be for'edl to go~ out of huisi t14'5, Mid14
for evervs law'fiulI orlely ".111d rSpIolsible stock em-cl11t1ge house54
closed, 1611 untlaw~'ful bu('ket ,-hop W iI 1 01)0 11 1di the r10,01111 Wh ichi
thle ( loverIllitIieiit. expects to deii-VC frou lb it. N\x j will t Ice (4)11 Ii.
ce0111ii h from the lImeket-s110 1 broker.
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Mr. Chairman tnd gentlemen, we did not expect to cone before
you mtil the 20th, andin view of that fact we did uot have time to
pr oate at more cotupreliensivo brief.

Senator WATSON. How niany niles of leased wiro in the United
States?

Mr. HwVr. I am not familiar with that, Senator. I do not know,
The telegraph companies or the A. T. & r. representatives would be
able to tell you that.

Mr. Chairman, I would like to have your perission and the per.
mission of your committee to file for the record a more compre.
hensive brief than I have here.

The CHAIRMAN. If you have it here within two days it will go into
the record. If not, it will not.

(The brief above mentioned is as follows :)

BRIar Or THE COMMnf OAL TumonArns1' UNton or NoTr: AMIcA

Honorable Members of the Committee:
Supplementing the appearance on April 14, 1032, of Mr. 3. A. Hlickoy deputy

intornational president of the Commercial Telegraphers' Union of North Amer.
lca as spokesman for the telegraphers employed In various brokerage houses
and telegraph oices throughout the country, we beg to submit for your further
conslderatlon our reasons for opposing the Imposition of the following taxes, as
provided In H. It. 10230, known as revenue net of 1032a--(1) the proposed tax
on stock transfers, (2) the proposed 10 per cent tax on leased wires, (3) the
proposed 10-cent tax on telegrams, costing over 50 cents.

We are fully cognizant of the fact that revenue must be rald and that taxes
must be levied for that purpose, We desire to point out, however, that taxes
which are bound to cripple or kill an Industry will not produc;., tile revenue
which Is expected from the tax to be levied.

It Is cur sincere belief that these taxes are so heavy that the purpose of rals.
Iag levvii e thereby will bo defeated, for the reason that the cost of doing busi.
nens ivill 1pecome prohlbitive, and brokerage firms, leased 'wires, and telegraph
offices wil tie elhnlnated.

Thousands of our members h(tve tiready suffered from unemployment because
of the contstitat dwitie In the volume of business transacted over brokerage
wires and telegraph company wires. We wish to go on record mo-it vigorously
against a tax which we feel sure is going to add to the unemployment problem
of telegraph workers.

TITLE' V'--NlSCFiL.*NE0U TAXEAl

Part 1, tax on telegratph, telephoitie, radio aid cable facilities, section 101,
imposItion (a-l).

As spokesman for thousands of organized telegraph workers employed by the
telegraph and radio companies throughout tho country, and for those unor-
ganized who have no other spokesman, the Commercial Telegraphers' Union
of North America urges, it justice and fairness to these telegraph workers, that
the proposed tax of 10 cents on catch telegram transmilttod for which the charge
Is 50 cents or more be stricken from the proposed Revenue Act of 1032.

The average Invome received by commercial telegraph aind cable companies
In 1927 for each telegram or cable handled was 79 cents (Census of Electrical
Industries, Telegraplas, 1927), hence the tax of 10 cents on each message trans,
milled for which the charge is 50 cetts or more would be between 12.65 per
cent and 20 li'r cent, depending upon the number of messages handled which
wt r, trttsondtted for it charge of less than 50 cents.

We contend that It Is unfair to all those actively connected with the telegraph
industry, as well as the public, to plate telegraphy in the superluxury class.
Such at tax its Is proposed iII this bill would be more severe titan that which i
pnposed for furs, jewlry, toilet articles, and other luxurles--10 per ceit of
the price for witch so ,sold.

The public finds the telegraphs to boia 'vital necessity-a public utility-In
tile. of naergoatiy iII tlo' affairs o f business, and of private life.
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Already thotiseltds of telegraph ceceployOs have been thrown out of employ.
nent lbercause of the decreasing volume of business. Tle general depression ts

only partly responsible for this condition. Tle competition of the air mall
tes been a very decided factor lin thin trend away froz the telegralhs. Prior
to le estalelishment of tile fir mall service by the Post Olic department,
the commercial telegraph companies, through th lntitutione of the dty-letter
aned eighthletter service, were nble to keel) the telegraph lines ie continuous
opeerathio onl a 24-hour basis. This gave employcnent to a considerable number
of telegraplcers and other ecnplhyees. But since tie Post Otlfe Department has
tccecugucained the air eail servko the public has ttken advantage of thee cheaper
rate for that service and as a consequence the day-letter and night-letter tele.
graiel vervico his suffered heavily, reducing the number of telegraphers as well
its te revenue derived fro this class of telegraph service,

With the addition of this proposed tax we believe tice declining volume and
revenue will be accelerated to an alarming extent, for the public will Rot pay
cheli a prohlibitive tax for ci telegram 11cless the need is urgent.

Tice commercial telegraph companies and their telegraphers have suffered
ienvily, thee former inI revenue, the latter in unemployment and loss of wagelh
since the Post Office Department placed the air mnill in unfair con tltion with
tIcs telegrallcs,

Placing of a 20 per cent tax on it fl-cent telegram would result In the clos-
Ing of many telegraph otices and throw an additional large number of teleg.
raphenrs out of jobs and into the great arcy of the unemployed, as well as
Incoceveienclig the public whee telegraph service becomes vitally essential III
ease of sickness and death.

We contend that it is unfair to the public, to tile telegraph workers, aud to
tile telegraphl compaiies to place telegraphy In a superluxury class above that
of noeessential luxuries such sim furs, Jewelry, toilet articles, etc.
The purpose of tice tax-to raise revenue-would be defeated If the tax has

the effet which we believe it will have, 1. e., drive the public from the use of
telegraphic facilities.

Section 701, imposition (a-2):
We speak for telegraphers employed in the various brokerage houses from

coast to coast when we strongly oppose the Imposition of a 10 per cent tax on
private telegrapc leased wires.

These leased wires are maintained at great expense by brokerage firms for
transmitting to distant points instantaneous service on quotations on stock,
bond, and commodity sales markatiaowae , orders to buy and sell securities
and commodities. They furteb 1almn#,di 4 ousands of our members as
well as additional thousautb ot 41,w rhsifiations.

If the proposed 10 pe oattax i bmosed Ou'thuM.1e*d wires it will make
the cost of their ulac poMibttVe and fove their elimination by the
brokerage firms, whih will e nnieaitbe trading VOW Which is dependent
upon this service SeA*close contact wit an active, ted market for
authentic markt quotations and other awket news.'

If tie Investai in the securities and Mads of Aserias Industries who is
located at a distance tie market oeg os U * f to enjoy equaltrading opport=Ms with the inlator located lse p to the market
exchanges, th# maintenance c thlesed wie eavike is m. But this
service can #A be malntaled at tIn pVvq btt oost whht will bO Imposed by
the I tier cut, ta thereon.,

If this tax s Imposed it will lnit alone ll in its purpose to produce the
expected revege therefrom, becue of the forced eliminltIon of leased-wire
services by b e fArms, but, I addition it wi throw tiouands of our
members, as ff1 as thommad o Other 5,p, o t t sort and thus In-
crease the vat am of unemployed, It wl ala i ament to the
return of the b1cet-sho per 1 ator, whose mtthed of dlag b is on manu-
factured stock q t sa iswch ee not h done while the
vast net work of brokerage leased wirstwo furnishing authentic quotations to
the lovestors In every city, town, and hamlet throughout the country.

Tie brokerage leted wimes furnish an osentlal samde to the public which
Is of even greater b~nudt since the public Ma becoMe aecustomed to trading In
the evuritles and bonds of the Nat o' Iustriet Quotations aId facilities
for the speedy handling of orders to sel or to purelise are of great importance
during it ,period of liquidation sn& as now euts.

It is quite likely tlcat a crippling tax of this kind might lead to a plnicky
state of nind, taking the public trader an easy prey for unscrupulous brokers.

Section 723, stamp tax on traw-lfer of stocks, etc.:
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Tho proposed tax of one-fourth of 1 per cent of the selling price of stock
ailm or transfers Io unfair to thousands of telegrplm, members of tWk

Oommereial Telegraphers' Union of North Amerlca, e,s well as additional
thousands of other classifiuation employees who are dependent upon the eon.
tinuity of leased wire In the brokerage field for their livelihood.

It would add an additional burden upon the millions of investors in wecurl.
tie of American Industries, who have already suffered tremenlos loaes since
the collapse of values In 1929.

The stock-transfer tax would plate a double tax on invemt ors and poculaton
who desire to make use of the facilities of the various exchanges ftr the
purchase and sale of shares In American industries and business, The Sute
of New York now collects a tax on stock transfers. The Federol and the
New York tax would both be pased on to the investor and speulator.

It this tax ts Imposed, the added cost to trading in securities will make it
prohibltlve for the average investor to trade. During and following the war
the public line participated more stud more In the Industrial lif if the Nation,
through the purchase and sale Of securities ond bonls. ThIo ptbll' partlclpa.
tion lins been beneficial, contributing to the growth and prosperity of t'e
country. A prohibitive tax on this very essentlil business will cause it drvh;g
up of the present orderly, well-regulated, responsible, free, and open market,
Isolating the public from that close contact with the markets which is so neces.
cry at a time like tlls.

This tax would encourage the return of the bucket-shop broker, nonexistent
to-day, but who, with eager eye and itching palm, Is watchhg closely your
deliberations and final disposition of thii proposed tax on stock transfers,
The bucketeer hopes for the return of opportunItles for enormous Illegal
profits, when legitimate brokers Are taxed out of existence, The bootlegging
of quotations and transactions in securities and the dumping of fraudulent
securities upon the trading public will follow as a natural result.

If the proposed tax on stock tramfers i lmlosed, we predict a situation
similar to that brought about by the adoption of the Volstead Act. The Vol.
stead Act closed the satiloon, but for every saldon closed an unlawful and un-
regulated speak-easy opened up, and the revenue formerly derived by the Gov.
ernment through taxation of alcoholic beverages, prior to the adoption of this
act, has sinve been directed Into the coffers of the bootlegger and the racketeer,

Similarly, it the tax on stock transfers Is imposed, many stock exchallge
Airms will be forced to go out of business, and for every lawful, responsible
stock-exehan; 3 house closed tin unlawful bucket shop will open and the revenue
the Godverment expects to derive from this tax will not be forthcoming from
the bucket-shop broker.

Respectfully submitted.
F"iqix a. P1OWns,

Intornational President the Commercial
'Pelegrapl pr#' Un Ion of North America.



ADMISSIONS TAX

STATEMENT OF ABRAM 1. MYMUS, G MEAL COUNSBL AND
CHAIRMAN OF THI BOARD, ALLIED BTATES ASSOCIATION O
MOTION-PICTURE EXHIBITORS, IN BiEALF OF INDIEINDENT
MOTION-PICTURE T9EATERS

bk. MyRns. Mr. Chairman and gentlemen of the committee, I
Oesirtm to present this statement in the form of a brief.

I. Ths Allied States Association of Motion-Picture Exhibitors is a national
organisstion with 21 affiliated regional associatlons reaching Into 34 States.

rThee regional associations are composed of independent, home.owned
motin.-pioture theaters; that is to say, theaters that are not owned or controlled
by or affiliated with, any producer or distributor of motion picture.

in the beginning all theaters were independent. The independent exhibitors
popularlsed motion pictures. The producers, finding that the exhibition of
pictures yielded attractive returns, entered that branch of the business.

During the boom times the producers greatly enlarged their Interests in the
field of exhibition both by acquiring independent theaters and building new ones.
In competing with Independent exhibitors they have employed every advantage
inherent In the control of the films to favor their own theaters and to prejudle
the independents.

Our only purpose in pointing out this distinction between the Iaffiliated" and
I independent theaters is to insure separate and special consideration of our

situation. We do not want our situation to be confused with that of the great
producer-owned houses which offer such a target for taxation and regulation.

ii. Admissions to independent theaters range from 10 to 80 oenis. In the.
beginning the price of admission to many small "store" shows was 8 eents.As the business developed and it was necessary to provide special theatre. with
expensive equipment admissions cread. The theater overhead,
was greatly increased byth tion pictures. An hipor-
tant tem has been the s the producers for films.
The latter cost appro e of all independent
theaters.

We feel that tfrom 45 to 0
cents. First, be admissions will
suffer gatly u exemption at
48 cents aces eat o wloh y
be used d " vethe v-
ernmet of

ha fact that
there is no . chain
houses worb the
tax, or to than the
GovernmentIndependeniitres.
Idedobut would

have toad beeted to a
comPetitiveOnthe fg .PettijoZ
the loss of re noo
50 cents wou relas s from
W0 to 45 cents * ro lolio fth exemption
where it now s b e0 centi and
over (there are non down to 50 cents
to avoid the tax and vernment.
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Admislons of 60 cents and over are the ones that should carry the tax, if any
is to be imposed, because such admissions verge on the luxury class and are
charged by theaters having large seating capacity and which unually, have a
greater number of performances per day than theaters charging 50 cents and
under. Ho far &i we are aware, there Is no demand in the motion picture Industry
for an exemption on admissions above 80 cents.

1I, Should the committee revert tp a moderation of the manufacturers'
sales tax, we respectfully ask that special consideration be given to the effect of
such tax on the theater owners.The bill first reported out by the Ways and Means Committee of the House of
Representatives exempted admissions of 94 cents and under, and in addition
imposd t sales ta of 2$ per cent onk film. ,

The admission tax thus provided probably would have been fatal to a great
majority of the independent houses; if not, the sales tax on film would certainly
have wfped them out.

Bear in mind that film rentals equal, on an average, 85 per cent of the gros
receipts of all independent theaters; not 25 per cent as stated by Mr. PettiJohn
in responding to a question by Senator Connally. (See hearings before 1slis
committee, p. 482,)

Independent theater owners firmly believe that they are required to pay pro.
portionately inore for film, seating capacity, and gross intake considered than the
Affiliated chains; hence a sales tax on film would work greatly to their disadvantage.

Even assuming that they are wrong In their view It still resides in the diseretoa
of the five great theater-owning producers to sell film to their own houses at
prices so low as virtually to deprive the Government of the tax, while recouping
the loss out of the increased earnings of their theaters.

There would be no escape from such a tax by the independent houses, and the
Government would be playing into the hands of the trust theaters in their warfare
of extermination against the independents.

While the produces under the standard exhibition contract could and would
pass this on to the independent houses, there is absolutely no way In which the
latter could add this to the admission prices charged the public.

In order to stimulate the attendance during the past two years the Inde-
pendents have had to welue prices, to give away premiums, and resort to every
possible device. Clearly, in view of this experience, they can not hope to pass
on the tax to the public a other businesses a prepared to do. (Hearings before
House committee, pp. 408-487; 472, 47&-476, 478.) t .

We r fully submit that increasing the exemption on admissions to and
including 80 cents will result in the most equitable solution of the tax problem
as it affects all interests-the independents, the trust theaters, and the Govern-
Ment.

IV. In order that the record may disclose some of the industry practices which
entitle the independent theater owners to special consideration, we quote briefly
from a letter ant by this association to Hon. J. W. Collier, chairman of the Ways
and Means Committee, under date of January 11, 1932:

"Independent theaters are compelled to buy their pictures from produce
who by reason of their largchisotearsrebh sellr to and competitor*
of the independents, and therefore sell tleir pictures on terms highly favorable
to their own housed and prejudicial to the Independents. Moreover, the Inde-
pendents have had o connection with or responsibility for the excesses and
exttavaPaces of the motion-picture Industry that have been so thoroughly
publicised and msake the industry such a mark for taxation and regulation.

"While the Independent theaters do not advocate a tax on other branches of
the industry, they feel justified in placing before your committee the facts which
distinguish their situation from that of the produeer-owned chain houses, and
insis that whatever may be the attitude of- Congrs toward other and more

powerful branches of the business there should be no attempt to further burden
he already overburdened independent theater owners. The effect of any such

tax will surely be to further increase unemployment by forcing thousands of
Independent operators out of business.

"A Moderate amount of wholesome entertainment Is necessary to the morale
of the people, particularly of those out of employment and In reduced circum-
stances, and the independent motion-picture theaters of the United States are,
the only agencies furnishing such entertainment at prices within the reach of such
persons. These houses, however, are operating on such a narrow margin that
any additional burden at this time will close a majority of them and deprive
millions of the only available means of entertainment and complete the conquest
of the industry by the motion-picture trust.
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"it would be Iu0irogwiate I thb letter to dwell at length m the many Industry
practices Imposed on the independent exhibitors by the motion-picture producers
and their afihlut chains, but a brief outline of a few of such practices will tend
to illutrate why the independent houses are now in such a precarious condition
and why It in that they are in no condition to stand the added burden of a Federal
admission tAX.

"Protection: This Is the term applied to the puactioc of withholding pltutes
iter a given theater has played the same before making them available to another
theater, The prActiOe w first resoutd to to protect the large first-ruu houses
with high overheads and high admissions against the unfair competition of smaller
and cesper houses playing the same pictures at the same time in a competitive
area. IJno producers, through control of the product, have so extended pro-
tection both a to time and distance that it has become the means of drawing
away the normal patronage of the smaller neighborhood and small-town houses
by putting their o far back in playing time that the pictures have lost their
drewintg poer by the time they reach the independent house.

"Ths practice, moreover, is designed and is having the effect to maintain and
even to a als admission prices in the independent houses, often against the wishes
of tile owners thereof, thus handicapping the independent houses in their efforts
to furnish entertainment to persons In reduced circumstances at prices within
their means. One of the officers of this association gently was required to
advance his admission prices, and thereby deprive many worthy persons of the
privilege of attending his theater, or go back so far in playing time that the
picture jlyed by him would have lost popular appeal and he would have been
compelled to close his house.

"Alocation of product: This I. the practice by which the five largest producers
(Paramount, Metw, Fox, Wamner, and R-K-O) first make their product available
to their own theaters in a particular locality. Lacking houses of their own in &
iven place, they first give the product to one of their chain competitors. Thus

Ke five producing and exhibiting oiganiations have set up a mutual back-
seratching a ngement, evidenced by franchises or other long-term selective
"reemen , which makes It Impossible for an Independent theater (even assuming
that it is financlally able to do so) to compete for first-run product.

"This practice leaves the independent theaters at the mercy of their chain
competitos in the matter of product and has resulted and is resulting in driving
many independent exhibitors out of Lusines for lack of pictures to show in thefr
thea e. Complaints have been filed with the Department of Justice against
the withholding by chains of product from their indepndent competitors in
- when it appiae that the chains had contracted foor many more pictures

than they could blyp*ay.#Percentage playing: Formerly an Independent exhibitor could figure what he
could reasonably aiffoid to pay for pictures In order to operate his theater at a
profit and usually could make his ad with the producers on that basis. The
tduceza now demand that at least a certain number of pictures in every block
the exhibitor usually has to purchase the entire output of the producer under

the blook-booking system), to be designated by themselves, shall be played on
percentage. This means that the theater owner, who beast all the expense of
operating the house, must, at the will of the producer, pay the latter a heavy
preentage of the gross receipts, which leaves the exhibitor so small a margins
after payment of expenses, that he rarely makes a profit on the transaction and
often suffers serious los., Some producers even go so far as to reserve the right
to designate the dates on which percntage Ictures shal be played,

"The committee will observe, therefore, thLt there W a vast difference between
these independent theater owners and the great motion-pIcture companies whose
wild extravagances have occupied so much space In the public prints. The
independent theaters ar not responsible for and have not participated in the
orgies that have made the industry such a shining mark for regulation and
taxation. They are performing a useful, and, we believe, necessary service to
the public but are making no money under Industry practices and economic
conditions. They can not possibly absorb the proposed tax and their patronage
is such that they can not pass it on to their patrons.

The independent theater owners ask that the committee give consideration
to the special circumstances of their case. They ask that their situation be not
confused with that of other branches of the industry which may be represented
by such organizations as the Motion Picture Producers and Distributors of
America (Hays organization), the Motion Picture Theater Owners of America
(representing primarily the producer-owned theaters), or like organizations.
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SSHNATih FiNANce COMMITTRah,
Wasington, A C.

GCNTLNMZN: Supplementing, reiterating, and emphasisig a statement I made
before your committee in response to a question asked by Senator Connally.
Also In reply to a brief filed with your committee by a Mr. Abram F. Myen,
claimbvi to present more theaters than his paid membership rolls wouii disclose,
I made the statement in substance that as a general thing a motion-pieture theater
paid to the producers and distributors of the film produced and shown In their
theaters an average of about 25 per cent of their intake.

Mr. Myers, who never operated a theater nor sold any motion-plture fil,
states in his brief that I made a misstatement of fact and that 35 per cent of their
intake was what theater owners paid.

I have rechecked my figures and have again consulted the heads of the sanle
departments of several of the larger distrihiiting companies and desire now to
state emphatically that my reply to Senator Comnally's question is as near acc.
rate as it is humanly possible to state it and based upon facts and not on guem-
work.

As an example, one of the companies, whoe, product has been recognised
throughout the trade for the last few years as Ia leader" and by reason of its
quality merits not only the large volume of sale which It enjoys but better pries
than are paid or shodd be paid for product of inferior quality, gives me the
following concrete Information. SN or seven of their aproximaely 50 feature
productions released during the last year have been sold to some theater owners on
a percentage basis calling for 35 per cent. These pictures have been their beet,
both from the standpoint of quality production and box-office vaaoe to the theater
owner. Approximately, with some theaters a like number have been contracted
for between 20 and 30 per cent of the gross receipts. iueh attractss are known
as percentage contracts. Most of those contracts carry a !wrther provision that
if and when a picture grosses a sum sufficient to insure its success to both the
distributor and the exhibitor that both distributor and exhibitor share In such
excess over and above that amount.' Very often these theaters do take in over
and above such anticipated returns and of course In such Instances, neither the
distributor nor the exhibitor are hurt. They are both helped and happy.

The balance of this company's product, and in fact the great majority of the
contracts of all companies entered into between distributors and exhibitor
throughout the country are contracts on which pictures at sold for flat specifle
amounts. In this great bulk of the sales, exhibitors pay all the way from 10
per cent to possibly as high as 35 per cent of their average grows intake for their
pictures. An average of this majority of the contracts would probably run be.
tween 15 and 20 per cent, I "

Instead of answering Senator Connally's question that the great bulk of the
contracts would show that distributors receive from I to 20 per cent I took
into consideration the few highly successful picture-generally expensive to
make-r-pictures which were successful for the theater men themselves and
pleasing to the public, pictures which proved to be what are commonly called

outstanding successes"; pictures which everybody In the Industry and thepublic want and that everybody in the business prays there may e more of-
refer to those pictures sold on percentage eontraets and described above and

contracted for at 25 per cent, $0 per cent, and 35 per cent of the gros.i intake-
whatever It may be-rain or shine. , I

'All of these facts were taken into consideration in my reply and ? desire now
to repeat reiterate and emphasize my reply and say that " a general average
pictures do not bring the distributor In excess of 25 per cent of tho theater gres
intake ,and I may aso add that those that do bring more on percentage con-

tracts are "life savers" to exhibitors and distributors alike, and we ate all striving
to get more of those kinds of pictures.
I do not reply to any of the controversial trade matters mentioned in Mr.

Myers' brief solely because they are not germane to the subject of Admission
Taxes.

Respectfully submitted.
C. C. PI c(TIJOHN,General Counsel for Motion Pictw'rs Producers and Distributors of America (kni.).
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Tyson Operating Co., with which is affiliated the Mullivan Ticket Service (Ine),
and other members of the Ticket Brokers Association, and association of licensed
ticket brokers in the city of New York
The language reported unanimously by the Ways and Means Committee and

adopted by the 111o10e which your petitioters desire to have retained in the bill
beg 11i4 at i11e 7, page 260 of H. t. 10236, and Im as follows:

(F) Plaragraph '2) of section 0 (2) o? the revenue act of 1928, as amended, Is
amended to read ax follows:

"(2) Upon tickets or cards of admislion to theaters, operas, and other places
of smusement, sold at news stands, hotels, and places other than the ticket
offices (f such theaters, operas, or other places of anaumpinent, at a price in excess
of the stint of the established price theref'o at such ticket offices plus the amount
of any tax imposed under paragraph (1), a tax equivalent to 10 per centum of the
amount of such excess; such tax to be returned and paid, fli the manner and sub-
ject to the interest provided in section 502, by the person selling such tickets."

MATwWs & Tiuiasa ,
Attorneys, Washington, A. C.

This memorandum Is In support of the lantape as it appears in the bill as
it catne from the House and in support of a petition to have the House language
essainec In the bill wiel It is reported from the committee. The lan guage as
the House committee reported it unanimously and the House passed It repeals
the 50 per cent penalty clause at section 500 of the 1920 act, as amended by section
412 of the 1028 act, which imposes a 80 per cent penalty tax on amusement tickets
sold by brokers at a price exceeding $0.75 over and above 'the box office price.
The existing law Imposes a tax of 5 per cent on the resale of amusement tickets
for any price above the "box office piice." The box office price for the purposes
of the Imposition of the tax represent. the basic price plus the 10 per cent Federal
tax which is collected at the box office.

For example: A ticket which, free of any tax would ordinarily sell for $5,
takes a box-office price of $5 plus a 10 per cent federal tax on admissions gen-
erally, which makes the price at the box office $5.50. When the broker in amuse-
ment tickets purchases this ticket at the box office for resale he Is required to pay
5 per cent tax on any profit he may make from the resale over and above the
box office price of $5.50 up to $0.78 but if he receives more than $0.75 profit
above box office price he Is required to pay a penalty tax of 50 per cent over and
above the box office price.

In practice this plan of preventing speculation in theater tickets by Irresponsible
brokers (and manifestly that was the prime object of the penalty tax) has not
worked out. The Treasury Department admits that It has been next to im.
posble to collect the 50 per cent penalty tax. The regular registered ticket
brokers have declined to enter Into the speculative field because they can not
afford to compete with the so-called "gyp" brokers who have no offices, keep
no books and do their business usually from the curbstone. These predatory
brokers derive their profits mostly from vipl'tors to New York and the other
Ilge cities. It has been estimated that 60 per cent of all of the theater tickets
handled in New York City are sold to visitors to the city. When a show or an
amusement takes rank as a "hit" the irresponsible gyp brokers who number
about 150 to 200 in New York City buy up the desirable reserved seating capacity
of the theater In advance and resell these tickets to visitors at prices often double
the box office price. They have no offices, keep no books and pay no taxes.
Manifestly, the registered ticket brokers who do a legitimate business--and
these numbered 31 in the year 1931 and between 20 and 30 thus far this year-
can not compete with the so-cailed "gyp " brokers who pay no taxes whatsoever.
These legitimate and licensed brokers in the State of New York have It the main
abandoned the field to the curbstone brokers. Thy registered broker; who keep
books and can not escape the payment of their taxes, If they would, are content
to deal with their regular patrons exacting $0.75 as a service charge above the
box office price caring for a clientele that represents about 40 per cent of the
total of the patrons of amusements.

The representative of the McBride Agency, one of the best known In New
York, testified before the Ways and Means Committee that he paid 14 per cent
of all of the taxes paid on the resale of admission tickets in the year 1931 and that
practically none of the tax which he paid was the 50 per cent penalty tax.
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Mr. Sullivan, representing the Tyson Operating Co. and the Sullivan Ticket
Agency (Inc.), with 22 offices in Now York City and Brooklyn, testified h paId
approximately 10 per cent of all of the Federal taxes collected front ticket
broken in New York and that of the total taxes which he paid, Ies than 3 per
cent vias the penalty tax. So that these two taxpayers, the largest Individusi
taxpayers under the theater ticket brokers tax, who paid more than 30 per cent of
all of tho taxes collected from the resale of amusement tickets paid by the
most liberal allowance les than 6 per cent as a penalty tax.

It Is admitted In official sources that little or no revenue is derived from the
50 per cent penalty tax because the people who are liable therefor do not pay
and the legitimate licensed ticket brokers remain out of that fiHld of operation.

The Ways and Means Committee In 1928 in a reporo to the House of Repro.
sentatives said:

"The department has difficulty in collecting the admissions tax front ire
sponsible promoters."

The representative of the licensed and legitimate amusement ticket broke
who appeand before the Ways and Means Committee of the House on the
present bill expressed a willingness and desire to have the 5 per cent tax doubled
and make it applicable to all profits from the resale of theater tickets over and
above the box office price. They estimated.that if this were done and the penalty
tax repeated the revenue from admissions from the resale of amusements ticket
would be doubled or even quadrupled. The legitimate brokers are willing to
ausume the burden of the doubled- tax and acept the 10 per cent rate on ll
profits above the box office price because they believe it would afford them a
opportunity to recapture the 60 per cent of the trade that now goes to the "yp"
brokers on which no tax is deiived for the Government. Asmuming that as
much as 5 per cent of all revenues derived from the tax on the resale of amuse-
ment tickets is derived from the 80 per cent penalty tax (and the testimony of
the two leading brokers before the House Ways and Means Committee would
Indicate that that is really a high estimate) it Is easy to compute the gain that
would result to the revenues from repealing the source of this 5 per cent of the
revenue and doubling the t3 on the other 95 per cent.

The Treasury Departmenl has not maintained ajcurate statistics - to the
allocation of the revenues received from the two sources but the total tax from the
two sources In al of the States for 1929 was a little over half a million dollars of
which New York contributed more than four-fifths; In 1930 the total shrunk to
about $871,000, of which New York contributed nearly $275,000; in 1931 the
last fiscal year for which statistics are available, the Government collected not
quite $10,000, of which more than two-thirds was paid by ticket brokers In
New York City. The most liberal estimate of the revenue derived from the e0
per cent penalty 3 would credit only about $10,000 or $12,000 to the 80 per cent
penalty list ) ear.

It was thbu opinion of the House Ways and Means Committee that the repel
of the S0 per cent penalty tax would not seriously impair the revenue-certainly
not-to an extent of more than $15,000 and that this would be more than compm.
sated for and the revenue probably quadrupled by increasing the S per centta
on all profits above the boa-office price regardless of any price limit to 10 Pet
cent. A' the same time, it would operate to restore to the legitimate licensed
brokers the business which is now monopolized by the so-called "gyp" broke
who pay no taxes and the effect, as was testified to before the committee, would be
to stabilize the prices of amusement tickets, especially to the visitors to New
York City and other large cities and probably keep the price within the box-offie
prices plus a service charge of from $9.50 to $0.78 on each ticket.

Therefore, in the interest of additional revenue and lower prices for theater
patrons and to eliminate extortion and protect 60 per cent of the buyers of ad.
mission tickets, the Ways and Means Committee reported and the House approved
the elimination of the 50 per cent penalty tax and the substitution therefor ass
revenue measure of an Increase of the flat rate of 5 per cent to 10 per cent on all
profits upon the resale of tickets above the box-office price.

For further and more detailed information on the subject we respectfully refe
you to the hearings before the Ways and Means Committee on the pendn
bill, pages 540 to 555, inclusive.
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STATEMENT OF W. 0. BRANHAM, CHAIRMAN OF THE EXECUTIVE
COMMITTEE OF THE NATIONAL ASSOCIATION OF PROFS
SIONAL BASEBALL CLUBS

Mr. BRAMHAM. Mr. Chairman and gentlemen, I want to say at the
outset of my remarks that we fully realize the gravity of this situation
and the depression has also struck us, but we also realize the duty
that devolves upon you gentlemen in relation thereto. And we have
no disposition to side-step the duty of contributing our porportion tomeet tho emergencyMy remarks shl be entirely directed to our desire to have ou

place this tax on those unite of our oaiation which can standit,
and I am speaking for and in behalf of those units when I make that
statement.

When I appeared before the House committee on this question,
I hadjnst been made chairman of the executive committee, and we
depended upon Mr. Flarrel, who has been secretary ever since organ.
hied baseball was started, to have the statistics here that would
enlighten the committee on that subject, but he was unable to be
present.
1# want to call the eonmittee's attention to the fact that 75 per
cent of the total admissions are paid into parts of the two majors and
the two AA clubs. The average per capital admission in our AA
leTes and the majors is in excess of 86 cents. The average per
capital in all leagues below AA are a little less than 75 per cent.
getting the exemption at 76 cents the small leagues will be permitted
to exist, and the revenue that te Government will get will not be
reduced materially, only the clubs which can afford to stand the tax
boing affected.

An imposition of the tax below 76 cents would cause either reduction
in the number of admissions, because of the tax, or, if the tax is
assumed by all little clubs, they are small and their already inade-
quate income would be further reduced by 10 per cent. In either
case the small A, B, and C leagues could not operate. There is by
no means a certainty that even without the tax all of these leagues
which are now ready to start can finish the season.

I represent the committee which was created last fall to try and
save the 16 minor leagues of this country. There are five members
of that committee, none of which receive any compensation for theii
services, and we have been al over the country in the various corn.
munities begging and pleading for funds to maintain these organize.
tions. We turned to the major leagues and to the higher classifies.
tions of the minors and only by their contributing, some of them going
in and saying ,"Why, we will operate the clubs entirely," or "We will
give you 2,500 to 7,500," have we been able to maintain these circuits
this year; that is, to the starting point.

In 1910 we had 50 leagues throughout the United States; in 1911,
49; and from 1912 to 1914 between 40 and 45. We finished last year
with 16, and many of those were heavily burdened.

Now, gentlemen we of baseball want to pay. our proportionate
part, as I say., of t6is tax. Our higher classifications and our major
leagues are willing to bear the burden.

Senator HARRisON. Generally spr'tking, what is the admission to
those leagues?
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Mr. BRAMHAH. Fifty cents general admission, 75 cents grand.
stand.

Senator HArnisoN. That would catch all of them?
Mr. BRAMHAM. Yes. And I will say furthermore, Senator Harri.

son, that we open our gates on an average of two days a week by
which we admit all ladies free of charge.

Senator HARRIo. And this would get them?
Mr. BuaHAM. Yes; this would get that.
Senator RenD. Which league is that?
Mr. BRAMHAM. All of our small minor leagues are doing that.

And we have a grandstand for the boys and admit them free and put
a man in charge of them and take care of them.

The CXWUAN. That is done, is it not, to create an interest in
baseball?

Mr. BnAuwM, Yes; air: that is one of the reasons that we do that.
But, Senator, in answer to that question, I want to call your atten.

tion to this, that baseball is filling a wonderful place in our life now.
Everybody is depressed. Why, you would sit here and listen to
what has been going on in the last few days and you feel like rushinp
home to see whether your own family is starving to death. Labor is
out of employment. Everybody is.spending his time with his imagi-
nary and his real wrongs. If you will allow our labor to have no place
for amusement no place to go, all they have got to think about is
that. Baseball furnishes an open place where they may go. It is
the one amusement that you see the millionaire the bootblack, the
newspaper vendor, and what not, sitting arm ana arm cheering their
home people. It takes their mind off of it.

The CHAIRMAN. That has been going on for about 60 years.
Mr. BRAMIAM. Yes, sir; it has been going on, and we hope to

continue to keep it going. We believe it is a good thing for this
country.

If you go around our parks, gentlemen, at the time we had the tax
on years ago, why, the trees around our parks and on the house tops
would have made a good exhibit for the theory of evolution. Every-
body was up in the trees and everybody on the house tops. And we
want them inside of the parks.

We have 18 leagues to start this year and 128 clubs in 125 cities
in the United States, operating in 32 of our States. There is hardly
a State in our Union that is not represented. Two of our clubs are
over in Canada and one in Mexico. The plea that we make is not
to avoid the taxation. If the major leagues are able to stand it the
AA's will stand it. Anybody whose admission is above 75 cents will
stand it, and you will lose but a very little by placing that tax at
that point. .

The CAIRMAN. You mean you want the minimum at 75 cents?
Mr. BRAMHAM. We would like to have it 76 so that it will include

the 75 cents admission.
Senator Runv. That is for athletic contests only is that it?
Mr. BRAMHAM. Yes, sir; that is just for our baseball athletics.
Senator REED. You do not suggest that we exempt movie tickets,

say 50 cents?
"Ur. BRAMHAM. No, sir. Some of our people make money, but

very few of them. We all go around with a hat and take up collections
to keep our ball clubs going.

I thank you gentlemen and hope that you will be able to grant it.

1104
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STATEMENT O HENRY MOSKOWITZ, NATIONAL ALLIANCE OP
THE THEATER, NEW YORK CITY

Mr. MOSKOWITZ. Only three minutes; yes, sir. And I will take
les. I will ask you gentlemen please to take this statement which we
have prepared for the members of the committee and I shall ask
leave of the chairman to submit this statement in the record.

The CHAInMAN. It may go in at this point.
(The statement submitted by Mr. Moskowitz is as follows:)

STATICMRNT IN OPPOSITION TO AN ADMISSIONS TAX Poll Tilt: LIEOITMATI TMtEATmR

Reason why an additional admissions tax on the legitimate theater should
not he liniposet

1. The legitimate theater Is a conspicuous victim of the depression.
The legitimate theater has for years been suffering from unusual competition

until it finds itself at the present time economically prostrate. In proof of this
we present tie following facts:

A. Increase in the number of closed theaters from 1020 to 1031.
From the two largest booking agencies covering theaters scattered throughout

the country, the A.L. Erlanger Amusement Enterprises (Inc.), and the Shubert
Theater Corporation, we are able to present the following figures Indicating the
number of dark weeks or closed theaters among the 170 theaters controlled by
these corporations. During the year 1929 there were 1,605 dark weeks or periods
when the theaters were closed; lit 1930 the number increased to 1,913 a difference
of 248, or 15pr cent over 1920, but In 1931, the number amounts to the astound-
ing figure of 2,374, a difference of 709 or an increase of 42 per cent over the number
of closed theaters In 1029.

B. St':s4ties of unemployment among actors musicians, and stage hands.
By the president of Actors' Equity Association Mr. Frank Gillmore, we are

informed that the number of actors employed in 1429 were 7,460; the number in
1930 was 5,132, a difference of 2,334, or31 per cent, and in 1931, 3,130, a difference
of 3,736, or 50 per cent as compared with 1029, As Mr. Glllmore himself states
"The figures indicate that nine times out of ten this number of members have had
some employment during the last six months, but employment may have only
been for two weeks and on rare occasions it may have been for three or four
months."

It IA well known that the musicians of America have suffered irreparably, not
only because of the development of so-called canned music which has eliminated
many musicians heretofore employed, but also because the business of the theatri-
cal industry has been so pbor as to minimize the number of theaters now open
for theatrical performances and to compel managers to reduce the personnel of
working orchestras. The result is clearly shown by the figures submitted by
Mr. Joseph N. Weber, president of American Federation of Musicians, who state.
that "In 1928 the number of musicians employed in theaters In the United States
was agproxiaatel 20,000. This number has been reduced to the extent of at
least 1000-that lis, the number has been reduced to less than one-half, and
In addition to this the time during which musicians are employed during a season
has been greatly cuirtailed." And In the center of the theatrical Industry, located
In Greater New York, the statistics of employed musicians are even more striking.
Mr. M. S. Bausch, secretary of Local 802 of American Federation of Musicians,
states: bDuring 1028 there were 3,300 members of our local employed In New
York theaters. To-day there arc but 1,300 so employed, showing a toss of 2,000
theater musicians who are out of work, and owing to the present conditions
there is no opportunity for procuring employment in the other branches of our
profession."

Andfrom the secretary of the Theatrkai Protective Union No. 1, the local
stagehands' organization of the metropolitan district, we have received the
following comp arson of unemployed workers during the current season of 1931
with that of 1927-192. Mr. J. C. McDowell, secretary of the union, writes:
" On the Monday following Cllristms'4 1928, 1 was called upon to f urnish additional
uten (about 300) over and above the 1,900 members of our organization, duie to the
fact that some 14 or 16 shows openc~d here on that date. But now, In the season
of 1931 there are but one-half of the 1,900 membership employed. The half
unemployed must depend upon the relief extended them by those; members who
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Ae employed. The results of this relief nets thein about $20.25 eacth second or
third week. If the current depression continues, it will ruin what still retmalivi of
the theatrical Industry. There Is no questioning of the fact that the depresloon
has been slowly and surely dining the theater. Never in the hlstory of our
o)rgenisatton have we suffered from unemployment as at present."

Aocordinq to Walter S. Percival president of the Uited Scenl Artists of
America, the employment records of the union show that in 1928, 88 Ier cent of
the members were regularly employed and 42 per cent on part time, with not a
single member employed less than one-third of the year. In 1031 only 11 l*r
,cent of the members were regularly employed, 82 per eitt on part time, and 62
per cent had practically no employment.

C. Bankruptcies and receiverships of prominent producers and managers in
the theatrical industry.

The drain on the financial resources of important theatrical producers and
managers due to the duration of the depression culminated in 1931 In bank.
ruptcies and receiverships of theatrical organizations, the financial solidity of
which was never questioned, The Shubert Theater Corporation which for over
80 years controlled a network of theaters throughout the country and constituted
the larges producers in the legitimate theater was compelled to go Into a receiver.
ship. Nothing can more clearly indicate the low economic state to which the
theater bee fallen than the recital of this fact. Other Important producers well
known throughout the country have been forced into bankruptcy, men whose
cames were known and respected from coast to coast, like A. H. Woods and Arthur
Hammerstein, as well as others.

U1. The proposed 10 per cent tax will constitute a burden on those least able
to bear It.

The theater has never been completely free of federal taxation. Since these
taxes were first Iwposed In 1017, the theater has always borne Its share of the
burdens of government. When taxes were levied upon it for war purpose., it
met them cheerfully, but when the taxes were moved from other industries in
1928, a tax of 10 per cent on tickets coating above $3 remained on the statute
books and the theater still pays this tax. Now it is the intention of the Govern.
meant to Impose a 10 per cent tax on tickets costing less than $3. Such a tax
would directly affect ch poorer playgoers who buy balcony and gallery sects,
and they are lent able to pay it.

III. The spoken drama I. the source of dramatic interest for the talkie Industry,
If leglation Is enacted which injures the spoken drama it wilt greatly affect

the talking-picture Industry because the most important plays produced on the
screen are drawn from the legitimate theater, A system of taxation which
discourages production In the legitimate theater will necemrily also injure the
production of talking pictures.

IV. The proposed-tax Is a tax on culture.
The spoken drama is a cultural institution, and the contemplated tax Is tanta-

mount to taxing culture in the United States. For centuries European govern.
ments have recognized the cultural value of the theater by actually supporting it.
We need only refer to the Comedie Francalse, Opera Comque, Grand Opera, and
other theaters of France which receive a direct subsidy from the Government.
Throughout Germany one finds municipal and state theaters supported by the
Government. Government subsidy of theaters throughout Germany has been
a policy hoary with age, and only recently have some of the cities decreased their
subs!dy to the theaters on account of the catastrophic economic conditions prevail.
ing there. And the fact that some cities have decreased their subsidy has been
presented u moving proof that economic conditions in that country have reached
a very low ebb, since the German people would not resort to such unusual retrench.
ment were they not forced to do so. The Russian theaters, as well as the theaters
of the other continental countries, are supported by the state.

While there have been advocates of governmental subsidy of American theaters
we have followed the traditions of Anglo-Saxon peoples and have left the suppo
of the theater to Individuals. The American theater is a voluntary enterprise
In which managers and producers have invested their fortunes at their own risk.
They do not come to Congress begging subsidy, but surely they have a right to
ask of the national government that they be not unduly handicapped by a burden-
some tax.

V. A tax which Injures the source of taxation is unsound.
The proposed tax on theater tickets belongs in this category. That the spoken

drama, known as the legitimate theater, is seriously weakened throughout the
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country, ha bec01 attested to by every expert connected with the theater. The
statiit es given above are sufiflent proof of this statement, and yet, despite
thig condition,, it in contemplated to handicap the theater still further by im-
pOilig such a tax.,

Heroic efforts are being made by the groups in tho theater to revive the spokol
drania throughout the country. The contemplated 10 per cent tat wouldhave
the effect of paralyzing these efforts. A tax which contributes to the destritc-
tion of an industry deNtts its own ends since It dries up the source of taxation.
VI, Finally, the amount of production in the !,jg inmate theater has so markedit

decreased, as the statistics of cloned theaters given above distinctly show, that,
e,,en If the tax is imposed, the additional revenue therefrom will be so slight as
to be relatively negligible.
In 1929 the tax on theater, cabaret and concert tickets amounted to $4,862,000;

in 1931 '$2 110,000. These figures show a decrease in revenue in two years
amounting to over 50 per cent. They are also indicative of a critical dio in
business during the past two years, and clearly demonstrate that, even if an
additional admission tax of 10 per cent on tickets costing less than $3 were
imposed the amount of revenue to be derived from such additional tax would
be so little as to be relatively negligible.

NATIONAL ALLIANCE OP THU THEATREo THEATRICAL PROTECTIVE UNION NO. I.
THE LEAGUE OF NEW YORK TREATERS AMERICAN rDERATIONSa OF MUSICIANS

(INC.) OF THE UNITED STATES AND CANADA.
ACTORS EQUITY ASSOCIATION. AMERICAN FEDERATION OF MUSICIANS,

?IDE DRAMATISTS' GUILD Of THE AU- LOCAL Of,
I TEORS' L EAGUE OF AMERICA (INO.). UNITED SCEINIC ARTISTS O1 AMERICA.
INTERNATIONAL ALLIANCE OF TREAT-

HICAL STAGE MPLOYMS.

Mr. Moaxowizn. Now, gentlemen, on the admissions tax, the
original recommendation of the Treasury Department was an ad-
missions tax on 10 cents,no exemptions over 10 cents. The Committee
on Ways and Means recommended an exemption of 25 cents. Later
there was a compromise suggestion exempting adrdssions to 46 cents.

Now, I represent the spoken drama, the legitimate drama. The
legitimate drama is the sickest branch of the amusement industry.
Those who will follow me will tell you gentlemen about the unem-
ployment, about the bankruptcies, the many phases of the legitimate
drama which I will not concern myself with at this point. Merely
wish to make one point:

As the House of Representatives bill is at present formulated, the
legitimate drama is suffering a gross discrimination. We are at
present paying a tax on tickets costing over $3. We have never
ceased paying a tax. Now you are going to ask us to pay a tax on
tickets costing less than $3--that is, for those occupants of the gallery
and balcony seats, who are the poorer population-and that is a
discrimintition against those least able to bear it.

If you are goig to make any concession gentlemen, make it to the
entire industry. We do not come here an say we do not want to do
our duty. We have been paying. We are paying taxes at the
present time. But we resent this discriminatory tax against the
legitimate drama, which you know, Mr. Chairman and others, is the
one drama that kept up the tradition of our English literature is the
drama which has been the culture carrier, which has been tle cul-
tural institution throughout this country.

Now, in Europe where they can not afford it they subsidize the
theaters. We do not ask for any subsidy.

The CHAIRMAN. You want to be eliminated?



RBVBNUE ACT OP 1083

Mr. Mosrcowxrz, We want to be exempted if we can. If we can
not be exempted, Mr. Chairman then we want a concession to be
made to te entire industry in which we will share the benefit.

Thank ¢ou very much.
Senator Gonu. What is the point of discrimination? I did not

quite get it,
Senator CONNALLY. How can we protect that? That is what I

want to know.
Mr. MoSxowITZ. What did you say?
Senator CONNALLY. How can we protect the legitimate drama?
Mr. MosKowiTv. Mr. Brady will explain that. He follows me.

le is the dean of the drama.
Senator CONNALLY. I want to help you.
T;e CHAIRMAN. We will hear from Mr. Brady now.
Senator HARRISON. Mr. Bill Brady, the leading man.

STATEMENT OF WILLIAM A. BRADY, THEATRICAL MANAGER
AND MEMBER OF ACTORS EQUITY ASSOCIATION, NEW YORK
CITY

Mr. BRADY. Mr. Chairman and gentlemen of the Senate Finance
Committee, this committee has always been kind and considerate
to the American theater. Therefore, we appear before you with
respect and confidence. I represent no association and appear before
you representing all the men and' women in the American theater,
beg the oldest and most active old man in the theater, and perhaps,
having served as everything from a property man, as an actor, as an
author, as a producer, and a manager, -I might be looked upon as a
personification of the American theater.

Now, I am not goiug to bore you by repeatmg any argument that
you have heard made -heretofore on the condition of the theater at
the present tune or in the past few years and its inability to stand any
more taxation.

You would not tax a corpse, would you?
Senator Rmmn. We do.
The CHAIRMAN. We do it.
Senator RurnD. And we want to do it 65 per cent.
Senator Gorni. Got to go to the graveyard now.
The CHAIRMAN. A fellow has no business to die now.
Mr. BRADY. But in this case the corpse is all ready for the under.

taker to take it to a potter's field. The spoken theater is upon its
last legs. There can be no denying this statement. Those of the
managers and producers who have not been declared bankrupt are
in the receiver's hands. I am not going to bore you by introducing
Mr. Schubert's receivership proceedings. I am not going to tell you
about Arthur Hammerstein. I am not going to tell you about the
101 producers who are on the verge of bankruptcy.

At least 70 per cent of our theaters throughout the United States
are being foreclosed upon or are closed for the need of an attraction to
fill them,

Senator GoRE. What per cent?
Mr. BRADY. Seventy per cent. Why, you have no spoken theater

in Oklahoma, and you have not had any for six or seven years.
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Shakespeare is a lost art in Oklahoma. We are allowed once in a
while by the courtesy of the motion picture to play in Oklahoma at
Tulsa or Enid or some of your other ine towns which are hungry for
Shakespeare and the better class of drama, and they never ge it.

Senator Goiw. I am with you.
Mr. BRADY. Thank you,
I am not going to try to enthuse you over the idea of preserving an

art that educates, amuses, and culivates. I am not going to advo-
cate a subsidy to help recentt drama and music. Other countries
weaker than ours have found it politic to do it. They seen to havo
discovered by experience that to encourage good drania and music in
a time of stress is helpful for the preservaton of the peoples' morals.

France has always taxed its theater out of existence, and the
theaters went on a strike about a fortnight ago and "Gay Paree " was
as dark as a graveyard, and the Government just stood it one night
and the Premier surrendered and the tax was cut down to something
that the theaters could pay.

Now, as a tolerably wel-informed citizen wkho for a half century
has rubbed shoulders with the big mnen and the "forgotten men," P1
want to say that I am not here to sidestep the obligations that con-
front us .1realise the size of the job you gentlemen have on your
hands.

Senator REED. It is not a pretty job, is it?
Mr. BRADY. I heard you during the course of the afternoon's pro-

ceedins turn to the Snator there snd say, "What a funny world
this is.

Senator RED. I said "What a selfish world this is."
Mr. BRADY. I am with you a hundred per cent.
The CHAIRMAN. Mr. Brady, will you tell us what your recommen-

dations 2re?
Mr. BRADY. Won't you let tue go, Senator?
The CHAIRMAN. Oh, yes, sir; I just wanted to have your sug-

gestions.
Mr. BEADY. I thought I was going to get 15 minutes, and I am

going to come down to it, and I am going to be the only man that has
come into any committee room since this bill has been discussed in
the House or the Senate that is going to make six or eight construc-
tive suggestions about raising money that you gentlemen have not
thought of.

The CHAIRMAN. Thank you.
Senator REED. I move we give Mr. Brady an hour.
Mr. BRAvY. The Budget must be balanced. Expenses must be cut.

Knowing this, I had an instructive experience while I sat for two days
listening to the hearings on the tax bill before the Ways and Means
Committee, and I heard the representatives of great industries with
big bank rolls, according to their yearly statements, plead poverty.
One and all had one slogan-"Don't tax us. Tax sombeody else."

The CHAIRMAN. That is it.
Mr. BRADY. One and all were asked by the chairman for a construc-

tive suggestion as to how the needed money was to be raised, and not
one of those big guns had a suggestion to make.

It seems to me that one with a "wee bit of sense" knows how the
present mess our country is in was brought about--innocent deposi-
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tots, mopet loaned for reckless specultIdon, floating of native foreign
bods, no' worth the paper they were written on, sold to a moroie
public by high- resure sidemanshlp based on msleadinp information':
o can dey ft? I have only to mention the natmeoo Ivr ,Kreugr

and rest my case, adding only that that poor devil was oaught while
thousands of others guity as he have gone soot free,You ask me what this is all apropos of. Well, I will tell you-
amongst all that you have heard on this bill amongst all that were
heardby the Ways and Means Committee there was not one repro-
sentin "Old John Public," the man who Is innocently suffering for
it all, the 3an on the street the man that I have had many heart toe
heart talks with-because I have rubbed shoulders with every kind
of a man or woman that exists, from Maine to California, and you
know it,
* Senator Gon. He is not organised.

Mr. BRADY. I don't know. He is all right. He is doing a heap
of thinking, this man on the street, and presently he ma be doings
lot of doin, as some of your Western, Seattle boys, and Puget BoundfelvMtoldYUfellows you,
He thinks that you, his representatives here in Washington, ought

to tax the people who are guilty of creating this mess.
George M. Graham, speaking for the automobile trade told you

on Monday that their earnings had dropped from $380,600,000 in
1928 to $155,000,000 in 1929 to $66,000,000 in 1981, and It is pro.
posed to tax his people a d, and I per cent. Ples mark that,
gentlemen. The automobile people are still ging. Their yearly
itstemente--I read them al--read pretty healthy. They are doing
a grand advertising campaign and one they should be congratulate
upon for the magnflcent attempt for a comeback, while we of the
theatre can not pay our rents, Most of our actors are working on
the cooperative basis. Do you know what that means? It means
you got part of it if it comes in, and in a lot of cases that means
ioffee and cakes.

Full saaries for actors now in the theater, the legitimate theater, the
spoken theater are almost unknown. I venture to say the resiAent
of the Actors equity Association, who will speak to you or a few
minutes this afternoon, will tell you that full salaries are almost un-
known in the theater at this moment, and have been for some time.
And it is proposed in the House bill to tax the theater about five times
as much as the automobile.

You say perhaps we pass it on to the public. I answer, so do they.
An admission tax is a sales tax. And so do all manufacturers say
that they would have passed it on to the public if the sales tax had
passed the House. The plan for the sales tax proposed that manu-
ctu~res should pay 2g per cent, and the theater, under the same

tax, should pay five times as much.
Row, Seiator Harrison, Senator Reed, all of you worthy Senators

you read the reports. You know where the big bank rolls are. Read
our report. You will fim it before the Ways and Means Committee.

Senator CONNALLY. I know where they are not.
Mr. BRADY. There are many of them that are well fixed and will

stand a good tax.
Senator RunD. Now, we are going to light on you the people who

could have stood the sales tax, and going to impose tle high tax.
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i, Mr. BnADY. There Is only one thiam, Senator Rod ,the tles tax,

and I mn going to ask O a in line later on,
SenatorRzn. You talk about "John Public." We have educated

"John Publio" to think of sales tax as a tax on the poor man.
Mr. BRADY. Why, John Public, Senator Reed, 97 per cent of them

do not know anything about these proceeding s Oin on here in Wash-Iugton. He does no take any interest in it. %oels more Interested
in whether Babe Ruth made a home run this afternoon or what JackDempsey will have for his breakfast to-morrow morniniz.

Mr. Graham told you that his people received the discrmination.So do we., If the Senate, this committee, returns to the sales tax
- a last resort, and I believe you will have to, we pray that we shall
be taxed according to our part of the burden, and that we shall notbe picked out for a discriminatory tax, or, as more stylishly put, a
selective tax.

The CHAtaMAn. Your theory is that the sale of a ticket is a sale,
just the saine as clothing or anything elso?

Mr. BRADY, Certainly. We manufacture entertainment. Some-
body else manufactures shoes. Somebody else manufatutes clothing.,
Why, for God's sake, tax something that Woodrow Wilson declared
in tLe midst of the darkest hours of the war to be an "essential
industry?"

Now, on Monday I took note of the fact that Frank D. Scott,
counsel for the Ra io Manufacturers' Association, pleaded that hi.business should not be taxed more than the automobile makers.
That is 2 per cent more. "Old John People" inquires of Mr. Scott,
"What tax does radio pay for the use of the peole' air?"

Mr. Mills presents in his Tuesday morning papers that he is going
to tax accessories and home sets. He taxes the poor people.

What about the broadcasting[ association that are getting $15,000
an hour for broadcasting and advertising?

Senator Ruze. Yes; but we are afraid to tax them. That is not
politics.

Mr. B ADY. I am coming to that. I assert that the radio and all.
concerning it, barring the educational and news periods, are as much
a luxury and more so than the theater. In fact, it is theater. Its
popularity is based upon pilfering from the theater and using thetheater's people, the actors that I have taught, the songs that we
boys write. Radio trades upon that. It creates nothing. And youdisriminate against us when you attempt to tax us twice as much
as you do radio, and you tax them-and, gentlemen of the committee.,
please remember this-they pay nothing for the use of the air.Of course, I know radios are valuable to the average politician.
Do you want us to pay for political exploitation?

At the beginning of these hearings Hon. Ogden Mills, a dear friendof mie, and Ires t him greater, Secretary of the Treasury, ap-
peared before you with his oriial proposal. He urged the theatre
tax. I am quoting him now. He urges the theatre tax because, as
he put it, "It is easy to collect." .

Before the Ways and Means Committee in his original suggestionshe referred to taxes upon cosmetics, beauty powders, jewelry, furs
expensive things, so and so and so and so, as difficult to collect, andbecause they were difficult to collect he proposed that they should
not be taxed.
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.Here on Tuesday in the Tribune he reconsiders and he finds thalhe can raise $50,000,000 by these taxes that he first said were difficult
to collect,

Now, I ask Mr. Mill. if he contends that if one industry piayetaxes easy to collect and another evades taxes and makes them hardto collect, shall the first-named business be overtaxed because it iseasy to collect from them, while the second-named industries arrelieved of taxation because they are difficult to trade with?In 1926, Mr. Mills who was then a Member of the House thought
that good music and drama should be entirely exempted from tax.ation, and so he and Henry T. Rainey wrote the following amend.
meant in the 1926 bill, which was considered on the floor of thie House,
Shall I read it? No.

The CAnIRMAN. We know what it is.
Mr. BRADY. The substance of it was that good music and dramshould be exempted entirely from taxation. It was paced in the

House and discaMed in this room.
My distinguished friend, Congressman Emanuel Celler, offered thesame amendment to the present, bill during the diseesilon of it mithe House recently, and again it was voted down.
I most humbly and respectfully request that this committee shalconsider the exemption of taxation upon decent educational dramaand music in the united States. Every great country docn it. Thereis no reason why the greatest country fall should not.
The ClAtMAN. Mr. Brady, is there any way of differentiating

between the legtimate drama and what may be termed-
Mr. BRADY iinterposing). Bawdy drama?
The CHAIRMAN. Yes; bawdy drama.
Mr. BRADY. Why, yes.
The CHAIRMAN. , mean by language that you can put in a law.,Mr. BRADY. Why, Tes r. illnore down there, of the Actor'

Equity Association, will have a committee of the finest minds in theAmerican theater who will pass upon what is decent drama and whatis decent music. That is right, isn't it, Frank?
Mr. FRANK GILLMOtL. YePs, sir; Mr. Brady.
Senator HARRiSON. Have you an amendment there in accordance

with your suggestion?
Mr. BRADY. Yes; I have. The original Budget proposed by Mr.Mills suggested that all admissions over 10 cents pay 1 oper cent tax.They estimated an amount to be raised at $110,000,000. The Waysand Means Committee raised the exemption to 25 cents and esti.mated the amount to be raised at $90,000 000. When the Committee

of the Whole sent the bill back to the Ways and Means Committeeit reappeared on the floor with the exemption raised to 46 cents, withan estimated. gross of forty million. Now, fifty or seventy millionwere lost in the shuffle. Why? Is there a colored man in the wood
pile?

Now, I was the head of the movies throughout the war. Mr.William S. Hays succeeded me. I worked for nothing. He Islentifuny paid. No one knows the political value of the screenbetter than I do, and I am looking right at the most intelligent
man in the screen. I can tell many interesting stories about thevalue of talking pictures i a presidential campaign.
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But, after all, they are our competitors our principal ones. Is it
fair to give them an advantage over us? No, say 1. If you tax
one tax all, and tax all alike. Play no favorites.
The spoken drama is as much the poor man's amusement as the

movies, and perhaps we do more good and less harm, If we have to
go into politics in order to gain justice, our way is clear.

We furnished rostrums for thousands of 4-minute men during the
war and our people did valuable service both here and abroad.
aerhert Hoover, and Woodrow Wilson, if he were alive, could testify
to the fact.

Now, I am going to make some concrete suggestions, Gentlemen,
do you know that there are millions of dollars being taken out of our
country with what is known as the sweepstakes in foreign racing,
particularly the Derby, and they ae increasing all the time? Do you
now that the hospitals in Ireland received $0 000,000 for the lost

jumping race at Uverpool and 80 per cent of those tickets are sold
here in America? Because you might take notice that most of the
prizes are won here. 41

Senator RDIO. How are we going to reach it?
Mr. BRADy. I an coming to that. What is the matter with taxing

the boats? There are going to be thousands of them this summer,
the boats that sail nowhere, that give you a chance to go and get
paralyzed drunk and do anything you please sometimes within the
12-mile limit and then to limit more than the 12-mile limit,

Senator R. I think we are going to stop them entirely, Mr.
Brady.

Mr. BIIADY. Well, it does a lot of people good. It gives thom some
air, It is not all done for the purpose you have in mind.

Senator REED. They are glorified debauches.
Mr. BRADY. Well, I ant not going to speak about beer. I am goiig

to speak about this-what about horse racing? You get 10 per cent
of the tax of the admission to a race track, but do you get any part of
the- millions that is beL on the Kentucky Derby? Do you get any-
thing of the millions that are bet in a month or a week at Saratoga?

Senator REED. No, but the States do.
Mr. BRADY. Yes; but you trespass on the States in a lot of places.

You are going to trespass upon the States in the stock exchange tax.
Why not a double taxation? Why not? If you are going to tax us
and going to tax our shows, tax the guys that can go and bet ten or
fifteen or twenty or a hundred thousand dollars on a horse race. He
can afford it. He gets his money easily.

T'he CHAIRMAN. And he loses it, too.
Mr. BRADY. Now, gentlemen, I am putting myself on the spot, but

as I am nearly 69 years old, it does not make much difference, and
after all somebody must have nerve enough to say something. The
other day somebody before your committee mentioned the taxation
of newspapers, and my friend in front of me said, "Well, no paper
will publish that." But some of the papers did; three or four very
important papers admitted that it was qute right.

Now, the newspapers have paid a lot of attention to what has
been going on here in Washin gton. They fought the sales tax to a
finish. They are now all sticking together against that quarter of
I per cent of Wall Street transactions. I can not see what is the matter
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with putting a cent upon every daily newspaper in America. The
papers have raised them from I to 2 and rom2 to3 and from 3 to t
and from 4 to 5; 1 cent-that is not going to break Laybody. If io
cents is not going to hurt our poor old bankrupts, I cent would not
hurt them.

What is the matter with putting a 5,cent tax upon a magazine that
weighs a pound? I was i this room and I heard the testimony of
the American News Co head to the fact that it cost the Govern.
ment $865 000 a week to Aeliver a certain great magazine that carried
from $306,000 to $500,000 worth of advertising each week

What is the matter, are you scared?
Senator Runo. Yes, of course, They are the sacred cow of politics,

We do not dare tax them.
Mr. BRADY. But they made a solemn vow to the American people,

Crisp Rainey, Garner, Tilson, and my friend from New Yor,, the
Republican leader, Snell, they made a sacred pledge to the American
people and circulated it from one end of the country to the other
that there should be no politics; that it should be a coalition agree.
ment; that it should be it Government comparable with the Govern.
ment that now exists in England that has balanced its Budget in
12 months.

Gentlemen I say that you are our representatives. And I know
Iou are and I know every one of you, and I know you are fine people.
Why should you allow anybod{ newspaper, church, anybody to

b you out of raisig every do tar-not a billion, not just balance
the Budget-double the Budget.

I believe it was Mr. Wiggin, of the Chase National Bank who
testified down here that the American people will gamble. Playing
the stock market on it margin is gambling, just the same as faro
roulette, or craps, only in those games you see the card come out of
the box, you see the ball go round, or you see the dice shaken.

Playing Wall Street is like a blind man in a poker game. I know-
I was a ticker hound for 80 years.

Why not, gentlemen? If people want to gamble-and you are
going to-I am glad that none of the Re resentatives of the western
States are here, or some of them might aintr-and I do not refer to
Oklahoma as a Western State. Perhaps I might refer to my friend
Mr. Jones from Washington,

Senator Goa. Go ahead.
Mr. BRADY. Why not a grand national lottery? The English

Parliament is considering one right now in order to reach the money
that is go into the pockets of the gentlemen who run these sweep.
stakes. If our people want to gamble, and everybody agrees that
they do, and everybody agrees that they are gambling and-that that
same gambling' instinct brought this thing on, or it was partially
responsible for it, then what is the matter with allowing the Govern-
meat to profit by taking the kitty?

S senator Goa. You know they waged the Revolutionary War with
a lottery.

Mr. B ADY. Senator Gore, do you listen in on the radio?
Senator GoRi. Yes, sir.
Mr. BRADY. There are 20 lotteries going on on the radio already

every night. It is not quite a lottery, but it could be easily construed
as an evasion.
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Senator Goa. Not Amos and Andy.
Mr. BRADY, An old man pleads for a stricken art, Our people

have always stood by in times of national adversity. Even now,
though we can ill afford it, we stand ready to pay our just share in our
country's need, if it takes the shoes off our feet and the shirt off our
back.

But we ask you not to discriminate against us. The theater is just
as much of a necessity as bread and butter and other sustaining food
under the present stress, and perhaps a bit more so. These are dark
days for us, and as dark days for you. We see lIttle light ahead.
We need your help, and we know you are going to give it to us if it Is
possible. Tax all alike, everyone. Lend us a helping hand. We
need it. Thank you, sir.

STATEMENT OF FRANK BILLMORE, PRESIDENT ACTORS EQUITY
ASSOCIATION, NEW YORK CITY

Mr. OILLMORE. Mr. Chairman and gentlemen of the committee:
I represent the actors of America. I h appen to have the honor to
be president of the Actors' Equity Association, which includes all the
legitimate actors and actresses of the United States and Canada. I
happen to rep resent also all the chorus members in the theater. I
am their pr-sdent, too.

I want to say that the current depression has hit the actor more
than others. The records of the Actors' Equity Anociation show
that employment among its members has fallen off 60 per cent in the
last two years., That does not mean that the remaining.40 per cent
have been receiving continuous employment at full salaries. If that
were so, the position of the actor to-dsy would be no worse than that
of many other workers, but the actor's average employment in normal
times, his averse playing year not counting rehearsals is under 20
weeks; whereas, in subnormal times like the present, it is reduced so
that our small percentage of employed members is only working on
part time and at much lower wages.

I don't suppose you gentlemen know that the Actors' Dinner Club
in New York City is now serving an average of 1,600 free dinners a
week.

Senator Ruzn. That is to members of the profession?
Mr. GILLMORE. Members of the profession, those who can not

afford to buy meals themselves, those who can go into the Actors'
Dinner Club and pay for their meal and nobody knows when they
sit down there whether the man opposite him is paying for his meal
or whether he is not. It is our idea of not making him feel badly.
Nobody knows except the officials in charge.

The counsel of the Actors' Equity Association Mr. Paul N. Turner,
who has the largest theatrical practice in New fork, tells me that for
years his office made out approximately 100 Federal income-tax
returns for actors, and that this year only 10 were made out and the
amounts subject to taxation were markedly reduced.

Senator GoRE. The actors were having pretty hard sledding before
this depression came in 1929?

Mr. GiLLMORE. Yes, indeed, Senator. if I could go back for years
and years and years I could show you that for 10 years, or perhaps 6
years, but of course the !ast 3 years, it has been really terrible,
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Senator Goa. I remember the newspapers said, I think in thefall of 1928, a number of theaters, 40 or560 or 60, closed in New Yorkfor the lack of patronage.Mr. GILLUOREI. Well, it has increased in the last five years, Senator.We have 25 theaters open In New York City, and four years ago wehad 50 at this time of year open.Senator HED. Ilow manyt members of the Actors' Eqtity Associs.tion are working in the movies in Hollywood?Mr. GILLMOR&. Well, a large number of our more famous membersin legitimate are being now employed in Hollywood. There is nodoubt about that. Mr. George Arliss is on our council. lte hasbeen on our council for 20 years.Senator RNEn. I wasq not thinking HO muc h of the stars as I waK therun-of-the.mine actors.
Mr. GILLUOIM, Yts, a large number of our regular actors are inthe movis and they have been in the movies for the last 10 years.They find in the movies that the actor of the stage is the one whounderstands the technique better, and since sound pictures canmeinto effect of course the actor of the stage is in demand even morethan he was before, though aven in the silent picture the actor ofthe stage was frequently found, Directors found that he could under.stand what he was expected to do and do it in about five minutes,whereas the man who was not adopt in that would take perhaps

two hours.
Senator Ri.mD, in estimating this 40 per cent who are still employeddo you include those who are working for the movies?Mr. GILLMORtE. No, that is a separate branch of our associatiOn.We have what is termed "jurisdiction" over the movies hut I ounnot includinF then in any statement that I am making to.day.Front ancient times actors have done much or civiFization, Theyhave carried its standard far and wide and into remote places. Theystill bear this standard aloft, but their hands are getting weak andtheir legs are getting shaky. Oh, they won't dxop it altogether, hesure of that. it must be borne alone , n) matter what happens.But they may have to trail lit if you allow this increased taxation togo t rough,

PerIhaps a little story might convey what I mean. When 1 was ajoung man I played in Cripple Creek before the railroad was there.played in Lady Windermere's Fan by Oscar Wilde, recognized as apoet. and his ja s are printed in alI books on literature. Think ofplaying ill Crpple Crek before the railroad was there and findingyour audience of miners , having these fine fellows comin toyou afterwards-illiterete perhaps, but with intelligence enough tounderstand that the play was unusual and was fine and was worthlistening to. hat is what I mean by saying "carrying the standard
of civilization."

Ever since Thespis waved to the Greeks from his cart the actorshave been doing that.Supposin that parliament of Quee Elizabeth of England or KingJamesthe First hadstarted to tax tie legitimate theater out of existence.We might have lost the immortal writings of Christopher Marlowe,Beaumont and Fletcher, Ben Johnson, and that beloved of belovedsin literature, Shakespeare. The English-speaking world owes much
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to this group. It owes a large part of its vocabulary and a rich
treasury of clear thought, from which we ourselves, whether we know
it or not, borrow every day indeed every hour.

The great Frenchman Talma once satd, "actors should be educated
on the laps of princes." That is a fIgure of speech and could not betaken literally, but at least actor should not be educated at free
dinner clubs or in the anterooms of help and aid societies.

Rear in mind that we are not asking you to free us front taxation
altogther. We are already paying a 10 per cent tax on all seats over
$a. But we do ask you to prevent this additional tax which, whenall is said and done, is an infinitesimal amount, that is, compared
with the vast sum you gentlemen have to raise.

Congressman Cellar, on the floor of the House, computed the addi-
tional revenue to the lovernnent under this proposed tax as about$500,000 a year. That is a mere drop in the bucket. It surely is
not worth the additional burden it would place on an old and honora.
ble profession.

P lease cut out this tax. And we actors want to assui you that we
will bear you in our heart's core--are, in our heart of hearts.

Senator Goat. Marlowe said, "The only sin is ignorance."

STATEMENT OF G1N. SAMURL T. ANSELL, REPRESINTING AMEJOAN FIDERATION OF MUSICIANS, WASHINGTON, D. C.
General ANsRLt. Mr. Chairman and gentlemen of the committee,

we wsi to speak for a very few minutes in behalf of the American
Federation of Musicians. We wih to point out to this committee
their peculiarly distressing conditions. Between 98,000 and 104,000
of our 140,000 members are now out of employment. We wish to
voice here the very reasonable fear-or we think it reasonable-that
the proposed tax upon theater admissions may prove the death knell
to those who still survive.

We can not undertake to tell this committee what to do. We do
not know what they ought to do. We know that they have got a
vast amount of taxes to collect.

But we did wish the committee to understand as best we could
have them understand the terrible condition in which all American
musicians are finding themselves at this day, and to infer, as we must
infer, that if this admission tax, the proposed admission tax, is imposed
upon theaters, the injury to American musicians will be irreparable.

We do not undertake to make a case for the theaters. We are hereonly because the theaters are large, very large, employers of musicians.
And whatever may decrease, or necessarily tend to decrease, those
employment opportunities, becomes necessarily of vital significance
to us.

We know, of course, what probably is generally known, that the
motion-picture industry, the legitimate drama, the legitimate theater
the great symphonies, the Metropolitan Opera, are in serious financial
difficulties. We know ourselves that the world's greatest musical
organizations have never been self-supporting. In Europe as here,
they are subsidized. In Europe they are subsidized botL by the
Stae and by individuals, and here by individuals alone. Now these
great musical organizations appear to be on the verge of dissolution
It is true that our theater and legitimate drama are disappearing,
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and it is said that our inotion-picture Industry even is in a very
precarious state.

Now, we do not profess to know the reasons for this unh p y
situation, but we do know that our musicians employed in the highest
as well as in the lower musical oranizations are becoming objects of
charity. There are to-day and have been for some time at a cft.
servative estimate between 75 and 85 per cent of all American musi.
clans out of employment, and that is not due entirely or even in
greater degree to the depression.

Few if any of our musicians are employed in the theaters, movies,
and so forth, that charge less than 50 cents, and we think that any
tax upon the theater is bound to make our condition most difficu l.
In no other art--we think we are safe in say lg this--in no other art
or craft or industry in this country can anything be found comparable
with the distress that is stalking this day through the ranks of Ahned
can musicians. Our situation was positively appalling before this
depression struck us. We had been dealt blow after blow before the
depression came to climax our tragedy. We have always had a
struggle for bare existence,

Now, gentlemen of the committee, for your information, in order
that we may have your sympathies and your considerate judgment,
the Government itself has in some degree directly contributed to
this situation. Until this very Congress, this very session, passed an
effective remedial measure, we had to meet the competition of hordes
of alien musicians of the cheapest and most ordinary kind far inferior
to the corresponding class of our own musicians, brought here despite
the contractlabor law because they would accept terms and condi-
tions of employment that no American ought to be subjected to.

Senator Cmo. We have fixed that, have we not?
General ANSILL. We have just fixed it, sir.
Then, too there are several thousand men cor posingthe 89 Army

bands and te 50 Navy bands supported out of te pu ie Treasury,
who were also habitually ordered or permitted to play at purely
private civilian functions of every kind and description sponsored by
anybody who had sufficient influence to get a band.

The Army, Senator Reed, to its great credit, abandoned that pra
tice several years ago and avoids it now, and we have no trouble with
the Army. But the Navy persists in it.

But of far more serious consequence to the American musician has
been the foisting upon the public, in this age of mechanical device
and substitute, of the many mechanical substitutes for living music.
As a result, the American musician did not share in the general pros.
perity, almost a riotous prosperity, of a few years ago. While others
were prospering tens of thousands of musicians were being displaced
by the phonograph, the music machine of every kind and description,
and then finely by the general introduction of sound in the motion
pictures. Sound pictures alone displaced at one swoop 23,000 Amer-
ican musicians, and the number being displaced has been increasing
since. Even the radio, of which we expected so much, with its
hook-up chain broadcasting, mechanical musical programs, has also
worked to our disadvantage,

On top of all this came the depression. It has probably borne more
hardly upon the musician than those of any other art or craft. When
individual income is being depleted one of the first means of econo-

t
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mizing is to dispense with music. In spite of all the handicaps men.
tioned, only a fow years ago America was becoming one of the great
musical countries of the world.

To-day, as we have said, between 70 and 80 per cent of our musicians
have no munical employment; they have eddeavored of course, to
find other work in fle!ds already overcrowded and for which they were
little suited, and failing, nany have become objects of chanty No
class has suffered more while none has been quicker to contribute its
service to the charitable relief of others. But we are struggling now
to survive. We fear that a tax on theater admissions may serve as the
final fatal blow.

We simply ask the thoughtful consideration of the committee. The
revenue from this source after all will probably not be large, and we
fear that the direct effect upon musicians as a class and the harmful
consequences t our people as a whole may outweigh by far all the
advantages which thtax might brinj.

Music s not only an art that brngs culture to some, it has far-
reaching social consequences. We are all entitled to reasonable
opportunities for diversions and pleasures, to reasonable opportunities
to enjoy aud be exalted by music, the art which is most generally
appreciated and whih has the greatest influence upon human con.
duct. We should be reluctant to do aught that deprives the mass of
our people of the great personal and social advantages that result
from music, that deprives the rather drab existence of this day of the
helpful diversion and exaltation which music alone can bring.
Wealth, business commerce, property, and the material things of
life in excess of the bare necessities of life, must doubtless be taxed.
Music is, in a very ree sense as necessary to proper human develop.
ment as food and raiment, We ask that you act thoughtfully before
imposing a tax that may crush our musicians as a class, that may
further deprive our people of the helpful and elevating influence of
this greatest of arts, further require them to accept more and more the
unsatisfying and unedifying mechanical substitute and aggravate the
existing unhappy condition of American musicians, and throw out of
employment many of those who are still earning some kind of livelihood.

Thank you.

STATEMENT OF JAMES BRENNAN, REPRESENTING LABOR IN
THE THEATERS, NEW YORK CITY

Mr. BRENNAN. Mr. Chairman, all that I could say in one minute
is that I represent labor in the theaters.

The CHAIRMAN. Well, if you represent that element you will have
three minutes.

Mr. BRENNAN. I can say of my own organization, my local, as of
all the 697 locals, we have 50 per cent of our people out of work at the
present time, between 000 and 1,000. And the few who are working
are taking care of those who are out of work. We do not get any help
from any outside source. We have our own unemployment relief
problem. We handle it ourselves. We share our work with the
fellow who is not working. 1

If our bosses, the producing managers, have any extra burdens
put upon thert, and Ia few hundred more are added to our list, we
Will be unable to take care of those who are out of work.
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I want to may to you gentlemen of the committee that we feel the
theater is a necessity, not only because we get our work from them, but
because of the needs of the public.

Senator Rn. How many members are there in your association?
Mr. BJitRNNAN. My own local had -
Senator RUED (interposing). I mean not only your own local but

the whole of them.
Mr, BazNiwAn. In our international association there are 30000,

and 60 per cent of them are out of work. And 00 per cent of the
legitimate theaters throughout the United States are dark. And 39
out of 45 in New York City are dark.

The CHAIRMAN. Is that number being increased?
Mr. BRiNNAN. Yes, sir.
Senator Rmin. Do you mean now?
Mr. BRENNAN. Yes, sir; 39 of the legitimate theaters. And I am

here to-day, gentlemen of the committee, pleading for the legitimate
theater. We get the bulk of our work from the legitimate theaters.

The CHAIRMAN. What was the number a year ago that were dark?
Mr. BRENNAN, It was about the same. It has .nn going on for

over two years now, between 900 and 1,000 of our people are out of
work.

Senator Rzn. Do you mean to say that only 6 of the legitimate
theaters of New York City are open now?

Mr. BnENNAN. Thirtynine out of forty-five are dark.
Senator RinD. How was that?
Mr. BRENNAN. But about 26 are open.
Senator CONNALLY. You do not mean that only thAt number nre

open?
Mr. BRENNAN. They are dark to-day.
Senator REED. Let us get that straight. You say that 39 out of

45 of the theaters in Now York City are dark. That would leave only
6 open.

Mr. BRENNAN Oh, I made at mistake. I meant that 39 out of 65
are dark.

Senator REED. Well, that is bad enough.
Mr. BRINNAN. Yes; 60 per cent of our international members; that

is, the labor back-stage are unemployed.

STATEMENT OF WALTER S. PERCIVAL, PRESIDENT, UNITED SCENIC
ARTISTS OF AMERICA, NEW YORK CITY

Mr. PERCIVAL. Mr. Chairman and members of the Senate Finance
Committee, speaking briefly for the scenic artists, the people who
design the stage settings for theaters, whose work is largely in the
legitimate theater or the spoken drama, I will say that between 60 and
65 per cent of the legitimate theaters have closed, thereby closing
employment to our members and to an equal extent, considering the
number that were employed previously, I mean during the period -from
1920 to 1928, affecting the taxes received by the Government.

At the present time we have about 30 per cent of our men employed,
and the rest are unemployed. We try to take care of them as much
as possible through emergency measures, taxing the members who are
employed one per cent of their earning in order to raise a fund to help
the unemployed. And we are considering racing that to 2 per cent.
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And I want to call to your attention the condition of the Metropoli-
tan Opera House in Now York City, which since the Ways and Means
Committee hearings has been wavering as to whether they would try
another season or not; and they finallI- decided to try It for another
season with a reduction from 28 weeks to 16 weeks, which means
increased unemployment.

Now, take another group, the Chicago Opera Co., and that together
with the Metropolitan Opera Co., are the two representative com-
panies producing the finest things in music, the finest people in the
way of musicians and artists and stage settings; the C0icago Opera
Co. had decided to sum end operations for the coming season. The
Civic Reportorial Co. oChicago lost a great amount of money, which
caused unemployment in our ranks, and we feel that if a tax to the
extent of 10 per tent is imposed it will cause legitimate productions
now under way to stop, thus adding to the unemployment and pos-
sibly that 1 or 2 per cent as it maybe, from our members Ior a fund
to take care of the unemployed, "il have no source from which to
draw.

I should like to call attention to another angle. You have heard
from those angles of somebody who has something to sell, but nobody
talks from the angle of the person who has something to buy. I am
a working man but I like to go to the theater. I like to ride around
in a "Lizzie" or a "Chevy,-" and I buy gasoline along with other
things. My wife buys cosmetics. If I pay a tax of 1 per cent on
gasoline I could buy 5 gallons of gasolme and it will take me over
100 miles for a tax of 5 cents. And if my wife buys cosmetics, or
lipstick, or something of that kind, with a tax of 5 or 10 cents she
could get a supply that would carry her for a week or a period of
weeks.

But if I want to go to the legitimate theater to see a play and
forget the worries of the world something that will inspire one to
better things, and nobody can deny that the theater is a great force
and factor in molding the thought of the day; as I say, if-I want to
sit in the gallery or the balcony and see a decent play for 2% hours
of entertainment, you tax me 50 cents for a pair of seats.

But I can go 100 miles for a 5-cent tax on gasoline, or a woman
could go for weeks on her supply of cosmetics with a tax of five cents.
So it does not appear to be just. There are great numbers of people
who are hungiy for the theater, who want to sit in the balcony or the
gallery seats, that a tax of 10 per cent would prohibit their doing so.
And yet a cent tax on gasoline I, along with thousands of others, feel,
paying a penny here arid a penny there, would take us a long ways as
measured in pa in 50 cents tax for theater tickets.

And coming back to the point of employment: 30 per cent of our
men are working now. A part of them are only working part time.
We have only 9 per cent working full time. We want to pay a tax,
and we feel that the theater should pay a tax, but at the same time we
feel it should be an equal tax, and should not be such a tax as would
prohibit us from going to the theater.

So I say that any adjustment of the tax that you gentlemen may
see fit to make that will relieve us, that will make the prospects of
employment more rosy I can assure you our group will be most grate-
ful to you, and we wil be glad to show our appreciation after you
have done your work.
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STATEMENT OF A. AULIAN BRYLAWSXX, VICE PRESIDENT OF
THE MOTION PICTURE THEATERS OF AMERICA, AND CHAI.
MAN OF THEIR LEGISLATIVE COMMITTEE, WASHINGTON, D. 0.

Mr. BRYLAWSIL I wish to correct the committee calendar inasntuch
as it has rue representing the motion picture theater owners of Wash.
ington. I represent the Motion Picture Theaters of America , being
vice president of that organiza-tion and chairman of their legislative
committee.

Gentlemen of the committee, I have listened most attentively to
the previous witnesses, and a great many things that I had written in
the brief I prepared but which I do not intend to read, or even to file
I will not take up your tml at this moment to present. But I will
try to confine myself to just one angle, which I believe is new in these
hearings.

Mr. Brady has spoken most clotuently about the value of the
theater. He mentioned an incident in Paris. lie might just as well
have mentioned what occurred In Chicago in 1927 when there was a
movie-theater strike.

The municipality of Chicago ordered the theaters opened after the
third day because of the restlessness of the people and the great
increase of petty crime and misdemeanors among the youngsters of
that city. I think the theater proved its value as a moral influence
at that time irrefutably.

The angle I want to approach this problem from is one that possibly
appeals to a man of my race. There are a great many things that are
sad about a man in the course of his life, especially some men, that he
may be a drunkard or that he may be a philanderer, and this, that,
and the other; but I think as to a man of my race the worst thing you
could say is, he is a bad business man. And so it is that I say, I lnk
we can show you that the passage of an amusement tax on theaters
would be just bad business.

When we appeared before the Ways and Means Committee of the
House of Representatives we did nut have an abstract bill before us.
All that we had was a rumor of an admission tax, the Treasury
program, and certain things that had appeared in the newspapers as
to what we might expect from that comnuttee. But we did not have
anything concrete. We did not know just what figure they were aim.
ing at or what they expected to obtain.

I think the whole idea of a tax on amusements is based on the belief
that it is possible to pass that tax on to the consumer. Our experience
is all to the contrary. When we spoke before the Ways and Means
Committee we had very few facts and practically no figures. For
our experience we had of necessity to go back to the early days im-
mediately following the World VV ar, when the war taxes were first
invoked and plated on the American theater owner. In those days
it is true that certain drops in the way of attendance were felt upon
the imposition of the tax, but in the prosperity that followed it was
normally lost sight of and no figures were definite. However, we
have figures to-day which will give you some idea of what we have to
expect.

Let me first explain to you gentlemen that the expenses of a theater
are a fixed charge. It costs a theater just as much to give a show for
an audience of one person as for an audience of thousands. Whether
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we play to a capacity audience or to only one or two persons there is
so dirernce in the matter of our expense. And that is true I think
of only the amusement business. If a department store, a factory, or
say other business suffers a diminution, whether it be 5, 10, or 57 per
cent, the chief cost of conducting that business is the merchandise
that they sell. They can retrenci here and there but their princi al
retrenchment would be the cost of the merchandise they sell, whc I
am quite sure will average between 05 and 70 per cent, taken all thewa th~rough.

atie case of the theater no such retrenchment is possible. 'rte

0nly item of our expense, and I speak for the motion picture theater,
that we catt save by reason of at diminution in receipts would be the
cost of the fiin service, which is largely to-doy supplied on a percentage
of our gross business. That percentage will average between 20 and
22 per cent for the theaters of the country. So that a 10 per cent,
drop in our receipts would affect our expenses only 2 per cent, a
negigihle figure.

uver in Eingland we have had a very great example of exactly what
it means to tax motion picture theaters and other theaters of the
country. Let ne state ftrat that there has been a tax on English
theater tickets since the World War. It has never been taken off.

The Government promised to take it off but never did, and the
tax has grown to be a part of the English system so far as their
Government is concerned, and the English theater-going public
accept that tax along with the price of the ticket, not as two things
but as one.

Senator IfAluIsot; What is the amount of the English theater
tax?

Mr. BRYLAWSKI. utp to September of 1931 it was an average of
10 per cent. But in the stress of balancing the English budget the
Chncellor, in September of 1931, raised the tax to 16 per cent. I
am speaking now of the average tax, because their tax is on a sliding
scale. In the quarter following the imposition of the increased tax,
to-Wit, the months of October, November, and December, the last
quarter of last year, there was a drop in attendance figures of English
theaters of approximately 150,000,000 admissions. 'That is based on
the year.

Senator GoRE. Did that cut down the receipts of the Government
very much?

Mr. BRYLAWSBI. That cut down receipts 15% per cent.
Senator Gon. That is what I wanted to know, whether the receipts

were less than they would hare been tinder the old tax.
Mr. BYLAWsIvd. I will try to give you the figures. We have finally

got them and I ant now prepared to present them.
Senator GORE. All right.
Mr. BRYLAWSvt. The English theaters suffered a diminution of

15% per cent in their gross receipts, and the Government got G%
per cent additional revenue.

Senator GouE. More than they would have gotten?
Mr. BYLAW$1KI. Yes, in the matter of percentages only. The

actual figures show that the loss by reason of decrease in admissions
under the present tax is in excess of £4,000,000, of which the Govern-
ment got less and will get less than £2,000,000, and on present figures
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they will suffer a loss in their Income-tax achedules of £3,250,000. It
is Jst bad business.

There is no question-
Senator Gon (interposing). Could you state In just a sentence, i

mean summarizing that matter, what the loss will be?
Mr. BRYLAwszr. The loss to the Government of England by reason

of Increasing the theater-admission tax, It evidently having reached
the point where the public resented it will amount to £1,250,000 in
the three months of the last quarter of last year.

There Is no question gentlemen of the committee, that an addi.
tional tax on theaters in tite country is going to result i a few*
number of theaters being operated. A fewer number of theaters beiu
operated means a loss of revenue to producers of plays, and a loss el
revenues means fewer or poorer pictures because you can not maks
the same good picture and lose money; and that means a decrease in
admissions, and a decrease in addissions means poorer or fewer
productions.

I venture to say that a safe and conservative estimate of the amount
of revenue that this Government will get by changing the present
admission tax will result in an actual loss to the UniteffStates Treasur
in the way of income taxes it receives from the theaters, from thefr
employees, from the producers, and from all that goet roto the produce.
tion and presentation of moving pictures, that would be far in excess
of the amount which the Unites States Government hopes to get
from the tax aF it is now being ccnrkidered.

Senator Goat. Then you mean that this loss by England is repre-
sented in the way of diminished revenue from the sale of tickets and
also from income taxes?

Mr. BRYLAWBEE. Yes, sir; and from income taxes from others who
depimnd upon the theaters.
LTTER SUBMITTED BY OHN M. RELLEY, GENERAL COUNSEL RINGLING

EROS. AND BARNUM & BAILEY
Nsw Yon Crrr, April tO, 1030.Hon. RED SMOOr,

Chairman Seonate Financ Committe
Washington, D. C.

The tax on admissions in relation to the circus.
GINTLEMEN: Instead of appearing before the committee for oral argument,

we ask the privilege of filing, for your consideration this brief memorandum.
I represent the following: Ringling Bros. and larnum & Bailey Combined

Shows, Sells-Floto Circus, HagenbeckWallace Circus, Al 0. Barnes Circus,
Sparks Circus, John Robinson Circusi, Adam Forepaugh & Sells Bros. Circus.

Every industry has stressed the point of its financial embarrassment. Just
a word about the circus. The Ringling show last year was stopped in Its tracks
on September 14-the earliest in history.

For the year 1930, the other shows in consolidated return showed $400,000,
in red. In 1931, over $150,000 in the red. This season the three last above.
named shows are in retirement unable to carry on.

We assume that the committee will recommend a tax on admissions only as
an emergency measure in raising revenue. This being so, it should be just and
fair to all amusement enterprises.

In the bili considered by the House, there is the following provision: "Except
that in cae the amount paid for admission is less than 46 cents no tax shall be

TiIsnot "exemption," it i. discrimination unfair and harmful in results.
Whatever the scale of aidmision tax imposed, the amount excepted should be

in the form of exemption, and apply to all alike. All should be granted the
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exemption up to 46 cents or 61 ents or 78 cent. or whatever the amount, or
flone.

As an illustration of how this works out: A small theater, or movie, or travel-
ing show, with small overhead, can tnke a flying chance at business, and ad.
Vertise a tax-free show at 45 cents. ': to theater or show across the street, with
a heavy investment and overhead, and a costly program, cau not possibly reduce
prices below the tax point, an t therefore, Ie I. discriminated against in the
proposed bill by being compelled to pa a 'tax all the way from the frst cent
Co the last..The snerl of thiq bill woul be to unjustly deprive Invested capital
and responsible established business men in the industry, of any exemption In
the payment of the admission tax, while the less responsible and the speculative
Will get by, If this language is not changed, because of a harmful, discriminating
provision.Tte principle of exemption In the admission tax should parallel the provision
adopted for exemption in the income tax. That is, up to a certain figure all are
exempt' and above that, all pay.

We do not believe such a provision as that proposed constitutional' it Is dis-
erlninating, unfair, and unequal. It is nost unfair to those carrying heavy
Investments in long-established business, and who are called upon in the ad-
ministration of the tax law to supply the revenue.

The circus is the least able to bear the tax or pass it on. First, Its show
seaon is limited to a few summer months. second, definite prices with the
circus have prevailed for generations, and are established with the public. The
public expects to see the same standard prices on the ticket wagon, lust as surely
a they expect to see the unchanging spots on the leopard, or the hump on the
amel. The circus can not pass this tax on to the public without reaction in
patronage, In greater detriment than if they absorbed the tax. The very fact
that onlya few of the circuses are able now, without a tax, to carry on, reveals
a situation that requires no argument.

The circus now, as in the past is willing to bear its share. If there must be
a admission tax, it should be fair and equal. To that end we recommend
for your consideration a bill providing an Admission tax of 11% per cent with
an exemption that will apply to all up to and Including 78 cents.

Respectfully submitted. JOHN M. KELLETY.

STATEMENT BY HON. SAMUEL M. SHORTRIDOE, UNITED STATES
SENATOR FROM CALIFORNIA

Senator SHORTRID01n. Mr. Chairman, I have a matter which I
have been waiting to present to the committee.

The CHAIRMAN. Senator Shortridge.
Senator SnoaTnos. Mr. Chairman, to H. R. 10236, the bill now

under consideration by our committee, to provide revenue, equalize
taxation, and for other purposes, I offer the following amendment:

On page 251, after line 14, insert the following new section:
Sic. 712. Admission to Olympic Games.-The tax imposed by section 500(a)

(1) of the revenue act of 1926 as amended, shall not apply in respect of admissions
the games of the Xth Olympiad to be held at Los Angeles, Calif., from

July 30, 1932, to August 14, 1932, Inclusive."

The great honor of celebrating the Xth Olympiad has come to
our country, and it will be celebrated in the city of Los Angeles,
Calif.. from July 30, 1932 to August 14, 1932, inclusive.

When we speak of the Xth Olympiad our minds are earned back
many centuries before Christ when the Olympic Games and others
were celebrated in ancient and classic Greece. There were indeed
four kinds of Grecian games:

2(1) The Oljmpian; (2) the Pythian; (3) the Nemean; and (4) the
than. were of a religious character, and all were treated

with the greatest solemnity and observed with the most devout rites.'
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It was considered to be a mark of exceptional fitness, morlly,
mentall , and bodily, to be allowed to compete in these games at
all; while for the winner the very highest honors his nation and parent
city could lavish upon him were in store. It has been said that a
a proof of this one has only to instance that the ordinary entrance
to the city was not considered good enough for the hero, but a breach
was m6,j in the oity wall for his triumphal entry to his native home.
Although the official reward of the victor was only a simple wreath
upon the brow and palm branches placed in the hands, yet th 1
greatest distinction awaited him among his countrmen.

The principal and by far the best known of the four great festivals
of the Greeks were the Olympic games. Many centuries have
passed since they flourished at Olympia in Ella. Kings have come
and gone, dynasties risen and waned, but the memory of these
glorious gatherings of all that was best and purest among the ancient
peoples is as fresh in the mind of the world to-day as it was before
the coming of Christ. Indeed, they were alleged to have been under
the direct supervision of the Olymplan diety Zeus, before whose
statue, made by Phidias and ereeed in the Temple at Olympia, the
athletes made their prayers, for victory. The festive rites were made
up of processions, invocations and public banquets, together with
the singing and recitation of odes in honor of the conquerers.

We now have what may be termed the modem Olympiads. The
first honors for the revival of the Olympic Games, it has been sug.
gested, should be awarded to Germany, whose archeologists firs
excavated the remains of the ancient Stadium, Hippodrome and
Altis at Olympia. But prehaps the greatest honor is due to baron
Pierre de Joubertin, the founder of the modern Olympic Game.

in a word, the first Olympiad, participated in by competitors from
many nations, was celebrated in Athens, Greece, in 1896, and since
then at intervals of four years these games have been celebrated in
different countries so that, as I remarked, the Tenth Olympiad is
to be held and celebrated in Los Angeles.

In recognition of the great honor and distinction coming to our
country and in aid of the successful carrying out of the program the
Congress passed House Joint Resolution 72, which reads as follows:

T9 permit the temporary entry into the United States under
certain conditions of alien participants and officials of the Third
Olympic Winter Games and of the games of the Tenth Olympiad
to be held in the United States in 1932.

Resolved by the Senate and the House of Representatives of the United States of
America in Congress assembled, That alien participants, officials, and other
accredited members of delegations to the Third Olympic Winter Carnes and to
tire games of the Tenth Olympiad to be hold in the United States in 1932, and
members of the immediate families and servants of the foregoing, all the foregoing
who are nonimirigrants, if otherwise admissible into the Uhi ted States under
the immigration laws, shall be exempted front the payment of the tax of $8
p described by section 2 of the immigration act of 1917, and exempted from the
ees prescribed under the law to be collected in connection with executing an

application for a visa and visaing the passport or other travel document (f an
alien for the purpose of etcring the United States as a nonimmigrant, and such
aliens shall not be required to present official passports Issued by tire govern.
ments to which they owe allegiance: Provided, That such aliens shall be in posses-
$ion of official Olympic Games identity cards duly visaed without charge by
American consular officers abroad: And provided further, That such aliens shall
comply with regulations not inconsistent with the foregoing provisions which

11i86
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all! he prescribed by the Secretary of Labor and the Secretary of State: Pro-
pided, hoomer, That nothing hereln shall relieve an allen from being required to
obtain a gratis ionioninigrant visa If coming to the United States as a noniumi-

rait, or in Immigration visa if coming to the United States as aix immigrant:oe It further
Resolved That such aliens shall be permitted the free entry of their pemonal

effects and their equipment to be tised In connection with the games, under such
regulatlons - may be prescribed by the Secretary of the Treasury.

Approved, December 19, 1931.

In further aid of those charged with the responsibility of financing
the Tenth Olympiad I have introduced and there is pending before
our committee Senate Joint Resolution 143, which reads as follows:

ijoINT RIKOI&TION For the sdiulon, free of dioty, o qtmulpuent for the ames of the Tenttbolymladl

Resolved by the Senate and House qf Representatives of the United States if
Ame ricm in Congress assembled, That the Secretary of the Treasury Is authored
and directed to admit free of duty, any article of equipment which it may be

emesiry for the "1Xth Olympiade Comite of the Games of Los Angels,
=d States of America, 1982 (Ltd.) "1a corporation organised under the laws

of the State of California, In charge oIthe games of the Tenth OlyMpiad to be
held at Los Andles, California, from July 80,1932, to August 14, 1932, inc~usIve,
to import for the proper staging and performance of such game.

As will be seen by the amendment, I propose that the tax imposed
by section 500 (a) (1) of the revenue act of 1920, as amended, shall
not apply in respect of admissions to the games of the Tenth Olympiad.

In support of this amendment I offer and request the By r patbetic
consideration of a statement of reasons why it is hoped that the games
of the Tenth Olympiad will be exempted from the proposed amuse.
ment tax on tickets of admission. This statement furnished by the
Xth Olympiad. Committee of the Games of Los Angeles, United
States of America, 1932 (Ltd.), by Mr. William May Garland,
resident, and Mr. Zack J. Farmer, secretary-manager, reads asallows:

STATEMENT OF REASONS WHY IT is HoPED THAT TUE GAME OF THE TENTH
OLYMPIAD TO BE CELEBRATED IN Los ANGELES, CALIF., JULY 80 T O AUoUST
14, 1932, 1NCLUsIvE, WILL aim ExEMPTED FuoM THE PROPOSED AMUSMzNT
TAX ON TICKETS oF AuIsSioN

It seems obvious that the proposed tax is intended to apply to established or
regular amusement or entertainment business, which business can readily adjust
itself to meet the tax obligation.

The Olympic Games, however, have necessarily been budgeted and in course
of preparation for the past two years, tickets have all been printed and many are
in circulation, and we therefore find ourselves in the unhappy position of not
having been ablo to anticipate this possible burden on our budget and it is im-
possble to protect ourselves on our tickets by adding the tax.

As our budget has always presented tli possibility of a deficit, it being our sole
aim at all times merely to achieve a balanced budget at the conclusion of the
games, it is evident that if the games of the Tenth Olympiad are not exempted
from the proposed tax a very serious, and It seems to us, a very unfair, financial
result will ensue.

By "we" is neatit the Tenth Olympiade Committee of the Games of Los
Angeles, United States of America 1932 (Ltd.), a California corporation, organized
as a nonprofit, cooperative corporation, without capital stock.

lhis corporation is known, under the Olympic Protocol-rules and regula-
tions--as the Organizing Conmittee of the Gaines of the Tenth Olympiad, car-
rying the sole responsibility for the creation of all necessary stadia and other
extensive facilities, assisting In imany ways the participation of the athletes from
the many nations, making all other preparations for the games and of adminis-
tering salle.
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The corporation is provided for under an act of the Legislature of the Stats
of California known as the California Tenth Olympiad bond act of 1927, whIch
act % made fully effective by the adoption by the voters of a constitutional
amennaIknt and the act referred to fully established the responsibility of the
corporation to make the necessary preparations for, and to hold1 the celebration
of the Games of the Tenth Olympiad.

It must be remembered that the International Olympic Committee first
awarded the Games of the Tenth Olympiad to the United States of America,
thereafter designating the city of Los Angeles as the precise location for the
games,

In all respects the corporation has from the inception of its activities four
y ars ao, felt its responsibility to oerkorm its task in a manner cL'-ditable to the
Ulted tates of America as well a to city and State.

The National Government has heretofore evidenced its interest In and recog.
nation of, this great international event through passage by the 6_ongross, In
December 1931, of a joint resolution providing important measures of assltance
to the nations participating in the gaines, in the entry of their teams and equip.
met Into the United' States of America and enunciating a message of welcome,

The Internal Revenue Department ha heretofore exempted the corporation
from payment of Income tax, and more than a year ago informed the corporation
that there would be no tax upon its individual tickets of admission to the games
if same were sold at a price not exceeding $3. The cor oration has acted accord.
ingly In respect to its ticket prices, and in fact, due to the nonprofit and clvi,
character of the games, the prices for admission have been made the lowest in
the history of the games,

All expenditures of the corporation are being defrayed at the present time by
public moneys of the State of California, and the city and county of Los Angeles,
and the balance of Its expenditure, it is contemplated by the budget, will-have
to be met from receipts of sales of admission, and a desperate effort is being made
to have the sum of these funds equal the exp nditures in the hope of preventing
this nonprofit enterprise from suffer g a deficit in addition to the obligation
already existing in the form of the referred to advancement of funds by the State
of California and the city and county of Los Angeles.

The officers, members, and directors of the corporation are s follows:
William May Garland, president; Maynard MeFe, vice president- LeRoy

Sanders, vice president; William . Humphrey, vice president; Harry I. Bauer,
treasurer; Zack J. Farmer secretary-manager' A. M. Chaffey, Dr. Frank F.
Barham 0. 0. Younk, Edward A. Dickson, t. Manchester Boddy, H. B, 11.
Briggs, henry S. Me ee, Henry M. Robinson, Walter K. Tuller, D. A. Ham.
burger, Russell H. Ballard, Arthur S. Bent Dr. Robert A. Millikan, R. B. Hale,
Her bert Fleischacker, Paul Shoup, Fred W. Klesel, C. C. Teague, Frank J.
Belcher, Jr., William A. Bowen, Henry S. MacKay, Jr.

In conclusion, we again respectfully petition special consideration of the
thought that the proposed tax legislation could hardly have been conceived with
a view to being retroactive against a national and international nonprofit event
such as the Olympic games for which the herein referred to corporaton is liable,
which event has been In course of preparation for several years and which event,
likewise, could not be expected to have contemplated In its civic financing plan
the exigencies of such a situation as is presented by the proposed legislation and
In fact, has been helpless at all times to protect itself from such unexpected
burden.

We therefore most earnestly and respectfully ask that the games of the Tenth
Olympiad and/or the undersigned corporation be exempted from paying any
tax on tickets of admission, or otherwise, under the referred-to legislation now
pending In/he Congress. TNTH OLYMPIADM COMMITTEE OF THE GAMES

or Los ANOELES, U. S. A., 1932 (LTD.),
By WILLIAM MAY GARLAND, President.
By ZACK J. FARMEt, Secretary-Manager.

Senator SHOUTIDGD. Supplemonting this statement I am in
receipt of the following telegram from President Garland:

Los ANGUES, CALIF., March 81, 1930.Hon. SAUELm M. SHoRTIUDGE,

Senate OWe Building:
Please emphasize in Senate committee on tax bill that Olympic Games and

managing corporation are entirely nonprofit and that entire underwritingflnane-
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lig is funds front Si at* of California and city and county of LTos Angeles, and that
tsx on tickets to games will be t direct tax on Los Angeles citv and county and
State of California. Also emphapise that Olympic rule. governing limit of ticket
prices make it certain that tax will not fall on rich, as stated In House, bet will fall
on the games, organisationl, and the municipal and State financing which have
boon helpless to protect themselves because our preparations have necessarily
bean un(Jor way for 'several years before present bill anticipated, and it Is im-
posmible for any protective measures to be taken before bill is effective. We

iead that Olympic Games already recognized by joint resolution of both houses
st December be not made helpless victim of tax law which can hardly be con-

uidered as having been fundamentally desIgned to tax such unusual and unprece-
dented event like the Olympic Games. Plee stres theme points in addition to
the full otatomont we have previously sent. We will greatly appreciate your
utmost effort becaume this tax threatens financial success of most S1M ortant
event In California since the exposition and in which taxpayers through State
bond bsue already have invested $1,000,000.

Sincerely, WILLIAM MAY GARLAND, President.

Senator SRORTUIDOI. Further supplementing the statement quoted
and in earnest support of the amendment I have proposed I am in
receipt of the fol owing telegram from Mr. Frederick t Koster,
president of the Cfornia State Chamber of Commerce:

Los AwowLas, CAL:,'., April 16, 1080.lion. Saxont M. Snonunos,
8nator from Calfornia, Washington:

California State Chamber of Commerce in session Los Angeles to-day unani.
mously urges adoption of amendment to general tax bill exempting Olympie
Games tickets of admission from tax, Proposed tax would be levy on State ci y,
and county which are financing Olympic Games with public funds. Calitorni
resents references by opposition quoted In press comparing Olympia Games to
p rise fights and similar affairs. Games are great international noncommercial-
ied, nonprofit event and United States is hoist nation. Games tickets of necessity
already printed and audied, many sold and in distribution. Impossible for
gaines management to have anticipated this tax burden on budget or to collect
save from public without serious injury and confusion. Preparations for games
have been under way for several years. This and many other sound reasons
differentiate games from amusement business in general for which tax is obviously
Intended. 'Tax application to games would be retroactive and confiscatory.
We strongly urge Senate to amend in favor of exempting Olympic Games and
urge adoption o such amendment in the House.

Respectfully, CALIPORNIA STATE CHAM ER OF COMMERCE,

By FREDERICK J. RosTER, President.

Senator SBORTRIDOE. Contestants in the game will come from
many foreign nations. And it is hoped and believed that the Presi-
dent of the-United States will be able to be in Los Angeles during this
great festival occasion.

I repeat that I sincerely hope the committee will approve the
amendment I have offered. Los Angeles and California have gladly
assumed the financial responsibility of making a success of the Tenth
Olympiad; no profit is anticipated or expected; my amendment seeks
to prevent an deficit.

Perhaps I have said enough to impress members of the committee
and others with the honor and distinction coming to our country,
and the merit of the amendment I have offered to the bill under con-
sideration.
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STATEMENT OF CHARLES C. PETTIOHN GENERAL COUNS ,
LOTION PICTURE PRODUCERS AND DISTRiBUTORS ASOCIATI011,
AND CIRCUITS OF THEATERS, NEW YOR CITY

Senator WATSoN; (presiding). Tell the committee your name and
where you live and whom you represent, Mr. Pettijohn.

Mr. PrrUnJotN. Charles C. Pettijohn, New York City. I repre.
sent the motion-picture folks, producers and distributors assoeia
tion, and the various so-called circuits of theaters.

Senator WATsoN. What is ypur position with them, Mr. Pettijohn?
Mr. PwrnionN. I am their general counsel,
Senator CONNALLY. Do you represent all the motion-plcture

people I
Mr. PrrtiJOtiN. No, sir; not all of them.
Senator CONNAI1Y. I mean the association, or something of that

kind I
Mr. PrrnJOHN. The association of producers, distributors, and so.

called circuits of theaters.
Senator Coozyes. Is that what you call the Hays Association?
Mr. P rjouw. Yes, sir; plus tie circuits, and the news reels have

asked me to appear for then also.
Senator WATSON. You may make any statement you desire to make

to the committee, Mr. Pettijohn.
Mr. PmirrjoiN. I will make a very brief statement, gentlemen.

It is simply this: We had a hearing, quite an extensive hearing,
before the Uouse Ways and Means Committee. As a result of that
hearing the House has sent over here a revenue bill which provides
for an exemption on theater admissions up to and including 45 cents,
or, as they express it, up to 46 cents. We come here--or I come here,
rather-to make one suggestion and, second, to give a reason for
that suggestion, and if possible show you where the anticipated
revenue can be gotten in case you comply with that suggestion.

Senator CONNALLY. What section is that, do you know?
Mr. Prn'rzrouN. Seven hundred and eleven, page 264.
Senator CONNALLY. That is a lucky section, 711.
Mr. Pz rjots. I am familiar with those numbers, sir.
There are in the United States 1,214 theaters who have what we

call top admission price of 50 cents. In other words, if, in the judg.
ment of your committee you should see fit to change that exemption
to read 'up to and including 50 cents," instead of" up to and in.
cluding 45 cents you will want to know just how much revenue the
Government will lose and the number of theaters that will be affected.

There are 1,214 such theaters. In addition to those now exempt
the would be exempt if the .exemption was made to read 50 cents
andunder. It is estimated, I understand, by the Treasury Depart.
ment, and I think the figures are very accurate, that the Government
would lose in revenue approximately $7,000,000 by such riise of
5 cents in the exemption. The Treasury Department has estimated
that above 45 cents the Government would receive from admission
taxes to all places of amusement a total of $40,000,000 annually.

Senator WATSON. What do you mean by "all places of amuse-
ment ?"

Mr. PrrTIJO . I mean by "all places of amusement," football,
baseball, race tracks, boxing, wrestling, movies, so-called legitimate

110
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that ira, chautauquas, lectures, basketball games, and everything,
everything to which an admission price is charged that is an amuse.
ment or entertainment.

Taking those figures, that above 45 cents the Government would
receive $401 000,000. That is as the bill now reads, and then take from
forty million seven millions per year, would leave a balance of

3,000,000 which the Government would receive, and I tWink those
gures of te Treasury Department are not too accurate.
So that I address myself to a request to this committee and this

is what it amounts to: Suggesting the exemption be raised to read
"t50 cents and under " and the Government on the face of that request
losing $7,000,000.

Baeball-and I talked with the baseball folks last, night. I
do not think that they are going to ask you for an additional hear-
ing. I understand that they are going to send a wire to the com-
mittee. They had hoped, as we had-hoped, that it would not be
necessary to have any admission taxes at all. Perhaps in the be-
ginning we were optimists. We all know, every industry should
know at this time, that the longer this matter drags on at the rate
of $7,000,000 a day increase in the debt, if the Congress of the United
States does not act pretty soon there will not be much to tax.

So for our part we are going to face the mvsic and give every-
thing we can give and frankly lay our cards on the table, and if
this exemption is changed to read "50 cents and under," I believe,
and I believe I can show this committee, that the Government will
get more money than the Treasury Department has estimated above
50 cents.

1 want to give you the reasons for that statementt. There is abso-
lutely nothing for the Treasury Department to base their figures on
since 1920, at which time the tax on all amusements up to and includ-
ing 75 cents was abolished. Since 1920--and I address myself first to
the motion pictures and vaudeville theaters--since 192 sound has
come into existence. When sound came into existence the admission

rices raised. Since 1926 a great many large theaters have been
built all over the country with large seating capacities, larger than
had been in existence before, and I believe, and I say frankly to
this committee, that $40,000,000 can be secured, at least $40,000,000
can be secured, on a tax on admissions above 50 cents.

We have had large football stadiums built. We all know that
wrestling and boxing is taking in more money now than it did in
1920. Basketball is very, very popular all over the country. But
the theuters-and I address myself to the theaters, motion picture
and vaudeville theaters, that charge in excess of 50 cents--give from
three to seven performances daily, with these large seating capaci-
ties. Generally the figure of six performances a week or seven per-
formances a week in a certain class of theaters is figured. But taking
the figure of two performances a day, that is either 12 or 14 per week,
depending on whether or not they run on Sunday. When you figure
these theaters that charge above 50 cents you figure four and a half
times; that is, at the rate of four and a half perfrmances daily, or at
the rate of seven times four and a half or six times four and a half,
depending for the same reason as to whether or not they run on
Sunday.
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I have a brief which will be completed within the next 80 min.
utes--I shall file it with the committe-covering these point, and
in that list of theaters will be shown theaters that have been closed
in the United States, first as of January 1, 1982, over 5,000 theaters
that were closed up to January, and an additional list of 452 that
have been closed since January 1. This year's report as of the
first of January shows there were 5,200 and odd theaters that
had been closed, and since that time, as shown by our February
and March reports, I think 452 more, over 400 more, have been
closed.

Senator WAs7*oN. What effect will this tax, in your judgment,
have on the number of paid admissions to your theaters?

Mr. Pnnyon. It will slow up attendance, probably in the higher
brackets as much as it will, Senator, in the lower brackets. During
the war when everybody had work that wanted to work there was a
reasonable amount of money and it was in time when theater going
was popular. Thte tax on admissions was felt in the higher brackets
then worse than it was in the lower brackets. I think to-day the con.verse will be true. Lack of money and lack of opporunity to enjoy
the amusements in the lower brackets. I contend that anythng
that 50 cents will buy is of course, not a luxury- So far as baseball
is concerned, I promised then to bring this subject here to you and
call to your attention the fact that the so-called bleacher seats at
baseball games are 95 per cent occupied by the unemployed because
it is a daytime show and if they were employed they probably would
not be out to the ball parks. They say those cheap seats at baseball
games in summer time are probably 0 per cent occupied by the un.
employed, and you certainly wouldnot want to place a tax, I would
not think on those people.

I am d50 going to file a list of these 1014 theaters that would be
affected by this exemption of 50 cents. They are not in the large
cities. The majority of them are in what we call county seat and
small cities and towns most of these theaters, and I contend that
they are the class of theaters that need this exemption worse than
any other clan. They have been built in these cities and towns with
local capital. They are not paid for. Most of them have been built
since 1925 and 1926. The mortgages are owned by local banks.
They have to charge a 50-cent top, ecause they do not have large
communities to draw from. Civic pride and town pride has been
coupled with the investment of the citizens, and, as I say, the major-
ity of them are not in the metropolitan districts. I am filing with
you a list of these theaters giving the cities and towns and various
territories in various States of the Union, showing the wide distribu.
tion and nature of the cities and towns in which they are located.

Senator HAMRSON. Can't you file there in the record the number
of moving-picture houses there are in the country and the number
that charge above 50 cents and the number that charge between 40
and 50 cents and the number that charge between 80 and 40 cents
and below 80 centa?

Mr. PrnaouN. Yes, sir. That is in this brief that will be filed,
Senator.

Senator CONNALLY. Have you any data there that will show that a
man running a picture show that charges 45 cents, say, will have to
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py a certain amount to use that picture l How much does he have
pay for that V Have you any eatimate as to how much of that 45

cents is going to go to the producers?
Mr. PiEViIJQIN. That varies, sir, depending on whether he pays

first, second, third, fourth, eighth, tenth, or twelfth run.
Senator CONNALLY. Well, take the average, what doem he pay?
Mr. Plk'iiijofN. What are you addressng, the 45-cent admissions
Senator CONNALLY. Yes, sir. How mucli does he give to Holly-

wood?
Mr. PwTrxjoti. He does not give anything to Hollywood. Ho

gives it to whoever sells him the picture.
Senator CONNALLY. Well, who then ?
Mr. PTriJouN. He pays all the way from $20 or $25 up to $800.
Senator CONA1LLY. K day you mean for the production ?
Mr. PrrJon. Well, for his run. It might be a 2,48, 4 day run

or a 7-day run.
Senator CONNALLY. On the 45 cents, have you any figures to show

what percentage of that take-in he has to pay royalty V
Mr. PETnJtIN. I think as a general average, people try to buy

and not pay not more for their program than 25 per cent of their
intake. That is about the general average throughout the country.

Senator CONNALLY. On an average then he has to pay 25 per cent
of what h, takes in as gross to the companies that furnish -him his
film ?

Mr. PnnajoN. Yes. The distributor tries to get what he thinks
is 25 per cent of what is taken in, but we do not know that they get it.

Senator CONNALLY. The distributor?
Mr. PrmrrJonN. Yes; whoever has a picture for sale.
Senator CONNALLY. Of course, lie tries to get all he can, but he

can stand only so much, the theater man.
Mr. PrrnjoKN. He tries to get all he can and the exhibitor tries

to get as much as he can as cheaply as ossible.
In the old days of vaudeville and roag shows, it used to cost around

from 50 to 75 per cent for their show. The theaters in those days
were glad to have a troupe come to town and only go out with 75
per cent of it.

Senator CONNALLY. Well, I know, but that has a number of indi-
viduals but you have just got a film that you send out.

Mr. tzrrorn. Well those films cost money to make.
Senator CONNALLY. Surely they do. Surely they cost money but

you get a pretty rood rake-off 25 per cent of a man's receiptvl. Isn't
that what is killing some of these theaters?

Mr. Pz ntimO.-I don't know what is killing them or the picture
companies with their stock selling at 11/., anti 2 and 3 4nd 4, but I
think it is the general business depression. Many people haven't got
money to buy anything, and those that have it are holding on to it.

Senator WATSON (presiding). Is that all, Mr. Pettijohn .
Mr. PrmjonN. That is all, Senator, except that I desire to file

this brief. It will be very long. This contains the data that I
mentioned.

Tax on admissions to motion-picture theaters:
A movie admission tax strikes at the essential recreation of the

millions of workers and farmers of the Nation. In treating the
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necessities of the poor as if they were the luxuries of the rich, it
discriminates against the families of limited income. The amount
of revenue accruing, in view of the burden of expense involved in
administration and-collection of such a nuisance tax, including the
expense placed upon the small theater owner for necessary checking
and accounting services, is questionable.

In the present state of unemployment and business depression,
the legitimate objections to such a tax are multiplied.

The admission tax is aimed at a popular entertainment which must
serve the millions most seriously affected byi a protracted period of
unemployment and depressed business conditions.

It afficts thousands of exhibitors in every city and town in the
United States whose problem of survival is aggravated by every
unfavorable business development in their communities.

It is aimed at the vast American consuming public whose wages
have been lowered and whose earning power has been reduced.

At the present time the motion-picture industry of the United
States is going through a process of financial and industrial read.
justment imperatively demanding the following measures:

Reduction of producing costs. Executives, directors, artists, and
other studio personnel are cooperating through sacrifice of salary,
in order that the financial structure of the industry 'nay be able to
survive and meet the demand for the best possible entertainment
at the lowest possible cost.

Readjustment of theater operating expense, to check as far as
possible the future closing of theaters, and the resulting added un-
employment.

Readjustment of theater admission prices on a lower level wherever
possible, in order to meet the imperative demands of low-cost popu-
lar entertainment.

In this situation, the proposal for a Federal 10 per cent tax on
motion picture theater admissions above 45 cents is most untimely.
In percentage such a tax would be greater than the net operating
profits of 91 per cent of the motion picture theaters affected, and
must therefore be passed on to the public. Inevitably it would
involve the following results:

1. An unfair exaction, in the form of a continuous nuisance tax,
upon those most seriously affected by unemployment and depression-
the mass of people dependent upon the motion picture for essential,
low.priced recreation entertainment.

2. A future move towards depression and unemployment by th
shutting down of many more motion picture theaters throughout
the country, and throwing of more men and women out of work
and loss to exhibitors.

8. The darkening of thousands of motion-picture theaters, the
closing of which would seriously injure the immediate local shopping
areas dependent upon them.

4. The public irritation that would follow, when the worker or
farmer, attending the movie once a week, is slapped in the face
fifty-two times a year with penny-nickel taxes, for the low-priced
and essential entertainment service at his command.

5. Cutting down in the production and quality of motion-picture
entertainment , for no producer can succeed if exhibitors suffer and
if attendance is further reduced by higher cost to the public.
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The question of just how much the attendance at the movies and
other places of amusement will be affected by an amusement tax in
of course a matter of speculation. During the war when there was
plenty of money and people were employed, the attendance at the
cheaper amusements did not seem to greatly deter the public from
attending, but it was felt by theaters, baseball and others charging
in excess of 50 cents, The intake at the box oWces in Great Britain
dropped 15 per cent in 12 weeks, according to recent returns from
1,04 theater operators there. The Motion Picture Herald of April
9,1932, published the following article which may have a bearing
on the possible effects of the Mmission tax in the United States
[reading]:

linTimit T.Ax Itiove(ts ATTENDAN('I AT ltA'M OF 150,000,000 A YEAR

NASOW WAIINS Or O PoPi'r HAVIC IMS CONVIVITlED INTO nZAVY LOSSES it SCORES
or INSTANCOom M UIICNO IN INIVORMD--5OXOtF INTAIO VIA$ 1)BOPFIP91
15% PERI OBNT IrN 12 WKEKS, B ) :MT WMRJrNs FROM 1,t04 THEATER MEN INtOWAT

(By William I. Mooring, London)

Mass meetings of British exhibitors have been held all over the country in
protest against the new scale of entertainment tax instituted under the emer.
gency budget of last year and operative from November 1.

At a crowded Initial protest meeting held in London, Tom Ormiston, M. P.,
who Is treasurer of the Cinematograph Exhibitor's Association, presented the
<,ase prepared by his organization and laid before the Chancellor of the Ex-
chequer.

This case was based on returns from 1,204 exhibitor members of the Clue.
matogriph Exhibitor's Association, showing the exact effect of the Increase
in tax. In scores of instances it proved clearly that narrow margins of profit
bad been converted by the new scale of taxation into heavy losses.

It Is unfortunate, though not as inconclusive as may at first appear, that
of the 4,000 theater owners operating In Britain, only 1,204 took the trouble
to supply the Cinematograph Exhibitor's Associatlon with returns showing
their takings, and payments In tax. for the period from November 1 to January,
with comparable figures covering the corresponding period of the previous year.

DEtCUEASH AT I ,11110IO00 A YEAR

Based on the 1,204 returns which eventiamily did come to hand, the CEA case
reveals that during the 12 week4 from November 9, 1931, to January 25, 1932,
there was a decrease it attendttcs which would run to 150,000,000 a year. or
11,5 per cent of total aninntl attendance. Box-office takings had dropped by 15%
per cent, and the total loss per annum ws conputed at £4,000,000.

During the period the iucretse(d amount the Treasury drew from the enter-
tainnents tax amounted to 30.8 per cent, which equals £2,000,00o a year. Seats
selling at from 8d to 1/3d showed a decrease of 18 per cent In values* those
from $&d showed a decrease of 22.8 ier cent, demonstrating that not only have
total cinema attendances declined, but there has been a marked tendency for
the public to favor the lower-pri'cd seats in preference to the medium and
higher priced ones, with resultantly higher effec-t on takings than on admissions.

Hundreds of country exhlbitors made the Journey to London especially to
state their own cases, and some terrible stores of Irdship in the Industrial
areas where unemployment is shockingly bad at present, were accompanied
by figures proving that uiless the chancellor Is prepared immediately to colt-
cede the tax which was placed by tlhe new scale upon seats up to Od (previously
untaxed), many of the theaters In country areas will have to close down.

Typical of many eases mentioned was that in which four theaters operating
In an industrial district, where 8d represented the highest-priced seat, had
dropped no fewer till 30,000 admissions iII three months. TaMkings had droput,d
by £1,050 and contributions In tax had gone up by £80.
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The meeting unanimously Indorsed a resolution culling upon the chancllor
of the exchequer to remove the tax on the seats up to and Including Gd.

If American exhibitors now faced with a possible tax on tile same prin.
ciple as that operated in Britain will take the tip, they will be united in their
fight against the imposition, For it has to be remembered that the entertain.
ment tax in Britain was started during the war when the minister responsible
gatte promise that It would be taken off immediately on the cessation of
hostilities.

A slight reduction was effected In 1024-uix years after the war ended-
and further reductions were promised at the earliest opportunity. Thea
when the financial crisis arose, the first thought of the chancellor was to
increase the tax, making everY seat liable to a tax at an over-all rate of 101
per cent of turnover. This coincided with drastic cuts in unemployment bene.
fits and general wag'i standards, with the result that a first-rate crisis is
precipitated in the cinema industry and losses inflicted which will pass on to
the same chancellor a reduced claim to Income taxation of no less than three
and one-fourth million pounds for the year.

The effect in the United States might not be is severe as it was
and is in Great Britain. However, on January 1, 1982, there were
more than 5,000 theaters closed in the United States and it is rca.
sonable to assume that a decrease of from 2 to 10 per cent in attend.
ance, by reason of the admission tax or for any other reason, "will
cause that many more to close," with a resulting increase of unem.
ployment in the theater business and reduction of gross revenue
to producers, and so forth. A list of theaters now closed, marked
"Exhibit A," is as follows:

Wlosed theaters, b States, Janary 1, 1082

Alabama ....-.-
Arizona ..........Arkansas .........
California ........Colorado ... ...
Connecticut .......
Delaware .......Florida .....
Georgia ..........
Idaho ............
Illinois. ...

Iowa ............
Kansas. .........
Kentucky......-..
Louisiana .....
Maine ............
Maryland ........

100
55
94

285
95
24
4

89
47
72

855
234
291
115
210

59
98
28

Massachusetts ....Michigan-...
Minnesota ......
Mississippi .....
Missouri ........
Montana.....-.
Nebraska ------
Nevada ..........
New Hampshire._
New Jersey .....
New Mexico -----
New York ------
New York City_._
North Carolina..
North Dakota....
Ohio ........
Oklahoma .......
Oregon ..........

101
91
05
98

242
67

144
24
20
81
27

446
54
40
20

818
40
20

Pennsylvania---. 94
Rhode Island .---. 14
South Carolina-.. 28
South Dakota.... 79
Tennessee ------- 8aTexas-------.... 382
Utah ............ 114
Vermont...--. 40
Virginia ......... 58
Washington ...... 81
West Virginia-.... 181
Wisconsin -------- 4
Wyoming -------- 19
Washington, D. 0. 1

TOo.w.. 5, 268

In a single decade the motion-picture industry has become one
of the country's largest purchasers of steel and stone and cement
and lumber. It has become the biggest single customer of furniture,
the printing and lithographic trades, and one of the heaviest tax-
payers in t e Nation.

It provides steady employment to a population greater than the
inhabitants of some States. Its pay roll is one of the backlogs of
prosperity, and it buys large quantities of newspaper, magazine, and
billboard advertising annually.

It employs 825,000 employees in production, distribution, and
exhibition.

Government is using motion-picture films to teach conservation; to
improve Industrial processes, public health, and agriculture methods.
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Industry through the use of the film has discovered new ways
of demonstrating production problems, analyzing markets, and train-
ing personnel.

Science has found the motion picture a useful adjunct in research
and in the teaching of surgery and medicine.

Education has discovered that the film is an animated blackboard
for the classroom and definite progress is being made in developing
educational projects for the school.

The screen is a moving billboard which brings the Nation's shop
windows to the potential shopper in the remotest village in the land.

The tax would fall on essential recreation-not luxury enter-
tainment.

To lump a movie admission with a $20 ringside seat at a prize fight
or a $200 opera box, is to make no discrimination whatever between
emential entertainment and luxury entertainment.

No competent tax authority has heretofore failed to make this
vital distinction. During the World War motion-picture entertain.
ment was studiously classified as a necessity of vital importance to
public morale. Thus theaters were permitted to consume coal and
use electric light power denied to other industries.

To tax motilon-picture admissions, therefore, is to tax an essential
riot a luxury service.

It is the broad maxim of sound taxation, that it is better to tax
what men have than to tax what men need.

In a recent public statement, Mr. William Green, president of the
American Federation of Labor, says [reading]:

The United States Is to-day one of the greatest Industrial leaders of the
world. Approximately 29,000,000 wage earners constitute the industrial army
of our country.

The motion-picture Industry is not only a great American industry, but it
is an outstanding factor in stimulating trade everywhere though the medium
of motion pictures.

There are approximately 800,000 men and women to-day employed In the
American motion-picture industry. Thousands of these persons are union
men and women and any differences of opinion they have had at times with
their employers always has been settled amicably with the assistance of the
American Federation of Labor.

The motion-picture industry consumes material furnished by 276 other lines
of business. It is estimated that $2,,00,000,000 is Invested in the industry.

The motion picture is not merely an institution for recreation and amuse-
ment, it is in fact also a powerful educational agent. It brings to him who
goes to even the most unpretentious motion-picture theater an insigilt into
the manners and customs of the peoples of all the world, It shows swiftly
but more Impressively the varying forms of civilization at home and abroad.

One may receive from a good motion picture a conception of the lives of the
various strata of our own civilization, from the poorest to the richest. Very
Important, however, Is the picture that the modern film brings to us of the
life of our neighbors around the earth.

It follows inevitably that the motion picture Is the wage earner's outstanding
educational opportunity. The motion picture stimulates in the heart end the
imagination of the wage earner the desire to Improve his own condition. It
furnishes earners the desire to improve their own conditions. It furnishes
him the information as to how to improve his own condition. It furnishes
him the information as to how to improve the architecture of his cottage, it
cultivates his tastes in furnishing his modest home, and puts greater refinement
Into the manner in which he conducts himself iu his social relations with his
fellow man.

But if it to true that the men and women who are the backbone of this
great Nation, derive strength, courage, and Inspiration from the screen, it
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is also true that the serten finds Its greatest strength In Its widespread, demo.
cratlo audience.

Our knowledge of foreign peoples, too, I. multiplying. The heart of the world
Is laid bare before our eyes. We see on the screen bow the people of other
natiouis and races enjoy themselves, and how they labor, and we see them In
their sorrows as well an their triumphs. This Is probably the greatest siogle
contribution that has been made toward the solution of the serious problems
of International relntlonlhiips with which the working man Is so deeply
concerned.

Nor must we overlook the democratic price which the motion pictures place
upon their universally appealing entertainment. The working man can not
as a rule belong to a country club; impressions to the contrary, he Is not
cuntomarlly the owner of the latest model motor car. He can afford, however,
for himmelf and him family the wholesome entertainment of the screen.

It mnust be the aliIore hope, too, of every lover of the motion pictures and
every friend of the workingmton thot nothing will luppen to destroy the demo.
eratic price nppell of the movies.

Motion-plct ure theater owners generally already pay the follow.
ing taxes:

1. Real-estate property tax on theaters and grounds.
2. Personal-property tax on all personal property and on projec.

tion machines, organs, and other equipment used in the theater.
8. A special city or town license fee for theaters.
4. A special community tax per theater.
5. A special industrial-board license fee.
6. A special music tax collected under the Federal copyright law.
7. State and Federal income taxes.
Moreover, the theater owner pays rental for films, and this rental

must be sufficient to take into consideration the various and mani.
fold taxes, corporation and otherwise, paid by the producing com.
panies.

These are the legal taxes on the theater owner.
In addition, there is the voluntary taxation imposed by charity

and relief work, which hits the theater owner first in every com.
munity. He is the first man affected by any civic, social, or charitable
enterprise that needs support. He is asked for free shows, free
advertisement, and the free use of his premises and equipment.

There is grave danger that this source of neighborly aid in cities
and towns in the United States would necessarily be retarded as the
result of excessive Federal taxation, levied at a time when the na.
tional policy urges a program of self-help in every community.

Although the film is primarily a medium of popular entertain.
meant, no greater trade stimulant exists in the United States than the
motion picture screen. The film is an animated catalogue. The
housewife sees a new labor-saving device and she purchases it. The
husband sees something that will help him in his business or give him
greater comfort ot home. Buying suggestions, through the portrayal
of conveniences and comforts. This is the great unpaid advertising
service of the motion picture.

What of the theater itself as an ally of business I
In many small towns the business men themselves operate the

picture theater on a nonprofit basis because it brings in customers
und keeps their stores alive.

In a small town in Missouri, fire destroyed the only theater. The
merchants soon noticed that people who" lived 5, 10, and 20 miles
away were no longer cowing into town to shop as they had been in
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the habit of doing. The merchants investigated the reason. The re-
Auit-a rebuilt theater.

The motion-picture theater is the community's principal center of
entertainment. It draws crowds to the shopping centers every day
in the week.

There is hardly a town or city in the United States where the aver-
age local exhibitor can not say:

Take my theater and pay me 1 cent on every 10 cents that comes In at the
door-you pay for the picture, meet the rent, pay the wages meet the Intere t
on indebtedness, and cover all other overhead, allowing ine, the owner, a
modet salary, plus 10 per cent, or even 5 per cent of the admissions for my
total Investment and years of labor, and you im hmave my theater gldly.

Take the great State of Texas. The following table, compiled by
the Texas Theater Almanac as of January 1, 1932, is a graphic i-
stance of the burdens upon motion-picture theaters generally. TheNuryey diclo a--.1. That between 75 and 85 per cent of the paid admissions at

the average theater are Fold to patrons who attend the theater at
between 7.80 and 8.80 p. m. In other words, the bulk of such
business as theaters can do must be done in one single hour.

2. The 946 motion-picture theaters in the State of Texas have a
seating capacity of 488,035. Of this 110,161 seat, or 95 per cent of
the total, are in theaters which remain dark seven days in the week.
Those figures refer to seating capacity. Of the theaters that remain
closed, the number is 852 or 87; per cent of all the motion-picture
theaters in the State of Texas.

3. Approximately 150 motion-picture theaters are operating in
the State on a part-time basis of one to three days a week, leaving
ony 448 theaters operating full time out of a total of 946 theaters
i the State.

It is important and desirable during such times as these that the
electric signs of the theaters throughout the country remain lighted,
not so much because of the amount of current consumed or the value
to the theaters but because of the heartening influence of life and
activity they suggest in the minds of the people, whether they pass
through the doors of the theater or pnss them by.

An admission tax strikes, at a critical time, at the very existence
of an institution which the Nation requires to-day more than ever
before-a focal center in ,very city and town where people may go
in orderly fashion and find relief through recreation and enter-
tainment from the strains imposed by depression and unemployment.

Every darkened motion-picture theater is a victory for the forces
of discontent and disorder. Every time you destroy a place of
decent, cheap amusement for the masses, you cut off the supply of
a vital necessity--entertainment--and you leave taut nerves, strained
loyalties, and no escape except the contemplation of destructive pro-
cesses that bitterness breeds.

In 1927 Chicago movie theaters closed their doors because of a
strike. For two nights restless masses of people roamed through
the streets vainly seeking entertainment. The situation threatened
civic peace and order. The authorities became alarmed. They
called in the parties to the dispute and sdid: "The theaters must
open 1"
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A Federal admission tax would be far more than a nuisance tax.
It would be a threat against the maintenance of public morale in
the United States at a time when depression and unemployment are
fertile sources of discontent and disorder. The inflict ion of .enny
and nickel taxes on the essential recreation of the masses will not
speed the return of confidence of our citizens in the stability of our
Government or our business institutions, and our American inge.
nuity and Infallible ability to meet any unusual or trying situation,

Then in regard to amusement tax on 50.cent admissions: It is esti.
mated that a 10 per cent admission tax on all admissions about 48
cents, as provide( in H. R. 10286, will provide the Government with
an annuS revenue of $40,000,000. It has been estimated that if the
exemption should be changed to read "50 cents and under" that
$7,000,000 in revenue annually would be lost by the Government.
This would indicate that a 10 per cent tax on admissions in excess of
50 cents would procure an annual revenue of "3,000,000 from admis.
sions to all places of amusement. That estimate of $88 000 000 is
probably a little low, even under present conditions, for te follow.
ing reasons: In the buildings, stadiums, and enclosures wherein
amusements are conducted, the admission price to which is in excess
of 50 cents, they play to from 2,000 to as high as 100,000 per perform.
ance or event. In so far as motion-picture theaters and vaudeville
theaters are concerned, those charging in excess of 50 cents are the
theaters of large seating capacity, and these theaters give from three
to seven performances daily, n a few instances they give as high
as eight performances per day. When we consider the arge seatmg
capacity of these theaters, stadiums, race tracks, baseball parks, and
so forth, together with the fact that in so far as the motion-picture
and vaudeville theaters are concerned, they play from three to seven
performance daily, together with the fact that the tax per admis-
sion above 50 cents ranges from 6 cents to as high as $2 and $8 for
admission, it will be seen that the gross revenue derived can not be
estimated in terms of places of amusement, but rather in terms of
gross seating capacity, number of performances daily, and price
per admission for each individual attending.

Above 50 cents the gross revenue to the Government would mount
rapidly.

As of January 1, 1932, the consolidated reports from the 82 dis.
tributing centers in the United States showed a total of 20 049
motion-picture theaters in existence. Of these, 5,268 were closed as
of January 1. We receive monthly reports from the secretaries of
the 81 film boards of trade located in these districts, as follows:
Albany, Atlanta, Boston, Buffalo, Charlotte Chicago Cincinnati,
Cleveland, Daljas, Denver Des Moines, betroit, Indianapolis,
Kansas City, Los Angeles, Memphis Milwaukee Minneapolis, New
Haven, New Orleans New York 6 klahoma dity, Omaha, Pitts.
burgh, Portland St. Louis Salt Lake, San Francisco Seattle, and

ash tdon. These monthly reports fr February and March show
425 additional theaters closed, reducing the number of theaters in
operation on March 1 to 14,829.

This number varies during each month.
Of these 14,89 theaters actually in operation (March 1), only

1,214 theaters charged a top admission price of 50 cents, with smaller
admission prices charged for all seats during matindes and for part
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f their seats during the same performance. in which they charge
,A0 cents for the better seats. These 1,914 theaters have a seating
capacity of about 85,000 seats. Some of these theaters charge o
vents and 50 cents and some charge 50 cents and 60 cents and others
charg 50 cents to 7 cent& .
W-e are concerned only in this memorandum with 50-cent admis-

bions, because if the exemption is wade to read "50 cents and less,"
instead of 145 cents an less," we only have these 1$14 theaters
upon which to base an estimate of the revenue which the Government
would lose if the exemption reads "50 cents and under," instead of
"45 cents and under." These theaters are not all located in large
cities. The majority of them are what are commonly known as
small-town theaters. 2They are scattered over the entire United
States and are report I from the respective distributing centers as
follows:
North and south Carolina territory ----------------------- 12
Milwaukee territory .............................. - .9
Oiahoma territory .................................................. 1
Kanss City territory ------------------------------------------- 12
Mewphls territory ................................................... 4
Detroit territory ------------------------------.---------------------- 2
Denver, (theaters satted, In ColOrado, New Mexico, Wyoming, Nebraska,

and part of South Dakota) territory ........................... 42
Cincinnati territory .................................................. 40
St. Louis territory .......-........................................... 5
Dallas territory ..................................................... 48
New Orleans territory ..............------------------- 17
Atlanta territory ................................- .... .
New Haven territory-.-............................................... 16
Indianapolis territory ----- ------------------.... ------.. go
Minneapolis territory ........... .-..............-....................
Seattle territory ..............---------- 18
Philadelphia territory --------------------------------- s
Chicago territory ......................................... 81
New York territory ------------------------------------------------- 222
Cleveland territory ............................. --.-- a
Boston territory -------------------------------------------------- 72
Salt Lake City (including State of Montana since the closing of exchanges

in Butte) territory ..................................... ------------- 75
Los Angeles territory ....................................... 51
San Francisco territory --- - ----------------------------------- 78
Buffalo territory ------------------------------------ 18
Portlind, Oreg., territory ...............................- 18
Pittsburgh territory ------------------------------------- 0
Omaha territory -------------------------- ----- --- ---- 28
Des Moines territory -----.------------------------------ ft-r.----- g
Washington, D. C., territory -------------------- 6.......... s
Albany, territory ---------------------------------------... 4

Total ---------------------------------........ 1,14
These 50-cent theaters are well scattered throughout the United

States, and a majority of them are to be found in smaller cities and
county seats, where the citizens of these communities have built
a theater to be used as a theater, with good sound equipment, attract.
tive, comfortable, and wholesome appurtenances that are a credit to
the city or town wherein the theater is located. Most of these
theaters are charging top prices of 50 cents because they do not have
a large territory to draw their audience from. These theaters buy
first-d1ass, up-to-date motion pictures and "shorts," because their
people demand and want the best and freshest product. They, of
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course, pay more for new product than for old pictures- and a 50-cent
admision charge Is necessary if they are to meet their expenses1
operation costs, and amortization. This clas of theater needs the
exemption worse than any other clam from 10 cents to $1. Them
1214 theaters are good theaters, wholesome theaters, well-equipped
theaters built as theaters, using the best roduct, catering to the peo.
pie of their respective communities, andmost of them are not aid
for. The mortgages on these buildings are very largely owned by
local banks, and the real-estate investnaents have been made in nearly
every instance by local citizens who have coupled town pride with
their Investments.

The following facts must be taken into consideration when esti.
mating attendance or grosses:

1. That some of these theaters average more than one show per day.
2. That only part of their seats are sold at the admission price of

50 cents.
8. Some of them run only six or seven performances per week.
4. Others will average as high as 12 or 14 performances per week.
5. Soine of these theaters are filling one-quarter of their seats;

some are averaging one-half capacity; all of which varies on certain
days and also risis and falls with the popularity of the product
bhown.

Admissions in excess of 50 cents: It is possible that some facts
have either been overlooked or not taken into consideration by those
who have heretofore estimated how much a tax on admissions to all
places of amusement would produce on admissions in excess of 50
cents.

We have approximately 500 motion picture and vaudeville houses
in the United States charging ill excess of 50 cents top price for
admission. (There are none ciarging 55 cents.) Those 500 theaters
charge for admissions from 60 cents to $1. This is where the Gov.
ernment will get a larger amount of revenue from admissions taxes
than has been estimated. All of these theaters have larger seating
capacities and they give three to seven performances per day. On
each admission the Government would get from 6 cents to 10cents.
When we figure the large seating capacity of these theaters, use the
figures from 0 cents to 10 cents per an admission, and then multiply this
again by an average of 4Y performances per day, it should be appar-
ent that a larger amount of revenue is going to be derived by the
United States Government from theaters charging from 60 cents to
$1 than anticipated. Previous estimates have probably been based
on the theory that these theaters operate two performances per day
instead of an average of 44 performances per day.

The estimate.of a loss of 7,000,000, of course includes that which
will be lost from 50-cent admissions to baseball, college and high.
school basketball, and football games and track events, but most of
those 50-cent seats at the baseball parks and some other places will
be occupied this summer by the unemployed and surely that is not a
source of revenue the Government will want to collect or feel the
necessity to exact.

Unless the exemption is to be at least 50 cents and less, the unem-
ployed, the underprivileged, and the poor can not see movies or
spend some time in the open air at the baseball parks and beaches
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and other public gathering places during the time they are unem-
ployed. The baseball parks and the motion-picture theaters are
much healthier places for them to be than attending gatherings to
discuss their troubles, their Government, and their secret organiza.
tions.

That is all, Senators. Thank you very much.

STATEME-NT OF FIEDING H YOST, ANN ARBOR. NIK,, CON.
NEOTE D WIT THE UPIVERIITY 01 MIOF IGAN

Senator Rm. In what capacity are you connected with the Uni-
versity of Michigan

Mr. Yorr. Pro-fessor of physical education and director of inter-
collegiate athletics. I have been at the University of Michigan for
32 years.

&enator Rawm. You may proceed with your statement.
Mr. YosT. I am interested in the tax on admissions for atthletic

contests in the colleges and schools of the United States.
Senator Hmursow. What section of the bill is that I
Mr. Your. I do not remember.
Senator G(ioax. You do not remember Just what section that is?
Mr. Your. No.
Senator Goa. All right. You may go ahead.
Mr. Yo. There are over 1,000 institutions above high-school

rank in the country and some 15,000 high schools and preparatory
schools. In most of these universities, colleges, and preparatory
schools there is sonic form of athletics and physical education and
these are administered as part of the educational wrogram of the
institution. Those in charge of the administration of such programs
are responsible to the same administrative authorities.

In other words, there is the general opinion that athletics are
just a wart on the institution one of the side lines, whereas three
is no place in America that I know of where they have not been
definitely and positively tied in with the work of the university, as
a part of the general plan of education.

Unfortunately those in charge of these activities must de pend
largely on whai is known as "gate receipts" from athletic contests.
Those responsible for the financing of the athletic programs in our
schools and colleges would welcome the day when all gate receipts
could be abolished and some other source of assured income estab-
lished. The moneys received through the gate receipts become a
part of the receipts of the schools and colleges, the same as moneys
received from taxes, gifts, and tuition. To put a tax on gate receipts
would be similar to putting a tax on any other sources of income the
school or college may have.

There is much wild thinking in regard to football incomes gen.
erally. There are not over 25 institutions in America that receive
enough money from football incomes to maintain even a fairly satis.
factory program of physical education and athletics. There are
only a very few large "gat es " in America. The incomes at Michigan
are among the highest in the country-they decreased 40 per cent
last year. Even our Income will not provide the plant, the main.
tenance ram, and supervision necessary to take care of the
physical welare of the 15,000 students that attend our university
annually. 
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Much Is heard about the high salaries paid to coaches of our uni.
versity football teams. The average coach's salary in America is
loss than $8,000 per year. Almost every coach is a college graduate
and does much teaching outside of coaching the football team. There
are no part-time coaches, or practically none, in football in America
to-day, after being resident a full year, and very few coaches have
football jobs only. To my knowledge there are not 5 coaches in
America receiving $10,000 or more in salary, not 20 receiving a salary
of $7,000 or more, and not many more receiving $5,000 or over. This
is a low salary. The coach's job is perhaps the most uncertain one
in the world upon which to depend for an income to raise a family,
You are liable to have hungry children in the morning, you know,
and they do not keep you very long In those high-priced jobs unless
you make good, and makIing good depends entirely upon being a
winner and there can be only one winner in the group,

Senator Rsw. Same as politicians?
Mr. YOST. I guess the same way.
Senator HARmnsoNq. It has kept you a good long while, Mr. Yost.
Mr. YosT. Yes. I only had a $4,000 salary for 21 years as a

coach, If I had attempted to have gotten what some of the rest of
them had I might not have bad it very long. I do not know.

Much pressure has been brought to bear on the schools and col-
leges of America to play football games and other intercollegiate
contests for charity. Michigan has already given the gate receipts
from 2 of her last 17 games for this purpose. The fact must be
remembered, also, that football has only a very short season and
that it is probably the only sport in college which shows a profit, and
we have some 20 intercollegiate sports.

Senator HARRISON. You make nothing on the other sports--base.
ball for instance?
Mr. Yosr. No; they will not break even.
The pro rams of intercollegiate and interschool athletics in the

16,000 institutions doing university and college and high-school work
is of necessity a very-large one, when one realizes -hat there are
several millions of our youth to-day in our schools and colleges of
America, and the physical welfare of most of the students, of youth
to-day is being passed over to the schools. Whether they want
or not, it is a part of their program, and it has to be financed, and it
is a tough job to get it.

Senator RF". Under the war-time tax laws, Mr. Yost, there was a
10 per cent tax on these admissions, was there not ?

Mr. YosT. No; that did not apply to educational institutions.
Senator Rim. This would be Ihe first tax law that did apply to it?
Mr. Yosr. Yes; this would be the first.
Senator Rin. You have no way of estimating how much your

admissions would be reduced by the addition of this tax ?
Mr. YosT. I would not know and, of course, as I stated, there are

colleges perhaps the least involved in the question of finances in the
country.

Senator Rim. I presume every college fixes the admission that
all the tmffic will bear and it is estimated that any increase, whether
tax or otherwise, would reduce the number; is that right?

Mr. YosT. The income of the University of Michigan is 40 per
cent reduced last year without any tax.
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Senator REED. Yes; but that had nothing to do with the increasein prices,ir, YslC. No, perhaps nothi 7 . And I think our income will

perhaps be nearly that much reduced this year without a tax and
as I sakd, there are some 10,000 schools that did not have sufficient
funds in prosperous times.

Senator RiED. It is the same in the eastern colleges.
Mr. YOST. It is unfortunate that the schools have to depend so

much on gate receipts, and it causes many a man who is administer
ing the finances of a program to lay awake all night trying. to figure
out whether it is going to be a good day to-morrow. You can not
make a budget and you can not plan at all because you have to
wait till after every game to know what you are going to have to
spend largely.

Senator HARRISOn. Have you some statistics there of the games
of the number that went to the big games, and so forth, say, last
year I

Mr. YosT. No, I can easily get it for jou. Of course, our con.
ference has the full report of the big T0 universities and exact
income of every one of them.

Senator HAnIsox. Are any of the conferences taking action with
reference to this matter of opposingthis tax?

Mr. Yos. Well, I do not know tat they have as a group because
there have been no conference meetings since this tax question came
out.

Senator HAnitsow. Have you conferred with the directors of
athletics and university authorities generally I

Mr. YosT. Yes, sir; mostly in the Big Ten.
Senator HAmsox. Do any of them favor it?
Mr. Yos. No; I do not think they favor it,
Senator Rm, Can you tell us how much admissions fell off in

professional baseball due to the imposition of the tax?
Mr. YoST. I do not know a thing about professional baseball in-

4omeL
Senator Rum (presiding). Thaik you, Mr. Yost.



STAMP TAX ON STOCK

STATEMENT OF RIOEARI WHITNEY, PRESIDENT 01 THE NEW
YORK STOCK EZOHANGE

Mr. Warr;r. Mr. Chairman and gentlemen of the committee:
I, like so many other citizens, have examined the revenue act of 1981
recently passed by the House of Representatives and now under con.
sideration by your committee. While there are many provisions of
the act which indirectly affect securities and security holders, I will
confine my remarks to those provisions which affect directly the
security business.

TAX ON SALE Oi TRANSFu= OF STOCK

Let me deal first with the stamp tax on the sale or transfer of
stock. This is a sales tax and its history is interesting. The first
tax on security sales in this country was imposed in 1704 to assist in
defraying the cost of the Revolutionary War. It was repealed within
a short period of time and its effect upon financial transactions,
which were then negligble in amount, seems to have been unim.
portent. Subsequenty, this form of taxation was used on every
occasion when foreign or domestic wars necessitated the raising of
emergency revenue. At the time of the Civil War, Congress im.
pose a tax upon the money value of all security and financial trans.
actions. The rate was only one-twentieth of I per cent andwyet it
caused such a rapid decline in taxable transactions that within two
years the yield of the tax had decreased by 35 per cent. As seon
as this became apparent, Congress appointed a special commission,
headed by the Ftn. David A. Wells, to study the question.

In January, 1860, this commission submitted a report to Congress
which has ever since been considered a classic document on the
subject of intornal-revenue taxation. In referring to the proper
rate to be applied to stock sales the report, after comparing the l ow
rate of commission charged by stock brokers with the commissions
charged by merchants generally, pointed out that a large volume
of transact ions was necessary in order to make the business profit-
able. It recommended, therefore, that the rate of taxation on
security transactions be made extremely low and said, in part:

In adopting, therefore, the principle of subjecting large and frequent busi.
ness tranmsactions, turning on small profits, to the minimum specific tax, the
Government will but follow a long-recognized and sound commercial policy. .

The conclusions of the Wells report were promptly adopted by
Congress, and in July, 1866, the rate of taxation on security trans.
actions was reduced to one one-hundredth of 1 per cent.

These early sales taxes, which were all computed on a percentage
of the selling price, proved very difficult to collect, and therefore
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-at the time of the Spanish-American War, when it was again pro-
posed that security transactions be taxed the method of computing
the tax was changed and was based upon the par value of the share.

Both the Civil War tax and the Spanish-American War tax were
sales taxes enacted to meet the demands of the Government for reve-
nue during war emergencies. In each case they were promptly
repealed. -In 1914, when our Government faced the neessity of
increasing revenue, a tax on security transactions was adopted.This
tax was repealed In 1916 and again enacted in 1917.

SenatoritUAIIIIIWW. What was the tax during the Spanish-Amer.
,can Wart

Mr. W Tnszr. Two cents. I think that is correct, Senator Har-
risoq. Although it originated as a war emergency measure, it has
been continued in force ever since. Practically allother emergency
revenue laws have been modified or repealed, but the tax on securities
has been maintained at the same rate at which it was enacted. I
mention this fact because few people seem to realize that the security
business is the only major activity of our country which has been
subjected to a sales tax and is still paying a sales tax at the highest
rate ever imposed.

I approve a general manufacturers' sales tax, but it seems to me
obviously unfair, when males taxes in general are denounced as an
unsound method of taxation, that the one existing sales tax of the
Federal Government should nct only be continued but the rate of
taxation increased to P, prohibitive figure. The existing tax is 2
cents for each $100 of face value or 2 cents a share in cases of shares
of no par value. The House bill proposed to increase this tax to 4
cents a share, with a proviso that the minimum amount of tax shall
be at least moe-quarter of 1 per cent of the selling price. This means
at least a 100 per cent increase in the tax and many times 100 per cent
if the sales price exceeds $16 per share. On stock selling at $100 a
share the tax is increased twelve and one-half times, or from 2 cents
to 25 cents a share. On stocks selling above $100 the tax increases
proportionately. I know of no case in history of an existing tax
which has been in force for many years at a rate which was deemed
fair being suddenly increased in such a drastic manner.

Presumably the purpose in changing the rate of this tax must have
been to secure a larger revenue from this source. We have all seen
estimates as to its probable yield. Congressman LaGuardia esti-
mated that it would yield $150,000,000 per annum. The Ways and
Means Committee of the House revised this estimate and stated that
a yield of $75,000,000 might be anticipated. I do not know what
evidence the committee had which led it to conclude that any such
huge sum of money could be collected from security transactions.
Complete statistics are not available because, so far as I know, no
record has ever been kept of the total sales price of all securities.
Certainly the New York Stock Exchange has no such record. It is
impossible to determine what tax would be payable, under the new
law unless both the par value of the security and its selling price
are known. We have, however, a method of aproximating the total
of such sales, and we are confident that our figures are accurate
within 10 per cent of the total. I refer to the data in the possession
of the Stock Clearing Corporation, the subsidiary of the stock ex.
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change, which clears and settles active stock transactions, From this
data we estimate the transactions on the exchange for the year 1981
totaled, in round figures $82,110,000,000. It is obvious that one.
fourth of 1 per cent of this amount would equal $80,000,000. It may
well be that the Committee on Ways and Means arrived at an eat.
mate of $75,000,000 by assuming that the activity of the securities
market in the current year would be only slightly less than in 1981.
If this is so, they disregarded entirely the present trend of businem.
In January of t is year the Stock Clearing Corporation figures were
approximately $1,566,000,000. In February they were $1,649,000,000
and in March $1,822,000,000. The results for the month of March
show an alarming decline from the February figure, which amounts
to almost exactly 20 per cent. As a method of estimating the amount
of probable tax yield I have taken the New York Times record of all
transactions on the exchange for the month of March and had a
computation made showing what the total tax would be. It amounts
to $2,367,000. Assuming that this volume of transactions will con.
tinue for the rest of the year-and, gentlemen, that is an assumption
which is obviously false, because the imposition of this new tax will
necessarily reduce the volume of transactions-the yield of the tax
on the business transacted on the New York Stock Exchange will be
wl $2d,404,000.

nator G0s That is, the tax I
Mr. Wmnzr. That is the tax computed at one-quarter of 1 per

cent under the proposed bill. .
Senator Hanusow. Mr. Whitney what per cent of the total trans-

actions are carried on the New Yori Stock Exchange I
Mr. Warm. We have no exact figures, Senator Harrison. We

believe that it is approximately 80 per cent of the total; 80 to 75 at
least.

Senator Haurson. Then, according to those figures, we would get
somewhere around $85,000,000 revenues

Mr. Wmmur. Yes, sir; provided the transactions of March, 1982,
on which we have based tese figures, maintain. We have no expec.
station that they would, in view of such a tax.

Let me refer again to the money value of the March transactions
on the New York Stock Exchange as shown by the Stock Clearing
Corporation's figures. I have already said that they show a decline
of nearly 20 per cent from the volume of business 'n the .month of
February, buf in order to make a fair comparison we must adjust the
figures because the month of March had three more business days
in it than February.

I find that the first 28 days of March contained exactly the same
number of business days as the whole month of February. The
total value of transactions in this period was only $1,158,000,000, or
approximately 80 per cent less than the February total. I can not
help feeling that this surprising drop was directly due to the increase
in he New York State transfer tax from 2 cents to 4 cents a share,
which became effective on March 1.

Senator Haason. This year?
Mr. WmTnr. This year.
If the change in the New York tax has such a substantial effect, it

is clear that thevery much larger tax burden which will be imposed
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by the new bill is certain to reduce security transactions almost to
ie vanishing point.

I have justsaid that the State of New York doubled its tax a little
more than a month ago. iWhenthis change In rate was first sug-
gested, there were optimistio estimates at ' the ineresed revenue
which the State would derive. I stated at that time that I thought
these estimates were fantastically high and completely overlooked the
effect of the law of diminishin returns. I am now advised that
the tax receipts for the State of New York from the 4-cent tax were
actually $11,000 less than the amount which the State received from
a 2-cent tax in March, 1981. It seems, therefore, that far from deriv.
ing additional revenue bT, doubling its tax, the State will probably
lose money on the operation.

The CRAIRMAN. Do you know what date that increased tax took
effect I

Mr. WiimTuz. In New York State I
The CAIMAN. Yes.
Mr. WHTNEr. March 1 1982.
The CHAIRMAN. 1982; this yea rI
Mr. WHITNEY, Yes; and its effect is in the month that I have re-

ferred to. March 1 1982.
Shall I go on, sirl
The CuARtMAN. Yes.
Mr. WInTNEY. It is fundamental that the yield from any sales

tax depends upon the volume of transactions to which it applies.
Therefore a sales tax which tends to diminish the volume of transac.
tions defeats itself. This fact has long been recognized by econo-
mists as an instance of the effect of the law of diminishing returns.
If you double a sales tax and by so doing only reduce the number of
sales by 50 per cent the net yield of the tax will be the same. Any
such change would, of course, be unsound, because the new tax would
not increase the revenue of the Government, but it would devastat-
ingly diminish the business done in the country. This is particularly
true in a period of depression when every burden on business has an
exaggerated effect. Our present problems will be solved only by the
return of a normal condition of trade, and any action which tends to
stifle business should be avoided.

To determine the correct rate for a sales tax one must necessarily
consider the nature of the transactions subject to the tax and whether
the property sold is apt to be turned over rapidly or only occasion-
ally. Valuable property, which by its nature is sold infrequently,
can bear a much heavier sales tax Than property of low value which
is sold infrequently. Furthermore, property which can be moved
easily out of the taxing jurisdiction will not bear as heavy a tax as
property which must remain in it. For example, a tax on the sale
of real estate can be made very heavy because it can not be avoided.
A burdensome tax, however on property which can be shipped easily
to another jurisdiction will be ineffective because it is certain that
rather than pay the tax the owners of the property will transport it
to some other country where the sale does not create a tax ability.
Finally, property which is normally sold only once or twice in its
useful life can bear a heavier rate of taxation than property of lesser
value which is sold over and over again within a brief space of time.
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All of these factors must be considered in determining the correct
rate for a sales tax upon securities. As stocks and bonds turn over
with the utmost rapidity and are so easily transported from one
country to another that they at times assume almost an international
character, it is clear that the rate of tax must be low. If it is high,
it will be avoided.

Let us consider for a minute the effect of the proposed bill, as
applied to actual cases. As I have said the existing tax is 2 cents
per $100 of par value or 2 cents a share without par value. There.
fore, on a transaction in stock of $100 par value like American Tele.
phone & Telegraph Co., the tax on the sale of i00 shares is $2, irre.
spective of tho selling price. Under the proposed bill the amount of
tax will be determined by the selling price as soon as stock sells
above $16 a share. In the case of American Trelephone & Telegraph
Co., which is currently selling at 104, the tax would be 20 cents per
share of $26 per 100 shares. This means that the present tax would
be multi plied 18 times over. Certainly, nobody can expect that
such a drastic increase will not seriously reduce the volume of
security transactions. Many people who would disregard a tax of
2 cents a share, will unquestionably hesitate when they realize that
it has been increased to 20 cents a share. If they do not buy or sell,
the Government will not collect a transfer tax. Therefore, if the
Government is seeking increased revenue, it should limit the tax on
security transactions to a low rate.

I realize that in the great emergency which faces the Govern-
ment, the security business, like all other forms of activity, should
bear its fair share of the tax burden and that the immediate problem
is to find the maximum rate which can properly be imposed on
security transactions. I do not pretend to be an authority on any
such complex question, but I do know, as a practical man, that
the rates proposed by the bill now under consideration are grossly
excessive. I question whether the security business in this country
can compete successfully with foreign nations if the existing tax of
2 cents a share is doubled and made 4 cents a share. I know that it
can not compete if, in addition to this, the one-fourth of 1 per cent
proviso is added to the tax. I am confident , therefore, that if this
bill is passed the volume of security transactions subject to taxation
will be so reAuced that the net return to the Government from this
source of revenue will be less than if the existing tax were left in
force. It is possible that some slight increase.might be made over
the present rate of 2 cents a share without seriously disturbing the
volume of security transactions. Any increase beyond 4 cents a share
will be unsound as a permanent tax. It may, however, be endured
for a brief period of time as an emergency measure.

So far I havi considered this question primarily from the point
of view of the revenue which the Government can hope to obtain
from the new tax. I have pointed out that if it is increased to the
point where it becomes burdensome the volume of security ransac.
tions will decline and the revenue derived by the Government from
this source will be reduced. A decline in the volume of security
transactions will not only affect the amount of revenue which the
Government can secure, -but it will al have many other serious
consequences.
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The tax will discourage people who normally buy and sell for
small price changes. There are many people who are content to buy
when they anticipate even a slight advance in price and to sell as
soon as their securities have advanced by a quarter or one-half of 1
per cent. These people perform a most useful function because their
transactions help to maintain a broad and active market wherein
securities may be bought and sold freely and in great volume. With.
out the purchases and sales made by these traders, security prices
would move by leaps and bounds instead of by gradual fractional
changes. Instead of a broad and active market we would have a
weak, nervous, and fluctuating market. To-day hundreds of thou.
sands of shares may be bought or sold without causing great changes
in price, but if the market becomes inactive each buying or selling
order will tend to bring about price fluctuations which will seriously
disturb the confidence of investors. Such traders can not continue
to do business 'i the face of heavier taxation. For the purpose of
testing the truth of this contention I have had certain statistics col-
lected. A number of firms, consisting in the aggregate of 51 part-
ners actively bought and sold some of the most prominent stocks
on the stock exchange in the year 1981 and made a gross profit of
about $012,000. Before arriving at this profit $138,500 was paid out
in Federal stamp taxes, and an equal amount in State taxes.

Senator Goes. State that again, Mr. Whitney.
Mr. WHxTxIy. Before arriving at this profit $188,500 was paid

out in Federal stamp taxes and the same in State taxes.
Having secured these actual figures, I had a calculation made aN

to what Federal taxes these individuals would have had to pay if
the proposed tax had been in effect. I find that the total federal
taxes would have been approximately $1,612,000, or more than eleven
and a half times the tax actually paid. Instead of realizing a profit
on their year's work, these individuals, after paying the increased
State tax, would have lost over $1,000,000. Clearly, these transactions
could not have taken place if the pending bill had been law. With-
out them the Government would have lost revenue, and the exchange
would have been deprived of a volume of purchases and sales which
was essential to the full performance of its duty as the principal
market place for American securities.

The establishment of a broad and active market is the function
of the exchange. For many years the transactions on the New York
Stock Exchange have made American securities liquid. Every se-
curity holder could at a minute's notice turn his securities into cash.
On the faith of this ability to sell securities and realize money, inves-
tors have bought billions of dollars of stock listed on the exchange,
and our banks have loaned huge sums of money with securities as
collateral. I am not referring now to brokers loans, because, in
large measure, they have been liquidated already. Front the peak
figure of about $8,500,000,000 there now remains only about $500,.
000,000 in brokers' loans. The liquidation of this huge amount of
credit was possible because of the existence of a market for securi.
ties. Without it the liquidation of brokers' lo ias would have been
impossible; and if they had become frozen, the consequences to our
banking system would have been most serious. But the loans I have
in mind are those made by banks to their individual customers
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aginst security collateral for all sorts of purposes, inclusive and
exclusive of speculation. These loans at one ime equaled or ez.,
ceeded the amount of the brokers' loans. Their liquidation has
progress more slowly and the loans against security collaterd
still held by members of the Federal reserve system exceed $6,000.
000,000. 'he collateral for these huge loans become illiquid if our
security markets cease to function.

Senator Gom. When was the peak of those private loans, if you
have that#

Mr. WxiuTr. I think it was around the peak of the broken'
loans.

Senator Goat About the same time?
Mr. WiTnTeY. Approximately, yes.
I have had occasion in the last few months to describe in detail

the steps taken by the New York Stock Exchange to stay open during
the critical days of last fall. These steps were taken primarily for
the purpose of maintaining the liquidity of secures. If we had
failed and if the exchange had closed, all collateral security loans
would have become frozen, tnd I do not hesitate to say that such an
event would have impriled the safety of our entire banking strue.
ture. The problem of maintaining the liquidity of these loans still
remains. 1f by taxation the volume of security transactions be re.
duced so that the market can not withstand even the selling necessary
to keep collateral loans liquid, then the danger of closing as a means
of preventing a panic will again confront us. These are not idle
fears or vain imaginings, They are practical facts which our se.
purity markets havehail to face from time immemorial.

In addition to maintaining the liquidity of securities, it is also the
function of a security market to provide the means by which indus.
try may attract new capital. Investors and speculators are willing
to buy new securities only when they have reason to know that
through activity on the stock market they can at any minute sell their
securities and get their money. Therefore, unless the security mar.
kets of this country remain open and supply a sufficient degree of
activity to fulfill this function, neither investors nor speculators will
be tempted to purchase securities and the customary means of attract.
ing new capital to American industry will cease to exist.

I know of nothing more important for the recovery of American
business than the ability of American industry to acquire capital.
In recent months the Government has recognized that our great
transportation systems have been unable to raise necessary funds
.by the issue of securities; and one of the major functions of the
Reconstruction Finance Corporation is to supply American industry
with capital which it has been unable to acquire by the issue of secur.
ities in the open market. It is obvious that the Government can
not undertake to finance all American industry for an indefinite
period. In fact, the very name of the institution indicates its
temporary character. Therefore, when the hoped-for turn in busi.
nesg arrives, American industry must be able to avail itself of private
financing and, by issues of securities, repay the Government the
amounts which it has advanced during the present emergency.

Few people seem to realize that an increase in the tax on security
transactions will necessarily affect an enormous number of people.
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It has been conservatively estimated that there are between fifteen
and twenty million people in this country who have invested instocks.

Senator Gox. How nany?
Air. Wnrr~sr. Between fifteen and twenty million people. This

estimate was made some years ago and recently the steady and
enormous increase in the number of small shareholders in our lead-
ing corporations would seem to make it certain that the estimate
was, if an~hlng, low rather than high. Some of our largest cor-
porations give detailed statistics in regard to their shareholders and
the number of shares held. The most outstanding and probably the
most important example is the American Telephione & Telegraph
Co., which has approximately 040,000 shareholders. Over 9 per
cent of these stockholders hold less than 100 shares, and nearly 59
per cent hold less than 10 shares. This vast army of stockholders
will not lightly disregard a tax measure which will mean that every
share of stock they sell will have to pay twelve or thirteen times the
tax now imposed by the Federal Government.

Furthermore, the tax falls with particular severity upon the small
investor. The unit of trading on exchanges is necessarily fixed at a
designated number of shares. On the New York Stock Exchange
this unit is 100 shares and buyers and sellers of less than 100 shares
deal with odd-lot houses. A person selling to an odd-lot dealer must
pay a sales tax upon the securities sold, and the odd-lot dealer, in
turn, must pay a second tax when he resells these securities in odd
lots to odd-lot-buyers or in 100-share lots on the exchange. The odd-
lot dealer has heretofore paid the tax imposed upon his own sales
out of the small differential which he charges his customers. This
differential was not sufficient to absorb the additional tax recently
enacted by New York State. It is obvious that the vastly increased
tax suggested by the new bill can not be absorbed. The odd-lot
dealer must, therefore, adopt one of two alternatives. He must
either increase the differential paid by odd-lot investors Or pas his
sales tax on to them. The result in either case will be the same and
will pde upon small investors the burden of the two taxes involved
in odd-lot transactions.

Senator WALSE of Massachusetts. How expensive are the odd-lot
transactions?

Mr. Wrmqny. Approximately 80 per cent of all transactions on
the New York Stock Exchange.

This is another instance to prove my contention that the invest-
ing public, and not the brokers, will pay this new tax.

Since 1929 there has been a vast increase in the number of share-
holders of our major corporations and great distribution of the cer.
tificatos of fixed investment trusts. Years ago it was a common be-
lief that in periods of depression, when security prices reached ab.
normally low levels, men of wealth purchased stocks and reaped a
vast profit when securities subsequently advanced in value. -Even
to-day some people refer to the way in which securities are passing
from weak to strong hands. In the last two years this theory has
been completely shattered. It is the so-called weak hands who have
bought as the allegedly strong sold. If you wish proof of this fact,
examine the stock books of our great corporations and you will find
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that the number of small shareholders has been steadily increasingever since the market crashed in 192. Recent figuret compiled bythe New York Times show that for the 69 leading corporations listion the New York Stock Exchanges the total shareholders have in.
creased from 4,417,000 in 1929 to 6,458,000 in 1981.

Senator Gon. That is what classic
Mr. WnrnT. All stockholders, sir, in the 69 leading corporations

listed on the New York Stock Exchange.
The CAMMAN. Mr. Whitney, you have four minutes more.Senator Rnn. I movo he be allowed to finish, Mr. Chairman.
The CuAnnuAN. You may proceed, without objection.
Mr. WHITNEY. Thank you.
Senator BA Y. Let me ask you there: Would there have benan increase under normal conditions, or do you attribute this increase

to the decrease in the prices of shares?
Mr. WHITNEY. That is almost an impossible question, Senator.The only thing I can say there is that we have seen, during thesefallng prices, a tendency on the part of the small investors to buystocks and put them in their strong boxes.
Senator HWK. Which indicates Lhat the little fellow is wise' than

we thought he was.
Mr. Wnrmzr. Yes.
Senator Goam. Those purchases are not so much on margin, then?
Mr. Warrxt. In the last two years there has been a tremendous

increase in cash payments, rather than on margin.
Senator Goas. And that would indicate that it was an outright

purchase?
Mr. Wrmzr. Yes
During the same period fixed investment trusts, which offer to in.vestors an apjportunity of participating in diversified stock holdingsthrough the investment of every small sums of money have had anenormous sale. There are several trusts of this characer which havmeach actually distributed to the public more than $100,000,000 worthof participing certificates. These latter small investors will bevitly affected by the new tax because they will have to pay theIncreased tax not once or twice but three and four times over. Thisseemingly Impossible result arises out of the number of transfersnecessary for the issuance of fixed investment.trust certificates andalso by reason of the fact that the tax is measured not only by moneyvalue but also by the par value of the underlying stocks which

make up the portfolio of a fixed investment trust.Furthermore, very heavy taxes will be payable upon the issuanceof fixed investment-trust certificates because the new bill providesthat the certificates of an investment trust shall pay an issuancetax of 10 cents on each $100 of par or face value or 10 cents a sharein the case of no par value certificates. Practically all certificates offixed investment trusts are without par value, and therefore all thesecertificates will pay a 10-cent tax upon issuance. At the present timevery few of these certificates are selling for more than $5 apiece, andtherefore a 10-cent tax will amount to at least 2 per cent of the in-vestor's money. Finally the transfer from the dealer to the investorwill require t payment of an additional 4 cents because the newrevenue bill again refers to investment-trust certificates, and pre.
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sumably each certificate without par value will have to pay the
minimum tax of 4 cents. In the aggregate, therefore these taxes
will amount to nearly 8 per cent of the money value which Investors
will pay for fixed investment-trust certificates.

Senator GoRz. Mr. Whitney, has not the enforced liquidation of
a number of those investment trusts that bought those stocks at a
high figure been one of the factors that hammered the market down;
they have been unload~ivj

Mr. WUITNZY. That have no specific facts in regard to, Senator
Gore, but from the information given me by the officers of these
larger investment trusts they have been constant buyers of securi-
ties throughout this period, and sellers of their own certificates to
investors.

Senator (IonE. That has been when the price was low; when the
price was high, in the progress of the year, the latter part of 1029,
a lot of those concerns were forced to liquidate. The newspapers
said so.

Mr. WHITNEY. F iator Gore, I have referred here to fixed invest.
meant trusts. I do not think they were liquidators at any time; they
were buyers. I believe some of the concerns to which I have not
referred, and of which I have no knowledge, may have been liqui-
dators during that time.

I have cited this example simply to point out the absurd results
of this bill. More than a year ago, when it was brought to the atten.
tion of the exchange that evils existed in the fixed investment trust
field,, we took the initiative by pointing out the dangers inherent

in tis typ of security and the case wit which lnvestbrs mightbe
misled. A7 it result of our efforts the vast majority of fixed invest.
meant trusts have voluntarily met the standards established by the
exchange And, irrespective of whether you may think this form of
mvestmcnt desirable or not the fact remains that vast numbers of
people in the United States have availed themselves of this means of
mvesting moneys in our industries. In any event, the buying power
developed by this medium of investment has been a source of great
strength in the critical period through which we have been passing.
It seems to me to be grossly unfair to impose a sales tax on these
people at a rate which-is absolutely prohibitive.

In connection with the tax on the sale or transfer of stock, let me
point out that the collection of this tax will present an almost insu-
perable difficulty in administration. I have already referred to the
fact that the tax of one-twentieth of 1 per cent imposed during the
Civil War proved so difficult of collection that when a tax on security
transactions was again imposed at the time of the Spanish-American
War it was based upon the par value rather than upon the sales value!
of stock. The existing tax is based upon the same theory as the
Spanish-American War tax with the simple addition that a share of
no par value was, for the purpose of the tax, to be treated as if if'
has $100 of par or face value. This tax has proved ea'y of collection.
Upon the transfer of a certificate every corporation is required to see
that the stamps evidencing the payment of the tax are affixed either
to the certificate itself or to the bill of sale evidencing the transfer
of the shares. Each corporation can readily determine the amount
of tax from the number and par value of the shares transferred. If.
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however, the amount of tax is to be determined by the sales valus
there is no way in which corporations can make sure that the correct
amount of tax ias been paid.

For example, a certificate issued in 1925 may be presented to a
corporation for transfer. How is the transfer agent to know whether
the stock was sold before the passage of the new law or at some tune
thereafter when the stock was nillng for more than $16 per sharel
Unless it knows the price paid for te stock, which, as. a practical
matter, is mpossible the transfer agent can not determine whether
the stainps affixed to ihe certificate represent the correct amount of tax
or not.

I mention these matters to point out that the collection of the pro.
posedl tax will present difficti-ties which its framers can hardly have
considered.

Let me ask a question which will indicate the vagueness and uncer.
dainty of the present tax bill. It provides that the tax imposed shall
not be less than one-quarter of 1 per cent "of the selling price, if any,
of such shares, certificates or rights." Does this mean that a trans.
fer for a consideration other than money is to be deemed a selling
price within the meaning of the statute ? If so, I urge another objec.
tion, and one which I think is vitally important. At the present
time, when some of our ma*or railroads are in the hands of receivers
from which they can hardly emerge without reorganization and at
a period when the consolidation and merger of large enterprises is
generally recognized as a necessary step toward our economic recon.
struction, we must anticipate vast exchanges of exist:rn securities
for securities of new or larger concerns. If these reorganizations are
treated as sales or transfers taxable under the provisions of the new
bill, and one-quarter of 1 per cent provision is effective in cases of
this kind, then many reorganizations which must necessarily occur
in the near future will be taxed in an amount which will be absolutely
prohibitive.

TAX UIN T UE OAL t 3 THANSFE OF BONDS

So far I have referred entirely to the effect of the proposed
increase in the tax on the sale or transfer of ock. The billtow.
ever, proposes a new and revolutionary tax upon the sale or transfer
of bondis. The amount of this tax is 2 cents per hundred dollars of
face value, with a proviso that the amount of the tax shall not be
less than one-eighth of 1 per cent of the selling price. By definition
the term "bond" means all obligations issued? by corporations. and
therefore necessarily includes the bonds of many of our railroad
companies which are already in hands of receivers. If a bond is
selling for less than $160 per bond, it will have to a the minimumtax of 20 cents even if this tax is more than one-eigtth of 1 per cent.
There are many bonds which are to-day selling for less than this
minimum sum and some are even quoted at $5 and less. The tax
on these bonds would amount to nearly one-half of 1 per cent. All
of the arguments which I have urged in opposition to the similar tax
proposed upon stock apply with equal or greater force to a tax on
bonds. I know of nothing which would be more destructive to the
recovery of our country than this tax because bonds have normally
been the medium of Investment of banks, insurance companies, and

1216



EZVIZUE ACT Of 1982

the most conservative type of investor. To penalize by a tax the
sale or transfer of securities held by these institutions and ind. vid.
nels is, to my mind, indefensible, particularly in this period when
bond markets are so disrupted.

Senator WAun. Has there been any effect on the market since the
action of the House in this matter?

Mr. WaTi . The market has fallen almost continually, both in
stocks and bonds.

Senator WALsH. And you think it attributable to this tax, the
prospect of it being incorporated in the final tax bill ?

Mr. W uTnar. Yes sir.
Senator BAIKLEY. To what do you attribute the almost continuous

decline prior to that
Mr. WHrrNzY. There had been a steadily declining stock market

just prior to that.
Senator B xnr. Yes, I know; but I mean over the period of a

year.
Mr. WmnT t. There are hundreds of reasons.
Senator BARuT. You do not attribute altogether the decline in

the last month to the bill do you ?
Mr. WHT NT. No- noL altogether.
Senator Bamlun. I just wanted to get your view on that.
Mr. WHrrsr. Yes.
Senator GoRE. Do you attribute part of this effect in the decline

of the value of stocks to the tax on dividends, placing a normal tax
on dividends ?

Mr. WtTnzy. I do not think I understand your question, Senator
Gore.

Senator Gons. The House bill places a normal tax on the
distribution of dividends. Heretofore the tax has been levied on
corporations.

Mr. Warimur. Yes.
Senator Gon. Now the House places a 7 per cent tax, I believe,

on dividend distributed in the hands of the individual or recipient.
Senator CoNNuY. Income tax.
Senator GORE. Income tax. I was wondering to what extent that

had reacted on the value of stocks.
Mr. WHirr. Truly, Senator Gore, I never considered that point.
Senator Goat. Yes.
Mr. WHITNEY. I have been very busy considering this point.
Senator GORE. It possibly has not had much weight, but I just

wanted your statement with relation thereto.
Senator BAnaEY. Then, in addition to the regular corporation

tax carried in the bill, there is also a tax on the dividend from the
same corporation after it has been distributed to the shareholders?

MI% WHITNEY. Yes. That has been true, always, I think, under
the income tax.

Senator GORE. On the surtaxes?
Mr. WHITNEY. On surtaxes, yes; not on the normal.
Senator GEonos. Not on the normal.
Senator WALSH. The objection that Senator Gore makes has not

permeated the financial interests and the country to the exteut this
stok tax has?

Mr. WHITNEY. I do not think so; no, sir.

1217



8RVRNUR ACT O 191

Senator Ra. Mr. Whitney, don't you think that every owner of
a sto,.k realizes that the effect of the House bill is to reduce his net
dividend one-fourteentht

Mr. WIU TNZY. I think they do realize that it will be reduced.
Senator Rar. And it will mean that a 7 per cent preferred stock

will only net 0% per cent ?
Mr. Wrrny. I do not mean to say that I do not believe that theprovisions of the income tax part of this bill have been subject to

careful study and consideration and perhaps fear by our investor,
those holding dividend returning stocks, but, as I said, Senator Reed
I have not personally paid as much attention to that part of the bidas I perhaps should in my position as president of the exchange.

Senator H AIRMSON. Mr. Whitney, have you finished?
Mr. WHITNZY. I have not, Senator Harrison.
Senator HARRISON. I wanted to ask you just two questions.
The CHAIRMAN. Why not let him get through first?
Senator IARRISON..r thought you iad finished your statement.
Mr. WHITUoY. This is still part of my statement. It is very

broad. I can hurry along, or shall I answer your questions?
Senator HARRISON. I wanted to ask you a question with reference

to the rate of 4 cents as now imposed by the State of New York,effective March 1 of this year, and of 2 cents imposed by the Fed.
eral Government upon these stock sales and transfers. How do sthat compare with the tax that is imposed by Canada and by Great
Britain on stock sales and transfers

Mr. WIIIThur. To explain that answer, I have been looking this
up in the last two days, Senator, and I have here, for my own infor.
mation, certain facts. Of course that depends upon the price of the
shares in relation to the tax in Canada and in England. It does notin America. So takim the average price of our cleared stocks on the
stock exchange, to which I have already referred in my brief, whichconstitute between 90 and 95 per cent of all stocks traded in on the
exchange the average price to-day is approximately $18 per share,
So to follow that out, around $18 a share the tax, present Federal,
would be 2 cents, or is 2 cents, the New York State is 4, making atotal of 6; whereas the tax in that bracket or in those figures inCanada, in Quebec, would be I cent, Dominion and 2 cents, Quebec,
or making a total of 8 cents, as against our totai of 6, and in Ontario,
I conlt, Dolminion, and 8 cents to Ontario, making a total f 4, as
compared with our total of 6.

Is that the answer you want ?
Senator HARRISON. Then under the present law the tax is some.

where around 50 per cent more than the highest tax in Canada oreither of those Provinces of Canada; is that my understanding?
Mr. WHITNEY. Yes. sir.
The CHATUAN Will you put that compilation in the record at this

time, Mr. Whitney?
Senator HARRIsoN. I wanted to ask you further this question.

Take a fellow in my town of Gulfport, for example, who wanted todispose of some stock, 20 shares of General Motors, or what not.
What would be the operation, and wouli there e more than one tax
on that sale?
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Mr. WHmTNY. Answering the second part of your question first,
there would be two taxes on the sale, and in this way. te would give
his broker on order to sell the 20 shares of General Motors. That
would be sold on the exchange, for which he would pay a tax under
this law.. His broker would have to borrow, he, the customer, being
in Oulfport, Miss., those 20 shares in order to make good the delivery
which has to be consummated by the delivery of the stock the
next day before 2.15 p. m., and under this tax, under this law, pending
law, there would be the same tax imposed upon the borrowing of
that stock, which the customer would have to assume making two
taxes. If, Senator, he sold but 20 shares of (lenerai Motors and
not a round lot of 100 shares, as I have just pointed out, he would
have to assume an additional third tax in dealing with the odd-lot
1ouse.

Senator HARMUoN. Would that apply to a fellow who had his stock
ready in New York and delivered it immediately when lie wanted to
sell it to a broker? How much tax would he pay?

Mr. WH rrTN. He would pay the one tax if he were selling 100
shares or he would have to pay the two taxes, as I have pointed out,
if dealing with an odd-lot broker.

Senator HAmIsoN. So the fellow, under this proposition, living
in New York would have tome advantage over the fellow living
outside of New York in the matter of tax payment ?

Mr. WHIRTY. Yes.
Senator GOroo. Would it be too hazardous, Mr. Whitney, to ex-

tend the delivery date beyond 2.15 of the day following the sale ?
Mr. WITNY. We have always felt so, sir. That involves the

question of fortnightly settlement or future settlement, and I milht
point out, without going into detail, the very grave situation that
might arise in that the transactions on the London Stock Exchange
in the latter part of June 1914, were never settled under their system
until 1922. What can take place in the methods of speculation, and
so forth, during that time is something dreadful to contemplate, we
feel.

Senator BARKLEY. Mr. Whitney in making your comparison be-
tween the tax in this country and danada you used an average price
of $18 a share.

Mr. Wnrmyr. In the United States.
Senator BARMY. Which is really not material, because the tax is

not levied at present on the value of the shares.
Mr. Wnrrmcr. That is the basis, though, of the Canada tax. It

rises slightly when it goes up.
SSenator BARKIY. Your comparison, then, was based on an aver-

age of $18 a share in Canada. When the value of stocks in Canada
rise above $13, going to, say, $50 or $60 or $100, what would the
tax be?

Mr. WHITNEY. AayI take both in Quebec and in Ontario?
Senator BAxLEY. Yes.
Mr. WUITxEY. Up to a limit of $25 per share, 3 cents and 4 cents.
Senator BARKLEY. That is seven, a total of seven ?
Mr. WITN.Y. No. sir. A total of three in Quebec or a total of

four ii Ontario,
Senator BARKLEY. Yes.
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Mr. WHITNEY. Up to a total of $50 a share; 4 cents in Quebee
and 5 cents in Ontario. Up to a total of $75 per share the tax
would be 5 cents in Quebec and 6 cents in Ontario. From there, $to
up to a total of $150 per share; the total tax would be 6 cents, equai
to ours, in Quebec, or 7 cents in Ontario.

Senator BARKLEY. Did you intend to make a comparison between
ours and Englant's, or have you those flipures?

Mr. WHITNE'Y. That is an involved situation, because they have
entirely different ways of bearer's certificates.

Senator BARiCLY, I realize that,
Mr. WHITNEY. And it is only in the actual transfers of record

where you find that the tax is a heavy tax. The actual trading is
certificates is a very light tax.

Senator BAIMacY,°. T , present tax of 2 cents t share, almost,
without regard to the value of the share, is not a burdensl'e tax,
is itt

Mr. WHITNeY. To-day?
Senator BARKLEY. Yes.
Mr. WnrrnT. No, sir.
Senator REED. You say it is not any burden ? I beg your par((on,

Senator, I did not mean to interrupt.V
Senator BARKLRY. In your illusiration earlier in your te~rnony

of the American Telegraph and Telephone Coin pany, on the basis
of $100 a share, using 100 shares as the basis of your illustrations
involving a $10,000 transaction, of course the tax in that cars would
be $9. t

Mr. WIrrTY. Federal tax?
Senator BARKLEY. Under the present law.
Mr. WHImTNIY. Yes.
Senator BARKLZ. And under this proposed bill I think you said

it would be $26.
Mr. WitTxY. Using the figure of 104.
Senator BaRLEY. Yes 104.
Mr. WitNorwEY. It would be $25 per 100 shares at par.
Senator BARKLEY. If it is to be put upon the basis of a sales tax-

and I am simply trying to arrive at your viewpoint without any in.
limation as to what my own is-would a $25 tax on a $10,000 trans.
action be regarded as burdensome?

Mr. Wurt'rzr. On a stock transaction, absolutely. I have tried
to point that out. If it is something that is continually turning over
against something that is but slowly turning over, I consider it
burdensome in relation to the tax.

Senator BARKLEY. If a man bought a hundred shares for specu.
lative purposes, anticipating a rise, and he sold at one point above
the purchase price, the cost of brokerage and the tax would probably
consume the entire profit of one point; but above that, assununig
that he held it for a rise of 5 point or 10 points or even 20, the higher
the stock went and the larger his point profits, of course the smaller
in proportion the tax would be.

Mr. WHITN Y. Yes, sir.
Senator BARKLEY. If yOU anticipate, as you say, that there will

be a turn some day which we all hope, and if it transpires that the
turn 'is not as far of as some of our pessimists intimate, in that case,
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as a temporary tax to bridge over this deficit in the Treasury, would
that be still regarded by you as a burden?

Mr. WehTNzr. The one-fourth of I per cent ?
Senator BARKLEY, Yes.
Mr. Wrrnar. Yes, sir.
Senator REED, Mr. Whitney I have heard it stated that within

the last few weeks, since the House passed this bill, a charter has
been taken out in Montreal for ni international stock exchange.
Have you heard that story ?

Mr. WizTNqr. No; not verified, Senator Reed, I have heard-
and this is one of these rumors-that in another part of Canada,
where an amalgamation was thought of, the inquiry came to us in
the exchange here that if this tax matter goes through we want to
get busy immediately and amalgamate, so that our facilities may
be very much broadened-this is, in Canada--to take American
business.
Senator CONNALLY. Mr. Chairman, may I ask Mr. Whitney a

question ?
Mr. IYhitney, you said a while ago that all this tax would fall

on the investor?
Mr. WHITNzY. Yes, sir.
Senator CorAtar. And would not come out of the broker. That

is correct, is it not ?
Mr. Wurrxar. Unless the broker be the owner of shares.
Senator CONNALLT. The brokers have increased, in recent years,

their commissions, have they not?
Mr. WnrrmY. The broker's commission is band on the selling

price of the stock.
Senator CONNALIY. Just as the tax would be.
Mr. WHITNEY. Just as this tax ;yes.
Senator CONNAu. That has been increased, though; the. per-

centage has been increased in recent years, hasn't it, considerably
Mr. WHITNEY. It has been changed in recent years. There has

been a change, and perhaps an increase or a change in the rates based
on the price; yes.
Senator CONNALTy. And that is higher than it was formerly?
Mr. WHITNEY. I believe in some instances: but it is a trifle---
Senator CONNALLY. If you do not know, who does know ? You say

you believe. Don't you know about that?
Mr. WHITNEY. I can easily find out,
Senator CONNALLY. You are president of the exchange, are you

not?
Mr. WHITNEY. You are asking me to recall something three or

four years back, as to what the commission was then as against what
it is to-day. It is available, but I have not got it in my head always.
Senator CONNALLY. Have the commissions changed any since

1929?
Mr. WHITNEY. Not that I know of.
Senator CONNALLY. Not since 1929?
Mr. WHITNEY. No; I think it was some time before that.
Senator CONNALLY. You say that this is not paid by the broker.

Can you tell us how we can provide so it will be?
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Mr. WuTNy. No tax on the sales of securities can be paid by
the brokers sir, unless they own them.

Senator ONNALLY. We could tax their commissions, couldn't we?
Mr. WUTnnY. I suppose so.
Senator CONALLY. Do you favor shifting this from the investor

to the broker?
Mr. WHITNEY. I do not; becatse I do not think revenue would be

forthcoming from that source.
Senator BAUKLEY. As a matter of fact, have not comissions de.

creased in the last year?
Mr. WHITNEY. Tremendously.
Senator RAnKLE?. I mean in proportion. not in Aggregate amount

orpercentage; but has not the rate decreased ?
Mr. WHITNEY. Yes; because the schedules, being various rungs of

the ladder, with stocks failing, the commission lessened.
Senator CONNALLY. The commission lessene& l)ecatse of the value

of the stocks goin down ?
Mr. WHITNEY. Yes.
Senator CoNAuY. The connision has not lessened at all, though,

has it?
Mr. WIJITNEY. The rate has been lessened because of the value of

the stocks.
Senator CONNAMY. If a man charges 1 ixr cent commission, that

has not been changed, has It f The value of the stock having gone
down, he gets less money out of the transaction, but his percentage
Is the same, is it not ?

Mr. WHITNEY. His percentage is less.
Senator CONNALLY. fHow
Mr. WImTeY. You mean, taking in the price of the stock and the

full figures?
Senator W,%Lsit. He is distinguishing between the rate and the

amount.
Mr. Wnmvrr. Yes.
Senator WALiH. He says the rate remained the same, but the

amount has lessened because of the depreciation in the value of the
stocks.

Mr4 WiTNEY. The amount to the broker, without question, is less.
ened, with the value of the stocks falling.

Senator CONNALLY. Certainly, he gets less money, but his rate has
not changed; his commission has not changed.

Mr. W CTNEy. I do not think I understand the question.
Senator Rlrz. May I interrupt, simply to clear this up? If your

stock is selling at $100, your commission is what?
Mr. WHrUxY. Twenty-five.
Senator Row. If your stock is selling at $10, your commission is

what?
Mr. WHITNEY. One-eighth; 12/g.
Senator REED. So that the percentage of the commission changes

according to the sales price of the stock?
Mr. WirNEy. That is right.
Senator HARfhsoN. Mr. Whitney, can not you furnish for the

record, for the last 20 years the commissions that brokers charge, so
that we can have it in here
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Mr. WanTNrr. Yes, sir; easily, Senator.
Senator RnD. Why don't we et Mr. Whitney finish his statement ?
Senator (1ONNAUX. I am not quite through with this question.

The explanation that Senator Reed put in the record with reference
to this changing, that has been true all the time, hasn't it ? The value
of the stock, you say, wan not based on the commission?

Mr. Wnirrnny. No; that was not true 8 or 4 or 5 years ago. There
was it set rate for all.

Senator CONNALLY. You changed it 3 or 4 or 5 years ago?
.Mir. W1ITNzY. Yes.
Senator CONNALLY. You raised some of the rates
Mr. WHITNEY. We did. We felt some of the risks justified it.
Senator CONNALLY. Then in answer to my question awhile ago you

should have answered that the commissions were increased three or
four years ago.

Mr. Wtin'zr. Some of them; yes, sir.
Senator CONNALY. And others were not?
Mr. WItrrNzY. And others were not.
Senator CONNALLY. Then on the whole they were increased. If

pa-t of them were increased and part left as'they were, then they
have been increased.

Mr. WHITNEY. Some of them.
The CHAIRMAN. Have any of the commissions been decreased ?
Mr. WHITNEY. It is difficult for me to answer that questions, be-

cause I have not got the comparison of the two figures. I could easily
got them but I did not know that had any bearing on this hearing;
and it happening three or four years ago, or perhaps more, I have
not got them in my mind.

Senator Gon:. Wouldn't it be better for Mr. Whitney to put the
schedule in the record, in answer to Senator Harrison?

Mr. Wrrsu. I could easily do that, Senator Gore.
The CHAIRMAN. The only reason I ask it is that the Senator from

Texas took the position that they were all increases on certain values
of stock.

Senator CONNALLY. No; I did not say that.
The CHAMAN. But I say that the question simply led-
Senator CONNALLY. The question simply led to the answer. I did

not put the words in his mouth.
The CHAmMAN. I have no objection to the question. He said

certain increases. I just wanted to know if there were any decreases.
Mr. WHrrNY. If there were certain increases?
The CHAIRMAN. The value of the stock when it was lower had an

increased rate or decreased rate, and if there were decreases as
well as increases, then I thought you could possibly give about an
average of what it was, whether it was an increase on the flat rate
of to-ay; or do you know ?

Mr. WHITNEY. There were some increases. Some of the commis-
sions remained the same. And I am of the opinion that there were
some decreases in the low-priced stocks. But I do not want, Mr.
Chairman, to make a statement here that I may be wrong in. I
am not prepared on that thing. I had no expectation that I would
be asked on this question.

The CHAIRMAN. Proceed.
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Senator Gont. Mr. Whitney, did you state the proportion between
stocks and bonds in regard to the total transactions on the exchange?
Imyou did, I did not understand it, but I rather thought you di.

. r. WurRY. In 1981 the total transactions in bonds were about
$8,000,000,000, of which corporate bonds, exclusive of Liberty and
Government bonds, were about two billions, or two-thirds. Stocks,
the roituh value, sir-I do not want to be heldt down on thig-iin 1931,
were thirty-two billions.

Senator GonE. You do not remeniber what the stocks amounted to
in 19 0, do you?

Mr. WHijNF.Y. I am informed one hundred ti[ eight billions.
Senator IIAR{L Y. Mr. Whitney, may I ask Vonl one question right

there, in connection with your statement that this will retard trans.
actwns. Let us assume that somebody has $5,000-that is it rank
anuniption, I realize, but let us assume it I laughter--and that they
want to invest in some stock that is selling at $50 a share. that in-
volved 100 shares. Fifty dollars n share would absorb the $5)000.

Mr. W 1rrl~. Yes.
Senator BAItiLEY, Let us usslumie it is for the purpose of invest.

meant, to lay that stock away and keep it as an investment. Do you
think a tax of $12.50 would deter that person front buying that tOO
shares of stock?

Mr. WiTNny. I think so. absolutely, indiretly. I think the effect
of that tax would be to place, the security market of this United
States back 50 to 75 years.

Senator IARtKrLY. Why do you say that?
Mr. WHzrN. I am trying to tell you, sir.
Senator BAaKIXr. I would like to know your reason.
Mr. WHrrNrE. My reason is this: In those days the investor bought

shares or owned stock in a corporation located in him district, on
which he could keep his own eye, whose officers and directors be
knew. He could go and see the wheels turning there. Since the
development of our security markets, it is the conglomerate judgment
of milions of people, reflected in the price of shares, so that tn
investor may indulge in investing in those shares, because, he feels
safe on two scores-one, that the merket being the judgment of mil.
lions of people is a fair one, and, secondly, the activities of the
market gives him the ability, if he desires, to sell; and I, as an
investor, certainly can not imagine putting my money into something
where it was to be frozen; and Ithink this tax will freeze our markets.

Senator IIARKLHY. I appreciate the force of that, but still I do not
quite see how a man with $5,000, investigating the character of any
stock in which lie wants to invest, who is presumed to know enough
about it to have confidence in it to the extent that he is willing to
invest that much money, would back away from it if he had to pay
$5,012.50 instead of $5,000 for it, as an investment.

fr. Wunwzxim. I told you that I thought the effect upon that man
was one of indirection.

Senator Butar. You think he would figure it would be more
difficult to sell it because of the tax in the future, if he wanted to
dispose of it?
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Mr. WniTnr. I claim, sir, that the effect of this tax will be to
freeze our'markets and make them unliquid and inactive. It is ps-
sible, sir, that occasionally a gentleman who invests may desire his
money, and I think that is one of the thoughts the investor always
has, that certainly ie must keep a part, if not all, of his Investments
ir a liquid condition. I apply that the same as I spoke about col-
lateral loans of banks.

Senator BANxLwT. You arrive at this general conclusion, then:
That this tax will freeze the market for securities, on the basis of
the reaction that the tax will have on all the individuals who either
want to buy or sell in the market.

Mr. WnxTry. Yes, sir. I have tried to point out to you by those
figures instlees of just what would happen to a small group who
wele engaged in trading.

Senator fRED. Mr. Whitney, is not the effect of it illustrated
every day by the gyrations of these so-called inactive stocks where
traders (1f not partcipate in making a market?

Mr. WHITNEY. Yes, sir; and on bonds, where we can cite to you
not tens but hundreds of instances where the sale or purchase of one
or two bonds has decreased or increased, but particularly lately
decreased the price of those bonds 4 or 5 points, thereby affectingri issue of bonds of 150,000,000-one sale of one or two bonds.

Senator Goat. Mr. Whitney, how many different corporate stocks
are listed ou the exchange? Have you the figures in your mind?

Mr. WzxY. Yes, sir. Just under 1,300.
Senator Goat. And you do not remember how many of those are

domestic?
Mr. Wnimzr. I beg your pardon ?
Senator Gout. How many of those are domestic ?
Mr. WHITNEY. I would believe probably over 1,200, Senator Gore.
Senator Gon. How many corporate bonds are listed and dealt in V
Mr. WIINEy. Listed
Senator Got:, Yes.
Mr. Wnnr. Something like 2,500 bond issues.
Senator Goar. I will not ask you to answer now, but could you

file a supplementary statemet-you have stated the number of cor.
porate stocks-showing the different issues of corporate stocki and
the different issues of corporate bonds, and also a list showing these
foreign government bonds and state and municipal bonds also?

Mr. WHITNEY. Very easily; yes, sir.
Senator Goat. I wish you would do that. One other question, Mr.

Chairman: You stated in 1929 the aggregate stock transactions were
one hundred and e'iht billions?

Mr. WHirrzEY. $ en, sir.
Senator GoRE. Do you remember the bonds for that year?
Mr. WTrrNzY. They were also large, Senator Gore, but particu-

larly-ino; I do not remember the flyures.
Senator GoRt. You can put that in?
Mr. WHITNEY. Yes.
The CHAwRAw. Proceed, Mr. Whitney.

FRI5
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Senator BARKLE,. Mr. Chairman, just one more question there:
Did you put in your statement the amount of tax raised at the pr .
emit time through the present rate, the tax, the amount of revenue ?

Mr. WiuTxwr. No. I can.
Senator. BAnxitr. Do pou know what that is? If you do not

know, I will not take the time.
Mr. WHITNEr. I can tell you right here.
Senator BArizy. Well, if you have it right there.
Mr. WnTxY. Taking for these figures one week in March, the

present 2 cents brings in at the rate ol flfty-two times the one week
a little over about six millions three hundred eighty-nine tligusand,

Senator BAiRLnar. Your suggestion, I believe, as a substitute for
the House bill, is a 4-cent tax Instead of the 2, as it is tqow I

Mr. WHITNRY. I said I thought that in this time of emergency
the security business probably could tet by with that, but I feel, as
I pointed out in regard to the New York State tax, that it might be
very detrimental even then.

Nonator BARiUY. Assuming that it was not detrimental, and
that it would raise twice the amount of revenue that the present
2-cent tax rate raises, it would amount to something like thirteen
millions?

Mr. WHITNEY. That is the New York Stock Exchange, with 25
per cent added to that, or approximately seventeen million, seven.
teen and a half.

Senator BARKLEY. And your estimate of the amount of revenueraised by this House bill is about twenty-eight millions?
Mr. W T4INEY. Front the New York Stock Exchange transactions;

yes sir.
geijator BAItKLEY. So that according to your testimony, there

would be a difference between seventeen and twenty-eight I
Senator Rw. Ch, I do not so understand it. He has prophesied

that the volume would fall off.
Mr. WHITNEY. That is not my conclusion. That is taking into

no effect what may happen to security transactions, which I-have
just said to you, sir, I think would 'be frozen and pretty nearly
nonexistent.

Senator BARInEY. I thought in scaling down the estimates of the
House committee from one hundred and fifty million to seventy-five
million, and then using your own figure as a basis, it would scale it
down to twenty.eimht million.

Mr. WHmEY. I want to correct that, if I may. We have not used
our own figures. We Fave purposely used the figures of the New
York Times and the figures of the new bill, and we have been the
medium of figuring that.

Senator BAmmazy. Regardless of whose figures you use, if I niis-
understood you in assuming that you estimated this House bill to
raise only twenty-eight million instead of seventy-five, I want to
have that corrected.

Mr. WHITNEY. Twenty-eight millions from fifty-eight.
Senator HAImISON. Mr. Chairman, I think it would be well to put

in the record at this time that the receipts last year, 1931, on the calp-
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ital stock sales and transfers, was twenty-six million five hundred
nineteen thousand, and in 1980 it was forty-six million six hundred
eight thousand. I

'r. WmTNer. That is for the fiscal year ending June 80 1981.
Senator G(ono.. I understand your figuring is that a cents a

share is the maximum to which we should go andthat the one-quarter
of 1 per cent on selling price should be abandoned I

Mr. Wnrrxr. Yes, ser.
Senator Gon- I wanted to get it clearly in mind.
Senator HAauasox. Let me ask you in that connection: It would

be 8 cents covering the New York and Federal Government if we
fixed it at 4 cents?

Mr. WAmrnr. Yes, sir.
Senator HAmsoN. It may be higher in either case than the Cana-

dian law?
Mr. WrmTxT. Yes, sir.
Senator HAnnisow. The highest that you read of the Canadian law

was 7 cents, as I understood.
Mr. WHITNzY. That is correct, in Ontario. The answer is yes

Senator Harrison, to that question. I understand it is estimated
that this tax will yield approximately $13,000,000 per annumn.

Gentlemen, referring to the bond tax--the tax on bonds-i have
no way of verifying the accuracy of this estimate. In recent years,
however, the par value on bonds sold on the exchange-that is. cor.
porate bonds--has approximated $2,100,000,000. This would indi.0
cats a yield at one-ei lth of I per cent--and I use this figure because
the average price of listed bonds has generally far exceeded $160 per
bond-would be about $,025,000.

We all recognize that the transactions in bonds on the exchange
do not represent anything like the total purchases and sales of secur-
ities of this character but it is certain that the major transactions
which take place off te exchange represent the sales by banks, sav-
ings banks, and insurance companies. Certainly these institutions
should not have their bonds, which are already greatly depreciated,
further reduced by an imposition of a tax of this character.

The collection of this tax would likewise offer tremendous diffi-
culty because most bonds are bearer instruments, transferable with-
out making a record which can be used to enforce the tax.

This imoition would affect indirectly millions of persons who
are depositrs in our banks and savings banks, or who are holders
of mutual life insurance or owners of insurance companies, either
through holding policies of insurance or shares of their capital stock.

The bill under consideration also proposes increasing the existing
tax on the issuance of bonds from 5 cents to 10 cents per $100 of face
value. This increase is certainly undesirable at the present time and
is likely to yield a negligible amount of revenue to the Government.
New enterprises are not apt to be launched in the face of present
conditions. Whatever financing corporations may do will be of a
necessitous character to meet maturing obligations or compulsory
expenditures. This tax will impose an additional burden upon those
corporations which must necessarily acquire new capital or refinance

1227



itEVENUE AOT O 198

existing obligations, and therefore will serve to retard our economic
recovery .

Another section of the bill proposes a tax on the issuance of stock
equal to 10 cents for each $100 par or actual value of stock issued by
a corporation. There is a proviso that if the actual value is less titan
$100 pr share the tax shall be 2 cents on each $20 of actual value.

Ths tax will tend to discourage the formation of new corporations
and the development of new business enterprise.. It is to my mind
the least serious of the several taxes pro posed as far as the security
business is concerned, but I beg to remind you that our present bust.
ness difficulties will necessarily require the formation of new corpora.
tons for the purpose of carrying out reorganizations. To penalize
those businesses which have -een overwhelmed by the present do.
pression is, I think unfair. To penalize the formation of new cor.
porations whose activities can assist us in recovering from the present
disaster is obviously unwise.

May I now turn to the section of the bill which imposes a tax of
10 per cent on the amount paid to any telegraph or telephone com.
pany for leased wires? T is tax imposed another burden on the
security business. It has largely been through the telegraph and
telephone facilities leased by persons engaged in the brokerage or
financial business that the United Statas has become the financial
leader of the world. We to a far greater extent than any other
country have made use of the facilbities for rapid communication
afforded by our telephone and telegraph companies. By means of
leased wires almost instantaneous news of financial events has been
communicated to pl parts of the country, and a person in a remote
section is placed on a parity with a man in New York when he decides
to buy or sell securities in that market. To tax these securities as if
they were a luxury may force their abandonment.

I am advised that the total amount of revenue which the Govern.
ment can expect from this source will kw negligible. If this is true.
as I am assured it is, it would be mos, unwise to impose this tax,
which will destroy facilities that have been a constructive force in
the development of American business.

Senator WALsH of Masachusetts. How many of these leased wires
are there in the country?

Mr. Warrnyr. I can not tell you as to the wires sir; but as to the
figure, I think it is in the neighborhood of $18,000 doo a year.

Senator WALsi of Massachusetts. What would that represent in
taxi

Mr. WHiTNEY. A million three hundred thousand.
Senator Ran. Just another burden on the people who live at a

distance from ]New York?
Mr. Wnir r. Exactly.
In the existing revenue act there is a provision which exempts

from the tax on the sa!e or transfer of stock certificates which are
delivered as mere loans of stock. The pending bill eliminates this
exemption. The report of the Committee on Ways and Means of
the House of Reprev ntatives stated that this change was made
because stocks were loaned primarily to facilitate short selling.
This is not so. Stocks are loaned, or rather borrowed, for many
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purposes; and I can not help feeling, in making this change, the
House of Representatives thought it was imposing a penalty upon
short sellers, whereas in fact itl mposad a penalty not only on short
sellers but also upon all persons who for any reason tire unable to
deliver their stock certificates as soon as they have made a contract
of sale. That is in line with Senator Harrison s question.

If a person who is not a resident of New York City desires to sell
stock which he owns and gives an order to his broker, the sale may
be executed the same day and the stock will have to be delivered in
New York the next day before 2.15 in the afternoon. This of course,
is impossible if a person resides at any distance from the New York
market.

In the past the New York broker, being assured that the stock
was in transit to him, wts willing to borrow from other brokers an
equivalent amount of the same stock and deliver it on the contract
o sile, so that his client could secure the benefits of the New York
market.

Under the pending bill this borrowing will be a taxable transaction,
and naturally the amount of the taix bill will have to be borne by
any seller who resides away from New York City. I can not believe
that this was the intention of the framers of the bill.

Furthermore, stock is borrowed for many other reasons. Under
the rules of tho exchange stock registered in the name of married
women, corporations, and trustees does not constitute a good deliv-
ery, because there is no way of immediately making certain that the
owners of the stock have a complete legal right to transfer it.

In all of these cases it is necessary for tle broker to transfer the
certificate into a street name before he delivers it on a contract of
satile. The process of transfer takes from one to two days.

It often happens therefore, that it is impossible for the broker to
make the delivery before the contract matures. He therefore, bor-
rows stock to carry out his customer's order. All o1 these different
types of initestors will be forced to pay two taxes instead of one by
the new bill.

Senator WAsH of Massachusets. It is a fact that the New Yorker
who can deliver his stoci' before 2.30 o'clock the following day would
not have to pay but one ttxI

Mr. WHTNE. So that lie had it in his brokers hands so that the
broker might deliver it rogainst the contract before 2.15, the answer is"4yes#)"

Gentlemen, before concluding I wish to stress one or two points
which, to my mind, are fundamental. I know it is popular to
imagine that taxes on security transactions are aimed at brokers.
As a matter of fact, these taxes are never paid by brokers. They are
paid by the investors. And by that I mean the millions of owners
of securities. Far from being legislation which will bear directly
tpOn a small and special class, these taxes will burden the twenty or
nore million citizens of the United States who own securities of some
kind or other. These are the people who will be most conscious of
how unfair the proposed tax really is.

Furthermore, I am firmly convinced that the imposition of the
drastic taxes contained in the pending bill will seriously curtail,

I 15102-32---78

1229



1280 uXVaUut AOT OP 19n

if not destroy, our security markets. Without a broad and ative
market securities will become illiquid, This in turn will not only
prevent investors from selling the securities which they own but
will also seriously affect our banking system, which to a very large
degree has made loans upon security collateral, and will prevent
American industry front acquiring new and very necessary capital
by security issues. The result inevitably will be the hquidation of
securities and declines in prices. This very process has actually been
taking place ever since the public became aware of the provisions of
the pending bill.

I can not ]tell) feeling therefore, that destructive taxes on securities
are a long stop toward further continued deflation.

Senator HANwisoN. May 1 ask you one question: Suppose tile
House bill in its present form should pass. Is it your opinion that
it would influence in the slightest bootlegging in stocks or give rise
to bucketshops V

Mr. WIITNEY. I certainly do, sir, because bucketshops dot not pur.
chase and sell stocks; they trade in differences with their customers.

Senator HAIIIII4rN. They do not actually transfer the stocks ?
Mr. WHtzy. Not at all. They do not even buy them. So that

there would be no possibility of arriving at a tax there, and I think
it would grow up.

Senator Gonox. It is purely margin transactions?
Mr, WHIMTNY. Yes; and the smaller the margin the better for the

bucketshop, so that the customer may be wiped out.
Senator Goan. You said a while ago, Mr. Whitney, that certain

bonds just live from hand to hand, not registered bonds. Have you
any way of estimating or guessing the proportion between the regis.
tered bonds and the nonregistered bonds?

Mr. WHITNIEY. No, Senator Gore; but I would not think that of
the issues I referred to 5 per cent are registered.

Senator Gons. This, however, would bring about a reaction against
the registered bonds where there was evidence of transaction?

Mr. WHITNEY. It mIght well.
Senator RBM. There is a prejudice against them now that is ex-

pressed in the market prices, is there not V
Mr. WITNEY. There is a prejudice; yes, sir.
Thie CHAIRMAN. We thank you.
Mr. Wnrir:xy. 'Thank you, Senator.
Senator WALsH of MissachIusetts. Mr. Whitney, before you con.

elude, there vre a large number of banks in liquidation now, are
there not?

Mr. WHITNEY. I believe so.
Senator WALSH of Massachusetts. And will they not be obliged to

put their stocks and bonds on the market immediately?
Mr. WrNar. Yes, sir.
Senator WALsH of Massachusetts. In order to convert their assets

into cash?
Mr. Watimey. They will, I presume, be obliged to put them on

the market. When, I do not know, naturally. Yes, sir.
Senator WAL of Massachusetts. What etffct will this tax have

upon the cost to the depositors in diminishing their dividends?
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Mr. WHITNY. The result would be costly to the depositors because
of tie various reasons I have cited. I think it woul4 make the bund
morkt even worse than it is today i
Senator RerW. And the tax wouhl 1Itilatey fall on theli
Mr. Wiritmn. Exactly, and upon tio one else. Thank you,

Senator.
LaTmTn or RICAaD WTNIv, Now Yoac, N. Y.

Nzw YoRK STOCK EXOHANOt, April 18, 108t.lion. RusD SHOOT,,
Chairman Committee on FPiance

United State. Senate, Washtngtot, D. C.
DE Al SENAToa SMOOT: At the hearing last Friday I was asked to secure cer.

tain Information. I have had this prepared and now submit the following In
duplicate:

(a) A table showing the number of stocks listed on the New York Stock
Exchan go and also the aggregate number of shares of these isses. I have also had
these subdivided so as to give the sane information with~ regard to the stocks
of United States enterprises as opposed to stocks of foreign corporations. The
same tabulation also shows the number of bond issues and the par value of bonds,
subdivided Into various categories,
(b) A tabulation showing the relative rates of taxation in terms of cents per

share In the United States, under the proposed House tax bill, In Quebec, Canada,
Ontario, Canada, and London, England.

(c) A tabulation showing the rate of commissions on the New York Stock Ex-
change from 1912 to date.

(d) A tabulation showing the rate of commissions on the so-called inactive
stocks since trading in such issues was permitted in 1926.

I also Inclose a copy of the constitution and rules of the New York StockExchange.
E nfthflly yours, RICHARD WHINETY, President.

Stocks listed on the New 'York Stock Exchange as of April 1, 108*

Number Number of
of Issue$ sMate:

nite .States stocks .................. .... . .. ................... .. ............ 1,243 1,3W. OW 22
Foreign------ .. -....................... 2 .................. . 2 4, 18,o 840

All stocks-.............................. ..................................... 126 1, 8, t

Bonds listed on the New York Stock Exchange as of April 1, 198*

Number I Par value of
mof isue1 bonds

United States, National, Stat, and municipal government bonds ............. 1 6$
United States corporate bonds .................................................. 1,160

Total United States bonds .............................................. 1.223
Foreign national, State. ad muniolipl government bonds ..................... 212
Foreign corporate bonds ........................................................ 41

All foreign bonds ....................................................... 38
All bonds ............................................................. 1,

818, 16$, 787,18218,_183,9018,148

33,342,70Z 280

10,410,253,074
2,823, 0:, W?

Is, 933, 9, 741

52, 270,699, U21
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( ompartion of Untid Statue and foreign ftx r4tes on stock estee
(Ta In Unite stat cunt. per shart $100 par and no~par eham

Over $78 but not more than $180 ........
Over $80 but not mote than V. ... .
Over 5$2 but not more than 0 ......
Over $ hit not more than 9 ......

$I to $& ..............................

Over $78 but not more than $380
Over $80 but not More than $78,

Over $28 but not More than $80.
Over $8 but not more than $28.

$1 to$8 ..........................

NZW YORK STOCK KXCIMNOMN COMIsSIoN RATES, 1912 TO DATI
In 1912 and until October 13, 1915, the commission rate was one-eight of Iper cent of par value, irrespective of price. Thus the commission rate per sharewas 1234 cents a share of $100 par stock, 6% cent. a share of $50 par stock,134 cezits a share of $10 pat stock, etc. As an exception to the above, the com.mission rate on mining stocks selling belbw $10 per share was 6% cents per share,and on those selling at or above SlOper share was 12% cents per share.On October 13, 1915, the basis for computing commission rates was changedfrom the par value (as above) to the market price. The rates adopted at thattime, together with rates subsequently adopted are given below:

Commd"auon rate (cent. per Baae)
8 e Price per #bare

Oct. is, 191, May 9,1919, Oct.30,1924
to M% S, to Ock.2I,Ot. 0 9,11 N t1924 to ditto

lelow $10.............At $10 or above, but below1$28...........................1J% 7JtAt or above, but below 80 ..... I ......................... 1211 1IAt -M or above, but below 178.. ......................... 12; 18 15At 78 or above, but below 100 .......................... 12 18At I',Oorabove, butbeow ...................... ....... 12 1 2At f128 or above, but elow 
2.......... 12 10 25At $0 or above .......................................... 12,1 20 '2

Ii'ow A cents per share for each additional $80 or fraction thereof.
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oi ieecemlbr 27, 1922, the following ratem were also adopted for stocks selling

behlm $1 per sihars On tooka selling at 80 cents but below $1 per Whare, 3 cents
per Aatre and on stocks selling below 50 cents per share, as inutitally agreed.

NEW YORK STOCK E2XCHAN010 COMMISSION NATIN ON "INA(TIVM STOCKS"

oi June 10, 1028, certain stocks were designated as"Inactive" stockR, and tile
%milt of dealing was fixed at 10 shares Instead of 100 shares, The original and
subteqilefit commission rates on such, "inactive" stocks are shown below:

Commlanlou rat. (Cente plr
Wile prite per hrshare

Juno 10 1920 Jan 7 1031,
to Jan , 10u 6o date

On Ato(4 "soiln elow $1 .... ........... ..... 2
Oi ,t,&,s go In $ or over, (t OW 1A ...... 0
On 04iii a I t or over, hut I C:* . .0 20 10on stiwks #P Ing at 10 or over, but below $1)...... ...... gOnmm koso Ing nt 1100or over, tnlblow $200-............ i)
oil "tt so PInk at 0200 or above., ...... .... ~...

S4,1i1o as for act va stocks,

STATEMENT OF THEODORE PRINCE, NEW YORK CITY

Mr. Pntm,. Mr. Chairman and gentlemen of the Senate Finance
Committee. I listened very carefully yesterday afternoon and heard
a great deal of the claims that were made here by people who felt
that unemployment would ensue through the imposition of these
taxes. Coining from Wall Street of course I appreciate that the sun
does not shine as favorably there as it may elsewhere, but still I felt,
listening yesterday afternoon, that you gentlemen were here to pass
upon and give due consideration to those claims which were sound.

Now we have as much trouble down in Wall Street as anybody.
As much unemployment as anybody. I am not here to make any
point on that question. Because, after all it will only be through the
fact of sound economics that we will be able to get out of this morass.
Everybody is suffering from too much debt, and of course, the Gov-
ernment of the United States is not alone. And you gentlemen are
here to try to make the overhead meet, which is the problem £,f
business, and I, of course, appreciate it it a difficult one.

The question of this tax, therefore, seems to me is based primarily
on the question of whether or not it ifs going to hurt indus 'ry and our
financial structure. I am not so much concerned as to thq question
of profits. I am not urging that. I am simply asking the question,
now that we have pursued the long, tedious, cruel past p th of defla-
tion-and I think we have reached the end of it-would it or would it
not be wise to put a tax Which I think is close to 50, 100, and perhaps
200 per cent, upon an industry-because, after all Wall Street is an
industry, say what you will, just as any other industry is. A large
number of people down there work simply for a commission. And if
you put a tax on that commission that, as I say, amounting to from
50 to 100 per cent-and of course since the overhead is fixed and the
tax is there it may, as income diminishes, amount to 300 per cent or
400 per cent-what will be the effect of it? I am coming to that in
a minute.
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Senator HAInSOr', Are you going to give is a substitute plan for
this?

Mr. PRIcNC. I have a thought, Senator Harrison.
Senator HARmsoN. I wish you would give it to the committee.
Mr. PaiNvi. At otace?
Senator HRtutsoN. No, not necessarily, so long as you give it to us,
Mr. PmNcN. In other words, I want to lay stress on the fact that

the liquidity of transactions in a free, open markett is as important to
the financial structure of this country as anything else.

For example, stocks and bonds represent one-third of the entire
wealth of this country, which represents, I think, now at the vanishing
rate to which it is going something like three hundred and twenty-flive
or three hundred and thirty billions of dollars.

Now we did not inaugurate this system, and, modestly I may Ay
I had nothing to do with it. Whether our forefathers did it or the
prople who built the Union Pacific and first offered stocks and bonds
to the public I can not say, but nevertheless it is a fact that the finan.
cial system of this country i founded upon this liquidity and the free
open market which the United States of America now enjoys. And
i you have any doubt about it you need only look at the figures to
see that there are over six billion of stocks and bonds in the life
insurance companies-! may be a few hundred thousand dollars
out of the way-four billion dollars or three and a half billion dollars
in the savings banks and around five billion dollars in collateral
loans in the banks. And mark you, gentlemen, that on a certain
day in October there were 16,000,000 shares traded in on the Now
York Stock Exchange which was 32,000,000, because they were
bought and sold, whliih in those halcyon days represented about
$3,000,000,000. Now if that had been liquidated, half of it, a third
of it, a quarter of it, in any other commodity you would have had a
panic. As it was there was a stable salable market.

Now therefore I simply wish to impress the fact upon you that
the method by which you make markets in the Stock Exchange is an
absolutely fundamedtAl basis on which we are now doing business,
If you gentlemen wish to change it why of course that is another
matter. I simply feel that from that point of view-and of course
it is not my purpose here to give any suggestion to you honorable
gentleen-that I would have a more direct and careful inquiry as
to whether the methods should be change, and not this indirect way
of taxing something which does seem to be somewhat under the stigma
of the United States.

Of course everybody is sore. Well, who would not be? It can not
be helped. The tide is out, and when the tide is out everything sticks
out-whether it is an old broken bottle or a ti can or an old ship
that sticks outlike a biv jib boom on a small schooner-and even the
sound ships are lying there with the tide out; they can not do any-
thing.

Senator HULL. Mr. Prince, if it will not interrupt you, in that con-
nection I want to ask jou: What has been the amount of deflation of
stocks listed on the New York market since the break occurred in
October, 1929?

Mr. PutrNcs. Well, Senator, as roughly as we can figure it, it was
close to $83,000,000,000. It is now about $22,000,000,000.
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Senator HULL. That makes around 860,000,000,000, not including
the eurb and not including the bonds?

Mr. PRiNaC. Not including any other exchange.
Senator HULL. Nor any other exchange in other parts of the

country?
Mr. PRINE, That is correct, sir.
Senator WALsH of Massachusetts. What has been the deflation of

bonds?
Mr. PRINcs. Well, I will tell you, Senator, it is going so darn fast

I can not tell you.
Senator HULL,. It is around $10,000,000,000, is it not?
Mr. Paincw. I made a table of the depreciation that took place in

American bondsoagainst foreign bonds. I have not got it here, but it
was printed in the papers. .t was 80 per cent in American bonds as
ainst 50 er cent in foreign bonds. In doing that, of course, I did nat

lxluta ate high grade bonds, I took the second grade railroad bonds,
wbih to my humble point of view hate been not guaranteed, but the
Congress has said that they should earn 5% per cent, and they are
eot earning anything. Andbonds that were floated at 92 a year ago

are selling at 14. And, for heaven's sake, who bought them? Te
finest bankers and financiers in the country. It is not my business
to tell you the names. But I know that the finest and most learned
and experienced people in the country bought those bonds at 92 and
still have them.

Senator REED. You are speaking of Wabash s?
Mr. PRINcE. I happen to be speaking of Frisco 4%s. The Wabash

5s, unfortunately, are even worse. I rang up one of the big institutions
and said "What is the matter with this road? Is it going to fail?"
He said, "Nonsense. The Government won't let the Wabash fail."

Now another thing. Wall Street seems to be charged with gam.
bling. Now will I be considered out of place-because after all if
you are sore at a thing you want to tax it, and if you think it is wrong
you want to tax it. Now naturally if you think speculating is gam-
bling you are going to tax it. But surely if I bet on a horse race
nothing has happened. If I take 5 cents and buy 5 cents worth
of peanuts, and another fellow takes 5 cents and buys 5 cents worth
of peanuts, and another fellow buys a dollar's worth and speculates
on it, in the ordinary course of business something is going to happen.
If every man in India bought a cupful of wheat and speculated on
it the problem of wheat would have been solved. As a matter of
fact what happened in India was that the East Indians started to
speculating in old silver rupees they gave gold for them and they
released their hoarded gold. if that had happened a year .go I
doubt if England would have been forced off her gold stand.
So that speculating and gambling are two different things.

Whether I buy I share of stock or 10,000 shares of stock I am
setting in motion economic forces. If I buy $2,000,000 of Liberties
at 2 points margin, am I speculating or investing?. If I buy 5,000
shares of mining stock and put it away, am I.speculating or investing?

The CHAIRMAN. Your 10 minutes time is up, Mr. Prince.
Senator WALSH of Massachusetts. The Chairman is getting

nervous. You had better give us your proposal.
Mr. PRINCE. I have here a table showing that according to this

tax you would raise the tax on these transactions from 200 to 400
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per cent, and in another way you would raise them from 50 to 1,250
per cent.

Now it was merely my suggestion that you 'put a tax, for example
that in p lace of the proposed tax you impose a tax of 1 cent a share on
all stocks up to a selling price of $25 per share 2 cents a share on all
stocks up to $50 a share, 3 cents a share on ail stocks up to $75 per
share 4 cents a share on all stocks up to $100 a share, 5 cents a share
on alt stocks up to $125 a share and so on. This will equitably dis.
tribute the burden and not as under the proposed bill before you,
Impose a tax as the table shows, that would be a 50 per cent to 100
per cent tax on present commissions. I propose the same tax on
convertible bonds only, which contain an element of speculation and
could therefore more readily stand the burden than bonds represent.
ina a fixed obligation only bought by investors only, and should
therefore not be taxed. c onvertiblee bonds are convertible Into
stocks at a fixed or scale rate and have therefore a speculative element,

May I file a supplemental bfief?
The CHAIRMAN. We would be glad to have you file a brief, and it

will be printed at this point.
Senator HARRISON. Can you elaborate a little bit on your suggest.

tion in the brief that you are going to file?
Mr. PaxNve. I will do so.
Senator HAwRSoN. go that we can read it in the record. Give

your substitute plan.
Mr. Parc. I will do that.

80J'PLMNNTAL BRIEp OF TiUODoa5 PRINCE

Nobody can question the fact that this tax will viriouuly retard and diminish
the velocity and number of operations on the stock exchange. If the framers of
the act look with disfavor upon such operations it is only natural they should
seek to lay as heavy a tax as possible upon these transactions,

As much has been said on this subject I am not going to go into a long argu.
mont on the necessity of liquidity of stocks and bonds nor Its importance as a
foundation of our financial structure. I would like to say, however that the
estimated wealth of this country at the end of 1930 was $400,000 000600 and in
1931 $3860,00,000,000. The estimated amount of money to-day invested in
bonds, including municipals and Governments, was $81,000,000,000, and the
amount invested in stocks around these prices is approximately $50,000,000,000,
which makes $131,000 000,000. In 1929 probably this estimate was some
$70,000,000,000 higher but it is fair to say that making due allowance for the
difficulty in estimating securities not listed on the exchange that the amount of
stocks and bonds represent fully one-third of all the wealth of this country.
Whether for better or worse, we have made more rapid strides in our industrial
progress than any other nation on the face of the globe. That this is due to
the modern method by which our pivotal industries secure money by the Issuance
of stocks and bonds. Iownership of which is now held in this country by some
20,000,000 people, seems to me to be so clear that further arguments are
unnecessary.

The successful flotation of such issues ultimately depends on the case with
which such issue can ho liquidated without delay and without any sacriflces in
price. It follows, therefore, that the collateral loan feature has become wore
prominent in this country than in any other, as can be judged by the fact that at
Present there is about $5000,000,000 of collateral loans in banks, and in 1929 with
brokers' loans there must have been over $14,000,000,000. Ito Is estimated that
savings banks held, an of June 30, 1930, $3719,566,000 In stocks and bonds'
life-insurance companies as of December K 1931 $668,000,000 in stocks and
bonds; and national banks as of December 31, 1431, held in stocks and bonds
$5,83F,401,000. The ability to liquidate these securities held in collateral loans
or otherwise without delay or sucriftkes of price is of primary importance to our
well being. The rapidity of transactions on the floor is a vital part of that process,
and I will not take tip your time to go further into that question, as I think it
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must have already been made clear to you. in a measure, the facts speak for
theinselves fi that this country has drastically liquidated during the past two and
ono-half yetrs all stocks and honds for sale, so, thst the situation has become liquid
and the' factors toward improvement can now make themselves felt without
hhidratnce,. Unfo rtunately, this can not be said of wealth that has been repre.
seeited 1)y other forms, which lu not had the benefit of the free, open, and liquid
market tllat the stock exchange enjoys. the best example of liquidity was repre-
ented on the floor of the stock exchange in October 1929, when 16,000,000 she's
were sold In one day in a continuously liquid and sahable market; such an amount
represents the transfer of twice that amount and involved a suni close to
$3,000 000 000. The entire world poured its stocks and bonds on the New York
$tock Exohange and not good American dollars therefor, the next day, whether
London Calcutta or Aliangliai. They tried it itgain in "eptember, 1981, when
Englalnd went oil the gold standard and they still got their good American
dollars, They .eom now tA) be trying to break our American dollar and If this
tax pmssen, vou will help then, rest assured. For they will not keep their
$2,00t,000000 estimated of American securities with the market for sucih securi-
ties endangered and impaired. Every dollar suld here represents a dollar of gold
that oan be withdrawr.

If one-sixth of this amount of $3 000 000,000 were sold in grains metals or
bosds in any plse other than on Lhe loor of the stock exchange In one day,there would tiave been, in my opinion, a panic, and it would have been absolutely
impossible to find buyers. Forms of wealth that have no such favored form of
buying and selling have suffered much worse than our securities. Real-estate
values have dropped in such sheer descent that no opportunity for liquidation
was possible. Accordingly, this form of wealth, Including first mortgages, is
now absolutely frozen and will seriously retard our recovery. Therefore, what
I would like to emphasize is that any tax In the form of a brake on the amount of
transactions that take place on the floor of the exchange is a direct blow to the
rapidity with which we may recover our industrial well-being and must also
retard our national development.

Again I point to tits tax as indicating the disfavor with which the transactions
on the hour of the stock exchange are viewed. Much has been said about
gSrmblin g in stocks. Unfortunately, in my humble opinion, this is a very unfair
and misleading use of terms. To gamble is to risk the change of ownership of
property upon the mere happening of a fortuitous event. If I bet on a horse,
I have in no sense aided the Industrial development of any business Industry or
productive process. If, on the contrary; I should speculate on buying up ferti-
lizers, I am engaged in an economic rpoicss that is bound to have Ito effect sone.
where in our Fiustrial activity, no matter how Infinitesimal. If people think
wheat is cheap and that money can be made by buying it, the entire world-wide
grain situation is profoundly affected, If, as a result, the price of wheat ascends
the fortunes of farmers will be immediately and intimately affected.

If the natives of India speculated in wheat, even to the extent that each would
purchase but a cupful, our entire whent problem would be solved in a twinkling.
As a matter of fact the native speculation in the silver rupee has caused them
to bring out hoarded gold and has vastly improved the situation of Great Britain.
Had this happened six months ago, Great Britain may not have been compelled
to abdicate her financial supremacy. If we had not speculated in stocks and
bonds the U"nion Pacific would never have been built welding the east and west.
If King Ferdinand and Queen Isabel had not speculated, (olumbua would not
have found a new world, and we do not know when America would have been
discovered. The fact that speculation is abused Is a mere characterisation of
the human urge that is likely to be carried to excess, Further, if a person should
buy $1,000,000,000 worth of Liberty bonds on a 2-point margin, one could not
say he was gambling. One might say he is not investing but speculating. If
speculation thus started in Government bonds, the entire financial situation
would be affected. Again, would a person bu Ing 10,000 shares of mining stock
at $2 per share, and paying for it outright, wIt Ithe intention of putting It away
be investing or speculating'? The present tax is bound to have a very important
influence on the attractiveness of American securities abroad. In my opinion It
Is very likely to break down that form of operations called arbitrage, which
accounts for the purchase of the 25,000,000 shares in 1981 and the $25,000,000
worth of bonds, which turnover consists of buying securities here and selling
them, mainly abroad, after the market closes here. Naturally, with this tax
the spread wil have to be larger. The larger it is the less operations will take
place and the less operations take place the less reliable the market will be. In
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other words by this tax we are likely to relinquish our advantage in the letter-
nationial markets which we now possess by the liquidity and the lo senss of out
markets.

For examply, if steel closed here at 84% the other side trades In their day in s
market at 33* I44 and with this tax, the spread will possibly multiply four or
five times so that the market is likely to be 34%*. Now, as the spread widens,
the risk increases. Accordingly, the operator on the other side Is likely to make
his market 3fi-35g. Foreigners, therefore, are likely to liquidate their holdings
of all American securities, owing to the difference that will now take place owing
to this tax In the character, stability and closeness of the market here, For
example, Holland has no tax on trading or buying and selling s$ecuritles by their
nationals. As a consequence, Amsterdam has become the most prominent
market for securities In that continent, despite Its limited financial resources,
Incident to so small a country.

The point I wish to emphasize is that transactions on the floor of the exchange
are all part of a vital and important economic function, whether they he for
speculative or Investment purposes and can not in any sense he called gambling.
From this point of view therefore, and in defense and Justiflcation of the trate.
actions that represent the purchase and sales of securities, whether It be on
margin or otherwise, I would like to take up the question of the transfer tax.

At present there is a 4-cent State tax on stock, or $4 per 100 shares of stock,
and an additional 2-cent tax or $2 per 100 shares, imposed by the Federal Gov-
ernment, making $6 in addition to the regular commission. I have drawn up a
table showing certain relations as indicated on the annexed tabulation. It will
thus appear that the proposed Federal tax as per columns 2 and 3 Increases
the percentage of the proposed Federal tax to that now existing In relation to
the commission charged from 26% to Bo% per cent and from 8 to 100 per cent,
Under column 4 it shows that the proposed Federal tax runs from 200 per cent
of the present Federal tax to over 1,200 per cent. Under column 5 and 0 It
shows how the proportion of the present total Federal and State taxes to com.
mission will be Increased by the p oposed Federal tax from 80 to 106% per cent
and from 24 to 116 per cent. In column 6 it also shows the percentage of
Increase of the total of the proposed Federal tax and present State tax to the
total of the present Federal and State taxes, runs from 183 to 483 per cent.

t a 3 4 8 8 I

Per cent
Per cent of total

Per cent pr cent of total
opr. of pro. Perce nt prpeds 11tag o"1814

Per cent , Pe ent Federl tax (M itt

O ~ -P0944 jicsi4 oymsntt tag (4 por cent tow
Fefrt deral Federal Federal cent to $4 minimum)

Iota on tax ( 4 POt4 1 and Stat* minimum andp10ta to ($2) cetto...nt 4 a

o corn^ minimum) minimum) e and00 rent State
tooon o reet 8i1 ent Stst tax ($4)

Onto& tminon Fral seono tax (04) to to total

a on teds a (2) io one er a ernt
sal0 and State

tax (0)

I and above but under
$1o ................. .80 20 534 200 so 10 I334

10and sbosup to$I612..80 18 32 20 4 84 133
.. zk......... tw 10 t 40 2W0 48 72 180

......... 100 13 41% 312H6 40 68 170
15.00 3 37 40 76 102
1 00 13 66M M 40 931f 2334t .z . .: 17.80 11 648 34 270

.. .. .. .. 17,50 Ii 10 5 M 34 125 376
................. a 00 to 95 0 Is 370

2.00 to 8 1, 23110 14 47

Non*/-Al Pdert ld State totes filturd on7  s of I00 shares, namely, 2 cen t a share or 4 ents a
obshm, moans $2 a hundred share and $4 a huna, shares, respectively.

If a person buys I share of stock, I bushel of wheat, 1 pound of coppr, he
is setting in motion forces that can have an important bearing on the indtustriali
and economic situation. It is certainly far different than betting on the hap-
pening of some event which can have no influence whatsoever on our industrial
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life. Not only does this onerous tax Indicate that Congress looks with disfavor
on the transactions that take place on the egchange, but-ala indicates they wish
to -rovenr short selling. The tax would be double in the ease of a short sale,
ano by a tax on the sale and then by a tax on the borrowing. There Is much
that can in mid on this subject that might Influence you gentlemen, but I believe
that omestion Is not before you now. I feel this tax is passing judgment In
advanLe on the question of short selling that Is subsequently to come before you
and on which you will give a great deal more time and consideration than you
can now give to It In view of the now preusin - tax emergency. It is my opinion
the subject deserve, mature and careful conl-dention.

Surely If them transactions are to be encouraged and am to be considered as
necemary and beneficial to our industrial structure, the reasons for such onerous
and heavy increases do not seem to be clear. Such taxation can only be sup-
ported on the theory that It Is the purpose of Congress to lay a heavy hand on
the transactions that take place on the floor of the exchange by the Investor and
speculator, who Is outside of the exchange and desires to acquire an interest In
the stock of the pivotal interests of this country. Is there any reason why 1el
Investment trusts of this country should be so penalized?

The tax on lmnds does not seem to me to be justified it any sense an from what
I have sald above, the markets for the tiew isse that are to ie floated should be
emcuraged, and any tax can only seek to retard and imainr the eflicienc'i and
Suess with which these important issues can be (listributed to investors." Ex.
hibit A nnexed gives much flotation for the past 12 years. It Indicates how 1029
servOd the country in at least raising money by ismling stocks without increasing
tMe bonded indelbtedness. The table also shows that we have Issued less mecur-
itles in 1931 than In any year since 1921. Even in 1920 we Istued over $100,000,-
000 mnore than In 1931. *In conclusion the worst phase of this tax seems to be In
the Inalulity to gage the revenue to be derived from it. No one cate tell to what
extent transactions oii the exchan ge will shrivel iap. So you are destroying
Important processes it our financial life with no commensurate gain, that
hardly seem good finance.

1027
Industrial .............................................
Railroads ........... ...................
Public utilities ....................... ....

oral n........................ ........ ......
M Vau............ . ....... ............

Industrial ...............................................
Railroad ................................................Public utilities .......................... ..................
Foreign .................... ...........-..................
Miscellaneous ...........................................

MIn ustral ................................................Rlroads ........... *..... .......................
Public utill ::: ........................................
Foreign ..................................................
Misoellaueous ...........................................

1924

Bonds

$1, 614, 0, 000
070,M7o, 000
11n4,20%000

1,67, 000,00
1: Oft 000

Stocks

t*03, 900 000
233, 80, 000
89, 900,000
7 .,0 000

613,200,000 2, 68A 2.00,000

730, 00,000 10,900.000
1,403,600,000 8613, 0,
1,c014,0MO.,000 M8,000,

868,2M0,000 258,500,000

4,68 ,00,000 1,723, 100. 000

407. 000
1,048, 100,000
1:221.0%0000

09, ot 000

4, 605, 6O 000

industrial ........................................... 21, 700, 000
Railroads .......... . . ........................ JkS 0
Public utlities ...................................... 9 , 700,000

rel 11009:000.000l ........................................... t4 , O ,00
4. 186, 8%, OM

808.90n 000
12, 100000
M. 4, o000
2 , 400000

32% 400. 000

Total

$2, 5 16, 300o, ooo
910.60.00

t1,42. S00, 000
1, 9 ,700 ,00

9, 40, 400, 000

2,062, W0.0O
387, 200, O

1, 50, M00, 01,13% 700, 000

479, 700, 000
, 40, IMo, Me1, 4, owl 000

1,248,400. M

1. 704,00,000 0300, 700, 000

ee _w,_ oo NOl. Ooot Oo
82, as,, 0ft Ow 0

435. 300.000 1,415,000,000
A,100 1,0101, 100, 000

Q4, 1000 6~,27.400;000

Total new capital ium:
123 ...................... W1, 00, O
1922 ............... ............ 3,423, , 00

Total new capital isaues-Contd.
1021 .................. $2,024,700,000
1920 .................. , 10, 00, 000

NoT.-From 1920 to 1923 source of data was different from that used in compiling now capitol issues
from 1924 to 1930.
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STATEMENT OF FRANKLIN LEONARD, 2b BROAD STREET, NEW
YORK CITY, OF LEONARD, CV15HMAN & SUYDAM

Mr. "MironAt. (lr t Ciirn-ti i i Seatorm, my ntilts Is Fraiildin
Leonard, 25 Brood Street, New York,

I wish to sv a few words, not by way of argument, but just to
state a few facts oil behalf of the San Franciseo Mining Exchange.
The(' shares upon that, exchange are all selling at an average of le,s
than one-tenth of their par values. Tlmey are, of course, in that
respect, like most of the stocks on the stock exchange and on the
curb exchange. If the tax is made upon the par values, then oil the
same size trade the little follow whose shares are selling at a very low
price is compelled to pay ten times, sometimes twenty tiames, the
normal tax.

I wish to make it clear that I am not spe:pking in any senmse in
connection Iith the remarks of the leading broker who has just
addressed you and spoke for the Stock Exchange. But I want to
remind von that when the first 2-cent tax was phced upon transfers of
shares I did represent at that time the second largest market in the
United States and five other stock exchanges, I represented thie
curb exchange then. And I pointed out to the distinguished Sonntor
who was chairman of the Finance Committee, Senator Simmons, that
if the committ e made the tax upon the par values at that time
instead of upon the market values, there were many shares -. a great
number of millions of shares of thousands of comp anies-that wold
be taxed entirely out of pr%)portion. And I furnished schedules tit
that time. The Senator-if you will pardon me for referring to his
remarks--said to me the night before that bill was reported out, "Mr,
Le,.,nard, I know vol are right, but we have decided we must follow
the polev of the Atate of New York."

Now, the State of New York made a test tax of 2 cents upon each
share of $100. I happen to be the individual who tested that in the
court of appeals through the courts of New York, and it was declared
unconstitutional. And then it was provided that the tox should be
levied upon each $100 of par value or fraction thereof. Thathelped
some. That enabled many of our companies to recapitalize, to reduce
their par values, and then be able to pay the tax.

But now, gentlemen, we have reached a situation where the qies-
tion must come to your committee. Take a $10,000 trade in Amer-
icanu Telephone & Telegraph. That means 100 shares of $100. The
tax on that $10,000 trade in the State of New York was $2. Now it
has been doubled and niade $4. The tax for the Federal G(o% ernment
is $2. That makes $6 on that stock.

But if you take a stock like Consolidated Gas selling at $50 it
takes 200 shares, Mr. Chairman, to make up it $10,000 trade, and
therefore that tax at the present time on that stock is $4. If you
double it, it is $8. And then the State of New York adds $8 to that.

Take North American selling at $25. A $10,000 'rade requires 400
shares. Therefore the tax on North American at 2 cents is $8,
Double it and it is $16.

If you take American Car & Foundry- I have selected the normal,
natural stocks on the stock exchange to illustrate my point-it takes
2,000 shares of American Car & Foundry to make lip a $10,000

ii-
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trade, because it is selling at $5. The tax now is $40. Double it
and it is $80.

And then, if you take Wabash Railroad, it takes 10,000 shares of
Wabash at $1 a share to make up a $10,000 trade. And the tax on
that now is $200 to the man that can not stand it. And if you
double it, it makes a tax of $400.

Now, under those circumstances, gentlemen, I am not going to
make any further argument, but I would like to submit that in my
opinion, after a long experience representing as I do and have for 20
years, more broken in New York and San brancisco titan any other
attorney in New York-I want to say in that connection that my
experience has been that if the Government must raise th'i money
the thing to do is to make a tax that will result in its payment. You
do not want to put a tax on the par values that will force everybody
to go and change their par value from a dollar to 10 cents on the
low-priced stocks. They can avoid the tax.

Now, just one word about the stock exchange. I believe that a
tax of one-fourth of 1 per cent is a pretty high tax. But I do not
believe the stock exchange will go to Canada or close if that tax is
put on. At the sante time, if you put on a tax of one-fourth of 1
per cent you are putting such a tremendous burden that it will be
nnpossbe for men to trade, especially the floor traders will be unable
to trade, and a large part of the business will disappear. You will
throttle it by so high a tax. But if you make that tax one-eighth
of 1 per cent, Mr. Chairman, and place that tax of one-eighth of I
per cent upon every share without regard to the par value, but with
regard to the market price, you will not only collect a fair tax front
eery share of stock but you will get more for the United States
Government than you will under a much higher tax. And my brief
suggests the tax at one-eighth of 1 per cent.

The CHAItuMAN. You can file that brief.
Senator SuOlRmIDoE. Based on the market value?
Mr. LEONARD. Based upon the market value and not upon the

par value. That is the only point that 1 wish to irake.
Of course, the New York Times reported this bill, and I copied it

from that, and 1 read it very carefully. It seemed to niake a tax of
4 cents per share. That is not in the bill as I read it down here. If it
were in the bill 1 am prepared to argue that that tax would be un-
constitutional under 187 New York, page 8, and could not go as a
tax on shares.

I appeared during the war for the capital issues committee and
these matters came up at that time. We prevented the issuance of
any securities except for an essential enterprise. -

I think my time is up, gentlemen. I thank you.
Senator REED. 1 want to ask you a question, How can the transfer

agent know what the sale price of the stock was at the time that it
changed hands?

Mr. LEONARD. Because there is a biii attached to every share of
stock when it is presented for transfer unless the individual presents
a share of stock or a series of shares himself. That can be covered
by an affidavit showing the price.

Senator SHORTRIDGE. What was the citation you gave us?
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Mr. LEONARD. One hundred and eighty-seven New York, page 8.
That was a court of appeals dooimion holding that you can not tax
a black horse $10 and t white horse $2,

Senator HARRISON. You are elaborating your suggestions, and so
forth, in your brief?

Mr. LEONAUD. Yes Senator,
Senator BINOGAMi. Mir. Leonard, you just stated something about

the fact that there was no 4-cent tax.
Mr. LEONARD. Minimum.
Senator BINGHAM. I find in section 723 the change from 2 cents

to 4 cents, and the statement that the tax shall be 4 cents on the
transfer or sale or a reement to sell on each share.

Mr. LRONARD. What page is that?
Senator BINGHAM. In this print it is page 270. it is section 723,
Senator RnmD. It is on each $10 of par value,
Mr. LioN^NT. But that is upon each $100 of par value or fraction

thereof. My brief has referred to the ainimuan tax of 4 cents simply
because we were under a misapprehension on that.

Senator BINOHAM. It says also where such certificates are withoutpar valuo .
Senator HARRISON. Four cents a shre where the stock has no par

value.
Senator SufjortwD(o,. You make that all clear in your lrief, Mr.

Leonard?
Mr. LsoNAaD. I made a very short brief because I did not want to

take much time. It is quite clear. But the other (lay there was a
trade madte on the stock exchange ait onie-cigonth. TIhe totall proceeds
of 1,000 hares wats $12A. the tax on that, including the 4 cents of
the Stato~ and 2 cents4 of the Federal, wats $60. The comisfsion wag
$150. And the proceeds after the payment of thep tax and commnission
was only $15 out of the trade. It, is almost confiscation,

I will put this memorandum 'i the record.
T he CHAIRMAN. You mlaV t10 MO.
(Nlemoraundum submitted by the San Franeisco Mining Exchange

is here printed in the record in f(tll, as follows:)

MIMORANDUM SUtMITTID nY HAN FRANCISCO MINiNO EXCHANGE IN OPPOSITION
TO TilE TAX UPON TRANSPOR OP SToCKA AR PROVIDED IN SECTION 732 ow
II, R. 10236

SON FUANCWCO, Csap., April 11, 1932.
COMMITTEE, ON FINANCE OF THE SENATE OF TttE UNITED STATES,

Senate Office Building, Washington, D, C.
GENTLEMEN: We respectfully submit that the minimum tax rate of 4 cents per

share on all shares, which has been attached to the tax schedule on sales of stock
as passed by the house of Representatives, is unconstitutional, it is improper
classification tot taxing purposes. A tax upon shares which are well known to
have widely different values becomes unequal because the samno levy Is made
against property whether the same be worth $1,000, $100, $10, or 10 cents.

Furthermore, such a tax becomes confiscatory, particularly, when applied to
the shares dealt in at the San Francisco Mining Exchange, and such confiscation,
in whole or in part, results in the case of at least 0 per cent of the shares dealt
in at this exchange.

The Court of Appeals of the State of New York has held such a tax uncnoti-
tutlonal, See People ex rel. Farrington, 187 New York, page 8, wherein are cited
numerous decisions of the United States Supreme Court.

'Ihe tax schliule which cttaldishcs a rate of one-(tjuu'tvr of I 1twr nut upon
he saltvs price is so high as to result, in our opinion, inl sucl it hunici) to dial-
iug tit it will result in greatly dcreased transactions in all stocks selling in

1242
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the higher brackets, while the miituw10 t1k rateM of 4 oents per share would
1 )N ltltely prelde trading lit ally evellt.

We res lctfully submit that ii Conlgrels fil1d(11 it illce"Mary to (JOlitilue anky
tjiN ritte upon the transfer of siharves, suich proposed rato mOtoIld be recdlled to
at 14111t O1ii-V'giitgt h Of I per cet up)O() the sa l p0riP e and ilils percent age should
1i oa de to apply to all shares i i accordutwo with the proceeds o the sale thereof,

Ttue siine goiral objections applies to ia tax rate tixec d tipoii the par value

ratlhr thai tho market value, as this leneoies exceedingly hurdensoni to all

shttres selling w, leis than the lar vale. There tire iitily tockH having a par

value of $100, selling at $5 or essH per share. There are ninny otlirs s Ing all

low itS $1 per share. Whei taxes are levied iipon the par value, the itni who

owns stock which has declined to $11 pays twenty tines tle tax levied upon

the oiloney involved in an equal trale in shares where the selling price is equal

to the lar value if $100 per slare.
Wet hvlevo that the prop(osil of the 11Ouse to (1thbiith te, tt liit it aper-

eltitago of the selling price, rather than upon the par vaite, will bring greatly

;udled relief to a large number of holders of stocks which are selling at it mere

fration of the par value, and it Is our belief that front the staldloint of raising

funds fromi the transfer of saires, it large antotiit iay, be expcct(l if tratdhig

ond dealig is not throttled, and if a reasonable percentage Ibasis sich ai one-

eihith of I per eont, is established uipon the atles price rilther t t ilpon tile

par voile.
It will te recognized that all shares selling holder $1 per shitre are affected by

the proposed niiinium rate of 4 cents per sitre, which ltlic ts an additionial tax
over and above th normal proposed rato of on-Cquarter of I per cent, which doubles,
trebles, aid increases continuously ats lower prices are iet uitil the point of coll-
fitsatlon is reached lipon the low-priced siharem, stuch its those listed tiloi tills
exchange. To he more specific, it the eise of scooki selling at $5 per share, the

rpropos4d miitium rate iloro thilan trebles the tax; on stocks selluig at $1 pr share

ite Increase amounts to sixteei thnes the normial tax- on ltcks sellhlg at 60 cents
per share, the ineretse amounts to thirty-two times the normal rate, aid oil lower
priced stocks partial al(t total confiscation results.

We subliit the followilg schedule to Indicate the percentage of Increased tax
upon the sale price deintiuded on low-priCed shares under the mhtimunli clause of
4 cents per share over and above the high nornal rate of one-quarter of 1 per cent
as proposed. 100-share lot transaiows

One fourth 4 cents ove o
Privc of I pI milhtnu fourth of Per Pent of oats prim, denjandel

ctilt ltot rate four cent

$10110) $04) #001 o (4)0
10, IV 2. 0 4. f0 1, U) Two.flfls of I plr et.0L
5, ( 1 , 2 4. We 2, 75 youtt.flfthi of I tr coit,
1,00 .2 4.00 7 4 ter cent,
* 12 4. 00 3. 5: 9 iw er i'(li
.25 0 4.00 3.9,?i Wt per vent,
.10 00 3.7,A 25 per tont.AS 'D .M 3.W 0 1i * cetll

.04 ,01 4.00 3,99 Io1percent,

We respectfully submit that while the tax rate lion transfers of stock should,
of course be fixet upon the stles pri,', illtel(l of upon the Par vAluO, aS At present,
ne,,erii , the percentage rate of ie tax should be the sanie on all stittres.

Resctfully Sbmitted.S E. ISON,

l-'c4idcnt.

Mr. ijEoNA ID. And this was fuliy ditoss(ed, Mr. Chairman. in tho
New York T~in-s, on the financial, page, end also on the |inancial

piage of tho New YorkIeCrld-TriblI ine. May I put these in the
record?

The CPAItMAN. Yes; you nty puIt both of them in the record.
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(Tlio two artieles appearing in the Now York Times and the Now
York 1Iorud-Tribune Aro hero printed in the record in full, ts fohlowA:)

(The Now York rimm, Amiday, April 17, 1011

A CO ONTTUTONAL POINT

All the furore over the proposed ikrease in the Federal tax on stock sales may
turn out to be just so much wasted effort, It the opnion of Franklin Leonard of
the law firm of Leonard, Cushmamna & 8,iydam. In a letter to Members of Con.
gross he asserts that the proposed mittinixm tax of 4 emts it -hiare is imoonstitl.
tilonal, It Is understood that the attorneys for the Now York Stock Exchange
hold the samn opinion. Mr. Leonard believes the uneonatitttionality will he
recognized by the Senato, a committee of which now han the matter under
consideration,

IIAN1s OF HM CONTINUATION

Mr. Leonard raines the following points In his attack on the stock-tax feature
of the House revenue bill:

The tax schedule establishing a rate of one-quarter of I per cent upon the malos
price Is permlsslbl if applied to all shares, Probably Mat opercontago rate Is
much too high and should be reduced to one-eighth of I per cent of the Rales
price; nevertheless, muceh a tax as on-quarter of I per cent made to apply to all
shares should be reognized as the only proper method of taxing stock salos
namely, upon the market value and not upon the par value of the shares, The
Court of Appeals of the State of Now York has held a per-share tax to be an i-
proper clasioflcation and therefore unconstitutional, and this decision follows the
decisions of the Uitod States Supreme Court upon the same point.

I forego argument, but sulniut the following schedule to indicate the per
cent of Increased tax upon the sale price demanded on low-priced shares idoer
the minimum clause over and above the hikh normal rate of one-quarter of'I per
cent as stated,

One-fourth 4orent Ineresoe
Pri ofI per toent rnimlnuin over 0me Petir tnt of sle prico

mO tc rth of I ltetuilltoa
per cent

1 ............. ............ $4,0 $,OU ..... .
10 ......................... . 21 r0 4.00 $1, 60 Two.flftim of I mNr nt,
S .... ....... 1. 2-1 4.0 2. 75 Foar-firl[I of 1 tor ciot,

$1 ......................... . 2 4, W 3, 17 4 . ' r cent,

23 vonP ts ............. fil 4.0 oo .03~ 16 jr cent.
lo v*. .. 's -........ 4.00 4. 0~ 7 ' 'r it

8,, |23 fr vent,

5 t . ............. . .......... . 4i 4.00 39 s o T Wr tvout+
4 t. ............ ....... . 01 4,00 3:00 Io per cont,

It 18ust le r('otnizel that there aro milllomto of shares held 1l|N, millionsM of
citizvus, namely, fill slr , sollinig midr $16 per share atid partivl.hrly tho o
selling its low ts $1 or Iss, lipll which tll , his iIInmn1im provision iiil10tei an 1dil.
tiotmil tax whicll, in the eatst of stoekq mvlliog st 45, more than trel)hA the tax;
on stocks sellig at $1 per mlIhr0, tIm, ilertm ISPis m e xteej, times th nornimal ttx ; oI
stocks selling at 5t cents per share, the increased tax amounts to thirty-two
timo stch rate, and confiscation Is seen.

Secretary Mill9 suggests it change to the par vemte, hut why should a $10,000
trade in Anaconda selling at $A pay tweity times the tax levied onl $10,000 worth
of American T. & T. if selling at'$100. 'rhe tax should, of course. be fixed on
the sales price but the percentage' of tax sholild lie the Hallv mti all Shars.

(Herald 'rItbue, April 10, 19321

FOUR CuN'rS STOCK SALEs T.x

QUESTIONING TilE CONATlTUT1ONALITY Or Pti)POMfD11) tiY 1,(i LOW-Ptic;o 5IIAULS

To the NEW YoLK I n^AY.n TrIIIUNF,:
The tax sNehedule on sales of stock, as passed byI' Ioestm of ltelwe ,stol lveO,

provides a high rat o on sales or tratisfcrs, anti iltg to Litheqmtlrt er s'f I per v'iid
of t he sale price, bt)1 the tchedile furtlher provides a imx iiht lint tax rit' ilI .1 conk
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per share on all solrs. Tits latter provision Is, III my opink7n, institutional,
rst lwcause it Is neqtal taxation, by levying a mutch higher percentage upon

the low-priced shares, namely, those selling wider $16 a saIre, and second, be-
cause it Is absolute confiscation In whole or In part upon all shares solling at UI
or under.

I liav this morning reviewed the total weekly sales, as reported upon the New
York $tock Exchango and t* Now York Curb Exchange in the Herald Tribune.
I find that upon the curb (5tthattgc 358 isies, holng 72 por cent of all trans.
actions sold below $16 a share ind are therefore subject to the increased rate
provided by the minlinum clause,. Upon the stock exchange 605 issues, being

0oper cent, sold at prices under $11 and were also subject to the mdninmum rate.
Kindly notice that during the last week a considerable majority of shares

would he subject to the minimum tax rate of 4 cents a share, which results in an
enormous increase over and above the high normal rate of one-quarter of I per
cent approved in the proposed law.

This per cent of Increased tax upon the saleprice demanded under the minimum
clause over and above the high normal rate of one-quarter of I per cent as stated
figures on tO-share lots as the unit of trading, an follows: On stocks selling aI
the price of $10 a share, two-fifths of t per ent, nearly doubling the tax on
stocks selling at the pries of $5 a share, four-fifths of 1 per cent, more than
trebling the tax; on stocks selling at the price of $1 the increase is 4 per cent
making the tax sixteen times normal; on stocks selling at 80 cents a share, I
per cent, making the tax above the normal rate of one-quarter of I per cent
thirty-two times such rate, on stock. selling at one-quarter or 25 cents a share
the increase amounts to sixty-four times the normal tax, and, of course, upon
any stock sold as low us 4 cents a share there is complete confiscation of the
proceeds, the tax being 109 per cent of the sale price.

It is my opinion that if the Senate falls to eliminate this so-galled minimum
tax of 4 cents a share from this schedule of the tax bill, such provision, which
Is palpably unequal taxation and plainly confiscation, will be declared uncon-
stitutfonaf when passed upon by the court. There is no doubt that this point
will be drawn to the attention of every Senator who should also be Informed
that the Court of Appeals of the State of New York has already passed upon
and eliminated a similar unfortunate schedule originally included in the transfer
tax law as adopted by the State of New York a number of years ago. Therefore
this arbitrary go-called minimum 4 cents a share tax which Increases the tax
levy on low priced shares (the lower the price the hi -her the percentage of tax
on the proceeds of sale) until 100 per cent or abnolute confiscation is reached,
must be eliminated. If and when tested, this so-called minimum provision
will be proved to be unconstitutional.

Suppose a man's capital is invested in shares selling at one-half, or 50 cents a
share. Is there any justification for muleting him to the extent of 8 per cent of his
principal in the event of sale when the normal tax as provided for all other shares
selling at or above $18 per share is only one-fourth of I per cent? Carried further,
if the price of the shares sold be unfortunately so low s 10 cents a sure, the
seller would be mulcted to the extent of 2 per cent of his total capital before paying
the New York State tax and the commissions In addition.

Therefore, I submit that such tax legislation must and will fail of its purpose,
naniely to collect additional funds from the low-prined shares which are the least
able to bear the burden. It is my opinion that a majority of th ;onators, if given
the facts, would eliminate the 4 cents minimum clause, but if they should accept
and pass it, I am absolutely certain that the clause would be stricken out by the
court as unequal and confiscatory taxation aud unconstitutional.

There are millions of shareholders owning low-priced shares, listed and unlisted,
who will be vitally affected by this unwarranted tax proposal.

FRANKLN LEONARD.
Nmw Yn, April 4, 1,8f.

STATEMENT OF W. D. GRADISON, REPRESENTING ASSOCIATED
STOCK EXCHANGES, CINCINNATI, OHIO

The C1AItM.AN. Mr. Whitney has covered the subject pretty well.
You may proceed.

Mr. GUMAmSON. My name is W. D. Gradison, Cincinnati, Ohio. I
represent the stock exchanges in Hartford, Washington, Los Anyeles,
Cincinnati, Columbus, Cleveland, New Orleans, Baltimore, St. aouis,

11 5102-32----79
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Milnoapoiim St 11anl, 1)etroit, Buf1alo, and Iittsburh. In add[
tion I have been recluested to Tpeak for the Seattle, 1an Francisco,
Richmond, Louisvilie, and Sit Lake City Stock Exchan es, tle
Colorado Springs Mining Exdhange, fni!( lhe New YorkrMilhlig
Exchange.

Lust year, as a member of the taxation committee of the House of
representatives of Ohio, it was my duty to sit on the other side of

the table and listen tW witnesses for about three months. I realiize,
therefore, the tremendous task before you, and I will endeavor to
make my remarks very short.

Coming from the Middle Wemt I was surprised to learn that the
impression in Washington seenis to be that the one-quarter of I per
oent tax on the sale of stocks and oneo-eighth of t por cent tax on the
sale of bonds will affect only New York City. We find that this is
not a fact, as there are over $0 stock exchanges located in all sections
of tie United States. ''he exchanges which I represent and their
member firms are an important part in the economic life of their
comniunities, It is their function to raise capital for the industries
in their localities through the sale of securities. Thousands of
companies are dependent solely oi local markets to raise capital, as
they are unable to compete in the large financml centers, and unless
there is it market providing a fair degree of liquidity it will be
almost impossible for the local security (e'1ler to funct iol. People
have been educated to purchase only marketable securities, and if
inarcets are destroyed it will be imposmible for the smaller corpora.
tons throughout the country to finance themselves.

Many of our smaller mid-We.0orn cities aro dopondent oil one or
two local corporatiotis for their support, and the rlnsing of these
plants would roiiovo tile 0ely Ineans of liVhlilo(l of the people it)
those commlun1l1itieS.

We are all intere'sted il preserving the financial stalbility of r'
banks. Most of the mnks In ail sections of the country bid loins
t4edr14 by stocks and bolnd., which iali used as secondary reserves.

These loans provide excellent invest merits tecanse of their liquidity,
1nd in eitse of ncessity tiltr Can be Iadily li( 1tidated to proviIde

cash. This tax will freeze these hlns brcalise of thinning markets
I hat nm result in further eudnt rrassment to our finliancial institu-
t iols.

Throughout the depression security loans have provideid ollt oftil Lft J°III il V* ' * -- jt"' *% *

till! few bani investnets giving safety and liquidity. Savings
!1111hs and insurance coitipanies have, ilivestd billions of dollars i
secitritits, and the freezing of these invc:.stments may have lire
results on the depositiors of savings banks nd hollers of life ins1nr-
ance. Such: arstult Wuld be s o far rathilig tlat it Would afte,'t
alinist 1o1' entire n l)Olttiol.
This tax will increase the presvite uneiployiientin thi tolit,.v.

Further stagnation of security markets will force may brokeis
to4 clot third offlittes. One authority estimates that 20)'10) al1li.
tional people will luettme idle. '1'luis will fint only affet brokers
ini New York City but tlhrougmit the country. According to tle
f1ts( co npilation of security halers in the I Tnited States we find
there tire aplor,.ximatelv 2,450 offices iin New York City, aml 7.510
(itsih' of New York (City, abmut a ratio of ;3 to 1. Members of the
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New York Stock Exein go have 1,061 branch ofilces located outside
of New York City, whici reach front coAst to I'oaHt. In IIIIditi~l
there are 2,428 nonmiiornber correspondents (oiIoectel by private
wires. The business originating outside of New York City im emti-
mated to be 50 per cent of the total voltimtt of tratisatiotio oi1 the
New York Stock Exchange,

In addition let us add the volunm of bIINIVNS ieiwo O l13 otlhtt
exchalniges, most of which originates ill the locality of the exchange.

This tax, therefore, is one of national coiern o1( will result in
the closing of thousands of security tlhutlrs offices aulwi additional
widespread unm ploynent.

The closing of brokers' offices will be a severe blow to other busi.
nesses, such as telephone and telegraph companies, banks, anw! office
buildings.

There are over 20,000,000 stockholders in the Ilnited Stities, and
thee people are vitally interested in this tax. Since this bil was
passed by the House they have suffered a severe shrinkage in the
value of their holding, and it it becomes the law it is quite possible
that they will suffer still further.

JAt the present time a stockholder has to pay his proportion of the
corporation tax paid to the Government by the corporation of which
he ig a stockholder. Second, he is taxed on the dividends received
from the corporation, and, third, he pays a transfer tax when he
sells his stock. In addition to the taxes aid to the Government, he
also pays either a tax on the income from t6 stock or on the property
value to the State in wich he resides.

A stocdolder has for many years borne his fair share of taxes,
Thank you, Senator.

The CHIAIRMAN. Mr. Philip B. Weld, of New York City.
Mr. Wrr.n. Yes, sir.
The Cu AwwXN. You want a couple of minutes, ,o you?
Mr. r,). That is all.
The CHARMAN. Very well.
The CHAIRMAN, Mr.'John Sherman Myers.

STATEMENT OF 1OHN SHERMAN MYERS, VICE PRESIDENT AND
GENERAL COUNSEL OF THE DISTRIBUTORS GROUP (INC.), NEW
YORK CITY

Mr. Mv:ns. Mr. Chairman an] gentlenwt of the committee, I ant
the vice president and general counsel of the I)itributors Group
(Inc.), representing the largest fixed trusts in the country. I have
also been asked to represent 1i) additional organizations, the Coln-
bined outstanding shares of vhich aggregate 85,0000 lares-
aggregate about 74,000.00 shares, out of an estimated total of allnt,
80.000,000 shares issued by all organizat ions.

I appear before the committee in opposition to the one-(lt:1i ter 41f
1 per cent sales tax upon the sale of securities to protect thlise in-
v(stots. These are people who are iot traders- or sl)etilktors, but
people who have bought stocks in American industries beemis(, ioy
feel that there ore fundamental values there.

Mr. Whitney has presented the point of view not ooilB of the
sellriy dealLer hit the investor. (Olnsequiently 1 li )lot 'go.itg to

1247



1248 ENVXNW AOT Or 108s

take the time of the committee to repeat all that he has said, but I
have this short statement I desire to make.

These investors in fixed-trust shares, numbering approximately
1,000,000, will not themselves pay the tax, but they will most cor.
tatinly b affected by it. They are not large investors, despite the
fact that there are very large individual holdings of fixed-trust
shares. The average investor probably holds about 85 shares.

Since tle so-called fixed or unit type trust is a relatively new
investment medium, I should like to explain at the outset that the
investor in these shares is not a speculator nor a margin trader. He
is one who believes in the future prosperity of America and believes
that in order to share in the prosperity of his country he should
buy for long-term investment an interest in a carefully chosen, pre
determined group of common stocks which will provide hin with
such a full cross section of American industry that his investment
must reflect the long-term growth of this country.

The investor in fixed-trust shares purchases this broadly diversified
selection of common stocks for the clear purpose of holding them
over a period of years. The stocks in which he obtains a direct inter.
est are deposited in trust under a trust agreement with a large bank
or trust company acting as trustee. The stocks are retained in the
vaults of the trustee, untouchable except for their rightful owners,
the investors.

By no stretch of the imagination can these stocks influence the
short account. They can not be used to influence the day-to-day
market action, since by the terms of the trust agreements discretion-
ary substitution of stocks is not permitted, and *4 iminations of stocks
from the portfolios are oliowed only from the standpoint of long.
term investment policy and for the purpose of safeguarding the in-
vestment quality of the group. Where such eliminations take place
the proceeds from the sae of the securities are returned to the invos.
tors.

The proposed tax of one-quarter of 1 per cent on the sale price of
stocks is injurious because of the effects it must have upon the mar-
kets of the country. These investors are men and women in the cities
and in the small towns of every State of the United States, the peo-
ple who have never seen Wall Street and to whom the New York
Stock Exchange is little more than a nave. These are the people
who are the most desirable type of stockholder which any American
corporation can have.

In order that you may have a clearer picture of who they are let
me give you some facts concerning the distribution of the fixed-trust
shares sponsored by the organization with which I am directly affili-
ated. There are, for example, 212,925 shares outstanding in the
small city of Sharon, Pa.; 376,605 in Fort.Wayne, Ind.; 52,605 in
Terre lhaute. Ind.; 317,230 in Grand Rapids, Mich.; 1,205,685 in
Akron, Ohio; 385,915 in Little Rock, Ark.; 204,795 in Parkersburg,
W. Va. In the State of Pennsylvania there are 4,733,299 shares; in
Massachusetts, 1,020,860 shares; in California, 1,875,221 shares; in
Indiata, 867,055 shares; and in Michigan, 658,005.

In order that the committee may better appreciate the significance
of fixed-tri t s-hareholders as a group, I am going to present certain
pertinent figures which have never before been made public.



SZVINUN ACT OF 109 1249
Distributors Group (Inc.), of which I am vice president and gen-

oral counsel, is the sponsor of the largest of these trust, and hatt out-
standing to-day 24,000,000 trust certificates representing a list of
securities now deposited with and held by prominent banks under
trust agreements creating these various trusts. I wish to call the
attention of the committee to the investment caliber of the securities
that are named. The market value of the total outstanding stocks of
these corporations represents well over one-half of the market value
of all common stocks listed on the New York Stock Exchange.

The stocks are as follows:
Shares

Allied Chemical & Dye------2,0 0
American . 15,000
American Oas & Electric ...... 2,000
American Power & Light...... 5, 000
Amertan Radiator & Standard

Sanitary --------------- 6000
American Smelting & Rnlng. 2,000
American Telephone & Tele-

graph -------------- 34,000
American Tobacco (B) ------ 3 34,000
Atchison --- ------------- 8000
Borden Co, ------------------ 29,000
Canadian Pacific ............. 18000
Columbia Gas & Electric.... 64,000
Conolidated Gas of New York. 47,000
Corn Products .......... 18,000
Drug (Ine.) ....------------.. 18,000
H. I. dn Pont --------------- , 000
Eastman Kodak .............. 34,00
Electric Iond & Share ------- 4,000
generall Electric ----------- 7.9,000
General Poods .............. w1,000
General Motors ........------- 276 OW
Ingersoll-ad.......-------- 18,000
International Harvester-- 1.. 15, 000

Louisville & Nashville .......
National Biscuit ..............
New York Oentral............
North American Co ...........
Otis Elevator ................
Pacific Gas & Electric ........
Pennsylvania Raliroau.....
Procter & Gambie........
Public Service of New Jersey..
R. J. iteynolds (B) ..........
Sears, Roebuek & O
Standard Brands ...........
Standard Oil of California ....
Standard Oil of Indilanu ..
Standard Oil of New Jersey...
Standard Oil of New York ....
Txas Corporation ..........
Union Carbide & Carbon ....
Union Pacific ................
United Fruit ................
United Gas Improvement ....
United States teel -------
Western Union -------------
Westinghouse ----------------
F. W. Woolworth & Co ------

ShaVes
18,000
47,000
34,00
27,000
4?,000
82 000
80,000
151, 00
13, 000
29, 000
27,000
27, 000
23,00)
4,00

03*000
18,000
20,000
43,000
34,000
18000
47,000
34,000
'201, 000
34,000
45, 0

The proposed tax wili affect investors in the following three ways,
I believe:

1. The volume of transactions which create liquidity on the New
York Stock Exchange and on other exchanges throughout the
country will be so seriously reduced that the free and open markets
which have meant so much to investors in the past will be threatened
with drastic curtailment, if not complete extinction. There will be
wide spreads between the bid and asked quotations. There will be
wide ifuctuations Ietween the various transactions as they occur, de-
pending upon whether a seller who must sell has disposed of his
holdings on the bid side or whether a buyer who wants to buy has
bought at the asked side. The investor in fixed trusts, though these
shares are not listed on the New York Exchange, will find that the
value of his shares, because it directly reflects the minute to minute
quotations of the underlying stocks, has lost its orderliness and is
problematical at best.

2. The last of liquidity in the markets of the country will make
all such holdings less desirable for loan purposes. Inability of lend-
ers, secure by collateral, readily and surely to liquidate that collateral,
will hamper the credit facilities of the country. Loans already in
existence will freeze to an even greater extent than heretofole.
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Many holders of fixed trust shres have been loaned money on theirinvestments. Their shares heretofore acceptable collateral wouldsuffer with all other securities. A further freeing of credit is nota cure for present conditions.

3. New fInancing or refinancing by corporations will become muchmore difficult, if not impossible, iue to this same contraction of thecountry's markets. The great corporations, the common stocks ofwhich are held by the trustees for the investors in fixed trusts willsuffer with all other corporations of the country. Their efforts to.wardl futre development will be hampered, and they will be unablelI Inmtiy instances properly to care for pressing firancial needs.Naturally their business will suffer. And apart from the interestof every Anmerican in the promotion of business and the return of
proslermty, the fixed trust Investor will see his interest in these cor.potations 'ntade lss attractive.

The proposed tax upon the sale of securities is supported by someon the ground that it is a tax on Wall Street perhaps feeling some.how that IVall Street Is responsible for the depresson and to tax itwould be justified revenge. I hold no brief for Wall Street. Buteven though it were a tax against Wall Street, it could not help butmiltate against the millions of investors and producers of com.
oodities, the people on whose shoulders the return of better condi.tlins Il1l1lst rest.

am not here to object to this tax on the ground that it will injurethe business of every sponsor, dealer, and salesman who take partin the distribution of shares, though I am certain that it will.Six thousand or more investment houses throughout the UnitedStates are to-day distributing fixed-trust shares to investors. Theseshares are often the only security that dealers are able to sell inSsuffcienit volmne to show them a profit for their activities. If thistax is imposed, it is safe to say that the results obtained by thesedealers will 6- substantially reduced. More than 20,000 salesmen inevery St te in the United States will find it inore difficult to earnthe nlodest living they have found possible in this period of greatdepression. These dealers, in hundreds of towns and cities through.out the country, will gradually close up. Many of these 20,000 em.ployees will ioin the ranks of, the unemployed. Real estate nowserving as o4l~ies for these dealers and salesmen will be vacated.Tho usands of dollars of revenue by telephone and telegraph com.panes will be lost. The chain of cause and effect could be expanded
and then expanded.

I can not believe but that all of these things have been or will bepointed out to the committee by those who will be directly affected.The investor in fixed-trust shares has no false expectations, Hedoes not expect some one to sell out his stocks for him before eachbreak in the market. He does not expect that his investment will beshifted from one stock to another from time to time in order to reapthe imiximum stock- market profits. He merely expects profits re-sulting from long-term investment in American industry. That isnot, i fr-fetched expectancy. I hope you will see to it, as his repre-sontutives, that nothing is done to deprive him of that expectancy.
Thank you, Senator.
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STATEMENT OP HA3iLER HOVEY, 115 DEVONSHIRE ST$ flT,
BOTON, MASS. ,

Senator SutoTftnuo. State your name to the committee, and you
maY proceed.

Mr. Hovzi. My name is Chandler Hovey. I come from Bostom
I am a member of a firm of bankers who are members of the New
York Stock Exchange and have been for 10 years. Senator Smoot
asked me to appear to-day, but, apparently, my name did not get
on the list.

Senator SnotminoE. We have it here. and you may proceed.
Mr. 1ioviy. I am interested particularly, not from a selfish stand-

J)oint, but generally, in the one-fourth ol per cent stock sales tax.
Senator BLi,40NIEA. You ore speaking on what part of the bill?
Mr. Ii0ovwY. The one-fourth of I per cent stock sales tax,
Sen itor CONAKMiY. What section of the bill I
Mr. HovY. I do not know, Senator.
Senator CONNALLY. I will find it.
Senator SiosTmeIM.. Proceed.
Mr. 1IovEY. I understand that this tax is expected to raise

$7,000o000,
Aq ani indication of what may be expected in the way of shrink.

age in contemplated receipts, the State of New York received from
stock transfer taxes in March, 1942, $178,(W0 less than in March,
1031, in spite of the fact that the tax had been doubled from 2
cents per share to 4 cents per share. This is, of course, without any
of the shrinkage in transactions which would inevitably follow the

nl sjoitioU of the proposed one-fourth of 1 per- cent stock sales tax.
ibhis prol)(ed tax would greatly curtail the operations of the traders

(Ut the floor of the stock exchange, The feeling among many peoplee
in Washington sens to be that these traders are in tie nature of
leeches and -iIre not necessary and thlt it would be, perhaps, even a
good thing if they were eliminated. The fact of the matter is that
tley ar, indispens-able where a good elodee market id desirable.

Senator llIun. You are speaking of specialists, are you?
Mr. HiovEY. No, sir; I am speaking of a trader. The trader is a

free lance that goes around and equalizes the acts of the Government,
you might say.

The proposed sales tax on automobiles, trucks, stocks, bonds, and
commodities are expected to yield $149,000,000. I have been told
this. It is all very well to come to Washington to tell Senators and
various people that we do not want a certain tax levied on us, be-
cause it is a hardship: that it pinches our toes, and we do not like It.

As a substitute for these taxes, all of which will have a restricting
influence on industry, I would suggest the following:

There are 23.000,000 registered automobiles in the country. A
tax of $5 on eneh. owner would yield $1i5.000,000 and wouh impose
no real hardship on anyone. There are 85,000.000 people with
licenses to drive automobiles. One dollar from each of these would
yild $)35,000,000 and would certainly not be noticed by anyone.

In the Spanih War we ha a 2-,ent stAmp) tax on cheeks. I hap-
p'(ui to he in a lusines' -.. which would be particularly hard hit by this
tax as we draw many hundreds of checks a day, but I think it" i an
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excel',ent tax and would advocate it very strongly. It is estimated
that this would yield $95,000,000, or a tota from these three sources of$245,000 000.

Canada ha. a graduated stamp tax 2 cents on checks up to $50, 3
cents from $50 to $100, and 6 cents or all checks over $100. I am
very sure that is right. I am told that and I ant quite sure that is
right. I know 6 cents for all checks over $100 is right, and I think
the allocation of the others Is correct. I think this is a little severe,
but the fact remains that in Canada it is working very satisfactorily.

In 19129, out of 120,000,000 people in this country, 14,800 paid 05
per cent of the income tax. One million people paid 991,/ por cent
leaving the other one-half of 1 per cent distributed over POOR
people.

Gut of the 48 States, five, namely, New York, Pennsylvania, Massa-
chusetts, New Jersey, and Connecticut, paid 61 per cent of the income
tat. The remaining 39 per cent was divided among 43 States.

The financial community realized at once that the tax bill as it
came front the House would have a paralyzing effect on security mar.
kets and consequently on industry and business in general. The tired
and discouraged security holders and institutionsbegan to liquidate.
As it became more and more evident that Washington was not going
to make a heavy cut in expenditures and as the bonus question bean
to bo discussed, the feeling of hopelessness gained momentum wich
naturally caused further liquidation.

European exchanges are high, which means they are selling dollars
because of their lack of confidence in the dollar. I saw this morn-
ing that $20,000,000 in gold is being shipped to France, beginning
last Fridax, which is the start of a movement which stopped several
weeks ago ind is just resuming.

The New York Stock Exchange has become since the war the
financial center of the world. Thnse running the exchange are men
of the very highest integrity. They take the greatest pride in the
institution as do the rest o the members, and it is their principal
aim and ambition to run the exchange in the way which will reflect
the greatest possible credit on the country.

In, 1929 everyone was making money in their business and many
of them invested part of their profits in securities and the demand
being greater than the supply, the prices naturally went up. The
reverse is now true. People are making little or no money in their
business and they are forced to sell securities to raise money for
living expenses and to meet their obligations.

The average hollding per stockholder in 28 of the leading securi-
ties listed on tjri New York Stock Exchange is 124 shares, worth at
present market about $2,050. It is really substantially smaller than
this as many investment trusts appear as a single stockholder while
their stock in turn is owned by many hundreds of thousands of
people.

It i's customary tind natural for American business men when they
are prosperous to invest their surplus in whatever particular securi-
ties appeal to them. If a man ha ppens to own a Buick he might
very likely buy 100 shares of GeneralIotors stock. Let us assume he
did that tor instance when the stock was selling as it did for a long
time, between $80 and $90 a slare. The earnings and prospects were
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then bright. The stock is now $11. it is this type of person who
has had confidence in the country and its institutions and who has
had the courage to back up his confidence with real money who
suti'ers most during the present period. If it were not for this type

of individual the dancing of our industries would have been im-
possible. Anything which is done to injure the market for his securi-

ties is indeed an justice. He is entitld to far inore consideration
for his courage and confidence than the conservative whose lack of
these qualities prompted him to invest his money in Government and
other nontaxable securities.

I picked General Motors. I could have picked Anaconda, which
at that time was selling at 150 and is now 5; or Radio, which was
110, a leader in the industry, and which is now 5; or New York
Central, which was 270 or around that figure, and which now is 20.

If, hnstead of being content with this investment of $8,000, in
General Motors stock, he had felt that he would like to buy, say, 20
shares of General Electric, and he didn't have the ready cash, he
would quite likely borrow sufficient monoy on his General Motors to
enable him to buy the 20 General Electric which certainly seems like
a perfectly praiseworthy thing to do. ie now, however becomes
listed under the so-called margin traders. I suppose hie also comes
under the head of speculator and even stock market gambler. Many
of these people have been greatly influenced by repeated assurances
during the last two years from Vashington that everything was all
right and that prosperity was just around the corner, and that it was
everyone's duty to buy. Needless to say they were practically all
wiped out many months ago.

Some of them, by borrowing money on their life-insurance policies,
drawing money out of the savings banks, and borrowing money from
friends have been able to hold on. A period such as we are going
through mow, of course, is just the last straw for this type of in-
dividual. It is not clear to me why a person who borrows money on
his securities is any worse than a person who mortgages his house.
Of the £"wo I should think the former was the more conservative and
less oplen to criticism. The individual who mortgages his house,
however, does not come into the above category of margin trader,
speculator, etc.

It is all very well for a man to come to Washington and find fault
with this and that tax because they happen to be a particular hard.
ship on him. I hold no brief for the trade, but I do know that by
largely eliminating him a great hardship is inflicted upon the whole
financial community.

I might say that about two weeks ago the bankers in New York
and Boston and Philadelphia were beginning to sell bonds had sold
several issues of bonds like Brooklyn Edison, $25,000,000 oi them, or
$25,000,000 of New York Fdison bonds, and there were numerous
other issues pending, which we were working on, which was to get
money out of the banks and distribute it among the investors, which

1s certainly a very important and necessary-thing to do.
the day that this tax measure came out of the Rouse, that whole

thing was cut ofl, list like that, absolutely, and there isn't a chance
now of doing anything of the kind. I do not know what will happen
in the future, but I am talking about the present. The only bonds

FF 111
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rou can sell ho* 'aie municipal bonds and Government bonds. The
people are scared t6 death. They are buying those bonds and selling
ill other bonds and the fact that municipal and Government bondi
ar selling ii a bad sign.

Senator ConAuxz. If they are selling, somebody is buying.
Mr. Hovr. Yes; somebody has got to buy when they sell, but at

lower prices all the time. This proposed tax of a quarter of 1 per
cent Is a particular hardship on the small investor. That is rather
complicated, but it is. He really has to pay a double tax, if he sells,
because when he sells he has to sell to somebody who buyo odd lots,
as they say; then he in turn turns around and sells a round lot. He
has to pay a tax oni the round lot, and he has to make enough so as
to let him out, and then the other man, the small fellow, has to pay
a tax on the odd lot too, so he really pays a double tax. It is it par.
ticular hardship on the smell investor, who is the person all over the
'country that we should and want to, I know, protect and heAp, be-
cause he is the backbone of the,whole investment picture.Financial houses and institutions have been pretty gnerally forced
during this period to heavy wage cuts through the whole crganiza.
tibn and substantial reduction of personnel. Most of them are los.
ing money but have been making the greatest efforts to get rough
without further hardships on employees. I speak with feeling, be.
cause that applies very much to my particular case. The imposi.
tion of this tax would open up the whole wage problem again
throughout' the 'country with this type of institution. It would
mean that many houses will be forced completely out of business,
thereby automatically throw' .g all of their clerks out of employment
as well es increasing the amount of idle real estate. In cases where
the business continues, the only answer to this tax would be a sub.
stintial further reduction in wages and personnel, This is indeed
a terrible thing to contemplate at this time, but it would be the
inevitable resu Itof the enforcement of this tax.
0 The short interest problem enters into this, and I have a short
memorandum in here about it, and if you gentlemen are interested,
1 will read it.,

Senator SHoammos. Have you it thereV
Mr. Hovn. I have it her.. It will take me just about three

minutes to read i.
Senator SnoamTms. You might read it, if it does not take too

long, otherwise you might have it incorporated in the record.
Mr. Howy. There seems to be in Washington quite a bitter feel.

ing against the short interest. I never sold a share of stock short
in my life, and I don't understand the make-up of a person who does
sell short. However the bear fills a certain important niche in the
financial structure. lie will sell when everyone else is so wild with
optimism that they would not sell at any price. In the same way
he will buy when everyone else is so panicky and short of money
that they are much more interested in trying to hold on to what they
have than in taking on any further commitments. At such times the
short is perfectly calm and it requires no courage for him to buy
as he doesn't have to worry about making a sale. It is lucky we
aren't all doctors, or lawyers, Or artists, or musicians, or bankers, or
manufacturers, or politicians. We all have our particular place in
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the picture, and this is as true of the bear, as it Is of any of the
groups mentioned above. . I

From the 11th of September until the 7th of October last year, the
stock market had a very severe, continuous, and unexpected break.
It broke from what We thought were low prices. We had hoped that
the fall would bring us better times, and right out of a clear sky this
collapse came, for no apparent reason.

During this period the short interest shrank from 4 500,000 shares
to 2,200,000 shares. In other words, the shorts bought during this
period some 2,300,000 shares of stock or net purchases averaging
about 100,000 shares a day. This buying naturally had a tremen-
dously stabilizing effect on the market, and without it I hardly dare
think what might have happened.

The short interest is really a tremendous reserve buying power
which operates when it is most needed. The feeling among many
people has been that conditions were terrible and let's do something
to make them better. Fortunately the feeling among many people
has been that while conditions were terrible, that the real danger
was that they might become worse and this is why so many peor-le,
while they hold no brief for bears, do feel that that tremendous
reserve buying power is an absolutely essential safeguard in case
conditions do get worse, which I might say they are doing at the
moment.

Per. rnally, I should feel much more comfortable about the future
if the short interest were twice as large as it is. Anything which
would prevent the exstence of a short interest would be dangerous
beyond words. That cushion has already .pulled us through many
tight places and is prepared to do so again if not interfered with.
'It is absolutely essential that corporations be able to raise money

for expansion, maturing obligations, purchases of supplies, taxes,
pay rolls, rents, etc. This contem hated tax would seriously interfere
with their ability to accompi reby increase unemploy-
ment through all lines oSenator SHO D ROP e forest. What
is a bear in the stock, Mr. Hov r. W! n'h~

Senator Son, u say that,
so that the cn

Senator Co t
Senator S ' is used

so often thaWoMr. Hovsl' - '

Senator and in
the comme would

Mr. vovz' ,
Senator S L
Mr. hoi. -u optimist

and you are an 0ear is a
tpessimist. That of having
ghtieir he may it. So when

people rt optimis and everyone is
cheerful and- happy n he always sees the
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other side of the picture and says, "Well, they are not so good; they
are not worth so much."

Senator Suoan,,_a He Is a bul, is he?
Mr. Hovur. No, the bull Is the other side. We are all bulls, fort.

nately. We are bulls because we are optimists; because, I guess we
are normal. I don' know. It Is expensive, anyway. There is onething I want to say right there. We earing about the raiding
of the stock market. -Wo read it in the papers every day. This is
a little bit technical but it is exceedingly important. Itf a man comes
into a broker's office and ays, "I want to sell a hundred shares of
American Telephone," he is a I,"s this a short sale or is it not ?
Presumably it is not a short sale.

Senator SuonTmo. What do you mean by that? I want that
for the record.

Mr. Hovur. What is that I
Senator Snowimoo. I want you to explain right there what you

mean by that phrase.
Mr. Horn. A short sale?
Senator SnoaTmos Yes.
Mr. Hovr. A short sale is a sale a man makes where he sells some.

thing he does not own. A bear will sty, "Telephone is too high;
I guess I will sell a hundred American Telephone.". Then it is bor;
rowed and delivered, and then he either buys it higher or lower, as
the case may be.

Senator Suoam. L All right, proceed.
Mr. HovrY. He gives an oter to sell a hundred American Tele.

phone, say. We assume this i a short sale, that a bear is making
this transaction. That order is labeled " . S." That is, short sale
No question about it. It goes on to the floor of the exchange. It
is labeled short sale. The broker who sells it knows that it is a
short sale. There are certain restrictions or certain rules that he
has to abide by. It being a short sale, he can not treat that as an
ordinary transaction. He has got to treat that as a short sale,

Now, let us assume that American Telephone is selling at 106
when he goes up there to sell 'it. He looks up at the board and
he sees the last sale is 106. He offers American Telephone at 108.
If somebody buys, that is all right; he is allowed to do that. If
somebody does not buy it, he can not offer it below 106, as you must
understand. If somebody come along and sells a hundred American
Telephone at 105%, then he can offer his back at 1058. But there
has got to be a legitimate, actual sale at 105%/ before he can offer it.
He may offer it at 10584 and there may be no bidders at the time,
but he can not sell It at 105%0

I have told that to Secretary Adams of the Navy,--I know him
intimately-but he does not understand it. I can find hardly any.
body who understands that that absolutely kills raiding.

Senator Rm. How long has that been the rule ?
Mr. Hovr. That has been the rule a great many months, Senator.

I would not dare to say how many months.
Senator Run. Less than a year ?
Mr. Hovur. Yes; I guess less than a year, but it was made the

rule as soon as this thing began to get troublesome.
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Senator Run. The trouble with the stock exchange is that it is
always performing that which is just about to be performed by some.

bodY else.
Mr. Hovwr. No sir.
Senator Rm. The condition has been then for a good many years.
Mr. Hovar. But it does not, Senator, enter into the question at the

moment, and when we see in the papers in the morning repeatedly
that the bears are vaidipg the market that is an absolute lmnposel-
bility and an absolute mistatement oi the fact. We read it every
day, but it is a misstatement. I wanted to bring that point out.

senator CONNALLY. Have you been before the Banking and Cur
rency Committeel They are investigating the short selling raiding
now.

Mr. Bovn. Have II
Senator ConxzAr. Have you been before them I
Mr. Hovur. No, sir.
Senator CowxauT. You probably ought to go, because I think you

can give them some information.
Senator Rli. Mr. Hovey, it is vey easy to s that the impostion

of this additional tax Is itng to make the life of the trader and the

specialist much more difficulf. Have you heard of a new Interna-
tional Stock Exchane being ineorporated in Canada?Mi.. rb: No ] S.

Senator Rm. hince this suggestion first came out in the House?
Mr. HoV. No sir. I take no stock in it.
Senator RuzW; ou take no stock in the rumor?
Mr. Hovr. No, tir; any more than this billion-dollar raid which

was going to take place on Saturday; absolutely no stock in It.
Senator Now. It occurs to me that if such an institution has been

incorporated, it would show an expectation that Ameriea was going
to lose a lot of business and that Canada was going to get sot
Migt not this tax have that elect?

Mr. HoVr. Well, sir, I should doubt It. I do not know. I do
not pretend to be able to answer that. I do say the trouble with
the quarter of Iper W tax is that it hits rjght at the nerve center
of thie whole financing picture, It means th t f the Teltnne Co., as
they will, want to el- stock, they won't be able to sell it as ready
or at as high a price, which means that if they sell it at a lower price
they haveI t to pay higher for their money, and it is going to cot
the subsel r more.

Senator Rm. If an odd lot is sold, it is further away from the
market.

Mr. Nov5M. Yes Sir,
Senator Am. #owld not. the effect of such a tax be to encoure

bucket shops to a great extent, where there t no real transfer an,
cosquently, no, tax to payI
Mr. Uuvzkr. Yes, sir; butt bucket shop are illegal, and after a

time I don't think they. would get very far.
Senator Iw. You -thin then that the effect of the tax would

merely be to dry up trailing?
Mr. Hon. Yes, sir. Aind I am sure, when I tell you that al-

ready New York by doubling the tax will lose money in March, that

1257
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is as good an indication as you have that the Government will never
in the world get $75,000,00G a year out of this.

Senator Rzmo. Between what periods would you make that New
York comparison ? I

Mr. Hovt. The month of March.
Senator Row. Last ear and this year?
Mr. Hover. Yes. They Just put it in.
Senator Ra. It showed a reduction in the month of March as

against what period?Mr. Hovey. A reduction in March, 1932, below March, 4931, i
spite of the fact that the tax was doubled. You would assume that
you would get twice as much money, but instead of that you get less.

Senator S nwrnDoE. It educed the revee?

Mr. Hovr. Yes, sir; by doubling the tax. Something "ike
doubling the car fare; you might get less money, becauo ,fewer
people will ride.

Senator Raw. Other ftctors might haveenteed',into it, how.
ever, such as a reduction in the volume of sales. -

Mr. Hovey. Yes, sir. But, another vry 'pWodant .ator which
they do not take Into consideration, which affectsit, is that all 9f
these stocks are going on a o much lower basis, so thit the tat is
not so much, because the tax is in proportion to the price the stock
sells at.

Senator CONNALLY. This tax will only amount to 25 cents'on $100
worth of stock.

Mr. Hovr. Yes, sir.
Senator CONNALLY. Do'you regard tht as extremely burdensome?
Mr. Hor. On 100 shares of stock it i $25.
Senator CONNALLY. If they: are worth par I
Mr. Hovur. Yes.
Senator CoN.tS,. But the stock that you cited waq $1.,
Mr. Hovey. Yes, sir. But I am talking about a stock i'ke Tele,

phone, for instance, that sells around $100. Th tax would Pe $25;
and then the State of New York tax is $4. That makes $29;'

Senator Rm. The Federal stamp tax s $2 and then the broker's
cinisson is how much [

Mr. ,Hovur. The brokers &mmiuion: on that ' Telipione would
be- $20.0I

Senator Rm. There is $51 in coniissoui and t4 t.,
Mr. Hovar. Yes. But, of'c6urse, the trader is iot interested 'iv

the commission,. , , ,
Senator RawY. But the general public is.
Mr. Hovr. Yes, sir..' ":'I
Senator CoNNALL,. They are gong to lose that oeter they pay

this tax hill or not. But this tax itself would onl be U5 ets on
$100 worth of property. Do you think thit would izrupt the stockexchapgeo, whereas these other charges t you ju4 ne timed0pre
going on anyway

r. Hovzr. It would for the trader.' The trader acts 4s a middle
man.

Senator CoxMnnr. He gets it co'Ing and going, doesn't ? ,

Mr. Bomr. They don't pt rich. The die veryyo .,
Senator CoN z;n. He is going to make something out o:f it.



RVENUt ACT OF 1932 1259
Mr. Uovzr, If he guesses right. If he buys avid the stock goes

up. Supposing we had 2,000 shares of New Haven to Rell fqr a bank
or any other stock. If it were not for the trader we would not fat
anythin like as good an execution as we do with the trader The
trader, ff I may say holds the baag, and then when that order s
executed and soneboAy else comes in and wants to buy, he feeds it
out to them and he closes up that gap. He makes the market.

I might mention an extreme case of how the market woid be
without the trader. In Boston the other day there was a sale of
Boston & Maine preferred stock. There hag not teen a sale for
some time. The previous sale was at 50. These 20 shares sold at
24, off 26 points. There were no sales between. Banks were carry#
big the stock as worth 50. Overnight everybody, all insurance corn-
panics, and everybody that owned that stock found out that because
somebody sold 20 shares their stock, instead of being worth $60, was
worth $24. There is a Simon-pure market without a trader and
without short interest and without any kind of interest. That is the
ultimate of what this thing is aiming to, and, of course, it won't
get as bad as that, but that is the tendency of such a market.

Senator SioaoRm. Thank you very much, Mr. Hovey.

ixtoNDnu SVNITT W BY 1*3 fRANCISC0 KINO hXOHNGZ IN
OPPOSITION TO TIN Tfl UPON TA3*81215 01 STOCKS

cOMxmtrnU oK FiwAw,
Senate of the United states, Senate Offie Buildtng,

WashIngton, D. 0.
O enun: We respetfully submit that the minimum tax rate of 4 cents

per share on all shares which has been attached to the tax schedule on sales, ot
stock as passed by the House of Representatives is unconstitutional. It 1g
Improper classlfication for taxing purposes. A tax upon shares which are well
known to have willely different values becomes unequal, because the same levy
Is made against Property whether the same he worth $1,000, $100, $10, or
10 cents.'Furthermore, such a tax becomes confiscatory, particularly when applied to
the shares, dealt in at the San Francisco MRinl Exchnge, and such confiscation,
In whole or In part, results in the case 6f at least 90 per' cent of the shateN
dealt in at this exchange.

The Court of Appeals of the State of Now York has held such a tax uneon.
Atitutional. See People ex rel. Farrington (187 N. Y. 8), wherein are cited
numerous decisions of the United States Supreme Court.

The tax schedule which establlshes a rate of one.quarter of 1 per cent upon
the sales prices is so high as to result, in our opinion, in such a handicap to
dealing that it will result in greatly decreased transactions In all stocks selling
In the higher brackets, while the minimum tax rate of 4 cents per share would
absolutely preclude trading, In any event.

We respectfully submit that if Congress finds it iecessary to continue any tax
rate upon the transfer of shares, such proposed rate should be reduced to at least
one-eighth of 1 per cent upon the sales price and this percentage should be made
to apply to all shares in accordance with the proceeds of the sale thereof.

The same general objection applies to a tax rate fied upon the par value
rather than the market value, as this becomes exceedingly burdensome to all
shares selling at less than the par value. There tre many stocks having a tar
vihue of $100, selling at $5 or less per share. There many others selling as
low as $1 per share. When taxes are levied upon the par value, the man who
owns stock which has declined to $5 pays 29 times the tax levied upon the
money 'involved in an equal trade In shares were the selling prke Is equal to
the par value of $100 per share. ' I

We believe that the proposal of the House to establish the tax upon a pew-
centgtge of the selllpg price, rather than upon the par value, will bring greatly
needed relief to a large number of holders of stock which are selling at a mbre
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fraction of the par value, and It is our belief that from the standpoint of raising
funds trom the transfer of shaes a larger amount may be expected If trading
and dealing Is not throttled, and It a reasonable percentage basis, such as one-
eighth of I per cmt* Is established upon the sales price rather than upon the
par value.

It will be rsoognised that all shas selling under $16 per share are affected
by the proposed minimum rate of 4 cents per share, which Inflicts an addi.
tonal tat over and above the normal proposed rate of cue-quarter of 1 per
cent, which doubles, trebles, ard Increases continuously as lower prices are met
until the point of confiscation Is reached upon the low priced shares such as
those listed upon this exchange. To be more specifi, In the case of stocks sell.
lag at $6 per share, the proposed minimum rate more than trebles the tax;
on stocks selling at $1 per share, the Increase amounts to 16 times the normal
tax; on stocks selling at 60 cents per share, the increase amounts to 82 times
the normal rate; and on lower-priced stocks, partial and total confiscation
results.

We submit the following schedule to Indicate the percentage of Increased
tax upon the sale price demanded on low-priced shores under the minimum
clause of 4 cents per share over and above the high normal rate of one-quarter
of 1 per cent as poposed.

*O4Mere iW tr"weectfou

twore Of ov 0 U,a W,

Is".

O~m ................................. . SL , 4 0

! otl ......................... ............ .. .12 40o 0

4mrs ................ ....................... , L

We respettflly submit that while the tax rate upon trtnaers of stock
should, of course, be fixed upon the sales pries Instead of upon the par value,

11pm

as at present, nevertheless ths'e eentage rate of the tax should be te sameon a sar"
San Irrancsoo, Calf., April 11, 101.

R e o p e t f U l l y u b m t t e . O A A . H M , P ~ fIMA .0 M . & SMA,

NUIMUS ONAA~ms Of 8CSM,

*N¢ iflofiopweL~e

zil0no A. C. NVANXl
PS N14M, BNAN & 11INGIeRM UD280

Wr. AMON CART21n,
How PIG", R#W 'Fork C ity.

M DAsu. CAsm: It is the general Imprseon that the tender tax of
onefourth of per sent on f toli on e-h h of I per ent on bondth and one,

twentieth of I par cent on commodities agieot Wall Street adversely, and that theyare tax res , concern only Wa l Street. Nothing could be father from the
truth, for while their effes. on Wall Street-whethe it be in the banking or the
brokerage Fraternits -- will be te disastrous, the effect will be ne1l.ible as
compari t ta upo some 1 ,000,000 investors, to say nothing or countlessmiions of frmer eth of wo in We end must pay thee taxes,

in amfta nef there ane only two poits which ln-tr Congress and the public
Iso a s brokers are concerne. The first is that the great majority of the
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15,00M to 200,000 employes of brokerage houses will join the ranks of the
unemployed and their families be deprived ot means of support,. The second is
the effect on the real estate situation in each local community that will be felt
by the closing of space which Is now occupied by hundreds of bi mnch office of
brokerage firms.

Here are some of the situations which will be created should these proposed
taxes be passed:

1. The volume of transactions which create liquidity on the New York Stock
Exchange will be so seriously reduced that the freedom of that market will be
threatened.

2. The I vostpr of this country have s4red losses through the shrinkage of
their sourities hat are ering. Listed stocks on March 1 had a value of
$27,585,089,257 and listed bonds had a value of $89,847,050,100. The transfer
tax of one-fourth of I per cent on stocks and one-eighth of I per cent on bonds
amounts to $118,148,785 on a single change of ownership. In other words, invest.
ors, whose losses have already been gigantic, must now face further substantial
losses by the imposition of such a tax and as I stated above, it is conservatively
estimated that there are 17,000,000 Individuals In tids country who own securities.

8. The volume of the commodity exchanges has shrunk in the past several years
to such negligible proportions that futures business in cotton and gran has almost
ceased to exist. This is quite largely the result of the operations of the Farm
Board. An additional tax on futures trading will greatly narrow even the present
small volume in these markets to the detriment of prices, for it is almost axiomatic
to say that as the volume of trading grows smaller, prim decline.

4. The tax would tend to freeze loans by reducing the liquidity of attached
Collateral.

5. It would make new fntpeng, rglp.el 0 h more dtiult If not it
Iosible and thereby'provide s brake on the ef6rt of edrpotttlons to develop

their business in the future or to take ears of such pressing fianelal needs as
milht develop.

8. It would invite a rejuvenation of the bucket-shop evil and methods of
distribution of securities which have not the supervision of an organized exchange.

7. It would probably fal far short of producing the predicted $78000 000
of revenue, for the law of diminishing returns would- unquestlonably be invoed.

There is no precedent for such a ta in any country in theworld. The tax is
highly deflationary in character and is a serious threat against the immediate
revival of business for which the entire country is praying. in the brief time
since the House paued this tax, securities have shrunk In value between four
and five billions of dollars, and confidence on the part of millions of people In
the recovery of this country from its economic ils has been struck a staggering
blow. I reiterate that thi is not a tax against Wail Street; it is a tax against
millions of investors and commodity producers, and already a shrinkage in the
value of their prertr has orreO which is 0 times, or thereabouts, as great
a the amoutt which t 'uieeketo Mi by the tax impOsed.

I hope you will find whit I have said herein to be of interest and If you agee
with my thoughts In the matter that you will convey them to your Senators,
and paticularTy to Senator Connly. who is a member of the Mance Committee,
In a forceful a manner as possible.

I hot very much to have the pleasure of seeing you on this visit and If pomible
would be happy to have you lunch with me.

Meantime, with very kind reprds, I am,
Sincerely yours, . .

115102-82---0
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TAX ON TRANSFER OF BONDS

BRIEF O SARL 1. KNOOB, 0 511AW Of CERTAIN 8KCONDARY-MARKRIT
BOND HOUSES

There Are a limited number of so-called secondary-market bond houses In the
United States. It is their sole function to purchase blocks of bonds which can not
readily be absorbed by the market, and to dispose of the blocks in smaller quantities
as rapidly as possible. Bond houses of this character were created solely by
reason of the necessity for their existence. Banks Insurance companies trust
companies, and estates frequently find It necessary to liquidate their bond hold,
ingr promptly. In many instances the normal stock exchange facilities are In.
adequate and the sale of a large block of bonds would seriously depress and
disrupt the market. If the sale can be spread over a reasonably short period of
time, so that the bonds are offered In quantities which the market can readily
absorb, they will bring their true value. This Is the function performed by
secondary-markot bond houses. Their existence is peculiarly necessary in the
west where market facilities are limited. I

Bond houses of this character act only as a secondary or Intermediate market.
They do not purchase for ownership or investment, 'They purchase solely for
the purpose of resale. They do not underwrite the issue of bonds. -They do
not act as brokers. They do not deal in common stocks. , 

In the case of Weeden & Co. the average net profit over a 7-year period has
been but $2.39 per $1,000 bond. In 1931, this company operated at a net loss
of $70,740.41 on a volume of sales of $122,332,000.

In 1930 with a sales volume of $97,839,000 and a net income of $203,000 the
tax would have been $120 000.

In 1929 the tax would have been $80,000 against profits of $170,000 on sales
of $69,337,000. 1. .

If section 724 is applicable to houses of this clhracter, it merely means that
they will be forced to go out of business. The tax will be approximately one-
half of their profits. In 1931, it would have added $180,000 to Its lop_. In
190, and 1920 it would have taken over 50 per cent of Its net income. There
is no opportunity for them to pass the tax on. ..

Bond houses of this character should enjoy the same privilege of exemption
from payment of the tax as brokers. Although they actually take title to. the
bonds, they are in fact only a-sales agency.

We have purposely refrained from discussing the general policy of iposing a
tax upon the transfer of bonds; This matter has been adequately covered by
witnesses before the committee. If the tax is to be imposed, however, we respect-
fully request that an amendment be adopted substantially as follows:
On page 258 of the bill now before the Committee on Finance, after the comma

In line 6, insert the following: .
"Nor upon deliveries or transfers of securities acquired for resale (but 'not in

connection with the Issue of renewal thereof) by a dealer In securities in the
ordinary course of his business,".

Respectfully submitted, , EARL F. KNOOD.

LETTER or DAVID SPIECIGL

MAX SPIEGEL & SONS Co. (INc.),
New York, April 19, 198*.

Memorandum to the Senate Finance Committee, Washington, D. C.

THiE PRESENT LAW TAXING "ROLL-YOUR-OWN" CIGARETTE PAPER BOOK

Section 402, revenue act of 1926 provides that cigarette paper books containing
28 leaves or less may be sold or distributed without the payment of a tax; those
containing 26 leaves or more require the payment of a tax.
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SIl IOUS INTENTION OP Tfl LAW

The tax-free provision for cigarette paper books of 25 leaves or less was arranged
to permit the continuance of an old CoustnI In the tobacco Industry of furnishing
one free cigarette paper book of Inappreciable size with each package of smoking
tobacco. ,

When Congress levied the tax on cigarette paper books of 20 leaves or more
and at the same time provided for the sale and distribution of cigarette pap or
books of 25 leaves or leo without the payment of tax, it did not Intent that the
distribution of these tax-free cigarette papar books be unbridled and uncontrolled.

The taxable and nontaxable features of the law were to operate side by side
and not as a means of interferlng one with the other.

Obviously, Congress did not Intend that the tax-fioe feature of the law furnish
a loophole for the evasion of the payment of the tax therein provided for. Yet,
this Is precisely what is taking place to-day.

OJJECTIONAIILN PRACTICES UNDEI TIHtE P1C51NT LAW

Within the last year or so it has developed that a certain loophole In the law
Is being taken advantage of. Certain manufacturers of smoking tobacco are
distributing cigarette papers in a quantity of 20 leaves or more and are not
paying the tax thereon. Tis Is being accomplished by the method of supply-
ing these cigarette papers in nontaxable book units of25 leaves or less. For
example, manufacturers of smoking tobacco desiring to distribute 40 or 50 leaves
of cigarette papers, which quantity under the law requires the payment of a tax
of one-half cent, do so by the method of dividing the 40 or 50 leaves into two
book units of 20 or 2 leaves each, thus evading the payment of the tax to the
Government.

Similarly, one may issue in place of a taxable cigarette paper book of 00, 80,
100, 150, or 200 leaf size the equivalent in nontaxable book units of 25 leaves
or less.

This subterfuge or evasion is made possible by the wording of the present
law, ,idch fails to limit the manner and quantity in which cigarette paper books
of 25 leaves or less may be distributed without the payment of tax.

RESULTING INJURIES

1. To manufacturers of brands of taxable cigarette paper books. The uncon-
trolled and abusive distribution of tax-free cigarette books in the manner above
indicated is adversely affecting the sales of brands of cigarette paper books in
standard sizes of 100 leaves or more on which taxes have been paid and must
continue to be paid. This, we claim, is unfair competition. It puts the seller
of taxable brands at a competitive disadvantage against those distributing tax-
able quantities of cigarette paper leaves in nontaxable book units of 25 leaves
or less.

2. To the Government. By the subterfuge above described the Government
Is being deprived of considerable sums In taxes to which It is justly entitled.

rhat part of the law allowing for the sale and distribution of cigarette pap or
books of 25 leaves or less without the payment of tax is defeating toaconsider-
able extent the main purpose of the law, which was the collection of a tax on
cigarette paper books containing 28 leaves or more.

CONCLUSIONS AND REMEDY

To eliminate the unfair competition against the manufacturers of brands of
taxable cigarette paper books, and in the interests of increased Government tax
receipts, we importers and manufacturers of cigarette paper books who pay the
tax respectfully request that remedial legislation be now enacted along either of
the two following lines:

1. That the wording of the present law be amended so as to limit and control
the sale and distribution of tax-free cigarette paper books of 25 leaves or less, as
follows:

(a) That such books are to be tax free only when delivered to a licensed manu-
facturer of smoking tobacco and used by him for distribution as complimentary
cigarette papers with his smoking tobaccos.

(b That this distribution by such licensed manufacturer be limited to one
cigarette paper book of 25 leaves or less to a package of smoking tobacco weighing
no less than I ounce; packages of smoking tobacco weighing less than I ounce
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should not bear tax free cigarette papers because a book of 25 leaves for such else
would be an appreciable quantity and not an Inappreciable quantity of cigarette
pa Iuintended under the law,

(e) that such tax free cllarette paper book be appended to the smoking tobacco
9(d) That, If cigarette paper books of 25 leaves or less are made by the mant.

faturer Of smoking tobacco for his own needs, their distribution Is to be limited#
as here described.

2. That unless thi sale and distribution of tax-free cigarette paper books of 25
leaves or less are limited and controled, as here requested, we advocate the
abolition of tax.free cigarette pape books altogether.

Respectfully submitted. DAVID Buinot.



TAX ON CONVEYANCES

STATEMENT OP EDWARD P. DOYIE DlUTOR 01 TEE IVREAU
OF PUBLIC APPAIRS O THE REAL biATE BOARD Or N2W YORK,
NEW YORE CITY

The CHMMAnw. Very well, Mr. Doyle. You may proceed.
Mr. Doys Edward P. Doyle director of the bureau of public

affairs of the Real Estate Board of New York, and with me Mr.
Clarke 0. Dailey, president of the Alliance Realty Co., owning a
large number of buildings in the financial district of the city.
In the district known as the financial district of New York the

assessed valuation is $1,250,000,000. We pay the city of New York
$8 750,000 a year in taxes.

ibis district has been more badly hit by the depression than any
other district In New York City. All the businesses there are mori-
bund or are in very bad shape, impgrtng, exporting mining, ship.
ping, the cotton exchange, the ucts exchange, the ml
change, and all the allied businesses1 promotion houses, bond houses,
the accountants, law firms specializing in corporate matters. They
are all doing nothing.

It is almost impossible to secure new tenants and extremely diffi-
cult to hold old tenants at profitable rents. There are scores of
vacancies in every large building. In one of Mr. Dailey's build-
ings stock-exchange brokers pay over a million dollars rent each
year. Two thousand of our tenants will be put out of business by
this tax. We have had a very trying situation with them;.they say
that if this tax goes through they will be unable to do business and
they will leave our buildings. That means a loss to us of $8,000,000
in rents and a capital loss of $100,000,000.

Our tenants also tell us--and they are honorable men and men that
we have had business with for years--that it will not bring you in any
revenue, because it will stop the business that makes heir living
profitable; I mean the floor trading and the office trading, the sma
trading.

I can not understand the policy of Congress in attempting to
remedy a business depression by imposing higher taxes on business.
I do not see why you should have any of these nuisance taxes, so far
as that is concerned because you could easily get all the rAvenue you
want by having a half of a per cent turnover tax and a broader
tax on incomes. The only reaction against that is that the poor
would pay. Why shouldn't the poor pay? England is balancing
its budget and is getting ahead and they are getting one-quarter of
their income from the poor. the rich pay half their income to the
Government. The other taxes that they get are from the middle
class. The poor get more from the Government than any other clam,
more than the middle class anyway.

I happen to belong to the unfortunate middle class. I have to pay
burglary insurance, fire insurance, for a watchman to guard my
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house, have to pay for a doctor, a dentist, and a nurse. If I have to
go to a hospital and get a room I have to pay for it. I do not get
an old-age pension. Iam 70 years old, but my widow will not get a
pension t I die. The poor get all that, free and yet you say the
poor should pay no part of the expense of the Government.

Senator HAMJISOU. Would you rathr'r have this tax or a tax on
rents 

Mr. DoyLz. A tax on rents?
Senator IARmUsoN. But you do not advocate a tsix on rents?
Mr. DoYLe. Well, the 10 buildings I own are vacant.
Senator HARRISON. So vou would not goet any of'thatV
Mr. Domsi. I have a Scotch wife and she won't sign mortgages,

but I have $3,900 tax to pay on the 1st of May and with no tenants
in ny houses.

Senator BARKL.Y. If the Governient would guarantee you some
tenants you would be willing to pay the tax I

Mr. DoTLR. I was induced by the chamber of conimerce to build a
great many houses during the boom in the shipbuilding industry,
and I sold those houses to the tenants, and now that the tenants are
out of work they have turned the houses back to me, but there are
no mortgages on them, fortunately.

But what we are asking for is not to do-
Senator Gon (interposing). Let me ask you-is there a general

decline in rents You say there are a great many vacancies. Has
there been a general decline in rents?

Mr. DOYLE.' Oh, it is intinense. I sent my information to the Na-
tional-what is that concern that gives out informationV

Senator HAUISON. Mr. Hoover's council.
Mr. Donmt. Oh, no; they give out the cost of living.
The CHAnSIN. National Industrial Co.
Mr. DoYLe. Yes; and I just reported to them that 27 per cent of

all the tenements in New York City are vacant and there is really no
fixed rental at all. They take whatever they can get.

One of my people that I represent was telling .about two of his
biggest and best tenants. One was Mr. Krue)ger, who committed
suicide over in Sweden. The other was a president of a bank that
failed here last week. Each had signed a lease for 15 years at $10,-
000 a year. And that is happening all over New York City.
[Laughter.] o r word 

There is just one other word I want to say. I took Senator
Smoot's advice yesterday and bought a lot of stock in 10-share lots,
and I fouid that they were dividend-paying stocks, but the reason
they were not bringing any price was t1t, there is no market. And
the same with real estate; the prices have gone down 40 or 50 per
cent not because it is not worth the price but because there is no
market.

Senator GoRE. Is that due to short selling?
Mr. Dommx. No; that is only due because everybody is scared to

death of what Congress is going to do.
Senator Gomw. I thought m. qbe it was due to bear raids on real

estate.
Mr. Dor. No, Senator Gore. I was under the impression that

Congress was composed of all the aggregated wisdom of the United
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States. It ought to be. But when I see what you are trying to do,
wlwne you could easily raise the money by a turnover tax or by broad-
enig the base of the income tax, it seems silly that men like you
would consider all these ridiculous nuisance taxes to stop business.

Senator Goae. If you ever had the idea that Congress employed
wisdoI, I think you ought to have an old-age pension.

Mr. l)oe. ifOW it can get us out of this depression by taxing
business is something I do not understand.

I heard Mr. Jomiali Stam the other night. I belong to all the
civic organizations in New York City. He talked the other night and
he told us that one-quarter of the whole income now of the poor is
turned over to the Gove-iment in Great Britain, and half the income
of the rich. And lie said that- they did that by getting men like
Senator Smoot and Senator Harrison, of both political parties, to.
ether and saying, Here, this labor crowd is ruining the country,
et us form a coalition government, and throw aside politics but do

what we can for the Empire of Great Britain." And that iR what
you gentlemen ought to do here. [Laughter.] Well, you know
what I mean.

STATEMENT OF HARRY . OERRITY, WASHINGTON REPRESENTA.
TiVE OF THE NATIONAL ASSOCIATION OF BUILDING OWNERS
AND MANAGERS

Mr. GERRTY. Mr. Chairman, Joseph F. Mann, of New York City,
is counsel for the National Association of Building Owners and Man-
agers, but he is unable to be present this morning, and has requested
me to appear in his stead. The headquarters of the National Asso.
ciation of Building Oxners and Managers is located in Chicago.,

The CHAIRMAN. What is your name?
Mr. GnxTY. My name is Harry J. Gerrity, and I am the associa-

tion's Washington representative. •
The National Association of Building Owners and Managers is a

trade association which is 25 years old, and is composed of federated
local associations in 43 cities throughout the-country and associate
members in 94 additional cities. There are also two State associa-
tions, one in Michigan and one in North Carolina. We are particuo
larlv interested in all problems of taxation affecting real estate.

The office building industry in the United States represents an
investment of $7,000,000,000, and as the spokesman for that industry
I desire to subnt for the consideration of the Senate Finance Com.
mittee certain proposals which we feel are deserving of earnest con-
siderations by your committee at this time. Our full tax program
tantains nine points, as follows:

1. We favor a balanced Budget.
2. We oppose unnecessary increases in Federal taxes.
3. We advocate reduction of Government expenditures and strict

economy.
4. We urge that taxes affecting real estate be reduced.
5. We support a modification of the tax on capital gains and losses.
6. We are against the stamp tax on real estate conveyances.
7. We suggest the deduction of taxes generally for income tax

purposes.
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8. Dcductions for depreciation as between the lessor and lemm
should be allowed in all ases.

9. We are against the amendment to section 115 (b) as adopted
on the floor of the House in regard to dividend distributions by cor.
porations,

I shall first consider the five points Involving suggested amendment.
to the pending bill, and then I would like to convey our views as to
how to balance the Budget and how to raise the necessry revenue to
balance the Budget.

We support a modification of the tax on capital gains and loesse.
President Hoover in his Budgt message recommended that Con.

gis inquire into the economic effect of the provisions of the present
law relating to capital ains and losses. Our suggestion relates only
to the profit on e sle of land or buildings. -Be with the
Revenue Act of 1921 Congress inserted special provisons as to capital
gains and losses whereby the ta rate, at the option of the taxpayer,

ould not exceed 12% per cent of the capital ain, In 1928, after the
present law was ado pted Mr. L. H. Parker the chief of the division
of investigation of the Joint Congrssional Committee on Internal
Revenue Tation, prepared a very complete and very able report
on the subject of c ap0t ainswad lose.

The CHAIRMAn. Wuld you like to have that put in the record at
this point?

Mr. GUNTVY. The report is undoubtedly available to the members
of the committee and I only want to emphase the conclusion reached
in that report. $r. Parker stated that:

The present system of taxing capita alas and crediting capital low Is neither
sound nor Isultable, It appears that the method Is not based on any econonic
principle aJn can only be defended on the ground of expedienoy.

It has been demonstrated, therefore, that our present method of
taxing capital gains and loses is not satisfactory, and the report
referred to said that it "should be continued only up to such time as a
better and more equitable method could be found."

In 1923 the tax simplifictsion board made a report to the Speaker
of the House reoommeming the entire elimination of profits on sales of
capital assets as income, and losses on such sales as deductions. The
report of the joint committee, in 1928, points out that the present
capital gin d loss provisions a inequitable and are based upon no
sound the or principle; that they can be defended ony on the
gound of expediency; that the present provisions are of no benefits

98$ per cent of the taxpayers, and are of substantial benefit to lee
than one-fourth of 1 per cent of them; that they are of substantial
benefit only to about 9,560 persons with net incomes in excess of
$100,000, out of a totaf number of 41,171,051 individuals making
returns; that the percentage of relief from taxation provided by the
provisions becomes greater as tho net income becomes greater; and
that these provisions give the same relief in the case of the sale of an
asset held for two years as they do in the case of an asset held for 20
years. Moreover, it was pointed out that a large part of the tax on
capital gains is derived from the taxation of appreciation in money
value a distinct from actual value; in other words, a large tax is
derived merely because of the reduced purchasinq power of the dollar.

Our proposed modification of the tax on capitil gains and losses
would apply the 12$ per cent rate to both individuals and corporations
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but would have application exclusively to sales of land or building.
We think that Congre is convinced that from the economic poi t
of view it is wrong to ta the sale of capital asset. That wrong has
been so long perpetrated that we do not ask or expect the total1&oll.
tion of taxation of capital gairs, but we recommend as a st artig
point that Congress modify the present scheme of taxation, so that
m the case of land or building. exclusively, all sales by corporations
or individuals would be treated in a spial manner, thereby elimi.
sating any necessity of a March 1, 1913, value or a resrt to a cost
basis in order to determine the taxable capital pin if the property
was held for more than 15 years.

Mr. Parkers' report, aofted by the Joint congressional committee,
shows that 85 per cent of a apta ins of persons with net incomes
in excess of $30,000 usually a from the sale of securities. By
limiting our recommendations exclusively to the sale of land or build.
i, and not Including securities, or other capital ts, it becomes

evident that the Fedeial revenues will not be greatly affected. This
recommendation of our national association is not for immediate
relief from taxation or for the purpose of shifting the burden of up-
porting the Federaf Government to the shoulders of others; but t
s a proposal, both logical and necessary in effect to decrease a small

Crtlon of the enormously lawe burden of taation which real estateC? this country is carrying and will doubtless continue to carr for
some years to come.

We propose an amendment to the pending bill (H. R. 10286) by
siding to section 101, at line 7, page $7, a now subsection (0), reas f ollows #

Sa(e) Se of land or buildings: In the cie of sales of land or buildings by any
taxaver, whether mads by an Individual or a corporation there sha be in-
ciuded In or deducted from net Income subject to normal and surtax

100 per cent of the gain or loss resulting from the ale of an asset which has
been held less than 2 years.

90 per cent of the gain or loss resulting from the sale of an asset which has been
hold 2 years but less than 3 years.

80 per cent of the pin or loss resulting from the sale of an asset which has been
held 3 years but Ies than 4 years.

70 per cent of the gain or loss resulting from the sale of an asset which has been
held 4 years but less than 5 years.

60 per cent of the gain or loss resulting from the sale of an asset which has been
held 5 years but les than 7 years.

50 per cent of the gain or loss resulting from the sale of an asset which has been
held 7 years but less than 10 years.

40 per cent of the gain or loss resulting from the sale of an asset which has been
hold 10 years but less than 1,5 years.

0 per cent of the gain or loss resulting from the ale of an asset which has been
held 15 years or more.

This amendment would not cover land or buildings held for less
than two years. The full amount of gain or loss in the case of land or
buildings held less than two years would be included in or deducted
from net income subject to normal and surtaxes at the ordinary
rates.

The CHAIRMAN. Well, that is the same proposition that was made
in 1922 is it not?

Mr. (bERITY. Mr. Parker pointed out in his report in 1928 that
the amount of revenue to be lost at that time would be only $7,500,000.

I believe the Government would gain at this time if this amendment
was adopted.
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As to the stamp tax on conVoyavoes, we think that it is in the nature
of a nuisance tax and is quite unnecessary. When it was in force from
1918 to 1926 the Treasury collected it together with stamp taxes on
stocks and bonds and powers of attorney. They have no breakdown
of the amount of revenue which was collected from this stainp tax.
The Tresuy estimates are altogether unreasonable, in my opinion.

They state that $10,000,000 wil be derived from this tax on deeds
or conveyances. The tax only applies to the equity sold; that is
the amount of the mortgage is deducted. That would mean a tax of
50 cents for each $500 of the equity or $1 for each $1,000. There
would have to be the sale of $10 000,000,000 worth of equities in
each calendar year in order to produce $10,000,000 in revenue. We
think that that is a highly exaggerated estimate of the amount that
would be produced at this time. There is very little of equities being
sold in reil estate to-day. And the revenue from this stamp tax on
conveyances would, in our opinion, be a very insignificant amount.
snator Hayden, of Arizona l rn opposed to this tax.

The CHAIRMAN. If there is anything that you want to put in you
may put It in the record at this point. If you can put in the balance
of yoir statement you may do so.

Senator RzED. 17 would like to hear his suggestion for raising the
revenue. He has told us he has a number of ways of producing it.

Mr. GERRITY. Senator, I would be veryglad to state that. The
chairman of our taxation committee is Mr. Uraham Aldis, of Chicago,
and we have given this matter very careful consideration.

A balanced Budget is essential The decline of 65 per cent in
income-tax receipts since 1930 makes some increase in taxes absolutely
necessary. The Budget law contemplated that the Government
would not spend mi any single year any amount in excess of 'ts income
for that year. When income decreases, the Budget should be de.
creased. The real solution is not to unduly increase Federal taxes.

We oppose unnecessary increases in Federal taxes.
Senaor REED. Well, everybody feels that way. The additional

revenue has to be raised, and I would like your suggestion as to where
we would get it.

Mr. GERITY. Our suggestions are these: We prant that interest
on the public debt must be paid., That is essential to maintain the
national credit. But aside from a billion dollars for interest and
sinking fund charges, the 1933 Budget calls for $2,431,303,350 in
expenditures for the various departments of the Government. Presi-
dent Hoover, in his Budget message, stated that there was an area of
about $1,700,000,000 which is available for consideration in seeking
means to curtail expenditures. Strict economy urges the abolition of
useless boards and establishments.

Senator CONNALLY. Do you know any of them? I would like you
to tell us some of tfem.

Mr. GERUTY. Tbe Farm Board activities should be curtailed.
Agriculture and the farmer has never obtained substantial relief from
the Federal Government. The Secretary of Agriculture recently
condemned agricultural loans and stated that as a loan agent his
department was the 'Prize boob in the history of finance." There
should be a moratorium declared on appropriations for which Con-
gress has committed itself in respect of many Federal projects. The
public-building program could well be delayed in times like these.
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Senator JoNss. Do you urge the abandonment of the public-
building program? Or the delaying of it?

Mr. Jo6RITY. The suspension of it until better times come. The
newspapers reported the other day that there was a $2,000,000,000
deflet Inhe Treasuy.

Senator JONas. Oh, you need not r peat all that. Let me askyou
this: Do you favor the suspension of the soldiers' bonus or the bil ion
dollars a year that we hare already obligated ourselves to TAY?

Mr, OURRITY. We say that without creating undue ardshi? a
moratorium might be declared as to a portion of the billion dolar
annual expenditures for veterans' administration.

Senator JoNEs. What size portion?
Mr. GOuRRITY. On the whole we feel that the tax bill ought not to

raise more than one half billion dollars, and that you can still reduce
expenditures to the extent of about $750000,000.

Senator JONos. How about the soldiers' bonus that we have
obligated ourselves to pay; how much of it would you ask us to
suspend?

senator CONNALLY. It is not a bonus, it is compensation, Senator.
Mr. GERITv. Sound business principles would suggest that when

you haven't the money to carry on an enterprise that you stop
operating it until you do get the money. If you start a 1u .1wng pro-
gram and can not borrow the money at the bank in order to finance
tle construction of the building you usually cease operations until
you can get the money.

Senator JONES. I guess we know your position,
Senator BINGHAM. You have not yet told us how much can be

cut out of the billion dollars that is obligated for the compensation
to veterans.

Mr. GEnRrTY. We are not experts as to that and our only sugges-
tion is that the matter might be studied, 'that without creatig
undue hardship and without denying the obligation entirely, just
postpone those payments until better times return and the money
is in the Treasury with which to pay those obligations.

Senator CONNALLY. For instance, with respect to the soldiers in
the hospitals, just postpone treating them for.two or three years?

Mr. U RRTY. That might create a hardship, Senator. Of course
we would not favor that at all.

Mr. Chairman, I would like to file a brief by Mr. Mann.
The CHAIRMAN. That may be printed in the record at this point.
(The brief of Joseph F. Mann, counsel National Association of

Building Owners and Managers, is here printed in the record in full
as follows:)

BRIEF O JOSEPH F. MANN, CouNSnL NATIONAL AsSOCIATION OF BUILDING
OWNERS AND MANAGERS

POIREWORD

The National Association of Building Owners and Managers is a national
association, representing through its membership many thousands of office build-
ings, loft udiidings, and apartment houses, having a value of over $7,000,000,000.
Thu owners of these buildings are represented by local associations located in
the following States and cities:

Alabama: Birmingham Building Owners and Managers Association.
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California: Building Owners and Managers Association, of Fremno; Building
Owners and Managers Association of Le Angeles; Building Owners and Man.

ars Association, of Oakland; Building Owners and Managers Association, ofI Francisco.

olorado; Denver Building Owners and Managers Association.
Florlda: Building Owners and Managers Assocation, of Jacksonville; Tanip

Association of Building Owners and Managers.
Uorhta: Atlanta Association of Building Owners and Managers.
Illinois: Building Managers Association, of Chicago; Peoria Association of

Building Owners and Managers.
Indiana: Building Owners and Managers Asoplation, of Indianapli&t,
Kansas: Building Owners and Maners Association, o K line City.
Kentucky: Louisville Association of Btilllng Owserm and Managers.
Louisiana- New Orleans Association of Building Owners and Managers.
Maryland: Building Owners and Managers Association, of Baltimore City.
Massachusetts: Boston Building Owners and Managers Assoclation,
Michigan: Building Managers A6ocation, of Detroit.
Minnesota. Building Owners and Manages Asuociation, of Duluth; Buildin

Owners and Managers Association, of St. Paul, Minneapolis Assoclation of Bultl
Owners and Managers.

Missouri: Buildig Owners and Managers Association, of St. Louis.
Nebraska: Building Owners and Managers Association of Onaha.
New York: Buildig Managers Association of Buffalo; management division,

Rej Estate Board of New York (Inc.).
Ohio. Building Owners and Managers Association, of Cincinnati' Cleveland

Association of Building Owners and Managers; Dayton Building 6 wnera and
Mng Assocation.

Oklahoma: Oklahoma City Association of Building Owners and Managers;
Tulsa Asso atIon of Building Owners and Managers.

Oregon: Vortland Associa on of Building Owners and Managers.
Pennsylvania: Building Owners and Managers Association, of Philadelphia;

Building Owners and Managers Associationt of Pittsburgh.
Tennessee: Building Owners and Managers Association, of Memphis.
Texas: Fort Worth Asociation of Building Owners and Managers; Building

Owners And Managers Association, of 84n Antonio.
Utah: Building Owners and Managers Association, of Salt Lake City.
Virginia: No o0k Association of Building Owners and Managers.
Waihington: Building Owner a"d Managers Association, of Seattle; Spokane

Building Owners and Managers Assoclton.
Also, Michigan State Association of Building Owners and Managers; North

Carolina State Association of Building Owners and Manager.
The National Association of Building Owners and angers representing

through its membership approximately $7,000,000 000 worth of oflco bulldi
loft buildings, and apartment houses In various cities of the United States me
the following suggestions as to the revenue act of 1082, now before the tissues
Committee of the United States Senate:

The National Association is comprised of federated associations in 43 ctie
and associated members in 94 additional cities, and in addition two State associa
tions. It is one of th, oldest trade associations In the United States, having been
organized 26 years ago. Through its ownership of office buildings, loft buildings,
and apartment houses, which are the working quarters and homes of almost every
kind of business it Is In close contact with, and entirely dependent upon, Industr
and the general business of the United States. Our properties represent the high-
est type development of real estate. We pay the greatest part of the local taa.
tion.

Peculiarly sensitive as we are to business conditions, and large taxpayers as
we arem, we believe that we have a right and duty to present our views on the
1932 tax bill while this bill is in proess of consideration. Our program is as
follows:

I. We favor a balanced budget,
Ii. We oppose unnecessary increases in Federal taxes.
III. We advocate reduction of Government expenditures and strict economy.
IV. We urge that taxes affecting real estate be reduced.
V. We support a modification of the tax on capital gains and losses.
VI. We - against the stamp tax on real estate conveyances
VII. Deduction of taxes generally.
VIII. DeduotIons for depreciation as between the lessor and lesie.

P
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X. Drvnimnw Dsnatmovrofe it CORPORATIONS

I. WE VAVOR A BALANOMD RUDGMT

A balanced 5 lrt Is essetial. The decline of 65 per cent In lncore 4 %
teiptus 19m0i makes some Inrease In taxes absolutel nooesr
Budget law contemplated that the Government would nt upend In any single year
any amount in excem of its income for that year. When Income decreases the
Budget should be decreased. The real solution is not to unduly Increase Federal

It. WE OONlE UNNECSOARY IRASE IN FEDERAL TAXM

There must bea atop to top Increases. The further expenditure of public money
will not bring proserty. Increased taxation will not restore business. The tax
burden now editing must be dearesed--ot Increased. Our industry, with all

other ownes of ea estate, is greatly overburdened with taxation-State, local,

and Federal Th pending tal bill should provide only for a very minimum of

additional taxes, A dollar saved is a dollar earned. The United States should first

trv to save in the cost of Covernment, and after all possible savings have been

eeted, then Congr es enact whatever additional taxes are necessary to cover

the deficiency in order to maintain a balanced Budget.

tit* WE ADVOCATE REDUCTION OF GOVERNMUN? EXPENDITUSIS AND STEW?
EONOMT

Some people say that reduction of Government expenses is Impossible beyond

certain point. We grannt that Interest on the public debt must ber 1 tod ht
Is essenti l to maintain the national credit. But aside from a billion dollars

for Interest and sinkn fund charges, the 1988 budget calls for $,41,,5 0 $so

in exwnditutrs for &h various departments of the Government. Pres-

dent Hoover in his Budget message, stated that there was an area of about

$,000,O00 whkh is available for consideration In seeking means to curtail

expenditures. strict economy urges the abolition of useless boards and estab-

lihmente. The Farn Board activitles should be curtailed. Afoultu and

the farmer has never obtained substantial relief from the Federal Government.
The Secretary of A culture recently condemned agricultural loans and stated

that ass loan aent Is department was the" Prime boobin thehistory of finance
There should be a moratorium declared on appropriations for which Congress

has committed itself in respect of many Federal projects. The public-buildin

ptoram could well be delayed in times like these. Suspension of further x ndi;

hures for this purpose should be immediately effect d. The Appropr-ations
Committee has taken such action in respect to the Arlington Bridge project.

Similar action can be taken in respect to all Federal building projects through-

out the country which are not now nearly completed and are not economically

justified. Strict economy requires a reduction in salaries, elimination of waste

and duplication. Without creatin undue hardship, a moratorium might be

declared as to a portion of the billion dollar annual expenditures for veterans'

administration. The Boulder Dam project Involving $16,000,000 for 1938 an

be postponed. It is up to Congreus to take such action; the spending depart-

ments of the Government will continue to spend so long as Cong provides

the funds and authorizes or ratifies proposed expenditures. t Government

receipts are insufficient, appropriations must necessarily be cut, the Budget

reduced, or taxes increased. T he latter alternative shouldbe sparingly availed of.

IT. WE URO TEAT TAXS APIVECTING RAL ESTATE 2M REDUCED

With all the demands for a balanced Budget the Treasury estimates of revenue

which the pending bill will produce, overlook the fact that the Budget will not

be balanced unless prinl and interest on foreign Government obligations i

paid during the next fiscal year. Nothing was pas d In 1932 on the foreln debt

because of the Hoover moratorium. The Treasury estimates Include $169 O00,000

a estimated receipts from foreign Governments on account of both principal and

Interest. If a balanced Budge dends upon these foreign debt payments, we

venture the prediction that there *will be a further deficit on June 80, 1930. In

other words, with all the proposed Increase In taxes as contained in the pending

bill, the Budget will not be balanced next year without the utmost economy.

We think Congress should strive to out appropriations at least $750,000,000.
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This could be accomplished through liquidation of the Farm Board; post pone-
ment of the Federal building program, which after all has been of no great lp
to the millions of unemployed; a partial suspension or postponement of expend[.
tures for veterans' administration, and a moratorium on Federal-aid highway
roilef. The latter item Involves $100 000,000 already appropriated in the
agricultural appropriation bil paed last month.

We look to the Senate to enforce the needed economy in Government expend.
tures. If results are speedily accomplished thou the pending tax bill need not
impose the enormous Increased burden of taxation. Real estate is particularly
interested at this time. Representing approximately 82 per cent of our national
wealth real estate carries by far the greater burden of taxation In this country.
Prof. 8. R. Ieand, of the University of Chicago, recently stated: "I believe the
real estate owners are unduly burdened, but * * * no tax reforms would
take the pltce of careful adiiistration in governmental offices for relieving
the tax burdens. Unnecessary units of Government should be eliminate&
economies of expenditure should be perfected." In the States 85 per cent of ad
local taxes is borne by real estate. Land pays the heaviest tax of any source 1i
this country. According to a recent survey by the National Association of Build.
ing Owners and Managers covering 178,807,000 feet of reutable office spase there
is an average vacancy of 19.85 per cent, or the largest in the history of industry.
No business in the United States is more depressed at the present time than
rnal estate. Urban real estate or farm lands are not selling in the declining
real estate market of to-day. Th6 counsel for the National Association of Real
Estate Boards has stated that practically all real estate to-day is being sold for
loss than the amount for which it was purchased. In appropriating $100,000,000
for the Federal-aid highway system Congres is directly contributing and adding
to the burden of localtaxation which real estate throughout the country is now
trying. The Federal Government should suspend all appropriations which In
their nature encourage State and local Governments to make expenditures of
money which comes, in most part from taxation of real estate. Dr. T. 8. Adams,
of Yale and Doctor Ely of Nortiwestern University, baye recently said that the
rising tide of real estate taxation in this country has reached the point where it
IS a capital levy, and is gradually destroying values. Governmental costs must
be reduced, and the sooner this can be accomplished the quicker will business
and industry revive.

V,. 0 WV SUPPOaT A MODIFICATION OP T E TAX O CAPITAL GAIN1 AND LOS2S

In his Budget message, President Hoover recommended that Congress inquire
into the economic effect of the provisions of the present law relating to capital
gains and losses. Our suggestion relates only to the profit on the sale of land or
Buildings. Beginning with the revenue act of 1921 Congress inserted special
proviion as to capital gains and losses whereby the tax rate, at the option of the
tpayer, Should not exceed 12% per cent of the capital gain. In 1928, after the
p-asage of the present revenue law the division of investlaton of the Joint
Congressional Committee on Internal Revenue Taxation mad=e a report, in which
it was stated Ithat the present system of taxing capital gains and crediting capital
losses is neither sound nor equitable. It appears that the method is not based onant economic principle and can only be defended on the ground of expedleney."

t has been demonstrated, therefore that our present method of taxing capital
gins and losses is not satisfactory, and the report, referred to, said that it ISho uld

continued only up to such time as a better and more equitable method could
be found."

In 1928 the tax simplification board made a report to the Speaker of the
House, recomftending the entire elimination of profits on sales of eapctal assets
as income, and losses on such sales as deductions. The report of the joint com-
mittee in 1928 points out that the present capital gain and loss provisions are
Inequitable and are based upon no sound theory or principle; that they can be
defended only on the ground of expendlency; that the present provisions are of
no benefit to 984 per cent of the tax payers and are of substantial benefit to
less than one-fourt of 1 per cent of them; that they are of substantial benefit
only to about 9,50 persons with net income in excess of $100,000, out of a total
number of 4,171,051 individuals making returns; that the percentage of relief
from taxation provided by the provisions becomes greater as the net income
becomes greater; and that these provisions give the same relief in the case of
the sale of an asset held for two years as they do in the case of an asset held
for 20 years. Moreover, it was pointed out, that e large part of the tax on capital
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gaIns Is derived from thutaxaton of appreciation In money ,value as distinct
from actual value; in other words, a large tax Is derived mely because of the
reduced purchasing power of the dollar.

Oit proposed modification of the tax on capital gains and losses would apply
the 12. per vent rate to both individuals and corporations but would have
application exclusively to sales of land or buildings. We think that Congress
is convinced that from the econonie point of vlew it Is wrong to tax the sale of
etipititi asets. That wrong has been so long perpettiated that we do not ask or
expect the total abolition of taxation of capital gains, but we recommend 4s a
starting point that Congres modify the present scheme of taxation so that in
the caseo6f lauid or buildings, exclusively, al sales, by corporations or Individuals,
would bo treated in a special manner, thereby eliminating any necessity of a
Marsi 1, 1013, valuo, or a resort to a cost basis in order to determine the taxable
capital gain if the property was held for more than 16 years. Moreover, if Con-

pMs would r all exan le in this re ard all of the States which niow have income
x litws would undoubtedly follow this example ht a short time, and hence real

estate such as land and/or buildings would in part he relieved from the burden
of lhteome taxation incident to the sale or disposition thereof. Stich a modifies
tios of the present law would have practically no effect on revenue at the presnt
tine because it is doubted whether there is ally a preciable taxable profit arising
front current sales of real estate but when prosperity returns this modified scheme
would have a highly beneficial effect on practically all real estate transactions
where th e land or buildings weic owned for two years or more and hence the
econonie recovery of the country would be facilitated.

The joint congressional committee report, made tit 1928, showed that 86 per
cent of the capital gains of persons with net incomes in excess of $80,000 usually
arises from the sale of secuitles. By limiting our recommendations exclusively
to the sale of land or buildings and not including securities or other capital a Ut,
It becomes evident that the federal revenues will not be greatly affected. Ts
recommendation of our national association is not for Immediate relief from
taxation, or for the purpose of shifting the burden of supporting the Federal
Government to the shoulders of others; but it is a proposal, both logical and
necessary in effect, to decrease a small portion of the enormously large burden of
taxation which real estate in this country is carrying and will doubtless continuib
to carry for some years to come.
V propose an amendment to the pending bill, H. IR. 10286 by adding to see-

t(on 101 at line 7, page 67, a new su ection e reading as follows:
a(e) kates of lan or buildings.-In the case of sales of land or buildings by any

taxpayer, whether made by an individual or a corporation, there shall be included
in or deducted from net income subject to normal and surtax-

"One hundred per cent of the gain or loss resulting from the sale of an asset
which has been held less than two years.

"Ninety per cent of the glan or loss resulting from the sale of an asset which has
been held two years but less than three years.

"Eighty per cent of the gain or loss resulting from the sale of an asset which
has been held three years but less than four years.

"Seventy per cent of the gain or loss resulting from the sale of anasset which
has been held four years but less than five years.

"Sixty per cent of the gain or lose resulting from the sale of an asset which
has been held five years but less than seven years.

"Fifty per cent of the gain or loss resulting from the sale of an amet which has
oen hld 7 years but less than 10 years.

46Forty per cent of the gain or loss resulting from the sale of an asset which
has been held 10 years but les than 16 years.

"No per cent of the gain or loss resulting from the sale of an asset which has
been held 15 years or more."

This amendment would not cover land or buildings held for less than two
years. The full amount of gain or loss in the case of land or buildings held less
than two years would be included in or deducted from net income subject to
normal and surtaxes at the ordinary rates. The amendment would apply only
to "capital assets" within the definition contained in section 101. The appllca-
tion of the amendment would be at the election of the taxpayer under subsection
(a) of section 101, In the cae of taxable gain or without such, election in the case
of a loss, as under subsection (b) of section foi, but in no case would the tax be
less than- in the case of a capital net loss, the tax computed without regard to
the provisions of section 101. In other words, the taxability of the gain or loss
under the proposed amendment would be subject to all of the other provisions
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of section 101 of the pending bill, and - in the eo of all other capital assets ths
computation of gain or loss would not be atfected except to the extent that no
gain or loss would be recognized from the sale of an asset which had been held
for 16 years or more. The sale of land or buildings held 10 years but Ien than
16 years would rult In ain or loss, computed In the ordinary manner, but of
the amount of such gain or loss only 40 per ent would be recognized for the
purpose of the capital net gain and los provisions, subject to the 12% per cent
tax rate.

The theory underlying the put amendment i that the tax on capital gain
should approximate the tax whin would have been paid if the gain had b n
realized in uniform annual amounts over the period during which the asset Is held.
It Is well known that where a ta rate is so hih ato prevent ordinary transactions
for profit, the taxpa yer loses the profit and the Government loses the tax; hence
the capital gain and losnprovisions should be modified so that transactions will o
be prevented on acsouni of an excessive tax, rate. The joint congressional com.
mites stated that the loss or gain In revenue from the proposed method could
not be accurately estimated because of the absence of ible statistics on capital
ins and losses classified according to the time for which the asset was held but

a rough approximation was made and it was estimated that under conditions
existin 1 1928 the loss in revenue would not exceed $7M, 000; that In any
event the proposed revision would tend to stabilize revenue and that the Govern.
meut would get more revenue in years of depression, when It Is needed, and less
in the good years when the tax on ordinary income would be sufficient. The
committee'@s report stated that from the standpoint of the Government, the
period of high prices, In 1028, was an advantageous time to make the change.
Without question, the Treasury Department would have gotten more taxes last
year than this year If the capital a and loss provision W been so modified.

It is respectfully submitted that our amendment proposing a modification of
the tax on capital gains and los"s as applied to the profit derived or loss sustained
in connection with the sale of land or buildings, whether owned by an individual
or a corporation, is a forward looking step which will give but a small measure
of relief to owners of read estate In general but will at least give some hope
that with the return of better and more prosperous times Congres will see
At to eliminate entirely all taxation of capital gaina, which in our judgment is
economically unsound.

VI. We ar against the stamp tax on real estate conveyances.
We suggest the elimination of section 725, on paes 259, of the pending bil,

relative to stamp taxes on conveyances. This is a temporary tax proposal which
automatically expires on July 1, 1934. The tax does not apply to the value
of any lien or encumbrance or to any instrument in writing to secure a debt.
It is simply a stamp tax on deeds, at the rate of one-tenth of I per cent on the
amount of the equity in the property sold. It is insignificant as a revenue pro.
ducer, and naturally is a burden on real estate and is as undesirable a tax on the
part of the Federal Government as would be a stamp tax upon checks. Although
stajp taxes a easy of administration and although a stamp tax on convey-
snc was imposed between 1918 and INk, the Treasury Department never kept
any reliable record of the amount of revenue produced from this source alone.
The documentary stamps were sold indlnsrnmiately for use on transfers of stocks
and bonds, deeds, and powers of attorney. It I estimated that $10,000,000
would be produced by this stamp tax; hene for the two years of its existence
it Is hoped that $20,000000 in revenue will be obtained. At the rate of $1 per
thousand there would have to be sales of $10,000,000,000 worth of equities in
real estate for each of the next two years in order to produce revenue of $10,-
000 000 from this tax. We think that the estimate is highly exaggerated and
thai in the final analysis a very small and inslgnificant amount of revenue will
result from the reimposition of this stamp tax on conveyances. If the Govern.
meant were to suspend work on the Boulder Dam project for the fiscal year 1938,
approximately $15,000,000 could be saved thereby, and we believe that this

$5,000,000 is far in excess of any amount which can be taken in revenue from the
proposed tmp tax on red estate conveane" . We respectfully suggest, there-
fore, that section 726 of the pending bil Ae eliminated i his entirety.

VII. DEDVOTION OF1 TAXMeS ONERALLY

Section 23 of the pending bill provides for deductions from gross income,
and subsection (), e 21, covers taxes generally with the exception of "( 3)

tax assessed against local benefits of a kind tending to increase the value of
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the property asked; but tin paragraph shall not exclude the allowance as a
deduction of so nuch of much taxes as is properly allocable to maintenance of
interest charges."

According to the financial statistics of cities having a population of over
80,000 for the year 1929, special assessments and spell charges constitute the
largest single item of revenue for the majority of eities. These taxes as reported
by 242 cities, totaled $222,140,951. They were collected by the majority of the
cities for the construction of sewers, paving, curbing, and sidewalks; but in some
cities for the grading and wideunil of streets, the building of retaining walls,
bridges and viaduos, and for park 1iniprovements.

It is rckpeetf uly submitted that In the scheme of Federal taxation the limi-
tation upon the deduction of taxes front groae income, as provided in section 23
(a) (3), I a distinct inequality 1and hardship. In the past deduction for special
benefit taxes has been denied on the theory, as stated in the several Income tax
;awn, because "tending to Increame the value of the roperty assessed." As a
matter of fact, this Is not strictly accurate. When incomes to the sale of real
estate, and the determination of gain or loss arising therefrom, it is very difficult
to measure what portion, if any, of the amount received represent, the Increased
value due to the improvements which had been made in past years for sidewalks
curbing , or paying. In some States owners (f office building have been asses
special benefit axes for lighting fixtures installed by special taxing districts
created under city charters.

The inference is that such improvements tend to increase the value of the
property assessed, whereas It i wholly problematical and quite unlikely that the
owner of the property will ever recover the amount of such special benefit taxes
in connection with any sale or disposition and to add to the cost of the land and
buildings or capitalise such special benefit taxes is wholly unwarranted. In fair-
nes to owners of real estate throughout the country we recommend that Cone
strike out the provisions of ntion 23 (c) (8) as above quoted, in order that l0cal
taxes of all kinds may, at the option of the taxpayer, be deducted from gross
income. The result would be that special as ments and other like taxes will
be chargeable against income for the year in which paid or accrued, and thereafter
in the event of the sale or disposition of the property the pin or loss resulting
will not be decreased or affected by local taxes already paid. Iu the majority of
cases this will result In increased taxable income in the year of sale.

VIII. DEDUCTIONS YOU DIOPRIWIATION AS NETWERN T'ra LUSSOR AND LEBEN

Section 23 (k) of the pending bill provides for the deduction of a reasonable
allowance for exhaustion, wear and tear of property used in the trade or business
"including a reasonable allowance for obsolescence." Recent revenue acts and
the pending bill cover the special cases of property held by one person for life
with remainder to another, and property held In trust. Since 1918 the provision
in respect to depletion, In the case of mines, oil and gas welts, and othernatural
deposits, has specifically provided that in the case of leases and deductions shall
be equitably apportioned between the lessor and the lessee. In regard to depreci-
ation many cases have arisen In the administration of the income tax laws where
a deduction for depreciation has been denied to the lessee, because he does not
have title to the property, and also to the lessor, because the provisions of the
lease provide that the property shall be returned at the expiration of the lease in
the same good order and condition as when taken possession of by the lessee.

We suggest a further amendment to section 23 (k) by adding a new sentence
on page 24, line 18, as follows:

"In the case of leaseholds, the deduction shall be allowed either to the lessor or
lessee."

It is contemplated that the deduction for depreciation, so-called, must in all
eases include "a reasonable allowance for obsolescence." Where leases contain a
covenant that the lessee shall keep the property in good order and condition,
make all necessary repairs and improvements thereto, and return the same to the
lessor at the expiratlon of the lease In a like condition as when taken over, it is
impossible under the interpretation applied by the Bureau of Internal Revenue
for the lessee to obtain a deduction for depreciation and/or obsolescence, and the
lessor is likewise denied any such deduction because of the specific terms of the
contract. The lessee is permitted to deduct all charges for repairs, replacements,
or betterments, or amortize the cost thereof over the remaining life of the lease.
The lessor must await the termination of the lease in order to ascertain whether
any loss has been sustained by reason of the failure of the lessee to return the

115102-8---61
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proPerty In the same good order and condition as when the promises were tM
aed. In both cases no consideration Is given to the factor of obsolescence,

which In the case of practically all depreciable assets Is an ever-prescnt condition, tb
For example, the lessee may covenant to return the property at the end of te t
lease in the same good order and condition as whea taken over, but after making t
all repairs, Improvements, and betterments, the lessor, at the end of the let
(and this Is especially trite In tle ease of long term leases) may find that the prop.

erty has geatly deteriorated in value, not cause of -physieal depreciation, but

because of functional depreciation, or obsolescence. We respectfully submit that

In the interest of better administration of this provision of the income ax law,
Congress should Insert a provision to the effect that the amount of dopreciation
sustained annually shall bo allowed to the lessor or lene. This would conform

to better accounting and would eliminate many ot the anomalous Instances where

under the present interpretation the Bureau of Internal Revenue is not allowing
depreciation, in the ease of leased property, either to the lessor who holds the

legal title and receives the rent as Income therefrom, or to the lessee who Is In

possessions thereof and who Is using the property In his trade or business.
IX Dividend distributions by corporations. dadrsichnenth
We protest an amendment to the pending bill, and a dratie change In the

present income tax law, which was ad op ted. on the floor of the House without
objection on March 29 1932. This amendment was doubtless hastily considered

after the House had defeated the general manufacturers' sales tax provision&

Section 118 of the present Income tax law coven" 1 Distributions by corporations," 0'
and ubei on ) reads as follows:

" 4(b) Source of distribution: For the purposes of this act every distribution

is made out of earnings or profits to the extent thereof, and from the most *

gently accumulated earnings or profits. Any earndn or rofits accumulated

or Increase In value of property accrued, before March 0,113 may be distributed

exempt frola tax, after the earnings and profits accumulated after February 28

1918, have been distributed, but any such tax-free distribution shall be applied
against and reduce the basis of the stock provided In section 118. "1

The foregoing provisions were contained in the bill H. R. 10326, reported

to the House, but on March 29 a committee amendment was introduced by

Mr. Vinson, of Kentucky, and adopted, which had the effect of striking out the

second sentence In the above paragraph, reading as follows:
Any earnings or profits accumulated, or increase in value of property accrued,

before March I, 1913, may be distributed exempt from tax after the earnings

and profits accumulated after February 28 1913, have been distributed, but any

such tax-free distribution shall be applied against and reduce the basis of the

took provided in section 118.'
We respectfully ask that the foregoing provision be restored on page 88, line 11

of the bill now pending before the Senate Finance Committee. The sa mnn

was made on the floor of the Hou that the amendment will cause to be taxed the

dividends that are now being paid out of surpluses acquired prior to March 1,

1918, and that it was thought that dividends paid from that source should be

subject to the same rate of taxation applicable to all other dividends. From the

veryivbeginnln of our income tax laws Congress has expressly recognized that it
laked wet o tu income earned or accrued prior to the adoption of the six.

teentk amendment. Hence, the value of all property as of March 1, 1913, has

been considered as capital, and the Supreme Court has on many oceaiens recog

nised this fact. The second sentence osction 115 (b), stricken out by the House,

s above quoted, has been a part of the revenue aets of 1921, 1924, 1926 and 1928.

We believe that unless the language of the resent law is restored to the pending

bill there will ensue much litigation with te result that the courts will have to

hold that the taxation of earnings or profits which accrued prior to March 1, 1918,

Is unconstitutional. It seems utterly unwise, as a matter of policy, for Conpmw

at this late date to so drastically change the fundamental theory and basis of out

Income taxation. Without the quqfyin.g provisions in the second sentence o

section 115 (b) a wide field of specuation is tt open by the provision that "every
distribution is made out of earinp or profits to the extent thereof, and from the

most recently accumulated earnings or profits." In respect to real estate, such

as land or buildings, the amendment omits the words of the second sentence

which exempt from station the "Increase in value of property accrued" before

March I, 1913. Such increase In the value of property prior to the time when

Conr possessed the power to levy income unulr the sixteenth amend-

ment, is and has always been held to be capital , and we believe itI nt
unconstitutional but highly Improper for the pending bill to reach back and
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attempt to tax as ImoomO any Increase In the value of property which accrued to
March 1, 1918. The last four Income tax laws clearly exempted from taxation
gte inareas in value of _property which accrued p rior to March It1113& It Is

Ol requested therefore that the second sentence of subsection (b) of

sotlbn 11 4 e restoredIIt original form.
Unromtfull submittedd.Apri 2, 1.

Jo 4vn P. MANN,
Counsel National Asisoiation of Building

Otonera and Mangoer.
GItAAM ALuis

chairman Taxation dommiltee.
HAaTt J. OSRU4IT?

Washington Representfative.

STAT Of L T. STEVENSO, P ET NATIONAL ASO.
CIATIO OF RUAL ISTATZ fiOALDS, WEW YORX , N, T.

The CHAIRMA. Please state your name and whom you represent.
Mr. STEVENSON. L. T. Stevenson, president National Association

of Real Estate Boards.
Mr. Chairman and gentlemen I am president of the National As-

ociation of Real Estate Boards, appearing before you in protest
against the stainp tax on conveyances.

The National Aociation of Real state Boards is a federation of
555 local real-estate boards having 14,000 active or broker members,
12,000 real.estate owher members, and 0,090 members of other classes.

bn behalf of the real-estate owners and brokers who constitute our
membership we wis.h to protest against the imposition of a stamp tax
on real-estate conveyances for the following reasons:

1. Local taxes on real estate are everywhere proving a greater
burden than it can bear.

Tax delinquencies in cities and agricultural regions are attaining
unprecedented volume. Approximately one.fourth of the entire area
of Michigan has reverted to the State because of unpaid taxes. An
Asociated Press story of April 6 states that the tax sales recently in
Mississippi have brought practically one-fourth of the entire area
of that State under the sheriff's hammer. In Chicago- tax bills total-
in $289,000,00 were sent to the taxpayers on March 1. By April 9
only $p6,000,000 had been collected, and April 15 is the penalty date.

Real estate is bearing what you might term a sort of" cover-up"

tax at the present time which is for unemployment relief. I can cite
you one Instance in the city of Pittsburgh of one estate that owns
approximately 250 housing units, of which there are only one-third
paying rent to-day. The other two-thirds, while occupied, are not
paying rent.

Senator Reed probably would know of that. That indicates that
there is a tax being paia in an indirect way, which is naturally an
involuntary tax,There are also coming up all over the country the bond isses that

are being passed by the different municipal divisions for relief of
the unemployed. We iust had a bond issue up in our city at the
present time which will practically deplete our bonding power.

In the city of Detroit their bon for the past year for unemploy-
ment relief amount to some $22,000,000, thereby using up practically
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all the bonding power of that city, ind real estate will have to bes
all of the burden.

Following are some typical percentages on tax delinquencies chosen
at random from different cities, and I will simply offer that state
ntent for the record. There are quite a few showing the tremendous
gain in tax delinquencies all over the country. In one place it shows
100 per cent delinquencies, and in all cases i shows tremendous gains
in tax delinquencies throughout the country.

Senator HA2flXWN. I do not suppose anybody on the committee
controversy any of those statements?

Senator WATson. No.
Senator Rim=. I think we know all that, to our regret.
(The statement of tax delinquencies referred to and submitted by

the witness is here printed in , as follows:)
Per veft of gas delinqenci4ee of vartowe cities
lPnre by Prof. Simeon B. Ia6d, University of ChkOol

City loo J 19 0 iMlo

r w York City .................................. 4. 172 11 1M
t , o I................................. .. 0

t. ........... ............ ... .

00I ............ ........0.... .. .... ... 6A ........0

..* ..... ........... .. ..0 ...... 69 0 ,99 06 .*-.......
........... ........

En t, S ........... ................................ ..........0485 18.8*

St......... ............. g.....
erwspoksta, ' 1... 14. 0 1.0 g0. .

CrldCIa, O ............................................. 1.0 4 0
Wioh ita ............................................. 1. $. 0 I0

iaobovme ... ........................... .Newlr ikt ... ...................... &.......
Nidgepo . . .................................... . 0 1L4A
Wat alw, I............................ .. . ... L i0

trn ....... 9 W 19x

Mr. Snxwvsor. Since 1927 real-estate values have been declining.
During that same period taxes have consistently increased.

Everywhere throughout the country city and State governments
are beginning to recognize the facts and seek ways of relieving real
estate.

We urge upon you that the imposition of a new tax by the Federal
Government at this time on real estate Would be tremendously dis-
couraging to real-estate owners.

(2) Real estate has always been recognized as the main dependence
of local government for revenue and should remain so.

A number of States have during recent years decreased and in
some cases eliminated taxes on real property for State purposes.

A new tax on real-estate transactions which would be in effect s
tax on real property, would run counter lo the current policy of State
governments.
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(8) The stamp tax on real-estate conveyances In effect during 1022
to 1925 proved to be a prolific source of misrepresentation.

In a great many real-estate transactions the true consideration is
not made public. It became common prnotice to affix revenue stamps
indicating a consideration in excess of the true one for the purpose
of inflating values. A committee from this association, headed by
Mr. Henry 0. Zander, of Chicago, appeared before a committee of
Congress in 1024 to present the facts concerning this matter. (low
gross was apparently impressed, and the tax was repealed.

(4) We believe that the estimate of the Treasury Department that
the stamp tax on real-estate conveyances will yield $10,0M.000 is
excessive; in our opinion the tax wifi not yield more than $8,000,000
and will not be sufficiently productive, therefore, to justify the dam-
ageit will do, if enacted, to the real-estate owners and the real-estate
business.

We are unable to learn what the yield on stamp taxes on real-
estate conveyances in previous years has been. Mkfr. R. M. Estes,
deputy commissioner of the Bureau of Internal Revenue, states
that the taxes on bonds, capital stock issues and convyances tare
lum ed and can not be broken down. The tatistical Abstract of
the unitedd States, 1926, page 170, shows that the receipts from
stamp taxes on bonds, capital stock issues, conveyances, and so forth,
were as follows for the following years: 1922, $26,780,794; 1023, $82,-
75 9,703,19N4, $80618,428; and 1025, $20,124,727.

The Treasury department estimate that a stamp tax of 60) cents
per $500 of value on conveyances will yield $10,000,000 is evidently
based on an assumed turnover of some $10,000,000,000 in real-estate
sales.

We do not know o-! any way of estimating accurately either the
number or the amount of real-estate sales made annually. We sub-
mit, however some figures and inferences which we believe to be
reasonable. Let us take Cook County, Ill., as an example. The to-
tal number of real-estate parcels subject to taxation in Cook County
is 1,115,237. In 1930 there were 9,028 trust deeds recorded, indi-
eating at probable turnover of about 5.29 per cent. In 1931 there
were 41,807 trust deeds recorded indicating a turnover of 3.75 per
cent. The first three months o 1932 show a total of 6,117 trust
deeds recorded. This indicates a probable total for the year 1932
not in excess of 30,000, which would give us a total turnover per-
centage of 2.7 per cent.

The percentage of turnover in a city like Chicago which is grow-
ing and active is undoubtedly higher than in cities of slow growth
and certainly higher than in the agricultural regions. We believe
that a proper turnover figure of 2 per cent for the country as a
whole during 1932 and 1983 will probably come close to the facts.

We do not know of any reliable current estimate of the value of
all real estate in the country at present. The Census Department's
estimate as of 1922 was $176,000,000,000, including urban and rural
property. Considering declines in value of agricultural property
luring the last decade and declines in urban values since 1927, we

doubt if the total would be materially different now. From this
amount $20,000,000,000 should be deducted consisting of public prop-
erty and tax-exempt property, leaving $156,000,000, If 2 per
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cent be accepted as a fiAr turnover figure it would Indicate that the
total value of property changing hands might approximate $8,000,
000,000. On tlIs amount the tax of 60 cents per $600 of value would
yield approximately $,000,000.

We contend, thei4ore, that the tax will be disappointin In Its
productiveness and vill cause difficulties, frauds, ancidlscout gment
in the real.estate business, which will far outweigh in results any
revenue produced.

For these reasons, we respectfully ask that your committee recom.
mend that the stamp tax on real-estate transfers be not Included in
the new revenue act.

I desire to offer a resolution from the convention of our association
held in St. Louis, Mo ort January 29, 1989; also resolutions from a
number of our real-eate boards.

(The resolutions referred to and submitted by the witness are here
printed in full as follows:)
(Excerpt from minutia of t , Nation A silo% of eAl Estate Doartd

The secretary advised that the Ways and Means Committee ot the House
of Representatives was considering the inclusion of a stamp tax on real-estate
deeds In the Federal revenue act, similar to the provisions in force from 1921
to 1926, inclusive. He stated that the association was opposed to this tax
since it was the source of fraud, and that the board of directors recommended
that the delegates approve the following telegram to members of the Ways
and Means Committee:

"Delegates representing 554 real-estate boards throughout the United States
having a membership of 40,000 reactors and property owners, respectfully wis
to enter their unanimous protest against the imposition of a stamp tax on
deeds. When previously in effect this tax proved a prolific source of fraud as
the stamps were used to indicate inflated values. Moreover, real property Is
always so neavily taxed for local purposes that millions of people are losing
their equities and hundreds of thousands of parcels are reverting to city,
county and State governments, due to the inability of their owners to carry
the tax load. Real-estate owners are in revolt and in many communities are
refusing to pay their taxes until they are made more equitable. We feel that
real estate is doing much more than its fair share in carrying the cost of rov.
ernment. Moreover, since real estate has already been the main dependence of
local governments, there has, since the founding of our Government, been an
understanding that the Federal Government should, not attempt to enter this
field of taxation. If we are to have sales taxes let all commodities be taxed
equally and do not single out real estate. We are doing our best at this
time to encourage home ownership and home rebuilding. Help us by ellminat-
ing this proposed additional tax on real estate transfers."

On motion of Mr. Schlessinger of Newark, N. J., the telegram was approved
and the Secretary was instructed to send it to the members of the Ways and
Means Committee of the House of Representatives.

DESOLUTIO ST MILWtAMfE S ESTATE DOARD

Whereas real property pays approximately 80 per cent of all property tanx
and in most States of the Union the relief of unemployed will fall on real
estate; and

Whereas the Federal intone tax and the States having an income tax bear
heavily on Income derived from real estate to an extent that in the recent
past it has been suggested that income from real property be taxed at a
lower rate: Now, therefore, be it

Reeoive4, That the Milwaukee Real Estate Board appeal to Congress not
to reenact a stamp tax on real estate conveyances. Real estate since the
beginning of our country has been the main dependence of local government,
notwithstanding the tremendous personal wealth developed in the past and
which now largely goes untaxed i the most recent evidence of this being the
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court's decision in the ew of the city of Chicago assessment being declared
illegal on account of the failure to asess approximately *15,000,000000 of
personal property., In conslderatlon of the above, the Federal Government
should not extend its taxing powi. either directly or Indirectly to real estate.

Resolved further, That a copy Of this resolution be mailed to the members
of the Ways and Means Committee and Wisconsin Members of the House of
Representatives. MILWAU Rt.L ESTATE BOAD.

Adopted January 19, 1983.

0LTNDOX n RsoKANIE (WASH.) RE l BOARD)

At a meeting of the Spokane Realty Board beld December 11, 1981, the fol-
lowing resolution was unanimously adopted:
,' Whereas the Secretury of the Treasury has recommended a tax on real-

estate transfers as part of a comprehensive plan to, raise additional revenue, for
governmental purposes; and

"Whereas real estate In the State of Washington now bears nearly 85 per
cent of the total tax burden ; and

"Whereas all authorities agree that real estate is already heavily overtaxed:
Now, therefore, be it

OResolved, That the Spokane Realty Board emphatically opposes any further
tax levies upon real estate or real-estate transfers as an unjust and unreason-
able tax; and be it further
"1 Resolved, That copies of these refolutions be forwarded to Secretary Mellon,

to our Representatives in Congress, and to realty organizations in the North-
west."

RSEOLUTON BY BDTLINGHAM (WASH.) E AS STATE SOARD

At t meeting of the Bellingham Real Estate Board held December 18, 1981,
the following resolution was unanimously adopted:

"Whereas the 1Secretary of the Treasury has recommended a tax on real.
estate transers as part of a comprehensive plan to raise additional revenue
for governmental purposes; and

"#Whereas real estate In the State of Washington now bears nearly 85 per
cent of the total tax burden; and

"Whereas all authorities agree that real estate is already heavily overtaxed:
Now, therefore, be It

"Rsolved, That the Bellingham Real Estate Board emphatically opposes any
further tax levies upon real estate or real-estate transfers as an unjust and
unreasonable tax; and be it further

"1Resolved, That copies of this resolution be forwarded to Secretary Mellon,
to our Representatives in Congress, and to realty organizations in the North-
west."

DS5OLUTZON BY UTAH STATE SALTY ASSOCIATION

Whereas in the tax program which is to be considered by Congress it Is
proposed to restore the stamp tax of 50 cents per $50 on real-estate transfers;
and

Whereas in the opinion of this convention such a tax hinders the free
exchange of real estate and imposes an additional tax upon real estate which
it should not bear: Now therefore be it

Resolved, That this convention go on record as being opposed to such taxa-
tion and that the members of the Ways and Means Committee be requested
to oppose any such measure.

Unanimously adopted at the twelfth annual convention of the Utah State
lealty Association, held In Salt Lake City, Utah, Saturday, January 16, 1982.

Wom Knm, Secretary-Treasurer.

SOLUTION DY PORTLAND (ofl.) RALTY BOARD

Whereas the Secretary of the Treasury has recommended a tax on real-estate
transfers as part of a comprehensive plan to raise additional revenue for gov-
ernmental purposes; and

Whereas real estate in the State of Oregon now bears 75 per cent of the
total tax burden; and
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Whereas all authorities agree that real state Is heavily discriminated against
in the matter of orertaxation: Now therefore be It

Resolved, That the Portland Realty Board oppose any further tax levies upon
real estate and more especially on real-estate transfers, as an unjust and
unreasonable burden; and be it further

Resolved, That copies of this resolution be forwarded to Secretary Mellon,
to our Representatives in Congress, and to the National Association of Real
Estate Boards.

PoanawD RUasMr BOAND,
By A. 0I. Tuna, President,

F. 0. MaGowAn, Seoretary.

a4sotmon or DULUTH OAM, 011 WMT8o

The Duluth Board of Relators desires to vigorously protest against the
restoration of the stamp tax on real estate twansers which was abolished in
1924, as per the following resolution:

Whereas it is proposed to restore the stamp tax on real estate transfers;
and

Whereas the former experience of this tax showed that It was a prolific source
of fraud in which frequently more stamps were affixed to a deed than the
actual consideration warranted in order to Indicate a sales price in excess of
that actually paid; and

Whereas real estate, upon which local governments chiefly depend for their
revenues, is already taxed excessively, and in some instances beyond its ability
to pa), should not be further assessed by any Government body, Federal, State,
or municipal: Therefore be it

Resolved, That the Duluth Board of Realtors is opposed to this viroposed tax
on the grounds that it is neither warranted nor justified, and that its general
effect will be detrimental to real estate throughout the whole country.

RESOLUTION BY BOARD OF Dnlsc'rOaS M0IIAN BEAL ESTATE ASNOIATION

Whereas real estate is now staggering under a load of taxes which has
reached the point of confiscation of property; and

Whereas the tremendous delinquency In general property levies all over the
United States is seriously handicapping the proper functioning of Government;
and

Whereas taxpayers of the country are looking to organized leadership and
demanding of public officials relief from the unjust burden of real-estato
taxes; and

Whereas the addition of any further tax burdens on real estate will act
as a deterrent to home building and home ownership, thereby adding another
handicap to the early relief of unemployment: Therefore be it.

4esoltvd, That the directors of the Michigan Real Estate Association vigor-
ously protest the proposed enactment by the Federal Congress of the United
States of a stamp tax of 50 cents for each, $500 value in excess of $100 on
realty conveyances; it is further

Resolved, That a copy of these resolutions be sent to the President of the
United States and to each member of the Michigan delegation In Congress.

Ar um?, L. E INoza, Pr'esident.
Lois Wonm, Rxective Sceretary.

LASIx, Mcat., JanuarV 1.5, 1932.

RIESOLUTION BY PASADENA (CAlIF.) REALTY OARD

Whereas there is now pending In Congress a revenue bill designed to place
a stamp tax of 50 cents per $500 on real-estate transfers, and inasmuch as
the local, State, and national real-estate boards were instrumental in having
a similar measure abolished in 1924: Therefore be it

Resolved, That the Pasadena Realty Board go on record against such legiela-
tion and urge its representatives in Congress to use their influence In that
direction, for the reason that real estate is the main dependence of the local
government, and the Federal Government should not in any way, directly or
Indirectly, attempt to impose a tax upon It; and, therefore, be it further



REVElIU ACT ov 1989 1285

Reolved, That copies of these resolutions be forwarded to its etitos and
Representatives in Congres, that other copie be umt the National Assooia*
tion of Real Estate Boards, the California Real Estate Association, and the
local press.

In witness whereof, we have this 18th day of January, 19621 affixed our hands
and the seal of tile Pasadena Realty Board. PAlADInA REALTY BOnnI)

By Loanva W. Dt.,m lrsfdoets ,
M. 0. POTTs, Sertarp.

ST. Louis, Mo,, January 90, 1980.
WAYS AND MEANs COMMuI'n

Houeo of Representatives, Washinuton, D. V.:
Delegates representlnf 554 real-eotate boards throughout the United States,

having a membership o 40,000 realtors and property owners, respectfully wish
to enter their unanimous protest against the imposition of a stamp tax on deeds,
When previously In effect this tax proved a prolific source of traud as the stamps
were used to indicate Inflated values. Moreover real property is already so
heavily taxed for local purposes that millions of people are losing their equities
and hundreds of thousands of parcels tire reverting to city, county, amid State
governments, due to the inability of their owners to carry the tax load. Real.
estate owners are in revolt, and In many communities are refusing to pay their
taxes until more than its fair share in carrying the cost of government. More-
over, since real estate has always been the main dependence of local govern-
ments, there has since the founding of our Government been an understanding
thnt the Federal Government should not attempt to enter this field of taxation.
If we are to have sales taxes let all commodities be taxed equally and do not
single out real estate. We are doing our best at this time to encourage home
ownership and home rebuilding. Help us by eliminating this proposed addi-
tional tax on real-estate transfers.

NATIONAL ASsOcIATION or REAL EsTATs BOARsn,
By Hlm U. NsAon, Secretovy.

RESOLUTION OF THE D NVE SAL IESTATZ ECHANOS

Whereas It has some to the attention of the Denver Real Estate Exchange
(a nonprofit organization, incorporated under the laws of the State of Colo-
rado, October 2, 1888, for the purpose of correcting abuses that now exist or
that hereafter may arise between owners and agents in the buying, selling, and
management of real estate and to promote the general welfare of our city and
State) that the Seventy-second Congress of the United States is considering the
reenactment of a stamp tax on real-estate transfers; and

Whereas real estate is now bearing a disproportionate share of the tax
burden for maintenance of local and State governments and should not be
taxed directly or indirectly by the Federal Government; and

Whereas tme previous operation of a similar law resulted In the pertta-
tion of many frauds in affixing sufficient stamps to indicate a false fictitious
value: Therefore be it

Resolved, That the Denver Real Estate Exchange petitions the honorable
Ways and Means Committee of the House of Representatives of the Seventy-
second Congress of the United States to use its influence to prevent the passage
of such legislation which will permit the perpetration of frauds and act ad-
versely to the efforts of such organizations as ours in the support of fair and
equitable dealings in real estate transactions, and also to further burden prop-
erty owners. Thr Dwv REAr. ESATE ESCUANOE,

By CLARNCE, J. Monow, President,
WsAT J. TowN, Secretary.

RESOLUTION 3Y THI RICHMOND REAL ESTATE EXCHANO

Whereas information has been received that the Federal Government has
requested that the stamp tax on the transfer of real estate be Included In the
proposed revenue bill; and
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Whereas real estate throughout the Nation is now carrying the major por.
tion of ties for both our municipal and State governmentsI and

Whereas the stamp tax lends Itself to fraudulent practice in the transfer
of real estate by allowing unscrupulous purchasers to place on the deed of
conveyance revenue stamps in exems of the amount required, thereby estab.
Pushing a false valuation: Therefore be it
* Resolved, That the board of directors of the Richmond heal Estate lfx.

change go on record as opposing the proposed levy of the additional tax of 50
cents per $00 in value by the Federal Government, and use Its efforts to have
this section of the revenue bill omitted, and that a copy of these resolutions
be sent to our representatives in Congress, to the National Association of Real
Estate Boards, and to members of the Ways and Means Committee of our
present Congress.

JANUARY 12, 1082.

u0OLUTION DY TUN DMIW EL UTAI' XCEANON

Whereas it has come to the attention of the Denver Real Estate Exchanp
(a nonprofit organization incorporated under the laws of the State of Colorado,
Otober 2, 188, for the purpose of correcting abuses that now exist or that
hereafter may arise between owners and agents in the buying, selling, and
management of real estate, and to promote the general welfare of our city and

.State) that the Seventy-second Congress of the United States I considering the
reenactment of a stamp tax on real-estate transfers; and

Whereas the previous operation of a similar law resulted in the perpetration
of many frauds in axing suficlent stamps to indicate a false fictitious value;
and

Whereas real estate is now bearing a disproportionate share of the tax bur.
den for maintenance of local and State governments and should not be taxed
directly or indirectly by the Federal Government: Therefore be it

Resolved, That the Denver Real Estate Exchange petitions the honorable
Ways and Means Committee of the House of Representatives of the Seventy.
second Congress of the United States to use Its influence to prevent the passage
of such legislation which will permit the perpetration of frauds and act ad
versely to the efforts of such organizations as ours In the support of fair and
equitable dealings in real-estate transactions, and also to further burden
property owners.

JAN AnT 16, 108.

RESOLUTION BY THU PORTLAND 1RALTY BOARD

Whereas the Federal Government proposed to amend the Federal revenue
act to the extent of reenacting the stamp tax of 50 cents per $500 on real-
estate conveyances; and

Whereas the National Association of Real Estate Boards spent a great deal
of time In having this obnoxious tax eliminated some years ago; and

Whereas the former act proved a very fertile source of fraud In real-estate
transactions, enabling unscrupulous persons to grossly indicate a false con-
sideration through the use of additional stamps; and

Whereas real estate has for generations borne a grossly inequitable portion
of the tax burden: Therefore be it

Resolved, That while the Portland Realty Board recognizes that the Fed.
eral Government must raise more taxes, it is unanimous in petitioning the
Members of Congress to seek sources of revenue for taxation that are not
already burdened to the limit.

RESOLUTION BY TIE AICA) ROYBAL ESTATE BOARD~t

Whereas there is in Congress at the present time a revenue bill proposing
to restore the stamp tax of 50 cents per $500 on real-estate transfers, and

Whereas former experience showed that the tax was a prolific source of
fraud (frequently more stamps would be affixed to a deed than the actual
consideration warranted in order to indicate a fictitiously high sales price), and

Whereas it is the belief of the Akron Real Estate Board that real Estate is
the main dependence of local government and that the Federal Government
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should not In any way, directly or Indireatly, attempt to impose i tix upon
it: Now, therefore, be it

Resolved, That the Akron Real Estate Board, representing uowe 400 actlv.
alsoclate, and proporty-owner members, urge the strongest oppoition poslblu
against the portion of the revenue bill having to do with the real ptuto stump
tax.

JAVAXY 1S, IM,
Mr. Smvaso. I would like at this time to ask if it is possible

for the committee to hear Mr. Edward A. MacDougal, of New York,
who is with me and who would like to stress another point with
reference to taxes, and also to submit a resolution prepared by our
attorney. It would be very helpful if he could get away to-night.

STATEMENT OF EDWARD A. MaoDOUGALL, PRESIDENT OF THE
QUESNSBORO CORPORATION, NEW YORK, N. Y.

The CHAIRMAN. State your name for the record.
Mr. MACDovOALL. Edward A. MacDougall.
The CHAIRMAN. How long are you going to take?
Mr. MACDOUGALL. It will not take more than three minutes.

I am president of the Queensboro Corporation, constructing moderate
priced housing in the city of New York. I speak in the interest of
the real estate board of New York as its chairman of the committee
on taxation, and as chairman of the housing committee of the national
board.

With regard to the tax bill of 1924 there was a protest that covered
a point which I want to bring particularly to your attention, Mr.
Chairman. This amendment is to clarify a provision in the revenue
bill before your committee with respect to the basis for taxing capital
gains arising from the sale of unimproved and unproductive real
estate; to the end that carrying charges, such as taxes and interest
paid, should be considered part of the cost, as in fact they clearly
are.

The House committee, in fact, amended the law of 1924, and the
Treasury has considered the amendment to permit this to be done;
but a recent court decision has suggested that Congress be more
specific.
. In the case of the Central Real Estate Co. of Texas one of the

courts ruled against the deduction, although under a ruling of the
Treasury Department real estate has benefited up to August I of this
year.

Our general counsel, Gen. Nathan MacChesney, has recommended
that you add to section 113 (b) (1) (A) the following:
including carrying charges such as interest and taxes on unproductive property.

The Treasury Department, I believe, are in sympathy, because
they have given us a riding on that point; and we want to empha-
size the importance toyou, gentlemen, because unless it is included
in this bill, a serious effect will be had on the progress and develop-
ment of housing projects in the United States.

Senator REED. Would you couple that with the proviso that it
should be done only where no deduction was made from income-tax
returns for those same taxes and carrying charges?

Mr. MAcDOUGALL. The language of the act, I believe provides
that it be charged up if the company had any earnings, but where
it had no earnings it should be charged to capital account.
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Lworrn or EDWAPWo A. MACDovGALL
As'a: 15, 1982.

Hon. Run SMOOT,
Chairman finance Cornmit"t

United States Senate, Washington, D C0.
My DeAR SUINATOR SMoOT: Referring to the hearing had yesterday before your

committee on the pending revenue bill, at which President Stevenson and I were
privileged to speak briefly on behalf of the National Association of Real Estate

oeds, I take advantage of yowr kind permission to file this letter as a supple.
ment to our statements before you at the hearing yesterday.

I desire particularly to call your attention to page 81 of the Senate bill where
section 11 S) (1) (A), which we desire to have amended, will be found (lines 8,
4, and 8). You may recall that, in discussing the revision advocated by the na.
tional board, we referred to thb pages and sections of the House bill.

I take this opportunity, on behalf of the real estate boards which are members
of the nation association to thank you and your committee for your patience
and the interest shown in hearing us yesterday on this point of vital importance
to our membership at a time when you were deeply concerned with financial mat.
term of such great moment to the country s a whole.

The adoption of this slight modification is a matter of great importance to all of
um, as it carries out the intention of the House Ways and Means Committee and
of your Senate and of the Congress when the original amendment was made in
1924. As pointed out to your committee yesterday at the hearing, the 1924
amendment has been effective and in force until August, 1981 when, by reason of
the deolsion in the Central Real Estate Co. ease, the appropriate Treasury ruling
was changed until such time as the Congress, by unequivocal statement, should
make clear its intention with respect to the capitalization of carrying charges,
such as taxes and interest, on unimproved and unproductive real property.

With renewed thanks to you and your committee, I beg to remain,
Yours faithfully, A. MACDOVOALL,

. Chairman Committee on Housing.
The CHAIRMAN. The committee will stand adjourned until 10

o'clock to-morrow.
Senator CONNALLY. Before you adjourn, Mr. Chairman: The oil

people are here, and I told them we would be glad to hear from one
speaker representing them, but they claim that there are 18 on the
list to speak in opposition. I do not think that is quite fair. I sug-
gested that if one speaker would speak for oil we could probably
give 30 minutes to that one speaker, and give the other side an equal
amount of time.

Senator HARIsoN. Some one saw me on the other side and said
that if they could have two men summoned from the department it
would do away with a good many who hid asked to be heard. I
think it is good policy for us to do that.

The CHAIRMAN. e are not going to have 36 witnesses.
Senator CONNALLY. No. We are not asking for a lot of time.
The CHAIRMAN. Perhaps it would be well to have them select two

men, as yotu sy, to speak for it, and we will have two men here on
the other side to speak against it.

Senator CONNALLY. If one man wanted to speak for the whole
industry, he could have 30 minutes?

Senator REED. I should think so, if they were all satisfied to have
him represent them.



TAX ON SALE OF PRODUCE FOR FUTURE DELIVERY

STATENENT O 81E L HARUIS, EPRESENTINO TE GRAIN
COMMITTEE ON NATIONAL WAIS, MINNEAPOLIS, MINNI

Mr. HARRIS. Mr. Chairman, I am speaking as chairman of the
Grain Committee on National Affairs in opposition to the proposed
increase of tax on sales of produce for future delivery, under section
726.

This committee, representing 11 of the loading rain exchanges of
the United States anc the Grain and Feed Dealers National Associa-
tion, desires to protest vigorously against the proposed increase in
the tax on sales of produce for future delivery which would increase
the tax from 1 cent for each hundred dollar va!ue to 5 cents for each
hundred dollars. We firmly believe that such an increase would
Constitute heavy and entirely unwarranted burden on the producer
at a time when his condition is already one of extreme distress. It
seems inconceivable that Congress should add such a burden to the
farmer's woes in view of the fact that Congress has appropriated many
millions of dollars for the relief of agriculture and thfe betterment of
the farmer's situation. It is true that the farmer would directly
pay a tax only on the amount of grain which is hedged, but under the
present machinery of futures markets he would also be subjected to
an indirect burden because of the increased difficulty in hedging.
The proposed tax would be so heavy that it would greatly hamper
the course of trade which makes for a liquid market. This would
inevitably increase the cost of hedging which, in turn, would be
reflected back to producers and consumers alike.

Without a liqud market the miller, exporter and other cash han-
dlers would necessarily find it more expensive to insure their trade
risks and this expense, like all others, would have to be absorbed by
producer or consumer. To the extent that it affected the former,
it would represent an additional burden on farmers and to the extent
that it affected the latter it would add to the cost of food for the hum-
blest citizen. We respectfully submit that anything which increases
the burden on those who are already suffering abnormally is not a
logical method of raising revenue at this time.

It should also be pointed out that the intent of the act is to raise
additional revenue. It is quite probable that an increase of the pro-
portions proposed would have the effect of reducing trade to a point
where the actual tax would be little more, if any, than that produced
by the present rate. This statement is based upon the fact that the
active in and out trade which makes a liquid market possible could
not effectively function under such a burden. It is, therefore, quite
probable that the increase would have the two-fold effect of hurting
producer and consumer by narrowing the market and destroying its
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liquid character and at the sns time would fall to produce the desired
result of increasing tax receipts.

At the present time the grain market is giving an exhibition of
strength which is lending encouragement to many lines of discour-
aged enterprise. Investors have been buying grabi futures and help.
Ing prices at a time when increased confidence is one of the crying
needs in the business situation. A, action which would increase
the burden on investors would be likel to nullify many of the bene.
ficial effects now being realized from advancing grain prices. The
highest tax of this kind that ever was imposed upon the trade, even
as an emergency war measure, was 2 cents per hundred dollar. We
submit to ou hat In all fairness the proposed increase to five times
the present rate would constitute a crushing and destructive burd
and would be opposed to the best interests of producers and con-
sumers alike.

Senator HAinIsoK. What was it during the war?
Mr. HaRRs. Two cents, sir.
Senator HARRISmO. That is the highest it has been?
Mr. HAms. Yes sir.
I should like to aAd justa few words, if I may, about the competi.

tive sellin market, like wheat and cotton, and refer to Canada and
the Argenie, where they do not have a tax, that it is inevitable that
this would work back to the raiser of cotton jad grain, that it does
not reach back only to the dealer, but to the raiser.

Senator SHORTRIDOZ. The present rate is two?
Mr. IARIS. The present rate is one.
Senator CONNALLY. Do you think two is too high?
Mr. HARRIS. I think anything that adds to the farmer's burden is

oppressive at the present time, Senator. The Senator from Texas
understands that anything that adds to the burden of the cotton
farmers is oppressive at the present time.

Senator CONNALLY. Yes; but two would be better than five.
Mr. HARRIS. Senator I think it must stand on the judgment of the

committee what can be borne, but I think the farmer IS bearing about
all the burden, and more, than he can bear.

Senator COUZENS. What is the contemplated revenue by thin bill
from this item?

Mr. HARRIs. The contemplated revenue is $1,500,000. As I
endeavored to point out, that is a theoretical rather than a fixed in-
crease. That is $6,000,000 a year.

Senator SHORTUIDGE. That is to be brought about by multiplying
by four?

Mr. HARRIS. Yes, multiplying by four, in my judgment, it will be
destructive of trading in gram on the markets.

If I may, I will present this statement of cost of trading to the
trader under the proposed tax.

The CHAIRMAN. It may be made a part of the record.
(The statement is here printed in the record in full, as follows:)
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Cost f trading to trader usder proposed tax

("Li iOsemut whet

Gross profit, one-eighth cent per bushel on 8,000 bushels ................. $6. 25
Cost of clearing per 6,000. ...... -. 0 ."... .. $1. 25
Proposed tax 5 cents per $100 (80-cent what)------------. 25

250
Net profit .............................................. .

Loss of one-eighth cent per bushel on 8,000 ..............- ,
Cost of clearing per 8,000 ............------------------- 1. 25
Proposed tax 5 cents per $100 (60-cent wheat) ----------------- 1. 28

Gross loss ............................................... 
It the trader makes one-lghth cent per bushel on a trade, ifs net profit is

$3.78. If he loses one-eighth cent his loss Is $8.75.

Cost of tgrding
(Berhi $1 wheat)

Gross profit-.8 cent per bushel on 5,000 bushels ....................... $8.25
Cost of clearing per 8,000 ...................... *............ K25
Proposed tax 5 cents per $100.......................... 2. 50

3.78
Net profit .................................................. 180

Loss of one-eighth cent per bushel on 5,000 bushels ....................
Cost of clearing per 5,000 bushels ............................. 1.28
Proposed tax 5 cents per $100---------------------. 2. 50

--- 3.78
Gross loss.. ..------------------- 10.00

If a trader makes one-eighth cent per bushel nn a trade, his net profit Is $2.80.
If he loses one-eighth cent, hif loss Is $10.

STATEMENT OF T. R. CAIN, REPRESENTING THE GRAIN COB.
MITTEE ON NATIONAL AFFAIRS, JACKSONVILLE, ILL.

Mr. CAm. Mr. Chairman and gentlemen of the committee, I wish
to say to you that I was born on a farm-

Senator SHORThIDGE (interposing). Between two rows of corn.
Mr. CAmN. Yes. I live on a farm, and if the sheriff does not sell

me out, I expect to die on the farm.
I appear before you gentlemen as President of the Illinois Grain

Dealers' Association; and as President of the National Grain Dealers'
Association, with 450,000 members. We handle grain for about
450,000 more farmers that do not belong to the association.

I have appeared before you men to protest against this proposed tax
on the future sales of grain. It is going to revert right back to the
farmer. If a man comes into one of our cooperative elevators and
wants to sell us 5,000 bushels of grain we see the cash grain is worth so
muich. We look at the board and see what December'as selling at, and
sometimes we can give that man a cent more than we could give on
the cash market, by selling December against it. Now as we go into
November we will see that the spread 's wider in May. We would
buy in the December and sell May. Now you see the tax we have to
take into consideration. And every grain dealer will figure, when
he has to pay so much for inspection, so much fee, and the interest on
the money, and all those things are going to be figured in, and this
will be figured in, and it is going to come out of the farmer.
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Now, gentlemen, I have come here to-day from my farm in Illinois.
I could ill afford to be away, and I want to get back, and I thank you
for hearing me.

Senator CONNALLY. You appear for the farmers?
Mr, CAIN. I appear for the farmers and no one else.
The CHAIRMAN. Thank you, Mr. Cain.

STATEMENT OF 2,1. L, 0331, VICE PRESIDENT, CARGILL GRAIN
COa, MINNEAPOLIS, MINN,

Mr. GRIMES. I am appearing on behalf of the Grain Committee on
National Affairs. To save your time I will file a brief.

The CHAIRMAN. It will be received.
(The brief presented by Mr. Grimes is printed in the record in full,

as follows:) Biller or 3. J. ains

I appear before you on behalf of the Grain Consmittee 01 National Affairs
Through facilities of the Minneapolis Chamber of Comnerce of which I am a
member, and the Duluth Board of Trade is marketed a very figh percentage of
the grain and flax crops of the Northwest. It is my considered opinion that the
proposed increase in tax on sales of grain and flax for future delivery will do injury
to the producer. Not only will the increase be an additional tax burden on the
producer but indirectly it may cost him a good many times the amount of the tax
ln Its effect on the established marketing machinery for handling farm products.

It is the general practice of all grain deaders in the Northwest to hiedge their
purchases of grain in the futures markets. Elevators located at country p)0l1ts,
whether they be cooperatively farmer owned or privately owned sell futures as
they purchase grain from the farmers, Unquestionably, in thli Arst transaction
between the country elevator and the farmer, the increase in tax will fall directly
on the farmer.

Approximately 70 per cent of each new grain crop in the Northwest moves out
of farmers' hands within three months after it is harvested. This movement
obviously is very much in excess of current consumptive requirements during that
period. The surplus over current requirements is carried by the trade, and there
may be several transfers of ownership in its natural movenieut fromt producer to
consumer. With each transfer of ownership there will be a trade in the futures
markets, as all of the agencies handling Krain make apractice of hedging,

Unier the new proposal, every one of thee transfers or sales will bear a 400
per cent tax increase. It becomes in effect'a multiple or cumutativo.sales tax
on the grain. United States grain sold for export must meet the competition of
grain from other countries, so that the price paid the producer becomes the com-
petitive sellling price less the handling cost. This additional tax will, under the
circumstances, be assessed cumulatively against the grain and be an increase in
handling charges. It h; an additional burden that will come out of the farmer.

The same is also true of grain sold in the United States. With consumer buying
much less than producer selling during the first few months after harvest, when
70 per cent of the farmer's crop is sold, any additional item added to the cost
of marketing will fall on the producer and not on the consumer.

The producer will feel the ill effects of the tax however, to a substantial degree
from another source, With a. heavy tax laced on sales buyers are going to be
less numerous. 'Obviously the greater the number of buyers in a market the
better opportunity is afforded for good prices. A better basis of stability and
greater safety for operations are also provided. This increased tax will work as
a an inhibition on buying and marketing operations in general and it will be
only natural for it to record itself in the form of a wider spread between buyer and
seller. The cost of marketing will be increased; the farmer will receive less forhis produce.Free buying will be discouraged at a time when it is urgently needed in the

prain markets.

Mr. GRMES. I also want to file petitions signed by 3,300 farmers
of Minnesota, North Dakota, South Dakota and Illinois protest-
ing this tax.
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The CHAIRMAN. They will be received for committee use, but not
to be included in the record.

Senator CONNALLY. You represent the grain exchange, or the grain
coipuany?

Mr. (hit3Ms, I appear for the Grain Committee on National Af-
fairs; and also am a member of the Minneapolis Chamber of Com-
inrce.

Senator CONNALLY. So you represent, in a way, the dealers and
the exchange people both?

Mr. GitIMES. Yes, sir.
Senator CONNALLY. Do you think that this will all be passed on

to the producer?
Mr. Gmms. Yes; I do.
Senator CONNALLY. Have you raised your commissions, recently,

as a broker?
Mr. GImEs. The commissions have not been raised in several

years.
Senator CONNALLY, What are they now?
'Mr. GumiWs. You mean on future transactions?
Senator CONNALLY. On the futures board.
Mr. GRImEs. This particular tax is on futures.
Senator CONNALLY. Alone?
Mr. GIMEs, Yes; and the commission is one-fourth cent per

bushel.
Senator CONNALLY. One-fourth cent per bushel?
Mr. GRIMES. Yes.
Senator CONNALLY. Very well.
Mr. GmMsS. It is very much lower than in other countries. It

runs as high as three-fourths of a cent a bushel in Rotterdam, five-
eighths cent per bushel in Liverpool and 1 cent per bushel in the
Argentine.
STATE T OF PHMIP B. WELD, PRESIDENT NEW YORK COTTON

EXCHANGE, NEW YORK CITY

ir. WrD. Mr. Chairman and Senators, as president of the New
York Cotton Exchange I am coming before you to discuss section
726, which places a tax of 5 cents per hundred dollars of value on
contracts for future delivery made on commodity exchanges. We
have been taxed for many years. In 1918 the tax was 2 cents, and
the prese' I tax is 1 cent. We believe it is a just form of taxation.
We do think a 500 per cent increase in the tax is too much.

Furthermore, it is not really taxing the members of the New York
Exchange; it is a tax on the cost of distribution, which is borne all
the way from the farmer to the consumer.

In closing I wish to emphasize the fact that we are not trying
to dodge our fair share of tax, but we do think a 500 per cent increase
is too much.

Senator GoRE. This would be a 400 per cent increase. Do you
think it would kick back at all on the producers of the products-
cotton, for instance?

Mr. Wan. I think it is a cost on distribution, which can not be
endured.

115102-32---82
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UTTE nROm I. I. MpU, JR, PIDIDINT NW YORE 0011E2 AD SUOAR
XOIANOE (1WO.)

Now Yons, AprI 10, los.lion. Rmn Suooa,
Chairman Finance Committee United States Senate,

Washington, D. 0.
Sift: On behalf of the New York Coffee and Sugar Exchange I beg your con.

sideration of certain important factors in connection with the proposed revenue
stamp tax on sales of produce for future delivery on organized exchanges.

Your committee is of course aware that the volume of trading upon the organ.
Ised commodity exchanges of this country has already diminished to a point
where the usefulness of these exchanges for hedging operations has been merlously
impaired. I believe we may accept the premise tbat these exchanges are eusen.
tial elements In our economic structure, both for the service they render to the
hedger, and in the marketing of basic commodities. This premise has been
accepted by leading economists, by Government agencies In their dealings with
the exchanges, and )y Congres in its legislation in respect thereto.

We are fully aware of the primary importance at the present time of balancing
our Government Budget and rising sufficient revenue for that purpmse; and
that this can only be done through taxation. The members of the New York
Coffee and Sugar Fxchange, as citizens of this country and as merchants, hesi.
tate to add to your burden by protesting against any portion of the proposed
bill. But we are strongly of the opinion that the tax on commodity exchange
trading will not only defeat its own purpose, but will have grave economic
cons~eqence. much more far-reaching than your committee has ta' 3n Into
consideration.

To-day the Coffee and Sugar Exchangein New York City is the leading future.
exchange In the world for these commoditles, Producers, dealer, manufacturers,
and traders from every country in the world 'we this exchange for hedging *and
trading purposes. There are competing foreign exchanges dealing in coffee in
Havre Hamburg, Rio de Janeiro, and Santos; and for sugar in London, Liver-
pool, hamburg, and Paris. All of the foregoing exchanges are, however, of
secondary Importance to the New York Coffee and Sugar Exchange, and the
combined trading on all then exchanges probably does not equal the trading on
the N ew York City exchange.

This business ham been brought to this country solely because of the freedom
of trading from all restrictions and the broad market which has been maintained
in our exchange.

If trading on this market is subjected to the handicap of such a tax as is pro-
posed, the world business which now comes here will inevitably be driven to
these foreign n, "rkets, and as a corollary, the position of the New York Coffee
and Sugar Exci age as the leading futures exchange in the world for these two
commodities will be impalredi';if not destroyed. This result will not only deprive
the Government of the anticipated revenue, but will dilve out of business a great
many of our 850 members.

These conditions will, of course be duplicated upon the other commodity
exchanges which are similarlV affected.'

Such a result at a time when liquid markets are so essential to our credit
structure would be most unfortunate. Commodity values throughout the coun-
try would be further frozen, and the ranks of the bankrupts and the unemployed
would be increased. These consequences, without the addition of substantial
revenue to the Treasury, would be catastrophic.

May we call to your attention the fact that the contemplated tax is five times
the present rate, and two and one-half times the burdensome level that main-
tained during the war. The proposed tax does not penalize the financial element
of Wall Street, but lays a most serious burden upon the rest of the country. Every
man who in any way deals in any of the commodities which are traded in upon
our various exchanges would be directly affected by the imposition of the tax.
Employees, tradesmen, landlords, and consumers are bound to be injured, not to
mention the employers themselves, and their families.

The undersigned t ready to appear at any time before your committee and
testify further and In detail regarding the matters above referred to.

Very truly yours, H-. H. PIKE, Jr., President.



TAX ON SAF.DEPOSIT BOXES

flit AD LATT3s ow WAtTI s. DARROWI

Tmv SAVNGS BANKS ASSOCIATION,
New York City, April 18, l9,tS.

SrnrCATsU FINANCEn COMMITTEE,

Woeohngtoa, D. C.
GENTLRMIN: On behalf of the 57 mutual savings banks of our State who have

safe deposit boxes, I wish to file a protest against a proposed Federal tax of 10
per cent which is now being considered by your committee.

Our savings banks did not have the right to render safe-deposit service to their
depositors until after the World War, when many of their customers, the majority
of whom are medium-ualarled workers, purchased Liberty bonds and having no
other bank connection requested our savings banks to keep their bonds for them.
Accordingly, our legislature gave us the right to install safe deposit facilities.
I do not believe that any of our banks show any material profit from this service,

Already many of the users of these safe-deposit boxes arc inquiring as to whether
the Government in affecting the payment of this tax will be furnished the name
and address of all renters. Will you not agree that it the collection of this
tax it would yield a comparatively small revenue and the work Involved and the
lengthy reports that would be necessary would be all out of proportion.

Lastly, may we say that it is quite likely that this tax would be absorbed by
the bank in all cases rather than passed along to the renters of safe-deposi*, boxes
and with the bankers of the country struggling through present emergency, it
would add another burden to the many they are already shouldering.

Hoping that you may accord this piea your favorable consideration, I remain,
Your very truly, PAuL W. ALLRIRT.

MEMORANDUM IN OPPOSITION TO SECTION 741, PART 5, OP THZ RWuvi r, ACT

To the CoMMIrms ON FINANCE,
United States Senate:

Mr. Chairman and gentlemen, as president of the National Safe Deposit
Advisory Council I am, appearing on behalf of the various safe-depsit associations
throughout the country in opposition to section 741 of part 5 of the revenue act
now before this committee which imposes a tax of 10 per cent on gross safe-deposit
box rentals .

It is the general opinion of safe-deposit vault managers that this tax would
impose an unreasonable burden on safe-deposit companies and banks and savings
banks throughout the country which furnish and provide a safe-deposit vault
service. The bill in theory purports to Impose the tax on safe-deposit-box users,
but we are convinced that as a practical matter the tax can not be successfully
passed on to box users, and that safe-deposit vaults will In the final analysis be
compelled to absorb and bear the tax through forced reduction of rentals. In
other words, the imposition of the tax will force and bring about a general
reduction of safe-deposit-box rentals from their present levels sufficient to cover
the tax and we believe a great deal more.

Our Investigation shows that most of the safe-deposit vaults throughout the
country have been unable to obtain sufficient revenue from box rentals to cover
the costs of maintaining and operating these vaults, and for the past several
years all safe-deposit vaults have been fighting a losing battle against a general
demand for a reduction of rentals. We btilieve that an analysis of the financial
statements of safe-deposit vaults will demonstrate these facts conclusively. If,
therefore, you impose this tax, it will have the effect of building up losses in the
safe-deposit vaults service departments and safe deposit subsidiary companies of
banks and savings banks in every State of the Union. We submit that all banks
need and require all the assistance and support possible during this period of
depression, but this tax will have the effect of adding to their burdens by increase.
ing losses in the operation of their safe-deposit vaults.
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The National Safe Deposit Advisory Council has during the put several weeks
made a very careful investigation of the effects wilch this tax,if enacted, will
have on safe deposit vault operation. The reports which we have obtained from
the various safe deposit associations throughout the country show that this tax
will bring about aid preeipitat & generl irduction In box rentals. In contem.
plation of the enactment of this bill many box renters have already indicated
that they will exehrqe their preet boxel for cheaper ones o( smaller size in
order to offset the a, - ant of the tax and at the same time reduce their safe de-
posit box rental. At at example of this fact, the manager of one of the oldest de.
posit vaults in the country reports that one of his customers, who now occupies
a $48 box has informed him that If the tax bill is enacted he will exchange his
p resent $45 box for a $80 box. Another box renter In the same vault, who is
trustee of an estate, and is now using a $18 box for the storage of ti securities
of the estate he reprsent has Informed the vault manager that if the tax is
imposed he will exchange no present $18 box to one at $10 per year. Thus this
sae deposit vault will show on then two particular cams lone a rental loss of
$20. The experience of this particular vault manager, we believe, would be the
experience of all vaults throughout the country and you can well understand
what the effects of such a general reduction of rentals would have on safe deposit
vault operation.

We believe, gentlemen, that the Imposition of this tax would certainly bring
about and force such a general reduction of safe deposit box rentals as we have
here indicated.

Respectfully submitted. WAL.TER J. l3Aaaows,
Preeidint of National Safe Deposit Addsory Council.

APRm 20, 1932.

Turn NATIONAL SAx DEPOSIT Anvzsoay Covnczz,
New York, N. Y., April *1, 1989.

Hon. REND SMOOT,
Senate Building, Washington, D. C.

DEAR MR. SECRETARY: On behalf of the National Safe Deposit Advisory
Council, I filed a brief with you yesterday afternoon opposing the 10 per cent
tax on gross rentals of safe-deposit boxes.

May-I ask you to be so kind as to attach the enclosed letters and resolution to
that frief? We have been asked whether safe-deposit boxes are being used to any
extent for the hoarding of money, and after making inquiry all over the country
the consensus seems tobe that very little is being done; hat less than I per cent of
the boxes are being used for that purpose; that the largest holders of ready money
are the bootleggers who do not dare deposit in banks since Al Capono got's sentence
of 11 years for doing It.

Thanking you for your many courtesies, I am,
Sincerely yours,' WAMS J. BARXowI

Lu, Hwoiwsonr SAFE DEPosIT Co.,

WALTER J. BAnnow, Eq Boston, April 18, 198.

New Y4, N. Y.
DEAR Ma. BARROwS: For the Massachusetts Safe Deposit Association I have

written to our Seqators protesting the tax on safe rentals for the following reasons:
This tax will surely diminish the use of our boxes. For the small amount col-
leoted it In a galling tax inflicted updn an already sorely taxed clas.

It will upset equilibrium of prices in our business.
Answering your question: In New England the boxes used for hoarding are

relatively small, a fraction of I per cent.
The tax should raise a million, as the proponents of the bill estimate, or possibly

Cl 800,000.
My rentals are about constant for 1981.

Yours very truly, STESP11E F. WADswoRuT, Manager.
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At a meeting of the executive committee of the New York State Sae Deposit

Association, hld on the 13th day of April, 1982, the following resolutions were
unanimously adopted:

Whereas section, 741 part 5 of the revenue act Introduced In the United
States Senate on April 4.1982, poses sa 10 per cent tax on the gross amount of
rentals collected by banks, saving banks, and other Institutions for the use of
such safe deposit boxes during the period the act is in force; and

Whereas it is the unanimous opinion of all of the members of this committee
that even though the said revenue act in theory purports to assess the tax
against the perrons to whom such safe deposit boxes are rented the tax will
nevertheless, In the last analysis, have to be absorbed by the banks, savings banks
and other institutions from whom such boxqo are rented because of the fact that
the imposition of such tax will bring about a general reduction in the rate of
rentals now in force to the extent of the tax called for by the said act; and

Whrea, banks, Savings banks and other institutionm now furnishing such safe
deposit box service do so on practically a cost basis, and if such banks and savings
banks are forced to pay or absorb this tax it will impair the capital of sach
Institutions in most insotnees; and

Whereas, most of the banks, savings banks and other institutions furnishing
a safe deposit box service throughout the country have registered their protest to
the imposition of this tax:

Now therefore, be It unanimously
Resolved, That this association is unalterably opposed to the imposition of the

proposed tax of 10 per cent on gross safe depositbox rentals as fs provided for
in section 741, art 6, of the revenue act introduced In the United States Senate
on April 4 1932, and he It further

Refo That the officers and members of this executive committee be and they
hereby are authorized and requested to furnish the committee on Finance of the
United States Senate various Senators and Congressmen, a copy of this resolution,
and to cooperate to the fullest extent and in every way possible with the members
of the national safe deposit advisory council, and the executives and represent-
atives of other safe deposit associations throughout the United States in opposing
the enactment of section 741 part 5, of the above-named revenue act.

I hereby certify that the above is a true and correct copy of the resolutions of
the executive committee of the New York State Safe Deposit Association adopted
at a meeting held on the 13th day of April, 1932. F. J. MoOrncv1

President New York State Safe Deposit Assoes;lon.

ILLINOIS SArl DEPOSIT ASsOCIATION

Whereas this association has been informed that the revenue act of 1982, passed
by the House of Representatives and now pending before the United States
Senate, provides for a 10 per cent tax on all safety deposit box rentals; and

Where it is the sense of the members of this association that such tax will be
detrimental to the best interests of the members of this association and will deter
numerous persons, firms, and corporations who otherwise might rent safety deposit
boxes from renting the same, and thereby such persons firms, and corporations
will be deprived of the protection of their property which they might otherwise
en oy Now therefore, be it

resolved, That this association protest against the levying of a tax upon the
rentals of safety deposit boxes and that the president or vice president of this
association be, and he is hereby, authorized ad directed, for and on behalf and in
the name of this association, to notify the Secretary of t0n Treasury of the United
States and the Senators from the State of Illinois, and such other United States
Senators as he may deem proper, of such protest, and further to request such
Senators to vote against the levying of any such tax.

KANSAS CITY SArz DEPOSIT AsSOcIATION,
Kansas City, Mo., April 1, 198.Mr. WALTER J. BA RROWS,

President National Safe Deposit Advisory Council,
Neo York City, N. Y.

DEAR MR. BAmRows: The Kansas City Safe Deposit Association in entering
their protest against the 10 per cent tax levy on safe deposit box rentals contem.
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plated In the bDi now before the Senate, wish to present the following arguments
In support, Of the protest:

first. The average safe-depost vault does not pay on present rental schedule.
Second. Conditions do not warrant an Increase In rates at this time, hence

the burden of the tax would be passed on to box renters and would cause the
surrender of a large number of b6xes. On account of reasons stated above, the
operators of the vaults can not absorb the tax.

Third. Eighty-flvo per cent of the number of boxes now under contract belong
to people of very moderate means and contain In a great majority of oases, only
documents of value to the owners alone, such as deeds, abstracts, insurance
policies and kindred papers.

Fourth. Corporations renting the larger boxes, at what they consider high
rates, would refuse to pa the x nd remove their property from safe-deposit
vaults and place in safes in their own book vaults.

Fifth. We firmly believe the Imposition of this tax would cause a great loss to
vault operators whoare already absorbing losses every year.

Sixth. The comparatively small amount to be raised by this tax ($1,000,000)
does not Justlfy the cost in loss of revenue which vault operators wotld be re-
quired to stand.

Seventh. Safe-deposit business all over the country is losing ground on account
of the large number of surrenders. There will be a much greater lose If this tax
Is imposed. The collection of this tax will entail a big expenditure In the adjust.
ment and settlement of It.

We offer a vigorous protest against the enactment of this clause and believe
we speak for the safe-deposit business throughout the Middle West.

Respectfully, KANSAS CITY 8413 Deroexr Assoozwriow,

By R. D. SLAYMAKX1 INdmtV.



PROPOSED TAX ON CHECKS

STATIMINT OF EON. MALCOLM BALDEIGE, REPRIBINTAIIVE
IN coNOzus FROM NIBASKA

Representative BALDRIGI. Al I desire, Mr. Chairman, is five
minutes. Please check me at the end of that time.

The 2-cent tax on checks is not in the present House bill, but Secre-
tary Mills is urging it, and I just would like to have your attention
for five minutes to show one example of what would happen if there
were a 2-cent tax on checks.

I live out in Nebraska which is the typical farm community.
At the present time the only cash which is being received by the far-
mer comes from cream, eg , and poultry. The cash which otherwise
cane from crops is gone. Tceuse usually that is fed to the stock,
and whatever cash is reached goes to pay taxes and interest on the
mortgage.

Now every farmer and every farm wife brings in to market every
day the cream, eg, and poultry. That is a daily marketing proposi-
tion because of the perishability of the merchandise. The average
check is $1.50 for eggs, $2 for cream, and $5 for poultry. They get
three checks because they do not sell these to the same place. They
sell their eggs at one place, the poultry at another and the cream at
another. A 2-cent tax on these little chalks out there in the farm
community would be disastrous.

We have the little town of Superior, Nebr., which has the Far.
mers Union Creamery. Last year they put out 750,000 cheeks.
That would be $15,000 which would come out of that little farm
community, right around there.

The Fairmont Creamery Co. in Omaha last year put out 6500,000
checks. They averaged $2 apiece. That would be about $130,000
for that one little community out there.

Senator BiNHAM. Congressman, are those delivered by hand?
Representative BALDRIOm. Those are delivered by hand.
Senator BINOHAM. Why could they not use currency?
Representative BALDOGE. Well take the Fairmont Creamery, for

instance. At six and one-half nlfion checks that would mean just a
little over $12,000 000' that they would have to have during the year.
Their average bank deposit is between $100,000 and $200,000 They
could not possibly increase that bank deposit enough to handle $12,-
000,000 worth of currency during the year. It is just impossible to
handle cash.

Senator CONNALLY. It would bust all the banks if they took that
much out right now.

Representative BALDRIGE. Yes.
Senator BINOHAM. How much do they spend in checks a day?
Representative BALDUIGE. I do not know about to-day, but last

year, 1931, that one creamery in my home town put out six and one-
half million checks at $2.
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Senator BINGIRAM. No; how much is it a day? What do the checks
a regate that they hand out to the farmers in one day?

representative JJALDnUOE, Per day? Well, it would be one three.
hundred-and-sixty-fifth of $12 000,000. i do not know how much
that is. But there are six and one half million checks that were put
out last year.

Senator HAnRIsON, I recall that in my section the lumber people
at one time used to pay in tokens. Could some plan be evolved in
these smaller payments to pay in tokens and avoid this tax if the
committee should put it on?

Representative BALDRIGS. I do not know, Senator. That is
something I am not qualified on. But I do know that it would be
disastrous for this farm community if this 2-cent tax on checks were
put on. If the average check is $2, and the tax is 2 cents a check,
that is 1 per cent gross on the business of the farmer and the farm
wife.

Now gentlemen, that is just one illustration of what would happen
in this tax on checks.

Senator HARRIsoN. They would have to evolve some plan in the
case of the use of these smaller checks,

Representative BALDRIOE0, Yes.
Senator Rnni. Suppose we put on a $5 limit?
Representative BALURiWE. I think of course a $5 linit. would be

better, Senator but a $5 limit would be entirely too small. My
suggestion would be $50 or $100. That is just a thought on the
subject. Of course if this has to pass there certainly should be a
limit to handle those small checks, because that is a means of cur-
rency out there where I live. That is all they use. Every time the
farmer or the farm wife goes and sells cream or poultry or eggs they
are paid by check.

Senator BINOHAM. What does the farmer or the farm wife do with
the check? f

Representative BALDRIGH. Takes it to the bank.
Senator BINGHAM. Why could not the company go to the bank in

the morning and get $20,000 in cash if that is the amount that they
are ordinarily going to use in checks in view of the fact that the
cheks are going to be cashed later anyway?

Representative BALDRIGE. The answer is that in New Haven or
New York maybe that would be a reasonable plan. But we have a
very large number of small banks in each community, and it would
be practically impossible to cover the large number of little banks
with this $20,000.

Senator CONNALLY. They would be robbed before they got to the
office.

Senator BiNGHAM. I forgot that this was Nebraska.
Representative BALDRIGO. Now Senator, there is one solution to

all of this. Senator Harrison asked it. And that is a general manu-
facturers' sales tax. I have received from my district 500 letters
urging this manufacturers' sales tax and I only got two letters against
it. That is the way we feel out in our part of the country.

Senator CONNALLY. Is that the way you decide questions-on the
number of letters you get for or against?

Representative BALDRIGE. That is one of the ways to find out
whether the people are for or Against.
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The CRAIRMAN. Did you have anything else you wish to say,
Representative Baldriget

Representative BALURIGE. That is all. Thank you, Mr. Chair-
man.

The CHAIRMAN. Mr. Whiton.
Senator BINOHAM. Mr. Chairman, I should like to say that Mr.

Whiton is a very distinguished banker of New London, Conn., and,
like many of the men we have heard, he believes that it is neces-
mary -to balance the Budget, and he has given consideration to the
matter and he comes with a new scheme to which he has devoted a
very large amount of time to working out; and he had prepared a
suggested amendment to the bill whieh he has in printed form, and I
suggest that he be given 10 minutes. There are those who are very
much interested in the scheme, and we may want to ask him some
questions.

The CnwAN. He may proceed.

STATEMENT OF LUCIUS 1. WITON, NEW LONDON, CONN.

Mr. WuxToN, Mr. Chairman and gentlemen of the committee, I
am a manufacturer, having been in business a great many years in
the city of New London, Conn.

I have naturally, also, been interested in civic affair and in the
affairs of the community, and I have served my term, when it was
my turn, in the State legilslture; I was State senator for several terms
and, as the Senator has said, I have been vice president and director
of one of the banks for a long tune.

Now as to the proposition,-from the viewpoint of the manufacturer,
the proposition of a sales tax which was reported by the House
interested me, and there were features about it which I did not like.
That is the first reaction.

Just about that time I noticed that the Secretary of the Treasury
suggested to one of the Congresmen who was objecting, that it
would be a proper thing to subnUit an alternative proposition, if he
had one; and that, I thought, was an entirely reasonable suggestion.
And the plan occurred to me which has interested me very much, but
it is quite new and I really have had no time whatever to try to
interest anybody in the idea or to bring here any support whatever.
I appear myself. I brought with me a little paIphlet which I got
from my local printer at 5 o'clock last night, and I cane down from
New London on the sleeper and arrived here this morning, and Sena-
tor Bingham very kindly said that he thought the committee would
hear me for a few minutes.

Now from reading the reports of the hearings before the Finance
Committee, it seemed to me apparent that there are a great many
people objecting. The suggestion of a tax on a selected group
aroused a protest and their representatives suggest that somebody
else should be found who would be willing to pay it, or upon whom it
could be placed.

Now ith respect to the sales tax, let me say this: I remember
when I was a very young man in my father's machine shop there were
the beginnings of the old income tax, first imposed a great many years
ago on certain returns-i think I ran across an old file of that some
time ago, and that tax was afterwards, as I remember, abrogated or
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canceled oxr some basis of constitutional defect, or something of that
nature. I have not had time to check that up. But it really went
into the discard and later the present income tax scheme became
effective.

Now the sales tax as proposed is a difficult one to administer, and
it is sed on by beipg added to the price, end the inequity about it
which appealed to me was this: With a machine shop, and factory
and foundry, with a product that is sold to other machine shops and
owners of repair shops and garage shops and all around, my product
was made taxable at the rate of 2g per cent proposed, I think; and
I was obligated, as between my customers, as between those who
were licensed to buy and sell again, and the man who was buying
for his own use to select--I was obliged to make my detailed return
and service as to the payment and so on. And tfiere was a lot of
troublesome detail about it, And my neighbor down the street, or
across the street, or in the next town, operating a machine shop and
producing a mecahnical product which if, by any chance, it happened
to be a field cultivator, or a pumping system to be utilized on the farm
or something of that kind he did not have any of that difficulty
imposed upon him. The farm proposition appeared to have been,
asi remember it, exempted in the suggested bill.

Now there is an inequity which I do not like. I am a machinist
here [illustrating) and I have got 100 men in this shop, in those
parts; and down here [illustrating) is my neighbor, who has also 100
men m his shop. Now this law imposes upon me the duty of sege-

ating my accounting and my sales a between a licensed customer
own the line, and it requires me to make my oath and return to the

collector, and it requires me to make that oath whether I collect my
bill at the time, or not. The proposition was that the tax should be
levied upon the sale. And after the sale there might be, as I have
discovered, a certain percentage that did not seem to be collectible
very promptly, whereas the other man would not have that difficulty.

Senator INOGHAM. Now, Mr. Whiton, will you give us the proposal
you want to make to the committee?

Mr. WalTON. I am afraid I am makin too much of a speech.
The CHAIRMAN. Six minutes of your tune has gone already.
Mr. WalTox. My thought was: How can a scheme be devised

which will fairly distribute the burden of this revenue requirement
upon everybody? 0

Now, as a banker I am familiar with the requirement to compile
bank debits. Bank debits represent the total charges to the customers
of banks for their canceled checks. Bank debits are the measure of
the flow of transactions in a community. They are totaled for the
cities, for thet counties, and for the States and for the Nation. They
are reported, and there is on file here in Washington a sequence series
of comparative bank debits in 141 centers since 1919.

Now every week the banks report their debits to the 12 reserve
districts, and I find for the week ending March 30, under present
depreciated conditions, the weekly bank debits amounted to $6,000,-
000,000 for the week in the 12 Federal reserve districts. For 50
weeks, multiply that by 50, and there would be a total of $300,000,-
000,000 of transactions in the year.

But that does not include all the bank debits, for there are State
banks, trust companies, and private bankers that have debits. And
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it does not include purchases for actual equipment that might be
used such as a new safe, or new machine, or anything of that kind.
So that I estimate, and I think it is a very conservative one, that
the total of the net bank deibts representing the actual purchases of
real and personal property and commodities and services, except cere
tain exemptions which I propose would certainly be $300,000,000,000
In a year; and I think it would largely exceed it this year.

Now one-tenth of 1 per cent tax on that is $300,000,000. Two-
tenths of 1 per cent is $600,000,000 in a year, $50,000,000 a month.
Two and a half per cent would be $900,000,000, perhaps-well, it is
just a matter of arithmetic.

Now it appears to me that is just equity.
Senator INOHAM. One-fourth of 1 per cent would yield

$750,000.000
Mr. W1ToN. Yes $750,000,000.
Now who bears that burden? Everybody who buys something.

Not at the par value of their shares; not at the price of the real
estate transaction. They pay that proposed rate upon the face
amount of the check that has gone into the bank. It may not be the
par value, you see.

Now how can that be administered? It can be administered very
simply, it seems to me. If the law-and I have studied it in the
proposed act here--nmposes the duty of withholding of an agent's
tax upon every company and bank receiving deposits subject to check
and requires that withhiolinq agent to apply the rate to the sum of
the taxable checks which it returns to its customers every month
and that agent would provide a credit balance to the collector and
debit the group of charges to the same, a balance to the bank,without
any relation to the great mass of taxpayers at all. The bank would
hand over in the monthly return statement a tax chargeoff and bal-
ance accordingly. And the bank, in turn, would send the aggregate
of those deductions to the collector of the district. And the bank is
entitled to a fee for the clerical work involved.

Senator BINOHAM. Now, Mr. Whiton, let me see if I have the thing
clearly m my own mind. You propose that a small percentage be
placed on all checks, except those used for pay rolls andcertain other
things, as shown in your brief?

Mr. WhxToN. Yes, sir.
Senator BINGHAM. And you propose that this be collected and

turned over by the bank at the end of the month and-deduct it from
the customer's account.

Mr. WrnTON. Yes, sir.
Senator BINGHAM. And that that be deducted from the customer's

account just as the club deducts and collects amounts whichthe
club now has to pay, such as the dues and club bills?

Mr. WHITON. Yes, sir.
Senator BINGHAM. You propose that the bank be allowed to charge

the customer a small percentage for the cost of collecting thisJor
the Government?

Mr. WHITON. No, Senat,)r.
Senator CONNALLY. It comes out of the tax.
Senator BINOHAM. It would come out of the tax, and the bank

would be paid for the work which it involves, whatever the amount
is, with reference to that work?

i808
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Mr. Wurron. Yes. There is a great cost in the running of the
Internal Revenue Bureau and the revenue collected. That staff of
Government workers wonld be deducted, and there would be a rea,
sonable percentage of deduction which comes out of the customers'
account, the cost of collecting and accounting, and which would go
into the operating expense.

I propose this: The sumtggestion of withholding the tax upon these
debit is written ino the law; it is not a rule of the department, but
a law. It authorizes the bank to prorate that tax upon its customers in
number relating to the sum of their taxable checks.

Senator BINOHAM. In other words, the rich man or the rich cor-
poration that uses a large amount of checks, or checks in a large
amount, would pay a large amount; and the poor man who has no
bank account, would pay none, because he would get his money in
currency and pay his bills in currency.

Mr. WanToN. Yes; but if he were a small business man he would
pay proportionate rate.

Now the sum total of that rate upon his volume would be in just
proportion.

Senator SnORTIDG. You have expressed these thoughts in
printed form?

Mr. WHITON. Yes sir Now, gentlemen, without any presumption
on my part, I thought it well to embody this suggestion in a precise
concrete form and, of course, not being an expert law draftsman of
bills, brt I put it in a concrete statement what my thought is, And
here it is, and I lay it before you.

If there are any questions, I will try to answer.
Senator BINGHAM. I want to ask one more question. Take the

automobile tax, which interests so many people and was protested by
those who appeared on these hearings. A 3 per cent tax on a $600
automobile would be $18. The proposal which you make is that if he
paid for that automobile by check there would be deducted from his
account in addition to the $600, $1.50?

Mr. WHITON. There would be deducted in addition to the $000,
the tax of $1.50.

Senator BINOHAM. At one-fourth of 1 per cent.
Mr. WHnTON. Yes sir. And the manufacturer who made the

automobile and bought, in making it, iron, steel, and forgings which
may have cost $400-a large estimate-would have paid $1. There-
fore, the advanbe, if the tax is passed on, the advance on a $600 auto-
mobile, the sale price would be $601, instead of $600, and the buyer,
if he paid by check, would have been subjected to an additional tax
of $1.50; and if he paid it in three installments, he would have paid
it at three different times.

Senator BINGHAM. Now, Mr. Whiton, you have made a great many
exceptions on page 10 of your brief. Do you think, with all those
exceptions, one-fourth of I per cent would yield $300,000,000 in
revenue?

Mr. WHITON. I think it would largely exceed it, Senator. Of course
I have not had the time nor the facilities to make a complete and
specific calculation as to the amount of return of revenue.

Mr. Coolidge says that the tax bills are about ten and one-fourth
billions a year. I know that the pay rolls in nine large cities, as
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against the bank debits, for the month of March, was about 5 per
cent.

Now, I could spend a lot of thine on this, but that is about an outline
of the plan.

Senator CONNALLY. Let me ask you one question: In the case of
large transactions, would not this be an inducement to pay in cash,
instead of by check?

Mr. WHnTON. If the, are going to pay by cash, where are they going
to get the currency?

Senator CONNALLY. They have to a bank, I suppose.
Mr. WanToN. Well, they would have to go to the bank to get it.
Senator BINOHAM. That is a complete answer.
Senator CONNALLY. There wouldbe a tendency to do that.
Senator BmaHAM. In order to get the cash they would have to

draw a check, and that would be subject to the tax.
Senator CONNALLY. There would be a tendency for them to take

the currency and keep it on hand.
Mr. WHNTON. If they wanted to take the risk of robbery, and so

forth. A man can carry a bag of money, but they will not do it.
Senator CONNALLY. If I wanted to get New York exchange and

gave my check, they would pay there, and the other bank would
not pay when it came through.

Mr. YWHITON. No. My thought naturally is that this tax should
be applied to purchases for real and personal property, and com-
modfties and services. It does not make a bit of difference who pure
chases them, this is a flat, uniform rate on everybody, and it would
produce revenue and not be burdensome.

Senator BINOHAM. Thank you very much, Mr. Whiton.
The CHAIRMAN. You have a brief that you want to present?
Mr. WilsoN. Yes, sir.
The CHAIRMAN. It will be printed in the record at this point, fol-

lowing your remarks.
(The brief presented by Mr. Whiton is here printed in the record

in full, as folows:)

BALANCING BUDGT-A NXw TAX PLAN

Every tax, district, town, city, county, State or national, increases the cost of
living. In articles discussing taxation, such as the recent one by Calvin Coolidge,
this total is referred to as the "per capita" cost of government. It is unavoidable.
Unfortunately for the public interest, too large a part of it is now indirect and
obscured, both as to time and amount of payment.

Any new tax will inevitably increase this cost. Or its purpose may be to equal-
ize It. It should be as broadly and fairly distributed as possible and rest upon
capacity to pay. It should include, for a small individual but a total considerable
amount, as many as possible of that large number of loyal citizens who are not
now required to file income-tax returns; and with respect to whom the expense of
collection, if the present income-tax system were extended to include them, would
be relatively so great that no Government net income would be secured by such
an extension.

It should frankly be called a cost tax and not a sales tax. It should rest at a
known low rate upon what has actually been bought and paid for and be imposed
directly by the Government, instead of being an inequitable discriminating
sales tax at a high rate to be obscured and "pyramided" or "passed on" to the
ultimate consumer, upon a selected list of manufactured articles, with consequent
unfair handicaps upon some products and industries.

In form it should avoid requiring expensive administrative detail. The tax-
payer should also be relieved of frequent troublesome details and bookkeeping
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connected with filing returns upon specified dates and penalties for failure to
comply with vexatious regulations.

The payments should be distributed into numerous small sums throughout the
year rather than concentrated in annual or quarterly amounts. The Government
should receive a steady monthly revenue and operate with respect to its income
as efficiently as our public utility companies have learned to operate with respect
to their income.

I venture to suggest an emergency plan by which these results can all be
achieved.

First. As anx emergency tax for revenue, every bank check should be required
to bear an excise stamp, just as Canadian checks do now. An estimated reve-
nue of $95,000,000.

Second. The new law should impose and levy upon every check drawn to
pay for real or personal property or for conminodities or service a tax, say of
one-tenth of 1 per cent (or, it necessary, at a higher rate) upon the amountfor
which any check is drawn in payment for real or personal property or commodl-
ties or service other than wages and specified exemptions. I

Third. Every person, partnership or corporation doing business as a bank,
banker, or trust company and receiving deposits subject to check, should be
made a governmental withholding aPn and be required to deduct from thelisted total of its customers' taxable checks, at every period when it returns a
group of canceled checks with its monthly or periodic statements an amount
determined by applying the rate, for which it should send its customer a tax.
charge slip, reducing by that amount its customers' balance at the beginning of
the next period.

Fourth. Every such bank, banker, and trust company should be permitted to
retain a collecting commission say of 2% per cent for its clerical service and be
required to send the total amount of these tax-charge slips (less its commission)
to the collector of the local district monthly, or at every period when its cus-
tomers' canceled checks are returned,

These withholding-gents' charge slips would be direct monthly or periodic tax
bills from the Government which could be filed by the taxpayer with his otbar
monthly charges for power, 11 ht, g"a, telephones, telegrams, etc. These bills
would 4o constant reminders of the direct cost of government.

The taxpayer could then concentrate his energy upon the problem of keeping
up lis bank balance, without also worrying about his bookkeeping and return
dates, penalties, and his objection to the demand that sworn details of private
business must be filed with the collector.

Such a tax should not be duplicated. It should not be a tax upon a tax. It
should not increase interest rates nor the total of loan payments. Hence the
law must clearly exempt certain checks from the application of the rate and
permit the one who issues the check to notify the bank that the particular item
is tax exempt by some provision of the law. This can readily be done by a
written notice near the signature or by a stamped impression or rider upon
which the reason for the exemption claimed Is noted when the check is
drawn. Checks bearing such an exempt notice would not then be listed by the
bank in the total upon which the rate is applied and the charge slip tax bill
computed.

Routine interbank transfers and settlement checks should be exempt. The
rule should be that all checks by persons, corporations, banks, etc., which are
payments for real or personal property or commodities or services other than
wages and the specified exemptions, and all direct charge slips of this character
by banks to their own expenditure and to correspondents or customers' accounts,
should be taxable. Charges not of this clm should be exempt.

How broad is the bas of such a proposed tax?
Comparative weekly aggregate bank debits of the Federal reserve banks in

141 centers are available since January, 1919. These debits for 141 centers
amounted to $5,670,000,000 for the week ending March 30--compared with
$6,428 000,000 for the preceding week and $11,3?5,000,000 for the week ending
April 1 1931.

Tota bank debits of the 12 reserve districts were $6,112,248 000 for the week
ending March 80th, compared with $12,071,716,000 for the week ending April 1,
1981.

A weekly estimated average of $6,000,000,000 for 50 weeks reaches the total of
$800,000,000 000 for 1932 compared, ay, with $600,000,000,000 for 1981. If
to this total there is added an estizna of 0000,000,000 for the debits of non-
member State banks, trust companies, and private bankers; and If the properly
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tax-exempt checks which appear in these totals are also estimated to be
850,000 000,000, the tax base (in the current depresion) is left at 800,000 0W 000
on which a rate of one-tenth ofl per cent would produce gro. revenue of $a*4,0-
000 per month, two-tenths of i per cent equals $80 000,00 monthly or $600,000,-
000 for the year, one-fourth of 1 per cent equals 6780,000,000, one-half of I per
cent equals $1,800,000,000.

Under such a system there would be no necessity for numerous classified excise
taxes at varying much higher rates, nor for other stamp taxes or confiscatory
capital levies, The whole emergency revenue requirement could be consolidated
into one simple, broadly distributed cost tax, based fairly and equitably upon
capacity to pay. For instance, a 3 per cent sales tax (as proposed) on a 8100
automobile equals $18 additional cost to the buyer. A manufacturer's cost tax
of one-fourth of I per cent on the material used to make it (if estimated at 8400)
equals $1. A consumer's cost tax of one-fourth of I per cent on $601 equals
$1.026 additional cost to the buyer.

Under such a system big business, the very kich, and economically nonproduc-
tive but credit-consuming speculators who buy more would pay more. Small
business and persons of smaller means but with equal interest in and loyalty to
our Government would pay les, in direct proportion to the amounts purchased;
everybody carrying a checking account would pay the same fixed rate. The plafi
is roughly comparable with graduated money order fees at the post office or
postage rates per ounce. Existing taxes like the tobacco stamp tax, amusement
admissions, etc., and others proposed, reach the users of currency. " I

This plan seems to possess tie quality of elementary fairness in its broadly
distributed base. It would directly and frequently connect everybody with the
cost of government and promote public opinion In favor of economy and low
budgets. Incidentally, perhaps It would increase public interest in some change
in the eighteenth amendment and the proposed revenue obtainable from 4 pw
cent beer.

As an emergency excise it should be deductible as a business expense from the
regular income-tax return and would to that extent reduce taxable net profits.
But the income tax with reasonable surtax brackets should be retained.

This plan would lay a stable and balanced credit foundation upon which pros-
perity could return with the definite assurance to individuals and small business
hat concentrated big business and speculation was carrying its direct prorated

share of the public cost.
If, with returning prosperity, the taxable bank-debit base should Increase

rapidly the law might delegate authority to the President or to the Secretary
of the Treasury to reduce the rate accordingly.

I think it is feasible to incorporate this plan In an amended section of the
pending bill.

A new proposal like this, which directly authorizes a Government withholding
agent to deduct a tax from your bank account, without notice or the usual
practice of sending you a tax bill with demand for payment on a due date, seems,
at first thought to be quite a radical suggestion.

But, upon second thought is it actually objectionable?
This tax, or any other tax, is imposed by law at a fixed rate and must be paid;

why not accept this fact at once; and, next, find the least troublesome way to
pay It?

Frequent smaller payments are usually easier than larger infrequent or yearly
ones.

By this plan the Government collector Is your own bank, whom you know and
who knows both you and your account.

The law and the rate being clearly expressed, why not upon third thought, see
that this new plan is very fair being applied by all banks, to all their accounts;
and that the collecting method does not Impose any new returns or bookkeeping
methods upon the taxpayer, not any new mass of clerical detail upon the Govern-
ment. The taxpayer has only to decide when drawing a check, whether It is
taxable or not; and, If exempt, to mark It accbrdingly, as a notice to the bank
that it Is tax exempt and not to be listed by them in the total which is subject to
the tax charge slip.

Your income tax on certain bond coupons Is now being "withheld at the source."
Some of your Federal taxes like that on your club dues, theater admissions,

etc., are at present being paid for you by some one else. Perhaps you are already
in the habit of requesting your bank or trust company to Issue a group of checks
for your account to pay a monthly list of bills. Many banks and trust companies
solicit the opportunity to serve you In this manner. Very likely you already do
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this if you travel frequently. Very likely your company's quarterly dividend
checks a distributed by its bank Pr trust company snt.

Why not as allow it to compute and pay your monthly tx bill? Especially
as the Government, at a reasonable east to itlf, reimburses them for the cleroal
services by paying a collecting commission.

I sulgest the following amendments to the pending revenue act of 1932 and
some blank forms which would enable this plan to be made promptly and prac-
tically effective.

Respeotfully submitted. Lucius . WHTo.

Naw LoNvow, CoNn., April *0, 198*,

STAMP TAXIS ON VouoaSa lamSs IR BANK Daun

Buarion 1. There fs hereby imposed, beginning 15 days after the enactment of
this act, but not before - and until - , the requirement to apply one
2-cent excise stamp upon all bank checks, drafts or other orders for payment and
on chargeolips which become voucher-itemi In any bank debit total. The stamp
shall be applied or paid for by the maker of the check, draft or order, or by the
account to which the charges-ip Is debited: Provided, however, That the excise
stamp need not be applied to any withholding agents tax charge-slip.

AN Ac vto Psovna RavawuwN AND EQJAuSu TAXATION, (ow1, An AMxNDumNv
To H 10236)

Sumon 1, Be it enacted, etc.
Sue. 2. Beginning 15 days after the enactment of th; act, but not before

and until , there is hereby imposed upon payments which have
been made for real or personal property, commodities, and services other than the
specify exemptions listed in section 6, which payments appear as voucher items
in any total of bank debits to depositors' accounts or in the expenditure accounts
of banks a tax of- per cent of the face value of such payments. Bank
checks, drafts, orders for payment and charge-slips evidencing such payments,
are hereinafter inoludvely ailed taxable checks,

Su.8,. Beginning 18 days after the enactment of this act, but not before
and until - , there is hereby imposed upon every person, partnership and
corporation receiving deposits subject to check (hereinafter inclusively called a
bank and its depositors hereinafter being called customers) a withholding agents
tax of - per cent upon that portion of its depositor accounts debits for which
It holds an equal amount of canceled taxable checks. The tax upon its own tax.
rle cheeks and upon the sum of such checks when returned shall without asses-
ment or notice and demand, be due and payable by the withholding bank to the
revenue collector of its district whenever groups of such cancelled checks are
returned by the bank to its customers.

Sae. 4. Every bank, as withholding agent, is hereby authorized to prorate this
tax among Its customers by applying the rate to the sum of the taxable cheeks
so turned and to include wit such returned canceled taxable cheeks an
additional nontaxable charge slip for this prorated amount.

Sac. 8. Every bank, as withholding agent is hereby authorized to deduct and
retain from the tax imposed in section I a lee equaling - p or cent of each
sum which It i required in section 3 to pay to the district collector.

Sc. 6. Customers' checks and charge slips, when issued for any of the following
purposes, are to be tax exempt:

1. Transfers between banks.
2. Transfers from principal to agent or from parent to subsidiary.
8. Interest and loans, made and repaid.
4. Education.
8. Contributions for religious, charitable, scientific, literary, or educational

purposes, or for the prevention of cruelty to children or animals.
6. Taxes.
7. Insurance policy claims.
8. Salary and wage pay rolls.
9. Currency withdrawals not exceeding $ - in amount during any one

week, analogous to wage payment withdrawal by customer.
10. Bid bonds as guaranty on proposals submitted.
11. Dividends.
Bankers' cheeks and charge slips when issued for any of the following purposes

are to -be tax exempt:
1. Interbank routine, not in contravention of section 2.
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2. Cheeks and drafts for customers' account whose cheek or charge-slip 'for
which Is taxable or exempt as the case may be.
8. Interest payments for the banks' own account and loans made and repaL.
4. Taxes.
5. Contributions for religious, charitable, scientific, literary, or educational

purposes, or for the prevention of cruelty to children or animals.
0. Salary and wage pay rolls.
7, Dividends.
Sze. 7. During the continuance in effect of this act the maker of every tax-

exempt check shall indicate by a written statement near the signature, or by
means of an impression stamp or an attached rider, that exemption is claimed and
denote the le#val reason specified in section 6. Failure to caim exemption when
the check is issued shall forfeit the exemption and cause the check to be taxable.
Every willfully erroneous claim for exemption shall be subject to a penalty of not
less than $5 nor more than ton times the tax, for which both the maker and the
payee shall each be liable. Whenever any bank shall notice appoirent willful
error In the claimed exemption for any customer's check it shall first warn the
maker and the payee of such check by calling the attention of each of them to the
specific check anai the penalty provision of this section. Thereafter, upon con-
tinued erroneous claims for exemption by any customer who has been warned, the
batk shall report the practice to the district collector, who shall thereupon proceed
as in other cases of tax evasion.

Szc. 8. During the continuance in effect of this act any check drawn to the
order of "bearer" shall be uncollectible and void. The circulation of checks by
Endorsement to more thea one payee other than as named on the face by the
maker, before presentation for collection through banks, is hereby prohibited and
any check so endorsed shall thereby become uncollectible and void?

Sre. 9. When the total taxable bank-debit base shall have provided from this
source a net revenue of - per month for three successive months, the Presi-
dent shall, upon the recommendation of the Secretary of the Treasury, have
authority to proclaim (and afterward to revoke) a reduction of the tax rate Im.
poed by this act.

UOES'TiO rOaMS

These suggestions are for forms of "riders" which can be attached to exempt
cheeks or be'incorporated directly into the check forms to be used by customers
and banks.

OUSTOMflS' CHECKS DANflNS' cncU

Classified tax exemptions: Claified tax exemptions:
1. Transfer. 1. Interbank routine.
2. To agent or subsidiary. 2. For customer account.
8. Interest-loans made and re- 8. Interest-loans made and re-

paid. paid.
4. Education. 4. Taxes.
5. Contribution. 5. Contribution.
0. Taxes. 8. Pay roll.
7. Insurance-policy claim. 7. Dividend.
8. Pay roll.
9. Currency.

10. Bid bond.
11. Dividend.

EXEMPT CLASS

A simple impression stamp like the sample would clearly indicate to the bank-
sorting clerks and machine operators that the item was exempt and the legal
reason.

The back of the check at the top should carry a condensed statement of the new
leal requirements to guide makers and iridorsers.

Checks to order of-'bearer' are uncollectible and void.
"Circulation of checks by more than one ndorsement is illegal. Bank stump

endorsements are permitted.
"Failure to claim exemption when check Is issued causes check to be taxable.
Both maker and ndorser are penalized for illegal exemption claim."

This cut is a half-size reproduction of a sample periodic bank statement by a
withholding agent bank. It shows a simple classification of taxable and exempt
items; also the tax-charge deduction at one-fourth of 1 per cent on the taxable
items and the new balance forward.
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By mans of the charaoter "XM" classification of items into "taxable" and

"exempt" columns would not be necessary,
These a l"seimen" corporation and personal cheeks which claim exemption

"I'GoaooC lzo /NOn6o ro. i.

4-00 Irow# UA Mt! 8,,
by enWoas,#A rubber tp rasr on, Amn ronw p-ge-I

aEXEMPT-CLASS

Ta..io aa~wa w ..

Just as a matter of tinting, it would be in accord with custom to run a little"tail peee" in the available space whih is left on this page. I have no suitable
cut, but I sugget that readers rail their own mental picture of the famous 1918Vitoory liberty loan poster by Gerrit A. Beneker, showing a workman with hisbaud" in his pocket, syingf, "Sure. We'll finish the job."

STATEMENT OP NON. WILBUR N. WRITE, A REPRESENTATIVE
IN CONGRESS PROM TEE STATE OP OHIO

Mr. Wmn. Mr. Chairman and gentlemen of the committee, I
aooiz to the committee for not being hero when I was called
before but, as a matter of fact, I was over at the Library to find somestatistics I had previously had, but I could not find them, so I cameover with what I had.

I want to discuss the proposal of a flat tax of two cents on eachcheck. In my opmon, the thing that probably would do more forbusiness at ths otime than anyt w thing else, it .seems to me, by the
prevaece opinion the House of Representatives is something that
would inflate prices a little. And it is generally conceded that cur-rte has some relation to prices. .The proposal of a tax on checks, in my in wu t
contract what use is made of checks as a substitute for currency.
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Now the gentleman who preceded me I understood to say there
was something like $300,000,000,000 of oiroulation of checks through
the clearing houses but, according to the statistical records of the
clearng house ssiiations, reported regularly, in 1930 there were
$010,000,000,000 in the circulation of checks; in 1929 they reported
$691,000,000,000; in 1928 they reported $595,000,000,000; and in
1927 they reported $526,000,000,000.

The Treasury Department through Mr. Mills, when he appeared
before the Ways and Means Committeb, of the House estuinated that
this tax would return $95,000,000 in revenue and that the average
check was $125, which meant that there would be a z.tx through this
check levy on a circulation in checks of $593,000,000,000. I do not
know whether he anticipated a shrinkage in circulation as a result
of the tax or not, Apparently, he did, because the clearing, house
circulation of checks is representative of the total circulation in the
Nation. There are cities that virtually have no clearing house and
make no reports. I know of one city that had $18,000,000,000 one
year, which is not included in these reports.

It would undoubtedly be a heavy burden upon dary companies and
produce growers near cities to tax the checks, and it would tend to
force them to pay in cash. I suppose if they were paying in proper.
tion to the amount of the check, as suggested by the gentleman who
preceded me, that payment would not have the same tendency
because they would have to withdraw the money at the bank and
simply pay the flat rate upon one check.

However, it seem to me to tax checks in proportion to the amount
of them would unquestionably tend toward ihe retention of cash
outside of the banks in the private vaults of the corporations. To tax
them in this respect would probably mean that they would cash the
one check and get the entire amount for the pay rolls, and so on or
for the payment of people who sold produce to them, or made o;Ler
sales of whatever kind they might be.

And from those figures I am inclined to believe that the total
turnover of business of the United States approximates or passes a
trillion dollars a year. I
. In other words, the check is, at least in normal times, the standard
currency, or the practical currency of this country, and to tax currency
itself with the means available, to avoid that tax would seem to me
to be an inadvisable thing at a time when we are trying to expand our
currency and produce more business.

According to the last available reports a to money i circulation,
the last report shows that there is practically $1,000,000,000 more in
circulation than there was a year ago. It is one of the highest figures
we have had. And it seems to nte the tendency to take money out
of the banks, which we have all deplored, in recent months, especially,
would only be heightened by this device for gathering revenue.

I appreciate the fact that the Nation needs revenue. Nobody
appreciates it any more. But, at the same time, I do not think
that any tax on the tendencies or inclinations toward the expansion
of currency is inadvisable, because that is what we must have if we
are going to survive at all.

Senator REzD. How would you suggest that we get the money if we
do not resort to such means as this?

1312
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Representative WHTS. Well, I would tax almost anything before I
would tax the expansion of currency. I would tax evem clothes, or
higher priced clothing. I would vote for a sales tax, with the exclusion
of the necessities of life, before I would vote for this.

Senator SaonTarIom. You favor that, do you, a sales tax?
Representative WHITE. No, sir; I do not favor it in every instance.

A sales tax Is a penalty upon a man's sacrifices. If the size of his
fanily increases, it is a penalty upon that.

Senator SIORTRIDIO. Do you favor it with the exception of the
tax on food and clothing?

Representative WImT. Yes; I certainly would vote for it before
I would vote for thi, and as much as I deplore a general sales tax,
I think a sales tax is a penalty upon sacrifices, I would vote for it
before I would vote for this.

Senator CONNALLY. How about a tax on suits of clothes that cost
over $50?

Representative WImT. I would vote for that before I would for
this.

Senator CONNALLY. And shoes that cost over $10.
Representative WImT. I would vote for that much before I wouldvote for this.
Senator RZuED. And then they would sell one shoe at a time. That

is very easily evaded.
Representative WHTE. You mean they would sell half pains?
Senator REED. Yes; and trousers separate from coats.
Representative WinTE. Well, they are all evaded.
Senator Snonmntox. I hesitate to think that the country would--
Representative WMT _(interposing). I hesitate to think that the

country would resort to that practice, or that the revenue collector
would e so easily deceived.

Senator CONNALLY. Whom do you represent?
Representative WmT. I am a Member of Congress, representing

a district in Ohio.
Senator CONNALLY. Oh, I beg your pardon.
IRepresentativ WHITE. I understand that there is a suggestion

before this committee that a tax be placed on fountain pens, under
the jewelry section of the law as it came from the House of Repre.
sentatives. I would like to say about that, that the gold in the
fountain pens is not a luxury use- it is a necessity, because the acids
in the inks do not attack the gold--

The CHAIIMAN (interposing). No suggestions for an increase have
cone from the fountain pen men, or otherwise.

Representative WHIm. I have understood that some one has sug-
gested that that be included.

I thank you, Mr. Chairman.

STATEMENT OF GUY H. BLOOM, ROCHESTER, N. Y., REPRESENT-
ING AMERICAN INSTITUTE OF BANK AND COMMERCIAL
STATIONERS

Mr. BLOOM. Mr. Chairman and gentlemen of the committee.
May I introduce myself as Guy H. Bloom a director of the Todd
Co., Rochester, N. Y., manufacturers of bank and commercial checks.

I appear in opposition to the tax of 2 cents on commercial checks.

Isla,
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I represent the American Institute of Bank and Commercial Sts.
dioners, whose members are located in every State of the Union and
produce more than 80 per cent of the checks used in this country.
We respectfully submit that the stamp tax on checks and drafts as
proposed by the Secretary of the Treasury would be unwise, imprac-
ticable, and dangerous.

Checks are as necessary to the conduct of business to-day s -me
letterheads, invoices order blanks, and other forms of busia
stationery, which rightfully are not taxed.

Economists look with disfavor on any measure which tends toward
the decreased use of checks for the following reasons:

1. Currency circulation would be increased.
2. At present there is hoarded the largest volume of currency that

has ever been outstanding.
3. Money in circulation March 28, 1931, $4,577,000,000; money

in circulation March 26, 1032, $5,498,000,000; increase, $921,000,000.
(As taken from the report of the Department of Commerce, April 7,1932)

4. vould accelerate the present crime wave.
This tax would cause a partial return by the general public to the

method of cash payment of obligations, thus reducing the estimated
revenue from the check tax; effe6ting also a reduction of postal
receits and bank deposits.

To ta ax would be unfair and discriminatory, because It prorses
to tax a small household check of $1, the same amount as a large
industrial check of $1,000 or more. It would further be discrimina
tory on our industry because, in effect, it would levy a sale tax on our
check products of more than 1,000 per cent. It is not comparable to
a tax of 2, 3, or 8 per cent as suggested, for instance, on automobiles.

The average cost of 100,000 cteeks as used by industrial concerns
is approximately $2 per thousand. The cost of these same checks,
imprinted with the 2-cent stamp tax, would be $24 per thousand.

I believe that in the knowledge of this committee, a preat number
of checks are issued for from $1 to $25; take the checks issued to the
farmers for produce, eggs, butter, cream pay-roll checks, family
household checks, gas- bill checks and telephone checks. A large
percentage of checks are now sent by mail giving the Government
an income of 2 cents in postal revenue. The new rate suggests an
increase of 1 cent. This means for the average person, there will be
a cost of 5 cents for each check mailed. Small bills will be paid in
cash instead of by check. Such a tax will result in a great decrease in
the use of checks of this type and the first class postal revenue will
suffer.

In reference to the estimated income from this tax of $95,000,000,
Mr. Mills wrote me on January 13, 1932, as follows:

In many ways you are In a more advantageous position than we are to make
ouch an estimate and I should greatly appreciate it if you would give us your
own best estimate.

Mr. Mills's estimate is incorrect.
Based on his assumption and statement that the average check

drawn amounts to $175 and using figures published by the Federal
Reserve Board showing debits to individual accounts by banks i
the 141 principal cities in this country, an estimated amount of tax
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which could be raised is shown in the following: 1928 check trans-
actions, at 2 cents each, $92,160,000; 1029 check transactions, at 2
cents each, $106,900,000.

Senator SnonTnum. Was that his estimate?
Mr. BLOOM. Sir?
Senator 81oaRaRnn. Was that the Secretary's estimate?
Mr. BLOou. No, sir; that is my estimate.
Senator SnonTomn. Excuse me. Proceed.
Mr. BLOOM. In 1930 check transactions, at 2 cents each,

$75,0640,000: 1931 check transactions, at 2 cents each $55,020,000o
1932 check transactions, at 2 cents each, $41,3850,000 11932 is based
on the debits es estimated for the first three months).

These figures, based on Federal Reserve Board reports check accu-
tately with the estimate that I furnished Mr. Mills on February 11,
1932.

Based on sales to customers for the first 12 weeks of 1932, the esti-
mate would be approximately $25,900,000. This does not anticipate
the loss which will accrue by the certain and large restrictions in
check use which we estimate will amount to at least 25 per cent.

In Mr. Mills's letter to the chairman of this committee on April 18,
1932, he says: "Instead of embarking on new untried ventures in
taxation it is wiser to utilize a known general plan with such changes
as may be proposed in the light of altered conditions."Gentlemen, altered conditions in banking and in the feeling of the
depositors toward banks certainly must warn you against the-imposi.
tion of such a tax. Banks placing service charges on depositors have
experienced a decline in deposits and a lessening use of checks varying
from 25 to 40 per cent. The feeling of the public towards banks is
reflected in the following figures of postal-savin deposits: December
1, 1930, $200,668,178; December 1, 1931, $555,560 280; March 31,
1932, $697,279,745. (These accounts are not checking accounts.)

Figures obtained from director of postal savings.
Those deposits represent shrinkages in commercial and savings

bank deposits.
There were bank failures throughout the country during 1931,

totaling 2,302, involving net deposits of $1,680,000,000.This tax would nullifylsuch benefits as may accrue to banks through
the recently organized Reconstruction Finance Corporation.

The ban-k-check industry has suffered enormously through these
bank failures.

The manufacturers of bank and commercial checks are to-day
facing their most critical period. In the last seven years price levels
have fallen approximately 35.8 per cent. In the last two years the
volume of this business has decreased approximately 40 per cent
from the average production level of the years 1924-1931.

If this tax becomes effective, a large number of the smaller check
manufacturers will have to go out of business due to reduced volume
and the production of the larger manufacturers will be seriously
curtailed throwing a large number of skilled workers out of employ-
ment.

There is no desire on the industry's part to shirk its share of
governmental responsibilities and taxes but we do vigorously protest
against the imposition of a tax which, because of its severity, can not
help but cripple our industry.
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The apg cation of an adhesive stamp as originally in effect was
found to d impracticable and inefficient when applied to the larger
users of checks. Such users would request that the stamp be printed
or lithographed on their checks. To comply with this demand, the
manufacturer would have to advance to the Government the amount
of the tax. There is no company in the industry able to finance such
an advanced tax payment. One manufacturer who sells industrial
check users approximately $108,000 monthly would be required to
make an investment of 5490 000 each month in advance tax pay.
nents to the Government. g 0 would be unable to do so. Further,
these customers would pay $598 000 per month instead of $108,000.
This manufacturer will be forced to ask his customers when placing
orders to give him a check in prepayment of the Government tax on
such orders. It must be obvious to the members of this committee,
that such an increased cost to the business world must result in a
decreased use and decreased volume of purchases.

A railroad using 500,000 checks per month on a contract now pays
approximately $1,000 per month. Under the check tax, this cost
would amount to $12,000. Good business sense would dictate a
reduction in purchasing and use.

The depressed conton of the industry has been made further
unstable by the suggestion of the proposed tax:

1. Many contemplated pay roll by check installations, i. e., checks,
accounting devices, forgery insurance, etc., are bing held up on ac.
countof suggested tax and its costs.

2. Certain large users have already requested a partial manufac-
twne on orders recentlyplaced, indicating that if the check tax is
passed the balance of Le orders will be canceled, or that there will
be a change m the check form,

Pay roll by check has increased tremendously in the past 10 years.
It is estimated that 50 per cent of industrial workers are now paid
by check. If this tax goes into effect, we believe it will cause many
hidustries to return to the use of cash for pay roll.

A return to the cash payment of wages would mean:
1. Immediate and frequent large cash withdrawals from banks for

pay roll purposes.
2. A reduction of the estimate revenue, as railroads and large in.

dustrials, to escape a tax of between $100,000 to $500,000 each,
probably would elect to pay by cash.

3. Increase in pay-roll holdups with resultant loss of human life
and property.

I would suggest that the committee refer to the letter from Gerard
Swope, president of the General Electric Co., which concisely and
cleary state the problem of large users of pay-roll checks. [Copy
attached hereto.]

Senator R n. Mr. Bloom, do you suggest anything else to raise
money in case we abandon this?

Mr. BLOOM. Mr. Senator, the only thing I can suggest would be
a general manufacturers' sales tax.

Senator SHORTUWDOX. How much does the Secretary suggest will
be raised b7 the suggested sales tax?

Mr. BZOOM. $95,000,000.
Senator SOnTabw6. Do you agree to that?
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Mr. BLOOM. No sir; I have just stated that we do not aeVe.
We believe it woula be nearer $28,000,000.
Senator SnOnTRIrIOz. All right. You may go on.
Mr, BLOoM. A statement released for publication on August 11,

1931, by the National Crime Commission says:
From January 1 to June 1, 1080, 1 permns were reporWt by nesar

having been murdered during pay-iol holdups, 82 inJ4 and the loes.ftun:
sxooded $1,000,000.

During the World War and again, I believe, in 1921 a Suggestion
was advanced to tax checks, but for perfectly good reasons was
abandoned. To-day there is no better reason.

Senator HARRISoN. May I ask how much did the Government
receive in this tax after the Spanis.;m. Aerican War?

Mr. BLOOM. Senator, that is entirely impossible to tell, because
the taxes were grouped together under Schedule A, and it was impose.
sible to tell what part came from the stamps on checks.

Senator HAuRRSON. I had an idea it was $38,000,000.
Mr. BLOOM. $38,000,000 was the tax that was included in that

schedule. I will not try to go over what was included there. But
there were at least 38 or 40 different items.

Senator SHoratRai. Aggregating $38,000,000?
Mr. BLOOM. Yes, sir.
To conserve the item of this committee, I have been asked to

present a statement on behalf of the manufacturers of writingpaper
and safety paper, a large volume of which is manufactured in Wash-
ington, Wisconsin, Michigan, Massachusetts, New Hampshire, and
Pennsylvania.

The writing paper manufacturers produce both rag and wood pulp
paper in flat form, from which safety paper is made and checks are
lithographed. They have suffered like all other industries from a
diminished vohune of production during the past two and a half years.
A further reduction in the use of checks would mean an additional
loss of millions of dollars of business which the mills and their
employees can ill afford at this time.

In behalf of manufacturers of safety paper; the Haminermili
Paper Co.j of Erie, Pa.; the Todd Co., of Rochester N. Y.; the Perfect
Safety Paper Co., of Holyoke, Mass.; the Lloyd Paper Co., of New
York -and 'George LaMonte & Sons, of Nutley, N. J. Because of
the character of these safety papers and the additional processes
required, they must be sold at a considerably higher price than
ordinary papers. This has a tendency to restrict its use to the manu-
facture of checks. Due to business conditions, the consumption of
safety paper for check use has fallen off approximately 40 per cent
since October, 1929.

The imposition of a tax on checks will further reduce the tonnage of
safety paper used from 25 to 35 per cent. The tonnage reduction
already suffered has seriously affected the volume,production costs,
and earnings of the manufacturers of all paper used in the manufac-
ture of checks. A tax on checks will senously affect the manufac-
turer of binding board, shippig containers, wrapping paper, cloth,
glue, wire, and ink, all of which are required in the manufacture of
checks as well as to further decrease railroad revenue resulting from
the movement of paper and other products from the mills to check
manufacturers thence to the ultimate consumers or banks.
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To summarize, we are opposed to this tax beoause-
1. It Is discriminatory as it places the burden on the maker of small

checks.
2. It is unjust to our industry because it places a virtual sales tax

of over 1,000 per cent on our products.
I a. It will aIsolutely put some check manufacturers out of businessand seriously cripple the others.

4. It will curtail the production of paper and be Injurious to the
manufacturer of check paper.

5. It will throw out of employment a large number of skilled
workers.

6. It curtails a medium of exchange which has become a vital
factor in the transaction of business.

7. It will encourage the return to the antiquated system of pay by
cash.

8. It will encourage the withdrawal of funds from banks, increase
currency circulation, and reduce batik deposits.

0. It will promote an increase of holdups, robbery, and attendant
crime.

10. It is a cumbersome tax to collect and will not produce the
expected revenue-we estimate it at les than $25,000,000.

Gentlemen, I thank you for your courtesy and am now prepared
to answer any question.

Senator HAnIsoN. Have you elaborated on the reasons for those
payMents in vanous ran in your brief?r.BLOOM. Yes, ar.

Senator HAunsow. I do not want you to sto p now, but I wondered
If you have made it show the reason for the shift for various years?

Mr. BLooM. Yes' I have taken Mr. Mills's average of $175 of the
checks written; and then I have taken the debits of the banks, and
have taken the resulting number of checks showing the 2-cent stamp,
and then here in front of me is what you might expect if you do not
have a tremendous increase in the use of checks. I have told you
further-

Senator HAnIsON (interposing). That is all. I did not want you
to take up time with it. I wondered whether you had it in,your brief.

Mr. BLooM. Yes sir. Now, Mr. Chairman, I have this letter from
Mi. Swo p, to which I referred; and also a statement from the Greene
County Bankers' Association; and a statement or letter written by
the Ainerican Institute of Bank and Commercial Stationers to this
committee; and I have a brief from the Associated Industries of
Massachusetts, all of which I ask may be made a part of my brief
and remarks.

The CAIRMAN. They may go into the record at this point.
(The matter referred to is here made a part of the record in full,

as ollows:)
GENERAL ELECTRIC Co.,

Hon. JAMES W. COLLIER, New York, January 10, 195.

Chairman of Ways and Means Committee,
Houe o$ Representaives, Washington, D. C.

My DEAR Sin: I have noticed in the public press that for the purj ose of
increasing the revenues of the Government there Is under consideration a pro-
poal to place a stamp tax on all checks. This information may not .e correct,
but if such a tax is contemplated I hope you will pardon re If I trepass upon

Isis
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your time and ask you to consider this matter from the viewpoint of Industrial
organimations such as our, own.

several years ago It was our practice to pay all our employee. In cash. This
required us to arrange for the delivery to and the handling at, our factories of
a total of between $2,000 000 to $3,000,00 in currency each week for distribu-
tion to our employees,, This currency would be sent by the nearest Fedefat
reserve banks to our local banks, it would be transported from the banks to
our factories, where it would be ditributed to the workmen. Then gradually
this currency would find its way back to the banks, which in turn would send
it to the Federal reserve banks from which It was originally drawn, and each
week the process was repeated. This meant that wehad to provide in each
cae a force of our own employees, in conjunction with the local police, to trans-
port this enormous pay roll from the local banks to our factories; and it also
aeqtulred a constantt guard until the money wan actually distributed to the
em ployees.

'tis not only presen-ted a great hazard to those handling the pay roll, but It
alsoevialll waste effort in bringing such currency to the place of use and return-
ing it again, increasing circulation for the time being andwithdrawing currency
temporarily from the bank, thus depleting their reserves to this extent. The
temptation to bandits and gunmen may well be imagined when it Is borne in mind
that at times a single shipment of pay-roll money would run at high as $600,000,
and that further, moat of our factories are situated in cities whose police forces
would not be large enough to cope with the highly organized banditry of to-day.
it will be recalled-that about three years ago there was a virtual wave of pay-roll
robberies, many of which Involved fatalities on the part of employees policemen,
guards, and custodians. The matter was so verious that the Natidnal brime Come
mission (Newton D. Baker, chairman) in January, 1929, appointed a special
Committee to study and report on the problem of pay-roll robberies (New York
Times, January 27, 1929); this s eial committee inits report which was published
19 months later (see New York Times, August 11, 1930) stated, after checking
accounts of more than 200 pay-roll robberies in the year ended September 80
1929 that payment by check Is the only adequate way to circumvent pay-roll
bandits. The committee held that ordinary processes of law enforcement are
unable to cope with pay-roll bandits and sai ''The prizes are too tempting and
the daring of professional criminals too great. It Is obvious that pay-roll robberies
are directly invited by the practice of carrying cash."

It was to eliminate this hazard-a hazard which extended, to a much lesser
degree of course, to every employee receiving his wages in cash-that we adopted
the method of paying the wages of all our employees by check. The Investigation
which we made at the time disclosed that a number of other large employers of
labor had already adopted the payment of wages by chock method-undoubtedly
for the same reasons. At the present time the number of cheeks Issued by our
company is approximately 4,900,000 a year, of which approximately 2,700,000
are pay-roll cheeks. If the stamp tax as proposed is Imposed upon pay-roll
cheeks, it would make the expense of handling our pay roll in this way so greatt
that we might be compelled to go back to the old way of paying the wages of our
employees In cash, with its consequent risk to life and property. We would of
course regret the necessity of such action, representing as it would, a step back-
ward, for I think it will be conceded that the payment of wages by check is safer
and more efficient, and constitutes a great advance over the old payment in cash
method.

May I, therefore, respectfully suggest for your consideration that all pay-roll
checks be made exempt from such stamp tax.

If you desire further Information, we shall be glad to endeavor to supply it.
Yours very truly, GESAfD SwoE.

To Our Depositors.
The present depression and loss of economic balance has brought confidence

in financial institutions generally to such a low ebb that many solvent, well.
managed banks are threatened with disaster on account of the absolute inability
of debtors to pay inder existing conditions fast enough to satisfy the demands
made upon banks by the depositor who withdraws currency for the purpose of
hoarding, thereby curtailing credit just at the time it Is needed most. This puts
in motion a train of circumstances the result of which are deplorable.

Due to a continuation c 0 4hese conditions for the past two years, and the action
of many other banks in restricting withdrawals, we find it advisable to take similar
steps for the preservation of the solvency of the community as well as our banks.



1820 aav A T OP w' inmm

'Conditions generally are unprecedented, and may well be regarded as an
emergency; therefore, emergency measures are necessary to meet the situation,

Our ank are thoroughly solvent, and we are determined to keep them so.
We will not permit the deposits of our customers and friends to be jeopardized
by continuing to allow withdrawals by those who lack confidence.

The board of directors of each bank In Green County have therefore passed the
following resolution:

1. There will be no unusual restrictions on deposits of any kind made on and
after January 20 1989.

2. Withdrawals of certificates of deposit, savings deposits, and dormant cheek.
lu account deposits made before January 20, 1932, will not be permitted.

.Not more than 8 per cent of the balance in any active checking or bank
account as of the close of business, January 19, 1082, may he checked out in
an one month.

. There are no restrictions whatever on Christmas savings accounts, trust
funds or balance of $10 or leas in any type of account.

8. Interest on all Interest-bearing counts will continue to be paid In cash.
6. These restrictions shall continue In force until, In the opinion of the several

boards of directors, the present emergency is past.
We believe it to be justified under present conditions. The alternative might

be lquidation, with its attendant train of financial panic and ruin for banks and
communities, particularly severe and disastrous under present conditions when
nothing can be sold for Its real value; liquidation of the bank's baets by a stranger
who has no interest in the community resulting in judgments, foreclosures, and
public sale of your property at a time when there are no bidders., On the other
hand, our plan will, with the copperation of the public, save the situation; debtors
can be given time to work out of their iflulties and pay in full; you will hWVe
solvent and going Institutions with which to transact your banking business,
and your deposits will be 100 per cent safe. There is no question as to which
condition is preferable. In an emergency, the convenience of the Individual may
properly be scrificed temporarily for the common good.

Al of the years these biks have been In business It has been their endeavor
to serve the best interests of Greene County and their communities, and now
apal for your cooperation In continuing this service. This plan can not succeed
without your help. By helping the bank you are helping yourselves.

Your calm and considerate judgment of our action Is requested In the light of
the facts presented. The Bankng Department of the Government or the
Banking Dipartment of Indiana or the State will net close a solvent bank, and
these binks will not become insolvent unless compelled to make unnecessary
ad useless sacrifices of sound assets. This we reuse to do. We do not pro.

pose to pay the fw at the expense of our loyal friends and depositors. This step
r. taken to secure and safeguard your deposits.

We are hopeful that conditions may soon be such that these restrictions may
be removed. This depression will not last forever, and remember that every
depression in the ast was followed by an even greater era of prosperit. It will
ha n agaIn. member that we continue to offer adequate and safe banking
fites and that these restrictions are not to apply to deposits of any kind
made on and after January 20, 1932.'

GRunm COUNTY BANKiERS AssocIAtIoN.
Member banks: Worthington Trust Co., Worthington, Ind.; First National

Bank, Jasonvlle, Ind.; Swlts City Bank, Swits City, nd.; Bloomfield Trust Co.,
Bloomfield, Ind.; Lyons Bank & Trust Co., Lyons, Ind.; First National Bank,
Linton, Ind.; Worthington Exchange State Bank, Worthington, Ind.; Farmers
Bank, Marco Ind Bloomfield State Bank, Bloomfield, Ind,: Citisens State
Bank, Bloomkeld, Ind.; Corn Exchange Bank, Lyons, Ind.; Linton Trust Co.,
Linton, Ind.; Peoples Trust Co., Linton, Ind.

RflRENE-C- ¢ECK TAX AS SUGGESTED BY SECRETARY OF Tt TREASURY,

The SENATE FINANCE COMMITTEE, APIL 19, 1932.
Washington, D. C.

The American Institute of Bank and Commercial Stationers, whose members
are located in every State of the Union, produce more than 80 per cent of tho
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checks used in this country. We respectfully submit our reaous for believing
that the stamp tax on check. and drafts - proposed by the Secretary of ti
Treasury would be unwise, impracticable, and dangerous.

The application of an adheive stamp as originally in effect under the act of
1898 was found to be impracticable and Ineffielent when applied to the larger
users of checks.

A costly and complicated substitute for the adhesive stamp for large users
was then evolved and operated as follows:

Certain Imprinting plants were designated to operate under Governmett
regulations and Inspection. In those plants was concentrated the work of print-
ing tax stamps on checks. Under present conditions, such a plan would necessi-
tate a plant to be designated in each city of 25,000 population or over, and such
designation would result in (dserlmhiation In the hultustry.

It is the practice of banks to leave i large portion of their cheeks in the hands
of their lithographers for Imprinting of customer's name and numbering as
required.

the designation of certain plants as stamp Imprinters entails the following
operations, the cost of which by Its nature has to be absorbed by the banks:

1. Transporation of checks front imprinting plants to the stamp Imprinting
plant.

2. Imprinting of the stamp by such plant.
3. Transportation back to the point of origin for imprinting, binding, and ship-

ment to bank.
When checks were sent to the stamp Imprinting plant it was necessary to hand

count these checks, to secure a permit front the revenue officer to imprint the
tax stamps, to make payment by certified check covering the cost of such stamps,
to set up machinery to report these additional costs to the banks, to make a
report both by the stamp imprinter and the lithographer to the Bureau of
Internal Revenue, containing the name of the customer, the name of the bank
on which checks were drawn, the number of sheets delivered and the number of
sheets to be stamped.

The imprinting of the stamp meant the tying up of a considerable amount of
money by the banks am these checks had to be imprinted in quantities from
25000 to one-half million, according to the requirements of the bank.

The moment cheeks are placed in stock, stamped (payment having been made
to the Government for the stamps) it raises the insurance on a thousand cheeks
from $2 per thousand to $24 per thousand and the cost of this additional insurance
would have to be borne by the bank. The average cost to banks for cheeks to
be imprinted to-day is $2 per thousand, the increase in cost (exclusive of the
stamp value) will raise the price to $4 per thousand, a 100 per cent Increase in
the cost of bank stationery.

When the check tax was discontinued all imprinted cheeks had to be returned
to a Government supervised plant to have the stamps canceled, so that a refund
could be claimed for the amount of the unused stamps. The official report of
the Commissioner of Internal Revenue, Treasury Annual Report of 1902, said
that under the law authorizing the commissioner to redeem or make allowance
for internal revenue stamps a large number of claims aggregating 18,583 had
been allowed, this Included Imprinted checks, drafts and other instruments, and
the weight of these instruments presented for redemption amounted to fully
50,000 pounds. Al that the owners of the checks could get back from the
Government was the value of the stamps. They lost the total amount invested
in the checks.

The adoption of the proposed tax on cheeks would result in a decreased revenue
to the Government:

1. Many of the members of the lithographic industry, affected by this act,
did show an operating deficit In 1981 further restriction in the quantity of cheeks
to be manufactured would mean a larger deficit in 1982 in the entire industry
and a consequent larger los to the Government In corporate income taxes from
the lithograph Industry.

2. This would also affect and reduce Government corporate Income taxes from
all Industries sup plying material to bank stationers.
8. Reductions I check purchases by banks and Industrial corporations would

have the effect of Immediatly increasin unemplpyment as bank lithographers
would again be reqtle to further curtain their labor requirements.

Restrictions In the use of cheeks and consequent withdrawal of deposit# will
decrease the float earnings of banks, which Institutions are In need of al possible
revenue.
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Many banks during the past two years have derived a considerable revenue
through the imposing of service charges on small banking accounts, revenue which
they can Ill afford to lise. The great majority of these smaller account$ will be
withdrawn it & check tax is enacted and the direct consequence will be a loos of
considerable revenue to banking institutions, The depositor now grudgin;ly
paying the service charge would not be content to continue to maintain a bank
account If forced to pay a check tax equivalent to 80 to 100 per cent of such
service charges.

Respectfully submitted, ExMuu'ivm COuMIrTmu,
AMxRIAN INSTITITTf OF BANK AND COMMERCIAL STATiONJRS,

To the Members of the Senate Finance Committee, Washin gton, D. 0.
GENTLEMaN: The Associated Industries of Masnachusetts, an organization

representing approximately 1,200 manufacturers in that State, desires to direct
your attention to a situation which it trusts may appeal to your good judgment
and one which its officers feel Is of such economic importance as to warrant the
prt.entation of facts which perchance may be overlooked In training a roven 'e-
producing measure at the present session.

This association has learned through the press and from other sources that
your committee may find it necessary to recommend to the Congress of the
United States at this session a stamp tax on checks. Our primary apprehension
Is with reference to the application of such a stamp tax to Indus a and com-
meroial pay roll checks.

May we point out that during the ast 10 or 16 years the policy of paying
empl yes of manufacturingo mere nt ie, public utility, transprtation, and
other enterprises, as well as the employees of State and munfoiil institutions
by check, in lieu of cash, has grown by leaps and bounds In the UnItd States, and
perhaps nowhere more phenomenally than in Massachusetts where, as many of
the members of your committee are aware, -there have occurred within recent
years many pay roll robberies accompanied by the unfortunate murders of faith-
ul paymas ters who have attempted to resist the assaults made upon them by

criminals, when they were conveying large sums of money in legal currency and
coin from banking institutions to their respective places of business.

To avoid these pay-roll holdups both larg and small corporations, partner.
ships, and voluntary associations have adopted the policy of paying their respee-
tive employees weekly in the form of cheeks and the executives of many of these
concerns inform us that their workers would dislike to have the old plan of pay.
ment in cash restored.

In addition to the inherent danger involved In transporting a large amount of
money in cash from a bank to the headquarters of an enterprise which act may be
said to be primaril one in which only the employer is concerned, there are other
factors w hoh shou d be considered strictly from the standpoint of the employee.
Pot example, all of the paper-manufacturing plants in Massachusetts which
collectively produce 11 per cent of all the type of paper manufactured in the
United States, operate on a -shift basis of eight hours each, a condition made
imperatively necessary irrespective of the volume of business, since paper making
Is a continuous process. Each weekly pay day a considerable number of paper-
mill employees leave their work during the hours between 6 p. m. and 6 a. W., and
this means that where payments are made in cash there constantly exists danger
from the holdups during the hours of darkness. Then spin, when concerns
formerly paid In cash they received weekly complaints from employees that they
lost their pay Envelopes before reaching home, and In many Instances the amounts
constituted a total loss to such unfortunates. Since these same companies
adopted payment by check, employees have occasionally lost, mislaid or unin-
tentionally destro ed their checks but in every instance where they had not been
infdorsed the drafs before sustaining such loss, they have been able to entirely
recover the amount by the issuance of a new check, and the stopping of payment
on the former draft.

This association has no knowledge of any enterprise in Massachusetts that
once having adopted the policy of paying by check has returned to the cash plan
which fact seems to indicate that it has been found advantageous to employer and
employee alike. The records show it has tended to encourage thrift as since the
general adoption of the policy the number of deposits in national banks and trust
companies &as materially Increased fii ooalities in Massachusetts where the plan
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is in more or less general operation, and in many istanes a portion of the aIOat
of each weekly iheck Is regularly deposited in the savings departments of these
institutions.

It seems to many members of this association that a stamp tax on pay-roil
checks will place a burden on a neoesity, rather than on a luxury, since checks
have become a tool for dispensing money safely and economically and that a tax
of two cents per chook would mean a burden of approximately 10000 per cent on
the purchase price of checks, a compared with the proposed 5 per cent tax on
radios, 6 per cent on automobiles, e.

it is obvious that it would mean an Increase In unemployment by Assenlng the
volume of business in the printing and lithographing Industries and In illied
trades, such as paper, Ink, binding cloth, wire and glue manufacturing, as well as
In transportation volume.

It might convoIvwbly add to the financial distress now felt by hundred of
lithographers whose main product Is the manufacture of bank checks, as it is

normally admitted that the volume of this clas of business has decreased at least
80 per cent within the past two years, and there Is little doubt It would be further
adversely affected by the proposed tax.

It is regarded by many of our members as other discouraging factor In build
no at a time when every possible encouragement should be given, and It is quite
obvious that by oWicouraglng tile use of checks, the tax would partially defeat
its own purpose and thus would fall far short of producing the anticipated revenue.

There Is a phase which members of this association regard as all important
and one which we trust your committee will carefully weigh and consider and that
Is the very apparent fact that more currency will mean more gold reserves.
Sure any tax legislation which will materially reduce the percentage of business
flow t by means of checks, which Is stated to be 95 per cent at the present
time, ought to be given the closest scrutiny before forcing upon the business of
the country a law which will acoentuate an Increased use of currency.

Is It not significant to you gentlemen that the English Government, despite
Its urgent and dire need for revenue, is now taking legislative steps to rid itself
of the existing tax on checks which has been in force In Great Britain for several
years?

It appears to be a somewhat anomalous situation where the two great English-
speaking governments of the world are simultaneously occupying positions with
respect to their respective fiscal policies which are diametricaly oPPos to ese
other, and members of this association can not but wonder what principle or
policy motivates the officers of one nation and what governs the action of the
officers of the other.

A concrete example of what a return to the old system of payment in cash will
mean is presented to you for consideration In the following facts: Foe many
years it was the practice of the General Electric Co. at all of its plants in thi
United States to pay its employees in cash, which method required the corpora-
tion executives to arrange for the delivery to, and the handling at, all its fac-
tories of a total of between $2,000,000 and $3,000,000 in currency each week for
distribution to employees. This currency came from the nearest Federal reserve
bank to the local bank was transported from this Institution to the factory,
where it would be distributed to the employe, and gradually It would find it
way ook to the bank, which In turn would send it to the Federal reserve bank,
from which it was originally drawn, and each week of the year this process was
repeated.

At eah factory the General Electric Co. was forced to provide a force of its
own employees In conjunction with the local police, to transport the enormous
pay rolls from (he local bank to each plant, as well as a constant guard until the
bash was actually distributed, a condition which not only presented a great
hazard to those handling the pay roll. but also entailed waste effort In bringing
such currency to the place of payment and returning It again thus increasing
the circulation of currency for the time being and withdwing large amounts of
it from the banks, depleting their reserves to this extent.

The temptation to bandits and gunmen may well be pictured when it Is borne
in mind that In many weeks a single shipment of cash for a pay roll ran as high
s $000,000 and that most of the plants of the General Electric Co. are located

in cities whose police forces are not large enough to cope with the highly organ-
hed banditry of this era.

It was to eliminate this haard-one which extended to a much lesser degree
to every employee receiving his wages in cash-that the General Electric Co.
adopted the check payment policy.. At the present time out of approximately
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4,900-000 cheeks Issued by the General Electric Co. annually, 2,700,000 are pay.
roll eheeks.

This association feels that your committee should give heed to the findings of
the National Crime Commission, of which Hon. Newton D. Baker was chairman
which were to the effet that after cheeking accounts of more than 200 fay-roll
robberies ended September 30, 1929, the otly adequate way to circumvent pa-
oll bandits was to make payment by cheek. The committee held that tire

ordinary Processes of law enforcement are unable to cope with pay-roll bandits
and added: " the prices are too tempting and the daring of professional criminals
too great. It Is obvious that pay-roll robberies are directly invited by the practice
of carrying cash."

Our p sitlon and that ot the executiveb of business enterprises in Maumchudette
now paying employees by check Is that of urging upon your committee a provision
which will exempt industrial and other weekly pay-roll checks from a tax, on the
theory that the euactment by Congress of a general stamp tax on al checks will
result In a return to the f.,)rmer system of payment in csh, which course it seems
to this association will give added impetus to the criminal element of the popular.
tion to stage pay-roll robberies. A return to the former policy will not be made
because of a desire on the part of companies now paying by check to lessen the
revenues of tie Government but first because of thc expense that will be added to
overhead costs in the purchase of the stamps, aid, second to the expense and
inconvenience oeesioned by attaching a stamp to each weekly pay-roll cheek.

These reasons may appear to be fanciful, but when your committee considers
that in the city of Brockton alone, with a population of but 60,000 perons, and
with not less than 58 enterprises now paying employees by check, It will be
necessary to attach at least 35,000 stamps to that number of checks each month,
its members can readily grasp the amount of physical work required to comply
with the law.

it appears that it ought to be possible to so frame tax legislation am to exempt
industrial pay-roll checks, and njne others by requiring that all such drafts
shall bear upon their face the printed words ' Ir, dustrial pay-roll check," and
that provisions be incorporated fit the tax measure clearly defining what consti.
tutes an "Industrial pay-roll eheck," i. e., that it applies only to the weekly
payment made by check to the employees of a State, municipality, or other
political division of government, and of manufacturing, mercantile, public utility,
and other enterprises engaged in private business.

We use the phrase, "Industrial pay-roll cheek," merely as mggestive of such
nomenclature as may be determined upon by your committee, and not as an
arbitrary definition. As to methods to prevent imposition on the Government
by the use of such checks in other than legitimate channels, could it not be
provided that the United States Treasury Depart ment shall be cothed with the
authority of auditing all check books of enterprises paying empk'yees by cheek
precisely as that department now has the wer to examine all books of account
of all enterprises paying Income taxes to the United States Government?

Would It not als be possible to so flant,, the now revenue-producing measure
a to make It compulsory for all enterpr.c.v to secure in advance the written
consent of the collector of Internal revenue in each district to use the phrase,
"Industrial pay-roll cheek," or such other distinctive phrase as may be deter.
mined upon by your, committee, before they can legally issue checks to their
employees that do not bear tax stamps? The phrase, "Industrial pay-roll
check,' or such other distinguishing phrase as may be determined upon, would
be prima face evidence to the agency cashing the draft that it was exempt from
the stamp tax.

We respectfully ask your committee to carefully weigh the arguments in favor
of some such exemption as we suggest which may be listed as follows:

(1) Its advantages to employees where pay rolls must of necessity be cared
for at night In concerns engaged In continuous operations such am paper mills, etc.

(2) Its advantage in encouraging thrift on the part oF the employees so paid.
(3) Its certainty in amount, a factor which does not always prevail where

payment Is made o an employee in currency and coin because of the danger of
error In Inserting ash nto a pay envelope.

(4) Its advantage in reducing the danger of the loss of a pay envelope containing
cash, In which instances the employee has no reeourse other than to accept a total
loss.

(5) Its advantage over the payment-in-cash system which comprehends the
posibility of the Issuance to the employee of a new cheek for the full amount in
aIl cases where a draft is lost or mislaid prior to endorsement of it by the payee.
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(6) Its advantage in increasing the number of depositors In the finance iati-

tutions resorted to by the employees paid by cheek.
(1) Its advantage in reducing the temptation of fellow employee. to commit

lwoeny of the pay envelopes of other workers where cah is used In lieu of checks,
Currency, unless provided with a distinguishing mark, can not easily be traced
to the person unlawfully appropriating It, while checks drawn to a specific person
can not be cashed save by forgery of the payee's name, or if previously indorsed
by him before they are lost can not be cashed unless again indorsed by the finder
wbo attempts to convert the amount they represent into cash, thus making
certain his apprehension later.

(8) Its advantage In lessening at all times holdups of recently paid employees
ant robbery from the person.

To the employer some of the major advantages of an exemption such as is
sugeated may be emphasized as follows:

I) Material lesening of the dangers of holdups of pay rolls in cash which so
frequently occur in transmitting large sums of money from banks to offices.

(2) The economic saving of premiums paid on pay-roll Insurance policies which
ordinarily are carried by all concerns using cash in preparing their weekly pay
rolls,

(8) The economic saving effected as the result of not being obliged to sort and
count large quantities of currency and coin weekly and the insertion of the same
into pay envelopeS, with all the attendant risks of human errors.

(4) fts advantage In lessening disputes on the part of employees as to the
amount of cash placed in his pay envelope.

(5) Its advantage in giving the employer a receipt In the form of an endorsed
check for a specific amount paid each employee.

(6) Its advantage to the United States Treasury Department In accurately
and speedily check"Ing the expenditures of an employer for pay rolls.

In the Interest of economy in time and money and of the safety and convenience
of the employee and the employer, the undersigned representing only a part of
the enterprises in Massaiusetts iow engaged in paying their respective employees
by check respectfully ask your committee to determine upon some feasible and
workable plan which will not render it necessary for those who are now opening
this policy to return to the plan of paying in cash with all its attendant risks:

Town of Adams:
Adams Gas Light Co.
New England Lime Co., 230 employees.
United States Gypsum Co., 125 employees.

Town of Amesbury:
Merrimac Hat Corporation, 1,200 employees.
Walker Body Co., 1,800 employees,

Town of Ashland:
Warren Telechron Co., 800 employees (pays

annum).
Cook Chair Co., 50 employees,
General Chemical & So vents Corporationv.

Town of Athol:
Athol Gas & Electric Co.
Taft Oil Burner Co.

City of Attleboro:
H. E. S. Thompson Co., 10 einployeei,
City of Attleboro.
Larson Tool & Stamping Co., 32 employees.
Attleboro Steam & Electric Co., 27 employees.
Bristol County uberculosis Hospital.
Interstate Street Railway Co.
Phil's Department Store.
Dodgeville Finishing Co., 100 employees.
Ameican ieenforcd Paper Co., 28 employees.
W. & R. Jewelry Co., 20 employees.

Town of Barre:
Barne Wool Combing Co., 450 employees.
Nornay Worsted Co., 160 employees.
Francis Willey Co., 28 employees.

115102--32-84

25,000 pay-roll checks per
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city of Bftot"
Boston & Maine Railroad Co., 15,500 employees
Boston & Albany Ralroad Co.
New York New Haven & Hartford Railroad Co.
Boston & Maine Transortation Co., 15 employees.
Mystie Terminal Co 40 emIloyees.
Standard Oil Co. of New Yor. AU Masohtutt employees.
Boston Herald-Traveler.
John Donnelly & Sons.
Maine Central Railroad Co.
Eastern Massachusetts Street Railway Co.
Portland Terminal Co.
National Casket Co., 200 employees.
Vacuum Oil Co.
United States Rubber Co.
New Englnd Coal & Coke Co.
W. F. Sc-hrafft & Sons Corporation, 1,800 employees.
New England Telephone & Telegraph Co. (Require approximately 1,000,.

000 checks or year for pay rolls to employees,Boton Slav=te Railway Co.
Charles H. Tenney & Co. (At all plants.)
Union Freight Railroad Co.
New England Transportation Co.

City of Brockton:
Barbour Welting Co., 200 employees.
co. E. Keith Co., 5,100 employees.

W. L. Douglas Shoe Co., 2,60 employees, and 50 other companies [in
Brockton.

Town of Bridgewater:
George 0-. Jenkins Co., 85 employees.
L. Q.White Shoe Co., 2,000 employees.
Urid water Workers Cooperative Amsocation, 200 employees.
Wi am H. Basset Co., 36 employees.
State Normal School.
Massachusetts State Farm.

Town of Brookfleld: Gavitt Manufacturing Co., 20 employees,
City of Cambridge:

American Rubber Co.
Andrews & Goodrich.
Ashton Valve Co. 200 employees.
Austin-Hastings (Inc.).
Banker & Tradesman Press (Inc.), 55 employees.
The Barta Press (Inc.), 70 employees.
Boston Blacking Co., 195 employees.
Boston Bookbinding Co 150 employees.
Boston Woven Hose & Rubber Co,, 1,200 employee.
City of Cambridge.
Cambridge Gas Light Co., 850 employees.
Cambridge Rubber Co., 1,200 employees.
Central Scientific Co.
Dewey & Almy Chemical Co., 200 employees.
D.J. "Daley Co.
William J. Day Co.
Dlx Lumber Co., 85 employee.
E. & R. Cleansing Co.
Fanny Farmer Candy Shops (Inc.), 1,000 employees.
Ginn & Co., 850 employees.
J. L. Hammett Co., 125 employees.
Harvard College.
Hayes-Bickfora Lunch System.
A. H. Hews & Co. (Inc.), 125 employees.
Lysander Kemp A Sons, 25 employees.
Kendall Square Garage.
Lever Bros. Co., 1800 employees.
Arthur D. Little (Inc.), 100 employees,
Livezey Linoleum Floors (Inc.).
Mama Cookie Bakeries (Inc.).
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City of Cambridge-Continued.

Massachusetts Institute of Technology.
Massachusetts Wharf Coal Co.
Remington Rand lnc.), 000 emloyees,
Rivers do Boiler orks (Inc.), 1 0 employees.
Roberts Iron Works, 40 employees.
Rome Co. (Inc.), 105 employees.
Rust-Proofing & Metal Finishing Corporation, 20 employees
Joseph T. Ryerson Sons.
8prineld commercial Body Co.
gStandard Oil Co. of New York.
U-Dryvit Auto Rental Co.
Viking Manufacturing Co.
Warren Bros. Co., 1,000 employees,.
P. S. Webster Co, doe employees.

Town of Canton:
Sweetland Waste Co.
Norfolk Ja&nnerlos, 170 employees,Reynolds Bros,

Town of Charlton:
Charlton Woolen Co., 175 employees.
Aldrich Manufacturing Co, 60 employees.

Town of Chelmnsford: IT E. Fletcher Co., 600 employees.
Town of Dover: E. F. Hodgion Co., 125 employees.
Town of Easthampton:

Hampton Co.
United Elastic Corporation, 1,200 employees.

City of Everett:
Boston Varnish Co 150 employees.
Carpenter- Morton 6o., 155 employees.
E. L du Pont do Nemour & Co. (Inc.), 10 employees.
Now England Structural Co., 275 employees.

City of Fall River:
City of Fall River.
Kerr Mills.
Shell Union Oil Co.

City of Fitchburg:
Louis DeJonge Co., 200 employees.
Union Screen Plate Co., 40 employees.
Union Machine Co., 60 employees.
L. H. Goodnow Foundry Go., 60 employees.
Jennison Co., 160 employees.
Swanson Baking Co.
Parks-Cramer Co., 305 employees.
Diadem Manufacturing C6., 150 employees.
Sentinel Printing Co., 80 employees.
W. J. Handley Co.

Town of Foxboro:
The Foxboro Co., 275 employees.
Foxboro State Hospital.

Town of Framinghamn:
L Boston & Worcester Street Railway.

The Wallace Nutting Co.
Framingham Union Hospital.
Nationsf Radiator Co.
Barbour Coleman Co.
B. Perni & Sons Co.
Carlo Bianchi & Co. (Inc.).
Little Tree Farms.
Wayside Inn.

Town of Frapklin:
Clover Worsted nills 125 employees.
Franklin Yarn Co .30 employees.
Whitney Worsted bo., 90 employees.
F. S. Piyne Co., 285 employees.
Thomson National Press Co., 125 employees.
Union Light & Power Co.
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City of Gardner:
Heywood-Wakefield Co., 4,000 employees.
S Bent & Bros, Il employees.Collfer-Keyworth Co., 180 employees.
Gardner Upholstered Furniture Co., 25 employee,
Chair City Upholstered Furniture do
Gardner Muslin Underwear Co, 40 employee.,
liedstrom-Unlon Co., 280 employees.
tlardner State Colony.
Gardner Electric Light Co.
0. W. Siebert Co 200 employees.
Gardner Reed & Rattan Co., 75 employees.

Towia of Grafton: Grafton State Hospital.
Towik of Great Barrlngton:

Stanley Insulating Co., 150 employees.
Great Barrlngton Manufacturing Co., 100 employees.

Town of Greenfield: Greenfield Elecric Light & Power Co., 112 employees.
Town of Groton: A. H. Thompson & Sons. Co, West Groton.
Town of Hanover: National Fireworks Co., 384 employees.
City of Haverhill: Robert Gair Co.
City of Holyoke:

B. F. Perkins & Sons (Inc.), 120 employees.
American Thread Co., M employees.
American Writin tPer o. (Ino.) , 2 000 employees.
Chemical Paper Manufacturing Co., 50 employees.
Crocker-McElwain Co., 265 employees.
Eureka Blank Book Co., 185 employees.
Uampden Glazed Paper & Card Co., 200 employees.
National Bank Book Co., 800 employees.
The Reytolds Manufacturing Co., 40 employees.
White & Wyckoff Manufacturing Co., 050 employees.

Town of Hudson:
Hill Bros. Co., 150 employees.
The Universal Boring Co., 60 employees.
Firestone Footwear Co., 2,000 employees.

Town of Ipswich: Hayward Hosiery Co., 75 employees.
Town of Lee:

Hurlbut Paper Co., 100 employees.
Lee Lime Corporation, 92 employees.

City of Leominster:
City of Leominster.
Du Pont Viscoloid Co., 2 000 employees.
E. F. Dodge Paper Box do., 50 employees.
Monooanock Quarries.
P. J. Keating Co.

,0. Bonagcoll
R. E. Bull.
D. & C. Construction Co.
Leominster Electric Light Co.

City of Lowell:
Courier-Citizen Co., 500 employees.
Laanas Shoe Co., 400 employees.
City of Lowell.
Majestic Shoe Co. 125 employees.
Walter L. Parker 6o., 200 employees.
Lowell Electric Light Corporation, 285 employees.
Style Hfeel Co.
Waterhead Mills (Inc.), 300 employees.
American Hide & Leather Co., 300 employees.
Daniel Gage (Inc.) 185 employees.
Lowell Renderin o.
Boot Mills, 1,ooemployees.
Lowell Gas Light Co., 300 employees.
D. L. Page Co., 140 employees.

City of Lyan:
Boston, Revere Beach & L~nn Railroad Co.
City of Lynn, municipal employees.
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City of Lynn-Contiued4.Htoague Sprains Corporation, 460 employees.
Bans Kid Co 550 employees.
Oco. H. Mardh Co., i 15 employees.

Town of Mansfield:
Town of Mansfield.Shields Foundry Co., 28 employees.

Town of Methuen: iSelden Worsted Mills, 200 employs

Town of Middloboro:
eo. E. Keith Co., 300 employees.

Town of Middleboro, 300 employees.
Lakeville State Sanitarium, 180 employees.

Town of Millbury: Millbury Spinning Co., 35 employees.
Town of Monson: Monson Stats Hospital.
Town of Natick:

Natick Box & Board Co 150 employees.
GrJess Pfleger Tanning C. of Massachusetts.
Town of Natick,
Whipple Co, 40 employees,

Town of Needham:
7 P Signil Co. 25 employees,
1111am Gorse 6o 20 employees.

Central Railway Signal Co., 150 employees.
City of New Bedford:

New Bedford Rayon Co., 500 employees.
New Bedford Gas & Edison Light C., 550 employees.

City of Newburyport:
Lowell Thomas Shoe Co.
Newburyport Gas & Electric Co.
Fern Shoe Co,, 175 employees.

City of Newton:
Stowe & Woodward Co., 125 employees.
Bachrach (Ino) 50 employees.
The Raytheon Manufacturing Co., 80 employees.

City of North Adams: North Adams Gas Light Co., 90 employees.
Town of North Attleboro: Mason Box Co., 200 employees.
Town of Northbridge- White Machine Works, 4,000 employees.
Town of North Brookfield:

H. H. Brown Shoe Co., 290 employees.
Asbestos Textile Co., 240 employees.

Town of Norton: Town of Norton, municipal employees.
Town of Palmer: Central Massachusetts Electric C6., 40 employees.
City of Peabody:

Hunt-Rankin Leather Co., 450 employees.
Eastman Gelatine Co.
Massachusetts Hair & Felt Co., 40 employees.
Griesa-Pflegr Tanning Co.
Nathan H. Poor Co., 100 employees.

City of Pittsfield:
General Electric Co. 7,000 employees.
Eaton Paper Co., 1,00 employees.
Elmvale Worsted Co,, 125 employees.
Berkshire Life Insutanee Co.

City of Quincy: Bethlehem Shipbuilding Corporation, 3,800 employee.
Town of Reading: Town of Reading, municipal employes.
Town of Rockland: E. T. Wright Co., 700 employees.
City of Salem:

Hygrade Lamp Co., 700 employees.
Salem Terminal Corporation.
Eastern Massachusetts Electric Co.
Salem Electrical Light Co., 150 employees.
Salem Gas Light Co., 125 employees.
Kern Leather Co 100 employees.
Kirstein Leather &o., 76 employees.
Park Leather Co., 100 employees.
Helburn Thompson (Inc.), 175 employees.
Flynn Leather Co.
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City of Sasem-Contlnued.
Henry K. Barnes Co,, 80 employees.
J. F. Cabeen Co.
Pitman & Brown Co.
Holyoke Insurance Co.
The Shell Eatern Petroleum Co.Salem Oil & Groom Co.
Salem Biuette Co.
The city of Salem
Salem post office.
Salem State Normal School.

Town of Sherborn: Women's Reformatory, Commonwealth of Masachusett4
City of Somerville.: First National Stores,
Town of Southbridge: Nomar Optical Co., 25 employees.
City of Sprln field:

Srulth & Wesson (Inc), 600 employees.
PackUe Machinery Co.) 280 employees.
Uni States Envelope Co 8,000 employees.
National Equipment Co. 360 employees.
Vpringfield Gs Light Co,, 440 employees.

. L. Handy Co. 400 employees.
United American Bosch Magneto Corporation, 3,000 employees.
Moore Drop Forging Co., 200 employees.
Cheney Blgelow Wire Co., 115 employees.
City of Spring field, municipal employees.

Town of Stoclcbr fdgo:
Rangers ManufacturingCo., 89 employees
Miller Lime Products Corporation.
Lee Lime Corporation, 92 employees.

Town of Stoughton:
Nell A. Crimmins.
Shawmut Woolen Mills 250 employees.
J. W. Wood Elastic Web Co 28 employees.

Town of Sturbridge: Sturbridge Finishing Co., 180 employees.
Town of Taunton:

M. M. Rhodes & Son, 30 employees.
Taunton Rubber Co., 118 employees.
City of Taunton, municipal departments.

Town of Templeton:
Otter River Board Co., 85 eniploees.
B. H. & F. Manufacturing Co.
Temple-Stuart Co., t employees.
Waite Chair Co., 60 employees.
A. L. Adams Paper Co., 20 employees.
C. V. C. Corporation.
E. L. Thompson Chain Corporation 80 employees.

Town of Townsend: Ressenlea Companies (Inc.), 320 employees.
Town of Uxbridge: Uxbridge Worsted Co., 825 employees.
Town of Walpole:

Bird & Son (Ine.) 1,500 employees.
Hollingsworth & toe Co., $00 employees.
The Kendall Co., 2,800 employees.
Bird Machine Co., 135 employees.
Multlbestos Co., 400 employees.
L. F. Fales, 200 employees.
M. W. Allen,

City of Waltham:
B. C. Ames Co., 135 employees.
Mobeco Sl n Advertising.
Riverside Paint & Varnish Co., 15 employees.
Waltham Bag & Paper Co., 50 employees,
Waltham Chemical Co., 10 employees.
Waltham Machine Works, 38 employees.
Waltham Woodenware & Paper Co.

Town of Watertown: Lewandos French Dyeing & Cleansing Co., 180 employees
Town of Wellesley:

Babson's Statistical Organization (Inc.).
Boston Park Co. and Affiliated Companies.
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WTl .,200 employes. 0 . ... 01 AGOlbert & Barker 'Manufacturing Co., 1,800 employee : ..
TOWn of weymouth: Stetson Shoe Co., 800 employee. .
Town of Winchester: , ' ' e#

j. 0. Whitten Co.
Town of Winchester.

City of Worcester:
Morgan Construction Co., 700 employees.
American Steel & Wire C1o., 6,000 employee$,
Osgood-Bradley Car Corporation, 1,200 employees.
Burns Bros,
astern Brd & Structural Co., 178employees.

General 108 iream Corporation, 400 employees,
General Motors Truck Co.
Great American Tea Co,
L. 0. Irish.
Thomas MaoDuff.
Massachusetts Protective Association,
Memorial Hospital.
New England Power Co., 400 employees.
Norton Co., 8,000 employee.
Winslow H. Robinson 1 employees.
Rockwood Sprinkler 5o., 00 employees.
Bancroft Hotel.
Worcester Baking Co., 06 employees.
Worcester Electrrc Light Co.
Worcester Gas Light Co., 230 employees.
Worcester Post Co., 176 emoloyqes.Wri ht Machine Co., 125 employees.
Yelfow Cab Co.
Young Men's Christian Association.
Fox-Voll Theater.

Town of Wrentham: Winter Bros. Co., 175 employees.
STATEMENT OF ANDREW 3. KENNEDY, NEW YORK, N. Y., RIPRE-

SENTING AMALOAMATED LITEOGRAPHERS OF AMEIUCA

Mr. KENNEaDY. Mr. Chairman and gentlemen of the committee, I
represent the Amalgamated Lithographers of America, an organiza-
tion afiliated with te American Federation of Labor.

The members of our organization are the skilled workers who pro-
duce the checks upon which this stamp tax is proposed.

Now, we have been, as most other industries are, seriously affected
by unemployment during the past two years and it has been getting
progressively worse month after month. This has thrown a great
'strain not only on those who are actually unemployed, but on those
who are partially employed-and most of them are-in their efforts
to help the members who are totally unemployed, and this is done by
assisting them and paying money.

Now this tax, as proposed by previous speakers, would curtail the
use of checks, particularly for household uses, dairy companies, pay
rolls, and agricultural communities. This in our estimation, would
seriously increase unemployment in our industry and make our prob-
lem that much greater. .

I appear before the committee to ask the committee when it is
considering this tax to give thought to the matter of how much unem-
ployment will be created to skilled workers and other workers who
wil be affected if this tax should be laid.

I thank you.
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STATiI[IT O7 CEAL W, HOLKAN, WASRINOTON, Do, 0,,
INPUINNTING THU NATIONAL COOPnATII NUNK 120.
DVOUS
Mr. HOLMAN. Mr. Chairman, and gentlemen of the committee

may name is Charles W. Holman. I am secretary of the National
Cooperative Milk Producers' Federation, with offices at 1731 1 Street
in this city. I will file, for inclusion in the record, a list of the asso.
ciations that are affiliated with the National Cooperative Milk
Producers' Federation.

(The list furnished is as follows:)
COOPISRATIVUB AffILIATHD WiTu THu NATI6NAI, COOVIIHATIVI MILK Pao.

DUo1iw4' FzvNfsATIot

Berrien County Miik Producers' Association, Benton Harbor, Mich.
California Milk Producers' Association Los Angeles, Calif.
Cedar Rapids Cooperative Dairy Co., (edar Rapids, Iowa.
Challenge Cream and Butter Association, Los Angeles, Cailf,
Champa n County Milk Producers Champaign, Ill.
Chicago quity-Union Exchange, Chicago /ll.
Connecticut Milk Producers' Association, Hartford, Conn.
Cooperative Milk Producers' Assoiation for Ban Francisco (Inc.), San Fran.Cisco, Calif.
Cooperative Pure Milk Association of Cincinnati, Cincinnati, Ohio.
Coos Bay Mutual Creamery Co., Marshfleld, Oreg.
Dairymen's Cooperative Sales Co., Pittsburgh Pa.
Dairymen's League Cooperative Association (Inc.), New York N. Y.
Des Moines Cooperative Dairy Marketing Association, Des Moines, Iowa.
Dubuque Cooperative Dairy Marketing Association (lite.) Dubuque, Iowa.
Fals Cities Cooperative Milk Producers Association, Louisville, Ky.
Illinois Milk Producers' Association, Peoria, 111.
Indiana Dairy Marketing Association, Muncie Ind.
Inland Empire Dairy Producers' Association, Apokane, Wash,
Inter-State Associated Creameries, Portland, Ore.
Inter-State Milk Producers' Association (Inc.), Philadelphia, Pa.
Iowa Creameries' Association, Waterloo, Iowa.
Land O'Lakes Creameries (Inc), Minneapolis Minn.
Lower Columbia Cooperative pairy Association, Astoria, Oreg.
McLean County Milk Producers' Association, Bloom ton I.l
Maryland and Virginia Milk Producers' Association, Washingtn, D. C.
Maryland State Dairymen's Association, Baltimore, Md.
Miami Valley Cooperative Milk Producers' Association, Dayton, Ohio.
Michigan Milk Producers' Association, Detroit, Mich.
'Milk Producers' Association of San Diego County, San Diego, Calif.
Milk Producers' Association of Summit County and Vicinity, Akron, Ohio.
Milwaukee Cooperative Milk Producers, Milwaukee Wis.
National Cheese Producers' Federation, Plymouth, Wis.
New England Milk Producers' Association, Boston, Mass.
Northwestern Cooperative Sales Co., Wauseon Ohio.
Ohio Farmers' Cooperative Milk Association, Cleveland Ohio.
0. K. Cooperative Milk Association, Oklahoma City, Oila.
Producers .Creamery, Marion Ind.
Pure Milk Producers' A sociaton Kansas City, Mo.
Pure Milk Association, Chicago, Rll,
Richmond Cooperative Milk Producers' Association, Richmond, Va.
Sanitary Milk Producers, St. Louis, Mo.
Scioto Valley Cooperative Milk Producers' Association, Columbus, Ohio
Shelby County Milk Producers' Association, Memphis Tenn.
Stark County Milk Producers' Association Canton OW1
Tillamook County Creamery Association, 'fllamook, Oreg.
Tuba Milk Producers' Cooperative Association, Tulsa, Okla.
Twin City Milk Producers' Association, St. Paul, Minn.
Twin Ports Cooperative Dairy Association, Superior, Wis.
United Dairymen's Association, Seattle, Wash.
Valley of Virginia Cooperative Milk Producers' Association, Harrisouburg, Va.
Yakima Dairymen's Association, Yakinia, Wash.
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Mr. HOLMAw. This list, represents the cooperatives afilliatod th
the National Milk Producer"I Federation, and represents the dai
people throughout the United States. These organ=zatlon shilp dairy
products from 860,000 dairy farms,.

Mr. Chairman, the directors of our organization have instructed
me to appear here in opposition to the principle of a tax upon bank
checks, as well as upon the proposed rate of taxation.

There are about 1,500,000 dairy farmers who ship cream off of their
farms almost every day in the year and, in addition to that, there
are approximately 893,000 who ship milk either to the cities, or to
the condensers or to the cheese factories as whole milk. Consequently,
a tax of this character would fall rather heavily upon our people,
inasmuch as the average cream checks run, I think, according to the
best statistic, $2.15 per check. That is about 1 per cent gross tax
upon the farmers' income as those creameries in many instances,
operating under periods of depression are not able to ber the extra
expense or overhead, and it would be reflected in the lowered price
of the cream or product that the farmer has to sell.

Likewise, some of our dairy cooperatives who themselves process
and handle milk, sell many mi lions of dollars' worth of product to the
large distributors. Take, for example, the Dairyman's League, which
gathers nililk all up and down Pennsylvania, andfrom the other States
bordering New York, near to New York City. That organization
sells about $8,000,000 worth of cream in a month. Any return for
that which comes to them comes in checks. Some of those checks are
over $1,000,000 apiece. That is, it is a pool of the proceeds, and they,
in turn, distribute to some 3,500 farmers throughout the district.
Now an organization like that can not send a messenger with that
pay roll out among the farmers. Consequently, it would be a very
heavy burden on their operating expenses.

Senator SHOnTnRuc. That is, you have to send checks?
Mr. HOLMAN. We are obliged to send checks.
Senator RED. What alternative do you present, Mr. HolnHan?
Mr. HOLMAN. I have been instructed to oppose this measure, and

I have no instructions to present an alternative, so far as the organiza-
tion is concerned.

The CHAIMAN. Have you any, so far as you are personally con-
cerned?

Mr. HOLMAN. So far as I am personally concerned, Senator, I
would suggest that we go deeper into a taxation against raw products.

Now, gentlemen, that is about the substance of our opposition,
except that we coincide with the views that have been expressed here
by the two Congressmen, that this would really curtail the circulation
of money, in the rural districts, and it occurs at a time when we are
almost getting to the bottom basis anyway, and it would be a serious
handicap to the rural banks that are attempting to carry the paper
in these communities and in these times that we are going through.
And we do hope that this bank check proposition will be thrown out
by this committee as te Ways and Means Committee properly did.
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C 1AThM1? 01 We 1. 15 3, WIRMNTNO A"hEIOA$ Al0.00ATIOR C2 S -1CIT 3UfhXA AOTVIEBjJATIOWAL
bLT?, D, TTl AIND EGG AMOCOATIOI' l A TiTOANXl
3UTT , EGG, OrIEZBI AlD POULTIT AIO6IATION5

Mr. Jznsw. Mr. Chairman and Seuators: I represent the Ameri-
can Association Creamery Butter Manufacturers; the National
Poultry, Butter and Egg Association, and the Pacific States Butter,
Egg Cheese, and Poultry Association.

Have been an operator in the dairy and poultry industries for 40
years, and remember well the time during the Spaniuh-Anaerican
ar when we had a tax on checks. In those days, however, we did

not settle with the farmers as often as we do now. In those (lays
we settled once a month, while at the present time we settle from one
to three times a week.

According to the figures published by the United States Depart-
ment of Agriculture, the sale of dairy and poultry products ac-
counts for 84.3 per cent of the annual farm income. The Secretary
of Agriculture calls it our largest national industry-bigger than
the automobile or steel. In the 40 years I have engaged in it, I
have seen it grow and expand more than one thousand per cent.

At the present time the market value of dairy products is down
to the basis that existed in 189W-97. much less than half the market
values that prevailed in 1928-29. But at that the American farmer
is producing them at an inc easing rate. No doubt because they are
necessary to his economic existence.

Unless a miracle occurs, there is no reason to expect a change or
rapid increase in values. It is more likely that, as past experotience
teaches us, there will be a gradual improvement from year to year
during the next 10 or 20 years.

It is important to look at this situation as it is, in order to make
other adjustments, the principa! item of which is operating cost-
and in that the main item is taxes.

Unfortunately, at this time we are still faced with high operating
cost, much of it beyond our control, the principal item of which is
Federal State, and municipal taxes, which have increased 500 per
cent in 10 years. And in comparison with present farm commodity
values, the increase is more than that.

Taxes are the main reason why transportation rates, still 50 per
cent above the 1918 basis, are not coming down. High taxes run
through all industries-they affect the wage earner in the ownership
of his home, in the rent that he pays, in -he clothing, food, amuse-
ment, and professional services that he buys, and they affect our op-
erators in the cost of their fuel, public-utility rates, rents, supplies,
and all items entering into operating cost, including wages.Our people are all conscious of this situation, and hope for lower
taxes, more in harmony with commodity values; and when that time
comes we may look for improvement in general conditions. And
we sincerely hope that our Government will set the pace.

The Secretary of the Treasury has proposed that a 2-cent stamp
tax be placed on each bank check and draft and I appeared at the
hearing held before the Ways and Means committee of the House
of Representatives on January 22, and afterwards the committee and
the House did not approve of that method of taxation.

1884
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During the hearings the Secretary of the Treaur tatified that
the size of the average check written in the United States was $185.

Through actual figures from the members of our industry for the
the year 1981, we find that the average check written in payment for
* cream delivery is $9.15. Checks written in payment for eg' are
about the same, and checks written in payment for poultry deliveries
s~ewhat higher, or nearly $6.

Since then, butterfat and eggs have gone down in price, and chocks
will now average 30 per cent smaller than the amounts stated at
averaging in the year 1931.

It can thus be neen that the average check for cream and egg
purchases is very small, and only a hundredth part in si7 of the
average national check.

The proposal is to place a tax of 2 cents on each check regardless
of size, whether the check be for one dollar or for a million dollars,
and this in itself constitutes positive reason for defeat, due to its
unfairness.

The creamery industry ias a whole is ha1py if, on the staple com-
modities, they can net 2 per cent on the sales turnover.

For some time they have had no profit, and in view of the fact
that a 2-cent tax on each of these small produce checks would figure
more than 1 per cent on the sales turnover-more than one-half
of the normal earnings-it is but reasonable to say that the tax, if
imposed, would have to be deducted from the farmer's net proceeds.

There are also the many small checks that the farmer writes in
settlement of his transactions.

The Secretary of the Treasury estimates that a tax on checks and
drafts will produce $95,0,000 in annual revenue. This is perhaps
overestimated, but, whatever it is, I believe half the load--due to the
multitude of small checks-would fall upon the farmers, and they are
not in position to stand it.

We estimate that this tax would come to $3000 000 per annum
on cream sold for butter making, and at least $i,000,00o per annum
on the sale of dairy and poultry products by the farmer.

A 2-cent stamp tax ol checks will greatly reduce the use of checks,
which is proven by statistics front official records (luring the Spanish-
American War, when this kind of tax was in effect.

With fewer checks used, inore actual currency will be used, be.
cause a check is a substitute for actual currency. Currency would
be withdrawn from the banks and used in settlem ent. Instead of
writing checks, people would carry more currency in their pockets.
and use it in every-day transactions.

The natural consequence would be a shrinkage in bank deposits.
Actual currency would be outside of the banks, instead of in the
banks, and at least the smaller banks in the country or in the city
fear and dislike such a situation, which would result in a shrinkage
of deposits and available currency in the vaults of the banks.

We believe that it is in the farm communities, in the rural towns,
that the small checks are circulating. They are used in the same
manner as currency. I speak of this from personal experience, be-
cause I have spent a good deal of my time in the country.

The farmer gets his check, and he puys his blacksmith; he pays
his doctor; he pays for his groceries; he buys gasoline with it. And
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these checks are used in turn by the grocer and others to pay,the
wholesaler. They are the circulating medium in the siall towns.

One can only estimate, but I believe that these small chocks in
lally circulation come to hundreds of millions of dollars in our

country to-day, and if they were curtailed, which would take place
if a 2-cent stamp tax were placed on each of them it would require
more currency from the banks-how much, I do not know. It
might make a serious condition for tnany of the smaller country
banks.

This particular tax would be an expeiisive one to (ollel, whether
actual stamps were carried on hand, or money paid into the United
States Treasury in advance, so that the printer would be authorisel
to print the stonmp on each check. In any cae, it is estimated that
the cost of collecting this tax would be 25 per cent, or in other words,
our industries would expend one-half cent in order to collect 2 cents.

If you should seriously consider this form of raising revenue, there
should at least be a limit somewhere, so that checks written in sums
under a hundred dollars, or something like that, would be tax
exempt. That would merely be a measure of fairness, and center the
tax on transactions large enough so that the tax would not be felt.

Senator GoaL Do you have the statistics in regard to the number
of checks just before the Spanish-American War tax, and just after
It was repealed and during the period of the tax?

Mr. JENSIN. i did not hepr you, Senator Gore.
Senator Goan. Do you have the statistics showing the effect of the

Spanish-War tax?
Mr. Jmsws. I do not have them Senator. They a ppear in the

minutes of the hearings before the Ways and Means Committee of
the House.

Senator Gona. In Secretary Mills's statement?
Mr. JENsN. That also appears in the minutes of the House. The

Spanish-American War situation was presented by an organization
of printers and lithographers, and I think they will appear here
before you close your sessions.

LITT OP H, 0.STIE, PRBIDIET NEW YORK CURB EXCIAIN

Nw YoRK CUts EXoIANo
New York, April 7, 19t.

ISAC M. STWAST, Esq.,
Clerk Comittee am Finance of tke Srnate,

Senate Ofce Bu4ilding, Washington, D. 0.
/)uis Sin: $s president of the New York Curb Exchange, I am sending to you

herewith a memorandum in opposition to that portion of H. R. 10236 entitled
"revenue net of 1932" which Imposes a tax on the proceeds of the sale of
seuritles,

If you or the committee desire further luformation, will you not kindly let
as know.

Yours r pectfully,
Howew C. Brims, Prestdent.

1886
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Now Toas con usOUAI0o,

New York, Apr5 I, 108t.
Senator sRw sMOOT,

Ohdira Clommittle on Fnowe of the 8e0e,
8ete Oce BUd ing, R4f 16, W0.F110n, D. O

DiLts Nis: This will acknowledge reeipt of your letter of April 9.
I take pleasure in Inclosing herewith an extra copy of the memorandum which

I submitted to the Committee on Finance in opposition to the tax on the pro-
coeds of the sale of securities.

I shall be pleased If you will kindly have this incorporated in the record.
Very truly yous, WwAao 0. SYKUS, Preete't.

MUMONANDUM HMuIN'MM BY HOWARD C. $YTKa, PAmSuDNT 01r THEm NaW Yoil
Cuia ExonAxio, IN OrroafrioN To SrxroN 728 or II. It, 10234 iN "o l'slt AS
Tis IMpo ra A HTAMp TAX ON TRANsS'er or STooK

Tni CowMtrvm oN fmINANU:
Or TI SwMAT Or' TIM UNITI STATgMS,

Washigtnon, D. 0.
GeNTLIoSmN: The proposed tax on security wales Is a tax upon an important

factor in our economic structure.
The tax is not ono on profits. It is not taken frow any income received.
While not a tax upon unrealized capital, and hence not strictly a tax upon

capital, it becomes a tax on the proceedi of the capital investment converted
into cash. It Is a tax upon what people buy with. It reduces buying power.
If the proposed tax becomes a law, the practical result will he that each
owner of a share of stock of a par value of $100 or of no par v.iue will know
that the share is worth to him, sold or unsold, onoequarter of 1 per cent, or it
minimum of 4 (cntk per sharet less than ImmediatePy preceding the passage and
effective date of the act.

It may be claimed that a quarter of 1 per cent or a 4 cent per share mini.
mum, Is not material to any owner of securities; that fluctuations in prices fre.
quently exceed this amount; but when the agaregate of security Investment in
the United States io considered, the quarter of 1 per cent, or 4 cents per
Ware, constitutes a vast mum.

And Is this one-quarter, or 4 cents per share, so insignificant to any bolder
of securities? Its immediate result will be a decrease In his capital, sold or
Unsold, and to-day, when the bottom, as we hope, Is being scraped, but when
confidence In our Institutions barely exists, any factor which tends to add to
the general discouragement should be avoided.

A tax must be viewed from the standpoint of revenue return. The proposed
tax depends upon the turnover of securities; no sale, no tax. Sales will hardly
take place at present prices unless holders are in extreme necessity or become
punic.stricken and prefer hoarding cash to a stake In the future of our coun.
try's business. On the other hand, purchases will not be made by a public dia-
trustful not only of the business and industrial world but of the Government
as well. Better a hidden dollar than a share of stock or a bond which may
be a Government target l

The public was hardly aware In the wild frenzy of mounting prices prior to
1929 of tie stamp tax of 2 cents; but conditions now are different; before a
purchase or sale is made, the pennies are counted. New York State has estab-
fllhed a transfer tax of 4 cents per share. Congress proposes to increase the
Federal tax to a minimum of 4 cents per share on each $100 par or face value
or fraction thereof and on each share of no par value. The prices of securitles4
are low. What was a trifling fraction of the sales price In 1928 is a substantial
percentage to-day. On a value of $4 per share the Federal tax will be 1 per
cent; the New York tax 1 per cent additional, If 100 share of stock be sold
at $4 per share the gross proceeds of $400 would be reduced ns follows:
Sales price --------------------------------------------------------- $44. 00
Federal ta -------- --------------------- $4.00
New York State tax ----------------- . ....--------------- 4.00
Commission --------------------------------------- .0

15.50

Total ----------------------------------------------- 884.50
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Thi coat of selling is $15,50, or approxilnmitly 4 per cent ofr the prico received,
It we add to this the comnsiloi of the b',oker oi the pulelitaso the tolal dedue.
lion would be $28, or nearly 0 per vent. On top of tlls comesl tis income tax It
the tramsactihn result In a profit.

Many commons stocks pir $100 or of sue-par value are to~deey selling at $1
p'r sitre and under, The proposed mhuinus tax on'sales of wlh shares may,
itn c'mneetol with the New York htate tax, he Confiscatory, Certainly Nueh i
Irt of stocks selling below 10 cents per share.
()it stocks selling at $1 per share the Fedoral tax amounts to 4 per cent stud

th New York tax 4 per cetnt, At IS0 cents per share these taxes are 10 per cent,
'it' fiiw'uues of sih at mthod of tfaxitios stsy li questioned. From thet

man whoso capital Is represented by stocksi selling below $16 per shnre t11
(loverasiiant takes it larger per(ntitge (hial if the stok sold above $10 per
share. At $10 one-qfirter of I per cent and 4 vent per shore ire equal. But
it stocks be sold at $1 per ihare tue tax is 4 per c nt, It other words, frolm
$18 per share down. 4 cnts 'per slhare tinreiosm th percentage of the tax untli
ahiointe cosfiention is reiehed.

There are miny who buy for quick returns, for profits of a quarter to a halt.
This group furnishes a very substantial portion of the volume of an exchange,
With the Federal tax at one quarter of I per cent, or 4 cents per share, with
the New York tax 4 cents per share, and with the commission on the sale and
purchase to be abitsorbed, practically all of this kind of trading will evaMP, As
it result, not osnly will the Government lose a substantial amount of tax, but
ONls, at the satin te, the market will lie deprived of one of t" snout stablilsing
hiflueees, that is, thome who are always ready to buy and sell for quick returns,

Let us take an example: A buys 100 shares of stock at $4 per shlre; this
costs him $407.0. lie sell tit 4'4. This brings hiln $412.50. From thi sum
mutt ht deducted couitulasion of $7.54) aind tax of $8 (including the New York
State tsax), or it set of r131, showing a loss on the transaction of $10.M, If
he sells tat 4 , lie would nisake a profit of $2 only, In considering i purchllsu,
accordingly, ain investor ust figure on us thrce'eighth or $875,0 differontlal, to
isehlove a profit. Suell it differential cst it fall to deter maony purchases.

The effect of the prolpod tax hits so far ien considered generally only.
its applicatiol to the holders of securities dealt In on the New York Curb
lzeshaige Is particularly lurdenisse.

During the week from March 28 to April 2, 1032, 1ie number of common stocks
dealt in tisi eimulssge was 3M1 IsisUes. The total turnover in conon
stocks zaussostnted to 9i4,3(00 shares. The irchase price thereof was $8,520,572.80,
The atverage prie 'it which these stocks were sold was $0.91 per share.

l11t of these transact ins, (it issues, representing 151,800 shares, were sold
for $3,840.100, or $25.29 ptir Imblre. Accordingly the total number of issues of
stocks selling usider $16 i sh1aro wag 207. The turnover was 792,(): the money
Value was $2,(8),472$0, and the average price was $3.39,

Tle tax generally i1 basrdenso ue, but as applied to the majority of stoks
tault iln ol the New York Curb Ellxchange, the average price of which 1 under

$4, iu tax i ' not, only burdensome, but Is4 also out of all proportion to the tax
ion higher priced securities. As previously stated, the nilnilmum tax of 4 cents
per share Is at one-quarter of I per cent on stocks selling under $16 per share,
but inereaws as the stocks eletr-esse it value until it becomes conflscatory.

A tax of 4 vents Isr share on it 'alti. of $3.311, the average value of a majority
of tihe V-onlfl Os stocks sold isens the New York Curb Exehiusge. would be over
I liea Celit. where's it tlx of oll-.qusorter of I i)er cent would! be lss than 1 cent
Isci, share.

It siunt he evident that i tax Of 4 ceit per iire oni stocks selilig at uilh
low prices is irosly out of line with the same tax wlien the same securities
ore sisliig it norsial valises. The h're tnt rate of 2 cents per share especially
whes the New York tiax Is cosiule'rei, Is excessive; ad to double this tax
whel ('olitions cull rttlier for it 'tduhtioa of the present rate will be adding
to the evil of the situtiitu with no ierease of taxes to the (oversinent,

There sare listed oit the curb exchange to-ehusy stocks of a par value of $100
Ot,. Of lit linr vulue if iiausy weill-ksowi (oilantiie selling at a dollar or less.
Te 4.seit tiix siipilled to these, evuss with the New York taux excluded, would
practihally cause i comephte tes sition of trading. It Is of the greatest i-
hIrtinee to the reuiwe ilid cosu tliuedl prosperity of this country that its Ilat

t i' sholli h, fjvrwardel iil its ait usual reeources should he developed,
st ai to ksell sihrel't of cinditious li other huiduls. The mrinig sid oil Indus-
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tries in plist ear, liiv played a vital part ln the creation of our businO
sitpretiltw. Tltet e re largely financed through sates of stocks to the puf-
ehaising public at a sn1ikli price per shareo, If taxes are so heavy as to make the
purchase ot these utld other low.pritd stocks finanelally unattraetive, not oult
gailn will the, (overontot got HO tax on Wales, but at the same time a serioW
blow will bt, dealt to the l protltoWti of iltrtilM and ollm at present in the
ground.

No exact stat tthcm ore avallable as to the niiIr of shareholders or bond.
holders of the steurities dealt In ujmi our texchiaige, Wit it is evident that they
must nuixilwr huwdreilm of thousands tht thltt avOrtIge value Of their holdings
of conihon atocks, tit lent tlay. is under 44, and that if the minimum tax
of 4 cents becomes at law the value of those securities in ti hands of their
owners will be decreasetd by a substantial amount.

Stock exchanges are Interested in taxes on tile sales and transfer of securities
only as they affect niarkots on the exchange; brokers are affected Incidentally
by reason of the fact that comminissiots will be greatly decree by reduction
in transactions, Tite vitally concerned, however, is that part of the public
whleh owns secttrities. Thu tax is not In respect to transtctions which take
plaes upon stock exchintges but affects every sale of securities. Stock ox.
changes furnish tie principal inarkets in securities, and on the Noew York Stock
Exchange sid d l toih Now York Curb xchange an overwhelming majority
of the sules of securItles in this country take place. Quotations uina these
t'xclafliges may not relresent real values, but these prices are Indieative of
the confidence or of the despair of the public. These prices tire said ordinarily
to reflect business conditions; even to anticipate recoveries ln business, Ili a
very important sense, however, they affect business itself, for it nation dis-
couragld in its capital savings Is slow to spend oven that whiclt it hass, and It
is upon spending that revival lit bushs very largely delmnd., Industry Is
siek, Industry needs a reviving optinismn tit our people, Any act the result
of which may even to a slight degree lend to Inuluene our Ixople to hoard
their funds or to throw over securities held will not only deprive tile Govern-
ment of tites on the smles of me urities, but naty also place it very grave
obstruction to the recovery so urgently hoped for.

The action of the public since this stlestax feature wits approved by the
House Is eloquent. Security prices have fallen to nkew low levels, and the
recuperative power and hope of the country hfavo beon given another blow.

A taxing measure any be tested li two ways: First, will it produce the
revenue needed or exlpeeted and, second, is it wino to collet, the tax front the
lparticular source? I It 1s believed that telther of tham- tests Is satIsflod In the
proposed tax on the sale of securities.

Dated: New lork City, N. Y., April 7, 1932.
Respwetfully submitted,

Nhw Yt.,4 CYES I'rcIAdN o
By ti. Vo A¥TKYs 11i"Vide'nt,



TOBACCO TAX

STATEMENT OF EMERSON ELA, MADISON, WIS.

Mr. EHLA. Mr. Chairman and gentlemen of the committee: My
name is Emerson Ela. I want to take up a very brief portion of your
committee's time on the matter of the tobacco tax. ran appearing
in behalf of 8,000 producers of tobacco in Wisconsin who are members
of the Northern Wisconsin Tobacco Cooperative.

Mr. Chairman, may I interrupt just one second and ask that when
the manganese question comes before the committee, that Mr. J.
Carson Adkerson, the president of the American Manganese Associa-
tion be given an opportunity to be heard?

The CitiAIMAN. He is on the list of witnesses and, of course, we will
hetr him.

Mr. ELA. I attempted to say in the beginning that I am here speak-
ing for 8,000 growers of tobacco who belong to the Northern Wisconsin
Cooperative pool which is the only contract cooperative handling to.
bacco which is still in existence. It was organized back in 1922 and is
still effectively handling tobacco. The growers, in turn represent
about 40,000 aiembers of their farms. Wr are here frankly favoring
an Increase in the tax on tobacco, which is, perhaps, an anomalous
situation. We want to take just a moment or two to state why we
are. It will take me five minutes, Mr. Chairman.

Senator Gon. We might take it for granted that you want an in-
crease in your tax.

Senator BAUKLEY. I do not take it for granted you represent the
tobacco growers of the United States.

Mr. tLA. I am not claiming that I do, air.
The CHAIRMAN. Go on with your statement.
Mr. ELA. I am speaking ol manufactured tobacco only, which

means the chewing tobacco and snuff and pipe-smoking tobacco. It is
now taxed 18 cents per pounds. The Secretary of the Treasury in his
suggestions to the Ways and Means Committee ,f the House recom-
mended that that be increased to 21 cents per pound. While I
appeared before the Ways and Means Committee and discussed cer-
tain'phases of it, I have come to certain conclusions since that time
which have changed my views very materially. That increased tax on
manufactured tobacco, according to the statement of the Secretary of
the Treasury, would produce a revenue in the 1932 fiscal year of about
$4,000,000 and in 1933 of $7,000,000, as shown in the House report.
The tobacco pool which I represent has carried in the past eight
crops that have gone through pool about $25,000,000 of taxes, and the
actual return to our growers has been less than that. In other words,
the tobacco which we produce carried a tax ini favor of the Government
of something over 100 per cent of its value at the farmn-very much
over 100 per cent. l1hbile tis tax appears to he excessive, we say in
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our opinion it can still be Increased for the simp!. reason that we take
the position that no increase in the tax can possibly hurt our growers.
i do not know how it would act in other respects. The vast tobacco
corporatiotis have already nearly wrecked them. They made vast
profits during the most disastrous business year of 1931. Theteynols Tobacco Co. wait reported to have made $30,000,000 onteol,000,000 of capital, Anoter large concern with whom we do

business made a profit of $23,000,000 on about $60,000,000 or $70,000,.
000 of capital.

Senator Goiw. What concern was that?
Mr. ELA, The latter one was the Liggett & Myers Tobacco Co.
In regard to this increase of not to exceed $7,000 000 I just want

to call your attention to the fact that the Reynoids Tobacco Co.
could do it alone out of their 1931 net profits and still pay a net
return of 20 per cent on their capital in the year of 1031, when most
business was suffering disaster. The other concern I refer to could
pay the entire tax out of their net profits and sti i have a 22 per cent
net return on their invested capital during the year 1031. And while
they have been taking this extravagant pool of increased taxes, they
have conie into Wisconsin in 1932, since the 1st of January of this
year, and capitalized the distress of our farmer to the extent of
taking from them their 1031 crop of tobacco at about 50 per cent of
what they paid for it in prior years, That is the gist of my argument.

Senator BARKLEY. Are you advocating this increase of a penalty
against the companies?

Mr. ELA. No; I am not, I am suggasteng that you will tie to it
just one element which I will come to, am saying that the increased
tax can not hurt the grower. That is whgt I am trying to say, because
he is already hurt as much as he cn be hurt by the manufacturer, in
mV judgment.

Senator BARKhIEY. Is it not your judgment that the manufacturer
always uses the particular increase in the tax on the manufactured
product as a further argument for beating down the price to the
grower?

Mr. E^LA, I do not think he can boat our price down in Wisconsin
10ny more than he ias.

Senator BARKLCY. If lie could do it?
Mr. EtA. I do not think he could, and I do not think lie would.
Senator l AtKUiWY. If lie could, then would it not be ai additional

urgtillit ill his behalf?
ir.1 Eu&. We are specifically suggesting that out of that increased

tax you incorporate a provision for refund to the manufacturer of
4 cents upon every pot1nd of tobacco that he buys from the coopera-
tive marketing organization and by that bring direct relief, direct
1elp back to the producer if be wauts to join his cooperative; and
that is the only thing he can do in self-defense, lie Government
will still have a net gain of millions of dollars evein with that refund
to thde maufitacturer for tobacco, purCllascd through or from t co-
operative; and, as I stated, this is of course imnnediate relief, direct
relief, without tny stabilization prograoi injected into It.
,,Senutor CONNALLY. You disermuintte between the man who pro-
ducesiand who does not belong to thw cooperative and the one who
does?

115102-32----8
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Mr. EA. Not ut all.
Senator CONNALLY. You want to force the follow to join?
Mr. ELA No; I do not want to do that ait all. But 1 do say that

there is no other method that I can devise by which the increase in
that price can get back to the producer. It 1u11st go back through all
organized group. You can not possibly conceive of handing that
back to the individual; but if you pay it back to the manufaturer,
who pays it to the Government, then the cooperative with its il-
creiaed marketing power will be able to recapture a large part of it,

Senator CONNALIL, Wha. hat percentage of the crop is involved?
Mr. EH,. The Northern \Vigeonsut ('ooperative Tobacco Poul

handles about 70 per cent of the Wisconsin tobacco.
Senator CONNALLY. YOU figure, then, that this will be an indtiee

mont to join the cooperative?
Mr. ELA, I do not care to do that, We have enough of thent now.

That is not the point. But we do want to be in a position where
we can go to these large manufacturers anud require them to buy
from the recognized, legitimate, cooperative, organizations without
using this outsider who rides free.

Senator KAIEY. YOU desire to see m1l of the tobacco growers i|l
all the States flint can not organize and have not organized penalized
in order that this tax may help your organization in Wisconsin?

Mr. EL , I do not see how you can penalize them. W hat State
do you com from?

Senator BARKLEv. I itin from Kentucky.
Mr. ELA. I do not see how you can penalize your Kentucky grower

any more than he is now penalized.
Senator BARKLEY. Except by passing your tax.
Mr. ELA. No; that is not oimg to change it at all. The manufac-

turer would absorb that, and ie still absorbs that. It. will cost him
on chewing tobacco, for instance, three-eighths of a cent on a
average.

Senator BARKLI.EY Is it not ti ne tiat the higher the tax onl to.
bacco the more the buyer will beat down the price to the grower?

Mr. ELA. I do not tlink so. I think he passes that on to the con.
sinner if he can. I do not think the amount of the tax, in our expert.
fence, lis any relation whatever to the price he pays.

Senator BA1tKLEY. J)o you know that already this otie product
produces about one-eighth of the total revenue of the United States(Aoverninent?

Mr. ELA. I know is it a good producer.
Senator BAtKiiiy. About one-eighth of all the expense,4 of tie

Unit tates are paid out of that tax, and the governmentt is getting
about four times as much out of it as the grower now.

Mr. ElA. .1 appreciate that fact.,
Senator BAUKLE. You want the Covernmet to got still more?
Mr. ELA. Yes; and hand it back to the producer.
Senator BAUIKELY. Provided he belongs to your organization'?
Mr. EIA. No; not miy organization; your Burley pool or any other

pool you can organize anywhere; and the moment you do that you
will get ti anticooperative nlio¢vellielit in tolacco, I'll(, you will ihlid
that ny of the cooperatives vfanlst because they can not lck the
big interests, In tile tobacco industry' yon will find they revive over-
nlight. That is t,y contention, sir.

I,
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Senator llARKLI, V, I do not think they will revive because of ally
compulsory taX phiwed upon their product by the ('eigross of the
United States.

Mr. ELA. I have dilcusbsed thIs very frankly with Mr. James
Stone of Kentucky, who is the chairman of the Federal Farm Board
and who is also a former manager of the Burley tobacco people.

Senator lIAIRKLEY. 1)o you think it would be well for bvin to come
before t ie co()nuittee?

Mr. ELA. I would 10 glad if he did.
Senator Oopv. lie organized the Burley pool?
Mr. ELA. Yes.
Senator Goitc. It did not pa y?
Mr. ELA. It (pait because of just the conditions 11bait we are up

against in Wisconsin,
Senator Gou,. They overproduced, did they not?
Mr. I'LA. There was overl)roduction, l'rhaps. We uire not con.

fronted with that in Wisconsin. But I think if youi could ask the
man who knows, he would say it was duo largely to the fact that
thley permitted to accumulate within the pool large stocks of tobacco
while tley purchatsed from the outsider jut for the sole purpose of
wrecking the cooperative.

Senator Goiu:. )o you think Mr, Stone, who organized the Burley
pool, which afterwards failed or did not succeed, and who as a reso ft
became chirnan of the Farm Board would now be an enlightened
leader to extricate your tobacco from its difficulty?

Mr. ELa. I (1o not hold any brief for Mr. Stone. I have a great
deal of respect for him. I have been doing in Wisconsin the same
kind of job that he did in Kentucky. And I know jist exactly what
he was up against in Kentucky. I do not think the fact that the
Burley pool failed in Kentucky should be cltrgled to Mr. Stone
personally. I would hate to have tiny such charge muide against nie
in Wim.onsin if the farmers refused to go on. 1 do not think they
will refuse to go on.

I think that covers all 1 had to say, Mr. Chairman. 1 thank the
coinmittee very much for the opportunity, 11d I would like to file fl
extended statement.

(Mr. Ela. subinitted tho following brief for the record:)

I!!li;i' 4' tEiM) oN ':I' A

1. APIPtPIA ANCIE li F'Ot TIICI I .VIM(ON-4IN TOiiACC(O PRIltI '1t1iI ONIA

I hUivO bV 1t i 8i tvliON dil'Ctor of liorthii ' imeowlin c i at tl rathi (- l 'd ut c. 1 it
mitice, 19t22.

It hittn tll iii11 8,0110) iiibtIrs oit (if 9,40t itro~v rs iii Stiitv,
Tire are ,40,000 or mlaore people ill the finiitlles of iir 1illleI-1,
W Isi sil tot0iceo r d ie io i Averliri 1 a4 Il tit 15, t00f,000i) ",iids pr .t.r.
E~igdity,,iv'L p~i'r (e'it or lii~oir, of lthisiin pool.

II NORIIIl II' N WI 4 ONSIN ('iO ERIATIVtEI TI It'I 'l) I )lil,

Wasll orgtallizecd I1999,

IHaIs operated sll lt,4,1f1iil ever sille.
I1118 hiflhd f1it iI i li(iiiIittsi. 1 1 4 iti i93 vrop 1 116iH tl i~ll plllllis

ofl iohe(lttl(''
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~I'o the1 jiremvia fIiit otir voittribuiolt if X to t dtiitl 11t1104* ( iMTverio"'Id 16
RI proxilately $25,000't.

0wir growr'm hmvv received cagh to date otily $18 260,000),
EO049 11 tll1iI1t (if tax over PANmh paid growpirM, t?00.
O r ftko value Mold anid muldlt at average of vamli rotuimi to produier, $22,00I0,000,
1111feu 8tateA tits paid oti tobacco of otir groweorm exceirlm vitiv to proflier by

TIutx Is more $ hali 111) per c'ent of valle~ to growe rs of pooled( tobacco.
Mort, thani 130) per ett of ea~h thus far paid to growers on all tot ieco.
Rut projiosed increase appliesH onily oil eheapier gradom knowit as omilg

liiled to miakei' scrap eliewitig.
Pool 10-yeitr avora ge, plir pound to grower oil sI tiniloig tobacco, $0,011,

TheIi premeit tax of 1I t om raw piodueot itmoioutm to a iax oti raw prodiict
at, farmt, $0. 108,

'I'llw propoiicd tax of 21 entii Would amount to WI0. l
'hot jropomd~ inereased tax would bo 140 per cefit of that tivem f v price m.

uiIvei by protlimeorm for 10 years through the tobaco pool. lIt 01931 ernp prie
of stonllulllg In otv 6~ centm.

IV. PROOSED INCREfASE~

One-mixtli onl manufactured tobacco will make total tax 21 vents per pomid.
A potind of raw material will take 60 per cent of this, or WIN26
Tho pool's 1031 prop Is estimated at 28,000,000 pounds.
8oventy per cont of this Ws mtemoll til, which will bear this tits, 10,600,000

pollods.
The joropoed~ tax of 21 ents onl only 70 per m~it, of the 11131 pool crop, in

raw forim, at tho farm amutmI to $2,47000.
There Is also it tax oil algar tobacco. f he proment tax on 8,400o000 pounds of

cigar tobacco woisid be at least $024,000,
Making a total tax oi 1931 crop of Wisconsin tobillco pool, $3,39)4,000.

V. 19L1EVN Trit PRODUCERS5

Thu independent producer of tobacco iW helplefm tot market, advanu gooimly,
his crop.

Ife has no inarketiug power.
lie has iio capital- his property Is enimbei~rcel and he Is hel; dciis.
Five colossal tlrmN, with over $20(1,000,000 of capital, h old ti I in(Iiv ii, o pro-

duceer at their miercy.
The lodeptleA t producer Is hilidos tot recover aiy. part oif it rtiductimn tii t
Th'lere Is tio emleekivaldo device to help him' reeve' bomAif it ta refiidi I it,,1

prosetitl or the increased tax.
Tli t (orgmaizvol I irE)'iicers, thirotighi fivhir celcratives, ('lii 1,4! ret li,\,v if t lino

4f he tax hiurdii.
'i'liv ci ijiratike a lia argatiniig pmio~r. It, ca got, at higher ;price if ok ur toi

tax is refunid~ on todatevo imuiihrwigi, it ooi ientivv.

V1. 11140110rEI) PLAN

1Illrmtse tiell' oll Oh iiuifacehi'tE tlibsteEo ito 21 celits 1wr Imillidl as~ 1 0001i)

mendd b theSocetary lit' the Treasuiry,
Ruldit part oif th0 tax onl tol laeco I u(Iight frm tCooperative.

ThsI& I sIIA.10,1i( 6 MI& t dddo tilt law wheit her t he t ax i iect'isvi., i
tax reillaiiis.

( ilir spificies i sge tiip crtoed it, atoh refli ao to) nai iat iw rers 4 i-it o ci 'nh
p1 'iii lii bighlt o f (~i~irL e f ' i Ihe I y ltof law,

Tlhe defiiiitii ii of ci iohivrathit smo ciat i i mhoulli be ats ini thle ,' Act to imthorimie
ltssm 14,iat imi of producvers iir agricuiltural products " aiiyed Februjary IS, 1922.
(Cai per-Vi ihti'el A(4,) Samne as in agricultural iaiarketinig act, ,vctitit 15 ()

VII. lIENLVI*TS AND IWILTS

li'110 C00peraI'tt% v \8' ill ,l iielN (O reitl la If t-iast t hree..fliirths (if t1j Id riflilili by
iniie' Prit'l 1V4IIi if it ('ell'iIH i-fi 'iirthI of it to he the imnifnebiarer.

Tb' ii iMperativt' cali then tsell ini fi(tc, if ('imilpetitioll id nooilmlotl priihiii't, mid

Nt iii get, 3 to 4 ceuit. per PhallI aipire to the' pri~lice.
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Thoiii~ite re W il buy first from~ atooperative Itimitt~l tf itotilde, Tlhum

11l1 )topereitive, unstond tif domtroying It.
i )st,i iiufaoturor no ttrin
Iiidlueolineft to the 1ztaoluffaotturr oft I ee,,t por potn olit ti 4 veltAN 1.4 $2H0,0000

tuotually on pocil orop, andu still gt vrop just am~ eoiitp am outside.
7910 impmra/uf hz~eain. Vill gain Inereasilt maerketinig )Wr ii

u t f theat: uerior per ltIlt
A* ~iit c~it p I poud more for tobacco thon otIh ite

It would inake Itho Iir~t madIJ to the J11iu~curii4010 or th0 flitelitiItiit
IIj~owor.

It would ieiren~o thme mIelbormhiJ).
The prodiimar- Would get the entire betiefit, through his cooperative, oif the

mict increased price.
At 3 cenit,4 viet pet, poid oil Wimtimli~t p)ooled tobitevui, onI bim of 10)31 mrop,

latt)(U(ors wold benefit $860,001) annully.
They tire in dire nleed of this benefit.
The tobacco sdiareman has io other icomne, film averatgo Yearly ifomlke of

$300) would be increased by $100.
1411dow1ner04. The are burdened with niortgagek anid with tuxe?4.
I lctoms lit tle to *ltow for him vear's labors.
Woldh bmweill f1111 anlimully MOO.
19w coi it m 1 ift No(t affteeted at, aill by the 1 dan.l
'V/uic gfeDI i ives ii1timeloinan (Ifiliet "firin rel(V 'o onme big

It N% Iil produciie mlllion8 of dollars in vnot Iliervase oft ievi'ime.
It wtomlot In.m of vi. 11id ito copermit lvi mellinent.
V(t.oJerul vv. it mm ho foundations oft agrkic it irl relief.
There is- only one et rct ly contract tobacco vonjpertttivv left,
1 [ 11011 Wll, iive o3' six bimt aill (ilscont iile (OW('i~t I hle Wkt-i~m iol. 14
( ooporti em have at caseles IntIle to Nurvive.
Thl-4 plan would rewomit, in the revival or tobacco cooperatives ill Ct mivetiviul

Ohio, lKemmtmky , Tenncsnem', Vitrgillia, Carolinta%, 0i14 Ill flow ones In P11m111y0.
vaita mtind New 'Yol' . Th'lis would climilnat e the deadly ('4minpet itioui of mm mm notedI

It Is imnpermttivv that cooperation Ito Rivem s~omei clear' ad vomutigi' over:
1) Independent producer.
2) Dealer andi nminifaturer.

Tism plant affords (oingrem opnrt itityft mr inmmnedinte cmita-frit t i e relief for
oil( vant cropi without rlskts of in alilizatiol planm.

VIm!. SCHCI A I'LA W()U1.0 ftE Alt

A brieof oi itq vimmmiitutiomality will lhe filed.



CIGARETTE PAPERSN
(Cl1a,"ifiction oft Sve. 4102; Ilevenuo Act of 1920)

STATEMENT OF DAVID SPIEGEL, REPRESENTING XANUFAOTUR,
ERB OF CIGARETTE PAPERSo NEW YORK CITY

Mr. Svqi~mn.. Mr. (1ihairiu 111d (-litlonieli of t he (4ititee, I
I'OIWQNent Maxt sjpitgel & Soxis (,o. (Ine.), of Now Yorik, imrtuers
Itnd mnntfstifrers of Ci~yllette-paper books for the past 39 yenric

S011001- CONNALLYr. What section im that?
Mr. Si,0uklrf. Sw'ction 402 of the reventie net of 1920,
Sentm.or lt0,h.3%lThat is not f)ieltiotie( ini this bill fit, fill.
Mr. Sr-mor%, No ; not. mentioned sit all.
Setwdor~l CONNALLYX. YOU WAnlt US to taix thot-v firmIls there that lre

being taxed flow?~
Mr. Srisicrfp.4 1 bog your p~ardonl V
Senator (owNs,v~y. You want to goet in onl the bill ? You avie not

il fow, but Volt want inI
Mr. Svtm:wo.. No ; I wantt to hatve a titetaini sittititiott corrected.

May I proceed I
-9enotor Urvol. Ycs. .Just, state whom you I'(pre ent.
Mr. SVItE411,. I trwipisnt Mtax Spiegel &k 1ons Co., importers find

111 illi fac(t ifrers of c.iaettv-Imper books for the ?ast 39) years-. I unm
here not to 1,41C for tinl abatemit of it proi';ed tsix; ratheri,' to etill
to yoilr titteiatioll it utelits of inceretisitig tax rocelipts.

Ther i' it a li'tk ill the pi'tsviit, l1a1 taxing "4 rol4l 1-your-ownl ciga-
tittWihelw)(?oos. Mty plea with you is to plug thim leakc not otilyjii

the interests of increstsedl Governiment tax r-eceipts bitt slso in juice(
to tlio (igirette plper hook iiwluist ry.

ITiidori the plic'selc JIuNV, Sect ion 40)4, revvuime act, of 1026, cigarette
p~ape bI ooks of' 25i leaves 411- lcvss Ii ty hw *h str i'l ite Itw 'ic o
of Ilnore I ha i 205 leaves require thle 1taynicit, ()I it tIn.

Wheln (~10,1re'-s levied this talx 0o1 0ig11i01v papor book", tid lit
thei 81111 ult'11 Ilit'ptide f~t4 or d ie, 1isht i ti1 of cigit oret te patpeir bo oks
o)f 2.5 leayes #i'ts taix- lice, it d id n ot int end that the Ii:Aiit-iioli
of thev" e lax-free ('igei'ette Irnlwi, books lhe itmthridhw moid uneitiorwed
ill Slic'l 11 ma V as to 'hunt iish it loopl)~e for the ev'IsIoll wit' the pay-

pr(.,vvwhIi t Iis t.-I king p1 ice Io-w1ay.
Ccii ta i Ina it1 i Itniit ers of silokili r1 ia(e hilv e bivii the P iC -

I ice wit 1iln the last year, or. So of di.'4riitt tiw 40t m.'S) e e of c'igt-
reti tv p'rls withemi Iac ot iw e (d Ii 1)11h nt mcc( wit hoiit the
a viuceit of1 tax I)y% the 11et1( mii f ol''iritis,411ii I we41 p0la

441 cl!ur4te Im' t i's inl thle fceIIt of two w'jgaletv Ic ialer 1( oks of 20
or'~! leaves 1"w-1 hut. wher'ei a taix i oi- cclit is pavlbe to
tilt fskiven iiiiiiit int the sile ()I' cig nelt pac w bo1 I'I ok of 41) oi' 51)
leav~.,. t1im i Iho la'Iw "Is llmW NN-m'dv1i1 flQt' I Otobl'4) itttitilflutr't'us

13 :till

K
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distribute with each package of smoklig t ilm)ceo two cigarette paper
books of 20 or 25 lives each, a11d thereby evade the payment of any
tax to the governmentt.

'11 hW ibterftiCo or evaion is made ioible by the wording of the
present law because it fails to limit the quantity and the manner
in which theme 20 or 25 leaf cigarette paper books may be diutrbuted
tax-free. This is tIt leak in the payment of taxes'to the Govern-
mnent which I have referred to ind which it, i. now sought to have
placed lip.

ITffcial internal revenue figures show that hundreds of millions
of cigarette paper books of 261eaves or less have been so distributed.
At the present rate of distribution we estimate that fully 1,000,000000
cigarette pIper books of 215 leave or less will be s o disposed of Aur-
ing the currentt year.

Senator RcPD. One billion you say?
Mr. Snmom4,. One billion.
Senator CONNAu,, That is done for the purpose of evading the

cVigarette tax, though, is it not? That is the primary purpose of it?
Sonator REpD. No; this is paper tax.
Mr. S nVnIL. There is a tax on cigarette-paper books.
Senator CoNNALLY. I know, but I mean these manufacturers dis-

tribluting these free papers encourage people to make their own
cigi'rettes so as to avoid in some way the tax on cigarettes.

Mr. SP1P.OrIL. Not exactly.
Senator CONNALLY. I beg your pardon. Go ahead.
Mr SPnEV L. After I flni-h my statement I will illustrate the points

by packages that I have here in the room.
ITnless this practice is checked the loss in taxef to the Government

for the current year will be,, we estimate, $900,000 to $1,000,000.
Aside from this tremendous tax lo.4ss a grave injustice is being done
to importers and inanufacurers of cigurotte-papor books of standard
size of 100 leaves or more on which taxes, have been paid and murt
continue to be paid. The distribution of the tax-free irarette-paper
hooks in the manner already indicated is seriously affectinlg the Sales
ofeig arette-paler books which are taxable,

We inMporters and manufacturers of cigiarette-paper bol1s who piy
fliv tax respe(thilly request that our business . anild hran&k I' no fur-
ther imwriled by the abuse of the free and iniliscriniate (istrihu-
tion of 25-leaf tax-free cigarette-paier book; on the part of those
whio.e Priinaixy interest is the sale of their smoking tobacco, without
regard to the interests of the ciglarette-palpr book importers and
numnul1faiwturers or the collection of tax by the Government.

Senator REEM. All cigarette paper is imported, is it not ?
Mr. Srivw.uz. Not all; no sir.
Senator R Is. rs any made in this country ?
M. Se-irM:L. Yes, sir.
In view of the foregoing, it seems very reasonable to request that

Congress ; tab lish the tax-free provision now in the statmite concern.
11g v.igaurtte-paier books of not more than '25 leaves; or. if it is
decided to continue this provision, that at least the law be amended
sO that the distribution of such tax-free cigarette-paper books be
lililited and controlled.

Cigarette paper books of 25 leaves or less sioildl be allowed tax-
free only when sold and deliveredI to it licened manufacturer of
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cigarette smokitig tobacco ailtl i teil by flitl for free (liktribtitioln with
his packag(s of tobaccos. Tuis di:ktribution by uch licensed milu-
factui r should further he liit-d to one cigarette plper book of nhot
more than 25 leave.i U) every j aekage of' smoking tobai(to of not leti
than one ounce ii weight. This sizeA pitcknge is the popular VIN5vent
eller such itI Duke's Mixture, Bll urliiu, anl sto forth. i'ili

brands just iiilled actually di contain min free cigarettee paper book
of not 'iiore thin 25 loaives, thus clearly bearing out th Origilli
intention of the la1w,

Senator HARIIIS5ON. Do they give those away fre?
Mr. SPimm. They do- yes sir.
Senator HAuRIsoN. With the package of tobacco?
Mr. SmIyomL. They do; yes, sir.
Senator HAltitISON. Let us understand it, because you tire tl ti.st

man that has ,.onie here that wants to put it tax on somiething. f
course, I assume that there iN nio sflshiness on yotr purt. Wl1t i4
your interest in the proposition ?
Mr. Stirrm L. I do not want to appear before the; coIminmittee is nl-

tirely altruistic. My interest is Just this, that the more cigiartt.
papers that are given away tax-free, the less possible it ik to t1l
taxable cigarette books, and our business is the sale primarily of our
brands of taxable cigarette books.

Senator HARMIsON. You are not interested in rolled cigiretto,.'.
Mr. SPIZOrxL. Well, because we do sell cigarette paplur bobbiins

which are used on the machine for these tailor-made cigeuetteg.
Senator HARMiSON. As, t matter of fact, of course, you look back to

see why this 25 pitper book was not incorporated in the other law, and
was it because these concerns, Bull Durham and Duke's Mixture and
those people, said they were giving their away freo, those( .4itill
books; that it would keep then froni the people i'f they put that law
on and made all other taxable?

Mr. SI'iMtEL. No, sir.
$eiitor' HA1t1ii1$N. Is that onle of the rglllii'its listed at thait tiiiie
Mr. SPJFoEL, No, sir,; re 'ferring, Senator, to the original law?
Senator IlAimsoN*. 1921, wliet the law wis passed.
Mr. SIEEL. YeCs, sir.
Senator IhiAii8oN. They xciiempted 25-paper books, as I understand.
Mr. SPIEU(L. That is correct.-
Senator HARRISON. And was the reason for- that because I)kuc's

Mixture and sonic of these people who made tobacco said they gave
that character of looks free with their tobacco?

Mr. S'IEIEL.'l Tle reason was to conform with in age-old practice
in the industry where all inapreciable quantit ' of ci'lirite lpll)tAr,*
was alwilys.glell its i1 oi inetary extra with the salle of lvery
ounce pack or so of smoking tobacco.

Senator HAItUSON, Do they keep to that practice niow.
Mr. SPIGEL. They do. Tllis muslin pack here is the 0)(1-fti hioll'tl

tobacco packa e, which you must all be acquainted with. It repre-
sents exactly te spirit and intention of that provision in tile .iga
rette paper tax law that allowed for the free distribution of s.iiill
25-leaf ciarette-paper books when sold with smoking tobacco in
this way [exhibiting pamck of tobacco].

Senator HARRISON. Vlllt does that sell for, thtit iacklage'?
Mr. SPIE oEL. Nickel.
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Sentor Ii.tiiiw. Tihat 1$ f iktd itii(1Iid)t that book?
Mr. Sm. 'l. Ihit is right.
8e111tor llAttIsO4. What 1o vn, ,4,1 y0ur 1!ook for?
MI, S'tn~r: 111114 Itriok li011k
enitor IlittimIoN. No; that Jtok is given away fr e

Url', S'IM t. ilt is riIlt.
Sentator l awllioN. Yomr 1ok flit you ire iterested in?
Nr, Srwrol. Ali the iooks that are 'sold on, the market are it nickel

liJiii'co.

o li1W IAIVTNON., A nilkl ipieceI'
Mr. Srrwx. Yes, Sir; tht is right.
Senator lAItlISoN. lie isl One fellow thilt halis to pity a nickel for

yotur book and thiat is a nickel to the other follow to get his tobacco
(nd the book.
Mr. SvinErr,, That is right.
Senator HAiRT oNq, And the only difference is that your book has

40 Or W and tho other has4 only 25
Mr. Svior,. No; these hooks have as high as 150 leaves; yes, sir.
SeIrAtor CoNNALLY. Is it not t fact thtt that iA not a, free book?

You siy it is free, but is not that just as much it part oft a purchase
of thlit package of that size as the tobacco itself?
Mr, Sri wo,, Well, no doubt; it costs money.
Seator CONNALLY. It costa money, and the idea is to present them

with this tobacco and give away, if you want to call it, or to sell as a
pairt of the purchase, enough cigarette papers to get the fellow
started I

Mfr. SIPrEtLz. That is corret,
.e41nt0r CONNAmy. And then lie will btiy the rest of the Opapers

f tout you I
Mr. SiEt i. Exactly. Not only from our-selves but, from the very

fellow that sells him the tobacco.
S0,na1to' ('ONN MIX. I[10 woldl4 11ot biuiy mulh if he, (li( not ialVe

the papers. It is so 1ill(i nittrt ('OltV(,iilt to hasivo the pltIei' with
tie tobacco.

Nri Slilro,. No. sit'. 'i'll, $liut is t0li1t the Inll whe rollq Iis
oWl hai1.4 to buy the iolaco 3111d1v iil ei e UIt '1.

Senllialtor (NNAIAY. If youl11i 11id ii 1111 (it '('ilt to thiti' ji'ie, it
wAolll hiave to (l'liV olt Of thuil iickel tile S111114 WilV. wolld it, iot,?

Mr. SIinx 4. A half n acit ti tlis pric
SPiitor l iNNAiLY. Yes, if V011i lillhd ii liiif it (''li to the price

of tilint free eigaretto Ili(pr it W'Il(h (mll o1)1 of tie 5 ' 'lt that
tte 1liieiliifiicttturer now gets.

NiMr. ll"t'r . Yes, 110 doiibt.
Senato' (',oNN'lrAi. Or (1,se lie woild hive to chaiirge, 10 or fl6 o, 7

Cent?
Mr. SlrlI 4. intlotibtellv lie wold discontniniie t, i (list ribition

of tjilese tax-frte cigarette pa pers.
4eiiiitor OiONALLY. Yes; 1111d I sV that is your interest?

Mr. S vot'li That is not miy primnry interest.
S0enaitor ('ONNAurs. I ti iltoit charging you with any wrong doing

in that littitUde.
Mr. Srif:oT.r. i realize, sir. 11ut, my interest hiere is not to balish

tilis. 25-leaf free cigarette book. I saiW abolish it oily if the dis-
trilhintion of this is not taxed to conforiii with the intention and the

1349
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pi'it of tie law, but I have no objection to contInuing this prwtirl
provided thli 'actieth' IN Itor'diing to the spirit, awn intention of
the law.

Setitor' ( ')NN A . sntIt t hat i'oi'iliig to tlpi fj)i'it si"t I ite
tion of the lawI

Mr. SIr wl. Exactly.
Senator CoNN'Au.1X. Toll us how it is being evadvwl.
Mr. Srwivom,. In this way: For institnce, the manufacturers of

smoking tobacco, oiie ounce the 1 manufacturer of thin tobailtO 1it-
self, to further the sale of his package, desires to give 40 leaves of
cigarette paper with every pack of toba(cco.

Now, front a manufacturing point of view the most economlical
way to distribute these 40 loaves would be to put them up in a single
book cover, but to dto it that way would be to subject that book of
40 to 50 leaven to a half cent tax. To evade that tax the distributor
of this tobacco is giving this saine 40 leaves in the form of two book-
lots of 20 or 25 leaves oaich. There it is. [Exhibiting package.]

Senator CONNAuvX. IN he giving you twice aS 1auh tobacco as lie
did in the other pawkage?

Mi'. SPIEGE .A0, sir. They Iro both on(* outiIe ( Ihtekage,.
Senator RErm:. Let us see that, will you, please?
Mr. SPIxorL, Yes, sir [handing package to Senator Reed]., Let

me ex plain, gentlemen, that this package is simply a brand picked
at randoni to illustrate my point. There are dozens of thteui that are
doing It. I aim not addressing myself to that particular brand. I
prestine that they feel they ate doing it according to law. But, it
)e princile that 11ni 0be1tirir to,

SeVIItol 0 9 .NN.Iy. Does not, t iIugh, the sale of that, tobacco or'
those free cigarette papers, increase your bwsines bcau,,e it encour-
ages people to roll their cigarettes rather than to buy the manufac-
tured cit4irettes? I

Mr. tL. It dotes not, Selator, for the reasonl that the cigw.
rette papers snpllied with that package of tobacco are, by tile adver-
tised statement of the supplier, more than necessary to make the
cigarettes out of that one ounce pack.

Senator (Jx-mry. They pay a tariff tax, do they not?
Mr. SPIoEL. No, sir; these are all domestic-made cigarette papers.

Yoi mean tariff customs?
Senator CONNALLY. Yes.
Mr. SPIEGEL. These particflar papers are domestic inide.
Senator REED. Where are they made?
Mr. SPIEGEL. Lee, Mass., so I am told. The fact is that originally

they were imported; the raw cigarette paper was iInported.
Not only that;, but here you have a nickel sack the sanie principle

as that, which contains two 25 leaves of cigarette paper [exhibiting
another package].

Senator REED. What kind of tobacco is that?
Mr. Szmoa. Granulated, the same type tobacco as this other.

They are distributing that in a temporary way, but it shows the
abuse to which the law is being put.

Senator CONNALL'. Has your business fallen off on account of
thisI

Mr. SPIEGEL. It has.

It'
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Stinmtl' CoNNAIsu. HOW 1uch?0
Mr. SmqiiL. It JtW. 'li hits bwoIto st'iou only 'in th, laint, six

Illihs, mind it has all CoIRP about in comnetion with the *'xjloilttioit
of iti lw rol-your-own vigartttt, inlchine, YE'! Iiit t have undubt-

dily seen it, aIroutind.
Ati'Wlil CONNALLY. AInd lhltt, was intended( to get aronild this

cigarette tox, Wa1e it not?
lir. SrPzIo, :r. In t| large sense; yes, sir.
Senator CON NALLY. Tihtat what i meant originally when I asked

that question.
Mr. SiEEI4.L. Yes. it'; and you asked me, too, whether oir lb.uwIenss

lits fallen off.
Senator WATSON (presiding). I think we will have plenty of

time to answer that call to vote. Are you through, Mr. Spiegel
Mr. SpirmIL. I just require another moment or two, please.

tckages of sliokling tobacco weighing less thian ote ounce should
iot bear tax-five cigarette papers, because a book of 25 leaves for
such size would be on appreciable quantity and not on inappreciable
quantity of cigarette papers, as intended under the law. To prevent
abuses in the distribution of tax-fre cigarette papers books of '25
leaves or less, it should be required that such books be appended to
tl outside of the tobacco package.

With tlt'- present loojphwIe in the law it is possible for those desir-
ilg to do4) so, to sell or distribute tax-free cigarette paper books of
25 leaves or less in sulcht a manner as to wipe out the collection, of
tsix to the C[over'untent oil taxable cigarette paper book, altogetth-r.

I want to explain that. For instance, you take this book here:
There is the conventional taxable cigarette paper book, which pays
i cont anda it lI oll 150 leaves. If the manufacturer or distributor
of this book desired to do so, lie vould under the presetit law, under
the wording of the present law, put this l)resnt book uip in '25-leaf
form, boos of 25 leaves, six . .o (Mnstituting 1t)()leaves, and
lVOi(d paylili lt of the iltaW Thili i no c'rk iln the law on the dis-

tributioni of these zv-+ ,si0W. # Xq L[otac't, it is possible to
l these 25-leaf books two olr a a , i and te (oveinnment would

ill that way Ie ivive;"Ot s at all. &
Sector ('lNNALa. Tat costs a niel, doe it not I
Mr. SiPJ1L. That die; yes, sir.
Senator Con(saz.t Do yo think he would spend a nickel to buy

that in order to avoid a 1 eent ta ,
Mr. SPiZUEL. If the imituw of this book should pit tlhen

oit that way, it would be a'oosiderable eyving for the consumer,
Ant lie Ctin dO it under the pxint law.

Senator Coxnur fowa'uch monoy would he save then, paying
thell| a niekel and saving a c nt and a half? lie wonid be (Jut 3 :,
velt", would he not" ?

M'I. SItiou. $o. The one sad a half cent leaves for that hook is
ii iitti-li 1-roveauev tax. I t ...

Seiiltior (' o wAi, That is what lie would a'et
Mr. SI'rEmiEI. Yes, ir.,

Selintor' CONNAu.T. And he would pay 5 cents in orlder to save it
cent, 1i( a1 hilf'?

Seiiator lt:Io. lit other words you are paying a it uliifacvtiurelr,*i
tVXt'iqv tax of :1 per tent, is that right; 1,4 ('ents, out of every 5?

136 1
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Mr. Sept.-r That is right.
Senator (*aim .tiThoy would give those books away free. They

used to do that in a great many States, because of tie State lawsregulating it.
Mr.8111AIL.They did, sir; PIS

Stiator Ih11muoiN. Ate you ihtedte in the inmlftiaCilr' of the.e
Mri'. Slt,:o:r.,. Yes; We have otir own brands.

Senator Hxmnaso. Yoi nianttifacture?
Mr. Siso:,I. ' That is rirlit. We nutnufacture these cigarette paper

books, and hbecalls Of this practice here where mnaniufactures tare
distributil more than 25 haves free with their snloklng tobaccos,
the sale o four cigarette books till taxable, our biwinemss has beeti
diminished.

Senator lAnanSoN. Don't you sell soine cigarette books to these
tobacco manufacturers?

Mr. SPIR.MOL. We do, but that is not our primary reason.
Senator HAmuso. I understand. I am just trying to find out

everything.
Mr. SpIaot:ai. Oh, I will be glad to answer your question, SenAtor.
Senator HARRISON. What per cent of the cigarette paper is pro.

duced in this country as to what is imported, (to you know?
Mr. Srmx<vi.m Of the booklet type?
Senator HARISMON. Yes.
Mr. SPIwoj*L. I should say fully 90 per cent is imported.
Senator GotoE. Most of it comes from France?
Mr. SPIKOPIL. Yes, sir.
Senator REFD. Of the expensive quality of cigarette paper it is

a 100 por cent imported, is it not?
Mr. Srna.u. Practically all.
Senator Hmaltsox. You are not toinf muich good on that, are you ?
Mr. StIixam.. There are some new attempts being made to produce

others.
Senator WATsON. You are not here to ask for a tariff on cigarette

paper N
Mr. Seit,%. No sir'; I was noncommittal (in that#



POSTAL RATES

STATEMENT
NATIONAL
CITY

OF RICHARD H. LEE, GENERAL COUNSEL OF THE
COUNCIL OF BUSINESS MAIL USERS, NEW YORK

The CHAIRMAN. Mr. Lee, where are you from?
Mr. LE. New York City.
The CIRIsMAN. And you are here representing whom?
Mr. LEE. General counsel of the National Counci[of Business Mail

Users, in opposition to the increase in the first.class postage rate.
The CHAIRMAN. You may proceed.
Senator KiNo. Are you going to advocate an increase in the second-

class rates?
Mr. LEE. I shall probably suggest that such a thing would not be

out of place before I get through, Senator.
Mr. Chairman and gentlemen of.the committee, I appear before

you to-day as the attorney for the National Council of Business Mail
User. an organization rep resenting approximately 1,500 associa.
tions, lirms, and individuals whose business is transacted primarily
through the United States mails.

The National Council of Business Mail Users was organized to
provide a contact between the Post Office Department and the mail-
using public. It was created largely at the suggestion of individuals
in the department and men connected with such organizations as the
Direct Mail Association, United T othetwe, Bureau of Envelope
Manufacturers nd paper ro s and others similarly engaged who
sensed the need ofl the department informed
as to the needs sers and the mail users
informed af uld best coincide with
the plans vice at the lowe stpossible c'
In 19 r oIvide revenues to

meet int ar t ow the council

hawe 3'ng h o increase the
first-c 8 eon ed in the bill

1. duce the rev-e'nue

0 F source from

3. iake the public
postage ne ss should repeal
the incre ario other means of
distributio t ppled for years to
come.1353
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4. The suggested increase in the first-class rate is an unfair dis-
crimination against a classiflcation already producing a profit for
the Government where no profit was ever intended.

5. Existing evils in the department entailing im exibenwf ini ex4em
of the totul amount desired to bt raised by te stiggesi ictte,
should bre vori't'('t'd if revenue 'o desired.
6. Postal rates are tiot It proper source for I'iI isig IIreLVQIIIIl.
Senator KINO. Do you not think that the department ought to hh

self -litstni i I)gI
Mr. Lig. I think that service cones tinst, and whether the depart.

iient is self -ustaining or not, it ought to be that it vimhl he ialile self-
sustaining and at the same time, maintain the sepivive and provide a
vehicle for correspondence that will be sufficient for the needs of tlu
country, yes.

Senator Ki.o. )o you think that we ought to tax the people in
order to sul,sidize the Post Office Department?

,Mr. L. If that is necessary; yes. You can not do without it.
rhe answer to that is this, Senator: Suppose the Government sus-
tained a loss in every department, could you gvt along without them.
or could you do away with it#

Senator KING. You could put it under private coiitruet and do it
for many millions of dollars less. I am not sirguing about that,
however.

Mr. Ls,. I will not argue that; that is probably true.
Senator KING. I will say this-it is not important here-but I re-

fer to the matter of imposing a tax upon the activities of the depart-
ment so that there will-be no deficit; it must be self -sutaining.

Mr. LEz. I will not quarrel with you about that. But the servHIe
cones first.

Senator KiNo. But let those who get the s~eviet j ay for it.
Mr. LEE. But I think it should not be at the cost 'of one class of

users against the others,
Senator KNG. I will not argue that now.
Mr. Lz. As to our first contention that an incretse. if carried into

effect, will not produce the revenue you desire. may we point out
that a very large percentage of the mailings under first-class postage
are of business-producing literature or advertising matter. This
matter, from the standpoint of the Government. should be carried
in a preferred class, for it not only provides the sale of stamps on
its outgoing journey, but it encourages the use of the mails in reply.
In !fit connection, the suggestion has been made, in dealing with

parcel post, that a preferred' rate be given to catalogues, because
they produce revenue on their outgoing Journey. and also produce
revenue when merchandise is ordered, when that merchandise gws
out, the sales that come froni the sending out of the catalogues.

In fact, through the years the postal system of the United States
Government, with its unchanging rates and with the reliable service
rendered, has grown to be a partner in practically every American
business enterprise; and if I were asked to-d(ay to put my finger
on the one single thing which has helped niost in" binding the Ameri.
can people together and bringing our country to its present position
in world affairs, I would put it on the United Sthte, Postal Service.
No nation in this day and age can hope to succeed and be prosperous
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wvitho t a swift inexpensive, and reliable means of intercourse
between its people.

Fifty years ago mail selling was almost unknown in this country.
To-day the bulk, I should say conservatively 60 per cent of our allies
are by snail. Twenty-five years agto we0 dlevelopid a class of busi-
ness know:i as mail-order houses, but o popular has mail selling
become that to-day practically every retailer matintains a tail-
order division1 and great retail establishments like Marshall Field
Wanimaker, flene,' Lrd & Taylor, Franklin Sinon, and houses 01
that type maintain niail-orsletl divisions doing a volume of business
in excess of that done by the so-called snail-order house of 25
years ago. In fact, the smuts have become so much a part of present
(lay American business, that in the nails you find a perfect counter-
part of the penional selling methods of yesterday. The newspaper
and magazine, going through the snails, carry advertisements that
are the equsvalert of the sign over the door. First and third clue
mail are the display windows, the show cases, the clerk behind the
counter; and parcel post, as you gentlemen know better than I do,
was created in 1913 to supply a needed delivery wagon service to
the distant customer developed under this system.

Now, gentlemen, I need not argue to you what it means to dis-
turb an institution of such proportions so intimately connected with
the prosperity or want of prosperity o? our country.

The 2-cent stamp has become an institution in this country.
Budgets have been built around it for years past, in fact, since 1885,
with the exception of a short period during the war, and if You
now increase the rate by 50 per cent you should bear in mind that
your action is equivalent to an act which would increase the salaries
of all retail clerks and salesmen by 60 per cent. The (overnment
has no monopoly in first-clas mail. That is a fallacy. That only
applies with iimited force ta personal correspondence, and even
there it meets the completion of the telegraph, telephone and com-
mercial codes; while on that portion of first-class matter used to
convey business messages, you meet the competition of every other
known means of paid publicity--the newspaper, the magazine the
billboard, programs, public and semi-public publications, such as
directories, retail sampling and house to house distribution. In
fact, I could not enumerate all of the mediums that compete in point
with the use of the mails in the distribution of advertising matter
and that is the bulk of your volume and revenue in the Post Offlee
Department.

These alternate mediums have maintained a fair volume even at
existing rates, and the question as to how much of the remaining
volume will go to these alternate Tnediums must be faced in any
discussion of this question. .

Now, what has been the experience of the department in this matter
of increasing rates? I might go back through the years for the
purpose of showing that the primary reason for the phenomenal
growth of tX., United States Postal Service is the policy early
adopted of constantly reducing rates as fast as the volume war-
ranted; but I assume that you are all familiar with the book
by Congressman Clyde Kelly, The United States Postal Policy,
and if you tnve rend Chapter V of this work beginning on pug.
88, there is nothing I can add to that.
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To quote Mr. Kelly's book, we find that in 1800 each individual
spent 27 cents tin postage; in 1870, 40 cents; in 1880, 60 cents; in
1890, cents; andg00, $1.84; in 1910, $2.48; in 1020, $4.10; and in
1980, $5.75, The answer to the query s to how we account for the
growth of our postal system is contained in those figures. Rates have
been so reasonable that they have cultivated and encouraged a use
of the malls away over and above the proportionate increase in
population. If the individual got along with 27 centm in 1860 he can
still get along- with that, and lie *robably does. The difference
between the 2 7-eent figure and the 1980 figure it largely business
literature created by an advantageous rate.

Senator KINo. Would it interrupt you if I should ask if it is
not a fact that in England and Germany and in many of the
countries of continental Europe the first-class rate is much ithigher
than it is 'it the United States, front 25 to 88 per cent, and notwith.
standing that higher rate, and notwithstanding the depression which
exists there, there has been an increase in the use of mails?

Mr. Ltr.. You are wrong about the increased use of the mails.
The balance is correct.

Senator KIno. Total volume during the depression. The first
part of my statement is correct is it not?

Mr. Lxi. No. I will take tanada. There has been a decrease
in the total volume there.

Senator Kiwo. I did not ask you about Canada. I said conti-
nental Europe.

Mr. Lit. 1 call not give you the figures for continental Europe.
But with increased rates there has been a decrease in the use of the
mails generally.

Senator Kiwo. I will ask the chairman to extend your time one
minute for the tine I ant consuming. Great Britain's rate is 3 cents,
Canada's rate is 3 cents, Australia's rate is 4 cents, Germaty'a rate
is 8% cents for five-sevenths of an ounce. Our rates are based on the
ounce so that is about 4 cents an ounce. You will recall in Great
Britan and France the countries are small, while here we carry the
mail across the country.

Mr. Lim. I ant glad you raised the question.
Now, gentlemen, this is probably the outstanding point that can be

set up in opposition to the point we raise, and I am glad it has been
raised, because I want you to bear in mind that there is not the
slightest basis on which you can compare any one of those countries
to the United States. I have been in this business of transportation
law for almost thirty years, and I know what I am speaking ahout
when I say to you that we are the only nation on the face of the globe
who know how to advertise; we are the only nation on the globe who
do a mass production and mass selling business: and in no other
country on the face of the globe will an increase in the first-class
letter rate have the effect it will here, because in this country 62 and
a fraction per cent of your mail is selling mail. Advertising litera-
ture does not use the mails as a monopoly and they can leave your
mails if the rate becomes prohibitive and they can go to other medi-
ums of making sales. So you can not point to a rate in Canada,
and you can not point to a rate in Germany, or anywhere else. The
increase in this country, as I will prove to you, conies from reduction
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in tVItes, and if you raise the rates you will lose the benefit of the
incrJuses you have already made.

I am glad you raised that point, because It would naturally come
to your mind, and unless I had the opportunity of covering it you
would probably all be under the impression that increased rates
would work here because they do in th ose countries, but it does not
appiy, because you have not i i stone conditos.

Th CHAIRMAN. Your tinte is almost up, Mr. Lee.
Mr. Ln. My time is not Ull, but Senator King's time 6 tip.
Senator KING. I used one imlute of his time.
The CHAIRMAN. I will add two minutes to your time.
Mr. LEE. The time has been taken in his question anti imy answer.
If I may be perm fitted to take a little additional time, I will

promise you I will save you much more time during the day, before
the day is over. When we were talking this mornii, we tried to
save as much time as we could. And it was agreed I should cover
the subject generjilly, and then we would hear a number of wit-
nesses and sihorten the others.

In 1925 a proposal was made to increase the cost of private nailing
cards front 1 cent to 2 cents in the belief that whereas the depart-
mnent had been receiving $10,000,000 annually from this source, it
would thereafter receive $20 000,000. It was suggested at the same
tinte that third-clubs unail, winch had been carried at 2 ounces for I
cent for many, many years be increased froan a rate of 1 cent to a
rate of 1'/g cents for'2 ounces. And at the same time a U-cent service
charge was to be put on eaccl parctel-post package-all of this for
the purpose of rising revenue, and with all of itw not nearly as
much revenue as you are asking for at this time. WM opposed the
proposed increases on the grotuld that they would not provide the
revenue but that they would drive the mailing public to the develop-
nient of other means of conveying their matter than through the
mails. It was argued then that the increases were only pennies
and half pennies, but what was the resultV The increases wereadonted--aTe CHAIRMAN. Your 15 minutes are up. How much time (to

you want?
Mr. Lz. I would like to have-if you can give me 10 minutes

more, I will take some man off later.
The CHAIRMAN. We will not interrupt you any more.
Mr. LzU. I will work with you and not use any more time.
The CHAIRMAN. We have got 24 witnesses here for the day, and

we want to get through.
Mr. LEz. The increases were adopted, and, whereas the Govern-

ment had previously received $10,000,000 from the private mailing
cards at 1 cent, the Government lost approxinmtely $6,000,000 of the
$10,000.000 which it had been receiving, and instead of getting $20,-
000,000, it received something around $4,000,000 at 2 cents. On
third-class mail, due to the one-half cent increase, which, after all.,
was a 50 per cent increase, the same proportion as is now proposed
on first-class mail, the Government lost something slightly less than
1,000,000,000 pieces of mail matter. On parcel post I can not give
you a very exact figure, due to the fact that there was some inter-
mixing of third and fourth-class matter, but I can say to you that

115102--32-86
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there was a very definite loss running, anywhere front aromld
49 000000 pjeceu to something over 400,0000 pieces.

senator itno. What years are you Using for comparison?
Mr. Lu. 120526i the rates were adopted by the (ontgres.s in the

latter part of 1ob, and I am using from the early part of 1925 to
June 30, 190, when the loss occurred.

Senator RxM. As compared with what yearV
Mr. LirP. As compared with the previous yvars under the old

rate.
As a result, by 1927, After d little .6nor thian. a year' experience

under the increaeiI rates, bIllN were intro(hced in Congress, at the
request of the Post Office Department and hearings were held all
over the country for the purpose of gathering information upon
which to base a reduction in the rates and retriteve 0ome of the de-
partment's lost mail volume and following the hearings the rates
were reduced. But did the department get back its volume? It did
not. Some mail users lind been, driven out of business, and, of course,
that wau a total loss; mnity more had found other means more eco-
nomicall for their purposes, Much of the parcel post had gone to
express and freight, and a trelendIous inount aitdgone to develop
in some instances state-wide distribution by truck, with the result
that every one of these classifcationa to-day, notwithstanding the
fact that the rates am adopted in 1928 were in some instances actually
as low as the rates which were abandoned in 19259 are below the
volume of past years, whereas they should show at least an 8 er cent
normal increase annually; and in our opinion, the net result of the
action of Congress in increasing the rates In 1925 was to develop
competitive methods, which are now competing and will continue to
compete with the Post Office Department, and if postal rates are
not actually decreased to meet this competition, it will not be many
years until the Postal DepartMent will have a real problem on its
hands; and in that connection, I think I should say to you that all of
the investlgations of the national council tend to show that through
this period-of so-called depression, when postal volume and revenues
are suffering, truck transportation of mailable matter Is increasing,
and in our opinion, If you increase this first-class rate as proposed,
the net result of your action will be to disturb business, to drive the
mailing public to another search for other methods of distribution
and communication and you will deprive the department of more
volume, some of Zich will never come back no matter what you
make the rate.

We feel, Mr. Chairman, that the bill now being considered by
your committee makes a grievous mistake in taxing business at its
source, thus.placing a burden on the principal means to which we
must look for recovery.

Remember, you are dealing with a medium there. Sixty-two and
a fraction per cent of all sales in this country are made through the
mails, and you are increasing the cost of gett'ig those results by 50
per cent if you carry this measure Into your bill.

The United States mails are not business: rather they are the
means through which business is produced. You would not think of
putting a head tax on each customer who went through the front
door of a retail store, yet the House has gone further than that in
thigh bill. They have even put a tax on the invitation to the customer



I I mi1m In i

KEVNUE ACM or 93s9 1859

to ('o1 through the froitt door. If you itre expecting to obtain taxes
front the reoalfa of business, it seeissa to um extremely unwise that you
should place a heavy burden on the source from which the business
in to be obtained.

We contend that postal rates are not a proper source for the rais-
ing of revenue. One needs hut to go back (o the irico option of the
service end the reasons tlierefor to see clearly the fallacy of ever
attempting to 1t60 the H,'Vi(, for. s0veilItle-raislt Iurrpoie s. Even
before the estblishment of our present service,K ing William, in
1091, tried that very thing. lie gave one 'homas N'ealle a monopoly
for profit avid it fudled. fit rebellion the people bootlegged the snail,
so to speak. This system was taken over by 60e Crownt and for a
period of 35 year,' with constantly increasing rates, it produced
nothing but trouble, deficitN, a decreasing voluensind an syatein
stagnated to such sn extent that the Crown refused to pay the losses,
anlthe It tlsh Postmaster General was relieved of the responsibility
for American deficits. But when the present syst,,m was formed a
policy was inaugurated by lenjainin Franklin who had been made
postmaster at Phlaldelphia, in h137. of constantly reducing the rates
as fast as volume wo1 d warrant.

Trhe depirtuent wits estfblishil for the purpose of providing a
.swift, reliable, and iIexP1'IiVe means of con1uieation between the
people ot the Nation id for no other purposm; and from that (lay
to this, with the exception of our experi n e of late years, no attempt
wa.s made to use the system for revenue raising purposes, but con-
stnntly and consistently the rttes were rediced i ts rates were reduced
new uses were found'for the mails and the ,vutune increased, and
with each increase in vohi'ne further reiuctions in rates cane, and
the lower rates brought further increases in volume. That policy-a
and that policy aione-aeounts for the growth of the parcel post
which met from the beginning an active competition of a well-estab-
lished transportation systin in the express companies. There is
nothing new about the idea of large volume and low rates to obtain
revenue; it is the basis for the success of our present type of Ameri.
can industry. Practically every successful company doing business
on t nation-wide scale wfth it nation-wide set-up, comparable to the
Post Office D)epartment, has attained its success by keeping its service
up and its rates down. And particularly has that been true duringth,4 depression.You have heri the difference betwtei a t ass business and a class

i)1ifness. You must make your choice as to whether you will open
the mails to the great bulk of the American people by creating low
rates, or whether you will limit the use of the nails to the few and
attempt to create profits at high rates. That is the problem that
is before you in this bill.

'rile Post Office Delmrtnent has a fixed overhead, most of which
could not be abandoned regardless of the volume of mail matter
carried; consequently, when you have sufficient volume at present
rates to defray the cost of that overhead, every added parcel is prac-
tically clear profit. Let u.s say that it would cost $20 to send a mes-
senger with a single message from Wasliiton to New York. If
he earri s two messages, the price can be reduced to $10, and on the
same basis of computation. if he carries 2,000 messages, the price
can be made one cent. That is exactly the problem of the Post Office
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Department; it is it paroblb'l, gent lmtn, not of revenues, but of
volitile,

You have a fixed fortn', that lilulst be kept einilljoyed. The proilei
iN 0110 of fi.xing the i'ilt'A4 Si1iffeiitly low to aitt ii(t the niet volumew to
keep tile force enu )oyeil tand ait (,te satinie lp to pity the cost
thereof. But, in eintullv, whlil tilt volille iicerelitset all of this
people benefit by tie resiulting business. Wiln it decreaseA, MOli
though your voilii, prodlces the reventle to pity tilt! cost, business
ini the country suffers by reitsOll of that reiduceid voluiiie. If voII
'stiiblisli it policy of increasing rates, you iItIIst labilldon la i i plniary

idea the thought that the postal system wits created to se-rve the
people, and to get a correct, viewpoint of that subject, ts I told the
Senator a while ago, it seems to us one need only to answer the
query: Could you abiaidon the service even if it were sustaiilig it
loss ill every department ( The iiwer to) that d oes not nean that
we operate it for ii profit. F first, we ilUst do business. als selling
was not evolved until after postal rates made it possible to reaeh
customers through the mails, and we can not do business on that
muass scale if the rates are now increased. There is no lise talking
about being it necessity of raising revenue, in this connection. We
are living under conditions that have been evolved with the rates
as they now stand, and we must be very careful in order that they
be not disturbed. Those conditions did not come out of flie braiii
of nt individual; they (ane out of necessity. They must not he
disturbed.

Now, Mr. Chairman, you woln't get ally additional money froml
in increase in the first-cla,ss rate, ald certitily there is no justifica.
tion for increasing the rate simply because we clan not find another
source from which to obtain the money. However, I think it is
entirely proper to point out to the comilitte the fact that the classi-
fication upon which you now propose to place the burden-fi rst-class
mail-is now operating at it, substantial prolit whereas second-class
mail is operating at a loss, according to Post o ffice figures, approxi-
mating $96,000,000 annually; that the matter which you propose to
penalize is now paying 32 ceits per pound, whereas second-class
matter, which is responsible for te deficit in the department. is
paying a rate of approximately 1'/2 cents per lound. It is true that
there are sonie second-class zone rates running up to 8 cents, but
rest assured that second-class mail users have found methods through
distant reentry point with the permission of the department. of'
avoiding those higher brackets. If voi want some revenue, Mr.
Chairman, do away with those reentry point, and you will get .soimie
revenue.

(ie1tleneli, it isn't fair: it iSn't right to ilce this bi elln upoll
the losers of first-class ,ntil I'm- whoi the Post Office l)epartment
was created, while you ignore it (iassification now operating at such
a substantial loss. I hesitate to say what would happen if this same
,situation involved recipients other than publishers .

There are other stuations in the department that should be rectified
before an increase in any rate is asked for. We have pointed out
to the department, as we have pointed out to Congress on several
occasions, that there are from six to ten thousand publications now
being carried in the mails at the second-class rate, which do not
properly belong in second class; publications which are, in fact,4 I
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house organs. From (onversitioni we have lIad with the (Wpart,
, writ. we u10 of the iillripsHiol thut if t .mele d-clats14 1srivihegP
were limited entirely to legiti mate puhlicletin earirying inforva-
tive and edueational ftiatt r and it4siied fo,' tonerial (ireuiatio only
at it bona fide subscription price, thus placig the publictitions to
which we refer in third class where thly properly belong, i saving
would result to the department 'in exe.s of $O,0,0010, If )our

iommitt(eP, Mr. Chiairmtmn, is looking for a source through whiclh to
obt4tin added revenue, we ('fll point, to no surer sotirce than tisl.

What this country wants now is not a higher but t lower mt, of
doing business-not lesm business but mon business; andi in our opin-
ion. the only way to obtain that is to open ip the avenues through
whi h business is obtained it wilelly its possible, making then)
available oil tim easiest, possi lhle tvr(l'4 to tle greittst poctmible

What the American business lll51n Itees( from Congress is not dis-
couragement but encouragement; not reasons why he can not do
things, but reasons why he can do things. You have before you the
experience of the department under a policy almost 200 years old,
which accounts for a growth so phenomenal as to be almost unbe-
lievable. You have before you the experience of 192.5. From that
experience we know that higher rates will not bring added revenue.
The committee of the House undoubtedly saw the situation from
that viewpoint. In fact, I have in my bag letters from House Mem-
bers who say they saw it from that view point, and that it was their
sinmei k! behief that it would not be carried in the bill which came
from the Senate.

This I)rojt)-ial to iini ,ase postal rnatcs wtls not carried d in the original
bill. aind it is t11V silem'e belief thitit it wotil tiot have been inserted
iII the seond bifl eXcept willi tlw thight that the hill was (oining to
the Senate, where it, would uIIndtoubtedlv be aimended, that it would go
t ,otferele witi soit'. semlhimce of the origini measure and be
returned to the floor' of the 1oitse with these objectionable and un-
wise fieatirs. eliminated, wl~ere, ill fnit tinosphere entirely different
front that which faced the first nteauii e, it mi ght be passed.

In Ily opinion. gentlemieu, that is what the House expects you to
(1Io. It; dves-pvrtt ion they got rid of it mnd possedl it along, in tile hope
thilt ill iti diffl-c'Ilt tltmoSJpllie her'e it iiiglit We rewritten amid changed,
PITS , 'VImig ?:-onm semblance of tile bill ;is it ('Utie from the House, and1
thjeui. :ifterl it goe)(s to Coll fereicet. it will go bte'k to the Hows aind
will be in an atmiosphere eifiirely different, where it might be p assed.

Senator 1IEE). Rather wise actim from a i )eulocratic House, it
seems to me.

Mr. LEE I shall try to keep out of political diseusion, it from
the information I have, I think that is probably true.

'I'hw CiiAil.AN. Y1)11-' tine s \ery limited, Mr. Lee.
Mr. LEr. Mr. Chairman. I will try to get through illnit iminute.

Lnt in make one more suggestion, and then r shall close. The
only purpose, I take it, for the raising of revenue at this time is for
the'good of the Governwment. ald the good of the Government means
the good of uis all.

Gentlemen, in that connection 1 wat to say that my association
Ias striven manfully to help the i~st Office Pepartment. We are
not asking for lower rates. We are asking for a situation under
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which we cuit do lu..isi4. uilid tlippln.i 'hs. We, wi oii ,iletihiig
fllat i6 jwrliM ii| t1 . i I Ill2 itet lil, Weles ill 'tiet|, Wil wolhd tiot be,
t19kinig for it Iwoe i1te. We know the are wotild be 1)o etid to tlil
thii f. We ttioIw we, tiIr wtkhig vith aind no ialirnt the depair-

ilN W! are worlnling IWiTh iild Iliot lalgit, (1oiirC'(',e
Now. With that hroid (iV it) ikii d. 11nid fiiii iyIV 4'Xl;t~1ieince with

thi subject covering my buliies liftillit. ld wlthoit, (u1ny selilkh
thought whatsoever,. I ,iy to ,oil that if you geiiinu v wiilt. to erve
the American peoplil ill' thui.4 crisis inild it thA thilg from which
they will binelit lii,, t -if Volt Wit to pioditee lititm.ist from wbih
you llily Oltilili revliliite 114d hell) Nauihiiiiihilv ito briing balk niranal
conditions inl tle contii -iiolhiinj whicli Yoll cill do ,wolil tend
ore! ,silrely to thit end tnth aict, iiil iretlilltioli of 'xkitliig postiige

liteR. YoUil h'an i(4 the is.lis- I'1o ultlllie. Let it Stand (it 2 cents..
We have become iceiistoliiel to itr. Pit lit third-clifas riato back, so
that the fill 2 olaites (,til be S ent throiIl th nails for I cent, it
we did prior to 1924. Tal, off iill wrvivei cliitres from parcel post.;
reverse the izieeaste: irceitli pttt oi pil-, a )ot bV the Poitnaster
Gei0ral with the coui'.6,ilt of the i tistate omircef Conimission,
which in granting its, coita'nlit inci hillitally told the Postilaister Genl-
Prol it woiil Jiot i'O dic the rv'elill,,, P4 these tihuiigs. gelitlellieii.
aind vou will hiave tilkin it ril step toward inlwovinsr the country's
flnances. You will live , laid to Alierinil )wi-ines4, 1 Y'(ot have
nothing to fear at the hands of Cotigre~s.' we atre not tiiiiiildful of
your difficulties; %%+ d(,sir to hl!il1" Yoit will havt' sett ellc(urage-
ment to displace detipair. If initi l sutg gest it, we have a serious
problem of keeping bislie.s i! tSiiaes whili tiiseen(s the quef4-
tion of what we cin exit froin biiwiiesN ,.

T thank you.

STATEMENT OF 1AMES S. WILEY, PRESIDENT BERLIN & ONES 00,
(INC.), qNW YORK$ N. Y.

The CliAit0AN. You may proceed, Mr. Wiley.
Mr. WILEY. I have a brief statement in opposition to the 3-cent

letter postage and, also, if I may be so presumptuous, I want to
offer a proposal for raising the equivalent revenue.

I am an envelope maker, and I represent a group of envelope
manufacturers who sell envelopes to iier's of first and third class
mail.

We, as manufacturers of envelopes, are probably closer to our
customers and in closer contact with the Usiers of first and third
class mail than any other group, because we depend for a livelihood
on our contact with those users of the mails. The volume of busi-
ness available to us as envelope manufacturers depends on the extent
to which the American public, and esi )ecially the American business,
large and small, makes us of postal facilities. And, as Mr. Lee has
said, 62 per cent of the nkail is used for advertising. It means that
if we raise this postal rate, if you go to put on 3 cents instead of
2 cents, which is a 50 per cent increase, the mail will not be used to
the extent that it is now. And if it is left as it is now you will get
more revenue than otherwise.

It is true that a person writing home that occasionally they will
pay 8 cents to write and mail a letter, to write to a boy in the city, or
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a I0oy to write homo, but blsines4, both large and mall, can not stalid
it 60 per cent increase in the cost of nil and continue to use it. And
r have contactel myself 81,1Cc the bill passed the House very large
,i.ers of the mails, to whomn I have talked. And I have permission
to lse their nlfIes. The llostoll Edison Co., for instance, have tin
office in Bostoni and almo onie in New York, te jNew York Edison Co,
Awi(l the New York Edison (o. alone snails out. a couple hundredi
thousand pieces of mail a day, paying the Governmenit at least $2,000
a day. If this increase went through 05 per cent of that would be
delivered by hand, thereby taking away $1,300 a day.

There are the large stores in New lork who have absolutely as-
sured me that this will put them almost entirely out of the first-class
mail, and they will go to third class, go to newspaper advertising.

Those are the people that I have contacted. Those tire two or
three in New York. What would happen in the country to first-
class mail if 65 per cent, which is now paying your revenue, were to
go to some other method of distribution?

The envelope manufacturers, in order to have the Budget balanced,
want to serve the country, but we know that this increase will not
do it.

It is the considered judgment of representative envelope manufac-
turers throughout the United States that the proposed increase
amounted to 50 per cent in the first-class, letter, postage rate will
so largely reduce the volume of first-class mail as to defeat its own
purposes. While, as I said, some letters will bs mailed regardless of
the rate of postage, there is no question that they will not pay $30 a
thousand more to mail first class. I am speaking for the manufac-
turers of envelopes. A large amount of advertising material is
mailed under first class nowbecause it is believed that sealed first-
class letter mail will receive more attention from the addressee, and
it is more likely to secure the attention of the man who receives it.
While that is practical economically at 2 cents per piece, there is. as
I said, no question that if the first-class rate is increased from 2 to
3 cents a very large volume of business mail, printed advertising
circular letters, announcements and such as that will be mailed third
"lass instead of first class. They will not pay the $30 a thousand
more.

Now, I have a paitgaph here on the third-clahs rate, which Mr.
Lee touched upoi, so I will not go over that. lie spoke about the
postcard rate.

But I want to call your attention to the fact that expeliture for
postage is not t negligible operating expense to nytiv institutions.
There are, for example, many religious, philanthropic, and charitable
organization which pdeen Iupon voluntary contributions to carry
on their activities. Io iost institutions of this type postage is a
very large item of their overhead expense. And ain increase of 50
per cent in this item would unquestionably force a curtailment of
mailing. An increase of 50 per cent to organizations of that kind
would be a very serious handicap to them, and there are a great many
of them, like the Red Cross, and tubercular associations, and thin s
of that kind, that can not afford to pay the increase of $10 a thousaA.

Now, as to the unemployment that exists in the envelope manu-
facturing industry. We are not a tremendously large industry. We
have about 25,000 employees, and if the mail-using public is made
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to eirtilil the lise of en velopex, snoinpiovment in the industry will Iw'
increased, and it, will affect ill the worhesn, andi during this depre -
Sioti it will sift4't sit Mihvst onll-tbird of the el'tployes, and it. will
11ljollitely cit it onle-third.

P'o' exiiiple, such eliveloe- as are 1,,l to traiinoit lttr 'mi! I
sire Shld [y the snaun faetill'V foi jiives iiingiig 15tweil) i lt it
houissand suin! $2 a thouin il.

'fli1t is til we get for our enivelopes when we soll to tle large instil
users, avid if they go ipl) 15 cents they will cuiitail tlwi eXplt3is(s.
What will the (I whel there is an iiiWreIIS of $10 1i thousand in
th 4cost of 11sitig the tllvelole, when liey kick ln '25 ents? It iiua1i)
that they will not tse them.

Now, we contend that taxat ion in the form of excessive postal rates
is not a proper source of geyral revenue for the (hiverninent. If it
is said that the increased postal rates will be viecessairy to eliniinatob
the deficit that annually appears in the operations. of the Post Office
Department, then we contend that the higher rates should coni from
those who get the service, and front those classes of nail which are
contributing to the deficit.

The following table, biased on the annual reports of the Postmaster
General for six years pst, strikingly sets forth the actual profits
which have accrued to the department front the handling of first-class
mail in contrast with the onorniois losses which have been incurred
in the handling of second-class mail. While all classes of mail, ex-
cept first class, show losses, the loss on second class is so great that in
many fiscal years, it has exceeded the total deficit of the Post Office
Dtvmrtment.

enator KINa. Have you any fliAures showing the loss on parcel
post?

Mr. WiLy. No; I have not. I have taken first and second class
mail.

Senator Sn omimn . What articles, if your table shows, are carried
in the second-class roteV I am asking for the record. What ar-
ticles are carried on the second-class rate which brings us the loss?

Mr. WmrY. Newspapers and magazines published by private capi-
tal. Newspapers and magazines .

Senator SirOzTIDOE. Of course, they would object to any increase
in the second-class rate.

Mr. WILEY. I have an alternative proposal to fix them.
We submit that if postal rates of any kind sire to be increased.

second-class rates should be increased to an extent so as to make
publishers' mail news papers and magazines pay back to the Govern-
ment the cost of handling those publications.

Of course, it will be contended that t0ey are educational and a
means of spreading knowledge, but they are published for private
profit by priate capital, exactly the same as department stores are
operated with private capital for private profit, and they are penal-
ized $10 a thousand pieces for mailing by this bill, while the news-
papers published for private profit are mailed at a loss to the Gov-
ernment.

If it is contended that the Government should continue to sub-
sidize newspapers and magazines published by private capital for
private profit, solely on the ground that they are educational and a
medium for transfusion of knowledge, then we urge that an excise
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tax be inpoied on the sales of advertising space in all private publi-
cations operated for profit, at leaNt sufficient to renburse the (Govern-
went for the loss incurred in handling newspapers and magazines at
the second-class postage rates now in effect.

Magazines and newspapers are being carried all over the country
at a loss to the Government. And yet when a department store
wants to advertise they are now aiskedto pay $10 a thousand pieces
more for the privilege of sending out their advertising matter; while
the magazines and newspapers, which carry advertising matter, are
carried at a loss to the Government.

It does sent to me that ,i L people who can afford enormous space
in the newspapers and magazines can afford to pay for having their
advertising matter broadcast throughout the country. It does not
seem to me that it is right and proper that the users of first-class
letter mail should be asked to pay $10 a thousand more to send their
matter out through the mail or advertising, when the newspapers
and magazines are being carried by the Government at a loss. There
should be a tax on them on that space, at least, which carries the
advertising. '

Senator SUoRTUUixi. Sluppose that the second-class rate should be
slightly raised?

Mr. WmEy. I an% still saying that the Government subsidizes the
newspaper rate. They could put a tax on that space that is used
for the advertising.

Senator GEonoE. What tax do you suggest on that?
Mr. Wun. Enough to take it out of the red.
Senator Gonom. You have not come to any conclusion as to how

much that should be t
Mr. WxLEY. No. It could be measured. They measure it now

because the Government charges a handling charge.
Senator REED. I can assure you that no newspaper will print what

you are now saying.
Mr. WnY. I know they will not.
Senator SHoImo. Let us hope they will, however, give weight

to the educational part of it.
Mr. Wumzr. Some of the trade papers will put it in. And some

of the papers may get it in by mistake.
It does seem that first-class mail users should not be penalized,

the rate-making legitimate business pay to get a message to the buy-
ingpublic that they want to come into their stores.

That is about all I have to say Mr. Chairman.
(A statement submitted by Ar. Wiley for the record, is here

printed in full, as follows:)

A STATEMENT IN OPPOSITION TO 3-CEWT LJLrr 1'OSTAau AND ALTERNATIVE PRo-
POSAi. FOR HlAISINo EQUIVALENT RIWENu

BUSMIrM, ON IJIIA OF EONVUZOE MANFAaTUnZI Or TIl UNITED STATES ANN
THEIR EMPLOTIES

Envelope manufacturers are peculiarly qualified to forecast the effect of
changes In postal rates on first.class and third-class mall. Envelope manufac-
turers are In direct and constant contact with their customers, both large and
small users of first and third class mail. The volume of business available to
envelope manufacturers depends directly on the extent to which the American
public and especially American business, large and small, makes use of the
postal facilities.
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It is the considered judginent of representative envelope manufucturors
throughout the United tattes that the proposed Increase, amounting to 60 per
cent, in the firstclass letter postage rate, will so largely reduce the volume of
first-clas mull am to defeat its own purpose. While it may be contended that
letters will be mailed regardless of the rate of postage, It can not be successfully
contended that am many pieces of letter oail will be mailed at 8 cents uer
etice or fraction thereof as would be mled at 2 cents per ounce or fracton
thereof. A large volume of udvertiniug material Is mailed under first class at
present rates in the belief that sealed, first.clasis letter mill carries greater
prestige tit the eyes of the aldressee and is vnere likely to secure the attention
of tile relplent. While this i economically practicail at 2 cents per place, thiero
cl he no qutstion of the asertion that, if tile tirst-clasts (letter) rote Ns
increased from 2 ,ents to 8 cents, o very large volume of business imall printed
odvertislug, circular letters, itinouicemelts, and suel, will be initlled third eltss
instead of first clwsi.

When the rile tof iOslt o wn tlrld aims uitll wiis licresed, etfectIve July I,
1021, from a rate of I cet for 2 ounices or frlcton thereof to a rate of 1%

,eents for 2 ounves or fraction thereof, the rei,.ult vitm sina homedilte decline
In the number of Ideco i third-ass snall halhl atmountinlg to tipproll.
matoly 10 per eat of' the total number of pileces prevIotsly handled, in tie
light of thils result the Congreas It 1128 enacted leglsltion providing relief
froni tile rate of 1 ceits for eaih 2 ounces or fraction thereof i the form
of it polind riate ofpostage of 12 cdit' 11l' hoiUnd for hulk illing and a
mininmui rate thereunder of 1 eent ier piece of willl, iisead of 1% cents,
Recognition was thereby extended to time restriction in the use of third class
iall resulting from tme former licr'ea8(s ot rate.

Expenditure for postage is not a neglilgile operating expense to mlany insti.
tutloins. For example, there are very mainy religious, lhtillathro',ie, and chari-
table orcgnizationm which dpend tipon voluntary contributions to carry ou
their activitles, To most tistitutions of this typo poxtage is it very large item
In the overhead expense. An Inroase of 50 per ceimt in this item would unques.
tlombly force a curtailment of milling,

A considerable degree of unmployment exists to-clay in th enveiopemanu-
facturing Industry. If the Alnerietln Iinail-usi114g Public IN led to eurtall time
Use of envelopes, the unemployment il tils industry will be seriously
aggravated.

S uch envelopes as naro used to trnsmilt letter 11m111li tre sld by the manu-
faeturer for prices ranging imnalaly between (0 cemlts per tlsounamd aiwd $2 ter

Otosahd. Differences of' from 5 0o 25 ('e1t6 per thlonsllifl InII le cost of
envelopes definitely influence the purchasing pollces lif large users of euavelopes.
An Increase of $10 i'r tholsnd in the Nost .,t usIng e nveloltes woolld he tilt,
net effect of the proposal Increase of first-lass p4ostage frown 2 to 8 cents.
REnvelopo manufacturers sincerely believe that such an increase in the cost of
using first-cltss mall would decrease the tumnber of petvs of sueh mait
bpndled by the post service by tat least one-third. If the decrease In first.
clias mail resultig from the proposed Increase iit tIosted rates were only
20 Ver cent, the net Increased revenue ait fl higher rate wo' I total about
$08,000,000 per year, as against the estimated reveiue embmd(led lut the ioulse
tix bill of $185,0o,00.

We c1ntend1 that tnxaton In the frm of excessive postall rates is not a
proper ource o1t general revenue for the Government. If it lie hold 4h:mt
ineremased loStal rates are necessary to eliminate the annumi deficit in th-
operatlons of Post Office Department, then we contend tha1t the Increased
rates should. be applied to those services and to those classes of mil which
are contributing to this deficit. The following table. based oil the annual
reports of tile Postmaster General for six years past, strikingly setp forth the
actual profits which have accrued to tl department from tle hnfdling of
first-class mall in contrast with the enormous losses which halve been incurred
in the handling of second-ciass mal. While all classes of mall except first class
show losses, time loss on second class Is so great that lit nillny ftiscal years it
hn exceeded the total deficit of the Post Office Department.
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I2 Iu ie lontendod that the (lovrnment should continue to subsdieo news

Ipprs and maainet published by private capital for private proint, solely4n the grouinds theft they tire oditeationnt and a medium for trnsfusion of
knowiedie, then we urnr that tin excuse tax be Imposed on tr sales of dver-
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RUMMARlY

1. Three-cnt letter p ertagt of the wetby e largO prtnentilge tile number
o pieces of rurstclas mall carried by the post office.

2. Curtilment tof irstsclass mail means curtailment in the us of envelopetin( would cause Impoverishmen~t of the onvelope-munifacturlngz Industry, ae.
componled by severe Increase in tho number of unemployed workers In this

.3. Arbitrary Increase In postal ratpi4 Is not a proper source of general revenue
for the Government.

4. The deficit In the operation of' the,. Post Officeo Department ehouhi be
epliminated by requiring each clams of mail and each s~ervice rendered by the
,(leptrtment to pay Its ascertained cost of handling.

5. The chief source of loss4 In the operation of the Post Office Department in
th(e subsily extended to newspapers and magaines in the forn of Inadequate
ratex for handling second-class mall.

0. Rates on second.-lass smil. iiwlt. d ii0 g liel t'l4lmg en(,itent of nv'w~isipcrts
ill!4 11agazilnem, should ie liierea|.q.vl sflhlictly to reinlm)11r the Post .r'ev
)epartment for tile cost of hrnlllhg.

7. If Increase in second-class rates 1'.4 deemed Inexpedlet, it speetflc siiles
t on oi the males of advertising spree In ilewsjmper.4 ndl inalgaziliea ity be
Imposed at such a rate as woulil yleld ti' amount of revenue now sought
through the )ropoed increase In fhist-clss postage. Such tax might properly
be pssod on to tile purchasers of iidvertlsiing space, the pliblisher to act as
the collecting agent for the Government. rhe tax would therepon be bornt.
by tile most prosperous elements of Amrlean business, those who can afford
to pay the enormous space rateg c.ht,'ged by publiltins of large clr.ulation.
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ftui'I it tax WouldI not 1111114)140 tiiy dirt41 hitii'deoil (I'ut ioll, 11,III11.11gililivt,
or ruigi4ousi p)ubltiomtoI ot deIutvisig titeir vkwo reveimuo cromiaivei1Ig

N. Tho plooet N per evt livit'rii lot leltet' oimhItgo Would he a 4t11O,4v tktc
oil hililloiw of Individutil letter writipi' and~ otl till 11werg or lottolr 111111 wit hllwl
regard to their ability to pay atol wiltout vilgard to tilt- irelativo oim-ihe
(if lndiviid unkil itsers to tiurtll for siot toi vurtail t Iheir uuw' oi' lirA1t tw,4 nuid
0311 tie!onlialtiogtt oxpillthirt-m for posuiunue

Submitted by mwP , im;,re4411
livaliN Jo4Nm~ & C'. timt.),

New I'm* C11#,

STATEMENT OF LEONARD 1. RAYMOND, BIOSTON, MASS., REPRE-
SENTING THE DIRECT MAIL ADVERTISING ASSOCIATION

Mr I1AYTI0ND. MV Mtillie ik 1.loiari 41. Hatiiioiid, lBostoui, Attlso%,
representing theh l11iveet Aili Advert i.sifig sejtiii. till 0111il-
tiolt of users 11 atut )(l1icerN (if ilirect witail io1vl-it isihig. wllt soulit!
of the lirg&r prtintersN, paperi ft4111S4 111141 vlvlllm-i4 of 1111il ii iter'tisiltg
hel11 to siiJport this tisNiotil ,i it larige palrt tol its utibestp
tottiling fucarly it tholusanld, is 1tidIt' 111) of uorgiiatiotv. %vilit solielt
and handle b14;in(Ss either vcot irely or pa it ittlio, thnoulgh thtitilsb.

While tilt Ilneutters of the irect Mail Avert isinig Associit ionl.
both Iserk lind vrlodlitss (It lire'it -t ii il liitreig Nv~ illiig 111-14
desirous to coopeorate with tlt- PoA ( )tle I1hipatitnwit 111Wieli tlt
(loverinwuett ill helping to bathlne thie Nittioiwl liudgist, ivc feel that
the stiggesteil ilt(rvals( from 2 veIltN, to '3 celts pe(.1 ounce oil lirst-dASs

utH is nlot oly~ u1milaralittn whoit tilt' flicts ilv cotside'eu blit Visa
it would be detriniejuital to business as it whole. ltld~o whalt is m1ore, '1l1e
amount of moutey derived frowuu siteli ail inuereams' will 61ll fait Short
of thC estiulinttedI Umitowunit. tutud ill till poot'uilhty wtill aillil to th it' v-
eiit deticit.

irist-chiiss mail, aveouthig to tile Po-411twia.e'(o eealsoittgu s
tilreat1y Shows at hlidusomie vrolit. In I 131 evenuit'4 frontl fit-cla1ss"
malil 1ittH $'255.06O000- --pr4)fit atittouitthd to $581000.000. It is 4.1ia uell
that at 50 per "enlt illerelle will vieid autother. $1435.0(01000 iut&'outt'.
No allowance hulls been liade for' ally reductions ilk volumlie, a1loulgh
in September, 1030, the Post Offico D~epartmuent admitted that even it
hall cent increase would drive 4- per cenlt froin the profitable first-
class bracket into thle unprofitable thiird, tuid that anl awlditiouittl pjer-
ventage would be entirely' lost.

This allowance for volumue decrease i,-, fill o11r eStiltttioli, entirely
inadequate. Figures we obtain front our inembet's indicate that itiorv
than 50 per cent of all first-class itail is advertisingg or selling"mail an that at least one-half of this "1advertising"1 nmall will 'be
thrown out of first class by a 50 per centt increase.

That means that if the'lPost Offive is it present carrying approxi-
mnately 12,500,000,000 first-class p~iece's, they would lose 25 p~er eent,
or more than 3,000,000,000 pieces, and would indeed be fortunate iR
they ended the year with a first-class volume of 9,570,000,000 pieces
on which to impose the 50 per centt increase.

Senator Ktxo. You aire assionitig that there will be no revival o~f
business in those figures you are su ibnitting I

Mr. RAYMONO. I ant assumniog that the natural fall off, as indicated
by the rate in the post-card situation in 1925, would take place here
but not to the same alarming degree. Private mailing cards fell 0
80 per cent whent the price was dIoubled.
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Few peoP snem to realize the extent to which business depends
tiPonl direr -until shelling. l 1931 aplproxilnsately $500,000,t was
invested in mail advertising by business concerns to obtain business--
to build sales. Approximteo v $2QQ00,000 of thin amount WaS ex-
))ended on postage alone. 'Jhm4 proposed nrease affects two groups
of mail tsers-Kfirst, 1ht group which depends entirely upolI nail
selling; and, st~eond, those who use itail advertising to supplement,
their sales work and thus rolduce salos (ots. Tlhe first group will be
driven from the mails saltogether should this increase go through
and the second group will either diseutimie inail advertiming or wili
find sone other animals to advertise,

'rhe Direet Mail Arlvertising Association is not oppose g thin in.
vreao mertely beeaus, it means retarding business and the consequent
loss of millions of dollars front the. sale of ineretandise, niot merely
lwease it will put thousands of prititers. pipr ad envelol)e work-
ers, mailers. stenographers, and others, out of work.

senator Rrmn, Let me ask yoi: If you instil an advertisment in
II envelope without Sealing it, , goe's at a cheaper rate?

Mr. RAYMOND, It wwPs at thi'd class,
Senator SIwormTIri i}E, Why do yout not resort to thatV
Mr. RAYMONi. Th, returns or the results sw never so effective

or aS complete.
Senator rIuIrnE. Yoi miant thie recipient of sit lttor which is

sealed will open it?
M. RAYMONmi. That is right; yes, Senttor. It gives better returns.
Senator Snorrlm,. Whereas if it iW sin 11eailed envelope it is

tossed in the wastebasket?
Mr. RAnOwD. That ig 1pt to be so; yes.
Senator Suowrrnumx, I that the experience of the trade?
Mr. RAYMOND. YeS.
Mr. Lz. I think, if I may interrupt at that point, there is a dis-

tinction between the adv,,rtiser who would uose first class and the
aIvertiser wiho would! use third class. You can not switch them from
one to the other. Some rnlesstges requiire first-cl vs postage, while
others get as good results in third-class postage.

Senator BAUKLEY. I want to find out if the results obtained will
be sufficient to justify the increase of I cent in postage.

Mr. RAYMoNn. Most businesses can not stand that extra 50 per
cent increase in postage. The average letter in the mail costs about
5 t'ents. Adding I cent to the postage cost would increase the selling
cost 20 per cent. What husiness to-day can have 20 per cent added
to its sales cost and still survive? ThIs business of selling by mail
is a matter of split pennies.

Senator SaoutmEo. Mr. Chairman , just one question. Assume
that I hold in my hand an envelope containing certain advertising
matter. The name of the concern is on the envelope.

Mr. RAYMOND. Yes.
Senator SHo nnnit .... ,d it is sealed. I take the same envelope

and put the advertising matter ii and send it unsealed, we will say.
Mr. HRImYoD. Yes.
Senator SHoU nTMIOM. Now you say that as to the one the receiver

or recipient of the letter will open it?
Mr. RAYMOND. Yes.
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Senator Sn1owtrilmr. Wheris in the '.ue of the unsealed envelol,

;IN (t it the envolope is t04d 11iide Rtti thw message never gets to tl*
addrewsee?

Mr. RAvoND. Not invaiably. Sometimes it works ,itid fionus-
tines it does not,

Sen later SHoUTrlmu,. All right. I jusi wanted to get y ol view. t
Seator WAlSiH Of I 1i1xSahusefli. 'rh ib l general imnpri~jon Is that $

that im fin unsatisfactory way of advertising.
rNi'. RAYMroND. II dealing with soe, clasM of huiim YOU Caht U

111( thirdchIRn mil sAti1fau1torliy. Mally people do. in ot10' t

first.-lass im tecespary.
The C AIMAN. (all you 11ot put the bilance of your stilt,(ellit ill

the record ?
Mr. RAYMoND. This will take only a miniuto and a half, ir. If I

TI i( (h'11AxMAw. We1 hove to get through as quickly as lpoftibhlQ.
Senator S1oiTnnm14. I am to Glame for the delay, Mr. Clhairmani.

So 1 ligge you no ahead.
Mr. A AYMONI The Direct Mail Advertising Association is not;

opposing this increase merely because it means retarding busisie4c
and the consequent loss of million. of dollars from the sale of
merchandise, not merely because it will put thousands of printers,
paper and envelope workers, mailers, stenographers, and others, out
of work. These are arguments against it, but they are also ar gument4
which may be used Ii combating any levy of taxes on any coi-
modity. We oppose this increase because we sincerely believe that
it will not come within 75 per cent of bringing in the promised
revenue, and that while the increased rate Is in effect it places an un-
warranted burden upon business as a whole and upon thousands
of firms uskng mail advertising in particular.

We reSk !'tly ask that your committee look searchingly and
carefully r,, ohe figures submitted by the Post Office Department-
that you bear in mind that in 1925 the Post Office Department in-
creased the rate on private mailing cards front I cent to 2 cents,
telling Congress that where, they were getting $10,000,000 income
they would thereafter receive $20,000,000, whereas instead of getting
$20,000,000 they r.'sceived but $4 000,000 total income a loss of
eo660o,0,. In this case volume fell off 80 per cent. ko one can

accurately foretell loss in volume Should the 3-cent rate go into effect,
but our estimate of 25 per cent is surely eonsrvative--some figure
as high as 8BT to 40 per cent.

The same fundamental principle applies to this increase is to the
post-card increase. With one hand the Postmaster General reduced
air mail rates to increase revenue, and with the other hand he in-
creases first-class rates to accomplish the same purpose. Increasing
revenue is not merely a matter of raising rates-business is not so
Simple as all that. It should be a matter of charging a fair price
for each service rendered and allowing each service to stand on its
own feet.

American business, can not afford, and. in fact, will not be obliged
to pay this increase except for ordinary routine mail, for there are
other channels through which to advertise. Private circular dip-
iributing companies will spring up-even now a telegraph com-
pany will deliver a personalized telegram for a total cost of 7 cents,
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i1icltiditig stock, printing, envelope. The cost of the average first-
cl-ass letter iS now 5 centH; with the increase it would be 0 cents, 1
cent less than the telegram and the telegram price 1P now based on
small volume.

We in the direct mail-advertising business are indeed proud of the
tremendous progress made in this country in the use of thie mails for
elling and advertising )urpOP8C. It would be disastrous should

business at this time be retarded by what really amounts to a 50 pe"'
cnt tax on selling, not on sales or on manufactured goods.
Tit concludes my statement.
'i'he CIIAMAN. Thank you.

STATEMENT Or OHN A. SMITH Rt, G0OUCESTER, MASS., EPE-
RENTING PRANi 1 DAVIS IS9H 00.

Mr. SMITh. My name is John A. Smith, Jr., representing the
Frank E. Davis Fish Co., of Gloucester, Mass.,. and the fishingindustry y.

Our company, the Frank 1. Davis Fish Co., at Gloucester, Mass.,
contributes about 45 per cent of the total receipts of the Gloucester
post office. WfiNen you consider that tlrst-class mail, according to
the Post Office Department's own figures, is showing the only real
f rofit on the different classes of mail it seems unreasonable that

folks in Washington should expect 18h 000,000 more in revenue by
raising the rate of that class of mail. In our own particular case
we used in the year 1931, in one campaign, approximately 1,759,42
pieces of first-class mail. Of this number, 1,658,942 were advertise
Ing pieces of first-class mail-advertising our fish. You can readily
see from that one campaign that our postal bill was $31,178.84. If
the new rate of 8 cents an ounce goes into effect, our bill would
have been $46,708.26. That would mean that the Government would
receive $15,589 in additional revenue. But it will not work out
that way. If this new bill passes the Senate, it will mean that it
will drive us from first-class mail into either third-class mail or out
of the mails altogether, because it will increase our selling cost 20
per cent. And I don't mind saying that our selling cost right at the
present time is 20 per cent of our business. When you tack another
20per cent on there, that means 40 per cent of our entire business.
and it is either going to drive us out of the first-class mail into the
third-class mail or we are going to find some other alternative way
of delivering. Within the past two weeks I have had distributing
companies approach me and say tha1t they will carry our advertis-
ing literature like the Government ii doing at present, though at a
much less cost than the 2 cents rzx, ounce rate, which is the rate at
the present time. Now, that is going to drive many businesses like
mine into some other method of delivering; it is going to drive them
into finding a way to deliver their mail different froin what they
have been doing.

Senator WALsH of Massachusetts. How do you deliver your fish?
What is the method you employ in using the mrails?

Mr. SMITT. We deliver the fish by parcel post and express.. As
a matter of fact we used some time ago parcels post entirely, and
then they went up in the rates in parcels post, and of course we had

1371
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to find sone other way. and it drove is into the express cOmipaiieic
to a great extent.

If ihis new bill pases the Senate, it will mean that it will drive
us from first-class mail into third-class mail or out of the mails, and 
thus lower considerably the revenue to our local pst office and to
the Post Office Department, for instead of paying $46,7 for post-
age tamips we wi1 be paing $16h49O. The Government %iil be
long $15,589 in revenue rout what we are now paying, tinol thus I
the 'Post office Department will not get the reveniue that they ex.
pect that they will get in a raise il first-class rates.

I have inl liiiii thit it niiiiilwl1 r of folk. in Washington vititillizi
iIr4t-cliNs nli ii heinig l)OlitN 41orod by tIe i ndivi litil of our co4lit.
try, but I feel very sure that I aMi safe in saying that at least 00
p er cent of the entire revenue derived from firt-class mail comes
from business houses. Thus it can 1)e very easily seen that if the
first-class mail rates are raised, that a number of these business con-
cerns will go into third-class mail or out of the maiils. This, of
course, will cut the revenue considerably for the Government, and
you will not it the anticipated $1811 .00,000 additional that you
expect from tins raise in the first-class rate.

A short time ago, as a member of the citizens committee of the
Post Office Department, I attended several hearings in Washington
before the Interstate Commerce Commission, on the proposed changes
in rates and regulations affecting fourth-class matter. I would llke
to quote a paragraph from Commissioner Eastman's report in this
Interstate Commerce Commission hearing.

Commissioner Eastman says:
For the year ending June 30, 1030, It shows tit the deficit on folrth-cliam

nitill was $15,000,000, whereas the deficit on secondl-hias mli was $89,0,000.
On third-class mail it was $21,000,000, ind on foreign iall It was $19,000,000.
Oli first-elass wlil, on the other I, lid, revenues exceeded exlenditures by
$70,000,000. If the deficit, as siowi by the cost ascertainient figures of the
Post Office Department, juilfem fill iicreise In ircol-post rates4, it provides
even greater JUStlffCiitlOi for tin licr'tse in secoiid-class rates. The Aolling
on second-class mall Is startling. The revenues were $-t0,000,000 and the ex-
penditures $120,000,000. if titis is correct, the newspaliers rnd publishers of
the country are receiving a lurge sitbsidy tit public expense. We have no juris-
diction over these matters, I mention their merely to show the conclusions to
which the logic of the cost nscertainment report lends and how Important it Is
that this ascertainment should be as.accurate as possible.

Now you gentlemen can readily see from Commissioner Eastman's
report and from the actual post-office Igtires that second-class mail
is the bone of contention in the Post Office Department. When you
figure that second-class mail is showing the Government a loss of
almost $90,000,000 it year, that second-loss mail should be made to
stand upon its own feet, or it should not be added in with the other
classes of mail and say that the Post Office Department shows such a
huzg deficit.

It seems from my experience in going to Washington and confer-
ring with Post Office officials that they do not dare to attempt to
touch second-class mail. Be that as it may, it is unethical and un-
reasonable for anybody to suggest a raise in rates in the only class
of mail that is showing the Government a huge profit.

The early part of last week I attended a meeting with the Post.
master General and he stated at that time that he believed that each
clh.as of mail should stand on its own feet. That is the opinion of
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flw btUAllUSH~ 1ma1il umeem of the coditry-that each class of mauil

would stand onl its own feet and thrit one1 chaim of niail, like second-
Ohmss mail, which shows it treiueridouu los should not be favored with
Special rates.

in basing the delivery of at now~spapeor to (Ilittnt points the reading
11iatter ill that newspaper gook t 1112 cents per pound, no matter how
far it travels. 'rho atdvertising portion of the paper goes at the
following rates per pound:

First Zone', 1',49 emits per pound l; Secolld zone, 1 / centc. per ound;o
third zone, 2 eett per pound; fourth zotie, 3 cents per pounn;fit
zono, 4 cewits ' 11 )111d4 ; Sixth zmle, 51 tcents pietw poun; seventh1 Zo,o
it centm per potimh eighth ztoe 7 entts per pounil,

Yet, beciuse I mend the adivertIiing id our fixh productA under it
itifrest, inake-ujp, I. musllt pity under first-clasm iial 312 centm per
Round to tiny part of thie country, itle~r tiuirdl-elass mail, the flew
hulk niilin iuitv, I mmt4 paly 12 vents per pound to any part of the

voilitty. hy shoul"'d liewsimtpm-S bo 111le to Semd thei advertising
litoraturo oldt t a mit h ls raSte timu mine?' This4 is it discritnkins-
tionl '1ii O1~OlI'V sele of the word.

We find that we can get it greater volume of husinesq and it greater
return per dlollar spoidt whmen we mNo fli-st-clusH until, rather tim third.
class mail, hut With an additional $10) per thousnlud piled onl top of
tile charges that wo live ait preIsent paying we know thitt we could not
11M0 1f"01118lasikilil bt thalt WO woulA be dIriven into thirde-lass mail
(or out of the maitils. The Post Office Depati-tiloit, Would niot get taddi-
ttoil revenue 011 first-00l as ilti but wvoulI get d1evreased revenue
(-nI thilt clvs of' 1111il nt, oly friuml o1ut firm uta t 1ronki huMdru'd7KS Of
other coipimuies throuighout ilhe legthi amnd breadth, of thle Country.
If anl ioitioIil t tx is platcod ot first-cIis4 uil, it will mean that
the volume of our lutsiuvc -s will drop t resuendoily. That mneoans
thalt we Will puallo.st less plper, lcs!4 elivelH~pes printing, and14
thullS thAt Wvill 0t*0441 t1W C1M1nu1lp.us i vloSell US thOSO things throughi-
out the yeart and help to vallml 11nenmj d()yvnmt inl their. ustahilShnwnits4.
It, will also mecan thait we will purely f romt the fishermenl koS4 fish,
for our inventories w~ill b e munch lower, 1111d thuts the li-diermnten will
be ii lrccted t reutiendllybI.

The0 ('4.AuutNIANS. Mr. 'Smithi, will you put thle biahtinee of it in. the
record att this time

Mr. Smi ii. I wm)Ulh jus~t liket to ht'iiig out one' more point, Mr.
Chairman.

SenatorAWAL.Si Oif MUSSU(CII)5tAtt. Wlut iS your1 COMI~jlly playing
for postage, Air. Smith? Jrcittie

Vi Simtiru. We arm using first-class jiostge, A thepsettie
Senator AWAL.sii. HOW 111u01 dho0S it an11ittu to ill a year?
Mir. smvrlt. It anu1oumts to Sl010,000.
Senator WVAmLSu of Alssachsetts. And th is 1incre1ase-
Air. SMITHr (inlterposinlg). This *1uucreaise will (1i'ive us- out of thle

itiails--either into thirid-class tmil or out of the mails altogether
andl find somle alternative way of delivering our literature. And I
think ltat is trite of many other comies~1W.

Acting Chairman Crisp of the House at few thlys ago saidl that his
Committee selectedl the p)ostage incerea,1se in Ioefe .renc'e to a 1, cent a

gallon gasoline tax. t stamp tax on bank chleck~s, and an additional
levy on tobacco). Now Volt gentlemen know, and I know, that there
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iN nO sntistitutt for gasolitie. If people want to ru1 their ears, they
1utst U giasoline. Ilowert, thU00 IS a substitution for tle first-

clas postal rates, and that substitution Is third-lass or cireulat
distribute g Iopiifle who are liking a practice of delivering ad1.
vertising mail.

Senator BAUEKLEY. Your tht'ory is that we shomid stick those who
can not lielj thmiilN('1W3 Ulit1 e t6040 0,C4)p that may?

Mr. S T.n e. No. I nin giving the reason why ading Chairman
Crisp suggested the postage rates, I ant not suggesting that you-

SeJator BARICLEw. 'fitt is what it results ini, is it not, to )ut ia tax
on gasoline because the )eop hlve to buy it, and do not put it oil
postage because you can avoid it'V

Mr. Ssrriir. 14. I am tr ling to show the, way that we can get
out of paying the RdditionJl J)potiige. Therefore you will not got
your inerasil revenue that you expect to get. I nin hiot suggesting
that you tax gasoline or any other industry.

From the last tabulation prepared by the S( retry of the Tress-
ary, he sets forth the figures of an animal budget 4 $I,482,200,()00

for 1032 ag litstn budget in 1927 of $3,493,6100,000. To finance thin
increases ( i.stur ement, Congress is now H lalnnig linge tditinflid
taxes to be paid for out of the already falle income of prostrate
industry and individuals, Taxes levied 111)011 corpor'itiois and 6th(r
producers ili't148, the cost of their products. ]Iigher costs lessen
sales--slow vown industry--increase unemploynent and want; all
of which drive costs still. higher, and further Increase distress.

Taxes upon individuals hove a similar efre.t by curtailing their
cap ity tge purhume the products of industry. It is lower cost and
higherimpurating power %'hich we ned to-dlay, perhaps more than
ever in our history. Why are industries and ildividuals, which
must reduce their expenditures to meet the depressed conditions,
saddled with ever-mounting taxes to cover the ever-increasing ex-
pond itures of the National Governnent ? Why should the confluence
in the national security of the Government itself be Jeopardized by
extravagance? Why does not Congress balance the national Budget
by reduction of expenditures through efficient o eration and the cur-
tailment of nonessential services and functionsf

The future of industry and employment will he affected by the
action of you gentlemen. Because of t Post Offiel)eprtment's
own figures showingg that first-class mail is the only class of mil
that is showing the Government a huge profit, ad because the
Postmaster General states that such class of mail must stand upon
its own feet, and beInuse of the thrust to the heart that you will
invoke on business-mail users throughout the country, I beseech you
gentlemen to-decrease the Budget so that you will not require the
revenue that you might expect to get from an increase in first-elas,
postal rates. Give the business men of the country a chance to work
themselves out of the difficulties that they are flaing. Unburden
the business man with these additional taxes. Help the business
man to get more business so that lie may buy more, sell more, and
give additional employment to individuals. Put yourself in the
place of the business man, who is sincerely fighting to overcome the
difficulties that he is having.

We need your help
The CHAIRMAN. Thank you, Mr. Smith.
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STATEMENT OP HORACE NAHU, NEW YORK CITY REPRESENTING
MAIL ADVERTISING SERVICE ASSOCIATION iNTERNATIONAL
AND MAIL ADVERTIERB SERVICE ASSOCIAbION

Mr. NAIM. My itie is 1orM0 Nahin. I represent the Mail Ad-
vertising Service Association I international and Mail Advertisers
Service Association of New t'wk City. Those are associations of
the advertisers by direct mail in the form of letters and other
forms. There are about 2,600 such organizations in the United
States, and probably have-we do not know exactly-but soiewhero
around 80,000 to 40,000 employees.
I am abandoning completely my speech, because, of necessity, it

contains a great deal which is r petition of what these other gentle.
men have had to say, but I merely want to confirm their statements.

There is one point I want to bring out, anld that is a point I aml
not sure that everybody understand m, because you gentlemen nat-
urally handle a good many subjects. That is the simplicity of
switchIlng natter from firt chss to I hilrd elss. An individually
written letter which is now sent first class can be sent third class
with very few exceptions. Thero are three ways of doing it. Ono
is putting a cent and a half Stamp oiln it and putting it in th1e mail in
an envelope that hats one fll ht' ulsealed, like this Iillutrating with
envelope]. It is sealed at one end, and then there is this flap which
is open for postal inspection. Next is putting a 1-cent stamp under
sectuon P., .L & I., putting that in bulk mail. And also using
a pern4 , which is 1 cent apiece, with the further regulation that they

are sorted in the post office and faced in one direcfion. It is a very
simple procedure for a mailer to go from first class to third class by
reducing the quality of his appeal and putting it through under
third-class rates.

I thank you.

STATEMUT OF W. S. OBERELDER, CHICAGO, ILL., REPRESENTING
WALTER FIELD 00.

Mr. Ota:nw.wn. My nane is W. S. Oberfelder, represeunting
Walter Field Co.

I will just call your attention to an increase ill i'ates that is pro-
jposed, and try to show you that the increase will not bring you the1, '11 ee to it C. 0. 1).

reventie you expect. lht referS to a C. 0,. I inCrTse Of 5 -ent. oi
packages of value of over $5. Wheit you increased the rate in 1[)25,
2 cents from 10 to 12 cents, the C. 0. P. business front that day
really iell off. In fact to-day we are the only house left catering
entirely to C. 0. D. business. 'Now, if you increase 5 cents on orders
fron $5 to $2, there will be a 40 per cent iCrensWV, and it certainly
will drive tll C. 0. 1). mail out of the post office in those amounts."

Senator LIEEID. Is it the increase in postage that drove you out of
business, or the installment selling of your competitors?

Mr. Onitnrrawmi. Neither one. We are not out of business. Our
competitors are. We represent about 4 per cent of the C. 0. 1).
1,usiness.

Senator Rit,. Which was it that drove your competitors out of
business?
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Mr. OIWivEiEPii. I thitik conditions to-day dro e 1 ose of them inst
of business, that ik the last year. Four of tI10P11 dropjLd ort the last
vear. 1111t whetn postage increased in 1926 just 2 cents a package, the
k. 0. 1). buisnesH gra ially fell front that time on, a you canl) Hoe
from the post-offi e reeords, and it is decreasing very rapidly right
'low.

Senator Gione. Seond-iass istil can avail itself of outside facili.
ties bettor than any other class, ('110 it not?

Mr. OnrEuRrrt. Why, I would think so; yes.
Senator Gouto. Yes; I think so.
Mr. (On .w.iauna They ctan 1ip by freight. They are (loing it

already,
Senator Gxonoso. Yes.
The CHUAIMAN. Have you anything further'?
Mr. Onuna,m. No.
The CwunnA. Thank you.
We will next hear Mr. Noffsinger. Yoo have five minutes, Mr.

Noflsinger.
Mr. NonrstIwnr. I can present, gentlemen, in about 3 minutes

all that we wish to present.
The ClutniA.; All right.

STATEMENT OF 3. 8. NOFEINGER, DIRECTOR, NATIONAL HOME
STUDY COUNCIL, WASHINGTON. D. 0.

Mr. Nonsimi t. The National Home Study Council is a council
of correspondence schools. I represent 87 of thee institutions,
which offer the only available means of normal and adequate voca-
tion or job-improvement courses to mo!,e than 75 per cent of our
adult population.

We respectfully present thert following facts and recoinendations
to' y-o-ur consideration with reference to the proposal to increase
the first-class postage rate from '2 coits to 3 cents per half ounce.

The home study or correspondence school is the only available
medium which offers formal and adequate vocational or job.improve-
ment courses to snore than 75 per cent of our adult citizens. At the
present time there are approximately 750,000 American students,
mostly adults, enrolled annually in these schools. Approximately
5,000 industrial and commercial corporations and organizations now
have sonic form of contractual relations with these schools for the
training and upgrading of their employees. Approximately 53 per
cent of all college graduates entering tie commercial and industrial
field enroll for home study courses so as to prepare themselves more
adequately .for specific tasks. The social and economic importance
of this educational agency therefore 's of great ma tnitude.

Inasmuch as the enrolling of many of these students as well as
their entire instruction is conducted through the mail, the proposal
to increase the rate oi first-class postage 50 per cent is a serious
consideration. What this would mean to the entire home-study field
will be revealed by the following data, which relate only to the S7
home-study schools which constitute the membership of the National
Home Study Council. All data are for the past fiscal year:
Total annual cost of postage, approximately ------------------ $1, 100,000
Total amount of first-class postage, approximately----------- 550,000
oJowbined operating deficit for 1031 ------------------------- 050,000

1,370
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The total postage bill, of the 87 schools wbich I represent, during
the past year was $1 100,000. Approxhuately one-half of this was
first-class. During the past year the combined operating deficit of
thee 87 schools was $050,000. Only five of those 37 school. operated
at a nominal profit. In the case o(f four of these five their surplus
would have been changed to a deficit if the postal rate had been
increased 60 per cent.

If the proposed 50 per cent increase in the flrst'class postage rate
is adopted it would mean, on the basis of the past year, that these
37 schools would be asmessod $275,000 additional-a burden which
in light of their current $950,000 loss could not be carried.

Senator lRvnc. Could they not add 37 cents to the tuition of each
of those 750,000 students?

Mr. NoVFsaouR. That would not cover it. I doubt whether It
would cover it.

I raise this as a possible alternative, Such an enactment would
compel these schooIs to adopt one of the four following alternatives

1. Cease operation. Tins of course would automatically defeat
the proposal to increase the volume of first-class postage revenue.

2. Increase the tuition rates. This alternative during the present
economic situation would probably decrease enrollment and thus
decrease the postage revenue derived therefrom.

3. Cheapen the personal instruction and/or service rendered to
the student. Such sn economy would be most unfortunate.

4. Cease using first-class mail as a method of circularizing and
soliciting students and adopt as a suintitute either the use of third.
class postage, or the use of private distributing agencies.

Tlhe latter alternative would probably be the one employed by
most schools. This would result in a probable decrease of postal
receipts from this source of from $250,000 to $400,000 per year in-
stead of the expected inereae of $275,000 and likewise a larger loss
from the home-study field as it whole. We represent only 87
institutions.

Conclusion. An increase in the first-class postage rate at this time
would definitely decrease postal receipts from this industry., it is
furthermore our judgment that similar results will be experienced
from the entire mail-order field.

Iteconiniendations. If it is sincerely desired to balance the postal
budget, the following suggestions we believe to be worthy of your
careful consideration:

First. Discontinue all franking privileges. Require governmental
departments, bureaus and so forth, to include the item of postage
in their budgets. This would automatically tend to eliminate from
the mails much material now carried at the expense of the Post Office
Department. It would make each department and bureau scrutinize
more carefully its own just share in postal costs. We understand
that this system has long been in successful operation in some of
our outlying provinces. Particularly the Philippine Islands.

Second. Eliminate the known losses in the Post Office Department.
We recommend that second-class mail be handled to pay more nearly
the cost of handling same.
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STATEMENT OF R. W. HICKS, SECRETARY.TREASURER TRE
GREETING CARD ASSOCIATION (INO.), NLW YOU CITY

Mr. Himcs. Mr. Chairman and gentlemen of the committee. So
many of the points which I had I intended to (lsuU have been taken
up that I need but two or three minutes perhaps.

I appear on behalf of the Greeting Card Association, which is a
trade association comprising the principal Ianufacturers of the igh-
Oit typo of Freeting cards, selling the eonuumer through over 26,500O
r~tait establishments in the United States, protests vigorously against
the j)rotosied increase in flrst-0lah14 postage rates to 3 cents per ounce
us provided in the pending revenue 1)i11 passed by the House 01
Representatives snd now in the hitnds of your committee for action,
We believe that the national Budget rust be immediately balanced
and are willing to do til in our power to help bring about that result,
but we thoroughliy believe that the proposed increase in first-class
postage rates will react materially against increased revenue.

First-class mail, according to Postmaster (General Brown's last
annual report, is the only clamu of mail which showed a profit during
the fiscal year 1931; Ibelieve of about 17 per cent. Revenue, except-
ing air mail, was $335,835,235.87; expenditures $277,548,208.11, leav-
ing a surplus and profit of $58,8,027.80, or over 17 per cent. Surely
these figures prove that first-cilas mail is already showing a larger
return to the Government than the vast majority of privately owned
businesses ever did or ever hope to show. It would appear to be
illogcal and wholly unnecessary to increase the rates of first-class
iall when that class is already earning such a large profit.

The proposed increase, which is equivalet to a 50 per cent tax
on the postage charges, payable by the consumer is entirely out of
line wit other levies provided for in the bill.

Should (Iongress raise the first-class rate to 3 cents the prediction
is made, based on interviews with ii number of present large users,
that first-class mail will immediately fall into the red-figur column
because business which now pays first-class rates will turn to the
third and fourth classes which are already operated at a loss.

It will be remembered that a few years ago, postage on private
and picture postal cards, which is one of the elements in our business,
was increased from 1 to 2 cents with the result that the use of post
cards was reduced to a point whicda resulted in a very much de.crease1 revenue. and the Government was forced to restore the 1-cent
rate. W& feel that this is exactly the result which will be obtained
by fixing a 3-cent per ounce rate on first.class mail.
IThe greeting-card industry, which has become a worthwhile na-
tional business of large proportions, is one that has been built after
extensive salespromotion and advertising campaigns involving large
expenditures of money were carried out. The sales at retail through-
out the United States now aggregate some $75.00,00 per year.

Our industry has a large amount of invested capital in many large
plants, and employs several thousand workers. It markets its prod-
ucts through over 25,000 established retail dealers, who are furnish-
ing employment to many clerks and who are all paying taxes and
contributing'to the support of their respective communities.

It is thought that this increase in rate, if it prevails, will so throt..
tle the sales of greeting cards that many manufacturers and dealers
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will flnd it difficult, to pay the individual and corIration inConfi
fXw a well 11I other tddtiOnun taxes, which th hill levies.

it will he noted that greeting cards are now sold for uso every
day in the veer. Cards are mailed for the following holidays:
New Year's, At. Valentioes, St. Patricks's, Easter, Mother's, Fathe'r's
Friendslhip, Jewish New Year's, Halloween, Thanksgiving and
(1hrimtma. In addition, greeting cards are mailed every day in the
Y41119 covering every (cowoiviblo oCesion, beginning with the on-
twuevn,,nt of the baby's birth and running through the human life-
tune1 to tlu approjrialtQ time for stndiig condolence card.

Senator Rrl. )o yOu feel that 2 )er cent on that $75,000,000
would he an inwarraitedt burden on the poor man?

Mr. Hlwsitr, Two per centV
Senator Ra .. Ye.
Mr. htiOKA. Why, I think it would hnimediately react on the use

of greeting cards; yes. I think perhaps a cenrumer who used 250
var(s--and there are many of them at Christmas time-would object
to that $5 tax.

The industry! ist really contributing a very considerable volume of
firkt-class mail throughout the entire year, all of which adds to the
revenue of the Government and a consequent profit,

Tho enactment of this provision Into law would, caue serious
hardship to the greeting-eard industry and all those interests allied
to it, such as the manufacturers of greeting cards, the suppliers of
nany raw materials used In their manufacture, the retail dealers

selling them, together with all of their employees and dependent
families.

We therefore i ecpectfully urge your committee not to pass favor.
ablv on this proviso on. when reporting the bill out to the Senate for
final action.

STATEMENT OF R. P. ANDREWS, WASHINGTON, D. C., RtEPRESENT-
ING THE NATIONAL PAPER TRADE ASSOCIATION

Mr. AiNDRws. Mr. Chairman, I represent the National Paper
Trade Association, which is composed of about 00 per cent of the
wholesale paper merchants of the United States and I can see noth-
ing that I can add to the remarks made by Mr. Lee. We simply
indorse everything that he has stated.

The CHAIRMAN. Thank you.

STATEMENT OF BRACE BENNITT, REPRESENTING THE NATIONAL
ASSOCIATION OF CREDIT MEN

Mr. BENNITr. My name is Brace Bennitt. I represent the Na-

tinail Association of Credit Men, 22,000 nmanufacturers, wholesalers,
and bankers in the country, who own this organization, and it repre-
.,llts their credit service nediuru. Credit service is, very essentially
so, through confidential communications. They can go only under
sealed cover. By way of emphasis, we believe that the first-class
3-cent rate is inequitable. That the matter of raising funds by this
increase we believe is not possible. We have the actual example
in our loc mediums, of which we have 135 offices. It is not that
they may make a substitute. They are going to make a substitute,
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in the way of niessenger service. It will be necessary in order to
give business what they nust have, credit information theme days,
to find another medium of transmitting it to then.

I call your attention to the fact that while local mail--and where
we can have nessegerso-represents only 25 per cent of t'te first-
class letter mail business, it also represents 40 per cent of the profit
of the letter mail. That will be the medium that will be hit by
messenger service. While we will use that, and we will have to
because of the increase in the rate, there is a corollary to that in the
fact that the people who use this service will have their inquiries,
that otherwise would come by mail, picked tip by the messenger
when he delivers our maCI. It will cut further in our belief into
the monthly statements locally being delivered by mal. And also
will cut into mass amounts of mail that goes out once a month.

We believe-and this is all-that in our sincere sponsorship of
balancing the Budget as soon as possible, an item of this sort will
not only not accomplish its purpose but it is going to be an obstacle to
something we hope will be clone very quickly,

The CHAIRMAN. There will be placed in the record at this point
the statement of the Mail Advertising Service Assoeiation.

(The statement is here printed in the record, as follows:)
MAlI, ADvnTisNo Smvlcm AssoCATION (ITnwATIONAL),

To Hon. ntw s New York 0t0y, Apri 14, 198t.

Chairman Senate Finance Committee:
Believing that your committee, in its deliberations, will wish to givo the

fullest possible consideration to all pertinent facts and corroborative evidence
having a bearing on each specific item in the revenue bill now under debate
in your committee hearings, we respectfully offer the following brief on the
proposal In that bill to increase the present 2-cent rate of postage on first-class
mail to 3 c*nts per ounce or fraction thereof.

1. IMPOIRTANCWE OF Till$ LEO1ILATION

This proposed increase In first-class postage probably will affect more
people than any other specific tax-raising Mean In the bill-both individuals
and those engaged in business will be taxed 56) per ci'ut on a virtual necolwty,
in Varying degree, by it If enacted into law.

Naturally the Individual citizen, using a few stamps n week, will not bear
the brunt of it, although In these times, when every cent counts in the family
budget, many of the poorer funilies will have to cut down their use of letters,
the only medium of friendly communication inany of thex can afford.

But all business firms, from the smallest to the largest business corpora-
tion, will feel the heavy burden and be handicapped In the proper administra-
tion and profitable operation of their businesses. This difference of $10 per
thousand, or even $1 per hundred letters mailed, in a day, week or a month,
may mean thd difference between staying In existence or going Into the red
and closing up shop.

If they curtail their sales effort-their sales stimulation-theIr business
will suffer, and all business will suffer, and unemployment will be Increased
thereby.

Therefore, we contend this proposed Increase is more far-reaching in effect
and more Iwportant in portent than may appear at first thought, and war-
rants the most serious consideration by your honorable committee and by
the entire Senate before it comes to a vote.

We contend that the founders of our Government and of our Postal Service
never Intended that taxes should be raised through postage.
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1i. TIM MPOX0 ,MZaLATiON Is UNFAIR TO ALL OlTlxkS

To exact payment of a highe rate of potage on a class of mail vn which the
present rate Is suffielent to vo'ur all costs of handling and in addition produce
n high ptrcentago of profit, is eminontly unfair.

In support of this we refer to the Post Office Department's Own figures for
the fiseal year 1931, showing that first-elasn mall produced a net profit of
#flR,28,02t,80, to our Govrrnmot,

Would tiny of you gentlimon In your own business Increase the selling price
4f one clans of merchandise, commodity or service that is showing a 17.85 per
cent of profit, 50 per cent land expect your volume of sales to be niltaltaned?

Would the railroads of thin country be permitted to raise their passenger or
freight rates a fiat £0 per cent, If they wore In an admittedly prosperous con-
olition and showing cnch net percentage of earnings? It would be most unfair
to the traveling public.

11, TH14 PROPO5KI t.EGI5LAflON IS UOIOLY DISVRIWATORY

To ask patrons of first-class mall to alone bear the entire cost of this proposed
Increase in postal rates (50 per cent tax), while patrons of other classes of mail
are favored and required to pity not 1 cent of increase (tax) is highly dis
crimiatory, and cacn have no justfleatlon, even In an earnest effort to balance
our country's Budget.

In support of this contention we submit the following figures taken from
Postmaster, General Brown's report for the fiscal year 1981:

Class of Ma1l loronues Expenditures Loss O(in Per cent

s irpt air mail.. PM#8358 8,87 $2770,N ', li ......... .. . 89,02 67 17.1First:
Air moil ......... - ,210,844, M 17,M3,410.00 11,3.005. 14 .................. IRtl

eond .......... . 27, 471,247. 7 124,, 45, 65. 00 98,874, 17.03 .................. Mi,91
Third ........... M. 274,9. 73 81,8M43,891. 5 23, 388, 9 82 ................. 40.1
Fourth .......... , 135,0 , 79 158,107. 40 0 20,03i 590, ............... . 14.5
Forelm .......... 17,980,278.25 44,00, 345.87 20,62,067.6 ................. 148

NoTe--Above figures do not Includ,w a loss of $9,379,211.84 suffered from "Penalty,
Franked, and Free for the Tllindi" mall.

We leave it to your fair and unblased judgment, after nu analysis of the
nbovo figures, to soy If we are not Justified In saying the proposed Increase is
dlscriminntory, with one class of mall showing a loss of 351.91 per cent-the
dep rtment spending $4.52 for every dollar of such revenue It receivep. Is
it good business to tax a profitable Industry 50 per cent and Ignore entirely
one which you and every one of the citizens of this country have the pleasure ( 7)
of paying for a loss on annually of almost $100,000,000-an amount equaling
about three-fourths of what it Is predicted the proposed increase on first-
class mall will provide. An amount, also, almost equal to the total deficit of
the Post Office Department for 1931.

In the Washington Star on Thursday, April 7, 1032, we read that:
"Postal officials advocate raising the letter mall rates rather than those on

newspapers, publications, and parcel post because the Government has a monop-
oly In the handling of the former and would run no risk of driving this business
Into the hands of competitors."

We ask you, gentlemen, is such a position by the postal officials tenable?
It any one of you gentlemen in business had a department running at such an
enormous loss as the one in question, would you continue to suffer the Irre.
arable loss just for the honor, pleasure, or what not of holding on to that
department, because you feared that if you raised the price of your product
or such department some competitor would steal it away from you?

I don't think s6. I think you would say, "Let 'em have it; the sooner I get
rid of it the better for me and my business." Who in the name of common
sense wants to hold on to a business losing nearly $100,000,000 a year?

If you are desirous of saving money for this Government, gentlemen, right
here in the Postal Department ts an opportunity, as the above tabulation de-
(loses, to make a big saving-a saving of over $100,000,000--by putting the
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soverul cluum of mitt! nattor ol it rate thilt will ot loapt breakl OvenI, It wit
maike, it lroit, or, It thtlit lImpooillile, by 0tl1111i11111I111 thaft ('iii5A of HOFvIlii.

Jlitt to littonijt to maddle tho bur4ij Of jhim itirile lollm tin theo (IIIS of mail
wiiqb Jil alrtaily showing it Hilo prolit every Meir, we reVrtlly (11'onm 1
iijit unfair anti higlty dis'eriaoiniiti'.

Iv. TrHIC 11110114) INeffEAi~lC IN TIIIM FIIIST cl7AAM ATvr WPI 11PLWPI WILL. FALL MiONT
orm' 11)ictNin rjtr. tFTIMATEFi $1311,000i,000 INVIlrAMIC 1M RI VZNVW

J'irtit, liet'auil it Ws dlreetly coiitricY to pogtitt esxtrloneo, A ellook-up will
aboiV that revunuoo dlimireit Ati it 102-10 wlitii the( rteo otn privote itiollihnt card*
wan Inerriasod from 1 to) 2 cents.

Intend of the antlelpotoxi inereose foo $11,401N,10lO to *20.O0),OMI they acta-
r1 ost $0%,00(M,t)J0 or their original $ItI,t)()ItOO.
Also, aill swroitse of one-iaif venit oil third cloms lit 111211l, we bolioeo you will

hind, drove it bil11klio iii4~ Of itter froin the inlttl.
Dlurinig the war. whent tlrwt-t-vass nill wvns litereoped froin 2 to 3I Pento for

at silort thov, Irevolith, 11911in olleitiiil, ovenl wvith all the stImutlitilon of war
ltmslegis.

Second, beemiia ad ortbdngs letters and14 iwitter, am lhlsthixulshed froml eOr-
rospondieo woo.l other itters. vonsI~titutE'5 at vory largo proportion of thp total
Vo1lme of tlr,.t-eiitss 111ll. ( lniethmit, according to) figure's givi-ii by varloum
piitinatorilt Mial fiallerg, tit from 30( to 411 por vent of thnt total volume, of first-
cdasol 111ai.)

1enust 0%it rmd~, Inwooetd of vo4intlui1l tos mall this tyio or Wolo botferiA
anud iales stliiitting int'soagc tit first-clus.- rate, will divert milliJ13 of' p14ees
to third elawc ~ TduWho'l every cost oft idv.'rtishig ti( gt-llhlig 64 ciirdutily
mertltnizvdi, vrltii'ahly exiiltiedl by the executives, when the iqlognn is " cut
e('Z ikH;(IUM 110 gloodI u'X4Wutive wll splend~ an1 adititonal $10 per~t thouma~nd On 1&14
WWI% r t it 'A 11e 1 Itn li l wa tO SAVO It, as IN ilIcate6d Iy 11 plan which Aouto
ao itlready lepmrlng to p*utIinto offec.t lit (.1114 this legishit1tloll I" enacltpd, of
dlMerting to third eh1INY4, and using the regular roel 2-vent wstamp oil ienny-suver
enivlopg lit I ho belief that the recIpients will (ontildt-r it firot-class, 4t being
lpernilssihlle to, under postal regulattlons, send a it nmber otf such ltetIled1110
In ad with mlgmitiure with such it firiotcluos appearance.

The, lubIl? will hieviue lostage- conscious, business firms will illimpenso withi
Nocuikld courlteso nil; wvIll cull out questioniable prospects from uiing lists;
and wvill use poitld cairds when possible; and discover new ways to escalpo
piayinlg tin unfair 50t pror cet tax.

1,ituAe suelk till increase, If adopted, will plaice a tremendous landiciti,
and deterrent ont mall, tiverilsig atui will further retard businelis done by
mull, anud will be imuch more likely to (lecreuse postal revenues generally th1111
to Increase them.

V. Tilt 1100T OFFICE I)KPAOTMONT III ITS OWN ACTION ANO 14TATEMEaNT ('ONTRAPICT4
THUE MKASONING IIACC 'Of THE 1PONED ENCtUKASE

7To get more1' volume anid revenue for the air mail, the department
reducedi the rate till the first ounce.

6Inereusing the second-claiis rtes" iccordhifig, to the l'ostnamivr (eiieroil,
will not increase revenue, but will sinily drive thle bushuess to other corriers

that wilt carq~ inure cheoL' iy luau we will."
Yet despite tim fact. andtc him tteiieiit, tie P'ostmiaster (h'ueral reasoii.s that

the opliostv cli he done with ii firtclass luaul ; thatil Is, rat- t he rate 111141 the
ieJVollut1 both ait thle sitilid' tiie

W4' m141 you, hgelutiteII Of tlia conmmlittee, doii' ,iuehi I.-1miolling sound( loglall
By follOWing9 Oldt suchI fallac11iouP1 141s mn~g 1111411h Uril 11111y b0 4101143 theil l111141
nesm (if thle dei.,rtimint 1111( buse Ii geterol.

Trhe reduction lin thle number of Iilec4es of fIrmt-class advertising 11uatter pro-'
duced ansd mnuihed will W~so re.4ult 111 lo40s Of business, 0111l 1C.4u4t es InI
emPloyllent fit this iodustry, Inth tile liling olelaiiuieuit tii' liorge Iall-ordet'

fr1111, 111I-1,tc 11ut lly fIrms,14 111)I other large idustries, it filho business of lier
mutifacture.ra, printers, lithographers, tind others.
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VI, T1EM PIIO?%*U) IASIATION 101 IN 14 T AN UJNIICAMUNAII1fr ANII 1IWAIWANUI

TAXC ON A MKVICUITY

Ijtiiue It inipt)SIO, a tilK of 50 liO1r colit (IIi lawlVi*i of tmI414o whili 14 lirgul'y
a tjel(t$jy to porivitto illvidueah. ki wJll W01 I bUNwftiii' ii' 9010ril, ldl 100 MIIY
lvixrlem ore liixedf sit muc~ih lower itH,

'ilie HIII0i~os or~ oor peoiIe (ii ii '11 11 toi0 o110i4 114 w 1101411 (Of i'OMMIwwit ion With
iao.d onom~ sind triexids, w~hii 1 li" UVO Molfltr1v'110 Oll V114-1t,00o1 11, riil O
piliuptoyielit ulwity fronti I II(! o(I 11i'le, lit tho holiday we'istii, a ilt other
1wrlodw--th.y (-til not afford Owin'S It' o11 t14111 tol10~ 1110 10091-11111ia. 'TiWY 1111111t
ol' notvommity write und inI le otl.4 WeQ 1111l144- li4Tr IN 1141 WIWIo' IAX ithat (All
1w pjeut on tluit will alt (Or irrhlts te thMnIJMlts Of JuM' 4".0001-1111 11tiou ili
this 60( per eitotx (II 1suehI it vIe'~~ .'11(4y Will resenAjt it 1111( ltot Uiti it
jiuty 1more thautl tilt,% 4-sim 110l, jumt Jim liwi.'asetI itru&,t-ceir farem. liuve beeik
resejihid by tho mnuueiu.

You gontleimen til know how bttiiirujttey viriually has. tolloweti evenit t 2 or
3 -li-Pu iiretiso lii fares, witlo tlse Now York ( lil y trii~t coipanleis ixiws
lirotited by retatiinig it ilokel fatre male, ATho pui~lc willl go to any lemxltth to
evait'o Much illu uit.1w4 tax~, stuel Ili) 1,nitfill' ll(TCIeht- (Ili dllyV t4l'-hy
will ride onl bumto-l, tuxis,"'iid ily f4evoii-liaiiil or l',v-jeriet'd amitomJobitWS.
rather than lity it leW jeeltitltS bate1. till- SanIl will follow, lIn outl judgment
this increase.

Thl li rief' N5 rO'tP0tilly HIIutltti'i to your couiiI ' guttti, #eiellIn till
earnewt ettort. to bells you u--iv&, ut li equittiblo 11ijil jt liolutiti of tile 111,x
jirobleui. It INs Submitte~d on behitlf Of 1 11 xaemmlOrs, the 0oxuiiloY006, &tiid VllUII(04
or wkl Industry liaviit wiao 12.V00 oicevs 41xid Ili'tktts thrioughoiut tile uilte'll
states. emiloying appt'ix~iittviy 2230$ki init mtid Wo~M01t ixatittllitig anuaully
anl estimaiited total of two andii oiie-liiuf htililoin pitseii of tirst-clasii itlit for our
client", sit Jlt sipproxinito L1ltitl 11081H190 (!tJStl Of$450,(M,),, eUUM0 t1111-
Iilstry mind our Clients fvel 1.1111t. tilt- fiict (10 11411 just ify U ioeit letter 1,051-
age rate, beeauso our industry tuid OlintS tool 11111t tilt! 3tM1'ted IlegislatioII
a4 re yardss this 50l per cont Inirouse is U11311.0, illogical, lid highly dl1SC11Umimixl-
tory, and that it is opposed to the principles (it goo~d buslies-s anld true
Americatnism.

Wo roeieetfully urge the though tul considerit huut of your body of (lie forego-
ing facts taid COnltelltions-, to 010~ enid thlit N'411 WVill Riot MICEt this proposedt
legislation. but will, onl tile olittrary, elitaiinate tho iteiii awlt svtiont of the
revenue bill nlow under your cuixsiderittioii, whivhi covers tile tirollosei Ill-
erease iu n llraetas54 posztage rutei.

Reuspectfully submitted.
Alm ADVCHtTI51%Si SMN1 EI c ASSOIATLON (IN ILUtA'IAI0.),

Bly K. W. IIfsm:i Pro,,idett
KI C. 13A'iiS, 1)iacr.

~~'~l~~u~N. 1). C, Apt 0i1,Id
Titom CimmrrEx otq FIN4ANCE:,

United Mules Senate, II'atdhintoo, 1). t'.
t4rIMMMEN: 'fli.' National Assoeiai ioi of Cretlit Meni 1,4 41 lii irofil, vuoperat-

tive assoclation, ownaed. by its uember~shil,, N%lkich consists of over 22,000 whole-
satberl, auntifacttrerse, anld banlkers eaigugedti ii cuumiereial tit( lbulkilig credit.
While it lil.s voiIluously emup'xasizedl to its 135 lovaid ults awol to lti ludividuai
niemubership the11 Urgent. neeesily of aill 1puk)sibis ecoxony tind( varly bal.-mciiig
of the goveiuncitl Butlg', it, dues iot, belitcve the invivase to 31 ceits: of first-
Class ntil will ficlitte thlo alforesilid zaectebSa1r), Stveps.

BiUneWss is fair minded, bill will Wntall likelihood not1 accept .III iicreaawsd
price i either goods or service wvhli are already very sul,,taniitally profitable'.
Tite Inequity Of the 3-rot~v lpti'e onl tirsi-claiss itahl a. prop~osed Is obvious.
SK-0om(fly, It Is our- helier thlt not only Is Owh exliet'led liveast lit revenue of
$1a,0Wt~ very unlikely, but that it Is entirely possible ttk an inrease In
tile first-class ulall rate will ulso cause a decline ill the pwe"4vil first-ellAss mIiil
Income to the Gouvernmeit.

Jiuk~luess vani nlot obtethik anly SU11Stitutt for I like necessary Crodit servieest
rendered by the National Associattlon of Credlit Men, but It cam1 substitute nwitus
of transiuim-ion, piaritiarly ats megalrik lo0All areaS. Ill con1tact With erl
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of our offices, we find that because of the Inability to raise prices, on their own
services, necessary steps must be taken to offset this proposed Incre' , In neall
price. Mt,senger service Is planned, which not only will decree mnil u ago
oan outgobng mail, but also incoming mail which the messenger would pick up
ass he mtkes is deliveries. Present stamp expense from $500 to $1,060 niontlly
per local office.

We respectfully cull your attention to the fact that while local first.clans muil
represents only 25 p er cent of flrst-classi letter mall, it represents over 40 per
cent of tile total profit on first-class letter nall. This, we believe, Is the itemn
that will be chiefly effected, but there Is no question that ways andi means will
be forced upon business to economize In other than local first-class mall.

May we reaffirm our first statement that the National Assoclation of Credit
Men firmly endorse the Immediate necesmity of till Iosible economy and the
balanolfg of the Budiget, bit we very seriously doubt the equity anI prattle-
ability of an increase In first-class postal rates. We hope, not only as an
organlatlon, but an representing member fin, thut you will give serious
reconsideration to the postal section in the revenue bill of 1932.

Very truly yours, fls,.cm BIIi.zr
(ror National Assoelation of Credit Men).

New York Vt.

STATEMENT OF WALTER X. WHEELER, Mt, STAMPORD, 0033.,
VICE PRESIDENT AND GENERAL MANAGER PITNEY-DOWEB
POSTAGE METER CO.

Mr. Wnex.im. My statement will be very short, sir. Not more than
two minutes.

My name is Walter H. Wheeler, jr. I represent the Pitney-Bowes
Postage Meter Co., who manufacture the meter machines that print
postage on mail very largely in lieu of stamps. I want to say at the
outset that this bill would affect us. It would require that we would
spend many thousands of dollars in changing the dies on these
machines. We are not complaining about that. If the country
thinks it is the proper thing to do, we can stand it. But what I want
to say is this, that I am certain that the increase in rates is going to
drive a great many first-class letters into third-class. I know that
because since the bill passed the House we have had a great many
users of our machines asking us if they can not get dies of 1 cents
as soon as the postage rate goes into effect.

I want to make a short observation, and that is this. All these
things which we are doing here in Washington now, which take
money from business and restrict business are simply going to make
this depression worse, in my opinion, and in the opinion of many of
my friends. If we can go into a war in 1916 and knock up the
public debt of this country $23,000,000,000, and wave flags while
we do it, and kill a lot of people, but with no cry of national
deficiency, it' seems to me that after we have written that public
debt down $9,000,000,000 since the war we should have the
courage to go through a period of business, depression like this with-
out doing things which are going to hamper and restrict business.
We ought to have courage enough to see that public debt go un-
balanced for two or three years. And to my mind the statement
that the Budget must be balanced is tantamount to a statement that
the business of this country will not recover, because if it does re-
cover the normal income will recover.

Thank you very much.

1384



RRVENUEP AC, o 1032,0 1385

STATEMENT OF 0. M. KItE, GLEN ECHO HEIGHTS, fD.,
AGRIOULTORAL ECONOMIST

Mr. K :,,. Mr. Chairman and gentlemen. I represent officially
the International Baby Click Association that ships from 200,000,.
000 to 300,000,000 baby chicks a efrl

Senator BAUKIE. Baby what.
Mr. KILE. Baby chick s. I ailo represent the Anierican Farm

Bureau Federali;n in this respect. r. Gray was before this comn
mittee last Monday, but was unable, because of pressure of time, to
get down to the postal section. Therefore lie asked me to put into
he record a resolution adopted by the American Farm Bureau Fed-

eration last December putting them on record at that tine decidedly
against any increase on first class or fourth class.

The resolution is as follows :
Postal rates: In any efforts to Wiamne tin' bludgot of the Post Otlh.0 Depart-

mnet we olpoio ItwreiAsdti rate on fIrst and fourth chis immatter. ile deficit
In the Post Omice I)eprl wietlf is (ciiUntbd largely by other iossos of mail service.
it Is unfair to thei main body (if citizetis who oit' the first and fourth class
services of the Post Office iepaertnent, In wvhlh Chimmes no ln mtoritt deficit Is
found, to Impose ol thlint hh1lner rate In an effort to overcome the deficit
created by such other srvlcow.

That resolution being adopted list I)ecember brings tip one point
which I want to add to the general discussion here. I want to say
first that we agree with iractically everything- think everything-
that has been said by Mr11. Lee and the other gentlemen here. Those
matters bear on certain business interests connueted with farmih~g
just the same its they (to on these other inteirests that have been
spoken of here,'. Butthe point I watt to make right now is this,
that w-7hile ( 4 per cent of the first-class postage is unquestionably, or
certainly very probably used in a business way, the or-ier 38 per cent
used in personal corr-espondence must be given some consideration
from the public-policy standpoint. I (1o not agree that people will
pay the extra 1 cent all out through the homes, on the farms, with-
out bearing some degree of resentment. I believe that that is a
thing that gets right down to the local individual in a way which is
not good for the public policy. So I think that that point ought to
be given some consideration.

Kww, since I have only a minute or two I merely want to add to
what has already been said one or two suggestions for substitute
revenues. I will not repeat the details of what we feel to be the
situation in the Post ( 11ce Department. I think that has been
pretty well brought out here, that it is the first class that is making
approximately $50,000,000 according to the cost ascertaininent.
Second class losing $07,000,000. Fourth class, even with the Post
Office Department figures, which we vigorously'dispute, has lost oldy
$17,000,000 to $20,000,000. That is the Iarcels post. We suggest thiat
with proper ascertainment it will be found that the fourth class hte
lost nothing. Then we have the air mail, which has lost $17,167,000.
We have ship subsidies, $18,911,000. Both of these last two items
would seem to bear some consideration at this time.

The Farm Bureau Federation suggestion is that the rate on second
class be doubled. That would bring in only $25,000,000, however,
because they are only getting $25,000,000 now.
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The other suggestion I wont to leave with the conunittee is In-
creased taxes on tobacco. The taxes collected on tobacco last year
were $444,270,000. That is a%10r big itent. An inerea of one-
fifth in that ittiii woubl pirodite 40,04)0,000. TolbC('(o i a protlwt
that is heavily taxed now, but it is a proVltIdt that stands taxation
without disrupting any phases of the business apparently.

Senator BAKpEY. ho you know that liet Government i already
getting twice as inuch money out of tobacco as the farmers who
raise it I

Mr. RIE. I certainly do. That is why I know that an increase in
the tax on tobacco would not affect the farmer.
Senator BAgLIO?. You are mistaken about that.
Mr. KILE. It makes very little difference what tobacco Hells at.

The farmer-
Senator BAIIKEY. Th higher the tax the more excuse there is for

the buyer to drive the price down to the farmer.
Mr. l(m,. The price of tobacco is 30 per cent lower than last year,

and the price of cigarettes higher than last year and two years ago.
The American Tobacco Co. was about the only big company that I
know anything about that made enormous profits-last year. Their
profits were $40,189,000, whereas they normally expected prollts of
about $12,000,000, because the president's salary is hased on a small
salary plus a bons On evrythIing aI)ovO $1 1,09,0K, and he got, a
combined salary and bonus lost year of $1,018,000. There is a feeling
that some additional revenue could be raised from tobtcco.

In conclisioi-ittless the committee is disposed to give me more
time-in conclusion, then, Mr. (hairnan, I want to merely make one
more point, and that is that this tax of 50 per cent on sales efforts
through the mails at this time appeals to us as the very worst possi-
ble thing that Congress could do, because if there is one thing from
an economic stasidpoint and in an economic sense that we need in
this country to-day it is a stimulating of sales, and thereby increas-
ing production, and a 50 per cent tax placed on sales efforts at this
time would be a backward step.

Thank you.
The CHAIRMAN. The hearings on the mail rates are now closed.

TELEGRAM FROM L. E. MUNTWTLER

4 'IV WAoO, ILL,, April 13, 1032.
I. M. STEWART,

Clerk Fiame Coninsittre, Senatc Off .e Buildingi,
Washington, D. V.:

Your wire 11th advising change of (late of hearing makes impossible my
appearance before committee hearing objectors to Urst-class postage increase.
Will you please file this objection to proposed increase with committee. We
consider first class postage increase unfair tax on business. Postmaster General
has Increased parc l-post rates, effective October 1. This alone is tremendous
drain on our company. Second-class mail creates detclt in excess of $100 -
000,00. Can not sanme treatment given parcel-post rates be applied to second.
class instead of saddling increase on first-class mall charged with no deficit?
If first-class rates are increased we must and will find way to decrease our
volume. Such increase In rates can only result in disappointment as to addi-
tional revenue expected, Doubt whether allowance for losses in first-class
volume and losses due to diverging first class to other classes has been correctly
estimated. We beg you do not Increase first-class rates.

MolroMaY W.m & Co.,
L. E. MUNTWYLER.



ADMINISTRATIVE PROVISIONS

STATEMENT OF HUGH SATTERLEE, NEW YORK, N. Y., REPRE-
SENTING THE TAX COMMITTEE OF THE BAR ASSOCIATION
OF NEW YORK CITY

Mr. SATTI IrL. Mr. Chairnian and gentlemen of the committee,
I appear its the chairman of the committee on taxation of the Associa.
tion of the Bar of the City of New York. The committee on taxation
has authorized me to represent the association in opposing certain
features, anid to present our recommendations with reference to the
pending tax legislation.

I have hero a number of copie; of our recommendations which, I
hope, will receive the attention of the members of the committee, and
I ask leave to have a copy printed in the record. We have about a
dozen recommendations dealing with the tax bill of which, we think,
the House of Representatives may not have comprehended the effect.

The CHAIRMAN. You have a brief on that?
Mr. SATTEULrE, Yes; and so I have no intention of discussing all

of them.
The CHAIRMAN. Have the brief put in at this point following your

statement.
Mr. SATTEItTEE. Yes, sir.
The CHAIRMAN. And then inako whatever statement you care to.
Mr. SATTERLEE. The recomnuendations are in the brief I referred

to, and I will mention them very briefly.
I think a matter that should no doubt receive revision is section

3226 of the Revised Statutes, as aniended, and as reenacted by
section 1113 of the revenue act of 1926. That is the section which
provides for a limitation on suits for refund and claim for refund by
taxpayers' The section has been a prolific source of litigation, and
it seems to be in the interests of everybody concerned that it
should be clarified.

The CHAIRMAN. Where is that?
Mr. SATTERLEEl-. It is on page 18 of the brief. It is section 3226

of the Revised Statutes.
There are several changes which we suggest, but the principal one

has to do with the fact tht at the present time there is no certain
way by which t taxpayer may ascertain whether a claim for refund
which lie has filed has been rejected. Inasmuch as his time to bring
suit is dependent upon the date of rejection of his claim, it is very
embarrassing and has entailed enormous loss to taxpayers because
there is no such provision. At one time, several years ago, the statute
was amended so that the commissioner should within 90 days after
disallowance notify the taxpayer by mail of the rejection of his claim
in the Bureau of Internal Revenue. But the Supreme Court recently,
in the Michel case, has held that this provision was purely directory
and not mandatory, and even though the commissioner does not
notify the taxpayer, the time runs against the taxpayer just the same.

1387



REVENUE ACT OF 1032

So the chief amendment we suggest to the section it an amendment
to the effect that the statute should run only froni the time of noti-
fication of disallowauce o; his olaim, instead of the date of rejection
of the claim for refund. That, we think, is a perfectly proper and
fair amendment.

I may add that Mr. Charles Ienry Butler, a lawyer of this city, and
director of the American Bar Association, who was to appear this
morning but had to leave, asked me to state on his behalf with respet
to the section, that this amendment should apply to claims for refund
on which suits were actually commenced within two years after
written notice of final deposition of the claim was given to the
t taxpayer.

Senator REED. In other word, reverse the Michel cas. ?
Mr. SATTORLEE. Yes; to avoid the effect of the MN hel case.
And he says that cases are pending brought within two years from

written notice which did not isclose the scawdule date and the com-
missioner claims that the rejection of the claim took place some time
previously and, therefore, the rights of the taxpayer are barred.

Another procedure which we think is vital and fair, and which Mr.
Coulson, of the American Bar Association will undoubtedly com-
ment upon, because it was approved by the Almerican liar Association
for two years in succession, is to extend the jurisdiction of the Board of
Tax Ap peals to embrace actions for refund of income and estate
taxes claimed to have been erroneously collected.

That is rather a large subject, but I will instance one very adequate
reason why that jurisdiction should be extended. As 4rou know,
there are two ways now by which the taxpayer may bring up the
question of additional payment or overpayment of taxes. If the
Treasury Department aims there is an additional tax due, he may
take the matter to the Board of Tax Appeals; or lie nay&pay and then
bring suit to recover in the Court of Claims or the istrict Court.
However, if the Treasury Department does not claim that the tax-
payer owes an additional tax for the year in question, lie can not go
to the Board of Tax Appeals, but must go to the Court of Claims or
the District Court. So the same question may have to be litigated in
two different places, and that is a waste of everybody's time.

For instance, to take a simple case: Suppose the taxpayer in the
year 1029 has paid a salary-the corporation has paid a salary which
the Treasury Department asserts is too high, and it cuts it down and
claims an additional tax. Suppose in the very next year the tax-
payer has paid the same salary, but because of other adjustments in
his return there is no additional tax, although the commissioner has
disallowed the payment of all of that salary in the first year he may
take the cdse to the Board of Tax Appeals but in the second year
when he is claiming a refund and not an additional tax he must go
to the district court or the Court of Claims. Whereas if the Board
of Tax Appeals had concurrent jurisdiction with the Court of Claims
or the district court the whole question might be disposed of in one
proceeding in the Board of Tax Appeals.

I know that some people have suggested that this would unduly
burden the Board of Tax Appeals. I doubt it, because I know that
some people would still prefer to go to the Court of Claims or the
district court, and it would only be in those cases where the question
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was convenient to be tried out in the Board of Tax Appeals that they
would go there.

There were other points that I wanted to mention, but I do not
want to take the committee's time to do so.

These changes which we suggest would to some extent, perhaps,
reduce the revenue from taxes. But I do not think any of thorn are
very substantial.

Although Senator Reed has not asked me, as he asked several
witnesses,' if I have Any proposals to offset any losses in revenue, I
milit add that as an individual, and having practiced tax law almost
exc lusively for the last 15 years, and also having been in the Treasury
Departnient durinic the War and having drafted the Income tax regu-
lations and the excise tax regulations, the capital stock tax regulations,
and the regulations on admissions and dues taxes, I have some more
or less definite ideas which I can briefly express.

My own opinion is very firmly to the effect that the only way that
you can secure sufficient revenue is not from making the surtaxes
practically confiscatory, because I think they defeatt their own pur-
pose, but through the sales tax. And my own opinion is very much in
favor of the general sales tax or manufacturers sales tax, excluding,
of course, food and clothing.

As I drew the regulations fot the excise taxes in force under the
revenue act of 1918, I have some conception of the problem of ad-
ministering individual excise taxes, to say nothing of the policy in-
volved. And I think a good many of the people in the Treasury
Department of the present day are unfamiliar witl a good many of
the difficulties of administering those taxes. And in my opinion,
based on what experience I have had, I think that administering the
General sales tax would be infinitely easier than the administration of
individual so-called selected article sales taxes.

Senator SHORTRIDGE. And would yield ample revenue.
Mr. SATTERLEE. Yes.
Senator REED. I want to ask a question. You have studied the

sales tax or manufacturers' excise tax as reported out by the Ways
and Means Committee?

Mr. SATTERLEE. 1 can not say that I have studied the details.
Senator REED. Well, you know the licensing system timt they

contrived in order to avoid pyranilding?
Mr. SATTERLEE. Yes, Senator.
Senator REED. It seems to me that that is needlessly complicated

and perhaps accounts for some of the prejudice against the excise tax
as they proposed it. The suggestion has been made to me that the
same effect can be attained very much more simply, namely, by sub-
tracting the total of one's purchases from the total of his sales, and
calculating the excise tax on the difference.

Mr. SATTERLE. I think that is an excellent suggestion. I believe
that was made some years ago when there was some discussion.

The CHAIRMAN. That was made in 1922.
Mr. SATTERLEE. That was made in 1922.
The CHAIRMAN. When I offered the sales tax in the Senate.
Mr. SATTERLUE. Yes, I remember. I think that is practicable and

simple.
Senator REED. And administratively very easy, of course.
Mr. SATTEULEE. Administratively easy.

115102-32----88
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I might, if i may, adti one iore sentence. The chief trouble in
adninsteting the excise taxes of 1918, the so-called selected nuisance
tt0aes, as they were ustlly called, was ha the difficulty of idontif.ig
the article to be taxed. In other worNs, it canoe citshion would be
taxed, but how can you tell whether it is for use hi a ( 10O0 or Ntolu-
whore else? That is just by way of Illhtration, But that, to ty
inind, wag the chief dtilty--the identifying of the articl,,s to be
taxed. The difilcily of deciding whih were taxable. But if you
taxed all artichs except elotlng and food it seems to zo that the task
is infinitely easier.

Senator Rnna. It took thiem years to decide what "candy" meant.
Mr. SATThIORW#. Yes. It took them years, and it has only recently

been decided. That question caine before me when I was in the
Treasury Department. I remember having a hearing of all the candy
manufacturers as to whether sweet chocolate was candy, and I know
it has only recently been decided.

The CHAIRMAN. Have you concluded your statement, Mr.
Sattorlee?

Mr. SATTEIY.LE9. Yes, Mr. Chairman.
(The recommendations on the revenue bill of 1932 by the Asso.

clation of the Bar of the City of New York, presented in a brief by
Mr. Satterlee, are here printed in the record in full, as follows:)

Bumpl op lluouU SATTEIBLE

THE AiBOgoATioN OF TUE BAn
OF TH11 CITY or NEW Yo, ,

COMMITTEE ON TAXATION,
April 21, 1069?.

Committee on Firiance of the Senate of the United States:
Ot behalf of the Association of the Bar of the City of New York, its committee

on taxation respectfully presents the following recommendations with reference
to the revenue bill of 1932, intended to facilitate the orderly and equitable
administration of the tax laws:

Section 23. Deductions from gross income: It is recommended that the first
part of section 23 (a) be amended to allow the deduction of-

"All the ordinary and necessary expenses paid or incurred during the taxable
year in carrying on any trade or business, or in the production of income required
to.be included in gross income, including a reasonable allowance for salaries, etc.

Section 23 (a), providing for the deduction of expenses, is limited chiefly to
"the ordinary audnecessary exi'enses paid or incurred during the taxable year
in carrying on any trade or business " This has led to litigation, in which tax-
payers have been denied the right to deduct expenses which were clearly incurred
in earning taxable income, on the ground that such expenses were not incurred
in carrying on any trade or business. See, for example Von Echt v. Commissioner
(21 B.° T. A. 702) and .Hutchings v. Burnet, decided In the Court of Appeals of
the District of Columbia on March 28, 1932. It seems obvious that all expenses
of producing taxable income should be allowed as a deduction, whether or not
incurred in carrying on any trade or business, since the income taxed is not limited
to business income.

A similar amtevdnient was made to section 360 (1) of the New York personal
income tax law in 1029.

Secthi 23. Deductions from gross income: By subdivisions (r), (s), (t), (u),
and (v) of section 23 the bill ink substance permits the deduction of losses from
saleW of stocks and bonds other thaitn Government bonds, only to the extent of
gains from such sales. We adoptionk of this provision was advocated by the
Committee on Wars and Means on the ground that taxpayers have been elimi-
nating their other Income from tax by the deduction of such losses, with serious
effects upon the revenue.

If Congress is of the opinion that some taxpayers are obtaining deductions for
fictitious losses through colorable sales and exchanges, the remedy Is to eliminate
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tor ponali e theme colorable tratiountlon. |lit only a very nmiall proportion of
madt(e or ex(hittigt3 of sto tk and bonds, whether resultig In gaitis or in losgos,

atre of this charter. Tihe great majority of mdi transaetion ste entered into
in good faith, at may be illstrated by the ne eNmary Palef; 1w banks of their to-
servo investments to meet doepoits in course oif withdrawat. There is it rea.
sNoenble jtistifleation for the d(itictioh Itot .wee losses on such sale of stocks and
bonds, and lolsos on sales of other typos of property and thin reniders thc entire

Vl011011, Its to bona tiHe sales, ariitrary ad eitlrflous iund of doubtful conisti
itiodl'ty (lielner v. Doino, decided L~y the Un~ited States Aulpretmne Court

Mareh 21, 1132), whether or not ip dewi to prevent tax evhntir; by others.
(iHooper l. Tix (ominis4ovi, 284 U!. H. 20(6; Sohleinger P. Wisootisin, 270 1. 1.
2:11).)

As a further example, during the current year many taxpAyers, sleh as estates
and trusts, aro being compelled to iell sectrlties at a lolls because of statutory
requirements or became of the terms of the trtut i ded Itself. There is to though lit
of tax evasion or of speculation. In many cases the trust or estate will in fact
have no net Income for 1032, since its income from soctiritles has been completely
riped out by losses on sales of securities. There is, at the least, it serious constitu-
tional question whether Congress, with power under the sixteenth aniendruent
oly, to tax income, ean apply an income tax to a nonexistent Income where "the
result of the whole transaction was a loss." (Bowers v. Kerbatugh-fnlpire Co.,
271 U, 8. 170.)

Section 112. Recognition of gain or oiss:

TITLE VII.-'TAX ON THlAN5PFlft$ TO AVOID INCOME TAX

Section 112 (k) and sections 901-904 provide a rather drastic remedy for at-
tempted avoidance of Income taxes by transfers to foreign corporations or foreign
trusts, It is not our function to express an opinion as to whether the remedy is
worse than the evil. We would suggest, however, that if thnse revolutionary pro-
visions be finally adopted in the law, the language be clarified in the following
resjmcts:

While it may be desirable that authority be given to the commissioner to
determine prior to the exchange or distribution whether Its principal purpose
is avoidance of Federal income taxes, It would seem to us highly important that
the Judgment of the commissioner on this subject should be subject to judicial
review, rather than to be made final. The commissioner, being a party in
interest, can not be an altogether unbiased judge, and it would he a serious
handicap to legitimate business enterprise if a corporation, having a principal
purpose other than tax avoidance in forming foreign subsidiaries, should be
subjected to taxation under these drastic provisions, as might happen In mny
cases where the commissioner would resolve all doubts against the taxpayer.
It Is evidently not the purpose of Congress to restrict the formation of foreign
subsidiaries where that Is desirable for other than tax reasons, and the law
should be so rained as to make the determination of this fact subject to judicial
review.

Section 112 (k) also provides that "a foreign corporation shall not be consid-
ered as a corporation unless the comnimiss:oner is satisfied that the principal
purpose of the exchange or distribution was not tax avoidance. This perhaps
raises a question as to how the organization should be regarded if not regarded
as a corporation. Should the Individual stockholders be taxed as individuals or
should the organization be treated as a partnership, joint venture or trust for
tax purposes? The tax effect might be widely different.

Ste. 113. Adjusted basis for determining gain or loss: Section 113 (a) (7) pro-
vides that the basis of property acquired after December 31, 1917, by a corpora-
tion in connection with a reorganization shall in all instances, in which Imme-
diately after the transfer an interest or control in such property of 60 per cent or
more remained in the same persons or any of them, be the same as It would be
in the hands of the transferor, increased in the amount of gain or decreased In
the amount of loss recognized to the transferor upon such transfer under the law
applicable to the year in which the transfer was made.

The revenue acts of 1924, 1926, and 1928 contained a similar provision, except
that the percentage of interest or control was fixed at 80.

In respect to the proposed change of percentage the report of the Ways and
Means Committee states that the reduction in percentage has been introduced
for the purpose of checking tax avoidance, "for the reason that experience Indi-
cates it Is easy to secure a temporary Investment of 21 per cent of friendly capital
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In the new corporation and theerby secure a stepped-up basis for the property
transferred;"

The proposed change In the law is objectionable in its retroactivity for the
reasons that-

(1) It seriously alters In a fundamental respect the effect of past and cent.
plated transactions, not only in the case of those who may have sought to take
advantage of a loophole in the existing law, but also in the case of those who
have acted upon the basis of the present law without any view to tax avoidance

(2) It deprives those who were in no manner parties to the original transaction
of rights which they were fully Justified in believing that they had acquired
under the provisions of existing law.

It is objectionable, in general, for the reasons that-
(3) It will tend to prevent reorganization of business enterprises and the

organization of new enterprises which, under existing conditions, should no the
further hampered or restricted.

(4) The existing law in this respect as construed by the general counsel is
inequitable in its application to the transfer of assets upon liquidation of a corpo.
ration.

(1) ssuming that avoidance of the sort sugested In the committee report
has taken place in the past and that it is entirely proper to close this avenue of
avoidance for the future, there is nevertheless no justification for the retroactive
force which in given to the change by making it applicable to all transactions
occurring subsequent to December 31 1917, especially in view of the fact that
many transactions have been effecteA in reliance upon the provisions of the
revenue acts of 1924, 1926 and 1028 without any view to tax avoidance. Those
who have acted upon the basis of existing legislation should not be penalized at
thl time In order to reach other taxpayers who are assumed to have avoided
taxation in a manner which the comment contained in the report indicates to
have been entirely legal at the time.

(2) Whenever substantial interests are involved the basis of property under
the Federal tax law Is invariably one of the factors borne In mind, aud it Is un-
doubtedly true that large Investments have been made and Interests ii corpora-
tions acquired with a definite and entirely justified understanding as to the basis
established under previous statutes. Although to change that basis at this time
would probably not be unconstitutional, suc a change would deprive investors
and others of rights which they had every reason to rely upon as fixed. In this
aspect the change Is certainly unconscionable and smacks of bad faith on the part
of the United States.

(3) In so far as the enactment of this provision would bear upon the interests
of the minority concerned in a reorganization, it scarcely seems equitable that
their intn ts should be affected by the action of a bare majority of those in
interest. .ai any event it seems unwise under present conditions to enact a pro-
vision which because of uncertainty as to its precise effect and future interpreta-
tion would definitely tend to induce hesitation in proceeding with the reorganiza-
tion of Industries and the entrance upon new enterprises.

(4) Finally there is a further objection to the provision which Is illustrated b
the ruling of the general counsel in 0. C. M. 7472 (IX-1 CD 184). In his
memorandum the general counsel holds that under this provision the acquisition
by any means whatever by one corporation of substantially all the assets of
another corporation constitutes a reorganization and that, a reorganization
existing, the basis of the assets acquired by a corporation upon dissolution of
another corporation is the same as the basis of the assets in the hands of the
dissolved company, this being true irrespective of the fact that the stoeckholdin
company has realized a gain or 1on upon the liquidation. Thus a company which
has purchased a 80 per cent interest in another company for $600,000 may upon
liquidation receive assets of that company having a cost to that company of
$300,000, which at the time of liquidation are worth $1,000,000 with the result
that the first company will be taxed upon a gain of $500,000 and nevertheless be
required to take over the assets at a cost of $300,000. In these circumstances
if he assets were Immediately sold for $1,000,000 the first company would again
be taxed upon a gain ot $700,000, the ultimate result being that income tax would
be levied upon $1,200,000 In respect of an Investment of $600,000 for which
$1,000,000 had been received upon realization.

The objection to the provision which arises upon the basis of the general
counsel's memorandum cited Is, of course, applicable to the provision as it stands
as well as in its modified form. It is now provided that in the case of transfers
falling within the provision the basis shall be "increased in the amount of gain
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and decrensed in the amount of los recognized to the transferor upon such
transfer." 1Iho objection which arisos under the interpretation of the provision
adopted by the general counsel in the memorandum cited might be obviated
by providing that the basis shah be Increased In the amount of gain or decreased
In ti amount of loss recognized to/the transferee. This modification of the exist-
log law should bo adopted in any event in order to avoid the inequitable result
fohiowig from the general counsel's Interpretation,

section 113. Adjusted basis for determining gain or loss: It is recommended that
section 113 (b) (1) (A) be amended to read as follows.

"1(L) General rule:, Proper adjustment In respect of property shall in all oaseso
he made-
I(A) for expenditures, receipts, tosses, or other Items properly chargeable to

capital account, including taxes and other carrying charges on unproductive
property: Provided, however, That no such adjustment shall be allowed for taxes
or other carrying charges for which deductions have bcen taken hythe taxpayer
in determining taxable income in the same year or in prior years.'

The purpose of the amendment is to give statutory authority for the allowance
of a similar adjustment which, during a period of seven years wo express
permitted by article 1861 of regulations 68, article 1 80 1 of Regulations
and article 501 of Regulations 74, promulgated by the Commissioner of Internal
Revenue under the revenue acts of 1924, 1926, and 1928 until revoked by an
amendment of article 861 of regulations 74 by T. D. 4301 on Au gust 6, 1931.
This was after decision by the Board of Tax Appeals In the case of Central Real
Estate Co. P. Commissioner (17 B. T. A. 770), whh held that section 202 of the
revenue act of 1924 did not allow such adjustment, although there was a dis-
senting option holding that It was permitted.

The provision in the regulations allowing the capitalization of taxeh and other
carrying charges on unproductive property was undoubtedly based upon the
report of the Ways and Means Committee of the House of Representatives sub-
nitted with the draft of the revenue act of 1924, in which the following statement
appears with respect to section 202 of that act'

IThere is no provision in the existdng law which corresponds to subdivision (b),
but the rule laid down therein is substa'ttlally the same as the construction
placed upon the existing law by the Treasury Department. It provides that in
computing gain or loss from the sale or other disposition of property the cost or
other basii of the property (and in the appropriate case the fair market value as
of March 1, 1913) shall be increased by the amount of items properly chargeable
to capital account and decreased by the depreciation and similar deductions
allowed with respect to the property. Under this provision capital charges, such
as Improvements, and betterments, and carrying charges, such as taxes on unpro-
ductive property, are to be added to the cost o? the property in determining the
gain or loss from its subsequent sale, and items such as depreciation and obsoles-
cence previously allowed with respect to the property are to be subtracted from
the cost of the property Wa determining the gain or loss from its subsequent sale."

The pertinent provisions of the regulations referred to above are as follows:
Article 1861, Regulations 65, under the 1024 act:
"In computing the amount of gain or loss, however, the cost or other basis

of the property must be increased by the cost of capital imnprovements and
betterments made to the property since the basic date, and by carrying charges,
such as taxes on unproductive property * * *,"

Article 15861, Regulations 69, under the 1926 act contains the same pro-
vision as above quoted, with the following additional clause:

"Where the taxpayer has elected to deduct carrying charges in computing
net income, or used such charges In determining his liability for filing returns
of income for prior years, the cost or other basis may not be InCreased by such
items in computing the gain or loss from the subsequent sale of the property."

In article 561 of Regulations 74, under the 1928 act, the provision is idenical
with that In Regulations 69 until the amendment made August 0, 1931.

The right to capitalize such taxes and other carrying charges or unproductive
property has been uniformly allowed under all the revenue acts in the case of
farmers and with respect to timberlands. See articles 131 and 251 of Regu-
la 'tons 74.

The justice of allowing the capitalization of such taxes and carrying charges is
obvious. A man who pays $20,000 for an unproductive property and carries it
for 10 years and sels it for $30,000 has not made a profit of $10,000. he has
at least paid carrying charges consisting of local taxes, so that his true net profit
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Is the difference between his gross profit of *10,000 and the aggregate of taxes paid
during the period of ownership.

Section 113. Adjouted basis for determining gain or loss: It i. recommended
that section 113 (b) 1j) (B) be amended by striking out the parentlheticai clause
"(but not less than the amount allowable)".

As phrased, subparagraph (B) requires that an adjustment should be made
for exhaustion, wear nid tear, etc., "to the extent allowed (but not less than the
amount allowable) ". The coupling of the parenthetical phrase "(but not less
than the amount allowable)" with the phrase "to the extent allowed", appears
to be somewhat inconsistent and at least confusing. In fact it nillifies tie latter
phrase. The practicall effect iuill be that in deternilng gain or loss the bureau
will in all ('Mes reduce the cost basis of property by the total amount of exhaustion
and wear and tear "allowable," whether or not previously allowed or claimed by
the taxpayer in prior years.

With the parenthetical phrase omitted, however, this provision will be sv,)-
stantially the same as section 202 (b) of the revenue act of 1924. That section
provided as follows

"In computing the amount of gain or loss under subdtvislon (a) proper adjust-
ment shall be made for (1) any expenditure propely chargeable to capital
account, and (2) any item of lose, exhaustion, wear mid tear, obsolescence
amortizaton or depreciation previously allowed with respect to such property. '

It is urged that the language of the 1924 act be adopted in the 1932 act by
limiting tte adjustment to such exhaustion, wear and tear, and so forth, as has
been previously allowed.

The requirement that there must be a capital adjustment for depreciation which
Is "allowable," whether or not claimed as a deduction and allowed 4th respect
to prior years, frequently works a hardship on the property owner and results
in an alleged net taxable profit in excess of that actually realized. In the prac-
tical application of the rule requiring an adjustment for depreciation which is
allowable, the bureau estimates the life of a building according to the material
and character of its construction, as for example, a 25-year life for a frame build.
fag, a 33-year life for a stucco building, a 80-year life for a brick building, result.
Ing in allowable depreciation at the raie of 4 per cent 3 per cent, and 2 per cent,
respectively. It Is the practice of the bureau, upon tle sale of improved prop-
erty, to reduce the cost by deducting depreciation at one of the rates mentioned
above, entirely Irrespective of whether or not the life of the property has been ex.
tended through expenditures for repairs. Consequently if, for example, a frame
building is sold after a period of 25 years the entire proceeds of sale are taxed
as a profit, whether or not the taxpayer has claimed the benefit of a deduction

for depreciation in prior years. When a taxpayer has kept his property in
repair and thereby lengthened ts life and has not claimed any deduction for
depreciation on his returns, it is unfair arbitrarily to reduce his cost basis by
a uniform, fixed percentage for alleged depreciation which has not in fact been
sustained.

Reguation 33 under the revenue act of 1917 recognized the fact that deprecia-
tion is stayed by repairs. Article 159 of regulation 88, relating to the amount
of depreciation which is deductible, provided as follows.

"The deduction for depreciation should be the amount of loss occurring duting
the year to which the return relates, estimated on the cost of the physical property
with respect to which such deduction is claimed, which loss resut3 from wear and
tear due to the use to which tile property is put and which loss has not been made
good through expenditures for renewals, replacements, and repairs, deducted
tinder the heading of expense for maintenance and operation."

Under the revenue acts of 1918, 1910, and 1917 depreciation was allowable as
a deduction only to the extent that it exceeded the cost of repairs, although the
amount expended for repairs was deductible in full. This was a reasonable
provision based upon a recognition of what Is unquestionably true, namely, that
depreciation Is stayed by painting and other ordinary repairs.

There are, however, some practical administrative difficulties in following the
above method in the audit of returns. But it would be a simple matter to limlt
capital adjustments to depreciation in an amount "previously allowed." Tle
burden of proof as on all other points would be on the taxpayer to establish to
the satisfaction of the commissioner that he had not been allowed depreciation
In every year. This he could do by submission of his books of account or his
prior years' returns. In the absence of satisfactory proof the commissioner
would, as a matter of course, adjust the cost by deducting depreciation for the
entire period of ownership.
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Tie amendment would correct what is now an arbitrary procedure in deter.

mining gain or los on the sale of property and would avoid the imposition of a
tax on a fictitious basi.

Section 114. Basis for depreciation and dojetion: By section 114 the basis
for depreciation and depletion in general is the adjusted basis for determining
gain or lois from sales as provided by section 113 (b). But such adjusted basis
Presupposes an adjustment for previous depreciation and depletion. Therefore,
for each taxable year the basis for depreciation and do )letion would change,
necessitating as well the use of a revised expectancy of ie and rovisod rates in
the computation of each year's depreciation allowance.

It Is accordingly recommended that the following clause be added to sub-
division (a) of section 114 and a similar clause to subdivision (b):", except that such adjusted basis shall be increased by any adjustment for
exhaustion, wear and tear, obsolescence, and depletion in respect of any period
after the basic date."

Section 808. Transfer for less titan adequate and full consideration. Section
06. Gifts made in property. Section 603, among the gift tax provisions, provides

that where property is transferred for less than en adequate and full consideration
hu money or money'. worth, the amount by which the value of the property
exceeds the value of the consideration shall be deemed a gift. Section 506
provides that it the gift Is made in property, the value thereof at the date of the
gift shall be considered the amounlof the gift.

The situation in the event of a gift by way of contract or option is not provided
for by these sections as they now stand. It is recommended that section 803
be amended by the addition of the following sentence:

"Where such property is transferred In pursuance of a prior contract, the
value of the property transferred shall be determined as of the time of the execu-
tion of the contract and the value of the consideration shall Include tie consid-
oration paid for such contract."

Section 506 should correspondingly be amended to read:
"If the gift is made in prope rty, the value thereof at the date of the gift

(except as otherwise provided in section 808) shall be considered the amount
of the gift.

Section 504. Net gifts: In many cases during the present period taxpayers
who are fortunate enough to retain substantial Incomes will find it humanly
necessary to make provision in excess of $3,000 per adult individual for the
support of indigent relatives. It is unfair that they should b subjected both
to income tax and gift tax on these benefactions.

It is accordinglY recommended that action 804 be amended by adding a
subsection (c) reading about as follows,

"(a) Gifts for support and maintenance: Gifts (other than in trust) made by
the donor during the calendar year intended and reasonably adap ted for the
current support and maintenance of dependent individuals related to the donor
by blood or marriage shall not, for the purposes of subsection (a), be included
in the total amount of gifts made during such year."

Section 811. Revaluation of depreciated estates-retroactive: This section
properly recognizes an extraordinary situation never within the fair contempla-
tlon of the estate tax provisions. But if a proviso that in no case shall the tax be
less than 60 per cent of the tax as ordinarily competed is to be inserted, then to
subdivision (o) should be added:

"; but In no case shall such basis be less titan 60 per centum of the basis com-
puted without reference to this section."

Otherwise, in cases where the shrinkage in value was more than 40 per cent
the basis for estate tax purposes would in effect be 60 per cent of the value at the
date of death, but the basis for income tax purposes wf.t be much lower.

TITLE IX. ADMI11I5TRATIVE AND GENERAL PROVISIONS

It is recommended that section 8226 of the Revised Statutes be amended
substantially in accordance with the following proposed new section of the revenue
bill of 1932:

"(a) Section 8226 of the Revised Statutes, as amended, as reenacted by section
1113 of the revenue act of 1926, is hereby amended to read as follows:

"Sao. 3226. No suit or proceeding shall be maintained in any court for the
recovery of any internal-revenue tax alleged to have been erroneously or illegally
assessed or collected, or of any penalty claimed to have been collected wit out
authority, or of any sum alleged to have been excessive or in any manner wrong-
fully collected, until a claim for refund or credit has been duly filed with the
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Commissioner of Internal Revenue according to the provisions ot law In that
regard, and the regulations of the secretary o the Treasury established in pur.
suance the reof' but such suit or proceeding may be maintaned, whether or not
such tax, penalty, or sum has beon paid under protest or duress and whether or
not paid before or after June 2, 1924. No such suit or proceeding shall be begun
before the expiration of six months from the date of filing such claim unless the
commissioner renders a decision thereon within that time, nor after the expiration
of five years from the date of the payment of such tax, penalty, or sum (unless)
except that such suit or proceeding (is begun within) may be begun water the
expiration of six mouths from the dat of filing such claim and before te expiration
of two years after the commissioner shall have sent notice to the taxpayer by
registered until of the disallowance of the part of such claim to which such suit
oroproceeding relates. The commissioner shall within ninety days after any
such disallowance (notify the taxpayer thereof by mail) send noticethereof to
the taxpayer by registered mail.

1(b) This section shall take effect upon its enactment; and shall apply to All
claims for refund or credit with respect to which the Commissioner of Internal
Revenue shall have mailed notice of disallowance within two years preceding the
date of its enactment, or with respect to which, although disallowed, the com.
missioner shall not have mailed notice of disallowance at the date of enactment
of this act and In such oases a suit or proceeding may be maintained if begun within
one year after the enactment of this act."

Section 3220, which provides for highly Important rights and limitations has
not been treated by the courts and by the Treury Department as free trom
ambiguity. Te taxpayers are entitled to a clear statement of the moaning
which Congress intended the statute to have.

The first proposed amendment would obviate the effect of the decision in
Warner v. Walsh (27 Fed. (2d) 952), in which it was held that the provision in
respect of payments tuader protest, first appearing in the revenme act of 1024,
did not apply to payments made prior to June 2, 1924, not under protest. As
this date has no significance, the proposed amendment would make the provision
ap I alike to all payments before or after June 2, 1924.'he proposed amendment with respect to the 2-year period of limitation run-
ning from notification of disallowance, instead of rom disallowance, is designed
to avoid the unfortunate effect of the decision of the Supreme Court in United
States v. Michel (282 V. S. 650), In which the requirement that the commissioner
should within 90 days after disallowance notify the taxpayer by mail was held
to be purely directory and to afford the taxpayer no rights. Under the existing
statute, therefore, the taxpayer has no certain means of knowing whether his
claim for refund has beci disallowed, and his right to bring suit may be barred
even though the commisioner never notnied him of the rejection of his claim.
Even if he were to make constant inquiry from the Bureat of Internal Revenue,
he would have difficulty In securing reliable information. Certainly a tax-
payer is entitled to definite and timely Information as to the date from which
the statute of limitations begins to run on his rights. This proposed amend.
ment has been approved at the last two annual meetings of the American Bar
Association.

While the language of the existing statute would seem to indicate that the tax-
payer may bring suit at any time within two years after the disallowance of his
claim, whether or not the 5-year period following the date of payment shall have
expired at the time suit is brought, officials of the Bureau o Internal Revenue
have expressed doubt on this point, so that it seems desirable to remove any
possibility of the denial of a right to begin suit within the 2-year period in eases
where the &year period from the date of payment shall have terminated. More-
over, as the statute stands, the commisloner may, after the termination of the
5-year period, refuse to take any action with respect to a claim for refund, thereby
making it Impossible for the taxpayer to begin suit within two years after the dis-
allowance of his claim. In all fairness the taxpayer should be entitled to begin
suit at any time after the expiration of six months from the date of filing his claim
and before two years after the commissioner shall have sent notice of the dis-
allowance of his claim.

Although probably not so important as the amendments suggested above, it
would be helpful to both the Treasury Department and the tax payers, and would
void unnecessary litigation, if a sentence were added to section 8226 rea ding
about as follows:"Whenever the Commissioner of Internal Revenuo shall notify the taxpayer
in writing that a claim for refund theretofore disallowed by the commissioner
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has been reopened for further consideration, the period of two year. for bringing
silt shall be suspended from the date of such notification to the date that the
conmisloner shall notify the taxpayer by mail of the action taken by him upon
recoisideration of siuch lhim."

TITtE IX. ADMINISTRATIVE AND GENERAL PROVIAIONS

It is recommended that the jurisdiction of the United States Board of Tax
Appeals be extended to embrace actions for the refund of income and estate
taxes claimed to have been erroneously collected.

At present actions may be brought in tits Court of Claims and in the district
courts of the United States for the refund of Federal taxes claimed to have beei
erroneously collected. Only in the Court of Claims does this procedure afford,
however, a tribunal which may he said to have given any special ittelition to tax
problems, and even that court Is largely concerned with claims against the United
States which have no relation to questions of taxation. Tio United States Board
of Tax Appeals, on the other hand, is a selected body of ian who are giving their
entire attention to the determination of income and estate taxes which may be
owed by taxpayers to the Federal governmentt,

Under existing law, while the jurisdiction of the Board of Tax Appeals does
extending to finding that a refund of taxes may be due the taxpayer such a
finding may be reached only if the Commissioner of Interral Revenue los first
made claim that the taxpayer is further indebted to the United States for tie
year In question, The taxpayer may then appeal the eominimoner's determina-
tion to the board and make a counterclaim for a refund. Whether or not an
isue involving a possible refund may be tried out in the Board of Tax Appeals
depends, therefore, on the accident as to whether or not the commissioner has
sserted an additional tax for the same yetr. Quite often a taxpayer must
raise the same question involved in more than one year in different tribunals.

The procedure before the Board of Tax Appeals In the case of proceedings
based on the rejection by the commissioner of claims for refund filed by tax-
payers can, with minor adjustments, be made quite similar to that in the appeals
now taken from deficiencies proposed by the commissioner. Probably aio addle
tional machinery or personnel would be called for. The progress which the
board has made in disposing of the deficiency cames brought before it warrants
creation of the enlarged jurisdiction.

In view of the practice of the board in holding hearings at various points in
the country wherever the volume of business warrants the sitting of a board
member, it is felt that the graO, to the beard of jurisdiction over proceedings
based on rejected claims for refund will make the prosecution of their rights
less expensive and more convenient for taxpayers other than those situated near
the Court of Claims. With this advantage, plus the demonstrated technical
ability of the present personnel of the board, Iris believed that legislation fur-
thering such jurisdiction will be in the interest of taxpayers, the members of the
bar, and the general public. Incidentally, it will tend to relieve the present
congestion in the district courts.

The proposed grant of jurisdiction to the Board of Tax Appeals was approved
by the American Bar Association at its annual meeting held in August, 1930,
and such approval was reaffirmed at its annual meeting held in September, 1931.

It should perhaps be added, to avoid any possible misunderstanding, that the
jurisdiction recommended is concurrent with that of the existing tribunals and
relates only to the trial of proceedings brought after rejection of a claim for
refund by the Commissioner of Internal Revenue, and not to the review of
claims allowed or under consideration by the commissioner. To the latter
anomalous extension of jurisdiction, if seriously proposed, this committee would
be definitely opposed.

Respectfully submitted.
HUGE SATTERLEE, Chairman. GEORGE E. HOLMES.
STUART CHEVALIER. LEwIs M. ISAACS.
Gaoaoz E. CLEARY. Joscraa B. LYNCH.
Pscv W. CRANE. ROSWELL MAGILL.
CHADS A. CURTAIN. MARTIN SAXE.
RAYMOND B. GOODELL. GARRARD B. WINSTON.
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STATEMENT OF ROBERT 3. COULSON, NNW YORK CITY, CHAIR-
MAN COMMITTEE ON FEDERAL TAXATION, AMERICAN BAR
ASSOCIATION

Mr. CouLsoN. Mr. Chairman and members of the committee, I am
appearing as chirman of the Committee on Federal Taxation of the
American Bar Association. That is a committee that is appointed
annually to make such suggestions to the legislative and administra-
tive authorities in connection with Federal taxation matters as may
seem to make for the just and elflcient administration of the law, and
the members of the committee have examined t. R. 10230 with that
in mind.

We have a full appreciation of the heavy burden you gentlemen
face in settling utpon the objects of taxation and the appropriate rates
so as to accomplish the end of balancing the Budget, which seems to
he generally recognized as desirable.

Since the burden of taxation under any bill this committee reports
out must necessarily be heavy on the taxpayer it is of course of even
greaterr inportance that no provisions of the act can be open to any
ust or sound criticism as being inequitable or unfair in their applica-
tion. In other words, the heavier the burden the more care should
be taken in adjusting the tax straps so that the carrier shall not be
unnecessarily chafed.

We want to make suggestions as to just two or three sections of the
act front this point of view, confining ourselves to sections which
because they have not affected some industry or some organized
group, I think have not been discussed before your committee.

The first items that we would call to your attention are sub-
dlivisions (r) and (s) of section 23. That introduces a new prinelple
into our income tax legislation. The principle that losses on securities
shall not be taken by a taxpayer as losses unless there are offsetting
gains against which they can be applied.

Now our revenue acts were criticised by academic students in the
period of 1924 to 1929 because they taxed capital gains. The con-
tention being that as applied to rofits on securities we held securities
that would otherwise be sold, ol the market, and built up that top-
heavy security price structure which when it collapsed in 1929 helped
to brng on us this present problem with which we are still struggling.

Senator Ria.n. ]vave you any doubt but what it did help?
Mr. COULSON. I am confident it did, Senator. There was some

justification, however, for it. In the first place the Supreme Court
held that capital gains could properly be treated as a part of normal
income under the Constitution.

In the second place it gave the Federal Government during the
golden days of 1924 to 1029 large elements of income that went to
reduce our national debt.

The rtnen that paid those taxes on capital gains were not the so-
called rich that we hear so much about in this tax discussion. The
average man who was lowly anti laboriously building upi acomipetence
for his family was persuaded in those post-war days to withdraw his
money from his local savings bank or from local mortgages, and
invest it in securities, and when those securities appreciated those mien
sold. They paid their tax. They reinvested.
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When you say to a man like that that under the act now under
consideration when he sells because of necessity these depreciated
securities that he bought from 1924 to 1929, he can not deduct the
lose unless he has a corresponding gain in security, his answer is that
he would not sell his depreciated securities if he had any that showed
him a profit.

More than that, the average man faced with that section feels that
it is unfair and unjust; that it is a "heads I win, tails you lose"
policy.

The CHAIMAN. That is about what it is, is it not?
Mr. CouLsoN. And we think in any tax measure where the burden

is necessarily heavy, that if any provision is open to such criticism
it is bad law. It seems to me that as a matter of practical working
you are doing a very dangerous thing if you carry that provision into
the act.

In every depression that this country has had the recovery has been
symbolized by new development enterprises being built up. What
we need to pull us out of this trough we are in is men with ideas as to
new enterprises new industries. They have to go somewhere to get
the money. They go to people that have it. They get it from the
sale of securities, stocks, and bonds. If you tell the men who furnish
this development money that if in the I out of 10 chances they win
they are taxed at high surtax rates, but in the 9 out of 10 chances
where they lose they can not deduct the loss, I think you are driving
them to tax-exempt securities. I think you are going far towards
drying up development money at its source. I think the ultimate
effect on business in this country is going to be extremely prejudicial.

I understand that the justification for the section, in so far as there
has been a justification, is that it prevents men who would pay large
surtaxes from taking losses. I think this committee could accomplish
that far better by extending the wash sale period of 30 days to a year,
if necessary. Because if there are real losses they ought to be taken.
The men that would take real losses have paid real taxes on real
profits during the past period.

Now I do not want to take any more time on this section. I am
trying to economize about 30 per cent d this 10-minute allowance.
But we do definitely recommend that subdivisions (r), (s), and (t) of
section 23 be eliminated from the act.

I only want to speak by reference, and I will pass on and file the
suggestions.
Weare also urging on the committee that they make the provision

in section 322 of the act reciprocal as between the Treasury Depart-
ment and the taxpayer where proceedings are brought before the
Board of Tax Appeals, that if an under-payinent is found the Treasury
Department can collect it regardless of limitation. If an overpayment
is fVound the TreasuT can refund it regardless of limitation. In other
words, it is merely an equalization measure.

I also want to very briefly present our recommendation with regard
to the earned, subdivision (g) of section 25. We feel that that
reduction of the limitation from $30,000 to $12,000 is unfair. The
American bar Association has considered at many of its annual
meetings the suggestion as to equalization between the rate of tax
on the earned income of the wage earner, the laboring man, the salaried
man, the professional man and the man who is using capital in his
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business. The man who is using capital has allowances for the depre.
elation and exhaustion of his fixed plant. You give none, except in
this section, to the laboring man, the wage earner, and the professional
man. If it is an equalizing section it is hard to justify the reduction
of limit from $30,000 to $20,000 when coincident with the reduction
in rate on the smaller income through the method of application.

Senator REpD. Mr. Coulson, I have argued that until I am hoarse
in the last three tax bills, and you can not get Congress to think of
these taxpayers as anything else than capitalists. They do not
realize that this bears hardest on the professional men and the business
executives.

Mr. COuLsON. It bears heavily on a lawyer who has worked for
instance for several years on a case and has not received anything
during those years for his work, and then gets his pay in one year for
several years work.

Senator REE. Cass Gilbert got his whole fee for all the work he
had done for years in connection with the Woolworth Building, in
onyear, and he had to pay 65 per cent to the Government.

Mr. Coup~soi. Yes.
There is one other section I want to refer to. This is the proposed

amendment of section 104 of H. It. 10236. In this case the proiision
is in the existing tax law. Section 104 of this bill and section 104 of
the revenue act of 1928. Used to be 220. It is not an income
producer. It never has been. It is an attempt to force personal
investment companies to declare dividends. It is common talk that
within the Treasury Department they doubt its constitutionality.
It applies a rate of 50 per cent on the entire eannngs of a corporation
if it shall be deemed to be created or used to avoid surtaxes. And it
applies that rate even though they have declared in dividends three-
fourths of their income. There is still 50 per cent of the additional
tax applied to the old income.

Now I think that a provision in the revenue act which is a threat
and not a revenue producer is bad. I think that instead of the
Treasury Department's contention that it makes these corporations
declare dividends they otherwise would not declare-I think the
result has been to drive personal investment companies into foreign
fields. And I think that if in this provision of section 104 you reduce
that rate from 50 per cent to 4 or 5 per cent, if you make it apply to
undistributed income, the Goverment's revenue from those personal
investment companies will be greater. I think you will'stop in p art
this transfer of investment companies to foreign countries. It is
perfectly true you are trying in this act to get that in other ways
but the effectiveness of those provisions has not been tested. And
I think that that modification in section 104 would be a revenue
producer.

I wish to file a memorandum for the record, Mr. Chairman.
The CHAIRMAN. The memorandum may be printed in the record

at this point.
(The memorandum presented by Mr. Coulson is here printed in

the record in full, as follows:)
MEMORANDUM BY ROIERT E. COULSON

For a number of years past the president of the American Bar Association has
annually designated a committee on Federal taxation to cooperate with the Federal
legislative and administrative authorities with a view to bringing to the attentlou

1400



UMVHNVU ACT OF 108 1401
Of such authorities such suggestions as will make for an orderly, efficient, equit-
able, and prompt administration of our tax laws. The endeavor on the part of
this committee and its predecessors has been to confine its suggestions to such
administrative matters and to avoid dealing with the more sultantial problems
al to what subject-matter shall be selected for taxation by the 1 federal Govern-
mont and what rates of taxation shall be applied.

This committee has a full realization of the present problem which confronts
the Senate Finance Committee in doterining the extent to which the subject
matters of taxation dealt with in HI. It. 10230t are wisely to be taxed and the
rates to be applied with a view to meeting the generally recognized need of bal-
ancing our Federal Budget.

Since the burden of Federal tai.ation, in the existing emergency, must of neoes-
sity fall heavily upon the American people, it Is of vital il portance that so far twpossible the wieoasure shall leave the blinds uf the Senate lituance Cominittee free
roin any just ground of complain$ on tie l,,rt of thxpnyars as to injustice or

Inequity In the nIlaner of application or administration of such taxes.
The willingness of th A morican people to carry any necessary burden of

Federal taxation can not be doubted. For that rcrs'omi a maximum effort should
he maide to OtanL a law which, though heavy in its burdetis, may fairly be claimed
to be just ad equitable in its appliation of necessary taxes.

I. SUADIVIRWON (U), (), AND (T) OF M ITION U OP fl U. 10R, I IlTnoDuvcINu INTO
OUR INCOM10 TAX LAW AN UNFAIR AND UNROUrJI) PRINtIPLE, AND ARM OP
DOUBTFUL CONTITUTIONALITY

During the period front 1924 to 1929 frequent criticism was heard from aca-
domi students of tax legislation becanai our income tax law taxed capital gals.
It was urged that tlhe taxation of capital gains even at the reduced rate of 12%
per cent, which came into our income tax legislation with the act of 1921, was a
deterrent to the free sale of securities. It was contended that this obstruction
to the free sale of such securities created an artifieid price level in the security
markets by withholding from the markets supple, of securities which would
otherwise have been offered for sale. This, it was contended, in large measure
produced the top-heavy security price structure of 1928 and 1929, to the collapse
of which a part of our present difficulties may fairly be attributed.

The Supreme Court, however, held that as a matter of law the sixteenth amend.
ent did empower Congress to tax capital gains as a part of general come.

There remained, therefore, no doubt as to the constitutionality of the provisions
of the act which Included in income capital gains.

There was, moreover, a justification for the inclusion within the scope of our
income tax law of a tax on capital gains as a part of current income. That Is,
that it gave to our Federal Government large additional tax collections which
were needed and which wade it possible for us to cut down our national debt so
rapidly during the postwar period.

These taxes on capital gains, largely arising from the sale of securities, were
not collected solely from the rich. The investing public in this country had
broadened greatly during the war period. The average nan who had gradually
accumulated r small competence for his family was often persuaded to withdraw
this from savings banks and mortgages and to invest it In stocks., When these
stocks appreciated in value they were sold and after a tax on the profit was paid
the proceeds were reinvested in like securities.

From the individual who paid taxes from profits derived from the sale of
securities in the years prior to the collapse of 1929 there comes an Immediate and
vigorous protest the moment he understands that when he now of necessity sells
securities which he holds at a loss to meet lis present emergencies, that loss, real
though it is will not be deductible under H. R. 10236 in determining his taxable
income. When you tell that man that he can deduct the loss if he has corres-
pondint profits during the same year on the sale of securities, his answer to you is
hat if he had any securities that he could sell at a profit he would not be selling

securities at a loss. I doubt whether many of the Representatives who voted 'or
this bill in the House realized how widespread will be the feeling of the injustice
of the principle embodied in subdivisions (r) and (s), how free from geographical
limitations that feeling oil injustice will be, to how great numbers it will extend,
and how far down in the economic strata it will go.

Generally speaking, a provision in a tax law which impresses the great bulk of
those affected by it 'as being unjust and unfair in principle, works badly. We
are confident that subdivisions (r) and (s) are going to work badly and'that in
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the long run they will ailect the income of the Federal Government adversely to
an amount far iii excess of the Immediate gain which they are intended to
aceomplilsh.

When one looks back at past economic depressions in this country, one realizes
that one of the great aids to recovery in the past has been the wiiingnems of the
American people to engage Ii the developinent of new enterprises which give
now employment to labor which has been thrown out of employment during the
depression: What this country needs to-day are muen with the energy to con.
oelve new business enterprises, new industriad developments, and the ability to
carry theim throulth. 1heme mel, as a rule are forced to seek capital. Under
our existing capitalistic orgalization of society tile money for development enter-
prises is ordinarily obtained by the sale of stocks and bonds to persons who are
willing to take the great speculative risk of developing new industrie., If, by
injecting Into our income tax law a red flag warning money away front develop-
ment investment, we tend to keel) down Investment In development enterprises
and to drive money Into tax-free investment, we are postponing otur national
recovery froin the present depression and ultimately reducig otir Federal tax
income to ani extent far out of proportion to any finiediate gain through cutting
off taxes lost during the present period.

There is substantial ground to contend that subdivisions (r) and (A) amount
in practilei effect to taing gross income arising front the sale of securities rather
than tile actual "Imcomeie" contemplated by the language of the sixteenth anend-
ment. It has fmoin the start been the hntrpretation of ths legislative authorities
and of the bar that tie word incomee" us used In the sixteentl amendmlnt
meant flet income and not gross income. If this be so, tie princile embodied
it subdivisions (r). and (s) is of doubtful constitutional ,ounness.

The justiflcatiou urged for subdivisions (r) and (s) has boon that they will
prevent tile rilh from taking losses on wash sales of stocks and so avoid Idghi
surtax rate,. If the sales are genuine and the losses are real, and if these sante
men paid taxes on their profits on similar securities during the prosierous years
which ended In 1929p it is fair that they should now deduct their losses. If'their
losses are not real but fictitious, the Treasury Department hA ample machinery
and authority in the law to disallow such losses. Certainly this special situation
is not one to be cured by introducing into tile act a wrong and unjust principle
which will create In the minds of millions of our citizens who are not rich tit
feeling that the Federal Government Is dealing with them unfairly ald unsoundly,
and whilh gives promise of drying up at its very source money which ought *o
be used for the development of new enterprises in this country.

The tax leak that It complained of through the sale of securities which are
repurchased after the lapse of 80 days can largely be cured by extending the
30-day period fixed by section 118 of H. R. 1023 to a period of one year. If this
were done losses would only be taken upon genuine sales of the stocks in question
and the Ireasury Department has under the act ample power to deal with pro-
tended sales wlichi are not real sales, especially under a revenue act which
embodies gift tax provisions.

We therefore urge upon this committee that subdivisions (r), (4), and (t) of
section 23 be eliminated front the act and the reference to these subdivisions is
subdivisions (e) and (f) of section 23'be likewise eliminated from tile act,

11. SUGGESTED AMENDMENTS IN THE LANGUAGE OF lNCTlON 322, H. R. 10230

When the Commissioner of Internal Revenue determines that a tax is due in
excess of that shown by the return, the taxpayer Is permitted to file his petition
with the United States Board of Tax Appeals. In the proceedings before the
board it may develop either that there is a greater additional tax (deficiency) due
than the eommiissloner has asserted, or that instead of any additional tax the
tax has been overpaid. Under section 272 (e5 of 11. R. 10236, the commisioner
pay assert a claim for the greater deficiency shown before the board and collect
it apparently without regard to any statute of limitations. This right, however,
is not a reciprocal right so far as the taxpayer is concerned. If the proceedings
before the board show that the tax was already overpaid, the excess payment cam
be refunded to the taxpayer only if a claim for refund or the petition was filed
within two years after tne tr.x was paid (sec. 322 (d). H. R. 10236). As a matter
of common fairness, if the liability for increased taxes remains open, so should the
right to refunds.

This committee therefore recommends that section 322 (d) of H. R. 10230 be
amended by striking out the last sentence thereof and otherwise modifying It to
read as follows:
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"(d) Overpayuwntfotund by board.-If the board finds that there is no deficiency
and further finds that the taxpayer has made an overpayment of tax in respect
of the taxable your in respect of which the cotittissioner determined the (lefid
cioncy, the board chall have jurisdiction to determine the aniount of sch over-
hay ment, and such amount shall wIhen the decision of the hoard las become
i, I be credited or refunded to the taxpayer, and it suit or proceeding for such

amount in the Coturt of Clanis of district court shall lie on behalf oif the tax-
payer If brought within a period of two years after such decision b jo.ies flnal,
totwithstaninIg other statutory limitation."

Il. 5UIDIVNMION (0) OP ANoTtON

As a further taatter of comment this comunittot' would like to iter prott st
against the provision if section 25, subdivision (g) of IT. It. 10236, which reduices
the dedictions allowed for earned Income, both by change In the rate of deduc-
tion and by reduction of the Ilmitation on the earned Income dedluctiotn from
$30,000 to '$12,000. rhe Americanl liar Association lits on soveria occasions
gone ot record as in favor of the prnilple of ullowhtig to the hidividuial carter a
deduction which would correspond to the deductlois allowed blisillets cliter-
prises for depreciation and for exhaustion of their productive an4ts. The
wage earner, tie salarled enployee and the profeslsinl wn al oir a "olaint
exhaustion" which is jistt as real as that of tite business enterprise. If it be
t nit that ai atialogoit deduction should he allowed, then it is unfair to reduce
he maximumi liitation front $30,000 to $12 000, espeally in view of the fact

that the credit itself has been reduced front 2A per ccnt of the tax to a deduction
of 112 per cent of the total income.

Tihe Ameriean liar Association has at several of its annual meetings dofluitely
taken the position that there should be a credit on earned Income In order to
adjust the inequalities which exist under the tax law between those who derive their
Income from the utilization of capital and those whose income is obtained solely
through their personal efforts and services.

IV. PROPOUntD AMiNDMENT OF SECTION 104 O H. It. 10280

We desire to call to the attention of this committee another section of the bill
before it which is open to objection. In this case, however, the provision Is in
the existing tax law. We refer to section 104 of this bill, and section 102 of the
revenue act of 1028.

This section purports to Impose a tax of A0 per cent, in addition to the ordinary
tax upon a corporation, upon the Income of a corporation which is created or
organized or availed of to prevent the imposition of surtaxes on its stockholders
by an unreasonable accumulation of surplus. This provision in substantially
Its present form has been in our revenue legislation since the 1924 act.

The Treasury Department has, upon former revisions of the revenue act, urged
the retention of this section on the ground, apparently, that the existence
of the provision in the act causes personal Investment corporations to make
dividend distributions which they would not otherwise make. It is common
talk that a serious question has been raised within the Treasury Department it-
self as to whether this section 104 is constitutional. The 50 per cent rate fixed
by the section upon the entire income, without ay allowance for amounts
already distributed from income by such a corporation, clearly partakes of the
character of a penalty rather than a revenue-produciig tax.

We suggest to this committee that it is unsound fiscaldraftsmanship to include
in a revenue measure any provision which while purporting to be revenue produe-
ing, is retained for its threat value. We think section 104 ought to be made
revenue producing and we believe that this could be done by cutting down the
rate of additional tax fixed from 50 per cent to say, 4 or 5 per cent, and by having
such additional tax apply only to undistributeA net earnings of the current year.

Unquestionably a considerable part of the use by the wealthy of foreign com-
panies to hold securities has been due to the presence of section 104 ini the act.
It is true that H. R. 10236 attempts to deal with the avoidance of income taxes
through the use of foreign companies, However, the effectiveness of these
clauses Is still to be decided. In a tax measure in which is included estate taxes
at a high rate, the basic objection to the accumulation of surplus by personal
investment corporations is largely reduced. A modification such as is here
proposed In section 104 seems to this committee likely in the long run to increase
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substantially federal taxation revenues as compared with the unenforeed and
possibly uounforveable provisions in section 104 In its present form,

Respectfully stubtmitti. .IolITm E. CouLsoN, Chairman,
Loos A. Utamcmus,
HARRY C. WMICKS,
RICHIARD S. DOYLKI,
IAIiY KUTS(0I1b141,

PinUo W. PtILN, t,

Commttiltee on Federal 'Iixtion, Americua lar Association.

LITTIR OF 1. R. M'CARL, COMPTROLLER GENERAL Of TIl UNITED STATES

Holt, 1XICI) 8foo, WAIIINGTON, April 11, 195.

Chairman Committee on Finaylve, United States Senate
DJIAit Mit. CHAIRMAN: In view of the noe for economy in administration it

appears the duty of this olico to point out that the enactment of section 1103
o i. It. 10230 authorizing the Secretary of the Treasury to designate agents in
charge of divisions of internal revenue agents to act as special disbursing agents
for payniwwt of alaries and eopenom of such divisions, will, to the extent it is
employed by the Secretary, uusc increased and apparently unnece"ary cost of
adm t itttlton,

Section (3144, devised Statutes, requires collectors of internal revenue to act as
disbursing agents of the Treasury or the payment of all expenses of collection of
taxes and othor expenditures for the internal revenue service within their respect.
tive districts

Notwith latditig that revere agents it elrge are In almost all oases located
in the sameo city anld il many instaweii lit the sino building with a collector of
internal revenue there hos developed the unauthoriped practice in the Treasury
I)epartmoit of deoignating revenue agents in charge as disbursing officers for the
payment of salaries and expenses of their respective divisions. This condition
has given rise to the rcndit ion of approximately 37 accounts involving the pay.
luet of salaries and oxljenses of employees in the sane department by two
disbursing agctits who, it many casts, are located in the same building, and was
challenged by this office am unlawful. Section 1103 as proposed in H. R. 10236
is to give legal effect to an uncecsmary as well as a more expensive disbursing
procedure than thie one provided for t'deir section 3144, tev1edqtatutes.

Since the pritcilpal office of al internal revenue agent in charge is within the
cotifines of sme collection district in which a collector of internal revenue has an
organized disbursing unit, it wold give a more economical and efficient disbursing
system to have all expenses of the collection of taxes including expenses of divisions
of internal revenue agents paid by the collector of each respective district, as
required by law, than to maintain two (lsbursing offices within the same service
as would be required under section 1103, ts proposed. The consolidation of the
(isbursing duties of cacti collection district undea the collector therein as now pro.
vided for it section 3144, Revised Statutes, would without any additional expense
to the Government enable internal tovenue agents to devote their entire time to
itdmniistrative matters relating to investigations and audit of tax returns. It
would reduce the number of acecAnits rendered to the Federal accounting agency
ald thereby result in a saving of t'ae required for recording, posting and settling
monthly accounts of aproxinately 37 Internal revenue agents with a similar
saving in the Treasury Department in the preparation of Treasury statements
arid posthig the aecotints umder separate symbols.

By following the law, section 3144, Revised Statutes, other indirect economies
would be effected it that the internal revenue agents would not have a divided
responsibility- their administrative respMsibilities should not be subordinated
to their bonded ald personal rcspoiisibilities to account for funds advanced for
disbursement of vice versia. They should not be permitted to neglect their pritci-
pal duties to care for accounting inatters that may not be less exacting.

For the reasons stated it is recommended that section 1103, proposed In If. R.
10236, )age 284, after line 3, e strilcken from the bill.S in c e r e ly .

. I . M C U
J. it. McCrlncomp~troller Gene ral of the Unidted ,Itates.
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STATEMENT OF M. 3. FLYNN, REPRESENTING AMERICAN WAGE
EARNERS ' PROTECTIVE CONFERENCE

Mr. FLYNN. Mr. Chairman, and members of the committee, on
behalf of America's Wage Earners Protective Conference, composed
exclusively of international unions, affiliated with the American
Federation of Labor, sometimes referred to as the Tariff Group of
the American Federation of Labor, we wish to lay before you some
facts that are of tremendous importance to the industrial workers of
America in so far as they relate to employment opportunities and
tax legislation.

I need not dwell at this time on the deplorable conditions existing
among American industrial workers. With 8,000,000 or more totally
unemployed and with two or three million additional working part
time, which means anything from one-half a day to three days per
week, it should be conceded that a national emergency exists.

We wish to direct your attention especially to a condition now
existing which has a far-reaclng effect on tile revenues or taxes col-
lected and also a serious effect on the employment opportunities of
American workers.

Prior to some six months ago all of the leading nations of the
world were on the gold standard. In other words, their currency
had a standard world-wide value. 'T'o-day, and for some months
past, this condition does not prevail., The Treasury of the United
States is deliberately losing many millions of dollars due to tile
depreciated value of the currezwy of those foreign nations from
which we import commodities or goods.

Labor is interested in import values, especially in the quantity of
imports. From quantity we can measure employinent opportunity in
a way understandable by the average industrial worker. When we
say, that as a result of our Treasury Departuwunt continuing to collect
custos duties on the basis of present-day vale of depreciated forei gn
currencies, we are losing millions of (ollai-r each ycar, we make no idle
statement. We lave taken the imports, from England for the month
of December as an illustration u)on which to base our statement.

The imports from England for the month of l)ecember, 1931, on at
leas tthe five commodities I have referred to, entered our customhouses
on the payment of soie $250,000 less than the same quantity of the
same goods were permitted to enter the custom house in l)ecember,
1930. This means that in i 12-month period, with conditions as they
were in December, and, as they are substantially to-day, the Treasury
of the United States would actually collect sonc $3,000,000 less than
was the intent of Congress when the present tariff act, was passed.

Senator REE,.D. On those five coneneodities alone?
Mr. FLYNN. I have taken only five commodities.
England is one of 11 foreign countries, the curtncies of which are

badly depreciated as a result of those countries' going off the gold
standard.
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In passing, let me say at this time that we do not seek to havo
America go off the gold standard and that we are heartily in favor of
baiancin the Budget.

However, we do not bilieve that the industrial workers of America
should be denied employment opportunity through legislative and
executive action on the part of represontativcs of forein coun-
tries. We are not seeking any embargo. We ore not seeking at
this time any change in tariff rates. We do believe that thiti
committee should recommend, in the pending revenue measure,
that the intent of Congress, as laid down in existing law, should be
enforced, and that customs duties imposed on the products of foreign
workers should be collected on the basis of the normal value of thte
currencies of the countries from which these imports come.

As an illustration, we believe that the English pound for dutiable
purposes should he valued at $4.86 per pound. That when any
commodity is entered at the customhouse the Seretary of the
Treasury should be instructed to collect customs duties on the basis
of such value. That, temporarily, while this emergency exists, the
Secretary of the Treasury should add to the declared import value
the percentage of depreciation in foreign currency prevailing and
that these duties should be placed in the Treasury of the United
States where Congiess intended it should be.

We have not had the opportunity of making a similar analysis of
other commodities which compete in the American market with the
products of American labor, but we do unhesitatingly believe that
this figure of $3,000,000 can be multiplied many times.

Mr. Chairman, this is not new taxation. It does not place addi-
tional taxes on any American producer or any American consumer.
It simply means that the American purchaser of the products of
foreign labor shall pay into the Treasury of the United States that
tax or duty levied by Congress in existing law.

Mr. Chairman, the industrial workers are vitall interested in this
matter because it means the difference between idleness and employ-
ment opportunity to them. There are many commodities being
distributed throughout the United States to-day, the product of
foreign. workers, due in great part to the depreciation of foreign
currencies.

'We have not drafted any language for presentation at this time,
preferring to let the experts of your committee draft the language i
the manner you deem most advisable. We say to you, without
,esitancy, that the correction of this condition will, to our minds,
materially help many thousands of American workers find employ-
ient opportunity which (loes not to-day exist.

We k iow from positive knowledge that there are industrial plants
in this coulitry at the present time either sht down or working part
time, due to the fat that the employers realize that they can not sell
the products of the American workers, in the American markets, in
competition with many of the products of foreign workers, which are
being landed on the declaration of value and payment of customs
duties in depreciated foreign currencies.

Mr. Chairman, I find this, that France, on August 1, 1931; Ger-
many on January 19, 1932; and Spain, on September 11, 1931, all of
them by executive decree, added a customs surtax to the goods coming
from countries having depreciated currencies.
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Senator Run. Did not Canada do something of the same sort?
Mr. FLYm,. I think it did, but I just use those three as illustrations.
We wish to add to our request that the excise tax now carried in

the bill on the imports of foreign-produced oils and coal remain in the
bill. In fact, we believe that this committee, in view of the condi-
tions now existing, should substantially increase the excise taxes
levied. The Taift Commission,, after a thorough investigation,
found that there was a difference in the cost of production of South
American, as compared with domestic oils of $1.03 per 42-gallon
barrel. The excise tax carried in this bill levies only I cent. We
believe that you should at least make it 2 cents, which will then only
equalize the difference in cost of production, as found by the Tariff
Commission.

In so far as coal is concerned, I need not dwell on the deplorable
conditions existing in the mine fields of America. We have the coal-
we have the equipment-we have the miners. Thousands upon
thousands of miners are unable to secure work while the consumer,
who previously used the product of American labor, is using the prod-
uct of what is virtually forced or slave labor of Russia and the Oient.

Our attention was recently called to a contract made with a promi-
nent Atlantic seaboard conern wherein they contracted to distribute
in New England Pome 400,000 tons of anthracite coal from far-off
Indo China.

Mr. Chairman, such conditions need immediate attention and we
believe that an excise tax of not less than $2 a ton should be levied
to protect the employment opportunity of the American Mine
Workers.

There is one other item we wish to suggest for your consideration.
Some years ago a vast number of substantial citizens and legislators
were led to believe that food and liquid consumption could be regu-
lated or controlled by legislative enactment.

After some 12 years of bitter experience most of those who are at
all tolerant now fully realize that they were wrong. The average
present-day speakeasy is admitted to be far more dangerous to the
community than ever was the saloon. There is every reason to believe
that there is as much, if not more, intoxicating liquor consumed to-
day than there was when the Volstead Act became the law.

American labor believes in and, as a whole, practices temperance
and tolerance to a greater degree than most of those who are referred
to as prohibitionists.

We ask that your committee favorably consider the raising of some
500 or 000 millions of dollars each year in taxes by legalizing the
manufacture and sale of 2.75 per cent beer, which we believe is non-
intoxicating in fact.

Such action on the part of Congress would promote real temperance,
would provide the revenues we have indicated, would provide almost
immediate employment for 500,000 building tradesmen permanent
employment for 100,000 brewery workmen, employment for hundreds
of thousands of workers in other trades would provide a profitable
American market for the product of thousands of American farmers.

Mr. Chairman, we have been asked by soine members of the Senate
as to our attitude on an excise tax on imports of copper. We take a
position on that subject similar to our position with respect to other
commodities. We are interested in employment opportunities.

1407 -



JZVKNMM ACT O 1953

We do not believe the copper miners of America should be reduced
to the living and working standards ezating in Africa.

STATIMINT OF WILLIAM Do WELSH, PORT ANOIL, WASH.,
PAST COMMANDER OF THe AMEICAN LEGION, DEPARTMENT
Of WASHINOTON

Mr. WumAi. Mr. Chairman and gentlemen, my name is William
D. Welsh, Port Angeles, Wash. I will take up the complete time.
Mr. Reno Odlin, of Seattle, also past commander of the American
ion, Department of Washington, will not speak at this time.
Gentlemen, I want to say briefly that the American Legion is here

in Its own interests and in the interest of the workingmen of the

State of Washington, and not appearing for any group or for any
industry as an industry.

I want to say at this time we are not here asking any bonus; we are
not here asklnj any dole, we are not here asking any pensions. We
are here in the interests of the 125,000 to 150,000 unemployed men
in the State of Washington.

The reason for our appearance here should be apparent to you.
Through the national organization of the American Legion there was
set up in the State of Washington and every other State in the Union
an unemployment commission with which we worked with the Ameri.
can Federation of Labor. I was appointed the legislative chairman
of the State of Washington. At my own time and my own expense
I am back here to acquaint you gentlemen with the serious unemploy-
ment situation in the State of Washington.

Now through the authority of our national commander we set up
such an orgaization, and when we went about our "man-a-block'
campaign we learned that that was a superficial action a superficial
movement. We could set a man to work this morning Axing a trellis
or repairing a sewer or painting a building, and then he is out of work
tomorrow.

So the State of Washington American Legion and other leg"on
departments on the Pacific coast went about this thing I think
intelligently when they went to the root of the evil and found out that
the reason for the unemployment was in the fact that our Pacific
coast industries were operating on a bas of about 23 per cent.

Now, we as citizens of the State of Washington, as Mr. Ingram
told you before, find it rather difficult to justify the tranquility and
the patience of the American workman out there when he sits along-
side of the railroad track at Everett and watches two trainloads of
Canadian shingles go by. As a matter of fact it is a wonder you do not
have a repetition of the Boston tea party out on the Pacific coast.

Senator GoaE. Would you favor a prohibitive tariff on those things?
Mr. WELSH. Not neceisarily, sir.
Senator GORE. Well, I know. If they come in they are just as

irritating to the man that sees them go by.
Mr. WELSH. Yes.
Senator SHORTJRIDOE. Would you seek to reduce the amount

Coming in?
Mr. WELSH. Yes; you bet I would.
Senator GORE. Reduce irritation that way.
Senator SHORTRIDE. Well, I would.
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Mr. W alI. I am only going to speak briefly and then I am going
to file this brief If It Is permissibe.

The CHAIRMAN. You can file that brief or any other one that you
want.

Senator SnonTnoow. Give the high points.
The CHAIRMAN. I want to say that before this bill is gotten up we

will have all of that record here to refer to upon any question that
is in the bil.

Mr. WELSH. Thank you, sir.
There is one particular point of unemployment that so ties up the

farmer and so ties up the settler and the tax-paying groups of Wash-
ington that I would like to take just a minute to describe it.

Now gentlemen, the history of Washington, and western Wash-
ington farming in particular, has been linked up with the advance of
the logger since the early days of Pacific Northwest history. Blasting
powder and the plow have followed the woodman's saw and ax from
the very shore line of Puget Sound. Pioneer farmers sowed their
grain and forage crops between the great high cedar and fir stumps
remaining after the early method of tree cutting and logging. In t te
wintertime the stumps or second-growth timber were cut into fuel,
shingle bolts and shakes, sale of which gave to the "stump rancher"
winter money with which to pay his taxes, buy groceries and additional
supplies during the time he wats "whittIng a farm and home" from
the forest of stumps, virgin timber or second growth, The advent
of the pulp and paper industry to the Pacific coast added millions to
the income of the small farmer. The softer woods, such as hemlock
and spruce, heretofore despised by mill and tax assessor alike, became
marketable and profitable through sale to pulp and paper mills, and
hundreds of small farms prospered through this auxidliary support.
Winter months were spent almost entirely in cutting pulpwood,
shingle bolts or shingle shakes as milking and other chores could be
cared for in a few hours of each day. In many western Washington
districts it was a common sight to see farmers drive Into tidewater
towns with a load of pulpwood for the pulp and paper mills, cream
or milk cans for the cooperative creameries, and a hog for sale to the
town butcher. That may seem amusing to a big wheat farmer with
a thousand or twelve hundred iucres, but it is the way the West has
been built, gentlemen.

Besides the farmer being an auxiliary pulpwood cutter, hundreds of
families established themselves in the softer wood belts of western
Washington and found lucrative employment cutting pulpwood by
contract during the winter months.

Now, gentlemen, all of this has been taken away, for lack of ade-
quate protection. And I do not know just how the western Wash.
ington farmer, or the one we call a stump" farmer, is even going to
pay his taxes this winter, much less subsist, without this auxiliary
sup port.

Senator SuORTRIDGE. I think I would file the rest of it.
Mr. WELSH. All right, sir.
Senator SHOuiTRDGE. Because we must go over to the Senate at 11

o'clock.
Mr. WELSH. I want to say just one word, sir, if you will permit me,

in closing. The American region knows that the foreign producer
with his 70-cent dollar is "selling American labor and American

1409
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industry down the river." I want to repeat that we are not hero
asking for a dole, we are not here asking for a pension. We ate asking
for work for 110,000 workmen.

Senator Gout. Do you mean by that that you do not favor the
bonus, or that you are not expressing an opinion one way or the other?

Mr. WELSH. I say wi are not here sking for a bonus or a dole.
Senator Gorv. Are you favoring the present bonus bill?
Mr. WELsH. That is not ab question here, Senator, is it?
Senator GonE, No. But you were discdaining it.
Senator SHORTRIDGE. Well he is here immediately for the purpose

stated, Senator-protection and an appropriate tarii on these articles
coming from British Columbia.

Mr. WELsH. Is MY time up?
The CHAIRMAN. Yes.
Mr. WELSH. I will file this statement with the committee.
The CHAIRMAN. It may be placed in the record at this point.
(The statement presented by Mr. Welsh is here printed in the

record in full, as follows:)

PACIFIC COAST AMuRICAN L OION BnIMr IN SUPPORT oF LEGISLATION Desson
TO PLACEc AMERICAN INDUSTRY ON A PARITY WITH INDUSTRY OF OTRIHR NA-
TIONS AND TO PREVENT A FURTHER DECLINEs IN UNEMPLOYMENT In THUg
PACIFIC COAST STATES

(Prepared by William D. Welsh, American Legion Employment Commission,
from Wahington, and past commander ofWashington department)

REASON FOR AM ARICAN LEGION PARTICIPATION

1, Participation of the Pacific Coast American Leglon departments In support
of this type of revenue legislation is unique In Leglon annals. Brought about
through the national employment drive now In progress and after tnteligent and
searching inquiry into causes for the serious condition of unemployment in
Pacific Coast States, it is, therefore, solely patriotic and economln In character
and motive--serving no special interest except the unemployed American clti.
sen, It is an action inspired by a desire of American legionnaires of the world's
greatest peace-time army to place men back to work through chnanols of proper
legislation and by the same legislation prevent further unemployment such as
threatens this Nation through the dumping on the American markets of foreign.
made goods in increased amounts due to the absence of adequate tariff. This
condition has beon taking thousands of men from the great sources of labor in
Pacific Coast States and placing them In the growing ranks of the unemploye d

2. American Legion employment groups of the Pacific coast set tip and func.
tioning under direct orders from National Commander Stevens met with a fair
response to their man-a-block campaign, but early realized that in certain circles
where the greater number of men were noxn.ally employed that employment
had reached its lowest ebb since before the World War and threatened to seek still
lower levels. Upon further Investigation the American Legion learned that this
impending danger threatened because of the fact that a number of producing
nations militantly competitive with the Pacific Coast States and other States In
supplying necessities of-the United States markets inder normal conditions which
now enjoy further economic benefits over the United States duoe to an artificial
condition brought about by 30 countries going off the gold standard.

8. In the area for whiel this brief is presented the major industries comprise
timber and forest products fisheries and allied products, dairying, with its sub-
divisions of milk products, bitter and cheese, farming in the l)roadest sense, and
pulp and paper products. The American Legion, Department of Washington,
presents to the Congress of the United States its request for consideration upon
the broad, general ground of employment or to be more exact, lack of employ-
ment as the latter now prevails within the boundaries of our State. To illustrate
how severe and widespread is the distress occasioned by unemploymetnt, we cite
the following comparative pay roll of statistics of several industries (figures cited
are from the Department of Labor and Industries, State of Washington) and show
that the logging pay roll of Washington State declined from $51,934,919 for
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9,045,482 man-day's work in 1023 to $11,757,677 for 2,64,104 man-days' work
for the first 10 months of 1931. Sawmill and shingle pay rolls of Washington
State declined from $57,047,997 for 8,480,400 man-doys' work for 1920 to
51s 289,978 for 4,058,686 man-days' work in the first 10 months In 1081.

It is also vital to show that the consolidated total of Washington farm values
for all crops dropped from $148,345,000 in 1020 to $76,000,000 i 1931. The
American pulp aud paper industry, in which $84,000 000 is invested In Washington
alone, employing thousands of wen and tsigi hemlock and otherwise comnetci-
ally valueless wood, is faced with a conitl ete shutdown. Pulp Importations
from abroad and dmpnlg by foreign manufacturers has increased by such leaps
and Iounds that the oware paper mdulstry of the Northwest is i Immineut danger
of belig wiped out,

4. We respectfully point out how itornally 150,000 men, residents of the
Pacific Northwest, aire employed in the lumber, single and pulp mills, whereas
at the present tnie hut 85,00b are thius employed, which number are working on
greatly reduced wages and face tile proipeclt of a general shutdown.

5. 'he history of western Washington fearing has been linked with the advance
of the longer shice the early days of Pacific Northwart history. Batihg powder
and the plow have followed tie woodman's saw and ax front the very shore line
of Puget Sound, Pioneer farmers sowed their grain and forage crops between the
great hIlgI cedar and fir stumps remaining after the early methods of tree-cutting
and loggia mg. In the wintertime the stumps or second-growth timber were cut into
futel, shingfe bolts and shake, sale of which gave to the "stump rancher" winter
money with w 3ich to pay his taxes, buy groceries and additional supplies during
the time he was "whittling a farm and home" from the forest of stumps, virgin
timber, or rownd growth. The advent of the pulp and paper industry to the
Pacific coast added milhons to the income of the small farmer. The softer woods,
stch as hemlock and spruce, heretofore despised by mill and tax amwessor alike,
became marketable and profitable through sale to pulp and paper midls, and hun-
dreds of small farms prospered through this auxiliary support. Winter months
were spent almost entirely in cutting pulpwood, shitle blts, or shigle shakes,
as milking and other chores could be cared for in a few hours of each day. in
many western Washmngton districts it was a common sight to see farmers drive
Into tidewater towns with a load of pulpwood for the pulp and paper nills, eream
or milk cans for the cooperative creameries and a hog for sale to the town butcher.
A more ideal comblnatio, of farm pioneering and farm financing could not be
devised.

Besides the farmer being an auxiliary pulpwood cutter, hundreds of families
established themselves In the softer woods belts of western Washington and
found lucrative employment cutting pulpwood by contract.

Within the past several months practically all semblance of these two types of
pulpwood producers have disappeared, due in the main to severely curtailed
operation of tidowater pulp and paper mills which suffer from tremendous foreign
Imports. So it may readily be seen that besides pay-roll figures available through
association and Government statistics, hundreds of farmers have been thrown
out of winter employment and will have serious difficulty this winter in raising
sufficient funds for their subsistence and tax payments.

Curtailed timber products manufacturing operations have taken heavy toll on
operation and pay rolls of other activities of a dependent nature, not only in
Washington State, but up and down the Pacific waterways:

(a) Numerous vessels plying in pulp, paper, lumber, single, ore, etc., are laid
up, with crews paid off.

(b) Numerous oil tankers, heretofore active in coastal water transporting fuel
and lubricating oil to manufacturing plants, are anchored in oil ports, crewless,
for lack of business.

(c) Heretofore profitable Pacific coast ay roll of stevedores, longshoremen,
and other dock workers has been reduced to a minimum.

(d) Actual 70 per cent curtailmuent in pay rolls at limerock quarries. (Lime-
rock is used with sulphur from Texas Gulf to produce sulphuric acid necessary as
pulp-cooking agency.)

(e) Tugboat and scow crows previously engaged in hauling spruce and hemlock
logs chips, cedar bolts, limerock, hog fuel, and raw and manufactured products
of timberland, are numbered heavily in ranks of unemploved.

(J) Curtailment of rail movements, not only on main lines of transcontinental
railroads, but on contributing branch lines and logging railroads.

(g) Pacific Coast Indians, whose timberlands have found ready sale to pulp
paper, and saw mills, find themselves under present circumstances, without
Income enjoyed previously.
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t Justification tor the American Legion's stand may be seen In the employment
ileures mdy cited In the major employment divisions of Washlnon State
Alone. With lumber mills operating at only 23 perpot of capacity, wtth shinglemills practically extinct due to the rat flow of Vsnian product, with p~pand paper mills and logging camps sharply reduced in operation due to foreign

competition, and with fishery actitsos curtailed materitlly for the seaon, the
pgmer of men out of employment of these several roups alone In the State of
Wahington Is conservatively set at 110,000, and while this condition exists andhas its effect reflected in redc eed use of farm communities, we have the picture
of Swedish butter, Japanese salmon, Canadian shintles, and lumber and pulp
from many foreign countries entering the United States practically duty free.Unenployment in the State of Washington Ias reached such a stage that thous.ands of families are suffering. Official figures of the county indigent by the
superintendent of Grays flartor County am of April 1, 1082, show that county
alone is caring for the bread-and-butter needs of 2,000 families in which thereare 10,000 dependents and besides these families being cared for at public expense
another 500 families are being eared for by public subscriptions of business pro.
femlonal and industrial men. The city of Everett has a list of unemployednumbering 8 000, of which 4,750 families are being roared for by the associated
charities of the city. Port Angels, a paper mill and sawmill city of 10,000population and 741 unemployed men listed at the city employment office onApril 10, 1682. The following towns of an average population ot 500 are knownas i-sawmill towns an. in them mills have not turned wheel for more thn a

ear: Selleck, National, Bucoda MeKenna, Lyman, Clear Lake, Dryad, Pe Ell,llville, South BendMorton, dalkum, and others. These figures and conditions
are recent and accurate and may be verified by telegraplic inquiry. Manyunemployed have lived up to or are living up to their meager rtmiources. Thous-
ands are being cared for from county Indigent funds State emergency employment
associations and continued sacrifices of their neighbors, The American iedCross recently approved a shipment of 500,000 pounds of free flour for use among
the needy of Grays Harbor County alone.

7. Thinking legionnaires, personally acquainted witn these conditions, marvelat tho tranquillity patience and patriotism of the unemployed men and their
families--and in the Interest of their employment, in the interest of Amerl-
canism-went about a method of supporting legislation favorable to the Interests
of the American laborer.

S. The American Legion has learned that the foreign producer with his 70-cent
dollar Is "selling American labor and American Industry down the river," whirling
the lash of American living and manufacturing standards and a low-duty border
line. Thousands of Pacific Coast State citisons who rushed to America's defenseagainst invasion in 1917 and who are now unemployed or face unemployment
through further threats of this foreign commercial invasion pin their hopes on
the resent Congress--and unless legislation combating the foreign importscondition Is adopted these men and their families must continue looking to county
tax relief funds or to scrifling neighbors for their subsistence. These workmen
of the Nelfl Coast States ask no dole, no pension no loans, no advances. TheyAsk nothing except revenue legislation wnlch wil permit them to labor at thegoing wage ia the manufacture of such commodities as the United States needs
inher daily life. They ask, gentlemen of Congress, the opportunity to earn with
their hands that for which men have knelt and prayed since time immemorial:
"Give us this day our daily bread,"

The CHAIRMAN. The committee will stand adjourned until 1 o'clock
this afternoon.

(Thereupon, at 10.55 a. m. an adjournment was taken until 1 o'clock
p. m. the same day, Wednesday, pril 20, 1932.)

STATEMENT OF . 3, RANSOM, PORTLAND, OREG.

Senator CONNALLY. Is this on lumber, Mr. Chairman?
The CHAIRMAN. Yes. He was not here this morning,
Mr. RANSOM. Mr. Chairman, I am interested in the fir lumber

manufacture in Portland, Orest. I am representing a committee of
our citizens who are endeavorig to avoid having our city and our
county go onto a dole system.
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Over 60 per cent of the retn in industry in the Northwest is from
the lumber business. I have heard a good deal about the desire to
protect American interests financially in Canada, but little about the
protection to labor in our own country.

At the present time we have scarcely more than 20 per cent of the
men employed in the entire industry, and most of those on short
hour and short weeks.

It is customary among lumber people to say that it takes one dayIs
labor for every thousand feet of lumber produced, in the mill, and aIso
a day's labor in the woods. So it is obvious that when our own
markets are disturbed and lumber is shipped in to our markets that
we have enjoyed, why, that much labor is necessarily out of work.

The business with which I have been connected for a great many
years has had Australia as one of its customers. We specialized in
furnishing material to Australia. That trade has been completely
lost to us.

Senator SHOaTmom. Wh,?
Mr. RANSOM. Senator, it s lost to us because Canada, one of the

Dominions of Great Britain, has a preferential duty equal to I pound
sterling on its commodities, as against us. And the ships that carry
material to Australia are paid in a depreciated currency.

I have no brief, gentlemen. I merely wish to submit a letter that
was written the other day. It is probably such a letter as a lumber.
man might write. It hasn't any legal phraeeulogy. I would like to
read it here.

The CHAIRMAN. It will be printed in connection with your remarks.
(The letter referred to by the witness is here printed in the record

in full, as follows:)

lon. W. E. BORAH, WASHINGTON, D. C., April 14, 1088.
United Stales Senate, lVaehingion, A C.

DAR SINATOR BORAH!: In response to your request for some facts upon which
we bAe the necessity of Improving'conditions In the lumber industry to avert
disaster, we are pleased to siihmit the following:

We are confronted witj a loss of trade, not only in the dotnestic, but in the
foreign markets as well, largely on account of Cantadian competition. At the

resent time, Canada is exporting the majority of its lnlber into the United
tates. Adverse tariffs have practically destroyed our business with Great

Britain and her diominions. Australia perinits Canadian lumber to enter at £I
per thousand oatrd feet less than from the United States, Great Britain, her-
self, allows Canadian lumber to enter without duty, while American lumber Is
paying at the present time a dutty of approximately 10 per cent of thle value at
port of delivery.

In addition to the foregoing differentials, the depreciation of exchange fives
the Canadian manufacturer a further advanttage of about 10 per cent. These
advantages to the Canadiani mills, in marketing the better part or the log, leaves
the residue to be dumped into the United States at prices with which we ate
unable to compete, therefore cmpellitg us to leave a large percentage of our
felled thitihr otn the gromd, viever tW be recovered.

It is custonm1a7V, aniong lumbermen, to estimate that otto day's labor is required
for every thotst'nd feet board ntasure of logs ;)roducod, and another day's labor
for ever' thousand feet board measure of lumier manufactured in the sawmill.

We also figure that for ever 1 10 cars of ltmber produced, a car of supplies,
swch as materials atd foodstuus, lix4 to be purchased.

Tie normal number of nen eml)loved directly In the'lumher operations ii the
Nortiwest has been estimated at 156,000. At the present time, with aggregate
operations at not more than 20 per cent of normal, it must be obvious tniat the
number unemployed constitute very serious and mneintwaing distress. It Ie
generally understood that over 60 per cett of the income of the Northwest is
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dependent directly on the lumber business, so that every other line of business
Is naturally affected,

It Is for the foregoing reason that we are urging some Immediate relief not
with the expectancy of any profitable return on our Investments, but that the
very serious unemployment lumber situation may be tided over until a better
condition, generally the world over, enables us to carry on our own affairs with
the hope of some future profit.

Hoping that the foregoing may enable you to give its your much needed con-
sideration and support, to are,

Yours respectfully, F. H, RsoM.
M. C. WooDwARn.
HoMest BuNKER.

Mr. RANSOM. And I also want to read-in order to show that our
friends will not be surprised-I want to read a short extract that
appeared in a London paper under a Vancouver date line, Vancouver,
British Columbia, It reads:

VANCOUVER, February 10.
A more confident undertone is distinctly noticeable in the British Columbia

lumber industry since the opening of the yar. There is more finality to inquiries
and a firmer trend In prices. A survey of the present situation reveals production
barely keeping pace with demands and stocks in the mill yards,-both factors
Indicating the increasing strength manufacturers arc assuniing in a market the
buyer ha"s for many months so mercilessly dominated.

'rho main factor for trade revival Is, of course, the shortage of stocks of British
Columbia wood In practically every one of its principal markets at ho',ne and
abroad.

I only hope that something can be done. Not that we as lumber
manufacturers expect to get, for yearo, on a prosperous basis. M7
company his lost money for the last two years. Our company is
somewhat typical of that of the fir industry of the Northwest. We
made money for 30 years. I have ben through several depressions
in the lumber business, but there has been none so bad as this one.

Our thought is-no one knows what might happen in our com-
mnunities-our thought is to have a condition that might mean that
this Government o ours might be called upon to put us on a dole
system. If we can get our men at work the dole system would not
be necessary.

The CHAIRMAN. I. that all?
Senator SOItTUIDUE. Just one point I want to develop. You have

assigned the reasons why the American producer has lost the
Australian and New Zealand markets.

Mr. RANbM. Yes, sir.
Senator Suonmwo1GE. You have assigned two reasons?
Mr. RANsoM. Yes, sir.
Senator SnornmlDE. I)o you know why the species of wood from

which pulp is made, wood grown in British Columbia, north, say, of
Washington, is not grown and could not be produced in the UnitedStates?

Mr. RANsOM. Senator, 1 am not in the pulp-manufacturing busi-
ness. But I do know of no wood that is produced in the lands north
of us that has not something in duplicate in the United States,
whether it is for pattern Iuber, or what not.

Senator SHORTUID E. In quality equal to the wood grown in
British Columbia, and equal to that grown and produced anywhere?

Mr. RANSOM. Something that could be produced here, in hard-
woods.
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The CHA1RMA;. Thank you, Mr. Ransom,
Senator lluLL, Mr. Ransom, you say Australia ran her tariffs up

against your exports?
Mr. RANSoM. Yes, sir.
Senator lULL,. And that included automobiles, and almost every

export in this country, did it not?
Mr. RANSOM. I do not know, Senator,
Senator IiULL,. And then Canada had a preferential agreement with

Australia that enabled her to come in with lumber at a lower rate than
we could come in? x

Mr. RANSOM, We discontinued looking in that direction for busi-
ness. Our Australian customers who had bought from us for 40 years,
said they were sorry but they must buy from the Canadian mills.

The (1IAHtMAN. 4e has 30 per cent advantage in the decrease in
currency.

Mr. RtANSOM, Yes, sir.
Senator HULL And on this point, everybody is fencing out every-

body else 's surplus. If they took esc other s urplus they iilit
make it mutually profitable. Our export trade is gradually going out,
just as with lumber.

Mr. RANsOM. Well, I have understood that our whole export trade
was only 85 per cent.

Senator Hum,. And in the cotton business, and in the lumber
business, and in the tobacco business, and so on.
The CHAIRMAN. They are purchasing less in those countries, just as
they are in the ITnited States and for the same reason,

Senator BumLL They are all fencing off eacth other by destructive
tariffs,

The C11A.IMA,. That is what the Seniator says.

STATEMENT OF 3. 3. 'UNDERWOOD, SEATTLE* WASH.. REP1E-
SENTINO THE SEATTLE CHAMBER OF COMMERCE AND BUSI.
NESS INTERESTS ON THE PACIFIC COAST

Alr. MT nTcRWoon.fr. Clutiiniil tild genitleenui, I will salv that I
an st'prised tlott thi. heaving was coming Ill'. so (Ulwy. We had
the repr)'reetittiveS,4 o 5() djlf ti i' lustr is t wereC ('0mii< heret to
tell you how ftey were A leted 1y this deprel-lvitioll it, foreign cur-
relcy.

The ( '1AIRMAN. They would have testified the sme as you will?
'.UN I(\WOl<)I. Y;es, Si', I al''ia on behalf of Sonator Jones's

measure foir eq 11L1di .atiotll. Ald I walt to sy that the State lekgil-a
tures in t~le various States luve ilorsed tids iegislatiot., sou'c of t hem
having l5ated resolutions oil it.

And I witilt to say tht in the Ikothwtest 'ollit'Ny it, is a Ver'1V
seliolls sitilittion, 1t'ealise the l1eorle are no longer alde to pay tie
taxes on their holes alld their hl1s1, and their timitheiltiids are going
back to the counties for taxes, and unlhss titey get some relief will be
impiossible fo' tlt, l:eo e to ly their t ases at 1 te State will be broke.

Thank vou very imlch,
Tfhe (' ImlA~MMAN. N\fi- I hmgh Sat ti-Vee.

na1,tor [A,:. NIr. ('hfiluat, lmty l sI aY jU'it a vord, unless this
gentlmtmaL is to Spleal on this sain. stihjt''t )

The ('IIAhNm.AN. NO, t1e is 11ot.
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Senator HALE. I wanted to say just a word. The Smoot-Tiawley
tariff bill was passed for the purpose of equalizing production at home
and abroad, and affording protection to our American industries. Due
to the depreciation of foreign currencies we have lost a large part of
that measure of protection. The Jones amendment, it seems to me,
by equalizing the foreign depreciation, makes that up to us and puts
us where we would have been under the Smoot-lawley tariff act
before the foreign depreciations. The people of imy State are very
much interested in this matter. In the memorial which I introduced
into the record yesterday, from our legislature, they particularly dwelt
upon the importance of taking care of the depreciation in currency.
Also, the Jones amendment takes care of articles that are on the free
list. Presumably the articles that were put on the free list in the
Stnoot-ilawley tariff bill were placed on the free list for the reason
that they did not need protection and those articles, now that the
foreign currencies have depreciated1 clearly do need it.

As I say, my State is very much interested in this matter, not only
in regard to the pulp industry, but other industries as well. For
instance take sardines. There is a tariff of 30 per cent on fish packed
in oil. The Norwegian currency has depreciated about 30 per cent,
so that we get practically no protection on that articles.

I would like to have the privilege for my people of filing a brief on
the subject. We were not aware that this meeting was to be held
this morning, and I would like to file a brief on behalf of our State.
If it is not ready in time to be printed in the record, I would like to
have the committee have the benefit of it anyway.

The CIAIRMAN. We will have it before us.
(The brief referred to is printed in full as follows:)

BIEF OF CLARE NCE C. STETSON, CHAIRMAN OF THE MAINE DEVELOPMENT
COMMIsSION, IN SUPPORT OF P.uoposso LEGISLATION IMPOSING SURTAX ON
IMPORTS TO CoMPuNsAT ron DLPMZCIATION IN EXCHANGE or COuNTRIrs
WHc HAVE ADANDoNED! THE (o30,D PTANDAIW

Two of Maine's basic indutries-for st products and fisheries-already in a
critical condition due to the depression, .ave been still further depressed as the
result of competition of Imports from countries of depreciated currencies. The
importance of these two industries to the State is so great that their prosperity
or difficulties affect not only those directly dependent thereon, but many others.
Maine, therefore, through its legislature, at a special session held April 1, 1932
memorialized the Congress urlging the Imposition of a surtax upon all imported
products equal to the difference between par of exchange and current quotation
of exchange of these countries which, by going off the gold basis, have depreciated
their currencies.

FOREST PRODUCTS

Seventy-eight per cent, of the ures of the State is in productive forest lands.
On this area-,15,Q00,000 acres-there is an epstlmated stand, based onl coanpila-
tion of actual surveys, of 50,000,000 cords of softwood timber. IThe annual
growth which approinates a little less than one-tenth ou a curd per acre, or
1,250,000 cords, is suficicut t to satisfy present will requiren,its.

The State, which for some tie 'has been the ranking pulpwood-producing
and ,onsuaning State of the Nation, produces about 20 per cent of the national
pulp%% ood cut.

1416
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The State, Whi10h during the last decade has been tile greatest pulp-produeIulfState, creates, in normal times, approximately 20 per cent of thle nlational tots.

19 ........ ........... .............. ........ 4,100 "00 49,, 0

190.. .............................................................. 4,010.406 6 t0
ma ............................. ...... .. . .. 64000 14,000 i KOD

SKmtmstod.

In addition, the State is a lare national factor i n the ewtsprint Industry,
producing between 3$ per cent andlte 45 per cent of the national total.

Toe Tone
I ............................................................. 1,415,00 537,465
109 ........................................................................ 1,409,169 5, 020
1I30 ........................ ............... . ................ 1,2 1 85,23

The State is ao a (actor of Importance In the paper Industry sea whole, making
between 9 per cent and 10 per cent of the national production.

StatesI! Maine

Ton9 Tole
1028 ....................................................... I.....1, 4s v1,201
1929..................... .... .. ........................... I .I , , 1,001,25i
1930, .............................................. to, 00, , 1 , 1 2. 2 6

Maine uses forest products principally for pulpwood, pulp, and papor, although
it still manufactures other soft and hard wood products.
]In 1927 Maine employed 4,004 wage corners and sithtried employees ill the

pulp nills with an anili pay roll otf $5,962,108 and 9,037 wage earners And
salaried employees ill the paper mills with an annual pay roll of $14,266,503.
To-day thle pulp and paper mills are operating at about 60 per cent with the
oip)ortimties to work prtoportionately lessened and the wages al( salaries mate-
rially reduced.
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The following figures Show reduction In woods income, out and labor:

102n Ilo-a3 Proputo ..... ..... t r ........ ....... , o to ft o o d .............. opfo
,0 Mr ...................

lo f t.... , e ........ . . 1

Peo oo ....... $.S tr cord ............. 1,680 !por (ord .................

D yW o r y ,nd onr ............ per n y a $7ard .........or
Woods RY r"' ........ l.p000er 0ord, $7 ,5000 emirds, it $3,6 vord, 0
Number men employed . - 0,f00. lait00&*,f.,Numba ni~n mployed.. 2,W .......................... 0, -.......... 0 ... 0..

About 20,000 of the 40,000 farms in Maine are dependent tpon the tarot wood
lot for winter labor and cash Income to moot living expenses and taxes. About
2 600,000 acres of the 15,000,000 of the State forest area Is In farm wood lots,
These lots contain about 3,750,000 cords of wood. The wood ctt from these
areas approximates 25 per cent of the annual )ulpwood cut of the state. Onl this
basis the farmer's wood-lot Income has fallot from $1,719,500 i 1027 to $218,760
in 1031-32,

The principal sources of foreign competition to Maine In pulpwood comes from
the neighboring Canadian Provinces of New Brunswick and Nova Scotia, which
over a 4-year period, have sent an average of 200,000 cords alntimally to Maine;
Newfoundland sends a small amount and Riusa is also a factor.

National imports of wood pulp and pulpwood, especially from depreciated
currency countries, are both of such Importance as to be a governing factor in
domestfe prices of wood and pulp, mill wages, mill employment, woods wages,
woods employment, and land values, and to them can be traced the critical condi-
tion in which Maine and the other forest-industry states now find themselves.
Wood-putlp imports, chiefly from Canada, Sweden, Norway Finland, and Ger-
many, averaged annually 1,677,003 tons for the 4-year period 1928-1031, inclusive,
while pulpwood Imports, chiefly from Canada averaged annually 1,318,071 cords
for the same period.

Unless the pulp mills of the Nation prosper, woods operations lag. Pulp mills
in the United States as a whole show a lower month-by-month rate of operation
in 1931 than in 1030. Production has fallen from 4,030,308 tons in 1030 to
4,000,000 tons in 1931, or about 14 p.r cent.

In the face of this falling off ii domestic production, we find some striking
figures showing sudden Increase fi average monthly imports for the six mother
following September 1931, when the European exporting countries went off the
gold basis. These figures are especially slgnlificant when compared with the
frllng off fi Imports for the first nine months of 1931 as compared with the
first nine months of 130.

Average monthly inports of woodpulp it tons of 2,000 pounds:

AU countries
Tons

Jauuary to September, 1030, inclusive----------------------.. 149,499
January to September, 1031, inclusive ..........-- -.. .......... 125, 775
October, 1930, to March, 1931, inclusive .....--------- - .148, 978
October, 1931, to March, 1932, inclusive ........................... 169,913

Thus we see a falling off in monthly imports following the general trend of
world trade for thd first nine months of 1931 as compared with the like period
of 1930 of almost 16 per cent, but find an Increase in monthly imports of 27
per cent in the six months immediately after the principal exporting countries
debased their currencies I. e., from October, 1931, io March, 1932, as compared
with the first nine months of 1931.
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This same trend Is specially emphulsd after the following European ooun-

tries whose currencies show depreciation ranging from go to 40 per cent, went
oNf the gold basis?

Country

Fi .n.............. .........................
Norway...............................................

Janiry-
Nstl elr,

ashe

50, 472
14, 00
8,722

October,
Itarch,
Il, IeO.

65,054
13, 532
5,750

January-
Jyeilllr01-tmlvo

53 6M
14, ON
3,120

Ine

81.206
18,074'1,068

Another significant factor is the stocks of pulp In warehouses at the principal
Atlatntic and Gulf ports which show a steady increase In foreign stocks In storage
while domestic stocks remain practically constant.

SForeign

n .................................................................. *2
July I ............................................................. 71,
J .............................. ............................ 101,0

Ob. I ................ ............... ,595eb1............................................................ 1i0E18Q1

Doestic

12, 015
8,207

11,284
10; 1"

In addition to facing Increased imports and stocks In storage of foreign pulp
our domestic mills were confronted with constantly falling prices of all classes of
Imported wood pulp the largoporcqttage of price drop being In those classes
which are most heavily imported, and coming after the exporting countries went
off the gold basis.

January, I Soptem. IPri I ptnm I March, OPrice
i03 r, 1 drop heIpr. 1931 1032 (rap

_._-_........... .__________:______ -___ ... ..........__,____...... ....... ... -. .... .....-- m mm.-. ..................

U1nblec hed ulhIte ......................
'lita hed pulpito .........................g nbjeauhlw sulphat.. ............

nbleaehed nwohanll..............

$41.83
Cr2,452

11.71
"1, 78

$39.01
Wo. 38
34)h A4
20.08

Per cent
0.24,.1

14.5
11.5

50,35
30,4
20.05

Ptr rent
$31. 48 1s.$
41.52 17,1
20,25 4.2
1887 q.a

SARDINES

The same base principles apply to the sardine industry. The value of the
Maine pack in 1929 was $0,941,618 at the factory. The pack of the Maine
Industry fell from about 2,000,000 cases (of 100 one-fourth-pound cans, or
50,000,b00 pounds for each of the years 1928 and 1929, to 1,200,000 cases, or
30 000,000 pounds in 1931 a drop ;)f 40 per cent.

The principal sources of national Imports of sardines are Norway, Portugal,
Spain, and Latvia. Average total annual national imports for the four years
1928 to 1931, inclusive, were apl)roxinately 1,143,000 cases, or 28,000,000
pounds. The monthly imports for seven months period, September to March,
inclusive, from September, 1929, to March, 1932, were:

Norway

Pound.
% 284,8Wi.
2,014,208
1,778,258
1,148,534

Portugql

Pounds
584,399
659,347
5M2,937
198,908

Spain

Pounds
98,841

118,470
115, &"o

Latvlt

PoUnds

82,943

1029
September ........ .....................

tot .cr. ..................... .........
Novembr ..........................................
December .........................................

1- 1 i -
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Norway Portugal Spain Latvia

1900 Poun.l 1'ouwde Pound. Pou"de

, y .. .. ........... S . 1 l 4 07,310 it,
ow, 1 14 O

e 1tebsr........ ..................... r t, r

t? ny.,...,"",,-. .. ,..,.. .,.. 857,12 177,40 41, MN 47,825
brti 38..8 . :**.... ....... 1O4,724 436,5A13 79,925 %0,60
larch ..................... ......................... 1,922,545 18 4,&" "1371 87,45Sep~t 1bor .......... .... ..0... . ................. 1, W+, 07o W24. 3I I ON Ok, 0031

Oc+totar. ............................................... 1. ?08, 40 1, ON, 3]43 101, " 31,
November ............................... ....... A 174,82 $4 +1, 42 1331 a , 4
December .............................................. 1 9 07Z 92o , 510 67, 1 914

1902
V ...y.................................................2. ,0i,56 1 4, 4 111o30
MRch ........................................ 3,120, 490 010, 044 74, 572 1 i, a6'

September, 1929, to March, 180 ............ 11, 24,76 766,58t 54, 50 142,1577
5epten)r, 91 to March, 1931........... 30,202 2 .30,204 571,816 456At17
optomor, 190 3 to March, I.32............ .1,901,102 0, i0 007 72,517 am 1 2

It will be noted that the seven months' period, September, 1929, to March,
1930, and September, 1980, to March 1931, are practically on a par, but that the
seven months' period, September, 1931, to March, 1932, hows a (0per cent
Increase In the ease of Norway and 170 per cent increase In the case of Portugal.

The price per case of 28 pounds for Noreglan sardines fell from $3.48 in-the
seven months' period September, 1930 to Marc, 1981, to $2.33 for the like seven
months' period 1931-102, or a drop of 33 per cent.

In the ease of Portuguese sardines for like comparative date., the per cam
price fell from $4.82 to $2.78, or a drop of 42 per cent.

The foregoing facts prove conclusively the influence of Imports from countries
of depreciated currencies upon our domestic commerce and the necessity of pro-
teating our nationals against this unfair competition If our basic industries are to
survive.

Respectfully submitted. C C. STTON.

STATEMENT OP DR. It D. CLARK, SATTLE, WA H., REPRESENTINO
THE ASSOCIATION OF PACIFIC FISHERIES, AND THE NORTH-
WEST SALMON CANNERS ASSOCIATION

Mr.. CLARK. Mr. Chairman and gentlemen, I have come a long
way to present just in a few words .to you our problem, but I have a
brief here which I would liko to leave with the committee.

The CHAIRMAN. That can be filed for the record.
Mr. CLARK. The idea is that the canning industry of Washington,

Oregon, and California needs some help.
Also, we can assure you, I think, that through this depreciated

currency of thp foreign countries, if Senator Jones's equalization
measure does not go through, we are in a bad way. If that measure
can be adopted, we can be assured of some revenue. And I have
received recently notice of the menace of the cheap salmon that will
come in from Japan, and based on the Japanese yen of 31 cents, that
is just about goifg to finish us off.

We had the same situation last winter, when the Canadian dollar
was down to 82 cents. The tariff is 22 per cent, and that left a great
advantage in favor of the Canadians, and they took the hurdle and
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shot into this country about 75,000 eases of salmon. That is equivaa
lent to employhig in our plants 2 200 people for a long priod.

I should say that we are speaking here for the relief of unemploy-
ment in our industry, and also the employment in the Alaskan can-
neries has been decreasing in the last couple of years. The employ-
ment of the Indians, the natives, is dropping rapidly. And the
have no other means of subsistence. And, iaken from every possible
stat point, we are feeling it severely in our industry not only on
the west coast of the mainland, but in Alaska. And I am speaking
on behalf of Alaskan canneries as well. Alaska collects 75 per cent
of its revenue front our industry. When our industry goes busted
as it is now, the Territory of Alaska has no source of income to build
its roads and rua its schools.

I am not going to take any more time except to say that I just
came into possession of an issue of the New York Journal of Com-
merce for April 16, 1932-that was Saturday-in widch you will
find the prices of salmon quoted, and they are not only below our
prices here, but they are -below our cost of production. That is
attached as an exhibit and a part of my brief which I will file, if I
may Mr. Chairman.

Mr. CHAIRMAN. You may make it a part of your statement at
tbfrpoint.

(The statement and brief presented by Doctor Clark is printed in
the record in full, as follows:)

Batur or DoCToR CLARK

DUVRNCIATSD CURUNIMNU SAVS NULIJIii FURi'05K O TI1 TARtS s' ACT OF 105

The tariff act of 1980, based on an extended study of each coznmolity, was
designed to maintain our standard of living in competition with other nations
on the basis of their monetary systems then in use. However, since 1930 the
currencies of some 39 important nations have been variously depreciated and
to-day American manufaturer. are facing a serious domestic situation. By
reason of the debased money in these countries many of their products can pay
the freight insurance, and duty and yet be laid down in this country at prices
consideeabfy below our cost of production. At the present time more than 40
per cent of our Imports of free and dutiable merchandise Is coining from countries
having depreciated currency, according to the Commissioner of Customs. The
tariff act of 1980 does not contain adequate provisions for meeting and correcting
this currency situation which has developed since its passage. According to
Dr. E. W. Kemmerer, the well known financial authority:

"In the case of imports from countries adopting this policy (currency depre.
cation), I think it would be perfectly logical for countries remaining on the gold
standard to aply the principles of 'antidumping' regulations. It Is 'punching
below the belt."

Our manufacturers are accustomed, through research and engineering Inge-
nuity, to meet ordinary competitive hazards, but no business acumen or scientflo
skill can be expected to mobiUze overnight a defense against changes in monetary
values which may easily give our foreign competitors a 25 to 40 per cent advan-
tage. This amendment provides the necessary machinery for compensating for
the depreciated currencies of countries competing with the United States and
tends to put the competition back on the basis contemplated by the tariff act
of 1930. It is a very flexible measure instantly and automatically responsive to
currency conditions as they arise and becomes inoperative as soon as the need for
it disappears. Also it will produce a considerable amount of revenue estimated at
over $100,000 000 i the merchandise continues to come in; if not, the manufac-
turers of such merchandise in this country will produce taxable corporation
profits and individual income. Its passage would help prevent continual agitation
for tariff increases. It should be made a permanent part of the administrative
machinery of our tariff laws. Other countries like France, Italy, Germany, and

115102-82----90
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Canada immediately on the departure of England and other competitve countries
from the gold standard ade regulation having the ezmponsatlng effect of
amendment.

UNSMPLOYMSNY IS INORASING IN OUR SALMON OANIIE

Acording to the reports of the Bureau of Fisheries entitled "Alaska Fisheries
nd Fur-SelIndustries" thee were in 1981 only 18,15 people employed by the

canneries as corned with 24,271 in 1029. The numbr of native employed
dropped from 4,818 to 8,892 from 1929 to 1931. There has undoubtedly been a
proportional decrease in employment in Washington and Oregon janneries. The
total number of salmon cannery employees in all American plants in 1981 has
been estimated at about 22,000, as compared with about 35,000 In 1929. Also,
unemployment in pulp, paper, and lumber mills in the Pacific Northwest has been
even worsn thaa In the canneries.

There are large numbers of Alaskan natives em oyed in the canneries during
the canning season and they with their dependents Mvc little, If any, other source
of livelihood. Many hundreds of whive Alaska residents also derive the bulk
of their living from the same source, either working directly for the canneries or
in Some allied industry catering to the salmon industry. Employment In canner.
It is shrinking rapidly and the natives Are suffring. Unrestricted entry of
Japanese salmon will add many more thousands to the ranks of the unemployed.

IPOPLM AND GOVERNMENT 0IP ALASKA GREATLY DIESPADEN? ON CAMNERINE

About 78 per cent of the cost of the Territorial government IS met by taxes
levied on the salmon industry, in some years amounting to $1,000,000. Any
considerable curtailment of the pack of canned salmon results in a serious loss
to the Territory both through the reduced income of its people and dizanhed
taxes for the support of its roads, schools, etc. Wahington and Oregon also
have Important salmon canneries and employ probably 10,000 additional workers
thus contributing largely to the economic tnportauce of the Puget Bound and
Columbia River Industrial district.

LAROR'S SAISlE IS OVER HALF OP THN COST OF PRODUCING CANNMD SALMON

Generally speaking, it Is figured that 25 per cent of the cost of packing salmon
goes directly to labor; another 25 per cent is the cost of the fish and another 25
per cent for cans cas, and labels, the balance being for transportation, taxes,
insurance, fuel ec. As a matter of fact the fish are swimming free In the ocean
and the cost ;I catching them is largely for labor and the same is true of the 25
per cent of the cost chargeable to cans, cases, and labels, Thus labor's share of
the cannot's dollar is a very large one. It is natural, therefore, that marked
unemployment should result from our present conditions aggravated by Importa-
tions from abroad. In normal years it is estimated that industry brinp some.
thing- like $30 000,000 of business Into Seattle alone. Closing down canneries
means not oniy unemployment of our own workers but disaster to all related
industries, transportation companies, banks etc., all of which are greatly depend.
ent upon the normal operation of our industry' as well as lumber, paper, pulp,
cement and the other mainstays of the Pacific Northwest.

DOMESTIo PRODUCTION COSTS VerSUS FOREIGN PRODUCTION 0os08

American standards of living demand the payment of wages in the salmon
industry comparable with that paid in the United States for similar Seasonal
employment. This brings our labor costs considerably higher than those of
Siberia or Japan where wagrs are notoriously low.

Practically all of the supplies used by the canneries are produced in Alaska or
in the United States by labor enjoying our higher standards of living. Freight
rates to and from Alaska on Amerlean boats are higher than rates would be on
foreign operated boats for similar service. This also applied to export shipments
in American bottoms.

It is extremely difficult owing to the great variation of conditions under which
our packers operate in different district., to determine the average cost of pro.
during canned Salmon even for one year. It In even more difficult to determine
thi average cost in any of the competing countries. Considerable time and effort
have been spent in attempting to obtain comparable figures but without satis*
factory result.. It appears that during the years 1928 to 1928 the average cost of
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poucAig, transpotnkulg trn and selling red salmon was about

57. ; medium red 574; pink $s.; hur . The bet Information
nhei of rd salmon plssed the similar cost at 548, as

contrated with our os 6167.87 during the same years. The Canadian oosts in
general were etmated to be from 10 to 15 per cent lower than ours.

DUFUCIA"hC CfAUCIU AND IMPORTS Of CANNED SALMON

Since canned salmon costs considerably more to produce under American
standards and methods than under foreign there has always existed a strong threat
of the dumping of large quantities of tis product on the American market.
There have been some Importations but fortunately the duty of 25 per cent
mesd by the tariff of 192 and retained by that of 1930 held back the flod that
would have occurred had this barrier not existed. However this barrier has now
been removed wholly or in part by the depreciation of the currency in Canada,
Japan, and Siberia. In fact the Canadians took advantage of this difference in
monetary values and have already shipped in 05,000 to 50,000 cas of salmon
when their currency was depreciated more than 20 per cent. Since they are
contending with a considerable carry-over of unsold stocks in Vancouver, it was
altogether likely that other thousands of caem would follow but the rise in Cans
dan exchange has for the time being retarded this movement.

The situation as regards Japan is even more menacing. Their currency has
been recently reported as 83 per cent lower than normal exchange. This advans
tags enables them to pay our duty of 25 per cent, and the freight rate, and to
lay it down In our ports considerably below our cost of production. Already
Japanese pink salmon Is being offered for sale In New York (also Cleveland), and
San Francisco on thte duty paid delivered price of 92j and 80 cents per dozen,
respectively, while our quoted price for the same grade Is from $1 to $1.09.
Since they are believed to have a large carry-over and their costs are muoh lower
than ours, we may expect an increasing influx of Japanese salmon which they
pack with efficient machinery like our own and in popular sizes of cans. The
people of the United States are accustomed to Japanese crab meat and will
doubtless accept good quality Japanese red or pink salmon as readily as American,
particularly if the price Ie lower. The Japanese can drop their delivered prices

ere still further because of their costs or the low freight rates. Until recently
Japan looked to France and the United Kingdom to market her salmon. Now
that England has a flexible empire duty to protect Canadian salmon sales in the
mother country and that France has paced- a quota limit on Japan, the latter Is
bound to push mportation Into this country, relying on the low value of the yen
to nullify our 25 per cent protective tariff.

Thus far the Russians have been content apparently with Eurolan markets,
In some of which they enjoy discriminatory advantages. Should they desire to
Invade our domestic market, however, they would constitute a formidable com-
petitor, since production under state control permits of selling at any desired
price, even below their low cost of production, If the advantages to be pined are
considered desirable. Privately operated Atherican canneries can not hope to
successfully contend with such competition.

OUR PRESENT SITUATION 15 CRITICAL

In spite of the current low prices for canned salmon, especially of the pink
and chum varieties, there has not been the demand (even at below cost prices) that
was anticipated a year ago when the necessary preparations had to be made for
the 1931 pack. To meet this menace of unsoldstocks which according to our
Association of Pacific Fisheries statement for March 41, 1981, amount to over
1,000,000 cases (48,000,000 pounds), more than 1,500,000 cases held on the same
date a year ago, the production for the 1932 season must be reduced or the In-
dustry will be crushed due to the failure of low prices to stimulate demand as
expected. Now comes the Importation of Canadian and Japanese surplus stocks
at even lower prices, Just when we hoped to balance our domestic supply and
demand during 1932, and at the same time stop as far as possible the rapidly
Increasing tendency of unemployment in the canneries. It Is obvious, therefore,
that a delicate Industrial situation directly affecting many thousands of people
and Indirectly affecting all businem of the North Pacific coast and Alaska has
been made more menacing by the entry into our domestic market of salmon
canned In countries enjoying the competitive advantage of normally low costs
pils depreciated currency.

% 10',
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CALIPORNIA TUNA AND SARINM INDUSTRY 'ALSO MNACIND

We should add In passing that the canners of sardines In Maine and California
are suffering from imported sardines from Norway whose currency Porwti of
paying our duty and still showing a profit on shipments into the United States.
Also, Japanese canners are offering here canned white-moated tuna at about the
same prices a our California tuna cannes are selling their standard grade for,
which Is below cost for American canners of the white-weated article. The
Calfornla tuna canners have had to range farther and farther in order to secure
the white-meated sh or Albacore which now Is being imported from Japan. The
operations of the tuna canners are very expensive as their fishing expeditions
some times carry them as far South as the equator and now extend as far west
a the Hawaiian Islands. The Investment in tuni' fishing and canning operations
Is great and the number of people employed runs Into the thousands.

The danger to our industry does not lie entirely in the actual number of came
from foreign packers thrown on our markets at low prices but perhaps to a larger
extent to the depressing effect such offerings at less than our domestic prices have
upon the market, Prices held fairly stable for some time through reasonable
merohandising at a fair level above cost of production may become completely
demoralled, the whole price structure loweied, and at the same time sdes fall
off through uncertainty on the part of the buyers With pink salmon now retail.
Ing for a price of two one-pound cans for 15 cents, it would seem that further
"boelw cost of production" prices should not be established by Importations
from countries enjoying the added benefit of depreciatied currency.

THE SALMOR CANNINO INDUSTRY

The salmon furnishes the raw material for the most Important of the world's
fisheries industries. Millions of them are caught each year and sold fresh,
frozen, smoked, salted, and canned in the markets of the world. Of these
methods of preservation canning Is by far the most important. On the average
some 10,000,000 cases of 48 pounds each are produced annually by the four
eountrieN grouped around the north Paclfi Ooan, the home of the Pacific
salmon. Table No. I below shows the pack of these countries for the last fewyears.

TAILS 1.--TA world's pock of canned salmon

101 1060 lo0 10

Maul!tWS................... - voa4" 0,0144011 - & n 02%,%44t624 XONS,5 1.80ft6 12, 5
70 ,$112 1;0, s t 1,5240

foil,270 6404 0440 219;
TOI .............................. %0,UB 10,4U 10,U1 0W0,014

This table shows that the United States produces between 60 and 70 per cent
of the world's pack. The table also shows that the pack In American waters has
been remarkably stable for the last few years. Although the various districts
varied greatly from year to year the far-flung system of operations resulted In a
pwk very uniform in size. This Indicates that the careful regulation and super.
vision of the industry by the Bureau of Fisheries has so conserved the supply of
fish that a pack ot six to seven million cases could probably be packed each year
Indefinitely. This is particularly true so far as the Alaskan pack is concerned
since the Territorlal streams are likely to remain unpolluted for many years to
come.
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This large amount of canned d salmon must, of course, either be sold In our

domestic market or exported, Table 2 shows the trend of our export market.

TAsLS 2.-bpol of Amrean canned salmon

Amount spoftl Anouat eaportod

lwr Ye,
Pou4s 0 Pounds UMS(Rf

........... U 11 Ff1 3 :::at
14 Sao ,onItTU atHI ...... ......... I7 I )90 ................ !%0 % 8,u

4L T a2,tae m 46

This table shows a gradual lose of our export market amounting to over 60
per cent in the period of 10 years covered. Presumably the export business lost
by us has been captured by our competitors. The result has ben to render our
domestic market aMl Impotnt to the salmon industry. Our prices are the result
of relation of domestic supply to demand with little relief through sales abroad.
As a consequence prices have been forced to a lower level than for many years
and In many cases below the cost of production.

REASONS Pol TIME toss o OP ORT MARKETS
'The Increasing packs of canned salmon in Siberia and Japan in the last 10 years

hve made them increasingly formidable opponents in the world markets, par.
ticularly since there has been no corresponding increase In their domestic use of
this product. In fact little of It Is consumed at home, but almost the whole
amount must be exported. Likewise the Canadian pack is greatly in excess of
their domestic requirements and a large share must be exerted. In 1929 the
Canadians paked 67,000,00 pounds of salmon and exportid 60,80,000 pounds
In the same year. These facts have made the competition for export markets
more and more Intense.

Furthermore, several nations have erected discriminatory tariffs against
American canned salmon. France charges twice as much duty on our product
as on the Canadian and three times as much as on the 8iberan and Japanese
product. Holland likewise disot. ninates against our canned salmon while
empire preference among the British Commonwealth of Nations give tanada
advantages In some of these markets for Instance, the duty on American salmon
In Austrlia Is $2.40 a case while on banadian it Is but $1.20. In other countries
the tariff rates are prohibilive, placing canned salmon in the class of luxuries like
caviar and giving preference to certain other fishery products.

NATURAL HAZARDS IN THE SALMON INDUSTRY

Although the tosd Packs of canned salmon have remained rather constant for
the last several years there have been wide variations In the annual packs of
the various districts amounting in many instances to almost complete failures.
There Is no way to foretell what the pack In any given cannery may be and the
outfitting may be out of all proportion to the run of salmon entailing a great
loss to the operator. Some companies have millions of dollars expended in Met-
aration, supplies, and labor contracts, etc., before a single fish is caught. While
the Industry as a whole In prosperous times may make a fair profit still each
year witnesses the failure of several companies engaged In the hazardous enter-
prise.

The Alaska fisheries act of 1924, giving full control of the fisheries to the See-
retary o* Commerce, was a conservation measure and seems to be achieving its
object on the whole. It has undoubtedly worked a hardship in some Instances
and has probably raised the cost of production to some extent, increasing the
hazards of some of the packers. The remote locations of many of the carmnexies
far from the regular steamship lines, makes their operation very expensive.
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CONCLUSION

The present situation without the neamsr machinery for equalizing the de.
preciatd currencies in Canada, Siberia and Japan, provided In this statement,
constitutes a serious menace to the sanon canning Industry and to the many
thousands dependent upon it for their livelihood. I

France, Germany, Italy, and Canada saw at once the danger to their domestic
industries from competing countss whose currency had been depreciated and
promptly adopted adequate methods to bring about equalisation. On the other
band American industries and wage earners are being injured more and more.

This bill provides a method of protecting our Industries from unfair compete.
tion arnsing through depreclated currencies a situation that was not foreseen
when the arEff act of 1980 was passed. We do not ask for an increased tariff
but only that we be protected from the increasing pressure of foreign competition
based on their depreciated currency which is equal to or greater than the 26 per
cent tariff.

XnszT A

Clipping from the New York Journal of Commerce of April 18 1932, giving
quotations of Japanese canned salmon for delivery in the United states,

Mests ABOUT JAPANS5U PINK SALMON

Dominic Cronin, broker, Is offering Japanese pink salmon on the following
bals: Four dozen of 1-pound tails, 53.40; 4 dozen 1-pound fiats, $3 47 and S
dozen of half-pound tins, 84.82 f. o. b., Seattle, Wash. This figures a traction
over 86 cents per dosen, Seattle, for pound tails. Business is being taken for
prompt shipment.

A letter bearing date of March 21 from Yokahama quotes pink salmon on that
date at 1.91 yen, Yokohama. At the rate of exchange on that day, this wa
about 6 cents per dozen in American money. Since that time the yon hai
slipped off. It was quoted here yesterday at 83 cents. The lower theeno
the bigger margin of profit will be available for American importers, Thereis a
28 per cent tariff on the pinks when they reach this country.

Not alone in the price of salmon but also in the matter of labels is Japan
offering American packers competition. Their label rates per 100,000, on
poTund fiats are 38 yen; pound tails, 48 yen'fist halves, 24 yen.

The pinks are still over in Japan but the first shipments will be made this
morth. It is still a little early to say how the trade will react to imported pinks,
but it seems reasonable to suppose that if they do sell it will be toa large grocery
or restaurant chain.

, From another source we learn that Japan has gone ovei Its alloment of
Imports of salmon into France and will not be able to ship any more to that
country' until after November 30. It seems Japan exhausted its quota to
France In advance through heavy shipments in March. The result now is that
there are still large quantities of Japanese salmon which are in France to be sold.
With Japan out of the market Canada is expected to benefit as it has its quota
move to that country, and will have the best consuming months.

STATEMENT OF RENO ODUN, SEATTLE, WASH*

Mr. ODLIN. Mr. Chairman, I understand we have 15 minutes to
discuss this equalization feature of the revenue bill.

The CHAIRMAN. Yes.
Mr. OnLixt. I will try not to use any more of It than I absolutely

have to. I had a swelI speech all written here, with gestures and all
but I am not going to read it to you, but I want the opportunity ol
presenting, for two minutes each, a representative from the Seattle

hamber of Cormmerce, Mr. J. J. Underwood, and also two minutes
to Dr. E. D. Clark, representing the salmon industry.

The CHAIRMAN. I will tell you when to stop, when you come to
the end of your time.
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Mr. ODLIK. All right. The reason I an here, Mr. Chairman-
and I am here representing not only Washington, but r am here
representing eleven Pacific Coast States for the American Lelon.
The American Legion has taken this matter up because they believe,
firmly and honsely, that if this bill is not passed conditions w@grow worse, and we think that this bill is the only thing that will
go to the fundamentals of the unemployment queston in our terri
tore have put back over 500,000 men into employment in this

ountry, on s temporary basis. It has got to be different from that;
and what we are trying to do is to bring about conditions so that
they will be put on a permanent employment basis.

Now I do not come here to ask you to start the printing presses
and start to print more money. We do not come with that kind
of a proposition At all. But 1 will say that we do come asking you
to do something for the conditions that prevail in the northwest
territory, and we believe that we will show you how it is possible to
raise b the propositions we present, $450,000,000.

x Lhve got dozens of instances here showing you how to make,
Senator, of this equalization measure, a means of equalizing a certain
industry. That industry is the pulp industry which is becoming
a major factor in the Pacific coast cities anti States. The pulp
industry iin a period of stagnation. It is practically faced vith
extinction, to put It baldly, and if it does not have relief in the way
of tariff or a tax of some sort it will be utterly ruined and will be
extinct.

But I am not arguing the tax question. All I am arguing is the
equalization featiue of this bill, the bill introduced by Senator Jones
of my own home State of Washington. Senator Jones has introduced
this measure which provides a method of reestablishing automatically
a differential which will take up the slack between the deprocinted
currency of the foreign countries that import their pulp and other
products into this country and the currency of the United States.
In other words, it will reestablish automatically a differential between
the various currencies of these foreign countries and that of the
United States, at a time when we need very greatly some means of
equalization placed upon the imports from those countries.

This equalization measure will reestablish the relationship which
has permitted American domestic manufactured products to compete
with the products imported from other countries. I mean, specifically
pulp because that is the thing that we are interested in in that
northwest territory. And I speak of that because I know it best-
although I am not in the pulp business-but I know that this is a
measure which will permit the pulp business to compete with the
foreign pu!p in our own local markets. It does not apply to a number
of products, such as rubber, raw silk and items of that sort, which
are not manufactured in the United States, and which are, therefore,
a subject of natural importation, and they do not compete with our
domestic manufacture.

Now to come down to this, I will tell you about the pulp situation,
and I might start right out by saying that only 1 per cent of the pulp
production of this country is exported, thereby blasting any argument
that by describing this particularly we would do something that would
cause a retaliation and that would blast our foreign markets. We have
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not got any foreign markets anyway. That applies to a large part
of our products, and I tell you that 35 per cent of the imports tht
come in come from Sweden.

Senator Rzi. What is the tariff rate?
Mr. ODtm. There is no tariff; it is on the free list.
Sweden currency has been as much as 80 per cent depreciated.

Now the outcome of that situation is may to recognize. When It
has gotten to the point where the differential between their depre-
elated currency and ours makes a difference of $11 per ton, ihat
$11 per ton Is in favor of Sweden. And that situation has been used
by Sweden to immediately, by one tremendous effort, bring its product
on the American market.

The statement has been made that the American manufactures
are unsalable. That is not true. I think our figures prove it. I
have here the fi res which show that the domestic manufactures, up
to the time of Te depreciated currency in the foreign countries, was
going forward and the sales were satisfactory, and the industry wasgroup ng all the time. But now, in our particular distrct, it is esti-
mated that over 150,000 men are out of work. If this equalization
measure could be passed, immediately those 150,000 men will go
back to work the day that this equalization measure is passed, if you
see fit to put it into this revenue bill.

Senator SHOnTRDom. Your district is what?
Mr. ODLIN. I represent the 11 Pacific Coast States.
Yesterday you were told that the imports that were coming in were

coming in because the domestic supply was not sufficient to fill the
demand. You were not only told that, but you were told that the
tariff would shut off the supply of any revenue froth that source.

Senator SnonTawDG. That can not bo true, can it?
Mr. ODLIN. It is true that we can get a revenue on what we import

if there is a tariff. But it is axiomatic that if you do not produce
anything you have to Import it.

Senator SHORTRJDGE. But we can produce it, can we not?
Mr. QDLIN. We can produce it, but not right now, as you have this

inequality in the currency exchange, and the foreign countries can
take advantage and ship in their products and we can not help
ourselves. And let me say this too, that If every pulp mill were
running.and producing there would still be need for importing 1,400,-
000 tons to supply the demand here. That means that if the import
of pulp can only be increased 15 per cent with every mill in this
country producing, the net revenue form the pulp feature alone of
this equalization measure of Senator Jones would provide a minimum
return of $10,000,000 to the United States Treasury.

I have here an excerpt from a speech made before the Harvard
Business School Club by Captain Eble, United States Commissioner
of Customs, and I want to read one line of it, and then place it in
my remarks.

The CHAIRMAN. You have two minutes more.
Mr. ODLIN. He says here:
At this point, I wish to invite your attention to a form of indirect dumping

which various industries of our country are facing to-day. I refer to the fact
that more than 40 per cent of our total importations of free and dutiable mer-
chandise are coming from countries, excluding China, which have abandoned the
gold standard of currency,

1428
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There is also an excerpt from a speech by Dr. E. W. Kemmerer,
and eminent economist and financial expert of Princeton, in which
he bears out the speech made by the commissioner.

I have also-and this will interest you very mueh--I have a table
from the Department of Commerce showing that the revenue, if the
same trade level would be maintained as the 1931 figures of the
department, that the possible revenue from this equalization Is
$145,0 0,000, and I have just shown you ip pulp the decrease would
be only i per cent.

For obvious reasons, therefore you have here a measure before
you which will save a territory whch is faced with extinction under
th1 present conditions, but, if this equalization measure is applied,
we W have a possible revenue of $145,000,000 in our treasury.

I would like to put these excerpts and these tables into the record.
The CgAitmA. They may go in at this point in connection with

your remarks.
(The excerpts referred to, and the tables referred to, are printed in

full, as follows:)
EXCRPtS rao ADpnESS op CAPT. F. X. EBLN, UNITED STATESt COMMIssIONXS

or Cuwous, Bzrowv Tn HARVARD BUs4 Nss SCHOOL CLUs, HARVARD
UNIVERSITY, BOsTON, MAss., FEBRUART 9, 1032
At this point, I wish to invite your attention to a form of indirect dumping

which various industries of our country are facing to-day. I refer to the fact
that more than 40 per cent of our total importatons of free and dutiable mer-
chandise are coming from countries (excluding China) which have abandoned
the gold standard of currency. England discontinued the gold standard onSeptember 21 1931, and merelandIse is still being imported in many Instances
at prices which prevailed previous to that date. I soipe instances, slight
advances in prices have occurred, but not In the same ratio as the currency has
depreciated.

Let me illustrate by using hig1hgrade china clay as an example. One hundred
and thirty.five thousand two hundred and ten tons of this commodity were
Imported during the calendar year 1981. On September 20, 1931, the price was
20 pounds a ton ($97.20 in United States currency converted at $4.80). This
was subject to a duty of $2.50 a ton, making the landed value $99.70 a ton.
On January 18 1932, a shipment arrived at the Port of New York invoiced at
the same price in English currency, f. e. 20 pounds a ton; but on conversion in~o
United States currency at $3.4 the prevailing rate of exchange on date of
importation, we have a price of $69.40 a ton, as compared with $97.20 a ton for
the same merchandise imported the day before England abandoned the gold
standard. The decrease in value Is 27.9 per cent. While it to true the deprecia-
tion of the English currency has no effect on our revenue In this instance, as the
rate of duty is specific, nevertheless, there are many other commodities subject
to ad valorem rates of duty where the decrease in customs revenue averages
approximately 30 per cent.

It Is obvious, therefore, with regard to merchandise subject to and ad valorem
rate of duty, that the protection heretofore afforded domestic industry has been
automatically wiped out In the ratio of the depreciation.

In a personal note which I recently received from Dr. E. W. Kemmerer, that
eminent economist and financial expert of Prin 3eton, he comments on the situation
as follows:

"I believe that the artificial stimulation of export trade by means of currene
inflatien is a policy that, In the long run, hurts the country adopting It; forA
exploits home labor and results in the country's giving an Increasing amount of its
own home products for a decreasing amount of foreign products, However, I
think that, for short time, it strengthens the country's power to compete with
other countries for foreign markets. In this way it acts like a sort of an export
bounty and, In its effects, is like 'dumping.' It really is not a fair kind of competi-
tion. It Is 'punching below the belt.' In the case of imports from countries

.".P
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adopting this policy, I think it would be perfectly logical for countries remaining
on the gold standard to apply the principles of antidumping' regulations."

One of the moat Important Cases wh oh came before us recently under this
provision Involved the Importation of some four hundred tractors through the
port of Baltimore. A few years ago our customs courts decided that tractors were
entitled to duty-free entry Into this country on the theory that they are agricul-
tural implements. Subsequent to thls decision-I do not say as the result of
It-the company In question abandoned entirely 'he manufiture of tractors
In this country and transferred its whole tractor manufacturing organisation to
Cork, Ireland. The consignment of tractor. of which I speak came from lrr'and
and were not marked with the country of origin. We decided that they should
be marked, and required the attachment of a plate to each machine showing
that it was made in Ireland, and assessed the I oper cent duty specified by the
law for failure to mark.

Attached are two tables, one covering the mports from 13 countries, with
currency depreciation 8 per cent or greater, with indication of the amount of the
depreciation, the amount of the annual Imports based on our 1981 figures in
round millions and a figure of maximum possible new revenue. The depreciation
figure is as of February 18, compared with October 1 figures proclaimed by the
Secretry of the Treasury.
In detrminin the maximum possible new revenue we have assumed that the

figures for annual Imports (being Eased on some nine months of par value Imports)
were figures representing an approximate par value of our Importations and not a
figure representing whatthe value of those imports would be If brought In under
the present depreciated currencies. Therefore, In determining the maximum
new revenue we have multiplied the percentage of depreciation directly against
the amount of the annual imports.

You will note that the estimated new revenue for the 18 countries totals
$280,200,000 from which we have to subtract $1365600,000, representing revenue
Included in te total figures for the 18 countries, ut not obtainable because of
the fact that the products concerned are products on the free list, not mined,
produced or manufactured In the United States, these being exempted from
depreolated currency duties under the terms of the Hawley bill.

The detailed statement of these products is given you in the second statistical
table attached to this letter.

This leaves a net amount of maximum possible new revenue from the 13 coun-
tries of $144,600,000, roughly $145,000,000, which it adjusted for tho other coun-
tries which may have depreciated currencies and are not included In this list,
might bring the amount up to $180,000,000.

As mentioned to you, we are assuming that trade would continue at the 1931
level and that the provisions of the Hawley bill, for duties covering the full amount
of the depreciation, would be applied.

In recent years the revenue represented by customs receipts totaled- 1927
605.5 millions- 1928, 5869 millions; 1929 6023.8 millions; 1030, '587 million; and
1931, 878.4 mIlliqns. These years are dscal years.

Maximum possible customer revenue from depreciated duties under the preisions qf
the Hawley bill for 1 principal countries

Amount of Masium
Country per annual m. e nuCent por to from now

revenue

Unted Kngdo ................................ .30. 136,800,000 39, 100,000
Norwns ........ ....................................... 6 30.3 16,600,000 9,000,000Spain ......................................................... ! 5.3 16 , (M V0 9'(0% 0
Sweden ............................................................. 27. 9 34, 30, 000 9,6000,00

rinox ..................................................... 0 41.00,000 14 00, 000
Argtina ............. ........ ...... ..... .... ... 8. ... 89. 30,000 000 14,3M 000

*r200.. ".." ...... .. ... : .. . .0 OOD 0,000
Urt b | ........ .. ....... A.-.* ........ 4 ....... ...... 02....1 8.0000 16,700,000
lrh Ia........................................................ 2 6. 000 .00 2 700, 00O0

Tot ............................................ . 1,010,1,00 WO 20,00
Maximum ;mmlble roveime without deductions .......... .................. ... 0,,00

1educttons for free 114 prodttsN not mined, produced or manufitured in ,be Unied States.. 135800,6000

Net revenue ...................................................... 144,000,000
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Otimate aj depreoiated currency duties not colledible on produds not produced
its[Uited states

Commodity Impors drWL Amount

Crud. ibr,

,t~nasoo. 1 01W

ni~ i~lgdom............................................... - ,,

.'UtiU ......................... ....... lo ... we

oil, It - It
ley o w ......... ,

unt. . " ..... ....... 0M 48.s, o ........ ...... .4.0.... ... ............... M OW"
lit I1,9I0000 20.9 St40M

Intlb...M dl:* ....................... *.................. a, 00 001
o ,Bt y . .................. ....... ...... ,

-r''

, .. ........ ........... ...... ...! .'....... .................................. ..... 000 0; 0
aw,,............................................ 

I.|V: i 1 * ...................................... 
....... 6 A f9 1 0

................ ....... 000,Yell,......... ... ......... ............, .
NRC Ini .......................................... 8 f

Itoal ....- 1 66 1 150000T010~ ................................................. .... ......... SK.... I 000

FfIDIATIUD INDV TRIU5 Or WASwno'ON,
Het tle, Wash., April 18, 1959.Hon. W. 1., Jon.,

United States Senator, Washington, Ai C.
DxAR SDNAIOR: Inclosed you will find copy of three letter received from the

British Columbia branch office of the Canada Permanent Mortgage Corporation
at Vancouver British Columbia, together with copy of their financial statement
which was inolosed in the letter of March 11.

I am sure this will give you a line on just how active thee Canadian concern
are in their campaign to encourage Americans to invest 'in Canadian securities;
in other words get American dolhrs Into Canada.

One thing they seem to be endeavoring to get across is the fact that the
Canadian banking and investment companies operating under the laws of Canada
have not had a single failure during the troublesome years of this depression.

The following is an illustration of what happened recently. Evidently Mr.
John Doe had bought $5,000 worth of Canadian bonds which were worth their
face value. However, in purchasing these bonds he had made a profit of whatever
the difference In exchange rate was in favor of American money on the Canadian
side, which may have been anywhere from 11 to 14 per cent at that time. He
took these bonds into a banking house in one of our American communities and
the banker told him that he would have to discount the bonds 14 per cent. John
Doe could not see why he should pay this discount so he took the bonds to
Vancouver thereby saving the discount.

At that time he saw the advantage of opening an account in Vancouver and
doing business with that open account, taking advantage of the opportunities
that arise in hin particular line of business and saving the difference in exchange.
I understand this account started with something from between $5,000 and
$7,000 and Is now one of his largest accounts running many times that of the
original amount.

f bellevo this will give you a concrete example of how advantage is being
taken by some of our people in sending their money to Canada. This should
Yive you an added reason for fighting to protect us against the abuses arising
from differences in exchange rates not only In Canada hut in all foreign countries.
For your i information I made no reply to the Canada Permanent Mortgage
Corporation of Vancouver.

, e". # , ,
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We are sending a similar letter to Senator Dill as well as all the Members ofthe House from this State, as we feel that everything possible should be done toprotect our pay rolls which are surely affted by this abuse.It Is my un erstanding that the principles of the Hawley bill which are alsocovered Wn your gpoposal for the *qasto otAif duties by compensatingfor depreiation - feign currencies, vi being given consideration in t9e Senateat this time.Sincerely hope that both you and Senator Dill will do everything possible toget us tellef from this unjust and unfair competition.incerely yours. D . .

CANADA PoRMAN NI MORTOAGU CORPORATION,
BRITlSH COLUMMIA BRANCH OvPIww,

Mr. DAVID C. BoT o, Vmou, Brdih Columbia, March I, 108.
Seerdar.Manager lerated Indusfrlu of Weasington, Seatfe, Woah.DEAR SIR: In these times of stress, we feel yolls will be glad to learn of a savingsInstitution which Is makIng substantial progress. The Inclosed financial statementshows the position of the Canada Permanent." During 1981, this corporation'sassets Ineied by nearly four millions of dollars, and its readily realisable assetwere Increased to over nine millions-60 per cent of Its total deposits; surely awonderfulprotection for Its depositors.Canada s financial institutions are not losing the confidence of the public. Infact, Increasing confidence io being shown on both sides of the border and a veryIae number of United States eitfisens are realising the opportunity that presentstei at thopresent time, to make a substantial profit with safety, by depositingtheir funds In Canada.By opening a deposit account with the "Canada Peranent"-In business77ears- you accomplish a three-fold object:

First. Your money is absolutely secure.Second. You obtain 4 per cent per annum on your money.Third. You get the advantae of the present exchange situation as between
the two countries.

United States dollars are to-day at a premium of approximately 11 per centand you would immediately obtain this Increase In capital, for even Wall Streetdoes not doubt that the Canadian dollar will come back to par at an early date.The writer would be pleased to hear from you.Yours faithfully,
........ Gsoan 1. L80ATt, Mana#,,r.

CANADA PERMANeNT MORTGAO CORPORATION,
BRITISH COLUMBIA BRANCH OPICLO

Vancouver, Iftiet Columbia, March e, 190*.1Mr. DAVID 0. BoTrINO,
8cretor.Mr aOger Federated Indutrke# of Washingtont,

seattle, Wash.DAR SIR: One of the responses to our recent letter, received from a gentleman
In Seattle, asks:

"Do I understand from the third item of your fourth paragraph that or everydollar deposited with you, you would credit my account with $1.11, orate of prevailing exchange at the time such deposit Is made?" a hWe can not too strongly emphasize this point for your profit. Your UnitedStates dollar Is tod y worth 81.11 in Can. By opening a deposit or savingsaccount with this motion today, your funds Immedlately become 11 prcent larger, of course in Canadian funds, Those In the beet position to judgeIn both anads and the States are looking for a very early return to the timewhen the dollar of the two countries will be on a par AgainMIn fact an Increaseddemand for wheat, as is possible within the next few months, Is likely to putthe Canadian dollar above par, as has frequently been the case in the past.In these days, when profits are hard to obtain you will not want to overlooksuch an opprtunity as was presented in my letter of March 11. We welcomeyour Inquitr~e and suggest that you act now, and take advantage of an unusualsituation which may commence to rapidly right itself at any time.Yours very truly, G e ~ z 1 z A z a ~ r
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CANADA PERMANENT MORTOAGI CoRosATNw, -

BaunS CoLwfhIA BRAxN O17103,
Vanoour, Dritish Columbi, April 14, lU8.Mr. DAVID C. BOTTlNO.

&erevnrrManager, PIwrate Industries of WaeAigton, Seatte, Wash.
DAn Sin: As one business, man to another, may I ask the International cour-

tey ofyouropinion on an Important financial matter?
ahe lnada Permanent Mortgage Co., whose financial statement we have sent

you, in business 77 years, with assets of more than $73,000,000, Is a sound, pro-
gressive banking house, operation under the laws of a country that has not known
£ single bank failure during the roublesome years of this depmon.

It offers deoitors absolute safety, paying 4 per oent on deposits. It enjoys
the fullest public confidence.

At the present time, due to the current rate of exchange, every American
dollar devoted is entered at its Canadian value of $1.11. Wall Street and
Lloyd's of ondon are supremely confident of an early return to par of the Cana-
dian dollar.

Summing it up, we have unquestioned safety of principal, a fair rate of interest,
plus an opportunity to quickly realize an 11 per cent profit.

Isn't that an attractive offering, particularly In times like these? Shouldn't
it appeal to shrewd, careful investors? Doesn t it appeal to you?

Your frank answers to these questions Is the favor that I request. Quite
naturally, we would welcome you to our ever-widening circle of American deposi-
tors for whom Canada permanent has met all requirements, of which protection
and safety is of first Importance.

The courts of your consideration aud reply will be appreclated-mightily.
Faithf ly yours,

Gtotat I. LZOAT2, Manager.

Financial statement Canada Permanent Mortgage Corporation
1Is0losd with their ltt or Ma. i, iftl

Deznasua 31, 1931.
ASSETS

Office premises: Toronto, Winnipeg, Van-
couver 8t. John, Edmonton, Regina, Hall-
fax, Woodstock (Ont.), and Brantford
(Out.). .................................... $4, 492,246.69

Real estate held for sale ................................... 6,34. 59
Mortgaes on real estate:

Principal---------------------.58, 684, 472. 44
Interest ................-..... "-1, 323, 854. 14

57,908, 326. 58
Loans on bonds, stccks, eto ................................. 11792, 21
Bonds of Dominion of Canada and Provinces

of Canada ......................... ..... 2,720,564. 52
Bonds guaranteed by Dominion of Canada and Provinces of
Caaa ............................................ . 997,551. 27

Bonds of Canadian municipalities-------------1...... ,218,038.70
Bonds guaranteed by city of Toronto ........... ....... 192 620.72
Others bonds and debentures ...................... 1,155,33Z 02
Stocks, Including $980,000 of the Canada Permanent Trust Co.
atpr ................................................. 1,974 179.00

Cash In chartered banks and on hand ........................ 1, 918. 19
7, 260, 098. 49

LIABILITIES

Debenture stock and accrued interest (1683 138 )s. 8d.)---- $793,92. 54
Debentures, sterling, and accrued Interest (42,430,877 4. Gd.).. 11, 880, 269. 12
Debentures, currency, and accrued Interest ................... 29,8, 59. 88
Deposits and accrued Interest .............................. 1,40 461.97
Reierve for Dominion Income tax payable In 1932 ............. 90,000.00
3undry accounts .......................................... 0. 00

57, 510, 4.46

. stp
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To the shareholders:
Capital stock subscribed and fully paid ....... 7, ,0. 00Reserve fund... ... ..... 8000,000.00Dividend payable Jan ,1932. ....... 21 000, 00Balance cared forward at credit of profit and low ........ 40,88,03

73, 260, 93. 49
We hereby certify that the foregoing statement is correct, to the best of ourknowledge and belief, and shows truly and clearly the financial condition of theorporaton's affairs. . W 0. GOODflIAM.

m'eddene.
Oo. I. SMITH,

First Vice President and Oenral Manager.

LETTER OP WILLAM L. WILSON, OfP $AONONVIL, IL,

HOn. Ruin 8MOOT, APRI 21, 1982.
Chairman Sent. Pinanoe Commllue,

Unisze Siat. Resao, Waehington, D. 0.;There not being suflcezet time at the hearing this morning for additionalWitnesses to appear In favor of the amendment to revenue b I H. R. 10288,which amendment Is to be proposed by Senator Jones of Washington, and desir-ing to present some arguments in favor of said amendment I requested permisionto fle a brief. You kindlyjfanted me 'this privilege.My name is William L. Wilson, resident, Jackionville, Fia. I am chairmanof the Industrial committee of the Florida btate Chamber of Commerce. Myentire committee and the board of directors of the State chamber have sent meto Wasnington to appeal on their behalf for favorable consideration of legislationde ined to correct the disadvantages to American industries brought about byhe depeing of foreign currencies.The pulp and paper business which Is growing rapidly In Florida and theSoutheast Is suffering seriously from competition originating in countries thathave gone off the gold standard, prinlpaly Finland- and Sweden. This pulpbusiness Is growing In the Southeast, but ILs growth has been stopped b thicondition and existIng factories can not operate profitably until the situation iscorrected. Existing pulp Industries In Florlda employing over 1,000 men are
affected.

Phosphate Industries in Florida are seriously affected by competition from north-ern Africa, which is subject to a depreciated currency. This Industry employsin Florida directly and Indirectly about 10,000 men and can not compete, itconditions remain as they are.IThe lumber industry of Florida&, which Is one of our largest and whloh em.ploys more than 25 000 men directly and indirectly is also seriously affected bythese conditions anJ prays for relief.Florida produces kaolin and silies, also sea foods, fruits and vegetables, bothfresh and preserved and producers of all of these commodities am feeling theeffect of the depreciated currency situation. Some of them as in the ease ofkaolin have been affected to an extent which actually compels the shuttingdown of plants, and subsequent unemployment.In addition to my work in Florida, I have also been active in conducting lnvesti-gations in Georgia, where I find conditions especially In the kaolin business to bevery bad Indeed. A large number of the Georgia kaolin mines have been com-pelled to shut down and those that are operating are losing money daily. 'The situation is so acute that the Chambers of ommeree of Savannah,,Augusta and Atlanta have appealed to their Members of Congress asking forrelief. The Macon Telegraph and Atlanta Constitution two of the Cronget
brou h inGoort a, have published editorials asking for reli from the situationrougnt about y the deprecated currencies in forpign countries.May 1, as representing the State Chamber of Commerce of Florida and as aoemissary from civie bodies In Georgia, add my voice to those who appeared beforeyou, and pray for favorable considertAton of the amendment to be submitted bySenator Jones?

WnWaa L, Watsox.
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Non.-Uni t SW. MA-e trom 1890.-101, inclusive, are the "Available
aupis s pote by te U.S. Geological Survey; from 1902 to 1030 Inelue

si"U rasu m ofs calou s ande, details of whIoh -n shown in Exbit A.
Al ftur used in th cabol oome from Govenment soumm.
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I.-----. .... 4,301
a--- ~-. 477,870

191-------~-----------54~#75 t9

--------------- 7 - 164 19

706# 822 1
-, "------731,480 1'

08-.................. 785.38g 10
,1go ...................... 871,580 It
910-------......... -1,0101589

tt'I

0. ........ ,. ..... '

I ........ "' .....
2i.* ...................
8. ....... .. ....

4 ....................

2s ...............
29.-- ..................
30 .....................

NOiM-World figure from SIM491, Induuivet& s M e by the Metallgpaellsehsft, Gomtany; from
944100o InclIve, as reported by the AmeICaOn Jturu of MetW Statistics.

EXIDmIT- R-S
Potential copper production: Short tons

teed ------- 1,489,000
Foregn-----------------------------1,09, 000W',orld. .................................................. o pO

World. -. a ....... , 078, 000

Possible copper situation In 1941:
World consumption In 1941 if it should reach potential would be 8, 078, 000
United States consumption (extimated) ...................... 13,000

Foreign consumption would be 1,728, 000
Plus 50 per cent Increase foreign consumption per capita---. 864,000

Foreign consumption miht be .............................. 2, . , 0
uttd States consumption (without per capital Increase) (estI.

mated)-------- ao$, 000

Possible world consumption (1941) .................. 3942. N,000

United 810te.le d Copper production'
BXCLTDINO SECONDARY

lossj 190

TO Setlti Tta V Y6I O Electrolytic0o11Ectoyt ~ ryToa only

Do.et.soun ........ I,7979M, 1,,Oto 7H ,, 61754, 3, 2 -,2 1,,410,7?a
01e01 sourcm ......... 6S76 ,aOOM 38M786M 0;O,07 7 189, M37

To. ..........--2,4,007, . 73 .37 68 N,40,1l 17f , 936-8-

?er ent of total from
0018 ,..ou Oe 8....... 2, S:.....4

Short tons

1 1441:95
1'08,7 04

1 249, 188
tK1, 609
523, 21, 5 5, '3

1 010,
778, '84

1; 095, t

1, 49a, 92$
1, 673, 843
1, 720, 532
1, 758, 720

2 00, 958
1,731,713

3,fMlflMt.. tf

,, l earns ~ii omuplm,,
Wvk~oppwwmpU +
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