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INDIVIDUAL INCOME TAX REDUCTION

a——

TUESDAY, APRIL 223, 1647

UNITED STATES SENATE,
ComMmITTEE OoN FINANCE
Woshingion, D. C.
The committee met, pursuant to call, at 10:30 a. m., in Room 312,
Sen:}&? Office Building, Senator Eugene D. Millikin, chairman,
residing.
P Present: Senators Milliken (chairman), Taft, Butler, Brewster,
Eushﬁcld, Hawkes, Martin, George, Byrd, Johnson of Colorado, and
ucas.

The CrnairmMan. The committee will come to order.

We have for consideration today H. R. 1, an act to reduce individual
income tax payments.

(The bill, H. R. 1, is as follows:)

{H. R. 1, 80th Cong., 1st sess.)
AN ACT To reduce individual inoomo tax payments

Be it enacted by the Senate and House of Representalives of the United Slates of
America in Congress assembled, That this Act may be cited as the “Individual
Income Tax Reduction Act of 1947",

8EC. 2. REDUCTION IN NORMAL TAX AND SURTAX ON INDIVIDUALS.

(8) RepuctioN IN NorRMAL Tax oN INDIVIDUALS.—Section 11 of the Internal
Revenue Code (relating to the normal tax on individuals) is hereby amended
by striking out “6 per centum’” and inserting in lieu thereof ‘24 per céntum
and by adding at the end of such section a new sentence to read as follows: “at
aggregate of tentative normal tax and tentative surtax is not more} than $279.17,
seo section 12 (i), and if more than $250,000, see section 12 (g).”

(b) RepbucrioN IN Surtax oN INDIvIDUALS.—Section 12 (b) of the Internal
GKevenue Code (relating to the rate of surtax on individuals) is hereby amended
by striking out 5 per centum’’ and inserting in licu thereof 24 per centum’’,

(0) TeENTATIVE TAX More Tuan $250,000.—8ection 12 (g) of the Internal
fR&lalvenue Code (relating to tax on large incomes) is herecby amended to read as
ollows:

“(g) TENTATIVE Tax MoRrE Tuan $250,000.—I1f the aggregate of the tentative
normal tax under section 11 and the tentative surtax under subsection (b) of
thig section is more than $250,000, the combined normal tax and surtax shall
not be less than such ai(gregate reduced by the sum of (1) 24 per centum of the
first $250,000 thereof plus (2) 156 per centum of the amount thercof in excess of
$250,000, but in no event shall the combined normal tax and surtax exceed 76%
per centum of the net income of the taxpayer for the taxable year. In the appli-
cation of this subsection, the combined normal tax and surtax shall be computed
without regard to the credits provided in sections 31, 32, and 35.”

(d) TentaTive Tax Nor More TuaN $279.17..—Section 12 of the Internal
Revenue Code is hereby amended by adding at the end thereof a new subsection
to read as follows:

“@{@) Tentamive Tax Nor More Tuan $279.17.—-

(1) If the aggregate of the tentative normal tax under section 11 and the
tentative surtax under subscction (b) of this section is not more than $200,
the combined normal tax and surtax shall not be greater than such aggregate
reduced by 33% per centum thereof,

1
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2 INDIVIDUAL INCOME TAX REDUCTION

‘(2) If the aggregate of the tentative normal tax under secction 11 and the
tentative surtax under subsection (b) of this section is more than $200 but not
more than $279.17, the combined normal tax and surtax shall not be greater
than such aggregate reduced by $67.

“(3) In the application of this subsection, the combined normal tax and surtax
glga:l,l be computed without regard to the credits provided in sections 31, 32, and

.(e) Taxaspn YeArs To WHicH AppuicaBLB.—The amendments made by this
section shall applicable to taxable years beginning after December 31, 1946,
For treatment of taxable years beginning'in 1946 and ending in 1947, see section 6,

SEC. 3. INDIVIDUALS WITH ADJUSTED GROSS INCOMES OF LESS THAN $5,000

(a8) In GeNERAL.—The tax table in section 400 of the Internal Revenue Code
(relating to optional tax on individuals with adjusted gross incomes of less than
$5,000) is hereby amended to read as follows:

.
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INDIVIDUAL INCOME TAX REDUCTION

*‘Individuals with adjusted gross incom. of less than $5,000—

Ifadjusted
A:‘i::‘,;s:n':b;f_"r gross I‘lncome And the number of exemptions is—
Sor
1 2 I 3 I 4 more But [ l 17 l 8 1
less
The (ax shall be— than The tax shall be—
0| s0l{s0ls0! s $2,300 0] %0
1 0] 0 0 0 2,328 [ (1]
4 0 0 0 0 2,35 0 (1]
7 0f 0} O 0 2,315 [} 0
10 of 0] 0 0 , 400 (1} 0
13 (1] 0 (1] [}] 2,425 0 0
16 0 0 0 0 2, 450 0 1]
19 0| 0 (1} 0 2,475 0 0
22 0} 0] 0 0 , 6 [}} 0
25 e} 0 [)] 0 2,525 0 0
28 0 0 0 0 2, 550 1] 0
K1 0o 0} 0 0 2,575 0 0
ki 0 0 0 0 2, 600 0 0
37 0] 0 0 0 2,025 0 0
40 0| 01 0 )] 2, 650 0 0
413 o] 0} 0 0 2,075 0 0
46 0] 0] 0 [1] 2,700 0 0
49 o} 0] 0 0 2,725 0 0
1 7] of 0| O 0 2,750 0 (1]
85 [ ] 0 0 2,775 0 0
88 01 0} 0 0 2,800 0 0
L1} ol o} ¢ 0 2,826 [\} 0
04 0f 0| 0 0 2,850 0 0
07 0 0} 0 0 2,875 0 0
70 31 0} 0 0 2, 900 1] 0
3 8{ ol o 0 2,925 0 0
706 91 0} O 0 2.950 0 0
91 121 0] O 0 2,07 0 0
82 15} 0 0 0 3,000 1} 0
85 18 0 0 0 3,050 0 0
88 21 0 0 (4] 3, 106 ] 0
91 241 01 0 0 3,150 0 0
01 271 0} 0O (] 3,200 0 0
7| 30! 0 O 0 3,260 0 0
106 33 0 0 ] 3,300 0 1]
1031 86| 0of 0 0 3,350 0 0
wel 38y 0ol o o 3400 0ol o
00! 42 o] 0! o 3,450 o) 0
112 45 [} 0 0 3, 500 1} 1)
HH 48 0 f 0 3,50 0 0
tn] st of of o 3,600 of o
121 B4 0 0 (1] 3, 650 0 0
124 571 0| 0 0 3, 700 0 0
127 Wy o [ 1) 4,750 [} 0
wl &{ ol ol o 3,800 0l o
913 i 0 0 0 3, BH0) 0 0
137 () 21 0 (1] 3, 100 ()] 0
141 72 5 0 [} 3,050 0 0
146 ki 8 0 0 4,000 0 0
15 YLRYY (1] 0 4,050 0 1]
b5 5114 0 0 4,100 1} 0
150 84117 4] 0 4,150 0 0
164 87 ]20( 0 0 4,200 (i} 0
10681 Ww!2W| v 0 4,25 0 0
13| o3| 0] o 4,300 ol o
177 s 20 O 0 4,350 0 0
IR2 Y D321 0 0 4,400 0 0
186 ) 1021351 0 0 4,450 0 1]
101 1105 § 38 (1} 0 4, 500 4 g
185 | 108 | 41 [}] (1] 4,500 10 h
200 011 ] 44 0 Q 4, 500 16 0
24 | 114 7 0 [} 4,850 » 0
N7} o 1] 4,70 28 0
213 {1201 53 0 0 4,75 34 0
216 1 123 | 50 0 (1] 4,800 10 0
201126591 0 0 4,850 16 1}
R 11w a2 0 o 4, 900 52 0
201 12165( 0 (1} 4, 950 58 0
230 7 138 | 68 2 0 5,0 64
2411401 7N 85 0 .

seotion shall be applicable with res

For treatment of taxab
see soction 6.

(b) TaxanLe YEARs To Wuicn ArpLicanLE.-~The amendment made by this
et to taxable years beginning after December
¢ years beginning in 1946 and ending in 1947,
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4 . INDIVIDUAL INCOME TAX REDUCTION

SEC. 4. ADDITIONAL CREDIT AGAINST NET INCOME FOR NORMAL TAX AND SURTAX

(a) ExEMPTION ¥YOR Aam.—Section 26 (b) (1) of the Internal Revenue Code
(relating to credits against net income for normul tax and surtax) is herchy
amended by striking out the period at the end of subparagraph (C) and inserting
in lieu thereof a semicolon and by adding after subparagraph (C) a new pub-
pamgraph to read as follows:

(D) If the taxpayer has attained the age of 65—

‘(i) an additional exemption of $500;

‘!(ii) in the case of a joint return by husband and wife under section H1,
an exemption, in licu of the exemption provided in clause (i) of this
subparagraph, of $500 for each spousc who has attained the age of 65,
and whose gross income (computed without regard to section 22 (o))
for the taxable year is $500 or more; '

*(iii) for limitation on exclusion from gross income of retirement pay,
eto., see section 22 (0).”

(b) DETERMINATION OoF AcE,—Section 25 (b) (2) of the Internal Revenue
Code is hereby amended by adding at the end thereof a new sentence to read as
follows: ‘““For the purposes of paragraph (1) (D) the determination of the agoe
of an individual shall be made as of the last day of the taxable year.”

(¢) Limitation oN ExcrusioN From Gross IncoMiE or RETIREMENT DPay,
Erc.—Section 22 of the Internal Revenue Code (relating to gross income) s
hereby smended by adding at the end thereof a new subsection to read as follows:

(o) RRTIREMLNT PAY, ETc,, oF INDIVIDUALS 65 OR OvER.—If an individual
entitled to the ex»mption provided in scction 25 (b) (1) (D) (relating to indi-
viduals who have attained the age of 65) reccives during the taxable year any
amount (other than a lump sum benefit) as pension, annuity, retirement pay
old afe or survivor’s benefit, or similar payment, with respect to services rendered
by him or anciher person, and the whole of such amount would, but for this
subsection, be excluded from gross income, then only the excess over $500 of the
aggregate of such amounts shall be excluded from gross income, despite any
provisions of this title or of any other law. This subsection shall not require
the inclusion of any such amount as gross income unless the gross income, com-
pu:ed w;thout regard to this subsection, is $500 or more, This subsection shail
not apply—

}‘)(l) to amounts excluded from gross income under section 22 (b) (5);
except that this subsection shall apply to amounts received as a pension,
annuity, or similar allowance for personal injuries or sickness resulting from
active service in the armed forces of any country, unless such amounts are
gl;(zng&l;xded from gross income by a provision of law other than sectivn

; or

“(2) to amounts excluded from gross income under section 3 of the Act
entitled ‘An Act to safeguard the estates of veterans derived from payments
of pension, compensation, emergency officers’ retirement pay and insurance,

for other gurposos' approved August 12, 1935, as amended (U. S. ¢,
1940 ed,, title 38, sec. 451a): or

“(3) to amounts excluded from gross income under section 3 of the Act
entitled ‘An Act to establish in the War Depnrtmont and in the Navy De-
Kartment respectively, a roll, designated as “the Army and Navy medal of

onor mli," and for other purposes’, approved April 27, 1916, as amended
(U. 8. C.,, 1940 ed., title 38, sec. 393)."”

(d) TecuNIcAL AMESDMENT.~—Secction 22 (b) (5) of the Internal Revenue
Code (relating to exclusion from gross incore of compensation for injuries or
sickness) is hereby amended by striking out “‘and amounts’ and inserting in lien
thereof: “‘and (except as provided in subsection (o) in the case of individuals 65
or over) amounts.” .

(e) TaxasLe Years To Whicy AppricanLe.—The amendments made by thiz
seotion shall be applicable to taxable years beginning after December 31, 1016,
For treatment of taxable years beginning in 1946 and ending in 1947, see section 6.

BEC. §. REDUCTION IN WITHHOLDING OF TAX AT BOURCE ON WAGES,

(a) PercentTace MerHOoD,~—Bection 1622 (a) and section 1622 (b) (1) of the
Internal Revenue Code (relating to percentage method of withholding) are hereby
amended to read as follows:



INDIVIDUAL INCOME TAX REDUCTION b

“(a) REQUIREMENT or WiTHHOLDING,~Every employer making payment of
wages shall deduct and withhold upon such wages a tax equal to the sum of the
following:

(1) 12 per ecentum of whichever of the following is the lesser:

”(Ag)ethe amount by which the weges exceed the number of with-
holding exemptions claimed, multiplicd by the amount of one such
exemption as shown in the table in subscction (b) (1); or

“(13) the amount shown in the second column in the table in subsec-
tion (b) (1);

“(2) 18 per centum of whichever of the following is the leaser:

“(A) the amount by which the wages exceed the sum of—

“(1) the number of withholding exemptions claimed, multipliad
by the amount of one such exemption as shown in the table in sub.-
section (b) (1); plus

‘“(ii) the amount shown in the asecond column in the table in
subsection (b) (1); or

“(B) the amount shown in the third column in the table in subseoc-
tion (b) (1);

“(3) 14 per centum of whichever of the following is the lesser:

"(A) the amount by which the wages exceed the aum of—

“(i) the number of withholding exemptions claimed, multiplied
by the amount of one such exemption aa shown in the t&b‘o in
subsection (b) (1); plus

‘(i) tho sum of the amounts shown in the second and third
columns in the table in subsection (b) (1); or

“{13) the amount shown in the last column in the table in subsec-
tion (b) (1); .

‘‘(4) 15 per centum of the amount by which the wagea exceed the sum of -~

(A) the number of withholding exemptions claimed, multiplied by
t:xe am(mnlt of one such exernption as shown in the table in subsection
(b) (1); pius

‘“(B) the sum of the amounts shown in the second, third, and last
columns in the table in subsection (b) (1).

(b (1) The table referred to in subsection (a) is as follows:
“Percentage method withholding table

HTES

Amount f Maitmum | Mazimam ! Mazimum
ofone | amount amount emount
*Pay-roll porsod withhotd. | sublert | subject | wubject
toingexe | o llpere | to lhper. | (o 14 pee.
! emplion cant rale | conteatey cont rate
! {
Weekly........ ...... $11 0 821 0 $J $ia o
Biweekly. ... ... ... FER ) &3 o 17 00 25 0
Berulinonthly . 8 40 0 19 0
Moothly . ........... ....... AF o w3 16 | 38 A0
ussterly. .. 13800 1 Fa g 00 1 00
wiannus) PO . bec I T L] 2i9 (8) it (H
LTy PN 530 DT VB E3 I 0 a7l
1y or iuistellancons (peer duy of sueh perbpds | ! 1 % & ER o [t ] 2w
i

(by Waae Bracker Wirmnonpthg, - The tables corained o secton 1622 (0)
(1) of the Internal Rovenne Code treiating to wage bracket withholding) are

hereby amended to read as follows:

AU ALD 30wV



INDIVIDUAL INCOME TAX REDUCTION

*‘If the pay-roll period with respect to an employee Is weekly—

And the number of withholding exemuptions claimed ls—

52 22288
SE wOOUOOOOOOD000000000000000000000000000000000000000000000000000000000000..LL&
- . SEE92EE
w0000000n00000000000000000000000000000000000000000000000000000000000...Lt&&t
o KSRE2I/SSRBIER
W WOOOOODUOO00000000000000000000000000000000000000000000000000000 e it SS
3 SIRERISRSISREREEB:
b m w000000000000000000000000000000000000000000000000000000000...L....L.L..L -1
-
- |2 S3222RNEL IARRISINIEIISRINE
M WOOOOOODOODODOOOOOOOODO00000000000000000000000000000....LLLLZIZ&&&NLtt&&ml&E
3 -
- |2 . CRSRBRESSERSISSRF IRIL2IRBZEIR22S -
8 wo000000000000000000000000000000000000000000 ....... ey LR LR D L L U
"
- m CRRRF eSS eRECS8S8SRCROSRSISERRBOTRIZIZIRBESR
s WOOOOOOOOOOOOOOOOOOOOO00000000000 ........ PN R P e e e S L L]
&
g . wmmmwmmwmwwwwmmmmwmmw&mwmmmmmmwmmmmmﬂmmmwwwmmmmwwmwwmw
bl m ”0000000“00&‘000000000 ........ i v s o ok i 4 S G i O O 0GOS G S B S Fe¥vsscdcCcNRROBdEBISSSeiein-
s 5
- 1T 322 3R8SCR e8RS oR8S20RoR3R2CRSSRERSRIRSBBIKIVTIZIRRIV2BI28ER
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INDIVIDUAL INCOME TAX REDUCTION 7

“If the pay-roll period with respec. to an employee is weekly—Continued

R R e T |

AT L

e 3

And the wagos are— And the number of withholding excmptions claimed is—

100r

0 1 2 3 4 5 6 7 8 1]
Atleast | But loas ' more

than
The amount of tax lo be withheld shall be—

i ]
$17.70 [$16.10 [$14. 50 {$12.00 ($11.30 | $0.70 | $3.10 | $6.50 | $5.00 | $3.30
0]18.60{16.90| 1830 13.7011210]10.50}! &80 7.20| 8.70} 4.20
10.30 | 17.60 | 16.00 | 14.40 { 1280 { 11.20 | 9.60| 800 | 6.40| 4.00
20.00 | 18.40 | 16.80 | 15.20 | 13.60 | 12.00 { 10.40] 870 | 7.10}| 5.60
2110 | 19.50 | 17.90 | }€ 30 | §14.70 § 13.10 1 11.50 | 0.9 8301 6.70
22.60 | 21.00 ] 10.40 [ 17.80 | 16.20 | 14.60 | 13.00 | 11.40} 0.50 ! 8.20
24.10 | 22.60 | 20.90 | 19.30 | 17.70 | 16.10 | 14.50 | 12.90 | 11.30 | ©.70
25.60 | 24.00 | 22.40 | 20.80 | 10.20 { 17.060 | 16.00 | 14.40 | 12.80 | 11.20
27.10 | 25.50 { 23.90 | 22.30 | 20.70 } 10.10 | 17.50 | 15.90 | 14.30 | 12.70

15 pe.cent of the excess over $200 plus

$200 and over........ 20.50 } 27.90 | 26.30 | 24.70 | 23.10 ] 21,50 | 10.90 | 18.30 | 16.60 | 15.00 { 13.40

““If the pay-roll period with respect to an employee is biweekly—

b e - ———— Yvop o s g

And the wages are— And tha number of withholding examptions claimed lo—
o1 |2 |"s ] a]s e 1] 8|9 |be
Attaast | Bt less
The amount of tax to be withheld shall be—
19% ot
vues | $0 80 $0 $0 $0 €0 40 $0 L1 $0
$2.60| 0 0 0 0 0 0 0 0 1]
280] .24 0 0 0 0 0 [1] 0
300 .40f 0 0 0 0 0 0 ) 0
3.2 .01 0 0 0 0 0 0 0
3.60 901 0 0 0 Q 0 0 ) 0
371 120§ 0 Q ) 0 0 0 0 0
400] 1.40{ O 0 0 Q 0 0 0
42] 160} O 0 0 0 0 0 q 0
4401 LOOY| O 1} 0 0 0 0 ) 0
4701 210| O 0 [} 0 '] 0 0 0
4.90| 240| O ] 1} [ 0 0 ) 0
52| 3060] 0 0 0 0 0 0 0 ) 0
55| 280( .30} 0 ( 0 0 C ) 0
59| 3.10 Bl o [} 0 0 0
620 3.3 .7}| 0 ) ¢ { 0 Q i 0
6680} 3.5 1.00{ O ] 0 1] ] 0
7001 380 ) L2 0 D [/ 0 0 ) 0
7.301 4.00 501 0 J [1] 0 [, ¢
77| 430 L70| O ( ( Q
8.001 460| 10| 0 ( ( 0
8.30| 470 3.20 8 (
3 860 800 32.40 [
. 8.00| 830 870| .10
. §68. 9.20] 860} 290 .30
9.40 00| 3.10| .60( C ( (
0.0eeenns| §7 9.70| 6.40| 3.401 .80 ( ( (
T3 coaneas| $74 10,00 6.70| 3.60 | 1.10 (
74, 70 10.30 .10 3.00| 1,30 (
76. 78 10. 80 40| 4.10| 1.80
8. 0.80 | 7.80 | 4.0 .80
. L10] 8.20] 460} 200
. . 1.40| 8.40| 480 | 2.30
4... 1.60} 870 10 50 (
eevensen 1.0 0.00 i.gg . 70 28
eeoroens| 800 cce..| 1220 ] 9.30 | & 00 | .4
v eeeeens] $02 260 9.00 101 320 .70
. 2.80 80| 6801 380 .00
3.10 | 10.10 | 6.80 L7001 L1101 (
08 340110301 7.20| 390} 1,40 ¢
08, 100 3.70 [ 10.60| 7.00| 420 160} ¢ q [
1 40011000 | 7.00] 440! 1.0
I e e ) ke e ) E |
106, c00eee &...‘. 400 | 11,70 | 8. 80 l.?s 2.8 )
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“If the pay-roll perfod with r,egpect to an empioyee is biweekiy—Continued

And the number of withholding esemptions elaimed lo—
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“If the pay-roll period with respect to an employee Is semimonthly—

And the number of withholding exomptions claimed lo—
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*“If the pay-roll period with respect to an employee is semimonthly—Continued

And the wages sro— And the ber of withhaldi pti laimed ls —

o | v {2 | 3| &« | s | e | 7| 8| 9 |MWor
. Atleast | Butless moro
‘ than e e e e e )

' The smount of tax to be withheld ahall bo—
$30. 60 {£33. 10 {$20. 70 1$26. 20 [$22.70 1$10.20 |$15.70 1$12.30 | $0.10 | $5.20
v Y 38.10 | 34.60 | 31.20 | 27.50 | 24.20 | 20.70 | 17, 13.70 | 10. 80 0. 80
v 00 30.60 | 36.20 | 32.70 | 20.20 | 25.70 | 22.20 | 18.70 | 15.30 | 11.90 8.60
320. 41.90 | 38.40 | 34.00 | 30.40 | 28.00 | 24.50 | 21,00 [ 17.80 | 14.00 | 10.70
40 44.00 | 41.40 | 37.00 | 34.50 | 31.00 | 27.80 | 24.00 { 20.50 | 17.00 | 13.60
60 47.00 | 44.40 | 40.90 | 37.50 ] 34.00 | 30.60 | 27.00 | 23.50 | 20.00 | 16.60
340, 50,00 | 47.40 | 44.00 | 40.50 | 37.00 ] 33,60 1 30.00 | 20.50 | 23.10 | 19.680
0). 83.00 § BO.40 | 47.00 | 43.50 | 40.00 | 36,60 } 33.00 § 20.50 | 20.10 | 22.60
20 50.90 | 53.50 | 50.00 | 40,80 | 43.00 | 39,60 { 36.00 | 32.60 | 20.10 | 25.60
40). 60.00 | 56.60 | 53.00 | 40.50 | 46.00 | 42.80 | 30.10 | 35.60 | 32.10 | 28.60
t 60 63.00 | 59.50 | 56,00 | 52.50 | 40.00 | 45.50 | 42.10 | 38.60 | 35.10 | 31.60
* 006.00 | 62,80 | 59.00 | 55.50 | 52.00 | 45,60 | 45.10 | 41.60 | 38.10 | 34.60
' 60.00 | 65.50 { 62.00 | £8.50 | 85.00 | 51,60 | 48.10 | 44.60 | 41.10 | 37.00

15 percont of the exovss over $500 plus
,:’ $500 and over....... 74.00‘70,50'67.00'0‘1.60160.00;M.GO|63,IO|49.60‘40.l0|42.00’ 39. 10
f

““If the pay-rol} period with respect to an employee is monthly—

And the wages are— And the number of withholding exemptions claimed is—

100r
0 1 2 3 4 1] [} T 8 9

more
At least But less .

The amount of tax lo be withheld shall be—
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INDIVIDUAL INCOME TAX REDUCTION 11

““If the puy-roll perlod with respect to an employce is monthly~~ConlInued

And lho wugnne-— And the her of withholding ptions elaimed lo— ,
0 1 2 3 4 5 8 7 ] s | Wor :
Atloast | Butiess more H
than - w e e b e e e e e i et e s i < e = 4
The smount of tax (o be withheld shall be - i
RSN DUV, Ce e e P PR — — e i e men U 4
N H
208 ... 212, . [$20.10 [$22.40 |$18.60 | $X.50 | $3.00 | &0 0 0 $0 0 '
202 ... 8216 . W.90 | 200 | 16,30 | 9.00 | 340 0 0 0 [} 0 i
200 ... $220 .| 30.30 | .80 | 17.00 | 0.5 500 | 0 0 0 0 :
2H) L 224 ... 130,00 | 2400 [ 1770 ] 000 ] 4400 0 0 0 ]
2 L. 224 .. 3L50 12060 | 1IR30 10.40 ] 4001 0 0 0 0 ;
224 ......  $232  j3z 10l 200 KAt 1000 ] sS40 | 0 0 0 0 :
232 ... 230, . 13270 125,70 110,30 1080 1 B0 | 30 | o 0 0 ¢
230 . ...} $240. 1 33.30 1 26.30 | 19000 1 12,30 | 6.30 M 0 0 ¢
210 . . . 18248 . 3420127201270 [ 1330 .00 L0 0 :
28 ... | $250.. .. 3540 L 240 1 20,80 | .50 | KOO} 2601 0 0 a
250. .. ... 264, 30.60 | 20.60 ) 2200 | 16201 w00 | 340 0 0 v
$204 . | $272. .. 37.80 | 30.80 | 24,00 | 17.70 | 9.00 | 4.40| 0 0 5
273 R v . .00 | 32.00 | 26,10 | 1850 1 10,90 | 8,301 0 14

—=-OO0COoOCOTOROTITTTCIOSOISSOSS

CODCOOOCCTOOOOOIOSICSEO2

EREISSxusrawn—, coo0DOS
EE SN oNawn=, cOoOOScososoTcesossesceed |

90 .
%
0
80
80
01 .20
0| 1.2
70| 2.10 !
) 60| 310 .
..... .30 | 3130 30| 470 .
..... 41.30 | 34.30 80| 710 1.0 .
..... .20 | 5820 44.30 | 37.30 | 30.30 10 950 400
400......0| $450.000 68,20 | 61.20 | 4.30 | 47.30 | €0.30 | 33.40 | 20.40 | 20.00 | 1240 | 6. 40| .80
480, 227] $500.0..01 70.20 | 64.20 | 87.30 | A0.30 | 43.30 | 306.40 | .40 | 22.70 | 16.00 | B8O | 3.20
600 20 . 00,30 | A3.30 | 40,30 | 39.40 | 32.40 | 25,40 { 1010 | 11.20 | b.60
3,30 | 56.90 | 49,40 | 42.40 | 3540 | 2.60 | 31.80 | 14.80 | 8.00 -
.30 | £9.30 | 52.40 | 45.40 | 33,40 | 31,20 | 24.00 | 18.20 | 10.40
. .30 | 62.30 | £5.40 | 48.40 | 41.40 | 34.50 | 27.80 | 21.00 | 13.70 ¥
2 130 | 05.30 | 55.40 | 8140 | 4440 | 37.80 | 3050 | .70 | 17.30 i
90, 80 .50 | 09.40 | 62:90 | 65:00 | 10.00 | 42.00 | 35°00 | 28.10 | 21.80 ¢
96, 80 82.80 | 76.90 | 68:90 | 61.00 | 55.00 | 43.00 | 41.00 | 34.10 | 27.10 i
102. 80 190 | B1.00 | 74.90 | 08.00 | 61:00 | 54.00 | 47.20 | 40.10 | %3.10 {
108.80 00 | 87,90 | 81,00 | 74.00 | 67.00 | 60710 | 5310 { ¢6.10 | 39.20
114. K0 100,90 | 9390 | 87.00 | B0.00 | 73.00 | 60.10 | &% 10 | 8210 | 45.20 %
120, 0 106,00 {10000 | 9300 | #6.00 | 7910 | 72.10 | 65,10 | &3.20 | #1.%0 ;
126.90 112,90 106,00 | 90.00 | v2.00 | K5:10 | 78:10 | 70.10 | 64.20 | 67.20 R
132,90 110:00 [112,00 (105,00 | 08.10 [ 9110 | B€ 10 | 77.20 | 7020 | 63.20
-|138.00 125.00 {118.00 [111.10 {104.10 ( 07.10 | 90.20 | 83.20 | 76.20 | 0,30 i
$000....... 144.90 131,00 [124.00 [117. 10 [110.10 [103.10 | 06,20 | 80.20 | 82.20 | 75.30 I
#oy

18 percont of tho excess over $1,000 plus

$1,000and
OVOT..nennnnenne..|347.90 [141.00 (155,00 [127.00 {12010 {113.10 {106, 10 | 00. 20 | 02,20 | 88,20 | 78.30 K
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INDIVIDUAL INCOME TAX REDUCTION 13

(o) Errective Date.—The amendments made by this section shall ba appli-
dable only with respect to wages paid on or after June 1, 1947,

SEC. 6, FIBCAL YEAR TAXPAYERS,

(a) Incomn Taxes.—8ection 108 of the Internal Revenue Code is heroby
amended by striking out ‘‘(d)’’ at the beginning of subscction (d) and inserting in
licu thereof ‘‘(e)’’, and by inserting after subsection (¢) the following:

“(d) TaxaBLE YEARS or INpivipuaLs DBroINNING 1N 1946 AnD ENbDiNG IN
1947.—In the case of a taxable year of an individual beginning in 1946 and ending

in 1047, the tax imposed by sections 11, 12, and 400 shall be an amount equal to
the sum of—

(1) that portion of a tentative tax, computed as if the law applicable to
taxable years beginning on January 1, 1946, were applicable to such taxable
ear, which tho number of days in such taxable year prior to January 1, 1947,
Kmrs to the total number of days in such taxable ycar, plus
(2) that portion of a tentative tax, computed as if the law applicable to
taxable yeara beginning on January 1, 1047, were applicable to such taxable
year, which the number of days in such taxable year after December 31,
1040, bears to the total number of days in such taxable year.”
Passed the House of Representatives March 27, 1047,

Attest: JouN ANDREWS,
Clerk.
The CHairman. We are very glad to have you with us, Mr. Secre-
tary. It is rather superfluous but will you state your name and job
to the reporter?

STATEMENT OF THE HONORABLE JOHN W. SNYDER, SECRETARY
OF THE TREASURY, ACCOMPANIED BY LEE WIGGINS, UNDER
SECRETARY OF THE TREASURY; J. J. O'CONNELL, GENERAL
COUNSEL; EDWARD BARTELT, FISCAL ASSISTANT SECRETARY
OF THE TREASURY; GEORGE HAAS, DIRECTOR OF RESEARCH
AND STATISTICS; LOUIS SHERE, ACTING DIRECTOR, DIVISION
OF TAX RESEARCH, AND STANLEY 8. SURREY, TAX LEGISLA.
TIVE COUNSEL ‘

Secrotary Snyper. John W, Snyder, Secrotary of the Treasury,

Tho CramrMan. Mr. Secretary, you have a statement, and I assume
that you would like to go tbrougil that without iaterruption, or shall
wo interrupt you as we go along?

Secretary SNYpER. I would like to read my statement, if agreeable,
and then such questions can be put as you may have,

Tho CHarmAN. Proceced, please.

Secretary SNYpER. I am glad to have this opportunity to appear
before tho Senate Finance Committee. You have before you H. ll( i
a. bill which would make the second major postwar tax reduction. 1
havo {)reviously statod my viows on tax reduction in my rocent aypoar-
anco before the House Ways and Means Committee. ‘Today, I wish
to ropeat some of the reasons why I believe that no gonoeral tax reduc-
tion 1s advisable at this time and also to comment in more dotail on
certain specific aspects of H, R. 1.

I am convinced that a gencral tax reduction at this time is neither
necessary nor appropriate. I beliove that this conclusion is supported
by a careful oxamination of both the current economic conditions and
tho budgotary situation. The dosirability of maintaining present tax
ratos for this yoar is emphasized by the size of the public dobt.  More-
over, premature reduction of one tax, such as is proposed in H, R, 1,
might make lator achievemont of a comprehensive revision of the tax
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14 INDIVIDUAL INCOME TAX REDUCTION

system difficult or impossible. TFinally, even if tax reduction were now
appropriate, II. R. 1 does not make the right approach to a tax
reduction program.

ECONOMIC CONDITIONS

Present cconomic conditions do not call for a tax reduction. 'The
American economy has already made a remarkably rapid transition
from record wartime production to record peacetime output, Em-
ployment is high, and national income continues to reach new peace-
time levels. i]ndor these favorable economic conditions present
taxes do not impose an excessive hardship on the American people.

Under present conditions, I do not believe that a tax reduction
would bring about any significant increase in production, nor do I
beliove that a tax reduction is necessary at this time to assure con-
tinued high-level production. The rapid and sustained growth of
employment and output achieved in 1946 and the early months of
1947 was accomplished with present tax rates. During that period,
millions of demobilized veterans found civilian jobs, and there was a
rapid increase in the number of new small business firms. Business
as & whole is now operating virtually at capacity. Production is now
limited by shortages of materials and labor rather than by lack of
venture ‘capital or markets. All of these facts are evidence of the
vigor and adaptability of our frec-enterprise system, KEmployment
and output will undoubtedly rise still higher in the future with the
normal growth of the economy. .

Inflationary pressures have still not subsided. Priccs and produc-
tion have not yet fully adjusted to one another, So long as inflation-
ary pressures exist, there is good economic reason for maintaining
high taxes, If we should cut taxes prematurely, wo could easily
contribute to further Erice rises and to economic instability, 1f we cut
taxes too soon we shall probably find it impossible to reverse our
action. On the other hand, it will be time enough to cut taxes whon
it becomes clear that conditions call for such action,

BUDGETARY BITUATION

The current budgetary situation also calls for the maintenance of
oxisting texes. I am gratified that the latest estimates indicate a
budgetary surplus for the fiscal year 1947, If the taxca are not
reduced we shall also be able to achieve a budgetary surplus in the
fiscal year 1948, It is by no means clear, however, that the surplus
in the fiscal year 1948 will exceed the amount foreseen in the. Prosi-
dent's budget, except for the effect of the subsequent adoption by
the Congress of the President’s recommendation for extousion of the
so-called war oxcise tax rates. Under existing law, revenuea for the
fiscal your 1048 are estimated at $38.8 billion, "The President’s budget

uts oxpenditures for the fiscal yoar 1948 at 887.8 billion, A con-
Famncqconumttoo of the Houso and Senate is still considering various
ogislative budget estimates of expenditures, Wao atill do not have
gny clear ovidonce that expenditures in the coming fiscal yoar can
bo reduced belew the President’s budget figurces of $37.6 billion, In
my opinion, it would be unwise to reduce the revenues before we have

. & clear picture of what axponditurce will be authorized,

‘.
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PUBLIC DEBT *

We have em(sr{;od from the war and immediate transition period
with a public debt of approximately $258,000,000,000. The size of
the debt is a strong argument against a tax reduction at this time,
Under present conditions, I beliave it will be sound financial policy
to achieve as large a budget surplus as is possible and to apply that
surplus against tﬁc public debt.  When national iricome is high, as it
is now, it is prudent to reduce the public debt as rapidly as possible.
The present situation gives us an opportunity to mu‘(e further reduc-
tion in the debt. I believe that we should now prove our determina-
tion to retire public debt by making as big & payment on it as we can,
If wo do so, there will be less cause for concern if in some future years
we find it desirable to postpone temporarily further debt retirement,

COMPREHBNSIVE TAX RBEVISIONS LATER

During recent years, when attention was necessarily devoted almost
exclusively to urgent matters of war finance, a great number of techii-
cal tax problems have been accumulating. Morcover, much interest
has developed in a series of fundamental tax problems,  The problems
to which I refor are not solely, or even primarily, ones of tax rates.
They relate rather to tax structure. These problems now need care-
ful consideration, especially in view of the high level of current and
prospective revenue requirements, ’

Allthough I do not believe that the time has yet come for revisions
involving major tax reductions, it is not too carly to begin studies of
desirable tax changes to take effect al a later d’;tte. The Treasury
Department has been studying a large number of important tax
problems, working on many of them in close colluboration with the
staff of the Joint Committeo on Internal Revenue Taxation. The
Treasury stands ready to assist the Congress in any way possible.

In anticipation of later tax reductions, we should review the whole
tax system. We should reexamine not only the individual income
tax, but also the corporation income tax, excise taxes, and estate and
gift taxes. Such a comprehensive review should aim at rovisions
that will fit all major taxes together into a system that will produce
adequate revenue, will be fair and equitable, will interfere as llittlo as
possible with incentives to work and invest, and will help maintain
mass markets for mass production.

*Thoere is danger that if we act prematurely by reducing the rates
of one tax, without consideration of othor problems, we shall make it
diffieult or impossible to adopt many needed changes at a later time,
Many such fundamental tax revisions will involve substantial rovenue
roduction. 1f we now make a major reduction along the lines of
H. R. 1, we may later find that we ave not able to adopt many of the
basic rovisions in the. individual incomo tax and the othor taxes that
are nocessary fop a sound postwar tax system,

Bl'ﬂbl!\‘l(} DISCUBKRION OF H. It. 1

I turn now to a more spocitic examination of H. R. 1, as passod by
the Houso. For tho use of the committoo, I havo appended to my
~ statoront savoral oxhibits and an appondix, This matorial includes

o varioty of statistical data on tho composition of the individual
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16 INDIVIDUAL INCOME TAX REDUCTION

income tax.,base and other information that I believe will be helpful
in ﬂour consideration of H. R. 1 and other proposals for tax reduction.
. R. 1 includes a general reduction of individual income tax rates

and a special additional exemption for taxpayers over 65 years of ago.
It would reduce the income tax by 30 percent for taxpayers whose net
income in excess of exemptions is $1,000 or less, and by an amount
which under the notch provision would rapidly fall to 20 percent at a
net income of $1,396 after exemptions, For net incomeo after exemp-
tions between $1,396 and about $302,400, tho reductions would be 20
percent, For higher incomes the reduction would gradually taper off
to 10.6 percent above $5,000,000. The rate reductions in the amended
bill are identical with those in the original bill for all taxable net
incomes in excess of $1,396. Only about 1,100 taxpayers would get
less than a 20 percent rate reduction. About 14.4 million taxpayers
would get a 20 percent rate reduction. About 8.5 million would get
between 20 and 30 percent. The remaining 24.8 million taxpayers
would get & 30-percent rate reduction.

H. R. 1 grants a special additional exemption of $500 to persons
over 65 years of age.

Semztm' Hawxes. If this will not bother you, permit me to in-
terrupt. :

Do you know how many incomes there are in the United States
that are equal to $5,000,000 or more a year? Are there any any larger?

Secretary SNYpeEr. We can get that figure for you.

(The information requested follows:)

For 1944, there was one return in excess of $5,000,000 net income. -

Senator Hawkes, I think it would be very interesting to have
that figure, and I think it would also be very interesting, Mr. Secretary,
to havo the figure of how many incomes there are of $302,400 & year
or more. '

Secre SNnypER. That is the 1,100.

Senator HaAwkes, Is that ata.ted, only 1,100? I sce; that is the
20 percent reduction.

orotar%SNYDmn. That is the reduction of 20--10% porcent.

Senator Hawkes. Thank you very much. L

Seorotary Snyper. If frou want that other figure, we can provide it.
wslg‘xmtor awkgs, I think it would be intoresting. 1 would liko

ow, .

Secrotary Snyper. We can supply that aftor these hearings are ovor.

Senator Hawkes. Lator will be all right. ‘ )

Secretary 8NyprR. In the case of joint returns, the special addi-

. tional exemption would be $1,000 whoere both husband and wife aro
- over 65, and each has $600 or more gross incomo.
This additional exemption is subject to the limitation that porsons
ualifying for it must include in their gross income for tax purposoes
the first lg‘lﬂ)(} recoived from cortain t?y o8 of periodic pension or retire-
ment annuity benofits that are now fully exempt from taxation, Itis
estimated that this additional oxempmon would reduce the income
tax of 2.8 million persous over 68, of whom 825,000 would be made
nontaxable. ,

It is entimated that the bill would reduce tax’liabilitics by $3,700
million for & full year. This is $280 million more than the original
bill. Of the total reduction in liabilities $3,024 million would be

/.



INDIVIDUAL INCOME TAX REDUCTION 17

attributable to rate reductions and $145 million to the increase in
exemptions for taxpayers over 65. These are estimates of tax liabili-
ties for the calondar year 1947,

Since H. R. 1 is ratroactive to January 1, 1947, its cnactment
would reduce receipts in thoe fiscal year 1948 by more than the amount
of one year’s reduction in tax liabilities and woyld also necessitato a
lurge abount of additional tax refunds. It is estimated that the
House bill would reduce receipts in the fiscal year 1948 by $3,994
million. It would increase refunds by $751 million, In considering
the effect of 1. R. 1 on the budget for the fiscal year 1948, it is neces-
sary to combinoe the decrease in receipts of $3,994 million with the
increase in exponditures of $751 million for additional refunds. 1. R,
1 would weaken the budget for the fiscal year 1948 by $4,745 million,

As I have already said, I do not believe that a tax reduction is
now appropriate. now wish to point to some inequities in . R.
1 us a tax-reduction measure. Although the bill has been somewhat
modified since it was originally introduced, it would still provide
relatively too little tax reduction for low and middls incomes as com-
pared with high incomes. As I said to the Ways and Means Com-
mittee, it seems to me that if a 1947 tax bill has any place at all in
the management of our financial affairs, it should aim primarily at
bringing relief to taxpayers who have borne extraordinarily heavy
burdens during the war and postwar transition years and should give
consideration to inequities, 1 do not believe that H. R. 1 accom-
plishes these objectives.

H. R. 1 would not reduce taxes in the same way that we increased
them during the war. This can be clearly seen in exhibit 2, which
compares taxes at different net incomes under 'the 1939 law, present
lmvz and H. R. 1. :

To illustrate, IT. R. 1 would eliminate 22 percent of the difference
between present taxes and 1939 taxes for a married person with no
dependents and a net income of $5,000. But at a net income of
$1,000,000, this bill would wipe out 69 percent of the tax increase
since 1939. Taxes at the $5,000 level would still be eight times as
high as in 1939, but at the level of $1,000,000, taxes would be only a
little higher than in 1939, H. R, 1 would reduce taxes on very hgh
incomes to a lovel only a little higher than that before the war. lit

would leave taxes on lower and middle incomes much higher than®

bofore the war. .

Despite modifieations at both the lower and upper extremes, H. R. 1
still provides in the main a flat percentage cut in presont taxes, Of
the $3,769 million reduction, $2,262 million is attributable to the 20-
pereent reduction, $724 million is attributable to tho :S()-f)orcent
reduction, $5620 million to the noteh area of 20-30-percent reduction,
$118 million to the 10%- to 20-pereent reduction, and $145 million
to the exemption: for persons over 65, ‘

So far aa[i know, a flat porcentage cut in individual income taxes
has been made only twice before in the history of the Federal incomo
tax. The first time was in the Revenue Act of 1924, applicable to
1923 incomes.  That nct mado a flat 26-percent reduction, but exomp-

tions were greater and rates on lower incomes were much less than

under present law. .
The second time a flat percentage cut in taxcs was made was in the
Rovenue Aot of 1045, But I want to omphasize the important
difforences between the 1945 adt and the kind of reduction proposed
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18 INDIVIDUAL INCOME TAX REDUCTION
’

in H. R. 1. The 5-percent cut under the Revenue Act of 1945 was
only one of three important changes in the individual income tax. Tt
accounted for less than one-fourth of the total reduction of the indi-
vidual income tax. The remaining threc-fourths of the 1945 reduc-
tion was made in the form of an increase in.the normal-tax exemptions
and a reduction of 3.percentage points in each surtax bracket.

There is a significant difference between a flat percentage cut in
existing tax rates and » uniform reduction of a certain number of per-
centage points in each bracket. A 20-percent flat reduction would
reduce rates 17 percentage points in an 85-percent rate bracket,
but only 4 percontage points in a 20-percent rate bracket. In con-
traust, o B-percentage-point reduction in each surtax rate, which
would lose about the same amount of revenue, would give a 5.9-per-
cent reduction in an 85-percent bracket rate, and a 25-percent reduc-
tion in a 20-percent bmcﬁot rate.  An across-the-board percentage cut
of the type in H. R, 1 decreases the progressivity of the incomo tax.

The $500 special tax excmption for persons over 65 years of age
included in H. R. 1 is addressed to the special problem of one group.
The bill as amended would partially offsct the additional exemption
by the requiremaont that taxpayers include in their gross income the
first $500 of certain types of pension and retirement income now fully
tax-exempt, such as social sccurity old-age benefits, railroad retirement
benefits and retirement pay of armed forces personnel vetired for
disability.

This modification is a complication of the original provision, which
does not meet the fundamental objections to such a special oxemption,
1 do not believe that exclusions of particular kinds of income from the
tax base are an appropriate means of bringing relief to special groups.
As I told the Ways and Means Committee, I am opposed to extension
of present exclusions from the individual income tax base. I do not
beliove that it would be fair to inercase income tax exemptions for
persons over 65 years of age and not for similarly situated persons
under 65.

H. R. 1 is not only deficient from the standpoint of equity. 1t is
not the well-balanced approach to the important problem of main-
taining incentives and markets, which will be cssential when a tax
reduction is appropriate, In a tax reduction program, the whole
problem of incentives and markots merit broad and caroful considora-
tion, The problem is not morely oue of individual income tax rates.
It includes othor phases of the tax system and many foatures of the
individual income tax not treated in . R. 1. Subjects that will noed
to be considered include tho taxation of dividond income, tax troat-
ment of difforont forms of business, loss carry-backs and carry-
forwards, depreciation, treatment of family income, oxemptions and
other mattors. _

Enactment of H, R. 1 would complicate the individual income tax
and ineroaso adminjstrative costs. It would cancel a part of the groat
progross that has been made in veeent years toward simplification
of tax forms. The different rates of ru({uution from tentative tax
the “noteh” rato, and the provisions for the aged involving the part,inf
inclusion of income now oxcluded wonld bo confusing to many tax-
gmyom. There would be an ineronse in rofunds, particularly for low-
neome taxpayers, PR

i
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CONCLUSION

In my opinion, H. R&. 1 should not be enacted. It would mako a
reduction in revenues of almost $4 billion and necessitate an increasoe
in expenditures of $751 million for tax refunds at a time when a bal-
anced budget and substantial debt reduction should be our first
objective. By concentrating a large reduction in one tax, H. R. 1
would make later well-balanced tax revision more diilicult, and per-
haps impossible. H. R. 1 would not be an equiiable tax reduction.
It would unnecessarily complicate the individual income tax.

In_conclusion, I wish to repeat that in my judgment economic
conditions, budgetary uncertainties, and the size of the public debt,
all call for maintaining present tax rates in 1947, Under present
conditiong, it i3 sound financial policy to achieve as large a surplus as

ossible.  The administration will continue to make every effort to
ﬁold Government expenditures for the fiscal year 1948 to the lowest
lovel possible in view of our national obligations and public needs. I
anvsure s however, that any surplug that is likely to be realized in 1948
could best be uppiio(l to the reduction of the public debt.

The Cuamrman. The exhibits and appendix are inserted in the
record at this point,

(The exhibits and appendix are as follows:)

Exmmr 1

TaprLe 1,-—Comparison of combined normal tax and surtar rates under present law?
and the House &ill (II. R. 1)

8urtax net. income Combined normal tax and surtax rates Percentage-
g polnl( de-

Ypog croase (—) or

Presont law llalm'?lmr ‘lncretws +)

' . reductions | in rates com-

Excecding— Not exceeding-- Tentative | Kates after, under House | pared with

rates &-percent | bill (H. R, 1)} present law

? reduetion
Percent Percent l’cmlnl Fereent

1,000. .l 19.00 20.00 +1.00
U8 15.20 -3.80
000 2.0 16.72 V4. 18
20 24.70 19.78 —~4.04
28. 50 2. 80 -38.70
...... 34 . 30 25. 84 —6.46
...... 38 36.10 .88 -1.22
...... 43 40. 8% 32.08 ~-8.17
47 44.65 35.72 —8.93
50 47. 80 38.00 -9, 50
33 50. 34 40.28 ~10.07
56 $3.20 43. 66 -10. 64
w 50. 05 44.84 -11.21
02 58,90 47.12 ~11.78
a3 41,75 40. 40 -12. 33
[i1] a5, 58 . 44 -13. 11
72 08. 40 M.72 -13.68
8 71,28 7. 00 14,28
L] 74.10 5028 -14.82
81 70. 05 61,8 ~186. 30
84 .80 63, 84 =15, V6
L 82.05 60. 12 16, 83
B0 84,85 a7.64 ~16.91
ol Wk i
,306 and over. ... } o 490,40 { 177.38 ~9. 10

) Internal Revonue Qode, as amicnded by Revenua Aot of 1048,

* Indioutes arca of the notch provision under the House bill.  The 33.8.percent reduction of prosont lInw
tentative tax enda at $1,000 of surtax not income and tho 24-percent reduction of present law tontative tax
takes offoot at §1,300,

1 Point at which 18-percont reduction of present law tentative tag takes effeot under the Houso hill.

¢ Subject to & maxlimum offoctive rate ‘lmlmuon of 85.8 percent,

4 Bubject to & maxhinum effoctive rate limitation of 76.8 percent,

Bouroe: Treasury Dopartmont, April 1047,
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20 INDIVIDUAL INCOME TAX REDUCTION

TanLe 2.--Comparison of individual income taxes under present law ! and under the
House bill (H, R. 1), for specified amounts bf nel income

S8INGLE PERSON--NO DEPENDENTS

Deocrease compared | Decrease as a8 per-
Amounts of tax ¥ flective rates with presont 1aw Sentage %e.Pe
Net tncome -
-k ~ moe |, |
) Present | House bill | Present bit. |Amounts| Eftective| Present | SGi0e
law (H.R. 1)? law (H. R. 1) rates 'Iaw tax resent
w tax
Percant | Percent Percant | Percent | Pereent
$13 3.3 2.2 6 1.0 30,0 1.0
40 7.1 5.0 17 21 30,0 23
67 0.5 6.7 20 20 30,0 31
03 1.1 7.8 10 3.3 30,0 3.7
1| 31| o8 | 33| %8 0
173 13.4 10.2 85 3.2 .1 3.7
108 18.7 10,7 8 3.0 a9 3.6
+ 212 14.0 1.2 53 28 20,0 33
228 14.8 1.4 &7 2.9 2.0 33
304 18,2 12.2 76 3.0 20.0 38
388 16,3 12.9 0 3.2 20,0 39
8555 17.3 130 1w 3.5 20.0 42
AT A T
1,8%6 21.8 17.3 344 43 20,0 5.8
vl Byl Bmel| -sm| &7 23 8.0
5316 33.2 2.0 1,329 6.7 20.0 10,0
7,40| 873 30,0 ,872 7.5 20,0 12,0
20, 110 £0.3 dw0.2( 807 10.1 20,0 20.2
wes| 8| o8| el ixy| 2| s
153, 417 76.7 ol i 13,3 2.0 85.9
190, 000 78.4 62.7| 47,500 18.7 2.0 72.6
220, 438 7.8 67| 51,787 4.8 * 18.6 721
Maos| @3] el sbr| B8] 1% A0
% LA I A
2,276, 210 88.5 75,9 ) 790 0.6 1.3 6.4
. , 040, 710 8.5 76.3 | 370,290 0.3 10.8 3.8
000 94,275,000 | 8,823,210 | . 86.8 70.6 | 451,700 0.0 10.6 62.3
$6,000,000.-...-.| # 5,130, 600 | ¢ 4, 500, 000 86,8 76.8 , 000 9.0 10,8 62.1

¥ Internal Revenue Code, as amended by Revenue Aot of 1045,

¥ Assumas taxpayor is undor 05 years of age. )

¢ Thess income levels are within the ares of the notch provision under the House bill. The 33.8.porcent
reduction of present law tentativo tox ends at $1,600 of net income before personal exemption and tho 24«
percent reduction of presont Iaw tentative tax takes effect at 31,808,

4 Point at which 158-percent reduction of presont law tontetive tax takeas effeot undeor the House biil,
¢ Taking into account maximum cffcotive rate limitation of 88.5 peroent.
¢ Taking into account maximum eflective raie limitation of 76.6 percont,

ANon.-v-Oomp“mlom wero made from unrounded figures aad will not necessarily agree with figures
computed from the rounded amounts and percontages shown,

" Bouroe: Treasury Depariment, April 1047,
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Taure 8.—Comparison of individual income laxes under present law! and under
the House bill (H. R, 1), for apecified amounts of net income

MARRIED PERSON *~NO DEPENDENTS

Deocrease compared | Decreass as a per-
Amounts of tax Effeotive rates with present law oentage of—
Net income be-
fore pora&ml ox+ - N“n{g'
emptlon Present | House bill | Present | H.oUse Effective | Present | 9
law (H.R.1)|  law mbgl Y Amounts| “rotes | law tax 'm‘,“m"
w tax
Percent | Percent Percent | Percent | Pereend
1,200.. $38 7 3.2 22 $11 1.0 30.0 1.0
1,600.. 25 67 6.3 4.4 29 1.9 30.0 20
2,000 ¢ 190 133 9.5 6.7 87 2.9 30.0 3.1
2,100 4 209 153 10,0 7.3 56 2.7 20.8 3.0
2,200 4 28 173 10.4 7.9 58 25 A1 2.8
2,300 ¢ u7 193 10.7 8.4 54 2.3 21.9 26
3,396 ¢. 208 212 1.1 8.9 53 2.2 2.0 2.8
,600. .. 285 238 11. 4 9.1 57 2.3 2.0 2.6
,000. . 380 304 12.7 10. 1 76 2.5 2.0 2.9
,000. . 580 471 14.7 1.8 118 2.9 20.0 3.
,000. 708 638 16.0 12.8 160 3.2 2.0 a
,000 1,045 838 17.4 13.9 209 3.5 20.0 49
,000 1,877 1,262 10.7 15.8 316 3.9 2.0 4,
10, 2 188 1,748 21.9 17.5 437 4.4 2.0 [ X
1 4,047 3,238 .0 21.6 5.4 2.0 7.4
20, 0, 394 8, 115 320 25.6 1, 6.4 2.0 0. 4
25 9, 082 7 36.3 20. 1 1,810 7.3 2.0 1.
000. 24,708 19, K368 40.6 30.7 4,089 0.9 2.0 10,
, 003 34,474 57.8 46. 8,618 1.8 2.0 .
100,000, 63, 128 80, 3.1 80, 13,62 12.6 0.0 M,
250,000 101, 340 183,072 76,8 []8 a8, 268 16.3 2.0 68,
237, 500 190, 78.3 03, 47, 600 18.7 2.9 72
277, 790 229, 04 70.4 64, 51,741 14.8 18.6 .
407,465 | . 342,074 81.8 4 65,301 13.1 16.0 0.
.. 623, 590 538, 63.2 1. 88, 141 11.8 14.1 60.7
1,060.000........ 839, 718 728, 84.0 72.¢ 110,801 L1 13.2 0,3
2,000,000 ....... 1,704,218 | 1,503,324 85.2 8. 201, 801 10.1 1.8 88,
,000,000. ....... $32,605,000 | 3,275,824 85.8 78. 89,1717 0.6 1.8 68,
,000,000. ....... $3,420,000 | 3,049,3% 88.5 76.2 | 37,6M7 9.3 10.8 6.0
,000,000......... $4,275,000 | 3,822,824 85.5 76. 453,177 9.0 10.6 62,4
000,000. .......| ¢ 5,130, 000 | ? 4, 590, 000 85.5 76.5 | 540, 9.0 10.5 82,1

. 1 Intornal Reyenue Code, as amonded by Revenue Act of 1945,
f1a8 Income, .
§ Assumes taxpayer {s undor 88 yoars of age,
4 These {income levols are within the area of the notoh proviston undor the Houss Lill. The 33.5-percent
redustion of present law tentative tax onds at $3,000 of not fncome before personal excmption and the 24-

. percent reduction of prezent law tontative tax takes effect nt $2,308,

¥ Point at which 18-percont reduction of present law tentative tax takes offeot undser this House bill,

¢ Taking into account maxirnum offoctive rato limitation of 85,5 poroent.

! Taking fnto account masimum effootive rate Hmitatlon of 76.5 poroont.

Non.e-Comp%mIona were made from unmuunded figures and will not neoessurily agree with figures
computed from the rounded amounts and pogcentagrs shown,

Source: Treasury Dopartment, April 147,
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TasLe 4.—Comparison o{t individual sncome tazes under present law? and under
the House bill (H. R. 1), for specified amounta of nel income

MARRIED PERSON -2 DEPENDENTS

DO T=IHOCTE

. Decroase compared | Decreaso as a por-
Amounta of tax Effootivorates | 1 oiEo SO AW | ontage of—
) Nat bicoine be~
| fore °p‘grcs&xﬁml ox- 1 Net in-
: ption ouse come
4 Prosant | House bill | Procent TR TN Eftective| Prosent
: mounts after
L faw LRV} daw oy TR i) rates | law tax nmm
3 : w
Percent | Percent Percent | Percent | Percent
2,600, +.ueseenann fw 867 8.8 2.7 $29 1.1 30.0 1
X eeevannara 00 133 6.3 4.4 87 L9 30.0 2
1004 . ciinenen 200 183 6.7 4.9 56 1.8 26.8 1
w8 178 7.1 8.4 85 1.7 4.1 1
u7 163 7.8 8.8 84 1.8 2.9 L
263 212 7.8 6.2 83 1.6 2.0 1
380 304 0.8 7.6 76 1.9 2.0 2
580 471 11.8 0.4 118 2.4 20.0 2
708 13.3 10.6 160 2.7 2.0 3.
202 1,034 16.2 12.9 3.2 20.0 3
1,862 1,400 18.6 14.9 972 3.7 2.0 4.
630 2,011 .3 10.4 728 4.9 20.0 6.
8,800 4,13 0.5 23.6 1,178 59 2.0 8.
822 6,817 4.1 21.3 1,704 6.8 20.0 10.
111 9, 380 48.2 38.6 4,870 0.8 . 2.0 18.
23 3 40.4 45.1 8, 408 11.3 2.0 25.
801 49,841 | ° 62.3 49.8 12,460 12.8 20.0 33.
190, 478 152,380 78,3 61.0 | 38,008 18.2 20.0 64.0
500 ), 000 7.0 62.4 47, 50¢ 18.6 20.0 71.0
0, 025 278 m.1 64.4 1, 650 14.8 18.7 70.7
, 600 341, 300 81.3 08,3 , 300 18.1 16.1 (.3
623, 728 834,078 83.0 71.31 88,50 1.7 14.1 [
850 728, 050 (8] 72.8 | 110,800 1.1 13.2 68,
360 | 1,601,550 88.2 76.1.1 403,800 10. 1 1.8 68,
, 000 | 2,278,050 88.8 75.8 | 280,080 0.7 11.3 #8.
0 | 3,048, 850 88.8 8.2 | 371,450 9.3 . 10.9 04.0
000 | ° 3,833, 050 A5 b 76.4,] 453,90 9.1 10.6 6.8
000 { ¥ 4, 500, 000 85,8 70.5 | B0, 0.0 10.8 02.1

} Jnternal Revenus Code, 08 amunded by Revenue Aot of 1948,

: Assumes :z;ﬂy 1 upflum f&aa ineome. ‘

uties texpayer {s under 88 yoars of age,

' ﬁwe lnoommzvoh are wu?xbin the area of the notch provision under the House bill. The 33.8-percent
seduction of presont law tontative tox ends at §3,000 of net income before personal exemption nnd tho 24
percont reduetion of presont law tentative tax takes effeot at §3,306.

 Point at which 18:percent reduction of praseit law tentative tax takes offect under the Mouse bill,

] 'rakmg into acoount maximum effootive rate limitation of 83.8 porcent.

¥ ‘Taking {nto account maximum o¢ffective rate limitation of 76.8 perosnt.

Nora.~Computations were mads from unrounded figures and will not necesiesily agres with figures
computed hom':‘ho rounded amounts and peroentages shown. d

Bource: Treasury Department, April 1047,
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INDIVIDUAL INCOME TAX REDUCTION 23 f
' 4
Exuminir 2 ;f*

Comparison of amounts and cgem'va ratea of individual income lax in 1939 with f,
present law ! and the House bill (I1, R, 1), for specified amounts of nel sncome

MARRIED PERSON '-NO DEPENDENTS

Amounts of tax . Effeotive rates Percent of
the incroase
bg;gt mmmal in tax l:l:d(‘t L
lore $eeson ‘House | Present law S
exemptlon » House bill Present over 1939 Y
v 0301 Yresentlaw } Grigin e | 9900 0 T |y Py o removed b %
i House bil g{:
Pereent | Percent | Percent Percent e
o . 2.2 2.2 30.0 5
07 0.3 4.4 30.0 R
133 0.5 6.7 w‘g i
163 10.0 7.3 20, ;
173 10.4 7.9 ui ¥
103 . 10.7 8.4 2. ¥
212 1.1 8.9 2.0 yi
28 | 11.4 0.1 2.0 A
304 0.3 12.7 10.1 2.4 4y
a1 1.1 14.7 11.8 2.6 Bt
638 1.8 16.0 12.8 2.3 (4]
836 1.9 17.4 13.9 22.8 38
1,202 3.1 19.7 15.8 2.7 Lk
1,748 4.9 2.9 17.8 2.7 Y
8, w8 8.2 7.0 2.8 25.9 it
5,115 7.8 32.0 28.6 26.6 i
7,200 10. 36.3 2.1 21.6 B
19, 836 17,1 40.6 0.7 31.1 b
i#4,47 wo)  ers| 40 35.4 p R
50, 60 32.5 , 1 50.5 .8 1 i
163,072 5.3 76,8 1.2 00.7 {E3
190, 000 5.3 78.3 62.6 65,1 3.43
226,040 5.3 70.4 64,6 64.2 g
343,074 60.8 81.8 68.4 63.3 Al
535, 449 65.2 83, 1 7.4 65.8 P
728, K24 47.9 84.0 72.9 .0
1,602, 324 72.5 5.2 8.1 .1 g
2,476,824 74.3 5.5 8.9 8.1 -
3,049,324 7.2 5.8 76.2 90.3 #
, 822, K24 78.8 86,8 76.8 3.0 -
§ 4, 590, 000 76.8 83,8 6.8 .0 :

1 Internal Rovenue Oode, a8 amendoed by Revonuo Aot of 1045,

2 Assumes only 1 spouse has tncomo,

§ Assuroes meximurn varned not income,

¢ Assumos taxpayor {s under 65 yeare of ago,

f Theso {ncome levels are within the area of the notch proviston under the House bill, The 33.8-porcent
redustion of presont law tontative tax onds at $2,000 of not income hofaro porsonal exomption and the -
peroent reduction of gmcnt law tontativo tax takes offoct at $2,390

¢ Point at which 1&-percont roduotion of prmni law tentative tax takes offeot under the House bill, i ‘

1 Taking into account maximum effective rato limitation of 88.8 percent. 1

¥ Taking into acoount maximum effective rate Hmitation of 76.5 porcent. 5

Note.—-Oomputations wero mnade from unroundoed figures and will not necossarily agros with fgures e

compuled from thoe rounded amounts and ntagesshown, fke

' roo: ‘Troasury Department, April 1047, ¥t
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24 INDIVIDUAL INCOME TAX REDUCTION

Exumimir 8
Comparison of net inco ter individual sncome taz in 1989 With present law !
PO ivaneoms oft . and

R. 1), for specified amounts of net income
MARRBIED PERSON '~-NO DEPENDENTS

No‘t” i;toomo Net income after tax Net income after tax
lore
pevsonal perso!
siempiion | 1001 | Prownt | Hlous bl wos | Fresest | Houe biy
1,900........ 81,200 ‘l. 162 81,173 811 $15,018 07,74
.| 1, 500 1,408 L4 41,131 205 164
2,000} . l, 810 1,887 21 31,008 40, 528
4100 1,801 l,w 67, 831 90,873 40, 408
2,200 1.m ') 134, 708 88, 641 06,02
am 2,053 3,107 823 M.gw 118, 308
2 3,181 2,184 808 73,311 133,052
3.382 20 agg 856 032, 838 187,00
2 2,620 2 908 126, 411 314, 852
8,056 3411 3,620 958 160, 388 a,n
4,920 4,202 4,33 081 295, 780 407,
8, B84 4,088 5,164 003 | ?438,000 1,177
7,182 6,48 0,738 008 | 330,000 050, 077
1:.'5” 1&13&3 1 J0a Y001 ;3%% {'ﬂ(')'m
ieacrnn 18, 41 18,607 14,883

' Internal Rovenue Code, s nmanded by the Ravenue Act of 1945,
Auumaa obly one lpouia

§ Assumos maximum earned mt lnoonw .
[} ‘}‘m\mos taxpayer Is under 85 yoars of ag
facome levels are within the m ot the nolch provision under the Housg bill. The 35.5- t
reduotion pmut law tentative tax an 090 of net income before personal exemption and
peroent }‘on of presont law toumlvo uu tal em eﬂeot at
¢ Point ai whioh 15-peroent mductlon of p W tentative um eﬂecl under House bl (II. R, l)
(0 socount wmaxl aeo&vo rate limliation of 70.8 pomn

"l‘ak ng to aooount maxim lmluuon of 86.8 pe,
fource: Trenoyry Dcwmnt, April 1047,



INDIVIDUAL INCOME TAX REDUCTION 25

s Exuimir 4

Estimated revenue loss from each provieion of the Houae bill (H. R. 1), distributed by
nel income classes, in calendar year 1947

(Assuming income psyments of $168 biliion)

{In millions)
Total tax labflit Doorease (n total tax liabllity from prosent law
unders- y Total ing from each provision olt"xe House bill (H1. R, l)
- A. vy
Net income classes “‘:‘b}ﬁ{ Reduction of tentative normal tax and | Additional
. {in thousands) fmmy surtax by~ exemption
Present | Hoie ' for persons
law ! presony over 65
(H.R.1)] " law 33.8 stper- | 18 per- 1
. $674 per. per- | years o
peroent # oont ¢ oent ¢ ago ¢
$290. 8 $200. 4 $63.1 $80.0 $.2
2,830.6 | 2,033.9 §08. 7 400.3 3.6
3,602.8 | 2,848.0 848. 4 mu 38.1
1,827.7 | 1,418 418.9 4.1
778.9 609.0 100.9 1.1
0,435.0 | 7,108.0| 2,327.0 126.1
1,318,0 | 1,042.1 278.¢ 12.3
1,874.4 | 1,495.8 an.1 4.7
1,438.81 1,187.6 217.9 {. 1.8
1,183.0 050, 8 2M.1 .8
918.2 .9 107.8 .2
828.9 74.1 5.8
4.8 202.3 82.2 U
270.3 L5 30.7 |.
$5and over..] 7,800.3 | 6,124.3 | 1,442.0 19.1
Total........} 17.001,8 | 18,232.3 | 3,760.0 148.2

Bource: Treasury Department, April 1047,

s lnwml Rovenue Code, as amended by the Revenue Aot of 1045,
1Ap o to tontatl votuof&mor oss.

’ ps“'ﬂ e to tentative tax of more than :2#) but not more than $270,17,
: f“"’!!"‘ 8 10 tantative tax of more than $370.17 but not more than §250,000,
’

pp amounta of tentative tax sxceeding $260,
Under the House bill, oxomp fona of uxmm w 10 have atiained the age of 65 are raised b( $500, In
the m of Jflne mt&ml. ozompt ons m Al ’l‘ 000 w! neu"boeh h\iabsnd nl\d wife have attalned tho
an $3u0 or more grosa income. Taxpaysrs with gross income of $500 or mors w
the spsoial exemption o! uoo must lnolnde n tha(rp‘ income un amounts up to two:ooolved%urln

o taxable year ss railroad retirament or socisl seou m ta (ot oF than lump-sum “uymanu ) A1
u‘ux}'n. other waton, anpuity or retirement paymunu w| are wholly tax exew:pt under present law,

—egs

P
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26 INDIVIDUAL INCOME TAX REDUCTION
. e &
] Fxuisir 5 . . ‘
Estimaled number of lazable incoms reci {)ienté distribuled by the various rale reductions
provided under the Houge bill (I1. R. 1), in calendar year 1947

{Assuming income payments of $168 billion)

[In thoussnds}
. Number of taxeble income reciplonts
Rod:tcuon of P
tantative normal 9 r8ONS Gver
tox surtax Surtax net income classes 65 yoarsof | Gther tax-
y— . X Total age rocelving | able income
= sdditional recipionts
exemption !
83.5 porcent 3. 24,847.2 1,008.8 23,748.4
T3 eeennn . 8,811, 1 601.2 7,900.9
¢ percent §, 14,360.2 300.0 14,000.8
18 percent . . ... 11 (0} 1.1
Total......|..... ereanvnanenannsoon reeremreeaanraan s 47,719.6 2,000.0 45,710.0

| Undor the House bill, emmrtlons of taxpayers who have attalned the age of 65 are ralsed by $500. In
the case of joint roturns, exemptions are ralsed by $1,000 where both husband and wifs have attained the age
of 88 and each has §300 or moro gross income. Taxpayers with groas income of $500 or more who qualify for
the special sxomption of $500 must {nclude in thelr gross incomo any amotnts up to $800 received during the
taxabin year aa raflroad retirement or social seourity benofits (other than lump-sum payments), and cortain
other pension, annulty or retirement payments which are wholly tax exemnpt under prosent law,
3 Appl {o tentative tax of or less,
t Applicable Ez tentative ¢ax of more than 3200 but not more than $279.17,
¢ Appli tentative tax of more than .17 but not more than $250,000,
‘ f ble to amounts of tentstive tax exoecding $250,000
§ Jeen than 50,
Bource! Treasury Department, April 1047, .

-1

.

» . .
TasLe A.—Esiimated: itncome payments, adjusted gross income, nel income before

exemplions, and nel income wubject to surtaz and to normal tax under present
law,! in calendar year 1847 .

{Biliiona of dollars]
Tota!l income payments. .. ... ... _.. re e amm e nm——————— 166

Subtract: Portion of income payments not included in adjusted grosa
income?. ..

Add: I;:rtiéu “of adjusted gross income not inciuded in income pay-
mon

0 20 e e e e h e e N W e -

Bubtract: Net adjustment. ... ... oo enaianan NS 22
Total adfusted gross INCOMO. . . .o v v o iiiicaeaaann 144
Bubtraot: Deduotions. ... ..ol .- ceemn 17
" Net income before CXOMPHONB. e e e av--e- 127
Subtraot:
Exemptlons .. . oot et ————
Income subject to alternative tax but not to surtax (applicable
to net long-torm capital gaine) . .. ... .. ... o.... PR,
Bubtraot: Portion of ne. income hefore exemptions not sub-
Jeob LO BUPLAX . ot i ama—. . 58
Net _incomneé subjoot to surtax.............. ammemmmmma——————— . 69
Bubtraot! Partlally tax-exempt intorest subjoot to syriax but not to
NOTMAL E8X ..o\ o mmm e e emnn e wammarmmem e (‘&
Not income subject t0 NOTMAl $8X -« o e v veweni e nanneennrmmmnennnn (]

§ Internal Revonue Codo, na smendod by the Rovanue Aot'of 1048,
t Includes Clovernment transfer ermonu noniaxable pay of ermpd foroes, interest and dividond
payinents not oumm%l‘v taxable, and other o;mﬁuslonn. i
2 Tncludes nas capital gaing and employess’ contributions to Governmbat retirement and Soclal Beourity

5. .
than $50 million, "

Nors~Figures aro roundad to the nearest billlon dollsrs and willinot necessarily add 4o totals,
Bourco: Treasury Departmest, April 1047, /'- ’
ty
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Chart 1
EFFECTIVE RATES OF INDIVIDUAL INCOME TAX
Present Law, and House Bill (H R.1)
Married Person, No Dependeits
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28 ' INDIVIDUAL INCOME TAX REDUCTION

Tanry B.—Estimaled number of tazable and nontazable income _recipients, their
}'5207'«"’ and individual income-taz liabilities under present law,! in calendar lyear

[Assuming {noome payments of $168 billlon)

. Number of | Amount of Tax
income . income llabll(ty
reciplents | (millionsof | (milllons of

(thousands) dollars) dollars)
Total, all inoome reclplents. ......ocoviveriaannanns wonen 63, 800 127,300 17,001
Noutaxabls income reciplents 16,788 213,207 |.ceeeeees.
Taxable income rocipionts. . 48, 845 1 114,033 17,001
Bubjeot to surtsx..... N 48, 848 489, 114 14,723
Bublect to normal tax. .. . ¥ 48, 545 460, 087 1,909
Bublsot to slternative tax 22170 JIIIIIIIIIIIIIIIIIIIITIIIT 37 {619 309

1 Internal Revenue Code, a8 amended by the Revenue Act of 10485,
? Not {ncome before exempuonn

1] 'l‘ho number of persons paying normnl tax lsestimated to be less than 800 smaller than tho number paying
surt

3nrtu net income,
Normal tax net Inco

¢ Net long-term upual wnl subjeot to alternative tax,
Source: Treasury Department, April 1047,

.-~

TanLe C.—Fstimated number of taxable income recipients under present law,! their

surtas net income and combined normal tax and surtaz, distributed by aurlaz nel
sncome brackels, in calendar year 1947

(Assuming income payments of $166 billion)

{Number of income reciplents jn th ds; monoy ts in millions)
Taxable income re-
cipients cumulated | Surtax net fncome In | CombMed normal tax
Burtax net income braokets Lr om highest btaok_nt and surtax {n bracket *
(in thousands) rackot

Number | Peroont | Amount | Percent | Amount | Poroent

$48,544.0 lm'bz $21,010,5 80, 41 $3,003 6 23.03

8%, 707. 7 73. 14,557.6 2.08 2,705.8 18,87

2’.’,871 4 47. 11 8,037. 1 12.03 1,607.9 10,17

18,357.9 7.6 5,080, 7, 7.46 06,0 8,79

7,217.0 16,07 A, 562.1 0.49 1,371.4 8,22

I,MR 0 8.48 2, 608, 3.03 010. 8 3.7

1,042, 218 1,6%.3 2,30 470.3 2.82

723, 1.49 1L, 10.7 1.74 387, 2.32

831.7 L1 907.6 131 327.6 1.0

412, . M40 1.03 2.0 1.78

...... Pavemmagareraryantannars 820.5 .08 880, 4 R4 260 1,8
ceeravehrsmaenntasensrannn 268, + 80 480. 4 .70 229, 137
havessnareaTuieseraTennen 24, '1‘18 404.0 B8 ?03 1.2

" ¢ 190, . 826 50 83. 1.00

160, .33 530. 4 .78 303, 1.81

117.6 H 012.8 B9 % 2.18

87, 18 4336 .03 .’ 1.81

61. 4 18 882.4 48 217 1.30

48.7 10 258, g 14 172, 106

80. ¢ .08 821, .46 20, 1.37

Az. 32 1% ] 33 }71. 1,03

19, ' 100.0 .M 30, .78

18 g 185.2 ) 107, .68

il . 1010 .18 8, .51

I f 318.9 W48 268, 4 , 80

v 4 .08 160. 1 +20 110. € 7l
vorm... cavenvnessrnnny 2.2 ® 860.8 .82 402. 0 2.08
‘l‘ouﬂ..,,.,..."m......«.._.. verrsussvecalanuarnnnea] OB 114.3 100.00 | 16,002.0 100.00

i Internal Rovanye Oode, na amended by the Revenus Aot of

1944,
# Normal tax and stirtax were obulnod sobarately by ap) lyinx tlw nppm rinte y?m to normel tax and
aprt m;t fncome, Bince normal tax net fnoome (8 wm

Jn net income, these amounts
wﬂ iftes nllzhtlr frotn tho rosult obtained by upp!ylnc bm rates l\mn ne$ inooime,
g 3.—Figuree roundod and will net nocessarily add to totals, ,'
h- Mﬂlt’! owtmen U !

" o
/

H ¢



" INDIVIDUAL INCOME TAX REDUCTION 29

TapLy D.—Estimated number of tazable sncome recipienis under present law,! thesr
net income before exemplions, surlax nel income and total tax liability, distributed
by net income classes, in calendar year 1947

(Assuming income paymonts of $168 billion)
{Numbser of income rociplonts in thousands; money amounts in mtilons)

Not 1 ! ’I‘amh.l.o‘lnotgmo ,N“o:%cn‘:mfo}::mm Surtax net Income | Total tax labllity v
(inth ds)
Number {Percent] Amouot |Poercent] Amount [Percoent] Amount [Percont
6,352.3 13.1 $4,738.6 4.21 §1,676.8 2.3 $200.8|* 1.8
20,138.9 416 29, 500. 1 25.9 14,040.8 2.6 2,839.6 16.7
14,322.0 2.5 88,257.9 30,0 19,304.8 xR.1 3,602.3 a7
4,085.8 9.6 18,903. 6 13.9 9,472.6 13.7 1,821.7 10.8°
1,333.3 27 5,892.7 ‘8.2 3,044.0 8.7 778.9 1.0
46,801.8 90.4 01,352.8 80.1 40,334.7 7.4 9,438.0 85.6
1,1268.0 2.3 7,628.2 6.7 6,107.0 8.8 1,318.0 7.8
470.2 1.0 6,02.4 G.1 6,328.3 0.2 1,874.4 11.0.
101.2 .3 3,420.1 3.0 3,174.3 4.0 1,438.8 8.4
32.7 .1 2,188.6 1.9 2,018.9 2.9 1,183.6 7.0
9.8 ) 1,3v2.7 1.2 1,22.7 1.8 018.2 (X
1.8 451.1 .4 373.0 .8 328.9 1.9
.4 J 303.4 .8 258.0 o 24.5 1.4
.2 U 344.0 .3 207.6 R 276.3 1.6
1,742.8 3.4 22,050, 8 19.9 10,770.8 8.6 7,060.3 44.8
Grand total...| 48,644.0 | 100.0| 114,033.3 | 100.0] 60,114.3 | 100.0 17,001.3 100.0

1 Internal Rovenute Codo, as amonded hy the Revenuo Aot of 1048,
t Includes normal tex, surtax, and alternative tax on net long-term capital gains,
$Less than .05 percent.

Nore.~Figures are rounded and will not neccssarily add to totals.
Bource: Troasury Department, April 1047,
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30 INDIVIDUAL INCCME TAX REDUCTION

TasLe E—Estimated number of tazable income recipients and their tolal taz liability
under present law} the Houase bill (H. R. 1), and the House bill (H. R. 1) withoul

the special provision for the aged,! distributed by nel income classes, in calendar
year 1947

(Assuming Inootne Paymonts of $168 Blllion)
(Number of Inoome reciplonts in thousas; monoy amounts in millions}

Dirotelotis g Total tax Hability ¥
Under Houso bill (1. R. 1)
Under Houso bill (H, R.1) |  without the special pro-
. vision for the aged
Net incoms olassos
(i thoussnds) | pregeny g‘lﬁ’“ﬁ ‘g“,‘g‘;‘i Doorenso from Docroase from
law R. 1) Taw prosent law presont law
Amount} Amount

Percont Percont
Amount] distri- Amount| distrl-
bution bution
| PO, 6,352.3 16,0023 | $200.5 | $2008.4 $63. 1 2.5 $2006 $39.9 2.8
1-8%ececnvnennn 20, 138. 0 [10,768.9 830.6 | 2,033.9 £05.7 2.4 | 2,000.8 7131 21.3
14,322.0 |14,237.0 | 3,002.3 | 2,846.0 845.4 22.4 ] 2,885.0 807.3 2.3
4,655.5 | 4,858.5 | 1,827.7 | 1,411.8 41..9 1.0 1 1,452.9 374.8 10.3
.1 1,833,211 1,333.2 715.9 09,0 168.9 4.4 620. 1 185.8 4.3
Under $6....... 46,801.8 [48,070.8 | 9,435.0 | 7,108.0 | 2,377.0 61,7 | 7,224.1 | 2,200.9 0.7
=
1,12.0 | 1,120.9 | 1,318.0 | 1,042.1 25,9 7.8 1,084.4 203. 0 3
470.2 470.8 1 1,874.4 | 1,405.3 .1 10.1 | 1,500.0 4.4 10.4
101. 2 101.3 1 1,435.8 | 1,1487.6 an.e 7.411,10890 4.6 7.6
33.7 32.7 ) 1,183.0 050. 8 2M.1 8.9 000, 1 2.6 0.2
0.8 08| 0182] 747.9| 1873 441 81 167, 1 4.6
1.3 1.3 328.9 4.1 04,8 1.5 4.1 64.8 1.6
4 B B4.86 3| 323 .9 2033 32.3 .9
.2 270.3 8.8 30.7 .8 M58 307 ]
1,742.8 | 1,742.8 | 7,5008.3 | 6,124.3 | 1,442.0 38.3 ] 6,143.4 ] 1,42290 3 .3
Grand total.... |48, 5448 [47,719,8 (17,001.8 |19,232.3 | 3,769.0 | 100.0 [13,377.5 | 3,02.8 | 100.0

Bource: Treasury Departmont, April 1047,

1 Internal Revenue Code, as amunded by tho Revonuo Act of 1145,

¥ Under the lotse bill, exonl‘mons of taxpayers who havoe attained the age of 03 aro raised by $600, 1In
the caso of joint roturns, exemptions are rised by $1,000 whoro bath husband and wife have attained thoe nge
of 63 and cach has 500 or more grods incomo.  "Taxpayers with gross incomo of $300 ar more who qualify for
tho spoclal exemption of $500 musat include in thelr gross income any amounts up to $500 rocoived duting
the tatable yoar as rallroad retirement or social ssourity bonofits (other than lump sum payinenta, and
certaln other pension, ity or retir paymonts whioh aro wholly tax oxompt under present lnw,

§ Includes normial tax, surtax and alternative tax on net long-term eapital gaing,

¢ The numbor of taxnble invomo reoiplents under H, R, 1 without the spolal provision for tho aged would
be the sams aa under prosont law,

Norg,—~Figuros are roundod and will not necoasarily add to totals,

TasLg F.—Estimated number of tazable income recipients, their surlax net income,
and combined normal tax and surtax under various exemplions, in calendar year
1847

(Assuming income payments of $166,000,000,000)
[Number of income reciplonts in thousands; monoy amounts it williops)

Taxable (ncoime Combined normal tax

Rxemptions Yeelplonts urtax nst facomns andsurtax
Docroase from Deoroase from aorouse from

Bloglo | Married | Depond] Num. |_prosentIaw Amount brosont law Amount Drosont hww
peidon | couplo | ents bor Nutit- | Por- A or N o| pere
bet | cont mount | Lo moun cent

o] $1,0000, e mMee. ... 800, 004,8]. .. fensnns (816, 000.00.. oouoin]enenen
oaoeel §1,200,8 ooro| 481007495003 60, 820, fa.ws.‘ 12:0] 18, 040, 1| §1,648:9| 0.0
caaee] $H400. . ...] 38,017.0] 10,827.0F 8L17 %86!-7 8,236 9.1 la,aaa.g $,009.7( 18.2
venan| 81,000, v...| 89,401, 6] 9,083,0] 18.8 W.l 16, 788, $4.3] 13,3582 §,308.8] 10.8
1,000.... . 0...| 99,808.2] 18,741.4] 3B.8| 41,771.8) 27,842 3.0 11,290,0{ 35,411.4] 33.4

4
{ Prosont law: Internal Rovenue Code, ag amonded by the Revenus Ao; 8 1048,
L] wm%nu the fiest dopendent of a single porson would quality the single person as s hosd of family,
entitled to & married couple’s oxemption.
/i

" Bouros: Tressury Department, Aprll 147, '



TasLE G.—Estimated rumber of icxable income recipients and their combined normal taz and surtat under rarious ezemptions, distribuled by
net income classes, in calendar year 1947 :

{Assuming incorme payments of $166 billion)

Number of n ip in th ds; money amounts in millions}
. Exemptions for single persons, married couples, and dependents, respectively

ot
$500, $1,000, 8300 (Present | 5600, $1,200, $500 £, $1,400, $700 $800, $1,600, $400? " $1,00, 52,000, 85002 Z
Net income classes (in thousands) L =
-
_ Number of | Combined | NEZbrof | Combived | NI ol | Combined | VIRl | Combined | NEZREO! | Combined &
. tncome normal tgx income normal tax ineome norms] tax income normal tax income ncormal ax >
recipicats and surtax recipients and surtax recipients and surtax recipients am‘isur:ax reciplents and surtax =
=
6,323 206 % 57523 $179.5 3,248 £105.2 ' 3,146.0 $46.4 47.2 2.2 g
20,138.9 2,838.6 17,546. 8 2,332.5 15,170.0 1,923.8 15,453.5 1,61%8 12,84.5 1.048.8 b

14,32.0 36923 12,930.2 31341 12.343. 8 2,659.8 13,175.8 2,578.7 9,817.1 1,805.1
4,855.5 LE2.7 4,520.3 1,585.8 4,240.2 1,368.8 4,604.2 1,448.2 4,240.2 1.076.2 2
1,333.2 7758 1,321.3 696. 5 1,285.4 621.2 i,38.2 660. 4 1,312.5 536.3 =
46,801 8 $, 4350 42,0740 7,928. 4 36,274.2 6,678.6 37.748.8 8,47.3 28, 060. 4 4,468.5 ;
1,126.8 1,318.0 1,126.9 1,244.3 1,126.9 1,171.6 1,126.9 1,199.1 1,126.9 1,08L.5 "
4702 1,864 5 470.2 1,819. 4 470.2 1,774.8 470.2 1.790. 4 470.2 L7172 ]
101.2 3,365.7 101.2 1,352.3 101.2 1,335.9 101.2 1.346.9 101.2 1,325.5 =
327 L3177 327 1,112.6 27 1,107.3 .7 L1107 2.7 1,102.6 [~}
9.8 851 9.8 833.4 9.8 831.8 9.8 8328 9.8 830.2 (=]

13 0.5 1.3 20.3 L3 20.0 1.3 290.2 1.3 280.8
.4 £12.5 .4 2125 212. 4 " ] 212.5 .4 2123 S
.2 253.0 2 233.0 2 2530 .2 253.0 .2 253.0 s
3,742.8 7.257.0 1,742.8 LT 1,742.8 6,979.8 1,742.8 7.035.9 17428 6,812 1 Z

48,544 6 1&,&2—.3-2 43,816.7 15,046.1 38,017.0 13\,658.3i 39,491.6 13,383.2 29,803.2 11,2806

1 Internal Revenoe Code, ss amended by the Revenne Act of 1945,
’mm&um:dawmwwmmﬂymmgkmu;haddmmﬂy,mﬁmd to a married couple’s exemption.
Norx.— Figures gre rounded and will not necessarily sdd o totals.

Soarce: Treasury Departinent, Apxil 1947,
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TasLe H,— Number of taxable individual and fiduciary returns, taz and net income,
1918-46 and estimaled for 1946-47

{In thousands of dollars)

Number of 3 Net {n- Number of Not (n-
Year returns Tax come Year returns Tax como
1 $28, 254 U 1,525,540) $248,127( $0,207,018
vaL018] O 1,030,0080 320,002 7,910, 588
167,044 g L7, 740) 374120 7,372,600
173, 387| 46,037, 1,705,020 511,400 343,558
¢ 795, 381[% 10,502, 087 .1 2,110,800 7' 439| 10,034, 106
1,127,723 13,802, 77 | 2i801,108] 1,214,017] 14,218, 854
! 209, 630] 17, 691, 620 | 3370443 1141,500] 15201, 162
1,076,054 , 228, 9| .| 3,048, 54 7(‘-5, 833 l", ﬂ7l. 537
718, 3, 409, 3,080,297 028, 684 16, %03, 45
861,057( 18,043, 514 7,504,640 1,406,403, 23, 558,030
‘01, 7,497, 17,687,471| 3,907, 951| 46,002, 884
04, 10, 468, 724 .| 27,718, 834| 8,020,712 67,000,802
734, 535( 17,471,219 .| 40,3837 203(7 14,500, 018] 98, 150, 189
732,476| 17,422,033 2,440, 538| 16, 346, 508 3

4
* 42,800, 679, 18,265, 000| )
39, 500, 000 16, 391, 000! ()
43, 600,000 17,001, 260 114, 033, 302

! Not available. The total number of taxable and nontaxable returns filed were as follows: 1913, 357,508;
lOls" 357,515; and 1018, 336,651,
I&eeolpts noludln finey oennluas, additional assessments, eto.) for the fisgal year ended June 30 fmme-
dlgtﬁlvt !ollo‘vivilr)x own {n annual reports of the Commissioner of Internal Revenue,
ot availa
Includes war oxeess-pmllu taxes of $101,240,781 on individuals and 03 ,887,484 on partnerships
'l‘n base for taxable returns with net incomes of 83,000 and over. Thero were 1, 1,518 taxa le returns
with net incomes of 82 000 and over, for which the tax amounted to $875,249,450.
§ Amcunt after the 28-percent reduction provided by section 1200 (a), 'Revonuo Act of 1024,
! Excluues additions to ltabﬂlt under the Current Tax Payment Act of 1043 amounting to $2,558,864,000.

® Obtained trom Qollectors’ Monthly Report to Commissioner of Returns Filed,
’ Estimat,

'l‘nuurg Deponment, April 147, Data for 1916-42 from *Statistics of Income"; dau for 1043 and 1944
-compiled by the Bureau of Internal Revenue.
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34 INDIVIDUAL INCOME TAX REDUCTION

The CuairmMan., Mr. Secretary, let me invite your attention to a
statement which you made in the second paragraph on page 1 of
Yyour statoement. quote: ‘

The desirability of maintaining present tax rates for this year is emphasized
by the size of the publio debt.

What, please, is the present size of the public debt?

Secretary SNYDER. The presoent size of the public debt is a little
less than $258 billion. I think it is 257.6 this morning.

The CrAlrMAN. What, please, was the estimated size of the public
debt for the end of the current fiscal year?

Secretary SNYDER. $260.4. .

The CrHalrMAN. What is the surplus which you expect to havo at
the end of this fiscal year?

Secretary SNYpER. The surplus?

The CHAIrRMAN. Yes. o

Secretary SNyYpER. At this time it is $1.25 billion,

The CuairMan. What do you expect to have at the end of the
fiscal year, the current fiscal year.

Secretary Snyprr. That is it, $1.25 billion,

The Cuairman. $1.26 billion; and do you know what it is as of
this time? .

Secretary SNYpER, $2.485 billion. That is as of April 18,

The CuairmMaN. You will succeed, then, by the ond of this fiscal
year, in reducing the national debt beyond your earlier expectations?

Secrotary Snyper. Yes, sir. , o '

The CrairMaN. That will result in an interest saving,

* Socrotary SnypER. In the reduction of our debt by our using the
casll'x l()lalancos, the anticipated interest saving has already been
realizod:

The Crairman. Yes, but to the extent that you reduce the national
debt, you reduce the annual interost.

Secretary Snyper. That is correct. Wo have already taken ad-
vantage of that by applying those cash balances to the debt.

The CuairmaN. How much savings in intorest have you made be-
yond the amounts you estimated, by these unexpected reductions of
the national debt?

Mr. Barrerr, I do not have that exact figure, Mr, Secretary, but
tho interest savings usually follow quite a considorable time after the
reduction in debt 18 made. = It usually is reflected in the year following,
rather than in the curront year. -

The Cuairman. That is procisely what I am gotting at. So you
have an interest savings item that will reflect into ﬁscn%l 1048, which
is not included in your expenditure estimate for fiscal '48, is that not
corroect?

Mr, Banrerr, That is reflocted in the expenditures for 48, sir.

- The Cuairman, How do you bring into consistency the fact that
you have reduced the national debt beyond your expoctations, and
at tho same time were smart enough to reflect the interest savings in
the estimated expenditures for fiscal '487 .

Mr. Banrewr, The interest estimato for the fiscal year 1948 was
originally cstimatod at about $5,041,000,000 and we trimmod off tho
$41 million. a

The CrairMan, On the basis of how much national debt?

} .
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Mr. BarteLT. On the basis of the national debt as presented in the
President’s budget message.

The Caarman, Which was 260.4?

Mr. Barrerr. Yes, sir; as of June 30, 1947,

The Cuamrman. You have reduced the debt below that. You have
made an interest saving, and therefore would that not reflect in your
estimate of interest for fiscal 48?

Mr. Barrerr. We have made some interest saving. 1t would
amount to roughly about $18 million, since most of the debt retire-
ments have been in the short term area. But offset against that sav-
ing is the fact that our 1948 estimate was made on a conservative basis
and rounded slightly downward to $5,000,000,000.

Tho CnairMaN. But is it not a fact that if you reduce your public
debt from 260.4 as estimated for the current fiscal ‘year to 258, that
you have reduced your public debt roughly 2 billion dollars, you have
saved that interest which will reflect in tho coming fiscal year?

Mr. Barterr., That is a correct statement, %ut. in effect that
saving was antiicpated in the 1948 estimate,

The Cuainman. It will reflect cither in 48 or ’49.

Mr. BarTeLr. Most of it in '48.

The CAlRMAN, '48?

Mr, Barrrnr, The savings will be carried forward into ‘49,

'I‘lho gllAlRMAN. You are not prepared to give us a break-down
to that

Mr. Barrenr. Not for ’49,

Senator BrRewsteEnr. Why is it that if the public debt is 2! billion
less on July 1 than expected that you do not get the benefit of it in '48?

Mr. Banrerur, The total debt as estimated by the President in the
Budget was only $200 million less at the end of 48, The reduction
in tho market debt will bo offset by an increase in the special issues to
trust funds, which carry usually a higher rate of intorest.

Sonator Byro. What is the average rato of interest?

Mr. Barrenr. It is about 2 percent.

Senator BrewsTERr. They have not given us the estimated debt as
of July 1. Would the reduction of the debt now be in ordor?

Socrotary Snyprr, What ig that?

Scnator Brewsrer. What you estimate as the public debt on
July 1, in the light of your current estimate, you have not given us
that figure,

Socrotary SNyper. What was that revised figure for the budget?

Mr, Barrrur., We did not revise tho public debt figure in connection
with the most recent Presidential revision.

Senator Brrwsrer, How difficult is that?

Scerotary Snyper. It is a question of whether we have the cash
to make a further reduction over what wo estimated, Senator.  All of
tho cash balances ovor the operating halances necessary to run the
Government were used in reducing the debt,

Senator Bruwsrer. What was the cstimated deficit in tho last
timo you rovised your figure?

Socrotary SNyprr., About 2.3 billion,

Senator BrewstTrr. Kstimating that, did you anticipate that
would be applied to an increase of tho national dobt?

Secrotary Snyper. If we had run that much deficit the reduction in
debt would have been that much smaller,
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Senator Brewsrrr. Thoerefore, the $260.4 billion eatimated at tho
ond of 47, that included the $2 billion deficit in the curront budget,
did it not? ' :

Secretary Snyper. That is correct, Senator.

Senator Brewsrer. Taking that out, that leaves you 258 estimate.

Now, you in addition show a billion and a quarter estimated balance;
that would reduce it by approximately something over $3 billion.

Secretary SnypmR. That is correct.

Senator BREwsTER. Is that correct?

Secretary SNYpER. Yes, sir.

Senator BrewsTeEr. Would that mean that you would estimato
the national debt around $257 billion at July 1?

Mr. Barterr. That is about right.

. S:cretury Snyper. I think that is about the figure that we had
in it.

Senator BrewsTar, You think your interest will be not reduced
proportionately because of the change in interest bearing items?

retary SNyper. That is right.

Senator BrewsTrer. But you have not any figures as to that?

Secretary SnypER. Not exact figures. |

Mr. Barreur., As explained before it does not have an important
effect on the 1048 cstimate.

Secretary Snyper. Tho effective time for tlis interest reduction
would be carried into '40. We have not projected thas.

Senator BREwsTER. It would seem as though if we do not owe
$3 billion on July 1 that we would save some interest in the next 12
months. Would that not appeal to you, Mr. Secretary?

Secretary SnyoeRr. The adjustment there on the face of it, it would.
I will be %n.d to have our tochnical staff propare an explanation to
you as to how it is done, how they arrive at it.

Mr, Bartent, Even with the indicated surplus, as indicated by
the President, the interest on the debt will be very roughly $5 billion
as estimatod for 1948,

The CuatrMaN. It has scemed to me, Mr. Sccretary, that you were
making quito an argument that the mductlo,n in the debt resulted in
a reduction of the interest charge, and so far as wo have gone, the
reduction of the debt means an increase in the intorest charge.

Secretary Snyper, The argument that we are making 18 that as
we move on toward stabilization of our debt we will probably have
to move out of the short-term bank-held maturities into tho long-
term maturitios, which boar a highor rate of interest, so by reducing
the amount of the debt as we make that switch, wo will still hold tho
interest charge down. That is our purpose thore,

Tho Cnamsman. Genernlly speaking, if you reduce your national
debt, you ara going to reduce your interest charge, aro you not?

Socroetary SNYDER, We are il wo do not move into lorgoer maturitics
and build 1t back np again. Wo will reduce it on the ono hand and
mtg have to incronse it on thoe other hand., .

" Henator Hawkrs, May I ask a quostion right thora? I think the
quostion you have asked is very important,.

In the over-all picture, Mr. Socrotary, you must figure that some
time, some placo, you will have made this conversion into long-time
bonds or securities, and that there will bo a substantial reduction.
When do you think that point is. going to be reached? Have you

. i
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INDIVIDUAL INCOME TAX REDUCTION 37

ot any idea when you are going to get over that hurdle of converting
%rom short-time securities to long time and really uccomplish reduction
in the expenditures on interest? X

Secretary SNyper. That is difficult with our changing economy.
We have something like $90 billion or a little less than that at this
time in short terms. We have about $17 billion in bills, about $26
billion in certificates, and the balance in.less than 6-year maturities.

Short securities bear a lower rate of interest than our average; our
top long maturities bear about 2% percent rate. The bills and certifi-
cates particularly, bear a lower rate of interest than the avorngo.
But as wo move along and from day to day observe the available
money for investment, wo have to determine whether or not we
should move out of the short terms into the long terms to further
increase nonbank ownership of the debt.

Senator BusurieLp. When you have the longer terms, you have to
increase the interest, is that right?

Secretary Snyprr. That is right; yes, sir. ‘Whon you go into the
longer terms, why, the market demands a highoer rate of interest than
for thoe shorter terms,

Thoe CuammmaN, Mr. Socretary, what do you anticipate will be the
expenditures for fiscal 477

Secretary Snyper. That is $41.25 billion. Tt is agrecable to refer
to the staff on that?

The Cuatrman. Yes,

Secrotary SnyprR. On these : ‘chnical questions,

The CuairmMan. For fiscal 47,

Mr. Barrent. $41.25 billion,

The Cuainman, Is that a billion and a quarter lower than the
estimato of January?

Secrotary SNypER. The ostimate; yes, sir; that has been reduced
by that amount.

The Cuamrman. Can you furnish the committee with a break-down
of the individual expenditure items showing in cach case where the
exceed the cstimate of January and where they are less than the csti-
mato of January?

Secrotary SNyper. That figure would come from the Budget
Bureau, The oxpenditures are controlled by the Budget Bureau.
We could see if wo could obtain them for you,

The Cuameman. What do you ostimate to bo tho receipts for
fiscnl '47?

Senator Byrp. Could I ask a quettion in regard to expenditures?

Tho Cuateman. Yeos, sir,

Senator Byrp. Thero have been so many conflicting statements
madt about the expenditures and recoipts, I want to ask you if these
figures aro correct.

~The actual expenditures for the fiscal 1047, the first quarter, are 9.3.

I would like the oxports to check that.

. The estimato of the oxpenditures for the first quarter of fiscal 1047

is $0.3 billion, Tho second quarter is $9.2 billion. The third quarter

is 10.6 billion, which includes $960 million to the International

Monetary Fund, which is nonrecurring,

In order for your exponditure to be realized, you have got to spend

* $12.1 billion in the last quarter, which is nearly 2 billion moro than

you havo spent in any previous quartor of this year.

=
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38 INDIVIDUAL INCOME TAX REDUCTION

Why is that? .

Sccretary SNYpER. We will have to refer to the Budget Bureau for
that, Senator, because they prepare thoso.

Senator Byro. It scems to me that is a difference that is very
great. It is ©3 billion more than in the second quarter, and the third
quarter has this nonrecurring expenditure. So if your estimato of
$41.2 billion is to be realized, you have got to spend $12.1 in this

uarter.
4 Secretary SNYDER, Here are some of the ﬁFures that go to make it
up. Of course, the information must.come from the Budget Bureau
on the question that you ask in detail.

According to our checking here the interest on the public debt for
the fourth quarter over the third quarter increased $525 million,
That was due to those changes that we have just mentioned.

" Scnator Byrp. Bear in mind the third quartor had a nonrecurring
item.of $950 million to the International Monectary Fund. Are
there any nonrecurring items in the fourth quarter?

Secrotary SNYpER., We have some other itens here.

Senator Byrp. Intercst is $525 million.

Secretary SNyper. National defense and seasonal construction pro-
grams are also up.

Senator Byrp. Construction program for what?

Secretary SNyper. That was in the veterans’ construction; that
sort of thirﬁ.

Senator Byrp. You mean that was that much moro than the other
quarters? '

Secretary Snyper, That was the increase over the third quarter.

Senator Byrp. $800 million?

Secretary Snyprr. Now, these are just figures that wo took. The
accurato dotailed figures must come from the Budget.

Senator Byrp. I think a just comparison would be with the second
cuarter, and not included this nonrecurring item of $950 million.
In the second quarter you spent $2 billion. I wonder if you have
not over ostimatod the expenditures.

_Secretary SNyprr. That would, as I say, have to come from the
‘Budget, bocause we have urged them to recheck their figures before
we camo out with this last cstimate. A

Senator Byrp. There have been so many mistakes made in this
estimating, it seems to me that now we are getting to the end of the
fiscal ycar, we ought to be able to have pretty accurate information.

Secretary SNYpER, I do not know whether you call them mistakes
or chango in the condition, The President started out with a very
drastic program of roducing the dobt. That can bo chocked very
easilK with the dopartments and vhey will assure you that he cut them
much agains$ thoir protest. He actually accomplished—

Senator Brewsrrnr, You said reducing tho debt.

Seccrotary Snyper. I mean reducing the budget, the estimated
budget for 1047, Hoe started out last fall through the Budzet Burcau
insisting that each dopartmoent review their budget requirements for
the fiacal renr 1947, and cut them back and he accomplished a little
over & billion and a quarter in that fashion up through the third
quartor of fiscal 1947, . :

It was those revised figures that were released the other day.

/
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Scenator Byrp. The present budget is four times as much as for
the year before the war. The budget that the President has rocom-
mended is four times as much. '

Secrotary Snyprir. That wmight well be, sir, because we did not
bave these two armies of uccugutlon in foreign countries. Wo did
not havo this interest on the debt the size it is now, and we wore not
still winding up many of the obligations that we incurred during the
war, and we did not have the veterans’ probiem to be considered,

Senator Byrp, We had $9 billion of exponse before the war, the
year bofore the war, and now we have budget expense of $37.5 billion,

Could you furnish the committee a statement through the Budget,
an itemized statement of what you think the expenditvres would be
in the fourth quarter?

Secretary SNYper. We can ask them for it, .

Tho CuairMAN. I have asked the Director of the Budget to appear
to testify on that ?omt, Senator Byrd.

Senator Byrn. I have a list of questions that I assume the Secre-
tmiy. will have the answers to furnish later,

first, I want to know the number of individual taxpayers entitled
to refund of excess tax withheld for 1946 from salaries and wages,
and so forth, I will pass this on, )

Secrctary SNYDER. Are you going to furnish me that, and give me
some time to prepare that

Senator Byrp., Will you prepare that for thoe commitice?

Socrotary SNYpeER. Do you want to read that into the record?

The CuairmMAN, Yes, ) )

Senator Byrp. The reporter will put them in the record.

(Tho questions dre as follows:)

1. Number of individual taxpayers entitled to refund of excess tax withheld
a)r I}leg-?én salaries and wages as shown on Form W-2. Also same informa~

on for 1045, .

2. Number of refunds aud total dollar amount of refunds to this group during
quarter ending*March 31, 1947,

Also same Information for quarter onding March 31, 1046,

3. Number of individual taxpayers entitled to refund of excess estimated 1946
tax paid as shown on final return Form 1040,

Same information for 1945,

4. Number of refunds and total doliar amount of refunds made to this group:
during quarter ondin% March 31, 1047,

* Bame information for last quartor ending March 31, 1946,

B, Fstimatod total of Interest payments to be made on Government indebted-
ness during Aprll, May, and June 1047,

8. Fstimated total of payments to the National Service Life Insurance Fund
to be made during fourth quarter flscal year ending June 30, 1047

When will the proceeds of the sale of the Big Inch and Little Inch pipo lincs
appear in the Treasury statements as Treasury roceipts?

(The information requested is as follows:)

ANswrLS TO QUxaTioNs 1 AND 3

The number of individuals ontitled to Pm‘paymcnt rofun:is for the tax year 1046
in n.pproxlnmtoly 81,000,000 as compared with 806,400,425 for the tax yoear 1045,

I ropz(liymont rofunds means rofunds due 1o excessive withholding and excessive
tax pald on deolarations. Thoso amounts cannot be distinguished as the over-
E: mont equals tho difference hetweon the liability and the sum of tho tax with-

d and the tax paid on deciarations, The actual rofunds disbursed during.

?um‘wr'on & ohooks-issued basis, do not distinguish botween Form W~2 and Form.
040. For this reason these figures oannot be shown separately. This informa-
tlon is complled soparatel&" for refunde schoduled by the Bureau of Internal Rev-
enue to the Disbursing Offlce of the Tremsury, but the amounts scheduled during.
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o given quarter do not coincide precisely with the checks certified for payment
during such quarter, Therefore, these figures are not being supplied as they do
not reflect the astual amounts disbursed within a given quarter.

ANSWERS T0 QUESTIONS 2 AND 4

The number of prepayment refunds made during the quarter ending March 31,
1947, was 11,082, 98 as compared with 12,681,139 for the quarter ending March

31, 1948,

"The total amount of the pre ayment refunds made during the quarter ending
March 81, 1047, was $518,345,254 as compared with $399,816,600 for the quarter
ending March 81, 1046,

. ANBWER TO QumsTION §

Total eatimated interest payments for April, May, June, 1947, $1,621,000,000.

ANBWER TO QUBSTION'6

Total payments from fenm'al fund of Treasury to national service life-insurance
fund for period April to June 1047 are estimated at $543,000,000 but are dependent
upon enactment of the First Deficiency A{;proprlation Act, 1047 (H. R. 2849,
passed the House of Reprosentatives, April 1, 1047).

Senator BrewsTer. Supplementing the question of Senator Byrd,
1 would like also to know whether the Budget or the Treasury take
any special steps to sce as to any undue expenditure of public funds in
the last month or two of the {ear. v

In a slight experience that 1 had us chief executive of an estate, that
was very frequent practice that the bureaus felt if they did not use
their funds up, they might have a little treuble the next year, so that in
May and Jyne you often found an vudue expenditure of balances
which had perhaps accumulated. .

Secretary SNyoer. The Treasury did inquire into a number of those
expendityres that we were thinking were larger than we oxpected them
to be, and we made a very definite inquiry, They came up with their
expenditure plans. Of course, we checked it back through the Budgoet
which is the contmllingldepartmant on this, .

Senator BRewsTER. In connection with your answer to Senator
Byrd’s question, of course that has a boaring on this apparent 25-
percent increase in the last quarter, over the previous normal expendi-
tures, and whether or not that factor entered at all. I think it would
be very helpful if we could know. .

Secretary SNyper, I am sure that the Budget can offer more
detsiled information on that when they come in, sir.

The CaairmMaN. We plan to have the Budget Director appoar as the
next witness,

1s that correct, that to the extent which expenditures are mot in
this fizcal yoar, which otherwise might carry over into tho next fiscal
yoar, where there is discretion for such carry-over, that would of
course reduco the expenditures of the next fiscal year? _

Secretary Snypmw. That is corrcet, whore it is a continuing
appropriation. ‘ g

he Cuamman, Yes, TIs it not usual when there is a surplus at
(ti}xg c‘}nd of tho fiscal year to apply it to the reduction of the national
obt ~ ’

H«scmta% Snypen, We will koep our opemtiu¥ balance as low as
possible, Our operating cash balance is kopt a8 low as possible con-
sistont with requirements for governmentel oporation,

ye

'
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The CrainmMaN, What is your estimate of the national debt as of
the end of this fiscal year? . Is that the $258 billion figure, or will that
further be reduced?

Secretary Snyder. It will be just about that amount.

The CuainmAN, $258 billion‘}

Secrotary Snyper. Yes, sir. ‘

Senator BnewsTer. He just testified a little while ago it would be
$257 billion.

Secretary SNypeR, I think you are right. It is $257,837,000,000.

The CHammaN, How much have ¥ou reduced the national debt
within the fiscal year 1947, altogether ‘ :

Secretary SNnypeEr. About $22 billion, I think, since the debt reduc-
tion program began. Just let.-me check that,

Senator Byap. That reduction was all out of surplus?

Sceretary Snyper, Out of cash balances.

Senator Byrp. Out of cash balances?

Secrotary SNYDER. Yes. Just a moment. I want to get that
correct, - 1 want to recheck that., The amount that had been reduced
since February 28 was $22 billion, byt during thoe fiscal 1947 it is
$11,766,000,000.

The CralrMaN. Over the entiro fiscal year, so far?

Secretary Snyper. That is correct.

The Cuamman. And therefore, under the other estimates that you
have given us, that will probably run to 12 or 13 billion by the end of
the fiscal year? )

Seeretary Snyper. 1 think so, yes.

. The Cuamman. Right?. .

Seoretary SNYDER, Yes,

The CaairMaN. What do you ostimate as the revenue for
fiscal 19477 )

The Cuairman. How much does that cxceed your January
estimato?

Secrotary Snyper. 2.3 billion.

The Cuainman. 2.3 billion?

Secrotary SNYDpER, Yes, )

The CaamnMaN. On what income level did you make your January
estimate?

Sccretary Snyper. $615 billion for calendar 1947,

The CuarmMAN, $165 billion?

Secretary SNYDER. Yes, , ‘

'I‘llm ?CHAIRMAN. What is the level which produces the unoxpected
surplus -

ecrotary SNyprr. About $170 Dbillion was the latest cstimate
available, sir,

The Cuammman, What is your estimated rovenue for 1048?

Seoretary Snyper. $38.8 billion,

Tho Cnamman, $38.8?

Socretary Snypur. Yos, ) oo

The CuamMaN, Was that on the cstimato of $165 billion income?

Mr. Haas. That is based on the fiscal year 1048 of 168,

The Cnamrman, Of 168 billion of incomo payments. You are now
. running at 176, . ‘

.+ Mr. Haas, That is the Fobruary rate.
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Secretary Snyper. This is Dr, Haas,

The Cuamman, Assume that there is a continuance of your present
rate of income; how much “would your revenues be increased for
fiscal 19487 ‘

Mr. Haas. To go right on through?

The CuairMaN, At the present rate.

Mr. Haas. I can give you a rough, very rough idea. I would like
to check this. Probably it would raise it about 3 or 4 billion.

For cach $10 billion increase in incomo payments, you would
rou lilly get roceipts of about $2.8 billion. So 1t is somewhere around
$3 billion.

The CuairMAN. You have a $11 billion increase, and if each 10
represents 2.8 f)\rou would have about $3 billion, would you not?

Mr. Haas. That is right.

The CuairmMaAN. So that your revised estimate, assuming the
continuance of the ?rcsenb volume of national income, would bo
ronﬁhly 41.8 billion for fiscal '48?

r. Haas. That is right—a rough estimate.

The Cuamrman. Right? .

Mr. Haas, Yes. ‘ '

The Cnamrman, Will the economics to which you referred in the
Inttor part of '47 continue, Mr. Sceretary, to prevail in 48?7 By the

economies that you have mentioned, you have lessened your expendi- -

ture estimate for '47, Have you made a revised estimato as to '48?

Sceretary Snyper. Those were given -consideration in the ’48
budget; yes, sir, . ,

The CHairMaN. You mean that the cconomies that you have
achieved in 47 already veflect themsclves in 487

Secretary SNYDBR, Those cut-backs were made in arriving at the
'48 budget. The departments requested much more money, than was
finally allotted to them, and some drastic cuts were made in the
budiget that was requested by each department.

The Caamman. Let me put it again to you. I gather from the
President’s statement, and I think from you own, that you have
achieved a greator reduction in expenditures in '47 than you antici-
pated.
Seeretary 8nvprr. That is correct.

The Cuairman. That is correct?

Secretary SNYDER, Yes,

The CuairMaN, And that you made that achicvement at a time
subsequent to tho time that you made your '48 predictions?

Secrotary Snyper., No, sir,

Wo started to work on thom, but those savings have not been
nsaured until within recont weeks. : '

The CuairMaNn. So you stand pat on your 37.5 expenditure osti-
mato for '487

Secretary Snyper. At this timo, yes, sir. Woel], that is not the

‘Treasury. That is the Budgot again. Exponditures are & function

of. the Budget Bureau. )
Senator Grorar. On that point, Mr. Secretary, it is wholly aside

from this present inquiry, but the Budget is entjrely separate from
tha Treasury? ’ .

Sceretary SNYpRR. Yes, sir, the Budget is a bureau under the
Exccutive Office of the President, and they are the aﬁen% that deter-
mines thess expenditure limits. We have (»to take their figures,

7
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although we are constantly working with that department. But
the Treasury has no hand,.other than in checking back, and asking
for explanations, and things of that sort and urging economies.

Senator Grorar, It looks like that is a little awkward arrangement.

Scerctary SNyper. That formerly was in the Treasury, as you
know, but it is not now, and that is why I have to constantly refer,
Senator, to the fact that these expenditures are not controllable by
Lhel Treasury, but by the Budget Bureau, which approves these

udgets,

Senator Liucas, When was that change made, Mr. Sceretary?

Secretary SNYpeRr. It was in 1937,

Senator Greonan. In ’37?

Secretary SNYDER. Yes.

The CuammmaN. Mr. Secretary, going back to the point of project-
ing the present level of national income of 176 billion through the
year '48, let me ask again, when You made your estimate for '48, of
expenditures and receipts, you used the figure 165 or 166, did you not?

Mr. Haas. 168 billion for fiscal 1048.

Seeretary Snyprr. 168.

The Cuamman. Do {;ou put any discounts on the continuance of
the present rate of 176 billions?

Secretary Snyper. Well, we are not positive that that rate will
hold. We are looking for some price adjustments which will of course
probably adjust it.

Senator Brrwster. What is the current rato?

Secretary SNYprr. Around 176 now.

Senator BREWSTER. Ap{Jrouching 180, is it not?

Secretary Snyper, Well, the last o{ﬂciul, estimate wo have is
around 176.

Senator Bynp. How lonug has that continued, that rate?

Secretary Snyper. Mr, Haas?

Mr. Haas, It was 177 in January, and the last figure which has
been released by the Department of Commerce, 176.5.

Senator Brewstir, What was the date of that?

Mr. Haas, That was the February rate. :

Senator BrewsTeRr. You have had no figures since February?

Mr. Haas. That is the lass figure that has been released. Thoere
?hould be another one out very shortly. February are the last
igures.

Senator Lucas. Do I understand you to say that it was reduced?

Secretary SNyper. February was less than January.

Mr. Haas. By about $500 million less—in annual rate,

Senator Hawkus, May I ask for clarification, the gentleman says
that is the last figure that was relensed. Are there any figures avail-
able that have not been released?:

Secrotary SnypErR. We only use the official figures,

Senator Hawkis, I moan for a later month than the one we are
talking about.

Secrotary Snyorr. Fobruary is the last official release.

Senator Hawkks, What I am asking is, are there any figures
3vail%blo to give us an inkling of whethor or not we are going up or

own

Socrotary Snyprr. They are not available until released by the.
Department of Commerce. .

60805478
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Senator BREwsTER., There are a lot of unofficial rcleases we got.
You do not havo the benefit of those? -

Secretary Sxypun. We do not take advantage of rumors. Woe like
to see the official figure. We do not want to be optimiste nor pessi-
mistic. 'We want to stick to the facts as we can get them.

The CuamrmaN. I would like to come back, niow, Mr. Secretary, to
the projection of the present rate of national income over the year,
the fiscal year 1948,

I asked you whether you discounted that projection—176—in any
wz_x)lr, and you started to give me an answer. I did not get what you
said,

Secretary SNYpErR., We are not sure of the price structure of course;
if the prico structure drops, why, that brings down that level o
income, and so until we see how this balances out we have no real
basis at this time to project through 48,

The CuarrMaN. A reduction in unit price might result in increased
volume, might it not?

Secretary Snyprr., Not right at the present time. We are short
of 80 many materials and we have a labor shortage. At the present
time I just do no* see any great production increase when we are
running at a pretty high capacity right now, Senator.

The CuarrmaN. The President is urging a reduction in prices, I
put it to you again, if there is a reduction in prices, may not that
have the effect of itself stimulating sales?

Secretary Sxyper. In the long run it would; yes, sir.  But where
we are still short of supply, and we are_manufacturing at near capacity,
I do not know how the stimulation of sales would frently increase m
the present—we are talking about the 1947 tax bill. '

The Cuamman. The $176 billion is not a static figure, is it?

Secrctary Snyper. No, sir.

The CuarrMan. It was the point reached by a constantly upward
rising level of income during the last fow months?

Secretary SnypeR, Yes, siv.  In January after this cstimate came
out for the budget, many cconomists and other pcople outside of
Governmont claimed that we were overoptimistic in our estimate of
the figures at that time. An outstanding financinl service forecast
that we would have a national income of somewhere around $155,~
000,000,000, At the time we were estimating around 166. _

1 just bring that out to point out how difficult it is in this transition
period to mlfust for all of the various clements of the economy. An
cstimato such as we have made was not very far off the mark when
you consider that it was about 5 percent o% the mark., In fact, it
was tho incronsed prices that accounted for the difference,

The Cuainman, Of course, our basic blunder was in estimating a
depression immediately after Vd-day, is that not correct?

ocrotary SNYprr, Well, it was certainly something to work against
it, but it seemed to bo the genoral trend of all of the estimators that
wo wore going to have one. I am not talking about Government
estimators, but I am talking about thoso who have guided tho affairs
of business at all times, that we had to have one, that wo could not
make the adjustment of a transition from war ‘to peace with the
facility which we actually madoe it.

The Cainman. Tho cetimates of the last few years on all of theso
important mattgrs have beon somowhat undopgndnblq, have they not?

. §
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Sceretary Snyper. They have certainly had a difficult time hitting
it on the button; yes, sir.

Senator BrewsTeER. Did your figure of 165 take into account the
- possibility of some recession?

Sccretar%SN\rnmn. 1 beg your pardon? N

Senator BrewsTrr. Did your figure of 165, the national income,
take into account the possibility of some recession during 19477

Secretary SNYDER. That was about tho figure. It was a continuing
figure. That was about the figure at that time.

Senator BrewsTeR. You mean it was simply based on the current
income?

Secretary SNYDER. At the time that estimate wus vaade, the national
income was about 165 billion.

Senator BrewsteR. You estimated that.

Secretery Snyprr. That it would continue through.

Senator Brewster., That it would continue through.

Seeretary Snypir. Instead of that, it has increased.

Senator Brewsrer, Neither U{) nor down,

Sceretary SNyner. That is right.

Senator Bruwsrtrr, You feel there is less or more prospect of a
material change now than you did then? What is your present
estimatoe?

Secretary SNyper. There is no reason for us to have a rocession or
depression. We have all of the eclements of a continued level of
national income of certainly around 165 that we used in January, if
we bring all of theso other elements into balance. The recent dovelop-
ment in the labor situation is most encouraging from my point of view,
because I think we will level that off, and the likelihood of strikes
will be lessened because of agreements that managemeont and labor
are now reaching, and with the demand that is still behind the market
for continuation of the level of income which we had in January, and
with the price reduction downward, will possibly’ decrease it from
today, but will not be indicative of a recession or depression.

Senator Brewster. What would be the effect of u tax reduction
of the character here? Would that tend to incronse or decrease?

Secretary SNyper. At this time, 1 think it would add more money
to he bidding against shortage of materials, and would therefore be
inflationary to that extont. '

Senator BaewsTeRr, So that it would tend to increase tho national
income on papor.

Secrotary Snypen. It might. The inflationary trends, if it did
not start it downward, 1 do not——

Benntor Hawkes, May I pursue a question that you asked tho
Secrotary, Mr. Chairman,

The Cuamman. Yes, sir.

Senator HAawxnd., T think I understood, and I am quite sure we
will agree on this, that if there were the price reduction whero it is
possible to make a price reduction, while that in itself would scem to
take somothing off the national income, you will agree that it would
stimulate trade and the use of things to the point where the stimula-
tion through the reduction in price would certainly offsot the reduction
that would come from the lower price, would it not? )

Socretary Snyprr, In the long run, it would certainly level it off,
and help maintain a high national income; yes, sir.
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Senator HaAwkes. You do know that there are substantial volunies
of goods in certain lines today that have not been moving.

crotary SNypER. That is correct.

Sonator Hawxes. That may be where you and I differ a little bit.
hocayse I think that it will stimulate the thing not over the long run
but over the immediate future.

Secretary SxYper. We do not have any estimate at this time. I
asked that very question of Commerce. Wo do not have an estimate
».zht now of these inventories that you are speaking of.

Senator Hawkes. Neither do 1.

Secretary Snyper. But I justsay I am interested in the same thing -
that you are, Senator, as to how much pent-up inventory there was
that would bo released, held up beeause of a price situation,

Senator Hawkes. Yes.

Secretary Snyper. Wo do not have the accurate figures on that
right now, but there is an interesting point to know that.

Scnator Hawkes, Is Commerce doing anything to find out how
much those pent-up inventories are?

Secretary Snypvrr. They are working on that, I understand. We
have not been ablo to get the figures yot,

Senator Hawxkes, I think that is an important factor in this whole
picture,

Secretary Snyper. Tt is an important point, and we raised it last
week, to know how much pent-up inventories were held up by price,
but we have not any figures as yet.

The Cuairman. I understood you to say the 176 billion of national
income is what might be called the climax of the rise in national
income over the last fow months. -

How much higher may we consider that that income will go under
the present tendencies?

Secrotary Snyper, That would be hard to estimate.

The Cuarrman. Is there any reason to believe that it will go lower
than 1767 "

Socrotary Snyprr. I must sco the developments for the next few
woeks,  That will have a bearing on it, Senator.

The Cuamsman. Tell me that again.

Secrotary Snypenr, Wo will have go see the effect of the adjust-
ments that are being made now; the labor adjustmoents and the prico
ndjll‘mtnmnts.

he Cramman, It might gio highoer?

Socpetary Swypenr. It could go either way; yes, sir.

The Cuairman. If you had your estimate to make ovor again, for
ﬁsc@(l 48, you would not base it on a national income of 165, would
you

Secrotary Snyper. 1 do not see sny change yot for tho fiseal 48,
;vhioh does not begin until July 1 of this year, an‘d onds 12 months

ntor,

Thoe Cnamman, If your income is running above 165, running at
i78, is not that a basis for chango in your figures?

Socretary Sxyour, It might or might not bo,

The Cuarnman. Woll, under what circumstances would it not be?

Socretery Snvaenr, 1f prices continue to climb, there will undoubt-
edly be a resistance to prices, and if that happens, then of course that
figure would drop. ‘ Lo

3
P
#




INDIVIDUAL INCOME TAX REDUCTION 47

The Cuairman. But when you made your estimate for '48, you
did not figure that the national income would run up to 176.

Secretary Snyper. Not for this period; no, sir.

Tho CuairmMaN. And so you are confronted

Sceretary SNnyprr. But we are still not in the fiscal year 1948, sir.

The Cuamrman. Of course not.  When you made your estimate for
’48, you were not in the fiscal year '48, cither.

Sceretary Snyper. No, sir.

The CHAIRMAN. You had to use the factors that were at hand at
that timo.

Sccretary SNypeR. We had to take into consideration the capacity
of production at the price level that was existent at that time,

he CHamrMaN. And you figured it at 165.

Secretary Snyprr., That is correct.

The Cuatrman. Now, you have a new set of facts which indicates
at the moment at least 176,

Secretary Snyper. Yes.

The Cuarrman. So I repeat if you were making your estimate now
for 48, you would not hold it at 165, would you?

Scerctary Snyper. We did allow for an increase to $168 billion for
fiscal 1948, ’

Senator Busurienp. Is not that only an estimated figure?

Secretary Snyprr. Purely an estimato.

Tho Cnamman. It is an estimate.

Secretary Snyper. But it was moved up to $168 billion for the
fiscal year,

The Cuarmman. Yes. _ .

Secretary Snyper. So we have taken into consideration just what
you are speaking of.

Senator Hawkes, I think you will find in the record back 15 or 20
minutes ago that either the Seeretary of someone here said that they
did not look for a recession in business at the present time.

Seeretary Snyper. Yes,

Scnator Hawxkes. If they do not look for a recession in business at
the present time, or in the immediate future and we are running at
176 to 179, I am told, but there are no official figures, if we are runnin
st that rate, then it scems to me the answer is already in the recor
that wo ought to, if we are going to make the calculation ovor again, we
ought to calculato it on 176.

he Cuamman. It scems to me that we have to caleulate on 176,
unless we have to put discount on it, und that is why I was probing
you, to sco what the discounts might be.

Secretary Snyprr. I made the statement that there was no need for

. & Tecession, but there could be an adjustmoent of prices downward
without bringing about a recession or a depression, and that would
reduce the national income. .

Senator Hawkks. Then you and I had our little colloquy.

Secrotary Snyper. What I said is not inconsistent with the record.

Senator Hawkgs. I am not saying that. I am just saying that I
think you have about all you can got, so far a8 I am conccrne%l.

Regardless of what anybody else would do, if I were making a
caloulation at the presont timo on the budget, I would figure it was
running somewhere around 176,and I had as good a reason to believe
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it would continue at that rate as anybody else had to think it might
have a recession,

Senator BrewsTer. Mr. Secretary, in February, with the national
income of 165, you estimated a continuance of that through 1948. In
April with g national income running to 176, you are not prepared to
follow through. \

Secretary SnypEr. We moved it up to 168 billion for the fiscal year,

Senator Brewster, What is the reason for your change of view-
point from February?
N Secretary SNYpER. Wo have not made any change in our reasoning

ase. /

Senator BRewsTer. You have in your premise.

Secretary SNyper. Sir?

Senator BReEwsTER. In February you premised that the current
national income would continue. In April you premise that your
national income will decline by approximately 5 percent.

Secretary Snyper, The price element has moved in there.

Senator Brewster. Thoe price element was in the structure in
February.,

Secretary SNYpER, Not to the extent that it is now. We made that
cstimate last December.,

Senator BrewsTer. All right, in December.

Secrotary SNyneR. It is a long period of time that we have had
& continuing rising price structure, which has to be given some con-
sideration, and in consideration of that, we moved it up $3 billion
for the fiscal year. : L

Senator Brews1eEr. But you are still discounting it $8 billion,
which you'did not do in either December or February. ‘ )

Secretary Snvyper. We had every reason to believe that with
demand as it was, with the price structure as it was, and with the
assurance that there would not be any prize increases {myond reason-
able rates, we could continue along at that basis, because we saw
full production ahead. :

Senator BrRewsTER. Is it fair to say, in other words, that you are
less optimistic then in April than you were in December? L

Secretary Snyper. We try not to be optimistic nor pessimistic.
We try to estimate these on a sound figure. )

Senator Brewster, You aio certainly making a difference in
your approach to these figures of $8 billion in the 4 months.

Secrotary SNYper. I do not think so, sir.

Senator BrewsTer. Obviously you are. You took 165.

Secretary SnypeEr, We did not have this inflated price picture at
the time in December whon we made those estimates that we have now.

We have to give consideration to the fact that wo know that we
have in somo areas, this is not true in all by any means, but in some
areas wo have an overpriced market. )

. Senator BrewsTer. To what extent does the total ropresent infla-

tionary as distinct from productive figures?

Secrotary Snyper. Will you repeat that question?

Senator BRewster. To what extent does the increase fromn 165 to
176 reprosent ;irica changes as distinet from production changes?

Mr. Haas. That would bo difficult to dotermine, I can give you
some idoa. /
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Senator BREwsTER. You are saying that this is a result of inflation.
You must have something to base it on.

Mr. Haas. I will give you a figure. But to preciscly measure it is
rather difficult. Since June 1946 wholesale prices, have gone up
31 percent. In our estimate we projected a rather gradual price rise.
Instead of that we have a rise of 31 percent which is one of the sharpest
price riscs we ever had in the history of this country, and we did not
project that in the estimate becauss it is an inflationary rise. It
would be imprudent to forecast such a rise.

Senator BrewsTer. What about the difference between December
alnd A‘}pril? What are the figures there on the price rise? Have you
those

Mr. Haas. I do not have them right here on hand at the moment.
The prices have been going up. I do not have the percentage from
December in mind. I can give you the increase from October.

Senator BrREwsTeR. All right.

Mr, Haas. That 31-percent figure, about half of that was from tho
middle of October on, about 15 percent.

Senator BREwsTER. Then does that 15 percent in wholesale prices,
would that reflect itself in tho whole national income or only in a
portion or it?

Mr. Haas, It works through. It depends on just how you are
defining national income.

Senator BREwsTER. I am accepting your definition.

Mr. Haas. Value of all goods and services, that is the aggregato
income—the gross national product.

Senator BrEwsTeEr. What is the figure?

Mr. Haas. Wo use different ones, depending upon the tax we are
estimating.

Senator BREwsTER. I am uskin(f on the figures that you used.

Mr. Haas. It wouid be reflected. -

Senator Brewster., To what oxtent? There has not been a 16-
percent rise in the national income in that period, obviously, You
sa{dlﬁ ercent.

r. Haas. No.

Senator BrewsTer. You have to have a weighted average. What
is tho weighted ;;mportion of this wholesale price as against thoe total
national incomo

Mr. Hass, I am not trying to dodge the guestion, but there is not
any adequato indoex that you can use for that purposo. The Depart-
ment of Commorce has an index which thoy use to get it back to a
physical volume, but it is not entirely adequate to answer your
question. I do not have it with me hero. T think I can make an
estimato of what you aro asking,

Senator BrewsTer. What is your estimato?

Mr. Haas, I think I could make one. I cannot make it off the cuff.

Senator Brewstrr, I think it is extremely important. Your
teatimony here is based on these figures. I think that the committee
is entitled to have tho composition of the figures, and you replied that
the 176 billion represented inflation. )

. Well, that means that goods have risen in price rather than in
volume.

Mr. Haas. That is right. )

- Senator Brewsren., Do you have a busis for that statoment?.

- g w——
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Mr. Haas. Yes, sir., )

. Se(tlmtor Brewster, Well, let us have the figures on which that is
mnsea.

Secretary Snyper. Can he furnish you those? Ie does not carry
them with him. _ ) )

Senator Brewerer. That is quite all right.

Secretary SNyYprR. Lot us try to furnish them.

(The information requested 1s as follows:)

As mentioned in the testimony, there is no entiroly ade(Fmtc index for adjust-
ing national income figures for the offect of price riscs, The table below shows
the income payment rate by months beginning with October 1946, and the same
figures adjusted after October 1946 for the cffect of the inerease in prices, using
three available price indexes. All three series suggest that the increase in income
paymonts since last Qotober is accounted for almost entirely by price risos.

Income payments adjusted for effect of price changes

Octobor | Novemn- { Decem- | January | Fohruary
1046 ber 1046 | ber 1946 1047 1047
PRICRS
1. Retall prics Indox, Department of Commerce
{1935-39%100) ... ..... wesaranmsteansawstanns 107.2 17.6 172.7 172.7 1727
2. Batg indox on Oclohor 1M bane........c.vuenr.n 100.0 102.6 103.3 103.3 103.3
2, Consumers’ vrice Index, Dopartmont of Labo
(1035-30w100) .. ... ocoennrcnerneannnans e 148.0 152.2 183.3 1531 112.8
4, Bama index on October 1046 bass........... 100.0 102.4 103.2 103.0 102.8
8. Whoalesalo prices, Départment of Labor (1
............................................ 134.1 130.9 140,90 141.5 144.6
6. Bame index on Octobor 1046 LASO..cveeeevmneinnn. 100.0 104,92 108.1 108. 5 107.8
NATIONAL INCOME PAYMENTS, ANNUAL RATE
7. Actual (hillions of dolfars). ...................... 0.0 1761 st 1y 176.6
Adjustod for price chunges by dividiag by
the followtug indexcs on the basa October
1046w 100:
8, Hetall price index, (D+@...ovivicnninneen P 170.9 100.7 170.1 1.4 1710
9. Consumnors’ price indox 7ST)+§A) ................. ol 1ot 10| o 11’8
10. Wholosale prics index, (7)+-(8)...o.o 22210000000 170.9 | 167n1f  1wna|  1ens 1.6

Senator Brewsten, To what cxtent are increnses in wages reflected
in the national incomo?

Mr. Haas. Increases in wages?

Senator BruwsTER, Yes.

Mr. Haas. They are part of income payments—the total for which
ig cuirently running at the rate of about 176 billion: Thoe wage
slement probably would be 110 billion, wages and salaries.

Sonator Brewster. So if you had a 10-percent increase in wages
genorally, you would have a 10-porcent increase in that item of your
national income?

Mz, Haas. Yos, sir,

Sonator BrewsTer. And just to the oxtent that there were wage
increases, that would increase the amount of yopr national income?

Mr. Haas, Yes, sir, :

Senator Brewsren, Have those factors been teken into account
ih connection with curront developments in projecting our national
incomo for this noxt yoar? ' .

. Mr, Hass. Yes, sir; we considercd all of the components of national
income, )

Sonator Brewster, You knew there were going to be 10- and 15
porcent incroases in steol. !
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Mr. Haas. No, we have not got any better crystal ball than most

eople have. W have been doing this work for years, but we would

Kave to make an estimate of that. .We had to make an estimate of
wages and salaries as far out as June 1948,

bemlw?or Brewster, Have you those figures that you could supply
us with

Mr. Haas, Yes, sir; wo'can give you those.

Senator BrewsTER. I think it would be helpful if we could have
thosi;)tlg to seo to what oxtent they were related to the developing

roblem,
P Secretary SNYpErR. We will try to provide those.

(The information requested is as follows:)

In projecting our national income figures for the 1948 fiscal year we assumed
that salarics and wages would reach a level of $111 billions (annual rate) in June
1948, with total income payments at a rate of $169 billions in that month.

Senator Hawkes. I should like to say a word in there,

It has been stated that wages, of the 176 billion, are about 110
billion, wages and salarices.

In tho last war, 1 made a computation on 30 of the more important
necessary items, and it was proved that wages were 85 percent of the
total cost of those 30 most important things. :

I am only citing that to show that increases in wages are very
important, ard when you take 110 billion, the pattern that has just
been set of 15 percent to put on top of that, you have $16 biliion
right there, have you not, an increase of 15 percent of 1107

Secrotary Snyper. If that went all the way across.

Senator Hawxkes. Now, the point I want to make, Mr. Secretary,
I am sure you will ::groe with me, is that if those who are trying to
cooperato with the Government and industry succeed in doing any-
thing like holding the line on prices, tho{ have today, and pay these
increased wages, then that is very substantially, it is practically
similar to a decroase in prices of 15 percont of 12 percent, is it not?

Secrotary Snyprr. From their point of view; yes,

Senator Hawxes., In other words, if tho thing goes through all.
But if it goes through the Nation, thon it is practically the equivalant
if they hold.

Scerctary Snypen, Tho porcentage of cost of labor in different
industries varies. In some industries the labor cost may be low and
therefore the offect of price reduction would not be the same.

Senator Hawkes, That is very true. But your Department has
statod here that tho over-all picture of labor and wages is 110 billion
a8 related to 170 billion, I would think that was quite an accurate
statement, myself, but 1 did want to bring out that point, that if
industry can cooperate in certain places—and I think they should
where they can—in holding the line on this thing, why, then in holding
the line and paying highor wages, they are practically doing the equiva-
lent of making a reduction in price. ’

Seeretary Snypen, I agree with you, I think industry is going to
try to cooporate, ‘ .

But that incrense will not go across the entire 110-billion structure,
88 you know, There will be 1any fields in which that will not be
affectod, and there have to be some other adjustments made as you
know in the pricing. Tho price that would bo agrecable for the man
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that is gotting the 18-percent increase would be hard on the man tha
is in another field that does not get the increase, '

Senator Hawkes. Very definitely, and that is the reason I say that
we have to do everything we can possibly to hold prices. I think it
is one of the most important things at the moment. ”

Secretary SNYpER. And along with their other adjustments they
should try to adjust prices downward,

Senator BRewsTER, In connection with your figures which you are
oing to supply us with, I have here the reports from the Bureau of
abor Statistics, I believe these are, Survey of Current Business.

Mr. Haas. That is & Department of Commerce publication.

Senator Baewsrer. Very well. That shows at the end of 1946, in
December, running wholesale prices, around 139, and in March 29,
149. That is an increase of 10 points in wholesale prices.

On the other hand, in the cost of living. I findin December, 153; in
January, 153.1; in February, 152.8. In other words, there does not -
seem to be any reflection in the cost of living comparable with the
increase in the wholesale prices.

Mr. Haas. A major reason for that is that one of the large items
in the cost of living is rents, and those are under control, Another
reason is that the cost of living is retail and the other indexes are
wholesalo prices——and thore is generally a lag between the two.

Senator BrewsTeEn. I am using wholesale prices because those are
the figures on which you based your statement. It scemed to me
that 1t is not reflected in tho other })ortions of this here. In other
words, I am questioning the fairness of your reply as to the explanation
that wholesale prices account for this situation, and I will be glad to
have you furnish us with a letter, let us say, of an over-all composite
picture that will relate itself to the difforence in the national income,

The information requested is given in a table inserted on page 50.)

enator Georar., As I understand it, the position of the Treasury
is substantially this: That the dependuiﬂo basis upon which you can
reduce taxes is a reduction in your expenditure budget, rather than
the more hazardous basis of possible rises in your national income,

Secretary SNyYper. I quite agree with you. I think we have to
know, first—-

Senator Grorar. What is that?

Socrotary Snyper. I think we have to know oxactly what our
ex;i)anditures are before we can start anything else. I think woe have
to be conservative in our estimate of our revenues.

If we ovorestimate, wo are going to get into more serious troublo
than we will if wo underestimate them.

Senator Geonee. Unless you have a reduction in tho expenditure
budg}(\st of Government, you have not any very trustworthy basis on
which you can proceed to reduce taxes have you? ,

Secretary SNyper. That is correct, sir. 1 am for overy possible
reduction in the expenditures of the Governmont,

Senator Liucas, May I ask one question, Mr. Chairman?

The CrairMAN. Yes, sir. .

Benator Liuoas. Am I correct in my understanding that tho $176
billion national income at the present time is at an all-time high?

Sccretary SNYpER. The January was the all-time high, was it not?
Mr. Haas, That is correct.

0
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Secretary SNYpeR. Which was about 500 million above the February
estimate. The January estimate of 177.1 was the high.,

Senator Lucas. That is the all-timo high in this Nation so far as
national income is concerned, '

Mr. Haas. That is correct.

Senator Lucas. Your estimate for '48, Government receipts, is
based upon $168 billion?

Secretary SNYpeR, This revised estimate,

Senator Liucas. $168 billion.

Secretary Snyprn. That is correct.

Senator Lucas. You stated that the economists of the country
suggested that you base that '48 income on a national income of
$155 billion.

Secrotary SNyper. No, sir, T said, Senator, that when the Presi-
dent came out with his budget message in January, the comments on
that budget message were that he was overoptimistic in using $165
billion for the calendar ycar 1947. One private forccast was that it
would be nearor 155 biﬁion, and might drop as low as 145 billion.
I took that from Standard and Poor’s, who are supposed to be reliable,
and I think business considers them a reliable source of their informa-
tion on estimates of that sort.

Senator Lucas. 1t only proves one thing that we all know, and
that is how unrelinbie any cstimate is over a period of time. Is that
not corroct?

Secrotary SNyper. There is no way of guessing or estimating or
computing or whatever term you want to use, right on the dot in
times liko these, when we are dealing with tho volume of figures we
are, the complex economy that we are operating in, and our labor-
managemont problem, our supply of materials, and the international
situation, it is a pretty difficult thing to estimate within a greater
dogwo of accurncy then we did, and only underestimated by 5 percont.

onator Lucas. I agree with that observation that you made and
there sooms to be stress lnid on tho fact that your esti:nates should
be based upon the fact that your last appraisal of this situation shows
a national income of $176 billion.

In viow of the many mistakes that have beon made by everybody
in this country upon these estimates it is a littlo safor to be on the
consorvative side, is it not, in making these estimates?

Secrotary SNypkr. I feel that I want to be neither optimistic nor
possimistic, I want to use the most sound figures that we can obtain,

Senator Lucas. I want to say that I am tremendously encouraged
by the optimism of our fricnds here on the committeo so far as our
national income is concerned tho next year. It is really a revelation
to find that so many feel that we are going to have 180 billion or 190
billion, under the present Democrat administration,

I definitely fecl that the basis of the national income on $168 billion
is & eafor prediction at this time in view of the uncertaintios in this
country, and the world, than to take the highest peak at this particu-
lar moment, and make your estimate on that basis,

Senator BrewsTen. It is very encouraging also to find that the
administration is inclining toward conservatism after 12 long years,

Senator Lucas. 1 accept the amendment,

The CrairmaN. Have you finished?
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Senator Lucas. Yes,

The CraimMAN. Mr. Secretary, this committee has the responsibil-
ity of setting up its own bu%gemry cstimates, and the Secrotary is
here to holp us on that job. ¥rom the buginningrof this Government
wo have made dur tax legislation on estimates. There is nothing now
about it, is there?

Secrotary Snyper. No.

The CrammaN. Wo have no alternative, have we?

Secretary Snyprr, We have no other way.

The Cuammman. We have no alternative except to proceed on esti-
mates. Our own job, therefore, is to try to find a sound bssis.

Secretary SNYDpER, To arrive at the best estimate we can.

The CrairMaN. From the standpoint of this committee, we have
got to decide whether a national income of 165 or 168 billion or 176 or
some larger or lesser figure is the budgetary figure for our purposos.

To recapitulate the hearings so far, will you please tell us what
are the reasons why this committee would not be warranted in accept-
ing a national income figuroe for the fiscal ycar 1948 of, lot us say,
$176 billion?

Sccretary SNYDER. From all of the estimates that we have made
and the investigation of the prospocts of production and the gencruf
economio condition of the country, the Treasury feels that
$168,000,000,000 that it is using, should be adhered to for the time
being. Wo try to keop the Nation and certainly the administration
as informed currently as we can on any change of estimates., Whon
I approached the Ways and Means Committeo in March, at that
time we saw tho trend, end 1 told thom in my testimony that we
were looking forward to a surplus. We were not trying to adjust
figures to suit occasions. If we wore, we could have possibly delayed
this budget revision until aftor your hearings were finished, but we
try to keep the Congress and the administration and the public as
currently informed on those cstimates as we can.

It is not feasible to adjust them for periods shorter than one
quarter. A %reut volume of work is entailed in arriving at those
estimates, and a great deal of rescarch is required. With all of the
elements that we have considored in arriving at the present cstimate
rovision, we foel that $168 billion proper is 8 consorvative ﬁ{i,vum.

It is neither optimistic nor pessimistic, in the light of the price
situation, and in the light of our market conditions, and in tho light
of tho labor situation, Wo still think that is a consorvative proper
figure for the Treasury to use for estimating revonues, estimates which
will bo used widely,

Tha CuairMaN, The current situation indicates a national income
of $176 billion, You depreciate that to 168 on a sort of composite-
judgment theory, is that right?

Secretary Snypxr. Thaf, is correct, sir,

Tho CamrMaN. In depreciating that figure, you are not making
allowance for a serious recession? -

Scerotary Snypkr. I do not think wo should, Senator, There is no
occasion for us to have a serious rocession.

The Cuamumar. You do not bolieve thero will he a serious recession?

Secrotary Snyper. We will not have a recossion, figuring our na-
tional income at $168 billion, ,

-
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The CramuMan. So that this committee, if it follows your advice,
will eliminate from its judgment the possibility of a serious recession.
¢ Secrotary Snyper. That is our feeling, that there is no occasion
or one.

Tho Cuamrman. So that the problom of the committee will be, so
far as receipts are concerned, to find a figure which scems to be a
dogondublo forceast for '487

ecrotary SNYpkr. Yos, sir,

The Cuamman. And as to the figure, wo will say, of 176 billion,
so far you have not stated any spochic objection to 1t.

Secrotary SNyper. To the $176 billion?

Tho Cuareman. Yes.

: 1S(fcmmry Snyper. Wo will have to see how that figure is going to
old up.

The CuairMan. Of course that is true as to any figure,

Secrotary Snyorr. That is correct. but we do not want to jump to
the other end of thebracket in our edtimato,

The CuainMan. And the figure of 176 as Wo developed a while ago
does not ropresent a static level.

Sccrotary SnypeER. That is correct.

The Cuairman. It is & way station, so far as we can sce now,
along the road to still furthoer rises. ’

Socretary Snyper. It could go eithor way.

The CuairMan. So far as wo can sce now.

Sccrotary SNYDER. It could go ecither way.

The Cuamman. It could go cither way, and tho figure of 168 could
go either way, or the original figure of 165 could go either way.

Secretary SnypeR. That is correct; that is always true. .

The Cuamman. As developed a while ago, we always proceced on
ostimate, und wo have to do the best we can and take a chanco on
making a bad mistake. '

Secrotary SNyYpER, Yes,

Sonator Brewsikr. And the tax reduction would tend to make that
riso, you think,

Secretary Snynegr. 1 beg your pardon?

Sonator Bugwstier. Tho tax reduction would tend to make that rise,

Soovetary SNYpER. To make that $176 billion rise?

Sonator BrewsTrr., Yos.

Secrotary Snyper. 1 did not say that.

Senator Brewstrr. You did a while ago.

Socrotary SNypeR. I said it was inflationary. It might bring about
A prico riso,

onntor Lucas, Would it not put a permanent prop under these
high prices?

Sacrotary SNYDpER. It would put an inflationary prop under it right
at this presont timo, .

Senator Brxws1kR. Is not that the whole weight of your testimony
that you aro opposed to taz reduction for one reason, because it would
tend to be inflationary? ,

Seomt.arf' Snypenr, Thatis corroct.  Wo do not want to force higher
prices on the existing goods that are available for sale,

Sonator BrewsTeRr, That is right. '

Secretary Snvpxr. Which by putting more money---—

R P - . .
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Senator BReEwsTer. Into the taxgayer’s pockets——-

Secretary SNYypER. Would make him bid those prices up.

Senator BREwsTER. So that fax reduction would tend to maintain
if not increase, the current national income.

Secrotary SNYpER. On that strict basis. But if it, in turn, by
1I'orcin%1 the prices up, would bring about a price resistance, why, then
it might come back down again.

Senator BRewsTER. Of course, you cannot have your cake and eat
it. It has to be one thing or the other.

Secretary SNYDER. That is exactly what I want you to know.

Senator Liucas. Mr. Secretary, you said in your answer to a direct
question from the chairman that in your opinion there was no occasion
for a recession or depression in the fiscal year of 1948.

Immediately following the war, everyone predicted there would be
& recession, or & deEression, and everybody was wrong at that time.

So even though that is your belief, that there be no recession or no
slight depression, it is again only an estimate, and could be wrong.

Secretary SNYDER. That is certainly true. ’

Senator Livcas. I base that upon what I have heard boforo as a
momber.of the Finance Committec on what would or would not
happen in the future. I distinctly recall when we considered tho
unemployment-compensation bill in Se.ptember of 1945, I think it
was, there was not anyone who came bofore this committee, including
economists of all kinds, that did not predict that there would be a
recession following the war, and I think Dr. Emerson Smith of the
Chamber of Commerce went so far as to predict that there would be
at least 25,000,000 people out of employment tho following year.

So he was wrong. I only refresh your recollection on this, and the
recollbetion of the committee, to show that while wo all hope that
there wiil be no recession and no depression, no one can tell what is in
the making during the next 12 months to como, the fiscal year of 1948,
in view of‘iabor conditions of the country, and in view of high piices,
and in view of the world situation.

Do you agree with me on that?

Socrotary SNypER. I certainly do.

The CHAIRMAN. Mr. Secretary, on the theory that there might be
a recossion, is thore anything better that the Government could do
than to provide a hedge against it, by an income-tax reduction?

Secrotary SnypeR. Woell, we cannot go on the basis, Scenator, of
naying wo are going to continue $176,000,000,000 income, and then
at the same time say we are going to have a rocession and then, having
assumed $176 billion, continued to take action that would look after
tho recession, and put bu¥ing power in there which is not actually
needed at this present level, ‘

The Cramrman. I am not committing myself to ecither alternative.

Secrotary SNYpER. I was just explaining, in answer to your question,

The CuHAIrMAN. Is tho answor not in the affirmative, that if wo
anticipate a recession, an income-tax reduction would be a highly
usefu] thing to bring about? ‘

Secrotary SnypeR. If we are sure.

The CrairMaN. Yes, exactly. |

Secretary SNyper. If all of the indications were that we wore defi-
nitely hoaded toward a dopression, certainly that would be a con-
sideration that ought to be carofully covered.

’
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M AN. So we have two alternatives; one to assume a
continuance of the present rate of income, which does not envisage
recession, which produces a certain amount of revenue, or to figure
on a certain amount of recession, and figure on the cffect of what
might be dune in the way of tax reduction to prevent the operation
of the bad effects of it.

Scerotary SNYDER, In principle, yes. %
The Cuarrman. That 18 correct, is it not? 4
Senator Hawkes. May I ask a question? I may have missed a !
point. I know wo talked about it a little time ago. §

But did you make any adjustment in your income based on it,
from that 41 million, was it not $41,400,000 that you estimated for z %
fiscal ’48? : L
R
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Sccretary SNYDER. 41 billion, very roughly.

Senator Hawxkes, I mean billion. In that 41,400,000,000 did you
include any figures based upon your changing from' the 165 billion
national income to 168 billion?

Mr. Haas, There are two figures; one, 165, is the estimate for the
calendar '47. The 168 is for fiscal ’48. Those are two figures, One
is for the calendar ycar and the other is fiscal year.

Senator HAwkEes, You took into account your receipts for fiscal 47
on your adjustment from 165 to 168?

Mr. Haas. At the time we make an estimate, we take into account
all of the current information up to that particular point,

The Cuairman. Have you finished?

Senator Hawkes. I find in the Secretary’s statemoent that for fiscal .
'47, the calendar year he based it on 166 billion in the statement that
I have before me, table A.  The total income payments are based on
166 billion, for the calendar year, so that makes in half of the fiscal
year of '48, That is the point that I am asking.

Did you make any adjustment on the receipts when you went to
168 billion from 166 billion?

Mr. Haas, We got 1656 and a fraction, which is rounded to 166.
That is for calendar 47, the average assumed for that ycar. The
168 is for tho fiscal year which starts in July, coming up, and goes
around through June 1948. The reason that it is 168, somewhat
higher than the averago for the calendar yoear, the only way it could
get thero, could get that increase, is to assume that the first 6 months
of calendar 48 are hiFhor than the averago for calendar '47,

Senator Hawxkrs, That is tho very point that I want to bring out,
Mr, Chairman, In other words they took in their own minds an

- porfectly properly, if they want to do it, but I want to bring that
point out. In their own minds they took 166 for calendar '47.  Half
of that is fiscal '48. Then they had to juggle the thing up higher for
the last 6 months of fiscal 48 to bring the average of 166 for calendar'47.

Is that not correct?

Mr. Haas, Essontially but it was not juggling.

Sonator Hawxkue, I withdraw the word “juggling”. They had to.
handle the thing that way. I did not mean to insinuate with juggling.
What I meant was that you had to figure a higher income than 166,

Secrotary Snypkr., Wo apparently separately and individually and
on our own course arrived finally at an income figure that the con~
gressional staff used, whatover they used, We arrived at just $200
million differonce in our estimates of rovenues. So apparently it.
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must be some sort of a pattern that the economists follow in arriving
at that, bocause there was only that much difference between our
two figures. ‘

Senator Hawkes. My point thero is this: In your treating the na-
tional income of about 168 billion for the first half of calendar '48, or
the last half of fiscal '48, how high did you figure your national income
to get that figure that you have used? That is what I want to know.

Mr. Haas. I would have to check that and look at our pattern,

Scnator Hawkes. You had to figure it up to 170 billion ur some-
thing of that kind?

Ng'. Haas. To get that averago it had to be higher than 168,

Senator Hawkes. You would have fo figure it above 170. I do
not see how you could make it if you did not.

Mr. Haas. It is available. I will furnish it to you.

Senator Hawkes. Will you let us know what figure you used in
m'rivin%ut that point?

Mr. Haas. You want to right at tho end of the fiscal year.

(The information roquested is as follows:)

The income level in June 1948 was assumed to reach an annual rate of $169
billions, rising gradually through the fiscal year.

Senator Geonge. Let me ask you one question, Mr. Secretary.

Are not high tax rates a factor in pushing up prices?

Secretary SNYpER. Not in this present situation.

Senator Georae. Is there not a disposition on the part of anr pro-
ducer, even under present conditions, to got all he can got if he has to
meet & very high tax bill?

Secretary SNyper. Of course, his increased earnings there would
increase his taxes. I do not know whether that would have the effect.
aSenator Hawkes. May I say a word there, Senator George? May
I say a word from my practical experience?

Senator Georar. Yos.

Sonator Hawkes. I think you are touching a very important point,

Senator Grorar. 1t scems to me it has some bearing hore on our
whole problom before us. Yes, Senator Hawkes, I will be glad to
hear you.

Senator Hawkes. My experience has taught me, and I think it is
the same as any normal human experience, that overybody in the
United States figures what they make noet. I do not know a work-
man that does not. I do not know anybody on a salary basis who
does not figure what ho is making net. Thorefore, when you tell
him how much he gets, why, he says, “But I only kooi) 8o much,’ so
that the principle that Sonator George is bringing in, I think is in all

of our Ameriesia life. I think it will always be there so long as we
nre & frec peojle and have free enterprise. 1 think the higher the
tax, the harder people drive to make what thoy think is a fair profit,

d thoy always estimate what a fair profit is as related to what
they used to make bofore the tax was there.

ocretary Snyper. That would encourage more production, then,
if everybody would work harder. )

Senator Hawkes. Surely it encourages more production to a certain
oxtont. It does that thing that you are talking about so much, and
that I think it is important to taﬁc about; it adds to increasing prices

and inoreased coata of living.
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Senator Groragr. I think, Mr. Secretary, that when we were dealing
with war taxes, you remember we ran up very high on excess profits
tax, and then we came on with renegotiation of contracts, because we
bad the pretty strong conviction that somehow or another, although
avety wise businessman of course knows what he is actually getting
net finally is the thing that tounts, human nature has the disposition
to grub off all that it can, and if it has a high tax bill ahead of it, why,
that is a factor, it scems to me, that you always have to keep in mind.

I think that is one of the main rensons we imposed on top of the
high, excess tax renegotiation of contracts, because we said these boys
are making these things for the Government, and we are just going
to charge it back to the Government, all they can.

Sceretary Snyper. I agree with you, 1 am not opposed to the
principle of tax reduction,

Senator Grorae. I understand that.

Secretary SNypEr. I am just trying to approach it in the manner
in which we should go about a sound tax program, and study all of
the inequities, We have built those through necessity. We need
revenue and we put taxes on wherever that source was pessible.

In unwinding that, we ought to sit down and study it very carefully,

Senator Grorar. I see a great deal of force in your position, The
thing that troubles me most about tax reduetion at this timo is that
we ave rather inclined to base our tax program on an estimated high
national income, and therefore, high incomes of the Government,
rather than on a reduction of your expenditure budget, and as long
und until we ean reduce the expenditure of the budget, of course we
have to figure that notwithstanding that, you may have to reduce
taxes,

Of course, under certain conditions it makes it more hazardous to
reduce your tax rates with a high expenditure budget staring you in
tho face,

Tho Cuarnman. Mr. Seeretary, what was your estimate of expendi-
tures for fiscal '47? .

Sccretary SnypeR, You mean the original ono?

The CuairmaN, The original estimate,

Secretary SNyprr. $42,523,000,000.

The CuairmaN, What is your present estimate for fiscal 10477

Sacrotary Snyprnr, $41,261,000,000,

Thoe Cuamman. That represents a cut of a billion and a quarter.

Sacrotary Snyprr, That is right.,

Tho Cuamman. Roughly speaking more than originally estimated.

Socrotary Snyper, Yos.

The CuairmMan. Do you still adhero to your position that the figure
of $37,500,000,000 estimated expenditures for '48 will not undergo
similar roduction?

Sccrctary Snypkr, That is the best information.we have from the
budgoet, sir, that it will not be materially changed from that, but, of
course, I do not know what the Congress will do to that budget.

The Cuairman. Independent of wﬁut Congress may do, why would
this process of reduction which took you from that estimate 42.5 down
to 41.2 not continue during '48?

Secrotary SNYpEr. The offort will coertainly continue; as to the
result I could not estimato on that. But the offort to reduce it would
certainly continue. ‘
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The CrairMaN, Would it be unreasonable to assume thet the
results will stop short on June 30, 19477

Secretary SNYpER. As the budget dropped from its peak of about
$100 billion, each step that it drops lower makes it more difficult to
bring about further reductions, because the major part is fixed and is
not adjustable. g

If we take the budget and analyze it, there is only a small area com-
pared with the whole that we can make adjustments in, so that arca
reduces in proportion to the time away from the peak.

The CuairMaN. But I ask you again, is it reasonable to assume that
that progress in debt reduction which iaou achieved over your own
estimates in fiscal ’47 will halt completely on June 30, 19477

Secrotary SNypeR. I can only speak for the effort and not for the
end result. I know that the effort to reduce will continue. The
Bu{iﬂget Bureau would have to give you a better estimate on what
would be accomplished.

The Cuarrman. So that independently of congressional action, it
would not be uureasonable to assume that by the ond of the fiscal
'48, you will have gotten below 37.5 billion as you got below 42.5 in
fiscal *47? :

Secretary Snyper. Well, T call your attention to the fact that
hetween the 47 budget and the 48 budget, there is practically $5
billion reduction already. :

The CuairmMaN. Yes.

Secretary SNypER. The President has brought about that much
reduction m his figures. - :

The Cuairman. Yes. . : .

Secretary SnypeEr. And of course there is a material reduction
already, and that is already given consideration, but he will continuc
that effort, I am quite sure, What he will accomplish, I am not able
to predict here,

he CuairMaN. Let me ask you to accept an essumption for tho
purpose of discussion, without committing yourself to it. Assuming
that wo do succeed in lessening the expenditure budget of 1948 from
37.5 billion down to lot us say 33 billion, that would leave a difference

botween expenditures and revenues, assuming the continuance of the

present rate of revenues, of 9 or 10 billion dollars.

If this committee were to conclude that there would be that
difference of 9 or 10 billion dollars hetween receipts and oxpoenditures
in fiscal 48, would you say that it would not be warranted in making
an income-tax reduction?

Secretary Snypen. Wo are talking about two different periods.
Wo are talking about a tax reduction n calenglar year 1947.

The CuairMaNn. Yes, '

Secrotary Snyper, Then we are talking about budget figures which
start at the last half of that calendar year and project into the first
half of the succeeding year, :

The Cuarrman, That is right. Your point wauld argue against
making the tax retroactive. ‘ ,

Secretary Snyprr. It would not only argue that, but also the fact
that any surplus that we have has a good place to apply against the
reduvtion of the debt at that time, ,

The Cuamman. All right. You are now talking to the point of
applying your surplus at the end of 1947 to the debt.

/,

’
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Secrotary Snypenr, That if right.  Without the tax reduction, we
have a good place to apply anything that we can save. ,

The (%HAIRMAN. Am{ as to the plan of H. R. 1, you are making the
point that because it goes back to January 1 of this year, it would be
necessary to apply revenues in fiscal ’48 for the purpose of making
refunds which became liabilities in ’47, is that correct?

Secretary SNyper. That is part of the picture.

The Cuairman. Taking my assumption again that this committee
should decide that there is a reasonably dependable prospect of an
annual income of 175 billion for fiscal '48, or to put it another way,
that there is a reasonably dependable prospect of receipts of 42 billion
for 1948, that there is a reasonably good prospect of reducing expendi-
tures to 33 billion, we would then have 9 billion for application to
the debt er reduction of taxes.

Assuming that we should reach that conclusion, would you then
say that we should not set aside any part of that 9 or 10 billion dollars
for reduction of income taxes?

Secretary SNYDER. We are taking a broad assumption on one side
against an actuality on the other. I think that we ought to do it the
other way. '

Let us be sure that we have reduced the budget in the amount we
are talking about, and that we have that income, and then talk about
rfducing that. 1 do not Iike to distribute dividends until we have
them.

The Cuamman. A quick answer to that, Mr. Snyder, is that every
year you have come up here and asked us to make revenue legislation
on the basis of forecasting rather than hindsight.

Secretary SNYpER. We have to do that.

The CuairmaN. You have turned around and said we should not
do anything here except on the basis of hindsight.

Secretary SNYDER, &o' for this particular period.

The CrnairMAN. May 1 suggest you are ar, 1in§ the merits of your
case. For the purpose of this assumption that I am asking you to
indul;ia in, I am not asking that lyou argue the merits of your case, or
that 1 shall argue the merits of what I put to you. am simply
putting to you the proposition that if we should assume in this com-
mittee that we can with reasonable safoty count on receipts of 42
billion in fiscal 48, and expenditures of say 33 billion in fiscal ’48,
would you say that no part of that difference should be applied to
income-tax reduction? .

Secrotary Snyprr. Well, Senator, I think we could just as well
mako the assumption in the oppositoe direction.-

The CuHairMaN, All right.

Sccrotary SnypeRr, And accept that, that we should not have any.
. The Cuammman. You are not accepting my assumption. I am not
ssking you to accopt it as your own doctrine, but I am putting to
you what mighb be the.conclusion of this committee,

Secrotary SNYpER. But we are considering a positive action against
8 pretty broad assumption,

he CramMAN. Let us assume that it is a broad assumption,

Secretary SNYpER, I do not want to do that.

The Cuamrman, Let us assume that it is a fallacious assumption,
but if we at that moment enid to you we have concluded for our
- budgetary purposes that we are going to have receipts of 42 billion in
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fiscal ’48 and we are going to have expenditures of about 33 billion in
fiscal '48, and asked you, “Mr. Secrotary, shall we put this all on deht
reduction or shall we put a part of it on debt reduction and part on
income-tax reduction or all on income-tax reduction,” what would be
your advice to us?

Socretary Snyper. Well, without giving offense, I would not like to
make such an assumption at this time.

Thoe Cuairman. Well, I do not ask you to mako it.

Secretary SNyper. Then you make your assumption and your con-
clusions. I would rather not do it.

The CuairmAN. I am suggesting again, Mr, Secretary, the Treasury
has a definite advising responsibility to this committeo and to the
Congress. It may be a little farfetched; on the other hand it might
not be, that this committee would conclude that we can safely predict
on $42 billion of rovenue during the fiscal year ’48, and that we can
reduce expenditures to $33 billion, let us say,

Now, in that ovent we certeinly would be entitled to your advice as
to whothor it all ought to go on the national debt, or whether it all
ought to go on reduction of taxcs, or whother part one way and part
the other,

I am asking you for that advice on an assumption which I do not
ask you to accept.

Sccretary Sxyprr. Well, my beliof is that for the ealendar year
1047, whatovor surplus we do accumulate, the reduction of the national
debt is a vory good place for it, in ordoer Lo maintain the stability of
our currency and our obligations, .

The Cuairman, That is for fiscal ’47.

Secretary Snyper. That is for the calendar year '47; wo are talking
about two different periods, ‘

Tho Cuairman, I understand that.

Secrotary Snyper. Wo then are talking about reducing taxes in '47,
and thon we got over on the budgot of '48,

The Cuarman, Yes, I undorstand that,

Secretary SnypER, ) firmly boliove’ that we can woll reduco our
yiblic debt by whatevoer surplus wo turn out with at the ond of ’47,
But if we reduce taxes, thai are offective in '47 wo aro reducing the
amount that we could reduce our debt.

Tho Cuairman. I think I am safe in assuming that you will reduce
the public debt to the extent of tho surplus at the end of ’47. 1 think
I am safe in assuming that, am I not? :

Secrotary Snypgr, Of fiscal '47,

The Craieman. That is what I am talking about.

Secrotary Snyner, Now we are talking about the calendar year
with your tax reduction,

The CuainmaN, That is night. Our fiseal year starts on July 1,
does it not?

Soecretary Snypxr. That is correct.

The CuairmaN, If we made an incomo-tax-reduction bill effoctive
July 1, tho benefits or disadvantages of that bill would pace thomselves
through tho fiscal year for tho rest of this year, would they not,
whoreus if we made the bill retroactive to January 1, 1047, we would
thon have to take somothing out of fiscnl 48 to mako the refunds
necossary for the first 6 montha of *47; is that hot correct?

Secrotary Snynur, That is correct.

’
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The Cairman., Now, let us assume that we are going to make it
effective as of July 1; again just an assumption. What is the conflict
between fiscal ’48 and making the tax effective on July 1?

Secretary Snypik, Let us assume then that we are going to make
a tax reduction. I certainly beliove we ought to make it on the
basis of a study that will properly distribute the effects of it and
eliminato the inequities that arve existént.

The CunammaN. Now, then, is your answer that on the assumption
which I put to you, that you believe that a part of that difference
between estimated revenue and estimated expenditures could be put
on tax reduction? I am not specifying the kind, now.

Scerctary SNYpER., Again, it i8 protty hard to assume something
that you just cannot picture happening-—that is to me it is, Senator—
and T just cannot make an assumption as to that much of a surplus
in the {)udgot for 1048,

"‘f‘["llm CuairmMaN, Mr. Sceretary, T am not asking you to accept its
validity.

Sceretary SnypeRr, I do not want to go on record as picturing a
case which will bring about a positive action against an assumption,

The Cnairsan, Let me take the opprobrium for picturing the case.
Let me suggest that having pictured the case, and llmving pictured a
caso which is not entirely out of the range of possibility, lot me auggest
now that you state what your advice \vqu}([ bo to this committee as
to whether all of it should be put on reduction of debt or whether a
part of it should be used for the reduction of taxes. T am not specify-
ing the kind.

Sceretary Snyper, Well, Senator, we have testified as to what our
beat estimates are for covering that situation, and I would like to
just stand on those estimates. ‘

The Cuammman, Well, then, Mr, Sceretary, you would not give us
your advice on that point?

Secrotary Snyper, I would, as T say, without giving offense, I
would not like to make that assumption, pleaso,

The Cramman, If your own figures were to produce, or your own
catimates wore to produce a difference botween the revenue and
oxpenditures of tho order which I have asked you to assume, what
would your advice bo then?

Seceratary Snyper. Sonator, when they do, I will try to give you
the host advice that I have.

Tho Cuamman. In other words, you are limiting your advice to
backsight, rather than to the customary mothod of making an estimate
in advance? ‘

Saecrotary Snyper, No, We avo strictl¥ talking about this present
situation, sir, where we are not going to hurm anybody by al)plying
the full amount of taxes that we collect in croating a surplus that can
be upi)lied against the reduction of our debt,

If 1 had any qualms or considoration that we might be harming the

integrity of our obligations, then I would cortainly oxert every offort

to nssumo somoe of your suggestions, sir, but I am quito positive we can

woll apply any realizable surplus to our debt, to the benefit of our
whole structure, :

The Cuairman. I of course am not impugning the Secretary’s in-

togrity. I notice in his statoment he says, “undor these favorable
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economic conditions, present taxes do not impose an excossive hard-
shi{) on the American people.”

b us get into that a littlo bit.

Sonator Hawkes. Might 1 say a word right in there?

The Cuanman. Yes, sir.

Senator Hawkes, I do not want to interrupt you if you are not
through with your original train of thought. 1 would like to sce what
the Secretary thinks, ‘

The Cuairman. The Scerotary has made a statement, Senator
Hawkes, to the effect that tho maintenance of the present system of
taxes does not injure the Amorican poople. I think it is vory impor-
tant to dovelop whother or not there is an injury to the Ameriean
pquIe in the maintenanco of the present seale of taxes,

11 you are talking to that point, I would want to be interrupted,
If not, 1 would like to pursue it just a little further.

Senator Hawkes, 1 am talking to that point to this oxtent, and [
think my statement is on that point: 1 do not believe f'ou are going
to solve tho problems of the debt and the economy and the pricositua-

tion which you are talking about this morning unless you consider
the tax reduction as part of the payment of the debt.

In othor words, if you start a payment of the debt because you have
so many billions of dollars that came to you undor a given situntion
which may not continue, then i'ou may have to stop paymonts on the
debt, or do so very substuntially. .

I would like to then have tho Secratary of tho Treasury feel on this
thing that you have to considor tho reduction of taxes in connection
with this whole program, because taxes do stop undor ordinary con-
ditions the initiative ; oxcessive taxos do stop the initintive of the human
family to a cortain extent. The more you keep it up and cnuso
thom to sook to make the one thing that makes American lifo a little
difforent than tho rest of tho world, you aro liable to have your
nationial income go down. If your national income goes down,
and you cannot got your Governinent oxpenses insido of it to a point
that leaves an oxcoss, thon you eannot continue payments on the debt.

That is the only thought I want to loave with you, My mind
continually works on that.

Secrotary Snyoxr. I absolutely agree with you. And, from the
lon‘%-i-nm o view, I know that must be givon consideration, Wo are
talking about this year, when this tax reduction will have its offocts.
I certainly will agroe that we cannot for a long time allacato all of the
Eotom.ml surplus to the reduction of the dobt. Those things havo to

o given consideration. An equitable tax program will need to bo

worked out, with proper adjuetments from year to year and propoer
ment on tho debt,

ut for the present, in this transition period, with as many unknowns

a8 we have, by maintaining this prosont tax rate throughout the rost

of 1047, we are not orivpling our oconomy in uny sense, and that is

the solo subjeot to which I am addressing mysclf at this time, and

not the long-range ono. I quite agree with you that, for the long-run

program, we should sit down and work out a tax and budgotary

program that will provide payments on the debt and certain adjust-
ments in taxos as we go along. ; .
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Senator Hawxeks, T would like to make one remark then, Mr,
Chairman, because tho Secrotary and I seem to be in agreomont on
the basic principle of how the thing functions,

Secrotary Snyper, The long-range view of it.

Senator Hawkes, That leaves only one difference of opinion as to
whon you should start tax reduction in tho program,

Secrotary Snvorr. That is correct.

Senator Hawwkus. That is the only question, is whether it should
bo stdarted as of July 1, or whothor it should be retroactive to January
1, or whether it should not be started at all until next January 1.

Socrotary SNyper, That is correot, sir. Tt is & matter of timing,
I am not saying any one of those dates ig the date,

Sonator Hawwes. I realizo that,

Secretary Syvoenr., The time to start the tax reduction is when
wo know that we have a balanced budget, and that the inflationary
pressures havo subsided,

The Crammman., Mr. Seceretary, coming back to your stutement,

“that, “Uader theso favorable cconomie conditions, presont taxes do

not imposoe an excessive hardship on the American people,”’—1 am
reading from page 19 of the House report on the bill before us, which
sots out a table showing the amounts of tax under the present law—do
you beliove that a tax of $1,045 on a $7,000 net income before personal
examptions is free of hardship to that taxpayer?

Socrotary SNyper. Any tax is considered a hardship.  Anyone who
has over {micl a tax probably thinks it is o hardship. But in this
period right now, when wo have the highest employment that we have
over had in history—and wo do not sco anybody in bread lines, and
wo do not seo anybody going without good clothes—I do not think
that they are having any undue hardship when we are trying to swin
this program of curs around to a sound basis, and get our nationa
debt roduced.

The Cuarmuman, Would you sny that $7,000 man paying $1,045
income tax is not laboring under an oxcessivo lmrdship"

Secrotary SNyper, Under these conditions, it is not a hardship.

The Cuatman, In other words, ho is working 1 day out of 8 for
tho Fodoral Government,  You do not regard that as an excessive
hardship? .

Soecrotary Snyprr, Under this----—

The Cnainman. Under these conditions,

Socrotary Snyorn, Tho long-range advantage to him of getting
tho economy working on a sound basis is much more advantageous
than a monetary improvement in his taxes,

Tho Cuammman, Lot us take the $12,000 man. Ho pays $2,508.
You do not consider.that to bo an excessive hardship undor present
conditions? ) '

Socrotary Snyper, I beliove that none of these are oxcessive hard-
shipa in tho light of our continued effort to stabilize our cconomy,

'l‘ho Cuamrman, That man works more than 1 day in a weok; he
works probably & day and a half for tho Government.

‘ ("S?oumtury SNYDER, Ia not our country worth that much to work
or

The Cuamnman, It is if it is nocessary to collect that much taxes,
That involves tho whole basio issuo,

Seorotary Snypsi. It might be in tho long range, sir,
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The Cuamrman, Here is a fellow with $20,000. He pays $5,890,
which is practically $6,000. He spends a third of his time working
for the Federal Government., Would that be considered an excessive
hardship under present conditions?

Secretary Snyper. To the man it probably would.

The Cuarman. You were referring to the hardship on the American
people.

Secretary Snypur, That is right, : o

The Cuammman. And I am talking now about hardship or alisence
of it on the American people. 'That is exactly what 1 am talking
about,

Secrotary Snyper, I am one of those individuals, I know just
how it feels.

The Cuairman, Now yvou get up into tha880,000 income bracket,
and so far L am glad to notice from your statement that a man.with
that much income is not in a sinful position; he has to pay $46,170
taxes,  In other words, he works more thau half of his time for Uncle
Sam. Would that not be excessive?

Secretary SNYDER, Again, 1 have to give the same answer to each
one of those, Senator,

The Cuamman. The long and short of it i, and you know these
tables as well or botter than I do, that unider existing circumstances
these taxes which take from 1 day to 5 or 6 di /8 of & man’s work for
the Fedoral Government are not excessive under present conditions.

Secrotary Snynenr, He is doing that for the United States, not for
the Federal Government, .

Tue Cuamman. Yes, sir. )

Socretary SNYpER. In the light of the goal, T would say certainly it
is not excessive under present circumstances,

Tho Cuamrman, Certainly it would be a legitimate goal to take a
part of that burden off him at the earlicst possible moment.

Sccrotary SNypen. I certamly agree with you and want to do that.

The Cuairman. We have not even commenced to analyze your
atatemont, Mr. Sccretary, and we have a vote this afternoon at
4 o’clock, That makes an afternoon session a little bit impracticable,
Could we have you back in the morning?

Secretary Snyper, I think it is all night,  May I choeck and sece if
Iﬁ:m} ;uijust any scheduled appointments? I think I can work it out
all right, , .

The CuarMan. I think it would be advisable to have continuity
in your testimony, so we will count on you at 10:30 in the morning.

Secrotary Snypen. All vight.  Thank you, sir.

The Cuainman, Wo will recess at this time.

(Theroupon at 12:50'p. m., the commitlco recessed to reconvene
Wednesday, April 23, 1047, at 10:30 a. m.)
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WEDNESDAY, APRIL 23, 1947

UN1TeED STATES SENATE,
ComyuurTek oN FINANCE,
Washington, D. (.

e,

The committee met, pursuant to adjournment, at 10:30 a. m., in
room 312, Senate Office Building, Senator Kugene D. Millikin (chair-
man) presiding.

Present: Senators Millikin  (chairman), Taft, Butler, Brewster,
Bushfield, Hawkes, Martin, George, Conually, Byrd, Johnson of
Colorado, and Lucas, ‘

Also present: Senator O’Mahoney, :

The Chairman. The hearing will come to order, please,

STATEMENT OF THE HONORABLE JOHN W, SNYDER, SECRETARY
OF THE TREASURY; ACCOMPANIED BY LEE WIGGINS, UNDER
SECRETARY OF THE TREASURY: J. J. O'CONNELL, GENERAL
COUNSEL: EDWARD BARTELT, FISCAL ASSISTANT SECRETARY
OF THE TREASURY; GEORGE HAAS, DIRECTOR OF RESEARCH
AND STATISTICS; LOUIS SHERE, ACTING DIRECTOR, DIVISION
OF TAX RESEARCH; STANLEY S. SURREY, TAX LEGISLATIVE o
COUNSEL; WILLIAM T. HEFFELFINGER, ASSISTANT TO THE i
FISCAL ASSISTANT SECRETARY; AND AL. F. O'DONNELL, AS-
SISTANT DIRECTOR OF RESEARCH, TREASURY DEPARTMENT -
Resumed

The Cuamman. Mr. Seerctary, with reference to your statement §
yesterday on page 1, yvou said, “Morcover, premature reduction of b
5“

ono tax, such as ia proposed in I, R. 1, might make later achievement

of a comprehensive rovision of the tax system difficult, or impossible.” i
Docs that not assume that further tax reduction would be e
impossible? b
Snyper., Oh, no. T just think that we would want to R

give broad troatmont to tho whole tax program, and take all of the
various clemonts of the tax program, some 20 differont itoms that wo :
have undor study, and consider them together, If we give too much iy

reduction to ono side of the picture, we may not have enough to go g

all the way through the program, oven if further tax reduections are

The Cirairman. Bat if we mude the tux reduction required by this ‘
bill, wo would still have an expenditure budget in excess of $30 billion; -
is that not corroct? ~ '

Secrctary Snypor, That is true.
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The CrairMaN, And I venture to say that in tho opinion of most
students of the subject, there will be a lot of room for further expendi-
ture reduction, and consequently for further tax reduction to gnke
care of the purposes that you mentioned.

Sceretary Snyper. Well, that is what I am puzzled about, how
quickly wiﬁ wo have the additional funds available, and if in sufficient
amounts to give the broad- treatment that we feel is important.

The Cuamman. How long does the Seeretary believe that tho tax-
payers will be content to support an expenditure budget in peacetimes
in excess of $30 billion?

Sceretary SNyper. I am not advocating a high-expenditure account,
certainly not beyond the actual nceds of properly running the Gov-
crnment and meeting its obligation. I have no intention of trying to
say to you that I want a high governmental spending program to
romain, other than the necessities for running the Government properly
and meeting its proper obligations.

But 1 seo the necessity tor bringing about the adjustments of the
important. inequitics.  T'hat, 1 feel, should be the first step toward
stabilizing our tax program.

The Cramman, Now, Mr, Secretary, how long have we heen study-
ivlv.g tl;oae inequities?  Iow long has your Department been studying
them?

Secretary Snyprr. Some of them have been studied for quite a
little while; others are beginning to be studied.  We have quite a
program here that we have been working on.

l\inny of them aro being worked on along with the joint comuuittee
from the Congress.

The Cuamrman. I think you listed about 15 or 20 subjects that
were up for study when you testified befere the House 6\’nys and
Means Committeo.

Secretary Snyper. That is correct.

Tho Cuammman, Would you mind giving those to us?

Svoretnry Snypenr, I will be glad to. We ean submit them for
% tho record, or do you want me to read them now?
fhe "y Al ! ¥
& The Cwamman, Would you mind? ‘

Secretary Snyprr, The lovel and structure of individual income
tax oxemptions.

Tho treatment of family income under the individual income tax,

The treatment of pensions and annuities under the individual
income tax.

Special allowances for the aged under the individual income tax.

10 averaging of incomes over a poriod of years for purposes of
individual incomo taxes,

The eredit of earned income under the individual incomo tax,

An allowanco of life-insurance promiums and othor forms of savings
under the individual income tax.

Taxation of capital gains and treatmont of eapital Tosses.

Roviaion of the strusture of some 60 exciso taxes.

Elimination of excise-tax discrimination between imported and
domestic goods,

Extension of social-security coverage to self-employed and farm
and domestic workera,

Taxation of small business,

Double taxavion of dividends.
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The revision of net loss carry-back and carry-forward provisions
and other incentive tax proposals for encouraging investment and
employmeant, .

Depreciation, possibilitics of acceleration or additional flexibility,

Taxation of American corporations doing husiness abroad.

Elimination of discriminations between various forms of doing
business, proprietorships, partnerships, and corporations,

Treatment of cooperatives and ot{m‘ tax-exempt organizations,

Income problems, such as the 2 percent additional tax on consoli-
dated returns and the 85 percent eredit for intercorporate dividends
received.

Consideration of estate and gift taxes and correlation of these taxes
with the income tax.

Now, that does not necessarily mean that we are for or against any
of those items, but they are the items that we deemed that it was
proper to have under study in order to work out a balanced tax pro-
gram, and work out the inequities and the study of incentives.

Thoe Cuamman, They are under study right now?

Secretary SNyper. Many of them are approaching completion,
_The Cuamman. Many of them have been under study for a long
timo.

Sccretary Snyper, That is correct.

The Cuamman. As to how many has the Treasury reached an
opinion as to what its policy will be?

Secretary Snyper. We could give you a calendar or schedule as to
how near each one is completed.

The Cuamman, Has the Treasury established & decision ns to all
of those matters, and, if not all of them, as to héw many matters has
it established its policy?

Secretary Snyprr. My intent was, when I started urging this,
after going in as Secrotary of the Treasury, to sit down with the
congressional group and work out a tax program. 1 did not deem it
appropriate for the Treasury to come up with a tax program and hand
it to the Congress,

Tho CuairMan, I am not suggesting that. I am trying to find out
what the progress of the work is on that. Ias the Treasury, so far
as tho Trensury is concernod, arrived at policy decisions asg to all of
those subjects, and, if not all of them, as to how many?

Secrotary Snyprr. We will have to work out o program for you.

The Cuamman, Mr, Secrotary, is it your theory that we should
hold up any kind of tax reduction until we can go to heaven in one
jump with a perfect solution of all of those matters?

Secretary SNYDER. By no means, sir,

The CuammmaN, By no means?

Seerotary Snypknr. No,

The Cuamman, So wo are entitled to use our judgment as to giving
tax relief if we consider that tho budgoet warrents it, without having
to wait until we reach this ideal general tax revision to which we are
reforring; is that not correct?

Sceretary Snypenr, That part is certainly correct, but there are
cortain inequitics and incentives that ought to be given consideration
at this timeo that ) think wo can sit down and study with you—cer-
tainly certain itoms that we have had under joint study with the
congressional groups,
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Senator BusurieLp. Is it not a fact that the Congress must finally
oxorcise its own judgment upon this matter?

Secretary Snyper. There is no doubt in the world about that.
That is why I said I did not want to presume to present a tax bill to
Congross, because it is the congressional prerogative to create the tax
bill. ~ We want to help in any way we can.

The CramMman. In your statement yesterday on page 1, you said,
“Nor do I bolieve that a tax reduction is necessary at this time to
assure continued high level of production.”

Wo had quite a few questions and answers yestorday with the
objective of probing your opinion as to whether we were in for a
recession, mr(‘l as I got the burden of your remarks, you are not
predicting a recession for fiseal 1948; am I correct in that?

Secrotary Snyprir. That is correct.

The CrarmaN. Your correlative argument is that sinee there will
be no recession in 1948, there is no point in an income-tax reduction for
the purpose of giving the added incentive to investment or for inereas-
ing mass consumption. Is that correct?

Secrotary Snypenr, In calendar 1047,

The Cnamman. That is what 1 am talking about.

Seeretary Snypen, Yes,

The Cuamman. In order to maintain $180 billion income economy,
i it not necessary to plow back large sums of investment?

Seeretary Snyorr., We are contemplating $168 billion,

The Cuamman. Make it 168 billion. Is it not necessary to plow
back large suwa of investment money jusg to keep a machine of that
sizo going witaout increasing it? Is it not necessary to plow back
enormous sums of infestinents?

Lacrotary Sxyper, Tn the long rangoe; yes, sir,

The Cramyan. Well, oven in the short range, would you not say?

Secrotary SNypeRr. Not with what woe have already in sight, sir,

The Crammman, [ mean, is it sound fiseal policy to allow that
machine to lag at any {miut. at any time il it can bo prevented?

Seoretary Snyprnr, Well, there is no apparent lagging at this time,
As n mattor of fact, you folks saw or thought yestorday that it was
going up to 180 or 185, 8o you feel like T do; there is no lagging at
this timo,

The CnammMan, Every time you drive your automobile, there is
some obsolesconce. You have to keop it in repair if you want to
keop a good car; do you not?

Secretary Snyprr, That is cortainly true. .

The Cuamrman. Even if you do not want it to go faster, you have
to keep it in good repair if you want to keep going. That requires
ourront attontion to your car; does it not?

Sacretary SNyprR, Yes, sir,

Tho CuairMan. You said yoesterday tho rapid and sustained growth
of employmont, and output achieved in 1046, in the early months of
1947, was accomplishod with present, tax rates,

What would you say was the influence of the 1045 tax cuts on present
volume of business? ’

Boeoretary Snyper, Woll, those tax cuts were recommended, s I
recall, bocause of the general feeling at that time that there was go-
ing to ba a marked recossion, and they felt ke those incentives
should be put in there at that timo.  Of course, ns we know, that did
not devolop. !
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The Cuamman. And what would you say was the investment in
business within the last, say, 13 months?

My, Haas, 1 think I ean probably put some kind of an estimate
on the record, The point is that corporate profits are now running
at a very high level, and these are net profits.  Before that, allow-
ances have tccn made for depreciation and wear and tear on the
cquipment, and so on. .

The Camman. 1 was not probing the question of corporate profits,
1 was probing the reason for corporate profits, and [ am sugzesting
that perhaps the reason for corporate profits, and for the maintonance

of full production, is in part the tax reductions which were made in’

1945,

What is the Seeretary’s reaction to that?

Socretary Snypen. That might have had some influence on it; yes,
sir; but it was an inflationary one, as it turned out.

The Caamman. Mr. Seeretary, I noticed in the President’s address
to tho Associated Press reported in the IHerald Tribune of April 22,
he said:

Credit control eannot be relaxed ro long s prices are so high that many con-
sumers must go into debt to make both ends meet,  Meking more money avail-
abie on ensier eredit, terms would only enable peaple to go into debt at a faster
rate.  Overextension of credit to support overextension of prices is fuel on the
inflntionary fivex. It would help no one in the long run, l!t‘ ix in the tradition
of boom and bust.  The Government should retain and use its measures for wise
creclit control,

Have you eny stedistics on the amount of horrowing thet is being
dono to sustain low-bracket consumption?

Mr. Haas, 1 am not sure I have them right here, but we have them,

The CuammaN, 1 suggest, Mr. Seeretary, that it is obvious {rom
the President’s remarks that he thinks that there is an unhealthy
amount of borrowing going on in order for people to buy what they
want to buy,

Mvr, Haag, 1 do not have the figures here,

The Ciamman, What is your general impression on that?

Mr, Haas, The general situntion on consumer eredit is that it has
dropped from about 10 billion to a low point, as I recall, of somewhat
around 4 or 5, in that neighborhood, and it 1s now up aguein to about
9 or 10. That is my genoral impression,

The Cuamman, And expanding rapidly.

Mr, Haas. And expanding, think the point probably that the
President had in mim‘ was & large part of this is on automobiles and
durable equipment, and tho problem thero is to get the u?uipmont,
not the money. The people ‘uwo large liquid funds, and if they are
provided with more eredit it will put pressuro on the prices of short
supplies of goods, ‘ i

Tho Cuaiuman, s there not a large expansion of installment. eredit
going on? : ’

Mr, Haas. That is consumer credit,  That is what 1 had in mnd,

The Cuamrnan, That is what 1 am talking about.

Mr, Haas, Yes,

The Cuammman. Thoe reason for that is that the surplus stock of
savings is running down; is it not?

Mr, Haas, The annual rate of additions is less than it was a year
ago, but tho total amount of accumulated is still inereasing, because
last year the annual incromont added to liquid savings amounted to
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about $19 billion. That was at a lower addition than the previous
year, which ran at the rate of about $33 billion.

The CrairmaN. Does an expansion in installment buying neces-
sarily carry with it the thought that there is not as much cash available?

r. Haas, Well, that would seem apparent, but thut does not
nocesearily follow. It depends upon the distribution. The people
horrowing are not the ones that have the liquid savings, or they would
not, borrow.

The Cuairman. Exactly. Would those people be helped with an
ir.come-tax reduction? ‘

Secretary SNyper. But that increase in consumer buying is not
brought about by that, solely, but by the fact that people are beginning
to establish themselves, and as they are stretching out and buying on
credit items that they have not been buyin%)for a good while. They
have always in the past—as you remember, before the war they mort-
%?ged their future income extensively under installment buying.

ow they are tryin%to move back into that area too rapidly before
goods become available,

The Cuamrman. So the alarm is over the rapidity with which that is
going on; is that right?

Secretary SnypeR. It is as long as it has an inflationary trend.

Senator Hawxkes. Might I ask a question right there?

When waa that high of 10 billion that you are talking about?

Mr. Haas. Just before the war; bofore Pearl Harbor.

Senator HAwkEs. What was the highest point before that in a
10-year period? Do you know that? .

Mr, Haas, I think that was about in the noighborhood of a high
point.

Senator Hawxes. It ran along fairly evonly—9 or 10 billion?

Mr. Haas. It grew rapidly during the thirties. More than half of
it was automobile purchases and other installments; and then it was
reduced by the Federal Reserve in their control of consumer credit
under regulation W,

Senator BusnrieLp, Were there not any automobile purchases for
several yeara?

Mr. Haas. That was ono of the reasons that it was easy to control
nutomobile credit—~because thero were none, .

Sonator Hawxes. The point I have ‘in mind was this: That we
havo gono back from 4,000,000,000, working up again to 10,000,000,000
agein, What I have in mind is, Have you any reason to boliove that
this thing is going away beyoud 10,000,000,000, or it is ‘juet coming
back to the ﬁlill that you have just stated to me—of fair average
ovor & poriod of 8 or 10 yoars before the war? ‘

Mr. Haas. Nobody can tell that, The point with regard to that is
there is shart supply of durable goods, and when you add more money
to the situution—credit is money—you tend to increase the infla-
tionary pressures, !

Souator Iawkwa, You agree, I assumo, that we are working our
way back up to 10,000,000,000. © You agree that we do noet go boyond
that—if wo do not, wo will not be in any different position; in fact, wo
will be in a botter position, .

Mr, Haas. Assuming that we have the equipmoent to purchaso.
The point is that wo are short of equipment,

L
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Senator Hawkes. I understand that, and there is a point in that,
I understand that perfectly.

Senator BrRewatrer. How long do you anticipate this shortage of
durabloe goods is lgoing to continue?

Mr, Haas. My crystal ball would be a little clouded on that.
That is a very difficult question.

Senator BREwsTER. Are there any of the shortages that are begin-
ning to be ameliorated right now?,

Mr. Haas. The situation is rapidly being improved.

Senator BrREwaTer. You speak now in terms of months or years?

Mr. Haas. Well, it varies with the commodity. I would not want
to say that by the end of the year we would have full supplies of
overything, 1 do not believe that. There are some things of which
the supply is now adcquate.

Senator BRewsTER. Is it not true that as each item becomes avail-
able, it reduces somewhat this pressure in other directions?

Mr, Haas. I think evorybody would agree with you, Mr. Senator,
on that. One way to reduce inflationary pressure is to increase
production, }

Senator Hawknrs, May I say this, Mr. Chairman: I have learned—
in other words, I have been in?ormed——-not officinlly—but I have been
informed that what I said yesterday is probably correct. That is,
the cconomy is running at the vate of about $180,000,000,000 now.

What I woulil like to ask the Secerctary of the Treasury or his group,
Is there any way for us to get the figures on what we are doing now a
little more up to date than we have them, quickly, so that we can have
those figures in mind, to help us in reaching our conclusion regarding
whether wo are justified in tax reduction at the present time?

Scerotary Snyper. The only way I could suggest is to ask the people
to appear hore who prepare those estimates and figures,

Scenator Hawxkis, That would be the Department of Commerce,

Sceretary SNYpER, That is the Department of Commerce; yes, sir,

Senator Hawkes, That is tho only way wo can get them?

Sccrotary Snypkr. That is where wo can got them,

Senator Hawxkes, I make the suggestion that woe should ask the
Department of Comerco for the figures that were given mo unoffi-
cially to sce whether they are correct.

The Cnammman, It will be done.

Senator Lucas, I would like to have these facts, I agree with

Senator Hawkes, I too, would like to have some facts about these
' appm{)riation bills that wae are going to cousider, I think that is
probably more important, determining the tax bill, than a rovenue
estimate of 175 billion or 180 billion,

The Crainman. Lot me bring you back to the President’s oxact
languago. Ho said:

Crodit control cannot bo relaxed so long as prices aro so high that many con-
sumora must go into debt to make both ends meot.

Lot mo ask you again, Would not a reduction in income taxes bo
helpful to those consumers?

ocrotary Snyper, Not if it drove the prices higher,

The CuammMan, Unless you oxhaust completely the purchasing
value of what they got, they would have an additional buying powor
over what thoy have at the present time; would they not?
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Secretary SNYDER. For a period they might, but by the time
]u.m; savings became available to them, why, it might drive the prices
righer.

The Cuamman. Do you see an inflationary element in increases in
wages abt the present time?

Secretary SNyYper. It could be.

The Cramman. Could you go stronger than “could be”?

Secretary SNypERr. No, sir. T would have to sce what the pro-
ductivity would be, and all of those elements would have to be taken
into consideration, I would say that was a possibility.

The CuairMAN. I notice you state:

Em?loymcnt and output will undoubtedly rise still higher in the future with the
normal growth of the economy,

Am I correet in the assumption that this is premised on a good wage,
good profit, high velocity, constantly reducing unit cost economy?

Secretary SNYDER. Yes, sir; I think that is the sound basis for your
aconomy.

The CHammaN. You stated, Mr. Secretary, so long as inflationary
pressures cxist, there is good economic reason for maintaining high
tuxes..

If wo should out taxes prematurely we could casily contribute to further price
rises and to economio instability,  If we cut taxes too soon, we shall probably find
it impossible to veverse our action.  On tho other hand, it will be titme enough to
cut taxes when it becomes clear that conditions call for such action,

Does the Sccretary believe we are warranted in maintaining the
prosent levels of income taxes in order to provent inflation?-

Secretary Snypsr. I think that undor the present circumstances
for 1947, wo aro, sir,

The CuairmaN, Is not thoe theory of that that if the taxpayer has
larger oontrol over his own incomo, ho will sgend his money in a way
that will add sharply to consumptive demand?

Sccretary Snyprr. He might add .those dollars in bidding against
itoms that are here in short supply; yes, sir.

The Cnamman, The corrolative of that is that the Government
can take his monoy and spend it in less dynamic fashion, and thus
decrease the foar of inflation; is that correct? *

Secretary Snypun. I do not advocato that, Senator, I said that we
had a good place to put that surplus in reduction of tho debt. Wo
want to apply that against the bank-held asséts, which would bring
us into bettor control of tho mency supply, which has boen urged as
ono of the important stabilizing factors that we must doevelop.

The Cramrman, Lot me remind you, Mr, Secretary, of exactly what
you did advocato. I quote: : o

Ho long as inflationary pressures exist, thore Is good cconomio reason for main-
taining high taxes,

That is axactly what tho Scerotary said. Wo, are not making
forcod loaus in ordor to handle inflation. Undet the Secretary's
theory wo are taking monoy out of the taxpayor’s pockothook for the
accomplishinent of that purposo, and 1 a\‘muld like to suggest that
perhapa the Governmont does not have a moral right to seize any
mrt of the taxpayer's money on the theory that the Government
knows how to spend it botter than he does.

Does the Secretary abandon his theory? ' '
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Seeretary Sxynexr. I have made no assertion that the Government
is the better judge.

The Cuammman. What is to be implied from the Secretary’s stute-
ment:

So long as inflationary pressures exist there is good economie reason for main-
taining high tases,

Seeretary Snyper. For the reason that 1 stated that we could
apply whatever surplus we gain in reduction of the debt. At no
p{avn have I urged additional governmental spending.

The Cuamrman, Then you tike the position that the maintenance
of the present tax structure has no relation to inflation.

Seeretary Snyprr, We are talking about the calendar year 1947,
T do feel that maintaining this tax structure would be anti-inflationary
for that calendar year; yes, sir,

The Cuamman. And you feel we have a right to maintain an income
tax level as we are now maintaining it in order not to increase the
dangers of inflation,

Sccretary Snyper. One of the clements, yes; one of the elements.

Senator Connarny, May I ask a question?

You do not contend, of course, that the application of revenues on

ublic debt is Government spending.  We are simply paying a little
mstallment. on that, As to installment buying, I think it i1s about
time wo started installment paying on the public debt, That is not
Government spending; is it?

Secretary SNypeRr. I made the statement yesterday that I think
we ought to muke a materinl payment to assure our intention to
maintain the integrity of our obligation.

Senator Connanry. Is not the public debt a mortgage on every
income-tax payer in the United States? Some time he is going to
have to meet it, and is not the best time to start meeting 1t when
" overybody is prosperous and the incomes are higher; corporate profits
you say arc at a very high standard—very high level. Is that not a
pretty good time to start paying on the debt?

Secrotary Snypir. 1 have maintnined that position, sir,

Senator ConnaLny. Is not that paying on L‘w debt—dous that not
contribute to the stability and dm soundness of our whole fiscal
policy, incomes and everything else? :

Sceretary Snypur, I have thought so; yes, sir,

- Senator ConNarLy. Thank you, Mr. Chairman,

The Cuamman, Mr. Secretary, just for the purpose of the record
agnin, I would like to put in what you snid on this subject of maina
taining taxes and resisting tax cuts to prevent inflation:

8o long as fnflationary pressures oxist, there is good economic reazon for main.

taining high taxes, I we should eut taxes prematurely, we could casily contribute
to further price rises and to ceonomie lustability,

In¢ho latter part of that paragraph you say:

On the other hand, it will be timeo enough to cut texes when it becomes elear
that conditions call for anch action, )

What will be the tests of that clarity so far as the Secretary is
concerned? . .
- Secrotary Snyper. When wo know what the expenditures this year
are Foing to bo, a8 upproved by Congfrm@, and know exactly what
our budget for the year would be, for the fiscal year 1048,
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The CuairMAN. You have never taken that caution bofore, in-
making your estimates.

Secretary SNypeErR. We have nover faced this exact situation before,
Senator,

The CaairmaN. You are willing to accept the judgment of Congress
on what it can do. '

Secretary SNYpeER. Woe will have to accept it.

The CrairMAN. And assuming that it should decide to cut taxes,
or the expenditures, say, 4% billion, how much would that alter the
viewpoints which you have expressed here?

Secretary Snypur, If you will let ine stand on my position of
yesterday—— )

Tho CHAirMAN. You are still adamant on that. You will not
assume beyond the Treasury’s own assumptions; is that correct?

Secrotgry SNYDER. 1 just saw today where Dr. Rogoers up in the
New York University estimates the national income for calendar
1947 at 165 billion, oll, if that is true, then ho must think that the
last half of the calendar yoar 1947 or the first half of the fiscal year
1948 is going to be below 160 billion. So when we have such diverg-
ence of views, if wo stick to a middle course, why, I think wo are on

- safor ground, and I would prefer to do so.

The CrairmAN. I invite the Secrotary’s attention again that never
before has he waited until Congress took definite action before ho
made his own cstimate. 'This is the first time in history.

Secretary SNypen. This is my first timo to appear before you, sir.

The Cuairman. 1 hope, sir, this is not the last. .

Secretary SNypeRr, I appreciato that. I do not know whether I
want to endorse it or not.

Senator Brrwster. Do you feel any justification for feeling thut
the administration is now somewhat advertising the possibility of
rocossion, if not a depression?

Secrotary Snyper. Well, I cortainly am not, sir. I see no cause
for us to have a rocossion if wo proceed on tho right basis,

Senator BrREwsTER. You would not prefer——

Secrotary Snyper. We have cvory clomont to insure continued
prospority if we meot all of these various points.

Senator BreEwsrer.. You would see no advantage in having o
recession this yenr instoad of next?

Secrotary SNYDER. I would sce no advantage in having a recession
at any time, Sonntor, _

. The CuammMan, Mr. Scoretary, you stated, “If the taxes are not
reduced, wo shall also be able to achieve a budgetary surplus in tho
fiscal year 1048.”

How much of o budgetary surplua? -

Saecrotary SNYDER, 8\11' estimate for '48 is 1.3 billion.

Tho Cramnman, That is on the estimate of how much additional
inceme for '48-—108?

Secrotary SnypkRr. 168 billion for fiscal 1948; 'vos,

The Cratuman, I believe it would be useful for the purpose of the
racord to give us a little information on how our budget satimates are
made in point of timing,

Senntor Gronraw. Ia that fisenl '48 or calendar?

Secrotury Snyoun, That is fiscal 48, eir, beginning July 1, 1947,

Senator Groran. I juab wanted to get it dlear.

1
‘
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Thoe CuairmaN. Take the 1948 exccutive budget, when were the
figures represented by that budget finelly decided upon as a matter of
executive policy?

Secretary SNYDER, This revision?

The Cuairman. No, no. You came in in January with the execu-
tive budget.

Secrctary SNypeR. Yes.

Thoe CuairMaN. Now, how much time preceding that?

Secretary SNYDER. Those were prepared in December,

The Crainman. In December? '

Sccreiary SNyYpewr., Yes, sir.

The CuairMaN. You rcached your final decisions on the content
of the budget in December?

Secretary Snypbur. That ie correct.

Senator Busnurisrp, That was on the basis of $165,000,000,000.

Thoe CuairmaN. That is what I am going to ask now.

What was the basis of national income when you fixed those figures?
Tor which fiscal year?

Sccretary Snypkr. '48, $168,000,000,000.

The CuarrmMan, When you put i your budget for fiscal '47, what
income did you predict? ‘

Mﬁ Haas. I would have to put that in the record. I do not
recall,

Senator Byrp. What date? The message to Congress in January
1046 receipts were $31,500,000,000, expenditures $35,800,000,000, a
deficit of $4,300,000,000. Then when the message to Congress was
sent in in January of 1947, the receipts wero $40,200,000,000, expondi-
tures $42,500,000,000, deficit $2,300,000,000.

The statement a day or so ago was receipts $41,250,000,000,
exgendlturvs $41,250,000,000, with surplus of $1,250,000,000.

enator Tarr. Fordiscal '47,

Sonator Bynp, Yes. That was the question, as I understood, that
the chairman asked.

Secretary SNYpeRr, You want to know what the national incomo was
that was used in Docomber 1946 in arriving at the fiscal budget for the
fiscal yonr 1047,

The Cuarnman, Yes, Lot us get that figure,

Secretary Snyper. Wo will have to got that for you,

Tho Crairman, Will you get that? ’

Secretary Snyprr, We will got that.

(The information requested 18 as follows:)

In his budget messago, the President stated, “in this Budget, it has been ase
sumod that, with minor fluctuations, business activity will average slightly higher
than in the calendar year 1046,” The incomo paymont, basin wo used averaged
$1066 billion In the fiscal year 19047, This compares with an actual level of $168
billion in thoe ealendar year 1040,

The Cruamnman, Give us again the estimate of national income for
iiscal '48, which you used in making your oxecutive budget for
fiscal '48. .

Secrotary Snypxrn, Thoy have just said that was 168,

Sonator Tarr, May I ask if that has beon corrected by actual ro-
turns already roceived for tho first half of this calondar yoar that will
rofleot the last half of the calondar yoear?

Socretary Snyper, ‘There has beon no revision for fiscal '48 yet.
Does that answer your question?

.
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Senator Tarr, You have had actua) income tax returns, personal
and corporate, for the payments to he made in the first lm{f of the
fiscal year ’48, entirely apart from national income. You know what
you are going to get from last year’s corporation taxes. You know
what you are going to get from personal taxes.

Secretary Snypenr. There has been no revised estimate for fiscal '48
yet. Was not that the question you asked?

Senator Tarr, Have you used those figures in correcting the
ostimate based in January on national income of 168 or 165, or
something of that kind? .

Secretary Snyprr. There has been no revision,

Senator Tarr. Were not those taxes much larger than you expected,
and paid now during the first 3 months of this year?

Secrotary Snyper. They were certainly much lavger for the last
quarter of ’46 than we expeeted,

Senator Tarr, The taxes paid on March 15 by corporations and
individuals, were not those much larger than anything vou had
anticipated?

Secretary Snyprr. They were larger; yes.

Senator Brewster. Did you project that into the last half of this
calendar year?

Secretary Sxyprr. We have not made a revision yot for the fiscal
year '48, ’

Senator Buewsrer, Would that not be very interesting and
significant in conneetion with our problem here?

Secretary Snyprr, Well, that would be a matter for the President,
if he wants to revise his budgot. :

Sonator Buewsren, We are asking you,  Are you not the one that
would be familiar with that?

Secretary Snyper. On revenue,

Senator Bruwsrer, This committee has to make a decision inde-
pendently of tho President.

Secrotary Snyprr. We will try to assist in evory way wo can,

Senator Brewster. Would it not be highly signifieant. if the Mareh
15 roturns indieated that you could expuvet to have much larger
revenues in July 1 to Docember 31, 1047?

Secrotary Snyner, We will sce what ean be done on that, Senator.

Sonator Brewsren, You have not thought about it before?

Secretary Snyper. Oh, yes; we are thinking about it all of the
time,  You do not seem to agree with what we think; do you not see?

Senator Brrwsrer. 1 am not questioning your thinking; I am
yuestioning the facts, You are the one who possesses all of these
fncts,

Sooretary SNnypen. That is correct.

Senator Burwsrrr. And if that should indicate 10 or 20 or 30
percont greater, you said it was substantially gronter than you ex-
pected, did you not?

Secrotury SNYpsr., That is correct, i

Senantor Brewsreir, So that wo might infer that thore would be o
vory material- -~

Secrotury SNYper, But we are talking about fiscal '48, which runs
for 12 months after July 1 of this yoar, not for this fivst quarvter,

_ Simut«or Brewster, Well, 1 know 6 months of it, one-half of it is
i theve. ]

‘
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Secretary Snypkr., No, it is not, sir, nof for fiscal '48. You are
talking al »ut the revision of 1948; that starts on July 1 of 1047 and
extends fo. 12 months beyond that.

Senator Brewsrer. Do 1 understand that-——- ,

Secretary Snyper. We have given you a revision for the first 6
months of calendar 1947, just this past week. -

Senator Brewster, Let us not be under any confusion.

Secretary SNyYper. I do not want to be.

Senator Brrwsrten. I am thinking of the period from July 1 to
December 31, 1047,

Secretary Snyper, That is correct.

Senator Brewster. Which is 6 months in the fiscal year 1948; is
that correet?

Secrctary Sxyper, That is the first half of fiseal '48.

Senator Burwsrer, That is right.

Secretary Sxypenr, Yes, sir.

Senator Brewsrinr., Does the return on Marvch 15, 1947, give you
any better basis by which to estimate the Treasury receipts during
that G-month period of fiscal '48?

Seeretary Snyper, 1t would be certainly alittle closer to that period,

and that is always better as a basis on which to make your estimates,

Sonator Tarr. So far as corporation returns, it 18 an absolute
determination of what the corporations are going to pay in Sopwmhur
and Decomber, becauso they are paying on the income of '46, and
ag far as individuals are concerned, it is a pretty good indieation,
because they are guessing as to what income they personally will have,

Seerotary SNypeRr. So far as their earnings for 1946 are concernec

Seerotary Sy So f their earnings for 1946 are concerned,
we have refloctod thosoe in our revised lmd;\mts, heeauso——

Senator Tarr. That is what T asked.  You said you had not.

Secrotary Snypkr. No, no. .

Senator Tarr. You said you had not changed your estimato at all,

Seerotary Snyprn. For fiseal "48; I was very specific, i

Sonator Tarr. My question was this: The corporation returns in
taxes shown by their returns on March 16 appeared to have been
much lurgor than you anticipated.  Havo you taken that into aecount
in your cstimate for the first 6 months of fiscal 487 1ave you in-
cransod the payments that you oxpected to get from corporations in

. g
Sogtomhor and DNecomber, by reason of what has appoeared in Narch?

Sacretary Snyper. We have not yot made a revised ostimato
for 1948, L

Senator Briwsrer, Unless T ontively misunderstand it, it would
seem to me that was an item that might be of considerable importance
then in the problem with which we ave faced, and which you are to
help us out with. Would T be correot in that?

Seeretary Snyner, We will be glad to try to help you in every way
wo can, 1 do not have those ﬁ‘gurm here. We will try to get them,
That is what I offered to do awhile ago.!
™ (Rupplied mhquvmlr)

In anr reeent revision of wxpeeted reventies for thaenl 17 we incrensed the astimnte of corporate incoma
and axecas PEofiER toes by aliont 8200 milllon, This revisfon was indieated by the experience in the flist
quarter of calendar 1047 when tax colicetions in this eategory exeevded ¢ha vatlfer sstimates,  Presumnbly,
aome Sim Ar Emprovement in corparate fax eallertions mny be avpected to the tatter part of ealemdnr 104
which ia the fieat part of flseal 1018, On e other hand, corporste tas collactions tn the Iast half of fseal
HMR will he basod on profits fn ealendsr 147, 1 heae profits were apgarently w'{ high fa the first part of
the year but will deeline sharply ax a roxtilt of the price resdjusiinents now under wn')‘- Accordingly, it
dovs not seepn pradoent 1o wxpect much net galn in corporate tavea in Aaenl 14K oy or the ostinmtea in the

Prestidont'a Budget document of last Jannary,  On not balanes {1 still seems to be the waseat course to
gtand' on the revenue calimates for Aseal 1845 ax given {n the Radget document,

e N U e

3!



80 INDIVIDUAL INCOME TAX REDUCTION

Senator BREwsTER. Am I in error that it might have some signifi-
cance? You know more about this than, I do.

Secretary SNyYpER. I am not questioning your judgment, Senator.
%t, is very clear. I am certainly wanting to try to help in any way

can, ’

The CHaIrRMAN. At the time you made your estimates for fiscal
48, Etn Decembor of 46, what was the current national income at that
time

Secretary SnYpER. In order that I will not misunderstand, will
you repeat that question, please?

The CuairMaN. When you were making your budget for fiscal '48,
and were reaching your final decision on that budget, in December of
1946, what was the then current national income

Secretary SnYDER. For that month?

The CrHarrmaN. For that month:

Secretary Snyper. The latest month available at that time was
October—with 170.9 billion annual rate, The Novembor figure came
out in January at 174.1.

The CuairMaN. 174.17

Secretary Snyper. Billion.

The CrairmMaN. And in making your estimate of income, let us get
into the record again, of income for 48, what figure did you adopt?

Secretary Snyprr. 168 billion.

The Cuairman. 168 billion; you adoptéd that in December of 1946?

Secretary Snypen. That is correct. .

The Crairman, On page 3 of your statement, Mr. Secretary, you
stated: i

I believe we should now approve our determination to retire public debt by
making as big a paymont on it as we can.  If we do-so, there will be less eause for
concorn if in some future years we find it desirable to postpone temporarily further
debt retirement.

Tell us aguin, please, how much debt retirement has been made
within the last 12 months? :

Sccrctm?r Snyper. Qut of budget surplus by June 30 of this fiseal
yoar it will bo $1.2 billion.

The Cramrman. $1.2 billion?

Secratary Snyper. That is tho actual reduction out of budget
surplus. But out of cash and surplus combined for the fiscal yoar '47,
wo will have made around $11 billion or $12 billion, I bolieve it is,
close to $12 billion. ‘

The Crnairman. Undeor your theory thon we will have a surplus at
the ond of fiscal '48 of how much?

Secretary Snyper, $1,3 billion.

The Ornairman. $1.3 billion. Your proof then of your determina-
tion to rotire the public debt would consist of 1.2 billion surplus at
the end of '47, and what?

Secrotary Snypxr. 1.3 billion surplus for 1048,

The CuamnmaN, At tho end of 48, that is going to be your proof
of your intont to mgke enormous reductions in thé public debt under
your theory, i that right?

Secrotary Snyppi, We can only furnish figures on the revenue end

of it, The expenditure end of course will have to be testified to by—-—

The Cnamman, The rovenue end and the exponditure end com-
Xined.bin their operation to produce the two surpluses which you
eacribe,
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Secretary Snyper. That is correct,
The CuairMAN, Amounting to roughly $2.5 billion over two fiscal

years, and that is the Treasury’s proof of enormous reduction of the
public debt.

Secretary Snyper. I beg pardon, sir. '

Senator Lucas, He never said anything about enormous, *
Secretary SNYDER. I do not know where the enormous part came in.
The CuamrMaN, It is quite apparent that it is not enormous. It is
* minuscular,

Secretary SNyper. Who is claiming the enorunous reduction?

Seuator Lucas. Muscular.

The Cuamrman, Nor is it muscular.

Secretary Snyper. Who claimed that?

The Cuamman, I am glad to see that you do not claim it.

Seeretery SNYDpeR. I never have,

The Cuammman. I thought you were talkng here about making
proof of our determination. ,

Sceretary Snyder. By paying everything that we could.

The CHArMAN. And this proof of determination comes down to
$2.5 billion over two fiscal years. .

Secretary Snyper. If we are doing the best we can, we are showing

_our good faith. :

The Cuairman. No one can complain about that,

Sccretary Snyper. I have never made any suggestion about any
enorimous payment.

The Cuamman, T believe it has been said that angels can do no
more,.

Scerotary Snyper. Well, I have no claim for that, either.

Senator JounsoN of Colorado. How does that enormous or minuscu-
lar, whatever thoe term is, reduction, compare with the 12-year experi-
ence since 1929, tho more than 12 years sinco 1920?  How does the
reduction compare with that period?

Senator Brewstenr., That is out of his jurisdiction, |

Senator Jounson of Colorado.  The facts are, of course—-—

Scerotary Snyprr. If you take the algebraic equation, why, it
would be enormous compared with that period. '

Senator Jounson of Colorado. We have had enormous deficit
spending sinco 1929,

Secrotary Snyprr., That is correct.  We are cortainly turning the
thing around and trying to go back the other way.

Sonator Jonnson of Colorado. Personally T am very happy that
you have made as much of a veduction in the debt as you can. It
scems to mo that that is the real test of whaether we aro stabilizing our
cconomy in this country or not. As long as tho doficit spending
continucs printing-press money must flow out and of course wo are
hended for bankruptey.  When the trend is changed, whon we begin
to apply something on the debt, the reverse is truo, and wo are heading
for stability. So it is an important signpost on the road.

The poiat is that we ought to go beyond what we have done, and
the only peoplo who can causoe us to go beyond what we have done is
not the Tronsurer of the United States; it is tho Congross of thoe United
States.  You have no control over expenditures.  You have no con-
trol over tax lovies, Wo are the pc(ﬁp o who porform those functions.
As wo perform, you will be able to reflect in your reports what wo have

accomplished, is that not trua? «

s T
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.

Secroetary Snyper. That is certainly true.
Senstor BrEwster. I would like to pursue this debt business a
little further in a way that may scem more flattering to the Secretary,

Senator ConnNaLLy. May I interrupt?

Senator Brewster., Does it deal with the debt matter?

Senator ConnNarLy. Yes.

They talked about your supposcd statement that two billion and
half was an enormous reduction of the public debt. Well, two
billion and a half is just two billion and a half more than nothing, is
it not? That is all,

Secrotary Snyper. That is correct.

Senator Brewster. I do it think the Sceretary has stuck his
chest out far enough, as far as he could probably, and I would like to
have these figures confirmed.

The gross public debt, according to the figures 1 have, reached a
postwar peak of $279.2 billion on February 28, 1946.  Will you con-.
firm that?

Secrotary Snyper. That is correct. .

Senator Brewster. And that between that date and April 13,
1047, that is & 14-months period, it has declined to the point of 257.6
billion. : n ’

Secretary Snyper. That is about right.

Senator Brewster, s that correct?
ket Secretary SNYprr, That is correct. ‘
- Senator BrewsTrRr, So that is a reduction during that 14 months
' period of 21.4 billion, is that correet?

Secretary Snypur. That is correct. .

Senator BreEwsrer, There has been a reduetion of $21 billion in

G S A S D
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; the public debt-in that 14 months period, which is certainly most
% ‘ substantial.

Seerotary Snyprr. Yes, But T want to make very clear that was
L paid out of the eash balanees in the banks.

Senstor BrewsTeR., You are not bragging about this,

Sccretary Snyprr. I am certainly not bragging about it. 1 am
ounly showing the manner in which wo reduced it without throwing
the whole economy out of gear, and that wo got that paid back to
the lenders as carly as possible, in order to reduce the interest-carrying
charges, and at the same time not throw our whole financial structure
out of gear.. '

Senator Brewster. Would it be that approximately seven-cighths
of that reduction occurred in reducing holdings of commercinl hanks?
Would that be approximately correet?

Mr. Haas. Almost the entive amount.

Seeretary SNyper. A very, very small part of that was not taken
right out of the bank balances,

Senator Brewgrer. That would have substantinlly reduced the

i AT

monctary supply, and the potential source of inflation,
Secretary Snyoer, That is exnctly our intont; ves, sir,

Sonator Brewsrer, So that you have made a long move in that
diroction by these reductions.  Besides this $21 billion of reduction
o in the gross public debt, was thoro not also a shifting of a large amount
13 of debt from marketablo obligations, which might have an inflationary
o offoct, Lo special insues held within the Treasury which would be less
G a source of inflationary danger? Is that corroot?
ﬂ;? Secrotary Snypwr, Woll, that—- '
& i
&

&
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Senator Brewster, By the operation of trust funds, net sale of
savings bonds, and issuance of terminal leave bonds?

Mr. Banrevr. On February 28, 1946, the markctablo debt was
$199,810,000,000; as of March 31, 1947, that had been reduced to
$172,462,000,000.

Senator Brewsrer, That is o reduction of $27 billion in the
marketable obligations,

Mr. Banrerr, Yes, sir; the special issues on Tobruary 28, 1946,
were $20,897,000,000.

Scnator BrewsTtir, Yes,

Mr. Barreur. On March 31, 1947, they were $25,183,000,000.

Senator Bruwster, In other words, you took $27 billion out of
the marketable and put $5 billion more into the specials, which are
not marketable?

Mr. Barrerr, That is correet,

Then there is another item, The nonmarketable, which would
include the savings bonds, that was $57,206,000,000 on February 28,
1946, and on March 31, 1947, $58,156,000,000.

Senator Bruwsrer., There was another billion theve,

Mr. Barrrur, Yes; the nonmarketablo increased.

Senator Burwsrrr, All of those were in the direction of releasing
inflationary or relaxing inflationary pressures,

Seeretary Snypur, Yes,

Senator Buswsrer. Were they not?

Secretary SNypenr. That was the intent; yes, sir,

Senator Brewsrer, While the budget is in balance, as long as it
may continue in that happy state, it is not true that this snift..ing
from marketable to nonmarketable obligations will go on at the rate
of approximately $5 billion annually.

Seeretary SNyper, Well, it will he determined by the maturities,
and the balanees that we have,  We have estimated for 48 that we
will ahift. around 3% Lillion dollars through trust fund operations,

Senntor Brswsren. $3.56 billion?

Seeretary Snypur:. Yey, sir,

Senator Barwsrer, In the light of all of that, taking into account
what 1 think you will agree arvo fairly heavy taxes now, wo tend to re-
duce purchasing power, if you have agreed, and discourago invest-
ment. Do you still feel that the entire amount of any surplus weo
may he able to accumulate, irrespective of how much it is, should be
turned entirely toward debt reduction?

Secrotary Snyprr. I think in this calendar year; yes,

Senator Brewstir, All of these factors do not still affect your
conciusion?

Secrotary SNYper. There is a great deal to be done in that field,
Senator, of stabilization thore, and in these good times, prosperous
timos, wo want to do as much of it as we can,

Senator Brewsrer, Now, if there is any {maaibility of a recession
or n deprossion, and we were seeking to avoid that, which would have
the greator offeet in avoiding that, a debt reduction or tax reduction?

Socrotary Snypugr, From the testimony of the Senators yesterday,
evorybody felt like that we were moving ahead and that there is no
recossion in sight, and 1 joined them in that belief,  They were more
optimistic than 1 was as to tho assurance of no recession, and 8o I do
not think that that would entor into our picture right now.
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Senator BRewsTER. You do not think it is necessary to take into
any account any insurance against a recession during the next 18
months?

. Secretary SNYDER. Not in 1047; no, sir,

Senator Brewster. Well, you are cutting that down quite a little,
1 said 18 months, and you said——

Secretary Snyprnr. I know, but Congress comes——

Senator Brewster. You say 8 months,

Secretary SNYDER. You folks come back much sooner than that.

Senator BREwsTER. And you consider we are the chief threat.

Secretary SnyYper. You are the hope of the people,

Senator Brewsrer. Do you feel tjwre is any limitation upon the
amount by which you would wish to see the public debt reduced
dluring the next 18 months? Or say fiscal 1948; I will limit it to
that,

Secrotary SNYDER. I think we have got to see how much we can
reduce the dobt before we start talking for the long-range view. 1
certainly agree with you that we have to have a balanced program,
that is of progressive debt reduction and reduction of taxes. ;i‘hom
is no question about that. But right now in this turn-around period,
and right now with all of thoe uncertainties, which we all agree that
we have, we are not going to hurt our economy any by applying as
much surplus as we actually come out with in reduction of the debt.

Senator BRewstiR. 1 think this question is somewhat repetitious,
but I will ask it again in the light of all that has gone before, which
I think was an assumption that the chairman sought to question you
about yestorday. o

Assuming that we were certain to have a substantial surplus as a
result of the wiso policies of the Republican Congress for the fiseal year
1948 of $9 billion, would you as Secrotary of the Treasury wish to
rotire the public debt by that amount?

Socretary Snypur. May I tako the same position of not making
that uasumvtion, Smmtor’y

Senator Tarr. I do not know; I think you have to make that
assumption, That is a possible nesumption. Congress has declaved,
the Senate has voted for a $4.5 billion decreaso, 0 eannot assumo
that they will not do it. Maybo they will not. 1 think we have a
right to ask you to proceed on that assumption,

Secretary Snyprr. I would like, as 1 said yosterday, without
any intent of offense at all, I would not like to make that assumption,
sir, :

Sonator Tarr, The question is if it occurs would you apply it on
tho publie debt, :

Secrotary Snyprr., I would rather not “if" jt, sir,

Senator Lucas, You have made the statement time and again
that you went to soe all of the surplus applied on the national debt,
whatevor it was,

Secretary Snyper., That is in the record,

Senator Liucas, That is the record,

Sonntor BruwsTenr, Assuming then that you would answaor yes, if
you purmitted yourself to answor, T want to ank you another question,

Is that position the opinion of the ontire administration, including
the Yederal Reserve Bonrd?

Secretary Snyounr. I can only speak for mysell, sir.

‘
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Senator Brewster, You do not have any knowledge of the opinion
of the Federal Reserve Board on that particular matter?

Secretary SNYbpeR., The Federal Reserve Board, as I'understand it,
is in nccord with the position that I have taken, of no tax reduction
in 1947, and that wfmtcvor we have, any surplus we have, being
applied to the debt. T think that they are in accord, but T would
certainly not like to go on record as stating their position. 1 would
rather they would do that themselves. :

Senator Tarr. Mr. Sxypur, in the first place I want to get the
facts clear. The Budget that I remember showed receipts of $38,750,-
000,000, or something of that sort. The Budget showed a surplus of
about $1.3 billion, with expenditures of $37.5 billion.

Secrotary Snypenr. For '48.

Scenator Tarr, Fiseal 48,

Secretary SNYDER. Yes.

Senator Tarr. You have not revised that at all.

Secretary Snyper. We have made no revision in fiscal 48,

Senator Tarr. No allowance for more taxes or anything, is that
correct?

Secretary SNYprr., Yes, ,

Senator Tarr, Assuming that you have that $1.3 billion and assum-
ing that there is some further increase, $4.5 billion, whatever it is,
that moens of course, that we are taking away from the people & cer-
tain amount of purchasing power in excess of what we are giving them
back by tho expenditure of Government money, is that not true?

Secrotary Snypenr. By the tax you are always taking it away.

Senator Tarr, If there is a surplus you are taking away a certain
amount of purchasing power from the people and not giving it back
to them, is that correct?

Seeretary SNybuRr, Yes.

Senator Tarr, Are we not also taking away somcthing between
2 and 3 billion dollars in taxes which does not go back to the people,
because it goos into theso various trust funds, old-ago ponsion, and so
forth? In addition to the surplus figure, is that not correct?

Secretavy Snyprr, That is provided for in the budget, yes, air,

Senator Tarr, Can you tell us what that amounts to? Is it about
$2.7 billion?

soecretury Snypen. A little over $2 billion,

Sonator Tarr, About $2 billion,

- Mr. Haas, It is nearer two than anything.

Senator Tarr, That is $2 billion that we ave taking away from the
seople in taxes that we are not giving them back anything in return,
go if wo add that to the surplus we are taking about $3 billion.

Secmtury Snypkr. Pardon me just a minute,

Senator Tarr. That is a net figure,

Secrotary SNYpER. That is right.

Senator Tawe, So we are taking away from the people oven on your
assumption of $3.3 billion of purchasing power, and not giving it
back, We would have to add to that anything that there ia in greator
taxes or in reduction of Government oxpensss,  So that the not process,
if wo did have $4.8 billion, we would be taking away from the poople
$7.8 billion more than wo are giving them back, is that not correct

Socrotary Snyprn. According to those figures, yes, .

Sonator Tarr., And that would be a reduction in masas purchasing
poworl
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Secretary Snyper. That is correct.

Senator Tarr. Now, the President has shown great concern about
the maintenance of mass purchasing power. In his message in tho
sconomic report message, he says this; ’

A rise in prices that occurred in the latter half of 1946 greatly reduced the pur-
chasing powor of the current income received by the large majority of the people.
It is true that some groups in the population received increases in income, but for
them balanced or more than balanced the rise in prices. But the large mass of
consumers did not enjoy such offsets, How to effect a mutual adjustment of
incomes and prices which will provide purchasing power adequate to sustain
maximum production in the years ahead, thus becomnes a central problem for
private enterprise and government,

It is fair to say the President is concerned about maintaining mass
purchasing power; is that not a fair statement?

Secretary SNyprr. The long range, I would say yes. i

Senator Tarr. The other day also in his speech to the editors, he
said——

Some modorate wage adjustments have already been made this year peacefully.
Some others may be expected. Price adjustments and wage adjustients have
been the traditional method of sustaining mass buying power and sharing the
banefits of our increasing wealth,

So that he is still concerned about maintaining mass buying power,
is that not correct?

Secretary Snyper. For the long range, you must maintain—-—-

Senator Tarr. How is that consistent with taking away from the
people anywhere from $3.5 to $7 or $8 billion in purchasing power
than you give them back; if the maintenance of mass purchasing
{)owor is the central problem, why do we not do it by reducing taxes?
Does not that incroase mass purchasing power?

Secretary Snyper. It certainly does inerease mass purchasing power
but while we have this surplus, I mean this surplus while we have
these shortages, and the demand we have right now----

Senator Tarr. You think then that there is no immediate problem
of maintaining mass purchasing power?

Secrotary Snypen. Tor the long range, it certainly is, yes, sir.

Senator Tarr. But you think it is all right for this next fiseal
yoar to take away $8 billion from the people and not give them back
anything in return, is that correct?-

gacremry Snypkr. We are looking at the long-range view there. 1t
will cortainly stabilize their whole economy, and will help carry this
debt in the future by applying as much now in the reduction of the
debt, so that when wo have to increase the maturitics, which brings
about an increase in the average interest rate we can help maintain tho
presont cost of servicing the dobt,

Sountor Tarr, Now, the President has indicated that these wage
adjustimonts nro necessary. I have suid that some moderate wage in-
creuses were justified by economio or equitable considerations.  Why?
1 supposo in order to nerease purchasing powor.  Why is not a tax
reduction a much better method of inereasing purchusing power than
wuge incropses?

Secvotary Snyper. As I undemtood you to say, some moderate wago
incroases in certain arteas, wag that not it? .

Benator Tarr, 8o the recout woge increase of aboul $1 a day, which
i something like 10 percont increase in wages, that is now boeing
granted umﬁ!r the encouragement of the President, is that correct?

«
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Secretary Snyper. I do not know what the incentive was,

Senator Tarr. As a matter of fact, is not tax reduction a much
better and fairer method of increasing mass puirchasing power than
increased wage payments to those who dre able to get them?

Secretary Snyper. In appropriate fashion, of course. 1 do not
want to leave the impression that 1 am opposed to tax reductions as a
principle. T have said very clearly that I am not. 1 am not trying
to maintain unending high taxes. 1 have no such intention and
have never evidenced that by any statement, intentionally.

We are talking about a tax bill for 1947, and T have felt like that
right at this time for the first time we are getting the turn-around here
with a balanced budget, we ought to apply as much of this as we can
in reduction of the debt.

Senator Tarr. 1s not the wage increase method, so to s‘)eak, just
going to a few favored pe(){)le, while a lot of people, white-collar
workers and others, get no benefit, whereas the tax reduction goes
to 46,000,000 taxpayers equitably distributed among them? Is it not
a much fairer method of increasing your mass purchasing power?

Secretary SNyYDER. 1 am not attempting to measure wi\ethez' it is
better or not, because I had nothing to do with incrensing the wages,
because I am not in industry, and so therefore I cannot measure what
that would do against what the tax would do. But the question that
is before us here that T am testifying on as I understand it is this tax-
reduction bill, I am not measuring one method against anothoer.

Senator Tarr. But the President does. His message advocates
wago increases and it opposes tax reductions. I am suggesting that
as 4 mothod of meoting his problem, tax reduction is better than
wage increnses,

admit that if we can get prices down, that is always a very valu-
able method. We slmul({xdo all we can to accomplish it. But is it
not also true that wage increnses make permanently higher costs,
whereas tax decreases make lower costs, and tend to stabilize the
economy, therefore, more offectively than this increase in wages to
meot the price-incrense problom?

Senator Burien. I understood the Seerotary to say that he was
opposed to any tax decrease, 18 that correct?

éccmtnr'v Snyper, In 1047,

Senator Burner. Yes.

Secratary SNyper. Yes.  That is what we have under rewiew right
now,

Senator Burnenr, That is what 1 undemtood.

Senator ConnanLy, Muy 1 ask a question?

Senator Taft says wo ure taking away $7,000,000,000 from the
people and giving nothing back, )fn it not true that payments on
the debt wih go back to the people und inerense their purchusing
power?

Secrotary Snvorw, Certainly 1t goes back to bailding up the ste.
Lility of onr finsueis] situntion,

Senntor Coxyarny. Bomebady in the United States has theso
socuritien, shd if they nre putd on the debt, thet much more money
goes buck into the channels of trade and comnwree, snd would in a
way incrense the purehiasing power of the people 1o the extent of the
public debt reduction, would it not?

Becretary SNYpri Yes,
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Senator ConnNaLLy. You do not throw that money in the well,

Senator Tarr. I thought you testified that debt reduction was
noninflationary. If you admit that it goes back and is spent, it
would be just as inflationary' as tax reduction on the theory of the
Senator, is that not correct?

Secretary Snyper. What we are applying this on.

Senator Tarr. Then you should not say yes to his question.

Secretary Sxyper. I did not even answer it.

Senator Tarr. You did not, of course not. Beceuse the answer
is no, is it not?

Secretary SNYpER. The Senator made a statement that 1 did not
think required an answer.

The CuairMaN. Mr. Secretary, under your estimate that we will
have $2.5 billion surplus over the two fiscal years ’47 and '48, that
would preclude any tax reduction prior to July of 1948, would it not?

Secrotary SNYpBR. Sengtor, I am sorry. 'I?iwm was s0 much noise
I did not hear you.

The CHamemaN. Under your theory that we will accumulate
surplus available for debt reduction, in the amount of $2.5 billion over
the two fiscal years ’48 and ’47, does it not necessarily follow urnder
your theory and under the estimates on which you are standing at the
present time, there will not be any opportunity to make a tax reduc-
tion prior to July of 1948?

Soaretary Snyper. Well, I do not know about that, sir, T certainly
know it will not be for '47. A

The Cuammman, Does that not necessarily follow from your whole
theory? ;

Socretary Snyper. Wo are perfectly willing to adjust our views if
conditions change to justify it.

Tho CuatrMan. I remind you that vou have stood very tenaciously
on your estimate of 168 billion doliars of income for '48, despito the
fact that it is now running 170 or 180 billion dollars. I am perfectly
willing then for the purpose of this question to accept your theory,
but I am trying to find the implications of it.

If you stand stoady on thie ostimates which you have made for '47
and 48, and so far you have, I am willing that you depart from them
if you wish to, but you havo stood steady so far, that necessarily means
that you will have $2.5 billion surplus for 48 and ’47, which under
vour theory you will apply on the debt from which it necessarily follows
that you could not have a tax reduction effective prior to July of *48;
is that not correct?

Secrotary SNybEgr. If a tax roduction would bring about deficit
financing, I would be opposed to it; yes, sir.

The Ciamuman., Woll, does your theory include deficit financing?

Secretary Snyper. It does not; that is why I say, you said again ac-
copling my figures of it that wo have offered you here.

The Ciauuman, [ am operating entirely now on your theory and -
your eatimnates, ) 5,

Secrotary Snvoen, Yes,

The Currnsan, Under your theory and your estimates you will
have $2.5 billion to apply to debt retivement over the 2 years fiscal
poriod of 47 and '48, and that necessarily precludes any offectivo tax
mhwti:;n prior to the ond of the fiscal year '48 or July '48; is that not
“orvect ! o

;
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lSi\.crcmry SnypER. There would be no justification if those figures
hold.

The Cuairman. I notice in your statement in connection with
proving our determination to retire the public debt, you say:

If we do so, (that is, if we show our intention to retire the public debt) there
will be less eause for concern if in rome future years we find it desirable to postpone,
temporarily, further debt retirement.

Is it in the contemplation of the Treasury that under any plan that
we adopt for debt retirement that there will be any single year in
which there would not be some debt retirement?

Seeretary SNypeRr, There could be such a year in the future some-
time.  We cannot look too far ahead. There could come such a time
when we would get into difficulties and to carry out your very program
of n tax reduetion being an incentive to buying power, a(&dit»lmml
buying power, then it might become well to consider reducing taxes
as low g2 possible which might make a diflicult problem in balancing
the budget. In such periods when we fail to pay on the debt, our
obligations would have better stability because we paid the debt when
we were able.

The Caammsman. I had assumed that the Treasury was working—I
atn not debating this at all-—1 had assumed that the Treasury was
working on a theory that there would always be a minimum amount
of anbual reduction, and that there would be amounts of annual
reduction above that, according to the state of our economy.

Seeretary SNYpER, Well, that is certainly our desire,

The Cramsan, T am suggesting that it might not be a sound
scheme ever to have a year in which there would not be some debt
reduction.  You as an old banker kuow that it is very bad policy to
allow a debt or to get into the habit of not making some sort of pay-
ment on his debt; is that not correct?

Secretary Snyner. That is why T want that payment made this
year, .

" The Cuamuan. Well, you are going to make $2.5 billion over two
fiscal yoars, Mr. Secretary.

Senator Lucas, At least,

The Cuairman. At least.

Senator Brewsrer. May I inquire about the June,payment?
The President in his statement spoke of the heaviest payments of
interest on thoe public debt being made in the month of June. That
was not of course, unanticipated, was it? I mean you knew, you
have known for a long timo that that would actually happen; have
you not?

Mr. Banrrrr, Yes, indeed.

Senator Brewstrer, That was included in the budget so it was
not an unanticipated development.

Secretary Snyner, No.

Senator Brewsrri, What was tho total amount of the large pay-

“mont to the national lifo insurance fund which is reforred to by the

Presidont in his statement?  Have you that figure hero?

Socretary Snvper, The Budget is going to testify on all of those
items, T understand the Senator has invited tho Budget up hero to
talk on these exponditures, .

Senator Brewster, Havo you the item heroe?

e
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Sacretary SNypeER. Wo just have a generalization. IHe will give
the details, '

Senator Brewster. I would like the generalization,

Secretary SNyYbpeR, I said the generalization of the whole budget is
expenditure. I do not know whether we have that broken down; it is
about $500 million.

Senator Burwstenr. $500 million?

Secretary SNYDER. Yes, :

Senator Brewstenr. What is the position? Do you keep track of
the Government’s accounting with the insurance companies? Do you
have some of this placed with the insurance companies?

Seeretary Snyper. We do not have that accounting. The Vet-
erans’ Administration has it.

Senator Brews1r. You have general charge of the accounting of
that, do you?

Sceeretary Snyper, We have the fund, the over-all and investments,

Senator Brewsrer, Is it anticipated that there will be any repay-
ments in any form that will beJeredits to the Government in that
eonnection, as the result of lapses or dividends or from other sources?

Secretary Snyprer. We do not have that.  That would be in the
Veterans’ Administration,  They would have to furnish those eonti-
mates.

Senator Brewster, Have you any reason to anticipate any =ub-
stantial amounts from that source?

Seeretary Snyprr, Mr. Bartelt, our fiscal seeretary, says we have
not had any material, .

Mr. Barrerr, The Treasury works on a net basis so far as that
item is concorned, and wo wéuld have to get our figures from the
Votorans’ Administration.  We have only the over-all,

Sanator Brewster, Would the Budget have that?

Mr, Barrerr. The Budget probably would have that in its caleu-
lations, probably would have the information which it gets from the
Veterans’ Administration. .

Senator Buewstenr, One other question in the returns for Murch 15,
the income-tax roturns; was there any veason Lo consider that tus-
payers had made a reduction in their estimates as the result of the
anticipation of tax reduction?

Me O’Donnkrn, The declarations were just about in line with our
estimaldes, and so {ar as wo can tell; they did not.,

Senator Brewster. You say no? .

Mr. O'Doxnein, That is correet, and in the revised budget, for the
fiscal year 1947 which you have before you, no allowance has been
made, for any change that might be madoe in the June declarations
hecause of prospective tax reduction.  There is considernable inertia
on the part of people to mako changes in their declarations,

Sonator Brewsrknr. So that any individual instances of that you
do not think would be at all typical of any goneral movement by the
taxpayors in that direction? .

Mr. O'Donnern. The figures so indicate.

Senator Brewarkr, Have you the figures here representing the re-
ceipts for the firat quarter of the calendar year from taxpayors filing
Form 10407 ~ . .

Secrotary Snyprr. Mr. Sherwood is going to follow me on the stand
from the Internal Rovenue Bureau. ,
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Senator BrewsTer. You have that figure so that you will be able
to give that to us?

Mr. O'ConNELL. I am not sure of it.

Senator BrRewsTter. Could you secure that?

Mr. O’'ConNELL. We will try to.

Senator BrewsTERr. On the matter of tax refunds, it shows a very
considerable increase, the last report which we have here shows $335
million for the month of April, which was considerably in excess of
what it had been for the previous rate.

Do you know whether there has been any special instruction to the
collection districts by the Treasury of the {m,ernnl Revenue to speed
up refunds to the maximum amount in order to have these figures
availablo by the middle of this month or April 18?

Secretary Snyper. There has been no undue acceleration. We
started o program some yecar and a half or two years ago, to refund
as rapidly as possible, in order to save interest and to get the refunde
back into the hands of the taxpayer who overpaid his taxes. But
there has been no extra aceeleration within the past months,

Senator Brewster. There has been no instruction of any kind
dealing with the possible accomplishment of as much as possible
before April 187

Secretary Sxyvper. Not to my knowledge.
l.“;(-nmnr Brewstenr, Has anyone else here any knowledge about
that?

Mr. O'Conxent, Mr. Sherwood; he will follow us.

Mr. Suerwoon. There has been no such instruction,

Senutor Brewsten, But it is true that the refunds have been
accolerated.

Secretary Sxyprn. There might be this, Senator; those refunds
that have not been refunded by March 15 start drawing interest,
There might be a natural vrge to get as many of them refunded
prior to that time to save interest,

Senator BreEwsien, At any rate, the figures do indicate that there
hag been an aceeloration in the refunds, which as T understand was
the objective you had in view,

Secretary Syynkn, We have had that. That is a long-range
objective to make these refunds as raridly a8 posaible.

Senator Buewstrr, Will that not be reflected in a possible redue-
tion in your estimates in view of the suceess that you are achieving
in your estunntes for the ensuing year?

Secretary Sxyprr. We took that into consideration.

Senator Brewstenr, Yes,

Secrotary Snypenr. That has been a steadily deelining figure in our
budget, the nmount provided for refunds.

Senator BrEwsteRr, So you took into consideration: -~

Secretary Snyper. Percentagewise,

Senator Brewsten, In '48, the fact that you had accelerated the
refunds.

Secretary SNYpEer. That was definitely in.

Senator Brewsrer, 1f there should be retroactive tax reduction,
you are ready to make that nssumption; the refunds would apply to
the income for tha fimt half of the present calendar year,  That is the
proposal, as [ understand it, of House bill No. 1; is it not?

Seerotary Sxyper, That is correct.
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Senator Brewster, And would it not be proper for such a refund,
I think you have estimated that at $751 million,- ——

Secretary Snyper. That is correct,

Scenator Brewstenr. To be charged against the surplus for the
current fiscal year, since that represents income tor that year?  Would
that not be proper?

Sccrotary Snyoer. We have to provide the money forit.  We have
not got it.

Senator Brewstenr, This is 8 hypothesis that you have got it,

Mr. Bartenr, 1 did not get the question.

Scnator Brewsren. Under a retroactive tax bill, it was estimated
that $751 million of refunds would be required to take care of these

asyments for the first 6 months of calendar '47. Is that right?
nder the proposed retroactive feature?

Mr. Bartrent. Yes, sir.

Senator Brewster. Whether or not that should not appropriately
be charged against the anticipated surplus of $1.25 bil\non for the
current year, since it is the revonues that have acerued during that

Oar.
y Mr. Barrernr. Well, as it was pointed out, the Government’s books
are kept on a cash basis. Thoy are not kopt on the accrual basis,
The revenue represents the receipts coming into the Treasury nnd
the expenditures on the basis of the withdrawals from the Treasury,
the cash withdrawals, so it would not affect it. We are not on the
accrual basis,

Senator Baewsarer. So that it would not affect it.

Mr. O'ConneLL. It would be charged against '48 becsuse that is
when it would be paid out.

Mr. Banrrerr, Yes, sir; it affects the budget in the year in which
it is paid out of the Treasury.

Senator Brewsrer. You mean to say that no appropriations ave
carried over that are made for this year and paid out next year?

My, Barrerr, The unexpended balances of all appropriations ave
kept on the books of the Treasury 3 years; 2 years in addition to the
yoar in which the appropriation was uvailuble for obligation, and all of
the figures we are ta‘king about this morning are based upon the cash
sayments from the Treasury, including paymenta which are made
}mm the unexpended balances earried over during thore 2 years,

Senator Brewster, So that the billion and a quarter surplus in that
cash?

Mr. Banrerr., That is a cash surplus; yes, sir.

Senator Bnewarenr. As the books of the Treasury are carried.

Mr. Bawenr, Based upon the daily Treasury Statement which
comes out for every working day of the year.

Senator Brewsren. Therefore, any further savings which wore made
in “Y roprintions for this year, which are not pni«ﬁmt this yoear, but
would come in next year, would contributo furthor to our surplus for
the coming year. :

Mr, Banrgein, Yes, sir,  The important things, so far as surplus or
deficit is concerned, are the actual payments from the appropriations,
ubd not the appropriations thunmo{vox.

Senator Brewsrter, That is all, :

The Cuairman, Mr, Secrotary, in your specific discussion of H. R,
1, you state, “Only about 1,100 taxpnyers would got less then a 20-
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sercent rate reduction.”  Those are the taxpayers in the very high
wackets, are they not?

Secretary SNypen. Yoes, sir.

The CuameMan. About 14.4 million taxpayers would get a 20-
pereent rate reduction; about 8.5 million would get between 20 and
30 pereent.  The remaining 24.8 million taxpayers would get a 30-
pereent rate reduction.

In terms of widespread benefit, that totals 47,700,000 texpayers
according to my figures, is that right?

Secretary SNYper. That is right, sir.

The Crammman, And the chief benefits are in the lower brackets,
is that not correct?

Secretary SNyper. Well, in the numbers that will bo benefited.

The Cramrman, Let us take the amounts; let us turn to page 5 of
your statement. At the bottom of the page you stated, “of the
$3,769,000,000, $2,262,000,000 is attributable to the 20-percent
ro(iuctlon; $724 million is attributable to the 30-percent reduction;
$520 million to the noteh area; $118 million to the 10%- to 20-percent
reduction, and $145 million to the exemption for persons over 65.'"
As to benefiting the high-bracket people, you ascribe $118 million
to thom. Tho rest goes to the rest of the taxpayers, and does not the
bulk of the reduction go to the middle brackets and down?

Senator Lucas. His statement does not say that. I do not know
whether he wants to change his mind or not. It does not draw that
conclusion,

The Cuarrman. That is what I am questioning.

Senator Lucas. The manuscript is entirely different.

Secretary Snyorgr, Are you talking about the $118,000,000 here?

Thoe Cuamrman, I questioned you first as to the number of tax-
payers benefited.  Then T said do not the benefits fall in the main in
terma of numbers on the other than highest bracket people?

Secretary SNYpER. In numbers,

The Cuamman. And then Iyou said in numbers, but | beliove you
said not in amount.  Then T turned over to your atatement as to
amount, and read that to you, and repeated the question whethor as
to smounts the principal benefita did not go from the middle on down.

Mr. O'Donngn. It depends on how you define what ia the middle.

The Cnamman. Let us have ono of your tables,

Mr. Suene. Tablo I has the bresk-down.

Tho Cuamman. What is the tabie?

Mr, Surre. Tablo E,

The Cnamman, What page is that?

Mr, Saene. On pago 20,

The Cuamrman, Under your tablo 15, what does it indicato as to
tax benofita to taxpayoers having a not incomo of $5,000 and under?

Secretary SNypen, I goet your point now. 1 was thinking of somo-
thing else when 1 answored your question, That is undor $5,000,
it is $2,327,000,000. ‘That is correct.

The Cuamman, So is it correct to say that the bulk of the bonofita
flow to taxpayers with not incomo of $5,000 und undoer?

Seoretary SNyper, Thav is correct.  Sixty-two pereent of it; but
the reduction in taxes is8 not in the same ratio and proportion as it
was put on,
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Tho CuairmMan. Wo will como to that noxt.
Secrctary Snyper, Yes, sir,
Scnator Liucas. May I ask a question?
The Cuairman, Go ahead.
Senator Lucas. Does your manuscript show how many taxpayers
contribute that $2,327,000,000?
Secretary Snyder. 46,000,000,
Mr. O’ConnNriLL. The table shows it,
Socretary Snyper. The manuscript does not show it.
E Table E, on page 29,
Mr. SHERE. 46,802,000, It is in tho first column of table I,
Sonator Lucas. Yes, sir; 46,802,000. That is taxpayers that aro
affectod. Is that correct?
Becretary Snyper. The number under five is 46,802,000 people.
Senator Lucas. I merely point out the facts show that t%w bulk of
the national income, from individual taxpayers, is coming from people
under $5,000. TIn other words, you have 46,806,000 taxpayers that
! are involved in the $2,327,000,000, and you have only 47 million
g taxpuyers, a little over 47 million, according to some figures you gave
. awhile ago.
‘ Myr. Suere. 484 million,
Senator Lucas. On the tax rolls, 48% million. Out of 48Y% million
on the tax rolls, 46,801,000 are making less than $5,000, and they are
s the fellows who are l'enliy paying the taxes which run the Government.
Those are interesting figures,
s The CuairMan. I heartily concur in what the Senator from Tllinois
: has said. It is an interesting figure, and just a little later on, I will
raise tho question as to how the situation can be changed very much.
I notice in your statement you say that, on page 5:
Although the bill has heen somewhat modified since it was originally introduced,

{t would satill provide rolatively too little tax reduction for low and middle incomes,
ng compared with high incomes.

Then, up ahead of that you say:
H. R. 1 would weaken the budgoet for the fiseal year 1048 by $4,745,000,000,

Doos the word ‘‘weaken” to your mind have any particular implica-
tions other than that there would then be that much less on to which
to oporate?

Secretary Snynkr. There would be that much less, if you reduce the
revenue, of course, you do that.

The Cuatrman. To the oxtont that you weaken the budget, you
would strengthen the taxpayer, would you not?

Seceretary Snyper. That is in the long range.

The Cuaieman. I come back to what you said thero,

3 Senator Lucas, did you want to ask a question?
Senator Lucas. I just wanted to make an observation which T think
N is appropriate at this time, in view of the provious remark that 1 made,

'[}ndm' H. R. 1, known as the Knutson bill, not a single one of theso
taxpayers comoes ofl of the tax rolls.  In other words, if the man is
paying $1 incomo tax, under the Knutson bill he would be compelled
w filo an income-tax roturn and pay 70 cents.  That is the point that
I wanted to make there, in view of the fact that I did point out that
tho greut number who are paying taxes at the present time are the
little fellows, As far ns I am concerned, I want to see the great
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number of those people taken completely off the tax rolls, those littlo
fellows who are compelled to file such insignificant tax schedules, I
want to see them get off the rolls as fast as we can.  The Knutson bill
does not do that.

The Cuammman. Mr. Secretary, coming back to your statement
[reading]:

Although the bill has been somewhat modified since it was originally introduced,
it would still provide relatively too little tax reduction for low and middle incomes

as compared with high incomes,

The Treasury has no present alternative suggestion for tax reduction
that would improve the situation, has it?

Seeretary Snyper. No, sir; we have not prepared any.

The Cramman. Now, T think it would be appropriate to get into
the statistics that bear on Senator Lucas’ point. To what table do
you refer?

Seeretary Snyprr, Page 29, table E.

The Cuamman. That table indicates, Mr. Secretary, that under
present law people having net income of under $5,000 a year are
carrying $9,435,000,000 of the income-tax revenues of the Govern-
ment, does it not?

Secretary Snypenr. That is correct.

The CuairmaN, And that people above that are carryin
$7,566,000,000, and that people having an income, a net income, o
over $100,000 are contributing about a billion and a half. What do
you figure that, say, about $3.75 billion?

Secretary Snyper, Something like that.

The Cuamman. Out of the total of $17 billion plus, correci?

Secretary SNYpER. Yes, sir,

The Cuammman. Now, then, as a matter of practical fact, until wa
can reduce our budget expenditures, where can we go to get theso
taxes exeopt in the brackets as they are shown here?

Secretary Snypenr, That is why T do not want any tax reduction at
all right now, Senator, for the cafendar year 1047,

The Coamman. So long as we maintain our present expendituro
budget, we hinve no plaee to go exeept to keep the taxes whero they are,
except as we might be able to reduee them in part, if we are, is that not
correct?

Secretary Sxyper, With the situation as it is this year, yos, sir,

The Cuairman. Toke it at any time, assuming the maintenance of
the present expenditure budget, are we able to allow any large amount
of these people, of $5,000 or less of net incomo per yearg to eseape
taxes in the order, voughly, on which they are assessed at the present
time?

Secretary Snyper, 1 did not know that we were advocating main-
taining the expenditure at wheve it is, T understood that cach year
we were woing Lo try to reduce it.

The Cuanmtman. T am not arguing that now. I am simply driving
to the point where you can get your income tax, if you do not got it
from w‘wrv you are now gotting if,

Secretary Snypknr, That is why 1 do not think we ought to make
any reduction,
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The Cuarrman. Is not the anawer to that, there is not any other

gla;:a a; the present time, if you maintain your present expenditure
udget

Sacretary SNnyper. That is right.
The Cuairman. And the only reliof that will come, that can come,

. is from reduction of exgonditure or increase in national income or

both, is that not correct

Secretary Snyper. That is correct.

The Cuamman. Does not it como down to this at the present
time, under your own budget expenditure estimates? 'T'o use some-
what strong languange, it is sheor demagoguory to say that we can

take the burden off of these people of $5,000 and under, and put it
somewhere olse?

Secretary SNYpER. I am not advoeating any such thing, sir.

. _S?fnutor Grorar. You mean you have to get your money whers
it is

The Cuammman. Exactly, sir.

You could make the taxes 100 percent. \

Secretary SnybperR. We are not talking about increasing anybody
at all. We are talking about taking it oﬁ.

The Caairman. You hear & lot of talk about taking off taxes under
the present expenditure budget out of thesoe low-income groups, and 1
am just trying under my ligﬁw to be honest with the situation. 1 do
not have to ask the distinguished Secretary to be honest with the
situation. I8 there any other placo whero those taxes can be gotton,
to sustain our present expenditure budget? :

Smmm{ sxyoxr. Well, I think that the tax situation is such that
we certainly cannot add in suy areas.  Therefore, we ought to main-
tain what we Lave got,

The Curvinsan. You could confiscate complotely these revenues
from $ 1 (k0 vup & year, and it would not materislly alter your prob-
lesn, would o*

Secvetary snrvokr. Well, T do not know about confiscation,

The . 4aiwman The figures speak for themsclves, We have
already refoned to thein,

Secretary Savoan [ imagine that the small man would feel thore
1 just e wuch conhscation going on as anyono else, if thore was such.

‘he Cuasnman. Why certainly. There is a loose theory floatin
sround that you can take the taxes off of this low-income group and
further sock the rich. 1 am developing, now, if you confiscated com-
pletely thg income of the rich, it wouﬁi not moot your problom. Is
that not correct?

Sonater Lucas. 1 thought we wore roducing taxes and not trying
to increase them. 1 do not know of anybody that is going to be
soaked here in this bill.  Everybody ia going to got relief,

The Cramman. I did not ascribo my theory to the Senator from
Illinois, 1 am siply pointing out that you could confiscate theso
highor-bracket incomes entirely and under the present expenditure
budget, you would have ne alternative but to continue to lovy taxes
on these low-incomo groups,

Secrotary Snyprer. I am not stating any such thing,

Tho Cuairman, You are hot advocating any such thing, but I am
asking you if it woro done, over your protest, it would still make it

.
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necessary to get your income, to get your taxes, from these low-income
groups, would it not?

Senator Livcas, If the distinguished Senator will pardon an obser-
vation, T do not know whether he is talking about another distin-
guished Republiean that made a speech out in Kansas yesterday,
the Honorable Al Landon. Landon was talking about this tax-
reduction program of 1945, and he favors, among other things, as
puart of the sound economic program, the use of congressional authority
to lower tariff rates and put taxes on excess profits rather than taking
anything off, It may be that you are referring to him.

'Y‘hv %HAIRMAN. did not read the distinguished gentleman’s
gpeech, and 1 am not referring to him, I am not referring to the
Senator from Illinois. 1 am simply asking the Sccretary whether
under the present expenditure budget, we have any alternative but to
get tll“‘; taxes necessarv to support it from these so-called low-income

cople
P Sceretary Snyprr. Congress must decide where they can get the
tax.

The Cuammman, That is the place to get it, is it not?

Sccretary Snyper, We want to study all of those sources of revenue
and adjust them equitably ncross the board.

The Cuairman. Is not that the only place to get it at the present
time?

Secretary Snyper. We are not talking about gotting any more, aro
we? Wa are trying to reduce it,

The Cuarmman, Mr. Secrotary, let mo say this.

Secrotary SnYper. We are talking about removing 60 percent of the
difference betiveen 1939 and present taxes at the top brackets.

The Chainman. Assume a reduction, if you wish to take it that
way. I am glad to see you coming on our side. Assume the redue-
tion.  Asauming that it is in effect, what is left would have to continue
to bo gotten out of those groups, would it not? Could you then pasa
the residuum of what would {m left. in the lower brackets up to the
higher brackota?

’giourumry Snyper. My advoency is that we ought to start unwind-
ing the taxes as we wound them up, exaetly.  There are many people
on the tax rolls now that, prior to the war, were not even on t\wm.

The Creaieman. All right.

Secretary Snyprr. Therefore, reducing them 30 pereent——-

The Cuamrman. All right,

Secrotary SNyYprR, 18 not putting them back anywhere near o com-
parable 1umitim\.

The Cramman, Let us come to the 1939 table now,  What table
ia that?

Sonator Liucas, Before you get on that '39 table, if T may, T would
like to interject another observation.  Under the theory of the ablo
Senator from Colorado, if we reverted back to a budget of $5 billion,
we would still have these 47,000,000 people on the tax rolls,

The Cuaamman. That does not fu\luw nt all, Senator.  That does
not follow at all. [ have no theory at all exeept the theory that is
set forth in the Treasury’s own tables here, which is that you are
getting the bulk of your revenue to maintain the {n‘vsunt expenditure
budget out of the low income groupa; and that under the figures which
thoy show here, you could not possibly shift it to the higher income tax
groups.

.o ooy
i
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Senator Lucas. T agree that you cannot, and nobody wants to do
that. The only thing I am saying is that if we are going to give a
$4 billion cut to the taxpayers, that we should not do it the way the
Knutson bill is going it.  That is the only argament I am making, and
I still maintain, and T will submit at the proper time, facts to show
that some 3,000,000 to 4,000,000 people can be taken off the tax volls
at the present time and still reduce the $4 billion without hurting
those fellows in the higher brackets,

Secretary SNyper. On page 33, T think, is the table.

The Cuamrman, Ts that exhibit 2?7

Sceretary Snyper. That is table .

The Cuamrman. What I want is the revenue that we got in 1939
out of the law that was then effective.

Secretary Snypenr. Table T gives the individual income tax for
1039, but not the yield of all taxes.

Tho CuairmaN. You got $4,578,000,000, did you not? ‘Therefore,
if you restored your incomo tax system to what it was in 1839, you
would be getting $4,578,000,000 to meet an' expenditure budpet of
$37,500,000,000. I would like to see something made out of the
1939 law.

The 1939 law, I remind the Seeretary, gave exemptions of $2,500 for
married people. It gave $1,000 for single peoplo and $400 for each
child. T would like to see it go back to that, I am telking to the
cold reality that you cannot go back to a $5 billion budget to sustuin
a $37.5 Dillion expenditure budget. Of course, wo cannot. I will
not nsk you to answer, Mr. Secretary. ’

Senator Lucas. I do not know who is advocating that.

Secrctary Snyper. We do not advocate that, .

The CuairMaN, The Sccretary brought up the 1939 method of

nyportiouing taxes, and that is why 1 brought up the 1039 method
of apportioning taxes and development of the results,
. Secrotary Snyprr, No. No. My purpose was to show the in-
crease of taxes on those people who were brought in under the war
time tax bills. When we start unwinding the wartime system and
come down thoe ladder we ought to take into general consideration
the way we went up the ladder.

Tho CrairmanN. Would you say that wo can sustain a 37.5 billion
dollars expenditure budget and allow the exemptions that we allowed
in the 1939 act?

Seerctary Snyper. I made no such statement.

The CuamrMan, Of course not.

Senator Lucas. T am glad you fellows are getting along so well.

Secrotary Snypenr, Wo get along all right,

The CramnMan, Wae are in the state of perfect agreement,

Seeretary Snyper. We are gotting along all right.

The CuamMan, 1 even got the Secrotary to aczept one of my
asauinptions a while ago.

Mr. Secretary, on page 6, you said:

Ho far as 1 know, a flat percontage eut in individual income taxes has heen
made only (wico before in the history of the Federal incomao tax,  The first time
wis in the Rovenue Act of 1024, applieablo to 1928 income.  That act made a

flat 26-percont reduction, but exemptions were greator and rates on lower incomes
were much loss than under the present law, ’
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What is the operative force of your statement that the “exemp-
tions were greater and the rates on lower incomes were much less
than under present law?”

Seeretary Sxyper. This was o matter of the historieal background
on neross-the<board tax cuts,

The Cuamman. That language does not, under your viewpoint,
add (o or detract from the merits or luck of merits of a flat percentage
deerense m tuxes, does it?

Secrvetary Snyper. The purpose of that was to point out that at
that time we did not have as brond a bese and there were not as many
people affected by it

The Cuamryman. | see.

The first Revenue Aet of 1940 inerrased overybody's tax by a flat
10 pereent. T invite yvour attention to that,

Seeretary Snyder. Yes,

The Cuamman, That is additional preeedent for going up as woll
as down. Does not a flat 20 percent, or any other flat percent, of
reduction in taxes preserve the existing rate of progress shown, regard-
less of whether we approve of that rate of progress shown?

Seeretary SNypeRr. Our tax people suy not.

The Cramrman. Tt does not?

Seeretary SNyYprR. Is not that the contention?

Mr. Snere. Senator, that is explained in the second paragraph on
page 6.

gi‘he CrammaN. You are talking there about increuses in marging
of spendability, are yon not?

1\& r. Snere, A flat 20 percent cut of a 20 percent rate would mean
a reduction of 4 percentage points,

The Cuammman, T am not talking about rates. T am talking about
taxes. Does not a flat pereent, whatever it may be, cut in taxes
preserve the prior rate of progressivencss

Mp, Surne. 1 do not think so, Senator. That is what 1 was trying
to explain, that if you have a flat percentage cut in the case of a man
subject to o 20-percent rute, he gets a 4-point reduction,

The Cuamman, You are talking about rate, not taxes.

Mr. Snuke. That affects the progression, T want to indiento that
a flat 20-percent cut, takes off 16 points from an 80-percent rato and
only 4 pomts from a 20-pereent rate; and that means that the progres-
sion is reduced. The slope of the curve is flattened out by such a
reduction,

The CuarmMaN, You say that the rate of progress shown does not
remain the same if you take off a flat percentage cut in tuxea?

Mr. Surnre. That is right,

The Cuamman, That is your theory?

Mr, Suene. That is vight.  That is explained on page 6, Senator,

The Cluamsman. The second and third paragraphs?

Mr. Snury. The second pavagraph,

The CratumaN (z'm‘nliug): ,

There in a significnnt difference between o flat percentage eut in existing tax
rates and a uniform reduetion of a certaln number of pereentage pofnta in each
bracket,

Is that your point?

My, Snere. If wo were to draw a chart of a flat percentage cut,
you would find that the lines would diverge as you go up the scale
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of income, but if you take off an equal number of percentage points
up and down the rate scale, with some adjustment in exemptions at
the bottom, you will find that the lines will run parallel.  Keeping
the lines paralle] means preserving the progression. A flat percentage
cut across the board does not preserve the progression. The point
ia best illustrated by the following chart. (See p. 101.)

The Cuairman. All I am asking you, again, is, 1 think you are
operating on & different theory from the point I put to you. You
say here:

There is a significant difference between a flat percentage cut in existing tax
irm.eoskand a uniform reduction of a certain number of percentage points in each
racket.

Lot us assume that is correct. However, does not a flat percentage,
whatever it may be, reduction in taxes preserve the rate of progression?

Mr. SHERE, You get tho samoe result, Senator, whether you cut the
taxes or cut the rates.

The Cramrman. It might well be.

Mr. Suerge. Yes, sir.

The Cuarman. It might well be that you got the same result, It
might well be. Let me ask you, again, if you cut taxes by a flat
percentage, does not that preserve yeur rate of progression?

Mr. Suere. It is my opinion that it does not, Senator.

The CuArrMAN. Lot me read you a statement that was made in

the House on this subject, from page 2723 of the Record of March 26,
1947: :

However, if the gentleman from Tennessee (who, I understand, was making
your point) i8 of the opinion that the present progressive system is a fair measure
of one's ability to pay, then a uniform percentage reduction wiil keep the share of
the total burden levied on a particular taxpayer the same as at present.

Thus, if A pays under existing law 10 times as much tax as B, ho continues to
Ruy 10 times a8 muoh as B after the uniform percentage reduction.  On the other

and, if we raise oxemptions or reduce rates for one group in preference to another,
the effect {8 to disturb the existing ratio.

For instance, under present law, an individual recoiving an income of $50,000
pays a tax which {s 27 times as high as that paid on an {ncome of $5,000, Under
# flat 20-porcent tax reduction, the $50,000 man atill pays 27 times as much as
the $5, man, If, instead, exemptions are rajsed to 3600, he will pay 28 times
as much, and if exemptions are raised to $1,000, he will pay 31 times the tax paid
by the $6,000 individual,

Passing the exemption part, do you agree with what was said?
Senator Liucas. Whose statemont is t.hut?

The CuarrMan, Mr. Knutson, Chairman of the House Ways and
Means Commitieo. '

Mr. Suere, Yes, that statement of fact one cannot deny.

The CuairMan. That is all I was asking.

Mr. Surre. What is generally viewed as progression?

The Cratuman. You were throwing somothing else in the conver-
sation. I will be with you on that in just o minute. Did I make a
correct statoment? 4

Mr, Suene, That is & correct statoment. ™

T mean just that part of the statement which says that the rolntion-
ship between the tuxes on different sizes of income will remain the
same. That part of the statement is corvect, hut that is not my idea of
what constitutes progression,

The Cuatnman, And the illustration which I read you hero illus-
trates what I said to you, does it not?
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Mr. Sugne. The figures aro right,

The Crammman. Your answer is yes?

Mr. Suenre. Yes.

The Cuatrman, Does anyone wish to get into your theory?

Mr. Suene. Senator, if you repeated a {lat percentage cut several
times, you would find the line which draws the pictuve of how the
taxes fall on different size of income flattens out.  Tlhis is what happens
under H. R. 1 as shown in the chart above. Now, if we repeated that
process of a flat percentage cut the line would get flatter and flatter.

The Cuairman. Would the relationships stay the same? Would
the $50,000 man coniinue to pay 27 times as much as the $5,000 man?

Mr. Suere. Yes. .

The CuairmMan. The relationship would stay the same?

Mr. Sueke. It would mean that the taxes stand in the same rela-
tionship a8 described in this table, but T do not think that we would
draw from that the conclusion that there has been no change in the
progression of she taxes, because the line would obviously flatten out
veory greatly, and it is the steepness of the line that really measures the
rate of progression of tho taxes,

The Cramrman, If the relationship is a fair one, and that has never
been determined, wo are all dreaming about having some progression
that is fair to everybody on an ability-to-pay basis, and all of the
factors that you have to consider; but if it is a fair one or if it is a
practical one, tho flat ‘pcrcentage reduction in taxes preserves the
relative relationships of the taxpaying parties, dees it not, just as
illustrated?

Mr. Sugre. Well, I would not agree, Senator, that it preserves the
equities in the situation. It does not preserve the same degree of
progression.

ho CHairMaN, Is it fair that a8 $50,000 man shall pay 27 times as
much tax? If that is fair, and if that relationship continues, then
fairness continues, does it not, if he pays that much moro than the
$5,000 man?

‘Swmmry SNYDER, We cannot maintain that all the way down;
when you take this lower man out entirely, and he is not paying any-
thing, the man with the $50,000 cannot pay 27 times that and keep us
with revenue.

Thoe Cuamrman, Under the theory that you have advanced, Mr
Secretary, under your own mothod of applying a »eduction, does not
the vate of progression constantly alter as between the parties?

Secrotary SnYpeR. I leave that to the techracal staff,

The Cuairman. I think the curves show'that, do they not?

Mr. Suene. I am not sure that I urderstand your question,
Senator.

The Cramrman. So that we can get it absolutely clear, give me
your theory of tho way to apply a reductior.

Mr. Suetg. I was just ac (Yrossing myself to the general point of
what constitutes maintaining about the same kind of progression as
under present law.  To me, progression means ivereasing the rate as
tho size of income increases.  Progression ia more when the line relat-
ing tho rates o the income is steeper, and the progression is less when
the line is leaa steep.  If the lines relating tax rates to income stay
Y&mllal all the way up and down the scale the progression is unchanged.

f tho lines diverge the progression is t!imngmll.‘ The steeper line indi-
cates tho greater progression,
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Senator Lucas. It may be,

Mr. Supre. If those fines diverge, if the line under the proposal
flattens out and you have a wider difference at the top of the sealo
than you have at the bottom of the seale, then I maiutain that you
have changed the present progression,

The Caamyvan. It may be that we have fallen into a quagmire of
definition of the word “progregsion,” and I think there is some differ-
ence of opinion on what is progression; so 1 will simply ask vou again,
Does a flat pereentage decrease in taxes preserve a relationship such
as the one T illustrated to you, no matter what the percentage may
be?

Mr. Sueri. Yes: but I do not relate that to our discussion on
progression.

Seeretary SnyYprr., No question about that,

The Cramyan. How many people would the $500 Special exemp-
tion for people over 65 take off the roll?

Seeretary SNybper. 825,000, .

The Cuamman, I bring that out because Senator Lucas, I believe,
was under the impression that no one was taken off the rolls under
this bill,

Senator Lucas. T understood that.

The Cuamman. I notice in your statement the following:

I do not believe that it would be fair to increase income-tax exemptions for
persons over 65 years of age and not for similarly situated persons under 65 years,

I suggest, Mr. Secretary, that puts you into complete opposition to
the theory of our social-security system,

Secretary Snyper, Oh, no; that is the place to take care of it.

The Cuamrman. I suggest that it puts you into opposition to
your solicitude for all of those 20 special cases involving spocial
groups which you mentioned a while ago.

Secretary Sxyper. Oh, no, sir.  The place for this old-age group to
be taken care of 18 in the Social Security Act, That is the very place
it ought to be considered, and not in the general tax bill,  We are in
complete agreement on that,

The Cnamrman. You put it on the basis of diserimination, You
suy:

I do not believe that it would be fair to inerease income-tax exemptions for
persons over 65 years of age and not for similarly situated persons under 65,

Secretary SNyper, In the general tax bill,

The Cnairman. In other words, you do not oppose the proposition
of giving thie special type of relief to people 65 or over?

Soeretary Snyoer, Under the approprinte form,

: 'l‘l:u CramrmaN. You are in favor of it in appropriate form, but not
here?

Secretary SNYper. We just do not feef it ought to be in the general
tax bill, but it ought to be covered in the Social Seeurity Act.

The Cuareman, T think it is perfeetly apparent that there is no
other proposal before us at the time to give that kind of relief,

Senator Lucas. I 1 understand you correetly, if they do place this
clause in the tax bill, then there should be no diserimination in respect
to the age there.  Those who nre under 65 should be treated the same,

Secretary Snyper. Somceone 64 years of age may beé in just as bad
shape as the one 66 years of nge, and a man 66 may have n ;\:md‘ healthy

A B

. income, whereas the one 63 may not,
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Senator Liucas. You are objecting to the principle?
Secretary SNYpeR. Yes, sir. ,
. The Cramman. I suggest that we aro talking about tax reduction.
Secretary SnypiR. That is correct.
The CrairMAN. There is no place to accomplish tax reduction
except in a tax reduction bill, .

‘Secretary Snyprr. Thore is a place,to talk about relief. That is
what we are talking about, too. I am talking about this. As I said,
the relief should come to those pco%le under social security, if they are
entitled to it, but not undor a tax bill,

The Chairman. Why that punctility as to one way or another of
(tl:ing?lt? The point is to got relief to those pcople. Why not by

xes

Secrotary SnypeR. Because I do not think we ought to start giving
special group consideration in any tax bill.

The CrairMAN. Let me invite your attention then to tho next page
of your statement:

'i. Bubjects that will neod to be considered include the taxation of dividend
noeome.

Are not the people who received or receive dividend income a class?

Secretary SNYper. Well, that is a matter of incentives.

The CaatrMAN. I do not care whether or not you call them incen-
tives. The benefit would go to a class, and that is what you just
opposed & moment . You go on to say that subjects that will
need to be considered include tax treatment of different forms of
business. Does not that include consideration of .classes? .

You go on and mention consideration of loss carry-backs and
carry-forwards and depreciation, family income and exemptions and

other matters; and every one of the things that you mention here
involvos & class. ‘

. Becrctary SNYDER. That is right.

Tho CrairMaN, On page 7 of your statement, Mr. Secretary,
there is this.

Secretary SNYpeR, But, Senator, thore is one thing about that,
about those things. Anyf)ody can qualify for the things we have got
under consideration,

The CrairMaN. If he comes within the class, and anyono who is
65 or more will coine under this one.

Secrotary SNYpER. Yes; but I cannot decide today I want to be 65
and be 65, but I can becomoe an owner of a security or I can get into
busincss or do anything by my own election. o

The Cunairman. If you meet the standards and th?l classifications,
and there are lots of people who are 66 today who will automatically
come undor this, , .

Seorotary SNyper. We have laws that relate to them, under which
that should be given consideration. . .

he Cuasaman. I think you have fallen into a grave inconsistency
when you do not want to treat this on a olassification, a class basis,
whon within another paragraph or two you are treeting half & dozen
things on a class basis. . .

Socretary Snyper. I do not agree that it-is an inconsistenocy,
Senator, I i .

Tho Crairman. 1 do not want you to agres with an inconsistenoy.

Secretary SNypEr. All right. ! S :
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The CHAIRMAN. Are there any further questions?

Senator Lucas. I have a lot of questions.

Mr. Secretary, on Monday of this weck, I introduced into the
Senate a bill as a substitute for H. R. 1, known as the Knutson bil,,
and T presume, technically speaking, that bill is now before this
committee, although we have said very little about it.

May I inquire whether you have had an opportunity to meke an
exm;:;nntion of that measure that was introduced on Monday of last
woe

Secretary SnypeR. I have not. My time has been so limited, I
have just not had a chance.

Senator Lucas. I presumed that would be the answer, because the
bill was not introduced until 1 day before we started the hearings.

You have made a very careful analysis of H, R. 1 and have given
your reasons why you think it should not bhe )m,ssed. and you have
gone into the various phases of it. I wonder if you are in a position
to furnish a report, an opinion, with respect to the amendment that I
have offered, sooner or later, either through yourself or some member
of the Treasury? I know you are a busy man. If you could have one
Olf your subordinates analyze it and bring it before us, I would like
that.

Secretary SNYDER. We try to make the Treasury staff and myself
available to this committee or to the Senate or Congress on any
matters that they refer to us for analysis.

Senator Lucas. The bill is not involved in any way, as I see it.

It simply has three parts. It increases personal exemptions from
$600 to $600, married person from $1,000 to $1,200; and it deals with
family income splitting, placing all States on a similar basis with the
nine States that now enjoy the privilege of dividingl income between
husband and wife; and the third provision of the bill is reduction bﬁ
two points of the surtax rate in each surtax net income bracket, whic
means savine t,axfmyera about $3,800,000,000. This bill would not
go into effect until January 1 of 1948,

With that brief statement, let me ask you just a question or two,
if I may, about H. R. 1, which is the bill that was passed by the House
of Representatives.

Do you agree with me that any rotroactive tax legislation at this
time would create a considerable amount of oxtra administrative
work in the Treasury Department? ‘ )

Secretary SnypER. We have testified to that effect in this hearing.

Senator Lucas. If I remember your manuscript, you estimated
that it would take something over $700 million in tax refunds alone
if that bill was passed.

Secretary Snyper. $7561 million is the estimato that was made,

Senator Liucas. $751 million in tax refunds? Is it a fact that if this
bill would pass, it would put what I would call a mortgage on the
surplus being built up this fiscal year; would you agree with that?

croturi NypER. Woll, it would be on 1048,

Senator Lucas. That is what I am talking about, 1948; thore is no
doubt about that? )

Socrotar{Svan. Thot is what our fiscal secretary says.

Senator Lucas. Is not it possible if this bill was passed, not any

of us being able to sec what the future might bring, that you might

-
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have to borrow money in the fiscal year of 1948 to rebate the taxes
that you are going to take under this bill this year?

Secretary SNYDER. Unless it is provided for in the budget; yes; it
could be.

Senator Lucas. Now, most of the taxpayers are paying on a
calendar-year basis; am I right on that?

Secretary SNYpER. Nearly all of them. Some corporations are on
a fiscal-year basis, but the majority are on a calendar year.

Senator Liucas. They are paying as they go, and any tax bill that
is passed at the present time, whether it is retroactive or whether it
becomes coffective on July 1 of this year, would create somewhat of a
serious muddle in the administration of the Treasury Department?

Secretary SNYDER. Mr. Sherwood can testify on that. I have been
told that 1t would, but he is going. to follow me from the Internal
Revenue, and he could tell you more about that,

hSenator Lucas. Referring to your statement, on page 2, you say
this.

Secretary SNYDER. He could tell you about that more accurately.

Senator Lucas. On nage 2, you state:

In my opinion, it would be unwise to reduce the revenues before we have a
clear picture of expenditures that will be authorized.

And you are pretty firm in that opinion; are you not?

Secrotary SNypER. We certainly &cl that we want to be assured of
a balanced budget; yes.

Senator Lucas. Do you agree with-me that no sound tax bill can
be written in this Congress until we absolutely know what the expendi-
tures of Government are going to be? .

Secretary Sxyper. I felt like wo should definitely know what the
expenditures is going to be.

enator Lucag, Up to this time, there has not been a single major
appropriation bill nassed by the Congress of the United States, I
am testifying myself, if you do not want to agree with me on that.
So, we aro starting out, Mr. Sceretary, to write a tax bill whereby we

" are going to reduce taxes $4.5 billion, with not a single appropriation

bill passed on by the Congress of the United States. Senator Hawkes
was anxious to have the facts this morning about what the revenues
are going to be for the coming yocar. He said that we have to have
that in order to forsn.an intelligent opinion here as to what should be
done. I counter by saying that the only way ttis Congress can inform
the American people about a sound tax program is to find out, first,
what those expoenditures are. 1 heartily concur in your statement
made here on page 2.

Avnother statement that you made in reference to H. R. 1:

Although the bill has been somewhat modified sinco it was origi nall?"l introduced,

it would still provide relatively too little tax reduoction for low and middle incomes
a3 compared with high incomes, ‘

Do you sagree that the increase in the exemption from $500 to
$600 end the increase from $1,000 to $1,200 for married familics would
have tendency to moet the objection that you rais¢ hore to H. R. 17

Socretary Snyper, Well, as 1 said, we have not gone into that,
have not had an opportunity to go into your,bill. :

Senator Liuvcas, T would like to have the Treasury experts, if they
will, draw up for me a graph or chart that the gentleman was talking
about but a moment age. I would liko to sea how the cugve of H. R. 1

. . J’
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compares with the curve of the bill that I have introduced, because
I am definitely of the opinion that you would see the curve flatten
out and give to the taxpayers as a whole, a fairer and more equitable
reduction from top to bottom, and that is what I want.

Mr. SHERE. We are preparing the suggested chart, : ,

Senator Liucas. Thank you.

I think that is all I have to ask at this time. I will have some more
questions when you gentleinen co.ne up with that infor nation we have
requested.  Mr. Shere is smiling. I know he knows all about splitting
fawily incomes and so forth and so on. I will interrogate him later,

The CHAIRMAN. Senator Byrd.

Senator Byrp. No questions,

The Cuairman, Senator Connally.

Senator ConnaLLy. 1 have no questions,

The Cuanman. Senator George.

Senator GEorGE. No questions,

The CuairmManN, Mr, Secrotary, there is the question of whether to
maintain a Treasury decision that seems to make it impossible to
grant stock (g)tions to young cxecutives, What is the status of that?

Secretary' SNyper. That is under very intensivo study right now.
We have given it very serious study.

Mr., 0’%/‘0NNELL. We are pretty near to the end of that study.
Wae are writing a report on it and can make it available to the Senator,

Secrotary Snyper. We will have a report within a relatively short
time, a weck probab\}&r.

Tho CuairmaN, Would you be available to Senator George and
me for a discussion of that?

Secretary Snyper. Yes, sir.

The Cuairman. I believe I am correct in saying that we think that
there is something within the power of the Treasury to do, that does
not require law, that if the present situation were remedied, it would
increase the incentive of young fellows to get in' and take over the
load of the older fellows who are wearing themscelves out on the job
of running this ecconomy,

Secretary SNYDER. Vgo aro studying that.

Senator Lucas. I would like to place into the record at this time,
an editorial that was in the Washington Nows of last night, entitled
“Phink About Next Year's Taxes.” It deals with the bill that I

.introduced.
" The CuairMaN. That will be included at this point.

(The following article was submitted for the record.)

THINK ABOUT NEXT YEAR'S TAXES

One thing in the tax bill Ymposad by Senator Lucas of Illinois we like better
than the Knutson bill passed by the Hoyge.

It would make tax reductions effective January 1 next, rather than January 1
lust. Tax outs would be wholly anticipatory. If the Knutson bill became law,
tax outs in substantial amounts would be retroactive. It would put a mortgage
on the surplug that is being built \‘x{) this fiscal year. Tt might evon force the
Government noxt year to borrow additional money to rebate taxes paid this yoar,

Fven the suggosted compromise, to make the new tax rates effestive July 1,
would mess up the hooks, Most taxpayers pay taxes on a calendar-year basls,
and alroadr aro paying 1047 taxecs at present rates. That ia monoy the Govern-
ment should continug to collect, and should keep, applying any surplus to reduc-
tion of the public debt.

By making the tax cuts wholly antielpatory, it I ontiroly possible that revenuocs
may be increased rather than diminished, the dofinite promise of lowor taxes

00860 47—
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next year should effcctively encourage the starting of new enterprises, the expan-

. sion of old onecs, greater production, more jobs, more wealth—and from the

exwdlng business activity produce larger revenues to be skimmed at the lower
rates. .

But no such benefit would flow from a retroactive tax out, at a time when the
Government is heavily in debt and prices are inflated because production of
many goods lags bahind demand,

The CuairMaN. Mr. Secretary, thank you very much for your
statement. \

We will meet again at 2:30 this afiernoon. At this time we will
adjourn until then. '

(Whereupon, at 12:50 p. m., the committee adjourned to reconvene
at 2:30 p. m., the same day.)
" AFTEGNOON SESSION

(Pursuant to the expiration of the noon recess, the committee

" reconvened at 2 p. m.)

The CaairmaN. The hearing will come to order, please.
Mr, Sherwood, will you state your full name for the record and

¢

OF INTERNAL REVENUE, ACCOMPANIED BY THOMAS C, ATKE-
80N, ASSISTANT TO THE COMMISSIONER OF INTERNAYL REVE.
KUE, TREASURY DEPAB.THRKT. WASHINGTON, D. C.

Mr. Suerwoopn, William T, Sherwood, Assistant-Commissioner of
Internal Revenue. ]

The CuaizMaN. As I understand it, Mr. Nunan could not be here,
and you are pinch-hitting for him.

Mr. Seerwoop, That 18 correct.

The Crarman.’ Do you have a,prepared statement?

Mr. Susrwoon. I do, sir, :

The Cuairman. Proceed, ploase.

Mr. Surrwooo. Mr. Chairman and members of the Finance Com-
mittee, I am appearing on behalf of Commissioner of Internel Revenue
Joseph D, Nunan, Jr. The Commissioner appreciates very much
your invitation to cemment on H. R. 1, and has asked me to express
to you his sincere regrete that ho is unable to appear personally
because of unavoiiable abscnce from the city. ’

Our comments will not be directed to the question of whether in-
dividual income taxes should be reduced, nor at the type of tax reduc-
tion provided by H. R. 1. These are matters of tax policy and are
not for determzination by the Bureau, We are, however, vitally con-
cerned with the administrative sgpocts and management mechanics as
affected by the propesed tax reduction, .

On Muarch 13 the Commissioner appeared before the House Ways
and Means Committeo. He stated his views respecting the adminis-
trative m;)penm of H. R. 1 as thon proposad. Tho bill as passed by the

erod in several important respects from the proposed measure
upon which the Commissioner commented. There were fower tax-
payer compliance prebloms and less administrative and enforcement
difficulties in the earlier draft. The administrative foature of the
earlier draft appearing most difficult related to the limitations imposed
upon the additional examptions to be provided for presons over 85

i
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years of age. The objectionable limitation was that provision which,
in the case of joint returns, denies the additional exemption to wives
(or husbands) receiving less than $500 of income. The problems in-

- volved in the application of this limitation were described to the

committee’s technicians, but were not solved. There are even further
corn lications posed by provisions of the bill now before you.

¢ Bureau must in justice to the Congress identify for you pro- ‘

vmlons which will tend to complicate the tax forms. It will try to
point out how you can get eubsmntmlly the same result without many
of the complications occasioned b !y rovisions of H. R. 1. We ought
to avoid, if we can, a repetition of the experience following the release
of the 1943 income tax retugn forms and instructions. As you know,
&ubhc cnucxsm was wndespmad and persistent. This criticism was

veled at all of us— Treasury Department in gen-
eral, but partic e Bureau of ! Revenue.

Followmg experience, the staffs of*the Joint Committee on
Internal Re%nue Taxation and of the ’I‘reasur{ . Department, in con-

junction ith Bureau rep g8, proposcd & program of sweep-
gng 8i i’ﬁcamon ch iﬁhm} ’ mmendatxﬁ were adopted
fde effectivedy the In vidual fncome Tax Aot of 1944. Our

tions and -ureate loss misunderstandipgy by taxpayers than any
s in the history of‘thabeg:m‘;nccmavtg& Of coutge, we are not

whiplly satisfied with tjg.tetul rfgs ag'they:stand. is only com-
mgn sense tg contin Qﬂorts to simplify thein. We shpuld be con-
stgntly aleff “to s ,‘;“.. » s which }¢end in the
onosite dir‘ctlon . K

il the r 4 were n,u ghin in 1944 for sifhplifying the
.indjvidual ing tu ihre valid today. §

inder H. 1t is t 47.7"mjllion pergons will incur
inoogne tax li 1llty for !.947 'l‘he should Be proviged with forms
whm will permnt avergm .ascortdin his tof with the loast

or
effort and ertamt Th o should be no
use him :ﬁm y “than his ]
The taa of admmmtanng a road-base inco!
simplified ang facilitated if tax forms are prg
the least-info , laxpayer to understaygetl
putations. ;
In order to vmualnze Wiﬁcance of H. R, 1 in terms of how it
will affect the taxpayers, the tax forms have been redrafted to conform
with tge pArovunona of the bill, Copies of these forms are included as
appendix
Appeudix A is as followa:)

Wy obscurities that
gwful tax liabilit; J
g’ tax can be grea

ided which will enable
o basis of his tax com-

esgfit income4iix retufn formg apd instructions require fewer com- -

. -
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APPENDIX A
Tax Forms TeNTATIVELY REvisep To RrrFreEcT TnE Provistons orF H. R. 1
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I Do not wse tN pagd 1 your Income b whally from salasles, wages, dividends, and interest

Sehedte A
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2. Amount teveived tas fice in peioeyears L)1 3. Excess, if any, of lioe 4 over line 3...

3. Remarader of your cost (hioe 1 lews hine
.. ..

7. If over 65. anter nere amount o' pcnulool, annuities, etc;
includible because Of additional exemELions vovivusierrreraccnnoeeearsnannnennsennannn

INCOME FROM ANNUSTIES OR PENSIONS
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ummmulmnuom«mumt.mmnmutl\mummuwn
L SANE 710434 YOG GRTIAIS O Livg &

& Rater baie say lncows tax peymeots 10 & foreign coustry or U, 8, possession (srtach Fors 1116).....| 8.

10, Batar hare sny inconws 1ax peld a1 source 0a can-drea covenans bond lasrost.
11, Add tha Kgures 00 lines 9 end 10 £ad corer tha total bere .

Qg -

A1 Subtzate ling 13 from fios 8. Eater the difference beve and in fic 7, page ). Thus is your tax
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| §f you use this tabls, tear off this page and fite enly pages $ and 2 | s

TAX TABLE
FOR PRRSONS WITH INCOMEIS UNDER $5,000 NOT COM} UTING TAX ON PAGK 3
Bosd dows e choded soivennt bolow wat! you Snd the Bag covacing Bha tetad locoms you deters 3 Nam 6, page 1. Thoe road acroca ie 0
he coluan hesded Ly tha nuster of exeaptions listed in itew 1 page 1. (Each "over §5°
exomption listed in item 1, page |, is courted as one.) Enter the tax you find there in

item 7, page L
o ol loaome in o | And 1o nomber of pursent Hsted a | 1 telal incasat i et .
o Gl b om 1, pogr 3, i— hl LY ST mann—m-num,».

T fu
_“-Illlll.ﬂ‘mﬂﬁ wwe | 'L P10 f oo )0 [mm
" .- You 3 e i Lol Yow by
90 | o380 s
880 818 22w
815 00 ! HaFid

., '600 | 638 2,800
‘ens | es0 It 282
0’| 675 20n0 |
L .e13| 100 2,873
700 | 188 2,400
138 150 2,4
750 | 118 2450
|, 178 |. #00 -8
"800 | 888 2,
88 | ss0 20823
830 | a1 2,530
81 | w00 2,675
w00 | ®s 600
.9s8 | 980 3,623
o350 | 918 2/650
i"' 1,000 °.875
1000 | 1,088 2,700
1,048 | 1,050 2,788
1,080 | 1,078 2,780
1,018 | 1,100 2,115
1,100 | 31,198 | 2,600
2185 | 1,180 2,828
1180 | 1178 2,830
1,178 | 1,000 2,876
1,900 | 1,895 9,800
1ms | 1as0 2,925
1, 1,975 2,050
118 | 1 2,01
1,800 | 1,808 8,000
past | base Bos
1478 | 1, 8,150
1,400 | 1,498 3.
H Ligeo 2,830
1,478 . 13
1500 ane
4,400
31480
1,800
3,850
3,
i Bmo
KR
t 3,750
| 3,80
W .
1,000 .
2,000 | £,010
4,030 | 4,
4,300 | 4,130
4,160 | 4,
4,200 | a,u50
4350 | 1300
4,360 | 4400
2,400 | 4,400
:'c‘;§ 41550 Y
$550 | 41680 ;
4,600 | 4,830
4,650 | 6,160 .
4,700 | &
4780 | 4 .
|}: ’: . ¢ ¢
4 e
4 X

e, w —t akt g
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1947 INSTRUCTIONS FOR FORM 1040, U. . INDIVIDUAL INCOME TAX RETURN 1947
GENERAL INSTRUCTIONS

Thess inatructions will Wnlp ﬁuumdomwdvdﬂlwthmlmw
U & lndmh\l income Taz Retun, far 1946, They give the information
hy taspayers. You may obtain additional informe.

5 m« the colisctor of wiernsl revenue for your dytrict or from any of his

Purpose of Heturn
Under the pay-ts-yous go aystem of incocne Las collection, mont individushe
peyaliors wbln!ul{:u of thewr income tea dunng the year o which they
receive thew tcome.  The tag i withheld from thew wages o pasd in quarte fy
srataliments 43 eatimated tag, o both. Hewever, these payments do not
esactly equel the sctunl tan babifity. ft is necessary for cach tonpayer to

Ale o retuen ot the end of the year shawing hu actual tan Lababiy, so that an
addetsonal aroeunt dut may be collected of any overpayment may ba nluMcl
Form of Return

'lh" are three methods of making yous return.
AMM Setement.~You msy your Withholding Statement
(Fun‘l 8 your "swa.nlmm iome wis lesr than $3,000,
tements or of such wages

1. Shuetform Retarn —You wa

il your income vuku')uu,&byumlh!uublcnm(ammd

mmd J«l.n\l‘ llmmmm-hﬂblmnhmunn.
oyt only page 1. 1§ you hed other

mywm

C‘

S Lot o lu.n-vf.‘u st make & Loag form Return on Form 1040
¥ your income was $3.000 of more o8 of you clamn deductions smounting te
mare than 10 percent of your incorns. lnmh-dthm«uywmlm

)nmddth-muh\tnpqn
you e Statement 82 your return, or make o Shartform
Rdunul'uu 1040, yous tuu kwd‘nol tas teble prov.ied by law
which sutsmatically ldﬁl 10 percent of yout total income for chantable
mmm iﬂmn. [y cMyk‘u‘.ndull tapenees, and meu.-

exponaes.  Therebare, .xmdm-unull\o&dml

rMMMunn nmu\wumum 1 you make
Return on Feem | gxmwn‘ o mare, you Inky
mb« take 8 standard deduction d 3500 for 1M eapensat o claim them

detaid, whichever ie 1o your sdvas uur

Ocber Forma.~Forma 10600 and 104N are for use bv nonvesidant aliens
oad Form 104] by fduciarien of estates or tnuts.

Who Muat File

A retues most by hlad "«y ctizen or sasident of the United Soaten
Coloding & minet) who had $500 or mare gross incoa in (9.,

1a dac whethet st Ko & retumn, you o add exclade from ye v
lncome any trems which sre wholly enempt from tax. mpwmpl whdly
ummnu'hldulhwuw«\hm« \usions Frors

Corons [ne: I'hh For c.\hm-'n-«v‘v‘u p? nmvd'&y hn»'wl
vonne srmed forces is srempt from tan.  Comsequecaly, me: ovem,
::- the srmed forces sre not required to Rie retume. '

Joind Retwrn. & huaband and wie way make o junt retien even though

one his po come. Ina mlnhﬂ\l)w'?n‘ul icome, ddv«xmm&

credita ato Ueated aa ! ware oo piven
o ot T ot ' v s b s by B b
Irome undee $508.— person with Jess than $500 income should
ﬁt & retum o gat & nl\md Iu withheld. A matried person -ul less
than $500 wcome ﬂon jeint returm with or wife
mlhlumulwluwnlmd or the couple,
When to File
You pumt urn on ot belore March 13, 1942, undess you hawe

mu.u.m nuvh(hnhl from the calendsr year. llmhuw
hl.‘hol,m.mmﬂcbylhﬁtmﬁydlhwmm

H—AmthA:-dfmwll Jou 808 in the armed forces and, o the
$hng date, are an ore , Mo;aw Nm:rn‘l: ited Suat
oAy postport erturm et v 3
prod svytuick mwda.um&m«bmu"'\uwg
tha thord wenth after Une ond of the war as peoclalmed Fv?
(‘hilm’ lr vl'uhl Stotes. ~Ni mmum!m and are wmh

the o potpons King

SR o
¥non Al

B o b snd o e wit s prelioad b e

you 8
way dofer fling yeur return fer 3 montha after the reguler Elag date,
mwﬁhuuuywmnmw”amsrdunud‘ﬂ?mw

ror Whers to l‘lh Your Return and Pay Your Tax
You dhauld 1ke o mmuon«dk\«dw« Immn
fee the dutyut h-\kh mnknmtd:
:anhauuﬂxtdmhlh dln \--IMMCA-
Il'u of Interne) Rcrw Bohm-n Muykd doo.
your return en Faim ¢ of fux itin
with
y:n‘ urn, (\«h 00 monay sedert theuld CN lh

m’ahl;mnwrm.’ch&nu“un\hdmmh

Incoma Tan Retes and lumulom
Tha Income ten insdudes ¢ “normal na" anda um. Doth sre bgursd
'] rmuhg« of your income, hn with dufesen ral
mhunnnz tor Iw the Ruvene Act J TS pravided lMA tentae
normal ® Lantative surtan of 17 te 84 «ﬂ.
ndniu nmbﬂm\ to determing the hnal ta.

For normel tan and surtas, yw 10 allowed Gubject 10 the restrtions
stated under the heading “Your Eaemptions” on page 3 of these imtruce
L) hn exemplion of sfm loe yoursetf, $500 for your wile, and $300 tor cach
depeindent teletive.

Exclusions From Gross Income
Lncome fram any sourge whatwoever 1o wbml toincome tan untess excluded
<ific provinon of 1sw  The rechions ere des tbed 10 sections
l! (b) u\rl the Internal Revenue Code. The principa. < elunons are

1, Armed huu Ex. - Members and vetesans of the srmed forces und thew
famibies should exclude from ther income.

(o) All pay for sctive servae av o menber below the grade of cm.
musioned (tl. and the Frat $1,500 of annual pay for setive aervee ana
commusone] officer.

t) Mustenng~ot pay
(omnbu\m by the Governinant to monthly fanuly sllowancer
u\wm and duability compensation te war veterans and theu famee

(o} Dluuuly retiremsnt pay (et o\ker retirenwat puy 1o
samadle). t&o ALeny Offlosrs, sencommleeioned offi-
oars aad e Derssnse) of the Regular arey sas
Havy vhe Mvo beon retired becavas of méloal survey
A4 who are 63 years of age or sver sald'vhe oMV o~
SLA04 te sa sdditional sasapiion, suay lsolude rew
Siremsat pay 64 100000 1 84 GAOWEt Wp 18 BUN Beb e
snness of » 306 "Your Exempilons®, sate 2,

() Interest on adjusted-service bonds

| ‘.Ill Sseurity Desefits = Emolule basalfit papmonts re~

eived frem the Fedorsl Cevernceat or fram o Slate uwader tdhe
Todere) n-tu uovh;. WoebAisA ) POrasas whs are 63 yesrs
of 2o or over 4sd "o & 4 ¢ 08 sdéivions) enenp
Slon, wust Laoluie 85 Loocme antuaty FeotiTed Up te Bed Aot
12 e2008s ¢f $300 a8 Waefive wader the oM afe and survie
ver's Lasursase pnvhu- of the Seclal $eourity Ast. Ses
*Yowr Lasapiiens,® page 2,

3. Sickness and injury Bemefts ~Exclude smounte received a1 compenaa
104 fut boddy injury of sickness, whether in the form of heatth and scoadent
inaursnce, workmen s compensation, or dimages. However, rimburiements
on 8¢ mnt of medical and dental expenses which were claimed as b dedoction
in s p wr yeor should ba reported as income up to the smount of such decdin tion,

4 Tnnmw Internst -aclude interest on cbhgations of & Mate w
potiical subdivinon, interrst on ob's atrong of the United States waued proe
N Mu(h H A8, if made wholly eaernpt Irom tarstion by the Act authonning

11 eie sapuance. And intervat on not exseeding $5.000 of United Stater mviogs
!:ld.h(i“ f::l) and Treasury bonds (st face value) which were isued beinee
erel
Gifts — All bone ﬁih lts should be eschrded, but socalled “plue®
mm o mn;pm.um or peesonal seevices terwdered are tanable,
mheritances, Ete ~ Property acquued Ly bequest, devie, or
Anhm\nm should be enctuded, but any income esined by the progerty w

A Ll!t lumm—-l’m«& payable o6 secount of death of the i
should be enchuded, but if the proceeds are held b

ment pohcy (other than snouity payments) du
should be escluded untit lh‘I equal the amount paid for the palny, the
Temasung payments are tana
I Rm«lmoladhdh Kte.- Recaveris of bad Snbu.dp- m um.
yments on account of tax dehinquencas, shouhd be each
,: these itema did not reduce the icome tax lisbility of the lnpcyﬂ ln
u-y prior year,
Cash or Accrual Basts of Reporting Income
Your returm must be on the “cah bain'—which mesns on the bas of coth
teerpts ond peyoents-—unless KW heep actounts on the “srerus) bam ™
No\mm. recerpts include the full amount of your wages or salary even
& part wa deducted lor tases, war bonds, unwon dues. tte They sho
im o uncoshed salary or dindend checks, hn& interet credued 1a your
account, matured coupons. and simulet items which you tan immeshately
qurm inte cash. H you keep accounts on the sccru) bavia, your setum nuu
b made stoardangly.

Farmors
Farmiog lo regarded us u business and the instructions sppheable to returma of
farmers may be found sn page 3 under “Schvdule C.~<Pusiness oc Profeion.”

Informatlon at Source
Fvery perion wha made payments of slsry, wagre, interest, 1ents, com-
mnons, o2 ather fised o1 detrtaunalle income of : W0 or mere duing the
calender yeae 1946 1o an in-hividual, partnershup, or fuducuary, st she a
retuers on Forms 109 and 1099, I o portion of such nalary ot wagr pay:
emnts was reported on 8 \V-ll-l-oldm Statemant (Form W ), oaly
temander must be repurted on Form | Pm

HOW TO FILL OUT FORM 1844

I wwk Form 1040, you 2re required to Ml aut oaly thase hines and
*pply Lo your nnkuhv?:mmumn Thun, it yous imcons

olf |'°" 'W! - uluv. ;au duregard items 3,4, and 5 on
rv ¥ and the whel, L.h-m. o you use the taa table on page

o ;hm!d dnn‘n ! A" nl poge §.
inatructions [ur hiling m wvmuhr fines and sckalules on the
‘Nm l" g1ven in the (ollowing vhe steuctions have be:n
s arsanged that thay may be ud .k....ru.. cottesponding iLenw va
the form, for easy relesance,

H
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INSTRUCTIONS FOR PAGE 1 OF FORM 1040

Poget

Place alongside page 1 of Form 1040 for easy raference

Your Exemptions

.

1 Liet the names called for in stem 1. in oeder 12 got credit for your earmp-
tees .

11 y.ai were marred ot the end of the year and you and your wife make s
ot teturn, you may hist yout wife's namw  In came you mak,
tetuen, you may bist your wife's name only «f she had no inconie and dud not
teceve her chiet support from snother pesson chosely redated tn har.  If your
wife died during the year, you may lut zr oame ‘le had po uncome lbjdid
not teceive her chael support from another person closely telate to hee  If
you were dnorued ot the end of the year, do not include yout lurme, =de

Last the names of other close selatives with 1940 tncomes of Tess than 505
who received more than one Mt of theu supgort from you.

“Close rebative” means Yeur son, dou{l\hn or & descerdant of erther, you
Weganns, wtepdavghier, son invlaw, daughter in h‘-:d«u ZIIM. mother, o
L o

anceotor of either, your d po .

law, your beother, snter, stepbrother. stepster, hall beuther, half suter,
beother 1n law, or euteran-law, your uncle, aumt. nephew, or niece. Do not
include an uncle. sunt, nephew, or nitce d related to you only by marmege.

The above relstonhipe apply to o legally adopted child the same as though
he ot she were 8 chidd by biaod Do not claum & cstizen of a loregn country
a8 8 dependent unleas he or she was a reandent of the Unated States, Canada, o
Meako Do not claum an eaemption for any relative who Sles & jount returs
with another person.

Tereess &3 yoars of afe or ever ~ It re & yeare of
ofe or sver on e last :y of your xu‘m FOOr you ere ewe
ti0led to s additions) enseptive of $300, Sewaver, i1 you
raelved o0 sanuity wder We previelone the Mailroad Ao
Liremanl 401, or enelive vader the old afe and surviver's
tossrense prevision of the Jooin) Seewrity het, or retire~

a3t pay Ln 9eass uaane of retiremsat frew the Magvlar drwy
ar Mavy beoawd of medical aurvey, or ABy amcuals a4 pane

ses Aulty, setiremat poy or sllewamoes, ether thas &
lwmy benelis or pywent, Woawe of servioas readersd
I:. by svas siher parsces, sad wLick smovats sre aed
LAdad

reiee Lao) i10le \a gress lsesen, Cor Lbe purpose of
AMLE sddlilons’ suanption 1he Setal anowmt of swod receipty
mubl b inclu/ad e your 1aeume Lf the amowst recelved 18
300 or lass 1t you received mere tias 50U, yeu sl fee
clule 3500,
1f you ore mmrried and thie 10 0 Joat return of hus~
tenl loe Vife sad your wife {sr hushasd) was &5 ysare of
1851 day of yowr Hasadle year sud oke
Lacems of §50U or more you are estitled
asl easwtion of $100 for bev (or Mim). Hewe
(or be) received o8 aanaity o1 pensisa of the
bovy you musl inolude the Lulel amoua
Jolat tacame £f W20 Vetal aacuat we
Bere thse 350U, you mutt taslude B

over, it
Aype meationsd
Quod reanlpte
or leasy if 1t .
1t oha (or Do) 414 est Save Laouns of §500 or mere (eiher
AR4A Lho re00ipts WALAR you ore required te inoluds ta
3000em beohuss ¢f tale additions]l stempilem) you sre et
Satitled 1o Ba S4ditioasl sxempticn for Mer (or Mia), ead
FUu Are required (5 Lsalude 1a incoes oaly the amesat of
Bor (sr bls) Losome that 18 ethervise {s0lwiidle

The ano\mt of anawily ¢r pention 1sowms whiod 15 ree
quired te be 1soluded 18 Scoms becawse of Whin additisesd
:w\ln SRould be shewm 1u lise 7, Sodsdule A of Terw

Your Income

2. Wages and Salarles.~If this retum inclodes wages of both hus
band and wile, It wages and employsrs of each. Do not inciude earnings of

anyone elee.
n'c:»hn of the armed forces should exclude mustenngout payment:
the active-service plr of & member below the grade of comams
ofbeer, and the hrst 31,500 of sctiveservice pay of 8 commusniand officer.
11, w0 connection with your employment, you claim deductions for traveling
of tembutaed expenaes, iemite sctusl espenses on 8 separate sheet of paper,
subtract them from your total compensation and sllowances, and enter

3. Dividends.—Enter the total amount of all dividenda,

the balance in item 3. Attach (he itemized lied sscursly to yoar return.

You must ako inchede all “tigs,” and any “plt” which is rally compensse
ticn for servues.

I you receive payment in any form other than money, such as marchandios,
100m, of board, you must inchade the faie market value in itemm 2. However,
if 1t s necevaary for you to live on your employer’s premises 1 order to
yous duties, do not inc lude the value of the board and room fwnuhed you A
miniater of the gonpel should not inchude the reatal value of & dwellng fuse
nashed am a0 8 part of his compensation.

4 Interest.—Enter the toled of uny interest unless wholly ex:
from tax See General Instructions under “Eaclusions From Gross Income ™
Alowance for sy sl exempton of amortizable bond premium e
wadu in the tax table and in the standard deduction of $500. 11 you do
w0t uee the tax tabls or the standard deductiun, thes items may be de-
ducied in the tan computation on page 3 (Ivne 6)  The increase 1n value

$. Other Income.—Il yeu had any income from lnmm«c:. Tente,
Toyshies, o bussness or profemion, ferming, trantactions in securitms of other

of & War Bond (Seriea E o F) or United States savings bund (Scries
A B, C, o D) need not be reported until the bond h:md. Howvse,
you may at sny time the prastica of reporiing each year the
anaual uxrease in value, but f you do 5s, you mudt repoct 1 tha fest year te
enlure increase Lo dale and must continue L@ rsport the annual increass sach
yoar therealter.

:rmy. partnenshipe, estates snd truits, or ather sources, explain on paga 3
entes the totsl in tem 3, page 1.

Tax Dus or Refund
7. Your Tan.~This is your total tax hababty before taking credit {or tax withheld from your wages and payments on your 1948 Declarstion of ﬁliu\_nlt‘ Tor

3. Paymenta.— (A) Fnter the amount of income tas withheld from
uw. by your employer s shown on your Withholding Statement
Form W-2). l!up all your Withholding Statements.  Your employae will

urrish the toliector with copus, . .
(B) If you hied o 1946 Decleration of Eatimated Ten (Form 1040 ES)
the total smount of estumated tan paid, wcluding any prioe year's eredit

which you sppled againil your estimalad tse. You can deternune thy
amoumt pand or credited from the retained copy of your declaration, yeur
sanceled (haks, or other personal records,

1 hushand and wde hled o joint declarstion but are now Rling veparite
returng, m&‘my divide the payments of cstunated 132 between them a say
propoartion Uny deswre.

9. Balance of Tax Due.—Any tes owed in aacens of payments most be shewn in item 9. TAls amsund mwist b2 paid in foull of the time youe rebarn {2 fled.

payments exceed tan, leave item 9 blank. -

10, Refurnd or Credit,~1f you have overpald your ton and ash for o
redund in itemy 10, any refund found dus will be made a3 rwly aa possible
withoot ey further 83ticn en your part.  Refunds will besr intereat a1 &
pereent from Macch 15, 1947,

Da not aok that any everpayment on thia retum be credited on 1947
setimated tan unless you enpect to ble a Decluation of Fatimated Ton (Foeom

1040 E3) showing an estimated tan sgainat which the overpayment can be
sppind

Signature

You muat o v aeturn, 1 huiband and wile are Fling o Joint tet
both it m‘ﬁ ‘lo‘;o\':um( .ipuham you ol u‘:l “he Unat

Sieton, on suthorized egent may sign for you, bk the st attach &
power of sttarmey on Form 933 to shaw that Mhowo:c.:;luiah you,

INSTRUCTIONS FOR TAX TABLE ON PAGE 4 OF FORM 1040

fvoma tax. Tt is peovided by law and saves you the tioubls of ites
duductions and computing your tax on pege the raturn, tal
‘Ihn fori (3) Your exernptions—$300 for each person hated in item 1, page
5 (0) charieble contibutions, interest, tanes, etc, Spprotumat
At of your incoma: and (c) the additional 3 percant reduction in both
tentstive normal teg and nmuﬂ;mvided by the Revenue Act of 1948,
table contaimne ¢oly

Arrangement of Table.~ ncome columns and ege
empinn Cohimna, Tt incomm sshumearehosded by 1h weedh AL ot~ Bd

Purpose T' TVable.—The toble bs & shertcut mathed of MJ"
t 1ing

doos than”  The esemption cohunwns ore headed by the numbers 1, 2,9, 4, ete.
How to Find Your Tas. - Resd down the urcome cohacnns until you
find the line that fte the income yeu reperted in iem 6 0n I Thearesd
ouu‘:‘:)ul s untd you mu wm:‘nmm :o&im’;’m is b‘mded by|l
numbes correspondng to Uhe num! s lsted an stem | o .
e you fnd thers is yeuwr tu"m&m}h H your immp‘.:ru

$2.245 and you were entithed 1o thees exemgtions, you would hnd your tas op-
ponite the incoma line “At leant $2.225 Lut fegs than $2.230.° Yo vmuh read
over to the column headed by the hgurs "3 snd thus fad fous Lax was §96.
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INSTRUCTIONS FOR PAGE 2 OF FORM 1040 binald
Place alongaide page 2 of Form 1040 for easy reference
H'Mimvﬂbwmdmwyuthhwthﬂnbdb&Mm“-&.‘“
Schedule A.—-Annuities and Pensions

If you tecived o penson o annuity which you hﬁh or to which you
m{bﬂ«t you ars enttled to recover your cost tandree. However, sn
amount equal te 3§ percent of yous tote] cost must be trported se incone each
year uotd you have recovered your total cost tazfree. Thersefter, the entwe
amount seceived each year muat be reported g income.

I' m have ot rex your total cont tan.free in peior years, Rl in al)

of Schedule A ta detesmine bow much of the smouat yuu received

n &QI - unhln
ve 1, enter the totsl amoust you paid for the annuity or the total
smount of your contritutions to the penswon or etwement fund, 1 you
nmnd the sneunty by git, or a2 the survivor of a deceased anvatant, enter
the cost Lo the dopor ov decessed annustant. Howsver, » 2 mployer's con.
&lmhuw&y«.mum.ﬁlwm wwt bt wnchudod i

IS you ars &3 yoars of oge nnnu\nu 1ee ? v
Sotal ameuatl of Seauities sv pend) s WRLad you are ra-
quired to inclwie Lo isaame Mot as of A%0 alismane of oa
sdaitions) saempiicn. o0 lastrailons regardiag "Yoeuwr
Saemptions,® page 2.

O Linve 2, enter th Lota) of the mounts tocevrad we sl prae yoars. s V pos -
(l(‘v;l’dlnl(umhwl&mvkhlhwvhol«-mﬂn-

U the payments recesved s 1947 were for Tras tham 11 mantha. computs
r'd!puuudlhmwnwm\udmylnhu*d-«h
& which payments were recrived. then enter on fme § cthey Lt smenam
03 computed or the amount on hne 5, wiuchever s grester

If you have revoversd your cast tasdree i pesw years. of o the entwre cont
ol your persson of saneity u borme by o formes ermplager, you may want bosy
1103, inchamve, and entes dueetly um hnk & Uhe total nmnamt tocaved 1 1947

Schedule B.-—-Rents and Royalties

Fill in o able columns of Schedule B whether the transsctions
resultedine o nloss. I rent wae received un property of crops 1astead
of mongy, etcept under o crop-slaring rrangement. enter the las market
nhc of the propesty o crope received  En the case of crops received 4 rent

undey & um!unn' un:"mnl by & taspayer who npn:u hn ncome on
the cash besds, the the crop tem be re; ear in
arhich lkt tmwdmu veceived 8y qort are disposed uh& n
aapemes”™ taars ond ioteread chargeable aguinst rental or royshy income.

Lust a0 repairs, capenditinss far the upheep of remtal or

do not iclude expend.t Auch mat, the L d

nd therelore vhould‘ M‘.“ -l:‘u.:dm”’rm " nutn-
Do not wchade umlmelhumgum'uhn hal

;no;awmu whach tend to wmu the valus of l&h “

% -wumm repRas, anter “‘0‘0

Scheduds B u.luu.hndcmln Fud G li.:npu:

et separate shest and attach secursly 1o your retara.

Schedule C.—Business or Profession

M-Imlmbmuc’*mwhtm-ﬂmwwc

ecept thet hmm wha k 3 of wl pr bocke on the cash basie

moust obtain Form 1040F lnd Ml m insteed of Schadtile C. Farmers whe

booh on the accrual basis may alse substitute fo'n 1O4OF for Schedule

c)ur 3 dmn f you inch m yout income loans recaived from the
Misch s the details

" ul‘ nl\u\dm on the imstallmant plan and your retuen is made
\h bazls. sttach & schedule dhowing separstely for 1l nu\ 1943, 1944,
l 5, u\d 1946 the followng' (¢) Gross sales; (§) cont of rah 2 tL(.ou
1 () petcentaze of grons proft to mu!u (¢} amount collected:

.uu proht on amount collrcted.

1 you make your seturn on the accrusl basis, you may duduet cither (o) the
senount of steounty recesvable annng from nlu of wervices, which beoame
whelly worthless within the !ulhil yur. anmm sdditon o &
sablubed zeserve tor bed the cath or the aucrusl

you may deduet the amount d any tmm loans which became wholly

warthless during: the taxsble yoar. A debt which becarms partinlly werthien
-yuMummwammm
List a8 repains, expendit; the uphaep of busines. ., bt do net
gen «:...m?.m,mmu.u' 34 property snd
does be added to s cant and 1ncovered by anhunl depriciaties
slowanzes.
Do not inchude tases levied I owers, of othee local imprevenats
which tend to increase the nh.:rmmny‘.
Dnmmhdnmyouu-uumhm
uhcn tion for yourself. not doduct say
u:wunmtmdlh'mmd&\-n &an- And
&kobnl.lﬂl or of the rules, regulations. or orders meund under the Ac
Do ot include Losses (rom worthiess bonds and »In-h&.tm--
Lusivess bad debra, mmu.«mammma
For computstion of net opc; leas daduction, net openiung
low Ctrpbach And carryover, s i 113 f e tirnal Kevomca Cods

Schedule D.-- Gains aud Losses from Sales or l‘:uhunnt of Cnplnl Assets, Etc.

U you sold or enchanged any capata) aasets or other proguity rhmn
yenr, S.!‘l'\m the separate sheet entitled Schedule I (Form 1040)." P 1
the sale of prcperty held for perscnal uae, incliding your peissaal m\dmu.

is tasable, but loss Frem such sele s totsls frem
aeparste shoet should b-mtuduhmlmidwl).”&d
your tetuen.  Be sure to attach the reparate sheet to your returs.

Scheduls E. —Income from Partnerships, Eatates and Trusts, and Other Sources

Partnerships.— include in jour veturn your share of the net probt
(whethar recaived by you or 8et) or koss of & parincratup, pool, syndicate or
the like, whoez teasble yeor ends within the yoar covered by your retuem,
Howsver, yo should eater 10 Schedube E enly your share of the “ordinsry™
ot incame o7 lour, wxcluding the following e

V. Capital gains and Jossen, which shaukd be entered in sepasate Schedule D,

Vateges and Truste.~Indude in your setum your share of the du
Gibutable income (whethur rsceived by xym of 2:51) of an estate o tiunt whase
Anaable yrat M\h withan the year envered by paur seturn Havaver, you
shaudd et E only your alace of the incoma of the estate or
tewet Wty 1- anchusion of the tellaw g steira;

1. Partiolly tas-axempa intersed on obhgatons of the United Sty o i

Partislly tezasempt interest tions Unsud.'m
mlrmnld-.vb«h\hmﬁmudum( bl

3. Contributions, income tanes pald te o loreign governmeat, ne'
taser paid at wum on tes-dres covensnt bend intarest—all J
should e omitted o amm Jl‘l‘h&k'aw‘.hhlhb

dadiction, but shou! propar apecos ca page J if you
itemize your

instrumentakition, which shouhd be tachuded i oo 4, puga 1,

! & i to & crnment and incom
et o e et o vt e e ks b skl
# you use the Tax table on pegs ¢ or take the Mudud ddmbm. bt

should be entered in the proper spaces on page ) o yeu Reace your
deductring

Other &mnu. Lh\ and esplain other Inc i, suche 4wty
ud {rom alimany of geparele mewmtenance, rewards of priges, recavany
Sedd debts (u h . d uctimn was tabem a0 puiot year, stud halth s

aeeident wsance benefite toceived imburstment ol aspenoss
,;.m':'m:n.,..:..t.%..:.':m fo s

Scheduie F.— Explenation of Deduction for Depreciation Claimed in Schedules B and €

Dwnlln‘lon,—dn detieminig nev sentd (Schedule B) or business
Peahts or bousen {Schedute C), you way deduet ik youras depecilation u ees
scnands Blwwance for exhaustion, woat aco tear, ans ctaolean e qf property

IM md«w ULirinage o7 held for the prohictron ol income  The depragios
b based on thg waeful e 4 the prapeecy sndon i vt pured | ol
dm hlmu 1900 For burther information regandutg doprecstang

rt Dulletin "F* vl.r Buresu of Tnternl Rovenoe and caction 114 of W
ternal Revenue C
Depletion, - Pnl rlumukn abowt dapletion sllowinoss ia cornoction

th ol and gur wber, and other metw: o
&.d'}&i‘,.‘.ﬁmdumh 1 matwrl resourcen, Mo
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INSTRUC JIONS FOR PAGE 3 OF FORM 1040 s s
Place slongside page 3 of Form 1040 for caay reierence
DRACTIONS.  The tuliewing imatruitione desrribe (e tlassss of o iturse and lossts which you may ltemize and
staim cs hodurtiont Y you naither wae the tas tatle on page 4 ner take -Y.'. standard deduction of $300 on line 2 of the Tax
Comngustation wn puge } of Forre 1068 H your capendilures and lossss of these Llacsss amounted 1o niore than 10 percant of
ot totel L eaona v maws than $ 00 U yeur tetal tncame wae aver 33,000, [t will ordinarily be to your advantage to ltemire
Uherne om poge 3 of Forer 1360 1 yor do e, yeu miust compute your tex as indicated at the botiom of that page.

Contributiona

Ve dodatone by wmasdrtane commet cicrod |3 parroon of the ww s o vtwes for uae eaclamively for purposes
P opiiod @ e b pags | LIt W, et woms of sy o frog o At dadect gdte Uy srelatives co vther livadusla, of to orgaminaons any
Y sk A G SIEEALR Ik WSt aied tachis oy e (ol guen chan part ol whese oar n for the use s beneht of privete indiridusls. or ta
toble pommbde aiarhey M eRiotuee! goiinan o 1o e proriaden of e gaoiieine whach x\-ou & subetantal part of thew sctvities 1o (anryung
vl 10 Ol & Suembl  CH AR Wgsaiat e e goviraamste! w0 pepagainda ac otheiaine slLemptsng o infuence legilation

Interest

Toemoer asowest posd v an demte mah 32 sk kurs @ howw mart. onother prrecn uniess you were begelly labdle to made the payment.  In hpar.
P L aet St i thie Wt i e 69t menen debts - ok ta N derent gaud o 8 morigage or wetallment contract, be careful to
Wearmt st U vepmated aa Schedide B5 o L (e w0t dedurt @es et v e srgrnsh betwecn interest aad other charges such as Arancog fres, Laxes,
fores shtasvad 15 buy 14 @ eourdws o & sngleprenwom ide weor. o s
Mo o sndwemeest pambsact MA dabut wtcrent pod m bebal of

Tazse

Ondy cartaon 120 teny ke dodiciod  You oy dedhst Sate incoam tases. Do not deduct Feders! uncame 1as. o any estate. inheritance, legucy, mcees
pravens |::\1 tases tnd voal catate tanes eaceyt theee ke s o puvng. son, or il tasen, or Lases on your hases in & Corporation whuh are pad for
resns, o Wprorcanas wheh (ond te incrrase the vabu of youe prop. you by the corporats not dohut an thae e taxes on busness ov
wty  You moy deduct Mot woioced retad sales vases (e m teetal progarty, but % such tanes uv Schedule B or € Dhe not deduct
tanas) d wnder the biws of your Sate w docality (hey B2 srape @ s i! l’.\lulrml\luhuw)m-'-xuuumm’lunM
wpen the conmmer @ 4 Lhey are dwectly upsn Un 1etaibr and the any sach taaes atinbutable to your bussews activities sy be deducted s
ammmt of the L. * mparusely stated by the 10 the consmm Sl BaC chmh«ulm»lyummmdodu ible by

* ooses From Fire, Storm, Sblmk or Other Cnunl!y. or Theft
Yn —y doduct the -ﬂ st of sctanl y Jonses ¢ from d) asd wib ng both (o) sabvage value, and (§) sny
senrdunt, bre, darm, 1 wul,anu-uuu y. o0 from theht et ather rumbursenent receved.  Altach b statement ful ly eaplan.

“n M:Lhu clecwhere = yous retam. G Toss by ugl.hmlmdthhn.mw'mw!y.h‘hbw date scquired,
detarramy of 128 preperty st befern the boss (orduranidy, eact bese \sursace, walvage value,

Modlul and Dont.l Elpomu

Y-n\yw&m:-ﬂdny-dnl,mlu&m-hw wnchude any amounts paid for health, scident. or hospitaliaation insurance.
vaed by you durng the m tor ywurel, your wde (or husba. & dee Lust s of those to whom payments were vurk and stats smounts snd
pendent. unl-h-w eent of Une Lots) i ome you reprs n-m-t. dates of payownt  Find your | hmm.mmnlddl
e b, h tﬁ;ﬂl\rd u::.l‘”l yu::hmd!w,m nararde crnd u::.f amaunty m::;.'::." u;m;: for : expanses
rmpten you clovmed more than cae, bapeness demered  From the net o, ract § poecent of the total income you
LT Am' hosrmg aide. elc., way be wchuded. Al mdnmﬁwlmyﬂhmm:m&

Mlmll-n»\u

Treecion sl allosvable dedurtions nat clswned clorwhere on t the wile, (F) gambiing losses not exceeding gambling guine regorted for the

wehadeng: (o) Exponses mn‘ 10 the productean or nllﬂho of uuﬂn s yesr, () amartizsl bmdmwn!wt‘uu able yeur (see section 139
nowme -(';- the menagement of property held l: the preduttuon of lu;bh of the I»:c;nl Revenus Code), (1) yaue shere of the n’:u;m and resl estate

* ncerved & with your employ s, '} taxes pa s rative & AL0on 1A W Cvea tenants
“w“-'w ,m!mm :a ten ,’ whah un‘:uh\- »tu\l\vlda “T smw‘muwmﬂ‘u- de.“ yoces

"FAX COMPUTATION INSTRUCTIONS FOR TAXPAYERS NOT USING THE TAX TABLE ON PAGE 4 OF FORM 1080
INT TAX RATES (COMBINED NORMAL TAX AND SURTAX BEFORE REDBUCTION)
From the following table figure your tax on the income on line 5, page 3, of the return:

1f the amaunt on lhw Sia Enter on line 8
Not over §2,000 . 20% of the amount on line 8.
Over . $400, plus 22 of excess over §2,000.
Over }840, plus 26<% of excess over $4,000.
Over 1,360, plus 30 oxcaes over §6,000.
Over l p!uo M excess over $8,000.
Over . of excess aver §10
Ovee L) 400, pluo u of encess over §12
. Over $14,000 4,260, plus 479% of excess over $14,000,
Over s.m ue So of sucess over §18,000,
Qver m. plus of encess over $14,000.
Qver 1.180, pluu u of excesa over $20,000.
Over of excess over $22
Qver 10.1“ N plm 629% of aucess over §26
Cver 3 5% of encess over $33,
QOver of excess over $34
Over of excess aver $44,000,
Ovar of eucans over $50,00
Over of sxcoss over
Over 1] of excons over $70,
QOver of exceas over
Ovee (1 of excess over
Over 147,320, plus 89 % of nuu ovn [
Over m.m. plun $0,000,

4,820, plus 91 d owon ‘nv 0200.000
Adjuatmont on l.lm 6, Page 3, for Partlally 'l‘u-!lumpt lnlorut

1 you jtema decctions, tha combined taa to be entered on lins 3t (acs valoo) bowued wm to Mmh l 1 (B) inte
() d-&l be ..4.1.5“‘55 3 pecent ol any wmﬂ,.l.u:nn: h\u:t IT cs mlnmn yuu of the Unwt L N
pooprtil o Tt iy - ylermider m.""&:&"""i”"w“'b‘ﬂ:«mluw ond
fax, ot 1Al tock Lo 0); and (¢) div on thase accoun
Wr“l:\::. b Z:b{d:':d.mu&o :?t;.‘nm:‘g ll»a: o‘nm (a) Interaat on the inn tione ¥ the thares were aaved prioe ta March 28,
oo over §3,000 of United States savings bonds (st cont) and Trsarwy
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1847

1. PURPOSE OF mummon.—m el the dx-
hudnhwpnﬂknbmshcpyh‘md [ uauum due in
#xcess of (b tax withhe! maoumrqukd
wyamm-«w;n-m«mm e amouon
hwummmdwthdwd:h

™ ferl ensimated &
E "n..iﬂ ud-um.mu:aa?um

2, WHO MUST MAKE A DECLARATION.~A declarstion
hafore of the

" st be ads O OF Maich 18, N?g..bymy ties or realdent of

Usicad States who expecis 10 recsive in §

Wages subject 0 withholding {8 exorss of $3,000 fos $50 for esch
() Wages subject o ?‘”hu’ phind

Thas, if 1947 income from wa Mk«uwl is e3
cborid the 0wy uw.,-"' .«,’3 "“’“
hduuh- llyo-o |nmdnn)N1uyw

eumyﬁx-ﬁxdmdh -u mw:r—
uuylmm m&s.ot;dnaﬁmpmpmy ane
actices or from & baslorse o drofessios, row mwes e & declarstion U yoor

INDIVIDUAL INCOME TAX REDUCTION

n:cumlou 0}' !SYIIMEI! INCOHE TAX IV MDIVIBUALS

D INSTRUCT. 1847

1947 incoms Is upmd 0 exceed the amouats specified in paragraph (4).
Ia deciding whethet you must file & declaration, you should exclude from

your iscome azy ftems which are wholly cu.ﬁ:m tax, such 83 mustering.

:'ut pey, military py ol enlisted pecsoanael, the firsy u.aood Il'“lll pay

0 W00 jamily
allowsaces, snd aocial ncumy Lenefits. ’
Mmkupplymoco-)mnuhomnﬂaudwwuamud
wbmmpmu.bmw- chholding ie this conatry, Ocber nosresidest
aliens are 808 required o file declarations,

"0 & m or up o over, oee ilaatrwatists wader besding
CIREIM OVER €0 TEAKS CF AGR.

3. HOw TO ESTIMATE YOUR TAX FOR “41.~No spocial
wock sheeoy for estimating your (ax ate pecessary chis year. M you made
4 1945 return on Form 1040 and cxpece youe mcou, extmptions, aod de.

ductions i@ 1947 o be_the same a1 they were in 1946, you luy copy, 08
line § of your 1947 declagation, the tax shown la icra 7 of your 1946 reowrn,
without making any separate compatation,

”‘I; you '5?“' our imum;,‘:a;ﬂp(mM &dbtlfoam h‘:;l;liuul for
ou! X}

“Esims mltd Iocome Tn for 1947, » 8 o

The amount 1o be withield from wages in 1947 may be escimard
by mlnplnu the smosst withheld fa your wsusl p-y-toll puiod by e
sumbte of pay-toll periods you expect to wark duting the

ronmeie SE8 QTHIR SIOR FOR FUATHER INATRUCTIONS

HAMB

'YOUR COPY OF DECLARATION OF RSTIMATED TAX (Form 1660-15)

s

1947

is ook 1947, show
1, Bstiomated locous Tax Jor 1947

coding dats of

2. Earimased locoms Tsx withbeld aod 00 be withheld duriog estirs yoar 1947....cecvernnen.e
3. ESTIMATED TAX afize deducting eoulmared ax withheld iz 3 koo liem 2. s

L — COPY THESE FIGURES
| ON THE DECLARATION
WHICH YOU WiLL HILE

O.WWH« yascat 3howa 0o 1946 reruco (allowable ']
' Teia chocied ta tursm 10, page 1, Poam 1040, for 19063, .

mum weaded declaracion, ents made 00 AXOUDE
b o e it s

WITH THE COLLECTOR.

KEEP THIS COPY FOR

USE IN MAKING YOUR

6. Topeid budsoce of ESTIMATED TAX Civecn $ s tha scxe of fwims 4 asd 3) [] ANNUAL RETURN,
met&' (Rosd carsfolly oviroction § on other side).. ... §

BAVACH AT TINS LINK 3 AND FILE

o,
RAMR .........

FORM BILOW WITH THE CALLESTOR

DECLARATION OF ESTIMATED TAX o

h:’yl Set

THe i)

[T Muuhh.mnhahu‘u‘-t.-n\dimu—l)

i .:ny ettt em v cve—t s 19 41

this declasation b wot for catemdsr
L Batioared Lacosat Tsx for 1347,

thow hers «

{3ireet aad suabar o reeal foum)

{Cley ot 1ows, toar sumder) (Sm)

date of your Bacsl yesr 1948

1. Estimated [ocoaae Tex withheld aad w be wishiuid during easice year 1247,
3. ESTYMATED TAX afoer doductiog cotimarnd cax wichheld (lam X Seos dvems 2). ¢

s " coasmams STAMP)

Tam; Credie foe ovey ¥ shawa on 1946 te Liowsble only if
. mﬁuwuoﬁmlu;&ml ’.":(;m !wlw

1S U this e o0 pscded 4tion, Lotey Peyiavsts feade oa acccunt
of peios docl '“‘i:m-:«--

& Uspald balunce of ESTIMATED TAX (lcmi § kor the sum of (s 4 524 3). $

L meent pad wi ith sile declaearion, (Re, Raad carefully Tuanucdon 8) ..

T

3

1 dsclagn wodr the e peaalties of pechuy Ghas nhé«l.uumtnhtuunw bymuduu‘lmﬂny kaowiedge sod beliel is 8 tw, coctece, snd

[ T R —— |

(iwum of laipare: o0 agaot)
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INSTRUCTIONS—Continued :

4. WHEN AND Wul YO FILE DECLARATION—
Y larsgion muse 0f befoce March
be' ubn.ot nmf.'abmmm«xnmu Reveose of the
Mhhwhkhmnpm 0 lle your 1947 tocome tax retarn,

s. ;AVHzNT or l.ﬂ’lﬂkl‘lb TAX—Your estimated tay

00 OF
1947, Juoe 1%, 147, Se ubcl 13, lN?, and January 1
Im 'I'h hu astall a"n: D\ﬁ! b declar, I %

y crwdis for w0 u L  dedr o tasy be
udm xbeim lamllp‘m fum ’ ri wo hly ll’l’"“
balasce may be applied agalass m next lmall.m.

TESORE ONR 60 YEARS OF - Ay msuml ll.n.“ll
uunu persens O3 years of uo or over whe have
#1 3500 or aere.  Pereeas 23lvmed tats ¢ Loa m n«s
12 Tepirt 40 120008 sasvats restived up to 't 1n es0esd of
¥500 fr40 sanuliies under the provisions of hl mmu Mdlre~
Y ML, o7 Seasfils under tho old sge  8ad swvivers Laswe

* Aoy or Navy b-

danss of medical lwvo,, or suy passice, unl\(. TV rones

P07 or sllowmnes (-I |£:, ua payments ) Secames of «r-
r vy ther pareea. If iu

o ovar sud ve ln-n of §300 or mory otber thA fi

$3aeed, e dosldtsg atlher you sre requirvd o llh . «ou-

miten o7 Iy .-pul 8 the amouel of yeur eetisared Loz, you

Shovid $aaleds Saswe from swmh sswroes MI 18 sucesn of $300,

P LT l\h . ,hht auwmu this Wi ronsat alas appites

o Yo -th (or huhu 1 020 (or 30) 1s o2igible for an

sdilsiom) exemprioe

7 I-ARA 10N A declaration may be filed
hu&flo-lc:' kS y are both li:‘m or n.Mcm o’l the umﬁ
States.  Even though uﬁ: Taration s bled, separute incotoe tax recurns
m’ be filed for the ta: yeas 1947 i desieed, ! in which case the payments

ml-mJ uz mi wrsated &0 p-Luau Iy either :h busbasd of the
say propoetioa.

l. cnmou IN INCOME OR EXEMPTIONS.—Even
your situatico 08 March shwhbuyummnquwd 0 &l
4600 8¢ that time, your expicosd income oF exemprions may chenge

“ . * 4 . v
. “», R
"o
Ao .o no.
-y .
Ch o s ! Ca oy
o . -
» . “

w thay yo- will be uqumd (Qﬁ)l # declaeation later, 1o such case the ume
foc bling is s follows 13, if the change occurs after March § aud
ml. plfnh« ls.illhthmpoeundm 1 20d before

Sepuet . 948, it lh chaoge Occun after uba 1. The
al‘i:mdmlkyz meats oo the remaising psyweat

U, altet Bave Eled & d«lmdﬂ, you find that your estimsted cax
Is ouhtmnm; h\mu& (J d:mntd o0 8 result of & change io income
of exemprions, 10 smended declaration 0a oc befoce the cext
ﬂm‘ dm—Jm ls. 1947. Stpu-hv 13, 1947, o¢ Jasaacy 13, mQ,
amended declaration shoold be warked “Asmended” 104 most be
'ﬁled with the Collector of Intervial Revenae with whom thnod;hd dedm-
tion was fled. Aoy incresse or d:crease in estimated tax should be spresd
evealy over the remaining installowot paymeats.

9. ?A!M!Ih—-ll 2t beass swo-thirds of your groe iocome s detive o
lma {urming, you may fle the declaration ca or before !mwny 13, IWI.
loscead o( mh 13, 1947, I you wait nnnljuuny ] l’oﬂ.
then pay the eatire balerce of e estimated tax (1em 6 of the mwn).

10. RETURN IN PLACE OF DECLARATION.~V, ca or
bdou launyls, 1948, yo;:;nwlﬂ? income tax retura and pay ia fall

[onct of 1ax dus, yoru le a declaration o amcoded declasation
wlud would otberwise be due ou that date.

1L FISCAL YEAR. 1 {w fle your income tax retgra 6o u bscal

year basis, your dutes for Kling the declaration sod paying xho unm-ud tax
vill be 1he 15th day of the hn month of the hrse, second, a0d third quarters
of your fxcal year, nod the 13th day of *be bre mooth of yuunxn bscal year.

1L PENALTIES.~The following penalties sre imposed by law:
For farimg 10 flo dectavasion e [2ilmg 1o pay stimated tax.~Five pevcenc of the
wopaid amount of each instalimenr due, plus 1 percent for each wonth 1
parc of & mouth (except the firse) during which such smounc rrmaies unpal
v;p t0 & masimum of 10 percent of the unpaid amuunt of such rostaliment’
w0 wndorestimating vox by wors then 20 porcent (3335 pensss for furmmrs).~Six
percant of che estire shortage io astimare, but oot more than the awouat by
nhuh the munm sy 1 of 80 percent of the tax {or, in the case of
{asmess, 66 ceat of the tax). puully will 0ot spply 17 the esta.
-nd m!ou 947 s computed 0n 1946 income &t )Hnmu AReuptions,
&;’pu 00 tirae ia equal instaliments oc is paid abead of s (or, in 1Be
{srmers, is paid in full qn or before Janusry 13, 1948).
Pensluces I& for willful (ailote o make 8 returq or for willlally
miking 2 mm ars likewise spplicable to declussiions,

COETAGH AT THIS LIND) '

- N -

rad
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X 4 . .
; « ~ *S OPTIONAL INCONE TAX RETORM - . .
Fam W-Z ] Sead cecefully the Sestrmtlsac o0 the' besk of Buployse’s comw 1947
A ) YOUR- 1947 o '
. One will be ted for . One slso will be counted for
2, Brits tetal of nrn showa s this end all . your"ife {or husband) m'nll she (or he) had income mot in-
your other 1347 Tithhsiding Statsments $ S ciuded in this rotura. Thersfore, do aot list below yourself
Acooh 03i sriginsl Withholding Ststeasnte (Fors [ X or your wife (of band). .
* - f you £ on Decends . 1847, an
8. ¥rite tetal of all sther wemes, dividends, Ld!::e::i..:wt:: :l :i‘&’:ﬂila for yeu. '! ‘n«‘n wite
ond 1ateCest o o - - - - = = - - - - 3 sm— {or husband) was ‘{. ssrs of age or over on December 3
2f 1las 3 is sver §198, oc if you hed eny other imcems 2?47. and she (or { had gross income of zgoo oe wore lin-
favek se 2eat, o3c.) woe Forn 140 instesd of this forn. cluded in this retura, an additional exssotion will ‘be counted
. - -for her (or him). . )
3. Add lines 1 ond 3. Weite totsal Dere $ in edditiop, ene will be counted for each ndent you llst
52 Linw $ Ls 55,008 or snre, uwee Pors 1040 ‘“;“ of tﬂ: Torm. 2::::--:&3““..' t lizsted sust meet .“d:g“ of the fol-
. 12 '“‘ L 1547 . . or she rocelved over half of his oz her 1947 support
N you were 2 Bart persen i ¢ rom you. -
; 5. BHe he had 1 thsn $500 income in 1947.
;‘: x:“ w‘:f ’“';m‘“mm"‘““ > <. l:‘:; the was :::o’.. ni-ﬁvo as defined in the instruc-
Feur one ont.
wife tox . Y ?ay ne (*Tes® o ') - m,--!: ‘this is a cosbised return of hwsbend ant wife, List dependonts
AR X - of beth snd write letter *W° sfter nemes of dopenients supperted by wife.
e _H e s U2 locleded a 1ine 3P yoroapry
Ny - . (Hasw) - n yroc—asy
c. 1f tmg inciudes income of beth hwsbead ‘and wife, . -
_ shom ‘g i 3 wife's inceme
&:31 Do conputed te your advontage sither o cesblaed or separate ine . (Mame) . {Relstionship
$. a. Are yau 63 yrars of nge or over? (Name ¢ (Ealationship)
» ” “ -
t’_: lml;%: :.: mﬁ'ﬁdg'a':} g.t? (Meme ) I{ you meed mere space, attach tist. (Relationship)
TPes or_Te") 1 doclere under the penaities of perjury that the Toregoing Stetemeats st troe
11 enswer to » or D is *Yes® see Instruction Sheet to te the best of my kmovledge sad belief, and thet ALL MY 19047 INCOME IS
deternine ‘:othor you may use this form or must use KEPORTED HEREON. .
Fora 1040 Signature
§. ¥aat is your occupation? . ]
It this is s cenhiaed retura, slse state wife's eccupstien. L <
. . (1f this is o cesbined return of Busbend end wife, it must be signed by both)

021
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INSTRUCTIONS FOR THE USE OF ENPLOYER'S OPTIONAL INCONE TAX RETURN

Form W-2

Pho Nust File.--1f yenr groes inceme
in 1947 was $ OF sore, you must
“5" 5; 2“ 1 I'a “{‘unlcﬁéurn ::y.
L D ] tiona aLoOe iIaX

Fatn 104¢ which may be obteined
rom the Collector of Internel Reve-
sue, your smployer, bank, er post

office.
Persons over 65 years of age.--1f
are 6S yoars of age or over and
m gross iacome of 3500 or more yomw
are slioved an sdditiomai ex iom.
it make a combined tetura o
and wife, and your wife (ot
hurbend) ia 65 years oi age or over
snd had gross lncome o or
more, an sdditiceal exesption is al-
lowed her (or him).
Sicosvar, & person silowsd this eddi-
tional exemption must report as in-
cons smounts seceived uwp to but not
in excess of 35C0 from sn sanuity
under the provisiona of the Railroed
htit}:ﬂlt Aet, or g qtc‘m:r
the o 0 survivor’s ance
evhlu‘:t:l ttoelnigl;e“u:hy .
t, or zetiremesnt pay .gm
of retirement Jrom the Reguier Army
or Mavy because of medical survey,
or say peasise emnuity, rezirement
say or allewsace (other thea lump
sum payments) becasse of services
reandered by Hiim or by some other per-
sen. Xvon not otherwiss ine
e S R eoticas must b La
708 6 sou -
cluded by persens allowed an addi-
- tioncl ezompties. .

Pereons who have recelpts from the
seurces menticmed above which are in-
cludible in incoms ealy for the pur-
soses of this additionat c:nsuoa
are sot sligibie to uss this fors end
ssst sake o .r2turn oa Ferm 3040.

ional Return.--You
':: f-‘.'.’ z:: ooﬁ:ioml retden if your

’ wife who f

total income was less than §$5,000

and consigted wholly of wagen re-

ported on Withholding Statsments

(Form ¥-31) or of such wages and not

more than § og of other wages, di-
.53 n

vidends, terest.
grried Couple--Advantage of Cem-
xneé’ietum.--k sarri couple may

use Eaployee‘s Optionsl Income Tax
Return to show tholr combined inm-
come if the total is less then
45,000 and consists entirely of
wages reported on Withhelding
Statements (Form ¥W-3) or of s
-gn and not more than $100 of
other wages, dividends, and inter-
est. A cnﬁ!nd return oa the op-
tional form never results in more
taz than seperate returns because
the taz is emvnd by tha collec-
tor on the ¢ ined income or on
the separate incomes, whichever
tesulty in the lesser tax or lar.
ger refund for the couple.

Income Under $300.--A single per-
son with less than $500 income
should file a return to get a re-
fund If tex was withheld. A marcried
person with less than $500 income
should always file a combined return
with husband or wife to get the les-
ser tax Or larger refund for the

couple.
Now to Uge Optional Return,--Com-
gotol £i11 out the form oa the

ck of the Withholding Statement
(Form ¥W-2). If you received more

cne statement or if husband and
ile a combined return have
more than cne statement, fill eut
only the isst fora recelvad and
0o ontries on the other forlz
the completed form, fasten s
securely to it, a mail to t
lector of Internal Revenue for your
district between Jenuary 1 end rch

. 1 . 1f any stotement ig miss-

i others
he Col-

ing and you cannot obtain a .copy from
youz emp oytr.azoc aust.make your re-
turn oa Fora 1040. e
Payment or Refund.--Do sot meke s
Rmﬁt with your tional return.

e collector will determine the tax
and send you a stetement for the bal-
ance you owe or a refund of ¢t
amount withheld is excess of the tax.

Deductions,--If you use the optional
teturn, the coilector will deteraine
our tax from s table provided by
aw, which allows sbbut 1¢% of your
total income for chsritable contri-
tions, interest, taxes, casualty
losses, medical expenses, and siscel-
fanecus items. In order to clais de-
ductiong amounting to mere than 10%
:&‘y’ow income, you must flle Fors

Close Relative Defined.--‘Close rela-
tive® mesns: Your son, daughtsr, or
s descendant of either; your stepson,
st ughter, son-in-lew, daughter-
in-law; ¥our father, mother, or an-
cestor of elther: your otophthor
stepmother, father-in-law, or mether-
in-law; your brother, sister, step-
brother, stepsister, half brother,
half sister, brother-in-law, or sis-
ter-in-law; your uncle, sunt, aep-
ew, or nigce. Do not include an
uncle, nephew, or niece if_re-
fated to you on { by marriage.
above relationsh gn .ya:i to a le-
gally edopted child. dependent
relatives who are United t:tol citi-
gens or who are residents of the
United States, Canada, or Mexzico may
:0 lllltod.

relative who files a combi -
:::: :ll‘:h.:ur 2?:’:“:‘(" M:.:l;:)
listed as your «n;dn:?’ Rot be

NOLLONATH XVI TWOINI TYNATAIANI

121



PO R R .o T L L e

_ Forra W4 EMPLOYEE'S WITHHOLDING EXEMPTION CERTIFICATE

levined Juze 19400
h okt yidbinigtiitesing (Collection of Income Tax at Source on Wages)
Print tull name : . - Social Security No.

- Print home address i : ,
Fuz Tms Fokx WitE Your EMprover. Otherwise, he is required by law te withhold tax from your wages without
i HOW TO CLAIM YOUR WITHHOLDING EXEMPTIONS

1. TYourself. If you claim yourself as an exemption and you - -

ia) are under 85 years of age, write the figure #1%* , . .
- b) are 85 years of age or over, write the figure "2% . .

s 4 o & & o s s s s o+ -
e * & o ¢ s 0 & P S 8 ——

1I. Your (wife or husband). If you are married, you may claim your spouse as an exemption
1f she {or he) 1s not clalming herself (himself) as an eXxemption on enother withholding
certificate.
R If you claim your spouse &s an exemption and - .
: - {a) 1f she (ne) is under 85 years of age, Or is 65 years of age Or over and has gross
e income of less than $500 annually, write the figure ¥1%" . . . . . ¢ ¢ o « o ¢ o & &
T . (b) 1f she (he} is 65 years of age or over, and has gross income of $500 or more
annually, write the fIgure 2% . . . . . . o ¢ s o o = o 2 o o o s o s s oo .

e “YY¥1. If you claim neither yourself nor your wife (husband) as an exemption, write *0% . . .

IV. If during the year you will provide mere then one-half of the support of persons
closely related to you, write the number of such dependents. (See Instruction 3 on

OWIET S1E.) o o o o o o o o o = o o o o s o o o s o s o oo o ot o o oo v o0 s o

- V. Add the mumber of exemptions which you have claimed at;ove and write the total'. . . . . [—_—j
Imﬁutbgnmbudmnzampﬁmdﬁmedonthiseerﬁﬁa&edmmt exeeedﬁxenumbettowl;ichlam

Dated 194 (Signature)

NOLLONdAY XVIL EWOINI TVAJIAIANI
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INDIVIDUAL INCOME TAX REDUCTION

HOW TO USBE THE I’ERCE'NTAGE METHOD OF WITHHOLDING

(This page may be disregarded by any employer using the wage-bracket tables) -

123

The percentage method involves several calculations, In using this method
reference must be made to the following table, and also to the computation

schedule appearing under the heading of the proper pay-roll period:
Percentage method withholding table

Pay-roll period

Amount of one

withhulding
exemption
L 1 /P $11.00
BIWEOK Y . ottt icemcccusiaeccteeacecacnaeseaaaaannnn 22.00
Semimonthly. e 23.00
Monthlr . 46.00
uarterly . . 139. 00
miannual 278.00
nnual Lo iiitiiieceiiaae. 856.00
Dally or miscellaneous (per day of 8uch perlod) - «..ocevnoovimmurrrcrccreccceeerenenens 1.5%

The steps in computing the tax to be withheld are summarized below,

1. Multipl?' ‘the amount of one withholding exemption by the number of
I3

excmptions claimed by the employce.

2. SBubtract the amount determined in step No. 1 from the omgloyee's wages,

3. Compute the amount of tax required to be withheld on t
determined in step 2 as follows:

If the pay-roll period is weckly and the net amount determined in step 2 is—"

Notover 82V ... . . ... ___. 12 percent of the net amount.
Over $21 but not over $30
Over $30 but not over $43
Over $43

........ $2.52 plus 18 percent of excess over $21.
........ $4.14 plus 14 peroent of excess over $30.
e $5.96 plus 15 percent of excess over $43.

e net amount

If the pay-roll perio ! is biweekly and the net amount determined in step 2 js—

Not over $43. ... .. ... _..... 12 percent of.the net amount.
- Ovor $43 byt not over $60

Qver $680 but not over $85

........ $5.16 plus 18 porcent of excess over $43.
......... $8.22 plus 14 percent of excess over $60,

Over $85. oo $11.72 plus 156 percent of excess over $85.
hl::ho pay-roll period is semimonthly and the not amount determined in step

Notover $46. ... oo 12 percent of the net amount.
QOver $46 but not over $65. ...

Qver $65 but not over $03.. .
Over $03

-- $5.52 plus 18 percent of excess over §40,
.- $8.94 plus 14 porcent of excess over $685,
...................... $12.86 plus 15 percent of excess over $93.

If the pay-roll period is monthly and the not amcunt determinod in step 2 ls—

Not over $08..vuevvvoeen e 12 percent of the net amount.
Over 393 but not over $120. ..
Over 8129 but not over $185
Over $186

. $11.16 plus 18 percent of excess over $03,
..... $17.064 plus 14 percent of excess over §129,
...................... $25.48 plus 156 percent of excess over 3185,

If the pay-roll period is quarterly and the net amount determined in step 2 i3~

Not over 8278........ e ——. 12 peresnt of the net amount.

Over $278 but not over $388... ... $33.36 plus 18 percent of excess ovor §278,
Over $388 but not over $656... ... $63.16 plus 14 percent of excess over $388,

ver $550

...................... $76.68 plus 156 peroent of oxcess over $566,

\ It the pay-roll period is semiannually and the net amount determined in step 2
1§

Not over 85656 .eneueeernrconnann
Over $556 but not over 8775
Over 3775 but not over 81,111, ___ 8106.1
Over $1,111

rcont of the net amount.

12
...... $60.72 I)Iua 18 percent of excess ovor $556,
plus 14 peroent of oxcess over 8778,
..................... $153.18 plus 15 porcent of oxcess over 81,111,

f the pay-roll period is annual and the net amount determined in stép 2 ls—

Not over $1,111uuenennnnn . «-~ 12 percent of the not amount.

Over 81,111 buthﬁot ovor 31,5651.... $138.32 plus 18 percont of excess over $1,111,
Over 81,551 but not over $2,222... $212.52 plus 14 percent of excees over $1,851,

L . ‘

Over £2,229........ nmmemn— ~-- $306.48 plus 18 percent of excoss over $2,2232,

o e
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- 124 INDIVIDUAL INCOME TAX REDUCTION

If the l‘ipn‘sﬁf--roll period is dally or miscellaneous and the net amount (per day of
04,

such pe determined in step 2 is—

" Notover$3..._ ... oo .. 12 percent of -the net amount.
Over 83 but not over $4...___ ~. $0.36 plus 18 percent of excess over $3.
Over 84 but not over $6.__ ... .. $0.64 plus 14 percent of excess over $4.
Over $6. . . vniimiicniiann $0.82 plus 15 percont of excess over §6.

The series of rates for each {)&y-roll riod classificatian is necessary to give
effect to the tax reduction provided by the Revenue Act of 1947. The tax rates
also give the employee the full benefit of the 10 percent standard deduction for
charitable contributions, ete.

Example: An employee has a weekly pay-roll pcriod, for which he is paid $80,
and has in effeot a withholding exemption oortificate claiming three exemptions,
fH{ls employer, using the percentage mothod, computea the tax to be withheld as
ollows:

Step No. 1
Amount of one withholding exemption. . ... .. ........_. $11
Muitiplied by number of exemptions claims on Form W-4._.___. X3
" Total withholding exemptions. . ... coce i 33
. p——o}
8tep No. 2:
Total wage rﬁymenw ...................................... 80
Less amount determined in step No, 1...... mmmcmmmename o 33
Income subject to withholding. . . ..o cvn e iiaeannns 47
8tep No, 3:
Income from step No, 2... 847
1ess. oo cmeaaaceann 48 on which the tax to be withheld is_ . $5. 98

Buluao; subject to 18 percent rate, 4 on which the tax to be withheld

Total tax 40 be Withheld - - - - - o oo ooe oo oo oo 0. 56

Where the wlthholdln% is computed for a *‘miscellaneous’’ pay-roll &sﬂod, the
wago and the amounts shown in the percentage method withholding table must
be placed on a comparable basis. Thua the wage may be placed on a daily basis
bly dividing the total wage by the number of days in the period. After computa-
tion of the tax on s dally basis using the steps indicated above, the amount so
found multiplied by the number «f days in the period ja the amount to be withheld,
s In the case of any employse who has no withholding exemption certiflcate in
effeot, or an employee who has clalmed no exemption, use no exemptions for
purposes of stepa Nos. 1 and 2.

In ‘determining the amount of tax to be deducted and withheld, tho last digit
of the wage amount ma& at the eleotion of the employer, be reduced to sero, or
the wage amount may be computed to the nearest dollar. Thus, If the weekly
wege is 337.48, the employer may eliminate the last dlﬁit and determine the tax
on the basis of a wage pn’vment of $37.40 or he may determine the tax on the
basis of a wage payment of 837,

Mr, 8agrwoop. They demonstrate the indirect method by which
H. R. 1 accomplishes the tax reduction in the case of the approxi-.
mately 10,000,000 persons who meke their return on Form 1040, but
who do not use the tax teblo to determine their tax. Under this
indirect method & tentative combined normal tax and surtax must be
computed at present statutory tax rates. The roduction in tax
liability is then achieved by decreasing this: tentative tax in accord-
ance with some ono of four rules—as compared with only ono at
prosent—the proper rule depondin%'on the amount of the tentative
tax. This step is covored by item 7 in the tax computation schedule
on page 3 of Form 1040, which may be found in a;lx ondix A.

080 comgutntmns will not cause difficulty for all of the 10,000,000
taxpayers. But too many would be djsturbed by thom and make
arithmetical errors in arriving at their tax. This means an increase in

i

~ the work load of the Bureau and mxpfyor ennoyance. -



: 2 arcent are subject
. . -Bradustes rates would be inoreased to about 22.9 milllon, an increase of 23
‘ ,m‘r‘fa%?mng, or to nearly onechall of all taxpayems. Otherwise stated, over 18,

INDIVIDUAL INCOME TAX REDUCTION : 125

Among the added computations is one caused by the so-called
“notch” provision of scction 2 (d) of the bill. While 1t is a relatively
minor matter from a computation standpoint, it is something new to
individual income taxpayers in this country and constitutes one more
item to which the taxpayer may justifiably point as evidence of
unnecessary tax form complications. Thcre are about 8.5 million
taxpayors falling within this notch area. Since close to 7,000,000
will use either the Form W-2 or the table method of tax computation,
there will be only about 1.5 million concerned with the actual com-
putation of the tax involving the notch.

The major source of the difliculties and complexitics under H. R. 1
is the three-way break of the present $2,000 first surtax bracket: The
first break is under $1,000; the second is $1,000 to $1,395.83; and the
third is $1,395.83 to $2,000. The major portion of all taxpayers, or
41.2 million, fall wholly within the first bracket. = Any split of this
bracket, therefore, is a matter of vital importance and no break should
be made in it unless positive equity or over-all fiscal advantage is to be
realized by the whole economy. :i‘lm proposed breaks do not seem to

mo to be of this character. Considering the administrative aspocts.

alone, the offects of breaking up the first surtax bracket are dangerous
for the following reasons: :

1. Number of taxpayers subject to graduated rates would be in-
creased from 7.3 million to 22.9 million, or from 15 percent to nearly
60 porcent of all taxpayers.

" 2. Incentive to rearrange family income so as to avoid the graduated
tax would ba extended to include a large segment of the taxpayers now
fullin%in the first surtax brackot.

3. Enforcement pmblems would be aggravated in the lower income
.argas where cost of administration is disproportionately high.

4, More than 2,000,000 couples will be confronted for the first
time with difficult probfoms of choice in filing separate or joint returns.

6. Separate returns would be made advantageous for first time for
married couples in community property States having surtax net
income betwoen $1,000 and $2,000.

6. Millions of additional returns will result from filing ofseparate
rather than joint returns; this means more paper and less tax.

7. Employers using the percentage method in computing the with-

- holding tax will be confronted with four withholding rates instead of

the present two.

To conserve your time the foregoing points have merely been
cataloged hore and are discussed in more detail in appendix B in case
you care to refer to thom,
~(Appendix B is as follows:)

ArrenNpix B

Tun ApminisTrRaTive Dirrrtovrmies Tuar Reavrr From BrLiTTING THE Fiasr
SURTAX BRaokkT

Iacreaso in number of laxpayers aubject to gradualed raiss, with reaullant sncrease in

vverwithholding - , ‘ ,

14 is cstimated that under H, R. 1 there will be 47.7 mlillion taxpayers in 1047,
Under present law, approximately 85 poroent are subjoct to one flat rate alone—
i, e, the tax rate np& oable to income in the first. aurtax bracket, while only 15

raduated rates. Under H, R, 1, the number subject to
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126 " ' INDIVIDUAL INCOME TAX REDUCTION

million persons who have previously been subject to one flat rate only would have
to concern themselves with the mechanics of graduated rates in ordler to under-
stand the computation of their tax. Likewise, overwithholding of tax for persons
in the lower income groups will be increased if graduation of rates is extended
further down on the income scale. ' .
Incentive to rearrange family income 8o as to avoid the graduated tax

Many of the attempts to avoid taxes are simply schemes to circumvent the
graduated rates. Income is frequently divided between husband and wife, or
among other family members, by the use of family partnerships, gifts, trusts,

. and other income-splitting devices, where graduated rates apply. Our experience

In this connection with the Vlctorg' tax exemption and the similarly limited normal
tax exemption of 1944 and 1945, which wore dependent upon the division of
income between husband and wife, has demonstrated that couples with relatively
low incomes tend to divide their incomes on the basis of highly informal arrange-
menta rather than on the basis of legal rights.

Enforcement problems expanded severalfold

* H. R, 1 would accentuate the enforcement problem in conncction with these
tax-avoidance devices because the area in which such manipulations are profitable
would be expanded severalfold. Nevertheless, since the tax savings from filing
weparate returns is limited to $38 if the combined surtax net income of a couple is
not in excess of $2,000, the Burcau would probably find it difficult and unprofitable
to make a thoroui;h examination of such returns for illegal divisions of income,
The practical result would be that couples who, correctly or incorrectly, legally or
illegally, divide their incomes would pay less taxes than couples with the same
income and exemptions who do not divide their jncome beeause they are too
conscientious to take advantage of tax-avoidance schemes, or their income is not
of a divisible nature, or they are not informed about tax-saving possibilitics, 1
venture the prediction that a three-way split of the first surtax bracket would
greatly increase the sale of How to Save on Your Income Tax pamphlets, and »
result In a windfall to the “fly-by-night’’—or perhaps I should say “fly-by-March-
16"”—tax practitioners,

Difficult choice problems presented to additional millions of lazpayers

Under H, R, 1, the question of whether to file separate returns or a joint return
would face milliovs of couples for the first time, These are the husbands and wives
who actually have se%rato incomes and a combined surtax net income of between
.$1,000.and $2,000, hether the tax advantage for them is in separate returns or
in a joint return will depend upon the allocation of (lé income, (2) deductions, and
(3) exemption as between the husband and wife. 8ince at present the starting
rate applies to the first $2,000 of surtax net income, such couples can never incur
8 tax penalty under present law by reason of graduated rates if they filo joint
returns, ' .

Let us examine the gosslbil(tles ina relatlv%slmple case. Assume a couplo
with no dependents and with net {ncomo of $3,000: 7

-}f a joint return is filed, the tax under H. R. 1 would be...._...._.__. $304. 00
f the net income is divided equally between husband and wife, and sop-
prate returns are filed, the tax on each return would be $133, or an
RTOEALO LAX Of o e e e maeemm——— 266. 00
If tho husband’s income is 32,600 and the wife's income Is $400, and sep-
arate returns are [filed, the tax on the husband’s return would be
$320,72 and the tax on the wife’s return would he zero, or an aggre-
gatotax of oo oo .. mnemmeam——. PO e —————— 320. 72

Persons thoroughly familiar with tho surtax bracketa and the “wastage of ex-
emption” possibilities would have little or no diffioulty jn determining that sop-
arate returns have a tax advantage in the above oage when incomes are divided
-avenly or when division Is such that the exemptions do not exceed the income,
They would also find it easy to dotermine that {f oxen;xlptlona exceed income for
-either spouse a joint return would be advantageous. The vast majority of tax~
payers, however, are confronted with these problems only once a yoar and van.
not be expected to determine the more advanui%coui type of return by any mothod
‘other than trial and error, The collectors would aesiume the responsibility in the
oasa of persons filing the short returns, Form W~2, on a combined basis, but all
©ther couples would have to make thelr own cheice. )
Iz
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Community property inequily accenluated

Under present law, couples who are recipients of community income—i. e.,
residents of community property States—pay less taxes than couples who receive
no community income provided their combined surtax net income is in excess
of $2,000. Couples with combined surtax net income under $2,000 incur the
same tax liability, irres;wctive of whether the income is community or noncom-~
munity. A splitting of the first surtax bracket has unpleasant administrative
implications in this community-property area.

}l)‘he differential as between community-property and non-community-property
States would be widened under H. R. 1, since couples in community-property
8tates with combined surtax net incomes between $1,000 and $2,000 would for
the first time pay less taxes than couples in non-community-property States,

Under present law, the tax on a couple with a combined surtax net income of
$2,000 is $380. Under H. R. 1, the tax iiability on a surtax net income of $2,000
is $304, a reduction of $76, or 20 percent. In the case of a couple in a community-
groperty State, however, with a8 combined surtax net income of $2,000, who could

le separate returns and report $1,000 surtax net income on each return, the tax
liability would aggregate $266-—a reduction of $114, or 30 percent, instead of the
20 Jxercent reduction ostensibly accorded by H. R, i. Thus, we can expect mat-~
ried couples who have surtax net income of between $1,000 and $2,000 from
community property to file separate returns for the first time.

Added adminisiralive load

The administrative significance of this is that f'oint returns represent the filing
of one instead of two returns, with obvious savings to the taxpayer and to the
Bureau in computations and paper work. Moreover, in the case of joint returns,
the aggregate tax withheld is credited against the aggregate tax liability, thus
avoiding the necessity of separate year-end adjustments in the case of each spouse.
In many instances separate returns result in a balance of tax to be paid by one
spousze and a refund due to the other spouse. .

Effect on employers using the percentage method of computing tax to be withheld
One other consequence of splitting the first surtax bracket as provided by
H. R. 1 is that tho number of withholding rates involved in the percentage method
would be increased to four, in contrast with the two rates provided by present
law. The additional rates would result in new and somewhat more complex
computations by employers using the percentage method to arrive at the amount
of tax to be withheld, The nature of the revised computation method is deseribed
in the draft of a page from Circular WT, found in appendix A. Further, as
mentioned above, splitting the first bracket for withholding purpoges, or lowerin
the income level at which the second withholdlngi rate becomes applicable, woul
h;o:ease both the number and amount of refunds by reason of overwithimldlng
of tax,

Mr. Suerwoobp. Tax reductions along substantially the same lines

a8 provided by H. R. 1 could be accomplished by a simple revision

of the surtax schedule which would incorporate the tax reduction and
preserve the present $2,000 first surtax bracket. This method would
awomK}ish the following important administrative objectives:

(1) Millions of tax;;ayers would escape disturbing choice problems

. that might easily result in payment of taxes in excess of their minimum

statutory liability if the most advantageous choice were made;
. (2) The differential botween taxpayers in commuuity-property and
in non-community-property States would be held within presentbounds
rathor than oxtended to cover some hundreds of thousands of addi-
tional taxpayers; and

(3) The computations shown as item 7 on page 3 of Form 1040
necessitated by H. R. 1 could be climinated,

A revision of rates could be desilgned to produce approximately the
same tax reduction over all as well as within the several brackets.

R
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In considering this approach, it is : csired to invite your attention
to page 14 of the report of the Ways and Mecans Committee accom-
panying H. R. 1, wherein it is stated:

It would, of course, be possible to accomplish the same type of reduction as
that provided b?' your committee’s bill by changing tho rate schedules rather
than providing for a set of percentage reductions.  Your committee believes,
however, that percentage reductions are more readily underastood by the public
and therefore -should be used for a reduction made during the year it becomes
effective,

In this connection it should be noted that 80 percent of all the tax-
payers will either use Form W-2 or the tax table on Form 1040, in
which case they will not have an opportunity to visualize the percent-
age reduction provided by H. R. 1. Therefore, it does not appear
that there would be any objections on these grounds to providing a
direct method of computing the tax by the surtax table for the remain-
ing 2 percent.

As to the provisions of H. R. 1 relating to an additional exemption
for persons aged 65 years or over, there are two features which are
particularly disturbing in their administrative implications. The first
18 the provision that in the case of & joint return {lhusband and wife
each over 65, two additional exemptions will be allowed only if each
spouse has gross income of $500 or over. The second is the require-
ment for the inclusion in gross income up to $500 of certain types of
formerly excludible income by persons aged 65 or over who have $500
or more gross income from other sources,

A wife aged 65 or over with gross income of $499 represents only
one exemption under a joint return; whereas if her income is $500, or
just $1 more, she represents two exemptions. Thus, the additional
dollar of income would produce a tax saving of $66.37 in the case of a
joint return subject to the first surtax bracket rate only. The inequi-
table nature of this provision is obvious, but our concern now is solely
with the administrative significance of 1t.

A couple, both over 65 and with no dependents and having net
income of $1,600 or over would have a tax advantage if each spouse
could claim an additional exemption. Every couple so situated would
have a strong inducement to claim a division of income between
husband and wife that would enable each to qualify for the extra
exemption. Wa can scarcely doubt that under those circumstances
meny attempts will be insde to claim a tax-saving division of income
without stricy regard for the legal propriety of such division. The
claimed basis of the division might be eithor some informal family
arrangement or some dovice such as a purported gift from husband
to wife that may bring the division within the statutory pale.

In consequence, the Bureau would be confronted with a difficult
and even somewhat embarrassing enforcement task. A check on the
Jegal basis for the claimed division of income would be a very time-

_consuming job for the Bureau and a source of'irritation to the clderly

taxpayers, Our activities might be considered by the public es a
kind of semipolicing operation that was discriminating against a class
of taxpayers who are quite naturally regrrded- with sympathetio
concern, LAy .

A further consideration is that because of the gross-income limita-
tion, the return form would probably require persons aged 65 and over
filing joint returns to state the amounts of their gross income. The

!
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item of gross income is one which the return form has not been designed
to reveal. Morcover, a definition of “gross income’ is impractical,
and the term would be extremely difficult to explain on the return form.
The difficulties of definiticn are especially pronouuced in the case of
farmers and other persons engaged in small-business enterprises.

The-second point is that the reporting as gross income of the first
$500 of social security benefits, railroad retirement pensions, and simi-
lar items would be a cause of ﬁreat confusion and uncertainty to tax-
payers and of additional work for the Burcau. It is reasonable to
assume that only a fraction of the persons who receive military pensions
could tell, from reading either H. R. 1 or any instructions that we might
be able to place on the return forms, whether they were required to
report their receipts of that type as gross income. As you may see
from examination of our tentative revisions of the tax forms, this
srecial income provision will necessitate expanding and complicating
the forms to a degree that seems to me quite disproportionate to the
fiscal objectives. Even if he is correctly informed as to the nature of
all his income, many a taxpayer over 65 would have difficulty reporting
it correctg. .

If the Congress decides that a special exemption is to be available
to %orsons aged 65 and over, the most administratively feasible
method for accomplishing this purpose is to grant the exemption
without any attendant income requirement whatsoever and without
any modification of existing statutory provisions with respect to the
taxable status of different types of income received by the beneficiary.
This, in effect, would grant the additional exemption on a ‘‘per person”’
basis, in contrast with the ¢ })er return’’ basis provided in H. R. 1.

The foregoing discussion of the administrative problems of the extra
exemption is based on the assumption that some form of extra old-age
exemption is to be enacted. But even the simplest form as outlined
above is not free of complications from the standpoint of added lines
and instructions on the various tax blanks, as may be visuslized in
appendix A. The related problem of inclusion of currently nontaxable
income is one of such proportions that it seems to us to belong in a
~major tax-reform bill rather than in a tax-reduction bill.

ccordingly, any partial treatment of this rather large subject in
H. R. 1, to which the taxliayers might become accustomed, would
make our task double difficult in the event of any broader treatment of
this subiect at a later date by the ConFress in a more basic revision of
the tax laws. Therefore, from a pure
would be desirable to delete both tRo old-age exemption and the pro-
vision for the inclusion of currently nontaxable income from H. R. 1
on the grounds that both may be more adequately and appropriately
treated in a structural revision of the tax laws. -
 Boetween the date of enactment of any statute reducing withholding
rates and the time they ave actually applied to Wages paid by the
employer, it is necossary that there be prepared and distributed to all
employers full and complete instructions in re?![l;ect to such withholding
Those instructions are contained in our official ﬁamphlet entitle
.. “Circular WT.” This is a 12-page document which must be printed
' in sufficient supply by the Government Printing Office and physically

. distributed to each of eome 2.2 million employers. Moreover, after

the employers receive these instructions they must adjust their own

- pay-roll records, which in some instances are quite involved as & result

b
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of coding devices employed as a means of mechanically determining
the amounts to be deducted.

It is, therefore, suggested that a period of not less than 60 days
between the date of enactment and the date of actual application of
.the new withholding rates be allowed. In the event there arc other

- changes which make it necessary to obtain new exemption certificates
from employees prior to inauguration of the new withholding rates,
then perhaps a longer time might be required. IH. R. 1 in its present
form does not necessitate new exemption certificates except in the
case of those aged 65 and over. .

In addition to the above steps which must be taken in order to give
effect to the bill, it will also be necessary to provide a new supply of
declaration forms on which the taxpalyers may recompute their esti-
mates of tax liabilities for 1947 and file amended declarations.

H. R. 1 as now drawn has a few omissions or defects of a purely
technical nature which will undoubtedly be drawn to your attention
by your legislative counsel. These are fully discussed in appendix C
and in the interest of brevity will not be déscribed at this time.

(Appengix C is as follows:)

ArpeNDIX C

TrcunioalL Derecrs 1n H. R. 1, Because or Lack or CoorpiNATION WITH
XISTING PRovielons oF INTERNAL RevENUE CobDE

Section 68 (a), Internal Revenue Code, requirament for declaralions of estimaled toz

- Beoction 58 (a) of the Internal Revenue Code requires a declaration of estimated
tax if the taxpayer’s gross income from wages subject to withholdinf; may bhe
expected to exceed $5,000 plus $500 for each exemption to which he is entitled
except his own, These provisions are coordinated with the withholding tax
provisions and are designed to require a declaration of estimated tax In the case
of wage carners where the full tax liability is not withheld at source, Under
existing provisions of iaw, if the taxpayer's income is derived solely from wages,
the full amount of the tax liability is withheld where the net income does not
excecd $4,000, which amount representa the amount of the income subject to tax
in the first two durtax bracketg. For example, in the case of a single person the
tull tax liability is withheld on wages of $5,000 orless since that amount represents
net inoome of $4,000 after tho allowance of an exemption of $500 and the standard
deduotion of 10 percent or $600. Secotlon 68 (a), however, was not adjusted to

ve effect to the additional exemption provided in the House bill for persons who

ave reached the age of 65, A simple method for making this adjustment is to
change the $5,000 figure to 34,500 and strike out the parenthetical phrase *“(except
his own)” 80 that a declaration will be required if the antloi;)amd wageo exceed
$4,500 plus $600 for each exemrtion to which the taxpét&/er 8 entitled, Under
thia proposed amendment a single person who has attained the age of 65 and who
derives ll)xol: fncome solely from wages ®ould not be required to file a declaration
unless his anticipated wages for the calendar year excceded $5,5600.

Section 148 (b), Internal Revenue Cade, withholding at the source on nonresident aliens

Baotion 4 of the bill providos additional exemptions for the aged and requires
that there be Inciuded in the ;;rosa income of porsona ontitled to such exemptions
the first $800 of the ameunt of certain pensions, rfetired pay, and similar puyments
otherwlse exempt from tax, Apparently, becauso of axisting policles respecting
oxomptions of nonresident sliens who are resldents of a contiguous country, theso
provisions woere made applicable to such aliens. However, as & praotical matter
only in a rare case would the provisions affeot such nonresident alions and, because
the inclusions in gross incomo are required only In the case of persons entitled to
the additional exemption, the provisions never operate to increase tax lability,
Neverthaless, in the case of nonresident alieus ontitled to. the additional exemption
the amount required to he included fn gross income automatically becomos
subject to withholding under the provisions of scetion 143 (b), at a 80 percont
rate in the onse of rosidents of Mexico, but at a 15 percent rate in the oase of
regidonts of Canads under the provisiona of the Canadian Tax Treaty, Beocause
of the limited application, and’ bevaige withholding in such cascs would ususlly

¥
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result in overpayment and subsequent refund of the tax, withholding would
only result in additional burdens without corresponding benefits. For these
reasons it is suggested that scction 143 (b) be amended so a8 to provide that no §
withholding shall be required with respect to amounts which are includible in v
gross income solely by reason of the provisions of section 4 of the bill, ’ $

Section 211, Internal Revenue Code, tax on nonresident aliens
I'xcept as otherwise provided by treaty, nonresident aliens not engaged in v
trade or business in the United States are subject to tax under section 211 (a)

of the code at the rate of 30 percent of the amount of gross income from sources
within the United States, and such tax is in general withheld at the source.

Seetion 211 (¢), however, provides that if the gross income of such alien exceeds i
$15,200 for any taxable year, the tax shall be determined at the rates provided in '
sections 11 and 12, Eut in no case shall the aggregate of the normal tax and surtax
be less than 30 percent of the gross income, The purpose of section 211 (¢) is N
to insure that the effective rate of tax in the case of such aliens, except as other- /
- wise provided by treaty, shall in no case be less than the effective rate in the {

case of citizens of the United States. Under the Revenue Act of 1942 the tax
imposed on citizens of the United States reached an effective rate of 30 percent : i
at a gross income level of approximately $15,400, which was the figure adopted "
for the purposes of section 211 (c) by that act. Since that time, however, there '
have been several reductions in the tax imposed on citizens of the United States
and a further reduction is now Rroposed under H. R, 1. The cumulative effect
of these reductions is to raise the gross income level at which an effective rate
of 30 percent is produced to agproximately $25,000 of gross income. It is accord-
ingly suggested that section 211 (¢) be amended by inserting $256,000 in licu of
the figure $15,400 appearing therein to eliminate the requirement for returns
in those cases in which the full amount of the tax liability is satisfied by o
withholding at the source. :

Section 1621 (a), Internal Revenue Code, definition of ‘“wages” for withholding taz
purposes

Beotion 22 (o), added to the Internal Revenue Code by section 4 of the bill
provides, in effect, for the inclusion in gross income of the first $500 of payments
received as pensions,.annuities, retired pay, and similar items which are wholly
exempt from tax under existing law, These payments include such items as old :
ago and survivors’ insurance henefits under title IT of the Social Security Aot, .
retired pay for disability resulting from active service in the armed forces, and P
similar types of payments from other sources. In most instances the amount of SRS
such payments required to be included in gross inz{me will, under the existing
{arovlslons of law, constitute wages subject to withholding. In other instances b

here is some doubt as to the status of the payments for withholding tax purposes. P
Inasmuch s the amount required to be included in gross income can nover exceed v
the amouns of one withholding exemption, it is only in the rare case in which no
withholding exomption is claimed that tax would in fact bo withheld, Neverthe-
less, if such amounts are characterized as wages for withholding tax purposes

, persons receiving such payments would be required to file withholding exemption
certificates, ard the organization making such payments would be required to
file wltbhofding tax recelpts on Form W-2, setting forth the amount of the pay-
ment and the amount of the tax withheld, if any. The Bureau would have the
burden of handling thousands of those cortificates although it is likely that only
a vory few dollars of tax would be involved. For these reasons it is desirable that
such amounts should not be treated as wages for tax purposes, It is aocordlngly
suggosted that seotion 1621 (a) of the code, relating to the definition of “‘wagos,”
ba amended to provide that such amounts shall not be considered as wages for
wlthholdln? tax purposes,

While it 1s not considered desirable to require withholding at the source and the
{ssuance of withholding tax receipts with respect to the amounts includikle in gross
income as an offsot to the additional exemptions for the aged, it might be advisable
to olothe .the Commissioner with adthority- to require information returna with
respeet to such payments fn the event experience shows that such procedurs is
necessary to insure compliance with these provisions. Under the provisions of
section 147 (a) of the Internal Revenvie Codo the Commissioner s authorized to
require information returns with respeot to payments of fixed or determinable -
Income of more than $500 in any tgxable year; and under section 147 (b) such
returns may be required with respeot to certain classes of interest payments, regard-

- less of the amount. Authority to require such information returns with respeoct

kg, . .
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to the payments inoludible in %rosa inicome under the provisions of section 4 of

theé bill could be accomplished by a simple amendment to section 147 (b) of the
code.

Section 1628 (h), Internal Revenne Code, withholding exemplions

In its gresent form the bill does not make available for withholding tax purposes
the additional exemption allowed to individuals who have attained the age of 65.
The existing iaw, section 1622 (h} of the Internal Revenue Code, provides the
same number of exemptions for withholding tax purposes as are aliowed in com-

uting income tax liabili%y. Such exemptions are allowed on the basis of & with-

olding exemption certificate furnished the employer by the employee setting
forth the number of exemptions to which he is entitled. 'These exemption certifi-
oates are furnished upon commencement of employment and also at the time of
any change in the emgloyee'a withholdin? exemption status. Under the provi.
sions of section 1622 (h), if the employee furnishes a new withholdln? exemption
certificato, employers are required to give effect to the exemptions claimed with
respect to the first payment of wages made after the first status determination
date which ocours more than 30 days after such certificate is furnished, The
status determipation dates are January 1 and July 1 of the calendar year, Em-
ployers may, however, if they desire, give effect to the changed withholding
exemptions upon the first payment of wages made after a new cortificate is fur-
nished. These provisions are designed to give effect to changes in withholding
exemptions at the earliest practicable date with the minimum of inconvenience
to employers. In order to prevent overwithholding in the case of persons entitled
to the additional exemptions, it is suggested that section 1822 (h) be amended to
authorize the allowance of such exemptions for withholding tax purposes and to
insure that employees receive the benefit of such exemptions at the earliest date
consistent with the policies underlying existing law. For the latter purpose it is
suﬁested that the proposed amendment require employers to give effect to the
additional exemption with respect to the first payment of wages made on or after
the nintieth day after enactment of the bill, if a withholding exemption certificate
is filed more than 80 days before such date. This will allow employees approxi-
mately 60 days from the date of enactment within.which to furnish new exemp-
tion certificates and, consistent with present.policy, will allow employers a mini-
mum of 30 days to give effect to such certificates. Unless some such provision
i8 adopted employees affected may not receive the benefit of the additional exemp-
iion during the calendar year 1947 because it is unlikely that they will be able to

furnish employers with new certificates more than 30 days before July 1, 1847

~ and the next status determination date does not occur until January 1, 1948, ot

8
ocourse, many emplogem may be expected to give immediate offect to tho new
oertificates but this Is not mandatory.

The CraRMAN. Mr. Sherwood, I assume that you will not wait in
-doing your tentative work until we have a final decision on the new tax
bill. ~ In other words I assume that you are doing work on certain
assumptions at the present time. .

Mr. SuprwooD. You are quite right, Senator. I suggested the
other day, and we have discussed with the men who will be charged
with the operating problems, that we keep pace with the committeo’s
?ction and be ready for any eventuelity that we might be able to
oresee. .

The Cuamman. I am glad to hear that. How many persons will
incur income tax liability for 19477

Mr. Suprwoop. Dr. Atkeson, do you have that statement?

Mr, ArkesoN. Under the present law it is 48,600,000.

The CrairMaN. I believe you used the figure in here of 47 miilion
plus, but the exact figure is not important. ‘

r. ATrEsoN. The 47 million is under H. R, 1. - .

The Cuairman, Of this number, the 37 million, how many will
have their tax comg‘uted by the collector on Korm W~2?

Mr. Susrwoop. That figure is 22 million.

The Caamman, There will not be dny complication to those tax-
payers since they do not compute their tax, j# that not right?

! ' '
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Mr. SuErwooD. It will be necessary to have a revised Form W-2 !
in order to inform at least those who are in the 65 age group of their )
opportunities for additional exemptions.

he CuairMaN. With the exception they do not have to compute .
their tax. ' -

Mr. Suerwoob. That is right.

Mr. ATresoN. The form will have some additional lines in respect
to the old-age provision,

Mr. Suerwoob, That is the only change.

The Cuamman. But those 22 million will not compute their own
tax? -

Mr. ArkesoNn. That is correct.

Mr. Suerwoop. That will add to the difficulties of the collectors’
forces in computingI the taxes of those 22 million people.

The CuairMAN. I think we could assume that the collector’s forc
will have to accustom itself to the difference. :

Mr. Suerwoop, It will.

The Cuairman. The different routine of work. But so far as the
taxpayer citizen is concerned——

Mr. Suerwoop. He will not be affected. '

The CuairMAN. The 22 million of them, they will not have any
complication,

r. SuErwooD. That is correct, sir.

The Crairnman. How many taxpayers will use the tax table where

their tax is automatically computed

© Mr. Suerwoon. We had that figure. I stated that about three-
fourths of all taxpayers will probably have no difficulty since they
will use the tax table, or have their tax computed for them by the
collectors,

The CrHAIRMAN. So there will be no complications for those tax-
payers,

r. SHErRwoop. No additional complications for those taxpayers.

The CHalrMAN. How many will actually make their computation
on Form 10407

Mr, Suerwoop. Closs to 10 million., They will use the Form
1040, They take advantage of the opportunity to list their deductions
and do not make uge of the standard deduction. .

The CHAIRMAN. As to that 10 million, the form according to your
appendixes have the following question: Let us turn to that orm, the
proposed form on page 3. I think it is.

Mr. Suerwoob. That is correct.

The Cuamman, On page 3 of appendix A.

Mr. Saerwoop. That is appendix A.

The CrairmaN, On page 3 down toward the bottom you break up
your itom 7. ‘

Mr. Saerwoopn. That is correct, sir. i

The CrairmaN. Now, coming to No. 7 (a), of the number of tax- i
payers using Form 1040, and computing their tax, how many will B
not have to go beyond (a) on the form?

Mr, SuErwoop, Do you have-that figure?

Mr. ArkgsoN. Mr. Chairman, we have not made an actual distri-
bution .of that, but I think that we can distribute it roughly in pro-

et A L

7,

i
H

e

PO ER g ot il A i

ot

e 2 =

o,



e L

e M Fe RS

SEn R

R T U L SO

O REEEEER Lk s SR b eds s

. 134 INDIVIDUAL INCOME TAX REDUCTION

rtion to the distribution of all returns which will be in this bracket,

here will be 24.8 million out of the 48 million subject to tax of under
$200, so that would be 50 percent of the 10 million, that would use
the first line. .

The CHAIRMAN, So 5 million roughly will use the first line.

Mr. Arkeson. That is right. ,

The CrairmMaN. Will not those 5 million taxpayers compute their
tax exactly in the same manner as they do under existing law, except
that instead of reducing their tax by 5 percent, they are doing it gy
33% percent?

Mr. Arkeson. That is correct.

The Crarrman. So that is the only complication involved there.

Mr. Suerwoop. As to the 5 million that seems to be the only one.

The Cuairman. Making the 33% percent reduction instead of the
5 percent. We have 5,000,000 left.

r. ATkesoN. And one-sixth of the total has been eatimated as
subject to the notch provision, so they would use line 7 (b). That
would be one-sixth of the 10 million.

The CaarrMaN. What would that give us?

Mr. Saerwoop. That would give us 1,668,000.

The Cnairman, 1,666,000? .

Mr. Surwoop. That is right. , )

The CraiaMan. Is it not true that the taxpayers falling within
this group do not even have to compute their tax reduction? Do
they do any more than compute their tentative tax under existing
law, and reduce it by a flat $67? . '

Mr. ArgesoN. That is exactly the procedure. .

The CuairMaNn, So that is all that is involved as to that next
1,866,000, is that correct? .

Mr. Saerwoop. That is correct, sir. ,

The Caareman. How many will fali within group 7 (c)?

Mr. Arxeson. Substantially all of the remainder.

Mr. Saerwoop. About 3,300,000, approximately.

The CaairmaN. As to these, will they have anything to do except
inatead of reducing by & percent, to reduce by 24 percent?

" Mr. Saerwoon. That s correct. -

The CrairMaN, So that is their total new burden.

Senator Liucas. You think they probably would like to do that.

The (?‘gmnuw. T was going to ask the witness if they would not be
overjoyed.

r. SaErRwoop. You mean because of the increased advantage to

em
The CrainMaNn. Yes.
Mr. Snerwoob. Isuspect we would all be pleased to have our taxes

~reduced. But we are trying to describe to you the taxpayer reaction

weﬁhuve when we have any form that appears to offer any compli-
cations. ‘
The Chamman, Senator Lucas’ question goes directly to the tax-
gayer reaction. I suggest that he would be overjoyed to figure 33 or
4 rather than 8. ‘ ‘

/
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Mr. Suerwoop. I suspect I would have to agree with that.

The CuairMan. Let us take the last group of taxpayers. These
are in excess of $250,000, whose taxes are In excess of that, is not that
correct? .

Mr. Suerwoop. That is correct. ) .

The CuainMaN. In determining their reduction, they will enter on
their return $60,000 plus 15 percent of the excess over $250,000, will
they not? ) . :

Mr. Suerwoobp. That is correct, sir. .

"The CuairMaN. Is this any complication for a man whose tax is in
excess of $250,000 a year? [ ) )

Mr. SuErwoop. I would not consider it a complication, no, sir.

The CuairMaN. Tt is a matter of simple arithmetic, is it not? A

Mr. Suerwoob. That is correct, sir.

The CuairMaNn. And the job would be probably performed by an
auditor or a tax expert, would it not?

Mr. SeeRwooD, Well )

The Cuamrman. So that the taxlpayers in that rarified group would
not be inconvenienced at all, and I imagine that applying the expres-
gion which Senator Lucas applied to the lower brackets, I imagine
thev would be overjoyed.

On page 3 of your statement you state that the major source of
difficulties and complexities under H. R. ] is the sphtting of the
present $2,000 first surtax bracket.

The first part is under $1,000. -

Mr. Suerwoobp. That is correct.

The CuairMaN. The second is $1,000 to $1,395.83.

Mr. Suerwoobp, Correct.

Thoe CHAIRMAN. And the third of $1,395.83 to $2,000.

There of course may be some administrative difficulty in the
splitting of the first bracket, but is this not justified in giving greater

relief to the first-bracket taxpaycers?

Mr. Srerwoobp. Senator, please understand that our comments are
not addressed at all to the policy question involved in reduction. We
bave suggested that it might be possible, if reductions are made, to
do it in & manner that is more adaptable to the administfative problem,

The CrairMan. I understand that.

Mr. Sugrwoopn, And perhaps save some confusion to the’taxpulyer.

The Craiuman, I understand that you are not going into the policy.
I understand also that you want to achicve a simplification that will
evoke a good taxpayer reaction. a

Mr, Suerwoon; That is correct, sir; that is the sole purpose of
myrnppea.ranco. . '

ho CuarrmMaN, And we have that to consider as we go along.

When the Revenue Act of 1943 was before the Senate, the Treasur
presented proposals, dividing the first bracket into four parts, and
desire to insert in the record at this point the Treasury proposals
mado at that time, which dppear on page 84 of the hearings bofore
gl%issenatO‘Finance Committee with respect to tho Revenue Act of

Do you wish to refresh your memory on that?
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(The proposals are as follows:) . C.

Exmpir 8

Comparison of surlaz rates under present law, the Treasur, osal of Oct. 4, 1948,
| O T and 8 altarmative acheduiss s ¥ TPt of Oct 4 164

law Oat. 4

. ' ‘Treasury | Troasury
altorns- | alterna-

Surtax nes income Prosent m tive tive
1068 pro

Percent

.

3
a888833828233;'382233388888283

g
7-1
5oas
4

s o st
-2

3
a3828833§33882388333868838§8§-

u

2%

23

3

%

t 3

5 !

36 47

+0 49

000 43 50

18,000 to 4 50

OO0 49 ]

000 82 [

000 88 8

000 88 61

000 o1 (1]

150 @ %
Y

,000 09 ke ]

,000 72 %

,000 8 8

000 " 81

100,000 Z‘I o

Y s
Over $200, . . . 82 88
Normal tax Pavensrarsununnenaptens : [} [

1 Under sach of the the V! d o tare oll " :
-muw.n.mo.m‘uw fetory tax and earned-inodtme oredit are oliminated and the cxemptions
Bourse: Treasury Depattwent, Division of Tax Research, Nov, 30, 1943,

© Mr. 8aerwoon. Yes, sir; I recall that.

The CrammaN. Would the administrative difficulties be any

eater in algplying the Treasury proposal of '43 than in applying
‘those of H. R. 1. . ) ‘

Mr. Suprwoob. I would not say 80, Senator, but we are basing
our caso for a bettor arrangement, 1f it is practical, to avoid the diffi-
culties that followed the Revenue Act in 1043, and the taxpayer

- reaction was certuinly vociferous at that time,

The Cuaieman. It as a mattor of policy we believe that fairncss
requires us to split the bracket, we do nat run into any.greater diffi-
culty than the Treasury proposed for us in a similar operation back
in 1043, do we? ‘

. Mr. SurRwoop. Well, 1 suspect I will have to answer ‘“‘yes,” to
that, but I can say at the same timq that the taxpayer reaction thero
was most vociforous and our difficultios were groater than we like to
anticipate in future years, : .

'The CrairMan, My attention has been invited to the fact that that
proposal was not adopted. » L.

As u proposed slternative method for acc:tmpliahing the objective
of H. R. 1, you suggest a revision of the surtax schedule.

Would any such revision give the same relief as contemplated under
H. R. 1, and result in the same loss of rovénue? =

Ji
K
i
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Mr. Saerwoob. Our expectation was to get as close as possible to
that, it was our hope that our people could sit down with your people
and work out a schedule that would produce the same results if your
detormination is that the taxes ought to be cut.

The CuatrmaN. If an alternative tax schedule is presented, will
taxpayers with surtax net income of $1,000 or less receive a 30 percent
reduction. under the revised schedule, and taxpayers with surtax net
iﬁctﬁnelgver $1,000 receive the same reductions that they receive under

Mr. Suerwoop. To this point; the computations that have been
apparently practicable have not accomplished exactly that result.

e one that so far was examined did not exceed a difference of $7
for those under $1,000 nor $24 for those up to $2,000, We were not
satisfied with that, and that was to be restudied. Whether we can
get closer, I do not know.

The CHairMaAN. If you split a bracket, you are bound to have
complications, are you not?

r. Suerwoop. That is correct, sir.
The Cuaamrman. Will'you be good enough to prepare a schedule witi.

" the burden tables and estimated loss of revenues so we can study its

effects? :
r. Sugerwoopn. We will do the very best we can with that,

The CHAIRMAN. In regard to relief for porsons over 65, I notice that
you state that this exemption will complicate the return. Would it be
possible to have a separate return for people over 65?

Mr. Suerwoop. That would I think be most difficult. In the first

_place, you would have to identify th:dpeople over 65 years old. The
’

istribution_costs would be increased, and I cannot imagine more
difficult problems than to provide different forms of returns for different
clasees of persons, :

The CHAIRMAN. They will identify themselves,

Mr. Suerwoop, That may be possible.

The CrairMAN. You would not have to look at their teeth.

Mr. Sagrwoop. We would not have to do that, and we would have
to depend upon them to come and ask for the returns, It is a rather
sizable job to distribute returns to 65,000,000 taxpayers. That costs
us money, and today we are in a little budget trouble, as you know, It
i8 definitely a budget trouble unless tho Senate can heip us, )

The Cnamman. You state that if the Congress decide that a special
exemption is to be available to persons over 66, the best way is to
ﬁrapt this exemption on a per person basis instead of on a per return

asis, :

Mr, Sugrwoon, That is upon——

HTIt‘xe Qruamuw. How much additional revenue would that cost over

& . 1 ’

M¢r. Suerwoop. Have you been able to get a figure on that, Doctor?

Mr. Arkeson. No. )

Mr, Snerwoop. Wo have not beon able so far as I know to get a
figure on that, Senator, but I do not imegine it would be more than
$10,000,000 or $12,000,000, do you, Doctor? - We will,apttempt to
have a figure for you. o
‘ The CaairmaN. I wish you would give us one. That is a pertinent

actor.

”
L

e pE————

ki

N o e e g e s iy b B

T s st

Py e
PR e Oy
e sty

S SRR
o

ot

WS

gt

pats

e fanirvie et s s st o

ceramommerecroms
T
g ol




haoshl

o, BRI FRR, Rt RS RIS i o ¥ BB o TRR S SRBMET e RO T

e

:

%ﬁé
1

g

138 INDIVIDUAL INCOME TAX REDUCTION

Mr. Suerwoob. If the special exemption for persons aged 65 and
over is granted without any attendant income requirement and with-
out any modification of existing statutory provisions with respect to
social security, railroad retirement, and similar benefits, the revenue
cost would total approximately $50,000,000 more than under H. R. 1.
Roughly $17,000,000 of this additional cost would result from the
allowance of the exemption on a ‘“per person” rather than a “per
return”’ basis, and about $33,000,000 would result from the continued
exclusion of social security, railroad retirement, and similar benefits
from the tax base,

_ Senator Lucas. Will you explain that difference? I do not quite
follow that, :

Mr. SHERwooOD. The suggestion of the Bureau, Senator, is that if
the $5600 is to be permitted as an additional benefit to those over 65
years, that it be not accompanied by the principle that they be rc-
guire;;l to report the nontaxable income, in order to establish that

enefit.

Senator Lucas. I understand it. Thank you.

The CuamrmMan. Have you studied Senator Lucas’ proposed sub-
stitute bill?

My, SuErwoob. I have had no opportunity to do that, sir.

The Onairman, Have any of your men?

Mr. Suerwoob, Have you studied it, Doctor, or any of our people,
except to look at it and as it was opportune for us to look at it after it
apg‘em'ed in the public record,

he CuairmaN. Would you mind, Senator Lucas, if I asked Mr.
Sherwood to give us a statement on the administrative simplicities or
complicities of your proposal? )

Senator Lucas. I want someone to do that.

Mr. SeErwoop. I understand that you would like us to supply a

_ statement which would describe the edministrative difficulties to be

expected upon this enactment of Senator Lueas’ bill,

nator Lucas. 1 would like to have the same examination made
of my bill by the different experts in the Treasury Department that
you have made on H. R, 1,

Mr. Saerwoop, I will be glad to do that, sir.

Senator Lucas. And submit it to the committee, if that is agrecable
to the chairman,

The CuairmaN, That is agrecable. As I undoerstand Senator
Lucas will divide the income equally between the elderly people for
tax purposes, and I assume that would run into administrative
difficulties.

Mr. Suerwoop. I would like to examine that, Senator, before

.committing mysolf.

The Crammman, Have you any questions?
Senator Lucas, There i8 one question I would like to ask. On
pages 3 and % you speak rather candidly about the difficulties that

tho 'l‘ronsu:Y epartment is going to have because of splitting the first
b}xl‘lacll(wt, and you proceed to give seven cogernt reasons why you
think so. :

Assuming that H. R. 1 should pass in its present form, may I
inquire whether you believe that that will take additional personnel
to administer it? , ! .

i ~

g
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Mr. Suerwoon. My answer to that would be yes; if we did what C
1 would consider to be an honest job, and undertake to get the tax o
return appropriate to the bill’s provisions, ' i

Senator Lucas. It seems to me that we have to consider the fact b
that you are making this bill retroactive or you are starting under ;
Senator Taft’s proposal of July 1, and neither gives to the Troasury
Departinent any opportunity whatsoever to get 1ts house in order, so

. -4
to speak, but does throw you into a lot of chaos and confusion, and Lk
in order to do an efficient job for the taxpayers throughout the country, D%
it appears to me from all that 1 can sce and hear up to now that you
are not going to do that kind of a job with the personnel that you have. :

Mr. Suerwoob. I am quite ready to agree with that, Senator. C
Senator Lucas. Thatis just my offhand opinion aboutit. I wanted i
to get your reaction to it. Ty
r. Suerwoop. That is certainly my reaction, that we are,in ;

§

sufficient difficulty now trying to give the proper service to the
50,000,000 taxpayers in this country. I personally, whether this is
the place to say it or not, consider the force that we have now com-
pletely inadequate to do the kind of a job we ought to do, if we are
going to collect 40 billion or 30 billion dollars or any such substantial
sum from the 55,000,000 people t¢ whom we are responsible.

Senator Lucas. This is probably not quite material, either, to the
issue f)cnding, but I am cutting wherever we can cut 1n this i)udgct. ¥
But hope the distinguished Senator here, the chairman of this L

Finance Committee, wiﬁ look upon the Treasury Department with a S

sympathetic eye on this question of cutting that budget, because from ;

what little I know about you fellows down there, you are paying your
way protty well, and we are going to cripple the services down there
if wo start cutting you fellows with a meat ax, as has been proposed.
Mr. Suerwoop. I could say without equivocation that any dollar
that is taken‘away from that appropriation is going to cost & minimum
of $20. Of course we havo our weak spots,  Of course we have many
problems that we should handle better than we do today. But if you
consider the growth of this organization, more than 10 times the size
it was a few ycars ago, and the difficult problems of recruitment with
which we were confronted during the war poriod, and even now, and
if you consider, as I hope you will, that you cannot make a proper tax
man without at least a year to two of training, you obtain a better

ides of tho job size. You do not have the kind of man you want to i

send out to put his hand in the pockets of the American people unless

you give him the right kind of training. .- You first have to give him L

some character, too. v

Senator Luucas, That is right. I think ono of your difficulties, from S

tho complaints that have come in from thoe field where I live, is the f

lack of good public relations that exists between your tax fellows D

and the public. . T

Mr. Suenwoop. Wo are entirely conscious of that and today you 2
have a new type job because the tax interest in the first dollar of
taxable income is & substantial one. When you begin to take $12,

$15, $19 out of the first $100 of taxable income, the individual tax- n

payers, and thero are 50,000,000 of them, have a very substantial Y

concern in what you are doinq. v
-+ Senator Lucas. They should have.

608054710
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Senator ButLer, Mr. Sherwood, have you made any estimate or
has anybody in the department made any estimate as to the additional
cost of adminjstration of the proposed bill H. R. 1 to what it has been?

Mr. Surrwoop., We have not yet, sir.

Senator BurLEr. You have not?

Mr. Saerwoop. No; we know now, I hope you will understand that
I say this without any particular selfish interest, that we are not
staffed as well as'we should be to administer the provisions of present
law which does not have the difficulties and complications that H. R. 1
may present.

he Crairman. Thank you very much, Mr. Sherwood.
Mr. Saerwoop. Thank you.

The CuarrMaN. Mr. Lawton, will you state your name and your
present occupation? .

STATEMENT OF F. J. LAWTON, ACTING ASSISTANT DIRECTOR,
- BUREAU OF THE BUDGET, WASHINGTOR, D. C.

Mr. Lawron, Frederick J. Lawton, Acting Assistant Director of
the Bureau of the Budget.

The Crairman. Have you been attending these hearings?

Mr, LawroN. Just this morning, sir.

Thb CrairMAN. During the morning we were trying to get at the
basis for your budget estimates for the succeeding fiscal year. I
think it was testified that the estimates for the fisca: year 1047 were
completed in December ’45, that the estimates for fiscal '48 were
completed in December of ’46.

r. LawroNn. That is correct, Senator.

The CuamrMaN. In making your estimate for fiscal '47, what did
you figure would be the national income for that year? )

Mr. Lawron. Senator. the estimates for the expenditure side of
the buglget are not directly related in many cases to the question of
national income., That is & more important question for the tax
side of the budget.

The revenue side of the budget, we receive from the Treasury, and
accept the agsumptions that the Treasury makes uvs to national income.

As to the vxpenditure side, in most cases, the question of the opera-
tions of the various departments and establishments are based on

the performance of the functions vested in them by law at & minimum
effective rate.

The CHaIrMAN. Yes.

Mr, LawroN. Regardless of the question of national income.

The Crairman. Then what was the Treasury’s estimate of national
income for the fiscal year 1947 as made by them in Decomber of 10457

Mr, Lawron. I do not recall that, Senator. - The only one I recall
is the current year. .

The Crairman. All right.

Mr. Lawron. The estimates for 48, ; L

The CuatrmMan. What was the Treasury’s estimate made in Decom-
ber '46 of national income for the fiscal year 1948?

Mr, Lawron, It was around 168 billion.

_The Cuanman: And what was the current rate of income at the
time the cstimate was made? ' a

!



INDIVIDUAL INCOME TAX REDUCTION 141

Mr, LawroNn. I do not know that figure, Senator. I believe it was
testified this morning that it was around $174 billion.

The CHAIRMAN. that assuming that to have been 174 billion,
the estimate required the prediction that there would be a dro;;ping
off of revenue of $6 billion 1n the next fiscal year, is that correct

Mr. LawTtoN. The revenue estimate for the next fiscal year which
is included in this budget is 37.7 billion.

The CaarMAN. If I said revenue, I misspoke myself. I mean a -
drop of income, national income. You stated that the estimate of
'48 was based on 168 billion of national income. .

Mr. LawroN. I understood that was the Treasury’s statement.

The CHAIRMAN. As of the time that that estimate was made, the
national income was running 174 billion, is that not correct?

Mr. LawToN. 1Isay that is what I understood the Treasury testified
to this morning.

The CHairmMaN. T asked you whether assuming that to be correct,
the Treasury had to estimate and the Budget adopted its estimate,
that there would be a drop-off of $6 billion in national income during
the then coming fiscal year. .

Mr. Lawron. Well, it would assume that the income for the fiscal
year 1948 would be that much less than the rate in December, at the
time the estimate was made.

The Cuairman. Exactly.

- What do you estimate to be the surplus of revenue over expenditures

at the end of fiscal '47?

Mr. Lawron. A billion and a quarter,

The CrairmaN. A billion and & quarter?

Mr. LawToN, Yes. ‘
The CHAIRMAN. Do you make that on your own calculations or do
. you accept that from the Treasury? : ,

Mr. LawtoN. The revenue estimate was the Treasury’s estimate.
The expenditure estimate was ours, and the difference between the
two produces that figure.

The CrairMaN, You have nothing to do with the revenue except
to accept that which the Treasury provides?

Mr. Lawron., That is correct. That is what we did in this instance.

The CrairMaN. Do you know how much the nationaledebt has
been reduced during the past yoar? Let me interrupt you to say if

in those matters. also you simply accept the Treasury’s figures, 1 do
not care to rehash it with you in a second-hand way.

Mr. Lawron, In the case of the reduction of the debt, the figure
W}vlaa estimated in the Budget to be a reduction of $9 billion during
the year. ‘

ow, the situation at the current time is that, the debt has becn
reduced $12 billion.

The Cuairman. To date?

Mr. LawTon. Approximately, yes. '

The CuaimmMaN. As against $9 billion estimated for the entire
fiscal yenr? ' ] o

Mr. Lawron. Nine estimated in the budget at the beginning of the
year,

The CrairMAN. And how much additional reduction of debt do
you anticipate between now and the end of the fiscal year?
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Mr. Lawton. We have not gone into the question of the additional

debt reduction at this time; in making these esfimates we did not

discuss with the Trea.sury.tileir financing plans from now until the

%mli of the year or any changes they propose to make in the cash
alance. -

The CHAIRMAN. Are you riding current herd on the developments

of your budget which you estimated for '48? )

r. Lawron. To some gxtent; yes, sir. We are keeping a record

of what happens in the progress of those bills through the Congress.

The CuairmaN., That would be an essential part of your duty,
would it not? ’

Mr. Lawron. Correct.

The CuarrMAN. You could not give intelligent budget advice unless
you keep track of those matters; is that not correct?

Mr. Lawton. That is correct.

The CrairMaN. To get over to the expenditure side, give us,
please, the relationship of the estimated  expenditures which you
planned on making in fiscal 47 as compared to those which you
actually expect to have achieved by the end of fiscal '47.

Mr. Lawton. The estimate which was included in the Janua
budget for ‘47 was $42,523,000,000. That is in January we esti-
mated that for this year we would expend $42,523,000,000. We now
estimate the expenditures for 1947 will be $41,250,000,000, a reduc-
tion of $1,273,000,000.

The CrAIRMAN. Yes. )

Mr. Lawron. That is from the January estimate.

The CrairmaN. Will you please give us a break-down of the
expenditures that you believe will be made bctween now and the
end of the fiscal ycar? .

Mr. LawroN. 1 can. The break-down that I havs, senator, is
for the fourth quarter of the fiscal year. , ,

Senator Lucas. May I ask a question before you get to that?
Would it be proper to ask him just for a short summary break-down
of the difference between the $42 billion that they first catimated,
and the $41 billion that they estimated later? How did that happen?

The CuairMAN. We will be ver¥ glad to have him answer that.

Mr. Lawron. It is composed of a wide variety of changes. I can
run down the list of them here, if you wish to have that.

(The break-down referred to is as follows:)
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, Analysis of estimated budget expenditures, fiscal year 1947
. {1 raillions) *
Revised espimates
Change |~ Chan,
Orlgt. Quarterly expenditures otr(l)gi:al thi
pal full- Re- quarter
Item year os- vised ‘;{fﬁd to
timate Estl. | [fuil year fourth
Actual,| Actual,! Actual, mate, | Year e8| ¥ timate | Quarter
first | socond | third | ¢t | timate
1) ) @) “) (8 6) ¢)] 8 )
sPECIAL CasES
1. Brotton Woods Agreements Act:
(a) International Monetary
Fund ........... . PO . N DO $950 |........ —$950
teéb) International Ben. $159 159 $158 476 |
2. C lt to United Kingdom. 1,900 | +$400 | 300
3P flice Department (defl-
clanc g S 100 |........ 140 -36 +140
4. Interest on publicdebt. .. . 1,217 1,003 | 1,621 | 4,050 |........ 528
8. Refunds of taxes and dutfes...... 5 613 8 2, +173 212
6. Transfers to trust funds:
(a) Tovernment employees’
retirement.  ..__._... 223 22 |.eeennc]anonnniafoananaas 28 fewenerni]icinnnns
(b) Nauonal serv  life in-
...... .- 074 mn 51 48 542 909 -85 m
(c Raﬂroad retirer wnt...... 502 185 44 44 249 502 {........ 208
7. Terminal leave.. ... ... ........ 1, 900 2 644 916 5681 2,130 | +230| ~348
Bubtotal, special cases. ........ 13,878 | 2,727 2,630 | 4,320 4,003 | 14,880 | 4702 +5683

OTUXR KXTFENDITURES
8. Agriculture:

{ ; Agriculture Depurtment. 1,736 | 1,138 101 118 301 | 1,658 -78 +183
b Commt?dlty Credit Cor-

9 Erport-lmpo
(8) ) enerol and npecm ao-
............... | 1. 3 N NS £:7. 3 PP I
- 19 106 4 650 -850 3
10 - 211 211 832 o1l f........ 21
11, . 468 85 101 116 374 -~ 04 44
12. Interlor Department... . 202 61 62 7 267 ~25 16
13, National Houainx Agenocy: .
(a) eneml and special ac-
UDES . i 485 114 189 132 ] 490 28 -7
(b Corporatlon aocounts....| -—3250 —48 ~48 ~65 ~40 | —198 54 +
14, Btate Department............... 278 20 33 90 100 ~88 4§
18 Treasury Dopartment . JonLom 200 161 14 w0 | -7 +1132
18, Vatomm Administrati 6.544 1 1,400 1, 1,680 1,716 6,400 | ~144 +8
1, NQVK Department. 5116} 1,858} 1,210 1,063| 1,062 | 4,900 ~218 -1
, UNRRA.......... 1,515 446 57 321 | 1,400 ~J18
9. Burplus property disposa . 520 78 o1 142 189 500 -0 47
2. Maritima Cominjssion (- WS8A). 308 92 88 nr ~81 31
il.Wa.r()al men tdh bors, P
a) Riversand harbors, Pan-
ma Canal, eto......... 365 03 87 Ll 25| ~100 +43
(b) War and defense. ........ 7,654 ] 1,350 | 1,00 1,820) 2,214 7,352 -302 4388
g.. Momlo‘Eu {gy g?mmmlen [ 201 Joononeifomnanaas 70 80 150 -51 +10
Reconstruction nanoo Corpo-
| L3100 TS 161 -2 -1 -0 44| ~100| ~261 +208
Al e peral and special ¢
(Y ono and 9, 34
unts ... 958 w ! 213 173 920 ~35 ~40
(b) Corporntlon asooounts. ... 3 ~17 -39 17 40 1 -2 +3

Bubtotal, other ex- .
penditures...........| 28,643 | 6,605 | 6,626 0,308 | 7,235 | 26,670 {1,078 | -4+430
T'al ............ g.m 9,331 | 9,180 | 10,625 | 12,138 | 41,250, |~1,273 | +1, 818

Qeneral and special accounts. 42,008 (10,102 | 9,198 | 10,443 | 11,088 | 41,789 | —900 | ++1,543

oratlon acoounts —178 | ~838 | —42| '183| ‘162 -390 | -304| 30
'Pmly catimated,
than $500,000,

Nm.—-—!)uo to rnundlnz, figures do not neoessarily add to totals,

U s
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Mr. LawroN. The credit to the Unitoed Kin%dom is up $400 million;
postal deficiency down $36 million; refunds of taxes up $173 million;
national service life insurance down $65 million; terminal leave u
$230 million; Agricultu{al Depart.ment;lfeneral funds down $78 mil-

~down $104 million, representing an increase
in receipts; Export-Import Bank down $50 million; Federal Works
Agency down $94 million.

Senator Lucas. Right on that point, Federal Works Agency down
$94 million; what information did you get that you did not have
previous that caused you to reduce $94 million in the Federal Works?

Mr. Lawron. The third quarter expenditures and ﬁeneral slowing
up of the rate of expenditure below that which we had anticipated in
December when we made this estimate,

Senator Livcas. I suppose each and every one of these items could
be explained in a similar way, if you had to go into them. In other
words it is a sort of day-to-day. proposition, 1s that correct?

Mr, Lawron. There are fluctuations in the rate of expenditures.
They occur for varying reasons. Some of the expenditures have a
definite pattern. Others are dependent upon the timing rather than
that they will not or will be made at xll.

In some cases this represents a delay into next year of certain
expenditures. In other cases, it represents a flat decline in the pro-
gram which will not change next year’s picture at all.

Senator Lucas. Are there any of these items on which after a
second or third consideration of them, you just submit a decision that
they were too high, and then flatly reduce t em, or do you find factors
or evidence surrounding each item that gave you a sufficient reason
either to raise or lower them? '

My, LawtoN. In this particular revision of estimates, we did not
make a tomplete detailed review and hearing with agencies and
examination into each and every item, but we took the current trends
of expenditures, and developed any unusual items that would occur
in the fourth quarter, any changes in the pattern, projected or put
those into the projection and arrived at this figure.

Senator Lucas. But in arriving at your original ecstimate of
$42,523,000,000—That is correct, is it not?

Mr. Lawron, Yes.

Senator Lucas. As I understand it, each and every item that went
into that $42,000,000,000 was cerefully scrutinized by the Budget
‘hefore you finally made up the total budget, is that correct?

Mr. Lawron. Lot us get one thing clear on this. We are not
talking appropriations. e aro talking about the rate of expenditure
of the moneys which Congress has alzlpropriated to the agencics, or
for which ap?ropriations are being made during this year. i

Wo made those estimates on the basis of the projected rate at which

-the agency expected to oxpend its funds during the balance of the year.

}Wa had available, as accurate information on detail, the November
igures, ‘ g .
Scnator Lucas. I want to get clear in my mind about the Presi-
dent’s budget message that came up to the Congress for our con-
sidoration, and which we have before us now.
If T understand it correctly, what he wes'talking about in that
budget message had been carefully considered by the Bureau of tho
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Budget, and- all of the experts in the different branches of the Govern-
ment, before his recommendations were made upon what he should
have as a budget this year.

Mr. LawroN. That is correct.

Senator Lucas. Since that time you have found reasons to lower it?

Mr. LawroN. We have found in certain instances the rate of

expenditure is.not mcctinﬁ the cstimate that we made in December-

for those expenditures. 1ey are not changes in program,

Senator Lucas. I understand that.

Mr. Lawron. They are delays in

Senator Liucas. But you made that estimate in December of 1946.
" Mr. LawTron. That is right.

Senator Lucas. The first one, and then you made another one in
Januar{ 1047,

Mr. LawroN. These are the two most recent estimates we are
talking about here.

Senator Lucas. You made one in ’46 and in January of '47, a month
later, you made another estimate. , »

Mr, Lawron, No. We made one estimate in December, that was
in the January budget, and this estimate, the most recent one is one
that was released on Saturday.

Senator Lucas. Last Saturday?

Mr, Lawron. Last Saturday.

Senator Lucas. Well, will you have another estimate before the
year is over? ‘

Mr. LawroNn. There will be no further estimate before the year is
over. :

Senator Lucas. You are settled on that.

Mtrh Lawron. The actual results will be known in two and a half
months.

" Senator Lucas. Thank you, sir.

The CrairmaN, Thank you, Scnator.

You were in the middle of telling us what expenditures were u
and which ones were down. Will you go ahead with that, and if it
is not too much trouble, stari from the beginning again.

Mr. Lawron. All rigfmt, sir. British loan up $400 million; postal
deficiency down $36 million; refunds of taxcs up $173 million.

Senator Lucas. May I make an induiry right there on that. Why
would that happen? Did the Treasury give you any reason why
they missed their cstimate there by $173 million?

Mr, LawroN. No. That is the latest cstimate based on the cur-
rent information that they reccived, and having the advantage of
the recent tax returns.

Senator Lucas. I suppose Mr. O’'Donnell can explain that.

The CrairmMaN. Refunds up $173 million,

Mr. LawroN. Yes.

Senator Byrp. Is this in response to my inquiry regarding the
fourth-guarter cxpenditures? )

Mr., Lawron. This is the total for the year as compared with the
present estimate compared with the estimate in the January budget.
. Scnator Byrp. I asked the Sccretary of the Treasury to furnish
information as to why they expected to spend $12,137,000,000 in the
gqillyth quarter, and whon thoy have been spending a little over $9
hillion,
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Mr. LawroN. I can furnish that. I can come to that next. I am
now on the totals.

National service life ingurance is down $65 million.

Senator Byrp. Down from what?

Mr. Lawron. This is from the January 1947 budget, the estimates
made last December. .

The Cuamrman. Down how much? ’ .

Mr. Lawron. $65 million; terminal leave is up $230 million; Agri-
culture Departme .t, gereral and special fund expenditures, down $78
million; Commodity Credit Corporation, down $104 million.

As T stated before, that represents an ircrease in receipts, an
increase in credit items. :

Export-Import Bank down $50 million; Federal Works Agency
down $94 million.

I can furnish this statement. T have two copices of it.

The Cuamrman, Have you got some copies for the press?

Mr. Lawron. Interior Department down $25 millior; National

Housing Agency, general and special accounts, up $25 million; cor{)ora- :

tion accounts up $54 million; State Department down $88 million;
Treasury Department down $287 million; Veterans’ Administration
down $144 million.

Senator Lucas. You say the Treasury Department is down $287
million?

Mr. LawroN. Yes.

Navy Department down $216 million; UNRRA down $115 million;
Surplus Property Disposal down $20 million; Maritime-W. ar Shipping
down $81 million; Rivers and Harbors, and Flood Control, down
$100 million; War Department defense expenditures down $302
million; Atomic Energy Commission down $51 million; Reconstruc-
tion Finance Corporation down $261 million.

Senator Byrp. What does that mean?

Mr. LawTon. It means that they will have a net receipt this year
instead of net expenditure.

Miscellanequs 1tems, all other items, in general and special accounts,
down $35 million..

The Cnrairman. Hold up 1 second. I understood that these
figures show the amount by whjch the estimates which were made in
December had been exceeded or fall short.

Mr. LawroN., Reduced in total.

The CuairmMan, Of those estimates, is that correct?

Mr. Lawron. This i8 the present cstimate as compared to the
estimate included in thie January budget, which was made in December.
That is correct.

The Cuairman, Take the Atomic Energy ‘Commission; has that
spent less or more than was anticipated? .

Mr. Lawron. It will be $51 million less, under the present estimate,
than was anticipated in January. |

The CrairMaN. Allright. Proceed.

Mr. LawroNn. And this last item, corporation accounts for other
than those listed above, is down $2 million.

The Crarman, Did I understand you to say in answer to a quess
tion by Senator Lucas that these changes involve only the rate of
expenditure? AT
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Mr. Lawron. Well, of course, this is a question of change in the '

total expenditures. It does not change the authority, the obligating
authority or the appropriations made to the agencies. This is a change
in the amount of money which those agencies will spend from funds
available to them during the year 1947. It is a revised estimate of
how much of the funds that have been authorized or appropriated to
them will be spent. It does not change the authorization or the appro-
priation. . ] ) ) .

The CuairMaN. The President in his statement of April 19 said,
referring to the contemplated surplus for fiscal '47,

The improvement is due to two factors: first of all, we have been able to hold
expenditures below our earlier expectations while some items, such as refunds,
terminal leave payments, and international payments, will exceed the carlier
estimates. These increases will be more than offset by reductions in the areas
where economy is possible.

Skipping a paragraph: ,

I have required the major de‘)artments of the Government to limit their
expenditures to the fullest possible extent. Economies in the War and Navy
Departments and in the public works expenditures of the Government have
contributed substantially to the reduced estimate for expenditures.

Where there are reductions in this list which you have supplied us,
will you please point out which ones result from economies and which
one merely go to the rate of expenditure?

Mr. LawToN. A reduction in the rate of expenditure, of course, is an
economy, as far as the Governmert is concerned, if that is not pro-
jected into the succceding year—-

The Cuairman. Well, 1f it is projected into the succeeding year——

Mr. Lawron. Relatively few of these are projected; some are.
There are about three or four items that are projections into the
next year, and the remainder have no effect on the 1948 expenditures,
so that they are in effect a reduction in expenditures below prior
estimates which will remain as a reduction,

* The CuairmaN. Give us those, please, which will not affect ex-
penditures in fiscal 1948,

Senator Lucas. Why do you not just turn it around?

The CuammaNn. He said that is tl‘m lesser number.,

Senator Lucas., That is correct.

Mr. LawTtoN. The larger number will not affect expenditures in
1048, The lesser is the carry-overs into 1048,

The CuairMAN. Give us those that will affect 1948.

Mr. Lawron. About half of the UNRRA item.

The CuairmaN. What number is that?

Mr. Lawron. That is No. 18,

Senator Lucas. Approximately what is it?

Mr. LawTon. It is $115 million,
© Senator Lucas. One-half of that, {ou say?

Mr. Lawron. About hglf of it will be delayed into next year.

The Crairman. UNRRA, about half will go over. All right.
What else? .

Mr, LawtoNn. A &trulx;t of the Treasury item, in item 15.

The CHAIRMAN. at part?

Mr. Lawron. I would have to verify that figure, and supply it
for the record. I do not hava it offhand.

The Cuarman. Will you do that, please?
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Mr, Lawron. I will do that. ,

The figure is $140 million.

Mr. Lawron. But it represents the liquidation of lend-lease obliga-
tions. - ‘

Senator Lucas. Is there anybody from the Treasury Department
that can supply that figure? :

The CHATRMAN. Is there anybody from the Treasury prepared to
give us that? '

"~ Mr. O’ConneLL. No, sir.

The CrairMAN. Go ahead, please.

Mr. LawTroN. A small amount, ;)robably $10 million, of the Atomic
Energg Commission; and part of the State Department, probably
around 350 million. That is item 14 which represents the post-
UNRRA relief.

The CHAIRMAN. About $50 million?

" Mr. LawroN. Yes.

The CralrRMAN. Is that the whole of it?

Mr. Lawton. Those are the major items that will carry over.

The CrarrMaN. Those are the items that will carry over?

Mr. LawTon. Yes.

The CrAIRMAN. Did your budget estimate for fiscal '48 contemplate
that those items should carry over? .

Mr. Lawron. No.

The CrairMaN. Did your budget estimate for '48 contemplate that
these other items should not carry over?

Mr. Lawroxn. It contemplated their expenditure in the current year.

The CHaIrRMAN. In the current yéar?

Mr. LawroN. Yes. .

The CuarrmMaN. What accounts for the extraordinary concentration
of expenditure in the last part of fiscal 18477 The reason I ask this
question is this: It.seems to me that in the fourth quarter you are
spending nearly $2.5 billion more than was made in previous quarters.
Is that entirely accounted for by the explanation that have been made
by the President?

Mr. LawroN. I have that in the last column on that statement.
That is the explanation of the difference between the third- and fourth-
quarter expenditures for particular items, and I can run down that
list and tell you why those items are greater or less than the third
quarter.

Certain types of expenditures have a particular pattern that thoy
follow year after year, and they are unusual items that occur irregu-
larly. It is not safe just to project a rate from one quarter or one

‘month as a constant rate from that time on.

1 can run down this list if you care to and go to that.

The CuarrMAN. Let me read what the President said about that.
He said: '

This 18 because of an important concentration of expbnditure in the last part of
the fiscal year. For examplo, the heavicst payments on interest on the publio
debt are made in the month of June. Also there will be large payments to the
national Iife insurance fund during the last part of the fiscal year, These and
other items scoourt for the difference between the surplus now shown in the dailv
Treasury statomont and the expoeotod surplus for the entire fiscal year.

Mr. Lawron. Running down the list in comparison between the

two quarters, in the third querter there was & pnyment to the Inter-
national Monetary Fund completed. For, that particular item, there
‘ ‘ o /
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is no corresponding payment in the fourth quarter. So, that to that -

extent ——

Senator Byrp. That is nonrecurring.

Mr. LawroNn. That is a nonrecurring third-quarter expenditure,
and the fourth quarter on that account for that particular item is
down the whole amount.

Senator Byrp. Suppose we take that off the third quarter for com-
. parison purposes.

Mr. Lawron. All right. In the credits of the British loan, the
withdrawals in the fourth quarter ——

The CaarirmMaN, Would you mind calling the number of the item?

Mr. Lawron. Item 2. The expenditures in the fourth quarter
for withdrawals under the British will be $300 million greater than
in the third quarter.

'I‘h?e CnaairMaN, Do you anticipate expedited requests during fiscal
1948 :

Mr. Lawron. The British have indicated that that is what they
expect to withdraw,

he CuairMAN. They have indicated that?

Mr. LawtoNn. They have.

The CHAIRMAN. And are t‘you at liberty to teli us, will it be greater
or less than you anticipate for fiscal 19487

Mr. LawTon. There has been no change in 1948.

The CrarrMAN. No change in 1948?

Mr. LawtoN. No. This 18 for the current year. \

The CrArMAN. But will this expedited rate, so far as you know,
in the last quarter of 1947 carry over to 1948?

Mr. Lawron. I do not know that yet. All I know is this quarter
from now until the end of the year. That is all we have the informa-
tion on.

Senator Lucas. They could ask for more and get it, could they not?

Mr. LawroN. We have a commitment of $3% billion cash. The
question of withdrawal is governed largely by their needs.

Since we ha—s the entire commitment to them, we had anticipated
a billion and a half this year, and now the information is that they will
ask for $1.9 billion. :

There will be a second payment on the postal deficiency in the
fourth quarter. That will be $140 million higher than in the third
quarter.

Interest on the public debt will be $528 million higher in the fourth
quarter. Refunds of taxes will be $212 million higher in the fourth
quarter, .

The CuarrMAN. Why is the interest on the public debt?

Mr. LLawTton. It is payments to special accounts which are mede
on the 30th of June, largely special issues.

Senator Byrp. Social security and those accounts?

Mr. Lawton. Yes. It is a pattern that occurs every year. The
same thing was true last year and the previous fiscal year; the interest
ps;ment or the month of June 1946 was $1,304, 000,000, which was
$677 million higher than any other month in tho year. The next
highest month was December.

_ Senator Lucas. Do I understand that this is a general pattern that
is followed year after yoar?

Mr. LawTtoNn. As to interest; yes.
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Senator Lucas. How about other items? Are there other items
that recur in similar fashion?

Mr. Lawron. The postal deficiency is usually drawn at two inter-
vals during the year, the midyear and the end of the year. Last year
th(éy only drew once, and that was in June.

enator Byrp. That is the amount that we appropriate to the
Postal Department in excess of its own revenue?

Mr. Lawton. The excess over the postal revenues; that comes from
tha general fund of the Treasury. :

Senator Byrp. How much is that for the year?

Mr. LawtoN. For the year it is $240 million, $140 million being in
the fourth quarter.

- Senator Lucas. The point I want to make—I think I am correct
on it, from what you said—is that year after year, your last quarter
always exceeds the third quarter or the second quarter.

Mr. LawroN. In a normal year the fourth quarter expenditures
aro the highest.

Senator Lucas. That is what I thought.

Mr. Lawton. That is right. .

. Senator Lucas. In an ebnormal year?

Mr. LawroN. I am thinking of & war year where you started at the
last year, with the beginning of last fiscal year you were in a war
situation, and then came out of the war situation. The normal pat-
tern was not true then. ‘

‘The CHAIRMAN. And you are identifying the items which usually
are higher in the fourth quarte:? , . .

Mr. Lawton. No. I am indentifying the specific items. Some of
these are, of course, new items, and they are unusual. The British

* loan was a brand-new item.

The CuarmaN. You are identifying them,

Mr. Lawron. I am identifying the items in the fourth quarter
which will exceed or be less than the expenditures for those same
items in the third quarter. ‘ .

The national service life insurance—that is item 6 (b)—the in-
crease will be $497 million,

The CuatrmaN, How does that come about?

Mr. LawroNn. That comes about from the fact that the Senate is
still acting on the deficiency appropriation bill which contains an

- appropriation of something around $535 million for the national

service life insurance for this year. When that appropriation is made,
then the payment will be made into the fund.
The CrairMaN. That is not a matter then of budget discrotion.
Mr. Lawron. No. It arises in large part-—$300 million of it—

{rom an actuarial revaluation of the fund. The item has passed the

House. It has been recommended by the Senate, and is in the pend-
ing deficiency bill which was reported yesterday or the day hefore
nator Byrp. What is the item? :

Mr. Lawron. National service life insurance,

Senator Byrp, How much?

Mr, Lawron. $497 million.

Railroad retirement, $206 million in excegs of the third quarter.
That is item 6 (c), -

The Cuarman, Does that follow act,uax;ial results?

- ‘[‘ P
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Mr. LawtoN. That is a backlog of collections which have not been

" appropriated for up to this time. It is an amount that is included

in the Labor-Federal Security appropriation bill to be immediately
* available, and, of course, we are assuming that that bill will be passed
before the end of June.

Senator Bynp. That fund is self-sustaining.

Mr. LAwron. That fund is, and this represents the excess of collec-
tions over amounts 'Freviously ap;l))ropriated. The appropriations
are not automatic. They have to be made by Congress, but they
are based on the revenue collections.

Senator Byrp. There is no charge on the Treasury in a year’s time,

Mr. Lawron. Well, insofar as the receipts are included in general
revenues, this is a charge in the budget against the revenues,

Senator Byrp. You take in enough to pay it. It does not cost the
Government anything.

Mr. Lawton. No. But it is included in the revenue side of the
picture. It is also on the expenditure side.

Terminal leave will be $348 million less in the fourth quarter. than
in the third, the third being the peak quarter for that program,

The CHairmaN. What item?

Mr. LawTon. Item 7.

The Agriculture Department, item 8 (a), their general and special
funds, there will be an increase of $183 million,

The expenditures in the third quarter were abnormally low because
of & credit of $160 million from the Commodity Credit Corporation.
The remainder of the increase is due to a seasonal swing upward in
agriculture, Their heavier expenditures begin in the late spring and
early summer months.

Senator Lucas. Is that transaction primarily with the Commod-
ity Credit Corporation?

Mr. LawToN. In the third quartor there was a large credit transfor
from Commodity Credit to Agriculture, a_payment of $160 million,
which reduced Agriculture’s general expenditures by that amount.

Commodity Credit Corporation, there will be a reduction of $305
million, representing large increases in recoipts. A large part of that
increase in receipts will be a payment from the War Department for
'suliplies for the occupation function.

" The Export-Import Bank will be $23 million higher in the fourth
than in the third quarter.

The Federal Security Agency $21 million higher.

The Federal Works Agency $44 million higher, which in that case
represents seasonal increase in the public works activities, mainly
public roads, where the construction season starts in the ecarly spring.

The Interior Departmoent there will be an increase of $15 million.

»Agﬁl,seasonal increase in public works activities and in national
parks, ,

Senator Byrp. How much is that?

Mr. Lawron. $15 million.

Senator Lucas, You betier get that right away.

Mr. Lawron, The National Housing Agency, in the general and
special accounts there will be a reduction of 877 million,

In the corporate accounts, an increase of $25 million, representing
mainly a decline in receipts in the HOLC.
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-In the State Department there will be an increase of $67 million
and that is due to the post-UNRRA relief program which is expected
to be enacted by that time.

In the case of the Treasury Department there will be an increase*
of $112 million. : .

The Veterans’ Administration has an increase of $57 million.

The CaairMAN. What accounts for the Treasury increase?

Mr, LAwron. Some lend-lease liquidation, some expenditures for
stock piling, and temporary employment of internal revenue follow-
ing the tax payment period. ainly of course it is due to stock
piling and lend-lease liquidation. .

The Veterans’ Adminjstration will be up $57 million.

UNRRA will be up $64 million. That is a Xayment to the War
Department as & reimbursement, and is reflected in the War Depart-
ment as a credit item.

The CraairMAN. Any particular reason for the higher figure in the
Veterans’ Administration? .

Mr. LawToN. An increase in readjustment benefits and hospital
care.” : :

Senator Lucas. Any hospital construction involved?

Mr. LawToN. No construction is involved in that item.

UNRRA, I have stated, is up $64 million, re resontingva payment
to the War bepnrtment and will reflect as a credit in the War Depart-

Surplus Property Disposal is up $47 million. -

Senator Byrp. at about that Big Inch and Little Inch pipe line?

Mr. Lawron. That is not reflected in these estimates. It is
anticipated that the receipts in that case will come in in the next year.

Senator Byrp. How much is that, & hundred-and-some million?

Mr. LawTon. $140 million, I think. '

Maritime Commission is up $31 million,

The CuairMAN. What is the reason for that?

Mr, LawroN. They had some extra heavy credits in the third
quarter in the nature of the nonrecurring items. Their rates for the
other quarters were: The first quarter, $92 million; the second, $88
million; the third quarter, a drop to $563 million. We expect them
to go back to the more normal pattern of $84 million in the fourth
quarter,

The War Department Rivers and Harbors up $42 million. That
is & seasonsl increase in public works. )

War and defeuse items, up $385 million. $292 million of that will
be payments to miscellaneous receipts, and there will further be a
payment of a considerable sum to the Commodity Credit Cor-
poration for supplies for eccupied areas which has been reflected above,
as an increased receipt to Commodity Credit. It is an offset in here.
Commodity Credit buys certain supplies for the War Department.

Senator Lucas. What do you mean by misgellanecus receipte—
$292 million in miscellaneous receipts? ’

Mr. LawroN. That is in your revenuo picture. It is a part of your
$42.56 hillion revenue. It represents in this case one item of pay-
ment for services rendered in India and China te the War Department,

. which were liquidated by the Office of Foreign‘Liquidation through

the transfer of surplue property. The War Department will pey
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foreign liquidation for that surplus property and the mouney gocs
into miscellaneous receipts and is in the receipt estimate.

It is & wash transaction so far as its effect on the surplus.

The Atomic Eneggy Commission, $10 million increase.

Reconstruction Finance Corporation, an increase of $208 million.
That is primarily due to heavier REA withdrawals to GI loans, the
guaranteeing of GI loans on purchase of housing, the Philippine loan
and some reduction in their surﬁlus progerty receipts.

Senator Tarr. This Atomic Energy Commission, is that only for
half of the year, that $150 million?

Mr. LawroN. That is correct. It was carried in the War Depart-
ment for the first half years.

Senator Tarr. That would be equivalent to $300 million for the
entire year, that expenditure.

Mr. Lawron. Yes.

Senator Byrp. In 1948 it is more than that, is it not?

Senator Tarr. It will be $450 million in '48, or $500 million; they
spent only $450 million.

Mr. Lawron. The estimated amount for the War Department for

" 1947, for the first half year, for atomic energy, was $179 million, so

e

this represents a total of $329 million for that purpose; $179 million

was oxpended by the War Department ahd $150 million by the Atomic

Energy Commission,

Senator Byrp, Why is it larger in the fiscal ycar 48?7

Mr, LawTtoN. In this trans%ar and in giving the Atomic Energy
Commission time to revalue some of the items in the Erogmm, there
was & delay in the current year; and they will get back to what they
consider a going rate in 1948, : .

Senator Byrp. That is going to require $500 million,

Mr. Lawton. I think that the sum here is less,

Senator Lucas. $443 million.

Mr. Lawron. $440 million I believe for next year.

Senator Liucas. The President in his message said the largest singlo
item is $443 million for the Atomic Energy Commission.

Mr. Lawron. Yes. :

In the general and special accounts, that $40 million is & projection
of rates in the closing months of the quarter in the early part of the
fourth quarter.

Senator Byrp. That is '44, you say? How much did you say it

- waa?

Mr. Lawron. $40 million for general and special accounts. There
is am increase of $23 in corporation accounts under all other cor-
porations, .

The CrairMAN. I would like to get it clear again, what you are
carrying over into 48, that you intended to take care of under your
estimate {n ’47.

Mr. Lawron. A small amount of the Atomic Energy, about half
of the UNRRA, about $50 million of the State Departmens item, and
an amount of the Treagury which I will have to furnish later. I do
not recall that figure, but it docs represent part of the lend lease
liquidation and some stock-piling expenditures which have been antici-
pated and I will furnish the figure,

Sonator Tarr. Those are what?

Mr. Lawron. Those are things that will affect '48,
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Senator Tarr. Carrying over out of '47 into '48?

Mr. Lawron. Yes.

Senator TAFr. Are you carrying back anything in the '48 budget
that is now being spent this year?

Mr. Lawion. No. There is one possibility, that is in connection
with terminal lecave payments.” We are not ready to change yet the
'48 estimates for these.

Senator Tarr. Do you mind if we carry something back? I was
thinking particularly of Commodity Credit, $833 million. Can we
not pay that this year instecad of next ydar? It is a dead horse; I
do not know why we should shift it on the '48 budget.

Mr. Lawton. That is a matter for the Congress to decide, if they
want to make that appropriation. .

Senator Byrp. I think it should be paid this year. It certainly
ou%ht not to be included in ’48.

he CrairMaN. Do you carry forward current revisions of estimates
for the succeeding fiscal year?

Mr. Law1ion. We have not made any attempt to make any revision
of the 1948 fiscal year at the present timo.

The CHAIRMAN. Are you running figures on it?

»  Mr. Lawton. The only tlsing that we have done is to moake some
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o gsltlimates, current estimates of the effect of actions on appropriation
&, . bills, i

;% The CuairmMaN. You pay no attention to increased appropriations?
T - ‘Mr, Lawron. Well, that is what I just covered.

The CuairmMan. I mean increased revenues, ’

Mr. LawroN. We have not received any revised revenue estimates
from the Treasury for ’48. )

The CraIrMAN. So that as of this time Hou are not prepared to
tostify as to whether your ’48 budget is still reasonably accurate or
whether it is out of joint. .

Mr. Lawron. The only substantial change that has been made in
any of the appropriation actions so far that would have any major
effect on it is the reduction that was made in the House on the estimate
for refunding taxes,

The CuairmaN. Which we have from now until the end of July to

e

-
gt 8

2

3 continue to work on reduction, have we not?
% Mr. LawroN. Wo cannot forecast what will be done. )
The CuairMaNn. You forecast when you made your '48 estimate.
%: You did a lot of forecasting, did you not? ) .
& ~ Mr. Lawron. That was only as to the needs for the various agencies
i gf %he Government in carrying out the functions imposed on fhem
i y law,
The CHAIRMAN, Exaog}y. ) .
: Mr. LawroNn. At an effective and minimum rate of expenditure.
* The Crairman. Exactly. In your forecasts, you forecast certain
b reductions in expenditures, did you not? o . )
fg Mr. Lawron, Well, some of those of course there were reductions
i under the current yoar expenditures.
% The Cuamman, You forecast them? | |
Mr. Lawron. Yes; that is right.
] The CralRMAN. Tixoy had not beon made at the time you made
] your estimate, had they? ! ‘
3 / .
&“fg sk m"“?‘h""%
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Mr. Lawron. No, because the appropriations were being included
in the same budget, and we were recommending appropriations which
would result in expenditures of that character.

The Cuammman. At the time you made your estimates for the '48
budget, the appropriations had not been made for the '48 budget, nor
had the receipts come in to support the ’48 budget; is that not correct?

Mr. Lawron, Certainly. : .

The CuamrMAN.*Of course, you had to estimate, did you not?

Mr. Lawron. That is right, and propose what those appropriations
should be.

The Crairman. Exactly.

Mr. Lawron. That is the purpose of the budget.

The CuairmaN. Exactly. I will ask you again, you have no
revised estimate on '48, your budget for '48?

Mr. LawTon, Thet is right.

The CHaigMAN. And you have seen, and no developments have
come to your sttention officially that would cause you to revise it?

Mr. LawroN. Well, as I said, the only action of Congress that so
far in connection with those budgets that hes indicated that any
mejor revision in en item would be the item for refunds. I am
thinking of the items of more then half a hillion dollars, and that of
course 18 o guess. If the guess is right, that means of course lower
expenditures,  If the guess is wrong, 1t mcans that Congress will
cither heve to appropriate thot money in a deficiency or pay interest
on those claims in the succeeding year.

Senator Byrp., Now there is no use of paying any attention to that,
wh_z(tit the House did, because if the refunds come in, they have to be
paid.
pl Mr. Lawron. That is correct, or pay interest on them if you hold
them up. . )

Mr. Lucas. It is o bookkeeping entry.

Scnator Byrp. That is just & bookkeeping eng{’y.

The CrairMAN, Let us take a look at that. ¢ are on an expend-
ituro basis.

Mr. Lawron. That is right.

The Cuamman. If it is estimated that we will spend less on refunds BN
in 1948 than on the original estimate, it is a logical procedure to reduce sh
that expenditure item so far as your expenditures for 1948 are con-
cerned. That does not mean to say that you might not have to
make up the lag in 1949, but if you are running your budget on an
exponditure basis it is your duty, is it not, to figure how much you
are actually going to spend in the fiscal year?

Mr, Lawron, That is correct.

The Cuainman. And if they figure out that they are going to
spend less in rofunds for 1948, cven though they have to make it
up in 1949, that reduction goes into the 1948 budget, does it not? i

Mr, Lawron, That is corrects ol

“The Crarman. Of course. .

Senator Byrp. You did not figure that out, Tho House did that.
~ Mr. Lawron, I said that is the major change that has been made
m the action on a;ipropriution bills so far; the major reduction,

Senator Byrp. There was no revision of your estimato. i

e T

s e

£,
B
Mr. Lawron., No; we made no revision; that was done in the =
House bill. It is now ponding before the Senate committee.

80805 47~~—11 - ]
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Senator Byrp. Let me ask you about this comparison of the
third and fourth quarter. The third quarter expenditures were 10.6.
If you take the 930 million off, that makes it 9.7.

r. Lawron. That is right.

Senator Byrp. And then the estimated fourth quarter is 12.1, The
difference between the two is 2.4. I made a rough addition here.
And it seems that you have added to about 2.4 billion, and taken off
663 million, which makes a net there of 1.7, and #here would still be
about $700 million difference between what you cstimate you are

oing to spend in the fourth quarter, as compared to the third quarter,
hat is unaccounted for.

Mr. Lawton. The items of reduction where the fourth quarter will
be less are about 1.7 billion. :

Senator Lucas. May I ask a question, Mr, Chairman, of the witness?

The CHAIRMAN. Surelgr.

Senator Lucas. You have been interrogated here on certain facts
that have gone into this budget and whether or not you have seen
nnYthing at would cause you to revise the budget downward.

will ask you whether or not, if you know anything about or if

Kpu have watched—the Budget Burcau has watched & number of

ills that have been introduced hore into the Congress of the United
States, which seek huge apmpriations for the fiscal ycar 1948.

For instance, I am thinking about one bill that came out of the
Agricultural Committee, introduced by Senator Langer of North
Dakota, secking $315 million for a bonus to wheat and corn farners
throughout the country. That passed the Agricultural Committae
a2lmost unanimously. Only two members voted agammst it. Tt is
now on the calendar,

Do you know about that, or would you consider that in any wa¥?

Mr. Lawron. We have considered generally only those bills on
which the committees have requested reports and where in connec-
tion with those reports estimates of costa were involved. We have
generally not made a complete survey of all bills introduced, because
we have only done it in connection with those bills where the com-
mittee has asked for reports. ’

Senator Lucas. I merely mention that along with a couple more
bills that are pending before the Civil Service Committee, of which
Senator Langer is chairman, whereby he secks millions of dollars in
more retiremont privileges.

Then I am thinking about a bonus bill that has been introduced
in the House to {)a all World War soldiers, which will take eight or
nine billions of dollars; and I am just wondering whether or not, if
you are going to look at one trend, you are justified in looking at
another trend, in view of the tramendous number of bills that have
been introduced here despite this so-called cconomy wave, which, if
we went through with them would certainly throw the economy out of
the window. And if you are going tq look at the:n one way it seems
to me you would be Perfectly justified in following these bills, not on
the theory that all of them are going to pass perhaps; but merely for
purposes of budget speculation,

I heard one fellow aaY on our Agricultural Committce that he
would spend a billion dollars if necessary to support prices, so far a8
he was concerned, and he does not belongfto my party.

@
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It does scem to me that those are the things that we have to take
into consideration in the question of this budget for 1948, if the
bills are coming out with any likelihood of being passed. ,

I do not say that I am for them. I voted against this $315 million
as being a raid on the Treasury, but, nevertheless, it is there. It is on
the calendar and will pass the Senate with that solid Democratic and
solid Republican bloe in there for it.

Senator Tarr. You do not count if it is contrary to the policy of the
President. .

Mr. LawroN. We have only made estimates in this budget es to
items which were proposed in connection with the budget.

As to other legislation where a committee has asked for a report,
and in that report the cost figures have been involved, we made at-
tempts to got the best estimates of costs that can be furnished.

Senator Byrp. You do not include that in the budget estimate until
some bill is passed?

Mr. LawroN. We do not include it in the estimates until we are
prepared to make or propose an appropriation for that purpose.

Senator Byrp. Will you give me those figures again, the figure
about the increases of the fourth quarter over the third quarter.

Mr. Lawron. The total of the increases?

Senator Byrp. I have a rough figure here of 2.4 billion.

Mr. Lawron. The increases are about 3.2 and the decrease, 1.750,

Senator Byrp, Increases 3.27?

Mre, Lawron. Yes.

Senator Byrp. Do you mind calling those off?

Mr. Lawron, 300 million, 140 mﬁlion 528 million, 212 million,
497 million, 205 million, 183 million, 23 million, 21 million, 44 million,
15 million, 25 million; 67 million, 112 million, 57 million, 64 million,
47 million, 31 million, 42 million, 385 million, 10 million, 208 million,
23 million.

Senator Byap. Your total there is 3.2.

Mr. LawToN. Yes.

Senator Byrp. Then the deductions—those are about 1.5?

Mr. LawTon. 1,750.

Senator Bynrp. That makes just about the difference between the
two,

Senator Tarr. May I ask this: I was not here on the credit of the
United Kingdom. There was nothing drawn before this fiscal year,
was there? That, is the first that is the complete draft on the British
loan of a billion nine. So far as I can find in the budget, there was

nothini »

Mr. LawTon. I believe that was it.

. 28{3)1'11:1&}01' Tarr. Have you any reason to think that the estimate of
.2 billion
- Mr. Lawron. There was nothing drawn bofore 1047.

Senator Tarr. The total, I think, was $3,750,000,000, so that
leaves $1,850,000,000 more, Do you have any reason to thinkthat
this stimate of $1,200,000,000 for the next fiscal year will be larger or
smaller? Is this a smrmunent acceleration of the original plan

Mr, Lawron. I have no information on that, Senator. As I
stated, we had rocoived ihformation as to what they would draw in
the last quarter of this year, but we have received no information as to ,
any change in their plans if any is contemplated for the next fiscal year.
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The Cuarrman. I would like to make it clear again, you do not run

nnK/Imdependent check on revenue? ,
r. LAwroN. No; we do not.

The CuamrmaN, You take that entirely from the Treasury.

Mr. Lawron. We do furnish the Treasury with the estimates of
miscellancous receipts but not the taxes estimates or the customs duties
or any of those.

The CrairmaN. The over-all figures which are supplied to you by
the Treasury are accepted as they are;is that correct?

Mr. LiawTon. Thatis right.

The Caairdan. How much did you miss your budget estimate for
the fiscal yoar 19477

Mr. LawroN. From the original?

The CuairmMaN. Comparing the original with what you now believe
will be the results at the end of the year, how much will you have
missed your budglgt estimate?

Mr: Lawron. The original estimate for the fiscal year 1947 which
was contained in the budget document in January 1946 was 31.5.
The present estimate is 42.5. :

1 might say that that estimate had been revised in connection with
the budget summation last year, last August, and it was revised in
the January budget.

The CuairmaN. What will your surplus be at the end of this fiscal

year? ‘

Mr. Lawron. $1,250,000,000.

The Crarman. $1,250,000,000?

Mr, Lawton. Yes.

The Cuatrman, And what was your predicted deficit,?

Mr. Lawron. The original estimate was 4.5 billion.,

The CrairMAN. And the ori¥inal estimate you predicted a deficit
for the fiscal 1947 of 4.5 billion '

Mr. Lawron. That is right.

Tl(l)g CrairMaN. And you will wind up with a surplus of $1,250,-
000,000, .

Mr. LawtoN, Yes. Those estimates have been revised twice in
the intervening period.

The CrairMAN. As of the present time, from the time of your first
estimate, you have missed it $5,750,000,000; is that correct?

Mr. Lawron. That is the difference between expenditures and
receipts; yes, N

The CratrMAN. A total miss of $5,750,000,000; is that right?

Mr. Lawron. Yes.

. The CrairMaN. Secretary Snyder this morning estimated that with
the surplus of this year plus the surplus of next year we will have
available about 2.6 billion dollars for debt reduction durin%) the 2
fiscal yoars. Have you any reason to beliove that it will bo any
different than that? : -

Mr. Lawron, Those figures represent the presont estimates of the
surplus for the 2 years; and from that source, that is the amount that
will be available for debt reduction, ,

Of course, during the current year a reduction was made in general
fund balance, and the debt was reduced. .

. , ,
;

I[/
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The CaairMAN. Do you challenge in any way the validity of the
Secretary’s estimate that at the end of fiscal 1948 that we will have
applied, roughly, 2.5 billion dollars?

%\/Ir Lawron. Of surplus.

The CHAIRMAN. To the national debt, consisting of, roughly, a
billion and a quarter out of each of the fiscal years 1947 and 1948.

Mr. LawroNn. No; I do not challenge that, sir.

The CrAIRMAN. You do not challenge that and have no reason to
challenge that?

Mr. Lawron. No.

The CHAIRMAN. Are there any further questions?

We thank you very much for coming.

We will recess and resume at 10:30 in the morning. We will have
tomorrow Mr. Levy Smith, president of the Burlington Bank of Bur-
lington, Vt., and Mr, John W. Hanes.

(At 4:30 p. m., the committee recessed, to reconvene Thursday,
April 24, 1947, at 10:30 2. m.)
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THURBDAY, APRIL 24, 1947

UNITED STATES SENATE
ComMITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to adjournment, at 10:30 a. m., in
room 312, Senate Office Building, Senator Eugene D. Millikin, chair-
man, presiding,

Present: Senators Millikin (chairman), Taft, Bushfield, Hawkes,
Martin, George, Connally, Byrd, Johnson of Colorado, and Lucas.

The Cuairman. Come to order, please.

‘Mr. John W. Hanes. Will you be scated, please, Mr. Hanes?
Would you mind stating your full name, your present occupation,
and tell us something about your past oxperience?

STATEMENT OF JOHN W. HANES, CHAIRMAN OF THE BOARD
OF TRUSTEES, TAX FOUNDATION, NEW'  YORK, N. Y.

Mr. Hanes. Senator Millikin, my name is John W. Hanes. I am
chairman of the board of trustces of the Tax Foundation. This is
a nonpartisan research organization which has been studying, over
the past decade, the impact of taxation upon our national ecconomy.
However, the views I oxpress are my own. I am appearing here today
in response to a request from the chairman of your committce.

I ap&oared bofore the House Ways and Means Committee in support
of H.R. 1. Subsequently, in lotters to the chairman of this committee
snd to Senator George, the ranking minority member, I made certain
calculations as to the probable size of the T'reasur¥ surplus at the
end of tho fiscal year June 30, 1947, Those estimates varied somewhat
sharply from tho official estimates that had been made up to that time.
_-You will recall, for example, that the President’s Budget message
inJanuary had predioted a deficit of $2.3 billion at the end of the 1947
fiscal year, Secrotary Snyder began by beiug{gquaﬂy pessimistic but
has gradually uPped his figures since. On Tucsday, tho Secrotary
admitted that thore has been a radical change in tho situation; he
would concedo, however, no more than that a surplus of $1,260,000,000
wag.in prospect. )

Now, what doos this argument over the size of the prospective
srplus really mean? How s it relovant to H, R. 1? Thisisa sxmplg
declaration of Congress recognizing that, since our unprecedenteo
expenditures for war had now ended, the taxpayer was entitled to a
broak for his equally unparalleled sacrifices,

. As & monns to this ond, a straight-across-the-board cut was proposed.
The mensure, as 1 sce it, merely intenda to recognize a situation which
needs rolief; it is in no senso a permancnt revenue bill designed to
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162 INDIVIDUAL INCOME TAX REDUCTION

balance Federal income with outgo or to outline the sources of tax
revenue for the peacetime era ahead. That will come in due course
when Congress begins to study permanent and long-range fiscal policy.

Tax reduction and debt reduction are practical when a surplus comes
within view; they are meaningless while deficit financing proceeds and
while inflationary forces continue to be powerfully at work, as has been
the case during tho past decade.

My approach to the problem has not been on an “cither or” basis;

, that is, that we must choose between one or the other course, debt
reduction or tax reduction. My position has been that we could have
both, that the Treasury surplus will be sufficiently large to provide
effective taxpayor relief :mdp to make at tho same timo substantial
reductions in the Federal debt—I am assuming of course that Congress
will proceed with its present plan of reducing the executive budget
for 1948. We should not lese sight, however, of the great importance
of holding to a minimum every appropriation for the balance of the
fiscal yoar 1947. :

The problem this committee faces is far larger than a mere technical
debate over fiscal policy. In tho action you take, you must weigh not
only effects upon future Government revenues but the economic con-
sequences incident to every change in taxation, no matter what cco-
nomic groups may be affected. It hgs been a long timo since the Gov-
ernment was oven willing to think in Eerms of subordinating its wishes
to citizens or taxpayoer interests. That time, it scoms to me, now
has arrived, and the quicker we face up to that fact, the sooner our
oconomy will rest upon a substantial and permanent foundation.

I have urged speed in enacting tex reduction for reasons which
every passing day not only confirins but makes doubly imperative.

he more promptly the question ean be acted upon the more positive
will be the constructive cffects upon business and our national ccon-
omy.

Many cconomic experts currently feel that our existing high-level
production is at n critical point.  Our maladjustments seem to grow
worso rather than better as prices and wages seem rewdy for another
inflationary turn. The President consults his Council of Economie
Advisers, and then calls upon business to reduce prices.  1f prices do
not come down, he says in effoct, then labor is justified in asking
higher wages. Instantly inflationary pressures sare increased as a
new wage-price struggle impends.

It is a mistake to agsume that, in these contests, the Government
is & more outside observer, acting in a detached way as the public’s
representntive. That is not the case. While labor and industry must
carry their fair share of the blame for our present situation, primar
respounsibility must be assessed against the Government itself. We
must not overlook the fact that, in the fixing of prices which the
public is called upon to pay, in recovering the mounting costd of
production, one of the most important factors is the cost of Govern-
ment services, expressed in tho form of taxes, which is compounded
into the price of goods nnd serviees which thé public buys,

Thoe CnairmMan, You aro suggesting that we lowoer the price of
government?

Mr. Hangs, Yes, sir; almrrly. o

If we roally moan to go about reducing the price lovel and eancol
out somo of our wartime cxcesses, then lot us begin at the point
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where Government assistance can be most effective. This is in
cutting the high cost of government itself, which today is a basic
element in cvery price tag and in overy hourly pay schedule.

I would like to introduce at this point a graphic picture of the
rise in some prices since 1939.

You will note that is 1939 compared to 1947 prices in manufac-
tured products the increase has been 70 percent; in clothing, 77 per-
cent; in food, 93 percent; in Federal Government, 371 percent.

(The chart referred to is as follows:)

THE HIGH COSTofLIVING

1939 PRICES & 1947 PRICES

. :\5:"“.3 : ‘.{ TO9% mncrease

10
MANUFACTURED
PROPUCTS

cLomhinG 77 % Ncrease

Mr, Hanks, Wo hopo prices will come down, all prices, including
prico of Federal Government, which as you will note has rison 371
porcent in thie period,

Wo aro apt to forget that the Foderal Government is only ono part
true, & major part, of this particular problem. Out of a total national
incomeo of $176 biilions, the American people are paying out for gov-
ernment ot the Stato and local, as well as Foderal lovels, the staggering
total of 862 billion,

Bonator MartIN., Do you have the brenk-down of how much of it is
for local lovel?

[
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Mr. Hanes, Yeos, sir, Senator. It is about $11 billion at the State
and local lovels, and about $42 billion at thoe national lovel.

The CuairmaN. That {figure of $52 billion exceeds our total na-
tional income during a part of the depression period of the thirtics,
does it not?

. Mr, Hangs, Yos, sir; it docs,

I might say, Senator, there, parenthetically, that it compares with
the highest peacetime year of taxation that I remoember, which was,
I beliove, the year of 1938, whoen we collected at that time $6,242,000,-
000 in taxes, but that was not all tax revenue. It was the revenue
that some day must bo-paid back in the form of social socurity and
old-age pension bonefits, which I beliove in that budget amounted to
$720 million. So our tucal tax collections in the highest peacotime
year prior to the war was about $5,550,000,000.

This is a back-breaking chargoe that must be met before any tax-
Fuyer has a single dollar to spend for his own account. It is a prior

ien on the whole productive energy of the American poople. If we
cannot reduco the tax charge at a time when busincss activity is at
the highest level in the Nation’s history, wo know perfectly well it
will not be reduced if business begins to slacken um; unemployment
mounts.

We must start now, it seems to me, to prepare against such adverse
developments. The problem is not only financial and economic; it
is psychological. Down in North Carolina, where I come from, we
found out a long time ago that we could get more work out of a mule
by coaxing than by beatin%. A bag of oats gets botter results than
a whip. Lot us apply this homely adage to our present tax situation.

Our Fedoral debt today is equivalont to $6,800 per family. In
1040, only 7 years ago, it stood at $1,200 per family. In 1930 it was
$050 per family. After World War I the Federal debt reached its
then peak for all time of 81,070 per family.

The history of the repayment of all great national debts contracted
during war periods shows that reduction is brought about by the
creation of now wealth through production. Essential olements in
the creation of now wealth are (1) incentive to those who assume the

. risks of building new business entorprises; (2) hard work by all classes

of tha population; and (3) thrift which makes possible the building of
now homes and bottor livingl.

It is for this reason that I have said that the question is far larger
than “which should come first-—debt reduction or tax reduction.”
Earnest and intelligont people have been confused over an argument
that has been blown up, out of all proper proportions, in myhopimpn.

The gencral feeling that the debt must be reduced during this ][;onod
of prosperous business is most wholesome, I heartily agreo. But to
attempt to pay off debt without relioving tho taxpayer of at least a
part of his excessive tax burden is wrong. It will defoat the very
purpose we are trying to achievo.

Lot me illustrate how this problein affects businces as I saw it work
out somes yeors ago.. i

In order to entor a new busincss requiring a total capital of
$1,160,000, three men put in $100,000 each, and borrowed $860,000
from a bank in their local community at 8 percont intorest.

Bafore embarking on this new venture, oach of those men, lot us
aasume, had net income from outside sournea of $20,000, plus intorest

;,
k4
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of $2,600 from a safe investment of his $100,000. At today’s sharply

higher income-tax rates, their spendable income after taxes would
have shrunk to $14,250, )

Mr. A Mr. B, Mr. C. Total
Hefore entering now business:
Not ineema front outslde soureo. ... .ooooooooon... $20, 000 $20, 000 $20, 000 $00, 000
Interest from Investment, $100,000... . ............. 2, 800 2,800 2,500 |« 7. 600
Totalnot Income ... ......... ... ... ......... 22, 500 22, 500 22,800 07, 500
| PERRTY FUTTE 22 811 | RN 8 1 LW} 8, 241 b1 ]
Spendablafncome ... .. reeeeaeaan 14,259 14, 250 14, 250 42,777

The new business was expected to, and did produce a 12-percent
return.  The three men paid off their bank loan in less than 6 years,

tho business prospered, and a healthy and happy little community
grow up around the plant.

Here is the same situation as it would oxist today.

Mr. A Mr. B Mr. C Total

1. Income from business nsanning 12-percent return. ... $46, 400 $46,400 846, 400 $139, 200
2. Less (nterost on bank Josn at 3 percent.............. 8, 000 8, 600 8, 600 28,

3. Net income from businoess g 37,800 37, 800 37, 800 113, 400
4 Assumption: Not income from outside sources 20, 000 20, 000 20, 000 60, 000
5, ‘Total not fucome

87,800 87, 00 87, 800 173, 400

Let us assumo that and soe how much better off he is after having
taken the risk, and so forth.

Mr. A Mr.B Mr, O Total

6, Tax on $87,800 (tux hracket of 71,25 porcent or effoce
tive tax on tho $67,500, of 83,70 POreont) .cveeveene - ﬂll_. 0.“, _m,mo i, 930 803, 108

1, Income aftor tax

................................... 20, 104 20, 764 26,764 80,202
8, Paymont on bank loan at amount to give same

spondable fncomo ns it they had not gone into

DUSLO0ES. .o e o cnemeumneransseseannernssenssansneans 13, 808 12, 08 12, 605 87,018
9. Bpondable income.wecuanins tessscarancnanasnn seseecs 14,35 14,35 14, 350 am

Aftor paying intercst on his share of the $860,000 loan, cach man
would have net incomeo (including his income from outside sources) of,
$67,800. After paying his tax of $31,036, he would have left $26,764.
Lot us assumo that each man was willing not to increase his acalo of
. living, but to keep his sPexulublo incomo at the same lovel as beforoe

entoring this business. He could then pay back $12,605 each yoar on
his loan, At this rato it would take 23 ycars to repay the bank loan.
. No bank in the United States would make such a loan today. i

Thus aftor a quarter of & century, each man will have built up his
equity in the business, under the fnl\owing circumstances:
l; by risking $387,000 of his capita; L

2) by being content not to increase his scalo of living for 23 years;
an¢

(3) on the very optimistic assumption of an annual return of 12 per-
cent for overy one of the 23 years.
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It was this combination of opportunity with the ability to obtain
adequate capital that made possible the unprecedented development of
our whole country. Vast as that development has been, particularly
in new industries, the surface has barely been scratched. But thut

ropcam will come to a halt, indeed to a dead stop, if some of the tax
arriers damming tho flow of fresh capital are not removed.

Before I leave this particular phase of the subject, I should like to
touch upon one question which has been raised: Would tax reduction
pr%eosed in H. R. 1 be inflationary?

o must consider tax reduction as only one part of a three-phase
fiscal program. The other two phases are expenditure reduction and
debt reduction.

The fact that tax reduction is accompanied by debt reduction
effectively meets the argument that tax cuts would be inflationary.
After all it is the net effect of the Government’s fiscal operations
which counts. When the Government takes more money away from
the people than it pays out to them, and has a surplus to retire debt, its
operations are not inflationary but deflationary. That is what the

overnment is doing now, and that is what 1t will be doing after
H. R. 1 is passed. This is true, however, only so long as Congress
adheres to its program of cutting expenditures,

It is true that people will have more to spend if their taxes aro cut.
On the other hand, the Governnient will have less to spend by the
same amount. There will not bé any more money in the aggregate to
spend. People will be spending their own money for a change,
instead of having tlte Government spend it for them,

The CuairMaN. Yesterday we noted an argument - which Mr.
Snyder had made to the effect that the income-tax reduction would be
inflationary, and therofore that there should not be any income-tax
reduction. The point was made by a member of the committeo that
it is morally wrong, except for proper revenue-raising purposes, for
the Government to take money out of the taxpayers’ pocket on the
(tilmory that it knows how to spend his money bettor than he himself

oes,

Do you agree with that? :

Mr. Hanks, Most heartily I do; yes, sir. I think it might be well
for us all to read the request mado by the State of Indiana to the Fed-
eral Government, I believe they petitioned the Congress to stop
mkin? so much of their monoy out of Indiana, and leave some of it
back home, as they felt they could do a better job of it than the Fed-
eral Governmont could.

- T think we might say it would be a good thing for the other States
to do the same thing.

In another sense, also, the arFument that tax cuts would he infla-
tionary overlooks major considerations. The buying power of the
vast groups of the population has been cut by price incroases, TLabor
demands higher wages to compensate. Yot higher wages mean atill .
higher prices, and a further increase in prices myst be avoided. Tax
reduction to restore individual buying power helps people to keep
abreast of living costs, and thereby contributes to price stability.

Finally, T would say that while we should resolutely fight against
further inflation, wo must also avoid the opposite extreme of monetar
d=flation introducod by too much or too rapid debt retirement,
There are now signs that the inflation has mabout run its course.
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the economy is ready to turn downward, a further argument is pro-
vided for balancing debt cuts with tax cuts.

For all these reasons 1 believe the elaim that this program would
be inflationary is without merit. It may be an exeuse but it is cer-
tainly not a valid reason for opposing tax reduction.

The next question is whether the program of tax reduction embodied
in H. R. 1 is a good program or whether some other would be better.
1 think it is a good program, first,.hecause it is in an amount that we
can afford and still retire debt.  Sccond, because it makes the same
pereentage cut for all taxpayers with the exception of a larger cut for
the lowest brackets and a smaller cut for the few persons in the top
brackets.

Suppose you were offered $1 for your first hour's work, 75 cents
for the second hour, 40 cents for the third hour, and 15 cents for the
fourth hour; how long do you think you would work? Yet this is
essentially what we ask the men who guide our industry to do when
we levy taxes under the present schedule,

The Cuamman. That downward progression that you refer to
there comes about through the upward progression of income-tax
brackets, does it not? :

Mr. HaNgs, Yes, sir, a very sharp progression.

There is still another misconception regarding the tax-reduction’

method proposed under H. R. 1 that is in need of clarification. This
is the proposal for across-the-board reductions. The argument is
made t{mt this benefits the larger taxpayer more than it does the
small taxpayer. By examining the chart which I submit herewith
to the committee, you will sec that the reductions proposed maintain
exactly the samo relationships between different levels of income as
under the present law. .

In other words, to give a simple example, a man who has an income

of $2,000 per year, compared with a man who has an income of $50,000
or year, you would think he should pay 25 times as much tax, o
oes not. The man with $50,000 a year pays 67 times as much tax
illmll%r the present law, and he will pay 67 times as much tax under
1, R 1,

The Cramman. That relationship will be preserved no matter
what the percentage of reduction, so long as it is a flat across-the-
board &)erconta ro tax reduction; is that not correct?

Mr. Hangs. l’Yes sir; that is correct,

The CramMAN. Has it not beon the dream of tax people for a gen-
ora] revision of the tax law one of theso days that would ostablish an
squitablo tax structure, and that from that time on we could raise or
decreaso our revenues by the expedient of a flat percentago incroase in
taxos or a flat porcontage decrease? Has that not beon the ideal
toward which we have been striving?

Mr, ITaNgs. Yes, sir.  Wo bave never been able to attain it be-
cause thore has beon varying viewpoints as to what should be done at
difforont levels, and therefore we have gotton our present levels grossly
distorted,

"tll‘lm Cuatrman. That of course assumes an equitable base to start
with, .

Mr. Hangs, That is right.

I'have hore a table which I would like to submit,

’
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(The table referred to is as follows:)

INDIVIDUAL INCOME TAX REDUCTION

Ralio belween taxzes paid under present law and under H. R. 1 atl various income

levels
$2,000 taxablo | $56,000 taxable { Ratlo between
{ncome income taxes patd
Tax under progent IW. ... ccoiriiiii i *... $380. 00 $1,045.060 2,73
"Tax under B Ro Lo soornneoloil oIl 304.00 '836.00 2.7
$3,000 taxable | $10,000 taxable | Ratlo hetween
tucome income taxes pald
Tax under prosent IaW. ... ..o.oviiniicanr i $1,045.00 $2, 508. 00 2.40
Toaxunder 3. Ro e iieiiiaciiiicienniintnans 838,00 2,008, 40 2.40
$10,000 taxablo | $20,000 taxable | Ratio between
income fncome taxcs paid
Taxundar present JaW. . ....niimieiiiiniiinae e $32, 508. 00 $6, 897,00 2.78
Tagxunder LR Lo oeiiiiiinciiciriorenreeniacnenrans . 2,008, 40 5, 517. 60 2.7
$20,000 taxable | $30,000 taxablo | Ratio botween
income {ncomo taxes paid
Tax under LU TL R PPN 44, 897,00 $12, 850.00 1.82
Taxunder H. R Lo ciiamaiiorinnneecnancnanas tovnonnn 5, 817.60 10,047.20 | . 1.82
N $30,000 taxable | $40,000 taxablo | Ratlo between
{ncome income taxes paid
Tax undor Presont JAW. ... .o.ovircirmiiiariincnaaane $132,550.00 $18, 783.00 140
Taxundor I, Rob.eeeennaen... Neeusaneransovan PO, 10, 47.20 18,002, 40 . L4
$40,000 taxable | $50,000 taxablo | Ratlo hotween
income {noome taxes pold
Tax under Prosent AW, ..c.ovvannvmeenunee enenens cevnann $18, 763, 00 835,479, 00 1.3
Taxumder Ho R 1. ovueirieniiavornranrnsunnscansnnas 18,0032, 40 20, 383, 20 1.8
TR
$2,000 taxable | $50,000 taxable | Ratlo hetween
{nooine {noomo taxes pald
Tax under prosont IAW...quciveenranranariesianvacananas $380, 00 $28,479.00 67,08
Tax under H, R.1....0. ARSI 304. 00 20, 383, 20 on.08

Mr. Haigs, The theory of “ability to pay” which undorlics and
justifies our income-tax schedules has been abused. For instance,
under the Rovenue Acta of 1036 and 1038, our concopts of taxation
were changed from revenue-raising purposea to tho use of taxation
for social ends. This was based on a socialistic philosophy and has no
place in the tax systemn of our capitalistic economy. .

The bankruptey of this policy should be evident. Income taxes
have now been scaled u‘ﬁ)mgreasiwly to the point where they provide
virtually 75 percent of Treusury revonue, is fact alono ontails the
most far-reaching consoquonces which are worth examining.

When a position is reached where the Covernment is complotoly
dependont upon one main source of revenup, in this coge the income

D

tax, that source of revenue tonde to becomo, as far as the Troasury is
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concerned, the most indispensable of all taxes. When business slack- -

ens, Treasury revenues will fall rapidly.

Similarly, there develops a fixed relationship between the financing
of Government spending, proceeding at an unprecedented rate, and the
income-tax rates required to sustain that spending. In other words,
the greater the spendingi, the greater the necessity to justify the
confiscatory surtax rates levied primarily against the business groups
of the country, The result is that the time never arrives when it
becomes possible to make voluntary reduction in such rates. Always
the argument is made that the lower-income groups should receive
preferred treatment, a viewpoint which is designed to receive wide-
spread politieal support.

Next let us turn to the incquity of this situation, as reflected in tax
yields to the Treasury. Here we find how completely the existing
surtax brackéts have sucked dry almost every available dollar that
can be obtained from the higher incoine groups.

How much revenue woulf the Treasury actually lose if all income
tax receipts on income over $100,000 were segregated from general tax
revenues?  The answor is $877 millions. In other words, the surtax
rates long ago passed the point of diminishing returns and became, in
fact, purely punitive levies against woalth as it is expressed in the form
of income, or against the country’s managerial capacity employed to
direct our industrial enterprises.

Senator Tarr. This figure of $877 million applies to all income over
$100,000?

Mr. Hanes. That is correct. That is the income tax.

Senator Tarr, The $100,000, people who have more than $100,000.

Mr. Hangs. That is the income tax receipts derived from all people
in the United States having an income of $100,000 or over.

Senator Tarr. That is what I wanted to know, whether that figure
included the income of all persons who had more than $100,000 or
whether you took the $100,000 out. What you say is income tax
roceipts on income over $100,000. That would be hard to segregato,
or have you segregated it?

Mr, Hangs. I do not think we have sogregated that, Senator. Wo
took those figures right-out of the House figures; 1 think that were
" submitted to the Houso.

Senator TArr. You would say this $877,000,000 was the tax on all
persons, the total tax on all persons having an income of more than
$100,0007

Mr. Hanes. Noj; this is the tax on income of $100,000 and moro,
no matter what particular bracket it falls in after it oxceeds $100,000.

Sonator Tarr. After it oxceods $100000. :

Mr. Hanus. That is the tax on incomo ovor $100,000, .

Next, lot us see how really discriminatory theso surtaxes are and how,
a9 o result, they fail of any revenue-producing purpose,  As a tnatter
of fact, theso rates are now so high that if all income above the $50,000
lovel wore actually conflseatod over what is now left after the payment
of taxes, tho total sum aceruing to the Government would be only
$382,000,000. In other words, if the surtax bracket were now raised
to a full 100 percent aftor the $50,000 lovel of income, the incrensed
tex roturn to the Government would be mmuf;h to run the Government
ahout 3 days, That shows, I think, how little still remains for the
tax colleetor to get from our present high income groups,
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Now, I want to make myself nbsolutely clear. T am addressing
myself to one particular phase of this question; the taxation ability
and energy; in other words, the tax on earned incomes. I am making
no plea for the rich. What I do protest is a foolish and dangerous
discrimination against those with managerial ability, which has no
cconomic justification, and rests solely upon a mischievous class
consciousness..  What I protest is not a tax on wealth or income but
a tax on brains, a sLuYid levy against the know-how and the managerial
experience that are the Nation’s greatest assots.

he enactment of H. R. 1 by the Congress in no way precludes a
thoroughgoing revision of our entire tax system. Therefore, 1 support
wholeheartedly the program of cutting spending to the limit ns voted
by the Congress, of cutting taxes as proposed by H. R. I, and of apply-
ing to debt reduction the surplus that will result therefrom.

The CuairmMan. Mr. Hanes, do you agree with the stiftement of the
Secretary of the Treasury that a tax reduction at this time will not
stimulate incentive and production because rll of our materials and
produets are being used to the fullest extent?

Mr. Hanes. 1 do not agree with that, Senator. It may be per-
feetly true that those facilities that we have at the moment ave being
used to their fullest extent, commensurate with the amount of labor
at hand and the amount of materials at hand. That may be true.
In some cases it is not true; in some other cases it undoubtedly is.

Senator Tarr. It is true that a good many of these will have to be
Ireplaced by new kinds of enterprises as this extraordinary volume

ets up. .

Mr, IIanes. I was going to say that there are so many places in
tho economy where these needs require rejuvenation, where we need
new achinery, new equipment. You will understand that for a
period of 5 years most of our industrial enterprises have been hard
at work producing war materials. Those industries which formerly
produced the so-called consumer goods had converted their plants
to war material, They have used those machines at the very top-
most speed, running them 24 hours a day without ability to replace
machinery through their normal ox;lmm iture of their depreciation
account during the war period. That nachinery has got to be
replaced. The expenditure of a lot of money by industry is neces-
sary not only to build and buy equipment for new produets, but for
the building of their old line production as it was going on prior to
the war. ~

The Cuairman. That necessarily must be a continuous process.

Mr, Hangs, That is right. "And I maintain that unless & man can
make some provision for the future and understand what his burden
is going to be, and what the compensation is g‘ming to be to him, 1 say
you are going to bring to a dead standstill all the business engorpriso
in this country that is dependent upon the building of new plant
and new machinery, and the expenditure of money for the henvy and
durable-goods industries, which is required to keep our economy going
on an even keel, -

The Cuairman. Have you made any studies as to the investment
plow-back, the annual investmont plow-back :that will be required
to maintain at a atatic lovel an cconomy which provides now 175 or
180 billion dollurs of national income a yoar?
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My, 1TanEs. Yes, siv, and one thing more. In order to provide
also the tools and the equipment and the machinery necessary to put
the boys and girls to work who are cach year becoming candidaies
for jobs, will require the investment of about $8,006 1o $10,000 of
invested capital to put each one to work and keep him at work.
And in the history of our economy, whenever we have fallen short of
pumping back into the economy enough equity capital to take eare
of those people who are entitled to jobs, each year we have run into
depression and unemployvment, beecause of this failure we have failed
{o inject into the economy the required amount of money.

The Cuammman, How long do you feel, NMr, Hanes, it will take for
tax reduction bill to have its effeet on our economy?

Mr. Hanes. Well, Senator, before the House, the Sceretary of the
Treasury made the statement, and as T recall I think be said 1t would
take 18 months. 1 notice in the transcript as it was corrected it
appears now as 12 months.  He said it. would take about 12 months
to get any real benefil out of a tax rednetion.

Now, my own opinion is that it will take a good deal longer than
12 months. I think he was nearer right before he changed it. 1
think we probably should say 18 to 24 months, because bear in mind
the things that will happen 2 years hence must in large measure be
planned today, and if your business people have no hope of profit and
80 not get real encouragemént from you gentlemen right here in
Washington, business may not stop because we all are confronted by
necessity, but it will certainly be slowed down. We will never be
able to maintain this economy on any 180 billion basis as it is at the
moment. :

The Cramman, The point is, as I assume, that you cannot wait
to pass such a bill until you have the immediate need for the help
that it can provide. You neccessarily must pass it from a year to a
year and a half in advance of the tilne that you might need its aid.

Mr. HanNks. And, Senator, I think you have to pass the bill when
men’s minds are not distorted. Men will not act the same way in a
dopression period as thoy will act in a more normal period. ¥ main-
tain that we will hardly get a tax bill passed in time to do you good
if we wait until the horse is out of the stable.

Are there any questions, gentlemen?

Senator JounsoN of Colorado. I should like to ask Mr. Hanes if
unemployment is caused by a lack of manufacturing facilities, or if it
is caused by an overproduction of goods that get on the shelves and
do not move?

My, Hanks, Woll, Senator, thoso things are all so closely related
that I do not believe I can give you an intelligont answor as to what
causes depressions. I do not believe anybody else can give you one,
either, for that matter.

‘here are so many circumstances surrounding the change in the
business cycle. All of a sudden for some reason or other in Octobor
1029, wo were hit by a maelstrom, and we were in the depression
bofore anybody knew that woe were even having an upset.

Senator JounsoN of Colorado. But your argument this morning
seemg to indieate’ that you believe that unemployment is caused by
a luck of facilities.

Mr. Hanks, Well, perhaps you do not quite understand what I am
gotting at. I will try to explain it to you moro clearly.
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What I was trying to say was this: You cannot Eut a man to work
unless he has facilitics with which to work, unless he has tools, build-
ings, machinery, eqmrment, land, and inventory, and all of the things
that are required, which we normally call invested capital. There
has to bo a certain amount of fixed and liquid capital.

Senator JounsoN of Colorado. That is becoming more certain

every day.
I\I/Kx H{NES. That is right.

Senator JounsoN of Colorado. The trond is in that direction.

Mr. Hanes, That is right. What I meant to say was this, that
to }l)ut a man to work, you have te buy a certain amount of equipment
and tools in order to give him the things to work with,

In other words, you cannot say, “Go out and go to work” with his
bare hands. He has to have tools and equipment, You have to
provide a place, and that means housing and hospitals and all kinds
of allied things that go to make up a great industry.

So it required back in the 6ld days, and I have not related this to
the present because I have not thought of doing it up to this moment,
but in the old days prior to the war, it required about $8,000. In
other words, the total number of people divided into the invested
uapi‘gal of the country showed about $8,000 of invested capital per
worker,

Whenever we fail to inject the required billions of dollars into the
cconomy that has resulted, unemployment creeps up on us before
we know it, .

So I say it is the most essential part of our economy, beeause our
cconoiny 18 based upon a big broad base of oquitiy capital. It is like
a pyramid. The pinnacle is the borrowed capital at the top. When-
over that pyrami(! gets top-heavy with borrowed capital over equity
capital, then the system will topple over.

To specifically answer your question does that cause unemploy-
ment and does that in turn cause depression, as I understood your
question-—-—

Senator Jounson of Colorado, Yes. -

Mr. Hangs. 1 will say it has a very strong influence but as I said
beforo, all of a sudden some day our shelves will be filled with mer-
chandise, your shelf at home will be full; you will not require any more
for the moment. You can stop buying and for some reason people
cense to buy, and we will be in the middle of a depression, )

I am not predicting that, hecause I hope we have learned something
by experience and can avoid these things, Tho responsibility is so
strongly upon us, upon you gentlemen right here in Washington, to
soe that that doca not happen, if you can avoid it. I do not say that
you can avoid it, I say that you can earnestly try, and 1 believe right
1woro at theso desks ig the place to begin.

Senator Connanny, Mr. Haney, is it not true that the corporate
concerns, industrics and things that '?'ou are talking about, now havea
vory hi I level of profit and income ,

Mr. Hanes. I boliove it is the highest lovel of profit wo have over
had, Senator; I believe one of the most inflationary things, and one
of the hardest things to_explain about this situation todpy. We are
all human beings, and T think wo all suffer from the same frailties,
nnd one of thoso frailtios is that wo try to got somebady olse to pay
our taxes, ‘ '
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If people in business today have been grabbing for higher prices
in my o?imou, it is because they do not know wﬁut, the permanent
policy of taxation is going to be, and they want to get somebod
else to pay these taxes. And everything we buy today has in 1t
the tax, every profit that is made by industry.

Senator ConnaLLy. Of course.

Liko every other expense that goes into the manufacture of an
article, they figure them all in.

Mr, Hanes. That is right, cvery tax.

Senator ConNarLy. Is it not true that our income, national in-
come, is greater now than it has ever been in the history of the world?

Mr. Hanges. I believe it is, sir.

Senator ConnaLLY. You believe it is? Do you not know it is?

Mr. Hangs. No, it is not, because it was 190 billion, running about
188, I think it has come down alittle. But it is running at the highest
rate; you are correct.

Senator ConnavLry. It is higher than peacetime, higher now than
it has ever been herctofore at any time. ~

Mr. Hangs, That is certainly correct.

Sonator ConnarLLy. Well, now, the Government, as you know of
course, owces a groat deal of money, $260,000,000,000, does it not?

Mr. HaNES. 257.5; yeos, sir,

Senator ConnaLLy. When all of these profits are so high and when
our income is so groat, and the nocessities of the Government on tho
indobtedness is so great, do you not think that is & good time to get
someo of this money by taxation?

Mr. Hanes. I certainly do.

Senator CoNNALLY. It will hurt pot tho taxpayers more now than
later on, will it?

Mr. Hanes. That depends. No.

Senator ConnaLLy. 1t depends?

Mr, Hanes. No,no. That depends on what you do to the cconomy
whother it hurts more now.

Senator ConnaLLy, Lot us talk about the economy.

Mr, HaNES. Yos, sir, )

Senator ConnarLy. I thought those matters were matters that were
relatod to the economy, incomo and profits and all of that sort of busi-

ness. '

Would not tho burdoen of taxation, would not tho pinch to it be less
?ow t.h%m it would probably any time within our times that you can
oresee

Mr. Hangs. Senator, it might feel better for the moment to feel

that you are getting along faster, but when the impact comes 2, 3, or 4
yoars hence, I do not know how long, we may be sorry that we did not
do something today to alleviate that circumstance,

I am not able to look into the future, nor do I want to try.

Senator Connarry. Well, would not a substantial payment on the
ublic debt tond to alloviate that so we would not have as much
ianging ovor us in the form of mortgage?

r. Hangs., Asa generality, .
Sonator ConnaLLY, As a gonarality. Make it a specialty if you
want to, but itis a fact. .
Mr, Hanrs. It is, that is right, 1 say a8 a genorality.
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. ~Stfana:,or Connarry. Whether you will call it a generality or fact, it
iz a fact,

Mr. Hangs. I do not think you should carry that to the excess of
hurting the economy by a too great monetary deflation. That is all
I am trying to say.

Senator ConNaLLy. Paying part of these taxes, we repealed the
excess-profits tax here last year and that is one of the reasons that the
corporations and manufacturers are making such tremendous profits
now, -

Do you not think it would be better to postpone the tax reduction,
say, to next year or the year after, when you say the probabilities are
they will need it worse than they do now?

Mr. Hanes. I do not.

Senator ConnaLLy. You do not?

Mr. Hanes. I positively do not.

Senator ConNaLy. We would all be glad if we could get rid of all
taxes, would we not?

Mr. Hawnes. I daresay we would.

Senator ConnaLLY. We would. T will vote that way if you can
fgm} any other way of running the Government without taxes. T will

e for it,

Mr. Hangs. T have no doubt.

Senator ConnaLLy. Especially in the next election. That is friv-
olous of course, and I beg your pardon for injecting that sort of a
frivolous thing mnto a very solemn and important discussion.

But I am getting at the point that when 1 have got my pockets full
of monoy and I owoe a big debt, it looks to me like then 1s the time to
pay something on the debt. We cannot pay it all, but you ought to
padeart of it.

r. Hanus, Yes, sir,

Senator Connavrny. And talking about economy, does not the
burden that is hanging over every business concern in the form of ita
mortgago indebtedness and its bond indebtedness, do not thosoe things

always figuro into their costs of operation, and things of that kind?

Mr. Hanes. They certainly do, and they figure into the hope for
the future which is more important. :

Senator ConnavLny. I am talking about the future, too, but I want
the future people that have these bonds outsmnciing against the
Government which they subscribed at groat sacrifice, in time of
national peril, I want to see themn have some hope of gotting something
back on their bonds. It secms to me that the time to get monoy is
when over{body has -plenty of it, and g'ou say that the corporate
income is high, individual incomes are mih, greater than any, the
national income is greater than it has ever been, why would it not be
botter to got some of that money now than to wait until these hard
times thg;t. you are predicting aro going to come, and then gouge their
oyos out

Mr. Hanes. Senator, I think that is somewliat exaggorated when
you say I am pmdictin& nnythinf.

Senator CoNnNALLY. Yousuid that probably in the next 3 or 4 yoars.

Mr. Hangs. No, I did not, I beg your pardon, sir.

Sonator OonNALLY. I beg yours. .

Mr. Hanes, I do not prediet.

Senator ConnALLY. Give us your thought. ! You predict or edict ——
.
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Mr. Hangs. No, sir, I did not,

Senator ConnaLLy. Well, you are predicting though, you said if
you do not do something about this in the future there will be diffi-
culties, there are going to be hardships.

X Senator JonnsoN of Colorado. He said that impact was going to
it us.

Senator ConNarnLy. I do not know what impact is, but if it hits us—

Mr, Hanes. If that is a prediction, I will stick to it.

Senator ConnaLLY. What?

Mr. Hanes, If that is a prediction, I will then stick to it. I think
we have to prepare for the future.

Senator ConNaLLy. Exactly. All of us want to do that. Do you
not think a good way to prepare for the future is to while we have all
of this roney out on the table, to rake some of it into the debt and
pay off the debt, rather than to let them spend it and squander it?

Mr. Hanges. Yes; I do.

Senator ConnaLLy, That is all,

Mr. Hanes. May I add one thing to this statement that I made,
Scnator. T said that I heartily subscribe to the payment of debt.
Thero are three phases to this gro rant, debt reduction, expenditure
reduction, and tox reduction. So %do not want to leave the answer
unqualifiedly thet I think that you shuld pay debt, yes, I think you
ghould pay debt, but I think you should u{so cut taxes,

Senator ConnaLLY, Just one word, and then I am through., Every
dollar that you pay in the indebtedness is that much money sated,
i8 it not, for the Government?

Mr. Hanes. Well, the Government will save interest on the debt.

Senator ConNALLY. Save the amount that it does not owe as much,
If 1 owe a fellow $50 and I pay him $25, T am not owing him but
$26 when I get through.

Mr. Hanrs, Every dollar that you save——

Senator ConnaLLY. Every dollar that we cut the taxes is- that
much less on the public debt at the present moment. '

Mr. Hanes. That is not neeessarily so, becavse there have been
times when you have cut very sharply,

Senator Connarnny. I am talking about this time,

Mr. Hanks. I am answering your question. There have beon
times, when you have cut taxes very sharply and increased your
incomo very sharply thercafter, and that happened in several succes-
sive tax cuts, right after 1920, botween 1920 and 1927. So you have
increased your income by cutting taxes.

Senator ConnaLLy. 1 want to increase the Government’s incomeo a
little and pay something on the debt.

Mr. Hanes, That is a very admirable thing. I advocated that
‘ lwmfwh(m I was working for the Government, but I alimost got thrown,

out for it.

Senator ConNaLLy, Why do you not advocate it now?

Mr. Hanes. T am in moderation,

Senator ConnNarLy. In moderation? e

Mr. Hangs. Yes, sir, threo phascs.

Sunator ConnaLLy. But you want the tax bill first and if thore is
m\nhin loft, then pay it on the public debt? o

r. HANks. That is not a true statoment, bocause T said it was
part of o threo-phase program. I also submit to you that the Con-
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aress has acted in hoth Houses on the first thing first; that is the cut
of oxpenditures, $6 billion in the House, and $4.6 billion in the Senate.

Sonator ConnaLny, That is on paper, is it not?

Mr. Hangs. I am accopting that as in good faith by this Congress.

Senator ConnarLy. I am hoping it is true, and T am going to vote
to cut them in overy case tlmt.? think it ought to be cut.

Mr. Hanks. God bless you for that.

Senator ConNaLLy, I am prepared to go along with the reduced
hudget that wo voted in the Senate, but still we have to wait and see
what is going to happen. Kurthermore, if they do it will be just
that much more money available for the public debt.

Senator Lucas. Nobody can tell anything about that 6 billion or
4% billion; it is lost some place in the shufile.

Mr. Hanes. Beg pardon?

Senator Lucas. No one can give you any intelligent conclusions
s to what we are going to do with respect to the six billion or four and
a half billion; it is lost somewhere between the House and the Senate,

Mr. Hanes., That is & very great disappointment to the country,
Sonator, and 1 think it ought to be speeded up.

Senator Lucas. I am glad 1o hear you say that,  We hiave been
doing what we can to get the Legislative Budget Commitiee to inform
the Sennte what thoy are going to do, but 1 am informed they are
hardly speaking to one another.

Senator Hawkis, I want to say that I agree so thoroughly with
what Mr. Hanes has just said that I would like to make this little
statemont, .

1t soems very strange to me that so many men in the Senate and
the Congress fail to understand that the rate of taxntion does not
determine the rate or the amount of revenue that the Government
gots, I wo could just get that thing clearly in our minds, the rate
of taxation could be reduced 10 or 15 or 20 pereent, and still stimulinte
industry and stimulate initiative, and goet the machine going that is

voducing the profits from whick the revenue is received by the

overnment. So I want to say that I agree thoroughly with you,
and I also would like to say that the fact that your national income is

80 high means that is in dollars, it does not mean in purchasing power.

1t does not mean in purchasing power at all,  In other words, look

at the inventories today. 1 happen to be comnocted with o business
that has an inventory that is lugﬁwr than it ever was known and yot
the volume of material in that inventory is just about half.

Mr, Hangks, That is correct.

Senator Hawxks, What it was under normal conditions. That is

another thing that people should not forget.

In other words, the rate of national income does not menn the
volunio of purchasing power at all.  If you have to pay $1.50 a dozen
for eggs, againat 50 cents a dozen for oggs, you got one dozen opgs
for $1.50, ond tho other way you get three doven eggs.  And after
all is anid and dono, the only vital thing for the American poople is
whai they can get for their dollar,

I anid the other duy, and I will repeat it here because it in o very
apt piace to put it, thut T heliove the question of reducing taxes is so
tiod in with the question of reducing the national debt, that you
cannot separate them. 1 do not know whother you agree with me
on that or not, : ’ ‘

/
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Mur. Hanes, I do.

Senator HHawkeks. So tied in with that thing that yov cannot
soparato that.

I want to say that I have been doing a lot of work lately in connee-
tion with the contention that corporate profits are high, and they
are high, but what kind of dollars are they? They are 50-cent
dollars, us related to what they were before the war,

Senator ConNaLLy. The same kind of dollars everybody else has.

Senntor Hawkes., All vight. Just a minute, plense. I want to
go on, I want to say that 1 am in favor of no corporation in this
country asking $1 more for its products than it has to ask to keep
itself in sound conditions so that it will not have to-close its doors
and put thousands and hundreds of thousands of men out of work.

Even if the Government took over industry, there would be a
hiatus in there that would be terrifie, and T want to sce these people
get themselves in shapo, proper shape for o rainy day.

1 will leave this t{xought with you, because I have done o lot of
work on it. If you gave the entire $12 billion, the income of the
corporations that they kovr is $12 billion, if you gave that entire $12
billion to the people, so that the corporations made nothing at all

ou would not reduce the cost of living to the people in the United -

States 5 porcent.  Those are figures that can be proved, and any
time anybody wants to take the time, I will prove them,

I want to reiterate that I think that the business men of this country
havo got a great obligation on their shoulders today to keep prices
where they belong. 1 do not know why anybody should want to make
a lot of money under present conditions.  They ought to want to make
enough money to pay their stockholders, who have a right to live
the same as anybody else in the United States, n decent return on
their investment, and they ought to want to make enough money 8o as
to keep the concern in shape so that when this inventory drops it does
not wreck the institutions and put millions of people out of work,

That is my philodophy in this thing. You tnl’m labor. Of course
labor is trying to get .-33{ of it taxes, 1f you have talked with any
labor mon ahout a raise, you tell them how much you ave pa iuk' them,
tlwyl sny, “Why, sure, you are paying us that, but we only keep so
much,

Sure, capital wants to get rid of its taxes. It wants to make some
monoy aftor taxes have boen paid.  That is a perfectly normal human
objectivo, and you are not going to got rid of it by any act of Congress
or anything elso. It is in t\w human family throughout the world.

I just want tho people to know that if you took all of that profit,
which is catimated at él? hillion, if you took the whole business away
from the corporations, it would not affect this thing more favorably
than 5 percent, and that is not cnough undor the prosent conditions,

We havo to find ways to got along together.  We have to find ways
to function voluntarily togother.  We have to find ways to work
efficiently and produce efficiently.  Wo havo to stop having rules that
Z% that & man who can lay 2,000 bricks a day cannot lay more than

If the American people, and I am just talking in the intevest of the
workingman, his intercests aro the same ag yours or mine, and I juet
wanted to lot you know that I foel vory strongly that thore is not vory
much difference in the humau family.  If you took a slice out of them
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right through tho center and analyze it, you would find every one of
thom pretty much the same.

That is proved when a workinan gets to bo a foreman.  His attitude
of mind is different. When he gets up, it is diffevent, and if a follow
up above goes back to being a workingman, his attitude is ditferent,

Senator Georae. Mr. Hanes, I believe that we are in agreoment
that you could mako application to debt reduction if you had an
unexpected increase in revenue with more safoty than you could a
tax reduction, In other words, if you do not reduce your expenditure
budget, I understand that is one of your premises, it must be reduced,
but unless we do reduce the expenditure budget, if it happens that we
nevertheloss have a surplus, that is due to an increased income that
could be applied to the debt more safely or with less hazard than you
could take a part of it and apply it to tax reduction, Would you not
think so?

Mr. Hangs, Scnator, as I say, 1 do not like to divide these pro-
grams,

Senator Georae, I understand your three phases,

Mr, Hangs. I did not say so much about this tax-reduction idea
snd_debt reduction until T saw it in the daily papers. The New

- York Times has a daily Trousury statement published. T seo those

rovenues creoping up, and I see the reason for it, because every time
you raise wages $100, $19 stays right with you here in Washington,

Senator Groran. That is right, yes,

Mr. Hanes, It is estimated that this last 15 conte——

- Senator Georgr, That policy is not a sound one for a long run.

Mr. Hanee, That of raising wages to pay debt certainly is not, no,
sir. No, sir; I agroo with that.

Sonator Grorar. Yes, sir,

Mr. Hanes, But this present inerease in wages it is catimated will
raise national incomo and bring into the Treasury about $10 billion
and the Treasury calculates of each billion dollars that they will keep
about 28 percent. So in other words, there is going to bo hero a very
great increase in the rovenue to the Treasury on this ono raise in
Wagos, :

Senator Groran, There will be increase in the revenue and 1 can
understand in considering tho whole problem you should take into con-
sideration the increase in revonue, there is no question about that, but
thore is less huzard in applying a surplus that results from an inereaso

" in revenue than there is in applying it to tax reduction, because that
increase in revenue may not go on.

1 understand the optimism that has been piem\mlly oxprossed but it
may bo that it is supposed to be always rosy, but T do not want to offer
any suggestion to the contrary, but then you may not have it always
that way. I can at least go that far.

T understand that your proposal is that a tax reduction is not neces-
shrily inconaistent with debt reduction, but that the two should go
togother, or might go togother, but also that is tho third one, reduc-
tions of exponditures should take place also at the same time.

Mr. Hanrg, Yes, sir,

Senator Guonar. I do nov know what the House will be able to
de, the IHHouse comunittoe nor the Senate committoo, I think any
fuir student of tho Appropriations Commjttee work in the House
would hardly be abla to escapo tho conclusion that that comnmitteo

/
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is really trying to bring about reductions in expenditures, and so far
as I am concerned, I commend them. I hope they can do it. 1
think they have done on the whole a fairly good job. ~They hgve still
got, of course, some of the big items to tackle, such as your armed
services.  What they may do there T do not know.

Mr. Hangs. Of course I do not know what the reason for the hitch
18, Senator, but I believe it was Senator Knowland who introduced a
bill into the Senate stipulating a certain amount of money should be
set aside for debt retirement. I think that may be one of the things
that is holding up the agreement in conference.

Senator Grorge. That is the agreement. I was talking more
particularly about the appropriations,

Mr. Hanes. Yes, sir,

Senator Georan. The acid test is on the appropriations.

Mr. Hanges. Certainly nobody could argue with you that the
House has done a very commendable job.

Senator Tarr, The only difference beyween the House and Sennte
on the cut is whether the House objects to naming specific amounts
for debt reduction without naming a specific amount for tax reduction.
If we once agree on tax reduction, the whole thing will go through.
It 18 pm‘foctf ossible to settle the difference on amount. 1t is
merely that the House does not want to make a specifie sum for debt
reduction without making the speeific sum for tax reduetion, There
is no way wo could agree to a specific sum for tax reduetion until
this committee at least decided what we are going to do.

Mr. Hanes. That is another good reason why 1 stated in my state-
ment that speed is the essence hore, beenuse we are losing valusble
time, Senntor, and 1 will tell you frankly there are a great many
programs that are being held up by businessmen beeause businessmen
ave uncertain,  Their minds are not elear as to what the future holds
for them,

Senator Tavr, T am sure that the report of this bill can be accom-

anied simultancously by a report from that conferenco committee,
aybe it can be done sooner,

Mr. Hanzs, 1 believe it would stimulato business of the country,
and I go so far as to predict that it would arrest the decline in the
stock market, because there is one thing, the hope of the people for
the future, that has been failing. I think you ought to do everything
you can to encourage that hope,

Sonator Lucas. Do you think that has a definite effect upon the
stock market?

Mr, Hanks., Yes, sir, T think all of these things, Senator, have a
definite offect upon tho stock market. That is 8 composite picture of
men’s minds all over the United States, as to whother they would
rathor sell or buy.

Senator Lucas. I asked the question because you said we were hit
in 1920 and nobody knew why. We were just hit overnight, prac-
tically, 1 wonder why you figured this budgot estimato on the stock-
markol baais. '

Mr. Hanks. Woll, T think the rosson I said that was because we
have reports back in New York from the outside puol)lu sending in for
information. Whon are we going to got this tax bili?  When are we
going to got the reduction in the Fedoral exponditurca? Whon are we
going to got a labor bLill? When sro wo going to stop strikes in the
country and go back to work? That is the whole thing. ‘
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Senator Lucas. I could not follow you on the statement with
respect to the budget, because after all, what amount we estimate the
budget to be would have nothing to do with the ultimate total of what
the appropriations are going to be. .

Mr. Hanes. 1 said it was a composite picture of what is happening
here in Washington. You have a tremendous effect upon the econ-
omsy, what you do here from day to day.

enator Lucas. Well, it is a protty good effect.

Mr. Hangs. 1tis, sometimes.

Senator Lucas. With the highest profits in ail industries.

Mr. Hanges. Ever since last November the tremendous ceffect on
industry in the country has been very favorable,

Senator Lucas. I cannot follow you when you say that a lot of
businessmen are waiting to see what we do here with respect to a
tax bill in order to increase incentive for investment, when we have
an all time high in the national income and an all time high in cor-
porate E‘oﬁts. I just cannot quite see that.

Mr. Hangs. Perhaps you place a little more emphasis upon the
issue than I did, when you say thet they are just waiting. I did not
mean to imply that they were just waiting. I meant to imply that
all of these things have a definite and a real effect upon what men
do in anticipation of building new plants, for instance, which may
require 2 to 5 years to get into operation,

enator Liucas. Of course, most of this tax reduction goes to the
person of small income groups. They have the buying power.
~ Mr. Hanes, They have the buying power; that is a very handsome
thing for industry.

Senator Lucas. They have the highest and largest buying power
that they have ever had.

Mr. Hanks, That is oxactly right. .

Senator Lucas. May I ask another question, Mr. Chairman?

The CrAIRMAN. Surely. - _

Senator.Lucas. In this statement, Mr. Hanes, you say that you are
chairman of the board of trustees of the Tax Foundation. Would
you elaborate a little for the record what the Tax Foundation is?

Mr. Hanes. The Tax Foundation was formed in 1935 by a group of
businessmen who were very much concerned about the fiscal affairs of
[Sl)vermnent, 80 they set about to organize a rescarch organization for

e study of those affairs. )

Ever since that time it has been growing in its experience and
ability and so forth, until at the present time, today, they ropresent
some 600 dpeepla in the United States who are contributing to the
Tax Foundation effort. They are working closely in coordination with
and cooperation with 36 State taxpayer associations throughout the
United States, They aro well orgamzed in 30 States.

Sonator Lucas, Among thess 600 people that, you represent, are
there & numbor of large corporations involved? -

Mr. Hanes, Yes, sir, -

Sonator Lucas. Would you name some of them?

Mr. Hanzs, X will send you a list of them if you would like to have
them. I have not got them with me. They include many of tho
gi&gest and many of the smallest busincss,concerns in the United

tes, '
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Senator Lucas. While you appear here in your own private capacity
8s & witness before this committee, it is a little hard to dissasociate
yourself, is it not, from the group that you are working for at the
present time?

Mr. Hanges. I am not trying to. On the contrary, I am very
proud of the fact that I do work for the 1,070,000 taxpayers that are

aying, I think the Senator said, about $7,800,000,000 of the tax.
hey are the ones that I am representing and appealing very des-
perately for.

Senator Liucas. You say your views here are your own.

Mr. Hanes. Well, I hope that they are, sir.

Senator Liucas. But you represent the views of the Tax Foundation
in America.

Mr. Hangs. I represent my own view. I very much hope that
the members of the Tax Foundation will subscribe to them, '

Senator Lucas. Well, you know that they will or you would not be
here; is that not true?

Mr. Hanes. That is not quite true. I do not know that at all,
because I am also appearing here having made & very serious study
of the fiscal problems of government for many, many years. Lappear
here as & private citizen, as a former employce of the United States
Government.

The Cuairman. In what capacity were you employed?

Mr. Hanes. I was Under Secretary of the Treasury as my last job.

The CHairmaN. When was that?

Mr. Hanks, With the Government—1938 and 1939 up to 1940.

The Cuatrman. Pardon me, Senator Lucas.

Senator Lucas. | know of Mr. Hanes’ connection,

Mr. Hanes. I am also conneeted with other industries and I am
proud of that, too.

Senator Livcas. I know that he likes to talk about the fact that he
was almost fired down here beeause of certain things.

Mr. Hawes. I do not-iike to talk about it.

Senator Lucas. You have talked about it.  You talked about it in
the House.

Mr, Hanes. T admit it; yes, sir.

Senator Lucas. You made quite a statement in the House before
that committee.

Mr, Hanes. Indeed [ did.

Senator Lucas. You also discussed it here.

Mr. Hanes, That is right, That is correct.

Sonator Lucas. Are you a member of any corporation yourself?

Mr. Hanes. Yes, sir. I work for the ¥earst Corp. 1 work for
the U. S. Lines Co. 1 work for the Johns-Manvillo Co. T work for
the Bankors Trust Co. I work for a great many corporations, Senator.
I wish T could find some more.

. Senator Lucas. I do not think you will have any trouble after mak-
ing thia statement here on the tax question; you will probably be in
great demand, .

Mr, Hanges. Of course, you realize thore is a little barb in that
statement. [ am sure you do not mean to imply that I am appearing
hers in hopo that they will offer me employment,

Senator Lucas, Oh, no.

Mr. Hangs. Oh, no,

Coreg
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Senator Lucas. I merely offer a rejoiner to what you said. You
were looking for more folks to work for.

Mr. Hanes. I wish you would say that a little louder.

Senator Lucas. An({ you have made such a good caso here for the
big fellows I am sure that you will,

r. Hayes. That is my earnest endeavor, Senator.

Senator Lucas. I know that. I am satisfied.

Mr. Hanes. I am just trying not to sail under any false colors, and
I am not ashamed of it. -

Senator Liucas. You take the position here on this tax bill that 20

“porcent across the board reduction, or 30 percent for other folks, will

not take a single individual off the tax rolls of this country. You
appreciate that, not a single individual?
ir. Hanks. Yeos, sir, and I hope it does not.

Senator Lucas. In othor words, even though we will ultimately have
a complote rovision of the tax system in this country, vou belong to
that school of thought which belicves that you should always continue
to broaden the base and keep just as many people on the tax rolls as
possible,

Mr. Hangs. I do, sir.

Senator Liucas. And so far as you are concerned, the 47,500,000 on
the tax rolls should stay there regardless of any tax measure that is
pasged in the future?

Mr. Hanges. T do, sir. I might say, Senator, there is a veason for
that, if you would like to hear it.

Senator Lucas. 1 would like to have your reason,

Mr. Hangs, T would be very happy to give it to you,

Senator Litcas. It cortainly is o far cry from the traditional past
insofar as putting people on the tax rolls, is concerned. The point
that I want to make is this: You now got, for instance, enough revenue
to provide 37.5 billion dollara with a broad base reaching into the
lowest income groups of the population.  If we ave ready to cut a tax
reduction melon, in my opinion we ought -to try to give the money
back to tho various income groups, in the same manner we inerensed
the tayx load.

In othor words, I think if we are going to give any money back to
the Amorican people, through the reduction of taxes, we ought to give
it back in the samoe way we obtnined it; that is, i).\' inerensing the
olxtm;ptiona in the lower income brackets, Do you not sgree with
that

Mr. Hangs, Senator, you wantod my reason for not agreeing?

Seantor Lucgas. I cortainly do.

Mr, Hangs. 1 do not agree with that, and the simple veason that 1
do not agres —~No, 1, T think overy citizen of the United States ought
to hnve o stake in his country. That is No. 1, and not a very bad
rosson oither. : ‘

No. ¢, thore is & vory large proportion of the incomae of this country,
as wo express it today, in tﬁin 170 billiona of doflars, a very high
percentage of that income payment is going seott-free from any tncome
tex. 1t s not puying any income tax at all,

Now, I think frankly whou you reduce your oxemptions by $100,
you take 4,700,000 %coplu off tho ¥Federal ipcome tax rolls, :

Senator Livcas. That is the way we put them on there,
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Mr, Hangs. I understand that, and I think it was a very, very fine
and wonderful thing to do, because in 1939 when you started this proc-
ess of broadoning your base, you only had about a million and a half
people in this country paying income taxes. Weo were working then
i a very far different area, and at a different level both of business
and of vost of government than we are working now. 1In other words,
the total of all income-tax payments made in the highest peacetime
year were only $1,200,000,000 and paid by approximately a million
and a half taxpayers.

I submit that it is far wiser, and far better fiscal policy to tax every-
body in the United States a little than it is to put an unbearable load
upon any one group, and when you raise that exemption by $100, you
loso a billion and a half dollars revenue, and you take off 4,700,000
taxpayoers.

And I say to you thetit is a cruel deception upon those people whom
you releaso from the tax, because you have to go clsewhere to get it,
and they aro going to pay for it, in the end.

Senator Lucas. Where are you going to get it elsewhero under this
bill?  You are going to reduce taxes, and under this bill reduce them
around four and a half billion dollars. You have to do it one way or
the other. and I am going to make & determined offort to present
the viow all the way tﬁrough for consideration of this tax bill that we
cught to take the tax off just the way we put it on during the war. In
my judgment that is the only fair and equitable way we can do it,

1 do not agreo with you that simply because you take a man off of
tho tax rolls of this country that he bocomes less patriotie or losg—

Mr, Hanrs, 1 did not say that,

Senator Lucas. Well, you said-—— A

Mr. Hanes, 1 said you have to tax him somoewhere clse.

Senator Lucas, Well, you may have to tax him somewhere clse,
but you do that with all of these taxes. Tke little fellow pays it in thoe
final analysis anyway. But you tako {our and a half million people
off tho tax rolls,  The Republicans are talking about cutting a million
peoplo off the pay volls. Would not taking four and a half mllion
people off the tax rolls do somoething toward taking a lot of fulks from
the Treasury Dopartment off the pay roli?

Mr. Hangs, 1 think that that is a matter, Senator, that is up to
the Congress to take them off the pay volls, 1 think you should,
personally.

Senator Lucas, Would not my bill help do that very thing?

Mr. Hanes, I cannot follow that; no, air.

Senator Lucas, In other words, it would not make any difference
how many people wo take off the tax rolls: you would still have to have
the samie number of people in the Treasury Department to handle the
tax situation of this country.

Mr. Hanes, Well, that, of course, is a very small portion of our
army of two and a half million Government smployces,

Senator Lucas, If you take any number off, it reduces the total
that much. '

Mr. Hanes, Yoo, We ave dealing in very much larger figures
than that, and I do not think that is terribly important,

Sonator Lucas, It may not be important to you, and I understand
your theory, hecause T know exactly that any arguments made in
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behalf of increasing the exemption of the workingman and his family
is not an argument that appeals to you.

Mr. Hankg, That is a very unfair statement.

Senator Livcas. Well, maybe 1 am wrong if it is unfair.

Mr. Hanves. That is a very unfair staiement and you should not
make it.

Senator Lucas. If it is unfair, I will certainly withdraw it.

Mr. Hanes. It is,

Senator Lucas. But you take the position definitely that a person
should remain on this tax roll if he is paying $1 tax teday, sand under
this bill, H. R. 1, he should still make out a tax schedule and pay
70 cents. ,You think that thet is good for that taxpayer, and you
think it is good business for the Government to continue to have to
handle that kind of a tax schedule.

Mr. Hanes. I do most sincerely think so, and I think it is a eruel
deception upon that fellow to say to him “We will take you off the
tax rolls’’, because you know, as well as I do, you will have to put him
back some place else.

Senator Livcas. 1 think it is a cruel deception not to recognize in
any tax measure the standing of the workingman in this country who
has a family and not give him the advantage that he is entitled to,
which he has always enjoyed under the tex system in the past.

Senator TaFr. I{Iay T suggest that the workingman with o family
and two children gots $2,000 exemption, which is probably more
than ho got Lefore the war.

Senstor Loucas. You are wreng on that,

Senator Tarr. Not in the last change, but the change before.
Senator Lucas. I want to ask the able witness another question

or two,

I have introduced & substitute bill.  You do not agree with me on
my bill with respect to the increase in porsonal oxemptions,  As good
anl expert 08 you are on these matters; from the long studies that you
have made of taxation, you no doubt thoroughly understand tha
guestiou of aplitting family incomes as is done in nine of the Western

tatos. ‘

Mr, Hangks, Cominunity propurty States.

Senator Lucas. Community property States, In this bill 1 pro-
ngo, 1 suggest that we pass & law which will put every Stato in the
nion on the same basis with those nine community property States.

Do you think that would be a good thing or a bad thing?
r. Hawngs, I think that wmhd bo a very, very good thing, Senator.

Senator Liucas. That would cost’ ug-——

Mr. Hanga, I think overy taxpayer in the United States should be
on exactly the samo footing. : .

Senator Lucas. That would cost in this bill a little over a billion
dollars, .

Mr. Hanges, Yes, sir.

Sonator Lucas. fi‘!w $100 incrense in personal exemption would cost
(ll.fil billion, and tho splitting of family income woufd cost o billion

ollars,

Then in my bill thors is a thivd provision which, of course, is not in
barmony vith your position on H. R, 1, but I do suggest that we take
a 2-parcent out in all of the surtax brackets, which would cost the
Govermment about 1.3 billion dollars, !

|
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Mr. Hanes. I have not had an opportunity to study that. That
is not quite fair to ask me a question that I do not understand, but
just because I have not studied it.

Your bill has not been made public so far as I know. 1 have not
seen it yet. I would like to study that before I answer the question.

Senator Lucas. I would like to have you take a copy of it, if you
will, and if you would give your views on it, I would appreciate it.

Mxl'. Hanges. I would be very happy to, for whatever they may be
worth,

Senator Lucas. I know that you do not agree with plan A, but you
do agree with plan B on splitting income.  Another feature of the
bill which seems to me to be very important is that this bill does not
go into_cffect until January 1 of next year. You do not agree with
that. You think that we ought to have a retroactive measure?

Mr. Hangs, Yeos, sir.

Senator Lucas. Retroactive to January 1 of this year, as is provided
in H. R. 1?

Mr. Hangs. Yes, sir,

Senator Lucas. Well, now, do you not believe, Mr. Hanes, that the
businessmen of this country in whom we are all vitally interested
would be in a better position if they knew definitely that o tax bill
was being passed to take effect January 1, rather than to make it
retroactive as of this year, from the standpoint of their future plan-
ning, trying to analyze what the impact of business conditions might
be, rather than place the whole situation in a retroactive, status,
leaving what scems to me, u lot of chaos and confusion in the wholo

icture,

P Me. Hanes. Well, Senator, may 1 just answer that by saying that 1
think a tax bill passed to take effect January 1, 1948, would be better
than no tex bill at all. T think a tax bill passed to be retroactive to
January 1, 1947, would be very much better, because wo could start a
lot of things with the money saved in this current yoar, which we will
not start under the other plan until next year. It is just that differ-
enco. I do not want to argue the point because I do not think it is
torribly important. I would not think it was nearly so important,
whon you start to reduce iaxes ag it would be to give the country a
tramendous feeling of confidence in not only your ability to reduce
taxes, but your will to stick to it, beenuse I think that is more im-
portant than unything else.

Senator Livcas. That to me raises the point that 1 desire to mako,
and T want to comment further just a little on it. It seons Lo me
definitely that if we have a new tax bill effective as of January 1,
1048, that would give everyone in America un opportun:ty butween
now and then to study thut tax bill, with all of its implications, and
would give the industrices of the country an opportunity to make their
planiing nccordingly. Furthermore, as one who hus been closoly

-allied with the Treasury, you know what it would mean to the
Trensury oflicials to get their house in order to start to administor
the law on January 1, 1048, rather than going back rotrouctively to
danuary 1, 1947, The testimony shows that some $700 million is
requived for refund of taxes, ‘This menns confusion, and oxtra work.,
At the sams timo we would not be hurting tho people of America

. very much, as Senator Connally said, if we took the taxes for this

* your in these times of high profits, and applied it on the national debt,
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and then started your tax reduction program January 1, 1948, in an
orderly fashion.

I wish you would study that and give your comments on that.

Mr. Hanges. I am very glad we have narrowed the question down
to just a question of when we are going to give a tax reduction and
not are we going to give it. So if we have narrowed it down to that
point, I think it is & tremendous step forward.

Senator Lucas. I do not know that it-is narrowed down to that.
This is just my own view. I do not know how many folks T can
convince to go along with me. 1 hope to get a lot of Republican
support on it.

he CuairmMan. Mr. Hanes, I am not so sure that the Congress
joins in your view that everyone should be on the tax rolls. We
passed a tax act in 1945 which took 12 million people off of the tax
rolls. I am sure many hope that the fiscal situation will justify taking
others off in the future, but I believe it was developed very clearly
yesterday that in view of the present expenditure budget there just
18 not any hope of transferring the tax burden from the low income
tax brackets te any other part of our taxpaying segment, and that wo
are dealing with pure theory when we toy with that thought, whether
wae like it or do not like it,

It was also developed yestorday that the last time that the
lower brackets were not affected by taxes, to wit, back in 1939, the
combined effect of the statute then in force was to raise 5 billion dollars,
and that now under the administration’s theory, we have to support
37.5 billion dollars of expenditure, and at least so far in this hearin
it has not been developed where we could get the money if we relievec
the lower brackets from paying taxes.

H. R. 1, of course, is intended to make a 30-porcent cut in thoss
lowor brackets. I would like to invite your attention alsovin connee-
tion with that tax cut of 1945, that at that time we were plowin
back into investmeonts in business $9.1 billion; that in 1946 we ploweq
back $32.1 billion. I suggest that has bearing on your incentive
argumont, C

Ar. Hanes, Yos, sir,

Tho CralrMAN. That you have to have the monoy to plow hack
before you can plough it back, and in part at least the Rovenue Act
0? 1945 made the monuoy available for the necessary plow-back to
maintain this cconomy, which is now producing perhaps 180 billion
dollars of income a year,

T invite your attontion also to the fact that in. 1945 the national
income was 161 billion, as compared with probably at this time a
national incoma of botween 175 and 180. I bolieve that Senator
Hawkes, has had information that if wo could make a “today”
estimate of our income, it would be probably in excess of 180 billion,

With reference to this subjact of exemptions, on a total income of
168 billion dollars a year, wa have adjustmont exclusions of 22 billion.
lWo have deductions of 17 billion. Wa have exemptions of 58 bil-
ion-——-—

Sonator Conxarty. That is all oxemptions for overybody.

The Crairman. Yes, But the exemption is of more usefulness to
the lower brackets,

Senator Connariy. I just wanted to mike it cloar that is every- .
body’s exemption. [/ :
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Tho CHairMAN. The Senator is entirely right. Where these
oxemptions count, we are already giving 58 billion dollars a year of
them. I am tryinF to make that point.

So you start with 166 and you come down to & net of 69 billion net
income subject to tax. .

Senator Lucas. May I make one further observation and then 1
will be through.

In view of what the chairman said, and in view of the position of
the distinguished witness, I want to place in this record figures with
respect to the exemption feature, that we have been discussing, for
1939 and 1947. Tn 1939, the average family of four people with an
income of $4,000 paid a tax of $12, Under present——

My, Hanes. Would you mind repeating that?

Senator Lucas. In 1939 the average family of four people with an
income of $4,000 paid a tax of $12. Under the present law that same
family with the same income will puy a tax of $380, roughly 31 times
more than they paid in 1939,

Under H. R. 1, that same family will pay $304, or 25 times as much.

In 1939 that same fmnilf/ with an income of $30,000 paid $5,385
taxes. Under the present law its tax is $11,381, or more than three
times as much as in 1939,  Under H. R. 1 this family will pay $9,104,
or still nearly three times as much as they paid in 1939,

In other words, the fellow with the $4,000 income, cither under
H. R. 1 or under the present law, is paying from 25 to 30 times more
than he paid in 1939, while the fellow with the $30,000 income is only
p‘aying three times under either one of those bills, as much as he paid
then,

One more thing. In 1939, if that family income was $300,000, it
paid $161,000. Under the present law they pay $233,700, or loss than
one and onc-half times as much. Under H. R 1 this family would
pay $186,960, which is only slightly more than they paid before the
war,

The point of these figures is that the upper bracket taxpayers are
very close to prewar level while under tl. R, 1 the lower income
groups are nowhere near the prowar level in the payment of taxes.

Mr. Hanes, That is correet Senator, as I recall the figures. It
is correct for several reasons, one being that the men with those
incomes you cited, in 1939 wore not paying their fair share toward the
burden of government, and we were in a period then whero we were
not taxing any of the low .income groups because you take a man
with $3,000 and $4,000 and $5,000 incomes, the three of thom com-
bined only paid $142 tax, the three combined,

Sonator Livcas, That is correct,

Mr. HHanes. I submit to you that they were paving too little, be-
cauge at that time wo were operating with a three and a half to four
billion deficit every year. You were rolioving those great numbers of
taxpayors from paying any tax, whatsoover which I submit was their
fair share that they should have been paying for government.

Senator Liucas. T am not going 1o nigzue that gquestion,

The only thing T was trying to demonstrate was a comparison of
what we call the normal year of 1039, as far as taxes are concerned
with 1047 taxes, and the taxes proposed under H. R. 1, to show the

tremondous discrepaney botween the upper and the lower income

brackots,
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Senator Grorap. 1 think it ought to be observed that until 1939

- we built up our taxing system on a wholly different theory from what

we did aftor 1939.

Mr. Hangs, That is corvect.

Senator Georan. 1t had gotten all warpsided on one side up until
1 .9;39, and since then it has gotten protty much in bad shape on both
sides.

Mr. Hanes. May I take one moment to give you, if you want to
oxaggerate and distort the figures for just a moment, just to prove
the point.  You take & man with $100,000 a year income, and let us
assume that the tax on that man was 99 percent. e would have
loft after taxes $1,000. Lot us assume now that we are going to reduce
it across the) board by 1 percent—reduce |his tax ﬁ'om‘ 99 to Y8
percent.  We_ have by that ono move of 1 percent inereased the
man’s take-home pay 100 perzent. In othoer words, he keeps $2,000
instoad of $1,000.

I think when you are dealing with these figures, we are all old enough
to know that you can make figures do anything you want them to
do, and when you mult.i‘)ly the $30,000 man by any figure like 25 or
30, you will find that he has not enough money to pay the tax on that
kind of multiplicaticn. ’

' Senator Lucas. Your premise is qprolmbly correct. I must admit
that you kaow more about figures, Mr. Hanes, than I do,

Mr. Hanes. I appreciate the compliment. I do not think it is
quite correct. .

The Csxarrman. The obverse of the figures presented by Senator
Lucas is that at the Erescnt, time on a net income bofore personal
exemption of $2,500, there is an offective tax rate of 3.8 poreent.

For example, on a not income before personal exemption of $5,000,
thero is an effective rate at the present time of 11.8 percent. On
$20,000 there is an effective rate at the present time of 20.5 porcent,
On $50,000, there is an effective rato of 48.2 percent.  On $100,000,
an effective rate of 62.3 percent. On $350,000, an effoctive rate of
70.1 percent,

Senator Hawkes. I wanted to just mako a little comment while the

nator from Illinois is here. He takes tho position, and I think his
position is not bad, that in making any tax reduction———

Senator Lucas. Did you say ““is bad” or *‘is not.”

Senator Hawxrs, Not bad.

Senator Lucas. Thank you, sir. I am encouraged.

Senetor Hawkes, The premise that we should go back in our’taxa-
tion in somao such way as wo wont forward ; that is tho way I understand
your position to be,

Senator Lucas. Yes, sir.

Senator Hawkes. In talking about miainﬁ exomptions, that is what
you are in favor of, which we loweréd in the bill enacted in-—what year
was that, Mr. Stam?

y Mr. 8raMm. We have been lowering it during tho war at different
imes,

Senator Hawxgs. In the different bills; that yov are going back the
way you weat up. Well, the truth of the matter is 5:&% you wuont
up by two routes. You went up by the exemption route and you
wont up by the inereased taxation route. '

TS(mabor Lucaa. In the excess profits, and we took the excess profits
off, :
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Senator Hawkes, Not only excess profits, but you'already had gone
up. .
ISmmwr Lucas. On everything, I know,

Senator Hawkes, 1 think there boing a Democrat Congress, which
was not particularly looking after the welfare of the so-called rich, and
they having studied the wholo program-——-

Senator Lucas. You look healthy.  You have done protty well,

Senator Hawkues. They were not looking after the rich, but they
studied this whele thing over, and I am giving the Democratic Congress
the credit of cnacting the best and tho sanest tax bill they could

ossibly enact, and if they could have gotten more in the upper
ﬁraclmta, and left the exemptions as they were, 1 think they would
have done it.

The fact has been proven here—the chairman stated it several
times, and I do not think anyonoe has denied it-—-that you cannot get
the money you need to pay these bills unless you get the money from
theso lower brackets,

Senator Lucas. Just think what 1 am deing; just an inerease of
$100 from $500 to $600,

Senator Hawkes., T understand that.  All I want to say is that 1
think your suggestion of going back is somewhat similar to the way
you went up, but 1 want to bo sure that you went up that way.

Senator Lucas. That is all vight. 1 will go both ways with you.

Senator Hawkes. 1 want to bo sure that you studied the situation
that was created by putting this tremendous tax on the upper brack-
ets—which, I would like to say in connection with what Mr. Hanos
has said, T do not believe ono can talk the way Mr. Hanes is talking:
that you aro disregarding the poor man’s interost. 1 think you are
thinking of the poor man's intorest, because you are thinking of
maintuining substance in your organizations that give decent employ-
ment, '

Senator Tiveas, You talk to a working man with four children,

Senator Hawkes, What they wonld like to do is to got rid of the
taxes the samo as you and I would,

I would like to ask this question of Mr, Hanos, ns to whether in his
opinion a rednetion in taxes somowhat similar to that proposed would -
not take the pressuro off the demands for ineroases in wages, and
thereby reduce the cost of things and, if properly regulated, reduce
the cost of living.

My, Hangks, Yey, siv; that is my premise,

Sonntor Hawges. That is your premise?

Mr, Hawgs. Yes, sir.

Senator Hawkes, You may have said that before I came in,

Mr, Hanes, Yes; T did,

Senator Hawxes, T did not happen to bo here at the beginning,

Mr, Hanus, Yos, sir.

Senator Hawkrs, But after all is said and done, what we are trying
10 do is to reduce the cost of living and not distort and disorganize our
whole economy.

Mr. Hanges, That is right.

Senator Hawkes, And T cannot help feeling that if you gave a
reduction in taxes—in fact T havoe had somoe of my workmen tell me,
“Well, Mr. Hawkes, if we got some of these taxes off, we would not
have to usk for an increaso in wages,"
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I cannot forget that wages and labor is somoewhere botween 56 and
85 percont of the cost of overything that we use,

I want to ask another question of Mr. Hanes, because I am very
much of the opinion that the way to pay the debt is to pay a sub-
stantial amount that wo would know we ean pay now, and we have
some right to assume that we can keep continuing: —that we can con-
tinue to pay. In other words, I can remomber very well when I
went to a banker a number of years ago and offered to pay him more
than I had to pay. T can remember his saying to me, “Are you sure
you can do this and keep your payments up next yoar and the year
after, because wo want this thing to be done in an ovderly way?”
just as you and 1 agreo.

Senator ConNanLy, Did you pay him or not?

Senator Hawkes, Yes; I'paid him, 1 got vid of the debt, 1 want
to ask Mr. Hanes if ho does not think there is somoething in the point
I am meking in starting payments against the debt at 2 vate that we
have a right to assume, unless we have w calamity in industry, at a
rate wo can continuo year after yoar, and thereby keep faith with
the people and have them know that we are reducing this debt, and
it will hold their bonds up where they belong.

Mr. Hanes, I not only agree with what you say, but 1 o one step
further. 1 think that that has to do with the problem of debt man-
agement, and 1 think one of the most important phases of the fiscal
problem to bogonsidered by the Congroess is the setting up of a pro-
gram which wo hope to muintain over a period of yeaws; in other
words, I cannot think of any more sslutary influence upon the whole
soonomy than if the business people of thin country {muw that we
had an orderly program that was going to extond out over a period
of yoars-—and beliove me, it will be o great many years; 1 \Ah'm\( per-
haps we could safely put some of our long-term” obligations in a flat
100-year typoe of console—that type of financing, think it ought
to be strotched out over o long period of time, with an annual amorti-
zation which would be taken enre of through the regular budget, just
as wo do any other expense of (overnment.,

I think nothing in the world would give the people of this country
more confidence than a feeling that the Congress was attacking that

sroblem which today is just something that everybody says is ro
wge we just do not want to tackle it,
think it could be tackled and tackled constructively by the Seere-
tary of the Treasury, and now,

Senator Hawkes. In other words, you feel that if we could estab-
lish & program over-all that we are going to try to hew to, it would
do moro to rebuild confidence and stimulate industry and business
and the activities of the human family than any thing else wo could do.

Mr. Hange. That is exuctly right.

Sonator Connatny. I do not want to delay.. Just one question,
Mr. Hanes.

You have constantly-—or not constuntly, but seattoved all along
through your atatoment and your testimony--you spoke about the
urgo for those new entorprises and the expansions and the plunnings
for the future. Would you mind tolling us in what particular line
that is most prominent—what industry?

Mr. Hangs, Sonator, thore havo beon ao many developmenta dur-
ing tho war in plastica—just to give you one cxamplo, chemienl de-
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.
velopment and research by industry during the war for new matorials,
for now enterprises  -why, I could get you up a list of probably 100
that could be profitably entered into for manufacturing purposes at
this particular momont.

Senmator ConnaLLy. There would be some hazard in that. You
cannot guarantee that 100 new plants would be profitable, can you?

Mr, Hawes, There are about three out of evory five that go bank-
rupt, Senator, and that is the history of our cconomy more clearly
written in the failures than it is in the successes.

Senator Connanny, That is what T was thinking about,

My, Hanes, That is right.,

Senator Connanuy, There is no use in having 100 new plastic
plants that would all be gmapuro\m. They are willing to gamble,
to tako a chanee; is that it

Mr, Hanes, You would not have the profit-nnd-loss aystem we
havo got, you know.

Senator Lucas, Do you know what the bankrupteies have been
during the last vear?

Mr. Hanes, T do not, Senator,

Senator Lueas, T undorstand they are down to the minimum,

Mr. Hanes, Tt is very small, yes; T would assume so,  Of course,
there are a great many new businesses that have been started up
since the boys have como from the war, and 1 imagine that rate of
mortality is going up.

Senator Lueas, At the elose of Mr, Hanes' testimony, T would like
t introduce into the record a joint memorial passed by the General
Assembly of Colorado to approve pending [logialminn concerning
Federal income-tax returns, .

Senantor Connanry. Has it been submitted to the Senator for his
approval?

Senntor Lucas, T will ask unanimous consent,

The Cuairman, They do not ask the junior Senators.

Senator Lucas. It deals with aplitting the family incomes,  May 1
put that in the record?

(Thoe momorial is as followa:)

Community Prorerty Laws anb vur Froenran Incoms Tax

RXTENSION OF REMARKE OF RON, WILLIAM A, HILL, OF COLORADO, IN THE HOUSE OF
REPREBENTATIVER, TUESDAY, APRIL 23, 147

Mr, Hint, Mr. Speakoer, under leave to extond my remarks in the Reoord, 1
inoludo the following memorial from the Goneral Axsombly of Colorado:

“Senato Jolut Memeorial v

“Jufut meniotial memorinlising the Com}r\w of the Unitel Btates to approve pending leglalation concerning
edoral tncoina tax returns

“Whereas soveral States now have community property laws by virtue of whioh
cortain oitizons of such States roceive Federal income tax advantages over the
citisens, similarly situated, of othor Btates, including the State of Colorado, whioh
do not have community proporty laws; and

*Whoroas it is the opinion of the General Arsenmibly of the State of Colorado that
the oltigens of onoh State should be permitted to flo Fedoral income-tax returhs oty
the samo baals, whether auch State is & community property State or not; and

"Whoreas the Genoral Aasembly of the Btate of Colorado Is advised that thero s
now pending before the Congreas of the United States certain proposed legislation
whioh is designed to vliminate Federal income tax diserimination botwoon the
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citizens of community property States and the citizens of noncommunity proporty
States: Now, therefore, be it

“Resolved f)y the Senale of the Thirty-sixth General Assembly of the State of Colorado
(the House of Representatives concurring herein), That the Congress of the United
Btates be, and it is hereby, memorializedto approve said proposed legislation or so
much theredf aa is nocessary to eliminate the Federal income tax discrimination
between the citizens of community property State~ and the citizens of noncom-
munity property States; and be it further

“‘Resolved, 'That copies of this memorial be forwarded to the President of the
Senate and the Speaker of the House of Representatives of the Congress of the
United States, and to the Senators and Congressmen representing the State of
Colorado in the Congress of the United States.”

The CramrManN, I find myself in agreement also with part of the
theory of Senator Lucas’ bill, and I hope you will cogitate on it when
you are studying it. Implicit in his bill s his belief that at least
at::)rting the first of this coming year we can reduce taxes $3,800,-
100,000.

Senator ConnaLvLy. It is a good argument for putting them off
until 48,

Senator Lucas. Thank you,

The Cuairman. Thank you very much for coming, Mr. Hanes.

Mr, Hanes. May I say one word? May I ask you to put in the
record the editorial of the New York Times this morning? Would
that be out of place?

The CaammmaN. Noj; the reportor will put it in,

(The editorial reforred to is as follows:)

[From The New York T{mes, Thuraday, April 24, 1047]

.

Poritics AND TaxEs

Reading the debates and following the mancuvers of the rival partied in Wash-
ington these days on taxes and the budget, the onlooker may be pardoned for
wondering from time to time whether theso are regarded primarily as matters
of fisen! policy or of political strategy. Ons thing is certain, Both sides, in
their efforts, consclioun or otherwise, to fuse intellectual disoussion with wishful
t,hlt\kln{z. have made some outytanding contributiona to romance sconomics,

Admittedly, pubtic finances at the moment present ticklish problems for both
Republicans and Demoerata. Undoubtedly one of the contributing factors in
the Republican victory at the polls last November was that party's promise
to balance tho budget and reduco texes, In {ts hasto to make good on the second
half of thia program, the mu‘]urit-y pm’tf in tho House has passed a bill retroactive
to January 1, li)-if, reducing taxes by approximately $4,750,000,000 on the
optimistio assumption that it would be possible to lop $6,000,000,000 off the
1948 Prealdentinl budget., This, along with $1,500,000,000 cxpeeted in the form
of taxes over and ahove tho administration’s mdmatu, would bo oxpeeted to
provide a surplus of $7,600,000,0600. More conservative lenders in the Senato
vonlizod that the party could not afford to run the risk of incurring a possible
dofioft in 1048, and made their plans on the theory that the Presidont’s budget
could be pure({ down by only about $4,5600,000,000. The precipitate aetion of
the House has caused these leaders a good deal of embarrassment, and that
ombarrassment has visibly increased since thoy moved on to the practical prob-
lem of making their theoretical budget cuta a reality, ,

But the Republicans are not alone in their discomfture.  Tax reduction means
votes for the party identified with it, and It scexms clear that the administration
party has no intontion of mnk(m;i the hopnbﬁcuna’ task any ensier than necessary.

ta reaistance to reductions in departmental and bureau budgots has been con-
atntontly detormined and voolforous. But now the problein has heen complicated
by a windfall in the form of a budget surplus for the present e'oar. How dublously
welcome this developmeont. I8 would seem to be suggestod {n the fact that, althoug
it had beon plainly ovident in tho Treasury's own figures since February, it was
not until April 20 that it recelved official recu;g)mon from the administrat fon.

Much of tho reasoning advanced by John T, 8anyder, Heerotery of the Treasury,
againat proposals for tax reduction st thia time is undorstandable only againat
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this background. Mr, Snyder foresees price reductions which are going to mean
a reduction of $8,000,000,000 in the national income during the current year,
Now that would constitute at least a mild manifestation of deflation, Yet the
Secretary finds in this circumstance a basis for opposing a reduction in taxes,
which at other points he criticizes for the fact that it would be inflationary. He
notes that present taxes, in view of the high level of national prosperity, “‘are not
an excessive hardship.”  Only a day or two ago, however, the President, who
happened to be discussing prices and the cost of living, was making the point
that the public couldn’t make both ends meet, and in consequence was expanding
fts use of consumer credit. -

It is equally difticult to "inderstund how the administration can reconcile its
argument that tax reduction i3 “inflationary” while at the same timo admitting
the desirability of “reasonable’” increase in wages. The generalization of the pay
increase agreed to by United States Steel would add approximately $10 billions a
year to the Nation's current purchasing power or about $15 billions for the 18
months over which the proposed tax reductions would be spread.

The argument that tax reduction would be inflationary assumes that it would
result in a net increase in purchasing power. But if Government expenditures
aro reduced pari passu with reduction in taxes, there is no net increase in expendi-

ture. A tax reduction program which is achieved by cutting the budget by .

twice the amount of that reduction and using the other half for reducing the debt
ig not inflationary; judged as a whole, it is actually deflationary in its implications.

The problem, however, is still how to cut the budget. That must come first
and debt reduction second. After that, and only after that, does tax reduction
hecom: a proper subject for consideration,

The Cuamrman. Mr. Smith, please, Will you state your full name
for the record, and your occupation, your activitics generally in the
financial field.

STATEMENT OF LEVI P, SMITH, PRESIDENT, BURLINGTON SAVINGS
BANK, BURLINGTON, VT,

Mr. Smit. My name is Levi P. Smith, president of the Burlington
Savings Bank. I am Stato United States Savings Bond chairman,
and T was Vermont State War Bond chairman in every one of the
war drives,

Through that connection, I tuke it, I was invited to become and
did become and am a member of the Committee on Public Debt
Policy, and it is from the angle of debt management that I am inter-
ested to appear boforo this committee. .

The Cuammman. Wo will be glad to have the benefit of your ob-
gorvations.

Mr. Smita. Some degree of tax relief now is not only entirely con-
sistent with sound long-range plans for debt retirement, but is neces-
sary to it, if tho debt rotiroment is to prove continuous, steady, and
successful, Long-range thinking is vitally important in sotting up &
pattern of future financial stabihty,

The Spartan view that all possiblo Government savings bo directed
oxclusivoly to debt retircment, and that taxes be continued at war
levels commands 1espect by its logic and courago.

Let me break in there and say that the suggestion that this be done
sometime in the future has exactly the unsettling effect which from my
angle of approanching this with n view te debt mansgement and long-
torm-debt management is most unfortunate and destruetive,

It is true that we aroe overshadowed by the threat of inflation and
will continue to be as long as we have such a monstrous national debt.
It must also be granted that tax relief is in somo respects inflationary,
and is likely to be especially inflationary in a democracy where most
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relief will always go to the most people and where, therefore, that part
of the budget savings will swell the pocketbooks of spenders more than
it will swell the funds of enterprisers likely to use it to lower prices
or to create more production and more jobs.

However, as T shall point out Iater, T believe that o great many of
these potential spenders can be made into potential enterprisers
through redoubled efforts to push the Government’s thrift campaign
and program.

‘All of this, however, fails to take into account the cffect of such
action on a populace which has carried war taxes to victory and
beyond. We are confronted with a problem which is 90 percent
human, or, if you will, political, in the sensge that if the debt is to be
carried evenly and trimmphantly, it will be done by eulisting the
energies of the people for a long, steady, continuous pull, as con-
trasted with the sporadic action and reaction, the ehills and fever of
inflation and deflation incident to an unsettled finance, and certain to
result in an economy of boom and bust. ,

The public debt 18 so immense that whether all budget savings or
only part of them are directed to its retirement now will make rela-
tively little difference. What we must plan now, thercfore, is a
pattern of life under which our people may live with the debt with
some degree of cheerfulness and look forward to its eventual retirve-
ment with some degree of confidence. 'To tell a person that he must.
go on all his life still carp ing these drastic war taxes is not conducive
to cheerfulness and confidence.

These taxes were irnposed in a hurry when money had to be raised,
and it was necessary to go after it where it could be found. What
we want now is some readjustment, some revision, and what the people
really are looking for to reestablish confidence is some recognition of
that fact, and some squaring off for the long pull.

Any sound program must relax the pattern of war taxes, must offer
definite reliof in such form as will be encouraging to as many people
us possible, and to counteract the inflationary effect of such encourage-
mont must rely upon redoubled efforts to mobilize the thrift of all
the people to drain off the spending money, and to turn back into the
goveriment pool a flood of savings, ,

It would seom that the suggested tax relief, if combined with a
onsistent, plan for debt retivement and balaneed off by a continued
und increasing promotion of the savings bond program must be the
line most liko‘; to enlist the overwhelming popular support necessary
to the successiul solution of this vital problem.

Furthermore, I submit that is the line carrying directly to the people;
that is the line that is most democratic.  As I said, I am president of
a small savings bank, and 1 am among those who feel that thrift is
the badge, individual thrift is the badge of a free and democratic
people. I feel that one of the great achievements coming out of the
war has beon the achievement of mobilizing the millions to the sup-
port of the Government debt., In our own little bank woe havoe been
writing to the larger depositors—they are not large, because wo try
to hold them down to $5,000 apicce, but we have been writing to
those who had larger deposits, end asking them to split their deposits,
and wo have been urging them to buy Government bonds.  Wo have
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been offering to buy those bonds for them without any charge. We
have been offering to give them free safe keeping for them.

I might say in bringing that to the people, T had some recordings
made for the radio, and the radio company put those recordings on at
6:05 in the morning. We immediately had a whole procession of
farmers come in who said they wanted to do business with a bank
whose president got up when they did.

Now, gentlemen, it is with that kind of people in mind that 1 feel
that it will be a constructive thing if we can at this time, now, give
them some pattern for a long range, stable future.  We all know that
what we have to foar most socially, and every other way in this country
is the demoralizing effect of the ups and downs, the chills and fever,
incident to the illness of financial instability, which we have to study
and endeavor to work out from under in as triumphant and confident
a way as possible.

Thank you very much,

The CairMAN. Any questions?

Your courtesy in coming is very much appreciated. Thank you
very much, Mr, Smith.

Senator Iiawkes, I might say just this, that the witnesses have
very definitely touched on the thought that T gave earlier in the
meeting, and that is what we want is a pattern, something that we
know is reasonably as definite as can be, so that the people can build
around that pattern.

Mr. Smrta. Right in’line with that, Mr. Chairman, may I put
into the record the first three studies of that committee on whic‘x I
was glad to have the chance to serve, the Public Debt Policy Com-
mittee,

The Cuairman. We will file them with the proceedings.

Thank you very much,

The meeting is recessed until 10:30 tomorrow morning,

(Thercupon, nt 12:30 p. m.,, the committee recessed, to reconvene
Friday, April 25, 1947, at 10:30 a. m.)

s
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FRIDAY, APRIL 35, 1047

UNITED STATES SENATE,
CoMMITTEE ON IFINANCE,
Washington, L. C.

The committee met, pursuant to adjournment, at 10:30 a. m., in
room 312, Senate Office Building, Senntor Eugene D. Millikin, chair-
man, presiding.

Present: Senators Millikin  (chairman), Taft, Butler, Bushfield,
Hawkes, Martin, George, Connally, and Johnson of Colorado.

The Crairman. We will come to order, please.

The fivst. witness today is Mr, Harry E, I{Jum yhreys, Jr., assisted by
Mr. Mitchell, Mr. Gilbert, Mr. Davidson, and Mr. Lutz, representing
the NAM.

Mr. Humphreys, will you proceed, please?

STATEMENT OF H. E. HUMPHREYS, JR,, VICE PRESIDENT, UNITED
STATES RUBBER CO., AND CHAIRMAN, GOVERNMENT FINANCE
COMMITTEE OF THE NATIONAL ASSOCIATION OF MANUFAC-
TURERS; ACCOMPANIED BY DOW @, MITCHELL, PRESIDENT,
SYLVANIA ELECTRIC PRODUCTS CORP. CHAIRMAN, TAX.
ATION COMMITTEE, NATIONAL ASSOCIATION OF MANUFAC-
TURERS; HAROLD N. GILBERT, VICE PRESIDENT IN CHARGE,
PROGRAM DIVISION; JONN C. DAVIDSON, ACTING DIRECTOR,
GOVERNMENT FINANCE DEPARTMENT, NATIONAL ASSOCIA-
TION OF MANUFACTURERS; AND HARLEY LUTZ, CONSULTANT,
GOVERNMENT FINANCE DEPARTMENT, NATIONAL ASSOOCIA-
TION OF MANUFACTURERS, NEW YORK, N. Y.

Mr. Humenreys, My name is Harry E, Humphreys, Jr. L amn a
vico president of United States Rubber Co. I am chairman of the

vornment financo committeo of the National Association of

{fanufacturers, This statenmient is being made on behalf of the
sssociation,

My romarks aro divided into two scctions. The first deals with
somo mattors of general taxation doetrine and procedure, and tho
second deals with some of tho specifie eriticisms that have been di-
rected against H. R. 1 as amended.

With respect to the more general aspeets of the subject, T would like
to point out that there is almost universal aszrmsuwnt on the proposi-
tion that the Federal tax rates are too high and must bo redueed.
The principal divergenco of viowpoints has been on the timo at which
these reductions should bo made. At least threo difforent positions

107
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havo been taken on this question by different individuals and groups.
These positions are:

1. Defer tax reduction until the present period of virtually full
employment has ended, that is, when signs of a business recession are
evic_ienlt. Tax reduction made then, it is said, would stimulate business
revival.

2. Defor tax reduction until the entire field of Federal taxation can
be reviewed and the most appropriate places can be discovered at
which tax changes should be made. A(}vocaws of this position say
such a genecral review may prove that I, R. 1 as amended goes too far
in the roduction of certain individual income taxes, a finding that
would involve the trouble and embarrassment of later making some
increases in individual income taxes. :

3. Proceed at once with the enactment of H. R. 1 as amended as
a first stop in the rolief of taxpayers, and then carry through with the
more dotailed study and revision of other features of the Federal
tax system,

The National Association of Manufacturers supports the third of
these positions, namely, that the Congress proceed now with the grant.-
ing of auch tax relief to individuals as is provided in H. R. 1,

Our analysis of the issues involved leads to a different conclusion
a8 to the correct timing than that which has been expressed by Secre-
tary of the Treasury John Snydor. The cssence of the problem
before the Congress and the country is the relation of tax reduction
to the maintenance of active business operations, high level employ-
ment, and a liberal flow of national income. Apparently those who
contend that the tax reduction should be deferred until signs of a
rocession appear, belisve that the current rates of employment, pro-
duction, and national income will continue uninterrupted, in the face
of present high-tax rates,

ur view is that definite steps should be taken now looking to the
support of employment and production in the future, It will be too
lato, if tax reduction is deferred until positive signs of a recession are
visible. A tax reduction such as is provided for in H. R. 1 cannot
be expectod to have instantancous cffect.

In the hoarings beforo the Ways and Moans Committee on this
bill, Secretary Snyder admitted that something like a year would
bo required for tho reduction to develop its full effect. 'This would
be just as true if the reduction were to be made at the onset of a
definito business recession as it would be under present conditions.

In advocating this step now, we aro looking ahead to the business
situation as it may be a year or so from the present time. There
can be no assurance as to what that situation may bo then, but testi-
mony is not lacking to the effect that some slackening may be expecte.

The Council of Economic Advisers, in its first report to the Presi-
dent, last December, referred to the somewhat artificinl character of
the present prosperity and cxpressed the viow that this prosperity
coulg not be expected to last indofinitely. It is our contention that
tax rolief, now, to the extent provided in H. R. 1 will be a substantial
anchor to windward in the event that a business recession is brewing.

It is our contention, further, that a postponement of action on this
important mattor until ihe recession is &t hand would be too late.
Moreover, it would be dangerous, since we should bo obliged to worry
along for some time throu Lin the recession until the tax reduction had
developed its boneficial effects. :
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We know, from experience, that many things can go wrong in even
1 year of depression tendencies.  We consider it the wise un-;i’ prudent
action to be prepared in advance for such a contingency. Therefore,
we must disagree with those who think that no tax reduction is
necessary at this time on account of the extraordinary prosperity
which we are currently experiencing. On the contrary, this 1s the
time to act if we are to provide such assurance as tax relief can give
against o slacking off in the levels of employment, production, and
national income.

Another general proposition that has been advanced as a basis of
opposition to the immediate enactment of I R. 1 is that we should
keep tax rates high during this period of unusual prosperity in order
to make a large paynient on the publie debt.

We agree that the size of the debt and the problem of its manage-
ment are serious matters, But we would emphasize two points in
that connection:

The first is that we shall be able to accomplish more toward the
ultimate reduction of the publie debt if we ean maintain a high level
of national income. 1t is far more important that we be able, over a
period of years, to make steady, regular payments on the debt than
that we take such action for a year or so and then face a recession
which will dry up the revenues to a point where debt payment must
be suspended. Tt is our contention that tax relief, now, will do more
to sustain and extend the high-level prosperity which we currently
have than can be accomplished by keeping tax rates high,

The second point to be made in this connection is that we are not
facing a choice between debt reduction and tax reduction, The
outlook for the Federal receipts is such that we can do both., These
receipts are now rununing at record peacotime levels, because of an
unprecedented peacetime national income.  Again we must emphasize
our proposition that we have a botter chance of maintaining the
national income by reducing taxes than wo have by not reducing hwm.
Therefore, we shall have a better prospect of being ablo to continue
' {)t if we reduce taxes now,

To date in the fiseal year 1947 Federal net receipts have been at a
rate which indicates o total for the vear of some $41.5 billion,  Assum-
ing the continuance of such a rate in the fiscal year 1948, under presont
tax rates, the limitation of expenditures even to the ceiling of %33
billion, as approved by the Senitte, would provide a margin of some
$8.5 billion. The revenue loss under 11, k. 1 is estimated nt $3.8
billion, Hence the Federal net receipts, after enactment of 1. R, 1,
would be $37.7 billion, which would make availuble for debt reduction
$4.7 billion under the Senate expenditure ceiling, an amount much in
excess of that which the Senate has already voted as aminimum for
this purpose. ,

In the ovent that a conferenco ceiling were Lo be set at some amount
less thah $33 billion, the available surplus for debt veduction payment
would be correspondingly greater.  We hold that a payment of from
$4.5 billion to $5 billion on tho debt in tho fiscal year 1048 would be
more than enough to sustain the confidence of tho people in the
integrity of the Government’s purpose regarding debt redemption,
and i the soundness of tho velues which the debt vepresenta,

We hold also that it is fully as important to promote the confidence
and the well-being of the people as workers, as consumers and as
investors, for it is only us we do this that we ean sustain the volume

[ —
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of production and the level of national income from which suflicient,
revenues can be derived to assure the maintenance of the debt
redemption policy. :

A third gonora{pmpositinn that has been set up in opposition to tax
reduction at this time is that high taxes are useful in combating the
inflationary situation. The argument as it is made applies with
e(Eml force against any and all tax changes, and not merely H. R. 1.
The underlying thought appears to be that by taking away more of
the current income which the people, as taxpayers, now have, they
will be able to spend and invest less and hence will not be as ready to
pay bigh prices as they would be if taxes were reduced and the tax-
payers had more money to spend. .

/e do not agree with this analysis. In our opinion, it is an ill-
disguised attempt to justify an Exccutive budget which is entively too
high., It is true that taxpayers will have less income to spend—and
savo—if taxes are high than if they are low. That is because the
Government, instead of the taxpayer, is doing the spending.  This is
just as inflationary as private spending. Under present circum-
stances, it is more 80 because it diverts materials and manpower from
civilian production. Stated differently, the Government’s use of
tho taxpayer’s money does not reduce the demand for goods—but it
dofinitely limits the production of goods with which to meoet the
demand, :

In this connection, the President last August stated that “One of
the most effective means” of reducing inflationary pressures “is to
reduce Federal exponditures,” He also stated that ““it is particularly
important that the Foderal Government not compote with private
demand for items in short supply.” ‘These words are as true todny
as then. Yet, the Governrent is now spending, and contemplates
sponding next year, but little if any below the rate of last summer,

The condition which we call inflation is tho result of the great ex-

ansion of bank credit in the course of the war financing. Relief

rom this situation can bo had either by an immenso increase of pro-
duction, which would correct the distorted price structure by adding
to the supply of goods, or the relief can bo had by reversing tho process
of bank credit expansion, which would diminish the aggregate pur-
chasing power. f would like (o quote from a recent discussion of
this gubject which was issued by a group of experts headed by Ran-
dolph Burgess, vice chairman of the ﬁ'ﬂ-tionnl City Bank of New York:

Yn sum, both bank deposits and money in cireulntion inereased with the rise of
Government horrowing }mm the banks, or, to put it the other way, with the rise of
bank investment In Government scourities,  Part of this inorease in the money
supply was warranted by substantially higher lovels of business, employment, and
pay rolla, Howover, during tho war the money supply inerensed much more
rapldly than did the national income.  In the prosperous twenties, money supply
(domand deposits and money in circulation) was about one-third of the annual
national income; during the uncertain thirties it averaged slightly less than ane-
l:alf‘ 'rho war raised 1t to about three-quarters of the yearly national income.

Ovor a perfod of years, the economy may ow‘l)nnd sufficiontly to reestablish re-
lationshipa botween the su ){)\_v of money and thoe volume of business more in lino
with prewar experienco, ntil that stage is reached the only effeetive methiod
for restoring & more normal bilance s Lo revarse the process by which the money
supply was increased durlug the war, ox, in other words, to follow policies that
will reduce bank holdings of Govornment securitices,

Our conclusion from the evidence relative to the nature and the
‘ entbie of inflntion is that redueing tnxes would not bo inflationary at
OO e

e
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this time. The inflationury pressure resulting from the expansion of
bank credit can be reduced only by contracting the volume of bank
eredit. By proper and effective control of the spending for current
purposes it would bo possiblo to provide a surplus revenue for debt
payment within a budget total of $31.5 billion and oven within a much
smaller total than that after another year or so. High tax rates, as
such, will not diminish the inflation. And I must point out that,
although the President’s budget for 1948 contemplated the retontion
of existing tax rates, tho.-provision for a surplus in that budget was
much smaller-——even after restoration of wartime oxcise rates and
recommended incrense in postal rates—than this Congress is intent
on providing, '

1t is possible, however, that the present high tax rates may con-
tribute to the inflationary situation through the effect which theso
rates may have upon the gnancin r plans of business, Theroe has been
a marked increase of private hmﬁ( horrowing. Irom Juno 30, 1945,
a date which coincides approximately with tﬁu end of the fighting, to
Di-‘(:caxnl)tyx' 31, 1946, the Lmns of commoercial banks oxpanded by $7.6
bitlion.

[t is well understood that an expansion of bank credit through
private borrowing has precisely the same inflationary effects as the
expansion which occurs through Government bank loans.  The ‘)rivato
bank borrowing wag rosorted to, in large degree, to secure additional
working capital, & necessary requisite to an enlarged scale of business
operations. It is logical to assume that the depletion of cash by the
heavy taxes on both business and individual incomes compelled busi-
ness concerns to borrow from the banks on a larger scale than would
have been necessary had the tax rates and the tax burdoens boen lower,

1 turn now to some of the specific eriticisms that have been made
against the tax reductions incorporated in H. R. 1.

Two principal criticisms that have been advanced require particular
attention, because in each ease there appears to be a considerable
degree of misunderstanding involved.

“he first is the charge that 1. R, 1is an unfuir tax bill, in that it
gives too little relief to those with small incomes,

The question of fairness or unfairness in taxation is always a relative
matter., Taxes are burdensome for they represent a reduetion of the
income which the taxpayer would otherwise use for his own consump-
tion or investment purposes. Taxation means that somcone else
makes the decisions as to how a portion of cach taxpayer's income is
to be spent. We all recognize the necessity of this sacrifice of control
of u part of our income, but it must bo clear that the greater the pro-
portion of one’s income over which the private owner has no control,
the greater the impairment of the incentives to get income,

In the case of t(lxu individual income tax, we have adopted, as a
public policy, the procedure of taking relatively more from the large
than from the small income.  There is no seientifie rule in progressive
taxation, henco there is no basis on which to determine, by any abso-
lute standard, just how much more it is “fair” to take from a largoe
than from a small income,

During the war all tax rates were advanced to levels that must bo
regarded as unfair for the postwar period, by any reasonable standard
of fairness.  In the ease 0} the individual incoma tax, the progression
of tax rotes hay been steadily steepened in the series of war tax acts.
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It is doubtful if any candid person can consider the tax rate scale of
the 1945 act without agreeing with the conelusion to which we have
come, namely, that this tax-rate scale must be revised.

This genomi revision must be deferred, however, until the Congress
enters upon the compreheunsive task of tax adjustment and revision,
1t is not proposed in H. R. 1. Those who oppose any action on tax
reduction at this time are fully cognizant of the severity of the tax
rates but they are evidently prepared to subordinate all questions of
fairness and unfairness to such other purposes as they may hold as a
basis for their opposition. )

NAM’s recommendation for a 20-percent cut across the hoard would
have retained precisely the sime effective progressive relationship as
now exists under the 1945 rates.  To the extent that this relationship
is aceeptable, then the results of a 20-pereent cut must also be o
regarded. Whatever degree of fairness or unfairness there may be in
the 1945 rates would also exist in the distribution of the tax buvden
after a 20-porcent cut.

As H. R. 1 passed the House, however, the pereentage reductions of
tax actually involve a steepening of the tax rate progression beyond
that which now exists, The small taxable incomes would receive a
30-percent cut, and those few largoe incomes about some $302,000
annuully would receive only o 10¥%-percent cut. It follows, therefore,
that H. R. 1 does actually moderate, to the extent of the 10-pereent
differential, the relative burden of taxation on the small incomes,

The charge of unfairness has been carried further, by some, who
have demanded that there should be not merely a liberal pereentage
cut in the tax at the bottom of the scale but a complete exemption of
additional amounts of income at the bottam.

These demands rest on & unrealistic conception of the distribution of
incomes and of the operation of & tax on net incomes. In a statistical
exhibit attached to the statoment of Secretary Snyder before the Ways
and Moans Committee it was shown that an increase of $100 in exemp-
tions across the board would decrense the number of income-tax
,i‘ayors bry 4,728,000 and would diminish the revenue by $1,646,000,000,

hat is from the hearings before the Committee on Wayse and Means
on H. R. 1, pages 32 and 33. An increased exemption of $200 across
the board would reduce the number of taxpayers by 10,528,000 and
the revenue by over $3 billion. In the exhibit was o chart which
showed that the first surtax bracket $0-$2,000 of taxable surtax income
accounts for 72 pereent of total taxable income and for 56 pereent of
total income tax vield at current national income lovels,

These date indicate quite conclusively that it would be impossible
to grant as much tax ré]ief at the bottom of the income scale o some
have asked for, if any reduction at all were to he made elsewhere in the
income scale.  We have brought out, in our earlier discussion of tho
genoral objectives to be simed at in this tax measvre, that we expect
1t to be a atrong, positive advantage for the economy os a whole.

Wa believe that its enactment will contribu§c to the maintenance
of employment and production in the future. But such results cannot
be expected if the bill concontrates the tax reliof at the bottom of tho
income scalo to an oxtent that makes substantially proportionate
relief elsowhere impossiblo,  As the figures just quoted indicate, even
80 moderato an adjustment as an increaso of $200 in exemptions aciose
the board would cause almost as great a losg of rovenuo as tho flat 20
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ercent cut would involve, vet an additional exemption of $200 would
e utterly inadequate as a measure of tax relief for the middle and
upper brackets. ‘

“he second basis of attack against the specific content of . R, 1
is that it goes too fer in the amount of reliulI to be given to the middle
and upper incomes, since the present high level of employment and
nntionnll income demonstrates that there is no lnck of venture capital.
Henee it is argued there is no need to reduce taxes on the larger
incomes in order to permit greater savings.

This contention, as is cvident, is & companion piece with the
argument that there is insufficient tax reduction provided at the bot-
tom, 1If no relief at all is required or warranted for the higher incomes
at this time, then there woulld he more leeway for relief at the bottom.,

Those arguments seem to concede that little or no saving is possible
out of the larger incomes under existing tax rates. This is se, perhaps,
to & greater extent than is realized %)y those who lay stress on an
cconomy of consumption without much thought about how pro-
duction occurs.

We do not minimize the importance of consumption. Bnut, of
equal importange is the health of the producers of the Nation--the
litite ones, the new ones, and those yet to produce anything, as well
as the cestablished manufacturers. Production must precede con-
sumption. The thing that distinguishes America is its capacity to
produce. Our leadership in the world is wholly dependont on the
maintenance and expansion of that capacity.

Capacity to produce and investment in production are one and the
same thing. We imperil the capacity to produce whenever and
however we imperil the ability and the willingness of individuals to
save and to invest.

Only & tax system which permits individuals to save substantial
amounts out of income and to risk such savings in new and untried
business ventures will protect and enlarge our capacity io produce as
a nation. The source of savings available for such purposes is, there-
fore, of primary concern to all the people of this Nation,

In view of this fact, we have had a study prepared by NAM’s
research department of the sources of iudivi({uul savings and of the
effects of the present individual incomo tax on saving, It is appended
to the formal statement or briof filed with this committee on Monday.

Brieily, its findings are—

1. The rato of saving like the rate of taxation is progressive. In
other words the greater the individual’s income, the greater the
percentago of his income which is saved.

2. The Nation-is nearly entirely dependent for now venture capital
on.savings of individuals with incomes exceeding $10,000 a year,

.3, At present, personal income taxes consume approximately half
the potential savings of the Nation.

-+ 4, Of those savings which are not taxed away at ptesent tho great
“bulk are not in a form which makes them available for financing enter-
prises involving risk. 'This means that personal income taxes today
consume very nearly all of the potential savings, which, except for the
thxos, would be available as risk or venture capital,
. Thus the study leads to the conclusion thut high taxes on the larger
incomes are paid primarily out, of income that would-have been saved
608084714
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and invested and only secondarily out of income that would eithor
havo beon spont or savad in othoer forma,

Tt is thus clear that if the tax relief to be provided at the present
timo wore to be concontratod vs heavily in the lowor income brackets
as somo have proposod, there would boe only o small amount. of suvings
aceumulntod out of theso incomues by renson of tho tax reduction,

Thoe argument that thore is no presont need for venture eapital
roveais an inadequato understanding of the way in which our complex
vconotiic system works,  Tho present employmont situation is in no
songo an indieator of the need which the cconomy now has, or will
havo, for now supplies of capital, Wao have alveady cited the oxpan-
sionn of bank loans, an cxpansion which to some extent would not
have acenrred had tax rates boon lower,  ‘Tho important faet in this
connuection, ns in our earlior discussion of the bearing of tax reduction
upon futupe cmploymoent and business activity, is the substantial
timo lag botwoon tho release of incomao through tax reduction and the
acoumulation of savings and the conversion of the saved funds iuto
new eapital oguipmont. A considerablo time would be requirved,
aftor tax ratos, wore reduced, for individuals having incomes {rom
which something could then be saved, to accumulate pmounts of any
sine out of curront incomo,

This cannot happoen overnight, or ovenin asingle yoar.  Instrossing
the noed for new venture eapital, wo are looking to the future, for
which wo must how begin to make proparation, ‘lm‘n, alno, it will be
too late if wo delay until the future has become the present hefore
taking atops to provide more capital. .

As wo look to the future, we *mow that there must ho mope eapital
providued, for theso roasons:

Firat, thore will be a steady net addition of gome 500,000 to 600,000
yorsone annually to the total of workurs through po wulation ineronse,
i’x‘oviaion of jobs and opportunity for these now workers to carn good
incomes, lmi{d homoes, eatablish familios, and live comfortablo lives
is depondont, in our complicated cconomy, upon a flow of new capital
into the varied forms of occonomie anctivity, Assuming that it will
require anywhore from $2,000 to $10,000 according to tho t.vlw of
industry, to prgvide a {ob for each additional worker, wo shall have
in the growth of population, a ateady demuand for some billions of
additional investinenta mu‘nmhy whilo the population growth continues,

Second, thera are many new fiolds of enterprise which can and will
be doveloped when capital is available and when tho rowards for the
risks involved are onee more adoquate by renson of lower tax vates,
Thore was a timo whon somo wore seriously concernoed lost we had
roachod tho atage of A mature oconomy. 'g!m war disposod of this
myth and thore has beon a marked falling off in the number of those
who' still pronch this dootrine. It in now rather gonorally renlized
that onormous pouaibilit,ioa of now and botter production await the
oming of more venture enpital and of a tax systom that will not
unduly&and improporly ponalize those who assumo the risks of
antorpeise, :

l\ird, wo il look forward to n stordy, consistent riso of our sealo

of living, This rise will be dependint u{mn tho growth of output and
productivity per workor, a result whioh in’ turn is dependent upon
additionnl oupital investmont por worker. Tho expandaxl capital
inveatient will be requived both for the hew workers who will come
: ' /
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along, and for ail members of the present, labor foree.  In short, our
capital cquipient must. be improved both horizontally and veetically.
That is, wo must gain both in the quantity of investment, and in its
gquality,  Inereasing output depends on nore tools and hotter tools,

In conelusion, onr arguments may he bricfly sunnnarized ;

Fivat, wo have shown that the operation of time luge requirves action
on tax reduction in advance of the conditions under which such ro.
duction bocomes an ewergency measure. This is true both with
respeet to the influenen of tax reduction in sustaining caployment and
business activity in fuco of recessive tendencies and to its infiluence
in extablishing the atmosphers wnder which new supplics of venturo
capital will be forthcoming, Tt is our convietion that the tax reduction
should be made now,

second, we hinve shown that there ean be both tax veduction and
debt reduetion, in view of the productivity of the Federal tax systemn
at cwrrent income levels and of the control over total expenditures
which the Congress is intent uporgexercising,

Third, wo have shown that the tax reduction to be mado ot this
tinte shoukd b sutliciontly brond in its application to all taxpayers to
promote the economic motives and incentives to work, to save nnd
wvest, and to ke the visks of enterprise. 1 this connection, we hive
omphasized the fundamental teath that in the long run the best in-
tevests of oven the small income recipients will bo most fully served by
u tax redoction policy which benefits all menmibers of the cconomie
conmunity.

The people want more and better things for use and enjoyment.
Tho tax rol‘inf to bo provided through ennctment of 11, R, 1 will be a
signifiennt boginning toward the roleaso of the productive encrgios by
which thix popular demand ecan bo met, Passage of H, R, 1 will bo
ah net of construcetive oconomie statosmanship,

(Tha brief referred to is s followa:)

A Bmier v Bueronr ok Incose-Tax Repverion Now SunMitmenp 1o Thig
Finane® Comarrerr, UNirkn Nrarks SENATH, Y TUR NATIONAL Associas
TON oF MANUFACTURERN, Armin 21, 1047

URNERAL ARGUMENTH IN HUFFORT OF INCOME-TAX ‘ltl-ll)lil!Tl()N NOW

Thoe priveipal argumonts advancod by apponents of ineomoe-tax reduction at
thin timo bofore the Houso Ways and Mernr Committeo and in debate during
constderation of T R, 1 as amended by the Henne of Reprosentatives aro dealt
with in this seotion of tho brief. A later section deals with some of the specitio
eriticlams that have boon oade of 11 R, 1 as amended.

Tho Seerotary of the Troasury and others contonded that taxes should not be
tedacod durlng tho prosent high level of prospority and that sueh sotlon should
be.delayod until & businoss rovession hine set in,  In rosponne to a question from
the ohulrmon of tho Ways and Moans Committee, HSoorotury Snyder sabds )

*At the presont timo, us T havo alroady stated, Dusiness is u;mruuuin at onpacity,
I, hawevor, at a future date business should be operating at loss than oapaoity,
1 ‘ml!ovo that it contld bo stimulated by tax reduotions,”

Que view v tax roduation now will contributo to the maintonance of high-lovel,
sinble proapuority,

The need and importaneo of (ax redustion s admitted by the opponents of

R ae nmendod, but they would dotay making it until the lpw\k of tho prowar
busliioss aotivity f past,  Wao submlt that {6 wonlkd bo too Iato to pravide an
effcotive stimulus, i Congresa wore to walt until a bualness vovension haa sot in
bofore reducing inoomo taxos, Changes In the rate of businoaa sotivity are

Y 'hle, an Txlwmnont vof roneen B0 the Sestiinony and exhibita prosented by 'T'eeasuiey with (1)
kel {rotR “w 1] lmmint of Neeratary Buydet bulore nm \\’nyn [ h‘gwm t)myumm« of t “o\m of
eprecontantivee, March 18, 1147,

s e s B S e s



200 INDIVIDUAL INCOME 'TAX REDUCTION '

usually the product of forces and influences which have been operative over a
considerable period, although the culmination of tendenéies in one direction or
another may become visible suddenly. It is difficult to dingnose with certainty
the carly symptoms of a condition that may develop into a recession, couse-
quently the time to apply preventatives, such as income-tax reductions, is before
such a condition develops.

No one can now forecast with accuraey the vme when a definite reversal of
the present business trend may oceur.  The following passage from the first
report. of the Council of Keonomie Advisers i, however, significant.: 2

*While thg prospeet for high employment and produetion in the near term

is good-—barring the possibility of a brief dip--it is pretty generally recognized
that the bases of this activity are somewhat arvtificial or ut least that activity
in the present tines eannot be expeeted to continue indefinitely.”
It was stated in testimony on H, IR, 1 before the House Ways and Means Caoon-
mittee on Mareh 14, 1947, that upward of a year would he reguired for the national
economy to feel the full effeet of a tax cut,  On that basis, if prompt action were
to be taken in the enactment of H. R. 1, asy amended, its influence as o stimulus
Lusiness would not be fully wpparent before the spring or early summer of 1948,
On the other haud, If we were to aceept the counsel of Secretary Suvder, which
is to wilit for tax reduction until there is visible evidence of a business recession,
we would then face the prospect of a period of developing business stagnation
before any marked stimulating effects of corrective action could be expeeted.
We know from experience that many things ean go wrong in a year of ceonomnie
recession,  The Treasury proposal amounts to locking the barn door aftes it ix
too late,  Our concern here is that taxes be reduced now as one of the wmeans to
prevent the start of a recession, or lessening its effect if one should oceur, The
timne for making these steps is before the adverse factors that might develop into
a recession have begun to operate,  We believe that tax reduetion now will he a
necessary preventive measure, and that now is the time to introduece this safe-
guard against a possible future business decline,

2. It is further contended by the opponents of income-tax reduction now that
taxes should be held at their present levels in order to_create a revenue surplue
that can be applied to the reduction of Federal debt, In this connection it. may
be noted that the President’s budgets for 1047 and 1948 made no provision for a
revenuo surplus, despite the retention of high tax rates. Scerctary Snyder said
the following in testimony before the House Ways and Means Committee:

“T am vonvineed that the entire surplus which ia likely to be realized in 1048
should be devoted to the reduction of the public debt. It will be time enough
to onact tax reductions when and if there is definite evidonco that the 1048 surplus
:?‘ggcggtoar than prudence requires to be applied toward reduction of the publie

ebt.,

NAM has recommended a consistont policy of debt reduction. In its recom-
mendations for Fedoral fiscal nolicy, approved by the board of directors on
Decombor 3, 1948, the first plank is an annually balanced budget, and the second
plank is debt reduction at a minimum rate of $2.5 billion a year, plus an amount
equivalont to tho saving in interest’ on amortized prineipal.

It will be helpful in arriving at a decision on this {ssue to consider the present
i)rospoom for fiscal years 1047 aud 1048, Becretary Snyder admitted to the

Touse Ways and Means Committes that the budget cstimaten for 1947 erred
by utderestimating receipts and by overestimating expenditures. Whon the
budget for 1047 waa transmitted to tho Congress in January of this year, n deflolt
of $2.3 billion was foreoast for 1947, and a surplus of $200 ¥ mnilifon waa anticipated
for 1048, As of March 27, 1047, there was a surplug of reccipts over exponditures
of about $3.2 billion. With the same control over expenditures during the final
quartor of the flacal yoar 1947 as has been oxercised thus far, a polloy which we
believe can and should bo applied, the flusl 1047 surplus may reasonshly he
ex){‘aot;od to bo about $2 billion,

‘e Iny partioular omrhm«la upon the matter of expenditure control which was
mentioned In the procediug paragraph. Besrotavy Snydor reforrad, in his repOnKo
to a question, Lo the outlook that roceipts will be f\i‘(her than estimated, and “that
wao shall sueceed in our pmft m of rodueing expenditure to an oven greator oxtent
than we had estimatod eaclior,” The inflow of receipta in a funetion of the level of
economle notlvity in the cconomy, and under givon $ax rates it can be influenced
through administrative measures, mainly by the éxorolse of duo diligenco and
vigilanco {n the enforoemont of the revenie laws,  On'the othor hand, the outflow

R AE.
] g‘hn Couanell of EcoO?om(c Advisers, Firat Reporl to the Pres &t\n&. December 1440, wo.
¥ Boforo reatoration of wartime oxolse reles and recommanded incresses in postal rales,
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of expenditure, within the limits of appropriation totals, is subjeet io dircet
influence and control through the attitude of the administrative heads ot the
various governmental agencies,

The practice of free spending and of incurring obligations against available
balanees in order to nvni(‘ losing the money through the lapsing of appropriations
is & common one, and unfortunately, there is not always an adequate degreo of
supervisory control to prevent abuses,  Tnour outline of the prospective budge-
tary resulta for the fiseal year 1947, just presented, we are assuming that the
mlicy of reducing expenditures which was announeed by the Seeretary of the
I'reasury will be vigorously applied during the remainder of the fiscal year for the
r;mh to use up available funds is ordinarily most evident in the closing months of
the vear, :

If the current level of national income be assumed to continue through 1048,
the Federal net receipts for that fiseal year under existing tax ratex should be
approximately equal to those for 1047, namely, about $41.5 billion. The Joint
Committee on the Legisiative Budget has recommended total expenditures in
1048 of $31.5 billion. If the higher amount of $32% billion reported as the prob-
able legislative ceiling, should be the final total, there would be a surplus 0} 9%
billion with no reduction in taxes, We submit that this would be a greater
amonnt than prodence requires to be applied to reduction of debt in 1 year. ‘The
revenue loss under H, R, 1, as mm‘,n(icd, has been estimated to be $3 8 billion
annually at the current national income level, After enactment of this !:ill
there would remain nearly $6.5 billion for debt reduction,

It is true that we have no assurance that the current level of national income
will be maintained through 1948, But we do have the assurance of a far greater
likelthood of this result if tax reduction is made now than we can have if the exist-
ing tax rates and tax burdens are rotained,

We do not underrate the gravity of the problems presented by the public debt,
It is a threat to our solveney as a nation and to the security of our institutions,
We must maintain the faith of the people as bondholders and maintain their con-
fidenee in the stability of the values which their bonds represent,  Citizen morale
88 bonders may ho weakened, or broken, if we revert to Rmhur large deflcits and
additional debt increase. It will bhe preserved and strengthened by a resolute
policy of debt retirement,

For these reasons NAM recommends a strong and consistent policy of debt
retirement.  But we must also consider {he morale of the eitizens as workers,
taxpayers, and consumers, as well as their morale as hondhotders. A tax burden
s0 hieavy as to disconrage work, saving, and investment will undermine the ca-
pacity of the Federal Government to support the debt and proceed with its retiro-
ment, Tax reduction is the key to ma!mmmnce of production and income lovels
at which the debt burden can be carried,

Qur view s we can have both tax reduction and debt reduction by acting now.

A third point that has been made in opposition to tax reduction at this thne in
that we should wait until the Cougress can undertako a broad, over-all revision
of the Federal tax strueturo.

This i a delaying action, pure and simple.  Everyone knows there is neither
the timo nor the (ﬁspwammn on tne part of the Congress to undertake such a

eneral rovision of Federal taxes at this time, The proposal is tantamount to
ndefinite postponement, Furthermore, it is inconsistent with the )rogosal of
Heeretary Bnydor that tax reduction should b