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INDIVIDUAL INCOME TAX REDUCTION

TUESDAY, APRIL 22, 1947

UNITED STATES SENATE,
COMMITTEE ON FINANCE.H'&~hingilon, 19. C.

The committee met, pursuant to call, at 10:30 a. m., in Room 312,
Senate Office Building, Senator Eugene D. Millikin, chairman,
presiding.

Present: Senators Milliken (chairman), Taft, Butler, Brewster,
Bushfield, Hawkes, Martin, George, Byrd, Johnson of Colorado, and
Lucas.

The CHAIRMAN. The conimitte6 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:)

[H1. R. 1, 80th Cong., 1st sess.J
AN ACT To reduce individual Inoomo tax payments

Be it enacted by the Senate and House of Representatives of the United States of
America in Congress assembled, That this Act may be cited as the "Individual
Income Tax Reduction Act of 1947".
SEC. . REDUCTION IN NORMAL TAX AND SURTAX ON INDIVIDUALS.

(a) REDUCTION IN NORMAL TAX ON INDIVIDUALS.-Section 11 of the Internal
Revenue Code (relating to the normal tax on individuals) is hereby amended
by striking out "5 per century" and inserting in lieu thereof "24 per cintum"
and by adding at the end of such section a new sentence to read as follows: "If
aggregate of tentative normal tax and tentative surtax is not morel than $279.17,
see section 12 (i), end if more than $250,000, see section 12 (g)."

(b) REDUCTION IN SURTAX ON INDIVIDUAIs.-Section 12 (b) of the Internal
Revenue Code (relating to the rate of surtax on individuals) is hereby amended
by striking out "5 per centum" and inserting in iiem thereof "24 per century".

(e) TENTATIVE TAX MIORE THAN $250,000.-$ection 12 (g) of the Internal
Revenue Code (relating to tax on large incomes) is hereby amended to read as
follows:

"(g) TENTATIVE TAX IoRE THAN $250,000.-if the aggregate of the tentative
normal tax under section 11 and the tentative surtax under subsection (b) of
this section is more than $250,000, the combined normal tax and surtax shall
not be less than such aggregate reduced by the sum of (1) 24 per centuin of the
first $250,000 thereof plus (2) 15 per centum of the amount thereof 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, tile combined normal tax and surtax shall be computed
without regard to the credits provided in sections 3t, 32, and 35."

(d) TENTATIVic TAX NOT MlORF THAN $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:

"(i) TENTATIVE TAX NOT MORE THAN $279.17.--
"(1) If the aggregate of the tentative normal tax under section 11 and the

tentative surtax under subsection (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.
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"(2) If the aggregate of the tentative normal tax under section 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
shall be computed without regard to the credits provided in sections 31, 32, and
35.,,

(e) TAXABD YZAS TO Wincu APPLIcam,v.-The amendments made by this
section shall be 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

(a) 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:



INDIVIDUAL INCOME TAX REDUCTION 3
"Individuals with adjusted gross income of less than $5,000-

And the number of
exemptions Is-

1 213 4 5more

The tax shall be-

$0 $0 $0 $0 o
1 0 0 0
4 0 0 0 0
7 0 0 0 0

10 0 0 0 0
13 0 0 0 0
16 0 0 0 0
19 0 0 0 0
22 0 00 0

nK It A t

If adjusted
gross income

Id-

ButAt less
least than

$0 $550
NO 575
575 IM80
1W0 625
6525 1.50
650 675
675 700
700 725
725 750
71% 775
775 K15
800 525
825 850
8.0 8)75
875 100
900 925
925 950
950 975
975 1,000

1,000 1.025
1,025 1,050
1,050 1,075
1,075 1,100
1,100 1, 125
1,125 1,150
1,150 1,175
1,175 1,200
1,200 1,225
1,225 1,250
1,2S0 1,275
1,275 1,300
1,300 1,325
1,325 1,350
1,350 1,375
1,375 1,401
1,400 1,425
1.425 1,450
1,.I0 1,475
1,475 1,500
1,09 1,525
1,526 .ibl
1,50 1,575
1,575 1, At)I,(4)0 1,625
1,625 1, (M
1, 114% !1 675
1,676 I, 7R)
1,700 1.725
1,725 1,750
1,750 1,775
1,776 1,8)
1,18)0 1,825
1,825 1, 85O
I,850 1,875

11,875 1, im+1,000 1,925

1,92' 1,9,
I,.,o 1.975
I175 2,0 W)
2,000 2, 022,025 2,1)50

2,050 2,075
2,07 2,100
2,100 2,12.5
2,125 2,150
2.110 2,175
1,175 2,200
2.%0 2,225
2,I25 2,2W
%,251 2,275

0
0
0
0
0
0
0
0
0
0
0
0
0
0
3
6
9

12
15
18
21
24
27
30
313
:16
39)
42
45
48
51
54
57
Q0

72
75
78

84
87
)

93

it)'
102
IS

114
117
120
1123
126
129
1:12
1:36
140

If adjusted
gross Income

Is-

At But
least les

Than

$2. 275 $2, 300
233W 2,325
2,32 2,350
2,350 2,375
2,375 2,400)
2,400 2,425
2,425 2,4,51
2,450 2,475
2,475 2, 500
2, W1 2,525
2,525 2, 55
2, 30 , 575
2.575 2, (
2,11W0 2,625
2, 625 2,6(
2,650 2,675
2,675 2,700
2,700 2,725
2,725 2,750
2,750 2,775
2,775 2,800
2,80) 2,825
2,S25 2,850
2,850 2, 875
2,875 2,90)
2,0i 2,925
2,925 2.950
2,950 2,975
2,075 :1, )O
3,000 3, 050
3 ,050, 3,100K
3,100 3,10
3,15N 3,200
3,200 3,250
3,250 3,300
3,3 3 ,301 ,350 0
3,400 3,450
3, 4W 3. VA00

3, 3, 50
3,550 3. 0
3,1N 0 3, tw5
3,650 3,700
3,700 :1, 150,703, 80))

: ))3,850
,i V ) 3, 00

3, N) 3, 95)

:1, WA) 4,0),),)
4, Wo 4, ON)
4,1M50 4,10
4,10) 4,150
4,150 4,2001
4,2(10 4,2:A0,2 4, 300

4,300 4,350
4.350 4,4)
4,40t) 4,450
4,450 4, 5)
4, ) 4.5 3A)
1,550 4,560
4,00 4, 65)
4,W) 4,70O
4,7M 4, 75)
4,750 4 00
4, ) 4.850

4,9) 4, 9%
4,1)) t ,01

$237 $115 $74 $8
210 149 77 II
244 151 80 14
247 15' 83 17
251 10f3 86l 20
251 167 80 23
257 172 92 26
261 17 95 29
21A5 181 9 32
268 185 101 35
271 1) 101 38
275 194 107 41
278 199 110 44
281 M3 113 47
Nx5 208 t 16 )5
28 212 119 5.
292 21W 122 56s
295 219 125 59
298 222 128 62
302 226 1311 65
305 ?29 135 64
309 2.33 139 71
313 216 141 74
317 240 148 7 7
321 243 153 80
321 2O 157 N3
328 2504 162 815
332 253 161 89
3) 2.57 171 92
Mt I 262 178 1M5
319 26J 187 102
3541 276 196 108
364, 282 205 114
371 28)) 213 120

79 296) 220 126
3S) i3 22 132
394 :150 231 141
41 :114 2,11 V
4) 12,5 2,17 15)
41)1 U33 251 1618
124 310 261 177
431 34H 265 18
439 355 275 1015
447 3C.3 52 ?0
15 1 370 '20 212
4)2 :78 295 21
169 3MI 3012 ..
477 M9 30 =
444 W)11 317 2.10
192 448 3124 247
43A 416 332 25~3
50)7 423 31)) 260
514 4:11 3547 V
r22 4:08 355 274

6-91461362 28

5'44 411 177 20
5r.2 468 385 5I

559 476 3 IJ 2 30

571 191 40' 321
582 498:41,5 331
'9 NW 1422 3: 1
597 513 4:0 3 16
P 05 621 437 :114
612 529 415 361
520 16 452 369

627 I 44 41) 374

"7 51 467 387425 1 I] 467 384.

And the number of exemptions t--

2 1 3 4 l 5 6 1 8

The tax shall b6-

28
31
34
37
40
43
46
49
62
55
58
61
64
617
70
73
76
79
82
85
88
91

91
97

100
103

109
112
115
118
121
121
121
1:50
1:111I Mt
137
I11

146
19)
155
1159
164
168
173
177
182
180
191
195
2)
204~209
213
216
220
223
227
23))
M4

$0 $0
0 0
0 0
0 0
0 1)
0 )
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
) 0
1) 0

1) 0
0 0
1 0
4 0
7 0

10 0
13 0
10 0
19 0
22 0
25 0
30 0

42 0
48 0
64 0
CA0 0
101) 0
71 5
77 11
K3 17
8 23
95 29
11 35
1)7 41113 47i
119 53
125 5)
131 65'
1410 71
119 77
t 14 M(
167 89
1N 95
185 101
194 107
20W 113
212 119
21 125
225 131
232 1319
23 148
2 W 157
253 1615
1) 175
261 184
273 193
280 20Y2
287 211
'24 218
101 225

(b) TAXABLE YMAiHS TO Viticit APPI,,CARLE. -The amendment mado by this
btection shall 1 ) applicabl with reopo, et to taxahe ytea5rs beginning after Deeeinber
'41, 19310. For treatlcnt of taxable years beginning in 1946 and ending in 1947,
sfe section 6.

1I

s o $0
0 0
0 0
0 0
0) 0
0 0
0 (

1) 0

0 0
0

0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0) 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0

.0 0
0 0
0 0

1) 0
0 0
0) 0

)) 0
0

0
4 0

10 0

10 0
22 0
28 0
34 0
40 0
4O 0
52 0
&8 0
14 0
70 4
763 10
82 1)6
8822j

4 28
100 34

0 of o

112 46
118 52
124 t8
190 64

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

,)
0

0
0
0
0
0
o
0
0
0
0
0
0
0t0

10
0
0

0
0
0
0
0
0

0
0
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SEC. 4. ADDITIONAL CREDIT AGAINST NET INCOME FOR NORMAL TAX AND SURTAX

(a) ExEMPTION Fon Aon.-Section 25 (b) (1) of the Internal Revenue Code
(relating to credits against net income for normal tax and surtax) is hereby
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 pul)-
paragraph 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 .l,

an exemption, in lieu of the exemption provided in clause (i) of this
subparagraph, of $500 for each spouse 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,
etc., see section 22 (o)."

(b) DETERMINATION OF AoE.-Section 25 (b) (2) of the Internal Revnue
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 age
of an individual shall be made as of the last day of the taxable year."

(c) LIMITATION ON EXCLUSION FRoM GROSS INCOME OF ItETIREMENT PAY,
E'c.--Section 22 of the Internal Revenue Code (relating to gross income) is
hereby amended by adding at the end thereof a new subsection to read as follows:

(o) RHTIRMLNT PAY, ETC., OF INDIVIDUALS 65 OR OvEa.-If an individual
entitled to the ex, mption provided in section 25 (b) (1) i)) (relating to indi-
viduals who have attained the age of 65) receives during the taxable year any
amount (other than a lump sum benefit) as pension, annuity, retirement pay,
old age or survivor's benefit, or similar payment, with respect to services rendered
by him or another 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 lany other law. This subsection shall not require
the inclusion of any such amount as gross income unle&4 the gross income, com-
puted without regard to this subsection, is $500 or more. This subsection slall
not apply-

(1) 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 frollm
active servicein the armed forces of any country, unlem such amounts are
also excluded from gross income by a provision of law other than section
22 (b) (5); or

"(2) to amounts excluded from gross income under section 3 o& the Act
entitled 'An Act to safeguard the estates of veterans derived from payments
of pension compensation, emergency officers' retirement pay and insurance,
and for other purposes' approved August 12, 1935, a, amended (U. S. C.,
1940 ed, title 38, sec 45,la) ; or

"(3) to amounts excluded from gross income under section 3 of the Act
entitled 'An Act to establish in the War Department and in the Navy De-
partment, respectively, a roll, designated as 'the Army and Navy meal (f
honor roll," and for other purposes', approved April 27, 1916, as anwilded
(U. S. C., 1940 ed., title 38, sec. 393)."

(d) TeCHNICAL Am.; DMENr.-Section 22 (b) (5) of the Internal Revenkle
Code (relating to exclusion from gross income of compensation for injuri,.1 or.
sickness) is hereby amended by striking out "and amounts" and inserting in lieu
thereof: "and (except as provided in subsection (o) in the case of individuals 65
or over) amounts."

(e) TAXABLE YEARs TO Wjicit APPLICAnLm.-Tho amendments made by lhi
section shall be applicable to taxable years beginning after December 31, 1916.
For treatment of taxable years beginning in 1946 and ending in 1947, see section 6.
SEC. L REDUCTION IN WITHHOLDING OF TAX AT SOURCE ON WAGES.

(a) PERCENTAGN MZTHoD.-Section 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:
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"(a) RFQUIREMENT OF WITHItOLDINO.-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 centum of whichever of the following In the lesser:
"(A) the amount by which the wages exceed the number of with-

holding exemptions clairned, multiplied by the amount of one such
exemption,, a shown in the table in subsection (b) (1); or

1(B) the amount shown In the second column in the table in subfsec-
tion (b) (1);

"(2) 18 per centum of whichever of the following i,. the lesser:
"(A) the amount by which the wages exceed the sum of-

"(I) the number of withholding exemnptions claimed, multiplied
by the amount of one such exemption an shown in the table in sub-
section (h) (1); plu

"(ii) the amount shown in the second column in the table i'
subsection (b) (1); or

"(B) the amount shown in the third column in the table in subsea-
tion (b) (1);

"(3) 14 per centumn of whichever of the following is the lesser:
"(A) the amount by which the wages exceed the sum of-

"(i) the number of withholding exemptions claimed, multiplied
by the amount of one such exemption as shown in the table in
subsection (b) (1); plus

"(ii) the sum of the amounts shown in the second and third
columns in the table in subsection (b) (1); or

"di) the amount shown in the last column in the table in subsec-
tion (b) (1);

"(4) 15 per century of the amount by which the wages exceed tie sum of-
"(A) the number of withholding exemptions claimed, multiplied by

the amount of one such exemption as shown in the table in subsection
(b) (1); plus

"(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

Amount M.*imAM Maxkmum MaZItum
of one amount aunt amount

Pay-tolI period kwiihold- eubject subject! subject
Insiea- t to Ip t. tol Pee. toIspe.

orOe o tion s rate cent east rce nt rate

Weekly ........ . .. S i "10) $$11 00Biweekly ......... Z , 0 17 * ( ,0

)2 lo 1),J I t (4I) i l)
hereby . VA 110 (X) 00 0ot)V

tisneual.- 8 ,A 21 (4)i, 1W 9

Dlyor niacilnrw, ot 1>tf Iueki1 ;opi:)11 "W W 1e 4) J Me

(b) WVAMn BRACKET 1 VIr11I~lt'bPm.T talv- cozm eimd ins-v!-' i 1622 (c)
(1) of the Ineternal fit '. n'w ( ()( re~it inig to n nge tiriicket %it hh, ing) are
hereby imemtiled to r-ad as folOXN



INDIVIDUAL INCOME TAX REDUCTION

'If the payroll period with respect to an employee Is weekly-

And the wages ar*-- And the number of withholding exemUpdon claimed Is-

At lest Butl 027 more
than

"ahe amount of tax to be withheld shall be--
$11.

*0-

14 ........
15 ........

20 ........27 ........

I.E2! ........

2: .......
$3 ........

42 ........4.

3.

70 ........
4.
78 ........

00 ........

70.

12 .......

11 ......
120..

1.....
14....

16 .....

13...o..

17 .....

Us ......
$1 ......

$20.

$16 ......
12 ......

23 ......

iW .....
24 ......

g27 ......

$32 ......
4f ......

$33 ......

$39 ......

2 ......

42 ......

t4oo....

I.::

Il .....

$2.

$105.
$,110.
118.

$120.

&$%o
IZC

1.80o
1.70
1.g0
2.00
2.10
2.20
2.30
2.502 C10
2.80
2.20
3.10
3.30
3.50
3.70
3.804.001

4.20
4.30
4.40
4.80
4. 70
4.20
5.00
5.10
8.30
8.40
8.60
5.70
610
6.008.10
6.30
6.40

6.60

:70
8.80
7.00
7.20

7.80

7.30
7.80
7.90
7.20
8.10

!3.00

10.10
1040
10.7

11.00
11.30
11.0
11 20

1. t0

19.80
18. 10
18.4010.7014.00

14.80
14. 80

17.1017.80
I .00

0

.60

.70.50.70

.80
.90

1.10
1.20
1.30
1.40
1.50
1.70
1.80
1,00
2.00
2.10
2.80
2.40
2. -%n
2. W1
2.803.00

3.203. O

4.20
4.40
4.50

4.70
3.80
4.20

8.00

4.40
4.80
4,80
4.0
5.70
5.20

6.00
8.20
8.0
8.0

5.70
&,90

6.0

6.00

6.20

8.20
8.50

8.80
1.00

10.30
11.2010

11.50

|.40

12.70

14.00
14070

10.50
11.20

17,0

.30

.40

.80

.60

.70.901.00

1. 10
1.2D
1.30
1.50
1.(A
1.70
1.801:90
2.10
2.20
2.30
2.40
2.60
2.70

go

3.20
3.40
3. fl0
8.80
4.00
4.10
4.3D
4,40
4.50
4.70
4.80
4,90
&.10
&.20
3.40

&.70
6.0
6.80
6160, o
8.207.50

7.80
8.10
. 40

8.70
9.(0
9,30
9.60
9.90

10.2
10.80
10.80
11. 10
11.60
12.40
18.10
13.00
14.60
18.40

$00

00o0
0

,
0
0
0

0

.0

0
0
0
0

.910
1.00
1.30
140

1.50
1.70

.80

.10
10

1.30
1.40
1.80
1.801.70

1.80

2.00

2.102.20

3.30

3.408.10

8.90
4.2D
4.504. RO
5.10
5.30& 60

11. n0
11. S0W
7.10
7.40

*7.70
P8.00

S. 30
8.0
8.20
9.20

10.00
10I8
11.50
12.30

13.00
13.80

.10

.20

.30
.50
.00
.70
.80
.20

1.00
1.20
1.30
1.40
1.50
).t0
1.80
1.00
2.00
220
2.40
2.70
3.10
3.40
3.80
4.10
4.40
.70

5.00
A, 20
5.1h0
8.80
6.10
6.40
6.70
7.00
7.30
7.41W
7.00
& 4(
9.20O
9.90

10.70
11.4(
12.2(

$0
0
0
0
0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0
.0
.0
.0
.20
.40
.50

I'o

1.40
1.700
20

2.1

I

8.00
p3.30'

3.-1)
4, W
4,30
4,0
4.20
81o
&.40
&.70
6.00
8.130
8.80
7.50
8so
9.10
9809

o 10

I

s0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

C'

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

I0

0

W

2.3
.16

1.S1

4.11
1.94
2.0'

2.4
8, 2

4.2

4.
4.
8.
8.

(8.
7.

9.0

0

0
0
0
0
0
0
0
0
0
0

0
0
0
00

0
0
0
0
0

o
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

00
0

0

.50

.0

.20

.150

1.70
1.90

7 .20S2.20
O 2.40

3170
3.70

O 4.50
5.20
6.80

$0
0
0
0

0
0

a0

0

0
0
0
o
0
0
0
0
0
0
0
o
0
0
o
0
0
0
0

0

1,0
00
300
4.0
5,0

70

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0
.0
.0
.0

1.0
1.0
1.0
200
2.0
00

C 0
6.0
& 0

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
00
0
0
0
00
0
0
0
0
0
0
0
0
0
0
0
0
0
0.0

0
0

0
0
0
00
0
0
0

0
0

0
0
0
0
0
00

.30

.00
1.40
2.00

4.80

.10
.70

1.30
1.0
3.50



"If the pay-re

And the wages are-

But lesAt least than

130 .......
135 ....... 140-....
140 ....... 145 .....
145 ..... 15O-...
$150 ....... , 0 .....

160 ....... 170 .....
170 ....... 180 .....
180 ....... 190-....
$190 ....... .

INDIVIDUAL INCOME TAX REDUCTION 7

11 period with respect, to an employee Is weekly-Continued

And the number of withholding exemptions claimed hl-

The amount of tax to be witheld shall be-

19.30 $17.70 116.10 $14.80 $12.90 $11.30 $9.70 $8.10 $6.50 $,5.00 $3.30
20.10 19.60 16.90 15. 30 13.70 12.10 10.80 K.80 7.20 5.70 4.20
20.90 19.30 17.60 1.00 14.40 12.80 11.20 9.00 8.00 6.40 4.90
21.60 20.00 18.40 1.80 15.20 13.60 12.00 10.40 8.70 7.10 5.00
22.70 21.10 19.80 17.90 1If30 14.70 13.10 11.50 9.90 8.30 6.70
24.20 22.40 21.00 19.40 17.80 10.20 14.00 13.00 11.40 9.80 8.20
25.70 24.10 22.50 20.90 19.30 17.70 16.10 14.80 12.90 11.30 9.70
27.30 25.60 24.00 22.40 20.80 19.20 17.00 16.00 14.40 12.80 11.20
28.80 27.10 25.50 23.90 22.30 20.70 19.10 17.50 15.90 14.30 12.70

18 po.cent of the exces over $200 plus

$2.5 and ove0 .........2 077. 23.101 21.8ho 19. g] 130 116.0 115.00 13.40

"If the pay-roll period with respect to an employee in biweekly-

And the wages are- And the nusbe of wJthboldWi ezumptlons claimed 1.,-

Bu ow ' 1 2 3 4 5 mom8

At least than 1 I 2 I .I I 1 1 j 18. . ..

The amount of tax to be withheld shall be-.

2.0 I 0 0 0 0 0 0 0 0 0 $0
...$2...... 2.80 00 0 0 0 0 0 0 0 0

.. ...$ ...... 300 .2
r2 .. ...... 3.20 .40 0 0 0 0 0 0 0 0 0

.4.. . 3.2D .90 0 0 0 0 0 0 0 0 0$I0 -. ::::: 3.0 1.20 0 0 0 0 0 0 0 0 0
. 1.20 0 0 0 0 0 0 0 0 0

9 .... ... CO.0 0 0
1.$6:..20 1.60 0 0 0 0 0 0 0 0 0

.... .... ....... 4.40 1.90 0 0 0 0 0 0 0 ) 0
......... .. 4.70 2.10 0 0 0 0 0 0 0 0 0
::: : 5 .50 2.80 0 0 0 0 0 0 0 0 0

2:....4:. 5. &20 2.00 0 0 0 0 0 0 0 0 0

........ 6 ...... 6.8 2o8 .3 0o
4.... 5.90 3.10 .80 0 0, 0 0 0 0 0 0
....8.20 3.30 .70 0 0 0 0 0 0 0 0

..0..... 600&.601.000 0 0 0 0 0 0 0
7.003.101.200 0 0 0 0 0 0 0
7.30 4.00 1.80 0 0 0 0 0 0 0 0

$88...... ....... 7.704.301.700 0 0 0 0 0 0 0
2 8.00 4.6001.90 0 0 0 0 0 0 0 0

8.30 4.70 2.20 0 0 0 0 0 0 0
4 ... &:: 0 .00 2.40 0 0 0 0 0 0 0

8.90 8.30 & 70 .10 0 0 0 0 0 0 0
68...9.20 8.60 &.90 .30 0 0 0 0 0 0 0

70.... 9.40 0.00 3.10 .60 0 0 0 0 0 0 0
0.: 72 .... 9.706. 40 3.40 .80 0 0 0 0 0 0 0
72 74 .... 10.00 6.70 3.00 1.10 0 0 0 0 0 0 0
4:::::::: 78:::::.. 10.30 7.10 3.90 1.30 0 0 0 0 0 0
70........10.0 7.40 4.10 1.0 0 0 0 0 0

10.80 7.80 4.30 1.80 0 0 0 0 0
U0:::: 2::::. 11.10 & W 4.00 2.00 0 0 0 0 0 0 0

1190.00& 07 .40 0 0 08

18. 9 1,93 8 .0 400 0
981 .60 1.h 61 . 0 :0 0 0
1.....102 0 1,0 & o 87 10 0 0 008..:: 13.40 1. 7.20 3.9 1:40 0 0 0 0

0.410411,1000 it 1I7 to4



U~WIVIDt1AL INCO~IV~ TAX ~IJ&ri6N
"If the pay-roll perod with respect to an employee Is biweekly-Contlnued

And Ike w"*ag.. - And tb number of witkbholdlg eemptloua clamd la-

0~1 lor

AOl"" Outliw 
amo"

The amount of tax to be wihheld shall be-

....... ,. 20 12.00 S.10 $40 $.8 $0.30 $ 0 so so so o
8 0....... M5. . o 1 o30 .0 &0 .1o .500 0 0 0 0
$t12 ..... : 11. 1.80 I1 0 0 620 .80 .70 0 0 0 0 0

114 ....... 1 & 10 11.00 9.90 6.60 850 1.00 0 0 0 0 0
t1 ....... 16.40 1&20 10.20 6.90 .80 1.20 0 0 0 0 0
11 ....... 120 ..... 16. 70 13.80 0 40 7.80 4. 00 1.50 0 0 0 0 0

1120 ....... L..... 1,.20 14.00 10.80 7.80 4.40 1.80 0 0 0 0 0
112 ....... $1.. 1.80 1.60 11.40 860 4.90 2.30 0 0 0 0
12 ....... I.3 . .. 40 1&20 100 9.00 L40 280 .200 0 0
133 ....... 13 . 001 8012.09. 506&20 830 400 0 0 0
ISO ....... $140. . 016.40 1 3.20 10.10 6.90 3.70 12 0 0 0
140 ......$ . 17.00 1801070 7.60 C20 1.70 00 0I ... S..... 80.4 1,.20 140 11.20 80 8.20 2.10 0 0 0 0
....... i

4  . 20.40 67.20 1.00 11.80 3 420 2.10 0 0 0 0
P ....... 1 &. 100 16.80 1&600 1240 9.40 6.90 8.10 .50 0 0 0

is ......1. . 60 19.40 1.20 18.00 9.90 &6.0 3.60 1.00 0 0 0
........ 3.20 X00 1M80 1.M 1M.8 7.40 4.00 1.500 0 0
I(. . $ . 280 20.0 17.40 U.20 11.00 8.1 4.60d 2.00 0 0 0

t6 ...... U . 40 21.10 8.0I s8 11.00 L 0 & 60 . 400 0 0
1 . ...... 1-3 ..... .o 2.80 M66 16.40 1.-)2 9.20 &7O 2.90 .40 0 9
13 ....... I1 ..... 6.00 240 1.90 18.00 12.80 9.70 0.40 L.46 .80 0 0

X.4 a621 28. 19.80 W 60 18.40 10.30 7.10 3.90 1.30 0 0
I" ....... 1 : ..... K 2ftM 2040 17.30 14.00 15.80 7.80 C.40 1.80 0 0

.:0. 92. 27.40 4.20 21.00 17.80 14. 0 11.40 &.50 4.80 230 0 0
1o3 ....... W! .... K . 80 2.6 18.40 16.20 11.00 9.00 40 280 .20 0
1ee...... IM, 080 2L 40 1120 900 15.80 15.0 9.6 W .10 S.20 .70 0

....... to'.. 30 2Wo60 M20 1.00 16.80 13.60 1O.5 7.4O 4.10 1.50 0
10....$ 0 31.10 M 2480 11.0 18 .80 16.10 11.90 9.00 &.40 2.70 .20

317) 31.0 X.80 2& 0 19. 0 1&.10 14.90 1&o3 7. 0 90 1.40
ft PD St OD6 29.80 36.0 21830 19.60 16.40 18.2 &O 10 0.0 3.70
69 o 29.0 .0 00 190 19.60 18.40 13 70.20 8.90 1.40

. . 7.20 S4.00 #0.80 27.60 24.30 2140 17.90 14.70 11.50 80 4.90
0. . 8. 70 3tO 60 310 20.10 26.8 22.60 19.40 1.20 18.00 9.90 6.70

270. . 40.20 V7.00 33.80 80.60 27.30 24.10 20.X90 17.70 14.50 1!030 6.40
... 41.70 8.50 3& 80 3210 2&8.0 25060 2140 19.20 16.00 12.80 9.80

. 4820 40.00 36.80 83.00 W140 2.10 23.90 20.70 17.50 14.30 11.10
. 4.80 4.30 89.00 1680 32.00 39.40 X.20 29.00 19.80 16.50 13.30

. 48.610 4.30 42.10 3L0 $6.60 3140 29.20 2100 22.80 19.60 16.80
. 31.50 4&. 0 46.10 41.80 8160 W 40 $2.20 29.00 28.80 32.60 19.30

. . 84.0 61.30 48.10 44.90 41.60 8&40 36.20 32.00 2.80 26.80 22.40
. 67.50 84.80 61.10 47.90 44.70 41.40 S8.0 36.00 31,80 28.60 25.40

15 peroel; of he excens over $400 plus

0..... 0 4 20[Z901 .70j3& . SOI0.10
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INDIVIDUAL INCOME TAX REDUCTION

"If the payroll period with respect to an employee I semimonthly-

And &be wa And the nmtber *f witbldtag euvntlnow veloed Is--

J" 6 mb t so 0e-
="n i~ t of' tax tobe withheld shldl bo -

54

$0 . -

$22 ...

$52........$

$54 .....
$56. I ...
$58...
$00...

872.....

$90

$02 ....

$100 ...

p106 ...
$108 ...

1148...I12D ....~.
124 ...

$132 ...I140 ...
144 ...
t48 ...

160.I172 ...
178

184.

r23$.0

age-

ut lss
than

30.

4.

42.
44...

2 ..... o

2 .......

4 .... I

It0.

12 .....
64...

128....

100...

64 ..

184 ....
170 ...
... .....
1........
210.....

3. 00

3.90
5.1

5.40
5. 70
5.0
6.40
6.70

7.10
7.50

8.20
8.0

0
L140

0.80
11.10
1.40

12.70
13.00

18.90
14.20
14.5(1

15. 1(1
15.401
16.701
1& 00

17.510
17.7(
18

20.11
20.71
Z21 3(
21.91
22.54w
23.1I
28.71
24.14
24.9

28.1
28.7
27.3
27.9
20.0
go.1

$0 ,

4.20
.60
.70]
.90

1.204
1,40 4
1:.701
1.90
2.10
2.40
2.60 4
2.90

8.0

3. W1,

!.00

g.0
4.10
4.so
4.50
4.90
5.00
5. 2
5.50
5.80
6.20
5.50
6.90

8,7

8.30'
8.70
9.00
0.30
9. CI9.80

10. 10
10. 40
10.70
10. 90
11.20
15.50
11.70

I12.00
412.30
412.00
412.90
I18.20

135.60'
514.20
114.80

185.40
16.00

17. 2D
517.80
518.40

19.00
19.0

320. 20
520.80
521.40
i22.00

o 22.0
o28.20
0 23.80
0 24.40

0 25.00D
0 26.10
0 27,60
0) 20.10

or
0

0
100

1.30
1.50
1.80

2.70
3.00
3.20
8.40
3.70
3.90
4.20

440

5.40
5.00
6.00
0.30
6.70
7.10
7.40
7.80
&.10

& 90
9.10
9.40
9.70
9.90

10. 40
10. 90
11.50
12.00
12.60
18.10

14.30
14.90
18.61(

17.301

20.4(
21.0(
21.,61
22. St
24.14
96.1
27. 11

3v.0

$0
0
0
0

0
0
0
0
0
0
0

0

0
0

.20,

1.10
1.40
1.0
1.90

3.10
3,30
3.50
8.80
4,00
4.30
4. 60
4.70
5.00
5.20
5.60
5.80
5.50
5i.70
7.40
8.10
8.so
9,40
9.90

10.50
11.00
11.00
1 2.10

412.70

413.30

414.50

1 1570
I16.80
416.90
517.50
518.10
110

$0

0.

0
0

0

0r
01

.0

.0
100

120
1.50

1.001
1.201

1.701

2.901
8,201

4.00
4.501
5.08
5.4(
6-1(

7.51K
8.31
0.01

10.04

17

12.9

14.5

17,2

23 '
2447

$1-i
0

0

0
14
0

0,0,
0
0

40
0
0
0
0
0
0

-0
4' 0
40
40
40

0
4 .0
4 0
4 .0
5 .0

4 .70
I. 2.2

12.70

& 810
58.00
34.10

4.00.
& 510

6 .80
37.00

0 7,70
& 840

59.10
09.60
(310.20
(310.70
011.30
012. 2D

0 13.70

0 1&.200 15

0
01
0
0
0

0

0

0
0

0
0
0
0
0
0
04-
0
01

0
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0

.40
.91

1.30
1.540
2.3

3.70
4.20
4.70
S. 20
5.70
8.401
7.101
7.81

10.401
It-AD
18.2(
it.7W

$0
0
0
0
10
0;'
0
0
01

0

0
0
0
0
0'
0
0
0
0
C

0A
0
0
0
0

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0.
0
0
0
0
0
0
0
0
0
. 50

1.00
1.40

3 .80
4.30
& 510
6.70

4 8.5(1
I10.00

$0 S
0
0
0

00I
0*

0'

0
0'0
0
0
0
008
0
0';
0
0
0
0

0
0
0
0
0
0
0
0
0
0'
0
0'
0
0
0
0
0
*0
0
0
0
0
0
0
0
0
0
0
0
0
0
'0

0
.00
110
1.50

2.40
1.0
240
38.00
8.00

so.0

410.90

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0.'V.
0
0j

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

00
0

.0

440

$0
0
0
0
0
0

0,
0
0

0
0.
0
0
0
0
0

0

0

I
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
0



INDIVIDUAL INCOME TAX REDUCTION

"If the pay-roll period with respect to an employee Is semimonthly-Continued

And the wagesaro-

At least

$270.
$280."

$20 .....
20.....

340 .......~60.... '
20..''

,320....
340 .....
360

*3020 .'6040 .....
$480 .....

*00 and over .......

And the number of withholding exemptions claimed is -

0 1 1m2 3 41 b wi 6 7 8 19 10 or
more

The amount of tax to be withheld @hall be-

$40. 10
41.60
43.10
45.40
48. 40
51.40
54.40
67. 40
60.40
63.40
66.40
69.50
72. 50

$34. 60 33. 10
38. 10 34.60
39.60 :16.20
41.90 38.40
44.90 41.40
47.90 44.40
50.00 47.40
83.90 50.40
56.90 53.50
60.00 4. 150
63.00 59. 50
60.00 62.50
60.00 65, 50

$29.70
31.20
32.70
34.90
37.90
40. 90
44.00
47.00
50. 00
53.00

$26.20
27.70
29,20
31.40
34.50
37. 50
40. 50
431. 50
46. 50
40.50

$22. 70
24.20
2.5. 70
28.00
31.00
34.00
37. 0
40.00
43.00
40.00

$19.20
20.70
22. 20
24.50
27. 50
3X, 60
33, 60
36.60
39.50
42. 0

$15.70
17.20
18.70
21.00
24.00
27. W)
30.00
33.00
36. 00
39.10

$12.30
13.70
125.30
17.50
20.60)
23. W0
26). 50
29.50
32. 60
35.60

" (X)) 52.150 49.00 1 45. 50 42.10 38.60
59.0 55.50 52.001 48.60 45.10 41.60
62.011 8.50 85100 54.60 48.10 44.60

15 percent of the excess over $500 plhs

74.00 170.30 167.00 103.50 1 60.00 15K.60 153.10 149.60 146.10 142.60 130.10

"If the pay-roll period with respect to an employee is monthly-

And the wages are-

At lemt than

A8 ........

12 ........

0 ........

44 ........

2.

100.
W0S ......

112 .......lie .......
120 .......
124 .......
128.
132 ......
130 .......

144 .......
148 ......
152.
180 ......

160 ......
164 ......

171 ......
180 ......
184 ......
188 ......
188 .......S192.

1 i4 ......

48 .....

120.

132.

140 ...
244...
140.....
152 .....

to .....

18

192....

1284..

14.....

And the number of withholding exemptions claimed to-

0 1 2 3 4 1 5 6 a 9 or
Th more

The amount of tax to be withhld shall be--

111% of

6.50

6.90
7.40
7.90
8.40
8.90
9.30
0.80

10.30
10.80
1.30

12. 0
12.80
13. tO
14.20
14.00
1&70
16.40
17.10
17.80
18. 3)
18.90
19.40
20,00
20.50
21,10
21.60
22.20
22.70
22,80

24.90
25.50
26.10
28.70

27.90
K do

$0
0.

.40

.90
1.40
1.90
2.40
2.80
3.30
3.80
4.30
4.80
8.206. 70
6.20
6.70
7.10
7.60
8.10
8.60
0.10
9,80

10,00
10.50
11.00
11.110
1240
13. 10
13.80
14,50
15,20
12600
1.70
17.40
18.00
Is. WO
19. 10
19.70
20.20

21.00t22,80

.20.60O
1. 10
1.10
2.10
2. W
3.00

4.00
4.60
6.00
5.40
5,90
0.40
6.90
7.40
7.80
11.80
8.80
9.10
9,70
20)

10.70

12,00
12.70
13.40
14.10
14.80

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0.
0
0
0
0
0
0

.40.90
IQ 01.30

2.80
2.210
3.20
3.70
4.20
4.70
6.20
8:.40
6.10
6. 0
7.10
7:0
8.00

.l0

.00

2.80

$0
0
0
0
0
0
0
0
0
0

0
0,
0
0
0
0
0
0
0
0
0
0
0

0
0
0

0
0
0
0
0
0

0
0
0
0

0

$9. 10
10. 50
11.9014,(0
17.90
20.00
23. 20
211. 10
29.10
32.10
35. 10
38.10
41. 10

$5.20
.80

8, 6O
10. 70
13.60
11.10
19. 10
22.60
25. (,0
28. 60
31.60)
34.60
37.60
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"If the pay-roll period with respect to an employee is monthly--Continued

And the wages are- And the number of withholding exemptliona claimed 1.-

0 13 4 5 6 7 1 of

Ate, t - I 1 t

The amount of tax to be withheld shall be
-

$208 $212- $29.10 $22. 40 $1 .0) $8.51) $3.00 $O $0 $4) $0j to SO
$212 $216 29.770 22.W) 16.30 9.44) I 3.o44) ( o) 0 4)
$2111 .... $2120 W 0 2..50 17. (X 9.5A) 3.9 0() 0 0 0 0 I
S220 .... 30. 90j 21. 0) 17. 70 .90 4.40 0 0 0 0 0 I
$221 . 8 : 31.50 21.CI m8.'30 10.40 4.90 0 0 0 0 0 0
$2$ ...... 32. 10 25.10 1X. ?,o 10o. W 5.40 0 1 0 0 0 0
$232 $ZW. .12. 70 25.70 10, 30 11.50 5 4 .,1 ) II (O 0 0 0
$23d $240 3. 30 26.34) 19.90 12,.30 61 30 .) 0 ) 0 0
$210 . $248 31.20 27.20 20.70 13.3) 7.00 1. ') 0 0 0 0
$218 .. 56. 35.40 28.40 21,N) 14..80 h, 00 2.50 o 1 4) 0 0 0
$250 ....... 36 )0 29. 60 22.90 10.2o .00 3.40 0 0 ) 0 0
$231 $272,.37.S0 30.8.W 24.00 17.,70 9.9W 4.40 o) 0
$2272 S40,. (X :12.00 2h. 10 I. 80 10,9() 5.30 0 0 0 0 0

280 ...... $28. 40.20 .3.20 20.30 19.90 12.20 0. o3 .70 0 0 0 t0
$2 ...... . 41.40 34.40 27,.0 20.90 13.60 7.20 1.70 0 0 0 0
$296 ....... 42.60 35.60 28.70 22.00 M610 4.20 2.70 0 0 0 0

W04 ....... 1 43.80 36.80 2)90 2310 16.1 9.20 3. 60 0 0 0 0
$312 ...... 20 45.00 34.00 31.10 24.20 17.94) 0.10 4. 6 0 0 0 0
$320 ...... $328 46.20 39.30 32.30 25.30 19.00 11.10 5.50 0 0 0 0
$328 ...... . 47.40 40.60 33.60 26..50 20 10 12.50 .6 .90 0) 0 0
$336 ...... 49.0 41.70 34.70 27.70 V .20 14.00 7.40 1.90 0 0 0
$344 ....... 49 80 42. 9 35.90 28.90 22.30 15.40 8. 40 2.90 0 0 0

V52 2. 30. 51.00 44.10 37.10 30.10 2.3.40 16.80 9.40 3.80 0 0 0' 62 ....... 3M...5220] 45.30 38. 20 31.30 24. 60 14.1 10.l( 30 4 W) 0 0 0

$34 ....... 370. .40 46.6 0 39.60 32.50 25.60 19.20 11.40 5.70 .20 0 0
$37 ...... 384 54.60 47.70 40.70 33.70 20.80 20.30 12. o 0.70 1.20 0 0
$384 ...... 655.90 48.1 ) 41.90 35. 00 28.00 21.40 14.30 7.70 2.10 0 0 I
$392 ....... 00. 57.10 60.10 43.10 30.20 29.20 22.6 0 15.70 8.60 3.10 0 0
411400 ....... 65.20 2.20 45.20 38.30 3.30 24.40 18.10 10.30 4.70 0 0
20.. 440 . 62.20 5.20 48.20 41.30 34.30 27.30 20 0 13.60 7.10 1600 0

440 0.0..5.20 58.20 51.20 44.30 37.30 30,30 V. 6.0 Ii. 10 9.50 4.00 0
460.. 80. 0..20 61.20 64.30 47.30 40.30 33.4) 2a 40 20.00 12.40 .40 .80

$480 ............. 71.20 04.2 0 67.30 50.30 43.30 3. .4 20.40 22.70 10.00 K.xW 3.20
$50.0 ....... 74.20 07.20 10.30 3. 30 46.30 39.40 32.40 25.40 11.10 11.20 6. 0
$520 ....... 7..... 77.20 70.30 63.30 66.30 49.40 42.40 35.40 2.60 21.80 14.80 8.00
$540 ....... 80.20 73.30 06.30 59. 30 52,40 45.40 38,40 31. 0 24.60 18,20 10.440
$60 ....... . 20 76.30 69.30 62.30 55.40 48.40 41.40 34,50 27,60 21.00 13.70
&....... .. 80.20 79.30 72.30 05.30 58.40 61.40 44.40 37.60 30.50 23.70 17.30

040-.... 90.80 83. 80 70.80 09.140 62.90 56.90 49.01 42.00 35 0 28.10 21.50
090..... 96.80 81.80 82 M 76.90 68.90 61.90 M 00 48.00 41.00 34.10 27.10

. 720.... 102.80 US,680 89.90 (1110 74.90 8. 00 61.00 64.01 47.10 40.10 33.14)

..... . 108.80 101.90 94.90 87.90 81.00 74.00 67.01 W10 6 10 4.10 39.20
$7t ....... .. 114.80 107.90 !10.9 913.94W 87.00 8. 00 73.00 60.10 5 .10 52.10 45.20

4 .. 120,940 113.90 100.90 100.00 93.00 86.00 79.10 72.10 41.10 611.20 Al. 201 2. 9 119. ( VO 112,9 0 106 .0 W0 Q 9 2.00 M .1( P 0 78 ,10 7 1. 10 6 4.20 7.20

....... .147.90 121( 10.0 .00 105.00 98l1 91.10 81.10 77.2 70.2 &3.201 *::.. !96 ... 190 132.0 |0 21. .00 18W11. 10 104.10 97 0 90.20 83 20 7.2 A) 9,W30

$9.0 11000.I 14C90 138.00 131.00 124.00 117.10 l(0.1 103:10 96,.2(170.23 82.20 75.30

i5 perontt of the ezeaw over $1,000 plus

,, nOv ar .......... ..... 1_4 . N0 1141.00 V1.. o 1 2 .00 12. 10 ill3.10 100 .1 lO I Q&.9 ] 9 20 8& 1 20D 7. 0

1 040'I15-4--4"..2
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"If the pay-roll period with resoect to an employee In a daily pay-roll period or
a miscellaneous pay-roll period-

And thne waes dJ- And the number of withholding exemptions claimed Is-
vided by the num.
ber of dysIn suci ~period ar*- 0 I 5t 1 7 8 t1o or

At leas t The amount of tax t be withheld shall be the following amount multiplied bythan the number nt days Id such period

$.......
$1,76 ......

$2,7 ......

63.78 ......
$2.75 ......

$4.25 ......
$3.75..

$4.00 ......
$4.25 ......

$2.95 ......
$5.50.
s5.75....
$6.00 ......
$6.2 ......
*6.50.
K6.75.
$7.0 ......
7.7,5 ......

7.0W0 ......

$7.75 ......
$9.00 ......
$4.25.
$8.60.
$8.75.
$9.00.

$.o80 ......
$10.00..
$10.0 .....
$1,0 .....
$15.o0..
$12.00.

$1.oo.$13.60...
$14.00 ..
$14.,0 ..

16.50 ..
17.00 ..
17.50 ..

58,50 ..

Sa0.00 ..
15 x.0..

$,JO0 ...
V~.Y (( 0 ..

*2.1.00..

$1.....
$1.75 ..

$2.5....

p2.7 ....
300..
.26 ..

25 ....
140....

$42...
1150
.475...
.00 ..
.26 ....

1510....

.71....
$6.75...

.7e0...
17.08...
1'7.00...

.28..%.

.80...

0.

11.00..
1.0...
5.00...
13.60..

1.00...

1,00..

16.0...
1.00..

14.00..
210.1..
5.00...

12% of

$020
.20
.25
.30
.30
.35
.40
.40
.45
.56

.8
.65

.70

.75

.75

.80

.85
9.0
.90
.95

1.00
1.05
1.05
1,10
1.15
1.20
1.20
1.25
1.30
1.35
1.35
1.40
1.45
1.55
1. ti
1.70
1.75

1.90
2.00
2.05
2.15
2.20
2.30
235

I2.45

2.85

9.75

2.00

8

8.76
3.20
4.06
4.20

$0
0

.15

.20
10

.30

.30

.35.35

.40

.45

.50

.55

.60

.65

.65

.70
75
75

.80

.85

.88

.90
,951.00

1.00
5.W

1.10
1.5
1.15
1.25
1.30
1.40

1,5

1.60
1.70

1.67

I:M)

5.85
1.90
200

.05
2.1

.20
2.30
S.35
2.46
2.0
280
ilia
2.75
2.90
3.05
8.20
2.35
3.60
5.7',
3.88
4.00
4.18

so so
0 0
0 0
0 0
0 0
0 0
0 0
0 0
.05 0
.05 0
.50 0
.55 0
.15 0
.20 0
.20 .05
.25 .05
.30 .10
.30 .15
.35 .5
.35 .20
.40 .20
.45 .25
W5 .30

.65 .3D

.:60 .35

.65 .35

.65 .40

.70 .48

.76 .50

.75 .55

.80 .60

.8 .60

.85 .65
.90 .70
.0 .75

1.00 80
1.10 .8h
1556 .200
1.2 1.00
1.30 1.05
1.40 I.16.
1,45 1.20
1.5 1.30
1.00 1,36
1.70 1.45
1.75 1. 5
5,85 .00
1.90 1.65
2.00 1.76
2.05 1.80
2.15 1.0
220 2.00
&so0 2.05
2.35 2183
2. 45 2.2O
2.55 2.30
2.70 2.45

2.85 00

3.20 365
$,7 35

3. 781 ,50

$0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0.
.05
.05
.10
.10
.15

.20
:20
.2A
.30
.36
.35
.40
.45
.50

.70

.75

1.85

1.00
2.04
1.10
1.20
1.30
1.45

1.80

1,00

1.75
1.80
5.90
1.90
2.10
2.25
2.40
2.55
2,70
2.85
3.00
3.55
8.30
3.45

0 I
.05
.05
.10
.10
,15
.20
.20
.28
.28
.30
.40
.45
.5
.70
.75
.85
.90

1,00
1.05,1.5
1.20
1.30
1.35
1.45
1.50

1.68
1.75
1.85
2.00
2.159.30
2.4602. 1

2.75

3.20

.05
-.05
.10
.15
.20
.25
.30
.40
.45

I.ool
.65
.70
.75

.90
1.00
1.05
1.15
1.20
1.30
1.35
1.451
1.50

1.80
1.95
2.10
2.25

56.
2110

8.00

0
0
0 1. 05

.20

.25

.30

.38

.45

.55

.6

.70

.76

.5
,90

5.00
'.06
1.1
1.20
1.30
1.40
1.5
1.70
1.81
2.00
2.15

'2,78

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
,05
.15
.20

25
.30
.35
.45
.56
.1 4
.70
.75
.83
1:00
1.00
1,051,15

1.30
1. CO
5.90
2.051
z.20
2.35
2.560

to P#40601; of the olow Over In plus

48 4.20 8.96 lei 0. 50 11130 81 00, IL 681 do 1 881 &W,F, d t

.05
* 15
,20
. 25
.30:
.33
. 45
.55
.60
.70
,75
.M
.,95

5.10
1.26
1.40

1.70

2.00
2.15
21.30

0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0

0
0
0
0
0
05

.10
.20
.28
.30
.35
.48
.68
A0

.70
1105

1.00
1.55
1.45
1.00
1,75
1.90
1. 0

p0,00nhnd over .......
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(0) EFFCeTIVE DATM.-Th0 amendments made by t},s section shall b appli-
dable only with respect to wages paid on or after Juno 1, 1947.
SEC. 6. ISCAL YEAR TAXPAYERS.

(a) INCOMs TAxiis.--Section 108 of the Internal Revenue Code is hereby
amended by striking out "(d)" at the beginning of subsection (d) ai~d inserting in
lieu thereof "(e)", and by inserting after subsection (c) the following:

"(d) TAXABLE YNEAR or INDIVIDUAiL BKOINNINO IN 1940 ANt END iNG I.1
1947.-In the c&qo of a taxable year of an individual beginning in 1946 and ending
in 1047, the tax imlpoed 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 sdch taxable
year, which the number of days in such taxable year prior to January 1, 1947,
bears to the total number of days in such taxable year, plus

"(2) that portion of a tentative tax, computed as if the law applicable to
taxable years beginning on January 1, 1947, were applicable to such taxable
year, which the number of days in such taxable year after December 31,
1946, bears to the total number of days in such taxable year."

Pamsed the House of Representatives March 27, 1047.
Attest: Je01N ANOuraws,

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; 3. 3. 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 S. SURREY, TAX LEGISLA-
TIVE COUNSEL

Secretary SNYDER. John W. Snyder, Secretary of the Treasury.
The CHAIRMAN. Mr. Secretary you have it statement, and I assume

that you would like to go through that without interruption, or shall
we interrupt you as we go along?

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

The CHAIRMAN. Proceed, please.
Secretary SNYDER. I am glad to have this opportunity to appear

before the Senate Finance Committee. You have before you H. R. I
a. bill which would make the second major postwar tax reduction. .

have previously stated my views on tax reduction in my recent appear-
ance before the House Ways and Means Committee. Today, I wish
to repeat some of the reasons why I believe that no general tax reduc-
tion is advisable at this time and alio to connuent in more detail on
certain specific aspects of H. R. 1.

I am convinced that a general tax reduction at this time is neither
necessary nor appropriate. I believe that this conclusion is supported
by a careful examination of both the current economic conditions and
the budgetary situation. The desirability of maintaining present tax
rates for this year is emphasized by the size of the public (tbt. More-
over, premature reduction of one tax, such as is proposed in H, R. 1,
might make later achievement of a comprehensive revision of the tax
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system difficult or impossible. Finally, even if tax reduction were now
;kk appropriate, 11. R. 1 does not make the right approach to a tax

reduction program.
ECONOMIC CONDITIONS

Present economic conditions (1o not call for a tax reduction. The
American economy has already made a reniarkably rapid transition
from record wartime production to record peacetime out)ut. Em-
ployment is high, and national income continues to reacli new peace-
time levels. Under 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 (1o I
believe 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 tirms. Business
as a 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 free-enterprise system. Employment
and output will undoubtedly rise still higher in the future with the
normal growth of the economy.

Inflationary pressures have still not subsided. Prices 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, we could easily
contribute to further price rises and to economic instability. If 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 when
it becomes clear that conditions call for such action.

BUDGETARY SITUATION

The current budgetary situation also calls for the maintenance of
existing tuxes. I am gratified that the latest estimates indicate a
budgetary surplus for the fiscal year 1947. If the taxes 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. Presi-
dent's budget, except for the effect of the subsequent adoption by
the Congress of the President's recommendation for extension of the
so-calle& war excise tax rates. Under oxisti'iglaw revenues for the
fiscal year 1048 are estimated at $38.8 billion, Tie President's budget

uts expenditures for the fiscal year 1948 at $87 5 billion. A con-
erence committee of the House and Senate is still Eonsidering various
legislative budget estimates of expenditures. We still do not haveany clear evidence that expenditures in the coming fiscal year can

be reduced below the J.residont's budget figures pf $37.8 billion. In
my opinion, it would be unwise to reduce the revenues before we have
, clear picture of what expondituros will be authorized.

i 14
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PUBLIC DEBT

We have emerged from the war and immediate transition period
with a public debt of a)proximately $258,000,000,000. The size of
the debt is a strong argument against a tax reduction at this time,
Under present conditions, I believe it will be sound financial policy
to achieve as large a budget surplus as is possible and to apply that
surplus against the public debt. When national income is high, as it
is now, it is l)rudent to reduce the public( debt as rapidly as possible.
The present situation gives us an opportunity to make further reduc-
tion in the dobt. I believe that we shoul(l now prove our determina-
tion to retire public debt by making as big a payment on it as we can.
If we do so, there will be less cause for concern if in some future years
we find it desirable to postpmone temporarily further debt retirement.

COMPREHENSIVE TAX IIVISIONS LATER

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

Although I do not believe that the time has yet come for revisions
involving major tax reductions, it is not too early to begin studies of
desirable tax changes to take effect a. a later (late. 'T'he Treasury
Department has been studying a large number of important tax
problems, working on many of them in close collaboration with the
staff of the Joint Committee on Internal Revenue Taxation. The
Treasury stands ready to assist the Congress iit 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, hut also the corporation income tax, excise taxes, and estate and
gift taxes. Such a comprehensive review should aim at revisions
that will fit all major taxes together into a system that vill produce
adequate revenue, will be fair and equital)le, will interfere as little as
possible with incentives to work and invest, and will help maintain
mass markets for mass l)roduction.
I There is danger that if we act premature ly by reducing the rates

of one tax, without consideration of other problems, we shall make it
difficult or impossible to adopt many needed changes at a later time.
Many such fundamental tax revisions will involve substantial revenue
reduction. If we now make a major reduction along the lines of
HI. R. 1, we may later find that we are not able to adopIt many of the
basic revisions in the. individual income tax and the other taxes that
are necessary foth a sound postwar tax system.

SPECIFIC IISCUOSION OF It. It. 1

I turn now to a more specific examination of H. It. 1, as passed by
the House. For the use of the committee, I have apponded to my
statement several exhibits and an appendix, This material includes
a variety of statistical data on the composition of the individual
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income tax.base and other information that I believe will be helpful
in your consideration of H. R. 1 and other proposals for tax reduction.

1iH. R. I includes a general reduction of individual income tax rates
and a special additional exemption for taxpayers over 65 years of age.
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 income after exemp-
tions between $1,396 and about $302,400, the reductions would be 20
percent. For higher incomes the reduction would gradually taper off
to 10.5 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 $1,390. OnlIy 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 a 30-percent rate reduction.

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

Senator HAWKES. 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 SNYDEt. We can get that figure for you.
(The information requested follows:)
For 1944, there wa.i one return in excess of $5,000,000 net income.

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

Secretary SNYDEiR. That is the 1,100.
Senator'HAwKEs. Is that stated, only 1,100? I see; that is the

20 percent reduction.
Secretary SNYDEn. That is the reduction of 20-l10% percent.
Senator HAWKES. Thank you very much.
Secretary SNYDEH. If you want that other figure, we can provide it.
SenatorHAwKss. I think it would be interesting. I would like

to know.
Secretary SNYDER. We can supply that after these hearings are over.
Senator IAWKs. Later will be all right.
Secretary SNYDER. In the caso of joint. returns, the special addi-

tional exemption would be $1,000 whore both husband and wife are
over 65, and each has $500 or more gross income.

This additional exemption is subject to the limitation that persons
(ualifyh for it must include in their gross income for tax purposes

the first 00 received from certain t yes of periodic pension or retire-
ment anquity benefits that are now ifuly exempt frkom taxation, It is
estimated that this additional exemption would reduce the income
tax of 2.8 million persons over 05, of whom 825,000 would be made
nontaxable,

It is estimated that the bill would reduce tax liabilitis by $3,760
million for a full year. This is $280 million more than the original
bill. Of the total reduction in liabilities $3J624 million would be

16
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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 calendar year 1947.

Since H. R. 1 is retroactive to January 1, 1947, its enactment
woulh reduce receipts in the fiscal year 1948 by more than the amount
of one year's reduction in tax liabilities and wol also necessitate a
large amount 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 11. I. I on the budget for the fiscal year 19,18, it is neces-
sary to comlbino the (ecrelse in receil)ts of $3,994 million with lie
increase in expenditures of $751 million for additional refunds. 11. I.
1 wouli weaken the l)udget 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. 1 now wish to point to some inequities in 11. I.
1 as a tax-reduction measure. Although the ill has been somewhat
modified since it was originally introduced, it would still provide
relatively too little tax reduction for low and middle incomes as coin-
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 11. R. 1 accom-
plishes these objectives.

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

'T o illustrate, 11. It. I would eliminated 22 percent of the differences
between present taxes and 1939 taxes for a married person with ito
dependents and a net income of $5,000. But at a net ilconme of
$1,000,000, this bill would wipe out (9 percent of the tax increase
since 1939. axes 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 bw oldy a
little higher than in 1939. I-. R. 1 wouhl reduce taxes on very luIgh
incomes to a level only a little higher than that before the war. It
would leave taxes on'lower and middle incomes much higher than
before the war.

Despite modifications at both the lower and upper extremes, Ht. t. I
still provides in the maint a flat percenttge cut in present taxes. Of
the $3,769 million reduction, $2,262 million is attributable to the 20-
percent re(luctiol, $724 million is attributable to the 30-percent
reduction $520 million to the notch area of 20-30-percent re(duction,
$118 million to the 10%- to 20-percent reduction, and $145 million
to the exemptioixw for persons over 05.

So far as know, a flat percentage ltmt in individual income taxes
has been mado only twice before in the iistory of the Federal income
tax: The first time was in the Revenue Act of 1924, applicable to
1923 incomes. That act made a flat 25-percent reduction, but exenmp-
tions were greater and rates on lower incomes were much less than'

" under present law.
* The second time a flat percentage cut in taxes was made was in the

Revenue Act of 1945, But I want to emphasize the important
differences betWeen the 1045 adt and the kind of reduction proposed
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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. It
accounted for less than one-fourth of the total reduction of the indi-
vidual income tax. The remaining three-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 a 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 percentage points in a 20-percent rate bracket. In con-
trast, a 5-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 treduc-
tion in a 20-percent bracket rate. An across-the-board percentage cut
of the type in H. It. I decreases the progressivity of the income tax.

The $500 special tax exemption for persons over 65 y(ars of age
included in H. R. 1 is addressed to the special problem of one group.
The bill as amended would partially offset the additional exemption
by the requirement 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 accurity old-age benefits, railroad retirement
benefits and retirement pay of armed forces personnel retired for
disability.

This modification is a complication of the original provision, which
does not meet the fundamental objections to such a special exeml)t ion.
I do not believe that exclusions of particular kinds of income from tir
tax base are an appropriate means of bringing relief to special groups.
As I told the Ways and Means Committee, I am ol)posed to extension
of present exclusions from the individual income tax base. I (to not
believe that it would be fair to increase income tax exeniptiuns for
persons over 65 years of age and not for similarly situated persons
under 05.

H. R. 1 is not only deficient from the standpoint of equity. It is
not the well-balanced approach to the important probhm of main.
training incentives and markets, which wvill wb essential whemn a tax
reduction is appropriate. In a tax reduction program, the whole
problem of incentives and markets merit broad anl careful considora-
tion. The problem is not merely one of individual income tax rates.
It includes other phases of the tax system and many features of the
individual income tax not treated in ft. R. 1. Subjects that will need
to be considered include the taxation of (hividend income, tax treat-
ment of different forms of business, loss carry-backs and carry-
forwards, depreciation, treatment of family income, oxeml)tions ali
other matters.

Enactment of 1-. R. I would comlicate the imdividal income tax
and increase administrative costs. lt would canctl a part of the great
progress that has been mqle in recent years toward simplification
of tax forms. The different rates of reduction from tentative tax,
the "notch" rate, and the provisions for the aged involving ti partial
inclusion of income now excluded would be confusing to many tax-
iayers. There would be an increase in refunds, parties rlarly for low-
neomue taxpayers.



INDIVII)AI. I N(OME TAX IIEIC'ION 1

CONCLUSION

In my opinion, 11. It. I should not be enacted. It would make it
reduction i revelules of almost $4 billion and necessitate an increase
in expenditures of $751 million for tax refunds at a time whieu a bal-
tanced budget and substantial debt reduction should be our first
objective. By concentrating a large reduction in one tax, 11. It. 1
Wouhl make later well-I)alhced tnx revision more difficult, and per-
lhaps imp)ossil)le. i1. It. I would not be an equitiable tax reduction.
It would unnecessarily complicate the individual nome tax.

In cOlchlusion, I wish to repeat that in my judgment econolmic
conditions, budgetary uncertainties, and the size of the public debt,
all call for maintaining present tax rates ill 1947. Under prestnit
conditions, it 6a Sound financial policy to achieve as large a surplus as
pOssible. The aidininistration will continue to make every effort, to
hold Govermnent expendlitures for the fiscal year 1948 to the lowest
level possible in view of our national obligations and public needs. I
an-smv,'however that any surplus that is likely to be realized in 1948
could best be applied to tlei reduction of the public debt.

The CHJAIRMAN. The exhil)its and appendix are inserted in the
record at tilis point.

(The exhibits and appendix are as follows:)

] ,X I mI r T 1

TABLiE. I.--Comparison of combined normal tax and surtax rates under present law I
and the House bill (H. R. 1)

Surtax nat inlcOImte

Exemding--

(O ........ ..... I.......$3000 ....................

:2000 ...................

1000 ...................
WOO, ....................
$3000 ...................lo :on ...................
2,000...................

1,0)0 ..................
1 1 ..'...............

$180 0 ...................$000...............$11.00............ o

,0 .............

11',m ...................

4000 ..................30 and over ....

Not exceeding -

$1 (RI)..............
1,3m .. ...........

$2,00(.. ........
$4,0) ....... ...........
$6,1M1) ...................

,ow ....................
10,00 ................j112,000 ................
14,000 .................
S,0oo .................
18,1000 ..................
200) ..................
$,4185) ..............
61,000 ..................2100 ....... .........$32 000 ..................
.,000 ........ .... .....
M , O Ot ..................

M W ~l) .................
I 70,000 ..................

.Pl000 .............
W X, ..................
100,000.............
150,000..............

I 0 .................
h02,3968 ........ ....

.................

('ombinod normal tax an

Present law

Tentative
rates

)'erernt

26
30
34
38
43
47
50
86
bo
A12

60
72
75
718
81
14
87
119} 90
91

Rates after
5-1wrcent
reduction

Percent
19.08

2(t 90
24.70
28.50
32.3036. 10
40, .i
44 05
47. 5080.35
It. 20
56.0 a

81.75
M. 40

71.25
74. 107 .US

S2.06584.65

85.0
M.1645

d surtax rates Percentage
point de-

trea (-) or
Hates after increase (M)
reductions in rateP cont.

under 1ouse parei with
bill (11. It. 1) present law

I'trcatl istrcrnt
t 13.30 -5.70
20. M +1.00
15.20 -3.80
14. 72 -4.18
19.76 -4.94
22. 8D -170
25.84 -& 46
21.88 -7.22
32. 14 -8.17
35.72 -&93
38.00 -940
40.28 -10, O?
42. U; - 10, 64
44.84 -11.21
47.12 -11.78
49.40 -12,38
A2.44 -13.11
M, 72 -138
57.00 - 14.25
5U 28 -14.82
61.5 -15.39
63,84 --l& 96
M. 12 -16.853
t7. 64 -16.91
i 8.40 -17.10
(9.16 -17.201 77. 35 -9. 10

I 1totenial 1tovoue CodAl, as aniended by Revenus Act of 1948.
0 In(lkettes area of the notch provision under the lHouse bill. The 33.5-pereent reduction of prmnt law

tentative tax ends at $1,000 of surtax net ineonie and the 24iperonit reduction of present law tentative ta
takes efleet at 41,3101,

1 Point at which I l-pereent redictiot of present law tentative tax takes effect under the House hill,
I Subject tO ai axiuti effective rate imitation of 85.8 Ixeroent,
* SuhJeet to a maximum efloetive rate limitation of 7?., percent,
source: reasury Department, April 1947,

I
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TABLD 2.--Comparison of individual income taxes under preent law I and under the
House bill (H. R. 1), for specified amounts bf not income

SINGLE PRSON-NO DEPFNDENTS

Amounts of tax llffctive rates Decrease compared Dcoreae as a per-
with present law centage of-

Net income. .-
fore personal ax- . Net in.Houseom

SZUptOI Present House bill Present bousl Effective Pren come
law (H. R. 1)' law .bill Amounts rates lwtax after(.R. I)$ psa awtx resent

la w tax

Percms Pero Pere nt Pcent Persnt
We ............. 61 $1 3.2 2.2 $8 1.0 30.0 1.0
80.............. 57 40 7.1 .0 17 2.1 30.0 2.3
,000 .............. .95 87 9.5 8.7 29 2.0 30.0 3.1
1,200 ............ 133 93 11.1 7.8 40 3.3 30.0 3.7

91,5008 .......... 133 12.7 8,9 57 3.8 30.0 4.4
I,00 I.......... .20 153 13.1 9.8 56 3.5 26.8 4.0
1,700 .......... 228 173 13.4 10.2 55 3.2 24.1 3.7FI,800 .......... 247 193 13.7 10.7 54 3.0 21.9 3.5
$,8985.......... ,25 212 14.0 11.2 53 2.8 20.0 3.3
$2,000 ............. 285 228 14.8 11.4 57 2.0 20.0 3.3
2,500 ............ .3W 304 15.2 12,2 76 3.0 20.0 3.6
3,000 ............ 48 388 16.2 12.9 07 3.2 20.0 3.9
$4,0 ............ .8 55 17.3 13.9 139 3.5 20.0 4.2

=000 ............ 9 37 18.4 14.7 184 3.7 20.0 4.2

,000 ............ 1.19 935 '19.5 15.8 234 3.9 20.0 4.8
1720........... 1 1'76 21.5 17.2 344 4.3 20.0 5.5
2,4000 237 1,877 23.5 18.8 469 4.7 20.0 6.1

8,000........... . 4,270 3,416 28.5 2Z 8 854 5.7 20.0 8.0
$20,000 ........... ,845 5,318 33.2 26.6 1,329 6.7 20.0 10.0
25,000 ......... .. 362 7,490 87.0 30.0 1,872 7.5 20.0 12.0
$50,000 ........... 2,137 20,110 50.3 40.2 5,027 10.1 20.0 20.2
75,000 ........... 43,477 34,781 58 0 46.4 8,695 11.8 20.0 9.1.6

$100,000 .......... 63,41 0,833 63.5 50 12,789 12.7 20.0 34.0
20,000 ........ 191,772 1 417 70.7 61. 38.354 15.3 20.0 8. 9

8"2,13:'B........237,0 190,000 78.4 62.7 47,560 15.7 20.0 72.6
towo ........ 27, 222 228,435 79.5 64.7 1. 787 14.8 18.6 72.1

$5 '(.......... 407,897 342,40 81.8 8 65,437 13.1 16.0 71.0
$750000 . .24,02...3... 5 3,835 83.2 71.4 88,187 11.8 14.1 70.0
*I_,00.o..... 840,147 729,210 84.0 72.9 110,937 11.1 13.2 69.4

$,000,000 .... 704,647 1 ,710 85.2 75.1 201,937 10.1 11.8 68.4
,,000,_0M . 25..8,000 2.278.210 85.5 75.9 288,790 9.6 11.3 66. 4

$4,000,000 ........ 31,42, 000 3,040,710 85.5 78.2 370,290 0.3 10.8 63.8
5.000,000 ........ 4,275000 ,823,210 85.5 78.5 451 70 9.0 10.6 02.3

$86,00,000 ........ 5,18,000 44,150,00 85.5 76.5 540,000 9.0 10.8 62. 1

I Internal Revenue Code, as amended by Revenue Act of 1945.
1 Assumes taxpayer Is under 65 years of age.
I These income levels are within the area of the notch provision under the House bill. The 33.5-percent

reduction of present law tentative tax ends at $1,500 of net income before personal exemption and the 24.
pe cent reduction of present law tentative tax takes effect at $1,896.

" Point at which I8-percent reduction of present law tentative tax takes effect under the House bill.
Taking Into account maximum effective rate limitation of 85.5 percent.
Taking Into amount maximum effective rate limitation of 70.5 percent,

NOvu.-Oomptitations were made from unfounded figures and will not nceeserily agree with figures
computed from the rounded amounts and percenstges shown,
, Souroe: Trasury Department, April 1947.

,/Ij
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TABLE S.-Comparison of individual income taxes under present law I and under
the House bill (H. R. 1), for specified amounts of net income

MARRIED PERSON $-NO DEPENDENTS

Amounts of tax

Net income be.
fore personal ax.

eruption

1,200 ............
1,500 ............
2,0004 ..........I2,1004 ..........
2300 4 ..........

2,39' ..........2,300.
'000 ...........
,000 ...........
,000 ............
,000 ............
,000 ............

10,000 ...........
S18,000 ......
10,000 ...........
$25,000 ...........
$50,000 ...........

10 ...........

250,000..........
$303,39 ........

500,000 ..........
750,00 ..........
$80000 ........
S,00&00 ........
2,000.000 .......fl,000,000 .......

,000,000 ........
6,000,000 ........
0.,. 0 ........

Effective rates

Present I blllaw (H. R. 1)1
Present House bill

law (11. R. 1)'

$38 $27
95 67

190 133
2D9 153
228 173
247 193
285 212
285 228
380 304
589 471
798 38

1, 045 838
1,577 I, 262
2,185 1,748
4.047 3,238
0,394 & 115
0,082 7,268

24.795 19,838
43,092 34, 474
63,128 50,502

191,340 153,072
237, 5W00 190, 000
277, 790 2X, 049
407,45 342,074
823,590 &35,449
839,715 728.824

1,704,218 1,50,324
62 55,000 2,275,824
, 420, 000 3,049,324

04, 275,000 3,822,824
,5,130,000 '4, 590,000

Psrcet

4.4
0.7
7.3
7.9
8.4
8.9
9.1

10.1
11.8
12.8
13.9
15.8
17.8
21.6
25.6
29.1
30.7
46.0
50.5
61.2
62.6
64.6
08,4
71.4
72.9
78.1
75. 9
78.2
76.8
76. 5

Decrease compared Decrease as a per-
with present law centage of-

Amounts

$11
29
57
58
55
FA
53
57
78

130
289
315
437
80W

1,279
1,818
4.959
8,818

12,12
.3, 28
47,50
51,741
85,391
88,141

110,891
201,891
289, 177
370,877
452, 177
840,000

Effective Present
rates I law tax

Percent
1.0
1.9
2.9
2.7
2.5
2.3
2.2
2.3
2.5
2.9
3.2
3.8
3.9
4.4
5.4
6.4
7.3
9.9

11.5
12.6
15.3
15.7
14.8
13.1
11.8
i.1
10.1
9.8
9.8
V.0
9.0

Prcent
30.0
30.0
30.0
28.8
24,1
21.0
20.0
20.0
10.0
20.0
20.0
20.0
20.0
20.0
20.0
20.0
20.0
20.0
20.0
2D.0
20.0
20.0
18.6
1.0
14.1
13.2
11.8
11.3
10.8
10.6
10.8

Net in.

after

Peroen
1.0
2.0
3.1
3.0
2.8
2.6
2.8
2,8
2.9

3.8
4.2
4,9
5.6
7.4
9.4

11.4
10.?
27.0
84.0
85.2
72.1
71.7
70.?
69.7
00.2
68.3ft.6
63.9
62.4
62. 1

I Internal Revenue Code as amended by Revenue Act of 19045.
Assumes only I spouse has income.

SAssumes taxpayer is under 65 years of age.
4These income levels are within the area of the notch provision under the House bill. The 33.5-perent

reduction of present law tentative tax ends at $2,000 of net income before personal exemption and the 24-
percent reduction of present law tentative tax takes effect at 82,396.

* Point at which 18*peroent reduction of present law tentative tax takes effect under the House bill.
I Taking into account maximum effective rate limitation of 86.8 percent,
ITaking into account maximum effective rate limitation of 76.8 percent.

NoTs.-Compptatilons were made from unmuoded flguras and will not necewarily agree with figures
computed from the round$ amounts and peorentages shown.

8ouce: Treasury Department, April 1947.

Perce*
3.2
8.3
9.8

10.0
10.4
10. 7
11.1I
11.4
12.7
14. 7
1&00
17.4
19.7
21.9
27.0
3Z.0
38.3
49.6
57. 5
W.l 1
78,5
78.3
79. 4
81.5
-83. 2
84.0
88.2
85.8
85.8
88.8
88.8

7



IA,

TABLI 4.-Comparison of individual income taxes under present law I and under
the House bill (H. X. 1), for specified amounts of ne4 income

MARRIED PERSON -- 2 DEPENDENTB

Aiousa of taW Effectivi rates Decrease compared I)oow as a ier"
wit pe u JAW cotago of-!

Nethiicoanibe. -

fore personal ex- Net in.
emption Present House bill P.ent Hous Effective Present come

law (H. R. 1)$ law l m o) ut rates law tax afpr
.o[ law tax

Percent Percent Percent Percet Percent
........... 6 $7 8.8 2.7 $29 1.1 30.0 1.2

0001 .......... 3*0 183 6.3 4.4 87 1.9 30.0 2.0
1004 .......... 209 163 8.7 4,9 6 1.8 26.8 1.9

222 .......... 17a 7.1 8.4 586 1.7 24.1 2.9.
3004 .......... 247 193 7.6 .8 54 1.6 21.9 1.8

.396 *.......... 265 212 7.8 6.2 53 1.0 20.0 1.7
000 ............ 380 304 9.5 7.0 70 1.19 20.0 2.1
'000 ............ 689 471 11.8 9.4 118 2.4 20.0 2.

000......... 40,0 34930 13.3 *1.36 100 1.1 16,1 6.9

00021.... ..; .. 3 6 7,034 10.2 72.8 1 3.2 20.2 38.8
2000. . 1,. 36 1,40 18.2 4. 72 3.7 0000 40.1

.000.639 11 4.3 10.4 728 4, 20.0 5.0
00,000 ........... 8190 4,712 119.5 2./ 1,178 5, 20.0 8.,o0W ........... &822 6,817 14.1 27.3 i  1,704 6.8 20.0 I0.3

,OOD ........... ,111 19,289 18.2 38,6 4,822 9.6 . 0 18.6
5000 ........... 4n 323 33, 8a K 4 45.1 465 13 20.A0 2o.19166.6i6 .......... 02,.01 49,841 62,8 49.8 12,40 12.8 20.0 83.1

lfo. ...... 10478 182,38 .7 6 1.0 81M09 1812 20.0 64.013,1.....''. . 10,000 71.0 82.4 47, W, .166 2o 71.o0
,oo0 ........... Ro = g28 701.1 64, 4 61, 660 14.8 18&7 70.7

4051 ...... o 341, SW 8L .3 M .3 N, S0 13A 16.1 69.9
o nly... p622,72 34,8 O 71.3 K C0 111 14.1 6,.3,1M000 ........ 8", 88 2050 92;. 9~ & 72.8 110, 8W0 1.1 18.2 68,8

|O0O0......... ' 60 1; . 50L. 6 S& 2 76, 1. 201,800 1011 it.8 6 1
2,0,000o ......... 6 2, 6 oflo 2, 2760o0 88.8 7.8 A0980 91O W, a13 OA

is,,0 ..... a. 0,48. m , 818 '701.2 371, 0(0 9.3 10.9 64.0
t,A000,000 ........ s4 4,2/b, WD 3.82k 05 855 70.4, 45%1,980 9.1 1 0.6 62.6
I '000 ........ 6 0,O, 14,60,00 85,5 70.85 640, 0M 0. 0O( 10.8 ft 1

I Interti! Revenue Code. a minded by Revenue Act of 1948.
I Assumes only I spow" fine Incom.

, utuesaxplyet ir e r r of und4
eie incomevoh are w ea of the 'iotch provision under the House ill. The 33.-percent

reduction of present law tentative tax ends at 88,000 of net Income before personal exemption and the 24.
percent reduction of present law tentative tax takes eet at $3(m.

* 1'oint at which 10.percoat reduction of present law tentative tax takes elfect under the House bill.
*Taking into account melimum effective rate limitation of 83.b percent.
ITak 10 Into saeotm maximum effective rate limitation of 76.6 percent.
NoT.- Computatlons were made from unrounded figures and will not neoesarily Sere with figures

computed from the rounded amounts and percentages shown.
Source; Treasry Department, April 1947.

INDIVIDUAL INCOME TAX REDUCTION
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EXIIInIT 2

Comparison of amounts and effective rates of individual income tax in 1939 with
present lauw I and the louse bill (II. R. 1), for specified amounts of net income

MARlIED PERSON t-NO D)E.PENIENTS

Net Ineos
before pimmal

exemption

,20..........

0001 ........
100 S ........

6,00 !... .
,3 .......... i

low0 ..........
,000 .........
1000
.000::,-
000000 .0.......

1000 .........
15000 .........
$20,000 ........
$12,000 .........$5,000 ....

,000.

,0000 ...

T,00 .........

W 0000 .......

0,000 .......
,00000 .......

Amounts of tax

M House bill193 I resent law (1I. RI. 1),

.. ... 38 $27
95 67

190 133
209 163
228 173
247 19M

.... ....... 265 212
286 228
380 304
MW9 471

so 798 W8
110 1,046 836
248 1, 677 1,282
416 2,186 1,748
924 4,047 i, U8

1,689 6,394 6,116
2,489 9,082 7,20
8,869 24,795 19, 83

18,779 43,092 34,474
32.469 3128 60,601

128,294 191.340 163,072
164, 671 237, 5M 190,000
197,194 277.790 220,049
304.144 407,465 342,074
489,094 623,690 36, 449
679,044 839,71 728, 824

1, 449,019 1,704,216 1,602,324
228, 4 12, M6, 0 2,276,824
3,008, UN 13,420 000 3,049,324
3,788,994 '4,276,000 3,822,824
4,678, 99 '8,130,000 '4,690, 000

Eftective rates

Present
latw

Percent Percens...... ... 3.2
6.3

0... 0.0
.......... 10.4
.......... 10.7
.......... 11.1
.......... 11.4

0.3 12.7
1.1 14.7
1.6 16.0
1.9 17.4
3.1 19.7
4.2 21.9
6.2 27.0

17.7 49.6
26.0 67.5
32.6 83.1
61.3 76.6
54.2 78.3
6.3 79.4
10.8 81.5

85.2 I,.1
67.9 84.0
72.5 85.2
74.3 8. 6
75,2 85.6
76.8 86.6

I Internal Irevenue Code, s amended by Revenue Act of 1946,
*Assumea only I spouse has inonme.
*A ies iaxlnumn earned net Income,
Assumes taxpayer is under 06 years of age.

I These Income levels are within the am of tie notch provision under the Ilouse bill. The 33.8-poroeut
reduction of present law tentative tax ends at $2,000 of not Income before personal exemption and the 24.
recent reduction of present law tentative tax takes otloct at 42,396.

* Point at which I -percont reduction of present law tentative tax takel effect under the House bill.
f Taking Into account maximum effective rate limitation of 856 percent.
I Taking into amount maximum effective rate limittion of 78.5 percent.
NoT.-ComPy tationS were Inade from unroundod figures and will not necouarly gree with figures

eomtnpted from tile rounded amounts and perentagehown.
flouroe: Treasury Department, ApriJ 1947.

Percent of
the increase
in tax under
present law
over 1939

4 removed bfhotso bill

0r .0
30.030.0

241
21.
20.0
20.4

2116
22.2
22.5
23.7
24.?
23.9
2.0
27.8
31.1
35,4
41.1
(0.7
85.1
64.2
83.3
85
69.0
79.1
80.1
90,2
93.0
98.0

House
bill

Ii. R. 1)

P1'ceet
2.2
4.4
6.7
7.3
7.9
8.4
8.9
9. 1

10.1
11.8
132.8
13.915.8
17.8
21.6
25.6
29.
39.7
40.0
61.2
62.6
64,6
68.4
71.4
72.976. 1
75. 9
78.2
70. 176,.5
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EXIT 8
Compari"1 Of ne iWnome after individual income tax in 1989 wA prevo t laW an4

he House bill (f. R. ) for specified amount. of net income

MARRIED PERSON -NO DEPENDENTS

Neti e Nt income after W ota Net o Net income aftet tax
born - before

19391A P soot House bill persoPrental*il1)' exemption I1) resent housee bill

1,o0 ........ $1,200 $1, b2 $1,173 0000 ....... *2,511 $18,916 417,734$am ....... . , ,406 ,4 000........41,131 2520 0.14000 .. 0.0.. 0 1,10 867 71,000....... f56221 31,908 40,626I , ....... , ,1 194 100,000 ...... 67, 3 873 49,49,200 ....... 2, 072 S 000 ...... M 0 9",K2....... 2 .066 107 . 13.828 6 W sS...800131 2184 50,000.: 162,80 6 7211 123,952
5Wi ..... 43211000... 68 92,830W 187,927000 ........ 1 3,2 1 1261 214, M2000 ..... 3 M 3111 3,2P it320,956 160,286 271,177.000 4,920.. 4.2W2 4,362 ,000,00.... 580,081 296,76 497,077.000 8.... 884 4,988 8,184 ,00,~. 717,00 1"3,0 724.1??000 ..... 762 8,43 8 ,00 ." K)91,006 t80,0 050,K6771 00 .5,8 7,816 b,.22 (401000 ... 1,;II006 1725,00) 1,177,177100 10.983 11,702 ,000000 .... 1,422,031 870,000 ' 1,410,0011,0'000 ........ 16, 411 1607 14,888

IInternal Revenuo Code as amended by the Revenue Act of 1948,* Aumes only one spouij ha income.
AmUmee maximum ened noet Income,Aimen Walyer I under 68 yerm of age,

T hen Ima levels am within the arem of t notch provision under the lous bill. The 38.5-roent
peren aewo of present law tentative tax effect at W.39*Point at whc Ijo roent reduction of poun law tet tieaxakes effect under House bill (Ui. R. 1).I TIng .t. ac t tm mum effectiv rte imtan of 8 .percent.I Taking teount maxium effective rate limitation o 76,8 percent.

Ocres: Treasp Depatomet, Apri1 194?.
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ExanSIT 4
FHtimated renue loss from each provision of the Hlouse bill (i. R, 1), distributed by

net income olaases, in calendar year 1947
(Assuming income payments of $100 billion)

[In milllonu)

Total tax liability Decrease in total tax liability from present law result.
under" Total Ilng from each provion of the House bill (H. I. 1)

decree
income classes n Reduction of tentative normal tax and Additional

(in thousands)liability amtax by- exemptionpresentmd) t House from fo

Pei bill present T-O fo__person
(H. R.1) law 23. 24 per- 15 per. yer

percent cent, cent 1 geo

......... $299.5 VW0. 4 $93.1 $89 ....... .......... .......... $3.2
%W...89,6 203.9 85.7 4W9. 3 $ .......... 32.6
3 .. i3.......... ,02. 8 284.9 845,4 120.5 210.9 475.9 .......... 38.1
1,827.7 1,411.8 415.9 13.5 33.3 328.0 .......... 41.1

778.9 609.0 10 t19 .9 2.1 12. .......... 11.1
Under 5.... 9,435.0 7 10.0 2,.W. 0 724.1 819.7 95.1 1........... 121
S10......... 1.3180 1042.1 2789 .................... 263.6 .......... 12.3

$10-2 ......... 1 874.4 1 49. 3 379.1 ....... .......... 374.4 4.7
$25 50 ....... 1,438.5 1,157.6 277.9 .......... .......... 2 7& a .......... 1.8

1 080....1,13.0 959.5 224.1 ............... .223.5 ..... .6
$100 5 915. 747.9 167.8 .............1.2....167,11... .2

S 28.9 274.1 54.8 .................. 81.2 $
, 234.5 202.8 82 .................... 20.8 11.4

27od.over . 76,2 245.5 30.7 ................. 8. 22.2

$6 and over 7,560. 3 6,124.8 1,442.0.........1,385.7 37.2 19.1
Total ........ IT,001,8 18,232.3 3,769.0 724.1 147 2.8 37.2 148.2

Source: Treasury Department, April 1947.
I Internal Revenue Code, as amended by the Revenue Act of 1943.
I Applicable to tentative tax of $200 or lems.
I Applicable to tentative tax of more than W90 but not more than $279.7.
4 Applicable to tentative tax of more than $270.17 but not more than $M0,000.
I Applicable to amounts of tentative tax exceeding $260,000.
I Under the House bill. exemptlons of taxpa)erm who have attained the age of 65 are raised by $A,0 In

the e&e of joint returns, exemptions are raised by $1.000 where both husband and wife have attained the
te of ano d each has A or more g o income. Tapayers with goss Inoome of $00 or more who qualify

the special exemption of $500 must include in their gross ineme any amounts tip to $900 received during
faxaba e yer as railroad retirement or social security ouefnta (other than lump-sum payments), and

e141e other pension, annuity or rtirement payments which are wholly tax exempt under present law.-Loe tban W ,000.
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C

ExHIHIT 5

Estimated number of taxable income recipients distributed by the various rate reductions
provided under the Bouse bill (1]. R. 1), in calendar year 1947

(Assuming Income payments of $168 billion)

[In thousands

Number of taxahle income recipients

Reduction oftialy normal Surtax not income class Persons overtu s usti 65 yearn of Other tax.

t Total ae r Ievng able income
additional recipients

exemption)

33.5 percent I. 0 to.$.,000 ........................ ...... 24,847.2 1,098.8 23,748.4
$67A .............. 1,000 to $1,)9.83 ......................... 8,511 . 601.2 7, 909. 9
24 percent ...... $1,86.83 to 30,3.0 .................... 14,360.2 309.0 14,050.6
I$ percent . L 1,396.40 and over ....................... 11 (*) 1.

otal ............................................ 47,719.6 2,009.6 45,710.0

I Under the House bill, exemptions of taxpayers who have attained the age of 65 are raised by $500. In
the case of Joint returns, exemptions are raised by $1,000 where both husband and wife have attained the age
of 6 and each has $500 or more grow income. Taxpayers with gross Income of $500 or more who quality for
the special exemption of $600 must Include in their gross Income any amounts up to $500 received during the
taxable year as railroad retirement or social security benefits (other than lump-eum payments), and certain
theirr pension, annuity or retirement payments which are wholly tax exempt under present law,I Applicablo to tentative tax of $2 or less.

'Applicable to tentative tax of more than $200 but not more than $27.17.
'Applicable to tentative tax of more than $270.17 but not more than $2,,000.: ti)'1 ~ble to amounts of tentative tax exceeding $250,000.

Source Treauy Department, April 1047.

TAR L, A. -Rstimated. income payments, adjusted gross income, nel income before
eaemptions and net income ,ubject to surta and to normal tax under present
law,' in calendar year 1947

[Billion of dollars
Total Income payment ..--------------------------- I- - ...... 1011Subtract: Poytlosi of income payments not Included In adjusted grow

Income A ----------------------------------------------------- 25
Add: Portion of adjusted groas income not Included in Income pay-

monts . ...------------------------------------------------ 3

Subtract: Not adjustment - 22

Total adjusted groms Income . .------------------------------.. 144
Subtract: Deductions------- ----------------------------- ------- 17

Not income before exemptions ---------------------------. --- 127
Subtract:

Exemption ..---- . . . ..------------------------------------ 58
Income sttbject to alternative tax but not to surtax (applicable

to net long-term capital gains)'- . ... .---------------- I

Subtract: Portion of ne. income before exemptions not sub-
Ject to surtax ------------- ----------------------------- 58

Net income subject to surtax --------------------------------- 69
Subtract? Partially tax-exempt Interest subject to mirtax but not to

normal tax ...................................... .............. ()
Not Income subject to normal tax. -.--........... ................ 60

I I rtcnat Rwevenue 1t.oe, as amended by tie Revenu Aot'of 1948.
Includes governmentt transfer pymonts nonulAxble pay of ar*d force, Inferet and dividend

payments not currently taxable, and other exclusions.
lacludea ret capital pinm and employeesoontributlons to Oovernmint retirement and Social Security

"Ito than *80 illlon,

Hova.-igure ar rounded to the naeat billion dollr and wiilinot nomeuarily add4o total,
Source: Treasuy Department, April 947.
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INDIVIDUAL INCOME TAX REDUCTION

TABLE B.-?stimated number of taxable and nontaxable income recipients, their
income and individual income-tax liabilities under present law,' in calendar year1047 (Assuming income payments of $16 billion)

Number of Amount of Tax
Income Income liability
recipients (millions of (millions of

(thousands) dollars) dollars)

Total, all Inoome recipients ............................. , 800 127,300 17,001
Nontaxable Income recipients ................................. 16, 75 t13, 267 .
Taxable ncome recipients .................................... 48,645 '114,033 17,0

Subject to surtax ......................................... 48, 45 489,114 1d, 723
Subject to normal tax ........................... 48, 45 169 087 1,969
subject to alternative tax ........................... .37 619 30

I Internal Revenue Code, as amended by the Revenue Act of 1045.
1 Not Income before exemptions,
&The number of persona paying normal tax Is estimated to be less than 800 smaller than the number paying

surtax.
S urtax net Income.

5 Normal tax net Income.
* Net long-term capital gains subject to alternative tax.
Source: Treasury Department, April 1047.

TABLIS C.-Rstimated number of taxable income recipients under present law,' their
surtax net income and combined normal tax and surtax, distributed by surtax net
income brackets, in calendar year 1047

(Assuming Income payments of $16 billion)

[Number of income recipients In thousands; money amounts In millions)

Taxable Income re-
ciplents cumulated Surtax net Income In Combined normal tax

Surtax net Income brackets trom highest bracket and surtax In bracket I
(in thousnds) bracket

Number Percent Amount Percent Amount Percent

040. . . ..................... $4q, 544. 6 I00 $21,010.5 3041 $3,103 6 23.03
-,'41,0 ......................... K 707, 7 73.8 14,57.68 21.08 2,765. 16,.A7

1.0-- ........................... 22,871.4 47,11 8,037.1 12.93 1,697.9 10.17
$ 1. A 42.0 ............................ 18,357.0 27.52 8. 089. 7, 7,86 90.. 0 5.79
$4 ............................ .9 15,07 8,562.1 0.49 1,371.4 8.22
$4 40. ..................... 8.482.....3 1 4 2: W9 3 .& 0.8 ."01

+$0..................... +...... .::::l 6W 0 ,0 I 0,7 17 '7 + 2
$4341,042.1 z 15 1 ,50.3 2119 470.3 2.82~ 4 ........ I........ ......... 723.1 1.49 11990.7 1.74 387.8a 2.32

0l412 _........................ 37,7 1.11 07.6 1.31 327.8 1.M
1,2 14.................... .. 412.8 .85 7149 1.03 M1.0 1.75
14 ......................... 82.8, .08 We.4 .,4 250.2 ,'m
Wif 18 ............................. 210.9 I M 480.4 .70 229.2 1.37
'1_ ........................... 224.9 40.0 .M 0. 1.22

2 .................. ..... 190.2 .0 .. ,.O
,....... .................180 . M8 84 .78 302.3 1.81

........................... 117.8 .24 812.8 .8 9 .1,
32$38...............81 I . 8.1 is 43.+ .,8 .2.0 ,.6o

444 ...... .81................ _ 614 .18 882.4 .48 217.8 1.30
4 S+O............................ 487 .10 2N 8 177.1 1.0

89...........$.5 .00 821: 229.=I0 1.37
70... ....................... .9 .. .3 171.3 1,.0

. ....................... I . .24 1o .78
0 ....................1,1 1 .2 .0 107. .5
, 00........ ...... ............ 101.9 .18 84.8 .5

10s e.. . ............. ...... .4. .0. 3.1 ,. 4 2.0 .71160. ....... _ ......... .... *- -- -- -- --
'8'otal........................00.00 10,e2,0 10. 0

Total ~ ~ ~ ~ ~ ~ ~ ~ ~ ~ .... .......... ........ ....... ....... 114. -f 0 1.P,0 I

i Internal 1tevenule CAe, ma amandod by tle Revenue Act of 194,1.M
I Normal tax and surtax were obtained separately by applingll t)e appropriate rtm to normal tax and

Orta n1et Islom". fiance normal tax net leome is sW what Ines thn surtx net Income, thfto amounts
wildiffo h from p the sult appi the ombh rteo rt net Income.

#No tuan ,0 ~perent.
,-.4 u rounded and will not awessarfly odd td totals

partnent.
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TABLz D.- estimated number of taxable income recipients under present law,' their
net income before exemptions, surtax net income and total tax liability, distributed
by net income classes, in calendar year 1947

(Assuming income payments of $166 billion)

[Number of 1i6come recipients in thousands; money amounts In millions)

Taxable income Not Income before surtax net income Total tax liability 5

Net Income classes recipients exemptions
(in thousands) -

Number Percent Amount Percent Amount Percent Amount Percent

0 $1.............. 6,352.3 133 $4,738.6 4.2 $1,576.8 2.3 $299.5 5 1.82 ............. "..20,1 .9 41.8 29,590.1 2.9 14,946.5 21.6 28.6 16.7
-3.... ....... 14,322.0 29.5 85,257.9 30.9 19,394.8 28.1 3,692.3 21.7

4-4 .............. 4,55.8 0.6 1,903.5 13.9 9,472.6 13.7 1,827.7 10.8
$4.1............. 1,333.2 2.7 5,892.7 8.2 3,944.0 5.7 775.9 4.8.

Under$5 ...... 46,803.8 90.4 01,382.8 80.1 40,334.7 71.4 9,435.0 B5.5

* 10 ............... 1,126.0 2.3 7,628.2 6.7 6,107.0 8.8 1,318.0 7.8
10-$25 .............. 470.2 1.0 6,920.4 6.1 6,328.3 9.2 1,874.4 11.0.

.5-SO.............. 101.2 .2 3,420.1 3.0 3,174.3 4.0 1,435.5 8.4
$IGO ..... . 32.7 .1 2 1 6 1.9 2,018.9 2.9 1,183.6 7.0.

NO- 250 ............ 9.8 1: l,3a12 7 1.2 1,222.7 1,8 915.2 5.4W ............ 1.8 481.1 .4 372.9 .5 328.9 I.91$1,000 ........... .4 302.4 .3 2W.0 .4 234.5 1.4

,000 and over ...... .2 344.0 .3 297.6 .4 276.2 1.6

Over $5 ........

Orand total...

1,742.8 3.6 2,68.5 1 9. 1, 77.6 28.8 7,6 .3 44.5

48,644.8 100.0 114, 02.8 100.0 69,114.3 100.0 17,001.3 300.0

I Internal Revenue Code, as amended by the Rtevenue Act of 1045.
1 Includes normal tax, surtax, and alternative tax on net long-term capital gains.
Less than .05 percent.

Noru.-Fiurem are rounded and will not necessarily add to totals.
Source: Treasury Department, April 1047.
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TABDL E.-Eeiimated number of taxable income recipients and their total tax liability
under present law,' the House bill (H. ft. 1), and the House bill (I. R. 1) without
the special provision for the aged,$ distributed by net income classes, in calendaryear 1947 (Assuming Inoome Payments of $166 Billion)

(Number of income recipients in thousa ds; money amounts in millions)

Net income classes
(in thousands)

10"I.............U112......S ii ...............
Under *5.

6 10 .............. ..

$ -100. .......
P oo-2,0........
1,0.0 and over......

Over*5..

Grand total ....

Number of taxable
Income recipients Total tax liability I

Under Hiouso bill (11. I. 1)
Under ltouso bill (11. It. 1) without the special pro.

vision for the aged

Present House Under Decrease from Decrease frombill Il. present present law present law

Amount Amount
Percent Percent

Amount distri- Amount distri-
bution button

6,352.3 923 $290.5 $208.4 1M3.1 2.5 $20.6 $89.0 2,5
20,138.9 19,768.9 2, 839.6 2,033.9 05.7 21,4 2,068.5 773.1 21.3
14,322.0 14,227.0 3,6923 t 846.9 84&4 22.4 2,885.0 807.3 22.3
4,855.5 4,655.5 1,827.7 1,411,8 41.9 11.0 1,452.9 374.8 10.3
1,333. 2 1.333.2 775.9 009.0 166.9 4.4 620.1 155.8 4.3

4A 801. 8 43,976.8 9,436.0 7, 10&.0 2,327.0 61.7 7,234.1 2,200.9 60.7
1, 12&.9 1,126.9 1,318.0 1,042.1 275,9 7.3 1,054.4 263.6 7,3

470.2 470.2 1,874.4 1,49h. 3 379.1 10.1 1, 500.0 .74.4 10.4
101.2 101.2 1,4355 1 157.6 277.9 7.4 1,I18.9 276.6 7.6
32.7 32.7 1,183.6 959.5 224.1 &9 900.1 223,5 6.2
0,8 9,8 915,2 747.9 167.3 4.4 748.1 107.1 4.6
1.3 1,3 328.9 274.1 .8 1,5 274.1 54.8 1,5
.4 .4 234.5 202.3 3Z2 .9 202.3 32.2 .9
.2 .2 278,2 124.6 30.7 .8 245.5 30.7 .8

1,742.8

48,5M4,6

1,742.8 7,.5M3

47,719,6 17,00l.3

6,124.3
, 232. 3

1.442.0 38.3 6,149.4 39,3

3,769.0 100.0 j13,377.5 3,023.8 0.

8ouroe: Treasury Department. April 1047.
1 Internal Itevenue Code, as aronded by te Itoventue Act of 194A.
I Under the Hou bill, exem options of taxpayers who have attained tie ago of IM are raised by $W0O, In

the .se of loint returns, exemptions are raised by $1,000 where both husband and wife have attained the age
of 08 and each has $500 or more grotss incone. Taxpayers with gross Incomo $O r mnore who qualify for
the special exemption of 118M must include in their grot income aniy amounts lp to #,0u received durltu.
the taxable year its railroad retlrenent or social security benefits (other than lump sun pitymnent, and
cettlin other pension, annuity or retirement payments which are wholly tax exempt tinder present low.

1neludes normal tax, surtax and alternatIve tax on net lon term capital gais.
, The number of taxable income recipients under H. It., I without the splal provisiot for the aged would

be the same as under present law,
N Ts.-Fguree are rounded and will not neetssarily add to totals.

TAILM F.-Rlsimated number of taxable income recipients, their surtax net income,
and combined normal tax and surtax under various exemptions, in calendar year1947

(Assming Inoeme payments of $ ,16 0,000,000)

[Number of Income reelplents In thousands; money amounte it ulillonsl

pessen Married
couple

Depend
ent

Taxable Income
recipients

Num.
ber

Decrease from
present law

Nuner P'er.
het cent

An

8urta not Inoome

Decrease front
present law

souni Amounttf....... .ceot nt r

... tle0 ..1 $&i ... 48,A44.6 ............ * ,1148 7 ,
S-01:l816.7 4,727,9-63 :820:9 8,29 W4 j.

*1,1) I*70...38017.0 10,527.0 21.7 W981.1 .0.6 22. 1
$100 I$40 .. 9,491.8 00 18.61 82,829.t 1 18785. 2 24, 8

1,010 1,00 j 600...29,803.2 18,741.4_ W8. 4177, 27,34 19.0

Combined normal tax
Combined smiaml tax

and surtax

I)eewasc front
present lawAmount . .........

bunt Per-
Amount cent

1504. *045.9 9,9
18,65.8 3033.7 18.2
11,33.2 8,61881 19.411,280.6 5,411.4 ! 32.4

SPresent law: Internal Itevenue Code, aq amended by the revenue Act of 194o.
S ming the first dependent ofaslntle parsa would qualify tlb single person a a, hd of family,

gstll) to a married couple's exemption.
etrww Trasumr Depatment, April 1947.

Rxemptlones



TA .Lz G.--Eimad number of taxable income recipients and their combined normal tax and gurtax under various exemptions, distributed by
net income classes, in calendar year 1947

(Asummg inwme payments of $166 billion)

!Numbpr of income recipients in tbowands; money amounts in millions]

Exemptions for single persons, married couples, and dependents, respectively

$SM0 $,000, $500 (present $M :-$ ,$7,29 $00, $6000 $1,40000,4 1X( W L $2,M0 $S00I
(in tboussn&) law 1) 1-

Net~~~ amber ofs ~t tma Number of Number ofNumber o n Number of Com n umber of Combined Combined Combined
N drrmbentoComne tax e n l t tax"e norml tax taxable taxable tax

Ntneoe norm l tax income n t ne n income income

hzoe and surtax i nd surtax and surtax and surtax and surtaxrecipients recent repie recipients recipients

------------ 2.3------ 5,.73 $179-5 3,24.8 $105.2 3,144&0 $4.4 47.2 $2.2

SI--4 ----------------------------- 2D,3. 9 X S39 6 17 54. 8 2,332.5 1,1710.0 L 923. 8 1, 4,%. 5 1, 61 . 6 12S4.5 L048. 8

.-- .......... - ........ 14,322.0 3.G92.3 12,9 M2 3,134.1 2634.9 ,659-6 13. 175.5 2, 575.7 9,817.1 1, 80. 1

............................. 4,6 ,. 5 1. 2-. 7 4,=3 3 1,fS.5.8 4,2410.2 1,368.8 4,604.2 1,446-2 4.249.2 1076.2

.------ -------------------- 1.33.2 775.9 1,321.3 69,. 1, 2S.4 62L2 ,333. 2 660.4 1,312.5 538.3

Under $5------------------46, SD188 9,43&.01 42 ,740 4 79M84 36,27421 6,8.6 37.70, 74.. 28 Oe 4 44&.5

S-- -------------------- 1,126.9 1,31 .0 11.9 1,244.3 1, 1269 1,171.6 1,126.9 1,199.11 1,126.9 1, M 5
- ....... ---------------------- 470.2 1,864.5 470.2 1,819.4 4702 1.-d4.8 4702 L 790. i 470.2 1.72

25-.----.-- ------------------ 10L2 1,365.7 O 101.2 1352.3 101.2 1.33&9 101.2 L34&9 101.2 1,325.5

IS8-5',-------------------------- 32.7 1,117.7 327 LIl6 r7 1,M3 32.7 1,112..32. 32.7 1 802,1.6 ,..7 1,107.3 327 1,110.7 f2. 1,102.6
. .-. ------------------------- 9.8 835.1 9.8 833.4 9.8 8318.8 9.8 83S.2

$m-M ------------------------- L3 20. 5 1.3 2K.3 1.3 200 13 22 L3 289.8

0- -1,000 ....- . .............. .4 Al2. 5 .4 212. 5 .4 212.4 .4 212.5 .4 212.3

V 0 and over ------------------ _ _ 253.0 .2 2530 .2 53. 0 .2 253.0 .2 23&0

OvW$5 -..----------.----- 8 ..257.0 r 1,742.8 7,117.7 742.8 6,979.8 1742.8 7.05.9 L7428 6,812.1

__ _d totaL --------------- 48,5K. 6 M t It0 43, S1 7 15,04& 1 38,017.0 13, 65& 3 39,41.6 1, 383.2 29,8a 2j 11 29. 6

I nera Rerenne Co~e, as amended by tbP Revenne Act of 1INS.
2 Amendag the ftt dependent of a single person would qualiy the singl person as a head of fail, entitled to a mmried couple's exemption.

Nomz.-Figures w~e rone and will not necessarily add to totals

z
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TABLE H.-Nunmber of taxable individual and fiduciary returns, tax and net income,
1918-45 and estimated for 1946-47

IIn thousands of dollars)

YOU Number of Tax Net in. YOU Nubof Tax Notn.
returns come returns some

1913------------I 1828,2548,4 I) 1931 ............. 1,625,5M6 $240,127 $9,207,018
1914 ............. '41,048 1032 ............ 1930,095 329,962 7,919,,W
195 ............. 167,944 1933 ........... 1,747,740 374,120 7,372,6(
1910 ............. 362, 90 173,387 $,037,233 1934 ............. 1,795,920 811,400 8,343,888
1917 ............. 2,707,234 4795,381 10.592,987 1935 ............. 2,110,890 667,439 10,034,106
1018 ............. 3,392,883 1,127,722 13,892,776 1936 ............. 2,801,108 1,214,017 14,218,864
1919 ............. 4,231,181 1,209,630 17,691,620 1937 .......... .. 3,371,443 1,141, 09 15,261, 162
1920 ............. 5,18,310 1,075,054 20,228,959 1038 ............. 3048,545 765,833 12, 671,137
1921 ............. 3,69,986 719,387 13,409,68 19 ............. 3,969,297 928,694 15.03, w5
2....... 3,681,249 881,057 1,043, 140 ............. 7,504,849 1,406.403 23,58, W

1923............ 4,270,121 1681,606 17,497,383 1941 ............. 17,687,471 3,907,951 46,902,881
1924 ............. 4,489,608 704,266 19,468 724 142 ............. 27,718,534 8,026,712 67,00,882
125 ............. 2,501,180 731,55 17,471,219 143 ............. 40,337.2MT 14,500,018 98,150,189
I26 ............. 2,470, 99 732,475 17,422,033 1944 preliminary 42,446,538 10,341,508W
1927 .............. 2,440,941 830,839 18,09006 1945 ............. '42,990,70 18266,000 (
192 ............ ,523.063 1,164,264 21,031,634 1948' ........... 39,100.000 10,391,000 (3)
1920 ............. 2 ,458,019 1,001,938 20,493,491 19471 .......... 43,60,000 17,001,260 114,033,302
1930 ............. 2,037, 64 476,715 13,692,684

Not available. The total number of taxable and nontaxable returns filed were a3 follows: 1913, 367,698;
19141 357 515; and 1915, 336,W1'.

9 Iecelpts (inoludIng fines penalties, additional assessments, etc.) for the fisal year ended June 30 fmme-
dlately following, as shown In annual reports of the Commissioner of Internal Revenue,

I Not avallable.
nludes war excess-profits taxes of $101,249,781 on Indivlduals and $103,887,984 on partnerships.

ITax base for taxable returns with net Income-s of $2,000 and over. There were 1,591,8518 taxable returns
with not incomes of $2,000 and over, for whloh the tax amounted to $875,249,480.

4 Amncunt after the 25-percent reduction provided by section 1200 (a), Revenue Act of 1924.
Excluues additions to liability under the Current Tax Payment Act of 1943 amounting to $2,555,894,000.

* Obtained from Collectors' Monthly Report to Commissioner of Returns Filed.
, Estimated.
Treasury Department, April 1947. Date for 191-42 from "Statiales of Income"; date for 1943 and 1I

Lvompiled by the Bureau of Internal Revenue.
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The CHAIRMAN. Mr. Secretary let me invite your attention to a
statement which you made in the second paragraph on page 1 of
your statement. I quote:

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

What, please, is the present size of the public debt?
Secretary SNYDER. The present size of the public debt is a little

less than $258 billion. I think it is 257.6 this morning.
The CHAIRMAN. What, please was the estimated size of the public

debt for the end of the current fiscal year?
Secretary SNYDER. $260.4.
The CHAIRMAN. What is the surplus which you expect to have at

the end of this fiscal year?
Secretary SNYDER. The surplus?
The CHAIRMAN. Yes.
Secretary SNYDER. At this time it is $1.25 billion.
The CHAIRMAN. What do you expect to have at the end of the

fiscal year, the current fiscal year.
Secretary SNYDER. That is it, $1.25 billion.
The CHAIRMAN. $1.25 billion; and do you know what it is as of

this time?
Secretary SNYDER. $2.485 billion. That is'as of April 18.
The CHAIRMAN. You will succeed, then, by the end of this fiscal

year, in reducing the national debt beyond your earlier expectations?
Secretary SNYDER. Yes, sir.
The CHAIRMAN. That will result in an interest saving.
Secretary SNYDER. In the reduction of our debt by our using the

cash balances, the anticipated interest saving has already been
realized.

The CHAIRMAN. Yes, but to the extent that you reduce the national
debt, you reduce the annual interest.

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

The CHAIRMAN. How much savings in interest have you made be-
yond the amounts you estimated, by those unexpected reductions of
the national debt?

Mr. BARTELT. I do not have that exact figure, Mr. Secretary, but
the interest savings usually follow quite a considerable time after the
reduction in debt is made. It usually is reflected in the year following,
rather than in the current year.

The CHAIRMAN. That is precisely what I am getting at. So you
have an interest savings item that will reflect into fiscal 1048 which
is not included in your expendituro estimate for fiscal '48, is that not
correct?'

Mr, BAItTELT. That is reflected in the expenditures for '48, sir.
The CHAIIRMAN. How do you bring into consistency the fact that

you have reduced the national debt beyond your expectations, 1111d
at the same time were smart enough to reflect the interest savings in
the estimated expenditures for fiscal '48?

Mr. BARTELt. The interest estimate for the fiscal year 1948 was
originally estimated at about $5,041,000,000 and we trimmed off the
$41 million.

The CHAIRMAN. On the basis of how much national debt?
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M'II'. BARTELT. On the basis of the national debt as presented in the
President's budget message.

The CIHAIMAN. Which was 260.4?
Mr. BARTEIT. Yes, sir; as of June 30, 1947.
The CHAIRMAN. 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 scal '48?

Mr. BARTE LT. We have made some interest saving. It 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.

The CHAIRMAN. 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 the coming fiscal year?

Mr. BARTELT. That is a correct statement, but in effect that
saving was antiicpated in the 1948 estimate.

The CHAIRMAN. It will reflect either in '48 or '49.
Mr. BAHTELT. Most of it in '48.
The CHAIRMAN. '48?
Mr. BARTELT. The savings will be carried forward into '49.
The CHAIRMAN. You are not prepared to give us a break-down

to that?
Mr. BART E .WT. Not for '49.
Senator BREWSTE. W is it that if the public debt is 2 billion

less on July I than expected that you do not get the benefit of it in '48?
Mr. BARTELT. The total debt as estimated by the President in the

Budget was only $200 million less at the end of '48. The reduction
in the market debt will be offset by an increase in the special issues to
trust funds, which cAtrry usually a higher rate of interest.

Senator BYRD. What is the average rate of interest?
Mr. BARTELT. It is about 2 percent.
Senator BnEpWSTER. They have not given us the estimated debt as

of July 1. Would the reduction of the debt now be in order?
Secretary SNYDER. What i# that?
Senator BniEWSEnll. What you estimate as the public debt on

July 1, in the light of your current estimate, you have not given us
that figure.
. Secretary SNYDERt. What wais that revised figure for the budget?

Mr. BAP.TILT. We (lid not revise the public debt figure in connection
with the most recent Presidential revision.

Senator BEWSTIR. 1how difficult is that?
Secretary SNYDERI. It is a question of whether we have th cash

to make a further reduction over what we estimate(l, Senator. All of
the cash balances over the operating balances necessary to run the
Government were used in reducing the debt.

Senator BHEwSmii. What was the estimated deficit in the last
time you revised your figure?

Secretary SNYD.M, About 2.3 billion.
Senator BREWSTER. Estimating that, did you anticipate that

would be applied to an increase of the national debt?
Secretary SNYDER. If we had run that much deficit the reduction in

debt would have been that much smaller.
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Senator BREWSTER. Therefore the $260.4 billion estimated at tie
end of '47, that included the $2 billion deficit in the current budget,
did it not?

Secretary SNYDER. That is correct, Senator.
Senator BREWSTER. 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 SNYDER. That is correct.
Senator BREWSTER. Is that correct?
Secretary SNYDER. Yes, sir.
Senator BREWSTER. Would that mean that you would estimate

the national debt around $257 billion at July 1?
Mr. BARTELT. That is about right.
Secretary SNYpEu. I think that is about the figure that we had

in it.
Senator BREZWSTER. You think your interest will be not reduced

proportionately because of the change in interest bearing items?
Secretary SNYDER. That is right.
Senator BREWSTER. But you have not any figures as to that?
Secretary SNYDER. Not exact figures.
Mr. BARTELT. As explained before it does not have an important

effect on the 1948 estimate.
Secretary SNYDER. The effective time for tis interest reduction

would be carried into '49. We have not projected that.
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 SNYDER. The adjustment there on the face of it, it would.
I will be glad to have our technical staff prepare an explanation to
you as to how it is done, how they arrive at it.

Mr. BARTELT. Even with the indicated Surplus, as indicated by
the President, the interest on the debt will be very roughly $5 billion
as estimated for 1948.

The CHAIRMAN. It has seemed to me Mr. Secretary that you were
making 9 uite an argument that the reduction in the debt resulted in
a reduction of the interest charge, and so far as we have gone, tIe
reduction of the debt means an increase in the interest charge.

Secretary SNYDER. The argument that we are making is 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 the long-
term maturities which bear a higher rate of interest, so by reducing
the amount of the debt as we mak that switch, we will still hold tie
interest charge down. That is our purpose there.

The CHAIRMAN. Generally speaking, if you reduce your national
debt, you are going to reduce your interest charge, are you not?

Secretary SNYDER. We are if we (to not move into lor.gor maturities
and build it back up again. We will reduce it on the one hand and
may have to increase it on the other hand.

senator HAWK10S. May I ask a question right hnr? I think the
question you have asked is very important.

In the over-all picture Mr. Secretary, you must figure that some
time some place, you will have made this conversion into long-timo
bonds or securities and that there will be a substantial reduction.
Wheo do you thin that point is going to be reached? Have you
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got any idea when you are going to get over that hurdle of converting
from short-time securities to long time and really accomplish reduction
in the expenditures on interest?

Secretary SNYDER. 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 5-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 average.
But as we move along and from day to day observe the available
money for investment, we 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.

Senatr BUSHIELD. When you have the longer terms, you have to
increase the interest, is that right?

Secretary SNYDER. That is right; yes, sir. -When you go into the
longer terms, why, the market demands a higher rate of interest than
for the shorter terms.

The CHAIRMAN. Mr. Secretary, what do you anticipate will be the
expenditures for fiscal '47?

Secretary SNYDER. That is $41.25 billion. It is agreeable to refer
to the staff on that?

The CHAIRMAN. Yes.
Secretary SNYDER. On these -,clinical questions.
The CHAIRMAN. For fiscal '47.
Mr. BARTELT. $41.25 billion.
The CHAIRMAN. Is that a billion and a quarter lower than the

estimate of January?
Secretary SNYDEt. The estimate; yes, sir; that hab been reduced

by that amount.
The CHAIRMAN. Can you furnish the committee with a break-down

of the individual expenditure items showing in each case where they
exceed the estimate of January and where they are less than the esti-
mate of January?

Secretary SNYDEn. That figure would come from the Budget
Bureau. The expenditures are controlled by the Budget Bureau.
We could see if we could obtain them for you.

The ChARtMA. What do you estimate to be the receipts for
fiscal '47?

Senator BYRD. Could I ask a question in regard to expenditures?
The CHAIRMAN. Yes, sir. •
Senator Byi). There have been so many conflicting statements

madb about the expenditures and receipts, I want to ask you if these
figures are correct.

The aetuail expenditures for the fiscal 1947, the first quarter, are 9.3.
1 would like the experts to chock that.

The estimate of the expenditures for the first quarter of fiscal 1947
is $9.3 billion. The second quarter is $9.2 billion. The third quarter
is 10.6 billion, which includes $950 million to the International
Monetary Fund, which is nonrecurring.

In order for your expenditure to be realized, you have got to spend
$12.1 billion in the last quarter, which is nearly 2 billion inor than
you have spent in any previous quarter of this year.
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Why is that?
Secretary SNYDER. We will have to refer to the Budget Bureau for

that, Senator, because they prepare those.
Senator BYRD. It seems to me that is a difference that is very

great. It is r3 billion more than in the second quarter, and the third
qua rter has this nonrecurring expenditure. So if your estimate of
$41.2 billion is to be realized, you have got to spend $12.1 in this
quarter.

Secretary SNYDER. I-ere are some of the figures 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.

Senator BYRD. Bear in mind the third quarter had a nonrecurring
itom.of $950 million, to the International Monetary Fund. Are
there any nonrecurring items in the fourth quarter?

Secretary SNYDER. We have some other itens here.
Senator BYRD. Interest is $525 million.
Secretary SNYDER. National defense and seasonal construction pro-

grams are also up.
Senator BYnD. Construction program for what?
Secretary SNYDER. That was in the veterans' construction; that

sort of thing.
Senator BYRD. You mean that was that much more than the other

quarters?
Secretary SNYDER. That was the increase over the thirl quarter.
Senator BYRD. $800 million?
Secretary SNYDER. Now, these are just figures that we took. The

accurate detailed figures must come from the Budget.
Senator BYRD. I think a just comparison would be with the second

quarter, and not included this nonrecurring item of $950 million.
In the second quarter you spent $2 billion. I wonder if you have
not over estimated the expenditures.

Secretary SNYDER. That would, as I say, have to come from the
Budget, because we have urged them to recheck their figures before
we came out with this last estimate.

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

Secretary SNYDER. I (1o not know whether you call them mistakes
or change in the condition. The President started out with a very
drastic program of reducing th debt. That can be checked 'very
easily with the departments and ,hey will assure you that he cut them
much against their protest. Ie a ctually accomplished-

Senator BiuwSrmt. You said reducing the dobt.
Secretary SNYDER. I mean reducing the bulgot, the estimated

budget for 1947. He started out last fall through the Budjet Bureau
insisting that each department review their budget requirements for
the fiscal year 1947, and cut them back and he accomplished a little
over a billion and a quarter in that fashion Vp through the third
quarter of fiscal 1947.

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

,1 /
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Senator BYRD. The present budget is four times as much as for
the year before the war. The budget that the President has recom-
mended is four times as much.

Secretary SNYDER. That night well be, sir, because we did not
have these two armies of ,Jccupation in foreign countries. We (lid
not have this interest on the debt the size it is now, and we were not
still winding up many of the obligations that we incurred during the
war, and we (1id not have the veterans' problem to be'considered.

Senator BYRD. We had $9 billion of exp[inse before the war the
year before 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 thiw expenditir,-s would be
in the fourth quarter?

Secretary SNYDER. We can ask then for it.
The CHAIRMAN. I have asked the Director of the Budget to appear

to testify on that point, Senator Byrd.
Senator BYRD. I have a list of questions that I assume the Secre-

tary 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.

Secretary SNYDER. Are you going to furnish ino that, and give nm
some time to prepare that?

Senator BYRD. Willoii prepare that for the committee?
Secretary SNYDER. o you want to read that into the record?
The CHAIRMAN. Yes.
Senator BYRD. The reporter will put them in the record.
(The questions tre as follows:)

I. Number of individual taxpayers entitled to refund of excess tax withheld
for 1946 from salaries and wages as shown on Form W-2. Also same informa-
tion for 1945.

2. Number of refunds and total dollar amount of refunds to this group during
quarter endingMarch 31, 1947.

Also same information for quarter ending 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 dollar amount of refunds made to this group,

during quarter ending March 31, 1947.
Sano information for last quarter ending March 31, 1940.
5. Estimated total of interest payments to be made on Government indebted-

ness during April, May and Juno 1047.
6. Estimated total of payments to the National Service Life Insurance Fund

to be made during fourth quarter fiscal year ending Juno 30 1947.
When will the proceeds of the sale of the Big Inch and Little Inch pipe lines

appear in the Treasury statements as Treasury receipts?
(The information requested is as follows:)

ANSWI0W TO QUneSTONS 1 ANu 3

The number of individuals entitled to prepayment refunds for the tax year 1946
is ap )roxiInatoly 31,000,900 as oomparedwith 80,400,425 for the tax year 1045,

Prepayment refunds means refunds due to excessive withholding and excessive
tax paid on declarations. Those amounts cannot be distinguished as the over-
payment equals the difference between the liability and the sum of the tax with-
held and the tax paid on declarations. The actual refunds disbursed during,
auarter'on a chooks-issued basis, do not distinguish between Form W-2 and Form
1040. For this reason these figures cannot be shown separately. This informa-
tion in compiled separately for refunds scheduled by the Bureau of Internal R1ev-
ehue to the Disbursing Offlce of the Treasury, but the amounts scheduled during
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a given quarter do not coincide precisely with the checks certified for payment
(luring such quarter. Therefore, these figures are not being supplied as they do
not reflect the actual amounts disbursed within a given quarter.

ANswute TO QUESTIONS 2 AND 4

The number of prepayment refunds made during the quarter ending March 31,
1947, was 11,982,798 as compared with 12,581,139 for the quarter ending March
31 1946.

The total amount of the prepayment refunds made during the quarter ending
March 31, 1947 was $518,34,254 as compared with $399,816,600 for the quarter
ending March 41, 1946.

ANSWER TO QUEsTION 5

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

ANswER TO QuUSSzoN16

Total payments from general 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 Appropriation Act, 1947 (11. R. 2849,
passed the House of Representatives, April 1, 1947).

Senator BRRWsTsR. Supplementing the question of Senator Byrd,
I would lie also to know whether the Budget or the Treasury take
any special steps to see m to any undue expenditure of public funds in
the last month or two of the year.

In a slight experience that I had as 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 trouble the next year, so that in
May and June you often found an wmidue expenditure of balances
which had perhaps accumulated.

Secretary SNYDER. The Treasury did inquire into a number of those
expenditures that we were thinking were larger than we expected 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 Budget
which is the controllingdepartment on this.

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

Secretary SNYDRIt. I am sure that the Budget can offer more
detailed information o1 that when they come in, sir.

The CRAIUMAN. We plan to have the Budget Director appear as the
next witness.

Is that correct, that to the extent which expenditures are met in
this fiscal year, which otherwise migl)t carry. over into the next fiscal
year, whore there is discertion for such .arry-over, that would of
course reduce the expenditures of the next fiscal year?

Secretary SNYD104. That is correct, where it is a continuing
appropriation. I

Th1IO C1IAnMAN. Yes. Is it not usual when there is a surplus at
the end of the fiscal year to apply it to the reduction of the national
debt? •

Secretary SNYr.H. We will keep our operatitig balance as low as
possible. Our operating cash balance is kept as low as possible con-
sistent with requirements for governmenttl operation.

/,
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The CHAIRMAN. 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 CHAIRMAN. $258 billion?
Secretary SNYDER. Yes, sir.
Senator BREWSTER. HIe just testified a little while ago it would be

$257 billion.
Secretary SNYDER. I think you are right. It is $257,837,000,000.
The CHAIRMAN. How much have you reduced the national debt

within the fiscal year 1947, altogether?
Secretary SNYDER. About $22 billion, I think, since the debt reduc-

tion program began. Just letme check that.
Senator BYRD. That reduction was all out of surplus?
Secretary SNYDER. Out of cash balances.
Senator BYRD. Out of cash balances?
Secretary SNYDER. Yes. Just a moment. I want to get that

correct. I want to recheck that. The amount that had been reduced
since February 28 was $22 billion, bilt (luring the fiscal 1947 it is
$11,766,000,000.

The CHAIRMAN. Over the entire fiscal year, so far?
Secretary SNYDER. That is correct.
The CHAIRMAN. 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?

Secretary SNYDER. I think so, yes.
The CHAIRMAN. Right?,
Secretary SNYDER, Yes.
The CHAiRMAN. What do you estimate as the revenue for

fiscal 1947?
The CHAIRMAN. How much does that exceed your January

estimate?
Secretary SNYDER. 2.3 billion.
The CHAIRMAN. 2.3 billion?
Secretary SNYDER. Yes.
The CHAIRMAN. On what income level did you make your January

estimate?
Secretary SNYDER. $615 billion for calendar 1947.
The CHAIRMAN. $165 billion?
Secretary SNYDER. Yes.
The CHAIRMAN. What is the level which produces the unexpected

surplus?
Secretary SNYDER. About $170 billion was the latest estimate

available, sir.
The CHAIRMAN. What is your estimated revenue for 1048?
Secretary SNYDER:. $38.8 billion.
The CHAIRMAN. $38.8?
Secretary SNYDR. Yes.
The CHAIRMAN. Was that on the estimate of $'165 billion income?
Mr. HAAs. That is bused on the fiscal year 1948 of 168.
The CHAIRMAN. Of 168 billion of income payments. You are now

rutuning at 170, I
Mr. '1AAs. That is the February rate.
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Secretary SNYDER. This is Dr. Haas.
The CHAIRMAN. Assume that there is a continuance of your present

rate of income; how much -%vould your revenues be increased for
fiscal 1948?

Mr. HAAS. To go right on through?
The CHAIRMAN. 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 each $10 billion increase in income payments, you would

roughly got receipts of about $2.8 billion. So it is somewhere around
$3 million.

The CHAIRMAN. You have a $11 billion increase, and if each 10
represents 2 8 you would have about $3 billion, would you not?

Mr. HAAS, That is right.
The CHAIRMAN. So that your revised estimate, assuming the

continuance of the present volume of national income, would be
roughly 41.8 billion for fiscal '48?

Mr. HAAS. That is right-a rough estimate.
The CHAIRMAN. Right?
Mr. HAS. Yes.
The CHAIRMAN. Will the economies to which you referred in the

latter part of '47 continue, Mr. Secretary to prevail in '48? By the
economies that you have mentioned, you have lesisened your expendi-
ture estimate for 'A.7. Have you made a revised estimate as to '48?

Secretary SNYDER. Those were given consideration in the '48
budget; les, sir.

The CHAIRMAN. You mean that the economies that you have
achieved in '47 already reflect themselves in '48?

Secretary SNYDER. 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
budget that was requested by each department.

The CHAIRMAN. 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 greater reduction in expenditures in '47 than you antici-
pated.

Secretary SNVDVR. That is correct.
The CHAIRMAN. That is correct?
Secretary SNYDER. Yes.
The CHAIRMAN, Axld that you made that achievement at a time

subsequent to the time that you made your '48 predictions?
Secretary SNYDnR. No, sir.
We started to work on them, but those savings have not been

assured until within recent weeks.
The CHAIRMAN. So you stand pat on your 37.5 expenditure esti-

mate for '48?
Secretary SNyiEa. At this time, yes, sir. Well, that is not the

Treasury. That is the Budget again. Expenditures are a function
of, the Budget Bureau.

Senator G0qoitom.. On that point, Mr. Secretary, it is wholly aside
from this present inquiry, but the Budget is entirely separate from
th Treasury?

Secretary SNYDER. Yes, sir, the Budget is a bureau under the
Executive Office of the President, and they are the agency that deter-
mines these expenditure limits. We have jt take their figures,
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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 economics.

Senator GEORGE. It looks like that is a little awkward arrangement.
Secretary SNYDER.. 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
the Treasury, but by the Budget Bureau, which approves these
budgets.

Senator LUCAS. When was that change made, Mr. Secretary?
Secretary SNYDER. It was in 1937.
Senator GEonaof. In '37?
Secretary SNYDER. Yes.
The CIIAIRMAN. 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 1948.
Secretary SNYDER. 168.
The ChAIRMAN. Do you put any discounts on the continuance of

the present rate of 176 billions?
Secretary SNYDER. 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 BItEWSTIR. What is the current rate?
Secretary SNYDFR1. Around 176 now.
Senator BREWSTER. Approaching 180 is it not?
Secretary SNYDER. Well, the last olficial, estimate we have is

around 176.
Senator BYRD. How long has that continued, that rate?
Secretary SNYDER. 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 BnWSTEM. What was the date of that?
Mr. IHAAS, That was the February rate.
Senator BREWSTER. You have had no figures since February?
Mr. HAAs. That is the last figure that has been released. There

should be another one out very shortly. February are the last
figures.

Senator LTCAS. Do I understand you to say that it was reduced?
Secretary SNYDER. February was less than January.
Mr. HAAs. By about $500 million less-in annual rate.
Senator HAw'Kts. May I ask for clarification, the gentleman says

that is the last figure that was released. Are thoe any figures avail-
able that have not beert released?'

Secretary SNYDER. We only uso the official figures,
Senator HAwKEs. I mean for a later month than the one we are

talking about.
Secretary SNYDErt. February is the last official release.
Senator HAWKES. What I am asking is, are there any figures

available to give us an inkling of whether or not we are going up or
down?

Secretary SNyDaR. They are not available until released by the
Dopartmont of Commerce.
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Senator BREWSTER. There are a lot of unofficial releases we get.
You do not have the benefit of those?

Secretary 8n 'yiat. We do not take advantage of rumors. We like
to see tle official figure. We do not want to be optimistic nor pessi-
mistic. We want to stick to the facts as we can get them.

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

I asked you whether you discounted that projection-I176-in any
way, and you started to give me an answe.. I (lid not get what you
said.

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

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

Secretary SNYDER. Not right at the present time. We are short
of so many materials and we have a labor shortage. At the present
time I just do not see any great production increase when we are
running at a pretty high capacity right now, Senator.

The CHAIRMAN. 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 SNYDER. In th1 lo1ug run it would; yes, sir. But where
we are still short of supply, and we are manufacturing at near caI)acity,
I do not know how the stimulation of sales would greatly increase in
the present-we are talking about the 1947 tax bill.

The CHA RMAN. The $176 billion is not a static figure, is it?
Secretary SNYDER. No, sir.
The CHAIRMAN. It was th(e point reached by a co'ustantly u)ward

rising level of income during the last few months?
Secretary SNYDER. Yes, sir. In January after this estimate came

out for the budget, many economists and other people outside of
Government claimed that we were overoptimistic in our estimate of
the figures at that time. An outstanding financial service forecast
that we would have a national income of somewhere around $155,-
000,000,000. At the time we were estimating around 165.

I just bring that out to point out how difficult it is in this transition
period to adj ust for all of the various elements of the economy. An
estimate such as we have made was not very far off the mark when
you consider that it was about 5 percent off the mark. In fact, it
was the increased prices that accounted for the difference.

The CHAIRMAN. Of course, our basic blunder was in estimating a
(lepresion immediately after VJ-day, is that not correct?

Secretary SNYDER. Well, it was certainly something to work against
it, but it seemed to be the general trend of all of the estimators that
we were going to have one. I am not talking about Government
eistiimators, but I am talking about those who have guided the affairs
of business at all times, that we had to have one, that we could not
make the adjustment of a transition from war to peace with the
facility which we actually made it.

The CHAIRMAN. The estimates of the last few years on all of these
important mattgro have been somewhat undependable, have they not?
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Secretary SNYDER. They have certainly had a difficult time hitting
it on thb button; yes, sir.

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

Secretary SNYDER. I beg your pardon? .
Senator B REWSTER. Did your figure of 165, the national income,

take into account the possibility of some recession during 1947?
Secretary SNYDER. That was about the figure. It was a continuing

figure. That was about the figure at that time.
Senator BREWSTEM. You mean it was simply based Ol the current

income?
Secretary SNYDER. At the time that estimate was xaa!e, the national

income was about 165 billion.
Senator BREWSTER. You estimated that.
Secretary SNYDER. That it would continue through.
Senator BREWSTER. That it would continue through.
Secretary SNYDER. Instead of that, it has increased.
Senator BREWSTEM. Neither ui) nor down.
Secretary SNYDER. That is right.
Senator BREWSTER. You feel there is less or more prospect of a

material change now than you (lid theh? What is your present
estimate?

Secretary SNYDER. There is no reason for us to have a recession or
depression. We have all of the elements of a continued level of
national income of certainly around 165 that we used in January, if
we bring all of these other elements into balance. The recent (levjlop-
ment in'tle. 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 management 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 he indicative of a recession or depression.

Senator BuEWSTEll. What would be the effect of a tax reduction
of the character here? Would that teld to increase or decrease?

Secretary SNYDER. At this time, 1 think it would add more money
to be bidding against shortage 1f materials, and would therefore be
inflationary to that extent.

Senator BRE ws'rm. So that it would tend to increase the national
income on paper.

Secretary SNYDER. It might. The inflationary trends, if it (lid
not start it downward, I (10 not--

Senator IJAWKES. May I pursue a question that you asked the
Secretiry, Mr. Chairman.

The CHAIRMAN. Yes, sir.
Senator HI-WKE6. I think I understood, and I am quite sure we

will agree on this, that if there were the price reduction where it is
possible to make a price reduction, while that in itself would seem to
take something 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 offset the reduction
that would come from the lower price, would it not?

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

Secretary SNYDER. That is correct.
Senator HAWKES. That may be where you and I differ a little bit.

because I think that it will stimulate the thing not over the long run
but over the immediate future.

Secretary SNYDER. We do not have any estimate at this time. I
fI'ked that very question of Commerce. We do not have an estimate
-ght now of these inventories that you are speaking of.

Senator HAWKES. Neither do I.
Secretary SNYDER. But I just-say I am interested in the same thing

that you are, Senator, as to how much pent-up inventory there was
that would be released, held up because of a price situation.

Senator HAWKE.S. Yes.
Secretary SNYDER. We do not have the accurate figures on that

right now, but there is an interesting point to know that.
Senator IIAWKES. Is Commerce doing anything to find out how

much those pent-up inventories are?
Secretary SNYDER. They are worldng on that, I understand. We

have not been able to get the figures yet.
Senator 1tAwKFS. I think that is an important factor in this whole

picture.
Secretary SNYDER. It is an important point, and we raised it last

week, to know how much petit-up inventories were held up by price,
but we have not any figures as yet.

The CHAIRMAN. I und erstoo(dyou to say the 176 billion of national
income is what might be called the climax of the rise in national
income over the last few months.

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

Secretary SNYDER. That would be hard to estimate.
The CHAIRMAN. ,Is there any reason to believe that it will go lower

than 176?
Secretary SNYUDR, I must see the developments for the next few

weeks. That will have a bearing on it, Senator.
Tie CiiAmIMAN. Tell me that again.
Secretary SNYDERt. We will have to see the effect of the adjust-

monts that are being made now; the labor adjustments and the price
adjjusttilents.

Tile CHATIOANW. It might go higher?
Secyetary SNYDt,. It could go either way; yes, sir.
The CHAIRMAN. If you had your estimate to makeover again, for

fiscal '48, you would not base it on a national income of 165, would
you? '

Secretary SNYDER, I do not see any change yet for the fiscal '48,
which does not begin until July 1 of this year, and ends 12 months
later.
Th CIhAIMAN. If your income is running above 165, running at

176, is not that a basis for change in your figures?
Secretary S. Ymm. It might or might not he.
The CHAIAMAN, Well, under what oircumstances would it not be?
Secretary SNYDER. If prices continue to climb, there will undoubt-

edly he a resistance to prices, and if that happers, then of course that
figure would drop.
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Tie CHAIRMAN. But when you made your estimate for '48, you
(id not figure that the nation ilcone would run up to 176.

Secretary SNYDERt. Not for this period; no, sir.
The CHAIRMAN, And so you are confronted
Secretary SNYDER. But we are still not in. the fiscal year 1948, sir.
The CHAIRMAN. Of course not. When you made your estimate for

'48, you were not in the fiscal year '48, either.
Secretary SNYDER. No, sir.
The CHAIRMAN. You had to use the factors that were at hand at

that time.
Secretary SNYDEM. We had to take into consideration the capacity

of prodluction at the price level that was existent at that time.
The CHAIRMAN. Ain(! yot figured it at 165.
Secretary SNYDER. Tliat is correct.
The CHAIRMAN. Now, you have a new set of facts which indicates

at the moment at least 176.
Secretary SNYDER. Yes.
Tle CHAIRMAN. So 1 repeat if yOU were making your estimate now

for '48, you would not hold it, at'165, woul you?
Secretary SNYDER. We (lid allow for an increase to $168 billion for

fiscal 1948.
Senator BUsi;1F11,D. Is not that only an estimated figure?
Secretary SNYDER. Purelv an estimate.
The CHIAIRMAN. It is all estimate.
Secretary SNYDERl. But it was Moved up to $168 billion for the

fiscal year.
The CHAIRMAN. Yes.
Secretary SNYDER. So we have taken into consideration just what

you are speaking of.
Senator IIAWKES. I think you will find in the record back 15 or 20

minutes ago that either the A cretary of someone here said that they
did not look for a recession in business at the present time.

Secretary SNYDER. Yes.
SenatorlIAWKEB. If they do not look for a recession in business at

tie 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 ruling
at that rate, then it seems to me tile answer is already in the record
that we ought to, if we are going to make the calculation over again, we
ought to calculate it, on 176.

1he CHAIRMAN. It seems to me that we have to calculate on 176,
unless we have to put discount on it, wid that is why I was probing
you, to see what tile discounts might be.

Secretary SNYDEIR. I made the statement that there wa no need for
a recession, but there could b an adjustment of prices downward
without bringing about a recession or a depression, and that would
reduce the national income. 

Senator HAwKiES. Then you and I had our little colloquy.
Secretary SNYDER. What I said is not inconsistent with the record.
Senator'HAWKES. I am not saying that. I am just saying that I

think you have about all you can get, so far as I am concerned.
Regardless of what anybody else would do, if I were making a

calculation at the present time on the budget, I would figure it was
running somewhere around 176,and I lud as good a reason to believe

47
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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. It
April with a national income running to 176, you are not prepared to
follow through.

Secretary NYDER. We moved it up to 168 billion for the fiscal year.
Senator BRLWSTER. What is the reason for your change of view-

point from February?
Secretary SNYDER. We have not made any change in our reasoning

base.
Senator BREWSTER. You have in your premise.
Secretary SNYDER. Sir?
Senator BREWSTER. 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.

SecretarySNYDER. The price element has moved in there.
Senator REWSTER. The price element was in the structure in

February.
Secretary SNYD!R. Not to the extent that it is now. We made that

estimate last December.
Senator BREWSTER. All right, in December.
Secretary SNYDER. It is a long period of time that we have had

a 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.

Senator BREWSTER. But you are still discounting it $8 billion,
which yon'didnot do in either December or February.

Secretary SNYDER. 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 pri.e increases beyond reasofi-
able rates, we could continue along at that basis, because we saw
full production ahead. I

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

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

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

Secretary SNYDER. I do not think so, sir.
Senator BREWSTER. Obviously you are. You took 165.
Secretary SNYDER, We did not have this inflated price picture at

the time in December when we made those estimates that we have now.
We have to give consideration to the fact that we know that we

have in some areas, this is not true in all by any xneans, but in someo
areas we have an overpriced market.

Senator BRrWSTER. To what extent does the total represent infla-
tionary as distinct from productive figures?

Secretary SNYDER. Will you repeat that question?
Senator BREWSTER. To what extent does the increase from 165 to

176 represen price changes as distinct from production changes?
Mr. HAAS. That would be difficult to determine, I can give you

some, idefl.
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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 precisely 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 rises we ever had in the history of this country, and we did not
project that in the estimate because it is an inflationary rise. It
would be imprudent to forecast such a rise.

Senator BREWSTER. What about the difference between December
and April? 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 BREWSTER. All right.
Mr. HAAS. That 31-percent figure, about half of that was from the

middle of October on, about 15 percent.
Senator BREWSTER. Then does that 15 percent in wholesale prices,

would that reflect itself in the whole national income or only in a
portion ot it?

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

Senator BREWSTER. I am accepting your definition.
Mr. IAAS. Value of all goods and services, that is the aggregate

income-the gross national product.
Senator BREWSTER. What is the figure?
Mr. HAAS. We use different ones, depending upon the tax we are

estimating.
Senator BREWSTER. I am asking on the figures that you used.
Mr. HAAS. It wold be reflected. '
Senator BiREWSTxR. To what extent? There has not been a 16-

percent rise in the national income in that period, obviously. You
sa 16 percent.

Mr. HAAS. No.
Senator BREWSTER. You have to have a weighted average. What

is the weighted proportion of this wholesale price as against the total
national income?

Mr. HAsa. I am not trying to (lodge the question, but there is not
any adequate index that you can use for that purpose. The Depart-
ment of Commerce has an index which they 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 here, I think I can make an
estimate of what you are asking.

Senator BMEWSTER. What is your estimate?
Mr. 1IAAS, I think I could make one. I cannot make it off the cuff.
Senator BREWSTER, I think it is extremely important. Your

testimony here is based on these figures. I think that the committee
is entitled to have the composition of the figures, and you replied thmt
the 176 billion represented inflation.

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

Mr. HAAs. That is right.
SSenator BREWSTER. Do you have a basis for that statement?.
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Mr..HAA8s Yes, sir.
Senator BnwsTnIR. Well, let us have the figures on which that is

based,
Secretary SNYDER. Can he furnish you those? Ie does not carry

then with him.
Senator BREWSTER. That is quite all right.
Secretary SNYDER. Lot us try to furnish them.
(The information requested is as follows:)

As mentioned in the testimony, there is no entirely adequate index for adjust-
ing national income figures for the effect of price rises. The table belov shows
the income payment rate by months beginning with October 1946, and the same
figures adjusted after October 1946 for the effect of the increase in prices, using
three available price indexes. All three series suggest that the increase ini income
payments since last October is accounted for almost entirely by price rises.

Income payments adjusted for effect of price changes

October Novein. Decm. January Fehnary
1946 ber 1168 her 1946 1947 1947

1. Retail price Index, Departmnent of Commerce
(1935-39 0) ..... ............................ 167.2 171.5 172.7 172.7 172.7

2, Sa:e Index on October 1946 Ia ................ 00.0 102.6 103,3 103.3 103.3
P. Conunirs' price Indcx, Department of Labor

(10,&-39,- 100) ............................. ... 148.6 1. 2 1W.3 IM.1 152. 8
4, Same Index on Octolfr 1946 base ................ 100.0 10.4 103.2 103.0 I02.
8. Wholalee primc, IDwrtment of Labor (11)Z-

100). . ................................. 134.1 130.7 140.9 141.5 144.8
8. Samte index on October 1946 bows................. 100.0 104,2 105,1 108.5S 107.8

NATIONAL INOOMI PAlMANTi, ANNUAL RAiD

7. Actual (hilliona of dollars) ....................... 170.9 174.1 175.7 177.1 176.8
Ajustod for price changes by dividing by

the following indexes on the basA October
106 100:

8. Itetail pre Index, (7)+(2) .................... 0. 9 169.7 170.1 171.4 171,09. Consurnors' prlce Inudox ()-J(4) ............ .... 170.9 170. 1 170.3 171.9 171 8
1O. WboleWe price Index, +() .................. 70.9 167.1 167.2 167.8 13.8

Senatior BREwsTmR. To what extent are iincretsos in wages reflected
in the national income?

Mr. HAAB. Increases in wages?
Senator BRMWSTF. Yes.
Mr. HAA s. They are part of income payments-the total for which

is currently running at the rate of about 176 .billion: The wage
element probably would be 110 billion, wages and salaries.

Senator Butwsrii. So if you had a 10-percent increase in wages
generally, you would have a 10-percent increase in that item of your
national income?

Mr. HAAS. Yes, air.
Senator BREWSTER. And just to the extent that there wore wage

incr eaes, that would increase the amount of yopr national income?
Mr. HAAB. Yes, air.
Senator BRrawsma. Have those factors been taken into account

fi connection with current developments in projecting our national
income for this next year?

Mr. HAAs. Yes, sir; we considered all of the cOmponents of national
hlnofO.

Senator Bituwspo. You knew there were "going to be 10- and 15-
percent increases, in steel.
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Mr. HAAS. No, we have not got any better crystal ball than most
people have. We have been doing this work for years, but we would
have to make an estimate of that. We had to make an estimate of
w4a0s and salaries as far out as June 1948.

Senator BREWSTER. Have you those figures that you could supply
us with?

Mr. HAAs. Yes, sir; we'can give you those.
Senator BREWSTER. I think it would be helpful if we could have 1.

those to see to what extent they were related to the developing
problem.

Secretary SNYDER. 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 salaries 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 salaries.
In the 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 billion
right there, have you not, an increase of 15 percent of 110?

Secretary SNYDER. If that went all the way across.
Senator HAWKES. Now, the point I want to make, Mr. Secretary,

I am sure you will agree with me, is that if those who are trying to
cooperate with the Government and industry succeed in doing any-
thing like holding the line on prices, they have today, and pay these,
increased wages, then that is very substantially, it is practically
similar to a decrease in prices of 15 percent of 12 percent, is it not?

Secretary SNYDER. irom their point of view; yes.
Senator HAWKES. In other words, if the thing goes through all.

But if it goes through the Nation, then it is practically the equivalant
if they hold.

Secretary SNYDER, The percentage of cost of labor in different i1A
industries varies. In some industries the labor cost may be low and
therefore the effect of price reduction would not be the same.

Senator 1IAwKEs. '1hat is very true. But your Department tis
stated here that the over-all l)icture of labor and wages is 110 billion
as related to 176 billion. I would think that was quite an accurate
statement, myself, but I 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 ont this thing, why, then in holding
the line and paying higher wages, they ar, practically doing the equiva-
lent of making a reduction in price.

Secretary SNYDER, I -agree with you. I think industry is going to
try to cooperate.

But that increase will not go across the entire 1 I0-billion structure,
as you know, There will be many fields in which that will not be
affected, and there have to be sonic other adjustments made as you
lutow in the pricing. The price that would be agreeable for the man
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4hat is getting the 15-percent increase would be hard on the man that
is in another field that does not get the increase.

Senator HAWKES. Very definitely, and that is the reason I s~iy 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 SNYDER. And along with their other adjustments they
should try to adjust prices downward.

Senator BREWSTER. In connection with your figures which you are
going to supply us with, I have here the reports from the Bureau of

Labor Statistics, I believe these are, Survey of Current Business.
Mr. HAAs. That is a Department of Commerce publication.
Senator BREFWSTER. 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 band, in the cost of living. I find in 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
wholesale prices-and there is generally a lag between the two.

Senator BnREwsTI11. I am using wholesale prices because those are
the figures on which you based your statement. It seemed to mie
that it is not reflected in the other portions 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 difference in the national income.

kThe information requested is given in a table inserted on page 50.)
enator GEoaGE. As I understand it, the position of the Treasury

is substantially this: That tie dependable 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 SNYDER. I quite agree with you. I think we have to
know, first--

Senator GEoRoE. What is that?
Secretary SNYDER. I think we have to know exactly what our

expenditures are before we can start anything else. I think we have
tobe conservative in our estimate of our revenues.

If we overestimate, we are going 'to get into more serious trouble
than we will if we underestimate them.

Senator GEoRGE. Unless you have a reduction in the expenditure
budget of Government, you have not any very trustworthy basis on
which you can proceed to reduce taxes have you?

Secretary SNYDER. That is correct, sir. I am for every possible
reduction in the expenditures of the Government.

Senator LUCAS. May I ask one question, Mr. Chairman?
The CHAIRMAN. Yes, sir.
Senator LucAs. Am I correct in my understanding that the $170

billion national income at the present time is at an all-time high?
Secretary SNYPEt. The January was the all-time high, wus it not?
Mr. HAAs. That is correct.
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Secretary SNYDER. Which was about 500 million above the February
estimate. The January estimate of 177.1 was the high.

Senator LUCAS. That is the all-time 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 SNYDEn. This revised estimate.
Senator LUCAS. $168 billion.
Secretary SNYDER. 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.

Secretary SNYDER. No, sir. I 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 overot)tilistic in using $165
billion for the calendar year 1947. One private forecast was that it
would be nearer 155 billion, and might drop as low as 145 billion.
I took that from Standard and 1Poor's, who are supposed to 1)e reliable,
and I think business considers them a reliable source of their informa-
tion on estimates of that sort.

Senator LUCAS. It only proves one thing that we all know, and
that is how unreliabie any estimate is over a period of time. Is that
not correct?

Secretary SNYDER. There is no way of guessing or estimating or
computing or whatever term you want to use, right on the (lot in
times like these, when we are dealing with the volume of figures we
are, the complex economy that we are operating in, and our labor-
management problem, our supply of materials, and the international
situation, it is a pretty difficult thing to estimate within a greater
degree of accuracy then we did, and only underestimated by 5 percent.

Senator LUCAS. I agree with that observation that you made and
there seems to be stress laid on the fact that your estimates should
be based upon the fact that your last appraisal of this situation shows
a national income of $176 billion.

In view of the many mistakes that have been made by everybody
in this country upon these estimates it is a little safer to be on the
conservative side, is it not, in making these estimates?

Secretary SNYDER. I feel that I want to be neither optimistic nor
pessimistic. 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 friends here on the committee so far as our
national income is concerned the next year. It is really a revelation
to find that so many feel that we are going to have 180 billion or 100
billion, under the piesent Democrat administration.

I definitely feel that the basis of the nationalincome on $108 billion
is a safer prediction at this time in view of the uncertainties in this
country, and the world, than to take the highest peak at this particu-
lar moment and make your estimatelon that basis,

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

Senator LUCAS. I accept the amendment.
The CHAIRMANm. Have you finished?

I-
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Senator LucAs. Yes.
The CnAmAN. Mr. Secretary, this committee has the responsibil-

ity of setting up its own budgetary estimates, and the Secretary is
here to help us on that job. From the beginning of this Government
we have made dur tax legislation on estimates. There is nothing now
about it, is there?

Secretary SNYDER. No.
The CHAMAN. We have no alternative, have we?
Secretary SNYDER. We have no other way.
The CHAIRMAN. We have no alternative except to proceed on esti-

mates. Our own job, therefore, is to try to find a soured basis.
Secretary SNYDERt. To arrive at the best estimate we can.
The CHAIRMAN. 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 purposes.

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 figure for the fiscal year 1948 of, lot us say,
$176 billion?

Secretary SNthEit. From all of the estimates that we have made
and the investigation of the prospects of production and the general
economic condition of the country, the Treasury feels that
$168,000 000,000 that it is using, should be adhered to for the time
being. fVe try to keep the Nation and certainly the administration
as informed currently as we can on any change of estimates. When
I approached the Ways and Means Committee in March, at that
time we saw the trend, and I told thbm in my testimony that we
were looking forward to a surplus. We were not trying to adjust
figures to suit occasions. If we were, we could have possibly delayed
this budget revision until after your hearings were finished, but we
try to keep the Congress and the administration and the public as
currently informed on those estimates as we can.

It is not feasible to adjust them for periods shorter than one
quarter. A great volume of work is entailed in arriving at those
estimates, and a cat deal of research is required. With all of the
elements that we lave considered in arriving at the present estimate
vision, we feel that $168 billion proper is a conservative figure.

It is neither optimistic nor pessimistic, in the light of the price
situation and in the light of our market conditions, and in the light
of the labor situation. We still think that is a conservative proper
figure for tbo Treasury to use for estimating revenues, estimates which
will be used widely.

The CHAIRMAN. The current situation indicates a national income
of $176 billion. You depreciate that to 108 on a sort of composite-
judgment theory, is that rigpt?

Secretary SNYvra. Thai- is correct, sir.
The CHAIRMAN. In depreciating that figure, ou are not making

allowance for a serious recession?
Secretary SNYDER. I do not think we should, Senator. There is no

occasion for us to have a serious recession.
The CIIAiUMAi. You do not believe there will be a serious recession?
Secretary SNYD ru. We will not have % roce**ion, figuring our na-

tional income at $168 billion.
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The CHAIRMAN. So that this committee, if it follows your advice,
will eliminate from itsjuhdgment the possibility of a serious recession.

Secretary SNYDER That is our feeling, that there is no occasion V
for one.

'The CnAINtIAN. So that the prolfler of the committee will be, so
far as receipts are concerned, to find a figure which seems to be a
dependable forecast (or '48?

Secretary SNYDER. Yes, sir.
The CHAIRMAN. And as to the figure, we will say, of 176 billion,

so far you have not stated any specify ic objection to it.
Secretary SNYDER. To the $176 billion?
The CHAIRMAN. Yes.
Secretary SNYDER. We will have to see how that figure is going to

hold up.
The CHAIRMAN. Of course that is true as to any figure.
Secretary SNYDER. That is correct. but we do not want to jump to

the other end of thebracket in our etimate.
The CHAIRMAN. And ihe figure of 176 as %te developed a while ago

does not represent a static level.
Secretary SNYDER. That is correct.
The CHAIRMAN. It is a way station, so far as we can see now,

along the road to still further rises.
Secretary SNYDER. It could go either way.
The CHAIRMAN. So far as we can see now.
Secretary SNYDER. It could go either way.
The CHAIRMAN. It could go either way, and the figure of 168 could

go either way, or the original figure of 165 could go either way.
Secretary SNYDER. That is correct; that is always true.
Tho CHAIRMAN. As developed a while ago, we always proceed on

estimate, and we have to (1o the best we can and take a chan, e on
making a bad mistake.

Secretary SNYDER. Yes.
Senator bm ws'ipm. And the tax reduction would tend to make that

rise, you think.
Secretary SNYDEU. I bog your pardon?
Senator BuEWSTER. h'lhe tax reduction would tend to make that rise.
Secretary SNYDER. To umiake that $176 billion rise?
Senator IRE WSTER. Yes.
Secretary SNYDER. I did not say that.
Senator 1111r1WSTER. You did a while ago.
Secretary SNYDER. I said it, was inflationary, It might bring about

a rice rise.
senator LUCAs. Would it not put a permanent prop under these

high priceS?
Secretary SNYDER. It would put an inflationary prop under it right

at this present time.
Senator BiIwaTnR, Is not that the whole weight of your testimony

that you are opposed to tax reduction for one reason, because it would
tend to be inflationary?

Secretary SNYDER. That is correct. We do not want to force higher
prices on the existing goods that are available for sale.

Senator BREWSTER, That is right.
Secretary SNYDH. Which by putting more money--
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Senator BREWSTER. Into the taxpayer's pockets--
Secretary SNYDER. Would make him bid those prices up.
Senator BREWSTER. So that tax reduction would tend to maintain

if not increase, the current national income.
Secretary SNYDER. On that strict basis. But if it, in turn, by

forcing 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 tie other.

Secretary SNYDER. That is exactly what I want you to know.
Senator LuCAS. 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
a recession, or a depression, 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 LUCAS. I base that upon what I have heard before as a

member. of the Finance Committee on what would or would not
happen in the future. I distinctly recall when we considered the
unemployment-compensatjon bill in September of 1945, I think it
was, there was not anyone who came before 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 the following year.

So he was wrong. I only refresh your recollection on this,'and the
recollbetion of the committee, to show that while we all hope that
there will be no recession and no depression, no one can tell what is in
the making during the next 12 months to come the fiscal year of 1948,
in view of labor conditions of the country, ani in view of high prices,
and in view of the world situation.

Do you agree with me on that?
Secretary SNYDER. I certainly do.
The CHAIRMAN. Mr. Secretary, on the theory that there might be

a recession, is there anything better that the Government could do
than to provide a hedge against it, by an income-tax reduction?'

Secretary SNYDER. Well, we cannot go on the basis, Senator, of
?aying we are going to continue $170,000,000,000 income, and then
at the same time say we are going to have a recession and then, having
aisumed $176 billion, continued to take action that would look after
the recession, and put buying power in there which is not actually
needed at this present level.

The CHAIRMAN. I am not committing myself to either alternative.
Secretary SNYDER. I was just explaining, in answer to your question.
The CHAIRMAN. Is the answer not in the affirmative that if we

anticipate a recession an income-tax reduction would be a highly
(18eful thing to bring about?

Secretary SNYDER. If we are sure.
The CHAIRMAN. Yes, exactly. I
Secretary SNYDER. If all of the indications were that we were deft-

uitely headed toward a depression, certainly that would be a con-
i(leration that ought to be carefully 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 effect of what
might be dune in the way of tax reduction to prevent the operation
of the bad effects of it.

Secretary SNYDER. In principle, yes.
The CHAIRMAN. That is correct, is it not?
Senator HAWKES. May I ask a question? I may have missed a

point. I know we 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
fiscal '48?

Secretary SNYDER. 41 billion, very roughly.
Senator HAWKES. 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 year and the other is fiscal year.

Senator HAWKES. You took into account your receipts for fiscal '47
on your adjustment from 165 to 168?

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

The CHAIRMAN. Have you finished?
Senator HAWKES. I find in the Secretary's statemeflt 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 get 165 and a fraction, which is rounded to 166.
That is for calendar '47, the average assumed for that year. The
168 is for the fiscal year which starts in July, coming up, and goes
around through June 1948. The reason that it is 168, somewhat
higher than the average for the calendar year, the only way it could
get there, could get that increase is to assume that the first 6 months
of calendar '48 are higher than the average for calendar '47.

Senator IKu;s. h t is the very point that I want to bring out
Mr. Chairman. In other words they took in their own minds anJ
perfectly properly, if they want to (oit, 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 tiling up higher for
the last 6 months of fiscal '48 to bring the average of 166 for calendar'47.

Is that not correct?
Mr. ItAAs. Essentially but it was not juggling.
Senator HAWKEH. 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.

Secretary SNYDER. We apparently separately and individually and
o01 our own course arrived finally at an income figure that the con-
gressional staff used, whatever they used. We arrived at just $200
million difference in our estimates of revenues. So apparently it.

It

I.

I
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must be some sort of a pattern that the economists follow in arriving
at that, because there was only that much difference between our
two figures.

Senator HAWKES. My point there 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.
Senator HAWKE'S. You had to figure it up to 170 billion ur some-

thing of that kind?
Mr. HAAB. To get that average it had to be higher than 168.
Senator HAWKES. You would have fo figure it abovQ 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

arriving at that point?
Mr. HAAS. You want to right at the end of the fiscal year.
(The information requested 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 GEORGE'. Let me ask you one question, Mr. Secretary.
Are not high tax rates a factor in pushing up prices?
Secretary SNYDEn. Not in this present situation.
Senator GEORGE. Is there not a disposition on the part of any pro-

ducer, even under present conditions, to get all he can get if he ias to
meet a very high tax bill?

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

Senator GEOnGE. Yes.
Senator HAWKES. I think you are touching a very important, point,
Senator Gro1oE. It seems to me it has some bearing here on our

whole problem 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 everybody in the
United States figures what they make net. I (1o not know a work-
man that does not. I do not know anybody on a salary basis who
(1oes not figure what he is making net. Therefore, when you tell
him how much he gets, why, he says, "But I only keep so much," so
that the principle that Senator George is bringing in, I think is in all
of our Americti life. I think it will always be there so long as we
are a free peop le and have free enterprise'. I think the higher the
tax the harder people drive to make what they think is a fair profit,
and they always estimate what a fair profit is as related to what
they used to make before the tax was there.

secretary SNYDjE. That would encourage more production, then,
if everybody would work harder.

Senator HAWKES. Surely it encourages more production to a certain
extent. It does that thing that you are talking about so much, and
that I think ii is important to talk about; it adds to increasing prices
and increased costs of living.
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Senator GEORGE. I think, Mr. Secretary, that when we were dealing
with war taxes, you remember we ran up very high ol excess profits
tax, and then we came on with renegotiation of contracts, because we
bad the pretty strong conviction that somehow or another, although
wei*y wise businessman of course knows what lie is actually getting
net iLnally is the thing that V,1oants, human nature has the dispositionn
to grab off all that it can, and if it has a high tax bill ahead of it, why,
that is a factor, it seems to me, that you always have to keep in mind. :

I think that is one of ti main reasons we imposed on t)op of the
higl, excess tax renegotiation of contracts, causee 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.

Secretary SNYDErR. I agree with you. I am not opposed to the
principle of tax reduction.

Senator GEORGE. I understand that.
Secretary SNYDER. I ant 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 anld we put taxes on wherever that source was possible.

In unwinding that, we ought to sit down and study it vry carefully.
Senator GEoR(E.r. I see it great deal of force in your position. The

thing that troullcs me most about tax reduction at this tinte is that
We are mther imiIiild to hase our tax program on an estimated high
national i motnv, wa,,h t haerolorc , high incomes of the Government,
rather thant on a reduction of your (xj)enditlire budget, and as long

id111 until we can reduce the expenditure of the budget, of course we
have to figure that notwithstainding that, you 1my have to reduce
taxes.

Of course, inder certain conditions it, makes it more hazardous to
reduce your tax rates with a high expen(liture budgett staring you in
the face.

The CHAIRMAN. Mr. Secretary, what was your estimate of expen(li-
tures for fiscal '47?

Secretary SNYDER. YOU Iean1 the original one?
The CHAIRMAN. The original estimate.
Secretary SNYDER. $42,523,000,000.
The CHAIRMAN. What is your preseiit estimate for fiscal 1947?
S ,cretary SNYDER. $41,261,000,000.
The CHAIHMAN. That represents a cut of a billion and a quarter.
Secretary SNYDER. That is right.
The CnIAHMAN. Roughly speaking more than originally estinmated.
Secretary SNYDERm. Yes.
The CHIRMAN. Do you still adhere to your position that the figure

of $37 500 000,000 estimated expenditures for '48 will not undergo
similar reduction?

Secretary SNYDm. That is the best infornmation.we have from the
budget, 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 CHAIItMAN. Independent of what Coigress may do, why would
this process of reduction which took you from that estimate 42.5 down T
to 41.2 not continue during '48?

Secretary SNYDER. The effort will certainly continue; as to the
result I cold not estimate on that. But the effort to reduce it would
certainly continue. P,
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The CHAIRMAN. Would it be unreasonable to assume that the
results will stop short on June 30, 1947?

Secretary SNYDER. 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.

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

The CHAIRMAN. But I ask you again, is it reasonable to assume Atit
that progress in debt reduction which you achieved over your own
estimates in fiscal '47 will halt completely on June 30, 1947?

Secretary SNYDER. I can only speak for the effort and not for the
end result. I know that the effort to reduce will continue. The
Budget Bureau would have to give you a better estimate on what
would be accomplished.

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

Secretary SNYDER, Well, I call your attention to the fact that
between the '47 budget and the '48 budget, there is practically $5
billion reduction already.

The CHAIRMAN. Yes.
Secretary SNYDER. The President has brought about that much

reduction in his figures.
The CHAIRMAN. Ye.
Secretary SNYDER. And of course there is a material reduction

already, and that is already given consideration, but he will continue
that effort, I am quite sure. What he will accomplish, I am not able
to predict here.

The CHAIRMAN. Let me ask you to accept an assumption for the
purpose of discussion, without committing yourself to it. Assuming
that we do succeed in lessening the expenditure budget of 1948 from
37.5 billion down to let us say 33 billion, that would leave a difference
between 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 between receipts and expenditures
in fiscal '48, would you say that it would not be warranted in making
an income-tax reduction?

Secretary SNYDER. We are talking about two different periods.
We are talking about a tax reduction in calendar year 1947.

The CHAIRMAN. Yes.
Secretary SNYDER, Then we are talking about budget figures which

start at the last half of that calendar year nnd project into the first
half of the succeeding year.

The CHAIRMAN. That is right. Your point wquld argue against
making the tax retroactive.

Secretary SNYDER. It would not only argue that, but also the fact
that any surplus that wehave has a good place to apply against the
reduction of the debt at that time.

The CHAIRMAN. All right. You are now talking to the point of
applying your surplus at the end of 1947 to tl~, debt.



INDIVIDUAL INCOME TAX REDUCTION 61

Secretary SNYDER. That iS right. Without the tax reduction, we
have a good place to apply anything that we can save.

The C AIRMAN. And as to the plan of H. R. 1, you are making the
point that becausee 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 SNYDER. That is part of the picture.
The CHAIRMAN. 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 or 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
reducing that. J do not like to distribute dividends until we have
them.

ihe CHAIRMAN. 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 SNYDER. We have to do that.
The CHAIRMAN. You have turned around and said we should not

do anything here except on the basis of hindsight.
Secretary SNYDER. No; for this particular period.
The CHAIRMAN. Ma I suggest ou are arguin the merits of your

case. For the purpose of this assumption that am asking you to
indulge in, I am not asking that you argue the merits of your case, or
that I shall argue the merits of what I put to you. I am simply
putting to you the proposition that if we should assume in this com-
mittee that we can with reasonable safety 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?

Secretary SNYDER. Well, Senator, I think we could just as well
make the assumption in the opposite direction.,

The CHAIRMAN. All right.
Secretary SNYDEI. And accept that, that we should not have any.
The CHAIRMAN. You are not accepting my assumption. I am not

asking you to accept it as your own doctrine, but I am putting to
you what might be the .conclusion of this committee.

Secretary SNYDER. But we are considering a positive action against
a pretty broad assumption.

The CHAIRMAN. Let us assume that it is a broad assumption.,V"
Secretary SNYDER. I (1o not want to (lo that.
The CHAIRMAN. Let us assume that it is a fallacious assumption,

but if we at that moment *aid to you we have concluded for our
budgetary purposes that we are going to have receipts of 42 billion in

, F )
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fiscal '48 and we are going to have expenditures of about 33 billion in
fiscal '48, and asked you, "Mr. Secretary, shall we put this all of) debt
reduction or shall we put a part of it on debt reduction nid part on
income-tax reduction or all ol income-tax reduction," what would be
your advice to us?

Secretary SNYDER. Well, without giving offense, I Would not like to
make such an assumption at this time.

The CHAIRMAN. Well, I do not ask you to make it.
Secretary SNYDER. Then you make your assumption and your coli-

clusions. I would rather not do it.
The CHAIRMAN. I am suggesting again, Mr. Secretary, the Treasury

has a definite advising responsibility to this committee and to the
Congress. It may be a little farfetched; on the other hand it might
not be, that this committee would conclude that ve can safely predict
on $42 billion of revenue during the fiscal year '48, and that we can
reduce expenditures to $33 billion, let us say.

Now, in that event we certainly would be entitled to your advice as
to whether it all ought to go on the national debt, or whether it all
ought to go on reduction of taxes, or whether part one way an(1 l)art
the other.

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

Secretary SNYDER. Well, my belief is that for the calendar year
1041, whatever surl)lus we do accumulated, the reduction of the national
debt is a very good place for it, in order to maintain the stability of
our currency and our obligations.

The CHIAIMAN. That is for fiscal '47.
Secretary SNYDER. That is for the calendar year '47; *e are talking

about two different periods.
The CHAIRMAN. I understand that.
Secretary SNYDER. We then are talking about reducing taxes in '47,

and then we got over on the budget of '48.
The CHAIRMAN.' Yes I understand that.
Secretary SNYDER. I firmly believe' that we can well reduce our

public debt by whatever surplus we turn out, with at the end of '47.
But if we reduce taxes, that are effective in '47 we are reducing the
amount that we could reduce our debt.
The CHAIRMAN. I think I am safe in assuming that, you will reduce

the public debt to the extent of the surplus at the end of '47. 1 think
I am safe in assuming that, am I not?

Secretary SNYDER. Of fiscal '47.
The CHAIRMAN. That is what I am talking about.
Secretary SNYDER. Now we are talking about the calendar year

with your tax reduction.
The CHAIMAN. That is Pight. Our fiscal year starts on July 1,

does it not?
Soretary SNYDER. That is correct.
The CIAnumAN. If we made an income-tax-reduction bill effective

July 1, the benefits or disadvantages of that bill Would pace themselves
through the fiscal year for the rest of this year, would they not,
whereas if we nmado the bill retroactive to January 1, 1947 we'would
then have to take something out of fiscal '48 to make the refunds
necessary for the first 0 months of '47; i4 that hot correct?

Secretary $Nyimu. That is correct.
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The CHAIRMAN. 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 I?

Secretary SNYDm. Let us assume then that we are going to make
a tax reduction. I certainly believe we ought to make it on the
basis of a study that will properly distribute the effects of it and
eliminate the inequities that are existent.
T'e CHAIRMAN. 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 1ut
on tax reduction? I am not specifying the kind, now.

Secretary SNYDER. Again, it is pretty hard to assume something
that you j~ist, cannot picture happening--that is to me it is, Senator-
and I just cannot make an assumption as to that much of a surplus
in the budget for 1948.

The CHAIRMAN. Mr. Secretary, I am not asking you to accept its
validity.

Secretary SNYDER. I do not want to go on record as l)ieturing a
ease which will bring about a positive act ion against an assumption.

The CHAIRMAN. Let me take the opprobrium for picturing the case.
Let me suggest that having pictired the case, and having pictured a
case which is not entirely out of the range of possibility, let me suggest
now that you state what Your advice Wouh be to this committee as
to whether all of it shoulh1e put oi reduction of debt or whether a
part of it, should 1)e used for the reduction of taxes. I am not specify-
Ing the kind.

Secretary SNYDER. Well, Senator, we have testified as to what our
best estimates are for covering that situation, and I would like to
just stand on those estimates.

The CHAIRMAN. Well, then, Mr. Secretary, you would not give us
your advice on that point?

Secretary SNYDER. . would, as I say, without giving offense, I
would not like to make that assumption, please.

The CHAIRMAN. If your own figures were to produce, or your own
estimates were to produce a difference between the revenue and
expenditures of the order which I have asked you to assume, what
would your advice be then?

Secretary SNYDER. Senator, when they do, I will try to give you
the bost advice that I have.

The CTAIRMAN. In other words, you are limiting your advice to
backsight, rather than to the customary method of making an estimate
in advance?

Secretary SNYDER. No. We mao strictly talking about this present
situation, sir, where we are not going to harm anybody by applying
tie full amount of taxes that we collect in creating a surplus that can
be applied against tie reduction of our debt.

If Ihad any qualms or consideration that we might be harming the
integrity of our obligations, then I would certainly exert every effort
to tussuine some of your suggestions, sir, but I am quite positive we can
well apply any realizable surplus to our debt, to the benefit of our
whole struot~re.

Tihe CHAIRMAN. I of course am not impugning tie Secretary's in-
togrity. I notice in his statement he says, "under those favorable
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economic conditions, present taxes (1o not impose an ex('ssivo1 har,1%-
shiP on the American people."

Let us get. into that a little bit.
Senator HAWKES. Might I say a word right in there?
The CHAIRMAN. es, sir.
Senator HAWKES. I do not want to interrupt you if you are not

through with your original train of thought. I wold like to see witit.
the Secretary thinks.

1ie CHAIRMAN. The Secretary has made a statement, Smnator
Hawkes, to the eff'ect that, the mnaintenance of the p)resenlt systeili of
taxes does not injure the American people. I think it is very implor-
tant to dOvelol) whether or not there is aii injury to the AmerIcan
people in the maintenance of ti present L(sal of taxes.

If you are talking to that point, I wouhl wanti to be ilterrupt(l.
If not, 1 would like to pursue it just a little further.

Senator HAWKES. I 11n talking to that point to this extent, and I
think my statement is on that point: 1 (10 not believe you are going
to solve the problems of the deht and the economy and the price situ l-
tion which you are talking about this morning unless you consider
the tax prediction its part of the I)ayi1nti of th debt.,In other words, if you start a payinent of the lobt because you have
so many billions of dollarss that (sine to you under a given situation
which may nt continue, tho you may have to stop paymnelts on the
debt, or do so very substantially.

I would like to then have the Sec'otary of the Treasury feel on this
thing that you have to consider the rediiction of taxes in connection
with this whole program, because taxes do stop under ordinary con-
ditions the initiative; excessive taxes do stop the initiative of the human
family to a certain extent. 'Pho more you keep it uip and cause
them to sok to make the one thing that mnakos American life a little
different than the rest of the world, you are liable to have your
national income go down. If your national income goes down,

and you cannot got your Government expenses inside of it to a point
thatleaves an excess, then you cannot contino payments on the debt.

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

Secretary SNYDER. I absolutely agree with you. And, from the
long-range view, I know that must h)e given consideration. We are
taln a out this year, when tis tax reduction will have its effects.

eorta nly will agree that we cannot for a long tim allocate all of theoteutial surplus to the reduction of the debt, Those things have to
e given consideration. An equitable tax program will need to 1)0

worked out, with Proper adjuetmuents from year to year and proper
lyment on the dobt,

But for the present, in this transition period, with as many unknowns
as we have, by maintaining this present tax rate throughout the rest
of 1947, we are not cripling our economy in any sense, and that is
the solo subject to whfch I am addrosig myaaof at this time, and
not the long-range one. I quito agree with you that, for the long-rin
progra, we should sit down and work out it tax and budgetary
program that will provide payments on the debt and certain adjust-
mente in taxes as we go along.
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Senator IIAv1ms. I would like to make one remark then, Mr.
Chairman, l)eeause the Secretary and I seem to be in agreement on
the basic principle of how the tling functions.

Secretary SNYEU. 'The long-range view of it.
Senator'lthwi [A s, That leaves only one differonce of opinion as to

when you should start tax reduction in the program.
Secretary SNYDE. That is correct.
Senatbr IlAw E's. That is the only question, is whether it should

be started as of July 1, oi, withor it, should be retroactive to January
1, or whether it should not b started at all until next January 1.

Secretary SNYD.I. That is correct, sir. It im a matter of timing.
I am not saying any one of those dates io the date.

Senator lIAmvlsE. I realize that.
Secretary SNvxwt. The time to start the tax reduction is when

we know that we have it )alaneod budget, and that the inflationary
pressures have subsided.

'[le CIJAIRMAN. Mr. Secretary, coming bick to your statement,
that, "Uader tihcso favorable economic conditions, present taxes do
not impose an excessive hardship on the Ami'ieaii l)eole,"'-] am
readhiIlg from page 19 of the H house report on the bill before us, which
shots out a table showing the amounts of tax under the present law--do
you believe that a tax of $1 ,045 on a $7,000 net income before piesonal
ex(lmpltions is free of hardshi) to that taxpayer?

Secretary Snimt. Any tax is considered t hardship. Anyone who
has ever paid a tax prombly thinks it is a hardship. But in this
period right now, when we have the highest emlployment that we have
over had ii history-atid we do not see anybody in bread lines, and
we (10 not Boo anybody going without gool clothes-I (10 not think
that they are having any undue hardship when we are trying to swing
this program of ours around to a sound basis, and get our national
debt reduced.

The CHAIRMAN. Would you say tlhat $7,)00 man paying $1,045
income tax is not lahoritig under an ex-essive hardship Y

Secretary SN ytu. Under these conditions, it is not a hardship.
Tie CnIAURMAN, Ii other words, lie is working I day out of 6 for

the Federal Government. You (1o not reAgard that its tll excessivOhar dshilp?

Secretary SNYDI)E. Under this'...-
The CJIIDtMAN. Under theso conditions.
Secretary SNYDvEi, Tito long-range advantage to hin of getting

the economy working on a sound basis is much more advantageous
than a monetary iml)rovement in his taxes.

The CHAIRMAN, Let us take the $12,000 man. le pays $2,508.
You do not consider.thlat to be an excessive hardship under present
conditions?

Secretary SNYDER, I believe that none of these ar1 excessive hard-
shis in the light of our contimuel e lort to stabilize our economy.

'[ho CnHRmAN. That man, works, more thami I day in a week; he
works probalbly a day and a half for the Government.

Secretary SNYvnm, Is not our country worth that much to work
for?

The CHAIRMAN. It is if it is necessary to collect that much taxes.
That involves the whole basio issue,

Secretary SNYDEm, It might be in the long range, sir,
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The CHAIRMAN. Here is a fellow with $20,000. He pays $5,890,
which is practically $6,000. 1le spends a third of his time working
for the Federal Government. Would that be considered an excessive
hardship under present conditions?

Secretary SNYDEn. To the Ial it probl)aly would.
The CIAJUMAN. You were referring to the hardship on the American

people.
Secretary SNYDunt. That is right.
The CHAIRMAN. And I am talking now al)out hardship or ablsence

of it on the American I)eople. h'lat is exactly what I am taldhing
about.

Secretary SNYDER. I a1 one of those individuals. I know just
how it feels.

The CHAIRMAN. Now you get U) into t hi(.$80,000 income bracket,
and so far I am glad to notice fromi your stati(ient tlat a ,nanwith
that mc.h income is not in a sinful position; he has to pay $46,170
taxes. In.other words, he works more than half of his time for Unicle
Sam. Would that not be excessive?

Secretary SNYDER. Again, 1 have to give the same answer to each
one of those, Senator.

The CHAIRMAN. The long and short of it is, and you know these
tables as well or better than I do, that under existing circumstances
these taxes which take from I day to 5 or 6 (1 is of a man's work for
the Federal Government are not excessive under present conditions.

Secretary SNYDER. l-e is (Ioing that for the UnIite(ld States, not for
the Federal Government.

Tue CHAIRMAN. Yes, sir.
Secretary SNYDER. In the light of the goal, I would Say certainly it

is not excessive under present circumstances.
The CHAIMAN. Certainly it woull 1)e a legitimate goal to take a

part of that burden off him'at the earliest possible moment.Secretary SNYDER. I certainly agree with you and want to do that,
The CIHAIRMAN. We have not oven commenced to analyze your

statement, Mr. Secretary, and we have a voto this afternoon at
4 o'clock, That makes ain afternoon session a little bit impracticable,
Could we have you back in the morning?

Secretary SNYDER,. I think it is all right. May I check And see if
4, " I can adjust any scheduled appointments? I think I can work it out
... all right.

in The CHAIRMAN. I think it would be advisable to' have continuity
in your testimony, so we will count on you at 10:30 in the morning.

Secretary SNYDIER. All right. Tlian you, sir.
The'CIAIRMAN, We will recess at this time.
(Thereupon at, 12:50,p. i., the committee recessed to reconvene

Wednesday, April 23, 1047, at 10:30 a. m.)

4-,,
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WEDNESDAY, APRIL 23, 1947

UNITED STATES SENATE,
Co 1iMITI.F ON FINANCE,

li'ashington, D. C.
Ilie committee met, pursuant to adjournmWnt, at 10:30 it. m., in

room :312, Senate Oflice Building, Senator IEugene D. Mlillikin (chair-
nmn) presiding.

Present: Senators Millikin (chairman) , ''aft, Butler, Brewster,
Bushfiell, llawkes, I martin, George, C onmully, Byrd, .Jbhnson of
Colorado, and Lucas.

Also lrestlt: Senator O alhnhomev.
Tim -.IiAIRMAN. The' hearing will ,.ome 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
COUNSEL; WILLIAM T. HEFFELFINGER, ASSISTANT TO THE
FISCAL ASSISTANT SECRETARY; AND AL. F. O'DONNELL, AS-
SISTANT DIRECTOR OF RESEARCH,, TREASURY DEPARTMENT-
Resumed

The CIAIRMAN. Mr. Secretary, with reference to your statement
yesterday on page 1, you said, '' Moreover, premature reduction of
one tax, such as is proposed in II. It. 1, might make later achievement
of a comprehensive revision of the tax system difficult, or impossible."

Does that not assume that furtlir tax reduction would be
im1)ossiihl?

Secretary SNYDER. Oh, no. I just think that we would want to
give broad treatment to the whole tax program, and take all of tho
various elements of the tax program, some 20 different items that we
have under study, and consider them together. If we give too much
reduction to one side of the picture, we may not have eouigh to go
all the way through the program, even if further tax reductions are
possible.

The CHAIRMAN. Batt if wO minnie the tax reduction re-quired by this
bill we would still have an expenditure budget in excess of $30 billion;
is that not correct?

Secretary SNYDmi. That is true.
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The CHAIRMAN. And I venture to say that in the 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 take
care of the purposes that you mentioned.

Secretary SNYDEM. Well, that is what I am puzzled about, how
quickly will we have the additional funds available, and if in sufficient
amounts to give the broad, treatment that we feel is important.

The CHAIRMAN. How long does the Secretary believe that the tax-
payers will be content to support an expenditure budget in peacetinles
in excess of $30 billion?

Secretary SNYDER. I am not advocating a high-expenditnre account,
certainly not beyond the actual needs of prolierly running the Gov-
ernment and meeting its obligation. I have no intention of trying to
say to you that I want a high govermnvital spending program to
remain, other than the necessities for running the Goveriment properly
and meeting its proper obligations.

But I see the necessity hor brih.ging about the adjustments of the
important. inequities. That, 1 feel, should 1e the first step toward
staitizing our tax )rogram.

The CHARMAN Now, M'r. Secretary, how long have we I)eil study-
ing those inequities? H fow long his your l)eptrtnei.t been studying
them?

Secretary SNYDmEu. Some of them have b1een studied for quite a
little while; others are beginnintg to ho' studied. We have quite a
I)rojrain here that we have lween working on.

Many of them are being worked on along with the joint conwinittee
from the Congress.

The CHAIRMAN. I think you listed about 15 Of" 20 siljeets that
were up for study when you testified before the house Ways and
Means Committee.

Secretary SNYDERi. That is correct.
Tho CHAIRMAN. Would you mind giving those to us?
Secretary SNYDER, I will be glad to. We can submit them for

the record, or (to you want me to read them now?
The CHAIRMAN. Would you miltd?
Secretary SNYDER. The level and structure of inlividual income

tax exemptions.
The treatment of family income unlcr the individual income tax.
The treatment of pensoits and anmities under the individual

income tax.
Special allowances for the aged under the individual income tax,

to averaging of incomes over a l)priod of years for purposes of
individual income taxes.

The credit of earned income under the individual income tax,
An allowance of life-insuraneo premiums and other forms of savings

under the individual income tax.
Taxation of capital gains and treatment of capital losses.
Revision of the structure of soine 0 excise taxes.
Elimination of excise-tax discrimination between imported and

domestic goods.
Extension of social-security coverage to self-employed and farm

and domostie workers.
Taxation of small business,
Double taxauion of dividends.
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Tle revision of net loss carry-back and carry-forward provisions
and otlr incentive tax proPosls for encouraging investment andeniploymnont.

1)elreciation, possibilities of acceleration or additional flexibility.
'T'axation of American corl)orations doing business abroad.
Elimination of discriminations between various forms of doing

business, pl)olrietorsli)s, partnerships, and corporations.
Treatment of cooperatives and other tax-exempt organizations.
Income problems, such as the 2 percent additional tax on consoli-

dated returns and the 85 percent credit for intercorporate dividends
received.

Consideration of estate and gift. taxes and correlation of these taxes
with the incono tax.

Now, that does not necessarily mean that we are for or against any
of those items, but th'y 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 andi the study of incentives.

The CHAIIMAN. They are under study right now?
Secretary SNYDEMI. Many of them are approaching completion.
Tio CIIAIRMAN. Many of them have been under study for a long

time.
Secretary SNYDER. That is correct.
The CHAIRMAN. As to how many has the Treasury reached an

opinion as to what its policy will be?
Secretary SNYDER. We could give you a calendar or schedule as to

how near each one is completed.
The CHAIRMAN. Has the Treasury established a decision as to all

of those matters, and, if not all of them, as to l6w many matters has
it established its policy?

Secretary SNYDER. My intent was, when I started urging this,
after going in as Secretary of the Treasury, to sit down with the
congressional group and work out a tax program. 1 did not deem it
appropriate fur the Treasury to come up with a tax program and hand
it to the Co'ngress.

The CHAIRMAN. I am not suggesting that. I am trying to find out
what the progress of the work is on that. Hlas the Treasury, so far
as the Treasury is concerned, arrived at policy decisions as to all of
those subjects, and, if not all of them, as to how many?

Secretary SNYDER. We will have to work out a program for you.
The oCIIATMAN, Mr. Secretary, 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 )rfect solution of all of those matters?

Secretary SNYDER. By no means, sir.
Tho CHAIRMAN. By n1o means?
Secretary SNYDh-u. No.
The CAmIUAN. So we are entitled to use our judgment as to giving

tax relief if we consider that the budget warrants it, without having
to wait until we reach this ideal general tax revision to which we are
referring; is that not correct?

Sc(!retary SNYDm, That part is certainly correct, but there tire
certain inequities and incentives that ought to be given consideration
at this time that I think we can sit down and study with you-cer-
tainly certain items that we have had under joint study with the
conigrasional groups.
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Senator BUSHFIED. Is it not a fact that the Congress 111 st finally
exercise its own judgment upon this matter?

Secretary SNYDER. There is no doubt in the worl about that.
That is wiy I said I did not want to presume to present a tax bill to
Congress, because it is the congressional prerogative to create the tax
bill. We want to help in any way we can.

The CHITAMAN. In your statement yesterday on page 1, you said,
"Nor do I believe that a tax reduction is necessary at this time to
assure continued high level of production.'"

We had quite a few questions and answe-s yesterday with the
objective of probing your opinion as to whether we were in for a
recession, and as I got the burden of your remarks, you art, not
predicting a recession for fiscal 1948; am I corrvct in that?

Secretary SN YDEII. That is correct.
T he CHAlIRMAN. )'our correlative argument, is thalt since t heWr will

be no recession in 1948, there is no point ill tll in(come-! ax re(dl action for
the purpose of giving the ade(l inicentive to investment or for inereas-
ing Iass consilnIption. Is th at correct?

Secretary SNYDER, Ill calendar 1947.
'Tie CH1AIRMAN. That is what I an1 talking about.
Secretary SNvYI :. Yes.
The ('TIR1,IAN. In order to maintain $180 billion iclnloe economy,

is it, not necessary to plow back large sums of investment?
Secretary SNvwDP. We are contemni)lating $168 billion.
The CuAJIM, iN. Make it 168 billion. Is it, not necessary to plow

back larg,:'m~u of investment money st to kwep a machine of flint
size going wit, iout increasing it? Is it tot necessary to plow Iack
enormous suniq of intfestinents?

'ecretary SNYDER. in the long range; yes, sir.
The CIJAIRiMAN. Well, eVen in the sho1t range, would you not say?
Secretary SNYVnai. Not with what we iave already insight, sir.,
The CHAIRMAN. I Mean, is it, 801111d fiscal poliCy to allow tht

machine to lag at any point at any time if it, can be p'revoelte?
Secretary SNnrMu. Well, there is 110 apparent lagging at this tine,

As a matter of fact, you folks saw or thought yesterday that it, was
going up to 180 or 185, so you feel like I do; there is no lagging at
this time.
Tie CIIAInMAN. Every time you drive your automobile, there is

some obsolescence. You have to keep it in repair if you want to
keep a good car; do you not?

Secretary SNwatn, That is certainly true.
The CHAIRMAN. Even if you do not want it to go faster, you hav

to keep it in good repair if you want to keep going. That requires
current attention to your car; does it not?

Secretary Sswrvon. Ye, sir,
The CIAIRMAN. You said yesterday the ral)id and sustained growth

of (nploynient, and output achiovedin .1944, in the early months of
1947, was accomplished with present tax rates.

What would you say was the influence of tile 1945' tax cuts on present
voluine of business?

Secretary SNYpn. Well, those tax cuts were recommended, is I
recall, because of the general feeling at that time that there was go-
ing to be a imarked recession, and they felt like those incentives
llould be put in there at fiat time. Of wurso, as we know, that did

not develop.
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The (C1IIAIMAN. And what would you say was the investment in
business within the last, say, 12 months?

M r. lAAS. I think I caii probably put some kind of an estimate
on tle record. The point is that corporate profits are now running
at a very higlih level, and tlse are net profits. Before that, allow-
ances have bwen made for depreciation and wear and tear on the
equipI)ment, and so on.

The CHAIRMAN. 1 WaS 110, probing the question of corporal to prOfits.
I was probing the reason for corporate profits, ald I am suggesting
that perhaps the reason for corporate profits, and for the maintenance
of full production, is in part the tax reductions which were made in
1945.

What is the Secretary's reaction to that?
Secretary SNYicmi. That might have had some influence on it; yes,

sir; but it was an inflationary one, as it, turned out.
The CHAIMAN. Mr. Secretary, I noticed in the President's address

to the Associated Press reported in them Herald Tribune of April 22,
he said:

creditt , control cannot he relaxed so long its prices are so high that many con-
ilmier8 imis go Into do0A to nmake both ends Invet. Making more m1olley Avail-
abo oil easier credit terms woul only eatble iople to go iflto debt, at it faster
rate. Overextensioln of credit, to support ovvrexteilionl of 1wives0 is fuel on the
inflatih ary firo.z. It yolhd llel) no one il tih Ing rul. It is In the tradition
of 1)oo aid bust.. The (0ovmmerunet should r(etailn an(d %I1c its nsullre. for \'.iso
credit control.

Ilame you a.ny statisti('s on the tilaoutit of borrowing that is being
done to sustain low-bracket consml~ll)tion?

Mr. HIAAS. 1 am not sure I have them right here, but we have them.
The CHAIMAN. 1 suggest, Mr. Secretary, that it is obvious front

the President's remarks that, e thinks that there is ai unhealthy
amount of borrowing going on in order for people to buy what they
want, to bl.

Mr. 1IIAA,. I do not have the figures here,
The CHAIRMAN, W\lat is your get iral impression oil (hat?
Mr. IIAAS. ihe general situation on consumer credit is that it has

dropped from about 10 billion to a low point, Ias I recall, of somewhat
around 4 or 5, in that neighborhood, and it is now up again to about
9 or 10. That is my general impression.

The CIAIRMAN. And expanding rapidly.
Mr. HAAs. And ex landing. Tithink the point probably that the

President had in miltI was a ljerg( part of this is on automobiles and
durable equipment, and the prol)len there is to get, the equipment,
not the money. The people livo large liquid funds, and if they are
provided witlh more credit it will put pressure on tho prices of short
hil lies of goods.

111ho CHAIMMAN, IS there not a large O N)anIlionl of inStallment credit
going on?

Mr, 1AAm. That is consumer credit. That is what 1 had ill wid,
The CHAIRMAN. That is what 111 talking aboUt.
Mr. HAAB, Yes,
Th CHAIRMAN. Tho reason for that is that the Surl)1us stock of

savings is litnuing down; is it not?
Mr. ltAAS. The annual rate of additions is less thin it was a year

ago, but the total amount of accumulated ii still increasing, because
lat year the annual increment added to liquid savings amounted to
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about $10 billion. That was at a lower addition than the previous
year, which ran at the rate of about $33 billion.

The CHAIRMAN. Does an expansion in installment buying neces-
sarily carry with it the thought that there is not as much cash available?

Mr. HAAS. Well, that would seem apparent, but that does not
necessarily follow. It depends upon the distribution. The people
borrowing are not the ones that have the liquid savings, or they would
not borrow.

The CHAIRMAN. Exactly. Would those people be helped with an
iuicome-tax reduction?

Secretary SNYDER. 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 oi
credit items that they have not been buyingfor a good while. They
have always in the past-as you remember, before the war they mort-
gaged their future income extensively under installment buying.
Now they are trying to move back into that area too rapidly before
goods become available.

The CHAIRMAN. So the alarm is over the rapidity with which that is
going on; is that right?

Secretary SNYDER. It is as long as it has an inflationary trend.
Senator HAWKF.S. Might I ask a question right there?
When was that high of 10 billion that you are talking about?
Mr. HAAs. Just before the war before 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 neighborhood of a high

point.
Senator IIAwl(ES. It ran along fairly evenly--9 or 10 billion?
Mr. IAAS. 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 BUSHFIELD. Were there not any automobile purchases for
several years?

Mr. HAAS. That was one of the reasons that it was easy to control
automobile credit--because there were none.

Senator tIAwKxs. The point I'havo lin mind was this: That we
have gone back from 4,000,000,000 working up again to 10 000,000,000
again. What I have in mind is, have you any reason to believe that
thw thing is going away beyond 10,000,000,000, or it is just coming
back to the thing that you have just stated to me-of fair average
over a period of a or 10 years before the war?

Mr. IIAAH. Nobody can tell that. Thepoint with regard to that is
there is short supply of durable goods, and when you add more money
to .tho situ~ioi--oredit is money-you tend to increase the infla-
tionary prcmurtI

Seatr I1AWKUS. You agree, I aesumo, that we are working our
way back up to 10,000,000,000. You agree that we (to not go beyond
that-if we do not, we will not be in axty different, position; in fact, we
will be in a bettor position. # i

Mr. 1IAAS. Asuming that we have the equipment to purchase.
The point is that we are short of equipment,
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Senator IIAWKEB. I understand that, Rnd there is a point in that.
I understand that perfectly.

Senator BREVWSTFR. How o1ng do you anticipate this shortage of
durable goods is going 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 BIIEWSTEM. 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
everything. do not believe that. There are some things of which
the supply is now' adequate.

Senator BREWSTER. Is it not true that as each item becomes avail-
able, it reduces somewhat this pressure in other directions?

Mr. HAAB. I think everybody would agree with you, Mr. Senator,
on that. One way to reduce inflationary pressure is to increase
production.

Senator IIAWKES. May I say this, Mr. Chairman: I have learned-
in other words, I have been informed-not officially-but I have been
informed that what I said yesterday is probably correct. That is,
the economy is running at the rate of about $180,000,000,000 now.

What I woldd like to ask the Secrettry of the Treasury or his group,
Is there any way for us to get tho figures on what we are doing now a
little more up to (late than we have them, quickly, so that we can have
those figures in mind, to help us in reaching our conclusion regarding
whether we are justified in tax reduction at the present time?

Secretary SNYDER. The only way I could suggest is to ask the people
to appear here who prepare those estimates and figures.

Senator 1IW:ils. That would be the Department of Commerce,
Secretary SNYDER. That is the Department of Commerce; yes, sir.
Senator lAHWvKEs, That is the only way we can get them?
Secretary SNYDER. That is where we can get them.
Senator HAWKEBs. I make the suggestion that we should ask the

Department of Commerce for the figures that were given me unoffi-
cially to see whether they are correct,

The CHAIRMAN. It will be done.
Senator LucAs. I would like to have these facts. I agree with

Senator Ilawkes. I too, would like to have some faets about theoe
appropriation bills that we are going to consider. I think that is
probably more important, determining the tax bill, than a revenue
estimate of 175 lillon or 180 billion,

The CIAIRMAN. Let me bring you back to the Prosident's exact
language. lie said:

Credit control cannot be relaxed so long as prices are so high that many Con.
stmnors must go Into debt to make both ends meet.

Let me ask you again, Would not a reduction in income taxos be
helpful to those consumers?

Secretary SNYDER, Not if it drove the prices higher.
The CHAIRMAN. Unless you exhaust compleCtely the plurchasing

value of what'they get, they would have an additional buying power
over what they have at the present time; would they not?
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Secretary SNYDER. For a period they might, but by the time
this savings became available to theim, why, it might drive the prices
higher.

The CHAIRMAN. )O you see an inflationary element in increases in
wae4 at the present time?

Secretary SNYDER. It, could be.
The OHAIRMAN. Coud you go stronger than "could be"?
Secretary SNYDER. No, sir. I wonhi have to see 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 CHAIRMAN. I notice you state:
Employment and output will undoubtedly rise st Il higher it the future with the

normal growth of the economy.
Am I correct 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

economy.
The CHAIRMAN. YoU stated, Mr. Secretary, so long as inflationary

pressures exist, there is good economic reason for maintaining high
taxes.,

If wo should cut taxes prematurely we could eaily contribute to further price
ris and to economic instability. It we cut, taxes too soon, we shall probably fhd
it possible to -everso our action. On the other hand, it will be tine enough to
cut. taxes when It becomes clear that conditions call for such action.

Does the Secretary believe we are warranted in maintaining the
present levels of income taxes in order to prevent inflation?.

Secretary SNYDER. I think that undor the present circumstances
for 1947, we are, sir.

The CHAIRMAN. Is not the theory of that that if the taxpayer has
larger control over his own income, he will spend his money in a way
that will add sharply to consumptive demand?

Secretary SNYDER. He might add .those dollars in bidding against
items that are hero in short supply; yes, air.

The CHAIRMAN. The correlative of that is that the Government
can take his money and spend it in less dynamic fashion, and thus
decrease the fear of inflation; is that correct?

Secretary SNYDNR. I do not advocate that Senator. I said that we
had a good place to put that surplus in reduction of the debt. We
want to apply that against the bank-held assdts which would bring
us into better control of the money supply, which has boon urged as
one of the important stabilizing factors that we must develop.

The CHIAIMA r. Lot me remind you, Mr. Secretary, of exactly what
you did advocate. I quote:
So long as inflationary pressures exist, there Is good economic reason for maln-

tainlng high taxes.
That is exactly what the Secrotary said. We, are not waking

forced loaws in order to handle inflation. Undi' the Secretary's
theory we are taking money out of the taxayor'ps pocketbook for the
accomplishment of that purpose, ald I should like to suggest that
perhaps the (lovernieont does not have a moril ,right to seize any

mart of the taxpayer's ioney on the thory that thl Government
ItIOWt how to spend it better than he does.

Does the Secretary abandon his theory?
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Secretary SNvnIml. I have made no assertion that the (iovernnent
is the l)ettier judge.

Tile CHAIRMAN. What is to be implied from the Secretary's state-
ment:

So long a s inflattioary pressure. exist there is good economic reason for nmin-
taini ng high Iaes.

Secitalry SNYDER. F1'O the reason that I stated that we Could
apply whatever surplus we gain in reduction of the debt. At no
place have I urged additional governental spending.

The CHIAIRMAN. Then you t ike the position that the maintenance
of the present tax structure has no relation to inflation.

Secretary SNYDER. We are talking about the calendar year 1947.
I do feel that maintaining this tax structure would be anti-inflationary
for that calendar year; yes, sir.

The CHAIRMAN. And you feel we have a right to maintain an1 income
tax level as we are now maintaining it in order not to increase the
dangers of inflation.

Secretary SNYDER. Olle Of tile elements, yes; one of the elements.
Senator CONNALLY. May I ask a question?
You do not contend, of coarse, that the application of revenues on

pul)lic debt is Government spending. We are simply paying a little
installment on that. As to installment buying, I think it is about
time we started installment paying on the public debt. That is not
Government spending; is it?

Secretary SNYDER. I made the statement yesterday that I think
we ought, to make a material payment to assure our intention to
maintain the integrity of our obligation.

Senator CONNALLY. Is not, the public debt. a mortgage on every
income-tax payer in the United States? Soe timli he is going to
have to meet it, and is not the best time to start meeting it, when
everybo(ly is prosperous and the incomes are higher; Cor)Orate j)roiitS
you say are at a very high standard-very high level. Is that not a
prtty good time to start paying on tile debt?

Secretary S ,NYDER. I have maintained that position, sir.
Senator*CONNALLY. Is not that paying on the dbt--dos that not

contribute to the stability and the Sounlness of our whole fiscal
policy, incomes and everything else?

Secretary SNYDEr. I oave thought t so; yes, sir.
Snfatori CONNALLY. Thank you, Mr Ciatirman,
Thle CHAIRMAN. Mr. Secretary, just for the pllI'lose of thle recordl

again, I would like to tnit inl what you said( onl this subject of niainl'
taining taxes rand resisting tax cuts to prevent, inflation:

So lonlg ati inflitlouuiry pre.4suresj i'xlst, there J,, good ecollotife reason (or main-

to further price rises and to economic luntahblity.

in 4he latter part of that paragraph you say:
On the ol,her hand, it will be tinm enough to cut, taxes. when it 1o(toines Hear

that cond(llion call for mch action.
What will be the tests of that clarity so far as the Secretary is

Concerned?
$eietary SNrvm-. When we know what the ex penlitures this year

are going to ho, as approved by (ongress, and know exactly what
our budget for tiie year would bo, fer the fiscal year 1948.

' O0R~l ,- 47- ... i,
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The CHAIRMAN. You have never taken that caution before, i.II
making your estimates.

Secretary SNYDER. We have never faced this exact situation before,
Senator.

The CHAIRMAN. You are willing to accept tile judgment of Congress
oil what it can do.

Secretary SNYDER. We will have to accept it.
The CHAIRMAN. 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 SNYDI' t. If you will let me stand on my position of
yesterday-

The CHAIRMAN. You are still adamant on that. You will not
assume beyond the Treasury's own assumptions; is that correct?

Secretary SNYDER. 1, just saw today where Dr. Rogers up in the
New York University estimates the national income for calendar
1947 at 165 billion. Well, if that is true) then he must think that the
last half of tie calendar year 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 we stick to a middle course, why, I think we are on
safer ground, and I would prefer to do so.

The CHAIRMAN. I invite the Secretary's attention again that never
before has lie waited until Congress took definite action before he
made his own estimate. This is the first time in history.

Secretary SNYDER. This is my first time to appear before you, sir.
The CHAIRMAN. I hope, sir, this is not the last.
Secretary SNYDER. I appreciate that. I do not knowV whither I

want to endorse it or not.
Senator BREWSTER. Do you feel any justification for feeling that

the administration is now somewhat advertising th possibility of a
recession, if not a depression?

Secretary SNYDER. Well I certainly am not, sir. I see no cause
for us to have a recession if we proceed on the right basis.

Senator BREWSTEn. You would not prefer--
Secretary SNYDBR. We have every element to insure continued

prosp rity if we meet all of these various points.
Senator BREWST1R.,You would see no advantage in having a

recession this year instead of next?
Secretary SNYDER. I would see no advantage in having a recession

at any time, Senator.
- Ti CHAIRMAN. Mr. Secretary, you stated, "If the taxes are not
reduceed, we sh1ll also be able to achieve a budgetary surplus in the
ifical year 1048."

How much of a budgetary surplus?
Secretary SNYDER. Our estimate for '48 is 1.3 billion.
The CHAIitmA, That is on the estimate of how much additional

income for '48--168?
Secretary SNYDER. 168 billion for fiscal 1948; Ies.
The CHAIRMAN. I believe it would be useful for the purpose of the

record to give us a little information on how our budget estimates are
made in point of timing.

Seltor OonoIi. I that fiscal '48 or calendar?
Secretary SNYmoR. That is fiscal '48, sir, beginning July 1, 1947.
Senator Gwoo. I just wanted to get it dlear.
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The CHAIRMAN. Take the 1948 executive budget, when were the
figures represented by that budget finally decided upon as a matter of
executive policy?

Secretary SNYDER. This revision?
The CHAIRMAN. No, no. You caie in in January with the execu-

tive budget.
Secretary SNYDER. Yes.
The CHAIRMAN. Now, how much time preceding that?
Secretary SNYDER. Those were prepared in December.
The CHAIRMAN. In December?
Secretary SNYDER. Yes, sir.
The CHAIRMAN. You reached your final decisions on the content

of the budget in December?
Secretary SNYDmt. That is correct.
Senator BUSHFIEIUD. That was on the basis of $165,000,000,000.
The CHAIRMAN. That is what I am going to ask now.
What was the basis of national income when you fxe(l those figures?

For which fiscal year?
Secretary SNYDER. '48, $168,000,000,000.
The CHAIRMAN. When you put in your budget for fiscal '47, what

income did you predict?
Mr. H1AA. I would have to put that in tie record. I do not

recall.
Senator BYRD. What (late? The message to Congress in January

1946 receipts were $31,500,000,000, expenditures $35,800,000,000, a
deficit of $4,300,000,000. Then when the message to CongLess was
sent in in January of 1947, the receipts were $40,200,000f,000, expen(li-
tures $42,500,000,000, deficit $2,300,000,000.

The statement a day or so ago was receipts $41,250,000,000,
expenditures $41,250,000,000, with surplus of $1,250,000,000.

Senator lAr. For'iiscal '47.
Senator BYRD. Yes. That was the question, as I Understood, that

the chairman asked.-
Secretary SNYDER. You want to know what the national income was

that was used in December 1946 in arriving at the fiscal budget for the
fiscal year 1947.

The CHAIUMAN. YeA. Let us got that figure.
Secretary SNYDER. We will have to get that for you.
Tile CHAIRMAN. Will you get that?
Secretary SNYDER. W e Will get that.
(The information requested is as follows:)
In hi budget mc,4sago, the Presidetit stated, "il this lldget, it, has )een a-

sumed that, with minor fluttuatiots, business activity will average slightly higher
than in the calendar year 19,16." t'he income payimt iiatim we limed averaged
$160 billion in the fiscal year 1947. This compares with an actual level of $65
billion inl the calendar year 1946.

The CHAItMAN. Give us again the estimate of national itwcome for
fiscal '48, which you used In making your executive budget for
fiscal '48.

Secretary SNvmt. They have just said that was 168.
Senator I'lr, May I tak if thia has been corrected by actual re-

turns already rmeeived for the first half of this calendar year. that will
reflect the last half of the calendar year?

Secretary SNYDER. *There has boon no revision for fiscal '48 yet.
Doe that answer your question? I
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Senator TAFT. You have had actual income tax returns, personal
and corporate, for tile payments to be made in the first half of the
fiscal year '48, entirely apltrt 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 SNYDEII. There has been no revise(l estimate for fiscal '48
yet. Was not that the question you asked?

Senator TAFP. INIve you used those figures in correct ing the
estimate based in January On national income of 168 or 165, or
something of that kind?

Secretary SNYDER. There has been no revision.
Senator TrAF. Were not those taxes much larger than you expected,

and paid now during the first 3 months of this year?
Secretary SNYDEt. They were certainly much larger for the last

quarter of '46 than we exIjected.
Senator TAFT. Time taxes paid on March 15 by corporations and

individuals, were not those much larger than anything you had
anticipated?

Secretary SNYDER. They were larger; yes.
Senator BtEWSTER. 1id you project that into the last half of this

calendar year?
Secretary SNYDER. We haV not mamde a revision yet for the fiscal

year '48.
Senator Bhm-ws'rE,. Would that not he very interesting and

significant in connection with om- l)rol)lem here?
Secretary SNYDER. Well, that would he a matter for til l'President,

if he wants to revise his budget.
Senator BUMWSTRt. Ve are asking you. Are you not the one that

would be familiar with that?
Secretary SNYDEIR. On revenue.
Sendtor'IBR.Ewr,. This conitittee has to 1a(e a decision inde-

peuldently of the President.
Secretary SNYDIR. WVe will try to assist in every Way we call.
Senator BREWSTER. Would it not be highly significant if the M11arch

15 returns indicated that you could expect to have much larger
revenues in July I to December 31, 1947?

Secretar- SNDER. We Will see what can be (10110 on that, Senator.
Senator 'BREWSTE3. You have not thought about it before?
Secretary SNYDER. Oh, yes; we are th1ng116 about it all of the

time. You do not seem to agree with what we think; (10 you not see?
Sonator Buiwwsrur. I am not questioning your thinlking; I am

questioning the facts, You are tle one who possesses all of theso
facts.

Secretary SNYI)ER. That is correct.
Sen tor'BREWSTER. And if that should indicate 10 or 20 or 30

percent greater, you said it was substantially greater than you ex-
pected, did you not?

Secretary SNyDmi, That is correct.
Senator BREwsTrx. So that we might infer that there would bo a

veTry initerial ..
SeTcotaiy SNYDEt. Blit we are talking about fiscal '48, which runs

for 12 mitonth after July I of this year, not for this first q11arter.
Senator lhswsmr, Well, 1 know 6 nionths of it, one-malf of it is

in tha'e.
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Secretary SNYDER. No, it. is not, sir, not for fiscal '48. You are
talking a i ut the revision of 1948; that starts on July 1 of 1947 and
extend( fc,. 12 months beyond that.

Senator BiREWSTER. )o I understand that----.
Secretary SNYDER. We have given you a revision for the first 6

months of calendar 1947, just this past week.
Senator BREWSrtER. Let us not. be under any confusion.
Secretary SNYDER. 1 do not want to b0.
Senator BR1hWSTrN. I am thinking of the period from July 1 to

December 31, 1947.
Secretary SNYDER. That is correct.
Senator BiEW'staii. Which is 6 months in the fiscal year 1948; is

that correct?
SecretIary SNYDERt. That is the first half of fiscal '48.
Senator Bimwsi'WSTr. That is right.
Secretary SNYDER. Yes, sir.
Senator BREWS'r(. 1lees the return on March 15, 1947, give you

any better basis by which to estimatee the Treaisuiry receipts during
that (-month period of fiscal '48?

Secretary SNYDIER. It would be certainly it little closer to that l)eriod,
and that. is always better as a basis on which to make your estimates.

Senator rAFT. So far as corporation returns, it Is an absolute
determination of what the corporations aire going to pay in September
and )ecember, because they are paying on the income of 46, and
as far as individuals are concerned, it, Is a pretty good indication,
because they are guessing as to what income, they personally will have.

Secretary SNYl).w. So far as their earnings for 1946 are concerned,
we have reilected those in our revised budgets, because.---

Senator TArT. That is what I asked. You said you had not.
Secretary SNyI)mli:. No, no.
Senator TAF.T. You said you had not (,hanged your estimatee at all.
Secretary SN YDE,1. For fiscal '"8; 1 was very Specific.
Senator TA'T. MY question was this: The corporation returns in

taxes shown by thu'i returns on March 15 ap W)alled to have been
much larger than you anticipated. I lave you taken that into account
in yo r estimate for the first 6 months of fiscal '48? lave you in-
crelsedl the paymIenlts that you (xpe.(cted to get from eorl)orations ill
Septomlber and December, b;y reason of what has appeared in March?

Secretary SNYDER. We 6ave not yt made a revised estimate
for 1948.

Senator Bum:WSrT. Unless I entirely misunder-stand it, it woihl
seem to me that, was an item that might. be of considerable importl alie
then in the problem with which we are faced, and which you are to
help us out with. Would I be correct in that?

Secretary SNYm. We will )e glad to try to hlelp, you in every way
we can. f (1o not have those figures here. We will try to get them,
That is what I offered to do awhile ago.'
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Senator BREWSTER. Am I in error that it might have some signifi-
cance? You know more about this than I do.

Secretary SNYDER. I am not questioning your judgment, Senator.
It is very clear. I am certainly wanting to try to help in any way
I can.

The CHAIRMAN. At the time you made your estimates for fiscal
'48, in December of '46, what was the current national income at that
time?

Secretary SNYDER. In order that I will not misunderstand, will
you repeat that question, please?

The UJHAIRMAN. When you were making your budget for fiscal '48,
and were reaching your final decision on that bud get, in December of
1946, what was the then current national income?

Secretary SNYDER. For that month?
The CHAIRMAN. For that nmonth-
Secretary SNYDER. The latest month available at that tinm was

October-with 170.9 billion annual rate. The November figure came
out in January at 174.1.

The CHAIRMAN. 174.1?
Secretary SNYDER. Billion.
The CHAIRMAN. And in making your estimate of income, let us get

into the record again, of income for '48, what figure did you adopt?
Secretary SNYDER. 168 billion.
The CHAIRMAN. 168 billion; you adopted that in December of 1946?
Secretary SNYDEt. That is correct.
The CHAIRMAN. On page 3 of your statement, Mr. Secretary, you

stated:
I believe we should now approve our determination to retire public debt by

making a big a payment on it as we can. If we do :o, there will be less cause for
concern if in some ftturh years we find it. desirable to postpone temporarily further
debt retirement.

Tell us again, please, how much debt retirement has been made
within the last 12 months?

Secretary SNYDER. Out of budget surplus by.June 30 of this fiscal
year it will be $1.2 billion.

The CHAiRMAN. $1.2 billion?
Secretary SNYDER. That i4 the actual reduction out of budget

surplus. but out of cash and surplus combined for the fiscal year '47,
we will have made around $11 billion or $12 billion, I believe it is,
close to $12 billion.

The CHAIRMAN. Under your theory then we will have a surplus at
the end of fiscal '48 of how much?

Secretary SNYDER. $1.3 billion.,
The COAIRMAN. $1.3 billion. Your proof then of your determina-

tion to retire the public debt would consist of 1.2 billion surplus at
the end of '47, aiid what?

Secretary SNYDER. 1.3 billion surplus for 1948.
The CIHAIRMAN. At the end of '48, that is going to be your proof

of your intent to make enormous reductions in th6 ptimlic debt under
your theory, is that right?

Secretary SNYDRt. We can only furnish figures on th revenue end
of it. The expenditure end of course will have to be testified to by---

The CHAIRMAN. The revenue end and the expenditure Cad com-
bined in their operation to produce the tw9 surpluses which you
describe.
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Secretary SNYDER. That is correct.
The CHAIRMAN. 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 SNYDER. 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 CHAIRMAN. It is quite apparent that it is not enormous. It is

minuscular.
Secretary SNYDER. Who is claiming th.e enormous reduction?
Seuator LUCAS. Muscular.
The CHAIRMAN. Nor is it muscular.
Secretary SNYDER. Who claimed that?
The CHAIRMAN. I am glad to see that you do not claim it.
Secret1,iy SNYDER. I never have.
The CHAIRMAN. I thought you were talking here about making

proof of our determination.
Secretary Snyder. By paying everything that we could.
The CHAIRMAN. And this proof of determination comes down to

$2.5 billion over two fiscal years.
Secretary SNYDER. If we are doing the best we can, we are showing

our good faith.
The CHAIRMAN. No one can complain about that.
Secretary SNYDER. I have never made any suggestion about any

enormous payment.
The "CHAIRMAN. I believe it, has been said that angels can do no

more.
Secretary SNYDER. Well, I have no claim for that, either.
Senator 3JohNSON of Colorado. low (toes that enormous or minuscu-

lar, whatever the tern is, reduction, compare with the 12-year experi-
ence since 1929, the more than 12 years since 1929? allow does the
reduction compare with that period?

Senator Buwvwrt;ar. That is out of his jurisdiction.
Senitor JOHnsoN of Colorado. The facts are, of cours.--
Secretary SNYDER. If you take the algebraic equation, why, it

wotild be enormous compared w ith that period.
Senator JOHNSON of Colorado. We have had enormous deficit

spending since 1929.
Secretary SNYDER. That is correct. We are certainly turning tile

thing around and trying to go back the other way.
Senator JOHNSON of Colorado. Personally I ami very happy that

you have made as much of a reduction in the debt as you can. It
seems to me that that is the real test of whether we are stabilizing our
economy in this country or not. As long as the deficit spending
continues printing-press money must flow out and of course we are
headed for bankruptcy. When the trend is changed, wheun we begin
.to apply something on the debt, the reverse is true, and we are heading
for stability. So it is an important signpost oil the road,

The point is that we ought t go beyond what we have done, and
the only people who can cause I to go beyond what we hav1 done is
not the Treasurer of tie United States; it is the Congress of the United
States. You have no control over expenditures. You have no con-
trol over tax levies. We are the p)eo)le who perform those functions.
As we perform, you will be able to reflect in your reports what we have
accomplished, is that not trua? 0
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Secretary SNYDER. That is certainly true.
Snp tor BREWSTER. I would like to pursue this debt business a

little further in a wqy that may secn more flattering to the Secretary.
Senator CONNALLY. May I interrupt?
Senator BriEVWTERt. Does it deal with the debt matter?
Senator CONNALLY. Yes.
They talked about your supposed statement that two billion and a

half was an enormous reduction of the pul)bliCe debt. Well, two
billion and a half is just two billion and a half more. than nothing, is
it, not? That is all.

Secretary SNYDER. That is correct.
Senator'BREWSTER. I do hot think the Secretary has stuck his

chest out far enough, as far as he could probably, anl I would like to
have these figures confiimed.

The gross public debt, according to the figures I have, ieacheed a
postwar peak of $279.2 billion on February 28, 1946. Will you con-
firm that?

Secretary SNYDER. That is correct.
Senator BREWSTlR. And th:t between that late and April 15,

1947, that is a 14-months period, it has declined to the point of 257.6
billion.

Secretary SNYDoR. That is about right.
Senator BREWSTFR. Is that correct'!
Secretary SNYDER. That is correct.
Senator BRwstEW . So that is a reduction (uring that 14 months

period of 21.4 billion, is that correct?
Secretary SN YOUR. That is correct.
Semttor'BrEmWSTmE There has been a reduction of $21 billion in

th public debt in that 14 months period, which is certainly most
substantial.

Secretary SNYDER. Yes. But I want to wake very clear that wias
paid out of the cash balances in the banks.

Senator BREWSTER. You are not blragginlg aloult this.
Secretary SNYDER. I am certainly not bragging about it, I am

only showing the manner in which we reduced it without throwing
the whole economy out of gear, and that we got that paid back to
the lenders as early as possible, in order to reduce the interst-carrying
charges, and at the same time not throw our whole financial structure
out of gear.,

Senator BRwSTEH. Would it be that approximately seven-eighthi
of that reduction occurred in reducing holdings of commercial ians?
Would that be approximately correct?

Mr. HlAAs. Almost the entire amount.
Secretary SNYDR. A very, very small part of that was not taken

right out of the bank balances.
Senator Bimwwri n. That would have substantially reduced the

monetary supply, and the potential source of inlflation.
,zcetary ' Y N V . That is exactly our intent; I,,s, sir,
Senator BaRWST, So that you havo made a long move in that

direction by those reductions. 'Besides this $21 billion of reduction
in the gross public debt, was there not also a shifting of a large amount
of debt from marketable obligations, which might have n inlflationary
effect, to opecal issues held within the Treasury which would he hss
a source of inflationary danger? Is that corroct?

Secretary SNYDI . Wel, that* -
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Senator BREWSTIEAi. By the operation of trust funds, net sale of
savings bonds, and issuance of terminal leave bonds?

Mr. BAir ,Tr. Oin February 28, 1946, the marketable debt was
$199,810,000,000; as of March 31, 1947, that had been reduced to
$172,462,000,000.

Senator Bniuws'ricit. That is a reduction of $27 1)illion in the
marketable ol)ligations.

Mr. BAlrrE.LT. Yes, sir; the special issues on February 28, 1946,
were $20,897,000;000.

Senator BREWSTER. Yes.
Mr. BARTILT. On March 31, 1947, they were $25,183,000,000.
Senator BREM'STER. In other words, you took $27 billion out of

the marketable and put $5 billion more into the specials, which are
iiot marketable?

Nlr. BARTELj. That is correct.
Then there is another item. The nonmarketable, which would

include the savings )on(s, that was $57,200,000,000 on February 28,
1946, and on March 31, 1947, $58,156,000,000.

Senator IILWSTmrii. There was another billion there.
Mr. BAwrmlLT. Yes; the nonmarketable increased.
Senator IumEWSTrm All of those were in the direction of releasing

inflationary or relaxing inflationary pressures.
Secretal(ty SNYDER. Yes.
Senator lRExWSTImt. Were they not?
Secretary SNYDER. That was the intent; yes, sir.
Senator IIREWSTmi. While the budget is in balance, as long as it

may continue in thlt happy state, it is not true that this shifting
front marketable to nonmarketable obligations will go on at the rate
of approximately $5 billion annually.

Secretary SNvDRI. Well, it Will he dleterminel biy th le maturities,
and the bIlances that we have. \Ve have estimated for '48 that we
will shift around : Lillion dollars through trust fund operations.

Senator luawarmi, $3.5 billion?
Secretary SNYDIER,. Ye,, Hil.
Senatet' llanWS',REm8 . in the light of all of that, taking into account

what I think you will agree are fairly heavy taxes now, we tend to re-
duce purchasimg power, if you have agreed, an(l discourage invest-
ment. l)o you still feel that the entire amount of any surl)lus we
may be al)ho to accumulate, irrespective of how much it is, should b
turned entirely toward debt reduction?

Secretary SNYi)Ea. I think in this calendar year; yes.
Seitor'lhuws'riii. All of those factors do not still affect your

conclusion?
Secretary SNYDIER. There is a great del to ho done in that field,

Senator, of stabilization there, aid in these good times, prosperous
tines, we want to (10 as much of it as we can.

Senator BltEW8T1tIt. Now, if there is any possibility of a recession
or a depression, and we were seeking to aV)id that, which h would have
the greater effect in avoiding that, a debt reduction or tax re(luct-ion?

Secretary SNVm,'ll, lFrom the testimony of the Senttors yesterday,
evoryl)ody felt like that we were moving ahad and that thert is no
recession in sight, wnd I joined them in thmat belief. They were more
Optimistic than 1 was as to the alour'ancof 0no rocsiolion, and so I do
not think that that would enter 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 SNYIDER. Not in 1947; no, sir.
Senator B nRwsTHt. Well, you are cutting that down quite a litth,.

I said 18 months, and you sai(--
Secretary_ SNYDER,. I know, but Congress comes---
Senator BR,WTER. You say 8 months.
Secretary SNYDm. You folks come back much sooner than that.
Senator BREWS'TER. And you consider we are the chief threat.
Secretary SNYDER. You are the hope of the people.
Senator BREWSTER. Do you feel there is any limitation upon th,

amount by which you would wish to see the public (ebt reduced
during the next 18 months? Or say fiscal 1948; 1 will limit it to
that.

Secretary SNYDIER. I think we have got to see how much we can
reduce the debt before we start talking for the long-range view. I
certainly agree with you that we have to have a balanced program,
that is of progressive debt reduction and reduction of taxes. There
is no question about that. But right now in this turn-around period,
and right now with all of the unTertainties, which we all agree that
we have, we are not going to hurt our economy any by ap)lying as
much surplus as we actually come out with in reduction of the debt.

Senator BREW'5wTsR. I thik 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 questionn you
about yesterday.

Assuming that we were certain to have a substantial surplus as a
result of the wise policies of the Relpublicon Congress for the fiscal y11ia
1948 of $9 billion, would- you as Secretary of the Treasury %vish to
retire the public debt by that amount?

Secretary SNYDER. May I take the same position of not making
that assumption, Senator?

Senator TArr. I do not know; I think you have to make that
assumption. Tfhat is a possible assumptioni. Congress Ihas declared,
the Senate has voted for a $4.5 billion decrease. We cannot assume
that they will not do it. Maybe they will not. I think we have a
right to ask you to proceed on that assumption.

Secretary SNYDEa. I would like, as I said yesterday, Without
any intent of offense at all, I would not like t) make that miumlption,
sir.

Senator TA~r. The question is if it occurs would you apply it on
the public debt.

Secretary SNYDER. I would rather not "if" it, sir,
Senator LUCAS. You have made the statmnentt tinm ad again

that you want to see all of the surplus applied on the national debt,,
whattever it was.

Secrotfiry SNYDRm, That is in the record,
Senator LUCAS. That is the record.Soiator TINxwHTtu, Assuindg then that you would answer yes, if

you permuitted yourself to answer, I want to ak you another (jUestiom.
Is that position the opinion of the entire administration, inluling

the Federal Reserve Board?
Secretary SNYDER. I can only apoak for my"lf, air.
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Senator BREWSTER. You do not have any knowledge of the opinion
of the Federal Reserve Board on that l)articulhr matter?

Secretary SNYDEIR. The Federal Reserve Board, as I understand it,
is in accord with tile position that I have taken, of no tax reduction
in 1947, and that whatever we have, any surplus we have, being
applied to the debt. I think that they ae in acord, but I would
certainly not like to go on record its stating their position. I would
rather they would do that themselves.

Senator TAF-r. Mr. SNYDER, in the first )lace I want to get the
facts clear. The Budget that I remember showed receipts of $38,750,-
000,000, or soremthing of that sort. The Btdget showed a surplus of
about $1.3 l)illioi, with expenditures of $37.5 billion.

Secretary SNYDER. For '48.
Senator TAF'. Fiscad '48.
Secretary SNYDER. Yes.
Senator TAMr. You have not revised that at all.
Seretary SNYDER. We have made no revision in fiscal '48.
Senator TArT. No allowance for more taxes or anything, is that

correct?
Secretary SNYDER. Yes.
Senator 'rArT. Assuming that you have that $1.3 billion and assum-

ing that there is some further increase, $4.5 billion, whatever it is,
that means of course, that we are taking away from the people a cer-
tain amount of purchasing power in excess of what we are giving them
back by the expenditure of Government money, is that not true?

Secretary SNYDER. By the tax you are always taking it away.
Senator TAFT. If there is a surplus you are taking away a certain

amount of purchasing power from the people find not giving it back
to them, is that correct?

Secretary SNYDER. Yes.
Senator'TAtm. Are we not also taking away something between

2 and 3 billion dollars in taxes which does not go back to ti people,
because it. goes into these various trust funds, old-ago pension, amd so
forth? In addition to the surplus figure, is that not correct?

Secretary SNY)m. That is provided for in the budget, yes, fur.
Senator 'TAFT. Can you tell us what that amounts to? Is it about

$2.7 billion?
Secretary SNYDmR. A little over $2 billion.
Senator TAFT. About $2 billion.
Mr. IIAAS. It is nearer two than anything.
Senator TF'Ar. That is $2 billion that we are taking away from the

people in taxes that we are not giving them back anything in return.
o ift we add that to the surplus we are taking about $3 billion.
Secretary SNYDER. Pardon me just a minute.
Senator VAV. That is a net figure.
Secretary SNYDER. That is right.
Senator TAr. So we are taking away from the people even 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 is in greater
taxes or in reduction of Government excess: So that the net process,
if we (lid have $4.3 billion, we would be taking away from the poore
$7.8 billion morn than we are giving then back, is thiat not correct

S t rtry SNYDzu. According to those figures, yes.
Senator Trt. And that would'be a reduction in mass purchasing

power.
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Secretary SNYDER. That is correct.
Senator TAFT. Now, the President has shown great concern about

the maintenance of mass purchasing power. In his message in the
economic report message, he says this:

A rise in prices that occurred in the latter half of 1946 greatly reduced the )ur-
chasing power of the current income received by thelarge 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 mags 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 becomes a central problemm 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 SNYDEn. The long range, I would say yes.
Senator TAFT. The other day also in his speech to the editors, he

said-
Some moderate wage adjustments have already been made this year peacefully.

Some others may be expected. Price adjustments and wage adjustinviits have
heen the traditional method of sustaining mass buying power and sharing the
benefits of our increasing wealth.

So that he is still concerned about maintaining mass buying power,
is that not correct?

Secretary SNYDmE. For the long range, you must maintain-
Senator TAFT. 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 purchasingg
power is the central problem, why do we not do it by reducing taxes?
Does not that increase mass purchasing power?

Secretary SNYDER. It certainly does increase mass purchasing power
but while we have this surplus, I mean this sur)lus while we have
these shortages, and the demand we have right now-----

Senator TAFT. You think then that there is no ilnmediate problem
of maintaining mass purchasing power?

Secretary SNYDRIn. For the long range, it certainly is, yes, sir.
Senator TArr.'But you think it is all right for this next fihcal

year to take away $8 billion from the people and not give them back
any thing in return, is that correct?-

Secretary SNYDERm. We are looking at the long-range view there, It
will certainly stabilize their whole economy, and will help carry this
debt in the future by applying is much now in the reduction of the
debt, so that when we have to increase the maturities, which brings
about an increase in the average interest rate we can help maintain the
present cost of servicihg the oebt.

Senator TAFT. Now, the President has indicated that these wage
adjustments are necessary. I have said that some moderate wage in-:re:ases were justifiedl by economics or equitable consider rations. Why?
I suppose in ordor to incretae purchasiuig power. AWhy is not a tax
reduction it much better method of increasing Iurchtsing power than
Wie inereascas?

Secretary SN yovt. As I understood you to say, some moderate wage
iunretase in certain area, was iiat not it?

Seawator TArT. So the recent wage inereami of abott, $1 a day, which
it aotmethiig like 10 perevut inc'rease in wagw', that. is now being
granted under the eneooumagemnent of tho Prsident, is that correct?
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Secretary SNYDER. I do not know what the incentive was.
Senator TAFT. As a matter of fact, is not tax reduction a much

better and fairer method of increasing mass purchasing power than
increased wage payments to those who Are able to get them?

Secretary SNYDER. In al))rOp1iate fashion, of course. I do not
want to leave the impression that, 1 am O))osed to tax reductions as a
principle. I have said very clearly that I am not. I am not tryin
to maintain unending highi taxes. I have no such intention and
have never evidenced that by any statement, intentionally.

We are talking about a tax bill for 1947, and I 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 TAMr. Is not the wage increase method, so to speak, just
going to a few favored people, while a lot of people, white-collar
workers and others, get no )netit, 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 SNYDER. I an not attempting to measure whether it is
better or not, because I had nothing to (1o with increasing the wages,
because I am not in industry, and so therefore I cannot measure what
that would (1o against what'the tax would (1o. But the question that
iq before us here that I am testifying on as I understand it is this tax-
reduction bill. I am not measuring one method against another.

Senator TAFT. But the President does. Ilis message advocates
wage increases and it opposes tax reductions. I am suggesting that
as a method of meeting his problem, tax reduction is better than
WO 0 increases.

Iifllt that if we can get prices down, that is always a very valu-
able Illetiiol1. ve shou hIdo ill we can to accomplish it. But is it
not also true that wage increases make permanently higher costs,
whereas tax decreases make lower costs, and tend to stabilize the
economy, therefore, more effectively than this increase in wages to
meet the j)rice-incretise problem?

Senator lliat. I understood the Secretary to say that he was
0l)p)o d to any tax decrease, is that correct?

S*1ecretarv SNYDER. In 1947.
Semator "U1ITLER. Yes.
Sertary SNYDER. Yes. That is what we have under rwiew right

now.
Senator lu1'mit'. That is what I unlder'stood.
Senator (ONNALLY. IMiy 1 ask a quition?
Senator Taft says we ir, takinig away $7,000,000,000 from the

peo)he and giving'nothing back. fs it not true tht, payments on
the debt wifl go back to the people and in'rtase their purchasing
power?

Secretary SNviotm. ('Certainly it goes hack to failing up the sta-
bility of our fiiumncild situation. '

Senator (.nx ,0. , Soim'lody in the tltited States has theso
41, 1nd if Aihv are paid ox th, debt, t ht nuch lore moneY

goes back into the chlutcikel of trade atni comnierve, m would in a
W ay iM'i,0a4,1, the )riI,'hlialitg 1"mr of the people 4o the' extent of tho
puthe debt reA.iction, 'Would it not?

S'ctratary SNIntI.L Yvs,
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Senator CONNALLY. You do not throw that money in the well.
Senator TAFT. 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 SNYDER. What we are applying this on.
Senator TAFT. Then you should not say yes to his question.
Secretary SSNYDER. I. did not even answer it.
Senator TAFT. You did not, of course not. Because the answer

is no, is it not?
Secretary SNYDER. The Senator made a statement that I did not

think required an answer.
The CHAIRMAN. Mr. Secretary, under your estimate that we will

have $2.5 billion surplus over the two fiscal years '47 and '48, tli.rt
would preclude any tax reduction prior to July of 1948, would it not?

Secretary SNYDER. Senoitor, I am sorry. There was so much noise
I (lid not hear you.

The CHAIRMAN. Under your theory that we will accuinulate
surplus available for debt reduction, in the amount of $2.5 billion ovvr
tho two fiscal years '48 and '47, does it not necessarily follow uier
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 redrw.-
tion prior to Jkdy of 1948?

Secretary SNYDER. Well, I do not know about that, sir. I certainly
know it will not be for '47.

The CHAIRMAN. Does that not nec&mssarily follow from your whol,,
theory?

Secretary SNYDER, We are perfectly willing to adjust our views if
conditions change to justify it.

The CHAIRMAN. I remind you that vou have stood very wnaciously
on your estimate of 168 billion dollars of income for '48, despite tl e
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 steady on the estimates which you, have made for '47

and '48, and so far you have, I am willing that you (Itpart from thon
if you wish to, but you have stood steady so far, that necessarily ireeans
that you will have $2.5 billion surplus for '48 and '47, which under
your 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?

Secretary SNYDEt. If A tax reduction would bring about deficit
flraneina , T .would be opposed to it; yes, sir.

'The RAIRAN. WOl, does your theory include deficit financing?
Secretary SNYW R. It does, not; that is why I say, you said again ac-

cep ting my figures of it that we have offered you hero.
'hPe CHAMnMAN. I ain operating entirely now on your theory and

your estriat'.s.
SVcretary SNYv R, Yt.
The CHAWMAN. Under your theory and your estimatt% you will

hAve $2.5 billion to apply to k|ebt retirement ovqr the 2 years fiscal
period of '47 aid '48, and that noctssarily precludes any effective tax
reduction prior to thke end of the fiscal year '48 or July '48; is that not
corm'vet?
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Secretary SNYDER. There would be no justification if those figures
hldh(.

The CHAIRMAN. I notice in your statement in connection with
proving our determination to retire the public debt, you say:

If we do so, (that ip, if we show our Intention to retire the public debt) there
-ill c leesscause for conee-n if in some. future years we find it desirable to l)OStpone,

temporarily, further debt retirement.
Is it in the contemplation of the Treasur 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?

Sveretarv SNYDERt. There could be such a year in the future some-
tiue. Woe cannot look too far ahead. There could coni such a time
when wo, would get into dilliculties and to carry out your very program
of a tax re duetion being an incentive to bliying power, additional

ulivig power, then it might become well to consider reducing taxes
i, lowv u4 jOssible which might make a difficult problem ill balancing
the budget. In s11h periods when we fail to pay on the debt, our
olbiglitiolls would have better stability because we paid the debt when

V. crTe able.
The ('H.ARMAN. I had assumed that the Treasury was working-I

am not debating this at all.-I had assumed that the Treasury was
%%,Wking on a theory that there would always be a minimum amouft
of amual reduction, and that there would l)e amounts of annual
reduction above that, according to the state of our economy.

seretary SNYnyn. Well, that is certainly our desire.
The C1nAtMAN. I am suggesting that it might not be a sound

scheme ever to have it year in which .there would not be some debt
reduction. You is an ol banker know that it is very bad policy to
allow a debt or to get into the habit of not making some sort of pay-
m,,nt on his debt; is that not correct?

Secretary SNYDERi. That is why I want that payment mado this
year.

Tle CHAIRMAN. Well, you are koing to make $2.5 billion over two
fiscal years Mr. Secretary.

Senator LUCAs. At least.
The CIIAIRMAN. At least.
Senator BREWSTEwrm. May I inquire about the June ,payment?

The President in his statement spoke of the heaviest payments of
interest on the public debt being made in the month of Jufile. That
was not of course,unlinnticipated, was it? I mean you knew, you
have known for a long time that that would actually happen; have
you not?

Mr. BARrILT, Yes, indeed.
Senator BRuwwrTEn. That was included in the budget ao it was

not an unanticipated development.
Secretary SNYDER. No.
Sonator BREWS'T r. What was the total amount of the large pay-

ment to the national life insurance fund which is referred to by the
President in his statement? Have you that figure here?

S cretary SNYDEn, The Budget is going to testify on all of those
items, I undemrtand the Senator has invited the Iludget up here to

1dk oi thme expenditures.
Senator BUEWSTYR.. flave you the item hero?
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Scretary SNYDNR. WO just have a generalization. lie will give
the details.

Senator BitEwsTE. I would like the generalization.
Secretary SNYDER. I said the generalization of tle whole budget is

expenditure. I do not know whether we have that broken downI; it is
about $500 million.

Senit tor BitIEWSTEr. $500 million?
Secretary SNYDER. Yeq.
Senator'B inWSrmt. What is the position? )o you keep track of

the Government's accounting with the insuraino coiiipanuies? Do you
have some of this placed with the insurance companies?

Secretary SNYDER. We (10 not have that accounting. The Vet-
erans' Administration lias it.

Senator Biun:wsiLmt. You have general charge of the accoliitilig of
that, do you?

Secretary SNYDER. We have the fullid, the over-all and investmnenits.
Senator BnwwsrNR. Is it anticipated that there will be any repay-

ments in any form that will bel credits to t6 Governmentt, in t lilt
connection, as the result of lapses or dividtends or from other sourevs?

Secretary SNYDEht. We do not have that. That, would he ini th
Veterans' Administration, They would have to furiish those ' -t6-
mates.

Senator BIEWSTIt-. l1ave YOu ally reason to nit! aicipitte 1ny :i,
stanitial amounts froim that source?

Secretary SNYDR,., Mr. lartelt, our fiscal secretary, say, we l111o
not had any material.

Mr. BAcrELT. rhe Treasury works on a net basis Y-) far as tat
item is concerned, and we wuld have to get our figures front the
Vtorans' Adiministrathon. We have only the over-all.

Senator Bhui:ws-riu. Would the lludglPt have tlit?
Mr. BARTELT. The Budget probably would have that in its dahl-

lations, probably would have the inforInat ion which it gets from tile
Veterans' Adninistratiotll.

Senator LWhTE W . One ot le' q(uestiolt in the returns for .n u .',,
tile incone-tax returns; wa,4 there any rtasoni to (toinsid'l" that tll\-
l)ayers had nmade it reduction in their 'stilltites as the result. of Oh
anticipat ion of tax reduction?

Nlr. ()'DoNNP.-i., 'Tito deliberations were just abott in lin,, w\itlh )ut
estimates, and so far as we can tell; they lid not.

Senator BItEws'rItm. You saiy Ino?
1I r. (W))ONNI-:nL. That is correct, and in tile revised budget, for the

fiscal year 1947 which you have before you, no allowance has bei'i
made, fot any change that mi ght be mad in the .!une (declaration,
because of prospective tax rctction. Tltre is considerable inrt i
on the part of. people to make changes in their declairat ions.

Senator Bu10wrTn. So that tany individual instances of that you
do not think would be at all typical of any geiieral mnovement by the
taxpayers in that direction?

Mr. O'DoNNEm,. The figures so indicate.
Senator Bimiwwrfa. Have you the figures here reprtsenting the re-

ceipts for the first quarter of the calendar year from taxpayers tiling
Form 1040?

Secretary SNYDm. Mr. Sherwood is going to follow me on the stlaiml
from the Internal Revenue 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 BtEWBTE.R, Could you secure that?
Mr. O'CONNELL. We will try to.
Senator BIREWSTER. 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 exces of
what it had been for the previous rate.

Do you know whether there has been any special instruction to the
collection districts by tie Treasury of the Internal Revenue to speed
up refunds to the maximum amount in order to have these figures
available by the middle of this month or April 18?

Secretary SNYDER. There has been no undue acceleration. We
started a program some year and a half or two years ago, to refund
as rapidly as possible, in or(er to save interest and to get the refunds
back into the hands of the taxpayer who overpaid his taxes. But
there has been no extra acceleration within the past months.

Senator BREWSTEIR. There has been io instruction of any kind
dealing with the l)ossille acconl)lishnent of as much as possible
before April 18?

Secretary Sxvrwii. Not to iy knowledge.
SiatOr BiHawsi Ei. las anyone else here any knowledge about

that?

'lr. O'CONNEL,. Mr. Sherwood; he will follow us.
Mr. Silitwoot). There has been no such instruction.
Seitor tll~CwSrEt, lit it, is true that the refunds have been

accelerated.
Secretary SxYi)r;ln. There might. he this, Senator; those refunds

that have mnot beel r,,funded biy March 1.5 start drawing interest.
There might ie it ant talr lrge to get as lutlly of them refunded
prior k) that t lie to s t v interest.

SlmitAl():" ltu ai t. At aiini rate, the fgnire- do indi(ate that thero
lha,, beeu an it cc.eleiati o in ilt, refunds, which as I understand was
the ( object%.t. N'4i11 had in ew,

Secretarliy SN .a). W\e have had that. That is a long-range
obje,,ctive to niiak1 i thc-se refuind-s as rapiIly a1s possible.

,iitt)r lluvwsti'T.i \Viilt litht it be retle(ted in it possible redluci-
tiOli in yoiir vstititesi ill \-i,\% of the Slies, that VOl II V achievingll
in your ,stilnites for the enuig yeir?

Secretarv SNYDER . e took that, into consideration.Senattor "l WiiTFwwt. 'Yti's

Secretairy SNYDERu. Tlliha lits leen it steadily declining figure in our
budget, the amotint providtle for refiiils.

Seliator llmiiwt3wr;T. 'So you tl)ok into consider at ion
Secretary SNYI)yit. Percentewit ae.
S iiit.r hlEiWSTlt. In '49, tile fiat that you had accelerated the

refunds.
S cre, ary SNv'lDEit. That was defillitelv in.Senator BeavsTrI;, If there should be 'e rroatefive tax reduction,

you are reidy to make that asslinition; tie refUi(s would apply to
th0 iln(olle for 0he firt1 half Of the leretnt c(lein(ai year. That, is' the
lrolosal, as [ understand it, of House bill No. 1; is it not?

Secretary 0 SNYI)lit. That is correct,.
O0.465----47-7 -
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Senator BREwSrR. And would it not be proper for such a refund,
I think you have estimated that at $751 milion,-.-

Secretary SNYDERI. That is correct.
Senator BREWSTRm. To be charged against the surplus for the

current fiscal ycar, since that represents income lor that year? Would
that not be proper?

Secretary SNYDEI. We have to provide the money for it. We have
not got it.

Senator BREWSTERI. This is a hyi)othesis that you have got it.
Mr. BARTELT. I did not get the (Uestion.
Senator Bat;wsrtm. Under a retroactive tax bill, it was estimated

that $751 million of refunds would l)e required to take care of these
V ayments for the first 6 months of calendar '47. Is that right?
Under the proposed retroactive feature?

Mr. BAaTE'I.T. Yes, sir.
Senator BREWsTH11. Whether or not that should not appropriately

be charged against the anticipated surplus of $1.25 billion for the
current year, since it is the revenues that have accrued during that
year.

Mr. BARTELT. Well, as it was pointed out, the Government's books
are kept on a cash basis. They. are not kept on the accrual basis.
The revenue represents the receipt ts coming into the Treasury and
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 BR TEw E. SA) that it would not affect it.
Mr. O'CONNELL. It would be charged against '48 because that is

when it would be paid out.
Mr. BARTET. Yes, sir; it affects the budget in the year in which

it is paid out of the Treasury.Senator BiEWH. You mean to say that no appropriations are
carried over that are made for this year and paid out next year?

Mr. BARTEL-T. The unxexIInded balances of all appropriations are
kept, on the books of the Treasury 3 years; 2 years in addition to tihe
year in which the appropriation was a vailahle for obligation, and all of
the figures we are talking about this morning are based upon the (.ish
payments from the T reasury, including payments which are made,
from the un expended balance carriefl over during those 2 years.

Senator BRlEwSTE. So that the billion and a quarter surphs i:a that
catih?

Mr. BAltI'T. That is a cash surplus; yes sir.
Senlator 1IILEW8TEn. As the books of the Treasury are carried.
NIr. BAWNT.I1 Bas4d upon the daily Treasury Statement Which

comet out for every working diy of the year.
Senator ihtr.ws'r:im. Therefore, any further saving which were made

in appropriations for this year, which are not paid out this year, but
would come in next year, would contribute further to our surphis for
the coming year.

Mr. BARTiE T. Yes, sir. The important things, so far as surplus or
deficit is concerned, are the actual payments from the appropriations,
and not the alopropriations themisel c.

Senator BNw8TERt. That is all.
The CnAuitmAN. Mr. Secretary, in your specific discussion of II. I.

1, you state, "Only about 1,100 taxpayers woulh get lows than a 20-
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percentt rate reduction." Those are the taxpayers in the very high
rackets, are they not?
Seeretary SNYDER. Yes, sir.
The CIIAIHMAN. About 14.4 million taxpayers would get a 20-

perceit rate reduction; about, 8.5 million would get between 20 and
30 percent,. The remaining 24.8 million taxpayers would get a 30-
percent rate reduction.

In terms of widespread benefit, that totals 47,700,000 taxpayers
according to lly figures, is that right?

Secretary SNYDER. 'I'hat is right, sir.
The CllAIRMAN, And the chief benefits are in the lower brackets,

is that not correct?
Secretary SNYDER. Well, in the numbers that will be benefited.
rhe CHAIRMAN. 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 7691000,000, $2,262,000,000 is attributable to the 20-percent
reduction; $724 million is attributable to the 30-percent reduction;
$520 million to the notch area; $118 million to the 10%. to 20-percent
reduction, and $145 million to the exemption for persons over 65.'1
As to beneftling the high-bracket people, you ascribe $118 million
to them. The rest goes to the rest of the taxpayers, and does not the
bulk of the reduction go to the middle bracket. 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 CIIAIRIMIAN. That is what I tun questioning.
Senator Luces. The manuscript is entirely different.
Secretary SNYDEt. Are you talking about the $118,000,000 here?
The CHAIRMAN. I questioned you first as to the numl)er of tax-

payers benefited. Then I said do not the benefits fall in the main in
terms of numbers on the othr than highest bracket people?

Secretary SNYDmIt. In numbers.
The CHIIAIIMAN. And then you said in numbers, blut I belive you

said not in amount. Then I turned over to your statement as to
amount, and read that to you, and repeat4'd the question whether as
to amounts the principal benefits did not go front the middle on down.

Mr. O')ONN1,3h,. It d(10pedH on how you define what is the middle.
The CnAniMAN. Let us have one of your tables.
Mr. SmIatm. Table E has the break-down.
The CHAIRIMAN. What is t11 tatle?
Mr. SItEii. Table E.
The CHAIRMAN, What page is that?
Mr,. S IER. On page 29.
The CHAIRMAN, Under your table E, what does it indicate as to

tax benefit to taxpayers having a net income of $5,000 aid under?
Secretary SNYDER. I get your J)oint now. I was thinking of some-

thing else when 1 answered your question, that is under $5,000,
it is $2,327,000,000. That is correct.

The CIIAIRMAN. So is it correct to say that the bulk of the benefits
flow to taxpayers with net income of $5,000 mnd under?

Secretary -NYDRu. That is correct,. Sixty-two percent of it; but
the reduction in taxes is not in the same ratio and )roportion as it
wam puit 011.
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The CHAIRMAN. We will COmio to that next.Secretary SNYDER. Yes, sir.

Senator LUCAS. May I ask a question?
The CHAIRMAN. Go ahead.
Senator LUcAs. Does your manuscript show how many taxpayers

contribute that $2,327,000,000?
Secretary Snyder. 46,000,000.
Mr. O'CONNELL. The table shows it.
Secretary SNYDER. The manuscript does not show it. It is on

Table E, on page 29.
Mr. SHier. 46,802,000. It is in the first column of tal)le E.
Senator LUCAS. Yes, sir; 46,802,000. That is taxpayers that are

affected. Is that correct?
secretaryy SNYDER. The number under five is 46,802,000 people.
Senator LUCAS. I merely point out the facts show that the bulk of

the national income, from in(liv idual taxl)ayer," is coming from peo)le
under $5,000. In other words, you have 46,806,000 taxpayers that
are involved in the $2,327,000,000, and you have only 47 million
taxpayers, a little over 47 million, according to some figures you gave
awhile ago.

Mr. SIJERE. 481/ million.
Senator LUCAS. On the tax rolls, 48% million. Out of 48% million

on the tax rolls, 46,801 000 are making less than $5,000, and they are
the fellows who are really paying the taxes which run the governn ient.
Those are interesting figures.

The CIHAIRMAN. I heartily concur in what the Senator from Illinois
has said. It is an interesting figure, and just a little later on, I will
raise the question its to how the situation can be changed very much.

I notice in your statement you say that, on page 5:
Although the bill has been somewhat modified sinwe it was originally introduced.

it would still provide relatively too little tax reduction for low mid middle incomes,
as compared with high incomes.

Then, up ahead of that you say:
it. it. I would weaken the budget for the fiscal year 1948 by $4,7415,000,000.

Does the word "weaken" to your mind have any particular implica-
tions other than that there would then be that mclh less on to which
to operate?

Secretary SNYDEr. There would be that much less, if you reduce the
revenue, of course, you (10 that.

The Ciitnm.N. ro the extent that you weaken the budget, you
would strengthen the taxpayer, would you not?

Secretary SNYDE. That is in the long range.
The CHAIRMAN. I come back to what you said there.
Senator Lucas, (lid you want to ask a question?
Senator LUCAS. I just wanted to make an observation which I think

is appropriate at, this time, in view of the previous remark that 1 male.
Under 1-. R. 1, known as the Knutson bill, not, a single one of thse

taxpayers conies off of the tax rolls. Ili other words, if tim man1111 is
paying $1 income tax, under the Knutson bill he would he cmipllihe(
,ko file an income-tax return and pay 70 cents. That is the point t lit
I wanted to make there, in view of the fact that I did point, olt that
the great number who are paying taxes at the l)resent time are the
little fellows. As far as I aml (concerned, I want to see the great
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number of those people taken completely off the tax rolls, those little
fellows who are compelled to lile such insignificant tax se.ledilhs. I
want to see them get, off the rolls as fast as we call. The Knutson bill
does not (1o that.

The CHAIRMAN. Mr. Secretary, coming back to your statement
[reading]:

Although I he hill has been somewhat modified since it was originally introduced,
it, would still provide relatively too little tax reduction for low and middle incomes
as conlpared with high incomes.

The Treasury has no present alternative suggestion for tax reduction
that would iml)rove the situation, has it?

Secretary SNYDR. No, sir; we have not prepared any.
The CHAIRMAN. Now, I think it would be appropriate to get into

the statistics that bear on Senator Lucas' point. To what table do
you refer?

Secretary SNYDER. Page 29, table E.
The C'AIRMAN. 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, (foes it not?

Secretary SNYDEn. That, is correct,
The CHAIRMAN, And that people above that are carrying

$7,566,000,000, and that people having an income, a net income, of
over $100,000 are contributing about a billion and a half. What do
you figure that, say, al)out $3.75 billion?

Secret ary SNYDER. Sonmething like that.
The (llAmltl4 . Out of the total of $17 billion pls, correct?
Secret i'y SNYDER. Yes, 8i'.
The (IlalMAN. Now, then, as a matter of practical fact, until we

(an reduce our budget eXl)enditures, where can we go to get these
taxes (e'x'l)t ill tli l)ra(kets its they are shown here?

Secret ,a'y SNYDER. That is why I (1o not want any tax reduction at
all right now, Senator, for the cafendar year 1047.

The , CHAIRMAN. So long Is W0 Inainitain our present (,X)enitulre
budget, we Ilive no place to go except to keep tile texes were they are,
except 1s we illight he able to reduce thein in part, if we are, is tlat not
correct?

Secretary SNY,,)ERt. Vith tie situation as it is tlis year, yes, sir.
lhe (HA IRMAN. Tkle it at ally fine, asilling tile Ullain tellalce of

tile present expenditure budget, are ye able to allow any large amount
of th(so people, of $5,000 or less of not incollit per y('ar to escape
tax(s ill tle order, rolighly, on whilhi they are I1,55r(t at le pi'telt
tilme?

Secretary SN Vmi:u. 1 did not know that we were advocating 111a-
taining the expenditure fit wlire it is. I understlood that eaclh year
w reetre vointr to try to reduce it.

The CHAIRMAN. I am not arguing that now. I am simply driving
to tle poiit where you call get, your income tax, if you do not get it
from wie you tire 11w got tillg it.

Secretary ,SNYDER. That is why I (1o not think we ought to make
any reduction.
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The CHAIRMAN. Is not the answer to that, there is not any other
place at the present time, if you maintain your present expenditure
budget?

Secretary SNYDER. That is right.
The CHAIRMAN. And the only relief that will come, that can come,

is from reduction of expenditure or increase in national income or
both, is that not correct?

Secretary SNYpER. That is correct.
The CHAIRMAN. Does not it come down to this at the present

time, under your own budget expenditure estimates? To use some-
what strong language, it is slicer demagoguery to say that' we can
tak6 the burden off of those people of $5,000 and un(lor, and put it
somewhere else?

Secretary SNYDER. I am not advocating any such thing, sir.
Senator GEoRai,.. You ifeai you have to get your money where

it is?
The CRAIRMAN. Exactly, sir.
You could make the taxes 100 percent.
Secretary SNYDER. We are not talking about increasing anybody

at all. We are talking about taking it off.
The CHAIRMAN. You hear a lot of talk about taking off taxes under

the present expenditure budget out of these low-income groups, and I
am just trying under my lights to be honest with the situation. 1 do
not have to ask the distinguished Secretary to be honest with the
situation. Is there any other place where those taxes can be gotten,
to sustain our prLsent expenditure budget?

Secretary 1SNTDr.R. Well, I think that the tax situation is such that
we certain ly .4aweot add in aly areas. Therefore, we ought to main-
t4Un wilat we have got,
The, ('I u N -YOU cOUld confiscate completely these revenues

from $Ite),Siao lip a year, aid it would not materially alter your prob.
il" , , wfmd a'

Ze 'wtWav N OL "'el Wl, I do not know about confiscation.
The iw x The figures speak for themselves. We have

alrtiy rtera % to (Lem.
Sev-erswrv .Nytotma I iagie that the small man would feel there

to ist A s u conhscat'lo goilg on as anyone else, if there was such.
Irh,('H AAN. Why certainly. There is a loose theory floating

around that you can take the taxes off of this low-income group and
further s k the rich. I am developing now, if you confiscated coin-
pletely thg income of the rich, it would not meet your problem. Is
that not correct?

Senator LttUcs. I thought we wore reducing taxes and not trying
to increase theim. I do not know of anybody tiat is going to 1e
soaked here in this bill. EverylAdy is going to get relief.

Tle CAIRMAN. I did not ascribe my theory to the Senator from
Illinois. I aI simply pointing out that you could confiscate these
higher-bracket, incomes entirely and under the present expenditure
bullet, you would have no alternative but to continue to levy taxes
on these low-income groups.

Secretary SNyDmi. I am not stating any such thing.
The CHAIRMAN. You are not advocating aty such thiing, but I aim

asking you if it were 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
group's, would it not?

Senator LUCAS. If the distinguished Senator will pardon an obser-
vation, I (1o not know whether he is talking about another distin-
guiisled Republican that made a s)eeeh out, in KanIiis yesterday,
the lon'oable Al ladon. Landon was talking abotit this tax-
reduction program of 1945, and he favors, among other things, as
)arI't of the s011nd economic program, the use of congressional authority
to lower tariff rates and liut taxes on excess profits rather than taking
anything off. It may be that you are referring to him.
The CHAIRMAN. I did not read the distinguished gentleman's

speech, and I an not referring to him. I am not referring to the
Senator from Illinois. I am simply asking the Secretary whether
umder the present expenditure budget, we have any alternative but to
get the taxes necessary to support it from these so-called low-income
people?

Secretary SNYDEr. Congress must decide where they can get the
tax.

Thle CHAIRMAN. That is the place to get it., is it not?
Secretary1 SNYDER. We want to study aill of those sources of revenue

(%lid adjuist then equitably across the board.
The CIRAIMAN. Is not that the only place to get it at the present

time?
Secretary SNYDi'r. We are not talking about getting any more, are

we? We are trying to reduce it.
The CHAIRMAN. Mr. Secretary, let me say this.
Secretary SNYnmR. We are talking about removing 60 percent of the

difference betiveen 1939 and present taxes at the top brackets.
The CIIAIRMAN. Assume a reduction, if you wish to take it that

way. I am glad to see you coming on our side. Assume the reduc-
tion. Assuming 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 pass
the residuum of what would Ile left, in the lower brackets up to the
higher brackets?

Secretary SNYEAl. My advocacy is that we ought to start unwind-
img ti taxes as we wound then u, exactly. There are manv people
oi the tax rolls now that, prior to the war, were not even on there.

The CHAIRMAN. All right.
Secretary SNYD a. 'lheirefore, reducing t hem 30 percent.
The Cll^IRMAN. All right.
Secretary SNvDER. Is not putting them back anywhere near a com-

parable )ositiolt.
t, CuIRM.AN. Let u cone' to the 1939 table ow. What table

is that?
Senator LUCAH. Before you get on that '39 table, if I may, I would

like to interject another (observation. tltdor the theory of the able
Senator from Colorado, if we reverted baek to a budget of $5 billion,
We WOull still have these 47,000,000 people on the tax rolls.

The CHAIRMAN. That does not follow at all, Senatior. That does
not follow at all, I have no theory at all eXcepIt the theory that is
set forth in the Treasury's own tribes here, whivl is thlt you are
getting the bulk of your revenue to maintain the l)resent eXl)elditure
budget out of the lov income groups; and that uivd r the figures which
they show here, you could not possibly shift it to thet higher income tax
groups.
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Setator LUCAS. I 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 slotild not to it the wav tile
Ktmiso bill is going it. Tit is tie only argimnezit I am makiUll', an1l
I still maintain, atll I will submit at the proper time, faets to show
that some 3,000,000 to 4,000,00(0 people can he takel off tin' tlax rolks
at the present t line u1d still reduce the $1 hliliol without hItuul iuig
those fellows in the higher brackets.

Secretary SNYDER. 0)n page 33, 1 thillk, is the table.
The CIAXMIMN. Is that exhibit 2?
Secretary SNYDER. That is table It.
The CiIAIIIMAN. Wihat I want is the revem that we got in 1939

out of the law that was then effective.
Secretary SNYtmw. Table II gives the individual income tax for

1939, but not the yield of all taxes.
The CHAIRMAN. You got $4,578,000,000, did you not? Therefore,

if you restored your income tax system to what it was in 1939, you
would be getting $4,578,000,000 to meet an, expemliture budget of
$37,500,000,000. I would like to see something made out of the
1939 law.
The 1939 law, I remind the Secretary, gave exemptions of $2,500 for

married people. It gave $1,000 for single people and $400 for each
child. I would like to see it go back to that. I am talking to tie
cold reality that you cannot go back to a $5 billion budget to sustain
a $37.5 billion expenditure budget. Of course, we cannot. I will
not ask you to answer, Mr. Secretary.

Senator LUCAS. I do not know who is advocating that.
Secretary SNYDER. We do not advocate that.
The CHAIRMAN. The Secretary brought il) the 1939 metho(l of

apportioning taxes, and that is why I brought up th 1939 method
of apportioning taxes and development, of the results,

Secretary SNYDER. 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 aml
come down the ladder we ought to take into general consideration
the way we went upI1 the ladder.
The CAIRMAN. -Would you say that we can sustain a 37.5 billion

dollars expenditure budget and allow the exemptions that we allowed
in the 1939 act?

Secretary SNYjA. I made no such statement.
The CnI.mtMAN. Of course not,
Senator t0JCAS. I 1m1 glad you fellows are getting along so well.
Secretary SNYDER. We get along all right.
Ti CIIAIRMAN. We are in the state of perfect agreement.
Secretary SNYDER. We are getting along all right.
The CImMAN. I even got the Secretary to ac,.ept one of iay

assumtptions a while ago.
Mr. Secretary, on page 6, you said:
Ho far as I know, a flat percentage mt lit individual income taxes has been

made only t wice before In the history of the I'eFderal invoymn tax, l'lv first tile
wasin tit tho Revenue Act of 1921, alahleabic to 1023 Incomo. That act made a
flat 26-percent reduction but exerlI),timns were greater and rates on lower ll'nn'5
were 1uich loss than lltuder the present law.
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What, is the operative force of your stfatemnwnt that the "exemp-
tions wetre g*eU cai and the rates ;)11 lower incomes were much lessthall unher presvlt law?"

Serent a I"v SNYDER. a. '1'his was a matter of the historical Imckgroumnd
onI across-ile-board tax cuts.

'flu 'HAIRMN. 1 1111t. at I liaguage does not, under your vicwloiUt,
ldd to or de ract fro1 the menri ts or lack of merits of a flat percent age

deCrolts4 ill t uXcs, dos it?
Secretary SN Y Im. ' rpe urose of that Itwas to point, out that at

that ti ie we did not halve us hrond a hese Il11d there wereI not Its many
pcopl affected by it.

'he AIRMANA. I SNP.
'ime first ltv4eiu Act of 1940 imcr,'ased co crylbody's tax by a tlat

10 percent. I invite y'our at t t ion to that.
Secretary Snvdr. Yes.
The (II1uM'AN. That i additional precedent for going iii) as well

as down. Does Iiot a fi1t 20 peireent, or fily othet'r fiat percent, of
'eilct ion ill taxes preserve Ole txisdiirg rate of progresss shown, regard-
less of whether we approve ol ' hat rat, )f progress shown?

Secretary SNY1)Eu. 0111' tfaX ineophe .A.a 1ot.
The (HAIRMAN. It does not?
Secretary SNYADEr. Is i1ot that the contention?
Mr. Slua. Senator, that is explained ill the second paragraph onpage 6.
The CHIAIRMAN. You are talking there about, increases in margins

of spen dahility, are you not?
x1r. SitERi. A fatt. 20 )ercent cut of it 20 percent rate woidd mean

a reduction of 4 percentage points.
The CiAIRMAN, I nim not talking alout rates. I am talking about

taxes. )oes not a flat percent, whatever it, may be, cut in taxes
preserve the prior rate of progresivenes

Ir. Sutmi:. 1 (1o not think so, Senator. That is what I was trying
to explain, that if You have a flat lerltl~iage cit, ill the c(Case of it man
subject to a 20-peicent rate, he gets a 4-1)oint reduction.

The ChAIiMAN, You are talkhig about late, not, taxes,
\I rF. Tht a l'(ets the progression). I want to indicate that

a flat 20-percent cut, takes off 16 points from an 80-percent Ivato and
only 4 l)oints from a 20 er'eent, rat; anid that. means that the progres-
sion is reduced. The slope of the curve is Ilattene out by such a
reduction.
The ('IAnItRAN. You say that the rate of progress shown doe not

remain the same if you take off a flat percentage cut in taxes?
Mr. Sum in. That is right.
The C ImRMAN. That is your theory?
MI. -Siu s. That is right. Tlint is explained on page (1, ,Setator.
The C( !AIRMAN. The second and third paragraphs?
Mr. Smwi. The second paragraph.
The CUAirMAN (redillg):
There hi a siginitlcuit difference betweeti it fint !>prccidage cut i existing tax

rat" and A iiformi redtit ih of a vcrli lmn uutlr of ptrcetitago 1)0ot111 Ini vtach
bracket,

Is th t yor point?
1Mr. Sitnmur. If we were to draw a chart of a flat percentage cut,

you would find that tih lines wouhd'(ivei'go its you go u) 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 adjustmnent in exem)tions at
the bottom, you will find tiat the lines will run parallel. Keeping
the lines parallel means preserving the progression. A flat percentitge
cut across the board (loes not preserve thTe progression. The point,
is best illustrated by the following chart. (See p. 101.)

The HIIA1hMAt. All I am asking you, again, is, I think you are
operating on it differentt theory from the point I put to you. You
say here:

There is a significant difference between a flat percentage cut in existing tax
rates and a uniform reduction of a certain number of percentage points in each
bracket.

Let us assume that is correct. However, does not a flat percentage,
whatever it maybe, reduction in taxes preserve the rate of progression?

Mr. SHEnp,. You get the same result, Senator, whether you cut the
taxes or cut the rates.

The CHAIRMAN. It might well be.
Mr. SH naF. Yes, sir.
The CHAIRMAN. 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 your rate of progression?

Mr. SHERE. It is my opinion that it does not, Senator.
The CHAIRMAN. Let 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 Tenne8see (who, I understand, ias making
your point) Is of the opinion that the present progrewive system is a fair measure
of one's ability to pay, then a uniform percentage reduction will 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, he continues to
pay 10 times as much as B after the uniform percentage ro(hlct ion. Oin the other
hand, if we raise exemptions or reduce rates for one group in preference to another,
the effect is to disturb the existing ratio.

For instance, under present law, an individual receiving an income of $50,000
pays a tax which is 27 times as high as that paid on ali income of $5,000. [Cuder
a flat 20-percent tax reduction, the $50,000 nian still pays 27 times is niuch a
the $5,000 man. If, Instead, exemptions are raised to M1100, he will pay 28 times
as much, and if exemptions are raised to $1,000, he will pay 31 times the lax paid
by the $5,000 individual.

Passing the exem tionx part, do you agree with what was said?
Senator LUcAs. Wlose statement is that?
The CHAIRMAN. Mr. Knutson, Chairman of the House Ways and

Means Committee.
Mr. SHnm t. Yes, that statement of fact one cannot deny.
The CHAIRMAN. That is all I was asking.
Mr. Sun-ra. What is generally viewed as progression?
The CHAIRMAN. You were throwing something else in the conver-

sation. I will be with you on that in just a minute. Did I make at
correct statement?

Mr. SHuEn. That is a correct statement.
,I mean just that part of the statement which says that the relittioni-

ship between the ti&xes on different sizes of inconie will remain the
same. That part of the statement is ,orrect, but that is not my idea of
what constitutes progression.

The CHlAIMANi. And the illustration which I read you here illus-
trates what I said to you, does it not?
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Mr. SuAmm. The figures are right,.
The ([IKAIRMAN. X our answer is yes?Mr. Sit mm. Yes.
The CHAIRMAN. )oesi anyone wish to get into youlr theory?
Mr. Snmun. Senator, if you rej)eated it flat perctentage cit, several

times, you would find the line which draws the picture of how the
taxes fall on different size of income flattens oit. This is what ha1ppenis
under 11. R. I as shown in the chart above. Now, if we repented that
process of a flat pepeentage cut the line would get flatter and fatter.

The CH1AIRMAN. %Would the relationshil)s stay the same? Would
the $50,000 man cow ' inue to pay 27 times as much its t he.S5,0001 man?

Mr. SHiRE. Yes.
The CHLARMAN. The relationship would stay the same?
Mr. Simrer, It. would mean that the taxes stanl in the same rela-

tionship ts described in this table, but I do not think that we would
draw from that the conclusion that there has l)een no change in the
progression of she taxes, because the line wouhl obviously flatten out
very greatly, and it is the steepness of the line that really measures the
rate of progression of the taxes.

The CHAIRMAN. If the relationship is a fair one, and that has never
been determined, we are all dreaming about having some progression
tiat 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, the flat percentage reduction in taxes preserves the
relative relationships of the taxpaying parties, does it not, just as
illustrated?

Mr. SHiits. Well, I would not agree, Senator, that it preserves the
equities in the situation. It does not preserve the same degree of
progression.

The CHAIRMAN. Is it fair that a $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 more than the
$5 000 man?

Secretary SNYDVE. We cannot maintain that all the way (town;
when you take this lower man out entirely, and he is not paying aily-
thing, the man with the $50,000 cannot pay 27 times that and keel) us
with revenue.

The CHAIRMAN. Under the theory that you have advanced, Mr
Secretary, under your own method of l)ppl ilig a reduction, does 11o
the ate of progre.sion constantly alter aA )etw,en the parties?

SBecretary SNYDEIR. I leave that to the techical staff.
The CHAIRMAN. I think the curves show'that, do they not?
Mr. Suitar. I am not sure that I urderstand your questiou,

Senator.
The CHAIRMAN. So that we can get it absolutely clear, give me

your theory of the way to apply a reduction .
Mr. SumEm,. I was just addressing myself to the general point of

what constitutes maintaining about the same kind of progression as
under present law. To me, progression means i',rnilng the rate as
the size of income increases. Progression is more when the line relat-
ing the rates to the incomen is steeper, an(d the progression is less when
the line is less steep. If the lines relating tax rates to income stay
parallel all the way up and (town the scale the progression is unchanged. .
If the lines diverge the progresion is chiged., Tho steeper line iudi-
catee the greater progresion.
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Seniiator LUCAS. It May be.
Mr. Sil1Ei. If those fities diverge, if tile line. under the, proposal

flattens oiut arid yoU have it wider difference at the top of the scale
than you have at the bottoni of the scale, then I maintain that, you
have c.aiged the present progressioll.
The (HAIRMAN. It May le that we have fallen into a quagmire of

(letiuition of the word "t progression," anid I thtitik there is some diffl'r-
ence of opinion on what is progression; so I will simply ask you again,
)oes a tiat lperveitage decrease iin taxes )reserve a I lationship such

as the o1e I illustrated to you, 110 matter what the percentage maybe?
Mr. Snmu,,. Yes; but I do not relate that to our discussion on

progre ssion.
Secretary SNYDER. No question about that.
Tihe CIATIHMAN. How many )eol)le woull the $500 .pecial exemp-

tion for people over (15 take off the roll?
Secretary SNIo'm. 825,000.
The CHAIRMAN. I bring that out Ibecause Senator Lucas, I believe,

was under the impression that no one was taken off the rolls under
this bill.

Senator LucAs. I understood that.
The CHAIRMAN. 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 sit uated persons under (5 years.
I suggest, Mr. Secretary, that puts you into complete opposition to

the theory of our socittl-security system.
Secretary SNYDER. Oh, no; that is the, place to take care of it.
The CHAIRMAN. I suggest that it puts you into opposition to

your solicitude for all of those 20 special cases involving special
groups which you mentioned a while ago.Secretary S n'i)Eit. (h, no, su. Ihe place for this old-age group
he taken clre of is ill tihe Social Security Act., That is the very 1l ace
it ought to )e considered, and not in tel general tax bill. We are in
COiII)let eagi'eelliellt Oil that.
?he CIAMMAN. You put it on the basis Of discriilnation. You

say:
I do not twliwev that it wold be' fair to itereiase income-tax exemptions for

lrsons over 65 years of age aid not for similarly situated pwrs tms under (15.
Secretary SNYiDER. Ini the general tax bill.
Th (.11 AIRMAN. In other words, you do not Oppose the proposition

of i~g thiR special type of relief to people 615 or over?
ary SNYDIR:, tender the appropriate form.

The (01tA1MAN. You are ill favor of it ill approlriate form, but lot
here?

Secretary SNYD)ER. We just (1o not fee it ought to be in the goleral
tax bill, but it ought to be covered in the Social Security Act.

The (?HAIRMAN. I think it is perfecttly apparent that there is iu)
other proposal before us at the time to give that kind of relief.

Senator LItcAs. If I uudestaind you correctly, if they do place this
clause in tit, tax bill then there should bew no discrimination In respect
to the age there. Those who are under fi5 should be treated the same.

Secretary SNYMnt.. I.omeoe (14 years of age may i, in just as bad
Shape us the one 66 years of aige',am a man ti6 may 'have a go)(1 healthy
income, whereas the one 63 may not. .0
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Senator LUCAS. You are objecting to the principle?
Secretary SNYDER. Yes, sir.
The CHAIRMAN. I suggest that we art, talking about tax reduction.
Secretary SNYDER. That is correct.
The CHAIRMAN. There is no place to accomplish tax reduction

except in a tax reduction bill.
Secretary SNYDER. There 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 people under social security, if they are
entitled to it, but not under a tax bill.

The Chairman. Why that punctility as to one way or another of
doing it? The point is to get relief to those people. Why not by
taxes?

Secretary SNYDER. Because I do not think we ought to start giving
special group consideration in any tax bill.

The 0HAIRMAN. Let me invite your attention then to the next page
of your statement:

Subjects that will need to be considered include the taxation of dividend
'Income.

Are not the people who received or receive dividend income a class?
Secretary SNYDER. Well, that is a matter of incentives.
The CHAIRMAN. I do not care whether or not you call them incen-

tives. The benefit would ' to a class, and -that is what you just
opposed a moment ago. rou go on to say that subjects that will
need to be considered include tax treatment of different -orms of
business. Does not that include consideration of classes?

You go on and mention consideration of loss carry-backs and
varry-forwards and depreciation, family income and exemptions and
other matters; and every one of the things that you mention here
involves a class.

Secretary SNYDER. That is right.
The CHAIRMAN. On page 7 of your statement, Mr. Secretary,

there is this.
Secretary SNYDEa. But Senator, there is one thing about that,

about those t~hings. Anybody can qualify for the things we have got
under consideration.

The CHAiRMAN. If he comes within the class, and anyone who is
65 or more will come under " one.

Secretary SNYDER, Yes; but I cannot decide today I want to be 65
and be 05, but I can become an owner of a security or I can got into
business or do anything by my own election.

The CHAIRMAN. If you meet the standards and the classifications,
and there are lots of people who are 65 today who will automatically
come under this.

Secretary SNYDEn. We have laws that relate to them, under which
that should be given consideration.

The CHAIRMAN. I think you have fallen into a grave inconsistency
when you do not want to treat this on a classification, a class basis,
when within another paragraph or two you are treating half a dozen
things on a class basis.

Secretary SNYDER. I do not agree that it is an inconsistency,
Senator. /

The CHAIRMAN. I do not want you to agree with on inconsistency.
Secretary SNYDER. All right,

/.
I
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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 week, I introduced into the

Senate a bill as a substitute for H. R. 1 known as the Knutson bilV,
and I presume, technically speaking, that bill is now before thi
committee, although we have said very little about it.

May I inquire whether you have had an opportunity to make an
examination of that measure that was introduced on Monday of last
week?

Secretary SNYDER. 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 be passed, 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, soner or later, either through yourself or some member
of the Treasury? I know you are a busy man. If you could have one
of 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

$500 to $000, 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 dividing income between
husband and wife; and the third provision of the bill is reduction by
two points of the surtax rate in each surtax net income bracket, which
meas saving tax payers about $3,800,000,000. This bill wovld not
go into effect( until January 1 of 1948.

With that brief statement lot 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 retroactive tax legislation at this
time would create a considerable amount of extra administrative
work in the Treasury Department?

Secretary SNYDER. 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 SNYDER. $751 million is the estimate that was made.
Senator LUcAs. $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 witi that?

Secretary bNYDER. Well, it would be on 1948.
Senator LUCAs. That is what I am talking about, 1948; there is no

doubt about that?
Secretary SNYDER. That is what our fiscal secretary says.
Senator LUcAs. Is not it possible if this bill was passed, not any

of us being able to see 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 SNYDER. Nearly all of them. Sone corporations are on
a fiscal-year basis, but the majority are on a calendar year.

Senator LUCAs. 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 effective 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 it would, but lie is going. to follow me from the Internal
Revenue, and he could tell you more about that.

Senator LUCAS. Referring to your statement, on page 2, you say
this.

Secretary SNYDER. He could tell you about that* more accurately.
SenatorLucs. On page 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?
Secretary SNVDER. We certainly feel 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 whatt the expendi-
tures of Government are going to be?

Secretary SNYDER. I felt like we should definitely know what the
expenditures is going to be.

Senator LUCAS. 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 are starting out, Mr. Secretary, 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 1)e for the coming year. He said that we have to have
that in order to forsan intelligent opinion here as to what should be
done. I counter by saying that the only way th is Congress can inform
the American people about a sound tax program is to find out, first,
what those expenditures are. I heaittily concur in your statenetit
made hoe on page 2.

Another statement that you made in reference to H. R. 1:
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.

Do you agree that the increase in the exemption from $500 to
$600 end the increase from $1,000 to $1,200 for married families would
have tendency to meet the objection that you rais6 here to H1. R. 1?

Secretary SNYDER. Well, as I said, we have not gone into that.
have not had an opportunity to go into your bill.

,Snator LUCAS. I would like to have tei Trasury exports, if they
will, draw up for me a graph or chart that lho gentleman was talking:
about but a moment ago. I would like to e how the curve of H. R. 1

# o / t

S
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compares with the curve of tile 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 LUCAs. Thank you.
I think that is all I have to ask at this time. I will have some more

questions when you gentle.iieii cone il) with that infor nation we have
requested. Mlr. Shere is silfing. I know he knows all about splitting
fa.r'il, incomes and so forth al so on. I will interrogate him later.

Th'o CHAIRMAN. Senator Byrd.
Senator BYRD. No questions.
The CHAIlRMAN. Senator Connally.
Senator CONNALLY. I have no questions.
The CHAIRMAN. Senator George.
Senator GEo1RE. No questions.
The CHAIRMAN. Mr. Secretary, there is the question of whether to

maintain a Treasury decision that seems to make it impossible to
grant stock options to young executives. What is the status of that?

Secretary' SNYDER. 'that is under very intensive study right now.
We have given it very serious study.

Mr. O'CONNELL. We are pretty near to the end of that study.
We are writing a report on it and can make it available to the Senator.

Secretary SNYDER. We will have a report within a relatively short
time, a week probably.

The CHAIRMAN. Would you be available to Senator George and
me for a discussion of that?

Secretary SNYDER. Yes, sir.
The CHAIRMAN. I believe I am correct in saying that we think that

there is something within the powerr 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 ill and take over the
load of the older fellows who are wearing themselves out on the job
of running this economy,

Secretary SNYDER. We are studying that.
Senator LuCAS. I would like to place into the record at this time,

an editorial that was in the Washington News of last night, entitled
"Think About Next Year's Taxes." It deals with the bill that i
introduced.

The CHAIRMAN. That will be included at this point.
(The following article was submitted for the record.)

THINK ABOUT NEXT YEARS TAXES

One thing in the tax bill proposed by Senator Lucas of Illinois we like better
than the Knutson bill passed by the lHote.

It would make tax reductions effectiviF Jahluary I next, rather than January I
last. Tax outs would be wholly antillpatory. If th e Knutson bill became law,
tax outs in substantial amounts would be retroactive. It would put a mortgage
on the surplus that Is being built up this fiscal year. It might even force the
Government next year to borrow additional money to rebate taxes paid this year.

Even the suggested compromise, to make the now tax rates effective July 1,
would mess tip the books. Most taxpayers pay taxes on a calendar-year b.sis,
ald already are paying 1047 taxes at present rates. That is money thie Goven-
ment should continup to eolloot, and should keep, applying any surplus to reduo-
tion of the public debt.

By making the tax outs wholly anticipatory it i* entirely possible that revenues
may be increased rather than diminished. 'the definite promise of lower taxes
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nelt year soul]i effectively encourage the starting of new enterprises, the expan.
slon of old ones, greater production, more Jobs, more wealth-and from the
expanding 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 behind demand.

The CHAIRMAN. Mr. Secretary, thank you very much for your
statement. %

We will meet again at 2:30 this'afternoon. At this time we will
adjourn until then.

(Whereupon, at 12:50 p. in., the committee adjourned to reconvene
at 2:30 p. m., the same day.)

AFTERNOON SEMION

(Pursuant to the expiration of the noon recess, the committee
reconvened at 2 p. m.)

The CHAIRMAN. The hearing will come to order, plese.
Mr. Sherwood, will you state your full name for the record and

your present occupation?

STATEMENT Of W. T. SHERWOOD, ASSISTANT COMMISSIONER
OF INTERNAL REVENUE, ACCOMPANIED BY THOMAS C. ATKI.
SON, ASSISTANT TO THE COMMISSIONER OF INTERNAL REVE
NUB, TREASURY DEPARTMENT, WASHINGTON, D. C.
Mr. SHERWOOD. William T. Sherwood, Assistaut.Commissioner of

Internal Revenue.
The CHAxImA?. As I understand it, Mr, Nunan could not be here,

and you are pinch-hittin for him.
Mr. SHERWOOD. That is correct.
The CHAI MAN.' Do you have aprepared statement?
Mr. SHERWOOD. I do, sir.
The CnAIRmAN. Proceed, please.
Mr. SHERWOOD. Mr. Chairman and members of the Finance Com-

mittee, I am appearing on behalf of Commissioner of Internal Revenue
Joseph D. Nun'an, Jr. The Comnnissioner appreciates very much
your invitation to comment on H. R. 1, and has asked me to express
to you his aincere regrets that he is unable to appear personally
beca use of unavoidable abscace from the city.

Our comments will not be directed to the question of whether in-
dividual come 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 d(etermination by the Bureau. We are, however, vitally con-
cerned with the administrative ticets and management mechanics as
alo3eted by the prposed tax prediction.

On Mwich 13 the Cxmmissionor appeared 'before the House Ways
and Means Committee. He stated his views respecting the admini-
trative afi,;te of H. R. I as thou proposed. The bill as passed by thQ
House diflfoer in several important respects from the proposed measure
upon which the Commissioner commented. There were fower tax-
payer complian(ce problems and less administrative and enforcement
dicultias in the earlier draft. The administrative feature of the
earlier draft. appeting mast difficult related to the'limitations imposed
upon the additional examptions to bo provided for presons over 05



INDIVIDUAL INCOME TAX REDUCTION

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
complications posed by provisions of the bill now before you.

The Bureau must in justice to the Congress identify for you pro-
visions which will tend to complicate the tax forms. It will try to
point out how you can get substantially the same result without many
of the complications occasioned by provisions of H. R. 1. We ought
to avoid, if we can, a repetition of the experience following the release
of the 1943 income tax return forms and instructions. As you know,
public criticism was widespread and persistent. This criticism was

veled at all of us--- Treasury Department in gen-
eral, but partic Bureau of I Revenue.

Following tt experience, the e Joint Committee on
Internal Rnue Taxation and of the Treasury Department in con-
junction .'ith Bureau re sonMy proposed" rogranof
ing si4 cation ch 0. The ommendatians were adopted
and d ectiv t e Indvidual come Tax At of 1944. Our
p t ineoni~ rotutn forir* apt' instructions require fewer comn-

i ions and , twep 14 iilui drstandii* by taxpayers than any
fors in the history 0fUt4,1 4eraI jnco# itat. Of couI e, we are not
wIly satisfied with t#,*etui nforiis ihey.stand. I is only com-
m sense t4J contin 11t$orts to uinip y thein. We s uld be con-
s tl ale a ' a.a dta f rqt I ts which nd in the
o to dircto1c

HI the reon 4 were =Nin in 1944 for s' plifying the
in vidual in'm io stom re valid today.

derH. itis i I t4. *ion nswillincur
in e tax li 'ility for 1947. The should e prove with forms
whic will permit everobitp4yer ascerTin his t with the leastpsi effort and. l~itainty Thlrji 'taoi oert. Thlelisould be obscurities that
might use him t. paf,,or or Ie-than his ful tax liabilit
The tas administeiinn Arroad-base inco, tax can be greatW

simplified ait4 facilitated d tax forms are dad which will enable
the least-,noi4 taxpayer to understa e basis of his tax com-
putations. 1, , -"

In order to visualize Ifltnce of H. R. 1 in terms of how it
will affect the taxpayers, the tax forms have been redrafted to conform
with the provisions of the bill. Copies of these forms are included as
appendix A.

(Appendix A is as follows:)
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APPENIiX A

TAX FORiMS TENTATIVELY REVISED To REFLECT THlE PROVISIONS OF H. R.1
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1947 INSTRUCTiONS FOR FORM 1040, U. S. INDIVIDUAL INCOME TAX RETURN 1941
GENERAL INSTRUCTIONS
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tieeaeseslteebee~~eselteaeefsellA 4miarseyeee 1e..tpst ( eis) sd 14ahAbeitwal lssae Cells.
efter leebeeseoy X~ IM Feet further irdeetretse eeeeetee dsyetaaxiie
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INSTRU( I'lONS FOR PACE 3 OF FORM 1040 1..
Place toearigoiaede pa.o 3 of Form 1040 for easy riefirence

D 4IiITh. tao1,w.crat4ocaeoo devrab itasis of eoponoaitiirso and 1 lsc wicha you may Itemise* an4
t"I ier. .savoI ottoitofi vWte Is"0 tashe tax table en posts 4 nt ae the0I standeod aicolutton of 1SW a line 2.of the Tees

it% pais, aqe at leotire. 16 trt oo nAfturvi atidl I*"**s of aloe.. olaacee arnotonted to n.orc then 10 porcnt ofpr~o l~eal co"40.4 " eooe t1e. 414504 yoW toilVtal toraine as.e, *#$1.00, it still ctccoilncrly be to youor edvantare toltaeti
tirc on pose I *I ervcn Ies to You doe..,yo ravse at terepoe your ton so inadicated at the bottom of that pagre.

Cont~ributionsa

eob to q.00ea ft ~ --. axis ceotaW efviOratioii W 4 aod ort-sta btteoer.cI toAovArwq 41,1tati
Interest

tee- nfviok#*it.0rW o.0. t11at WW AMac. -* a."to. ec i... i-Sn ytweret cb eavrally laabll to italic the rpayffiect to ijvr.
i a. Wba..4 rcata ti~a *,A tai .et doot - oo .4vw.h,Iil brteroi eor a ila cpor ifiiit o a. be cfl tao

* eda em usettot DOO w dAoiOt aittocat @*A so heMS fi
Tawae

Oeh~~~~~~~~~~~~~~~~~~ eav4 oa414WoddetdYa a ~.c ,~.oo~ eaa oro vt Federal Woutr It.r. Of 6eV CIAtecr. MlhrrItOtr. legacy. Uaerca
J=7ta tascrMAM tow r&I teate toeceococe thoe I. W1t 1,4. e. stan. cit tamcof teat OaVO toavas .o a erotair al"At h, are p6.4 fcr
oraaaoie aweoae lowbe#* toeda orrc. the vfelof ytewt paop oeb h rot ~ a ehte h olvrt e. t aet.

oty ea ydedti Otoc hed ca~l elittaci tot ~ ."Mtt tre~ buot ra~ th tau t Schedaio B of C I). oat dodoet
tan.) Wolo athiet hat i ofye 'Aat so bert they wro In uoe a .l M', to er toaa e r eatta cc of t i ts. but
sens do cosao a Idoe art easpeae oci apa. the '.. eo td ae, sAb taus, atttootaoetio, to your 6loer tActiotrc ay be oledoteol to

01 d t- ecpeuaoty 6"atol by litherto to tie consea S=iaed~tOr~Fooo atteooytscaeotddrtob.b tpte
.oe. -Aso" o From Fir.t. Storm, Shlpwrftk, at Other Casualty, or Theftcd()to

Y# my 064 6 m wffi A col pr 7t becco 14to"aomn ec ceveceton "atiod) cad todottag it " () salvor vtk adoc. an
Woo, aatrshe. firs. sae.', xpo.a& W toetbe eotee. W franc theft DO eacto t MIOtfloc4 vt txttront tratctva Attach& itetttccit fuy cap"bee
debkt herl e ons -NO ,ele t" thobec u ro Ilium OCarnta, "r by tog the tto of ithe teow e*fcrthe pmo0y. teai soeving date acqatro.
oltteneatae =st .it. pse., pteoet do 16 . larortly. .tto b tcoft, oepesafit #ntprevrooo., doreoaee eorooce at!led u vatl..

Medical andI Dental Expenses
Yea my deoec dor ccc emmftt a# say toelieal heeaa detlcapinl o&lteeti OWked any GfAcrcott p0

1 
fort4 beotit MleL tOr bOccciottit kteecar.

peed by r-t elotemeO ow ota V"at ytrt. ocut (Wr lsaboAal t a fie. 6ea teoi oftoe to whomc peytofroita wetto ede tand oute aontcta
preate, cWWtdiorpteo 1d oeStoSo"eevo~sc4 deont al peycecce tcdu yoe 140tyoe by latcing the total of all
restI. HeraIb.#evt abotdt 110 yacetdab e aecett tad othec rol rccctvvd1 ito reetacc te c. ecyte osm o o am" &. 1e . W slim0I yot cltite vrire thee "rt Vaporoue. sttcotd From o Pei apt i a oeec tloact 5 penec tit hes total income ye.
Oat "%%mume. Actdeabe. betonfi ad. tO. war he ocde Aime rototed s "a 6t. pego 1. eoitcca4 ealtt Ic cee dde"t"b

Mlacelanisous
liattet aN ll awehtisfri doOttitticrd lwioeers an Vow nitre to the wde, (J) gammon;ltaeoe not cacai ;eci d as o ti rooted fat tke

usabedlats (a) LEpeeta efcecercd in the pritow. t collrtte to tocoel soe yr. (o) smetttici bead peIcatta ratIt tote Y e e stat In
Wen in tw eonseretro tO ifrowrty "e ifm the pr ottftc taobl ci the loeanial Rev~Cioct). r)) poor shaeof the intret ande real nett

c.(I apariiicete oo etettd tince ~tya mpetac w alta# 0144144 suce tsars pid bye atopprative spacosacot oitatton at ohitb yea 'cot atotact.

TAX COM UAION INSTR ICF liON FO R TA4XPAYERS-N M-J 'USING 'T AX TASLE ON, P-A-GE -4 "F* FO"RM 1640
1941 TAX RATES (COMBINED NORMAL TAX AND SURTAX SEV9O1111 11E1DUCTI~ON)

Front the flloing table figure your tax an thet ino on line S. pate 3. of lv reurn:
If tha amount on line Slo 1&1 nter on line SO
Not. evr 2,0 20% eofithe amount on line B.
Over $3,00 boot not avr, Qf 4.00.......... $400, plus 72% of etacia over $2,00.
(Oot: $4,000 boot net ever $4000. ..... $140. pu 24% o erct. ver $4,000.
Over 4.000 but not aver $1,000 1$"4. plue 34%o to Over 4,000.
Over 4000boo ne vr 200 ... 24. pi... 3$ of e~ccece ove":000
over 1,00bt noti ever 41,000 l3t400. p us 42 ofcesovr520.

Over L1,0 b it ever S1120100......... . ... 46.2.00. plus 34 # o & eore cr 25,000
Over 12,000 bait notee 1,008.0.pue5~0 cet vr4600Ovr 2,000 boot net o14er 52.0........ .00, plue 43 of tires. eoer $20,000.
Over 42,0 otntoe 2.0...... ... ,30, plus 47 vil excess, over $12.000.
Over 16000 boot not ever WON00............00,7400 pOtO *0 09 ocr. ve 326000.Over $2000 boot not Ovr 620.000O.... ......... ..... 42,00, lts 61% of :.te vr It 0.000.
Over i218,000 boot net ever WA44,000 .. ............... 2,20, poo.6IS of :&Ctsa ever $44000.
Over S44,000 boot not Ite 88,0....... .,50 Pluts72o of ecesa ever $44000.
or 4,000 boot not eve :.0........810. pus 411 of auces ove *1000.

Over 070,000 boot not eove $40,000.. ............... $ 4,110, uls 46 ON soie user 7000
Cost $40,000 buet net eve. 4.000 .... .... ....... 8.220, pmee 41 of tortet ever 000,000.
Ovet 440.000 boot no ovr01000 .................. 41,620, pus 72 of otte*" over 090,000.
Over 0:000 but net evr61,0.......4,2,pu $ of e1oeass ever $10,00.over 02000bo etes 400....... 41,320, plta 30% of sore.. over 660,000.

Ove $300,000..........0........ ...... .......$144,110 plue AS% Of eate" verI $20,000.

Adjustenert on lUna 0, Poge 3, for Partially Tax-Exempt Interest
1 Yccita411bfetr dooltctioth ie rocekdsvrd Its to beI tOtee *e liA 101n111 (t Into v4lv) 6Weto pete to Motrb L 19411 'It " faoc t ~ls6 #"tal 114eolJAIC by Ipoticth of ary paitlly tastrovt Wteiset irr suore tltcalitie of the Luvttd Selts lit"o pier te

Poi so it"e youor it, etteab cc osplaxiaotey stattoroet. stock land barob.o); and (a) ..bv~dacd t sbut ectteUi eteravl savings end
,ltes lobe6 cooir#~c4 in the adjustaorot io i" re (e) hetoet ant t6e beau aeetcioef Vt th ? whert isrseed poier to Mouth M4I tOL

mswat m ,000 of Unted States savings hendel (at velt) sad Treeccty
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INDIVIDUAL INCOME TAX REDUCTION

DECLARTION OF ESTIMATED INCOME TAX BY INDIVIDUALS
FORM 1"49 "ND INStRUCTIONS

.1. PURPOSE! OF OOLARATION.-Tba purpose if sts. dec.

lie. d hoso. whl tea. Wog Tio t,;;;" 4.dossieudejog

Evry "sait uesle en amiesol Incomee tax s dw5, &Me h clos of the
iothl yew. As %bat tim. e mel "ay soy btl-c u Inao dae athe ye...s
leateor sovad sbove the mW~ io sea mu w Uhhl from bo wope

2. WHO MUST MAKIE A ORCLAMATIOH.-A declaration
moos be mae oo ea Wineds ch IS. ysa cilaco rauldif thoe
Uslio see01 ahocs t o toev 1172 "

soesc esoboo# wn&-fo iimd 1 .ta oo s C a meerio -opk
Wish odpeoe Careigps ow aat pulwiOR

(#) loom#e froms oll oslo. sourcesi 0n erai o $ A l0 sovde kit tow
Inoel is cpeictod to omount s 5110 ora.

Thos. Iifc 1947 Income leo wages suect so withholding Is expected

deaisfeti.oe If ye s a*@ to susir is 1947 out wjos noibjocs so
wilsohldlas-fo. yem,,j Wo spiloOaool Iloo. sO dooeKu ele1--
W may ieia (toe o 74= lot*6uots of eleeo from propesy tosi
*Cosof at a busiess or ofeulee. met vait file a dclaaalc If vow.

1947
1047 incme 14 expected so ceased she smouns #Ped MnP-ogsPb %9

1w d"cding wboihet you muest bOs deduectioe. y'ou ldW ettbide boe
vm10wsyitswhich vii whsollyoeept Iwoia suc~sehu mustinbg.

cot paW molaied pessoofsO. she lest $1.50 of seqtat ote
of~~5 00500050505es contributions s acihy family

leweecoo. sod otecls orsisy Leolts.
Thee eilu lt o aso to es who et residenof uCanadaoc Mosko sod

whoe wga solei s wlkhodoo 1 s~o cusiy.Osh.. eoar"st
sllow.a cs eo ejuled so bik declaeseoos.

It4 1"" Of o or at r wet, sos5treottis ees, beaolof
*1101 01M 46 woos at AQ*

I NO0W TO ESTIMATE YOUR TAX FOR 114?.-1,to spedol
work slises ot eestitig yor tax we necessy this yie. Vf you mod*
o 2946 raees to Foem 1040 and expecs yor income. tumpio. amdLa.
dociocit jp 1947 t0 be she semas t hey were Is 1946, yet may copy, a
line I of yaw 0947 declasuion. the tex shown1 is gmld76yOIMtl9lOteS.
withoust "ins soy sepaeate Comuttosno.

1f you apect YeOU income, trimptiaeo at ddeaelaee to be ddteereat for
114.705 should we she 194 Potso 104 os 0 Pido in bigueeo Yawt
"Uisauwe Inomte Tax (or 1147."

The smunt so be wishsheld ks yaw wagsen 10147 easy be caimanom
by multiplying te swwot withheld In yaew sia pay-eell peelod by she
astetitf poy- eoU stoda you ezpsCcso work doing she yen.

P #Ar oTM*8 was5 FOR 57J0?a il vE CFIQ*

RAMbdeovS.----e -1eedtro 97 hwbs ido o 1o uOro 947~

2. lesluese Womm T"t Inshhed o.....h.w..h.e.dd....g ......ye. COPY..THESE........

3. UnTI2I TAX &I=t daluctisg iulisesd to wltlsM (iw ota I u is in-.......... .. WHICH YOU WILL fiLE

4. Lem; C.-dit lki. ovepymce shown noi IM reun(alw vWITH THE COLI=LEOR
ordi as md eo 10. i gs I , Foem t4o, aftl S -- E

36 V I* C4Wlkddsdorda.ewuoide "M cowooilW KEEP THIS COPY FOR
at puc olot"veoolea fct hio yo..............I______ USE IN MAKING YOUR

& U461O4 111104& DITMAIRD TAX (JOG S It no of ~ Ii 4 "s).... $ , ANNUAL aRTURN.

SSYMS AT IMW LOW 4 AMK PIM F6111 SILK KN WOK o*L~oban

Lu4 0=DECLARATION OF ESTIMATED TAX
Mds~ Ed~j5116" if~ my..O1ilo.- 1947

I hi dol a i" bo t ONs Lo rw * 'A v he"j,.....dta..yo,.. Is, . ... ...... ..................

2. Fso do gi ; Tax w~sitaid o oba withheld Acing vuli yen001o4...........
). 111517 ATE1) TAX ofse dedictil usluowd its wlItheld (lee.i I %au tiaft )..... $.........
4. low; 4. fe~t oe msyumao sho 1w94 lawsn (lrol s nl I

i"as test #leese I* Ieee 20. pope I. 'tim goo0 "t, 12l .

t &V vsld" of .4ETIMA1T TAX (uIN&I 5o ki h & of is" 4 Ad s)......

ie.t1e 01d4d 4elees. o - . . .'iio es5 E se

Vaised hrfi li*o palmy. On. ~
MV60.

118



INDIVIDUAL INCOME TAX ]REDUCTION

INSTRUCTIONS-Continuod

4. WHEN AND WHIRE TO FILE DECLARATION-
T o tcl~o smust be hl dJ of before Much 1. 1947.

i albe' o sarual . bthemCollectwort1lntteedl vmotu fdlstit ism which You expect to Lie yar 147 icome tan "tr

5. PAYMENT OF ESTIMATED TAX--Yoar caleited us
ly be'Iald ia fill wist the declaaion, or It equl qtalimea en of

areich I 1947. jean 1%11. Sioert iS. 1947. and Jtanary Is,Il l ie irtllla a* lmeotn llOo-y tiwll stki .
Aa.y credle for oeeYo(lear (lae4 i 1te decluarise) way be appaied

alalnac the filt etalmeat, U o ait Ii them t IIlm , the
blace may be iped aIlae e nea tll .

* CnMj*i 011 ag onM if AM. - An aL4ltoio a ealoa is
lhled praniat 97 years asifno or teer iee e great Iate

of 1500 e ate. health slimd it tial ee a senatailto report o t@ 4"it rossaillIises or , t to *&"sot orI" teat ne talast aasaaa ten piiLn; of i.es all lette
elas te, or %"fes it me ett a or a t avavers l.-

eat peletasai sesittl eelsi latery ne. r rilean to?
It te oase rad italomt fai u asevr e e r Navy be-
bse of "41061l en ae e Iay Pi4111011 amailtx. rleatmont
weg or aileeen felln stats Smp Ia pajtate) **"et f sar-

rlan roeatio4 by laair ty sl asae eason. It es n 05
or r 4 lteia 14tom of 0100 or ates etber a Itgrm iM"

eotelsl. to deil !t4tilt y"a 631r avity to fin a 441,L.
intlla or It atn"tid the Wevima of yoar tisettl d tot, you
414,01 latest s m S e rm amll "t e is a ofm ar 50.
If yet ile a jllts danlnlesalt tile iritamat alspSplta
41 reow o for lewt e ) if alo fr Il t oi O il tlat 6

tadistas oaelmo.

7. JOINT 11ECLARATION.-A )Inc densilea myr be ied bfr
hwuad sca wife provided oiey a bh o ltimea or rlidrat of te Unitl
Statess. H70enthough la elsrtion is fledl, separare, incoe tax etrns

for e hl eltbetaaIln you r94714csldald. in whlih cas the pym a
o!eal a a m bye vrontd s palmets by eltler the aaed or th
eeloormaybelnivi etw thm bes any p tlan.

It. CHANiS IN INCOME ON 1XIMPTIONI.-Ere
eAt4h You liteelo Match IS I aueb lbht you oe se a" apW#d en AL
ileim in a gt aies, Per ePoml Iami Of exermls my chase

so teb ros will be required to6le a declaion Iater. In wb case the tia
faW UJIg m falow: JiMr ll if tbe ohiaIg occan after Matcb I nd

fo l 2; Septeiber 15, if the chage occurs afe June I sad befoe

ri od a Asy s PAWis tvj W atson ci he ramainang paymnia

U. taet you bave fled a daeciarrloa, you fed bat yer e"tmated it
Ia aubsentiAlly ilcrsed or decenled " as ials of a cb nt in you lan
or exep oe, you should ie n seeded ddlrtico no en ena he next
ilang dale-jaae I. U147. setber 15,1947. orJaaaesy Is. 194W

An amended deuscmas ahoaM be mertd "Ameaded" and mast be
*ilaed with te Collector of lIerdil Reveuee with whom te orellal dedui.
6s0oe11t 6d, Aoy ieram or d lcrrta Is rdau d tiuld he spread
ertyly Over the r"Amilag intallaio Psyseta.

9. FARMES.-U at leat two-thirds of yaw gre intlacor is deiy,
how faming. Y" may ile the dedairatoi a an or before jsaary 15, 194S.
lascesadfrach 1 , 1947, It you waia until Jtanury is. 94, Ya msc
ahee pay abe raile balerxn of te estimated gas (item 6 of the sautici)

10 RETURN IN PLACE OF DECLARATION.-II, on at
bholarriaruay l!, 194g, yoe LWe yor 1947 income tx retera anl pAY in fall
thiesIe afx A . yea11 nerd nt We A decarana or amended decladetoe
which woald otherwise be dut oa that date.

It. FISCAL VCAR.-U yet ile your iacome ae rter n t a 6aI
year beat, Your cissi for ling the dctluaiio aod paji; tb etstimatld tar
will be the 11th day of thelst m th of the fist, send,. ad bird quiuaroa
car l ye", sad. dhe 11at day al 'be it svoalb oflyast eat LAnaI year.

1L PENALTIES.-1-be following peliltie tare imposed by law:
Forfeoline dafenolulauievejatin to Put solotad tee-Fire ptrees of the
unpaid amout of tch insallarxe imt, pica I Pcent for each month 7
part c0 a month (except the futt) drialg Xh such a1.muAt arenaz; unpolt
p ton maxlmm of 10 prcot of the ucaid aiunt of aa~h aaitlimet

Fm tAwitiut ran sox P move rAe 20 e oset (1% ptaae jr fiewe, Si-la
Ce U abe entict sh1ia13 n0 ailat e nhot tmort 4 thi e rjamsia by

hich tet .imsis fAll short of so percent l ih tan (or, in The care a
farmers, 66 pasrar of the ta). Thi penalty will no apply lithe sfati,
Spend tat fort I41 it Competed on 1946 ale at 147 tat t so e api t rs,
and Nal on time Ia equal installments os i pd ahead of ltie (o, in lt
co nufalefIa, I p I n fail ea or before l lnry I 1t41).

Pietit povide for willfil feilare to ake a retase or Ioe williflli
asigall tisrroe see likewise ti A ata t n tarals1"

OETAN AT TMn UNQ

119



SOWIS W77ONAL INCM TAX MSW
the.5 C oneet ow 5hook of simloee'e oew

1. writs total of wees shows an this sad all
poor other 1947 1 thhotdist Statesets S a--

Atesk all risma RAtbotie Statemate (lee I-I)

a. Write total of all Othe swas. divid4eds.
and Interest - -

3C Usne 2 Is peer s5. ;t 5f ;0s bed MWtbeincom
seetk as Pa. etc.) wee ee 1540 instead of this fee.

S. m limes I sd 2. Write total here S
. Line S &a Wo sor ee. use Vom noW listed of this tw.

4. yP wae & mettled person Is 1941:

. rit same of yomr wife (or husbed)
b. id "our wife (or bmbasd) owe *sp iscemeP -g' tes' -e Ie')

it so. is it included is lime 3?ls.o
. If I a cudos Leme of beth bso ob d wfe,

show hsbsd's is wife's IScos.
Tmh 0i b emae sd to dle miaoe aittes en eveowsed or sepeanto

5. a. Aeo yM " Flare of age or overt _ _

b If tls is a coa"bied retur , is

yew wife for hua~hnd) 6S or oe orP

If swer to a or b is *To** see Iastrwctie Ubet to

determine bother yea ams use this forM Or mst use
lora 1040.

5. bat is your beccpation
it tIs is a cm&ed return. els state o wi ee tiesm

Ow. wil h e counted for~ 790 'as* &lso will be cousted fair
or wife (fr hoabsad) * she (Of %&) had income sot i-

cluded in this retura. Terofor*. do sot list below yoursell
ot your wife (or husband).

%7f e eo 4S "ae of &a or ever on Docombet Si. 194?t.a
sdtioat eemption will be counted for Yaw., IT Yoar wife

foe hubbandl we 1 yoern of agoeor oee O Docembe Si
1 47. and she (or 9e0 had pose I of of sore In-

Cluded is this roturs, an dditi.5al sest-on wil be counted
for ber (or hbit.

In Additlo, P.*O 5 Itit be cowted for ssek.dtOpeandet you list

helo.=.h deonfnt listed most meet &Jllrn@N of the fol.

lowin conditions: .

a. 1 r she received over half of Vis or hot 1947 s ft

Yrmyou.
b. S or she had les, thas SOo iscom is 194?.
C. so or she a a close relative as defined Is the i strc-

ties.
XNM ." I- this is s caied return of husbead ied 11to. I2st dewofasdts

of both and write letter W after mes of spoets amortted by wife.

( Wm a 
( Ibsl tio -ehi pi

(won I If y seed ete @Pce. attach list. (Malstion
p

hip.

I dsier waer too pealties of perjury that the feregceins stetSTS 6muere true

to the best of sy hoselsd ad belief. and tht ALL MY 194? 114CM 1

Uipssteee

(tIf this is a cied return of huebend ad wife it must be elleed b beth

we - t2t~
1947

. 1. - I - . - - . -- - , - I - . - .



F--n W-2
n Itut file. -- if year groes Ince

in 1947 was %to .or more. you mat
file an intense tax return ca "mploy-
ee' Optional Income Tax Return or
40 Fern 1040 which msy be obtained
frem the Collector of Interna l-Reve-
gacs, your employer, bank. or poet
off ice.
PersoM - we 65 34rs of age.--If
you are 6a years of gofr over m

Neogres ince of $S00 or more you
ore allowed an edditioml eze"iop .

If you mike a combined return of
husband sod wife, and your wif* (Or
hbend) is 6Syears o asor over
and had gress Income * R4 of
more an additional exemption it ot-

her (or him).
Mnotver, & person allowed this mAdi-
timgne exemption mUat reprt as i*
come ammeate received up to but not
in exceas of 55%o f Te m enanuity
uder the provisions of the Railroad
fttirement Act, or benefits under
the old age aQ survivor's Insureace
roilsa of the Social Security

retlrasnt pay in ceaaqqUeaceAc, or retireoetprI me amc
of retirement from the itgular Army
or Navy because of medical survey.
or say penis assulty, retrement
pay or alloweace (other than lump
am peymeetsa became Of services
readered by his or by some other per-
sam. Ive thosue not otherwise s-
eludible i Inc e. receipts up to
$ 00 from such sources must be In-
eluded by perses alleed an addi-tie oxeemptio.

Pereese who have receipts frem the
*sues mentieed above which are in-
cludible in lcome esly for the Pai-
posee aI this additional exeuptios
are set elitble to mge this form eAM
mat make a return om lors £00.
Wig #y Us* Optional return. -- You
'm see the Optienal retdra If yeow

total Income was less than i59000
and consisted wholly of wogec re-
ported on Withholding Statenmats
(Form 1-2) or of ucmh wages and not
more than $20 of other wages, dl-
vidends. ad interest.

qr Cuplo-Ad as of Cern-
lineo &eurn.--A married couple may
use Eployees Optional Incee Tax
Return to show their combined In-
come if the total Is lea thea
$5.000 and consists entirely of
wages reported on Withholding ,
Ststements (Form-1W-) or of such
weses and not more than 8100 of
other wages, dividends, and inter-
est. A combined return on the Op-
tional form never results in more
tax than separate returns because
the tax Is comepted by the colleeo-
tot on the combined Income or an
the separate comes. whichever
results in the lesser tax or lar-
ger refund *or the couple.
Income Under $500.--A single per-
s on with less than $500 income
should file a return to get a re-
fund if tax was withheld. A married
person with less than $500 income
should always file a combined return
with husband or wife to get th les-
ser tax or larger refund for the
couple.
low to Ume Optional Return. -- Ce.

lately fill out the form em the
ek of the Withholding Statement

(orm -2). If you received more
than one statement or if husband ad
wife who file a combined return have
mere than one statement fill out
only the last form received and ace
no entries oan the other forms. 3W?
the completed form taen all others
securely to it, *;I mail to the Col-
lector of Internal Revenue for your
district between January I and March
15, 1948. If any statement is mis-

lag and you cannot obtain a copy from
your employeryou must.make your re-
turn on Form 1040.
Payment or Rofend.--Do not sake aN wnt with your tional return.

collector wlloletermiso the tax
and send you a statement for the bal-
ance you owe or a refund of the
amount withheld In excess of the tax.
Dadctisans.-;If you use the optional
return, the collector will determine
1:r tez ffrem a table provided by

&w which allows sbbut 195 of your
total income for charitable eontri-
butiers, interest, taxes, casualty
losses, medical expenses. and miscel-
laneous items. I order to claim de-
ductions amouting to more than 105
of your income, you must file Form
1040.
Close Relative Defined.--. Ckose rels-
tive' means: Your son, daughter, or
a descendant of either; your stepson,
stepdaughter, son-in-law daughter-
in-lw; your father. mOtfier or an-
cester of either; your stepfather
stepemother, father-in-law, or mother-
in-olaw; your brother. slater. step-
brother, stepsister, half brother,
half sister, brother-in-law, or *is-
ter-is-law your uncle, aunt nep-
hew or niece. Do not include an
umle, aunt, nephew, or niece if re-
lated to you only by marriage. The
above relationships aly to a le-
gslly adopted child. Omly dependent
relatives who are United St tes citi-
zens or who are residents of the
United States, Canada, or Mexico may
be listed.
A relative who files a combined re-
turn with her husband (or his wife)
maes the ezemptioa and may not he
listed as your dependest.
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01*V6W-=T EMPLOYEE'S WITHHOLDING EXEMPTION CERTIFICATE
.W-,Ni'A*V* --f**,d (ColleckOm of Income Tax at Source on Wages)

Print iull name -.-..... Social Security No.

Print home address - ----- - -

F=z THis Bom Wrm Youz EMLYm- Otherwise, hq is required by law to withhold tax from your wages without

HOW TO CLAIM YOUR WITHHOLDING EXEMPTIONS

I. Yourself. If you claim yourself as an exemption and you -
-

a) are under 65 years of age, write the figure '' ........
ib) are 65 years of age or over, write the figure '2 . ...... .. . .............

II. Your (wife or husband). If you are married, you may claim your spouse as an exemption z
If she (or he) Is not claiming herself (himself) as an exemption on ezther withholdilg o
certl fl cate.
If you claim your spouse as an exemption and -
(a) if she (he) Is under 85 years of age, or-is 65 years of age or over and has gross

Income of less than $500 annually, write the figure 1119 ...............
(b) If she (he) Is 65 years of age or over, and has gross Income of $30 or more

annl"ly, write the figure '2' .... .......... .....................

AffI. If you claim neither yourself nor your wife (husband) as an exemption, write '0' . . . _ _

IV. If during the year you will provide more than one-half of the support of persons

closely related to you, write the number of such dependents. (See Instruction 3 on

other side.) ............ .. . .. .............. . .................

V. Add the number of exemptions which you have claimed above and write the total,. .

I Y that the number of t exemptions claimed on this certificate does not exceed the number to which I am

Dated L94. (Signature)
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H1OW TO USE TIlE PERCENTAGE METHOD OF WITHHOLDING

(This page may be disregardeod by any employer using the wage-bracket tables)

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

Amount of one
Pay-roll period withhbldlng

exemption

W eekly .................................................................................. $11.00
Biweekly ................................................................................ 22.00
Semimonthly ............................................................................. 23.00M onthily ................................................................................ 46. 00

tmlaniual- --... ----...... ........ ....-.....- 278.00
Annual ................................................ .- ............................... 5 .00
Dally or miscellaneous (per day of such period) ......................................... 1.50

The steps in computing the tax to be withheld are summarized below,
1. Multiply the amount of one withholding exemption by the number of

exemptions claimed by the employee.
2. Subtract the amount determined in step No. 1 from the employee's wages.
3. Compute the amount of tax required to be withheld on the net amount

determined in step 2 as follows:
If the pay-roll period is weekly and the net amount determined in step 2 is-- '

Not over $21 ------------------- 12 percent of the net amount.
Over $21 but not over $30 ------- $2.52 plus 18 percent of excess over $21.
Over $30 but not over $43 ------- $4.14 plus 14 percent of excess over $30.
Over $43 ---------------------- $5.96 plus 15 percent of excess over $43.

If the pay-roll perio I is biweekly and the net amount determined in atop 2 is-
Not over $43 ------------------ 12 percent ofthe net amount.

- Over $43 bijt not over $60 ------- $5.16 plus 18 percent of excess over $43.
Over $60 but not over $85- ----- $8.22 plus 14 percent of excess over $60.
Over $85 ---------------------- $11.72 plus 15 percent of excess over $85.

If the pay-roll period is semimonthly and the net amount determined in step
2 is-
Not over $46 ------------------ 12 percent of the net amount.
Over $46 but not over $65 ------- $5.52 plus 18 percent of excess over $46.
Over $65 but not over $93 ------- $8.94 plus 14 percent of excess over $65.
Over $93 --------------------- $12.86 plus 15 percent of excess over $93.

If the pay-roll period is monthly and the not amount determined in step 2 is--
Not over $93---------------- 12 percent of the net amount. '
Over $93 but not over $120 ------ $11.16 plus 18 percent of excess over $93.
Over $129 but not over $185 ---- $17.64 plus 14 percent of excess over $129.
Over $185 --------------------- $25.48 plus 15 percent of excess over $185,

If the pay-roll period Is quarterly and the net amount determined in step 2 is-
Not over $278- -------.---- - 12 percent of the net amount.
Over $278 but not over $388 $33.36 plus 18 percent of excess over $278.
Over $388 but not over $556 ...... $53.16 plus 14 percent of excess over $388.
Over $556 --------------------- $76.68 plus 15 percent of excess over $556.

It the pay-roll period is semiannually and the net amount determined In step 2

Not over $550 ................... 12 percent of the not amount.
Ovor $556 but not over $775 ...... $6.72 plus 18 percent of excess over $556.
Over $775 but not over $1,111 .... $106.14plus 14 percent of excess over $775S.
Over $1,111 .....-------------- $153.18 plus 15 percent of excess over $1,111.

-If the pa roll period is annual and the net amount determined In step 2 is-
Not over I ................ 12 percent of the not amount.
Over $1,111 but not over $18,551... $133.32 plus 18 percent of excess over $1,111.
Over $1,551 but not over $2,22P .- $212.52 plus 14 percent of excess over $1,551,

r Over $2,222 ....................-- $306.46 plus 15 percent of excess over $2,222,
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If the pay-roll period In daily or miscellaneous and the net amount (per day of
such period) determined in step 2 is-

Not over $3 ------------------ 12 percent of-the net amount.
Over $8 but not over $4__ --. --- $0.36 plus 18 percent of excess over $3.
Over $4 but not over $6 --------- $0.54 plus 14 percent of excess over $4.
Over $6 ------------------- $0.82 plus 15 percent of excess over $6.

The series of rates for each pay-roll period classiflcatin is necessary to give
effect to the tax reduction provided by the Revenue Act of 1047. The tax rates
also give the employee the full benefit of the 10 percent standard deduction for
charitable contributions, etc.

Example: An employee has a weekly pay-roll period, for which he is paid $80,
and has In effect a withholding exemption certificate claiming three exemptions.
His employer, using the percentage method, computes the tax to be withheld as
follows:

Step No. 1:
Amount of one withholding exemption --------------------- $11
Multiplied by number of exemptions claims on Form W-4 ---- X3

Total withholding exemptions ---------------------------- 83

Step No. 2:
Total wage payments ------------------------------------- 80
Less amount determined in step No. 1 ....................... 33

Income subject to withholding --------------------------- 47
Step No. 8:

Income from step No. 2_ - $47
Less.................. 48 on wlhich the tax to be withheld is. $5. 96

Balance subject to 16 percent rate, 4 bn which the tax to be withheld
i---------------------------------------------------- .60

Total tax to be withheld ------------------------------------ 6.56

Where the withholding is computed for a "miscellaneous" pay-roll period, the
wage and the amounts shown in the percentage method withholding table must
be placed on a comparable basis. Thus the wage may be placed on a daily basi
by dividing the total wage by the number of days in the period. After computa-
tion of the tax on a daily basis using the steps indicated above, the amount so
found multiplied by'the number tf days in the period is the amount to be withheld.

In the case of any employee who has no withholding exemption certificate in
effect, or an employee who has claimed no exemption, use no exemptions for
purposes of steps Nos. I and 2.

In -determining the amount of tax to be deducted and withheld, the last digit
of the wage amount may, at the election of the employer, be reduced to zero, or

- the wage amount may be computed to the nearest dollar. Thus, if the weekly
wage Is $37 48, the employer may eliminate the last digit and determine the tax
on the basis o a wage payment of $37.40 or he may determine the tax on the
basis of a wage payment of $87.

Mr. SHERWOOD. 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 make their return on Form 1040, but
who do not use the tax table to determine their tax. Under this
indirect method a tentative combined normal tax and surtax must be
computed at present statutory tax rates. The reduction in tax
liability is then achieved by decreasing thisi tentative tax in accord-
ance with some one of four rules-as compared with only one at
present-the proper rule depending.on the amount of the tentative
tax. This step is covered by item 7 in the tax computation schedule
on,&age 3 of Form 1040, which may be foard in appendix A.

These comnputations will not cause difficulty for al of the 10,000,000
taxpayer. But too many would be djosturbed by them amid make
arithmetical errors in arriving at their t4x. This means an increase in
the work load of the Bureau and taxpfyor annoyance.
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Among the added computations is one caused by the so-called
"notch" provision of section 2 (d) of the bill. While it 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 whicl the taxpayer may justifiably point as evidence of
unnecessary tax form complications. There are about 8.5 million
taxpayers 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 difficulties and complexities 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 tax payers, 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. The proposed breaks do not seem to
me to be of this character. Considering the administrative aspects.
alone, the effects 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 percent of all taxpayers.

2. Incentive to rearrange family income so as to avoid the graduated
tax would b3 extended to include a large segment of the taxpayers now
fallingin the first surtax bracket.

3. Enforcement problems would be aggravated in the lower income
,arQas where cost of administration is disproportionately high.

4. More than 2,000 000 couples will be confront for the first
time with difficult problems of choice in filing separate or joint returns

5. Separate returns would be made advantageous for first time for
married couples in community property States having surtax net
income between $1,000 and $2,000.

0. Millions of additional returns will result from filing of separate
rather than joint returns; this means more aper 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 here and are discussed in more detail in appendix B in case
you care to refer to them.

(Appendix B is as follows:)

APPXNDIX B

Too ADMENISTRATVY tmorvwvrzes T AT HMBULT FROM SPLIrTINo TH1 FIaAT
$UHTAX BitAOKT.

lateanso in number of axpayere objectt to graduated rake, with resuUas increase in
overwithholdin
It is estinated that under H. H. 1 there will be 47.7 million taxpayers in 1947.

UVder present, law, approximately 85 percent are subject to one fiat rate alone-.
t. e., the tax rate appllcable to income in the firsturtax bracket, while only 15
W.4,it are subject to graduated rates. Under H. It. 1 the number subject to
ta0duates rates would be increased to about 22.9 million, an Jucrease of 28

$ineftnt, pr to nerly enohalf of all taxpayers. Otherwise stated, over 16.6
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million persons who have previously been subject to one flat rate only would have
to concern themselves with the mechanics of graduated rates in order to under-
stand the computation of their tax. Likewise, overwithholding of tax for person
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 so 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-spi tting devices, where graduated rates apply. Our experience
in this connection with the Victory tax exemption and the similarly limited normal
tax exemption of 1944 and 1945, which were 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-
ments rather than on the basis of legal rights.
Enforcement problems expanded severalfold
. H. R. 1 would accentuate the enforcement problem in connection with these
tax-avoidaneo devices because the area in which such manipulations are profitable
would be expanded severalfold. Nevertheless, since the tax savings from filing
separate returns is limited to $38 if the combined surtax net income of a couple is
not in excess of $2,000, the Bureau would probably find it difficult and unprofitable
to make a thorough 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 income because 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 possibilities. I
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 roblems presented to additional millions of taxpayer's
Under H. R. I, the question of whether to file separate returns or a joint return

would face millions of couples for the first time. Those are the husbands and wives
who actually have separate incomes and a combined surtax net income of between

l,000,and $2,000. Whether the tax advantage for them is In Heparate returns or
in a joint return will depend upon the allocation of (1) income, (2) deductions, and
(3) exemption as between the husband and wife. Since at present the starting
rate applies to the first $2,000 of surtax net income, such couples can never incur
a tax penalty under present law by reason of graduated rates if they file joint
returns.

Let us examine the possibilities in a relatively simple case. Assume a couple
with no dependents and with net income of $3,000: '
* f. a joint' return is filed the tax under H. R. 1 would be ------------- $304. 00
Ifthe net income is divided equally between husband and wife, and sep-

arate returns are filed, the tax on each return would be $133, or an
aggregate tax of --------------------------------------------- 266. 00

It tho husband's income is $2,600 and the wife's income is $400, and sep-
arate returns are Ifiled, the tax on the husband's return would be
$320.72 and the tax on the wife's return would be zero, or an aggro-
gate tax of .................................................. 320.72

Persons thoroughly familiar with the surtax brackets and the "wastage of 'ex-
.emption" possibilities would have little or no difficulty in determining that sep-
&rate returns have a tax advantage in the above oaje when incomes are divided
evenly or when division is such that the exemptions do not exceed the income,
They would also find it easy'to determine that if exemptions exceed income for
either spouse a Joint return would be advantageous. The vast majority of tax-
payers, however, are confronted with these problelns only once a year and can-
not be expected to determine the more advantageous type of return by any method
other than trial and error, The collectors would assume the responsibility in the
ease of persons filing the short returns, Form W-2, on a combined basis, but all
other couples would have to make their own choice.

/
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Community property inequity accentuated

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, irrespective 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.

The differential as between community-property and non-com munity-property
States would be widened under i. R. 1, since couples in community-property
States 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 II. R. I, the tax liability on a surtax net income of $2,000
is $30l, a reduction of $76, or 20 percent. In the case of a couple in a community-
property State, however, with a 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 $11.1 or 30 percent, instead of the
20 percent reduction ostensibly accorded by H. R. . Thus, we can expect mat-
tied 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 administrative load
The administrative significance of this is that joint 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 loint 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
spouse and a refund (ue 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 the 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 described
In the draft of a page from Circular WT, found In appendix A. Further, as
mentioned above, splitting the first bracket for withholding purposes, or lowering
the income level at which the second withholding rate becomes applicable would
increase both the number and amount of refunds by reason of overwithholding
of tax.

Mr. SHERWOOD. Tax reductions along substantially the same lines
as 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
accomplish the following important administrative objectives:

(1) Millions of taxpayers 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;
i (2) The differential between taxpayers in commtmity-property and
nlion-community-property States would be held withn presentbounds

rather than extended 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-[. R. 1 could be eliminated.

A revision of rates could be designed to produce approximately the
same tax reduction over all as wel[-as within the several brackets.
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In considering this approach, it i: ,'ired to invite your attention
to page 14 of the report of the Ways and Means 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 by your committee's bill by changing the rate schedules rather
than providing for a set of percentage reductions. Your committee believes,
however, that percentage reductions are more readily understood 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
is the provision that in the case of a joint return by husband 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 it.

A couple, both over 65 and with no dependents and having net
income of $1,500 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. We can scarcely doubt that under those circumstances
many attempts will be ride to claim a tax-saving division of income
without strict regard for the legal propriety of such division. The
claimed basis of the division might be either some informal family
arrangement or some device 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
legal basis for the claimed division of income would be a very time-
consuming job for the Bureau and a source oflirritation to the elderly
taxpayers. Our activities might be considered by the public os a
kind of semipolicing operation that was discriminating against a class
of' taxpayers who are quite naturally regarded with sympathetic
concern.

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. Moreover, a definition of "gross income" is impractical,
and the term would be extremely difficult to explain on the return form.
The difficulties of definition are especially pronounced 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 great confusion and uncertainty to tax-
payers and of additional work for the Bureau. 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
special income provision will necessitate expanding and complicating
the forms to a degree that seems to me quite disproportionate to the
fiscal objectives. Even if lie is correctly informed as to the nature of
all his income, many a taxpayer over 65 would have difficulty reporting
it correctly.

If the Congress decides that a special exemption is to be available
to persons 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 "per 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 visualized in
appendix A. The related prpblem of inclusion of currently nontaxable
income is one of such proportions that it seems to us to belong in a
Inajor tax-reform bill rather than in a tax-reduction bill.

Accordingly, any partial treatment of this rather large subject in
H. R. 1, to which the taxpayers might become accustomed, would
make our task double difficult in the event of any broader treatment of
this subject at a later date by the Congress in a more basic revision of
the tax laws. Therefore, from a purely administrative standpoint, it
would be desirable to delete both tfto old-ago exemption and the ro
vision for the inclusion of currently nontaxable income from II. . 1
on the grounds that both may be more adequately and appropriately
treated iii a structural revision of the tax laws.

Between the date of enactment of any statute reducing withholding
rates and the time they are actually applied to wages paid by the
employer, it is necessary that there be prepared and distributed to all
employers full and complete instructions in respect to such withholding
Thes6 instructions are contained in our official pamphlet entitled
"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 some 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 a result
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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. H. 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 taxpayers 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 described at this time.

(Appenjlix C is as follows:)

APPENDIX C
TaCHNIOAL DEipoeTs IN I. I. 1, BECAUSE OF LACK OF COORDINATION WITH

EXISTINGO PROVISIONS OF INTICRNAL REVENUE CODE

Section 58 (a), Interval Revenue Code, requirement for declarations of estimated taz

Section 58 (a) of the Ivternal Revenue Code requires a declaration of estimated
tax if the taxpayer's gross income from wages subject to withholding may be
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 earners where the full tax liability is not withheld at source. Under
existing provisions of law, 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
exceed $4,000, which amount represents the amount of the income subject to tax
in the first two Aurtax brackets. For example, in the case of a single person the
full tax liability is withheld on wages of $5,000 or'less since that amount represents
net income of $4,000 after the allowance of an exemption of $500 and the standard
deduction of 10 percent or $500. Section 58 (a), however, was not adjusted to
give effect to the additional exemption provided in the House bill for persons who
have reached the age of 065. A simple method for making this adjustment is to
change the $5,000 figure to $4 500 and strike out the parenthetical phrase "(except
his own)" so that a declaration will be required if the anticipated wage exceed
$4 500 plus $500 for each exemption to which the taxpayer is entitled. Under
this proposed amendment a single person who has attained the age of 65 and who
derives Vis income solely from wages *ould not be required to file a declaration
unless his anticipated wages for the calendar year exceeded $5,'500.

Section 148 (b), Internal Revenue Code, withholding at the source on nonresident aliens
Section 4 of the bill provides additional exemptions for the aged and requires

that there be Included in the gross income of persons entitled to such exemptions
the first $500 of the amount of certain pensions, retired pay, and similar payments
otherwise exempt from tax. Apparently, because of existing policies respectinh
exemptions of nonresident aliens who are residents of a contiguous country, these
provisions were made applicable to such aliens. However, as a practical matter
only in a rare (ase wouldthba provisions affect such nonresident aliens and, because
thei inclusions In gross income are required only in the case of persons entitled to
the additional exemption, the provisions never operate to Increase tax liability.
Nevertheless, In the case of nonresident aliens entitled to, the additional exemption
the amount required to be Included In gross income automatically becomes
subject to withholding under the provisions of section 143 (b), at a 30 percent
rate in the case of residents of Mexico, but at a 15 percent rate in the case of
residents of Canada tnder the provisions of the (anadian Tax Treaty. Because
of the limited application, and beoagwe wlhhol ling in such cases would usually
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result in overpayment anld subsequent, refund of the tax, withholding would
only result in additional burdens without corresponding benefits. For these
reasons it is suggested that section 143 (b) be amended so as to )rovide that no
withholding shall be required with respect to amounts which are includible in
gross income solely by reason of the provisions of section 4 of the bill.
,Section 211, Internal Revenue Code, tax on nonresident aliens

Except as otherwise provided by treaty, nonresident aliens not engaged in
trade or business in the United States are subject to tax under section 211 (a)
of the (ode 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.
Section 211 (c), however, provides that if the gross income of such alien exceeds
$15,200 for any taxable year, the tax shall be determined at the rates provided in
sections 11 and 12, :'ut in no case shall the aggregate of the normal tax and surtax
he less than 30 percent of the gross income. 'I he purpose of section 211 (c) is
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 1912 the tax
imposed on citizens of the United States reached an effective rate of 30 percent
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 proposed under 11. 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 approximately $25,000 of gross income. It is accord-
ingly suggested that section 211 (c) be amended by inserting $25,000 in lieu 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
withholding at the source.
Section 1621 (a), Internal Revenue Code, definition of "wages" for withholding 1ax

purposes
Section 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 benefits under title II of the Social Security Act,
retired pay for disability resulting from active service in the armed forces, and
similar types of payments from other sources. In most instances the amount of
such payments required to be Included in gross income will, under the existing
provisions of law, constitute wages subject to withholding. In other Instances
there is some doubt as to the status of the payments for withholding tax purposes.
Inasmuch vs the amount required to be included in gross income can never exceed
the atnoun of one withholding exemption, it Is only In the rare case in which no
withholding exemption Is claimed that tax would In fact be withheld. Neverthe-
less, If such amounts are characterized as wages for withholding tax purposes
persons reoeivlng such payments would be required to file withholding exemption
certificates and the organization making such payments would be required to
file withholding tax receipts 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 certificates although it is likely that only
a very 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 accordingly
suggested that section 1621 (a) of the code, relating to the definition of "wages,"
be amended to provide that such amounts shall not be considered as wages for
withholding tax purposes.

While It Is not considered desirable to require withholding at the source and the
Issuance of withholding tax receipts with respect to the amounts includible In gross
Income as an offset to the additional exemptions for the aged, it might be advisable
to clothe the Commissioner with adthorlty. to require Information returns with
respect to such payments In the event experience shows that such procedure Is
necemary to insure compliance with these provisions. Under- the provisions of
setion 147 (a) of the Internal Revenue Code the Commissioner Is authorized to
require Information returns with respect to payments of fixed or determinable
Income of more than $500 In any taxable year; and under section 147 (b) such
returns may be required with respect to certain classes of interest payments, regard-
les of the amount. Authority to require such Information returns with respect
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to the payments ineludible in gross income under the provisions of section 4 of
the bill could be accomplished by a simple amendment to section 147 (b) of the
code.

Section 1620 (h), Internal Reven,,. Code, withholding exemptions
In its present 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 allowed in com-
puting income tax liability. Such exemptions are allowed on the basis of a with-
holding exemption certificate furnished the employer by the employee setting
forth the number of exemptions to which he is entitled. these exemption certifi-
cates are furnished upon commencement of employment and also at the time of
any change In the employee's withholding exemption status. Under the provi.
sions of section 1622 (h), if the employee furnishes a new withholding exemption
certificate, 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 occurs more' than 30 days after such certificate is furnished. The
status determination dates are January I 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 certificate 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 1622 (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
suggested 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 30 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
is adopted employees affected may not receive the benefit of the additional exemp-
tion 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, 1947
and the next status determination date does not occur until January 1, 1948. Of
course, many employers may be expected to give immediate effect to the new
certificates but this is not mandatory.

The CHAIRMAN. 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 resent time.

Mr. SHERWOOD. 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 committee's
action and be ready for any eventuality that we might be able to
foresee.

The CHAIRMAN. I am glad to hear that. How many persons will
incur income tax liability for 1947?

Mr. SHERWOOD. Dr. Atkeson, do you have that statement?
Mr. AThI8ON. Under the presecit law it is 48,500,000.
The CHAIRMAN. I believe you used the figure in here of 47 million

plus but the exact figure is not important.
Rr. ATKmsON. The 47 million is under H. R, 1.
The CHAIRMAN. Of this number the 37 million, how many will

have their tax computed by the collector on Form W-2?
Mr. SHBRWOOD. That figure is 22 million.
The CHAMAN. There will not be Any complication to those tax-

payers aince they do not compute their tax, jk that not right?
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Mr. SHERWOOD. 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.

The CHAIRMAN. With the exception they do not have to compute
their tax.

Mr. SHERWOOD. That is right.
Mr. ATKESON. The form will have some additional lines in respect

to the old-age provision.
Mr. SHERWOOD. That is the only change.
The CHAIRMAN. But those 22 million will not compute their own

tax?
Mr. ATKESON. That is correct.
Mr. SHERWOOD. That will add to the difficulties of the collectors'

forces in computing the taxes of those 22 million people.
The CHAIRMAN. I think we could assume that the collector's force

will have to accustom itself to the difference.
Mr. SHERWOOD. It will.
The CHAIRMAN. The different routine of work. But so far as the

taxpayer citizen is concerned-
Mr. SHERWOOD. He will not be affected.
The CHAIRMN. The 22 million of them, they will not have any

complication.
Mr. SHERWOOD. That is correct, sir.
The CHAIRMAN. How many taxpayers will use the tax table where

their tax is automatically computed?
Mr. SHERWOOD. 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 CHAIRMAN. So there will be no complications for those tax-
payers.Mr. SHERWOOD. No additional complications for those taxpayers.

The CHAIRMAN. How many will actually make their computation
on Form 1040?

Mr. SHERWOOD. Close to 10 million. They will use the Form
1040. They take advantage of the opportunity to list their deductions
and do not make upe 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 form, the
proposed form on page 3.I think it is.

Mr. SHERWOOD. That is correct.
The CHAIRMAN. On page 3 of appendix A.
Mr. SHERWOOD. That is appendix A.
The CHAIRMAN, On page 3 down toward the bottom you break up

your item 7.
Mr. SHi9RwooD. That is correct, sir.
The CHAIRMAN. Now, coming to No. 7 (a), of the number of tax-

payers using Form 1040, and computing their tax, how many will
not have to go beyond (a) on the form?

Mr. SHERWOOD. Do you have that figure?
Mr. ATKESON. Mr. Chairman, we have not made an actual distri-

bution -of that, but I think that we can distribute it roughly in pro-
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portion 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. ATKESON. That is right.
The CHAIRMAN. 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 by
339 percent?

Mr. ATKESON. That is correct.
The CHAIMAN. So that is the only complication involved there.
Mr. SHERwOOD. As to the 5 million that seems to be the only one.
The CHAIRMAN. Making the 33% percent reduction instead of the

.5 percent. We have 5,000,000 left.
Mr. ATKZsO. And one-sixth of the total has been estimated as

subject to the notch provision, so they would use line 7 (b). That
would be one-sixth of the 10 million.

The CHAJRMAN. What would that give us?
Mr. SHERWOOD. That would give us 1,666,000.
The CHAIRMAN 1 666,000?
Mr. SHERWOOD. That is right.
The CHAIRMAN. 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. ATREsoN. That is exactly the procedure.
The CHAIRMAN. So that is all that is involved as to that next

1,666,000, is that correct?
Mr.: SheRWOOD. That is correct sir
The CHAipMA. How many wilt fall within group 7 (c)?
Mr. ATRESON. Substantially all of the remainder.
Mr. SHERWOOD. About 3,300,000, approximately.
The CHAIRMAN. As to these, will they have anything to do except

instead of reducing by 5 percent, to reduce by 24 percent?
Mr. SHzRWOOD. That is correct.
The CHAIRMAN. So that is their total new burden.
Senator LUCAs. You think they probably would like to do that.
The CHAIRMAN. I was going to ask the witness if they would not be

overjoyed.
Kr. SHiRWOOD. You mean because of the increased advantage to

them?
The CHAIRMAN. Yes.
Mr. SHERWOOD. I suspect we would all be pleased to have our taxes

reduced. But we are trying to describe to you the taxpayer reaction
we have when we have any form that appears to offer any compli-
cations.

The CAAIRMAN, Senator Lucas' question goes directly to the tax-
payer reaction. I suggest that he would be overjoyed to figure 33 or
24 rather than 5.

-134
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Mr. SHERWOOD. I suspect I would have to agree with that.
The CHAIRMAN. 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. SHERWOOD. That is correct.
The CHAIRMAN. 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. SHERWOOD. That is correct, sir.
The CHAIRMAN. Is this any complication for a man whose tax is in

excess of $250,000 a year?
Mr. SHERWOOD. I would not consider it a complication, no, sir.
The CHAIRMAN. It is a matter of simple arithmetic, is it not?
Mr. SHERWOOD. That is correct, sir.
The CHAIRMAN. And the job would be probably performed by an

auditor or a tax expert would it not?
Mr. SHERWOOD. Weil
The CHAIRMAN. So that the taxpayers in that rarified group would

not be inconvenienced at all, and I imagine that applying the expres-
sion 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. I is the splitting of the
present $2,000 first surtax bracket.

The first part is under $1,000.
Mr. SHERWOOD. That is correct.
The CHAIRMAN. The second is $1,000 to $1,395.83.
Mr. SHERWOOD. Correct.
The 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 taxpayers?

Mr. SHERWOOD. Senator, please understand that our comments are
not addressed at all to the policy question involved in reduction. We
have suggested that it might be possible, if reductions are made, to
do it in a manner that is more adaptable to the administrative problem.

The CHAIRMAN. I understand that.
Mr. SHERWOOD. And' perhaps save some conhsion to the taxpayer.
The CHAIRMAN. I understand that you are no. going into the policy.

I understand also that you want to achieve a simplification that will
evoke a good taxpayer reaction. .

Mr. SHERWOOD: That is correct, sir; that is the sole purpose of
my appearance.

The CHAIRMAN. And we have that to consider as we go along.
When the Revenue Act of 1943 was before the Senate, the Treasury

presented proposals, dividing the first bracket into, four parts, and I
desire to insert in the record at this point the Treasury proposals
made at that time, which appear on page 84 of the hearings before
the Senate Finance Committee with respect to the Revenue Act of
1943.

Do you wish to refresh your memory on that?
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(The proposals are as follows:)
Exmorr 8
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Mr. SuiatwooD. Yes, air; I recall that.
The CuMtumA&N. Would the administrative difficulties be any

gt ii n plying t.e Treasury proposal of '43 than in applying

Mr. SO..WOOD. I would not say so, Senator, but we are basing
our 'case for a better arranement, if it is practical, to avoid the diffi-
culties that followed t levenuo Act in 1943, and the taxpayer
reaction was certain vociferous tat that time.

The CHAIRMAN. I as a rater of policy we believe that fairney
requires 'us to split the bracket, we do not run into any. greater diffi-
culty than the Treas ury props o us in a pryin
in 1943 do we? urpopsdfrsinasilroetonbk

Mr. SREHwooD. Well, I suspect I will have to answer "yes ," to
that, but I can say at the same time that the taxpayer reaction there
Ws mot vociferous and our diffoulties were eater than we like to
atitipaIte in future years.

The CUIIAMAN. My attention has been invited to the fact that that
proposal was not adopted.

Asa proposed alternative method for ac oiplishing the objective
of M1. R. 1, you suggest a revision of the surtax sweduy".

Would any such revision give the same relief as contemplated under
11. R. 1, and result in the same loss of rsenue?



INDIVIDUAL INCOME TAX REDUCTION

Mr. SHERWOOD. 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
determination is that the taxes ought to be cut.

The CHAIRMAN. 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
income over $1,000 receive the same reductions that they receive under
H. R. 1?

Mr. SHERWOOD. To this point; the computations that have been
apparently practicable have not accomplished exactly that result.
The one that so far was examined did not exceed a difference of $7
for those under $1,000 nor $24 for thoae 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 CHAIRMAN. If you split a bracket, you are bound to have
complications are you not?

Mr. SHERWOOD. That is correct, sir.
The CHAIRMAN. Will'you be good enough to prepare a schedule witi,

the burden tables and estimated loss of revenues so we can study its
effects?

Mr. SHERWOOD. We will do the very best we can with that.
The CHAIRMAN. In regard to relief for persons 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. SHERWOOD. That would I think be most difficult. In the first
place you would have to identify the people over 65 years old. The
distribution costs would be increased, and I cannot imagine more
difficult problems than to provide different forms of returns for different
classes of persons.

The CHAIRMAN. They will identify themselves,
Mr. SHERWOOD. That may be possible.
The CHAIRMAN. You would not have to look at their teeth.
Mr. SHERWOOD. 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
is definitely a budget trouble unless the Senate can help us.

The CHAIRMAN. You state that if the Congress decide that a special
exemption is to be available to persons over 65, the best way is to
grant this exemption on a per person basis instead of on a per return

Mr. SHERWOOD. That is upon-
The CHAIRMAN. How much additional revenue would that cost over

H. R. i?
Mr. SHzRwooD. Have you been able to get a figure on that, Doctor?
Mr. ATEEsON. No.
Mr. SHERWOOD. We have not been able so far as I know to get a

figure on that, Senator, but I do not imagine it would be more than
$10,000 000 or $12,000,000, do you, Doctor? We wil.,ttempt to
have a Agure for you.

The CHAIRMAN. I wish you would give us one. That is a pertinent
factor.
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Mr. SHERWOOD. 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 seburity, railroad retirement, and similar benefits
from the tax base.

Senator LuCAS. Will you explain that difference? I do not quite
follow that.

Mr. SHERWOOD. The suggestion of the Bureau, Senator, is that if
the $500 is to be permitted as an additional benefit to those over 65
years, that it be not accompanied by the principle that they be re-
quired to report the nontaxable income, in order to establish that
benefit.

Senator LUCAS. I understand it. Thank you.
The CHAIRMAN. Have you studied Senator Lucas' proposed sub.

statute bill?
Mr. SHERWOOD. I have had no opportunity to do that, sir.
The CHAIRMAN. Have any of your men?
Mr. SHERWOOD. 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
appeared in the public record.

The CHAIRMAN. 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 LUVAS. I want someone to do that.
Mr. SHERWOOD. I understand that you would like us to supply a

statement which would describe the administrative difficulties to be
expected upon the enactment of Senator Lucas' bill.

Senator LUCAS. I would like to have the same examination wade
of my bill by the different experts in the Treasury Department that
you have made on H. R. 1.

Mr. SHERWOOD, I will be glad to do that, sir.
Senator LUcAs. And submit it to the committee, if that is agreeable

to the chairman.
The CHAIRMAN. That is agreeable. As I understand Senator

Lucas will divide the income equally between the elderly people for
tax purposes, and I assume that would run into administrative
difficulties.

Mr. ISHERWOOD. I would like to examine that, Senator, before
committing myself.

The CHAInMAN. Have you any questions?
Senator LLcAs. There is one question I would like to ask. On

pages 3 and 4 you speak rather candidly about the difficulties that
the Treasury Department is going to have because of splitting the first
bracket and you proceed to give seven cogett 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?

138



INDIVIDUAL INCOME TAX REDUCTION

Mr. SHERWOOD. My answer to that would be yes; if we did what
I would consider to be an honest job, and undertake to get the tax
return appropriate to the bill's provisions.

Senator LUCAS. It seems to me that we have to consider the fact
that you are making this bill retroactive or you are starting under
Senator Taft's proposal of July 1, and neither gives to the 'Treasury
Department any opportunity whatsoever to get its house in order, so
to speak, but does, throw you into a lot of chaos and confusion, and
in order to do an efficient job for the taxpayers throughout the country,
it appears to me from all that I can see and hear up to now that you
are not going to do that kind of a job with the personnel that you have.

Mr. SHERWOOD. I am quite ready to agree with that, Senator.
Senator LUCAS. That is just my offhand opinion about it. I wanted

to get your reaction to it.
Mr. SHERWOOD. That is certainly my reaction, that we are. in

sufficient difficulty now trying to give the proper service to the50,000,000 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 tQ whom we are responsible.

Senator LucAs. This is probably not quite material, either to the
issue ending, but I am cutting wherever we can cut in this budget.
But T hope the distinguished Senator here, the chairman of this
Finance Committee, will look upon the Treasury Department with a
sympathetic eye on this question of cutting that budget, because from
wbat little I know about you fellows down there, you are paying your
way pretty well, and we are going to cripple the services down there
if we start cutting you fellows with a meat ax, as has been proposed.

Mr. SHERWOOD. .1 could say without equivocation that any dollar
that is taken away from that appropriation is going to cost a minimum
of $20. Of course we have our weak spots. Of coure 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 years ago, and the difficult problems of recruitment with
which we were confronted during the war period, and even now, and
if you consider, as I hope you wilT, tint you cannot make a proper tax
nian without at least a year to two of training, you obtain a better
idea of the job size. You do not have the kind of man you want to
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
some character, too.

Senator LUCAS. That is right. I think one of your difficulties, from
the complaints that have come in from the field where I live, is the
lack of good public relations that exists between your tax fellows
pnd the public.

Mr. SHERWOOD. We are entirely conscious of that and today you
have a new type job because the tax interest in the first dollar of
taxable income is a substantial one. When you begin to take $12,
$15, $19 out of the first $100 of taxable income, the individual tax-
payers, and there are 50,000,000 of them, have a very substantial
concern in what you are doing.

Senator LUcAs. They should have.
60805--47-10
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Senator BUTLER. Mr. Sherwood, have you made any estimate or
has anybody in the department maae any estimate as to the additional
cost of administration of the proposed bill H. R. 1 to what it has been?

Mr. SHARWOOD. We have not yet, sir.
Senator BUTLER. You have not?
Mr. SHERWOOD. 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. 1may present.TheC^IRM t. Thank you very much, Mr. Sherwood.

Mr. SHERWOD. Thank you.
The CHAIRMAN. Mr. Lawton, will you state your name and your

present occupation?

STATEMENT OF F. 3. LAWTON, ACTING ASSISTANT DIRECTOR,
BUREAU OF THE BUDGET, WASHINGTON, D. C.

Mr. LAWTON. Frederick J. Lawton, Acting Assistant Director of
the Bureau of the Budget.

The CHAIRMAN. Have you been attending these hearings?
Mr LAwToN. Just this morning, sir.
Th CHAIRMAN. 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 fiscal year 1947 were
completed in December '45, that the- estimates for fiscal '48 were
completed in December of '46.

Mr. LAWTON. That is correct, Senator.
The CHARMAN. In making your estimate for fiscal '47, what did

you figure would be the national income for that year?
Mr. LAwToN. Senator. the estimates for the expenditure' side of

the budget are not directly related in many cses to the question of
national income. That is a more important question for the tax
side of the budget.

The revenue side of the budget, we receive from the Treasury, and
accept the assumptions that the Treasury makes vs to national income.

As to the expenditure 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 a minimum
effective rate.

The CHAIRMAN. Yes.
Mr. LAWTON. Regardless of the question of national income.
The CTAIRMAN. Then what was the Treasury's estimate of national

income for the fiscal year 1947 as made by them in December of 1945?
Mr. LAWTON. I do not recall that, Senator. The only one I recall

is the current year.
The CHAIRMAN. All right.
Mr. LAWTON. The estimates for '48.
The CHAIRMAN. What was the Treasury's estimate made in Decem-

ber '40 of national income for the fiscal year 1948?
Mr. LAWTON. It was around 168 billion.
The CHBMRAtN, And what was the current kate of income at the

time the estimate was made?

, ,
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Mr. LAWTON. I do not know that figure, Senator. I believe it was
testified this morning that it was around $174 billion.

The CHAIRMAN. So that assuming that to have been 174 billion,
the estimate required the prediction that there would be a dropping
off of revenue of $6 billion in the next fiscal year, is that correct?

M . LAWTON. The revenue estimate for the next fiscal year which
is included in this budget is 37.7 billion.

The CHAIRMAN. If I said revenue I misspoke myself. I mean a
drop of income, national income. ou stated that the estimate of
'48 was based on 168 billion of national income.

Mr. LAWTON. 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. I say that is what I understood the Treasury testified

to this morning.
The CHAIRMAN. I 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. LAWTON. 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 CHAIRMAN. Exactly.
what do you estimate to be the surplus of revenue over expenditures

at the end of fiscal '47?
Mr. LAWTON. A billion and a quarter.
The CHAIRMAN. A billion and a 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 CHAIRMAN. You have nothing to do with the revenue except
to accept that which the Treasury provides?

Mr. LAWTON. That is correct. That is what we did in this instance.
The CHAIRMAN. Do you know how much the national'debt has

been reduced during the past year? Let me interrupt you to say if
in those matters. also you simply accept the Treasury's figures, Ido
not care to rehash it with you in a second-hand way.

Mr. LAWTON. In the case of the reduction of the debt the figure
was estimated in the Budget to be a reduction of $9 billion during
the year.

Now the situation at the current time is that the debt has boon
reduced $12 billion.

The CHAIRMAN. To date?
Mr. LAWTON. Approximately, yes.
The CHAIRMAN. As against $9 billion estimated for the entire

fiscal year?
Mr. LAWTON. Nine estimated in the budget at the beginning of the

year.
The CHAIRMAN. 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 bf the additional
debt reduction at this time-in making these estimates we did not
discuss with the Treasury. their financing plans from now until the
end of the year or any changes they propose to make in the cash
balance.

The CHAIRMAN. Are yo4 riding current hoi:d on the developments
of your budget which you estimated for '48?

Mr. LAWTON. To some ,xtont; yes, sir. We are keeping a record
of what happens in the progress of those bills through the Congress.

The CHAIRMAN. That would be an essential part of your duty,
would it not?

Mr. LAWTON. Correct.
The CHAIRMAN. You could not give intelligent budget advice unless

you keep track of those matters; is that not correct?
Mr. LAWTON. That is correct.
The CHAIRMAN. To get over to the expeiadituro 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 January
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 CHAIRMAN. Yes.
Mr. LAWTON. That is from the January estimate.
The CHAIRMAN. Will you please give us a break-down of the

expenditures that you believe will be made between now and the
end of the fiscal ycar?

Mr. LAWTON. 1 can. The break-down that I havb, 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 estimated,
and the $41 billion that they estimated later? How did that happen?

The CHAIRMAN. We will be very glad to have him answer that.
Mr. L4WTON. 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

(In millions]

Item
Origi-

Dal full.
year es-
timnate

(1) (2)

StECAL CASKS

1. Bretton Woods Agreements Act:
(a) International Monetary

Fund .................
2. (rb) International Bronk ------
Screit to United Kingdom .......

3. Poest Office Department (defi-
ciency) ......................

4. Interest on public debt ..........
6. Refunds of taxes and duties ......
6. Transfers to trust funds:

(a) government employees'
retirement . .........

(b) National serv life in-
surance ...... .......

(c) Railroad retirer ient ......
7. Terminal leave ................

Subtotal, special cases ......... 13,878

OTIIR XXPXNDITURU I

8. Agriculture:
(a) Agriculture Department.
(b) Commodity Credit Cor-

poration ..........
9. EXport-Import Bank:

(a) General and special ao-
counts ............

(b) Corporation accounts ....
10. Federal Security Agency ........
11.,Federal Works Agency ..........
11. Interior Department .............
13. National Housing Agency:

(a) General and special ac-
counts .............

() Corporation accounts ....14. State D~epartment ...............
16 Treasury Department ..........
1t Veterans' Administration .......
I?. Navy Department ...............
1. UNR RA ........................
19. Surplus property disposal .......
20. Maritime Comlisson (+WSA).
21. War Department:

(a) Rivers and harbors, Pan.
ama Canal, etc .........

(b) War and defense ........
22. Atomic Energy Commission...:
I. Reconstruction Finance Corpo-

ration ...................
SL, All other:

(a) General and special c-
counts .............

(b) Corporation amounts ....
Subtotal, other ex.

penditures ...........
Tot ..................

General and special account ........
Corporation amounts ................

$950
476

1, 00

276
4,950
2,127

223

074
502

1,900

1,736

-790

700
911
48
292

485
-250

278
1,077
6.844
5,116
31815

520

385
7,8N

201

95
a

28 645
42,523

42,898
-175

Revised estimates

Quarterly expenditures

Actual, Actual, Actual,
first second third rmate,

fourth

(3)

$400

(,)
1,019

647

223

271
165

2

2.727

1,138

-761

19
248
85
61

114
-40

29
200

1.40
1,558

448
78
92

83

-28

297
-17

(4)

$159
200

100
1,217

215

visedfull-
year es
timate

Change
original
to re-
vised
full-

year es.
timate

(5) (8) (7) (8)

$950
159
5w00

1.093
613

800

140
1,621

825

........-I ........I.- 223

51
44

644

2, 30

45
44

018

4,320

101 118
90 41

125
108
220
101
87

189
-45

30
181

1,219
378

91

40
1,950

-154

239
-89

211
72
82

132
-88

32
154

1,859
1,063

257
142
58

57
1.829

070

-84

*212
17

542
249
568

4,903~

301

-264

232
118
77

5
-40

99
28

1,718
1:082

321
189
84

99
2,214

80

144

172
40

$950 --------
476 ........

1, 90 +$400

Change
third

quarter
to

fourth
quarter

-$90-l
+300

2401 -36 +140
4, 950 ...... +528
2,300 +173 +212

909
502

2,130
14, 580

1,681
-894

325
80
911
374
287

49

-18

190
790

6 400
4.900
1,400

817

265
7,352

150

-100

6, W; 6,521 6.3W5 7,235 X 6709,331 9,1 8 10,625 12,138 41,250

10,162 . 
.198 10,443 I 11,988 41, 789

-8311 -42 182 152 39

*Partly estimated.
I Les thn $ 00,).
NOr.-Dus to rounding, figures do not ncessarily add to totals.

+8

+702

-78

-104

-50

-94
'-25

-88
-287
-144
-218

118
-20
-81

-100
-302
-8t

-251

-35
-2

-348

+w

+183

-305

+25
+87

+112
+87

-1

+42
+38a

+10

-1,975 +930
1,273 +1,813

-909 +1,543
364 -30
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Mr. LAWTON. The credit to the United Kingdom is up $400 million;
postal deficiency down $36 million; refunds of taxes up $173 million;
national service life insurance down $65 million; terminal leave up
$230 million; Agricultural Department general funds down $78 mil-
lion; Commodity Credit down $104 million, representing an increase
in receipts; Export-Impart 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. LAWTON. The third quarter expenditures and a general slowing
up of the rate of expenditure below that which we had anticipated in
December when we 'made this estimate.

Senator LucAs. 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, is that correct?

Mr. LAWTON. 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 all.

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 them, or do you find factors
or evidence surrounding each item that gave you a sufficient reason
either to raise or lower them?

Mi. LAWTON. In this particular revision of estimates, we did not
make a complete 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 estimate of
$42,523 000,000-Thht is correct, is it not?

Mr. LAwToN. Yes.
Senator LuCAs. As I understand it, each and every item that went

into that $42,000,000,000 was carefully scrutinized by the Budget
before you finally made up the total budget, is that correct?

Mr. LAWTON. Let us get one thing clear on this. We are not
talking appropriations. We are talking about the rate of expenditure
of the moneys which Congress has appropriated to the agencies, or
for which appropriations are being made during this year.

We ,made those estimates on the basis of the projected rate at which
the agency expected to expend its funds (luring the balance of the year.
We had available, as accurate information on detail, the November
figures.

Senator 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-
sideration, and which we have before us now.,

If I understand it correctly what he was talking about in that
budget message had been carefully considered by the Bureau of the
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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. LAWTON. That is correct.
Senator LUCAS. Since that time you have found reasons to lower it?
Mr. LAWTON. We have found in certain instances the rate of

expenditure is.not meeting the estimate that we made in December'
for those expenditures. They are not changes in program.

Senator LUCAS. I understand that.
Mr. LAWTON. They are delays in-
Senator LUCAS. But you made that estimate in December of 1946.
Mr. LAWTON. That is right.
Senator LUCAS. The first one, and then you made another one in

January 1947.
Mr. LAWTON. 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. LAWTON. 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. LAWTON. Last Saturday.
Senator LUCAS. Well, will you have another estimate before the

year is over?
Mr. LAWTON. There will be no further estimate before the year is

over.
Senator LUCAS. You are settled on that.
Mr. LAWTON. The actual results will be known in two and a half

months.
Senator LUcAs. Thank you, sir.
The CHAIRMAN. Thank you, Senator.
You were in the middle of telling us what expenditures were up

and which ones were down. Will you go ahead with that, and if it
is not too much trouble start from the beginning again.

Mr. LAWTON. All rigit, sir. British loan up $400 million; postal
deficiency down $36 million; refunds of taxes up $173 million.

Senator LuCAS. May I make an inquiry right there on that. Why
would that happen? Did the Treasury give you any reason why
they missed their estimate there by $173 million?

Mr. LAWTON. No. That is the latest estimate based on the cur-
rent information that they received, and having the advantage of
the recent tax returns.

Senator LucAs. I suppose Mr. O'Donnell can explain that.
The CHAIRMAN. Refunds up $173 million.
Mr. LAWTON. Yes.
Senator BYRD. Is this in response to my inquiry regarding the

fourth-quarter expenditures?
Mr. LJAWTON. This is the total for the year as compared with the

present estimate compared with the estimate in the January budget.
Senator BYRD. I asked the Secretary of the Treasury to furnish

information as to why they expected to spend $12,137,000,000 in the
fourth quarter, and when they have been spending a little over $9
billion.
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Mr. LAWTON. I can furnish that. I can come to that next. I am
now op. the totals.

National service life insurance is down $65 million.
Senator BYRD. Down from what?
Mr. LAWTON. This is from the January 1947 budget, the estimates

made last December.
The CHAIRMAN. Downi how much?
Mr. IAWTON. $65 million; terminal leave is up $230 million; Agri-

culture Departme .t, genral anl special fund expenditures, down. $78
million; Commodity Credit Corporation, down $104 million.

As I stated before, that represents afx increase in. receipts, an
increase in credit items.

Export-Import Banc (town $50 million; Federal Works Agency
down $94 million.

I can furnish this statement. I have two copies of it.
The CHAIRMAN. Have you got some copies for the press?
Mr. LAWTON. Interior Department down $25 million.; National

Housing Agency, general and special accounts, up $25 million; corpora-
tion accounts up $54 million; State Department (town $88 million.;
Treasury Department (own $287 million; Veterans' Administration
down $144 million.

Senator LuCAS. You say the Treasury Department is down $287
million?

Mr. LAWTON. Yes.
Navy Department down $216 million; UNRRA down $115 million;

Surplus Property Disposal down $20 million; Maritime-V. 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 BYRD. What does that mean?
Mr. LAWTON. It means that they will have a net receipt this year

instead of net expenditure.
MiscellaneQus items, all other items, in general and special accounts,

down $35 million..
The CHAIRMAN. Hold up I second. I understood that these

figures show the amount by wbkch the estimates which were made in
December had been exceeded or fall short.

Mr. LAWTON. Reduced in total.
The CHAIRMAN. Of those estimates, is that correct?
Mr. LAWTON. This is the present estimate as compared to the

estimate included in the January budget, which was made in December.
That is correct.

The CHAIRMAN. Take the Atomic Energy Commission; has that
spent less or more than was anticipated?

Mr. LAWTON. It will be $51 million less, under the present estimate,
than was anticipated in January.

The CHAIRMAN. All right. Proceed.
Mr. LAWTON. And this last item, corporation accounts for other

than those listed above is down $2 million.
The CHAIRMAN. Did I understand you to say in answer to a ques-

tion by Senator Lucas that these changes involve only the rate of
expenditure?•
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Mr. LAWTON. 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 CHAIRMAN. 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 earlier
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 departments 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 Government is concerned, if that is not pro-
jected into the succeeding year-

The CHAIRMAN. Well, if it is projected into the succeeding year-
Mr. LAWTON. 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 CHAIRMAN. Give us those, please, which will not affect ex-
penditures in fiscal 1948.

Senator LucAs. Wly do you not *ust turn it around?
The CHAIJIMAN. He said that is the lesser number.
Senator LUCAS. That is correct.
Mr. LAWTON. The larger number will not affect expenditures in

1948. The lesser is the carr-overs into 1948.
The CHAIRMAN. Give us those that will affect 1948.
Mr. LAWTON. About half of the UNRRA item.
The CHAIRMAN. What number is that?
Mr. LAWTON. That is No. 18.
Senator LucAs. Approximately what is it?
Mr. LAWTON. It is $115 million.
Senator LUcAS. One-half of that, you say?
Mr. LAWTON. About lqlf of it will be delayed into next year.
The CHAIRMAN. UNRRA, about half will go over. All right.

What else?
Mr. LAWTON. A part of the Treasury item, in item 15.
The CHAIRMAN. What part?
Mr. LAWTON. I would have to verify that figure, and supply it

for the record. I do not hav3 it offhand.
The CHAIRMAN. Will you do that, please?
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Mr. LAWTON. I will do that.
The figure is $140 million.
Mr. LAWTON. 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 CHAIRMAN. Is there anybody from the Treasury prepared to

give us that?
Mr. O'CONNELL. No, sir.
The CH4IRMAN. Go ahead, please.
Mr. LAWTON. A small amount, probably $10 million, of the Atomic

Energy Commission; and part of the State Department, probably
around $50 million. That is item 14 which represents the post-
UNRRA relief.

The CHAIRMAN. About $50 million?
Mr. LAWTON. Yes.
The CHAIRMAN. Is that the whole of it?
Mr. LAWTON. Those are the major items that will carry over.
The CHAIRMAN. Those are the items that will carry over?
Mr. LAWTON. Yes.
The CHAIRMAN. Did your budget estimate for fiscal '48 contemplate

that those items should carry over?
Mr. LAWTON. No.
The CHAIRMAN. Did your budget estimate for '48 contemplate that

these other items should not carry over?
Mr. LAwTON. It contemplated their expenditure in the current year.
The CHAIRMAN. In the current year?
Mr. LAWTON. Yes.
The CHAIRMAN. What accounts for the extraordinary concentration

of expenditure in the last part of fiscal 1947? 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. LAWTON. 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 they
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.

I can run down this list if you care to and go to that.
The CHAIRMAN. Let me read what the President said about that.

He said:
This is because of n important concentration ofiexpenditure In the last part of

the fiscal year. For example, the heaviest paynkents on interest on the public
debt are made in the month of June. Also there will be large payments to the
national life insurance fund durig the last part of the fiscal year. Those aMd
other items account for the difference between the surplus now shown in the dAily
Treasury statement and the expected surplus for the eptire fiscal year.

Mr. LA WTON. Running down the list in comparison between the
two quarters, in the third quarter there was a payment to the Inter-
national Monetary Fund completed. For, that particular item, there

/
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is no corresponding payment in the fourth quarter. So, that to that
extent---

Senator BYRD. That is nonrecurring.
Mr. LAWTON. That is a nonrecurring third-quarter expenditure,

and the fourth quarter on that account for that particular item is
down the whole amount.

Senator BYRD. Suppose we take that off the third quarter for com-
parison purposes.

Mr. LAWTON. All right. In the credits of the British loan, the
withdrawals in the fourth quarter--

The CHAIRMAN. Would you mind calling the number of the item?
Mr. LAWTON. Item 2. The expenditures in the fourth quarter

for withdrawals under the British will be $300 million greater than
in the third quarter.

The CHAIRMAN. Do you anticipate expedited requests during fiscal
1948?

Mr. LAWTON. The British have indicated that that is what they
expect to withdraw.

The CHAIRMAN. They have indicated that?
Mr. LAWTON. They have.
The CHAIRMAN. And are you at liberty to teli us, will it be greater

or less than you anticipate for fiscal 1948?
Mr. LAWTON. There has been no change in 1948.
The CHAIRMAN. No change in 1948?
Mr. LAWTON. No. This is for the current year.
The CHAIRMAN. But will this expedited rate, so far as you know,

in the last quarter of 1947 carry over to 1948?
Mr. LAWTON. 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. LAWTON. We have a commitment of $3% billion cash. The

question of withdrawal is governed largely by their needs.
Since we ha-zi 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 CHAIRMAN. Why is the interest on the public debt?
Mr. LAWTON. It is payments to special accounts which are made

on the 30th of June, largely special issues.
Senator BYRD. Socia 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
payment for the month of June 1946 was $1,394 000,000, which was
$577 million higher than any other month in the year. The next
highest month was December.

Senator LUcAs. Do I understand that this is a general pattern that
is followed year after year?

Mr. LAWTON. As to interest; yes.
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Senator LucAs. How about other items? Are there other items
that iecur in similar fashion?

Mr. LAWTON. The postal deficiency is usually drawn at two inter-
vals during the year, the midyear and the end of the year. Last year
they only drew once and that was in June.

Senator BYRD. 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
th3 general fund of the Treasury.

Senator BYRD. How much is that for the year?
Mr. LAWTON. For the year it is $240 million, $140 million being in

the fourth quarter.
I 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. LAWTON.. 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 A normal year?
Mr. LAWTON. I am thinking of a 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 quarter?

Mr. LAWTON. No. I am indentifying the specific items. Soime of
these are, of course, new items, and they are unusual. The British
loan was a brand-new item.

The CHAIRMAN. You are identifying them.
Mr. LAWTON. I am identifying the items in the fourth quarter

which will excedd 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 CHAIRMAN. How does that come about?
Mr. LAWTON. That comes about from the fact that the Senate is

still acting on the deficiency appropriation bill which contains an
app opriation 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 CHAIRMAN. That is not a matter then of budget discretion.
Mr. LAWTON. Nb. It arises in large part-$300 million of it-

from 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 l4efore.

Senator BYRD. What is the item?
Mr. LAWTON. National service life insurance'
Senator BYRD, How much?
Mr. LAWTON. $497 million.
Railroad retirement, $205 million in excess of the third quarter.

That is item 6 (c).
The CHAIRMAN. Doe that follow actuarial results?
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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 BYRD. That fund is self-sustaining.
Mr. LAWTON. That fund is, and this represents the excess of collec-

tions over amounts previously appropriated. The appropriations
are not automatic. They have to be made by Congress, but they
are based on the revenue collections.

Senator BYRD. There is no charge on the Treasury in a year's time.
Mr. LAWTON. Well, insofar as the receipts are included in general

revenues, this is a charge in the budget against the revenues.
Senator BYRD. 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 a 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 quarter there was a large credit transfer
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 receipts. A large part of that
increase in receipts will be a payment from the War Department for
supplies 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 early spring.

The Interior Department there will be an increase of $15 million.
Again seasonal increase in public works activities and in national
parks.

Senator BYRD. How' much is that?
Mr. LAWTON. $15 million.
Senator LUcAs, You bettor get that right away.
Mr. LAWTON, The National Housing Agency, in the general and

special accounts there will be a reduction of $77 million.
In the corporate accounts, an increase of $25 million, representing

minly a decline in receipts in the HOLO.
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In the State Department there will be an increase of $07 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 CHAIRMAN. What accounts for the Treasury increase?
Mr. LAWTON. Some lend-lease liquidation, some expenditures for

stock piling, and temporary employment of internal revenue follow-
ing the tax payment period. Mainly of course it is due to stock
pilimg and lend-lease liquidation.

The Veterans' Administration will be up $57 million.
UNRRA will be up $64 million. That is a payment to the War

Department as a reimbursement, and is reflected in the War Depart-
ment as a credit item.

The CHAIRMAN. Any particular reason for the higher figure in the
Veterans' Administration?

Mr. LAWTON. An increase in readjustment benefits and hospital
care.I

Senator LUcAs. Any hospital construction involved?
Mr. LAWTON. No construction is involved in that item.
UNRRA I have stated, is up $64 million, representing a payment

to the War Department and will reflect as a credit in the War Depart-
ment defense estimate aown below.

Surplus Property Disposal is up $47 niillion.
Senator BYRD. What about that Big Inch and Little Inch pipe line?
Mr. LAWTON. That is not reflected in these estimates. It is

anticipated that the receipts in that case will come in in the next year.
Senator BYRD. How much is that a hundred-and-some million?
Mr. LAWTON. $140 million, I think.
Maritime Commission is up $31 million.The CHAIRMAN. What is the reason for that?
Mr. LAWTON. 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 $53 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 a seasonal increase in public works.

War and defense 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 occupied 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 miscellaneous receipts-
$292 million in miscellaneous receipts?

Mr. LAWTON. That is in your revenue picture. It is a part of your
$42.6 billion revenue. It represents in this case one item of pay-
ment for services rendered in India and China to the War Department,
which were liquidated by the Office of Foreign 'Liquidation through
the transfer of surplus property. The W~r Department will pf-y
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foreign liquidation for that surplus property and the money goes
into miscellaneous receipts and is in the receipt estimate.

It is a wash transaction so far as its effect on the surplus.
The Atomic Energy 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 surplus property receipts.

Senator TA'r. This Atomic Energy Commission, is that only for
half of the year, that $150 million?

Mr. LAWTON. That is correct. It was carried in the War Depart-
ment for the first half years.

Senator TAFr. That would be equivalent to $300 million for the
entire year, that expenditure.

Mr. LAWTON. Yes.
Senator BYRD. In 1948 it is more than that, is it not?
Senator TAFT. It will be $450 million in '48, or $500 million; they

spent only $450 million.
Mr. LAWTON. The estimated amount for the War Department for

1947, for the first half year, for atomic energy, was $179 million so
this represents a total of $329 million fgr that purpose; $179 million
was expended by the War Department and $150 million by the Atomic
Energy Commission.

Senator BYRD. Wh is it larger in the fiscal year '48?
Mr. LAWTON. In this transfer and in giving the Atomic Energy

Commission time to revalue some of the items in the program, there
was a delay in the current year and they will get back to what they
consider a going rate in 1948.

Senator BYRD. That is going to require $500 million.
Mr. LAWTON. I think that th e sum hero is less.
Senator LUCAS. $443 million.
Mr. LAWTON. $440 million I believe for next year.
Senator LucAs. The President in his message said the largest single

item is $443 million for the Atomic Energy Commission.
Mr. LAWTON. Yes.
In the general and special accounts, that $40 million is a projection

of rates in the closing months of the quarter in the early part of the
fourth quarter.

Senator BYRD. That is '44, you say? How much did you say it
was?

Mr. LAWTON. $40 million for general and special accounts. There
is vp ificrease of $23 in corporation accounts under all other cor-
porations.

The CHAIRMAN. 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 in '47.

Mr. LAWTON. A small amount of the Atomic Energy, about half
of the UNRRA about $50 million of the State Departmen item, and
an amount of the Treaputy which I will have to furnish later. I do
not recall that figure, but it does represent part of the lend lease
liquidation and some stock-piling expenditures which have been antici-
pated and I will furnish the figure.

Senator TAvr. Those are what?
Mr. LAWTON. Those are things that will affect '48.
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Senator TAFT. Carrying over out of '47 into '48?
Mr. LAWTON. Yes.
Senator TAFT. 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 leave payments." We are not ready to change yet the
'48 estimates for these.

Senator TArT. Do you mind if we carry something back? I was
thinking particularly of Commodity Credit, $833 million. Can we
not pay that this year instead of next year? It is a (lead hose; 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 BYRD. I think it should be paid this year. It certainly
ought not to be included in '48.

The CHAIRMAN. Do you carry forward current revisions of estimates
for the succeeding fiscal year?

Mr. LAWION. We have not made any attempt to make any revision
of the 1948 fiscal year at the present time.

The CHAIRMAN. Are you running figures on it?
Mr. LAWTON. The only tling that we have done is to make some

estimates, current estimates of the effect of actions on appropriation
bills.

The CHAIRMAN. You pay no attention to increased appropriations?
'Mr. LAWTON. Well, that is what I just covered.
The CHAIRMAN. I mean increased revenues.
Mr. LAWTON. We have not received any revised revenue estimates

from the Treasury for '48.
The CHAIRMAN. So that as of this time you are not prepared to

testify as to whether your '48 budget is still reasonably accurate or
whether it is out of joint.

Mr. LAWTON. 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 CHAIRMAN. Which we have from now until the end of July to
continue to work on reduction, have we not?

Mr. LAWTON. We cannot forecast what will be done.
The CHAIRMAN. You forecast when you made your '48 estimate.

You did a lot of forecasting, did you not?
Mr. LAWTON. That was only as to the needs for the various agencies

of the Government in carrying out the functions imposed on them
by law.

The CHAIRMAN. Exactly.
Mr. LAWTON. At an effective and minimum rate of expenditure.
The CHAIRMAN. Exactly. In your forecasts, you forecast certain

reductions in expenditures, did you not?
Mr. LAWTON. Well, some of those of course there were reductions

under the current year expenditures.
The CHAIRMAN. You forecast them?
Mr. LAWTON. Yes that is right.
The C AinMAN. They had not been made at the time you made

your estimate, had they? i

154



INDIVIDUAL INCOME TAX REDUCTION

Mr. LAWTON. 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 CHAI)MAN. 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. LAWTON. Certainly. •
The CHAIRMAN.6Of course, you had to estimate, did you not?
Mr. LAWTON. That is right, and propose what those appropriations

should be.
The CHAIRMAN. Exactly.
Mr. LAWTON. That is the purpose of the budget.
The CHAIRMAN. Exactly. I will ask you again, you have no

revised estimate on '48, your budget for '48?
Mr. .LAWTON. That is right.
The CHAIRMAN. And you have seen, and no developments have

come to your attention officially that would cause you to revise it?
Mr. LAWTON. Well, as I said, the only action of Congress that so

far in connection with those budgets that has indicated that any
maJor revision in an item woulh be the item for refunds. I am
thinking of the items of more than half a billion dollars, and that of
course is a guess. If the guess is right, that means of course lower
expenditures. If the guess is wrong, it means that Congress will
either havve to appropriate that money in a deficiency or pay interest
on those claims in the suicceeding year.

Senator ByRD. Now there is no use of lying any attention to that,
what the House did, because if the refunds come in, they have to be
paid.

Mr. LAWTON. That.is correct, or pay interest on them if you hold
them up..

Mr. LUCAS. It is it bookkee)ing entry.
Senator BYRD. That is just t bookkeeping entry.
The CHAIRMAN. Let us take a look at that. We are on an expend-

iture basis.
Mr. LAWTON. That is right.
The CHAMMAN: If it is estimated that we will spend less on refunds

in 1948 than on thme original estimate, it is a logical procedure to reduce
that expenditure item so far as your expenditures for 1948 are con-
cerned. That does not mean to say that y.tu might not have to
make up the lag in 1949, but if you are running your budget on an
expenditure basis it is your duty, is it not, to figure how much you
are actually goingto spend in the fiscal year?

Mr. LAWTON. That is correct.
The CHAIRMAN. And if they figure out that they are going to

spend less in refunds for 1948, even though they have to make it
up in 1949, that reduction goes into the 1948 budget, does it not?

Mr. LAWTON,. That is correct
The CHAIRMAN. Of course.
Senator BYRD. You did not figure that out. The House did that.
Mr. LAWTON. I said that is the major change that has been made

ii the action on appropriation bills so far; the major reduction.
Senator Byj. There was no revision of your estimate.
Mr. LAWTON. No; we made no revision; that was done in the

House bill. It is now pending before the Senate committee.
60886--47-11 0
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Senator BYRD. 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.

Mr. LAWTON. That is right.
Senator BYRD. 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 iere would still be
about $700 million difference between what you estimate you are
ging 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. Surely.
Senator LUCAS. You have been interrogated here on certain facts

that have gone into this budget and whether or not you have seen
anything at would cause you to revise the budget downward.

I will ask you whether or not, if you know anything about or if
you have watched-the Budget Bureau has watched a number of
tills that have been introduced h3re into the Congress of the United
States, which seek huge appropriations for the fiscal year 1948.

For instance, I am thinking about one bill that came out of the
Agricultural Committee, introduced by Senator Langer of North
Dakota, seeking $315 million for a bonus to wheat and corn far, hers
throughout the country. That passed the Agricultural Conimittle
almost unanimously. Only two members voted against it. It is
now on the calendar. .

Do you know about that, or would you consider that in any way?
Mr. LAWTON. We have considered generally only those bills on

which the committees have requested reports and where in connec-
tion with those reports estimates of costs 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.

Sena.-r LUCAS. I merely mention that along with a couple more
bills that are pending before the Civil Service Committee, of which
Senator Langer is chairrnkin whereby lie seeks millions of dollars in
more retirement privileges.

Then I am thinking about a bonus bill that has been introduced
in the House to pay1 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 tremendous number of bills that have
been introduced here despite this so-called economy wave, which, if
we went through with them would certainly throw the economy otit of
the window. And if you are going t9 look at them one way it s ens
to me you would be perfectly justified in following these bils, not oil
the theory that all, of then are going to pass perhaps; but merely for
purposes of budget speculation.

I heard one fellow say on our Agricultual Committee that lie
would spend a billion dollars if necessary to support prices, so far as
he was concerned, and he does not belong tto my party.
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It does seem 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 bloc in there for it.

Senator TAFT. You do not count if it is contrary to the policy of the
President.

Mr. LAWTON. We have only made estimates in this budget as 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 get the best estimates of costs that can be furnished.

Senator BYRD. You do not include that in the budget estimate until
some bill is passed?

Mr. LAWTON. We do not include it in the estimates until we are
prepared to make or propose an appropriation for that purpose.

Senator BYRD. Will you give me those figures again, the figure
about the increases of the fourth quarter over the third quarter.

Mr. LAWTON. The total of the increases?
Senator BYRD. I have a rough figure here of 2.4 billion.
Mr. LAWTON. The increases are about 3.2 and the decrease, 1.750.
Senator ByRn. Increases 3.2?
Mir. LAWTON. Yes.
Senator BYRD. Do you mind calling those off?
Mr. LAWTON. 300 million, 140 million 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 BYuD. Your total there is 3.2.
Mr. LAWTON. Yes.
Senator BYRD. Then the deductions-those are about 1.5?
Mr. LAWTON. 1.750.
Senator BYRD. That makes just about the difference between the

two.
Senator TA-r. May I ask this: I was not here on the credit of the

United Kingdom. There was nothing drawn before this fiscal year,
was thero? 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
nothing.

Mr. LAWTON. I believe that was it.
Senator TAFT. Have you any reason to think that the estimate of

1.2 billion-
Mr. LAWTON. There Was nothing drawn before 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 estimate of $1,200,000,000 for the next fiscal year will be larger or
smaller? Is this a permanent acceleration of the original plan?

Mr. LAWTON. I have no information on that, Senator. As I
stated, we had received ififormation 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 CHAIRMAN. I would like to make it clear again, you do not run
any independent check on revenue?

Mr. LAWTON. No; we do not. *
The CHAIRMAN. You take that entirely from the Treasury.
Mr. LAWTON. We do furnish the Treasury with the estimates of

miscellaneous receipts but not the taxes estimates or the customs duties
or any of those.

The CHAIRMAN. The over-all figures which are supplied to you by
the Treasury are accepted as they are; is that correct?

Mr. ILAWTON. That is right.
The CHAIPMAN. How much did you miss your budget estimate for

the fiscal year 1947?
Mr. LAWTON. From the original?
The CHAIRMAN. 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 budget estimate?

Mr. LAWTON. 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.

I 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 CHAIRMAN. What will your surplus be at the end of this fiscal
year?

Mr. LAWTON. $1,250,000,000.
The CHAIRMAN. $1,250,0000000?
Mr. LAWTON. Yes.
The CHAIRMAN. And what was your predicted deficit?
Mr. LAWTON. The original estimate was 4.5 billion.
The CHAIRMAN. And the original estimate you predicted a deficit

for the fiscal 1947 of 4.5 billion?
Mr. LAWTON. That is right.
The CHAutMAN. And you will wind up with a surplus of $1,250,-

000,000..
Mr. LAWTON. Yes. Those estimates haye been revised twice in

the intervening period.
The CHAIRMAN. As of the present time, from the time of your first

estimate, you have missed it $5,750,000,000; is that correct?
Mr. LAWT N. That is the difference between expenditures and

receipts; yes.
The CAIRMAN. A total miss of $5,750,000,000; is that right?
Mr. LAWTON. Yes.
The CHAIRMAN. Secretary Snyder this morning estimated that with

the surplus of this year plus the surplus of next year wo will have
available about 2.5 billion dollars for debt reduction during the 2
fiscal years. Have you any reason to believe that it will be any
different than that?

Mr. LAWTON. Those figures represent the present 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.

/, /
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The CHAIRMAN. 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?

Mr. LAWTON. 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. LAWTON. No; I do not challenge that, sir.
The CHAIRMAN. You do not challenge that and have no reason to

challenge that?
Mr. LAWTON. No.
The CHAIRMAN. Are there any further questions?
N, e 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 a. in.)
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THURSDAY, APRIL 24, 1947

UNITED STATES SENATE
CoMMITTEE ON FINANCE,

Washington, D. 0.
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 CHAIRMAN. Come to order, please.
Mr. John W. Hanes. Will you be seated, please, Mr. Hanes?

Would you mind stating your full name, your present occupation,
and tell us something about your past experience?

STATEMENT OF JOHN W. HANES, CHAIRMAN OF THE BOARD
OF TRUSTEES, TAX FOUNDATION, NEW YORK, N. Y.

Mr. HlANES. Senator Millikin, my name is John W. Hanes. I am
chairman of the board of trustees 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 economy.
However, the views I express are my own. I am appearing here today
in response to a request from the chairman of your committee.

I appeared before the House Ways and Means Committee in support
of H1. R. 1. Sulequently, in letters to the chairman of this committee
and to Senator George, the ranking minority member I made certain
calculations as to the probable size of the Treasury surplus at the
end of the fiscal year June 30, 1947. Those estimates varied somewhat
sharply from the official estimates that had been made up to that time.

You will recall, for example, that the President's Budget message
in January had predicted a deficit of $2.3 billion at the end of the 1947
fiscal year. Secretary Snyder began by being equally pessimistic but
has gradually upped his figures since. On Tuesday, the Secretary
admitted that there has been a radical change in the situation; he
would concede, however, no more than that a surplus of $1,250,000,000
wfiin prospect.

Now, what (toes this argument over the size of the prospective
%rJilus really mean? How is it relevant to H. R. 1 This is a simplQ
de.3aration of Congress recognizing that, since our unprecedented
expe1nditures for war had now ,ended, the taxpayer was entitled to a
break for his equally unparalleled sacrifices.

As a means to this end, a straight-across-the-board cut was proposed.
The measure, as I see it, merelyintends to recognize a situation which
AUdo rliof; it is in no sense a permanent revenue, bill designed to
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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 cones
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 the past decade.

My approach to the problem has not been onl an "either or" basis;)
that is, tnat 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 provi(le
effective taxpayer relief and to make at the same time 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 lose sight, however, of the great importance
of holding to a minimum every appropriation for the balance of the
fiscal year 1947.

The problem this committee faces is far larger than a mere technical
debate over fiscal policy. In the 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 eco-
nomic groups may be affected. It lq been a long time since the Gov-
ernment was even willing to think in terms of subordinating its wishes
to citizens or taxpayer interests. That time, it seems to me, now
has arrived, and tle quicker we face up to that fact, the sooner our
economy will rest upon a substantial and permanent foundation.

I have urged speed in enacting tax reduction for reasons which
every passing day not only confirms but makes doubly imperative.
The more promptly the question calI be acted upo1 the more positive
will be the constructive effects upon business and ouri national econ-

M"Zany economic experts currently feel that our existing high-level
production is at a critical point. Our nahldjustments se(,l to grow
worso rather than better as prices and wages seeni ready for another
inflationary turn. The President consults his Council'of Economic
Advisers, and ttwn calls upon business to reduce prices. If prices do
not come down, lie says in effect, then labor is justified in asking
higher wages. Instantly inflationary pressures are increased as a
new wage-price struggle impends.

It is a mistake to assume that, in these contests, the Government
is a mere outside observer, acting in a detached way as the public's
representative. That is not the case. While labor and industry must
carry their fair share of the blame for our present situation, priniry
responsibility must be assessed against the Government itself. We
must not overlook the fact that, in the flxing of prices which the
public is called upon to pay, in recovering t1le mounting costA of
production, one of the most important factors is the cost of Govern-
ment services, expressed in the form of taxes, which is compounded
into the price of goods and services which thb public buys.

The C AI^MAN. You are suggesting that we lower the price of
government?

Mr. HANES. Yes, sir; sharply.
If we really mean to go about reducing the price level and cancel

out some of our wartime excesses, then let 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 every price tag and in every 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 coml)areal 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 COSTof LIVING
1939 PRICES & 1947 PRICES

70% ICES

NUACTURED

LORUSLJ

77%ICES

inI,.GI2I,
1947 EIR VRN

Mr. IANEB:. W~e hope prices will, come down, all prices, including
price of Federal Government, whiiich as you will note has risen 371
per'ent in this p~erio(I.

We are apt to forge t that the F ederal Gov erment is only one part,
true, a major part, of this particular l)rolemJf. Out. of a total national
income of $176 billions, the American pe[,ollC are paying out for gov-
ernment at the. State and local, as well as F ederal levels, the staggering
total of $82 billion.

Senator M~AnTIN. D)o you have the break-down of how much of it is
for local level?
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Mr. HANES. Yes, sir, Senator. It is about $11 billion at the State
and local levels, and about $42 billion at the national level.

The CHAIRMAN. That figure of $52 billion exceeds our total na-
tional income during a part of the depression period of the thirties,
does it not?

Mr. IANES. Yes, sir; it does.
I might say, Senator, there, parenthetically, that it compares with

the highest peacetime year of taxation that I renmnb"er, which was,
I believe, the year of 1938, when 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 be paid back in the form of social security and
old-age pension benefits, which I believe in that budget amounted to
$720 million. So our t,,al tax collections in the highest pefacetiie
year prior to the war was about $5,550,000,000.

This is a back-breaking charge that must be met before any tax-
payer has a single dollar to spend for his own account. It is a prior
lien on the whole productive energy of the American' people. If we
cannot reduce the tax charge at a time when business activity is at
the highest level in the Nation's history, we know )erfectly well it
will not be reduced if business begins to slacken and{ unemiployment
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 nmule
by coaxing than by beating. A bag of oats gets better results than
a whip. Let us apply this homely adage to our present tax situation.

Our Federal debt today is equivalent to $6,800 per family. In
1940, only 7 years ago, it stood at $1,200 per family. In 1930 it was
$650 per family. After World War I the Federal debt reached its
then peak for all time of $1,070 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 elements in
the creation of now wealth are (1) incentive to those who assume the
risks of building new business enterprises; (2) hard work by all classes
of the population; and (3) thrift which makes possible the building of
new homes and better living.

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 intelligent people have been confused over an argument
that has been blown up, out of all proper proportions, in my opinion.

The general feeling tlat the debt must be reduced during this period
of prosperous business is most wholesome. I heartily agree. BAt to
attempt to pay off debt without relieving the taxpayer of at least a
part of his excessive tax burden is wrong. It will defeat the very
purpose we are trying to achieve.

Let me illustrate how this problem affects business as I saw it work
out some yeers ago.,

In order to enter a new business re uiring a total capital of
$1,100,000, three mon put in $100,000 ea~h, and borrowed $860,000
from a bank in their local community at 3 percent interest.

Before embarking on this new venture, each of these men, lot us
assume, had uet income from outside sourt", of $20,000, plus intoreet
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of $2,500 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.

lefore entering now busitom:
Not he mo front oitse mtirce .... ..............
Interest from Invctmont. $100,000 ..................

lotal not n0o11o .........................

JA3S4 a tX on $22,500 ..................... ............

Speli nble Incono ...............................

Mr. A. Mr. B. Mr,C. 

$20, 000 $20, 000 $20, 000
2,500 2,500 2,500

22,500 22,500 22,J00
K 241 8 241 8,241

14,250 14,259 14,250

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,
the business prospered, and a healthy and happy little community
grew up around the plant.

Here is the same situation as it would exist today.

Mr. A Mr. B

1. Income from business assuming l2-1wroent return.... $4, 400 $4,400
2. Less Interost on Wink loon at 3 parent .............. .8,000 8, 00

3. Not Income from business ........................ 37800 37,800
4, Assumution: Not ino from outside sources. 20000 20,000

6. rotat not ine1............................. 67,800 87,000

Mr. C Total

$4, 400 $139,200
S,0O0 28.800

37,-S0 113,40
20,00 OD 0,.000

57,800 173.400

Let us assume that and see how much better off he is after having
taken the risk, and so forth.

Mr. Mr B Mr. C Total

s. 'T'ax r $5?,800 (tax hmoket of 71,25 percent or effoo.

tive tax on tho $67,800, of 53.70 porent) ............ $31, 030 $31,36 $31.038 6 $3.106

7, Income after tax ............. ...................... 2,704 28,764 2, 764 80, 22

, Payment on bank loan at aiotnt to give same
siyattable ncomo as if they had not gone into
bialnm ........................................... 12, 08 12, M8 12,1W687,816

0. Spendable income .................................. . 2N 14,260 14,260 42,7

After paying interest on his share of the $800,000 loan, each man
would have net income (including his income from outside sources) of,
$57,800. After paying his tax of $31,030, he would have left $20 704.
Lot us assume that each man was willing not to increase his scale of
living, but to keep his spendable income at the same level as before
entorhig this business, lie could then pay back $12,505 each year on
his loan. At this rate it would take 23 years to repay the bank loan.
No bank in the United States would make such a loan today.

Thus after a quarter of a century each man will have built up his
tKlity in the busiles, under the following circumstances:

(1) by riskig $387,000 of his capita;
2) by being content not to increase his scale of living for 23 years;

and
(3) on the very optimistic assumption of an annual return of 12 per-

cent for every one of the 23 years.

Total

VI0, 000

47.50W07,0
24, 723

42,777
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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 that
protcram will come to a halt, indeed to a dead stop, if sonm of the tax
barriers damming the 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
proposed in H. R. 1 be inflationary?

We 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
Government is doing now, and that is what it 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 are cut.
On the other hand, the Government will have less to spend by the
same amount. There will not b6 any moru money in the aggregate to
spend. People will be spending their own money for a change,
instead of having tie Government spend it for them.

The CHAIRMAN. Yesterday we noted an argument which Mr.
Snyder had made to the effect that the income-tax reduction would be
inflationary, and therefore that there should not be any income-tax
reduction. The point was made by a member of the committee that
it is morally wrong, except for proper revenue-raising purposes, for
the Government to take money out of the taxpayers' pocket on the
theory that it knows how to spend his money better than he himselfdoes.

Do you agree with that?
Mr. HANES, Most heartily I do; yes, sir. I think it might he well

for us all to read the request made by the State of Indiana to the Fed-
eral Government. I believe they petitioned the Congress to stop
taking so much of their money out of Indiana, and leave some of it
back home, as they felt they could do a better job of it than the Fed-
oral Government could..

I think we might say it would be a good thing for the other States
to do the same thing.

In another sense, also, the argument that tax cuts would be infla-
tionary overlooks major considerations. The buying power of the
vast groups of the population has been cut by price increases. Labor
demands higher wages to compensate. Yet higher wages mean still
higher prices, and a further increase in prices nmist )e avoided. 'I'ax
reduction to restore indlivi(luol buying power helps people to keep
abreast of living costs, and thereby contributes to price stability.

Finally, I would say that while we should resolutely fight, against
further inflation, we must also avoid the opposite extreme of monetary
ddflation introduced by too much or too rapid debt retirement.
There are now signs that the inflation has Jabout run its course. It

S I
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the econoImy is ready to turn downward, a further argument is pro-
vided for balancing debt cuts with tax cuts.

For all these reasons I believe the claim that this program would
be inflationary is without merit. It may b, an excuse but it is cer-
tainly not a valid reason for opposing tax reduction.

hie next questionn is whether the program of tax reduction mbo(lied
in H. R. I is a good program or whether some other would be better.
I think it is a good program, first,.because it is in an amount that we
can afford and still retire debt. Second, because it, makes the same
percentage cut for all taxpayers with the exception of a larger cut for
the lowest )rackets 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 (1o you think you would work? Yet, this is
essentially what we ask the men who guide our industry to (1o when
we levy taxes un(ler the present* seldule.

The CHAIRMAN. That downward progression that you refer to
there cones about through the upward progression of income-tax
brackets, does it not?

Mr. HANES. Yes, sir, a very sharp progression.
There is still another misconception regar(ling the tax-reduction

method proposed under 11. R. 1 that is in need of clarification. This
is the I)l)posal for across-the-board reductions. The, argument is
made that 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 see that the reductions proposed maintain
exactly the same 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
per year, you would think he should pay 25 times as much tax. ie
does not. The man with $50,000 a year pays 67 times as much tax
under the present law, and he will pay 67 times as much tax under
H, R. 1.

The CIHAnMMAN. That relationship will be preserved no matter
what the percentage of reduction, so long as it is a flat across-the-
board percentage tax reduction; is that not correct?

Mr. 11ANES. Yet;sir; that is correct.
The CHAIRMAN. Has it not been the dream of tax people for a gen-

eral revision of the tax law one of these days that wouldestablish an
equitable tax structure, and that from that time on we coidd raise or
decrease our revenues by the expedient of a flat percentage increase in
taxes or a flat percentage decrease? Has that not been the ideal
toward which we have been striving?

Mr. IIANEs. Yes, sir. We have never been able to attain it be-
cause there has heen varying viewpoints as to what should 1)e done at
different levels, and therefore we have gotten our present levels grossly
distorted.

The CHAIRMAN. That of course assumes an equitable base to start

Mr. lIANics, That is right.
I have here a table which I would like to submit.
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(The table referred to is as follows:)

Iatio between taxes paid under present law and under H. R. I at various income
levels

$2,000 taxable $5,000 taxable Ratio between
Income income taxes paid

Tax under present law................................. . .00 $1,045.00 2.75
Tax under H. R.I ..................................... 304.00 834.00 2.75

$5,000 taxable $10,000 taxable Ratio between
Income Income taxes paid

Tax under present law .................................. $1,045.00 $2, 08.00 2.40
Tax under 1I. R. I ...................................... 0083.0 2,000.40 2. ,to

$10,000 taxable -$20,000 taxable Ratio between
income income taxes paid

Tax under present law .................................. $2,50. 00 $6,897.00 2.76
Tax under ii. R. I.................................... ,006. 40 5,517.60 2.75

$20,000 taxable 30,000 taxable Ratio between
Inome Income taxes plid

Tax under present law .................................. $,897.00 $12, 59.00 1.82
Tax under H. R. 1 ...................................... 0,17.60' 10,047.20 1. 2

$30,000 taxable $40,000 taxable ntlo between
income Income taxes paid

Tax under present law .................................. $12,559.00 $18, 753.00 1.49
Tax under 11. R. I .................................... 10,047.20 16,002.40 1.49

$40,000 taxable $50,000 taxable itatio between
income Ineome taxes pald

Tax under WrVaet law .................................. $1,753.00 $4,479.0 1.36
Ta under . I .................................... , .0 2, .0 .8

*2,000 taxable $50,000 taxable Ratio between
Income income taxes pald

Tax tinder vreeont law ................................. 880.00 $2,479.00 67.06
Tax under I, R. 1 ................................... 304.00 20,83.20 07.08

Mr. HA'Nx., The theory of "ability to pay" which underlies and
justifies our bicome-tax schedules has been abused. For instance,
vmder the Revenue Acts of 1030 and 1938, our concepts of taxation
were changed from revenue-raising purposes to the use of taxation
for social ends. This was based on a socialistic philosophy and has no
place in the tax systeln of our capitalistic economy,

The bankruptcy of this policy should be evitlent, Income taxes
have now been scaled up progressively to the point where they provide
virtually 75 percent of Tireasury revenue. This fact alone entails the
most far-reaching otoncquencm which are worth examining.

When a position is reached where the Government is conjnletolY
dependrtnt upon one main source of revenue, in this case the Income
tax, that source of revenue tads to become, as far as the Treasury 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 fixedrelationship between the financing
of Government spnding, proceeding at an unprecedented rate, and the
income-tax rates'required to sustain that spending. In other words,
the greater the spending, the greater the necessity to justify the
confiscatory surtax rateslevied 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
tie argument is made that the lower-income groups should receive
preferred treatment, a viewpoint which is designed to receive wide-
spread political support.

Next let us turn to the inequity of this situation, as reflected in tax
yields to the Treasury. Here we find how completely the existing
surtax brackets have sucked dry almost every available dollar that
can be obtained from the higher incoine groups.

How much revenue would the Treasury actually lose if all income
tax receipts on income over $100,000 were segregated from general tax
revenues? The answer 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 wealth as it is expressed in the form
of income, or against the country's managerial capacity employed to
direct our industrial enterprises.

Senator TAF'r. This figure of $877 million applies to all income over
$100,000?

Mr. HANES. That is correct. That is the income tax.
Senator TAFT. The $100,000, people who have more than $100,000.
Mr. HANES. That is the income tax receipts derived from all people

in the United States having an income of $100,000 or over.
Senator T~aFr. 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
receipts on income over $100,000, That would be hard to segregate,
or have you segregated it?

Mr. HANE . I do not think we have segregated that Senator. We
took those figures right-out of the House figures; I think that were
submitted to time House.

Senator TAFr. 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
$100,000?

Mr. HANES. No; this is the tax on income of $100,000 and more,
no matter what articularr bracket it falls in after it exceeds $100,000.

Senator TAFT. After it exceeds $100'000.
Mr. HAN s. That is the ta" on income over $100,000.
Next, lot us see how really discriminatory these suirtaxes are and how,

s a result, they fail of any revenue-producing purpose. As a matter
of fact, these rates are now so high that if all income above the $50,000
lvel wore actually conllscatdd over what is now left after the payment
of taxes, the total sum .tacruing to the Government would be only
$382,000,000. In other words, if the surtax bracket were now raised
to a full 100 percent after the $50,000 level of income, the increased
tax return to the Government would be enough to run the Government
tdout 3 days. That shows, I think, how little still remains for the
tax collector to get from our present high income groups,
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Now, I want to make myself absolutely clear. I am addressing
myself to one particular phase of this questionn; the taxation ability
and energy; in other words, the tax on earned incomes. I am making
no plea Ior the rich. What I do protest is a foolish and dangerous
discrimination against those with managerial ability, which lias no
economic justification, and rests solely upon a niiselievous (.lass
consciousness. What I l)rotest is not a tax on wealth or incomine but
a tax on brains, a stupid levy against the know-hoe\ amd the xnanagerial
experience that are the Nation's greatest assets.
Tha enactment of H. R. 1 by the Congress in no way precludes a

thoroughgoing revision of our entire tax system. Therefore, I support
wholeheartedly the program of cutting spending to the limit as voted
by the Congress, of cutting taxes as proposed by It. R. 1, and of apply-
ino to debt reduction the surl)ls that will result therefrom.

Tithe CHAIRMAN. Mr. HIanes, (10 you agree with the sUftelnent of the
Secretary of the Treasury that a tax reduction at this time Will not
stimulate incentive and production because all of our materials and
products tare being used to the fullest extent?

Mr. HANES. I (10 not agree with that, Senator. It my )e )r-
fectly true that those facilities that we have at the moment are being
used to their fullest extent, conunensurate with the amomt of labor
at hand and the amount of ,materials at hand. Tlatt may be true.
In some cases it is not true; in some other cases it undoubtedly is.

Senator TAFT. It is true that a good many of these will have to he
replaced by new kinds of enterprises as this extraordinary volume
lets lip.

Mr. IIANES. I was going to say that there ore so mamy places in
the economy where these needs require rejuvenation, where we mied
new machinery, new equipment. You will tilde stand that for e
period of 5 years most of our industrial enterprises have beei hard
at work producing war materials. Those industries which formerly
l)roduced the so-called co'nstiner goods had converted their phnts
to war material. They have used those machines at the very top-
most speed, running them 24 hours a (lay without. ability to :epleC
machinery through their normal expen(fiture ot their depreciation
account during thle wvar period. That machinery has got to be
rolplaced. The expenditure of a lot of money lby industry is nieces-
eary not only to build and1 buy equipment for newv products, lbut for
time building of their old line prodluctioni as it was goig onl prior to
the war.

rhe CHAIRMAN. That necessarily must be a continuous proeess.
Mr. HANES. That is right. Ani I maintain that unless a man can

make some provision for the future and understand what his burden
is going to be, and what the compensation is going to be to him, I say
you are going to bring to a (lead standstill all the business enterprise
in this country that is dependent upon the building of nev p1l)t
and new machinery, and the expenditure of money for the heavy 11nnd
dural)h'-goods industries, which is required to keep our economy going
on an oven keel.

The CHAIRMAN. Hav., you made any studies as to the invest meant
plow.-back, the annual investment plow-back 4hat will be required
to maintain at a static level an economy which provides now 175 or
180 billion dollars of national income a year,?
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.NI '. 11ANE'3. Yes, Sit', Mid oi Iling 1more. II orler to 1rovid(e
also the tools and the e(Iuil)imelit 1nd the machinery necessary to put
the boys and girls to work who, are eailch year )ecomilg ('allidiaies
for jobs, will require le ili('stieient of about $8,000 to $10,00(0 of
invest( (a)ital to put eofch one to Work and keel) hint at work.
And in the history of ou1r economy, whenever we live fallen short of
puanping back inlto lhe economy (,Iough equity ('apitilal to take care
of those I)col)le who are 'ii itld to jobs, cac.h year we have run into
depression and unemployment, because of this' failure we have failed
to inject into the ecoioniy the re(quire(I aniount of money.

The CHAI m N, How long (10 you feel, Mr. Ilanes, it will take for
tax reduction bill to have its lflect on our economy?

Mr. IHAN s. Well, Seniator. before the House, the Secretary of the
Treasury inade the, statement, andt as I recall I think he said it would.
take 18 months. I notice ill i le transcript as it was corrected it
appears now as 12 months, lit' Said it, would take about 12 months
to get aniy real belietit, out of a tax re(dlction.

Now, my own ol)inioI is that it will take a good deal longer than
12 months. I think he was nearer right before he changed it. I
think we probably should say 18 to 24 months, because bear in lind
the things that will happen 2 years hence must in large measure be
planned today, and if your business peol)le have 110 op of profit and
so not get real ecn(outragem)nt from you gentlemen right heroe 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 CHAIRMAN. 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 necessarily must pass it from a year to a
year and a half in advance of the tine that you might neeil its aid.

Mr. HANks. 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
depression period as they will act in a more normal period. 1I main-
tain that we will hardly get a tax bill passed in time to (10 you good
if we wait until the horse is out of the stable.

Are there any questions, gentlemen?
Senator JoHNSON of Colorado. I should like to ask Mr. Ianes 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?

Mr. HANES. Well, Senator, those things are all so closely elated
that I do not believe I can give you an intelligent answer as to what
causes depressions. I (10 not believe anybody else can give you one,
either, for that matter.

There are so many circumstances surrounding the change in the
business cycle. All of a sudden for some reason or other in October
1929, we were hit by a maelstrom, and we were in the depressioli
before anybody knew that we were even having an upset.

Senator JOHNSON of Colorado. But your argument this morning
seems to indicate that you believe that unemployment is caused by
a lck of facilities.
Mr. HANES. Well, perhaps you do not quite understand what I am

getting at. I will try to exphain it to you more clearly.
O08O547'.... 2
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What I was trying to say was this: You cannot put a man to work
unless he has facilities with which to work, unless he has tools, build-
legs, machinery, equipment, land, and inventory, and all of the things
that are required, which we normally call invested capital. There
has to be a certain amount of fixed and liquid capital.

Senator JOHNSON of Colorado. That is becoming more certain
every day.

Mr. W ANES. That is right.
Senator JOHNSON of Colorado. The trend is in that direction.
Mr. HANES. That is right. What I meant to say was this, that

to put a man to work, you have to buy a certain amount of equipment
and tools in or(ler 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 old 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
capital of the country showed about $8,000 of invested capital per
worker.

Whenever we fail to inject the req uired billions of dollars into the
economy that has resulted, unemployment creps ul) on us before
we know it.

So I say it is the most essential part of our economy, because our
economy is bahod upon a big broad base of equity capital. It is like
a pyramid. The pinnacle is the borrowed capital at te top. When-
ever that pyramid gets top-heavy with borrowed capital over equity
capital, then the system will topple over.

ro specifically answer your question does that cause unemploy-
ment and does that in turn cause depression, as I understood your
question--

Senntor JOHNSON of Colorado. Yes.
Mr. HANES. I will say it has a very strong influence but as I said

before, all of a sudden some day our shelves will be filled with muer-
('handise, 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
('ease to buy, and we will be in the middle of a depression.

I am not predicting that, because I hope we have learned something
by experience and can avoid these things, The responsibility is so
strongly upon us, upon you gentlemen right here in Washington, to
see that that does not happen, if you can avoid it. I do not say that
you can avoid it. I say that you can earnestly try, and I believe right
here at these desks id the place to begin.

Senator CONNAI,Y. Mr. Hanes, is it not true that tile corporate
concerns indutries and things thatyou are talking about, now have a
very hig h level of profit and income?

Mr. IANE:. I believe it is the highest level of profit we have ever
had Senator; I believe one of the most inflationary things, and one
of tile hardest things to explain about this situation today. We are
II[ human being", and I thiiik we all suffer from the same frailties,
and one of those frailties is that we try to got somebody else to pay
our taxes.
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If people in business today have been grabbing for higher prices
in my opinion, it is because they do not know what the permanent
policy of taxation is going to be, and they want to get somebody
else to pay these taxes. And everything we buy today has in it
the tax, every profit that is made by industry.

Senator CONNALLY. Of course.
Like every other expense that goes into the manufacture of an

article, they figure them all in.
Mr. IHANEs. Ihat is right, every tax.
Senator CONNALLY. 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. HANES. I believe it is, sir.
Senator CONNALLY. You believe it is? Do you not know it is?
Mr. HANES. No, it is not, because it was 190 billion, running about

188, I think it has come down a little. But it is running at thehighest
rate; you are correct.

Senator CONNALLY. It is higher than peacetime, higher now than
it has ever been heretofore at any time.

Mr. IIANES. That is certainly correct.
Senator CONNALLY. Well, now, the Government, as you know of

course, owes a groat deal of money, $260,000,000,000, does it not?
Mr. HANES. 257.5; yes, sir.
Senator CONNALLY. When all of these profits are so high and when

our income is so great, and the necessities of the Government on the
indebtedness is so great, do you not think that is a good time to get
some of this money by taxation?

Mr. HANES. I certainly do.
Senator CONNALLY. It will hurt pot the taxpayers more now than

later on, will it?
Mr. RANES. That depends. No.
Senator CONNALLY. It depends?
Mr. HANES. No, no. That depends on what you (1o to the economy

whether it hurts more now.
Senator CONNALLY. Lot us talk about the economy.
Mr. HANES. Yes, sir.
Senator CONNALLY. I thought these matters wore matters that wore

related to the economy, income and profits and all of that sort of busi-
es88.
Would not the burden of taxation, would not the pinch to it be less

now than it would probably any time within our times that you can
foresee?

Mr. HANES. Senator, it might feel better for the moment to feel
that you are etting along faster but when the impact comes 2, .3, or 4
years hence, f do not know how long, we may be sorry that we did not
do something today to alleviate that circumstance.

I am not alblo to look into the future, nor do I want to try.
Senator CONNALLY,. Well, would not a substantial payment on the

public debt tend to alleviate that so we would not have as much
hanging over us in the form of mortgage?

Mr. hAN Es. As a generality.
Senator CONNALLY. As a generality. Make it a specialty if you

want to but it is a fact.
Mr, HANNS. It is, that is right, 1 say as a generality.
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Senator CONNALLY. Whether you will call it a generality or fact, it
is a fact.

Mr. HANES. 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
exceas-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. HANE'S. I do not.
Senator CONNALLY. You do not?
Mr. HANES. I positively (10 not.
Senator CONNALY. We woull all be glad if we( could get rid of all

taxes, would we not?
Mr. HANES. I daresay we would.
Senator CONNALLY. We would. I will vote that way if you can

find any other way of running the Government, without taxes. I will
be for it.

Mr. HANES. I 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 into a very solemn and important discussion.

But I am getting at the point that wien 1 have got my pockets full
of money and I owe a big debt, it looks to me like then is the time to
pay something on the debt. We cannot pay it all, but you ought to
pay part of it.

Mr. HANES. Yes, sir.
Senator CONNALLY. And talking about economy, does not the

burden that is hanging over every business concern 'in the form of its
mortgage indebtedness and its bond indebtedness, do not those things
always figure into their costs of operation, and things of that kind?
Mr. HAI' Y. They certainly do, and they figure into the hope for

the future which is more important.
Senator CONNALLY. I am talking about the future too but I want

the future people that have these bonds outstanding )against the
Government which they subscribed at great sacrifice, in time of
national peril, I want to see them have some hope of getting something
back on their bonds. It seems to me that the time to get money is
when everybody has -plenty of it, aid you say that the corporate
income is high, individual incomes are high, greater than any, the
national incomno is greater than it has ever been, why would it not b
better to get soeni of that money now than to wait. until these hard
times that you are predicting are going to come, and then gouge their
eyes out?

Mr. HANES. Senator, I think that is somewhat exaggerated wheii
you say I am predicting anything.

Senator CONNALLY. You said that probably in the next 3 or 4 years.
Mr. ITIANm. No, I did not. I beg your pardonu, sir.
Senator CONNALLY. I beg yous.
Mr. HANs. 100 not predict.
Senator CONNALLY. Give us your thought. ' You predict or edict--
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Mr. HANES. No, sir, I did not.
Senator CONNALLY. Well, you are predicting though, you said if

you (10 not (10 something about this in tile future there will be diffi-
culties, there are going to be hardships.

Senator JOHNSON of Colorado. He said that impact was going to
hit us.

Senator CONNALLY. I (o not know what impact is, but if it hits us-
Mr. HIANES. 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 CONNALY. Exactly. All of us want to (1o that. Do you

not think a good way to prepare for the future is to while we have all
of this ironey out on the table, to rake some of it into the debt and
pay off the debt, rather than to let thluim spend it. and squander it?

1r. IIANES. Yes; (do.
Senator CONNALLY. That is all.
Mr. HANES. May I add one thing to this statement that I made,

Senator. I said that I heartily subscribe to the payment of debt.
There are three phases to this program, del)t reduction, expenditure
reduction, and tax reduction. So I do not want to leave the answer
unqualifiedly that I think that you should pay debt, yes, I think you
should pay debt., but I think you should also cut taxes.

Senator CONNALLY. Just one word, m(d thenI am through. Every
dollar that you pay in the indebtednessis that. much money sated,
is it not for th, Government?

Mr. RANES. Well, the Government will save interest on the debt.
Senator CONNALLY. Save the amount that it, (loes not owO as mu(h.

If I owe a fellow $50 and I pay him $25, I am not owing him but
$25 when I get through.

Mr. IANES. Every dollar that, you save---
Senator CONNALLY. Every dollar that we cut the taxes is that

nmuh less on the public debt at the l)resent moment.
Mr. HANES. That is not necessarily so, because there have been

times when you have cut very sharply,
Senator CONNALLY. I ai talking about this time.
Mr. :[lANES. I am answering your question. There have been

time.when you have cut taxes very sharply and increased your
income very sharply thereafter, and that, happened in several succes-
sive tax cuts, right after 1920, between 1920 and 1927. So you have
increased your' income by cutting taxes.

Senator CONNALIY. I want to increase the Government's income a
little and pay something on the debt.

Mr. HulAsE. That is a very admirable thing. I advocated that
here when I was working for tie Government, but I almost got thrown
out for it.

Senator CONNALLY. Ubly do You not advocate it now?
Mr. HANEB. I am in moderation.
Senator CONNALLY. In moderation? 64"

Mr. IIANES. Yes, sir three phases.
Senator CONNALLY. lut you want the tax bill first and if there is

anVthin left, then pay it, onl the public debt?
Mr. IANEs. That is not a true statement, because I said it was

part of a three-phase program. I also submit to you that the Con-
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gress has acted in both Houses on the fitst thing first; that is the cut
of expenditures, $6 billion in the House, and $4.6 billion ill the Senate.

Senator CONNALLY. That is on paper, is it not?
Mr. HANES. I am accepting that as in good faith by this Congress.
Senator CONNALLY. I amll hoping it is true and I am going to vote

to cut them in every case that I think it ought to be cut.
Mr. HANES. God bless you for that.
Senator CONNALLY. I am prepared to go along with the reduced

budget that we voted in the Senate, but still we have to wait and see(
what is going to happen. Furthermore, if they (1o it will be just
that muchi 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 shuffle.

Mr. HANES. Beg pardon?
Senator LuCAs. No one can giV you any intelligent 'o11SiO1s

as to what we are going to do with respect to the six billion or four and
a half billion; it is loat somewhere between the Houst al tle Senate.

Mr. HANEs. That is a very great disappl)ointinent to the country,
Senator, and 1 think it ought to be speeded ul).

Senator Lucks. I am glad to hear you iay that. We have beeIn
doing what we Call to get tie Iegislative Bud xet Conunittee to inforin
the Senate what they are going to do, but am formed tlly are
hardly speaking to one another.

Senator HAWKES. I want to say that I tree So thoroughly with
what Mr. Haties has just said that I would like to make this little
statement.

It seoms very strange to RIW that so 'nany mell in tle Senlate muil
tile Congress fail to understand that. thie riat of taxation does not
determinee the rate or tie amount of revenue that tile Governmielit
gets. If we could just get that thing clearly ill our mitdls, tile rate
of taxation could be reduced 10 or 15 or 20 prirent, and st ill stimulate
industry and stimulate initiative, and get the machine going that i4
producing the profits from which the revenue is received by the
Govenmmnt. 1%o 1 Want to say that I agree thoroughly within you,
and I also would like to say that the fact that your national inmet, is
so high means that is iii dollars, it does not mean ill purchasing power.
It does not mean in purchasing power at all. li other words, look
at the inventories today. l happen to be connected with a husimess
that has an inventory that is higher than it ever was k)wn 0l yet
the volume of material in that inventory is just. about lalf.

Mr. IIANxe. That is correct.
Senator HAwrE8. 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, mean the

volume of purchasing power at all. If you have to pay $1.50 a dozens
for eggs, against 50 cents a (ozen for eggs, you get one dozen eggs
for $1.50 audi tile other way you get, flree, dozen eggs. And after
all is said anld (tone, tile only Vital tiling for the 'Anliean Pt1l)le' is
whm they can get for their dolla r.

I said the other day, and I will reeat it here because it is a Very
apt iae to put it, that I lwhieve the question itf reducing taxei is so
tied in with the question of reducing the national debt, that you
cannot separate them. I do not know whether you agree with ie
on that or not,
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Mr. HANES. I (10.
Senator IIAWKES. So tied ill with that thing that yop cannot

separate that.
I want to say, that I have been doing a lot of work lately in ollnec-

tionh with the Contention that Cor)orate profits are high, and they
are high, but what kind of dollars, are they? They are )50-celnt
dollars, as related to what they were before the war.

Senator CONNALLY. The same kind of dollars everybody else has.
Senator IiAWKES. All right. Just a minute, please. I want to

go on. I want to say that I am in favor of no corporation ill this
country asking $1 more for its l)roduets than it has to isk to keep
itself in sound- conditions so that it will not have to. close its doors,
and put thousands and hundreds of thousands of m0n out of work.

Even if the (overmuent took over industry, there would l)(, a
iatus in there that would be terrific, 11nd I want to see these people

get themselves in shape e, proper shape for a rainy day.
1 will leave this thought with you, because I have done a lot of

work on it. If you gave the entire $12 billion, tile income of the
corporations that they keep is $12 billion, if you gave that entire $12
billion to the people, so that the corporations made nothing at all
you would not reduce tile cost of living to the people in the United
States 5 percent. Those are figures that can be proved, and any
time any)ody wants to take the time, I will prove tlm.

I want to reiterate, that I think that the business men of this coltry
have got a great obligation on their shoulders today to keep l)rices
where they belong. I (to 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
tile samle as anybody else in tile United States, a decent return on
their investment, amd they ought to want to make enough 1110n1ey so 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 philogophiy in this thing. You take labor. Of course
labor is trying to get rid of its tixes. If you havo talked with any
labor muon about a raise, you tell them how much you are paying them,
they say, "Why, sure, you are paYing us tha t, hut. we only ktl) 80
mucllh."

Sure, capital wants to get rid of its taxes. It wants to make some
money after taxes have been paid. That is a perfectly normal human
objective, and you are not going to get, rid of it by any act of Cong press
or anything else. It is in the human family throughout the world.

I just want the people to know that if you took all of that profit,
which is estimated at $12 billion, if you took the whole business away
from the corporations, it would not street this thing more favorably
than 5 percent and that is not enough under the present conditions.

Me have to And ways to get along together. We have to find ways
to function voluntarily together. Nke have to find ways to work
efficiently and 1)rodiee efliciently. Y v havs tostop having rules thtt
say that a man who can lay 2,000 bricks a day cannot lay more than
450,

If the American people, and I am just talking in the interest of the
Workingman, his interests are the sanip as yours or mine, and I juet
wanted to lot you know that I feel very strongly that there is not vory
much difference in the human family. If you took a slice out of them
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right through the center and analyze it, you would find every one of
then pretty much the same.

That is proved when a workman gets to be a foreman. His attitude
of mind is different. When he gets up, it is different, and if a fellow
up above goes back to being a workingman, his attitude is different.

Senator GEORGE. Mr. Hanes, I believe that we are in agreennt
that you could make application to debt reduction if you had an
unexpected increase in revenue with more safety than you could a
tax reduction. In other words, if vou do not reduce your expenditure
budget, I understand that is one of your premises, it misust be reduced,
but unless we do reduce the expenditure budget, if it happens that we
nevertheless have a surplus, that is due to an increased income that
could be applied to the debt more safely or with less hazard thUn you
could take a part of it and apply it to tax reduction. Would you not
think so?

Mr. HANES. Senator, as I say, I (to not like to divide these pro-
grains.

Senator GEoRovE. I understand your three phases.
Mr. HANES. I did not say so niuch about this tax-reduction i(ea

and debt reduction until I saw it in the daily lapel. The New
York Times has a daily Treasury statement published. I see those
revenues creeping up, and I see the reason for it, because every time
you raise wages $100, $19 stays right with you here in Washington.

Senator Girono. That is right, yes,
Mr. HAN .S. It is estimated that this last 15 Cents-
Senator GEORmE. That policy is not a sound one for a jong run.
Mr. HANEs. That of raising wages to pay debt certainly is not, no,

sir. No, sir; I agree with that.
Senator G :Omw,. Yes, sir.
Mr. HANstm, But this present increase in wages it is estimated will

raise national income and bring into the Treasury about $10 billionl
and the Treasury calculates of each billion dollars that they will keep
about 28 percent. So in other words, there is going to be here a vry
great increase in the revenue to the Treasury on this one raise in

Senator Gomo . There will he increase in the revenue and I can
understand in considering the whole problem you should take into con-
sideration the increase in revenue, there is no question about that, but
there is less lzard in applying a surplus that results from an increase
in revenue than there is in applying it to tax reduction, because thaiit
increase in revenue may not go on.

I understand the optimism that has been generally expressed but it
may be that it is supposed to be always rosy, but I (o not want to offer
any suggestion to tho contrary, but then you may not have it always
that way. I can at least go that far.

I understand that your proposal is that a tax reduction is not neects-
shrily inconsistent with debt reduction, but thilt the two should go
together, or niiyht go together, hut also that is tie third ono, redtluc-
tions of expenditures othould take l)laco also at the Ow Otioe.
Mr, ]ANN8. Yes, sir,
Senator Ovoinit. I do not know what the, House wilt be able to

do, thio House eonnittee nor the 'Senate tonunittee, I think any
fair student of the Appropriationt Conurnlttee work in ti House
would hardly be able to escape the conclusion that that col nmitteO

V
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is really trying to 1)ring about reductions in expenditures, and so falr
as I am concerned, I contend them. I hop1)e they can (1o it. I
think they have done oil the whole a fairly good job. They hav still
got, of course, some of the big itenlis to tackle, such as your armed
services. What they may (to there I (to not know.

Mr. HANES. Of course I (to not know what the reason for the hitch
is, Senator, but I believe it was Senator Knowland who introduced 11
bill into the Senate stipulating a certain amount of money should b
set aside for del)t retirement. I tllink that my be ono of the things
that is holding up the agreement in conference.

Senator GEOnGE. That is the agreement. I was talking more
particularly al)out the appropriations.

Mr. HANEIS. Yes, sir.
Senator Gtoin o.. The acid test is oil the al)l)ropriations.
Mr. IIANEs. Certainly nobody could argue with you that the

House has done a very vonnuenlalble job.
Senator TAFT. Tilie only difference between the House and Senate

on the cut is whether the House objects to naming specific ttmounts
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 1i 1erfectty possil)le to settle the difference oil amount. It is
merely that the louse does not want to make a specific sum for debt
reduction without making the Sl)ecific sum for tax reduction. There
is 110 wa~y we Coul agree to a specific sum1 for tax reduction until
this committee at least decided wAt we are going to do.

Mr. IIANEs. That is another good reason wihy 1 stated in my state-
merit that speed is the essenlee here, because we are losing v11lunable
time, Senator, and 1 will tell Vou frankly there are i great liiliy
progrlimns that are being held uph busilessiel becallse biusies;mnen1
are uncertain. Their minds tire not cle1ir 11s to what the future holds
for then.

Senator TAFr. I am sure that the report of this bill can he iCCOlii-
panied sillultaineously by it report front that Conference (Omilii ttee.
Miybe it, caln be done so'oer.

Mr., IIANs. I belieVe it would stilalite busilless of the country,
and I go so far its to predict that it would arrest the decline in the
stock niarket, because there is omi thing, the hope of the people for
the future, that has beon failing. I think you ought to (1o everything
you caln to encourage that hope,

SOnator LUcAS, Do you think that has i definite effect upol the
stock market?

Mr. HANEs. Yes, air. I think all of these things, Senator, have a
definite effect upon the stock market. That is a composite picture of
men's minds all over the United States, as to whether they would
rather sell or buy.
. Senator LUCAs, I asked the question because you said we were llit
in 1920 and nobody knew why. We were just hit overnight, prac-
tically, I wonder why you 'figured this budget estinate on the stock-
market basis.

Mr. IiANKS. Well, I think the roason I said that was because we
have reports back in New York from the outside people sending in for
information. When are we going to get this tax bill? When are we
going to got the reduction in the Federal expenditures? When are we
going to got a labor bill? When are we 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. HANses. I said it was a composite picture of what is happening
here in Washington. You have a tremendous effect upon the econ-
omy, what you do here from day to day.

Senator LUCAS. Well, it is a pretty good effect.
Mr. HANES. It is. sometimes.
Senator LUCAS. With the highest profits in all industries.
Mr. HANES. Ever since last November the tremendous effect 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 profits. I just cannot quite see that.

Mr. HANES. 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.

Senator LUCAS. Of course, most of this tax reduction goes to the
person of small income groups. They have the buying po wer.

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. HANES. That is exactly right.
Senator LUCAS. May I ask another question, Mr. Chairman?
The CHAIRMAN. Surely.
Senator LUCAS. In this statement, Mr. Hianes, 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
government, so they set about to organize a research organization for
the study of those affairs.

Ever since that time it has been growing in its experience iid
ability and so forth, until at the present time, today, they represent
some 600 people in the United States who are contributing to the
Tax Foundation effort. They are working closely in coordination with
and cooperation with 30 State taxpayer associations throughout the
United States. They are well organized in 30 States.

Senator LUCAS. Among these 600 people that you represent, are
there a number of large corporations involved?

Mr. HANEs. Yes sir.
Senator LucAs. Would you name some of them?
Mr. fIANIS. I 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 the
biggest and many of] the smallest business, concerns in the United
states.
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Senator LuCAS. While you appear here in your own private capacity
as a 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. HANES. I am not trying to. On the contrary, I am very
proud of the fact that I (1o work for the 1,070,000 taxpayers that are
pying, I think the Senator said, about $7,800,000,000 of the tax.

ey are the ones that I am representing and appealing very des-
perately for.

Senator LuCAS. You say your views here are your own.
Mr. HANES. Well, I hope that they are, sir.
Senator LuCAS. But you represent the views of the Tax Foundation

in America.
Mr. HANES. I represent my own view. I very much hope that

the members of the Tax F'oundation 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 (1o not know that at all,

because I am also appearing here having made a very serious study
of the fiscal problems of government for many, many years. . appear
here as a private citizen, as a former employee of the United States
Government.

The CHAIRMAN. 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. HANEs. With the Oovernment--1938 and 1939 up to 1940.
The CHAIRMAN. Pardon me, Senator Lucas.
Senator Lucss. I know of Mr. Hanes' connection.
Mr. HANS. I am also conneete(t with other industries and I am

proud of that, too.
Senator LUCAS. I know that lIe likes to talk about the fact that lie

was almost fired down heire because of certain things.
Mr. HANiEs. I (t1 not.like to talk about it.
Senator LucAs. You have talked about it. You talked about it in

the House.
Mr. HANES. I admit it; yes, sir.
Senator LUCAS. You made quite a statement in the House before

that committee.
Mr. HANES. Indeed I did.
Senator LUCAS. You also discussed it here.
Mr. HANES. rhat is right. That is correct.
Senator LUCAS. Are you a member of any corporation yourself?
Mr. HANES. Yes, sir. I work for the flearst Corp. I work for

the U. S. Lines Co. I work for the Johns-Manville Co. I work for
the Bankers Trust Co. I work for a great many corporations, Senator.
I wish t could find soe, more.

Senator LUCAs. I (1o not think you will have any trouble after mak-
ing this statement here on the tax quttion; you will probably be in
great demand.

Mr. HANES. Of course, vo1 realize there is a little barb in that
statement. I am sure you (to not mean to imply that I am appearing
here in hope that thoy'will offer me employment.

Senator LUCAS. Oh, nO.
Mr. HANKS. Oh, no.
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Senator Lu cs. I merely offer a rojoiner 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. And you have made such a good cmse here for the

big fellows I am sure that you will.
Mr. HANES. 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 LUCAS. You take the position here on this tax bill that 20

percent across the board reduction, or 30 pereent, for other folks, will
not take a single individual off the tax rolls of this country. You
appreciate that nt a single individual?

91r. HANES. Y sir, and I hope it does not.
Senator LUcAS. in other word, eveni though we N ill IIIt iatla have

a complete revision of the tax system in this country, you belong to
that school of thought Vhich heeves thalt you should always continue
to broaden the base and keep just as many people oi the tax rolls as
possible.

Mr. IIANES. 1 (10, sir.
Senator LUCAS. And so far as vou are concerntd, the 47 ,500,000 on

the tax rolls should stay there rfgardles: oh' ny tax measure that is
passed in the future?

Mr. HIANES. I do, sir. I might say, Sewator, there is a reason for
that, if you would like to hear it.

Senator LUCAs, I would like to have yomr reason.
Mr. DtANES. I would b, very happy to give it to yu.
Senator LvAs. It cort.ihdy is a fair cry froin th ira(it io il past

insofar as puttig people on thc tax rolls, is concerlne(d. TI'u point
that I want to make is this: You now get, for instantee, enough revenuel
to provide 37.5 billion dollars with a broad base reaching into the
lowest income groups of the population. If We ire ready to clit a tax
reduction melon, in my opinion we ought to try to giv-e the ,nonley
back to the various income groups, in the sam, mauuIer we i, Urused
the tar load.

In other words, I think if we are going to give any nionv back to
the American people, through the reduction otaxe, we ought to give
it back in the same way we obtained it; that is, 1)y increasing the
oxemnptions in the lower income brackets. )o you not agree with
tha t?

Mr. IIANES. Senator, you wanted my reason for not agreeing?
Senator LuoAn. I certainly (10.
Mr. tkNrsE. I do hot agree with tirt, and the simple reason that I

do not agree -- No, 1, 1 think every eitrzen of the United States ought
to have a stake in his country, Th t is No. 1, uid not a very had
roson either.

No. 2, there is " vry large proportiou of the income of this country,
as we ',xprels it todtay, in this 176 billions of dollori, a very high
percewtapo of that in.'oue j nymnt is going scott-free f r)m any raeoume
tax. It ts not paving. any income tax at all. ,

Now, I think fran .ly when you reduce your exvilptions by $100
you take 4 700,000 people off the Federal ipeomue tax rolls.

Senator hlucAs. 'IThat is the way we put tUem on thero,
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Mr. HTANES. I understand that, and I think it was a very, very fine
and wonderful thing to do, because in 1939 when you started this proo-
ess of broadening your base, you only had about a million and a half
people in this country paying Income taxes. We were working then
ill a very far different area, and at a different level both of business
and of coat of government thati we are working now. in other words,
the total of alf income-tax payments made in the highest )eacetime
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
lose a bIllion and a half dollars revenue, and you take oilf 4,700,'000
taxpayers.

And I say to you that it is a cruel deception upon those people wh1om
you release from the tax, because you have to go elsewhere to get it,
and they are going to pay for it, in the end.

Senator LucAs. Where are you going to get it elsewhere under this
bill? You are going to reduce taxes, and under this bill reduce them
around four al a half billion dollars. You have to do it one way or
thi other, and I am going to make a determined effort to present
the view all tie way through for consideration of this tax bill that we
ought 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..

I do not agree with you that simply because you take a man off of
the tax rolls of this country that he 'comes less patriotic or les-

Mr. ITAN:s. I did not say that.
Senator LucAs. Well, you said----
Mr. ITANE . 1 said you have to tax him somewhere else.
Senator LucA. Well, you may have to tax hinm somewhere else,

but you do that with all of these t axes. The little fellow pays it in the
final analysis anyway. But ydu take four and a half million poplo
off the tax rolls. Til Ropublicans are talking about cutting a million
peol)le off the pay rolls. Would not taking four and a half uimllion
peojplo off the tax rolls do something toward taking a lot of folk., front
tio treasuryy Department off the pay roll?

Mr. HANES. I think that that is a matter, Senator, that is up to
tdi Congress to take tlhm off the piay rolls. I think you should,
pertiorally.,"

Senator LUCAS. Would not my hill help (10 that very thing?
Mr. TIANEs. I cannot follow that.; no, ir.
Senator lucA. lit other words, it, would not make any difference

how many people we take off tile tax rolls; you would still have to have
the same number of people in the 'l'easury Department to hand the
tax situation of this country.

Mr. I.ANSI, Well, that, of course, is a very small portion of our
army of two and a half million governmentt einlloyevs,

Senator LUCA.S, If you take ainy number off, it reduces the total
that much.

Mr. HlANES. Yes. We are dealing in very much larger figure
than that, and I do not think that is terribly important,

Senator LUCA0s. It may not be important to you, and I understand
your theory, because I 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. ItANkEs. That, is a very unfair statement.
Senator LUCA8. Well, maybe I am wrong if it is unfair.
Mr. HANES. That is a very unfair statement, and you shoul not

make it.
Senator LucAs. If it is unfair, I will certainly withdraw it.
Mr. HANEB. 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 today, and under
this bill, H. R. 1, he should still make out a tax schedule and pay
70 cents. ,You think that that 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.

MI. HANES. I do most sincerely think so, and I think it is a cruel
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 LUCAS. I 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 tax system in the past.

Senator TAFT.- May I suggest that the workingman with t), family
and two children gets $2,000 exemption, which is probably morle
than he got Lefore the war.

Senator LUCAS. You are wrong on that.
Senator TAFT. Not in the last change, but the change before.
Senator LUCAS. .1 want to ask the able witness another questioni

or two.
I have introduced a substitute bill. You do not agree with nm on

my bill with respect to the increase in personal exemptions. As good
an expert as you are on these matters; from the long studies that youhave made of taxation, you no doubt thoroughly understand th

question of splitting family incomes as is done in nine of the Western
St ates.

Mr. IANE . Community property States.
Senator LUCAS. Communlity property States, In this bill I pro-

pose, I suggest that we pass a law which will put. every State in the
Union on the same basis with those nine community property States.
Do you think that would be a good thing or a bad thing?
Mr, HANY13, I think that would be a very, very good thing, Senator.
Senator LucAs. That would cost" us-
Mr. HIANHs. I think every taxpayer in the United States should be

on exactly the same footing.
Senator LUCAS. That would cost in this bill a little over a billion

dollars.
Mr. IHANN-. Yes, sir.
Semutor Luc a. The $100 increase in personal exemption would cogt

1.5 billion, and tie splitting of family income would cost a billion
dollar,

Then in my bill thor is a third provibion whh(h, of course, is not in
harmnon3 vith your position onli IR. 1, but I do suggest that we take
a 2-porceut cut in all of the surtax braekats, which would cost tile
Government about 1.3 billion dollars.

1, ,
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Mr. HANES. I have not had an opportunity to study that. That
is not qtiite fair to ask me a question that I (1o not understand, but
just because I have not studied it.

Your bill has not been made public so far as I know. I have not
seenw 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 wouhl give your views on it, I would appreciate it.

Mr. HANES. I Woultbe 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 he very important is that this bill (toes not
go into effect until January 1 of next year. You (1o not agree with
that. You think that we ought to have a retroactive measure?

Mr. HANES. Yes, sir.
Senator LucAs. Retroactive to January 1 of this year, as is provided

in 1I. R. 1?
Mr. HANEs. Yes, sir.
Senator LuCAS. Well, now, (1o 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 a tax bill
was being passe(d 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 seems to me, a lot of chaos and confusion in the whole
picture.

Ni'. IIANES. NN ell, S(eittor, m1ay 1 just answer that by saying that 1
think a tax bill passed to take effect January 1, 1948, would be better
than no tk bill at all. I think a tax bill passed to be retroactive to
January 1, 1947, would be very imuch )etter, because we couhl start a
lot of things with t money saved in this current year, which we will
not start under the ot er plan until next year. It is just that differ-
ence. I (1 not want to argue the point because I (10 not think it is
terribly important. I would not th ink it was mierly so important
when you start to reduce taxes is it would be to give the country/ a
tronmendous feeling of coniidence in not only your ability to reduce
taxes, but your will to sti(k to it, because I think that is more im-
portant than alythiing else.

Sewiltin LIJcA. Tinat to mel( raises the point thiat, I de(sire to make,
iuinio I want to commilent, further just at little Onl it. It seemlis to inc
definitely that if we have it new tax bill effective as of January 1,
1948, that would give everyone in America an olpportunity between
now and then to study that tax bill, with all of its implications, and
would give the industries of the country an ol)porttmity to make their
planning accordingly. Furthermore, as one who ha[s been closely
allied with the Ilriesury, you know what it would mean to the
Treasury officials to get, their house in order to start to administer
the law'on January 1, 1948, rather than going back retroactively to
January 1, 11)47. 'The testimony shows that some $700 million is
required for refund of taxes. This means confusion, and extra %urk.
At the same time we would not. be hurting the people of America
very much, as Senator Connally said, if we took the taxes for this
year in these times of high profit's, and applied it on tle national debt,

185



INDIVIDUAL INCOME TAX REDUCTION

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. HANES. I am vOr 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 a tremendous step forward.

Senator LucAs. I do n6t know that it'is narrowed down to that.
This is just my own view. I do not know how many folks I can
convince to go along with me. I hope to get a lot of Republicansupport on it.Th0 CHAIMAN, 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 veryclearly
yesterday that in view of the present expenditure budget there just
is not any hope of transferring the tax burden from the low income
tax brackets to any other part of our taxpaying segment, and that we
are dealing with pure theory when we toy with that thought, whether
we like it or do not like it.

It was also developed yesterday 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 hearing
it has not been developed where we could get the money if we relieved
the lower brackets from paying taxes.

H. R. 1 of course, is intended to make a 30-percent cut in those
lower brackets. I would like to invite your attention alsoAn connec-
tion with that tax cut of 1945, that at that time we were plowing
back into investments in business $9.1 billion; that in 1946 we plowed
back $32.1 billion. I suggest that has bearing on your incentive

1r. TI.NES. Yes sir.

The CHAIRMAN. Tihat you have to have the money to plow back
before you can plough it back, and in part at least the Revenue Act
o 1945 made the money available for the necessary plow-back to
maintain this economy, which is now p)roducing perhal)s 180 billion
dollars of income a year.

I invite your attention also to the fact, that in. 1945 the national
income was 161 billion, as compared with probably at this time a
national income of between 175 and 180. I believe that Senator
Ilawkes, has had information that if we could make a "today"
estimate of our income, it would be probably in excess of 180 billion.

With reference to this subj,3ct of exeml)tionsk on a total income of
166 billion dollars a year, we Iave adjustment exclusions of 22 billion.
We have, deductions of 17 billion. We have exemptions of 58 bil-lion ..-

Senator CONNALwy. That is all exemptions for everybody.
The CHAIRMAN. YOs. But the exemption is of more usefulness to

the lower brackets.
Senator CbNNALtY, I just wanted to nmike it clear that is overy-

body's exemption. /
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The CHAIRMAN. The Senator is entirely right. Where these
exemptions count, we are already giving 58 billion dollars a year of
them. I am trying to make that point.

So you start with 166 and you come down to a net of 69 billion net
income subject to tax.

Senator LUCAS. May I make one further observation and then I
- will be through.

In view of what tile 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. In 1939, the average family of four people with an
income of $4,000 paid a tax of $12. Under present--
Mr. HANES. Woul you mind repeating that?
Senator LUCAS. In 1939 the average family of four people with an

income of $4,000 paid it tax of $12. Under the present law that same
family with the same income will pay a tax of $380, roughly 31 times
more than they paid in 1939.

Under 11. R. 1, that same family will pay $304, or 25 times as much.
in 1939 that same family with an income of $30,000 paid $3,385

taxes. Under the present law its tax is $11,381, or more than three
tines its much as in 1939. Under 11. 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, either under
H. R. 1 or under the present law, is paying from 25 to 30 times more
than lie paid ill 1939, while the fellow with the $30,000 income is only
laying three times under either one of those bills, as much as lie paid
then.

One more thing. In 1939, if that family income was $300,000, it
paid $161,000. Under the present law tley pay $233,700, or less than
one and one-half tbhes as much. Under It. It. 1 this family would
pay $186,960, which is only slightly more than they paid before the
war.

Tile point of these figures is that the upper bracket taxpayers are
very close to prewar level while under 11. It. 1 the lower income
groups are nowhere near the prewar level in the payment of taxes.

Mr. hANE,-s. That is correct Senator, as I recall the figures. It
is correct for several reasons, one being that tie men with those
incomes you cited, in 1939 were not paying their fair share toward the
burden of government, and we were inl a period then where we were
not taxing apy of tile low .income groups because you take a man0
with $3,000 and $4,000 and $5,000 incomes, the three of them com-
bined only paid $142 tax, the three coihbined.

Senator LucAs. Ihat is correct.
Mr. 1IANK1. I submit to you that they were playing too little, be-

cause at that time we were operating with a three and a half to four
billion deficit every year. You were relievhig those great numbers of
tax)ayers from paying any tax, whatsoever which I 14lhmit was their
fair share that thly should have been paying for government.

Senator LUCAS. 1 am not joing 0 W flig that qu,,stion.
The only thing I was trying to deemolnstrate Nvws a comparison of

whiat we call the normal year of 1939, as far as txe8 are concerned
with 1947 taxes, and the taxes proposed under 1H. R. 1 to show the
treiend(lous discrepancy between the upper and tiv) fower income
brackets.

13080 ...i 4T - 1.1
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Senator Gzooin. I think it ought to be observed that until 1939
• we built uI) our taxing system on a wholly different theory from what
we did after 1939.

Mr. HANEs. That is correct.
Senator GEOiooi. It had gotten all warpsided on one side up until

41 1939, and since then it has gotten pretty much in had shape on both
sides.

Mr. HANES. May I take one moment to give you, if you want to
2 exaggerate and1 distort the figures for just a moment, just to prove

ti point. You take a man with $100,000 a year income, an( let us
assume that the tax on that man was 99 percent. lie would hauveleft after taxes $1,000. Let us assume now that we aregoing to redu -
it across the, board by 1 percent-reduce this tax from1 99 to 99
percent. We. have by that one move of 1 percent increased the
man's take-home pay 100 percent. In other words, he keeps $2,000
instead of $1,000.

I think when you are dealing with these figures, we are all ol enough
to know that you can make figures do anything you want them to
(1o' and when you multiply 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 thut
kind of multiplication.
' Senator LUCAS. Your premise is probably correct. I must admit

that you know more about figures, Mr. Hanes, than I do.
Mr. HANES. I appreciate the compliment. I do not think it is

quite correct.
The PttpitMAN. The obverse of the figures presented by Senator

Lucas is that at the present time on a net income before personal
exemption of $2,500, there is an effective tax rate of 3.8 percent.

S For example, on a net income before personal exemption of $15,000,
there is an effective rate at the present time of 11.8 percent. O)l
$20,000 there is an effective rate at the present time of 29.5 percent.
On $50,000, there is an effective rate of 48.2 percent. On $100,000,
an effective rate of 62.3 percent. On $350,000, an effective rate of
70.1 percent.

Senator HAWKES. I wanted to just make a little comment while tie
iStztor from Illinois is hero. lie takes the position, and I think his

position Is not bad, that in making any tax reduction-
Senator LUCAS. Did you say Iis bad" or "is not."
Senator HAWxKS. Not bad.
Senator LvoAs. Thank you, sir, I am encouraged.
Senator HlAwKa. The promise that we should go back in our7taxa-

tion in some such way as we went forward; that is the way I understand
yor position to be.

Senator LUCAS. 'Yes, sir.
Senator HAWKEs. In talking about raising exemptions, that is What

you are in favor of, which we lower in the bill enacted in-what year
was that, Mr. Stare?

Mr. STAM. We have been lowering it during the war at different
times.

Senator H[AwKya& In the different bills; that you are going hack the
way you wont up. NVell, the truth of the matter is that you wnmt
up by two routes. You went imp by the exemnption route and you
went up by the increased taxation route.

Senator LucAs. In the excess profits, and we took the excems profits
oil.
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Senator HAwKES. Not only excess profits, but you'already had gone
up.

Senator LUCAS. On everything, I know.
Senator I!AWK1,s. I think there being a democratt Congress, which

was not particularly looking after the welfare of the so-cal1ed rich, and
they having stutliel the whole) program-

Senator LTUCAS. You 100k healthy. You have done pretty well.
Senator IIAWKEB. They were not looking after the rich, but they

studied this whole thing over and I am giving the Democratic Congress
the cre(lit of enacting the best and the sanest tax bill they could
possibly enact, and if they could have gotten more in the upper
brack ts, and left the eXemltions as they were, I think they would
have done it,.

The fact has been proven here-the chairman stated it several
times, and 1 (10 not think atiyoe 1has denied it -that you cannot, g('t
the money you need to pay th ese bills unless you get the money from
these lower brackets.

Senator LucAs. Just think what I am doing; just an increase of
$100 from $500 to $600.

Senator HAWK,:S. I un(lerstanud that. All I want to say is that I
think your suggestion of going back is somewhat similar to the way
you went up, blt I want to be sure that yoli went up that way.

Senator LUCAs. That is all rigit. I will go both ways with you.
Senator IIAwK.s. I want to bsure that you studied the situation

that was reactedd by putting this trenindous tax on the upl)er brack-
os--which, I would like to say in contection with what Mr. lHanes
has said, I do not believe one can talk the way Mr. H1anes is talking:
that you are disregarding the poor man's interest. I think you are
thintlng of the ),o nman's interest, because you are thinking of
maintimling sul)staneo in your organizations that, give decent em ploy.

Senator LUCAs. You talk to a working man with four children.
Senator IIAwhKEs. What they would like to (ho is to get rid of the

taxes the same as you and I would.
I would like to ask this question of Mr. Hanes, as to whether in his

opinion a reduction in taxes somewhat, similar to that, juroposed would
not take the pressure off the, demands for increases in wages, and
thereby reduce the cost of things and, if properly regulated, reduce
tile cost of living.

Mr. HIANEs. Y(", sir; that is my promise.
Senator HAWKEE. That is your, premise?
Mr, IIANES. Yes, Sir.

,nator tAKKHs. You may havT said that hefi,-e I ('ain in,
Mr. IIANEs. Yes; 1 did.
Senator HAWKEs. I did not happen to lo here at the beginning.
Mr. lIANH,4. Yes, sir.
Senator HAWKES. But after all is said and (done, What we are trying

to do is to reduce the cost of living and not distort and disorganize our
whole Iwonony.

Mr. IIANE,. That is right.
Senator IIAwKc. AM I calot hell) feeling that if you gave a

reduction itu taxes--in fact I have had some of niy workmen tell me,
"Well, Mr. lawkes, if we got sonle of thim'se oft, we woulh riot
have to ask for an inc,ei in win ges."

ISO
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I cannot forget that wags and labor is somewhere between 56i ald
85 percent of the cost of o(erything that we use.I I want to ask another question of Mr. lanes, because I am v'ry
much of the opinion that the way to l)ay the debt is to pay a suh-
stantial amount that we woutil know we can pay now, and we have
some right to assume that we ea keel) ctmtinuing- --that we tan (-o,,-
tinue to pay. li other words, I can remember very well whtn I
went to a banker a number of years ago aid offered to pay him more
than I had to pay. I can remember his saying to me, "Are you sure
you can to this and keep) your puymyents up1) next year autd the yvear
after, because we want tlis thing to be don, in tnl orderly wa'ty?"
just as you and 1 agree.

Senator CONN\IY'. )id you pay hii or neot?
Senator HAwKEs. es; I )aid him. 1 got rid of the debt. I want

to ask Mr. tlanes if he does not think there is something in the pioili
I am making in starting pay lents against te debt at a rate that, wve
have a right to assume , 1 u ess we have a calamity in indlutry, at a
rate we can continue year after year, ald therely keep faithl with
the people and have them know that we are reducing this debt, uid
it will hold their bonds up where they belong.

Mr. HANE:S. I not only agree with what you say, bit I go one step
further. I think that tiat has to to with'thel problem of debt nuati-
agement, and I think one of the most implortant phases of the fiscal
problem to bqO'oUsidered by the (Congrem is tie setting up of a pro-
gram whut'h we hope to maintain over a period of yeas; in other
words, I cannot think of any more, salutary inlfluence upon the whole
economy than if the business people of 1his country knew that we
had an orderly program that was going to extend out over a period
of year ---and believe me, it will be a great many yearN; I think per-
haps we could safety l)ut some of our long-term" oldigations in a fiat
100-year type of console .. hat type of fimmeitg. I tink it, ought
to be stretched out over a long period of time, with an amnal amorti-
,ation which would be taken care of through the regular budget, just
as we (1o any other expense of (overmmiet.

I think nothing in the worhl would give tle people of this country
more confidence than a feeling that tHie congresss was attacking that
problem which today is just something that everybody says is So
Ingo we just do not want to tackle it,.

I think it could be tackled and tackled (.oist i'uctively by tle Seen-
tar of the Treasury, mI now.

Senator IAWKES. In other words, you feel that if we could e.stab-
lish a program over-all that we are going to try to liew to, it. would
(to more to rebuild confidence and stimulate industry and iues'
and the activities of the huian family thtim anything else we could do.

Mr. ItANzS. That is exactly right.
Senator CONNAhLY. 1 (1o not want to diehay.. Just ote (Iuestiol,

Mr. Hanes.
You have coustantly-or not constantly, but scattered all along

through your statements and your testimony- -you spoke About the
urge for these now enterpritsieand the expalsiotns and the planniigs
for the future. Would you mind telling us in what particular lint'
that is moat prominent-what industry?

Mr. I1ANNO. Sonator, thore have been go manly developments dur-
ing the war in plasit cs-just to give you one example, chemical de-
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VCel0j)Uit, andl rsearch by inidustr-y during thie wtir for new materials,
for now vixterprises -why, I could get you upl a list. of prolbalbly 100
thalt colII( ho profitably it-vrod into -for nuntfactutring purposes tt
t-ils pa' ritiita inomlit.

Senator C1 ONNAILY. '['ere would ho some hazardI in thant., You
vai11iiot. guaran111tee that. 1011(m ne hints Wol.i ho profitalle, can1 You?

Nil'. I lANES. '['ere aire abt.t three Out, of every five thatt go Ibank-
i'Ilpt, Senlator, anid thatt, is the II hist ory of our econlomly mlore early
Wr-ittten inl the faliure-s than it- is inl the) SUCCeSS08.

Sena1tor' CONNALLY. Thait is what I was thinking about.
Mr. lfANE.S. nhat is right.
S0e1ator C1 ONNA LLY. '11here is n0 1140 ill 11avNing 100 ne0W I)II.iC

phlnts that. would aill 1)e lrospen)1iw. They are willing to gamble,
to takei at chanlee; is that it ?,

N11' Hr AN ES. You1 would nlot haVe the lrofit-A il-loss system WO
have got,, you know.

Senattor Luceis. D~o vonl know whla the bankruptcies' have been1
durling tw h lst, yearl?

Mrl. [lANE. ~I (it) 11ot, 80enator.
Senator LiUCAS. I 11iuiilerSt~tnd they 1W(o (down to thle minlimin.
Nir. HIANES. It is Ver-y small, Y 8 I would a881ume1 8o. Of course84,

there arm at great. many newv businlesses that, have beenl started up1
since the boys hatve comei from flte wair, and 1 imangine that rate of
miortalit~y is going ill).

Sena1toir LuTcAs. At, thep close of Mr. Iltnes' testimony, I would like
to intro(luce int o the record at joint, memorial passed b~y tie General
Assembly of C'olorado to approve pending legislat ion concern hig
Federal hincome-tax ret urns.

Senator CON NAIAX 11as1 it beei suibnitt~ed to the Sentor for his
lippvl~rVl?

Senator ITCAM. I will ask lIIimimits corset.
T110i ('IIAJMtAN. '[hoy dho not atsk thw~ junior Senators,
80e111tor LUCAS. It d1011. Wit h R)littinlg the family incomes. Nly I

pift thatt. inl the record?
(The 11mmorial is ats follows:)

(ThMINITT I'PitoiTrY L.AWS ANI)TIlS F'SOSIIAI I NCOAM TAX

ICXTIIN14ION OF REMNARKSS OF 110o4 WI ILLIAM A.111, (F COL.ORADO, IN TIlE HIOUSEl OF
HHPI8NrATIVk.1i, TUESDAY, ApitiI. 2, 1047

Mr. 1i. Mr. Speakor, under leave to extend il)y remark,. ill the Itcord, I
htiolto thie following memorial from tho (ieneraI.Amombly of Colorado:

, 1f9011MO 1J1111 IN161110HO V

"Jowut meorial sueaeotalisirng the C(on~v(reof th lte~ nateo to l~ trot.pol'rlitiK hog~AiielI vonIeriiit
e ledrI Invomat 1,61 retur..a

"Wherv,#L several Strites njow ha1vo conlillmilty property laws by virtme of wialil
certAII citizens of ich States receive Vederal Incomue taic advanitagest over the
aleltlki minllarly situatled, of other States, incilwling I he State of Colorado, whiebi
(10 Hot have conunuiity prope~rty laws; ando

"Wheren., It, Is t~ opinlioll of the (Iviwral Asmenmhly of t, het te of Colorado that
thrO eltizetas of each State Should bhe Iirllit ted to tile *Fcdoe-al il(omi-taix retmi ortit1
010 sameI bis, whet her sticti Stakte In &. 0coininut1ily Irolm'rt v Stste or i miotad

"Wheres thle (11eneral Assembly of theo State of Colorado In advised that. there Is
TIOW jwililng before .te (~ongsreas of the United Statea certain jproposed legitilat ion
WhilvIiIs desig io. to Ai'nnato Pod~ra1 Ilieolnu tax discrintatloll between the
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. itizens of community property States and the citizens of noncominunity property
States: Now therefore, be it

"Resolved by the .Senate of the Thirty-sixth General Assembly of the State of Colorado(the lHous of Representatives concurring herein), That the Congress of the United
States be, and it is hereby, memorialzcdto approve said proposed legislation or so
much thereof as is necessary to eliminate the Federal income tax discrimination
between the citizens of community property State , and the citizens of noncom-
Illunity property States; and be it further

"Reso ved, That copies of this memorial be forwarded to the President of t he
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
Co.:orado in the Congress of the United States."

The CHAIRMAN. I find myself in agreement also with part of ti
theory of Senator Lucas' bill, and I hope you will cogitate on it when
you are studying it. Implicit in his bill ;s his belei that at least
starting the first of this coming year we can reduce taxes $3,800,-
()000000.

Senator CONNALLY. It is a good argument for putting them off
until 448.

Senator LucAs. Thank you.
The CHAIRMAN. Thank you very much for coming, Mr. Ianes.
Mr. HANES. May I say one word? May I ask you to put in ti

record the editorial of the New York Times this morning? Would
that be out of place?

) The CHAIRMAN. No; the reporter will put it in.
(The editorial referred to is as follows:)

(From The Now York Tiu, Thursday, April 24, 19471

POLITICS AND TAXIrS

Reading the debates and following the maneuvers of the rival parties in Vash.
I ngton these days on taxes and the budget, the onlooker may be pardoned( for
wondering from time to time whether those are regarded primarily as matters
of fiscal policy or of political strategy. One thing is certain. Both sildes, in
their efforts, conscious or otherwise, to fuse intellectual discussion with wishful
thitiking, have made some outstanding contributions to romance economies.

Admittedly, public finances at the moment present ticklish problems for both
Republicans and Democrats. Undoubtedly one of the contributing factors In
the Ropubllean victory at the polls last November was that party's I)rolillso
to balance the budget and reduce taxfs. In its haste to make good on the seeond
half of this programs the majority party in the Houso has l)mstd a hill retroactive
to January 1, 1047, reducing taxes by approximately $4,750,000,000 on the
optimistic assumption that it would be possible to lop $6,000,000,000 off the
1348 Prosldential budget. This, along with $1,500 000,000 expected In the form
of taxes over and above the administration't estimate, wold be oxee ed to
provlo a strlu) of $7,500,000,000. More conservative leaders in the Senate
realized that the party could not afford to run the risk of Incurring a possible
deficit in 1948 and made their plans on the theory that the President's budget
could be pared down by only about $4,500,000,00. The precipitate action of
the House has caused those leaders a good deal of emnarrassment, mind I thilt
embarrasment has visibly increased since they moved on to the practical prob-
lem of making their theoretical budget cuts a reality.

But the Republicans are not alone in their diseomfiture.' Tax reduction means
votes for the party Identified with It and it seems clear that the a(lininistrmathlo
party has no intention of making the Rtepublieans' task any eaeier than necessary.
Its rsistance to reductions in department and bureau budgets has bem i con-
ristontly determined and vociferous. But now the problem has been complicated
I)y a windfall in the form of a budget surplus for the l)reaont year. How dubiously
welcome this development Is would seem to be suggested in tho fact that, although
it had been plainly evident In the Treasury's own figures since February, it wa
not until April 20 that It received official Yecognition from the administration.

Much of the reasoning advanced by John T.Snyder, Seerntary of the Treasury,
against proposals for tax reduction at this times' understandable only against
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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. lie
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 he diseuwsing prices and the cost of living, was making the point
that the public couldn't mako both ends meet, and in consequence was expanding
its use of consumer credit.

It is equally difficult to ,ndertatnd how the administration can reconcile its
argument that tax reduction ;, "inflationary" while at the same time admitting
the desirability of reasonablebl" increase in wages. The generalization of the ipay
increase agreed to by United States Steel would add approximately $10 billions a
year to the Nation's current purchasing power or al)out $15 billions for the 18
months over which the proposed tax reductions would be spread.

The argument that tax reduction would be inflationary asumes that it would
result in a net increase in purchasing power. But if Government expenditures
are reduced par 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
is 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
becorwi a proper subject for consideration.

The CHAIMAN. Mr. Smith, please. Will you state your full name
for the record, and your occupation, your activities generally in the
financial field.

STATEMENT OF LEVI P. SMITI, PRESIDENT, BURLINGTON SAVINGS
BANK, BURLINGTON, VT.

Mr. SMITH. 1%fy name is Levi P. Smith, president of the Burlington
Savings Bank. I am State United States Savings Bond chairman,
and I was Vermont State War Bond chairman in every one of the
war drives.
Through that connection, I take 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 before this committee.
The CUHAIMAN. We will be glad to have the benefit of your ob-

aervations.
Mr. SMITH. 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 the debt retirement is to prove continuous, steady, and
successful. Long-range thinking is vitally important in setting up a
pattern of future financial stability.

'ile Spartan View that all possible governmentt saving be directed
exclusively to debt retirement, and that taxea be contilld at war
levels commands le8pect by its logic and courage.

Let ine )reak in there and say tilat the sug g(stion that this be (lone
sonmetime in the future has exact ly the unsett ing effect which from Im
angle of approaching this with a view to debt management and long-
term-debt management is most unfortunate and destructive.

It is true that we are overshadowed by the threat of inllation and
will contiue to be as long as we have such a monstrous national debt.
It luist also be granted that tax relief is in some respects inflationary,
and is likely to be especially inflationary in a denocrcey where most
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relief will always go to the most people and where, therefore, that part
of tle 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 I shall point out later, I l)elieve that a great many of
these potential spenders can be made into potential enterlprisers
through redoubled efforts to push the Government's thrift campaign
and program.

All of this, however, fails to take into account the effect, of such
action on a p)opulace which has carried war taxes to victory and
beyond. We are confronted with a problem which is P0 percent
human, or, if you will, political, in the sense that if the debt is to be
carried evenly and triumphantly, it will )e done, by eylisting the
energies of the people for a long, steady, continuous pull, as con-
trasted with the sporadic action and reaction, the chills 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 is so immense that whether all budget savings or
oily part of then are directed to its retirement now will make rela-
tively little difference. What we must plan now, therefore, 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 retire-
ment with some degree of confidence. To tell a person that he must
go on all his life s til ear? ing these drastic war taxes is not conducive'
to cheerfulness and confidence.

These taxes were imposed in a hurry when nioney had t.9 he 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 pattrn of war taxes, must offer
definite relief in such form asi will he encouraging to as many pleo)le
as l)OSiible, and to counteract the inflationary effect of such encourage -
ment must rely upon redoubled efforts to'molfilize the thrift of all
the people to drain off the spending money, and to turn utt(k into the
government pool a flood of savings.

It would seem that the suggestedi tax relief, if combined with a
consistent plan for debt. rctiremnent and balanced off by a continue(l
and increasing promotion of the savings bond program must be the
line most likely to enlist the overwhelming popular support necessary
to the successful solution of this vital pro)lem.

Furthermore, I submit that is the line carrying directly to the peolh,;
that is the line that is most democratic. As I said, I am president. of
a small savings bank and I 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 been the achievement of mobilizing the millions to the 8uj)-
port of the Government debt. In our own little' hank we have bvei
writing to the larger depositors-they are not large, because we try
to hold them down to $5,000 apiece, but we have been writing to
those whoi had larger deposits, and asking them to split their deposits,
and we have been urging them to buy Government bonds. We have
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been offering to buy those bonds for them without any charge. We
hav, been offering to give then free safe keeping for them.

I might sty in bringing that to the people, I had some recordings
iade for the radio, anld t' ra(io) (oail)any ult those recorditigs on at
(i:05 in the morning. We inlmediatelv lhad a whole procession of
farmers come in who said they wanted to do business with a bank
whose president got iij) wlenI they did.

Now, gentlemenn, it is with that kind of people in mind that I feel
that it. will be Ia 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 fear most socially, and ev-ry other way in this country
is the (leloralizing effect of the lips and downs, the chills and fever,
incident to the illness of financial instability, which we have to stu(ly
and endeavor to work out from umder in as triumphant and confident
a way as possible.

Thank you very much.
The CHAIRMAN. Any questions?
Your courtesy in coming is veiy much a))reciate(d. Thank you

verv much, Mr. Smith.
Senator IIAWKES. I might say just this, that the witnesses have

very definitely touched on the thought that I gave earlier in the
meeting, and that. is what we want is i pattern, something that we
know is reasonably as definite as can be, so that the people cal build
around that pattern .

Mr. SMITH. Right in line with that, Mr. Chairman, may I put
into the record the first three studies of that committee on which I
was glad to have the chance to serve, the Public Debt Policy Com-
111ttee.

The CHAIRMAN. We will file them with the proceedings.
Thank you very much.
The meeting is recessed until 10:30 tomorrow morning.
(Thereupon, at 12:30 p. i., te committee recessed, to reconvene

IFridav, April 25, 1947, at 10:30 a. im.)
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FRIDAY, APRIL 25, 1047

IINITED STATES SENATE,
COMMITTEE ON FINANCE,

1Washington, D. C.
The committee met, pursuant to adjournewnt, at 10:30 a. i., ill

room 312, Senate Office Building, Senttor Eugene 1). Millikin, chair-
1ma, presiding.
Present: Senators M illikin (chairman), Taft, Butler, Bushfield,

11awkes, Mlartin, George, Connally, and Johnson of Colorado.
The, CHIRMAN. We will come to order, please.
The first witness today is Mr. 1larry E. Ium hr,,vs, Jr., assisted by

Mr. Mitchell, Mr. Gilbert, Mr. DavidIson, and Ir. L utz, 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 0. MITCHELL, PRESIDENT,
SYLVANIA ELECTRIC PRODUCTS CORP. CHAIRMAN, TAX.
ATION COMMITTEE, NATIONAL ASSOCIATION OF MANUFAC-
TURERS; HAROLD N. GILBERT, VICE PRESIDENT IN CHARGE,
PROGRAM DIVISION; JOHN C. DAVIDSON, ACTING DIRECTOR,
GOVERNMENT FINANCE DEPARTMENT, NATIONAL ASSOCIA-
TION OF MANUFACTURERS; AND HARLEY LUTZ, CONSULTANT,
GOVERNMENT FINANCE DEPARTMENT, NATIONAL ASSOCIA-
TION OF MANUFACTURERS, NEW YORK, N. Y.

Mr. HuMuinmns. \Ny nmme is Iharry E. l1Iumphreys, Jr. I am a
rio president of United States lbld~ibr Co. I am chairman of the
overnment finance committee of the National Association of

Manufacturers. This statement is being made on behldf of the
association.

My remarks aro divided into two sections. The first deids with
some matters of general taxation doctrine and procedure, and the
second deals with some of the specific criticisms that have been di-
rected against It. It. 1 as amended.

With respect to the more general aspects of the sul)jet,.t I would like
to point out thit there is almost universal greem,,nt on the proposi-
tion that the Fedtral tax rates aro too high and must be reduced.
Tho principal divergence of viewpoints has Iwen on the trn at which
those reductions should be umade. At least three different positions
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have been taken on this question by different individuals and groups.
These positions are:

1. Defer tax reduction until tile present period of virtually full
employment has ended, that is, when signs of a business recession are
evident. Tax reduction made then, it is said, would stimulate business
revival.

2. Defer tax reduction until the entire field of Federal taxation can
be rviewed and the nmst appropriate l)laces can be discoveredd at,
which tax changes should be made. Advocates of this position say
such a, general review may prove that 11. I. 1 as amended goes too far
in the, reduction of certain individual income taxes, a finding that
would involve the trouble and embarrassment of later making some
increases in in(lvidual income taxes.

3. Proceed at once with the enactment of H. R. 1 as amended as
a first step in the relief of taxpayers, and then ('ITy through with the
more detailed study and revision of other features of the Federal
tax system.

The National Association of Manufacturers supports tile third of
these positions, namely, that the Congress proceed now with the grant-
ing of uch tax relief to individuals as is provided in H. R. 1.

Our analysis of the issues involved leads to a different conclusion
as to the correct timing than that which has been expressed by Secree-
tary of the Treasury John Snyder. The essence 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, &nd a liberal flow of national income. Apparently those who
contend that the tax reduction should be deferred until signs of a
recession appear, believe that the current rates of employment, pro-
duction, and national income will continue uninterrupted, in tie face
of present high4ax rates.

Our view is that definite steps should be taken now looking to the
support of employment and production in the future. It will be too
late if tax reduction is deferred until positive signs of a recession are
visible. A tax reduction such as is provided for in I-1. R. I cannot
be expected to have instantaneous effect.

In the, htarin8 before the Ways and Means Committee on this
bill, Secretary Snyder a hmitted that something like a year would
be required for the reduction to develop its full effect. 'This would
e just as true if the reduction were to be made at the onset of a

definite husiness recession as it would be under present conditions.
In advocating this step now, we are looking ahead to the business

situation as it may be a year or so from the present time. Tierecan be no assurance as to what that situation may be then, but te sti-
moy is not lacking to the effect that some slackening may he expe('ctek.

The Council of Economic Advisers, in its first report to the Presi-
dent, last December, referred to the somewhat artificial character of
the prefer t prosperity and expressed the view that this prosplerity
could not be expected to last indefinitely. It is our contention that
tax relief, now, to the extent provided in H. R. 1 will be a substantial
anchor to windward in the'event that a husinepa recession in brewing.

It is our contention, further, that a postponement of action on this
important matter until the recession is at hand would be too late.
Moreover, it would be dangerous, since we should be obliged to worry
along for some time through the recession until the tax reduction h d
developed its beneficial effects.
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We know, from experience, that many things can go wrong in even
1 ycar of d(lpression tenileimcies. We consider it, the wist and prudent
action to be prepared in advance for such t contingency. Therefore,
wei must disagree with those who think that no tax reduction is
necessary at this time on account of the extraordilary prosperity
which we are currently experiencing. On the contrary, this is the
time to act if we are to provide such assurance as tax relief can give
against a slacking off in the levels of employment, l)roduction, anl
national income.

Another general proposition that has been advanced as a. basis of
opposition to the imnilediate enactment of I1. It. 1 is that we should
keep tax rates high during this period of unusuid l)rosl)erity in order
to make a large payment on the public debt.

We agree that the size of the debt and the I)rol)em of its manage-
iment are serious matter':. But we would emphasize two points in
that connection:

The first is that we shall !v aile to accomplish more towa-d the
ultimate reduction of the pJublic. (hl)t if we c41 maintain a high level
of national income. It is far more iml)Ortalmt that we bv, aide, over t
perio(l of years, to make steady, regular payments on the debt thanl
that we take such action for a year or so and then face a recession
which will (dry up the revemies to a point where debt payment, must
be Slsl)en(le(l. It is our contention that tax relief, flow, will do more
to sustain and exten1d the high-level prosperity which we currently
have 'than can h' accomplished )y keeping tax rates high.

The second point to be made in this c onnection is that We arc not
facing a choice between debt reduction and tax reduction. Ti
outlook for the Federal receipts is such that we can do both. These
receipts are now running at. record peacetime levels, causee of an
unprecedented peacetime national income. Again we must emllphasize
Our proposition that we have a better chancev of maintaining the
national income by reducing taxes thani we have by not relying them.
Therefore, we slull have a better l)rospect of being able to continue

"making good-sized payments on the debt if we reduce taxes now.
To date in the fiscal year 1947 Federal net receipts have beeni at a

rate which indicates il total for the year of some $41.5 billion. Assum-
ing the continuance of such a rate in thi fiscal year 1948, under present
tax rates, the limitation of expenditures even to the ceiling of f$33
billion, m al)proved )y the Semite, would p provide a margin of some
$8.5 billion. The revenue loss under II. I. I is estimated at $3.8
billion. 1Hfence the Federal net reeil)tAs, after enactment of H1. It. 1,
would be $37.7 billion, which would make avaliable for debt, reduction
$4.7 billion under the Seuatte expenditure ceiling, an amout much in
excess of that which the Selate has already votcd as minimum for
this purpose.

In the event that a conference ceiling were to )e set at some amount
loss thati $33 billion, the available surplus for (ebt reduction payment,
Would l)e corresponldingly greater. We hold that a payment of from
$4.5 billion to $5 billion on the debt in the fiscal year 1948 would be
more than enough to sustain tie confidence of the l)eoll in the
iltegrit~y of the Government's purpose, regarding del)t redemption,
and li the souldness of the values Which the (hebt represents. I

We hold also that it is fully as important to promote the confidelico
tad the well-being of the people as workers, as consumers and as
mvestons, for it is only as we (1o this that we Canl sii-tili the volluife

199



200 INDIVIDUAL INCOME TAX REDUCTION

of production and the level of national income from which sufficient
revenues can be derived to assure the maintenance of the debt
redemption policy.

A third general proposition 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
equal force against any and all tax changes, and not merely 11. 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 high prices as they would be if taxes were reduced and the tax-
payers had more money to spend.,

We do not agree with this analysis. In our opinion, it is an ill-
disguised attempt to justify an Executive budget which is entirely too
high. It is true that taxpayers will have less income to spend-and
save-if taxes are high tan if they are low. That is becausee the
Government, instead of the taxpayer, is doing the spending. This is
just as inflationary as private spending. un(er present circunm-
stances, it is more so because it diverts inaterials and manpower front
civilian production. Stated differently, the Government's use 'of
the ta 1ayer's money does not reduce the demand for goods-but it,
definitely limits the production of goods with which to meet 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 expenditures." Ile also stated that "it is particularly
important that the Federal Government not compete with private
deniand for items in short supply." These words are as true today
as then. Yet, the Governt::_nt is now spending, and contemplttes
spending next year, but little if any below the rate of last summer.

The condition which we call inflation is the result of the great ex-
)ansion of bank credit in tle course of the war financing. Relief
rom this situation can be had either by an imnnise increlase of pro-

duction, which would correct the distorted price structure by adding
to the supply of goods, or the relief can be had by reversing the press
of bank credit expansion, which would diminish the aggregate plir-
chasing% power. I woidd like to quote from a recent Tiscussiun of
thi ku ject which was issued by a group of experts headed )y Ran-
dolph Burges, vice chairman of the N~tional City Bank of New York:

in iaim, )oth bank deposit and money it circulation increased with t h riste of
0overnmtmt Iborrowhng from the haiikm, or, to pt ti tho other wayv, witht the rkt' o
bank investment, hIt (hverimmit. seeourit tes, Part, oif thifi Inereveitt in the m~oneyt
Supply was warranted by substantially higher levelm of business, emphymenut, nd
pay rolls, Hlowevor, during tht war the 1iiooey Hupply iteroasetd 1111h 111r11
rapidly than did the uatioinl income. li the prosperous twenties, money Siipliy
(demand depomits and mnolley ill Circulation) was about oite-tlird of 111o manual
national Income; during the certain thirtles it, averaged slightlv le than one-
half. The war raised it to about three-quarters of the yearly national iuv-ome.
* * *.

Over a period of years, the economy :iiay expand Autmicientlv to ree4taialt re-
latlonshipa between, he so yPpV of ,moiey and tiho volume of buisinew-s. more in lim
with prewar exirinee. illt t that, utago Is reached tin onvly effective method
for reatorhg a more normal bhlanece Is to reverse the lroes by which hOte uIomvy
msupply was increased during the war, or, li other words, to follow pilics that,
wil I produce bank holtihgs of Government weuurilties,

Our conclusion from the evidence relative to the nature and the
Of itiflhlis t liat redtitvinig tl ixe, wolld not be inflationary at
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this time. The inflationary pressure resulting from the expansion of
bank credit can be reduced only by contracting the volume of bank
credit. By proper and effective control of tle spending for current
purposes it would be possible to provide a surplus revenue for debt
payment within a budget total of $31.5 billion and even 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 coiteiplated the retention
of existing tax rates, the..provision for a surplus in that budget was
much smaller---even after restoration of wartime excise rates and
recomleniided increase in postal rates-than this Congress is int,,nt
on providing.

It is possible, however, that tile present high tax rates nay con-
tribute to the inflationary situation through tie effect which these
rates may have upon tile financing plans of business. There has beon
a marked increase of l)rivate )ank borrowing. From June 30, 1945,
a late which coincides approximately with t e end of tile fighting, to
December 31, 1946, the loans of commercial banks exPanded by $7.6
billion.

It is well understood that an expansion of bank credit thirouglh
private borrowing has preciselyy the same inflationary effects as t to
expansion which occurs til iighi Government bank loans. The private
bank borrowing was resorted to, in large degree, to secure additional
working capital, a nectessary requisite to fill enlarged scale of business
operations. It is logical to assqune that tile depletion of cash by the
heavy taxes on both l)usiness and individual incomes compelled busi-
ness concerns to borrow from the banks on a larger scale than would
have been necessary hai the. tax rates and the tax burdens beemn lower.

I turn now to some of the S1)e'ific criticisms that hav been made
against the tax reductions incorporated in II. I. 1.

Two lrincilml criticism that have been advanced require particular
attention, bIecause in each case there appears to 1)e a (onsitlera blo
degree of nlistuiherstiaudiing involved.

Tie first is the charge that II. I. I is an unfair tax bill, in that it
gives too little relief to those with small incomes.

The (que stion of fairn-ess or tnfairnasS in taxation is always a relative
matter. Taxes are burden some for the y represent a reduction of the
income which tilie taxl)ayer would otherwise use fox his own ('onullip-
tion or investment i)ulioSes. Taxation nienmis that someone else
makes the deisions as to how a l)ortion of each taxpayer's incoilo is
to be spent. We all recognize the necessity of this sacrifice of control
of a part of our income, b)id. it ,must be cleaIr that the greater tie )ro-
lrtion of one's iiuome over wiilu the private owner has no control,
the greater the i pairment of the incentives to get income.

In the case of tie individual income tax, ve have adopted, as a
plhie policy, the procedure of taking relatively more from the large
than from the small in ome. Here is .io scientific rule in progressive
taxation, hence t'lber' is li basis on winch to( determi ne, by aiy ab)so-
lute standard, just how1 much m1o,,- it is "fair'" to take firom a largo
than from a small ineonisO .

During the war all tax rates were alivanced to levels thitt mut b
regardedt as unfair for the postwar period y lfitly reasomalble standard
of fairness,- . In the case of the individual illcoilo tax, the p)rogression
Of tax rates has ben 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 conclusion to which we have
come, namely that tills tax-rate scale must be revised.

This general revision must be deferred, however, until the Congress
enters upon the comprehensive task of tax adjustment and revision.
It is not proposed in H. R. 1. Those who oppose any action on tax
reduction at this time ai'efully cognizant of the seveKrity of the tax
rates but they are evidently prepared to sub)ordinate all qIlestions 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 board would
have retained precisely the same ellectiv progressive relationshi) is
now exists un(ler the 1945 rates. To the extent. that this relationship
is acceptable, then the results of a 20-percent cut must also be so
regarded. Whatever degree of fairness or unfairness there maiy be in
the 1945 rates would also exist in the distribution of the tax burden
after a 20-percent cut.

As 1H. R. 1 l)assed the House, however, the percentage reductions of
tax actually involve a steepening of the tax rate progression beyond
that which now exists. The small taxable incomes woil(l receive 11
30-percent cut, and those few largo incomes about some $302,000
annually would receive only a 10-percent cut. It follows, therefore,
that 11. R. 1 does actually moderate, to the (xtent of the 10-percent
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 percentage
cut in the tax at the bottom of the sce).le but a complete ,exemption of
additional amounts of income at the bottom.

These demands rest on a unrealistic conception of the distribution of
incomes and of the operation of a tax on net incomes. In a statistical
exhibit attached to the statement of Secretary Snyder before the Ways
and Means Committee it was shown that an increase of $100 in exemp-
tions across the board would (lecrease the number of income-tx
payers by 4,728,000 and would diminish the revenue by $1 ,646,000,0,90.
That is from the hiengs before the Committee on' *931-s 9d 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 a chart which
showed that the first surtax bracket $0-$2,000 of taxable surtax income
accounts for 72 percent of total taxable income and for 56 percent of
total income tax yield at current national income levels.

These date indicate qaite conclusively that it would be iml)ossible
to grant as much tax relief at the bottom of the income scale as some
have asked for, if any reduction at all were to ie made elsewhere in the
income scale. We have brought out, in our earlier discussion of tie
general objectives to be aimed at in this tax measure, that we expect
it to be a strong, positive advantage for the economy us a whole.

We believe that its enactment will contribu e to the maintenance
of employment and production in the future. But such results cannot
!bo expected if the bill concentrates the tax relief at the bottom of tleo
income scale to an extent that makes substantially proportionatm
relief elsewhere impossible. As the figures just quoted indicate, even
so moderate an adjustment as an increase of $200 in exemptions acv)-
the board would cause almost as great a losl of revenue as the flat 20
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percent cut would involve, yet an additional exemption of $200 would
te utterly inadequate as a measure of tax relief for the mid(llc and
upper brackets.

The second basis of attack against the specific content of I. R. I
is that it goes too far in the amount of relief to I)e given to the middle
and upper incomes, since the pr(eslit high level of employment and
national income (emonstrates that there is no lack of venture capital.
Hence it is argued there is no need to reduce taxes on the larger
incomes in order to permit greater savings.

This contention, as is evident, is it companion pliece with the
argument that there is insufficient tax reduction provided at the bot-
tom. If no relief at all is required or warranted for the higher incomes
at this time, then there would be more leeway for relief at the bottom.

These arguments seem to concede that little or no saving is possible
out of the larger incomes un(ier existing tax rates. This is so, perhaps,
to a greater extent than is realized by those who lay stress on an
economy of consumption without much thought about how pro-
(luction occurs.

We (t1 not minimize the importaince of consunimltion. But, of
equal inuportanqe is the health of the producersof the Nation---th
little ones, the new ons, 1nd th(,e yet, to produce anything, as well
as the established rnatufacture's. Production llst precede eon-
sumption. The thing that distinguiches America is its capacity to
produce. Our leadership in the World is wholly depemlent on the
maintenance and expansion of that capacty.

Calpacity to l)rolu'e and investment in p,-oduction are one and the,
same thing. NXe imperil the capacity to produce whenever and
however we iml)eril the ability and the, willingness of individuals to
save and to invest.

Only a tax system which l)ermits individuals to save substantial
amounts out of income aud to risk such savings in new and untried
business ventures will protect and enlarge our capacity to 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 NAMNI's
research department o/ the sources of individual savings and of the
effects of the present individual income tax on saving. ' It is appended
to the formal statement or brief filed with this committee on Monday.

Bricily, its findings are--
I. The rateo of saving like tbe rate of taxation is progressive. In

other words the greater the individual's income, the greater the
percentage of his income which is saved.

2. The Nationis nearly entirely dependent for new 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 ,pfesont the great
bulk are not in a form which makes them available for financing enter-
prises involving risk. This means that personal income taxes tolday
consume very nearly all of the potential savings, which, except for the
taao, would be available as risk or venture capital.

Tius the study leads to the conclusion that high taxes on the larger
incomes are paid primarily out of income that would-have been saved

O0O8O--47-- -14
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and1( inveslt4d tuld only Hevonliirily out of invomle timE. Would either
haveo 1)001 Iijont~ or slkVe~ i other'foi'in.

It is thus oe'ru thitt if the tax relief to lo, provided Itt the lpr''ilt
timeo were to be ctoneeitrlktod am heavily ill the lowerl itwcolie hravtwt
aW some luwev proposed, there Would lo e idy it small 1loulltt of Satvhigl)
aelinlllited Ou1t of tlkeso iiieolixii by relliol of the t41.\ roleti .10

The irgututit~ that thllwe is no1 jrelsent, neevd for vreitulre ca~pit al
rovelils alil itikdllalqute midershtldittg of thle way it% Which our1 ('illijlvx
mOV101iC SYSteItI WOrks. T1h0 1 'setit eiuployin&'tit situtionie 44 ill Ito
moense an inldivator. of the nkeed whichl the e'onom11Y now lis, or. will
havoc, for new supplies or capital. We have already citvd the oxpuel-
sion of bank loans, mi. oxpliusionl whivih to Some f'xtenlt wouldI not,
havoc ovecarred hkad t" axtfe booni lower. 'I'he( intportiuitt fact, ill this
connection, as in our dealer tliseisioll of theo heainilg of tax reduet-ioal
it m, futu4'e employmenolt and husiiiess, activity, i4 theo substlial11

1 ti1k hoetweenl the relse of inlcomel through ifix rediuction anit the
11C0111111kittiolk of Hain~ gli anid the coniversionl of tho edI( funds Into
new clkjitlkl equipment. A coIusidheralkl tinkiv would bto require,
after twx rates, were reduced, for individuals having Ilcerne' from
Which somothinlg cold thenl be Haved, to accul t OIn kullts of a1nY
size out of current ilkeonke.

tho need fct now venture capital, we fire looking t to the future, rot'
which WO must now hegiti to make pr'epar'ationi. i I vre, also, it, will he
too Iato If we delay unt61l he future has becomel thke proie&it before
taking steps to provide more (aJitikl.

Asi we look to the future, we know ti kt there mut.it, bi oro ('iklitikl
provided, for these reasons:

First, tlkere will be it steady net addition of Honme .50( 000 to 600t,00)
I ronsnumlly to the total of workers through J)o M~~iuit-ioI incerease.

)rovisiolk of jobs a111( op~portunlity for these niew wrer ~tor earn goodi
inlconies, huh d houied, t'stailh fikli-iliI), 1111(1 live% ('Otlif0VktlV liVes4
is depeiltleft 'it ouri compllicalted e('oflomnly, Ampomlit1 flow of uIew caitill
into the varied forms ol economie activity. Assuming thitt it, \ill
require anywhere from $2,00O to $10,000) aev(ordliug to the tj W' of
industry$ to Prelvido a ' ob for ('aol) additional worker, we h It lve

in tho growth of popu lilttiolk a steady domaukn for K011ne billions1 Ot
aikdtional invi'tttknetkts luulkialy whilo the population growth volit ilues.

Second, therek are maitny m40 fields of enter-prismt wrInch call Iland will
be developed Wikoik m'pitLl is akvailale Ikild vit'ii the' VeoVlkrd for the4
risks involved, two onvet more adelutao by rellsonl of lower tax 1,11t vs.
There was a Utio when sioue wore oeriousiX conered lest we lid
roechod the sage~t of it mature economy. I1 Ilo War disposed of this

tyt and there haa beoon a marked falling oil' in the number of these
wostill pkeaolk tii (lotrino. It la IkOW rather gollorahly reallizedI

thkat enlormous pouutuilities of new and better pr'Ateion 01)lwuit tOiw
com1in~g Of mo0re venture' Vkapital anld Of 4 tf X HyAWtem that Will n10t,
unduly and improperly pemutlizo those wlit$ mwitin the riskso of

II) d w all look forward to at steady) ocoiatitet rie of our scale
of living, This rise will bo depembuit upjon the growthk of (killut, i41(l
productivity per worker, at result wiik In' turn Is (olee)deikt I01)01
mditonal eapltal iilvootmtout oer woricor, The oxlkiudol (tljitll
lnvetaklmt w Il be requlro4 bolt for the flow workers whto will comie
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111olir I find for all membel-14 of Cliv pj-( solit, labor forco. Ill A1011, Mir
copitill v(Illipment, 11111st, I)v improved both 11orizoll t filly and vertivilliv.

That, i", Nvo Illust, gaill both ill tho (1111111ticy of illveRt'llielit, fuld ill i'ts
(1111dity, 111crellsilig olltput depolds oil Illorv tools fuld bottvi. tools.

In conclusiollp oul. Ill-guillvills Imly bo brivily S111111111krized.:
First, Nve havo showil thilt. the opm-Illioll oftilliv Ing I'vokilln's action

oil tlkx redut'holl ill advillive of tho volldi(iolls 1111der which Such ro-

fluctioll bocollies lilt vinvi-gi'lley n1vil-4111-o. This is trut, botil Nvith

IT!**pvv(, to tho influmlev Of flix redlictioll ill Sustaining vIII plovilloll I. Illid
busilivs," lictivit-N. ill fave of I-vcvStivv tvildmicies and to i6 ilifluvilve

ill vsInbli-shilig illo Ittillo"Aphero 1111der NvIlich llvw StIpplios Of vent'llro
vilpitill will bv fortlivoillilig. It isoill. colivietioll tillit. 111v tltx I-vt1l1vtioll
Should he 1111)(1v jlo%%,.

Svetilld, %%'(% linvo Shown Illilt therv vall bo both (fix redlictioll luld
reductioil, ill View of tho jWOd11V(iN-i(N of UIV F(41411 111 COX SN'StPlIk

curl-vilt, illcome levels luld of tliv vollivol ovvI, lotill vXpoliditurt's

Nvilit'll tho ( ,0111"PITS8

Third, wo Illwo Shown dint, tilt, hl-A redm:6011 to hP 111IM10 t1t, tlli.14

6111o Shollid bo 'Al.111ciolldy broad ill it's applivittioll to fill taxvilyers to

proltiotv tho ocolloll I it. Illot-ivvS aild ilivoll6vt-4 to Nvorh, to Save find

111vo4t" lilld I-o tilke Cho risk-A of vilt " rprise. I t'llis colmect-ioll, wo linvo
elliplinsizi-d Illo fillidallimitill Cruth 01111 ill tho long 1-1111 tho bust, ill-
ten-RN of oven Cliv 4,1111111 illcome I. M1101.4 Will bv 111()4 fillIv Herved 1 v
it wx retim-Goll policy which bvi I el ifis fill lilt-Illbors of tl;i, ecollollm.

vollillitillit.y.

The people Nvillit, 111ore Illid before i'llings for 118v and vIijqIII()it-.
niv tik.x rona to i)o inovitiml, 1,111-ough (111110,111vilt. of 11. It. I will be it

'lietliit hogimling t-mvill-41 Cho rolvilso of Cho pl-odlictil.10 01)(41givA byItl'('111 ulit4 popular dollillild ('1111 be Illot, Pit 111111ge of 11. It. I Nvill );o
all 110. of voI1q.tI-l1vtivV ()(1011011liv

crim brief referred to it; its followic)

A 111IMP IN SUPPORT OF INVONM-TAX RV-DI)CTION Now Simmurrva) ro i*im
FINANV14 COMMIrCEM, IlNmi S rATNK SNNATtl, ity -rim NATIONAt. AsmovxA-
TION OF MANUIPACTIlitiow, Amm, 21, 1047

0HUNHAT, A11011MENT14 IN MUSTORT OF INCOMM-TAX 103MVTION NOW

Tho prim1pul argmittlutm advittioed by opponvii(a of Income-tax reductimi itt,
thip 1111141 Imfore 11141 lloumt) Wilvii mid Nlvttllm Comillittoo and fit deliniv during
coils Ide rat'lo it of It. It. I as aln -Ildvd fly (-fit) llolmo of Mpromelitatives ilro deall,
with In t-hin petition of tho brlof, A Imor mectiot, dvalti with nome of tho m1weltio
tritielsilim that have bmill I.,viv of It. It. I 1w Rillomit.d.

Tho Suvrotarv of flit) 'I"rommiry and other emilmided Chat titum t4lould not, bo
rodkictid during' Ott) prosont. I1Igfi lovel of prosporl(y alti t1lat, tAttell not loll t4hollid
beAvlayod untit a buminvt4.4 rooetwimi lim mot, Iti. In respotime to it (Itiestion from
tho ellaIrmall of 010 WaV14 and Mean" Comillittop, Souiviary Snplor muld: I

"At tho premout Milo, itio I linvo alroutly mated, bumitiesm is operatill at, vitt"kelly.
lkowtivor Ott, ft future 010" humillosm Aimi'M bo operating at lem trum oulinelly,

1)(11iove 04t, It, tiould be stimulated by tax r(lduct4mis,"
Ottv vlow Im tax roduotion flow will colltribilto to tilt) 11111111tellittleo of lligh-lovel,

64140 prompority.
Tho mwil imit In lim of tax rotillotioll Is (mlillittvil by the ol)j)(1110111114 Of

it, It. 1, as would delay makiiii; It mall I lit) peak o ho prewar
Imshansto Ietlvlt,. I In t. Wo 411billit, Illat it wollid bu too Into to provIdo all
(45LOCIVO f4illitillIA, I Cougrem woro to wall, imill a bimliivsm rtwomlon lim tjot In
Wore, rtidtiolug Inconto taxop. Chatigoo lit tho rato of Immitiom twtivity art)

T10s, vM sul mmput rarooem to ilits imimony fit ivX111111110 lirm,1110 fly Tmollry 11PA" Ara
Nkvll trot" Ilse vIttlemolit ot Hventuy Suplot Imforo 1714 N ays nod hiew," ColuilihI66 1;( 9 HOU&S of
twsonititt", moroll is, 1147,
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usually tile product of forces and influences which have been operative over a
considerable period, although th( culmination of tetdetiies in o1e direction or
another may become visible sudthenly. It is difficult to diagtios with certainty
the early symptonis of a condition that, may develop into a recession, conse-
quently the time to apply preventatives, such as income-tax reactions, is before
such a condition develops.

No one can now forecast with ee1 f ratI y th time when a dlefiniie reversal of
the present btsltess tretd may occur. The following passage from tie first
report, of the ('oumcil of Economie Advisers is, however, sigtilicaii : 2

While tm9ie, pto~lect for igh elnploynient and lprodltitinni ill the ijear I erin
is good-barring thei pos~jilility of it hrief (film- t is preOtt y getierllY r'co'gnized'(
that thle lba505 of t his aet ivit y itre sommlnown art ificial or t least that activity v
ill tle present lines (anno(t Ie (xi)(ted to continue ildefitlitely."
It wa stated ill testimtoy on If. It. I before the lhos(, Ways and Mleaus ('om-
iiittee oil M'2\lrch 14, 1947, that upward of 'car wotld Iho re(tpired for the nationl
econolly to feel the full effect of a tax cut. Oil that basis, if prompllt aeon were
to be taken in tile clactielnt of II. I a nmilItded, its liflnce its a stilmllus
husltless would not be fully i.ppareiit before the spring or early stimmer of 1949.
On the ether hand, if we were to accel)t the ('omisel of Secretary Snydier, which

is to) wit for tax reduction utii there is visible evid,,nce of a b)nsiness reeessilI,
we would( then face the prospect (If a plffiod of levelopilig bilsitless stagnation
before aniy marked sttimulating effects of corrective action could( be exlecteld.
We know from experltieve that Inlaily ih tgs (,al go wrok ill a year of economic
recession. The Treatury proposal lll lls to locking the barn oloor afti' it i:,
too late. Our concern here is that taxes 1e reduce(i now as 011e of the inlean,1 to
prevent, tile start of a recession, or lessening its cflect if oee should ocetir. 'l'hie
time11 for makitig these step-s is before tie adverse factors that Inighil (('el)p into
a recession have begit to operate. We believe that Iax re(htition now will be a
necessary prevetltive nleastlre, alnd that nlow IS the tile to illtroritlce this safe-
gulard against. a p):ssible fut llre btusinlis d line.

2. It is further contended iby the O)l)pO1101t of incotne-tax reduction now tiat
taxes should be held at their present levels ill order to create a revenue Hurplui
that can be applied to tile reduction of Federal debt . In this coilectioll it, umay
be noted that tile President'.i budgets for *1947 and 1948 made no provision for a
revenue surplus, despite the retention of high tax rates. Secretary Snyder said
tJie following in testimony before the House ways and Means Committee:

"I am convinced that the entire surphs which is likely to be realized il 19148
should be devoted to the reduction of the public debt. It will be time enotiugh
to enact tax reductions when and If there is definite evidence that the 1148 surplus
is greater than prudence requires to be allied toward reduction of tile llilic
debt."

NAM ham recommended a consistent policy of debt reduction, In its recom-
melationa for Fedoral fiscal policy, approved by the board of directors on
l)ecember 3, 1946, the frst plank is all annually balanced budget, and the second
plank is debt reduction at a tinimnuti rate of $2,5 billion a year, plus an aulount
equivalent to the saving In interest' on amortized l)rincipal.

It will be helpful in arriving at a decision on thi issue to consider the present
prospects for fiscal years 1947 aud 1048. Secretary Snyder admitted to tile
House Ways and Means Cotumittee that the budget estimated for 19147 erred
by uhderemthnatilng receipts and by overeotinathng expenditures. When tie
budget for 1047 was transmitted to the Congrosm in January of this year, a deficit
of $2.3 billion .was forecast for 197 and a surplus of $2001 it lion was anticipated
for 1948. As of March 27, 1947, there wMi a surplus of receipts over expenditures
of about $3,2 billion. With tile same control over expenditures during tile final
quarter of the fieal year 1947 as has been exercised thus far, a policy which we
believe can and should be applied, the final 1047 surplus may reasonalbly he
expected to be about $2 billion.

We lay particular emphasis upon the matter of expenditure control which was
alentionedin the preceding paragraph. Secoretary Sn Pder referred, In hi response
to a question, to the outlook that recelptm will be iigher than estimated, and "that
we shall suoced in our program of reducing expenditure to an even greater extetit
than we had estimated earlor," Tie Inflow of receipta Is a ftnetion of the level of
economic activity in the economy, and under given ax rates It can be lnflueccd
through administrative inreaitres, mainly by the Ixorlse of duo diligence and
vigilance in the enforcement of tile revenue laws, On the other hand, tle outflow

0 fhs Councl of eo)uol* Advisers, Firt lteloort to the l'4 I#%At, )ecember 14N p .20,
I Before narration o w601t316 oxwe 1tand raocltaendt funes. I to In POWt- rtwe.



W IA I

INDIVIDUAL INCOME TAX REDUCTION 207

of expenditure, within the limits of appropriation totals, is subject io direct
influence and control through the, attitude of the aduiniistrative heads ot the
various government a! agencies,

The practice of free spending and of incurring obligations against available
balivices ill order to avoid losing tit( ioney through trhe lapsing of approlr ations
is a coinon one, and unfortunately, there is not always an adequate degree of
supervisory control to prevent aiuses. tIt our outline of the lprospectivo )udge-
tary results for the tistal year 1047, just presented, we are assuming that the
soliy of reducing expenditures whrih was announced by the S(ecretary of the
'rea ury will be vigorously applied during the remainder of the fiscal year for the

rush to use tip available funds is ordinarily ,tiost evident in the closing months of
the year.

If th, current lovel of national income be assuried to continue through 1948,
the F(ederal net receipts for that, fiscal year tinder existing tax rates should b)
approximately equal to those for 1047, nainely, about $41t.5 billion. The Joint
Conimnit.tee on the l,..gislalive Budget has recommended total eX indittures in
1918 of $31.5 hi!lion. If the higher amount of $32Y4 billion roliorted as the prob-
able leigihlive ceiling, Elould he0 the final total, there would he a surplus of $9Y4
billion with no reduction tn taxes. We submit that this would bei a greater
aioilit than prldence requlires to he al)plied to reduction of debt in 1 year. Tle
revelle loss under 11. 11. 1, as arnended, has been estimated to bo $3 8 billion
annually at the current national income level. After enactnient of this 1.1.!1
there would renai nearly $5.5 billion for debt reduction.

it is true that we have no as4surallce that. 11be ciii teni I level of nat iltiad iltllnie
will be initiiained through 19,18. But we do have the assiratice of a far greater
likelihood of this result if ta: redltln is nl1e low thian we call have if the exist-
ing tax rat v4 and tax burdens are r,t ained.

We (1o not inderrate the gravity of the probleins presented by the public debt.
It is i threat to our solvency its at nation and to the security of our institutions.
We "lust Imaintain the faith of the people as bondhohlers sal niaintain their con-
fidlice i I lie stabilitv of the values which their honds re present. ('tiizen morale
as lon(lers inmay be weakented, or broken, if we revert, to firtlher large deficits an(
additional debt, increase. It will b)e preserved and strengtheiied by a resolute
policy of debt retirenhent.

For these reasins NAM reconnends a strong and consistent policy of debt
retirement. Bitt we nust also cotvldtv, thiL itiorale of tile citizens as workers,
taxpayers, and eonsuiiers, as well at, their niorale as bondholders. A tax burden
so heavy as to discourage work, saviig, and investment will indernine the ca-
pacity of tle federal l (Govornment to support t ie debt and proceed with its retire-
ment. Tax reliietion is the key to inalitiiance of production and income levels
at which the debt burden can be carried.

Our view is we van have 1both tax reduction and debt reduction by acting now.
A third poini that, lias been nade in OppOsitlion to tax reduction at this time is

that we should wait until the Congrestt eai undertake a broad, over-all revision
of the Federal tax strulcturO.

This Is a delaying action, pure and sinple. Everyone knows there is neither
the thne nor tle d position oil tile part, of lhe Congress to undertake such a
general revision of VedorlIl taxes at this time, Tle proposal is tantamount to
Indefinite p stponeneit. Fuithermore, it is inconsistent with the proposal of
8ecretarv Siydor thait tax reduction should be undertaken hi casoe of a hnsi nesi
recessIon, for, if the Co igress had not eitered upon the task of general tax revision
by the tino a recession had appeared, there would tlrosulaihlY he as good reason
for not doing a pleceniel jot) then as there Is now, assuming ally validity at all i
the argument that wo mwt, willy nilly, (1o the whole job at one tinie wienovor
any tax changes are to e Iluade.

We do not agree with *he contention that tile entire Federal tax system must
be revised at one time. There In no reason whatever for oontendlng that tle
Congress will not be able to deal reasonably and Intolllgenntly with other features
of the Federal tax system it It procoeds now to make cer faln badly needed changos
In the individual income tax. It Is certain that a reduction of this tax must bo
a part of ally general rovilon that inay he uindortaken. Action now on H. JR. I
ll anended, would fi no way conflict with this general alm. Rather, It Would
be a preliminary step-a stop which would go only part of tho way toward the

nal goal that should be sought in the adjustment of lndividual income taxes.
WO hold the belief, which is shared by many others, that tho degree of tax rollef
provided by 11, R. 1, as amended, Is not ill that individual income taxpayers
Way eventually exl'ot. Therefore, In tie final revision, the provisions and the

I i
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prooodure of 4. R. 1, as amended, would be absorbed and replaced by such further

adjustments of rates an were then introduced.
it is completely logical to begin the great task of Federal tax revision by dealing

first with the Individual income tax. This tax is levied directly upon the Incomes

of a large proportion of all income recipients. Its operation is Inflexible by com-

parlson with the excises, for example, where the individual hus a choice between

buying taxed or untaxed articles, and also a choice as to the time when the ex-

enditure wilt be made and an excise tax 'will be paid. The Individual Income

tax effects directly 'the motivations and incentives of Individual#, and at the

existing rutos its influence upon the vigor of economic activity is seriously ad-

verse. Therefore, much as we realize the importance of proceeding promptly

with a general revision of the Federal tax structure, we hold that the most urgent

aspect of this task relates to the Individual Income tax.

Our view Is I. R. 1 as ameweted is only a first stAp In tax revision which should

be taken, now.
The fourth point that has been urged In opposltion to tax reduction at this

time is that taxes should be kept at high levels as a means of combating inflation-

arhe basic cause of what we call inflation is the expansion of bank credit, ox-

presed'directly a an Increase of bank deposits as bank loans are expanded, or

indirectly as an Increase of :money in circulation, which occurs as bank deposits
are withdrawn In the form of Federal Reserve notes, The eutrent volume of

bank deposits cumd of money in cifrulation has t*n produced by the large amount

of bank b rrowh g that occurred In financing the war. On this subject we quote

from a recent study by a group of well-known authorities under the direction of

Mr. andolp.h Burgess:4t
'In "um, both bank deposits and money In circulation Increased with the rise

of Government borrowing from the banks, or to put it the other way, with the rise

of bank Investment in Govprnment securities. Part pf this Increawe in the money

Supply was warranted by substantially higher, levels of business, employment,

And -pay rolls. However, during the war the money supply increased much more

rapidly than did the national income. In the prosperous twenties money suppi.

(demand deposits and money in circulation) was about one-thlrof the annual

national income; during the uncertain thirties it everagod slightly les than

pne-half. The war raised It to about three-quarters of the yewly national

"lOver a perldd of years, the economy may expand sufficiently to reestablish

relatonshilm between tthe supply of money and the volume of business more in

line with prewar experience. Until that state is reached, the only pfetive method

for retoring a more normal balance is to reverse ths process by 4hich the monoy

su ply waa increased during the war, or, in other words, to follow policies that ti

ri(e bak hohiings of govenments securities " [Italics in origin.
High tax rates aod largo ttx collections with no provision of a surplus which

M1n -- u -for the reduction of bank-hela public debt, cav have no effect upon

the Inflationary situation, for the above I)assavo makes it clear that an inflation

can ho redwc~d only by reversgin the process which originally produced It. Taxing

and spendig, I't tiy budget level, is simply a transfer processwhlch tends to

maintain the av4ilable volume of purchasing power intact. On, this point we

quote tror another recent study by a well-knowu g roup of fiscal experts:
Thte mlicaton that t atton at the prent level operatem as a r(wt-ralht.. e....ct.n ha t4 11 on~ ~ ¢ Le olt.

upon inflation in one whfoh, in our o inion rests upon a wrong cono tio of the

1p1o ()0(1Jaorobloil, Federal 'tayxing and speneding %Z~ an annual rate of $37 billion to $40
billion would have r'o Tifferont effect up on the Inflation situation than If the

taxing wid opeitdhig were to occur at $25 billion or less annually. At eith r

level, the purchasing power takacax front tlte people through taxation r-turns

proiiptly Into the Aream of purchasing power through the Government spending.

birom Is no offoot on th, total amount available for priv to slend." . .

Firomt this it ip cletr that the official budget progratn for 1047 and 1048 c uld

11AVe tMAtdo xo Iniprosns on the inflation since thoy' Involved the retention of highT
Wooe in order to nivpport a largo volUmne of lreeral spling, and not, for t . .

wp" of providing revenue Airpuhim to. be applied to tho reduction of public dobt.

• te thle coi re"4iol I 4udgot program, whether At th total as voted by the
-f pr 1' o "t e comprom figure Dbtwvkn thoso talst thoS

will ti a hies uta nmarglrt of revenue, surplus, oven after giving effect to the tsx

a i- t jts"WS t a (I4 telO mu11k, UI0pOrt No, Otby te coleimitt" on Potw~ Debt PolIc, P 10

,,Lty t . Ntw York rh U Y, I
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reduction provided in H. R. I as amended. To the extent that this surplus is
devoted to the retirement of bank-held debt, it will contribute to a reduction of
the inflationary situation.

The public debt reached Its peak of $270 billion in February, 1946. Since that
time itha been reduced by about $20 billion, largely through the application of
the huge general fund balance to this purpose. From Dece mber 81, 1045, to
December 81, 1946, the public debt holdings of commercial banks declined by
$15.7 billion. This operation has had little effect on the inflation potential because
the bank deposit credits used to retire debt had originally been created by bank
loans to the Government and they had not been expended in such a.way as to
add them to the general supply of purchasing power. In ordor to be effective as
an inflation control, the funds used for redemption of bank-held debt must be
drawn from the current supply of purchasing power in the hands of the people.
This is done through taxation or by obtaining cash from the citizens through the
sale of surplus property and in other ways.

In another direction, however, th ,gA t Q i j prQsent high tax rates may be
a factor which would promo~t~der inflationar y 1en cies than would be the
eae under lower ta r ee refer hero to the increaserf private borrowing.
From Jun 30, 1945, ac"I date corresponding roughly with t %4pd of the fighting,
to December 31, 19O,*the loans of commercial banks expandS4,by $7.6 billion.
It is well understoq4that an expanslgn ofJalj credit through prtte borrowing
has precisely the ine 4nflationary eotcts s thexpanslon which 0t0irs through
Government ba loans. The private bank borrowing was rcsortcd.to, in large
degree, to prevtt additional kng cApital, $Knecess y requisit to enlarged
s"ae,.f busing operation ItkA is logic to assumethat the dopleti6% ot cash
Income by tl heavy taxgo on beth bi s and In41vidtai incomes cnpelled
business con rns to bor iw from We hanks 60t t large scale than would h&yo been
necessary hi the tax r~tes bjiwcv

NAM i tvely attktn$Te Pr*e situation h ca f9*r relief that]t will
promote in ustrial peace and ec lc stability.. 1 o the extent that bsinM
does rMeduc rJres, the real inco m t indlvi vkualqs'li be increased, since arger
quantity ot oods can then be bo g'if of N COtlay of money. We love
tlat the ta ductions v rovdd nwadad yvIll also p moteIndustrial ct~e and I t y nereasin the t-home niinony In ne of "
Indviduals The price ductioniif comb n oi*w4i'x the tax eduotio ill be
a double gai for the wo e a f tn n b pd an-
other round costly strlm in 1or ure further w e ignores . It is
apprent to a that a oon tlua of the seji& of wag n' mus norea&e
osts, and hen Hoes.. A situation at been, up on a undation
of high orata oats Is even more di t to ao at and reduce th one which
to caused by an' ation of the mo qcsupply, the reason th, by proper,
fiscal and debt ma ement policies, I bl lemon the pe re or a mono-
tary price inflation, ut a high price level which rests on higi $ge .cots is not
reducible by fiscal ma . Buitnoss generally Is oooperattln the prIcAt reduc-
tion movement; we hope t~aJ Government will copra qb giving at least the

reuio provided for i 4. 1, as d that labor will also co,operate. Through this cooperat ' te w ay expect to achieve 06
now record of industrial peace and ',,mom4 c stability.

Our view is, as an inflation curb taxation must provide a revenue surplur for
debt reduction, Enactment of H. k 1, as amended, will provide A surplus under
the legislative budget calling, and Ik ,wn the pressure upon businem to expand
private ba k credit.

U11tI'y To SOms SROMIQ rC RITEC,4,ic AGA1NPT TUN CONTENT OP H, R. I
In the preceding section of this brief we have dealt with some of the general

(,o~tds o criticins and opposition that iave been raised against the proposition
t 4at there should be tax reduction tow., In this section we turn to some of tho
q)cwifie points that have been ramse #aF,,nat the content of I. R. 1 a amended,
aki A, tax-redCtion m6asture,

Firat, has been charged that H. It ' as Atnended, in an unfair tax bill, in that it
ivyo too little relief to those with omall indoes,

Th question of fairneo or unfairness in taxation Is always a relative matter,
I'm-oaie bordensomeo for thay represent a 0oiprivation of Income which the tap.

mv yor could otherwise unq for his own consumption or investment Purposes.' IaO"e of the Individual Inoome tax we have accepted, as a public i the
immooduro of taking relative more from the loe thau from the small income,
'Chis 16 tho principle of progresive taxation. There is no solentifie rule of pro-
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rossion, hence nobasis on which to determine, by any absolute standard, just
low much more it is "fair" to take from a large than from a small income. On
this subject wo quote again front the recent report of the Comnittee on Postwar
Tax Policy: s

"Theroeis no scientific rule or principle of tax progresmion. Assuming that some
degree of progression has been established as put ic policy, its extent, and severity
must he determined by a consideration of the actual impact and effect of the rates
upon the community. Our deep concern is with the expansion of production and
employment, the sound growth of national income, and the stable advance of
well-being for all. We therefore advocate tax rates which, while representing a
fair contribution to governmental costs from the persons who gain substant nil
incomes through their effort or their saving and investment, will not he so severe
as to interfere more than is necessary with the effort atwl investment) upon which
thowell-being of all depend. No one can translate into terms of a tax rate setle
the vague and indefinite slogan 'taxation according to ab ility.' tl em nilh ize
primarily a policy that would release and make more fruitful the abilities of nuen."

During the war all tax rates were advanced to levels that, must, be regarded as
unfair for, the postwar period by any reasonable standard of fairness. In the case
of the individual income tax, the progression of tax rates had been steadily
steepened for many years in progressive tax acts. It is doubtful if any candid
person can consider thls record without agreeing with the conclusion to which we

ve come; namely, that the present income tax rate scale must be revised.
Nevertheless, such a revision is not proposed in H. it, I as amended. The

original proposal for a 20-percent cut across the board vould have retained
precisely the same effective progressive relationship as is now provided by the rates

*. of the 1945 act. To the extent that these rates are to be regarded as acceptable,
then the results of a 20-percent out must also be so regarded.
'As H; R. I as amended, was voted upon by the House, however, the percentage

reductions of tax actually involve a steepening of the progression beyond that
which now exists. The small taxable incomes'would receive a tax reduction of
30 percent, while those few large incomes above some $302,000 would receive only
104 percent reduction.

We can agree that taxes, at all income levels, would still be too high, even after
enactment of H, R. 1, &4 amended. The remedy for this situation is a sufficient
further reduction of the Federal expenditures to make possible a general lightening
of the tax load.

The discussion of the merits of It. R. 1, as amended, has been confused by
'comparisons which purport to indicate unfairness by emphasizing the small
number of dollars by which the tax on a low income would be reduced, as against
the large number of dollars by which the tax on a high Income would be red uiced,
We need not dwell upon the mathemaitcal absurdity of this argument, since it Is
patently impossible to givi, a person wlho now pays only $19 tax as much as $100
or $1,000 of tax relief, although persons with suftllcntly large incomes would
receive taxredlutions of these or greater amounts, Enough is now known about
the distribution o, incomes by not-income classes and by taxable income brackets
to make clear thst we lare not, revert to exemption Ioels or to first bracket tax
rates comparable with th,se In effect before the war. In a statistical exhibit
attached to the statement of Secretary Snyder on 14. I. I before the House Ways
and MeansCommittee, it was shown that an Increase of $100 In exemptions across
the boArd would decrease the number of Income taxpayers by 4,728,000 and
would diminish the revenue by about $1,600,000,000. 'An ineoreed exemption of
$200 across the board would redluce the number of taxpayers by 10,528,000, and
the revenao by more than $3,000,000,000, In the same exhibit was a chart which
showed that the first surtax bracket, $0 to $2,000 of "taxable surtax income, as-
counts for 72 loroent of totrd taxable income, and for It0 percent of total inlcorm
tax yield. It is apparent that we cannot go further now than the 30 percent
reduction which 1H, It. I, as amended would give to the smallest taxable Incomes
without tnakitg it Inpossible to afford any tax relief at 1ll to the middle and large
incontm, We do not concede that the host interests of the whole economY, or
even the best interest ts of the osmall-income recipients themselves would be served
bv A concentration of the tax reduction at the bottom end of the income scalo,
(hi this poiutt the following statentent by the Committoo on Postwar Tax Pol0y
deserves the serots attention of all who attack H. ,,. 1, as amended, as unfair
to theosmall-income recipiex,'ta: ,

"Every citizen ha a vital stake in the welfare o the economy in which he lives
and works. Rtogordloms of wbht ho does oir whit |II, own income may be, he will be

cit., 1. at.
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better off with respect both to cash income and real income in proportion as there
is vigor and growth throughout the contomic system. Tile essential condition of
this vigor and growth is a reduction of the tax load, not merely for small incomes
but for all incomes."

The cost-of-living argument as a guide to how and where to make tax reduc-
tions is unsound historically and weak fiscally. The course of tax rates and exemp-
tions during the war demonstrates that fiscal necessity rather than hardship to
the taxpayer has been the ruling consideration. That is, as more revenue must be
l)rovided, the Ihconw-tax base must be broadened by lowering the exemptions,
and the first-bracket rate, which produces so large a share of the total tax, must
be increased. In 1939, for example, the individual exemptions were $2,500 for
married persons, $1,000 for single persons and $400 for each dependent as then
defined. National income was $70.8 billion, but taxable Income was only $9
billion or 12.7 percent of aev'mie payments, and the tax yield was $929 million.
In 1947, with personal ox mpttms at $500 across the board, it is estimated that
there will be 43,500,0(;5 htxpaycr, with taxable income of $69 billion, or 41.5
percent of a national income of '$166 billion. The tax liability for the year will be
some $17 billion. It is stated in the Federal Reserve Bulletin for February 1947
(p. 120) that the tax rates and exemptions in effect for the fiscal year 1939-40
would produce a revenue of about $2.5 billion at current national income levels.
What more Impressive demonstration can be given of tile impossibility of going
beyond the provision which 1I. It. 1, as amended makes for the easing of the
tax load, unless and until there Is further drastic reduction of the Federal budget?

Secondly, a further ljint in opposition to making any part of the tax reduction
in 11. I. 1, as amended, applicable to the middle and higher incomes is the proposi-
tion that tile pre.selt high level of employment. indicates no lack of venthire capital,
hence no need to reduce taxes on the higher incomes in order to l)ermit greater
savings.

This argument concedes, in effect, that little or no saving is possible out of the
larger incomes under existing tax rates. We agree that, this is so. We agree,
also, that if the tax relief to be provided were to be concentrated its heavily in the
lower income brackets as some have demanded, there would be only a small
amount of savings accumulated out of these incoues by reason of tile tax reduic-
tion. Tile emphasis upon cost of living indicates anl expectation that the gain
from such tax reductions as are proposed, or as have been demanded, for tle
lower Incomes would be very largely devoted to conlSumlption kises.

The argument betrays an lnadeq uate understanding of the way ill which as
complex an economic system as ours works. The present employment situation
is in no sense an indicator of the need which the economy now has, or will have, for
now supplies of capital. There'is a mltoantial time Iag between the release of
income through tax reduction and the aecumulat loll of savings and the conversion
of the saved funds into new capital equipment, It would require a considerable
time, after tax rates were reduced, for individuals having incomes from whieh
something oold then be savod to accumulate ainounts of apl)prclablo size out of
current income. This cannot happen overnight, or oeVIn in a year. In stressing
the need for now venture capital we are looking to the future, not to tile Immedirte
present.

As we look to tile future, we know that there must be more capital provided for
these reasons:

First, there will be a steady not addition of some 600,000 persons annually to
the labor force through population Increase. Creation of jobs and opportunity
for those new workers to earn good Income, build homes establish families, and
live comfortable lives is dependent in our modern complicated economy, upon a
flow of new capital into the varied forms of economic activity. Assuming that
it requires anywhere from $2,000 to $10,000 of capital investment to provide a Job
for e4h additional worker we shall have', in the mere growth of population, a
steady 'demand for some billions of additional Investment annually while the
population growth continues.

tieond, there are many new fields of enterprise which can and will be developed
when capital is available and when the rewards for tile risks involved are once
more adequate by reason of lower tax rates, There was a time when some were
seriously concerned lost we had reached the stage of a mature economy. The war
disposed of this myth, and there has been a marked falling off in the number of
those who still preach ,,hts doctrine. The members of the Nailool Association of
Manufacturers know, better than almost any other group in our society, the
menormous possibilities of new and better production wh awalt the coming of
wore venture capital and of enterprisers who are encouraged by the tax system to
assume the risks.
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Third, we all look forward to a steady, consistent rise of our catle of living.

This rise will be dependent upon the growth of oltput, and productivity per worker,
a result which tit turn is dependent t on additional ealaitil investnint, per worker.
The expanded capital investment will be re(Iuired bot h for the ilew workers who
will conic along and. for all neibers of the prmsent labor force. In short, our
capital equipment nust be Improved both horizontally and vertiholly. That is,
we lust gain both in the quantity of capital and in its quality. Increasing out-
put depends on hoth more tools aud better tools,

All of these development will take time. The sooner we begin to plan for
them, by redutlig the tax load, the sooner iuity ve expect, the gan s and advittitges
that wift come front then 'rho peol)ei are inppqrnl, nt, with present, living stand-
ards. Ii:verybody wants More and better thin g for use aild ltjoyment,. ''lto
tax relief to be provided through enactment of Ii. It. 1, Is almndi(ed, will he t
significant beginning toward the release of the lproduetivo ('nergies by which this
popular demand can be iet.

The ulllmate advantage to the Federal revonuie from action taken now to stiu.
ulato and facllitato more pavingk and invest mont, most, not be overlooked. To
tile degree that tax reduction now would make possihlo moretvins aind ilnvest-
ment, there will be greator produotion and moro incono its tile people re pond to
the new intlhonoea. Hence, even at the lower rates of tax, ve may expect in time
a recovery of iuch possibly all, of the revenue loss that is Inm diately ill pros-
poct. In fact, we have no assurance that the )resent levels of pirodletion anl
neomoe will he maintained for long under the existing rates. The long-run CAln1C-

ity to support the Govornment and to make the necessary payments otil the bt
Is much more likely to berealized utindor lower tax rates than tinder the pivent
rates.

And, finally, the House version of II. It. 1, as anenled, is oploed by some
because it would be effective on January 1, 1947, inste.d of ,July 1, 1947.

The recoinunondation of the NationalAssociation of Mantifacturers is that the
tax reduction be made effective January 1, 19,7. The improved revenueprospects
for the current and the next fiscal years add force to this reconnendation) at t lie
present time. The situation is, of course, bolstered by the evidiit iand coni-
mendable intention of Congress to effect drastic reduction in the level of (hovern.
ment spending for next year, It is ap)arent, therefore, that the tax reduction
ot be made offoctlvo January 1, 1947, and still leave ample room for a good
beginning on debt retemenit In tbe next fiscal year. We urge that tie committee
give full consideration to these facts and approve an etctive (late of January 1,
19$7, for the tax reduction.

In testifying before the House Ways and Means Committee, the Connissioner
of Zinterns! Revenue stated that about 60 days would be required after ellact luent
for the preparation and Imuance of form and Instructions to employers relative
to the now withholding schedules. We do not agree that any 81uch" time would
be reqraired. We understand that the Commissioner is expected to testify before
this cyamilttue to the efloot that utnder revised estimates only about 3O days
would, be requirmi.

Mahing the tax cut effective as of January 1, 1947, would evidence the opti-
mistn of this Conoreas for tle future prosperity of this Nation. It would demoi-
strate your determination that whenever and however it Is po(ible to reduce the
tax burdens of the people, within the limits of sound Fodoral tscal policy, you
will do it. Coming at this time, such an act would provide a real stimulant to a
tauxweary people,

Appended to this brief is a National AssQchation of Manufacturers publication
entitled "Industry's View on Individual Savings and Incomo Taxos" This shots
forth the findings of National Asisociation of M manufacturers' research depart nont
on the sources of individual savings and of the effects on such savniog of the
proent Individual Income tax. We oall particular attention to the eonuhisioti
reached in this research study that 'die Nation Is mAinly dependent for teW
ve~turo eailtal on savinls of Individuals with incomes oxqeeding $10,000 per year.

Poo i)tly submitted.

Chairman (owrnnent Finanto Commites,
AiViondl Aasocialion of Mam./acrtorers.

1X1
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1NaUMttRtY VIIV ON IN)!IVIt)IYAL SAVINIIS AND INCOMP '|AXtV

\\ lint is the imct tot ii',tal illcotle amat ioll oil savitigs atid investullotit?
L4 Owsre reasoti for pjihlie coti,'(,h over tie disproportionate tax lurdens now
imposed oi i'ersoits Il ithe liddhli and iipiper ireOl, bracket s.

Answers to Oiese questionss ltutv direct Ibttrilg (in the tax legislation Itow , eiig
coni.dred in ('ua'ss. Nationial Association of Alultiifaoti itir adIvocates that.
lo lcgislat ion provide for proportional rditet it in taxes for all t axpyors. This
posil iol is broadly based ol t he Iaritieipie Clt axat ion should nt he emihloyed to
Pletali;e t io sueevssful. Moro soleeitically, It is based on a con1vit iol tlint t ho
ucar-coniscatory, tax rates ott higher incomes t itreaten to dest roy lieo I1)roc'4.s of
itiiividuald Favilig mid iti'estunitia which has made this Nation gre t, ad tarodue
I ive.

()h' a tax syst em whic I permits ata Individual to Kave substaniii amontals out
of hi 'lineottle, and to risk thein it new and untried business ventutires, will permit,
i (omt ititmtt ioll of t ihe historic process by which the workman hlas beon given bet ter
tools to itiermise his oit put aid raise his real wagos. National AssociatIomi of
,Ila nifact urers' rvsearehi depart tloit hts um herlakethi a stldy of ol of thoape cts
of this probltih, tituately. tim sources of iidividital savings atd of tho (fL0tt of
tlie present iindividulid iteote tax on thetn. This study is attailied hereto.
,omo of its highlights arw.

i. The rate of saving, as well as tlile rate of taxation, is "lprogr'ive;"
lhat is, tho greater an individual's iticoto the greater the lrcent(go of it
which is saved.

For tr)rovisiot of new venture capital the Nat loll 1i. mainly di)etdentt Otl
.a4i o indlvidults wit It inCotues exceeding $10,000 lper year,

3. Persmotl iiicoeto taxesi consume approximately half tlhe Ioteaitirtl avitigs
of the ecollotlly.

4. All savIhgs are inot int a form which niakes thelt available for finiamacing
etterprises Involvitg risk. Personal itnoie taxes cOlmUillO very nearly all
of the potentialtd siviags which ire avaitablo for this )tirl)ose.

''he eoneluslin to which the study hads is that the high taxes otn Itncoll es iI
the uplper brackets are paid primarikyv out, of income that. would lve ien saved
and invested it risky etterprses, and only sototdarily out of itiotno that woul
eilthler have been spot or saved lii other forms.

A taIX oystette whiell coifiseates the potential savitigs of tho upper iincoum
brackets will it t he long rutii ho just as fat l to lat loial prosperity itd full employ-
itat as Wotuld ho iA tax systetl whih oottliscatted tho spoidtng power o the
ower and middle Intonlo brackets. For this reasot National Asoclation of
Manuafact urers advomtes an ititnileliate reduiotion of 20 parent across tho board
it individual lo0111o taxes.

Background
Thie individual itonme t ti is a just and ateasonable, and indeed an inesoapable,

nummis for provlditg the Fedpral Goveranmeant with the revenue it needs, Ilow-
over t tendentacy hat existed for tim Federal incoeia tax to be developed is a socio-
logloal rather titan merely a tiscal Instrumen t. It Is conceived in somei quarters
m a ready ateatas of correcting what is viewed as an unjust distribution of the
liatlol.-i icolne,
It was during the deprevlon and postdeprosion era that paemudotoeiologlca

oajectlves dom natod inome-tax legislation. These objectives were to he
attained by inoroasing the steepness of progression of the tax rates, Between
129 anad 11)3 the iti xitituttin surtax rate lncroa ed frott 20 to 75 percent.,

It Is Ignilflcant that during the war years whon the primary role of the inolte
tax was to provido the Federal (ovornmont with enorntouly greater feuds thant
It had premously required, thIs was accomplished by broadming the bato of tho
Itiionio tlax, To nlmmbor of Individuals paying a Federal Incomeo t-arlecropmod
mtom thoua sixfold between 1030 and 1044.

Ouir ireselt poarsoidl income tax structure, tho1, is the jolnt product of the
thoorloe of the prewar decade ald the fiscal requirements of the war period, tle
question at lsto now Is whether the postwar revlaloti of the tax structure hall
be dominated by tht paeudosoclologleml tax thoorlt of the 1030's, or by uound
considerations it regard to the fiscal requtirentatt of the Federal Government
antd a correct analyol of the effoetA of the tax ot the economy.

I'le prnmot, Inquiry deals with only oue of tito many eoonotnio effects of the
Pment tax struatum; niamely, the relation among Income, savings, and income
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taxes. As wiil be shown, tie high degree of progression of the incowe-tax rates
has a very critical bearing on the total amount of individual savings. It is it
factor which must fe dealt with in considering the proper lorin for tax revision.
Savings and investmi, t

As incomes itierea's,, a larger proport ion is available for savings and investment.
Obviously those ini tie lowest Ineome braekets can save little above their actual
needs, while those ir the highest brackets usually set asi(le a coiii(erable parl, of
their liconie for savings and investment. Thus, r. large par of wur national
savings, e)ecially thla' iortiont which goes into vent ure capital, comes from those
in the relatively high inti).mic brackets.

Our present highly proressiv income tax has the effect, of taxing away thi
major port ion of Kavings wh.,h are needed for investment, A glance at t he itacotme
tax schedules shows that. th larger an individual's income, the greater the per-
centage of it which he pays ii. taxes, and this percentage may range up to 85.5
percent on very high incomes, Te itierease in the rte of taxatimi with thie sIg(
of income is what it, nmant by "progressive" tax rates. ThI present rate of pro-
gression is so step that it is impossible for those in ihe highest income bracket s to
save the customary portion of their income which normantilly is set aside for itvest-
ment. If the present extreme( degree of progre.ssion e'Ot inmues, t lie new invested
needed for plant extensions and better machiner\, so essent ial to increase product iv-
ity will not cmititue. Ultimately, the choking up of new invest mint fim(- WoI lid
result in lower production, lower eniplovmnit , and eveit ally the collapse of our
economy. Professor Slicht.er ' has said that: "A vli.tor from Mars would Sus"-
pect that a Communist fifth cohimnnist was writing the laws for the iirlposi of
anaking private enterprise unworkable."

The present schedule of income tax rates, which imposes the highest tax rat(e
on the vecy income classes which wotild provide the niaxitnuin aitioltaits of savinag,
must result in a very serious reduction of t he fract ion of the, national income which
is saved, and an es cially serious reduction of the fraction which is saved ill it
formt available for new ventulres or expansiot of old venat ures. It is the pturpos,
of this study by the National Associatotou of Mntnafacttarers research art taltat
to neasture the extent of this diaintion of savings. First, the shtidy iaauastares
statistically the degree to which rates of iaving Ind rates of voture saving are
progressive with income,. Second, tih( estimated rates of saving at various income
levels are used to indicate the total potettlal national savitg unadl to lutit rai(' the
extent to which the present highly progressive personal tax rates eat into tw
savings of the economy.

The dearth of official statistics on rates of saving, partlttlarly itn tapper bracket
incomes, neoessitates a statistical procedlre which ;s sonlewhat trhI trurv Never-
theless, the results of this mtuly present it correct genera! paiture of lie elfeets of
income taxes on the over-all uatnual savings of the Natiott,
Rates of taping in relation to income

For the provision of now ventnre capit al the Nat iiu is largely detetdent onl t Ite
saviligs of Individuals with annual Incomes of more than $10,000. 'his concilt-
tios emerges from an analysis of a Bureau of Labor Statistics itdy I oti rates of
spending and saving at various income loveht . While the stutidy i plil-s to the
year 1941, and while it Is based oil a sanall sample of Income c reeipilknt4, it. i(li(tatet
general tetdoncle which may reasonably be expoett.d to obtaiia at present.

The tita of the Bureau of Labor Htali.les sttuly were obtained Inby iterviews
with families and ingle consiners, The familfem and sigle cotisuaners are
classified by the amount of liiconto (before personal taxes) atd for each hnCene
class averages are obtaained, for the amount of spending and the atoliltit of savilig
in the year 1941. For example families or porsoas in the income elass $3,000 to
$15,00 have average Incomes of $3 735, of which $28 wan paid i taxes, $3,400
was "spont," and $307 was "saved."1 Table 1 ihows the average Incone In ctcitacoto class, and the ma,inor in which it is divided between saving and slpen(IhilA,.

However, the definition of saving which is used In this aid shalTiar studies, i tio t
satisfactory, If we are attempting to measure, individual havln 4 which are avail-
able for providing equity capital in venttlretsono undertakingts

It is clear that if an inrlvidal saves only relatively smill amo(tnts, he will keep
his savings In riskless investments. For example, he will buy Government bonds,
or perhaps deposit his iiavlngs in a savings batk, or Sily life insurance., , The
av lags banks and Instrance companies cannot Invest his funds In risky under-
Iottr to Memoryti Wifthro , Ill e l ,

l k p1ndwias 0M oivinia inV wMe, 011#1a Ot u,. IDurcu of lbor 0Stlltieo.
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takings; they can only purchase "riskless" forms of seeurit ies. It is only after tile
individual is ale to save auliotints it exc(,4m of what he considers neets rv for
safety that te has a surplus available for tiking risks. It is desirable for irjmses
of this study to meastire not only the rut(' of total saving, buti lso the rate of
"vetllre saving."

Fortnunately, tho BLS breaks down its total for savings ito uflcient, detail
to permit us to derive a figure for "venturo saving" at each incoine level. 'lhe
total savings consists of net increases iii specified assets or liw docreames inl cer-
tain liabilities. Of the assets listed by the lIlS, tcicre are ct-Hlain types which
(dearly are not in the class of "venture savings"; e. g., money (eif her on hand or in
banks), United States G(vveronw t bonds, investment and improvements it real
estate, building and loanl as sociution shares, insurance policies, social security,
taxes J)ald, ad10 loans on In,-igage, The liabilities are mainly inertgages on
homes, hills due, and balances due on inst aliment purchases. Ixcdtiing theso
two items, we are left with the items, "hovestmn ts in business," and "Other
bonds end stocks" which are savings that are availale for vnturo investments.
Accordingly, in this study the mune venturee mtvings" is gi vn to the net, inerpiao
in investwonts of tlese two t ypes. Ventuore savings, are shown separately from
other savings in tublo 1.
The percentage break-down between spending anl saving shows, ts Inight have

been expected, that the larger the income, the larger is th percentage saved, (Seo
table 2.) For incomes below $1,500, saving is negative; t1111 IA families anod single
persons in this category spe:d more than they earn. lam'ties and single persons
with incomes between $1,5;00 and $2,000 save on the average 3.4 percent of their
incomes. This percentage increases with increasing income. All families or
single consumers with incomes of more than $10,000 are lnmped together by the
IlS and they save 31.4 percent of their inconms.

A soinewhaf different picture is presented in regard to venture saving. If
venture saving, as defined above, is expressed as it percentage of income (after
tax) it is found that venture saving Is not a large percentage in the income classes
below $10,000. For income classes below $5,000 the percentage of venture saving
are all very small, and tiomeo of thoi are negative. It, seems reasonable to asstuo
that these small percentages of venture savings are statistical accidents due to the
fact that the B11S figures are for small samples of each income class. Only in the
classes of income above $5,000 does it. appear that any significant percentage of
income Is saved in form available for risk taking. Only in the class of incomnes
above $10,000 is any substantial percentage of income so saved.

In chart I the percentage of Income spent is presented for eacl income class.
Chart II shows tile progression with Income in rates of saving in general, and rates
of venture saving in particular.

Thus It appears from the 1Ili, study of spending and saving in 1941, that Indi-
vldual savings available for equity investment, are mainly derived front Incomes
exceeding $10,000 per year, Ihis theim cannot be les valid at present than in
1041: the inereasedceost of living and the increased personal tax rates sice 1041
would make it oven more diffictult for low-income classes to save out, of inicomeo.

Tazxe and potential savings
Tile tables and charts discussed so far dcal with estates of savings at, par-

ticular levels of Inconie, Available studies however do riot fitrn ish estimates of
the total potentiall saving of the Nation. In t fie present section the rates of saving
by individuals are applied to the income distribution as it exists now, in order to
determine the potential savings of the whole ocononl,,

rhe amount left out of hiconlo after currot oxpenditunis is dignated "poton-
tial saving" Ill this analysis. It Is merely potent al (and not realized) savillg ho-
cause taxes m1ust also be paid olt of this portion of incolmo. Thus ipotelntial saving
is the 1111ouint that would be saved If there were no personal IIcome tax, It is of
Interest to estimate eZ;o"tontial savnvig, and actually to determine ti degree to which
personal Income taxes out into It,

If rates of spending can be measured at different income levels, then rates of
potential saving can also ho measitred, for potential saving Is what Is left of income
after spending, Chart I is such a measuremneilt of rates of spending at dilferoit
levels of income and Illustrates the economic fact that the percentage of Incomo
which goes for ouru,,nt .pondieg doecreaos regularly as Income Increases, Iut tile
highest income claso for which the rate of spentliti a t4hown in chart I could bo
derived from piiblishod statIstics Is for Incomes of $0,000 and above, lumped in
a single .ols, Ilatos of spending for higlhr ilncome5 may be comput d on til
assumption that the rate of spending will continue to decrease, when'Inoino
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becomes higher than the classes shown on chart I, according to the same law ofdelie which holds among the income classes which do appear on the chart.This type of extrapolation, (I. e., the projection of the trend beyond the limitsof data) while it cannot be'depended on to yield results of a high degree of quantita.tive accuracy, does permit computation of potential savings in the higher incomebrackets which are wufficiently accurate for qualitative and illustrative pur poses.By a similar extrapolation of the rates of venture saving, it is possible aso toestimate "potential venture savIngs" for each income class,
In table 3 and in chart III total Income total potential savings, and totalventure savings are given for each income bracket. Those may be compared

with the total tax liability In each bracket, which is alto shown.Chart III is worth a careful perusal. It showt, ?rom one point of view, whatportion of the Income of each income class is potential savings. From anotherpoint of view it deplcta what portion of the total potential savings of the Nationis derived from each Income class. Third, it shows the magnitude of the taxburden on each income class compared with potential saving and the potential
venture saving of that class.

The figures are very striking. Although only 20 percent of the national incomeIs received by individuals with Incomes above $5,000 per year, the potentialsavings of this group is about half the national total potential savings. Also, it isout of this 20 percent of tho national Income that all of the venture savings of the
Nation must come.

The total income-tax liability of all income recipients (16.40 billion dollars) ismore than half of the potential savings of the Nation (30.16 billion dollars).The potential venture savings of the economy is limited to the classes withincomes of more than $5,000 per year, and in each such class the potential venture0 savings in exceeded by the tax liability, , It should, however, be noted that "potential savings" is the amount thatwould be saved If there were no taxes. On the other hand it Is not true thatactual realied saving is simply potential saving less taxes. Some of the tax ispaid out of money thatwould have been saved if there wore no taxes but'some of
the tx s also paid out of money that would have been spent. -Similarly, despitethe fact that in each of the three income classes above $5 000 listed In the tablethe tax liability exceeds the potential venture saving, it does not follow that noventure savings will take place. Some of the tax in these three classes will bepaid out of money which would have been saved in forms other than venturesaving, and some out of money which would have boen spent, 1 however, inthe class or ineomes 0ove $50,000 where 1.51 billion dollars would normally hospent and 4.02 billion dollars would normally be saved, it is perfectly clear thatthe 3,19 billion dollars of personal income taxes must come mainly out of funds
which would otherwise have been saved. I

Despite the limitations on the meaning to be attached to table 8 and chartI', they lp've no doubt that the high personal Income taxes on the upper bracketsof Incoone are for the most part paid out of income which wculd have been saved,and especially out of Income which would have been saved in a form available
for nitiation of new enterprises Involving risks.
Condludon

All income groups suffer from high income tax rates. Those in the lowerincome bracts have to forego purchases they might otherwise make. ThoseIn the middle and upper income brackets must forego 4vings and investmentas well as some types of expenditure, Both evils must be corrected If we are tocontinue to increase our standard of living and provide for reasonably full employ-ment. Over the long term, with rigid economy in Government expenditure,our tax rates can be adjusted downward so as to a0complish both purposes--
IncreAse purc aslng power and provide for continuous. expansion of our industrial
platt, For the fiscal year 1948, the best procedure Is to make a slight reductionJ10 percent) uniformly in all income brackets and leave to subsequent years'other inuchnceded adjustments in our tax structure.
, During the war period, highly progressive tax rates were Justifiable. It wasnecessary, no far as possible, to pay for the war out of, current income to avoidinflation. Moreover, during the, weir exa, there. was little Ieed for funds, forprivate Investmenot for civIlian prodiiotio m ; Now that the war is over,, It is neces-sary torieanjuat our tax structure so that It, will no longer retard Investment,1:ftlieNAM advocates a6 20-percent cut in personal hieoco tax, rates across theboard, for two roomms, (1), To relieve all taxpayers of part of the heavy burdenthey have. been carry lng so that they c1W purchaWu more 400(14l and support ahigher standard of* I ving, don (2) to encourage investments for new, venlturesimid for t-he expansion And extension of existing 'i ustrios.
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TABLE 1.-Distribution of family incomes as between spending, venture saving,

and other saving, by income classcsl

(Bureau of Labor Statistics data for the year 1941)

Net
Net Increase

Average Average Averi e Average Increase In In. Venture Otho,income clans Average n mln o ena-v savings Inbus- vest. ving savinlll llO ls[ Income l~snlafter tax, (4p)a svig Iness !ment Insai, svng
tax (2)-(3)! ng t ()()invest. stocks 1l()() 6-0

nuents and
bonds

(1) (2) (3) (4) (5) (0) (7) (8) (9) (10)

Under $500 ....... $310 . 310 $446 -$130 -$6 ........ -$6 -$130
$= t 000 735 $I 734 773 -39 -2 +$1 -r -38,0, o jiso...... 1,247, 3 1,244 1,28 --42 +9 -2 7 -49
$1,00 to 2,000 ...... 1,752 3 1,740 1,707 42 +1 +2 3 39
$2,000 to 2,800 ...... 2,238 1II 2,227 2.1M3 44 +26 ........ 26 18
$2,AM o10 10 ...... 2,743 it 2,732 2,814 08 -26 -2 -28 go
, to ,000 . . 3,735 28 3,707 3.400 307 +41 +4 45 262:5000 to $1,0 ... , 208 88 6,120 8,010 1, 110 .- 48 +.%13 181 M
10,000 and over ....- 14,125 768 13,357 9,448 3,909 +1,326 +529 1,68 2,054

I Includes gifts ad contributions.
SXxoludes ivestment in United States securities or building, and loan association shares.

Source: U. S. Bureau of Labor Statistics Bulletin No. 822, Family Spending and Saving in Wartime,
tables 19 and 35.

TAML 2.--Percentage distribution olfamily income as between ap, ,Iing, venture
saving,'and other saving

Spending Venture Other Income

lnoone clas , Ssaving saving after tax

Undergo ............................................ 141. -1.9 -40.0 100.0
0 to1 ......................................... 103. 1 . 100.0

$1,000 to $1,40.. .......................... 101.5 . -2.1 100.0
$1,00to $2,000 ............................... 9.O .2 &2 1000

-,0w0 ,600.................................... 90,2 1.2 2.6 100.0
,0to 3,000 ...................................... 9 .2 -110 4.8 100.0,oto,.oo ..................... 613 2.4 1&a Ioo 0

i00an over......... : ........................ 687 139 17.5 100.0

Source: U. S. Bureau of Labor Statistics Bulletin No. 822. Family Spending and Saving In Wartime,
tables 19 and 3 .

TABLo 8,-Total income, yotential saving, potential venture saving, and personal

income taxes, by income classes

(Assumed national Income of 105 billion dollars)

(Billions of dollars

Income class Income Potential Potential .Fderal

saving saving' liaility

(I) (2) (8) (4) ()

Nontaxable inoonse ..................................... 36.07 0 0 0

To able Incomez:
.................................. 9 4 36 1 .

,000 to 4,000 . . . . ..... . . . . . .  .. . . . . . . .  , 4. 0 1 0 2 9

. ,.-.o" ,..................... .. .U- .02 ,,o 1._ 0
Total .............. .. . ........ .- . 0i 80. to 7.20 it8

A Auumed g t(t mouh (to p4 s Moxo.
8ol44mi Ooliwa (1), (Ii 4 (0#, tb. -Tax lotndalon; clumns (U) oa (4), soiput.4 by NAM,
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The CHAiaMAN. Are there any questions?
Senator TAn'. I note that you argue that because the fiscal '47

wil apparently produce $41.5 billion, I think the figure is $42.6, is
it not, according to the figures submitted hero?

Mr. HUMpJIUUYS. Yes.S Senator TA~r. That therefore we will get at least, $42.5 billion in
fiscal '48. Is that the argument, or have you figured it out more
specifically than that?

Mr. HumPunHEys. Of course those flglwos change from time to time,
Senator Taft, but if we assume the continuation of the present tax
rates, and at or about the same level of national income, it would
produce that amount, that revenue.

Senator TAr'. The national income is now larger than it was most
of fiscal '47.

Mr. HumPHRrys. It should be larger; thait is right.
Senator TArv. Instead of $38 750,000,000 or something of that

kind, that was estimated by the Treasury.
Mr. HumPnwys. That is true, Senator Taft.

* Senator Gioias. Do you think it would be a bit hazardous to
base tax reduction on the hope that you would continue to have an
uninterrupted high income?

Mr. HuMpnRiYs. Senator George, I think the surest way of con.
tinuing a high level of national income is to encourage the taxpayers
by a reduction in taxes.

Senator Gioaom. I agree with you there. Do you not think it is
Pa bit hazardous, unless you are going to reduce your. expenditure
budget? I have to keep coming back to that, and I see that you are
an optimist, and you have decided that we would reduce it to at least
$33 billion.

Mr. Hvmunuis. I am an optimist because I believe the control
of the expenditures is in good hands, the Congress, and I think that can
be done.

Senator Gnotoin. I hope that can be done. If that can be done,
then you have a substantial basis, as I see it. You can reduce to 33
or even to 34 billion dollars for fiscal '48, I think you have got a
basis on which you can calculate debt payment and tax reduction.

Mr. HumpHrnwYs, Yes, we feel that there is that.
Senator GOoao. I note here, though, one interesting thing, Yoi

point out the increase in bank loans. May I not ask if some bank
loans have not been made simply for the purpose of living; in other
words, the living costs?

Mr. HuMpaRimYS: Consumer credit?
Senator Gtonox. Yes.
Mr. HuMPMiR3Ys. Yes, I understand there has been quite a good

deal of that.
Senator Gpoo, Is it not true that in the corporation field, have

you not had loans made there because the cash balances were declining
many instances?
Mr. Humpintays, Yes.
Senator Osonwo, In cortahi lines,
Mr. Humpaimys. Yes. 'That Is quite true, Senator George. The

cost of doing business now due to higher prices and tli higher price
level a1 around, requires that many buolnsses find a sp11% f cash
for their working capital requirements. ,.
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Senator OEOuaE. Well, now, when you discuss the reduction in the
low bracket, as compared to the middle and higher brackets, I do not
undelstald tL you are departing from the sound principle of a
graduated income tax, are you?

Mr. HumIIREYs. No. We are not departing from that.
,Senator (IOsonat,. Because actually the sound basis for that gradua-

t|*on is that in the case of the low-income producer, any tax may be
taking away part of his necessities, wimereas in the middle and upper
brackets it muay he taking only his conviences or luxuries or it may be
taking ali of his luxuries, but if your tax rate is very high on your
low-income producer, you are cutting pretty deep in his necessities,
and 4. might be necessary to give more relief to the people in the lower
incoi,,) brackets in order to prevent actual hardships there. You do
not think H. It. I does that?

Mr. IIumimmays. It is no hardship, I do not believe, Senator, on
the lower-income groups. I believe fair relief has been given at that
level, considering the amounts available for tax relief at this time.

I would like to make this point, if I may, that the greatest hardship
that a man can face is the lack of a job and what we would like to see
is soie ability of taxpayers to save money to invest in business to
make jobs. I

Senator Grolqu. I am not quarreling with that part of it. I do
think, however, that there may be a little tendency to overlook the
basis, what I think is basic in a graduated income, that is, that you
must never take away the actual necessities of your lower income

-group, but if the necessity is present, your Government needs the
money for legitimate purposes, you can take away the luxuries and
you can take a.way those things that do not fall in the category of
strict necessity.

Mr. H[uMPimrq'S. That is true, Senator George. Of this roughly
$3.8 billion of reduction in tax revenue invoked in 1I. R. 1 more titan
60 percent of it falls in the income category of not incomes of les than
$5,000.

Senator GEonmoi.. That is necessarily true, because you have the
great producer, the mass.

Mr. HUMpitImYs. That is where the mass of the taxpayers are.
Senator Gi:onoE. The mass of the taxpayers are, and the mass of

youi income is; there are more people there.
Mr. HuMimimizys. Yes.
Senator OxorwP. I apl)reeiate that fully.
Senator CONNALIY. More of them.
Senator HooRmm. 'What seOm to impress ine as being the correct

attitude regarding tax reduction at this time is that if we do realize
the surplus, not based entirely upon expected income increase, not
lookig entirely to the income side of the ledger but also looking to
your expenditure side of the ledger that since all that is proposed in
H. It. I is but a beginning of tax reAuction, it is not by any moans the
end of it because even if you made that reduction and stopped there,
you w;uld still have very, very high tax rates.

Mr. lutm0uoams. I agree with you, sir,
Senator OGoono. For peacotiam.
Mr. Htuiniravis. I 'agree with you. Of course, I agroo with your

point on the matter of Federal exptditures, as I get it,. The surest
way to reduce taxes is to reduce the amount of money which the
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Government spends, and that is the starting point. Governnent
spending is the genesis of all need for taxes. So the soundest way 1
believe to produce a surplus is to cut the Federal expenditures. 0

Senator GEORGS. I think that is the only dependable way that you
can figure on because while we all may be optimistic today, tomorrow
we may be very pessimistic, and our economy is not just wholly
dependent upon domestic policies. You have the international
picture that has got to be kept in mind.

Mr. HUMPHamYS. Yes.
Senator Ozono. And it is not so good, and for that reason I have

not been able to bring myself around to a strong optimistic point that
$180 billion national Income is going to keep on flowing id here without
any interruption, without any checks.

I do not want to get on the pessimistic side, but I think sometimes
somebody on the committee might as well take a look at the other side
of it.

Mr. HUMPHREYS. Yes.
The CHAIMAN. Mr Humphreys, has your association any views as

to whether or not we would have a serious recession in the fiscal year
'48?

Mr. HuMPHntEYs. Senator Millikin I am not prepared to say that.
I do not believe there is, or should be. Certainly the National
Association of Manufacturers should be optimistic and not take any
pessimistic view of this well advertised recesion, but I am not pre-
pared to say anything on that point.

The Cnuitlr, The Secretary of the Treasury has refused to
subscribe to any serious recemion theory, which I assume carries with
it the corollary that there will be no serious drop in national income.

Mr, HyPMPntsys.aWe will from time to .time have changes in our
national income level and change in the index of industrial activity.
.1 will admit that, of course. ether that is imminent I- am not
prepared to say.

Senator TAW. On this question of the budget receipt s in fiscal
1948, of course, that is not entirely dependent on the national income
in 1948; the corporation taxes are paid on Che basis of the national
income that we are now enjoying.

Mr. HUMPtanYS. That is true.
Senator TAr. So that the falling off would not necessarily tifect

that end of it..
Mr. HuPmnRms. That is right,
Senator TArT. And of course the personal income tax would be

affected but only rodu]ly, I should think, by a recession. The large
number of people s incomes do not begin to be affected until some
time after the depssvion shows up.

Mr. HUMPurUIYs. No; well, there may be a difference between a
recesion and a depression, too. There Is in my mind. We may
have a reduction in prices. _

Senator TArt. I remember last year the Dmoorat Congress re-
duced the t4xos in the face of the deficit, did they not?

* Mr. HuMpHRny, They did, yes.
Senator TArr. And it happonod to turn out to be a surplus instead

of a deficit.
Mr. Humpauxts. Yes; it was great encouragement to businem when

that, w done.

222



INDIVIDUAL INCOME TAX REDUCTION

'The CHAIRMAN. Mi. Huumphreys, Senator George a while ago
commented on your statement as ta the amount of borrowing that
is being done. The President in a recent speech pointed out that
there has been a very rapid expansion of installment credit, his point
bring that this indicated that the people were getting to a level of
income where they had to borrow.

Mr. HuMPHi,;ys. Yes.*
Tho CHAIRMAN, To buy the things they want. if that be true,

that would indicate that we should allow the people to retain a larger
percentage of their own buying power, would it not?

Mr. HumHilEYS. That is true. That would mean more money in
their rocketss to spend.

Trhe CHAIMAN. lis your association any statistics on the amount
of instnlhnent borrowing that is going on at the present time?

Mr. HumUmiEys. I do not personally know that figure, Senator
Millikin. I would have to guess at it. "I have a figure in mind, but
I would not want to quote it. I can get that information for you and
supply it for the record, if you please.

The information referred to is: $4.142 million of installment borrowing (sales
credit plus loans) as of February 1947.

The CHAIRMAN. The Treasury seems to have the theory that
because of the shortage of materials and because everyone is working
that it is not necessary to plow back into industry any substantial
sums of capital investment.

It seems to me that the obvious fallacy of that is that if you have a
machine like our economy, which produces 168, or 170, or 180 billion
in national income, if you want to keep on producing that income,
you have to keep plowing back investment capital.

Mr. IHUMPIItEYs. Emphatically.
The CUAIRMAN. Is that not correct?
Mr. HIUMPHEYS. That is absolutely right.
The CHAIRMAN. I invite your attention to the fact that in 1946,

32.1 billion dollars was plowed back, I think probably the largest
sum in our history as compared with sums ranging froin $11 billion
down to 1.8 billion during the preceding 7 or 8 years.

Perhaps there is a relationship between that 32.1 billion which
became available for investment plow-back, and the action of the
Congress in 1945 in reducing taxes,

Mr. HUMi'HItEYS. Thore is, Senator. Of course, the elimination of
the excess-profits tax, which was a great relict, given to businesses,
which were in the excess-profits category.

The CnAIRMAN. It was done for the specific purpose of enabling
industry to reconvert, to make available the capital investment
necemsa to get going.

Mr. 60MPH JuYB. Yes.
The CHAIRMAN. I do not have a fully developed thesis on the

subject but I think it is worth thinking about.
Mr, vuMPmpsip,. In that connection, Senator Milhikih, you well

know that many of our bigger corporations who are presumably so
wellhoeled with cash are now going into the security markets for
more money to do the vor thing of " nanclng their business, General
M9tors, du Pont, Texas Co,
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The CHAIRMAN. There is a lot of borrowifig going on for capital
investment.

Mr. HUMPHUEYS. That is true. But that is not equity capital.
It is not venture capital.

The CHAmiMAN, It is operating capital.
Mr. HuMpIiEys. Well, it is used. The source of the money I am

thinking of, it is from insurance companies and lenders of money
and buyers of preferred stock, rather than the purchase of common
stock in the corporations. It is a limited return capital. They are
playing it safe. They have not enough money around to really invest
in the Profits of the enterprise and grow with it, and take a chance
with their money.

Senator TAYT. I am informed by the staff that if we had not passed
this tax-reduction bill last year, we would have collected $9 billion
more than we actually collected. We would have had a surplus
therefore of $10 billion, would have taken that $10 billion right out of
this noney which is now being used for the reconstruction ofindustry.

Mr. HUMPHOitYS. Yes.
Senator TArt. We thought at that time we were giving a tax reduc-

tion of about five, In then ba 'rbai of income of pritwa
such that it would actually have made $9 billion difference if we had
not reduced the tax..

Mr. HuMPHRUYs. I think you gentlemen were very wise in elimimat-
hg the excess-profits tax.

-The CUAnIMAN. Certainly it would be an unmound general rule, but
I invite ydur attention. to the fact that we did that while operating
on a deficit.

Mr. HUMPHRYS. Yes; I know.
The CHAMMAN. I am not advocating that procedure as a general

rule. It was done for a particular purpose, and I think we were
warranted in doing it. But it does have a certain significance in
relation to the problem that we are considering.

Mr. HuMI'nitsy5. I testified in behalf of that before this committee.
mThe CHAIUbN. I may say alao that what we dlid was not a partisan

Smatter, I doubt if there was any opposition to that.
Senator Gonovi. There was not n the committee.
The O u~ iq, There was no opposition.
Senator CONNALLY. I do not re all how I voted on the final passage,

but I opposed the repeal of the excess profits, and I favored a splitting
of that, reducing it in. half, both as a member of the committee and on
the floor.

Senator Omouas, I think the excess-profits tax stands in a little
different relationship. That was definitely a wartinie tax, and not on
the question of rates, so much. Of course, we have these wartime
rates here now, but our tax system rates have been increased, but
actually they have not changed the systems far as individual incomes
are concerned.

Mr. IH1inmys. That in true,
:i . Senator COKALLY,. Mr. Humphreys, you represent the National

Assoolation of Manufacturers?
Mr. Humiinne. Thalds true.'I
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Senator CONNALLY. Do you give all your time to this tax matter?
Mr. HUMPHRlYs. No I d-' not.
Senator CONNALLY. You are a businessman?
Mr. HUMPitREYS. I am vice president of the United States Rubber

Co.
Senator CONNALLY. The United States Rtibber (In.?
Mr. HUMPHREYS. Yes.
Senator CONNALLY. That company has done pretty well, has it not?
Mr. HUMPHREYS. Yes, we have.
Senator CONNALLY. Are you making higher income than you have

for any time in the recent past?
Mr. HUMPHREYS. In dollars of profit we have; in percntage-
Senator CONNALLY. That is what counts, dollars. I am not talking

about percent; I am talking about dollars.
Mr. HUMPHREYS. I want to make the point that our percentage of

profit was lower than it has been.
Senator CONNALLY. Percentage of profit.
Mr. HUMPHREYS. Percentage of profit on sales; yes.
Senator CONNALLY. I am talking about your company.
Mr. HUMPHREYS. Our company has, Senator Connally.
Senator CONNALLY. You have made a higher income and you are

getting a higher income right now?
Mr. HuMPHinuys. That is true.
Senator CONNALLY. Than you ever had in your history, are you not?
Mr. flu ,uil'-s. That is true.
Senator CONNALLY. Is not that generally true in all lines of manu-

facture?
Mr. HUMPHREYS, Not in all lines.
Senator CONNALLY. Not in every line?
Mr. HUMPHREYB. Not in every line.
Senator CONNALLY. On the average?
Mr. HuMPrninYs. Those of us who were able to got back into peace-

time production without any major reconversion problems have done
very well,

Senator CONNALLY. On the whole, just take the whole manufac-
turing field, is it not its income and profits are larger than at any
time m the recent past?

Mr. HuMPHRiyes. I would agree with you on that.
Senator CONNALLY. That is a fact, is it; you are agreeing with me

because it is true, is it not?
Mr. HumPHREYs. That is right.
Senator CONNALLY. The profits of 1940, have you got any data

there to show the increase over the years immediately preceding '46?
Mr. HuMpansYs. Of corporations generally?
Onator CONNALLY. Ye0 of business generally.
Mr. HumfuYS. No, I have not, Senator, I will be glad to furnish

that for the record.
Senator CONNALLY. I would be glad if you would furnish it for the

reoord.
Mr. HUMPHUMWs. Yel, all right. We will make a note of that.
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(The information referred tQ is as follows:)
Corporation profits as percent of net worth and as percent of sales for leading

manufacturing corporations
[Sample compiled by National City Bank)

Profitsa per- Proflt margin,
Year cent of net profits a Por.

worth cent of sales

193................................... .. percent. 10.4 7.6
......................................................... do .I,5

192 . ~. .. .. .. ... do. 10.1 4.3
14... ............ .............. ... 9.9 318

14 .........................................I . .......... . do... 9. ,
14........................................................... do .... I 9.1

1940..............................do .... I 12.100
Approxlmate number of co*i ies in sample. ............. . 1,400 1,100

Source: Eoonomie Conditionr, monthly letter of National City lank, April 1947 and May 1946.

Senator CONNALLY. The national income, of course, has already
been developed and is higher than it has ever been, is that not true?

Mr. HUMPHInzYs. That is true, Senator.
Senator CONNALLY. That means that on the average of all of the

people of the United States, they have more money coming in, more
profits than they have ever had hi their history.

Mr. HuMPIIREYs, That is right.
Senator CONNALLY. And it is also tme that we ow, the biggest debt

in the history, is it not?
Mr. HUMPHuEYs. Yes, sir.
Senator CONNALLY. Is it not sound business that when you have

more money than you have ever had and owe more money than you
ever did that you should pay some of that on your debt?

Mr. IuMinuIOYs. I agree with you, s r. We should pay something
on the debt and plan to do it every year.

Senator dONNALLY. You cannot do that and also reduce taxes
radically, can you?

Mr. fuMPmmos. Well, this tax measure we are difcusaing is not a
radical reduction, It is a step in the direction of postwar tax plans.

Senator CONNALLY. I will admit that my question was a generality,
but you are talking In generahities, so I wanted to interrogate you ongeneralities.

As a sound business proposition when you have more money in
your pocket than you ever had in your life, and you owe more money
than you ever did in your life it is pretty sound to pay some of it on
that debt, is it not?

Mr. HBmniu s. That is true.
Senator CONNMLY. And a sound national fiscal situation helps

everybody whether he is A manufacturer or whether lie is a buyer, does

Mr. Hvu m i. That is riht.
Senator CONNALI. So that any substantial reduction in the debt

would have a tendency to stabilize fisels relationships in the UnitedSU tool would It not? ,
,,Mr. Humutts, Yes, that is. true.

Senator CONNALLY. Senator George touched on a point- the
foreign situation outside of the relief wipeb I regret that we have to/
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extend-your exports to Europe and other countries in the world will
be sniallei and are smaller.

Mr. HUMPtflEYs. Yes.
Senator CONNALLYq. That will not probably increase very radically

until the foreign countries are somewhat rehabilitated and recon-
etructed to the pnait. whwre tlio will have money to buy,

Mr. IIUMPREsY. Yes.
Senator CONNALLY. Is that not true?
Mr. HUMPHREYS. That is true, Senator.
Senator CONNALLY. How long do you estimate that we probably

will have this high national income of 180 or 168 billion dollars a
year? Have you any thoughts on that?

Mr. HUMPHRIEYS. I am not a plrophot, sir.
Senator CONNALLY. You have been prophesying on other things;

get clown to this.
Mr. HUMPHREYS. I will make a definite prophecy on the effect of

lowered taxes.
Senator CONNALLY. I know that.
Mr. HUMPHREYs. Enabling us to maintain this high level of

national income, what it might be in dollars, I am sure-
Senator CONNALLY. You do not know.
Mr. HUMPHsYB. You could not hold me to it if I did put in a

figure.
Senator CONNALLY. I do not believe you would be able to sustain

it financially or othcrwisc, even with your big profits.
Mr. HumHmarys. But the high national income, Senator, is made

byoeople at work.
henator CONNALLY. That is right.

Mr. HU&IPH1iYs. And that is the thing that we want to sustain
and maintain.

Senator CONNALLY. That is right.
Mr. HuipHumYs. The jobs.
Senator CONNALLY. Well, they are working now.
Mr. Huhym Hnm, -They are working now,
Senator CONNATLY. Employment is at a high level now.
Mr. IuMPUREYs, At the highest level in our history.
Senator CONNALLY. More people are working; it is the highest level

in the history.
Mr. HUMpIntraYS. Yes.
Senator CONNALLY. You have not any complaint about that; have

you?.
Mr. HUMpItimYS. No, I have not.
Senator CONNALLY. More l)eol)le are at work, more income coming

i, more national income more debt, and you do want to split this
thing, put part of it on tihe tax reduction where they do not need it
and save a little on the debt whore they do need it; ts not that right

Mr, HUMpIHuity. We can do both and I propuwe that.
Senator CONNAL.,ol'. We e11n do both?
Mr., HUMPHRE5. I thlnk we can. I disagree with you on the

matter of the people needing Lax reduction, I am not speaking of tax
rnduotion for corporations. It is only for individuals, ao you know,
aud I ,think the tax rates on individuals are too high. Individuals
haverl only slight relief from °'wartimo tax rates. They should be
roduoeil and furtlmer than I. R. 1 goes. Tht Is only a stop in the
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direction of what should be an ultimate comprehensive revision of our
whole tax law in getting the rates down where they are much lower
than they are now, 'based upon much lower Government expenditures.

Senator CO NNALLt. seduction of individual income taxesyou say,
do not affect the corporate one? I !rnow everybody that has got a
stock in a corporation pays on his dividends. Is that not true?

Mr. ilUMpHRnYs. Yes, sir.
Senator CONNALLY. So it does affect everybody, does it not?
Mr. Humpml Ys. I am thinking of the individuals as divorced

from the corporations,
Senator CONNALLY. The corporations got $9,000,000,000 so Senator

Taft points out, on account of the repoIof the excess-profits tax.
Mr. HUMPHURYS. Yes.
Senator CONNALLY. Is that not right?
Mr. HuMPHRxys. That i§ true.
Senator CONNALLY. That is a pretty good plum.
Senator TAvT. It was about five for the corporations. It also

redticed the personal income 5 percent for everybody.
Senator PONNALLY. Five billions, then.
Mr. Humpsiasys. I might say that all corporations did not got that

relief.
Senator CONNALLY. All of them did not have excess profits.
Mr. HuMnimyYs. That is true.
Senator CONNALLY. Consequently did not pay an excess-profit tax.
Mr. Hiumpi'Rbii. Yes.
Senator CONNALLY. That is sound, is it not?
Mr. HUMPHIREYS. Yes. But when relief was given, those who paid

a maximum of 40 percent were only reduced 2 percentage points, or
6 percent to a 88-percent~ rate.

Senator CONNALLY. Those were making the highmt. profits and
were the ones that got the benefit of the reduction in excess profits.

Mr. HUMPREYS. Yes. That excess-profits tax in wartime was a
very souqtd tax.

S Senator CONNALLY. The wartime is not over until you pay your
dbt, is it? ,It is a war cost.

1' : Mr. Huarnanus. The war cost has not been liquidated.
Senator CONNALLY. Th8 war cost has not been liquidated,
Mr. HumpaRmys. The best way to do that is to have a good sound

prosperous economy postwar.
Senator CONNALLY. We have the prosperous economy but you do

not want to take advantage of It by paying back on the debt that we
Ai created in the war,

Mr. Hunazus. I do want-
Senator CoNswoir."But you want to pas the tax reduction before

you Want to pay some, before you know how much you will pay on the
debt, do you not?,,

Mr. HluMruiw0v. Yes.
Senator CONNALY. Yes; sure. You get that right'now.
Mr. Hu&apasrY. Well, which your committee, as a Democrat com-

,io ittee, did before, reduced taxes.
Senator, CONRALLY. Senator Taft made some refwence to a Demo-

orat Congree, :and I think he w", right out with the la. waving
"Coma on Pemoorts.".

Souato T f' All right, and they cam.
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S nator CONNALLY. He admits they came, and now he is attempting

to blame the Democrats for doing something that he encouraged and
helped.

As I said awhile ago, I opposed it at the time, the repeal of the excess-
profits tax. I did favor cutting the rates.

Mvr. Humoticmwyk. jew.
Senator CONNALLY. About 60 percent of what they had been there-

tofore.
Mr. HuMPrutrte. Yes.
Senator GEORGE. I think the removal of the excess-profits tax, I

think there is some misapprehension al)out it. I have much doubt
if the loss to the Treasury was anything like the amount suggested by
Senator Taft, because everything saved by- the corporation went into
the regular tax, the surtax, and the normal tax.

Mr. HuMPHiEYS. That is right.
Senator GEORGE. So your net loss was nothing like the amount

that Senator Taft just suggested
Senator TAFT. My figures for that came from Mr. Stain.
Senator GEoRoE. That was a reduction, but that was not the net

Treasury loss.
Senator JOHNSON of Colorado. I do not quite understand the rela-

tionship between tax reduction and ploughing back capital into indus-
try, and I would like to explore that very briefly. I do not want
to be tiresome about it.

I did not quite understand your statement a moment ago. Did
you say 31.2 billion dollars had been ploughed back during what
period?

The CHAIRMAN. 1946. 4
Senator JOHNSON of Colorado. 1946?
The CHAinrMAI. As contrasted with 9.1 in '45, 1.8 in '44, 2.1 in '43,

7.7 in '42, 19.4 in '41, 14.6 in '40, and 11.3 in '39. I think those very
low years during the war, Senator, are accounted for by the fact that
we were running on the existing machinery, and we were not replacing
it.

Senator JOHNSON of Colorado. We had neither the labor nor the
material to (1o very much ploughing back even though we had the
capital, and then perhaps the excess-profits tax absorbed some of the
capital.

Bgut the point I wanted to find out now is the point that I want to
explore to what extent is this plow-back investment used as a tax
credit, if at all, under the present tax laws?

Mr. HUMPHREYS. I do not believe there is any tax credit or deduction )p
allowed for money spent in capital investment.

Senator JOHNSON of Colorado. There is a certain amount of it.
Senator Millikin has pointed out that we must keep the machinery
intact, and in repair, and in a going condition.

Mr. H uMpnya. Repairs and maintenance, Senator Johnson, of
oourso-

Senator JOHNSON Of Colorado. That is what this plow-back is?
Mr. HuMPHRuIms. No. I take that to mean, Senator, the replace-

mont.
Senator JoHNsoN of Colorado. Of machinery?
Mr. HUMPHREYS. Of machinery and equipment which has been

worn out or the expansion or the replacement of obsolete equipment
replacing it with better and more modern equipment.
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Senator JouNsoN of Colorado. And a manufacturing plant gets
credit on his taxes?

Mr. HuMpiisinys. No.
Senator JohnsoN of Colorado. For replaced machinery, for the

deterioration of machinery on a percentage basis. A machine is only
estimated to last so many years, and when those years expire, why, hoe
can replace it and use that as a tax credit, can he not?

Mr. HUMPHRYvS. He gets an annual deduction on his income-tax
return for his depreciation allowance.

Senator Jotmsotof Colorado. For deprbciation, yes; on his build.
Mn and on ve rthihg a

r. HUv Pys. That is true, on his building, machinery, and
equipment. ,

Sonator JouisNo d V-r dm. when, he , gets that
depreciation, he is not supposed to put that in his pocket. Thtit is
not supposed to be a profit. That is supposed to go on back as
plow-back money into his investment.

Mr. HumpnEsYs. Thet is true.
Senator JoHNsON of Colorado. That is the way I understood it.
Mr. HUmPBIt1YS. Yes,
Senator JonsoN of Colorado. Now, of course, I do not suppose

that we could find out how much of that $82.1 billion was that kind of
money. i know that the railroads had a considerable accumulation
to go back into new rails and new equipment, and I suppose every
other industry had the same sort of a problem. But I should like to
know how much of that $32.1 billion was tax-oredit money.

Another thing you mentioned that the borrowings had been very
heavy for plant investment.

Mr. Hupiqmuuxs. Yes.
Senator JonNsoN of Colorado. The borrowings are in the nature of

securities that are sold, are they not, to investors?
Mr. HuMpnnamys. Or maybe bank loans or borrowings from insur.

anee companies. Actually individuals supply the money as depositors
in the banks and polioyholders in the insurance companies.

Senator JoxNsoe of Colorado. Bank loans are only to tide over
until securities can be sold and floated?

Mr. Humps its. That often is the case, but sometimes they are
made for a 10-year period. Commercial banks are making loans up
to 10 years.Senator JouNsoN of Colorado. Of course, the borrowings are going
to the capital investment, and they are not taxable as such.

Mr. Hvrmnmys. No.,
Senator JoHr4soNt of Colorado. They are taxable to the-person that

originally received them as income.
Mr. &U tn4amys, Yes.
Senator JoyausoN of Colorado. But when they go hto plit imi-

provement, they remain as a capital hivetneOnt and no income is
taxed on them as capital investment. I

Mr. Hummiuruis. That is to the corporation , to the businem.
Senator JonSNao of Colorado. Yes.
Mr. Huminsmus. That is true.
On this matter of wearing out of equipment' depreciation, of course,

as you well know, Is based upon the original cost of equipment.
Now the cot of equipment 10 or 15 yosr iago was far less than it Is

/
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today, so that your depreciation does not provide an adequate reserve
to replace that which is worn out. The costs are at least 50 percenthi her.senator JOHNSON of Colorado. The equipment that you buy

today is in most instances much more efficient and much better
machinery, and does save a great amount of labor.

Mr. HUMPHunYs. That is not always true. It is in some cases.
You take a building for instance; which might be designed a little
better, but is still a building. That costs 100 percent more than it
did 20 years ago.

Senator JIAw Es. Will the Senator from Colorado yield for a little
illustration that brings out what I think Mr. Humphrey, has in mind?
, T have a good iluitration right now. A house was built about

15 years ogo, and it cost $15,000. It was burned down. This is a
real illustration. It was burned down about 2 months ago. The
man had it insured for the value that he put into it at that time. His
replaceinentcost on that is $45 000, three times what it was,

Your point is that in your depreciation in regular cost valuation,
when the thing is totally.depreciated, and has to be replaced, to got
the same thing or something that may be a little better, you may
have to then pay 3 times as much as the original cost. Therefore
you have to have capital to invest to do that thing, to put yourself
back into position.

Mr. HubmrHimYs. That is true, Senator.
Senator HAWKES. Why you cannot continue doing business on

the basis you were if you do not.
Mr. HumPnicys. Yes.
Senator HAWKES. I think that illustrates the point.
Senator JOHNSON of Colorado. I think that is a fact that has to be

taken into consideration. But the point that I should like to hive
some testimony on, and perhaps Mr. Stain'can provide it, or perhaps
the witness can provide it, but I should like to know how much of
that $32.1 billion plant investmient or plow-back money was in the
nature of a tax credit.

The CnamuAx. Mr. Stare, would you mind getting us what you
can on that?

Mr. STAM. I will try to got some figures.
The CnAItMAN. I think the origin of the figures are the Depart.

mot of Commerce, so I do not think Mr. Stare will have much
difficulty in getting them.

Mr TAM, Your tax credit would go to your depreciation and re.
serve, and to some extent I suppose your carry-back, if you had a net
loss carry-back or something of that sort, but we will try to get the

Senator JoHNsoN of Colorado. Under the tax laws, was depreciation
carried forward? They got the credit, we will say, in 1040, 1941,
'42, '43, '44, 045, and then in 1940 they made the expenditure, so they
got a tax credit perhaps for the whole 32 billion, or a lare portion of it.

Mr. STAM. It depends entirely on what the, expenditure was, s to
whether they got the tax credit for it. I mean there were some e*
penditutos where they get no deduction for it, and they do got some
depreciation allowance, But the depreciation rate is low; it does not
adequately cover the oxponditure, There are other expenditures
where they got a full deduction, and there wore some expenditus-
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that wer 'made that could not be made during the war period, and if
you will recall that is the reason why some of the railroads and other
Organizations wanted a special relief provision for maintenance.

Senator JOHNSON of .olorado. I recall that, but the ordinary
factory, the ordinary industry, when they were not making thoir
repairs, when they were not repairing their plant, and repairing or
replacing the deterioration, they did take a, credit on their tix return?

Senator Goaos. In computing that not taxable income that goes
to depreciation.

Mi rSAm. There was a plant wasting away.
Soeator JOHNsON of Colorado. That is right.
Mr. STA^. So they were entitled to take that deduction for gradual

depreciatitn of their plant.
Senator JoHNsoN of Colorado. The point I am trying to make is

that there did take that credit through the years, and now when thwy
are making this investment, when they are muking the repairs, why-,
some of it was certainly covered by credits already taken in their tox
returns.

Mr. STAM. To some extent I think.
The CHAIRMAN. That would probably depend upon the particular

corporation whether it bad actually set up cash reserves equivalet
to the amount of the depreciation. If it had actually sot up cash
reserves and accumulated them, of course, then it would have the
cash money ready to make the replacements of the type that ) ou are
referring to.

If they did not set up cash reserves it would reflect in the over-all
net position of the corporation, which would be lowered in its net
value that much.

Senator JoHNso1 of Colorado,. But they would have had the ad-
vantage of It.

The CHAIRMAN. Yes.
Senator JOHNSON of Colorado. I wonder if there is any estimate on

the amount of this plow-back money for 1947 and 1948?
Th CHAIRMAN. Not under the figures that I have. I do not soe

veTy well how they could have it, except for a short period of '47.
senator JOHNSON of Colorado. That is all Mr. Chairman.
Senator TAr. You spoke of the large profits United States Rtubber

CO, had. Your principal products are automobile tires and tubes?
Mr. Hu~it syYs. That is the principal product. We make many

inore.
Senator. TAFT. I notice that the increase in price In tires, and tubes

is probably less than that of any other manufactured commodity.
rMr. 1tirumr sav. Yea,

Senator TArV. And the price index of December 1941 when the
war started, 67.4, is now 73. There has been no increase since 1945,
is, that correct?

Mr. Humpunsys, That is true, Senator Taft.
Senator TArT. So that an increase in your tire prices is only about

8 parent, compared with an increase of 60 percent In all commodities
and manufactured goods.

Mri Iutmrimvao, If I recall tlat table, it stood pretty well at the
the bottom of the liot in percentage of increase. i w
ISeoatorTA.rPv That is in spite ofi.a large merease in wagi in yourindustr~4wd every co her .. /-

I
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Mr. HuMPRuniyYs Increase in wages and materials. I made the
)oit with Senator Connally that our percentage of profit was not
ii It, but our volume of business was, which produced the dollar profit.
Senator TAPT. I wanted to have some credit for an Ohio industry.
Mr. HUMPHREYS. Yes.
Senator IIAWKES. Might I add something that I think we must

continue to keep in mind? I regret you did not-say when Senator
Connally was talking about these profits being bigger than they ever
have been, that they are in a 50-cent dollar, and after all is said and
done, what that dollar will buy is all the thing means. A dollar is
only as good as the thing it will buy, md you made that 50-cent dollar
on an old-fashioned dollar that was invested in the plant before we got
to this lowered valuation of the dollar.

Mr. HUMPHREYS. That is quite true.
Senator HAWy.Es. I wanteA to ask you another point. I know of

this so far as my own business is concerned, we have the largest
inventory value we ever have had, but we have a much lower volume
than we had when the inventory value was half.

Mr. HuMPUmEys. Yes.
Senator EAwKEs. What it is today, and uldem we are going to take

that thing into consideration, I want to see whether you agree with me
Mr.[flumphreys, unless we are going to take that into consideration
when the price falls on all of these products that are in the inventory,
unless the corporations of this country have got the money to take
care of that reduction in inventory value, then you are going to encoun-
ter a very serious question on reorganization refinancing and employ.
ment. Do you agree with me?

Mr. HUMPInIEYS. I (1o, Senator HIawkes. That is the fear that I
have on this economic picture.

Senator HAWKES. 1 know everybody thinks this is funny when we
talk facts, but facts are the thigs we are going to have to sit up with
and look in the face as we go along, and then I want to ask this
question. Is not it a fact that we are all fighting to keep the cost of
living down and to get it down?

Mr. HuI anyMf s. Yes, sir.
Senator HAWKns. All right. Do you not believe that a fair tax

reduction that has in contemplation a reasonable debt reduction will
do more to stop the pressure of labor which is 80 to 85 percent of the
cost of all products, from putting pressure on to get additional wages,
which will increase the cost of labor for all of the citizens of the
United States? Do you not think that that thing has great merit,
reduction in taxes along thit line of stopping the pressure for more
wages and more everything, which raise the cost of living?

Mr. fluMvnrtyas. I do agree with that, Senator flawkee, A tax
reduction mcaus more money in the man's pocket. It has the same
effect, so far as he is concerned, as an increse in wages.

Senator 12Aw1cts. Is not your exparionce the sam*o as mine in this
respect? I have never seen it to fail. I have been in negotiations
peornraliy, dozens of times with labor o g-nizations and people ropro.
sonting thImn in the plant. They always say to me, when I say,
"Well you are, gettingoso much an hour, or you are getting so much
a weekc" they aay say, "No, we are not, IVAr flaw kos; wva have to
pay a tax out of that, And here is what we are gettingtpor weak, awl
PeW hour,"
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Mr. HuMPIuitzY. Yes, sir.
Senator IAwlx.z. Now, is not the laboring man in tile same posi-

tion as the owner of a business or the follow who invests his capital
in a business, that he is looking at what he gets after what has been
taken away from him? '

Mr. Huunu ss. Yes, sir.
Senator HAwke. And have not we always got to contemplate

that fact?
Mr. Humpimmvs. We must. always contemaplate that. That is

the money which is spendable income. That is the money which
keeps it going.

Senator HAwKzs. If we fail to take that into consideration we will
do this great industrial economic machine of the United States a
srious great injury from which we will not recover very quickly.
Mr. HuMprHiivs. I agree with you, sir.
The CuAiRMAN. Mr. Humphreys, I think Senator Ilawkes has

touched on something that is very very important. It goes to the
real value of the dollar, does it not?

Mr. HUMPIInys. Yes.
Senator HAWEIs. That is exactly the point I want to keep empha-

siing there.
Th CnARMAN. Do you agree that we have got to maintain a

good wage, good profit, high velocity economy in this country unless
we want to run into the ditch?

Mr. HumPnHsYs. I do.
The CAmUmAN. And is it not a condition precedent to the mnainte-

wince of that kind of economy that we have constantly reducing
unit costs?

Mr. lumuPnavys. Yes, sir.
The CnAiNm;. Now, that is a subject I merely want to auggeit,

outside of the control of Congress. It goes to the heart of everything
we are talking about. That is up to labor and management,

Mr. Huimauzs. Y'es.
The CuAniWm. You can not dump that one on the doorstop of

Congress' unless you solve that one, you. are not going to s IVY-
thing. When you solve that one, then you will start the real value of
your dollar going back upward. Is that not correct?

Mr. H u ss. That is very true. Of course it would be a great
hell and aid to us it the tax burden wore lightened on us so that we
oud do that,

The CnAiuMAr;. I am not suggesting that the Government cannot
provide a good environment, governmental environment and back-
ground in which you could operate toward that end.

Mr,. Htumartnyvs. You did mean that.
The CHAIMAN. Unless management and labor perform that other

little ftwtor, to provide the background, that othor enormous factor
in the formula, the rest of the formula collapse. It that not true?

Mr, HUMPHBnxYS. That is correct.
The CnAIRMAN. That is a problem which it should be emphasized

gain and again, cannot be dumped into the lap of Congress. That
is up to management and labor, 1 .

', IHutummys. That is our responsibility.
The CHAIMAN 'That is right. I should like to invite your at-

teution to the fact that using 1939 as 100, inventories as of IDecomber
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Does that not indicate that those inventories when they come out
will tend to sustain a high national income?

Mr. Humpii ys. Is that in dollars invested?
The CHAIRMAN. It is in terms of dollars.
Mr. HUMPHtEYS. Adjusted for the 1039 base?
The CHAIRMAN. I assume so.
Mr. HuMPintmys. I was wondering whether the present price levels

do not ineroase those inventories considerably. As Senator Hawkes
said the quantity might not be very different.

Te CHAIRMAN. It, of course, wouhl make a great difference in that
if the figures were not adjusted.

Mr. ItumpHitE9Y. Yes. Of course, what we need in this economy
is a production of goods, services, in quantity, which will have its
effect on the inflationary tendency we have seen here, to get more
goods into the hands of the people. I think the secret of American
standard of living has been the constant improvement in quality and
the constant reduction in costs, of automobi es, of what not, up until
the war has knocked our trend line into a cocked hat. I think we
have responsibility to get back on that line again, as you point out.

The CHAHIMAN. As I recall it over about a 100-year period we have
added about 3% percent annually to the real purchasing power of the
American citizen.

Mr. HuMRnnmys. Yes.
The CHAIRMAN, I think that is about correct.
Mr, IHuMPitiys. Yes.
-The CHAIRMAN. And it seems to me that our problem has been

emphasized by Senator Hawkes. If we do not restore the real value
of the dollar, pretty soon the dollar will not be able to go around far
enough.

Mr. HuMPHBEYS. That is right.
The CHATlMAN. When tho dollar stops going around far enough,

you do a nose dive, is that not correct?
Mr. HvMPU'-*wys. That is true. Of course, our debt is payable in

dollars, and we have to have a high basis of national income in order
togst enough taxes to pay the dob t.

Ti110 CHAIIRMAN. It 1i a consummation devoutly to be wished to
restore from our 50-cent dollars to 100-cent dollars, and personally I
believe we can do it if we follow the elements of that formula.

Mr. HumittYs. Yes sir.
The CHAIRMAN; But if you break one of them, -you are sunk, I

suggest.
Mr, Humpuitas. Ys,.
Senator HAwaEB, May I say that I was unnrtunately detailed on

business and was not here early, but I would like to know if Mr.
Humphreys did suggest a synchronized program under which you
inado substantial payments on the debt and also reduced taxts to
stimulate the production of things which produce the profit from
which the Govornment revenue comes to keep the payments going on
the debt? Is that your program?

Mr. WIuMmicys. That is my program, the Association's program,
Senator ifawkos. We believe there are three elements nvt6lved,
reduction of Government expenditurte.--

Senator HAW((, That is always in there.
Mr. HIuMI' ,Iys. And reduction of taxes, and all three can be done.
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Senator H iwms. The three are all bound up together, and they
must be done. They must be synchronized and carried on that way
if we are going to pay this debt off and continue paying it off, and still
stimulate the economic machine.

Mr. HumpiHnusa. That is true. I do not believe that the debt will
be paid by taking stabs at it when and if we might have to have our-
plus. It should be a regularly planned program year in and year out,
and included in each budget, a payment of at least 2% billion dollars
on the national debt each and every year. Then if we are fortunate.
enough to have surpluses above that they .can be applied, but I do
not believe a governm ,nt is any different than an individual; who
only pays his debts when lie plans to.

Senator HAWKiS. I brought that out yesterday by saying that
every banker that ever loaned me any money, always advised me not
to promise paying back that debt any faster than I knew I could
because he wanted me to keep continually paying that thing, and
keep faith with the obligation.

Mr. HuMuniys. That is good sense,
Senator JOHNsoN of Colorado. Mr. Humphreys, this country has

been on a deficit-spending program now since 1929. This is the first,
year that we have not had deficit spending. So when you say we
ought to have a planned amount that we pay, that of course mewais
that there is an end to deficit spending, and if we can work that out,
our country is stabilized, and the greatestdanger that it faces will be
removed.
. I think deficit spending is the greatest curse to this country and the
greatest danger to this country, and the greatest cause of our infla-
tionary situation.

Mr. HImPuituys. Yes sir,
Senator JoimNSoN bf Colorado. Now, what is your ratio between

debt payment and t ax reduction? Where do you stop on your lax
reduction? You do not of course advocate an entire removal of all
taxes. You think that therelought to be a certain amount of taxes,
of course. Were is that ideal tax situation?

Mr. HuMptivyii. Well, I believe., onatwr Johnson, in a planned
balanced budget every year, that that budget should include at least
2.5 billion dollars of reduction of tbp federal debt. So that even with-
in the $31.5 or $33 billion there should be $2.5 billion applied to the
Federal debt.

Senator JohNsoN of Colorado. And then the taxes?
Mr. IUtplnRUuys. The taxes should be sufficient to balance the

budget, including planned debt retirement.
Senator JohNson of Colorado. The taxes should ho levied and

expenditures organized so that you do have that balanced condition
ad make that payniot?

Mr.* uun tsY. That is true.
Senaor JoimsoN of Colorado, Is that your pooltion?
Mr. Humwinvya. Yes.
Senator Joinsox of Colorado. It is a very sound position, if it can

be dtoile.
Mr, Humionazis That takes quite a long while to pay off the debt,

maybo a hundrbd years, Of course, you pay the debt down, the
intreet rate gots lower each year. /

~tiiLO *s~i~v~C4vad.Tha W sl
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Tie CnAimM&l. I woull like to suggest that we have a plan at the
present time for reducing the national debt. The Secretary of the
Treasury is suggesting that we will have a surplus for fiscal '47 of
roughly a billion and a quarter dollars.

N-r. HUMPiH EYS. Yes.
'The CHAIMAN. That we will have a surplus roughly speaking for

fiscal '48 of a billion anl 'a quarter dollars. According to that plan
we will pay tho debt in 200 years, and have nothing for tax reduction.

Mr. HUMPHimYS. That is rather a long-range plan, sir.
The CHAIMAN. Are there any further questions?
Senator BUTLER. I want to state that I think one of the important

points made by Mr. Humphreys is the rate of increase that we have
to the number of workers and wage earners in this country, and that
that must be taken into consideration V'l planning our tax structure.

,Mr. HuMpinimys. That ;s very important.
Senator BUTLn. That has not been touched upon by questions

here but I think that is very important,
M ". HUMPitREYS. Yes sir
The CHAIRMAN. Are trt*e any further questions?
'rhtnk you very much, Mr. Humphreys.
Mr. HTuVmi, uys. Thank you very much.
The CHAIRMAN. Mr. Ruttenberg, will you please be seated. Give

your full name to the reporter, and state your present occupation.
I believe that we wil allow you to go through your statement with-

out interruption, and then we will come back after lunch for any ques-
tions that we may have,

STATEMENT OF STANLEY H. RUTTENBERG, ASSISTANT DIRECTOR
OF RESEARCH OF THE 010, WASHINGTON, D. C.

Mr. ItTETrN3imtO. My name is Stanely 11. Ruttenberg. I am the
assistant director of research, department of research and education,
Congress of Industrial Orgamzatons, Washington, D. C. I am here
this morning representing the more than 0,000,000 members of the
CIO and their 15,000,000 dependents,.

I have never seen a greater avalanche of opposition to any tax
measure lBy trades-union people thap I hqve seen In the past few weeks
in opposition to the tax bill as passed by the House of Representatives.
On behalf of CIO I want to discuss the Individual Income Tax Act of
1047, hereinafter referred to as It. I. 1, and some of its pertinent
features as they affect our total economy.

There should be less talk about an over-all 20-p percent tax cut across
the board and morp intelligent thinking and talking about the nees-
sary mid vital revisions in the tax structure which we must have if
we are to promote and to sustain our national economy at full pro.
duction and full employment.

During the war years and subsequently, tax masures were passed
by Congress which bore most heaIly upon the low-income taxpayers.
Tlhe number of taxpayers since 1031has ineased abuost elevenfold.
Personal exemptionis were reduced to all-time lows. Individual in-
(cme-tix rates were greatly in(ceased.

Many who paid no tax in 1939 were unable to obtain a decent
nnimum standard of living of health and decency. As a result of
this-;axpinwion of taxpayers, reduetions iw etnempt.ion and lnnreasal
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rates, a greater and heater proportion of Federal revenue has been
received from individual income-tax payments than through any
other form of taxation. More s)ecifically, a much greater proportion
of our individual income tax has beon paid by individuals whose net
income has been less than $5,000.

Between the fiscal year 1940 and the coming fiscal year, individual
income taxes will have increased more thah 19 times ftm a level of
$1 billion to more than $10 billion. All other types of revenue during
this same period will have increased only four and one-half times from
a level of $4 billion to $18 billion.

You will notice that the first chart which I tave had placed upon
your desk, gentlemen, shows a particularly interesting picture.

(The chart Is as follows:)

Juns O t~s Wr,
-ad NO0W

4

Mr. UuiT iiiuo. The proportion of Federal revenue roc ived
from various sources has greatly changed during the watr years and
h"' Wen further exaggerated by tax legislation paimed since VJ-day,
Woore ths warypars Individual taxpayers haig les than $5,000 net

1icoi)e paid only 10 percent of tile total individual income tax,
Doriug the war yeoa and continuing on today these satne taxpayers
with net incomes of les than $5,000have bet1en Paying tpproxiinatoly
50 percent of the total income tax, The shift inb.rden of taxes upon
low inc 11me individuKal is evident.,

The -propprtinn of Fadora raveiue reoeiv~td front various sources
hioa Aotty t tidurhtg the war yetr and has beenifurther
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exaggeratetl by tax hfgislation passed since rJ-day. In the fiscal year1940 the total revenue received by the Federal Governnment was
$5.4 billion, s caji be shown by chart B that has been placed before
you.

(The chart is as follows:)

Pre-wr, 1939-40

War, 1944-45
Irporatli

Now, 1947-48

rhem sel kows that tke om of W OWe~e revenue P0ld Ay
wowrsl *iwene kil oneleae I tnk post eight yelr. whim!
e* Osore pe/d by IndivkWl 606 moere then deseh/ed

Mr. RummteuR . Individuals paid an income ta" of $1.3 billion
and the direct tax on corporations was also $1.3 billion, Individuaol
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and corporations each paid the same proportion of total revenue in
fiscal 1940-24 percent each.

During the war when Federal revenue had to be increased, indi-
vidual personal exemptions on income tax wore greatly reduced, rates
wore drastically increased, a tax was placed upon excess profits of
American corporations, and the corporate tax rates were upped.
But how equitable these various increases were can be seen by
examining the proportion of Federal revenue received from various
tax sources subsequent to the adoption of the measures. .

In the fiscal year 1946 when our Federal Government received its
maximum revenue of $46.4 billion, $19.8 billion, or 43 percent, was
received from the individual income tax. rhe tax upon corporations
with the imposition of the excess-profits tax increased the proportioti
of Federal revenue received from this source to $10.4 billion or 35
percent of the total. With the war's end, Congress immediately
passed legislation reducing the tax burden upon corporations.

As a result, according to the President's Budget Message to Congreos
in January 1947, the proportion of Federal revenue in fiscal 1948
coming from individual tax payments will increase still further to
51 percent while the proportion coming from corporations will be
reduced to an all-time low or the past decade of 22 percent.

Thus, since the end of fiscal year 1945, the proportion of Federal
revenue coming from individuals will be increased from 43 percent
to 51 percent while the proportion coming from direct taxes upoii
corporations will have declined from 35 percent to,22 percent. Since
the end of fiscal year 1945 the revenue paid by corporations hn
greatly declined as a result of the elimination of the excess-profltq
tax but, the proportion of the amount of revenue coming from indi-
vidual income tax in spite of the 5 percent tax reduction which was
granted in 1945 has been so slight that a greater proportion of Federal
revenue will come from t6he individual income tax in fiscal 1948 than
has ever come from this source in history.

At the *close of fiscal year 1945, June of that year, profits of ill
American oorporationse aftor trxes, according to the Department of
Commerce, were ruling at, an annual .*te of $I0 billion. As t
result of many factors, not the least of which was the elimination of
the excess-profits tax, orporate profits In the laeo quarter of 1040,
after the payment of all taxes, increased to the Wilhest level in the
history of America-$14.9 billion.

Moot recent estimates for 1947 placed the ourront rate of cor-
porate profits, after taxes, for the first quarter of 1947 at an annual
rate of $17 billion. Taxes upon excess profits were eliminated but
taxes upon Individuals were cut only 5 percent.

Industry had its tax burden greatly relieved to enable it to moot
readjustment and reconversion problems while individuals received
only insignificant asalstance through tax reductiop. Individuals had
many reconverion and readjiisfn problems to meet, Hours
were reduced, overtime was eliminated, down.greding on the job
occurred, transfers from war to civilian goods idustrios were prom-
inent, clhngos from high paid to low pai[ jobs sAid other such factors
were just a few renonversion and restdjustmynnt problems which
Amrican worker had to faoe In, th. period fplowing VJ.day.
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In spite of the wage increases which were won in early 1946 the
annual rate of wage and salary payments dropped from $l 14 billion
at the end of fiscal year 1945 to $109.5 billion b, the end of 1046.
Preliminary reports" from the Department of Commerce indlicate
that the level of wage and salary payments during the first quarter
of 1947 has not changed greatly 'froni the $109 billion level.

Tius wage and salary payments have declined while profits of
American corporations have gone tip. As a result we will have over
51 percent of revenue coming from individual income taxes and only
22 percent coming from corporations during the coming fiscal yeir
unle s some necessary changes are made in our tax structure.

In an attempt. to ease the tax butgden and improve the income
position of American taxpayers, the 11ouse ot Reprosentatives has
passed a bill, H. It. 1, which is now being considered by your com-
mittee. I. hR. 1 in no way meets the crying need of Ainerican tax-
payers. President Roosevelt's quotation which lie used vigorously
in vetoing a tax bill during the war can, with equal vigor, be applied
to the tax bill as passed by the House of Representatives. This bill
gives "tax relief to the greedy and not to the needy."

President Truman, in his budget message to Congr ss in January
1047 stated that, "under the wartime tax system, millions of taxpayers
with small incomes are called upon to pay high rates. When the
time comes for taxes to be reduced, these tax payers will have high
priority among the claimants." But still the House of Representa-
tives sent to the Senate a tax bill which gives major relief to those
individuals in the high-income tax brackets who need tax relief tho
least.

Business Week magazine, in discussing our tax structure, said
that an answer must be found to the following "perplexing" question:
"Should the tax system be designed to encourage consumption or to
minimize restraints on enterprise and new investment?"

This "perplexing" question can be answered very simply. Any
tax system must of necessity increase the amount of purchasing power
or consumption; that is, money available to spend in the hands of
American consumers. Is purcliasing pgwer 'increased as taxes are
lowered upon corporations and upon the rich?

It is argued. by some that by reducing taxes upon corporations and
upon high-income individuals more money JA made available to build
now plant and equipment, expand capacity, and Increase the products
available for American people to buy. But it does little good to en.
courage such new investment If the low-income individuals do not
have sufficient money to buy the items thus produced, All the
encouragement in the world to wealthy individuals and corporations
through lowering their taxes is to no avail as iong s the mass of Amer-
lean people pay such high taxes and receive such low wages that they
are not able to buy many of the necetsities of life.

The guiding principle of a sound tax program must isn the first
snalysis be reduced taxes upon low-income Individuals, cerrtalnly not
lower taxes on the wealthy or on corporations. Increased income
through reduced taxes, higher wages, and so forth, in the hands of
lowineomo individuals increases purchasing power which in turn
Increases demand for the products of Industry. This increased pur-
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ohasing pover and demand for products is greater encouragement and
incentive for business to invest and expand production than ally tax
cut on higk-income individuals or corporations qould possibly be.

Randolph Paul, formerly General Counsel for the United States
Treasury, in writing in the Washington Post on Monday, April 21,
said that-

If we are to use the vaet production potential we developed during the war,
we must distribute our tax burden in a way that will permit mass consumption.
A stabilized market for mass consumption is a Witno requisite for productive
activity. We can have neither mass consumption nor an expansion of productive
activity It our taxes drain off too much purohaitig power front the low incomes.

The counter argument made by s0neo that restrltint on enterprises
and- now investment must be minimized is fallacious. The House of
Representatives, in passing H. R. i, is in my judgment perpetuatihg

V that fallacy.
The bill in no way provides the necessary purchasing power which

is needed to sustain and promote high consumption and purchasing
power which is so essential for full production and full employment.

Chart 3 which you bve before you will be discussed in the next
section.
*(The chart is as follows:)
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Mr. Rmamrinuao, Just what does I. R. I do? It unquestionably
Fives the greatest tax relief to those who least need it. The low.
income individuals who are most in need of receiving tax cuts are the
ones who get the least relief.

For example, less than 2,000,000 taxpayers, 4 percent of the totel,
all of whom earn more than $8,000 a year, will receive tax savings
through the passage of H. R. 1 amounting to $1,443 million or 38
percent of the total-of the $3 780 million provided by this bill. On the
other side of the income ladder some 20,000,000 taxpayers, 54 percent
of the total, all of whom earned less than $2,000 a year will rceeivo only
$981,000,000 or about one-fourth of the total provided by it. It. i.
The rest of the tax relief, $1,305 million will go to the 20,000,000
individuals with net incomes between $2,000 and $5,000 t year.

Individuals above $8,000 who will receive almost 40 percent of tho
tax cut normally save a substantial part of their income. Randol)h
Paul in the same article quoted before, writes that individunis"with incomes under $5,000 a year-at present price levels-spied
all of their income and in many cases find it necessary to dip into their
savings." But yet the individuals with not incomes of less t.hn
$2,000, much less those with $5,000 net income, whom Mr. Pa l
refered to, receive only a meager share of the tax relief.

It is unfair and inequitable to pass a tax bill granting a flat porcent-
age cut across the board. Whether it is a flat 20 percent as originally
proposed or a 20 percent leveled down to 10.8 percent for all incoe1
above $302,000 or even the bill as it now stands with a 30-, 20-, aild 10.5-

ercent out, the effect is the saino. A 30-percent cut on a tax bill of
100 is only $30. A 10.5 percent tax cut tipon a tax bill of $800,000 is

$84,000. Is that equity or is that fair? This kind of a tax cut does
not give the overwhelming majority of taxpayers the necessary tax
relief which they need,

Too much attention has boon given.by the House of Representatives
in their tax bill to reducing the tax burdtn upon high-income mdi-
vfduals and not enough attention to the more basic and serious
problems of grantingn tax relief to the needy. Every tax dollar taken
from low-income individuals is a dollar which would normally be spent
for vitally needett food, shelter, aid clothing. The tax dollar taken
from bigh-income Individuals is only a dollar taken from savings. If
w& are to continue the demand for the products of industry, the
Congress must see to it that the tax burden upon low-income mdi-
'iduis receive the flirt priority and not, as appears likely from .R. 1,

the last priority.
A fiat percenTae out as proposed in this bill reduces the progres-

sivity of our tax structure. For example, the present r te of taxes on
the first dollar of taxable income is 1) percent. A 80-porcent out on
this rate is equal to 8,7 percentage poits. The tax on the top income-
tax bracket s 80.5 percent. A20percent reduction here equals a
17.3 percentage poit cut. Consequently. the range of 19 percent in
the first braokot of taxable income to A45 percent on the highest
bracket is ohsnied to 13.3 percept in the first bracket, and to 69.2p
percent on the highest bracket, The sound prnciplo of taxation accord-
ing to tho ability to pay its here discard d in flavor of giving major
tax relief to the higl-.ifcome Individuali, The just and equitabWle
way to reduce taxes is to ineree the exemption@ from their present low
level. Increased exemptions give relief to those who need it most.

(Ti chart is as follows:)
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Mr. RuTT~roNno. Before discussing increased exemptions, addi-
tional inequities of H1. R. I deserve comment. The bill as passed
by the House reduces the tax on a married individual with two
dependents earniusg $2,600 a year from $95 to $06.50, a total reduc-
tion in taxes of 628.50.

This meals that this individual has his spendable income, the
income available to buy the necessities of life, increased by $28.50,
or 8 cents a day, enough to buy just a half of a pint of milk.

Ot the other hand, a married individual with two depondnnts
earning $100,000 a year would have his present tax of approximately
$82,000 reduced to $50,000, a tax savings, or an increase in income,
of $112,000 a year or $33 a day, enough to buy 165 quarts of milk.
This $100,000 a year man has his spendable income increased by 33

percent in contrast to an increase of 1.2 percent in spendable income
orte same type of individual whose net income is $2 500 a year.

Carried one step further, an individual with a $1 million income
has his tax cut from $839,000 to $728,000, a cut of $110,000 which
in effect means an increase in spendable income of 68 percent. This
$110 000 a year increase is $301 a (lay or enough to supply a quart
of mlk per person per day for a family of four for over a year. Thus,
while an individual having a net income of $2,500 has his spendable
income increased by 1.2 percent, an individual with $100,000 income
has his spendabk comee increased by 33.1 percent and the individual
earning $300,000 receives 70.5 percent, the maximum increase in
spendable income permitted under this bill. Individuals with not
income of more than $300,000 receive only a 10-percefit cut in taxes.
Their increase in spendable income tapers off slightly so that the
individual earning $1,000,000 a year. has his spendable income
increaftd 68 percent. Remember, this contrasts to a 1.2-percent
increase in spendable income for tlc married person with two depend-
ents earnil $2 500 in net income a year. This bill, 1H. R. 1, as
pamswol by the House of Representatives, is clearly a travesty upon
justice. It throws a sop to the low-income individuals and gives all
the gravy to the individuals with high income.

ROferring to Mr. Paul's article again, Ite states that,-
The House bill would leave taxes substantially above timir 1030 lovely for low

income tattpyers; it would leave a proportionately heavier hurden on the middle
brackets; and it would bring taxes for persons in the highest brackets back nearly
to the 1989 level .

The group that bore the greatest increase in individu al income taxes
durilig the war i' the sroup, who in H. R. I will receive the loat
amount of tax relief.- This is clearly neuitable and unjvst.

A tax program based on sound prineip e should be developed by
Con tw.

To CO has developed a tax program for full employment. This
tax progrant makes the following tax recoi inendatons to alter the
present tax structure: (1) Incroae of personal exemptions instead of
reducing tax rates on Indiviul incomes; (2) elimutatlon of excise
taxes except those which are rewslatory in character; (3) closing of
loopholes li our twx structure suJh as mandatory joint returnm, capital
gains. and tax-exempt securities; (4) tax, estates iu gifts so that the
present rates become more effective; (6) place a tax upon undistributed
prof ts awd on xceers.proflt. of orportjon with necsar safeguards
for saall business.
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By reducing excise-tax rates and'increasin personal exemptions as
suggested by tho CIO, Federal revenue wpuld be cut for the coming
fiscal year by $6.8 billion.'

There is a clear choice. Additional revenue can be secured to
offset the suggested reductions by increasing taxes upon corporations,
by closing the loopholes in our present tax structure and by altering
taxes on estates and gifts. But the majority in Congress seems
afraid to face facts.

However, Congress must face facts. Enough revenue can be
secured to offset the decline in reveine sug tested by increasing exelmp-
tions and reducing taxes on excises, as the following table shows:
Inoreaaes: MuOs#

Mandatory Joint returns ------------------------------- $0. 5
Capital gains tax Increase .................................. . 15
Taxing smcuritles now exempt ----........................ . 15
Estate and gift taxes- ----------- _------.----------------. 0
Corporation taxes (including excess profits and undistributed

profits) ----------------------------- ---------- _---- 5. 2

Total Increase in revenue- -$---------------------- 7. 0
Cuts:

Raised exemptions on individual Income tax ................ $5. 5
Cut excise taxes on consumer items to prewar levels ......... 1.8

Total cuts In revenue ....................................... 8

Not gain In revenue .......................................... $2 2
I should like to discuss each of these five main measures of the

CIO tax program separately.
I have a summary which I will read, but I should like to have my

entire paper, as it is in the text presented to the committee, liut in
te record, in whole. .

The CHAIRMAN'. That is perfectly agreeable, that Will be done,
Mr. Reporter, and then at the end of that put in the summary as
presented.

Mr. RUTTJNnnsio. Revision in individual income taxes should be
made so that the greatest possible number of persons receive relief.
Only by increasing personal oeomptions will the low-income individuals
receive adequate tax relief.,

Iis torically, Congress originally established persoml I exemptions to
individual income taxes on the general theory that exemptions should
be equal to the amount needed to maintain an adequate standard of
living. The first income-tax low passed in 1913 provided an exemption
of $4,000 fora family of four. During the First World War the amount
of exn1ton was reduced to $2,400 in order to increase Federal rev-
enue. In 1021, exemptions were increased to $3 300 for a family of
four, This increase applied only to those individuals with incomes
of less th an $5 000 In 1926 the exemptions for a family of four were
increased to $4,300 and remained at that level during the prosperous
twenties and up through the depression year 1932.

Today personal exemptions are at an all-time low. A family of
four receives a $2,000 tersoiial exemption. Rising prices sinco the
establishment of this level of exemptions has reduced the purchasing
power value to about $1,100. This amount is nowhere near sufficient

meet the historical objective of personal income-tax exemptions
whioh was to permit a f1gmily to raaintain tho necesary minimum
strdard of living,
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. After extensive research on amount of income a family of four needs
to maintain a minimum stsaxdard of living, the Heller coninittee of the
University of California arrived at a figure of $3,576 a year as of
September 1940. Our present personal income-tax exemption is
$1,500 less than that designated by the Holler committee as being
necessary for the maintenance of an adequate standard of living.

The CIO suggests that personal exemptions be increased to $3,500
for a family of four, that is $2,500 for a married person, $1,250 for a
single person and $500 for each dependent. This would relieve about
20,000,000 taxpayers from paying Federal income tax.

he people- who really need tax relief are. those with incomes of
less than $5,000. The'CIO, therefore, further suggests that only
those individuals with incomes of less than $5,000 be given the benefit
of these increased exemptions, following the precedent set by Congress
in increasing exemptions in 1921.

In addition, provision sho. .d be made for a carry-over of unused
exemptions by low-income individuals for at least a 2-year period.
An individual who earned $2,000 in 1946 and who had an exemption
of $1,000 paid taxes upon most of his remaining income. In 1947
this individual's income may decrease to $500, in which case he may
pay no taxes as his total exemption will be equal to $1,000. But in
1948 his income may once again pick up and lie may earn $2,500.
'He would normally have his $1,000 exemption but In addition lie
should be permitted that part of his exemntion which he (lid not use
in the previous year. In this case it would be an additional exemption
of $500 plus the normal $1,000 exemption, for a total of $1,500.
The acceptance of these recommendations .would reduce Federal
revenue approximatelV $5.5 billion. -

_In addition to relievng the burden on low-income individuals by
reducing exemptions, it is extremely important that drastic changes
be made in the excise taxes. Excise taxes are hidden and indirect.
They operate on the same principle as a sales tax, The 010i has
always been firmly and unequivocally opposed to any form of sales
tax or ny other tax whi h .disproportionately hits the low-income
groups. Excise tax(s normally take more out of the pocketbooks of
te low income groups than any other groups.

Excise taxes are sometimes called luxury taxes. It is clear, how-
over, that most of the excise taxes are not on luxuries but ont esery-
day-consumption items, Taxes on these consumption items !", ease
the daily cost to families least able to afford such an Increase.During the war years excise taxes on most commodities wpre greatly
increased. On June 30, 1947, the wartime increases In excise taxes
were to have been eliminated, but Congress has already passed a bill
which continues the wartime axcise-tax rates Indefinitely. This places
an excessive hardship upon low-inoome individuals,

The 010 therefore suggest, as a first stop that the prewar excise
rates be restored. This would reduce Federal avenue by $1.3 billion.
As revenue requirements permit, all excise txes other than those
that are regulatory taxes on such items as narcotics, firearms, and so
forth, should be eliminated. As a fundmeptal principle in a sound
tax program. it Is essential that there be n d cise taxes upon com-
Tooifies which individuals buy daily. As' i nultimate objective, the
0i1 therefore strives for the complete elimination of all excise taxes.

oe relief should be given to imal "iorations-thoso earning
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less than $25,000 a year. It is these small corporations that form tile
backbone of our econony. They are the bulwarks against monopoly
control and monopolistic practices of big business. If these small
corporations are not given some relief and some encouragement that
will enable them to compete with monopoly control of industry, our
economy will be dominatedd and controlled by big corporations.
The CIO suggests that, while the present corporate of rate 38 percent
be retained on all corporations, there be a graduated corporate tax
for those corporations earning less than $25,000 starting at W percent
on theflrat $5,000 of corporate income and reaching 38 percent on all
income above $25,000.

The CIO suggests that there be a tax on undistributed profits of all
corporations. Undistributed profits is that part of not income after
taxes which is not distributed to the stockholders in the form ofdividends. Iluring the war there was excessive accumulation by corporations

of cash and Government securities. American corporations increased
their holdings of cash on hand and United States Government
securities by $25.4 billion. In 1939 all American corporations
had $10.9 billion in cash on hand in banks. By the third quarter of
1946 thee corporations had increased their cash to $22.3 billion, an
increase of $11.4 billion. Corporate holdings of United States Govern-
ment securities increased from $2.2 billion to $16.2 billion in the third
quarter of 1046 or an increase of $14 billion.

To' prevent further excessive accumulation of liquid assets from
occurring the CI suggests that there be a 19-percent tax on net
income of all corporations after the payment of corporate and excess-
profits taxes with the proviso that corporations will not pay the 19
percent on that part of net income which is paid to the stockholders
in dividends.

As additional help to small business, we suggest that the 19-percent
tax on undistributed profits should not apply to any part of the
$25,000'oi net income of small corporations that is not distributed in
dividends, However, large and excessive accumulations of profits of
large corporations should and must be taxed. Under the present law,
section 102, only "unreasonable accumulation" of profits can be
taxed. This in effect means that little or no revenue is secured from
this source.

With profits soaring to new highs, tie CIO suggests that there be
r i c ed, on the same basis that existed during the war, a tax on
excts profits with the following changes: (1) Tie rate of tax on
excess profits be changed from 95 percent to 75 percent and '(2) as a
relief to small corporations the exemptions be increased from $10,000
to $25,000.

The adoption of tile above corporate tax suggestions would increase
total Federal revenue in tile coming fiscal year by $5.2 billion.

The many loopholes which exist in our tax laws today favor tile
high-income individuals. The high rates now in existence on high-
income bracket have only theoretical sigariicance. Wealthy individ-
uals may split their income with their wives or may invest in tax-
exempt securities or realize capital gains, In each of those three
fields high-income individuals keep from paying income taxes at the
high rates applcable to top income, We shall discuss each of these
thee mai loopholes separately,

29,A
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At the present time wealthy individuals may split their income
with their wives. For examplIc if an individual has a $50,000 income
and reports that income as being all his own, ho pays a tax, under
the present law, of $24,795. If, however, he is able to arrange to
have $25,000 of his income which is really income from dividends,
paid to his wife, he can avoid paying a considerable amount of tax.
Dividends make up almost 60 percent of the total income in the highest
income group and less than 3 percent in the lowest bracket.

Under the present law lie can file two separate income-tax returns:
one for himself of $25,000 upon which lie pays $9 362 and one for his
wife on income of $25,000 upon which he pays tie same amount of
tax. Together, the husband and wife have paid $18,724, or a total
tax saving of $6,071, or about 25 percent less than what he would
pay if he were required to file only one return for himself and wife
and pay tax on total income. To require the filing of mandatory
returns would increase the Federal revenue by half a billion dollar.

The present rate of tax on capital gains is 25 percent. An in-
dividual with a net income of $50,000 pays 68, percent on the last
bracket of his income.

Over one-third of the income in the highest brackets is derived from
capital' gains. This means'that all of his income is taxed at a rate
considerably lower than the income-tax rate of individuals in the high-
income brackets. Less than one-half of 1 percent of the total income
of the lowest income groups is derived from capital gains. , It is
important that this loophole be closed.

T|b CIO suggests three things: (1) that the rate be increased from
25 percent to at least 80 percent;, (2) that in order to recieve the
benefit of a capital-gains tax the holder of these stocks and bonds
should be required to retain them for at least 1 year--under the
present law any stocks, bonds, or real estate must be held for at least
Omouths before being sold if the profit derived from such sale is to
be subject td a capital-gains tax- (3) that capital-gains tax be paid on
increased value of seurities held until death. The adoption'of these
recommendations on capital gains would increase revenue by at
least $150 million.

At the present tamo interest from securities issued by State and
local governments is not subject to Federal tax. There are some
$15 billion worth of State ad local securities outstanding. A few
years ago the Congres's imlpom'o4 a Federal tax upon all further issues
of Federal securities. It is important that the loopholes in connection
with State iind local securities be closed.

At the present time individuals can invest large sums of money in
State and local bonds and receive interest on these bonds which are
not subjoot to a tax. The CIO suggests that tax-exempt securities
be abolished and interest 'from such securities be subject to Federal
tax. Such a move would increase Federal revenue by approximately
$150 million.

There is ono other important area of taxation, that of estate and
gift taxes which, if proper'mendwent are made to the present struc-
ture, could bring in an additional $1 billion in revenue. Estate- and
gift-tax loopholes should be closed. fit the coming year we expect
to receive about 1.5 prcont of the tot#i revenue from estate and gift
taxes. Great Britain expects to receive approximatdy 10 percent
of her total tax from this source. (.1Ur own estate- and gift-tax base
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is so riddled through with loopholes that not even the wealthy need
pay taxes unless poorly counseled.
, The CIO suggests that estate- and gift-tax exemptions be combined

into one ani tile total reduced to $25,000. The amount of Rift-tax
exclusion should be reduced to $1,000. The present law provides for
$30,000 gift-tax exemption and $60,000 estate-tax exemption plus
an annupA gift-tax exclusion of $3,000 to each of as many persons as
the individual wishes. Loopholes should be closed so that an estate
cannot be passed from generation to generation for as much as 100
years without being subject to tax as is now the case. If these sugges-
tions wore adopted'it would increase the total tax yield by approxi-
mate!y $1 billion.

This committee should devote serious attention to a complete
reexamination of our entire tax structure. A )iocemeal approach
such as that followed by Congress first in the repeal of taxes on
excess l)rofits and the 5 percent cut in individual and corporate taxes
and now H. R. 1 with its "relief for the greedy and not the needy"
serves no sound purpose.

The passage of H. R. 1 in its present form places a serious tax
burden upon the low-income taxpayers who form the backbone of
our American economy. The CIO recommendations for a well-
rounded tax program, which I have briefly discussed, has as its
fundamental thesis the maximizing of purchasing power.

Our tax structure and fiscal policy needs revamping so that it will
operate to promote maximum purchasing power tlat is so essential
i( we are to attain levels of full employment at a fair wage and full
production.

(The summary referred to is as follows:)

I. INuIVIDUAI, IticoM TAxas

RevLlon in hidividual income taxes should be made so that the greatest
possible number of parsons receive relief. Only by increasing poronal exemptions
will the low-income Individuals receive adequate tax relief.

Ilistorically, congresss originally establish ed personal exemptions to individual
income taxes on the general tlmory that exemptions should bo equal to the amount
needed to maintain an adequate standard of living. The first income ta law
paused in 1913 provided an exemption of $4,000 for a family of four. During the
VirstWorldWar the amount of exemption was reduced to $2,400 in order to Increase
Federal revenue. In 1921 ezemptions were Increased to $3,300 for a family of
four. This increase applied only to those Individuals with incomes of less than
15,000, In 1920 the exemptions for a family of four were increased to $4,300 and
remained at that level during the prosperous t%onties and up through t'h depro-
%ion year 1032.

Today personal exoml)tionS are at an all-time low, A family of four receives a
$2,000 personal exception. Rising pries since th establishin nt of this level
of exemptions has redueed the purchasing power value to about $1, 100. This
amount is nowhere near sufihcient to mneet the historical object4VO of personal
Income-tax exemptions whioh was to permit a family to maintain the nocessary
minimum standard of living.

After extensive research on amount of income a family of four needs to anail.
tlai a minimum standard of living, the llellor committee of tho University of
Caifornia arrived at a figure of $3,870 a year as Gf September 1940. Our present
perAonal Income-tax exemptiton is $1,800 loss than that designated by the Holilr
committoo as being necessary for the maintenance of an adequate standard of

A. We propos that porsonal .exoniptions he Incroased to their prwar

level: $2,5410 or a married couple, $1,250 for a single individual, and $800 foroseach do 'ondesit,AB. Thoio examptons to bo raised oly for those Individuals of incomes of

les than $5,000. Poednk wa ostablishod for this move by congresioual
tax legislation possed'tiu 1921,

(WHIM1( 47, 17
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C. Individuals who do not use all of their individual exemptions in any
one year should be permitted to carry over the unu'. portions of their
exemptions for a period of 2 years.

The adoption of these recommendations for indivir.m income ti xes would reduce
- the Federal revenue by appro'tateiy ,. i)ilion..

IT. Exczsu TAxts

Excise taxes t re normally regressive. Sharp Incre&es to excise taxes during
the war years adt'ed itnpurtantly not only to the burden of the income taxpayer in
the lowest brako but more so to those below the level o! income subject to income
taxes. Excise tax, are sometimes called luxury taxes. It is clear, however, that
most of the excise tax, are not on luxuries but on everyday consumption needs.
The taxes on these needs enter into daily costs without any relationship to ability
to pay. We suggest that-

(a) Prewar excise tax rates be restored. This would reduce Federal revenue
by $1.8 billion.

(b) As revenue requirements permit, all excise taxes other than those
regulatory taxes on such items as those on narcotics, firearms, etc., should beeliminated.

III. CORPORATON TAxmS

The role of the corporation tax is at present an anamolous one. With profits
at an all-time high, corporations will cor.'ribute less for fiscal 1048 than they did ill
1929 or any subsequent year. One source indicates that corporate profits for
1047 will bie about $25 billion before taxes, an all-time high. If corporations

* contributed about $5, billion more and individuals contributed about $5 billion
less than they do now, then, on the basis of the President's budget the share of
internal revenue paid to corporations And individuals, respectively, will be approxi-
mately reestablished. Such increased taxes upon corporations would leave ap-
proximately $11.8 billion after taxes which would still be more 1han was loft to
them in any previous year.

A. Relief for small busne:. Some tax relief should be given to small corporal.
tions--those earning less than $25,000. It is those small corporations that form
the backbone of our economy. They are the bulwarks against monopoly control
and monopolistic practice, of big business. If these small corporations are not
given some relief and eome encouragement that will enable them to compete
with monopoly control of d,astry, our economy will be dominated and controlled

big corporations. The CIO suggests that, while the present corporate rate
88 percent be retained on all corporations there be a graduated corporate

tax for those corporations earning les than $29,000 starting at 10 percent on the
first $5,000 of corporte Income and reaching 88 percent on all income above

13. Exoswproftta tsxes should be reimposed on the same basis as existed during
the war with the following amendments:

1. Reduce the rate from 95 to 75 percent.
2. Increase exemptions from $10,000 to $25,000.

0. Undistributed profits taxes should be levied on all corporations. This can'
be done by imposing on orporations' net Income, after corporation and excess-
profits tai uo are paid, a tax of 19 percent with the provisions that-

1. The corporation will recoup such tax to the extent that, such Income is
distributed in dividends,

2. The first $25,000 should be Assumed to be distributed whether or not
such Income In actually distributed. Under, the present law (sec. 102)
only 'Unreasonable accumulation" of profits can be taxed, This in effect
weans that little or no revenue is secured from this source.

IV. Loso Or, Loormo"$

The many loopholes which exist In our tax loa today favor thb high-income
Individuals. The high rates* now in existence on high income brackets have only
theoretical significance, Wealthy Individuals may split their Income with their
wives or may invest In tax-exempt swour tis or realise capital gains, In each of

throo fields high4noame individual keao frota paying income taxes at the
igh r applicalge to top nconos. We #hm$ dsusa each of these three main

loophoh separately,
1' /'
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A. Husbands and wives should be required to file mandatory joint returns.
Under the present procedure individuals who receive dividend income as well as
salaries can have their dividend income paid to their wives and so reduce their
tax obligations to the Federal Government. If joint returns were made manda-
tory, revenue would be increased by approximately $500 million.

B, The capital-gains tax should be revised so that high-income individuals
whr) now receive one-third of their income from capital gains do not escape with
paying only the 25 percent capital-gains tax. We suggest:

1. That capital-gains tax rates be increased from 25 percent to at least
50 percent.

2. A requirement that securities be held at least a year instead of the present
6 months' period if the individual wants the benefits received from securities
to be subject to capital-gains tax and not individual income tax.

8. A requirement that taxes be paid on the increased value of securities
hold till death. At present, if securities are not sold prior to death, they are
exempt from whatever capital gains have accrued during the lifetime of the
holder.

The adoption of these recommendations would increase revenue at least $150
million.

C. Tax-exempt securities: At the present time interest from securities issued
by State and local governments is not subject to Federal tax. There are some
$15 billion worth of State and local securities outstanding. A few years ago the
Congress imposed a Federal tax upon all further issues of Federal securities. It is
important that the loopholes in connection with State and local securities be
closed. At the proset tit.:,N individuals can invest large sums of money in State
and local bonds and receive Interest on these bonds which are not subject to tax.
The (,O suggests that tax-exempt securities be abolished and interest from such
securities he nubject to Federal tax. Such a move would increase Federal rev-
enue by approxintatoly $150 million.

V. ESTATE AND GiFT TAX LOOPflOLEO SHoULD BP CLOSED

In 1047-48 we expect to receive about 15 percent of the total revenue from
estate and gift taxes. Great Britain exploits to receive approximately 10 percent
of her total tax from this source. Our c wi estate- and gift-tax base Is so riddled
through with loopholes that not even the wealthy need pay taxes unless poorly
counseled. We suggest that-

1. Estate- and gift-tax exemptions should be combined into one and the
total reduced to $25,000. The amount of gift-tax exclusion should be re-
duced to $1,000. The present law provides for $30,000 gift-tax exemption
and $60,000 estate-tax exemption plus an annual gift-tax exclusion of $3,000
to each of as many persons as the individual wishes.

2. Loopholes should be closed so that an estate cannot be passed from
generation to generation for as much as 100 years without being subject to
tax as is now tie case.

If these recommendations were adopted it would Increase the total tax yield by
approximately $1 billion.

CONcLUsiON

The CIO recommendations for a well-rounded tax program, which I have
briefly discussed, has as Its fundamental thesis the maximising of purchasing
power. This committee should devote serious attention to a complete reexamina.
tion of our entire tax structure. A picemes' approach such as that followed by
Congre&o first in the repeal of taxes on excess profits and the 5-percent out in
Individual and corporate taxes and now H, I. I with its "Relief for the greedy
sad not the needy serves no sound purpose.

The passage of t. R, I in its present form places a serious tax burden upon the
low-income taxpayers who form the backbone of our American economy.

Our tax structure and fiscal policy needs revanpin so that it will operate to
promote maximum purchasing power that is so essential if we are to attain levels
of full employment at a fair wage And full production.

The CIA1nIuIAt. Thank you very much, Mr. Ruttenborg. We will
reconvene at 2:30.

(Thereupon, at 12:30 p. m,, the committee recessed, to reconvene
At 2:30 p. M., tie same day.)
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AFTERNOON SESSION

(Pursuant to the expiration of the recess, the committee recon-
vened at 2:30 p. m.)

The CHAIRMAN. We will come to order.

STATEMENT OF STANLEY H. RUTTENBERG, ASSISTANT DIRECTOR
OF RESEARCH, CONGRESS OF INDUSTRIAL ORGANIZATIONS,
WASHINGTON, D. 0.-Resumed

The CHAIRMAN. Mr. Rutteriberg, what is the total reduction, of
the. total annual reduction of the taxes that would result front your
proposals?

Mr. RUTTENDRUO. The total reduction, sir, would be $6.8 billion.
That is broken down with $5.5 billion by increasing exemptions, and
the immediate restoration of prewar excise-tax rates, which would
reduce it an additional $1.3 billion, a total of $6.8 billion.

The CHAIRMAN. Do you believe that the national expenditures
budget for fiscal 1948 couldbe reduced that much?

Mr. RuT'rsnmo. I do not, sir. I do not think they could possibly
be reduced by that amount. I think that is exactly why in proposing
a out of this amount we have attempted to put these specific tax cuts
within the framework of an over-all revision of our tax structure.

The CqAIRMAq. Which is another way of saving that you would
increase the total tax burden if the decrease in expenditures did not,
meet your whole plan.

Mr. RTiroNniuo. Ae would propose that the total increase in
revenue from closing loopholes and taxing estates and gifts and
corporations would make up and provide $7 billion if the provisions
we suggest are accepted. The cuts we propose woild be $6.8 billion
or a surplus in revenue of $200 million, which in effect could be used
Iong with expenditure cuts to retire the debt.

The CHnMAN. Rou ly speaking, you propose to raise new
sources of revenue to balance your decreases in revenue under you~r
own proposals.

Mr. RuTwsr'zuae. That is right, sir.
The CRA1t1MAN. 8O that you would not reduce the over-all tax

burden.
Mr. Ru'rr~rimo. Not the over-all tax burden; no, sir. It would

be a redistribution of the collection of taxes and imposition of taxes.
Tihe (OUAuMAN. Do you believe that we can maintain our economy

In a healthy state at the present rate of expenditures?
Mr. RUTrNhlito. I think all of the efforts that can be made

certainly should be made to reduce Federal expenditures, but they
ought not to be made in those fields that so far the Congress has
Indicated that it will,

For example, if you could just point out, sir, if I could point out
that Internal Revenue Bureau was cut some $20.mllion or $30 million
in their appropriation in the House, which would in effect eliminate
internal revenue egent from the pay roll of the Government, and in
effect lose revenue, rather than increase it.

The CAtintA. The President's budget catl1 for expenditures of
87.5 billion dollars in fiscal 1948. If you could follow your own
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system of reduction, how much would you reduce the expenditures
side of that budget?

Mr. RUTTENBHHO. 1 think the expenditure side of the budget
should be reduced in accordance with what actually is feasible in the
light of present economic and expenditure conditions. 1 do not
think that the cuts, for example, that have been made against the
Department of Labor and against the Treasury Department, so far,
in the proposed cuts against Interior and Commerce should be made
the, way they are.

The CHAIRMAN. Where would you make them?
Mr. Ru-rEN mimno. I think there ought to be a reexamination of

the whole budget. I am not so sure that for this coming fiscal year
it i4 possih)le to reduce the budget.

Th CHAIRMAm. That is what I am getting at.
Mr. RiTJTTENIIm. I think it possibly may not. It would take a

reexamination of the whole over-all budget to determine that.
The CHAIRMAN. So then so far as the thesis which you have

developed in your remarks here today is concerned, you are not
contemplating reductions in the expenditure budget?

Mr. RUTTINuEqRo. I would say that we are contemplating the
expenditures in the budget which are going to occur as the result of
the Senate action of $4.5 billion and the House action of $6 billion,
that they propose to cut from the appropriations.

I imagine that will go through. I would have some question as to
how that should be allocated, if they really are serious about reducing
the budget that amount, but I assume that kind of a proportion in
cut will be made.

The CnAIRMAN. But those cuts, or the kinds of cuts that you
would bring about if you had the power to bring them about are not
an essential part of the program that you put to this committee.

Mr. RUTTENBErto. e are not appearing before the committee
sir, to discuss in my judgment what kind of proposals we should
make tooreduce expenditures. I think that would be the kind.---

The CHAIRMAN. I am not Asking you to specify. I have been very
careful not to ask you to specify. I am simply driving to the end
point, are cuts in the expenditures as contemplated by the President's
fiscal '48 budget any part of your program?

Mr. RuvrNITJBu.nO. Well, the President in proposing his budget has
set 37.5 billion dollars as the level of expenditures with receipts at
37.7, now gone up as the result of the exciso-tax law that has boon
passed and other provisions of revaluing estimates. I think if possible
expenditures should be cut, certainly.

The CHAIRMAN. Lot me ask you again, is the cut of expenditures a
necessary condition precedent to the operation of the program which
you have suggested to this committee?

Mr. Ru rimmoRno. Not necessarily, I would say.
The CHAIRMAN. That is what I am getting at. Let us get onto the

revenue side. Do you have an tetimate of revenue for fiscal '48?
Mr, RV'ZNBRGo. Of the total Federal revenue?
The CHAIRMAN. Yes.
Mr. Ru NrEHn .o Well the President's budge, of course proposed

$37.7 billion with the excise tax increase or the maintenance of the
wa'imo excise rates, You would increase the Federal revenue to
$39 billion,
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The CHAIRMAN. 38-
Mr. Ru-rrENBFyRo. 37.7 plus 1.3. That would be 39, so far as the

President's budget was concerned and I think there have been
subsequent estimates made, have there not by the Secretary of ti
Treasury, or somebody as to other possible and increased national
income, which may result in a higher revenue?

I do not look forward to that myself; I think the top revenue will
be derived and may well be indicated by the President s budget plus
the $1.3 billion on excise taxes.

The CHAIRMAN. You believe, in your opinion, that the President's
estiniate of revenue in fiscal '48 is the proper figure to go on?

Mr. RUTTENIERO. Well, sir it is based, I think, upon a national
income level of about $166 billion. Assuming that national income
will be that level, the Federal revenue will therefore be as estimated
by the President's budget; along with the excise taxes it would he
$K9 billion. Whether national income in lat) '47 and early '48 is going
to be $106 billion or whether it is going to be at its current rate of $175
to $180 billion depends upon many factors, many factors wbih can
only be looked upon through a crystal hall.

The CHAIRMAN. We always have to look at them1 in that way When
you are making your estimates.

Mr. RTTEUnRno. That is right, sir.
The CHAIRMAN. Do you believe that the Congress should limit

itself to the President's 'stinate of revenue for fiscal '48?
Mr. Ru1rrNDERO. I think it should, sir. I cannot see that the

national income, unless certain readjustnients in our fax structure,
certain readjustinents in distribution of income, certain readjuatniwtts
on price level occur, I cannot see that the national income is going to
exceed or continue to exceed the levels estimated in the Presidewt's
budget.

The CnAIRMAN. Do you see any increase in revenue under the
President's budget

Mr. RUTrSNB10R. Well, the increase, sir, would com about by a
change in the level of national income, a change in the level of indi-
vidual and corporate incomes.

The CHAIRMAN. Do you think that the President's budget will
promote the national income? I meant to say promote the 'hicreaso
in the national income?

Mr. RuTrTNauo. I think, sir, I would not want to answer straight,
yes or no to that. I could not possibly because I think there ere too
maiW factors involved, I

Fundamentally I think that we are in agreement, are we not, that
what happens to Federal revenue will depend on the level of national
income.

The CHAIRMAN. I agree with you entirely.
Mr. RuTrTniNao. Can we say that the levql of national income for

fiscal 1048 will be $160 billion as tentatively esimated last December
when the President's budget for fiscal 1948 was prepared, or whether it
will be the current level of 176 billion, or whether it will be 186 or 146
billion. I do not think we can estimate.

I would be Inclined to say, sir, that the Ivel of national Income for
floal 1948, if wages that have been raised in the past few weeks continue
to ow their effect throughout industry, ad it the price indication of
alight declines that have been made in oprtain levels continue, and if
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prices do not go up as the result of these wage increases, as they
certainly should not go tip, then I think we stand son1e chance of an
increase in our national income.

The CHAIRMAN. The wage increases particularly the steel increase,
and I understand the increase which is now being negotiated in
Detroit, has that been completed?

Mr. RUTTENIEitO. No it has not, sir. They are in tentative
agreement on the general factors of it. They are-still working out
details.

The CHAIRMAN. My understanding is that those two increases
are on the assumption of a continuance of the present rate of income
which is in the neighborhood of $180 billion.

Mr. RUTTENIERO. Well, I do not think that I quite understand
that,, sir.

The CHAIRMAN. Your are asking for wage increases to get a bettor
cut out of the economy, are you not?

Mr. RirrENHUin. tCg.
The CHAIRMAN. And the reason you are asking for a better cut

out of the economy is that we have it larger income economy than we
had before, is that not correct, or if you wish, put it in terms of profits,
or in any other way that you want to put it.

Mr. RuTT1ENIERo. Of couse we are interested in wage incroetes,
sir, for all American workers, not only those in mass producing indus-
tries, but for school teachers, white-collar workers, and all, because
we think through a higher level of wages, we can promote the kind of
national economy with high levels of operation which will encourage
business and industry and venture capital and new capital to come
out and produce the products which in the nth degree will produce a
high level of national income.

The CHAIMAN. I understand that to be your theory, but am I
correct in my assumption that the steel industry wage increase and
the proposed wage increase in the automobile industry, are based
upon the assumption of a roughly $180 billion national income over
the future, rather than the $166I billion to which you have referred?

Mr. RUT''ENHER. It is based. upon the current level of national
inmre. That is, well I would not quite tie it down quite that way.

The CHAIRMAN. I do not want to put words in your mouth. I
want to got the benefit of your views on this.

Mr. Ru'rrENuIER. The current level of corporate profits in the first
quarter of 1947 is conservatively estimated b the Departnmnt.of

onunerce to be in the neighborhood of $17 million. The level of
corporate profits in 1942 to 1045 was $9 billion, slightly under $9.5
billion.

The level of corporate profits after taxes during 1930 to 1939 was
$3,9 billion, again according to the Department of Connerce. So
our current rate of corporate profits after taxes is running at a level
four tines what it was during the 1930-39 period, and about $8
billion higher or $7.5 billion higher, almost 75 percent higher than
during the war years 1042-45.
- The CHAIRMAN. You would not dissociate those higher corporate

profits from the higher level of national income; would you?
Mr. R'm-ONDiamno, No. A great deal of the higher corporate

profits are the result of a higher level of national income, which has
beea brought about through a higher level of production, through a
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higher level of consumption through price increases, through the
elimination of the excess profits tax--

The CHAIRMAN, So we can come back-
Mr. RuTrBNnmi. And through increased volume.
The CHAiRMAN. We come back to where we started. Te wage

increase which you have received from steel, and which you expect to
receive from motors, is based upon this unexpected or expected rise
in national income, is that not correct?

Mr. RuT'Fan13RRU. Well, the payment of a level of wagon as nego.
tiated in the electrical industry, the steel industry, and now the tenta-
tive agreement in auto, can be paid out of corporate profits at a level
of national- income which does not necessarily have to do with a
national income level of current levels.

The CHAIRMAN. Was not your talking point that this windfall there
did come to corporations in the form of profits and that therefore in
order to keep up your purchasing power you were entitled to an in-
crease in wages?

Mr. RUrrimNBRRO. That iA right, sit-, except that when we originally,
when the Congress of Industrial Organizations presented its wage
case to the national public at the time of the Nathan report, we talked
ip terms of the lovely of corporate profits which existed in the fourth
quarter of 1946, and in the level of national income which existed at
that time which was about $185 to $107 billion.

The level of corporate profits at that time was $14.9 billion, which is
about $5 billion more than they were during the 1942-45 years.

Now, since that time, subsequent to the fourth quarter of 1940
not only national income has gone up, but the share of that national
income going to corporate profits hds also gone up, and the amount of
corporate profits has gone up, while as I have pointed out in my testi-
mon7 this morning, the amount, the total aggregate wage and salary
bill is still dropping.

The CHAIRMAN. Yes.
Mr. RuTTENDIORG. Higher, pardon me, sir. *I am sorry. A

higher level of wages, if national income goes above the December
1046 level, then industry is even more able to pay the wage increases
that are now being granted,

The CaAIpMAN. Let us assume that, Am I correct in what I said
to you a, while ago that you did make a strong argument for the
increase in ay in lhe steel industry, and you are making a strong
argument a the present time for your increased pay in'-the motor
fid on the ground that we have had this enormous increase in
corporate profits, which you do not dissociate from this great Increase
in national income. Am I incorrect in that?

Mr. RuTrrNazito. You wopld be correct in that, sir, if you stopped,
if you added one phrase, and that Is that as of the last quarter of 1040,
what has happened to national income, corporate profit, wage pay-
monts, since then is incidental to the wage qaae, because the wage
case was pre mised upon the level of national income and the level of
corporate profits as of the fourth quarter of 1046,.

The CHIRMAN. You did not premise any part of that on tle
subsequent level of profit? I '

Mr. RVI11NNuand, The Nathan report, T havo a copy for you in
my brief case back there, if you want to ake a look at it, does not
in alky one spot mention 1647 profit.
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The CHAIRMAN. Of e(omfSO not.
Mr. RuTirrNmimo. We estimated 1947 profits in one of our own

CIO publications.
The CHAIRMAN. The Nathan report was made when?
Mr. RuTrENBERO. In December; about December 10 or 11.
The CHAIRMAN. Obviously it could not refer to the level of 1947

profits if it was made in December 1940.
Mr. RUTTENBERO. It couIhI estimate it.
The CHAIRMAN. Is that not correct?
Mr. RU~rINBERO, We could certainly estimate it, as we did.
The CHAIRMAN. May I assume that your leaders, when they

secured this raise in steel, put a blinker over their eyes as to the
subsequent raise in national income and profits.

Mr. RUTTIENknEm. Frankly, sir, I think the leaders of the organi-
zation were well thinking that had we taken into consideration what
has happened to national income and corporate profits in the first
quarter of 1947, we should have had a far greater and far larger
increase than we finally settled with United States Steel.

The CHAIRMAN. Shall we assume then that that increase would
become a springboard for another request for a wage raise?

Mr. RXIV'UrnERo. I would not say that at all. That certainly
depends upon the level of national income. It depends upon many
factors. I think we can fundamentally say this, tI e ultimate objec-
tive of the labor organization is to improve the living standards of the
American workers, and thereby and through improving the living
standards, increase national income, increase our general level of full
production, full employment.

At the present time the average wage in manufacturing industries
before this wage increase is $47 a week. $47 a week, according to the
Bureau of Labor Statistics, is the average weekly income of Ameri-
can workers.

According to the budfvt I cited this morning, which was done by
an impartial agency at the University of California, the Holler corn-
mittee budget, it takes a weekly income in the neighborhood of $08
to maintain just a minimum standard of living.

The CHAIRMAN. You are arguing the virtue of the raise. I am not
debating that.

Mr. 1U'rENBER, I am arguing that when you raise the question
of whether this is going to mean a springlard for future wage in-
creases, I am saying chat ti ultimate objective Is to see to it that we
get a redistribution of our national income to Improve the economic
position of the American worker, so that over a long-run period we
would certainly be saying higher wages and improved national econ-
'&h CHAIRMAN,. There may be a distinction between what you

urge in your actual negotiations, and what you urge in the press and
over the radio. I am quite sure that in the press and over the radio
you have urged the increase In income, in corporate profits which
havo resulted since the first of the year as a part of your argument for,ihncased wages.

Mr. RU'rioNuxuo, Part of our justification, sir, certainly those are
the facts,

The CIAniMAN. That is all I am talking about
Mr, RuT Twuion, Not the fundamental thesis.
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The CuAinMAN. You therefore accept the continuance of the
present national income over fiscal 1948 or do you for your purposes
prefer to adhere to the President's estimate of $100 billion?

Mr. Ru NRsnEno. I should say, sir, that if we are to go on to the
ever-increasing improvement of tie standard of living of the American
People, we have to have an ever-increasing level of national income,
ased not upon a higher price level or a higher value level, but upon

a steady price or reduced price level, so that ultimately I would say
the objective would certainly be to improve the national income, but,
unfo~tunately, sir, the situation is such today that we are already
beginning to witness unemployment. We are already beginning to
witness curtailment of employment in the basic textile industry, and
even in the radio industry, the electrical industry, so that that is going
to have it. effect In determining whether or not we are going to have
$180 billion level or $166 billion or lower.

The CHAIRMAN. If it continued and if it expanded and if it did not
in some way tie in to offset factors, that would operate toward the
recession, would it not?

Mr. RurrSNnpRo. It would. You mean the unemployment con-
dition which I have cited.

The CHAtnMAN. To which you have referred.
Mr. RUT'TINDnIuO. I think it would lead to it; yes. I am hoping

that by a sound and intelligent approach to not only our wage an I
price picture, but to our tax situation and our general picture, that
we can Improve the purchasing power and consumption level of all
American workers to prevent the kind of recession or depression we
may be falling into.

The CHmAxIAN. So that whether you want to g~o the exemption
route or whether you want to go the reduction of income-tax route,
you believe that going one or the other route is a good hedge against
the recessions wlich you indicate are a possibility, is that correct?

Mr. RuyTNvtano. Yes sir. I think if I may be pormittod to just
cite what hs happeant, i am sure you are familiar, air, and the com-
mittee is familiar with what has happened to the level of Income-tax
rates from 1939. Just take a married man with no dependents, who
had an Income of $3,000. He Is p aying now 4,0!40 percent more in
taxes than he paid in 1939 and this proposed bill before your com-
mlttee will out his taxes ony 30 percent. While on the other hand,
air, if I may point out, a R1anto with a $50,000 income has his taxes
increased 110 percent since 1939, au~d ie is getting his taxes cut about
the some amount, 20 percent, arithmetically speaking.

The OuHAaxAN. We will get to that in due course.
Mr, RuTrsNTaio, I hope we will,
Senator HAWKER. Why can I not make a little remark right there?
The CHAIRMAN. You certainly can.

te o ir i.wstas, If a follow was paying half a cent or I cent Income
taxi, and he got raised to $5, his raise would ',be very Pubetantist,
woud it not? T ii r

Mr. RT ,.amna. Tt isrIght, Uir.n c
Smtor ) Awxxs. It would be 500 times.
If a man is paying 08 preet of all he gets., ow a you mise him

two times what he is saying? e ) I I
Mr. ruT!Nijvuo, X ar prfootly rghet, arithmetcally speaking.
Seoutor IlAwima, Lot us not warp figures around so 0A to fool

ourselves, We are here trying to find tax and do justice.
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Mr. RUTTND0iG. I am glad, Senator, that you really want to
find the facts, because if you do, I feel sincerely,*I feel very honored,
h)causo I think who the appropriation bills come before the Senate
for the Departments of Labor and Commerce, that correct these facts,
that you will be right out in the forefront supporting them because you
want the facts.

Senator IIAWKES. I want the facts and I do uot want any fliligree
around them. 1 want to see the real genuine facts, and I (to not
believe there is anybody in the Senate or on this committee that does
not want to (10 justice.

Mr. RUT'rHNnl1lto. Excellent.
Senator IAWKES. But I do want to say that when you talk about

this fellow's tax being raised 50 or 100 times, what it was and some-
body els only being raised twice, if the other fellow is raised twice, is
raised to a )oii.t where nearly eve rything le is making is consumed by
taxes, why, it is nota fair comparison. That is the only thing I mean.

Mr. RVIVF.NIIFRo. I grant you that. In that connetion, I said
4,000 percent, a man with $3,000 income in 1939, who had no do-
pendents, married person, paid only $8 in taxes. lie had left $2,092
to spend on the necessities of life, and every dollar then of that will
hav e to beo needed to buy those things if lie is a married man.

In 1946 under the present law not I. I. 1, under the present law
this man pays $380 in taxes. lie therefore has left $2,620.

Now, this proposed bill attempts to cut his tax from a level of $380
to a level of $304. But if I go on to point out what happens to a
$50 000, or $100.000-a-year man, the inequity of this tax bill I think
is ovious.

Senator HA~wES. You did point that out this morning. I waA
here, You pointed out all of those things this morning.

The CHAITMAN. I was going to suggest that we take this up in an
orderly way. There is no point in repetition ot all of your arguments
in answer to every question,

I do not say that in a mean way, but Just in the interest of getting
along.

MFr. RwXIrnmTINm1o. I agree; I think we ought to do that.
The (IIATMAN. As I undenitand'it, your arguments sorb of promniso

themselves on the fact that your wage requests are baed upon the
history of the last quarter of 1940 or on statistics prior to 1047.
1 The Department of Commerce shows that in 1940 we had Income
payments of $104 billion, We had wages and salaries of $100 billion,
end we had profits and this in after taxes, of $12 billion,

February 1947 alAwed an annual rate of $177 billion in income,
$121 billion in Wages and salariem as opposed to $109 billion for 1940,
and we have not got a figure on profits after taxes.

So there Is no question about the existence of officia data on tho
basic factors involved In either wage increases or in the general
problem that is before this committee.

Mr. RuaNmuono, That is right, sir. The level of $121 billion as
you point out In February, the level in January was $109 billion,
•121 billion In 'ebruary, Is still almost as I recall It $3 billion loes than
the average for theyear 1040,.

The CHAIRMAN. Going back to the pay-roll situation in 1046 and
this far In 147, I am reading from a Departmont of Commerce state-
mont of April t, 10947
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Factory pay rolls. The dominant element In the rise of total wage and salary
yenta during the prooodlng 12 mon ha remained at the January level alnmt

15 percent above the 1946 average. Income payments in both January and
February wore equivalent to an annual rate of about $177 billion, 7 percent
above the full year record total of $165 billion in 1946.I expect very shortly to got a statement from the Department of
Commerce that will show that in our income for March we are running
at the rate of about $181 billion at the present time.

Mr. RuTrTaNnioao. If we can keep that up, we will be doing all
right.
The CHAIRMAN. I certainly hope we do. I think it is a better

foundation for your wage increases than the obsolete standard under
which you have been discussing.

-Mr. RUTTNnERo. Well, I am afraid, sir, you put something in my
mouth on that one that I did not say.

The CHAIUMAN. Well, now, lot us get at this expendable income
business. Under the present l11w, a man with a.net income before
personal exemptions bf $2,500 has how much spendable income after
tax?

Mr. RunIensRo. Under the present law?
The CHAIRMAN. Yes,
Mr. RUIr ENnino. With no dependents, sir?
The CHAimAN. With two dependents.
Mr. RuTrENIsRo. With two dependents?
The CHAIRMAN. Yes, married with two dependents.
Mr. Ru VrrzNnao. Married man with two dependents..
The CHAIRMAN. I am using-the table of the House report, and that

is on page 14, but you have the same page.
Mr. RUTnNDsno, Married man with two dependents with $2,500

income, will have his tax cost-
The CHAIRMAN, I am not talking about that.
Mr. R rUTNvzER. He will pay-
The CHAIRMAN. Spendable income after tax; For the man wh~o

has'a $2,500 not Income before personal exemption, what is his spend-
able income after tax under the present law?
Mr, RUTTU SN8o. I think it I. $2,215. No, that is maried with

no dopuldtls. ' I do not have those figures before me. ,
The CHAIRMANAIt Is $2,406, without going through all of the

brackets, and under the present law, his percentage ot spendable in-
come after tax to net Income before personal exemption is 00,20.
Lot ul skip to $6,000. If you al, lenge any of these figures, please

say so, or otherwise I will assume thatyou assume them to bo correct.
A man with a net income before personal exemption, married with

two depoudents, and that will apply to all th' preent illustrations
I am giving, has spendable income of $4,411 after paying the tax of
the rsent law, His porcontIagO of spenidable income after tax is

Let te jUmp to $10,000. Under the present law he has a spendable
,lnrmo of $8,138. , o las 81.38 percent left.

'et usJump to $15,000. J-i has spendable income of $11,301,50,
Ie has 76.74 percent of spendable Incomo loft aftor he mays h4 tax.

Let tip jump to $25,000, Tht fellow lu $16, 47.0 loft. ils
poeoltngo of spondablh income af tr tax to net fnoome under" timo
pre law t 0.91 percent, , O I
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In jumping from $2,500 there to $25,000, we have seen the decrease
in spondable Income from 90.2 percent to 05.91 percent.

Lot us jump to $40,000. His spendable income after pying taxes
under the present law is $22,558. Ills percentage of spendable income
after payinF taxes is 50.4.

liet us jump to the $80,000 follow. His spendable income after
taxes is $33,830, and his percentage of spendable income left after
paying taxes is 42.29 percent.

Let us jump to the, $100,000 fellow. He has $37,699 left, or 37.70
percent.

The $150,000 follow has $45,462 of ppondable income, or 30.31
percent of what he started with.

The $300,000 follow" had $00,300 of expendable income left, or 22.10
percent of what he stared with,

And getting up to the million dollar follow, he has $161,150 left or
16.12 percent of his original spending power.

So in running from $2,500 up to $1 million, we find a decrease in
spending power from 90.2 percent to 16.12 percent. Is that correct,

Mr. RUTThNNjiniO. The figures are right, sir. May- I make a com-
ment on those figures?

The CHIUMAN. I wish you would.
Mr. RUTTENIIEG. I think the very basic point must be taken into

consideration here, sir. A nian, a married person with two dependents
earning a million dollars pays a tax under the preselit 11. R. I of
$728,000. He has left $272,000, if 1 subtract right. .1 do not havethe spendaxble incomec. I am subtracting just the tax from the income.

He has $272,000 left to spend, and buy the necessities of life.
The individual earning $2,500, sir, who is married and has two

dependents, has four people whom lie his to feed, clothe and house,
and has after he has paid his tax under 1H. R. 1, $2,433.

The CHAIRMAN. ILow much exemption?
Mr. RuTTENntmto. I ask you, sir, can the man earning $2,500 a

year with two dependents ninintain his family at any decent standard
of health and decency at $2,433, in contrast to the man of a million
dollars who obviously (-an do it with $272,000?

The ChAmiMAN. 1 will concede very readily that lie ia in not as
good a shape with a net of $2,405 to feed his family us he would be
under H. R. I if he had'a not of $2,433.50. I will concede that very
really.

Mr. RUTTr1'aIsao, It raises, of courst--
The CAmiMA. And the $2,500 follow with two dependnt---
Mr. RuTTioNnaza. The $2,500 follow with two dependents today

has $2 ,000 exemption, not nearly enough based upon the tiistorltil
concept of personal exemptions, the Congress itself adopted in 1913
when it pased the first income tax law, w hich was that a man should
be permitted to have as ean exemption sufficient to maintain a deoCent
standard of living.

This $2,000 now permitted Is no way near sufficient.
One other point I should like to make, sir, if I may, is that this

same man-yhat is Io paying in taxes today in relation to what he
was paying in 1939? He was paying none.

ThIe CAinm.. I do not see that puts any food in his marketlasket,
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. Mr; RuTortNumto. It certainly, does not. It takes it out, to have
increased this tax from zero to $95 -..iler tho present law.

The CHAiRMAN. You decrease his tax and )ou put some food back
in his market basket.

Mr. RUTrTNnuo Some but unfortunately more is put back into
the food basket of the gentleman with the S1 million or the $10,000,
than isput back in the gentleman's pocket with the $2,500.

The CHAiRMAN. It you cannot have your own program accepted
involving principally exceptions, would you choose to have nothing
in preference to 1. It. I ?
Mr. RUTTS NBno. I hate the alternative to be put in those terms,

sir, I think that if the Congress makes any stop in the present tax
legislation, it most certainly should , in fairness to the low-income
individuals, increase exemptions which wore drastically cut during
the war, and that that ought to be the approach instead of the kinI
of approach in H. R. 1, which is a flat across-thie-board Cut whie h
destroys the progressivity of your tax system,

The CHAIRMAN. Will you read my question, Mr. Reporter, and
then would you mind answering it?

(Question read.)
Mir. RuvTarNnito. In preference to H. R. 1, nothing could be

worse than accepting H. R, 1, I think, but any small out is justifiable,
but when that cut in proportion for a $2,500-a-year man in propor-
tion to what a $250 000-a-aar man or $1-million-a-year man gets is
extremely unfair and inequitable. $

The CHAIRMAN. Do you prefer H. R. 1 if you cannot have your
own system, or If no other system is accepted by Congress?
. Mr. RyuvrzNmRad. I say, if it comes to that kind of choice, sir,
H. R. 1 is not acceptable.

The CHAIRMAN. Not acceptable? You would rather have nothing
than H. R. 1, is that right?

Mr. Ru NiorI mO . Yoit put me, of course Iu; the kind of position,
sir, where one has to answer yes or no, and I do not quite believe that.
I think tle Congress, instead of saying, as you seem to e) doing, sir,
tht yon have nothing or H . U.1, Is closing its miind to the very basio
and fwidamental economic precept which ustut b takon Into con-
sidoration In the pasage of any tax bill.

The CHAIRMAN. I am inot proposing something to you. Thait is
entirely ima native, and that may be the choice. I am asking you
under that choice, would you rather have H. R. I or nothIng?

Mr. UTElNs Iu. If it came to a choice that an individual with
$2,A00 has his. net taxable, his spendable inpome increased by only
$28, Its Wgainst a man with $250,030, who has his spenlable income
increased'by about $1,700, and a man with a million dollars who gets
aivincrease of $110,000 In spendable Income, I say, sir, that no tax
hill is bettor than that kind of anvwfalr thItgo,so far as, the American
public is concerned,

The CuAmnMuN. Lot us look at the Implioations of that.
- What is the, total twablo ilcomo of incomo reoipients having under

$5 000 annual i ooiue?
Mr. IuvU UMsn.-., Of ouM it would depend 'upon tile level of

national income. I think tatt tlu% S tary of tjio Truttkry in sub-
mitting hbi tsttony before tile Senate conittee had some figure
in the tablt% that wore Ihnluded. I thlil you have those handy, sir.
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The CHAIRMAN. My figure is that there are 46,801,000 income tax-
paye.rs having inconm, net incomes under $5,000.

Mr. RUTTNIIRaG. 40,801,000.
The CHAIIMAN. That is 90.4 percent of all of the income taxpayers.
Mr. RuTEmNnmto. That is right, sir.
The CtAItMAN. My figul'es also tre that in terms of amount of net

income before exemptions those people under $5,000 have net incomes
of $91,382,800,000, or 80.1 percent of all the income of the Nation.
Is that correct?

Mr. EuTWimumna. That is right, sir; according to table D of tie
Secretary of the Treasury's tstimony l)efore the Senato Finance
Committee, based on the level of $160 billion national income,

Th1 CHAIRMAN. So that the total tax liability of those people
under $5,000 is $9,435,000,000, or 55 percent of the Nation's total
income-tax liability. Is that correct?

Mr. RUTTENoxFnRO, According to the same tale those are the figures.
The CHAIUMAN. And all of ti rest of it, from $5,000 on up to the

highest-inconme recipients, they have 44.5 percent of the total tax
liability. They pay $7,566,300,000, as against the $9,435,000,000
which the people under $5,000 pay.

Are you taking the position that you vould rather not ha:e these
people receive the benefit of from a fifth to a third off on their taxes,
those who are paying $9,435,000,000 than to be compelled to take
11. it. 1?

Mr. RUT -NnNAo. What I am Iroposing, sir, is this, that there are
26, if these same figures which you have-ti re are 20 million of those
taxpayers with incomea of less than $2,000.

he CHAIItMAN. Yes sir.
Mr. RUTTHFNIIEnO. That great bulk of American taxpayers should

be taken off the tax-paying rolls, They are the ones who should
receive benefit from a passage of a tax bill by Congress,

When you say, sir, do we propose to see these people prohibited from
getting a fifth to a third or fourth cut in tax, I say, sir, tlat those people
hould not only not be prohibited from getting a fifth to a fourth or

a third or whatever your figures were, hut they should be given com
plete exemption from tax payments, those under $2,000 a year.

The CIItRMAN, You have not atsweed ny question.
Mr. RuTmN1ini to. I think-
The CHAIRMAN. Your first answer was an unequivocal answer to

the effect that you would rather not have any relief for these people
than the relief which is given by 11. R. 1.

Now, in order to bring that answer into terms of reality, I am trying
to point out to you that when you give that answer, you are taking
perhaps three or four billion dollars out of the poekots of your own
Pe ole.

tr, RurrNnaito. I wonder if I can just cite tho figurms, under
II, It. 1, as passed, only $981 million. This was the bill as paotied by
tlo House. I think the figures are just slightly different now, but
the main point is there. Only $900 million of the total tax savings
of $3.8 billion in this bill goe to those individuals earning le thlin
$2,000 a yoar, and they oonittute 26 million taxpayers, or 64-percent
of tile total,On the other side of the hiome ladder air, 4 percent of the tax.

payers, which Is sono ,1700,000 taxpayers, ar getting under this
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bill more tax relief, $1,400,000,000, than are 20 million people in
thb lowest income brackets.

The CHAIRMAN. Do you adhere to your answer that you would
rather not have your people Itave this $3 billion-plus of relief than
to have H. R, 1?

Mr. RJTTEANnERo. I think it is an unfair question, sir.
Senator HAWKES. Mr. Ruttenberg answered it once, did ho not?
The CHAIRMAN. We answered it once, and I thought he was making

a proligate answer, not having in mind at the moment what wais
involved, so I thougbt fairness required that I bring to his atte-ntion
what was involved.

Mr. RUTTENnURG. I am perfectly clear, sir, in what is involved. I
realize that involved in H. R. 1 is $900 million tax relief to 26 million
people , as against $1,443,000,00 going to only 1,700,000 taxpayers.hat is whaU is involved in this bill.
.To say to the American people, the 26 million with incomes of
!oss than $2,000 should got no tax relief or take 11. It. 1, is, 1 think,
unfair, because this committee should be considering not only 11. It. 1,
but all types o tax proposals.
The C1AIRMAN. That precisely is what we are doing. That is why

you are here. That is exactly why you are here.
I am sim ly pointing out to you that it is not out of the range of

possibility that sometling along tie line of U. I. I might pass, and
when you made what I thought wis a v ery unfortunate remark from
the standpoint of your own people, I then took the pains to bring to
your mind what was involved in that remark, thinking it was a part
of fairness to do so.

But, I take it you adhere to your original answer.
Mr. RUTTENIIEUG. If you recall, sir, if you got the record and read

what I said, I ina( my answer unequivocally no, in relation to $)00
million tax relief going to 2d million people, as against a billion and a
half going to only 1,700,000 people. That type of tax bill is not fair
to the American people,

T'ho CHAIRMAN, You do not like it, and you say it is unfair, and you
have your own proposal But if we pass something that is in a general
nature of H. R. 1, It you have analyzed it correctly, the results will be
as we have dia uiwod, and under the answer whihe you have given,
unless you wish to modify it, you would be taking more than perhaps
three billion dollars out of the pocket.---

Mr. RuTmmsn N.R No, $900 million, sir, from those with less than
$2,000 Income, and $1,300 million from those between $2,000 and
$5,000 income, or about $2.2 billion from thoo people with less than
$5000.-

SThe CHAIUAN Yea,
Mr. Ru ,rwunsi, And those people constitute 46 million tax-

payers who will get $2.2 billion. But 1,700,000 taxpayers will get
1:4 billion in tax savings tinder thip bill.
The CIanIMAN., Andfhow much do they contribute to the revenues?

How much do these above the $5,000 income contribute to the revenues
in relation to those below $5,000?i

Mr. IUu aanno, At the present tine they pay about 44.A per-
cent of the total revenue, those people withmors than $5,000 income.

Th CHAIRMAN "Them kre 7 mil ion.
Mr. Ituriranno. They can Wiord to~ it.
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The ( IIIMAN. I it 10t, ('1thalheigitg that; I,7hs1,300 piy 44
percent plus of the totid amount of income, and the larger number,
0143r5,000 pity 55 percelit..

1 think at this point in the revordl it might he intere ing if I read
something that 1 noticed in Time last night, in referring to th(, recent
British budget. The story is on page 28, and says:

The budget wwas a striner in 4evf'ral wavs. It was a beauty for l)alatice.
iI ugh I)alton had achieved a sur)lus of about 70 million pounds ($1 080,000,000).
It had an unmistakable laborite look in keepihag Itteom taxes htighi on the rich
and tho middlee classes while easing those for tile lower-income l)racket, but it,
had one mionstroits feature, tihe dulty oi ol)Ctacco wit i) by 50 percent. That
meant that, a package of 20 cigarit,', whd.h cost 17 cots oni the budget today
cost 07 cents the day after. lBritons who had expected somo increase were
shocked. They swore at, Dalton for soaking tit- poor where it hurt, and they
swore they would sweatr off smoking. ly this week's end cigarette sales hadl
liuliped (iiir than half. Dalton, who Iilkes a cigar now atid then, lectured tho

blouse of (ommou. and tihe Nation oil the dollar evil of smoking too rauch.
Britons had si)e.t a whoppitig 300 million pounds on tobacco last year. It, wm
almost ott-tenth of the national income.

And a footnote says:
Thie. 10-16 ITjitted States tobacco bill wats about, $2,0)00,000),000, roughly 117

Ilerectt of the( tnationtal filcotie; said D~altont, ''WeP are ntow smoking one-third
moreW thlati before tho wvar. About So petrcentt of outr t obaucco Is imp1 orted from thIo
United States, mid1( we are drawing heavily mid intprovideitly onl the( dollars whici
we learned with ouir exports. The whole total of our exports to tite- l'tilted Statem
at, this time early exceeds it vahlie otilt OWnt cOlt'ilptio (if Aitericatt tobacco.
The thing has eome fana t e. Vorklig people, the backbone of labor's sit
port, will be lurt most by the tobacco b),ustI. A man with a £5 weekly
wage, abottt ote-liftl of lrtI wage earmers gel less, will !,-ave to spend about
oit-fourth of his pay to smoke otte package of cigarettes a day." I)alton gave
the lowest wage groio) the solace of a cutl iti icome t a'-es which brought them
back to about, the 1040 level. Of tile basIle rate of P shillings to tile l)0om(1, .15
percent remahit, Iml lby lifthg thi, basio exoniptionx pnd iWrvhasig allowattees for
dopeolce ttlto budget took Incoie tax entirely )IT of about 750,0(0 low-licolite
Britons, tifder the schedule a itBriish couple wit i; two chlhdrei will pay ito tttx
Unless thty earth more thatn $28 a week, and they would lnot Ipay the 46 pereot
rate utless they earn more than $40 a week. Tfho change left middle-bracket
taxes murdorouisly !igh, ,xaEmple a married coltplo with three children earning
$4,500 t year would be t xed $1,212 (a cut from $1,320), In the tited Stttes,
stch a family pays Pbhmut $300. Itn other Tcl)oets ])altoit's InuIget follows labor's
Robin blood thl of taking from the rilh to give to t1e )1100, Taxes ott t41dis
tnibuted profits (dividends) were utp from 5 percent to 12 n lx'rtt, A few for-
tunoate Britons breatled easier. 'Itey had expected a slahing 20Opercent tax,
Ithuritaiwe dullo, wore almost doubled, Sales tames wore oo.n Itomig, illudlntt
boxhig gloves, chamber pots, and tooth pasto it a wloppintg 00.peremt lur-
011MVi tax wokt oit-40 hea lni arld Co04k1i.-r Apltialcca.

I contribute that for no other purpose than that it gives a little
pe edlivo on the whole subject.

M, Ru 'rNDERGo, I would like to make two comments on that.
One of the first measures thiey did was to reduce or eliminate from the
tax rolls a great number of low-income people,

The CHAIRMAN, YM ,
Mr, RtxnrXN11NRC1, Secondly, but I do not Say that we ought to

Ic, t)t what is done in England, I Am sure the Senator from Colorado
would not he too willing to actcept some of the other featurs of the
British Governituoet, just as we iosaibly woudl not want to see that
kind of a. tax systan imposed ii this country,

Tha CHAIRAN., You Could probably find other morals from the
articles if you searched for tijn,

Mr. RuvTA' NDaO, I should, air, and I should point out-
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The CnARx Ax. I am not asking you to search for them, because I
am not making them myself.

Mr. RUTTE RNmO. I just want to make one point. As you recall,
one of the main features of our tax program was the elimination of the
excise taxes on just this kind of commodity, cigarettes.

The CuAXnMAN. The greater proportion of individual income t~'x
in terms of money has been paid by individuals whose net income
has been less than $5,000. We have found that the rates of thoso
taxpayers are much lower than those of the higher brackets, the
range being from 3.8 percent in the lower brackets to 85.5 percent in
the hiher rackets.

Mr. -UTTENHRo. I think you just put those figures into the record,
sir, based on $160 billion income. Those people above $5,000 a year
net income have a total net income before exemptions of $22,650
million, or 10.9 percent of the total. I think it is table D of the Sec.
retary's paper.

The CIIAiMA. Coming back again to this amount of wages and
salaries statistics, you say on page 3 of your statement:

In spite of the wage increases which were won in early 1940, the annual rate of
wage and salary payments dropped from $114 billion at the end of fiscal year 1945
to 5109 billion by-the end of 1946.

I believe that I have already given you the statistics showing the
pick-up in the present quarter.

Mr. RUppN1nufto. Yoiu have cited the, February figure, which was
$112 billion, which is titfll $2 billion, of course, loss than the wage and
salary paymnts while profits quoted in the first part of that para-
graph have jumped from $10 billion to $17 billion.

The CHIAMAN., Several times you sounded the theme "This bill
give tax relief to the greedy and not to the needy."

Would you say that the people who had incomes of $5,000 and less
in a year are in the needy category? I

Mr. Rurramajosn. I would, air. I should like to quote from
Randolpl Paul.

The CnOtiaIMAN. Just a moment. 'The relief that they got is what
percentage of the total relief that it given by It. R. 1?

Mr. RY'TrnuiRam, Well, they get about 60 percent of the relief
under H. R. I but let us not forget what proportion of that 60 percent
goes to those below $2,000. Everybody below $5,000 needs every
cent of his income to live decently, but, sir, let us not lose sight of the
fact that everybody below $2,000 needs oven more tax relief tlian those
between $2,0 0 and $5,000.

The CI AJUMA. And the law in adjusting itself to that situation,
so fr as it has, leaves the man of $2,000 or less what percentage of his
spendable income after taking these taxes away from him?

Mr. RU1rION0 aso. 08.8, 1 guess, sir, In that neighborhood.
The CHAIRMAN. Thank you,
Mr, RuvrNumto. But do not forgot, sir that Is only $2,433' a year,

for' a mat, married with two children. That Is wht the bill leave
him with.

The CnmqMAN. I am now making the point, that no matter what
the amount, if you Rive a man 30 percent relief o that amount, It is
not someathing thaI should just be cavaierly hohod off as not impor-
taut, when he has the ncoities for spending n~oney which, you point
out,
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Mr. RuTTuNIitu. That is right, sir. I propose that his tax should
not be cut 30 percent, but that sich an individual be olinsinated from
the tax-paying rolls completely, because lie needs that income so
badly.

The CHAIRMAN. I want to say to you that the Congress has not
demonstrated itself as entirely unarmpathetic with that; in 1945 we
took off 12 million taxpayers, and in H. R. 1 we are taking off about
how many, Mr. Stam, in the old-age relief?

Mr. STAM. About 825,000, according to the Treasury.
Mr. RUTTENBEna. Do nbt forget that some of thoss people above

65 years of age who are getting this relief are individuals who reall
do not need it.

The CHAIRMAN. I would not be surprised. It is like all of these
laws. They have to apply uniformly to those who come within the
class.

Are you opposed to that feature of the bill?
Mr. RuTTHNNnERG. No. I think there are considerable numbers of

individuals who are 65 years of ago who need this kind of relief.
The CHAIRMAN. I am asking you are you opposed to that feature

H. R. 1
Mr. RUTT GNnEO. I would not be opposed actually'to that.
The CHAIRMAN. Are you not in favor of it?
Mr. RUTvENDnUGo. In favor of it, yes, because it gives certain

individuals---
The CHAIRMAN. Why, of course you are.
Mr. RUTTENmmO. The relief they need. It also gives considerable

Senators and Congressmen relief too, which they do not need.
The CHAIRMAN. I hope it works out that way. Mr. Ruttenberg, if

you were not in favor of that part of H. R. 1, you would be flying in
the face of a large part of the social security program of your organiza-
tion; right?

Mr, CU UTUNIRNO, You are right, sir. That is why I answered in
the affirmative.

The CHAIRMAN. Now, on page 4 of your statement, you say:
This perplexing question-
and that is as to whether we want to encourage consumption or whether
we want to minimize restraints on enterprise, and so forth-
Thin porbixing question can be answered very simply, Aiy tax system must of
necessity Increase the amount of purchasing power or consumption, that Is, money
available to spend In the hands of the American consumers,

I Would agree entirely with that, and I think most everyone else
would, so far as it goes, Do you not have to have both? Do you not
have to have mass consuming power and at the same thne the power of
malug pkay rolls which keeps tho, people, working? 0

Mi.~ 1tTOrNDiER. If you recall I also said It another part of my
statement if we are to continue the demand for the products of
industry, the Congress must see to it that the tax burden upon low.
Income individuals receives first priority, and not as appears likely,
the last priority. k

_The CuAmAN, Speaking enorll, I doubt wlwthlr you would
take the position that, an inte1gent ax act must not giv attention
to keeping tho mitchic, getting the macbile, aad supplying the
Sueichlne to the workers as well as giving benefits to %the workers
would you?
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Mr. RuTTmNnno. The tax bill should take that into consideration,
but I think the basic and major consideration is that of increasing
purchasing power in the hands of the workers who will buy the
products which industry has been given the incentive to produce.

The oHAIRMAN. It is perfectly obvious that if the worker does not
have the machine, lie is not on the pay roll and lie cannot buy any-
thing; is that not perfectly obvious?

Mr. RUTT ~NBERO. That is right, sir.
The CHAIUMA.. So you have to give some attention to both, do

you not?
Mr. RUTTENHInEO. You do.
Senator HAwKEs. Mr. Chairman, might I bring in a little point I

have been thinking about here, and see itwe can got Mr. Ruttenberg'sopinion on it?The CHAIMAN. Certainly.

Senator IAWxEs. He suggested a few momentsFago that the average
weekly eariting wao $47, is that not right?

Mr. RuTrTPNEiat.' Of workers in manufacturing industries for the
most recent month of February for which information is available.

Senator UAWKES. That is the manufacturing industry?
Mr. RUTTFNuxnO. That is right.
Senator HAWKE1S. Have you got the over-all picture of the peole)C

that are not in the manufacturing induistries?
Mr. RUrTrNB1PRG. These are-- '
Senator HAWKES. It would be 'lower than that, would it. not?
Mr. RUrl NBERG. Yes; considerably lower.
Senator HIAWKS. Considerably lower?
Mr. RUTAN RG. I do not have the figures offhand.
Senator HAwKEs. I know it would be lower.
Mr. RU'rnNDERO. Yes.
Senator HAwKrs. All right. Now, then, you suggested after that

that the average income for anybody to buy the necessities of life
should be raised to $68 a week.

Mr. RuTuNs5I Ro. Well, that is one criterion that can be used.
Senator HAWKEs. I take it you supported that or you would not

have presented it.
Mr. RVrsRNUaR. That is right, sir.
Soator HAWK:B. What I have been thinking about-you may

be able to cure it in my mind-I have been thinking that $21 a week
would be $.1,092 a year, and there are 50 million workers, so that would
be $50 billion. That wouid be about haif of the total money paid to
wag earners in the United States over all.

10r. RU'rrXNalXo, Presently; yea. The rate is 112 billion, as the
8enatpr pointed out.

Senator IlAwxics. Whore would you get that $50 billion? That is
what I want to ask you. I know, because you are talking about
koping the cost of living down, not raising any prices, and so forth,
andI want to ask where you would got that $50 billion.

Mr. RU TrNauint, The kind of a proposal which would bring about
a level of $68 or $09 or $05 Whatever it might be, per week, is not one
of a short-range issu at aft, but over a groat many year, as I think
that Sehator Millikin pointed out tits morning. 'Ihe standards of
workers have gradually improved you by year over the past decade;
such would continue, . os
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Senator HAWKEH. He also pointed out this morning, if I remember
correctly, that the real purchasing, the genuine purchasing power had
only been increased. 3.5 percent.

Mr. RUTTENBERG. I think he meant 3.5 percent a year.
The (HAInMAN. Yes; over the 100-year' period.
Mr. RUTTENnEItO. That is an increase in output per man hour au

determined by the BLS. I
Senator HAWKES. You say you want us to have the facts.
Mr. RUTTENnRon. That is ris)it.
Senator HA*KEf;. I am looking for information. What is the 15

cents an hour increase in percentage, do you know?
Mr. RUTTENBEG. In percentage of what?
Senator HAWKES. In percentage of the wage earner's wage at the

United States Steel. TIhey granted 15 cents an hour increase. Lot
us take them. What percentage of the wages is that?

Mr. RUTTEN mio. That in the average hourly earnings in iron and
steel in the neighborhood of $1.30, so 15 cents an hour increase would
be slightly more than 10 percent.

Senator HAWKEs. A little over 10 percent.
Mr. RU'TTENBERo. Yes.
Senator HAWKES. If that thing went through the whole country,

and that is what I think you would like to have it do, and I am not
sure that I would not-I do not know, I would want to get some facts-
but if it went through the whole country, it would be $11,200,000,000,
would it not, as related to $112 billion wage bill that you cited here
a while ago?

Mr. RUTTENBTEo. $11,200 million.
Senator HAWKM. The total profits of all corporations after taxes

last year were how much?
Mr. RUTTENBEIIO. In the fourth quarter of 1946, they were 14.9

after taxes, but, sir, I think you ought to consider what they were
before taxes, if you are going to mako thit kind of a calculation
which I think you have in mind. I think they are in the neighborhood
of in excess or $25 billion before taxes.

Senator IHAWKES, Mr. Chairman, did we not have an estimate here
the other day that the total net profits after taxes of all corporations
would be $12 billion in 1947?

The CHAIMAN. I believe that was the figure.
Mr. RuTuNusito. That is the figure, sir, for the entire yoar' 1940

the annual rate for the first quarter of 1946 was $9 billion; the annual
rate for the second quarter was $11 billion, te annual rate for the
third quarter was $13 billion, ad the annual rate for the fourth
quarter about 15, so when averaged for the entire year it becomes $12
billion,

Senator HAwKEs, I know you want the facts,
Mr. IU'trIVNnuitoi. And I am giving them to you, if I can.,
Senator HAwKsR. I am not saying you are not. I wanit you to

help m reae4i this,
That would he $11,200,000,000 increase if it went through all

industry, and th beat estimate I think Secretary of the Treasury
Snyder said that it was estimated that the not prof)lts might he as
higt u $12 billion after taxes in 1947.

Mr. RUTONnoAi, The rate for the first quarter is $17 billion. Ho
to then anticipating a decline in national income if he says that,
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Senator Ilawau's. I do not know what the figure will be. Neither
doyou. I am using the figures given us, If you took that $12 billion
and took $11,200 000,000 off it, it would not leave anything for the
corporation, would it?,

Mr. RUTrhNaiRO. But, sir, what were those profits before taxes?
Senator HAwKs. It does not make any difference.
Mr. Ru-rVNmto. I think it does. You as an industrialist pay

your workers wages before.
Senator HAwxjs. It does not make any difference; the corporation

is just exactly the same as a laboring man. ie is interested in what
is left after taxes, If you remove that $12 billion, and there is nothing
left, what I am getting to is this, the very thing you are talking about.
Have they not got to raise their prices and does not that have to
increase the cost of living, and take back some of this thing and chatige
the whole picture again?

Mr,. R rme;Bma. Lot me just put this in its proper perspective, if
I may. A wage payment by a company is a cost of production, figured
and calculated as operating income affecting operating income before
the payment of Federal or State taxes.

Senator HAWKzs. Yes.
Mr. RUTTENBmrO. Therefore, if you say that you are going to in.

crease $11 billion, or whatever the figure is, total wage payments in
the country, you are increasing that before the payment of taxes to
the Federal Government; by se. doiig,of course, you reduce thte
revenue which the Government g going to -et, because under the
present corporate system about 38 percent ol that would be paid by
the Governiment.

Senator HAwxnse. My point is that you cannot inject $12 billion
into the cost of things without raising the price of them.

Mr. RvT"ziq5jRo. It just depends, sir, how--
Senator HAwyms. I admit in some companies that very frankly

they couldprobably raise wages 15 percent, and if thej still had a fair
profit left would think they were very foolish under present condi-
tions to raise their price, -1 should think in their own self-interest
they would not do it. . , I

Mr. RUT'rNavao, Some companies are reducing prices.Senator HA, w1I, There are so many that catot do it- that is the
point that I want to bring out-- that this thing is all a circle.

The CHAIRMAN. Would this be true, Sonator Hawkea? You can-
not absorb wage raises without increasing prices when the market
becomes competitive, and at the present timo in many fields the market
i not yet competitive because the supply has not caught up witli the
demand; is that not correct?

8enator HIAWYis. That is true.
The CITAIRMA. When the market does become competitive, you

arc working on narrow margins; und, workhg on narrow margis, if
your costs racreaso, your prices have to incroaso. Is that not correct?

Senator HtwKxs. Just as sure as night follows day. *
Mr. Ruvrvxnita. It depends on what you say by narrow margins.

Margins in relation to Investment or caitial iwycstnent of corpora-
tions In the year 1040 wore in the neighorhood of-well, let us just
take some estimates-If I can romem er roughly I think return on
stat worth for all corporations after tax"e was In die neighborhood of
12 or 18 parent In 1940, as compaw f1 O,4 percent in prewar years.
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When you talk about whether wage costs, increased wage coats, are
going to affect the price 'tructure you havi to talk in terms of what
you mean by a fair margin of profit, If you consider double increase
in margin of profit from 1930 to 1039 to be adequate and justifiable,
and therefore it should not be reduced, then you are correct in saying
that prices would have to go up. But prices do not have to go tip if
margins will be reduced. As margins are reduced prices remain
stationary or go down. You increase volume ana the company
makes just as much profit as it would anyway because of higher
production and volume.

The CHAIRMAN. When you get into a competitive state, everybody
is selling as low as he can sell consistent with what he conceives to be
fair margin of profit. Is that not right?

Mr. NUTTENER0. You would not say that the price of steel is a
competitive commodity.

The CHAIRMAN. I am not so sure that I would say that, or I would
not say that, but is it not true that when you do have competition,
that the competition takes care of the price?

Mr. RUTTENBERO. If you have competition, but the problem is we
do not in our American economy have too much competition.

The CHAIRMAN. That was the whole premise.
Mr. RuTTENDERG. You would agree with that, would you not;

we do not have too much competition in our American economy as it
operates today.

The CHAIRMAN. I think we could do well with more competition in
bomci fields.

Mr. RUTTENBERG. We are where we could use more enforcement of
antimonopoly.

The CHAIRMAN. I am not arguing that at all with you, and that is
neither necessary to your case nor to any view that I might have.

Mr. Rui-'rrzuNsto. That is right.
Senator HAWEBs. The converse of that is true, because the Gov-

ernment stops vicious competition that goes to the heart of destroying
other people. It has got to do it.

The CHAIRMAN. I believe we have already had sufficient discussion
of this net spendable income matter. I think you made it amply
clear that you would like to increase the not spending power of the
low-income man.

I believe, oxi the other hand, it has also been pointed out that the
reason the percentage of increase of the low-income man in spendable
income is less than the percentage of increase of spendable income for
the higher-bracket man is that the low-bracket man starts out by
pt ing a much smaller percentage of taxes,

I think those two things together put the matter in perhaps its
WOWse prspctive.pr. RpNecna, But the spendable income of the low-income
individuals would be increased that much more if he were taken off

the taxpaying rolls of the country by increasing the exemptions,
rather than this 20 percent out across the board.

The CHAIRMAN. Personally, I would like to increase jiis spendable
Income.

Mr. RuT nN8148. In preference to increasing the spendable income
of th high-income braokots,
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The CHAilMAN. I think you have to take it off all the way along
the line as rapidly as you can. I think if you want. to keep your
people working, you have to restore some investment capital to the
market, unlo you are aiming at an entirely totalitarian form of
government.

Mr. RwrrENmBO. Which, of course; we are not.
The CHAIRMAN. I did not say that you were, but that is the end

point when you argue against leaving enough spendable income to
kee) the machine going.

Senator HAW KiS. I happen to have the figures now that conic from
the Treasury Department, Division of Research and Statistics, and
they show that tre total not income available )y till corporations for
dividends or other disbursements in 1946 amounted to $8,915,000,000,
and the estimated figures are just about as I thought they were, for
1047, $12 400 000,000, and they came foni the Secretary of the
Treasury Snyder.

I might add right here, and see if Mr. Ruttenberg disagrees, that
I have a set of figures over in the office showing all of those net earn-
ings of corporations were canceled out and given back to the public ;
if they were they would not reduce the cost of living 5 percent in the
United States.

The point I have in bringing that to your attention is that you
have to find other ways to got this cost .of living (town and holdt it
within the means of the low-bracket people you are talking aboit.

Mr. RuTiNuicto. I think you can hold ti e cost of living down and
force it down if industry were willing to accept a more reasonable and
equitable profit level and margin of profit.

Senator HAWKES. I am telling you, if tie whole thing was given,
and industry did not have any, it would not reduce the cost of living
but 5 percent in the United States.

Mr. Rurrmn1ituo, You moan, sir, to say that if we reduced the level
of corporate profits to zero--

Senator HAWKS. Yes.
Mr. l{U'mrNnmto. That it would not reduce the cost of living to

the American consumer by more than 5 percent?
Senator HAWynca. All that was was $8 billion, and I have a state-

mont in my office from the Income Tax Department, one of the ablest
men In the country. He has mnade the computation. If that whole
thing were iiot earned, and the price of goods were priced, and the
taxes went on as they are, that whole thing, if it were contributed to tie
situaton, would not reduce the cost of living 5 percent.

You take those figures over and check them, and see if ou disagree.
Mr. RuT'rrNIUIRO. The part of the problem would evolve food

producte and farm commndities which are not affected by the corporate
level of profits, but I would like to know what tiat $8,000,000,000
figure Is.

Senator HAWKLiS. It is given here as all not income available for
dividends by all corporations In 1940, $8,915 000,000 and that c6mes
from the Treasury Doartment, Division of Research and Statistics

Mr. Ru"rwito., Available for dividends?
Senator HAWKS. Yes.
Mr,.RunTsNao. There is a discrepanqy between that figure and

the Dopartnment of Commerce's flure- of $12 billion for the level of eor
porate profits after taxes, unh ls. tiiaIb hust available for distribution
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in dividends and does not include that pairt of undistributed profits
which the corporation retains in earned surplus. The figure is higher
than that.

Senator IIAwKEs. No, no. They paid out, let me give you the
figures of what they paid out in net dividendls aid in 1946. They
were $5,100,000,000. That is the total over-all not earnings of the
corporations.

Mr. RUTTENIJERG. I have n1ot seen those figures for '46.
Senator HAWKEs. Those are the Treastiry Department figures; are

they not, Mr. Stain.
Mr. STAM. Yes.
Mr. RUTTENnERo. I should like to see them.
The CHAIRMAN. Mr.,.Ruttenberg, as I understand it, you would

cancel the wartime excise taxes as it part of the benefit that you
would give to the taxpayers under your own proposal, is that right?

Mr. RUTTENIHIt. As the first step for the complete elimination
of excise taxes.

The CHAIRMAN, Those wartime excise taxes consisted of these
items: Admissions permanent use or lease of boxes or seats, sales of
tickets outside of box office, cabarets, roof gardens, dites or member-
ship fees, initiation fees, jewelry, furs, toilet preparations, distilled
spirits, imported perfumes containing distilled spirits, still wine,
sparking wine, fermented malt liquor, billiard and pool tables, electric-
light bulbs and tubes, long-distance telephone calls, domestic tele-
graph cable radio dispatches, leased wires, wire and equipment
service, local telephone service, transportation, advertisements,
seats, berths, luggage.

Would you take all of those taxes off before you would grant
income-tax relief?

Mr. RUTTIENijtiO. Not before; simultaneously with.
The CHAIRMAN. You would favor taking them off simultaneously?
Mr. RUTTENB10.11(. The overwhelning percentage of the excise

taxes paid mtdr this higher rate certainly do not come from the coin.
modities like a few of those that you lnntionel(. They romnl mainly
from liquor and distilled spirits, admissions; those are the things, al
perfimes. Those are the things which the American public, low-
income people, participate in anit use, and it hurts their hlcome.

The CHAIRMAN. There are some items there which to my mind are
not luxury items. There are some items which might be considered
luxury items,

Mr. RuvrION nHltO. Perfums.
,The CHAIRMAN. There are many items which might not be con-

sidered necesitiop under your own definition of necessities. Let us
see what we would have if you took those off, You would still have
transportation of property, business aid store machines, coin-operated
machines electric gas, aind oil apparatus, matches, musical instru-
iments, ph1otographteo apparatus, refrigerating equipment, sporting
goods, distilled goods, wmi stamp taxes,

There still would bo a very largo field of what you properly term
regressive taxes, which we ought to get rid of, if and when we can,

Mr, Rurr atsnto. In the proposal, sir, I said as revenue require-
luents permit, they ought to be eliminated, except those that are
rgialtory in character.
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The CHAIRMAN. All I am driving at is you would not get rid of
the war,taxes to which I have referred which are rather on the non.
necessity side prior to the reduction of income taxes, and your answer
to that was you would do it simultaneously, is that correct?

Mr. RuwrrENBIOU. Yes.
The CHAInuAm. You would also make some tax saving under your

plan by mandatory joint returns.
Mr. RuT rNDERO. Increased revenues.
The CHAIRMAN. Increased revenues. Would you do that even

where the income of the husband and wife, their incomes are truly
independent, rather than phoney separate incomes?

MVr. RUirncsBERo. Well, that would be a problem that certainly
ought to be looked into. I am not too sure of what the effect of
legitimate distribution between husband and wife but as a general
principle I think there ought to be mandatory joint, return.

The CHAIMAN. We have a lot of States----
Mr. RTTErNBEo. Nine community-property States, yes.
The CHAIRMAN, Where husbands and wives, and outside of the

community-property States, are entitled to havo independent prop-
erty and independent income. It is their sepprato income tinder
their complete control Would it be a just system, and I aim talking
about that kind of a case to compel a lumping of that income and
to pay taxes on that basis?

Mr. RurrJ0NBVRo. I think that would be one problem that would
deserve looking into considerably.

The CHAIRMAN. What you are working toward then, is a phoney
division of income, is that right?

Mr. RU IrsNDUmRO. That is right.
Senator HAwKms. Not the division of phoney income.
The CHAIRMAN, Yes.
Mr. RUTTENDERIo. You call dividend income phoney.
The CHAIRMAN. I mean where the husband by tax-evasion devices

splits his income and thus splits the total anotwt of taxes.
Mr. Ruqr.%NEzio. I can see, though, there would be considerable

area in which it would be hard to tall whether it was phoney or not.
The CHAIRMAN, You also would tighten up the capital.gais end

of the business?
Mr. RUTTUNnno. Yes, sir.
The CtTAflMAN. Would you also have compensating provisions

for capital losses? % I
Mr. RuTrTNDIAo. Yos, sir, we would.
The Cia^vAN, So that that would probably wash itself, if there

were a proper balance between the .two. .
Mr. RugTaNano. Well, capital lopees should be permitted to be

charged off against long.term capital gahm
The CHAIRMAN, I you had those two in a given period, a period of

rising prios, for exa4nple, you night take in quite a little revenue on
yeut, th ory of tightening up on that, and getting more revenue out
of it, but you woWd lose the samo amount of, revenue in a declining
market.

Mr, IRnTTExsp7uon Asuming of oouroe that there Is going to be a
hu' e atuount of that. I

R6h CuIAtmAr. So that over the longer ttam you have balanc d
one agai sit the other and I doubt whotheriln the long term you would
le #aive no~t, hi'r lwe ill 1-11voI11ue,
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Mr. RI UrINEno. Except I dare say, sir, if you examine the capital-
gains revenue receipts over a period of years from 1929, you would
have a not gain in revenue, not it loss.

The CHAI'UMAN. That depends upon how long you are permitted to
carry over. You would be permitted to carry over losses, and it do-
pends on what period of time it is from whieh you derive your statis-
tics.

Mr. RUvTTENnRO. Certainly. You make statistics always prove
your point.

Senator GEoitoa. Any point in suggesting the capital-gains tax to
get more revenue, is that your point?

Mr. RUTT7.NBFRo. 1 think the type of capital gain from one point
alone should be (lone,

Senator GOnaoRo. -1 just wanted your answer.
Mr. RUTTENDER0. oectirities held until death, they are exempt

from capital gains.
Senator Gi otom. Not exempt from taxes, though.
Mr. RuTTNnxmo. Not exempt from estate taxes; no, The

estate taxes are paid upon it if they come within the exemptions, but
they are exempt from the capital gains tax.

The CHAInMAN. Do you not want anything to be loft in the estate?
Mr. RUIr NiHEO. President Roosevelt once proposed something.
Senator GEonio. So is a mule; if you keep a mule until he dies,

you do not get any capital gains on hun.
Mr. RuVTINBnEo. Bit just look at the equity of this kind of situa-

tiofi, Senator George. An individual buys securities for $1,000.
Senator Giyonoiu. Did you have in mind getting more money by

increasig the capital-ains tax? That is what I want to know.
Mr. RU ENH GIO. If we have faith in our economy to operate at

high levels of production and high levels of employment and national
income, over the long run we will get incroasod revenue from capital
gains revisions. But if we have no faith, and say' that in a period of
coming years we are going to have a recession and a depression with
large capital losses-

Senator (hioxtmo, You have too many "ifs" there. You lose me
with your "ifs." Tlho only thing is thatwe have a long long record
of just what you did gain by a higher capital gain$ tax. Ve got down
to whore wn were getting about $12 million a year, and as soon as we
out that tax, why, we began to pick up a lot of rvenuo.

Mr. RUTTINNIOto. I think over the long run, sir, if we are going to
have prosperity in this country as against having 'a recession, not
revenue will be increased.

Senator Gicouov. We can depend on that,
The CJHAIMA , You recognize also that you can carry capital gains

to the point where you are not turning your capital.
Mr. R11rTsrNzmO. Yes, sir.
The CIIAUIMAN. Wo have to avoid that.
Senator HTcavs, That is the same point I have boon emphasizing.

You can have a tax law on th books that says It Is going to take 98
percent of all of anybody's earnings over and above a cewtain unount,
and it would not turn In very much revenue. And you can have a tax
rate cn the books that is fair and that will stimulate initiative and it
will return very substantial revenue. That is what wo are looking for,
iA substantial revenue.
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Senator Gzonois. I do not think your basis is good in asuning that
by simply increasing your capital gains tax, you might have some
increase in your capital gains tax. You might have a readjustment of
the holding period and all like that, and you might pick up some
revenue, but-I think that practically speaking, as you increase your
capital gains tax, you are r ;tting down revenue from that particular
tax. You may get some money, it might have some indirect benefits,
but because all of our experience has been the other way, and your
experience is the thing that counts in writing taxes and what is
human nature, and it is not human nature to sellstuff if he has-to pay
it out in taxes.

Mr. RUTTzNBXRG. It might avoid a lot of speculation on the
market, then.

Senator GRORO1. There may be some other benefits to be derived
from increasing the capital gains tax, and we may well consider a
rearrangement of holding periods. Actually, I have always felt that
a capitalgains tax was a very poor sort of tax, because" does not
represent true income, but we have it and I suppose we will always
have It.

I would like to see, maybe capital-gains rearrangements go that
after a reasonable length of tune, the tax would become less rather
than increasing on the holder of property.

I think It would pay in the general economy. That is beside the
question. I do know we went down to $12 million, I believe it was.

Mr. STAM. That i6 right.
Senator GzoRoex. Out of capital gains, and now we are getting

four and five hundred million, are we not?
Mr. STAM. Over 500 million; close to 600 million.
Senator GOoaon. The boys are speculating, If they had lower

Individual income rates, they would not be speculating so much,
They would still buy stocks.
.Mr. RUTT1ANB1n0. Idle money has to be invested.
Senator Gono. Yes.
The CHAIRMAN. Mr. Ruttenberg, I notice that you want to make

the osate taxes and Aift taxes more effective, How much do you
figure you would be giving by doing that?

Mr. RPTONBU0Ro. I think it has been estimated, sir.--this question,
of courw, has been discussed by this committee for a great nian

4,: years, I think all during the war years -it has been estimated through,
various sources approximately a billion dollars' increase in revenues if
you could tighten u pthe estate and gift taxes.

The CAM AN. You mean from the evasion, loopholes, is that what
you are talking about?

Mr. RuTTJaNsita. The high exemptions which are permitted the
life estate, the passing of estate from generation to generation without
any tax.
ThCAIRMAN. s that poVsiblo now?
Mr. Ru inono. It is; yes; on life estates and an individual can

ay, "Upon my death the return friom this property shall go first to my
wife; upon her death to my grandson, and upbq his death, if a groat-
grandson is living, to that one," pase from one generation not the
income itself but tho return from the income, wit'lout the property
itself boing subject to estate ax,
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The CHAItMAIJ. The Bureau of Internal Revenue is trying to collect
the tax now for all possible future transfers.

Senator HAWKE.B. May I ask a question there? Are you sure you
are right about what you are saying, because I am told otherwise.
You said this morning you could avoid inheritance taxes and gift taxes
if you were well advised legally.

Mr. RUTTENtsmIRG. That is right sir.
Senator HAWKES. I have beon looking for some advice to help me

avoid'income tax 'But never to evade it, and I am told by one of the
best lawyers in Rew Jersey there is no way in the world to pass that
property along further than one generation. In other words, you can
leave the income to your wife, but when it goes on to your daughter
or your grandson or whoever it may go to, the next thn it has got to
be taxed. Is that true?

Mr. Ru'rrENnEn. It is my understanding, and I may be wrong
of course, but it is my undorstanding that, if at the deathh of an iindivid-
ual, a grandson and a great-grailBson are at that tuno ivhg, not
conceived, but living, that the property can be passed from th
deceased to his wife, to Iis grandson, to his great-grandson, and all
along that lie there will be no estate tax.

Senator HAWKCS. On the principal.
Mr. RVTTwnERO. 04 the Principal; that is right; but there will

be, of course, tax upon the income derived from the principal.
Senator HAwKxs. I am not sure I am right, and you are not sure

you are right.
Mr. RUTTENnIURO. I fool fairly certain on my point. I would like to

be checked by th Bureau of hIternal Revenue people.
Senator IIAWKES. Why was there so much concern over Henry Ford

being able to pass his company right straight along and why was all
of this worry about his losing his bushimss to the bankers and (istrib-
uting the stock and one thig and another?

Mr. RU'rTENnno. I do not know Henry Ford's situation.
Senator HAAWKMB. It has boon one of the most talked of situations

hi the country.
Mr. Chairman, may I just ask Que little question, because I under-

stood Mr. Ruttenborg to say that he would like to see all of those
excise taxes removed, certain luxury taxes.

Did I understand you to say that you would like to see the taxes oh
cigarettes hold longer? rrhe war taxes that wore put on by the Rev-
enue Act in 1943, vould you like to see those continued?

Mr. RUTTUNnhIo. I think if I could state the problem the way I
have it in my testimonW is that first, as a first stop, eliminate those
taxes which wore to have been out as of Juno 30, 1047, had Congress
not passed the bill. That is the first stop.

As soon after that as possible I would say add as a parenthetical
expression hero, now, if possible, all other excise taxes that are there

ecept those thab are regulatory in character should be eliminated.
Cigarette taxes is one of them. The tax on beer and the tax on a pack
of cigarettes, whih the avenrge workingman buys today, day in and
4ay out, should be eliminated.

hoator HAwKWs. You think they ought to be oliminatod as soon
a poasiblo?

Mr. Ru min Nno. That is right.

141,

279



280 INDIVIDUAL INCOME TAX REDUCYION

Senator HAWKES, You would do it now if you could?
Mr. Ruomino. That is right.
Senator HAWKS. Thank you.
The CuAia*AAN. Mr. Ruttenberg, do you wish to go any further

with this State gifttax theme of yours? Can you tollus specifically
what loopholes you would close?

Mr. Ruv nTiNino. Under the present law, an individual for ex.
ample has a 230,000-a-year gift-tax exemption. He has a $60,000-a-
year estate-tax exemption. Those are total exemptions. of $90,000
on Just estate and gifts.

He has an additional $3,000 exemption for each gift to as many
individuals as he chooses to give that gift to as an exemption, that
if he would have say 60 relatives or 50 people to whom ho wants to
give $3,000 gifts, that would be three times 5.0 or $150,000, plus a
*00 000 estate exemption, plus $30,000 gift exemption, for a total cof
$246,000.

A man has got to be pretty rich, then, before he cat) have that kind
of estate. The excess of that, that is going.to be subject to tax.

Tlhe CiHIRMAN. low often does this happen? What man makes
gifts to 3,000 relatives?

Mr. Ru i waiono. I am saying $3,000 is the exemption to 50
relatives.

The CHAIRMAN. How often does that happen?
Mr. RuTmhiBioR. Lot us exclude the gifts and just limit it to a

$90,000 estate.
I say combine the not exemption for estate and gift into one exemp.

tion, and make it a maxunum of $28 000. Therefore, you begini to
hit the estates between $25,000 and $60,000, and excluding any gifts
that may be give in the meantime.

The ORAntUA!. Your theory would increase that 135 percent, the
estate- and gift-tax revenues, 135 percent over what we are getting
now.

I make two suggestions toIyou, and I make them most respectfully;
one, that you get yourself into immediate touch with the Treasury
Department and show thom those loopholes, and, two if you over run
out of your-present job, go down to ow York and tell the rich ptOplo
how to work this succession angle.

Mr. Ruivaramm, They already know it, sir. I do not have totell them.
The CnAWAN,,, They are all heartbroken that they cannot do it.k Mr. RuTTONnioaO. Let us not lose sight of one fact. One of the

biggest loopholes in the gift and estate taxes is exemptione; $90,000
exemption combined,

The CUnAtrWA. That is not,a frivolous thing.
Senator eos,0. Only 00.

:.Mr. Ru1TINUM140, $30,000 on the other.
Senator O oaDo, If you give property away' you do not have it In

your estate whon your estate fall due.
Mr. RbrTNDnio. That is right, If you give It away,
801eator (30o1o0N. The gift tax W just to protect the estate tax, that

is ad. TI Wt is all it is designed to protect. ,. 2
Ttohe CRAnMWAN. You are aot owitendbig, that the theory of gifts

is ontively wrollo, vve you?
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Mr. RUmTnDno. The theory of gifts to legitimate organizations,
charitable institutions, is certainly not wrong at all, It ought to be
encouraged.

The CHAIRMAN Riven to persons, wou!d you say in all cases it is
a socially undesirable thing?

Mr. Ru HrNnmno. No; it is not undesirable, but I think gifts over
certain amounts ought to he taxed.

The CHAIRMAN. They are taxed, and taxed plenty.
Mr. RUTTENDRG. The rates, I wouid not say that the rates that

run up to 77 percent ought to be changed at all. They ought not to
be increased. It is just tightening up the exemptions which would
bring the revenue.

The CHAIRMAN. A pretty strong argument could be ma(,e that the
rates might be reduced.

Senator 11AWKE1S. Might I inject a little humorous state -itieat from
the newspaper a few years ago? Some fellow was standing on the
soap box in Madison square Garden, and lie was advocating "sock
the rieh," aad w4hut right had one man to have half a millin or a
million dollars and another not have a meal. Somebody came and
notified him while he was standii.g on the soap ,box that ie had won
the Irish Sweepstakes, a $168,000 ticket. Three (lays after that when.
he found he had to pay a tax on that thing of something like $89t000,
lie thought it was the most unfair thing in the world. Tiat was either
in the Now York Herald Tribune or the Times.

Mr. RUTTENnno. I would not consider that individual had any
honorable intentions from the start.

Senator HawkEs. I think you are right.
1vMr, RUTT sNIIUR. I know as an individual my father raid a con-

sidorablo amount of gift and estate taxes. I think he should have
paid it at his death.

The CHAIRMAN. I notice that you propose a peacetime excess-
profits tax, What would be your method of computing that?

Mr. RuT'TiRNno. I think it ough!lt to be COinpulted on the sane
basis that existed (luring the war with only two specific suggestions;
one to decrease the rates down to 75 percent, to Increase the oxomp-
tions from $10,000 to $25,000 as a safeguard to small corporations.

I think when you say oxl~sa-profit tax for peacetime, it was well
pointed out here the other day maybe this is not peacetime we are
in now yet, Maybe this is still a' period of profiteering from war
expenditure. Actually profit levels are now so high thet, them ought
tobo al excei. profits tax on then to reduce them to eqitable lovely.

If you might argue would it bi better to do it in wages than to do
it in excess profits, I say pay higher wagos and the profits would be
reduced to the level whore it would meet th oxemptions of capital
investment, or the 1036--39 period, or the growing corporation exemp-
tions, so that actually you would end upIn the same place.

The COIAIRmMA. Th excess profits, where they exist, and when
they exist, give your springboard for more wage, do they not?

M.r. RuTTaNat, I %u not arguing that we oujht to got tJlrael
Into thoe Federal revenue in place olwage increase s am not arguing
that at all,

T 1i' CuAuiMAN Are :'ou going t have them botth?
Mr, Rmuximno, I thinkt * qhUtI pos ible it they do not raise

wagas adequately that i, would have to be done..
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ThoeCuAMMAN. What happw'is to these excess profits?
r Mr.1RUTTENBEAG. Well, sir, let me point that out. Between 1939
and 1946 the actual cash balance of American corporations, according
to the SEC reports increased from $11 billion to approximately $23
billion. The actual increase in Government securities marketable in
this same period increased from $2.2 billion to $16.2 billion.

In those two categories, cash, Government marketable securities,
their increase was some $26 billion in the corporate holdings of Amer-
ican business.
*How did they get those corporate holdings? They got them from
profits after taxes, after distribution of dividends, that were not
during the war years when we had an excess-profits tax, and were
not plowed back into the business.

The CHAInMAN. During the wartime we also had renegotiation of
contracts.

Mr. RuT'rINIIEno. That is right, but current levels in the third
quarter of 1946-

The CHAIRMAN. What I am driving at is, let ire put it this way:
A very infantile approach to problems of these kindA is to inngiie the
workingman asa a big brainless goon and to imagine the employer as a
big pot-bellied fellow sandbagging some little helpless wage earner.
That is an infantile approach to the problem. It may serve stump
speaking purposes. It may serve organizing purposes. It may srre
incendiary purposes of all kinds. But, repeat it is an infantile,
asinine approach for responsible people to make to important problems

Now the, corporation is sometimes pictured as thig pot-bellied
brutal ifllow with tile blackjack in his hand, but is not tile corporation
a conduit for paying wages and salaries to the workers, and profits,
when they make them, to the owners of tile corporation? Is that not
right?

Mr. RUTTErNJ1EI. It is sometimes held that corporations as such
are a conduit for the doing of business, but I should say in a great
many cagos ownership and management are very different things in
large corporations.

The CHAuMAN. That is right, exactly; the slhreholders own the
corporation, do they not?

Mr. RvuIriNnim. And that actually giant corporati6ns have large
numbers of stockholders.

The CHAlUMAN. They have largo numbers of stockholders, which
is to say, largo number of owners. They got their dividends oven
though trnder your viewpoint they tire exceptionally high, and when
thoy get them, Mr. Ruttenborg, then they become stibject to this
little table that I was showingyou that runs taxes from 3 percent on
the low"9t brackets up to 85 percent on the highest,

Mr HunNinto, That is right, sir,
The CuIIIMAN. And if the profits are kept in the corporation, they

aro not kept dle. If you buy securities you 4re not wasting your
nioney. If I, buy a Oovernmeout bond, I at least theoretically am
WIopIng the Ooverainont to perform soic useful fiction. If I buy

a municipal boml, I am helping that municipality to put upi a school
or hospital or sower system or road system or ebmothing., Hut profits
are hid In a corporation moootibhos for tax-pvasion irposes--some-
tim., V repot.-but normally they aro h1dl Inthe corporation In
order to have the movqe, to allow, t1lat, crporation to grow and to
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meet the exigencies and emergencies of its corporate existence, is that
not correct?

Mr. RUTTENnREo. Certainly.
The CiviaIMAN. Why do you want to tax that? Are you not in-

juring the other half of that business, viewing the corporation as a
conduit, o use your word, for paying wages and for paying dividends,
when you commenco to cripple tho surplus of that corporation, when
you commence to pock away at its profits, are you not pecking away
at its ability to maintain its pay roll?

Mr. RUTTEIJIIERG. In proposing an excess-profits tax, it is a tax
which would apply to corporate income after that corporation has had
its conduit through the payment of wages and in effect also the pay-
ment of its dividends.

The CHAIRMAN. The dividends recipient pays wages, does he not?
You cannot run this economy by viewing the wage earner as in a
vacuuo.

Mr. RuTTENDERG. You certainly cannot.
The CHAIRMAN. It takes the whole economy with all of the people

of thi3 United States to keep this thing going right
Mr. RUTT4NI3ERO. You are perfectly r'ght.
The CHAIRMAN. YOU havO to have employers other than the big'

follow, other than the big corporation. You have to have somebody
that can pay for a janitor. You have to have somebody that can pay
for someone to mow his lawn. You" htve to have domestics. You
have to have all of the service industries which are little businesses.

Mr. RUTTENBRPO. That is correct.
The CHAIRMAN. And they get money the stuff that they eat on,

which in turn comes from wages, from salaries, from dividends, comes
from interest. You have to k-ep the whole thing going in pace,
do you not?

Mr. RUTTENBnmO. I think you have got two assumptions, sir, if
I may be permitted. One who receives dividends..-

The CHAIRMAN. Yes.
Mr. RUT r0NBNRG. I think the most recent report of the statistics

of income indicated that in the highest brackets about 00 percent
of the income comes from dividends. On the lo-fost brackets loss
than percent.

The CHAIRMAN. That is right.
Mr. Ru. rNnEno. Less than 3 percent comes from dividends so

that actually the dividends recipients of America are those individumfs
in high income-tax brackets, not the street sweeper and the widow *
and tl orphan, in any large degree, although thiy are sometime
characterized as such. Secondly, on the excess-profits tax against
corporations, lot me say this: During the war, sir, the exce s-profits
taxes wore on the large corporations, It was the small corpoitions
who did not earn very much, who did not pay excess-profits taxes,
and as a result when 'ongross in 1045 repealed the excess-profits
tax, who (lid they give relief to by repe ning it? The big corporations,
because they were tw onm that paid them. The little guy paid not
oear as lhuh,

The C AnIMAN. 1,re you disapl)ointed with the present tempo
of business in this country?
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#Mr. RurrOnimO. Not at all sir. Tempo in terms of the national
income it is developing. But I am dissatisfied with it in terms of
what it is doing to refusal to grant the kind of wages, the price level-

The= CHAIRmAN. Was it not in part due to the plow-back into
capital investment to get this machine going that disappointed the
predictors 9f a great industrial tragedy right after VJ da, and has
helped to produce the profits whidh you are using as a basis for wage
increases? Is that not correct?

Mr. RurTrsNnwRo. It is in part correct.
The CHAIRMAN. That is all I am saying-, in part correct.
Senator GEoi,qm. Let me call your attention to one fact. I know

yoa want to. be fair about this. You are in grave error when you
say that the little fellow did not have excess profits' The highest
and most unconsoionable excess profits were exacted from anybody
was from a little business, where a few men of real character, capacity,
and energy got together, and they had very little capital, but when
they made anything, the Government came back and took it allaway from them,.Mr. RuTrTNnsaG. In relation to his base-pay earnings.

Senator GeoRGe. He was in a helpless condition.
Mr. Ru T'iNmsRG. That is right; that kind of an individual paid

high taxes.
Senator Gzouosi. He certainly did.
The CHADAMAN. Does not oulr experience show that when'you

have an excess-profits tax, that it goes into the costs of the product
which is another way of saying the consumer pays the bill?

Mr. RuTzrmaniRO. The point has been argued by a lot of people
both ways, sir and there are arguments on both sides, as to the
effect of transferring corporate taxes to the price structure. The
incidence of that corporate tax structure depends upon the make-up
of the industry. If we get the kind of competitive condition, sir,
that you were talking about as being an Ultimre objective for American
economy, under that the incidence of corporate taxes will not he
passed on.

On the other hand, if we got the kind of monop'olistic economy
that we have in certain Industries, we will oet the incidence of corpo-
rate afid excess taxes transferred on to prices. That is why this is
not a single problem in itself. This problem has to be tied to the
over-all approach to a basic sound economic policy in America.

'he CniRmAZ. I would -not oversimplify the problem, but I
suggest there is a lot to what Senator Ilawkes said a while ao, that
any cost of business, and taxes are considered a cost, ultuzately
pawssto the oonstmr

Mr. RuTTI'ONH1o, hi a competitive economy, would that be true?
Senator HAwlus, It has to be true, In other words, In a com-

petitive economy you have to take every cost aipd find out how loog
you can mak your goods and then you have to meet the conditions
that are nxxmosary to soll those goods, and if you do not do it, you shut
your plant down and you are through. I

Mr. Rutrimwuo. in other words, what yov are saying, In advance
a corporation will fix its price dependig upozi the amount of Income
it wants to end up with after taxes. t . ,

Snator HAwKrSa I am not saying that, at all. I am saying the
competitors fix the price. The corporaton never fixes, the price.

12984
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They fix it for you at which you have to sell, and you have to take into
consideration every cost in the world.

Mr. RUTTENBERO. If that competitor is really a competitor.
Senator HAWKE$. You are talking about real economy now; that

is what I am talking about.
Mr. RUTT.NBERG. Undbr those kinds of conditions the incidence

of corporate taxes are going to be passed on less and less into the price
structure, because the competitor, the competitive situation, will
force him to cut and cut.

Senator HAwKES. I am saying in a competitive economy when you
have a real genuine competition, your competitor fixes the price.
You do not fix it at all, and you sell if your product is the same or no
better than his; you meet that price or you do not sell it.

Mr. RUTTENBERG. You are going to be the competitor for the guy
who sets it first. You are not going to pass that.

Senator HAWKES. In other words, in competition somebody carries
the ball part of the time and somebody else carries it part of the time.

Mr. RUTTENBERG. Is not that then what we mean by competition?
Senator HAWKE. That is what we mean.
Mr. RUTTENBEita. As the result, the farther you carry it, the less

and less incidence in corporate tax passed on to the price structure.
Senator GEOUGE. I want to make just this one observation. I

think if you ever adopt as a peacetime measure an excess-profits tax,
and an undistributed-profits tax, that you will destroy capitalism in
this country. Maybe it is a good thing to destroy it. We will not
argue that point. But that would be the inevitable result, because
there ar~e some, so relatively few of them, and for the very reason that
you are arguing here about the large number of people under $2,000
and under $5,000, would always in tle popular form'of government be
controlling on your taxing system, once you got it thoroughly estab-
lished.

I think you ought to think about it. I really believe you ought to
'think about it. You represent at groat organization, and if you want
to maintain a capitalistic state, capitalistic s ystem, if that is the system
that is bost for us, and on that point, of course, I am not expressing
any views at this time, because there are arguments both ways about
it, but I do not think you can combine the two suggestions, tax on
undistributod corporate earnings and an excoss-proflts tax in peace.
time, without running straight inevitably into thehabit of soaking the
corporate structure until you pretty well have knocked it out.

And that would pretty well put the capitalistic system out in this
country, because we have developed the corporate structure. We
have carried it so far, and it is arguable that it maybe 'has bben
carried-too far. It is that way it exists in our economy.

I think you can get high taxes out of corporations. I did not want
to cut the corporate rates from 40 to 38. I think it ought to stay at
40, And I am not by any means sure that we would not eventually
have something like a 80 porcont corporate tax with your Individual
te morin line with it, so that you would remove the temptation
of any business group from getting out of the corporation, and going
over into a partnership, and going out and doing business and doing
t as an individual when he really ought to be maybe operating under

'a different form.

I
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Mr. Ruvr NDIRO, I might say this is an area of tax structures,
Senator, which I think would deserve considerable attention on the
part not only of our organization but on the part of the Senate
committee here, trod on the part of a great many organizations and
individuals to study this problem of what %ye really nean. What is a
good sound tAkx structure as it relates to corporate and excess-peofit's
tax or straight individual income tax with high undistributed profits
tax, or sone such structure?

Smator GiuouP. You comnbie the two and I do not believe you
could under a system of popular government. I would never he t'tble
to think that at all, and I have given a good deal of thought to this
problem from year to year. I an sort or loafing on tlhe jo now, be-
cause I have a great chairman here, Senator Millikin, who is doing
the work. But I have a strong feeling and have had for several years
now, and had hoped that when the war ended we could bring tlhe
individual tax rates more hi line with a sound corporate tax so that
thwro would be no tnptation to hold back and not distribute (ividenis
or earnings. That is no human temptation, no purpose of evasion, or
anything of that kind hut we have not got that. We are out of lie.
Our rates are too high undoubtedly, too high on the little folks. I
agree with you very Ptrongly.

I think they are too high on all of them, and they are certainly out
of line with your corporate tax, and until you have gotten them closer
together we will always have very serious trouble with our taxing
system.
Mr, R rUNDER. I think we ought to direct ourselves to P 1nm.

range study of this problem of taxation, because when the Congress
passes or does something with the tax bill this year, it is not finishe(d
with the problem. The problem of fiscal policy and taxes will remain
with our economy forever, and it is something on which there ought to
be constant study.

Senator HlAwais. You barely started when you do what you are
going to do this year. It is a tremendous over-all study, I take it'
you would not lot the little fellow wait because of the necessity of
studying all of those phase,
Mr. RINnhutN tu. No; I would not, Do not get me in the position

on It. I, 1. We had that discussion before,
Senator 1TAwmws, I know your position on that already.
Mr. RTTr'INRIo, I think the low-Income individual should he

given the major share of relief, and that It ought not to he an alteroa-
tive between It. It. I and no hill, but an lltornative between who
should 8et the tax relief In out economy.
Tho HllAMtMAN, 1avo you gone far enough in your thinking g on

your exciso tax theory to give us a break-down as to who wothl bear
ho cost of that as between the wage earned, the consumer, and the

dividend nuan?
Mr. RuvsNuua. I do not think you can, of course, separto thef

wage earner from the consumer, and by the dividend man I assume you
meantho~ inividalsabove a certain net ificomp, -I thik In1.144

there was 6 family-expenditure study done' by the ILS which at-
tempted to determine the Incidonce of t1oh excise taxes by incomehvhls.-
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The CnAIRMAN, At this time you are not prepared to give us your
oWn theory on how that cost would he borne as between tile wage
earne, the (cn,'4uner, and the shareholder?

Mr. luM rENuMHO, I could not offrhand. 1 have the material avail-
able in a more lengthy tax report whiwh we are going to be publishing
in the next few/ weeks which I shall be glad to submit to the committee.

The CIHAIRMAN. We will be glad to h1ave it, Will you give us your
formula if you have one for ti e undistributed-profits angle of y our
thesis?

Mr. RU'rri,!N BiEAM. *es. Whlt in effect we are proposing in this
situation is that all prof its after the payment of excess-rofits and cor-
porate taxes, what profits are loft, then-let me put It this way, 19-

ierceint tax on all profits after corporate and excess-profit's taxes,
lThen if the corporation decides to distribute 70 or 8o) percent of its net
income after corporate and excess-profits tax in dividends, then 19
centq on every dollar Will be retained by tlie corporation, 81 cents will
go to the div idend recipient, and in effect the dividend reeilient Would
aepelIt that as a dollarepayient, getting only 81 cents, as having paid
his first income tax, Which is at tie rtnito of 19 cents.

The (CIJAIMAN. You are opposed to double taxation, You would
not tax the corporation and also the dividend recipients?

Mr. RUTTUNIIENG. I say this is a ste) along the line of getting an
undistributed-profits tax, I am not so sure, sir, that this double
taxation theory which has been expounded by a great many individ-
uis is not a fallacious theory.

However, I. think it is mmlih too late in the afternoon to begin
talking about double taxation.

The CIIAIBMAN. Then let me put the end of the point question to
you. Does your program contemplate relief from double taxation?

Mr. Ru'rm mmNzU. With any further imposition of taxes, yes,
The CHAIRMAN, Your tax, then, on th corporation, would apply

only to that l)art which it does not distribute in dividends,
Mr. IturmNm wi(. This 19 percent undistributed would be a tax

only on that percentage of net profit after all other taxes, which are
not distributed in dividends.

The OCHIA SAN. You would hav no other tax on the Vorporation?
Mr. Ru'armnmona, No. It will have the other normal eorptrate

tax structure, and any other idd...-
The CRAImMAN, Trio short answer is that you would not have relief

agaiat double txation,
Mr. Rum-r mtao. I say first of all we ought to maintain our 38-

percent corporate tax structure. Let us say we have no oxeoss*,prollts
tax at all. After the corporation has paiid its l)resut 38 percent,
we ought to say that that ratte lie should pay an additiond 19 percent
over that 38 on all parts of Ins corporate p'rofta after that corporate
tax that is not, dltributed In dividends.

The CJIAIRtMAN, That is what I say the short answer is, that you
hav no relief against double taxation, is that not correct?

Mr. Rt'I'I'ENIIIIO. Thois does not propose relief against double tax-
ation, becallo as I say, I think the Idea o double taxation is greatly
fallaeious. I think from this standpoint the dividend recipients are
tboso individuals in high-Income bra6kets, and they are the Individuals
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who would be the beneficiaries, should I say, of the elimination of
corporate tax, and therefore higher income available for distribution
oandividends.

The CUAxuMAN. Let me ask you again your proposal does not pro-
pose any relief against double taxation, does it?

Mr. RuT zNBoubl Wqll, I would say it does not, no, because I (to
not believe in double taxation.

The CHAIRMAN. The answer is no.
Mr. Rur riNnso. Because I do not believe in double taxation.

- TheCHinmAN. The answer is no; right?
Mr. RuirtrvNsRno, If we make the assumption I have said, it is

hard to answer unequivocally, you know,
The CHnAiMAN, I am afraid that is true.
Senator HAWKs. Might I make a remark there, that suppose

corporation A made $10 million and distributed six. There would
be $4 million left. As I understand it, regardless of whether corpora-
tion A was going to use that to expand its business or extend its plant
or put in new apparatus or anything else, you would bring in the,
19-percent tax on that money.

Mr. RuwTrsNDzio: That is right, sir.
SSenator Gonoa, Unless paid out in dividends.

Mr. RUTTENBIO. Unless paid out in dividends.
Senator HAwx1ts. That would certainly interfere with expansion

and extension, would it not?
Mr. RurriNnino. If I thought 't did, I would not suggest it.

I would not recommend that my organization support and promote
that kind of thing.

Senator H WKss. It certainly is an added tax burden on the
ooporatlon.

Mr. RuTTrNBUO. It is, but I do not think it destroys the incentive
to produce, and the incentive to reinvest and expand if the market for
the product Is available. It will expand as evidenced by all sorts of
situations developed in past years,

Senator HAwKis. Suppose there was a question as to how much of
a market is available. Every corporation that puts in money and
builds now plants is in doubt usually,, not always, sometimes it is
quite suro, but if you owned a corporation, I think that If you owned a
substantial part of it, I think 'you would feel you would be penalized
with undistrlbuted profits tax of 19 percent on top of your re ulr
corporation tax, I think if you were the follow there who was bog
talked about, instead of doing the talking, I think you would feol it
was quite a serious interference.

Mr. RrAuTTnjNs. It raises the same question we talked about on
state and gift taxos.

J The COAIJAN. We thank you very much or coming.
J Mr. RuTTrIsND180. I thank you very much for your courtesy.

The CHAIA N. We will take a short recess, aid then we will hoar
Mr. Rus Nixon, Washington representattiye, United Electrieal,

'Radio and Macine Workers of America, 010.
The CnAtniaAx. The hoarlng will oome to order. I am sorry, Mr.

Nixon, that it 1 #4o late I: the afternoon. I thought for a time of
..sking you to come next week, but we are under a very hbiavy schedule.
WIll you proceed, please? ti,

IW., tIW
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STATEMENT OF RUSS NIXON, WASHINGTON REPRESENTATIVE,
UNITED ELECTRICAL, RADIO AND MACHINE WORKERS OF
AMERICA, 010

Mr. NIxO. I would like to introduce my statement for the record,
and then, if it is agreeable to you, Mr. Chairman, I would like to
extemporaneously summarize the statement. I thnk perhaps, I can
save some of your time and perhaps avoid some needless repetition of
wliat has been said.

The CHAIRMAN. That will be entirely agreeable.
Mr. NIXON. I am Russ Nixon, the Washington representative,

United Electrical, Radio and Machine Workers of America, 010.
We are a largo union of 000,000 members, representing the workers

in such corporations as General Electric, Westinghouse, RCA,
Sylvania, and of course, about 1,300 other plants throughout America.
The reason why we take the time to come here, in addition to the
statement of CIO, is that we are extremely concerned about the
growing danger of unemployment in our country and concerned about
the effect of the tax legislation on that question." This is a general
concern we have. It is also a specific concern, because we have 6lready
begun in our industry to experience unemployment, and we have
unfortunate indications

The CnAntMAN. May I interrupt? Is that pretty general all over
the country, or is it spotty?

Mr. Nixut4. At thi;s point, it is spotty. Very serious in the radio
industry. It is beginning to appear in some durable goods, and it is
beginning to appear in some machinery.

Senator HAwkEs. May I ask this question, because I know we will
all want to got as much light on it as possible. Is that due In the radio
Industry to the fact that they cannot got certain parts and certain
this, or is it duo to the fact that the public is not buying?

IT NixON. It Is entirely a lack of a market In the radio industry.
They produced at the end of 1946, radios, at the rate of 18 million sets
a year, and they find that the market is becoming glutted. They
cannot continue to make them at that rate.

Senator Guoitum, Large carry-over from the war period they had,
too, did not they?

Mr. NixoN. Thirty-three million sots in this country. That is
right.

Srtator 1Awxs,' At what rate were they producing before they
wore limited in their production by the War?

Mr. NixON. The prewar production rate was around 14 million
sets a year.

Senator HAwims. Then at the end of last year they were producing
four million more than their prewar rate?

Mr. Nixox. That is right.
This i really the basis of our concern about talking to you on the

tax question. We think it is the threat of unemplo7ment, the coni-
lng economic crisis, as we see it, that provides a significant setting
for these hearings. Recently there has been a great deal of discus-sion of the quest ion of unemployment. One of the discussions was
in the Unite States News, a conservative w.agazine, which analyzed
the question: Will there be a recession? In this magazine, they report
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,the likelihood of unemployment as much as 6 million or 7 million,
beginning in 1947; and they report in there, and I quote from their
analysis, "an unfavorable factor is income distortion that puts a
squeeze on buying power, forces consumers to retrench." This was
one of the unfavorable circumstances.

The Bureau of Agricultural Economics has pointed out that the
share of wages and salaries in national income has fallon from 70 per-
eont at the end of the war to 59 percent last December,

It is our fooling that the bill IfL I. I flagrantly aggravates this
dislocation of income. We think that the philosophy of H. R. 1
and the practical impact of the measure fly in the face of the most
generally recognized economic need of the times, which is to safe-
guard the mass purchasing power of the people. In our view, this
moves to speed up and "deepen the serious impact of depression.

We feel tat in its immediate terms the provisions of H. R. I ignore
the extreme current economic hardships of tie mass of American
families in the low income groups lowers the general standard or fails
to permit a riing of the general standard of American living, and,gavely increasermhi problem uf th workingman and bi fa'dy.

The CHismAN. Mr. Nixon how would the difficulties of tile lower
bracket people be Increased y increasing their spending power by
decreasing taxes on them to the extent of probably $3 billion?

Mr.,NzxoN. It does so because, if it, is chosen as an alternative to
other measures that are before this Congrss on this same issue it is
housingg an alternative which does not glve them the mixximum Lone-
it that these other measures choose.

The CHAXMAN. The others give more?
Mr. NIXoN. That is right.
ViCAMUWAN. But if you give them $8 billion more spending

power, certainly you have not worsened their position.
Mr. Nixox, I am speaking of the terms of its relative impact coin-

ared to other bills which this committee has before it. For example,
lator Murray's bill,
The CA zAuMAN. It fp1lows that you have itcroased purchasing
oer of $3 billion, does it not, despite the fact thet you would like to

0 It to a larger extent? There ii a benefit in this bill of $3 billion
additional puicaivg y ,,er?

Mr, Nixo, Yes.
The CihAiaMAN. That comes to tho lower bracket?
Mr. Nixo. Yes.
Senator IIAWKxs. Is it not fair to say that what he meanrs iA that

this bill will not increase'the purchasing power of the lower-bracket
people as much as some other bill thathe feels is before the Congress
would, if it were eaoted? That in what you are saying?

Mr. NixoN. That Is correct. I uuderstaud that you have more
than this II, R. 1 before you, You have Son'ator Mtirray's bill.

$owstor ItAwx#s. You are admitthig that this bill will Improve their
POsition? , o

Mr.' NixoN. It Is purely an arithiotica4 question. There Is no
querion 6out it. It will Improve It. Yes, r.

I. O t wast to go Into the long discussion about, the position we
have of the.ip- 1-ltahk, diatribution of the ta rjiof under H. R. 1.
That ha boon pretty well covered, Fortu(tely this is a subject of
pretty factual repr(esetation, althoughjperaps by ompl~asis on one
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aspect of it you can draw one conclusion; by emphasis upon another,
you might draw another conclusion,

I think it is hard to avoid the conclusion from the facts, however,
that the relief that H. R. I provides is in inverse ratio to the order in
which the burden was extended in the wartime.

In 1939, incomes under $5,000 paid less than 10 percent of the total
income tax bill. In 1946, they paid 55.7 percent. Ulndr H. R. 1, the
burden of those havig loss than $8,000 income still remains equal to
54,2 percent of the total tax collections. If you take into mind the
point that Senator Hawkes made earlier, that you now have a 50-
cent dollar, it is clearly seen that the low income brackets are carrying
even more than their full wartime Proportionate share under the terms
of H. R. 1.

The CHAIRMAN. The 50-cent dollar is not confined to ,the working.
man. It8 value is the sane whether held by the millionaire or by the
workingMan, is it not?

Mr. NixON. That is perfectly correct.
The CHAIUMAN. That is t wash item in the whole problem,
Senator HUwxns. That i- nn excellent way you put what I have

been saying today, and day after day. It is the same kind of a dollar
in each of our hands, dl o our hands.

Mr. NixON. I do not want to go oif too much into the discussion
you had this morning on it. The onl one difference is that you spend
your dollar when it is a 50-cent dollar if you are in the low income
brackets; you probably d not spend it if you are in the high income
brackets, You spend it later when you have a $1.50 dollar.

Senator HAwKICS. Maybe you have a quarter.
Mr, NixoN. Maybe you have a $2 dollar, I do not know whore

you think prices are going. For this purpose, where I am referring
to the impact of the tax load on the low income brackets, even if you
stay in simple dollar terms, the proportion under 1. R. 1 is virtually
the same as the peak under the wartime tax provisions, in significant
contrast with the 10 percent share tlhat they had in 1039 before the
war, I am only saving that if you make even a general adjustment
in torms of real dollars, you will see that the impact below $8,000
Incomes Is even greater.

This, I think, is a legitimate point, and I think it indicates the
nral conclusion as worded by Randolph Paul recently, that the

fHouse bill would leave taxes substantially above 1039 levels for low
income groups, would leave a proportionately heavier burden on the
middle brackets and would bring taxes for persons in the high brackets
back to.nearly 1039 levels. These are simple factual questions, and
there can be no question but what this is the general choice in t. R. 1.
As you move back, you decide to move back proportionately more
in the high income brackets than in the low come brackets.

The CuAIRMAN. One of the basic questions, and I suggest that yoll
do not argue it here now, is whether the 19)19 rates were fair.

Mr. Nixoq. Yes that is, I am not sure whether the new majority
is raising the question of a complete reconsideration of the relatively
progreive nature of tax incidoee 1i 1939, As I'understand it,
most of us are inclined to accept that at least as not too progresivo,
but at least I hava seen no Indication that there is a tendenorl to go
back from that progressivenws or progressivisms. The reiJ issue
here, and it was stated in the Majority report from the House, was
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that it was to relieve the wartime impact: and we look at this bill to
see how it relieves the wartime impact, and the inevitable answer
is that it leaves the impact of the wartime taxes proportionately
speaking on the low-income groups substantially at their wartime
peak.

That is really all I wanted to say on the question of the inequitable
incidence of this reduction. I know you had a long discussion with
Mr. Ruttenberg. There is no point in going over it here.

I want to make, really, two points through about this tax considert-
tion. It seems to me that the most important fact in America today
is the growing economic hardship in millions of American families.
This is not an agitational statement. It is a very realistic fact, that we
are finding in our organizations today, day by (lay, as the people are
really squeezed between their weekly incomes whicl have lagged from
the wartime peak, and the rising prices.

This means that for a tremendous proportion of our' people the
decisions you make on whether to increase taxes on low-income
groups, whether to maintain taxes on low-income groups, how much
totake them from low-income groups, you are deciding for millions
of people whether they have more milk, whether they have more food
and more clothing and more medical care.

In connection with Our wage case, we have had occasion to malo
some aualysi of what the people are doing as they have to reduce
their expenditiures, let us say (lue to a 5-, 10-percent rise in the cost
of living, and we are finding for a great proportion of our people
that these are reflected in the margifiai purchases of the necsitie
of life. So when you are dealing with this question of the incidence
of taxes, of whether to leave, let us say, a $60 or $70 tax on a man with
a wife and two children and $2,500-a-year income, you are deciding
tqpon his purchases of milk, whether to cut down on his purchases of
clothing.
I This, it seems to me, is an extraordinarily important 4juoStion. I

wonder, for exanplo, whether or not the members of this conmitto
really know what you are doing in terms of fainily living when you
make a decision about the incidence of taxation ui the low-icome
brackets. I have followed the hearings and participated in then
fo;, many years, since 1941 here, and I have seen very little evidence
come before the tax committees, either here or in the Hlouso, which
tell what you are doing in terms of human livelihood when you inposo
a certain tax impact on the low-income people. It would be a very
easy thing for this committee by reference to governmental resroah
g~eiee, the Department of Commereo or the Departmnt of Agri.

culture, to fid out what you are saying when you say that you will
leave $07 for the worker with two children and an income of $2,500;
or you will take it from him or will leave' it w#tli him. What is t0e
decision that you are making? Of ootute, fJw dsion you are
making is this-

SvAtor HAWvIs. May I Interrupt there without bothering you?
What plan have you for the million of people who do not come within
the income bkoket at all, in regard to milk and all of these things?

Mr. Nixo. They are worm off really ),*a the ones that come in
the lower brackets.

Senator HAwIm, Are you going to ta about them?
p ,
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Mr. NIXON. That is not directly relevant, I will be delighted to
talk about them.

Senator HAWKES. The chairman cited two or three times today
that certainly there is some relief in what is being done and whether
or not that is the bill to decide upon there is certainly some relief
that runs to millions $3 billion I think it is over-all; but I wis just
thinking when you talked about th6 milk and the various other things,
that these other people are a problem, that cannot .be handled by
taxation.

Mr. NIXON. We do i;ot propose to handle it all by taxation.
Senator HAWKES. All right.
Mr. NIXON. We have a position on the wage-and-hour lav. We

have a position on the school-lunch program for children. We have
a position for bringing organization and higher working and living
standards in the sweatshops of America. We have a program for all
of those people. I only happen now to be talking about the incidence
of the tax program on this question.

Senator 11Awx s. Pardon me, I do not want to take your mind
of! that.

Mr. NIXON., I am glad to talk about it at any time.
I wanted to emphasize this, because I feel that the basic human ma-

terial of your deliberations has not adequately been presented here.
We m the CIO do not know all of the data of what this actually moans,
because we do not have the budget data. We do not have the con-
sumption data that I think we should have that I think that the
Government should have, too; and that should be the basic considera-
tion of this committee as it decides whether to take a little bit more
milk a little bit more clothing, more medical care from a man with a
family and two children, and an income of $2,500.

The CHAIRMAN. We are not taking anything away from anybody.
Ho R. I has the purpose all the way along the line of increasing the
spending income of all income taxpayers in this country.

Mr. NixON. In this sense, that you are now considering the rate of
income tax on personal incomes, you have the whole subicot before
you. When you bring out a schedule, that is the rosponsbility of this
committee, not that it existed before, but what you have brought out
is the responsibility of this committee. The fact that it may be a
little less than it was before may well be to your credit, but the fact
that you are still taking a ceortain amount frdm certain Income levels
is also your decision. I mean, it works both ways.

The CHAIRMAN. We would love to reduce those taxes still further.
We would love to increase the exemptions still further, but that has a
realistic relationship to expenditures in the Government. It has a
realistic relationship to contemplated income.

Mr. NIXON. I wil talk about that when I come to that part of
my testimony. I am only makhg the point now that you have to
miake-and Chore is no way that the committee can avoid it-you
have to make a deoisjon about the marginal consumption of people
who are really below what you and I would agree are American
standards of decency and health.

The CHAIRMAN. I think you may be sure that we are not oblivious
to that. We took 12,000 000 people the last time we worked on a
t" bill here, and you gentlemen strongly urged it, and we did it.
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Mr. NIxoN. We are urging others now, I realize that. I make
two suggestions. One, I underlined this point because when the
NAM comes here, the, do not talk in those terms. They never
mention it. So I undeA.ined tV.e point.

Secondly, I sugget that nis committee get some information on
this question, because I do not think you know now what you are
actually doing.in terms of consumption, in terms of the standard of
living of families, when you make a decision about income taxes on
levels of $2,400 and $2,500 for a family of four in America today at
existing prie levels, I do not think you know.

I do not blame you for that, sir, because I can understand how you
may not have gotten to that point yet, but I think this is the basic
human ingredient of your decision at this level, and in addition to
some of the financial questions which you got into, which you talked
about with Mr. Ruttenberg.
,The CnAiamAN, It all comes to the basic human ingredient. It

all does, all the way along the line.
Mr. NixoN. All right; tils is the basic human ingredient. This is

the most direct aspect of it. This is the immediate aspect of it.
The CHna*AN. No one challenges that.

- Mr. NIxorc Well, I think, if I am speaking t0 a committee that is
fully aware and has this on their heart and mindq to the degree that
I think they should, then I" do not need to say my words, but I would
like to omphaosin tlm to you; and from what I know of the data
that have been brought before this committee, I think that the data
that should be here to guide you in terms of this aspect of your deliber-
ations have never been adequately developed. I suggest you got it.
I, suggest that you ask it frm other Government agencies that I am
sure could tell you, as to what this impact means n the low-incone
levels, in terms of consumption. That is my first point.

Senator HAwxIss. May!, just say In there that the thought that I
had in mind a tow moments ago, as to that, I do not want to enlarge
on it, but I do want to bring it in right here, because I think it fits in
hero. As to these programs that you have goi, you said for all of
these people that are not earning enough to be making any payments
on Income tax, these prograins are going to cost a lot more money, if
thecy are adopted. On the other hand, you trc talking about raising
the exemptions and removing the taxation which will lessen the
Government revenue which it must have to do theso things.

Whoro would you put the load to got that money to do these in-
creased things if you release more people from those other brackets?

Mr. NIxo. I think you will get that when I come to that part of
my discussion.

Senator HAwJKs. I know of only this, that if you kill'all of the
incentive and initiative, then you have In this country the same things
you have in all of these other countries, that I do not believe you want
toenula to, do you?

Mr. Nixotc, Of course not; I will oothe to the question of incer Aves
and full operation of economy in the next point. 'I think the real issue
that you and I would have is not about the statistica of our economy,
but about the dynamics of our economy, atid that is the way I would
want to answer your question basically. ,

I think there i an important failure ot tie part of Government and
on the part of the Congrs's to Judge adequately th danger of depret'-
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sion which lies over this country today. This is a most serious ques-
tion, because I think that the biggest issue we have and every action
by Government in the fields of economics should be rooted in the
question of its effect, whether we are going to return to the unliqui-
ated crisis of 1929 to 1941. I say "unliquidated crisis" becafise it

wis not liquidated, and we had mass unemployment in the year of
1941 of around 8,000,000 people, in Jamary of 1941 in this country.

The CHAmRMAN. And a debt of $50 billion or $60 billion?

Mr. NrxoN. Yes, Bir; of course, We will soon have to answer the
question of the American people as to what safegpiards Government
and the Congress took to ward off coining economic collapse.

in our judgment, the issue of mass unemployment is the issue of
high mass markets in America. We feel thiat H. R. 1 moves us
toward unemployment because it undercuts the mass market of our
country, and I hasten to address myself to your point. Here, I
mean, it does not sustain the mass market to the degree that tax
reduction could, if you adopted a different schedule of reductions.
To the degree that it makes a contribution of $3 billion, that is, I
think, all to the good.

I would disagree with Mr. Ruttenberg on this question. I would
favor this bill, H. R. 1, rather than nothing, because I think it is so
crucially urgent that we do something to Improve the mass pur-
chasing power of our people at this time; and if I was told that Ihad
a gun told to my head in the form of certain concessions in the high
brackets, high-income brackets, and I have to therefore wake a
ceiwession in those lbrackets in order to get $3 billion for the low-
inc6m6 brackets, I would say, "Yes, giveit to us, even at that cost."

The CHAIRMAN. Is not the gun-at-your-head theory rather fan-
tastic? That is, when you are considorhig a question between
increasing something "X" munber of points, increasing a benefit "X"
number of points, or on your theory fX"-phas number of points?

Mr, NIXON, If you can think of.a different figure of speech, which
would indicate whore we have no choice of getting anything, unless we
concede this, that we do not want, I will accept your figure of speech,
The point is perfectly clear.

The CHAIIMAN, I am glad to hear you say what you said, and I
think Mr, Ruttenberg, on further reflection, will come to the same
conclusion.

Mr. NIxoN. I assume that what I have said would not detract in"

any degree from the scandalous concession that we would be forced to
make In order to got some improvements for the small-income people
if that were the real alternative that we face,

Here I want, to talk about the question that Senator flawkes
raises, and tl:,at is in the center of many of these discussions. That is
the question of whether or not we do not need these concessions in the
highinconie brackets, whether or not we need to be increasingly con-
servative in our corporate tax program and inroasingly conservative
in our tax rates as far as estate and gift taxes are concerned, in order to
maintain what is called venture capital. Here we run into the issae
of whether what we are faced with in this country is a shortage of von-
tare capital and operation with venture capital or whether we are
faced with a problem of lack of mass purchasing power.

I undrtwnd the interMlationship between these two thing.
I understand that you cunot talk about one without the other. There
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are many simple economic remarks we can make on both sides about
these things, and I hope I dbonot make them on either side, but there
is sUch a ting as a realistic evaluation in a given economic situation
of what is the problem, and our feeling is that the problem today is
not alack of venture capital or even a disinclination to use venture
capital but it is the overriding threat that the investment that we
have ready made that the tremendous productive equipment that
we have built up, Will not be met with a mass purchasing power market
which will permit it to keep running.

The CumAnIMAN. Mr. Nixon, I think it is perfectly obvious from what
you have said that you take sharp difference with Secretary of the
Treasury Snyder, who does not anticipate any important recession
during the fiscal year 1948?

Mr. Nixo. Just as sharp a difference as it is possible to take. I
have no hesitation in taking it.

The CHAIMAN. It follows from that that you favor some way of
buttressing mass purchasing power and that you believe that your
way is a better way than the way that is proposed by H. It. 1.
MN. Nixon. I believe in many ways of buttressing of mass purchas-

ing power. I happen now to be speaking about one that does it, more
or les.

The CHIAIRMAN. It buttresses about $3 billion?
Mr, Nxxon. Yes'sir; it could buttress it $5 billion.
'he CHAiMAN. r think we cut it a little thin. The people from

$5*000 up also contribute to mass purchasing power.
r. N xon, That is correct. Of course, that is, in limited extent

compared to those under $6,000.
The CuHAMA^r. I would say less as you go up.
Mr. NixoN' Yes of Course.
The CnAmIMAN. Wtelativoly.,
Mr. Nixon. Yea, I wanted to say another word about the question

of venture capital.
We have never had the liquid sets in this country that we have

today. The liq.iid assets of busils in January 1947 totaled around
$70 billion, in contrast with liquid assets in 1039 of around $20
billion.

The CHAIRMAN. Whatit your production today as compared to

Mr. Nixon. About double.
The CAUImaAN. Your capacity for production?
Mr, Nixon. Capacity physical production, around 50 percent

above, The liquidity of our economy on any ratio you want to ohooso
has r4reiy been oquaied in our country, There is no question of the
qvallability of liquid assets; We have been using, through the year
1940, in which we have .jad a rate of investments $32 billion that yola
talked ^%f this morning- a plow-back that Is r rely equaled; a tre-
mendously large ra.e oi investment.

The CAmwhx. Does it not show the nee4 for very substantial
el*louguhing back into oui. economy of investmnant money?
?rN4xo1 . There can be no question about the need of It. But

It shows, tW,, that gven your* tat rates, an4 even before the Ropub-
licans took over the congresss, they' had enough of an optimistic
att$ude' about this country, to go ahead updbr the so-called punitive
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tax rates, that we are now talking aboug ,to go ahead and have an
investment of $32 billion in this country.

The CHAIRMAN. We joined in these so-called, punitive tax rates
because of war necessity, and now we are trying to leave them because
we hope the war is over.

Mr. NixoN. You see, the point I make s that there is plenty of
liquid capital waiting around available for investment. There is no h
shortage of liquidity of assets in this countr.y. We have finished a
year of extremely high investment under existing tax rates. We have
no basis for the Argument that because of the existing tax structure,
business is being driven into the hole and it will not have the incentive
to invest, because the facts ,ro all against us.

My point is this: How, then, do we raise in a crisis fashion the
point that it is the lack of venture capital and the lack of the incentive
to invest which is the danger to our economy? I contrast that with
the readily known fact that what is really disturbing people today and
disturbing industry and business is the growing likelihood of a lack
of markets. There is an indication daily in the financial press of the
country of what they talk about as consumer resistance, the question
of running out of their markets, I think that every indication is that
our real problem is one of sustaining the mass purchasing power of
our people.

Were is an extremely inortant need for every responsible-leader hi
America to become aroused about this question of the return of mass
employment. There has been what I call a new semantics that
has'been developed around this subject. We talk about recession,
because we do not want to use the nasty word "depression," and we
want somehow or other to cover up the possibility that we may go
really deep into economic collapse again. We use tle term"eiconomic
shake-out," when *o mean a real bushiss collaps?. We speak of
"consumer resistance" because we ronimnber something in the papers
about consumer strikes, and we think this is a mere whim of consumers
and neglect the fact that what it is is a basic inability of the masses
of the people to buy the products at the price, because they do not
have the money aid not because they (10 not have the Whim to
purchase,

The CIAUIMAN. So far, you have asserted there is an abundance of
investment capital available to sustain our economic machine at its
present rate, and I hope at an increasing rate, but you have not
demonstrated it,

Mr. NixoN, I refer to the two aspects of this question. One is the
supply of mvings and the supply of liquid assets. That is tie question
of availability, potential availability. The other question is the
decision to use it, You can have a problem on either one of those
fronts. On the problem of the first there can be no question about it.
We have more savings.

The CIAIRMAN. DO you have muth incentive to use it and to take
the chances under tie bigh rates of income taxes that the investing
class has to pay?

Mr., NIxoN I have already Indicated my answer on that, but I azii
glad to indicate it again. I lndicato there are two point. One is the
supply; one is the inOlination' to use, On the first question, there can
be no question, because the supply is here. The figures tell us that
obviously. On the second question of the inclination-
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The OnAIRAi. That~is not a static supply. That is something
that baa to be replenished, dtoes it not?
Mr. Nixo, Oh, yes, everything in the economy is dynamic

is the situation.
The CHAIRMAN. H. R. 1 proposesto expaud the investment .,wer.

If you can conceive that all Of the upper bracket benefits of L IU. 1,
are going to be put into investment which, of course it is not,
amounting to $5,800,000,000 per year, that is rather a dIrop in the
bucket compared to the investment requirements of this country, is
it not?

Mr. NIXON, I think you made an error. You must have meant
3"' $2 billion, your total.

The CHAIRMAN. Yes; I did make an error. That would only he a
drop in the bucket compared to the total investment requirement to
keep our machine going.1

Mr. NIXON. Wel, my point is that without handing it back, with-
out making the change that you intend to for those income levels,
you have a tremendous supply waiting hero unused, available.

The CHAIRMAN. That beings you to the incentive.
Mr. NIxoN. Now, we come to tho second question, the question

of incelntivo, Here we can get into a more lengthy discussion tlen
I presunie we want to get into at this point, but let me make this
observation. We just finished a year, 3 months away from it in
which we attained the highest level of investment without; 11. It. 1
giving them th benefit, As I said before, before the Republicans
won die election in 1046 which gave new courawe even .under those

disadvantages, we had seen an investment of $3 billion; so in terms
of immediate past history, there is no indication to foundation

3 diavn(ewfhdse niytteto 3 ives i r.m

to the fear that we have capital available but a dsinelulation to
invest it. Everything on the books, ,on the record, points in the
other direction, and that is why, when the NAM talks about this
question, they talk in generalities and do not refer specifically to
inclinations to invt, because the records point in the oppJmito
direction.

Senator HAwKis. I would like to say this, that I hav talked with
a dozen very able men who have money available to invest and in-
stead of investing it in venture capital anl doing those things that

are necessary tilcl up employniont, thsey are ptittuig it awn, nrd
saying, "What is the use of doing it if you are running a chancee of
losing it all, and if you win, then so much. is' taken by the Govern-
Ment that it makes it hardly worth while." That is the opinion

Our friend on the stand here thinks that everybody is ready and
willing to use the money they have to invest and do thwso things
liat are necessary to give full employment. I am sure you did it
unintentionally. I beleve you must have. You said that all ven-
tur capital needed was to know that there was a mass market.

SM. 1IxoN. A ld'not say "all." I do not thivik I would have
used quite as uneautious a phrase as that.

&inator HfwasM. I think you said that the one very important
t14ug, and if you over get to have any substantial amount of ven-
ture piWI-

Mr. Nixoti, I never will.
Senator HAW9S, You may,
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Mr. NIXON. I miti in the labor movement, That categorically is
out.

Sentor 11AWKIS. If you evin' get. to have any capitall , you will
understand that you n,,o( more t han a mass market, nl a good
demand. You need ian opportunity to make something out 0 tho
venture and anopportunity to hoe p something out of the venture,
ad that is the thing that, we have before us w h'thcr anybody likes
it or not. It is not a case of whether we like it, or not. '17hat is
America, iad when that thing goes out of the pietnre, then you have
sonlothing else.

Mr. NixoN. It. is very diicuilt for me..
The CnAIRMAN. A mniis i It more jaLckalss to Venture his monvy, to

go into ia real risk venture, if hillf or more of the profits, if any', are
taken away from him in taxes.

Mr. NixoN. You a-e talking about the existing tax ratws?
The CAIMAN. Yes.
Mr. NIXON. How about the $32 billion investment in 194(1? )oe's

it explain that?
The CHAJIRMAN. That Wits pRltly by tax redulction in 1945.
Senator ItAwKt'5. And hope fos: t he future.
Mr. NIXON. Well, you see, it is very diflfctt for ine to get into

the area of slpecilitoll about this. WV , have certain things that aro
clear. One was done under an existing tax structure. I mean that
WO cannot argue.
•e n t1o1 |AWKE;. WVr you liei'te this morning when the NAM

manl was here?
Mr. NIXON. Yes, sir.
Senator HAwK#,t4. As I recall it, MIr, Chairman, youI Correct lne if

I am wrong, lie saild thit, the dlland oil the banks now for inoliey to
invst was becoming substanltially large. Is that, corret., or an I
wi'olig?
The CIHAIRMAN. I thought. thit wits what he sid.
Mr. NixoN. He said in soimle itiit'n , I think,
Senator IHAWKCS. I tholglht he felt thit , 4qkirilmilit of fuda

was gettill so great to do the things that were lie'essai'y ill eXpalnliolt
to build u. these things foi elyll klt thlt th' p(oplDh Wen'o, focivel
to go to the laltks.

lett CHAIRMAN., Eyveryone knows that bank loans have, beei
increaing sub.tantially.

Senator ITAWN-E. 'That8. is t polli, ThCiey hatVe ieen ilcretaiig.
You are leaving the impression, if I get, it, thint there is all kinds of
Venture capital availablewithout going to tle banks, that is perfectly
Willing to go into the market if there is a demand for the prodIuct; ind
then yoi are leaving out, the factor if there is A chance to mako a
profit and keep some of it,

Mr. Nixom. All right. On the first point, I arn only qilotill the
figures from tile Federal Reserve Board which tells I1s that weliave
$70 billion worth of liquid Itatets, currency, time depositA, demand
deposit.., United State*i Government securities, and so forth, in
Aiiierieni bsines today.

Senator JAwKzi, You do think all of that is ready and willing to
to into or any substantial part of it, into investment?

Mr. 1IO Ready to go into it, yes, I think so.
':'"t04!6-4-- ... 0
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Senator HAWKZS. Why are these people having to go to the banks
to borrow this money and refinancing it?

Mr. NixoN It is so needed, other than their actual assets. Others
have .an excess of it. I mean, the .whole economic system cones
together in this particular respect. I think it is a spottiness in the
situation. I know some corporations are borrowing money, very
wealthy corporations; they do not happen to be in quite as liquid a, station. Others are in an extraordinarily liquid situation, and the
ones that are not borrow from the ones that are, but the total picture
is perfectly clear.

The CHAIRMAN. Let us get some exact figures in the record. Coin-
mercial, industrial, and agricultural loans, weekly reporting member
banks of the Federal Reserve, in January 1146, $7,272 000 000.
During the rest of that year, that ran at $7 billion plus until August
when it went up to $8,336,000 000. It remained $8 billion plus in
September and until October when it went up to $9 billion plus. It
remained $9 billion plus and rising until Novenber, when it started
with $9 billion plus and went up by the end of November to $10
billion plus.

In December of 1946, it ran through that month at $10 billion
plus. In January of 1947, it started at $10 billion plus, ran down
until March of 1947 when it ran up to $11 billion plus, where it was
at the last reported figure in March. In other words, running from
$7 billion plus in 1946 to $11 billion plus in March of 1947.

Mr. NIxoN. I appreciate that because I now add my third prag-
matic point. In spite of the fears that you have mentioned, in spite
of the tax rates, in spite of all of the disadvantages that seem °to arise
as paramount considerations in some minds, the inclination to borrow
and to usemoney has been increasing. -They have had no difficulty
'in getting this money and evidently they have not had a fear to do
this.

I do not want row to say there is not a problem here. I am saying
that there is a responsibility to judge what is the really serious prob-
lem, what is the more serious problem. Is the problem one of venture
capital in a situation where ell of your actual data bear out an opti-
mistic situation? Is that the problem? Or is it a problem where
practically every observer now is indicating a serious and. growing
concern about mass purchasing power, which I think even Senator
hawkes would have to admits has a basic relationship to this outlook
for the future and the incentive to ihvvot? n; Thoe CRAmAx. What effect, would that have on men going to

borrow money? ,.
senator HAwitzs. Might I answer his question there, because I

donot want it to look as though I am failing to answer that question,
He said, "even Mr. Hawkes would have." I wish he would not use
the word "oen '. because I recognize very definitely that you have to
have decently distributed buying power in the United States, and I
have always ben working toward that end.:,,, , I, ,

Mr. Nixo, I will, say, "especially 8.uator Hawkes." *,
The CHAIRMAN. If the country became generally conscious of your

thesjs of depression, would tha~tborrowino ilrease or decrease?
'Mr. NIXON. That, is going to decrease. ,Lettm6, fiiah my answer.

That borrowing is ging tO ioereO whgohPrders begin to, becancelod,
when the shelves gin to have unmo~ed articles,, and %that now Is a
problem of people not having monalt to buy the product.
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Tle CHAIRMAN. Will that situation decrease the flow of incentive
capital into your economy?

Mr. NIXON. That is depression.
The CHAIRMAN. Or increase it?
Mr. NIxoN. That is decreasing the flow of incentive capital. That

is the real creation of crisis.
The CHAIRMAN. Let me suggest that you are pointing to the neces-

sity for ploughing back money all the way along the line not only for
incentive capital, but to increase mass production.

Mr. NIxoN. That is what I am talking about.
The CHAIItMAN. Purchasing power; is that right?
Mr. NIXON. Of course.
The CHAIRMAN. You have a two-barreled problem.
Mr. NIXON. That is the way I storted my discussion.
The CHAIRMAN. H. R. 1 does both, but not in the proportions that

you would like to see it done; is that not correct?
Mr. NIXON. May I phrase my position myself?
The CHAIRMAN. Certainly.
Mr. NIxoN. As I started my discussion on this point, I indicated

agreement that both of these sides are necessary in any healthy
functioning economy that is indicated. What we have now, and
what you have as responsible economic legislators of the country, is to
make an evaluation of which of those two things presents a greater
problem to our economic stability.

Granted you might say the real problem is one of lack of inclination
to invest because of punitive tax rates; in that case you would give no
reductions down below and give it all on one side. You might say
that both of these things are equally balanced or roughly balanced and
give some assistance to both sides. Or you might take the position
that I take, at this point, that all of the evidence is that no serious
problem on the investment side is indicated today. The problem that
is growing week by week is a problem of mass purchasing power, and
we must hasten not only by our tax bill but by other measures, to
take the steps to sustain the mass purchasing power; because if we do
not, the whole other side of the picture investment will collapse, and
the picture of income from taxes will also collapse along with it.TheCHAIRMAN., When you reach that point you will then require
combined incentive capital and increased mass purchasing power.

Mr. NIXON. You will always need that, but I think you will get
-the major incentive at this point out of the continuation of the mass
purchasing power, and the real danger is the decline of that.

The CIAIRMAN.'Looking forward to the condition that you predict,
?emession or. depression, we need to give consideration to both. You
havo one way of doing it H.R. I is another way of doing it, but they,
neither of those two angles, can be neglected, can it?
Mr, NixON. I want to make a much sharper point than I seem to

have been making. My point is that there is today no problem that
arises from the tax rates that is withholding Investiuent as a factor
in employment or unemployment. That has not been demonstrated
to me or to the country, in my judgment, Thorb is a very real prob.
1cm arising out of the decline and the lack of mea purchasing power.
I My saying that you should now most urgently give your iAttention
lto th mum purchsug power issue doesnot meaa that we ignore this
otUt quetiou, rJtmwrly woias, thattwe, ovalute tlat tbe question
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of incentive to investment now, rather to invest now, is really a ques-
tion of the condition of the mass market.

The CHAIRMAN. But from the committee standpoint, if we should
reach a conclusion, contrary to that which you are advocating, there
is need for incentive capital against the very condition that you are
predicting and also that there is need for increasing mass purchasing
power against the very condition that you are predicting, then H. I.
I would aim itself at meeting both of those situations. It might not
meet it the way you would like to have it meet it, but it would aim
itself at meeting both of those needs. I

Mr. NIXON. I think, as I started out, that w' have a serious prob-
lem of distortion of income in this country, that this would aggravate
the distortion, that it does not go back to the prewar tax load, it
stays at the wartime tax load. It stays at a wartime proportionate
tax load, which'was based upon bringing in the low-income people,
millions of new taxpayers. The proportionate load of the under
$5,000 group is as much or more than before. What we need is a
real shift the other way.

The CHAIRMAN. Mr. Ruttenberg's program would increase the
total tax burden by a billion dollars. 12that a constructive approach
to a projected depression?

Mr. NIXON. Yes; I think so, because it would permit you to take
your assets from where they are not really vitally needed and to put
them where they are so vitally needed, if we are not going to just
collapse in this country.

The CHAIRMAN. You have a billion less of available assets for any
purpose 'for which you wish to apply 'it.

Mr. NIXON. Not to any purpose to which I wish to apply it.
The CHAIRMAN. Ruttenborg s thesis increases the tax burden of

the Nation a billion dollars. Do you think that your wage earners
will escape the burden of that?

Mr. NixoN. They might benefit from it. It depends entirely
where the tax burden comes from and where the beneit goes.

The CHAIRUAN. Then your theory is that the tax burdens do not
pass to the consumer?

Mr. NIXON. Vell, not all of them,'of course. I mean there is such
a thing as the incidence of taxes, you know. You hav something to
decide here. It is not just an immaterial thing because it is all going
to be passed to the consumers.

The CHAIRUAN. I just wanted .that much of a concession from you
that we have a real problem to decide.

Mr. NIxoN. I would not be here unless I thought you hdkd.
Senator HAWXus. Might I say this, because I am very much

interested in what we are hearing. As I recall it, the tax bill that puts
so many millions more on in the lower brackets was enacted along in1989, 1!040,

'The CvAiIMAm, It started in 1940.
Senator I AWats. All right, Now you had at that time, a Demo-

cratic Congress and a Democratio AdWinistation, did you not?
The CUAIMAN. Yes. - y
Senator Hhwa u. And very substantially so?
The CHAIRMAN. YiSY r . ;
Senator HAwxs., We heard this morning -bout the Veedy and

the Asedy, and can anybody asume that t"t Congress under Presi-
'1

,,p
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dent Roosevelt would have put those millions of people on the tax
rolls if he had felt that he could have taken more money, out of the
so-called r*i ,h or the greedy and taken more out of the corporations
and have avoided doing that thing?

Mr. NIXON. You are just asking a'question of historical fact.
Senator IIAWKES. I am asking you. In other words, do you feel

that if that Congress and the President had not felt, at that time that
there was only one way to raise that revenue-

Mr. NIXON. The president and Congress did not agree on the tax
question in those years. Theproposals of1the administration, sub-
mitted by Mr. Morgenthau and Mr. Paul, were uniformly ignored in
most of the controversial aspects.

Tie CHAIRMAN. The President did not veto any tax bills.
Mr. NIXON. One tax bill.
The CIHAIRMAN. Which one?
Mr. NIXON, One during the war; was it 1943? That is where the

phrase "tax bill for the greedy and not for the needy" came from.
Senator HAWKES. Who recommended decreasing exemptions? Did

not the Pcesident and Mr. Paul, the two people you are talking about,
reconunend the decreasing of exemptions?

Mr. NIXON. Yes.
Senator HAwKgs. Now, then, do you think that they were un-

friendly to the poor man or the man so-called in the lower brackets?
Mr. NIXON. No. No; I do not think that.
Senator HAwKys. Why did they do that?
Mr. N IXON. We were at wur, Senator.
-Senator HAwxEs. Nevertheless you had these rich men that you

are talking about, you had th¢,co big corporations and they were be-
ginning to steam up their industry; and tam asking you if you think
that those people, if they felt that they could safely put any heavier
load of taxation on the upper brackets at that time, whether they
would have gone into the lower brackets and decreased exemptions?

Mr. NIXON. They came and argued for a 55-percent rate on corpo-
rations. They argued for doing away with all community property
,returns. They came and argued for the point we made here on the
estate and gift taxes. They came and argued for excess-profits taxes,
more than they got. They came and argued, especially President
Roosevelt for limitation on incomes to $25,000. He felt so strongly
on the failure to adopt progressive tax bills that he issued the famous
veto message which was overridden in which the phrase "tax bill for
the greedy and not the needy" was initiated.

Senator HAWyEs. At the same time, the party that went along
with him, that was in power, certainly was not the Republican Party.
You cannot say that the Republican Party did this thing.

Mr. NixON. Oh, no; you were working together with the Demo-
crats. There was only one majority hero. It was the Republican-
Democratic majority.

The CIHAIIMAN. All of the Members of Congress, the goutlomant
svs, sot out to oppress the lower-bracket people.

Mr. NIXON. No, sir; that is not fair, Senator. I did not say that.
I acknowledged that the President favored the decline in the income-
tax exemptions. I think the wartime was a very dilforout period, very
different period In many respects.
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Senator HAwKzs. But you are missing my point, or else I am not
making it clear. I am saying to you that Mr. Roosevolt recom-
mended to the Congress decreasing the exemption.

Mr. NIXON. Yes, sir.
inator H wUB. Then, I am'baying to you that if he had felt there

was any way to' et that money for war purposes or any other purposes
from the people in the high-income brackets, any further than he had
without crushing the spirit of the Nation, I do not believe he would
have gone and done what hi did.

Mr. NIXON. He did both. The only thing that the Congress took
was the cut in the exemptions. The other part of it, of his program,i they did not take.hdonator HAWKES. I think you will find that they took quite a su1)-

stantial part of it.
Mr. NIXON. I know this subject fairly well in a general way. They

did not. They neither in the House or Senate did that.
The CofmiAN. Perhaps the reason they did not was because your

rates in the upper brackets in 1939 were already extermination ratcs
and were intended to be. They were the so-called sock-the-rich rates.
They were at their top limits. You cantiot take these rates that we
have been discussing here today and raise them without confiscation.

So the taxes were gotten at the only place whore there was a remain-
ing source for getting them.

Mr. NIXON. There was a division in .the country on that. Tie
President felt one way and the majority in the Congress felt another
way. On this particular question, I do not have to get into argument.
It Is just a question of legislative history that I think you, partit-
ularly who were on the committee at that time, would know about.

I want to come on a bit beyond this particular point.
Senator HAwyms. May I say one more thing? I am trying to

learn something. I do not want to get into an argument. See if I am
looking at the thing wrong. Do not you realize that there must
have been a reason why they did not go further? Certainly, the
Republicans did not do this thing because they only had about 16
or 18 Senators in the whole Senate and they had to have a substantial
number of Democrats to do antiing that was contrary to the wish
of the President of the United States.

Mr.. NIxoN. They had President Truman then voting against
Roosevelt on that issue, voting to override his veto.

Senator HAWLUM, I did nol know that. My point is that, and I
am sure that you tiust appreciate it If you want to preserve the
American system of doing things, and I think you do-

Mr. Nixox. Of course.
Senator HAwx. I think you are very much interested in It. I am

sure that you must realize, that ii? considering this bill, which is a very
difficult thing, tore is no question about that, there are many phases
involved In P, that In oonsidoring It, we have got to, in the interest of
the working man who gets his employment, millions of them, from
corporations we have to consider doing thin 'ing in such a way that

whin this difcult time "hat you forecast comes, these corporations
wil not succumb and have tO give up and shut their doors and put
those men, thousands of men, out of work. That would be much
worse than not'9v1nq them a little further Income reduction .

Mr, Nixos. O4 difforonco Is uot In ppos, but how you do It.
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Senator IIAwKEs. Our difference is not in objective. I agree with
you.

The CHAIRMAN. What is your theory as to debt retirement?
Mr. NIXON. I want to say one other word on this question of full

employment. I have the feeling that the Congress and President
Truman and his Council of Economic Advisers have been attempting
to be all things to all men in this field. The Council of Economic
Advisers writes a report where labor gets one sentence that they like,
and management gets another sentence that they like. When you
talk with them, they will read the one sentence to us; when the manu-
facturers talk to them they will read the other sentence; and this is an
extraordinarily serious thing, because we are in real danger on this
question. If there is an issue as to the correct policy, it needs to be
sharply set and needs to be discussed and decided in this country
rather than attempting to be all things to all men, which is the present
tendency.

I appreciate the fact that I have talked with some heat on this
question, but we are beginning to feel it in terms of human experience
in our organization, and we are mightily afraid of beginning to experi-
once it for 4 million or 5 million people in the country; and when we
have 0 million unemployed, we have 18 million to 20 million Americans,
counting their families, who are economically insecure, and that is
not a thing that can be contemplated with any quietude on my part,

On debt reduction, it is my feeling and that of my organization,
that the questions we have discussed are overwhelmingly more
important than the question of debt reduction. That the inclination
in some parts to oppose any reduction in taxes in order merely to
reduce debts is to ignore the two main points that I have made: One
some kind of surcease for the economic hardship of our people; and
secondly, to ignore the need of doing something about mass purchasing
power in the country today.

I think, if you analyze thTe question of debt reduction a little more
closely, there will be an inclination to agree. The present interest
charge on the United States debt of $5 billion is only 2% percent of
our total national expenditure. We would be saving a little more
than $100 million in interest by the debt reduction contemplated
here of $3.8 billion. It is $100 million a year in the Budget. I
think that we are on the threshold of economic difficulties in which we
will begin to talk in terms of a decline of $10 billion, $20 billion, and
$30 biflion of national income, and if that is true, it is an entire
distortion of the important features before us to talk as a matter of
primacy about *the question of reducing our interest burden by $100
million a year, .

The real issue of debt reduction in this country is not going to be
settled by static economic calculations, but is going to be determined
upon the issue of whether or'not we maintain a ligh income in this
country, a high national income in this country; and the only justi.
flcation that a man can takQ to talk about debt reduction now, Instead
of meeting these -other problems, is for him to say that these other
problems-really do not exist, and that even from the venture capital
point of view or the purchasing power point of view we have no
problem, but that our problem is one of debt reduction,

For ,that reason, I disagree with the position taken by Mr. Snyder,
for example, that thits is he real issue, I
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The CAuWmAN. He is going to make a billion and a quarter in
this fiscal year, and the same in the next fiscal year, without any tax
reduction of any kind to anybody- and surplus accumulated at that
rate would take 200 years to pay tile national debt.

Mr. Nixo. I do not think the question of debt reduction is the
economic question that is before the Congress in April 1947. I think
there is another question that is before the Congress, and it over-
whelms the debt-reduction question.

The CHAIIMAN. I think you have an interesting slant there. I
imagine that you will find that in the end that Congress will conclude
that both should be done, that there should be tax reduction and
debt reduction, and that the debt reduction should be done Inore
substantially than the administration is advocating.
, Mr. NixoN. There is a tendency to exaggerate the implications of
public debt. Thq .real implication is how much of your national
income goes to pal" the rate of interest. In this country it is only
2% percent of the national income at the present time. That is not
a heavy burden.

That is about all I wanted to say on this question of reducing the
debt.
I Senator HAWKEIS. May I say a word in there. I think there are

more implications to a national debt than just the question of paying
the interest on it. Suppose the bonds that have been sold to the
citizens fall due, and the Government defaults, and you have not any
citizens to buy any more? Then, what have you?

Mr. NixoN. So long as they pay the interest that problem is not
realistic, it does not armed realistically.

Senator HAwKzs. It might arise.
Mr. NixoN. Did it ever arise in history? I know of no occasion

in history that it ever arose.
Senator HAwKus. In foreign countries?
Mr. NixoN. Not in this one.
Senator HAwKsS. There is always a firpt time in any country.

This country never had a debt of $258 billion.
Mr. Nixo. Other countries have had and have managed.
enator HAwxs, Things that never happened in this country yet

may happen if we do not use good judgment. I
Mr. NIxO. Sound economic judgment tells you that you can

handle this question of national problems. I say it is not our major
problem, 4

Senator HAWxvS. I must differ with you, thatthore ils not any other
implication -in the national debt except paying the interest on it.

Mr, NixON. That is a more general phrase than I would want to
use, If I said that. I would rather have said that the major problem
before us is not me question of debt reduction, and that tie important
implic"Ations of the question of, what w6 are going to do here do not
run to the question of reducing the debt. Of course, them are other
aspects ofthe problem, and I accept that correction.

There as just oxie other word that I would like to say. I know how
long you have been at work today. I am especially appreciative of
beiii ble to come before this committee, because we were not
afforded the opportunity to do so on thq otl$.r side of the Capitol.

t do not, want to override property here/ but I think you cannot fail
tobe Interested in the proeedur s fo11o~ed by te House i sending
the bill to you, and I thlnk it Is not Ifrevant.
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Tho.CHAIRMAN. Why would we be interested in that? We are not
having a licarin on the House, but on a bill.

Mr. NIXON. YoU are holding a hearing on the bill that is sent to
you, from the House. What is in it has a certain implication for you.
You evaluate, give it 0 certain credence because it comes from that
H1(ie of the Capitol which initiates the revenue bills. I am sure this
must be in your consideration. I think it must be pointed out to you
that in the evolution of that legislation in the House, there was a most
extraordinary )rocedure followed in which open hearings were not
permitted, in wh1l ich people who represented consumer groups and labor
groups and citizens' groups were not permitted to testify.

There was a further situation in which, because too long a gag rule
procedure was followed in the House, no amendments were permitted,
and a very restrictive legislative )rocedure was followed. I mention
this because this issue which so vitally affects our peol)le is being most
unfortunately treated on the other side in a non(lemocratic manner.
I do not want to say undemocratic manner. At least, we (lid not get
what I think most Senators take pride in as the democratic aspects of
their procedure over there. We were not permitted to testify. We
were not permitted to come before the committee and tell what we
thought about this, in spite of applications far in advance of the
hearings; and in addition to that, the obvious complications of the
bill are used as an excuse to prevent effective division on the floor of
the Congress. I could say more, but I am not going to, because it
tests your permission to me to talk about it.

The0CAIRMAN. We are not permitted, and I think for very good
reasons, to voice criticism of the House of Representatives. We have
been delighted to have you here and to hear you. You will have free
speech as long as you are here. There will not be any limitation put
upon that, so far as any reason for doing so can be anticipated.

I think it might not be quite fair if you were to put Senators who
are according you the right of free speech in the embarrassing position
of hearing criticisms, in their official capacities, of the House, when
they are not at liberty to criticize that body.

Mr. NIXoN. I am not asking you to. criticize them, and of course,
you have already heard criticism of this particular matter in the
m iiority report which you have on this bill. It is not a now issue
that I raise with you.

The CHAIRMAN. It would be superfluous to go into it aain.
Mr. NIxoN. Not superfluous in the sense, that in addition to the

official representations of the minority, those of us who represented
the public In a sense there, when we come to yoU, have to indicate
our concern about this problem.

The C AIRMAN. The minority is represented hero, and the infor-
mation that you mention is available here both to the minority and
to the majority, and I am not suggesting that you (to or do not say
anything. fam just asking you to boar in mind all of the circum-
stances that exist and show a decent regard for them.

Mr. Nixo, That is why I tried to be so circumspect on this
question, because I felt I had to mention it.

That is all I will have to say.on this subject.
I have not gone at length into the question of the general tax

revision, because I have preferred to talk about the issue that you
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are immediately concerned with, which is H, R. I and income tax
reduction.

Generally speaking, of course, we subscribe to the general program
that was outlined by Mr. Ruttenberg to you; and I do not propose
now to repeat what he said to you.

That is all.
Senator HAWKES. Have you any part of your report left that you

want to file?
Mr. NIxoN, I have filed the entire report. The chairman gave me

permission at the beginning of the hearings.
The CHAIRMAN. Have you finished?
Mr. NIxoN. Yes, sir.
The CHAIRMAN. Thank you very much for coming.
(The report is as follows:)

STATEMENT Or RUs NIXoN WASHINOTON UNPRISENTATIVE UNITED ELECTRICAL,
RADIO AND MAcHINX WORKERS Or AMEniCA, CIO, ilnOhE TJI SENATE
FINANCE CoMMiurruE APRIL 25, 1947, ON INDIVIDUAL INCOME TAX REDUCTION
ACT or 1947

The coming economic crisis in America provides the significant setting for the
congressional consideration of taxes in 1947. Virtually all economic forecasters,
with only variations in mode of expression and -candor, foresee mass unemploy-
ment in the not distant future. It is because of the devastating consequences this
development will hold for our 600,000 members that the United Electrical,
Radio and Machine Workers of America, CIO, comes before the Senate Finance
Committee to talk about the tax bill.

Already we have begun to experience unemployment in our industry. Every
Indication tells us that within a matter of, months many thousands more of our
members will lose their jobs, What is done with regard to taxes has a very
realistic and highly significant impact upon the economic future of America. The
tax measure ban to do not only with the welfare of our membership in the most
immediate terms, but also vitally affected their more long range economic security.

In a recent Issue of the conservative magazine, United States News, which
analyzed the question "Will there be a recesaon?" unemployment of as much as
six million was foreseen beginning In 1947. This source mentioned as an iml)or.
tant"unfavorable factor * * * income distortion * * * that puts a squeeze
on Juying power, forces consumers to retrench," The Bureau of Agricultural
Eonomies pointed out recently that the share of wages and salaries in national
income has fallen from 70 percent at the end of the war to 59 percent last Decen-
ber. H, It. 1, passed by the House of Representatives and now before the Senate
Finance Committee, would deeply and flagrantly aggravate this dislocation of
income. The philosophy of H. W. 1 and the practicalimpact of the measure fly
in the face of the most generally recgnlsed economic need of the times, which is
to safeguard the mass purchasing power of our people. In so dolng, it moves to
speed up and doeepn the serious impact of depression. In, immed!te terms the
provisions of H, It. 1 ignore the extreme current economic hardships of the mass of
American families In the low Income groups, lower the general standard of Ameri-
w, living, and gravely Increase the problems of the workingman and his family.
Inquiobl. distribution of laa relief under H. R. I

That H, R. I has a grossly inequitable impot'in its tax-reduction provislots
is merely a matter of fact, subject to irrefut*bla statistical rop raontation.

H, R, 1 provide relief In reverse ratio to the order In which the burden was
extended I wartime, Under the false slogan of getting rid of the wartime tax
burdibi It loaves the small-income receivers arryng practically their full war-
time share of the tax burden. In 1989 incomes tider 85,000 paid less than 10
pmernt of the ttal Income-tax bill. In 1940 thby paid 8.7 percent, Under

, R,1 the burden of those having less than $5,000 Income still remains equal
to b4.2 percent of tot tax collectlo. When the extreme lnorease in the price
level is considered, it to an irrefutable fat.that tader H, R. 1 'the lower-income
citizens would be cloying even more than their hill wartime proportionate share
OA tog Wt"txbI~ (08e table Is)
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This increase In the share of taxe3 paid by small incomes was brought about
primarily by lowering exemptions and adding tens of millions of low wage and
salary earners to the tax rolls. From 1930 to 1946 the tax rolls increased by
39 million. Twenty-one million, or 54 percent of the increase, was in the bracket
under $2,000. Seventeen million, or 43 percent, was In the bracket $2,000-$,000.
Altogether 38 million, or 97 percent of the total increase in the tax rolls, fell in
the bracket below $5,000. That is how the main burden of wartime taxes was
put on the backs of those least able to pay. (See table 2.)

Of the 38 million added to the rolls In the low-income brackets to finance the
war, H. R. I proposes to drop a more 1.4 million individuals who happen to be
over 65 and therefore qualify for the extra exemption of $500. These are not
even necessarily the most needy among the aged, as H. R. 1 gives the $500 extra
exemption to each spouse only where both have gross incomes over $500. Thus
an old couple with a total income of $2,000 would go tax-free if each had over
$500 whereas another old couple where the husband made $1,800 and the wife
made nothing would pay a tax of $51 (17 percent of surtax net income of $300)
because the wife could not claim the special exemption.

Far and away the greatest increao in tax rates compared with 1039 is left by
II. R. I on the backs of the low-income taxpayers. In 1939, a married couple
paid no tax on incomes up through $2,500. H. R. I takes $67 from a $1,500
come, $133 from a $2,000 income, and $228 from a $2,500 income for a married

couple. Percentagewise, these low income brackets are left with an infinite
increase in taxes over 1939, whereas at the top bracket the Increase over 1939
dwindles down to a mere nine-tenths of 1 percent. (See table 3.)

For a couple making $2,000 a year, which is rock-bottom Income for health and
decency, 10,46 taxes took away $100 of the spendable income which they had under
the 1939 tax law; 11. It. I restores only $57 of that cut. In contrast, for the cor-
poration executive and his wife st rugghing along on $100,000 a year, 1940 taxes took

30,058 of the spendable income they had under the 1939 law; H. R. I restores
$12,626 of that wartime cut. In even sharper contrast, for the man and wife
with a $300,000 income, 1946 taxes took $73,000 of their 1939 spendable income;
II. R. 1 restores $47,000 of that reduction.

To put this in another way, the spendable income remaining after taxes of the
$2,000 couple is increased 3.1 percent over the wartime level. The spendable
income of the $100,000 corporate executive Is increased 34 percent over 1946.
And the spendable income of the $300,000 wealthy citizen is increased 72 percent
over 1940. (See table 3.)

The inequity of 11. It. 1 is further illustrated by comparing the average tax
relief given in each bracket with a real dollar-and-cents across-the-board tax cut.
Across the board, 3.8 billion total tax relief would give $82 to each taxpayer.
Under H1. R. I's so-called percentage across-the-board scheme, 06 percent of the
taxpayers will average $50, or $32 less than this amount. The average tax relief
under H. R. 1 ranges from $10 in the bracket under $1,000 to $163,000 at $1,000,
000 and over. (See table 4.)

In considering these proposed reductions it should not be forgotten that sub-
stantial relief from the high wartime rates for the high-income brackets was already
granted during 1946 through the 6 percent across-the-board tax cut of the 1940
Revenue Act. In addition, surtax rates were cut 8 percentage points in each
bracket. These facts, of course, have gained little publicity. The top bracket,
taxed In 1944 and 1948 at 94 percent was lowered in 1946 to 01 percent through
reduction in surtax and was (urther decreased by the general 5-percent reduction
In rates to 86.4 percent. Thus a person with a million dollar income in 144
and 1945 had about $100,000 left after taxes. In 1946 he had $160,000, and
under I, R. I he would have $271,000, or n:oarly three times his wartime spendable
income,

To sum up, as the former General Counsel of the Treasury Departm6nt and
Outstanding tax export, Randolph Paul, wrote a tow days ago in tits Washington

Post, he House bill would leave taxes substantially above 1980 levels for low-
Income taxpayers; it would leave a proportionately heavier burden on the middle
brackets, andIt would bring taxes for persons in the high brackets back nearly
to 1989 levels." The people of the United States may well ask if this la the Repub-
lican evaluation of the specific obligations they undertook in winnig the election
in 1046,

Fortunately, at least the Incidence of taxation can be brought beyond the
bounds ofdebate, The members of the Senate Finance Committee are certainly
Sae Qf the laeldelle, of the proposed tax reduction, and the relationship it beais
to te rlative tax burden* of the wealthy and the poor in America. The, signif-
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cant questions are what this proposal means to the standard of living of t he people
an they meet today's high prices and what thin bill means as we stand on the tiresh-hold of depression In America.

M current tax impact on standards of living of American people
The most important economic fact in America today is that many millions of

American families are having difficulty making ends meet due to the high cost of
living. Caught between soaring prices and lagging wages, the people have had
to dissipate their wartime savings, go Into deft, and many ml lions of families
have had to out down on their purohaso of even the barest Zssentlals of food and
clothing and medical care. Nearly 25,000,000 taxpayers, 53 percent of the total
have $2 000 or less in income. More or less taxes for these groups means more or
less milk, more or Icos meat, more or Ies clothing, more or less medical care.
It is In these real human terms that the Issue of how the tax cut will be distributed
should be considered.

One of the things about which the men and women of this Union arc most
proud is their deeply hold conviction that the health and welfare of the poople
are the most important consideration facing any member of this Congress or any
official of this Government. It is a plain fact. that tie cost of decent standard of
living, at today's prices, is at least $3,500 a year for a family of four. The budget
of the eller committee of the University of California cost $3 770 In March this

ear Yet the Report on H. R. I shows that 80 percent of the Nation's taxpayers
Tal below $8 000 in Income. Average weekly wage( in manufacturing would total
only about $,500 or $2,600 for a full year's work, if the worker was lucky enotigh
to get a full year's work. It is obvious that. the vast majority of American families
are living below minimum standards of health and welfare.

Under these oircumstancqp, every penny earned and spent Is a marginal penny.
If it is spent on one thing, Kf means some other necessity of life cannot he bought.
Every rise in prices consumes more marginal peimes, and cuts down on purchases
of essentials, That Is the real truth behind the euphemistic slogan of "consumer
resistance" to high pries. That is why the physical volume of retail sales
reached its peak in February 1946 and hs been on the doivn-trend ever since,
falling In January this year to 7 percent below February 1940,

When Congress takes $67 from the income of a worker wlo has to support a
family of four on an Income of $2,600, you arm taking broad and milk and butter
and clothing from that family just as surely, as the manufacturer has taken those
thnp away by prigo rises, And that is not all. You are taking away that $67
from millions qflittle taxpayers so that you can afford to give an average of $12,00)
In tax benefits ot each of a few thousand wealthy executives and stock speculators
in the $100,000 bracket or $38 000 and more to the Oirdlers, Sloans, and Wilsons
in the brackets around $250,008 and up.

That is the way to perpetuate tile situation we found ourselves in during tile
lost war, when 4 percent of our draftees had to be rejected for military service

'because of physical unfitness.
That In the way to perpetuate the situation we face every year in American

Industry, where upwards of 00,000,000 man-days per year are lost through IIl
health-about 20 times the average number of days lost through strikes in all the
years from 1940 through 1940.

That Is the way to perpetuate and aggravate the growing imbalance between
the lcome, pf the few and the wages and salaries of the many an imbalance which
o demonstrated by the decline In wages and salaries from 76 percent of national
ihoomo in July 1904 to only 59 percent in December 1040 and to a still lowerhigurs todmi,
11That-s'the way to run this country smack into a depression of 1920-38
proportions,

You. cAnnot run the Nation' economic machine indefinitely without adequate
suppls of the lifeblood of commerce, full and expanding purchasing power in

f people who do $0 or 00 percent of the work and maite 80 or 00

P"oent of the purchases of the products of American Industry and agriculture.
I wonder If the niembors Qf tha lBenato Finange to mnltte actually know what

the i position of the existing tax burden on the low-income groups actually
means iu teris of standards of living, This 1s Informatiou that should he scien-
tifleallY av4ab I from existing Government re%.-rh agencies if it were only
requested. I cannot understand'wby this, the most 'tipi huumn material of.

our .I~t~oberastokn, Is so noticeably lacking in tho evidence upon which you are
to base your onol3psioe, It se high time'thatrwhat we so often refer to as "the
Amarican sumadAr 01 Itv1nW and which I azia'sn" we would all insit should be
at let a minimum level of'health ,and deoe0y should be really Integrated intoT
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our tax 'considerations. It. I. I gives us a most fortunate opportunity to do
just this because it moves in the very opposite direction'-to flout and prevent
realization of tile American standard of living.

Tax reduction and the coming depression
Every act of the Congress in the field of economies must be judged today for

its effect upon whether or not America is to return to the unliquidated crisis of
1929-41 with mass unemployment in even greater numbers than that which we
now experience. The Congress will soon have to answer the American people's
query as to tle safeguards they took to ward off economic collapse. It is it this
connection that the tax bill with its impact tipon the distribution of income in
America, its impact upon the mass purchasing ability of otar citizens achieves
its highest, importance. The issue of full employment is the issue of high mass
markets hi America. II. It. 1 drives us toward unemployment because it, under.
carts the mass market in our country.

In connection with full employmentnt it is argued by some that If. It. I will
encourage "venture capital" and therefore promote Jot;". The majority report is
crudely frank in stating that. "new investments are believed to come primarily
from income of more than $10,000 to $15,000. Those with smaller incomes can
save little. * * *" It is oi this basis that the House majority rationalized
its excessive concern for the high-Income receivers In America and ignored the
needs of the masses of people for Income-tax reduction. The majority outlook
ignores the fact that no investment in the world can be profitable if it is not based
on an assured flow of consumer spending for the goods produced by that investment.

Actually, there is no lack of "venture capital" apparent in America today.
Liquid assets in the hands of the wealthy are three times greater than before the
war, and working capital held by corporations is more than double prewar levels.
During 1940, under the present so-called punitive tax rate, we had the largest
investment in productive plant and equipment in our history. These funds came,
as they must in those days of tremendous concentration of capital, predominantly
from corporation reserves, banks and insurance companies, and wealthy individuals.

The danger this Nation faces today is that investment has far exceeded the
long-run capacities of the market in which the vast majority of consumers are
finding themselves unable to buy because of outrageous prices anti their own low
incotnes, Capital in this country has enjoyed a high degree of security in recent
years, with a rate of return on net worth for all corporations averaging 6.4 pt:ent
sinct 1939. Tile rate of return for all corporations in highly prosperous 1029 was
only 5.2 percent. In 1946, according to the National City 11ank, 2,900 leading
corporations earned nine and a half percent on their not worth and- the trend this
year is still upward. IDividends are,(f course, sharing in those lush profits. Clearly
neither the supply of capital nor minimum security of investment income Is the
Important threat to full employment today.

As Mr, Randolph Paul said In his recent discussion of the 1047 tax cut: "If
we are to use the vast production potential we developed during the war we
must distribute our tax burden in a way that will permit mass consumption.
A stabilized market for 'mass consumption is a prime reqtisite for productive
activity, We can have neither mass consumption nor an expansion of productive
capacity activity If our taxes drain off too much purchasing power from the low
Incomes," It is precisely this (training off of purchasing Qowor from the mass
of consumers that makes H. R. I a dopression-breoding bill.

There is the gravest need for every responsible force In America Immediately
to become aroused and active about the threatening return to mass umemploy-
mont, We must put an end to much of the wishful thinking and shallow analysis
which Is preventing effective action to keep our economy from going again into
the ahyus, of depression. Today we have a new semantics to cover up the old
f(miluar facts of joblessnoss, bankruptcies, economic hardships, Instead of
depression, we say, "recession," without any real reasons for our hope that the
down-swinK will not be -serious. We refer to economic "shake-out' when we
mean a real business collapse. Instead of admitting that people lack money to
buy the products of our factories, we speak of "consumer resistance" as if the lag
in purchases were mere whims of consumers. We tend to gloss over tile tragic
Implication of six or seven million unemployed and its actual consequent economic
Insecurity for almost 20 000,000 Amorl6an citltons, and tend to look at this a
4 normal or inevitable feature of our situation. We abandon the phrase "full
employment" and speak instead of "high level of employment" as If more changes
of word could hide the ove-0l inefficienoy and waste of all joblessnems.
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It must be recalled that the depression and mass unemployment that spread
from 1929 for 12 long -years to the beginning of the war was never liquidated.
There were 8000,000 Jobless in January 1941'. The economic developments of
the wa priod are such as to aggravate rather than to alleviate the unliquidated
characteristics of the crisis that still plagued the Alnerican economy as war camnoto the world.

So far, the Congress, President Truman and his Council of Economin Ad-
visors have attempted to be "all things to all men" In the field of economic 1)011ev
affecting full employment. It is about time that American leadership got I)l?
the fginoe oxi, this issue because if they don't they will be knocked off by the very
realiti and relentless impact of .unemployment. The tax bill passed by the
Congress should check depression, not feed it.
Dbi redudion

It is our view that the problems already discussed are overwhelmingly mnro
important than the objective of debt reduction which has led many to oppose any
tax reduction at this time. To apply the 8.8 billion dollars for debt reduction
rather than for tax reduction does nothing to solve the really urgent economic
problems facing us. Even worse, it perpetuates the evils of the present tax
system.

For one thing, it leaves us with the present unbalanced tax structure built iip)
during the war on top of an already regressive peacetime system. This is neither
equitable nor conducive to sustained purchasing power.

In the second place, tapplication of the money to debt reduction would ac-
complish a minute reduction of the debt burden at the expense of the urgent need
to lbolster consumer purchasing power and correct the distortions in national
income which are leading to collapse.

The real burden of the public debt is measured by the interest charge, and
specifically by the proportion of total national expenditures required to pay this
interest charge. The present interest charge on the United States debt of $5 I1Illion
is only 2.5 percent of our total national expenditures. Since 1919, we have had
a 900-perent Increase in the debt with only an 80-percent Increase In the propor-
tion of national expenditures going to Interest on the debt.

Reduction of debt by $3.8 billion would decrease the interest charge by little
more than $100 milUon (assuming an average interest rate on the debt of 3 percent).
Such a reduction would hardly be noticed and would certainly do nothing to bolster
up falling retail sWles. But 83,8 billion In tax relief to low incomes would have at
important stabilisng effect on retail sales, production, and employment. With
regard to the .durab e-goods industries in which the membership of this Union
Is most vltaly concerned, I would call your attention to the fact that $3.8 billion
would cover the annuall average consumer purchases of radios refrigerators, wash.
Ing machines, vacuum cleaners, sowing machines, and other houshold furnishings
and equipment for the period 1989-41 .

The essence of the debt problem is to maintain an expanding national Income,
At present levels of debt And national income according to a Federal Reserve
]oaid authority, we could borrow $8 to $10 billion and.more a year for the next
50 years without railing interest charges to more than 4 or 5 percent of national
income-provided national income continued to grow at the same rate-3.3

, ~reerjt--a byer thl period 1879-.1941. As the Reserve Board authority conm-

"The economy will hardly be Impeded from effective funotioning by a dobt
novice equal to some 4 or 6 percent of Its national Income. * * 4 Repayment
of the debt is not the only available method of reducing the debt burden. This
aim can also be &Qhleved, and in a much safer way, by promoting a more rapid

* growth of Inome (Board of Governors of the Federal Reserve ystem, Public
• FIRand lull Employment, Postwar Economio Studios No.$, pp./9-6A,

Ince 1929# practically every Industrial nation in the world has found itself
obl ed to go heavily Into debt in order to make expenditures for maintaining
national income Amd purchasing power, This had to be done to nave business
from the effects of income disortions brought about by high profits and low
wages, In our own country the core of the opposition to Now Deal recovery,
measure. wa* an attack upgn "'deficit spending and an "unbalanced budget.
It is obvous f1omn our experience In W9302, and from the carefully documentted
studies of the Tedoral Uiserye Board and other exports In the field, that the eco-
nqmle danger of suh fisl wa ures are remoo, whereas the, conmqueue. of

,o , /
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failing to take such measures to conserve human resources are immediate and
disastrous.

Undemocratic procedure followed in passage of I. ft. I in Boisse of Representativea
I am particularly appreciative of the courtesy and consideration of the Senate

Finance Committee in being permitted to testify today because it contrasts so
significantly with the treatment accorded opponents of 11. It. I by the House
W\ ays and Means Committee. While I realize that this question of procedure is,
of course, the business of the Hlouse and not of the Senate, it cannot be Irrelevant
and lacking in interest to the members of tls committee in the Senate to know the
circumstances under which 11. It. I was sent over from the.11ouso of ltepresenta-
tives.

II. It. 1 comes to the Senate without open hearings having been held by the
House Ways and Means Committee and without significant debate or any amend-
monts being permitted on the floor of the Iouse of Representatives because of a
gag rule. Normal legislative procedures were cast aside in treating this matter.

Initial hearings on H. It. I were set by the House Ways and Means Committee
for February 18 and 19. It was announced that these hearings were to be ro-
stricted to technical experts from the Treasury, the Bureau of Internal Revenue,
and the Congress6oia Joint Committee on Internal Revenue Taxation. As a
result of public protests against this particular gag procedure, the hearings were
postponed. President Fitzgerald, of my union, was among those protesting to
the committee and to congressional leaders. As a result, we received letters from
Speaker Martin and Floor Leader lialleek, amuring us that no definite decision
to exclude the public from hearings had been made, and that the whole matter
was being reviewed.

But these assurances came to naught. On March 13 and 14 the Ways and
Means Committee held a two-day "quickie hearing." In the words of the
minority report of the Ways and Means Committee, "a full and free discussion of
H. It. 1 as introduced was denied the public by high-handed and unprecedented
tactic. The hearings lasted but 2 days and only two witnesses other than Gov-
ernment officials were called. These witnesses, whose views wore already known,
were hand-pinked."

Those hind-picked witnesses were ox-Treasury officials John W. Lanes and
Roswoll McGill, They were picked because they have madie themselves notorious
as opponents of progressive ta, legislation and as the propments of the type
of tax bill being urged by the National Association of Manufacturers and the
United States Chanber of Commerce. "You can infer what these officials told the
committee from what Mr. Hanes told the Young Republican Club of New York a
week later, Ile said that tax relief for wage earnoei was "popycock and clap-
trap." Mr. Hlanos advocated raising a third of the Government's budget by the
moat reactionary tax measure of all-a national sales tax. "The budget," he
said, "can only be balanced by the sweat of the brow qf the people who work In
this country."

The request of the CIO, requests of many different international unions, the
requests of itinans and consumer grup interested in tax legislation, that they be
given an opportunity to be heard before the committee, were all denied, tohe
minority members of the Ways and Means Committee were forced to complain
that thoy learned of the decisions of the committee only by reading the newspapers,
and had to protest the "railroading" of this bill by the committee majority, led by
Chairman Knutow. The specific motion In the committee to permit witnesses to
be heard wa overwhelinlny defeated by the majority.

After litoning to this solcted testimony the committee, on March 21, voted
16 to 9 to adopt the lnutson bill with a low sugar-coating amendments, The
New.York Times described the putpose of those amoudinents a "to soften oppoil.
tion to the originally proposed 20 percent across-the-board reduction as a help
the rich bill.' " Of cotrso, the adjustments In no sense changed the bAtio charac.
tor of the legislation and served only to create, for those who wished it, politlIal
confusion and the Illusion that adjustnients had been made to reestablish the
equity of the tax-reduction schedules.

The bill then went before thelloust on March 20 and 27 under a rule limiting
debate to 6 hours with no amendments, Representative Sabath, whose experience
In Congress runs back 40 years, called thi procedure "the moat vicious gag rule
ever brought to thip floor"
,As pagd by the House the bill actually constitutes "taxation without ropro-

1entation," a principle wholly alion to the American political tradition,
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The debate brought out some charges which have never been answered by
the sponsors of this. bill. Representative forand (D, Rhode Island) charged
"they want to make good, of course, In the higher brackets, because that Its where
their slush fund for the election comes from."

Representative Eberharter (D Pennsylvania) pointed out that the bill gives a
higher tax beneft to Members 0R Congress than to the 411 million taxpayers with
incomes under $6,000, all of whom would receive loe than a 4 percent increase In
take-home pay. I

Republican Reprosentative Engel (Michigan) charged that "the Knutson bill
givea a man who made the biggest profits during the war the biggest tax relief,
while the individual who had little or no increase in Income, such as teachers
and other white-collar groups Is now asked to continue to accept increasingly
low lflng standards because of such increased costs." Mr. Engel told of pressure
by wealthy banking, oil, and steel Interests, as well as a Republican national
committeeman, to get him to change his vote. Congressman Engel further charged
the GOP with attempting to get the Townsend vote, and asked to whom the
promise of a 20 percent tax cut had been made: "Was it to the workers in U. 8.
Steel, Weirton Steel, or other steel corporations? Ot was it to the financiers behind
those steel companies to whom this promise was made?"

fRepresentative Madden (D, Indiana) called it "special privilege legislation
for which the Republican Party has longbeen famous."

RepesentativeSadowski (Democrat, Michigan) summed it upby saying: "This
tax bill that is before us now represents a revival of the old Mellon-.Hoover policy
of siphoning off millions of dollars to the rich on top of the pyramid in the hope that
some little bit will dribble down to the masses of people. This policy will create
slot of millionaires and then another depression, as we had under Hoover, The
only way that we can have continuedprosperity Is to see that the purchasing power
of the masses of people is maintained. A good many pdoplo are already won-
dering whether this bill is not really a big sledge hammer to smash the labor
unions, They feel that tils bill will ill the pockets of the wealthy with millions
of dollars and then they will close the factories and tell labor to wait in the broad
lines until they are ready to come to work it slave-labor wage."0 Mr. Sadowski

'charged that under the bill, 9 million taxpayers will got nothing, 25 million tax-
payers will get an average of $34 and the rest goes to the riell. "This bill," he
concluded, should be. called the knutson-Republncan swindle bill."

For too long now, taxes have been Initiated in the House without the real
d~mocratio practice of free debate, amendmpent, and record voting being followed,
The obvious and undeniable technicalities of tax legislation have been used as' a
phony excuse to prevent effective discussion and voting in th6 House on oven coul-
mittee minority proposals. This was true under the Democratic majority as well
as under the present Republican majority. The practice in essence has been for a
majority of 13 committee members, in practical effect, to write the tax legislation
for the 405 Members of the House. rholer main decisions have been made in
secret executive sessions and are not known* to the people. Tile House Rules
Committee hs consltently Issued rules utterly restricting the area of discussion
and votes on the tax meastres. The present situation, is onuh a particularly
flagrant oxample of this procedure. It Is entirely out of place in legislation whilh
has such an immediate and intimate effect upon the livelihood of all American
People. It seems to my union that the sober and fair members of the'sente
Finance Committee cannot fail to take this Into consideration as they ju(lge
H. RI Ini 1947.
TA. UB.0 I" program

The full and detailed program of the CIO for general tax revision ha already
been mads known to the anate .Finanoe omm$ttoe. We fully support those
proposals. They need only be summarised here very briefly,

1. Personal-income-tax exemptions should be increased to $8,800 for a family
of four, with exemptions of $2,000 for a married person, $1,250 for single person,
and $00 for each dependent,1 9. Tcise taxes sliuld be elinnated partisa14Y upon all commodities of
daily consumption,

S. The present corpotate, tax rate of 38 percent should be retained with a
graduted corporate tax for those corporations earning less than $26,000 which

•/ /
+ + +1', '.,
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starteAt 10 percent on the first $5,000 of corporate income and roaches 38 percent
on all income above $25,000. This we urge for purposes of relief and assistance
to small business.

4. An adequate tax on the undistributed profits of all corporations should
be levied.

6. The excess-profits tax should be reenacted on a similar basis an during the
war. with modification to reduce the rate of tax on excess profits from 05
to 75 percent and to increase the exemptions from this tax from $10,000 to
$25,000 as a relief to small corporations.

6. Effective and immediate action should be taken to close the many loopholcl
which exist in the tax laws today and which uniformly aid high-income individuals
alone: (A) We propose the mandatory filing of a single return for a man and his
wife instead of the hi lily regressive privilege of reducing taxes by filing ye )arate
returns as is practice it nine states at the present time; (B) We urge effective
taxation on capital gains; (C) We urge the abolition of tax-exempt securities.

7. State and gift tax exemptions should be combined with the total exemption
reduced to $25,000.

These proposals would significantly increase the income of our tax laws and
would Introduce equity .in the tax burden where it Is now so noticeably lacking.
The progressive redistribution of the tax burden Involved would be a significant
contribution both to the woll-being of the great masses of the American people
and to the security of the American economy.

TAiLE I .- I)itribution of tax burden by income class

l'.rmltare of toti tax illthlltyl

Net III(it0 dtts
1119 I 1940 II. It.I

J'tcen I J'eroe~et I'eI~t~
V1116, $2000 ...... .... .4 17.3 15.
$2,000 to ,0 . ..... .......... 7 .4 34 A .7

V 11der $5,000 .............................................. 9. 55, 7 I 2

,OOto$I0,000 .......................................................... .0 8.3 8.5
$0,00oOto $25,0t) ......................................................... 17.0 12.0 12.4
25,000 sn l over ......................................................... (4,2 24.0 24.9

$,000 ul, oer ................................................. 90. 21 44.3 48.6

Smireoes V. A. TroMury )opartmet, Stallstlm of Income (or 1942, lit, , p. 239; report to aocfllpanyIt,. , 1.1. 23.

TAMS,.: 2.-Inrease in taxpayers by income class

(In thouxandas

Net Inoe olalsm f ili relso L b

...................................................... .3,4,7+ SW , ,,,1.+t ldr 2( 3,4108.0 240, 1 21, I I,9.0
$2,000 to 350................... .... 8,2N. 9 -)221, 1 10 %4192.

Under $5,000 ................................................. , 0 19, a 44,817 4 37,877.8

$ 0 ........................................... .4,7 1 viaa 72.5
00to f l1,000 11........................................... 4.7 500. 342.3

r2 5,000 sal over ..................................................... 1 , 1400

6,* 0 and over .............................................. 770 0 I1 AM 41 10904
Tota~l ........................... ;.............................. 7, 758 , 0 *4,%1,81 311, on. 9

* Inolding semo 1.4 million taxlmyers over 06 who would be dropped oudor II, R, 1,

1 IourrOe U, S, Treasuyrl l)partment, tlatlitlo of inoome (or 142, pt. I, p. 235; report to aooompanyv

080--4T--III!
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TAsLS 8.-ffeds of ff. ft. I
(Married parson-no dependents

Increase In Inreeaas In Inee in
MI indaln rease in spendable tax burden
..enab, tax burdep Not Income

over 1046 or 1939 oe over 1939

Pr'estn Percent Pcent Percent
...... ..... $..... .. .... 2 000 ............... 11.4 191.9

I 10 000 ..... .34.
:2. t ........... 170 13.600 ....................'a .................... n 0 16.

..... .................. 8.8 97.6 000. . 2 43
1 ,000 .. 8.6 821.9

'Percentage Inc:ease untler H. R. 1 Is Infinite because no tax was levied in 1939. Tax under I 11,t 1
*1,6006-7; $2,000418; $2.W04228.

Sources: Report to accompany H, R. 1, pp. 38, 40, 18, Congressional Record, Mar. 27,1947, p. 2785.

TAULm 4.-A vetage tax reduction under H. R. I by income class

Not Income elam Percent of Average re- Net Income elass Percent of Averagere.
0Inthousands) taxpayer$ ductlon (in thousands) taxpayers diction

Une, 1................ 14.1 $18 ao ................ 02 4% 780toW a4 to $100 ................. 7,180R' ................ .. 43 to 100............. .1 , 3
.. - o to S .............. 6.0

Toalw under a ...... 9o. o0 to 1000.
... ......... = 1,030 Frod over ........... 163,00to$10 ........... o....... 2.6 230

r0 to * ................ 1.1 798 Total, $28 and over. .3 8200

Total, $5 to $25..... 3.7 896

Is thmn 0,05 percent.
Source; tekprt to acompany 1. R. 1, p. 23,

The CH^ARMAX. We will now recess until Monday at 10:30 o'clock.
(Whereupon, at 0:00 p. m., Friday, April 25, 1047, the committee

recessed until 10:30 a. m., Monday, Aprir28, 1947.)

1'
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MONDAY, APRIL 28, 1947

UNITED STATES SENATE,
CoMMITTEE ON FINANCE

Washington, A 0.
The committee met, pursuant to adjournment, at 10:30 a. in., in

room 312, Senate Office Building, Senator Eugene D. Millikin (chair-
man) presiding.

Present: Senators Millikin (chairman), Taft Butler Brewster,
Bushfleld, Hawkes, Martin, George, Byrd, Johnson of Colorado,.
and Lucas.

The CHAIRMAN. The hearing will come to order, please..
The first witness is Mr. Ellsworth C. Alvord, of the United States.

Chamber of Commerce.
Will you state your full name and your business?

STATEMENT OF ELLSWORTH C. ALVORD, CHAIRMAN, COMMITTEE
ON FEDERAL FINANCE, CHAMBER OF COMMERCE OF THE
UNITED STATES, ACCOMPANIED BY JOHN J6 O'CONNOR,
MANAGER, FINANCE DEPARTMENT, AND ARTHUR W. CRAW-
FORD, CHAMBER OF COMMERCE OF THE UNITED STATES,
WASHINGTON, D. C.

Mr. ALVORD. Mr. Chairman and gentlemen of the committee,
I would like if I may to proceed as I usually do, that is, to file a pro-
pared statement with the clerk to be incorporated in the hearings,.
and then proceed more or less extemporaneously.

The CHAIRMAN, That is agreeable.
(The statement referred to is as follows:)

STATSMONT OF ELIWORTH C. ALYORD, CHAIRMAN, COMMITTMO ON FEDERA r,

FINANCE CHAMBER OF COMMiRCE OF TIl UNITED STATN. WAGIINOTON,
D. C., P1 RUBRNT14D TO T118 COMMITTU ON FINANCE OF THE UNITED STATES
OXNAT1, AT HEARINGS ON It. R. 1, AiPRiL 28, 1947

Mr. CHAIRMAN, gentlemen; I am Ellsworth 0. Aivord, an attorney, of Washing.
ton, ., 0. I appear as Chairman of the Committee on Federal Finance of the
0 h mber of Commeroo of the United States,

Certain assumptions are basic to our statement concerning H, R, 1. These
have to do with (1) expenditures, (2) receipts, and 8) tax reduction now.

I AS TO 3XPENDITUTRlS

1. Toadfor 1948.-Eponditures must be brought below the 87.5 billion dollars.
(610(iscal 1948 In the general budge essage; h os a rpsd

OOO,OOO:t reduction the Senate 4.5 billon dollars,' House as proposed
..t appers baslo to reduc the expenditures for 19V , as a moan. of providing

both to ilef and substantial debt auttailment. We hope the oillng will be
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fixed at 31.5 billion dollars, at any rate below $33,000,000,000. We regret that
circumstances have not permitted adequate exploration of a figure below
$30,000,000,000.

2. Budget mesaage.-The nature of the budget message of last January, and
much of the discussion of it, have tended to distort appraisal of the fiscal situation.

(a) The budget message of last January, proposing expenditures of 37.5 billion
dollars, was in reality a recommendation to continue deficit financing into the
third postwar fiscal year, in the face of revenues, five and one-half times as great
as those of the last prewar fiscal year, 1941.

kb) It was a recommendation still maintained, to continue into the postwar
period the high level of wartime taxes.

(c) It was a recommendation, still maintained, to lower the expenditures, as
compared to those then expected for the current year, by only about $5,000,000,000
and under present estimates only by $4,000,000,000-a reduction which would
not equal the total of nonrecurrin expenditures.

(d) It was a failure to recognize tMat it is the level at which the budget is balanced
which is now of prime importance, 9nd that few plaudits are due for balancing
a budget by applying high war rates of taxes to peacetime incomes and trans.
actions.

(e) It was a failure to comprehend the urgent necessity of reducing confiscatory
wartime taxes; that a lightening of the tax burden will be more conductive to
stable and high revenues than excessive taxes; that reduction of such taxes, within
a balanced budget permitting debt, retirement, is prudent insurance against depres.
sion unemployment and unstable revenues.

US The budget estimates of last January covering the current year have proved
tobe short-lived. Those with regard to next year are now under challenge.

3. Total for 19D.-Expenditures for fiscal 1949 should be planned much below
those for fiscal 1948. We recommend action, before the summer recess, by the
appropriate committees of Congress, using the powers vested in them by the
11udget Act, to notify the Bureau of the Budget that in preparing the estimates
next fall, for fiscal 1949, they will expect tales showing the make-tip, in some
detail, of expenditures aggregating $25,000,000,000 or less. These estimates
should be available to the appropriation and revenue committees in time to
permit of adequate appraisal before the Joint Budget Committee makes its
recommendations February 15 next as to a new ceiling and probable receipts,
which will again be significant with regard to tax and debt reduction.

4. Transfer to 1947.--There should be analysis of those expenditures now
Proposed for fiscal 1948, which properly can be made in fiscal 1947. Fiscal 1048
might also be relieved by any proper deferments of expenditures to later years or
by exclusion as charges against current receipts, of c6ntemplated reimbursable
loans which b statute are made public debt transactions.

5, Annual alanv#.-There should be no temporizing with a basic )olicy that a
balanced budget, with definite provision for curtailment of debt, should be the
normal procedure. This should be the objective for each year and not sone
go-as-you-please theory of functional finance.

It is not too early for the Congress to provide for a Commission on National
Debt to command orderly procedure for handling the debt; the mininuin
amount which should be retired each year; whether or not an accumulative sinking
fond should be established; the proper proportion of short- and long-term debt;
problems relating to Interest, bank holdings and accumulations by government
trust funds, etc. From a revenue aspect, the main problem whldch should be
analyzed by the Congres Is determination of a proper, annual, minimum charge
on purront revenues for debt purposes.

6. ceilin,procee.-we expect that with more experience the coillig process,
provided in the L eislative Reorganization Act will be improved and will worl4
more smoothly. When methods of Imptoving this process are under examination
we will be pleased to make recommendations to the appropriate bodies. We staW
now out conviction that the coiling process is justifiable philosophieally and
practically. 1

7. Improved controls.-Dotter congressional controls of xpendlitures of the regular
Sovornment agencies and Government-corporations can and should b Instituted.
his may or M1y :ot be a, part of the ccllin process. An examination by the

Congressor oi -oum i cotitInuing commltmentq to spend is ossntial to contiol of
.ydto ,r o t.l t r&1oh remains t, b. donor to gnorce econowya|Ad, cif'lolocy,

b~itthsio' 1$ t b3 16) prdspoot nbo expeitures being kept to a total of
botweoi$8l1, billion and $83 billion for fiscal 1948,

i//
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31. AS TO RECEIPTS

1. Amount of 1947 aurplus.-According to the latest official estimate for fiscal
1047, the surplus will be 1.25 billion dollars revenuess of 42.5 billion dollars less
xp enditures of 41.25 billion dollars).

2. Amount of 1948 eurplus.-Th official estimate in the budget message, pro-
vided certain laws, mainly renewal of toe lapsing excises, wore passed, was 1.8
billion dollars of surplus for fiscal 1948 (revenue of 38.9 billion dollars less ex-
penditures of 37.1 billion dollars). Secretary Snyder, however, as recently used

an estimate of surplus of 1.3 billion dollars (revenues of 38.8 billion dollars less
expenditures of 37.5 billion dollars), apparently disregarding elimination of a
$400,000,000 postal deficit.

Secretary Snvder has stated that the Treasury's revenue estimate for fiscal 1048
was based last ecembor on national income payments of $108,000,000 000 and he
has been standin on that figure, although the current estimate by the de partment
of Commerce is that for the first quarter of this year national income payments are
running at the rate of about $177,000,000,000 (or $180,000,000,000 of national
income.)

Secretary Snyder also is reported by the press (New York Times, April 23 1047)
to have testified here that if national Income payments continue at an estimated
present level of about $170,000,000,000, the receipts for 1948 would be $3 000,-
000,000 higher than the 38.8 billion dollars he used, making total receipts of 41.8
billion dollars.
o The Ways and Means Committee report on H, It. I states that with continuance
of the present volume of employment the revenues for 1948 might be expected to
produce receipts of at least $43 000,000,000,

If expenditures are kept, to tie Rouse ceiling and receipts run $42,000,000,000,
the surplus would be 10,5 billion dollars; under thq Senate ceiling $9,000,000,000,
and at A half-way point 9.75 billion dollars.

From any approach, there would now appear to be a reasonable prospect of
a surplus in excess of $9,000,000,000.

Ill. AS TO TAX REDUCTION NOW

1. Cost.--For fiscal 1948, the Treasury estimates that the effect of II. It. 1,
would be to reduce receipts by about $4,600000 000 (3.094 billion dollars) and to
increase refunds to )e made after July 1, 1947 b)y an additional $751,000,000, a
total difference of abott 4.7 bIllion dollars.

Such estimates presumably take little accounts of the probability that'the
proposed reductions of rates would not result in such a decrease of recolipts.
experience with tax cuts, In recent years, and earlier, has demonstrated that
receipts have exceeded the prior estimates of effects of the tax reduction. 'lfx
reductions may pay for themselves, as they (lid after World War 1, whei reduc-
tions of rates wore followed by increashg tax yields.

2. Both tax and debt reducton.--It should be empllhasized that both tax reduction
now and debt reduction are feasible. Furthermore, with continuing pressure to
reduce expenditures for 1949, and thereafter, future tax and debt reductions will be
possible.

If we should concede that passage of H, R, 1 would mean a reduction of
4.7 billion dollars in receilpts, prospects Indicate at least ai equivalent amount of
debt reduction. This 14 to be contrasted with a January 1047 official forecast. of a
deficit of 2.3 billion dollars thIs year and, with renewal of lalsing excises and
avoidance of postal deficit, a suphis of 1.8 billion dol.-irs next year. More
recently, the official forecast has beon changed to a surplus of about 1.2 billion
dollars this year while continuing the estimate of 1.8 billion dollars next year.
The prospoes under review by your committee now suggest a surplus this year of
'at leat what Is offiially forecast and, as earlier Indicatel, $9,000,000,000 or more
Poxt year.

We make no suggestion that tax reduction now be imiade at the expense of
yeamonablo debt rediuction,

Furthermore, as recently stated by W. Ratudolph Burgess (chairman of an able
committee On public debt policy, also chairman of the economic polly conmmls.
'elon of tio Amerlan Pankors Association and formerly president of that associ-
ation), who naturally favors substantial reduction of debt, the excessive taxes
are now the most important brake on our economy and surely the essiest to
loloomm (April 17, 1047).
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A stable program of debt retirement will be aided by tax reduction which will
help to sustain a high lqvel of economic activity. Keeping taxes so high as to
Impair incentive Is striklihg at a dynamic and vigorous economy and endangering
the establishment of a supportable debt retirement program.

8. loalton.-Perhape enough testimony has been presented concerning the
Inconsistencies of maitaining, on the one hand, taxes to doprivo citizens of pur.
-hasing power (and, fully as important, of saving power) aud, on the other hand,
of advocating actions which while temporarily raising purchasing power for some
will soon raise prices and decrease purchasing power of all.

A few observations qn this situation, however, are important. A tax decrease
would result in more take-home pay, more saving and purchasing power, without
the concomitant of increased prices which must result from increased costs of
production and distribution and of services auxiliary thereto.

Our citizens, shodId they 'decide, could mobilize enormous purchasing power
by turning their present savings Into spending. This could be forced, as it has

ten upon many, by high taxes. Our citizens surely can be trusted with theirsaving, and current incomes fully as much as public offcial can b~e entrusted

with excessive revenues and power to spend them.
Tax cut now is anti-inflationary in Its encouragement to production, oaviCgland investment and in reducing the pressure to expand bank and other sources of

credit,4. Timingez cute,-Rons, besides inflationary possibilities and the need of

debt reduton, are advanced to delay tax cuts.
One is thtwe should await revision of the whole tax structure. It is our

position that we can and must have both-that is, reduction now and a thoroughm
revisiozv next' year. The complexities of a general revision are great, the task a
huge one. A cut in the individual income tax now could still be measured against
subsequent necessary adjustment of this and other taxes. This hill should be
but the beginning.

Another suggestion is that the expenditur situation and the revenue situation
are not sufficiently clear. Official statements and proposals certainly have not

contributed much to clarity. Tax revisions have proceeded, istorically, in thelight of the Judgment of the Congress as to revenue and expenditure prospects.
ax reduction would not be made in a ty year If It were require d to await dednitio
udnet results in a current year. Thi suggestion has some of the aspects of a

tatosupport postponement. .... Rsceauion or depresion.-The Secretary of the Treasury has stated here
that "Under these favorable encom conditions Drcsont taxes do not impose
a*bexcenlve esardship on the American people." That is a matter of opinion.
Te contrary view isui ont every hand. There is an excessive hardship,
in our ud gment. The present taxes contribute to demands or wage and salary
intreau, to living on capital, to reduced inctive to earn and save and invest,

Iheyond thi they are a hardship upon the country. Shortages are decreascg,
inventories are at record high levels, orders are vIoelng off, prices are wobbifin,
cdot. are insrasing, earning forgcas are ls bright, and the entire economy s
Vstm.oreblc'to a variety of unfavorable inunces.

We cannot await father development of these influences unfavorable to thecontinuance of a high level of national income and of a dynamic and progressive
economy, We should buy insurance now, through encouragement to incentive
and by ta reduction. We should replace the transitory and artificial stimulus of
wartime shortages by the stmuls and insurance of.tax reduction now. .We
should continue to work for urgently needed tax reforms to proade further
stimulus, ad not wait until harder nd harder times are upon us.

0, TA. bil.-The Chamber's Committee on IFederal Pinam~ce, under existingpolcie of the chamber, has advocated a fiat-rate and acrossthe-board reduction
in individual income taxe payable for 1Q47. It had hoped the reduction would be
at least ft percent.

nth binao mat this prerealo and we ure it prompt enactment, Under

the pliting circumstance there is no merit to the arncenntse
(a)nThad pause of the bild redupes the progressivity of the income tax; in

fat t. in crease It.( That there is a wide diferential between individuals In the mattr of the
ta benefits onferred; thsk disreards the dferentxra in the proporte of t xe
wilh s wtilould remain u

(. Tat exemption should be inoreied, even to th poi t of absorbing tin
tiivy al of the avxale ta o ri7f .this d hsre hrds both needu atd praotucabity.
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(d) That consumption precedes production, and must be maintained at all
costs, when in fact production must precede consumption and the process is
dependent upon fair treatment of its essential requirements.

(e) That we have nuiolont productive capacity, invested capital, and new
venture capital when the reverse is the case.

Finally, everyone knows that it is easy for our Government to spend every
penny the taxpayers produce.

We conclude, In urging the approval of It. R. 1, that Just as there is basis for
nonpartisanship, in and out of Congress, in relation to foreign affairs, so too there
is a basis for nonpartisanship in reduction of Federal expenditures, taxes, and debt.
The bill is constructive and statesmanlike.

Mr. ALVORD. My name is Ellsworth C. Alvord, an attorney,
Washington, D. 0., and I appear as chairman of the Committbe on
Federal-Finance of the Chamber of Commerce of the United States.

Te CHAInMAN. Did you have a former connection with the Fed-
eral Government?

Mr. ALVORD. Yes sir.
The CHAIRMAN. What was that, please?
Mr. ALVORD. For several years, from 1926 until the end of 1930

I held a position which was given the title by Congress of Special
Assistant to the Secretary of the Treasury.

The CHAIRMAN. Proceed, Mr. Alvord.
Mr. ALvoRD. As each of you gentlemen appreciates fully there are

three very closely related problems, One, is the matter of expendi-
tures; two, the matter of public debt- and three, the matter of taxes,

Fortunately we do not have to take a position at this time with
respect to any one of these problems independent of the other two.

Taking the facts as they exist, and on the basis of the present
estimates, there is ample opportunity to reduce expenditures; there
is ample opportunity to reduce taxes; and there is ample opportunity
to reduce the public debt.

With respect to expenditures, our committee has taken the position
from early (lays, certainly froin the end of the war, that it was essen-
tial that our expenditure program be placed under control. I think
Congress has taken a very commendable and very substantial step to
that end.

Roughly, our expenditures for the fiscal year 1048 are in a very
satisfactory position. I am not one of those who criticize the failure
of the Senate side and the House side to reach an agreement as yet
with respect to the total ceiling appropriations for 1048. The Senate
has said there should be a ceiling of $4% billion less than the Presi-
dent's January budget estimates of expenditures for fiscal 1948, and
the House Membets have said there should be a $0 billion reduction.

So that I think we are perfectly safe in pre.licting that an agree-
ment will be reached somewhere between the $49 billion of the
Senate and the $6 billion of the House. Just when that agreement can
be reached is probably conditioned upon factors other than the aggro.
gate amount of the reductions.

But even should there be no agreement we have the House definitely
on record for a $0 billion cut, and its Committee on Appropriations
can, and I understand is, proceeding accordingly. Even if there is
no agreement, we have the Senate Committee on Appropriations pro-
oeedin on the basis of $4.5 billion, or more if possible.

So the result of the Legislative Budget Committoe which has
fu otioned for the first time this year is that of guiding the Appro.

821
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priations Committees of the House and the Senate. Actual appropria-tions, of course, must await the final enactment 6f appropriations
bills.

I merl point out to you in passing that tippropnations do not'necessaily result in expenditures, and I am discussing expenditures
during the fiscal year 1948.

For fiscal 1947 We are bout to witness'a surplus of receipts overexpenditures, for the first time in 16 years. It is presently- estimate(lby the Secretary of the Treasury at a billion and a quarter dollars.
For fiscal 1948, we have official estimates again of a surplus of abilion two hundred million dollars.Senator BYRD. That is assuming that you continue the present

taxes.'Mr. ALvoRD. That is based on the present taxes, plus the reenact-ment of the excise taxes, which have been done.Senator TArr. That allowance, however, is for the increased sUfmwhich the present taxes will bring.
Mr. ALVORD, That is very true.The Treasury proceeds in making its estimates on a double basis.You will note they have changed a little bit on their current esti-mates. Their estimates in recent years have almost invariably beenbased upon the assumption that existing conditions will continue,'aid that on that assumption receipts will be so much.As I understood the Secretary of the Treasury last week, he aban-doned that assumption somewhat for'fiscal 1948, A second bAsis oftheir, estimates is that they have also, during the last few years, basedtheir estimates with respect to tax reductions on current circumstances.So that they always tell us that tax reductions will'cost so much; eachchange in the revenue law will cost so much.
Now, such estimates experience has proved, are not sound. Achange in the revenue laws may cost much less than the Treasurye3timates, A change in the revenue laws may actually produce morerevenues. If I were to take one single position this morning, I wouldsay that you can well afford to purchlase insurance, in the form of taxreduction, to be applied over the course of the next 2 or 3 or 4 years.The momnum cost of that insurance can be fairly well estimated.The insurance, Oerhaps may cost you nothing, and there is a furtherpossibility that you may receive refunds on the premiums you paygreatly in excess of the cost of your insurance.If I were to state simply what I conceive everyone to believe and to4nslt upon, as our o~oe objective at the present time, I would say itis to keep America strong, I do not think that I could express therelationship between military strength and other strength more ablythan Mr, Baruch stated it just a lew days ago. I do riot have hisexact language, but he said that the people of the country realize andthe military must know that our military strength is no greater thanour economic or our productive strength bol4nd the militarySLooking at ex enditures again, I would make one suggestion. Ihopod that It coud be met this year, but time is not available, Whonwe comrn to exoenditure. for 1949 on whichthe Bureau of the BudgetIs probably now' working, and wIl Qonceet;t particularly i the all.0 this yer, I suggeatthat the approprIat*omrittees of te Congress'wliil r14ludp tis committee and thl. Committee on Ways andmeanss and the Legislative Budget Com nttee, insist tliat tiO Director
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of the Budget submit to them the make-Up of a budget based upon

expenditures not in excess of $25 billion regardless of what the

administration budget may prove to be. You gentlemen are entitled

to the work of the Budget Bureau directed toward tile amount of the

budget which you think 1949 can afford.
The CHAIRMAN. We cannot-tell that yet.

Mr. ALvonD. It is too early to tell that, but I think the request

should be made before next fall.
The CHAIMAN. So I do not think we can set any definite figure

yet. You have a lot of variables, and you also have some features

that are pretty hard to get away from over the reasonably near

future.
You start with the 1939 level of expenditures, as I recall, $9 billion,

and you add to that $5 billion for interest, which I hope will be a

decreasing item.
Mr. ALvORD. You would not have the entire five.

The CHAIRMAN. You now have 14. If you add to that, veterans'

expenses, which will be cut somewhat, but even after being cut they

Will be very substantial, running into the billions, you are 'up to

about $20 billion right there. think it would be Unrealistic to

assume, that we are not going to have some heavier expenditures for

a period of time for foreign affairs.
So far as we have gone, we are getting very close to $25'billio, and

we have not allowed a enny for our military establishments.

So I believe a necessary premise, to your hope is that we can sub-

stantially reduce our military, and going with that is the proposition

that we get this world postured for peace; is that not correct?

Mr. AvouD, That is certainly correct, sir.
If I were picking a figure, not entirely out of the air however, I

would certainly hope that I could predict a 1949 budget of expendi-

tures not in excess of $25 billion. wo
The CHAIRMAN. It certainly is clear that if we can get this world

postured for pea-e, we canl get these expenditures of our budget sub-

ststntially reduced, by a number of billions of dollars below what we.

are thinking abo~it for 1948. Is that not correct?
Mr. ALvoitn. That certainly is very true.

The CHAIRMAN. Until we (to get the world postured for peace, we

just cannot reach all of the expenditure objectives that we would like

to reach, as fast as we would like to reach them.
Mr. ALvo With respect to current 1947, for example, I think

there are probably expendtures which could be' made in 1947 which

ohw i t eferred until 1948. There are also such non-otherwise 'might ey d .•. ... :- hchudr i taur

recurring items as loans to foreign countries, which under tie statute$

authorizing them are to be treated. as public-debt transactions but

aro now charged against current receipts.
This merely Illustrates the difficulty, and I know of no solution for

It, of attempting to base our estimates of receipts and expenditures

and our estimates of the effect of tax reductions on one fiscal year.

SFor example, it doe s not make any difference so far as the fiscal

condition of our Treasury is concre d what the particular figures

i:,, areoat the On we 1 1!, can see o aperi o m mon ,6

months or I monts or.IS months, a.atisfactory cono
!" 'We can base our estimates accordlgly,,
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Senator LucAs. What does the chamber of commerce suggest that
we substitute for that method?

Mr. ALVORD. The procedure that this Congress has always followed,
and tbat I think you are following now. In other words, that this
committee, and also the Committee on Ways and Means, sit down
and review all of the applicable factors.

Senator LucAs. That is all it can do.
Mr. ALVORD. That is, or course, true. Then you determine just

what effect tax reduction might have, what effect it might have on
flsoal 1947, what effect it might have on fiscal 1948.Senator BYRD. What provision do you propose to make to pay on
the debt?

Mr. ALVORnD. I would like to make a general recommendation with
respect to the public debt.

I think the time is now appropriate for the creation of what I would
call a Public Debt Commission, to report to the Congress its recom-
mendations with respect to all of the items involved in handling the
public debt, Certainly, Senator, we do not now have to choose
between tax reduction and debt reduction because on all of the figures
which I see, we can have both, and we should very properly have
both.

I do not think that we can justify carrying on further into the
postwar period the confiscatory tax rates necessary during the war
period., do not for a moment suggest that the present bill is the
final solution.

The present bill is merely a step in the right direction. For example
I just do not agree with thb Secretary of the Treasury that we should
have no tax reduction until we can do a thorough job of tax revision.. As you gentlemen know, we have been advocating a thorough job
of tax revision for many, many years, and we have not gotten it.
It is a tremendous job. It involves not only problems of rates, appro-
priate normal rates, appropriate surtax rates, appropriate capital-gains
rates, appropriate excise taxes, the matters of earned income, com-
munityproperty, joint returns, but almost an infinite number of so-
called administrative changes, amendments which have been necessary
for years.

I think the Committee on Ways and Means has proposed the proper
procedure looking toward a general tax revision. According to the
chairman's announcement they will begin next month hearings on the
so-called administrative and technical provisions so as to get the
recommendations of. -the public into print. Then the experts can
consider them and be prepared to recommend to the Committee on
Ways and Moans presumably sometime next fall, and the committee
concurrently will begin its consideration of, changes in our basic taxsystem..

The OimmumA, I believe tat it ought to be emphasized that the
lack of a general revision Is not Just the lack of time to sit down and
write a general revision bll. -There are perhaps 20 subjects that are
hilhy controversial.

Mr. AmmvoR., True.
The OCnAiaiA, No one can sit here now and say what the decision

will bea. to those 20 controversial subjects.,
Mr. Aovo~.D That is very true. T at in 4by I stated that it Is an

Gnuormuo a hugetak
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The CuAIUMAN. I think that goes partially to the fallacy of Mr.
Snyder's position that with one swoop you can have a general revision
of our whole tax system that will do complete equity.for everybody,
and that this can be accomplished within a very short period of time.

Mr. ALVOIR. Well, I think probably the easiest answer is to refer
to history. I think you will find that every general tax revision bill
.has been under consideration by the Congress many, many months
before it became enacted, with many, many months of prior work by J
the experts in getting ready for it.

The CHAIRMAN. All of these subjects that Mr. Snyder referred to
have been under consideration by joint committee and by Treasury
experts for longer than 8 months.

Mr. ALvOnD. That is true.
The CHAIRMAN. The other day the Secretary was not prepared to

tell us that they had reached any decision as to anything.
Mr. Ai~voRD. That is very true, sir. But I would add presumably

because the time has not yet come for them to reach a decision and
make a specific recommendation.

I think that the Treasury, if they were called upon today or to-
morrow for a definite recommendation, would have it. With respect
to many of these problems, I do not think the Treasury is dodging,
just as you and I do not reach a decision until we have to.

The CHAIRMAN. No* I was not implying that they were dodging.
I was talking to the inherent difficulty of the subject. . 1

Mr. ALVORD. Yes, sir. Looking at the budget situation again, it
becomes very clear that whether or not this bill passes, we will have
I say for the first time in 16 years, a surplus for the current fiscal
year, and we will have a very substafitial surplus for the fiscal year
ending June 30, 1948.

Senator BYRD. What is your estimate of that surplus?
Mr. ALvORD. Well, there are various estimates. I would say

the surplus for 1948 will be at least $9,000,000,000. It will depend
to a great extent upon the amount by wbich you reduce expenditures,
and it will likewise depend to a great extent on whether the insurance
that I suggest you buy is actually purchased, and actually works.

Senator BYRD. Give a break-down of that $9 billion. The Treas.
ury estimates how much?

Mr. ALVORD. The Treasury estimates $1.3 billion, after the enact-
ment of the excise taxes, and without the elimination of $400 million
postal deficit.

Senator BYRD. Build up from that point and see where you come
out on our $9 billion estimate.

Mr. RVORD. I would suppose that as good a job af estimating,probably a better Job tlhan 1 can do, i found in the House committeereports. The estimates in there, I have no doubt, were prepared by

your own congressional experts. Roughly we can start about like
this, leaving tax reduction and the effect o this bill out: For a good
many years one of the starting points in estimating receipts has beoeq
national income payments. That is not the same figure as nation]
inonmi.

Senator BYRn. There is not muoh difference, though, is there?
Mr. Atvoan. Y%.
Senator Byiw. I mean the total.
Mr. ALVORD. &vcral billion dollars, normally.
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Senator LtcAs. Billion?
Mr. Ab~vQu. Yes sir.
The CRAIRMAN. They have a relationship to each other?
Mr. ALVORD. 'Oh, yes; but in any event, when we begin to talk

national income, let us make sure whether we are talking national
income payme its or talking national income. I have not done this
recently,, but at one tifte I found nine different methods of computing
national income, so you always want to be certain as to which one is
being used. The figures that I am using for this are the Department
of Commerce table of national income payments.

Senator BYR. Income payments; by that you mean what each
person receives?

Mr. ALVORD. That is the aggregate of the amounts of national
income paid out to individuals.

Senator BYRD. That all persons, 140,000,000 people, receive?
Mr. AjvowD Yes, sir. The essential difference between the

national.income figure of the Department of Commerce-which I
think is released only annually and quarterly whereas their income
payments are released monthly-tho essential difference is that the
national income payments do not of course include amounts earned
which are not paid out, such us corporate accumulations, and the
savings of unincorporated businesses.

Senator BYRD. Those other items, the corporations have got to
pay income tax on them.

Mr. ALVORD. Yes; the corporation will pay an income tax.
Senator BYRD. I am speaking of that*
Mr. ALVORD. These are the amounts.
Senator BYRD. You say this Is the best index to determine tax re-

ceipts, the total gross income of all of the citizens.
Mr. ALvoUU, The gure called national income payments is at

customary starting point. From that, of course, the first thing you
must decide is how inch of that Income is going to be subject to tax, so
that you gradually work down to what we call the base individual
income for tax purposes, and corporate incomes subject to corporate
tax, which gets you down to a vory low figure, compared to the total of
national income payments, because you have all of your exempt
Income and various deductions. But the starting point normally has
been income payments-payments out to individuals.

Senator IiUcAs, Is your $9,000,000,000 based upon national in-
come payments?

Mr. AyvouD. It is based on the Secretary's estimates as they have
been revised by the experts of the Committee on Ways and Mea|us.
I have reviewed them and think they are perfectly sound.

You have several alternatives. Maybe the simplest thing is for
me to fivo you the maximum and minimuni.' They are worked out
on the various bases.
, Senator LUbAb. Why discuss national income and national income

payment if your 89 billion is based upon the Treasury estimates?
Mr. ALvoRD. Because their estimates are.based on the same thing.
Senator LUCAS. The same thing? .
MA. voz. Yes,,
Senator LucAs., You say there is a dlffereieo of some two to four

billion dollars in the two of thom.
Mr, AUvozw. Ye,. J,
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Senator BYnD. Not in receipts.M r. AiLVORn. Let me give-Senator BYiD. You do not men there is two to four billion dollars

difference in the tax receipts.
Mr. AJVORD. No.
Senator BYRD. You mean two to four billion in the different ways of

computing national'income.
Nr. ALVORD. I misunderstood Senator Lucas. There are several

billions difference in my conclusions as to probable tax yields and those
of the Secretary.

Senator ByRm. In view of the fact that the national income is
running $180 billion, there is only 1 or 2 percent difference in these
different methods?

Mr. ALVORD. That is right.
Senator BYRD. There is not much difference, as I said awhile ago,

in the different methods.
Mr. ALVORD. That is right, generally. As I understand the situ-

ation, the original budget figures were put in based on estimates last
December of income payments running $165 billion. There was a
recent revision upward by the Secretary of the Treasury to $168
billion. That accounts in part for the resulting surplus he estimates
for this current year, fiscal 1047.

As I understood him, he originally used the $165 billion basis also
for fiscal 1948 receipts. I have seen no present reestimate of 1948
receipts, but I think he testified that in estimating 1948, he had used
the revised 168 billion figure.

Senator BYRD. I think you are correct. I think lie stated that,
they had not'made any reestimate for 1948.

Mr. ALVORD. That is what I understood, although there seemed to
be some discrepancy between the figures, I am quite pure he said
1948 figures of receipts were based on 168 billion of national income
payments.

'The figure that we hear currently is 180 billion of national income.
That, however, is the national income figure, not income payments,
which correspond to the figure which the Secretary used of 168
billion, are now running about 177 billion annually. The figure is
based on income payments for the first quarter of 1947.

Senator BYRD. There is no assurance, though, that that will
continue,

Mr. ALvosD. That is very true.
Senator BYRD. That is only for 2 or 3 months that you have gotten

that inconm.
Mr. ALVORD. That is very true sir, and my suggestion of insurance

i made in an effort to maintain the same degree of productivity if we
possibly can. The only way we are going to payi tis debt and got
ourselves strong is by tremendously higkh national income If it falls,
you know what happens. Individuals wore paying about a billion
dollars of Federal income taxes before the depression. Along comes
the depression and the collections dropped to $380 million in 1933.

.That is one of the reasons why I think it Is precarious to rely too much
upon income taxes.

onator ByRD. You are right about that.
Mr. ALvoun. And particularly with the income.tax burden as it

n uow falls, principally on Individuas. For example, we tised to rely
Slargely on corporate Income taxes.
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Senator Brti. If the national income would fall 10 percent from
it present level which would be about $18 billion, we would lose
obout $6,bilion in national tax revenue would we not?

Mr. ALVORD. lventu ally, yes, Ilir if ,It st4yed there.
80eator BwD. If it continues on hat basis.
M~r. AUvozi . That is very true,.
Senator BaD. We wold lose about one-third in taxes of the

'reduction in national income.
Mr. ALVOD. That is very true, That is why I think it is highly

desirable for the Congress to do all it conceivably can to sure the
S .o untrythat they are behind a, strong America, and that the are
behind free enterprise and behind the idea that individuals sould
have something left after taxes, and for the idea that corporations can
make profits and for the idea that we are going ahead on a sound,

Senator BYRD. The danger of the national income going down io
the greatest menace today, as I see it, that we have to our future
economy.

Mr. AvoaD. That is very true, Senator, and that's again one of
the strongest arguments for putting our firmaciel house in order,
partcu~rUy rwith respect to expenditures. You must get your
expenditures down to where a lessor degree of activity can still support

.,,Senator BysD. I thnk reducing the expenditures is far more
Important than estimating continued ipcreases in the national inome.
You recall that the average national income for 10 years prior to the
war was only $68 billion, and now you have it up to three times that
much.' It can easily go down to 125 billion annuadly oreven less.

Mr. ALvor.n. I might point out to you, however, that we have had
some strange development in America, Bear in mid we had a 40
S percent devaluation 6f the dollar, which at that tbe had substantial
no effect. We now have a public debt of $257 bilhon plus, a debt
of a size which has never been known before, with all of the effects
such a. debt has, We have people's savings at figuropnever before
known. ;, We have ages and coste fa above theprewar level.', It is
not safe for us to compare present activity on an equal'dollar basis
with prewar aotivity, The factors are new and the economic effect
.-Of many of them is Just beginning to be felt,

Senator Byan. It is not We to assume that this present trend will,
continue indefilnitaly. We believedthat in 1929, and we found out
tit itdldnot.,

Mr. ALVORD. That i very true, I would do my very best to avoid
1929 or anything like it.

senator vuoAs. Your $37 billion budget ba"d on a 40-cent dollar
is ul y about a $14 billion budget.

M4r, Ayvoau. Of course, you should not take the 40.cent igup .
.You have to, compare coenponding costs and price.,

r&iuitor LuCAa. If you tale it on the nat'o mi income.
Mr, Ayvor. That is very very true. The $257 bll~in debt is not

to be fear d nearly iso muci today " perap. a $100 billion debt
would have been feared before the wex.

$enator Baxwsm . Whenyou say a 4Q-cpat dollUa;, isit not e,

Mr, MvoMan A, 40qpcm t rsduotto in t, priceof old.,
+ ,, , , , -+ + ' ,
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Senatot B wxwB t. That Is an important difference.
Mr. ALvoRD. I misspoke.
Senator BYaD. I want to take issue with the statement that the

national debt is not to be feared. Suppose it has to be paid with a
100cent dollar instead of thepreednt-day 60-cent dollar. We cannot
assume that this deflated dollar is.going to continue indefinitely In
its purchasing power. It may be that when we start to pay off this

,debt in substantial amounts we will be paying with a 100cent dollar.
Mr. ALVORD, That is very possible I do not think that .will,happen. It might. .

,senator BymD. It happened in
Mr. ALvoiaD. Presen pri e to e ndus fall, before

that happens.
Senator BYtD. Th a then,as ou know.
Mr. AivoD. 1* e assue, you tha id not say th debt of

$257 billion is n a very ma stating native
seriousness.

Senator Byr You a th th ide because t time
topate do off is wi in a rn oT ti
the te to our deb

Mr LVO . ou cannot as 0~9a tter ay iff this p lie
dbt at a celeratod rate po ar.

Sntr RD. Th' e to k- bston i ay nts is w
th money i cheaper. s i6 o own b i-
ness is that ot true?

r. A Lvo That tru h i a g with respect to
the public to andt e om l 1 ito utane to
deficit finance . Tha t 0 Ms r thing at the a-
gros can do, d it must be done ou not out the
public to borro more mane o s tirry to uch
about the servi charges uon d bt. to
stop deficit finauc
No. 2 Is adopt a maintain a sound program for oIn and

retiring your public do That I think is very e a an that
is what a public debt co ion would rew , among other
things.
- Senator Brai, We have had that in the law for a long time-that.
you have to pay so much on the public dqbt, We'had it when we
4ad deficit financing.

Mr. AtvoiD. That is true.
Senator Byn. What they did was to carry the itom in the eppro-

priation bill and then borrow the money to pay it,
Mr. ALvoun. That is the very situation that I am talking about.

A statutory debt retirement is not effective unless you, itop deficit
financing.

$enstor Bmn. Just &o sy that we will pay so much on the debt
then does not mea anything unis we aotuly make the payment
out of current revenue.

For 14 yeaws we had it In tho appropriation bill, left it there, and
did not repeal It, and then borrowed; the money to get tho money to
make the debt,
Mr, ALvouD. I think we have not used the sinking funud provisions

of the 1918 Act since 1981 to retire debt. -I
Senator LvAs. You would not take the position that there would

not oome is thUe when youwould have to have deficit flnaing.

A
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Mr, ALVORD. Well Senator, I do not suppose anyone can twer
take that position. guappose we have another war sonke day. C'-..

,tildnly you will have it ten.
Senator',LUAS, Suppose we had another depreision like that of

Mr. Atvon. That is one of the things that I am very glid thkt,
you mentioned, because what the de rssion does is to have a double
iffect upon your budget. No. 1, it reduces your receipts tromen.
dously, and No. 2, it increases tremendously not only your demands
for expenditures but the amount which you must spend, You (11111
well afford to take steps to miss a depreasln, if possible.

Senator LucAs. We all want to avoid a depression, if possible.
Mr. ALvoUD. Of that I ain certain.
Senator LUCAs. Your argument is based primarily upon the pimtis

that for tile next 2 years everythimgit going along just 1s it, is now.
Mr. AtvoitD. Oh no, Senmtor. You know I do not sul)potie 1lolitP

would ever think of buying insurance if Ili were assured of longevitv
of life or sure that the barn would not hlurn I am suggesting insurance
because I think tJiero is a noossity for it.

Senator LUCAS. You are Sllggestiulg i insurance that is uot going to
cost anytdhbg. I do not quite follow that,

Mr. At vOn!), Suppose it does cost you? Supposo it costs you Ihe
$4 billion estimatpd in this bill. I think It is pretty muchl worth
it; If it does tie trick, even In part, it Is worth it,

Senator LuVAS, I Just make the poiut that you nover get i1y
Insurance without having It, cost you. something.
I Mr, ALvouv. I amo fforing you a now type of iIsurenco. I think

you will profit by this insurance molly; that is my personal opinion,
I think it will cost yol nothiRg. You will profit, by It.

Smator LUs, Tat may be so.
Mr, AiVOiw. That is only an estimate.
The OItAIRMAxI Lot lis got back to this national income huisilns

for a moment. You start with a basib which is called individual
income payments. Is that correct?

Mr. Atom, You sir,
The CnInMiar, The rate of national income In the fourth quarter

of 1940 was 177,5 billion. For the same quarter of 1946 indtviditl
income payments ran at the rate of 173.4 billion,

In F ehmuary of 1047 Individual lcome paymeunta ran at the rate
of 177 billIon dollars. Is that correct?

Mr. AtvonD. In February, I have 176,6; 177.1 lin Januat
The Cus^AmsAN. Assumting that tie increase In the rate oT national

come between the last quarter of 1940 and Februaty of 1947 wos
not loss than the rate of ticreamse In the total individual Ineno tuy-
monto of those two periods, and adding this increase, to wit, 3f.6
billion dollar , to the rato of national Incomuo for the last quarter
of 1040, we have a Fobrtoary 1947 rte of national Ineome of 181A
billion dollars. On the assumptitin that tile Nato of income Paynlltsk
hins not declined since February of this year, nd that certain adjust-
ing items which must be considered will wasl themselves in the 1irst

uArter of 1947, we ho a present rate of national inoome of not l0")n181hltt. I .
Mr. Avomi, That Is right, 4ir, ,
Thia'Cl l $MAN., Proceo .b ..
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Seintor Ilmt. Let, us Atart, over again. You stirt with the Treas.
ury estimlato of surplus itt '48 of 1.2 billion.

Mr. Aivout). Yes,
Senator BviI) Tlhe ,ou say It, will he $9 billion, lreak down tho

individual iteis that, bring it up) to $9 million.
Mr. AtvolU, I 'wonder if it would pot hell) volt mor if I gave you

you the 1ixunil figures, nd the miniun1n tAgure that I havo pre-
j)aredl, 11114 $11ow you how they 41re0 c101111)ute(t

Senlator Bvlti). I wllit: yol to give I he Roi m se way. Yol saY
t11pm will he 0 $9 billion siur-lus, ad th, TreAsury says *1 ,2 billion,
and I wuut, to know where the dlfitetice is.

Mr. Atvoiu. The differene baliclly i Ili the uise hv flit Treiaslory
of :intlonial Ilnome1i Imid-out, figure of 168 billion- whilh was about
what it was last ......

Stemtor lY1'lt). Wha1it do voll estitilttio or whlt does tle ClaIer of
Commeriv estiniate te nailoual income to be for fiscal '48?
Mr. AI.von Wie soe no reason to dispute tlet Sperotitry of the

Tieasury in his tvsti)ony tlat them will h, o dnr(e,.o ,
Senator livoa). All right. 'le'n, you do not allow ityt.hing ixtlta

Ol the income.
Mr. AIvotl. Ot, yes.
sentor yvi), rax Income.
Ntr. Ai&vou, Yes. We tre running now it the ratto of 177 billion

only it month ago., Rt1ntor111). I asked you what, the Chamber of Commerce
stimted oi the national iticome for fiscal '48.

Mr. Ai,vort. 177 billion, We site no irtson to eltingo that figure.
Senator lvltt). h Secrettry of tho Tretsury di not estitato

that for '48,
Mr. A1,vo , He did not use It, for estimtea.
Senattor Ilv). liep said for I month we had roched that figure,

but, was tiot willing to project his judgment. into fisenl '48,
Mr. Atvoit, lit, retfuied to bsoe any estimated on thit. figure, 1Ie

coneurrently aid tm he siw nothitig to indieto tiny lessening of
that figure.

Senator Rvynn. I do not think ho intendod.-
Mr, Aitvo1t1, Thitt was i the testimony l)lform the House.o,
Senator Ilym, flit did nuot, intend to say tlit. 177 figure would

prevail all through fiscal '48, That is $0 billion thon. You estimate
a $9 billion larger u1tioat ini Iloe thnu flie Treimury estitmtt for '48,Mr. .Ai,votit6, 'Thitts truo,, air,
Selntoittot Bvn, flow mu111ch tax reOVenue0 do yOu get, out of that*$3 billion?

Mr. Avotn, It ou ht to tervase by it least $3 billion whih
would give Vou a stupits of about, $10 billion o ur otilur .,

Otiuttor Ivao, Wait, You aro gohig ton fst, W) linvo a surplus
of $1.2 , billion, whiel t i Treasiry cliutt l , itmil niow you Ay
that titional in n o in going to be $9 billion or more out of which
you will get $3 billion extrat tixos,

Mr. AhmVOan. That is true0,
&Saotor Bvltw, Tht. brikng th surplus ul) to $4.2 billion, Whore is

tho bwomea of it? I
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Mr. ALVORD. It brings my estimated receipts up to about
$42.5 billion.

Senator BYRD. That is what I stated.
Mr. ALVORD. Now, I go on the assumption that your expenditures

for 1948 will not exceed the figure at least which the Senate and
the House would very likely agree on of about 32.5, which is halfway
between the House and the Senate action. So you get your expendi-
tures down to 32.5 billion. You have income of 42.5; you have
about $10 billion surplus.

Senator LuoAs. You think they are going to cut the expenditures
'roughly $5 billion?
Mr. ALVORD. Yes, a little bit more than that.
Senator LucAs. More than $5 billion, based upon the President's

budget?
Or. A VORD. Yes sir.
Senator BYRD. Of course, you have the $400 million item there

for Greece and Turkey that was not considered, and then there are
other foreign expenditures in '48.

Mr. ALVORD. That is true.
Senator BYRD. Those will have to come off that $5 billion, will

they not?
Mr. ALVORD. I think you can make them and still save $5 billion,
Senator BYRD, You are optimistic.
Mr. ALVORD, I must be.
Senator BYRD. You say they will cut the budget $6 billion. There

has been no indication yet.
Senator LucAs. Have you been following the Appropriations Coin.

mittee work in the House?
Mr. ALVORD. Well, I follow the newspapers. I read in the papers

what we always expect to see when somebody is about to lose a job;
we are "wrecking" the Government.

Senator LucAs. That is not the point at all. You followed it pretty
closely. You are the financial exper tof the chamber of conunerce,
Mr. Alvord and you follow those appropriations hearings over there
pretty carefully.

Have they made any aud I am serious about this, has the Ap.
p ropriations Committee In the House made any serious deductions on
tha respective appropriation bills which up to this point which would
justify your beef that they will be able to out the budget $5.5 billion?

Mr. ALVo.D, The answer Is that the real a4prprition bills where
the oprortunties arise have not yet been considered by the House, sofor as I k6ow.

Senator LucA. sWhen they are considered, you and I know they
will have to go into that armed services appropriation pretty hen ,'ily
in order to reduce br $8 billion,

Mr. ALvoRD, Le me give you another approach to the budget.
After all, In your current budget there are nonrecurring itonw. There
might be some dispute as to what are nonrecurring but in the current
budget there are, about $9 billion worth of eipenaitures that should
not recur in the future.

So If I am starting on the preparation of the budget, that is the first
amount to lop oft, If they are nonrecurring, they just do not recurspin.
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Then I would start back, as the chairman'has indicated, on the
basis of about your 1939 expenditures for the normal affairs of the
Government, excluding, of course, the public debt and veterans.

Senator'LucAs. Have you a break-down of the $9 billion nonrecur-
ring items?

Mr. ALvoRD. Yes, sir.
Senator LucAs. For '48?
Mr. ALVORD. For '47.
Senator LUCAS. '47?
Mr. ALVORD. Yes sir.
Senator BYRD. I Aid not think it was that much.
Mr. ALvoRD. There is some dispute as to what are nonrecurring

items. I gave the maximum figure. We might come out with about
$6 billion.

Senator BYRD. Some of those nonrecurring items, not all will be
spent in fiscal '47 but some of them go over to '48.

Mr. ALVORD, You do not have Bretton Woods, Internationil Bank,
or the Monetary Fund, for example.

Also, I might again point out to you that under the British Loan
Act it is specifically provided that the British loan be handled as a
public debt transaction, which to me means that it cannot be charged
against current receipts.

Senator BYRD. I agree with you, absolutely, that the budget can
be cut $6 billion, and it ought to be cut by a bipartisan action, Demo-
crats and Republicans,

Mr. ALVORD. That is our conclusion, which I was going to emipha-
size.

Senator BYRD. We have a bipartisan foreign policy and we ought
to have it here at home for economy to enable us to carry out ourforei 1ol1yMfr. A VOR. That is my most urgent recommendation.

Senator BYRD. We should cut out the Waste and extravagance in
every department. This permeates 6very single activity of this
Government that I have come in contact with.

Mr. ALvoiD. That happens to be the conclusion that I reached.
Senator BYRD. This can be cut out and expenditures greatly

reduced.
Mr. ALVORD, I think so. You will have to be a little hardboiled, but

I think it can be done.
Senator 13yaD. Where the executive branch and the departments of

this Government are willing to cooperate In a reduction--and that
situation does not exist today-so then Congress will have to do the
best it can. I hope that your estimate will be arrived at.

Mr. ALvOUD. I would be very hardboiled about it. It has to be
done., Again I say that is only the begining. I think the '49 budget
has to get down to $25 billion.

Senator BYRD, For 14 years we had to balance the budget but did
not and had yearly deficits.

Mr. ALVORD. You might remember Senator, that some of us stood
before your committee and predicted what might happen if those
years of deficit financing continued.

Senator BYRD. You have a situation here now that where the
Congress reduces any of the employees of these agencies, there is a
orea propaganda that is conducted at Government expense over the
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al radio, using the mairng privileges protesting such reductions an1(
some bureaus have even gone so far as to dismiss the emnployees be-
fore the Senate had a chance to act on the bill.

Mr. ALVORD. That is very true.
Senator BYRD. Before it became law.
Mr. ALVORD. That is to be expected.
Senator BYto. I have a hundred telegrams from Norfolk, one of

the customs aras of this country, protesting against dismissals, and
all that had happened was that the House had passed the bill. Dis-
missal notices were sent to those employees on the basis of the House
action.

Senator BRwsTER. A year ago even his suggestion that we'could
ever balance6 the budget was ridiculed in all quarters. It was said
that it was farcial to suggest that it could ever be balanced, That
was in the press and in all of the critics of this policy around here. So
I think we have made some progress now. They at least admit, the
possibility and it is only a question of how far it can go. So I think
we are making progress.

Senator BYRD. We are making progress; but we are making it on a
tax revenue of 38 or 40 billion; when, prior to the war we had 7 or 8
billion tax revenue. We are not doing it by actual economy. That
is what I mean. That is what strikes ie. We want economy.
We want to cut these expenditures. That is far better than bainag
an estimate on some future inflated revenue. That is what we are
apparently doing in calculating this tax bill now, to put it on a
national income of 177 billion, and next month we will say it is 188,
and next 190 billion, and you have no certainty that th i figure will he
maintained for any length of time,

Mr. ALVORD, The figures that I have given you are based upon
expenditures for fiscal '48 of 32.5 billions.

Senator BYaD. My contention is that this country is not going to
stay on this high standard of national income,

Mr. Aisvoim. As' a matter of fact, referring to Senator Brewster's
comment, I would guess that Senator Byrd and myself were the ouly
ones who, pretty nearly a year ago, estimated a surplus for this fiscal
year. I made an estimate sometime after the close of fiscal '46 that
we ought to have a surplus of about a billion and a half. We may
eoceod that now, The Treasury now estimates a billion and a quarter.

It is possible and it can be done, We are urging Congress to insist
upon it.

Senator BYRD. In 1029 you had only $80 billion, and You were in
an inflated condition, and now you have an income of 180 billion,
and then the estimate is made that it will be a continuing income
whereby we get a certain amount of increased taxes out, of it.

Mr, ALvo'D, I have said I think it should contInue, and I tidak
with appropriate action by Con.reas in the very things that we are
considerhly, it will continue. Itfshould continue throughout 1948.
How much longer no one knows.

Senator LuoAs, That would depend upon amiable conditions be-
tween management and labor in the country. A coal strike called, by
Lewis, in My, for 36, or 45, or 60 days, coiqd knock 10 or 10 billion
dollar off the national income nezt year,

Senator BYRtD, Yes,

II/'
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Mr. ALVORD. Certainly it would knock income down. But let me
point out, to you, if I remember correctly, that there were strikes
some of national importance in 1040, in 1945, and even in 1947, and
the figures still stand notwithstanding the strikes. Of course, these
figures do not take into consideration the recent wage increase pro-
grani that seems to be adopted-

Senator LUcAs. I am talking about one that would really paralyze
the economy.

Mr. ALVOIRD, rhat is true; and one way I would suppose to insure
against a strike, but only one of many ways would be to give the
miner, for example,.a little more money after taxes than he makes
now, without increasing his wages.

Senator LucAs. I doubt that.
The CHAIRMAN. Those crises are to be assumed as a part of our

future life, are they not?
Mr. ALVORD. Yes, sir; we are constantly facing crises.
The CHAIRMAN. If we do nothing on the ground that we may have

crises, we will neither reduce the national dbt nor the national taxes,
will we?

Mr. ALVORD. We could throw up our hands and say we will do
nothing.

The CHAIRMAN. That is right. I invite attention to the fact that
your figures could he discounted very substantially and still permit
a substantial payment on the debt.

Mr. ALVOUD. Yes.
The CHAIRMAN. And substantial reduction in taxes, and still leave

a substantial cushion for possible increased foreign affairs expenditures,
Mr. ALvOutD. Yes.
Senator BRIWSTER. We have apparently adopted somewhat of a

pattern of 15 cents an hour increase that is widely distributed. What
is the effect of that on the national income figure?

Mr. ALVORD. Necessarily it is to increase it.
Senator BawSTEa, By a very material amount?
Mr. ALvomD, That I do not know, Senator Brewster. It depends.
Senator BRmwaTmn. It depends on how widespread it is,
Mr. ALVORD. Yes, sir; and what the present average rate is. That

I do not know.
Senator BYRD. That is going to add to the cost of things,
Mr, AL voD. It might very well, unless increased production and

efficiencies can keel) those costs down.
Senator Byna. Therefore, it makes it more difficult to reduce the

budget, because if the Government has to pay more, for each item
that it buys, then it is going to be that much harder to reduce the
budget, is it not?,M r. ALVORD. Somewhat, but the amount by which purcliases enter
into the budget, I do not knlow.Senator Byin, With this $37 billion budget, purchases have to
enter into it,. Mr. ALVOJD, The ratio of purchases to other expenditures, I do
not know, but I would suppose.tho purchases wore small in proportion
to total expenditure,

Senator D YD. You can take the two big items that are not pur-
chames; first would be the salaries of the Government employees.
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Mr. ALVORD. And public debt and veterans.
Senator Bya. You still have 2.3 million employees compared to

lee than a million before the war. They will average $3,000 apiece,
counting housing, and so forth. That is about $7 billion. And $5
billion on the public debt, that is $12 billion, and your budget is $37
billion.

There must be a gra many items in that budget; of materials of one
kind or another.

Mr. AUvoaD. I do not know how much.
Senator BYnU. Those two items are only one-third. How much

does the Chamber of Commerce advocate paying on the debt?
Mr. AtLvoix. Our committee has worked out a sinking fund.

accumulative with a base figure of a minimum of a billion and a half
feach year to be paid on the debt, plus the amount saved in interest

and such other savings as there are. But we think the important
thing is to stop deficit financing, and the only way to do that is to cut
the expenditures.

We think next that the important thing to do is to make a start
toward relieving from admttedly confiscatory rates of taxation.
They were designed to confiscate?

Senator BYaD. When you speak of increasing the price of labor and
getting more taxes, what is the cost of labor in the average article
that is manufactured?

Mr. Atovq D. It depends entirely on the article. It will run from
80 percent on some articles to 10 percent on others.

Senator BYnD. Therefore, these increases in labor aro bound to be
reflected In the cost of materials.

Mr. ALVORD. With respect to some item it will be very burdensome,
and on others it will not appear.

Senator HAwxXs. I nI lt give Senator Byrd a little more specific
answer. I saw an article the other day showifg that the over-all labor
cost was between 60 and 65 percent, You remember I stated here in
the committee the other day that in the last war we took 30 of the
main products used by the Anerican people, and for war purposes,
and the average labor cost in those was 85 percent. But the average
over-41l--taking these things that Mr. Alvord has said, some of them
o down s low as 10 percent labor cost, and the average over-all

10 between 80 and 68, 1 am informed,
Senator JonNsox of Colorado, May I ask Mr. Alvord a question?
The CtanM AN. Senator Johnson.
Senator JoimsoN of Coloradom How much do you suggest or recont-

meand that the military budget of the United States be reduced?
Mr. M.vorm. One approach to that is the approach Which I cannot

make. Thaat is the approach which only the administration can
make. That is the immence or the fear of hostilities. That I know
nothing about.

Senator JOhNSON, Whatever estimate you would make, you have
not chocked with the State Department.

Mr. AEvoRD. I have no means of knowing. I do not think anybody
outside of the highest officials does, 8o that I would go on the
ssumption that we are really embarked'upon a program of peace.O n that basis, well, let me throw out some figures to you. The
1948 mtli*ta budget, as I recall it the President's budget message
ws.W--cmobled Army and avyv-,abot $11.2 billion,
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Atomic energy is in addition to that, pluR some other semimilitary
activities which ar not included in that figure.

As I understand the Director of the Budget in his testimony last
week, the expenditures for the War Department are down about
$420 million this year and for the Navy about 120 million.

Those economies--and I think I would be much more ready to
go on a basis of future commitment than the Secretary of the Treas.
ury was-must continue into the next year. They just must con-
tinue into the next year. You cannot put temporary economics into
effect, unless you do it arbitrarily, and then jump right back up again
in 2 or 3 months, I merely point that out to you as proof that econo-
mics are very possible. The extent of them, Senator, I have to con-
fess to youl do not know. I am not familiar with the details of
the milltar budget.

Senator JOHNSON of Colorado. How can you talk about reducing
expenditures of the Government, if you are coming in here without
information? What value can we place on your testimony if you
have no knowledge of these things. We cannot make very great
reductions in expenditures unless we do cut into the military. I think
that point has been made crystal clear to everybody in the country.

You know certainly, that we have launched now or we are about
to launch-tie Congress, is about to approve a new foreign policy of
military diplomacy with tremendous costs, and certainly we are Ioing
to have -o take that into consideration before we can talk about
reducing our military expenditures.

I an very sure that none of us wants to have the State Department
waving any kind of pistol, but certainly we do not want them to be
waving an empty pistol, and that is what they would be doing if we
are going to go in here now and drastically cut expenditures, in view
of tits new military policy, this new military diplomacy.

So I do not see how we can talk about reducing expenditures if
when we get down to the details you say,"Well I do not-know. I do
not know about that. I am not advisedd" None of us are advised.
I doubt if any Members of Congress are advised.

I do not know what was tod last night to the chairmen of the
AppropriatiOns Committees, and the other Members of the Senate
and House, but from the newspaper rumors in regard to those con-
foreuces, it would seem that this new policy is going to cost some
money. How much, we do have to know before we can be mak*.ng
any estimates.

go it may be very pleasent to be making calculations, but in view
of the uncertainties, they must in the end prove to be Idle.

Mr. Avono. I do not think so, Senator, because the power to
appropriate lies with Congrtem, I would make a guess that Congro
is not going to embark on too costly a program of what you call pistoldiplomacy.

But the point I make is that certainly, if the Military Establish-
ment with an economy program beginning admittedly, shortly after
the November elections, can save roughly $600,000,000 in 6 months,
I wo1d suppose they could save a billion or two in a year.

Senator JoHNsoN of Colorado. Starting from what figure? Where
did you start from where you make that saving? You did not start
at 11.2 billion.

337



I8 JDIVIIDUA1, JNOMI TAX [REDUCTION

Ni M. Atvoit, About $12,000,000,000. That is all there is in the
1947 fludget for the military, if you put it on a comparable basis with
the 1948 Budget. The caleulationg vary somewhat, say from 12 to 14
billion.

Senator JOHNSON of Colorado. After you make quite a few sizable
deductions, of course, you get it down to 12.
* Mr., ALVORD, No. I think it is perfectly simple to reach the 12

billion figure of the current budget. All you have to do is to take the
items that were ,transferred out of the 1946 budget into another item,
and you will come to your 12 billion figure.

Senator Brya. Is not the 1948 budget figure one that reflects some
,of the economies that you mention?

Mr. ALvoiw. Rougily from 12 billion to 11.2 billion. We are
going from 11.2 billion down. Neither figureincluded this $600,000,000
of savings in the course of about 6 months. Neither figure included
that Senator. But you have watched the military appropriations
much more closely than I have. I do not have the power to subpena,
I do not, have the power even to question. But the gossip I get is
that those who made the military budgets, who know about them,
admit there is padding of at least a billion there, maybe 2 billion. I
would find that padding,

Senator LuVcAs. That is just gossip.
Mt. ALvosi. That is only gossip, I have no power to question

-or subpoena
Senator LucAs. Wd get enough of that here without getting a billion

dollaft more of it.
Mr. ALvoiD. I have seen budgets and budget making for a good

uiany years, and I have not seen one yet that did not have some pad-
'ding, and I think you will appreciate that.

Senator LUCAS. That is true.
Senator JOHNS0N of Colorado. If we had not launched this now

policy of shotgun diplomacy, why, I would agive with you, that we
could reduce the military appropriations maybe 3 or 4 billion dollars,

,but I certainly hope that no Member of Congress is going to vote for
an empty-pistol iplomacy. It is bad enough to have shotgun
diplomacy without having the old gun unloaded.

Senator BRwSTUIa. *10,000,000,000 is quite a lot of loading. I
think, and not an empty gun.

Senator ByaD. They can cut some because they have an item of a
million civilian employees in the Army and Navy, They are getting
$3000,000,000 a year.

Senator BaswsTmI, They do not do much shooting.
Mr. ALVOnD. I have no doubt the civilian aeitlvlties of the War

Dopartmnt can be reduced substantially,.
Senator ByaD. They are scattered all over.
Mr. AyvonD. I think you have heard that statement from officials

,of the War Department.
Senator BU Rwa. The Senator from Virginia, in speaking about

the salary thing there is another item of 7.6 billion in veterans' service
and benefits, and 3,5 billion international aflains and finance, which
would be in addition to those other flguro* you mentioned of the
salary schedule, and there is also 2 billion IA the refunds and receipts.
All of those items would be outside of tWs, -the effect. of this wage
increase. $o they do mount up quite Flterlally as not being affected.

iq 0
lop$.
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I got it altogether around 22 billion about that that would be out-
side any apparent immediate effect of it.

Mr. ALVOUD. I think your expenditures for veterans, for example,
is running behind the estimate by about $200,000,000, since the
beginning of this economy program.

I have suggested that there may be no justiflcation-I do not think
it is necessary to take a position on this-but there may be no justifi-
cation for charging against your current receipts the loan to Great
Britain, for etamp e.

The CHAiiMAN. Mr. Alvord, in a rising economy, (1o we not have
experience that indicates that reduction in taxes aids the rise in
income?

Mr. Aivoa. Yes, sir.
The CHAIRMAN. And in a rising econonly, (10 we not have the

experience that reduction in prices aids the total volume?
Mir. ALVORD. Yes, sir.
The CHAIRMAN. And would you say there is a rising economy?
Mr. ALVOID. I would have no hesitancy in saying that.
Senator BYnn. What is it, inflated economy or rising economy?
The CHAIRMAN. Both.
Mr. ALVOUD. Of course, this word "inflation" is much overplayed.

It depends upon what you are talking about.
Inflation inight well mean merely a normal rise in prices, and an

economy that is expanding a little more than it (lid in the preceding
period.

The inflation that I usually mean is the monetary inflation that
gives me a great deal of worry, the type of inflation witnessed in
Germany and France and other countries.

Senator BYn, Have you compared these prices to 1939 on indi-
vidual items?

Mr. ALvORD. Not on individual items; no, sir. I think the record
shows the percentage of increases.

Mr. Chairman and gentlemen, it is not necessary to refer to the
other Items I have discussed in tie written statement. We endorse
the bill as it is. We think it is the fairest way for prompt action.
We do not think it is the ultimate solution for relief from wartime tax
burdens, but we think it is a step in tie right direction. We think
the fiscal condition of your Treasury will be mucli better with a bill
of this kind becoming law than it would otherwise, We heartily
endorse Senator Byrd s recommendation that the fiscal affairs of the
Government should be approached in a nonpartisan spirit, There
should be no room for politics in handling the fiscal affairs of the
Government. That is much too treacherous, We think if there is
that bipartisan approach, the solutions are there, and we trust that
Ih will be forthcoming.

Thank you, sir.
Senator H.wKxs, May I ask Mr. Alvord if he has any hope, even

though you think that is the desirable way to do it, have you any
hope that such a thing can happen?

Mr. ALvonD. Yes.
Senator HAwIEs, As a bipartisan or nonpartisan approach to this,

subject$
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Mr. ALvonP. Senator, I always have hope, and let me say that
hope is the thing that keeps our private enterprise machine running.
It is not actual profits. It is hope for-

Senator HAwKEs. You agree with Alexander Pope that hope
springs eternal in the human-breast?

Mr. ALvoRD. And I would hope we would keep it there.
The CHAIRMAN. Do you think that hope too long deferred makes

the heart lose faith?
Mr. ALvoRa. That is likewise true, and I hope that we do not

defer it too long.
The CHAIRMAN. Thank you, Mr. Alvord.
Mr. ALvoRD. Thank you.
The CHAIRMAN. Mr. Schutzer, will you be seated, please, and state

your name, your occupation, and whom you represent?

STATEMENT OF ARTHUR SOHUTZER, AMERICAN LABOR PARTY,NEW YORE, N. Y.

Mr. Sce8z0TZR. My name is Arthur Schutzer, and I am here in
behalf of the State committee of the American Labor Party.

At the very outset, I should like to commend this committee,
Mr. Chairman, for the refreshing contrast in procedure which it has
used in comparison with the procedure employed when this bill was
being considered in the House. I want to thank you for the oppor.
tunity to come here today, along withother organizations, so that
unlike the star-chamber proceedings in the House, we cin get a full
and complete discussion of this very vital subject.

The CHAIRMAN. We are very glad to have you, Mr. Schutzer, and
you shall have complete 4ree speech, so far as the business of the
committee Is concerned. We are not trying the House of Representa-
tives nor are we having a hearing on it. Therefore I hope you will
confine yourself to the business of the committee.

Mr. SoHuvz . I will, sir.
The CHAIRMAN. Thank you.
Mr. SCRUTZR. The American Labor Party believes that H. R. 1,

the bill now under consideration by this committee, Is so clearly
designed for the unconsciouable advantage of a small group of upper-
bracket taxpayers at tht expense of the great masses o American
people that it oufht, In all honesty, to be introduced as a private ratherhan a public bill

In that way H. R. I wouldstand exposed for what it is, a pink-
ribboned present for the rich and a shoelace for the poor.

The Republican proponents of H. R. I have sought to camouflage
the true intent and effect of th!" measure. Officially, I note, they have
designed this bill as "A bill toreduce individual income taxes.' The
American IAbor Party asks the simple'question: Whose taxes will be
reduced by how much.

The answer is not hard to find. It does not reside in that vague and
deceptive catchword used by H. R. l's supporters, 'namely, 1a 20 to
80 percent across the board tax cut for all. That, it is true, sounds
very fair and very reasonable. But the col truth of plain figures
phowo how unfair, undemoomtic and dangerous to our national
welfare this bill actually is,

Here ip a table showing how the relief granted undet H, R. I to
a $2,000-tryear. man compares with the ref gratedunde H. H. 1
to tapayers in higher income groups. 1
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Senator LvCAS. Is your $2,000 table based upon the income of one
individual without dependents?

Mr. SCHUTZER. No, sir. On p age 2, if I may direct your attention,sir, to the top of the page, I indicate this refers to a married person,
no dependents, net income before personal exemptions.

Senator LuCAS. All right; I see.
Mr. SCHUTZIER. Comparison of Knutson tax-relief measure by

yardstick of relief given $2 000 per year-man.
$5,000 per year man makes 2.5 times as much as $2,000 man; gets

2.8 times as much tax relief.
$10,000 per year man makes 5 times as much as $2,000 man; gets

7.6 times as much tax relief.
$15,000 per year man makes 7.5 times as much as a $2,000 man;

gets 14.2 times as much tax relief.
$25,000 per year man makes 12.5 times as much as $2,000 per year

man; gets 31.8 times as much tax relief.
$50,000 per year man makes 25 times as much as $2,000 man; gets

87 times as much tax relief.
$75,000 per year man makes 37.5 times as much as $2,000 man;

gets 151 times as much tax relief.
$100,000 per year man makes 50 times as much as $2,000 man; gets

281 times as much tax relief.
$250,000 per year man makes 125 times as much as $2,000 man;

gets 671 times as much tax relief.
$500,000 per year man makes 250 times as much as $2,000 man;

gets 1,174 times as much tax relief.
$1,000,000 per year man makes 500 times as much as $2,000 man;

gets 1,945 times as mucli tax relief.
(Married person, no dependents, net income before personal exemp-

tions, Source, Treasury Department report.)
The CHAIMAN. I believe it would be well to put in the record at

this point the following table:
Married, no dependents

AMOUNT OF TAX

arois income, Piltt law U. It. I

f, .............................................. ... $114.00 $128.00

..................................................... t .841 78 074,0

.. ..................... .............................. 9,2.25 7W68I
S000.................................. ............ 8 0,000'. ......... ............................... I...190, F.728 3,t:000........................................ 407:,2.15 $4 18.78

NUMDER TIMR5 TAX 1i5 TO TAX ON $2,00

... ................... .: ......................... ....::.......o
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* Mr. 8cvumt. Yes, sir. I assume of course that every one of the
figures you have read, sir is absolutely correct, Yet I respectfully
submit that these, none o 'these figures denies or contradicts in any
way the point that I am making. I am emphasizing what amount
of tax relief is given to these particular categories.

The CHAIRMAN. Of the total amount of taxes reduced.
Mr. ScuuTsZ. I have the figures here. I would like to road them.
The CHAIMAN, What amount goes to the $5,000 and under nan?
Mr. Scatu'i 's. I would like to read at this point in answer to

your question, sir.
The CuAtRMAN. Do you have that figure?
Mr. Scuurzion. I have it. I am quoting from Congressman Dingell

March 26, when he said concerning H, R. 1, that of an estimated total
of 46,683,799 tAtxpayers estimated in 1947, 44 817,360, or 96 percent
of all taxpayers, Will get only 54.2 percent of the benefits provided
under H. R. 1, whereas 1,806,439, or only 4 percent of all taxpayers
will get 45,3 ercent of benefits under H .1, according to this
Congresional Record statement by Congressman Dingell.-The CHAXAN..Putting that in terms of money, how much will

go to taxpayers with under $5,000 income, and how much to those
above?

Mr. SCHUTZER. I do not have those figures before me, and I just
have the figures which I have read, sir. # .

The CHAITMAN. For the purpose of the record I will give you the
figures: $2,255,000,000 will go to taxpayers with net incomes of under
$5,000, and $1,441,000,000 will go to taxpayers of over $5,000. Then
$140,000,000 goes to taxpayers of 65 years of age and over.

Mr. SCnHUTZI0R. I respectfully submit thit in no way contradicts
the figures Uiat I read.

The CHAIRMAN. I am putting those in to bring the subject intoperspective.
Mr. 8CHUTZE-At. Moreover, of the total of 46,083,799 estimated

taxpayors in 1947, here is how the benefits of tax reductiOn under
H. I. 1 will be distributed: 44,817,360, or 06 percent of all taxpayers,
will get only 54.2 percent of benefits under H. R. 1; 1,860,439, or 4
percent of all taxpayers, will get 45.8 percent of benefits under H. R. 1.

The Republican trinity of ih p rice for consumers, high profits for
big business, and hith fAx reductions for the wealthy is well served
by H. R. 1. This bill bestows tax relief upon the greedy few who need
it least and withholds it from the burdtofted many who need it most.

The CHAIRMAN. fow many taxpayers will receive that $2,255,-
000,000 reduction that I have referred to?

Mr. 8cnVIMn. y figures show, sir, that 00 percent of all tax-
payers under this Il get only 54.2 percent of the benefits and only
4 percent of all taxpayers will got 45.8 percent of the benefits,

Ti1e CH^InAN. -H ow many taxpayers will receive the benefit of
the $2,2 ,000,000 reduction in taxes.

Mr. 80onVUR. I believe I have answered stho question. I have
tried to. I am breaking it down into percontios.

The CHAIRMAN. HOW many?
Mr. SoIuTzrnt, 44 817,360, which reproerits 96 percent of all

taxpayers, will get only 54.2 percent of the benefit. under H, R. 1,
Te CAIz MAN. Do you classify those who receive the greater

part of the bneflt as the "greedy flw"? /
' //,
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Mr. -ScHUTZHn. Well, considering the terms of the bill, yes, sir;
definitely. I just want to continue-

The CHAInMAN. Those under $5,000 who get the bulk of the income
tax reduction are the "greedy few.'

Mr. ScnuTZ at. No, sir; that is not true. May I go along for a
minute and present my point?

Let. us examine those "poor hardship cases" which are the principal
beneficiaries of H. R. 1, the individuals in the income tax group with
net income over $100,000. Between the war year 1942 and this year
of 1047, the number of individuals in the $100,000 to $300,000 net
income group will show an increase from 5,570 to 8,096. In the same
period the number of individuals in the $300,000 to $500,000 net in-
come group will show an increase from 415 to 555; in the $500,000 to
$1,000,000 net income group, an increase from 199 to 287.

And the number of individuals in the net income group of 1 million
dollars or over has doubled from 40 in 1942 to an estimated 80 in 1947.

By any fair and democratic method of taxation, these individuals
should be called upon to bear a proper share of the cost of the war.
Their tax rates should be commensurate with this obligation. In-
stead, H. R. I makes it possible for the high-bracket taxpayers, who
reaped rich gains from wartime levels of business activity and highest
profits in our history, to transfer their share of the war debt to the
shoulders of the little fellows, veterans, workers, individuals in the low-
income group, who (lid the fighting and the sacrificing to insure victory
against fascism. It reduces the tax in the highest brackets to below
prewar levels but maintains substantially above prewar levels the tax
rates for the Lower income groups.

It is significant during the recent debate in the House, Congressman
Knutson referred to Governor Dewey's tax program in New York
State as a precedent for H. R, 1, Governor Dewey is surely the most
qualified source of authority that could be utilized for support of so
undemocratic and regressive a tax measure. 'H, as titular republican
leader, has ignored the needs of the people of New York State, has
refused to use a huge State surplus of the people's money for their
welfare, and has at the same time insisted upon a tax cut primarily
benefiting upper-bracket taxpayers. Congressman Knutson could not
have selected a more fitting precedent for what his bill attempts to do.

H. R. 1 ignores the plight of the 92 percent of the fanilies in tie
United Stats with total family income of less than $5,000. It,
ignores the fact that more than half the f ,nilies i the country are
still lving today on loss than $2,000 a year. Why not gnit urgently
needed tax relief to those groups, whose standard of living has been
drastically hit because of price risvs? According to the Bureau of
Labor Statistic:n, 40 percent of the comee of the families i this
latter group must go for food, in which retail price have increased
31 poreeint it a 10-month period; coffee, 40 percent; bread, 25 percent;
meat, 60 percent; milk, 3I2 percent; lard, 72 percent; oleoniargarine,
73 percent. Drug and pharnaieutical products now cost 67 percent
more than they did in June 1940; soap, 02 percent mor cotton goods,
39 percent more; household paint, 60 percent more; leather, 03 porcont
m~or,-, The American Labor Party calls for a tax bill based on the dome.

cratie principle of ability to pay, a tax bill which will strengthen the
urchading power of the mases of the people, a tax bil ohih will
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recapture some of the swollen profits being reaped by industry as a
result of the postwar inflation.

The CHAIMAN. Let me ask you whether the principle of ability
topay is reflected in these facts.:

t the present time the spendable income of a man who receives.
net income before personal exemption of $2,000 is 100 percent, a
married man with two dependents. The $2 500 man is 96.20. I am
skipping into the higher income brackets. he $10,000 man is 81.38.
The $20,000 man is 70.55. The $50,000 man is 51.78. The $100,000
man w 37.70. The $200,000 man is 26.87.

I am talking about what he has left to spend.
The $300,000 man is 22.10; the $500,000 man is 18.68; the $750,000

man is 16.97; the $2,000,000 man is 14.83; the $5,000,000 man is 14.5.
Would you not say that reflects the principle of ability to pay?
Mr. SCHUTZUR. It is a question of degree. I am not saying that

this bill completely ignores the basic principle which is required in
connection with any income tax bill, but, sir, when you considei---

The CHAIRMAN. Obviously when you run from complete control
of your pocketbook, so far as Federal taxes are concerned, and from
there gradually up to where the man only retains 14.5 dollars out of
his 100, are you not having a good stiff application of the principle of
ability to pay?

Mr. SCHUTZER. I am sorry I cannot go along with you. As I
mentioned before, I can hardly be induced to shed tears for these

-so-called hardship cases.
The CHAIRMAN. That is not stiff enough for you, in other words.
Mr. SCHUTZEn. That is right. Unquestionably in view of the

highest profits in the history of our country, and in view of the con-
tiuing profits war-induced and in view of the fal in mass purchasing
power, I say that this bill does not anywhere near go as far as is
required for the national economic welfare.

The CHAIRMAN. The facts that you have mentioned give a pretty
good springboard for higher wages.

Mr. ScruTsni. Sir?
The CUAIRMAN. The facts you have mentioned there give a good

springboard for higher wages.
Mr. SouTSimt. We certainly approve of that. We certainly

believe that is another method. We believe higher wages and
reduction of income tax for the lower groups are certainly necessary
for the economic health. I think that is the only way you will got
mass purchasing power.

The CHAIRMAN. I am only making the point that the things that
you mentioned are your best springboard for increases in wages, so
you are not entirely critical, are you?

Mr. SoCUTZEl. Well, no. We say that the way to economic health
today Is to both increase the wages, and also give adequate tax
reduction in the lower brackets, both of which steps we say are very
necemmry to produce that sustained mass pIrchasing power which
alone can prevent the reception or i depression.

May Fread here a very brief program of the American Labor Party
for 1 minute.

We urge(Congress to reject the 20-80 percent across the board outs,
ad Instead "

A. Raise personal Income tax exemptio"s from the present level of
$50 per person to $1,250 for a single peon and $2., 00 foro married

8",
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couple; In this way with the retention of the $500 credit for each
dependent, a married couple with two children would thus have $3,500
free of income tax. The authoritative budget studies of the Holler
committee, adjusted for recent price rises, show that at least $3,500
is required to keep a family of four at a minimum standard of decent
living.

B. Repeal all Federal excise taxes, whether enacted during the
war or before the war on necessities. Sales taxes hit the neediest the
hardest. We have Federal excises on sugar, electrical appliances,
films beer, cosmetics handbags, and other commodities all of which
should be repealed. There is no place in a democratic fiscal system
for regressive taxes on necessities.

I am aware that Congress has acted on this, but we niake this as
part of an over-all program.

C. Restore for the year 1947 the excess profits tax on corporations,
without any carry-back. Events have made it perfectly clear that
the repeal of the corporate excess profits tax as of the beginning of 1940
was a collossal fiscal blunder. Corporate profits have skyrocketed
to their highest peak; unprecedented billions are being made by
big business out of the postwar inflation. As an. anti-inflationary
measure, as a means of siphoning off huge savings of a small group of
corporations and individuals which may plunge us headlong into
depression, as a source of billions badly needed for housing, education,
public works, and tax reductions in the lower brackets, the excess
profits tax should be restored for the year 1947 at wartime rates,
without a carry-back provision.

Such an immediate taxprogram will contribute to the economic
health of the Nation and will help maintain a decent standard of living
for millions of Americans.

In conclusion, if I may take another half minute, I would like to
point out that the remarks by the Senator 4, moment ago high-light
the basic approach which the American Labor Party feels must be
taken in connection with any tax bill. We do not believe that a tax
bill can be written in a kind of vacuum where only the figures relating
to the tax provisions are concerned. We believe, as Senator Johnson
pointed out, that a tax bill is part of the entire policy. It is tied up,
linked directly and interrelated to the foreign policy, to the domestic
policy, to labor legislation, to wages, control of prices.

I would urge upon this committee that all of those factors be
regarded in connection with your final draft.

The CHAinMAN. What does your organization estimate will be the
national income for fiscal 1948?

Mr. SCHUTZ9CR. We have made no estimates, sir, except that I
would like to say again that we do not worship at the altar of a
balanced budget. We would like to see one, but we would like to see
it balanced in terms of human beings.

For example, it is very shocking to see the purse strings being
pulled very tight and choking off progressive New Deal legislation and
Now Deal agencies. For example, the 48 percent cut suggested for the
United States Dopartwent of Labor, wiping out the Division of Labor
Standards, cutting down on school lunches, cutting down on the
Division of Wages and Hours, so that adequate inspections cannot be
made cutting down on the appropriations for the Department of the
Interior, which would lead to a wastage of our national heritage in
foroote,
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Those are some of the factors that lead me to suggest again that we
do not worship, we do notrsay, that a balanced budget is the end-all at
the expense of the American people. If we call balance it and perform
those functions for which democratic government exists, by all means
we would be very happy to do so.

The CHAIRMAN. You have had an unbalanced budget for about 13
or 14 years.

Mr. SCHUTZ)m. That is correct, sir, technically; yes.
The CHAIRMAN. Now you are paying $5 billion year interest on it,

which must be collected in part from your people.
Mr. Scuvurzxn. That is correct.
The CHAIRMAN. Does that suggest to you that an unbalancedbudget can perhaps be carried too far?
Mr. SCHUTZER. I think every good thing can be carried too far.

I will say this, sir, I trust you remember what was the situation
when the first of the 13 years came onto the American calendar.
I need not to recall to you the conditions in this country back in 1932.

The CHAIRMAN. After you got through with 6 or 7 or 8 years of
further and increasing unbalanced budgets, you still had 8,000,000
unemployed.

Mr. SCHUTZER. At the same time millions were kept from absolute
despair; millions were rehabilitated. The country is full of magni-
ficent buildings and libraries and roads and hospitals which we would
not otherwise have l'd.

'The CAIRMAN. Are they helping you to pay the taxes that you are
complaining ,of?

Mr. ScHuzpR. The way to help me is to revise this bill and pit
the burden where it belongs.

The CHAIRMAN. Are you unhappy over a budget system that
leaves you 8,000,000 unemployed after 6 or 8 years experimentingwith

Mr, SCHUTZER. I am not satisfied. I do not think it could be
related to only the budgetary practices.

The CHAIRMAN. Is it yovr theory that the problem would have
been solved had we unbalanced it still more?

,Mr. SoCUTZER. I say if we had been able to go further or to have
given more help to people, thatwould have been a proper function of
democratic government.

The CHAIRMAN. You are now commenting to feel very substantially
the cost of unbalanced budgets.. You are paying$ $5 million a year
Interest which is almost as much in that single item as used to be
required to run the whole Federal Government.

Mr. SCnUTZHR, That is just it. We are beginning to feel it. I am
here to plead to make the proper group feel it- the ones who can best
afford to feel it.

The CHAIRMAN. I hoped that I could draw you on the side of
$topping the progression,

Mr. g8CHUTZVI. I hope I can draw you on 'the side of tramferring
that financial ache to the shoulders of he people who can bear it.

The CHAIRMAN. To where will vou transfer it?
Mr. Scnuru . How about an'effective n(istributcd profits tax?

How about restoring the wartime excess profits tax without carry-back?
&wa* about withholding tax exemption on Federal securities? I
think vsoase are t reo specific measures *hich, If carried out, would
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more than give the Government the revenue they might lose by the
income-tax reduction in the lower brackets.

The CHAIRMAN. Let us touch on those a little bit.
Are you propose g raising the personal exemptions, and how much?
Mr. SCHUTZER. LF or single persons, to $1,250, and $2,500 for married

people.
The CHAIRMAN. How much would that involve in lost revenue?
Mr. SCIIUTZER. I think roughly about $0 billion, but that is a rough

figure.
The CHAIRMAN. About $7 billion?
Mr. SCHUTZER. All right.
The CHAIRMAN. And you propose to get that, then, by restoring

excess-profits tax.
Mr. SCHUTZER. Yes; correct; closing all of the loopholes that now

exist.
The CHAIRMAN. How much would you get out of that?
Mr. SCHUTZER. I do not know exactly, but I believe that the total

of the three measures which I have advocated would not something
close to $7 billion, or over that.

The ChAIRMAN. You have no break-downs?
Mr. SC1UTZE. I (1o not have it, sir, but I believe Mr. Ruttenberg

N4ho testified here the other (lay before your committee for the national
010, gave you explicit figures on that subject, which we heartily
endorse.

The CHAIRMAN. You accept those figures?
Mr. SCHUTZEJ. We do, sir.
The CHAIRMAN. If you restore the excess-profits taxes, tell me what

percentage of them will be borne by the consumers, and what percent-
age of them will be born by the wage earners, and what percentage
of them will be borne by the share ders.

Mr. SCHUTZER. Sir, I am flad that you asked that question. That
again brings out my point t iat you cannot isolate tax legislation and
have it really effective. If we saw to it that price control was rein-
stituted, we would not have all of that passing on to the consumer
immediately after a democratic tax bill is passed.

The CHAIRMAN. That runs you into a lot of control theories of
government; does it not?

Mr. SCHUTZER. Well sir I would rather control than have disaster.
I think there is nothing to be ashamed about when you plan and con-
trol. I think we are not ashamed of bridling a wild horse or controlling
an automobile. We put in all sorts of brakes and mechanisms. -
think it is a sign of rational civilization to have as many controls as
necessary to make that civilization work.

The CHAIRMAN. By controls can you prevent the operation of the
fact that on excess-profits tax is a cost element that reflects itself to
the consumer and everybody else?

Mr. SCHUTZER. Wel, sir, I do believe in trying. I do not believe
wer tried hard enough. I think we are simply working under a theory
of passig it on to the consumer, But that does not-have to be so, if
we had efective price control.

The C.lAIRMAN, Will you agree with me that under the Privroi
enterprise system, an oxce$8-profits tax is an item of cost ' i ,
most instances is passed on to the consumer?

Mr. SORUTIAx. That is true, bir.
008e05.-,---45
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The CHAIRMAN. SO your proposal is to restore the excess-profits
tax, but submit industry to a state of control where that would not
reflect to the consumer. Is that your proposal?

Mr. SCHUTZEs. In this critical period now of inflationary prices and
in accordance with the President's demand and the demand from all
sections of the people, I believe that unless we d(o something like that,
we are going to have a runaway inflation with the usual results-with
decrease in our purchasing power followed by depression and uneni-pilment.The CHAIRMAN. Then to make your excess-profits tax theory work,

you would have to restore control over prices: would you not?
Mr. SVHUTZER. In this period.
The CHAimRrA. You favor that?
Mr. ScHUTZRm. Yes, sir.
The CHAIRMAN. And without that, you will admit that restoring

"cess-profits taxes would increase costs to the consumers.
Mr. SCHUTUzR. They would undoubtedly be passed on very, very

quickly-within 24 hours after being enacted.
The CHAIRMAN. I think that is an honest answer. While I differ

with your political philosophy, I like to see an honest answer.
Mr. SOHUTZio. Thank you.
The CHAIRMAN. Thank you very much.
Mr. SCHn'TZR. Thank you for the opportunity to appear hero.
The CuIAiAK. Is Mr. Parker hero?
Mr. Park~er, will you please be seated. Give your full name to the

reporter, and tell us your occupation and those qualifications which
you have which you think bear on the problems before us.

BTATREBNT OF LOVBtL H. PARKBR, COLORADO BUILDING,
WASHINGTON, D. 0.

Mr. PA1IS5R. Mr. Chairman and entlemen of the committee my
name is Lovell H. Parker Coloradoiuilding, Washington, D. b.
appear in behalf of myself as a citizen of the United States, without
compensation or inducement from any source. I have made a study
of the individual tax reduction bill now under consideration by tis
committee and as a result of such study feel in duty bound to submit
to the committee certain observations in regard thereto. This is
because for, 30 years I have studied tax legislation, and because for
12 of those years I had the honor of being a nonpartisan tax adviser
t4 this committee in- the capacity of chief of staff of the Joint Com-
mittee on Taxation .,

In my opinion, tax reduction is of major importance at this time.
The main question is how match tax reduction can be given in view
of the magnitudb of the public debt. I consider H. R. I a good bill,
but if the revenue lose i too great, my observations, which I now
submit, include a suggested plan of tax reduction which I believe will
retain the major incentive features of H. R. 'liwith a saving of approx-
imateiy one billion dollars in revenue.

My observations on the T dvidual Income Tax Reduction'Act of
1047 are as follows:

If, the committee wishes to conserve thb, I might abbreviate this
statement somewhatI /  ,

The CH AN. I eieve it would be o visable to flie the statement
for the record, and give us your own is ary of it

848
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Mr. PAnKEt, I will omit hero from my statement any description'
of the present situation which you gentlemen certainly know by this
time and the description of how H. R. 1 operates.

I have here some pages as to the need of tax reduction. The
previous witnesses have covered that subject very well, and I think I
can probably summarize that by simply saying that history shows
that the need of tax reduction at this time is o the greatest importance,
if the incentive of the individual to produce is to-be maintained.

Wise tax reduction now will result in greater incentive, greater
national income, and, in the long run, in larger revenues.

Summarizing some pages that I have in my statement as to the
need of a balanced budget-

Senator HAWKES. Mr. Parker, may I interrupt there?
In other words what you are saying is that a fair rate of taxation

is something to show that the Government is trying to let the indi-
vidual keep some of the reward he gains, as an incentive to accom-
plishment, is likely to maintain a better level in the economy, and
therefore in the finality, I take it you mean might very easily produce
as much or more revenue than a higher rate which was stifling.

Mr. PAIITKEA. That proposition is covered rather fully here, and I
Will quote what Secretary -Mellon said one time in regard to it:

It seems difficult for some to understand that high rates of taxation do not
necessarily mean large revenue to the Government, and that more revenue may
often be obtained by lower rates.

That was his conclusion back in 1921, an&the reduction of rates
constantly increased revenue and brought in revenue much in excess
of the estimates. The estimates in each budget were exceeded by
the actual results.

As to the need of the balanced budget, merely summarizing it is
important to balance the budget *now but not by methods which will
lead to deficits in future years. It would be better to have a deficit
for 1948, and a surplus for 1949 and 1950, than to have a surplus for
1048 and a deficit for 1949 and 1950.

In other words, I believe your program should look ahead just as
far as possible, because the things that you do now in making tax
cuts or in making cuts in the budget may very vitally affect the 1949
and the 1950 budgets much more so than they do the 1948 budget.

Then I come to the paragraph about what to do about tax reduc-tion, and you will recall that Isaid at the start that one of my pur-
poses was to suggest another plan in case you found the cost of H. R.
1 too great.

I believe H, R. I Is a good bill and would give the necessary incen-
tive at this time. However, I thought that I would put this sugges-
tion before the committee.

In view of what has been said, in the writer's opinion, tax reduc4ion
now is of supreme importance. Without ouch tax reduction it is
believed that a balance budget containing over the next 3 to 5 years
cannot be maintained.

If we had a Nation-wide poll on the question "Would you try to
make more money if taxes were not so high?", I believe 90 percent of
the answers would be in the affirmative, if asked of producers of
bicomo., Those producers of Income must be given inventive.
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On the other hand, we must be practical and limit tax reducti(,n
so that any substantial increase in the present amount of our national
debt will be avoided.

H. R. 1 will give individuals more incentive and it is doubtful,
therefore if it would result in a reduction in the Government'arevenue
,of the A billion dollars which has been estimated in inany quarters.

A flat 20 percent reduction in the tax burden across the board
would be perfectly equitable if present tax rates were equitable on
varying amounts of net income. Unfortunately this is not the case.
Our present graduated rate schedule has been developed in recent
years not so much with regard to ability to pay or to give incentive
as to the proposition of "Where can we increase the rates so as to get
the most revenue."

However, if the budget situation is such that the cost of the, bill
H. R. 1 can be taken care of, this bill should meet present require-
ments and, being simple in form, it is capable of speedy enactment
into law.

On the other hand, if the cost of H. R. 1 cannot be taken care of
in the writer's opinion, tax reduction will still be possible on a reduced
scale. It is believed that it is possible to devise a plan on such re-
duced scale on a basis that will retain the incentives which would
flow from H. R. 1.

The writer has studied such a plan, and after considering the
probable effects of a Uat 10 percent reduction across the board,
instead of a 20 perce# reduction, h'as concluded thaf it would be
better todesign a plan which, by its distribution of tax relief, would
give incentive where most needed.

Therefore, the writer has the temerity to suggest the consideration
of the following tax reduction plan.

The suggested tax reduction plan. The main features of the plan
may be briefly stated as follows without argument or reasons at this
point.

1. Earned income relief. It is proposed that there shall be allowed
as a deduction from net income before applying the normal tax and
surtax, an amount equal to 10 percent of the net income of the tax-
payer. Net income up to $5,000 is to be recognized as earned whether
earned or not, but earned net income in excess of the net income will
not be recognized,.

2. Double taxation relief. A tax credit of 2 percent of the amount
of dividends in excess of $5,000 received from domestic corporations
will be allowed in determining the final tax liability.

3. Relief in ease of joint returns of husband and wife. The present
provision which provides for a reduction of 5 percent in the amount of
normal tax and surtax computed under the schedules ii) present law
will be changed so as to provide for the retention of the 5 percent reduc-
tion for separate returns, but will allow of a 10 percent reduction in
the case where husband and wife lO a joint r~turn. .

And on considering the matter further, after writing this statement,
that joint return should be allowed in the case of a widower or widow
with dependent children. There would be n9 trouble in drafting such
a provision.,

4. Present rate schedules totained, Th6 present normal tax rate
and the present surtax rate schedule will bo retained at this time, The
present. personal exemptions and credti for dependents will also be
retained. /
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Priinc1ples.-The principles underlying the plan for limited tax
relief under present conditions may be briefly stated as follows:

1. Earned income relief. It is believed that our income tax law
should recognize the principle that earned income should be taxed
less heavily than investment income.

This principle was recognized in our tax laws for 1924 to 1943. In
proposing that the principle should be again recognized, the writer
cannot make a brief or more convincing statement that was made in
the House report accompanying the Revenue Act of 1924. The
statement is quoted in part as follows:

The fairness of taxing more lightly the income received as personal compeno
sation for services rendered than income from investments has long been recog-
nized, and seems to be generally admitted without regard to political divisions.
Such a distinction has been made for many years in the income-tax laws of Great
Britain but at a much lower rate. The soundness of such a distinction is shown
by testing it under the principle of ability to pay, which is the principle under-
lying the entire system of progressive income taxation in effect in this country.
The taxpayer who receives salaries, wages, and other earned income must each
year save and set aside a portion of his income in order to protect him in case of
sickness and in his old age, and in order to provide for his family upon his death.
On the other hand, the person whose inebme is derived from investments already
has his capital and is relieved of the necessity of saving to establish it. He may
spend each year his entire thco~ie, and at the same time have sufficient capital
to protect him in his old age and to provide for his family upon his death. In
most cases the person whose income is derived from investments is able to pay
a greater tax than the one whose income is the result of personal effort.

The Joint Committee on Internal Revenue Taxation published
a 55-page report on the subject of earned income on June 20, 1930.
This report would seem to completely establish the proposition that
earned income relief is justifiable. The House andSenate reports
accompanying the Revenue Act of 1943 fail to contain any reason for the
repeal of the earned income provision. It is to be assumed revenue was
the main objective. It is to be noted, however, that in spite of the need
for revenue, Great Britain retained earned income tax relief during
the war period and seems likely to retain this principle indefinitely.

The amount of earned income tax relief that can be given is of
course a matter of judgment which must be decided in the light of exist-
ing conditions. The method of giving relief is not difficult as such
methods have already been tried out successfully under prior laws.

The writer has suggested that 10 percent of the amount of the
earned net income be allowed as a ded uction from net income before
applying the normal and surtax rates. Because in the dase of small
incomes necessary living expenditures require the expenditure of
nearly all of the income no matter from what source derived, it is
recommended that all incomes up to $5,000 be recognized as earned
whether earned or not. This is in accordance with past provisions
of law. However no limit is set on the amount of income which can
be recognized as earned. Formerly such limits have been set.

The reasonableness of the suggestion made by the writer can only
be determined after the tables submitted with this statement have
been examined. It has been the writer's objective, for practical
reaons, to confine all tax reductions, except In the base of very small
l|conf to 1 than 20 percent.

FInally the writer believes that the earned income tax relief pro.
ed Wl give incentive to all earners of income to produce more

l.ooeo. Ifrmore Income is produced, the Government will have more
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income to tax and will lose little by this relief provision. Incentive
increases as the tax rates increase; if a man only pays-

The CHAIRMAN. You mean it does it as that decreases.
Mr. PARKERX. Yes Senator. In the case of the man who pays a

small amount, he will work anyway. Tax reduction will not increase
his incentive as much as it will the incentive of the man who has to pay
50 or 60 cents on the dollar to the Government out of his earnings.
Such a man thinks "what is the use to make any more money."

2. Double taxation relief. The fact that corporate earnings are
now doubly taxed ig enerally recognized. They are taxed once, and
heavily, when earne by the corporation and then taxed alain, and
heavily to the stockholder w~ien he receives such earnings in the form
of dividends. There is no double taxation in the case of interest on
corporate bonds because, while such interest is taxed to the bond-
holder, the interest pament is allowed as a deduction from the net
income of the corporation.

For many years we recognized this fact at least in part and exempted
corporate dividends from normal tax but we took this exemption
away in our greed for revenue. Great britain has always credited the
taxpayer with the amount of tax paid at the source by the corporation.

Our present double taxation of corporate earnings tends to encourage
corporations to issue bonds instead of stock on account of the fact that
bond interest is allowed as a deduction from income. This is ofti
not a wise policy from business standpoints.

In the present financial situation of the Government it is obviously
impossible to adequately correct this situation withbut losing too
much revenue. It is believed stockholders-people with capital-can
afford to wait for tax relief longer than the man with earned income
and no capital.

However, the writer proposes limited relief from double taxation
and the establishment of the principle on which such relief may be
based.

It is proposed that a taxpayer be allowed a tax credit of 2 percent
of the amount of his domestic dividend income in excess of $5,000.

"- The reason for the $5,000 amount is that since the writer proposes to
recognize income up to $5,000 as earned whether earned or not, it
would be a duplication to allow the 2-percent credit on the first $5 000
of dividends which have already been given more adequate relief by
being recognized as earned income.

The emulamount of relief given may be visualized by the following
example.A single man with no dependents and $50,000 net income, all
derived from domestic dividends under the writer's plan would pay a
tWx of $28,895. If his income was all from interest he would pay a
tax of $24 705 Therefore, this 2 percent tax credit reduces his tax
by $900. It is obvious that this tax credit willnot result, therefore, in
much loss of revenue, and it should be remembered that when a man
received $50,000 in dividends the corporation declaring such dividends
has already paid a ta, on the earnings represented thereby in the
amount of ,845, Stated in another way, if a corporatio0 earn
$80,645, it will pay $30,645. in tax and th6 stockholder will receive
$80,000.0 On this, $50,000 under the present laW he will pay a tax of
$25,187 ad under the writer's Plan $29,895. Thus out of $80,645
earned by the corporation the shareholder has left after taxes only
$24,803 under the present law and $20,)1,8 under the writer's plan.
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The recognition of the fact that double taxation should be reduced is
perhaps more important at this time than the matter of dollars and
cents tax relief on this account. e to

3. Relief in case of joint return of husband and wife. Under the
present law, a man and wife both of whom have net income, by filing
separate returns will pay substantially less tax, in most cases, than a
married couple having the same income all earned by, or belonging
to one spouse.

For example, if a man has $30,000 of net income and his wife has
no income the present tax on the man and wife is $11,970. On the
other hand, if a man. has $15,000 of net income and the wife also has
$15,000 of net income and they file separate returns, the combined
tax will be only $8,540, or $3,430 less.

The question is raised, "Is this tax differential of $3 430 justifiable?"
At first sight it would appear that the ability to pay of the two married
couples above mentioned would be exactly the same, since both have
net incomes of $30,000 and that, therefore, that tax should be the
same. From a financial angle this may be true, but there are certain
practical arguments on the other side of the question. If the wife
owns one-half the property it cannot be disposed of by the husbAnd
either by will or otherwise. In case of divorce the wife has her
property and does not have to depend on alimony. The husband
does not necessarily have the management or control of his wife's
property.

The next question is, "If there should be a tax differential how much
should it be?" In 1936, the tax differential in the $30,000 case just
mentioned was only $1,362. Now as above pointed out this tax
differential is $3,430. In the writer's judgment this latter differential
is entirely too much and the practical arguments for such differential
do not support such an increase.

The writer proposes therefore to reduce this tax differential without
eliminating it by permitting a tax credit of 10 percent of the tax other-
wise computed in the case of joint returns and by retaining the present
5-percent tax credit in the case of. separate returns. In the $30,000
case cited as an example under the writer's plan, in the case of earned
income, the differential would be reduced from the present $3,430 to
$2 380. Under H. R. 1, the differential would be $2,744.

Jndor the writer's plan the differential would be greater in case of
investment income. In this case the differential proposed would be
$2,867. But this is fair because in the case of investment income, a
man has it in his power to split the income by giving half of his stock
and bonds to his wife, thus putting himself in the same position as the
man whose wife already owns half the couple's income-producing
property.

The writer does not suggest this joint return relief in order to attack
the community-property system, but it must be frankly admitted
that it would operate to give somewhat less relief in the nine com-
munity-property States in the c0se of married couples than would begivoa under H. R. !,, .

For over 20 years the Congros has boon in tax controversies because
a maitied man having a certain amount of income in a community-
property State pays substantially les tax than 4 man having a like
amount of income in all the other 39 States. There are arguments on
both sides of the question, and It would appear proper to make some
compromise in the matter, This might well be of advantage to the
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community-property States in defeating a complete repeal of tie
p~qsent tax differential.

The tax relief for a joint return is believed sound, however, ill all
States whether or not on the community-property system. There is
no discrimination or lack of uniformity since the residents of com-
munity-property States will have the same right to file joint returns
as is permitted in the other States. Joint returns are much more
convenient for the Bureau of Internal Revenue in checking income
tax returns.

Finally, the ability to pay of a married couple can be better measured
by joint returns than by separate returns. Great Britain has recog-
nized this fact for years and computes the tax on the combined in-
come of husband and wife, without allowing for the tax differential
we suggest fGr practical reasons.

Merits claimed for the writer's plan. The following claims are
made with reipect to the operation and effect of the writer's plan:

1. The loss of revenue to the Government under the plan should
be nearly 1 billion dollars less than under H. R. 1.

2. The incentive given taxpayers to produce more income should
be nearly as great under the plan as H. U. I.

3. The very small taxpayers are given more relief under the plan
than underH. R. I; no other taxpayers are given more than is given
by IT. R. 1.

4. The tax reduction in the case of earned income is nearly as great
asis givenby H. R. 1.

5. Investment income is accorded less relief than under H. R. 1
but the relief is still substantial in most cases.

6. The principle of double taxation is recognized by the plan.
7. Present discrimination in 4he taxation of married couples is

reduced. '
In conclusion no fair-conception of the results of the writer's plan

can be obtained without a comparative study of the taxes which are
imposed under present law and would be imposed under H. R. 1 or
under the writer's plan on various amounts of net income.

. I have submitted rather voluminous tables and examples on this
subject. I would like to call the attention of the committee to the
table which I have numbered table No. 2-C. This is for a married
man with no dependents, and with all earned income. Under the
plan that I suggest you will note that there will ba no tax at all on a
married couple with a net income of $1,111.11.

Under H. R. 1, that group would pay some tax. That is due to the
operation of this 10-percent earned-income credit.
I And then up to not Incomes of $1,600 taxpayers will get a little bit
more relief under my plan than under H. R. 1.

From that point on, relief becomes les, because you now run into
the 30-percont reduction under H. R. 1, but if you will follow that
line down, you will see that after getting down to 21 percent, at
$3,000, the percent reduction gok -A on down until it becomes only
15 percent on very large incomes, .

Please Wote that the combination of the joit-return relief and tWe
10 percent earned-income relief will bring about a result very com-
parable with H. R. 1 on earned incomes,

I think when we talk with percentages sontimes we do not realize
Just what the situation Is, I will spend a couple of minutes on the
9harts which I have submitted:
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On a man and wife with no dependents and a net in-vome of $1 200,
the present tax is $38. Well, that is about a week and a half salary,
and it is a burden. At present prices, with 60 percent of our popu-
lation living in the cities, it is very q uestionablo if a man making
anything under $100 a month can really afford to pay any tax.

You will notice that under the writer's plan, the tax was reduced
from $38 to $14.40.

That revenue loss is not very great, though. We soon run out of
the brackets where this plan gives more relief than H. R. 1.

On the next page is the $3,000 case and you can visualize from this
chart the fact that this tax is about 13 percent of his ncs income. He
pays a tax of $380 under the present law, whether lie files a joint return
or separate returns, but under H R. 1, due.to the operation of the
notch provision, on the joint return, lie pays $304, but on the separate
returns, only $260.

Of course that operates in all of the community-property States
automatically so that in cases where the man makes'all of the income
in the 39 States he pays a tax of $304, but in the community-property
States his tax will be only $266. a

Now, under the plan that I have suggested in this case, the tax
could be the same in both cases, $306, which is practically tid same
tax as under H. R. 1, in the case of a joint return.

The CHAIRMAN. You may file the charts along with the other ex-
hibits.

Mr. PARKER. My main purpose is to give you this data which I
hope you will find worth considering.

The CHAIRMAN. I think the charts are very clear and in aid of your
thesis, and I think we can follow them all right.

Mr. PARKER, I think you can follow those charts easier than you
can percentages sometimes.

Senator GEonos. Yes.
The CHAIRMAN. Thank you very much.
Mr. PARKER. Thank you very much.
(The statement and charts are as follows:)

STATEMENT 01 LovzLb H, PARKER BEFOB TIE COMMITTEE ON FINANOD, SUNATI
OF THIm UNITED 8&ATus, APHIL 28, 1047

Mr. Chairman and gentlemen of the committee, my name is Lovell H. Parker,
Colorado Building, Washington, D. C. I appear in behalf of myself as a citizen
of the United States, without e'mipesation or inducement from any source.
I have made a study of the individual tax reduction bill now under consideration
by this committee and a a result of such study feel in duty bound to submit to
the committee certain observations in regard thereto. This is because for 30
years, I have studied tax legislation, and because for 12 of those years I had the
honor of being a nonpartisan tax adviser to this committee, in the capacity of
chief of staff of the Joint Committee on Taxation.

In my opinion tax reduction is of major importance at this time. The main
question is how much tax reduction can be given in view of the magnitude of the
public debt. I consider H. R. 1 a good bill, but if the revenue loss is too great,
my observations, which I now submit, include a suggestedplan of tax reduction
which I believe will retain the major incentive features of H. . 1 with a saving
of approximately 1 billion dollars in revenue.
My observations on the Individual Ipoome Tax Reduction Act of 1047 are as

TIM P88nUN? 4STI*VATION

On March 27 1947, the Individual Income Tax Reduction Act of 1047 (11. R. 1)
wan paeed by the house of Representatives of the United States and transmitted
to the Senate, where, in accordance with the usual procedure, it was referred to
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the Committee on Finance, At this time the Committee on Finance has this
bit under consideration. Briefly and nontechnically stated, H. R. I provides in
effect that, for the year 1947, and for subsequent yoars until amended the present,
combined normal tax and surtax burden on individuals will be redtoed by 20
percent in the groat majority of cases. There are, however, the following two
exceptions to this general statement which can be stated as follows:

csption No. I-Cate of very small taxpayers
(a) Individuals with taxable net Incomes (i, o., not Income less personal oxemp-

tion and credit for dependents) of $1,000 or loss are given a reduction of 30 poreent
in their present combined normal and surtax burden.

(b) Individuals with taxable not Incomes between $1,000 and $1,395.83 are
given a reduction in their tax burden decreasing from 30 percent at $1,000 to 20
percent at $1,8.88.
Almpetion No. i.--Caee of ry large taxpayera

(a) Individuals with taxablo net ine6mes in excess of $302,305.60 are given
the 20-percent reduction in the present tax attaching to this amount of taxablenet Income, but on any amount of taxable not income in excess of $302 398.00
they are only given a reduction of 10.52 percent in the present tax attaching to
sUo excess. I

TOM NEUD FO TAX REDUCTION

It is believed that f iw will deny (except those who think everyone should have
the same amount of sxpondable Income after taxes) that the present rates of
taxation o individuals are excessive and seriously affect the standard of living
In the came of individuals with small incomes and seriously affect the incentive
to produce in the case of individuals with modest or large income, It Js evident
we are now in a porlod of readjustment of our national economy, The fears of
a& wild inflationary period, worrying many during the last year have been allayed.
On the other hand, many are now worryit about deflation and a depression
more or leas substantial in magnitude, History indicates that these fears of
dflation and depression are not unfounded. On this point the economic history
of Furopo after the Napoleonic wars is especially illumirating,.. It Is new estimated that the national Income is nearly 100 billion dollars
annually. If this national income should drop by 50 percent or to 80 billion
while l was approximately the amount of the national Income in 1029), the
writeri experience with do deressions, convinces him that the tax revenues
of the Government would be reduced not by only 50 percent, but by a larger
amount, probably by 05 to 70 percent It Is, therefore of supreme Importance
at this time, If we have any deltre to achieve a balanood budget and to enter on
a period of reduction in the national debt, to avoid a depression. If a depression0 Ura, a balanood budget and debt reduction will become Imosible.
W4o need tax reduction to maintain our present or a greater national Income

by giving Individuals a fair reward for their labor, in other words, by giving
mthemaninuoentive to produce more income. Reduction in rates of tax does not

necessarily mean I revenue to the Qdvernment. The amount of income
available for tax Is more important than the rates of tax, A 100-percent tax rate, eturns no revenue if tlere fgnnoooimmo to tax. A ! percent rate returns revenue
f taxable income exists.

Much should be learned IroM experience, After World War I we had tho do.=preIon of 1920-11,' we theit had tx redaction, and that tat reduction proved
ost beneficial to out Government and cltisens alike.
Secretary of the Treasury H o |ton and later Secretary of the Troaury GIas,

,)oth serving under Iresident Wilson rocommondoed deortas in the surtax+rates en individuaUl which rates were then excesivo but much !+ws so Ithan at
present. Secretary of the Treasury Mellon srt lng under Prsldonts Harding
and Coolidge. -renewed these roponimendatoqe. Mr. Mellon's book, entitled

ravatlon, WTP People's Buslies," ably sets forth, In a nonpartisan way the
-situation after World War I in connection with taxation and financing,, W few"quotations from the book referred to are ospeelolly pertinent to our present

ltuation, and are as follows:'A sound tax policy must take into consideration three factors. It must
produoe sufficient revenue for the Government; It must losen so far as potible,
the burden of taxation on those least able to bear i; and it mu 4 1 1o remove those
Influences which might retard the continued steady development of business and
,1ijdtiotry on whichb, tot t~ig last analyis, so much ofotour prosperity dc~olgds.

"Twx rovision should never be madel the f604a1 Iither of partisan or class
polities but should ibe worked out by tlwe wl)6 have made av careul study OF thle
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subject in its larger aspects and are prepared to recommend the course which, in
the end, will prove for the country's best interest. * * *"

"It seems difficult for some tounderstand that high rates of taxation do not
necosarily mean large revenue to the Government, and that more revenue may
often be obtained by lower rates.. * * *"

"The principle that a man should pay taxes in accordance with his 'ability to
pay' is sound but, like all other general statements, has its practical limitations
and qualifications, and when, as a result of an excessive or unusual basis of taxation,
it. becomes evident that the source of taxation is drying up and wealth is being
diverted into improductive channels, yielding neither revenue to the Government
nior profit to the people, then it is time to readjust our basis of taxation upon
sound principles.'

As a result of the tax-reduction program adopted by Congress in the Revenue
Acts of 1021, 1124, and 1926, we achieved not only a balanced budget, but also
reduced the national debt by almost 10 billion dollars. The fact that a wave of
wild speculation In 1929 threw us into a depression is not a factor detracting from
the wisdom of the tax-reduction program.

In the opinion of the writer need of tax reduction.now In even grater than it
was in 1921, and it is believed such reduction might save the oontry from a
disastrous deprepion. heree is no reason why, with past experiences to judge
f om, we should not oven be more farsighted now than were Secretaries Houston,
Ms, avid Mellon after World War 1. It, would be far better to prevent a depres-
sion titan to try to cheek it. after It has started. The events front 1930 to 1940
are ample evidence of the difficulties encountered in checking a depression.

THE NEEKD 01 A BALANCED BUDGET

It is not the purpose of the writer to enter k .) a discussion of how much the
budget can be reduced. It is assumed that the Congress will prove Lde for reducing
the budget as much-as may be consistent with the national welfare and security.

It .s believed, however, that the slogan "balance the budget," has been over.
worked. Of course, we must eventually balance he budget and the sooner the
better, but not by throwing every other consideration to the four winds. For
example, if, by unsound tax measures or hy the absence of sound tax measures
and by unwisd cuts in expenditures, we succeed in balancing the budget for the
fiscal year ending June 30, 1948, but if the economic effects of such unsound
measures and unwise outs creates a deficit of 8 billion in 1049 and 10 billion in
1980, It is obvious that a grievous mistake has been made. It would be far better
to have a deficit of 5 billion in 1948 and a surplus of 5 billion in 1049 and 10
billion in 1050 which might well result from sound tax measures and wise oute In
the budget.

Budget-balancing programs should not look merely to the Immediatolyonsping
yoar, but should look ahead 8 to 8 years, One year is too short a period In which
to estimate the econonlc effeots of tax measures and in which to estimate utlnmate
revenues.

WHAT TO DO AROUT TAX IiDUCTION

In view of what has been said, in the writer's opinion tax reduction now Is of
supreme importance. Without such tax reduction, It is believed that a balanced
budget continuing over the next 8 to 8 years cannot be maintained. If we had a
Nat on-wide poll on the question, "Would you try to make more money if taxes
were not so high?" I believe 90 percent of theanqwors would be In the affirmative
if asked of producers of Income, Those producers of income must be olven In-
centive,

On the other hand, we must be practical and limit tax reduction so that any
sul etntial increase in the present amount of our national debt will be avoided,

rt I1 will give individual tore incentive. anid It is doubtful therefore, if It
would result in a reduction in the Government a revenue of the 8k billion dollars
which 1A, been estilted in some quarters,

A flat 20-porent reduction In the tax burden across the board would be per
foetly equitalle if present tax rates were equitable on varying amounts of net
Income. Unfortunately this Is not the cae; our present graduated rate schedule
has been develoed in recent, years, not so much with regard to ability to pay or
to giving Incentive, as to the proportin of "whor a wo Incree the rto s
es to get the mo#t revenue"' p o i

However, If the budget situation is such that the coot of the bill H. R. 1 can
be taken %o of, this bill should meet parent requirement, ando being simle in
form, ItisaPbe of speedy enactment into law. a
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On the other hand, if the cost of H. R I cannot be taken care of in the writer's
opinion tax reduction will still be possible on a reduced scale. It is believed that
It is possible to devise a plan on such reduced scale on a basis that will retain the
incentives which would flow from H. R. 1.

The writer has studied such a plan, and after considering the probable effects
of a fiat 10-percent tax reduction across the board, instead of a 20 percent reduc-
tion, has concluded that it would be better to design a plan which, by Its distribu-
tion of tax relief, would give incentive where most needed, Therefore, the writer
has the temerity to suggest the consideration of the following tax-reduction plan.

IUUOSSTHD TAX-BEDUC'rION PLAN

The main features of the plan may be briefly stated as follows (without argu-
ment or reasons at this point):

1. Earned income relief.--It is proposed that there shall be allowed as a deduc-
tion from net income before applying the normal tax and surtax, an amount equal
to 10 percent of the earned net income of the taxpayer. Net income tip to $5,000
is to be recognized as earned whether earned or not, but earned net income in
excess of the net income will not be recognized.
2. Double taxation relif.-A tax credit of 2 percent of the amount of dividends

in excess of $5,000 received from domestic corporations will be'allowed in deter-
mining the final tax liability.

8. Relief in case of joint returns of husband and wife,-The present provision
which provides for a reduction of 1preent In the amount of normal tax and
surtax computed under the schedules in present law will be changed so as to pro-
vide for the retention of the 5 percent reduction for separate returns but will
allow of a 10 percent reduction in the case whero husband and wife file a joint
return,

4. Present rate schedules retained.-The present normal tax rate and the present
.surtax-rate schedule will be retained at this time. The proAent personal exemp-
tions and credit for dependenqe will also be retained.

PRINCIPLES

The principles underlying the writer's plan for.limited tax relief under present
conditions may be briefly stated as follows:

1. Harned-incoms rMitf--It is believed that our Income tax law should recog.
nize the principle that earned income should be taxed loss heavily than invest-
ment income.

This prihcilpie was recognized In our tax laws for 1024 to 1048, In proposing
that the princlple should be again recognized the writer cannot make a briefer
or inore convincing statement than was made in the House report accompanying
the Revenue Act of 1924 (Rept. No. 179, 68th Cong,i lot sees.). The statementMs od in part as follows

The fairness of taxing more lightly the income received as personal compen-
sation for services rendered than income from-investments has long been recog-
nIed, and seems to be generally admitted without regard to political divisions,
Such a distinction has been made for many years in the income-tax laws of Great
Britain but at a much lower rate. The soundnes of such a distinction Is shown
by testing it under the Principle of ability to pay, wlieh is the principle under-

ing the entire system of progressive Income taxation lh effect In this country,
The taxpayer who receives salaris, wages, and other earned Income must each
year save and set aside a portion. d his income in order to protect him in case of
siakces and in his old age, and in order to provide for his family upon his death,
On the other hand the person whose income i 'derived from investments already
has his capital and Is relieved of the necessity of saving to establish it. He may
spond each year his entire income, and at the same time have sufficient capital
to protect him in his old age and to provide for his family upon his death. In
most cases the person whose income is derived from investments is able to pay a
gretor tax than the one whose income Is tie resislt of personAl effort,1

The Joint Committee on Internal Revenue Tax~tion published at 48-page report
on the subject'of earned foonins on June 20, 1030. This re port would seem
to completely establish the proposition that earned-Inoome relief Is justifiable.
The House and senate reports aqeompanying the Ilevenue Act of 1943 fall to
contain any reason for the repeal of the earne-inuoie relief provision. It is to
be assuned revenue was the main objective. - t Is to be noted, however, that in
spite of the need for revenue treft !lritin remained oarnod-Ieonoe tax/eelof during
the w~r perot and seems Riely to retalnwthibprinciple indofinItely,

S /1/
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Tile amount of narned-ircome tax relief that call be given is of course a matter
of judglnent, which must be decided in the light of existing con(litions. The
niethod of giving relief Is not difficult, as such methods have already been tried
out suWcesit1lly under prior laws.

The writer has suggested that 10 percent of the amount of the earned net income
be allowed as a (leductiol from net incomo before alpplying the normal and surtax
rates. Because In the case of small incomes necessary Ilving expenses require the
expenditure of nearly all of the income no matter from what source derived, it is
recommended that all incomes uI) to $5,000 be recognized as earned whether
earned or not. This is in accordance with past provisions of law. However, no
1inilt is set oil the amount of income which can b recognized as earned. Formerly
such limits have beon set.

The reasonableness of the suggestion niado by the writer can only be determined
after the tables submitted with this statement, have boon examined. It has been
the Writer's objective for practical reasons, to confine all tax reduction, except il
the ease of very small incomes, to les than 20 percent.

Finally,,the writer believes that the earned-income tax relief proposed will give
incentive to all earners of income to produce more income. If more income is
produced, tile Government will have more income to tax and will lose little by tils.
relief provision.

2. Double-taxation reliof,-The fact that corporate earnings are now doubly
taxed is generally recog nized. They are taxed once, and leavily when earned by
tile corporation and then taxed again, and heavily , to the stockholder when he
receives such earnings in the form of dividends. 1 here Is no double taxation in
the case of interest oil corporate bonds because, while sulch interest is taxed to the
bondholderothe interest payment is allowed as a deduction from the net income of
the corporation.

For many years we recognized this fact at least In part and exempted corporate
dividends from normal tax, but we took this oxetuption away in our greed for
revenue. Great Britain has always credited the taxpayer with the amount of'
tax paid &t the source by the corporation.

Our prh8ent double taxation of corporate earnings tends to encourage corporal.
tions to issue bonds instead of stock on account of the fact that bondintorest Is
allowed'as a deduction from income. Title is often not a wise policy from business
stan(ipolnts.

In the present financial situation of the Government it Is obviously impossible
to adequately correct this situation without losing too much revenue, It is
believed stockholders (people with capital) can afford to wait for tax relief longer
than the mail with earned income and no capital.

However, the writer proposes limited relief from double taxation and the
establishment of the priloniple on which ouch relief may be based.
It dIsproposed that a taxpayer be allowed a tax credit of 2 percent of the amount,

of hie domestic dividend income in excess of $5,000, Tile reaon for the $8 000
amount Is that since the writer proposes to recognise income up to $5,05M as
earned, whether oarl ed or not, it would be a duplication to allow the 2 percent
tax credit on the first $5,000 of dividends which have already been given more
adequate relief by being recognized as earned Income.
The small amount or relief given may be visualized by the following oSample:
A si1g1e man with no dependents and $80,000 of net income, all derived from

domestic dividends under the writer's plan would pay a tax of $23,895, If
is income was all from interest he would pay a tax of $24,795. Therefore this
2 percenttax credit reduces his tax by $900, Itisobvious that this tax credit will'
not result, therefore, in much loss of revenue and It should be remembered that
when a man receives $50,000 In dividends, tNo corporation declaring such dlvi-
dends has already pald a tax on the earnings represented thereby In the amount
of $80 645. Stated In another way, If a corporation earns $80,045 It will pay
$80,049 in tax and the stockholder will receive $50,000, On tis $50,000 under
the present law 1ie will pay a tax of $28,187, and under the writer's plan, $23,895.
Thus out of $80 045 earned by the corporation, tile shareholder has loft, after
taxes, only $24 868 underpregsent law and $20,115 under the writer's plan.

The recognition of the fact that double taxation should h reduced Is parlial
iore Important at this time than the matter of dollars-and-oento tax reller onthisacoonat,.

3. Relief in case of joint return of Auaband and Tu,--tnder prment law, a
marn and wife, both of whom have not Income, by fling w ,atoa returns will
Ipy suboantiaily less tax, In miot caes, than a marritid couple having the same
income all erned by, olo gng to, One spoue.,
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For example, if a man has $80 ,00 of net income and his wife has no income, the
present tax on the man and wiK. is $11,070. On the other hand, if a man has
$16,000 of net income and the wife also lins $15,000 of net income and they file
separate returns, the combined tax will only be $8,540 or $3,430 loss.

The question is raised, "Is this tax differential of $0,430 Justifiable? "At first
sight It would appear that the ability to pay of the two married couples above
mel)tioned would be exactly the same, since both have not incomes of $30,000, and
that, therefore, the tax should be the same. From a financial anglo this may be
true, but thre wre certain practical arguments on the other sido of the question.
If the wife owns one-half the property it cannot be disposed of by the husband
eithr by "I or otherwise. In case of divorce the wife has her property and does
not have to depend on alimony. The husband does not necessarily have the
management or control of his wife's property.

The next question is, "If there should be a tax differential how much shoulo1 it
be?" In 1980, the tax differentli In thb $30,000 case Just mentioned was only
$1,362. Now, as above pointed out this tax differential is $3,430. In tho
writer's judgment this latter differential Is entirely too much and th6'practieal
arguments for such differential do not support such an Increase.

The writer proposes, therefore, to reduce this tax differential without eliminating
it by permitting a tax credit of 10 percent of the tax otherwise computed in the
ame ol joint returns and by retaining the present 5 percent tax credit in the case

of parade returns. In the $30,000 cane cited as an example under the writer's
plan, in the case of earned Income, the differential would be reduced from the
present $3 430 to $2,889. Under H. R. 1 the differential would be $2,744.

Under te writer's plan the differential would be greater in cas of investment
income. In this case the differential proposed would be $2 867 But'this Is fair
because in the cas of investment income a man has It in is power to split the
inome by giving one-half of his stock and bonds to his wife, thus putting himself
in the same position as io the man whose wife already owns one-half the couple's
inome producing property.

T7e writer does not suggest this joirt.return relief In order to attack the
community-property system, but it must be frankly admitted that it would
operate to give somewhat less relief in the nine communityproperty States in
the Case of married couples than would be given under HI. 1.1.

For over 20 years the Congress has been In tax controversies because a married
man having a certain amount of income fin a community-property State pays
subltantil les tax than- man having a like amount of income in all the other
$0 States. There are arguments on both sides of the quot ion, and It, would
appear proper to make some conipromlso In the matter. This might well be of
advantage to the community-property Stmte in defeating a complete repeal of
the presnt tax differential.

'The tax relief for a joint return is believed sound, however, in all States whether
or not on the. cominunity-property system, There is no discrimination or lack
ot uniformity, since the residents of community-property States will have the
same right to file joint returns as Is permitted In the other States. Joint rotutrns
ae much more convenient for the Bureau of internal' Revenue in C cking
Income-tax returns,

finally the ability to pay of a married couple can be better neansured by
joint returns than by separate returns. Great Britain tas recognized this fact

for years agd omputes the tax on the oombilied income of husband and wife,
without allowing for the tax differential we suggest for practical reasons.

't M1611" QLAIMIDR TaHIN1 WaITRRM'S PLAW

The following claims *" made with respet, to the operation and effect of
the writer'$ plan:

(-)Thu loos of revenue to the Goveroment under the plan should be nearly
one billion dollar Iow than under fl. I. 1.

(2), The Incentlve given taxpay ers to produoo more Income should be nearly
seu under the plan A tinder It, Ai, ,.

() ,The very small taxpayers me given more relief under the plan than under
I, 1 gino other tgp.ys ae given more than is given by H. It. L'

(4 i4h. tax duotion In the ease of earned Income is nearly as geat as Is given
by. dhn urder U, K, 1, but the relie

(a ~Invootmoent i11c01-00Is accorded loes re10fllct o .11 obt h os
Is -4t! 0 tutmlt In itost cass.
I( Te pb el f do tble ~z~a~l~l~ isecpg tl by the plan ,p rlnc o on rh ai miod oitles Lreduc

Poitdiia WMIM b taxat enmrt~wisMW
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CONCLUSION

No fair conception of the results of the writer's plan ean be obtained without
a comparative study of the taxes which are impsed under present law and
would i imposed under 1. I. 1 or under the writer's plan on various amounts of
net income.

Therefore, this statement will be concluded with an earnest request that the
reader study the attached exhibit and tables, which are as follows:

ExuI11IT A.-SOMn TYPICAL EXAMPLES OF TH, TAX RESULTS OF THE WIRITEBJI'
PLAN COMPARED WITH 8UCI RICEULT UNDER lPnEsENT LAW AND H, It. I

Table No. I-A: Tax burden on not Incomes of $1,100.
Table No. I-B: Tax burden on not Incomes of $2,000.
Table No. l-C: Tax burden on net incomes of $3,000.
Table No. I.-D: Tax burden on net incomes of $5 000.
Table No. I-E: Tax burden on net Incomes of $10,000. .-.. "
Table No. 1-F: Tax burden on net incomes of $20,000.
Table No, 1-0: Tax burden on net Incomes of $30,000. AO
Table No. 1-H: Tax burden on net incomes of $50,000. _., -
Table No. 1-I: Ttsx burden on net Incomes of $100,!Q-< -

Table No. 2-A: Tax burden on married man ()v!i*-hi d(4)endents) under present
law.

Table No. 2-11: Tax burden on married man (with no dependents) under Ii. It. 1.
Table No. 2-C: Tax burden on married man (wfth no dependents) under writer's

Taole No. 3: Tax burden on single man (with no dependents) under present law,
t. It. 1, and writer's plan. LovELL H. PARKER.

EXIIIIIT A. SOMa TYPItAI, IEXAMhI'E5 OF TItM TAX PIESULT OF TIlY WE ITI11t'
PLAN COMPARED WITH TI ll ls.9'i's UNDEn lIRtBsENT IAW AND H. R. I

(1) The writer's plan will automatically operate without'change In present
personal exemptions so as to give somewhat more relief to the very small tax-
payer than H, R. 1, For example:

(a) A single person with no dependents anid with a net Income of less than
$55.50 will pay no tax under the writer's plan. Under present law a single
Person with the amount of income stated pays a tax of $10,58, Under It, H,
1 he would pay a tax of $7,39,

Comment, ltegardless of the desirability of nuiking our citleons tax-consiolous,
it Is not belloiedthat, a man making less thall $10.76 a week can afford to pay an
annual tax of even $7.30. ntidor present conditions such a taxpayer's standard
of Jiving is too low even if nq tax i imposed.

() A single person with no dependents and with a net Income of $050 will
pay a tax of $10.15 under the writer's plan compared with a tax of $28.50
undr present law, and of $19,05 under IL R, 1.

Comment: It Is believed a tax of $10.15 Is a maximum annual aA burden for a
single person earning $12,50 per week,

( A single person with no dependents and with a not Income of $1,000
under the wrIter'sp lan will pay a tax of $70 compared with a tax of $90 under
present law and oj $60.50 under 11. It. 1.

Comment- It should be noted that in hls ease the tax relief given tinder the
writer's plan is $9.50 loss thai% ruder H, R. 1, However, sueh An Individual
would still reolve a tax reduction of 20 percent (4419) with respet to the resentt
tax burden and Is certainly able to pay a higher rate of tax than a single man
only making $050 a yfr,

(d)a nan an wife with no dependents and with a net income of los than
$1,1 11,11 will pay no tax under the writer's plan. Under present law title
married couple on the amount stated pay a tax of $21.11 and under I. it I
would pay 514,78,

comments Itegardnie of the desirability of making oir citlson tax-ponosious,
It is not believed that a man earning out' $21.0 a week and supportfint a wife
ean afford to pay an annual tax of even $14.78 a would be require unclor 11 It. 1.
Under preftnt eouditions such a married couple's standard of living Is toO low in
practically all part# of the country even if no tax Is mp.od.

() A man and wife witlh no dependents and with a net Inoome of $1,614
would pay a tax of $08 under the writer's plan, Under preent law this
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married oouple pay a tax of $05 and under It. R. I they wotd pay a tax
of $6.50.

Comment: This oouple lave an income of only $28.85 per week. li the
writer's Judgment an annual tax equal to morm than 2 weeks' aeorne represents a
maximum burden and the $3.50 of relief proposed in excess of that inder It. It. I
would be amply justified.

(fj) A man and wife with no dependents ad with a net iuonoe of $2,500
w~uld pay a tax of $225 under the writer's plan. Under present law thih
couple pay $285 and would pay $228 under If. It. 1 if the income all belonged
to the man but only $190.50 if the Income belonged one-half to the wife.
Thewriter's plan gives a 21.1-percent reduction in the present tax il this
eame no matter how the Income is divided lietween man and wife. 11. It, 1
on the other than qives a 20-percent reduction where tie Income all belongs
to the mal, but gives a 30-percent reduction where the income is equally
divided between husband and wife, in the community-property Statte tills
division of income Is created by law regardless of tile management and con-
trol thereof.

Comment: It should be noted that in this case the tax relief given tinder the
writer's plan is $3 more than tender H. R. I in the usual ease w here the income
belongs to the husband, However H, It. I gives a 30-percent reduction in the
present tax where the hIcome Is divided between husband and wife. 11, R, 1,
therefore, extends the aplilieation of tile community-property system to the smaller
incomes.

It can be seen from the above that the writer's plan does soewhat more for
the very small taxpayer than Is 1ftoposed by 1. It. 1. The cost of such reason.
able relief will not te exiceive and will be made up for and much nore than m1ade
up for by the smaller relief given to the larger taxpayers.

(2) Under the writer's plait persons withI modest or large amounts of net 1in-
cema* would receive tax relof but somewhat loss relief than would be given under
H. IL 1. For example-

(a) A single man with no dependents and with a net income of $8,000-
Under present law pays a tax of-....-..................... $484. 50
Under H. It. I would pay a tax of .................... r .... 387. 60
Under the writer's plan would pay ......................... 421. 80

Comment: It Is believed that a single man with no dependents can maintain a
reasonable standard of.living on the $2,578,20 ho would have left after paying
the tax proposed by tie writer's plait, lie would be given tax relief amounting
to $02,70 over present law, which seems justifiable,

(b) A single mail with no dependents and with a not income of $,000-
Under present law pays a tax of .......................... $021.80
Under W,.. he would pay a tax of ..................-.... 77, 20
Under the writer's plan would pay ......................... 708. 00

Comment: R, R. I give oa t reductin of 20 percent tile writer's plan gives
a reduction of 18.4 parent, ut in thte preset financial situation of the Govern-
rient, it Is believed that the latter reduetton is suffclent for a single man at this
time.

(0) A single man with no dependent* and with a net Ineom6 of $10,000-
Undor pWyesent law Ptys a tax 0.... 840, 50
rI or HIR,1 would pay tax of-------------------1, 87?, 20

Va.~ thle writer's plan would pay-
4is Income was all earned inoe-------2,oaa AO
Ihi income was all from domestic dividends--------.. 2083. 00

If is ncme was all from Intorvst, oto-------------2185. 00
CoMinent It will be recalled that under the writer's plan, as proviollely briefly

djpoeribd, it Is pro iO eo to give a dedutlon from nlot Inconke equal to 10 percent
o the toutnt of the oarlneod net fioomo, All Income up to $5 000 is recoguied
a earned whether earned or not, It would, therefor% rsiudt under this plain

at tile taix oil an lucene of over $10,00, a1 earned, will be les than the tax
oh an hueume all from Invetnwtais, ll th1e e4e of Invootnlnt the tax will be
slIghtly lh" in the es the Income onse ,0o the divin of domeotie eorpo-
tons trather th n toM j rest, i o is b di itt kilo hss already

I
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It is important to compare briefly the situation of Mr. X who has a salary of

$10,000 a year, of Mr. Y who has an Income from dividends of $10,000 per year,
and of Mr. Z who has an income of $10,000 per year from interest on bonds.

In the normal ease, evidently-
Mr. X has no capital since he has no investment income.
Mr. Y has a capital investment which can be reasonable. estimated at

$200,000.
Mr. Z has a capital investment which can be reasonably estimated at

$260f000. t
Both Mr. Y and Mr. Z have a competence for life even without saving $1 of their

annual income. On the other hand, Mr. X has to provide for his old ago. lifs
earnings will cease when he becomes incapacitated, The income of Mr. Y and
Mr. Z will nrot cease. Mr. X should be given the incentive to produce by giving
him a chance to aeermulato a reasonable capital. Mr. X will have necessary
expenses in connection with his "vork not deductible for tax purposes. Mr. Y
and Mr. Z will have no such expenses, The percent of tax reduction over present
law given to Mr. X would be 13.8 percent; to Mr. Y 11.2 percent; and to Mr. Z,
6.9 Imrcent. It appears this differential on these classes of income is fair. As
before stated the man with dividend income should be taxed somewhat loss than
a man with interest income, because the dividends have already been taxed In the
hands of the corporation. 1

(d) A single man with no dependents and with a net income of $100,000-
Under present law pays a tax of ......................... $03, 541
Under It. I. 1 would pay a tax of ........................ 50, 833
Under the writer's plan would l)ay-

If his Incomno was all earned Income ................ 6, 290
If his Income was all from domestic dividends ---------- 1, 228
If his income was all from interest ..................... 63, 128

Comment: It should be borne in mind that taxpayers with net incomes of over
$60,000 from dividends or intermet generally have a capital of over $1,000,000,
They certainly need less tax relief than an individual with no capital earning the
saeno Amount of Income, Ilowpver, reasonable tax reduction is proper for the
investment group In order to give them incentive to invest and keep the wheels
of industry turning.

(et A man and wife with no dependents and with a combined not income
of $3,000 and filing joint returns or' filing selparte returns-

Under present law pay a tax of ............................. $380
Under Ii, It. 1 would pay (joint return) ...................... 804
Under If. It, I would pay (separate returns-inomo equally

divided) ................................................ 206
Under the writer's plan would pay ........................... JW

Comment: The tax relief under the writer's plan in this tase Is only $2 ls than
the relief given under H. It, 1, except in the ease of separate returns where the
income is divided equally between man and wife. It makes no difference in the
total tax burden on man and wife under present law or the writer's plait whether
oint or separate returns are filed, but it does make a substantial differnene under

.i R, 1. This extends the present tax differential in favor of the community'
rponert States.

) A man and wife with no depmndenta ad with a combined net income
of 0,000 (all consisting of earned Income) and filing joint returns-

Under present law pay a tax of ............................ $2,188
Under WN It, would pay.. .- .-........... 0.0-...... -1, 748
Under the writer's plan would pay ........................ . 1 704

but, if the Income Is earned one-half by the man and one-half by the wife and
they file separate returns-

Uinder client law tho combined tax Is ...................... $1, 843
Under,, I ................. 1 -.... ................. , 474
Under the writer's plan .............................. . 8a6

Commenti This example ralses the question of how much tile tax differential
should be between the ease where the ma earns all the income and the es
where he oarns ono-half aid his wife earms one-half,

OO#0--41----24
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aFor many years, England, the pioneer country In the income-tax field ha
Imposed the same tax on the man and wife regardless of whether one has ai the
income or whether it is divided between them. However, if a man's wife work
it Is undoubtedly true that their living expenses are higher on account of domestic
help or the necessity of eating out more frequently. Under present law in the
cam of $10,000 of income equally divided the tax on the basis of separate returns
is the same as the tax on a married man filing a joint return having a not Income
of only about $9,000. It is believed this income differential is somewhat excessive
and the writer's plan reduces the present tax differential from $342 to $1".

(g)A wan and wife with no dependents and with a combined net income
of 50,000 (all consisting of earned income) and filing a joint return-

Under present law pay a tax of.......... ................... $24, 795
'Under H. It. 1 would pay ....................... i.I ........ 19, 836
Under the writer's plan would pay ......................... 20, 250

but, if the income is earned one-half by the man and one-lalf by the wife,
and they file separate returns-

Under resent law the combined tax Is ................... $18, 725
Under W. R. I ...................................... 14, 0980
Wonder the writer's plan ....................... ......... 15, 022

Comment: It can be observed that a man and wife with a combined net inconio
of $50,000, each earning one-half, on the basis of separate returns laY $0,070 loss
income tax than is paid by a man and wife where the man earns kIl the income.
This tax differential is too great and not In accordance with the principle of
ability to pay. Under the writer's plan a tax differential of $4,828 would exist,
an amount probably too high but perhaps sustainable from practical consider.
tions.,

(&)A man and wife with no dependents with a combined not income of
$100,000 (all derived from domestic dividends) and filing a joint return-

incer present law pay a tax of.. ....................... $63, 128
under H. It, I would pay ................................. 80, 502

Under the writer's plan would pay..... -................... 57, 514
but, it the dividends belong one-half to the man and one-half to the wife,
and separate return& are filed- 0

under present law the it(mbinedW tao is.................... $0, 274
Older , . 1.. -. --...-.... ...... 40, 219
under the writer's plan ................................. 47, 700

Comment: It Is to be noted in this ease of investment Income that the tax
relief proposed under the writer's plan is about $7 000 les, than the relief proposed
under H. Ht. 1, although a relief of $8,000 to $5,06 Is still provided for. In view
of the fact that married couples with this amount of Investment income must be
worth over $1,000,000, it Is believed the relief proposed by the writer is reWionablo
under present conditions, I

It should also be noted tblt the tax differential between Joint and separate
returns utder It, It. I and the writer's plan is about the same ($10,000). It is
believed this is reasonable became a man can always give one-half of his corporate
stoek to hiP wife and put hituself in the posvltion of the Mail whose wife already
owns one-half the stook owned by the couple.

any more example, could be kiven, but the above would seem to b4 suffllcont
to Idicate some ofthe offeets of th@ writer's plan,
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TAIw No. -I-A.---7z burden on "0t inoornea of *1,100

('m 1. Single man (with no 'lependents):
(e) Under p)raent Iaw: (I) Income from anySource ..................

t Under I. It,: (I) Income trom a ny Sorc .......................
Undorwriter s plan:

(1) All aried Intc ome .........................................
( Ai domestic ifvidend Inoome .............................AS Ai Iinterest lnoomol ........................................

Case 11. Mqan and wife (with no del ndenlt):(a) Unit prtwont litw:.(t) Income .trom a source, joint return ......................

Income from any source, Ineludins H mar's, H, wil'l
Arteturns ..................................r..ur n.

() Under It. H. i:
lncopne from any soure6 , intretun

( Inoefrom any source, nldt
sliaate return ........................................

(o) Underwriter's plan:
) All earned Inmme, Joint return .

(2) All esrnott Income, Includiug i *ie's, 34w
l ,t~m~ .. ....... ... ....... ... ... .................3 Âl " do' wsto iivldeund Inco.,. ......

All lomestlo dividend Inoome, luoluidllg h mamni,
WIfle's, searato turns .........rt .. n...................

(M) All Interot Inomne, joint ratt rn ................ .......
Al Interest Income, Ineludiul e s. wife s, sparat

returns ...............................................

Tax In
dollars

$114.00
7980
93.10
93.10

19,00
10.00

M8.30

0
'0
0
0
0

Tax In
dollarsPer $100
ot not
Income

$M .36
7.25

844
& 46

1.73

1,73

1.311
1.21

0

0

0

0

illo nt
tax Mo
duetlon

over
present

ilaW

...... /.'.
ia 0

Il&S

IO&O

X 0

30.0
3M0

100. 0
100.0

100.0

TAX INORICABR IN LAST 10 YBARB IN TAX PRR $100 OF NIT INCOME ON $1,100 NIT
INCOME 01B83

(All aerne4 Income)

r Te,1icr
In 10

ya

it:' ++ +, 'A t' ,+ ; " +,j & ' '' ,
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,TABLz No. 1-B.-Tox burden on net incomes of $8,000

Tax in PercentTax in dollar tax re.
dolr per $100 duction

o~f not over

income present

Case I. SIngle man (with no dependentss:
(a Under 1)resent law: (1) Income from any source ................... $25 $14.25 ......

Under I. R. : 1I) Income from anysource ........... ....... 22 11.40 200
bto)Under writer's plan:

(1) All earned Income ......................................... 247 12.35 13.3
(2)A I domestic dividend Income ....................... 217 12.35 13.3
(3) All Interest Income .............................. 247 12.35 13.3Case I. Man and wife (with no dependents):

(a) Under present law:
Income from any source, joint return ..... .............. 190 0.90 .........

(3) Income from any source, Ineluding J4 man's, 4 wife's,Separsto returns .......................... 0 9.50 ..........Wb Under H1. H. 1: . .. .. ...........
()Income from anVP source, joint return ...................... 133 8 O,8 30,0

(21 Income from any source, including J4 man's, 4 wife's,
separate returns ........................................ 133 0.6 30.0

(c) Under writer's plan:
( All earnefl Income, Joint return ........................... 144 7.20 24.2

A Ieowned Income, Including man's, 4 wife's, separate
returns ..................................... 112 '7.20 '24,2

( All domestic dIvidend Income, joint return.. ........... 144 7.20 24.2
4 Al doiotlc dividend Inoome, Including 4 man's, 4

wife's, semrate returns ................................. 1152 7,20 9 24. 2
(6) All Interest income, joint return ........................ 144 7.20 24.2

A Interest Income, Including 4 man's, )4wIfe's, separate
returns ................................................. ' 12 S7,20 '24.2

TAX INCREASE IN LAST 10 YEARS IN TAX PER $ip0 OF NET INCOME ON $2,000 NET
INCOME CLASS

[AU earned Income)

Tax or Tax per per$I
St0O 038 $1 00,19401 In 10

year,

8&w I, 8ingle t uu (with W odp elt .................... . 0 $I I114,25 I $1I68

016 l,.Mn thd wife (witl no aopnen tai...0 .0 l

I This th stIal ta% avoided by filing Joint return,
tProt tax pe $100 a 0 percent tax ,. uetion If Joint return Is filed as Is permissibis,

5
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TABL No. -C-Tax burden on nei incomes of $8,000

Tax In Percentit%% re.
Tax In dollars duetion

(11141 pr $100 dutodollars of not over
income prawntlaw

Case I. 8ingle man (with no 4ependents):
(o) Under present law: (I) nome from any source .................. $484.60 $16. 18 ..........
b Under II. i1. 1: (I) Income from Pny source ....................... 387.00 12.92 20.0
c) Under writer's p1n:

(I) All earned income ........................................ 421.80 14.06 13.0
2 All domestic dividend income ............................. 421.80 14.06 13.0

(3) All interest income ....................................... 421.80 14.06 13.0
Case 11, Man and wife (with no dependents):

(a) Under present law:
(1) Income from any source, Joint return ..................................

() Inctome from any sourop, Including H man's, H wife's,
separate returns ....................................... 3800 0 12.67.

(b) Under I1, I. I:
(I) Income from any source, Joint return ...... .......... 304.00 10.13 20.0
2) Income from any source, Including 34 man-s. 34 wife's,

selarato returns ....................................... 26 .00 887 30.0
(r) Under writer's plan:

(3) All earned Inomeo, Joint return ............................ 30 00 10.20 19.5
2) All earned Income, including 34 man's, 34 wile's, selarate

returns ................................................. '32&00 10.20 ip,8
() All domestic dividend Incone, Joint return.. .. 00 10.2D 19.8
4) All domestic dividend Inoome, Including3 " 's, 1"

wife's. separate returns ............ ........... & 8300 10. 20 119,6
(8) All Interest income, Joint return .......................... 30 00 10.20 19.6
6) All interest inome, including 4 man's, 34 wife's, separate

returns .................................................. 132&00 10.20 319.8

'TAX INCREASE IN LAST 10 YEAIRS IN TAX PER $100 OF NET INCOME ON $3000 NET

INCOME CLASS

(All earned Incomel

Increws
Tax r Tx p " 100
10, 00 M100, 19,4d TA 0

(1e400 litgle man (with no deendnts).. ........"...................$2.27 $1&.18 $1.6
Caw II it sn and wife (with nopendonts):............2 26

Joint return. -... 27 111 it

I This theoretical tax avoided by flllr,st Joint return.
1 Percent &x Ir $1I00 and peroent teW reduction It joint return is tiled as It psrmlalblo,



368 INDIVIDUAL INCOME TAX EDUCATION

TAULS No. I-D.-- To burden on net incomes of $,000

Tax in Percent

Tax In dollars tax ro.
dollar Per $100 ductoof net overIncome lawlatw

Oase .I 8 onal man (with no dependents): -(a n e r e tlaw .() Inoome frm any Dur oe .................. W1 $18.43 ..........
( Undor WIt, 1: 41 uoome from sny source ...................... 737 14.74 20. 0

1 earned inome ............ 796 18.68 13 4
( domeet1 dividend income 798 18.98 13.4

()A Interest o ... 79 18 9 13.4
Cas It. Mr an wife (wt no dependents):

(a) Under present law:
(1) !noome from any source, Joint return ...................... M M6 ..........
(9) Inoome from any source, including h man's, % wife's,

separate returns ......................................... 700 18 20 ..........Mb Under H. HI. 1:(0 ) Income from any sooroe, Joint return ....... on 12.77 20.0

80 Income from any source,,Including %j man's, )4 wits1,
s.parato returns ......................................... W 1161 20.0.(c) tar'ors ian:

WUnd e r$ )104(.A earn income, olnt return ............................ 687 13.14 17.8
eALL sirne income, 4luding )4 man's, )4 wife's, separate

returns ........ . .. . ... 6 118,14 113.6
(8) All Oomestio dividend inome,Joint retu .......
(4) All dometiO dividen Inoome, tnoudin8l man's, )4wife14

qepamterturf" ..n.... .............................. 108 113.14 *13.6
(5) A interest Inome, jointretun ........................... 67 18,14 17. 8i

All Interest Income, incudUnl4 manls, )4 wife's, seprate
returns ............................................. $"a 18.14 '13,0

TAX IN 4ZA8AI3 IN LABT 10 YZAR IN TAX PRI $100 OF NET INCOME ON $5,000 NET

INCOM 0LA88

1Al oaned Income)

Increase
Tax per Tax per p.r T00

$100, $14 $100, 1948 In 10
year.

0it tX Mr.n antI Wife (with no0 depeuileais)o 1.3

%11,j& a.t a00oont rom'un ...................... .M...........",0 14.,6
pa re uns, Inu a'e,34 wife's ................... 1,o 1& 80 11.00,

I a t te=sCal &Y ed by fL go at return.
ofrstap 00 W pereNt t g ion If joWn return is flWe s permiseibie



INDIVIDUAL INCOME TAX REDUCTION

TABLE No. 1-E.-Tax burden on net incomes of $10,000

369

Tax In PerientTa n tax re.

Tax In dollars I dueton
dollars per $100 overof net

income presentlaw

Case 1. Single man (with no dependents):
(I Under present law: (1) Income from any source ................... $2,347 $23.47 ......
66 Under H. R. 1: (1) Income from any source ....................... 1,877 18.77 20.0
(c) Under writer's plan:

(l) All earnod income .................... .................. 2,024 20 24 1318
(2) All domestic dvlidend.noome ............................. 2,085 20. 85 11.2
(3) All interest Incore ....... ......................... 2, ll5 21.85 0.g

Case II. Man and wife (with no dependents):
(a) Under present law:

() Income from any source, joint return ..................... 2,185 21.88 ..........
(2) Income from any source, Inoluding 4j man's, hi wife's,

separate returns ............................ ........ Im,843 18.43 ..........
() Under H. R. 1:

(I) Income from any source, Joint return .................. 1,748 17,48 20.0
2) Inoome from any source, Including $4 man's, 4 wife;S,

separate returns ......................................... 1,474 14.74 20.0
(C) Under writer's plan:

(I) All earned income, Iint return ........................... 1,764 17,64 19.3
(2) All earned Income, Noluding % man's, % wife's, separate

returns ....... ............................... ,898 15.90 13.4
(8) All domestic dilvidend income, Joint return..,, . ..... 1,817 18.17 18.8
(4) All domestic dividend income, including 3 man's, 3Iwife's, separate returns .................................. It 8 15.96 18.4
(8) Al Interest Income, Joint turn ...... .............. 1,917 19.17 12.3
(6) Ali Interest Income, ineludhig )4 m 's, .4 wits's, separate

returns ................................................ 1,890 1.906 18.4

TAX INCREASE IN LAST 10 YEAR IN TAX PER $100 OF NET INCOME ON $10,000 NET
INCOME CLASS
(All earned income)

Tax pr Tax per per, So$100, 1936 $100, 194 In 10
yean

Case IS, lo men h e.d ) ................................ $.00 $30.47 $17, SCap I, Man and wite (witho Io pendants); ,.
Joint return....... 21. 17.70
Sm , 4 wife's....................... 00 1. 88
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TABL9 NO. I-F-Tax burden on net incomes of $20,00

Tax in Percent
tax re.

Tax In dollar duction
dollars per $100 overof ne presentIncome lotw

case I. BintI man (with no do adonts):
() Uder Ireent law: fI) nome from any source ................... t, 64 $33.23 .........
,j Under W R. U ( c) nome from anysource ...................... ,316 2.8 20.0

(I) All eared Inome ............... A ....................... 8.63 28.20 14.9
(2) All domestic dividend Income ............................ 6.094 30.47 8.3
(3) All Interest Income ..... ............................ 0,394 31.97 .

Case II. Man and wife (With no dependents):(a) Und Present law:
(1 Income from any souce, Joint return ...................... 6.394 31.07 .........

Income from any source, including . .man's, 63 wif3.s,

( Und... t n ....................................... 4,693 23.47 .........
I) Income from any source, Joint return .................... 8,115 26.67 20.0
i1 Income from any source, Including 4 man's, H wife's,

epar.to returns ........................................ 3,74 Is. 77 20.0
(o) Under writer's pdan:

(I) All earned Income, loint return.......... ,130 9.
(2) All earned income, Including man's, 4 wife's, seirt 6,130 8e

returns................. 4,047 20.24 13.8
3All domestic dividend Income, joint Vret~urn.........619 27.69 13.7

Al domestic dividend Income, Including 4 man's,h4wife's,
tea~ie rturns,....................... ........ 4,170 26,05 11.1

61 Al i interest lileole loint return....6,819 29.09 9.0()All Interet income, ineludin!g 4~ man's. 4 wife's, separate

retinas .............. . ..................... 4,370 21.88 6.9

TAX INORXASE IN LAST 10 YEARS IN TAX PER $100 OF NET INCOME ON $20,000 NET
INCOME CLASS

(All earned Incomel

Ta lncroe
ero Tax i [ per $100

tol W In 10
Years

Vow I Sgle man (with noq dependents) ................................ $9 .17 &3,. $24.05
R"e 11 Man (tawofso(wWne dependent.):

,,0on0 turn ......................... 8. o 31. 2.81
64)W63 21,41 18.12



INDIVIDUAL' INCOME TAX REDUCTION

TABLIM No, 1-G.-Tax burden on not incomes of 0so,O00

371

Tax In Percent
d tax re.Tax dolars duction

dollars po $100 n overof net oe
income presentlaw

Case I. Single man (with no dependents):
() Under present law: (1) income from any source ................... 12,26 140.88.
(6 Under U. R : (1) Income from any source ....................... 9,811 32.71 20.0
() Under writer's plan:

1 All earned Income ..................................... 10.498 34.99 14.4
(2 All domestic dividend Income ............................. 11,470 38,23 6.5
(3) All Interest income ........................................ 11,970 39.90 2.4

Case II. Man and wife (with no dependents):
(a) Under present law:

(I) Income from any source, joint return ...................... 11,970 39.90 ..........
(2) Income from any source, including % man's, 3j wife's,

.separte returns ........................................ 8,640 247 ..........
(0) Under ii.".

I1) Income from any source, joint return ...................... , 576 81.92 20. 0
2) Income from any source, including H man's, 3j wilfes,

separate returns ........................................ 8,832 22.77 20.0
(e) Under writer's p n:

(1) All earned income, Joint return ........................... 9, W8 32.22 19,8
(2) All earned income, Including h man's, )j wife's, sepamte

returns ................................................. 7,277 24,28 14.8
() All domestic dividend income, joint retur ............. 10, 38.20 11.8
4) All domestic divided income, lncludngl . mta', 1

wife's, separate returns ................................. 7,694 26.68 9.4
(6) All Interest Income, joint return ........................... 11,001 88.87 7.8
(6) All interest Income, Including 4 man's, 34 wife's, separate

returns .................................................. 8,094 20.98 8.2

TAX INCREASE IN LAST 10 YEARS IN TAX PER $100 OF NET INCOME ON $30,000 NET
INCOME CLASS

[All earned income]

Increase
Tax per Tax per $100
$100,1930 $100, 948 in 10

yers

*so I, Sinle man (with nQ depndent) ............................. $13.08 V 40. 7 $ TO
W Ii, Man and wife (wit no dependents):

Joint return ...... 190 $9.90 I8.00
separate returns, including 4 m2a' ' ........ 7.38 9.4? 21.11
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TAuLU No, I-H,--Taz burden on nel incomes of $50,000

Tax in Percent
tax re.

Tax In ductlon
dollars ornet over

income presentlaw

Case I. Single man (with no deoendents):
(a) Under p1eeent law: (1) noome from any soure .................. $28,137 $80.27 ......
(6) Under .R. 1: (1) ncome from any source ....................... 20,110 40.22 20.0
(e) Under writer's plan:

( All earned Income ......................................... 21,717 43.43 13.6
All domestlo dividend income ....................... 23, 89s 47.79 4.923 All Interest income .............................. 24 79 4. .6 1.4Case It Man and wife (with nb dependents):

(e) Under present law:
(I) Income from any source, joint return ...... .......... 24,795 49.59 .........
(2) Income from any source, including 4i man's, 4 wife's,

separate returns ................................ 18725 37.45.(6) Under 1.14. 1:
I) Income from any source, joint return ...................... 19, 86 39.07 20.

Income from any source, Including 4 man's, 4j wife's,
separate returns ......................................... 14, 980 20.96 20.

WC Under writer's plan:
t~All earned income, Joint return ..................... 20,260 40. 50 18.( Income from any source, including 4 man's, H wife's,

separate returns ......................................... 1, 9 31.84 14.(R) All domestic dividend Income, joint return ................ 22, 36 44.3 10.
4) All domes;o dividend tncome, including 4 man's,

wife's, separate returns ................................ 17,364 34.73 7.
(6) All interest Income, Joint return .......... 23,106 4& 33 6.8(0) Al intertt income, including " man's, ;j wifes, 2 t-rate returns ................................ . s, 104 36.3 3.0

TAX INCREASE IN LAST 10 YEARS IN TAX PER $100 OF NET INCOME ON $50,000 NKT

INCOME CLASS

[All earned income)

Va t. Single man (with no dependent).... .................

Vas 1k. Man aud wife (wlth no dependents):
Separate returns, In.luding 4 n's, 4 wife's.

Tax )or

11.01

Tax e6r
$10, I046

$30.27

8746

InrewAs
per $100

in 10

$31.60

2644
. - Wl- .-11, -0 . - - . -



INDIVIDUAL INCOME TAX REDUCTION 373
TAnIty No. l-.-Tax burden on net ifnomea of $100,000

Tax In Percent
Tax in dollars re-

dollars Pr $100
of net over

Income presentlaw

Cae I. Itgle man (with no delondnlitq):
Under mtel law; (I) Incone front any source ................. sm43.541 $63,54 .......

bj Under W I it. 1: (I) Inome from any.ourc ...................... 5), 833 50.83 20.0
U tnderwrlter's p114,:

(I) All earn~od hl oo ...................................... 5,,29o 55.20 13.0(2) All domestic dividend Income ..................... 01, 22 01.23 3.0
(3) All Itlerest Income .............................. 3,128 03. 13 .7

Case 11. Man and wife (with no dependen(s):
(a) Under present law:

(I) Ineome from any source, JoInt return .................... 83, 128 0,.13 ......
(2) Income front any sourt,, Ilncluillng , man's, j wifo's,

sltarao rtorn,..,.. ............................... 60, 274 50.27 ..........
4b) Under It. R. I:

(1) Income ron any source, Joint return ........... .0,502 50.60 20.0
(2) lncoo front any source, IncludIng !mij s, ns. "wife's

separate returns ........................................ 40, 219 40.22 20.0
WC) Underwrlter's plami:

(I) All earned Inootne, joint return ............. ........... 5, 02 82.00 17.8
(2) All earned Income, Including 34 mma's, 3i wife'#, ieparalo

returns. .............................................. 43,434 43,43 13,6
(3) All donmtlo dividend Income, joint return ................. 57,514 57.51 8.9
4 All domestic dividend Income, including 34 rman's, ).

wife's, separate returns ................................ 47,790 47.79 4.9
(5) All Interest Income, Joint return ........................... 59,414 89.41 &9
() All Interet Income, Inludln h man's, h wife's, separate

returns .................................................. 49, 0 49.50 1.4

TAX INCREASE IN LAST 10 YEAiI8 IN TAX PElt $100 OF NET INCOME IN $100,000 NET
INCOME CLASS

(All earned income

Increase
Tax per 'Ta: pe r e $100
$100, Iw3 1011140, 4 In 10

yfars

Cse I. Il, matn (with n dependent ............................. 33.35 * 054 *30.19
Caso Il. Man and wife (with no depoatents):

Joint return................ .......................... 32. 4 , 18 80.0
Separate returns, IoludIng 4i man's, 3. wile' .................. 170,7 0. 2? 3%30
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TAnL4 No: 2-A.- Tar burden on spefc aroun of net income, before personal
exemptions, present law (for 1046)

MAN AND WIFE WITf NO |DKIIEND NTS
[Incotno from any sour, except capital gains)

Tax,soprlate
returns fln- Pernt tax Percent tax

Weot InotTe (before exemptions) Tax Joint come one.half tecn to not h101
return Ianil's and lt net InCO i at r'e

one-half (Joint return) turnsn)wife's) trs

1,000 .......................................... 0 0 0 0
1,060 ..................................... $9.50 $9,50 .90 .131)
1,100 .................................... 19.00 19.00 1,73 1.73
1i,11. ....................................... 21,11 211 i 1.90 1.06
1,10 ..................................... 8.5 0 28, 50 2.48 24,4
1,200 3..................................... 00 3800 3417 317

3,30..........................7(81 5700 4.3 4,38
1,400 .......................................... 76.00 70 00 , 43 5.43
1,11 .................................. 95.00 9500 6,33 ,31
1,700 ......................................... 114.00 114 00 7, 1 7.13
1,700 .......................................... 133.00 1 3 00 7.82 7. H2
1,800 ......................................... I.00 15200 .44 8.44

00 .................................... .171.00 71M 9.00 9100
00 ......................................... 10.00 1900 950 9.150

.......................................... 20000 20.0o 9.9A 9.95
20 ................... 8.....0. 22& 00 22R. 0 10.3 0 R3

am .............. ........ ................ 247.1 . 0 10.74 10.74
30.83 .................................... 26 21 26 521 11,07 11.07
100 .................................... 28A00 285.00 11.40 11.40

.......................................... 38.00 380.M .67 132.07
' ......................................... 484.0 4700 18.84 13.7

0 .. 5............................ ........ . 570.00 14,i.3 14.25
W3..50 W& Ou 1&.41 14.78
V&8.00 76a 00 1&.90 16 Z0

......... I ......... 4.............50 90. 1M7 1&.72
00 ............................. ... ....... 1. 04. 00 O, oo () ll. 17. 76.1
....................................... 7.00 3,387.00 1973 17.34

i .......................... .............. - ,a 00 ,6 (10 2069 17 73
2,18..... % 5.t00 1, 84& 00 231 An I,43

. 2......................................... ,.9,K 2,337. , 0 2.1i 1,47
................ ........... I............ 4.04. 0 Mo 3.134.00 &.158 23A IA

....... ........... I.... ( ,80 4,.W.300 31397 4

......................................... 2 0, 00 3 .14
.. .. ... .. II ..... I..2...... 2.S00 ma,6& 80 6.0 47

....... ............................ I b 768 67.4
0. ............................... . 0 13,24. AO0 8.4 7.273....... 01: 80 1 1 490,0 &1. 16 40O. 2

...... I.!............. 07, :0 31, Mi. A&0 to. 4107

0000............................... 1,7.0 PA4, (0 313

/ 0.&7 0 4 6 7
140739. 50 W 150 9-0 X7
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TALE* No. 2-B.--Tax burden on specific amounts of net income, before personal

exemptions, proposed for 1947 under I. R. 1
MAN AND WIFE WITH NO DEPENDENTS

[Income from Any source, except c4pltal gaIns)

Net Income (before
exemptions)

I' o............ .i l
I,050 ...........
S1,100 ...... ......
1,111.II ......... .

$1,150 ...........
1,200 ... .........
1,300 ................
1,400 ...
II awQ ....... .........
I1'M0 ......... . .
,10 ....... ..

I,100 ............
2,200 ............
$2,200...........

2,00............
3, 00 ...........

W,000...........

w, 0 . . ....... .
ft)DO .. ..........
90

., .) f ..... .... .

$37 1.50

lO, x) .. ...$,000

, 0),O ......... l

100

, ooo .. ......

2W. 00 .........

I0, (, ........

Tux, Joint
return

0

19,.95
2660M39- W0
M1. )1

79. M)
W(1. I0

106.40
119 70
19..001I. 0()
I193'. IX)
212.17
1 '). 00
304.00
387.00
4,0. 37
471,*
554. .)
413.1 44)
737, 2)

d16. (W)
1, .414. 4o)
1. 499, 14)

I, 748 400
2. 9W,.'A
3, 237, 40

9, 5111. 0

11 ,977. 6
1414 7A. M

2-k A13.20
31,418.-40
37, 67). 4 X)
4.1,01280IV). *A)2, M0

1 M3, 071,(
342, 0.1.:. ,4)1
7A, 823. 50

Tax,
vplarate
returns
(Ineone
m a4n's and3 wlfe's)

0

13.30
14.78
10.95
26.0(M
19.905.9,.20
.53.50
79,80
93.10

III, 40
119.70

' 1,..O0
140.:1)

172.90

10.1%1
IMI, W,51W8, ,W)

775. i41)
42,34

,!11, 6w

I, 1 24).6

1,27,80
1,474.10
1, N4.N)
2.,523.20
:1T , 40
1,I8.(i
1, 4432. 40
8,1114,40

10, . 41)
14,979,6fil
10,621.20)

34, 747, 20
4, 747. 20'

40,219.20
13,% 470, (A
W0(,8.14 10

Percent lax
to n tincome
(Joint

return)

0
.63

1.21
1.35I. 7:4
2.22
3.073.80l
4.43
4.09
& 48

,91
6.30

7.29
7. :M,39

9.12
10. 1
11.07
11..111
11, 78
12.32
12. 77
13.40
13. 1)
14.77
I . 77
In. M.5
17, 48
10. 13
21. F.8
25, 1,7
Z.4011
31. 02
34.22
36.0
39.67
42. A2
44,8
40. 14
48, M
A0. M4
01,23
49.41
72.HS

Percent tax
to netInconme

( pimnito
(separateretur.)

0

1.21
1,35
1.73
2:*22
:1.0?
3.80
4.43
4.99

6.97
7.24
7.527, 7A
7. 07
K. 87

10. 46II. 119
11.15
11.92
12. 11
142 111
12.92
13.46
13,87
14. 19
14.74
15,.?)1I. 82

18.77
20,68
22. 77
24.75
2,6.5
29.9)6
32.71
34.103

(11,37
41,40

Percent reduction In1presnt tai

Joint Separate
return rourus

0 0
30.0 30.0

,10.0 30.0
30.0 30.0
30.0 . 30.0
30.0 .3.0
130.0 30.0V00 40.0

30.0 30.0o 30.0
30.0 .40.0
30.0 .30.0
30.0 30,0
30.0 10.0
20.8 30.0
24.1 30.0
21.9 30.0
20.0 30.0
20.0 300
A),.0 301)
20.0 22.9
20.0 X0.0

20,0 90-0
W0.0 20.0
21. ) 0.0
200 X 00
2.0 X 0
200 W0.a
20,0 20 0
20.0 20.0
W2.0 20.0
1200 a0.0
X0.0 20.0
2(k 0 Wo20,0 x 0
2.0 20-0
20.0 ft0
20.0 x 00
20.0 29.,0
20.0 2W 0420, 0 20.0
X0.0 20.0200, 20.0
20.0 20,0
20.11 20.0
1110 3010
132 14.0
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TAiL I No. 2-C.--Tax burden on specific amount of net income, before personal
emptione, suggested for 1947bp writer

MAN AND WIFE WITH NO DRPENDENTS
IInoom aumod to be all eatned Income]

Yla: 10 Percent deduction on earned Incorpe. All Inoome recoiled as earned to 580, 10gpecent tax
orelt on Joint return, a percent on other retUMS, 2 percent tax credit cn dowestidativiends

Tax, parent tax Percent tax Percent reduction inseparate to not to net Present tox
Not Income (before Tax, Joint returs Income Income . .

returnsow incomes (niocome-
man'san(returnn t (j (separuts Joint 8eparate

34 wife,)') r ) returns) return returns

000...................0 0 ..............
080................. 0 0 ................ ....... 100.0 10,0
'1oo ........... 0 . ............................ 100.0 100.0

. I. .............. 0 0 1......... 00.0 100.0
81600 ............... 30 4 ,65 O.ib 0.KA 77.9, 177.9

.:........... r4 v2 1.m O ,1.20 62.1 ,611
34 1$130 23 '1136 46.3 1 46.31

1,400 ........, 40.so '9.40 3. 4 13.34 38.4 OX8.4
1$800 ...... 6.". 4.20 ,4.20 33.7 '33.7

1,600 ............... .... '8300 4.9 14.9 30.6 .30
,700 ............... K.40 '101.70 6.6 '5, 28.3 12&.3

1,800 ................. 111.00 '117.80 . 16.20 26.6 326.6
1,00............, 12.0 'o 134.90 a. 7 073 28.3 '25.3

000 ................. 144.00 118100 720 '7.20 24.2 '24.2
160.2 ............... 18,0 1160.10 7.tb3 17.63 23.3 123,3
34 .............. '.. IM t 180.20 &02 '1 .2 22.6 22A.

300 ................. 19260 1203.30 O1.37 M887 210 '22.0
396.8 ..... ........ 8 .. &9 '8.69 21.8 ,21.A
0800.................... .00 2", to 9.00 '9.00 21.1 '21.1

v000................. 346.00 13& .00 10.20 '10.20 110. 119.5
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AInLz No. 3.-.Tax burden on specific amounts of net income, before personal

exemptione, single man with no dependents
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The CHAIRMAN. Give your full name, and the capaity in which
you appear here,

STATEMENT OF C. B. BALDWIN, PROGRESSIVE CITIZENS OF
AMERICA, WASHINGTON, D. C.

Mr. BALDWIN. Mr. Chairman, my name is C. B. Baldwin. I am
the executive vice chairman of the Progressive Citizens of America.

I have a short statement which I would like to present to the com-
mittee which deals entirely with H. R. 1. We have other tax pro-
posals we would like to make, but as I understand it, the only thing
under consideration is amendments to H. R. 1.

The CHAIRMAN. We will be very glad to have for the record any-
thing additional you would like to insert.

Mr. BALDWIN. Thank you, sir.
The Progressive Citizens of America, on behalf of its thousands of

members in every corner'of the United States, is unalterably opposed
to H. R. I or to any other plan of tax reduction which fails to give
effective relief to the vast majority of the people in the lower income
brackets.,

The average American family of four, with an income of approxi-
mately $47 a week, confronted by sharply increasing living costs,
finds it absolutely impossible to purchase the food, clothing, and other
necessaries of life which are required for a minimum standard of health
andl decency.

The amount required for such a standard, as determined by the
Helter committee of, the University of California last September, is
approximately $70 a week. Every cent of tax reduction, therefore,
whicli can be afforded persons in these lower income groups will be
immediately used to purchase additional commodities and services
and so contribute not only to raising the general standard of living
but also to the maintenance of consumer demand and high levels of
production and employment.

Any tax reduction measure, therefore, which provides for an across.
the-board cut is grosly inequitable because it cannot give effective
relief to persons in the lower income groups. While If. R. I provides
for slightly varying percentage cuts, it is essentially a bill designed to
give a tax cut across the board. That II. R. I does not provide effee.
tive relief to persoris in the lower income groups is adequately demon.
stated over and over again in the tables prepared by the staff of the
Joint Committee on Internal Revenue Taxation and included in the
House Comumittee Report.

For a family of four with a net income of $2,500 a year, B. R. 1 pro.
vides a tax reduction of $28 a year, slightly more than 50 cents a
week,

For a similar family with an income of $3,000 a year it provides a
tax reduction of $57 a year, slightly more than $1 a week.

If the family has an income of $4,000 a year, an amount clearly
beyond the reach of the averagee jAmerican worker's family, the bill
provides a tax retuction f $76 a year, slightly les than $1.50 a week.
* Contrast these wholly inadequate tax reductions with the "relief"
afforded to taxpayers in the ligher income groups. Three are approxi.
mately 80 tax payurs in the United States who have net incomes In
excus of $1 million. H. R. 1 would give to each one of these 80 tax-
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payers as much reduction as it would give to 10,000 taxpayers in the
lowest-income group, those earning under $1,000. It woulh give to
each one of these 80 taxpayers as much reduction as it would give to
3,000 taxpayers in the group earning between $2,000 and $3,000.

ff. R. I would eliminate 22 percent of the difference between present
taxes and 1939 taxes for a married person with an income of $5,000 a
year. It would eliminate 69 percent of the difference for a married
person with an income of $1 million a year.

The Progressive Citizens of America maintain that H. R. 1 cannot
be justified either on the basis of equality of treatment or on the
basis of economic necessity of the country.

In June 1946, according to the Federal Reserve Bulletin, a survey
of ,iquid assets revealed flat th' bottom 50 percent of the spending
units in the United States (that means family units), those with the
lowest incomes, held only 3 percent of the liquid assets while 70 per-
cent of the spending units with the lowest incomes held only 13 percent
of the hquid assets.

By contrast, it was reported that the 10 percent of the spending
units in the top income brackets held 60 percent of the liquid assets.
During 1946, according to the Department of Commerce figures, there
was adrop in savings of almost 50 percent, $33 billion to $19 billion.
Overall holdings of U. S. war bonds declined by $500 million, but
F and 0 bondi, which are held by larger investors increased by
$2 billion.I

We do not have to look far for the reasons for the disappearance
of the little savings which persons in the lower income groups were
able to accumulate. The retail cost of living essentials as compiled
by the BLS on March 15, 1947, were 19.8 percent.higher than in
March 1946. And they were 58 percent higher than in August 1939.
It is the position of PCA that any tax-reduction measure should be
designed to give the greatest per unit relief to these persons in the
bottom 70 percent of the income units, which includes all families
earning less than $3,000 a year.

Not only have these persons in the lower-income group been hardest
hit by increasing prices, but at the same time, they have been sub-
cted to an appalling number of aggressive taxes which have been

imposed on the consuming public b States and localities, with no
reference whatever to, ability to pay. Hundreds of cities in the
United States now collect sales taxes, taxes on public utility bills,
taxes on cigarettes, and so forth.

Unless effective tax relief is given to the vast majority of persons
In the lower.*come rups without further delay the enfgrced buyers'
strikes which have aleady begun can very quickly spiral into a full-
scale depression. Effective tax relief alone will not, of course, cure
all the economic ills of the country, but it will go a long way toward
solving the difficulties of those who must spend al they can earn and
more in order to live and who no longer havb savings to which they can
resort.

The bill introduced by Senator Lucas, while it embodies some ob-
jectionable features, is superior to H. R. 1, both from the standpoint
of equality of treatment of taxpayers and 'of bolstering the purchasing
power of the majority of persons in the lower tax brackets. Tie
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Lucas bill would reduce the tax burden on a family of four with net
income of $2,500 by $78 a year. It would give a tax reduction of $88
a year to such a family earning $3,000. However, the Lucas bill
would grant a tax reduction of over $44,000 a year to a family of
four with an income of $1 million. And this bill would delay all tax
relief until 1948.

The most objectionable feature of the Lucas bill is the provision
that husbands and wives may divide their income for tax purposes.
This is one of the tax loopholes which provides unjustifiable benefits
to taxpayers in the upper-income groups and, w1iich PCA believes
should be closed by requiring all taxpayers, even those in community-
property States, to fie joint returns.

Another objectionable feature of the Lucas bill is the provision
that it become effective in 1048. If confidence is to be restored in
American business by workers and investors alike, the purchasing
power of the millions of taxpayers in the lower-income groups must
be increased now. By 1948 the seeds of depression may be too firmly
implanted. By that time much more drastic action may be required
to accomplish the same ends..

There are two bills before this committee which have none of the
objectionable features embodied in either H. R. 1 or the Lucas bill.
The McClellan bill and the Murray bill both provide for personal
exemptions of $3,000 for a family offour. Either one of these bills
would give immediate and effective relief to all income-tax payers.
Either one of these bills would grant considerably more reduction to
a taxpayer i the hiher-income groups, but there would be sufficient
relief to those in thelower. income groups to permit them immediately
to increase their purchasingpowbr and thus to help maintain the high
volume of business to which the American economic machine is
geared.

The Progressive Citizens of America, therefore, urges the Finance
Committee to report out either the Murray bill or the McClellan bill
as the most effective application of the democratic principle of taxation
in accordance with ability to pay.

Mr. Chairman, there is one other thing that I would like to add to
my testimony. Our committee is on record as favoring the reimposi.
tion of the excess-profits tax. I did not have it in my prepared text,
because I thought that you would probably limit your deliberations
to 1. R. 1.

We think it highly desirable that the excess-profits tax be rein-
stituted. We agree that the budget should be balanced, We feel
however, that it should not be balanced at the expon e of our social
service ageneits of Government; at. the expense of agriculture or
irrigatton 'and reclamation, at the expeise of the ordinary machinery
of Government, which has been built, up to a now effectivtmnss for the
people in the course of the last 14 years,

The CHAIRMAN. Thank you very much for coming.
Mr. BALDWiN. Thank you.
The CHAIRMAN. Is Mr. Marsh here? Mr. Marsh does not seem to

be here. ie has requested that the following statement be put in the
record, and we will do that.

(The statement referred to is as follows:)
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8TATtU3NT TO SEMNATZ FINANCE COMMITTEE BY BENJAMIN C. MARS1H, EXECUTIVE
SECRETARY, PEOPLE's Loany, INC.

This revenue bill must be drafted with recognition of the fact that most indus-
try, farmers, and wage earners, as well as the aged and unemployed, rely upon
Congress through its powers of taxation to redress the inequities of our economic
system.

As long as we keep that economic system, which most major nations are aban-
doning such redressing is of vital importance, for it effects a redistribution of the
Nation'a income, whether adequate or not, and the distribution is clearly inequi-
table before taxation.

The fact Federal, State and local government expenditures are around $50
billion a year, or close to a third of the national income, emphasizes tie significance
of taxation.

Four principles should govern the drafting of this postwar tax bill-
1. No tax should be levied on any income not adequate to maintain a health

standard; for if kept up, the payer is apt to become a charge on some Government

This means there should be at least a 20-percent decrease in the tax levied on
bet incomes of around $1,500, and this should be more where there are two or
more dependents in a family. When the cost of living is reduced 20 to 25 percent,
rates might be increased slightly.

2. Taxes must increase the purchasing power of the marses, out of current
income, since we have gone the limit on passing current costs to the next genera-
tion through interest-bearing bonds.

3. The national income being at a very high level, at least a tenth of the na-
tional debt should be paid before there is any reduction in tax rates on incomes
over $25 000.

The high prices from which profits have been derived mean that consumers
have paid part of the national debt already, and the real question is whether
Congress will recover those profits through 'taxation, or tax consumers, a second
time.

Corporate profits after taxes were last year about $12 billion and will be this
year probably at least $13 billion, while corporate surpluses and individed profits
rre at least $85 billion.

Unincorporated business and big-landed farmers have also made high profits.
Before Congress opens the sluice gates of the Treasury to tlhe world and we

will have to pay much for war's devastation, Congress should, by special taxes,
collect $25 billion above present plans, of war and postwar excess earnings, to
reduce the debt.

This would save nearly $500 million a year in interest charges.
4. Since land values, farm and city, have increased some $24 billion during tie

war, Congress should levy a small tax on the value of land, exclusive of imnprove-
ments, with an exemption to oxclude small-farm and city home owners.

Landowners have )0eon heavily subsidized (luring the war, and speculation in
land Is tile first step in increasing prices,

Congress should now tax for benefits received from Gbvernmnt, In under-
writing farm prices.

The CHAIRMAN, We will meet at 10:30 tomorrow morning.
(Thereupon, at 1 p. in., the committee recessed, to reconvene

Tuesday, April 29, 1947, at 10:30 a. m.)
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TUESDAY, APRIL 20, 1947

UNITED STATES SENATE,
COMMITTEE ON FtNANCE.

W aahington, b. C.
The committee met, pursuant to adjournment, at 10:30 a. In., in

room 312, Senate Office Building, Senator Eugene D. Millikin (chair-
man) presiding.

Present: Senators Millikin (chairman), Taft, Bushfield, Hawkes,
Martin, George, Johnson, and Lucas.

The CHAIRMAN. The hearing will come to order.
I must apologize for being late. Senator George and I were working

on another mater which took longer than we expected.
The first witness today is Mr. A. R. Kaiser.

STATEMENT OF ARTHUR R. KAISER, ON BEHALF OF THE TAXA.
TION COMMITTEE OF THE NATIONAL RETAIL DRY GOODS
ASSOCIATION, CHICAGO, ILL.

The CHAIRMAN. Will you be seated please, Mr. Kaiser, and give
the reporter your name and your occupation?

Mr. KAmsm. My name is Arthur R. Kaiser. I am employed by
Scars, Roebuck & bo. in Chicago.

The CHAIRMAN. Are you connected with the National Retail Dry
Goods Association?

Mr. KAISER. I am a member of the taxation committee of the
National Retail Dry Goods Association.

The CHAuIRMAN. 1Proceed, please.
Mr. KAITER. I have boen asked to present the views of this com-

mitteeo-that is, the taxation conimittee-to your honorable body.
We appreciate the opportunity.

The National Retail Dry Goods Astiociation is a trade organization
which was formed some 37 years ago and which includes in its member-
ship over 7,000 stores in every State of the Union. The sales of those
stores represent about $10 million. The stores enl)race department
stores, some chain stores, specialty sho)5, and variety stores.

The taxation committee of the association has functioned for more
than 27 years, with iinusual continuity in its membership. It has
maintained contact with the Treasury tand with members of the
congressional coniniittees charged with the responsibility for tax laws.
Irrespective of the special interest of retailers, the committee has
sought to study fiscal lpblens in the interest of the whole economy.

Our committee has a keen appreciation of the necessity for a largo
anount of revenue in the p)ostwar period and of the enormous difficulties
and responsibilities which rest, so heavily tupon your very important
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committee of Congress. We have kept thtwe cnbMtair 1it ind in
our deliberations and in the drafting qL.t, reAominendations.

I want first to present the tll.d 5aiey that we have adopted; and
althougIimyou have heard this before, f want to present it in a short
and concise form.

We have recognw-ed that any consideration of Federal taxation, and
any expectation of reduced taxes, must be based upon the following
four fundamentals:

(1) The essential functions of the Government must be provided
for. By "essential functions" we mean necessary functions of Govern.
ment. Government expenditures should be confined to the "bread
and butter?' items. The "sweets" should be cut out. Government
should not exist for the purpose of creating jobs for the supporters
of any political party.

(2) A strong and adequate national defense must be assured; but
wastage must be eliminated. In these times of peace we should be
able to run the national defense on a businesslike basis.

(3) The Federal budget must be brought into balance. The'Gov-
ornment has long -been entirely too prodigal in expenditures, both
directly and through subsidies. In 1887 Preoident Cleveland vetoed
an appropriation of $10,000 for relief and, at the same time, denounced
subsidies in these words:
Though the people support the Government, the Government should not support
th people. Federal aid in such came encouprages the expectation of paternal care
on the part of the Government and weakens the sturdiness of our national
character.

(4) Provision must be made in each annual budget for debt amor-
tization as rapidly as Is consistent with a sound economy. George
Washington said in his Farewell Address of September 1790:

As a very Important source of strength and security cherish public credit.
* * * Avoid the accumulation of debt, not only by shunning occaiions of
expense but by vigorous exertions in time of peace to discharge the debts which
unuavoldablo wars may have occmioned, not ungenerously throwing upon posterity
the burdens which we ourselves ought to bear.

This fiscal policy of George Washington is just as sound today an
it was then, even if George Washington did live in the "horse andbugg" d ays. 'I -iY the conviction of our committee that those important pro-

visions can be met, and in addition thereto, substantial relief can be
provided for the taxpayers If Congress insists on a policy of rigid
economy in Government expenditures at a greatly reduced level.
It is of crucial importance that Congress curtailGovernment expendi-
tures which are the key to lower taxes, reduced debt, and free enter-
prise. There should be an abandonment of all activites no longer
needed, rapid reduction in the number of Government employees, and
deferment of all capital expenditures not now urgent.

If the budget cannot be balanced with 6ubstantlal provision for
amortization of the debt, and reduction of taxes be made at this
time, when the Nation Is enoying the highest Income and the greatest
degree of prosperity ever known, it is t prd to contend that these
necessary objectives can be attained ii an era of recession ordepresson.It is generally believed by the public that a large percentage of

goyernnental employees feel -that they are entitled to "spoils."

INDIVIDUAL, INCOME TAX( REW,:Dt'$88
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Government should not stw how much it can spend--it should strive
to determine what expenses can 1w oliminated.

Government costs too much and goes into debt too much and taxes
too much. Now, I would like to present a short-range program which
our committee adopted early in January. I want to say that at that
time it was considered that probably there would be legislation on
taxation earlier and for that reason I will want to make some further
remarks after I have read the statement.

With a policy of rigid economy it will be possible, in the immediate
future-that is, this year--to reduce income taxes, thus benefiting
the greatest number of taxpayers and strengthening the national
ecoitomy. Therefore, we believe that for the immediate future it is
most important that tax reduction be in the field of income tax. We
believe that the Federal Government must continue to rely upon
individual, as well as corporate income taxes, for a major share of its
revenue. We further believe that to continue the present rates
would be unwise and harmful to the economic welfare of the country.
A substantial downward revision of the surtax rates is necessary.

At that time, gentlemen, the committee felt that a straight per-
centage across the board was desirable and if the budget would
permit, a 20-percent fiat across tile board.

Time has been spent and the bill cannot be passed before probably
sonc time in May at the earliest, perhaps June and for that reason we
are doubtful about one proposition. We foci that a 20 percent re-
duction in taxes should 1)e made, effectively 20 percent, 'the II. R. 1,
if you like, with certain changes possible, but it should be effective on
July 1, and for this reason: if it is made retroactive to January 1, then
it becomes necessary to either refund to about 46 million taxpayers
overpaid taxes. That, in itself, is an expensive job and it should be
eliminated. If that is not done then it becomes necessary to reduce
the present withholding rates to about. 00 percent of the present, in
order to equalize, for tile over-withheld for the first 6 months of the
year.

Senator IHAWK s. Mr. Chairman, may I ask Mr. Kaiser a question?
The CHAIRMAN. Senator H1awkes.
Senator I1AWK.a I have had a great number of letters saying that

if the tax were reduced as of July I instead of January 1 it wit nece(si-
tate the closing of the books of the corporations and the businesses
twice during the year 1947. What have you to say about that?

Mr, KAlsNi, I do not see that there is any point to it.
Senator IIAwKyc. How will they know how to separate the two

tax rates without making a closing? I have that from a number of
important men, that is why I am asking. Do you feel tht is an
ob ection?

Mr. KAISHIG. If I understood you right, you said the tax rate would
go into effect on July 1?

Senator JlAwyms. Yea.
Mr. Kmisva. If your corporation was on a calendar-year basis, it

is nothing more nor less than halving the rate for the full year. If
the company is on a fiscal-year basis.-

Senator l wKs. You never know what your tax is until you finally
close your books, do you? _

Senator TAFT. It has nothing to do with corporations?
Mr. KAXmsxR. What do you meani? For individuals.
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Senator TArr. It is all individual. We are not talking about corp)-
ration taxes.

Mr. KAisuR. There is no point to it in individuals that I can see.
Senator HAWKicS. That is what I wanted--to get your iudgmelt,

on it. If there is no point to it, that is all there is to it.
Senator G~ouo.. Is there not this point, that if you make a ratw

reduction effective in the middle of the calendar year, speaking of
individual income taxes, you have got the taxpayer whose income most
of which may fall to ihim in the first 6 months of the year, paying
at a high rate and conversely you have got the tax payer who mty
get the-most of his income in the last half of the calendar year, getting
a lower rate, and would it not be very much more equitable to mako
your tax effective at, the beginning of the calendar year, even if yoI
have to cut the rWte?

Mr. Kmemt. Well, Senator George, if you - -
Senator GiaonoR. Where would there be any great diffieilty in

administration?
Mr. KAtsjo, In order to correct that complication it would be

necessary it sens to me for Congress to say that the income up to
the end of June is taxable at the present rates, the income from July
I on is taxable at the reduced rates.

Senator Guoroz. I know, but I say, that seems to me to be objec-
tionable.

Now, for the sake of the revenue you may have to do substantially
that but why would it not be very much better to say that the rate
out shall become effective January 1, say 1947, if this committee
determines that, but have the rate-that is, in place of 30 percent iii
the first brackets, and 20 percent just make it half of that for '47?

Mr. KAmsan. 'T hat is the way I would interpret a flat 20 percent
across the board. Effective July 1 it, would be equivalent to 10 per.
oent for the calendar year because individuals are on a calendar basis,

Senator Grtonom. Most of them are.
Mr. KAzsN. Yes, most of them.
Senator IIAwxns. What Senator George has said brings back to

mind what is in a number of those letters. There are corporations
in the United States who will make three-fourths of their profit, and
individuals too, in the first 3 months of the year. I think Senator
George has forgotten that point but it is in letters that are coming
to me.

Senator GOoaio, All your divident payments will conwi in one
half of '47. They will not be e(pually dhst'ihuted in '47. T1hey will
either be payable in January or in the latter half of tihe year aid to
have a rate different in the latter half of the year fronm July I onl,
from the rate prevailing from January 1 up until itly 1 seems to me
would create an innecessary inequity between the taxpayers.

I cannot see the necessity of it when the male thing can he accom-
plished, if it is a question of protecting the revenue and not cutting
too deeply into it, by simply halving that tax.

Mr, KtA tm. 'lmTat is re aly the point I am making, Senator George:
That if the 20 percent rate were effect ive July 1 it would he the cquiva-
lent of 10 percent for the calendar year.

Senator TAP'r. What wa your objeCtion to the refunds, that is
what I could not understand?"

Mr. KAmasi., My objection to the refunds-if the rate woc made
ef eetivel... us kuppom, it were & 20 percent, rate made effective
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back to January 1-there haus been a great amount, of over-withheld
tax. Nearly every taxpayer has been over-withlwhl, and then you
would have, to if you continued at the same withholding rates or if
you reduced the withholding rates even the 20 percent you would
still have a great amount of withhohling taxes over-withhehl and you
would have to refund to the taxpayers which is an expensive job
in itself.

,Snator TArr. You are proposing what: that we in effect make the
20 hper(eet reduction effective on the 1st of July lut baed on 10
I1krceut of the entire year's income?

Mr. KAISwi. That is right. A 20 percent withholding reduction
on July 1 and a continuation of that withholding through 1948 when
the rate will be reduced also 20 percent so that that would make it
unnecessary to make any substantial refunds.

Senator TAFT, Could you not (1o this: We will say a 20 ereent cut,
instead of a 20 percent cut in '47 you make a 10 pereent cut in '47,
hut you begin to give a 20 percentt reduction the 1st of July on with.
holdings and a 20 percent reduction on the September and'December
i1stallhnts?

Mr. I(asm. That is right.
Senator TArF. Then you ought to e()me out at the end of the year

approximately where you are?
Mr. KAISmR. Approxhatdy right. That iR correct,
Senator TAVT. Is that correet?
N1r. KAISl R. My objeCtion to going back to January I with a 20

perTVnt reduction and carrying tnit through in 1948 is that either
you have got to (1o one of two things: You have got to make refunds
to about 40 million taxpayers or you would have to cut the with-
holding rate for thi halnce of the 'ytar' to 60 percent of the present
rate and then the first of 1918 go back to 80 percent, and most
taxpayers would think their taxes are increased,

Senator TArT. Exactly.
Mr. KmIsmI. I think that would be unsound.
The CHIaMAN. Are you proposing any more than that we start

the tax act as of July 1
Mr. KAuam. No.
The C'UAmMAn, In effect?
Mr. KAisrn. In effect that is what it would be, a 20 percent rate

as of July 1 which would be 10 percent for the year '47 but 20 percent
for '48,

The CHAWMAN. It would be 20 percent on the rest of the year 1047.
Mr. KAISaR That is right,
The CIIAIRMANw That is right.
Mr. K~mgit, And you cui the withholding rate 20 percent ind

that would eliminate anything mo'e than routine refunds.
The CHAmMAN. Mathiematically, if one is thinking in terms of

calendar year it is just half of that for the whole year?
Mr. KAISta, That is right.
Senator LUJICAS. You say routine refunds. It might be substantial,

would it not?
Mr, Kmmsrt, No, Senator Lucas. If your rate were effective July

1 at 20 percent reduction which would he the equivalent of 10 porCmnt
for the year and you reduce your withholding rates by 20 percent on
July 1, you will have rectified the over-witdolding for the first half
of ihe year, approximately so, beatume you *e your rate is 10 percot
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throughout the year. You have withheld too much in the first half
of the year and now if you reduce that by 20 percent in the last half
of the year you will correct the 10 percent ov.r-withholding in the
first half of the year.

Senator LuCAS. Would you not agree with me that there would be
a substantial amount of confusion and personnel work in connection
with any tax that goes into effect either on January I or July 1 of this
year, in the middle of the calendar year?

Mr. KAMER. No. Not very much, Senator.
Senator LUCAs. You said that if it went into effect on July 1 ybu

would have to deal with 47 million tax returns in refunding taxes to
those individuals?

Mr. KAMER. I said, Senator Lucas that if you made the 20 percent
rate effective back to January 1.

Senator LuCAS. That is what H. R. 1 does.
Mr. KAmzu. Well, I am not advocating that feature of it, in other

words.
The CIRAIRMAN. You are advocating that the bill start July 1?
Mr. KAisEs. That is right.
The CHAIRMAN. In its effectiveness?
Mr. KAIsR. That is right, effective July 1 and carry on through in

'48 at the same reduction of 20 percent, approximately 20 percent.
Senator TArt. Do you not think that a large cash refund also has amore inflationary effect if people are handed a check that they had not

expected to get, cash, that they are likely to go out and spend it right
away?

Mr. KAISzR. Most people do.
The CHAIMAN, You are also carrying into 1948 the burden of fiscal

1947?
Mr. KAISER. That is right.
The CA am AN. Proceed please.
Mr. KAISYm. I would like tc come now, gentlemen, to a longer

range taxation program. These points wore adopted-this policy
was adopted-by our committee ra January, and it is still sound.

Virst, as a long-rauge pr gram the total income tax levied on any
individual should, in no case, exceed 50 percent of his taxable income.
This, of course, assumes that proper revision of the rates will be made
in the lower brackets.

I am not advocating that this ii possible at the moment. We are
looking at that from the longer range oInt of view.

The CnM-a &N. Why 50 percent? W'hy not 40 or 30 or 00? How
do you arrve at 50?

Mr. KA1s. "W ell, it is more or les tuy own judgment, Seuator.
I thiuk that if I were having n)re than 50 percent of my income
takeu from me, I would not like it; 40 1*rehit I would not cry so much
about it; 60 peer -tt I *ould cry harder, but I think, also, it destroys
ineeot~¢e. 1 het, you tax income at the high excesive ratty* of 75,
80, or 86 porce st you are doing nothing but driving income out of
produtri-e ch-wawnes ito nonprxoductive challuels.

The CHaIAN, Is that not the end point you are driving at-do
ot have si ta rate thbt de troys ic t*nve?
Mr. Kotson. That is nghtt.
The CuAiRMAw hethr it is W0 or 30 or 40 or)W
Mr. K &ai . That is right. And tat io why I think that 0 is

tho broakaig P44it. It may not bh.
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Two-we adhere strongly to our traditional attitude of opposition
to taxes on consumption, and we recommend that at the earliest
possible moment the excise taxes on merchandise be ,emovod, and
that such removal take effect immediately upon the passage of 4,he..
act. There should be as little lag in the effective date as possible.

Tlree-this statement I want to say, gentlemen, is put in here so
that nobody will be able to say that theNational R0.etail Dry Goods
Association is advocating a sales tax.
As.a war measure we did recommend a general sales tax. The

war heing over, we revert to our traditional opposition to a general
Federal sales tax at any step in the economic process. Twenty-four
States, the districts of Hawaii and Alaska and many cities now have
a sales tax in one form or another. The Pi ederal Government should
stay out of this field of taxation.
the CHAIRMAN. You have the equivalent of that in an excise tax;

do you not?
Mr. KAisrm. That is true. They are kindred.
Senator MARTIN. Might I ask a question? Wdile this does not

apply to our tax program here-
Mr. KAISE. That is right, Senator Martin.
Senator MARTIN. Do you have an objection to a sales tax by the

State on the State level?
Mr. KAISEt. I do not.
Fourth, we recommend repeal of the transportation tax on prop-

orty. It produced only $220,000,000 in revenue in the fiscal oar
1946. It retards industry by pyramiding costs of all commodities.

Fifth we recommend abolition of the 2 percent penalty for filing
consolidated returns.. There should not be a penalty for an integrated
business filing one return, whether or not the separate units are dif-
ferent corporations or only different plants owned by the one corpora-
tion. This tax is economically unsound.

I want to say here that this is not a plug for my own company
because we do not fill consolidated returns. I still contend, how-
ever, that it is economically uusoun(. We have many l)Iants and
we consolidate the income of all of them in one return but if they
were different corporations we would be penalized by 2 percent for
doing it. It, is not sound ecOnomics in my estimation.

No. 6, there should not be a penalty tax on any portion of a dividend
paid by one domestic corporation to another domestic corporation.
A tax has already been paid on the income of the paying corporation,
and, to the extent of the penalty tax, it is double taxation. And when
the dividends are paid to sto ckholders, triple taxation results. Fur-
thennore, if the corporations an an integrated group, there is no more
reason for assessing a penalty tax on the payment of income from a
subsidiary corporation to its parent than there would be for the pay.
ment of income from an unincorporated branch to the home office.

The CHAIRMAN. There are certain evasion possibilities there but
there is no point in going into that now.

Mr. KAfiva, No; it is not a point at issue, I think in the year 1948
some of thAe inatters which are more or loss ninor should be cleared
up-clarified.

S ven, the social-security program should be completely separated
from the general tax structure and general expefiditures of'the Federal
( -ii-g nent. This program should he self-supportig, as any private
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insurance program must be self-supporting. Funds of the General
Treasury should not be used for this purpose.

Senator TAFT. You favor ani increase in the social-security tax then?
Mr. KAISER. If and when it is needed.
Senator TAr'. Well, it is not needed for-! mean it will be needed

in time. I mean if we maintain the present rate of social-security
tax the time will come soon when we will have.-we are not building
up any reserve. In fact, the policy is not to build up any reserve
today.

Mr. KAYIOIR. We have an old-age reserve of 8% million.
Senator TAYT. That is wholly insufficient from an actuarial stand-

point.
Mr. KAisti. I grant you that. I think the rate will have to be

increased.
* Senator TAMt. Is it not a question of policy to determine whether
you are going to run on an actuarial basis or current appropriation
basis or somewhere in between?
* Mr. KAz _n. There is a policy question of course.

The eighth point I have, gentlemen, ig that the 2-year net loss
carry-back provision should be continued for 2 years after the excess-
profits tax is repealed; that is, to the end of 1947. Thereafter this
provision should be discontinued, and the net loss carry-forward pro-
vision should be extended to 5 years. This would tend to eliminate
refunds by the Treasury Depttment, and thus help stabilize our
national economy.

After considerable thought by our committee, wo believe that the
fiscal p6hey outlined above, the immediate short-term program and
the longer-term program, are sound and in the in,rest of our national
economy. We trust that your honorable body will give this matter
your sympathetic consideration.,

The CHAIRMAN. What is the estimate of the National Retail Dry
Goods Association of business during fiscal 1948?

Mr. KAisER. I do not know, Senator Millikin, that I can answer
for the National Retail Dry Goods Assoeiation.

The CHAIRMAN. What is the estimate of the conimy for which you
work?

Mr. KA^9Is. We think there is going to be some-for the year '48
did you say?

Th to CAIRMAN. Fiscal '48.
Mr. KAIStE. Fiscal '48?
The CHAIRMAN. Ye.
Mr. KAISER. We think there is likely to be some recession at the

latter part of this year and the first part of next year.
The CHAIMAN. Substantial?
Mr. KA18a81. We think not very substantial,
The (CHia sAN, Have you reduced that to terms of figures?
Mr. Khts)ii. No, sir; we have not. Our company has not,

Frankly, we think our company is going to be affected less than many
other companies because of our broad boae of operations.

The CHHAulwA1. Reee in terms of volume or price?
Mr. KA180*a. Both.
The CnAitmAN. Both?
Mr. KlAisa. Yes sir.
The CHAIRMAH. And you figure that for the latter part of this

year?
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Mr. KasER. And carrying over into some part of next year, prob-
ably with all upturn sometime in 1948, the latter part of '48, probably.

The CHAIRMAN. Would an income-tax-reduction bill tend to but-
tress an undue recession?

Mr. KAISER. Yts, 1 think so Senator Millikin, because at the
present time the people in tie lower class brackets, lower income
brackets,, are really having a struggle to provide the wherewithal for
a decent living and a reduction in income tax would give them a little
more play, a little more opportunity to provide some of the things
which are not in the luxury class but in tie class of needs.

The CHAIRMAN. The President pointed out in his recent speech
that there is quite an increase in installment, credit, his point being
that it indicates that people are running out of ready cash and have to
borrow to get the things they want. Have you contacted very much
of that?

Mr. KA.s1n. Yes; there is an indication. The installment business
is increasing in volume which, of course, is an indication, as you
intimate(d, that ready eash is not as plentiful, and to carry on your
thought that the reduction in tax, of course, would increase the spend-
ing power of the masses and, of course, to that extent improve busi-
ness, because they spend most of what they have,

Senator G(aono. Does the Dry Goods Association have many
businesses with large inventories?

Mr, KAISEIR. I think that is trite.
SMator G(Woun. IHave they got much cash reserves?
Mr. K.kisit. I think most businesses have large cash reserves.

That is true of )ratically all retailers, they have large reserves at, this
time. There are exceptions, I grant you, but in general that is so.

Senator (l4oona. Large reserves and l)retty heavy inventories?
Mr. KAIsul. Yes, sir.
The C11AIRMAN. )o they set II ) reserves against inventory loss?
Mr. K.AN.t. I do not thhik there is ally uniformity about it, but---
The CIIAIRUMAN. The str-onger (cOml)aIlies do?
Mr. KAIPAiR. The stronger conjtanies have set up reserves for

inventory losses. The larger companies have. Most coml)anies I
think are doing it.

The (IAINtMArN. Are not the smaller people more or less buying hand
to mouth?

Mr. KAisEt. I suspect that is true. They probably generally
have; and they prol)ably always will. A certain class of business.

Senator 'r'., vi1. Do you not thiink thut instainent buying is part a
habit? )o you not tfink that there are a good many peo ple who halve
bond savings put. away who ne'v erthlehss rather th1an go out and sell
those boilds, go out and blly oil the installment j)htul?

Nir. KAHism. I do not, know, Senator Taft. 1 would rather ques-
tion that. We happen to have a bank in our building in Chicago,
and it i4 amazing to see how many people are cashing their E bonds,
all the time, and it would be my guess . now I have not any definite
information to bas, it ol, it is only a gies---that most. of theni will
sell those rather thain buy oil credit.

Senator rAvT, I was thinking of automobiles. It would seem to
me that most people are likely to buy automobiles on installments.

$006-4 -26
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Mr. KAIsER. There you are probably right because the people who
would be buying an automobile on an installment basis generally do

A"' not have enough in bonds to buy the automobile at any rate, and
they are more likely to--they would have to buy some of it on the
installment basis and they woull probably be more likely to buy all
of it that way rather than sell the bIois.

Senator HAWKEs. Mr. Chairman, may I ask Mr. Kaiser this ques-
tion?

The CHAIRMAN. Senator Hawkes.
j Senator HAWXHS. How does your installment buying now compare

with the installment buying in effect in 1939 and '40?
Mr. KAIsER. It is not as great, but I, frankly, have not got the

figures in front of me.
Senator HwAVES. You have told me something that I have been

told in many eases, that it is not as great anid, of course, as long as you
have not the figures you cannot give me what I was going to ask you.
I was going to ask you: Compared with volume, rather than price
compared with price, because your price situation today is higher thain
it was in 1930.

Mr. KAISR. Yes; very mich more so. Volume, of course, is con-
siderably less than it was in 1939.

Senator HAWKES. Volume buying on installment?
Mr. KAISER. Yes; the dollar voune in our case is less, therefore

our volume buying must. he considerably less.
Senator HAWKES. Ilave you notiedr anty marked increase ill in.

stallment buying? You said you noticed an increase. Is it a marked
increase and'when did it start to occur?

Mr. KAIsER. Well, it did not take a quick jump. It was a gradual
thing, startivs well--I think that we noticed it--in fact, we noticed it,
some before VJ-day, That is, our installment buying was on the
increase some for a few months before VJ-day, Iartiularly after
vri..day.

Senator ItAwKwS. It has not gotten to a point, where it is worrying
you, has it, yet?
Mr, KAISlER. No; not in our case,
Senator LUCAS. Mr. Chairman, may I ask a question?
The CHAIRMAN. Senator Lucas.
Senator LUcAs. Are you familiar with the bill that I introduced in

ho ,Senate in lieu of H. R. 1, known as the Lucas bill?
Mr. KAzaxn. I have read it, Senator Lucas, and frankly, I must

confess that I have forgotten what it is. I am sorry.
Senator LUcAS. It aparently did not impress you very much.
Mr. KAISER. Well, Ihave read so many. That is the reason.
Senator LUCAS, I will accept that, You spoke rather sympathetic-

allyfor the folks in the lower income brackets.
Mr. KAteSa. I remember now what the bill was.
Senator LucAs. That is the reason I wanted to direct your attention

to that phase of it, because as you know, under H. R. 1, no taxpayer
comea off the tax rolls.

Mr. KAteru. That is right.
Senator LuCAs. 47,500,000 taxpayers, and under.the Knutson bill

they are all going to stay on the tax rolls. I am wondering if you are
an advocate of that school of thought, keeping everyone on the tax
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rolls regardless of the amount of tax he pays, whether it is 10 cents
or a dollar or $5 or $10?

Mr. KAISER. I have wrestled with that question many times and
I have come to the conclusion that the more people we have on the
tax rolls the better for the national economy

Senator LucAs. Why do you say that? What is your basis for that?
Mr. KAISER. To make more people conscious of Government, and

make them more responsible and not make them so apt and eager to
feed at the public trough.

Senator LUCAS. Do you think that those little follows who have to
pay a dollar or $2 income tax will often have to go to see a lawyer
about that $2 income tax?

Mr. KAISER. I do not think that is necessary.
Senator LUCAS. You do not think that is necessary because you

are a brilliant man, but I am talking about the average follow out in
the country who (oes not know anything about tie income tax returns.
If you saw some of the letters the Senators get about the forms they
lavo to fill out-and we have tried to simplify them as much as we
can-I think probably you would change your mind about that.

I am talking about this little fellow that you are trying to make a
good citizen. Do you know that in my community andin Chicago
that little fellow is annoyed by the revenue man and annoyed by the
fact that he is compelled to fill out a return? My contention is that
you do not make a good citizen out of that man by compelling him
to go through the filing of an income tax return on a dollar basis or
compelling that man to get somebody to help him fill that out or to
confer with the revenue man or to find the revenue man is conferring
with him for failure to file an income tax return. I just disagree with
that theory. Now, from '39 up to the presaot time we decreased
these exemptions.

Mr. KAISER. That is right.
Senator LUCAS. Do you -not believe that until we can write an

over-all tax bill in making any reduction in taxes now we ought to
move back in the manner that we went up, and give those smaller
income people an opportunity to enjoy some of t1ie privileges that
they are entitled to from the standpoint of taxation by taking them
completely off the rolls, by moving up their exemption, say from $500
to $600-that is what my bill does-$500 to $600.

Mr. KAISEiR. That is right.
Senator LUCAS. And from $1,000 to $1,200 for married people.
Mr. KAISER. Yes, sir.
Sonator LUCAS. Is that doing any violence to your school of

thought-taking off about 4 million of the 47 million people on the
tax rolls through that one little increase in exemption?

Mr. kAwSmn. Well1 I look at it, Senator Lucas, from two points of
view. First of all it is a privilege to be a citizen of the United States.
These citizens should all contribute something toward the upkeep of
the Federal Govornment, even though it is a small amount.

Senator LUCAs. They do indirectly if they do not directly.
Mr. KAISER. Well, perhaps so, but if they (to it indirectly they are

not conscious of it. If they do it directly they are conscious of it.
Secondly, if they are receiving salaries, they get these forms W--2

and it tell them right on there all they have to do is to snd that into
the collector's office. That is all the return that is needed and if they
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can read, they have got the information right there before them and
they have not got the problem of seeking a lawyer to make up an in-
come-tax return. There are exceptions to the rules, I will grant you
that, but we have to work on the theory of the greatest good for the
greatest number, and personally, it is my philosophy, it is not for the
greatest good of the greatest number to exempt a large group of people
from the-Federal income tax since we have to collect such high income
tAxes.

If we could get down to where we are collecting a billion or two
billion dollars for Federal income taxes then the expense for the Fed-
eral Government would not be worth what they got out of it in those
casos.

Senator LuCAS. If I understand you correctly, you believe that
regardless of how much money it takes to run this Government,
whether it is 15 billion or 35 billion, we ought to continue to keep these
47 million people on the tax rolls of this country?

Mr. KAIsER. I think it is good economics to do so,
Senator LucAS. You think that is good economics?
Mr. KAISER. And a good social policy.
Senator LUCAs. I just do not agree with you.
Mr. KAisER. That is your privilege, Senator.
Senator LucAs. In other words, you were talking a moment ago

about the cost of making refunds. Do you give any consideration to
the fact that taking 4 million people off of the tax rolls .vould decrease
the employee; in the Treasury l)eparntment?

Mr. KAiszn. That would be a good thing to do. 1 would not say
so much about the Treasury Department because I think the Treasury
Department is one department which is operating pretty well in gen-
eral. We ought to take lots of employees off of other departments.

Senator LUCAs. You have to have people in the Treasury Depart-
ment to audit every one of these dollar returns, you have to audit
them al to.se6 whether or not they are correct, and auditing 4 million
returns certainly takes a considerable amount of time. When this
committee knows, that the Department is far behind in the auditilg
of these returns, and the examination of them, it does seem it would
be pretty good business at this particular time, to got 4 million people
off the tax rolls, and relieve the Treasury Department of the burden
of examining and auditing these returns.

Mr. KAISiR. I suppose you are aware, Senator Lucas, that in the
smaller.iucome brackets, that only about 1 out of about 15 returns are
actually audited. They are all gone over for mathematical c4lcula-
tio but the auditing is confined to about I out of 15 as a test.

Senator LUCAS. They have to handle them all?
Mr. Kmema. That is ight.
8entior ,LUAs. They fve to look at them at least. Maybe it i

.a hand.tohand tpropo tion.
Mr. Kmea. I tliink they got more out of it than the cost never-

theless,
Senator LUCAS, I doubt it.
Mr. KAISaS. Even if we did not, I would still think it is good

phiSenator LuA; As long .as you want o,,. keep 4hcoe'47 million

,eple on the tax rolls I would like to at you about your theory on
splittingoffanily incomes, .1
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In the second part of m:y measure, in this bill-
Mr. KAISER. I think it is good.
Senator Luc.s. You agree that there are certain glaring inequities

in the present tax law, in that the citizens of some nine States of this
Union are dividing income between husband and wife, for Federal
income-tax purposes, and thereby obtaining a tremendous advantage
over the other folks who live in the States which (1o not have com-
munity-property laws.

MrZ.K KSER.- There is no reason why they should in my estima-
tion. I agree with you heartily, 100 percent on that theory.

Senator LUCAs. Do you think we ought to include that in a tax
bill at this tile?

Mr. KAIBER. I would not try to do it in 1947. But I certainly
would in 1948.

Senator Luc,%s. Why not in '47?
Mr. KA sEIt. I think it is important that a tax bill and a simple

bill get through in 1947.
Senator LVCAs. There is nothing very complicated about splitting

family incomes.
Mr. KAISER. If it can go through I would be in favor of it very

decidedly. There is no reason why some nine Western States should
have a subsidy on their income taxes and the rest of us not have.

Senator LUcAs. It is no use for me to ask you about point No. 3
in my bill which seeks simply a 2-percent reduction in the surtax
in each and every bracket. With the three proposals the bill would
cost the Government about $3,800,000,000 which is practically what
If. R. I would cost the Government. You (1o not agree with that
at this time?

Mr. KAISER. I am going further than the 2 percent.
Senator LUCAS. Yes; you are going all the way. You are going to

20 percent.
Mr. KAISER. That is right.
Senator LucAs. I think that is all.
The CHAIRMAN. As I understand it, the second proposal of Senator

Lucas would cost the Government about $1 billion?
Senator LvVAs. That is correct.
The CHAIRMAN. Which route would you chooso if you had to choose

between cutting income taxes a billion dollars and reducing taxes a
billion dollars by Sena, or Lucas' method?

Mr. KAISER. I do not believe I got your question.
The CHAIRMAN. Senator Lucas' second point would cost a billion

dollars.
Mr. KAISER. That is upping the exemption to---
The CHAIRMAN. Splitting income.
Mr. KAIsER. That is the second point.
The CHAIRMAN. If you had to choose between cutting taxes a

billion dollars by that route or cutting it a billion dollars at this time
by income-tax reduction which route would you choose?

Mr. KAIsER, I would take the income-tax reduction, the rate at
tis time, and come back to the other when a number of other matters
should be ironed out in the tax law,

The CHAIRMAN. Any questions?
Senator LvOAs, There Is one other observation I would like to make.

We have been trying to do this for a long time, and every time we get
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this bill before the Senate competent and expert. witnesses like your-
self come out and say, "Yes, we are for it, but this is not. the tiime to
do it."

Mr. KAMINT. I hope you understand my feeling on it. I ain ver
heartily in favor of it but I can understand that if thlt goes into tjuo
hopper and some other things are thrown into the hopper on the
income tax bill we will not. have an income tax bill until the end of tho
year.

Senator LucAs. If we could substitute this provision the second
provision of mine for something else in connection with ie reduction
of income tax, and still get a fair and equitable tax bill though, you
would not object to that?

Mr. KAIBI1m. I am not against it,

STATEMENT OF ARNOLD J. WILSON, FIRST VICE PRESIDENT,
ILLINOIS MANUFACTURERS' ASSOCIATION, AND PRESIDENT,
GENERAL TIME INSTRUMENTS CORP., LA SALLE, ILL, [Unrevised]
The CHAIRMAN. Mr. Wilson, will you be seated pleuw. (live your

full name to the reporter and your business.
Mr. WILsom. My naine is Arnold J. Wilson, represtnting thle Illinois

Manufacturers' Association, president of tle Gtieral Time Instru-
ments Corp., of La Salle, 111.

First I want to expriis my appreciation, both personally aind on
behalf of the association for the privilege of apperitig here,

The Illinois Manufacturers' Association, on whose behalf I submit
this statement, embraces 4,300 manufacturing frn-hu'laroe. fnwll, anid
middle-size-engaged in a wide variety of industrial p-rotduction in
Illinois.

We, believe the Federal budget can be balanced, Federal debt rt-
duced, and tax rate reductions made.

The Illinois Manufacturers' Association submits tbat by' the" adop-
tion of real and justifiable economies, through adequkito retrenchment
in oxpendltures through proper curtailment in swollen Fet.eral pay
miles, subsidies, loans, and grants the Federal budget can be balanet'd,
payments begun on the national debt during tht current fistal year
snd, at the same time, substantial reductions made in existing taxrates.

We recommend an immediate reduction in individual tax rate.
The Illinois Manufacturers' Association recommend, an innetliate

reduction of 20 percent in all Federal individual income tax rats
applicable to 1947 Income. Now this recommendation al%o ha&n bee
made sometime since. The same rate of reduction should be applied
to individual taxpayers in all brackets.,

The Illinois Manufacturers' Association submit. that the presett
high individual wartime tax rates represent a gonuiti obstacle tW
thrift, proves and tits mrintenanvce of a high standaAI of livWng and
that, With the elimination of the tremendous wartliue expohtum*. a
substantial reduction in the present excessive Fedral W ban*,,% io
early warranted,

Senator LuoAs, May I ask a question rght them?
The C ummU, Mr. Lucas,
&*ator Luo. You l y, the present.tax makts repr mm a gwnmsm

obtcle to thrift, progrow,- and the nance of a higl smaemt
9f living, i
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I wonder how you reached that conclusion wlien we have at this
particular tinle tlln all-tiit high itn (c rporation prolits, i ail-time high
in individual lprolilta, in all-tine high in tile national inole, and it
staldarl of living at this moment which is the best that the world
hIts ever socon.

Mr. WILSON. My ItSWN'' to that, Senator loilits, would I)( pIrtly
this: 'lhat It, it llilily t lgirable to minltail it that way aind if we do
not----we are living niow- -this prosperity we , realing'ahout, it great
deal of it is quite syntihei, it great de it of the profits that appear will
not he profits when the inial tale is told, when your equipllnlit is
replIced. All est ablilied businesses are operating with tquilnntent,,
lailhierlity, plant, lit half replacemelnit value alid Yet apalLrently
tey are ailnlhlg profits that Remi sizale,.

At the sailn to lit, e profits oil indut'y, wiwn cotllipred with pet
l)WriodS, Mnd COnsiderilg th fact. thia. i itost indutrivs --iii oiu- own,

mor w lple--we have----and it is it relatively small conllpaily--'w
have soene $5 million or $6 million of stockholders' molly invested
in our usilless, over what. we hne'd 7 or 8 years ago because of very
consrvative dividend policies.

Yet, oil a coiplarat ive figilre they would say, well, your company
is dohig all right,. It Wollld $eenl to tite that additional milliolilns pil
it an existing colnpatiy or to start it new company justify somne return.

nTllsqsg our retnin is completely unwarranted it., seeIs to ie we ought
to have somnte reason to lwehieve thero will he a reduction or tapering oil.
It is evitint in solo liies now,

I do not think this fine hiyh income is goill to conltitie iless--.
Setiator LUCAS, That is t.wo next qitstion lwas going to ask.
Mr, W iSlON. le1ss there is incentive to do so. That is ny

honest Olulnlo,
SOnator IjuCAS. Do you agree with the previous wliitess that. there

ili he sone recession or slight dIregsion during the next, year?
Mr. Wl,01oN. Yes, sir. I hoe il m Wrolig.
Senator LUCAs, I hope yol are wrotin, too. I know about 'our

concern i iny State, and 4i know the kind of mantagintit 'Said the
kind of ex eutives that you have, and I want to c'ongrattilate you
for carrying ol a very slccessful bushiess,

Th-OtAliHMAN. Will you s tate for the record what your own busi,
nis is?

Mr. WIsoN. Oieral Time instriemuts Corlp, I I iav he pet'-
mitted, what might sound like it connercial, Westelox, Seth"Thoiia,
and so forth,

Senator IHAwKI:, Do you think that all Americans should keep
in mind the thing which I have aecentfiated here several tiies, that,
these profits they are talkinit ahout have iot to he considered in the
saute kind of dollars that wages are considered In? In other words,
you have got a rduceod dollar. ro my mind there cannot be any
wruinent, If the company of which I used to he president were to
make two-thirds more than they made before they would only be
C tting the samne return on the old dollars invested In the bxiihnon

at they were getting before,
Mr. WLtoN, That i right.
Senator HAwxirI, Do you agree with in that that must be kept In
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Mr. WILSON. I do. We are on an entirely different level of dollar
figures.

Senator HAWKES. On the other hand, if you are going to keep it in
mind in connection with wages you have got to keep it in mind in
connection with corporation earnings and the earnings of business
throughout.

Mr. WILSON. Of course, Senator Ilawkes I might add this comment,
which we are ali undoubtedly conscious of, namely that essentially a
tax on a corporation is a tax on an individual. It is only a collection
of individuals that form a corporation. There is no mysterious thing
about a corporation. It is only some people who get together and
put some money in. It is a corporation in corporate form.
Tie CHAIRMAN. It is a conduit for distributing wages and profits

if any, it was said the other day.
Mr. WILSON. That is right.
Senator HAwKEs. I want to say that in connection with your state-

ment here-high individual wartime tax rat-es represent a genuine
obstacle to thrift, progress and the maintenance of a high standard of
living, I would assume that you meant by that that we are through
with the war and we have not got the pressure of production and t ie
overtime and the extension of employment hours and all those things
and therefore you felt that the tax rate should be applied against a
peacetime economy rather than a wartime economy in order to en-
courage thrift and the investment of .venture capital in doing those

WILSON. That is right, sir, and adding this fact: That the 20-

percent reduction which we propose still leaves a terrifically high tax
rate. We are not talking about low taxes. We are talking about the
continuation of enormously high taxes.

Senator HAWKEs. I realize that and I agree with what you are
sayng..he CHAIRMAN. Proceed, please.

Mr. WILSON. We believe the tax reduction will stimulate private
investment. The importance from the standpoint of our entire
economy of an immediata and substantial reduction in individual
income-tax rates is particularly clear when the relationship between
high taxes on individual incomes and investment in new, productive
enterprise is examined.

It is a matter of common knowledge that the high tax rates which
have obtained on individual incomes in recent years greatly diminished
the volume of available venture capital. The possibility of a reason-
able return on the investment, after the payment of Federal taxes,
has been so remote that investors gonerally have been unwilling to
risk their funds in new business undertakings.

Those relatively few fortunate individuals who have had any funds
left to invest after thi payment of existing high taxes generally have
invested their funds in Government securities or in existing estab-
lished businesses. Now and productive private business undertakings,
and particularly small business enterprises, have suffered accordingly.

The relationship between high taxes and venture capital was well
demonstrated during the 10-year period prior to World War I, when
otily a relatively small amount of private funds wore available for new
and productive private enterprises. MNny new business firms were
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launched during the period of synthetic prosperity which prevailed
during the war period.

However, with the return of normal competitive markets the
assumption is unwarranted that the drying-up process in tile venture
capital market, which was at work in the prewar period, will resume
with increasing momentum unless prot er inducenients are offered for
investment in now and productive enterprise.

The CHAIRMAN. Would you say this is true: That there may be a
large source of liquid capital in the country at this time but that it
takes incentive to put it to work.

Mr. WILSON. Yes, sir.
The CHAIRMAN. May I say this as a preliminary to the question;

One of tile witnesses tile other day pointed out that there is a very
substantial amount of liquid capital in our banks but he was honest
enough in the exposition of his whole theory to say that there has to
be an incentive to put that to work in risk ventures. Would you say
that is correct?

Mr. WILSON. I think that is true.
The CIAIIMAN. In other words, it is not a complete answer so say

that we do not need incentive tax reductions l)ecause we have a lot of
liquid capital available in the country.

Mr. W ILsON. Well, there is no-it is a matter of arithmetic. If.the
people in this room are going to form a new corporation today, and
we will say that a person who is in-rell, take the 50-percent bracket,
which I thiink is pretty high, amd then 40 percent comes off the earnings
of the corporation, and then he leaves half of what is left in the cor-
poration to build it up and for replacements, and so forth, and then
on the other half that he gets, he pays up to 50-percent taxes on it, he
ought to have his head tixamined if he starts in a new business.

The CHAIRMAN. Exactly.
Mr.. WILSON. I mean your net gets down to practically nil.
The relationship between investment ill private productive enter-

prise and production and wages, is so well understood that a detailed
recital of the Inter-dependence of capital investment in private enter-
prise and the welfare of thle individual worker and of our general
standard of livilig is pot necessary hero.

The fact has been frequently portrayed that the output of American
factories is many times more per man-hour than is the output of other
countries; that the capital invest~iont per worker in American factories
is far greater than is the capital investment per worker in other coun.
tries; that the gross value of industrial production and hourly wages
in this country has generally increased as the value of investment in
tools and equipment per worker-now estimated at over $0 000-has
gone up and that, accordingly, there is a direct and vital relationship
between the volume of private investment capital available for indus-
try and the maintenance of high wages and high living standards.

Any tax program which destroys incentives for risk capital available
for new and productive business enterprises, and which unduly impairs
private investment in established business enterprises is clearly cal.
oulated to injure all elements in our economy, and particularly the
wage earners and the small business firms.

The CHAITtAN. Did I gather correctly the impression a while ago
that a largo part of our ,bisinem is now, runniig, on worn-out equip-
ment?
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Mr. WILSON. I would not go so far as to say that a large portion of
it is. I think a very substantial portion is, because there is a terrific
wearing out of equipment under pressure of the war. We had our
screw machines running 24 hours a day making fuses. So they wear
out a lot faster, and their life is considerably less than it normally
would have been otherwise.

The CHAIRMAN. Something like the old one-horse shay. It keeps
going until it collapses altogether.

Mr. WILSON. Then the replacement problem becomes real. That
is why I say some of these profits are quite synthetic. The tax-rate
reduction may mean more revenue for the Federal Government.
The proposed reduction of 20 percent in individual tax rates does not
necessarily involve a reduction in the tax income of the Federal
Government. The assumption is warranted that the stimulant to
individual initiative, the encouragement to private investment, and the
increased purchasing power resulting from this proposed reduction in
tax rates will so increase the volume of business activity that the total
tax income of the Federal Government may be increased.

It is significant that following World War I and during the period
from 1921 to 1930, when tax rates on individual incomes were sub-
stantially reduced, the aggregate Federal tax collections on individual
incomes were either maintained or, during the latter part of that period
materially increased. There is an exhibit A attached that I will noL
take the time to read.

The conclusion is inescapable that the' tax reduction on individual
incomes contributed materially to the production of a ste4dily expand-
ing volume of national income during that period.
Ve believe that tax reduction is the most effective way to encourage

price reduction.
The Federal administration has recently requested industry to

reduce prices. Illinois industry is fully conscious of the importance of
low prices.

The CHAIRMAN. But we have had no suggestion from the adminis-
tration for reducing the price of Government.

Mr. WILsoN. I should be very -glad to supply that suggestion if
it Is in order.

Illinois industry will, in the future, as it has in the past, conform
to the policy of producing the largest possible volume of goods in the
shortest poasible time at the lowest possible cost, and incidentally,
we would like to make a profit out of it. However, it should be
understood that one of the principal obstacles to continuity of high
consumer demandw.,an essential to maxcium production and low
pricas-ris the existing h: tax burden. Tax reduction, reduction of
governmental expenditures and price reduction are inseparable. The
most effective way for the Federal administration to encourage price
reduction is through reduction of governmental expenditures, with
AccAompnying tax reductions. Taxes are an extremely important
factor of costs, an ifl 4tion, is to be prevented the o nly thing that
.will prevent inflation, is, goods and production, and the only thing
thotwill inereas. tliat isiencouraging production, and the only thing
that will get those prodkcts out at low cost isjlaving all costa low
S£ooible,' o$* ternt w h proper wage an lving stoodards;

o~ ta~ ro~ u ctio u wil bs, ,u~ rs

Ii

AAA



INDIVIDUAL INCOME TAX REDUCTION 405

The proposed tax reduction will benefit the wage earner, the salaried
worker, the farmer, the owners of small business enterprises, ahnui-
tants, and other fixed-income recipients.

The-proposed reduction will stimulate business activity and tend
to cushion or moderate any possible business recession or adjustment.

The Illinois Manufacturers' Association accordingly expresses the
earnest hope that the Senate Committee on Finance may recommend
to the United States Senate the adoption of a tax program which
will contemplate an immediate reduction of 20 percent in individual
income tax rates.

(Exhibit A, above referred to, is as follows:)

ExiiviTr A.-National income and Federal income taxes on individuals, estates
and trust reflecting reductions in tax rates, 19*1-1029, inclusive

Total annual Principal changes In income taxes by Congress
Income tax

National In. liabilities of
yar oome pay. Individuals

months to reported in tax
IndivlduaL,' returns filed In act of- Prlncipal provisions

with U. 8.
TreasuryI

Millions Mions
191.. $57,700 $710........
922.. to, 60 861 Nov. 23.1921 Surtax rates were reduced from those applying to

1921 income; including reduction of top rate to
60 percent; personal exemptions for married
persons were increased from $2,000 to $2,500
(except for those with not incomes of over $5.000)
and or dependents from $200 to $400; and tax-
payers were permitted to be taxed at 12)1 percent
on net capital gains if total tax on total not
income was not les than 12 percent. Totql
Income tax revenue htcreased.

19S.. 61.000 662 June 2.1924 Provided for a 26 lercent credit or refund on all
income taxes paid on 393 income.

it4.. 70,000 704 ..... do ........ Normal tax rates sharply reduced; surtax rates
cut In all income brackets; top rate lowered to
40 percent; tax credit all,wed on earned Income;
anx a moderate liber I station with respect to
capital net pins and net losses. Income tax
revenue increased.Im26 73,00 735 Feb. 26 1t2 Increased personal exemptions for married pers
from $2,5M to $3,500 and for single persons from
$1.000 to $1,00; reduced normal tax rate; re4ucd
surtax rates on Incomes above W,000 to a maxl-
mum of 20 percent; and liberalized the amount
of earned Income for purpose of earned Income
tax credit. Income tax revenue Increased.

196 77, to0 731 ..... do....... Do,
1927 77,200 831 . do ... Do.
192M 7,00 l, 164 May 20,198 Further libaraIlsed the amount of Income on which

earned income tax credl 0ou1 be claimed.
1929 83,&00 1,002 Dee. 16,1929 Normal tax rates applicable to the year 1929 rm,

duced by joint reolutsm of Congress.

' NatloW lanho and Its Compositim, vol. 1, p. t37 (I y National tlura of Economic Rsearch, New

'rT ltatistta of Income, pt. I, Historical summies, 193 (U. S. Bureau of Intenal Revenue).
* Notwithsltn these Puecesslve and sharp reductions In individual income tax rates from 192 thrIoh
192 Vederal Wu o0loctions on individual incomes were substantialtly maintained (actually incrascln I

part) due to the stimulation and Inesntlves they gave to a producing a larger national Income,
wlt somi dilxpe, throughout the period,

* Mr. Wite4N. Now, there was some discussion by the previou
witness on tue subject of when they should or should not be applicable.
It seems to. me that, there, are administrative problems involved tere
*iat are for OCngress to decide.

I think it 1o thoroughly sound to have "a 20-percent reduction, as 0
, anua 1 1I47. I .
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Now, whether administratively it is wiser to make that effective
July 1-it is a matter .of administration not a matter of propriety of
the reduction.

The CHAIRMAN. I suggest there is a double element involved there.
It is not only a question of administration, which perhaps is a sec-
ondary consideration, but it is also a question of cost. If you make
your tax retroactive you are carrying forward through fiscal 194 8 the
cost of the retroactive 1947 payments.

Mr. WILSON. That is right.
The CHAIRMAN. So you have got to consider that in connection

with your budget for 1948?
Mr. WILSON. That is right.
The CHAIRMAN. Of course, if in the exercise of sound judgment or

the exercise of the best judgment you can exercise under the circum-
stances we can make it retroactive, consistent with your budget for
A 0481 t&at might be more desirable.

On the other hand, there might be a more cautious approach whichwould lead to the conclusion that it should not be made retroactive
so as to preserve a sounder fiscal situation for 1948.

Senator JOHNSON. Is there not one other point, Mr. Chairman,
and that is this: As the witness has testified, taxes go into the cost
and have to be figured in the cost.

Now they are figured in the cost, they have been figured in the
cost. bales of goods have been based on the present schedule of
taation. If you go back and change that, why, of course the price
that the articles sold for will mean just simply money jn the pocket,
because the consumer has paid his price already. H'e has paid that
tax. We forget oftentimes, when we think that the manufacturer
pays the tax we are entirely mistaken, but the consumer is the fellow
that pays all the tax bills.

Of course, I know this bill deals with individual taxes but it is all
s part of the same picture.

Mr. WILSON. That is right.,
Senator JommoN. There is a direct connection, and the consumer

has paid this tax.
Now, if we rebate it to January 1 we are rebating it to the manu-

facturor but not to the fellow who paid the bill so there ought to be a
very serious objection to any retroactive tax levy.

Mr. 'W%',sON. Of course, that would apply only from the standpoint
of--when you speak of the mnufcturer, by and largc, most indus.
tries are corporate in form.

Senator JoHNsoN. That is right,.
Mr. WILson. So that particular change is not as I understand it

under discussion today. It is the individual rates.
Now, it would be true that an individual owning stock n a corpo-

ration might indirectly benefit because of the fact that his prices were
based on a tax level that turned ouV to be higher than actually was in
effect,- Senator JouNSo. Yes, Well, he is th-feltow'that T awn talking
Aouto'

Mr." WisoN. I think there Is a groat deal ) what you say,.
Senator JouNsoN. If we are going on thetheory that everyone is

Joing to bedettroxw re otpricemeNWo1 ) nf t.an istto e cay-
not esapo that, it, will b of tremenAdous boneit, uanl~ a' l-ti 'ory-

A f%
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one-if we are going on that basis in lowering our taxes we ought not
to be doing it retroactively with the high prices back of us.

Mr. WILSON. Iram going to put up a big argument about the retro-
active feature. I certainly am highly in favor-fand I think it is
absolutely sound-to (1o something and do it very quickly. That is
more importantthan making it retroactive.

Senator JoHNsoN. Yes. As I understand your testimony, it is all
directed to that. Your testimony is not directed to a retroactive-

Mr. WiLsoN. I am taking the position that it is a thoroughly
sound economic thing financially for us to go on the basis of 20 percent
effective as of January 1, but I am not saying that that necessarily
should be the (late.

The CHAIRMAN. Has you" organization made any estimates as to
national income for fiscal 1948?

Mr. WiLsoN. No, sir, we have not, other than what we might get
through various services. These figures run into billions, and when
I was trying to make a few notes to appear here I started writing out
for the firat time in my life a billion dollars and 1 had to look at it
two or three times to see whether I had enough ciphers on it. The
story was $168 billion or $170 billion. We have not endeavored to
do that.

The CHAIRMAN. You have not made any estimates on that?
Mr. WILSON No sir.
The CHAIRMIN. I believe you did say earlier in your testimony

that your organization thinks there will be some recession the latter
part of this year and possibly early next year?

Mr. WILSON. I think 1 would agree with the previous witness on
that point. In fact, our particular industry has been somewhat for-
tunate and is in a fortunate position because it is what we call durable
consumer goods and during the war period our entire output was in
war equipment, fuses, marine clocks, and things of that sort, with a
very small amount of clocks that later were required f, r war workers,
so that in our own individual picture I am inclined to think that we
probably will suffer less than some other industries will.
The CHAIRMAN. Is your forecast attached to your perso,,al business

or on behalf of the malnufacturerm?
Mr. Wmmsox. No, sir. I am talking about my own personal busi-

ness. I would say that some of my fellow manufacturers are facing
plenty of trouble pretty soon. You begin to see things back on the
shelves and price cuts, and so forth, which have been'appearing now
for 2 or 3 or 4 months.

The Cn6a411A. Do you anticipate a .,ecenssio of depression
In Uitude?

r WILSON. I think it could be, because It snowballs. It is a
dangerous thing if it gets started, and everyone gets afraid. They
say, "Oh, prics are coming (town so we will not buy so it rolls up-
and I think it is awfully important to take care of tixe patient while
,thgemporaturo Is low.

'ho CuHMnmAN. You think plowing back some of the Ipcomo taxo4
, that we are now taking would help to prevent the extremes of ado: depsionu .Dr.' WILSON. I definitely do, sir,

41 -The .tJ1 MAN Thank you very muaclk for coming.
Mr. WnLS o.', Thamii you, sir.
ThdCiuaxwA* Mr. Harry Bilverson?
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STATEMENT OF HARRY SILVERSON, PARTNER, FIRM OF J. K.
LASSER & 00, NEW YORK CITY, N. Y.

The CHAIRMAN. State your full name and business to the reporter.
Mr. SILvsRONw. Harry Silverson. I am a tax consultant and

member of the New York bar and a partner in the firm of J. K.
Lasser & Co., New York City.

The CHAIRMAN. Will you proceed, please.
Mr. SILVERSON. I wish to thank the committee for affording me

this opportunity to appear.
I am a partner in the New York firm of J. K. Lasser & Co. I have

been a tax consultant for many years, and until recently I was a
member of the Committee on Taxation of the Association of the Bar
of the City of New York. I have also" lectured frequently on tax
subjects before bar groups and accountants' associations.

While I appear only on my own behalf as a taxpayer, I am confident
that the statement 7am about to make has the endorsement of the
many persons like myself whose earnings are derived exclusively or
primarily from professional fees, salaries, or other forms of so-called
earned income.

I make this seemingly presumptuous statement because of the
response to an article w.ch I wrote, appearing in the March issue of
the American Mercury, in which I set forth the proposal I wish to lay
before you today. The response to that article, considering the
modest circulation of the Mercury and the complete absence of any
concerted publicity efforts, was literally overwhelming.

I will merely mention the fact that the New York' flerald Tribune,
on March.31, characterized my proposal as, and I quote, "A Realistic
Income Tax Plan." And the financial editor of the New York Post,
which newspaper is at the opposite end of the political spectrum de-
voted her entire column of March 12 to an endorsement of my efforts
to correct what she called, and again I quote, "A Raw Tax DAl:."

H. R. I is designed to provide the individufl taxpayer with some
relief. I heartily approve of this. In line with this purpose I have
come here to urge, as earnestly as I am able, that this is the time to
allocate some reasonable portion of this relief for the specific benefit
of the earned income group of individual taxpayers. Mr. Andrew
Mellon, who was certainly not prejudiced against investment income,
stated the case of the earned income taxpayer most forcefully in the
following lanpgt e:

'rho fairness of taxing more lightly Incomes from wages, Kalaries, and profes-
sional services than the Incomes from business or from Investments Is beyond
question. In the first case, the income is uncertain and limited in duration;
sickness or death destroys it and old age diminishes it. In the other, the source
of the income continues; the income may be disposed of during a manta life and it
deseds to his heirsl
I Mr. Mellon Was writing in 1924. Under the then prevailing rates,
it was still possible for the successful physician, lawyer, writer, artist,
palarled business executive, and salaried and professional people
generally, to set aWide enough in peak years of earning to take care

i it well-earned retirement.
Therefore - the, wi anong that group Wguld and could lay aside

some of their citin, in the years of plenty for the kreseeable. lan
years. This bud h*np'0 , a 46fWnes"e was possible In thoe days

I; /
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because the income-tax exaction left enough in the pocket of the
professional or salaried taxpayer.

Today this is extremely difficult and in many cases utterly im-
possible. The increased period of preparation for a profession or
vocation, together with the quickened tempo of modern life, have
cut down the span of the income-producing years of the salaried or
professional man. Physical longevity may have increased but that
has merely a centuated the gap between the number of years of
economic productivity as against the number of nonproductive years.
Our surtax schedules ignore these facts of life completely by measuring
ability to pay entirely by reference to 12-month periodss of earnings.

Let us consider for a moment the position of a man who chooses a
business career rather than a professional or salaried career. Despite
the present steep surtax rates, it is still possible for the businessman,
operating through a corporation, to set aside enough in his years of
productive activity to meet his requirements in the (losing years of
his life.

In most cases, he need only draw enough from the business to cover
his personal living expenses'l)h1s personal income tax thereon, The
rest of the business earnings are subject to a maxinium tax of 38
percent. And this maximum sets in only if the earnings of his cor-
poration in excess of his salary are $50,000 or over. Up to $25,000
the maximum rate is 25 percent.

If tle business is successful, it can expand and increase in net worth
over the years. If the expansion is not of such proportions as to re-
move the challenge of section 102, the impact of the individual tax on
any dividends paidl can be minimized l)y gifts of stock within the family
circle. Such a shift of the incidence of the tax in the case of earned
income has been impossible under Supreme Court decisions long ante-
dating the recent family partnership cases.

When our hypothetical businessman (lies, his family caei eilher con-
tinue to operate the business through hired management .r sell it
and reinvest the proceeds. Upon a sale the estate may realize many
times the original investment of the deceased founder of the business,
particularly if salable good will has been built ip. But no income tax
need be paid on that differencee since the basis of the stock in the hands
of the executor is equal to its value at (late of death.

Furthermore, during his productive period, our btsine isman ('an
establish a pension trust for all tie employees of the corporation,
including himself. As the corporation pays moneys into the pension
fund each year, it receives a deduction. But neither he nor any other
employee need include such amounts in his taxable income at that
tCme.

When he. retires and begins to draw down his pension mnon*ey, only
then does he report the income of former years as taxable income.

At that time, particularly if the owership of the stock of the corpo-
ration is not all in his hands, the impact of the surtax rates on the
amount coming out of the pensin trust is not too severe. But irre-
speottve of the tax bracket he has the income when he needs it most--
when he is no longer an income-producer, when he is ill or advanced in

These measures of protection available to the businessman are now
denied to the earned income groups except for those relatively few who
happen to be employees of a concern with an established pension fund.
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The existing pension-fund provisions of our tax law recognize the
patent injustice of taxing earned income entirely in the year when
earned. They therefore project some portion of such earnings for-
ward to a period of retirement and require the tax to be paid at that
time.

Is there any reason why this very sound principle should not 1)0
extended to all earned-income groupO! Are not the professional
and self-employed groups, and those employees uot covered by a
pension plan, equally entitled to look forward to a period of retire-
ment?

As one newspaper columnist of national reputation wrote me, and
I quote:

The social-security laws usSumc I will be on the shelf at the age of 65; the i.
come-tax laws, that I will go on forever.

After long study I have come to the conclusion that the following
easily administered provisions would correct this basic inequity in
our present tax structure.

Permit -every taxpayer to form what amounts to his own little
pension fund. Let him take up a fixed percentage of his earned net
ncome-I suggest a maximum of 25 percent but no more than $10,000

in any one year-and invest such amount in a special type of non-
assignable, low, or no-interest-bearing United States Government
bond. The amount so invested, within the maximum permitted,
would constitute an exclusion from ross income.

When the taxpayer decides to casI a bond in some later year, the
proceeds would be ineludible in income at that tihne. Any bonds
still on hand at date of death could be cashed by a named beneficiary
or other, successor who would be required to pay the tax.

This latter treatment is not novel, Section 120 of the Internal
Revenue Code requires the recipient from a decedent of previously
untaxed income to pay the tax. And the present pension trust pro-
visions similarly require the employee's beneficiary to pay the tax on
amounts received after the employee's death.

To guard against avoidance by the deliverate cashing of bonds in
a year of large losses, it is simple enough to provide that losses cannot
be offset against proceeds of these bonds.

That, gentlemen, is the substance of my proposal. It corrects an
obvious and long-standing inequity by a method which entails no
undue administrative difficulties. In addition, I maintain that, if
adopted, it would also achieve the following results:

1. Stimulate the incentive to work-partcularly among the man-
agerial and professional groups of our economy.

2. Encourage reasonably early retirement and thereby keep fresh
blood obursing through the main arteries of our economy.

8. Provide a much, more realistic social security than we have at
present, and do so by means of a privately operated ncchanism.

4. Reduce the amount required annually for interest charges on
the public debt, and at the same time spread the ownership of such
debt amongot a wider segment of the population than is presently
the e00 

1.

5. Stabilize receipts from the individual income tax by shifting
some portion of collections from yoay of peak prosperity to years
of depresed economic activity. /

ii
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6. Supply a reservoir of purchasing power which could be tapped
in years of declining employment, while tending to absorb excess
purchasing power in inflationary periods.

7. Correct the unfair impact of our present surtax rates onpearned
income without involving us in a loss of revenue incident to the
granting of a straight earned income credit.

8. Make available more risk capital for job-creating enterprises
by releasing funds for that purpose in the midll- and upper-bracket
groups otherwise earmarked for retirement purposes.

9. Give the lower-income groups what will amount, in many cases,
to an unused exemption and dependency cre(lit carry-over.

10. Afford a moderate averaging device for individuals with
fluctuating incomes without involving us in the administrative prob-
lems connected with all such devices which have been advanced to
date.

In 1943 Congress adopted a pay-as-you-go plan. Gentlemen, I urge
the adoption in 1947 of this save-as-you-go plan.

The CHAIRMAN, Any questions?
(No response.)
The CHAIRMAN. Thank you very much for coming, Mr. Silverson.
Mr. SILVERsoN. Thank you Mr Chairman.
The CHAIRMAN. Mr. B. A. Javite?

STATEMENT OF B. A. JAVITS, VICE PRESIDENT AND GENERAL
COUNSEL OF THE INVESTORS LEAGUE, NEW YORK, N. Y.

The CHAIRMAN. Mr. Javits, will you be seated plewe. Give the
reporter your full name and your business.

Mr. JAVITS. Benjamin A. Javits, a lawyer, I am also vice president
and general counsel of the Investors League.

The CHAIRMAN. Proceed.
Mr. JAVITS. I want to thank the committee for permitting me to

appear hero on behalf of millions of men and women who are the for-
gotten men anld women of this day-the little investors. There are
about 50,000,000 of these and al out 20,000,000 of them own in-
dustrial stocks and bonds, over half of whom are women.

We also represent men and women on Main Street., who are the
voters in American industry. American industry represents bout
80 percent of our way of life.

We want to lower the price of government, we want to better it,
we want to increase the value of citizenship, and we want to provide
more income to the people and to the Government by the proposals
we are about to make. The Investors League is in thorough accord
with the necessity for having a Federal tax program wh ch would
accomplish the two things so essential to our security and progress-
(1) sufficient income to carry the increasing burdens of our national
responsibilities; (2) to provide a tax program which would not unduly
burden the small earner and which, at the same time woulh provide
sufficient incentive for tile drive that made this country the greatest
'industrial power the world has ever seen so that we can effectuate
the national and international commitments already made and
which may be made.

Goe?-Ts
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It would seem to me that the initiative, ingenuity, and the intensive
work for which our industrial leaders are famous could be best capi-
talized by providing incentives for these leaders to create more and
more wealth for all and by their efforts increase the earning power,
especially in the lower brackets of workers.

It is this whole scheme of providing incentive taxation with which
we can fire the ambitions of thousands upon thousands of Americans,
especially ex-GI's, who are now in our schools and colleges getting
ready to participate in our free enterprise system when their educa-
tion is completed.

We can only have one President of the United States but we can
4ave many, many thousands of people successful in business.
1 It is also all too easily forgotten that it requires over $6,500 of
investment capital to put one industrial worker to work.

The Investors League has the following specific recommendations
to make:

(1) A 10 percent reduction of individual income taxes across the
board, effective January 1, 1947. In the present state of world un-
certainty we must not only be exceedingly productive but we must
also be exceedingly strong, both financially and physically.

(2) We propose limiting the top bracket of combined normal and
surtaxes on individual income to 66S percent of individual earnings.
No bracket should be more than two-thirds of a man's earnings.
This would leave the present tax against invested earnings as you
have ito as it may be modified,

We believe that although this might in the first instance cost the
Government % loss of taxes, it would succeed in bringing increased
revenues into the Treasury from taxes on additional thousands of new
workers and on increased earnings of old workers. The young man who
is successful is tempted to pause in his tracks under the present tax
structure when he has reached an earning base of somewhere between
ten and thirty thousand dollars instead of going on as he should and
give us hundreds of new Henry Fords, of Thomas Edisons, and
Charles Ketterings.

The tax on large Incomes is too great to provide any real incentive.
The strength of this country lies in its productive power which springs
from its industrial leadership. The matter are eing destroyed b)
taxing brains, initiative, and that industrial genius which has made
us what we are and of which I have just spoken.

We must, also remember that the personal wealth of anybody
today also adds to the total wealth of te Nation, so that even if we
were permitted to retain it we would still have it in the common pool.

Whether we invest our money in stocks or bonds or lpave it in the
bank, it goes to make jobs and prosperity where the climate for free
entePrise is healthy. Penalty taxation on brains and initiative
should not be the policy of this Government. In any event there is
io hurry about it because the Governent is always a senior partner
when death comes, as far as taxes are concerned.
- We recommend also that all single individual earnings from $500
up to $1,000 pay a flat rate of $25 as a tax to the Federal government.
For married people who earn above $1 000Ao $2,000 we recoixunend a
total flat rate of $50. We believe thafrabove $2,000 for married
people and above $1,000 for single i4diyiduals, the x rates should
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apply consistent with the above as they may be worked out by
onress.
We believe that people in the lower-income brackets should par-

ticipate in paying a small share of the Qovernment expense, but that
they should not be penalized in these days of high living costs. It should
be the purpose of our tax structure to provide these people in the
lower-income groups with more money to spend. People in these
lower income tax brackets have a sufficiently hard time getting along
as it is and should be asked to pay only a Federal tax which will make
them conscious of their participation and their obligations, taxwise.

Although these next items are not perhaps strictly within the pur-
view of these hearings, they nevertheless have a relationship to the
taxes of the individual.

We recommend the reduction of capital gains from 25 percent net
to 12% percent immediately. The whole theory of taxation on capital
gains is unsound and unrealistic.

During the war there was some reason for these taxes, but there
certainly is no real reason to continue them. If they are to be con-
tinued on the basis of 12% percent, the holding period should be elimi-
nated after January 1, 1948. Certainly it is an unfair principle of
taxation to penalize an owner of property when he wishes or can make
a switch from one form of property to another. We' believe that the

pital-gains tax should be elitninated entirely as soon as possible.
(5) We favor a continued reduction in the combined normal and

surtaxes on corporations. We believe that, present taxation on the
property of corporations is essentially unsound. These are the
makers and creators of American wealth, and they should be induced
to invest and reinvest more and more in making the whole country a
wealthier and more productive entity, Thus greater security would
be provided to workers.

We believe, with many others, that corporations are the instru-
mentalities which should receive encouragement to greater and
greater earnings; that these earnings, however, when they come to.
the individual, should be taxed.
' We have no specific recommendations as to how much the combined

normal and surtaxes on corporations should be reduced, but we favor
gradual reduction until the burden is principally transferred to the.

'individual beneficiaries of our corporate activity, who are the stock.-
holders the workers, and the executives.

(8) We favor relief from double taxation on corporate earnings
begining January 1, 1948, We believe that such moneys as are paid
out of corporate funds for divends should not be taxed to the corpora-

c tion, but taxed as incomes to the individuals. It may interest this
body to know that we have received in our Washington office petitions
signed by over 100,000 individuals requesting us to petition you for

'relief from this tax.
Other nations have learned that their industrial leaders and in-

" '. dustrial leadership must be encouraged by providing incentives so
t at they e1oy a relatively substantial part of their earnings. For

o instane, in ussia, as you know, the average industrial head is much
9 more prosperous than he is here as far as income is concerned,
A, We can have only one, President of the United States, but we cai

have tens of thousands of successful businessmen and business exeou-
tives. Ti is .the great strength of this Nation, and we must do
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overthg in our power, especially through a sensible tax 'plan, to
swell indmprove the ranks of leaders.

These tax suggestions we make are principally for the purpose of
encouraging investment capital. In the words of the former great
Chief Justice we repeat, "We power to tax is the power to destroy,"
and I am an-re you men are very conscious of that. W e have a few
suggestions as to bow we might save some money in operating the
Government. agencies, and if you are interested in those I should be
glad to give ,heia to you. That is the end of my statement.

The Cenau4AN. Will you file them for the record, please.
Mr, JAViTS. Yes.
The CrAIp'mAN. Thank you for coming, Mr. Javits.
(The statement referred to is as follows:)

The following suggestions are made by me as an individual and not as attorney
for the Investors League, although I believe that the Investors League is interested
in helping economy in government.

First: it is essential that a great many Federal employees now on the pay roll,
which 1 understand is double the number we had in 1939, be taken off.

Second, there should be the same incentive for employment in Government
set-up as there is in piivate industry, Every Government department, including
the Army and Navy, should, therefore, have a Civilian Award Board. This
civilian board, membership of which should be changed from time to time, should
make awards to every Government employee for what he is able to save the
Government in tithe money, and in other directions. It would seem to me that
this would be especially effective in the tax department and in the Army and
Navy Departments. In the tax department there is no real incentive for the
employees, especially the investigators, to get the many millions and possibly
billions to which the Government is entitled. As far as the Army and Navy
Departments ate concerned, there, too, there should be -greater incentive to
practicin economy and doing a better job.

I wourd also recommend that all awards be tax free. I believe that this
suggestion, together with modification of the tax laws, as above, would first take
offtthe premium on dishonesty on the part of taxpayers which the present laws
now create and, second would give us a spirit in the ranks pf Government
employees that would sulstantlal y reduce our cost of government.

BENJAMIN A. 'JAVITs.

The CHAIRMAN. Henry H. Wolf.

STATEMENT O HENRY H, WOLF, NATIONAL LAWYERS GUILD
COMMITTEE ON TAXATION

The CHAIRMAN, Mr. Wolf, will you give the reporter your full
nome and your business?Mr. WoLP;, Henry. H. Wolf, attorney, practicing in New York,
I am here representing the national committee on taxation of the
National LawYere Guil.

Mr. Chairman, on behalf of the national taxation committee of the
National Lawyers Guild I want to thank the Committee on Finance
for this opportunity to prsefit our view on taxation to the Senate.
Your concept of open hearings is in direct contrast to that of the House
Ways and Means Committee, inflation

The major problem which our country faces is tile spiraling inflation
of prices. The emasculation of price'control logislationl by Congres
and the subsequent elimination of price control by administrative

,* action have brought in their wake syM'ocketing rises in the cost of
living. Notwithstanding the promises ofthe Natitonal Association of
Manufanturers that the death of prksi controig would result in prices

-whic1 .the Atn4losa 'People can 1ord to l Iy, price have not ds.
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clined. Instead, they have steadily increased. For example, the
consumer is faced with housofurnishing prices vhich are at least 25
percent above the 1945 average. He pays at lest 24 percent more
for clothing and 36 percent more for food. According to the Bureau
of Labor Statistics, the consumer price index advanced to a greater
degree during 1946 than in any year since the first World War and is
now at an all-time high.

In his speech last week, the President warned that ""ie economic
skies are not clear." This is a mild description of a cr. d situation.
The vast majority of the economists in our country are predicting
an economic casualty in terms ranging from recesion to depression.
As the influential financial publication, Barrens, put it recently, "The
1947 depression; recession, or shake-out, whichever one calls it, has
advanced in rank from a fear to a fad."

The Nation faces the calamity of boom and bust, through the
danger that prices will outrun the ability of our people to buy back
the goods produced by our economic machine. "

Two widely disparate facts stand out strikingly in the economic
picture. The repeal of the excess-profits tax, coupled with high prices,
has made 1946 corporate profits after taxes the highest in American
history. Inflated prices have confronted the average Ameican family
with a struggle to provide food, clothing, rent, and other necessaries
of life out of the rapidly shrinking dollar. Real take-home pay has
dropped substantially whie prices and profits soar. We face a pre-
cipitous economic collapse, after a short-lived boom, because of thisdiswirity.

e must focus our attention on this fact because it is the key to
the formulation of our fiscal policy.

Fiscal policy can be an effective tool in staving off a depression.
It is, however only one tool in the fight against depression and unem-
ployment. Neither fiscal policy nor any other single measure can
insure maximum employment. But we do know that depression and
unemployment are not inevitable; solutions are at hand, and we must
employ every weapon, one of which is the implementation of a sound
fiscal policy-the Government's policy for raising and spending
money.

Taxes and public expenditures have a vital role in maintaining
consumer demand and [ull employment. I

Our fiscal policy must be planned to maintain a growing capacity
production and a level of consumption which will, year after year
absorb this expanded production. The gap between production and
consumption has been a major factor in producing the periodic
depressions which have caused much ill to our people. That gap
which is produced by inadequate purchases of consumer goods and
insufficient investment of savings in capital goods in expanded and
new Industry must be closed, Our fiscal policy must assist the great
bulk of the American people constantly to increase their purchasing
power and investors to pour back savings and excess funds into
expanding production to a point which wil close the gap betweenI production and consumption. 'The best incentive for investors is
expanding Industry, which is possible only if purchasing power is

; maintained at thehighest levels.'
SPresumabjy to asAt the Nation in meeting the crisis of an Impend,

, g depression, the House of 1Representatives has passed and this
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committee is considering the Individual Income Tax Reduction Act
of 1947, H. R. 1.

This bill would reduce by 30 percent the tax of individuals with
surtax net income of $1,000 or less; by 20 to 30 percent the tax on
surtax net incomes between $1,000 and$14,000; by 20 percent the tax
on surtax net incomes between $14,000 and $302,000. It also proposes
an additional exemption of $500 for taxpayers of 65 years of age and
over, deducting therefrom, however, such pensions or annuities as are
paid under the Social Security Act, the Railroad Retirement Act, and
others of this nature.

H. R. 1 was presented to the House of Representatives as a measure,
the sponsors of which had considered the tremendous rise in the cost
of livimg since 1939. It is cited as containing a "cost-of-living reduc.
tion."' It is presuned to contemplate the "special need for tax reduc.
tion in t", lower income group." Chairman Knutson of the Ways
and Means Committee of the House referred to H. R. 1 in the House
debate as "a fair bill because it recognizes that the little fellow is
having a hard time."
Th~ alleged fairness of H. R. 1 is illusory. Its "equality' is spuri.

ous. It is a discriminatory tax bill which favors the wealthy while
providing for substantial taxation of those whose incomes are below
that required for bare subsistence. Analysis of the bill will support
the foregoing description. a

H. IL. 1 permits a married 'person with two dependents with a net
income of $2,500 annually to secure an annual tax reduction of $28,
te equivalent of less than 3 days' earnings. But 9, taxpayer with an
annual net income of $25,000 would have his taxes reduced by $1,704,
a saving of almost 4 weeks' income. If his net income were $300,000
the taxpayer would save $46,746, equivalent to almost 8 weeks'
income.

The CHAIRMAN. At that point, Mr. Wolf: The $2,500 man works
how many days for the Government to pay his present tax?

Mr. WOLF. I would.say approximately a week and a half.
The CHAIRMAN. What percentage of his income is payable in taxes?
Mr. WoLy. First, I would revise the previous figure to about 2

weeks and then say that that would be roughly about one twenty-fifth
of his income.

The CHAIRMAN. A man with a not income before personal exemption
of $2,000 does not pay anything at the present time.

Mr. WOLF. That is right, a married man with two dependents.
The CNARmAN. A man with a net income of $2,500 before personal

exemption retains 97.34 percent of his income, does he not?
Mr. WOLF. That is quite right, under H. R. I.
The CHAIUMAN, Let us put that in relation to the $25,000 man.

the $25,000 man after paying his taxes, retains 72.73 percent of his
income as spendable is that right?

Mr. WoL. Yes, sir, under .RI. 1.
The CHAnTMAN. Proceed, please.
Mr. WoLw. Under f. R. 1 the effective rate of reduction to income

for mauried person with two dependents with incomes between $2,500
apd $10,000 vares from 1.1 percent to 3.7 percent. However, the
effective rate of reduction to income f grsimilar permns with incomes
in the higher bracket. jumpt rom 0.80 percent for comes of $25,000
t9 ! p: t for incomes of $300fp. i m o $25,
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Incidentally, I would like to interrupt to say that with respect to
the figures you quoted a moment ago, Mr. Chairman, that this state-
mont will later develop the position of retained income in relation to
taxes paid. The bill before the committee will give to a married man
with two dependents-

The CHAIRMAN. The figures I gave you are in terms of spendable
income after payment of taxes.

Mr. WOLF. Yes. That is quite right.
The CHAIRMAN. And that will apply directly to retained income,

will it not?
Mr. WOLF. Indeed. However, it must be noted that these per-

centages have changed very, very considerably since 1939, which, I
assume, would -be considered a much more normal year than 1946 has
been.

The CHAIRMAN. 1939 would produce 5 or 6 billion dollars' worth
of income taxes and now you are producing $19 billion worth of inconle
taxes.

Mr. WOLF. With a very substantial increase in national income.
The CHAIRMAN. Yes.
Mr. WOLF. The bill before the committee will give to a married

man With two dependents earning $2,500 a year additional take-home
pay of 1.1 percent. With annual earnings of $5,000 his take-home
pay will be increased by 2.7 percent- and if he earns $10,000 he will
receive additional take-home pay oi 4.6 percent; but the $25,000 a
year man increases his take-home pay by 10.3 percent; and the man
with a $300,000 net income, under the guise of equity, and to "comn-
pensate" for the increased cost of living, will* be taking home an
additional 70.6 percent.

The Ways an-d Means Committee reported to the House of Repre-
sentatives that H. R. 1 will decrease tax liabilities in the calendar
year 1947 by approximately 3.8 billion dollars. Of this tax saving,
39 percent woTld go to 4 percent of the, taxpayers, those in the not-
income class of $5,000 or more. Three-tenths of 1 percent of tax-
payers, in the net income class above $25,000, would secure, under
H.R. 1, more than 20 percent of the total tax savings provided by the
bill, approximately the same amount of tax savings as that' provided
for the 52.7 percent of the taxpayers who are in the net-income class
under $2,000. The inequity of H. R. 1 will be apparent to anyone
who reads these figures.

Tire CHAIRMAN. The larger amount of the tax reduction contem-
plated in H. R. I goes to persons of $6,000 or less per year, does it
not? I

Mr. WOLF. The slightly larger amount. I would still, however,
maintain that there islittle eqity in giving to three-tenths of I per-
cent of the taxpayers approximately the same tax reduction as that
given to 52.7 percent of the taxpayers.

The CHAIRMAN. So that is premised on your theory that there is
equity in the rates of taxation on the incomes above $5,000?

Mr. WOLF. That i predicated on the theory that the tax ratesiat the present time maintain the principle of the ability to pay. We

believe that the head of the family of our--
The CHAIRMAN. On the principle of ability to pay, when you get

I to the tax-reduction period, is not the 5-percent reduction in tax a
sufficient reduction to support the principle of ability to pay?q
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Mr. WOLF. That does not necessarily obtain because the ability
to pay is based to a large degree on the means of livelihood of a large
bulk of the people in the United States.

The CHAIRMAN. That is the reason why the man we discussed
only pays about 3 percent of his income, and that is the reason why
the fellow in the highest bracket pays 85 or 87 percent of his income.

Mr. WOLF. That is quite trud.
The CHAIRMAN. That is precisely the illustration of ability to

pay, is it not?
Mr. WOLF. I would say ability to pay would be more precisely

illustrated if you first determine what the minimum necessity for a
standard of living was and then started to predicate your rates from
that basis upward. -

The CHAIRMAN. Do you not think that the rate that exists in the
present'law is a recognition of that?
'Mr. WOLF. 'o a degree; yes.
The CHAIRMAN. Why certainly. The man with the low income

would not be getting off with a 23 or 3-percent tax rate if he were
able to pay more.

Mr. WOLF. Your.2 or 3 percent is predicated against his entire
income, I take it, before personal exemption?

The CHAIRMAN. The $2,000 man, under present law, pays 3.8
percent net income before personal exemption. He pays 2.60 per-
cent under H. R. 1. Why do you suppose that rate is so low exceptin recognition of the principle of ability topay?

Mt'. WOLF. I am not contesting the fact that the theory of graduated
rates is in recognition of the principle of ability to pay.

The CHAIRMAN. Why would you have an'effectivq rate on an in-
come of $5 million a year of 85.5 percent except on the principle of
ability to pay? I

Mr. WOLF. We believe that the head of a family of four with a net
income of $2,500 will question the fairness of a bill which reduces his
taxes by 2 cents per day for each member of the family, when lie is
told that the head of a family of four with a net income of $1,000,000
will be saving almost $76 per day per member of the family.

The majority report on H. R. 1 Inade to the House expresses con-
cern.because the cost of living has risen very substw- iallY since 1930.
That this is nothing more than lip service is 111W ..ated by the fact
that a vast number of the 39,000,000 individuals who wore added to
the tax rolls by decreased exemptions during the war years are given
almost no relief at all. The heaviest burden of taxation is not shifted
by H. R. 1 from the backs of the low-income groups. We need merely
note that married persons with net incomes of $4,000 are required by
H. R. 1 to pay taxea which are 970,5 percent higher than those they
paid in 1939, whereas a married couple in the highest income bracket
Is brought back to 1939 levels of taxation, since his tax is increased
by H. R. I to the extent of nine-tenths of 1 percent above 1939.

The CnHAIMAN. The high bracket man was already in the high
brackets in 1939; was he not?
- Mr. WOL. Yec ,

The CHAIRMAN, Is that-not the basis oN your figures here? Those
results wouldnot obtain, would they, if hi rates hid not already been
high in, 1909?,

, I>
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Mr. WOLF. We admit that they were high in 1939, but we think
that the disproportion has become great (uring the war and will
become greater if H. R. 1 is enacted.

The CHA RMAN. I think you will find that if you apply a fiat reduc-
tion percentage in taxes--the number of times that the $25,000 man,
for example, pays more taxes than the $5,000 man-the ratio is pre-
served exactly.. We had a demonstration of that.
- Mr. WOLF. That is because you are utilizing the mathematical
calculation of cutting directly by one-fifth.

The CHAIRMAN. You areo preserving the relationship for better or
worse. If you want to assume that the present relationship is all right,
we are preserving that relationship.

Mr. WOLF. Yes; but you are preserving the relationship predicated
on war rates rather than a relationship predicated on peacetime rates.

The CHAIRMAN. That is right. The problem is where to get your
revenue, and if you took all of the income above the $5,000 group and
applied it entirely to taxes, you could not meet your fiscal burden.

Mr. WOLF. We are not suggesting that.
The CHAIRMAN. I know you are not, but I am using that to illustrate

to you why 6. happens that you have to reach into the low-income
citizen to get some taxes.

Mr. WOLF. Again, I would like to state that we would agree to the
necessity of taxation in the lower brackets predicated on a principle
that subsistence level without taxation should be maintained. We will
develop that further as well as the method of securing revenue.

The CHAIRMAN. How much would the take-home pay of the married
man with a family of 4 be increased if you gave him complete exemp-
tion--paying no taxes at all? _

Mr.WOLF. If a married man with 2 dependents earning $4,000
merely got an exemption of $2,500 for himself and his wife and $1,000
for the 2 dependents, his percentage of increase in spendable inetme
would be pretty close to 8 percent.

The CHAIRMAN. What would be the increase in his take-home pay
if u completely exempted the $2,500 man with two children?

. WOLF. Pretty close to 4 percent. That is, by eliminating the
$95 tax that he pays at the present time.

The CHAIRMAN. Proceed.
Mr. WOLF. Although they paid 90.2 percent of the total of the

Nation's individual tax bill for 1939, the taxpayers with net incomes
of $5,000 and over will pay only 45.8 percent under H. R. 1. On the
other hand, taxpayers with not incomes under $5,000, who paid 9.8
percent of the Nation's individual tax bill for 1939, will be required
by H. R. 1 to continue bearing the burden of the heavy wartime l;.abil-
ity by paying 54.2 percent of the total individual tax bill. It is
obvious that those who will benefit most as a result of the enactment
of H. R. 1 are those in the highest income brackots-persons in the
net income class of $100,000 and over; the class which, incidentally,
I more than trebled Its ranks as a result of the war.
I When we consider, fusthor, that in terms of 1930 purchasiag power
the value to a family of four of the present $2,000 exemption amounts
to less than $1,300, it Is apparnt that the concern of the proponents
of H, R. I because of the Impact upon the low-income groups of the
rse in the cost of living since 1939 is more apparent tan ral. Durng
the House debate, Representative Doughton stated thit "H. R. I
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is nothing more than a hurriedly conceived untimely, discriminatory,
and unsound patchwork of political expedicncey." An editorial in
the Wall Street Journal referred to the bill as originally introduced s
"unscientific." The'National Lawyers Guild contends that H. R. 1
is an unfair, inequitable, and undemocratic tax measure. It does
violence to the principle of ability to pay, and can best be described
in the words of Franklin D. Roosevelt as providing "relief not for
the needy but for the greedy."

We submit that H. R. 1 will not assist in staving off the coming
depression. Intead its enactment willcontribute to the economic
Ills of the Nation, since its provisions help to continue the present
squeeze on mass,;purchasing power. With an annual bill for direct
and indirect taxes which averages almost $1,300, and facing the highest
prices they have ever been required to pay, the 92 percent of the ami-
ies in the United States with total family income of less than $5,000
will not find in this tax reduction bill the relief they need to assist
them in their attempt to secure a decent standard of living. These
low-income families are responsible for the purchases which keep our
economic machine in operation. Unless they receive assistance that
machine faces a break-down.

The report appearing in the Federal Reserve Bulletin of June 1946
Mating to the concentration of savings in the United States reveals
that at the end of the war period, after years of scar, "',y of consumer
goods, 40 percent of the families i the United States had only 1 per-
cent of total individual liquid assets; whereas 10 percent of the fami-
lies had 60 percent of the Nation's individual liquid assets. A more
recent report of the Commerce Department reveals that savings de-
clined to $19 billion in 1946, a reduction of 43 percent from 1045.
During the first quarter of 1947, the decline has been even greater.
The report indicates that the bulk of the $19 billion has been saved
by the higher-income groups. The low-income groups cannot com-
pensate for reduced purchasing power through withdrawals from non-
existin savings. Instead, they will curtail their purchases, or go
into debt to maintain themselves at a bare subsistence level.

President Truman pointed out in his recent speech that millions of
American families "are postponing necessary medical care. They
have gone into debt in an amount 50 percent greater than a year ago.
They are doing this not through choice, but in ordet to make both
ends meet.'

The National Lawyers Guild believes that the 1947 tax bill must
contribute materially to, closing the gap between our vast productive
capacity and the ability of our people to consume the products of our
economic machine, This can be done only by easing the tax burden
on the lower- and middle-income groups-those groups which spend
Virtually all of their income, by maintaining high taxes on the upper-
income groups which spenA relatively littlq and whose savings are
largejby mating investment of savings sec me, at reasonable rates of
profit; and by creaing a climate in whih Aiherieian small business can
resist the presure of its monopolistic competitors. To amist in
achieving these purposes we urge this cmnimttee to substitute for
H. R. 1 a bill which would provide that in ividual income-tax ememp-
tions be increased to the following amount:o $1,500 for a single person
and $2,800 for a married couple, with t o current $590 exemption for

..h dependent, cotinuing.
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To maintain and strengthen purchasing power and to implement the
democratic principle of taxation according to ability to pay, personal
income-tax exemptions should be r aised to a level sufficient to maintain
a family at a mmunum standard of health and decency. No taxes
should be levied on any taxpayer whose income is below this standard.

The most authoritative study of the budget which is necessary
to maintain a i.mily of four in a large American city at a minimum
standard of living in health and decency is the Heier committee
budget. At the price levels of September 1940, this essential minimum
budget was computed at $3,576. Although the cost of living has
risen substantially since that time, we are proposing a level of tax
exemption which will leave a family of four with an untaxed income
of $3,500. Any amount of exemption below this will result in an
equal amount withdrawn from current purchases with consequent
damage to an economy which must continue to expand. Each ollar
of exemption below $?,.100 will mean reduction of food, clothing,
housing, or medical c|v,, in the value of such an amount for the
members of the family, with consequent damage to the health and
welfare of the Nation.

The exemptions proposed by the National Lawyers Guild are not
excessive in terms of prior revenue acts. From 1925 through 1939
the exemption for a family of four ranged from $4,300 to $3,300.
Comparing present price levels to those of 1939, we find that tht
real value of an exemption of $3,500 for a family of four is approxi-
mately $2,250.

The CHAIRMAN. Your point there goes all the way across the
economy; does it not?

Mr. WOLF. I think so. The major portion of the tax savings which
would result from the adoption of our proposal would find its way
into the stream of commerce and, by helping to bolster mass pur-
chasing power, would assist in insuring a stable markbt for business.
Such a market is the only real incentive for business investment.

In contrasting the tax effects on a family of four of the National
Lawyers Guild proposal and those of H. R. 1-the attached table
incidentally will supply a full contrast in various income leves-it is
evident that our proposal benefits those with not incomes through
$10,000 to a far greater degree than does H. R. 1, but that for incomes
above $25,000 the reverse is true. The taxpayer with a net income
of $2,500 saves $95 rather than $28, and thus adds almost 3 percent
more to his spendable income than under H. R. 1. The $5,000 annual
tot Income recipient saves $304 and thus increases his take-home pay
.by 0.9 percent, whereas under H. R. 1 his take-home pay would have
increased only 2.7 percent. The man whose net income amounts to
$300,000, however, under the National Lawyers Guild proposal would
save $1,250, an increase in spendable income by 1.9 percent, rather
than, as under l. R. 1, 70.5 percent.

The upper income bracket taxpayers whose rates should not be
chage 0,,nstituto the group that possesses the heavy saving of funds
which, when not invested, hamper the economic machine and exercise

depressing influence on our economy. A good portion of their
Income must be siphoned off through taxation so that the Government
Will have its required revenues. We do not believe that the present

Rates in the upper income brackets are such as to make investmon
Si ttraotivo, provided investors ca" be asured of safe investments ans4d
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a steady fl A of Income, albeit at, lower rates than have sometimes
been earned; This, safety of investment can be provided only in an
expanding economy, a sine quo non of which is the highest possible
level of mass purchasing power.

To argue, as do the proponents of H. R. 1 that the present upper
income bracket tax rates are impeding the fow of incentive capital
is to ignore reality. Interest rates are low and business loans are
expanding. Representative Lylch reported to the House that busi-
ness loans during theweek ended March 12 amounted to $193 million,
and thus reached a high of almost $11 billion, or $3% billion over the
previous year. The increase of outstanding business loans was more
than $5 billion in-1946, a gain larger than any for a 12-month period
since 1919-20.. Secretary Snyder reported to the Ways and Means
Conumittee that in 1946 there was an increase in the number of
operatin* business firms of 369,800 over 1945. By mid-1946 all of
the wartime decreases in the business population had been made up
and the number of operating business firms now exceeds the highest
prewar level. .

In considering tax legislation for 1947, this committee should not
forget that substantial relief was granted to large income recipients
during 1946 through the reduction of 3 percent in surtax in each
bracket and a 5 percent across-the-board tax cut.

The CyAzRMAN. How many men were taken off the rolls?
Mr. WoLy. I believe about 12,000,000.
In the present economic climate, therefore, although the rate reduc-

tions contained in H. R. 1twill benefit largely the uppr income groups,
they will not stimulate incentive capital. Nor will they aid to any
degree in increasing the purchasing power of the American people.
Passage of H. R. 1 will facilitate boom and bust and should, there-
for, be rejected. The National Lawyers Guild proposal to increase
personal income-tax exemptions, on the other hand, fits the economic
needs of the Nation.

In order to compensate for the reduction in revenue which our pro-
posal would entail, and to provide for substantial debt reduction, we
urge the restoration for the year 1947 of thp wartime corporation
excess-profits tax, without carry-back. However, to assist "nall busi-
ness we suggest that the first $100,000 of profits should be exempt.
The CHAIRMAX. Have you broken down who would bear the cost

of that restoration Of excess-profits tax, what percentage to consumer?
What percentage to" workefT? What percentage to the dividend min?

Mr. WoLF. No. We have been unable to do that. We believe
however, that in light of heavy corporate profits during 1948 and
previous years, the large corporations are well able to pay the amount
that is involved., In fact, as we devel6p this statement you will
vote that the corporations have been treated much more gently in
recent years in contrast to the treatment of individuals than had been'Oin previous ears.

Since 1944, individuals, through the incomte tax have borne a dis-

proportionate share of the Nation's tax burden. Whereas prior to that
yar corporation income and excess.protits taxes had customarily
exceeded individual ihoome tax collectloip, for the fiscal year ended
Jun6 30, 1944, the individual income ta accounted for 47 percent of
tho total Federal tax revenue-" socP01i.ecurlty taxes.
Vorpo nstionsl wever, paid income d profit taxee of bnly 80 per-
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cent. The contrast for the 1946 fiscal year was even greater, since the
corporate taxes accounted for only 32.7 percent, while individuals paid
income taxes amounting to 47.5 percent of the total.

Incidentally, in the President's budget estimate for fiscal 1948, you
will note that tax receipts would require payment by individuals of
51 percent as contrasted to payment by cor orations of 22 percent.
. In addition, it should be noted that at the Treasury estimate of a
1947 level national income of 165.6 billion dollars, corporations will
benefit from the revenue reduction contained in the Revenue Act of
1945 in the amount of $5,238,000,000, whereas, individual income tax
reductions amounted to $3 800,000,000. Corporations in this country
are well able to provide additional reve. -e to the Treasury.

While the total compensation of empoyees in the United States
shrank almost $5 billion from 114.5 billion dollars in 1945 to 109.8
billion dollars in 1946, corporate profits, after taxes, during the same
period increased 3 billion to a total of $12 billion. Comparing the
profits for 1946 with "the 1940-45 average profit of 8.9 billion dollars-
m itself 5 billion dollars more than the 1936-39 average-it is evident
that the pattern of wartime profits has continued after the war.

The CHAIRMAN. What is the effect of wage raises on those profit
statistics?
. Mr. WOLF. It appears that the wage raises given in 1946 had very
little effect in decreasing corporate profits but instead permitted the
highest corporate profits that they have ever had. I should think the
effect would be very little, particularly in the light of the fact that
it is our contention that corporate profits, and individual business
profits, will continue to rise if, and only if, purchasing power exists.

corporations can't make money-nob6dy can make money-unless
there is a market for the products they produce.

The CHAIRMAN. I do not think anyone would dispute that, and I
think that you 'have got to enable the corporations to continue to
produce.

Mr. WOLF. We have.seen no evidence that this we will stop.
The CHAIRMAN. No, and we do not want to.
Mr. WOLF. They continued to produce during the war and they

continued to produce under an excess profits tax.
Tite CHAIRMAN. We dc not want it to stop.

* Mr. WOLF. Undoubtedly. We are in wholehearted accord. Ac-
cording to the National City Bank, 2,900 leading corporations earned
9.6 erceht on their not, worth in 1946. This was a rate of return
4. Higher than for all corporations than in the boom year of 1929.

Of the $12 billion of profits after taxes, which corporations earned
in 1940, $5 billion was paid out in dividends and $7 billion retained
in already swollen treasuries, A large portion of these funds went
fito inventories which not only encouraged price increases but will
lso serve to intensify any recession arising through the drying up of

!orass purchasing power.
The CHAIRMAN. Do you believe that a corporation should operate

'without inventory?.
Mr. WOLF. Undoubtedly not. We believe, however, that the

,i'' uvOutoris are swollen and so do most of the economists in theCountry today....

The CHAIRMAN. What happensto that money in the, Traeuryt?
,k't does not lie there Idle, does It?
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Mr. WOLF. I am not tully cognizant of what happens to all of it.
The CHAIRMAN. Some of it goes for plant expansion, does it not?'
Mr. WOLF. Undoubtedly.
The CHAIRMAN. Some of it goes for inventory, does it not?
Mr. WOLF. Undoubtedly.
The CHAIRMAN. And some of it goes for reserves?
Mr. WOLF. That is right. Incidentally, plant expansion, to a

degree, and reserves for depreciation, as you know, are not taxable.
The replacement of plant by the -corporation is adequately taken
care of by depreciation rates that exist, at the present time. For
most of the large corporations, certainly.

Incidentally, might point to one place where some of it has gone.
Figures on the corporation accumulation of funds show that whereas
in 1930 corporations had cash on hajid and in banks, amounting to
$10.9 billion, in the third quarter of 1946 they had cash on hand and
in banks amounting to $22.3 billion. In 1939 they had in Govern-
ment bonds $2.2 billion and in 1946, $16.2 billion, that is, for the
third quarter of 1946. So that the total increase now runs pretty
close to $35 billion since 1939. Increases in what in effect were the
liquid assets of the corporations.

The CHAIRMAN. You have had an increase in the population, you
have had an increase in the dollar value of business and a decrease in
the value of the dollars. That operates exactly for the corporation
as it operates on the individual the decrease in the value of the dollar.

Mr. WOLF. Undoubtedly. TPhde dollars in corporate treasuries are
not worth as much at they were before.

The CHAIRMAN. Of cours.
Mr. WOLF. It is not as important however to the corporation as it

is to the income recipient In the low-income levels.
The CHAIRMAN. Does not the corporation buy goods?
Mr. WOLF. The corporation does not have to spend all its money.
The CHAIRMAN. Does not the corporation have to spend money

for increased wages to accommodate the increase in living costs?
In what respect is it not as important?

Mr. WOLF. Because the corporation doesn't in effect live on what
might be called a spend-as-you-go basis. The low-income recipient
must-he must spend every dollar of his wages to live. He has to,
to exist. He cannot exist otherwise. The mere fact that the cor-

rations have been able to increase their holdings of liquid capital
the amount that they have is, I think, illustrative of the fact that

they aren't operating just as low income individuals do.
The CHAIRMAN. A corporation buys goods every day.
Mr. WOLF. Surely.
The CHAIRMAN. It pays wages every day. It pays interest every

day, does it not?
Mr. WoLr, That is true.
The CHAIRMAN. Of course, and it pays it in the same kind of

dollar that the worker receives,
Mr. WOLF. Notwithstanding all of the expenditures of corpora-

tions, it does remain a fact that the amount of accumulated liquid
reserves of capital in corporations today'ls a tremendous amount.
'The CnA IRMAN. Is that not a fortunate thing? I mean, they have

got to replace their worn out maahinry, They hove got to expand.
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They have got to provide tools for your workers. How could they
do that if they did not have reserves?

Mr. WOLF. Again, I would like to make clear that I am not con-
testing the need for reserves in corporate treasuries or the need for
reserves in any business treasury, particularly today.

The CHAIRMAN. If you are not contesting that then we have no
point of difference between us.

Senator JOHNSON. The witness has stated that the corporations can
stand a heavier tax.

The CHAIRMAN. Yes.
Senator JOHN60N. And I thought he was proving his point by

pointing to these reserves.
Mr. WOLF. Corporation earnings for the first quarter of 1947, are

at an annual rate in excess of 23 billion dollars before 'taxes and $15
billion after present taxes. If $5 billion are aid out in dividends
this year, and there is as yet no indication that the dividend rate
will be increased, an additional $10 billion will be retained by American
corporations. In 1929 American corporations were able to retain only
2.6 billion dollars after payment of dividends.

It must be emphasized that these excessive corporate profits are
war-developed profits, since they stem from war-induced scarcities
which will continue through 1947. They have been reaped as a direct
result of sacrifice and shortages endured by the American people during
the war. Reenactment of the Wartime Excess Profits Tax for 1947,
without carry-backs, will weaken the incentive toward the continua-
tion of .the inflationary price increases which arc a major force in
driving the country toward a critical economic collapse. Not only
would the enactment of such a tax help to curb profiteering, but it
would also increase the tax revenue of the Government so that greater
individual income tax reductions, with their attendant increase in the
release of purchasing power, can be affected. At the same time, the
revenues derived from such a tex would make possible adequate pro-
vision for debt retirement.

The committee will note that we have proposed an exemption of
the first $100 000 ofP*able income. This is to benefit the small corpo-
rations which do not have the financial resources of big business.
Their relative positions were considerably worsened by thehoavy con-
centration of war contracts in the large corporations. They must not
be eliminated from the dconomio scene. Sintco 1940 more than 1,800
formerly independent competitive firms in manufacturing and mining
alone-firms with 4.1 billion dollars of assets-have disappeared as a
result of mergers and acquisitions. Continuation of this trend would
be extremely damaging.

We must not repeat the grave errors which led to the depression of
the twenties and thirties. The American people demand that the
foundations of our national economy be strengthened. The time has
come for bold action on all fronts. An intelligent fiscal policy is a
powerful weapon in the battle to overcome the ups and downs of the
business cycle.

The adoption of the National Lawyers Guild tax program would re-
capture some of the excesive postwar profits of American corporations
and can help put a brake on prices, curtail the inflationary pressure of
large profits and big dividends, increase the purchasing power of the
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American people; safeguard our falling standard of living and act. as ,
mitigating factor in staving off a calamitous depression.

We believe the proposals we have presented today offer to the
American people a fiscal program which will contribute to a dynamic
expanding economy, maximum employment for workers, and fair
and steady profits for investors, coupled with" increased security of
investment.

(The table is as follows:)
Comparison of amounts of individual income tax unde the present law, under H1. R.

I and under the National Lawyers Guild proposal, for specified amounts of net
income and comparison of increases of spendable income under II. R. I and the
National Lawyers Ould proposal, for specified amounts of net income

Married person-2 dependents

Net income b6- Amount of t Amount of tax reduo. Percentage of tncrease
tto e emon t tlon In spendable tncome

National National NationalP re s e t . I I l a w y e rds n .w tw R . t L Al un i t I i 1 4 w y e

i............. $9 ..
5,000 ..... 1 0 to 133 ....... 67 190 2.0 6.7

$4000........... 304 W 70 28 2.1 7.8
........... 9No 471 2u5 1de 304 2,7 0. a

7 HA 104A 880 0 362 S.5 Ao.9
I (o0.%;. 1 e490 1,484 372 428 4.e t i .3

000 5,69 0W? 7, 0 1,704 820 10.8 6.0
A 0 0., 02, 49,841 61,001 124V 1,240 $ 3.1 :.

...... 70 180900 232403 36,297 70.0 3.9

Assumes txpayer Is under 06 years of aee

The CHAIRMAN. Any questions?

he CHAIRMANq. I believe there are quite at few facts that, might be
considered as counterfacts to your thesis, that have boon developed
in connection with somewhat similar presentations, so it would unduly
prolong this hearing to rehash tile whole field.

Mr.WoF. I would be very much interested in seeing them As a
matter of fact I requested copies of the daily print but Imiderstand

that since tie Ieorganization Act they are not available any more.
The CHAIRMAN. They will be available but are very much delayed.

We are having great trouble in getting the printed records.
Mr. WoeL, These printed records, Incidentally, would give the only

real opportunity for adequate rebuttal,
, The C.HAIRMAN. They give the Senate committee itself the only
opportunity for adequate study and we live great difficulty in gettingtthem on time. ..

Thank you very much for coming.
We will recess& until 10:30 tomorrow morning.
(Whereupon, at 1:10 p. m an adjournment was taken until Wed-

nesday, Apr. 80, 1947, at 10:60 a. m)
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WEDNESDAY, APRIL 80, 1047

UNITED STATES SENATE,
CoMMT'i-'E ON FINANCE

H 4ashgton, b. C.
The committee inu, pui-atunt to adjourninent, at, 10:30 a. in., in

roonm 312, Senate Office Building, Senator Eugene D. Millikin,
chairman, presiding.

Present: Senators Millikin (chairman), Taft, Bushfield, iawkes,
Martin, George, Byrd, Johnson, and Lucas.

Tie CHAIRMAN. Th hearing will come to order ple,
Mr. Lionel Edie, please?

STATEMENT OF LIONEL D. EDIE, PRESIDENT OF THE LIONEL D
EDIE CO., INC., NEW YORK, N. Y.

The CHAmnMAN. Good morning, Mr. Edie. We are very glad to
have you with us.

Will yOU give your full name to the reporter please?
Mr. EDIE. Lionel D. Edie, New York.
The CHAIRMAN. What is your business, Mr. Edie?
Mr. EDiE. I am president of the Lionel D. Edie Co., Inc main

work is economic studies and consultation and investment advisory
work.

The CnAIRMAN. How long have you been in that business?
Mr. EmE. About 1t y'eas.
The CHAIRMAN. Would you mind giving us a pretty good briefing

on yourself so that we can see your competence, a fact which is known
to your friends and those who are acquainted with you.

Mr, Emi. Before I headed this work of private consultation I
was in the university field, I was a professor of fiance at the univer-
sity of Chicago and a professor of economics at Indiana University
and lectured At other universities.

Up until about 1930 1 was a lecturer, and teacher in various uni-cormities.
* The CHAIRMAN. And since that time you have been-

Mr. EDJE. Since that time I have boon in private practice.
Tho CHAIRMAN. In private practice?
Mr, Em, Yes, sir.
The CHAIRMAN. Would it be appropriate (or you to give us some-

"Pi of the natuo of your practice and the nature of your clientele?
Mr. EDIM. Ourclientele is divided between Investment advisory

wprk for IndividuAls and funds, institutions, and on the otlkor hand'
a general consultant relationship with a variety' of Industrial cor-
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porations, retail companies, banks, insurance companies, and in that
capacity we are called upon to give our judgment as to the general
business outlook and the trends of various factors that affect business
and finance and investment.

The CHAIRMAN. Without naming your clients unless you wish to
do so, do they include very large and important industrial groups,
for example?

Mr. EDIE. Yes; they include several large companies and quite a
wide variety of types of companies.

The CHAIRMAN. And does that range through the-in addition to
industrial clients do you have clients who are in the merchandising
business?

Mr. EDIa. Yes, sir.
The CHAIRMAN. As I understand it, you do not have a prepared

statement, and that you do not wish to talk directly to H. R. 1, which
is the inmediate bill before us, but wish to limit yourself to business
conditions and what you see in the future and things of that kind?

Mr. EWIE. That is correct.
The CRAIRMA. The Secretary of the Treasury estimated income

payments in the calendar year 1047 at $166 billion and income pay-
ments for the fiscal year 1948 at $168 billion.

Do you think, Mr. Edie, that these estimates are realistic?
Mr. Edie, if you wish to make a general statement first, go right

ahead and male it.
Mr. EnDI. Well, perhaps that would be best, and giyo a little back-

ground for this question. Do you mind if I stand up to talk? I am
more accustomed to that and feel more at home.

The CHAIRMAN. You may.
Mr. EDIU. My remarks are directed to the general business out-

look. I shall not attempt to translate that into estimates of whgt
tax revenues would be at such a level of business, but rather shall try
to confine myself to the probable developments in business.

For this purpose it is necessary to make use of certain index num-
bers and I think that everyone is fairly familiar with the Federal
Reserve Board index of industrial production. This is a physical
volume index and is not affected by changes in prices. p

In the calendar year 1946, this index was 170. Since that time the
index has risen 'substantially and at the present moment is probably
in the neighborhood of 188 to 190.

In other word., 18 to 20 points higher than the calendar year
average 1940.I

Now, the question as to what happens next to that production
Index'involves a great many factors, As we know, there are many
questions today as to whether there is going to be a business recession.
There is a wide difference of opinion on that.

I would like to observe at te start that jwe don't assume that the
index will remain continuously at this veryihigh level of 188 to 190,
but allowing for various adjustments that are likely to take place in
the economy we think that the mopt reaonable expectation for 1947
alenda' tear is 180-10 points lower, ro Shly, than the peak of the

last monitor two.
The OAnt . Will you be good ptiough to toll us again, Mr.

Edles What in represent by 180.
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Mr. EDix. That is a physical volume index of industrial production,
and is a broad diversified index and generally accepted and used in
business circles as the most convenient and the most reliable way of
measuring physical volume of business.

The CHAIRMAN. What is the source of the statistic?
Mr. EDIE. It was prepared by the Federal Reserve Board and

where possible the index for each industry is in tons or yards or some
other physical unit, but in certain industries there is not available such
measuring units, and there they use man-hours as a physical measur-
ing device.

The CH^ntMAN. What is the time basis for 100?
Mr. EDIz. 100 was the average for the years 1935 to 1939.
Senator JOHNSON. Does it bear any relationship to the national

income?
Mr. EDim. Yes.
Senator JOHNSON. It bears a relationship but what I mean is:

What is the relationship? T
*r. EDIru. This is a physical volume index, and national income is

a dollar index. The national income payments are therefore affected
by fluctuations in prices and in wage rates, whereas this index is
totally unaffected by these fluctuations.

Senator JOHNSON. It is measured in dollars. When you say 180
billion you mean dollars?

Mr. EDni. I mean here an index number, This is not dollars.
This is a physical volume index.

Senator JOHNSON. Percentage?
Mr. EDini. If I talk of national incone payments Ahen I mean dol-

lars but here I sin ettin away from dollars and away from prices
entirely to get a pilysical volume index. Your income payments
would represent a combination of physical volume and price.

Senator BynD. Your fi re of 180 and the income payments are
$178 billion, are they notl They are nearly the same, are they not?

Mr. EDJM. That is purely coincidental.
Senator BYaD. There is some relation?
Mr. Ebsi. That is right, but that particular similarity is purely

a 6oindidence.
Senator BynD. Let me ask you one question which I am very much

Interested in., Of this 180, could you translate into dollars there the
tax revenue that would be derived from it, assuming that we contipue
the present taxes as they are?

Mr. Em. No. I have not made an analysis of that step. My
only way of being helpful on that I think is to say that if you know
whatyour revenues were for the calendar year 1046 when the index
was 170, why, if you are goin to be 180 in calendar 1947 presumably
your revenue should be a lltt e higher, but that Is a very loose way of
figuring revenues and'I think that later on it I give you some esti.
mates on what this means in terms of national income payments to
Individuals, that will give a basis for an estimate of W revenues
derived from personal income taxes, then if I give you an estimate of
all corporate earnings, that should give a basis for an estimate of tax
revenues from corporate taxes.

Now let me extend this to calendar year 1948. The most probable
figure or that calendar year is 175, which Is about halfway between
1046 and 1947 oalendan years.
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Senator BUSHVIELD. You are talking now about physical produc-
tion are you not?
Wr. Roll, Strictly physical.
Senator BYRD. That includes the products of industry and agri-

culture?
Mr. EniK. No, sir. This includes industrial production. It in-

cludes manufacturing and mining but not agricultural, except insofar
as it is reflected in food manufacture textile manufacture, shoe man-
ufacture, and so on, but does not include agricultural products at the
farm.

Senator BYRD. If we shipped a lot of wheat over to Europe it
would not include that if it had not been processed?

Mr. EDU. That is right.
Now, knowing that a tax bill relates to a fiscal year--
Senator LUoAS. May I inquire what you base the 1948 estimate

upon?
Mr. EmsE. What I base it o?
Senator LUCAS. Yes.
Mr. Emia. Well, it is based on our analysis of the individual indus-

tiWes that make up the index. Say there are roughly, .30 separate
industries-steel, automobiles, and so on.

Our method of trying to get the over-all index is to analyze each
one of those industries and to make the best estimate we can of how
much steel production there will be, bow many automobiles will be
turned out, and then combine those individual studies into the total
index.

Senator LUCA*. Your 1948 estimate is more speculative of course
than your 1947? '

Mr. Ems. Necessarily so.
Senator LUCAS. I presume that such an estimate is made upon the

theory that there will be little or no recession during 1948.
Mr. EvDx. Little or no is perhaps belittling it too much.. I am as-

suming in this case what I would cill An order y adjustment in industry
and that would mean, in terms of the index Aiumber, that from a
monthly peak of, rougidy, 188 it could dro down to 170 or 105-in
that range--and that would correspond wit? the calendar year figures
that I am using. , , I I .I

Now, if we were talking about a drastic recosoion we would have
soqlwhat.!ower figures and i will, in just a moment, l I may, give

you figures based on a drastic recession, which in my best judgment
does not necessarily have to happen, and probably would no happen,butnVkay hqtpen ....

, ' :. ' ' "

bu ,natory LUAN. You'ba this more or lss on what you term an

orderly adjustment?
Mr, Emu. That is right,
SonAtor LucAs, Bet~e~n now altd thq end 9 1048?,

$eiator LUACa. But if you take the figureofl 115 thlt you gavey9ou
do not look for any ma or depressiono ..There might, 1i some 'hght
dep rsion or orderly adjustment I take it., or

Mr. Ems. That is correct, but that wouldtlow fr a decline tompo-
rarily of 20 to 25 points in this index but w01d not allow for the level
of business to stay there, W Uqu z thn t, vwlsnp p back by the
middle or*late 194$. /
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My figure for fiscal 1948 would be 171, or about the same as calen.
(dar 1946.

Now, those are what I regard as the most probable figures, what I
think of as the calculated risk in making plans for the future.

Stmlator BYRD. Then to translate that into the present prosperity
of today or industrial level of today, it would be about 10 percent less
in 1948? 1

Mr. EDIE. No. Well, it would be about 10 percent less than the
peak, that is right.

Now, if you assume a drastic recession- and in this kind of work I
think experience teaches us that we must allow for the unexpected,
or we must allow for things that may possibly happen although we do
not regard them today as probable. So I have tried to translate this
into a set of figures based on a drastic recession.

Now, let me identify drastic recession in terms that will be; I think,
readily uniderstandable. Lt us suppose that there were 6,000,000
unemployed by the end of this year or early next year, and let us
assume that there were a decline of 15 to 20 percent in agricultural
prices, on the average. What would thps mean in terms of the
physical level of business-in other word,, in terms of these indexes.

Wall, it, would mean that the low quarter of this period ahead would
probably occui either the fourth quarter of this year or the first quarter
of next.

Senator GEoRo. You are speaking of the calendar year?
Mr. EDli. For the moment, yes.
Senator Gzonos. That is what I mean.
Mr. Em. Although I have this translated into tha. fiscal year as

well, if you wish. But at this point I mear. either the fourth
quarter of calendar 1947 or first quarter of caler.dar 1948.

The CHAIRMAN. What is your estimate of unemployment at the
present time?

Mr. EDI, About 29 million.
Senator MArntir. May I ask a question?

* Is 29 million about normal for our country?
Mr. EDIE. Well, it is a rather small normal.. That represents what

you might call shortage of labor, or pretty full employment. You
can have three to four million unemployed and still regard that
as relatively normal.

Senator MAnTIN, There would not be any danger to our economy
if we had as high as 4,000,000 unemployed.

Mr. EDvi. No. TAat would not be a, dangerous change, and it
would comply with orderly adjustment. When you get up to 6,000,000
or better you are beginning to get unemployment,,

Senator MARTIN, Thank you.
Mr. Env, This drastic recession, so defined, would mean about

15 , in this index, for the low quarter. Taking that as a criterion,
I would say that the calendar year 1947 would be 176 instead of 1800

In other words, it would Vake four points difference in this calendar
year. The reason it does not make any greater difference than that
In because you already have 4 months of this calendar year done,
and those 4 months have been at a very high level, and you can have
a ow fourth quarter and pull your average for the full.year up by the
high first 4 months, so the average for, the yea would probably be
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not below 176, which is 6 points above last year, even granting a
drastic recession by the fourth quarter of the year.

Now, in calendar 1948-
Senator BUHYIUILD. May I ask what you regard as a drastic

recession, Mr. Edie?
Mr. Ems. That is a drastic recession--dropping down to 156 in

the index.
Senator BUsePIsLD. I mean in terms of employment.
Mr. Ems. This would correspond with 6,000,000 unemployed.
Senator BUSHFIRLD. I see.
The CHAaRMAN. Your figure was 166?
Mr. Ems. 1586 for the low quarter.
Now, the calendar year 1948 average is bound to depend on how

lon you stay at that low level, whether you stay there ver briefly
anl pull. back up to a better level of business, and my best judgment
is that that Would ha pen-business would snap back rather quickly-
and hence by the end of 1948 we would be back to a fairly high level,
and that would give for the calendar year 1948 an average of about
169. In other words, allowing for a rather severe recession late this
year, this calendar year and early next calendar year, you should get
169 calendar 1948, whidh would be one point lower than calendar.1946.

Senator Bususwlim. Do you feel that there will be i severe reces-
sion?

Mr. EMnS. In my best judgment, ho; but I would not guarantee
that. o afield here where you cannot be sure of these things.
A point that strikes me as important in these calculations is that for tile
3 years 1946, 1947 and 1948, we have relatively a very stable index of
physical volume of production.

My most probable figures are 170, 180, 175, a remarkably constant
level, yet within that you~ have the possibility of a rather striking
fluctuatin of 20 to 25 points in your index, and if you take the more
drastic recession assumPtion you can have your index dropped from
180 to 156 as a monthly peak and bottom and still come out with
calendar year averages of 170, 176, and 169, which still leaves you a
calendar-year pattern that is remarkably constant.

I would like to go froV that to the national income payments to
individuals. The payments for last yea--calendar year-were
reported as $165,100,000,000-eay, roughly, $165 billion. They have
risen onnsidbrably in the last few mont ts and probably at the present
moment are about $177 billion as an annual rate. Probably March
was at an annual rate of $177 billion. I do not assume that they will
remain there, as that Is a very high rate. But I would like to give an
estimate now of what level I think will prevail in these income pay-
ments to individuals, and these figures correspond with what I have
just stated with reference to the production Index. In calendar 1947
the most probable fiure is $176 illion. Cqlondar 1948, $172 billion;
and fiscal 1948, $170 billion,

The CwauAN Just a moment, Calepdar 1948.
Mr, EDix. 172.
,The CHAIRMAN. Fiscal 1048. p
Mr. EDI. 170. That is the pattern oflorderly adjustment.
Senator LucAs, Those lait figures ore based up u the previous

f$Wuoo that, yout go*~ un4er. the prodtato Index ente rviu

'/
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Mr RDIE. In part on those, plus new considerations now, because
we ait dealing with dollar figures instead of physical volume, but the
two sets of figures are coordinated,

Senator BYnD. As I recall it, the Secretary of the Treasury esti-
mated the tax revenue, fiscal 1048, at $168 billion; so you are within
2 billion of his estimate.

Mr. EDE. That is correct. However, I think the Secretary rested
his estimate on the assumption of no recession whatever except as to
agricultural prices.

Senator BYRD. Still you reach the same conclusions though. Yours
is on a dollar basis, as I understand it.

Mr. EDI. Yes, sir.
Senator BYRD. 170 killion,
Mr. EDiu. That is correct.
Senator BYRD. And his was 168 billion?
Mr. EDIs. That is right.
Senator BYRD. Approximately the same.
Mr. EDiE. That is right; but answering the question that the

chairman-
Senator BYRD. That point is very interesting, because other

witnesses have figured that we ought to get about $4,000,000,000 more
in tax revenue by reason of the fact that the Secretary's estimate
was too low. They thought that the actual national income would
be $177 or $180, so if you are correct, and the Secretary is correct,
the surplus in fiscal 1948 will be what the Secretary estimated unless
there is a reduction in expenditures of I think it was, $1,200,000,000?

Mr. EDI. I am not prepared to follow through on thetranslation
into the revenues and the surplus.

Senator BYRD. I just wanted to make that point.
Mr. EDiE. Let me consider this in relation to my second assump-

tion-a drastic recession-and see where that leads us.
On that basis I think the calendar year 1947 would be 173 billion.

The calendar 1948 would be 168 billion, and fiscal 1048 would be
105 billion,

The ChAIRMAN. What is your 1948 figure, calendar year?
Mr. Ems. 108. That woidd allow for a drastic recession, and that

would be pretty drastic.
Senator BYvD. That is only 8 percent in dollars, though. Do you

think that is drastic?
Mr. Ems. It is in dealing with national income payments, because

they have a much higher degree of stability. They do not fluctuate
over nearly as wide a range as your physical production index and
most other elements of the economy. They are a remarkably stable
type of statistical series, so the fluctuations would be within a much
narrower range.

In saying-that for the fiscal year this would translate into 170
billionI, realize that that is 7 billion below the annual rate prevailing
i4 Maroh, and therefore I want to make it clear that I am not trying
te look at the business prospects in any Pollyanna spirit.

I am trying to be roalistio and allow for a very real amount of
Afjustmninl i inventories and price excesses; and anything that has
gotten out of line and out of blance-I am making a very consider,

ble allowance for that kind of adjustment; andlhaving done so,
I Wa that your Income figure would not be below 170 billion.
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It might be a little above that if things coast along more smoothlyand more nicely-it may be above that; but I would not want to
assume that we can sail comfortably through the next 12 to 18 months
at 177 billion without any interruption, any adjustment, or any
change.

I Wrnk that would be taking a relatively optimistic view, and I
would not want to base my assumptions on that kind of reasoning.

Senator JOHNSdN. ' Mr. Chairman?
The CHAIRMAN. Senator Johnson.
Senator JoHnsoN. I am trying to interpret your index in terms of

employment. You say in the period 1936 to 1939 you took as 100?
Mr. EDIa. That is right.
Senator JoiNsoN. Now, you have gone up to 180.
Mr. Emsi. 188 or 190.
Senator JoHnsoN. All right. Now, how did the employment-

as I understand it, your index is a measure of production of industrial
goods?

Mr. EDx. That is right.
Senator JoHNSoN. All right. Now, what I want to find out is how

much employment increased in' that time, or are we producing as
much now with the same amount of labor as we produced when the
index was 100?

Mr. RDim. Well, I'do not carry in my mind the figures-
Senator JoHNsoN. You do, not have the employment figures?
Mr. EnDI. I do not carry those in my memory. There has been an

Increase in employment.
Senator JOHNSON. How much of an Increase? We have almost

doubled our production, but we have not doubled our employment
since 1985-89, have we?

Mr. Evia; No. The percentage increase i employment would
not be as great as the percentage increase in production.I Senator JoHNsoN. Doe that mean that by means of machinery
that our production increases without increasing the quantity of labor?

Mr. EDi. Well, normally it would be increased -by the factor of
efficiency of labor--increased output per man-iour-would not be
wnq sensational change in any one year but gradually over a period of
years you would see an increase in eflicienoy of the workers.

Senator JOHNSON. It would seem to me that there Is a tremen.
dously important factor. We know that hours are shorter; and if
our production is going to double on virtually the same quantity of
labor, why, it is a tremneudoulsy important factor,

Mr. Eui. Well, in that base period yod had unemployment of
probably nine to ten or eleven million and that you have eliminated
i getting up o this high level of prodution, o h

Moreover, you must bear in mind that this is primarily a production
index of manufacturing and mining which ccpunte for probably not
over a third of your totl gainfully employed In the country. You
have got services, utilities, railroads, and a groat manoy other sources
Qf employment, so It would be a little misleading to relate your total
employment or unemployment to this onesegment of the economy.
I You would find that there has been a A,-ry substantial percentageincrease in employment in this, epnex; butt r do not thnk that it

would quite equlthe percentage iofites in output,
'4!
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Senator HAWEES. Mr. Chairman may I ask, right in there: When
we talk about production are you talking about production in goods or
production in dollars?

Mr. EDIE. Goods.
Senator HAWKES. HOW much is your production in goods up now as

related to the prewar period?
Mr. EDIE. Well, the average for 1935-39 was 100. The most recent

index was 188.
Senator HAWKES. And that means that is not in dollar value?
Mr. EDI. No, sir.
Senator HAWKEs. That is in actual goods?
Mr. EDIE. That is in actual goods-physical.
Senator HAWKES. So the question of trade in dollars does not come

in there at all?
Mr. EDia. That is correct.
Senator HAWKES. I suppose that is right-you must know the

figures-my experience in any industries I am i does not show that
production is up anything like that at all. It is up in dollars, but it is
not up in goods. said the other day, and I think it should be kept
in mind that I know three companies whose inventory in dollars is
almost double what. it used to be, but their attual inventory in goods
is less than it used to be. That is why I asked you that question.

Have we got official figures on that Dr. Edie, showing that the
actual production in goods over-all, the things that people use, are up
as far as your figures indicate?
Mr, Esi. This is the official figure.
Senator HAWXEs. Where did those figures come from?
Mr. EDII. Federal Reserve Board.
Senator HAWKES. Well, it is rather amazing to me.
Mr. Emi. Well, among the experts, so-called, there is some

criticism of the method pursued, of the accuracy of the index number.
For my part, I do not think it is seriously misleading at the present

time.The CHAIRMAN. Mr. Edie, you have already touched on it, but
would you mind saying again what are the component parts of the
Federal Reserve estimate?

Mr. Ems,. Manufacturing and mining--physical output.
The CHAIRMAN, How many industries are-
Mr. EDm. In the neighborhood of 30 separate industries.
The CHAIRMAN. And do they form a fir cross section of the in.

dustry of the country?
Mr. Enm. Yes; they do,
The CHAIRMAu. Do you have any complaint of the way they as-

oenible their estimate?
Mr. EDm. Yes; I would have some complaint of it, particularly in

that in certain industries they use man-hours to measure physical
volume. Then they try to adjust that forea change in efficiency and

iarve at their own estimate of the goods.
Now, they have many chances for error In doing that kind of

estimation, Part of the index is based on those man-hours, where
they cannot get a continuous common denominator in tons or yards,
or whatever it may be,

Now, tCt always opens the index to the accusation of being mis
I" lding or wrong, However, If the workmen who are doing te Job

ev.
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are competent and sincere their errors should not boovery great, and
for our purposes there I do not think that the possible bias or error i1
important.
The CAinMAN. Would you ay that the error, to the extent that

there is error, is contant and that therefore in making comparisons
of one year against another, the error may be disregarded?

Mr. EDIE. Yes, I would say it would be a relatively constant error
for the 3 years we are talking about here-46, '47, and '48. If you
carry back through the war years I would not know whether that is
true or not because that is very much upset. Moreover, I would not
say that this figure is scientifically exact when you are trying to com-
pare today's level with '35-'39.

I think that is where there might be some error in it. It might be
excessive as a figure in long range comparisons but if you are comparing
'46 '47, and '4$ I do not think the error is important.
The CuAIRMAN. Did they make their '35-'39 estimates with the

same components that they do now?
Mr, EDs. Substantially the same. They have made two or three

revisions of method since the index was originally started and they
have tried to add certain new industries that have become important
In the economy since tlt time but those additions again would not
affect matters in '48, '47, and '48.

Senator HAwKEs. Mr. Chairman, might I ask this question; this
is very interesting. About a few. -months ago the F ord Motor Co.
made a statement which I read in the newspaper that labor, they
estimated that labor was 35 percent less efficient in the last year than
it has been prewar.

Now, do these figures by the Board take into account that thing
and do you believe that is so?

Mr. HDko. What was the date of that statement?
Senator HAWKZS. About 8 months ago.
Mr. ED11. I think it probably was a correct statement as of that

date but I doubt that it would be correct as of today. I note that
some officers of General Motors made somewhat similar statements as
of about that date, but since then they have made statements indicat-
ing that there has been an improvemeiit in their output per man.hour.

I do not know what their factor would be tdday as a figure, but
they have so stated publicly.

Senator Hlw.Kns. The point I had in mind, Dr. Edio, in asking
that question is: Did the Federal Reserve Board in estimating these
man hours and production efficiency and everything, take that into
account, or did they figure an oficieny-because these figures to be
available today must have been made during that period.

Mr. En. Well; they are supposed to but I don't know precisely
what they have done over there in that shop but they are supposed
to take that sort of thing into account.

I think that they may have had some dlftflcult# as a matter of fact
In doing it because I think that was one of the industries they had to
treat on a,man-hour basis durinK the war. When they went from
automobiles to making war matenals thore was no common denomi-
nator except man-hours., Now, when teisy go back to making auto*
mobiles you have got to splice things together and I do not know what
tbo details of thelioethod have been 64 that particular point,
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Senator LuCAs. Mr. Chairman, may I ask a question at this time?
The CHAIRMAN. Senator Lucas.
Senator LUCAS. While there may be some slight error in using man-

hours as one of the factors in making up this yardstick, you believe
them sufficiently accurate or you would not be appearing here as a
witness before this committee?

Mr. EDi. That is correct. I think theyv are sufficiently accurate
for the purposes that we are concerned with here today. I do not
think they are sufficiently accurate to compare with what was going
-on 18 or 20 years ago. I would then have some questions about the
accuracy. If I may go on to the question of the price level: Most
analysts rest a great deal of their thinking these days on what is
going to happen to commodity prices and the more pessimistic people
about the business outlook derive their conclusions very largely from
the expectation of a violent decline in commodity prices.

By "violent" I moan this: That the all-commodity wholesale price
index has recently been up to a peak of 149. I might just orient that
index in this way-that 1920 equals 100. August 1939, when Hitler
went in to Poland, equals 75. So that at 149 you practically double
August 1939-all wholesale prices.

Now, the extreme pessimists about the -business outlook are idi..
eating a target for those wholesale prices that is very much lower.
Down around 110 to 112 in the index. Obviously the drop from 149
to 110 or 112 is pretty serious.

The CHAIRMAN. Tlat would take us back to when-to what com-
parable period?

Mr. EDoi. To about February and March of 1946. I think
February was 107. February 1046 was 107. So we have come
up fast and furious since then to 149.

Senator LucAs. To what do you attribute that?
Mr. EDmE. I attribute that mainly to the money supply that was

treated during the war. We increased the demand deposits of the
banks and the currency in circulation by a little over 200 percent
during tho war, and when the OPA was lifted, the prices were free to
seek t eir own level, they came up to .his 149 point which I would
regard as high enough to put them in equilibrium with the now
money supply. I think it was a matter of adjusting to the money
supply created during the war.

As a matter of fact we created a little more money supply during
last year-about another 7 billion, so I would say it is a money supply
question primarily.

Senator LUCAS. You know there were those who said that the mo-
Mont we took off OPA prico'eceillings there would be a slight rise in
prices, but prices would immediately drop back to where they were
under OPA.
Mr, Eni!, I redize there were those who said that air, but I do not

think they wore taking Into account, into the reckoning, the money.
supply factor. They were looking at it oti a supply-and-demand
basis, leaving the money supply lagely out of the accounting and I
think that was the error.

The CHAIRMAN. I thdnk, Mr. VAie, there wore also those who said
that the price lios of OPA being arbitrary simply served to mask the

dr.i tEon that hs i rel u itself tH,,~; ,++ r, Eix, Yes, I rec all uc comments at ,tetm,
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Senator JoHqsON. And I recall at the time that it was said by the
opponents of OPA that when you removed the OPA restrictions thatthe prices would go to he black-market level which was the supply-
demand level, and that of course was a sensible observation at the
time and it has proved to be since then. Prices did not go above
the black-market level.

Mr. Ems. I think that is correct.
Senator JouwsoN. They have not gone above them.
Mr. Enuc. I think that is correct, but there seems to be a concept

now, widely accepted, although I do not, myself, think it is right, that
prices now have got to return to a "normal" level. And what do
such observers mean by "normal"? Why, "normal" is where prices
were before OPA went off, and if prices have got to make that decline
they have got to go from, say, 149 down to 112 or something like that,
which is a very severe decline and I (1o not think it is going to happen.4 The CHAIRMAN. That wouId assume, would it not, that the OPA
price levels were realistic?'

Mr. EDnu. That is right. That would assume they -were realistic
and in tune with this new money supply, which they were not.

The CHAIRMAN. That raises th6 . whole argument as to whether
they were realistic.

Mr. Em. That is right. My own point in bri ng this up is that if
you are going to adopt a highly pessimistic view of business I think
you have got to justify it and support it and argue for it in terms of a
very sharp decline in commodity prices, and if you do not start from
a very sharl5 decline in commodity prices you cannot get this very
violent business recession that people are talking about.

That was my point in developing this.
Well, being critical of the other fellow's ideas of what is going to

happen to prices, I suppose that it is appropriate for me to state my
own ideas about it. I think that the new normal level of prices-I
am talking wholesale prices not the cost of living-is considerably
above the level at the time dPA went off. I think the new normal is
between 130 and 140 for this index but not 112.

The CIaJm.IAN. Io that for fiscal or calendar '48?
Mr. Em. That is regardless, for '47, '48, '49. It is a plateau over

Speriod of years.
The CHAIRMAN. What was your esthnoto?
Mr, Ems. Between 130 and 140, and I think that because the

money supply is fixed up at this high level. I do not see anything
that is goi to bring that money supply down enough within any
one 12 monlis' period, calendar or fisc 1, to permit prices to drop as
low os so many people are talking. I do not think it ioying to happen,
I think you t fe gong to have some adjustment of prices.

Senator JoHNsoN. If we reduce the national debt it will reduce the
money supply to thet extent.

Mr. Ems. That io correct, but it will not bo a one-to-one relation-
*hip.- You will reduce the money supply only insofar as the bonds
paid off, are owned by. the commercial banks. If you assume that
they own a third or 40 percent of the total debt, then every time
you pay off a billion of debt you are reducing the Up e. supply by
Stid to four.tenths of that billion. You a'e not reducing itby the

full billion. I
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Insofar as the bonds are owned by life insurance companies, sav-
ings banks, individuals, yQu are not reducing the money supply when

ou Pay off the debt. That may be technically a little confusing
but lam sure that that is a correct statement. You are not reduc-
ing demand deposits or currency in circulation, except insofar as you
take the bonds out of the ownership of the commercial banking
system.

The CHAIRMAN. As far as the individual is concerned, when you
take the bonds away from him and you give him, let us say, $100,
you give him $100, he has that money to spend.

Mr. EDIN. You have not changed his total position.
The CIAIRMAN. But when you take it away from the bank you

are taking away the expansive credit power which the bank has withta' bond, is that not correct?
Mr. Eip. That is correct. My price target for 1947, calendar

year is 143 and the decline from 149 to 143 will be due largely to a
change in agricultural prices rather than to a decline in industrial
prices. I do not want to walk into a buzz saw of argument about
the program of President Truman of voluntary price reduction and
so on, but I am just stating my assumptions about the price index.
The main decline will be in agricultural prices. Why?

Senator BYRD. Are you speaking of the next year 1947?
Mr. EDiR. I am speaking of the next 9 to 12 months, because I

think that during that period you will get this decline well under way.
The CHAIRMAN. Calendar '47?
Mr. EDIE. Yes. In fact, it has already started.
Senator BUSHFILD. We have an unprecedented demand for farm

products in foreign countries, Will that not have some effect upon it?
Mr. EDJI. Yes, sir. That will prevent the decline from going any

further.
Senator BUSHRFIELD. Surely.
Mr. EDm. But it will not hold prices at this remarkable peak. I

think it is worth while to take a minute of explanation on this price
question. There are two main groups of prices-agricultural prices
and nonagricultural or industrial prices.

Your agricultural prices today, or recently, attained a peak of 183,
whereas your industrial prices are around 133, There is a 50,point
difference in the increase that has occurred in agricultural and indus-
trial prices.

Senator HAwKjs, As related to what base period, base time--13
or 133 whatever it is.

Mr. Eiu. 1926 equals 100 in tlhis
Senator HAwEis. 1026.
Mr. EDIn, That is right.
Senator HAwKIs. I 1ust wanted to be sure of that.
Senator MARTIN. May I ask a question there?
Why the difference in the inereaso between the industrial and the

agricultural?
Mr. ErnII Well the agricultural prices increased more all during

the war because the controls were not exercised nearly 'as rigidly in
that field as they were in the industrial. Then after the war the
.agrcultual prices took another leap forward, primarily because of
the export demand. have really forged way ahead of the rot
Ofthe price structure, and this is one of the orderly adjuptments that
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I think will take place. I think the decline in agricultural prices.
.bringing that group back into balance with the general structure
would not need to be viewed with great alarm, but rather it would
mean that the cost of living was being adjusted and that balance
was being reestablished, and it would be a healthy adjustment..

Senator BYRD. What percent do you estimate agricultural prices
will go down?

Mr. EDmi. I think the agricultural group will go down between 15
and 25 percent within the next 12 months.

Senator BYRD. That is assuming that we have a good crop.
Mr. EDI. That is true. If we had a drought all over the place

that would not prevail but assuming normal crops, I think that wouldhappen.Senator BYRD. And assuming we continue to ship food to Europe

too?
Mr. EDiE. Yes. That is right.
Senator MARTIN. How soon will this drop in agricultural products

affect processed foods because that will have probably more effect on
the cost of living than the cost of agricultural products themselves.

Mr. EDmI. I think the.time lag would be relatively brief-2 or 3
months I think would see it translated into a decline in retail. Some-
times it is very quick. In the last week soap prices were cut 10 percent
almost immediately when tallow prices fell 7 cents a pound, and in
that case it was almost instantaneous, but it is not always that quick.
For calendar 1947, 143; calendar 1948, 136; and fiscal 1948, 136.

In other words, I do not think your price level can possibly go back
down to this 110-112 range, but ifI did not think the prices were going
back to that range then I would be forced to talk not about just the
possibility of a drastic recession. I would be forced to talk about the

possibility of a maor depression, and I do not think it is in the cards.
do not think wehave to treat it as a serious possibility for any pur-

pose here today, but the adjustment I am speaking about here is
within the framework of an orderly correction of things that are out
of line and out of balance.

Senator LucAs. I do not understand you when you make the state-*
ment that 'if prices went to 112 we could expect a major depression
in the next 3 years. If I understand you correctly, that was the index
last June. . .

Mr. EDIc. In the first place it would knock these national income
payments down; I do not know just how much, but way, way below any
figures we have been talking about.

Secondly, the inventory losses that would be taken by small
business and big business and so on would just be beyond calculation.
You would have a repetition of 1921 without any question.

If I may go on to my fourth -point-and this is my laet series to
consider-corporate earnings. I hope you will bear with me on this
because frankly this Js the most difficult series to analyze for pur-

Senator LU0As. Ma7 I ask a question before you start in on this
new subject?

Is it your opinion, Doctor, that these prices must remain around
130 and 135 constantly in the future if w a re to have the kind of a
national income that we expect, or maintai, ii in a position relative
to that wear receiving today?.

.'I/'
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Mr. EDIF. Yes, sir; during the 1947-48 period here under our
attention.

Senator LUCAS. There is no outlook in your opinion for any reduced
prices in the future, if we are to maintain the level of prices and
standard of living we have at the present time and if we are to balance
the budget.

Mr. EDIE. You would maintain your standard of living in physical
terms. You could have people eat as much food and wear as much
clothes with lower dollar income if prices were correspondingly lower
but in making the change-over, the transition from one scale of
prices, one scale of income, to another scale, you go through quite an
upset in your economy, more than what is contemplated in just a
drastic recession.

Senator LUCAS. In other words, if I follow you correctly, should the
prices come down to, say, 110, where they were in June 1940, it would
mean that wages would have to come down and also the prices of
what you receive for the industrial output would also have to come
down?

Mr. EDIE. I think so. I think you would have to liquidate the
wage structure. I do not rcgdrd that as a realistic proposition.

Senator LUcAs. That would be a major operation.
Mr. EDIE. I think so.
The CHAIRMAN. Mr. Edie, barring fear psychology, and perhaps

within some limits, do not, decreases in prices have a tendency to
increase volume?

Mr. EDIE. Yes, sir; they do, once you have a farily well-established
balance in your price structure. I think that gradually, year by year,
we get a lower price for a refrigerator, for an automobile, and that has
been the history of the country.

The CHAIRMAN. In other words, with a given volume of dollar
spendifig power, you can increase your standard of living if you
decrease your costs.

Mr. EDIE. Correct..
Senator HAWKES. Mr. Chairman, I think, if I get what Dr. Edie.

means, that if there is some' stability in the price structure that people
do not buy-my experience all through life has been that they do not.
buy if prices go down, down, down. They wait. Is that what you
had in mind when you said "if there is some stability of price.
structure"?

Mr. EDIE. If they expect next month or within a few months that
the price for an article is going to be greatly lower they will hod off
and wait, but that is not the kind of price cut that I think was meant
here,

Senator O7onoz. What I gather from what you say is that you do.
not think this price level is going to go doun below the point indi-
cated, because there is no likelihood of a diminishing money supply,,
is that right?

Mr. EDiE. That is right.
Senator GEonuE, And that presupposes a rather wide and equitable

distribution of the purchasing power does it not?
Mr EDIE. Yes, sir. i t
Senator GzoRox. And you do not think diere is a lkeihood of a

price drop below say 143 for the next 10 or 12 months?
Y Mr. EDIZ. One hundred and forty.three Is my average for calen-t

dar 1947.
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Senator GOocz. That is what I meant.
Mr. Em. The first 4 months of that calendar year have already

been chalked up at 148 or 149.
Now, it is going to be below 143 somewhere in the tail end of the

• year In order togive an average of 143. My calendar year average is
148, which Means something lower than that in the last 2 months of
the year, hut I am trying toindicate how much lower when I say that
for the next calendar year, that in 1948 1 think the average will be 136.

Senator Gxoxao. It will be 136?
Mr. EDIs. That is right.
The CHAIiMAN. For calendar '48?
M~r. ED0. Calendar '48.

he CIJAnIMAN. Did you say 136 or 146?
Mr. EDIN. One hundred and thirty-six.
Senator LuCAS. Should the program inaugurated by the President

prove successful through the voluntary cooperation of people, would
that chatige your figures any?

Mr. ED3M. I will answer that to the best of my own personal judg-
ifent. I do not want to get into the political side of it at all. I do
not think it would affect the price-

Senator LuCAS. I hope you do not think there is a ny politics in
that question.

Mr. EDuE, No. I am an out-of-towner and a little naive about
politics.

Senator _Gzonoz. A voluntary reduction of any given percent pre-
supRoses that somebody has just put the prices up there and that
factors beyond the control of the retailer or small producer and big
producer and others have not really put those prices where they are,
does it not?

Mr. EDIE. Well, it assumes they have put the prices up there
arbitrarily and wantonly and not because the costs have gone -up.

Senator GnoRGm. That is what I mean.
Mr. ED1z. There are cases where I will freely grant that I think

that is what has happened, but I see those cases being corrected pretty
fast, and I think for the rank and file

Senator Gnoeous. That is what you mean by leveling out rather
than a recession or anything like a drastic-

Mr. IDia. Fr the rank and file, the great majority of these in.
dustrial lines, tthink that their costs are so high that they do not
have any leeway for voluntary price cutting, that would amount to
much of anything, I think that is the situation, and I would look
for the industrial segment to increase a little further.

The average of industrial prices, I think, will go up a little further,
despitee this program of voluntary price cutting, and despite cutting
in certain individual items. Paperboard Was cut $5 a day or so ago.
Pespite those indiv dual cases I think that your industrial price index
is goinP up a little higher and I think the reason it is going up a little
higher s because of the wage pattern that h as recently been set in the
baic industries, . Then I think that later this year, that industrial
price index will come back down, start to come back down a little
bit, but I doubt very much if by the en4 of the year your industrial
prce index will get any lower than it is today. I doubt it very much.

Senator BYnD. But it wij be lowernpxt'year you think?
Mr. EBo The industrial prlco inde*?'
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Senator BYRD. Yes.
Mr. EDIE. I doubt it.
Senator BYtD. Did you not say it would be 136 next year?
Mr. EDiE. That is the average for the two combined. -I say the

adjustment is mainly in the agricultural end because it is higher now
than tie industrial. There is a very important comparison that I
would like to mention to you about these prices. People compare
things today with 1920 and1921, and there are many similarities but
there are also some striking contrasts, and no place is a more striking
contrast than in this price comparison.

In 1920 the industrial segment of prices went up 150 percent over
prewar. As of today your agricultural prices have gone up about
172 precent above prewar, but your industrial prices have gone up
only about 62 percent above prewar. Industrial prices went up 150
percent in 1920 over 1914, 62 percent now over 1939.

Your industrial prices have not gone up nearly as sharply as they
did in 1920. If they had gone up equal to the percentage rise, in 1920
I could not talk to you about an orderly adjustment. I would have
to talk to you about the same kind of thing as happened in 1921, but
I do not think that is going to repeat itself because the industrial
prices have not gone up 150 percent this time. They have gone up
about 62 percent. That is one reason why I do not think the indus-
trial prices can be cut much. They have not gone up so wildly as
they did in 1920.

Senator GEOROE. Another thing, Doctor: Unquestionably you do
not have very much flexibility in your labor costs, have you?

Mr. EDi. No. It is very rigid.
Senator GEORGE. And that is a condition that never existed before

in this country on such a wide scale, at least, over any long period of
time.

Mr. EDIE. I think that is true. There was never the same degree
of rigidity. Do you wish me to go into this earnings subject?

TIhe CHAIRMAN. Yes. I would- like to ask one question, Mr. Edie.
You have not discussed the problem in terms of shortage of supply.
With a constant dollar background operating against an increasing
volume of supply what is the expected result so far as prices are
concerned?

Mr. Enno. Well, it would be 136, my index here. I mean the
assumption you state has been my line of reasoning about this,

The Chairman. The increase in supply is one of the factors in your
jud mont.

Mr. EDIE. That is right. Your supply and demand month by
month and one item by another and in the course of 6 to 12 months
roost of these things will be caught up with their demand so far as the
current situation is concerned.

The CHAIRMAN. And the dollar at that time would have an increasein purchasing po~er?
Mr. Ein. That is correct. The industrial earnings, or the all-

corporate earnings are a very complicated matter of calculation.
Of course, it is easy to strike off some mechanical correlation between
earnings and production and between earnings and national income
but I would not have much confidence in it. There is a lot to be said
for careful method when you are estimating earnings, and I would
like to say just a word about method.
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I have tried to take the component parts of all corporate earnings-
banks, railroads, public utilities, retail stores, manufacturing cor-
porations and so on-and break it down into as many subdivisions
as possible, and then analyze each one of those subdivisions to get
an earnings estimate, then combine all those separate calculations
to get a total. Each one of these components is affected by quite
different sets of factors and to generalize about them all, as if they
were in the same basket, can result in something very misleading.
.I do not want to go into all the details, but I just wanted to say that
about method. By that method we get a result-an earnings esti-
mate. The figures that I am going to give you is earnings before
taxe-s of all corporations, but it is earnings arrived at in this way.
It i ,he sum of all the companies that were in the black, minus the,
sum of all those that were in the red. In other words, it is a composite
or net figure.

Senator LucAs. For what period?
Mr. ERIE. Well, for these calendar years and fiscal years.
Now, these figures have got to be compared with something in the

past, and as far as I can find there have been no official reports yet for
1946.

We have seen in the press some quotations from one of the Presi-
dent's addresses, and I think from the Council of Economic Advisel,
:about a figure for 1946, but it mystifies us because it is not clearly
stated just what the figure means. I do not think it means the same
thing as I am talking about here. That figure was an estimate of
corporate earnings of 20 billions. "

senator HAwKES. That is before taxes?
Mr. EDiE. That is before taxes. That was for '46. It is not the

same figure that I am talking about. I do not know just what their
figure meant. I do not have a definition of it. As nearly a% I can
see, the pretax earnings last year must have been around 22 or 23
billions. I think that in calendar '47 they will be roughly 22-22.5
happens-to be my exact figure although decimal points do not have
much place in this kind of substanial approximation-22.5 billions
,for calendar '47 and my alternate figure assuming a pretty drastic
,recession, would be 20 billion. Those figures compare with years

back prior to where there is an official calculation of pretax
ear ngs, and as far as possible my use of pretax earnings is onsistent
with the Department of Commerce published figures on earnings up to
-and including 1945 but they have not given out a figure on '46. I
am talking about that series that is published in the Department of
Commerce work. The 1945 figure was 20.9. Prewar 1941 was 17.1,
-and 1940 was quite a bit lower- 9.2.

jam giving that background just to make a comparison.
The CHAUmAN. What was 1940?
Mr. EDi. 9.2. As far as possible, these figures of mine are sup-

posed to splice on to that series. .
Senator HAWKES. Is that 9.2 before taxes also, Dr. Edie?
Mr. Ems. Yes, sir; but bear in, mind it is before taxes after you

,have subtracted the deficit from the pluses.
Senator HAWszs. Oh, yes.
Myfr. EDI. You see it is a net pretaxifiguro.
Senator HAwz:us. tes. ' $
Mr. EDIR. For calendar '48--- ,
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The CHAIRMAN. YOU moan net earnings?
Mr. EDIE. Net earnings before taxes, but here I am using the net

to indicate that we 'have subtracted from all the earnings all the
deficits.

Senator HAWKES. In other words, you mean all the corporations
that lost money have been subtracted from the total of all those who
made money and it brinps us 9.2 before taxes.

Mr. EDIE. That is right. For calendar '48 we get 20.8 billions
assuming orderly adjustment, and 18.4 assuming drastic recession.

For fiscal '48 we get 203, assuming orderly adjustment and 14.4
assuming a drastic recession lasting a good part of the year.

The CHAIRMAN. 14.4.
Mr. EDIE. 14.4. Those decimals happen to be there simply because

we were adding up all the component parts and it came out with a
decimal. It is not a pretense of being accurate to that precise hair-
splitting decimal.

Senator LucAs. Mr. Chairman, may I interrupt?
The CHAIRMAN. Senator Lucps?
Senator LuCAS. I want to make one inquiry about the statement

you made with regard to the 20 billion dollars that the President's
economic advisers estimated. I did not quite get your criticism of
that statement.

Mr. EDIE. I am not criticizing it. I am saying that I do not know
from. the statement just what it was supposed to cover-whether it
was the pretax net with the deficit taken out or just what it was. It
Was given as the figure for the all-corporate earnings for 1946 but
whether it was a figure that compares with this figure I do not know.

Senator LuCAs. Your figures are comparatively the same?
Mr. EDIE. I think they should be the same if we were defining our

thoughts in the same way.
Senator LucAs. [ see. All right.
Mr. EDitE. That, sir, is the extent of my prepared remarks.
The CHAIRMAN. Is your estimate of 170 billion income payments

an optimistic estimate?
Mr. EDl. In my judgment, no.
The CHAIRMAN. For fiscal '48?
Mr. EDIE. I think it is what I would call a safely probably figure.

I can readily conceive ox its being a little higher than that but I do not
want to stretch figures at all or put a bright complexion on them. I
am trying to say that I think that there is a pretty safe prudent figure,
a reasonably conservative figure. I doubt very much if we will see
anything lower than that and we might see something higher than
that.

The CHAIRMAN. There has been some talk of a rate of national
Income as indicated by the first quarter of 1947, of 181 billion.
Regardless of how you project that, would that figure be out of line

far as your owl thinking is concerned?
Mr. EDIE. Well, yes. I feel that it probably is an error of selection

of figures when anybody talks about that 181. I think they are two
different items that sound almost ;like but are different. One' is
national income, the other is national income payments to individuals.
iThe CHAIRMAN. I misepoke myself. I should have said national
Inoorme instead of Income payments.

445



.44 INDIVIDUAL INCOME TAX REDUCTION

Mr. Bohno. National income of 180 to 181 billions I think would be
rothly Similar to income payments of 177 billion.

?'woud be talking about the same thing because there are cer-

tain deductions that come in ther,-.
The CuAMAnu. The Secretary of the Treasury estimated income

aymente in the calendar 1947 at 166 billion and income payments
Tor the fiscal year of 1048 at 168 billion. Does that strike you as a
realistic estimate?

Mr. Evm. It strikes me as if there were some mistake somewhere.
I do not kiow just where it is. The calendar year figure could not

be as low as 166. In the light of the fact that we already have the

first 4 months of the calendar year and know that they are 176 or
better. Surely for the first half of this year they will be around 176.

Now, in order to get an average as low as 166 you have got to put

the second half down to 156.
Senator BYRD. The Secretary of the Treasury revised that esti-

mate-that is, the estimate made last December-he made a reesti-
mate for 1947.

The CHATRMAN. Would you say that an estimate of 168 would keep

the thing within reality?
Mr. EDIN. No. I do not see how that could be, because I under-

stand his estimate was made on the basis of no recession except a

decline in some prices. Well, if you are not having a recession, then

to get a calendar year average of 168, knowing that your first 6 months

are 176 means that in the latter part of the year you have got to have

a very drastic recession i order to get your yearly average down that
low, so I just do uot see how it can be mathematically possible.

Senator BYRD. I understood you to say a while back that you esti-

mated 170 billion dollars for fiscal 1948?
Mr. EDIa. That is the fiscal year.
Senator BYRD.-Therefore you are practically in line with the esti-

mate that the Secretary of the Treasury made of tax revenue for '48

which was based on 168 billion.
Mr. Ems. I am not terribly far apart from the Secretary on fiscal

'48. My figure happens to be 2 billion above.
Senator BYRD. That is the way we get at tax revenue?
Mr. Evm. The question is how to reconcile 166 for calendar '47

with 168 for ilscal '48 and I say I do not see how it can be reconciled.

Senator BYRD. For all purposes of tax revenue you and the Secre-

tary of the Treasury for fiscal '48 are practically on the same basis?

Mr. EDINI. I am a little higher b.t we are not very far apart.
Senator BYaD. Two billions?'
Mr. EDI. We are not very far apart.
The CHAIRmAN. You suggested that income Payments for fiscal '48

might decline' from the present level of '176 billion to 170 billion.

'Would you tell us for the same period how much you would expect

unemployment to fall from the present levql of about 2Y4 million?
Mr. Erxs, I would say it would i , about 4 million unemployed to

correspond to' that.
The CAmiRMAN. What are the factors that would reduce the down

turn to the extent that you have estim ,ad?
Mr. Emp, We l, the factor, fist, of ler to a buyers

market in a good many lines of bu4mess, ' Tfat will make some decline
wcosary-ah factor of rechannling ihe spending of the consumers.I/
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They are changing from furs to automobiles or from liquor to shoos-
and that rechanneling of expenditures is going on all the time and it
involves a certain loss of total volume, total income, but the greatest
uncertainty and risk and danger in figuring your national Income pay-
ments is the private capital expenditures.. That is the variable that,
gives us the greatest difficulty and the greatest problem all the time.
Private capital expenditures are now running at a very high level.
Probably over 25 billion dollars a year.

Now, that figure either is going to be maintained or it is going to
decline. I am afraid it will decline a little. There are a lot of factors
in there that you cannot decipher very well because they are psycho-
logical. Capital expenditures reflect incentives and motives and
psychological factors in business and ainoug private investors, their
willingness to tak6 risks.

There are a lot of things that influence that psychology. I suppose
one of the main factors is taxes. That is a psychological factor of
importance. If capital expenditures should drop down by 5 or 10
billions of dollars, my figures would be too high here.

I am inclined to think that there is an attitude on the part of business
that although they do not like the high costs of construction, they
feel bound by a certain law of necessity to modernize and streamline
their plant and expand in order to hold their competitive position in
the industry, and I am counting on that to hold the capital expendi-
tures well enough to support my figures.

The CHAIRMAN. Would you say that the tax-reduction bill tends
to encourage capital expenditures?

Mr. EDE. It would be my observation that private investment of
this kind is extremely sensitive to the tax rate and the tax program
extremely sensitive to it. It is one of the most powerful psychological
factors motivating capital.

The CHMMAN. On the assumption that there will be a moderate
recession, or even on the assumption of a drastic recession, would an
income-tax-reduction bill be helpful or hurtful in your opinion?

Mr. Ems. In my opinion it would be helpful to maintaining this
private capital expenditure.

The CHAImMAN. And also if the tax reduction went down far enough
it would tend to maintain mass consuiner purchasing power, would it
not?

Mr. Ems. Yes, sir. It would be a sustaining factor in both
directions.

The CHAinMAN. Could you reconcile the Sectetary's figure of 168
for fiscal 1948 with his idea that our economy at the present time has
no slack in it and that therefore a tax reduction could do no good?

Mr. EmE, Well, I think it is doubtful if a tax reduction could so
stimulate the economy as to raise these indexes to still higher peaks.
You have got a production index up to 188 or 190.

Now, by cutting taxes are you going to run that up to 200? I am
very doubtful of that. But it seems to me as a sustaining factor I
think it is most important.

Senator JoHNSoN. What do you think would be most helpful to
every one in this country-debt retirement or tax reduction?

Mr. Ems . I think that the answer to that is that you need a
balance between the two-neither one exclusively. I think you need
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ak combination of the two. I think if you try either one alone that it
IS just a lopsided program. . P

Senator JOiwson, You favor debt retirement, do you?
Mr. Exa. I do, certainly.'
Senator JOHNSON. On a very meager scale or 'a moderate scale, or

a rather accelerated scale?
Mr. ED1. Well in terms of figures, I would say "that if you had

'debt retirement of anywhere from 2 to 4 billions a year, I think that
that would accomplish the good that you see in debt retirement but
would not upset the applecart. If you start retiring debt at the rate
of 8 to 10 millions, out of Treasury surplus I ani very much afraid
you would start and precipitate a deflationary spiral and it would be
very hard to stop once it got started. It is the sort of thing that is
good in proper closes but if you give too big a dose it could do a lot
of harm.

Senator LUCAS. Would you place debt retirement before tax re-
duction assuming we had to have one or the other?

Mr. ENIB. That is sort of a question in logic, I suppose. Do you
have to make it mutually exclusive that way? Can you not have a
little of both?'

Senator LUCAS. If we can. I just put that question. The Senate
of course, has voted a resolution to apply $2,600,000,000 on the national
debt.

Assumning that, after all of the appropriation bills are-and we
have a notion as to what the expenditures of Government are going
to be, and finally we have some notion maybe of what the income is
going to 'be, and we find that if we apply the $2,800,000,000 there
might not be much tax reduction.

r. EDI.. I do not know what the hypothetical answer ought to
be but directing my remarks to the kind of economic picture I see in
this country today and over the next 12 to 18 months, it seems to me
sotund reasoning to conclude that you can have some of both to fit
this picture.

SenAtor LUCAS. You stated in answer to the chairman's inquiry
that a tax reduction would be satisfactory in case there should be a
recession or a depression, and I presume tax reduction from your
standpoint is also satisfactory even though we remain, in the future,
on tho national income basis that we are today, and we have no
recession or dression of any kind?

Mr. 9l619 Wel,_tax reduction is a good thing any time you might
say, in that sense, but what I mean really is that if you want to see
maintained even approximately this level of income and this standard
of living, this general structure of business, I think you have got to
keep those capital expenditures up there and.I do not believe you can
do it for very long unless you give some relief in the tax treatment
to 'the people who supply the capital. That is what worries me.

Senator LucAs. That answer Is based on your general theory of
th" reardless of what the profits of individuals are or what the
proit of corporations are.

Mr. EnVu. Well, I would not say It is regardless. It isstill relative
to the actual concrete picture that I have drwn here, In that general
atmosphere I think tlat is the right conclusion.

Senator LucAs. It has been stated -aodl presume it is probably
true-that individual incomes are the highest in the history and corpo-
rate Incomes are the highest in history/and the profits are the best.
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Some men in Congress feel that the time to get money to pay off the
national debt is when people have the money, but, not withstanding
that, you believe that or the good of the country and of the economy
akid stimulation of business, some tax reduction ought to be made.

Mr. EDIE. Yes. That would be my personal judgment.
Senator LUCAS. Do you have any opinion as to whether or not

January 1 of 1947 the date contained in H. R. 1, which would be re-
troactive, would be the proper time, or whether we should s~art on
January 1 of 1948?

Mr.EDIE. Since my interest in the tax reduction relates primarily
to this capital expenditures question, I would like to answer your:
timing inquiry, purely in its relevance to that.

A retroactive cut in taxes would not affect incentive which is today
and tomorrow, in capital expenditure.

Something that is going into effect July 1 would have a powerful
bearing on incentive, but making it retroactive back to January 1
would not change the incentive result materially.

Senator LucAs. You would have the same incentive which we are
now discussing if we made it January 1, 1948?
. Mr. EvIE. No, sir; I think it would not. I think that would indi-
cate that there was an attitude on the part of the Government of just
refusing to come to the grips with the question. It would leave busi-
ness with a great uncertainty during a period that is rather critical.

Senator LuCAS. July I is almost here and it would take some time
for these industrialists to get their houses in order so to speak.

Mr. EDIE. But rightly or wrongly the industrialists thought that
they were going to see something on the tax bill before this. Suppose
they say, 'We will give it up as far as the first 6 months is concerned,
guess we should not have had our hopes up."

Now, you are going to ask us to write it off for another 6 months.
If so, what do we know about from then on? How do we know any,
thing about this? You have got to have something.

Senator LuCAS. If Congress passed a law setting January 1, 1048
as the date when the reduction would start, I have a right to assume
that the people of the country will believe that the Congress meant
what they said.

Mr. Ernz. Yes; they would not question the good faith of it.
Senator LuCAs. I cannot see the discrepancy that you place on the

month basis. You are saying in substance that the people of the
country and the industrialists of the country would have no confidence
in a tax measure if we, postpone it until Januar.y 1, 1948.

Mr. Emi. Under normal and ordinary conditions it might not make
any difference but I am thinking again of the very particular back.
ground; the history and the events of the last 6 months, and the
condition of business, and its stage in the business cycle. What is
ahead of us? We have got these adjustments in agricultural prices
coming. We have got the question of construction costs that are
coming down and these capital expenditures. It is a very vital
porid and therefore, I say, I think in order to give a sustaining power
to that capital expenditures factor, you need to do it right away-
reasonabl right away. That is my feeling about it, tha it is not a

' i Cthiny a to yillytdally with. ytn
'The CHAIRMAN. Mr. Edie, we are grateful to you for having come

and given us the benefit of your observations.
Senator HAwXsq. I would like to ask Dr. Edio a question.
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The CHAIRMAN. Senator Hawkes.
Senator HAww.Es. I take it that you and I are in agreement on the

fact that the question of taxes is so tied in with the question of raising
revenue to pay the debt, that you cannot separate the two. They go
hand in hand. In other words, if you- are going to produce revenue
you have got to stimi4late incentive to go into things and do things
that produce profit from which taxes and revenue come?

Mr. EDIz. That is right.
Senator HAWKES. I would like to know if you feel as I do, that as

far as I am concerned I would far rather pay $2 billion a year against
a debt -start paying it--with some just reason or ground to assume
that I could continue doing that, than to make a larger payment and
pay no attention to taxes, and find out that we had lost revenue and
we could nbt keep up our payments on the debt.

Do you subscribe to thkit philosophy?
Mr. EDIE. Yes, sir I do.
Senator HAWKEs. Thank you very much.
Senator LUcAs. I want to ask one more question, Mr. Chairman.
The CHAIRMAN. Senator Lucas.
Senator-Ly;cAs. I want to understand you correctly. . If H. R, I

is passed in its present form, making tax reduction retroactive to
January 1, 1947, that within itself would have no effect upon stim-
ulating the money of the country to the point where it goes into
capital expenditures?

Mr. EDIM, I think it would have no greatly important effect on
stimulating the capital expenditures. If you put it in July 1 it would
be almost as good, as an incentive to capitRl expenditure, as making
it retroactive. The place where the retroactive feature might exercise
a stimulating influence is in its beating on mass purchasing power.
The consumer might get a windfall of retroactive cash benefit which
he would turn around and spend in retail markets.

I could see where that might sustain the retail business but would
not have any effect on your incentive to capital expenditure.
, Senator LUCAS, One of the theories upon which H. R. I is based

that it would stimulate capital investment to the point where it
would be tremendously beneficial to the country and I would like to
have your viewpoint upon that question because it seems to challenge
that theory.

Mr., Chairman, I would like to ask one question. This is not of
the doctor, , This is of the chairman.

Has any competent witness appeared before the committee giving
an opinion that the national income would reach a high point of
$181 billion?

The CnAIaumN. Not yet.
enator LUCAs. We have been talking about $181 billion all through

this hearing. I have hotAttended all of the hearings, unfortunately
and I was wondering whether or not any witneswith the background
and the qualifications of the distinguished witness now on the stand
had come before us and had gvien us any information bikoed upon
certain factors as the doctor has,,

The CQaIRMAw. There have not heen, any Witpesses on that point.
There have been some estimates made as to What the Department of
Commerce will say but the Department of Commerce has iot yet

ldd it, / I
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Senator LuCAs. There have been a lot of guesses and speculation
about that 181 billion.

Senator HAWKES. I suggested the other day that before we get
through we have somebody from the Department of Commerce. We
still have that in mind, have we not?

The CHAIRMAN. That is strongly in mind. We have one difficulty
there, Senator. The Department of Commerce has a regular time
when it gets out these estimates, and that time is not yet. There is
a certain amount of embarrassment in the Department, because they
have not finished their calculations, in asking them to give an estimate
at this time. But the matter is strongly in mind.

Thank you very much, Mr. Edie.

STATEMENT OF JAMES F. STILES, JR., VICE PRESIDENT AND
TREASURER OF ABBOTT LABORATORIES ON BEHALF OF THE
FEDERAL FINANCE COMMITTEE OF THE NATIONAL ASSOCIA.
TION OF STATE CHAMBERS OF COMMERCE, CHICAGO, ILL.

The CHAIRMAN. Mr. James Stiles Jr.
Mr. Stiles, will you state your fuli name and position?
Mr. STILES. Thank you, sir.
This statement is submitted by myself, Mr. James F. Stiles, Jr.,

vice president and treasurer of Abbott Laboratories, on behalf of the
Federal finance committee of the National Association of State
Chambers of Commerce, in support of the immediate reduction of
individual income taxes.

Mr. Chairman I want to say, just by way of introduction that I
thoroughly enjoyed listening to the previous witness. I, however,
am going to try to approach this from the practical rather than the
theoretical viewpoint because I would not be capable of discussing the
theoretical viewpoint.

Senator Robertson once gave me a little squib which I think is very
interesting. He said there is much truth in the couplet:

The butterfly beside the road preached contentment to the toad; but the toad
beneath the ha'row knows exactly whore each tooth point goes.

I am the toad.
Senator LucAs. You are not yet. You may be before we get

through with you.
Mr. STILES. I will rest my case in your hands, Senator Lucas,

coming fromn Illinois.
I want to give you a picture, if I may, very briefly and I wish some

of our friends from other States were here.
We have represented here this morning executive officers from

State Chambers of Commerce of Illinois, Indiana, Ohio,Pennsylvania,
New Jersey Wisconsin Texas and Alabama.

This is a little pamphlet which the Illinois State Chamber of Com-
merce published to its members, and is simply submitted to you
&Antlemen as a way in which this matter has been carefully considered

one State and Ican assure you it has been similarly considered in
other State chambers of commerce as our friends' from other States
realize in their associations with the State chambers.

Senator HAWKES. Mr. Stiles, how many State chambers of com.
S! marco are in your organization?
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Mr. STLzS. There are 32.
Senator HAWKBS. That means 32 States are represented?
Mr. STILES. Thirty-two chambers are represented through the

finance committee of which all of them have members. If you would
just like me to pass these to you. I will give them to the clerk there
and you can see that the other folks get a record. That is all by way
of introduction gentlemen.
I The affiliated organizations of the association have a membership

of some 35,000 predominantly among the smaller business concerns
and that membership employs some 6,500,000 workers.

With 31 other State chambers of commerce, the Illinois State
Chamber, of which I am president, works in close cooperation with the
national association in activities or mutual interest.

As a business group we are mindful of the difficulties you are en-
countering in reducing the Federal budget substantially to make
lower taxes possible. We are aware that the pressures upon Cop-
gress to maintain the recent rate of spending or even to increase it are
tremendous, and we congratulate you upon your vision in empha-
sizing the greater importance of lower taxes rather than preserving "the
high level of public spending.

A year and a half ago the National Assocation of State Chambers
of Commerce published a program for Federal taxes which urged the
speedy reduction of Federal spending and the lowering of taxes upon
individuals and business to much more moderate rates. More
recently we have advocated the cutting of the Federal budget to
$31.5 billion for the fiscal year 1948 and to $25 billion thereafter. It
is our firm conviction that only by lowering spending very materially
can we reduce taxes to the level that our citizens and our system of
free enterprise can endure. Our program would include of course,
the substp~tial and consistent reduction of the Federal debt. e

Senator HAwKzs. Do you mind being interrupted, M. Stiles?
Mr. STwLrs. No, sir; not by you, sir, any time.
Senator H~wmcs, I was going to ask you: we all know that we

have got to reduce Government expenditures in order to justify any
substantial tax reduction, and we have had a good' many witnesses
before this committee and so far as I am concerned, they have all
had the philosophy that Government expenditures should be sub-
stantiallY reduced, but when we have azked them how and %,here they
have not told us, they have simply made the general statement that
Government expenditureO must be reduced, and I am just wondering
whether you haye any suggestion or thoughts as to where Gover-
inent expenditures can be reduced and still be satisfactory to the
American people?

Mr. STILve. Well, sir; I would not presume to tell this committee
the exact place where Government expenses could be reduced, when
you have available tp you all of the information that has been made
available to .ou.

I do suggest though-and I can only give ydu my experience as a
businessman-I happen to be the financial officerof the Abbott Lab-
oratories as Mr. Lqcas knows-if I had a program of expenditure and
our annual budget is in the neighborhood of $49 million, I would in-
vestigate thoroughly, as we do at the plant, ee that value is received
fbr every, Item of expenditure, and 1, wouldrather look with suspicion
at any witness that just came before me that was not In 46 close touch
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with the management of the affairs of my company as I am and com-
parably as you gentlemen are, with the mangaement of the affairs of
the Government, so I am not prepared to say to you definitely where
this economy can be effected, but certainly with a budget many times
the size of any previous peacetime budget, there is ample room for
economies to be effected.

In this little memorandum which I just passed to you, we did recom-
mend congressional action for economy by reducing the number
of cii ilian employees of executive agencies for Federal Government
to the end that the figure of 1,650,000 recommended by the Byrd
Committee and adopted by Congress will bi in fact attained by
June 30, 1947.

The employment on September 1946 was 2,480,959. We suggested
second the abolishing of every remaining war agency and its functions
at such time as the bona fide needs that the agency was created to
serve no longer exist.

Third, the eliminating of all unnecessary duplication of func-
tions-

Senator LucAs. Let me ask you a question on the No. 2 item.
I submit that I do not quite understand what you are talking about
in connection with that. I presume that you would not want any-
thing done on the question of reduction of expenditures for national
defense at this crucial time in the period of our Nation and the world,
which would in anywise impair an adequate national defense.

Mr. STILES. Mr. Lucas, with that last statement I think you are
i correct, but I live pretty close to some operations of the national

defense and as a matter of fact I am very much interested in national
defense. I had two sons as you know that went into the military
service and both saw overseas activity in the foreign service and
through a kind providence they both returned home, but the Brookings
Institute, I think, has made some very constructive suggestions which
this committee would do well to look into.

I am not an expert on the operation or management of Navy or
military affairs, but I certainly do think that it would be well for
this committee to study carefully to see that they get the greatest
value for the dollar expended.

Senator LucAs. That should be in every department.
Mr. STILES. That is true. Let me say this: I think the greatest

contribution that industry can make toward our free enterprise or our
economic system is by research and engineering skill to constantly
create greater economic value for less money to the consumer as time
goes on and I think that the Government should take that same
position. I think that the time has come when our Government
should carefully study the expenditure of every dollar that is being
paid out, and see if they are giving the taxpayer and the citizen more
economic value for less money as time goes on. To make a very'
crude illustration, Senator: I was walking over from the Navy De-
partment yesterday back to the hotel and I saw a truck go by-a
literature truck for one of the bureaus. There was a truck driver and
eight men in the truck. #

Of course I presume they were assigned there for some purpose.,
It did not look like a transportation matter, but we would not permit
eight of our employees to ride around on a truck, because we just
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could uot stay in buineas at that rate. We have a truck driver and
a helper ond that is the way we handle our aitairs in business.

Now, It is going to take an inspired department maae'r-
Senator I4UqA8. I presume you do uot know what thone eight men

were there for? ' I
Mr. STas. I do not know as I say. It is crude but just the same

you sec those thilgr yourse as you go about. You just wonder
what in the world they coul be doing.

Senator LuoAp. You could speculate and wonder about it.
Mr.. S~iLn. You could not help bu wonder, and that is the way

Z wonder. ,'-
Senator Lvc&s. We have had more speculation before this com-

aitte. 0a almost anythig else.
Mr,, wl s Well, I will try to be practical.
So"a~n 'COAS.i All riht. , - ,
Mr. 8tze. I am ' to.really try to be practical: I not

be constructive but ar y this: Il try t e brie, I try
to be practical. I certainly am sincere, %nd then I will be seated. I do
not want to talk to long.

Fourth, review ng th6 needs for present programs of Federal aid
to State ani oc0 governments with a view to reducing the amounts
expended for such programs, and restricting any new or expanded
program ofsuch aid to Q, niUn.

We are ecouraginn, the State of. Ilinols, every looal chamber of
commerce to go to their Mun'ipnl government pid say, "Please do
not ask for any more FederF;id" and Senator if you get one you
writ me a letter and tw beill d to go down to that territory and
have a little conference.
. Senator Lt ,M. I want tq qopgratulto you on that score. I hope
010 0n will come when every ,pte104 pay its own way,

Mr. 8,4yxa., 1 hopQ too
Senator UbAs ut li'doe' worry we and disturb me to hear some

olks always.tks bout the encro ac ent of Government upon
the States, whe those s e Sttes A ,contantly owning to Wash-
Wgton with A little black..bag a d taking bek whatever money is
neoessay--or hot necmsary-in order to help .them run the Stategovernment, and it ges with some municpaliteo as well.

Now, your ,toory, yO*r idea, Is construove, and I certainly hope
you can pt it a , Nqthig would pleas, me more than to see
twer States some no 'say "We do not want onq of your Fedgral
money at all." That i4, t understad, what Indiaa4 did oetima
ago in sng a reolution through Its lI slatur,.

Mr. xu . i ave acpy of tat routio' with me,
Senator LUcAS, I think t is a grand d b p n. '
Mr. 8T~M, Y0s sir; -and fur Unore the man that controls the

Lurse triog aualtv oounrls the poliaas an4 if we wontto control
the policies in thOe State i NV high. the we Mt our own money to
keep our as onditures within our own limits of ability to pay.

86nator LCo . You have a wonderful program three. I hope
Oli*ou 610ceed but I have %y doubts.

SMr. SmTx. Let pie go on with my otaouient e4, it you want to
uWclude tho ret of those coau to there in tie record you can.
I acot inmp tp k~op yoti ore any logo than neps , gonlon.
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the CsAiauAx. In other words, you would like to have those six
points included id the record?

Mr. S vZLs. I suggest those six points be included in the record'.
If you will, please.

(The document referred to is as follows:)
A PUOORAM FOR FEDzRAL TAXATION AND YFINANCe PROPOSED BY TUIx FEDERAL

TAXATION COMmifno, IL NO STATS CHAM93R OF (OMMID804, TO REDUOM
FDERAi EXPENDITURES' TO ADOPT 1D)MONSTRATED ECONOMIES FOR RxDuo.
IN* EXePNDITVRu; TO owain

THE ILLI4OI8 STAT OIRS or COMMERCE REnOYD&

Redudicon fof Federa ezd a url.
Congress should I tnte all .Psible In the overAtiop Federal

Government to th nd that
service will be red to at least lion t a ear i ate p eto.,

Even at ana ut of$28 b na r ot bu woul LMVirtua times
the last peaoet! budget of 111foH 1940.
2NM T Vet~ er"ent £ in id t 160

With a red tion In ex e= i as p posed here ?it
Aould be p ble to provideaome ediax d tion, d yat aoW a
blanced bud t. The first ep in red tion oh i in the of
the Iddu In e Ta i w n 1 o provide 2wi n.d on In thi o ~ Aprw l
ercnt rdu "o I act the approval of
Ino State hamber o ow
This would timulate sinese. educing I taxayet's bu en

would Assure ntlnuiag and l to cc idt would ake
more funds a )able ot sn ox , 0I to suitaigh 1ev of
etaployment.
Congrasional for 60""s 65-

1. Reducing th number of villa plo of a ve agonci of the
Federal Covernme to the od ths e figure o ,650 I en by the
B oonmitt. an do ted by fat b Attained June 80,
V, mploytneut embr I twas
2. Abolishing every ning war ageno an Its unqtona time the

bona fide needs that the wtw crete to serve no lo l t.
3. FtimlatinI all unno pleation of function services among the

1 141 existing department, a I endot Of the Feral
government. AD amount of uchdup presented in the Byrd com.
mittee's repor of May Il 1946: "1 earohnisatloa In the Executive branho of thelederaI, Government.". nito

4. Reviewing the needs for present programs of Federal aid to State and local
goverwmonts with a view to rbducing the amounts expended for aubh programs,
and reAtriting any new or expanded prgram of such ad to a minimum.

8, Doterring public works eonotruetion not of immediate necessity to some
future period hoa It will nut owupate with pilvMt industry for eopptruethon
materials and labor which are now In short supply, and when It would help to
expand a present low Iesel of busihim activity.

. Provldttgfor the continuation of the Byrd committee (Joint Committee on
Iteduotion o Noneseential Federal Exponditr) which has made notabl.eoon.
tr:butions in improving the eftieney of government.

The for o4ol pfPopmil of tile Jllnos state Chamber of Coimmere bring to
eaIllinois bus, tind to ()o imovs the weults of original work by the Chamtber's

Federal Taxation omm(1 tgo, and Idea$ dovqiped in onjulctlon with tax eerta

Stmrtor Joaxiox. Doou ave the Indians resolution without?
Mr.' 8T114%0, Yes, I It a- atIMan frow m inols W

Senator JowsoX# Do you cre have that In te reod aih t

Isuso O the tword.)
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Mr. STILES. This is, as I understand it, the same one that was
adopted in Indiana. This is the copy I had received from New
Jersey. I thank you for bringing it up. I suggest it be entered in
the record if you so desire.

The CnAIRMAN. It will be entered.
(The Assembly Concurrent Resolution No. 9 is as follows:)

STAT8 Or Naw JSRsD AsszenxLy CONCURRENT RZSOLUIoti No. 0
Introduced March 8, 1947, By Mr. Harris; Referred to Committee on Judiciary

A CONCURRENT RRSOLUTION calling ul.on Now Jersoy's repraeutativea lathe National Congress
and the Legislatures of the sister States and sn good citizens to restore the AmQlcan Republic and the
fOrtylIght Stlles to the fountialons blilt by Okir fathers

Preamble: New Jersey needs no guardian and intends to have none. We
Garden Staters, like the people of our sister States, were fooled for quite a spoil
with the magician's trick that a dollar taxed out of our pockets and sent to Wash-
Ington will be bigger when it comes back to us. We have taken a good look at
said dollar. We find that it lost weight in its Journey to Washington and back.
The political brokerage of the bureaucrats has boon deducted. We have decided
that there Is no such thing as "Federal" aid, We know that there Is no wealth to
tax that i3 not already within the boundaries of the forty-eight States. So we
propose henceforward to tax ourselves and take care of ourselves. We are fed
up with subsidies, doles, and paternalism. We are no one's stepchild. We have
grown tip, We serve notice that we will resist Washington, D. C., adopting us.
Be it resolved by the General Assembly of the State of New Jersey (the Senate

,concurring):
1. We respectfully petition and urge New Jersey's Congressmen and Senators

to vote to fetch our county court house tnd city halls back from Pennsylvania
Avenue. We want government to comhei home.

2. Reeolwd, further, that we call upon the Legislatures of ofr sister States and
on good citizens everywhere who believe in the basic principles of I.incoln and
Jefferson to join with us and we with them to restore the American Rlepublic
and our forty-eight States to the foundations built by our fathers.

Senator LUCAS. I presume Senator Hawkes was responsible for
that New Jersey resolution?

Senator HAwEs. 'I wish I lad been. I would take great pride in it,
Mr. STILS, 1. give you credit for being from a State that has guts

enough to stand up and say, "We have had enough,"
The postwar tax program of the national association was both a

transitional and a long-range tax plan. Inpublishing that program
back in October 1945, it was hoped that individual inoome-tax rates
could be cut to a range of 16 to 76 percent by 1947, the maximum rate
applyiug to income in excess of $1 million, We also advocated the
further reduction of tax rates, as fast as revenue requirements would
permit, to a maximum of 50 percent, with substantial reductions in
th9 lower oad middle as well as the upper income brucket.,

It is our belief that the individual Income-tax rates are much too
high for the most efficient operation of a peacetime economy because
they discourage initiative and the willingness to assume risks while
aorrailing the availability of funds for investment and consumption.
Both investment and consumption must beiiaintained at A high level
f employment and production are likewise to continue at high levels.
Tho U1tmtq economic objective which should guide us In ay tax

revision iathe explosion of the productioll'of more income in terms of
goods and services for our 140,000,000 cnsmers. This goal can Ibe
achieved only if thost' furnishing productive energy are adequately
rewarded, whether they be workers, fawaors, managprs, Investors, the
profeions, or other ewmtial groups.
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We have, therefore been in sympathy with the purposes and pro-
visions of the Individual Income Tax Reduction Act of 1047.. Our
committee notified Mr. Knutson, when his bill was being studied,
that we were favorable to a 20-percent-across-the-board cut in tax
rates as a quick, practicable, and reasonably equitable method of
necessary tax reduction. We realize, of course, that the schedule of
tax rates will require further revision at the earliest possible date in
order to distribute the tax load more equitably and at the same time
to moderate the onerous taxes now being borne by our population.
H. R. 1 is a long step in the right direction, however, and for that
reason we are giving it our support and urging you to do the same.

The bill contains provision for an exemption of $1,000 for persons
over 65 years of age instead of the usual exemption of $500, the
eeffos of which we have not had time to carefully consider. I note
that objection has been raised to this provision by, the Secretary of
the Treasury. There may be some merit in his criticism. Our coin-
mittee is not prepared to take a stand on favoring or opposing this
provision.

With these general observations as a background I would like to
relate the problem of income-tax reduction to some oi the issues which
have been raised by those who are opposed to tax reduction at this
time. It has been said that if we reduce taxes we cannot reduce the
debt and there has been much fruitless discussion of the question
should taxes or the debt be reduced first. The answer is clear and
definite. Taxes and the debt should be reduced simultaneously. If
we do not reduce taxes an extravagant Federal budget will be main-
tained at a higher level than necessary; and if we do not reduce the
debt, its complicated problems will haunt us for generations to come.
Fortunately, it is clearly apparent that we can now accomplish the
dual objectives of tax and debt reduction at the same time.

It is also said that tax reduction i6s i-lationary because it would
plae more money in the hands of our citizens whichL they might spend.
1f the Government collects this money in taxes, will it not also be
spent?%

I might just add hero that the gentleman who preceded me calls
your attention to the way in which some of the Government debt
could be retired, and its effect on inflation or money in circulation,

May I further point out that individual income-tax reduction will
lesson the pressure of taxation upon the investment process because
it will benefit the middle and upper income groups that furnish the
capital for now enterprisess. Increased investment is necessary for
greater production and employment, as we all agree. It is only by
producing more and more goods that inflationary scarcities will be
eminated and prices will be brought down.

Among the lower income group ., the additional money made
available by lncome-ta* reduction might, it is true, be largely spent.
On the other hand, these income groups have been cutting into their
saving to support their consumption and tax reduction should make

ib e some renewal of saving. There would also be less need for
Itlhimeiit buying and other credit expansion to finance consumer
purchasing. Moreover, there will undoubtedly be loss pressure for
wage increases that are bound to raise price .

.The employee is interested 1i his takehlome pay. Under the pseitt
,witlitolding tax plan, most of ,his taxes are checked off by the pay
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master. Any reduction in taxes to the wage earner would innediately
increase his take-home pay without increasing the cost of the products
he produces.

t is not strange that those who oppose income-tax reduction
because they say it is inflationary generally rally to the defense of the
high Federal budget and say it cannot be reduced, or that only very
small economies are feasible. Does Federal spending not tend to bid
up the prices of scarce goods, and thus accentuate the inflationary
spiral? In other words, if individual spending is thought to be infla-
tionary, why, again may I inquire, is Federal spending not inflationary?
Moreover, many of those who attack tax reduction as an inflationary
factor have, at the same tine, consistently encouraged labor to press
for higher wages, apparently assuming that business profits are so
immense that unlimited wage increases can be granted merely wkiout
raising prices by reducing profits. On one hand some argue that
inflation is undesirable, but on the other hand they make matters
worse by giving their blessing to tendencies that aggravate infla-
tionary conditions.

Such an approach to the problem is purely political, rather than
economic as the occasion really requires. We are told that tax cuts
will be ag right in due time but we aregiven no sound and convincing
reason for postponing them. Meanwhile, the frictions in the economy
are increasing, and the dangerous talk of an approaching economic
recession becomes more common. We believe that economic condi-
tions call for the lowering of the individual income tax now rather
thas, in 1948 or 1949 and thus lessen the risk that -a recession may
become an established fact. Prompt action in reducing taxes may
sid us materially in avoiding such an imfortunate consequence.,

The proposal before you to lower income taxes is, in our opinion,
also reasonably equitable. The 'popular principle of progressive
twaMtlonis now generally accepted, and if it is applied with rational
moderation it will distribute the tax load fairly. On the other hand
if income taxoe are excessive on any group, the whole economy will
suffer from the lack of funds for consumption and investment and
the dearth of adequate remuneration for the exercise of productive
energy., As time permits, income taxes should be lowered further
'on all Income classes, the inequities now existing in the taxation of
dividends both as corporate and individual income should be allo.
viated as much as possible, and the taxation of the income of married
couples in all States should be equalized, As income-tax burdens
are lightened, economic incentives will be stimulated and the incli.
nation to avoid taxation will beme less attractive with consequent
benefits to the revenues.

I want to'pauso here for just a moment. I saw in this morziiog's
paper a little statement, It says,

8tate of 1Il1nois awarded $800,000,000 of veterans bonus bonds to a syndicate
headed by two Chieago banks and Halsey Stuart NCo. on a single bid of 100,00,
whieh represented a not Interest et oi 1.67611 percent. It was the largest
public tnaueing to history side front Federal borrowing.

Gentlemen, that isa tax-exempt bond. rvtruns in series from 2 to
25 yea.s maturity. Do you have mav idea what equity capitol would
have to earn to equal that net return t0o the Investor over the samie
period., I think I am safe whan I say itwould have to earn from fivo
to eight timeD ,depending en the bracJkt whih that investor was in.

i,
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That is the biggest'financing in our own State and I just happened to
see that in the paper and I wanted to mention it here, because of this
tremendous discrepancy. This will not put men to work in the sense,
that capital will employ labor. This will help needed situations,
surely, but only when capital employs human effort are economic
values created, and profits accrued to the investor, and when taxes
are such that an issue of that kind can sell at 'that rate, I think you
must realize the seriousness of this situation and the temptation that
there is for large investors to keep out of an equity position and put
their money into tax-exempt securities.

Perhaps the greatest handicap which has faced business since tile
cessation of hostilities is the uncertainty which has existed with re-
gard to Government's attitude toward oui economy. In* 1040 we
experienced uncertain labor relations, in 1947 there is an uncertainty
regarding income taxes. I firmly believe that as soon as the Govern-
ment takes appropriate action on these matters further talk of reces-
sion will disappear.

Other business organizations have submitted statistical data which
support the case for tax reduction, and we shall not further burden the
committee and the record with additional detailed data. Therefore
I shall merely conclude by summarizing our position. We believe
that-

1. Income-tax reduction is now essential for the effective operation
of the private enterprise system.

2, Income-tax reduction would stimulate investment production,
and employment and help overcome inflationary tendencies.

3. Income-tax reduction would pssure the taxpayers and the country
that Federal spending is going to be brought down to a more sensible
level so that the debt may be substantially and consistently reduced.

The CHAIHMAN. Mr. Dudley, we have a vote at 1 o'clock and it is
apparent that we are not going to hear you. I wonder if you would be
good enough to lot us have your remarks so we can put them in the
record andgive them consideration.

Mr. DUDLEY. I would be glad to do that if it is impossible to be
beard.

The CHAIRMAN, We have a vote at 1 o'clock and we have just time
to get to the place of voting and conclude with the present witness,

N ow is Mr. Brown in the room?
Mr. hnowN Yes sir.
The CuAhIIM^N. Mr. Brown, could you accommodate us by filing

your statement and allow us to put it into the record for the same
reason?

Mr. BRowN. I will only take about a half a minute. It is very
brief, sir.

The CHAIRMAN, You know what the time limitation is and if you
can do the job i. a half a minute,

Senator L01AS. I want to ask a couple of questions boeforo Mr.
Brown starts on his half minute because I have hoard those half
minute speeches before. Knowing Mr. Brown as I do, I have never
beard him conclude in a half minute,

Mr. DueLeY I have submitted a copy of my statement and I
should also like to file in the record ai article from the Wall street
Journal of April 12 which is referred to In my statement.

The CuAtauLA. W e would be glad to put it in the record,
6oSO5 -4T-.-4o
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Senator LucAs. Mr, Stiles, you know that whehi we needed revenue
to finance the war, that Congress adopted the method of lowering
the exemption rate.

Now, as a result thereof, that increased the tax load sharply u ion
the lower-income brackets over the prewar level. You realize that
under H. R. 1, not a single individual is going to be taken off the tax
rolls. I have introduced a substitute to this bill which seeks to
Increase the personal exemptions for dependents from $500 to $600,
fdr married people from $1,000 to $1,200.

Do you have any serious objection to a tax approach of that kind?
Mr. ST1uEs. Senator, I would rather see, if we are going to revise

our exemptions and our rates I would rather see the Vays and Means
Committee and the Senate f inance Committee give the thins a Fen-
eral overhauling, because I think some inequities exist at thiIs time,
and I think that,---

Senator LucAs. Well, we are deviating very materially from the
course we pursued a few years ago when we raised these exemption
rates-or rather lowered them-lowered the exemption rates. Under
H. U. 1, the 47,600,000 people who are now filing income-tax returns
will continue to do so. my bill, by increasing the rates from a $503
to a $600 exemption, and a $1,000 to a $1,200 exemption would take
over.4,000 000 people from the tax rolls and give to the lower-income
groups with which you are very familiar a distinct benefit in reduction
of taxes.

I was wondering whether or not you belong to the school of thought
-which holds that no one ought over to come off the tax rolls after they
have gone.on them.

Mr. STJL19s. Well, Senator, if you will remember the last time we
discussed' this we'-that is-the National Association of State
Chamler of dommrce-favored the elimination of the 3 percent on
the $500. In fact, we favored the complete elimination of the 3-per-
cent tax as such, the last time It came up and that in itself removed
'millions from the tax rolls and I think that that-if I may state it
this way, Senator: I think that that is largely an administrative
matter. I think that the taxes however should not be adjusted for
A social bais.

Senator tAtCM, It io not an administrative measure, It is a policy
question.

Mr. STILlS, Does it cost you more to collect the taxes from tho
4,000,000 people than their taxes amount to?

S rator Lvo.s, I would say that tli oqst would be exorbitant.
Mr. ST;Lts. I would think so,
Senator Lvows. T&at is one of the reaons for the elimination of

4he small fellow who Iml to pay. $1 or $1.80 for income tax. '
,Mr. SrLEcis, I do think It I. well, for as far down the line as poosiblo,

vithOut being burdensome on the man that a dollar of taxes moans a
denial of the nocositiee of lifo, I 4o think lb l well for all of us to pay

:0un mutual share of Federa taxos, but- I also feel that the Treasury
D~Pepartmnent is in a much better ption-they have to collect the

ioney--they are in a much better position to advise you whether or
not the $100 Inoreaim in exemptions sh"ld b made or whether it
should remain as it is. I dol't know .
'Sator Luo4s, In other words, YOv have no deiite convictions
about the polioy that we ar*tadvoat be, There 4e two different
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policies you understand. I am seeking to follow the policy that thecongress has been following for years. H. R. 1 is something that is
more or less novel in its approach. We take no one off the tax rolls
under that bill. A man who is paying $1 tax new will pay 70 cents
under H. R. 1. Now, I just can't follow that theory, and I am
trying to convince my good friends on the committee here that we
ought to do what I have suggested. I may have a little trouble,
I must confess.

Mr. STILES. Well Senator, I would just love to go all the way on it.
Senator LucAs. Y thought maybe you would and I thought you

would get around to that pretty soon.
Mr. STILE S. I just honestly feel that it is of some value to the small

taxpayer to realize that he is contributing, as small amount as it
nay be-and it is really taken from him-insofar 'as the Government
is concerned since corporations started this withholding affair, they
did a lot of collecting for the Government; now the Government has
to send some of it back to them, I realize that.

Senator LucAs. If H. R. I had the same provision that my bill has,
you still would be for it, would you not, I mean, you would still be for
the tax reduction?

Mr. STILES. I would be in favor of an across-the-board tax reduction
as suggested by If. R. I because I believe it is an equitable way of
approaching something that you haven't time to study to get all the
inequities straight tened out.

Senator LucAs. Lot me ask you one further question and then I
will cease and desist. As you know, one of the most glaring inequities
hi the present tax law is tiat citizens in nine States, including Wash-
ington, California Idaho, and others, enjoy the privilege of dividing
income between husband and wife. In this hill of mine I have
included a provision which seeks to split family incomes and seeks to
place all of our States on the same basis as those nine Western States.
I presume you would be in favor of that if we could place this pro-
vision in the bill?
Mr, STILES, I mentioned that and I noticed It in your bill. I think

it is a stop in the right direction. I think there is no reason why our
branch manager in Dallas, Tex,-and I wish my friend, Senator Con.
nally was here-and a manager in Kaisas City, both getting, say,
$10,000 a year and one pays only one-third the amount of tax that the
other one pays. I think there is much merit to your position.

The CHAIRMAN, Thank you very much for coming.
Mr. STxLs. It has been a pleasure. I enjoy being with you, I

wish all the root of my friends were here this morning.
(Witnem excused.)

STATIKENT OF 1DG&AR', BROWN, DIRECTOR, NATIONAL NZGRO
COUNCIL

The CHAIRMAN, Mr. Brown, you said you could do it In a half.
minute.

Mr. BnowN. I am director of the National Negro Council.
The CHAIRMAN, I will say this to you: If you can come around hers

tomorrow and take your chances, we will squeeze you in and give you
more than a half-minute. I do not want you to feel you are -hut off.

Mr. BRowN., I appreolate your gracious courtesy,
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The National Negro Council wishes to call the attention of the
Senate Finance Committee to a long-standing and flagrant injustice
imposed upon more than 3,000 Negro income-tax payers, including
approximately a million veterans of World War I. These millions
of patriotic Americans in the Southern States who are denied their
constitutional right to vote, 150 years removed from the scones of the
original Boston Tea Party, still suffer from taxation without represen-
tation.

The chairman and the leadership of the ma)o,Aty of the Senate cati
right this wrong by amending H. R. 1 nd mn1o. another fundamental
constitutional contribution to the cause of democracy on the home
front and the destruction of communism and Hitlerism as the fait
accompli on January 4 when the Senate majority turned back former
Senator Theodore G. Bilbo, for violation of American citizens' rights
to vote on account of race and color.

The National Negro Council urges the Senate Finance Committee
to immediately pass. R. 1, guaranteeing a wide, deep, and handsome
tax cut, right across the board, retroactive to January 1, 1947, for all
taxpayers, but specifically exempting from all taxes every American
regardless of race creed, or color, who is denied his constitutional
right to vote by the Str te of his residence.

(The clipping is as follows-)

M rom the Wall Street Journal, Waahngttoni Burt au, April 12, 19471

Comioe tI s iUslx rSRnOUhD TitNY IVAY TAXS8 ON P5OVITR FROM ST0lts,
FACToRlsS, RU,, YARDS?- CONOseS ItHviNUoI Exi'XIINTs To STvDv I1HO11IJM;
SAT Loss TO UNITSD STATES is SUUBTANTIAL-EY1M OTun TAX EXEMPTION8

WAsmOoNG.-Unele Sarn'o tax gatherers are worried by a growing tendency of
schools and colleges to buy and operate money-making busiest properties,

Nonprofit educational institutions pay no Fedoral income taxes. They don't
even have to file returns showing where their money comes from, Some congres-
sional tax experts wonder whether a university that owns a hotel, a department
store building, a gear-making factory, or a bu'slnvhs block shouldn't be taxed on
the Proceods front sach pursultz, %

Hor and more school aro shopping about for Intome prolknrty to invest their
money In, Others are holding onto business loft them In legacies instead of
turnixng the property Into cash.
P'ror.tor' indu.ry?

"If this thing goes far enough," muses one legislator, "you could have the
whole 6f American industry run by professors." Few tax authoritls hero in
Washington take suois a black view of the situation; but they are concerned over
the los of revenue to the Ooverniuent.

The Joint Committee on Internfl Revenue Taxatlon, tax research group for
Congress, I taking a dicret look d this problem. It Is expected to recommend
that the appropriate Houee and fienato committee call tearinp to ind out if tixexemption Is justitled in these oases,

Educational inatitutions, of course, are only one group of enterprises whose
income ca't be tapped by the Federal tax eolleotq, Labor unions, ooperative
ventures, and religous and charitable ssociations enjoy similar Immunity.
How alwtd r"serok profits

Among other Ilug, Conpv.' researchers intend ',to look into research divislona
Of colleges whic AS tliei services to private industrial concerns. Should the
return on such projects accrue without tax to the univen~Ity? Or should it be
taxe! as an outright business venture?

,Exprts on thejoint committee'# st! explain that educational Institutions are
one of the fields they lutend to cover Il their tn.oeptlon study.V44 think It olIght. be a good Idea (or Conr9i to cal 30a qon this su}o t,

,otky oneI conlgrlonal tAx adriftr. ' The proe~ntaivoi I thaw fnotittiton
cax comt in and tell e tly why they to they'ree etitego to taW exemoons.
M Pb they *an show a good case,"
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Citi general oxamples
Iligh tax rates tied with soaring real estate values over the past few years have

spurred the sale of land, buildings, aifd even manufacturing plants to educational
foundations. Here are some examples:

Spiegel, Ite., Chicago mail-order house, last month sold an eight-story brick
buildIng and warehouse in Kansas City to Yale University for $1 million. The
mall-order firm immediately leaed iack the properties from Yale for a 100-year
period.

The University of Pennsylvania a year ago bought t, he block-square store
building and land owned by Lit Bros., Pliladelphia department store. Lit then
leased tile property for 23 years.

tanisoy Accessories Corp., St. Louis manufacturing company, early i 1946
sold all its assets to the lamsoy Corp. of New York for about *3 million, Tle
Now York concern is a tax-exepnt organization all of whose profits go to tie
medical and law schools affiliated with Now York University. It continues to
operate the St. Louis company.

Unloht College Sohonetad;, 01 bought practically all of tie real estate and build-
iugs owned by Allied Stores (o rp., departnwnt store chain for about $16 million.

Are th e o deals questionable methods of tax evasion? (r are they a legitimate
way for colleges and univer.sities to add to their income when returns from stock
an(l bond portfolios are sminll?

'ax men don't know answer
Internal reventuo men aren't sure. They hope the joint committee's current

inve.sigation will garner onotgh information to show whether a change in the
tax hlw is merited. Specifically they want to know if the (lovernment would
I3e justified in seeking Ia tax "on Institutionnl activities not incident to the direct
purpose of the tax-exempt institution."

As the Federal law now stands the source of income isn't important. so long
as it goes primarily for nonprofit religious, charitable, soientiic, literary, or
educational purposes.

Most Staes and oiltles also provide tax exemption for educational institutions.
Washington University in St. loui Is an Interesting, though by no means isolated,
example.

By special legislative charter in 1858 the ulversity's business holdings were
exempted from municipal taxes. At tile end of 104b, Washington University
had a total endowment of $21.8 million, of which almost $8 million was Invested
in inrome-ltreducing real estate. It owns 51 business buildings In St. Louis
and two buildings in Kansas City. Included in ito properties are a railroad freight
station and switchin yard, by virtue of which the United Statis Circuit Court
of Appeals once ruled the t university was it the railroad bliness,

Ileal estate investment return the last 2 years to Washington University haa
been between 0 aid 7 percent. . St. Louis municipal officials estimate the Citya
annual tax loss on univorslty-owned property Is lbout $220,000. Two suits to
set aide the tnilvemity's tax-exenipt status havo been defeated II the Missouri
State Bul)romo Court, and a third is pending, Last Janary, university directors
notified thr city they wfil acquire no more property in St. LouIs except that
deemed nrcossary for "direct educational use or for the protection of or enhance.
mat in value of present property."

Jlu~lbeginnui~n Study
Congress reosarhers have (.nly started to delve into the subjoct of universitlo

In t ushf1 * Chief of Staff Colhn Stain says he has no estimate on how muoh
rovenue is lost to tim Fedoral Govorm lent annually through s1h attlvities, but
ho elievOs tile total Is "substantial."

Under present market conditions, real property given universlties a bettor yield
than almost any other security of equal sWety. Over tie long term it hols as.
surance of fairly stable Income. Once any existlig mortSags are aRnortisod out
of rental, the entiroriloio avotle. to tho institution,

Many a property owner finds It, advanta Coils to sell to an educational found.
tion. A tax-xem)t purchaser likely will offer a better price than an individual or
corporation who must pay taxes on Is acquisitiol. Moreover, the ll,,olor geerally
can lease back the property en a long-term basis. The rent ho pays the university
Is deductible fromnils taxes as a business expense,

In many of the transactions thus far reported, propertls have boon old, and the
se;, ller h been able to report a capital loss for deduction front his Income tax, In
the cMe of Lit Bros., for distance, tile sale of its store to the Univomlty of Ponnsyl-
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vania resulted in a loss of $6.4 million. Of this total, $3.1 million was charged
against operations for the 1046 fiscal year and the rest was ,harged to surplus,

Lit Bros. has agreed to pay the university an annual rental of $275 000 for the
23-year term covered by it. lease. It has the option of three renewal periods at
rentals to be determined later. The university reports that the Income received
from the rentals is "sufficient to pay interest and amortization on the mortgage
($3.8 million, held by the Metropolitan Life Insurance Co. of New York) and
to provide in addition, a substantial return on investment." The mort age will
be paid od at the end of the 23-year period and the university will own the prop-
erty without encumbrance.
Phiadelphia the testing ground

Philadelphia seems to have been a favored testing ground for university ven-
tures into the ownership of department store buildings, Gimbel Bros. led off the
parade back in 1944. It sold its block-square property bounded by Eighth,
Ninth, Market, and Chesttut St~wets to Fidelity-Philadelphia Trust Co. as trustee
for a grou of schools and colleges. Gimbels then leased back the store building.
The beneiciaries include Yale and Cornell Universities, the University of Roches-
ter, Lawrenceville School, and the Louis J. and Mary E. Horowitz Foundation,
Inc.

The trustee gets an annual rental for a "fixed initial period" of 20 years; the
lease gives GiMbels the right to renew for four additional 20-year periods. The
owners paid $1 million in cash to Gimbels and assumed an outstanding mortgage
of $4 million. The educational Institutions will get back their entire initial cash
investment within 12 years.

Frank, & Seder Department Store in Philadelphia a subsidiary of National
Department Stores, was purchased some time ago by Yale. Snellenburg's build.
tig and land Is owned by the Board of City Trusts which administers public and
charitable trusts.

The CAmMiAN. Thank you very much, Mr. Brown.
Mr. Dudley if you can come around tomorrow we will try to squeeze

you in. I don't want you to feel you have been foreclosed if you insist
upon talking.

Mr. DUDLEY. I am sorry, Mr. Chairman. I am leaving town in
10 days.

The CRAUWA.N. I thank you for your courtesies and we will give
due consideration to your remarks.

Senator LUoAs. Mr. Brown, whom do you represent?
Mr. Browx. I am director of the National Negro Council, We had

1,000,000 or more petitions signed to deny a seat in the Senate to
former Senator Bilbo, for cause of his campaign to disfranchise
100,000 Negro war veterans at the Mississippi primary election, July
2, 1946.

Senator LuoAs. I did'not ask yju that*
I asked you whotp you represent.
MY. BRowN. I recall your asking me the same question at a previous

haring. You, have never been very isypatheto with our interest.,
and constant antidiscrimination camp gn.

Senator LcAs. Of course, that Is not true." As usual, you do not
know Just what you are talking about. I would like to ask you this
question: oWhere are your h eaquarters?

Mr. BowN., 1717 Euclid Street NW., Washington, D. C.
Senator LucAs. How many people do you represent? How many

people belong to your organization?
Mr. BROWN. I should say about 300,000.
Senator LvAS. You mean paid up inkdues?
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Mr. BROWN. Persons who have subscribed to our principles of
equal justice and opposition to discrimination on account of race or
Culor.

Senator LUCAS. Who is the president of your organization?
Mr. BROWN. Dr. D. V. Jemison is chairman of the anti-Bilbo

campaign and one of our founders and financial contributors.
Senator LucAs. Where does he reside?
Mr. BROWN. Selma, Ala. He is president of the National Baptist

Convention, representing 4,000,000 Negro Baptists.
Senator LucAs. Does ho come to Washington frequently?
Mr. BRowN. Yes; I hope to meet him this week in Pittsburgh, at

the Baptist regional convention of 20 States.
Senator LUCAS. I would like to meet the doctor'some time.
Mr. BnowN. I would be happy to have you meet him.
Senator LUCAS. You are the fellow who always testifies.
Mr. BRowN. I am the representative of the National Negro

Council.
Senator LUCAS. Are you on any pay roll with the exception of this

one? 0
Mr. BROWN. No.
Senator LUCAS. Are you sure of that?
Mr. BRowN. I am positive. I have filed my papers with the

Secretary of the Senate as director of the National Negro Council,
under the regulations of the at, provided by the Congress, with which
I am sure you are familiar.

Senator LUCAS. How long have you been working for the doctor?
Mr. BRowN. I am repi'esenting the National Negro Council.
Senator LUCAS. How long have you been working for them?
Mr. BRowN. I have represented the National Negro Council for

some time.
Mr. LUCAS. And your headquarters are in Washington?
Mr. BROWN. That is right.
Senator LUcAs. What do you do outside of lobbying?
Mr. BRowN. My work here includes opposition to all discrimins.

tory legislation. It is o full-time job.
Senator LUCAS, That is what I thought. All right.

STATEMENT OF CLAUDE W, DUDLEY, MEMBER OF FIRM O1
DUDLEY, JONES & OSTMANN, LAWYERS, WASHINGTON, D. 0.

Mr. DUDLzY, My name is Claude W. Dudley and I am a member of
the firm of Dudley Jones & Ostmann, with offices In the Transports.
tion Building,.,Washington, D. C. My firm is engaged in the general
practice of f-w btt most of our work is in connection with Federal
station. For the past 25 years I have given practically all of my
own, time to tax practice. I am appearing hero, however neither as arepresentativee of my firm nor of any of its clients, I am presenting my
own personal views.

I am iA favor of the general objectives of H. R. 1. With a substau.
al surplus assured for the fiscal year 1947 and a reasonable expeta-

:tion of a large surplus under the existing tax rates for the fiscal year
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1948, I believe that it is now time to apply part of that surplus to a
reduction of taxes.

I have no conviction that the method of apportioning the reduction
among the different taxpaying groups is the best that can be devised
but neither have I any other method to suggest as superior. I do have
a conviction that tax reduction should not be coupled with an increase
in the personal exemptions. We cannot expect to support the present
Government needs without a broad tax base. I should not be opposed
to a larger reduction in the tax on the first $;1,000 of taxable income
above the present exemptions, provided the Bud get will permit it,
but I am strongly opposed to taking more people off the tax rolls.

I oppose the retroactive features of H. R. 1 I have heard three
dates mentioned apstarting dates for tax reduction; January 1, 1947,
July 1, 1947, and January 1, 1948. Of these July 1, 1947, is my first
choice January 1 1948, my second choice, and January 1, 1947, the
least desirable. I do not think that it is sound fiscal policy to enact
a law near the close of the fiscal year 1947 which burdens the revenues
of the fiscal year 1948 with a tax refund load of $700 million, A large
part of the individual tax bill is paid currently through the withholding
tax and payments on quarterly estimates. Individuals have already
budgeted their own fiscal situation for the first half of 1947 under
existing tax rates and no good purpose will be served by handing
them a retroactive windfall. Under the Pay-as-you-go system you
gentlemen' seem to have adopted the ihey that there shall be no
retroactive tax increases. That is sound and I think that it is equally
sound to adopt the same policy with respect to tax reductions.

There is one other feature of thebill whichrI strongly oppose. That
is the provision granting an additional exemption of $500 to persons
over 06 years of age. That apparently innocuous provision is just one
more stop in the wrong direction, I urge that it should not be taken
and if the committee agrees with me in this, I request that the com-
mittee state in its report a definite policy against broadening the
exempt clase. ,
• Tax exemption is a real evil. There were two fundamental reasons
for the break-down of the French economy prior to the Revolution,
extravagance of, the Government and tax exemptions enjoyed by the
mobility and the church.

This Congress is taking steps toward economy in government but
is not as yet dealing with the tax-exemption evil.

I want to call to the committee's attention an article in the Wall'
Street Journal of April 12, 1947, under the title "College s in Busi-
no"." It is there brought out that Yale Univity has recently
bought a mail-order business property, the University 01 Pennsylvania
& department store property, New. rk University a mant.facturing
business and so on. Wasington University of St. Louio has $8
million invested in Incone-producing real estate, so much that the
-oity of St. Touis brought suit to st asid6 its tax exemption, after
which the university agreed to buy no more business property in St.
Loui.. Those are alI evils stemming from the tax exemption accorded
religious, charitable, and educational instltutlonv, which will, no
doibt, have the attention of the Congrii at the ptoper time.

Th fact that the Federal estate tax can be oomletely avoided
under present law is another serious rnotter for oowaoration by the

I"t
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Congress. Since Mr. Ford's death the papers have repeatedly
referred to the Ford foundation which now owns a substantial part
of the stock of the Ford Motor Co.

Its holdings are variously estimated at from $200 million to $600
million. The stock held by the foundation is nonvoting stock,
whereas the Ford family retains most of the voting stock. In this
way the family keeps control of the Ford business although it is
actually the owner of a very small part of it. I am not blaming Mr.
Ford or any others who have followed this course. I am, in fact, an
admirer of Mr. Ford and am firmly of the believe that hiv has contri-
buted greatly to the development of our economy. The present law
invited him and others to do what they have done.

I am not sre that the estate tax is a good thing, but we have now
had it on the books for 31 years and I assume that it is here to stay.
If that is true, then a law should be passed which will prevent its
avoidance.

As you know, an individual is not permitted to deduct for income-
tax purposes more than 15 percent of his annual income. If the
estate tax is to be retained a similar limitation should be placed on
the amount of property which a man can devise to charitable organ-
izations, tax-free, at hiis death. As the law stands today one has
merely to choose whether to leave his property to charitable organii-
zatiots, tax-free, or whether to leave it to his family subject to the
estate tax. The law invites this choice and we cannot blame those
who make the choice against the tax revenue.

Equality of taxes is of extreme importance. The present inequality
in taxing the income of married persons in the various States is a
matter well worthy of the attention of this committee. The placing
of all on an equal basis can be accomplished as a part of a general
tax-reduction program, but at no other time. If the equalization is
not undertaken as a part of tie present bill I suggest to the committee
that it leave a leeway for further tax reduction in the coming year
so that the problem can be mot in conubotion with that pr-gram.

The matters to which I have referred particularly require consider.
,able study and perhaps it will be impossible to treat of them in the
present bill. In the meantime, I suggest that the committee reject
without prejudice the exemption granted in H. R. 1 to persons over
05 years, leaving the matter for later consideration in connection with
a comprehensive study of tax exemptions.

The CHAIRMAN. We will meet at 10:30 tomorrow morning.
(Thereupon, at I p. m., an adjournment was taken until Thursday,

May 1, 1947, at 10:30 a. m.)
(The chairman directed the insertion in the record at this point of

to following statement by Mr. Robert B. Irwin, executive director
of the American Foundation for the Blind, Inc.)

STATIOMIDNo OF snT DB. IawIN, Ex1AeTx v DIRoTO, TH% AmURWAN
FOUNDATION F~OR THUX BLIND, INC.

A few years ago when blind people were permitted a special $500 tax-free,
income allowance in recognition of their spcial oxponioa growing out of blind.
ness, the tax-free allowance, through an oversight, was classified m a deduction
Jiustead of an exemption, Which has complicatd income-tax reporting by the

> blind, and has In mangy cases deprived thont of some of the rights enjoyed by
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The Incone-tax law should be amended by reclassifying the $500 nontaxable.
income allowance for the blind as an exemption instead of a deduction Just as
Is done for the aged in H. H. 1. This change should be made for the following
reasons:

1. It makes it possible for employers to allow for this exemption when with-
holding the tax, thus giving blind people the use of their money as they earn it.1 2. It permits the blind person to use the short form of tax report instead of
the Iong form with which seeing people had so much difficulty as to require special
action by Congress.

8. It permits blind people in the lower-income brackets to take advantage of
the 10-percent deduction covering charitable contributions, sickness, etc., with.
out itemizing the amounts so expended, Just as seeing people do.

Employers should have no more difficulty in obtaining certificates of blindnem
than they will have in obtaining certificates of age.

Unless the change from deduction to exemption is made blind people will be
treated with loss consideration than will be the aged when If. R. I becomes law,
In spite of the fact that it is easier for a seeing aged person to make out his tax
report than It is for a person without sight.

Blind taxpayers will greatly appreciate this recommended change, which intro.
duces no new principle in the law.
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THUBDAY, MAY I, 1947

UNITED STATES SENATE,
CouMITTEE ON FINANCE,

Wishington, D. 0.
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,
George, Barkley, Connally, Johnson, and Lucas.

The CHAiRmAN. The hearing will come to order please.
Mr. Roswell Magill is the first witness.

STATEMENT OF ROSWELL MAGILL, MEMBER OF CRAVATH, SWAINE
& MOORE, NEW YORK CITY, N. Y.

The CHAIRMAN. Mr. Magill, will you state your name and your
present business and brief us it a little bit on your background?

Mr. MAGILL. Roswell Magi. I am a member of the law firm of
Cravath, Swaine & Moore in-New York City. I am also a profosssor
of law at Columbia University. I presume what the chairman wished
me further to state is that I was Under Secretary of the Treasury in
1937 and 1038.

The CHAIRMAN. Thank you very much.
Will you be seated, or do you wish to stand?
Mr. MAOILL. It does not make any particular difference.
The CHAIRMAN. Whichever way suits you best.
Mr. MAOILL. Mr. Chairman, I have a very short prepared state-

ment which I am afraid covers a good deal of the same ground that
has been covered here before.

If it is agreeable to you I will go through this statement. If any
of you have questions you wish to ask, either during or after I read
the statement, I shall be glad to do what I can with them.

The CHAIaMAN. Go ahead, Mr. Magill.
Mr. MAGILL. Taxes, particularly individual income taxes, play a

major part In shaping business decisions. Misdirected taxation, not
merely the sheer burden of taxation, is perhaps the greatest threat to
the free enterprise system in this country today. If we believe in
free private enterprise, our tax system should be framed to permit
free private enterprise to function and flourish for the general good.

Federal budget' of the sine we must contemplate cannot be bal-
anced without actively functioning business. The Congress and the
Treasury must be quite as much interested in good business and full
employment as anyone else.
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The first step in bringing the Federal budget under control .is to
reduce expenditures. We cannot expect to go on indefinitely applying
the highest peacetime tax rates we have known to the highest national
income we have ever had. If expenditures are brought down $4, $5,
or $6 billions, in line with the action of either House of Congress,
substantial tax reduction, and a much more substantial payment on
the debt than the President contemplated, can both be made.

Since Congress cannot at.this time undertake a revision of the whole
n',rmal tax and surtax rate structure, the fairest procedure for tax
reduction seems to be a straight across-the-board percentage cut in
the individual income tax rates. If this is done, the present progres-
sive rate structure will be left in effect, with a pro rata reduction.
The big taxpayer will receive more benefit in dollars saved than the
small taxpayer, but only because the taxes he has boen paying are
many times as great both in rates and amounts.

If income taxes are to be reduced, there are substantial reasons for
allowing persons in the upper and middle brackets a full share of relief,
as well as persons in the lower brackets.

First, the incomes of the men who manage American business fall
in those brackets, and we want to encourage them as much as we can
to vigorous activity in the next decade.

Second, since the wartime increases in taxes were sharpest in those
brackets, in fairness they should now participate ratably in any tax
reduction. I

However great our corporation may become, they will be and must
e managoedby men. Any new capital, not developed by the business

itself, will have to come from men. Surtax rates of the present
ta itudo are loss likely to induce men to take on additional respon.
sihulties or 'to make new investments than to persuade them to take
arest. , i •

A citizen may be willing to pay half of what he earns as the price
of civilized society- but when the Government in peacetime takes
two-thirds or three-fourths of what he earns, he is pt'rst to grumble,
then to slow up, then to stop taking on additional responsibilities.
The revenue the Government has lost by being too grasping is in-

Yet, we stagnate as an industrial nation, unless men are wilin to
get up early and work late, to risk money in new ventures and to
lake an new duties.I The whole force of the steep progressive rates in the present
surtax system is directed in opp0s tion to the vigor and inoentive and
ambition of the young executive who want. to climb to the top of
th ladder, The surtax rates tell him that he does not have much
togain by the climb.

One of our proper boasts in this country is that the boy from the
form or the small tow has just as good a chance, perhaps a bettor
6hano, to reach the top, as the son of :the well-to-do city family.
That boy gets to the top by being a little more vigorous and intelli-
gent, by producing more goods, and by making them better and

'Oosper than tie next fellow,
'he mangers of American business produce for all of us, whether

consumers or laborers or stockholder.. Consumers and laborers
and stockholdors are all interested ig promoting good management.
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As a matter of fact, the first two groups, and particularly labor,
have more at stake than the third.

The Treasury gains little from the top surtax rates. The total
yield of the surtaxes on all taxable incomes of $50,000 and over at
the present level of national income is about 8 percent of the total pro;
duced by the individual income tax. The total yield of the surtaxes
on all taxable incomes of $100,000 and over is about 4 percent of total
revenues from the individual income tax. Thus, the revenue reasons
for such rates are not forceful, and the economic arguments against
them are strong.

A substantial reduction in Federal expenditures, and a straight
across-the-board cut in individual income-tax rates will have impor-
tant beneficial effects on our economy .

First, it~will give our citizens and the business world confidence that
Congress at long last actually has the Federal budget under control;
that the Federal Government is going to get $1 in value for $1 spent.

Second, it will encourage business executives particularly young
men, to work and to grow, for their earnings will have become some-
thing more than token payments in 40-cent or 30-cent or 25-cent
dollars; that is, payments most of which are going to move on to the
United States Treasury in income taxes.

The CHAIRMAN. Mr. Magill, are you familiar with H. R. 1
Mr. MAGILL. I cannot say I am very familiar, but I am familiar

with it; yes. *
The CHAIRMAN. Generally speaking, do you approve it?
Mr. MAGILL. Yes- I do.
The CHAIRMAN. Have you any personal estimats of revenue over

the next fiscal year?
Mr. MAUILl,. I have not. I presume the reason I was invited down

hero was that I served as chairman of the Committee on Postwar
Tax Policy, which got ont a report a few months ago and (lid make
such estimates, but I am a lawyer rather than a statistician, and I
am not in a position to help you much on that score.

The CHAlaRMA. Are there any questions?'
Senator LUCAS. Mr. Clairman, may I ask a question?
The CHAIRMAN, Senator Lucas.
Senator LvoAs. Mr. Ma gill, I am not sure that you know that I

introduced a bill in Heu of H. it. 1.
Mr. MAGILL. I have gone over your bill hurriedly, Sonator. I am

also not intimately familiar with it, but I know what it does in general.
Senator LuOAS. Will you tell me why you oppose an increase in

petinal exemption, say, from $500 to $600?
Mr. MAGILL. Well, as I responded to the chairman, 1H. R. 1 seems

to me a good bill to adopt at this time. I do not mean to say by that
I am nectsarily opposed to the items that are contained in your
bill. Indeed, ome of them I heartily favor.

As to the matter you speak of, I presume the question you want to
raise is whether or not it senm better to raise the exemption somewhat
or to lower the rates somewhat in the way that 11. R. I propose.

Snstor LvcAs. That is cotrect, In other words, when the Govern-
ment needed uioney to run the war, they reduced the exetnptions
and it was my thought that until we could get an over-all tax bil
whih would ta"s into aousideration all of the anglea. as we must do
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some day, we ou ht to pursue the same method in increasing the
exemptions we followed a few years ago in lowering the exemptions
to raise the revenue.

Mr. Maomt.. Of course, there is much to be said for that. The
.argument the other way, I think, would be this: As you are, of
course all of you, even more aware than I the rates, particularly in
the middle and upper brackets, were considerably raised during the
era of the thirties before the actual advent of the war. The history
of the thirties was a history of the increase of those top rates, and the
exemptions were not, I think, importantly changed during that period.

When the war came on, it was necessary to raise very much more
money from the individual income tax; and, as you know, today the
individual income tax is producing about half of the total revenue of the
Federal Government. %

In order to get that additional money, of course the rates had to be
applied where the income is; and the income, as I have sketchily indi-
cated in my statement, is aettially in the lower brackets and not in the
upper brackets. Hence the exemptions had to be lowered.
I Now my own view has been that since the individual income tax
is-and as I see it, must be-the cornerstone of the Federal tax struc-
ture, it is desirable that citizens generally should be subjected to some
income-tax payment so that they will be familiar with the fact that it
is ne to pay taxes in a society of this sort. Further, in that
way I think people will have more interest in what is going on down
here and in how the money is being-spent.

Senator Lucas. On that theory, everyone who makes any money
at all should be on the tax rolls?

_Mr. MAMLL. Of course, it is always a question that is difficult to
solve s to what the exemption should be. I am sure all of us would
agree that there ought to be some minimum amount excluded, that the
income tax ought not. to apply literally to everybody in the com-
munity, for one thing because of the great difficulty of collection from
persons of very small income.

Now, whether the exemption should be $500 or $600 is a question
that I am sure I could not answer in any absolute sense.

Senator LuCAs. I agree with you op your last statement. For
instance, under H. R. 1 the individual *ho now payb a dollar income
tax will still be payiu 70 cents under H. R. 1, andu .der my bill, of
course, he would be taken off of the tax rolls entirely. It does seem to
me thit those in the lower income brackets ought to have the real
benefit-ought to have a tremendous amount of benefit at, this
particular time, in view of the high prices of everything that the lower
income group is compelled to purchase.

In addition to that, increasing the exemption from $500 to $600,
takes over 4,000,000 people off the tax rolls, which certainly should be
of some benefit to the economy of Government as tat as pay rolls ore
concerned. '

Mr. MAGILL. Well, as I have said, the 4uestion as to whether the
exemption should be $500 or $000 or $400, or some other amount, is
certainly a matter of Judgment which I am sure you men are more
capable of solving than I am. ,

My own feeling would be, as I have tald, to leave the exemption
aone for the present, Whether or not you would choose to change it

in the future, ido not know. I am tWinking, of course, in terms of
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what I believe we use as a typical family, a married couple with 2
children, with $2,000 total exemptions.

It does not seem to me a bad idea to have a person who has $2,100,
or whatever it is under those circumstances, to pay a little something'
to the Federal Government, to be aware of it that much. I have htpw.rd
advocacy down here-I do not know whchber it was ir. this com-
mittee-of the desirability of having even more citizens paysome kind
of filing fee in connection with a tax return. This proposal has its
points.

The CHAIRMAN. Kind of a general head tax?
Mr. MAOILL. Yes.
Senator TArr. Poll tax?
The CHAIRMAN. Yes.
Mr. MAGILL. I think the last time I heard it was from David

Lawrence; but whether or not he is still advocating it, I do not know.
Senator LUCAS. It might be a little difficult to get a poll tax in some

States.
Senator CONNALLY. They all had them in the beginning. Prac-

ticaUy every State in the Union had a poll tax at the beginning of the
Government.

Senator LUCAS. That was before I was here.
Senator CONNALLY. You are here now.
The CHAIRMAN. Mr. Magill, obviously we had to have to keep this

reduction within certain financial limits. There is a certain amount
of money which we finally decide we will use for the purpose of tax
reduction. Increased exemption of $100 would cost a billion and a
half dollars in tax revenue.

In your judgment, considering the allocation of this over-all amount
of tax reduction, do you think it would be better to apply the billion
and a half by increasing exemption or by iniome-tax reduction?

Mr. MAGILL. I would do it by incoine-ta): reduction. As I have
tried to say here, as you know, most of al) the Treasury and the
Congress is betting an awful lot of money un a vory high national
income. The national income, I think we all agree, just must be
kept up, if we are going to balance the budget and got along as we
mi-st (10.

Now, as I view it, the way to see that this is accomplished is to see
to it that the economy is functioning as actively and as well as we
know how to make it. That, to a groat degree, is in the hands of the
managerial group who are in the surtax brackets in one place or
another.

I think they badly noed,.at this time, the encouragement and in-
centive which an across-the-board tax reduction would give them.
For that reason, I come to the conclusion that the enactment of
H. R. 1 would be a good thing.

The CHAIRMAN, Senator Lucas, have you finished?
Senator LUCAS. You are familiar with the family-income splitting

various States?
Mr. MAOiIL. The community-property States?
Senator LUCAS. Yo.
Mr. MAOILL. As our committee said in its report, we think that is

a_ very desirable reform. We have no opposition to that at all,
'Every time I visit a community-property State, which I did recently,
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I wish to goodness that I lived in one of them and enjoyed tile ad-
vantages which people who live there have'

Senator QWoRom. The trouble with that is the first reduction we
are givin--we would not give old maids and old bachelors any relief
on their income in the community-property States.

Mr. MAGILL. That is the trouble. It so happened that the State
which I visited was Senator Connally's State, and I can join him in
admiration for it. But tie man I was talking to was not married,
and he did not think community-property was so good.

Senator LUCAs. Under the bill which I introduced, the old maid
and the old bachelor would still be paying less taxes than they arepaying today.

gonator CONNALLY. The community property in my ,,tate, at
least, had nothing to do with income taxes. It has been our law for
over a hundred years before anybody ever dreamed about income
taxes.

Senator TAr. If you take a school teacher with $1,200 income,
under this bill, I would roughly guess they now pay $100, and under
this bill they pay $70; but under Senator Lucas' bill, all they would get
would be the saving on $100; that is to say, they would save about
$20. It seems to me that under I. It. l, a school teacher with $1,200---
it seems to me that class has the heaviest burden of all to pay, and
they get less reduction than they get under 1I. It. 1.

Mr. MAGILL. I have not actually completed that but I suspect
that what you are saying is true. I have wondered a little about
Senator Lucas' bill in this respect: I would suppose that it is bene-
ficial to people down at the bottom of the scale and that it is beneficial
to people up at the top of the scale, but I am dubious as to its benefits
as compared to H. R. 1 as to people in the, say, $5,000 to $15,000
range., I do not know about your school teacher, Senator Taft-
about how she would fare.

Senator LuCAS. Your conclusions are erroneous.
Mr. MAoLL. Are they?
Senator LUCAS. Yes,
Mr. MAGLL. Well, I come to the fount of wisdom oil tile Lucas bill.
Senator TArr. Increasing the exemption to $600 saves $20?
Senator LUoAs. That is the lower income groups. 1H is talking

about my bill as a whole. The lower income groups get the benefit,
and higher income, groups get less benefit,

Mr.MAGiL. That is rigit. I have not figured it, but I wondered
about the people in the middle.

Senator LubAs. You will find in the Vharta which we will present
before we get through that we really flatten out the curve and the
fellows in the middle income groups are going to do all right.

Mr. MAoQtUi, I am glad to hear that. -I did not know that was true.
Tke CHAIRMAN. In your judgment, would it not be .btter to got

at the problem raised by Senator Lucas' bill, the one we have just
boon discussing, and a gotn'ral revenue i'eOision measure, or should we
assume the billion dollar cost of that in this bill aid thus reduce to
that extent income tax relief?

Mr. MAoL,. We have thought of it in our omitteo, and I hWve
thought of It personally, as being a matter for a general bill.

As all of you are wll aware, there are a good many such matter.
I do not know whether the Secretary of tl Troasury enumerated
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them here. I remember he did in the House. There are a number
of matters which are crying for attention and need to be dealt with
in a general bill. I would list this as one of them. But in my judg-
ment it is important to put through promptly a simple proposal like
H. R. 1.

'The CIAIRIMAN. The split income relief in that part of Aenator
Lucas' bill would go to a relatively limited number of people.

Mr. MAGILL. I have thought so. I am shaken by what the Sena-
tor has just said. I would like to see your charts. As I say, unfor-
tunately, I have not really studied that matter closely.

Tire CHAIRMAN. Are there any further questions?
(No response.)"
The CHAIRMAN. Thank you very much for coming, Mr. Magill.
Senator Lucas?

STATEMENT OF HON. SCOTT W. LUCAS, A UNITED STATES
SENATOR FROM THE STATE OF ILLINOIS

Senator LUCAS. Mr. Chairman, I have a brief statement that I
want to read into the record, if I may, at this time.

I presume I can sit right where I am and be cross-examined just as
effectively up here as I can down there.

Senator GEottoi Maybe you want to be heard in executive session?
Senator LucAs. I would like to be heard in executive session but I

would like to be heard hero also,
Senator JOHNSON. You probably will be.
Senator LUCAS. Mr. Chairman and members of the committee,

we have heard much in these hearings concerning the immediate
economic future of our country as it boars on the problem of tax
reduction. Plainly, one of the most important factors to be taken
into consideration in connection Nith ny tax bill is the economic
climate in which it is to be effective.

As has been shown recently by bitter experience, our economic
future is less predictable than the weather. There are those who say
with positive assurance that we are heading into a deflation which
makes it imperative that we inmed ately enact a tax-reduction meas-
ure, retroactive in character in order to stem the tide of deflation.
This may very well be the case.

On the other hand, there are many signs which point in the' opposite
direction. National income and employment are at an all-time high.
The major manufacturing industries have either concluded, or are
about to conclude, their bargaining with their workers for this year,
substantially without any major in,.orruptions to production. Cor-
porate profits are exceeding the fondest hopes of corporate executives
and shareholders. There is no reason why we have to face a serious
decline in the general prosperity, providing only that we can make the
adjustment to a peacetime economy without serious strain .

Regardless of what lies ahead, it is clear to me that a majority of
the bnate is determined to pass a tax-reduction measure. While I
agree with the President that now is not the time to reduce taxes,
ovortheless the bill now being considered by the committee seems

to me to be shlot through with such glaring inequities that I have under-
#aken to introduce a substitute for it.
- , . 0861--4-- 81
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The President in his budget message to this session of the Congress-called for the expenditure during the fiscal yeat' 1948 of $37.5 billion.The Senate voiced its determination to trim thft figure by $4% billion.The House of Representatives set the cut at $6 billion. Althoughthis disagreement between the two Houses of Congress has been inthe hands of a conference committee of both Houses since March 4,almost 2 months ago, no agreement has been reached.
a This, however, is not so important as is the fact that up till now nota single significant appropriation measure for fiscal 1948 has been on-
actedby both Houses of congress. Of those considered by the ]]ouse,the extent of the reduction in the figures of the President has been soslight as to give little warrant for assuming that either the goal of theHouse of o 6 billion dollar cut, or the goal of the Senate for a 4% billiondollar cut is likely of realization.. The largest single item in the budget, namely, that for the armedservices, which alone constitutes 30 percent of the budget, Ijas not yetbeen reported out of the House Committee on Appropriations.Unexpected contingencies not provided for in the President's budg-et may demand further expenditures Qf substantial proportions, ofwhich the 400 million dollars of aid' to Greece and Turkey are but asingle important illustration. In making a tax reduction before ex-penditures become clearer, we are putting the cart before the horse.Moreover; it seems to me as elementary as it is sound that in tixies ofhigh national income a significant start must be made toward retiringthe enormous national debt which the war left in its wake. If wecannot start that retirement now, then when will we be able to?Mr. Chairman, at this point I would like to put into the record justwhat'the Appropriations Committee of the House has done up to thismoment, comparing that with the estimates made in the President'sbudget all of which seem to me to be very necessary in seriously con-sidering a tax measure of this kind.II want to take this opportunity to compliment the Appropriations
Committee of the House in attempting to cut the budget whereverpossible, so long as the essential services of Government are not im-paired and I think they are doing everything they can along that line.For instance, the estimate in the Federal budget for Labor Depart-ment and Federal Security Agency was $1,703,412,300. As passedby the House of Representatives we find the figures to be $1,084, 8,-780 which constitutes a reduction of $78,825,520, or a 4,5 percent
reduction.

For the Interior Department, the President's estimated budget was$295,420,420. As passed by the House of Representatives, its appro.priation was $161,413,513, a reduction of $134,006,907 or in percent-
age terms 45.4.

Now I undertake to say from what I have heard around the Sonate,that this particular appropriation will probably be increased by theAppropriations Committee of the Senate but nervertheloss, I amusing the figures just as they came out of the House In this exhibit.The figure for the Treasury and Post Office Departments in thePresident's estimated budget was $4,090,123,800, As passed by theHouse of Representative., the appropriation for these Departmentswas $3 202,060,7 0 or a total reduction ot $897,072,750 in percentageterms E,. In connection with that reduction, I call t 1e committee'sattention to the fact that there is an 890,000,000 Item that I have
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included in additional fdnds for tax refunds as estimated by the*
Treasury Department, because in my judgment---and it seems to be
the judgment of everyone-tho Appropriations Committee of the
House was wrong in reducing that amount-a bookkeeping transac-
tion only. With that $800,000,000 included, we have a total in the
estimated budget for the agencies I have mentioned of $6,157,956,220
as submitted by the President. That is what the President's budget
included in, the items that I have discussed. Appropriations .or
those same agencies passed by the House of Representatives to date
with the $800,000,000 included, total $5,848,051,043, which results in
a total amount of reduction under the Budget estimates of $309,905,-
177 or a percentage reduction of 5 percent up to this time,

Now you will note at the bottom of the table I say this:
The President's budget for the fiscal year 1948 called for expendi-

tures of 37.5 billion dollars. If the House version of the legislative
budget should prevail, 6 billion dollars, or 16 percent, must be cut
from the President's estimate. If the Senate version of the legislative
budget should prevail, 4% billion dollars, or 12 percent, must be cut
from the President's 'estimate. To date $6,157,958,220 of the Presi-
dent's budget has been considered, or 16.5 percent. Out of this
amount, the House has succeeded in cutting off $309,905,177, or 5
percent. The largest item in the budget which remains to be con-
sidered is that for the armed services, which is estimated at over
11.5 billion dollars. Interest on the national debt will be $5 billion.
We know we have to pay that. International affairs and finance will
call for 3.5 billion dollars. We know we have to pay that, and veter-
ans' services and benefits will cost more than 7.3 billion dollars.

The House Appropriations Committee, as I recall, took out $350
million from the Veterans' Administration appropriation in the first
deficiency bill through some mistake or error, and then when the bill
will before the House they put the $350 million back.

Now, I place those figures in the record because that is all the
figures in appropriations "for 1948 which are available at this time,
to show what has been done by the House.

As I recall, the Senate has not acted upon any 1948 appropriation.
The Senate Appropriations Committee has reported the-bil for the
Labor Department and Federal Security Agency and I do think they
may have decreased that appropriation below the amount the House
passed by some 8 million dollars. which would not make much dif-
ference in the figures hero.

I am also, Mr. Chairman, preparing another set of figures with
respect to authorizing legislation which has been introduced by
various members of the Congress which I have not yet completed. I
think it has an important bearing on what we are considering here.
It shows the bills that have boon introduced in. the Senate and the
House authorizing the expenditure of money necessitating additional
appropriations by this Congress and it will run into billions of dollars,

Senator JOHNSON. Will they be in addition to the budget?
Senator LucAs. Oh, yes. They have not been taken into consider-

ation in the budget at all. For instance, I am thinking of one,
universal military training, which it a bill that I probably would be
for myself In due course, but it, as I recall, would oost a billion and

half alone, It is pending before the Congress, and I can see some
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possible emergency that might come along in which we might have
tO use that type of legislation. t hope not.

The OI MAZiu . Senator, I do not want to interrupt you unduly.
Senator LucAs. It is perfectly all right.
The CHAIRMAN. I want to say as to that $800 million, oni account

of the refund item, while I agree completely that that does not repre-
sent' an economy, yet it may very properly represent a reduced
expenditure in '48, and we are casting our expenditure budget on an
actual expenditure basis. So if the House is correct in saying that we
will not spend more than that, even though we may have to make it
up ini future years, it will represent a true reduction so far'as expendi-
tures are concerned.

Senator LUCAS. Well, Senator, I do not go along with that theory.
If we are going to have to make it up sometime hereafter as suggested
by tbe Senator, I do not see how we can just lop off $800 million on tax
fefunds..

'In other words, you go on the theory, as I understand it that every
fellow is going to make out an income tax schedule correctly, and that
he knows exactly what his tax is going to be. The Treasury has been
making these estimates for years and it does seem to me tiat they are
in a better position to make a proper estimate than anybody else.
Nevertheless, even if you included that, I may say it would not increase
the percentage only a few points.

Tho CyAiJMAN. It would represent roughly an amount of reduction
in a total of $1,009 905,177.

Senator LucAs. Yes, sir. I think that is correct;
Mr. Chairman, we do not now lack a broad base of purchasing power

among the mass of our people. What we lack are goods to satisfy
their demand. This situation results in prices so high that persons
whose incomes are relatively fixed find that they cannot compete in
the market for the goods which are available. To add more money
to the purchasing power now available, without adding a correspond-
ing quantity of goods into the market will put a prop under the present
high level of prices and seriously retard the gradual reduction in
prices which would contribute so much to economic stability.

This statement was prepared before Dr. Edie made his statement
yesterday. He takes the position that prices are never going to conie
down if we maintain the stable economy that we have at the present
time. I Just do not quite agree with that. As a layman, I may be
wrong, but it does seem to me that prices are too high and that they
have to come down.

Senator HAwxms. You ilso agree that a layman is sometimes right
when the other follow that does all theorizing is sometimes wrong.

Senator LucAs. I think you and I will both age to that.
Senator HAwxus. I am sure I will agree with that.
Senator LUcAS, I was tremendous interested in the doctor's

testimony but there were one or two tii I could not subscribe to
and that was one of them.

Senator HAWX,. Mr. Chairman, will the Senator pardon ine for
rminding hi thet Dr. Edie did sai that he thought the higher price
of aricultural products that lend themselves to reduced cost of living
I1n hi opinion would have to subside and"go down from where theyare? . .. '

Senator LuCAs. Yes. He sad that, that that was the one com-
modity that would fall in the next 1 4or IS months as I remember.
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. Senator HAWzES. And his theory was that the reason that had to
fall was that it had gone up so much higher than the industrial prod-
ucts and so forth.

Senator LucAs. The Senator is correct. Those who* advocate a
retroactive or immediately effective tax reduction are positively
committing themselves to the proposition that a deflation is upon us.
For, otherwise, the benefits of the tax reduction will have been dis-
sipated in higher prices, and, if the deflation does not come promptly
but appears at a later date, our ability then to reduce taxes will be
curtailed, since taxes cannot be constantly reduced without seriously
impairing the credit of the country. Moreover, if the object of the
tax reduction is to provide a safeguard against a recession, then any
tax reduction bill should insure that the maximum tax benefit goes
to the lower income groups in order that the maximum stimulus may
be given to purchasing power.

H. R. I makes tax relief retroactive to January 1 1947. . No valid
reason has been advanced why a tax reduction should be effective for
a period when income payments have been as high as they ever have
been in any period in the Nation's history.

Senator Hwxs. Mr. Chairman, will the Senator from Illinois let
me say in there that I agr.o you have got to keep purchasing power
up but I also think that yoa have got to keep up the initiative of the
people that produce the things that the people want to purchase, so
that you willhave them in volume to carry out the very thought you
had a few moments ago, that you have got to have material, and that
is the reason that I am interested in seeing that the tax is reduced
in the place where it will stimulate investment to produce more things.

I agree with you, you have got to keep purchasing power up, but
I think you have got to have a balance in there.

Senator LucAs. Certainly managerial incentive is not stimulated
retroactively. I do not think that it is. I do not think an argument
can be made that you can stimulate incentive retroactively.

Senator JOlHNSoN. That is water over the dam.
Senator LucAs. That is water over the (lam, that is correct, and

one of the bases of this tax bill is to stimulate incentive, and yet you
make it retroactive as of January 1.

The CHAIRMAN. You cannot tempt a man with a breakfast that
he ate this morning.

Senator LucAs. That is very well put, Senator, thank you for the
contribution.

The nature of the reduction in H. R. 1 has a plausible ring until you
examine it. The plans of some Members of Congress to reduce taxes
flatly by, 20 percent across the board had to be modified for a very
interesting reason, If the. 20 percent reduction in taxes were to be
really applied across the board, the result would have been t a reduce
the taxes of those few taxpayers with incomes in the highest brackets
to A level below the tax paid 1939, leaving moderate and lower in-
come groups nowhere near the prewar level of taxation.

It is perfectly true that with Federal expenditures at a 37.5 billion
level, the burden of taxation on the little follow is going to be sub.
stautally higher than it was in 1939, and I am definitely Mr. Chair.
man, for broadening the base and keeping it there but I d0 not follow
-the theory that you have to keep 47,500 000 people on the tax rolls

i forever in order to make a lot of those folks who pay a small sum of
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money in income tax payments good citizens or to make them. patri-
otic or to remind them that they have a stake in government as has
been testified to here by the experts.

I am just i layman as the Senator from New Jersey is-a fellow who
has been around a little through the country and I believe I under-
stand the country folks fairly well. If you want to make a bad citi-
zen out of one of them just keep the Government prodding him all the
time. We have heard this theory expounded by our friends on the
opposite side of the aisle in the Senate time without number. They
have said if you can remove controls, if you can get government out
of business, and if you can get government away from the individual
and let him have some peace, the everything is going to be all right.
But in this tax bill you are going to permit the Government to con-
tinue to harass and annoy the little fellow who is down there paying
15 or 20 cents.

Senator HAwKs. From my contacts with the little follows-and
I know lots of them-they do not want the Government wasting money
to put heavier taxes on them 'than would otherwise be the case. I
think they are deeply interested in seeing the Government stop useless
expenditures.

Senator LuCAS. Of course you are' going to waste a lot of money if
you foot around with 10, 15, 20 and 30-cent tax returns. That is a
debatable issue right there, where it does not return a new dollar for
an old one.

Senator BARKLEY. In that connection, I might make this suggestion:
that those very people who are to be made patriotic by having Uncle
Sam gouging at them are conscious of the taxation if they happen to
own a small-home or a piece of land or anything in the home, with the
State, the county, the school district and the city, all taxing him, if hle
has got anything at all. They are reminded constantly that they are
taxpayers. It seems to me we do not make them any better citizens
by superimposing on that local taxation a few cents or a few dollars
for the Government of the United States especially when it amounts
to that to collect it..

Senator LucAs. That is my theory exactly. The 1939 budget was
only 9 billion dollars. You can get enough revenue of the size of 37.5
biflon dollars only with a very broad base. But if we are ready to
cut a tax reduction melon, we ought to try to give the money back to
the various income groups in the same manner we increased the
tax load,

H. R. I would cut revenues by 3.8 billion. I you are going to split,
up 3.8 billion dollars among the taxpayers, the way to do it obviously
is to decrease taxes the same way they wore raised to meet the cost of
the war. The bulk of the increased revenue came from reducing
personal exemptions, In 1930, personal exemptions were $2,500 for
married persons and $1,000 for single persons, with $400 for each
dependent. Plainly w. cannot go back to that level of peronal
exomp1tions and still raise 37.5 billions of dollars or even 30 billionsof dofllrs. 1

But the way to reducn taxes# is to restorti to the extent that it is
possible to do so dio 1939 situation, and increasing exemptions is
certainly a way to do this. Reducing surtax brackets by porcemtage
point.' it another way of restoring the 1939 situation, for surtax
brackets were increased to meet the cos of the war, too.

480



INDIVIDUAL INCOME TAX REDUCTION

Here is an interesting set of figures. In 1939 the average family
of four people with an income of $4,000 paid a tax of $12. I do not
think that is enough. Under the present law that same family with
the same income wil pay a tax of $380, or roughly 31 times more
than they paid in 1939. Under I1. R. 1 that family would pay $304,
or 25 times as much. Under my bill, this family would pay $274,
more than $100 less than under present law, but still 23 times as
much as before the war.

In 1939 that same family with an income of $25,000 paid $2,327.
Under present law its tax is $8,522, nearly 3% times as much as in
1939. Under H. R. 1, this family would pay $6,817, or n,,arly three
times as much as they paid in 1939, Under my bill, this family would
pay $5,525, somewhat more than twice the prewar tax.

In 1939 if that family's income was $500,000, it paid $303,568.
Under present law, they pay $400,000 or 34 percent more than in
1939. Under H. R. 1, this family would pay $341,300, which is only
12 percent more than they paid before the war. Under my bill,
they would pay $372,879, or still 23 percent more than they paid in
1939. My bill more closely fits the 1939 pattern of taxation, which
may or may not be important.

This amendment has three parts. In the first place it increases the
per capita exemption, now at $500, to $600. In the second place, it
reduces the tax rate in each surtax net income bracket by two per-
centago points. Thirdly, it permits married persons to split their
income for tax.purposes, so as to eliminate the discrimination which
now provoils between taxpayers in the nine community-property
States and taxpayers in the rest of the United States.

The CHAIRMAN. May I interrupt? How much i.vill your proposed.
reduction in surtax rates cost?

Senator LucAs. I will reach that in just a few minutes.
The CAinMAN. All right. Go right ahead, please.
Senator LucAs. The increase in personal exemptions. This feature,

entailing a revenue loss of 1,6 billion dollars, will remove 4,700,000
taxpayers from the tax rolls. I pause to say this: That with 43,500,-
000 people on the tax rolls of thin country, you can take 4,700,000 off
and not do violence to that school of thought which believes that
it is necessary to keep a number of people on the tax rolls in order to
make good citizens out of them.

I regard this as a very important part of this tax reduction pwgram,
In 1939 we had a total of 3,059,297 income tax returns filed. In

1947, according to my notation here, this figure will be 43,500,000.
The economy in the administration of the tax law in the removal of
4,700,000 taxpayers from the rolls is. not an item to be overlooked in
'these days of maximum economy in ramming the Government. I
confess r have no sympathy with the views of some, Who insist that
paying taxes gives the citizen the fooling that Iko has a stake in his
government, so that every citizen ought to be made to pay somethg
in taxes, however small tie amount. A person strugglig to support
a wife and two children with an income of $2,400 is likely to wonder
at the manifest injustice of a tax system that reduces his ability to
buy the bare necessities of life for his family. Under H. R. 1 this
citizen would pay a tax of roughly $50. Under my bill ho would pay.
nothing. Tht is duo primarily to the increase in that personal
exemption.
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Increasing personal exemptions is a step in the direction of the 1939
tax structure and I maintain seriously that until we do write an over-all
tax bill, If we are going to have any tax reduction whatever we ought
to move back the same way that we went up until we rached a point
where we can write the kind of tax bill that everyorW desires to soo in
the future.

The enormous increase in Federal revenue was made possible only
by broadening the base of the income tax. As we move forward to
a permanent system of lower taxes, we shall have to continue to raise
personal exemptions and thus remove more citizens from the tax rolls.
It is a move obviously weighted in favor of the low-income groups and
is in accord with the basic principle of the income tax system whielb is
geared to the ability of the taxpayer to pay taxes. Increasing- ex-
emptions add revenue to the lowest income groups--the very groups
which provide the mqw. consumer market which must be maintained
if a recession is to be avoided.

The reduction in the surtax brackets: This bill reduees tax rates
by two points in each surtax net-income bracket. The reduction of
the surtax net-income brackets by an equal number of percentage
points tends to give more relief to the bottom end of the income
brackets than to the top. This point can be readily grasped when it
is pointed out that if y3ou reduce a surtax net-income bracket where
the rate is 20 percent by two points you have reduced the rate in the
bracket by 10 percent. If you reduce two points in the 80 percent
bracket, you have reduced the rate in that bracket by only 2gpercent.
This modification in the surtax net-inieome brackets is designedto give
relief which is more than nominal to all taxpayers and tends to pro-
serve the ability-to-pay principle.
• Family income splitting: For years a glarh Pinequity in the tax
law has been permitted to go uncorrected. he citizens of nine
western States Arigona, California Idaho, Washington, Nevada,
New Mexico, Texas, Louisinna and Oklahoma enjoy the privilege
of dividing income between husband and wife, thus reducing the tax
load substantially" below the load carried by a similar family in a
noncommunity property State. For example, under present law, a
married person with no dependents residing in Colorado pays a tax
of $24 795 on a salary of $0,000. If the same man and wife moves
to Caifornia thoy woul payn a tax of only $18,164, enjoying in
addition to tii pleasure of livig in oiforla, a $6,041 increase in
spendaolo income. Now I did not meau tq refdect on Colorado.

The CxiAiRui. You picked up two votes here.
Senator LuAe. I did not mean to reflect on the climate or conditions

in Colorado because I recently visited Denver and found it one of
the most enjoyable of any of the places I have ever gone. You have
wonderful people thor, and wonderful climate, nevertheless you know
that you cannot outbrag California. That is why I put that in there.

The CHAIRMAN. We were delighted to have you, Senator.
Senator BAIKLY. You could make up fof a good deal of that

difference if you had the additional income you would get by not
having to pay so much taxes.$ cnator LUcAS, If I had the additional income In Colorado I really
believe Iwould enjoy it more than California.

The C wnuXAN. It is worth that much more to live in Colorado.
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Senator LucAs. This situation cannot continue to prevail. The
le islatures of the States are memorializing the Conrems to (1o some-
thing about this situation during the Hightieth Congress. Eight
States, namely, Oregon, South Dakota, North Dakota, Nebraka,
Illinois, Colorado, Kansas, and Iowa have petitioned the Congress to
act.

My bill would put an end to the unstable situation which now
prevails, an(d still the clamor of the taxpayers who have been suffi-
ciently aroused about this disparity to petition ,is individually to do
something. Under my bill a husband and wife, wherever they reside,
would be permitted to divide their iiWoniO for ta, purposes.

I appreciate that it does have that feature that Senator George
mentioned a moment ago, which is probably bad. It does not help
the widow, the single person, as much as it should, and I think that
might be a difficult thing to write properly into a tax law, but even
under my bill, that individual would be paying less taxes than he
is paying at the present time.

Senator JOHNSON. lie paid more taxes proportionately in 1939 too.
Senator LucAs. That is correct, he did.
Senator JoHNsoN. Much more than your bill--
Senator LucAs. He always has.
Senator JOHNSON. Yes. You relieved him a little, I think.
Senator LuCAs. That is right. Unlike 1I. R. 1 which is d , .,ued

to be effective retroactively to January 1, 1947, my bill is not eretive
until January 1 1948 1 iR. 1 would woaken the receipts in the fiscal
year 1948 hy lowering revenues in fiscal 1948 by almost 4 billion
dollars. In addition to this 4 billion dollars, it is estimated that out
of the receipts in fiscal 1948, throe-fourths of a billion dollars in re-
funds would have to be paid to make up for the overpayments in the
first 6 months of the calendar year 1947. My bill, by contrast, would
take only approxinately one md one-fourth billion dollars from the
fiscal receipts of 1948 since it would be effective only for 0 -onths of
tho fiscal year.

The proposal to make the tax cut effective July 1 would create con-
siderable difficulty. Most taxpayers pay taxes on a calendar year
basis and are already paying 1947 taxes at present rates. That monev
is money which the Government should keep to be applied to the
national debt.

On the other hand, a tax cut effective January 1, of next year may
very well increase, rather than diminish roveno. The firm commit-
ment to a lower tax rate will encourage the starting of now enterprises,
greater production aid more jobs, and from this expanding business
activity larger revenues may be forthcoming.

In other words, if you pass a bill enacting such legislation effective
on January 1 1948, that gives oiveryone an opportunity between now
mmd then to Ao the very planning that is necessary for this expendi-
turo based on the incentives that we constantly tilk about. It also
would give the Treasury Departnuuvt ain opportunity to get its house
In complete order to administer a tax that would take effect on
Ja wary 1 1948.

In conclusion, let me say that I agree with the' Presidont that a
tax reduction is not in order at this time. I also would prefer acomprehensive revision of the Federal tax structure-I say 1 agreewith the President-thjlt a tax reduction is not in order at this tF1e,
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Put it this way: Under the facts as presented up to flow. That is
the way I wait to leave that.

I also would prefer a conpreheitive rtvisiol of the Federal tax
structure rather than a siporati(' at tack on the hits and piecs of
our tax system. Is is mly )elief that 11. I. I is un1solid ald i equi-
taJble bit, if the majority of the Si ,ate is deternined to make,
this move 1 urge the co;timittee to adopt ily atneitdIIteIt as i.ing
more itearly (ompati)le with the alility-to-pjay principle whlicl is at
the root ofonr incolme-tax system. It rentoves from the rolls tax-
payers who are now struggling to maintai thllislvvs, aid ,orr'ets
it flngrant inequity in the law.

If Sr. Ed it, is vorrvt it I maintaiiiinh that prices are going to conI tinue,
to be high, then the, mass Iiurcha tig power which is in the lowvr
inconie groups should not, be overlooked by (nigre s. WV should
Hell) those people by making a simple vorrectioni by increasing the
eXt'ltptiois.

I shall read for the record t letter from William ( reen, president of
the American FederatioI) of Labor, in which he virttnlly endors,4 this
bill that I have introduced, and I have one from E'd ()Neal, tihl helah
6f the American Farm Bureau Federation, who entlores certain
features and does lot eniulorse others, tinder a resolution that, they
passed at their animal coniventiot last year, and I have anottier from

Rtssell Smith of the F'armie.s' Ednvtimil and Cooperative Union.
The CIAIIRMAN. Senator, I assume11v yoU would like to hav that, go

ill?
Senator li'cAs, I wotild like to: yes. Sir.
The CnIAIIRMAN. ('an you get those to u ill tilie?
Senator IAICAR. Yes. I will get those to you.
(Ti letters refert-t-d to appear on pp. 496-499.)
Senator -lAWIKES. Can you tell is what features Mr. O'Neal

endorses?
Senjator LucAs. lie endorses the community property tax, and a

I recall, I think the resolution they passed imlicates that they would
like to iee any surplus here placeI on the national debt. I am not
sure exactly on that point. The resolution will speak for itself, and I
will place it in the icord,

The (.IIAMIMAN. Senator, do you want these tables )tit into the
record itslf?

Somnt!or lvtU.mS Yes, at the proper time I think that when the
Treasury official testifies I will then discuss these tables.

They are very very important and very illuminating in connection
with the present tax law, 1f. It. 1, and the bill that I have introduced.

The (,MlIAIRMAN. I wonder if these are the same tables that Secre-
tary Snyder put it. They should be in the record.

Senator LUCAs. They are not the same tables. These tables have
been prepared since Secretary Snyder testified, and they were pre-
pared at, my request. I asked hill to make the comparrv -'vi.

T'ho CHAHOAn. They oufht to bo in the record.
senatorr LUCAs. I thijIk, however, I will wait for th, Treasurv I)-

partnment. I (to not want tile Triasury apartmentt to thiik that
they have to enttors my bill by sipnply having Mr. Surrey or moi,
other individual exailtine thes- ta bl when t wve conit on here. I
think perhm ps it would be a little bettor to have the rrasury witne s
on the staTh when these tables are introduced.

484



INDIVIDUAL INCOME TAX IlE)t(Dr'ION

ir. (lhairnai, that co1l1leCs uty statelint.
The (0IIAIRIMAN. Aoy quest iois, gentlelltll?
,tNo re,,4,Onse.)

11V Ii IIMAN. Thaink you verY much, ,mxtor.
If there are no questi m) we e will (,all Nfr. Surrey right now.

STATEMENT OF STANLEY S. SURREY, TAX LEGISLATIVE COUNSEL,
TREASURY DEPARTMENT

Th11 ('IIAMAIAN. 'rhere is a joint session of the ('ongress today so
we will live to leave here fit iot later thIan a quiartr after 12.

M ur. Murrev, will you he seated, or stand, its you wish. Stat, your
full nam,, afld your oeeCpation.

Ali. sIvulE . My itane is Statilev S. Surrey, tax legislative counsel
for the 'I'reasury I)epartlnt-eit.

The ('1 1AMAN 1)o you have ai prepared sa t4'menit?
Mr. Stimmy. No, I do not ha\ve a prepared statement. I was

asked to appear here to discuss in it tecinical way the substitute of
Senator Lucas for I1. R. 1, and I an appearing'here in this capacity.

Considering tile substitute, an'(rstarting with section' 2, this section
)ro vides for an increase ill exemptions as Senator Iwaifts astatd.
t inereases the present, Ier capita exemption from $500 to $600. A

married couple under this increase would have a $1,200 personal
exetmiption, a married couple with one dependent $1,800, and so forth.lhis form of increase maintains tie present per capital system which
was adopted in 1044 as a simpliiieatioi measure, and he imi presents
no new problems inl that regard. As exemptions fire inereased, there
is a question of whether we should retain the per capita system, but
I do nomt think that, question seriously arises at an increase to $600.
This increase to $600 ont a per capita basis relieves 4.7 million tax-
pavers from tax. ,
The committee will recall that in I1045, when the normal tax

exemptions were inereased, so as to give fitl ex,,tptiott for the wife
and an exemptions for dependents, the result of that inleretse wits to
strike about 12 million taxpayers from the rolls.

I would intagile that dte to inlflatiomtary conditions many of tilted
I 2,0,00 t(hat We( remlovled from t he fIx rolls int 194 lave witndered
back on the rolls ad ftre included in this 41.7 million t xpityers that
are relieved of timxes 1itlder the iltetase ill exceptions.

S,lltor ( :oou l.:..I liti, yot any'. break-down of that 4.7 million be-
tweet, fitmilies 111td individuals without, families single plrsots?

AI r. sto'iu;y. I dlo not believe we liiiye tite brek-down with us,
but we will see if we can provide tbat for the record.

Senator (Iyoiwu,. I wi.A you would get that. I think it is impor-
tant, to see whether or not, you are simply turning out a few more
people who have 2 or :3 children or whether you I.re turning out, or
giving ity relif praetictilly. uhder thata one single provision to a
sinjle pe on.

Mr. Sumtiv. I think umder that revisit relief is given to single
people, ats the tables will later on indicate, but I will try to see if we
can get a break-down its to how many of the 4,.7 million are single
persons.
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Senator Gonus. I would like to know how many of the 4.7 who
are single will go. out under the increase in tax exemption of $100.

(The Information requested follows:)
Of the 4.7 riihlloa taxpayers oliininated, I million are single persons.

Mr. SunRNY. This increase in exemption would lotve, as Senator
Lucas has stated, about 44 million taxpoyeir on the rolls.

The increase in exemption may be considered as a cogt-of-living
adjustment in the light of the cost-of-liviiig increase that has occurred.
The $500 per capital exemption was established in 1944. The price
rise since then has been such that if that figure were to be stated on a
presnt,-day basis it wotld be sfigittly over $600.

The CuAnmaAN. Witat would be tWe revenue losses?
Mr. SunxavY. The cost of the increase, of tle revenue loss as the

chairman asked, is $1,640,000,000, of which $1,507,000,000, or 92
percent, goes to taxpaye(s with net incomes under $5,000.

There are some minor technical matters which should be adjusted
if this phase of the substitute wore to be adopted. But those could
very readily be handled, such as changing the filing requirements and
the declaration requirements, and s8 forth,

The next matter that I think we can discuss is section 5 which is t'h
reduction in surtax rates. ThiH section anends the surtax ttble to
reduce the rate in oach surtax bracket by two porceutngo points.
Thus, 'tho present surtax rate on the first $2,000 is 17 percent. Under
the substitute It is 15 percent.

The present 5 percent reduction in tentative tax is retained, so
that after the tax is figured at the reduced rates under the Luca
substitute the 5 percent is then applied. In effect, this imakos the
actual reduction, the actual effective reduction, slightly under 2
pejent or 1.0 percent.

If you consider the over-It result, the present nor- al and surtax
rate on the flrst $2,000 is I percent. When you consider the normal
tax the surtax, and then take into account the 5 percent reduction,
under the Lucas substitute, it is 17,1 percent. No now problems
result from this form of reduction, It probably would be helpful
bore, as the Commissioner suggested in connection with 1. R 1, to
incorporate the 1% percent reduction into a tax table.

The cost of the two percentage pointss reduction on a revenue basis
is $1,15000,000. Of this, $788,000,000, or 08 percent,, goes to tax-
payers under $5,000.

The third phae of Senator Lucas' substitute in section 3 and 4 d'ills
with the splitting of family income. I am sure that the background
of this subject Is familiar to the coninitteo. There, is at present a
great inoquality In the treatment, tax treatment, of married porsn-iI
at the some Income level. There is, a geographical inequality Its it
result of the fact that the commflit ity-property system exisltig InI
certain States is recognized for tax purpofets under Supreme Court de-
cisions, so that the division of commumty income between husmnd
and wife in these States is recognized for tax purposes.

As a roault of this at a $5,000 net income the tax in the community-
property State is a)out 5 percent less, at $10,000 it is 15.7 petrcit
less, at $15,000 is 22 percent hs. At $2S,000 it is 28.1 percent, loss,
and at $50,000 it is 25 percent less,

Original, thwre were eight comnmunity-proporty Statt. Tlicvsp
are the traditional community-proprty States which have had this
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system practically from the start-California, Arizona Texas, NowMexico, Washington, Nevada, IdahO, ald Louisiana. TWeso are thetraditioaal ,oIumunity-l)'operty States as Senator Comlly pointed
out.

In 1945, Oklahoma enacted a conmunity-property law which addedOklahoma to the list of States in which the tax burdlen is less on mar-'
ried people. I understand that alut a week ago Oregon has done thesame,, so that Oregon is now a community-property State. As aresult of their adoption a conlunitty-pronerty stemn tax ,ayors inl
Oregon in the middl- a 30-peentreduction in Federal income tax, as a result of the action taken last
week.

This problem, although it is generally called a coinmuity-property
problem, is not simply a conimuniity-prperty problem. it. is prob.ably true that leaving out community property the discrimination
at alf iinarried couples in ton-commun'iity-property States are just
as serious.

The Supreme Court has deci(led in numerous decisions that a
husband who receives earned income--salary, professional earnings-earnings of that typo-cannot divide those earnings for tax purposemwith his wife. flowever, if a husband Ias income from property
sucl as dividends, interest, rental income from real property, theo
are methods whereby Ile can divide such income with his wife through
outright gifts or cert ain trusts.

Tho rosuit is that in non-comnity-property Stat4s, just lookingat thit' nion-community.prolerty group alone, there are serious dis-eriminations betwon people in the mildle brackets, depending upon
the type of income that the husband has.
Tho discrimination is against those families that possess earned

income, lb!eauso therc' is no effective tax'way to split that incomewith the wife. A husband can make a valid contract with his wifethat one-half of his earnings shall be hers but that contract is not
recognized untldr Suprelme Court decisions for tax purposes. Hfow.
over, a husband can give half oif htis stocks or bonds to his wife andthat is reeognizoil for tax purposes, and there will 1w~ a resulltamitdiivision of income.) The result is that the o eet-

The CHJAIRIMAN. That is; recognized for gift tax purpoo'es?'
Mr. Sumry, Yt% sir,
The CUAM4MAN. But thieroafter the income
Mr. SuIImiy. The ilionc is recognized for tax purposes.
ThC(111AIjMAN. Joint tax?

thMr. SuRitiY. The wife can report her interest and divi(lends andthe husband reports his interest and dividends. Tto result is that innon-mminunity-proporty States, as between people living on earnedincome and those who live on ,avaotent income and have split theirincome, you have discriminations of the proportions that exist between
coinnunitT-pro orty and non-community-property States.

In addition, tiis desire to split income in non-cominmnity-proporty
States has resulted in a continuous search by taxpayers and tax
counsel to soo what dovic s will produce the effective splitting of
income from property.

The CHAIUMAN. At what bracket does this subject become reafly
Important?



INDIVIDUAL INCOME TAX ]REDUCTION

Mr. Sunny. The reduction takes effect above the first surtax
bracket. At $10,000, the reduction is about 15 percent in tax, so that
the question is how much of a reduction (1o you view as important: I
would think it would become important at around that bracket.

Senator OGEoRoE. In the very high bracket it is not very important?
Mr. SURREY. At $100,000 it' is about 20 percent and then it drops

down under our present surtax rates because so much of the in('onme
gets in the upper brackets in any event. But I think the effect is
appreciable until about $150,000. So it ranges from about $5,000 to
$150,000.

The CHAIRMAN. Is it within the power of the States generally to
remedy the situation themselves?

Mr. SURREY. Well, Oklahoma and Oregon have done it in the sense
that they have adopted a community property system. 1 would
imagine that they would have preferred that the remedy come from
the Congress because otherwise what is required is to take a system
of property hohing which these States have not hitherto regarded
as desirable or necessary, or at least they are not used to it, andmake
them adopt such an entirely different system which may not be any
better, as a property system. Since it is different, it requires the
lawyers and the people in these States to learn a new system of prop-erty hling.'The CHAIaMAN. Of course, this relief itself would require a new

process.
Mr. SuRREY. You are mentioning Senator Lucas' proposal?
The CHAIRMAN. Yes, or any similar proposal. It requires a new

system of calculation at least by the tax lawyers.
Mr. SuRway, I would like to mention that point a bit later but tho

difference is that when Oklahoma and Oregon 'adopted community
property they did it for all purposes. I (1o not think they would have
done it but for the importance as regards Federal taxation.

The CnAIIIMAN. I was developing the point as to whether that
relief by State action is available to the other States. The reason I
asked that question is, I understand that in several States they have
constitutional difficulties, that to work out a plan of that kind would
require vast changes in their whole system of property law.

Mr. SUnaY. That may well be Senator.
The CHAIMAN. I have been tofd that Arkansas finds itself in that

predlicamnent. But what I am trying to get at is: are those exceptional
cases and is this relief available to the States on their own action
generally poaking?

Mr. Sutauy. I do not know enough about the constitutiona
provisions of the various States, I would say that the relief would be
available at a considerable sacrifice in the well-settled methods in
dealing in property In these various States: Many of them have
adopted systems that they fool are more protective of the wife than
community property systems. They have statutory methods of
recognizing the wife s share in property and I think they would not,
except for this reason, clutge those methods.
. ' If enough States do it, in self-protection the other States will have
to fall in lno but the result then will be that everbody will have this
'tx reduction but it will come at a colisiderable confusion and dis-
location of property interets in the various States.

The CHAIRMAN. That comes down O the question that each State
mltst weigh the advantages against the disadvantages. Oklahonia
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I and Oregon you say weighed the advantages and decided to do whatthey diddo.

Mr. SunEy. But as you say, if at some point, with so many States
shifting, it becomes a matter of such serious proportion, I think it is
proper for the Federal Government to ati don't think it is
desirable to continue the inequalities as the other States slowly fall in
line.

It would be far simpler to do it on a Federal basis,.
The CHAIRaMAN. If the State has it in its own power to reinedy tile

inequality, the que.1tioni then remains whether it should le left to the
States or to the Fedeml Govermnent.

Mr. Sumti E'. Except that generally speaking tile emphasis in the
Fe(leral income tax has been to acleve a national uniformity as far as
possil)le where there are not significant (ifferenees.

Senator LucAs. If this bill were passe(d it woull in nowise interfere
with property laws in these various States. It would simply be a
matter of rearranging the calculations,

Mr. Suiutiv. That is correct, Senator. I was coming to that. At
the present time, there is considerable litigtion in this field, in the
field of term trusts, family trusts, family partnerships, family corpora-
,tions, attempted assignlents of income.--

rho CHAUlMAN. May I interrupt? I want to make clear that I am
not advocating that the States should (1o this. It just is a factor for
consideration, and I thought it vell to probe that anglo of it.

Mr, Suu ixy. The amount of that litigittion is quite serious both for
tie Governmentt and taxpayers. Family partnership cases and
family trust cases are among the principle items in controversies
handled by internal revenue agents and cases in the Tax Court.
There is oven considerable litigation over community property to
find out whether the taxpayer is actually domiciled in the community-
property State and whether the particular income is community
income or separate income.

Senator LVCAs. That is a problem for tie Treasury Department,
too.

Mr. Summy. Yes. That is a difficult problem,
Senator LUCAs. This would eliminate all that?
Mr. Sumiu. Yes; it would, The Congress and tie Secretary havb

considered this problem for, I think, over 25 years. Mainly two solu-
tions have been eml)lulsize(l, One is mandatory joint rettrls which
was rejected by tile Congress in 1041 and 1942. That would be a
system under which husband and wife are compelled to put their
income into one single return and the tax is computed on tie total
come. The other solution was that something be done about the

community-property States alone-to ndo, for tax purposes, tie
community-property division-by taxing the person who earns tile
Income in tile co.mimlity-prol)erty State and the person who manages
it. That solution was rejected in 1941 by the Congress. It is a solu-
tion which would not deal with the problem adequately on a national
)asis because t would not affect the non-community-propsti y States,
In that it would not eliminate the present discrimination as between
earned and unearned income in the non-community-pi-operty States.

Senator Lucas' substitute represents an approach that has recently
been the subject of numerous bills and much discussion. This sub-
atitute adopts the approach of permitting equal splitting between
husband and wife for tax Imrpo,(.,m. ThiMA plittiun r is oi i vfuohliitiry
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btsis, using the mechanics of the present joint return, so that there is
no fundamental change lii the tax machinery in this respect.

Under the suggestion of the substitute, a married couple could file
a joint return. If they did, instead of the present system ,f com-
puting a single tax on the total income in a j6int return, the tax
woulI be first computed on one-half of the income, and thien thit
tax, so computed, multiplied by 2. That would give the stHe effect,
as in community-property States where tldre is anl equal division of
income. It would not, as Senator Lucas pointed out, afflte, lhe dis-
tribution of the income or the allocation of the income for nontax
purposes. It is simply a method of calculating the Federal incoine
tax on a husband and wife who file a joint return.

Senator GEORoE. Under this amendment of Senator Lucas, would
it apply to anything except earned income?

Mr. SURaEY. It would apply to all forms of income.
Senator GEoRGE. Dividend incopie?
Mr. SURREY. Dividend income.
Senator LuCAB. Everything that goes into making ip a tax return,
Senator HAWK s. In other words, the total income of both husband

and wife would be the income reported and it would be divided by 2
and the tax assessed and each one of them to pay that, amount?

Mr. SunnEY. The tax paid on the joint return would be twice the
tax on one-half of the income, which has the effect of putting both
halves'in lower surtax brackets. .

Senator HAWKS. I understood you to say that would be regardless
of where the money went for other purposes.

Mr. SvuRny. That is correct.
Senator HAwyms. In other words, it would bp simply for tax

purposes?
Mr. SuRnEY. That is correct.
The CHAInMA. Does that not run across a whole body of theory

that the Treasury has adhered to regarding the actual dominion
of income?

Mr. Spuaay. I can answer that in this way, I believe. As I
indicated, the Treasury and the Congress have attempted to produce
equality among married couples for 25 years. That equality can he
achieved in a variety of ways. One is by mandatory joint returns,
another 6- by this approach. The present law attempts to allocate
the income on the basis of contro, real ownership and so forth.
That attempt has led to extensive litigation in this field. Any
solution that produces equality between the parties will have to
disregard the actual ownership of the property.

The CHAIRMAN. Is it not true that in the Treasury's effort to
obviate avoidance or evasion you have put increasiou emphasis
over the years on the fact that you mentioned-real dominion of the
money, the source or the origin of the mopey, and so forth and so on,
and would this not run across a considerable',body of theory of that

r. ns , This approach Is contrary to the existil approach-to
existing concepts However, I t ink thpkt the existint'approach has,
a I indkated earlier, two baic defects$, It does not produce equality
kocaau, of the community.property situation and because en.od
income people cannot split then, tncolne while peopl with propery
can split third income it they do it colrectly, auch as by outri ht gift.
In addition, the present system is Diaductive of much litinsuon.
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The CHAIRMAN. If we recognize this theory in this particular field,
would it not tend to break (town the dominion and control theories
in other fields?

Mr. SUiRRY. I do not think it would necessarily have that effect.
The CHAIRMAN. Would it not start a tendency in that direction?
Mr. Suitcy. I cannot see that it would, Senator.
The CHAIRMAN. Usually when you start of on a course of this

kind, you are then called upon for relief in many directions by analogy.
Mr. SUmFY. I &au not think it would have that effect. It will have

the effect of eliminating much of the litigation today to decide who is
the actual owner for tax purposes. A person may b) the actual owner
under private law, but is not recognized as such under tax law. The
present syoitem produces a situation where a family partnership may
be recognized for State law purposes but w(kdo not recognize it for tax
purposes because it is contrary to Supreme Court decisions on tax
avoidance.

Under this substitute we would not have to question such devices
because anybody could split their income )v filing a joint return and
it would eliminate the present incentive beliind much of the litigation
in this fleld today.

Senator HAWKES. Mity I ask this question: In many States-I
think I am right-husband and wife in community-property States-
husband and wife enter into an agreement that they do not want to
come in under that community law- is that correct?

Mr. Sunnsy. Yes. You can do tiiat in some States.
Senator HAWKES. That is perfectly legal?
Mr. Sunuy. Yes.
Senator HAwKs. Could they have such an agreement in a com-

munity State, under this provision that you are talking about, and
not be under the community-property law of the State, and yet avail
themselves of this privilege of reporting for income-tax purposes as
you have defined?

Mr. Sunnsy. They could, Senator.
Tie substitute of Senator Lucas simply states that in computing

the Federal income tax on a husband and wife, we are not concerned
with the actual ownership of the income as between the spouses,

Senator HAWKES. Or what type of income it is?
Mr. SuitntiY. Or what type of income it is.
Senator HAw1ss. Earned or dividends or whatever it may be?
Mr. SURtiRiY. That is correct. This substitute would have the

effect of reducing taxes paid by married persons above the first surtax
bracket in non-.connunity-property States where they have earned
income, in non-community-property States where they have invest-
ment income and have not divided it equally already, and in com-
munity-poperty States to the extent that there is separate income
of husband and wife as well as community-property income. As I
stated earlier it would also reduce the incentive behind much of the
litigation in this field today.

The absolute amount of the tax liability of single persons isnot
changed by this substitute. The substitute dote increase the pro-
portion of total tax paid by this class relative to married persons, op
a proportional basis. The income splitting--

S ouator HAwis. In other words, the very fact that it lowers the
tax paid by the married people in thii joint reporting for tax purpose,

60865-47--32
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that changes the relativity between tile married person and the single
person.

Mr. Summy. Yes, Senator.
The CHAIRMAN. Mr. Surrey, we will be leaving here in about 15

minutes. So that it will not be lost in the shuffle, let me say that the
other day I asked the Treasury to provide a break-down as to the
sources of the revised estimates for fiscal year June 30, 1947.

Is the Treasury prepared to supply that?
Mr. Suauly. Have not got that with me today.
T~ie CHAIRMAN. Would you mind looking into that over the noon

hour and let us know what you find out?
Mr. SuRnEY. I will, sir.
The CHAIRMAN. Go ahead, please.
Mr. SuRREY. The income splitting under the substitute applies

only to the income of husband and wife and not that of chi dren.
Where children have separate incomes there would not be equal taxes
for equal income families, because the children would have some
income which would not be figured in this combined income.

If this approach to the Lucas substitute were adopted, study should
continue to be made of this area to see if further measures to equality
are eventually needed, especially if there is a trend to splitting income
with children.

The use of the joint return would reduce the number of returns filed
and make separate returns unnecessary, for example, in community-
property States. If they wanted to, they coul till file separate
returns.

The CHAIRMAN. How many taxpayers would benefit?
Mr. SvRnEY. I will see if we can get that figure and supply it. I

will have to get that figure.
(The information requested is as follows:)
Four and one-half million married persons would receive a reduction In taxes

under the inconie-splittilg up'at of the Lucas substitute.
The CHAIRMAN. Under this system would the wife or the husband

be liable for payment of tax?
Mr. Slitimv. Under the substitute tile present mechanics of the

joint return are followed, under which the husband anti wife are
jointly and severally liable for time tax.

The CHAIRMAN. If pne were not responsible, of course the other
would have to pay the bill, If the other had a small source of income
it might become confiscatory, might it not, through the irresponsi-
bility of the other spouse?

'Mr. SunuRY. It could. That is tile present system applicable to-
day to married couples who choose joint returns.

Under the substitute, tie present standard deduction, which is tle
deduction used in lieu of actually itemizing deductions-the present
standard deduction is 10 percent of adjusted gross income up to a
maximum of $500. This substitute amends that to provide a maxi-
mupm of $1,000 for a joint return, which produces the same result
as presently exists in community-proporty States,
, Now, there are some technical aspects that I do not think require
discussion; if the substitute were to be adopted, there should be some
minor technical langoa made.

The CHAIRMAN. How many taxpayers would benefit-would be
taken off the rolls? /
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Mr. SuRREY. No taxpayers would be taken off the rolls.
The CHAIRMAN. I am not speaking now of this. ' I am speaking of

the exemptions.
Mr. SURREY. 4,700,000 taxpayers.
The CHAIRMAN. And the loss in revenue would be $1,646,000,000
Mr. SURREY, That is correct.
Tie CHAIRMAN. What would be the loss per present taxpayer. That

figures about $350; does it not?
Mr. SURREY. You mean the loss of the 1.6 billion allocated to---
The CHAIRMAN. W% will put it in terms of benefit. Ti benefit

would be about $350 per taxpayer; Would it not?
Mr. SURREY. You are dividing the 4,700,000 into 1 billion six?
The CHAIRMAN. That is right.
Mr. SURREY. But they are not the total recipients of the benefit

because the people who stay on the rolls also get the benefit of the $100
increase. It extends throughout the entire surtax scale.

The CHAIRMAN. What would be the benefit to those who are taken
off the rolls?

Mr. SURREY. It would vary, depending upon the amount of income
they had. In other words, if a person had today only $50 of taxable
income-

The CHAIRMAN. I am talking in terms of averages. If you lose
1,500,000,000 by taking those people off the rolls, does that not give
you a basis of loss?

Mr. SURREY. You and I would benefit by that increase in exemption
and the benefit to a person in a 25 percent bracket is 25 percent of
$100, so I don't think we could got the figure you desire in that fashion.

The CHAIRMAN. "hat would be the figure on the class of income
taxpayer that you want to benefit directly; to wit, the lower bracket
taxpayer?

Mr. SURREY. I suppose the maximum benefit per exemption
would be 19 percentt of $100 which is $19. In other words, that person
is completely removed from the rolls and he has the maximum benefit.
Other people can be relieved from the rolls and the benefit would not
be as great. If he had only $50 taxable income today, then he only
gets the benefit of 19 percent times $50, which is $9.60. Do I make
myself clear on that point?

The CHAIRMAN. Yes.
Senator IIAWKfS. Mr. Chairman, may I ask a question. I am a

little confused on what you are talking about. The total reduction
by raising that exemption would be $1,640,000,000?

Mr. SURREY. Yes.
Senator HAWKE S. I thought what the chairman wanted to find

out was how much of that $1,640,000,000 would go to people who
actually fall off the roll through the raising of that exemption. How
many dollars of that $1,646,000,000 would go to those paoplo and how
many would go to the people who still stayed on the rolls and paid
taxes?

Mr. SURREY. I do not believe we have constructed our tables on
that basis and we would have to supply that figure for the record.(The information requested is as follows:)

One hundred and thirty-five million of the over-all $1,646,000,000 reduction
would be received by the 47,000,000 taxpayers removed from te tax rolls,

INDIVIDUAL INCOME TAX REDUCTION 493



INDIVIDUAL INCOME TAX REDUCTION

The CHAIRMAN. That would be important, would it not? If we
are casting a benefit for the particular purpose of benefitting a par-
ticular group of people we ought to know what benefit they tire
getting.

Mr. SUnnEY. I would say the maximum benefit per exemption they
could conceivably get would be $19. Now, it tapers down from $19
depending upon how much taxable income tfiey have.

The CHAIRMAN. It seems to me on that same point, it seems to me
if the average benefit all the way up and down the line is $350---

Mr. SURREY. Average benefit could not be $350. Tlle iniaximuin
benefit is-

The CHAIRMAN. I am not talking about this lower bracket.
Mr. SuRREY. Even all the way along the scale the maximum

benefit would be at the top bracket level of 85 percent-would be
$85 per exemption. The maximum benefit that anybody could get
per exemption would be $85.

The CHAIRMAN. I am talking about the average benefit. If you
are losing $1,646,000,000 out of your revenues, the whole group of
taxpayers are benefiting to that extent. The average is $350. Is
that not correct?

Mr. SUnRY. No.
The CHAInmAN. No; that is not the average. I am in error; I

an sorry.
Mr. SuRREY. The maximum is $85 per exemption.
The CAIMAnum. Yes; I am in error. I am sorry..
Senator LucAs. Would not all taxpayers be benefited by my hill?
Mr. SURREY. I would say 47,000,000 people are benefiting, which

is the existing number of axpayers. Everyone would benefit.
Sepator HAwxEs. Mr. Chairman, I would like to ask Mr. Surrey

this question: If there are 4,700,000 people going to be taken Off tW
tax rolls by the raising of this exemption, and their average was only
$10 tax saving, then that would only be $47 million; and if their
average was 20 it would be twice that; so what is going to these
people you want to help is a very minor point. That is what I had
|n minl, Mr. Chairman. It is a vory minor thing. I do not menm
that a minor thing is not helpful. Do not misunderstand me on that;
but I mean, it could not, according to your own statement, that the
maximum would be $19-

The CAIRUMAN. Senator, is it not your point that you are losing
an enormous amount of revenue to give a .very small part of that
benefit to a very small group of people?

Senator HAwxps. That is exactly my point,
Mr. SuRREY. I don't think I have made myself clear, Of tis

$1,640,000,000, one billion five hundred million or 02 percv:.,,t, goes to
taxpayers with net in mes under $5,000. _Now with respect to it
person who 1p taken ow the rolls, he only needs h amount of relief
Ue,es0ary to get him off the roll. If he has $50 of taxable income,
and that is all he has, all he needs is an increase of $50 in exemptions
and he is off the roll, and you cannot give him any more unless you
aro going to give hini a bonu. or subsidy.

Senator RAWRsO. My. point is that you have got $1,646,000,000,
aecoffi to ou, and if I understand te thig at ]41, that lns got tobe disributed 0v 47,000,000 taxpayers. Now, by doing that thing
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you remove 4,700,000 taxpayers whom you benefit anywhere from $5in taxable money-$5 to $19 maximum, ou have said --. so if you take
tile total maxinmun of $19--let us cell it $20, just for easy figuring- :
and multiply 4,700,000 now, you have got 94 million out of the
$1,646,000,000.

Mr. Suautmv. The rest of that money goes to taxpayers who remain
on the rolls.

Senator IIAWK:s. That is the idea.
Mr. SuJitnY. And who are in the low-income brackets.
Senator HAWKES. Well, it goes to the high-income brackets, too.
Mr. SuHIIEY. Yes; it goes to the higher brackets, too.
Senator H1AWKES. It goes to everything.
Mr. SuinnEr. But only $100 million goes to people altove $5,000.
Senator ttAWK ES. I understand that; but the group that we are

talking about benefiting, according to the figures you Iave given
here, if I understand them, cannot benefit more than 20 times that
4,700,000. It will not benefit that much, according to your statement.

Mr. Suum vY. They will benefit to the extent that they nee(l the
benefit.

Senator LUCAs. The statement that you made with respect to
those--

Senator GEoioE. low much of it, goes to the $5,000 and under?
Mr. Suitmoy. $1,500,000,000.
When I stated earlier that the maximum benefit to a person taken

off the rolls by the increase in exemption was $19, I was thinking of
a person who had a single exemption. A married person could get.
* maximum benefit of $38. A married person with one dependent
could get a maximum of-if he is taken off the rolls--could get a
maxinmm benefit of $57.

The CHAIJMAK. Call it an average of $30. That is $120,000,000
benefit to people that you are trying to benefit, and in doing that you
are spreading a further benefit to people in higher brackets of the
difference between $80,000,000 and $1,646,000,000; is that not correct?

Mr. Svwmy. The brackets over $5,000 get only $100 million,
The CHAIRIMAN. I understand that; btitl inean this was slanted to

get these people off of the rolls who are being pestered by having to
pay small amount of taxes, and in order to otha you give the an a
benefit of, let us say, $120 million. But the whole course of your
remedy involves $1,646,000,000 to people who are not in that degree
of distress.

Mr. Swinu.v. If I were advocating an increase in exemptions, I
would not urge it solely for the reason that it takes people off the
rolls. It has the additional effectr--in fact, it is the only way, I
believe--that you can produce the maximum listribution of the
benefits of a particular tax change to people( in the low-income group.
Within this area, it further distributes the benefits to marred people
and people with dependents.

The CHAIRMAN. Mr. Surrey, could you come back at 2:30?
Mr. Sunuty, Yes.
The CHAnIMAN, We will resume at 2:30.
(Thereupon, at 12:15 p. In., a recess was taken until 2:30 p. in. ofthe same dlay.)
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ArrERNOON SESSION

The committee reconvened at 2:30 p. m., upon the expiration of the
recess.

The CHAIRMAN. The hearing will come to order please.

STATEMENT OF STANLEY 8. SURREY, TAX LEGISLATIVE COUNSEL,
TREASURY DEPARTMENT-Resumed

Senator LucAS. Mr. Chairman, I have now the letter of the Ameri-
can Federation of Labor, dated April 29, 1947. Briefly, this letter
states as follows:

I appreciate very much the opportunity you have given me to comment on
the tax bill which you propose to introduce to take the place of H. R. 1. Our
study of.the tax problem which confronts the Nation and of the programs offered
convinces us that your proposal more nearly meets the requirements of a sound
tax policy.

On the basis of an analysis we have made of your proposal, I am glad to make
the following comments:

1. The American Federation of Labor does not believe that any pending tax
measure should be retroactive or become effective before January 1, 1948. We
believe that the effective date provided in the Lucas bill is eminently sound.

2. The American Federation of Labor is unqualifiedly opposed to any proposal
for an across-the-board percentage reduction in indiv iual income-tax liability.
Our opposition extends to the modified version of this proposal embodied i
H. R. 1 as passed by the House of Representatives. We believe that this method
for reducing individual income taxes is in direct opposition to the principle of
progressive taxation which labor strongly and insistently supports.

3. The tax problem must be viewed as apart of the entire fiscal policy of the
Federal Government. Advisability of a sharp general tax reduction would de-
pend first upon the existence of a substantial Government surplus and, econdly,
upon the relative merits of tax reduction and debt retirement. Although it
appears likely that a small budgetary surplus will in fact be achieved by the end
of the current fiscal year, the exact size of this surplus likely to be reached In the
next flcal year depends upon a number of factors including the size of the national
income and the amount of the appropriations made by Congress for the efficient
administration of the Federal Government. The determination of. these two
factors i still a matter of speculation. Sudden decline in the national income in
the course of the next fiscal year would upset calculations of the anticipated tax
revenue. The appropriation bill is still far removed from final enactment, and
the scope of the appropriation is far from having been determined.

This entire question, and particularly the relation between tax reduction and
debt retirement,' has to be viewed with regard to its effect upon the national
economy. This is a matter which has to be given serious study and is one on
which Itseems to me the advi.)e of the Council of Economic Advisers should be
sought.

4. For these reasons, we feel that a 20 percent general reduction at this time
is too drastic. Takes should be lowered to the extent necessary for the main-
tenance of purchasing power adequate to sustain high production and high em-
ployment. At thesame time, the lowering of taxes should be consistent with a
long-term plan of retirement of the Federal public debt.

We believe that a tax reduction is necessary which will square with these objec-
tives and would relieve the low-income groups of the heavy burden of taxation
they have carried since the beginning of the war.

Removal of corporate excess-profit taxes so speedily enacted' by Congress after
the termination of hostilities, the provision for tax refunds and other corporate
tax relief accorded corporations favored tax treatmeAt. Wage earners, farmers
and other persons with moderate income who havy shouldered the major share of
the tax burden throughout the national emergency, are entitled to a fair measure
of the i relief.

5. Wo feel that your approach to this problem nore nearly approaches the
need than the method of granting an across the boakd straight percentage reduc
tion, to which labor objects. It Is imperative to lighten the tax load on families
with moderately small ine6mes. Increasing the,'personal exemption is a simple
and efficient method of obtaining this objectiv. In additionthe principle of' .. .. ': i< ,. "'
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progressive taxation is best retained by the type of reduction you proposed,
namely, a decrease by a specific number of points of the tax rate applied to each
income bracket. We have not yet had the opportunity of inaking a detailed
study of the effects of the straight 2-point reduction you propose to apply to the
present. graduation.

6. Your other proposal, the splitting of family incomes, deserves more study.
It does have obvious advantages such as removing existing inequities in favor of
certain Western States, and solving various enforcement problems. However,
we are not convinced that this proposal would work equitably at the high income
levels. It makes possible substantially lower tax liability for the individuals in
the higher income brackets. The application of such a proposal should be con-
fined to the taxpayers in the lower income brackets.

I hope these comments will prove valuable to you.
sincerely yours, (Signed) WILLIAM GREEN.

Now, without retracing my statement you can just exclude it all
and I will ask to have it placed ito the record. I might add that
the Tax Department of the American Federation of Labor is working
now on an additional statement with certain observations that are
not included in Mr. Green's letter, and it may be that I will want
to add that one tomorrow.

The CHAIRMAN. Senator, was there not another letter?
Senator LUcAs. There is another letter front the American Farm

Bureau. The sum and substance of that letter encloses a resolution
passed at the San Francisco convention. It says:

This will acknowledge your letter of April 18 asking for my comments on a tax
bill which you propose to introduce in lieu of P. R. 1, the Knutson bill which has
passed the H ouse of Representatives and is now pendin#t before the Committee
on Finance of the Senate. The American Farm Bureau federation at its Twenty-
eighth Annual Convention, held in San Francisco last December, passed a com-
prehensive resolution on taxation. A copy of this resolution was sent to you alnd
a number of other selected members of the House and Senate last January 13.
So that you may have it before you in consideration of the bill which you propose,
I enclose a copy of this resolution.
. As you will note, our resolution calls for governmental economy and for applying

all possible revenues to a reduction of our national debt, under present conditions
of record national income. Hence, we can not support legislation providing for
large tax reductions at this time. I hc you will atudy our recommendations
for a long-time tax program.

You may be interested also in an action taken by the board of directors at its
February meeting which went on record in favor of extension of community
property laws to all States.. The action taken by the board is as follows:

"That for Federal income tax'purposes, we'favor the extension to married
couples within all States the privileges now enjoyed within those States having
community property laws.",

I appreciate your courtesy in sending me a copy of the bill which you propose.
The whole subject is of such vital importance to the country I hope the Senate
Finance Committee will give the matter thorough study.

Sincerely yours, EDwVAR A. O'NxAL, Pre~ident.

I again request what I previously requested for this letter, as wellas the resolution passed by the Farm Bureau, which is very interesting.

AMnRICAN FAnM BUREAU FEDERATION,
fo.corW.LcsWashington, D. C., April $6, 1947.i~Hon. 8coTr W. LuCAs,

United States Senate, 'Washington, D. C.
My DEAR Sco¢rT: This acknowledges your letter of April 18, asking for my

comments on a tax bill which you propose to introduce in lieu of H. R. 1, the
Knutson bill which has passed the House of Representatives and is now pending
before the Committee on Finance of the Senate.

The American Farm Bureau Federation at its twenty-eighth annual con-
vention, held In San Francisco last December, passed a comprehensive resolution
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on taxation. A copy of this resolution was sent to you and a number of other
selected Members of the House and Senate last January 18. So that you may
have it before you in consideration of the bill which you propose, I enclose a copy
of this resolution.

As you will note, our resolution calls for governmental economy and for apply-
ing all possible revenues to a reduction of our national debt, under present condi-
tions record national income. Hence, we cannot support legislation providing
for large tax reductions at this time. I hope you will study our recommendations
for a long-time tax program.

You may be Interestid also in an action taken by the board of directors at Its
February meeting which went on record in favor of extension of community
property laws to all States. The action taken by the board is as follows:

"That for Federal income-tax purposes, we favor the extension to married
qouples within all States the privileges now enjoyed within those States having
communlity-property laws."

I appreciate f our courtesy in sending me a copy of the bill which you propose.
The whole subjet Is of such vital importance to the country I hope the Senate
Finance Committee will give the matter thorough study.

Sincerely yours, Euw. A. ONFAL, PrseideM.

RESOLUTION ADOPTED BY VOTING DELEGATES OF TH AMERIcAN FARM BUREAU
FEDERATION AT ITS T'wzNTY-IGHTH ANNUAL CONVENTION, S.A.N FHANCICO,
CALIF., DzCEMbER 12, 1946

TAXATION

The American Farm Bureau Federation believes that a sound :national tax
policy is essential to the welfare of our entire economy. Taxes should be not
only equitable and fair, but als6 chosen with due regard to their effort upon the
economy.

The American Farm Bureau Federation is opposed to any material reduction
in the income tax rates as long as inflationary tendencies prevail and there is a
high level of employment. We call upon the Congress to use discretion and not
use an Instrument as vital to our national welfare as a tax and fiscal program for
politicA purposes. We believe that under present conditions all possible revenues
should be applied to a reduction In our national debt. Furthermore, we believe
that every effort should be made to elimiaate all nonessential Government
expenditures and reduce essential expenditures to the minimum necessary for
good governIent and adequate national defense. Maintenance of revenue and
reduction of expenses are essential to stabllse our economy under present condi-tions. .

The magnitude of the national debt makes it imperative that our national
fiscal polities be handled prudently. Long-range plans should be made for the
gradual reduction of the national debt; however, the debt retirement should he
handled in such manner an to promote a table price level and prosperous economy
which, In turn, may necessitate adjusting both the amount bf revenues and the
volume of expenditures of the Federal Government with r ference to levels of
employment and national income. If this Nation is to remain solvent and meet
the obligations, It is imperative that we maintain a high national Income and
a heavy tax program for many years to come. A long-time stable Federal tax
policy should be adopted with a tax rate which balances the budget uhder normal
business conditions, Such a program would allow for substantial payments on
the national debt during periods of prosperity. Provisions should be made which
rilU allow for prompt but temporary reduction of the lower bracket personal
.neome tat rate within certain limits during periods of Iow builnesi activity. At
least, a taprogram should be adopted whishi would not Increase tax rates ditring
periods of depression, or lower them unduly during periods of prosperity. The
appropriate machinery fpr conducting research dnd making recommendations in,
the Fideral tax and expenditure field should be established.

The personal income tax should'be the major source of revenue for the Federal
Government. We favor keeping the personal Income tax base as broad as
pacticable throtigh the retetion of low exemptions and the avoidance of
general Federal sales tai. aelf-4upportin persons should iake a direct
contribution !o the support of government,. 'Th/e income froni all future Issue"
of Federal) State, andlo04 government bonds should be subject to the same,
taxation as other income. .he 1 8t0 tax rate'should be A high an
necessary+ $0 that, together witt Fertl venues from other sources the wig,

provide the funds to meet the excess of fverAment and provide fox the gradual
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reduction of the national debt, without destroying the incentives for greater
business activity and production. This theory of taxation should be strictly
adhered to except when its continuance might lead to serious unemployment.

We recognize that if full employment is maintained, the bulk of the jobs must
be provided by free enterprise. Therefore, the following recommendations are
made pertaining to corporate taxes. The corporation should be exempted on

,that portion of its annual earnings distributed to the stockholders as dividends,
where such dividends are taxed in the hands of stockholders. A reasonable
proportion of corporation earnings retained should be taxed at the rate used in,
the first income bracket of the personal income tax. The balance of any amount
retained should be taxed at a rate sufficient to encourage, but not to compel the
distribution of earnings. Corporation taxes should be put upon a "pay as you
go" basis, similar to Individual income taxes at the present time. Proper safe-
guards must. be developed if the foregoing recommendations are adopted, to
prevent abuses in tax avoidance by the corporate form of business.

We favor the principle of carrying forward and back losses to offset against
gaiiti for a reasonable period of time, both with regard to individual and cor-
porate tnxa tioi.

Federal excise taxes should be largely limited to amusements and taxes on the
so-called luxury goods, including alcoholic liquors and tobacco. The transior-
tation tax on the movement of goods and commodities should be repealed. The
Federal gasoline tax should be reduced to I cent a gallon and it should not exceed
that amount. This tax should be paid only on gasoline tised fo- transportation
purposes, and all of the money so raised should be expended for construction and
maintenance of transportation facilities. The long-recognized historic formula
of allocating the highway funds among the State4; namely, one-third on the basis
of population, one-third on area, and one-third on post-road mileage, should be
continued.

The Federal Government should declare a definite public policy in regard to
replacing taxes lost to local governmenLq through the acquisition of property by
the National Government. -Federally owned property, operated on an earning
basis in competition with private enterprise, should be subject to payments in
lieu of taxes comparable with taxes based on similar property when* privately
owned. Property acquired by the Federal Government, even though it does not
compete with private enterprise, often diminishes the tax base of local govern-
ments. The Federal Government should compensate the net tax loss thus caused
to local taxing units where such action on the part of the Government does not
reduce correspondingly the expenses of the local taxing unit. Legislation should
be enacted to bring the estate-tax offset law of 1920 up to date.

The Federal social-security taxes should not be increased until a study of the
entire problem is made, showing the need for a change from the present rate.
Taxes for unemployment compensation should be levied upon employer and
employee alike.

Senator LuCAS. The letter from the Farmers Educational and
Cooperative Union reads as follows:

FARMERS EDUCATIONAL AND COOP&RATIVE UNION or AMERICA,

Senator D. W.L ,oahington, 3, D. C., Afay , 1947.
Washington, A. C. %

DEAS FSNATOR LUCAS: Thank you very much for giving us an opportunity
to see the tax bill you propose to introduce in lieu of if. R. 1, the Knutson bill,
recently passed in the House. Mr. Patton has asked me to reply to your letter
since it was necessary for him to leave for a conference in Europe before he could
sive the measure the attention it deserved.

Certainly the bill you have proposed is a tremendous improvement over the
Knutson bill. It is the belief of the National Farmers Union that all of the
reductions in taxes, if Indeed any are to be made, ought to be made for the benefit of
of low-income gro-pe. Naturally, the simplest way to do this would be to increase
the exemptions. This not only would be an act of social justice but it also
could do about as much as anything to bolster buying. power of the people at,
lge, A is evidenced from the beginning decline in consumer spending; the
Nation will badly need this buying power in the coming year simply from a cold
economic standpoint. As to your proposal for the splitting of family incomes,
certainly this would correct ong of the most glaring Injustloes in the present tax
struture and I certainly think It Is worthy ofthe most serious coaideation.

SinceelyRunazEL SMITH, Leislaive $scrtary,
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The CHAIRMAN (addressing Mr. Surrey). Before the recess, I asked
you about a break-down as to the revised estimates for the fiscal year
of 1947. Did you find anything out about that?

Mr. SURREY. I made inquiry with respect to that, Senator, and I
am not in a position to give it to you now, but I understand it is being
prepared and it should be sent up either today or tomorrow.

The CHAIRMAN. Let us back track and recapitulate the testimony
with respect to the exemption matter. As I understand your testi-
mony, a total tax reduction of $1,646,000,000 will result from Senator
Lucas' proposal for tax exemption, is that correct?

Mr. SURREY. That is correct.
The CHAIRMAN. And of this sum, 1 billion, 507 million, or 92 per-

cent will go to taxpayers under $5,000, is that Correct?
Mr. SURREY. That is correct.
The CHAIRMAN. That would take off the rolls how many tax-pavers?Mr. SSURREY. The effect of increasing the exemptions is to take off

4,700,00) tax payers.
The CHAIRMAN. And they would benefit to the extent of how

much?
Mr. SURREY. The 4.7 million taxpayers who are removed from the

rolls would receive thereby $135 million of the overall 1 billion, 646
million dollars.

The CHAIRMAN. fs that not a maximum figure?
Mr. SURREY. It is average of $28.55 per taxpayer of that group.
The CHAIRMAN. I invite your attention to H. R. I which would give

benefits to the same group, that is those under $5,000 of $2,255,000,000.
Senator LUCAS. You mean this same group of 4,000,000?
The CHAIRMAN. Under $5,000, the total benefit under I. R. 1

would be $2,255,000,000.
Mr. SURREY. Senator, I may have perhaps given you the wrong im-

pression. That $1,646 000,000, of which $1,500,000,000 goes to
people under $5,000 is the effect solely of the increase in exemptions.
There would be additional reduction for people under $5,000 as a re-
sult of the surtax reduction.

The CHAIRMAN. Yes, I understand that.
Mr. SURREY. We will get down later to the comparisons.
The CHAIRMAN. I wanted to see if we could not recapitulate and

get clearly the effect of the exemption standing by itself.
Now, as to the joint return matter, have you figured out how many

people will benefit from that? W 1
Mr. SURREY. There are 4,000,000 married couples filing joint re-

turns who would benefit, plus an additional one-half million married
couples where each spouse files a separate return who would also
benefit. The total is thus 4% million married couples. In terms of
million of taxpayers, the figure is 5,000,000.

The CHAIRMAN. 4% million taxpayers?'
Mr. SURREY. Yes sir.
The CHAIRMAN. That is from the smallest benefit up to the largest.
Mr. SumR.Y. Yes sir. I
The CHAIRMAN. .And tho smallest ,benefit I assume starts in some

very low brackets? ' / 
_Mr. Suiuicy. Sterts above the t surtax bracket.

50O
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The CHAIRMAN. And after you get up into the very high ones, the
effect of it diminishes rapidly because the high rates apply to the
split income as well as to the single income, is that correct?

Mr. SURREY. Ye-" that is the explanation.
The CHAIRMAN. So that what might be called-you still have a

question of definition of substrntial-but the substantial benefits in
anyone's language would start around the $10,000 point.

Mr. SURREY. 1 think we could express it this way: Income splitting
produces a reduction of $721 million of which $551 million, or 76
percent, goes to taxpayers with net incomes between $10,000 and
$100,000.

The CHAIRMAN. Yes.
That is what I was getting at. And that benefit would be appreci-

able beyond the $100,000 up to perhaps $200,000. NVhere does the
point of diminishing return come in there?

Mr. SURREY. I think it is about $150,000.
The CHAIRMAN. From that point on it runs (town rapidly.
Mr. SURREY. The effect of splitting becomes much less significant.
The CHAIRMAN. By the substantial benefit then of that $551 mil-

lion out of the $721 million goes from-
Mr. SURREY. $10,000 to'$100,000.
The CHAIRMAN. Thank you very much.
Senator GEORGE. Before you get away from that, let me ask this

question:
It is not pertinent to anything you said. What is the exact tax

imposed on the adjusted net incomes of $100,000?
Mr. SURREY. Under the present laws?
Senator GEORGE. Under-. R. 1.
Mr. SURREY. Under H. R.. 1?

-Senator.GEORGE. Ves. What is the exact percentage-what per-
centage is cut off the present Jaw on the adjusted income, per $1,000.
We refer to it as 30 Percent but I am trying to figure if it is 30 percent.

Mr. SURREY. There is a decrease of 30 percent in the tax liability
under H. R. 1. That is, the tax liability on a not income after ex-
emption of $1,000.

Senator GEORGE. Yes, from a thousand dollars up to 139 or what-
ever the figure is that you have got there-the first bracket, so to
speak. Under H. R. 1 I am speaking.

Mr. SURREY. The effect of H. R. 1 is to give a 30 percent reduction.
Senator GEORGE. 30 percent?
Mr. SURREY. Yes. That is correct. In tax.
Senator GEORGE. In taA.
Mr. SURREY. Yes.
Senator GEORGE. Of the tax?
Mr. SURREY. 30 percent of the tax.
Senator GEORGE. Of the tax?
Mr. SURREY. Yes.
Senator GEORGE. All right. And then the effect of H. R. 1 from

1,300-odd dollars--I have-forgotten what it is-well, $1,000 adjusted
"net income up to $1,390-Mr. SURREY. The effect of the .reduction declines from 30 percent

to 20 percent in the notch area, which is from $1,000 to $1,396.
Senator GEORGE. $1,390 something.
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Mr. SURa1P. $1,39Q.
Mr. O'DOiNNLL. $1,895.83.
Mr. Su aty. This is the reduction in the notch area of $1,000

net income to $1,3986. It is a flat reduction of $67 under H. ft. 1.
The ChAuRMAN. The law provides it.
Mr. SnniRy. The law provides-
Senator GEORGE. For al amounts?
Mr. SuRaRY. That is the reduction in tentative tax that is pro-

'duced under H. R. 1 in that area is a flat $67.
* Senator GEORGE. For all amounts above $1,000.

Mr. SURREY. To $1,3b)6.
Senator GEPRG.L It is just in the notch.
Mr. SuaRuu. Yes.
Senator GEoin;n. Notches are very vicious things. They always

have been. I have never seen them work very equitably of course,
but we have had to employ them. Now, what above the $1,390?

Mr: SURREY. That would be a 20 percent reduction.
Senator' GEoRo. In the tax?
Mr. SuRREY. In the tentative tax, until you get to incomes over

$302,000, I believe it i.
Senator GEORGE. $302,000?
Mr. SURREY. Yes.
Senator GEORGE. It is about that, is it not?
Mr. SURREY. Yes.
Senator GEoRo. And then above that--
Mr. SURRzY. And then the effect of the reduction shades down

from 20 to 10.5 percent.
Senator GEORGE. Shades down as you go above that?
Mr. SURRY. Yes. It is a decreasing over-all reduction in tax

from 30 percent to 10.5 percent.
Senator GEORGE'. But all taxpayers get the 20 percent.
Mr. SURREY. No..
Senator GEORGE. Up to the $302,000?
Mr. SURREY. Yes, those up to $302,000 of income.
Senator GEORGE. Even those in the very top brackets?
Mr. SURREY. Yes. Up to $302,000.
Senator GEORGE. They get the 20?
Mr. SURREY. They get the 20. Now, as your income goes above

$302,000, "
Senator GEoRoE. Above that they would get shaded down?
'Mr. SURREY. Shaded downward. There is a 20-perpent reduction

in the tax on that part of the income up to $302,000 and about 10%
percent on the part over $302,000. As a result, the over-all rbduction
tapers off to 10% percent above $5,000,000. "

Senator GEORGE. Under H. R. 1, what is the saving to the income
groups whose adjusted tax income is $5,000 or less?

Mr. SURREY. The saving--
Senator GEoRGE. Total of it..
Mr. SuRoY. To4d amou t is $2,327,000,000 for the net-income

groups under $5,000. * " . 1 /
Selmtor. Th. I?

• .senator GsEgRG. AU right, thank Iusir,
X, 41460 I
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The CHAIRMAN. The saving to the group above under a slightly
different method of calculation is $1,441 ,000,000.

Senator GEORGE. Those figures have been gone over, Mr. Chair-
man, but I have not been here all the time.

The CHAIRMAN. Mr. Surrey, on the joint income matter it was
developed this morning that that did not benefit the single person.

Mr. SURREY. That is correct.
The CHAIRMAN. It would not benefit. a widow with children?
Mr. SURREY. That is correct.
The CHAIRMAN. It would not benefit a widower with children?
Mr. SURREY. That is correct.
The CHAIRMAN. It would not benefit a family where there was in

even split of income or a roughly even split of income?
Mr. SURREY. No. because they have achieved the maximum benefit

they can get through a division of income-in other words they
already have the benefit of the income-splitting plan.

The CHAIRMAN. There has to be substantial disparity in the in-
comes in order to have the thing become really effective?

Mr. SURREY. Yes. In that regard the present inequality comes
about due to the fact that some families have achieved a split either
through community property or property transactions in non-com-
munity property States and others have not.

The CHAIRMAN. The Treasury has been studying this subject for
sometime, has it not?

Mr. SURREY. That is correct.
The CHAIRIIAN. And has not the Treasurer given some thought

to absolution based upon an entire family group rather than just the
husband and the wife?

Mr. SURREY. You mean in connection with the method of income
splitting?

The CHAIRMAN. In connection with the method of reporting family
income, taking in the children, for example? •

Mr. SURRY. Well, in the study which is under way we have been
giving consideration to what should be the place of children under
suh a system of reporting income of husband and wife.

The CHAIRMAN. That is what I mean.
Mr. SURREY. The greatest inequality today comes about as a result

of community property and transfers between husband and wife in
non-community-property States and the effect of any income-splitting
plan would be to eliminate the greatest inequalities and put on the
same basis married couples without children, and also married couples
with children where the children had no income.

Now, as respects married couples with children that have income,
if there is a splitting of income as between the parents and the children
you would have some inequality, and consideration might have to be
given to that problem.

The Chairman. That has been considered by the Treasury has it
not?

Mr. SURRUY. That is under consideration.
t'The C6'AxAAi4*. The Treasury has hot completed its stidies on
the Subjeot, hAs it?

Mr. rSunziY. A th6 Secretax3y indicated, it ha not.
The C~iuutMAN. Thank y&bite.
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Mr. SURREY. Just finishing up the analysis of the substitute, Mr.
Chairman, section 6 is a section authorizing the Secretary to prepare
the necessary tables. Actual tables would have to be incorporated
which could be prepared. Section 7 is the effective date-

The CHAIRMAN. Senator Lucas, would you like to have tables
prepared on that?

Mr. SURREY. Those are the withholding tables and the optional
tax tables and so on.

Senator LUCAS. I do not think that is i ecessary.
Mr. SURREY. The effective date is January 1, 1948, rather than

January 1, 1947, as in the case of H. R. 1. With respect to the over-
all revenue effects, H. R. 1 produces for a full year a reduction of
$3,769 000,000. The substitute of Senator Lucas produces a reduc-
tion of $3,522,000,000.

With respect to the budgetary receipts in the fiscal year 1948,
H. R. I produces a reduction of $3,994,000,000 plus an increase of
$751,000,000 in refunds.

The substitute of Senator Lucas produces a reduction of $1,234,-
000,000.

The CHAIRMAN. That is because it is operative only during a half
of the fiscal year?

Mr. SURREY. That is correct. That is due to the difference in the
effective dates, January 1, 1947, for H. R. 1 and January 1, 1948, for
Senator Lucas' substitute.

The CHAIRMAN. The other day--I do not know whether you want
to get into this, because you came you stated, merely to discuss the
technical features of the Lucas bifl--the other (lay the Secretary of
the Treasury stated he would not favor a reduction of taxes and he
did not say when he would favor a reduction of taxes..

Would it not be easier to calculate a reduction in taxes effective as
of today than it is to calculate a reduction of taxes as of today to be
effective 6 months from now or 0 months from now?

Mr. SURREY. Well, I would think that* the calculation in either
case-you mean the amount ?of reduction that would be effected.

The CHAIRMAN. I mean as of today you have some tangible factors,'
as of today, but how do you know-how can you say today what
the tangible factors will be on the first of next year.
Mr, Sunzy. Well, I suppose, in that respect, as .to the area covered

from the first of next year and thereafter, -both bills are on the same
basis.

The CHAIRMwx. From the first of next year on?
Mr. SURREY. Yes.
The CuAIRMAN. Then there is a greater.element of certainty so far

as known facts are concerned in a bill that would start as of today?
Mr. SURRzY. That would be true certainly with respect to the

period that is behind us.
Now just a fbw more figures and then I itay be finished.
With respect to the dstribution of tax reduction by net income

classes, you have touched on that briefly, Senator. %

The CHAI.RMAXN. If you have anything mnore to say, go right ahead.
Mr. SuR Y. Ijust wanted to say-with expect to the group under

$5,000, 81.7 pero~t 9f the t.talreduci under 9.- R. I gos to that
group, 66.6 perceitiider the Lucas sUbstituite. ,

TheCmu~x'Tht nauesthe zicentae.-

.rnAtP%1_X
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Mr. SURREY. That is the effect of all the various changes.
With respect to the group over $5,000, the figure corresponding for

H. R. 1 is 38 percent of the reduction, and for Senator Lucas' proposal
34 percent of the reduction.

The CHAIRMAN. Will you be good enough to give me that total
figure under the Lucas bill?

Mr. SURREY. The total amount-you mean the entire reduction-
is $3:522,000,000, of which $2,311,000,000, or 65.6 percent, is to the
group tinder $5,000. $1,210,000,000 or 34 percent, is to the group
over $5,000.

The CHAIRMAN. Would you be good enough to tell me, of the
$2,311,000,000, how much is contributed by the exemption?

Mr. SURREY. Yes; $1,506,000,000 is contributed by the exemption,
and $788,000,000 by the surtax reduction, and $16,000,000 by the
split income.

Senator LUCAS. It should be observed at this point perhaps that
while distribution under my bill is more than that under H. R. 1, the
grand total of my bill is less.

Mr. SURREY. Yes, that is correct.
Senator LuCAs. Than what H. R. 1 is?
Mr. SURREY. Your substitute has a total over-all reduction of

$?47,000,000 less than H. R. 1.
Senator LUCAs. That is correct.
Mr. SURREY. Although the amount with respect to the group under

$5 000 is about the same.
TheCHAIRMAN. What would it be in case H. R. I is not retroactive?
Mr. SURREY. On a full-year basis?
The CHAIRMAN. Yes.
Mr. SURREY. You mean on a full-year basis? I am giving you

figures on a full-year basis for both bills.
The CHAIRMAN. You made them comparable?
Mr. SURREY. Yes. They are comparable figures. This break-

down might be helpful to you: With respect to the groups under
$10,000, 69 percent of the amount under H. R. I goes to those groups,
73 percent under Senator Lucas' proposal. From $10,000 to $100,000,
the same percentage, about 23 percent under both bills. For over
$100,000, 7.6 percent of the reduction goes to that, group under H. R.
1 and 3.3 percent under the'Lucas substitute.

Now, that is by over-all net income classes. If you go on the basis
of single people, married people, and so on, you have this break-down:
With respect to single people below $950 of net income, they get more
tax reduction under Senator Lucas' substitute than H. R. 1.

With respect to single people over $950, they get more reduction
" under H. R. 1.

With respect to married people below $1,900, there is a greater
reduction under the Lucas substitute. From $1,900 to $6 000 of net
income, the two bills are the same-that is within a dollar here or' there,

Fr6m $6,000 to $155 000 there is more reduction under the Lucas
substitute, unless the family has already achieved income splitting
b various devices. Over $155,000 there is a greater reduction under

R. 1 than under the Lucas substitute.
'With respect to married people and two dependents, there is a",$ heater reduction under the Lucas substitute up to $158,000. Over

that there is a greater reduction under H. R. 1.
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So that the effect of the income splitting is felt in that regard in
that married people always receive a greater reduction up to $155,000
under the Lucas substitute than they do under II. R. 1.

Now, that would conclude the analysis of the---
The CHAIRMAN. Are you going to put those tables in the record?
Senator LucAs. I have the tables here, Mr. Chairman, which I

recently requested the Treasury Department to prepare for me, and I
think Mr. Surrey has in his testimony been referring to sane of the
figures.

It may be that we should have these identified and request Mr.
Surrey to make any further comment that he desires to make upon the
respective tables..

Therefore, I introduce into the record at this time the first table,
which is a cbmparison of the combined normal tax and surtax under
present law and under House bill H. R. 1, and plan to increase the
per capita tax $600, et cetera, which appears in my bill-A comparison
of the three bills.

I do not know whether it is necessary to identify it as an eOmlibit
or not?

The CHAIRMAN. I would just like to ask: Will those tables show
the figures that Mr. Surrey has just been giving?

Mr. SURREY. The sequence of tables will show the figures.
The CHAIRMAN. Then, would you mind putting your consolidation

of them into the record?
Mr. SURREY. I have them in sequence here.
Senator LUCAS. You have the same tables?
Mr. SURREY. I have the same tables.
Senator LUCAS. All right.
The CHAIRMAN. Can we find in one table the data you have just

been giving?
Mr. SURREY. I do not think you can find all the data I have been

giving from one table.
The CHAIRMAN. Then, would you mind putting into the record

the tables which you have been giving us?
Mr. SURREY. The table with respect to $5)000-
Senator LUCAS. May I make a suggestion-that he take each

table and briefly break it down and analyze it so we can follow it in
the record. Otherwise, if we follow his previous testimony, we will
be into a lot of tables.

The CHAIRMAN. That is agreeable to me.
Mr. SURRYt. Then you would like to have me go through each

table and state what it is?
Senator LucAs. I would like to have you go through each table

and explain for the record and for the committee just exactly what each
table shows in connection with the present law, H. R. 1, and the
UipaS bill. . IMr. SURREY. The first three exhibiW are charts which are com-
parable to the charts inserted by the Secretary with respect to H. R.
1. These chart show the over-all resglta under the present law,
J. U. , apd tPhe Lucas subsitte, ori tee different classes of per.
ie*- lb ji nt With no dependj1tita, rp', tied perasbnswith no

j ,, . / fi 
'

.: , , , , , . "
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dependents, and married persons with two dependents. They show
the over-all difference in effective rates under the two proposals.

The CHAIRMAN. The first three charts deal with the Lucas bill?
Mr. SURREY. The first three charts deal with the present law, H. R.

1, and the Lucas substitute.
The CHAIRMAN. We are talking about two different things.
Senator LucAs. Yes; that is right.
Mr. Sun.iiRY. Those are these exhibits here. They show the effec-

tive rates of the present law and the two bills. This chart is for single
people, showing in effect that H. R. I gives a greater reduction above
$950 of income than does the Luca. bill.

(The chart referred to is as follows:)

CHART I

EFFECTIVE RATES OF INDIVIDUAL INCOME TAX
(I) Prew Low, (2) House Bill I-t DI).and (3) $600 ExempW n Iom Splitting ond Reduction
of 2 Percentoge Points from Present Low Tentat" Surtax RAte, Single Person No Dependlents

4IM1

(Wkir of the u",tary of the tou"

Mr. SURREY. The second chart, married persons with no depend-
ents, shows that the Lucas bill gives a greater reduction in the low
incomes, tle same reduction about $2,000 to $6,000, greater reduction
in the area from $6,000 up to about $155,000, and then H. R. I gives
a greater reduction as you got above $155,000.
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(Chart No. 2 is as follows:)

CHART II

EFFECTIVE RATES OF INDIVIDUAL INCOME TAX
i Prese Low: 0) Houm 11l HR. I. and (3) $W0 Exs >rion. hIcome SpItt nd Reduction

of 2Pvc uito POIW firnm Pmresi4 Lm T*mnWoee Surtax Rat e MomrW Peas o No Depende s

.90

K-so~~ t

Off" d ft smwo fat aWw"a

Mr. SURREY. The third chart shows, with respect to married people
and two dependents, the Lucas substitute gives a greater reduction
until $158,000, roughly, and thqu H. R. 1-the curve of H. R. 1-
falls below the Lucas substitute, indicating that the reduction under
H. R. 1 is greater above $158,000 for married persons with two
dependents.

Senator LucAs. That is the average family, is it not?
Mr. Suarmy. I would think so.
Senator LuCAs. Can we get those graphs into the record?
Mr. SuiRuy. Those are to be put into the record.

1/
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(Chart No. 3 is as follows:)

CHART III

EFFECTIVE RATES OF INDIVIDUAL INCOME TAX
(1) Pment Low. (2) House Bill (.R I):ond (3) $600 Ex.mphns Income Splitting and Reduction

of 2 Pucentoge Point from Prsen Low TWntottw Suriax Rotel Mond Penon.Two Dependents
1"0" ..... I- .1 1 . .T-U-1"" %"

Office f the SKcM ) of the kimu)

Mr. SURREY. With respect to ,the tables, I have here the first
table-

The CHAIRMAN. You want the graphs put in?
Senator LUCAS. I would like to have them put in.
The CHAIRMAN. All right ut them in.
Mr. SURREY. Th6 first table shows the over-al nuniber of taxable

income recipients, by net income classes, under present law, H. R. 1,
qnd Senator Lucas' proposal, showing the over-all amount that is
paid today and will be paid in these classes under the two proposals.
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(Table No. 1, referred to, is as follows:)

TABLU l. Rtimaled number of taxable income recipients and their individual
indi'idual income tax Ziability under preset law,' the House bill (H. R. 1) and
Senator Lucas' proposal,' distributed by net income classes, in the calendar year 1947

Assumt*i income payments of $108 billion

Net Waroe lam (in thous;
ends of dollars)

0toI .........................
I to2 ....................
2to ... .............
3to4 ........................
4to8 .......................

Vnder G.8. ..............

a to 10 ......................
1O to2 ......................
z0 to o ...... ...............
50 to 100 ...............
100 to 250 ....................
20 to a00 .....................
00 to 1,00 ...................

1,000 and over ...............
Over tot...............
(tred total .... ;

Number of txable Income recipients

law

flkousayid
5,362.320,138.9

14,37A10
4. I. &
1, 33.2

46,801.8

4702
101.2
82.7
9. 8
1.3
.4
.2

Houe bill

1ousn&

14,227.04,858.8I

4, Om. 8

470.2
101.232. 7

9.81.3

.4

.2

.,. 74&a 1 1.742.I8'

senatorLuca'
proposal

2 'ouande
8752.3

4. 62D, 317, 549, S
12,930.

4,6520. 3
11321.3

42,074.0
i, 198. 9

470.2
101.2
32.7
9.8
1.3
.4
.2

1,74181

48,544. 1 4719. 6 43, 811.7

Total tax liability

l'reent
law

Millions
$299.82,830.8. 832. 8

1,8W7.7
778.0

house bill

MUMtons
S. 03.9

2,846.0
1.411.8

09.0

Senator
Lucas'

$181o.8

Z,820.4
I 42. 7

617.7

0, 41.0 7,108.0 I 7,1.3

1.318.0
1,874.4
1,438.5
1,183. 6

32& 9

7. W&83

* 1,042.1
1: 157.6
17.9

274. I
202.3

61124.3

17,001.3 13,232.3

1,051.6
1, 45. 8
1.173.8
1,030.7

831.5
311.g
227.727.1
M. 1

13,479.0

I InterMa Revenue (ode, as amended by the Revenue Act of 1945.
1 Senator Lucas' proposal would (1) Increase the per capital exemption to $80, (2) reduce tontative surtax

ra by 2 percentage poitin each bracket, and (3) permit husbands and wives to split income, deductions,
and t exem t v eqnty.

Inludes normal tax, surtax, and alternative tax on not long-term capital gains.
Noma..-Fixures are rounded and will not necessarily add to totals.,
Source; Treasury Department, April 1047.

Mr,. Sutuzy. The next table, which is one that has been referred
to more frequently in the testimony, shows the breakdown of the
decrease in tax under H. R. I and under the various components of
the Luca proposal with respect to net-income classes under $5,000
snd above $5,000, showing how the decrease in tax is divided among
these various class . '

ii

./
-1!1"

t3-...6
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(The table referred to is as follows:)

* TAULt 2.-Comparison of the decrease in individual income taz liability under the
House bill (H. It. 1) Ad Senator Lucas' proposal, by net income dases, in calendar
year 1847

jAssuming Income payments of $106 billion)

DecreAse in tax from present Doeer In tax fro at law vaulting from
law under- each provision of =nor Luca' proposal

Uena' Lucas ~Allow marri
ceuetns ouples to split

Ingreas; per ive stirtax noes elHouse bill rat Luc" a eem rates by 2 ductions andIet Income clase (in prpel in 60 perver

thousands of dollars) PoInts eequally

Per- Per- Per- Per- Per-
cent cent cent cent cent

Amount distrl- Amount distri. Amount distrl- Amount dstri. Amount distri-
bu- bu- bu- bu- bu-
tIon tion tion tion tion

Mion Mifon. M WIuou MWton, Mliore.
Otol ................ $9&1 2. $187.9 3.9 $120.0 7.3 $1.9 L86..............
Ito2 .................... 80.7 21.4 740.7 21.0 07.1 30.8 233.3 20.2 *.3 (8)
2to3 ................... 84.4 22.4 871.0 24.8 88.2 3&9 313.0 27.1 .7 0.1
3to4 .................... 41&69 11.0 403.0 11.4 241.9 14.7 188.0 13.6 4.8 .6
4toa ....... .. . 16 4.4 1882 4.8 79.4 4.8 67.8 &8 11.3 1.0

Y- - ..-- - *.

UnderO ........ 2,327.0 1.7 2.8117 6& 1,6.6 91.8 788.3 8.2 M& 2.3

ato10 ............... 27&9 7.3 26&4 7.6 78.7 4.8 1102 9.. 8. 5 11.4
1010 2 .................. 870.1 10.1 418.9 11.8 4&1 2.7 1181.1 10.2 282.7 3X.1
2to60 .................. 27.0 7.4 261.7 7.4 1&4 .8 80.9 & 188.4 61
6Oto10 .............. 224.1 &9 18.9 4.3 .1 .3 38.2. 8.3 100.0 1&2
100 to 250 ................ 167.3 4.4 8&7 24 1.7 .1 23.2 2.0 58 8.2
250to600 ............. 4.8 4 1. 17.0 .8 .2 (U 7.1 - .6 9.7 1.8
S00 to 1, .000......... 32.2 .9 8..2 4 (1) 4.9 .4 1.9 .3
I00 A and over ........... 30.7 .8 0.1 .2 (4 & 7 .6 .4 .I

Over 6........... 1,4410 38.3 1.210.61 34.4 139.3 8.8 367.3 31.8) 704.0 9.7

Grand total ..... .760.0O 100.j 3,8=622.3= 100.0 1,648.9 10 1,185.6 100.0 720.81100.0

I After taking Into account the Increas In the per capital exemption to 000.
IAfter taking into account the increase In the per capita exemption to $00 and the reduction of the teWta-

tie surtax rates by 2 percentage points.
s Less than 0.05 percent.
ILess than $M000.
Nois.-Fluree are rounded and will not necessary add to totals.
Source: Treasury Department, April 1947.
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Mr. SURREY. The next table, which is one that Senator Lucasmentioned earlier, is just a comparison of the combined normal andsurtax rates under the present law, H. R. 1 sand Senator Lucas'
proosal.

(The table referred to is as follows:)
TAaUL .$S-mpariko% of combined normal tax and.surtax rates under present law,'- boue l (I. R. 1) aned plan to increase the per capita exemption to $600 permit

husbad. nd wit"s to split incomes, deductions and exemptions equally, and* reduce prs eowt lentaliwi surtax rates by 8 percentage points in each bracket

sumt net Income

zxcetig Not exceed.'Ing

00006 ....... ......:
o..... .......

000'": mm ......

.... l140000 ......

o .::::2 ::::::
000....... 0a......
00....1. 000......

OX)....... 00U......-~.000 ......

,000............
000........~......8 .1,000....

80,000 4000.....

Combined normal tax and surtax rates

Present law

Rates

•v tratee reduc-

30

2
96
80
84
I"

41

81

89
62
68

78

so
90

P.-a

ft.70
K180

36.10
4t 88
46.68
47.80K 33

ft 20
8&.08
86.go
61,7A
66.40

74.10
76.98
79.80
84.68
8ft45

Rates
after

redlic.
hinstlmes

bill
(H. R. I)

Percent

116. 20
1&.72
19.78
22.80

8.72
A .00
40. X

46.84
47.12
40.40
8144
8472
57.00
69.38
61.86
63.84
60.12
67.04
ft.40( 6 16

S77,14

.00 per capita et.
emiption, Income
splitting, and 2-

redctonin teta
tive surtax rates

'Tenta. Rates

rate t

*Percent
S 18

20
24
28
32
36
41
48
48
81
84
87O

0

73
76
79
82
88
87
88

pwre¢t

17.10
19.00,
218026.00
80.40
36.20

41 78
48.48

81.30
4.18

87. OD

ft680
08.38

76. 08
77.90
80.78
82.

484.5

Percenta ge-poin t do.
= arro ()r increase

(+) In rates Min.
re with present

House
bill

(1I. R. 1)

Percent
-. 70
+1.00
-. 18
-4.94
-8.70
-&.46
-7.22
-& 17-& 93
-9. 80

-10.07
-10064
-11.21
-11.78
-1138
-I&.I G
-13.118I
-1t.28-14.821
-18.39
-1& 96
-M 3
-16.91
-17.10

r -17. 29
• -9.10

800 per
capital ex-

emption, In-
(oioe Split.
ting, and 2.
percentalo

point reduc-lion In ten.
native surtax

rates

Percent

- 1.90
1.90

-1.90
-1.90
-1,90
-1.90
-1.90
-1.90--1.90
-1.90
-1.90
-1,90
-190
-1.90
-1.90
-1.90
-. 90

-I, O

-1.90

-1.90
-1.90
-1.90
-1.90
-1.90

linternal liMnue Cede, as a± oezud by Revenue Act of 1908.ld ete. area of the noT p0vewWon q lder the House bill. The 33.5-pemnt reduction of present lawtentative tA ends At *, 0 of rtU net oome and tWe 24-pe re uction of present law tentative taxlai fetat 51,896SO"ntl cla I .8peret reduction of present law tentative tax takes effect under the House bill.bled tom a um effective rate iltatimo of 856 percent.
tob" 4 aamoum oft eaaottao of 786 Percent.

ame,2V iTma Detmt Apr 1147.

. + , f

'I+ ,

;, a + , .- " .



INDIVIDUAL INCOME TAX REDUCTION 513
. Mr. SURREY. The next table is a comparison of the amounts of tax

under present law, 11. R. 1 and the Lucas' proposal with respect to
11 ;l0 pe-sons.
En other words, the amount of tax they will have to pay under the

three situations.
Senator LuCAs. A single person with no dependents?
Mr. SURREY. A single person with no dependents. The table

accompanying that shows the decreases in the amounts of tax for that
class of taxpayers.

(The tables referred to are as follows:)
TABLz 4.-Comparion of amounts and effective rates of individuqj income tax

under present law I the House bill (H. R. 1), and plan to increase the per capita
exemption to $6OM, permit husbands and wives to split incomes, deductions, and
exemptions equally I and reduce present law tentative surtax rates by * percentage
points in each bracket, for specified amounts of net income

(Bingle person-No dependents)

Amounts of tax Effective rates

$600 per capita $60 per capitaNet income before exemption, in. exemption, in-before personal conie Splitting, come splitting,
exemption Present House bill, and P-percent- I1rsent House bill, and 2-peroent.

law H. It. I r ae a point law IT. R. 1 a arepoint
section in redcion in

tentative sur- tentative sur.
tax rates tax rates

lPercett Percent Pr terW00 ................... $19 $13 ................ 3.2 2,2 ................
87 40 $34 7.1 8o 0.311,000.................. 98 67 as 9.6 6.7 6.8.1,200 ................. 133 93 103 11.1 7.8 86.800 ................. 190 133 154 12.7 8.9 10.33,000 .............. 288 228 239 14.3 11.4 12.0am ...... ...... 380 304 325 1&2 12.2 1&0.000 ................. 485 388 418 16.2 12.9 l&9,000................. 094 M8 (R1 17.3 13.9 1&2

,000................. 9 022 737 813 18. 4 14.7 16.3$6,000 ............ 1,109 93 1,041 19.8 1.6 17.4000.............. . .1,720 1,376 1,850 21.8 17.2 19.40,000-................ 2347 1,877 2,136 21.5 18.8 '21.415,000 ................ 4,270 3,416 3,982 28.8 22.8 26.3
0000 ................ 6,648 8,316 6,226 33.2 26.6 31,12,000 ................ 9,362 7,490 8.843 37.5 30.0 38.4000 ............... 25,137 20,110 24, 130 M.3 40.2 48.8
784000................ ,477 34,782 41.986 88.0 46.4 86.010000 ............... 63,541 50, 833 61,870 3.5 80.8 61.02,000.............. 191,772 1&3,417 186,947 76.7 61.4 74.800,000.............407,897 342,400 398,322 81.6 68.8 79.7000..............624,022 3, 838 609, 97 83.F2 71.4 81.3$,00........... 840,147 72,210 l,072 84.0 719 82.1$8,000,0 ......... ' 4,278,000 3..823,20 *1 4,173.000 88.8 76 83B8

a Internal Revenue Code, as amended by the Revenue Act of 1948.
$ Single persons obtain no benefit from income splitting. Consequently the tax decrease for single personsIs limited to the exemption increase ani the 2-perentago point decrease In tentative surtax rate.
A Assume taxpayer Is under 65 years of age.
I Taking into aemunt maximum effective rate limitation of 88.8 percent.
ITaking Into account maximum effective rate limitation of 88.8 percent.
Noin.-Computatons were made from unrounde8 flores and will not necessariy agree with figus

computed from the rounded amounts and percentam sbowfi.
5oirce: Treasury Department, April 1947.
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TALD, 4a.-Decra in amouta and effecive rate of indefducd income tax com-
pared with prsew* law I under the House bill (ff. R. 1), and plan to increase the
pw capital eruption to #600, permit husbands and wives to split incomes, de-
ducione and exemptions equaljli, and reduce present law tentative surtax rate by
0 poentag pointe is each brakes, for opec¢ 4 amounts of net income

[Single perso-no dependents]

t Peroentap polnt d8. Txdereas assdper Tx decrease r.

rates compared coweafter presentwiI m t la with present law ta =11y tax liability

Net ifoo0O peroapita $0percapita $ooperoapita $00opereapita
before gnmmptioo,, xemptlon, "emptio, exemption,

income Income Incpoo Incomeplittling, and lilting, and splltting, llting, and
nta -pereentagr n -percentage

Ionm a. tets {o In tenta-
Uve sat Uve surt" lIve mlrtax live surtax

rt" rates rates rates

Ptreent Pvrct Percent PerCEnt Perent Peran
......... $19 1.0 3.3 30.0 10M00 1.0 3.3

1......... 1 23 .1 0 a0. 40.0 2.3 3.1
10 0 29 39.7 90 0 9(0.0 8.1 2.9

M00 ........ 40 30 2.8 30.0 219 3.7 2.8
1800 7 .38 S.6 2.8 30.0 19.0 4.4 2.8

000 ........ 87 48 2.9 &. 2n0.0 18.0 &3 2.7
......... 76 g .0 22 2k 0 14.8 &6 2.6

000......... 97 ? 33 2. 3 00 13.7 &9 2.6
000...... 83 2.1 20.0 12.3 4.2 2.6
0001..,.......1 1 3.7 23 200 11.8 4.8 27
low: .... 234 . 127 3&9 . 1 20.0 10.9 4.8 2.6
000 ......... 844 164 4.3 2.1 20. 0 09 8.8 2.7

1 n ... 211 4.7 2.1 20.0 9,0 6.1 S 28
18,000 .... 318 &.7 21 2'n0 .7.8 &.0 3.0

1000 ....... 1,329 419 6. 2.1 20.0 & 10.0 &
000 . . 7. I8 20 7.8 2.1 20.0 &6 12.0&
000.. .027 1,007 10.1 2.0 20.0 4.0 20.2 4.1

0 8..098 1;O 1,491 11.6 1.0 S(10 3.4 27.4 4.7
13 ...... 0 1,971 1. 2.0 20.0 .1 4.K9 8.4

000...38,384" 4,2 18.3 1.9 S 0 2.8 68.9& 83
looo...... 6k437 V, 1.1 1.9 16.0 2.3 71.0 10.4

80000 , 14,328 11.8 1.9 14.1 2.3 70.0 11.4
0 110 9 19,078 11,1 1.9 13.2 2.3 69.4 11.9

00 .0 481,79 100,0ooo 9.0 2.0 10.0 2.3 2.3 13.8

l lnternAl Revenue Code, aq amended by the Revenue Act of 148.
S8insis persns obtin no benefit from Income splitting. ConmequeaUy the tax decrease for single plosons

Is mlted to the exemption Increas and the 2-percentage-point decrease In tentative surtax rates.
'Assumes taxpayer under 68 years of age.
Noi.-Compotatona wn made from unrounded figures and will not necessarily agree with figure

computed fm -the rounded amors and nereagea shown.•. urf: sTrmw Depatment, April 1W4.

Mr. Sunazy. With respect to the next two tables the same thing
is shown as to married persons with no dependents.

The C AzxRtw. Does it read comparison of amounts and effective
rates of individual income?

Mr. Suutur. Thot is correct. That is'for married persons with
no dependents showing the actual amounts of tax that will be paid
under H. R. 1 and under the Lh s proposal, and the accompanying
table to that is the decrease in amounts of ax under the two proposals.

/
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(The tables referred to are as follows:)

TAnL 5.-Comparison of amounts pnd effective rates of individual income tax
under present lau, I the House bill (11. R. 1), and plan to increase the per capita
exemption to VIMd, permit husbands and wives to split incomes, deductions and
exemptions equally, and reduce present law tentative surtax rates by t percentage
points in each bracket, for specified amounts of net income

I1larried person #--no dependents)

Amounts of tax Effective rates

$O0 per (*pita 0 per capita
Net income before exemption, in. exemption, In-

oxe00R splitting, ome plittinsI,personal exemption H),xgn House bill, and 2-percont. Present House bill, and 2-percent-
law It.R. I a age point law I. R. I I age point

redution In roduetlon In
tentative sur- tentative sur-

tax rates 9" rates

Percent Percent Prcet
1,200 ................ . $38 27 ................ 3.2 2.2 ................
1,800 ................. 95 67 $at 6,3 4.4 3.4
,000 ................. 190 133 137 9.5 6.7 6
8............ ..... 285 M2 222 11.4 9.1 8.

3.000................. 380 lug 3081 12.7 10.1 10.3
O4,0................ 59 471 479 14.7 t.8 1.0
M500....... ......... 798 M3 050 16.0 12. 13.0

'.1000 .............. 11045 836 10116 17.4 13.9 38.9
&. 1.677 1,262 1,210 19.7 1.8 1.2$0,0 ............... 28 1,748. 1,626 21.0 17.5 16.3

1,00D .............. 4,047 3.28 2835 27.0 21.6 1&9
00 ............... 6394 5,115 4,271 32.0 25.6 ..4
OW .0... ............ 90W2 7.26 M5b. vi 36.3 129.1 23.7
o0 .......... ..... 24.795 1o.36 17,685 49.6 39.7 35.4

AM 00.............43.002 34,474 32. 12R 5M.5 46.0 42.8
*300,000............ M,128 50,541 4& 210 M3. I 0, 48.8W

.OD 1............ 101,340 153,072 164,441 76.5 81.2 65.8
$00000 ............ 407,405 342.074 373,893 81.5 0&8.4 74.8$760,000. " ............ (2,00 M449 W8, 268 83.2 71.4 78.0
Iol00o0............ K19 715 72P, 24 796.643 84.0 72.9 79.7
010.000 ........... 24,87.000 3, 22884 6 4,17I.000 8& 76.5 83.6

I Internal levenne Code, os amended by the Rtevenue Act of 194&
0 Assumes I spous hras all thlo Inoon.
I Assume# taxpayer Is under ,5 year of age.
4 Taking into account maximum effective rate limitation of 85A pent.
,1 Taking Into account mialmum effective rate limitation of 83.5 percent.
Noys.-Computatlons were made from unfounded figures and will not necessarily agree with figures

computed from the rounded amounts and percentages shown.
source. Treasury 1)%W'rtment, April 1947.
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TABLS 5a.-Derease in amounts and pffective rake of individual income tax com-
pared with present law I under the House bill (ff. R. I), and plant to increase the

er capital exemption to $600, permit husbands and wives to split incomes, deduc-
ions and exemption, equally, and reduce present law tentative surtaz rates by *
pr cenfage points in each bracket, for specified amounts of net income

Married person $-No dependental
Domin Pmut ercentage point de- Tzaraes Txdces sam

aftax o~ 01e in effective Tu e ruuper. itagoe t inpe-
With... X ,ate comare 01 Pk~mrernt c' nto after present

wihIeetlw with present law Itt fty tax liability

Not IncomeWOO

000...
.000.......

000.
000.

000,0....

811

57
67
78

118

818
"37

1,818
4,9W
8,818

1X.2
3k =
8N 391
W 141

110,891
482.177

SfOO per caplta
exemption,

incomespliting, and

tive surtax

$3844
83

72
110
148
20
381
689

1,212
2, 122
3,148
7,110

10.969
14.868

33,571
8321

43,071
100,000

bil

Percent
1.0
1.9
2.9
2.32.8
2.9
8.2
8.6
3.9
4.4
&.4
84
7.3
9.9

11.5S12.6

13.1
11.8
11.1
9.0

100Oper apits
exemption,

income
splltting, andV-Parcebtap
point reduo-
tin ntenta-
Uve surtax

rates

Percent
3.2
2.9
2.7
2.5
2.42.8
3.0
3.8
4.8

8.1
10.6
12.8
14.2
14.6
14.9
10.8
8.7
.1
4.3
2.0

House

bill

Porceni
30.0
30.0
30.0
20.0
20.0
20.0
20.0
a0
20.0
20.0
2D.0
20.0
a0
20.0
20.0
20.0
2Q.0
18.0
14.1
13.2
10.6

S00percapits
exemption,

income
splitting, and
2-pereentage
point reduo.
tion in tenta-

tive surtax
rates

Percent
100.0
46.0
28.0
22.0
19.0
18.7
18.620.0
22.9

33.2
344.
28.7
2.8
23.8
14. 1
& 2
6.1
.1
2.3

House

Percent
1.0
2.0
3.1
2.62.9
3.83.8
4.2
4.9
8.6
7.4
9.4

11.4
19.7
27.0
34.2
6.2
70.7
69.7
69.2
62.4

eOOper capita
exemption,

Income
sliltting, and

percentagepoint reduo-
Lion In tenta-
tive surtax

rates

Percent
8.3
3.1
2.9
2.8
2.8
3.2
3.8
4.2
8.6
7.1

11.1
1.6
19.8
28.2
34.4
40.3
48.9
36.3
30.3
289
13.8

I Internal Revenue Code as amended by the Revenue Act of 1045.
IAmmes I spouse ha shZ the income.
I Awumes taxpayer is under 85 years of age.
Noru.--Computationa were made from unfounded figures and will not necemsarly agree with figures om.

puted from the wounded amounts and percentage$ shown.
Sourmt: Treasur Department, April 194?.

Mr. Suianzy. The next set of tables is the same thing with respect
to married persons with two dependents, showing in the one table the
amounts of tax to be paid and in the next table the decrease in the
amounts of tax.

These tables are similar in type to the tables presented by the
Secretary with respect to H. R. 1 and we understood that was the
information that was desired with respect to the Lucas substitute.
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(The tables referred to are as follows-)
TABLE 6.-Comparison of amounts and effective rat" of individual income tax under

preunt law,' OW House bill (H. R. 1), and plan to increase the per capita exemp-
tion to 600 permit husbands and!wive. tosplit incomes, deductions, and exemption.
equally, anA reduce present law tenative iurtax rates bj 8 percentage point, in each
bracket, for specified amounts of net income

IMarried person #-2 dependents)

Aimounta of tax I EMectve rates

00 per capita 8600 per capita

Net income before exemption, in. exemption, in-
personal exemption Present House bill, come splitting, come splitting,

and 2-percent. Present House bill, and 2-peroent-
law H.R. I epint law H.R. I S age point

rectn in reduction in
tentAtive sur- tentative sur-

tax rates tax rates

Percea* PeWrcet Poent
$2.00-- -........ 9 $67 $17 3.8 2.7 0.7
,000 ................. 190 133 103 6.3 4.4 & 4

38n0 ................ 390 304 274 9.8 7.6 &8
9000 ................. 8 471 445 11.8 9.4 8&9

000 ................. 798 638 616 I&. 10.6 10.8
................. 1,292 1,034 M8 16.2 12.9 12.4I10,000 ................ 1,862 490 1,38 M6 K49 1&1I18,00 ................ 3,63 M 911 21616 R4.3 '19.4M

'000 .............. ,890 4, 712 3, 90 . 23.6 19. 6
2,.00.............. , W 818 6,825 34.1 27.8 22.1
$50,00 ................ 24,11 19,289 17,035 4&2 38.6 34.1

S.............. 42,323 33,858 31,406 5 4 4 . 41.9
io6.0 .............. 6 0 49.841 47,462 &3 49.8 47.5

100. .............. 1 0476 182380 163,.440 72 61.0 664
$00,0 ........... .406,60O 341.300 , 8,79 81.3 68.3 7C.6

6200 M7256 53678 M4,254 83.0 71.3 77.91I00 00 .......... S85 7208.00 794 M 83.9 728 79.6

I ,000 ............. '4,276,000 3, 822, 050 '4,176,000 8&5 7 6.4 8t.5

I Internal Revenub Code as amended by Revenue Act of 190.
I Assumes I spouse has all the income.
' Assumes taxpayer is under 66 years of age.
4 Taking into account maximum effective rate limitation of 85.5 percent.
ITaking Into account maximum effective rate IHmitatlen of 83.5 permet.

NoT.--Computations were made from unrounded figures and will not necessarily agree with figra
computed from the rounded amounts and percentages shown.

source: Treasury Department, April 1947.
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TABIA O.-Decreae in amounts and effective rates of individual income ta com-
pared with present law ' un4er the House bill (H. R. 1), and plan to increase the
per capital exemption to $600, permit husbands and wives to split incomes, deduc-
tiomw, and exemptions equally and reduce present law tentative surtax rates by 8
percentage points in each basket, for specified amounts of net income

[Married person 2-2 dependents)

Deas Inamounts Taxdecreessaper. Taxdecressssape-
of tax corm t nom eet centage of present 0tae oe t in.
with peantjw etaes c~ d come after presentwith present aw tax lility tax liability

Net Inomie
before

parn"i~
axemptios

- W- ~-percepita $Oopercspita s$60percaplta $Ooopereapits00mption, exemption, exemption, exemption,House inom Rous eoe PM _ - nom mous G=nm
H utts , and bffl plitttng, and House slitting, and spl and

SHp.metat 2- perege- AH. 2-percentage- j 2-percentage-
"itodue is" point reduo is point reduc- , point reduo-Iin tents- in in tents- tIon in tentW
tive Softax tire surtax tive surtax tire surtax

TO fertesrurae

Percent Percmt Percent Percn Percent Percett
500...$78"1.1 3.1 30.0 82.0 1.2 3.2
,00.. 5? 87 1.9 2.9 30.0 4&0 2.0 8.1

"000. 70 108 1.9 2.7 20.0 28.0 2.1 2.9
ie. 118 144 2.4 2.9 20.0 24.8 7 .

..0.....- 160 182 2.7 8.0 20.0 22.9 8.1 3.8
000. 288 804 S .2 8 20.0 23.5 8.9 4.5

,000.. 8. 372 4.9 20.0 26.6 4.6 6.1
,0....... 728 1,12 4 7.8 20.0 80.9 6.4 9.9
.000 ....... 1,178 1,964 8.9 9. 20.0 3&7 8.3 14.1
O,0....... 1,704 998 8.8 12.0 20.0 35.2 10.3 182
,000 ....... 4822 7,076 0.6 14.2 20.0 2.3 188000 ..... 8 10,917 11.8 14.6 20.0 25.8 25.9 3.

.,000 .... 12,480 14,839 12.8 14.8 20.0 23.8 33.1 39.4
. 300 2 17,026 15.2 10.8 20.0 14.2 84o 45.4, "00.68,300 28721 18.1 6.7 10.1 8.8 69.9 86.

..... 88 00 2471 11.7 &1 14.1 6.2 69.2 80.2
60.000 110,800 43,221 11.1 4.8 13.2 8.2 68.8 26.8

|6, ... 453,950 100,000 9.1 2.0 10.6 2.3 62.6 13.8

I Internal Revenue Code as amended by Revenue Act of 1945.
Assumes I spouse has a the income.
Asuimes .axpayer Is under 06 years of age.

NOTU.-Computations were made from unrounded figures and will not neessarily agree with figures

computed from the rounded amounts and percentages shown.
Source: Treasury Department, Apri 1947.

Senator LuCAs. I should like to point out one thing with respect
to the table introduced for married persons with two dependents
which I understand is the average family throughout the United
States. Net income before personal exemption of the present law,
$2,500, pays a tax of $95. Under the House billit pays a tax of $67.
Under my bill a married person with two dependents would pay $17.

I make that observation because a follow with $2 500 is the indi-
vidual I am trying to reach in this bill-the one who I conscientiously
believer with, these, high prices, is entitled to more relief than any
other single group of people

Mr. SUnREy. That completes the analysis.
You understand that that was the capacity in which I was requested

to appear.
Senator LucAs. May I ask a few questi*is?
The CuAtRMuA. Would you mind holdihg up? I have two more

tables here that I do not believe have bien accounted for. Starting
back with the table that Senator LuceA has just referred to, which
commences with the words "Comparon of amounts and effective
rates of individual income t*4x under Arsent law" and so forth?
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Mr. SURREY. Yes, sir.
The CHAIRMAN. Married person with two dependents.
Mr. SURREY. Yes sir.
The CHAIRMAN. That runs over two pages?
Mr. SUrREY Yes sir.
The CHAIRMAN. Then I have two more tables. Are they duplicates

or what are they?
Mr. SURREY. May I sed them a minute?
The CHAIRMAN (handing to Mr. Surrey).
Mr. SURREY.'Oe table you have is one that I had put in the record.

The last table is 'one that I put in practically at the start, which is
the table showing the break-down by income classes of the various
types of reduction.

The CHAIRMAN. Thank you very much.
Senator LUCAs. Have you placed in the record the exhibit which is

a comparison of decrease in individual income-tax liability under
H. R. 1, and under my proposal by net income classes for calendar
year 1947, assuming income payments of $166,000,000?

Mr. SURREY. Yes, Senator. That has been put in the record.
The CHAIRMAN. Any further questions?
(No response.)

he CHAIRMAN. Thank you very much, Mr. Surrey.
Mr. SURREY. Thank you, Senator.
The CHAIRMAN. Mr. Surrey, one more question:
You are not representing the Treasury Department, are you?
Mr. SURREY. Iam representing the Treasury Department solely

to present a technical analysis, but this appearance and testimony is
not to be understood to be an endorsement of any proposal.

The CHAIRMAN. Mr. Randolph Paul?

STATEMENT OF RANDOLPH PAUL, WASHINGTON, D. 0.

The CHAIRMAN. Would you mind giving your full name to the
reporter please?

Mr. PAUL. My nome is Randolph E. Paul. My present occupation
is practice of law both in Washington and New York. My present
residence is 3206 P Street NW., Washington, D.C. I am appearing
here today at the request of Senator Lucas to discuss the amendment
to the House revenue bill which he has proposed. This amendment,
as I understand it, is a comparatively simple,one. It provides first
for a $100 increase in personal exemptions and dependency credits.
Second, it reduces the surtax rates in each bracket by two points.
Third, it allows married taxpayers to divide family income between
them for tax purposes as married couples in the community property
States have been permitted to do for many years.

Before discussing these three major provisions pf the amendment,
I should like to point out that the relief proposed is to become effective
January 1, 1948. This means that for the year. 1947 the present rates
would remain in effect. There is some doubt in my mind as to when.
tax reduction should go into effect. We are now in a period of high
national income and-budget uncertainty. This, if ever, should be
the time for budget surplus and for debt reduction if we hope to
obtain the highly desirable objective of budget balance over a period

Sof ''Years.
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Senator GZoRGE. You mean by that a dependable balancedbudget?Af. PAUL. Yes. I do not mean necessarily a balanced budget in

each particular year but I regard as highly desirable the balancing of
the budget over any period of years. We might meet with sudden
emergencies which would throw the budget out of balance in a par-ticular year.

Senator Guoiote. But you visualize an over-all balanced condition
of the budget?

Mr. PAUL. I do and I regard that as a very highly desirable objective.
Senator GEoRoE. That is one of the things I have thought about a

great deal from the time they have started talking about tax reduction.
Mr. PAUL. You and I are in agreement on that point as we have

been on many other points in the past.
Senator GZouoZ. Excuse me. I just wanted to verify that thought.

• On the otherhand, there are indications that the mass consumption
market is softening and is becoming unable to meet its need for
consumer goods. The mass consumption market consists prin-
cipally of tle low-income group. This group has very few savings
left and those which remain are being rapidly consumed in purchasing
for current use. At present prices even the lower levels of the middle-
income groups are having difficulty in making ends meet.

These developments call for tax reduction, particularly reduction for
the benefit of the low incomes. A tax cut of this kind may very well
be necessary to augment purchasing power later this year. It may
not be absolutely necessary until next year. Ve should, of course,
remember that under our present system of withholding and current
tax payment any tax reduction has an almost immediate effect in
releasing additional purchasing power.

For these reasons there is certainly room for honest difference of
opinion on the complicated question of timing of tax reduction. But
since the existing signs of a down-turn in markets and investment
activities point to lack of confidence in sustained-consumer markets

* rather than to any lack of investment funds, a tax reduction formula
,designed to forestall an incipient depression -perhaps I should use
'the word "recessonas'-sh6uld have as its principal objective relief
to taxpayers in the low brackets who spend most of their income.

Assuming the desirability of a tax reduction, I will now briefly
discus' each of the three. major provisions of Senator Lucas'
amendment.

'The CHARmApt. M4Y I ask you, Mr. Paul: You have sort of
balanced both sides?.*Do you reachany conclusion as to whether we
should start- the tax reduction now or January 1, 1948?

Mr; PAUL. I do not state any conclusion there for the reason very
frankly, Mr. Chairman, that I think there are arguments on both

'sides I have tried to state briefly the considerations that"point to
one course of action and those which seem to make it desirable to
adopt the opposite course of action. 1 .1 1

I am addressing most of my remarks today to the contents of
Senator Lucas' bill rather than the timing of tax reduction.

Senator GsoRG."Would it bather you for me to ask you a question?
1- Mr. PAm.:' Not abit. Iai used to it..

Senator GOonow. I d;,nft *ant to divery0u and this is a diversion.
Mx. PAUv.;!t will not bother *e atalLf,

I7

5W
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Senator GEORGE. Frankly, it is a diversion but I want to ask you,
you use this sentence:

But since the existing signs of a downturn in markets and investment activities
point to lack of confidence in sustained consumer markets rather than to any
lack of investment fund-

et cetera.
I want to ask you very frankly if you have been troubled about

the nature of a possible recession in this after-war period as compared
to the nature of the downturn or recession, finally ending in the
depression following World War I?

Mr. PAUL. I have not given specific thought to a comparison
between--

Senator GEORGE. In other words, if I can make myself clear-I dro
not know whether I can-it has seemed to me that following World
War I you may recall the Rothschild Bank failed in Austria in 1941
and there was a tremendous shake-up in not only the bond and
security markets but the commodity markets in Europe and England
and then there was a tremendous impact on the value of the pound
sterling itself, and the main impact of the trouble that we then headed
into has always seemed to me to have reached our banking and broker-
age and lending institutions, and it has seemed to me-I did not
know whether your sentence here embraced that thought-that part
of it-that what we are likely to have in this postwar period is an
impact directly on business, itself, on production, rather than on the
financial structure?

Mr. PAUL. Well, I think, if I understand the Senator's question-I
misunderstood it before, because I thought he was referring to the
1920 depression, but I see now that you are referring to the depression
of the thirties.
Senator GEORGE. Yes; I meant more than the mere initial period.
Mr. PAUL. I feel that I am not able to make an exact comparison

between conditions which produced the depression of the thirties,
and what might produce a depression of the late forties, but I do
think-I feel quite strongly-that conditions today are, as I state,
a growing lack of confidence that there will be the power to buy goods.
I think there was a lack of power to buy goods in the thirties.

Now, I cannot trace that back to its exact causes, but certainly in
the thirties when our national income fell as it did in 1932 to about
$40 billion, we had a lack of power to buy goods. Today we have at
the present moment, a fair degree of power to buy goods, but as-I
am not an economist but as I get statements from businessmen
around the country, and so on, I hear that particularly in industries
other than the hard goods-durable goods--industries, people are not
buying, and that lack of buying, .perhaps largely due to. a lack of
funds in the lower brackets, is reacting upon the producers and the
manufacturers, so that they are beginning to feel a lack of confidence
in their power to sell.

Senator GEORGE. Thank you very much. I did not want to divert
" ou. You started into a. discussion of three features of Senator
u" , proposal.
Mr. PAUL. Yes; I was just starting to discuss the increase in per-

sonal exemption and the dependency credit.
The increase in the personal exemption and dependency credit gives

relief where it lis sotely needed and where it will produce the greatest
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,effect in an increased capacit to buy consumer. goods. The extent
to which this relief is needed by lower income groups is readily recog-
nized if we recall that when the present $500 exemption was put into
effect, it was estimated that this amount would be sufficient to cover
bare subsistence. The value of this exemption, in terms of purchas-
ing power, is now estimated at about $375. This will not even cover
bare subsistenQe, not to mention a reasonably decent standard of
l i v i m .
While we hope for a modification of today's high price levels, only a

considerable drop in prices would restore the original value of the
:personal exemption and dependency credit.

The relatively modest $100 per person increase in personal exemp-
'tions and dependency credits contained in the Lucas amendment means
an additional ability to buy food, clothing, and shelter. Not only do
the lowest incomes sorely need increased power to buy the necessities
of life, but the Nation as a whole will benefit if they have increased
power since the market for consumer goods will be correspondinglyenlarge'd.

For the income group under $5,000 the Lucas amendment provides
relief where relief is Aeeded most-in the case of the family with
children. The average or typical American family- a man, wife, and
2 children-with an income of $2,500 a year, now pays a tax of $95.
Under the.House bill this family would pay a tax of $67, but under the
Lucas amendment the same family would pay a tax of $17. If an
identical family has an income of '$5,000, it now-pays a tax of $589.
Under the House bill it would pay a tax of $471, but under the Lucas
amendment it would pay a tax of $445.

* The increased personal exemption and dependency credit will re-
move about 4,700,000 persons from the tax rolls. Many persons have
advocated the desirability of making as many citizens as possible
feel responsible for their Government by requiring some tax )ayment
from even the lowest income groups. This is certainly a legitimate
point of view, but the question is whether it should be pressed to
such "a dryly logical extreme" that tax payment obligations cut into
bare subsistence.

It is sometimes forgotten that practically every citizen pays sub-
stantial excise taxes, which have a relatively heavier impact upon the
low-income groups than upon the higher-income groups.

Moreover, we should keep in mind that the elimination of very
small taxpayers will considerably ease the Treasury's administrative
burden,. since they constitute a large part of thQ group to which
refunds are made because of excessive withholding.

The two-point reduction in rates needs emphasis only upon one
aspect. It provides comparatively greater relief to the low incomes
than would a percentage of tax reduction. This point may be illus-
trated 'by reference to the burden tables, which are now, I Xelieve, in
the record of the committee. i

Incidentally exhibit 1, table 4 attached, to the' statement of Secre-
tary Snyder of April 220 1947, will also iAlustrate the point.

The tax underpresent law on a net in ome before personal exemp-
.,tion of a married man with two depeu lets is $589. A two-point
-percentage decrease reduce his tax by J$8% a percentage reduction of
about 10 percent. '

The same two-poipt, percentage detease gives a much smaller per-centage reduction When applied- toh tax of. a married person with
w rducion*ho 4pli .1'1
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two dependents enjoying an income of $50,000. This taxpayer's cut
is only about 4 percent of his present tax. •

Generally, the percentage reduction iin tax effected by the two-point
percentage formula drops as it is applied to higher incomes. The
percent of tax reduction contained in the hIouse bill remains constant,
and when it is applied to higher incomes it produces in effect a pro-
gressively larger reduction of percentage points.

In this way it lessens the progressivity of our tax structure despite
the 30 percent formula applied at the lowest levels of income and the
10 percent formula applied at the highest levels.

Since I prepared that statement I might add that the point is well
illustrated, and I think is generally sustained by the graphs which
have just been put into the record, and also chart I attached to Secre-
tary Snyder's statement of April 22, 1947, will also illustrate the point.

The CHAIRMAN. I think there, Mr. Paul, considerable depends on
the definition of progressivity. If you have a flat percentage reduction
in taxes you preserve the relative ratios of taxes paid.

For example, if the $5,000 man pays a certain part of his in taxes
and the $25,000 man pays a much larger part of his dollars in taxes,
you will find that with a flat tax-reduction rate, the ratio remains
constant.

Mr. PAUL. Well, I would like to refer-
The CHAIRMAN. Go ahead, Mr. Paul. We will catch up with you.
Mr. PAUL. On that point we have in the record now, I believe, a

table entitled "Effective rates of individual income tax." That co n-
tains graphically the progressivity curve of the present law, the House
bill, and Senator Lucas' bill. Mr. Surrey briefly referred to this table
and it is to be observed that the curve of the House bill is above the
curve of the Lucas' bill from about $10,000 to a little over $100,000,
but it drops off very sharply, relatively, above $100,000.

Now, that, of course, refers to the entire bill, and at this point I
am only comparing one aspect of the bill which is the two-point per-
centage formula reduction with the 2 percent of tax reduction, and
I think it is inescapable that those two methods of tax reduction
compare in the way that I have indicated.

The CHAIRMAN. The statistic that I have in mind that was elabo-
rated during the course of the hearing, is: For example, if a man withan income of $50,000 pays a tax which is 27 times as high as that

paid on an income of $5,000 under a flat percentage reduction in tax,
you will find that that ratio still prevails. That is all I intended to

PAUL. All that I intended to say, so that we are perfectly clear
about it, was that at this particular point, where I am only comparing
a two-percentage point formdla reduction with the percentage of tax
reduction is that the percentage point reduction will preserve the same
progressivity curve whereas the percentage of tax reduction applied
to a given rate schedule will lessen the progressivity as you go up
the scale. - 4

The CHAIRMAN. It will preserve the same ratio of payments?'
Mr. PAUL. It will preserve the same ratio of payments but I want

to make it clear that at this point in my discussion I am not comparing
the curve of the Lucas bill with H. R. 1 which is done in this statement.
furnished by Mr. Surrey.

r, ,-4 -S
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I am simply indicating that any formula which reduces percentage
points a given number will preserve the curve better than a formula
which reduces the tax.

Senator LUCAS. You are just reversing what the Congress has
already done. That is, using the same loicy for increase in reverse

-when you use the 2-percent reduction in t he surtax brackets; are
you not?

Mr. PAUL. You are reversing what Congress has done in the sense
that Congress has established a certain curve of tax-

Senator LUCAS. I do not mean reversing the policy, but we went
up in a certain way in the surtax brackets to reach the point where
we are now.

Mr. PAUL. That is right.
Senator LUCAS. This 2-percent tax takes us back the same way we

went up. Not in the same amount but on the same theory.
Mr. PAUL. A cannot say that we went up exactly conveniently all

over the scale but I do say that we could not do that, Senator, as a
matter of fact because during the war we found that we had to impose
greater additional taxes as I think I pointed out, upon the lower,
and very lowest, and the middle incomes, because we had already
gone up about as far as we could go on the high incomes, so I cannot
agree with your statement without that slight qualification.

Senator ZucAs. Insofar as the particular brackets which this 2
percent affects are concerned those in those brackets are all affected
just the same.

Mr. PAUL. That is correct.
Senator LUCAS. It is a 2-percent" downward revision, and your

position is that a 2-percent downward revision in the respective tax
bracket makes a more equitable distribution of the tax than the
straight fiat 20-percent reduction proposed in H. R. 1?

Mr. PAUL. That is my position, discussing only that one phase of
your ameadmbnt at this moment. -

The CRAxRa AN. I invite your attention to the fact that the first
tax action we took at the beginning of the war was a fiat- 10-percent
increase, not in rate but in tax.

Mr. PAUL. That-is correct, but later, in the 1942 act and in the
.1943 act we found the money wherever we could get it as you will
remember, Senator.

The CMAIRMAN. So H, R. I is a sort of reverse English oA that flat
increase?
. Mrn. PAUL. I think Secretary Snyder pointed out a distinction
between the conditions obtaining with respect to that 10 percent but
I do not remember exactly his distinction. It is in the record, I
believe. We- also reduced taxes, as the Secretary pointed out, back
in 1924, by a 25-percent formula.

According to Senator Lucs' information, the two changes which I
-,have discussed would cost a total revenue ok approximately 2.8 billion
dollars as compared with the 3.8 billion dollars loss in revenue
involved in the House bill. Yet these two provisions would provide
approximately the same aggregate relief t incomes under $5,000
as does the house bill -

The Lucas amendment would, therefore, be lust as effective at
considerably smaller revenue cost as the s ousebill in relieving the
low incomes from the pressure of present jirice levels and, increasing
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spending power and expanding the consumer-goods market. It would
approximately, at 250 million dollars less revenue cost, achieve an
additional objective of great importance which I shall now discuss.

The division of income between husband and wife. One of the
most outstanding discriminations of our individual tax structure is
that husband and wife in the 10 community-property States are
permitted to divide the earniiigs of the husband and pay taxes at the
resulting lower surtax rates. Whatever may be the merits and de-
merits of the community-property system as compared with the
common-law system of the other States, geographical uniformity
and similar treatment for those in the same basic economic situation
is essential to a Federal tax system.

There should be, in the language of the late Chief Justice Stone, a
"uniform application" of our tax statutes "to a Nation-wide scheme
of taxation." If this principle is sound-and I think it is-it is dis-
tinctly unfair that married residents in the community-property
States should bear a smaller share of the national tax burden than
the residents of the other States, Under existing law a married couple
in California with an income of $10,000 a year earned by the husband
now pays a tax 16 percent lower than a similar married couple living
in Michigan with the same income.

The CHAIRMAN. Senator Lucas pointed out this morning that that
same. outrage applies to Colorado.

Mr. PAUL. Yes; and we might add Illinois and Georgia. The pro-
posal to equalize the situation of the Michigan and the California
couples by giving them equal treatment under the tax law embodies
basic equity. It is true that the married residents of the 38 common-
law States will receive greater benefits under the Lucas amendment
than will the residents of the community-property States.

But it seems only fair that this should be so when it is recalled that
for many years the California couple paid less tax than, the Michigan
couple. If we consider only the four war 1years, the California
couple with an income of $10,000 a year paid about $1,388 less tax
than did the Michigan couple. The California couple would, of course,
receive the same benefits as the Michigan couple from the increase in
personal and dependency exemptions and from the reduction in rates.

The division of income between husband and wife does not result in
as much benefit to those whose income is loss than $5,000 as it does to
those whose income are larger. Some of those whose incomes are
less than $5,000, while relieved to some extent by the division of
income, receive their greatest benefits from the personal exemptions
and dependency credit. I %

This group, with incomes of $5,000 or less, represents about 96
percent of all taxpayers. This 968 percent, of all taxpayers will be
.equally benefited from the increase in the exemptions, whether they
live in California or Michigan. It is only that portion of the remain-
ing 3% percent of all taxpayers who live in the 10 community-propert

':States who will not fare as well under the Lucas amendment as will
the portion of the 3% percent of all taxpayers who live in the 38
common-law States. I have already stated that it seems eminently
fair that the commupity-property States' portion of the 3) percent

-of all taxpayers should not obtain as laige a tax reduction as taxpayers
in common-law States,
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* It seems to me that the provision for splitting family income,
contained in the Lucas amendment, would be a tax cut equitably
distributed among taxpayers. It would be a fair correction of a
fundamental inequity which has existed for many years and would
have the not unimportnat benefit of eradicating many troublesome
problems of family trusts and family partnerships. .

Another valuable byproduct would be to diminish the serious tax
disadvantage of earned income as compared with investment income.
Under present law husband and wife can split investment income,
but they cannot split earned income.

The anticipated fiscal situation presents an ideal opportunity to
correct a disparity of tax treatment between the residents of the
community-property States and the residents of other States. If
the House bill becomes law, this revision will have to be postponed
until we are again in a position to reduce the Federal tax burden by a
large amount.

In conclusion, I would like to summarize by saying that if the
Federal revenues are to be reduced by approximately $3.8 billion-
and apparently a substantial reduction is to be expected-the Lucas
amendment provides what seems to me a more desirable method of
achieving this result than does the House bill as it now stands and, I
might now add, on the basis of the information I received today, a
cheaper method of achieving this result than does the House bill as it
now stands. This is largely because the Lucas amendment, while
giving as much relief as does the House biil in the lower income groups
whic4 make up our mass buying power, concurrently eliminates a
lng-standing inequity in our tax system.

The CHAIRMAN. Any questions?
Senator LUCAS. There was one question raised this morning I

think by Senator George, with respect to single people who perhaps
might be somewhat discriminated against under the theory of split
family incomes. Wouid you care oto make any observations' upon
that point? ' r

Mr. PAUL. I would be glad briefly to indicate a few items for the
committee's consideration in that connection. I did not have time
to cover that subject in my former statement.

Senator LUCAs. I think it was testified by Mr. Surrey that up to
$900 M bill would give more relief to single persons than H. R. 1?

.MrPAuL. That is right, and from there on up I do not think there
is any question but what your.bill does not do as well by single persons.
That is why, inmy statement I emphasized the situation of the married
couple with two children, which is the typical American family, but
I think there is much more to be said on that question of the relation-
shipof the single person and the manied person under our tax laws.

lathe first place, we have had the same figures for a great many
years in the community-property States and I have not heard very
much complaint about it. In other words, precisely the effect of your
bill, as regards the commuhity-property p t, has been current for
many years in the com nimty-prope#ty States.

Senator LuCAs. Let me ask you right there, if I may: Do you know
of any State that has the community-property, law, which attempted
to re6a the single person and give Wai preferential treatment of some
kind in order to eradicate the inequities that exist?

Mr. PAUL. I do not agree that there i# necisarily pa inequity.
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Senator LUcAs. I presumed that you did, because that is the
theory, or has been, that some witnesses have followed.

MF. PAUL. I misunderstood you then. When you got to this ques-
tion of the relative position under our tax laws of married couples
and single people, you are in a very complicated area. You will
remember, Senator that we used to have a greater personal exemption
for a married couple than twice the single person exemption.

In other words, we then recognized the point that two married
people with the same income were not in the same position to pay tax
as a single person. In other words, we have adopted this system
largely for simplification purposes, of having a $500, personal exemp-
tion per person and a dependent credit the same amount. That was
a swing away from the old system.

Now, I do not personally know which is the better system. There
is much to be said on both sides. All I do know is that that is a
debatable territory. On the other hand, I am quite clear that the
situation as to married people in the community-property States and
the non-community-property States, is very unfair to those in the
latter.

The CHAIRMAN. What is the advantage of the Lucas' bill in the
lower income-tax bracket, where both work?

Mr. PAUL. Where both work, the Lucas relief, assuming each make
the same amount of income, is not really necessary.

The CHAIRMAN. There are a large number of people in those
bracke, where they both work.

Mr. PAUL. There are a great many situations where they both
work. It is a rare-situation where they both make exactly the sme
amount.

Senator GEoROE. The income in the lower income group would not
be substantial?

Mr. PAUL. I was just going on to that. The effect of the com-
munity-property change recommended by Senator Lucas is very
small in the incomes below. I think the figure was seventeen or
eighteen million. I may be wrong abbut the exact figure but it is
practically negligible. The entire impact of that change is on the
racomes.above $5,000.

Senator GEORGE. Yes. I think it would be.
Mr. PAUL. That leads me to suggest this point Senator George:

That in that lower income group-that is those eiow $5,000 annual
income, we have about 96% percent of our taxpayers.

Now, as you have just pointed out, the division Qf income produces
relatively little tax reduction for married couples in that income
group. The relative tax burden of single persons and married couples
therefore are not very greatly changed in that group from what they
are now.

Now, single people having incomes in excess of $5,000 represent
about a third, I would say, of the 3% percent of taxpayers-3% percent
of a*h taxpayers-or about 1.2 percent of all taxpayers.

In other words, the conclusion I reach from these figures is that if
there is inequitable treatment of single people under the Lucas

- proposal it is limited to'a comparatively small number and to a
iroup whose Incomes are sufficiently large so that the higher tax

burden would not produce very great hardship.

527



2 -I INDIMVDUAWt INOOMR TAX lID1UCTION,

Now, ona finaLpoinkwant to.xak. onthis' question senatorr
LUca has asked. I suppose he would be the last person to contend
that he had the perfect amendment at the particular moment.

If the committee decides that we have a good relative position
between single people and married people at this particular moment in
our present tax law it would be very eas to solve this problem of
relative treatment under Senator bucas amendment by a slight
change which g~ve a somewhat greater exemption to single people, or
you could do it by another mechanism---a different rate schedule.

In other words, that is a small detail which should not be insuper-
able, or should not prevent, in my opinion, the Lucas amendment from
being taken for the great benefit it confers as compared with the
House bill.

Senator LucAs. Either one of those proposals would not be difficult
to administer.

Mr. PAUL. I should not think so, and I might add, Senatqr, that
under the new figures produced this morning you have $250 million
margin with which to operate in that territory.

The CHAIRMAN. Would you not throw all of your withholding tables
off and make a lot of administrative difficulty?

Mr. PAUL. Mr. Surrey would make a betterwitness on that point
than I, but I would not think so. I would simply have a different
table.

Senator LUcas. You would have another table for single folks.
.Mr. PAUL. That is right.
"The CHAIRMAN. Thank you very much.
Setor LUCAS. One further observation, with respect to the States

-that nave the present community-property tax law.
Now, there are figures in the record which show that the great

percent of the revenue that is collected by the Federal Government at
the present time is collected from those who have incomes of $5,000 or
less.

Mr., PAm. I am not sure about that exact percentage.
Senator LucAs. What is that percentage, Mr. Surrey? What is

the total 'revenue collected by the Federal Government from those
whose income is $5,000 or less?

Mr. SuRvT. $400 million.
Senator LuCAs. VMhat is-that percentage when compared with the

S'hole amount?
k, PAUL. About 60 percent.
Mr,',m3maY. Sixty- percent from those under $5,000.
Senator"LvcAs. Then, as I understand, 60 percent of the people

under $5,000 are paying the bulk of. the individual income tax in this
cMi. VAUL. That is rA:--TQey are paying at least w °than half

Of it.
Senator LUcAS. So in the communi*m. ty States; a married

couple making $5,000 or less would not be afvtedvery much by what
we are trying to do here in putting through a uniform tax law.

Mr. PAUL. I should not think that the, person below $5,000 and you
Sight also say the person below $10,000 a year, would be very much
worried by an extension of the communit*-property privilege to the
citizens of other States. The only th.inY that would perhaps worr
him would be that he did not get some auction of his tax out of thins
$700 million co'.which Is allocted to *t system.
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Senator GEORGE. The -splitting of the income embodied in the
amendment of Senator Lucas, and substantially that which is con-
tained in the House bill, actually would give a greater benefit some-
where between incomes going a little bit above $6,000 up to, say,
$100,000, but when you get uip into the higher incomes, way up in the
high brackets they would not benefit greatly by that. They have
already been able to take some similar advantages, maybe $125,000
income. That is not an argument against it. It is in that great
middle-class group you might say from $6,000 up to say $75,000 or'
$100,000 income, they would fee the greatest benefit of this amend-
ment.

Mr. PAUL. From the Lucas amendment.
Senator LUCAS. The people that I feel definitely should be helped

first in any tax bill are those making under $5,000. That is my
personal belief about the thing, and from that angle it would not
affect any of these individuals to a great extent?

Mr. PAUL. No. It does not give them yery much relief. It gives
relief mostly above that but, on the other hand, your bill does give
relief to those people of approximately $2,300,000,000 which is within
a few million dollars the same as the House bill, and, apart from the
community-property phase of your amendment, you are giving the
same relief at a total cost of $2.8 billion as against $3.8 billion in the
House bill.

Now, the $3.8 billion, the community-property amendment works
in th,- other direction and gives relief above $15,000 and a very im-
portant item of the bill is that it gives very great relief to those who
earn their income, and particularly what one of the witnesses-I have
forgotten which, was talking about; I think this morning-the younger
executive group who are complaining now that they are not in the same
position as the investment income group or the group in the com-
munity-property States.

Senator Luc~s. That young executive group should be encouraged.
Mr. PAUL. I think so too, and your amendment is the most decisive

way of encouraging that group that I know of. We have found out
that it is very difficult to give an earned income credit.

Senator LUCAS. I am-trying to help these newspaper fellows seated'
arotmd the news table. I see they have a big smile when I say I want
to encourage young executives.

The CHAIUMAN. One of the problems that we have got to consider,
Mr. Paul, is whether to get at these inequities-the Secretary of the
Treasury listed about 20 of them-in our system which need at least
attention and consideration, whether to try to do that in.this bill or
in Senator Lucas' bill or in any other measure at the present time
or whether to take that all up comprehensively in a general revenue
measure?

Mr. PAUL. My position on that is that it costs money to relieve
inequities, 'We have a margin now for doink; it in the possibility of
reduction. I do not know when we are going to have another chance
to reduce taxes substantially, with the world conditions and general
economic conditions as they are today. I do not want to see the
opportunity lost.
*The ClAIRMAN. I doubt very much whether you can continue on

the long-time assumption of a $30 billion expenditure budget.
5 : & @canc you.
Mr. Taylor?
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STATEMENT OF HARRY G; TAYLOR, MIAMI, FLA.

The CHAIRMAN. Mr. Taylor, Senator Holland was sorry he could
not be here to present you to the committee. He has given you a
grand send-off. le stated that you were lfetime friends, and that
you have an important position as a lawyer and income tax man.
We are happy to have you with us.

You may take a seat or stand as you wish and give your full name
to the reporter and your present business.

Mr. TAYLOR. Harry G. Taylor of Miami.
The CHAIRMAN. I understand that you will talk to the amendment

which Senator Holland proposes to offer .to H. R. 1?
Mr. TAYLOR. Yes, sir; and I think I can be quite brief. I do not

believe the matter calls for extended discussion. It has to do with
the provision for relief against personal holding-company tax, namely
section 506 of the Internal Revenue Code.

It might be helpful if you could briefly refer to the personal holding
company statute.

Section 500 of the code imposes a tax of 75 and 85 percent of
personal holding-company income remaining after payment of
ordinary income taxes on all profits not distributed in dividends.

The purpose of it of course was to force personal holding com-
panies to declare dividends so that the income would be subject to
the surtax of its stockholders. I have no quarrel with the statute,
no quarrel with the purpose of the statute, but the Congress in enact-
ing the statute appreciated the fact that it was a confiscatory tax,
that it was just sufficient to break any corporatioft that might be
caught .unaware of it, and it is the unaware corporations about
which I shall direct my remarks.

Section 506 is the remedial code, or that provision providing for
relief, and it is very restricted, so that you have got to have your
determination become final and notify the Commission immediately
after the tax liability has been determined finally, and so on, so that
it is not as easy means for any crporation to obtain relief from the tax.

Unfortunately, section 506 (f) as it now stands prohibits relief
from personal holding c-company tax where there is a failure to file
timely personal holding-company returns, unless it can be shown
that those returns were-that the failure to file was due -to reasonable
cause and not willful neglect.

The proposed amendment merely deletes that part of section 506 (f)
which demes to these corporations relief from the taxes because of
their failure to file timely personal holding-company returns. That
was necessary and is necessary for the reason that every corporation,
if it is aware of the fact that it is a personal holding company, natur-
ally would file returns and would distribute its income and not
knowingly incur this confiscatory tax. The bigger companies and
the reafcorporations that the law was directed at are all well advised
and are protected. The statute is having amucl wider application,
I think, than was ever realized, and it is now catching numerous
small companies all over, and the levy of the tax is enough to destroy
a great many of them.

.By way of illustration of what the statut means, I am representing
a company that in 1940 had a $16,000 net income. The income
taxes were $2,581. The personal holding company tax computed
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is $10,900; 25 percent penalty for failure to file return is $2,700; and
accrued interest on that tax liability is $3,200, making a grand total
of $19,582.36, which is nearly $5,000 in excess of the total income of
the company.

Senator GEORGE. Mr. Taylor, are you referring to small holding
companies who thought themselves to be operating companies?

Mr. TAYLOR. Yes, sir.
Senator GEORGE. And fell under the technical definition of the

holding company?
Mr. TAYLOR. My whole remarks are directed to those little com-

panies.
Senator GEORGE. I see.
Mr. TAYLOR. There are none that I know of, of any size at all.

It is all cases where the fact that they are a personal holding company
just slipped up on them and they were unaware of it until the matter
was examined into 'with personal holding company in mind.

Now, there should be reasonable cause for failure to file returns
under circumstances like that, but the unfortunate feature is that
ignorance of the law is no excuse, and this is due to noting but
ignorance of the law.

I would like to read a little excerpt from a case very recently de-
cided by the Tax Court involving a little personal holding company.

Senator JonxsoN. Could you briefly tell us something about the
oranization of this company that you refer to now?

Mr. TAYLOR. Yes. It is a little company that quarried rock down
in the city of Miami, and sold it for road building and other purposes
of that kind. It had an opportunity to lease its equipment and
receive a royalty on the rock quarried. They thought it was a good
thing to do and in 1940 did lease its equipment and later on sold its
equipment to the lessee.

Senator GEORGE. It would become a holding company because a
certain percentage of its income came from rents and royalties?

Mr. TAYLOR. That is right. That is typical of these little cases.
Senator JOHNSON. I understand.
Mr. TAYLOR. Section 500 of the Internal Revenue Code levies a

tax of 75 percent of income not in excess of $2,000, and 85 "percent of
income in excess of $2,000, in addition to the tax levied on all
corporations.

Realizing that the levy was confiscatory and that the purpose
would be accomplished' if dividends were declared and paid and taxed
to the individual stockholders, some relief was provided for by section
506 of the code. However, subsection 506 (f) denies. relief if the
company is penalized for failure to file timely personal holding com-
pany tax returns. 'The proposed amendment does not impair or
restrict in any way the imposition of the 25-percent penalty for
failure to file timely personal holding company returns. It merely
affords relief as provided by section 506, notwithstanding the imposi-
tion of such penalty.

Under existing law the following are actual facts of income and
computed taxes, penalty, and interest for the year 1940:

Net income, $16,142.90; income tax $2,581.10; personal holding-
company tax, $10,968.56; penalty 25 percent, $2,742.14; accrued
interest $3,290.56, or a total of $19,582.36, making an excess of tax,
penalty, and miterest over income, $3,439.46..
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If section 506 (f) is amended as proposed, and the company declares
and pays a deficiency dividend of $10,000, the corporate tax, penalty,
and interest would be as follows:

Net income (1940) $16,142.90; income tax, $2,581.10; penalty,
,$2,742.14; personal holding-company tax, $2,050; accrued interest,
$615, or total tax, penalty, and interest, $7,888.24.

In addition to the corporate taxes, penalty, and interest, the stock-
holders would pay current tax on the $10,000 dividend income.

Excerpt from the opinion, of the Tax Court of the United States in
Orient Investment & Finance Co., Inc., Ellen Investment & Finance
Co., Inc., docket Nos. 7003, 7016; 1-4-47; years 1940-42.

On the following facts, the court sustained the penalty for failure to
file timely personal holding-company tax returns:

At all times here material the capital stock of the Ellen Investment & Finance
Co. has been owned by Orient and its stock, in turn, has all been owned by I. N.
Burman, his wife, and daughter. Burman has served as president of both cor-
porations during their entire existence.

The books and accounts of both companies have always been kept by licensed
public accountants, two of whom, J. B. Asher and Myer Sigal, were certified
public accountants. D. A. Garrett succeeded Asher and, in turn, was succeeded
by Myer Sigal. Garrett and Asher are both deceased.

The accountants made all of the entries In petitioners' books and also pre-
pared their income-tax returns. In making out those returns they answered
"No" to the question, "Is the corporation a personal holding company * * *?"
The accountants did not file a personal holding-company surtax return for either
of the petitioners for any of the years involved. So far as the evidence shows,
they did not consider or discuss the matter of filing such returns. They never
brought it to the attention of Burman,- and he had no knowledge of that, or, in
fact, of any of the other requirements of the tax laws. lie is a man of little
education. He could not understand the requirements of the tax statutes, and
so left those matters entirely in the hands of the accountants. The accountants
whom he engaged were reputable licensed accountants, and he had complete con-
fidence in them. He believed that they had filed all of the returns and done all
of the things required under the law. The accountants had before them at all
times all of the records of both companies as to stock ownership, as well as the
sources of their income. No Information concerning any of those matters was
ever withheld from them by Burman, or any other officer or stockholder. The
first time that Burman ever heard of the requirement for personal holding-com-
pany returns was in 1945, when a revenue agent brc'ught the matter to his atten-
ion. Another revenue agent, who had made an examination of petitioners' books

, in 1941, had failed to make any mention of the personal holding-company returns.

Mr. TAYLOR. Now on those facts the tax court held that the com-
pany was liable for the penalty, and thereby precluded it from the
relief under section 506 of the Code.

Now, with respect to the company I represent I think it would be
interesting for me to read this prepared statement to you.

The name of the company is Murphy & Mills Corp., Miami, Fla.
The company was chartered as a corporation under the laws of the

State of Florida on December 5, 1938, and commenced business on
January 2 1939. During its entire existence the stock has been
owned by h. B. Mills, 50 percent, dnd F. G. Murphy, 50 percent.

Upon commniencement of0 buiness, the company employed a certi-
fled public. accountut, to open a set of books for Itad its books and
records have been kept under the supervision and direction of that
certified public acountont from the Commencement of business to
this date.

In addition to the alove duties, said certified public accountant was
also employed for and on behalf of the company to prepare and see to
the filing of al Federal and other tW returns reqiiired or necessary
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to be filed. The reason for this employment was that the officers of
the company were devoting their full time and effort to the manage-
ment of the company's business as well as personal business carried on
by them. They were not informed as to the tax returns necessary or
proper to be filed, or the content thereof, and fully realizing their lack
of qualification in that regard, made provision as they thought best
for compliance with all requirements.

During the entire period of the existence of this corporation said
certified public accountant has prepared or caused to be prepared
all Federal and other tax returns for the company and all such returns
as prepared by him and that he had determined should be filed, have
been executed and Aled by them.

Taxpayer's Federal tax liability for the years 1940 and 1941 were
investigated by a United States Internal Revenue agent during the
first part of the year 1942, and by letter dated July 18, 1942, the com-
pany was advised of the following adjustments:

1940, deficiency in income tax $123.94; deficiency in excess-profits
tax, $1,440.52.

1941, deficiency in declared value excess-profits tax, $37.80;
deficiency in excess-profits tax, $4,543.64; overassessment of income
tax, $944.92.

Now, there is an agent investigating this company for two of the
years that they have now gone back and set up personal holding
tax on, and it was a personal holding company, there is no denial
of that in 1940 and '41. He examined and did not determine it was
a personal holding company. All the information was available to
him. They settled that assessment and the company paid $5,433
additional tax. They were of the opinion that there was an error
in computation and filed a claim for refund of $1,386 of that tax.

A further investigation was made of that claim for refund and
they actually refunded $260.95 but again did not determine that it
was a personal holding company or had any such liability.

In 1946 there was further examination for the years 1941 and 1942
and 1943. The agent in making the investigation in 1946 as to 1941

,determined a net refund of about $300 of taxes, and then determined
that the company was a personal holding company in 1942 and 1943
and set up the personal holding company tax for those 2 years, but
again he missed 1941.

Later on the matter was under consideration and they went back
and checked 1941 and set up personal holding company tax in 1941,
and then when they got the issue of the 90-dayf letter or statutory
notice of the deficiencies and they went back and examined 1940
gain and decided it was a personal holding company in 1940, and

that is the history back of the years, not even the Government men
realized it was a personal holding nor did the officer or its accountant
have any realization that it was a personal holding company.
'Senator LucAs. Just what has this to do with the tax bill we are

Vonsidering here?
-Mr. TAYVoR. Pertaining to an amendment to H. R. 1.

Senator Lu'CAs. Senator Holland offered an amendment; did he?
-Mr. TAYLOR. Yes. The net result of these computations is that

the company had during 1940, 1941, 1942, and 1943, total income of
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Now, the taxes, -penalties and interest that has accrued totals
$57,450.56, which is about $7,000 more than the total income of the
company for those years.

In my opinion and according to my understanding of the law, there
is no relief for this company from the burden of this tax, for the reason
that the court has in effect said that there was no reasonable cause
here for failure to file a personal holding company return as illustrated
by the excerpt I read from. So that it has a tax liability that will
break it. It will be out of business and finished.

Now, there are other companies exactly situated, represented by
accountants down in Miami who have written letters here bearing
out, in respect to their companies, the very statements that I have
made to you here, and those companies I have rothing to do with,
never heard of them, until this matter developed, and they say-
the accountants say-and they deal with it more than we do-that it
is very common procedure now to discover all of a sudden that you
have been a personal holding company for years back.

In fact, I know of one company that they went back to 1938-and
set up personal holding company tax on them for all that period-and
it just means that these companies are out of business if they have to
pay all of these tax penalties and interest.

In connection with this amendment, Senator Holland has not under-
taken to write any new tax law. He has not undertaken to change
the structure of existing lav at all, except to eliminate that pro-
vision which says that deficiency .dividends credits may not be had if
a personal holding company returns are not filed unless reasonable
cause: for the failure is shown.

The second paragraph of the amendment has been stuck ed by me
and my firm, and that is the section that apparently is intended to
make it retroactive. I am of the opinion that that section (B) of
the amendment is unnecessary and that it is in effect meaningless,
because of restrictions in the act itself on the matter of declaring a
deficiency dividend.

In other words, when the court decision, or the closing agreement, is
fine' and concluded, the taxpayer must give the Commissioner notic
within 60 days that it is going to declare a deficiency dividend. It
must declare and pay the deficiency dividend and then claim credit
against the tax that has been assessed. That is true in claiming
refunds, so that the statute necessarily deals with deficiencies and

, where the statute had not been complied with in that respect, I
think under the law there is no basis for a refund.

I doubt if there is any necessity or applicability of that part of the
proposed amendment. I personally know of, I think it is eight of
these little corporations whose history aud background are in sub-
stance the same as that which I have given to the committee here,
and it is only a partial credit.

I can illustrate. Take our tax for 1940, ps comouted it is $19,582.36
or $8,000 more than the income. If this amendment is adopted the
most relief that we could get would be that the company would have to
pay additional taxes-of $7,880, and then the stockholders would have
to pay tax on the dividends that they receive, so that there is a
subtanti*.-of this $67,000 liability t#at, is set up against -us, we

t1
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roughly estimate we are gong to have to pay under the best circum-
stances between $25,000 and $30,000 of additional tax, so it is not a lot
of relief, but it is enough relief so that the company can exist and go
ahead.

I think it is a vety fair measure. I think it is a measure that should
be adopted;*and after the complicated and weighty matter you gentle-
men have been considering all day, I am happy to bring you one that is
not so complicated and does not bear so many headaches.

Senator (3,0R0E. One that is easy?
(The letters referred to are as follows:)

MIAmi, FiA., April *9, 1947.

In re amendment proposed to H. R. 1.

Bon. SPESSARD HOLLAND,
United Stales Senate, Washington, D. C.

MY DEAR SENATOR: We wish to endorse the proposed amendment referring to
section 7, deficiency dividends-denial of credit or refund if fraud, etc.

Our office has experienced instances where a' taxpayer's entire income was
confiscated by taxes and penalties upon a determination that such taxpayer
qualified as a personal holding company and he was denied the right of a credit
for dividends distributed after such determination.

It Is most difficult for small corporations to hzoertain their liability under the
personal holding company statute. Many instances of this condition have been
experienced through our office. As an illustration of this fact we cite a presently
pending appeal to the Tax Court of the United States in the matter of Miami
Oolite Rock Co., Docket No. 11918.

In the matter referred to above, the Internal Revenue Department made an
examination of the company's returns for the fiscal years August 31, 1942, and
August 31, 1943, and submitted reports dated May 26, 1945, raising no questioit
concerning the imposition of the personal holding company surtax. The matter
was deemed settled by the taxpayer company until the second report was received
on February 19, 1946, wherein for the first time it was alleged that the taxpayer
was a personal holding company and therefore subject to taxes and penalties
which amounted to slightly more than its entire net income for the 2 years in
question.

To illustrate the severity of this situation we give you below a tabulation of the
company's net income for the two fiscal years stated and the taxes alleged to be due.
These taxes, of course, when assessed will carry substantial amounts of interest
in addition to the amount shown above. The tabulation follows and is a matter,
of public record in the files of the Tax Court, Docket No. 11918.

Year Aug. Year Aug.
31, 104 at, 1948

ot tndme paid............ .. ........ ........................... 21, SK s0 8, 0 80V* V dvteds p~d ..... ...... ................................ ..... 4 000. 00 ..............

lane.............................................................. . 17,3 W4. 0 800n.0
Tues.

Income ta"...z.......................................................... 41 03. 67 2, 76
Personal holding einpany surtax.... .......................... 9,97.61 225.8

Percent dellnqueoy penalty ........... . 2,494.36 1, 30&.83

TOW ................. .................................................. 1,48, ,65.42
J1d4 qou Of oplua ........................................................ 101.6 14. 92

%hile other Instances could be cited, the above illustration is typical of the
situation with which a taxpayer company is faced when it is not aware of its re-
sponsibility for filing a personal holding company return and is subsequehtly sub- '

jected to the imposition of the personal holding company surtax and penalties.
Your proposed amendment is in our opinion most equitable and will result In

affording some relief to taxpayers as herein discussed, even though it does not
relleve them of the delinquency penalty which is always Imposed when a personal
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h l0ng company return is not filed and a taxpayer is found to meet the provisions
section 501 of the Internal revenue Code.
We appreciate, your efforts in behalf of this proposed amendment and feel that

it will result in correcting an inequitable tax situation.
Respectfully yours,~PXNTI.AND Pusvis, KFLLI & CO.,

By Iuoti F, Kiwis.

RINO, MAHONY & ARNER,
• * ACCcOUNTANTS AND AUDITORS,

Miami St, Fla., April 30, 1947.lion. Judge HAaaY 0. TAYLOR,
Care of Senator 8pessard L. Holland,* Washington, D. C.

DUAX JUDo: Following our conversation yesterday in the matter of personal
holding companies and particularly our tax matters with the Ryder Truckilug
Co., aFlorida corporation, I wish to state that this company was organized to
conduct a trucking business originally, but about 1940 the actual operations of
this company were conducted by a partnership whose members owned the stock
of the Ryder Trucking Co., Inc. Equipment with which the partnership operated
was owned by the corporation. Payment for the use of the trucks was on the
basis of cost of operations plus 10 percent. When the revenue agent made an
examination of this company in the early part of 1945, the examination covered
the fiscal years ended August 81, 1942, 1943, and 1944. The revenue agent
determined, first, that cost plus 10 percent was not an adequate payment for the
use of the trucks and increased the-income from a 10 percent basis to a 15 percent
bais, and determined that for the fiscal years ended Aigust 81, 1943 and 1944,
that the corporation was a personal holding company; and inasmuch as no
personal holding company returns were filed for those years, assessed the personal
holding company surtax penalties togeter with a delinquency penalty of 25
percent of the tax. The personal holding company income for the fiscal year
ended August 81, 1943, was determined tobe $3,092 88 and the personal holding
holding company surtax and penalties thereon was ii 036.19, For the fiscal
year ended August 81, 1944, the undistributed personal holding company surtax
net Income was $6 ,51 10, and the personal holding company surtax and penalties
amountedto $6,710.56.

On June 1, 1945, the Ryder Trucking Co. notified the internal revenue agent in
ehwrgo at Jacksonville that they desired to enter into a closing agreement with
respect to the personal holdiug-company surtax covering the fiscal years endedAugust 81, 943 and 1944, in order that a deficiency dividend credit could be

~utboriuew under the provisions of section 506 of the 1. R. C. On July 5, 1946,
the internal revenue agent in charge at Jacksonville notified the taxpayer that
,the reason given in the affidavit for failure to file a personal holding-company
return, form 1130-H for said fiscal years was not a reasonable cause; even though
the taxpayer had had the advice of a certified public accountant .'Lo had prepared
at least one of the income-tax returns in question and stated that the corporation
WAs not a personal holding company.

The penalties in connection with the taxes are being contested before the Board
of Tax Appeals at the present time, first, on the grounds that reasonable cause
existed for failure to file the returns, and, second, on the grounds that the cor-
poration was a mere dummy and as such could not have been a personal holding
ompany Under any circumstances.

It has been our experience in matters connected with the provisions of the
personal holding-company act, and particularly in connection with the relit
provisions provided for deficiency dividend credits, that as it is administered today
te taxpayer has little chance for any relief, and it Is hardly conceivable that

congress intended to penalize a taxpayer to the extent that they would have to
dig into their capital tn order to pay their tax.,
, M trust this information will be of assistance to yot In your undertaking.

Vcry respectfully submite,-(.~ 4" ' ...... W , W , AnNER.

UThe CHAIRMAN. We appreciate your courtesy in coming.
"Th ak you very much for your instructive remarks._.W'llMeetM i atl0:3inth. 464;n. 1 "' "

% Oeeupon& :4 O p. m., ank wioun thken'to Fiids,
2# 19471 at10:30 a. mn.) 1
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FRIAY, MAY 9, 1947

UNITED STATES SENATE,
COMMITTEE O1 FINANCE

Washington, . 0.
The committee met, pursuant to adjournment, at 10:30 a. in., in

room 312, Senate Office Building, Senator Eugene D. Millikin
(chairman) presiding.

Present: Senators Millikin (chairman), Taft, Hawkes, Martin,
George, Connally, and Lucas.

The CHAIRMAN. The meeting will come to order.
Mr. E. M. Voorhees?

STATEMENT OF E. M. VOORHEES, DIRECTOR AND CHAIRMAN
OF THE FINANCE COMMITTEE, UNITED STATES STEEL CORP.,
NEW YORK

The CHAIRMAN. Mr. Voorhees, would you mind taking this chair
there. Stand if you wish or be seated, as you please.

Mr. VOORHEES. Thank you.
The CHAIRMAN. Will you give the reporter your full name and your

occupation?
Mr. VOOnRHEES. Enders M. Voorhees, director and chairman of the

finance committee, United States Steel Corp.
The CHAIRMAN. Proceed, Mr. Voorhees.
Do youi wish to read your prepared statement?
Mr. VOORHSEB. I will read this, if I may.
The CHAIRMAN. Very well.
Mr. VOoRHms. I am a director of the United States Steel Corp.

and chairman of its finance committee. Occupying that position,
I know that the welfare of the United States Steel Corp. is intimately
associated with and dependent upon the general welfare of the United
states.

What is good for the country as a whole is good for United States
teel and the people associated with it as customers, employees, and

and owners. Only as the Nation prospers can United States Steel
expect to prosper.I I speak to you as a citizen rather than as an official of United States
Steel. But I would like to note that what I have to say as a citizen
is the same as what I would say as an official of United States Steel
for the reason I have just disclosed. I am happy to plate such
information and experience as I possess at your service, In anticipa-
tion of this occasion, and in order to conserve your time, I have pre-
pared a brief memorandum which I would like to read.
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I think the principal danger in tax matters is that the Congress
may fail to take advantage of the current period of assured replace-
ment demand to restore the incentives to industrial progress that
have beep largely destroyed by the existing tax structure.

Unless those incentives are restored, it seems probable that as the
replacement demand is satisfied the country will lapse into the con-
dition of chronic unemployment that prevailed for many years prior
to the war.

What 1 have to say, therefore, revolves around three points: 'T he
first one is the incentive-destroying nature of the present tax structure.
The second one is the false notion that the current large volume of
employment means that incentives are no lon ger necessary. The
third one is the confusing of tax poll(hv with inflation and deflation
phenomena which has given some people the notion that incentive-
destroying taxes should be maintained as an anti-inflation measure.

The principal feature of the present tax structure that affects the
prospect of maintaining production and employment is the unparal-
leled severity and progressiveness of the taxation of individual in-
come. This taxation represents virtual confiscation of income in the
upper brackets.

By the same token, it represents a progressive penalty on individual
investment and production effort. This is especially true when it is
realized that a great deal of America's production is conducted
through corporations. Income earned by corporations is currently
taxed at unprecedented peacetime rates. ' Such remainder of income
after taxes that is paid out in dividends is then subjected to the
unprecedented peacetime taxation of a progressive sort to which I
have referred.

h May I point out that there is only one way that accords with the
history of America of providing new and more and better goods and
services on a constantly cheaper and more abundant scale: It is
that someone by investment of his savings, somehow, somewhere,
provides the tools of production-that is, the plant, equipment, and
other things needed to produce goods and services.

Those most able to do this, and. most able to afford the losses
attending the risk, are those of larger income. Tr'iey have no reason
whatsoever for doing so except in the hope of profit. And it should
also be pointed out that from the point of view oi needing additional
income, m order to survive in comfort, they have the least incentive
to expand an income that is already large.

Bearing this in mind, what would you do with taxes if you wanted
to destroy the initiation of new or expanding enterprise out of'which
coins more and better jobs, and more ind better goods and services?

The CHAIRMAN.' Mr. Voorhees, do you have a figure as to the
amount of capital invested per worker in this country?
I Mr. VooRsEs. I wouldsay, Mr. Chairman, it issomewhererm nd-
and this is my own feeling in the matter-it is somewhere around
$8 000 per worker. ;1.The .(HAISM&N. Thank you very muich. That accords roughly
with other testimony we have had here.

Senator MARTIN. Mr. Cl airman.
The OHAIRMAN.- Senator Martin? /
Senitor MARTIN. Mr. Voorhees, about what is the average number

of share' held by your stockholders? <
ii,
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Mr. VOOaFIzES. I think the average number held by stockholders
is somewhere around 50 or 55, or between 45 and 55 shares.

Senator MARTIN. How many shareholders do you have?
Mr. VOORHEES. About 230,000. That is preferred and common.
Senator MARTIN. How many shareholders do you have who have

more than 50,000 shares?
Mr. VOORHEES. There are no individuals holding more than 50,000

shares.
Senator MARTIN. I am talking about permanent investors.
Mr. VOORHEES.. I do not believe that there is more than one account

on our stock records with more than 50,000 shares.
Senator MARTIN. I am talking about permanent investors.
Mr. VOORHEES. I think there is only one and that is owned by a

corporation which ag"in has many stockholders.
Senator MARTIN. Could you tell me approximately the number

who have 10,000 shares or more?
Mr. VOORREES. That is pretty difficult.
Senator MARTIN. Do you see what I am getting at?
Mr. VoonREEs. The number is vpry small, and mostly institutions.

There are not more than perhaps 3 or 4 individuals owning 10,000
shares or more.

Senator MARTIN. What kind of institutions have United States
Steel as an investment?

Mr. Voonimvs. Insurance companies, hospitals, endowment funds,
almost all of our charitable institutions have one or the other of our
stocks.

Senator MARTIN. Would you have any idea of the percentage of the
outstanding stock of United States Steel that is owned by insurance
companies'and charitable institutions like colleges, and hospitals, and
foundations?

Mr. VOORHEES. It is a considerable amount, sir; more than half a
million shares.

Senator MARTIN. Thank you.
Mr. VOORHEJ4 B. I think you would do just about what the previous

Congresses have done. You would take the most important group
. of investors-that is, those of larger income -and you would say that

a great 'part of any additionfJ income which they might make from
providing additional job-creating tools of production would be con-
fiscated by taxation.

This would simultaneously deprive them of the sums they might
otherwise invest, and destroy their incentive to invest what was left -
an incentive already and inherently relatively less than in the case of
those of lesser income.

If you wanted to, you could justify this destruction of incentive by
claiming that those of larger income have the abilit to pay and
would have enough to live on after paying the tax. This would be
true but the other half of the truth would be this: With their ability
to pay being conscripted for tax purposes, both their ability and in-
centive to provide the tools for jobs and progress would have been
largely destroyed. no p u

Iknow many individuals who are not producing up to their capacity
by reason of the tax discouragement affecting their efforts. The taxes

0 ++ O080-47-851
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they ay ae large in relation to their income; but their taxes are
mall in the total collections.
While w0 are all born "free and equal" we are all born with the

inequalities that make us individuals. The greatest thing America
offers is freedom from the "uncommon" man-freedom to make the
most of the abilities he was born with, or can develop. Most often
we fail to recognize the small cost to the public of providing the
"uncommon" man with the incentive to produce to the best of his
ability. We almost completely fail to recognize the great benefit to
mankind of maintaining incentives. It results in multiplied avail-
ability of ever better goods and services at ever smaller expenditure
of human energy. "Soaking the rich" turns out to be a boomerang
that returns to hit those who launch it.

Our tax 'structure constitutes, in my judgment, a wet blanket,
smothering the incentive of the very group which has competitively
proved its capacity to initiate new enterprise or expand small enter-
prise that will provide new jobs for workers and goods and services
for all.

I think the evidence of this i1 overwhelming. Thus, one of the
outstanding characteristics of thi middle and after 1930's was the
year-by-year introduction of additional and progressive tax penalties
on successful enterprise in terms of taxes on both corporate income
and individual income.

At the same time, another basic characteristic of the 19a0's was
persistent and pronounced unemployment. It is a grim truth that
that unemployment prevailed and seemed likely continuously to pre-
vail, until we went to war and absorbed the unemployed in the Army
and in supplying it. If the tax schedules of the 1930's were sufficient
to contriLbute to the unemployment conditions of the 1930's, what can
wf say of the present tax schedules?

I am well aware of the feeble argument that since we currently
have so-called full employment we do not need tax release of incen-
tive. This argument, in my judgment, represents a profound mis-
reading of the current situation, *and adherence to that argument
must inevitably result in a policy of continuous inflation. The pres-
ent situation is characterized by the presence of a great flood of check
deposits and currency resulting from the wartime practice of what is
substantially equivalent to employment of the paper-money printing
press. %

The second major characteristic of this period is, of course, the
great shortage of peacetime durable goods resulting from their sub-
normal production both before and during the war. It is wholly
natural that people should try to convert the money-of which they
are "long"noe t~e goods of which they are "short. '  w

This is a demand for accustomed goods produced for the most
part by business firms already in existence. In considerable degree
the presence of these firmsre presents incentive and initiative of long
ago. Once investors' money was sunk in, brick mortar, tools, and
equipment, a hostage was given to the future. he firms now have
to operate for whatever imnunum profit are available after taxes.
They even have to operate at losses so l9ng as the losses represent a
lesser loss than would result from glosipn down.

They even have to invest for 'the purpose of replacing obsolete
tools, to the extent that, they have tfe earnings or can .obtain the
credit to do so, in order to remain competitive.
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It follows, therefore, that while the replacement demand lasts we
will have the appearance of healthy production and employment.
But please note that we are talking about existing firiws producing
accustomed goods to replace goods of which we are short. When
that replacement is completed, their business will shrink. But in the
meantime, new firms are shut out from starting, and small firms are
prevented from growing by reason of the tax destruction of profit
prospect commensurate with risk. When replacement is completed,
then where is there going to be the expanding new enterprise to absorb
the workers released from existing enterprises as their technology
improves and the demand for their product shrinks?

If we should arrive at such a situation without having released thb
incentive and ability to undertake new enterprise or expand small
enterprise, then I feel pretty certain that the political outcome will
be that the Government will undertake large-scale deficit spending,
financed again by expanding bank credit in an attempt to offset the
inevitable large-scale unemployment. That is why I said a moment
ago that talking down the need for restoring incentive must inevitably
result in a policy of continuous inflation.

I think a good many people make the mistake of thinking about
taxes in terms of price inflation or deflation, instead of paying attention
to the very much more fundamental relationship of taxes to production
and depression. Taxes can be profoundly depressive on production
through destroying the profit incentive to initiate production.

But that is not deflationary on prices; itis inflationary if anything.
Decreasing the availability of goods to be bought in relation to the
money supply with which to buy them is clearly inflationary rather
that deflationary on prices. The popular notions about the relation-
ship of taxes to price inflation, particularly if the Government is
prepared to inflate the money supply in an attempt to offset a decrease
in employment, are exactly wrong.

I think the general truth is' from the point of view of the money
mechanics involved, that taxes being taken by the Government, and
by the Government paid out, are returned to the market, and the
equilibrium between money coming to market and goods coming to,
market is maintained. Taxes shift the capacity to buy things from
taxpayers to the recipients of Government uisbursements, but in and
by themselves taxes are neither inflationary nor deflationary. Tax
0nee'uuhces to the community are more to be sought in terms of

their influence upon incentives to produce t' un upon prices.
The CHAIRMAN. I should like to suggest, Mr. Voorhees that there

may be some slight difference between the effect of people spending
their own money and the Government spending it for them. When
the Government spends money a part of it is spent in exactly the
same way that the people spend it. That is, they spend it for.pay
roll, and the recipients of that pay roll go out and buy just as people
buy when they retain their own money; but the Government also
invests in projects and facilities and in various enterprises which do
not have the dynamic quality that direct-consumer purchases have,
and I think there is perhaps some difference, to that extent.

Mr. VOORiHEES. Possibly; but I think insofar as the general point
that I am trying to make there is concerned, if the Government spends
the money for accustomed goods or if the taxpayer does, the effect
on employment is practically the same, and therefore you are inbalance..
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The CHAIRMAN. And you are also putting the Government in coin-
petition for goods in a short market?

Mr. Vooaistzs. That is very true.
Thai-CIAIRMAN. As far as pay rolls are concerned, clearly there is

no difference whatever.
Mr. VoonHxzs. That. is right.
The CHAIRMAN. Between spending of the Government and allow-

in th ole to spend their own money.
Mr. VORH 5F4s. That is right.
Senator HAWNES. From my point of view aid my experience the

Government is not quite as careful about shopping and what it pays for
ft article as the average private institution is that has to earn the
money and knows something about having to go through the process
of getting it. I think the Government is more likely to add to in-
flation by building prices up because of carelessness than the indi-
vidual person or the individual institution.

Mr. Vooitraos. I agree with that, but I am thinking more of the
economics of the situation from the standnoint of whether taxes are
inflationary or deflationary.

Senator HAWKES. I agree with that but I am thinking there is a
little element of contribution there.

Mr. VOORHu8. I am thinking of the major results of whether taxes
arp intitionary or deflationary upon our economy.

Senator HAWKNS. Yes. Well, thank you very much.
Mr. Voonitaiis. The confusion between tax policy and price changes

comes about when Government expenditures are. financed out of
deficits which are covered by the modern equivalent of printing money.
You are, of course, familiar with the process. It is this process, not
taxation, which is the root of our present price inflation. If we are
afraid of inflation, the place to cure it is at its source. That source is
the persistent Dractice of an easy money policy by which not only the
Government, iut also private borrowers, are enabled virtually at will
to have new deposits created by commercial banks-deposits to be
spent in markets which are already flooded with the accumulated
results of previous persistent practice of easy money policies.

May I sum this up by saying that I think tha Congress. has a
historic opportunity-an opportuity which ihay not last long or
recur soon. It is to take advantage of the present period of replace-
ment demand for goods to be free, through tax revision; the *profit
incentive to produce; and substitute it for the printing and spending
of money as the guiding principle in our economy. I think it im-
portant that this be done because the record of history is strewn with
the disasters which sooner or later result from relying on printing
money as a means of maintaining production and employment.

TJhe CHA:RMAN. Any questions?

he CHAIRMAN. Mr. Voorhees, we arp very grateful for your
having. come here this morning and having given us the benefit of
your observations. ,

Mr. VooRHnZs. It has been i great pleasure. Thank you very
much.

The CHAIRMAN. IS Senator Fulbright, in the room?
(No response.)

N //
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The CHAIRMAN. Is Seflator Popper in the room?
(No response.)
The CHAIRMAN. Is Mr. John Connolly in the room?

STATEMENT OF JOHN L. CONNOLLY, SECRETARY AND GENERAL
COUNSEL, MINNESOTA MINING & MANUFACTURING CO.,
ST. PAUL, MINN.

The CHAIRMAN. Mr. Connolly, would you mind commenciilg, and
when Senator Fulbright comes I will ask you to stand aside for just
a little bit so that he can make his statement. He has a previous
appointment which he has got to keep. So start right out and we
may interrupt you later on.

Mr. CONNOLLY. I will be very glad to yield to the Senator.
The CHAIRMAN. Thank you. Do youhave a prepared statement?
Mr. CONNOLLY. I have not a prepared statement. I lhave not

had an opportunity to prepare a statement.
The CHAIRMAN. You may sit or stand as you wish,
Mr. CONNOLLY. Thank you.
Mr. Chairman and gentlemen of the committee, as I understand

it, your committee has under consideration the question of the
reduction of individual income taxes and the effective 'date. It

- seems to ine from what I learned from the press, and listening to
others who, have spoken before this committee, that it is generally
agreed that individual income taxes should be reduced.

There is disagreement as to the method, the time, and the amount.
It is my understanding that H. R. I provides that those taxpayers
that have incomes of $1,000 or under will get a reduction across the
board of 30 percent. Between $1 000 and $1,400 the reduction will
be between 20 and 30 percent. Between $1,400 and $302,000 the
reduction will be 20 percent across the board. Over $302,000 it will
be some 10% percent.

There is another provision which- grants a further exemption under
certain conditions of $500 to each person who has attained the age of
65 years or over. I do not know whether your committee has under
consideration the so-called Lucas proposal.

The CHAIRMAN. We do have.
Mr. CONNOLLY. It is my understanding that the Lucas proposal-

and I have not had much opportunity to study it, so if I make any
misstatements I wish you would correct me, Senttor Lucas.

This proposal would grant an additional $100 per capita in the way
of exemption to all taxpayers. It would reduce the surtax brackets
by two percentage points, and it would permit husband and wife to
divide their income for the purpose of computing the tax due.

Now, first there is some question as to whether or not we can have
both a tax reduction and a debt reduction. From what I have been
able to learn as to the estimates of tax receipts for the fiscal year 1048,
and the proposed reduction by the House and Senate n expenditures,
it is possible to have both a tax reduction and a payment upon the
debt.

The CHAIRMAN. Mr. Connolly, Senator Fulbright is here now aud
if y6u would be good enough to stand aside now a little while we

hear the Senator.
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Mr. CONNOLLY. Thank you.
Mr. CHAnIMAN. We will run your talk in the record, in sequence.

Thank you.
*(After Senator Fulbright's statement, Mr. Connolly resumed his

testimony.)
The CHAIRMAN.. Mr. Connolly, will you resume your testimony,

please?
Mr. CONNOLLY. When Senator Fulbright came in, I think I was

talking about the estimates in Government receipts and reduction
in expenditures permitting both a tax reduction and a debt reduction.
It is my understanding that the proposed reduction, or the reduction
proposed in H. R. 1, will reduce the revenues some $3,800,000,000.

understand that the Treasury Department estimated that the
Senator Lucas proposal would reduce revenues approximately $3%
billion.

The other day when I was before this committee there was some
mention'made of the provisions of H. R. 1 being rather unique. I
looked up the records to see if there was any precedent for this type
of reduction. I find that back in 1924, if memory serves me correctly,
the Congress reduced taxes 25 percent. You computed your tax
at the rates in effect and deducted from the result obtained, 25 percent.

I found that in 1940 Congress did the opposite. The first Revenue
Act in 1940 raised taxes 10 percent by computing the tax at the given
rates and adding thereto 10 percent. I find that in 1945 individual
rates were reduced some 3 percentage points and a 5 percent reduction
across the board was made and that reduction was made in spite of the
fact that the fiscal year 1945 had closed with a deficit of some 53 bi-
lions of dollars.

We are going to have a surplus for the coining fiscal '48: In the
-committee report put out by the House committee there is a schedule-
I think it is on page 1 1-that shows the marginal rates under the pres-
ent law-that is, with the 5 percent deduction, and the marginal rates
under H. R. 1.I would like to put into the record, after I have had an opportunity
to check its accuracy, a schedule showing that same information in
regard to the proposed Senator Lucas' bil

(The schedule is as follows:)

/I,
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Comparison between the marginal rates of the individual income tax under present
law, H. R. 1 and Lucas bill

Taxable income I Marginal rate

.... _ Present law
From- To- H.R. I Lucas BW

............................... $1,000 .............. 0........ 1.0 183. 17.10
$I, 0 .......................... $1,395.83 .................... 19.0 2D.0 19.00
$1,395.83 ........................ $2 ,0 0 0 ........................ 19.0 15.2 19.00

2,000 ................. $,.oo ........................ 20.9 1&.7 19. 00
$4,o0 0 ........................... $,00o ...................... 24.7 19. 2.80

6 ....................... " $8, 0 0 ........................ 286 22.8 260
$8,000 ........................... $10,00 ........................ 3.3 2.8 30.40
$10,000 ....................... $12,000 ...................... 36. 1 28 9 3 20
$12,000 ......................... $4 - - 40.9 3Z7 38.95
$14,000 ------_----------- . 1... ,o ,o ............ ........... 44.7 358 4 .75
$1,0ao .................... 1,00D .. ......... ..... . 47.5 380 4.0
$ 8 , 0 0 ................. ".." $20,0 ,0 ..................... 80.4 40.3 48.45
M;0:0 ....---..------.... $22 0 0-_------. 53.2 42.8 5l.3

000 .......................... $2,00 ................... . 56. 1 44.9 54. 15
$26, 0O ...... - ......--- $32,oo ...................... 6 89 47. 1 57.00
$32,00. ---------------------------- ............... --- 61.8 49.4 59.85
$38,000 ------------------......... $,0 ................ "...... 65.6 515 63.68
$ ,o000 ......................... ; $50,000 ................. "-&- 4 5C.7 68.50
$,000 .......................... $M1000 ....................... 71.3 57.0 69.35
$00,00 ----- _----_----------- $70,000 ....................... 74.1 59.3 72. 20
870,00 ......................... $80,000 ....................... 77.0 61.8 75. 05
$80,000 ------------------------- $90,000 --------------.. . ------- 79.8 63. 8 77.90
$M 00--- $100,000 .................. -82.7 68.2 807
100,00- .:.-.--.--.---.-. $150,000-.-;4 ...................... 7.7 82 65
$150,000 ......................... $200,000 ...................... 85. 5 68 4 83. 60
$.00,000 ......................... $300,000 ..................... 8. 5 69.2 84.55

rThe taxable income shown Is arrived at by considering personal exemptions and c'redlts at $50, and In
order to give effect to the per capita Increase in personal exemptions and creldts, proposed in the Lucas bill
the Income shown must be reduced by an additloani $100 for the taxpayer, for his wife and for each of his
dependents. The marginal rate under the Lucas bill Is not applicble in those cases where the income
of husband and wife Is divided in order to compute the tax due.

Now, I want to point out, in all fairness, that it is hard to make a
comparison between the marginal rates proposed in the Lucas hill and
in the House file No. 1, for the reason that the Lucas bill hks an
additional $100 per capita exemption, and also has the feature that
Senator Fulbright talked about.

I think it is a fair statement to say that under the Lucas bill the
taxpayers in the lower brackets receive a larger reduction, than the
tax payers in the higher brackets.

Now, I would not oppose this ordinarily but gentlemen when you
stop to figure that -we are talking here about raising some 13 bilhons
of dollars from inlvidual income taxpayers, I thin& it goes without
saying that we must keep the income tax base very broad, and we
cannot do that by reducing personal exemptions' and credits.

There is no such reduction proposed under H. R. 1.
On page 23 of the committees report there is a schedule which

shows the estimated amount of incomes in the different brackets. It
ranges from zero to $1,000 andit goes on up a million dollars and over,
and- the percentage of distribution given there: 96 percent of the
total number of taxpayers have incomes under $5,000, and 79.6 per-
cent of the income is under $5,000.

By increasing personal exemptions, we eliminate a large number
of taxpayers. If we were talking about a lesser sum to be raised from
individual income taxpayers or we had a smaller budget to balance I
would have no opposition to increasing personal exemptions.

Senator LUCAs. Do you believe that. taking a few more than
4,000,000 off the tax rolls in the very low-income groups does violence
to your theory?
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Mr. CONNOLLY. Not in numbers, Senator Lucas, I do not.
Senator LuCAS. You have 47,000,000 on the tax rolls at the present

time, approximately 47,000,000?
Mr. CONNOLLY. Forty-six to forty-seven.
Senator LUCAS. Now, this slight increase in exemptions would take

a f6w more than 4,000 000 off the tax rolls, still leaving some 43,000,000
for that broad base tat you are talking about.

Mr. CONNOLLY. I am talking more to the point that I think it
would be much better to keep those on, those 4,000,000, and give
them a reduction something comparable to that as proposed in
H. R. 1. I would do it by that method rather than give a hundred
percent reduction to some taxpayers and a slighter reduction to
others. That would be my method of approach, Senator Lucas.

Senator LUcAs. That is not the way we put them on there.
Mr. CONNOLLY. Wel, that is a debatable point.
Senator LVCAS. I mean by that, we did decrease the exemptions in

order to get those fellows on the tax rolls.
Mr. CONNOLLY. Through necessity?
Senator LuCAS. Yes.
Mr. CO*NOLLY. Yes.
Senator LucAs. Through necessity, that is correct.
Now, as we start reducing taxes, it does seem to me that these

fellows in the lower income brackets ought to have that same advan-
tage that the Government took aw~y from them when it started to
increase the revenues for war purposes.

Mr. CoNzoLiY. I would concee that point, Senator, if I was con-
vinced in my own mind that the necessity by which we put them on
no longer existed.

SenatorLucAS. What advantage is there in keeping a fellow who
pays 70 cents on the tax rolls?

Mr., CONNOLLY. I would not worry about a taxpayer who pays
70 cents.

Senator LuCAs. That is what you are doing under H. R. 1. The
fellow who pays $1 taxes now will continue to pay 70 cents under
rtR. I*

Mr. CONNOLLY. I have no worry about those.
Senator LUCAS. I have.
Mr. CONNOLLY. I mean, by not having any worry, I would not

worry about taking them off. I do not think that is the point.
Senator LUcAs. You are making an argument for my position

then if You do not have any worry about taking that small fellow off?
Mr. CONNqLLY. No. I say if we could take those particular indi-

viduals off without going all the way up the line with the hundred-
dollar exemption, I would do it some other way. I do not think any
great goo d is derived by keeping taxpayers on the tax rolls that pay
70 cents. I do not think this idea of mAkina them tax-conscious
has the desired effect that some people claiM for it. I

Senator Lvca&s. 1 &an glad to hear you say that because I concur
in that remark.

Mr. CONNOLLY. There i* one other point woydd like to call to the
attention of the committee It seems tlh too many people feel that
in 1943 all business was givena & subtantial'reduction in taxes by the
xeinovat of te. ehces-profitq ton cja or larstions, and thq reduction in
the normal and surtax rates on cQrPoraions. That, an far as it went
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was a very excellent thing in my opinion and had its desired results in
1946, but I want to call the committee's attention to the fact that if
you look at the reports on business income--and the reports published
for 1945 by the Commerce Department-there was $20 billion earned
by corporations and $26 billion earned by individuals and partnerships
engaged in business.

Now, outside of the two-percentage-points reduction in surtaxes and
the 5 percent under the existing law, these individuals have received
no relief and are still burdened with the high wartime rates, and this
is something that H. R. 1 will correct to the extent that it is possible
at this time.

Now, there is one other point that I would like to call attention to
and that is, while it is not corrected in its entirety, 4nd it probably will
be sometime before it is, H. R: 1 will alleviate in some respect the
duplication and the inequity that exists today by the taxing of cor-
porate earnings at the corporate level and again taxing the dividends
in hands of the individuals.

Now, with reference to the Lucas bill the splitting of incomes to
equalize the tax with the community-property taxpayers, I have no
quarrel with i--I think it is an excellent idea-but I want to point
out as I think the chairman did, that it is not an over-all proposition.

That is, it affects very .few taxpayers. I think probably Mr.
Stamm's statement, the estimate of 4f million out of the 46 or 48 is
correct.

If you look in the tables shown on page 23 you will find that some
52 percent of the total number of taxpayers have incomes from zero
to $2,000 and uider the present rates-and I assume it would be the
same on the proposed rates-those particular taxpayers, some
23 000 000 of them, will derive no relief by this provision.
Then there is that other group, the single individuals, who will

derive no relief, and there are 6,000,000 already enjoying that privilege
that will enjoy no relief or reduction by this provision.

Senator " LucAs. Where the husband and wife are approximately
equal in income of their own?

Mr. CONNOL.Y. That is correct. I sympathize with Senator Ful-
bright with reference to the ruling in the partnership case and S agree
with the Chairman and Senator George. I think the Treasury De-
partment has gone too far.The CHAIRMAN. Do you mind if I put in at the conclusion of your
remarks a ruling which Mr. Stamm has handed me reflecting what I
referred to a while ag as a liberalization by the Treasury of its hold-
ins with respect to family partnerships?

Mr. CONNALLY. I would be very glad to.
Senator GEonau. It only modified it to a degree.
The CHAIRMAN. That is all.
Mr. CONNOLLY. As I understand it-I have not made a specialty

of this and my understanding is that unless the wife is active in the
partnership, no partnership exists under the Federal rulings-regard-
less of how much money she may have put in, if the money ifi the
irt instance came through the husband by gift or otherwise.

Now, in conclusion-
Senator GERou. Mr. Connally on that point I am still of-the

opinion that the Treasury has gone too far in its insistence against tbe
--, vahdity of the family partnerships.

547



INDIVIDUAL INCOME TAX REDUCTION

I can, of course appreciate the fact that the Treasury is trying to
prevent what it thought was fraud on the revenue, and to that extent
it is all right, but in my judgment, it is most unfair to assume that
every partnership where the wife had a partnership was made for the
purpose of evading the payment of revenue. It was made for very
different reasons in many instances and the gift from the husband or
wife may have been made many years ago and she put the money in
the business or allowed it to stay in the business, and they become
partners and I think the vice of the Treasury's position which it
insisted before the courts-and the rulmgs have virtually destroyed
family partnerships in every State in the Union except the community
property where a different rule obtained of course-was that they
assumed every family partnership was made for the purpose of avoid-
ing the payment of the tax, mae for an ulterior reason, which could
not have been true, and they ought not to have gone that far but they
did it, and I am glad to know that they have somewhat modified
their position about family partnerships.

Senator LucAs. Do I understand, Senator George that the courts
have upheld the position that has been taken by the Tlreasury Depart-
ment?

Senator GEORGE. Yes.
Mr. CONrOLLY. The Supreme Court of the United States.
Senator GEoRo. The Supreme Court of the United States.
Senator LucAs. Is that not a very strong reason for the enactment

of legislation by this Congress, because that discrimination will
continue to exist in view -of the Court's decision.

Senator Goom . Oh yes. There is no doubt about the discrimina-
tion, Senator Lucas. There is no question but what it ought to be
corrected. Sooner or later, sometime, whether or not in this bill, it
certainly ought to be corrected.

Mr. CONNALLY. In conclusion, gentlemen of the committee, let me
state that I prefer the provisions of H. R. 1 over the provisions
proposed in the Senator Lucas bill.

Let me also state that if it came to a question of tax reduction or
debt reduction for the year 1947-I would take tax reduction. One
of theyeasons I favor H. R. I over the Luca bill is its effective date,
effective January 1, 1947, but the Lucas bill would be effective January
1, 1948.

It is my understanding that the House Appropriations Committee
has made some substantial reductions in the proposed budget for
'48, that the national defense program is running some $100 million
per month below the estimate in expenditures, which if continued-
and I think it will be continued from what I am able to learn-

Senator LUcAs. May I inquire where you obtained that informa-
tion?

Mr. CoNOLLY. Where I received my information?
Senator LucAS. Where you obtained that information that the

defense program is running $100 million less per month than the
estimate. I -

Mr. CONNOLLy. Yes. I will tell you. Mr. Connor of the United
States Chamber of Commerce gave me that information.

Senator Luozs. Do you know where hef got it?
Mr. CoxNoLLY. I do not know. I c~id for him tis morning to

check it, but he was out of the city, buy I Vndeistand he.will be back

5U8



INDIVIDUAL INCOME TAX REDUCTIONS

tomorrow. I would be very happy to check with him and put the
answer in the record if he will be able to give it to me. That concludes
my statement.,

(The information is being supplied by letters addressed to Senator
Lucas and the chairman.)

The CHAIRMAN. Are there any questions?
Senator CONNALLY. I thought I would ask you this, and I changed

my mind, and I changed it again.
You said as between debt reduction and reduction of taxes you would

take the reduction of taxes.
Mr. CONNOLLY. If I had to have a choice.
Senator CONNALLY. When would you start paying on the debt

under your theory? We owe more money that we ever owed in the
world, and we are making more money than we ever made before.
Would it not be a good time to start paying something on the debt?

Mr. CONNOLLY. My proposal here is that, as I understand the
figures, Senator Connolly, we can do both.

Senator CONNALLY. I know, but you said if you had to choose, and
we may have to choose-you would not pay a nickel on the debt, you
would put it all in tax reduction?

Mr. CONNOLLY. In answer to your direct question, I would start
paying just as soon as I had the surplus availale make the reduc-
tion on the debt. In other words, I do not think-

Senator CONNALLY. We expect to have that now.
Mr. CONNOLLY. I say apply it in that respect, but if we do not

have it, Senator, then I would, for the effect upon the economy of the
country, I would take tax reduction rather than see the economy go
into a tailspin by applying all surplus on debt reduction, and we start
borrowing a year from now.

Senator CONNALLY. Talking about ruining the economy of the coun-
try, we have got a larger national income than we ever had. Our na-
tional income is bigger than it has ever been, is it not?Mr. CONNOLLY.- orrect.

Senator CONNALLY. And the people generally have got more money
than they ever had in their lives, generally speaking. I do not
mean everybody. Of course, some of them may be broke. Is that
not true?

Mr. CONNOLLY. I think that would be safe to answer in the affirma-
tive.

Senator CONNALLY. All right. That is all.
The CHAIRMAN. Mr. Connolly, just by way of historical back-

ground, and to show how your views can reach the opposite poles
under circumstances that may press on a country, I will read in the
record an item from the Wall Street Journal of Wednesday, April 30,
page 1, as follows:

England encourages her corporations to plow their profits back Into earnings
and equipment as a means of strengthening the nation's industrial sinews. Trt
course chartered by a labor government was reaffirmed by Chancellor Dalton
in his recent budget message. It is diametrically opposite to taxing by our own
Treasury which encourages corporations to pay out most of their earnings in
dividends. Mr. Dalton said: "I have got rid of the exoess-profits taxes, and I amgoing to try to encourage industry to plow back its profits for requirement and
dove opment instead of frittering them away in in rao dividends. I therefore

!Rui increasing profit. taxes on that part of the profits of a business which areMtributd through shareholders. That part put back into the business will pay

. ... .. .. ... . illll!! ii , ! ill I if l l i !l l ll! l i i i! ,!! r _ lll !
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t same tax before." Britain stands to benefit in two ways: (1) Moremoney

learned bbusflf'65 should Po toward rhabilitation and moderniation of industry,

and (2) t dividend money will go to the public to be spenton scarce consumer

goods.
I should also like to read a paragraph from an AP news story of

Ottawa, Canada, April 30:

Most Canadians greeted wih enthusiasm today news that the projected 1947-48
Federal budget will trim their Income taxe an average of 29 percent, but expressed

disappointment that sales and luxury taxewill nmai unchanged.

Mr. CONNOLLY. I neglected to mention that. That item was

called to my attention, hat Canada was taking those steps.

The CarM&W. Thank you very much, Mr. Connolly.

Mrw. ComoLLY. Thank you.

STATEMENT OF HON. J. W. FULBRIGHT, A UNITED STATES

SENATOR FROX THE STATE OF ARKANSAS

Senator FuLsmRGT. Mr. Chairman and members of the committee,

I ppea in behalf of an amendment that I offered to this bill on

ye terday and also Senate Joint Resolution 57 which I introduced

ebrua 1947, pertaining to the question of the discrimination

that exit t in the tax laws aisig out of the application of the com-

mum y-.oprty laws in some nine States.

It is of partic ular interest to Arkansas because we are surrounded on

Ssides-that, is wp have three of these States-Texas, Louisiana,

and Oklahoma--adoinI us..
'Som of our ci es, such as Texarkana, aro on the line and it has

caused great distress to the business people because it Las induced

ple with means to move out of Arkansas into Texas particularly.

Po have a great many letters statig in no uncertain terms the effect

and the reactions upon the pe lin those cities: It would seem to

me that if there is any princple involved in taxation, that principle

is that of equality of tye burden, whether the tax rates are high or low,

that, the impact ought to be equal under similar circumstances in

t)e various states.
I have gathered togetherr me aea. know that the com-

mitt, has 'much of th a di and I do not propose to

put va in the files, but I have a letter rom Mr. Stamm which I

%hi"k sets out very briefly he history of this leglation. I only

want to comment in this wao That in 1921 the first effort was made

to retif tii has bow recognized by this committee

I think and the House, that there is an inequality, a discrimination

that exists.
Iia 1921 the first proposal was made according to the letter from

Mr.-Statom.' The approach at that time was to remove the advantage

that the community-property States thenk and now have over the
, h.m.thommunity-property States.

1u-dh /  id4t ro, itYwas to for-e a suqgle return in the community-

roperty States. .That did not et 4 r and later at various

times-other efforts were made. 1'h6 latest one prior to the present

*" 194,1 if the reenue bill and the Senate Finance Committee after

the Proposa was stricken out in the HoW countered with inserting a

imon .whih would require, the. alixinatio Of the discrimination

holng the people in the co • yPrOpety t he earner,
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in other words, file his return including all of the earned income rather
than splitting it between the husband and wife. I

It is interesting to note this passage in Mr. Stamm's letter:
The Senate rejected this proviRion in the bill with the understanding that it

would be subject to hearings and action In the administrative bill.

Apparently every time this is brought up they say,
We cannot do it now. but we will do it the next time.

Senator LucAs. What year was that?
Senator FULBRIGHT. This was in '41. This letter I am quoting

from was written to the chairman of this committee by Colin .
Stamm, chief of staff, in response to letter that I had submitted to
the chairman and he gives the history of it, and I have heard that
there is some feeling now that,

Well this Is a good idea but we cannot consider it now, we will take it up the
next time.

Now, that has been going on for 26 years, and it does seem to me
that since we are undertaking a very important tax bill at this time--
and-the object is'to reduce taxes-that there could be no more equi-
table way to reduce taxes than this way, because you achieve not only
the reduction but you also achieve equalization and equity in the
in the application of the income tax.

I do not think there is any defense of this injustice. I do not think
that I need go into many of the figures.

I have prepared here a statement. I might quote a few facts
just as a matter of convenience to the committee, although I am
sure it has been under study so long that you ought to be thor-
oughly acquainted with tho greatin justice that arises out of this
discrimination.

I have several items here. For example, I have a Gallup poll on
this subject for whatever it may be worth which I just received a
few days ago. This is the question they put:

For'the purpose of Income taxes in nine States a man and wife can divide
their income equally between themstIves to reduce their income tax. Should
married couples in the other 39 States be allowed to do the same thing?

The replies were 74 percent "yes" and 10 percent ','no" and 16
percent 'no opinion," and as between the Democrats and Republi-
cans, the Democrats were 72 percent "yes" and "no" 10 percent
but the Republicans showing their great concern for justice voted
77 percent in favor of this. r %

Now that the, Republicans are in control of this committee and
the Senate I certainly think it is high time that they accept this
principle which has been under consideration for, such a long time.

In Arkansas we have some very interesting cases, one of which
has been the subject of conmunication with the chairman.
'In view of the two cases I think in '46, one of them-they call it tho
Tower case-it is the Comm sw*ionr oJ Inernal Revenue v. Tower
(327 I.. 280, 1946).

The dther is LusthaUS v. Commissioner of Internal Revenue (327
U. S. 293), in which they virtually held you cannot have in Arkansas
or any of these other States a partnership between husband and wife,
that w, you cannot do it even if you, as the husband, give a half
interest to your wife and pay a gift tax on it, they still will not recog-
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nix$ ita a patnrs and iA Arkanss, in other words# by affirmativeaction, in payment of gift tax, it is impossible to have a partnership

whereas across the line n Texas it is automatic, just by the fact that
.you live in Texas, Oklahoma, or Louisiana.

The cas that is of particular intore t which gave rise to these
'mquies is one now before the internal revenue agent in cherge at

.kaoma City. This lustrates the different e. Ths is a case which
is now .pending, growing out of the-1941 operations of probably the
largest lumber operator m Arka n.s.
Smav v that unfortunately there are not many people in Arkansas

th, this kd of an inooi, but to show the difference, just, this

SeatrLrrc~s. Does hetiltv'e in Arkansas?-lme
Senato FPLBR!GIOU. He stili lives in Arkinsas. He in in the lme

businesss, and, it is; Yery difcl or him. to move his $orest. ,It is;
right acros the ine.7 ldmUMe he contemplates moving .w because

ofthis case.'* This is 4L 1, ,olosfr~d otesm ;n~~
the suoceeding 5 years.

-In 1941 hii'tax !abity-that 1$, as set up by the Government-
i '$262,215.30. ofl paid asPreviously assessed on iih. -bas~s of a

Partnership with his wife which would be automatic in Texas-he
paid $80,099.29. "The defciency now a aosed agast him is $182 ,

O.01. 'In other words, asI undorotand this- case-p d this is the
brief-it heallved in TexaA without having ha to make the transfer
-which he did, of one-halt interest in these rpertie--he hs .bout
t0 sawils-he .wd ve been tested4 asia partershiP and paid
'the ameler'tax."er tlaw'i is p c 1egal to have this partner hp withSUnder, State law it ie pere.t Y o, .. .. . .". I' .

bis wife, end under Federal law he can give her that prt of 'it and pay
Agt tax,, but they will not r it for income-tax purposes.,

N" ther words, because he lives in' Arknsas he is Pealied $182i-

fo~.Xr I ya's oprtons of 1.sawmills pu ~at f$,0.0
Senator .&AWKzB. Yo' mean hei penalized as, relat to states
that have ths coWinunity PoP-e'r,i
Sen xator Ftuuim.o , It o lthe a s ij-Louislana which*y. 

-fear, 
1941.

)a Seno Hawir Is th, e ope o f the propoitios wheo there is a

united' lartnruihip, where the wit l~ noiuterest lt, the lose bUt

senator F'ULDRIOR,- iudT our State law fhe, ll p, er

d .. dif there oiny oss-.,
, senator lJAWICS. She has to sustain a share? "

Senator Fl ?WoTe Oh, yea if it had bee, anybody but'his wife
it would have been sf right. I could have been hispartner and not

done anything in Wb busfiiess--I do -not thn she id either-and,
they would hive reoo4irized t1hepa toeribut under thes. ca
that I have just outed in the &pplication of thent yo4 qaiot Wae 8
Ped m hartjl with your wife for purrp) es of ircomo lx. e

-Siesutnor IAWKW. Could yoki not hv e partnership if ee'o

wHiwl, to ic.ept her losfts? I do not know whether you understpol
nn~. iu otwr W 'Od, hre htve been limited parWU~Ip5( no

*w ti o -~ewife has. no par ofth Isa W~trsosi)Oi way,
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but dloes p)(tti(cipudo inl thO PrOflto and 1108 110 MaY who the (hidendsor profits will bo doolanod 116rfis
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Senator HAwKEs. Mr. Chairman, that is the very point I had in
mind a moment ago and I understood the Senator to say that she did
assume her responsibilities in the partnership.

Senator FULBUIOHT. I mean an active part in the sense of partici-
pation in the business.

Senator HAWKES. I mean the losses.
Senator FULBRIOHT. I would say in this case, Senator, that he

gave her-we will say it is $100,000-and he gave her $50,000 if the
business loses 50, her 50 is subject to loss the same as his and if the
business fails I do not know why that is not sharing the loss. I
think that is sharing the loss in this particular case.

The CHAIRMAN. There is a difference between that and an un-
limited liability.. In the latter case the losing partner intist dip into
her own resources. In the former ease the business may suffer but
she may not suffer personally.

Senator FULBRIEHT. There is no point raised in this whole brief
abott "a limitation on the liability. It is never mentioned in the
Garland Anthony case and it sets out in great detail just what they
ar trying to do there and they are still maintaining that position.
This was sent to me within the month and I think it is now pending
before the Oklahoma City agent in charge, and of course he anticipates
thy are going to do the same thing to him on every year since '41.

The CHAIRMAN. I am in hearty accord with Senator George. I
think the Treasury Department has gone too far but the reason for its
activity is to stop phony partnerships and phony divisions of income
for tax-evasion purposes.

Senator FULDRIGHT. I understand that, but if that is true then
why are we so complacent about permitting it in the community
property States. It is the discrimination that I am after, not this
partiulat case.

Senator GEORom. Wehave not been so complacent,' Senator, about
it. We have had the matter on the floor of t&e Senate and we had a
filibuster there about it by the community property States. It was
well organized, and we were defeated. We'did the best we could to
eliminate it.

.Senator FuLnIUGHT. It seems to me that the other approach is the
better approach-now all we are asking is that you extend it to us. It
would be a little too raw for them to ilibuster that. I mean if you
want to take it away, they have some reason-I read rome of those
speeches about the sanctity of the Spanish laws and so on, but if we
Are to extend it to the rest I do not see haw they can in any conscience
at -l make any argument against it.

h CHIRMAN. As far as Arkansas is concerned, are you prohibited
from bringing yourself into the same position s the community-pro-
perty States?.Senator FuuIunwr. I have some letters qn that, one in particular

from Mr. Joe 0. Barrett, who is one of the le*4ing lawyers o$ Arkansas,
and hap held several important positions in the Government.

One paragraph relative to this question, he says;
-In my opinion It would have been taken 20ito 25 years to obtain Judicial

inter ret ton of tb act--
He is referring to the aet proposed to alike it a community-property
state-'
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in all of Its ramifications to such extent as that any sound lawyer could safely
advise clients on the ultimate effect of the act. Furthermore, It was my view
that Congress would either require joint return in community-property States or
authorize separate returns in the noncommunity States. In either event the
benefit sought to be derived from such action by our general assembly would be
nullified.

And, there are several other letters along the same line. They had
it up this year and they defeated it on the ground that it would disturb
and make uncertain all sorts of questions relating to property, and that
it was so unjust that surely the Congress would no longer delay doing
something about it, and therefore they are waiting, you might say, to
see if we-do not do something about it.

The CHAiRMAN. Do you have any inherent property situations in
Arkansas that do not permit the State to take the same actions that
have been taken by the other States having community property laws?

Senator FULBRIOHT. I do not think so. It would be possible but
their view is that it would cause a lot of trouble in the way of interpre-
tation and application, and that it is a thing that surely Congress is
going to rectify.

Now, that is their attitude.
The CHAIRMAN. I am not now resisting your thesis.
Senator FULBRIOHT. If we should say that positively we are never

going to change this and it is going to remain this way, then I think a
renewed effort would be made to do as Oklahoma did.

The CHAIRMAN. In making this comment I am not making it by
way of resistance to your thesis but you are asking the Federal Govern-
ment to suffer a loss of three-quarters of a billion dollars in revenue in
order to bring nine States into harmony with a very much larger
number of States.

Senator FULnR'OTH. Well, you can put it.either way, or bring the
much larger ones in harmony with the nine.

The CHAIRMAN. You can put it that way.
Senator FULJRIOHT. I think the Government under H. R. 1 will

suffer a much larger tax loss than this involves and that is what you
really are proposing to do in H. R. 1.

The CHAIRMAN. It goes into more than that. It goes into how
many beneficiaries you want to reach and what kind of beneficiaries
you want to reach.

Senator FULBRIOHT. I think I have some figures on that which
might be helpful. I made a short dtudy as to the number. These
figures, I may say, were worked up for me by the'legislative reference
in the Library of Congress and I am sure there will be some slight
variations, but in the total-there are 6,009,957 taxpayers in these
community-property States, out of an estimated 36 to 40 million tax-

In other words, you have got around 35 million, we will say, roughly,
of the taxpayers in the country who will be benefited by this reduc-
tion, and that is a very largo proportion. In would not say it is un-
Just, under these circumstances, in view of the long time that the
community-property States have enjoyed this advantage, that it be
restricted to these people,

The CHAIRMAN. The Treasury testified yesterday, as I recall, that
about'4 million would bent.

* 00800.,-4'-5-'8 *
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Senator FULBRIGHT; Well, as I say, I got this from the legislative
reference and they have given these as the numbers. They give each
State. California, 2,832,000, and so on. I do not need to labor the
point because I know there would be that difference, but when you
recognize this point--you take in a $25,000 income, there is a 28.9
percent differential in discrimination against the people in my State
and in Texas; now that is an unconscionable difference, it seems to me.
With a $5,000 net income, the discrimination is 4.8 percent.

In other words, if you live in Arkansas you pay 4.8 percent more
taxes than if you lived in one of these other States.

Now, your bill, the bill H. R. 1, does give very substantial benefits
to those brackets. That is one of the points of controversy. This
particular measure in all of these 39 States would do just as well, or
very similarly, to what your proposed bill will do in the percentage of
decrease you might say.
I The CHAIRMKAN. I just wanted to point out that the Treasury stated
a much smaller number of people and those who would benefit by your
proposal and they would also benefit by an income-tax reduction. In
other words your proposal wold benefit about 4 million people.

Senator FULBRIHT. You mean in the larger incomes? It would
benefit some in the lower incomes, too.
I The CHAIRMAN. The Treasury said yesterday it would benefit about
4 million people.

Senator LuCAs. Are you sure of that?
Senator FULBRIGHT. I had not seen that figure. .They said 4X out

of the 48 would be benefited. I stand corrected, 4%.
At the same time you are rectifying a long-existing discrimination

which has never been justifiable on any basis to begin with.
Senator LucAs. On the same ratio there would be a very few

affected in the community-property States and there are only 4%
million -affected outside of the community-property States?

Senator FULRIOHT. It would be a very. small percentage. Roughly
about one-sixth of the population lives in the community-property
States.

Senator LuCAS. Are you familiar with the substitute that I offered?
Senator FULDUIGHT. I only read about it in the paper this morning.

As I understood it; it incorporates this proposition.Senator LucAs. I wanted to call your attention to it because we
have gone into this pretty thoroughly in the lpot few days.Senator FULBRIG T. I realize that. There is this figure I want to
point out, tbat tbe accumulative effect of tbis in the 10-year period
from. '37 to '46, that a man with a $25,000 incomo-it would have
,made a differenceof $20,633 on a $100,000--$132,000, This is an
enormous difference when you begin to extend it over a period, and
an example of a ongessman-i mean you, from Colorado, you pay-
if you follow this an without exemptions but just on your salary you
would pay $855 a year more taxes than one from Arizona or California.

I cannot see any justice in that. Of course you can multiply those
examples endlessly.

There are one or two letters I would Oke toput m the record from
Arkansas if the committee would penmt. Well, I think A might read
one or two paragraphs.

This Is from a prominent attoaeyla Texarkana.
It



INDIVIDUAL INCOME TAX REDUCTION

Here, on the Texas-Arkansas line, we are losing many valuable citizens because
they go across the State line and buy themselves a home on the difference they
would pay in income tax. This makes real estate in Texas more valuable than
in Arkansas, because the identical house will sell for $1,000 to $5 000 more on the
Texas side than it will on the Arkansas side. If all the States which do not have
the oommunity-property law will got together something can be accomplished.

Practically all of these letters have that same thought and many
of them I think very justly resent the continuation of this kind of
discrimination and all I would like to say in summary is that this
committee not put off again for further study at the next time you are
going to have a general rQvision because that has been going on now
26 years and it Aeems to me since we are proposing to reduce income
taxes, that there is no better time to at the same time try to rectify
an injustice that in a sense did grow up accidentally.

I know the community-property law was not adopted with this in
mind, and this is a windfall to those States which was not in their
minds or anybody else's when it began, and as taxes became more
highly graduated it has accentuated and made intolerable this dis-
crmination, and as I say this is especially true in Arkansas and I
might suggest to the chairman that if this loss to the Treasury which
estimated somewhere between 800 million and a billion is too great I
would like to suggest that inasmuch as Arkansas is a relatively small
taxpayer, being a very poor State--we pay altogether, even including
corporate taxes--around a hundred million dollars to the Federal
Treasury annually.

I would like to suggest that you do extend it just to Arkansas and
then the loss will be very small indeed and it will not make any great
inroads into the returns of the Treasury, and inasmuch as geographi-
cally we are next to three of these States I think in justice to that
State that is struggling so to get back on its feet you certainly ought
to extend it to Arkansas.

The CHAIRMAN. Would you be willing to have Colorado join in
that?

Senator FULBRIGHT. I would not oppose it if you would include
Colorado. You are next to one of the States I believe, are you not on
the south-Utah?

The CHAIRMAN. Oklahoma.
Senator FULUIOGHT. One of the States.
Senator LucAs. If we did that do you think we could get those

Arkansas folks to come back home?Senator FULBnIiHT. Some would come back but at least it would
stop this movement out of all the people who have money and we
-particularly need a few people with a little capital. That is our great-
eat deficiency in Arkansas, a little capital to industrialize and bring
the State forward economically, an4 it is, particularly so in those
border cities it is a very serious matter.

I am sure i need not labor the point that anybody under this kind of
4 discrimination with any money at all will certainly move across the
line and they are doing it. That is not a theory at all.

Senator LuCAS. Senator, may I suggest that you examine my bill?
I am sure it accomplishes the same thing and with the help that you
can give us when we gat on the floor of the Senate we may be able to do
something for yqur people in Arkansas. I hope you start a campaign

with your scna.6al friends immediately.
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- Senator FULBRIGHT, From what I read about it I certainly will
support it. I was only'suggesting this alternative to apply to Arkansas
in case the committee felt they would not do it because there was such
a great amount involved, so I hope the chairman and the members of
the committee will approve this amendment now and not put it off.

The CHAIRMAN. We thank you.
Senator Pepper?
(The following was submitted for the record:)

FIELD PROCZDDRX MUORANDuM No. 408

FEBRUARY 10, 1947.

POLICY TO 83 FOLLOWED IN TIUE CONSIDERATION O1 FAMILY PARTNERSHIP CASES

To In lnnj Remnue Ageint in Charge of Field Divisions:
In a letter dated November 14, 1944 (IT:P:CA-OJM) addressed to the field

divisions, the Bureau outlined a policy to be followed in the consideration of
, family partnership cases. In that letter it was pointed out that the percentage

of cases then being decided adversely to the Government was too high and that
• the trend of the decisions at that time was not improving.

Since adoption of the policy in question the trend of judicial decisions has
shown a marked improvement. This fact suggests the advisability of restating
the policy hereafter to be followed in the examination of family partnership
returns. The recent favorable Judicial decisions, suqh as the Supreme Court
decisions in the Tower and Lusthaus cases, do not require any basic change or
modification of the policy outlined in Bureau letter of November 14, 1944, above
mentioned.

Section 22 (a) of the Internal Revenue Code taxes income to the person who
earns it, or who creates the right to receive it, or who controls its use. The
Supreme Court has held that income taxes may not be escaped by anticipatory
arrangements and contracts, no matter how skillfully devised t) prevent income
from vesting even for a second In the person who earned it (Lucas v. Earl (1930)
(281 U. S. 111, 50 S. Ct. 241)). Attempts to escape surtaxes by dividing one
income into two or more through the device of family partnerships presents an
,acute problem in the administration of the income tax. The basic question
presented by tho po-called family partnership is whether such a business arrange-
ment has sUveeded In splitting oneincome-or earning power into two or more
separately taxable parts within the family group for tax purposes. Such questions
es the proper classification of the business arrangement as a joint venture or
partnership, or Whether a valid partnership has been created under State law,
are not controlling on the question of avoidance of Federal surtaxes (Commie-stoer, v. Tower, 327 U. S. 2W0). #

'The four.major criteria for determining the validity for income-tax purposes
of an agreement purporting to create a family partnership are: (1) The rendition
of services by the family member alleged to be a partner, in the regular conduct
of the business, to a degree and of a quality commensurate with the status of a
partner in that kind of business; (2) the nature and extent of the alleged partner's
participation in jthe. control and management of the business: (3) the contribu-
tion to the business and subject to its riskso of capital' or credit originating with
the contributor and which is needed for and was not already available to the
business; and (4) the reasonableness of the relation between the proportionate
share of the profits granted to any member of the family by the agreement and
the proportion of the earnings whichis fairly attributable to the services rendered
by or the contributed capital) originating with, said member.

hearing in mind that each partnership has its own peculiar facts, which are
to be determined not only from the terms of the agreement but from the conduct
of the parties In carrying on the business, and nut stand in its own bottom,
business partnerships in which the partners or members are closely related may
be divided ,into three broad classes for income-tax purposes. With respect to
each of these classes the policy to be followed Is as follows:

1. Valid partnership for incom.e-ta purposes.-Where related persons enter into
an agreement purporting to create a so-called family partnesip or other ar-
rangement with respect to the operation of a business or inoome-producing von-

/
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ture, under which agreement each and all of the parties are accorded substan-
tially the same treatment and consideration with respect to their designated
Interests and prescribed responsibilities in the business as if they were strangers
dealing at arm's length; where the actions of the parties as legally responsible
persons evidence an intent to carry on a business in a partnership relation; and
where the terms of such agreement are substantially followed in the operation of
the business or venture as well as in the dealings of the partners or members with
each other-it is the policy of the Bureau to disregard the close family relation-
ship existing between the parties and to recognize for income-tax purposes the
division of profits as prescribed by such agreement. However, where the instru-
ment purporting to create the family partnership expressly provides that the
wife or child or other member of the family shall not be required to participate in
the management of the business, or is merely silent on that point, the extent and
nature of their services in the actual conduct of the business, will be given appro-
priate evidentiary weight on the question of intent to carry on the business as
partners. The class of business partnership described in this paragraph is re-.
garded as consiqting of those cases in which it is clearly correct to recognize the
partnership for income-tax purposes.

2. Sham transactions and tax-avoidance schemes.-Where all the facts reveal
the business arrangement as a sham, or as a flagrant device for tax-dodging pur-
poses, It shall be the policy of the Bureau to deny that the agreement affects a
division of the income of the person or persons whose services or capital earned
the profits of the business and created the right to receive it. For example
where the instrument purporting to create the family partnership expressly pro-
hibits the wife or child or other member of the family from partici ating in the
management of the business or from having any voice in the distribution of the
assets or profits of the business, or from exerc sin any control over the assets
or profits of the business, the validity of the specific agreement will be denied
for tax purposes (James L Pritchardet al. (1940) 7 T. C. No. 144; Nestor J.
Decker, T. C. Memo. Op., Dec. 2, 1946),

This second classifieation is regarded as consisting of those cases In which it
would be clearly against the weight of judicial authority to recognize for Income-
tax purposes the division of profits provided by the agreement.

3. Intermediate eases.-This classification contains the cases as to which the
outcome is uncertain.

(a) Where, after full development and consideration of the evidence, the
merits and equities of the case favor the taxpayer, or the litigating outcome
appears favorable to the taxpayer, the division of profits prescribed by the agree-
ment will be recognized as in the first classification. 'The examining officer should
proceed with discretion and carefully weigh all the facts and circumstances
before reaching a conclusion adverse to the taxpayer.

(b) Where, after full development, and consideration of the evidence, the merits
and equities of the case weigh in favor of the Covernment, and there are reason-
able prospects of successfully contesting the validity of the distribution of profits
prescribed by the agreement, a fair allocation should be made of the profits of
the business as between income attributable to personal services and Income
attributable to capital. Theramount of the profits attributable to services vould
then be apportioned between the parties on the basis of the fair value of the
services actually rendered by each to the business. The amount of the profits
attributable to capital would, under the peculiar facts of each case, be apportioned
between the parties on the basis of the capital and credit originating with, neces-
sary for, and risked in the business by each party (Claire L. Canfield, 7 T. C.
No' 107; M. M. Argo, 3 T. C. 1120- . Z. Todd, 3 T. . 643; W. B. Woosley,
C. C. Memo. Op., De. 6, 1946; and GCM 9825, C. B. X-2, 146).

IDZNTIFICATION Or FAMILY PARTNEIABHIPS

As a means of identifying family partnerships and developing the facts essential
to a correct treatment of such partnerships, it is suggested that each field division
adopt a standard-form inquiry letter and a check sheet. The inquiry letter
should be designed to secure the information necessary in the office audit of
cases which appear to be of this nature. The check sheet should servo as a
guide to the field agent and reviewer in the preparation and review of the report
on the ease examined. It is not deemed advisable to prescribe a general form of
inquiry letter and check sheet for use in all field divisions since the local situations
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to be met will not be the same in all divisions. There are attached, however
forms which may be modified and prepared so as to more nearly meet local
situations by each field division which ad$.pts this suggestion. Unnecessary work
in preparing these forms, either by taxpayers or revenue agents, should be avoided
where the case can with reasonable accuracy be classified without resort to all
of the detailed data required by such forms.

JWOPNMNO oW FAMILY PARTNERSHIP CaA53

In the consideration of family partnership cases it is inevitable that many of
such cases will present the question as to the reopening of closed years. In this
situation there ts no need for resort to arbitrary rules of thumb. Sound judgment
should be exercised in the consideration of the facts In each case. For instance
if the business arrangment is a sham or a flagrant case of tax dodging there would
seem to be no good reason for not re'penlng the closed years that can be reached
under the statutory period of limitation. On the other hand, if the case is classi-
fied as Intermediate under these subsections,, the treatment accorded family-part-
nership cases should follow the policy adopted with respect to other types of income-
tax cases which, in general, is not to reopen closed cases.

E. I. McLARNEY,
Deputy Commrsaioner.

ILetmtohed of Field Dismlon

(Suggested Inquiry letter to be sent partnerships located In outlying districts or
where volume of such cases requires saving of time)Name

Address Year(s)

This office has for preliminary survey your partnership return for the year(s)
above noted. In order that this office may consider the proper status of the
partnership for income tax purposes you are asked to furnish the followinginformation:

I Copy.of partnershipp agreement.
2) Statement of assets turned into the partnership by each partner.
8 Statement showing -balance in each partner's account at close of the

'year(s) under consideration.
(4) Were any of the assets turned into the partnership by a partner-

member received as a gift from any other partner-member at or before the
organization of the partnership? If so, explain fully, submitting documen-
tary evidence, if any, showing the transfer of the assets to the donee.

(8) Are any members of the partnership under 21 years of age?
(6) Are any members of the partnership related to any other member or

members by blood or by marriage? It so, state the respective relationship
of each partner-member.

- (7) Describe the services rendered by each member of the partnership and
state the amount of time devoted by each and the nature o the work per-
formed.

Please submit the foregoing Information to this office promptly, addressing
your reply to the internal revenue agent in charge (address).

Very truly yours,

Inirnal Revenue Agent in Charge.



561INDIVIDUAL INCOME TAX REDUCTION

EXHIBIT B

FAMILY PARTNERSHIP CHECK SHEET

(For use by examining officers in all family partnership cases. To be retained in
division office file)

A ddress: -----------------------------------------
Taxable Year(s): --------------------------------

STA

I. Partnership Agreement:
(A) Written:

1. Obtain copy of agreement(B) Oral:1. Obtain affidavit setting forth of agreement,
date executed and effective date

(C) Names of Partners:
1. Relationship

Explain:
2. Age, if important factor

Explain:
(D) Provisions of Agreement:

1. Was capital contributed by each partner .
2. State nature of and amount contributed by

each:
3. Allocation of profits and losses

Explain:
4. List names of active partners
5. Compensation for services

Explain:
6. Do all partners have power to sign check-

notes
Explain:

7. Do all partners act In 'nanagement and
control of business?

Explain:
8 Restrictions as to withdrawals

Expl!n:
9. Restrictions as to termination

Explain:
10. Restrictions as to liquidation

Explain:
(E) Registration of Fictitious Name:

1. Date of registration
2. Are names of all partners shown

F) Were Creditors and Bank Notified of Partnership
G) Are Insurance Policies in Partnership Name

II. History of Business:
(A) Description of Predecessor Business:

1. Nature of business
Explain:

(a) Corporation
Sole proprietorship

2. Were the present partners employed by
predecessor company?

Explain:
a) Time devoted

(b) Duties performed
c Responsibility

Compensation
e) Ownership

3. Was the predecessor business dissolved to
form present partnership

4. Is there legal evidence ofsale or transfer of
. assets N

TEMEINT BY
AGENT
Answer

Yes or No

-----------

...........
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EXHBIT B--Continued

YAMILT PASTNERSHIP COHCK sHzDT-continued

II. History of Business-Contnued STATEMENT BY
(B) Description of Partnership Business: AGENTAnswer

1. Nature of business: Yes or No
(a) Is It a technical business
(b) Has the type of business changed ------------

Explain:
2. Are profits the result of:

(a) Personal services
(b) Capital and personal services .....

3. Did the partnership serve a business purpose ....-.
Explain:

4. Is the partnership business operated in strict
accord with the terms of the partnership
agreement ------------

5. Are the dealings of the partners with each
other in strict accord with the terms of the
Dartnershin aurreement ------------

11. Partners' Services:
(A) Do the Partners Render Any of the Following

Elements of Service:
1. Manual services
2. Services independently of husband or father,

particularly in connection with suppliers or
customers

3. Signature of checks
4. Regularity of service
5. Strong showing of management of difice
6. Important share In daily control
7. Allocation of one portion of the business to

the dominant control of each partner
(B) Are the Services of Any Partner:

1. Intermittent service%
2. Working when needed
3. Entertaining customers

(C) Did the Activities of Any Partner Increase After the
Formation of the Partnership

Explain:
(D) Is the Business Managed Exclusively by the Former

Owner
Explain:

(E) Secure the Following Information In Regard to Each
Partner:

1. Time devoted to the business.
2 Specific duties performed.
8, Character and amount of responsibility,
4. Ability experience and the profitableness of

the duties,
IV. Capital Contributions:

(A) Source of Capital Contribution:
1. Personal earnings ofpartner

Explain:
2. Inherited by partner

Explain:
3. Loans from relatives or others

Explain:
4. Gift h

Explain: ,
out of partnrshipExlplain. :

6. Other mre

Explain:,

/i

4

.... . ....... °
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ExmBT B-Continued

FAMILY PARTNERSHIP CHECK SHUET-COItinuOd

STATEMENT BY
IV. Capital Contributions-Continued AGENT

(B) Date of Capital Contribution: Yes or No
1. If long prior to partnership ------------

(a) Was it made as a loan? ------------
(b) Was it made as a gift? ------------
(C) Was a proprietary interest granted

at that time?
1. Was the above contribution

lost or dissipated? ------------
. 2. Was there a continuity of pro-

prietary interest? -------
Explain:

2. At formation of partnership ------
3. Subsequent to formation of partnership ...........

, (C) Secure the Following:
1. Final balance sheet of predecessor business
2. Opening balance sheet of partnership

(a) Explain whether balance sheets con-
tain loans of partners

(D) Secure Transcript of Partners' Capital Accounts in
Detail, Showing Dates, Source, Amount, Etc.

V. Disposition of Profits:
(A) Are Profits Distributed in Accordance with the Part-

nership Agreement?
(B) Are the Profits Used for the Benefit of the Respective

Partners?
(C) Does Any One Partner Have Complete Control of

Distribution of Profits for Indefinite Period? ---------
(D) Does EBeh Partner Have:

1. The right of withdrawal of profit or capital? ------------
2. The independent retentioti of profits? ------------

(E) Make an Analysis of Partners' Drawing Account to
Ascertain the Disposition of the Withdrawals ------------

I. To pay Income taxes ------------
2. For family purposes ------------
S. Repayment of partner's loans -------------
4. Other withdrawals, if any ------------

Explain:
VI. Allocation of Income:

(A) Is the Income Attributable to the Personal Services
of the Partners?

(B) Is the Income Attributable to the Personal Services
and Capital Contribution of the Partners? ------------

1. Ascertain the amount attributable to:
(a) Personal services
(b) Capital

(C) Is Capital the Sole Income-Producing Fa'otor? ............
VII. Recommendation:
Approved ------ s---A-- - -- .....-------- nt .....

Dato ....................

STATZMZNT OF UON. CLAUDS PEPPER, "A UNITED STATES
SENATOR FROM THE STATE 9F FLORIDA

Senator PEPPE11. Mr. Chairman and gentfemen of the committee,
I join very cordially in what has been said here by Senator Fulbright
and Senator Lucai in the matter he has just discussed because my
people are interested in the s me matter and the legislature is con-
sdermg,le islation on Whe same ,,ubiect.
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Mr. Chairman and gentlemen of the committee, I offered an
amendment to H. R. 1 providing as follows:

Tuition and incidental expenses of teachers: In the case of an individual
employed as a teacher in any public or private school, all expenses for tuition,
books, laboratory fees and equipment, living, travel, and other incidental expenses
necessarily incurred while pursuing at any institution of learning a course of
instru6tion required for continuance of his employment or for advancement in
grade or salary and approved by appropriate school authority for such purpose.

The amendment made by this section shall be applicable to taxable years
beginning after )ecember 3f, 1946.

What that provides in substance, Mr. Chairman and members of
tha committee, is a deduction bv school teachers in the public and
high schools, of those expenses -that they incur for retaining their
professional status or improving themselves in-grade in the public-
school system.

. Mr. Chairman, for many years, the school teachers of America
have repeatedly tried without success to got the Bureau of Internal
Revenue to allow them to deduct from taxable income expenses for
training required of them by their employing school boards to meet
continued tenure or salary requisites.

The basic administrative decision of the Bureau of Internal Rev-
enue is 0. D. 892 issued on April 27, 1921 (in Cumulative Bulletin
No. 17-21 of the Bureau of Internal Revenue.) I quote this decision:

The expenses incurred by school teachers in attending summer school are in
the nature of personal expenses incurred in advancin their education and are not
deductible in computing net income.

I find no facts or reasoning accompanying this decision. I have,
furthermore, been informed by the Bureau of Internal Revenue that
any change to correct this situation would have to be accomplishedthough legislation.

I, there ore urge you to adopt my proposed amendment to H. R.
1, a bill to reduce individual income payments. My amendment
would permit the deduction from taxable income all expenses of a
public or private school teacher for tuition, books, laboratory fees
living, travel, and other incidental expenses necessarily inctrred
while pursuing at any institution of learning a course of instruction
required in order for him to hold his job or to get a salary increase or
grade promotion and approved by the appropriate school authority,
to whl-eh I adverted. Senator Lucas.I believe while you were out
I said what the amendment does was it allows teachers deduction in
their income tax calculation for expenses incurred in institutions of
learning in continuing the training that they have to have either to

mnm in their positions or to secure advancement in grade as teachers.
In my State of Florida, the teachers have stringent summer school

and other training program attendance required for continuance of
their tenure as teachers. I am reliably informed that such or similar
r1uirements are in effect throughout the country.

a present tax status of these necessary educational expenses of
school teachers is grosAy unfair. Rulings of the Bureau of Internal
Revenue show that deductions ar allowed professors, clergymen,
p ysicians, school teachers, and othlrO professional persons for such

enses as travel, meals, and lodging while atteo:E rganization
conventions and scientific meetings, oepteciation onboob and instru.
ments purchased for use in Work, subscriptions to educa-
tional jounas of their professions,

664
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I also find that the Bureau considers as ordinary and necessary
business expenses "in short, every necessary item of expenses in con-
'ducting business, incurred primarily because of and solely in the
furtherance of the business engaged in."

Now that is the rule with respect to business deductions.
Certainly, if a teacher is required to take educational courses either

to hold his job or to get a salary increase or grade promotion, such
expenses therefore are incurred primarily and solely in the further-
ance of the teaching business engaged in. I cannot see how it can
be considered otherwise under these circumstances.

Naturally, the question arises-how much are these expenses?
To what extent are teachers required to take such training? A recent
survey shows that elementary and high school teachers in cities of
over 30,000 in population prior to the war spent, on the average, for
such training in summer schools anywhere from $175 to $210. In
cities and towns of 30,000 or less these expenses averaged from about
$150 to $190. During the war these averages ranged, respectively,
from $160 to $200 in the larger cities and from about $160 to $190 in
the less densely populated areas.

This study also shows that only a very small proportion, less than
5 percent, of the teachers attending summer school received financial
assistance from their respective school systems.

So that this is not a case-of course they get their money from the
school authorities but this is a personal disbursement. The average
amount of such assistance was on the average less than $50 in such
cases ane. of course it was intended that this amendment should apply
only to that part of the expenditures which the teacher personally
incurs. Not of course what they receive from the employing authority.

The CHAIRMAN. Are there any open gaps in the system touching
the same principle and affecting other professional groups, Senator?

Senator PEPPER. Senator, that would of course require careful
phrasing, we have by language limited this only to the teacher, and
I think nobody else could come in under this language except the
teacher.

Now wheti' er or not there are other groups that might be similarly
affecteA I would not say with assurance, but I do feel that the prin-
ciple embodied in this amendment is a salutary principle.

About 25 to) 30 percent of the teachers had to have such attendance
in order to meet requirements for continued employment in their
current job, to meet salary requirements and to renew their teaching
-certificates in the same grade. A much larger proportion, almost 50
percent, :-eported that periodic profession study is required, the
owb of which is often more than the costs of summer tuition and
books.

At first glance the amount involved may not seem lage. But it
is clearly evident that school teachers have to have this inequity
cor acted not only because of the injustice involved but also because,
they need economic relief. Public school teachers in 1946 in the
United States received an average of about $2,000 a year in com-
parison with $2,596 for Federal Government, and $2 185 for factory
workers. Teachers' salaries failed to keep pace with the cost of living
which has risen about 55 percent since January 1941. In 1946-47
about 48 percent of them got under $2,000 a year and about 10 percent
under $4,200.
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As a result, school teachers are leaving tile industry in droves and
the number of new teachers entering the profession is substantially
below needs.

My amendment, while it would not afford substantial relief for tile
relatively small proportion of high-paid teachers, would correct a
serious inequity. it would, particularly, for th(e very low paid
teachers relieve them of the effect of. low salaries and the high cost of
living.

Mr. Chairman, something must be done for our school teachers.
They are the backbone of our free institution of democracy, public
education. This measure before you is but part of a larger program to
secure a sufficient number of well-tratined school teachers, which I have
been advocating. We must raise teachers' salaries to a decent level
and set a fair minimum wage for then. We must provide loans and
scholarships to attract our more capable students into our teacher-
training schools.

In short, we must do everything possible for our school system to
prevent it from further deterioration and to set the foundations of
high-standard free education for till our people. I urge the committee
to adopt my anienidment to 11. R. 1, as one step in that direction.
Mr. Chairman, I will ask that the sununary of decisions of the

Bureau of Internal Revenue pertaining to educational expenses of
teachers be accepted into the record and also a memorandum to the
Joint Committee on Internal Revenue Taxation on this subject pre-
pared by the National Educational Association.

The CHAIRMAN. We will be glad to put them in the record.
Senator PEPER. I will say in conclusion: In the* last Sunday's

issuo of the Now York Times there was a long article on the great
shortage in the teaching profession and the efforts being made to
induce more qualified young men and women to come into t lit profes-
sion. This is -% sinad aid but I (1o feel it would be helpful in the
direction of giving some aid to the teachers of the country.

Thank you for the privilege of appearing.
(The documents referred to are as follows:)

SUMMARY OF DXCIBIONS OF TIE "BUREAU OF INTERNAL IR.E-VENUE 1'ERTINIEiNr
TO EDUCATIONAl, EXPENSES OF TEAcmIIEIS

1. Travel expenses of a salaried eniployee who live'l in one city and traveled
to and from his residence to work in another city.

(a) "In short, every necesary item of expense in conducting business,
incurred primarily because of anid solely in the furtherance of the business
engaged in, is held to be an ordinary and necessary business expense."

(6) The test is the freedom of choice of the individual in occurring the
expense. It this case lie can't set up his residence wherever lie feels like.
Tihe result is a matter personal to him. It is not a matter undertaken for
business lurloses (Bureau of Internal Revenue, C. B. No. I, April.-l)eeember
1919, 8-19-317, 8. 1048, p. 102).

2. "The expenses incurred by school teachers in attending sunimer school are
in the nature of personal ex penses incurred in advancing their education and

,are not deductible in computing net income" (Bureau of Internal Revenue Bul.
No. 17-21, April 27, 1921, 17 -21-1595, 0. 1). 892).

3. (a) Nocessary expenses incurred by a number of a professional association
in sending a representative to its ammual convention for the sole purpose of
furthering the business interests of such member are allowable deductions (. 1.
2602).

(b) Anouos exlwvie(ld by phyhiian ii attending medical conventions are
deductible (Ceril Al. Jack v. (Comrnisioner 13 It. T. A. 720 C. It. X--2, 35).

(c) Amounts expended by clergymen to attend general coil vmtionis of their
church are deductible (appeal of Marion D. Shutler, 2 11. '. A. 23 C. B. X--2, 65).
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(d) Expenses of a professor of chemistry in connection with carrying on his
)rofession and attending scientific meeting and conventions are "ordinary and
necessary business expenses." (Ale'xander Silverman v. Commissioner 6 B. T. A.
1328-C. B. X-2, (15).

(e) A professional man is entitled to deduct a reasonable allowance covering
depreciation actually sustained on part of his library necessary and used wholly
in pursuit of his profession (Bulletin F, revised January 1931, p. 24).

,Jf) In the case of research work of a teacher in college without remuneration
depreciation on books and instruments purchased for use in research work and
expenses incurred in attending meetings of scientific societies are deductible.
Expeniiturem for plates and figures for illustrative purposes in publications of the
results of his investigation may or may not be deductible depending oni whether
the expense is an ordinary one or a capital expenditure (C. B. X11-14-6111,
(. C. M 11654).

4. Expenses for traveling, meals and lodging of a university professor while
teaching temporarily away from his home city are deductible (C. B. VIll-2,
July-December 1929, VIIl--29-4277, I. T. 2481).

5. Dues paid by teachers to professional societies, prices of subscriptions for
education journals of the profession, travel, meals and lodging incurred while
attending teachers' conventions, if not reimbursed, are ordinary and necessary
exl)enses which are deductible, the cost of technical books purchased specifically
in connection with their professional work is a capital expenditure and is not
deductible (C. B. 1941 -1 January--Juno 1941, 1941-0-10589, 1. T. 3448).

OCTOBER 2, 1946.

MEMORANDUM TO TIilE JOINT COMMITTEE ON INTERNAL I1Evt.NvE TAXATION

The National Education Association has conferred with staff members of the
Bureau of Internal Revenue and the Joint Committee on Internal revenue Tax&-
tion, from time to time over the past. 5 years, with regard to tht( deductibility of
teachers' suin.ver-school expenses as a business expense in the l)ayment (f Federal
income tax. The Bureau of Internal Revenue disallowed the deduction (0. 1).
892). The legal and logical arguments which the National 'Education Association
believes refute the correctness of the Btureau's decision have been submitted to
Members of Congress upon several occasions, particularly in a statement in No-
vember 1945. Subsequent conferences with the staff of the Joint Committee on
Internal Revenue Taxation raised several questions which the 1s8sociation is now
prepared to answer. An investigation was made of the summer-school attend-
ance and expenses of approximately 1,401 public-school teachers. The results
of this investigation are herewith rel)orted to the joint committee, in the hope
that the data will answer the questions raised by the joint committee as impedi-
ments to its reconmilelldaition that sulnuner-selool expenses be allowed as deduc-
tions for necessary brusine-s expenses.

The material collected with regard to summer-school attendance wa studied
in two sections: Attendance during the war years, 1941 -45, and prior to the war.
The reason for this (listinction is obviou.. During the war many pcrhons who
might. ordinarily have attended sunimer school did not (1o so ilk order to devote
their time andt energy to war work. Forthernmore, many school districts relaxed
their requirements during the war because of the shortage of teachers, govern-
mental restrictions upon travel, and the scarcity of living quarters in many areas.
)uring tih war years, one-half of the administrators aud two-fifths of the class-

room teachers did not attend sulnmer school even once in the 5-year period.
Prior to the wat, however, only one-sixth of the administrators and one-fifth of
I lie classroom teachers (lid riot tit tend snimmnir school at, least onev in the period
1936-40. The effect of the war is readily seen from theme comparisons.

Of those who did attend summer school at least one sunimer during the war
years, size of town or city in which t hey were employed had little relation to the
proportion of elementary teachers who attended, although among high-school
teachers a larger prot ortion at tended among the smaill-towm teachers than among
the city teacher:. I'lhe revere is truet of adinisttrators. Years of teaching
experience had home bearing uponI lhe proportion vho attendled at least one.ul-
liter school during, the war years. Vhenm the teachers and administ rat ors wert:
.segregated ictred ilng to Vii'ears of school expieriemce, hore Nv4 t aeli ne in lsitnlnier-
SChmil at! mdIthoIc wit ih incI,rea. i II vitar i of school experienee. Betore the war this
wfls not true excel for adninistratiors, Vor example, 48.3 percent of th., (,h,-
nmcntary-sehol teaehera sith 5 years' teachi.og experience atleimled stummor
8ehool at least imu, stinuimer in the period 1936 .10, while elementary teacher with
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more than 5 year' teaching experience attended in alnmst double that proportion,
even tioso with 30 or muore years of eXperience in tho teaching profession. in
general, a)proximately half of the teachers young in the profession attended
sunimmer school at least once in vears, while about three-fourt hs of tilie older
teachers did so. Oi the other hand, tie older teachers do not attem| ms fro-
qtnontly As the younger teadi.,rm, who are likely to g.) to suminer school more than
once lit a 5-year period.Sumimer-snoor attendance rins from 5 to 8 weeks per muimv er at an averye

annual total cost, of less than $200. One of tie qie tions raised by the staff oft te
joint committee was whether teachers exleet.' lI to deduct total sumnmr-school
extmses or only the cost of tuition and books. There is logic on both sides of this
question. If sumier-.shool attenidanco is a viicesary buiiness expense, as tle
National Education Asociflon has argued, tile tot-tal exlpeiseg connected thore-.
with should be deductible. On the other hand, the joint committee has suggested
that if travel and living exlplnses were allowed as a deduction, some teachers
might. take advantage of tie deductions to travel far and live "high." This objec-
tion on the part of the joint committee is somewhat reasonable, although the
association (toet not believe t hat the practice would be widespread. however,
the expenses actually incmurred by teachers for travel to summer schools attended
were the smaller part of the total expenses. Table I gives the average expolsges
for travel, for living away from home, and for tuition anld books. One comparison
may be made between the expenses during and before the war. Tuition am books
cost about tile same during 1941-45 as during 1936t-40, but travel and living
expenses were usually higher in the war years thbanl previously. In most eases
tulion and books cost, a summer-selool attendant around $50. If tie Bureau of
Internal revenue were willing to allow this allooint of deduction only, it would
be of some help to teachers.

Another (luetion raised by the joint committee with regard t.o this problem was
whether or not teachers who attend sunmner school are given financial aid from
tho school system to offset at, least. part of their Smleuner-school expenses. Tale
2 indicates that as a general rule there is no such financial aid given. There was
sLlightly more tendency in this direction during the war years than before ti war,
possibly because many emergency teachers eviployed duringg tile war needed to
attend summer schoolS for refresir courses. in ibout t8 percent of tie cases,
however, xvo finiaicial asistance was received by teachers to help thill meet their
expOnses of sumnmner-melhool attendance. Even . when tile school syst4'm ,,lid givo
soie asistance, the amount of money made available for this purpose was oily
a portion of the total ex ponseo, from $25 to $100, and usually li the neighborhood
of $50. Of course, in those rare eases where the school system should happen to
extend any tnanclal aid, the amount. of this aid would "le subtracted from itho
total expense before ti total expuse was deducted for iincolie tax lirpmes, it.s
Its donte in tie eae of the deductible explses il conviction with attendance at
profe ional motings.

'rAlmmL I.-Average e.xpenaes per sumiimer-sclhoei attni-idance

Average oieitnsm for-

81,, of city whero timployed uind type of 'rravW Livinl oway from Tuition avid bookspo, ltion Ilt

1941-45 11 40 1941-4A IP36-4-0 1041- 48 I31-40

2 3 4 6 7

Einloyed in ctih, OVer. :Ittlo :
Clertln tt'wlers:

hin itr . ... $21 tit $78 $84 057 0
Hihs wX.........3 37 101 107 09I '

Admnmlv-tmrs
Flntaitry.................... .. 34 4h FA 122 5

1151 l~~.................23 39 34 70 N2

IKome uilry. .... ............... 2 3( 7 7 5
JfIpu to...................... . 32 0 014 (l
Oy 14,0rsy .................... 44 40 12(1 II? (14) 54

R4 124 114r5y -.............. 3 40 112 (0j S
17pih Wr!,, .t .... . . . .. ... . .t .4 .6 . .

OmtI t'niilll . . ............. .. 64 45 IN4 11 611. ,
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The Bureau of Internal leven e in its decision disallowing summor-school
expe uses as a deduction stated that such expenses were "personal," The National
Education Association has argued that. suniuer-schiool exipen8es are not permoial
with respect to avoidahility in the large number of cae:s, since summer-schpol
attendancti is frequently a requirement of a local school-hoard resolution or of
State law. In this investigation it was found that approximately half of the
teachers were employed under local or State laws in which'leriodie, professional
Study was rquired, although the suniner. these teacheNr actually attended sum.i-
ner schools were not always for the purpose of mieeting t thoe requirements. For
instance, 17.7 l)ercent of the elementary teachers ili large cities reported that thev
attended suimer school to eiet. a requirement for continued employment ini
their current, position, but ,t6 percent of t he teacher. of the same groutip reported
that peroidic professional st mily was required. Two pthases of the data developed
out of this question: (i) The reason mot ivating the actual attendance reported,
and (b) the means for meeting the reljuiretnent of periodic profe.,iciial study
without, attending summer schools.

''ABE 2.---Auytm tits by school systriI torwi'd iumettlICr-sc'hool creximses

Ptrvent of host, at-
endtli ig mninnttr Avenrm.o alniltt of

scli Who te- ftlleilsl aid to-
cl\v°od tinaillcia ,l [vied front shool

Size of city where employei *!nd tyIle of position a.,"IstIel front system Ir 1wrRon
th school hys- c'riv.ig tiuch aid

1941-45 1936-40 1041-46 10,Q3'-40

1 2 3 4 8

Rinployek In ,itis over 30,0)0:
(CI, ,room tlchers:

..... ry......................... .......... 2 1 i 1.8 $7 145
Hi1l 5lhol ....................... . ..... ....... 2. I 3 44 100

Aduulnlstrators:
Fmet'iary.............. .............. ....... .. 4.7 1. 61 48 AOe
lnglh school ........................ .... 4.8 3.0 50 30
(hvril .......................................... 0 0

lt.1loyci iIll towns uilcr 30,l)00:
Closioon, tslclIci e :

Eteliei tary.............................. ....... ... 3. 4.1 ,12 St
ll1gh sliool ............ .... ............ 2.9 1.3 44 31(lnIcoerl.................................... 0 0.......... . . .

Admilnist rotors,
I,: clinvulary... ................................ .U. 7. 9 N 25
111ih solool ........................................... 2. 7 1.U 10 40
(hn rald.................................... 8.2 3.4 K1 44

Morn teachers ill large cities at tended sutinutr schools to qualify for hotter
positions than for ainy oitlier reason. To qualify for the noxt. giigher grade cor-
titicate was the most, popular reason given ly eieit ary teachers in mall towns.
High-school teachers and administrators in silall towns most often gave 1s their
ration tio prelaratlion for promlot ion.

Looking at. these reasons, given in table 3, froli the l oilt, of view of the Bureai
of Internal revenue, thm\ may. b,' divided into those which are avoidable mid
tos which lre inavoidal)e. • 'nivoiddble eitsons itro to ieet, requirettil for
Colil.ltiue employ eit li Cllrrent pod ion, (o met retqlitireuent If salary schedule,
and to renew a cert ificate of thle mii clams. Avoldilo rean Ois ire those which
Ieet, a standard which the teacher may choose to forego without. leaving the
profe ion, mioh as to qualify for plihceotit in higher salary cilis, to prepare for
tirolnlotioi to better posit ion, t o improve professionally, id for permsoil reasons,
P. g., Challaig of eilvirotiit. One reasoil, "to qualify for next, higher grade
cert itlcate,'" iighlt, he elassited is avoidable or univoidhle, defending UllO. the
ecirelnistanicem of the pearl lilar eas

t ,
. In solite hiuOitaice low-grado ceriffiates

uitti be exclhihged for certillcates of the next. higher gradlo after the low-grado
certiicato ii tljiestion hits btli hilhi for a desiliited niliber of years lnder
uichi eireitimitic it teacher's attendance It msiimur school ill order to qualify
fo0r the itext higher grade cen ritlate in lie ,reettui ito to renalltiig ill tie
pliofetdol. Oin l tit oher hand, in other circunst aiees a 3tva'ieol' lmay wish to
obtain 3 lhe next, higher grade certi itle is tile first, step toward it letter Itosition.
Ill hese Cases, attendnciLeO tit summer school in order to qualify for tihc next
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higher grade certificate is avoidable if the teacher is willing to relinquish advance-
ment in the profession. Onitting this reason of uncertain classification, the
reasons which are, unavoidable and necessary to a teacher in order to remain in
the profession or in the current position accounts for from one-fourth to one-third
of the attendance reported, while what the Bureau of Internal Revenue would
vat' avoidable reasons for summer-school expense accounts for from one-half to
three-fourths of the attendance. No.great differences obtain between the war
years and prewar years, Nut there appeared to be greater necessity on the part
of classroom teachers than administrators.

TABLE 3.-Reasons why teachers and administrators attended summer s-hool

Percent checking reasons

Size of city where employed andI type of position Unavoidable reasons Avoidable reeons

1941-45 193-40 1941-45 193-40

1 2 3 4 5

Employed in cities over 30,000:
Classroom teachers:

Elementary --------------------........................ 29. 2 . I. S5 10.0
ltgh school. -------------------------- ---- 2... 23. 7 52.7 65.1

Administrators:
E iN-wentary .................................... 20. 5 21.0 71.8 (. 7
High school ------------------------------------------- 17,. 22.1 54.2 48.5
Oeneral- -.------------------------------------........ 16. 25.8 5. 4 57. 1

Eniployed in towns under 30,000:
Classroom teachers:

Elementary ------------------------.................. 19. 0 25.4 46. 0 4:3.6
High school ------------------------------.... 32. C 28. 5 49. 7 67. 2
(eneral ---------------- ----------------............ .-- 26 .1 11.3 63. 1 37. A

Admlnistrators:
Elementary ---- ........-------------------------------- 13. 7 h9. 5 ('g. 8 46. 5
High school ---------------------------------.......... W. 9 19.2 73. 2 70. 5
General . .---------- -------------------.......... 12.1 11.7 51.0 1. 1

One may consider that these data are damaging to the position taken by he
National Edtueation Association in arguing that summer-school expeuse, slc Il
be considered 1te,(-sary business expenses, and therefore dedttctible. As a itatter
of fact, however, the data are not contradictory to the association's position but
rather bring out a t6oint which makes the association extend its position. Al-
though less than one-half of tile teachers who attended sunmnier school did so
because of some imiavoidable reason, more than half reported that their employing
school boards or State law required periollie professional study. Large proptr-
tions who *each minder such re(quirenietis are permitted to meet the requirement
by extension classes or correspondence coturses. Therefore, the association,
inst0uI(i of withdrawing its request for consideration of the deductibility of
sumrner-seltool expenses of teachers, extends that reqptest to include required
professional study regardless of whether the requirenteit is met by summer-
school attendance, extension classes, or correspondence. All requiie(l profes-
sional study, at least, should be considered a itecessary and tntavoitlatile husint, ss
exiwse of a publie-s(lhool teacher.

Table 4 shows the im1)portancte of inclitling exteisiton classes and correspont-
elicie coiUrses in the deductibl( business expenses of a tctneher. Travel and ex-
pensos of living away from home (do not figure in the total expenses of t ttse two
ients for ineeting the reqttirelttent, for periodie )rofessional study. Yet, the

average ainottts spent for extitsion classts an1(1 correspondence" courses are
higher than the average anioults spiut for tuition and books ii sutlnier stools.
It would he illogical to gre ntt deduction for sunier-szchool expenses and refu.t
a similar deduction for extension classes Sand corre, OIlttdellev colirses.

Tli Natioild l'dvcati ji Association retluests the t members and staff of the
Joint ('ommittee on Intoritl 1{oveitio Taxation to review again the its.-,oialion's
statitutt'nt of No v,,lur 19-45 in Mhieh the legal phases of this ibri lell vcre dis-

ll -t'd fully. 'I'lti t att--lit. together wit i e data lu-row ith rorted should
ctnvi, le 11he jonhit l lte i httee I ln jldic-sclool t.aehers shotlil ho allowt'd to
deduct, the tt. xpenses ilwlerrvd ill required l)eri(tic l)t' ofessioil stttly as a lmie(--fl'rl) tti Ies i u;.- (xjtl ,
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TABLE 4.-Extent to which periodic professional study is required and use of exten.
sion classes and correspondence courses to meet this requirement

io~rerit of ler n re-
(z)oI1p report- p1rtmrgnt t s iorlntr that ]'c(rcmt rising lPercent tlwing

riI t hat v, orresmis d- extenisioni corr-p ond-Size of city where erployel| anid i ilie pro- ltev iii rv cmci-i s to r i lnt-. to m rettype of pinitiot fi--.sin l 11 i m nir er r15Mir t' e o lio

sitlly Is this require- ll'llt roqluiretot nt
rkijilt i'd I ilitulvllt m nI t

1 2 4 5 14

Employed in cities over 3,00: .
Cltlsroomn teachers:

Elementary . .. 4&.0 90. 4 50.9 62. 1 20.7
igh W(xhool ...... 47.1 82,7 42.3 49.4 6.8

Administrators:
Elementary ............. A)5.0 73.3 -$). 0 64.6 0
High school . ...... 67. 1 81.3 :17.5 46.2 0
General .......... . 316. 4 100.0 25.0 75.0 0

EFlidloyesd iii toy. tituider 310,llk
Clasroorn te6.A, .

Elementary ............. 42.,1 74.3 51. 5 50. 7 30.8
High school . ........ 42 7 66 5 39 7 37.6 11.3
{heteral ................ ... 38.5 75.0 0 0 ..............

A dmiiistrators:
Elementary ..... .. 50. 72.4 31.0 57.1 11.1
High s1h1ool . -... . I 31.f) 36 7 46. 8 32.3 13.6
General 2.6 76 5 43.8 3, 5 0

Senator LIrCAs. I slioull like to read a short letter I have received
from rt. Bernard M. Baritch, of New York, on the general question of
taxes. Recently I sent him a Copy of the substitute bill that I have
prepared mind asked him to make any comments lie saw fit. Here is
the letter:

Ai.i, 30, 1947.
Hlo. Scol-'r W. Let-',

'nited States Senate, Senate Oftice Building,
Washington, 1). C.

MY I)F:At S:NA3TOi I,-CAs: Until we know iiore of what our obligaltins are
to he- national and internaltional-I would not redliee taxes at all. That was
exactly the position I t(ook when the taxes wer redicedll about $6 billion under
Vilson. It was more apparent. then i han it is now t hat we did not know what our
obligations were to l)e, yet we reduced taxes $6 billion, of which the corporations
got the greater advantage.

I then suggested that we take off the taxes layer by layer, that, is, as we pushed
the taxes up we should take them down. In ohler words, commencing in 1947
(which should have been this year) we would take off the last laver of taxes that
had been put on, which aniot.inted to $1,200,000,000 a year. ''his would have
affected I1ie lower brackets favorably. 'Then 1 y'ear after that--that is, ill
1948-we could tackle the previous raise ini taxes wieh, if I remember correctly,
brought ini about. $23 billion )lus.

I proposed doing it ill the following way: that each year 10 percent more should
be taken off iitil at, the end of 10 years, tlu linxt to tie last, wartime sUlp-r-t axis
would have beel repealed. In t0'e meat ime, this year we would have paid off
pretty close to $8 billion in debt an, next year the same. At the end of 10 years
our ofebt would have been well below $20 billion, aid the tax rate would have
been gradually going dowln. The probabilities are that if it had been handled
that way, the receipt would not hav gone down much. Ilowever, that is water
over the dai.

I particularly favor- -whether anything else is done or not-N-your suggestions
regarding lie income splitting.

But, taking it by anid large, I feel we ouiglhl to cit oir expenditures as in h as
we cali, bilt not reduce taxes. I look ulpoli this its a notice to the world that we
initeid to hold who evemr puos'ition we take, if we have tot hold it aloin. Nothing
would be s8) offectiv e as to see tlis coimitry get. hack into proluction md 1 lnlllcoimenco
to pay off its debt.

60815 -- 47-- --- 37
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SI (1o not know that 1 have been particularly helpful to you, but I have very
strong ideas about this taxation and the retirement of debt,' because I think the
retirement would make its stronger in the world and at hoine, and would (1o more
to b)ritig about a business revival than cuttingg taxes until we see where we are.

I am always glad to hear front yon.
Most sincerely yours,

Senator LucAs. Mr. Chairman, I have another witness, but he
submitted a letter. Mr. Ruttenberg of the CIO.

Your letter to Mr. Murray enclo.ing your tax hill which you lirolose to intro-
duce into the Senate in lieu of 11. It 1, the Knutson bill, lus been turned over to
me for examination.

I have carefully examined your bill. In principle the CI0 agrees with your
suggestions that there t)e an increase in personal exemptions and that if tax rates

are to he reduced they should he reduced on it point hasis ald iot i )ercentage
basis. \V tire, however, opposed in principle to the third pirovision of yollr hill
which calls for splitting of income.

As for the date the nv tax hill should become effective, we feel that a tax bill
which grants major relief to the low-income individuals should bI hecie effective
e's Soonias possible.

While we are agreed in liriliciple with the two sect ions of ylour lill which lirovidte
ittereased exeiptionis and redliced rat es oil i Point lisis, we (1 tiot feel that, the
prov isiois go far enough. At the present titie it is essential for a sound tax pro-
gram that personal exeim pt ions lihe increased coisideralyy in excet,- (if the increase,"
suggested in yotir bill. We have iroiose(d iii ottr tax test iiony before the Sotate
Finance ('ommit tee ol April 25, 19-47, that twiese satie exetipt ions be iicrelased
to $2,500 for a inarried person, $1,250 for a single individual and $500 for each
dependent. Iaising exemtl)ions to these levels should take lprecedence over aly
rate reductions. lit if an( when tax rates are reduced, it is es.s;ential that thcy'
be reduced on a poilit basis sich as )ropose(l ill your bill mtid iOl i)i)l a percentage
basis a1's proposed in, the Wuilltsoli bill.

We are opliposed to the concept. of splitting income because it gratits a special
privilege to high-incoine individuals. It give. to aid or it-,istance to tle low
income taxpayer. As a itatter (if fact a miiarried pierson with two dependents
would have to have ia gross income of $1,500 at Iresentt e\.iillilt io levels or $ 1,800
at exemlption levels proposed in your bill in order to begihi to receive any tieietit
from "l provision providing for splitting of iticone. A inarried person with no
dependents would need an income of frotim $3,300 to $3,600 to receive any inefit.
The henetit these individuals would receive with income nes in excess of lhese levels
is oxtrecely insignificant coimipared to the $6,000 tax saving an idivi(hial earning
$50,000 would receive if lie is permitted to split his incoie.

Instead of extending the special privilege which the conuiinity-property States
noxW have, it. would ibe wise for the Congress to remove this special privilege,
thereby requiring iattdatory joint returns. Year after year, former Secretary of
the Treasury Henry Morgenthau, Jr., piropotsed to Congress the eliinination of
special privilege for the conimunity-property States. We see no reation why the
Congress could iot, now remove the special privilege enjoyed hy residents of (oin-
l1lnlity- proprty States.

Your hill, with the exception of the splitting of income provision, while it does
not go near far eiiiug h, is far superior it) It. It. 1.

Sincerely yors,
STANI.;Y II. Ilt'TIIrFNIiEt a ,

AYssisant Director of lR'scur/ch.

The (I'IJ.1liMAN. IS N1r, Iloeipp here?
M. iOEi'LL, Yei, Sir.
The CiAlIRMAN. Will you conic forward, p Iase.
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STATEMENT OF JOHN HENRY HOEPPEL, EDITOR, NATIONAL
DEFENSE

The CHiAIRM. .1A. N.r. lloeppel, Senator Sparkman has asked us to
hevar you. WVill yoi proceedi, please.

N1 I. I IErmEI, My name is ,olin 1I. Ioeppel, I am a former
Inenlbi' of Congress, past commander of the American legion,

iited Spanish Walr Veterans, and the Veterans of F'oreign Wars,
and I now publish National I)efense, a national monthly periodical.
The periodical is devoted to the interests and welfare of police and
men reiired from tilt! arile services.

I am appearing l)eforo your honorable committee this lorni 1in,Senator, to call your attention to the desperate )light of th oisas
of enllisted men who have retired from the Army and Navy and
Marin, Corps an(I Coast, (itiard. nousands of tliese nien are
receiving approximately the same pay which they received ill 1922.

Over 7,000 of them alone received less than $90 per month i up until
July 1 of last year when their pay was increased 20 percent but
through the peclliiar computation miiethod, (the way the Navy and
'larine Corp figure their pay), these thousands of xiiea today receive
approximately $95 per month retired pay. I am requesting the
(.l1 irnian l ti tle honorale lllembers of the co111ittee to consider
exemlipt ing mten who receive less than $100 per muont h retired pay from
paving ai income tax, or at lest raising the exemptions for these men.
Yol' can readily appreciate how desperate e it is for tlhvse mew...... many

of them persona lily known to me are totally disabled. Yet, notwith-
stalndillg this, with their $95 or less per 1onth, if they are single they
ae require(l to piay an income tax. You well know that the cost, of
living has got pll imleasurably also taxes, not only nat ional
taxes, but, local taxes, have gone u) considerably.

1For. instance, my own l)roperty taxes in California have risen :00
percent. oil business prI)opeLty. Of ('olrse, i al111 not speaking for
illyself, 1 a speaking for ilhe meil whom I represent who are in tho
lower retdit-lpy categories, and 1 ail inclined to believe that may
views are ill accordance with Senator ILcas' proposal, but I think
I an1 a bit more 1lileal thani he would be, il icleasig incolule tax
exemptions. I suiggest, cxeiiptions for till retired enlisted mIt'Il of tile
armed forces be raised to at, least $1,000 per anum. If lie las ai
he doesn't have to pay a tax but if he is single you can appreciate what
he is upl) against aid 1 1101) that tile chailrlnlii alld tli memn( ers of
the Committee will consider either a provision providing that ilen
with less than $100 a mionith retired pay would 1e 'xeMlit from paying
income tax on their retired pay or that the exemption be raised to
say $1,000. Something lik, this is fair an1d just. and it is absolutely
liccessary if these mali aIl.' to eat.

I have Conclil('l ti..ipt (of lOX' sto'iy an1d if 1 may, ,um bers of
tle ('O ll iittee, 11mV I vi ye voil a reac ion ast 1t i 1 axl5Vii which c .' i

to melt' s I travn el froi ('alifo i 1 east. We throve va-t' .I \lv I
do llat ?

The CHiAIRM.ANx. V":r,\.

Mi. Iloi',P r':L. 'l'i' ' ;1s What I obscrv'ed. () ' of t,, gcithvlell
preeliiig me wa. opposed to the raising of exemiptions (m 11t'ouil
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taxes to those ill the lower pay categories. 1 am in favor of it and
this is the reason:

I lltale it m v business wherever I stopped ex route, to go tllouigh
tile business sections of tile comninmities, and 'ull would l)e surprised,
gentlemen, how the stores are blocked with goods. Everywhere they
are blocked with gm(ls. The building which I occupy in Arcadia,
Calif., is occupied by a representative of Westinghouse El'ectric (o.,
who sells their products. liv cannot sell all of tile household appli-
ances which are being turned over to him. lie has them in a ware-
house at the rear of his building and lie has rented another building
in which to store electric ranges.

That same condition applies throughout the United States. I
noticed ini driving along, the stores are till filled with materials which
apparently could be sold if the l)eople had the money to )uy.

Now, I contend that you will be doing the country iiimmea-,tiranble
good if vou will raise tl(e invOllie tax exemption', so that tie people
who wish these household appliances will have some money to buy.
That is my contention, and I hole that you gentlemlen, when von
fixiallyr bring this bill out of conference or go into conference, that, You
will (certainly come to some decision on that point, raising tit, exenll)-
tiois at least so those ill the lower pay (.utegories calli iuiy bread . That
is tile big point.

Now, I wish to refer to one or two other instances. I know tl
indivi(lual very close to me whose income is a little over $.5,)()0 per
almun. i[e lia' a wife ald two (,hilrel and he paid approximately
$500 or a little more income tfaxes lat year. ie needs things which
lie wants to )uy for his home. I know ie needs tlemi. li fact, I have
lent him money to buy. You can m'mltiply that by tlme millions
throughout the I united States. If you will nlise thte income tax
exemption for those in the lower pay categories, they Ntill Keel) ul'
factories in production. They will keel) them working, but as it Is
miow, it, is the begiling of a stlemate because m)ost people (to not
have purchasing power.

You are going to have these stores all chocked Itrd blocked with
goods alld no One with money to luiy. A good percent, of the buuyiuug
today hits taken llac e (due to the fact. of borrowing through the banks,
loan,; through the banks, but I coiiteiil it would be best if a man had
a substantial income and he could retain that. income and buy what,
he wishes without going through the medium oif borrowing from the
bank. This is a serious situation. I analyzed the entire prolhein
which is confronting tie ( C gr"gs, the debt, reduction and the (ques-
tio'l wh,,ther we are going to reduce t(e b idget, and ill those t hangs,
but the most important )oi t, Mr. (16.nian, that is before you,
and the point which tie people of the country are nilost interested inl,
is il taX reduction, and the method b1y which it, is being l)rol)os.l.
As the bill )assed the house it is absolutely one which will i' t, receive
the approval of tie bulk of the American p.,ope. They are( looking
for the raising of the eXemltionts so thi'y cilit have a bit Imore none ,v
to) eat, to live on, aild I llow the met that I relpreselt, the retiie(Il
ofice'.s 1111d Imlelt of the ariied services, they are al ii(terested in tbe
raising of the exemptions. il my conlchudiing reamrks, I eilpeci ly
appeal to you that something lie dlone for these thousanlds of menl iii
the lower pay cat('gories who are ieing forced to pay anl income tax
from their very low pay. Some of them are veterns that were
called back to service again in this war, veterans of two warn, yet
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when they returned from the active service in World War II they
were immediately confronted with ai income tax.

Senator.Lucas is a veteran, a(d I wouhl like to propose another
thought. This refers to my own brother's son. lie served il this
war. lie came home. To show you the injuistice of the tax situation,
he camne home and worked a year. Ife was forced to pay $430, I
think it is, inl(eoie ta:, tit( vea' lie worked. Ife broke down. Ile is
is 1ow totally disabled with 'TB, ii Detroit.

Now, then. is a veteran who served his country . lie (ante home
and thought lke was going to niake good and tried to make good, yet.,
lie was forced -o laty fourI lIuI]d red-ami-somn,-odd dollars the year he
was able to work an(1 now he is on the hacks of the taxl)avers-
perhaps, for the balance of his life. Some (onsi(eration ought to Ie
also taken, I cO ltetl, for veterans of \Vorld War II who (-lmie black
ai:d tried to d1o tie 1 est tlI'v possby dvi ('uld ad who paid income tax,
like mv brother's bo , but who ar, u14w tot lllv disabled for the balaniee
of thelr lives.

I think you, Mr. ( ha irmaiin, andi gentlemen of the (omnimittee for
giving inc tlis opportulity to lipplear before you.

SeIit(,r I, UCAS. Is that (lis albility of vollr r'other's son traced to
the service?

Mr. IoPpL. Totl disllbilitv due to Trvi.e. T.B.
Senator LUCAS. Is ie, being tike, car, of?
Mr. I:epmP:iL,. lie is being taken cilre of now but last year lhe pail

four 1l111dr,,d and thirty-,olle-od(h dollars irwone, tax.

Th(, (IAIR.MAN. '111111k you for (coining.
Mr. I1ompim;r,. I thank you, 'Mm. haimin lt1 gentlemen of tlhe

('ollIlhlittee.
(Whereulpon, the witness wNs, excus(d.)
,The (IAIR MAN. WVe 111ye 110 other witnesse s oil the list and I think

we ar reday to ('lose the hearing.
The hearing is (losed.
(Thereupon, at 12:15 ). lil. an adjounimeiit w\ts taken.)
(The following statentels were received for the record.)

EXECUT E ()FICEs OF It. 1. MAcY & Co., I'C.,
Ne it, York, ay , 19,1?.

Senator SCOTi W. LUCAS,
Senate Office Building, Il'shington, D. C

MY DEARt SENATOR LUCAS: Thank vol for sending in youtr tax bill which I
have read with the greatest interest. I enclose a cop*y of solme remarks which I
made recently at a meeting of the Chamher of Commerce of the State of New
York.

I agree v. ith you that one of the first jobs of tax reform is to get equity y of treat-
meat of taxpayers of the 5tune class, and I believe the most flagrant violation
that we have todhlay of this principle, is relpre.-entedI by t ie' prefrred Irit ment of
1;oderal-income taxpayers in comm unit y-proprt y St at es.

V e ry sin ce re ly y o u r , BE A R D S E Y i t i ..

[For rvleae 12 1). i, A.. pi I 0, U0, I 'h ierebor of ('onvi v ot[ lie State of New York)

TAXI, 'kND '1 IC 11tiIi BuIr

leardsley U nfl, Chairman, It. 1I. Macy & ('o., Inc.

'le v.st, illI'e'vls( ill size of thle pod\\ ar t Federal tacx burden,a, ' olmared il i
tlhe 1920's or even with the 1930's brings with it new tests of soileodtees cef any
tax program. The old criteria for taxation, namely, equality of trinatiment as
between taxpayers of ithe same elas, simplicity ace I admieinixt ratiV(' (ive'cvnine
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although still valid must be enlarged to include a new criterion, economic effect.
Taxation has become a major bonsideration in fiscal policy.

We must recognize that the objective of national fiscal policy, including taxa-
tion, is above all to maintain a sound currency and etieient financial. institutions,
but, consistent with this basic purpose, fiscal policy, including taxation, should
and can contribute to their maintenance of a high level of prosperity, employment,
and productive investment.

Briefly, the idea be, hind our tax policy should be this: That our taxes s. hold
be high enough to contribute to the ital)ility of our currency and no higher. * Put-
ting it, another way, our taxes should be as low as they )ossi)ly can be without
putting the value of our money in danger of inflation. Tle lower our taxes are,
the more purchasing power will be left at home il tile hands of the people-
money that can be spent by them for the things they want to buy, or that can
be saved and invested in whatever manner they choose.

Now it follows from this l)rincil)le that our tax rates can and should be lowered
to tile point where the Federal budget will be balanced at what \\v woihl con-
sider a satisfactory level of high eml)loyment. If we ,et our tax rates any higher
than this, we are reducing unnecessarily the money that private individuals \ ill
have to spend and to invest; and, therefore, we make it, more ditlicult for ourselves
to keel) enplovment at satisfactory levels. There is wide agreement tIt a
satisfactory hig)t level of employment ill tilie United States malls today it national
income of at least $170 billion, ad so we should set our tax rates to balance I lie
budget at a national income of s170 billion, and not at $1 5) bill or 0111V les-er
figure. We want our tax system to work with us and not against us.

Other than this policy of setting tax rates to balance the budget at high (,n-
ployment, there are only two alternative basic tax policies 11ossiblh. One is to
increase tax rates when the level of business is falling ill order to get scficient
revenues to balance tile budget on all annual basis. The other is to increase tax
rates when business is good and reduce them wli-1 business is bad. Tile fir !
alternative would be disastrolls; the second is politicallyy and adilinist rat ively
impract ictal.

When we talk about balancing the budget we should recognize that there are
two budgets. Onle is tile Conventional budgett and the other is the onloI(latedc
budget, on a cash basis. When bidgets were smaller, the distinction was less
important, but as President Truman points out ill his ecominclic report, it is tile
consolidated budget Olt it cash basis that measures t iew ecclnomie impact of Gov-
ernmelt tralsactions oll the. ecolloily. So, obviolil.v, it, is tie Conllsolidated
blldget on a cash basis that we shol , alance at high levels of einployfnlet.
Thile consolidated budget oil a cv. basis will show a surplhis of about fouir

billion dollars for the current fisctil year. Sliplpose congresss cuts the President's
askings for next year by as much as four billion dollars. Then for 1948, pre.-eiit
tax rates at high enlPloy11elit wouldI yiIdl a total of 8 trillion dollars as a surplis.
Accordingly, we are able to cut present tax rates to yield 8 billion dollars less
than they otherwise would, and still tile Budget would be Ialanced at high levels
of eilllloyillent.
Tax reduction of the magnitude that is both possible and desirable, if we think

only of ourselves, is both 'illflece.sary and tmitdesiIlrable if we will move prolpiily
toward making tile prodllucts of American industry • and agriculture more available
for world relief and reconstruction. We call still reduce taxes substantially and
at tile same time make substantial additional lons antd gifts abroad. In our own
interest, taking less thai this 8 billion dollarss of possillie tax reduction apllwars
to 1' tle l 1111ia1e and realistic 1)rograin for tile coming year. If, for exailllil,,
taxes sfholld be reduced to yield5 biillioni dollars l,,s, all additioild 3 Iillioll dollars
colild be allocated for forign recostructiomi.

(7r:der the policy of balancing tile Budget at high levels of (laloyleet, dbt
reduction would occur as a matter of course if employvllelt exceeds atceltable
levels or if prices emitmeli to rise. There should )be no fixed legishati'e Willillit-
mncIt to a program of debt reduet ioi except as delt reduction Colles automiat icilly
as a result of levels of enliployient or of l)rices tlat are to(,) high in terms .f the
long-time national welfare.

lecau'e of t ile size of the national debt, (leit nalllc(lt has ilecouI' an
c,5llial lart of fiscal and m(etary )olicy. Accordingly, (1(l I, r',(llCtiol huc d l
110 igsociled il a colBistent program %lwh fiscal a( lind itio.tarv (tecisioIiV. and
sh,hilllii ot )e arbitrarily legislated. a

Suppose we agree that al eight billion dollar (it iii taxes is i bI.s.lale, lut that
we lprefer to use three billion of til11 eight to aid in world reconst r) et i(n, Ilat

loaves five billion as a basis for tax reform and rate reductionts.
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Here then are some concrete suggestions as to program:
1. )o not permit titie pay-roll tax for Feleral ald-age benefits to rise oH Janu-

ary :, 1918, above the presenHt rate.
2. As a matter of e(quit:,- of giving equal treat meant to all taxpayers of the

!itlle cl.s', th lax effects of community property riles shotild be applied to all
taxpayers nt just I to thoso risitding ill ine States ill which those rules now exi,,t.

3. In reetogn iti u, of higher living costs, raise the exemption for taxpaY er anddhleehide.. froml $500 to $(60(.

4. Redlice itldivid lii icome-tax rates generally by about half the anoin its
Miggested by tithe WIay i Means C(ontinittee, taking particular note of the fact
thal itli( aggrogat, i ditition s i, tihle individual income tax utiler points 2, 3, and
4 exceed tit(, lo,-e (ommittee suggestions, but on a irueli more equitable and
construct ivo Iasis.

5. Eliminate those eeisw, taxes, except on gasoline, wliieh fall primarily oil
thp cost of doing bisin(e.s. These tax costs get, pyranided in higher prices,
llj(i ire eltu ,, and they I,''r no relation to income or profits.

i. i'inaly , I Ishmld k k, it, s(e another 2 percent reduction ili the corporation
ilimel tax, jivilt to keep the rate fluid on the (hown side. Next year, if good
Iirogr,:-,, is mae(I in worth reonlrui'tion and ill the intcreise ill rt owli p)lodue

-

t ivity, w(' will be el1 tI eitiitatei lie evil of double taxation oil corporlte income.
Tlse ec w(tr,, e propo:'als llow Itat rally from it rtognition of certain basic

priilwihpls dial ar, a rlrq )riae to thi e lit('w , vel of national fiscal operations.
If we cti a, r,,,. 4n ti l'rit( ieiples, the -pecifie measures to be takeii can I he variedWithin lva.,tmablv ]inlits. ()It (th. Ithpr~l hand, the latx nwasmr(s whichl hlay( Ieell
suggested to (late 'ein far otit of touch with th1 tiseal re:tlities. We tiiut face
these realities if our tax s vsteni is to help anI n t, to hi der our ilrogr(,, toward
an orderly anit iro.sporoui,; world.

NVIV VOIRK BOARD OF TlADE, IN'.,
Ntw York 7, N. Y.

In re tax rediietion
7o the 31clobers o , f the( Snate linancc ('ommittec, Senah 01/ice B'uilding, I1 ash-intm ), 1). C.,.

(GEN't.EMEN: The New York Board of Trale is ili agreement, with the purl)os(-
of the i tlivitdul Income Tax R(duction Act of 19-7, now uider con deration by
your committee. A reduction in personal income taxes at this I tittle wotld
increase the worker's Iake-honte pay and relieve the lr(,ssure of labor unions fot'
indtistiy-wide pay boosts. This ili turn wotld permit iidiustry to lower prices and
,sta|,ilizoe otir econlomyi.

Why 01ho1id we rIot reduce taxes now? If \%e do not reduce taxes at a time
when our nationall income is the highest in history and when we hav tle oplpor-
tinity for a ')ttdget strpl)us of tnany billions of dollars, when will we reduce taxes?
Will we do so only after V.. have brought otl a bilsiliess depression when national
income is vanisliing, wIn I'ederal revenues are shrinking, wlen Ilsiuless profits
are not here to tax, when unemployment is rampant, and when the Goverinet is
struggling to make ends meet? If thcre be an instance ili our more than 150 years
of finantcial history wheiN we did redttce taxes widrer such circumstances, no one
has called it to atteitiolm.

Tht iste of tax reduction against debt reduction wfich tie oppoonents of the
,ettliig t tix bill htVe Vettt ed is dangerously misleading, to say tlie least. Industry

is thoroughly couseions of tile importance of delbt reduction, but it is also conscious
of the imperative and compelling need for tax reduction. The] net effect of the
pending tax bill would be to divide the budget surplus about equally betweeti debt
reduction and tax reduction. All things considered, that is about the most
ensilble atid prait ical tiling to do under lre.enlt cireimistances.
More important than the aitiount by which we liappen to reltice our debt

this year is the need for establi.1iing, without delay, a pattern for debt reduction.
If we throw everything into (delt reduction now, redtciig our debt from $260
billiotis to $253 billiois, we will still have 1)ut hardly scratched tihle mit(tco of our
national debt, II o\ evet', we wN-ill live initiated a policy of reducing debt, oily
aud vholly (lut of si r-llus- --whieh will surely be ued ili the fl utre its it jtiitica-
tiOll tI pay otling if there is nio surplus. Would that be keeping faitli witi our
85,o00,(0 bondholders? We all know that years of srirplus in Governient
finance are entirely too i lfreq uent and too uncertain to be adlolted as a yardstick
for the payment of otir national debt. What every bondhiolder wants to know is
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that the payment of his bond will not be made the basis of a political football to
be kicked around from year to year.

The more effective approach to a concrete debt redtictioii program, therefore,
is to make definite provision in our annual tnidget for a I l)ercent reduction in the
principal of our debt. Once done, that should be a consistent and persistent
pcicy in good times and in bad. It would mean, in effect, that by paying 3
percent annually on our national debt instead of the present average interest rate
of 2 percent, we would 1)e amortizing the principal on a pay-as-you-go, systematic,
and businesslike basis. No single year would then be mi(luly burdened with a
disproportionatee debt payment and no single year would escape making provision
in the current ,udget for debt retirement.

The issue i- :t,or debt .-eduction against lax reduction. They are two separate
an(l distinct problems and in no way tied up with lIe halppnsi atnce of t li, vear's
budget figures. Systematic annual l)ayments on our naliotial debt from here out
should be a mnst. an-'. as much a part of our annual budget a.4 is the payment of
interest on our debt. With debt reduction as part of our atimal expendi(ltitre
budget, the keystone to tax redletion i,, more thain ever. a reduction in over-all
expenditures. We mur.t reduce taxes to bearable p) oort ions and keep our ex-
penditures within the revenue. A first step in tnox reduction can and unst he
taken now. To I hose in the lower brackets tax reduction would come as a welcome
relief from the mounting cost, of living. To husine-snen, in all brackets it vould
constitute a reaffirmation of our belief in the -svten of free entrprise. All of
us certaihly want to (to everything we can to make 'hat system work. The
entire world is waiting for Iroof that we crtin make it. work. Great lBiitain is
st eeped in socialism: Russia is rapidly expanding tile inillueuive of comm unisi.
We better (1o our free enterprising effectively--and quickly.

We need to again foster the inceniives to production' and profit. Our tax
system must affirmativelv encourage work, ingenuity, and the taking of risk.
It does exactly the opposite now. Tax rates are now 50 percent at $18,000; 71
percent at $50,000; 85 percent at. at $100,000. Such rates can be justified only
under a war economy, whe, everything is Government-controlled and Govern-
ment-dictated. Seif-preservation is then the driving force for work, responsi-
bility, and the assumption of risk. In peacetime, under our way of life, the same
or better results can be attained only by giving our free enterprise system the
fullest opportunity for self-expression.

%Ae need to reaffirm and reestablish the American system of free enterprise.
We need to reduce taxes, remove all other barriers to tiroduetion, and free our
energies to show the whole world what i possible under t stem of free enter-
prise and free men. The New York Board of Trade considers the enactment
of the Individual Income Tax lhduction Act of 1947 an important stel) in that
direction.

Respectfully yours,
M. L. SEIDMAN,

( Chairmann, 'Fcation committeee , New York Board of Trade.
For inclusion in the printed record of hearings b(ginnihg April 22, 1947.
Alu'u, 18, 1947.

-~T S'rATEu~MENT o. TAX I4EI1'reTION LEGISLATION SUfBMIT'iD BY CONSUMER RS UNION
OF UNIrmD ST.A'rEs, INc., 17 UNIoN 'SQUARE WST, NrEw YoK 3, N. Y.,
TilE SENA'rE FINANCE COMMITTEE,

Consumers Union, a nonprofit couunimer testing organization, irges the Senate
Finance C'ommnittee to reject II. It. I because it, is grossly inequitable and wold
not help sustain the dwindling purchasing power oft he great majority of American

'A, I. It. I gives the appearance of graduated tax reduction, but. in actuality would
give enorinotus windfalls to wealthy taxpayers. The bottom 70 percent of American
families voull receive only meager tax savings. For examl)le, the average factory
worker today is making about $47 a week, or $2,444 a year if he works 52 weeks.
Under It. It. I the average married factory worker with two children woull
receive a tax saving of only S12.48. His take-honie pay after taxes would be
increased by less than one-half of I percent. By contrast, the big corporation
exec'ttve who is getting- $300,000 a year would receive tax savings of $46,65 1.
His take-home income after taxes would be increased 61 percent.

The bottom 70 percent of American families, according to a Federal Reserve
Board survey, make less than $3,000 a year. Tlhse families have been hardet
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hit by inflationary prices which have cut deep into their purchasing power. But
they will receive little in the way of added purchasing power from 11. R. 1. Of
the $3.8 billion in tax reduction provided by the bill, 1.6 billion or 42 percent of
the total would go to the top 10 percent of taxpAyers. The bottom 70 percent of
taxpayers would receive $1.2 billion in savings or less than 32 percent of the
total cut.

H. R. 1 would not really help those families who urgently need tax relief as a
means of making up at least part of their lost purchasing power. Living costs
today are 20 percent higher than a year ago and 57 percent higher than before
the war. The purchasing power of the consumer's dollar has shrunk to less than
64 cents in prewar terms.

Inflationary living costs have caused a marked reduction in individual savings.
According to the Commerce Department, individual savings slumped more than
50 percent from 1945 to 1946, dropping from $33 billion to $16 billion. Put
another way, individual savings which were 28 percent of total consumer dis-
posable income (after taxes) in 1945 had fallen to 12 percent in 1946. By the
last quarter of 1946 the ratio of savings to disposable income had declined to
less than 10 percent.

The inflationary (train on savings is illustrated by the factor that in 1946 redemp-
tions of series E war bonds exceeded purchases by $500 million. Small denomin-
ation series E bonds were primarily the ones purchased during the war by those
families earning less than $5,000 a year. While sales of series E were going down,
sales of series F and G exceeded redemptions by more than $2 billion. These
latter series are the large denominations purchased almost entirely by the top
income groups.

Moreover, even at the peak of wartime savings, a Government survey revealed
that the top 10 percent of American families had 60 percent of total savings,
while the bottom 50 percent of families had only 3 percent of savings. Some 24
percent of families had no savings accounts or war bonds, and 29 percent of fain-
ilies had less than $500 in savings in these forms.

President Truman recently described the plight of millions of American families.
lie said: "Because of high prices, too many of these families are spending their
meager savings and cashing their war bonds. They are postponing necessary
medical care. They have gone into debt in an amount 50 percent greater than a
year ago. They are doing this, not through choice, hut in order to make ends
neet."

Such families in the income groups below $3,000 a year need to be exempted
from income taxes to bolster their dwindling purchasing power. The Lucas bill
under consideration b~y the Senate Finance committee e would be a step in this
direction since it raises exemptions from $500 to $600 apiece, thus increasing, the
total exemption of a family of four from the present $2,000 to $2,400. Under
11. It. 1, a marriedf couple'with two children that has an income of $3,000 would
receive tax savings of $57, while under t!e Lucas bill this family would have tax
savings of $88.

But the Lucas bill has two major defects. Its proposed tax reductions would
not go into effect until January 1 1948. The families who are going into debt
because of inflationary prices need to have their purchasing power strengthened
immediately and not next year, when as a result of the gal) between production and
consumption the economy may have been thrown into a tailspin.

Just as serious, the Lucas bill would permit taxpayers to split incomes for tax
purposes between husbands and wives, thus providing lhrge and ineqiiitable
savings for the top income groups. Uu(ler the l uicas proposal only taxpayers in
the groups above $5,000 a year would obtain tax advantages through the option
of splitting incomes. A. $3,000-a-year family would receive no benefit front the
income-sl)litting option. But the $300-thousand-a-year family would have its
taxes reduced by about $28,500 because of this device,

The excuse has been given that the option to split. incomes between husbands
and wives should be enacted in order to correct the inequity that exists because
this procedure is now permitted in the eight community property States. But
the way to eliminate this inequality is to enact mandatory joint family returns,
so that wealthy taxpayers in the community property States do not have this
loophole for mininizing their share of the national tax burden.

The McClellan and Murray bills, which are also before the Senate Finance
(ommitteo, come closest to exempting from taxation the minimum amount re-
quired to maintain a family at a level of health and decency. The authoritative
studies of the Heller committee show that at the present time over $3,500 a year
is needed to keep a family at a level of health and decency.
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Under both the McClellan and Murray bills a married couple with two children
would have a total exemption of $3,000. The Murray bill would raise the exemp-
tiotis of single individuals from $500 to $1,000 and of married couples from $1,000
to $2,000 while continuing the present $500 exemptions for children and depend-
ents. The 'cClellan bill would simply raise all exemptions from $500 to $750.
Since the Murray bill would give greater assistance of single individuals and
married couples with one or no children-help which they greatly need at the
present time-Consumers Union urges the enactment of the Murray bill. The
Senate Finance Committee has the responsibility of providing tax relief for the
70 percent of American families whose shrinking )urchasing power is umidermining
the basis of the current boom and paving the way for a depression in tile not too
distant future. The way to provide proper tax relief is through speedy enact inent
of the Murray bill.

STATEMENT SUBMITTED BY MTH. S. SIDNEY BROMBER(, 1NUiLEk'o('I), N, .1.

INCENTIVE PRODUCTION REDUCED TAX

Additional incomes of corporations and their employees due tohely to the intro-
duction of profit, sharing, production bonuses, or any other incentive system shall
be taxed 50 percent of the regular tax less the percentage of the fall of the pri('e
of the product produced.

ILLUSTRATIONS

* 1. If the incomes of the employees increased 10 percem, the prodution in-
creased 10 percent (with the same number of employees) and the net profits
nereased also 10 percent, with prices of the products remaining stationary, the

employees shall be taxed on their additional incomes 50 percent of the regular
tax, corporations taxed 50 percent on their additional net profits.

2. If the Increase of workmen's income is 10 percent, the production increase
10 percent, net profits increased also 10 percent and the price, of 1he product
reduced 20 percent, the workmen would be taxed 50 minus 20 or 30 percent of the
regular tax on their additional income, the corlration would be taxed also 50
minus 20 or 30 percent of the regular corporation tax on additional profits due
solely to the introduction of the incentive system.

3. If the increase of the workmen's Income is 10 percent, the increase of produc-
tion is 10 percent, and net profits increased 20 percent with prices stationary, then
the workmen are to be taxed 50 percent on their additional income, corporations
to be taxed 50 percent on the first ro percent of profit increase, aml the rest of the
additional profits to be t,,xed full regular tax.

4. If the increase of the workmen s income is 10 percent, the increase of l)roduc-
tion is 10 percent,, the net profits increased 20 percent, atd the priee of the unit
of production reduced 10 percent, the workmen are to be taxed 50 mills 10 or
40 percent of the regular tax and the first 10 percent of increased net lprohis to i
taxed 50 minu,; 10 or 10 percent of the regular tax, and the iadditimeal 10 percent
of net profits shall be taxed full regular tax.

MAY 2, 1947.

STATEM-NT FILED BY WILLIAM (;4REN, PRESIDENT OF TIlE AMEItiCAN FIm.H-
ATION OF LABOR lBFORE TIM SENATE FINANCE COMMITTEE OF TIlE EuITII'Tr
CONGRESS, CONSIi)ERIN; II. It. 1 AND SENATE SUBSTITUTE FOR 11. R. 1, Pmo-
VtDINO FOR A RIEIDUCTION IN INDIVIIUAI INCOME, TAX IPAV1YENTs

The following ,;tatenient represents the )oint of view of the American Feder-
ation of Labor with reslict to 11. It. I and senate su1bstitute for ]1. It. 1, providing
for certain changes in individual income-tax payments.

Ini a pxriod of general prosperity total tax revenues should be kept at a highle ..- e v-lrv t e- m l ( i a
leveI An increased (share of the Fede* d revenue hullie a ibed I iard '
reduction of the national debt. The forces of inflation are strengthened at sm, It
a time if unwise tax cuts are naide.

The national income is now at an, all-time high. In the current, year thu
Fede ral Treasury is to achieve a surplus. While this surplus Is likely to be small,
its achievement so soon after the vast wartime expenditure.Q and at a time when
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peace is not, yet fully concltided is indeed significant. Under t hese circumstances
the American le(eration of labor Ielieves that tax cuts should )e made with
extretmie care. baring in niitiI their ultimate as well as their immediate elects.

Moreover, we believe itl .tl mi t to consider the wvho, program of tax
reduction ini rlat i(lt to national n(ds. Thr welfare of olur Nation and the
cotitiille(I iliaiilI'lialice of tiiglh lirot bi(t ioli anid eI i liteit imiSt, not he sacrificed
for the sake of tax redittion for its own sake. Th ere is general recognlitiiion of the
need for a broad program of Federal aid to eduiicaltion. The Almericant Fedleration
of i abor ik 'littiid to the support of such a Iprogram. It is (e(ually comn-
mitted to I1thle priiicilis viniib)(lied int previous social-security bills colisilred by
Coligr s'. T'hv problem of adeiiate housing is lore t hat a local problem; it
requires a progritil such as is iicorporatedl ill ot Taft-',lleli(er-%%agner bill,
which is currently being considered.

All of these mieasires will itivolvye the need for reveliue that was not ieltided
inll le Presideit's hi lget l,.,.age. They call for additional reverie that should
be t akvin in tii accoit wholi tax ('Ilts are cotisidered, just as fully as the lieeed for
balanciig the btidgt, at(il inkitig pro\.i-itli for deht retirillelt.

Ilowever, -i tico ("tigress is coisidt'ritig tax redtictiolls, the American Federtit iolt
of Labor earnestly recomtnnils that stich reduct oilis as tltV hit, lade lie (hsiglti(l
to raise le siuiilairds of living, and to ilterease getieral lptlrchasiltg power of those
ill thie low-ilctllie grolllps. 'i lrt (lteet exeml)tiolns are ridicitloislv low, takilig
into accollnt lihe fact that, living costs for moderate iticone families are 50 percett
higher than t hey were iii 1910. The Anierican Federation of Labor is tiiquali-
fiedly o)l)tose(l to any proposal for all across-the-boar(d l)ercet ltage reiietill in
itindividlal iicotil tax. We believe that, this met hod for redticing ilitividital
income taxes is itt directt opposition to th e lriiciple of progressive taxationt,
which labor strongly aid iisistently supports.

The American Federationi of Labor is oil record as favoring exellpti.on of at
leist $1,000, for atn individually wage earlIer, $2,000 for a niarried coulle, and at
least $500 for each dipetidenti. We favor the increased exemption for dependents
proposed in t Iltcs altendiiiln.

As between If. II. I and telie Senate substitute for II. It. 1, therefore, we believe
that the suilbstitlte measure lore ttearlv fleets the reqttiretients of a sOutl tax
policy, because it proviles more relief to those in the lower iticoei brackets at a
somewhat smaller loss in revenue. 11owever, ieit her proposal is fully cogiizalt
of the current revenue reqllirellets. While the Itcas aieildmietlt is a gretm
iniproveinent ott 1I. I. 1, it also fails to provide an eqiuitable proportiiate share
of tax relief to wage (arners, farmers, and other families of moderate iicoie who
iave borine (he heaviest burdeil of taxation throughout tile war.

It is oir milledrstatt(littg that tltider I!. II. I, the tax saving will aiotint to
$3,696,000,000 while ittider Setnate stbst ituttte for 11. It. I the tax saving will lie
aiproxiitielv $3,522,300,000

'hille posit ioti of thlie Atlericalt Federatiol (if Labor oti tax reditetiotns lrolliosvd
at this tilmte, ihterefore, tttay be stiiumarized its follows:

(1) The Alinricalin Federation (if Labor is opposed to any tax redtietions that
do not take iito accouttit the iteed for halattcittg tite budget in a period (If pros-
petrit and n iakiig proper provisioti for edhiatioli, social security, health, and1
loulsing ilteeds.

(2) The Atmiericani Federation of Libor is oppo.-ed to tax redcittioi liiit irt'es
that are, iiot part of ant itttegrated tax progrnm taking it o hiao lhi lhreset,
high excise tax litrdtll aitd t lie increasing t endentcy of State aid local govern-
lmiettts to depetit' on (oittstttiitioit taxes.

(3) Of lie t ax-reducition lroposals now beitig considered by your commitit tee
the Atnerica, Federalion of Labor believes that while Senate substitute for It. It.
1 (1oes not go far enough in reducing the tax burden of those in the lower ittcotie
groups, it is preferable to If. It. 1.

The iew proposal tfered ini ite ltucas anendnlent for splitting of family ill-
(t'tl1Is for tax putirposes deserves further study. While this tieasure %tlllld
renitove existing itequitit's favoring the resideti ts of certain Western States and
solve solmeP if tli t'lforceiiettt iroh ents, it wotllhot , ill otr opiltioii, work
equitalyly a ih, high iicoiie levek. This forintila wotuid provide a large escape
fromii tax liability til li e part of persons in the higher iiconie brackets. If
adplt(l, sich i hiroposal should be ctnfiield to taxpayers it) t he low iiiCOlmie
brackets.
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Net income after Federal (axes--urrent tax law, It. 1t. 1, Iucas amendment t)
I. R. I

IFamily of 41

Taxes Traxes Traxes under
Net Income before exemption under under IuCs

1946 law I. R. I amendment
to If. It.I

$905
689

1, FA12
8,522

24,111
(12, 301

406,00
KAM.8.1

4, 275, 000

I I

$13 $2,.95
17 57 W

471 4v9. 70

6, RIB 7.981. )
19. 29 23,071.7049, 941 (10, 24.0

341,300 90 78. 00
728,.00 819,235.00

3,822, 060 4,192,634.40

$2,00 ...... .................. ...................

$1,M .............. .......................... ...................

$A.00 00 ................................. ......................$10,0000. . . . .. . . . . . . . .. . - - . . .. . . . . .
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