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REVENUE ACT OF 1963

TURSDAY, NOVEMBER 18, 1968 . "~ i ' |
Ty - L 'U-SO‘SWAVTE’ "
. . v Co] nm, i ' ] E}oﬁ‘,F}&ANcE" i
o C T Washdngtom, D.C.
- .The committee met, pursuant to recess, at 10 a.m.; in room 2221, New
Senate Office Building, Senator Harry F. Byrd (chairmiah) presiding.

" Present: Senators Byrd ( BreSidin"g . Smathers, Gore, Talmadge,
Hartke, Ribicoff, Williams, Carlson, Bennett, Morton, -and Dirksen.’
" Also present: Elizabeth B, Springer, chief clerk, i+ 7

The Cuairmax. The committee will'cometoorder, ~ © = " .7 ..
The Chair desires to insert in the record a statément by Mr. Charles -
g. Oakes, chairman of the board of the Pennsylvania Power & Light
0. i P R S RO TPRE S ST I L I -
(The statement referred to follows:) " = = = 7 " ‘

ST

e
PRI

Powes & Liont Co, R H.R. 8363 . L

As chairman of the board of Pennsylvania Power & Light Co.; Allentown, Pa,,
Tiwish to place on record before the members of the S8enate Financeé Committee,
the following statement. ‘ S T

My statement is made on behalf of and in the intérest of the more than 96,000
people who are the direct owners of the stock of that company. These people,
atong- with over 17 million owners of stock in American corporgte enterprise,
are vitally concerned with the manner in which the returns they receive on .
thelr invested savings are subjected ‘to the imposition of the Federal income
tax. Also, there is the effect which any change in the tax treatment of such
dividends will have on the future marketing and glahiuty_ot equity securities
in this country as against the fiight of American capital into forelgn countries
for investment. - : o o

H.R. 8363, as passed by the House and now under consideration by your com-
mittee, proposes, over & 2-year period, to remove_coggl)letely the '4'percent tax
eredit on dividends received in excess of $100 exclusion from such dividends
which has been raised from the present excluslon of $50. " T
This proposed tax treatment of dividends fails to meet a twofold need, that

_ . 1. To stimulate the use of equity funds in the buillding of a sound and
~ ¥igorous domestic économy, and ‘ o e ’
.9, To reversé the trend of Amerlcan capital movement abroad. .

A prime tax reform needed now to encourage investors to furnish new capital
to stimulate a growing and expanding economy and to provide Jobs, 18 not only
u’i',reuuu tie 4 percent tax credit but to expand the present $50 dividend exclu:
slon to $200. : L o] .
" There 18 much to be gained and broad benefits to be 'ditlved by enlarging the
exclusion furthor to $200 and in retaining the 4 percent tdx eredit.

This will be beneficial : : o o ‘ . ’

A. To the national economy because it will— Lo L

© " 1, To the extent that a greater use of equitles 18 encouraged, additional

taxable sources would be created, thus producing an increase in Treasury
tax revenues, ,thereky ‘helping to offset the effect of proposed reductions’in
the present 62 perce tt;orpo;gte tax rate. - S C )

STATEMENT OF CHARLES E, OAKES, CHAIRMAN OF THE BOARD OF PENNSYLVANIA

B
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2. Reverse the downward trend of industrial Federal income tax corporate
receipts by the Treasury.

8. Provide a soundly conceived means of meeting the Natlon's capital
needs for growth and strengthened industrial expansion.

4. Be a further step toward correcting a tax system which, in the Presi.
dent's words, still “reduces the incentive for risk, investment, and effort—
thereby aborting our {ﬁgovﬁil,es d stifling oyr ngtlonal growth rate.”

B. Greatly simplify thea problém of tax returns.

B. At the individual taxpayer’s level because it will—

1. Encourage a large number- of -present noninvestors to direct some of
their savings into equities, especially those at the lower income levels.

; t:.; Enueiglurage POy nlesent #Hd4Nl Ixvastaly. tiilfiit .more of their savings

nto equities.

3. Provide 3 -megsure of income tax relief on a greater portion of savings
already §ub1e9t totaxat ;?q sp_ufce of corporate earnings.

4. Provide a greater proportion of tax relief to the small investor than

- to those with larger incomes than under the present tax law.

8. Grant complete relief for over half of the people with dividend income.

6. P;ovi%e a greater share of tax relief than at prexieps to taxpayers over
65 years old who have sacrificed over the years to provide themselves with a
sourcé of income at compulsory retirement. . ‘

- 7. Enable more people to participate as owners in American industrial
enterprise and thus gpcourage and strepgthen private investment which has
always been the basis of the Nation'’s economic well-being. .

O. At the corporate level hecayse It will—

1. Stimulite greater use of équity financing for new construction capital

needs. - S
2. Encourage the use of corporate equity capital which is a tax-producing
source as against tax-reducing debt financing. For many years the existing
Federal tax structure has tended to stimulate the use of debt financing.
This is a deterrent to the utilization of equity money, largely because of the
sizé of the tax {mposed on earnings at the corporate level.
ths' Reduce substantially the volume of reported dividend disbursements to

eqBury. . .

: i yom“ou‘ava greater payout of earnings to attract more invegtors to
provide a greater flow of equity money with a consequent lesgened use of
retained earnings for financing paw coustruction.
In thé aasldepts message to the Congress January 24 last, relative to a
mggtze%n ot thetm strycture, these beneflcigl results were recognized when he
pointed out that:

“The most urgent task facing qur Nation at home today is to end the tragic
waste of unemployment and unused resources—to step up the growth and vigor
of-oyr natiqn e?‘anmy——to inérease job and {nyestment o&ap(;rtgpltles e

“Originally’ des ined to hold back war and post-war infiatiop, our present
in¢ome tax structure now holds back consumer demand, initiative, and
investmel!t'” . ' -

“Despite the jmproyements from last year’s depreciation reform -4 ipvest-
ment credit * * * our tax r:gste‘g: still * ¢ ¢ reduces the inceptly~ for risk,
invg‘;:ttll::eht, ?'nd effort—thereby aborting our recoyerieg and stifiing our national
gro rate. B o

“Investment and productivity improvement will be spurred by more intensive
use of our preqengdnrpductlve poteatial; and the gdded incentives to risk taking
will speed the modernization of American industry. ditional dolipra ® * *
invested by rodqus will leqd to more Jobs, more plant capacity, more markets,
and thus 'stui’ more dollars for consumption gnd invegtment.” . .

In comment{ng on tha tax program apd its yelation to the. balgnce-of-payments
deficit, which the Commerce efqrtment, has recently estimated at an-annual
deficlency of around $2 billion, the Treasury Department emphasized:that we
bad been loging gold at a mych faster m?e ;hatp we could afford and atated that
steps should be {aken to restore our position to make the United States a more
attractive place in which to invest long-term capital. P )

Thus, the Treasury has noted that with too many dollars going abroad, the
administration has felt It necegsary to propose a special tax on the purchase of
foreign securities to discourage the outward flow of American capital, Yet,
;v'blle recognizing the instrument .of taxes as 8 means of discouraging foreign
nvestment, there would seem to have, been, a disregard of the import of taxes
as a deterrent to invest in venturesome American enterprise. . I refer to the
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proposed substantial reduction in the meager. enicotragement given in the 1954
Tax Act to investors in equity securities through the exclusion of $50 in divi-
dends received and the 4 percent tax credit on the remainder. ’
Rather than reducing this incentive to invest in venture-type securities, what
18 needed are positive measures to improve—to make more attractive the climate
for domestic investment; a more appropriate method and potentially more effec-
tive method to retain investment in America than negative measures to discour-
age American investments abroad.. We need to encourage, not discourage, our
people to put thelr dollars to work through equity investments in our domestic
enterprise—thereby creating more jobs—boosting our productivity—strengthen-
ing the competitive power of American industry in world markets. . - - *
There is general agreement that the demands for funds for new capital forma-
tion will be very great over the next decade. For the 10-year period from 1960
to 1970, $500 billion of funds must be forthcoming to take care of the new
construction which is necessary. : .
To finance this huge construction program, the cash needed can only come from
three sources:
1. Cash generation from the day-to-day operations of business through
depreciation reserves and retalned earnings. . o R
2. t financing. ]
3. Equity financing. . e ;
Debt and equity sgcu_dties—the latter, preferred and common stocks—must be
sold in the free market, New capital formation must be developed in order
that these securities can be marketed at reasonable ratés. . Equity financing is
especially important as it forms the base upon which the credit of the enterprise
is established and thus Is necessary so that debt securities can be marketed at
mfx?t?nab"ercgsti' ity security financing for All corporations diri “the By
e record of equity security financing for all corporations during the 5-year
perlod ended in 1962 shows an average of $2.4 biilion per year. I% Is evident
that a construction program of $500 biilioh will réquire a very large increase
in equity security sales and presents Industry with a very great tagk. = . . .
The need to provide incentive for venture-type {nvestments .was clearly
recognized at the time the 1054 Tax Act was passéd by Congress as the key to
modernization of our productive capacity. At that time it was proposed that
$50 of dividends received by individuals would be excluded in 1054 and $100
thereafter, with a 5-percent tax credit for 1954 and then 10 percent in subsequent
years. Latér phishge of the bill 1owered these amounts to the. present $50
exclusion and 4-pércent tax éredit, Yet in spite of the claim tbat this has not
me; t.h%ﬂt])b ectivlcla ?ft sﬁmgt%tl;igi igﬁxmeiit in e%uité:g: t&% :ecorge:hotws tln}t
‘eveh ‘with the slig neflelal ¢hanges then adopted, the number of people
qwh!n.‘g stock has fi?énb?lBZ percent from 0% ,mu‘lion in 1652 to the present
total ‘of 6vet 17 millieh. 80, glven ehcouragement to invest in job-creating
economic growth equity measureséé ective résu%t: have ensued f;gz: the judici-

Ty

ous congréssional Yorethought exercised in tg? agsage of the 1954 legislation.
It may, therefors, reasonably bé expéétﬂ &t ,me'ﬁregter this form of tax
adjustment, the greater Will be the numberg of peéopl willing to
provide the capital funds for growth of the economy. ~ ° gt

But the House bill just passed and niow before this committee does not offer
our people suffictent {ntentive to participate in.oyr Nation's industrial growth
and‘grogress by putting théfr money into, Job-producing, .venture enterprise.
Nor does it encouFige those who already bave invested. Aieso people can find
little satisfaction 13 policles whereby as much 4s $3.5 billion or.moze can be
given in foreign aid to the people of foreign nations, worm{.has this may be,
while, at the same time, the Nation's tax policles discourage them from saving
and investifg in job-producing entetgoﬂse,bere at h(it?e,, R

The Treafury coild well afford to commit $221, _,mliu&n‘ for. additional tax
relief, eapecially with inich of this directed to the low gnd median: income tax-
payers who are jnvestors, of the total of .11-1;‘,’311!?3 reduction fn taxea effective
undés §1L.R. 8303,  Tax Qﬁmﬂpn,otfﬂ vidends Is.a powerful inducement to
ihdividaals for investhiént In ejuity securitibs. It would be most constructive
,whe;; m,akjng j&cqmg tax xt‘lequlons mgpihg!ve t:g:m added advantage to low and
medlan income taxpayers who are algo Invegtots. .. - b o G
: e‘%b tir‘és‘m?é vb,éké;(,ob,talqu,by:,‘thq ;divfgend'taxatlon relief granted by Con-
grésshitheima0t?:‘ G a2 e NN SR L L

The 1640 records of thé U.8, Treasafy i}emrgneft, show a reduction result-
ing: (1) From the $50 éxclusion ‘of 391'6%96‘%0'; (2) from the 4-percent tax credit
of £301,872,000; aud (3) a total of $393,005,000.

who will be
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How do the income groups receiving the benefits of these two relfef measures

‘compare? . Analy;!s shows the following picture:

e

Amdu:it,ol tax lcss‘t‘o the Mmy Department
. by reason of— , .

Adjusted gross fnsome classes . - - . —=
- 850 dividend exclusion | 4-percent tax credit

Amount | Percent | Amount | Percent

13.4 | $16,684,000 8.5
27.4| 38,083,000 12,6
3.5} 61,778,000 2.8
210 | 81,393,000 27.0
6.7 | 103,754,000 4.4
100.0 | 301,672,000 100.0

- These figures show, by income groups, the relief that the recipients of the two
tax benefits recelved. Note that 40.8 percent of the total benefits from the $50
dividend exclusion were realized by those whose returns showed adjusted gross
income of less than $10,000, compared with 18.1 percent from the 4-percent tax
credit. But also to be noted is that these lower income groups benefit dollarwise
substantially more from the 4-percent credit than from the $30 exclusion.

This suggests that while an increase in the dividend exclusion would be of
great help to the taxpayers in the lower income brackets, they also have a very
real interest in the retention of the 4-percent credit. o

While substantfal increases have taken place in the number of taxpaying
stockholders, there s & vast number of people who remain as potential investors.

Chart I shows the number of people who do not report dividends, broken down

‘by adjusted gross income classes. There were 78,847,301 people who filed taxable

income returns in 1960; 6914 miliion did not report dividends. Of this group,
there were 63,575,882 who had taxable incomes of less than $10,000. These do
not now own stock. ) . : -

Evidently, the big field for potential investors in equitles s the over 63 million
people with taxable income of less than $10,000 who do not now own stock. i
. If a better tax incentlve were provided, a substantial number of.these non-
investors wounld be stimulated to use some of their savings to, buy equity securi-
ties In a cross séction of industry. There is no doubt.tax exemption of dividends
is a powerful influence for equity investment by the small investor. If only a
small proportion of these nonstockholding people were to become stockholders,
the money, 8o realized would supply & very substantial amount of the vitally
needed capital for future industrial expansion. - .

For example, if only 10 percent of these 63,675,382 people, and the 8,893,215
with dividends below ,,co%d be.induced to become stockholders by each one
purchasing an averagé of $200 of stock each year over a 5-year period, about
$6.7 billion of needed capital would be available, an average of $134 blllion each

year, e s e S : .o : :

An additional $114 billion'of equity capita) 18 equal to over one-half of all the
equity capital sold annually for the.past 5 years. The. availabllity of this
amount of new equity capital would be the single most important stimulus to
the industrial growth so desirable at this time, R ) .

.Chart IX gives an indication of what can be expected from ralsing the $50
exclusion as suggested. . . . ,

-~ In 1960—8,885,209 individual tax returns had dividend receipts. Of this num-
ber, 1,452,840 were completely excluded from taxation of dividends by the
present $50 dividend exclusion. This left 4,032,950 with some dividends left in
their adjusted gross fncome. .. ... .. . o -

" 'The chart shows the distribution of these remaining 4,932,050 taxpayers by
'dt!‘n&?n?t:tk. their diyidends. The percentages of the total are shown on the right
of the stac o - . . -

Raising the $50 exclusion to $200 conld.be expected to Include about all of
those in the under-$100 diyidend group, with 26.8 percent of the total now paying
gxes on“pt:{t 2’39 t%elr atv! 2efndsthrecei‘o\:éé30 The at{glsuogff the $100 ggaulp '

ives a total of 39.8 percent for the ouping. .The $0- group 8
1,940,028 returns wihch, added to the 1,452,3% returns protectéd by the present
$50 dividend exclusion, gives'a grand total of 8,893,275 neturns.; Thus, over one-

4
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half of the total wouid be’ compietcly relIeVed of tamtlén ‘ot thélr divldends by
raising the exclusion to $200. e e

What {s most important, by raislxlx‘f the exemguon to woo 63 9 percent ot the
4,032,950 taxable returiis now treporting dividends would be ln the group with
adjusted gross incomes of 1éss than 310 000,

Encouraging equity investment by this potentlally large group of people in
the lower income brackets is important from another consideration. The avafl-
ability of anything like $8.7 billion for equity-type investments would be a major
influence in the marketing of such securitles. The bulk of the funds required to
finance the postwar growth hag largely come from current operations, a part
from retained earnings, with additional sums from depreciation,

If equity capital was in greater supply, more of the capital requlrements of
industry could be expected to come from investors. Thus the need to conserve
cash for expansion by retention of earnings would be lessened and more of the
industry’s earnings would be available to pay out to investors in the form of
dividends, much of which could be expected to be spent for goods and services
with a considerable portion over and above the exclusion and tax credit com-
ing back to the Federal Treasury in the form of taxes. Also productive of
taxes at the corporate level would be the greater use ot equltles in the place of

" tax-favored-debt issues. '

Substantial encouragement to take thig: important step ¢an be given the peo-
ple -in these lower income brackeis especidlly by extending the exclusion to
$200. The greater this form of ta) encouragement offered for this group, the
greater it may be ‘expected will be their incentive to become new owners of
equity-type securities. Not only will such tax relief release substantial sums
of money for investment in equities, but also it will do much to stimulate in-
terest: in the owneérship of- American industry 6n a broader basis, brlnging with
it the inherent advantages entailed by stch a course,

As a‘turther advantage, ralsing the amount of ‘the en:luslon to 3200 would
remove completely from tax on’dividends a very substantial number of people
whose yearly dividends would be wholly below the $200 Hmit. This would great-
ly simplify the auditing problem on thelr returns. - It woul@ make unnecessary
the establishment of the low limit of $10 for reporting dividends paid and per-
mit ralsing the limit to say $50, thus removlng mmions of n»ames from: the ]ist
of required reporting. -

The best way to provide this relief for the 1nvestor ln the loWer income brack-
ets 13 to increase the $50 dividénd exclusion. By Falsing the $50 exclusion fo
$200, tax-free investment opportunities: would be increased four times for the
small investor. Not only would this attract new investors, but it would enable

. gmrlly of the e:dstlng small lnvestora to add to’ thelr hcldlngs on a' taxoexempt
asfs, - - : '
“"With reduction in income tax rates appllcable to both thie corporate and Indl-
vidval rates, other changes have had.the objective of ralsing some additional
tfunds for the Treasury. - The question is'then, Would thie generation of addi-
‘.;tonal sa;: revenues ensue it new equlty lnvestment of 811,{; billion per year would
e made
© First, what is the en'ect of change ot the sﬁo excluslon to $200 bnt with the
-tax credit remaining at 4 percent? .
- The cost in 1960 to the Treasury of the $50. exclusion and’ the 4~percent eredlt
was $393 millilon.
. ‘With /a $200 exclusion, and a 4-percent tax credit, the tax savings to these
taxpayers would bé $614.7 million, a differénce of $221.7 million.’
The following table shows the et!ect ot tbls change by’ income classes- !

D

" Amount of tat o o the 'l‘re‘_s_mry Department
reason of . .

" . -Adjusted gross Income elasses ;
| Adiusted s o mdxv:dencexcmson i Apestent tex credit

Amount | permt |- Atbount | Pereent -

Pesoe0000( | 1a 884,000 | 3

91, 400, 000 263 | 34788,000 10

Rl R3 Rk U ms

26,800,000 | - | 102,854000 | 36

TOMAL. e eecererasmrnaemaceaneessesancanes| 347,000,000 100.0 | 206,772,000 100.0




1574 "‘REVENTE -ACT OF 1063

Comparing the existing provision of the tax law with the proposed change
shows there 18 a substantial benefit to thote in the lower Income classes:
Tota} effect of dividend taa benofits under $200 eaclusion versus presont $50
ezclusion with retention of 4 percent tam oredit

Increase in benefit to
$50 exclusion [$200 exclasion . taxpayers
Adjusted gross tncome olasses apd 4-percent |and 4-percent
. tax credit tax credit

Amount Percent
£50,664,000 | $21,800,000 76.8
118,%3,"000 ' 65.3078:000 81.3
1710000 | saeam000 i3
129, 3%, 000 19,%2000 17.6
Total...ceeeccnrenenanen teaseteescascnnne 803,005,000 { 614,672,000 | 221,667,000 80,4

Chart III shows that the taxpayers in the lower adjusted gross income classes
receive the greatest percentage increase in the benefits under the larger divi-
. dend exclusion compared to the present provision. In the income class under
$5,000, the additional benefit 1s 75.5 percent; those with incomes from $5,000 to
$10,000 are helped by an 87.3-percent improvement. In the income class of over
$50,000, the improvement 1s only 17.6 percent.
In there an offset? ; .
J£ only one-tenth of the 63.6 million nondividend receiving taxpayers, and the
8.4 million who report dividends under $200, would invest $200 each year for
. B years, $6.7 billion of new equity money would become available, What new
taxes would accrue to the Treasury from this new additional equity capital?
Assume that the dividends received on the $6.7 billlon would be at the rate
- of only 4 per¢ent—this wounld amount to $268 million. With a 60-percent payout
of earnings, $413 million in additional corporate Federal income taxes would
pour into the Treasury. Offsetting the $221.7 million loss to the Treasury by -
reason of the change from $50 to $200 exclusion would be this $413 million gain
in tax revenues from the increased investment by taxpayers in equity securities.
Thus, after the fifth year the net estimated gain to the Treasury would be $191.3
million if the exclusion is raised from $50 to $200 and the 4-percent tax credit

retained. ,

- Let us look at another fmportant area of impact—the elder citizen group.
The 1960 statistics by the Internal Revenue Service give for the first time
dividend data for individuals over 65. This chart IV shows, for 1960, indi-
vidual income tax returns of $9,913,670,000 of dividends received by individual
taxpayers, or $9,5630,148,000 after exclusion. This is the amount -of such div-
idends received by all sge groups. Of this total, 45.4 percent is represented by
returns where at least one taxpayer was 65 years old or over. : :

The tax returns on this chart V, from those taxpayers where at least one
taxpayer was 65 years old or over, show a total adjusted gross income of $24,-
278,078,000. Dividends received, after exclusions, amounted to 17.8 percent of
this total income. A

Investors with substantial financlal resources can cscape the taxation of in.
vestment income by the tax-exempt bond route. The small {anvestor usually is
pot in position to do this. Raising the exemption to $200 would offer some
semblance of equal opportunity to realize a small amount of income wholly tax
exempt—and at the same time provide additional income to the older group of
our citizens who have looked to their invested savings'for income in the declining
years..

What is proposed here is of vital concern and importance to all industry, large
and small. It would be especially important to the small investors in this coun-
try, for it would afford them, in large numbers, an opportunity to become owners
of the Nation’s {ndustries, to invest in the venture funds needed now by Ameri-
can industry, and to profit by their efforts. This, in turn, would be of con-
structive value to the whole country, and be of material aid in realizing the
desired growth in the Nation’s economy. . R -

The changes proposed are constructive and should be included in‘any tax

i

revislons now to be made. ,

I

i
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In the words of the '.t‘masnry. the "pﬂndpnl reason for the tax program s to
create jobs™ grow mom rapidly-—to remove the re-
straining weig! t of the tax dmand and incentives to
invest. With this objectlve, the program should p doa broadenl.nfog equity
investment opparfabities rather. a turther trlctivei treatmen

Any forward- looklng tax program shoul the prin-
ciple of rewazds, ouy W g retain moge of e atter taxes
when they Volnnt:my 43s4mé inherent in inv enture enter-
prise. It is this healthy incentive to profit, both individ sg)rpom , that
has been at the root of our national strength. s priné¢iple uld be fully

recognized and ephanced by judiclous tax treatment in the ationql lnterest
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Cuasr III
PERCENTAGE INCREASE IN BENEFIT TO TAXPAYERS
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. OHARP IV o

TOTAL DIVIDENDS, RECEIVED
AFTER EXCLUSIONS

$9,530, 143,000

\
) ALL AGE
GROUPS
- RECEIVED BY
65 YEARS OLD-p | 4,328 514,000 4
AND OVER 4y
’ J

SOURCE - U.5, TREASURY - INTERNAL REVENVE SERVICE 1960
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OmARR V..

TAXPAYERS 65 YEARS:AND OVER
S S ADJQSTED GROSS INCOME =~ =
 $24273,073,000.

DIVIDENDS RECEWED (Y $4 328 514.000 |
- AFTER EXCLUSIONS 0 #4328540 767.

FOR THE 5214,000 RETURNS WITH AT LEAST
| ONE TAXPAYER 65 YEARS OR OVER
soqgce- V.5, TREASURY - [NTERNAL REVENUE SERVICE-1960

The CuamrMAN. The only witness at this session is Mr. Walter W.
Heller, Chairman of the Council of Economic Advisers.,
Mr. fleller, please proceed. o

STATEMENT OF WALTER W. HELLER, CHAIRMAN, COUNCIL OF
ECONOMIC ADVISERS; ACCOMPANIED BY GARDNER ACKLEY
AND JOHN P. LEWIS, MEMBERS

Mr. Heuter, Mr. Chairman, and members of the committes, we
are pleased to have this opportunity to appear befere you to urge
your approval of H.R. 8383, subject to the one change relating to
capital gains taxation that has been recommended by Secretary Dillon.

'He basic case for this major revision of our income tax lgglslation
has been frequently presented by the President, and by Secretary
Dillon and other members of the .qdixxlqlstratlon. The Council of
Economic Advisers, Mr, Chairman, including my colleagues, Mr. Ack-
ley on my right and Mr. Lewis on my left, has, on a number of occa-
sions, developed the economic case for this crucially important piece
of legislation—in our annual reso;t for 1963, in testimony before the
Joint Economic Committee, and in other public presentations.

1{}9 shall not, theréfore, impose on the committee’s time by present-
ing that affirmative case again in detail. We assume that you would
prefer & summary of the economic case for tax reduction, leaving

- 24-532—88—pt, 4-—32 : | o o
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time for an examination >0f.t}\l§" dli"eg'éfons a._pg\l_gbjections that have
. A RN 2 S “‘,’ " !’._};

been raised concerning it..; ‘I o' iV

I. THE PROBLEMS OF  PERSISTENT UNEMPLOYMENT, EXCESS OAPACITY,
a AND DEFICITS

The Nation today needs, and can afford, a major reduction in Fed-
eral income taxes for both individuals and corporations. H.R. 8363
would meet this need by a balanced intome tax reduction of $11.1
billion. Thisiwould be a permanent reduction designed to deal with
the persistent problem of underutilization of the Nation’s manpower
and industrial capatity. At the same time, it offers, as an important
byproduct, our best hope for putting an end to a distressing series
of Federal deficits. : .

The nature of ouf problem is familian Since about 1957 our ad-
vances in employment and production thave not been sufficient to
provide the jobs required to employ our growing labor force and
to make full use of ,the American economy’s tremendous productive
potential. Over the 6 years 1958-63, our needless loss in output will
total almost $200 billion. In 1963 alone, this loss is about $30 billion.
During the same 6} years, our unemployment rate has averaged 6
percent, or nearly 50 percent higher than it did in the 1957-57 period.
This is also 50;percent higher than our interim unemployment target
of 1 percent which, in our view, is the least ambitious employment goal
that this Nation, in good conscience, car: set: itself, Even' in’the
first 10 months of 1963, ths unemployment rate has averaged 5.7 per-
cent, and still stands at 534 i)ercenp._ T

A reflection of this inailequate performance of our economy since
1957 is found in our Federal budget, which hagshown a cash deficit in
5 of the last 6 fiscal years for a cumulative deficit of $26 billion. The
reason has not been .an excessive growth of public expenditures, but
an inadequate growth of revenues associated with economic slack,

Although not fres of other economic problems—notably, several
periods of rising prices—the years from 1947 through 1957 set; an
excellent overall record of production and-employment., The end of
World War II did not, as many feared it would, restore the dismal
problems of the 1930’s, when our economy seemed chronically unable
to create enough jobs for its workers, and when many feared that it
was structurally incapable of generating enotigh incomes to permit us’
to buy all we could produce. ~ Imstead, the first postwar decade was
characterized by high and growin% employmerit; rapid expansion of
incomes and output, and high levels of investment—investment that
provided the growing capacity needed to meét swelling demands by
consumers, by Erivate business, l‘)]y Federzal, State, and local govern-
ments, and by the rest of the world. o

As a byproduct of this prosperous economy, we were able to main-
tain a balance in our Federal accounts. Over the-11 fiscal years from .
1947 through 1957, thers were seven cash surpluses and four cash defi-
cits, for a net cash surplus of $20 billion. =~ e '

In retrospect, the reasons for our excellent postwar performance in
production and employment are clear enough: During & decade and
o half of depression and war, vast backlogs of demand had been built
up by consumers, farmers, f)usmesses,‘ and State and local govern-
ments—for more and better durable 8, for Louses, for farm ma-
chinery, for plant and equipment, ahd for roads and:schools, The
Iorean conflict imposed new requitemerits before these backlogs had
been fully worked off.-- And after Korea, high consumer and invest-
ment demands were supported for several years by the tax reduction
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of 1054, a surgh ‘of automobile bityiWy #nd Loniebailding 41l 4 WidénX
iﬁ%hcqnyic_tion‘ 'that ouy 'écdiioiny . could su in*iﬂdéﬁnxﬁ‘jqf?nnﬁiqﬂzf
 PHen e failed tb'achieve filll' totdvery frofh’ thy 1957 recéssion,'and !
slid’ off into recession again’int, 1960.* 'Talk’of the’“soating slxties”’
egani to tirn's little'sour.' ' But thé unusial speéd of out recovéry'in'’
1961; giving promise‘of ! fuithét ‘giink 'to-come,! délayed’ récogi t,i’t}#‘}
that the underlying situation had’féall {th§7s’ t'ig’ cledr fiqw”
that we passed a wabérshed in'the 1955-57 péried, =/ =7 ivnt 25
‘Despite thé prolonged’ expansion be 'r’mirrg"i}ai;lé in'1961-4in @i
pansion that will soon @chisve 4 $100 billion risé in , and that HAg *
alréady reised industilal production'22 patcetifs pro £8'40  perdarit’
and ‘employment by ‘215 million—oti# ecoriomy, hiag' fiot: gEOWH:fasE
enough to eliminate excessive ‘ulemployment and untsed poductiye’
capacity.: 'Nor.ig there any reasénable prospect thit, withént ew mi*"
jor'measures of policy;'thé'¢urrent éxpansion ¢ah be sifficiently tccel-
erated and prolonged o achieve thé rtximuni'employrnént, product
tion, and purchasing power: which are the Nation's' stated' gcofiomit '
goals in the Employment Act of 1046.%7 1 1€ 1w wiee i i - s
" The pérformance of the U.S. economy i the B‘I’%ﬂye’aif demonstrates,
how fast we have to run mefely‘to'stand gtilli”” From the’tlﬂrd% arter
of 1962 to the thjrd quarter of 1963, our-GNP rose nearly $32 billion,
oi' an aver‘g of solrlne $600 for e::gd '(15S family. Alll)((l)t et u;;ggs-
ployment did not change—it avéraged 5% percent in'both: peridds.
In other words, such advanées in'GNP an '~igc§me‘ are bigenbugh‘to’
enable us to hold our owhy to absorb the yearly inéréasés in the Tabor -
force and the rise in labor productivity } biit they are hot big enough to
bring unemployment down to-ouif tnodest interim'target of 4'pércent, :
Even crossing: the $600 :billioit ‘GNP 1iné early in' 1964, while dra+"
matic and impressive, will'léave us well short of the accepted goal atl -
aspirations- of the ~Ameri¢9;'n people. . Unemployment, ‘will still be:
atound 514 percent of the labor force.. Operating rates in‘inddstry
will'still be well short of capacity.  ‘And.the economy’s annual out-
put of gioods and- services will still:be about'$30 billiof ‘short of'its
tential. , . SR
poThe primary reason for this unsatisfaétory performdnes is & lack
of adequate total demand. = A general strengthening of consumer mar-
kets and investment demands will: go & long way toward solving our
major economic problems. It will provide the basic incentive for busi-
ness to produce more goods and services and hire more workers. And
by thus accelerating the growth of production, jobs, and incomes, it
can enlarge the tax sufficiently to permit a restoration of balance
in our Federal accounts. Our whole postwar history demonstrates
- that full employment breeds budgetary surpluses, while a slack econ-
omy generateg deficits. T '
‘he Federal budget, in turn, is a powerful instrument for affect-
inﬁ the level of total market demand: Federal buying currently pro-
vides a market for some 11 to 12 percent of our total output of goods
and services; and Federal taxes (and iransfer payments) determine
how larFe a share of the incomes earned by consumers and businésses
will ‘be left in private hands to finance and motivate consumer buying
and business investment. . o
_There is no doubt that a massive expansion of Government spendin‘g
would raise output and reduce unemployment. It did so in World
War II and in the Korean conflict; and a rapid continuing expansion .
of public.demand ‘has made ‘a major contribution to thé remarkable
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postwar production.and employment, record, of Westexn Europe. But
the administration is convinced that under present circumstances no
massive substitution of public for pnvwm spending conld generate the
incentiyes for private creativity and initiative which are hasic to a

renepal of our economic vitglity. It therefore proposes.to strengthen
gri_vg . market demands and rttag,creasl:e new, prlx)vatejobs througgltx an
11 billion reduction i income;taxes, ) e
Tax reduction will ngt.only release purchasmgg;)iwer and raise pris
vate buyixéﬁobut it; is. also. an effective way to achieve the.combined
stimulug, th et:fh higher demand and sharpened husiness incentiv
whigh is needed, to. sbep.up»zz;xvatq investment, for modernization an
new produsts, ta acceleratn the growth of: p):ﬁd\lqtmty of U.8. indus-
try; and to cyt costs of production. - Through this method we, will not
onI{_ speed our domestic economie. growth, but, at, the:same time, we
will make American gooacs?;‘nqrg compe‘uﬁve,m‘_ world markets and
make. Alﬁarlqan, investment more attractive than investrent overseas,
thereby helping to overcome our. persistent, balance-of-payments defi-
cits.” Indeed, our balame-of-p::ﬂmants situation p‘rovi%eq one of the
strongest reasons both for stimulating our economic growth, and for

doingit by way of tax reduction and revision.
: ' II. THE BASIO CASE FOR TAX REDUCTION

Federal tax revenues, including payroll taxes, have ricen materially
as a proportion of the GNP since.1048. As the following table indi-
cates, they rose from 16,7 to 18,5 percent.of GNP between 1948 and
1957. Given the pent-up demands of the postwar years, the pressures
of the Korean conflict, and the healthy husiness optimism, of the 1954~
57 espansion, such g rise w:s consigtent with high employment and
served: to restrain, if not to prevent, inflation. Du the same
period, Federal purchases of goods and serviceg nose from, 7.4 parcent
of GNP in 1948 to 11.2 percant in 1057, and total Fedgral expenditures
éincludmg social security benefits and other trust fund payments) ross

rom 13.6 to 18 percent of GNP, and that is shown, summarized, in the
following table.

(The table referred to follows:)

Federal tae revenues, eapenditures, and purohases of goods and services,
as percentage of GNP: 1948, 1959, and 1968*

tin percent)
1st half, 1063
M8 " 1087 T At toacent
Actuat unemplo;l-
ment
TaXeS FeYeNUS S, «cuueneceranccrecscasccncacnes 16.7 - 18,8, 10.8 2.0
Expendituresd...........cceeeenciococcancnns 13.6 1&0 20.0 18.7
Puarchases of goods and services................. 7.4 2| , 1.8 10.8

1 f\nléﬁﬁ'& m oo mtgnal income and product aocounts,
# Includes peyments by }’.?&';1 trust funds.

Bource: Computed from De; at of Commerce data, except estimates for first-half 1
unamployment by Counctl of Economis Advisers. - o 650eP tes b,m 063 a¢ &-percent

Mr. Herrer. However, since 19587, expansionary pressures have
diminished markedly. Yot Federal tax revenues have continued.to
rise as & percentage of GNP, from 18.5'percent of GNP in 1957 to
19.8 percent in-the first half of this- year. - And had the ecotiomy

-, 7
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been operating at & 4-percent 1ovel of iitigiployment (approximately
the same a8 i N}’%"{ ), tax revenves would hgye been a sti higher per-
contagé of GNP, an estimatéd 20 percent. "During these same years,
however, Government purchases rose ‘only ‘from 112 to 11,5, percent
of GNP, and total expenditures from 18 to 90 ‘percent. 'But again,
had tho econoniy been operating at 4-percent nnemp.loyinént.,tm@,xears
the purchases actually mede this year would have Iallen ag a per-
centage of GNP, and total e'zlr‘gendityreé would haye risen only alightly,
to 18,7 percent of GNP, There ‘would have been s Federal surplus
(on a national income basis) of about$8billion.. .~ . o5
There can be no serious quarrel with the proposition that, relative
to the strength of public-plus-private demands, taxes have been too
high since 1957. 'This relative disparity has heen 8 gr;zna - sourge
‘of our ecoriomic difficulties. And it s this igparity that the ad-
ministration seeks to correct through tax reduction, through easing
the tax hrake. . S ST
The way in which an $11 billion tax reduction 'would translate it-
self into an increase of some $30 billion in total demand is increasingly
well understood. After-tax ponsumer-inoomes‘\ﬁould“rlse at existing
levels of production, by some $8.8 billion’ from individual tax reduc-
tion, and by an a,‘d,éitlonal $1 billion from corporate tax reduction
through higher dividends). As consumer after-tax .incomes rise, .
their spending on the purchase of consumer goods and services also
rises. fact, during each of the past dozen years, consumers in the
aggregate have spent close to 93 percent of their available after-tax
incomes on purchases of current output, and they would soon adjust
their spending. to restore that rate, To meet, this added demand, some
89 billion of extra annual production of consumer goods and services
would be generated. The production of these extra goods and services
would be generated. The production of these extra ‘goods and sery-
ices—using labor now unwillingly idle and plants now insufficiently
utilized—would %eir&erate new payrolls, profits, and farm and profes-
sional incomes., 'This extra income in turn would be respent on added
goods and services, generating repeated fufther cycles of income and .
xls ending, for a total direct consumption impact of more than $18 bil-
ion a Yyear. .
At the same time, incentives to invest would be stréngthened, lioth
by reduction of business taxes and by the fuller use of existing plant
and equipment. Extra business investment, together with higher resi-
dential construction and increased State and local government spend-
ing—financed by higher State and lota) tax ivie_ld‘s from an expand-
ing tax base—could add another $5 to $7 billion of annual derand
and production. This_production, too, would rafse. incomes, rein-
forcing consumer spending. by another. 85 to $7 billion. An expan-
sion in production of & proximately $30 billion pér year (at'this year’s
Tovel of gross national product afid income) is thus a reasonable ex-
pectation based on economic ex eriénee. - o L
A deliberate choits to use the tax-teduction private-demand Youte
to fuller prosperity carries two obvious ‘cor'oi,]arles: Firt, wo must
not offset the ‘expansion of private demands by an equivalent reduc-
tion of public dems,ndsv-‘th'iS would give us no net change in the total
of private-plus-public buying and ‘would undéreut the strength’of
both our deferise and civilia \'.Stogragns.; Yét, .second, wWé must re-
strain carefully the growth of }) blis expenditure to avoid an excessive
expansion of private-plus-public demand, to maintain efficient control
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IIT. [THE IMPORTANCE OF BARLY ACTION . . © - . , .

.over the use of public funds, ‘And to'assure the sarly restoration of
balance in our public financial decdunts. o
*  Apart, from the basic cass for the tax‘cut in overcoming persistent
~slack and creating jobs, the quéstion of timing is also important. 'The
_more rapidly production and incomes are already rising when' taxes
aré cut, the moré expansionary impetus the cut will provide—par-
“ticilarly to investment. Right now, expansion is occurring at a good
pace, business"conﬁdenc’g ig firm, and the stimulus of the tax cut will
_reinforce a strong existing momentum, thereby having its maximum
“impact in closing the gap of unused manpower and capacity. If we
wait, some of the momentum may be lost, and the tax cut will have
less of a springboard from which to raise our economy to the higher
lévels at which it can and should operate. :
- We are unlikely to find a better time, and we could well find a worse
one. Few. serious observers expect tfmt the current expansion can
accelerate without a tax cut. Rather, the debated question is chiefly
how much longer the expansion can be expected to continue before
" reaching a plateau or terminating ina downturn. | - :
' One who looks only at the unhappy record of the past would say a
downturn is already overdue. e average duration of peacetime
expansions since 1920 is 28 months, of poslz%V orld War IT expansions
_(omitting the one that spanned the Korean conflict), 32 months. We
are already. in the 33d month of this one, If it lasts until next April,
it will be the longest in our peacetime history, save only the 193337
“climb from the subdepths of the great depression, an expansion which
failed to reduce the unemployment rate below about 14 percent.
" However, we reject any mechanical extrapolation,of the past. Re-
cessions are never inevitable, and wise policy can both moderate their
severity when they occur, and even—by timely action—forestall them.
"No one can with certainty forecast that a 1964 recession will occur
if taxes are not cut now, But this much seems plain: The chances
that ‘the preserit economic éxpansion could continue through: 1964
without an early tax cut are poor—so poor, that the opportunity to
take out antirecession insurance as a byproduct of an attack on long-
eri{ pggg;ems becomes a powerful argument for timely enactment of
" "Most business forecasters tell us that, without the stimulus of tax
‘reduction, auto sales and residential construction next year are un-
lil;el{‘, to exceed current levels. . Moreover, we-know that Federal
purchases will rise less in 1964 than in 1963, And last week, the Me-
Graw-Hill survey reported that, business plans to spend only 4 percent
more in 1964 for plant and equipment than they $pent in 1963. Since
the fourth-quarter-1963 level is expected to exceed the 1963 average
by more than 4 percent the survey apears to forecast no further
‘Tise next year in this strategic tyfpe of expenditures. This would be
disappointing news were it not for the fact that other indicators—
and past experience—suggest a more optimistic investment outlook for
1964, especially if taxesarecut. - S .
~The source of our expansion in overall demand during 1963 have
‘been precisely the expenditures just reviewed—automobile purchases,
residential construction, Government purchases, and plant and equip-
ment investment, The outlodk for-the next 6 months is not for the
total of these expenditures to decline or even to fail to grow, but rather

’
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for the rate of ingrease to taper. off sharply, . In spite of a 2,6-percent
Tide in coRStALL-g !,’n;é_g-g)?‘i},’;‘ig,tha-&-«;;}fﬁée-qﬁf.-‘fﬁ‘iﬁ_ o 1668 the
“Y 88

October unemployrext kate stands at the samielovel o3 it did lns
; A slowing down

D'ecex'nbel"‘,‘!i;,ﬁ percent (after seaSbna% adjustmen \
cr’:tgur.rat_e of expansion would surely, cause a rise in,the unemployment
. Moreover, experience has shown time and time again that a slow-
down in expansion sets to work, forces that m4y, produce contraction.
'As the rate of expansion tapers off, 8o does the need .b%lll}‘usines'ﬁes; to
expand their stocks of inventories and fixed capital. Thus a fa_lliq
rate of expansion of demand ‘durinf the first half of next year cou
lead to contraction inthesecond half, . ... .. .. . .7
Timely_ passage of the tax bill therefore. becomes all .the Ir'll?{e
urgent. . Prompt action may enable us'to forestall a recession.. The
Nation’s stake in averting Tecessions can be illustrated by a_simple

caleulation based on the recessions of 1957-58 and 1960-61. A down-
turn equaling the average force of these two recessions would involve
a 2 percent, or $12 billion, drop in GNP. (annual rate), and would
bring with it— e ‘
A drop of over 9 percent in industrial production; :

A rise of 2 million, or 50 percent, in unemployment;and .

A sag in corporate profits (after tax) of over $5 billion, or 20

percent. : o o
And since we are concerned with the transitional loss in Federal
revenues as a result of a tax cut, it is sobering to reflect on the loss
of Federal revenues which a recession would bring. After the 1957
recession, for example, it was 2 years (8 calendar quarters), before
Federal revenues returned to their prerecession level. During this
time, there was a cumulative reduction of cash revenues, below the
prerecession level, of $614 billion. Had recession been avoided, rev-
enues of .course would have risen, not fa‘.ll?,n, Since Federal cash
payments continued to rise (in gart-t fight the recession), there was
‘a_cumulative shift to deficit of $17.2 billion in the 2 yéars of the
.1987-58_Tecession. In fiscal year. 1959 alohe, the cash deficit was
$13.1 billion., “A. domparable an.toda{»muld produce an even
larger revenus 1ossand an even larger Federal défieit, =~ - ° . ..
early, if the tax cut serves to avért a costly recession, it will have
rielded a big immediate dividend, quite apart from its long-run
nefits. . But it is worth emphasizing again that the basic case for the
tax cut rests on 6 years of perennia f; lack performance, Even if
expansion were to continue for another year or two at its present
“pace, iinemployment wéuld still be far too hiﬁh and. tens of billions
.of dollars of our potential output would.sti bo running to waste.
This was, and is, the basic caseé for the tax cut. . o

IV, THE BALANCE BETWEEN INVESTMENT AND CONSUMPTION

Choicé of the tax-reduction route to expansion requires a choice as
to whosa taxes to redice, whether high-income or low-income taxpay-
ers; whether individual or corporate taxpayers; whether thoss older
or younger, with’' larger or smaller families, receiving incoms from
labor or from' property; and so on.~ Although:many broader consid-
erations are also involved, there is'at least one major economis ques-
tion which underlies these choiées.: It concerns the desired balance
between added consunmption and added investment. o
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-‘A number of considerations bear on the question whether the tax
‘reduction should be primarily structyred to raise ¢onsumer purchas-
ing power or should ¢oncentrate instead on improving incentives to
investment: 0 ‘

1. For a country concerned with stepping. up its rate of growth
and improving its competitive position abroad through cost-cutting
investment, the U.S. record of private investment since 1957 is bot!
revéaling and- disturbinig. Jtixed busiriess investment in relation to
"GNP has fallen from the 10-11 gég’cgnt‘ levels of the 1949-57 period
_to an average of 9 percént of GNP in recent years.. I might point
‘out that while those percentagés may look small, each percentage
point represents roughly $6 billion of business investmént. As we
move from 9 percent to 11 percent of GNP we are talking about a
difference of as'much as $12 billion in investment. And in the 6-year
peériod 1956-62, while GNP (in constant prices) was rising by nearly
one-fifth, business fixed investment (also in constant prices) barely
struggled back to its level at the beginning of the period. Much of
the basis for the slowdown in growth and the speedup in the outflow
of investment funds abroad.is found in these figures. Until we make
investment here in the Unitéd States more attractive than invest-
ment abroad, and raise the rate of domestic investment relative to
domestic saving, we will not permanently solve our problem of ex-
cessive capital outflow. To deal with these Yroblems requires that we
raise our rate of investment closer to its earli

ier postwar levels, This,
in turn, implies a somewhat larger percentage growth in investment
than in consumer expenditures as wé move back toward high em-
ployment. : o , S - .
9. Of course, even if the initial stimulus of a tax cut wer: on-
centrated entirely on consumption, investment would also be indi-
rectzjv stimulated. ‘As output of consumption goods and services ex-
panded, producers would feel a growing pinch on capacity, which
would lead them to raise their investment rate to relieve the pinch.
But_the investment response. would be delayed, and it might well
produce some price advances—reflecting both the pressure of demand
on supplﬁ', and ‘on effort by businesses to finance the investment
through higher pretax profit margins. Moreover, it would be un-
likely to give investment the extra push needed to step up our growth
rate and our productivity advance. - ST L
- 8. Giving the entire initial stimulus to investment would, if the
stimulus were éoffective, also indirectly increase consumption. As
investment increased,.the higher employment and consumer incomes
earned in building new plants and producing new. machinery would
largely be used to exgand consumer buying.. But in the absence of
simultaneously expanding consumer markets, investment might fail
to respond to the stimuylus provided. At the ,verfg best, the expansion
in consumption would be delayed, and the effectiveness of the invest-
ment stimulus seriously weakened, because tapacity. rould have to
expand ahead of the ultimate market for its produet, ... - - ‘
. 4, We seek an assured, 8 balanced, and 4 sustainable éxpansion.
To get it we need a tax réduction that gives a balanced stimulus to
both consumption and investmenty: to consumptiony;to expand the
ultimate markets for growing:omut;i arid to-investment, both to -
provide the extrs capaocity to prodicd moré: conburner and  capital
goods in the years ahead, and ‘to do 8o with the rapidly rising pro-

re
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ductive efficiency that will support price stability and improve Amer-
fcan competitiveness; .. it oo e
~-8..'The balanced tax: reduction-in H.R: 8363 will raise the invest-
ment share of GNP back toward the levels of the earlier postwar
period; In the midfifties, when the investment share was nearly.11.per-
cent, the relative weight of donsumer and business taxes was no.dif-
forent than it has been in the past 8 years, H.R. 8368, combined with
the 1962 tax measuves, will provide a balanced reduction of both in-
dividual and corporate liabilities—each by about 20 percent. - :.. .. .

Consumer markets will receive the direct stimulus of an $8.8 billion
individual tax reduction.. A new:reduction of $2.8 billion for c:;s&
rations, combined with the $2.8 billion. of business tax benefits under
last yéar’s tax changes will not only add to consumer dividend incomes
and corporate cash flow, but, more significantly, will sharply increase
the aftertax profitability of new investment.’- For examp :ithe in--
crease for a new investment in an asset of 10-year life would be an
estimated 85 percent. In addition, while many large corporations may
find their internal cash flow no obstacle to expanding investment, this
is not true in all industries, nor is it typically true of smaller corpora-
tions, which get special tax advantages under H.R. 8363, nor of mil
lions of unincorporated businesses whose owners will directly benefit
from individual tax rate reductions. -

The roughty $25 billion expansion of consumer markets which the
tax out ig exi)eemd to generate, in its full effect, will validate the
roughly $5 billion of added investment by business in expanded pro-
ductive capacity. The stronger investment stimulants will result in
more, better, and lower cost products for consumers. And the inter-
locking effects of stronger consumer markets and higher investment
will create not only more, but move productive, jobs. = -

V. TAX OUTS8 AND THR PRICE LEVEL

An a¥praisal of the economic case for tax reduction must take ac-
count of 1ts possible impact on price levels. Many oritics of tax reduc-
tion fear that part of its expansionary force, possibly a large part,
will be expregsed in inflation. They often refer, in this connection, to
the past record of deficitsand price movements. , L
he facts of U.S. postwar experience contradict the assumed con-
nection between deficits and inflation.. The record peacetime deficit of
fiscal 1959 produced no inflation at the time or subsequently, nor have
the deficits-of fiscal years 1961, 1962, or 1063, while the surpluses of
1947, 1948, 1051, and 1057 coincided with the periods when most of our
postwar inflation ocourred. In the 11 fiscal years 1947 through 1957,
when we ran a cumulative net cash surplus of $20 billion, to which I
referred earlier, consumer price increases averaged 3.8 percent per
year and wholesale: prices, 4.4 percent. . But since fiscal 1957, while
we have run a cumulative net cash deficit of $26 billion, the increase in
consumer prices has slowed to 1.4 percent a year, and wholesale prices
have remained essentially unchanged. -~ =~ . . C
- In other words, it is not the budgetary surpluses or deficits as such
that determine whether we have inflation, but the level of total private
and puble demands relative :to our -productive capacity. Cutting
taxes or increasing expenditures at the wrong time, when total de-
mand i8 pressing against full-employment capacity, would risk infla-
tion. But that is not our sithation today. There is ample margin
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for an increase in outpiit, rather than prices, in response to an accelera-
tion in demand.: Our total output would have to be some $30 billipn
higher than now to-redice unémployment even to 4 percent and raise
fates of capacity utilization to satisfactory levels. ;. .; oo oo e
« The argument has been sometimes advanced that, before unemploy-
ment-could be reduced to 4. percent, . the economy -would encoynter
bottlanecks in the form ‘of shortages of .skilled -labor, which would
lead to inflationary rises in ‘wages au prices. . The Counail analyzed
this question in considerable détail in a- statement presented on Octo-
ber 91 -to-the Subcommittee ch -Employment and :Manpower of the
Senate Committee on Labor and Public Welfare...-Although.we found
cléar evidence of distressing and pefsistent ‘pockets: of structyral un-
employment we found little orino évidence to support the view, that
the economy would encounter .gerious: bottlenecks: on the way.to a
4-percent rate of unemployment. ;i - i Vo o tn T ot e o
- In'the past 5years our basic prices, especially our-wholesale prices,
have been remarkably stable, and . wage in¢reases have become steadily
more moderate—-in fact; our record of relative stability of prices and
swage costa-is unmatched by any other major industrial nation except
Canada..-We do not believe that a faster expansion stimulated by-tax
reductionneed spoil that record. . T A TS
In recent weeks and months, a number of price increases have
attracted attention and concern, But the wholesale price index s0 far
shows little of no reflection of thess increases, which suggests §a},that
there have also been some less publicized price reductions and (3) that
the bulk of prices has not moved.. - Nevertheless, we must expect that
there will be some further scattered price increases in the months
ahead. . ,Many of the increases we have already seen .and: wil}, con-
tinue to see are in prices of raw.materials, often of ay icultura).origin,
and frequently traded on international markets. e trend of such
prices has been stable or; downward for & number of years, and some
recovery will not be unexpected. But the abundance of world raw
material supplies suggests that serious:inflationary jpressures are not
1ike‘lryvtoorigmabein‘theéemarkets."‘jfﬁ- P L T e
s have more reason for concern with price increases dposted by
domestic manufacturers in industries where prices are guided by'the
judgment of producers rather than respondin -exclusively: to free-
market interaction of supply and demand.”* With tax. cuts in effect,
or even in prospect, gome*E(I;gducers may be tempted to take advantage
of expanding markéts to boost their prices and to enlarge thé'indrgin
over their costs. In thelight of record and rising profits and the still
higher sales and profits from the tax cut,-thé American’ ublic would,
in our opinion, have little sympathy for such pricing:policies. - :
. We also have good reason to hope that inflation: will not originate
in excessive increases in wage rate or fringe benefit costs. - Leaders of
responsible labor organizations increasing ﬁr recoghiza the tendency for
waf,e rate increases that exceed»thggirowt ‘of productivity to become
self-defeating if they are generalized, that gains realized in one turn
of the wage-price spiral are lost in the next.. - An added buffer against
inflationary wage settlements will be found in the faster increases of
roductivity stimulated by lower taxes—not to mention the billions of

ollars of increase in take-home pay from the tax cut itself. « -
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.‘For. theso reasons,we:do not.fear: gnimminent resumiption of the

mce-wage or w ricespiral. A combination of maderate increases
m wage ot er labor costs, healthy increases in productivity
and & nsmg voluh:e of ‘sales makes general increases in the level o
industrial prices unnecessary.:: Ins eed,:some -price ireductions would
seem appropriate as the expansion procgeds. , e have had; sevp
direct indications from major industrial executives jn, the
weeks, in a series of meotings we have had. “With; business } e& e;'s,
they expect the tax cut to bring-aboyt \ro{tune ingreases an umttqost
reductions that will make it easxer to hold .cprpent prices or even. to
Wducethem BRI i RIS T .'.:';s‘z.;“i Ak

. concwsxox CfsE i

he eniictment 'of, HR. 800" Soild cpnsohdate aﬁd,e,n g4 the
notable ecoriomic gams a ready qchleve he past, 8 yee ga}ps-
which have loosened but net. %et brok en é'np of underp ction
dxcessive uhemployment, &nd slow gro
‘Though no sin gz easuirg can solve 9, of ow' comple e(;énqmlc
¥roblems, H.R. 8363 proimses slgmﬁc,an a‘.dvances on, ea,glg 9 {‘l\e
ollowin fronts
It w1]f;
down; .
It will accelerabe the long-term owth of ‘our groduf;hve cgpaq:@y,
4 }lt will gelp to lower costs ‘an correct our ba am';e 0 -pp.yglep
e clt an
1 ?ilit will provide the economic base for overcommg qur chromc bud
eficits.
At the same time that it yields these sustameq long—fe}‘m beneﬁts,
it w1]l rovide important short-tetm insurance against recession, ., .
omestic economic measure since the war hag béen more care-
fnlly considered, either mthin the exeécutive branch or wnt}un the
Congress. And none has been ,m9r6 important. We urgently recom-
mend its early enactment.- A P
Thank you, Mr. Chairman, . o BN
* The CriamMaN. Thank you Very: mucb Mv Heller. ;. .}
Mr. Heller, when were you appmnted £6 the’ posxtlon you now ,old?
Mr. Hevier, In January 1961, ‘
The CHAIRMAN. At any time have you been )n favor of baiapcmg

the but}ﬁum
I am in fayor of balancmg the budget, Mr. Chaxrman,
or even runnmg a sur;ixlus, in a fully employed economy.
Cramyay. Did 'you.agree with, the Presxdent then when ‘he
said on January 30, 1061: . . e
"It I8 my cnrrent lntentlon to. advocate a. program of expendlture whtcb ln-
cluding revenues and stlmnlatlon ot the economy, wiu not of and by themselves
uhbalance the budget. :
Mr Herrer. Do I favor that statement, is ‘that your queetlo slr?
“The Cuaryan. It was in hisx mesgage of J anuary 80, 1961 é you
favor that?. .
% r. HELLER, At th! tlme, yee i
N. You wan ba,l nced budget at that tnnev
Mr, Herier, leen e. chd; ions. that were stated.in the Pnesx-
dent’s statement T'was acmr&mth that position, ..., .

P U R R P R R PPN ,‘ 'E"
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~The CHARMAN. Theh the:President, s little later-on, wl_xep he

brought up the budget, saids " - , o
see modest surplils ‘of $500 million, under the ptesent eéconomlc clr-
cumsw&ct: '2. mg‘&g:tt mlg: ‘of ﬁgo agnitude projeeted.?la the best national

pollcyconslderlngalloltgnrneedsand Jectives, : - . - i I
in‘lBut'iﬁ' fﬁct,in’ d few nqiohtﬂs that turnéd into a deficit of $6 or $8

illion, is that not éoxrectt , ~* - - -

~ Mr. Hepoen: Thatr{éeccbf et, ¢ -

* The CHAIRMAN. When'did you: think ‘the budget should -be bal-
anced and should not be balanced 1 SRR o

Mr. Herrer. Well, sir, I think the budget should be balanced or
even run & surplus in an economy that is operating at hlEh levels of

roduction, at reasonab_lg full Q;?p_l,oymm}t, say in the neighborhood of
4-percent wmplom, and at timés—in other words, when we are
making full and growing use of ‘qur productive capacity. I take
very inuch the same position; on this as Representative Mills stated in
defending the tax bill in the House of Representatives. ‘

The CHARMAN. Well, what part of balancing the budget should
- come from a reduction of expenditures$ . .

- Mr, Herrer, Apart from the always necessary restraint in expendi-
tures that is represented by efficiency and economy in Government, I
do not think that under present circumstances we should achieve bal-
ance by an actual reduction in expenditures. . L

It seems to me that what is necessary is an expansion in the base of
the economy so that we will have increasing revenues which, combined

with restraint in the growth of Government expenditures, will yield a
balanced budgetin a balanced economy, -~ .

The CaAIRMAN. You do not advocate at this time any reduction of
expenditures as.a Eart of balancirig the b}xd%‘;at? As you know, it is
out of halance. The '$e¢retar,¥ testified that the deficits will aggregate
$30 billien in 6 &eamf;t}x. t is the ﬁﬁfm’ 3 years and the 3 years to
come—and even then he did not definitely predict, a balanced budget.

In other words, what I am trying to get at, Mr, Heller, is this: What
is-your plan—and the ]ﬂ&p Q?th,e, a.fmiqi ration, if they desire to
balance the budget at all; for reducing expenditures to balance the

budget{ o , .

l\ﬁ?.tHnu.nR, Mr. Chairman, I think that the point made by Secre-
tary Dillon is that in the series of years en route to a balanced budget
we would accumulate ag much ag $30 billion of deficits.

I have a strong conviction, however, that if, on the one hand, we
stimulate the economy by increasing prfv‘ate' demand and, on the other
hand, we cancel that out by reducing public demand, the total effect
would be self-defeating because we would bé canceling out with one
action what we were undertaking with the other. - '

That conviction by no means .su%gwts we should a%ndemke spending
for spending’s sake. I am entire geogpo_sed to that. We should only
undertake the programs that can be defended and efficiently and eco-
nomically carried out. Nevertheless, this does not call for an overall
reduction in Government expenditures to offset the cut in taxes,

The CaamMAN, In other words, redycing expenditures is not a part
of your program to balance thebﬁdgeﬂ' s

Mr. Hevrer: Reducing expendifurey 4s & proportion of the gross -
national product—in éther words, réducing them relative to the size
of the economy—is part of this program. :

4
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'The Cuamman, I am not talking about that, Mr, Heller, : I.am
talking now about actually reducmg present expendntures wluoh are
approaching $100 billion. . -

r. Hetier, Actually reduomg total expenchtures below their. pres-
ent level is not, part of the program; no,sir, ;..

The CHamMaN. Then do you agree with M. Surtby, the Abs:stant
Seoreta of the Treasury, that the effectivencss of tax raté rédu¢-
tions will be lost from the short»run point, of view, if they ard aocom
panied by matching reductions in expenditured, “even: assuming such
expenditure reductions were possibiley,which thuy are-notd? ;.-

, Herazr, 1 agres.with that with one exception: . I 'agree with
it with respect to the gact on the total level of demand in the scon-
omy. On the other hand, if we paired tek redustion and expénditare
redustion, we would come out with some mcrqase in moentlves fi'om
lowering taxes. Ithink that would be— . eser e

The CHammaN. Thé reason I ‘4m aaklng thls hnd of quesﬁbns-u——

* Mr, Herrer., Excusé me. -

The CHAmRMAN (contmumg). Mr. Héllet, 1s t.hnb it t:..g&)ears evi-
dent to me that the program of the administration is to reduoce taxes
and increase spending, and the two together wﬂl make 1t/ nhpoeslble
to have a balanced budget, in my opinioh. - ' - ‘

Do you agree with the preamb ¢ in'the House bx]l whxch says. ’

To further the objective of obtaining balanced budxets in the neqﬁ' futﬁre.
Congress by this action—-

that is, by this bill—

recognizes the importance of taking all reasonable means to restrain Goverm
ment spending and urges the President to declare his accord with this objective
Mr. Hewirr. ‘Yes, I agres with thaty Mr. Cﬁarrman.f N
T(lille Cm;mmm But- you say you do not favor reducmg any ox-
nditures :
peMr Hecrer. No. I thmk that. restramt, in thls case 1s met hold-
d0wn the actual increass m ditures that would ot.ly
place. In other words, thi 1ven t.he vessures of .6
growmg pulation, risitig: standards of ing, a oonsequently
growing demands on Government;. there is. almdst. al natuml built-in
mcrease in Government expendltures I think that. has been the
history over the years. T
The CuairMaN. Do you: thmk the expendlture budget, for next
fiscal year will be greater than it is this year{
Mr. Heuier, Dol thihk that the expendlture botal mll be lugher?
- The CHAIRMAN. Yes.! .
Mr. HeLrer. Iwould expectlt would'bé; Yes, sxr.
“The CaamMAN. How much highef$ -
thr. HELLER.. Thab, 811‘, I have no way of knbwmg at thxé stage of
o
The CKAIRMAN. Then, do you thmk you are in conflict w1th the,
mamble ‘which the House stated was msérted with the a.pprbvaliof
o administration, that-=' " i
all reasonable means to resirain G i‘nmeht B ndl nd urgés the President’
to decféfe his acéord with this otijeg:lbvw be ng u rg esl‘gle v
you say you are not in favor of wducm Goverhmeht gpend-
mg 'fhat is about what I expected, and I wa.nt to thank you for

!

[}
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ytnt;::l ftt'ankness. “You have béeri véry frank about it. - I have antici-
P b1 A /B R LRI AL EARLE S [ S RN PR ~,‘?’,f;:=: N T H
You are the first Government witness who has come out and frankly
said lyou: do not' want to reduce the présent level of expenditires, but
you want to increase them, -:'- ot i b e
' Mr.-Heries. But;‘at the same:time; Mr:' Clinitman,:in fairness, it
should be recorded that, in view of the tax cut, I am thoroughly in
favor of restraining the advance in-Government expenditures below
what it otherwise would havebeen, : : :. . .0 17
. The Czamuman. Well, are you 'in favor-of restraining them to the
:xbent«'oftehtinmatmg wastey extravdgance; and unnecessary expendi-
1110 < - SO PHEANSTIN CTOR R AN VIR LW ey ORI LI e
~:Mnp, Herrer, Yes, T amysir, ¢ - -~ . -~ . :
»+ The CHAIRMAN: You said a few moments ago you were not i favor
of reducing the expenditures, - - . . .
- Mr, Herrer. Because I-think boiling out the waste and extrava-
ance, at the same time that we are meeting the legitimate needs of
the: American -people on both the defense and civilian fronts, would
not result in reducing the total. - Lo
“The -CHAmrMAN. You said a few moments ago you expected the
buiiﬁ‘et next year to be higher than this year.
o Hewrer, T do'expect the budget of next year to be higher than
this year. . [ Ce :
lee CHARMAN. We have made that a matter of record. .
Last year you were one of the strong advocates for a so-called
quickie tax cut. Would you agree that economic conditions which
have occitrred thus’ far this year now indicate that such a quickie
tax cut was not necessary and would have been unwisef o
Mr, Herier. Well, Mr. Chairman,:we have had this problem of
excessive: unemploymént and: un_use(i capacity for almost 6 years.
Quite apart from the question of whether I favored a quickie tax
cut or not last year, if we had been able to reduce taxes we would
have had a faster growth in our output, in jobs, and in profits in
the meanwhile. =~ * . ‘ S :
" The CramMaN. In other words, you believe that Congress would
%mve beergx wise in adopting a quickie tax cut such as you advocated
ast year : au o : :
r. Herrer. Let me put it this way: If it would have been possible
to have put through a balanced and well-considered tax cut under
those circumstances, yes. But I think that is a_question that has
to go well beyond economics—into the question of whether it would
have been possible for Congress, in its own judgment, to undertake
action on that kind of a schedule. S e
The Cuamman. If you had the choice betwéen the present tax
bill and the one you advocated a year ago, which one woul gou taket
Mr. Heuizr. 1 did not advocate any particulat tax reduction 4
ear ago. S B _
? Theg((})ﬁmmm You *d not advocate a quickie tax out last year?
Mr. Herer. I did ni . advocate a quickie tax cut:in-any official
ca;i%’cit last year; that is to say, there was no— o
o %‘HAIRMAN. You were certainly quoted last year as favoring a
quickie tax cut. . . : . .

’, v - RSP A
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‘Mr, HerLer. What I'am saying is this:. If we had had action last
year to redude taxes, the economy. would :have been further along
than it s today. i’ i o0 g i L s e

" The Caamrman. You-did favor it then at that time? (.. - .. -

Mr. Herrer. T did -favor tax action;. yes; to reduce.the excessiye
fiscal drag on the.econon‘lly. ) : . I
~ The CaARMAN:'What do:you mean by a:quickie tax:cut?: .j, !
- Mr. Hewrer, Well, 4-quickie‘tax cut would-be.a temporary reduc-
tion in taxes that would terminate within a year or so, and when I say
I did not advocate temporary reduction—— - . ©* = oo 5 n

The CuamumaN. Looking back:upon what hes:occurred with the
rising prosperity 'of the country, the increased profits of the business
corporations, which bring about a ter employment——while it -is
trus we may haye more unemployed:than we like—our total of eni.
ploymént as of today has reached the highest level in the history of
the Nation, =~ « - v o o ‘

-Mr. Hevrer. That is true. . - . I

The gC_ﬂ.tmm.m. I think it is around 69 million people, is that
correct L o S

Mr. Herrer. Yes; 69 million on a seasonally adjusted basis and
closer to 70 million actually. - -

The CHARMAN. Seventy million.

Mr. Herrer., Yes, T . o

The CuamMAN. So when you look at this unemployment you have
got to look at how many are employed as well as how many are unem-
ployed, and th?lgluwtion of the number of unerp&l)oyed is very difficult
to determine. The question arises as to the number of wage earners in
a family. Wives are working much more than they used to, and
there dare-things of that kind that must be considered. . - =~ - -

I am not in any way defending unemployment. I wish we could
have full employment. -~ - S
Mr. Heorer. Well, Mr; Chairman— .- - .

The CramrMAN. But what I want to get clear.is this: In your
statemenggou refer to the significant unmet needs for the expansion
of the Federal programs in such fields as education, urban renewal,
mass transportation, housing, public works, and health, In other
words{lfou want to increase the agpropriations and spending in these
particular cateﬁries is ‘that n;(g (A 2 '

- Mr. HerLer. Mr, dhairman,‘ ‘do not believe you are reading from
our statement of this morning,. -

Senator' Qore. That was last year. ' :

The Cramman. Is that what you said last %eeaﬂ : ‘

Mr, Herrer, Just so that the record would be straight, this is not
the statement——- S

The Cramrman. That was in the economic report. You make a
good many ‘speeches, and it is difficult to keep up with you. That
was in-the economic report submitted to Congress in January and
I assume you approved it. -~ ' . - ' e
. Mr. HeLieg, t I think is this: there are significant unmet needs
in the United States at-the present time, unmet needs in fields that
call for Federal action. In the course of time we will be much better
able to meet those needs if we have the kind of expansion in the na-
tional product and national income and, as & result, in Federal rev-

/
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enues, that will result from this tax reduction.. Afa.'m,, I am not
necessarily talking -in termis of expansion of the total budget. - Last
year, for example, the proposals of the administratiori included be-
tween $2 and $3 billion of inoreased or new programs which were offset
ll))y'd$2tdr‘ $3 billion of reductions or savings in the remainder of the
udget. L ) o

I do not believe it is inconsistent with tax reduction to recognize
the need for the éxparision or strengthening of cértdin programs and
the introduction of some new ones. :

The CramrMaN. If you expanded those programs that would mean
an increase in the budget, I would imagine. : .

Mr. Herrer. Well, it did not in the fiscal year 1964 budget proposed
by the President. The total of civilian expenditures, other than space,
defense, and interest on the debt was reduced slightly, in spite of the
faot that significant advances were made in a number of programs.

The CaamMaN. In one of your statements did you advocate delegat-
iCnogn to t,h?e President authority to cut taxes without an act of the

Lfr. Hewrer, It was subject to congressional veto, Mr. Chairman,
At no time did we suggest that the President be given authority to
cut taxes without congressional veto, and in presenting——

The CHAmMAN. After the President cut taxes, the Congress could
put them back ; is that what you meant { ‘

Mr, Herier. The President’s recommendation was that the pro-
posed temporary tax reduction lie on the congressional table, so to
speak, for 30 days before it would go into effect.

Senator Wirr1ams. Would the Senator yield

The CraIRMAN. Senator Williams?

Senator WiLruiams. As I understand it, the recommendation was
that the President have tl;i({)ower to cut taxes, but that when it came
time to raise them he wanted the Congress to have that responsibility.

Mr, Heorer. It was a one-way proposition—— .

Senator WiLLrams. Thatisright.

‘Mr, HELLER (continuing). Intended as an antirecession weapon.

Senator WiLriams. That is right. ( - :

* Mr. Heurer, Of course, the proposal was for authority for a tem-
porary 6-month cut. L , .

Senator Wrriams, That is right. He wanted political recognition
of cutting taxes, but he wanted Congress to take the onus of raising
them when it was necessa%. .

Mr, HeLrer. Senator Williams, I think the hesitancy to suggest
corresponding authority to increase tax rates was related more to
respect for the congrossional ]grerogatlve'in tax questions, :

é)enator WriLLiams. Why has Congress got the prerogative to raise
them more so than it has to reduce them ¢ o :

Mr, Hevier. It was the feeling, expressed by sorhe Members of Con-
gress, that a temporary suspension of the rates represented less of an
interference with congressional prerogatives. - ,

Senator WiLLiams., But you would agree that the political factor
was the most important factor in that equation. v
Mr. HeLLer. No,sir;Iwouldnot, =~ AR
Senator Wirriams. Excuse me, Mr, Chairman,

Senator Gore. Mr. Chairman, would you yield?.
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The CHAIRMAN, Senator Gored . . . .. - . .y .

Senator Gore. The complexity of the tax law, with the pressures
involved from many sources and from.all directions, indicate that a
30-day period during which a general tax cut proposed by the Presi-
dent would lay-before the Congress, would be utterly meaningless, that
is, if Congress wished to give it any kind of thorough consideration.

Mr. HeLLer, Senator Gore, may 1 just comment on that{

While this proposal does not now lie before the Congress—the pro-
posal was not repeated in the 1963 program—the dimensions of the
cut and the form of the cut, would have been prelegislated by the Con-
gress. ‘This would not be a cut whose form the President would deter-
mine. It would have been determined by the Congress for triggering
by ’lparticular actions. ] o

he CuairmaN. I do not understand that. I wish you would ex-
plain that again. ‘ ‘

Mr. Heier, Mr, Chairman, the law—— : L

The Cuamaan. What would the President do and what would the
Congress do? :

Mr. Herier, The groposal was that the Congress would put into
effect—put on the shelf, so to speak—a tax suspension provision which
would specify how the individual income tax would be temporarily
cut and under what conditions. Then the President would have au-
thority to invoke the tax cut that would be precooked, so to speak, by
the Con and subject to later disapproval by the Con when
invoked by the President. The administration indicated that it was
the principle rather than the specific plan that was im%?rt,ant, and
that the measure would undoubtedly be improved upon by the Con-

ress. One suggestion made was that the invoking of the authority

y the President should be with the aid of an advisory board,dperhaps
with membership from the Senate Finance Committee and House
Ways and Means Committee. ,

If the committee has no objection, we should like to insert the follow-
ing excerpt form the President’s letter to the President of the Senate
and the Speaker of the House of Representatives, dated May 8, 1962,
transmitting a bill which would give to the President, subject to con-
gressional disapproval, standby discretionary authority to reduce per-
sonal income tax rates when economic circumstances require such
action: ,

The form of the income tax reduction would be provided for in advance by
Congress; it would not be determined by the President. By the term of the
draft legislation the fixed statutory rates may be.reduced by not more than 5
percentage points and the period of tax reduction would be limited to 6 months,
unless extended by a new plan within the procedures preséribed in the bill. In
no event can the perlod of uninterrupted tax reduction exceed 1 year without
specific afirmative congressional action. The draft bill authorizes the Presi-
dent to terminate the period of tax reduction on a date earlier than that specified
if he finds that a reduction in tax rates is no longer needed.

The draft proposal thus offers a practical plan for cooperative governmental
action. Enactment of the proposed legislation would provide the basic legisla-
tive determination to use a temporary reduction in the individual income tax
rates when economic circumstances require such action, while arming the Presi-
dent with a practical means of implementing the congressional will. The respon-:
sibility to act promptly would be theé President’s, but Congress would have the
opportunity to disapprove the proposed reduction.

24-532—63—pt. 4——3



1596 REVENUE ACT OF 1068

Senator Gore. Mr. Chairman, lest this be misunderstood as some off-
hand recommendation, I would like to read the first sentence of the
President’s message to tlie Congress of May 8, 1062, on this subject:

1 transmit herewith, for the consideration of the Congress, a draft and a tech-
nical explanation of a bill which would give to the President, subject to con-
gressional disapproval, standby' discretionary authority to reduce personal in-
come tax rates when economic circumstances require such action.

Later on this messa'ﬁe' which is in the form of a letter to the Presi-
dent of the Senate an épeaker of the House, refers to this proposal
as one that would provide for & reduction of, and I am reading now,
“individual tax rates across the board.” That is how the pending bill
is described—as an across-the-board taxcut, o

So if Congress had given to the President the power here requested,
and sitich had been h'e1§ a constitutional exercise of the legislative func-
tion, then we might have this present tax cut proposal dumped in our
lan to §o into effect unless Congress considered it and disapproved it
within 30 days—minus the corporate element; the message does not
_ refer to corporaticn taxes. ‘

The CHAIRMAN. Just one more question along that line. ~ Did that
idea ori%inate with you? , . _

Mr. r. That is an idea, Senator, that has been proposed for
many years by many different authorities in the tax field. It does
not extend to tax structure and base but simplly to a reduction in rate.

The CHamMaN. I am asking you because I assume you make rec-
ommendations to the President about economic matters and taxes.

Did you advocate this particular plan of reducing taxes by the
President ¢ ‘ ‘

Mr. Herrer. Mr. Chairman, that plan was advocated and recom-
mended by the Council of Economic Advisers, by the Secretary of the
Treasury, and by other members of the administration.

The CHarMaN. And by you,too? -

Mr. HeLrer. By me, too; yes, sir.

.The CHarryaN, Is it not true that that proposal was coupled with
a proposal for huge public works expenditures without appropriations
by transfer of money appropriated for other gmrposes?

Mr. Herier. It was coupled with a standby authority to accelerate
public works.

The CrmamMmaN. In other words, would not those two actions have
taken away from Congress the control of the purse which we had al-
ways understood was guaranteed by the Constitution ?

. Herrer, Mr, Chairman, we felt that safeguards would have
been enacted by the Congress, and the specified conditions under
which those expenditures could be made would have been firmly fixed
by the Congress. We were very conscious of the prerogatives of the

ngress in making these recommendations. p

Senator DmuseN. Mr. Chairman, to make sure this record is
straif;ht, there was in connection with that tax proposal another pro-
posal to take unobligated balances out of any fund, and they made
no exclusion even of defense funds, for the purpose of using them for
a public works program; isn’t that correct? . :

. Mr. HeLrer. Yes, I believe—I do not recall the details on the fund-
m% on this, .
enator DirkseN. Well, it is, I can tell you.

i
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Mr. Hewrzg, It was worked out very.carefully by the Budget Di-
rector to provide a program for fast action and then, of course, re-
plenishment of those funds. But it.would all have been under funda-
mental congressional authorization. It would not have involved arbi-
trary sction by the President. . . ... = = . S

Senator DirrseN. ‘Well, it would have been a blanket authorjza-
tion by Congress to ﬁermit_ the President, to divert the funds from
the Purpoms or which they were ori nall%agpropriated_,, Lo

I Jou take money out, of the defense balance that is unobligated
and devote it to public wor. at is a diversion of money and con-,

d te it to publi ks, that is a diversion of money :
tmh? to the intentions of Con  when the money was _ap})po riated,
I(xl-. Herrer. Yes. It could only have been t‘i{oﬁe:b ngréss
could—— T :

_Senator Dmxsen. It does not make any difference for 3 months or
whateveritwas, " .. . . S
r. Herrer, If ;thevConﬁress had approved this and restored the
fundslater, thatis quiteright. .. . ... . . = = .~ o

The CuARMaN, Is it not true that the unexpended balances last
Juﬁrtota]ed approximately $87 billion? - =~~~ . . . .

. Hrrrer, Senator, I do not know the exact e3, but they

certainlguarg up in _that order of magnitude, They typically are. -
The CramMAN. Is it not true that the President is asking for new.
obligational authority this year of $108 billion, which makes a total of
nearly $200 billion? TR L
. Mr. Heurer. These are, of course, running obligations. Some of the
obligational authority applies to the current year, some to a future
year. I do not think the total outstanding would ever aggregate into
$200 billion of obligational authority for that amount at any one
given time. . . ‘

But your basic statistics are essentially correct asof July1. .

The CrarMaN, Isn’tit true that the unexpended balances have been
increasing ¢ o o

Mr, HeLrer. In recent years the obligational authority has exceeded
the actual expenditures, and there has been a buildup of obligational
authority. However, a number of recommendations were made in the
initial budget to cut back that obligational authority, and Congress
hashin addition, cut it back considerably.- I believe the obligatjonal
authority that seems to be on the way to being approved this year may
be somewhat below last year. . S

The Cramman. They may be slightly lower, but that does not re-
duce the $87 billion in unexpended balancesof last July 1. ~

Mr. Herr.er. These are the— : ,

The Camman. And generally these can be expended by the Presi-
dent without any further action by the Congress, and these are in
addition to the new appropriations now being made.

Mr. Herrer. Senator, if I understand this correctly, this is an au-
thorization by the Congress to obligate funds and undertake contracts
on the longer term projects that span more than 1 year. In other
words, if you are building a supercarrier or arranging for a trip to the
moon, & lot of these eventual expenditures have to be committed long
before tht?:l:re, actually spent.. Then until Congress actuall{.pro—
vides the funds in the annual appropriation [iroce&s for those longer
term projects there is no money at the disposal of tho administration.
It is an authority to spend, but the actual expenditure——
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The CizAlpiran. The $87 billion has slready béen approptiated and
is’available for expéndituyes, <« - - o0 Bl ot
“* My, Heireh. 'That isan appropriation for payt—-'- "7 "
The' CiAtkaAN, It is’tiue part- 6f it has béen obligated, but the
full amount was available for expenditure. - My recollection is that
_about Half of it i§not obligated. = =~ .+~ . v
* Mr. Hitrer!' It is an appropriation or obligational authority to the
administration, that is correet, . "' ot 0 T
- Thé Crammak, This $87 billion, a colossal sun of money and it is
in addition to ‘the 'current appropriations, which are running at
apﬁréx;msiiély $100 bildonor mdre; "¢ oo ot o 0T
r. Hevter, If I understand this process, may I say it is simiilar
a ropx;iating $1 billion for a ca ltaf
Spending, let us say, a third
nd and gh,otfgér third
ylding for long-term

for example, to General !
expansion- program,

;' A‘part of the
Tesons why some
some of ‘the
ted funds in

Bifif they are in certain i
f Jecruse I know othpr Senators

ust one other lg} ’
_ have other gdestjofis. Yy Favedpdken of the tremendous impetus
thaf, would be‘ﬁ{r‘:an busines§Py thesh tax redydtions; that is to say,

that you go on the assu ption’ hat etery ta payer ‘who/gets a reduc-
‘tion 1R taxes will ysg“that redyction\to bu§ somethipk to stimulate

. ‘ estimated how taxpayers woulg/put the money in
the bank, who would pay a debt off, who buy §t6ck on the stock ex-
change or do dther things which might not stigadl:
In thé class with-igcomes of under $3,0087the average tax redustion
would be $19 per taxp yef50 7000 to %,Oqf?éi;per taxpayer;
between $5,000 to $10,000, it is' $90 per taxpayerg\ S$aveen $10,000 to
$20,00, it is $165 average; between $20,000 to $50,000 it is $560; be-
tween $50,000 and over 1t is $2,194; and for all taxpayers, the average
would be $110, When I speak of 4 taxpayer I'speak of a joint return
asbeingataxpayer. - - o en Tt o
These figures have not beént denied. I quéstioned Secretary Dillon
on tliem, and he accepted the accuracy of thede ﬁguree L
It is'just very 'difficult for me to understand lioty this tremendous
boom is Eonig‘to be brought about by & tax reduction averaging $110.
I think one-third of the tax returns are for single people, and two-
thirds are on joint returng, = | . e S e
" Mr. HeLrer. Mr. Chairman, acéobding to Treasuty figures subsnitted
_ to your committes (hearings on H:R. 8368, pt. 1, p. 240) the average
anual tax reduction will be$174 per ta;pp;xir}ng»unit.' ' AN

AL

’
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- There & appmmmmely i million taxpaying, un}ts, mgwidggl pnd-
joint,. ilo, fsh!?éi ernge re “"fdoﬂ may, 586 relative i
alt oug‘h 1 think $174 15 & subs m gmqqn& to.a lot !peop‘l
when you multiply that by Toughly 61 million 1v
?;“I,te a3bo§al stimulug to prlvate demand of the; $8 i” l;on mﬁheg
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Thank you very much. I want to thank you again for your frank-
ness. You are a (ﬁresentative 'of the inistration who admits
there is no plan ahead to reduce expenditures.

. Senator Smatherst

§e&amr Dmrgsen. Mr, Chairman, may I ask a question at that
poin ‘

The CHAIRMAN. Yes, Senator Dirksen.

. Senator DirgseN. Dr. Heller, what do you make and what is your
interpretation—these statements have been made by the President on
down—that there is going to be expenditure restraint and ex‘penditure
control and ex;;end;ture discipline? Exactly what are all these in
terms of figures _

‘Mr. Herrer. Senator Dirksen, we do not yet have the figures for
tiscal year 1965, since that budget is not yet formulated. - - I think it
is fair to say that there are some illustrations of what the President
had in mind in the budget for fiscal year 1964 and, indeed, in the budg-
ets for fiscal 1962 and 1963 in the following senses:
 For fiscal 1964 the total of civilian expenditures, as I noted before,
ieavilgmgaout defense, space, and interest, is below the expenditure levels

or . ) o )

Second, since the budget was presented, the President has cut back
by several hundred millions of dollars the requests for expenditures in
fiscal 1964, That was certainly expenditure restraint. ,

Third, the rise in civilian spende in the Federal budget in the first
3 years after this administration is less than the rise in such spending
in the last 3 years of the preceding administration. ,

And, fourth, the statements of the President and other members of
the administration, refer to the economy efforts that are being made
throughout the administration, the most dramatic being the $3 to $4
billion savings that Secretary McNamara is not only strivian for but
already well on the way toward achieving in the Defense Establish-
ment. '

And, finally, it is an exercise of expenditure restraint to hold down
the expansion of expenditures that otherwise would take place under

-the natural pressures of population, of increases in postal services
veterans’ benefits, and so on. : )

As you know, we have a number of open-énded programs that sim-
ply say, “This 18 how much it shall cost per person or per act,” and
the cost rises as we multiply by the expanding number of persons
or acts.

I think that under those circumstances it is no admission of guilt
and no admission of anything imprudent or irresponsible to say that
there will be some expenditure increases. c L

Senator DireseN. When Secretary Dillon was before this commit-
tee, he used at least a tentative figure, and I should say it is specula-
tive, but he was talking about the 1965 budget in terms not of $99

. billion ‘but of $102 billion, and it could conceivably, of course, be
more. :
Mr. HeLrer. Ithink he was using that—oexcuse me. o
toSenator Dirrsen. That does not sound like expenditure restraint
me. '

Mr. Herer. He was probably using that illustratively. However,
I take it that there was then some implication in his statement that
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e;g:nditures were likely to rise ixyl-ﬁscal,yea_r‘ 1965 over fiscal year
1964, . - ) .

The CrHairMAN. Senator Smathers? . . PR N

Senator Smaruers. Dr. Heller, the last post at which you taught,
did you teach constitutional law or a course in economics? o

Mr. Herrer, Senator Smathers, I taught economics. . .

Senator SaaTHers. I presume that you are familiar enough with
constitutional law. to know that when it comes to the appropriation
of money and the cost of Government that the Government can spend
no more money than that which the Con, itself appropriates.

Mr. Herier. That is true. I will confess to having taken a course
in constitutional law in the Wisconsin Law School some years ago,
and I believe that that accords with what Ilearned there.. . o

Senator Saaraers. Well, I would merely say that while I ém very
much in favor of a tax reduction bill, a statement that somebody
helped the President prepare about what we ought to do’in this,
violates, so far as I am concerned, my concept of the Constitution
which provides for three separate branches of Government, sovereign
in their own sphere of activity. S

But in any event, do you understand that the Congress, after all,
is the one that appropriates funds and finally with res;I)'ect to the
final amount of moneys which will be spent or not spent. This power
lies solely in the hands of the Congress? A : ,

Mr. I-&umm. There can be no question about that, ~

Senator SmaTHers. I am not quite clear from the line of questions
ls;sl‘:ied q’,s to whether or not you really and truly favor a balanced

udget :

Mr. Hewrer. I favor a balanced budget in a high employment,
high production, prosperous economy, and I indicated that in this
respect I follow essentially the position taken by Congressman Mills
in reference to the impact of the tax bill.

Senator SMATHERS. Are Kou at the same time against wasteful ex-
penditures on the part of the Government even though the Congress -
miﬁht ﬁ)ropriate the money {

r. HeLer. I clearly am against wasteful, uneconomic, and inef-
ficient expenditures; yes, sir. :

Senator SmaTHERS, Suppose we had a balanced budget, and there
were programs recommended which would unbalance the budget,
would you favor those Erograms or not, if unemployment was less
than 4 ﬁercent of the work force?

Mr. Herrer. I would oppose the generating of additional pressures
on the economy that would run the risk of inflation under those
circumstances. . :

Senator SMATHERS. I gather from what you are saying that it is in
an effort to bring about & balanced budget is the reason you are
willing at this time to undergo a continued deficit or maybe even a
temporarily larger deficit.

r. HeLLer. Yes. The basic consideration is that we have unused
resources which the force of the tax cut could put to work. The
deficit, of ¢~vrse, does not put them to work. ' It is the force of tax
reduction that puts more money in privatehands. _ ‘

Senator SaaTners. What sort of precedence, if any, do you have
that would indicate that a tax reduction of this character would, in

/



1602 REVENUE ACT OF 1063

‘fact, stimulate the economy to the point that there would be greater
business activity and Ereater return of revenues to the Treasury and
eventually a balanced budget? - ‘ :

Mr, HeLrer. Senator, We have made a study of past tax reductions.
In this connection in the United States, of course, we had the experi-
ences of the twenties when successive tax reductions resultzd in or
were followed by expansions in the economy and rising revenues.

We have the experience of 1954 tax reduction of $7.4 billion in the
face of a recession deficit. While cash receipts went down by $3.8
billion from fiscal year 1954 to 1955, they went up $9.3 biltion from
1955 to 1956 as the tax reductions became fully effective and provided
their stimulus along with other factorsin the economy.

Senator SmatHers. May I ask you a question right on that point
becauss I know my good friend from Delaware is going to ask an-
other question? The fact is that in 1954 Government expenditures
were reduced. But looking beyond that point, can you establish
from the tax cut which was instituted in 1954, as a fact that there
Wfas in‘f{eased revenue in the years following the reduction in taxes
- of 195

Mr. HerLrer, Thatisa fact.

Senator SaatHers, How much did those revenues increase?

"Mr, Herrer. Well, I have just before me at the moment the one
ﬁ%m‘e of from fiscal 1955 to fiscal 1956 the cash receipts went up $9.3
billion. I could get more detailed figures,

(The table follows:)
Federal QGovernment receipts
[Billions of dollars)
. Administra. Natlonal in-
Flscal year tive budget | Cash budget joome account
(net) budget
Levels
60.2 87.8 67.0
67.4 7.1 6.3
70.6 8.1 80.9
Changes
+7.7 +9.3 49.3
+2.7 +5.0 +4.6
+10.4 +14.3 +13.9

Woe also have a series of figures and facts from other countries that
have reduced taxes,and it is fair to say that in every case within, a year,
isomletimes two, the revenues grew to levels above their pretax cut
evels,

Senator SmatHers. Could you give us an illustration? For exam-
ple, Iunderstand in Great Britain they have recently——

Senator Gore. Before you leave our own experience, would the Sen-
ator yield for a moment { - ‘

Senator SuatHEers. Yes,
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Senator Gore. I would like to call attention to Dr. Heller’s state-
ment in which he seems to be in argument with the statement he has
justmade. I quote: T .

In retrospect the reasons— :
I will point out he did not list tax reduction as one of them—

for our excellent postwar performance in production aud employment are clear
enough: during a decade and a half of depression and war, vast backlogs of
demand had been built up by consumers, farmers, businesses, and State and
local governments—for more and better durable goods, for houses, for farm ma-
chinery, for plant and equipment, and for roads and schools. e

I will not read further, but I just point out to the Senator from
Florida— s ST

Mr. HeLrer. But, Senator, if you did read further you would note
that I was referring to the immediate postwar period. We continue in
the same paragraph tosay: . ' o

The Korean confiict imposed new requirements before these backiogs had been
fully worked off. And after Korea, high consumer and investment demands were
supported for several years by the tax reduction of 1054 % # ¢, B

Senator Gore, I would like to read what Secretary Humphrey said
about that period. ‘ _
HSﬁma?tor SmAaTHERS. Are you quoting him for yourself or for Dr.

eller ‘ ’

Senator Gore. They are both going down the same alley. '

Senator Smatners. I would imagine Dr. Heller would not agree
ahat he is going down the same road Secretary Humphrey was going

own, ' .

Senator Gore. On the contrary, I thought he had been quoting the
former Secretary Andrew Mellon, and George Humphrey with great
gleeand apgroval. _
Hslelana?tor MATHERS. I have not heard it this morning, had you, Dr.

eller .

Mr. Herrer. No, Ihad not.

Senator Smaraers. Had you mentioned Secretary Humphrey this
mornnﬁ? ‘ '

Mr. Herrer. No, I had not, and I have not quoted Andrew Mellon.

Senator Gore. All right, I will pursue this on my own time. ,

Senator SuaTners. Now, with respect to Great Britain, to get back
to this point as to whether or not there is any validity in the fact that
a tax reduction does stimulate the economy, and looking for actual
precedence outside textbooks in order to sus)lpoi't that theory you men-
tioned the tax cut of 1954. Now, what other tax cuts can you name
anywhere that have resulted in a stimulated economy and which would
give us, as reasonable people, the right to conclude that we might be
able to balance the budget by adopting this program {

Mr. Herner. Well, Senator, you mentioned the British example.
That happens to be very closely parallel to the bill before this com-
mittee at the present time, because last spring the United Kingdom
put into effect a cut that, translated into terms of our gross hational
product, was about $11.7 billion—a combination of individual tax cuts
and business tax cuts. Since that time, they have had a rise of 7 per-
cent in industrial production. That was by August. We do not have

.the later official figures.

’

/
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They had ' risé of B'pércent'in retail sales, and their unemploy-
ment rate was cut by two-fifths. - 'And we 'heard some confidential
figures last week, not yet released, which indicated: that: those gains
have continued since August. B . T

Senator Smatness. I was privileged to read the other night an
article by Mrs, Sylvia Porter with respect to a tax cut that is taking
place in Austria, Areyoufamiliar with that?- = ‘

Mr. Herrer, We are, o o h

Senator SmaTHers. What has been the result of the tax cut theref

Mr. Heruer. In 1958 they had:a tax cut which within 2 years re-
sulted in an expansion of the economy that had increased revenues by
16 f)ercent over the tax revenues prior to the tax cut. :

t was a cut that, together with increased expenditures, brought a
Zeficit that wag equal to 14 percent of their.revenues. The deficit here
contemplated would be equal to about 12 percent of our revenues.

Senator SmraTuERs. So then is it your conclusion that a sizable tax
cut has stimulated the economy of Austria?
© Mr. HeLrer. Yes, indeed. o _

Senator SyaTrEers. And is continuing to do so? .

Mr. Hrrier. It is; and, by the way, I have recently talked with both
the Austrian Finance Minister and the Governor of the Central Bank.
On the basis of their very favorable experience, they strong}fr urged
or at least approved of tax reduction as a means of expanding the
economy and balancing the budget. . ‘

They had that large deficit, but within 3 years the expansion of the
economy had generated enough revenues to balance their budget.

Senator Ssataers. Now, Mr. Heller, are you familiar with the
Business Advisory Council headed up by Mr, Henry Ford and Mr.
Stuart Saunders? - - ‘

c Mr. .II-I?IQLLBR, The Business Tax Committee or the Business Advisory
ouncil ¥ . ‘

Senator SyatHers. Business Tax Committee, swhichever one it is
that they head up.

Mr. Herrer., Yes. :

Senator Gore. The lobbyin groug.

Senator Syaruers., Sort of like the TVA lobbyists, - [Laughter.]

.Anyway, they head up this particular group.” Are you familiar
with their position on thistax bill ¢ :

Mr. Hrurer: Yes; T am,

Senator SmaTnEers. Do you consider them to be rather conservative
men and sound in their economic leanings and views?

Mr. Hevrer. Yes; I consider them to be conservative and sound.

Senator SmaTHERs. Do you know whether or.not they favor this tax
reduction bill$ : S , -

Mr. Hevier, They do. ‘. .

Senator SMaTHERS. Do you know whether or not they favor it im-
mediately {

Mr. Heruxr, They do. , :

Senator SmaTrERS. Are you familiar with the U.S. Chamber of
Commercef :

Mr. Herrxr, Yes. :

Senator Smaraers Do you know whether or not it is considered a
conservative group or a great liberal group that is trying to destroy
the economic stability of the country?
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Mr. Herrer, I think the ansyer is clearly on the.conservative side.

Senator SmaTHERS. Do you know, whether or not;they-favor. this
tax reduction bill ¢ ‘ Cr v

Mr, Hevres. . understand that Mr. Barlow testified before this com-
mittes on behalf of the chamber of commerce favoring it. ... .-

- Senator SmaTaERs. A I remember. that testimony, and mayhe you
have read about it, did he favor it:immediately or did he favor.it next
yearor did he not favorit at all ¢ L L S T ST

Mr. Herrer, Immediately. . S e
Sendtor SaTHERS, Immediately. = ot o L

" Are you familiar also with the labor organizations, the American

Federation of Labor and the CIO group? . . Ce IR
‘Mr. Herrer: Yes,sir. .- - . . R
Senator SmaTHERS. Do'you know how they stand on this particular

tax reduction billf- T T Lo

- Mr. Heruxr. They favorit. - ‘

Senator SMatrers, They favorit. © . .
Senator Bennerr. Will the Senator yield f .
Senator SmaruERs. I will behappytoyield. - S ;o
Senator BENNETT. Is it not true that the AFL~CIO fayor tax re-
duction at the lower end and a complete rewriting of the bill for the
corporation in the upper end? - That is the testimony they gave us
here, so they do not favor this tax bill. They favor a tax cut, provided
it is concentrated among their members, = - o co
. Mr. Herrer. Senator, on balance, I think their position ig that—
ven the choice between this bill or inaction—they favor this bill.
am sure that every organization and individual would suggest meth-
ods of chanfing it and improving it. I ai sure the chamber of com-
merce would, and I am sure the AFL~CIO would. T -
But the question is, on balance, when all is said and done, whether
the;;f are for or against it, and I think they made it very clearthat they
are for it. T c , :

. Senator Swataers. Now, Dr. Heller, just a couple of other ques-
tions, - ¢ o o :

First, are you at all familiar with what would be the size of the
deficit we will have this year?

Mr. Herrer.  This current fiscal year wearein now{

Senator SMATHERS. Riﬁht.‘ : S S .

Mr. Herrer, As I recall the testimony of the Secretary of the Treas-
ury and the Budget Director, it is in the neighborhood of an estimated
$9 billion, about $3 billion below the level originally projected.

Senator SmaTHERs. If we cut the entire foreign aid program, and if
we cut half of the space program would we not still have a deficit of
some $3 billion or thereabouts? -~ : -

Mr. Herrer, Even leaving out the negative economic impact, yes;
we would. . - ' I A .- SR

Senator SaraTHERs. I8 it possible for you to conceive of the Congress
of the United States cutting the Vetarans’ Administration or the high-
way Brogram or the farm grogram to the extent there is any con-
ceivable way that we could balance the budget this year by just the
mere reduction of expenditures? Co ‘

:Mr. Herrer. Not in terms of the past experience and commitments;
no. /-
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.Senator SmaTHers. Just from your observation of Congress in
actiofi ‘over the last 20 years, you would not conclude that would be a
likely result. : :

Mr. HeLrer, Idonot. - - D
Senator SamatHers., So the result is we are going to have & deficit
this year no matter what the Congress does. Looking at it as a reason-
‘able and prudent man you can conclude we are going to have a deficit
this year and next year certainly ¢ : SRR e
Mr. Herier. Ithink thatistrue,sir. . ‘ o -
Senator SmaTrERS. Then it comes to the conclusion, as I gather it
that recognizing the Congress being what it is—and I am proud o
it and what it does, but it is not very penurious about certain pro-
rams, and won't be—it is your judgment that-in theé light of the fact
that dongress will not greatly reduce the amount of Government ex-
Eenditures, the only way you are ever going to achieve a balanced
udget is to stimulate the economy to the extent that you bring in
sufficient revenue to keep up with expenditures; isn’t that correct
Mr. Hewier. I think that is right, and I think we have tried to
stress the process by which a tax cut would achieve the objective you
have just stated. ’
© Senator SmaTHERs. It is your judgment that the only way we are
going to achieve a balanced budget in the foreseeable future, insofar
as you are concernad, is to brin%]about. a tax reduction which would
stimulate the private segment of the economy ?
Mr. HELLER. Exacﬂ{. '
Senator SaatueRs. I do not have any further questions.
The CHAIRMAN. Senator Williams$
Senator Wirtiams. Dr. Heller, your answer to that question re-
minds me of a report that was received from one of the young men
over home the other day who said that he is so far behind in his in-
stallments and other debts which are piling up that the enly possible
way that he can ever foresee of paying off his debts is to get an in-
crease in salary. Isn’t that what the Government is operating on,
with no effort to live within its income at all, but figuring that it can
only live within its income by increasing révenues? :
" Mr, Herrer, Senator Williams, we are dealing here with the op-
eration of the whole economy. If we want to make a homely compari-
son with the private economy, the best analogy, I suppose, 18 with the
businessman who cuts his prices and realizes a higher return from
the resulting increased volume of business.
Senator WiLrrams, Did you ever try that with your own personal
expenditures? ‘
" Mr. Herrrr. I think that there are many cases in which the invest-
ment in.education or in a house or similar capital expenditures is a
sound and prudent investment which pays off over a period of years,
and I think here the investment in expansion of the economy, in build-
ing more plant and equipment, in creating more jobs, is a sound one,
which will pay off in higher output and higher profits and higher jobs
and higher révenues, :
The Cnamrman. Will the Senator yield ¢
Senator WiLriams. Yes. , - .
The Cramrman, At that point when Mr, Dillon testified, he said
he thought there would be a $30 billion deficit in the 8 years, the in-
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. terest on that $30 billion would be $1 billion, at 314 percent; in other

words, we are adding $1 billion to the expenses of the Government
by reason of borrowi % $30 billion. _ L .

©  Mr, Heier, Well, 1 would thoroughly agree that that has to go

into the calculation, Senator. In any case, when you incur a debt—

The CHAIRMAN. )I‘hat, of course, is added to the deficit.

Mr. Herrer, That is right. o

When you incur a debt, you have to balance the costs of that debt
against the benefits to be derived from it according to very careful
calculation, like the one you just made. It is only when you find that
the benefits exceed the costs that it is worth undertaking. ,

Senator Wiriams. Dr. Heller, you have compared your recom-
mendation for a-tax cut in this instance with the results of the 1954
tax reduction which stimulated the economy. ‘ L

Do you think the 1954 tax reduction as it was embraced was a wise
stefatthattime? S o

Ir. Herrer., Yes, I do, sir. - .

Senator WirrLrams. The 1954 tax reduction of about $7 or $8 bil-
lion was accompanied by a corresponding reduction in expenditures
and, as you say, it was a tremendous success. S .

N)ow, this time you are recommending a tax reduction, but an in-
creis?e in expenditures. Is that not different from the step taken in
195 : o

Mr. Hereer. I think the circumstances were very different, and
that we would have been very much worse off, Senator, in 1954, if we
had not offset some of the reduction in expenditures with reduction
in taxes. At that time—— -

Senator WiLriams. Iagree with reducing taxes when it is offset by a
reduction in expenditures, and that was the case in 1954. But thaf is
not what you are recommending here. You are recommending a
reduction in taxes but an increase in expenditures; is that not true?

Mr. Hevrer. Yes, sir. .

At the present time we have a very different basic situation because
of the fact that in 1954 we still had quite a bit of this underlyinﬁ
private demand pressure which, combined with the tax cut, was enoug
to offset the decline in the Federal expenditures.

At the present time we have had 8 years of continuing high unem-
pl(:lyment, and 6 years of continuing excess capacity, and 6 years of
underutilization of our economy, and under those circumstances, of
course, the economics of the case are quite different. They. call for a
larger stimulus to the economy to get it back to full employment and
to §et it back to a balanced budget.

enator WiLrrams. Now, to go back to the tax cut in 1948. At that
time we had an $81% billion surplus, and Congress cut taxes during
that period and, at the same time reduced expenditures. About 3
years later our revenue was $6 billion higher than it was in 1948.
hat, too, was a success. But when that tax ent was made it was ac-
companied by a reduction in expenditures. Did you approve of the
taxcutin 1948¢

Mr. Herrer, Yes; under the circumstances. In retrospect, it was

a gfod tax cut for the period before Korea.
hen, of course, when Korea intervened, the whole tax situation had
to be reversed, and the Congress at that time enacted $15 billion of
tax increases in 2 years. , : .
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At the time of the 1948 cut, we were confronted with a vast
overhang of liquidity from the postwar period, Private demand was
slowing down somewhat just at the time that the tax cut was approved,
but it was a good deal stronger than in the current economy. There-
fore, it was consistent with full employment to have a reduction in
public expenditures and an increase in private expenditures through
a tax cut.

Senator Wirriass. I am glad to hear you say that.

In the period 1946-53 you were serving in the capacity as a consult-
ant to the Treasury Department, were you not?

Mr. Herrer., Yes,Iwasa ood part of that time.

Senator WiLriams. And the Treasury Department at that time op-
posed the tax cut. Now as we understand here that you disagreed
with the position of the administration at that time, but that in reality
you were in favor of the tax cut which the 80th Congress enacted ?

Mr. Hecrer, What I said, Senator, was that in retrospect I think
thistax cut did not harm the economy.

S?enator Wiriams. At that time did you support or oppose the tax
cut

Mr. HeLLer, At that time, I was not serving as a consultant on the
general question of over-all tax cuts in 1947-48. At the time of that
tax cut controversy, I was out of the country.

Senator WiLLiams. You have not answered my question. Were

ou in favor of that tax cut or opposed to it at that time as an
individual?

Mr. HeLLer. Well, my memory does not really serve me.

Senator WiLLiaxs, I won't pressthe point.

But also in 1947 and 1948 you served as an adviser to the U.S. Mone-
tary Fund in Germany, did you not?

Mr. Herrer. Inthe U.S. Mil itary Government, yes.

Senator Wirtiams. In the U.S. Military Government.

Were you a part of the team at that time that recommended that
the West German Government should launch a huge spending and
deficit financing program to stabilize their economy?

Mr. HeLrer. No, indeed, exactly to the contrary. I was part of the
‘team that recommended the very tight anti-inflationary currency re-
form—and tax reform—that was put into effect in 1948.

Senator WirLiazs. Was that successful ?

Mr. Herier. That was successful.

Senator WirLiams, Do you not think it would apply here in this
country if we advocated the same recommendations of a tight mone-
tary policy and a balanced budget, or have you lost confidence in that
position, too? .

Mr. HerrLer. If we were in the same J)osition of immense excess
demand and very restricted supply I would recommend the same thing
for this country, Senator. g

Senator WiLLiams. In all of the history of this country, in the 180-
some years of our history, has there ever been a more prosperous year
than the year 1963 as related to full employment, corporate earnings
and dividend payments, and the average income by wage earners?
Has there even been a year in the history of this country when it
hasbeen higher?

Mr. Herrer. As far as full employment is concerned, if you measure
that in terms of the number—— :
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Senator WiLriams. I am speaking of takin%‘;z asa whole, . ...

Don’t single out just one. Has there ever been a more prosperous
year in the history of our country than1963¢ . .. .

Mr. Herrer, If you measure 1t in‘absolute terms, no. If you meas-
ure it in terms of the proportion of our resources employed, the answer
is, y&si, there has been many more, prosperous years in the postwar
period. " ) T

Senator WiLLrams, If in a period of highest income in the history
of our country we cannot live within our budget what kind of cir-
cumstances do you think we must have in which we can live within our
income as & nation § T C

Mr, Herier. 'We must hava circumstances in which we provide ade-
quate emplc:{ment o&portumtles for people who are able and willing
to work, and in which we can provide enough profits for corporations
and other businesses. Today 1t is true profits are at an all-time h%h.
They have been runninglafter taxes something about $27 billiun. But
if our economy were fully employed, and if industrial capacity were
not running at 85 to 87 percent, but 92, 93 percent, as'I think we all
wish, profits would be around $30 billion after taxes.

So I am saying that my aspirations for the American economy are
to make full use of this enormous productive potential that it has. -
We are not doing that, and in that sense we are certainly not as pros-
perous as we should be.

Senator WirLiaas. In answer to a question from the chairman you
said you were in agreement with the President’s statement and rec-
ommendation to the Congress in early 1961 that he was going to submit
a balanced budget, and expected a surplus of $500 million. At that
time the average percentage of the total labor force that was unem-
plgged in America was 6.7 percent, slightly higher than it is today.

ow, if at a time when the average unemployment rate was 6.7
percent, you agreed with the President when he said we should balance
the l.)ud%et, what has happened in the 3 years that changed your
opinion

Mr. Hevuer. Senator, I am glad you give me an opportunity to
claridfy what I said because apparently I did not make myself under-
stood.

I referred to the various provisos that were in the statement.
Subject to defense needs, subject to the problems of unemployment
and recession, and subject to the other provisos that were in that state-
ment, I did favor it. But, as it turned out, unemployment was too
high, defense expenditures had to increase, and so on. Under exactly
those circumstances—clearly enunciated in the way in which the Presi-
dent made the é)ledge——l, of course, favored the measures needed to
overcome the effects of recession and to strengthen our defenses, and
these involved a deficit.

Senator Wirriams., Excuse me. You said in one of your state-
ments, that this 1964 budget carries a reduction in expenditures in
practically all categories except space, interest on the national debt,
and our defense,

Mr. HeLrer. In the aggregate.

Senator WiLriams. In the aggregate. )

Now, will fou tell me where those reductions are, because I have
heard that claim expressed mang times, but I have watched these

/
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appropriation bills come through the Congress, and in every single
instance they are higher than they were last year. ‘

For instance, the budget is asking for $895 million in the Depart-
ment of Commerce, which is an increase of $150 million over the 1963

budget. :

: HgEW is asking for an increase of $694 million over the 19638 budget;
Justice is asking for $20 million over the 1963 budget ; Labor is asking
for $194 million over the 1963 budget; General Services is asking for
$62 million over the 1963 budget ; the Treasury Department is asking
for $420 million over the 1963 budget; the Department of Interior
asked for $111 million over the 1963 budget. Altogether an addi-
tional 36,492 new employees are being asked for throughout the
Government.

I hear a lot of talk about this reduction. Tell me where it is.

Mr. HeLrer. Senator, I do not have the details in front of me, but
there were, of course, reductions in the net costs of the Post Office,
and there were reductions in net costs in some of the housing and
Export-Import Bank programs, as I recall. If I may, I would
like to have the privilege of correcting this for the record.

In his statement before the Joint Economic Committee last January
(hearings, January 1963 Economic Report of the President pt. 1, p.
72), Budget Director Gordon presented the following table suunmariz-
ing anticipated increases and decreases:

Changes in 1964 administrative budget expenditures for programs other than
defense, space, and interest

Description Billions
1963 program expenditures (other than defense, space, and interest) as
fn table 1 e $20.7
Expenditure increases in 1964 :
Pay reform already enacted. .o .3
Program commitments already made (urban renewasal grants, public
assistance grants, ete.) ... [ 1.5
Proposed increases in present programs (public health, manpower
training, scientific research, ete.) oo 1.0
Legislative proposals for new programs (education, youth employ-
ment opportunities, ete.) o __.___ e memmm e .3
Lol e e +3.1

Expenditure decreases in 1964 :

Effect of new postal rates oo —.b
Farm price supports. - e —.9
Other built-in decreases (U.N. loan, veterans readjustment benefits,

L. ) e e ——————— —. 8
Substitution of private for public credit .. __________ —1.0
Other decreaseS. . e e —— ;e oo —.8

TotaAl e — e ——————— e e e —3.4

1964 program expendlitures, as in table 1_..._ _____ ’_ .............. 20.4

There were reductions in the net expenditures of a number of pro-
grams, that offset. the increases in other programs to arrive at a slight
reduction in overall civilian expenditures, but I cannot tick them all
off for you. A

Senator WirLiams, I cannot tick them either because T have
searched through that budget and I have not been able to find them.

e P T R P,

it
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I did find one item where they ¢lainmed a $928 million decrease in
Agriculture, but that is not trie, That is only a bookkeeping item of
juggling the figures because I have before me here the committee re-

ort on the appropriation for Agrjculture, and instead of a $928 mil-
{’ion reduction it calls for a $39,138,000 increase.. As you take thesé
appropriations, every single category is increased. - If you can find
any reductions I wish you would send them down, along with a recom-
mendation that the Congress roll back that particular appropriation
below last year to that extent, and support it with an administration
support. ‘ C T ' ‘

Now, it is my understanding that you were the author of the term
“Puritan ethics,” is that correct? [Lau%hter.] Puritan ethics.

Mr. Heuter. I might say unfortunately, yes. [Laughter,]

Senator WirLiads. Well new, this has become an important term.

Mr. Herrer. May I say in that connection I do not want to be pre-
sumptuous enough to claim to be the author of the term, but it hap-
pened'that I did utilize it in testifying on tax reduction.

Senator WirrLiazs, Now, this has become an important term in the
current fiscal .policy debate, and I thought it might be well to have
some clarification of this point. ,

Is it your opinion that the term “Puritan ethics” refers to those who
advocate a balanced budget ?

Mr. Hereer., Well, sivy T think that is very probably part of the
Puritan ethic. I think the essence of it isa call for prudence and fiscal
responsibility, both in private and public finance.” It is a belief, and
I think a thoroughly sound one, that obligations should not be under-
taken unless one is in a position to honor them. I think that is the
essence of the Puritan ethie. ‘ :

Senator WiLLiays. 1Well, you stated that you hoped that if this tax
bill were enacted you could look forward to the day when we would
have a balanced budget in a condition such as you described, is that
correct? g

Mr. HeLLERr. Yes, sir.

Senator Wirrrass, Therefore, you hope the day will come when
you, too, can be one of these Puritans, is that correct? [Laughter.

Mr. Herrer. I have heard that someone has said that he woul
rather be a Puritan than a Heller, and I hope I can be both a Puritan
and a Heller,

Senator WirL1aMs. You wish to be a Heller right now, but you hope
to be a Puritan before it is over, is that correct?

Mr, Herrer. I think I am being a Puritan. I think this is a re-
sponsible program. And in the months since I made that, as I say,
possibly unfortunate reference, there is evidence in the widespread
support, for the tax cut, from various organizations and individuals
that Senator Smathers was citing, that as the American people have
come to understand the basic philosophy and the basic economics of
the President’s tax proposal, they have felt that it measures up to their
very stern Puritan ethic, '

Senator WirLiass. Since you have mentioned that, you are in com-
plete agreement, as I understand it, with the chamber of commerce
position on this tax cut.? .

Mr. IHerer. I am in complete agreement that it should be passed,
and passed quickly. .

24-532—-63—pt. 4——4
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I am not in complete agreement on all of the ins and outs of their
position, any more than I am of the AFL-CIO position.

Senator WiLLiams. Forget that for the moment. One of the recom-
mendations of the chamber of commerce was that a determined effort
bo made to vestrain spending, and hold it down. Are you in agree-
ment with that phase of the chamber of commerce recommendation,
or do you leave them when they go to talking about restraining
expenditures ¢

fr., HeLrer. Noj; I think we have said in our own statement that we
are in favor of restraining the advance in expenditures, which is the
same as saying we would hold them down.

Senator WiLLiams. So we won’t get confused about this, is each one
putting his own definition on what is restraining——

Mr. HeLier. That is the problem.

Senator WiLLiamMs. Do you support the position of the chamber of
commeree as they said it should be restrained ¢

Mr. HeLLER. I do not know exactly what they have called for. My

1ess is, without having seen the details, that 1 probably do not, that
tfy‘would differ with the implementation of that particular intention.

Senator WiLrtams. Then the point is you were in agresment with
the chamber of commerce only when they agreed with you, but to the
e}xlten;, they recommended a curtailment of expenditures you leave
them

Mr. HeLrer. Well, I would not put it quite that way.

Senator Wirriams, How would you putitt

Mr. Herrer. I would say that I am in favor of the general prin-
ciples of cuttingltaxes and of prudence in Government expenditures.
In that respect I do go along with their position. The exact imple-
mentation or translation of that into practice is a matter on which I
am sure we would have differences.

Senator BENxETT. Will the Senator yield

On April 18—and this is what happens to a man who writes—on
April 18 you wrote a fpaper on the employment and aggregate de-
mand, and on page 29 of that paper yousaid:

. The administrative budget proposed for the fiscal year 1964 calls for a
$4.5 blllion increase in expenditures—

Then, to skip over a part of a sentence—

¢ ¢ ¢ the kind of expenditure increasea projected for this year and lkely
to be forthcoming in subsequent years would prevent any significant increases
{n the fiscal drag on the economy.

Do I take that to mean that you mean we should have an annual
recurring increases of around $4.5 billion a year, and if we do not have
them there will be a significant fiscal drag on the economy?

Mr. HerLer., Senator, on the first part of your question I was
simply taking the average increases in the budget over a number of
years and projecting them in the future. This was not an expres-
sion of desire but an expression of what the Congress seemed to
be doing year in and year out in expanding expenditures. Given
this increase in expenditures that we have had over a lengthy period
of years, we would not get a drag on the expenditure side. They
would continue to expand.

Senator BENNETT. This then is not restraint. This is the accept-
ance of a status quo, and an agreement that there is going to be a
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continual increase in the area of $4.5 or $5 billion 8 year; and that,
as you say, this or the inference of this sentence, ‘‘Lhe kind of ex-
penditure increases projected for this year and ’ll}:ely to be forth-
coming in subsequent years would prevent any significant increase in
the fiscal drag on the economy,” and I read that to mean if you do
not have expenditure increases in this general magnitude, you will
have a significant increase in the fiscal drag on the economy. To-me
thisis not restraint. Thisisanything butrestraint.

Mr. Hecrer, Part of this is, as I say, & question of whether I was
simply projecting from the past or making recommendations. I was
not, as you note there, indicating either assent or dissent from this,
I was sunplfy saying that in terms of what had happened in the past
this kind of increase seemed to be, in effect, approved by Congress.

Senator WiLLiams. How far back would you ﬁo. -when you say in
the past? I do not find any continuous $4.5 billion increase. Be-
tween 1953 and the following years I have the following figures:
in 1953 the expenditures were $74.1 billion; 1954, 67.5; 1955, $64.3;
11)939, $66.2; 1957, $68.9; 1958, $71.3; 1959, $80.3; and in 1960, $76.5

illion.

In other words, at the end of that 8-year period, they are just $2.4 -
billion hi’%her than it was in the beginning. You had the ups and
downs. Thisisa 1953 to 1960 period. .

When you move over into the 1961 it jumped from $76.5 in 1960
to $81.5 billion in 1961; to $87.7 billion 1n 1962; to $92.6 billion in
1963; and to $98.8 billion projected expenditures for 1964. .

Now, you only get that $414 billion average by taking these terrific
increases in the last few years and averagin% them. You can prove
anything by ﬁguresi but the figures do not always prove the facts.

. Herrer, Well, Senator, I think you would agree that the earlier
figures that you were citing did include the very substantial reduction
at the end of the Korean conflict.

Senator Wirrians. I started with 1953, and if you go back to the
years of the Korean impact, 1952, 1951, and 1950, you will find that
the expenditures were $36.4 billion in 1950, $47.4 billion in 1951, and
.$61.2 billion in 1952. ‘

You will find that there was increase in these with the Xorean im-
pact. But even going back and including the Korean war, you can-
not get angezuch increases unless you take this additional $20 billion
which has been added in the last 3 years.

Mr. HerLer. In the 3 years preceding that, net budget expenditures
rose from $71.4 billion in fiscal 1958 to $80.3 billion in 1959, and then
drc(;lp to $76.5 billion in 1960; then rose to $81.5 billion, $87.7 billion,

nd $92.6 billion. If you take the overall period from 1958 when it
was $71.4 billion, to $92.6 billion in the fiscal year 1963, this $20 billion-
plusin 5 years does come out to about this figure.

Senator WrLrLiams, I say you can prove anything by taking the
years that you wish, but if hyou can go back over the years, even to 1949
and come up, you do not find any such rate of expenditure.

Now between 1949 and 1952, yes, there were sizable increases in
exgenditures. Those were war years.

fr. HeLLer. Well, of course, percentage increases on the smaller
base in earlier years would be the same, with somewhat smaller absolute
figures. After we wound down from the fiscal year 1954 level, Sen-

!
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ator, it went up from $64 billion to $66 billion, $69 billion, $71 billion,
and thon $80 billion, so that there was a pretty steady rise until the
tiscal year 1960. :

Senator WiLLIAs. And then a drop in the succeeding year.,

Mr. Herrer, Then it dropped in fiscal 1960 to $76.5 billion.

Senator Witr1ass. Thatis right. '

Senator BENNETT. Are we to assume then that you assume that an
annual increase in the area of $4.5 billion is restraint?

Mr, Herrer. No; I do not think that one can say, without looking
at the programs and the needs what is restraint in any given year.
I think fyou have to look at the whole picture as of a given time—in
terms of the fiscal picture, the cconomic picture, and the Government
budget—and determine what is a restrained budget under those cir-
cumstances, Senator,

Senator BENNETT. I think to most people “restraint” means holding
expenditure levels approximately equal to those of the figure or the
year with which you are making a comparison.

Mr, Herrer. Well, that is, of course, where there are some differ-
- ences. I do not think restraint leads to one absolute budgetary rule.

As I say, it depends on the overall cconomic situation. It depends
on the judgment of the administration and the Congress on particular
programs vis-a-vis the private needs of the American people. I do
not think we can usefully equate restraint with a constant budget or a
reduction.

Senator BENNETT. Well, it is very interesting.

I would like to, if the Senator will permit me, to go back over
some of these same years.

Senator WiLrtams. Surely.

Senator BENNETT., In 1955 expenditures were less than they were
in 1954, In 1958 they were less than they were in 1957; in 1959 they
were less than they were in 1958, and then we had a jump. Was this
restraint! There actually were some years when expenditures were
reduced. Wouldn’t you call this more riearly restraint than in the
yearsin which they increased ?

Mr. HeLer. It is possible in those years they should have been
reduced even further. I do not thinf( one can make an offhand
judgment without looking, as I say, at the total situation, the wisdom
of the programs, and the extent to which they are carried out effi-
ciently. I do not think we can make a single judgment as to what
constitutes restraint.

Senator WirLtams. I will just ask a couple of questions and then
I will quit.

Dr. Heller, do you share the public and congressional concern about
budget deficits and public debt which you mentioned in one of your
speeches, or do you still think the public and the Congress are in the
throes of a misguided Puritan ethic? ‘

Mr. HerLer. Sir, I never stated that the Congress and the public
were in the throes of a misguided Puritan ethic. Those certainly are
not my words.

As T said a moment ago, I do feel that there has been a considerable
swing of responsible and informed opinion toward the position that
this proposed tax cut, and the proposed expenditure restraint going
w%th it, do represent something that meets the test of the Puritan
ethic. '
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Senator WiLriasms. You have just separated yourself fromithis lat-
ter pace on this restraint in spending, because you said while you are
for restraint you do not want to be restrained to the point .where it
stops you from spending. - You do not want it to be effective. You
want increased expenditures; you have admitted that. You are.for
restraint in words only ; isn’t that true? S

Mr. HeLrer. No,sir; that isnot true. . S :

What I am saying is that, with a population increase of 3 million
a year in this country, and with an advance in the demands and
aspirations of people— : _ ; oo

enator WirLianms. I see. We can unload part of that debt by
averages on thess new babies that are coming in each year; is that
correct ? -

Mr. HeLLer. No, not that either. I am simply saying that restraint
is represented by making sure that we are making prudent decisions;
that we are making an efficient division of our expenditure between
private and public use; that indeed the tax cut represents a use of
the private market mechanism for expansion, and that in this period
we certainly shall have to look at all Government expenditures with
a very cold eye and restrain ourselves in the expansion of Government
programs,

Senator WiLLiams. In a period when you are operating at a deficit
and you have no foreseeable chance of changing that situation
whereby you will have a surplus to enact a tax cut such as is being
recommended, do you not agree that the only way which this tax
cut can be ﬁnancej is to increase the borrowing of the Federal Gov-
ernment, that is, we have got to borrow the money to make this tax
cut tothe American people, is that not true?

Mr. HeLrer. You have to borrow some additional money as a result
of the tax cut, but not an amount equal to the tax cut.

Senator WiLLiams. To-the’extent that it reduces our revenue we
have to borrow that amount of money, is that not true{

Mr. HELLER. Yes, sir, i

Senator WiLLrayms. So when you speak of giving each individual
family $170 per return, as you referred to it, or $110 per taxpayer as
the chairman referred to it, that money will be borrowed and charged
up to the grandchildren of that same individual who is getting that
tax cut this year; is that not correct? s ‘

Mr. HeLper. Well, it becomes an obligation of the 190 million people
of the United States, that is true.

Senator W1 18. Isit not true what I just said? '

My, HeLrer. Yes, I think so. But may I say that I truly believe—
and I think again the experiences that were cited earlier give ample
basis for expecting—that the expansion of the debt that will occur
from the tax cut in these intervening years will be more than offset
by incurring less debt in the future and by eventual surpluses in the
budget from the expansion of the economy.

Senator WiLLiasms. If we keep expanding this theory of borrow-
ing the money to finance tax cuts and paying for the luxuries of today,
do you not think we are in danger of reversing that old principle where
& man in public life would stand on a platform and say, “All that I
am or over hope to be I owe to my mother.” And in the future we
are going to have to stand up and say, “All we are enjoying or hope
to enjoy we owe to our children.”
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Mr. Hrurrer: I hope the ‘trend that has occurred in the postwar
period whereby the debt has been tontinually decreasing as 4 propor-
tion of our national income will meke that unhappy prospect not come
true. Aftér the war, our public debt was about 110 percent of & year’s
output in this country. Now, it is about 55 percent, and still falling.

In the sense of & real burden on the present genération and a prospec-
tive burden on future generations of transferring these funds from the
taxpayers to the debt holders, the actual burden of the debt has been
falling, not rising. :

Senator WrLr1ams. Well, recognizing that this is about as close as
rou and I are ever going to get together in our f)hilosophy, I will quit

y saying that when we are both in the same line of thought, I will
look forward to that time when we both can be Puritans, but other
than that, we dissent.

The CrramMAN. Senator Hartke?

Senator HarTrE: I have been hearing some remarkable pronounce-
ments. In the first place, I heard the distinguished ranking minority
member say that this is one of the greatest prosperity fears in history,
and I want to say I share that belief, and I hope all people comin
here will continue to follow that theory down the line because I thin
it is a great tribute to this administration’s successful running of the
affairs of Government and the business of this country.

Senator WiLttams, T join you in congratulating lt'ﬁem. I only
wish more of it had been financed on current income rather than
borrowing the money and charging it up to our children, because I
think it is a great danger when either you or I as individuals or the
Government itself tries to increase our living standards when we can-
not afford it.

Senator Harrke. I might say, in response to that, in that field I
think that probably if anyone is going to be concerned about children,
anyone on this committee, that I probably am in a position to be more
concerned than anybody else. I do not know anyone who has more
than seven children. I do have seven. The oldest is 18 and the
youngest is 2.

Dr. Heller, as you know, I am not a late convert to this tax re-
duction theory. The fact of the matter is, if anything, my concern
was voiced to you before there was any official pronouncement in this
field ; isn't that true?

Mr. HeLrer. That is correct.

Senator HarTrEe. T noticed in your statements here, and I think
that in your effort to be overly fair, and I want to commend you for
a very fine statement, you draw some comparisons. But just for the
record, during the Eisenhower years, what was the total deficit that
wasg added to the Federal debt ¢ )

Mr. HeLrer. Well, sir, I should have that at my fingertips, but I
do not. May we calculate that in the next few minutes and give it
to yout [Tﬁ,e addition was $22 billion.] )

enator HarTge. That would be fine if we could get that. I think
it might be important. .

Mr, Herrer. I do recall a figure that is relevant to this, and that
is that during the Eisenhower administration there was an increase
of—and permit me to correct this figure for the record—roughly $186
billion in exgenditures over those of the preceding administration.
[The correct figure is $182 billion.] '

z{]‘?&’;"ﬁi
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Senator HArrre. How much wasthat againg ‘- =
Mr. HeLLer. Roughly $186 billion. {$182 billion.] « - ‘
Senator HarTre. Over the precéding administration? -
Mr. Heirer, That is right. In other words, the 8 Eisenhower
yearsovér the 8 preceding years. * *+~ - o

Senator HARTRE. One of the teal problems that I firid coming to
me repeatedly is this one you heard voiced here today, and that is
why don’t you cut expenses of the' Government in times of exceeding
prospérify, i I : -

Tet me ask you, are businesses cutting their investments and ex-
penditures, private businesses, during this period of prosperityt -

Mr. HeLLer. No, they are expanding them; 'and at a rate compa-
rable, greater or less, than the Federal Government is expanding its
indebtedness? o . ) g . '

Mr. Herrer. If you take the rate of expansion of plant and equip-
ment expenditures, for example, I think that it is of the same order
of magnitude, per}\aps a little bit greater, than the rise in Federal
expenditures this year.

enator HARTKE. In regard to the present situation, I suppose that
some people can argue, and my good friend from Tennessee uently
discusses this with me, that you should not cut taxes for business peo-
ple because they are doing all right now. A

The truth of it is that, as I understand it, there is an expected 5-per-
cent net after taxes for business corporations anticipated for this year
which, as T understand-also, is one of the greatest periods of profits,
net profits, for corporations that they have experienced since.the in-
come taxes really went into the higher brackets, and it was before the
war of 1941-45; isthat true? :

Mr. HeLLer. Yes, that is true, sir. :

Senator Harrke. In the gross national preduct, as you have indi-
cated, without question we are going to hit the $600 billion mark.

I recall that in 1961, in the early months, the question was whether
or not we would even be able to hold the line at the $500 billion mark or
whether we were going to go backward ; wasn’t that the concern during
the recession? .

Mr. Herrer. There was that concern. We have undoubtedly ex-
ceeded the expectations of many in this $100 billion rise since early 1961
to the first quarter of 1964. ‘ '

_Senator HArTRE. . If it continues at the present rate, the gross na-
tional product and its increase is going to be in the neighborhood, in
the 4-year period under this administration, of about 20 percent or a
growth rate of about 5 percent a year.

Mr. HeLLer. Given a continuation of the present rate that is correct
in real terms, o

Senator HarTEE. In real termst

Mr. HeLrer. That is, taking out all price rise, that $100 billion will
represent an expansion of about 15 percent in 3 years. So your 4-year
figure is correct, 20 percent, given a continuation of the rate of in-
crease since early 1961.

Senator Hartke. The present best estimates about the Soviet econ-
omy are that last year they were at about a 4-percent growth rate, and
this year, anticipating about a 3-percent growth rate, and if so you
want to compare ours with the Soviets, if you want to do that, we are
doing pretty well, too. !
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Mr. HeLLer. In our combination of expansion from recession and
trend growth, we certainly are,

Senator Harrke. So basically, as far as the country is concerned,
we are not in great economic strife at the moment except for a group
of people who are suffering from unemployment directly or those
people who are underemglo red ; isn’t that true?

Mr. Hevier, Yes; an tﬁe greatest beneficiaries from this tax pro-
%ram would be those in the category of the 4 million unemployed,
those who are the invisible unemployed who have dropped out of the
labor market because of the discouragement of finding jobs, and the
tremendous flow of new entrants of 1.2 million each year.

Senator Risicorr. Will the Senator yield?

Senator Harrke, I will be happy to yield.

Senator Risicorr. That is an interesting statement. In the last 2
days we had two economists, Mr. Keyserling, representing the liberal
point of view and an adviser under President Truman, and Mr. Free-
man, who was an adviser under Mr, Eisenhower. Both of them agreed
that this bi!l would do hardly anything for unemployment,

I am curious to know where you get the conclusion that this bill will
do something for the unemployed ¢

Mr. HeLrEr, Senator Ribicoff, we have studied the relationships of
past tax cuts to economic expansion, and, more fundamnentally, the
relationships of expenditures by individuals and investments by cor-
porations in response to increases in income, profit, and utilization
rates. We have studied the increase in gross national product in rela-
tionship to the creation of jobs, and all of these studies lead to the
conclusion that the tax reduction will create between 2 and 3 million
new jobs.

Senator Risrcorr. But don’t you have a different situation in the
country at the present time with different kinds of economic prob-
lems? We have 725,000 youths between 16 and 19 years of age
unemployed, representing 21 percent of all the unemployed people in
America. What will this bill do for these youths, 725,000 youngsters,
21 percent of the unemployed, what will this bill do to give jobs to
those youngsters?
 Mr. HeLLer. By creating these additional jobs, by creating a climate
in which teenagers will be absorbed into productive employment, it
will certainly do a great deal for this grou}l). It will by no means
do all. That is, you have to conduct and enlarge the programs that
we have already underway of training and retraining. ‘e need more
vocational training to be sure we do not have square pegs for the round
holes that being created or will be created by the tax cut.

The record of the past shows that whenever overall unemployment
drops, teenage unemployment drops more than in proportion. Be-
tween 1961 and 1962, for example, total unemployment dropped by
1.1 percentage points, but the unemploymenf rate of teenagers
dropped by 1.9 percentage points. Teenagers are at the end of the
qflileue, so to speak, so that when the labor market strengthens, they ben-
efit most.

Senator Risicorr. But these youngsters we are talking about are
without any basic training, without any skills to take these jobs.
With automation, with greater skills required, you do have structural
unemployment in this country. There is nothing this tax bill is going
to do, to pick up the slack in that structural unemployment.

3
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What surprises me, frankly, is the failure of the administration and
others to use all of the arguments that can be used for their case.

The Senator from Virginia, the chairman, and the senior Senator
from Delaware make good arguments for their philosophy. -

There is another artgument to be made, and yet you keep throwing
your case into their forecourt instead of trying to make your own.

Mr. HeLLER. Senator, that is a judgment which I am not entirely
prepared to accept. :

I believe that we have to have a combination of programs—not only
the tax cut, but programs to overcomse the structural problem by im-
proving training and retraining, and by improving basic education.

Senator Rieicorr. But that is going to cost money. If you are
going to absorb 725,000 youngsters and see that they got a proper
curriculum, and see that they have a proper training program, no
matter how you slice it, that is going to cost a lot of money.

Mr. Herrer. Well, of course—these programs are already costing
money. ~

Senator Rieicorr. And they are going to cost more to do the job.

Now, therefore, if you are going to absorb these 725,000 youngsters
they are going to have to be trained; that is going to cost a lot of
money. §o you really cannot make the argument that you are going
to spend less money 1n future years if you are going to absorb these
725,000. They are not going to be absorbed by the tax cut. :

Mr, Herrer. I think you are underscoring one of the reasons wh
I have not said we are going to spend less money in future years. We
do have these needs that are pressing on us, and they will inevitably
cause some increases in the Federal budget.

Senator Rieicorr. I want to commend you for your statement to the
chairman because I think the administration is painting itself into
a pretty tough corner in the arguments that it has been making here
in view of its future projects and its future way of conducting the
affairs of Government with an expanding population and with the
greater needs that this country is going to have.

I would not be hesitant, if I were you, to use all of the arguments
that you have to carry forth your theory because that does represent
a point of view. I think one of the great problems is that in the so-
called dialog, in the argument that is being made in the country, the
country does not understand this point of view because nobody in this
administration basically is making those arguments.

Mr. HerLER. Senator, as you know—particularly with your interest
in the health, education, and welfare field—the President has pro-
posed very substantial programs to expand education, general, voca-
tional, and scientific.

Senator Ripicorr. Exactly. But when the chairman reads to you a
statement at the beginning of the bill concerning the fact that you are
not going to make expenditures, I think the chairman has placed you
in almost an untenable position to have to live by that statement which
is inconsistent with other policies that will require additional ex-
penditures,

I know the chairman’s philosophy, and I think that is why the
chairman appreciated your frankness as I do. If the administration
1s going to advocate these programs, they are going to have to spend
glore (Iinoney and not come and imply that-these expenditures won’t

e made.
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I mean there is a basic philosophy as represented by Senator Byrd,
and he expresses it very well. Now if there is another philosophy, 1
think that the country and everybody else would respect the argu-
ments that could be made to express that other point of view. I think
Senator Byrd would be the first to admire a man who advocated an-
other point of view aud made all the arguments in favor of the side
he believed in. I think you would agree, Senator.

The CuairMaN. You have stated my views better than I can.

Mr. Herrer., Senator Ribicoff, I do not think any member of the
administration has appeared before Congress and suggested that the
administration was going to spend less in the aggregate this fiscal
year, or is going to propose smaller in the aggregate expenditures in the
next budget. :

The request for a new obligational authority might be less, but
there will be no request for lower expenditures. But it should be
noted that merely because certain existing programs are absorbing a
given amount of money it is not necessary that they should for all time
continue to absorb that same amount of money. Opportunities exist
to reduce or terminate some existing programs to make room, asindeed
this year’s budget did, for new programs. A relatively small rise in
the total budget is not inconsistent with new and expanded programs
in many areas.

May I bring this back for d’ust a moment to the teenagers? If we
have this tax cut we would find that Government programs to train and
educate these youngsters above their present level will be joined by
private programs.

We have long had private inservice training, and ap;ﬁrenticeships
and on-the-;ob training programs, and why do we not have more o
them today? Because it is not necessary or profitable for private em-
ployers to provide them. It will become profitable when the level
of output and the need for additional workers makes it worthwhile.
This is a source of true economy in government. . By making the
private economy work full tilt it can take some of the expenditures
off the shoulders of government. , ;-

Senator Risicorr. But, Senator Williams and Senator Hartke, each

- with different points of view than mine, indicate you have one of the
most prosperous years going in the Nation’s history right now, with
profits being very high, and yet where is there any absorption today
of these unemployed youngsters through an apprenticeship program?

Mr. HecrLer. But, sir, the jobs are not there. If the jobs are there,
it will become profitable for private business, as it has in the past, to
take on a good chunk of this training, side by side with Federal train-
ing and retraining pr({grams. . ’

Senator Ripicorr. Yes. But productivity keeps rising much faster,
does it not, than the number of people who are needed for that pro-
ductivity? There is not a direct ratio or direct proportion.

Mr. Herrer. Well, our challenge is to provide enough stimulus to
the economy to expand demand faster than our productivity advances.
The failure of demand to expand sufficiently has been our problem.
Demand has been expanding in the past year, for example, just enough

to offset the rise in productivity and the growth of the labor force, but

not fast enough to absorb the unemployed. . .
Senator Rintcorr. This tax bill does not do it. This tax bill still
makes n large portion of money available for investment with big in-

« »f-\?{%g, R
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dustry and big business and big banking still having large sources of
investment that they cannot utilizé at the present time,- -~ .= -~

Mr, Herrer, It provides a stimulus to increased investment for
modernization, cost cutting, to serve our balance-of-payments objec-
tlives a:lxd growth objectives side by side with the expansion of total

emand, " : : o

No policy can operate on just a single track. We have one track
which represents the expansion of demand through tax cuts. - We
have a second track that represents the expansion of efficiency and
productivity, which means more output for a ﬁiven input or, in other
words, the cutting of costs to provide growth, to support price sta-
bility, to improve our balance of pagsments. And then you have to
build bridges between these two tracks through training and retrain-
ing programs, through a better educational ?lro am, through relo-
cation and area development programs and the Iike, to take care of
the human fallout from the productivity advance. = -

Senator Risicorr. But basically this is going to cost money. And
it—o = : :

Mr. Herrer. Well, it is costing money now.

Senator Risicorr. And it will cost more.

Mr. Hevrer. Meeting needs of this kind is the cause of a good bit
of the increase in our civilian budget expenditures in the last 3 years,
and has also required using some of the savings from reductions in
other programs, as we were discussing a moment ago.

Senator Risicorr. Thank you for yielding. Ishould not have taken
so much of your time. :

Senator Harrge. That is fine, Mr, Heller. I think the distinguished
Senator from Connécticut and the Senator from Virginia are doing
a fine job of giving what I think is a wonderful idea a rough time. -

I just want to dlsa%:-ee with them in their philosophy. I love both
of them, and I think they are both wonderful gentlemen. I have been
a guest at the home of my distinguished chairman, and I. hope that
that invitation is never turned down, because it is a wonderful place
toeat fried chicken and Virginia ham.

I have all been up in Connecticut and eaten some Italian food in
some of those Italian neighborhoods up in Connecticut.

But let me say I do not think the administration has to do much
agologw’ g on this thing. This is the most prosperous time prob-
ably in 1ae history of the United States, and it has been great, but
what the administration is saying is that it can be greater. That is
what you aresaving{ :

Mr. Herrer. That igright.

y Sir;latior Hartre. And I do not think there is any apology needed
or that.

I think, Mr. Heller, you put your finger on something very impor-
tant, and that is the fact that there does come a time when on-the-job
training becomes not alone economical but very vital for the {uture
of any preduction machine, does it not{ : .

Mr.HeLLER. Yes, it does.

Senator HARTEE. And it will not whenever that machine is working
ab about-50 or 60 percent of its capacity, and that is the problem
today,isitnot? -
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Mr. Herrer. They are running on the average somewhat higher
than that, but that 1s perfectly right. TUntil you get it closer to full
capacity it is not interestin{,r, so to speak, in terms of profitability.

Senator Risicorr. Will the Senator yield?

Senator HarrkE. Just one moment.

The truth of it is that some of these programs will go down in cost.
The welfare program will go down when you put people to work; the
unemployment costs will go down. Some of these aid {)rogmms, some
of the so-called welfare state programs can be, for all practical pur-
poses, not terminated, but severely curtailed in their application and
need if we have full employment, which is the stated policy of the
Government in the Full ]gmployment» Act of 1946.

Mr. Herrer. It will create more employment.

Senator Risicorr. As the plant gets more productive and the manu-
facturer wants tc get as much production out of the people who work
there as he can, he will find himself using more overtime with the
skilled employees, and not using the unskilled employees because those
employees who, even though their wages will be higher, will be pro-
ducing more than the unskilled.

Mr. Herrer, This is a point we have locked into, Senator, with a
number of corporation presidents and other executives, and we are
encouraged to find that a lot of them tell us they have already stretched
their present work force to about the limit of overtime work. We
are told, not in all cases, but in a great many cases, that they would
expect to expand their employment along with any further expansion
of production.

The average manufacturing workweek has already, as vou know,
expanded by about 114 hours since early 1961 and already reflects a
great deal of overtime. So we are reasonably confident that a lot of
the impact of additional output will be translated into new jobs.

Senator Risicorr. I bring you back to your argument with Senator
Byrd. Senator Byrd’s argument that he made at the beginning is that
basically when you talk about employment you have to take into
account overtime, the wives, and several people working in the same
family, so you have different factors to go into.

I am for a tax cut, you see, and in this I disagree with Senator
Byrd. But I do think that Senator Byrd is getting the best of the
argument with you because of the failure of the administration to
make the arguments it could make for its position here.

Senator Hartre. If the Senator will yield back again I will say
this: It is very difficult in times of the most prosperous period in the
history of the United States for the voices of those people out of
work to be heard. It is ver{ difficult for the voice of poverty to
penetrate into the hearts and the souls and the minds and the thinking
of aman who is drawing an overtime paycheck.

Senator Risicorr. That is right; and that is why it is the duty of
people who advocate this program to galvanize this voice by making
the arguments they can make instead of running away from them.

Senator HArRTRE. I might say 1 cannot see any stronger argument.
for it than pointing out the dangers of a recession as Mr. Heller has
done here. I think. if anything, the administration has itself failed
in one aspect only. nnd that. is it has failed to veally prophesy the pro-
portions that can come from this tax cut. I think your recoupment
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estimates are too low. I think the age which is coming in America
is something beyond almost the fondest dream that any member of
the administration has pointed to tod;:f'. :

I think this is a great age for children, and I am not one who is
voicing concern for it, but I think this tax cut should be put through
effective retroactively January 1, and I think that is the only way you
are going to get a balanced budget and cut down on your unemploy-
ment and your welfare checks.

The truth of it is that the welfare rolls in the District of Columbia
increased last month, if the reports are right. There must be some
reason for that.

Senator Rmsicorr. The reason you have is because these are the
people who cannot find jobs. You have got some 4 million of these
people on welfare, and it is going to take a lot of training to get them
off welfare. )

You have some 40 million people in this country who are considered
poor, and the general prosperity passes them by. .

If you are going to do something for those 40 million people in
this country there is going to have to be a lot more done than tax cuts.
What will these tax cuts do for the unemployed miners in West Vir-
giniaand Kentucky? There is a lot more that has to be done for them,
but it won’t be done with the arguments and the philosophy that are
being presented to this committee. ,

Mr. HerLer. Senator, may I——

Senator HARTRE. Goahead.

Mr. Hever. With your permission, may I just note again on that
very point that when overall unemployment drops, the unemployment
of the particularly disadvantaged grougs drops about twice as fast.
When the overall unemployment rate r(EFs y 1 percentage point,
unem(ﬁloyment of nonwhites drops by 2. The overall unemployment
rate dropped by 1 percentage point from 1961 to 1962. The unem-
ployment rate for miners dropped by 2 percenta§e points, *

‘When unemployment gets to 4 percent, overall rates of unemploy-
ment for the groups you are referring to are, of course, still far too
high, and we cannot be satisfied with 6, 8, and 9 percent rates for par-
ticular groups even if the overall rate is at a reasonable level.

Senator Ribrcorr. You still keep playing into Senator Byrd’s hands.
As he pointed out right at the beginning, and I have respect for my
chairman, a very astute man. He pointed out you have 70 million
people working. In other words, your employment base is rising
and yet you come in here because you are worried about a static rate
of unemployment. Employment rises but unemployment remains
static. :

Now, the burden of the case is upon you to show that this bill will
do something for the unemployment rate. There are great problems
in this country that some people reco%']nize, and I think you are one
of those who recognizes them, but yet the voice is not here in Arherica
to explain what has to be done for these people. You are not going
to absorb 21 percent of the unemployed, 725,000 youngsters between
16 and 19 years of age, unless we understand what we have to do to
absorb these 725,000 youngsters, and this tax cut by itself won’t do it.
I think it is a great mistake to think so because, in the short run, there

]
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will be a boost to the ecenomy, but in the long run these problems still
remain with us. - -

So there are other problems that have to be solved if we are going
to solve the problem of unemployment. Now, there are reasons for a
tax cut, and there are justifications for a tax cut, but I think it isa great
mistake to indicate that the tax cut will solve all the problems that
beset our society,

Mr. Herrer, I have just one comment, Senator Ribicoff. It is the
comment that the administration, in general, and we, in particular,
on the economic side, have constantly stressed the necessity of bal-
anced, complementary programs—programs to fit the square pegs for
round holes, along with creation of more holes. Today it is even more
urgent to make sure that, when we have the square pags rounded off,
the holes are there—the job slots are there—for them to fit into. For
this, you need interlocking programs, on the side both of training and
of aggregate demand.

Senator Risicorr. I agree with you, Mr. Heller, and I respect you.

However, the way this record is being built up there is nothing in
this record that indicates that. The record as it is being built up

oes quite contrary to that. This is the type of record that is being
ﬁuilt up in these hearings.

Mr. Herrer. As I indicated in my prepared statement, we have de-
veloped these points at great length in a 57-page statement we sub-
mitted to Senator Clark’s subcommittee on the interrelationship be-
between the tax cut and the structural programs.

Senator Risrcorr. That is right. But that is one committee for one
purpose. There has to be a consistency in the testimony that comes
into this committee. It is not enough to have you present one philoso-
phy before the Labor and Public Welfare Committee, and then have
others emphasize a different philosophy before the Finance Commit-
tee. I think there has to be a consistent philosophy that is presented
to the Senator, whether he is a member of the Finance Committes or
the Labor Committee, because Senators do read, and Senators do
have some degree of intelligence, and Senators do have understand-
ing, and Senators are trying to do a job, and Senators are trying to
understand a complicated question. This is one of the reasons I sup-
ported the chairman in not cutting off these hearings because there is
a big job to be done in this country, whether you are for the bill or
against the bill, to understand what is in the bill, what it will do for
America and what it won’t do for America, and that is why I stood
behind the chairman when he insisted that these hearings be con-
ducted so America conld understand, and the Senate could understand
what is actually involved, even though we may disagree with the re-
sults and conclusions we seek to accomplish. ‘

Mr. HerrLeR, Senator, if you will examine that testimony and this,
I think it will show you that they express similar concerns—both as
to the tax cut and as to expenditure programs.

‘The CuairMaAN. The Chair was considering making a statement of
his own, but I do not want to get into either square hole or a round
hole, and after what Senator Ribicoff said, which I greatly appreciate,
I think the best thing I can do for the moment is to keep quiet. So
we will meet at2:30 this afternoon. : ,

(Whereupon, at 1 p.m., the committee was in recess, to reconvene
at 2:30 p.m,, thesame day.s :
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AWERNOON SESSION

The CuamrMaN, The committee will come to order.
Senator Gore? '

STATEMENT OF WALTER W. HELLER ; ACCOMPANIED BY GARDNER
ACKLEY AND JOHN P. LEWIS—Resumed _

Senator Gore. Doctor Heller, since you advocate a tax cut for indi-
viduals when disposable personal income is high, and since you want
n tax cut for corporations when there is high liguidity throughout
the corporate structure, I can only conclude that your advocacy of
this bill is based on Keynesian concepts and involves an effort to spur
overall demand. Tsthat conclusion justified?

Mr. HeLuer. Senator, without putting a label on it, I should say
the main purpose is to spur overall demand, but also to spur invest-
ment incentives in the process.

Senator Gore. In other words, you are dealing with macroeco-
nomics, endeavoring to take what I have described as a shotgun blast
at the target, instead of a specific shot at the areas of distress and
difficulty.

In other words, you are in essence using the macroeconomic ap-
proach in your advocacy of this bill. ,

Mr. Hewter. Our approach is an attempt to lift the economy
through a massive stimulus, primarily on an aggregate demand basis,
but so structured as to take account of microeconomic problems and
coug}ed with programs that would hit at some of these microeconomic
problems.

Senator Gore. Well, T am trying to paraphrase and state as accu-
rately as I can the position you have taken, as I understand it.

I am not trying to trap you in any wafv by putting words in your
mouth. If you prefer some other phraseology, please feel free to state
it. In general, have I stated your overall thesis correctly ?

Mr. Hereer. I think that is right; and I am not suggesting, Sen-
ator, that you are trying to do_anything but state our position.
think it is 1mportant to constantly emphasize the balance between the
macromeasures and the micromeasures. This particular part of the
program is, as you say, the attempt to increase the overall level of
demand. v :

Senator Gore. Pleass understand that no one appears to be as con-
cerned as I am about the macroeconomic approach, but I am talking
now about the tax bill itself, not the whole Government program,
and Iyonr approach to it is macroeconomie.

Mr. Herier. The approach is through macroeconomics. We think
it will make & substantial contribution toward solving some of the
microeconomic problems, too. )

Senator Gore. I understand that, but in theory you and Andréw
Mellon say pretty much the same thing. It is really not a new burst
of economie brilliance or theory.

Mr. HeLrrr. Wedo not claim novelty ; no, sir.

Senator Gore. Well. in your economic report from 1963, in referring
to the failure of fiscal policy to cure the great depression and the

/
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recovery which ensued after World War II began, you state, and I
quote here:

Any expenditures, private or publie, on the same scale would have expanded
demand and put men back to work.

Now, this may be true. -

Mr. HeLrLer. What was the page reference, Senator?

Senator Gore. That was from your 1963 economic report, where
you discuss the failure of fiscal policy to cure the great depression.

Mr. Herrer. That is the top of page 72; thank you. I have it.

Senator Gore. Thank you. Do you have it now?

Mr. Herrer, Yes; Ido.

Senator Gore. Yes, it appearsat the top of page 72.

Now, this may be true and macroeconomics may be ap(!l)licable to
such a desperate situation as the one we faced in the great depression.
But do you not recognize that the situation today is entirely different?
Today we are in a period of relative prosperity. In fact, we heard
it described this morning as unprecedented prosperity. Yet you still
propose this macroeconomic approach to the problem. Now, unless
I yield to the tempation to give you a free lecture, I pause for you to
make such comments as you desire. :

Mr. HeLLer. Senator, if you lock to the wellsprings of greatness in
this country, what you find is a very restless dissatisfaction with any-
thing but the best. I think that is what you are finding today and it
is reflected in this program. It is true, as Senator Hartke said, that
there has been a very impressive advance in the past 3 years. A $100
billion increase in GNP in 3 peacetime years will be unprecedented.
But we are not keeping up with the expanding capacity of our econ-
omy. We are not employing the unemployed, we are not. cutting down
poverty at the rate that we did when we were growing faster, from
1947 to 1957. We are not, in other words, living up to the enormous
-potential and the enormous future of this economy. And that is why
we propose, on top of a very substantial expansion, 4 very impressive
expansion, to put forth a stimulus that will carry us all the way to the
top. We are part way up the hill, but we are not at the top.

Senator Gore. And yet you are proposing a macroeconomic or shot-
-gun, overall approach to the problem, thus attempting artificially to

oost demand by a process w{)\iclx will undoubtedly be wasteful and
create as many—perhaps more—problems as it will solve.

We have some preblems, yes. You have described some of them.
But you have not explained to anyone’s satisfaction yet, as far as I
know, unless it be your own, how the tax proposal is going to solve the
specific problems that now exist.

You have acknowledged that our problem is riot lack of prosperity.
We are at an alltime high. You sais to Senatof Hartke this morning
that thus far in the administration, in real termsg, we have a rate of
growth of about 5 percent a year. But you are still advocating the
same approach which you say would have worked in the bottom of
the depression. A

Mr. Heirer. If I may comment on that, it is true that we have had
o very substantiel expansion that will average about 5 percent a year.
That, of course, is not the same thing as Iong-terin growth in our
capacity, because a good bit of our expansion was the makeup of the
recession of 1960-61, which' had put us in an economic trough, and
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while it 'is' an impressive performance, W' still do not have eéhough
prosperitg to provide the jobs and the rate of capacity utilization
that will keep our économy hummihg at full til¢, -~ = 0 @

I do not think that we aré’going. tg solve the probleiis like those of
poverty, like those of unemployment, like those of even structural
unemployment, until we ‘provide stronger job- opportunities. SMs;?
I give an example of that, sirf ' In the 10 years from 1047 to 195’
when we grew-at a trend rate of about 4 percent per year, wé red.li‘cé(i
the poverty quotient in this cotntry froni-83 percent of the populs:
tion to 23 percent, taking ‘a 1961 family ‘income of $3,000 as thb
poverty line.” But from 1957 to 1961; wheii‘we vere gnowin"g ‘4t an
average rate of just 3.1 percent,'wé only reducéd that by another 2
percentage points in 4 years, L e o

*What we are sai.%,ng is that by full use of our potential, by full
employment, by fill utilization, we will make a dent in some of
these tough problems that beset the economy:in some of 'its less at+
tractive regions and corners. - T ~ . :

- Senator Gore. You know; Doctor, I find it perfectly amazing that
you, with such alacrity, will assume that the tax bill is going to solve
all these problems. You must have gottén that from that Presidential
speech in which it was said the tax bill was going to solve even the

ropout problem. o j _ -

Do you really think that thisis & cure-all® :

_ Mr. Herizr. Noj it is not going to solve all our problems, We have
said-thatin our statement. —~ - ‘ U
.. Senator Gore, 'Why do you state all these unsolved problems as jus-
tiﬁ@ftiio;n for this massive tax reduction, when our problems are
specifiey - -

Mr. Hevrer, Passage of the bill will create the setting within which
we will have a real good, fighting chance of solving these problems.
T do not think we ‘have the right setting for it if we have a siack
economy with 514 percent plus unemployment. . ,

Senator Gore. That is a different situation. You say now that this
tax cut is going to create the setting. That is a very interesting
statement. ‘What kind of setting, and then what are we going to do
after the setting iscreated ¥ . - ey
-~ Mr. Herrer. It will be a'settmgein which thera are sufficient job
opportunities so that people can. %ainfully emg»loyed if they are
looking for work, and can be employed full time if they are only em-

loyed part time.' That, in itself, will :provide a number of " exits

rom po:}?rteyaufoit'.example'.’ Attglhet'sa_mp'time, 'howevetl'l,-other pro-
grums—the ediication programs, the training' prograing, the programs
of job retraining and ‘so,forth-.-a.wﬂllhave'gu})-be carr?éd fogwgrrt? in
order to make it possible to use those exits from poverty. :In other
words, it i8 a necessary conditioni We are hot saying it-is a sufficient
condition to solve all our problems.. : - =/ . 5L,

. Senator. Gore.: Well, I'want:to ask you some specifics. - Before'do-
Ing 80, however, let me call to your attention the fact!that thete was
a lt% tax gut.tix ln‘&l(}&d',» which aglom{tedrbtg approxlilmktely the same per-
centags of the,then gross national piroduct as the one now.proposed:

- Mr, HELI;RR.[,That«lB tight. Gy T g By e p PRI
... Senator- Gorm..:And then:last year we had: the:investment oredit,
which you showed by your statement this morning has not been very

24-532—68—pt. 4——8 ’
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effective in stimulating plant investment. We had the depreciation
changes, We have had all of these tax stimuli and a big increase in

national product, and yet I want to give you from the record
the statistics on some s eciﬁf. employment: In 1953, before the 1054
tax cut, there were 4,853,000 full-time jobs in agriculture. . This year,
with much greater production, there are 2,587,000. Then in mining, in
1953, 866,000 prs)oti)le were employed, but today only 617,000. Yet
there is more production, I am not blaming you for these figures; I
am just trying to find out how this tax ept is going to increase employ-
ment in mines, in factories, and inagriculture. . .

Let mo give ygu the figures for manufacturing. I take it you real-
ize that in 10 years we have not, gained a single job in manufacturing.

Mr, HeLrer. That iscorrest. P
. Senator Gore. Not a single job. -, Yet we have had a $5 billion tax
cut for the investment element of our economy. : Let me give you the
exact figures: In 1953, there were 17,549,000 people employed in manu-
facturing. In 1963, 10 years later, after all the effects of the 1954
tax cut and the investment credit and depreciation changes of last year,
there are only something over 16 million employed in manufacturing.

Lot me give you construction: In 1953, 2,623,000. With all of the
multiplier effect- that has intervened.and the technological improve-
ment and automation, with our vast highway program underway and
other construction at a great deal greater volume than it was 10 years
ago, there are only 2,300,000 people employed in construction.

N’ow, let me say again, I do not cite these figures with any joy. It
illustrates the enormous economie, sociological, and political problems
that we have. - And yet you are proposing the same old remedy under
which there has been less employment in mannfacturing, less employ-
ment in transportation, less employment in agriculture, less employ-
ment in mining. - : o : S ' e

Mr. Herier. First of all, in looking at the statistics for 1962, we
are looking at a year when there was an average of 5.6-percent unem-
ployment. If we weére oyemtmg at full employment, there would,
of course, be more jobsin all of these categories. . . - - "

Senator Gore. Well, T used the preliminary figures for March 1963
to get a decade spread there. S : :

1v. HELLER. ?Vell, of cotrse, this year our unemployment has been
average 5.6 percent, also—5.7, actually. -~ ' - = B

Senator Gore. But we had the big tax cut in 1954, which was advo-
cated in the Ways and Means Committee on the identical basis as you
advocate this tax cut. And we were told last year that the investment
oredit was by all odds the most efficient way to stimulate investment,
that, in fact; it was far more efficient and effective than a direct reduc-
tionin tax rates. - - S .

Yet with all of thesa things, we have less employment, less jobs in
these major categories than we had 10 years ago/ So I ask you, Just
how is this further tax cut going -to'do the job' which the other tax cuts
havefailedtodo? - -~~~ - e

- Mr. Heurer: With reference to the employment statistics, of course,
as we all know, there have been increases in many of the other aréas—
wholesale and retail trade; finance; insurance and réal estate; service
and miscellaneous; and: i"ae?‘,l. it government, particularly State and

PR I
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local-:the sehool systems and s forth have required aJot of additions]

ﬂﬂ?lpym%@-;;v:; TIVE B T E NP 1"' IR PO O e L R AR T
hose are the areas that accoint for the amount,of incredse in ém-
ployment wehavehad, .- ..., . i . g, i Lol
enator Gore.. Lagree, - Itis in theservice field and government.. .-
Mr. Herrer, It is in the service and—— . I
~ Senator  Gore,, Perhaps ‘the, largest single increase .has been .in
teachers.
Mr. HeLier. I think that is probably right; yes. :
~ Senator Gore. And thisisinthe publicsector. . = .. .. ;0
. Mr. HeuyEz., It is very largaly;in the public sector, yes; in the State
and localsector. . L oo o
enator Gore. Oh, yes; I want to be ag completely fair as is possible
because I think you are advocating a’ fallacious policy. Instead of -
solving the problems of our society, your policy will permanently.im-
;i‘a'ir the ability and capacity of the (overnment to assist in doing so.
he conflict is so sharp that. I want to lean over backward, to be.per-
pectly fair, aqdj%ive you every opportunity to present your case fully.
Mr. Heurer, I greatly appreciate that, particularly. since. this is a
very fundamental issue about how this country is to make full use of
its human and material resources.. As I say, in contrgst with the
shrinkage in some areas, there of course have been incregses.in others

0"e-r~th§sﬁ?;e§?s:‘.f RS . U ORGSR S e
* I'should say also, Senator, that the decreases in the areas that you
cited are, of course, the product of increased productivity. That, is
we are producjng more per man-hour than we did then, as you ppinte(i
out, And that increased productivity is part and parcel of what we
have to have in order to expand our total capacity as an economy ani
in order to maintain our competitiveness, cut our costs, hold prices
stable,and so on. . I think we areagreed up.to.that-point, that.we would
not want; to stop the advance in productiyity in order to solve our un-
employment problem—thst would be a self-defeating way to do it.. . -
hen.the problem.becomes how to.make full use of this set of
résources that we have. ;I think part of our problem—— ; . ...
Senator Gore. Senator Ribicoff- made gome statements this morning
along this line and you have just stated & fact upon which we can agree,
if I may.interject here before we go to the next point. That is produg-
tivity—production per man-hour—has vastly increased.,- éo_many
jpeople depredate the'United States now, and its ecortomy, that I would -
Just like to cite ence: again! the comparison of some indéxes; of the
productivity in this country and that in-some other countries: Aiu
cultural production in the United States is 2.5 times ag great per worker
as agricultural production dn France and. Germany. ; Railroads, here
il{se 3.7 %nployees per 1ile; Germany, 16.2; United Kingdom; 29.2;
ussig 20.68,. - . e 0 e o d e v ped
Insteel,-the margin-is narvower because we furnished much of. the
money. to, modernize their.plants:  But even so, the U.S. steelworker
-produces 220 tons} the German worker; 174; the Japanese, 99,." , 1.
~'The coal,miner:in'oyk: sountry. produces-14: tony; per: day and; jn
EW'OP%2 tOlIS a.ﬂtty-:.;.‘u. i gert Lo ST TE e " (R ""3'-.«
Now, what I am trying to get at, Doctor—and I do.ndt want to deter
you from a full answer, nor do.I want té stop technological impraqve-
ment. -But what I am trying to get at is how,a tax cut,-which you say
.will ;bring about further modernization of plant, and, of conrse,

L
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althosgh: you do not use theterm, you must acknowledge that if it is
effective at all in that regard it must bring about more automation——
« My Herrew, True, = 2. - - 7 .. e o . '
. Senator Gore. Of course, it is true. And you are being very candid
in sdyifig that. But how doés this give jobs'in sndnufacturing, how
does this give jobs in transportation, in agricultiro! We need more
ischoolteachers, yes. “We have more children to educate and a need
for greatly improved education. , ,

But I do not see how your tax bill fits into those two things.

Mr. Herrer. This is a'question that i entirely legitimate—one that
we have to answer in'the cotirse of defense of the tax reduction and
one that I believe we can answer. I think, Senator, the reason that
we had essentially full employment ‘through 1957—not as low
unemployment as.we would’ like. to ‘have it,L%ut. essentially a good
record, averaging 4 percent in the 1947-57 period, including a couple
of recessions in the process-——was that we had a high level of total
demand in the economy. We had enough demand by consumers, by
buginess and by governments to engage our resources fully. C

Senator Gore. You described that very well this morning. I do
not know whether you uséd the term “pent up” but you referred to
tho demand that had been unanswered as a result of the stringenciés
of the Korean war. C ‘

Mr. HeLLER. Yes; and then the effect of the 1954 tax cut was to help
m%iggain dt(a}mand 'ilx‘xh'the period beyond 1954. , : ™ ' A
~ Senator Goge, There 18,an intefesting point there. The @Hm. nd,
within 2 yemgifter the 1954 tax cut, ﬁﬁgpnot, sufficient to utilize &1&3
‘plant capacity generated through that period. But I do not want to
divert you from your point. 1 do not want to divert you from your
principal answer.~ = - L ;.
~-Mr. HeLrer, Since abouit the third quarter of 1957, we have had a
persistently inadequate lével of total demand to use all of our 1sn-
power and all of ou ' available industrial capacity. And at no time
over this period have weé come closer than about & percent unemploy-
ment to the fullsemployment target. . Fon 72.conéecutive months; we
* have had 5 percent or higher unemployment, = - '

Now, if $11 billion of additional consuming and investing power
is put into the hands of consumers and into the hands of business, this
will messively increase their capacity ta buy thé products—both the
consumer products and the capital products—of American industry.
'This in furn will translate itself—by all stending relationships, by
all past experience—into 'an in¢rease in-our E;?f national product
in-theneighborliood of atleast-$30Milion. About-$25:billicn-of-that

.“inerease’ would - be ‘consumption and-about ‘$5 billion ‘would he
‘investment. - DT A A O o -
. In that process, I am persuaded, Senator, that the expansion of the
.~ economy will not in( provide enough:reverues in the course of time
to bring our Federal budget into balance'at High:lévels of ‘emiploy-
ment and activity, but thet it will previde a much broader and fuller
'tevenue base for the State and local governments, the very ones that
have to employ the teachers and others to satisfy/the expdnditig ‘de-
'mnm,fqrs;&wgndflbcglmm@&q Sarpoivgrun. R R
-3¢ A8 you knowr, the Treasury computatiorisatithe beHest df/the'Jomt
Beonomic Committes suggest thap sheiithd that' eut tis fully in effect,
¢ithout any changes'in State and loadbtax tutés, this will bring abiout - -
$3 billion of revenue to the State and local units.
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. Sengtor. Gorm: Yeg; I know. -ﬁg;tha.b.asis of. that, computation,
the Democratic Nationial, Committse spokesman: advised peopls, i
the State of Tennessee that this tax cut was’ go%gl ‘go g'iVé'g;gg. 400
to each family in Tennessee, but the ayerage per §mﬂy tax liability
mﬁle %atem'a%o}:xt%; }d iy fulﬁlip-S
r. Heirer, The Treasury made a very, carefy . State:-hy-State
appraisal of :the.systems and ywhat would:hkpp‘ep;mthmlim&f
expanyion. . S T
Given the overall stimulus of the tax reduction, of the consumption
spending, to match the increase in investment, the increase;in.caps-
city—and in this respect, I think the tax cut is well balanced—not,
only will it, lead to the: greater satisfaction of private needs and
desires, but will also make it easier to meet the needs in the- public,
sector out of & larﬁx; total “pie.? PR
. Senator Gore, Let me ask you & simple question, Could we stimu-
late the economy by buying 1 million new automobjles nexii ear and
transporting them to the trough of the Atlantic Oegan and dumping
them overboard? : S
Mr. Herrer. Yes, we could; but it would be a most wasteful and
silly way to do it. N e e
. en;wor Gore. But it would provide economic stimulation, would
it not ’ ' e
Mr. Herter. It would provide economic stimulation, yes; in the
worst possible wa%,vl should thipk. L - o
Senator Gore. Well, we are not.discussing purposes at the moment.
T agres it would be foolish to do that. But so far as économic¢ stimu-
lation is concerned, that is about the waly some of our foreign aid
program operates, Pléase understand, I support foreign aid ‘and
T am not saying that to be critica], but strictly from the standpoint of
economic principle, the stimulation-of the economg’ of the country,
the buying of a million automobiles and dumping them in the ocean
would be stimulation somewhat similar to buying the same namber of
automobiles and.ssending themto Japan. . .. - o
Mr. Hewrer. Sending them to Japan free of charge, you say?
Senator Gore. Yes, ... .. ... . L e
. Mr. Heuier, I should say that there is 4 rather substantial difter-
ence as far as the world is concerned. If you dump them in the ocean
or if you use them from the productive purpose of building the
economic base in Japan.” But that is a separate question. ‘I am just
trying to look at the economies of it, not the question, of the aid
program as such. S : L e
Senator Gore. Nor am I. Nor am I trying to.interpret, its effect
upon the world economy nor upon Japan. But as far as making jobs
here in the United States and using steel and manufacturing sutonio-
biles, the economic stimulus in the-United States would be aboit the
same. ) ) ) )
l\}{r. Hepeer, 1 ,t,hink,t{;at, is, pmhab}l%iright, §e__nat£r,tbut‘];‘ would
rather carry yonrexample one;step’ further and say:that'the purpo
of the fax cut is to see tn(l) it, inptefi:goff!l autbni‘ob?le production, that we

. ¥

produce hundreds of thousands.or. g million %d(s;ggg%gwg‘g}:ﬂ:i
o United States, I think

v;]liich :ﬁn f*}:eg’bé bot':‘izst ;y‘ tlie %eoﬁtg’eitﬁ t Dhnited
thntisthe fundamental differgnoe hore between thosetwo, * . ;1 .1/
., Senator. Gore, So. you ‘8 proposing hers, iow to,giye, i itk so
people éan buy automobilést ;" - .
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M Hifer. Nos T very! cavettilly 168 t f&ﬁt‘fit. ifi'the soféxt of
your éxample. “I-am' iiot making a ¢hoice as to how people iise théir
.oﬁe "s,ll:'h v. "“"\ ‘ -;V,“;‘, . . L .'»"-,,'” .
“ Sélg;tbr'Gom."But‘this i esséhtially what you are proposing. ' * -

Senator HarTge. Will the Senatoryieldf - =" - - "~ -

. Senator Goke, Certainly. ~.~ '~ '~ 7 o
 Senator HarTke: ‘I there anything wrong with people who do get
a tax cut buying automobiles { . co
'"Mr. HeLLEr. No;niotatall. They may usé it for better housing, bet-
ter schooling, travel, more adequate State and local services—I do not
think it is for us to decide. - That is part of the philosophy of the tax
cut, that we put the money in the privaté hands and let the private units
spend the money as theéy see fit. L o

. Senator Gore. That comes down, it seems to me, to a basic ques-
tion. Is the need in our society for more schools and better education
or for more automobile factories and freewheeling? : :

‘Mr. Herrer. T think we have a complex of needs. I think we have
the need for continually expanding our productive capacity in'this
économy and our productivity, and any of us'who have children are
also very keenly aware of the need for more schooling, better schooling,
better higher education. I do not think there is any conflict between
these two, e . : o

In fact, an economy that can produce more because it is efficient and
groductwe and has a lot of investment in the private sector can make

etter provision for the public sector than an economy which is poor in
the private sector. ‘ o :

. Senator Gore. Of course, we have the largest automobile produc-
tion in history this year. General Motors has the largest profits, the
largest dividend, the largest cash flows.. You would not say that Gen-
eral Motors is one of our acute national problems, would you t '
:ﬁiM‘r. {‘IELLER; Iwouldnot. Itisa gréat moneymakingcompany, very
eflicient. ‘ ) o !

. Senator Gore. Would you say that what is good for General Motors
is good for the United States? - ‘

"Mr. Hxrrer. I would say that what is good for the United States
‘may also be good for General Motors; " I do not see anything wrong,
Senator, with a tax cut that expands the total economy and in the
process expands the investment and profits of General Motors. A full
employment economy would expand their profits and I think it would
exgand theiremployment. - o

. Senator Gore.. Are yousureof that?.. o _

Mr. HeLrir. Well,as we haveto— | L
~ Senator Gore. Do you know the history of erployment in the auto-
mobileindustry in thelast 10 years? © = . = e

Mr. Hrrier. Yes. It has declined.” This is true. ‘At the same
.. Senator Gore., And they have had onetax cutafter another. =~ .
;H'L . HErLER, Bt look at whatihés’papﬁén';r-"-fiﬁj:ﬁeti’mf.,‘ Senator, for

.

1 A Daka N

the past 2 years,, . o L e L.
- Senator Goge., I have been looking at.it.. I have been looking at it
forthepast10years. ., . ' S0 L. U o0
Mr, ngwt Thipy had what they thought was ar intractable prob-
lém. T ¢iitéd Detroit about 2 years ago, and they ‘.cg?l.‘d‘;_wt. e how
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theit problerii could bé boiled down 't kize: Not, Qemaid: for Rito-
mobiles has risen'and that 11-pércént rdte of iinempldyinent ifi that area
has droj Fed to'5.4. Y'think it is'a sterljng eéxample 6f thé incréased
demand leading to an incréase in employment.” We' haveé talked to
executives in the autoniobile industry, among others, and they say
‘that while perhaps there coitld be'some inéféase ih automébilé manu-
facture, without a proportioriaté increase in'employment, still'aid all,
}nghe'r demand would require busihess to inérease their employment
substantially. =~ = = .~ o poEoan e T

Senator Gore. Well, I have referred to the liquidity of not only
General Motors but corporations in ‘general, the unprecedented level
of profits and dividends; no_shortage of investment capital. ‘Now, I
will ask you if one of our national problems isa'shortage of automotive
production capscity. - : L o S ‘

‘Mr. Heter. No; I do not think that we have a shortage of that
capacity in terms of present levels of demand. No; I do not. o
" Senator Gore. So thisisnot one of our problems, thén?

Mr. HerLer. This is not one of our problems. I think the Froblem
of liquidity of corporations may be a little bit more serious than you
indicate, that is, in the sense that while the overall cash flow of corpora-
tions is very good indeed and even exceeds a bit their total plant and
equipment mvestment, the distribution is such that not all industries
share equally in these funds. In particular, small business—for which
this bill before you proposes to dprovide virtually a 27-percent cut—the
small corporations anc{) individual groprietors rips are very hard up,
typically, for investment funds and have to rely on internal funds.
They do not generate adequate funds. The individual tax cuts and the
special tax cuts for small business are a very important part of this
bill in terms of building up the economy.

Senator Gore. Now, Dr. Heller, without any planned strategy on
my part to bring you to this point, you have arrived at it in your own
way—-it seems fo me you have just disproved your macroeconomic
thesis. You say that General Motors and the large corporations are
in this advantageous position, that this may not be true of the small
business element of our economy. But you propose this macro-
economic, overall, scattergun method which will principally, or at
least highly, benefit those who do not constitute a problem, either in
productive cap[acity, profitability, or availability of investment capital.

Therefore, I coms back and say you have disproved your thesis.
What we need is specific programs to solve the areas of distress. We
need microeconomics, not macroeconomics, if I may use the terms of
economists. B . ‘

Mr, HeLrer. You are using them very well. _ ,

I feel this: That in the structuring of the tax deduction and tax
revision, one certainly can build in—and I believe the administra-
tion and the House, in its efforts, have built in—microeconomié-con-
siderations, because otherwise, we could not explain the fact that the
tax on the large corporations is a 4- and 8-percent cut, and that the tax
cut for the smaller corporations'is 27 percent. I think this is aimed
precisely at the kind of problem that you mentiohed—that the larger
corporations are better fixed with funds. At the same time, a pro-
gram‘ of this kind has many. facets and one of the basic facets is.to
nereass further our productivity, our cest-cutting programs, our
competitive ability in world mérkets. ' ° T
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”Addin& on the investment credits and . depreciation.allowances,
which I think have coolggiled a pretty good record for their first year,
I think .we have a good macroeconomic program with good uicro-
economic structuring.. And I believe that is a sound approach to the
tax cut. . '

Senator Gore. Your principal weapon in this tax bill which we
are dis_cuasing is to open the faucet wide, with a general flooding of
tax relief to those who do not need it, by terms of your own deseription
to areas of our society where there is not a problem. This is indicated
by some statistics here that I think you will find interesting.

Ten years ago, the percentage of corporate profits distributed in
dividends—that is, after-tax corporate profits—was 50 percent. That
had been over a period of years the general pattern. I see in 1952,
it was 52 Exercent. It ranged from 45 up to 58; then back down to 48
in tthe early postwar period. But in 1963, it has jumped to 66.7 per-
cent.

Now, this is, of course, partly the result of the tax reduction that hag
been given. This shows that the tax cuts have gone not into more
jobs in manufacturing, necessarily, in improved plant, but in greater
dividends. Yet {ou propose more of the same thing. Now, how does
that solve the problem of education?

Mr. HerLER. Again, one has to look at the balanced nature of the
program. We have emphasized that the $8.8 billion of tax cuts on
the consumer side are an essential part of a program which would
make full use of the capacity that has been and is being built. That
$5.8 billion, plus the $1 billion of additional dividends, roughly, would
course through the economy, would be spent and respent, would even-
tually end u% in a multiplied effect, together with the corporate re-
ductions, of about $30 billion of additional output. - ,

As T said before, $25 of that $30 billion would be on the consump-
tion side. This is an attempt, on the one hand, to stimulate incen-
tives, productivity, efficiency, cut costs, and on the other, to provide
the additional markets to take these goods and services and make full
use of the additional production, and the additional capacity. So I

- think that in that respect, it is a balanced approach. It does recog-
nize that part of our problem in recent years has been under utiliza-
tion of this capacity. :

That is one reason why, -for example, although the investment
credit and depreciation liberalization did touch off a billion dollars
of additional investment this year, they bg no means have yet seen
their full im(fact. There is always some delay, but as we raise con-
sumption and as industry works these new methods into its accounting
and into its planning, we will see & much increased stimulus in the
course of time by the interaction of consumption and investment. By
that interaction, we will see a much increased stimulus to expansion,
modernization, and growth, _ S : .

Senator Gore, 1. ,o?e you dp not mind if I syggest an apparent
contradiction. You refer to underutilization of our productive capac-
itX as being one of our princi alyx:oblems, and yet, ont the other hand,
advocate a tax cut, on the bagis of increasing prodyctive capacity. =
. Mr, Hewrer. 1'do not really think that is & contradiction, sir. Af:

ter all, in a free econonty we are always aiming at a .combination’of

faéﬁf%r growth, pricé-stability, balance-of-payments

full employment, faster -8t
équilibrium, and fair distribution of the frnits'of the economy.

’
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- Sénator Gore. You mean fruits of the economy ‘or the'tax billf - -
- Mr, HeLLer. Noj; the ‘fruits of the:economy. :And in order to ad-
vance on all these fronts at once; we cannot just pick out one segment
and say, “Look, let us have all of this poured into consumption.”” -
In the early postwar period, we were investinﬁ 10 to 11 percent of
our GNP in productive plant and equipment. - But mainly, we have
only been investing 9 percent. I think if we are going to stay com-
petitive in the world, we have to move simultaneously on the front of
expansion of consumer demand, and expansion of cost-cutting invest-
ment. o

Senator Gore. Well, I am aware that by now my colleagues, some
of those in regular attendance at this hearing, must be weary of hear-
ing my views, But as you said this morning, no more important is-
sue has been before the' Congress in many years. When one feels as
deeply as I do that what is proposed will not only miss the mark of our
national needs but permanently hamper the country in providin
solutions for those needs, I'try in‘every way I can to reach my col-
leagues on the committee and the American ]peo le and just—maybe
rou might take a message to Garcia yourself. t me give you an
llustration of what I mean by specific problems.
 The President has appointe(}) some sort of a committee for Appa-
lachia. Ihave forgotten what he calls it, but he has an Advisory Com-
mittee appointed to propose solutions for the depressed economic
conditions in the Appalachian region, reachin% from Pennsylvania
to northern Georgia and Alabama, through West Virginia, which
seemed to impress the President a great. deal in 1960. Are you aware
of the recommendations that this Commission is making ¢
* Mr. HeLLer. Not indetail, but in the general direction, yes.

Senator Gore. They do not involve a tax cut, do they ¢ '

Mr. Herrer, I think if you spoke to the ?eople who are involved in
this, they would feel that the expansion of job opportunities coming
from the tax cut would make these problems a lot more soluble, a lot
more amenable to solutions under the specific programs that would be
atined at Appalachia as such-—whether it is the problem of revenues
for education, or agricultural adjustment, or teenage unemployment
in this area, or even the unemployment of these miners, and so on.
With a higher level of job opportunities throughout the ‘country, it
would help create the setting and produce the wherewithal to provide
a solution to the Appalachian region. o

Senator Gore, Well, I am ‘goin%]to cite you an example of what
has occurred in a part of Appalachia with the expenditire of rela-
tively small amounts of monsy. I refor to the area r_edevelo;l)(ment pro-
gram and the accelerated public works grogram. I think that the
total number of approved projects in my State is about 100, and I am
advised that partly as a result of these, bringing in new water supplies
and .sewage disposal plants to communities, indigenous industries
have expanded.and some new ores built up, moved in, and I am ad-
vised by the employment security officials that we have the lowest
rate of unemployment in Tennessee that we have had for several
years—below 4 percent. I.do not claim full credit for this total de-
velopment, to accelerated public works and the area redevelopment
pmina'fp’s,buttheyvai-ga.ﬁtal partofit. - = U T
' The'total cost is about $20 million. “What I'am trying to illustrate,
Doctor, is that what we have in' this country is an economy of vast an
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unparalleled Erosperit.y in the main, a situation unlike the great'de-

_pression to which you referred in your economic report. We do have
areas of distress. We have structural unemployment, which Senator
Ribicoff referred to this morning. It seems to me that we could do the
job far more efficiently, far more economically, by having specific pro-
grams of action to solve those specific problems of distress rather than
to have this macroeconomic scatter%un iving an $11 billion tax cut
and borrowing the money with which to do it, adding to the danger of
inflation, adding to the cost of carrying the public debt, with no as-
surance that it is going to produce any particular number of new
job opportunities. And, moreover, giving the largest benefits to
those who need them least.

So what I would propose is a reconsideration of programs of gov-
ernmental action which will be far more economical and far more effec-
tive, producing community facilities and highways of lasting benefit.
With the tax cut, you do not know that g'ou will have anything to
show for your money except a very large deficit. :

Mr. Herier, I think, Senator, that if you have 2 to 3 million addi-
flion]al jobs and people employed to show for it, that is a very great

eal.
- Senator Gore. You think so, but you have not been able to show us
how you are going to do it. .

Senator Harrke. Will the Senator yield at this point

Senator Gore. Let him respond, first, please.

Mr. Herrer. All T have said is that the entire weight of the evidence
of experience in tax reduction, here and abroad, the entire weight of
the evidence of the way in which the American consumer and the
American investor and the American businessman uses their money
supports the case that we have made for the tax cut. In other words,
the $11 billion of tax cut will translate itself into the increased
demand, increased production, increased jobs,  and increased
profits that we have projected. I do not know what other way
except by an appeal to repeated experience—and by the fact that we
can, through this tax cut, provide for insurance against recurrence of
recessions that have bedeviled this economy time and again—I do not

-know hdw else to persuade you and the other members of the com-
mittee who may not favor the tax cut that this is an effective way to
achieve some of the great goals that the American people have set for
themselves. : ' ‘ '

Senator Gore. Well, now, Doctor, you have just said that the entire
experience with tax reduction indicates that this is an effective way.
I cite you your own statement in which you referred to the McGraw-
Hill survey. I will read to you from your own statement concerning
the depreciation changes and investment credit of last year, which
amounted, I believe, to approximately a $2.5 billion tax cut:

And last week, the McGraw-HiN survey reported tha(bpsiness plans to spend
only 4 percent more in 1064 for plant and equipment than they spend in 1963.
Since the fourth quarter 1963 level i8 expected to exceed the 1063 average by
more than 4 percent, the survey appears to forecast no further rise next year
in this strategic type of expenditares. = = .

It seemsto me that you contradict yourself.- .~ = .

Mr. HeLLer. We go on to say, of course, that this would be disap-
pointing if it were not fox the fact that other indicators and past

T L : I
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expﬂ'rh{!' ide; suggest ia -‘mare; optimistie, inyestment ioytlook for, 1964
especially if taxes are ent..© . il R 4 T

oG L e . R R IR | I

The point, I.made earlier—that-you haye to pﬁlﬂfthengmgg@,
ca'paéitg: and. the -increased consuming. power which  would be’ gen-
erated by.this tax cut--is & very:solid-one.: ‘I think y%u. would find-—
and this.was indicated in-the ¢Graw-Hill sprvey—that once the tax,
cut f‘was,;i)ut into effect business would have an ingrease in sales and,
t.h%y,wou d increase their investment programs, ' R ‘
- Se

nitor Gore. T would like to come back to this, but first I would,
liketoyiﬁldm Senator‘quttk?n' N R L ~::’: :. PR IR 4 ’{'Aitiw)
-Senator HarTkEe, 1.would like to go/back a foew minutes ago before.
we went off, is it not.true that, when there is a reduction in demsnd,
and a corresponding reduction in production, the net result has been.
an increase in unemployment® = .. . . Lo
Mr. Herver. There has been an increase in unemploynient, that:
is absolutely right.. . .. . - . B
Senator Harrke, Which really is a slowdown in the whole overall
mechanics of the economic machinery.and we call it & yeoessloq;,_.A,lli
it is really is g reduction in the- demand and reduction in production;
thefefors a reduction in jobs. “And the reduction in demand ‘and the,
reduction in production is the actual direct cause of reduction in jobs..
If that is true, the converse equally outghtt;obe true. - .. g
"Mr. HeLLer.. I thank the Senator for that interjection. Thg,t, is a.
very important way .of visualizing the effects of a strengthening: of,
demand through a tax cut—the converse of the effects of a weakening.
indemand inarecession. . i s L e e
" One of the things, Senator Gore, which might be worth.mention-
ing here, is that the expenditure programs you mentioned—such as
accelerated public works and arex redevelopment, are among the pro~
glggg;ns that have been introduced by this administration, sincé early.
-Senator. Gore,  Please understand, I applaud the administration for
that, Itisthe pledge ugon which the President was elected. But now,
that position-ds'being-abandoned. - *\. o« - o e e D
Mr. Herrer. Then you take that whole list: area redevelopment, ac-.
colerated public works, manpower redevelopment and trailing, and:
retraining, the housing sact, the social security. amendments, public
welfare amendments, the equal pay acts, and so on, and -combine this
with the major stimulus of the tax reduction, you have a combination,
which is powerfugy:equipped to get the economy moving again. . .,
- Senator Gone, You are now doing what Senator Byrd aegused you
of doing this morning..-I seemed to sense that 7ou were trying to as-
sure him that you were not doing what you are just now saying you,
amM’gon;flIgEtOdo‘f; el l L :h I h T lrea '
Mr. - Hertez. 1 am-simply citing- the. programs that ;are already,
1lzulll; bu;ebo thebt&%ge%t»that have({)gﬁn mposeﬁbee : ﬁIn am dg(ilting acts t‘lg%
ave boen passed by Congress and tl at‘im.v,e. een financed by Congress,
- Sendtor Gore. L'understand. But sitting in,the cﬁ‘&ir. w%,g; Sloul ani

L TSRS PR Rt
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sitting now,: botl Secretary, Dillon. and 't o; Director, of the Budget,
Bureau said that the administration was, not supporting s continua-,
tion -of the accelerated : public,works pro am;; and Ig m.,advised
bﬁv ‘House; leaders on-the,other side, og i 5; itol <that-th;ﬁe¢lafand
the promises that, were- made/. to.get. the ta_x«gil!' through over. there
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have crédted & political clifiate! siich that they do'not: even plan to:
cal}lu ) the ares redevelopment bill. In factj-one: Member siid yow
<ould vipt, get'aft' afipropriation through to bury Grandma, o 75
“Now, I agtée ‘With'ghq‘:sta'ténient ‘whichSénator Hartke made; if
1 undérstood jt:correétly, that the ¢lement in dur economy’that nesds:
stimilation is consuinér demdrd; : No one las yet cited any:shortage
of 'productive capcity it mauslry;vinammg:lo%;in: agriculture. . And.
t ‘,_g:,qul}- {)roblgm was qntlefutilizatibq'of{;z oductive capacity. 'So I
gred tHat the élément of out econoiny that needs stimulation is con-
sumer demand and the acute lleed lies-with these 5 to 8 million 'who
aré wholly' o1 ggxftiauy unemployed, thb 25 percent of our 'po%ulation
thit i§ living eithék in abject poverty oron the verge of it. - But you
refer to take-home pay. - Your tax bill would give a thousand dollars
increase in take-home pay to a single taxpayer with $300,000 a year
in‘ordinary fnicofite. + U Al T T
.- do not know.just how, that is going to increase constuming power.
. Mr. Hitrer, I'would make two points: One is that on the basis of
ﬁést sque{ls ‘of investment] abqut 70 petcent is- primarily for modern-
1zgtion rathér thah exparision—it is'hard-to make these precise alloca-
tiofis but Surveys of businessmen’s own allocationis showed that they
were investifig dbott 70‘pereent for modernization. - In other. words,
we are nqt simply trying to stimulate investmietit for e?ansion of ca-
pacity. We'dre trying to moderhize, become mors efficient dnd get
these lower ¢osts and hold ‘ouf prices so that we can be competitive. I
think that is'a very céntial pointhere.- * -* =~ - . .~ -
Senator Gore. Doctor—had you finished? - -~ - .
. My Hereer: T had'a se¢ond one, but‘I have momentarily forgotten

. Senator Gore. I donot think it will be lost. - You will get around to

lt. - . . & . . . . . - : ' T
I think, frankly, we have heard a lot of nonsense about how this bill

is g{qin"g’ to increase révenuss, how it is going to cut taxes for the people
of Teinesses, "-In fact, if what has been said to'my people were true,
I might have to change my ‘quitlon.-“;Th.e‘y would not ~p‘13ying any.
-taxes tospeak ‘of. We will just have’this wonderful Utopia in
Tennesséd' where people are-just: not required to' pay taxes; although
Government services are going tobe ineréased, - - . oo
“- 1t ig'trudy I'think, that with the same rate structure,:a higher Ievel
of ‘activity prodic¢és more revenue, both in actudl dollar amounts and
as a peréentage of totil production.  But, Doctor; can you honestly
dlaim that a lower ate structure will; over a period of years; shy over
a period of a ¢yclé, produce a highek percentage.of total national pro-
duction'in the form'of Governnment reventies? < ™.v»v « ¢ fo et Lo
_ Mr. HerLer. One has to compare this with the alternatives.:: If the
altériiative, first of 'al); is no etivn, the answerAs “Yes? : ‘We lidve
evidencd, as hji‘eﬁ%indicﬁtéd; ‘from 'ouf+ pasti éxperience-and ithat of
 othier countyies.” Thefe ia evidénce, also; it the ptandgrd economid
relationships in our ecpnmxz‘ , thatiwe wonld hdvsfa‘!ghlﬁglbntiéxpam
gidn in‘oftt'edononiy’ so that higher revenues would be realized in the
?&'frg?“éf titns even 1fitve todk noaction. " i wadyornd !,::t». HUTIG
“Sefiator 'Gxim.‘; did'ndt say a higher amount, dfireverue, : You are
g‘dihg td Hav ‘a?lii%}fe)? i&ﬁount of téverinio'over a givenpbriod of years)
e fo 'the nitural growth’ 6 our eédhothy; whether takes ufe ‘eut jor
whether they are not cut. ‘ !

'
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'+ Mr, Hestzn. ‘Well, thenithe central question of meetingre—r-.;, .
- Senator Goze; Letme state,what the central:question.is,,,, The ques
tion I asked you is this: Will a lower rate struqtgrg; applied to the
economy ‘over:the period-of a'cycle, produce a higher or.a lower pei-
centage of production or gross national.product in.the form of Goy-
ernment revenues? i o ritoks iy rasiss 4o L) e
Mr, HELLER.: I:amy 'sorxg. +; 1f, that i§ your, guestion, ‘tim ;Ansyer. is
obviously that it will uce a lower percentage, .1 was addressing
myself to the total; which I-firmly beliave: will,be highersthe lower
percentage will give us a larger absolute amount,’ barenglon
Senator Gore. You ahd I agree that the.total.is going to be;higher.
This country has been:growing for s number:of years and it is:going
‘to ‘continue: :! And ithere/has:been.a.lot of nonsense on:the part gf the
‘Treasury of claiming that.all of this growth, that is.going to_pécur
whether we haye a Sccretary of the Freasury by the name. of Dillon
or Dinwiddie, is going to occurs; Yet they ¢laim all of .thig is gping
to be as a result of . the tax cut.: That simply i3 not, true,-and what
‘you liave said is the:truth,.that when we apply.a loweritax rate sfruc;
ture to the economy over the’ cyclé, you.are going to.hgve & lower
percentage of the gross national product in the form of overppen;
revenus. ‘ “Yet youhave listed- in.your, econamio ‘report all: of; the
unimet’ néeds of our society.”-I am trying: to. get you to.tell me .hqw
thigbill ig going to meet thoseunmetrieeds. | i i . o) nolg,
-, Mr., Hezagr. Senator, Lithink that at the rigk of some repstition,
it will do itintwomajorways. - ol et L
- Senator Gore. T am going to run that same risk, Doctor. .. ..\ ...
Mr, Hervrer; Firsty'a <10t of -the unmet -néeds.are, t;he.-.?rgduct,» of
inadequiite’job’ oppértunitiés and:if you creatd 2:to:3 million-addis
tional ji?b’opportuniths; you will meet: some of the needs and yedyce
dome'of the eosts of Government and make some:of the funds.avail-
able for other programs, ‘ Kgmant T o f N L e
Second, I }}a&a a deep oonvic;ilop tg:;t wh}le-we-willzt‘%k@ah:mn,ller
percentage of the gross national product if:we cut taxes, thy: gross
napiong‘i‘ 9ro,du¢t;:Will grow faster as aitesult of this.tax ouit,; a8 a
‘rbsult of both'thé consumption-stimulus and thé-incentives;.. Ini.other
Words; we will flot otily have w growing “pie,"! - whichve wouldiin the
cotlrss-of ‘time, afiyway—-ybu-are quite right—but the:pie-will grow
;fa’s‘t;e;‘- tHan it bthierwiss would-haves - It' will filt'out and- enlarge the
Dié tin-that ig‘,-‘{.he"ful.l‘-caF;clty of the.ecohomy-—and. Ee@er,al;%}tate,
@‘r‘idilﬁiﬁk governients will, as'a result of thé tax dut, liave mdre reve-
nués' t¢' financ the programs that you want and that-I svant'in the
dogmofume- Gt P L I L UL SRR P EY:
- 'Sendtor Gore.: And ity proportioit td nieed; the Federal Government
‘will héive a torrespondingly less amount 6f revonuie, 1.:!f: 17 s
" My, Helrer, I6nBaying that full empléyherit'and, faster: growth
‘will (4) reducé the fieed for these progiams, aiid: (b) {ield mord reve-
‘nues than ‘you would have'had without the tax cut, thereby. enabling
‘Yol t¢ iinke better rdﬂgx;dn for-the unfilled néeds that remain.That
18 aﬁé}&!ﬂéﬁiﬁ“bﬁh stion’afid) as Tisay; it is.baged on what has hapt
Reggd, in other countries t}n.d what has happened.here; .i1 i~ g cor
©Sefiator Gork, - You-can Hay with: ths deopebt vonvietion, itd 66 dan
I, that a full employment economy would bring any.bléssings..;: But
what exasperates me is how jgu: condtantly wrap dround yourself the
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assumptioii ithit the passage of: this tasIbill i Going to.brihg.about
Bioh 8 %‘«f,ﬁw Yo ’gis:e ‘not/shoyn 'ug:in any.- :réspect how that is
‘qoi,igto B abotit., s 17 i i G MINTIRYIN RS IS S A TRt Loty
Well; wé Tiave not.desoribed- 1t, nor mea.nt toyas Utopia.
Wb &%’tﬂ fbﬁﬂggbstth&b—-‘»’“i L 7 O0T 0 HOH e L T pni e

tor Gore. 1 accept your ob;ectlon to the words. Let. me: aub'
stnt‘uta “full em loyient:? Yowhaveused that: term. .

.| MY, HTRLLER! Wehwve. s ok g ot {1 il ) Coe
. Senator Gome. ‘you think thls tat-bxll 1s gomg to brmg about full
employm nt ? Sidfofitn Iy , gesty

1 My }[Zmim 3¢ thinle that thls tax bill wﬂl brmg us w1t,hm not only
htriking distdnos but very: close to the mterun tar -of 4-percent.ui-
‘eppployment: if it is:put-into. eﬁect 1pro tat the levels that
"ﬂ:. now provides: I ol f h‘byéa.l‘!and arhalf ot sp-aftar
Ahe tax dut is fully in's ! a QL &1 uﬁreasom;b  expecta-
‘tion o thébasis o rience and analysis. SN, .
'+ Sénator GGORBF W6 Doctor,ldonotknoww ‘
»apa lysis. i1 kno .of no experience

say on' the baeisof experierice an
g:;le'd o kipd: of analysis whi ﬁc & conclusmn. n posnblykbe
o:"! L EREENF ; 4 BERTE. WO IV 3 H !
v My rer. WelhT. ; . whetMer: 1tmvould 1 worth your
tinte a d the ¢ory mltt»ee’ i ugh the. in: greater
detail/ than we.a/ avpe Tl ' wa, would ;pht roughly
$10 Hillion” more into: th .-=:. of donswiiérs, ve ghown: us
\by 3 ; B f 'd. Pe.l)dra?'
percpnt fxddi-
fopip ound, and that, as
the pe Ir.. T, .88
theld appl end :1t, an:
a8 itk go ditional
rou
i Mn.x-_ - Thé theed, of
AR e
i"heny)ys that 8 i mding sine
after a]l,awh - pmongﬁme .inpre by o, § lmges&vs;?ﬁ
hh‘ve‘ stock '-. ‘inventories and investmore j» prgduet;v,exmsc]m;-

«} -plant./As:that proeets, wo
mcula mththea snal inpestrmeht stimul
ffhink - 1tas Taii tb bdy. that we! canetpeotmot.he

. urchases’ 27Phis,tsef;
gonsumer 8 ndmg which would knally bzmg us to tgﬁ’{ of apother
$10 to ‘$14 billion of: demand in:the gross Y tional Ul
tion to the original $18: bﬂth Orip cannet, of, 09\!1‘56, oW _‘
1agt :dollar ‘oflast 'million«dollars jn. such: at qompumt;gn* mg ; 1‘1;‘
nnderémployed’ economys mtbunémplbyed m& ilshle mw' . e;;th_lg
h&lkmd ‘0 pmcessnwhloh /oneica ; eon n:g{% 40, RGBT
kind ‘of [progess :which ds: goxqg\on in; th ingdom today
res nse to thexrslmilartuoutm N ;(z i mu,m geatl i
u&'{m ?8 billjon;:wei hy,zo esnmabéd, Qv:llngp.vn ns-— at ,§3§ b.llllof‘
: ddit (emamd-srind 50w mgonte srgaryelyps Hot a it 1
:iSeimtorJGénxu vepage&handahqli& oil & zwmnw,, Awib o
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Mr. Hetter! Yed:and that,'df*eo&{'iie’\’nlt rech ity peak Msméwhisre
1 11hid/1968-—aboult 4 year and m'ﬁalf after thb!bill is- hﬂlymt offect.
This'vonld bé'a’yeéa i-ml v?arlo Ut m&sion béeat(ss gb huw‘bigm-f A
?entlyeuftdxes”Ydu Hevd st ﬁs(‘. at'in quickie .* st v‘ y

‘May 1if¢ this miérnin, j he extent
saﬁ’ nglthat gli T safd Tdid & iiii‘kie”’ ﬁi‘i’&%; 106t yea
; was téally saying' wag that I’ didf Byor ' tuxX et but’ noe a
‘quickie” tax cut. I wanted it to be a ermahent tax cut’ Because of
th s dnde‘i- utilization of our‘resourses that had persisted é6 lopg, !
glven that $80 billion‘of extra demand—not éotiniting any of this
démzin enerated by the hoﬁnel growth 'of the econoiny thit'is how
taking' cea——wmil %n?é 1f """ ad T S&y  between 2'afid 3 million: addi/
tional jobs: “Thig would gay, in'effect; hat somewherf betwésti:$12,000°
and sl 000 of additional GNP creates ong additional job, it is'the "
' } b “Which wé feel that this tax ¢ut' will achiove its' major objec-
ivés of foning np the Americain eoqnbmy, ‘bringmg us close to'this
ifiterini’ goal o1 1-péroelit lingniploymerit.’ =
Seriator Gore, Well; I think:yoti have just’ inde & 8tatement,
forecast which‘ ngnbe ‘will nét jugtify, but T want to be suré that
I'vindéistand. Yo have predicted that’ it enacted, this tax’cut over
thig yéar and ‘4 half WOu getieraté‘ $30 bllllon of mcreased gross
niational product
M. Hspmm In: the i}ext 2 A yeare-a year and &’ half after the ta.x
qut is, f}zlly i effect. “

Senator ~GORE, Once agaih i but are ‘the first.. admmnstrdtlon Wit
riésstwho has given 'us’ iihy Yei ‘definite indéx of 'what you ‘mean by
-short run aind long riin. ~And le say, then, that this forecasted $30
billion in the next 2%; years wil ﬁxerate, in your opmlon, based upon’ :
engmence, about & million new jo

.'Sonigwheré’ beh(?een 2 and '8’ mllllon, ‘over and abOVe .

whatever’ mhér expﬁrision wo’uld noi'mally haVe takeri place m the

QCO om
, Senaf?:)i' Go‘m: Well how, froni‘the—if.[ Waﬁt to’ cd.ll ur attentlbn :
to the %t theqt the, gross natlonal p odiict incressed from the third
uai‘tgﬁ‘ £ 1962 to tho third arter 3963 By $31.7 billion, “bit the
ggg)loyﬁ‘xpﬁt Wag ot ihcrease ?'to’8’ lhdn 'Biit there were in’fact
o, many of which‘ weré'in’ the publm SectOr, stich'ug échool-
tm ..... rl .‘ V.
Ml" Hnu;ﬁn 'I'hi is ﬁot“,mconblsfgaht ‘with the'pro ection wé‘hhva
ju'st"miidé, for at’ leésc ‘t#o Feadonss OhHe, it 3. pﬁs]t year; jou' are
counti lgﬁ only those net additional jobs that were cmabed o‘vex‘ and
dbové o jobs thiit’ wére'¢ieated t bsinb tHe! people Wwho 'Wére' dis-
by Jncreages in' prod ctﬁit}v ’b dutomation, if you will:'
~m 6the Wordd, wheityou Hove's's 5 parcent incleads in zﬁ‘bauctfvi
per’ yé&r,}bﬁ ﬁre"lh‘ eﬁ‘éct‘ dfsgl & ﬁg 2.8 i‘get"oem 'of yotit 1abor fo
e by»mérégséd effici ‘otit ut'pﬁa unit ‘of Wodi’
ThtTs énd Fdctoy:"! ﬂd f’ahffi‘ié thil eyl xi tiod of -
Wclieal 'sXpansion, fg%b’ 'highe N dlﬁbnzﬂ
job thax you a61n (3 1 3 ﬁ Wlihtuvkg ;it*é d&iﬁgv ;setﬂk
an avera, account, o mséd [ & :
GNP tlig:}zsdkeg £5168d '8 3 f%o s “ﬁy thatl ?f
paee riglon dvérd’ ﬁib&ofsﬁ% ?5 R *“’
% SenatoF £ Wil senmsfyiel&at HeCpoiaey  -iinbiid
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.. Senator Gore, Of course; if you accelerato—yes; Lyvill yield.. - -
.-:1§mmv.~,ﬁmuz-élo§§‘ﬂmt‘:same line, 1. would. like first to. cqm-
pliment_my: distinguished. colleague: from /Terinessee. for one thing,
that he,does. not  oppose the tax cuf, angd: then propose. nothing as a
. substitute. - He,,as f mﬁmd'vpzmx:qqnvmtmns with hin and
 frpm his questions, ho thinks'there is a,petter way of solving this prob-
emof unemployment, and; that is, hasically. acceleration . of public
works and programs of thatsort, . @ . ;i G
I think at least thoss who come here and avgue:against a tax cut,
which the administration contends will reduce unemployment, aughtat
least to be honest with this committes and, with the public as to.what,
they propose.to do in regard,to unemployment, or, otherwise whether
they. actually, in fact, are satisfied with this nnemplof};ment; as it is.
1 will say to my distinguished friend from Tennessee that he does not
leave me in .thatiliredicament as far ag:those thinﬁs are concerned.
;_;?gna,tqi’t Goge. 1 want to thank my friend. Though I may. be the
only man who says it, I say it with the deepest of conviction, that I am
unquestionably correct and right in sayin that .the pressing and
unmet needs of our country are in the public sector .ot our society.
Ouy need is not: for bigger profits for General Motors. It is not for
more productive capacity for autqmobjles, refri erators:and washing
machines. We need better education. We need not more hotels but
more hospitals. Yet we. have this scattergun, approach. here; .giving
fax reduction, most of it, to tthose who need 1t least and ‘in areas,
where it will-create perhaps more problems than it solves. ,,..W,hat 1
suggest is a reexamination.of the whole problem and programs of
agtion aimed economically and efficiently. and directly at:thg problems
ofoursociety. . .~ . .. Toou o Ntenoo gt
I thank my distinguished friend. .- . .. (v ooy e
. Senator, Haprxe, I would say tomg distinguished friend; thet I
would find a.great dea) of sympathy and consideration in even, puttin
greater em%hasis' on consumer purchasing power 'in the increased
axemptions bill which I introduced in 1961, when T thought we should
have about a$10billion tax eyt ., i vy votd dedl s
" But is this not true, Doctor Heﬁler ‘that one of the difficult things.
to_present to the; public ia-that: while things sre going so. well—in,
other words, as We have said this morning, theyare better than:they
have ever been—it is pretty hard to convince the people that.they,
should try.to make, things better$ . In.qther, wor ;things are better
than, they. have_ever, been, s0-why.complain{: Why, not leave,well
qng}lg_h one? .l vt ' x
' M. ];s rer. Well, I think .tha,t‘th%

i  Well,.L think o veagon in good: patt is that we,
are ingerna X isolati oplstgﬁyg you will.. In .,Q‘t‘hgr words, we are iso-.
ed 1, i200s p&r.tf}ro.m»t. .egmplems.of poyerty, from the pockets
"unemployment; from the dilapidated housing, from the ghettoes in
the big; cities. .Even, the byilding of.our big smfrhighways, .where.
We Nnow. go. over; these ,areaa:msteﬁ -of through them—just a simple

s o g0 pve, thesa aveas nsishl of Lhrouih
* oafle o hat Knd tands ip 1nks us s good dpal e conizant to
: Aol s sensitive to thoir

3 PR 1o l}higk:& 04 G
propartionate importance inthe Nation, - o i el o ool
.80, 1. would thoroug 1& agrea,. But the imprct 6f the tax cut-sthe
stimulative impact and the creation of. jobs—will. not recognize those
boundaries. The stimulative ,impact. will goxight ﬁmugh‘ those

d
a 9| Eu_sé
thege problems as a pation, &
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boundaries into the ghetboes and,into, the poorer- aress:and- into, the
d,e ressed. areas of the Wﬁﬂ ry.. .1t Willinot. dothe, Whole Jjobe.-But

o think that this overall stimulus to the economy, lifting:the.econ-
omy-—for exgmpls, in stnmulatmg mvestment, and b\uldxgg of 1plante

in Tennesseg and West Virginia—I think;its beneficial :effects will
felt throughout the country and it w:ll be felt in. berms of the t,one ot
job.qpportunities, - ..’ '

Senator GoRe ( reSIdmg) ‘Bul the, prmczpai beneﬁta and eﬂ'ects gq
to those who simply do not need them. .. I just do.not understand you,
Doclzltor i Ido not understand 8 Democratlo admxmstranon proposmg
such a.thing. - - 13 .

11&1:', Héll:l tma I reg(cird t{‘ns as a bo}ﬁ exterqir:e m rg,sponplble ﬁsqal
po igy—that is, in erta, mgastxm ;to the economy.,;... .: -

_Senator Gore. It is-a bold. repudmtlop‘sof the:record. of. the -Dem
ératio Party and the last’ two Deniocratic-administrations- and every
Democratlc platform for the last 30 years.

‘Mr. Hetrer, I think it is the couritry’s policy weaﬁ:n of choice to
get the country moving again. fAnd I do not: 868 thab that i is £ nepudmL
tlon of Democratic prineiples. -

+ Senator Gore. I want:'to read you whab & very dlstmgmhhed' Te-
porter and writer, Mr. Bernard D. Nossiter, says in an article in’ the
magazine the Progressive—I will just read’ you two:senwnces He
refers to this bill as 800 pages of legalistic ]argon : s

Nearly every page adds teathers to the nest ot the most amuent ln ih;s pértly
kmuent soclety. ' .

wallsklpa.lxttle j e e AR

‘The bill p;omlses to provlde the most. mmlve redlstrihutlon ot lncome in the
fUnited Statessince World WardlL. . . .

But it proposes the redlstrlbution m the wrong way, m the wrong
direction. It.proposes to redistr bute the; income¢ more;dispropor-
tionately to thoge who are already the vast beneﬁcmr;es oﬁ QUL soclety
and take from those sylio havenot. : -i«.; i.r - 1 et ead el

« Mr., Hevrer. This; I think; is open.to very serious. dlspute +Ido
not think that the proportuonate strlbutxon of tax burdens. in-the
indjvidual: income; tax, when all is said and done,,ls oing. ta;bg subs
stantially:. altered.: . Some 59 -percent of: the. tax: redugtion- will.. be
going to the peopls with under $10,000 yearly income who have now
paid. gﬁ) %wonb of:the tax..: The remmnmg amount/wxll go ito those
overl N yi} R TER G LR

_Senator: Gorg:-Now,  Dodto we do mt, look at thosa percentages
the\w;y, the Tredsury dees.: - You: “know; pepfectly :well that the _people
g theﬂ:lower. income brackets on -8 dollav basls, get very httle rehef

ofu this b U S

;. Mr, HELLER. That is t.rue, because they pay httle tax\ e

_-Senator.Gopei' And of coursa:when you multiply & fow, dol]arg by
the mass of people you get huge amounts. But this is & very unfair
t&x bxll mth dis fmportmnate relief to thase preople who.doinot need. it.

Hevrer;,: I was simply referring to, your quoting ;from\Nomta:
abom; 'the alle wommngm’l‘}re ppoplq;wtm now: pa fy
of .the fotal individual i ingome tax. will get 89 pexeent of the. heng t&
S0: putting this, ‘per-se,! in;terms of ;dlstrlbmlonv-znot saying this. is
neoessamly nght,—,-.wz,wﬂl not, ‘change it - I~tlunk the. present

24‘532 BB——pt ‘ 3 L /-""_ (I /! b‘_,‘ ;‘ Ry A ,” R I “.‘/l'

1y !'“’
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important point for the economny as & whols is that the greatest-periods
of improvement in the lower iricome groups, and, indeed, of redistribu-
tion to the benefit of the lower income groups; Senator, have been when
we had full employment. I think the biggest redistribution here is the
creating of jobs and'incomes for the 2 to 3 million unemployed who
donot now havejobs, - - it vt e
Senator Gore. Well, I think you propose to do the wrong thing in
thie'wrong way ini this bill and propose to do it permanently.
. Now, just let me get into the record one thing here with respect to
your recommendation last year. "I would like to read from the annual
report of the Council of Economic Advisers of January 12, 1962: -
" Pollcy to reverse recesslon or speed recovery often ¢alls for a temporary boost
in private purchasing power. ‘-Permanent reductlon in tax rates could give the
economy ‘a8 strong:ior stronger a stimulus’ but at ‘the possible sacrifice of tax
revénuek--which, would’' be-rost ‘desirable dfter the économy :returned to full
employment. -+ - .. T IR NS BV e
.*So whether -you .call it “quickie” or not, you were proposing-in
January. 1962 a: temporary reduction.in tax rates, whereas now you
are Fro sing a %rmanent reduction in tax rates, - -. :
- Mr, HerLer.

. e were talking there about a hypothetical situation
if there were a:recession. ‘Did I understand.you correctly, that is
from our 1962 report ¢ : S . R
Senator Gore. You were referring there to the standby authority
for the President to reduce tuxes. = o L
* Mr, Heuier, That was ot a recommendation in terms of, say, the
1962 ‘expansion situation. ~We were suggesting that for antirecession
purpotes, Senator, there ought to be temporary tax reductions’ to
overcome the ‘temporary recessions. And that 1s quite apart from
the long-term problem of persistent slack and unemployment, for
which we need permanent tax reduction. ~ S
- Senator Gore. Well, my colleague has asked me to yield, and I shall
gurely-do so. - I apologize to him for not doing so morg quickly. Fol-
lowing that I have but one other question and then I shall desist.
¢s Senater Hawrxe. -Iet-me-say this: Is it not truethat-asfar as'the
recession is-concerned, when we-move-into’ public works-in order to
create jobs, a lot of that money also flows into the hands of those
people;vho, frankly, are doing pretty well.even under normal circum-
"~ Mr. HerLer, ‘You have made a point that-one of my-colleagues has
called to.my attefition: the fact that, of course, in the first round, it
may flow somewhat differently than under ‘a tax cut. -But:on the
second,thirdy fourth fifth,.and gixth rounds; there is no. differentia-
“tion:! THe economy:does not differentiate where the money originally
came from—whether it came from private spending out of tax reduc:
tion or private -spending out of a:public expenditure program—it
simply courses through the economy the same way.”- That is true even
for Genoral Motors. . T e
* Senator HarTkE. And quite hionestly, when they go in.public works
to suppliers and to contractors'who are in business at that time, their
amount, of business is materially increased, their profits, generally.
speaking, under normal circumstances, are materially increassd—their
holdinﬁ?{ their corporate’ investments, ‘all: these things. “When the
sewerlines are built, for exampley they are built by geieral contractors
" who ape’ini- existence. The only one you really create the jobs, for is

e
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that contractor. - You generally: doinotiset up & new: contractor, " It
is the same contractor doing business in' the same old stall.: The only
thing: about.it is that because hé has:more' money:at his:disposal,.he
Foes over into the general supply of: ls,bor, and if there ls unemployed
abgrthexe,hepmks 1tup puts;ttowor Vo

”SenatorGo A i_:. .’"-"' v

*- Senator HABTKE I Wlll gnint you: that. :

S(einator Gomc That makes ]obs, Whlch the tax cut may or may
not, o V

*Senator HARTEE, The same thmg is true when you put. the tax cut
through, is it not, Doctorf That when those p gle get that money;
they are generally going to spend about 90 to 9 peroent of xt, the
general consuming public{

Mr. Heuier, That igcorrect.

Sendtor HirrxE." Whiéh thay g6 dovn te'the dtotd td bl & %nc&ole
or'if they go and buy’ anythmg with*it, somebody, whoever sells it to
them, increases thir sales. And as'a net result, if the are not'pay-
ing taxes, they may start, or if they'are paying taXes, 'ly pay more,

use generally speaking, they should make a profit. ‘They in turn
go back-to the producer and ask for greater: roductlon and, under
normal circuristances, the producer in turn will have to do one  of two
things: either improve his capacity to produce with the same amount
of labor or add to-the labor in the plant.  Generally speaking, when
they have exhausted all of the available supply of labor w hich s
thoroughly trained, if it is expedient for thein t0. 20 on to job training
e e(? v‘ull’:tfa)h‘ the’ léiheh)’%lv ;'th réb& rel ovi hé‘ State' oF

eral Govenunent of this free trainin is'the 'way
it worked in the old days when you had 1]l)prentl(aashl Ip programs,

Especially it is true, is 1t not, Doctor, in'the construction business
because one man can_onl K “50 ‘many ' bricks'a' day” and’ if ‘they
want greater production they have:to pution more brickla ers ‘This
is where we have a heavy amount of ‘unemployment- y N
field. The same is true of common, labor hauhng the bnc s to the
snte,andalsothecanpenters;—;-) i LR ey

‘But when you'cotns to-thess thmgs, generallv speakmg most people
today really are not concerned about une ?loyment \In'less t oy are
the unemployed themselves; is that not right S

Mr. Heruer, That is & very serious’ problem hére, and the neces:
sity of dramatizing these problems is very great--the necessity’ of
making the country motre aware of the dlsadvantaged groups which
ATe NoY gettmg theu' iull share of thls advancmg profspenty m the

2 * . it
& é‘ehutor HAR’I‘RE And 1t,'1s ‘difflexilt to take thio neowsary preventwe
measures to prevent d ‘recession, while it is quite easy, génerally speak-
ing, to take corrective measures when you are in’theé middle o1 a, reoes-'
sxon‘«to ‘take ¢are of the problems of- unémployment. - -
. Herer, '1f Iundeérstand you, whit: you mean is they are much
‘more obviotis once the récession takes %{;tcé S

Senator Harrke. That is right. - We do not have to have: any 3-
‘monith period; of hearmgs it we have & Yecession’ m brder to get 8 pnb-
‘hcworksblllpassied‘ Ctwirre b ha gy e e

m - You: hive" to urinvalotimote: remuroes to corneot
<he p‘ifoblém once you'are on't| 8 domgnde thay' whgn'yowaxze still on
ithe upgrade. But it is true, it is not atized in'expsansion.-
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;- Senator:HaaTe. T would like to!place in the redord at this time the
fdct that in calendar. year;1958; the amount of unemployment. com-

. tion ' due- to recession. almost; doubled.. . Also, the:trend :report
which was issied by the Bureau of Family: Services of the Department
of Health, Education, and Welfare, which shows that from November
1957 to April 1958, the period of the so-called recession at that time,
the number of persons receiving'general assistance x;ose»b%-almost-"m
percent; in-the correspondirig period of the recession, 196081, the
rise was about 40 percent. For the corresponding year, when we were
coming out of it, the:corresponding rise wag 9-an ‘17 percent, respec--
tively.. I.tvould:like to put this entire thing in the record. :
- .Seniator Gore, I willacceptit.. ...o. o oo

(The document referred to follows:) - . -+ -~

LRV A T
. Report IesUED BY BUREAU OF FAMILY SeevICES, DEPARTMENT, oF HEW

m“’.l‘ﬁe rise in the average number of. civilians unemployed in 19%8 and in 1061
treflected the impact of the 1957-58 and :1960-61 recessions, The proportions-
of the.civilfun labor forée that were ynemployed fn 1959 and 1901 were approxi--
mately thesame, =~ - A
i" wAnong the assistarce programs, aid:to families with depéndent: children and
general assistance are most' affected by ‘changes in employment conditions. !TFhe-
number of, persons recglyllng,thgjso types.of ald usually go, up during the winter
months, but when unemployment. is relatively high or exceeds the-seasopal in:
¢rease, the rise {8 steeper. ‘Thus from November 1957 to April 1958 tlie number-
of persons recelving: general asistanceirose by almokt 70 percent; in'the eorré:
sponding 1060-61 perlod the rise wis abour 40 percent. - For. AFDOC,.increases
in the same period,;were about 9:and 7.percent, respectively. - In contrast, over-
the same months of 1958 and 1059, the general assistance . rolls went up only
_about 16, percent and the number in April 19€0 was about 8 percent below that
for the prededifig Novertber: :In AFDO, ‘the percentage risé: was 4.6 in 1958-59
and 3.5 in 1959-60.: During these per{ods both.the.total humber of unemployed
and the winter rise in unemployment were smaller than-fm: the recession years.”
-, §ourge: Trend Report, December 1062 {ssue.” - * . ., . oo o 7
. Senator -Hartke. I want to thank my distinguished friend from:
Tennessee, , I; admire him .and am- generally on his-side. . I hate to-
sep him led astray... jiio i o f o o b o AR
- Senator Gore. I think you will be on the side of my personal exemp- -
tion amendment. . . . T .
+. IyieldtoSenatorCarlson, . = . ..o o oo
Senator Caruson. Dr. Heller, you want to. feel’ highly, honored,..
because it is not usual that this committee keeps a witness all day. .
'quM‘l.’iHmeTIdo,‘mdeed) Sellator. A:E IR ;’ M § ‘: : . v 1' ot
. Sénator CARLSON. You, of course, are an outstanding econpmist and
you have been most: generous. iq-your,-publlc‘statementszand writing-
of books and articles and magazines, and therefore, of course, it gives.
many-of :us an opportunity to have read some.of your articles; heard
some of your statements, and therefore, it gives.us, I would.say, many
questions that wemight wanttoask, . ... o oo o
_ Mr. Hevrer. 1 oan imaging that., 1. agree with:6np of my colleagues .
in. the administration when hq said that a man who goes into* public
service should never have written ‘any. articles, or..books -before he-
ente,m‘dlser.vwe- A O ST AR T NI SR S ) R
Bénator Oanrson, I just wanted-to follow along with:one.question.
~ Senitor Gore had gotten into. X am not going to, detain: you:at-any-
. freat,\length ‘because.I certainly; do not, ag)pear,hereoas-anﬁqcmomist.
:am not.: % im,m been on this committee, for some. years; I, whs an the-

PRI b B H o S . N LR N
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House Ways :and:Means. Committesr for soyerhiVyears:and i apriage?™ 7~
concerned-about: high taxes: as anybody;) in the administration] or-outs
Sécond; if there is anyone who wante to help the unemployment:situa«
tion} I certainty.do.. I have'séme grave questions about thejiroposed
fax/,i)ill résulting .in ‘substantial/inorease in:employment., . i s
- I believe you are a little more optimisti¢ today-than you were a few
weeks ago abontitaking care of our;unemploymeént in this country.
I think'a few weeks:ago you said in something like- 214 :yearsiwe
would take care of 214.0or 8:million unemployed. -1 think todayit is
down toabouta yearandahalf, ; - .00 s Fioees b D T
.-Mr. HeiLer. No, sir; I think in'the-course ¢f our colloqdy, we did
strajghten  that out. X said-a year an a’half:after the tax. bill yoes
into full effect, which is January 1; 1985, - which- corresponds t4 (e
figure T was using earlier—214,years after the first step of the tax -
bill goesinto effect,on January 1;1984.,°. 0 - cooets sfanie N
Senator C4rtson. I just happened to-catch that & while back whén
you made the statement. As I say, there is no one who hopés:that
will workoutmorethan Ido. . "~ "o ei - GTLtE e vy
“The question I have is this: We had Roger Freeman  before this
comuittee, of Stanford University, Calif. He made this statement,
andIamgoingtoreadits: ~ = -0 - i 0 Ter o e o
In the same month, last September, 7.4 percent of all hours in manufactiaHng,
the only industry for which this {nformation is ava{lable, were ovértime holrs,

pald for at premium rates. The industry could- have employed .at: regular
hours all of its -workers and all of its unemployed and still had to get over

g

2 percent of its work done on overtime pay, . L ‘
Labor Secretary Wirtz was qubtédassaying:’ Ctiioae T
I think we have to start asking whether things are working éut right, 12 7'
percent of our work is being done on an overtime basis when we:have 5 to @
percentunemployment. -~ - - - oo e
. What comment doyou havetomakeonthatt ~« . ..« .. . ..
- Mr. HeLrer, Well; Senator Carlson, if we ware able to,convert. all
-of that overtime into additional employment without detriment to our
productive costs and efficiency and to the human beings involved,
that would have great attraction. - But I .do not think that is the;way
American industry and American labor works; that is to say, I think
that one has to-give the industry. of this conntry the flexibility.to use
its manpower to best advantage, and a: lot of that best advantage. is
~snmp]y to work. certam_people,ionger hours, rather, than to put on
-additional people. I am sure thers is some margin there. . Neverthe-
less, I am sure that. we:would be.interfering with, the most efficient
allocation of manpower and the most efficient productive methods if
we.were to’arbitrarily say, no, you,cannot work anybody gvertime,
Senator CARLSON,: %Vit that I.would be'in agreement, but can we
assnme that .if ‘we' reduce. corporate taxes by $2. billion: or more,
there would be less unemployment, or- would.it be reasonable to assums
that these companies. woyld:say, why..should I worry.about hiring
ddditional peoplef:' We will.just:pay overtime.;: How. will that, help

unemployment§. . ... e i e DRl e
. Mr. Herrer, Tamgoryy, Llost thethread. .17 city (o - rfi o s
' Senator;Carrso. My thought was, is,there any.reason to believe,
even with a tax reduction, that these corporations will not continye to
use overtime employment and probably expand it instead of réduce it?

'
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- Mr. Hutgxgr. Fain borry 1 di@ niot get itthe first tinieiaround. ‘Sends
tor, we have alréady had an increasé ?n the average workweek of nearly
an hour and a half over the gast 284 years. . Firms are alrea.d{ stretch-
ing out their existing work force a good deal in those cases where they
can apply overtime. < We'have-on this verypoint rather closely investi-
tedp with 2 number of ‘indusu'ﬂ leaders: whit they would do to pro-
uce' the additional output. ‘They say they would have to put on
additional men in a very substantial number of’cases. I think we
can be reasonably: confident that -nottoo much of the stimulus of in-
creased.demand would go off into simply stretching the workweek. A.
great deal of it would go into ddditional employment. It is hard
to.pin that down for sure; it is a matter of judgment based on past
experience, on interviews with business leaders, and on the fact that
we:already have the workweek, on the average, stretched pretty tight.
We think, therefore, that the chances of converting a great deal
of this additional investment and additional demand into jobs are
favorable. - . - .- o ‘

Senator Carrson. I believe I noticed within the last 2 or 8 days that
Walter Reuther, of the AFT.-CIO, was concerned about thisand made
some kind of a remark that he felt'we would have to get to a 85-hour
week soon, and I believe he stated, probably place some penalties on
overtime work. - - .- . . o A <
~ Senator Benxerr. Will the Senator yield?

Senator CArLsoN. Yes. T N _

Senator Benxnerr. He wants to increase ‘the yield from 14
times normal wages to double times the normal wages in order
to nenalize overtime. o - :
~ Senator Carrson. I was not going to get into that except in this
way, that T am as concerned as anvone about getting people to work.
But Ido not see an industrialist, who is in one of the large industries,
‘whether he has overiime or a 35-hour week, getting people in from
some of these structural unemployment areas that we do have, and
Wwa' have some that are’ regréttable. ‘That is-the thing that really
concerns me. ' : R ‘ B '
" Mr. HerLer. Of course, Senator, one of the points is that when
there is excess labor all over, as there is when you have 8.5 percent
full-time uneémployment and another 1.3 percent of part-time un-
employment equivalent to full time, and then some submerged unem-
ploymént—under those-circumstances, the scarcity of labor or the
availability of labor does not have much to'do with where a man
locates a plant, wheré he locates a new addition’ to his productive
capacity. 7 . Tebet Co

If, on the other hand, yoiu tighten up the labor market by creating
riew: jobs, then the areas that have more or léss chronic additional or
surplis labor become much more attractive to'a plant location,. That
have beén true in past periods of full émployment. .~ -~
" That-js what I inéant:before: when I saidito:Senator Gore. that

Tthbught that areas like easterni Térinedsed! West Virminia. and enstern
Kentuckv, would have a considerablv greater attraction for the loca-

_tion of plants, on the labor supply side; in a’tight labor market than
thév 'do in a-loose labor mdrket, where émployers ¢an find available

R R e T

labor angwhepe. = " -
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Senator. Oantson Tibeliove-in theMeGraw-Filk fecent purvey, they ©

were able to show we are only using 85 percent of ‘our productive-ca,
acity., - - e T ; :
P Mr).IHmn. I believe their latest figure hasbeen revised to 87. . . -
Senator CaRrLsoON. Eighty-ﬁvewast elastoneIsaw. . . . . -
. Assuming it is even 87 percent, is there any reason why these 8‘?lsmts
should expand with a tight reduction until we bring up. this 87 per-
cent to near capacity ? » N R
Mr. Herrxr. That is a very good question, to which we have a par-
tial answer from the surveys which have been made of businessmen’s
preferred:operating rate. By and Iarge their preferred operating rate
averages about 92 percent of capacity. They figure that when the
et up in that range, 90 or 92 percent, they are using most of their ef-
gcient capacity, and they have to have a certain amount of downtime.
They teng to move into expansion of capacity once they get up to that
general area. o . B
That is one of the points I was tryin,t].{ to make earlier, that you
are much better off if you can introduce this tax- cut in a.rising.econ-
omy with about .85 to 87 percent of your:capacity -utilized:than, if
you wait until it falls off to perhaps 80 to 83 percent of capacity. Be-
cause when you stliperimpose on the higher levels of operation the
new stimulus of added consumer demand, there is a strong incentive to
expand investment. . .

stand corrected, by the way, Senator. Your figure of 85 percent, T

am told by my colleagues, is correct. . :
Senator CarrsoN. I did not expect you to be corrected, because I am
ve a;rl)t to be wrong. But it was just given to me recently.

n that same line of questioning and reasoning with you, you stated
to Senator Gore that capital spending by industry would probably
be somewhere around 4 percent or plus for next year.. That is, pros-
pective plans where something over 4 percent for next year. . Now, this
tax bill; assuming that we pass it, next year, and frankly, I am one who
thinks we.are going to, that will not encourage or increase that.very
much, will it, for 1964 ¢ ‘ ST

- Mr. Herrer. There are an increasing number of companies, at
least from our conversations and discussions with business decision-
makers, that in.effect have two sets of plans: One set of plans with
no tax cut and a more expansionary set of plans with a tax cut.. T
think the McGraw-Hill survey in effect suggested that this was the
case, that with the tax cut, a number of firms would adjust their
plans upward. Now, there is some slippage, there is some timelag in
this. But I really think the 4-percent. figure is going to be revised
upward—partly because on the uptrend, the September McGraw-Hill
survey typically is revised upward ; partly because some other surveys
have already indicated a greater increase; and partly because the tax
cut will result in a boosting of the plans for next year.. - .. .. .

Senator. CarrsoN. Would you not say. that the action taken by this:

committee in the Congress last year with i‘eirafd-to.investment credif

and accelerated depreciation were responsible not only for the 4 perr

oen;, but possibly for some unticipateso growth, regardless of the tax

eut?. - - oo T Ci s s

.. Mr. HerLrER,  They are responsible for part of the projected increase

for next year and.they were responsible, according.to the earlier
!
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McGraw-Hill'surveyy for-aboutr40ihercens-ot iths.expansion in'plant
equipment and investment thisyéar, = oo L ey
Senator CarrsoN. Now, let’s get down to the peog)le who are going
to go to work, and I'should not get into this, bgcaise'the Senator from
Tennessee went into it thoroughly,” We had:twe industries; if you
want to c¢allit: that, who'have'been ogemtin'gfatifqirly good capacity.
One is'the aiitorhobile industry and the other is housiig. Do you-ex-
pect great increasgs in them ¢ \ e S
‘Mr. Herrer. Private forecasters tell us that in the absence of a tax
cut, we would be likély to have approximately the levels we have had
in the past 2 or 3 years,about a7 million car year and about 1.4 million
housing starts. They say with the tax ciit, one could :count on an
expansion of those figures, : N SN
enator CArRLSON. “What about inventories if they aic being built up
at the present time? Do you eéxpect a 'great increase in inventories?
Mr. LER. If we continue at the same pace we now are, without
tax reduction, I would not expect any extensivé buildup of inven-
tories. 'If we have the eventual increase of $25 billion of consumption
under the impetus of the tax bill, that would require a substantial in-
crease in ihventories in the J)rocess. ‘ .
Senator CarLsoN. It would if we can get people to go out and pur-
chase these goods. oo
Mr. Heurer. I do not think that would be any problem, judging by
]tlheir past performance as consumers when you increase their take-
ome pay. c
Senator CarLson. I am concerned about it and maybe I 'should not
be, as to how much of this will get back into the channels of trade and
actually get our economy moving. There is no problem with me, that
I am certain it would." - - _
“We are going to reduce Government spending, I assume, or at least
hold it. Maybe I should not use the word “reduce” but we are going
to try to hold it, I assume, at the present rate with some increase as
we go from year to year. That will not add any great number of
-employees. v : ‘ L
. Mr. Herier. No;- I would say that while the normal—however
we define normal—increase in Government expenditures, will, of
course, add some, it is not going to provide an additional source of
-expansion over and above what we have now. As a matter of fact,
I think that a fair forecast is that Federal purchases, for example,
will in¢rease less next year than thay are this year. Federal pur-
chases will be less of a stimulus next year than they were this year
because the increase will be smaller. State and local government
spendingI, of course, expands by about $4 billion year in and year
-out and T assume it will again next year. So that will not be an ad-
ditionial source of stimulus, either. It will proyide some additional
jobs, but will not be an additional expansionaryférce. = = '
Senator Carrson. I use the term “normal” because I think this Na-
tion is going to continue to grow.in poEulation and gross'national
product. It may not be the growth we like, but I 'think it'is going to
-continue to grow. : ' : ST e
Now, if we are going to give these consumers a substantial increase
in spending money, do we have any concern about. what might happen
‘to some of these expenditures as'far as our balance of payments is
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concermred or imypartst, - Isthero-any veison-why. théte peoplearenot
going to buy Volkswagens or ;why%eyau@;ﬁoc_;go;ngzw.gq; b Kurope

or s0mse 1&00? P R T P R P L DAL T e Seerege SO
. Mr. Heruzs, No, indeed. . There is not any doubt that with ‘higher
gross. pational v‘product or higher income, there. will be:a higher. rate
of imports. We are persuaded; of one: hing-—and.our Enropesn col-
leagues have had:simildr. exge encel which ] ave miade us rather con-
fident of our judgment—an: that is; that.-what. is;‘qu loge in the sw_;,ngaf
you more or less gain in .the rpumiaboum- . That is'to say,we, will.

gain competitive advantages through lower cost production made pos-

sible by modernization, more efficiency At full capacity- ‘utilization,
and so forth—in other words, we will make gaing on the er:gort' side
that will offset the increased imports, . But ve ' congiderably more
important from the standpoint of the balance of payments is the im- .
pact on the flow.of long-term investment funds.: The enormous ex-
pansion in the outflow of these funds is the most significant problem
that has emerged on our bal_ance-of—pagments front in th&%as_t couple
of years. Primarily, it is because we have not had profitable enough
Jevels of o&:mtxon-mthe United States:to compete, for long-term-in-
vestment funds-in the international market.. When. we increage our
rates of profit, both by increasing sales volume and.by decreasing tax
costs, we are persuaded that this will make the United States a more
attractive place to.invest and will keep more of those funds at home.
That is & very fundamental purpose:of the tax program as far as
the balance of payments is concerned.. * . - I

" Senator Carcson. Well, Dr. Heller, T am concerned about our future
trade. - You and I are not going to get .into that discussion, I can
assure you, but having been a. member. of this committee, where I
helped to write the.Trade Expansion Act of 1962, I am greatly con-
cerned about its future. .~ - .. .- - ~ ‘
. If we are going to get into,the Common Market,
can really hurt usin the balance of payments... .

I can see how that
Lo LTS "‘E;',“. .

Mr. HELLER. We are concerned that our:negotiations are skillfully
and. effectively undertaken.. There_is-one. side of; the problem ‘on
which we are definitely gaining -right, now, and. that .is that. a.good
art of Europeis under very ‘strong inflationary pressure. . France,.
taly, the Netherlands are all facing: very substantial. inflationary
pressures, and I think some of the other countries.may experien
them. as'well, - If we.manage to hold our costs or cut. them. while
others are .rising, our competifive position is ‘going, to:improve. very
substantially, - If t.he,d_iscuss;onsaamundu,t_he.negotiating,;table, do-
what they are supposed to do, I think it will help. IR Y
.. Senator Caruson. I'hope so. .1 have just returned. from. a.yisit
to Germany, where I visited with not on: y.,thq;(.%grman ‘people, but
Beople in France and Belgium and they are becoming very protec-
jonist, - can see where we are going to iave a real batfle iri working:

out a trade program that. will permit us-to. maintain our. present
standard of hivingand thehigh wages e haye had, of:course... .But
as you say, there is an inflationary, trend: over there, which from’ our-
standpoint isvery Helpful. = = A
"“T'harys thrés:questions, which Setiatof Dirkseh Toft. I shiall read
themtoy?ui z‘s;’ \’ o “\" St =rf'? v’!'nzf'j\ ity u '.:-‘.-_::f". S ‘l'z' ' .- '4§f:?z3=;
o Early in-your statement,; you: mpntlonedv.;timt{ since :195%, our, ad-
vances in employment and production have not been sufficient, t' pros-
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vide'the'jobs reqtired to empldfy'_ﬁﬁ‘i' growinlg labor force: ' Yet 1957
réprésents the ‘saine number of yédrs/after'the 1954 tax reductions
that 1967 represents after tax reductions proposed for '1964-65; and
the 1954 tax’ redhictions’ répresent the ssme-percenitags of the then
-fifoss'iationdl prodict'that the 1965 tax reductions tepresent’of cur-
Tént éstimates of ‘gross national‘product.” Néw, the question: What
asélivatice have we that the sffects of the proposed tax programwill
not petér out as the bffécts of the 1954 tax'programdid? - =~
- Mr. Hrrrer,' The 1954 situation’ was a considerably different one
from' the one today. - Ad'was pointed ‘out, the 1954 cut essentially just
offset the expenditure winddoin ‘ifter thé Korean war. 'In’other
words, therd was a matching of expenditure cuts and tax cuts, I
th(iliik that isa Father different situation than the one that we face
today. o SR SRR o TR
’ Fi{rthe'i'mbre,f looki'nﬁ at the problem as it developed, we had. first
the ‘great postwar unfilléd demands, then the Korean situation, then
the 1954 tax ‘¢ut, the housing boom and the investment boom, all of
whi¢h helped to'maintain a high level of total demand.” Now, how-
ever, we have run into a ‘change in the age structiire of'p’dpuiation,
and demand has not grown as rapidly as it should have in the last
6 years. " We may have a 'pic’kuP atéer on when our present postwar
baby crop’ bécomes a sét of full-fledged consumers. ~We have to be
sure we supply jobs for' thém, because by atid large, they become job-
séekers before they become full-flédged home builders and equippers
and a full-fledged source of family demand. . ' '
" “The prospect.of the demographic development in the years to come
will provide a very solid basis for the expansion of longer run de-
marnd, provided only that productive employment is made available
for these people as they come on the labor market. " ‘
Senator CarLsoN. There are some who are advocating at the pre-
sént time a rather sizable réduction in the ‘i)rodu_ction ‘of defense
‘material. What happens then, in this period you are mentioning,
-‘with these new employees? . - . : )
- *Mr, HeLrer, If there is a sizable reduction in defense expenditures,
-then' two major things can happen: One, we can imake more adequate
provision for some of thess otheir needs that are facing us, either at
the Federal or State and local level. And two, if an $11 billion tax
cut, is the appropriate level of tax cut for this economy, with the
existing level of expenditures, there is no reason why it would not be
entirely sound to mateh a sharp cut in defense éxpenditures—to the
::dteﬁt‘ that it is not absorbed in other programs—with further tax
reduction, ‘ : e T
" Senator CarrsonN. The second question I have here. " You men-
tion in your statement that: ~ - I _—
" fT'he chances that the present econgmic expansion could continue through 1064
without an early tax cut are so poor that the byproduct of antirecession insur-
ance becomes a powerful argument for timely enactment of H.R. 8383, -

' The Wall Street Journal of October 21 éported as follows from the
Hot Spring, Va., meeting of the Business Council: =~ = .. . =
* Treagury Secretary Dillon .and. Walter W. Heiler, Chalrman of -the Presl-
-dent's Counicll of Bconomié Adviser‘s? ‘raggrg economic alarm bells last week with
public statements strongly hinting that they did not see how the recovery ‘conld
contglslée very far into next'yea¥ ‘unlesy netw sip was given' thd edondmy by the
tax-eut: L b otr o el s e apeerede e ey

i

. N oy e . B .



fevbvos W BRGS0 1668

i In> contrast!canie; the) Buslress' Cohridll! bciiﬁin&latbwpﬂgzawmiﬁﬂ padstid’on
by - W.;/B.. Murphy, jpresident :of. theGampbell ; Soup;Qo,;¢ thatgvenitotdl
absenc of g tax, cut;wouldn't preyent; pusiness. from, rolling ajong, withoyt, &
fecesslon mext year. L.y (v e ady o L i g0
. What is your oY .Qnt‘dn,.t.l)a.t?,rqi;; St Ol T VS
» MEHELLER T'attended that meeting i1 Hot, Springs.and met. with
the members of the: Business Council. who. constitute . lipison: group
with the Council of Economic Advisers. Mr, Donald Davyid is; Chair-
aan’of this group, and members in¢lude Mr. Roger. Blough, Mr, W: B.
M.ur%hy, Mr. Fred Kappel, and others. .,I"Egﬁfewdithat the .report
was based on a misunderstanding of: what, their economists had spid
and of what many, if not most, of the members of the Business Coun-
il felt., That is to sny, the businéss economists, angd this group, seemed
to feel that the expansion would tend to flatten out and possibly even
turn down later in 1964 without a tax cut. The majority of the lirison
§roup« geemed to.be of much the same feeling, .The Wall -Street
Journal report was the result of a somewhat unclear press conferenge
in which the impression gained did not represent the majority feeling.
. Later on there was a meeting of business economists-in. Cleveland
wherein .a great majority of:them flatly predicted recession, as ¥
recall, if there were not a timely taxecut. . - . .. .0 oslz G

‘What we are sa ing is that we just do not see the sources of expan-
sion beyond.the midd]e of 1964 without the stimulus of a tax cut: -
. Senator CarLsoN., In-other words, it is one of those that might; be a
misquote, like Fred Funston says.they misquoted him: on. the sale of
wheat to Russia. S e e e p T
. Mr. Herzer. These things, as you must know quite well, from your
own experience, occasionally happen this way, even with the best of
intentions, T L

Senator CarLsoN. In your statement you-state that the years 1947
through 1957 set an overall record of J)roduction and employment be:
cause of backlogs of demand built up during the war periodsybut were
not free from other economic problems, such as several periods of ris-
ing prices. Now, in H.R. 8363, accompanied as it will be by an excess
of exgenditures over receipts before a tax cut, I see the-same’type of
forced draft economy-as we had in the!

W ) ([l)ostivar period and expect the
same résults so far as rising ‘prices and subsequent economic decline
are concerned. BREEEPA S T '

h.Th?e question : Why should it work m{xbdiﬁ'erently now than it did
then : ot g g T e D g
~Mr. HELLER. -Seénator, the answer that one should give Senator Dirk-
sen.on’this is in. good part contained -on pages 19 through.21 of our
statement, and I do not want to repeat that::-But thé essence of it is
that we have at the presént time several things going for us, so to
speak, to help avoid price inflation: One, a very substantial anrount.of
unused capacity and unused manpower. i+ - e e
© Tivo, 8 very great groiwth-of the labor force; a much-faster growth
of thalabor force thamat thatearliertimé; - .. -~ ... - @ o0« oo
Three, the post:war inflation psychosis, if you will, is broken. - We
have not had any moveient ini the wholesale price index for 5 years
and I do not think that wé are building inflation into bur biigines plan-
ning and. expeétations, nor into‘our consumer:planning and éxpecta:
tions, as we did earlier.

/
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' ,-And;f&ur,me o .not think.that,this tax:cut represents a. foroed
draft;' "We:do not'think that it represents an-overstimulus to the econ-
omy.  ‘'We feel that it is pretty well adjusted to the size of existin
capacity and the prospective growth of capacity of the ‘economﬁv; an
we feel that the economy can absorb:the stintulus without:inflation.
d fFinslleﬁ_ags_-I saidiin my statertent, I think thit both by stiihul‘atinﬁ
greater efliciency and 'by making possible some prics cuts, this tax bi
will help usavoid inflatfoni - =7/ T
--Af a Thatter of fact, I was vary gratified:to hear one of the busi:
ness econoimists say, ‘“We have long argued that the corporation income
tax ig:passed on to the consumer. Now, when' it goes down, let’s see
that it is PasSed back to the consumer.” An exhortation like that does
ot constitute action, but it does constitute, I thihk, a very statesman-
like acceptance of business responsibility to the consumer.” -
¢ Senator CaRLsoN, ‘'You mentioned that we have not had:any great
increase in wholesale prices, which is correct, but have there been some
substantial increases in‘retail prices? - . C
- Mr. Hewtizr, Well, the cost of living has been moving up at » slow
but monstonous pace and no one likes to s¢e an increase of around
1.3 percent per year. That hds been' mostly in’services and a_good
part of the increase has been ‘matched by the increase in quality of
goods. But nevertheless, it has been ereeping up steadily. - -
Senator Carrson. I beiieve‘mme econoiists; and'I am sorry X do -
not have the 'name or the reference, have stated that a 2-percent
increase ac¢ross the board in costs would wipe-out all the benefits in
this tax bill to consumers. Isthatright? » R
- :Mr. HerLer: No, sir; it'is not'right. .- Ws do not want: it, but if
you had that increase in prices, it would not wipe out the ’b,eneﬁts
of the tax cut. I think we must remember that on one side of the
_equation is the seller and on the other side of the equation is-the
buyer. If you take 2 percent more from the Luyer, you are giving 2
percent ‘more to the seller. "You may oreato sonie' injustices and
some- economic .Cisturbances in the ‘course of thess price increases,
but that purchasihg power does not vanish from:the economy.. When
.you add the &u‘mhasmg power from the' tax out, it would still have
its impact on the economy in spite of a price incrense.: - - - Co
‘But let me make ver{ plain that we do not articipate that kind of
inflation and we certainly would decry it. - -
- Senator Caruson. Of course, if the wholesaler did :not increase his
prices, he would not get any advantage. S
M¢. Herrer: The wholesaler is going to have higher volume, sir,
and I would hops, if anything, he could make -a -higher profit at a
lower priceon higher volume, - - 1 yoreries T :
- Senator CarrsoN. Tharik you very miuch,Doctor. . .~ -
¢ ‘Senator Gore. Sénator Bennett® i o - o
Senator BeNNETT. Mr. Heller, my gooq»frieﬂd, the Senator from
Kansas, has anticipated the"chiei_f thing in“which I was interested. 1
* do not want to, repeat ever]s;tl_ﬁn ‘he'went througli. < But I'hdve'the
same feelirigl he Has, thatithis tax-cut will-not -produce s permanént
service of gains in the ebonémy which ‘can ‘bring us tb'a balanced
budget. . When I-look at the 1954; 1955, 1956 pichire, it seems to me
we see thére a pattern that could probably be repgﬁted’l};ar,e.?' SERE

[E I
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In-the first: place; you'mention ini:your: statémenc several times
the: figure of $§0 bi’lh‘o’n,*whiah se6ms’ £6' 1o -’ magio ﬁ'ﬁhqu?“ This
is the amount by which our*économy- is?fallm%sl;m;b.th én you'say
that this is'the amount that will:be gbnerated by the tax ¢ut!with'the
multip]ierem TR DI 4 43 };, SRR O SRS HE
Now, in 1955, the economy jumped over 1954 by $38 billiony which
is‘aninteresting: comparison’ with:the present!situation:'' We' passed
the bill in 1054, it was not until 1956 that we came'to ‘a‘ba q’nqeﬂ
budget. .- In :1954, -we- passed:'the bill: and :in 1955, unémiploymeént
dropped from 5.8 percetit, which-is just the same as'the current estj:
‘mate of unemployment, to 4.4 percent.: It stayed down in'that ‘area
for:8 years and then went right through the roof upito 6.8 percent;: "
In 1955, after 1954, we ¢ut the cost of Government by :$3'billioh,
and in 1056-and- 1087 and 1988, it orept-up sgain,.$2 billion a year,
agpmximatelys . So with a‘tax cut which bore'about the same'ielitiok-
ship to GNP'that this recommended tax cut beéars’comparing’ 1954
to-now, and with ‘a cut in expenditures’of $3- billion, we produced &
_jum;io in the gross national prodiict of :$30-billion. -~ Actually,’it ‘was
nearly 33. : But'in 1956, we only produded & ‘surplus’of $1.8 billion
and in 1957, a surplug of $1 billion, 'a little smaller; but afproximately
the.some size, $1.69 billion. -We had a deficit in 1958 nd then this
tremendous deficit in fiscal year 1059. S o
- -Now, it .seems’ to ‘me that if you rely on a tax cut to provide the
.stimulus, you have to look back at this history and realize that theére
.are somse other things in:this situation-that-we ate leaving out of :our
calenlations Nére, o7 1 7o ST e T e
We are talking in a vacuum; as-though the tax cut and the Federal

.

- pxpenditures will produce all these effects.
. Senator Gore. Off the record, - *

' ( Discussion off the record:) - ST o
.. Senator Gore. Back on'therecord, : - : * i oo
.. ‘Senator . BennytT. To go 'back; Mr. Heller, as I -said,” Senatér
‘Carison, .réading the questions handed -to him by ‘Senator-Dirkeen,
(began raising that question : What is-there different in' this situation
that" will give us' hopw:tht e are: going to have a’ gélgg‘gad" and
sustained benefit from this tax cut. when, in 1954, with'a $33'billion
jump in' GNP in the next year andl a $3 billion cut in expensés after
Another- year.'intérvening, we came up ‘with 2 years with limited
surpluses, then went intoa period of.deficits? '~ . ="« - ¢

Than I made the statement, I think we are talkitig in s little'bit of
& vacuunt :and  theta'were some figures I wanted :that I have bten
trying.to reach.for;ever:since: Ei camenback and. now ssome: willing -
friends are seribbling back there, : Bt it seéms to mié' that tho nissing
frotor here may be:the substantinl reduction:in corporate profits as
.a-percentage:of gtoss national praditet.-' - - ¢ ?-v"y.f'z ey
.+ ~And:whilé they istayed: faitlylevel, ‘both-before and after. taxes,
through the last féw.iyears, their:: 'mﬁfﬁm?@“ﬁmml‘%ﬂwfini’@“ﬁ
-economio pictiire: has:beén l,intnéli)w d' as .4 result.of: thig' depling;
are not the corporations, have not the corporations lost, actually, a
.greater opportunity for retained earnings for investment than they
«can possibly get back out of this tax cutf And should not we be

/
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moxe cow.eme;l:xwit,h,;imfmm{ing the ;profity pesition of carporatiops
forithe pyrposs of stimylating investments, than'we dreito give them
a-.'onﬂ-shqtnin'-thé-,am-)olb wit a.;t,ax.cut?::.u N T R LN S
- Mr, Herrer, Well, Senator, first of ‘all; as against a “quickie” tax
cut—that is, a temporary tax cut—this would be not a shot in the arm.
but. & continnal increase in the profitability of business... .1 .-
i:. Senatory BENNETT. - The 1954 tax.cut-was nob a temporary tax:-cut..
That was a continuing tax cut. - The corporations were relieved of the-
whole .undistributed profits. tax:burden.in. 1954, 'That, was' not ‘&
uickie, - -Yet; all during that period from 1954; and I. will have the-
figures,in .4 minute, the profitability. of. corporations. in :.comparative-
terms, as related,to grossnational product, dropped..’. I have a memory-
thatthe rate'in-1950-was 8 percent of GNP .and'now it is down to 4.5-
Jpercent; of. GNP. .. Unfortunately, I havejnot been'able to’lay my:
Esnds on the figures.  Maybe you have them there. . - . .~
* - Mr. HELLER. :Well, we do have some figures. ‘Perhaps one general’
point should be made before we delve further into the profitability as:-
peot qf,co&]pomtions. That is a point that has come up several times—
. why is it that we:have to reduce taxes repeatedly¢ Part of the reason:
18 found in-the }Jrogressive nature of our:tax system which, even at
existing levels of taxation, tends to take a higher and higher propor--
tion of our income. R P RN :
- 'Senator BeNNgTT, That.is not true of corporate tax. Corporate tax-

isnotprogressive.; - . . - oo Lo
::Mr. Herrgr. Excuse me, I am thinking now of the overall impact .
of taxes on demand and of course, we have had this softening of total
demand, which the tax cut is designed tooffset. - -~ .-~ .
As far as your point on the profitability of corporations is concerned,;.
this of course is always a complex question. Total profit before taxes
and inventory valuation adjustment as a. proportion of national in-
come was 11.3 percent in 1954; then 18.6 percent in 1955 § then12.7;
11,85-10.25 11.9; 10.7; and in 1961 and 1962 was running right around’
10.3 percent and in the second quarter of this year around 10.7 percent
of mationalincome. = .. .. o Teo o T
i Senator BenNeTr.. You are talking about national income, not gross:
Il&tiOHaIP?Od\(Gtz; R T I P VS SR L LRI
- Mrv. Herrer But I am talking about some softenin%odf those ratios.
since the, period: you mentioned. . I might say; that: 1929, for example
was about 11 percent. Today’s ratio 18 in the order of magnitude of"
returnsinthelate1920%. .. - ' o Lo e L
.- Senator BENNETT. As I say, these figures do not gibe with the ones-
that Thave used and thefy‘botherme forthatreason, - - .- .- ..o
~:Mr, Herrgg. Part of the problem, Senator, .of course, is also-the-
comparison over time of corporate profits by themselves.” Obviously, .
when you have had accelerated depreciation in 1954, and when you-
have had a catching uF),'so to speak, of depreciatiorf with higher prices:

of_,machinzxzia;g deal of what was previously going into some:-
thing labeled “profits” has instead been going into cash flow. -+ - :viic 1
S R O N A IR LTI SR ATV TS SRR ST ML R
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(The following table was subsequently ﬁubmltted ior ;hmecqrsl by
Senator. Bennett. as pertment. to tlus dlscu;ssxon .) ETTTENN i
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Source: Staﬂ o“be Joint Commlttoeonlnwml Revenue Tantlon Nov u.&m '" - i
. Senator BENNFTI‘ Well this tax cut is supposed to gnve corpora*
tlons a total of—— - - :

- Mr. Heoier. $2.3billion, .+~ R S A !:f':‘_a "t
Senator BENNETT. After thesecond year? SEL L
Mr. HeLLer: After thesecond year: =+ - o
Senator BeNNETT:  The first year, ahttlelessthan L 5—-1 435., e

Mr. HeLLer, - Yes, sir, - -
Senator BEnNETT. Now, this is a very small pereentage of thelr
before-taxes—their present before-taxes income. B
Mr. Herrer. It is in the neighborhood of $50billion, - ~+7.n™

Senator BeNNerT, Yes. Thisis1:5—it isabout3 percent.:» - -

‘MriHevier, And ovérall, about 5 percent whén it ig in full effeqt.: 1. !

' Senator BenNErr: Yes; that s right. : Yet you hope:that this: is
going' to provide” enoufh stlmulus to create enough new' investment
to help put what—a million people back to work, a mlihon anﬁ w half
necessary to get'us down into the areaof 4 percent? """

Mr. Hevrer, ‘Something "in: the 'neighborhood of 2 mnllion ]obs
or even upward of that figiiré, are necessary to et us ‘down to 4 percent
unemployment as of today, As vou get closer to’4 pereent,'thd idden
unemployment -cémes to'life, an 1people reénter'the lnbor orce.

- Senator BENNETT. Yed. ‘Well;let he goahiead. 'z 7o ‘i

This $1.435 billion, how'rituch of'thab will actually tarn up in éa,sh
flow: next/ yeq.‘r? How much of 4t will: baeroded away ! y t)le spepdup
lnco eq‘]ons' R '~,;':" LREE 11 i3 .iz'l"l
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M, Herier: T donot hive'the sgact figure; but in the period of tran-

sition the accelerated payments: will offdet &' good proportioh of that
for the larger cp Rﬁfﬁtsi,on{s. as far g cash flow is concerned—not in
proﬁtabiht%;bhtéa' iflow, 0 oo T
__Senator Bennerr. I this not also impdrtant in determining invest-
ment$ “If these people know thit it is goirng to take 7 years before
the full impact of this tax cut is available to them——
- ‘Mr, HeLLER, Senator, I have made some field studies of investment
decisionmaking -in cobrﬁorations. -In-fact, some of them were made
right after.the first Mills plan was enacted back in 1950. I found
that corporations were making their investment decisions—their yes
of no-on investment projects—on.the basis of the profitability of the
proposed projects and not fundamentally on the basis of the cash flow
avallable, - I am | ng about the larger corporations—corporations
like” Minnéapolis-Honeywell ‘and - Minnesota Mining and the -like,
T-think that will take place here as well, because the combination of
last year’s reductions and this year’s—in H.R. 8363—is about 20 per-
cent, cut, in.corporate tax liabilities. ' In other words,-about a 20-per-
cent increase in. corporate after-tax income, since profits are. divided
about 50-50 with Government at the present time, Since much of
the tax reduction is focused right on the investment process, the after:
tax profitability of an investment will be greater than that. S
In our statement, we gave the example that the Treasury calculated
of a new investment in a 10-year asset, on which profitability, from
these measures:comhined, would inerease by 35 percent. I think that
is a very substantial increase in the incentive for investment for mod-
ernization and.eventually, one would ‘hope;.for.capacity expansion.
That brings me to the second point that as you Increase the sales
volume—as you increase markets, as you increase the percentage of
_ utilization of capacity—profit rates will go up.' As you look over the
years, you will find this to be true, - In 1955, when manufacturers
were operating at 90.percent of eapacity, their profits-were 13.6 per-
cent of national income. Then when the operating rate droppefl down
" to* 76 percent: of - capacity ' in '1958, ‘corporate, profits were only 10.2
Now, profits have not come up all the way since that time, partly
because of inadequate markets, partly ‘because more -of their. total
intake is being routed into.something labeled “depreciation” rather
than something labeled “profits.” . But ifiwe bring this economy back
to full employment, they will have to be.close:to $30 billion instead
of something in. the neighborhood .of $26 billion of after-tax. profits,
I think thit'is 'a-figure wé o#n-regard as.vepy: respectable; itileed. -
. ‘Senator BENNExT. And you think:this will'have a-more permanent
expression than the similar situation had.in 1954% - . ... ... - ..,
. v HELLER, Yes;l,do. . Cee s, ‘!:'.»5,:';5 g iy
Senator BenNerr. In spite of the!fact thatithe 1954 tax.cut was
accompanied by some attempt at restraint at speuding. .- But thers isno
evidence thatwe have more than words in:this particular situation.
<. Also, of course, from the.point of: view. of investment stimulation,
you have the blow that is given to the investors in this bi)l.on:the 6ther
side of their face, the elimination of the 4-percent dividend credit,
which disturbs a lot of Eeople and might serve to channel their invest-
ments into something other than corporate stocks. :

o
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Mr. Herrer. One has to: consider that in the perspective of the
balanced whole program, That is, last ?'99'!,‘?3, investment credit.and,
depreciation liberalization—together with the improvement of ghe'_ln-}
vestment credit by the change with respect to the depreciation réquire-’
ment in the current bill—are much more closely focused, on the invest-
ment process, the process that brings us a more modern and efficient

lant and equipment. In comparison, the dividend credit is a. good
geal further removed from that process. As the Treasury has pointed
out, it is a sort of wrong way method of alleviating the so-called double
taxation of corporate dividends. I think we are getting a much better
buy for the money as far as expansion, efficiency, and eventual profits.
are concerned, by these direct business tax reductions, rather than.
we do by the more indirect benefit through a dividend credit to. .
individuals, T o L

Senator BExnerr, Then you think the stockholder is Eoing’ to be
happy because he might get larger dividends, even though he pays a
higher tax on the dividends he receives.

fr. HELLer. Ithink you have put it very well. o

Senator BENNETT. Well, the stockholders do not feel that way. . -

Mr. HeLrer, I am sure they do not at the moment. I think the
final results will justify this view, sir. I think the overall results of
higher profit rates, lower investment tax rates, and investment, stimu-
lants will be very pleasant to the stockholders in the course of time..

Senator BENNETT. You do agree that there is a substantial element
of double taxation? ' o -

Mr. HeLLer., Well, Senator, this is one of those very complex ques-
tions among economists that 1s just extremely difficult to determine.
There has always been a great deal of controversy as to whether the
corporate tax is passed on in the prices of products, in which case it
is not double taxation—instead the yoke of that tax i1s removed by tha
increases in pricesin the last analysis.

Senator Ben~ETT. But you are talking in terms of the witole econ-
omy and I am thinking in terms of the individual.

Mr. HevLer. I am not saying that I accept the proposition that it
is all passed on to the consumer. I am saying that some people urge
that it is, and a recent econometric study says that there are lots of
situations where thisis true.

There are deviations. My own judgment would be that a good bit
of it sticks to the corporation and that there is a problem of taxation
at both the corporate level and the individual level. Of course, we
have examples of double or triple or quadruple taxation thronghout
the economy and the problem is really whether it is one of discrimina-
tory double taxation. That question is surely worthy of consideration.

g:anator BenNerT. Of course, this is so complicated that we cannot
open up all the questions of where the discrimination lies and the House
very wisely postponed or eliminated consideration of many of them.,

Well, Mr. Chairman, I will ({zive the witness back to you. -~

Senator Gore. Dr. fleller, do you think the debt induced by the
tax cut will be or should be monetized or financed from savings?

Mr. HeLrer. Well, Senator, I think this should be financed in such
a way that the expansionary effect of the tax cut is not offset by mone-
tary policy. That means very probably some expansion of the mor::{
supply, which I do not think is the same as saying that it is monetized.

24-532—68—pt. 4——-7
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. It means that a good bit. of it will be financed out of the savings
that are created by the higher income. That is to say, whén we ex-
pand production and expand income and profits, we, of course, create
additional savings in that process, which are available for the financing
of the deficit. : ‘ .

The core of this question is really what is done in monetary policy to
accommodate or restrain the expansion that results from the tax cut?

Senator Gore. To the extent that it is financed out of savings, the
stimulative effect of the tax cut would be neutralized?

Mr. Herier. No; I do not think that is true at all, sir. There
would be the possif)ilit that if the screws of monetary policy were
tightened at the same time that the tax cut were put into effect, there
would be a tendency to offset it. But the basic wherewithal for financ-
ing the deficit will come out of the expansion created by the tax cut.

Selling bonds to the pubic to finance a tax cut merely affects the
composition of portfolios. It is not a case of taking wealth or in-
come away from people by borrowing it. The bond buyer uses his
bank account or savings account and turns it into a Government bond.
This does not reduce the stream of income. '

. Senator Gore. Well, Doctor, no need to be devious about it. If a
tax reduction of $10 billion is given, which creates & $10 billion deficit,
and the bonds, the sale of which will be necessary to finance the
deficit, are purchased from savings, out of the tax reduction, you would
have a washout proposition.

Mr. Hecrer. This is a simple question to deal with. FEconomists
sometimes get tied up in knots on it themselves, so I am not suggesting
that—

Senator Gore. Well, maybe you can understand why someone who is
not an economist might be able to see it without so many knots.

Mr. Herrer, That is what T am endeavoring to do: To lay it out as
simply as I can even at the risk of not taking some of the qualifications
into account. Let us say that we have a $30 billion increase in the
gross national product. Let us say that this translates into $27 billion
of personal income. Out of that personal income, some 8 percent or
so would be saved. Right there, you would have a savings of about
'$2 billion. o

Selrlmtor Gore. You are assuming a timelag which may not exist
at all. |

You have an existing deficit now.

Mr. Hewier. This would occur simultaneously. That is, only as
the tax cut, through reduced withholding and so forth, went into effect
would you need to do the additional borrowing. Also, some of the
corporate part of the GNP increase would normally be saved. So the
financing of the deficit will be made possible by the expansion of
income under the tax cut itself. ,

(The following, more complete exaraple was supplied for the record
by Mr. Heller:) ' '

Let us say—and the figures are only {llustrative—that we have a $10 billion
tax cut, all to individuals, and a resulting $30 billion increase in GNP—$25
billlvn {n consumer goods and $5 billlon in investment. Of the $30 hillion of
added GNP, say. that $7.5 billion is collected in-additional taxes, reducing the-
deflelt to $2.5 billion, . Gross business saving may take.nnother $5.5 billion of
the GNP, leaving $17 billlon added to, disposable inconie. .Including the $10
billlon of tak cut ' gives a $27-billion incrense in consumier atfet-tax Income, of

« et
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which $25 billion 13 consumed and $2 billion is saved. Since gross busineéss sav-
ing rises by one-half billion dollars more than business investment, total re-
maining saving is $2.5 billion, just equal to the net increase in the deficit, . . i,

I think that all this tends to divert attention, however, from the
basic question, which is whether monetary policz accommodates the"
expansion or whether it does not accommodate the expansion. That:-
isreally the nub of it. ] S G

Senator Gore. We will come to that later, but let us examine this
first. You have just said that a considerable part of the deficit would
be financed, in your opinion, from the added income as a result of-
the tax cut. o

Mr. HeLLer, From the normal saving out of that income; yes, sir.

Senator Gore. All right. Suppose that these operations are simul- -
taneous. You really have three operations: First, you give Senator
Carlson a tax cut of $1,000. That increases the deficit by $1,000. Then
Mr. Dillon has to sell a $1,000 bond and Senator Carlsor. buys it.
Now, how is the economy stimulated by that transaction { -

Mr, Herper, In the first instance, if the $1,000 bond represents an-
exchange of his bank account, shall we say, or other form of savings
for the Government bond, then he continues hisspending. - -~ .

Senator Gore. Let us sai his tax liability has just been reduced by
$1,000 and that increases the deficit by $1,000. The Secretary of the”
Treasury sells a bond for $1,000 and Senator Carlson takes the $1,000
that he got in tax reduction and buys the Government bond for-
$1,000. Now, just where is the stimulative effect there? ’

Mr. HeLrer. Well, as a matter of fact, when you.take all the Sen-
ator Carlsons together, now—— , ¢

Senator Gore. Maybe we should use some other name.

Senator CarrsoN. Financially, I think it would be better. -

Mr. Herrer. When you take all the beneficiaries of the tax cut.
together, Senator, and let’s take just the first round——

enator Gore. But you are tying it into knots now. I am‘asking a
simple, elementa?r question.

Mr. HerLer. You cannot just pick out one individual who happens
to choose to save 100 percent of his tax cut, when the average individual
will save just 7 percent of his tax cut.

Senator Gore. Yousay I cannot, but I have.

Mr. HELLEr. But we cannot extend that into the economy as a whole.

Senator Gore. I am not trying to extend it into the economy as a
whole. I am asking you a question as plain as 2 and 2 makes 4. 1t
is not devious; it is not complicated: it is a very simple ‘operation.
The tax bill (1) gives Senator Carlson a $1,000 reduction in his taxes,
which means he has $1,000 which is not needed for taxes; he buys that
$1,000bond. Where is the stimulation ¢ '

Mr. Herier, Heis $1,000 better off than he was before.

Senator Gore. Of course he is. - T

Mr. Herrer, Under the earlier situation, he would have had a tax
receipt. Now he has a Government bond worth $1,000 and that is a
very substantial difference in what he is going to do in terms of his_
wholespending pattern. . LT .

Presumably, since he now has this additional $i,000 locked up in his,
safe-deposit box, he will be able to spend more out-of his preexisting
imeome. oL o Ly
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Senator Gore. Well, that is a presumption and that would violate
the whole concept that this tax cut is going to result in 92 percent of
the money being spent. You meet yourself coming back there:

Mr. Heuner, We must distinguish between the current flow of in-
come and the exchange of assets in estimating the effect of the tax cut
on the typical spending pattern of the taxpayers who will be receiving
the benefit of this cut.

. In other words, typical behavior will not be to salt the $1,000 awa
in his savings account and then trade that for a Government bond.
The average pattern for all the 50 million taxpayers who will benefit is
to put, in your example, $70 away in the savings acount and $930 into
the consumer markets. That is the difficulty in working from the
gpecific example that you just cited.

. Senator Gore. Well, I recognize that this possible example I cite
is not typical. But it may very well be typical of many thousands
of people, some of whom will have their take-home pay increased 100
percent. I do not see any basis on which you can assume that they
are going to spend it any more than you should deny me the theoretical
assumption that they are going to turn around and buy Government
bonds with it.

Mr, HeLrer. Well, we have, though, a pretty solid historical basis
Senator Gore. Consumers have always spent a_very large share ¢
every addition to their disposable incomes, and in the past dozen
years the consumption share has stayed within the narrow range of
92 to 94 percent.

Senator Gore. I understand. But the question I asked you is this:
To the extent, and notice the qualification—to the extent that the tax
savings or tax reduction is invested in the deficit, then the stimulative
effect to the economy is reduced by that amount, unless you assume
there is some time factor that would modify it.

Mr. Herrer. To the extent that people do not spend the tax cut, the
stimulus is reduced. And this reduction is taken into account when
we assume that 7 percent or so goes into savings rather than into con.
sumption. What they then do with the savings, or with that 7 percen

- will of course have some impact on the economy. Butthe fundamenta
stimulus of the other 93 percent which is spent will not be lost unless
there is a monetary tightening above and beyond the call of duty.

Senator Gore. Off the record.

(Discussion off the record.)

Senator Gore. Thank you, Dr. Heller and your fellow members of
the Council of Economic Advisers, for your courteous, diligent testi-
mony. )

(At the request of Senator Douglas the following statement made
by Dr. Heller on October 28, 1963, before the Subcommittee on Em-

loyment and Manpower of the Senate Committee on Labor and Public
%Velfare, is reprinted below:) '

Mr. Chairman and members of the committee, we are pleased to have an op-
portunity to participate in these hearings on employment ard manpower. The
employment problem {8 not only of the greatest importance to the country and at

the center of Government economic policy, but is of particular interest to an
:!zelxs% operating, as the Councll does, under the mandate of the Employment Act

. Recefxt discussions may have generated an impression of greater disagreement
among the Nation’s economists about the origins and solutfons of the employment
problem that actually exists. For in fact, the great majority of thoge who liave
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- studfed the mattér carefully would agree with the administration’s view that our
excessive unemployment today ¢annot be traced to a single causé nor eliminatéd
by a single cure. Rather, it hds a mixture of causes which must be dealt with

" by & mixture—an amalgam—of cures. ) T C,

One problem, and a central one, {3 that total expenditures in the economy—
total demand for goods and services—are not sufficlent to generate an adequate
total number of jobs, We can, £6r convenience, call this kind of unemployment

- “demand-shortage” unemployment. .In our view, demand-shortige unemploy-
.ment can and must be attacked by vigorous policies—principally tax reduction—
to raise the total demand for goods and services. )

__ Another problem is that the characteristics of our available workers—thelr
locatlons, skills, education, tralning, race, sex, age, and so on—do not fully match
the characterlstics employers are seeking in'filling the jobs that are available (or
that would be avallable at full employment). In a dynamic, changing economy
there is always some of this mismatching, and we call the unemployment that
results from it “frictional.” But when the pockets of such unemployment be-
come large and stubborn—especlally when they impose chronic burdens on par-
ticular disadvantaged groups and reglons—we speak of the unemployment prob-
lem as “structural.” ) ‘

This type of unemployment is also & serious probleni, which requires major
policy actions to overcome its corrosive effects. Structural problems are not
new. And the available evidence does not show that the proportion of our total
unemployment problem that we label “structural” has increased significantly, nor
that its character has materially changed. But this in no way diminishes the

‘need for attacking these structural problems with vigorous policles—principally
education, training and retraining, and special regional programs—to match the
supply of labor skills more closely to the changing demand for labor sklils,

Along with dewand-shortage and structural unemployment, one also hears a
great deal about the problem of “technological unemployment”—of men being
put out of work by machines and, more particularly, by the process which has
come to be called automation. This is, indeed, a serious and continuing problem.
But two points should be emphasized at the outset. -

First, “technological unemployment” §s not a third form of unemployment,
separate from the other two. Rather, it expresses itself through these other
forms. Technological change causes obsolescence of skills and therefore pro-
duces some of the mismatching between available workers and jobs that we call
“structural” unemployment. Moreover, by raising output per worker, technologi-
cal change is one of the principal sources of growth in our potential total output
or GNP—wkLich, if not matched by corresponding growth {n actual GNP, opens a
gap in demand and thereby causes demand-shortage unemployment.

Second, those who maintain that the economy now faces & problem of “tech-
nological unemployment” that is somehow new, and more formidable than in the
past implicitly assert that the rate of technological change has recently speeded
up. Unless this is the case, the problem is not new—it has always been with us
and has not proved to be a longrun problem for the economy as & whole. The
coutinuing process of rapid technolsgical change, which has constituted the very
core of the American economy’s strength and progressiveness for at least 150
years, has always put particular workers and businegses out of jobs and required
particular adjustments that have been difficult and sometimes painful. It poses
a new general problem for the economy only if technological change becomes so
rapid that the demand adjustments and labor market adjustments it requires can.
not be accomplished by the economic processes of the past. Whether technologi-
cal change indeed has accelerated, or {8 in process of accelerating, is a factual
question that we consider at some length in this statement.

These, then—demand-shortage elements, structural elements, and a possible
aggravation of both by accelerated technological change—are the principal in-
gredients of the unemployment problem your committee 1s examining. It would
be unwise and {mprudent to ignore any of these ingredients either in diagnosing
the problem or {n preseribing remedies. :

The primary attack on high unemployment must be through filscal measures to
speed the growth of total demand and thereby to create new job opportunities.
But this need not—indeed, must not—!mpede a simultaneous attack on our
stubborn structural pr- hlems. The two approaches are not merely complemen-
tary; they are mut: .y reinforcing. On the one hand, training and other pro-
grams to facilitate 1.bor mobility can ease and speed the process by which de-
mand-stimulated increases in output, are translated into increases in employment.
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On the other, since structural maladjustments tend to flourish in elack markets,
a vigorous expansion in demand helps cut structural problems down to size.

This statement deals first with the overall dimensions of our unemployment
problem and the central role of tax reduction in eliminating excessive unemploy-
ment. Second, we turn to several issues which-bave figured prominently in the
committee’s hearings to date: The nature, extent, and recent pattern of structural
unemployment ; the current rate of growth in productivity and the labor force;
.and the fears of automation and consumer satiation. In considering these Issues,
‘e are addressing ourselves to three underlying questions:

1. Are the structural elements of the unemployment problem an important
barrier to the achievement of the objectives of the tax cut?

2. Are we likely to experlence speedier increases in productivity and in
the labor force which, while serving our objectives of faster economic growth
and balance-of-payment equilibrium, would intensify our problems of re-
employing displaced workers and generating enough total demand to achieve
full employment?

3. What is the nature of the labor market policies that must go hand in
hand with the use of overall fiscal and monetary polices for expansion if
we are to achieve our multiple economic goals?

A final section will summarize our observations on these questions.

I. ONEMPLOYMENT AND TAX REDUOTION

The American economy has been plagued with persistently excessive unem-
_ployment for 6 years. The unemployment rate has becn 5 percent or more for
71 consecutive months, Since 1957, it has averaged 6 percent. Even in the
face of annual advances of about $30 billion in GNP (annual rate), unemploy-
ment has not been diminishing. 'Thus, although GNP rose from $556-8 billion
in the third quarter of 1962, to $588.56 billion in the third quarter of 1963, the
unemployment rate remained the same in both quarters. And even with a pro-
spective increase of $100 billion in the GNP rate from early 1081, to early 1964
. (a rise of 20 percent in current dollars and about 15 percent in constant dollars),
the unemployment rate will have come down only about 1% percentage points in

.that 3-year period.
- 'The persistence of this high level of unemployment is sometimes cited as
.evidence of structural difficulties which will blunt the effect of the proposed
"$11 billlon tax cut now being considered by the Senate Finance Committee and
make it difficult to reach the interim full-employment goal of 4-percent unem-
ployment, let alone, our ultimate goals beyond the 4-percent level. The struc-
tural problem will be examined in some detail later in this statement. But here,
several points should be noted to indicate why the road to 4-percent unemploy-
ment is clearly open to demand-powered measures:

1. The pre-1957 postwar performance of the U.S. economy gives ample
evidence of its ability to achieve 4 percent and even lower levels of unemploy-
ment without excessive strain. )

2, The availlability of 1.1 milllon excess unemployed workers (even by
the modest 4-percent criterion and not counting the labor force dropouts
resulting from slack job opportunities) and of substantial excess capacity
(even after large gains, the average operating rate in manufacturing is
running at only 87 percent of capacity) demonstrates that we are still suf-
fering from a serlous shortage of consumer and investment demand.

3. There are virtually no signs of economlic tension, of the barriers that
would divert the force of demand stimulus away from higher output, more
jobs and higher incomes fnto higher prices—there are no visible bottlenecks
in the economy, wage rate increasea have been.the most moderate {n the
postivar perlod, and the record of price stabllity in recent years has been
outstanding. Vs

In reference to the first point, the unemployment rates in the first postwar
decade deserve a further word. In the perlod of vigorous business activity in
19047 and 1948, unemployment averaged 3.8 percent of the labor force. After the
recession of 1049 and the recovery of 1950, the rate was relatively stable from
early 1951 to late 1953, averaging 3.1 percent. Since that time, the rate has
drifted upward. In the period of stable unemployment from mid-1955 to late
1957, unemployment averaged 4.8 percent, an increase of more than one-third
above the 1951-53 perlod. In the first half of 1960, unemployment averaged 5.
percent, nearly one-fourth above the 1055-57 level. Following the recession and
recovery of 1960-61, the rate fluctuated within a narrow range averaging 56
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percent in 1962 and 1963 to date, a little higher than early 1960. Looking at the
1047-57 perlod, the average unemployment rate was below 4 percent in each of
the following years: 1947, 1948, 1951, 1952, and 1953, and below 4% percent in
1955, 1956, and 1957, . . R

When' one looks behind these figurés to get a grasp of the economic conditions
that produced them, the most notable difference between the pre-1957 and post-
1957 periods 18 found in the strength of market demand. In the first postwar
decade, markets were strong. Backlogs of consumer demand had to be worked
off. The demands of the Korean conflict had to be met. Qutmoded plants and
equipment had to be replaced or modernized, and capacity had to be enlarged.
Deflciencies in housing, office facilities, and public works had to be made up,

But 1957 marked a watershed. In the ensuing pericd, demand has slackened
at a time when our labor force growth has been accelerating in response to the
postwar jump in the birth rate. Business fixed Investment dropped off from 10
to 11 percent of the GNP to only 9 percent—indeed, the level of such investment
in 1962 barely struggled back to its level in 1958, while GNP was rising by nearly
one-fifth (both in constant priecs). : .

Thus, the clearest and most striking change since 1957 s thé weakening of -
demand. So the clearest and most urgent need today is to remove the overbur-
den of taxation which is retarding the growth in demand to full employment
levels. Income tax rates enacted to finance war and fight inflation, though re-
duced in 19534, are still so high that they would yleld a large surplus of revenues
over expenditures if we were at full employment today. They are, in short,
represislng demand and incentives In an economy operating well short of ita
capacity. . . -

To avoid misunderstanding, it is important to stress that any employment
program would be unbalanced and incomplete without determined measures (a)
to upgrade and adapt the skills and education of the labor force to the more
exacting demands of our advancing technology and (b) to facllitate the flow of
workers from job to job, industry to industry, and place to place. Nevertheless,
our principal reliance for a return to the 4-percent-or-better levels of unemploy-
ment we took for granted in the early postwar period must be on measures to
boost demand for the products of American industry and agriculture. ‘

The amount of the increase in total demand which would be necessary to
reduce unemployment to the 4-percent interim-target level can be approximated
in several ways. We have made direct estimates of the relationship between
utemployment rates and output levels; and we have independently estimated
the potential GNP that the economy could produce a 4-percent unemnployment.
But of these approaches yield consistent estimates of the output and demand
requirements assoclated with 4-percent unemployment at a given time. Except
for small differences reflecting cyclical variations in productivity and erratlc
fluctuations in labor force particlpation rates, these estimates of potential output
(in constant prices) are very closely approximated by a 35-percent trend line
passing through actual GNP in mid-1955. The several methods of computing
potential GNP were reviewed in some detail in our annual reports both for
1962 and 1983, and are analyzed more fully in a recent paper by one of the
council’s consultants.* Although estimates of this kind cannot be precise—and
eftorts to improve and update them as new data come i{n must continue—the
careful cross-checking by different methods provides confidence in their general
order of magnitude. '

These estimates show that the gap between actual GNP and the potential
GNP at 4-percent unemployment has been substantial in every year since 1957.
In both 1962 and 1983, it has approximated $30 billion.

Our_analysis thus suggests that total demand for goods and services would
have had to average scme $30 billlon higher than it was in each of these past
2 years for unemployment to average 4 percent. The basic purpose of the tax
cut is to close that $30 billion gap—and to realize the benefits to employment,
g:-lowth, and our internatlonal competitive position that will flow from this
advance, . ‘ . -

‘To be sure, by the time the full effects of the proposed two-stage tax cut will
be reflected in demand and o6utput, the economy’s potential will have grown
considerably, and total demand growth will therefore have to be considerably

yoneibar 31, 0L8p. CRotentlsl GNP Ite Mcasvrement and Sigolscance Comics Founds.
er INO.. n () '0Ce ngs ¢ Business an omi¢
Htatistics Section of the American Btatistical Associations® .
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moré than '$30 billion. - But when the tax cut lifts the expanding level of privite
demand in the U.S. economy by the extra $30 billion (in terms of 1063 GNP

"and ‘price levels) that can confidently be ‘expected; it will have achleved its
basic purpose. Had this Increase been effective during the past 8 years, it would

"bave éliminated our persistent slack and allowed our unemployment rate to
average 4 percent. ’

The process by which an $11,1 billion tax cut can add as much as $30 billion
. !t;olt%tglhdemaud has been frequently described and needs only to be summarized

riefly here. ’

*If the new proposed personal income tax rates were in full effect today, dis-
posable aftertax incomes of consnmers would be approximately $8.8 billion higher
than they are, at present levels of pretax incomes. In addition, if the lower

. corporate tax rates were now in effect, aftertax profits would be about $2.3 billion
higher. Based on past dividend practice, one can assume that corporate divi-
dends received by individuals (after deducting personal fncome taxes on such
dividends) would then be more than $1 billion higher, giving a total increment
gfugonsumer aftertax ircomes—at present levels of production—of about $10

on. ’

Since consumer spending on current output has remained close to 93 percent
of disposable income In each of the past dozen years, one can safely project that
consumer spending would rise by about 93 percent of the rise in disposable in-
comes, or by over $9 billion. . )

But this is far from the end of the matter. The higher production of consumer
goods to meet this extra spending would mean extra employment, higher payrolls,
higher profits and higher farm and professional and service incomes, This added
purchasing power would generate still further increases in spending and incomes
in an endless, but rapidly diminishing, chain. The initial rise of $9 billion, plus
this extra consumption spending and extra output of consumer goods would add
over $18 billlon to our annual GNP—not just once, but year in and year out,

"since this is a permanent, not a oue-shot tax cut. We can summarize this con-
tinuing process by saying that a “multiplier” of approximately 2 has been applied
to the direct increment of consumption spending.

But that is not the end of the matter either. For the higher volume of sales,
the higher productivity assoctated with fuller use of existing capacity, and the
lower tax rates on corporate profits also provided by the tax bill would increase
aftertax profits, and especlally the rate of expected aftertax profit on investnent
in new facllities. Adding to this the financlal incentives embodied in last year’s
tax changes, which are yet to have their full effect, one can expect & substantial
fnduced rise in business plant and equipment spending, and;a rise in the rate of
inventory investment. Further, higher consumer incomes will stimulate extra
residential construction; and the higher revenues that State and local govern-
ments will recelve under existing tax rates will prompt a rise in their invest-
ments in schools, roads, and urban facilitles. The exact amount of each of these

" increases 13 hard to estimate with precision. But it is reasonable to estimate
their sum as in the range of $5 to $7 billion. This extra spending would also be

subject to a multiplier of 2 as fncomes rose and‘consumer spending fncreased.

Thus there would be a further expansion of $10 to $14 billion in GNP to adad to the

$18 biflion or so from the consumption factor alone. The total addition to GNP

would match rather closely the estimated $30 billion gap.

II. THE PERSISTENT PROBLEMS OF STRUOTURAL UNEMPLOYMENT

The tax cut would thus increase demand to levels consistent with a 4.percent
rate of unemployment. It would ease our most pressing unemployment problems.
But no one can assume that our worries about unemployment would then be over.
Some of ita most distressing and inequitable aspects would remain.

To be sure, tax reduction will create new jobs in every community across the
Nation and expand employment in every industry, The overwhelming majority
of American familles will benefit directly from the fncome tax cuts that will
accrue to 50 million taxpaying individuals and 600,000 taxpaying corporations.
Thelr direct rise in attertax income wtill soon be translated, through the market-
place, into stronger markets for all kinds of goods and services and a quickening
of the business pulse in all communities, With average working hours already
at a high level, this added demand and activity will in large part be transiated,
in turn, into additlonal jobs and income for the unemployed. Thus, the non-
taxpaying minority will, in a very real gense, be the greatest beneficlaries of the
tax program., ‘ s
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Bxperlence (which we will review later in this statement) clearly shows (1)
that the unemployment rate will decline for every major category of workers and
(2) that the sharpest declines will occur where the incidence of unemployment
is the highest: among teenagers, the Negroes, the less skilled, the biue-collar
groups generally, - : : S I

But even so0, the unemployment rates of many groups will sttll be intolerably
high. Back in 1957, for {nstance, when the average unemployment rate was just
over 4 percent for the whole economy, the rates were much higher for many dis-
advantaged groups and regions—e.g., 10.8 percent for teenagers, 8 percent for
nonwhites, 9.4 percent for unskilled manual workers, and 11.5 percent for work-
ers in Wilkes-Barre-Hazleton, Pa. : N, S )

These high specific unemployment rates, which persist even when the general
rate falls to an acceptable level, are the essence of the problem of structural
unemployment. Even a fully successful tax cut cannot solve problems like these
by itself, They require a more direct attack. : e

To reduce the abnormally high and stubborn unemployment rate for Negr
requires & major improvement in their education and training and an attack on .
racial discrimination. To reduce the persistent high rate for the unskilled and
the uneducated groups demands measures o help them acquire skills and knowl-
-edge. To reduce excessive unemployment associated with declining industries
and technological advance requires retraining and relocation, To reduce high
unemployment in distressed areas of Pennsylvania, Michigan, Minnesota, and
elsewhere calls for special measures to rebuild the economic base of those com-
munities and assist thelr workerk.

Both the administration and the Congress have recognized that these measures
must be taken concurrently with measures to expand aggregate demand. Coal
miners in Harlan County are structurally unemployed now, and so are Negro
and Puerto Rican youths in New York City. Yet, programs to reduce structural
unemployment will run into severe limits in the absence of an adequate growth of
demand, i.e., in the absence of rapld expansion of total job opportunities. Such
-expansion {8 needed to assure that retralned and upgraded workers, for example,
will find jobs at the end of the training period and will not do so at the expense
of job opportunitles for other unemployed workers. As structural programs
create new and upgraded skills, they will in some cases fit the participants for
jobs that had previously gone begging. But for the most part, the needed jobs
must be created by expansion of total demand. .

Quite apart from the human significance of structural unemployment, it also
has great economic importance. For only as we reduce structural and fric-
tional unemployment can we achieve the higher levels of total output which
would be assoclated with unemployment rates below our 4-percent interim
target. The Council emphasized this point in ite 1063 annual report (p. 42),
as follows:

“Success in a combined policy of strengthening demand and adapting man-
power supplies to evolving needs would enable us to achlieve an interim objective
of 4-percent unemployment and permit us to push beyond it in a setting of rea-
sonable price stability. Bottlenecks In skilied labor, middle-level manpower,
and professional’ personnel [now)] tend to become acute as unemployment
approaches 4 percent. The result is to retard growth and generate wage-price
pressures at particular points In the economy. As we widen or break these
bottlenecks by intensified and flexible educational, training, and retraining
efforts, our employment sights will steadily rise.” :

Every worker needlessly unemployed represents a human cost which offends
the sensibilities of a civilized soctety. But each worker needlessly unemployed
also represents & waste of potential goods and services, which even an affluent
soclety can {1l afford. More Intensive measures to attack structural unemploy-
menl(;e are gecesssary to reduce the unemployment rate not merely to 4 percent,
but beyon .

.

III. HAB STRUOTURAL UNEMPLOYMENT INCREASED?

The preceding section addressed itself to structural unemployment as a
human and social problem and considered its role in the process of lowering
the unemployment rate to and below 4 percent. But it {s also appropriate to
ask: Has structural unemployment increased to such an extent since 1957—the
last time unemployment was near 4 percéent—that it will impede the expansion-
ary effects of demand-creating measures in general and the tax cut in particular?

- An affirmative answer would, we belleve, represent a misreading of the
facts. As we have already pointed out there are“serlous structural problems,,
and prompt action 1s needed both té root out the inequities and hardships they
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inflict and to help us reach our employment goals. But this conclusion need
not—and does not—rest on a bellef that there has been a disproportionate surge
in structural unemployment since 1957.

A reading of the evidence on this score must focus principally on what
happens, over time, to the unemployment rates of particular groups—teenagers,
untrained and unskilled workers, Negroes, and other disadvantaged groups
and regions—in relation to the total unemployment rate. It would clearly be
misleading simply to compare unemployment rates for such groups in a year like
1057, when the total rate was about 4 percent, with the corresponding rates in
1962-63, when the total rate has averaged 5.6 percent. Rather, it is the rela-
tionship between the total rate and the group rates—and its historical devel-
opment—that reveals whether the structural problem is getting worse or not.
And this relationship has been remarkably stable.

The disadvantaged groups almost invariably share more than proportion-
ately—and the skilled and white-collar groups less than proportionately—in
both decreases and increases in total employment. In the past, when the overall
unemployment rate has risen—or fallen—1 percentage point, the rate for non-
whites and teenagers has risen—or fallen—by about 2 percentage points, the
rate for unskilled workers by about 214 percentage points. But the rate for
professional and technical workers has risen or fallen by only about one-fourth
of a percentage point. , )

One obvious reason for the disproportionate impact on teenagers is that they
are the most recent additions to the labor force. When new job opportunities
are few, there is a backing up at the point of entry, Furthermore, even when
they do find jobs, they tend to have the lowest seniority and are therefore first
to be lald off. Much the same is true of Negroes. Given existing patterns of
discerimination, they are often in marginal jobs or at the bottom of seniority lists.
Moreover, when jobs are scarce and labor is plentiful, raclal discrimination,
where it exists, iIs more likely to enter into hiring and firing decisions, And at
such times, employers are also more inclined to pass over inexperienced snd
untrained workers and less inclined to press their own efforts to adapt such
personnel to their needs via inservice training programs. They tend to be less
aggressive In seeking new employees outside their own local labor markets.
And labor supply considerations are less likely to determine the location of new
plants. =

On the other hand, employers do not typlcally discharge many supervisory
and technical personnel when output drops and, as a result, they do not need
to expand their employment of such persons proportionately when output rises.

Moreover, there are other reasons why the employment of many categories of
workers does not rise and fall in the same proportion as the total. Some dlis-
parities arise from the complex interrelationship between the composition and
the level of total output. To cite just one example, the rate of inventory accumu-
lation is highly sensitive to the rate of expansion or contraction in total output,
and goods that typlcally are inventoried tend té require large numbers of pro-
duction workers. In contrast, the service Industries, whose output is not subject
to inventory accumulation nor to such wide fluctuations in consumption, generally
use more technical and white-collar workers.

Thus it 1s not surprising to find that slackened demand since 1957 has intensi-
fled intergroup and interregional disparities fn unemployment rates at the same
time that it raised the total unempioyment rate. Nonwhites, teenagers, un-
skilled and semiskilled workers have suffered a greater-than-average increase
in unemployment since 1957, But these same groups will also benefit dispro-
portionately as demand expands and the overall unemployment rate declines.
This point 18 illustrated in the table below, which shows how the incidence of
unemployment changed during the 1860-61 recession and the 1061-62 recovery.

Change {n unemployment rate, selected group(and areas
[Percentgge points}
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Studies of changes {n the incidence of unemptoyment among unskilled and
semiskllled blue-collar workers—whose jobs would seem to be highly vulnerable
to technological change—can provide important insights into the’structural
unemployment problem. One would expect an accelerated rate of technological
displacement to be reflected in rising rates of unemployment for these groups—
relative to total unemployment. One would also expect to find such a relative
rise for workers in industries such as manufacturing, mining, and trausporta-
tion where automation has so far found its widest application.

To test this possibility, we have correlated the unemployment rate in spécific
occupations and industries with the rate for all experienced workers in the labor
force during the 1948-57 period—in other words, for the period before the main
structural unemployment upsurge is alleged to have occurred. These correla-
tions were then used to calculate what the occupational and industrial distribu-
tion of unemployment would have been in 1982 it the old relatlonships had held.
If there lind been a substantial increase in structural maladjustments, the
actual 1062 unemployment rates for what we may call the “technologically
vulnerable groups” should have been higher than' these calculated rates. But
in fact, as table 1 shows, a majority of the rates are lower. For some of these
occupations and industries, the actual fnerease in unemployment was greater’

than expected, but in most cases it was less. And taking all of the blue-collay
occupations and goods-producing industries together, we also find that the rise’
in actual unemployment was somewhat less than the 1948-57 experlence would
have suggested. :

TABLE 1.—Unemployment rates in industries and occupauom most vulnerab!e
to technological displacement, 1957 and 1962 )

[Percent) . o .-
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We do not conclude from this evidence, nor from similar findings by Edward”
Denlson and Otto Eckstein ® as to the geographic distribution of unénployment,’
that a reduction in structural unemployment has occurred. Similarly, however,
we do not conclude that the unusually high unemployment rates experienced by
teenagers this year, or the rather low rates experienced by adult males, prove
an adverse structural shift. In some labor market areas, imbalances have les+
sened ; in others they have increased. But this does not suggest that the overallr
rate of structural unemployment has risen significantly.

One similar plece of evidence relates to job vacancies. Since structural unan-
ployment is a form of joblessness that persists over a protracted period even if’
unfilled jobs are avallable, an lncrease in structural unemployment would bé'

" 1 Edw ard . Denison. "The Incidence of Unemployment by States and Reglons, 1950 an
1060, and “The Di I()) ra) on of Unemployment Among S8tandard Metropolitan Statistlcal
Area 1950 and 196 eograph, Otto Ecksteln, “The Unemptoyment Problem in

ay,'’ paper dellvered belore he Conference on Unemployment and the Amerlcan
Economy. Bethley, Calif., April 1963, . - ]

!/
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clearly suggested if it were found that the number of job vacancles were rising
along with the number of unemployed men., . o : .
- Unhapplly we have no comprehensive and adequate series designed to measure
Job vacancles in the United States. The Department of Labor currently i8 pro-
posing experimental work leading toward the eventual establishment of such a
gerles. This is a proposal we strongly endorse, although we share the Labor
Department’s awareness that such a serles Involves many technical problems and
will need to be fnterpreted with care, especially in its early years. .
. -But meanwhile the only avallable indicator that hears upon the job-vacancy
situation 1s the national industrial conference board’s Index of the number of.
help-wanted advertisements published in the classified section of a leading news-
paper in each of 33 leading labor market areas. While this serles does a good
job of reporting what it is designed to report, obviously it provides a compara-
tively sketchy and fmperfect indication of job vacancies. All the same, it is
interesting that, after adjustment for changes in the size of the labor force, the
help-wanted index was substanfially lower in 18060 and 1062 than in 1935-57,
when the total unemployment rate was about 4 percent. We have further ad-
justed the index for changes in the total unemployment rate in order to screen
out the effects of slack demand. FEven in this form the index fails to rise sigunifi-
cantly since 1957—as one would expect it to do if underlying structural unem-
ployment had broadened. :

The evidence reviewed above does not yleld persuasive indications that strue-
tural elements are today a significantly larger factor {n our unemployment than’
in 1957. Nevertheless, it would not be surprising if some particular aspects of
structural unemployment have intensified.  One would assume that the longer a
period of slack persists, the more likely it would be that the detailed structure of
skills, experience, and training of the labor force would fail to reflect fully the
lnttern of job requirements at high levels of employment., High employment
n 1967 will call for a somewhat different pattern of jobs than existed in 1957,
and a slack labor market does not accurately foretell what that pattern will be.
Moreover, there I8 danger that, after a long period of slack, new hiring standards,
habits of mind, and expectations appropriate to an “easy’’ labor market will have
become entrenched, rationalizing increased discriminations against disad-
vantaged groups. Thus, after the period of prolonged slack since 1957, there is
more need than in the usual “cylical” recovery for an effective program of specific
labor-market policles to assist demand-stimulating policles in talloring men to
jobs and jobs to men.

IV. BHIFTING EDUCATIONAL REQUIRFMENTS AND POSSIBLE SKILLED MANPOWER
BOTTLENECKS

In recent weeks—partly before this committee, partly elsewhere—particular
attention has been given to one aspect of the problem of structural maladjust-
ments. This is the question of whether a recent shift in the pace and character
of technological change has acvelerated the long-term rise in job educational
and skill requirements in a way that imposes a new bottleneck on expansion.
The tssue merits special discussion because of the obstacle to the employment-
expanding effects of the tax program that this skilled-manpower bottleneck is
alleged to present.

The argument is that the nature of recent technological change has caused a
rapid shift in the pattern of manpower demand, pushing down the demand for
workers with little training and pushing up the demand for the highly educated.
Bve:yone agrees that the educational level of the Natlon's population has con-
tinued to advance, causing the supply of highly educated manpower to grow
rapidly, and the supply of relatively uneducated manpower to decline. Thus the
concern expressed 18 not about keeping pace with an absolute increase in job
educational requirements—which have been rising right diong—but about being
unable to keep pace with an abrupt recent rise in such requirements.

It 18 feared that as demand increases, there will not be enough highly educated
workers to 81l the key technical and professional positions that must be manned
if production 13 to expand to levels consistent with 4-percent unemployment : that,
in consequence, expansion of output will be frustrated ; and that, because of this,
high percentages of the remainder of the labor force—including poorly educated
workers—will be left unemployed. . :

1t s important to distinguish this quite specific point about near-term bottle-
necks from other propositions about the economlic importance of education. n
i3 unquestionably true, we belleve, that greatly reinforced education s néeded to
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press the attack on the pockets of long-term structural unemployment that have

plagued the economy for a long time. ‘ o S

* It I8 unquestionably true, moreover, thit educatfonal attainment enormously

affects the employment prospects of the individual. Whether the economy i8

booming or stagnating, the poorly educated always come off second best. A grade
school graduate fs five times likeller to be unemployed than is a college graduate,

Today's school dropouts are tomorrow’s unemployed. ) .

It is further well known that long-term shifts, which can be projected to con-
tinue, in the relative importance of various industries, and long-term trends in
technological development, are, on the whole, raising (as well as altering) edu-
catlonal requirements. The “Report on Manpower Requirements, Resources,
Utilizatlon, and Training” by Secretary Wirtz last March indicated the nature
of these continuing shifts, including projections by broad groups to 1970 and
1975. The clearly indicated rise in the requirement for professional, technical,
and kindred workers—teachers, sclentists, physiclans, englneers, technicians, and
nurses—pose obvious demands on education In general and bigher education in
particular, And Increased demands for many special skills create needs for
expanded programs of vocational education and for more persons with a basie
g}gh sclhool education. These long-term trends are not at issue in the present

scusslon.

Likewise, there can be little doubt about the enormous importance of education
as an engine for stimulating the long-term growth of our productive potential.
Edward Denison has estimated that 42 percent of the increase in output per
worker between 1929 and 1957 was the result of education and another 88 percent
the result of the general advance in the application of scientific and technologl-
cal knowledge to which our educational process and Institutions clearly were
heavy contributors. All of these are extremely important—in fact, conclusive—
reasons for strengthening our educatfonal programs. But they should not be
confused with the vicw that educational deficlencles prevent the solution of our
current problem of excessive unemployment, and, specifically, that near-term
manpower bottlenecks will significantly restrain a demand expansion—stimulated
by a tax cut—from accomplishing its employment objective.! .

The statistical testing of the educatlonal bottleneck hypothesis turns out, if
properly done, to be a very complex undertaking. There are problems of the
noncomparability between decennial census data and information drawn from
current population surveys; of the lack of appropriate annual serles; of calcu-
lating appropriate current full-employment labor force participation rates for
particular age and educational attainment groups instead of arbitrarily project-
ing the rates of a remote year; and of including not merely the mdle but the
female components of our population. Members of our staff currently are en-
gaged in preparing a careful analysls of the avallable and pertlnent data that
will take these issues into account. We shall be happy to supply the committee
with a copy of this staff paper when it becomes avallable. .

Meanwhlle, however, some reliable impressions already have emerged from
the figures at hand. One.ls that, while there does appear to have been some
rise in the demand for highly educated workers relative to their supply during
the postwar perlod as a whole, the timing of tuls change is crucial for purposes
of evaluating the botileneck thesis. Since the econoiny operated at approxi-
mately a 4-percent unemployment rate-in the midfifties without encountering
serlous skilled-manpower bottlenecks the key question is whether most of this
shift occur:cd before or after the 1955-57. period. Hence a shift in job educa-
tional requirements relative to supply that had occurred before those years, and
was not serlous enough to obstruct expansion then, poses little threat to a new
move back toward 4-percent unemployment now. .

. The avallable unemployment data seems to show that whatever shift may
ave occurred in job educational requirements relative to supply did occur prior
o 1957. Indeed it may have been partially reversed since that time, Frdm

1057 .to 1962, for example, the unemployment rate for male workers with an

elghth grade education or less rose by about one-half, roughly the sgme 88 the

rate of overall unemployment. But the unemployment rate for college grad-
vates rose from 0.8 to 1.4 percent. :

. In addition to unemployment rates, the percentages of labor force participa-

tlon by groups of different educational attainments algo have changed during the

$The most widely quoted exponent of the bottleneck thesls ts Prof. Charles Killings-
worth of Michigan Eute University. ‘
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postwar perlod. Here the data currently in hand do not permit us to locate the
timing of these changes to the degree that has been’ possible with the unemploy-
ment rates. And so we simply do not know whether here, too, the shift toward
greater participation by the well educated, and lesser participation by the poorly
educated, may largely have occurred before 1957.

- If, in the absence of information, one assumes that the shift in relative par-
ticlpation rates occurred more recently, one might conclude that there have been
some withdrawals from the labor force by poorly educated male workers. When-
ever they occurred, they present an obvious challenge to both publie and private
training programs. But the magnitude of these shifts is easily exaggerated—
especlally if one falls to make adequate allowance for the improvements in
retirement programs durlpg the past dozen years. It is clear that the vast
mmajority of the so-called losses of less educated workers from the male labor
force were concentrated in the 83-and-older age group.*

. In any event, while statistical analyses of the alleged shift in job educational
requirements relative to supply will be useful, and are being currently con-
ducted by our staff, none of this goes to the real nub of the issue. That nub
is the faflure of the bottleneck hypothesis to make any allowance for the proven
capacity of a free labor market—especially one endowed with a high average
level of education and enterprise and expanding programs to improve labor
skllls and mobility—to reconclle discrepancies between particular labor supplies
and particular labor demands,

. If relative shortages of particular skills develop, the price system and the
market will moderate them, as they always have done in the past. Employers
svill be prompted to step up their inservice training programs and, as more jobs
become available, poorly skilled and poorly educated workers will be more
strongly motivated to avail themselves of training, retraining, and aduit educa-
tion opportunities. Government manpower programs begun in the 1961-63
period will also be operating to help ease the adjustment of specific shortages.

As for the personnel with the very highest skills, many—for the very reason
that they are scarce—have been ‘“stockpiled” by their employers and are not
working to capacity when business 18 slack. As business picks up, they will be
used more fully—and they will be used more efficlently. As engineers become
scarce, and more expensive, their talents will be concentrated on engineering
assignments, leaving drafting (for example) for draftsmen, who can be trained
more quickly.

_ Naturally, most college graduates will have jobs no matter how high the un-
.employment rate in the whole economy, even if they have to work below the level
for which they are qualified. If they are already in the supervisory or technical
Jobs for which they are best qualified, their employers will ot have to increase
by 10 percent the number of such jobs in order to increase total employment by
10 percent. And to the extent that they are not already in such jobs, they are
4 hidden reservoir of superior talent. "

. The highly educated manpower bottleneck argument arrives at its alarming
conclusion by projecting to new situations a perfectly static set of educational re-
quirements. The argument makes no allowance for flexibility in the system.
Flexibility, of course, is not unlimited. If we were talking about accomplishing
a massive Increase in output within a few months, manpower bottlenecks might
indeed become critical. But we find it unrealistic to belleve that they represent
a major constraint upon an extra $30 billion of output in what will soon be a
$600 billion economy—espectally when (a) there are virtually no current signs
of tension in either labor markets or product markets and () the demand ex-
pansion that will accomplish the closure will be spread over 2 or more years in
which continuing new supplies of highly trained manpower will be entering the
1abor market. :

. At the beginning of section III the question was ralsed whether structural
-elements in unemployment have grown o much since 1957 that they threaten to
impede an economic expansion induced by the tax cut. In sections III and IV
e have examined this question from a number of directions, and we now sum-

marigze our answer.

¢ The importance of this point is clear from the fact that its recognition hai caused
Professor Killingsworth to reduce his estimate of the ‘“‘real” unemployment rate In 1962
‘by a full percentage polnt—from 8.8 percent in his speech of Oct. 7 to 7.8 percent in a
1speech of Bgt. 26. Preliminary inspection of the figures suggests that even further adjust-

mment may be negessary. L -

’
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The answer s clear: The evidence we have assembled and the tests we have
made do not support the thesis that, overall, the incidence of structural unem-
ployment has increased in importance since we last achleved high employement.
There may be some problems that seem more serious today than earlier; but in
other areas we have probably progressed. - ¢ . - . :

Expansion of the economy in response to a stepping up of the growth of demand
will not be impeded by pockets of surplus labor existing in a limited numbher of
categories—we have always had distressing surpluses in certaln categories,
and the tax cut will not fully eliminate them. FEconomie expanslon could
eventually be impeded by shortages in strategic categorles of skiils and train-
ing, but the statistical evidence reveals no such shortages en route to 4-percent
unemployment. . ‘ o

It is difficult to believe that an economy that was able to absorb the dramatic
shifts needed to convert to war production in World War II, and that operated
at unemployment levels as low as 1.2 percent during that war and more recently
(1953) at 2.9 percent, could not move rather readily, over the space of 2 or 3
years, to our interim of target of 4-percent unemployment. ~ - - - L

Unsatisfied as we all must be with our Nation’s achievemeénts in education—-
and with the distressing problem of school dropouts—we must not disregard
the fact that our labor force today Is better educated and, as a result, more
flexible than ever before. The median level of education among the adult male
members of the labor force has risen by an astonishing 50 percent since the
beginning of the Second World War. New entraunts into the labor force are on
the average better equipped than ever before to respond to a changing pattern
of demand. By 1966, when the full effects of the tax cut will be apparent, the
ranks of trained workers will have been swelled by two or more annual graduat-
ing classes from our high schools, colleges, and professional and graduate schools,
In each case, the size of the groups will dwarf all previous records.® )

Our own recent economic history assures us of the economy’s ability to adapt
to rapid change. Additional assurances along this line is found in the experl-
ence of other countries whose systems and values are similar to our own. Dur-
ing the past decade, the Western European economy has undergone staggering
structural changes. France and Belgiuin have adjusted to the decline of im-
portant mining areas, Germany to the inflow of milllons of refugees from che
East, and Italy to the problem of absorbing large numbers of poorly educated
rural migrants into urban occupations. And all of Western Europe has adjusted
to the replacement of obsolete capital, and of productive methods often unchanged
for a century or more, with machinery and methods geared to the most advanced
techrology in the world. The advance of productivity bas been revolutlonary.
During the 1950’s, output per manufacturing workers increased two and one-
quarter times as fast in Germany as in the United states, three times as fast
in France, and four times as fast in Italy. In their adjustment to these changes
the Europeans, though they may have other advantages, did not have the advan-
tage of a labor force nearly as well educated, as well trained, as mobile, or as
flexible as ours. ‘ )

Nonetheless, the Europeans have maintained unemployment rates considerably
lower than ours. After adjustment for conceptual differences, the unemploy-
ment rate in 1960 was 1 percent in Germany, 1.9 percent in France, and 4.3 per-
cent in Italy. In Italy and Germany these low rates represented & considerable
improvement over earlier postwar experience, and the higher Itallan rate has
subsequently declined materially. . '

The major explanation for such low unemployment rates in economtes under-
golng such profound transitions lies In the maintenance of a very high level
of demand. During the 1950's the average annual growth rate in France was
4 percent, in Italy, 6 percent, and in Germany, over 7 percent—and both Italy
and France have had even higher rates so far in the 1060’s. This experience
demonstrates beyond any doubt that, under the stimulus of adequate demand,
and with the aid of actlve labor market policies, modern economies are suffi-
clently resilient to absorb poorly educated workers, to adapt to skill shortages,
and to adjust to rapid technological change In'a manner which maintaing ex-
tremely low unemployment rates. This European experlence—which in broad -
outline has been matched in Japan—reassures us that, once high and growing

S For example, the projected numbers gradunting from college (bachelors or first pro-
fedslonal degrees) in 1564 nd 1966, will be about 3% ercent above the numbers graduated
12 1959 and 1860, By 1970, the estimated number will exceed 1960 by 85 perceng:. . ue ]

/
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demand presses our capacity, we too will adapt to rapid change and maintain

our economic health.

. Structural unemployment is a human and an economic problem that we must

attack by every means available. ‘But the expansion of total demand through

tax reduction remains the crucial central element in our attack upon unem-

ployment, : .
- V. THE BATE OF GROWTH OF PRODUCTIVITY

' The preceding section has constdered the question whether demand expansion
might be unable to reduce unemployment to 4 percent because of the possibility
that increased atructural unemployment would impede expansion of output.
This section considers the question whether the extent of the necessary demand
expansion may have been underestimated because of the possibility that the
growth rate of potential output i{s speeding up. These two possible barriers
to the reduction of unemployment to 4 percent seem to represent opposite poles
of skepticism, but it is conceivable that both difficulties could exist side-by-side.

If potential output at 4-percent unemployment were growing faster than we

think, it would have to be for either or both of two reasons. One reason is a
fastﬁr growth of the labor force. The other is & faster growth of output-per-
worker. .
. A faster growth of the labor force is indeed underway. Amnnual net gains of
potential workers will grow steadily, at least through 1967, and thereafter
remain higher than in the 1950’s. Our estimates of potential output for the
years 1958 through 1963, have been consistent with the current potential avail-
abllity of labor, and «stimates for future years can readily take accelerating
labor force growth into account. -

Faster labor force growth provides us with a welcome source of faster growth
of total output in the years ahead, provided only that the growth of demand
also accelerates sufficlently to create jobs for all of the new entrants, as well as
for the current excessive numbers of unemployed, and for the current “sub-
merged” or “invisible’” unemployed who have withdrawn from, or failed to enter,
the labor force because of discouragement about job opportunities.®

The second determinant of the growth of our potential output at 4 percent un-
employment is the rise fn output per worker, or productivity. Productivity
grows for many reasons: the increased skill, knowledge, and motivations of
workers; improvements in organization and management ; the provision of more
capital per worker; thie provision of more effective machinery as the result of
technological advance; economies of scale; the removal of impediments to the
transfer of labor (and capital) from industries where productivity is low or
slowly rising to those where it is high or rapidly rising. ’

It 13 now suggested by some observers that one of the major determinants of
productivity growth has recently undergone a revolutionary speedup. The
progress of technology, it {s asserted, has entered & new phase. Breakthroughs

-1n sclence, translated into productive technology through enormous investments
in research and development, are said to promige productivity advances far more
rapid than the average rates of the postwar period to date (roughly 2 percent for
output per worker and 3 percent for output per man-hour). The new phenome-
non i8 often characterized as “automation.”

What we need to assess, then, is the extent to which “automation” (used as
shorthand for technological progress in general) has stepped up the growth rate
of productivity. We can readily see its dramatic effects in particular cases; but
what ha? it done to the average rise in output per worker across the whole
economy ] T

The economist looks for evidence of a recent acceleration of productivity;
galns in our accuw.ulating statistics on output per man-hour. What we par-

¢Qur estimatea of what GNP would be at 4-percent une{nployment. which we have
examined 1n section I of this statement, make full ailowance for current? depressed rates
of labor force participation. The actual labor force ﬁsures, a8 reporte monthlg by the
Bureau of Labor Statistics (BLS), do not include all of the workers who would be avall-
able for employment if the demand for labor were more adequate. Some people have
withdrawn from the labor market or falled to enter it because they consider their prospects
of finding jobs too remote. This in indlcated by the fact that the reported labor force
has fallen conslderably short of earlier projections of the “normal’ labor force made by
the BLS in 1957 (baséd on the age and sex composition of the population of working ages
and on long-term trends in the participation rates of each age-sex group). It {s8 even
falling shorg—-by about 760,000 in 1088—of the lower revised eroject ons whi¢h the BLS
made in 1962, Our estimates of g%tentm outPut assume that a dr(taP in the unemploy-
ment alialte wlﬂl be accompanied by the return‘of Jabor force participation rates to a more
no:mal level. ' ,



REVENUE ACT OF 1963 ‘1876

ticularly want to determine 1s the trend growth in productivity, at a constant rate
of unemployment, such as 4 percent. It is essential to remove the {nfluence of
variations in the unemployment rate aud associated cyclical factors which oc-
casion substantial changes in output per man-hour that have nothing to do with
technological change. In trying to isolate the productivity trend, economists—
nt(;;e for the flrst time—are trying to measure something they do not directly
observe. B

To begin with, let us review the two officlal Bureau of Labor Statistlcs seriles
on labor productivity. The man-hours data underlying the one serles are com-
piled primarily from employer payroll reports; those underlying the other come
from the monthly household survey of the labor force. The following are the
anfiual rates of productivity change in the total private economy that the two
serles provide for the indicated periods: .

Based upon | Based upon
employer monthly
payroll labor force

reports survey -
Percent Percent
1047-62 (average). . - 3.2 ‘3.3
1057-62 (average). . s 30 2.8
1963, ...l o 3.3 28
3.9 4.4

1062, e e ieemiccceeaeiecsecessiecescceeceamsesscanana

I"br tke manufacturing sector alone, the payroll-baced series provides these
gstlmates for the same periods: .

Percent Peroent
104762 (average) . ce-ceoooceeao 2.9[1961._____ P 3
105762 (average)oceeeooceeooo 8.411902. e aem 4.8

And the preliminary estimates for 1963 also suggest as much as a 4-percent
increase In manufacturing. .

Now what are we to make of these figures? First, the data for 1957-62 as a
whole suggest quite clearly that no newly accelerated trend in long-term pro-
ductivity has yet become clearly established. This is true even of manufactur-
ing, for which the gains of the past & years, although higher than the postwar
period as a whole, are approximately in line with those of the early postwar
years. .

Second, however, the data raise the possibility that trend productivity has
started to accelerate very recently. Except for the 1081 estimate for the total
private economy, based upon the monthly survey of the labor force, all of the
1061 and 1062 figures, along with the preliminary estimate for manufacturing
this year, are high,

Yet, third, it has long been recognized that, compared with trend productivity,
year-to-year changes in actual productivity reflect fluctuations in actual output
compared with potential output. More specifically, it is well known that produc-
tivity spurts to well above its trend value in the earlier stages of a cyclical
expansion.’ . .

Thus the estimates for 1961, the first year of the current expansion, are no
cause for suspecting an upward change of course in trend productivity. How-
ever, the strength of the showling for the second year of the expansion is some-
what unusual, and—if the preliminary estimate for manufacturing holds up—
the 3 consecutive years of rapid advance there will be most impressive, We
have made some preliminary attempts further to probe the data by relating the
productivity flgures to capacity utilization, but the resuits are inconclusive.
" At this point, therefore, we are left with a judgmental cholce. The recent
figures may simply represent a rather prolonged “cyelical” surge in productivity
that will taper off as the expansion continues, businesses adjust to.the higher
levels of production; and hiring proceeds more rapldly. We are still inclined
to put this interpretation on the recent data—for one thing because it is the part
of aclentific caution not to leap to the conclusion that every shortrun varlation
in a time serles is the beginning of a new secular trend.

Y8ee, for example, Statement of the Councill of Economic Advisers before the Jolut
Economic Committee, March 6, 1061, supplement A. . :

24--532—63—pt. 4——8 ’
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Yet, the trend productivity rate may be in process of accelerating. Techno-
logical change may indeed have speeded up, but its impact upon productivity may
be only gradually becoming visible because of the time that must elapse for inno-
vations to become embodied in new caplital equipment. There is no clear evidence
of such an acceleration in trend productivity, but one cannot, today, make a
conclusive appraisal of recent productivity data. .

The problem of interpretation discussed above applies equally to some calcula-
tlons which have recently recelved considerable public attention. These caleunla-
tions purport to show that the GNP “cost” of reducing unemployment is rising.
They compare the increase in GNP assoclated with each additional job in the
current expansion with the comparable increases in previous cyclical expansions.
Such comparisons need first, of course, to be deflated or price changes. When
this is done, the figures for the last three expansions appear as follows:

Year-to-year Increase in private{ Additional GNP

increase in private | nonfarm einploy- | per new private
Period nonfarm GNP ment (household nonfarm job
(billions of 19¢2 survey serles) {1962 dollars)
dollars) (thousands)
32.3 1,579 20, 500
1958-50... 31.0 1,423 21,800
196162 ..o cooeeoo o - 29.8 1,056 28,200

These figures drawn from the last three expansions imply that the GNP
“cost” of an additional job—the marginal “cost’’—is enormous, more than three
times the average ‘“‘cost” of a job (which, for example, was $8800 in 1962).
Moreover, they appear to show that the “cost” of an additional job has increased
quite rapidly from upswing to upswing. .

However, this whole exercise 18 misleading for two reasons. First, the figures
have an upward bias arising from a cyclical lag in hiring. More significantly,
they fall to recognize that a substantial part of the increases in GNP realized
in each of these periods did not derive from increases in employment. The mere
trend increase in productivity is sufficient to permit GNP growth of about 214
percent per year with constant employment. One must not mistakenly attribute
to increases in employment those increases In output which should properly be
attributed to the growing productivity of workers already on the job. If we de-
duct from the GNP increase in each recovery an amount equal to 214 percent of
the through-year GNP, we arrive at the following results: )

Year-to-year increase
olrg! grlvste nonfarm Increase in private Additional GNP per

Period alter deduction | nonfarm employment | new private nonfarra
for productivity growth| (houschold survey Job (1962 dollars)
at 2}4 percent (billions | series) (thousands)
of 1962 dollars)
2.4 1,579 14, 800
21.0 1,423 14, 800
1961-62.... 18.8 1,056 17, 600

The above statistics illustrate the exteut to which estimates of GNP per addi-
ttonal worker employed are reduced by taking account of trend productivity in-
crease. And since actual productivity advances in 1955, 1059, and 1962—reflect-
ing the carly recovery phase of business eycles—were nearly double the trend
increase of 214 percent, the GNP increases per added job, shown just above, over-
state the increases “needed” to create an added job fa the later phases of
expansion.

1t is true, of course, that these GNP “‘costs” typically grow from one upswing to
the next. This i3 exactly what we should expect from improved technology,
better management, and better education, which ralse the productivity of new
workers as well ag those already on *he job. One should add that it seems para-
doxical to worry about added jobs “costing” more GNP as the economy progresses.
The same point can be put better by saying that each job returns more—in
incomes and output—-and thus moves us closer to our domestic and international

economic objectives. \
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VI. THE CHALLENGE OF AUTOMATION

In a way it is surprising how reluctant we are to eribrace the higher produe-
«tlvity levels and living standards which “automation” makes possible. Some of
the more popular literature on the subject treats it as a new and frightening
development. But In fact, it i3 only. the most recent aspect of a continuing
‘process of technological advance that dates back to the beginning of the indus-
«trial revolution, Taking full advantage of this process, the United States has
built the most productive and most remunerative economy in the world. Through
-time, brute strength has been progressively replaced by simple machines, mechan-
-cal power, complex machines, assembly lines, and today increasingly by sophisti-
.cated automatic feedback systems. At each stage of the process individuals were
temporarily displaced from existing jobs, new skills were found to be needed and
were acquired, and total output and employment expanded as demand increased
-in line with the new higher production capabilities.

Ultimately the total effect has always in the past been a higher standard of
‘Hving for almost everyone—higher pay for workers, clieaper and better products
-for consumers, and larger profits for businessmen and stockholders. On the
.basis of our historical experience, automation should be recognized for what it
{s—an open door to a more productive economy, to higher levels of private con-
-sumption, to more effective public services, and to larger resources for the sup-
‘port of our international objectives.

Despite this historical record, it is occasionally argued that the newest tech-
‘niques are becoming so much more productive than those they replace that we
.cannot possibly adjust to them as smoothly as in the past. As indicated earler,
‘the evidence available to date does not enable us to draw firm conclusions about
the prospective rate of increase in productivity. Yet it is clearly possible that
.29 the newest production techriques are increasingly embodied in new capital,
the future growth of productivity will speed up. :

Should this possibility be a source of concern? Rather than viewing it with
-concern or alarm, we would argue that we should work as hard as we can for
faster productivity growth—indeed, it holds the key to success of our national
‘policies for faster economic growth and for the cost cutting that is essential to
our international competitive position. It {8 a prime objective of this year's tax
‘bill as well as last year’s speclal tax stimulants to investment. . :

Doubts about our ability to adjust to automation seem to be based on two
questions: Can we really use the enlarged output of goods and services made
‘possible by a rising rate of productivity advance? Will the new speed and
-character of techmnologlical change create impossible problems of adjustment
for the labor force?

Those who raise the first question sometimes argue that we cannot possibly
consume all that the new techniques can produce—that the persistent high level
-of unemployment over the past few years is evidence of satiation—that the
tantastic productivity of the American economy has outdistanced the needs of
the American people. What do the facts show?

First and most obvious, it is impossible to square this notion with the per-
sistence of poverty in the American economy. We are indeed an affluent soclety,
by every comparative standard. Nonetheless, even in this age of affluence, one-
fifth of American families still have annual incomes below $3,000—that is, they
“live in poverty. To them, the suggestion that we are economically satiated must
seem ridiculous, if not eruel. Until our goclety has met the challenge of poverty
in the midst of plenty, it {s in no danger of being satiated with goods and services.

But—quite apart from the persistence of poverty—there is nothing in the
economlic behavior of even the more afffuent American consumers to support the
satlation hypothesis. At all income levels—except perhaps in the top 2 or 3
-percent of the income-wealth distribution—the ratio of consumption to dis-
posable income is one of our most stable economic relatfonships. Year in, year
out—ever since 1950-—American consumers have continued to spend from 2 to 94
‘percent of their aggregate disposable Income—their income after taxes—on:con-
sumer goods and services. During this period total income and average family
income have both risen markedly; but there is no evidence of any growing
disinclination to spend a stable and high percentage of each additional dollar
of income on consumption. Even those in the upper middile income groups who
are already able to meet without strain the basle requirements for food, cloth-
ing, housing, and transportation find that they have ample, and oftén urgent, uses
for additional incomes. This may take the form of an improved quality or man-
-ner in which basie requirements are satisfied—a larger house, a newer car—or

/
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it may take the form of meeting new and different demands: longer and more
rewarding vacations, better education for one’s children, better medical care,
more books and more concerts, and more expensive hobbies,

This does not, of course, rule out the possibllity that—as in the past—some,
many, or even all of us will prefer to forgo stiil higher income in favor of greater
lelsure in the form of shorter hours, longer vacations, or earller retirements.
(There are indications, incidentally, that many people find it easler to become
satiated with leisure than with income.)

In additlon to unsatisfled private consumption needs, there are pressing needs
for goods and services which are ordinarily and in some cases inevitably pro-
vided by the public sector. Admittedly there is disagreement as to just which
of these “public goods” most need to be Increased. There are also differences
of oplnion as to which levels of government should undertake expanded activi-
ties. Nevertheless, almost all major segments of the American community sup-
port increases In the level of one or another of such “public” goods and services,
whether they be, for example, urban renewal, or improved health services, or
better schools, or better roads and airports, or purer waier and air, or more
adeiqltxate facilities in national parks. Certainly none of this bespeaks a satiated
society.

In a somewhat different vein, it should also be noted that technologically ad-
vancing socleties also generate high levels of Investment demand, demand for
producer goods like machines, equipment, buildings. In large part, of course,
this reflects the favorable impact of new technological developments on the
profitability of investment. During most of our history, Amerlcan business has
responded to such opportunities by enlarging its investment outlays. Postwar
Western Europe and Japan provide examples of economies with Impressive
rates of productivity {ncrease along with buoyant demand, reflecting—more than
anything else—extremely high quotas of investment,

Clearly, we need not fear that the increasing productivity assoclated with
even a speeded-up rate of technological progress will founder upon a contradic-
tion between our needs and our abllity to satisfy them. As people continue to
receive the extra incomes which our enlarging production can generate, they
will also continue to use those extra incomes to buy the enlarged output—for
private and public consumption and for investment.

The second question raised about our ability to adjust to automation con-
cerns the labor force adjustments it necessitates.

If the advance of technological progress has speeded up, it is reasonable to
suppose that, as a byproduct, the rate at which particular skills are rendered
obsolescent is also increasing. But a further and different point is sometimes
made, namely, that automation (in its narrower technlcal sense) is shifting not
merely the rate but the character of skill requirements generated by techno-
logical change. Previously, it is suggested, technological change simplified the
work process and hence created many semiskilled jobs, which could be filled by
workers with little training. Automation, however, reintegrates the production
process and thus eliminates many unskilled and semiskilled jobs.

Whether this interpretation is correct is a highly. complex empirical question.
Many of the jobs displaced by automation are low skilled and some of the jobs
added are extremely high skilled. The design and installation of automation
equipment surely requires highly trained personnel. Yet the need for these
people is clearly llmited, and they do not stay with the equipment long after
installation. Once in operation, the equipment may actually diminish rather
than railse skill requirements. Examples of highly automated installations have
been clted where all of the maintenance is done by high school gradunates with
a fairly short trade school course in electronie repair, High skills are required
for the programing function, but this also tends to be concentrated in the initial
stages and “canned” programs are increasingly available in some applications.
A good deal more study and experience is needed before We can safely generalize
about the impact of automation on skill requirements for the labor force as a
whole. -

Beyond the question of how automation (in the narrow sense) affects average
gkill requirements lies the broader question of the impact on labor markets of any
general acceleration that may occur in the rate of technological advance. This
broader question involves at least {twvo dimensions. '

A “vertical” dimension relates to the impact of speeded technological change
on the long-term rate of increase in the average educational content of jobs, As
noted repeatedly, our past rapid-increase fn.educational levels has both responded
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to and helped bring about our steady technologlical advance and rising prodne-
tivity. ‘The exact nature of the complex interrelationships between the average.
educational accomplishment of the labor force, job educational requirements, and
a further speeding up of the pace of technological advance is a matter for sorne
speculation. But whatever the answer, more and better education will continue
to have one of the highest priorities among the values of American soclety.

The “horlzontal” dimension of our question requires less speculation, We can
be certain that a speeded pace of technological change will increase the rate of
job displacement, and will require even greater attention to measures for. im-
proving labor mobllity, for training and retraining of workers, and for an effec-
tive level of basic education to promote adaptability and flexibjlity. The possi-
bility of an accelerated pace of technical change thus underscores an already
powerful case for stronger labor market policies to meet existing problems of
displacement. ‘ o o

Our past economlic growth has brought unparalleled levels of well-being for all
in our soclety. Today we need and we actively seck even higher levels of pro-
ductlvity, to help us solve both domestic and internatlonal problems, .If, as & -
result of our policles to stimulate Investment and improve efficlency, or as an
unexpected bonus from autonomous developments in technology, the U.8. rate of
productivity growth accelerates, we may encounter problems, but we will reap
large rewards. If we pursue appropriate policies, we can meet the challenge of
automation, ; .

VIIL. CONCLUBSIONS

This statement has been long and necessarily complex. But the {ssues involved
are of the highest urgency and sfguificance for the economic future of our Nation,
and they are far from simple, In 8o characterizing them we know we share the
:lllelaw ogjthls subcommittee, which has been 8o tirelessly pursuing all ‘aspects of

8 subject. :

We have trled to draw our conclusions from the evidence as we have gone
along, and therefore need only pull them together here. These are our prineipal
conclusions: ’ . ‘

1. Enactment of the major tax reductlon program which is now before the
Senate is a necessary condition for solution of the problems that concern this
subcommittee. It will directly add $30 milllon to total output and create 2 to
3 million extra jobs, Without the continuing lift In total demands for goods
and services that the tax program is designed to accomplish, little progress can
be expected in reducing and elminating problems of excessive unemployment for
the Nation as a whole. Had thls lift in demand been effective in the years 1958
through 1963, it would have overcome economic slack; achieved a conslderably
higher level ot output of needed goods and services; maintained unemployment
rates comparable with those realized in the years before 1957 ; and—in the proe-
ess—reduced or eliminated our budget deficits.

2. Although tax reduction will alleviate, it will not by itself cure, longstanding
problems of structural unemployment, of incomplete adaptation of the structure
of our labor force to the structure of demand, of regional imbalances, and of
consequent hardship, inequity, and inefficiericy. The need to attack these prob-
lems stems, first, from our concern to alleviate unnecessary human distress.
Second, it stems from the desire to convert unproductive and unwanted idleness
into productive employment, so that we can increase our output of needed goods
and services even beyond the potential output assoclated with our interim target
of a 4-percent rate of unemployment, And third, it the rate of technologlical
displacement of workers 18 in the process of accelerating, it will need to be
matched by a similar increase in the mobility and adaptability of our labor force.

This administration has placed high priority upon measures to accelerate our
productivity gains—through the stimulation of investment by tax measures, the
improvement of technology In lagging sectors of the clvilian economy, and in
other ways—with the vrgent purpose of improving the competitive position. Jf
American producers in world markets and of stepping up our long-term growth
rate., It has promoted policles designed to realize the benefits of maximum
productive efciency—policles which may require shifts in our resource use and
consequent displacements of labor, (Lot e DT o o .

It would be irresponsible not to complement these policles with others designed
to facllitate the transfer of resources and to ease necessary burdens of adjust-
ment—as, indeed, was done in the “adjustment’” provisions of the Trade Ex-
pansion Act.

!
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Without attempting to be comprehensive, we ¢an indlcate some ot tlie important
channels of aftack on structgral probleins; -

* * Improvéd labor market 1 ormatlén services, L.

Iniproved guldance and placement services; ) .
- Improved progratus of apprentlcesh%y
- Strengtliened programs fo reduyce’'d scriminatory htrlng and employmeut

" practices by race, sex, or féitlonal origin; -
~ - Expanded and more’ effective programs ot vocational edueatlon, geueral

~ ddult education, and tetralning- e
+. " Basle improvements {n thé quaiity of our educatlona}lsystem at’ all levels;
' Mehsures to eblarge educatlonal opportunltles for childrén of lo\v'lncome'

!ammes and minority gtoups i
v+ U Programs to Assist the geograpbical novement of workers: and
) .Expanded policles tq strengthen the ecopomic base and to speed’ the, eco-~
‘- 'nomie growih of distressed conimunities and regions,

- The tax eut and oghev negsures.ti.pypand totdl demand are o substitute for
policies’ like these ghit€ these policies, n, are no’ substityte for 4 tax cut.
get a ' more vigorpus expanslon of emand will Qase forces that will powertully.

id'in the sol on 6t structural pmblems. ‘The eXigtence of a stronger, demand’
for Tabor wilf by itéelf strengthen the incentivés tor workeérs to undertake train--
ing’ or' rép alﬂmg and for' employ rkqoh!;flp provide It Ngwill attract workers to-
move t9/the places whe b: 1 and stimuldte employets to assist
such plovement ; WW

s on local cOpmunities in under--
takipg jmprov in their.edugational. )
pra ices both;%}‘mployers and by\unlonp7and wlu increase the effectiveness-of.

stems; will reQuce discriminatory
of free-mark rice syst¢m jn.edeon ‘ag'ing a prlate adfystments: of both:
:-- supply and-labop-defodhd,
slhck markets. L
&c{mp(ir nt . als Is --
gtructural obstac es W
om the La The
menewl,y perf -dystn
g it exfats t4day with

te achjevement of »
yond it to qven 19 er,

¥y bxpansion of jobs ahd o] tput resulung
&ercent thterim targ t assumes not
€

ent, processes can smopth and accele-
they can.permit to penetrate
o t is on dema d stimulus that
, Prowg & e.-

. A. There are Hopeful hints in {he most fecent evidehce tlmt b may be achiev-
ing\a somewlquo higher _%ﬂq y, growth Ahan in the past,

althiyngh it is,t ik, itial output Her worker should’
- gFow yguore- rap1 1y ‘the future the
more rh ld expanslonof- de

st, it would’mean that an even:

WO -required {6 reach,and maintain,

easona y full employment o l bor force. But wg see no basls for fears

hat our Wwents and needs are already satlated, or thpt total.spending will fail.

to risa with botentlal output and thus thwart fastgp/€xpansion. It is true that’
demand does nd utomaticauy adjust year-by.yefir to the _growth of potentlal
output.. But there s.JJ0 reason to BUPDOSS St “dema f‘ more likely, to be de-

ficlent when potentfal SUtDWemis Rpidly grow n-when growth in
potential output {s less dynamic, .. On fhe contrary, t 1tions that are con-
ducive to faster productivity growth are also conducive aore rapid expanslon
in private demands.
lr‘m‘tea(! of fearing an accelerated growth ot prod,nctivity, we should and do.
see t——
" To achleve more tuily our prlvate “and public domestlc eeonomic goals.
"'Po help us correct our balance-of-payments defici
And to ralse the standard and quallty of life for’ all of our cmzens .

Ty Cuamyan. The committee will bo adjourned until 10 o’clock’
tomorrow. momm%5

(Whereupon, at 35pm.,thecomm1ttee recessed toresumeWednes«
day, November 13, 1963, at 10 a.m.) . A
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Vo LU0, Searey
G L Waskingten DL
The committee met, pursuant to recess, at

10 a.mi, in room 2221,
New.dsenate Oftice - Building, Senator Harry-F. Byrd (chairman)
presiding., . vt T

L.Pl‘&ﬁéngﬁ:;. Senators - Byrd ' residin'g); .Douglas, .Gore, Talmadge,
Hartke, Ribicoff, Williams, Carlson; Bennett, and Dirksen.: . . . ...
" Also present : Elizabeth B, Springer, chiefelerk. - - - - ¢ @ .
“The Ctramaan: The committee will come t6 order. = "

,,,,,

-The Chair submits for the record statemenits in lieu of their )ersonal’
appearance by Mr. Mark E. Richardson on-behalf of the New York:
hamber of Commerce; Mr. Johr J, Scalon on behalf of the:American -
Telephone & Telegmpfn Co.; and Col. James W. Roberts on bohalf’
of the National Association of Wholesalers. . e
(The statements referred to follow:) - Tt T

) o BY MARK B, _tht‘imsgmm - )

- The New York Chamber of Commerce, which 18 the ¢ldest business orgaunization:
in' the United States, and which includes in its membership the major business. .
organizationy located in the New York metropolitan area, belleves that it is .
essential that Congress provide for an esrly and substantial reduction in the
rates of individual and corporate income tax rates....;..- .. S L

Jn ;the fudgment of the chamber it {3 necessary to remove-the restraints on,
our. economy .occasfoned by our-unduly high rates of taxation, in a fiseally. re -
spongible manner; and the chamber holds. that It is also urgent that Feg ral.;
expenditures be kept under firm ¢ontrol if - we are to achlove the beneilts of tax )
reduction without unleashing inflation. Tax rate reductions, should be .cons.,
tingent on the establishment of a firm ceiling on Federal outlays to the end
that a balanced administrative budget is achieved not later than the 1066 fiscal -
YeAr. .~ - .oty . Lo seoa s . s INRESTE .

With this qualification, in the opinion of the chamber, the Senate should
talpp;-ove of H.R. 8363 as passed by the House, excepting in the following par-

culars. . .

i RPN PR o e T
STATEMENT OF NEW YORK CHAMBER 0¥ COMMERCE 10 SENATE FINANCE COMMITTES, +

' ' DOUBLE TAXATION OF DIVIDENDS - - S

It is most unfortunate that H.R. 8363 proposes to repeal the present dfvidend..
credit; and the chamber recommends that this feature be stricken from:the bill. : .
‘The 4-percent dividend credit, written into the tax laws in 1054,.ywas generally, -
halled. as an important, although minor “frst step” toward the solution of the,.

problem of double taxation of distributed corporate income—taxed first at the:

corporate level, and then to the individual reciplent. e
Its repeal now would be a s,tehg backward and would ryp counter to the prin-

slpal oblective of the fax LU, which is the encouragement of the private economy
il p m 5 omm QDS":'E'-#' = .’;';1{;.:454',; ESEN Sy, ‘ , 1’,'", AR ISR
;A8 .has been polnted .ont on numerous occasions by, the, New  York Ghamber: .

of%f)mméi-ce and by othgr groilp%;'dn‘erg)f the prln%?pa] reagsqinx; why the Amerlcan..

! ’ 1681
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economy has not grown as rapidly as might be desired, is the relatively low level
of equity investment in new and expanded plant and facilities, There are many
reasons for this undesirable situation, but a major reason les in the fact that
the climate for equity investment in the United States is not as favorable as that
in most of the other industrially developed countries, because of the unfavorable
tax treatment of dividends. '

We need a substantial increase in equity investments in new enterprise and in
expanding enterprise. The establishment and growth of new ventures has his-
torically been the base of our expanding economy. These ventures have been
financed largely through risk capital. However, the existence of double taxation
on the earnings of risk capital has served to discourage the placing of such equity
investments. In a word—the after tax return on an equity investment does not,
in many cases, warrant the risks involved.

The chamber does not agree with the reasons advanced for the elimination of
the dividend credit, which may be summarized as—

(1) .The proposed reduction in the corporate rate by 4 percent plus the
‘investment crédit allowed in 1862 provides more encouragement for corporate
. " investment than does the dividend credit;
(2) The dividend credit has not increased the ratio of equity to debt
financing by corporations; and
(8) The present credit discriminaties in favor of high income taxpayers.-

As to the first, the fact that the rate of corporate taxation, admitted to be
excessive, 18 proposed to be reduced, is no answer to the basic argument that
dividend income is taxed twlce—first at the corporate level, and then to the
individual reciplent—and this existence of double taxation reduces the attractive-
ness of equity investments so needed if our economy is to grow and prosper,

As to the second, while it may be true that the ratio of equity to debt financing
by corporations has not increased since 19534 despite the presence of the 4-per-
cent credit, it can also be argued that the ratio of debt financing may have been
even higher had there been no dividend credit whatsoever. If we wish to encour-
age increased expansion of our economic plant, we need to make equity invest-
ment more attractive; and a sure way to accomplish this—as has been proved
by the experience of other industrially advanced nations—is to remove present
restraints on investment funds. Double taxation of corporate dividends remains
one of the principal deterrents to increased equity investment. Rather than
eliminate the dividend credit, it should be increased.

And finally, the assertion that the dividend credit s undesirable since it
“¢ ¢ & reduces any double taxation by a much larger percentage for the
higher bracket stockholders than it does for those in the lower bracket * * *”
can hardly be considered an argument of substance. The néed of the economy
is to encourage greater savings and investment, particularly in new and there-
fore more risky, and in expanding enterprigses. The individuals who are able
to accumulate such savings, and make such investments, are largely those in
‘the middle- and upper-income levels, and we should encourage expanded equity
investments by this group. To the extent that double taxation of corporate
fncome acts to discourage such investment it acts as a brake on the achfevement
of an expanding economy, °

The present dividend credit provides only minor rellef from an excessive tax
burden on distributed corporate earnings. Its repeal would be an unfortunate
step backward. The present credit should be retained and, ultimately, increased.

LIMITATION ON GROUP TERM INSUBRANCE

The chamber is also opposed to the proposal to 1lmit the employee income
exclusion for premiums on group term insurance furnished through the employer,
to premiums paid for the first $30,000 of coverage. This arbitrary limit, we fee},
is unjustified.’ The chamber agrees with the propositidn, stated in the report
on H.R, 8363, that, ‘¢ ¢ ¢ from the standpoint of the economy as a whole ¢ * *
it is deslrable to encourage employers to provide life fnsurance protectfon for
their employees. * * * Rather than set a dollar limit on such coverage, we sug-
gest that a more reasonable approach, and one which would be more admin-
istratively workable, would be to relate the amount of permitted coverage to
multiples of an eémployee’s salary. Arbitrarily to discriminate against the
higher income earners {n the matter of company-provided group term {nsurance :
coverage is most inequitable and we urge that H.R. 8363 be amended to eliminate

such an obvious {nequity.
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.With respect to the proposéd.changes relating to the tax tr.e”a‘tm_ent-“of stock
. bptions, the'chambér suggests that the éffective dates for the new provisfons be
Detember' 81, 1063, and January 1, 1964, réspectively, rather than thé ddtes of

- June 1}, and 12, 1063, as pregeptly provided fn thebill, -~ . -

 MINIMUM STANDARD DEDUOTION '~ '/ . !

. ' toT cieo

The chamber questions the wisdom of the inclusion in the bill of a minimum
standard deduction, the effect of which is to relleve some 134 million present
taxpayers of any tax liability whatsoever, and their consequent loss of tax con-
sclousness. . With the present and prospective level of governmental expendi-
tures, and in view of the huge responsibilities our Government has assumeéd for
defense and for economic assistance to the developing countries, it would appear
- that the Federal Government should keép its tax base as broad'as-possible,
. to keep the public directly and personally concerned with taxes and spending.
Relieving 14 million taxpayers of any tax llabllity seems to the chamber to
be a step in the wrong directlon.. . ) i o

While the chamber has recommended substantial easing of the taxes borne
by those with low Incomes, it does not agree to their total exemption from
taxes, as the bill provides; aund the chamber recommends that the provision
for the minimum standard deduction be deleted from the bill.

K

RECOMMENDATIONS OF THE CHAMBER

. .The New York Chamber of Commerce recommends that the Senate Finance
Committee amend H.R. 8363 to eliminate the proposed repeal of the dividend
credit; to modify the arbitrary $30,000 limitation on coverage of employér-
furnished group term ifnsurance; to revise the effective dates for the new pro-
visions relating to the tax treatment of stock options; and to eliminate the pro-
vision for a minimur: standard deduction. 'The chamber urges that the bill,
s0 amended, be approved by the Senate. .
The chamber recommends, further, that Congress give leadersbip to the
achievement of greater restraint in Government expenditures to the end that
a balanced administrative budget will be attained not later than the 1966 fiscal
Year, Success in this endeavor is no less important than tax reduction, and we
urge that Congress hold Federal outlays rigorously in check, and confined to
those programs which truly meet the strict criterla of essential national needs.
Tax rate reduction should be contingent on the establishment of a firin celling
on Federal expenditures. ‘ .
Finally, the chamber recommends that Congress and the Executive jointly es-
tablish a Commissien on Federal Fiscal Procedures to map proporals for
achieving moére responsible coordination between expenditures and revenues and
* the better control of Federal outlays. Present fiscal procedures do not permit
the exercise of true fiscal responsibility. They should be corrected so as to
promote such responsibility. -

STATEMENT ON DIVIDEND EXOLUSIOR AND DIVIDEND TAX CREDIT, BY JOBN J. SCAN-
LON, VIOE PRESIDENT AND TREASURER, AMERIOAN TELEPHONE & TELEGRAPH

This statement {s made on behalf of the Bell System companies on the pro-
posal to repeal the 4-percent dividend tax credit and to incerase the dividend
exclusion from $50 to $100. .

The American Telephone & Telegraph Co., parent company of the Bell System,
. has approximately 214 million share owner accounts, representing about 2%
nlllion individual share owners. - About one person {n every six in the Unlited
gtaltes who owns shares in a corporate enterprise is « share owner in our

usiness. . D i -

The Bell System is almost continually seeking new investment capital and
would be helped by Increasing the dividend exclusion from $50 to $100. The in-
crease in the dividend exclusion would also be of material assistance to American
: .industry in obtaining from fnvestors the tremendous amounts of new capital
+ required for economic growth and employment opportunities in the years ahead.

/
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However, it I8 our view that repeal of the 4-percent dividend credit would not be
{n the national interest:
First, the tax bill’s overall purpose 18 to stimulate the U.S, economy.
_However, repeal of the 4-percent dividend credit would thwart this purpose
b{ reducing incentive to invest in equities and discouraging investment in
ant and equipment.
Second, Government pollcy should be aimed at making domestle Investment
more attractive to help our competitive position and stem the gold outflow.
Repeal of the 4-percent dlvidend credlt would make domestlc mveslment less

attmctive
THE BELL SYBTEM'S BROLE IN NATIONAL ECONOMIO QROWTIL,

. The Bell System’s postwar financing experience points up the magnitude of
possible future financing required to provide service to the public. In the post-
war period, the Bell System has had to ralse almost $18 billlon in new capital
from investors. Almost $10 billion of this amount has been equity capital, or
over 20 percent of all new equity obtained by U.8. corporations from the sale
of securities to investors.

The importance of the Bell System’s contribution to our Natlon's eccnomie
growth is highlighted by the fact that our construction programs have accounted

-for about 6 percent of all business expenditures for plant and equipment in the
postwar perlod. In 1962 our program represented about 8 percent of total busi-
ness expenditures for construction.  These programs have not only provided an
ever improving and expanding service but have been important in creating jobs
and sustaining the Nation's growth. I belleve it is fair to say on the basis of our
-experlence, that both the dividend exclusion and dividend credit provisions of
the 1954 law have been important factors not only for Bell System growth but
for the Nation’s economic growth. We belleve that repeal of the 4-percent
dividend credit would hinder new investment and retard economtc growth,

THE ORIGINS OF COUBLE TAXATION

Prior to 1936, dividends recelved from corporations by individual share cwners
were not subject to normal tax. The Revenue Act of 1938 introduced the concept
of double taxation of distributed corporate earnings, At that time, the Nation's
plant and equipment was being used well below capacity and there was virtually
no demand by industry for new captial to finance expansion. Consequently, the
effect of double taxation of dividend income on the growth of the Nation's

economy was not then readily apparent. .

FACTORS RESPONSIBLE FOR ADOPTION OF DIVIDEND EXCLUSION AND CREDIT IN 1954

By 1954 it was evident that something had to be done to lift the burden of
double taxation on {nvestment incentives. The Senate Finance Committee and
* the House Ways and Means Committee were explicit in stating that the reason for
- -enacting the 4-percent tax credit and the $50 dividend exclusion was to improve
the incentives for investment which had been serlously impaired by the double
taxation of distributed corporate earnings. Of primary importance was the fact
that companies were relying too heavily on debt because their ability to raise
equity capital had been impaired. DNouble taxtion of dividend income had-a
particularly harmful effect on small businesses which could not casily borrow
funds and had to rely on equity capital for survival and growth, Our only
questlion is whether the changes made in the 1934 Revenue Act went far enough
in ameliorating the erippling eﬂ'ects on investment lncenth es of the double tuxa-

tion of dividend tncome.

IMPAOT OF THE. 1954. ACT

} Investors's reaction to congressional action in 1854 in giving partial relief to
_ the double tax burden has obviously contributed to the growth in'share owners
-since that time. Only 7 milllon individuals owned shares in American corpora-
tions in 1054, Today, there are over 17 million share owners, an increase of over
150 percent in only 9 years. It is a rather impressive fact that growth since
the passage of the 1054 act substantially exceeds the total owhership recorded in
all the years prior to 1054,
Our experience since the passage of the Revenue Act of 1954 conﬂrms this
: tll'endm Atlamst 1,200,000 individuals have been added to our sharé owner list
since that time.
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ARGUMENTS ADVANCED FOR REPEAL OF DIVIDBND CREDIT ARE NOT BOUND

I would 1ike to discuss briefly the tain arguments advanced for repeal of the
4-percent dividend tax credit provision in the 1054 act because I belleve that

these positions are not sound.
The argument that the dividend credu dld not enoouraae equuy tnveatment

The advocates of repeal assert thiat the 1054 act has “falled to encourage equlty

investment.” The facts are thdt the average annual amount of new equity
‘financing by all corporations in the 9 years after the eriactinent of the dividend
‘provisions increased 68 percent over the average annual amount in theé previous
8-year period. Oan the other hand, new debt financing increased only 47 percent
in the same period. Significantly, equity financing has grown 1% times as much
as debt financing since the passage of the dividend exclusion and credit in 1054
as shown in exhlbit A,

Proponents of repeal argue that other factors are responsible for rapid increase
in stockholders since 1954. They cite the rise in corporate profits but the rate
of corporate profits today is actually lower than when the provisions were enacted
into law by the Congress. The growth in the amount of equity financing 18 even
more lmpressive because debt financing has tax exemptions and upper bracket
taxpayers enjoy the benefit of tax-free municipal securities.

The argument that the dividend credn has not provided an effective golution to
doubdle tazation of dividend income

The position that the dividend credit provision falls to provide an effective
solution to the problem of double taxation assumes that the changes in 1954 were
enacted as a means of tax reduction. However, the committee reports clearly
state that the purpose of the provisions was to give partial relief to the punitive
effects on investment incentives of the double taxation.of distributed corporate
earnings.

Other natlons, including England and Canada, allow much more credii for taxes
paid on the corporate level, against individual {ncome tax.on dividend income
than does the United Statw. If our Nation is to improve its competitive position
and balance its international payments, it would seem that the dividend credit
should be extended rather than repealed. There i1s do doubt that repeal of the
4-percent dividend credit would be an incentive for U.S. investors to invest less
in U.S, securities and more in foreign securities.

The argument that the 4-percent dividend credit {8 discriminatory and lnequilabk

The 4-percent dividend credit Is alleged to provide more rellef to taxpayers in
high income tax brackets and hence is discriminatory and inequitable. The
tables and statements used to support thls argument merely demonstrate that
U.8. income tax rates are too steeply progressive.

The fact {8 that the 4-percent credit favors the individual in a low income tax
bracket by removing a larger proportion of the tax he must pay on dividends than
is the case for the individual in a high income tax bracket. Except for this pro-

- vision a person in the 20-percent tax bracket with $100 of taxable dividend in-
come would pay $20 of tax, while a person in the 91-percent bracket would pay
$91. Accordingly, for a taxpayer in the lowest bracket, the saving Is 20 percent,
while for the man in .the highest bracket it is 4.4 percent. Exhibit B shows this
trend quite clecrly. Both these individuals recelve the same diyvidend credit of
$4. Even wlith the reduced tax rates proposed for 1985, the rellef will bo five
times greater for the man in the lowest tax bracket than for the man i{n the hlgh-
.est tax bracket.

When the 1954 provisions were being drafted into thé law, Marion B. Folsom,
then Under Secretary of the Treasury, in testimony before your committee safd,
“‘The percentage reduction of tax under the combined dividend exclusion and
-!credlitﬂis g’x:eatest for the lowest tax rate and declines progressively as income
evel rises,

The argument that the proposed four-point corporate rate reduction 1will provide
equitable rellef
Proponents of repeal say that the proposed four-point reduction in:the cor-
porate rate will provide equitable relief from the double taxation of dividend in-
come. Double taxation is not removed by reducing the tax rate applicable to
corporations and at'the same time imposing an additional tax burden on the
reciplents of corporate dividends. Furthermore, this will operate to defeat the

/
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benefits hoped to be achievéd through thie reduction in the corporate tax rates.
- Exhibit O shows the burden of double taxation will contlnue to operate wlth
heavy impect, even under the proposed reduced rates, .

NEW EMPMYMENT OPPOBTUNITIES AND !OONOHIO GROWTH

:To, meet the Natlon's communicatfons requlrementa, the Bell System must r-on-
t!nue to raise many more bilifons of dollars in the years ahead. Similarly, ii-
dustry generally must spend more, not less, for plant and equipment. /The supply
.of investment capital is not an unlimited reservolr but can be great or sma)l
depending on investors’ attitudes. With an atmosphere of confidence, investors
wm have an incentive to commit their capital—otherwise they will not. = .-

-Today it takes an average investment of about $12,000 to support each job in
Amerlcan industry and some industries require several times this amount.
. President Kennedy has stated that to reduce unemployment to an acceptable level
.in the next 214 years, 10 million new jobs must be created. . Accordingly incen-
tives must be provided to channel savings into business enterprlse in the immedi-
ate future. Clearly, existing incentives for equity investment should not be im-
paired, rather they should be improved.

The passage of the 4-percent dividend credit in the 1054 act was widely her-
alded as & first step to eventual elimination of punitive double taxation of divi-
"dends. Repeal of that provision would constitute a backward step.

We strongly urge, therefore, that your committee retain the dlvldend credit; by
-deleting from the bill the provision calling for its repeal. -

EXHIBIT A

' Eaternal financing of all U.S. corporations,® 1946-62
[Dollars in billions)

Equity|] Debt | Total Equity| Debt | Total
- 818 $50 $3.3 $3.8| $37¢( %122
1.4 63 7.7 3.6 6.9 10.5
1.3 6.5 7.7 3.7 1.3 18.0
1.6 1.0 2.6 3.0 8.0 1L0
L7 4.6 6.3 4.8 6.9 1.4
‘27 9.0 1.7 . 2.1 10.8 12,6
3.0 8.0 11.0
2.3 5.2 7.8 Total, 1954-62..... 4 284 78.2 103.6
15.2 45.6 60.8 || Annual average:
148-83.. . .eneee..l $1.9 .7
2.1 3.2 83| 195462 ............ $3.2 .41 $11,8
2.7 9.6 12.3 Percent increaso. ... 63 47
] 10.1 13 .

1 Bu.ne¥ of Current Business, U.8. Department of Commerce and Eoonomio Report of the President,
January 1063.

ExHIBIT B

‘Percent of individual ncome tax on $100 of dividends in excess of dividend
exclusion removed by the 4-percent dividend credit

Individual income tax— Percent individual income
Individual income tax rate $100 of dividends a?)eroonf tax removed by 4-percent
) vidend credit
credit
Present Proposed Present Proposed © 4| [Present Proposed
Percent Percent Percent Pereent
20 14 $20 $14 “ 2.0 28.6
38 2 33 32 4 "10.8 12.8
8 80 ] 50 4 6.8 80
81 [ 81 [ 4 49 4.1
o1 70 o1 70 4 4.4 8.7

o

)
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(3
: . Bxmmr O . . L
Tax durden on $100 of corporate taxadls inoome with proposed tax rates

PR -
, Corporate | Individual | Total tax
Ind{vidual in tax rate (percent) mﬂ?;:r“ mmmuxx Wm?o
o0me ra cen' 8 - on 0
. ceat dividend unb’e
. Come
$48 $.23 $55.28
43 . %m u,g
48 . 68 §7.88
4 16.64 | 64.64
43 26.00 74.00 -
43 3.2 79.20
4 B8 83.88
48 25.40 . 8440

NoTE.—Assumes $53 distributed as dividends after paying $43 corporate income tax, -

STATEMENT OF CoL. JAMES W. ROBERTS ON BEHALF OF THE NATIONAL AS88OCIATION
OF WHOLESALERS .-

My name is James W. Roberts, I am chalrman of the board of the Henry B.
Gilpin Co,, a wholesale drug firm of Norfolk, Va, I make this presentation -
as the chairman of the Government relations committee of the National Associa-
tion of Wholesalers, a federation of 39 national wholesale commodity line asso-
ciatlons representing more than 16,000 individual wholesale firms in the Nation.

We appreciate this opportunity of expressing the views of a large segment of
the wholesale industry on the pending tax legislation as passed by the House of
Representatives, ) .. .

e meéasure now pending before this committee, H.R. 8363, has been termed
a tax reduction and tax reform blll, In a release of September 1, 1963, the
Treasury estimated the total net tax reduction at $11.08 billion. Those who
espouse tax reductlon at this time claim it will accelerate economic growth,
stimulate demands an incentives to invest, and increase employment. These are
indeed all worthy goals. We note that others cling to the traditlional concepts
of a balanced budget as belng the soundest course in peacetime. : ’

We do not express support for or opposition to tax reduction at this time.
The complexities which govern such a basie deciston are beyond our area of
competence. The balance of payments, the level of the publlc debt, the need for
more Federal programs, both defense and nondefense, are just a few of the
factors to be welghed before this committee and the Congress can act. Our
testimony begins with the premise that if Congress determines that significant
tax reduction is desirable at this time, we might contribute by giving our views
as to how these reductions should be made. )

One of the most pressing arguments the administration has put forth in sup-
port of its recommendations for tax reduction and reform has been that it is
necessary to help meet the continuing unemployment problem. I point this out,
Mr. Chairman, because last year in your consideration of the so-called invest-
ment credit the administration also recommended its passage as.a stimulant
to employment as well as a stimulant to business modernization and expansion.

In presenting the tax message to the Congress this year, the goal expressed
by the President—to 1ift the bu.den of taxation on the business community and
thereby stimulate the economic pulse rate—is commendable, The proposals now
lying before this committee, plus the business incentive provisions in the Revenne
Act of 1062, need to be critically examined to determine whether or not they
meet certain baslc premises. T

It 48 vita) to economic growth to require that any tax saving be tled to aétual
udditional investment for modernization and expansion of business. In other
words, any revenues lost to the Federal Government should result in new capltal
avaflability to income-creating, job-producing, and revenue-producing business
activity-—resulting in increased revenues and employment. ' o

Last year, the Congress provided a tax incentive for increased investment in
depreciable. personal property. It s too carly for &ny reliable statistical data
to'hedolypjied 'which would intHoeate the:response ‘of the busineis cominunity ‘to
this tax {ncentive, It is lntereatln; to.nidth wideipread press réports of planned
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increased investment in plant and equipment spending. Unfortunately whole-
saling and distribution had no incentive in the 1962 tax law to encourage ex-
pansion similar to the incentive extended to the manufacturing companies,
which have 85 percent of their capital invested in depreciable personal property.

Most reports of fucreased investment come from producers of basic commodi-
ties, commoditles which must be processed and then moved through the channels
of distribution to the ultimate user.

In this country there are many unused and underused productive and manu-
facturing facilities. Some of these facilities are idle because they are too ob-
solete to produce at a competitive price. But others are not used to capacity
because the products they can produce are not being moved In large enough
quantities through the channels of distribution to the ultimate consumer. The
Conlgr(‘ass should take careful note of this fact and examine three vital uses of
capita

First, capital used in producing goods and commodities. The Congress has
granted a tax incentive for this use of capital and the Treasury has overhauled
the depreciation rate regulations to add incentive in this area.

Second, capital used to expand inventories. An expanding population and
an expanding array of products require vast supplies of new capital if products
arc to be made available in inventories when, where, and as the consumer needs
them. Even though we are trying to increase turnover for profit reasons, we still
require more inventory investment as volume grows.

Third, capital used to expand credit—the capital to facilitate the acquisition
and purchase of goods and commodities both by distribution and service {ndus-
tries and by consumers.

Unfortunately, the administration’s tax proposals of 1962 and 1963 ignore the
need for tax incentives to increase business investment fn inventorles'and ac-
counts receivable. Wi1ll the increased investment in productive machinery ac-
celerate the movement of goods and commodities into the hands of the ultimate
user, or will it merely accelerate their production and piling up on the “loading
out” dock of a factory? Are we building a vast generating plant and no new
transmission lines? Are we building a pipeline, large at one end and small at
the other, and hoping that the small end will expand in some mysterious way
to transmit the output from our production lines? Let us not make this same
mistake by underrating the value of distribution.

As wholesalers, we are not here to advise this committee on every segment of
business activity, Our function is the movement of goods and commodities fron
farms and factories to business users and retailers. The latter, of course, move
them directly into the hands of the ultimate consumer. We,consider ourselves
highly knowledgeable in this field of distribution, and the requirements to in-
crease the rapidity of flow of goods and commodities to consumers through the
Nation’s distribution channels.

We view the 1962 tax law as being an unfinished Job. We foresee inadequate
transmission lines, if I may use an analogy from the electrical industry, Let me
describe to you how distributors increase their saleq, and the capital require-
ments needed to accomplish such an increase.

Approximately 85 percent of the capital investment in the wholesale industry,
Mr. Chairman, is Invested in inventory and accounts receivable. e merchant
wholesalers increased our investment in inventory by $393 mlitlion in 1962 to
increase our business volume by about $8 billion. For every new dollar invested
in inventory, it takes just a little less than a dollar of increased investment in
accounts receivable to keep goods moving through the distribution pipelines.
We estimate that merchant wholesalers increased their Investment in inventory
and receivables by over $700 million! last year or between 8 and 9 percent of
the increased dollar volume of our sales, over 1061, of $8 billion.

But 1062 was not an unusual year. That is about Ahe ratio of absolutely
essential and necessary new capital we must invest in our wholesale businesses
if we are to increase the sales and consumption of the output of our supplying
factorles, mines, and farms. . Without tbat increased investment in inventory
and recelvables, Mr, Chairman, by someone, the total sales and total consumnp-
tion of the output of our manufacturing and producing facllitles cannot be sold.

We wholesalers say, “You may. eliminate a wholesaler from the marketing
system, but you:cannot ellminate hig function—someone hag to.perform it If
we don't earry that inventory near the point of consumer demand, the sale may-.
be lost, ..If we wholesalers cannot extend:that credit.to.the retall or buslness
user. customers. of ours,, thg sales' may be lost,: It’s as simple as; that. i .

1 Natfonal Assoclation of Wholezalers estimate.

P
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Retail dealer and service trade and other business-user customers of the whole-
sale industry are almost entirely dependent on trade lines of credit granted by '
us to stay in business, . . . . L o

‘We wholesalers must obtaln most of our additional capital from retained, after-
tax earnings. Let’s look at that picture, - o ‘ . .

For the past 30 years, the National Wholesale Druggists Assoclation has pub-
lished an annual cost-of-doing-business study showing the operating ratios of its
member houses. The study is complled by Dr, Orin Burley, Wharton School of
Finance and Commerce, the University of Pennsylvania. o

For the year 1961, the latest figures available, the wholesale druggist’s net
profit before taxes ran 3,18 percent of sales, After taxes, net profits were 1.65,
percent of sales, to pay dividends to investors and provide capital for expansio.
Now what about the ratio of profit to total assets? ' For 1061, the after tax'profits
were only 4.7 percent of total assets, . ]

Between 1930 and 1861—a span of 11 years, these wholesale druggists increased
their sales by 85 percent, or an average of almost 8 percent per year. How do
we increase sales? By having a wide selection of goods and commodities when,
and where needed by our retaller and institutional customers and by extending '
credit to help the potential purchaser buy the product. ..

An increase in the volume of sales requires an Increase in investment in inven-
tory and accounts receivable. I earller stated the wholesale druggists’ return
on assets after taxes was 4.7 percent. If this industry is to attract any new
capital it must offer a rate of return somewhere near the level offered by other
industries. With Government-insured savings and loan deposits returning 414
percent and banks up to 3% percent, the need to pay a larger dividend is strong,
leaving precious little of our after-tax profits to increase our Investment in inven-
tories and accounts receivable, .

But we, in the wholesale drug industry, are more fortunate even than the
average wholesale corporations in the United States. In 1957-58, the latest
years on whbich figures are available to me, according to the Statistlics of Income,"
coveeing over 80,000 wholesale corporations in all commodity lines, the net earn-
ings before taxes was only 1.90 percent of sales. This is only about two-thirds
of our drug wholesaler earnings on sales and we have only 4.5 percent profit after
taxes on assets to provide dividends to our investors and to expand our business
to sell more. :

Dun’'s Review and Modern Industry, November 1062, reports “14 Important
ratios in 24 wholesale lines of trade.”” The median net profits on tangible net
worth after taxes of 14 of the 24 wholesale lines is reported as between"
4 and 6. Three wholesale line ratios are less than four. The average wholesale
business very obviously earns a very low return én invested capital.  * '

While we recognize that it is not yet possible to prove, statistically, that the
1962 7-percent tax credit has stimualted increased investment in depreciable
property, as defined in the law, we feel that current company and trade paper
reports, earlier referred to, would indicate that it has. We know, however, that
it will have very little, if any, stimulating effect on the distribution industry as
85 percent of {ts necessary business investment is ineligible for the credit.

We therefore suggest that your committee consider amending the 1962 tax
credit law to extend the credit to aggregate increased investment in inventory
and accounts receivable, This could be accomplished in one of two ways:

(a) By adopting alternative tax credit formulas. Either the present tax
credit formula on the qualified depreciable personal property base, as defined
in the 1062 law, or, as an alternative, by applying the 7-percent credit to
aggregate increased investment in depreciable assets, inventory and accounts
recelvable on & moving average base as was developed by the joint committee
staff on internal revenue taxation when the 1958 tax law was under con-
sideration by the House com:nittee, or

(b) By adopting a completely separate tax credit formula for aggregate
increased investment in inventory and receivables only, on a moving averige

-base, available to all business en an equal basis, regardless of whether or.not
they ‘uge‘the 1962 law with respect to defined, eligible depreciable personal
property. . ‘ . . ,

This does not mean-a tax credit for inventory replenishment. We are talking
about expansion.of Inventory. and accounts receivable {o stimulate an expansion
of sales—to move more goods toconsumers. .. . .. .rc o s
Cm———— - | [ I A T T r A L DT DR ol
® Federal Reserve Board (1957-58). . IREIET VO LN S
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It 18 well to point out why we tie these two together. The largest volume of
retai] sales comes in the month of December.” In that {ndustry, inventiries péak
at the firat 6f Dedember, and frequently reach the trough at the first of the yedr,
when thelr accounts y%:eiva ble are high. For the wholesaler, the greatest-sales
voluimeé ‘comés in' Oc¢tober and November, and our accounts recefvable peak in
December. In other words, the capital ﬂows back and forth between these two
accounts, ds seasonal peaks and valleys in sales generate conversion of invest-
ment from invéntory into receivables and vice versa.

The hew capital requirements of small- and medium-sized business to just
keep up with the growth in gross national product and in the economy as a
whole are significant. Since 85 percent or more of these businesses are unincor-
porated, they do not have access to public financing and they must thus look to
after-tax earnings as thelr major source for increased capital to Invest in
expansion and modernization of their business operations. Unincorporated retail
outlets more 50 percent of all retail trade. These outlets are our customers, so
we are quite familiar with thelr problems.

This problem {s more complicated in the more successfut wholesale and retail
busfness operations. The more successful they are—the more they are expand-
ing their business volume in excess of the rate of growth of the economy as a
whole—the greater i8 their additional capital requirement.

There is almost what one might call a fixed ratio of total dollar volume of sales
to Investment in inventory and recefvables, in the wholesale and retail trade.
Both the wholesaler and the retailer must have the goods on hand if they expect
to sell them, They must also be in position to extend credit, in practically all
cases, at least terms of credit normal to the trade. Neither reduced operating
nor increased operating efficlency have much effect on this sales volume to in-
ventory and receivables ratio.

It thus becomes quite clear to us that if you ignore the reeds of the distribu-
tion and service segment of the business community——the largest and fastest
growing employing segment of the economy—in your tax plans to stimulate
growth in the economy—you are choking the main fuel line of the whole economic
machine, as ours isan economy that feeds only on sales.

There is one other aspect of this tax credit recommendation that should be
noted. No credit {s earned until after the fact of the increased investment—the
stimulation of the economy takes place before the credit is available,

We belleve that this recommendation will do much to stimulate distribution,
employment, production, and, most importantly, sales and thus consumption of
the output of our expanding economy. Such stimulation will obvlously produce
more Federal revenues. ,

In summary, My, Chairman, we are very much concerned, a8 an industry, about
the fiscal as well as economic problems of the Federal Government and the
economy as & whole. We are encouraged that the President has vowed to hold
Federal expenditures to the 1962-63 levels and would hope that the Congress

. may be able to find areas of actual cuts below those levels. Hopeful, therefore,

that Federal expenditures can be held or reduced to partially offset revenue
losses from tax rate reduction and tax credit formula broadening, we would
recommend to this committee—

(1) That the 1962 tax credit law be amended to provide an additional
T-percent credit for aggregate Increased Investment in inventory and accounts
reccivable,

(2) That the corporate normal and surtax rates be reversed, as contained
in the House bill,

(3) That the corporate surtax exemption be increased from $23,000 to
$50,000, as recommended by Senators Sparkman and Saltonstall, ranking
members of the Senate Small Business Committeé, The staff of the Senate
Small Business Committes report that the Tredasury estimates the revenue
loss from such action at not over $500 million a yedr. We believe that this
would be a significant aid and stimulus to growth Investment by many closely
held, family corporations whose shares are traded over the counter without
ready access to the capital markets. This type of corporation predominates
in the distribution and service trades, where, it must be remembered a
majority of all busineasess are unincorporated.

. (4) That individual income tax rates be reduced in all’ hrackets by approxl-
mately the same percentage, such percentage to be determinéd by the dverall
budget situationand the ecopomic needs of the Nation, -

That the réduction th the overall corporate tax rates. as eontained in
the House-passed bill, be approved.



REVENUE ACT OF 1963 1691

{(6) That the repeal of the Long amendment which reduced the deprecia-
tion base for investments qualifying for the tax credit, and is now contained
in the House bill beapproved. . . o
(7) That the estate tax exemption of $60,000, established fn 1942, be
increased to $120,000 to compensate for the deterioration in the value of
tt;:e dollar and thus in the real value of small ‘estates exempt from the
X, : : ’ . ‘
We would call your attention to one other economic fact of life that disturbs
us greatly and that we belleve deserves your careful consideration, There is a
disturbing trend toward mergers and acquisitions in the American economy.
The so-called “bigs” are getting bigger and the “iittles,” if I may coin a term, are
selling out, especially the successful “littles.” : ' :
We believe that the estate tax situation has had some harmfu}l effect on this
trend and this is why we recommend an increase in the estate tax exemption.
We are even more seriously concerned about one of the adiinlstration’s reform
proposals, the taxation of capital gains on assets transferred at death. It is our
firm bellef that many mergers and acquisitions in the distribution and service
trades are caused by estate tax and other death tax considerations. ‘It is our con-
sidered judgment that enactment of the administration’s proposal in this area
would seriously complicate. the death and estate tax problems of many small.
and medium-sized proprietorships, and closely held, family-owned corporations.
We urge this committee to refect the administration’s proposal or any variation
of it.which would adad to estate tax burdens. :
We appreciate the opportunity to present these views on behalf of the Nation’s
wholesalers. ) .
The Cramman. The Chair recognizes the Senator from Georgia
tointroduce the first witness,. =~ . ) a
Senator Taryapoe. Mr. Chairman, it is my pleasure this morning
to present to this committee a loxftlme friend, one of Georgia’s most
outstanding citizens, Dr. Harry L. Brown, president of the Georgia
Farm Bureau Federation, Lo . ‘
Dr. Brown is an outstanding farmer in his own right. He has had
a long and distinguished career in our State. He started off with the
Extension Service. He served during the administration of President
Roosevelt as Assistant Secretary of iculture. He served with dis-
tinction in the Georgia Legislature. He is now president of the farm
bureau, and I am honored to have him appear before this committee.
The CuatryaN. Mr. Brown, you come forward, sir, take a seat and

proceed. .

STATEMENT OF HARRY L. BROWN, PRESIDENT, GEORGIA f‘ARM
BUREAU FEDERATION

Mr. Brow~. Thank you, Senator Talmadge. .

Mr. Chairman and members of the committee, we appreciate the
opportunity to present Georgia Farm Bureauw’s views with respect to
Federal tax policy. Georgia Farm Bureau has a membership of more
than 43,000 families in 156 counties of our State. The policy of the
Georgia Farm Bureau and the American Farm Bureau is developed
through an extensive democratic resolutions process whereby farme
families discuss problems and develop recommendations on issues
which affect them as farmers and as citizens of the United States.
Rates of taxation and the system used in assessing taxes are vitally
important to Georgia farmers. The comments made in this statement
are based on policy recommended by the Georgia Farm Bureau Fed-
eration and adopted by the American Farm Bureau in December 1962.

Farm bureau is opposed to the enactment of ¥.R. 8363. We believe
that a tax reduction in the amount/proposed in this bill without assured

24-532--63—pt. 4—9
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reduction in expenditures would be fiscally irresponsible. The enact-
ment of this legislation would— D :

Increase the deficit; .

Further enlarge the national debt;

Threaten inflation; and

Retard the national economic growth. ‘

Taxes are undesirably high but our fiscal mianagemerit in Federal
Government thus far has not earned a tax cut. In fact, in recent years
we have consistently “borrowed from the future” by deficit spending,.
The Federal Government has s;i‘eht more than the revenue received
during 27 of the past 33 years.' The ever-increasing national debt has
become of great concern to the American people.

‘Since over 80 percent of Federal revenue comes from income tax,
either individual or corporate, income tax reductions as recommended
in this bill would have a signiﬁcant effect on the Federal Government’s
total revenue. If Federal taxes are decreased, this would mean an in-
creased national debt with a threat of inflation and loss of confidence
in our economy. This would discourage investment and reduce sound
economic growth,

Farm bureau rejects the idea that we can have a tax reduction with-
out earning this reduction through reduced expenditures. We reject
the idea that the biggest budget in the history of this country cannot
be substantially reduced. We contend that the budget should be cut
and must be cut before a basis for a sound tax reduction is provided.

Farm bureau opposes reduction in taxes until effective action has
been taken to reduce Government expenditures.

During the current session farm bureau has presented specific recom-
mendations to Congress to accomplish a $13.6 billion reduction in new
obligational authority including a reduction of over $1 billion in
appropriations for agriculture. ,

The $4.7 billion cut achieved thus far by the House is a meager
reduction as compared to 1'pro sed new obligational authority of
$108 billion. Despite its plea for tax reduction, the administration
has sought full restoration of these cuts in the Senate. In the appro-
priation bills considered thus far by this session of the Senate, House
cuts totaling $530 million have been restored. Therefore, Congress
has to date reduced the obligational authority requests of %108
billion by only $2.2 billion in appropriation bills thus far completed.

In view of this record, a tax cut has not been earned through effective
control of Federal expenditures.

Farm bureau feels that sound fiscal policy must be achieved before
tax reductions are made if we are to realigtically assume our respon-
sibilities as self-governing {)eople. There is no question that tax
reductions could be beneficial and most popular, but we as American
citizens have a responsibility to future generations to assure them
that the economy of this country is kept sound and vigorous. Thank
you, Mr. Chairman, .

The Crratraran. Thank you, Mr. Brown, The farm bureau has been
a bulwark for sound government for many, many years, and I am
very proud of the fact that I have been a member of the farm bureau
from the very beginning.

You are, of course, aware when you have spoken of the $108 billion
of obligational authority, that there is $87 billion of unexpended
balances in addition to that ¢
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My. Brown. YG’S,Sil‘.‘ N ‘;_:l",l.;..ﬁ ’ . ,; . e ,"
The CuarvaN. In other words, if $108. l._)_illxox’}},ofob'lll%agipml
authority is enactéd blg"this Congress there will bo 4 total of nearly
$200 billion which the Presidenteanspénd, = " "0 o he
~ Now, many people think that Congress alone caii reduce thésd'ex-
Eenditures. “As a matter of fact, the President, using the authority
he already has, can spend from the unexpended balances of $87 billion,
e’ver:l .thougha%he Congress reduces the appropriation bills that afe
pending. B
Mr. Brown. I realize that, Mr, Chairman. L
The CuamMAN, So what I want, to make clear is that the action of
the President is vital, in conjunction with the Con‘il';f, in reducing
Co - because . of

expenditures. The . alone cannot, do'it ‘t}‘;e,'sre
unexpended balances that are being carried over,’ SN

I thank you very much, Mr. Brown. o .

Senator Talmadge. N I

Senator TarLmapce, Mr. Chairman, I' have no questions, but I do
want to compliment Dr. Brown on his statement. I have seen many
witnesses spend more than 2 hours to say less than Dr. Brown his
said in 6 minutes. . = o R L

The CHARMAN, Are there any other questions? Thank you very
much, Mr. Brown, ‘ T

Mr, Brown. Thank you. ‘ g o

The CrarrMaN. The next witness is Mr. Benjamin A. Javits. Mr.
Javits, come forward, sir., Mr. Javits is president of the United
Shareowners of America, Inc. Take a seat, sir. ' ’

STATEMENT OF BENJAMIN A. JAVITS, PRESIDENT, UNITED
SHAREOWNERS OF AMERICA, INC.

Mr. Javrzs. I thank the committee for offering me this opportunity
toappear. Iwill read a prepared statement if I may. :

I am appearing on behalf of the United Shareowners of America,
Inc., the only independent, unsubsidized, nonprofit, general organiza-
tion of investors from every State of the Union, _ '

I wish to thank you for giving me the privilege of presenting the
views of these investors on H.R. 8363, which is now before you.

We have appeared before this Congress several times at hearings
on the capita %ains tax, asking that both the tax rate and the waiting
time be cut in half. We wish now to reiterate that position with the
following amendment : that the capital gains tax be waived on securi-
ties or property held longer than £ years by individuals over 60 years
of age. This would enable them to increase their buying power, to the
benefit of all concerned.

. We have appeared pre.viousls also on the question of the $50 deduc-
tion and the 4-percent dividend credit. Our position is that both,the
deduction and the credit should be eliminated, and that all dividends
be tax fregowhile the 52-percent corporate tax is retained. If, how-
ever, the Congress retains the double taxation on dividends of the
owners of American business—the shareowners—the deduction and
the credit must, in our opinion, be retained, or indeed increased, to
increase the buying power of consumers, o

Thirdly, we urge you to adopt & counterpart to the wartime excess
profits tax; namely, an excess investing tax. If, in any givén year,

{
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a corporation invests in building and/or machinery more money than
it did, on the average, in the preceding 3-year period, there should be
‘a 3-year writeoff on all such excess investing. This might put a real
dent in the unemployment figures. : :
.. In making these suggestions, we are motivated by the belief that the
tax burden should be gradually shifted from the individual to the
machine in our machine civilization. Our civilization, which has
passed on to the machine most of the backbreaking jobs of the Fast,
should now be passing on to it most of the profitbreaking jobs of the
resent. : .
p Net profits have been much too low and, therefore, the overall rate
of economic growth has been much too low. I want to interpolate
here that the emphasis on savings is not as important as on increasing
the profit rate.  When neét corporate profits are about 10 percent of
the gross national product, as for example in 1950, the economy is

ractically without unemployment and there is a substantial increase

in the buying power of consumers. R
. Confiscating profits and concentrating taxation on the individual is
an outmoded method of “soaking the rich” in order to gain political
favor with the masses. But, today, in this country profits of all
American people are at stake. Aside from the 18 million direct stock-
holders, there are 80 million insurance policy holders, over 50 million
savings bank depositors, 30 million homeowners, 7 million farmowners,
4 million small businessmen, over 50 million bondholders and other
-property owners. Today in this country, high personal taxes and high
taxes on profits “soak” everybody, and do not really help solve the big
problems of unemployment and undercapacity production,

We endorse any reduction of personal taxes and corporate taxes.
We endorse the design of HLR. 8363 to put more buying power into
the hands of the American people and to inciease the flow of funds
for investment. .

Inflation, created when public money is used for nonprofitable
purposes (as for instance, for armaments, welfare, and other efforts
which must be undertaken at the present time), is a danger of which
we need not be afraid. Our balance sheet—I mean temporarily—in

-this respect is in good shape. We have a $500 billion private debt
and about a $500 billion public debt (including & $300 billion debt
of the Federal Government). We have an economy which produces
a gross national product of over $560 billion, at the present rate. We
have a plant which could not be replaced for less than $10,000
billion. Why be nfraid of inflation of $5 or $10 billion if the economy
is ultimately to be put on a sound basis through a bold tax reform?

What we need to fear is a weak profit structure. In 1963 our net
corporate profits will not be in excess of $28 billion—out of a gross
national product of $560 billion. This is supposedly a very good year.
But, compare it to 1950, when e had a $24 billion profit net on a
gross national product of $260 billion. The comparison shows a 15-
percent increase in profits in 12 years against a 100-percent increase
in gross national product. )

Qur trouble is the great disparity between our production power
and pur purchasing power, as everybody knows, This disparity is
caused b{ a basic wealmess in our tax laws which hampers purchasing

ower. It can be corrected if the Congress and the administration,
mean on a permanent basis, will someday have the.courage to put
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our tax structure 'on’ the basis ‘6f éxcisé taxes, shles taxes, land in:

provement taxes, and other basic_taxes,” burdening’ production and
machinery to a greater extent and the individual %oa, léssor extent,
No country in the free West can make redl pro%‘e'sg with'persorial
tax rates as high as they are in this count‘l?‘-’. iveh the Socialist
countries, or most of the Socialist countries, for example, & country
like Mexico, have a top personal tax rate 6f 30 percent. ~ '~ = . '

Business cannot operate (in the public interest) on the basig of
mass production, unless you help raise mass consumption by increasing
mass buying power. , o '

It has been estimated that about $10,000 is required to create a
useful job in modern industry for one man. This means that $50
billion must be made available to- American business in order to put
5 million unemployed back to work. And another $10 billion in -
profits yearly must be in sight for American business to keep these
people at work, especially with the increase in population. Here the
tax bill also becomes of vital importance. - . e :

Turning to the world beyond our borders, we find ourselves faced
with the necessity to fight the cold war and to aid developing nations.
That effort, too, takes billions, and further billions could be usefully
spent on it. With sound profits, we could help people all over the
world achieve an economic plateau similar to ours, and in the process
take care of communism and all the other evils emanating from
poverty, insecurity, disease, and ignorance. : '

We urge the Congress to help the American economy through the
best features of the bill now before you and throufh the improvements
we sponsor. We hope that the next Congress will then go on toa basic
overhaul of the tax laws which, along with the antitrust laws, are a
great barrier to substantial, noninflationary economic growth, pros-
perity, and security. Thank you.- o

The Cnamyan. Thank you Mr. Javits. Any questions? Thank
you very much, sir. : :

The next witness is William H. Peterson, professor of economics,
New York University Graduate School of Business Administration.

Mr. Peterson, take a seat, sir, and procc~d.

STATEMENT OF WILLIAM H. PETERSON, YROFESSOR OF ECONOMICS,
NEW YORK UNIVERSITY GRADUATE SCHOOL OF BUSINESS
ADMINISTRATION '

Mr. PerersoN. Mr. Chairman, thank you for this opportunity of
appearing before this very distinguished body.

I have a prepared statement, as you know, a rather long statement,
but I know your time is more precious than mine, and I would like,
if I may, just to raake some extemporaneous remarks, basing my re-
marks, if may in part not only on my own statement but on that of
Dr. Heller. ‘ ‘

I may add T had the pleasure and the very edifying experience of
being in this hearing room yesterday when Dr. Heller gave his
statement. : '

I will disagree some with Mr. Heller and, let me say at the outset,
I regard Mr. Heller as an outstanding economist, a scholar, and a
gentleman, a man of many more accomplishments than my own, and
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while I agree w_th his goals, I do disagree with the m_eah_s by which he

LT B, o i Dt Tl
he two pointg of agreement between my paper and Dr. Heller’s'are
that we both want & tax bill, and we b%t%ﬁ warit greater économic
growth. The problem arises }xqw are we going to get this growth.
, Dr. Heller is of ahother persuasion, and 'he believes that public
demand and private demand are really indistinguishable from one
another in their effect on theecofiomy. ' = = = ‘ L
On Eagé 9 of his statement yesterday, for example, he makes this
remar : : '

,and I quote: a L

There can be no serious quarrel with:the proposition that relative to.the
strength of . public plus private demand, taxes bave been too high since 1957.

I do not believe the equation between public and private demand
is entirely equal..' I.would like to say that public demand is always
at the expense of private demand ; that every tax dollar is necessarily
withdrawn from private demand, and to, the extent that you have pub-
lic demand you necessarily lose private demand, . L
.. Now, I think I disagree with Mr, Heller on three major points. The
first is the matter of unemployment.. There is little doubt that tax re-
form can improve the unemployment situation, but I do not think that
we (}:ﬁn make the tax bill the burden for curing the entire unemployment
problem. - ) Lo )

- For example, in my own_paper on page 1, I quote from the Presi-
dent’s Economic Report, and you will see there a Ime—1J. presume it was
under the authorship of Dr. Heller—where it indicates, and I read:

The source of hixkh unemployment rates in recent years, even in periods of
cyclical expansion, lies not in labor market imbalance, but in the markets for
goods and services. : :

In other words, he is again stating his “inadequate demand” theory.

Now, in the President’s Economic Report and in his statement of
yesterday I saw no reference, Mr. Chairman, to any sense of under-
standing the problem of unemployment insofar as it relates to exces-
sive wage rates. ‘

- I hold that part of the unemployment problem, and a big part,
-happens to occur because of the excessive union bargaining power and
excessive minimum wages. ) _ L

" We all know that it is basic economic theory that a }n%n price does
two thm?s: it encourages sup]l)ly and discourages demand. 'We have
seen our farmers, for example, losing markets because of support prices
set at such a high level as to discourage demand and encourage supply.
I submit, Mr. Chairman, that youghuve a relationship, an analogy,
between surplus farm products and surplus American labor. DBoth
are in large measure attributable to overpricing, on the one hand. of
a commodity and, on the other,a service. = °~ ‘

I feel this very strongly, and in my paper on pafe 13 I quote from
Senator Douglas’ study which he wrote 1n 1934 as follows: o

If wages are pushed up above the point of marginal productivity, the decrease
in employment would normally be from three to four times as great as the in-
crease io hourly rates so that the total income of the working class would be
reduced in the ratio indicated above.

That is a remarkable statement, and it shows, and I think it isa true
statement, that there is a very great degree of eiasticity of demand for
American labor. If the price is excessive, it will necessarily, follow
that workers will be unemployed to some marked degree. '

14
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Sy LIS S R ANER!

I think, for example, that I bring this out in my }mpgx_', that coal
miners and out steelworkers, both' of whon are heayily ‘organized in-
dustries, have relatively high unemployment because 6£ excessive ‘_u‘g‘_mﬁ

ba}‘ﬁainmgpowere I : R
16 only reason I riention this'is, of course, that you carnot éxpect
the tax bill to'do the impdssible. It can'do = great deal but it cannot
do everything. o N R L

Now, another point related to this unem lqug;‘ent‘ problen is the
entire question of productivity. * I'think yé)u eénators' have to ‘cons
sider, please, the problem that dccording to'the BLS our 'war babies
are growing up, and our labor forcé is about to.expand véry dramati-
cally. ' The increase in labor supply, in out labor force, in the 1950’s
has been on the order of 1.2 percent.  In the 1960’s that rate will go
up to about 1.7 percent or almost 50 percent mors. . This means that
we need a ‘vast amount of capital. I do not beliéve we can do this -
through the consumption iippma_,ch of the administration. :

* Senator Risrcorr, May I interrupt, Mr. Chairnianf

Mr, PeTersoN, Sirt -~ -~ 7 7 o S A
" Senator Risicorr. The'question I pose—since you were ‘here when
Dr. Heller was testifying, and now you raise the question of the so-
called war babies—what would %rou’do to put to work these 725,000
grﬁr:llplo%ed youngsters between 16 and 19 years of age? - Will this tax

ill do it o ' S e

Mr. Pererson. Sir, I would have to think about that. ' I would say
this: that part of the problem, as I have indicated before, is the prob-
lem of minimum wags:s. : S

There are those among us, among the American people, who cannot
earn the minimum wage required, that is to say, their productivity
does not warrant the $1.25 which is in our minimum wage legislation.
That is one problem. : 1 o

You also have the problem of unemployment compensation, which
to some degree induces some workers to actually avoid jobs.

Senator Risicorr. Would there be jobs? ILet us say even those
youngsters worth $1.25, what jobs would there be available in our
industrial plants for these boys and girls even at $1.25%" '

Mr. PetersoN. Senator, I think you made some very fine points yes-
terday when I was in the audience, and I do think your stress on auto-
mation as requiring hFreat skills 1s valid to a degree. We do need
highly educated, highly trained, highly skilled individuals. But I also
believe that there is & great growth potential, and we have seen it in
the past decade, in the service industries. Now, in the services, I be-
lieve there is much less skill required than on many automated assem-
bly lines, and so on. So I J)ersonally am not convinced that we have
the problem of skills in the dimension you indicate.

Senator Risicorr. What, for instance? Once t}pon a time these peo-
ple would run elevators. 'Today there are very few new buildings in
the United States where the elevators are not automated, so you elimpi-
nate this unskilled labor that used to run an elevator. C

Even cleaning buildings—today if you go into a modern building
you see all this machinery that replaces people to do much of this
ty%? of work. .

- Even in washing automobiles, you go into an automobile wash place

and your car goes through and all the brushes do the work instead o

this unskilled labor that did it by hand. Now, you ure an economist,
Pt , :
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you have given'thought to this. - How do you go about putting these
youngsters to work? ' N

Mr. Pererson. Well, I get the implication, Senator, from your state-
ment that automation is a preclusion to full employment. D

Senator Risicorr. It is not a preclusion to full employment, but it
is just one of the problems. .

After all, here. you have a disproportionate amount; in this age
group you have unemployment of over 20 percent as against the gen-
eral population of 5.6 percent; so, therefore, you have a disproportion-
ately larger number of thisage group unemployed. )

As each year goes by with this present group in our society, the
chances are if you do not do something about it they end up as a perma-
nent part of our welfare rolls. They get married and have children,
they have no skills and no jobs. Now, what would you do for these

people 4

Lfr. PerersoN. I would have to develop that a little more, Senator,
and I will bring it out in my further remarks, but I would like to leave
you with this thought, that the problem of automation is obviously
not a new one. In my judgment, it extends all the way back to the
industrial revolution, In fact, I see no %ap, no break, in the growth
of what we presently call automation; I do not regard this as the
second industrial revolution; it is merely an extension of the first, and
I do not believe there is any limit on the amount of work to be done.
I do not believe there is any so-called slump of work; there is literally
an infinite amount of work to be done, and in the service industries
we have seen, and in the service trades we can have, examples of what
can be done, .

Clearly, for example, we have had a great rise in beauty shops, for
example, More women, apparently, because of our rising standard
of living, can afford to have peo§ e, cosmeticians and the like, take
care of their beauty needs, and I think there are many more examples
which, if we both thought about it for a while, would come to mind.

And I do see perhaps that there is a lot of yardwork around the
Ribicoff residence where, if you have some young people, they might
be willing to work, but many are not, in fact, willing to work. Their
instinct of workmanship is missing,

What I am mainly trying to establish, however, is the need for an
economy where prices are reasonably flexible and where we can ever
therefore adjust supply to demand.

The great problem, as I see it, is that we have wage rigidity, to some
extent induced by law, but to a larger extent induced by trade unions.
I believe in trade unionism, but I question whether we have not armed
our unions to a degree where inadvertently they are pricing them-
selves out of markets; and this, I think, is a small tragedy.

I am not at all critical of our labor leaders but I am critical of legis-
lation under which they operate. I think it is so ofie sided as to create
imbalance, the exact word that Mr. Heller used, but he denies——

Senator Ribicorr. Do you think that the wage structure alone will
deter our technology from advancing at as rapid a rate as we can?
The inventive genius in this country and other industrial nations will
naturally keep pushing ahead with new techniques and methods, and
the wage factor—— ‘ )

Mr, Peterson. That is most desirable. .

Senator Rieicorr. And the wage factor is not controlling.



REVENUE ACT OF 1963 1699

As Senator Gore has brought out in question after question, when
vou look at the problems of productivity, evén with our high wiges
we are much more productive than even our competitive nations.’ 1
thmkhSenato_r Gore has done'a masterful job in bringing these facts
together. : ' : ' - S

fr. PeTersoN. I am sure he has. - ‘ : o

Senator Risrcorr. So it is not a problem of wages. It is a question
of “how” you relate the hourly wage into the production you are get-
tinﬁ per worker. So'wage levels alone are not the answer.

r. PeTersoN. I am sorry to disagree with you, Senator, but I-do
believe that the é)rice of labor is a bar to its employment if it is exces-
sive in the mind of the buyer. Nobody will buy any product, any:
thing, if he regards the price as beyond his means, and there are many
cases where we have wages beyond the ability of employers to:pay,
and it is realiy the consumers who are involved, who will hire labor.
That is why I think the tax bill is most important, but it will not do
the impossible. ' ‘ : R

Senator Gore. Will the Senator yield?

Senator Risicorr. Certainly. - : AR

Senator Gore. I want to tf;a_nk both Senator Ribicoff and the. dis-
tinguished witness for their generous references to me. T doubt if
there is really sharp disagreement between you and Senator Ribicoff,
as I understand you. : ‘ '

The increased productivity per man-hour to which Senator Ribicoff
has referred is in sophisticated industry. It cories fbout through the
combination of talented men with sophisticated machinery and invest-
ment. What Senator Ribicoff says about that, I think, is borne out by
the facts. .

Mr. PETERsON. Itis. ‘

Senator Gore. I cited yesterday, maybe you were here, that in 10
years there had not been a single new net job in manufacturing, agri-
culture, transportation, mining. Indeed, in our basic industries, al-
though production is vastly greater now than a decade ago, employ-
ment is less. So in this regard I think what Senator Ribicoff says is
undoubtedly true. There is an area of employment or unemployment,
a8 you may view it, of a marginal character, marginal in talent, mar-
ginal in the application of the human being to machinery which multi-
plies the {)roductivity of hiseffort. -

Here, 1 think, the wage level is certainly a factor in the employment
of that labor because the person who employs it is not going to bene-
fit from the multiplication of productivity which has occurred in
sophisticated industry, but must take the meager return which results
from the talent of the man, and if the talent of the man is low and
;i}llle &vage is high, then, it seems to me, there will be no job created or

e . N . \ >
I offer this as a possible resolution of what appears to be a difference
between you and Senator Ribicoff. T do not think really there is one.

Senator Risicorr. Here is what I think Senator Gore and I, al-
thouﬁh T do not want to speak for Senator Gore, are driving at. A
bill has been presented to achieve certain objectives. I think most
of us are for these objectives. We may get there through different
means. ' p ‘ s

Now, the question arises would this tax bill solve the problems of
unemployment in America. Do you think it would ?
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~ Mr. Pererson, Well, I think it would help on balance. But what
I am trying to bring out is that it will not do everything. It will
not, for example, solve the main problem, apart from the wage prob-
lem, which, I think, is inadequate capital formation. I would like
to talk about that in a moment, but before I say that, I think Senator
Gore has made an excellent point, and it clarifies my own thinking
because he points out that there are industries and there are industries,
and while 1t is true that productivity gains and:automation are very
extensive in manufacturing and the other basic industries that Senator
Gore enumerated, there are many other fields where automation has
not made any dent whatsoever. To name one, the barber shop; to
name another, the public schools, where productivity and automation
have not seen much evidence——

Senator Risrcorr. Let us take the barber shop,. What does a hair-
cut cost today?

Mr. PeTtersoN. Much more.

Senator Rieicorr. But basically unless you want to get chopped
up, you are going to a skilled barber.

r. PETERSON. Correct.

Senator Riercorr. Maybe there is a shortage of barbers.

Mr. PetErsoN. There may be. :

Senator Risicorr. But these youngsters between 16 and 19, who is
teaching them how to barber, who is teaching anybody how to be a
tailor or a cobbler? You just cannot take a society like ours and forget
basio skills. What is this society doing about the skills nceded in the
so-called service trades, whether it is a haircut or whether it is know-
iﬁg h;)W to sew a suit of clothes or whether it is to cobble a pair of
shoes '

To train these people is going to cost money. = | -

Mr. PerersoN. Senator, do we not already have, and I think you
know this much better than I, the best educated children in the world,
plus probably the greatest vocational training establishment in the
world? And isn’t it a commentary of some sort that vocational train-
ing is not doing the jobs that you suggest?

Senator Risicorr. It certainly is. There is city after city in Amer-
ica in which you have no vocational high schools. There are large
cities in the United States with inadequate numbers of vocational
schools. In the city of Washington, you have great problems; you
have youngsters who want to get into vocational schools, and there
are no places for them to go. . :

To have adequate vocational schools and vocational teachers, and do
a job of vocational edvcation is oin%lto cost monefr.

Now, if you try to tie together these proposalg for a tax cut with
& commitment that you are not going to spend any more money, what
are you achieving? There are places you are going to have to spend
money. ‘ o

There are 40 million people in this country who are considered poor.
They are more or less forﬁotten, their volces are not heard, people
do not know much about them. The people who run the society do
not see them very much. ‘

People used to live in a community and know everything that was

oing on in a community. Now they go out to the suburbs and take
their throughways to their jobs and do not know what is happening
across the other side of the railroad tracks, There are communities



,,,,,

RN T R R AT K
REVENUE ACT OF 1063 1701

that are all on the other side of the railroad tracks, but it is‘fgt)i_n‘i‘%g
to be a big job and an expensiye job if we are not;going to forget 40,
million people in the United States-—whether these 40 million people,
are in the large cities of Chicago, Detroit, New York or whether they
are in the hills of Kentucky or West Virginis. And Senator,Gore
gets aronﬁnd and he does not think this tax bill wi.llAheIK the people:
in the hills of Tennessee with some of their problems. It hasbothered
Senator Gore. S e e R TV R

Senator Gore. I doubt if in this tax bill there is anything that.is
going to help the overcrowded conditions of the schools in Washing-
ton. I doubt that this bill is going to help solve the inadequacy of
hospitals, the lack of vocational training. It may be highly unpopular
due to the political climate that has been created, partly by the press,
partl b¥ the administration, partly by those who want tax reduction.
ahead of all thi;?&s but I recall to you that 2 or 3 years a%(()) great.
columnists like Walter Lippmann were writing eloquently about the
pressing_needs of our SOGle:i, that those needs were in the public
sector. Where is the press that 2 years ago was singing this song?
It seems very quiet, and yet those needs are more pressing today. The
needs are unmet, and yet we have under consideration a bill which is
advocated on the hasis of virtual repudiation of the stimulation of
the public sector. = o

Thus, it does not propose to meet the needs of our people but, instead,
by permanently reducing the level of governmental revenue, will
per:lnanently hamper the capacity of the Government to meet those
needs.

It seems to me that many a voice should be crying out against the
catastrophic mistake which we are urged to make.

Senator RiBicorr. As an economist you must be aware of the chang-
ing pattern of American society. 'We have had philosophies of gov-
ernment and laws and congressional points of view based upon an
agrarian economy, yet by 1970, 76 percent of American people will be
living in urban areas, which brings many new problems. What are
we going to do about these new problems to develop a country that is
changing so rapidly ¢ _ ‘ o : :

Mr, PerersoN. Here I would join hands with Dr. Heller and say
that a partial solution to both of the problems raised by you, sir,and by
Senator Gore v-ould lie in the area of economic growth. The critical
question is how we %et that growth, what will make this. country-
advance, and what will add to.you%‘;)roduction; the answer, I think,
is a more intelligent tax structure.. Weneed—— -

Senator Riercorr. How will an intelligent tax structure solve the
problems of mass transportation when private investment will be the
the first to admit that, they. do not see any profitable economics in mass
transportation, and they are reluctant to place any more investment:
into this type of transportation. Yet as we are moving our people
into big cities and. you have this spread in the urban and suburban
areas, what are you going to do about mass transportation? Who is
going to pay for it if private industry is unwilling todo itf =

Mr. Peterson. I can only answer your question, Senator, by asking
indirectly, by pointing out, that what we need is more production to
enable tax revenues to rise with the rising productivity of the country,
and I think the next question we ought to ask ourselves is where does
capital come from; that is, where does growth come from? I am
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trying to suggest it comes virtually entirely from tools, from capital,
from capital formation, and as cagltal formation can only proceed out
tl)f savings, I would like to read but a part of my statement on page

‘Senator Risicorr. But as Senator Byrd has brought out, if we are
committing ourselves not to-make any added expenditures until our
budget is balanced, and I-believe the figure given by Senator Byrd
was 1970 for a balanced budget—— ‘

The Cnamraan. Dr. Authur Burns has said 1972. Secretary
Dillon said fiscal year 1966 or 1967, '

_Senator Risrcorr (continuing). How many more years can our
Nation wait to solve some of our basic problems? - .

This question of housing, we have urban renewal, that is fine. But
if you study urban renewal, you find it compounds and complicates
the problems of the core cities becaiise urban renewal is basically
taking care of the middle class, and shoving the people in the slums
into other slums or even a worsening condition where they live.

" Private investment is not going into the problem of housing for the
poor because it will bring them no economic return.

It is & question of changing indsutry. You say it is a_question of
economics. Take the coal miners in {Vest Virginia and Kentucky.
People are not goin%to hire them because they are not going to pay the
minimum wage. Well, who is going to bring new industry down to
that area?

Mr. Pererson. Well, that is my whole point, Senator, that through
growth we can see that capital is more mobile than is labor, and that
if the poor of Tennessee will not go where the jobs are, then capital
will go to Tennessee, and in certain areas it has.

Senator Risicorr. So capital goes out of Illinois or Connecticut to
West Virginia, from Senator Dirksen’s area or from my area, where
labor is receiving for their work $2 or $2.50 an hour. Do you advo-
cate that they move those plants and pay 90 cents an hour or & dollar
an hour in the hills of Kentucky or West Virginia

Mr. Perer:=oN. My point, sir, is traceable to what you said earlier,
that here you seem to imply that there is only so much work to be done,
and now you say there is only so much capital.

Senator Risicorr. I do not agree—I agree with Senator Gore——

Mr. Peterson. Capital is expansible with new savings.

Senator Risicorr (continuing). There is a lot of work to be done.
There are untold needs. :

Mr. Pererson. There is an infinite amount of work to be done.

Senator Risicorr. There is an infinite amount of work to be done
by this Nation for its many needs, and theré are many ways to reach
that, and I think what bothers Senator Gore and myself is the fact
that this tax bill is represented as being able tordo all the jobs.

‘Senator Gore is against the bill. I am forit. I am for the tax bill
because I think it will do part of the job. But I am bothered over the
fact that it won’t do the job that really has to he done.

S Mr. PerersoN. It will not do the entire job, you are absolutely right,
enator. .

Senator Gore. Would the Senator yield there¥

Senator Risrcorr. I would be pleased to yield.

Senator Gore. I dare say my colleague from Connecticut is also dis-
turbed that we and the country and the Congress have been given one

,
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promise after another that the passage of this bill is going to bring
more repressive expenditure policies, . We have also been told that
the passage of this tax bill is going to bring higher interest rates, a
more restrictive monetary policy. So when you look at the whole
package it does not appear stimulative to me.  We run the graye risk
that this bill may create a more repressive economic climate even than
the present one. . ‘ _ T T PO

So instead of solving the problem, this is the wrong thing to do, the
wrong way to do it, and yet it may be proposed to reduce.taxes
permanently. . - . L ol e e

Mr. PerersoN. There are features which I would like to bring out
about this bill which are repellent to economic growth. - And:if;my
premise is right, that the real cause of growth is savings put into in-
vestment, I find a good deal of support from Prof. Simon Kuznets of
Harvard. Professor Kuznets, in a recent National Bureau of Econom-
ic Research study, called “Capital in the American Economy,” has
puinted out that the rate of investment as a percentage of gross national

roduct has been falling for a long time. . He points out that the fall

as been from 14.6 percent of GNP in the period 1869-88 to 7 percent.
of GNP in 1946-55. .o

This means that the basic food of growth—capital—is being denied
to our body economic; and to supply capital, I think we need more in-
telligent taxation. : ,

In my paper I have extended Dr. Kuznets’ ideas into the current
situation. I have appended a table at the end of my statement, to show
that capital formation in terms of business expenditures for plant and
equipment from 1957 to 1962 has fallen significantly, in fact, it was
lower in 1962 than it was in 1957, despite the gain in population. In
fact, if you project the 4-percent annual growth rate, as I have, you
find that the amount of business spending for plant and equipment is
very much off, and it is a most alarming trend. ‘

Where I think I can meet some of the objections that Senator Gore
has to this bill is in my own statement in gart IT and part III. I have
asked for a flatter rate of taration on the basi that a flatter rate would
release two things, more funds for investment, and more incentive
for productivity. . )

Senator Gore. Mr, Chairman, could I ask a question theref

The CuAIRMAN. Senator Gore.

Senator Gore. Idonot find a pressing need in our economy for either
of those things. You say more investment in plant and equipment———

Mr. PeTeRsoN. Yes. ' )

Senator Gore (continuing). And more incentive for productivity.

Mr. Peterson. Correct. .

Senator Gore. Our problem is idle plant and not lack of productive
capacity.

ur %roblem is not incentive for greater man-hour production or
more factories to produce. The real incentive we need is consumer
demand. . .

As one who believes in the private enterprise system, and engages
in it in a small way, I know what the stimulus for investment is. It is
the expectation of a profit.

Mr. Pererson. Correct. ) . ) .

Senator Gore, This expectation’of a profit may occur irrespective
of availability of investment capital,
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A businessman who sees what he thinks is a reasonable chance for a -
'Kl‘()ﬁt.ls very apt to go and borfow the money to invest if he does not
‘have it.” But the availability of investmént capital is not one of our
needs either. It is running out of our ears.’ Insurance com(ininies;f
‘banks, personal savings, savings and loan 'associations, liquidity o
‘corporations; we have the greatest surplus of investment capital this
country has ever known.' - L ' ¢ ‘

We have a surplus of plant facilities. The element of our society
that needs stimulation is the low 25 peércent, that is either living in
poverty or on the verge of it. This constitutes the great reservoir of
unmet consumer demand. There is a need which is not being trans-
lated into demand. ' - : :

, ;Wlllgou addresg yourself to that{

* Mr. PetersoN. Sir, I will try. Lo .

. You are quite right that profit, which you brought out, is decisive
in investment. Profit, as you also know is the difference between price
and cost. - The cost, in turn, is a problem of plant in part. Indeed, sir,
you pointed to idle plant.

Senator Gore. May I interject theref

Mr. Pererson. Please.

_ Senator Gore. You say profit is the difference between cost and
price. On a single item, yes. But realistically considered in our mass
economy, there is also the que-tion of volume,

Mr. Pererson. Correct. .

Senator Gore. It is also volume, because without volume you simply
cannot market enongh items.

Mr. PerersoN. No question about it.

Senator Gore. All right. ) .

Mr. PerersoN. Profit is so important that it is the raison d’etre of
investment, as you brought out.

The cost is significant. You pointed to idle plant, but you did
not address yourself, sir, to the quality of plant. It is true that we
have some degree of idle capacity. The question is what is the quality
of that capacity, There ars machines and there are machines; there
are plants and there are plants. But what we need is modern high

roduction, high quality plants, and this I do not think we have.

o do have a certain amount of it, but I believe other witnesses have
brought out that the average age of our plant and equipment is older
than that of the major countries of Western Europe and of Japan.

If that is true, then our businessmen are at a disadvantage, and it

means, in turn, that our working people are at a disadvantage because
it is the quality of plant that counts. This problem has been met
partly, of course, through accelerated depreciation schedules, and that
s & %ood thing. X think more should be done on that score. But
then I addressmyself— . = -
Senator Gore. May I point out here that there may be a problem
of obsolescence in thig industry or that. Even so, productivity in
the United States is incomparably greater than that of any of our
most advanced industrial competitors.

Mr. Pererson. But at a price, Senator, because the wage level has
taken advantage of thet—and rightfully so—but has taken advantage
of it to too great an advantage, 1 submit, because of the problem of
the relatively excessive waga structure.. :

Senator Gore. I understand.
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Now, let us assume for the sake of our colloquy that there is a
need for.modernization of plant and equipment. :"You say that the
deprecigtion changes——- T T A I IS A

r. Pererson. Helps. . A

Senator Gore (continuing). Has already helped stimulate this:

Mr. Pererson. Correct, ' e o )

Senator Gore. In fact, I think depreciation may be criticized as being
overly generous.’ But let us say that it has greatly stimulated modern-
ization. . S L ] R UL

Now, on top of this we have the investmént crédit enacted last year
and presented to the Conﬁess as being far more stimulative 6f invest-

-ment than an aci'oss-the-board tax cut, and I think that I agres that
-it is more specific. IR : o

-If you add depreciation charges and investment credit on top of
the tax cut of 1954, and you have $5 billion of tax reduction' and
incentives for investment, and one of the results is that we have more
automation. - . ‘ A

I would not stop this process. I do not know how to solve the prob-
lem, but I come back to the fact that with all of the improvement of

lant and equipment we have vastly greater production, but also much

ess employment in these basic industries. -

. How is more of the same thing, which will mean more of the other
things, more production and less jobs, %oing to solve the unemploy-
ment problem, going to solve the problem of overcrowded schools,

_hospitals, inadequate highwayst ese are the things that are press-
ing upon us for solution, and yet here we are considering a bill that
instead of helping in that direction is going to permanently impair
the solution of these pressing problems, , s

Mr. Pererson. I can only say, Senator, that I am beginning to
sound like an economics professor——

Senator Gore. I beg your pardon {

Mr. PerersoN (continuing). Which I fortunately am, but it is a
roblem of labor pricing and of labor mobility, and if we overprice
abor, whether it is at the top of the scale or at the bottom of the scale,

we are going to pay a stiff price in unemployment. :

If I insisted on twice my stipend from New York University, I
rather think I would be out of a job, and yet we have much the same
situation repeated many times over in the economy. This, I think, is
something we have to address ourselves to. .

I also think we have to address ourselves to the fact that all eco-
nomic theory and logic and all the empirical evidence points to the fact
that a Frogressive income tax rate destroys incentive to'a marked de-
gree, although not entirely; it also destroys a good deal of potential
capital, and that is why 1n my statement I criticise FL.R. 8363 very
strongly for having brought about between the top rate and the bot-

. tom rate an exacerbation of this entire problem of progression. The

new bill’s rate structure is even more progressive than that we present-
ly live under. :

‘With so much progression we are hurting those enterprising people,
the doers, the creators, in our society from doing more for the very
poor people that you and I are so conscious of.

In the same regard I have in my paper come out for continuation of
dividend credit on the theory that growth is a function of capital

formation, and investors should not be hurt any more than they already
/
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are. Four percent is modest enough, and I ask this committee to
kindly consider the continuation of dividend credit as it presently
exists.

Another problem I would like to allude to is that of inflation. I
think the inflationary problem is very great, and it impinges upon
our balance of payments.

You have been very generous with your time, but I would like
to develop this point of inflation which I regard as a monetary
problem whereas Dr. Heller yesterday seemed to indicate that it was
mainly a pricing problem.

Now, higher prices, of course, are the result of inflation, in my view
but not the cause. I look at the cause as the increase of money and
credit, and this increase of money and credit is almost certain to oper-
ate if we engage in serious deficit financing.

I think it was Senator Smathers yesterday who asked Dr. Heller
if he believed in a balanced budget and, as I copied down his answer,
he said, “Yes, I do believe in a balanced budget if you have a high
employment balanced economy,” and there was a good deal of dis-
cussion, as you recall, on the question of restraint: What is restraint?

But to tie in the inflation discussion into the balance-of-payments
problem, I would like to call your attention, if I may, to some statistics
that I have put in my paper. To me these are most disturbing.

I say as follows:

A red flag is up. Our gold stock as of last Wednesday amounts to $15.6 billion.
But this amount does not include $800 million owed to the IMF. This leaves
us with a real balance of $14.8 billion, and of this amount there is a 25-percent
reserve requirement against Federal Reserve note and deposit liabilities, or
about $12 billlon. So, in effect, we have but $2.8 billlon of gold to cover more
than $25 billion of foreign short-term dollar balances.

I comment thai perhaps this was the reason why Dr. Heller in Paris
last week indicated some degree of support, presumably official sup-
port, for a revised system of international liquidity to cope with the
world’s balance-of-payments problems, especially our own.

The situation of so many dollar claims impinging on so small an
amount of U.S. gold is critical, and it could get out of hand if a policy
of growth through deficits is long continued.

n other worfs, I believe, gentlemen, that persistent longrun deficit
financing could trigger a crisis in the dollar, and I would hope that
the restraint that you gentlemen are looking for will be found. But
I request that you do not construe this to mean that I am, because of
that statement, against a tax bill.

Senator Gore. You referred a moment ago to the danger of inflation.
Do you think the deficit would hold the greater danger of inflation
if monetized or if financed from savings? '

Mr. PerersoN. There is no doubt that the former is far more the
problem. Much depends, of course, on how the debt is financed. If
the debt is financed out of the savings of the people and other private
organizations, there is no inflation by definition, at least as I define it.
There is no increase in the money or credit supply. It is simply a
transfer of purchasing power from one entity to another.

However, if the definition goes through the commercial banks,
through the Federal Reserve System, debt is monetized, and this
money, although it takes time, comes into the economy and strongly

53*:7%
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tends to raise prices. I would suggest that this is very much & clue
to what is going on in Braziltoddy, .. ... . - 7.

Senator Gore. Well, if the deficit; the added debt occurring as a re-
sult of the deficityis financed out of the savings directly resulting from
the tax cut, there would be a tendency to wash out the operation so far
as stimulation of the economy is concerned. Do f’ou agree with that?

Mr. Peterson. You say if the tax cuts—will you continue your
train of thought, sirt - o : L S

Senator Gore. Let us take the group of guests in this room as’an
example. They are an affluent-looking group. Suppose this tax
bill gives to each of them $10,000 per year and, as a result of that tax
reduction our national debt must be increased. Let us further assume
that each citizen in this room, who got a tax reduction of $10,000 per
year, went directly to the Treasury and used that $10,000 in tax cuts -
to buy a $10,000 bond. : :

What would be the economic effect—stimulation, contraction, or will
it be & washout operation ¢ ‘

Mr. PerersoN. I believe, sir, it will be a washout operation. So
far as 1 can see it from the facts you gave me, you would simply have
a washout operation. The monetization of the debt would be washed
out because the debt would be financed with the savings which I would
regard these bonds to be. : )

Senator Gore. Well, I agree with you on that, and this illustrates
two points. One is that to the extent that the added debt, as & result
of a tax cut, is financed out of savings resulting from a tax cut, then
there is no stimulation. I do not know to what extent this would be
the case, and I would not want to deny anyone the opportunity to ir-
vest in a Government bond from his savings already on hand or those
aceruing from the tax cut. But insofar as the tax cut is financod out
of savings, then it is not stimulative of the economy.

Mr. PerersoN. I want to correct my previous answer, if I may,
Senator. ’

Senator Gore. All right.

Mr. PetersoN. To the degree that we flatten that rate structure we
will release incentive, release potential capital formation, and to that
degree get a high GN P. '

Senator Gore. All right.

Mr, PerersoN. That is a side effect.

Senator Gore. All right. -

Now, you also said a moment ago that if instead of the added debt
being financed from savings it is monetized, then to the extent that it
1s monetized, it may beinflationary.

Mr. Pererson. Correct.

Senator Gore. The example I used here which, as I say, is an ex-
treme hypothesis, proves another point. Let me state it. It is one of
the major basic faults of this bill. .

If each of our guests here in this room receives from this tax bill
$10,000 in tax reduction, and each buys a $10,000 bond to help finance
the debt that is created as a result of the deficit because of the tax
bill, then there is no economic stimulus so far as these people are
concerned. But one other thing would have happened. These people
would be vastly better off because instead of owing the Government
$10,000 as a portion of tax on their lucrative income, the Government

24-532—63—pt. 4——10
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would be owing them $10,000, and the rest of the people would be
-pagm ‘the interestonit, - oo oo T

o this bill represents a major shifty a major redistribution of the
Nation’s.income. :It¢ in &-thousand different ways, feathers the nest

of those whosenest isalveady fluffy... - .: .~ ..o 0
 Mr. PerersoN. Waell, I think your point is most dramatically put,
‘Senator, but I would—— - - - N .
- -Senator Gore. Well, thank you, - v .

Mr. PerersoN. I question again—you see, I have the idea that those
who feather their nests are thoss who hefped to make this country

W, o
glgenator Gore. Allright. . - :
~ Mr. PetersoN. But, you see, I believe that the so-called rich—and
I dislike using that word because it has a certain connotation which
I find somewhat distasteful—have a function to perform, although
they may not be conscious of it, and that is to contribute to the capital
-stock of the country. e

Obviously those who have more have more to save, and those who
do not are forced to consume all they take in the form of income.
But to the extent that we release incentive, to the extent that we do
not repel these people who, as you say, fluff up their nests, I think that
was the phrase you used, to that extent we encourage production and
encourage saving and investment which, I think, is the key#o growth.

Senator Gore. Thank you. Ihaveenjoyed the exchange.

Mr. Pererson. I have, too, sir.

Senator Gore. I have enjoyed the exchange with you. You have
permitted me to make a point that I have tr{'mg to get to in
some positive way, and that is that this bill is not only a major attack
on the progressive character of our income tax system, but 1f enacted
it will accomplish a major redistribution of income, and in the wrong
direction. Instead of redistributing the income directly in accordancs
with the needs of our society, it redistributes it in the opposite direc-
tion. It enriches the private sector of an already rich element of our
society, and enriches the individuals who earn the greatest amount of
income and places added debt upon all of the people in order to do
80.

This seems to me utterly wrong, and I have been crying out and
crying out, as you know, but I will desist further crying out this
mormn(g.

The Citarraan. Mr, Peterson, have you finished ?

Mr, PerersoN. Yes, Mr. Chairman ; I am finished.

The CramraN. Senator Douglas. _

Senator Doveras. Mr. Peterson, I must apologize for not having
been here earlier to hear your testimony verbally, but I had another
hearing I had to attend. .

Mr. Peterson. Of course.

Senator Dovaras. I had a chance hastily to read your paper. I
take it if you had your way you would not have a progressive Federal
income tax but a proportional one.

Mr. Pererson. Sir, yes, that is exactly right; and being realistic
I do not think I am going. ta get-it, but I do argue the flatter the tax
the greater the incentive, and so on.

Senator Douoras. Yes. And, of course, ultimate ideas have a way
of shaping immediate action, at least in part.
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Now, I wanted to ask if you had considered the fact that $10 billion
of Federal revenue is derived from:excise:taxes ﬁyimarily on tobaoco
and liquor, but on other items, as well; and that these tdxes are régres-
sive in nature; with those with the smaller incomes paying a larger
proportion of their income for excise taxes, and also,-as:I remember
the figure, a%p.roximately $12:billion: of State and'local revenues are
collected in the form of retail sales taxes which exempt capital invest-
ment and services, and fall on consumers’ commodities, and that these
are probably even moreregressiveinnature. - - - - o wend

So it has been argued that even if you were to believe in proportion-
ality in the overall system of taxation, you would have progression in
the Federal system to compensate for regression created by excise and
retail sales taxes. - . i : o

- What would you say tothat?.. . = T

Mr. PerersoN. Well, I would say two things, Senator. First of all
I think it was Dr. Roger Freeman whom you had before you who had
in his testimony and, hence, I did not have it in my own, that no other
major country in the world besides America puts so heavy a depend-
ence on income taxation that wedo. . - v
Now, granted that we have some $10 billion in Federal excises, and
anted that the State and local governments also have such a marked

ependence upon such taxation, the fact remains that even when you
combine all taxes, as I recall the statistics, we as a nation still are in
the lead in this, what I call, rather dubious race in putting so great a
weight on income taxes as opposed to, let us say, consumption taxes,

Senator Doucras. But your position is different from that. You
are sa({ing that so far as the Federal income taxes are concerned they
should be proportional, and I am raising the question of whether the
regressive nature of excise and sales taxes do not compel some progres-
sion in the Federal system even if you were to have Eroportionality
in the overall system, and I have not thrown in the $18 billion obtained
from the general progerty taxes which, on buildings, are certainly -
shifted and borne in the main either by small home owners or by ten-
ants, generally in the lower income groups; and I might even say that
investigations which I have seen made on the assessment ratios in lo-
calities indicate that the home of a workingman is assessed at a much
higher proportion of its sales value than the estates of the wealthy or
the factories of corporations. We have had a good deal of testimony
in past yearson this point.

o I think that one can say, in general, that the general property
taxes also tend to be regressive.

If you add all of these factors together, 10 plus 12 plus 18, you
have $40 billion of regressive taxes, and I believe the receipts from
Federal income tax are not really much, if any, greater than that,
because from the report of Current Economic Indicators, on page 37,
column 1, it is stated that the personal tax and nontax receipts of 1962
came to $49 billion, and that includes the nontax receipts.

I wondered if that makes any impression on youf

Mr. PerersoN. The only impression I have, Senator Douglas, is the
one I recorded ; that the fact remains that other countries whose growth
rates happen at the moment to be higher than ours, put a much greater
weight on consumption taxes than we do.

Senator Douaras. Yes. But are other countries necessarily right?
Must we always imitate other countries? The United States was the
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innovator in-democratic government. 'We were _the first country in
the Western World to establish a republic. If we had followed
European countries we would have had a monarchy. The United
States had prided itself throughout its history in being a ;{athbreaker
and a pathbreaker in general for what the community believed to be
the interests of the great masses of the people.

Now, are we going to say that because the European countries do
this we must necessarily change?

Mr. PerersoN. No. I think your point is well taken, Senator. But
I would say that you and I, perhaps, differ as to how much of an evil
regression 1s. Regression to me is usually an extension of an argu-
ment that I always do not find myself happy with, because I even
noticed in your own statement, sir, you indicated “regressive in
nature.”

I know of no regressive tax as such. Now, it is true that a sales tax
is really, is it not, sir, a proportional tax; that the more you buy the
greater proportion of taxes you pa% .

Senator Dougras. That isright. It is proportional on specific items,
consumer goods. :

Mr. PetersoNn. Correct.

Senator Douuras. It is, the tax is, not levied on services, health,
education. It is not levied on investment.

Now, you, as a professor of economics know that as incomes increase
the proportion of income which is spent on commodities, on consumers’
commodities, diminishes.

Mr. PerersoN. Correct.

Senator Dovoras. This is consEicuous]y true in the case of food, but
it is also true in the case of clothing.

Although you may have a 3-percent sales tax on commodities, so far
as the effect on income is concerned, the tax takes a larger percentage
of the income of the low and middle income groups, and a smaller
percexfltage of the income of the upper groups. This is, I state it, just
as a fact.

Mr. PetersoN. I know the arguments.

Senator Douoras. Yes; and, therefore, the effects are regressive.
That is all I am trying to say.

Mr. Pererson. All I am trying to say is that the base does not
change, the base of the tax is the sales, and the sales tax is strictly a
proportional tax.

Senator Doucras, But not proportional in accordance with income.

Mr. Pererson. Yes. But it is in accordance with the base that
is taxed. The sale is proportional, and it always requires the shift
as you have made it, to jump from the base of the tax to the income
of the individuals paying the tax, and it seems to me that that is not
always a scientific——

Senator Doucras. It is out of income, it is out of income that we
purchase commodities, services, and make savings.

Now, I wish you would think thisover,

Mr. Pererson. I will, sir, but T would only say that I am so capital
‘conscious that the less capital taxation——

Senator Doucras. Iknow. ,

. Mr. PetersoN (continuing). We have, the more we can release the
unds.
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Senator Douaras. I know. I would say you are extremely capital
conscious, and as you quote in your paper, I think it is true that an
increase in capital used in comparison with the labor force does:in:
crease the productivity of labor. I devoted some years of my life to
trying to find that out, and I think I demonstrated that. That is true,
we will accept that. ‘ : Y

Let me as ﬁou this: What do you think about the exemption of a
minimum of physical subsistence from taxation? I have just received
some figures froin Chicago, and for a single person the relief standard
which, I assure you, is a scanty one, comes to $1,296 a year. For a
husband, wife and two children it . nea to between $2,500 and $3,000
n year, S

Do you think that this physical subs tence and, I think, both of us
would hate to try to live on that—— S

Mr. Peterson. Correct. T :

Senator Doucras. Do you think that physical subsistence should:
be taxed? Should you tax something which is essential to bare life
or should the taxation be on the surplus over and above the minimum
regardless of whether there is a progressive rate or a proportional
rate on that?

Mr. Peterson. Is there not already in existence a personal exemp-
tion to meet that very problem ¢ ‘

Senator Douoras. Yes. But here is another point, two points.
First, there is not this exemption so far as sales taxes are concerned.
The man with physical subsistence who buys his groceries pays a sales
tax on the groceries, and this directly diminishes the amount of food
which he can receive.

Senator Harrge. Will the Senator yield at that point? I want to
make a point that I was very disturbed when we passed the sales tax
in Indiana which, in effect, reduced the average working man’s salary
by 2 percent. .

Senator Douaras. That isit exactly. »

Furthermore, you will notice this exemption of $600, the exemption
is only $600 per person. If it costs a single man $1,296 or $1,300 a year
to have a physical subsistence on relief, and I assure that is a scanty
standard, and yet if he were to get an income, earn an income, of $1,300
a year, he would be taxed on about $700 of this. If he had, say, $26
a week, he would be taxed on $700. He would pay 20 percent of that
or he woud pay $140a year.

Now, I just ask you, Do you think that is proper to tax a person
on the absolute }l)hysical minimum and, therefore, force him down
below the physical minimum?

Mr. PetersoN. Well, I must say this is a new one before me. Iam
well aware, of course, that there is a personal exemption. Whether
that is adequate or not I do not think I am prepared to say. I have
not studied the problem. :

Senator DoucLas. If the Senator from Tennessee or the Senator
from Illinois would make amendments to increase this personal ex-
emption, I hope that you, as a teacher of economics at a great univer-
sity, will not proceed to denounce this as unsound and improper; that
you, at least, will consider it.

As a final parting shot, may I say that T had always thought that
additional increments of income were applied to commodities which
vielded less satisfaction, that you go down the utility scale with addi-
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tional units of income and that, therefore, if you admit democratic
principles as well as mere capital formation into your theory, this
would argue, Mr, Peterson, that we should take more dollars from
those with upper income groups or a ]arﬁer proportion of the dollar
from the upper income groups than from the smaller one,

In other words, I just ask you to consider the diminishing, marginal
utility of income to see if this does not introduce an argument for
frogression even beyond the minimum subsistence figure. Up to now

have been arguing on true proportionality.

Mr. Pererson. Well, Senator, you know from your university days
there was quite a debate about the so-called welfare economics.

Senator Doucras. Yes.

Mr. PerersoN. And it has been pretty well established that inter-
personal measurements of marginal utility are not tenable, and I
could cite an example.

Senator Dougras. You cannot brush that aside now with just a gen-
eral statement because there is nothing more fundamental than that
there is a diminishing marginal utility of additional units of income.
Now, efforts in the past have been made to defend the inequa’ity on
the ground that the people in uyﬂ)er income groups own better pleasure
machines, that they enjoy a dollar more than the poor enjoy a dollar
and therefore, they should have more dollars because of their greater
capacity for enjoyment, and that if you give units of income to base

eople whose baseness is indicated by the fact that their incomes are
ow, what you are really doing is transforming or transferring dollars
where they would yield great satisfaction in art or pate de foie gras or
champagne to plebeian tasts for plug tobacco and beer., ’

Now, you can argue that, but it 1s something that is assumed gen-
erally rather tan ar%%;ad. I have not really heard it crop up into the
literature sin: Mr, 'W. H. Mallock wrote a book which, curiously
enough, was catled the New Republic. But it is underneath the sur-
face in the long discussion.

. Mr, PerersoN. Senator, I know a wealthy man, a billionaire, a
act——

Senator DougrLas. I congratulate you.

Mr. Pererson (continuing). Not personally, unfortunately. His
name is Jean Paul Getty, and in his London mansion you hive per-
haps read that some of his house guests were continually using his
telephone to make long-distance calls all around the world; and al-
though we assume his marginal utility of added increments of money
was very minute, he could not stand that, and he installed a pay tele-
phone in his London mansion to preclude this kind of gouging by his
own house guests.

Senator Douvaras. May I say this, without indulfif\g in any denun-
ciation of individuals, that I never thought that Mr. Getty should be
be held up as an example of prudent or puritanical spending.

Senator Gore. I really think it is beyond the standard of good taste
for guests to do some gouging of their host, but there would be some
temptation to do thisin thiscase.

Senator Douvaras. I heard uf a millionnaire, not a billionnaire, who
put in slot machines in his house with the understanding that he would
get the take so that guests who had a temptation to gamble would gam-
ble to his profit.

The Cuamyan. Senator Hartke?
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Senator HArTrE, I think: we' could. prolong the héarings about
another 6 months.if we could talk about Getty’s incidents.” Thank
you. ThatisallThave. - .. S
The CHamryMaN. Thank you very much, Mr. Peterson.
Mr. PerersoN. Thank you,; Mr. Chairman, ,
The CramrmaN. Thank you for an interesting statement.
(‘The prepared statement of Mr. Peterson follows:)

CoMMENTARY ON H.R. 8363 BY WiLLIAM H. PETERSON, PROFES8SOR OF ECONOMICS,
GRADUATE SOHOOL OF BUSINESS ADMINISTRATION, NEW YORK URIVERSITY

My name is William H. Peterson and I am a professor of economics at New
York University's Graduate School of Business Administration.

My interest in H.R. 8363 is broad, for I think this bill is far reaching in its
impact on our nationalt economlic growth, our individual well-being, and the criti-
cal nature of our balance of payments. For the purposes of this statement, how-
ever, I wish to look at the underlying theory involved in H.R. 8363. This theory
was best expressed in the President’s Economic Report of 1963, as follows:

“In the past § years, the economy has been consistently out of balance—with
too little demand to match our supply capabilities * ¢ *. Inadequate demand
remains the clear and present danger to an improved economic performance
¢ ¢ ¢, The source of high unemployment rates in recent years, even in periods
of cyclical expansion, lies not in labor market imbalance, but in the markets
for goods and services * * *, Accordingly, the President fs recommanding a
major program of tax reduction and tax reform to expand private purchasing
power and to strengthen private incentives—a program which will thus attack
the problem of idle men and machines at its source and provide new vigoyr to the
forces for expansion of the U.S. economy.”? ‘

This statement goes both to the content and the theory underlying the bill
before you and, accordingly, I divide by statement into three parts, the first two
dealing with the proposed individual income tax rate structure and the regeal of
the dividend credit as included in the bill, and the third part with the theory
involved in planning the largest peacetime deficit ever: the theory of growth
through deficits.

- In brief, my position can be summed up in a single paragraph: .

Tax reduction and rate reform are matters of national concern. I favor
tax cutting as would be accomplished by H.R. 8363, but I do not favor, among
other things, the remaining steepness in the proposed individual income tax
rate structure, the proposed repeal of the dividend credit provision, nor the
underlying theory that our basic economic problem today is one of stimulating
demand. I believe that the bill can and should be made sounder, in its content,
and through firm congressional control and limitation of Federal spending to
_ achieve a balanced budget except in cases of extreme emergency.

Before I move into a discussion of my three points, I wish to reafirm the
wisdom of Chief Justice John Marshall who noted in McCulloch v. Maryland
“the power to tax involves the power to destroy.” I belleve a great amount
of destruction of potentlal capital formation, of individual and corporate in-
centive, and hence of economic growth, has taken place, although the damage
done is not precisely measurable.

I stress economic growth throughout this statement, following the lead of
the President {n his tax message to Congress on January 24, 1963, in which
he sald that the present Federal tax system Is “the largest single barrier to
full employment of our manpower and resources and to a higher rate of
economic growth.,” And I stress the need for flattening the rate structure'to
the maximum extent possible, following another lead from the President, this
time from his television address of August 13, 1962, in which he said that our
tax rates “are so high as to weaken the very essence of the progress of a free
soclety—the Incentive for additional return for additional effort.”

PART I—INDIVIDUAL INCOME TAX RATE STRUOTURE

In ceriticizing the remaining steepness in individual income tax mté progression
(from 14 to 70 percent of taxable income) in H.R. 8363, 1 wish to point out
that there is too little rate relief in the upper brackets and much too little in

1 Pp, 22-38.
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the middle brackets. Truly, as other witnesses have already testified, the
taxpayer In the middle bracket is the forgotten man in H.R. 8363.

The middle and upper brackets are prime sources of America’s capital forma-
tion and hence of economic growth. Further flattening their rates would
release capital for investment. This Is why, in my testimony before the Ways
and Means Committee last March, I supported the Herlong-Baker bill which
would reduce the basic personal income tax rate to 15 from 20 percent, and the
top rates of both individuals and corporations down to 42 percent over a
§-year perfod.

1 subscribe to the theory that the less progression the better. Indeed, the very
theory of progression is vulnerable to criticlsm. One point to be considered
is the lack of sclentiflc evidence in support of the theory of progression—a point
recognized by many but by no means all economists. Sclentific evidence appears
to be lacking on presumptions of equulity of sacrifice, abllity to pay, benefits
conferred, economic stabilizaton, econoinic equalitarianism, and Federal revenue
needs, all of which are used to bolster the case for progressive taxation.

The unsclentific nature and even sheer caprice of graduated rates and income
brackets over time or at any one time I amply seen in the history of the income
tax since passage of the 16th amendinent in 1913. Originally the rate on
highest incomes was but 7 percent. In 1920 the top rate was but 24 percent.
But out of the social turbulence of the thirties emerged a top rate of 79 percent.
World War IT brought an upper rate of 94 percent, and it is virtually at this
rate under which we live today, with the 50-percent level reached at but $16,000
of taxable income for the unmarried individual.

So the Federal income tax rate structure in its relatively brief life of 50 years
has grown like Topsy, rather haphazardly, without scientific basis, subject to
no end of whim and pressure, and producing rates which Dan Throop Smith,
former special assistant to the Secretary of the Treasury in charge of tax policey,
has said, “‘are not only repressive but appear to be excessive by almost all ethical
standards except those based on extremes of equalitarianism.”? Smith’s raising

" of the gquestion of ethlcs is indeed a pertinent question. For does not gradua-
tion constitute discrimination against a minority? Proportionally is nondis-
criminatory. It recognizes ability to pay. It recognizes equality before the
law. It glves no vent.to envy and vindictiveness, to—to use a blunter phrase—
soaking the rich.

Surely the history of Federal graduatlon attests to the wisdom of Scottish
Fconomist John Ramsay McCulloch who noted : * :

“The moment you abandon * * * the cardinal principle of exacting from all
individuals the same proportion of their income or their property, you are at sea
without rudder or compass, and there is no amount of injustice or folly you may
not commit * * ¢, In such matters the maxim sof obstra principlis should be
‘firmly adhered to by every prudent and honest stateman. Graduation is not an’
evil fo be paltered with. Adopt it and you will effectually paralyze industry and °
check accumulation, at the same time that every man who has any property will
hasten, by earrying it out of the country, to protect it from confiscation.”

The McCulloch observation seems to be based upon sound economie logic. No
proponent of graduation has ever been able to prove just how much faster, if at
all, ability to pay is supposed to increase than income. No demonstrably scientific
method appears to be used to determine the height of the graduated scale or the
brackets of income covered. At best the graduated rate structure becomes the
result of rule of thumb, arbitrary conjecture, and conflicting pressures of different
groups and organizations in and out of Government. Contrast this makeshift
and complex result with the simplicity of proportionality, seen, for example, in
the Judaeo-Christian practice of tithing, with the tithe’ at 10 perccat, varying
proportionately with a man’s income and with good times and bad.

Frequently it is argued that apart from ethical and scientific considerations,
the Government has budgeting needs that can only be satisfied by rate progres-
slon. Yet, Dan Throop Smith has noted that progression beyond 50 percent
of taxable income yields the Treasury only about $1 billion annually, or less than
! percent of what the Government spends.*

Indeed, it is arguable that rates beyond 50 percent and likely much less do

21062 Proceedlngsg,’” National Tax Assoclation, p. 541.

3 John Ramsay McCulloch, “Taxation and the Funding System’ (1843), quoted by Walter
J. Blum and Harry Kalven, Jr., in “The Unseasy Case for Progressive Taxatlon"” (Chlicago:
University of Chicago Press, 1953), pp. 45-46,

4+ “Morgan Guaranty Survey,” July 1860.
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not in fact yield long-term revenue but reduce it because of their fnhibiting effect
on incentives to produce and {nvest. .

Incentive is the thing. It accounts for enterprise and ingenuity, It is the
secret of American-prosperity. And yet we seem to be killing off this tremendous
force for social good for a relative pittance in terms of Federal revenue. For it
has been well established that all the graduatlon—the 71 percentage points above
the bottom personal rate of 20 percent—yields but 15 percent while the bottom
rate yields 85 percent of the personal income tax revenue. This means that a flat
20-percent rate on all taxable income would still yleld 85 percent of the present
personal tax revenue, even assuming no increase in income as a result of rate
reductions. This arsumption, however, is not tenable because of tbe effect of
released incentives on production and investment, and of released funds presently
consumed by taxation that could otherwise be used for capital formation.

Thus the illogic of rate graduation strongly suggests that a reduction from
present rate levels is more likely to increase revenue than to reduce it. As
Geoffrey H. Moore of the National Bureau of Economic Research noted in the -
American Economic Review, high taxes have “no doubt operated to reduce income
before taxes in the upper income groups.”® Simon Kuznets of Harvard Uni-
versity reached rmauch the same conclusion in his 1953 study, Shares of Upper
Income Groups in Income and Savings,* observing that, among other things, the
top 6 percent has incurred a marked decline in its share of total incvme. Let
me stress that steep progression has meant more than mere redistribution of
income; it has meant, I am convinced, reduction of income—the national fncome.
In other words, not only reduced income for the rich and hence reduced capital
formation, but reduced income thereby for the poor—for everybody.

It is not the rich, however, as people that we are primarily concerned about.
It 1s that in attacking the rich—foolishly, I may add—througb taxation, we have
somehow managed to hamper financially and psychologically the most produvetive
inventive, talented, and veturesome members of our society—the people who would
like to get rich. We have also forced many of these do’ers, builders, and job-
creators to divert 1nuch of their energy and talent to ways and means of out-
witting the tax collector, to cut back on their output, or to quit work entirely.
As the late Sumner Slichter of Harvard University remarked in 1942: “The tax
history of the United $tates in recent years has been fairly sensational. A
visitor from Mars would suspect that a Communist fifth columnist was writing
the laws for the purpose of making private enterprise unworkable.”

To be sure, Federal revenue needs are vast but this fact should not blind us to
the diminishing rate of revenue return on high graduated rates, -or to the
necessity for not succumbing to the elastic ethic that the end justifies the means.
For clearly there are different means to the same end of achieving the Govern-
ment’s revenue needs. Let us consider one of these means—a flat rate.

Economist Milton Friedman of the University of Chicago demonstrates that a
flat rate of 23.56 percent on taxable income as presently reported, defined, and
with presently allowable deductions would produce as much revenue as the
currently highly progressive rate structure of 20 to 91 percent. Indeed, argues
Dr. Friedman, this flat rate would yleld a greater revenue for three important
reasons: less tax avoldance, meaning less incentive to adopt legal but costly
schemes to reduce the amount of reported taxable income; less tax evasion, that
is less incentive to fail to report income that legally should be reported ; and less
disincentives to production and investment and hence to greater national income
and Federal revenue,’

Furthermore, graduation tends to blur into a theory of equalizatfon or semi.
equalization of income, or perhaps more exactly, a redistribution of wealth.
But redistribution assumes a standard of distributive justice different from the
standards of our market economy. It assumes that the market knows least and
Government knows best. But what is our market economy but the American
people, constantly and voluntarily adjusting the incomes of each and every one
of us, financially rewarding those who produce more and financlally penalizing
those who produce less? This democratic market system, this incentive system.
is precisely the means by which, I am convinced, we have become the richest
and freest people in all the world.

§ Geoffrey H. Moore, “Sccular Changes in the Distribution of Income,” American Economic
Review, May 1052, p. 542,

2 New York: Natlonal Bureau of Economie Research. 1953, pp. xxxv, xxxvi, 610, 6435,

Y “Capltalism and Freedom' (Chicago: Univereity of Chicago Press, 1962), p. 175,
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Even the Russlans seem to be catching on to this incentive idea—deviating
sharply from the Marxist-Leninist concept of from each according to his ability
and to each according to his need—for a recent issue of Voprosy Ekonomikl,
officlal perlodical of the Soviet Institute of Economics, disowns “petty bourgeols
eqalitarianism" and ¢xplains in an article:® - IR

“The many years of experlence in the organization of social labor uader
socialism have shown that equalitarianism is incompatible with the inlerests
of the development of socialist production * * *, In order tocreate the abundance
of products * * * the principle of personal material incentives to all personnel
# ¢ #'{g of major significance * * *, 1t i{s necessary to give industrial and insti-
tutional management the right to raise the salaries of persons showing maximum
initiative, capacity, and conscientiousness * * ¢, At the same time it 18 necessary
to improve the systemn of bonuses to managerial, enginesring, technical, and
office personnel.”

- Yet while the Russians seem to have learned the lesson of incentive remunera-
tion—of additional return for additional effort (the phrase is the President's,
as cited earller)—we seem to be moving in the opposite direction: toward less
return for greater effort, For, despite all the talk of the evils of heavy progres-
slon, the bill before you Increases the rate of progression betwecn the lower
bottom and top rates. The combined effect of proposed rate and structural
changes in H.R, 8363 provides a reduction of tax llability of 38.3 percent to the
lowest bracket, decreasing to a reduction of 26.2 percent for the $3,000 to $5,000
bracket, 19.9 percent in the $5,000 to $10,000 bracket, 16.4 percent in the $10,000
to $20,000 bracket, 15.1 percent in the $20,000 to $50,000, and 12.8 percent in the
$50,000 and ap bracket. Plainly, tax rellef at the lowest bracket is better than
three times that of the highest bracket. Indeed, some 1.5 million taxpayers
presently in the lowest brackets of taxable income are to be lopped off the rolls.
This is unfortunate, for part of the checks and balances in our democracy is not
only that each citizen has a share in our political direction but a share in the
cost of democracy.

At any rate, discriminatory treatment toward the middle and upper brackets
18, I belleve, shortsighted, for in the long run equal treatment for all brackets
would kave redounded to the advantage mainly of the lowest brackets as capital
formation accelerates.

In sum, while a flat rate may be the ideal, I believe that a realistic goal of the
committee should be a flattened curve of graduation, with a maximum rate of
50 percent.

: PART 2—DIVIDEND OREDIT REPEAL

In his 1963 tax message to the Congress, the President re¢ommended repeal
of both the $50 exclusion and the 4 perceunt credit., The House increased dividend
exclusion to $100 but repealed the dividend credit in two stages.

I believe dividend credit should be restored. Discrimination against equity
investment—and hence against capital formation—exists because dividend in-
come is the only income under our combined individual and corporate income
tax structure subjected to some degree of double taxation.

The main thing to keep in mind, it seems to me, is the impact of dividend
credit repeal on our tnvestment climate. Investment is the key to growth and
hence discrimination against investors amounts to discrimination against growth.
The proposal to raise from $50 to $100 dividend exclusion would cost the Treas-
ury an estimated $70 willion in lost tax revenue, but repeal of dividend credit
as it now stands would release some $370 million to the Treasury. Hence we
see that the investor group would be taxed an additional $300 million. Clearly
this makes investment less attractive and therefore is a step backward from our
goal of advancing economic growth—of improving the investment climate, of
equipping our economy for new jobs.

Repeal of the 4 percent dividend credit would tend to hdve one other distorting
effect on the investment plcture: This is the fact that the high corporate tax
rate has encouraged long-term corporate borrowing at the expense of equity
flnancing largely because of the full deduetibility of interest payments. To be
sure, the 4 percent credit has not apparently corrected the disproprotionate
share of corporate debt in total company £nancing, but this s probably attributa-
ble to the relatively small rellef accorded to investors. (Canada, in contrast,
has a $100 excluslon coupled to a 20-percent credit.)

In sum, the 4 percent dividend credit should be restored in H.R. 8363,

mﬂsguoted by First National City Bank of New York Monthly Economlc Letter, December
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PART 3—THE THEORY OF GROWTH THROUGH DEFIOITS . - !

As cited in the introduction to thig paper, the President and his Council of
Economic Advisers, through thelr program of tax reduction and structural re-
form, would stimulate consumption by those currently emplo¥ed in order to in-
crease aggregate demand, which in turn accorditg to them, would accelerate
capital formation and ptovide jobs for the unemployed. T .

To my way of thinking, however, the question remains whether thé problem
of the American economy is {nadequate demaund or inadequate capital formation.
I belfeve it is wholly the latter. And I belfeve that tax reduction to.stimulate
consumption via an increase in deficit-financed dollars is seif-defeating because
of the fmpact on inflation. Moreover, because of the critical nature of our bal-
ance of payments, resumed inflation could be an invitation to a dollar crisis.

Permit me to examine some of the implications of the administration’s ap-
proach. If capital formation is the source of growth, we must be concerned with
the rate of capital formation in the United States. The rate is not encourgging.
Economist Simon Kuznets has pointed out in his Natlonal Bureau of Economic
Research study, “Capital in the American Economy,” that net capital forndation
as & percentage of gross national product has been falling for a long time. The
fa'l has been from 14.6 percent of GNP in the period 1869-88 to 7 pércent of
GNF in 1946-55, measured in constant prices. It follows that the rate of saving
has similarly fallen off. 'Ironically, as the rate of saving has been falling, the
rate of technological advance has been, apparently, rising, with the result being a
relative shortage of capital and the shelving of many fruitful investment pro}-
ects—which could create jobs and more of the good things of life at less cost
for more people. As Dr. Kuznets observed, the persistent bottleneck in the ex-
ploitation of new technical knowledge as been the scarcity of capital funds. And
noting the U.S. population boom upon us, especially of new entrants into the la-
bor Yorce and of new family makers, he writes: “The demand for capital over
the coming two and a half or three decades is likely to be large.”*

Dr. Kuznets' data dealt with the situation as it had developed up to 1955,
before the contemporary slowdown in capital formation began. As indicated by
the amended table, it his data were projected through the intervening years,
they not only would confirm his thesis but would reveal an alarming extension
of the trend. In constant dollars, business expenditures for plant and equipment
dropped sharply back after 1957 and had not returned to the 1957 level at the
end of 1962, If such expenditures had increased at an annual rate of 4 percént
over these years, the total in 1962 would have been nearly $10 biilion greater, or
enough, I believe, to have heid the unemployment rate down to a much less dis-
turbing level.

To be sure, economists who hold that consumption is the right road to greater
growth and employment argue that there is overcapacity (eupnemistically, “‘eco-
nomiec slack”) in rallroads, textiles, steel, coal. lead, zinc, paper, timber, and so
on. It should be noted that overcapacity statistics are generally deficient, as the
Joint Economic Committee’s Subcommittee on Economic Statistics held in its
report last year on “Measures of Productive Capacity.,” (The subcommittee’s
d:gtinctlfn between “englneering” capacity and ‘“economic” capacity is sig-
nificant.

So I belleve the administration’s stress on overcapacity misses the point. For
the real point is not simply overcapacity, but the nature and causes of excess
capacity—the composition of capacity, the relative age and efficlency of plant and
equipment, and the cost structure, including wages, of output. Orvercapacity, in
short, seems to be a function of cost and, hence, of price. If cost and price
are excessively high—that is, high in the mind of the purchaser or the consumer-—
there will be but & partial sale or perhaps nosaleat all.

Baslcally, then, overcapacity 1s a matter of excessive costs leading to excessive
prices. Much of our overcapacity stems from marginal, high cost, obsolescent
plant and equipment. To an extent, the new equipment tax credit and the
Treasury’s accelerated depreciation schedules ameliorate this situation. . More
should be done on this score. .

Much of our overcapacity also stems from obsolete work practices and exces-
sive union bargaining power which raise the unit cost of production and lessen
effective demand. This latter problem, I krow, 1s not a direct legislative concern
of this committee; nonetheless, inasmuch as tax reform and demand-type tax
cuts have been made the fulerum for pushing back unemployment, I belleve

/
¢ New York: Natfonal Bureau of Economic Research, 1981, pp. 391, 450.
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;)t Isd a mistake to assign to tax measures, however important, such an exclusive
urden. .

That the administration has such a goal in mind, however, there can be little
doubt. Commenting on Dr. Walter W. Heller's appearance before the Senate
Labor Subcoramittee on Employment and Manpower, John D, Pomfret in a New
York Times dispatch of Octoher 28, 1963, commented as follows: “A chief eco-
nomie policymaker insisted today that the best attack on high unemployment
must be a tax cut to stimulate demand and thereby create jobs.”

Yet just what is the source of jobs, of employment? From where do wages
spring? Perhaps it seems too elementary to state that wage rates depend on
the marginal product and that, therefore, wages—and jobs—can only come from
productlon; that is, from solid production. Hence, wages are pald essentially
by customers; that is, consumers. In short, employers are but intermediaries.
In effect, they don’t pay wages, they don't create jobs; consumers do—If they
are wllling to pay what they consider a reasonable price.

But suppose the consumer won't pay what he considers too high a price for a
pair of shoes or a ton of coal. What then? Then employment turns to dis-
employmert to unemployment. In other words, in substantiglly insulating
trade unfons from competition, and thereby in aiding and abetting {n a cost-
price spiral, public policy has apparently given trade unions too much of a
seemingly good thing, with the result that trade unions have alt too often priced
many of their members out of markets, out of jobs. Worsening the problem
of hard core national unemployment, the wage floor was raised 15 cents in
September 1961, and was given yet another lift of 10 cents in September 1963.

Note two relatively slack industries in our economy : steel and coal. In both,
unemployment is quite heavy. In both, wage rates are quite high. Is this a
coincidence? I think not. I think the demand for labor is highly clastic.
Permit me to quote from Paul H. Douglas’ study, “The Theory of Wages,” in
which Senator Douglas offered some most interesting arithmetic: “If wages are
pushed up above the point of marginal productivity, the decrease in employment
would normally be from three to four times as great as the increase in hourly
rates so that the total income of the working class would be reduced in the ratio
indicated above.” ¥

At any rate, if I rightly understand the underlying theory of the adminis-
tration, it rests on the premise that an increase in the Federal deficit through a
tax cut will yleld a net addition to consumption: that is, total demand, for it
is abundantly clear that there is little officlal wish for ectual reduction in Federal
spending to accompany the tax cut.

Yet we must ask ourselves: Can demand be created out of thin air, out of
monetized debt? Or might not such a policy be self-defeating, defeated by the
inflation to which it necessartly gives rise? The answer appears to be that the
policy of debt monetization was long tried in the decade of the thirties to little
avail, for we still had over 10 million unemployed almost right up to Pearl
Harbor. Agaln, quite a number of our partners in the Alliance for Progress—
most notably Brazil—are case histories in the futility of persistent deht moneti-
zation. In fact, we have officially prevaile@ upon Brazil to stop inflating its
curr