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FOREIGN TRAVEL TAX

TUESDAY, JUNE 20, 19068

- U.S. SENATE,
CoMMITTER ON FINANGE,
Washington, D.C.

The committes met, pursuant to notice, at 10 a.m., in room 2221,
New Senate Office Building, Senator Russell B. Lonﬁ (chairman).

Present: Senators Long, Smathers (presiding), Williams, Carlson,
Bennett, and Dirksen.

Senator SataTuers, All right; the hearing will come to order,

This morning the committee l’)egins taking testimony on the Presi-
dent’s program to reduce the tourist gap in our balance of payments.
In 1967 American tourists spent nearly $4 billion abroad while foreign
tourists to this country spent only $1.8 billion, thus creating a deficit—
a gap—of more than $2 billion in the travel portion of our interna-
tional payments accounts. -~ .

H.R. 16241, the bill before us, is a considerably scaled-down version
of the legislation submitted to Congress back in January to narrow
the tourist gap. It extends the 5 percent tax—presently applicable only
to domestic air transportation—to international flights as well. It also
cutg back on the customs exemption for returning residents.

The controversial expenditure tax recommendation was rejected by
the House Committee on Ways and Means., So was the tax on water
transportation. The special 25-percent duty on purchases in excess of
the tariff exemiption was cut back by that committee to 10 percent. To
some, this feature of the bill creates a considerable incentive for
tourists to make large purchases of high-tariff articles while they are
abroad and bring them in under the special low tariff. This incentive
no doubt would ‘offset much of the balance-of-payments savings
expected from this bill. o ‘

would like t6 insert at this point ifi'the record a copy of H.R. 16241,
our press releases concemin%‘t 1is hearing, a staff summary of the bill,
and agency comments on the bill.

(The material referred to follows:)

1)
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= H. R. 16241

IN THE SENATE OF THE UNITED STATES

 Aram 10,1968
Read twice and referred to the Committee on Finance

AN ACT

To extend the tax on the transportation of persons by air and

© ® 1 O O B W B

to reduce the personal exemption from duty in the case of

' returning residents.

Be it enacted by the Senate and Houss of Representa-
tives of the United States of America in Congress assembled,
TITLE I—AMENDMENT OF INTER-

NAL REVENUE CODE

SEC. 101, TAX ON TRANSPORTATION OF PERSONS
(a) TAX oN TRANSPORTATION OF PERSONS. —-Sub-

oitapter O of chapter 83 of the Internal Revenue Code of '

1954 (relating to tax on transportation of persons by air)

is p.mended to read as follows:
II
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“Subchapter C—Transportation of Persons by Air
“Sec, 4261. Img;m"ih;en of tax on transportation of persons
S 4265 Specin e,
“SEC. 4261, IMPOSITION OF TAX ON TRANSPORTATION OF
PERSONS BY AIR.

“(a) AMOUNTS PAID WITHIN THE UNTTED STATES.—
There is hereby imposed upon the amount paid within the
United States for transportation of any person by air, within
or without the United States, & tax equal to b percent of the
amount so paid.

“(b) AmouNts Pam OUTsIDE THE UNITED
STATES.—There is hereby imposed upon the amount paid
outside the United States for transportation of any person
by air, but only if such transportation—

(1) begins and ends in the United ‘States, or
“ ( 2) is provuled pumumt toa hcket or order under
whmh the first transportatxon by air begms in the Umtod

" Btates, '

a tax equal to 5 percent of the amount so paid In the case

of any transportation by alr which i3 mtermpted by a
scheduled stopover in t.he Umted Stetes of ) hours of’ more,

such transportation befors the interruption and ‘to the j porhon
of such transportation after the interruption. -
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“(o) Smats, BrrrHS, ET0.—There is hereby imposed
upon the amount paid for seating or sleeping accommoda-
tions in connection with transportation with respect to which
a tax is imposed by subsection (a) or (b), a tax equivalent
to 5 percent of the amount so paid.

“(d) By WrOM PAm.—Except as provided in section
4268, the taxes imposed- by this section shall be paid by the
person making the payment subject to the tax.

“ (e) UNtTED STATES DEFINED.—For purposes of this
section, the term ‘United States’ means the States, the Dis-
triot of Oolumbia, the Commonwealth of Puerto Rico, and
the possessions of the United States,

“SEC. 4262, EXEMPTIONS.

“(a) OERTAIN ORGANIZATIONS.—The tax imposed by
section 4261 shall not apply to the payment for transporta-
tion or facilities furnished to an inteinational organization,
or any corporation created by Aot of Congress to act in
matters of relief under the treaty of Geneva of August 22,
1864, '

“(b) SMALL AIRCBAFT ON NONESTABLISHED
Lines.—The tax imposed by section 4261 shall not apply
to transportation, beginning and ending within the United
States (within the ineaning of section 4261 (e) ), by air-
oraft having—
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“(1) a gross takeoff weight (as determined under
regulations presoribed by the Secretary or his delegate)
of less than 12,600 pounds, and
“(2) a passenger seating capacity of less than 10

adult passengers, including the pilot, .
except when such aircraft is operated on an established line.
“SEC. 4263. SPECIAL RULES,

“(a) PAYMENTS MADE OUTSIDE THE UNITED STATES
FOR PREPAID ORDERS.—If the payment upon which tax
is imposed by section 4261 is made outside the United
States for a prepaid order, exchange oxder, or siniil‘a;order,
the person furnishing the initial transportation pursusnt to
such order shall collect the amount of the tax.

“(b) Tax Depvorep UroN Rerunps.—Every per-
son who refunds any amount with respect to a ticket or order
which was purchased without payment of tax imposed by
section' 4261 shall deduct from the amount refundable, to
the extent available, any tax due under section 4261 and
ghall report to the Secretary or his delegate the amount of
any such tax remaining uncollected. |

““(0) PaYMENT OF TAX.—Where any tax imposed by’
section 4261 is not paid at the time payment for transporta-
tion is made, then, under regulations préscribed by the
Secretary or his delegate, to the extent that such tax is not
collected under any other provision of this subchapter—
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“(1) such tax shall be paid by the person paying
for the transportation or by the person using the trans-
portation;

““(2) such tax shall be paid within such time as the
Secretary or his delogate shall prescribe by regulations
after whichever of the following first occurs:

“(A) the rights to the transportation expire;
or

“(B) the time when the transportation becomes
subjeot to tax; and

“(8) payment of such tax shall be made to the Sce-
retary or his delegate, to the person to whom the pay-
ment for transportation was made, or to any person
furnishing any portion of such transportation.

“(d) APPLICATION OF TAX.—The tax imposed by sec-
tion 4261 shall apply to any amount paid within the United
States for transportation of any person by air unless the tax-
payer establishes, pursuant to regulations prescribed by the
Secretary or his delegate, at the. time of payment for the
transportation, that the transportation is not transportation
in respect of whijch tax is imposed by section 4281.”

(b) TERMINATION OF EXEMPTIONS.—Sections 4292
(relating to State and local governmental exemptions) and

4294 (relating to exemption for nonprofit educational orga-
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nizations) of the Internal Revenue Code of 1954 are each
amended by striking out “or 4261”. Section 4293 (relat-
ing to exemptions for United States and possessions) of
such Code is amended by striking out “subchapters B and
C” and inserting in lien thereof “subchapter B”.

(6) CoNFORMING AMENDMENT.—Section 4291 of such
Code is amended by striking out ‘4264 (a),” and inserting
in licu thereof “4263 (a),”.

(d) ErrecTiVE DATE.—The amendments made by this
section shall apply with respect to amounts paid on or after
the 10th day after the date of enactment of this Act for
transportation beginning on or after such 10th day.

TITLE II—AMENDMENT OF TARIFF
SCHEDULES
SEC. 201. REDUCTION OF PERSONAL EXEMPﬂON OF CER-
TAIN RETURNING RESIDENTS,

(a) REpUCTION.—The "article description for item
813.31 of the Tariff Schedules of the Unitéd States (19
U.8.0. 1202) is amended— -

(1) by striking out “Articles not over $100 ‘(or
$200 in the case of persons arriving directly or indirectly
“from American S8amoa, Guam; or the Vitgin Islands of
thie United States, not miore than $100 of ‘which shall
have been acquired elsewhere than in such insular pos-

sessions) ”’, and
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(2) by inserting in lieu thereof “Articles not over
810 (or $100 in the case of persons arriving directly
from & contiguous country or directly or indirectly from
American Samoa, Guam, or the Virgin Islands of the
United States, not more than $10 of which shall have
been acquired elsewhere than in a contigiious country or
in such insular possessions) ",

(b) $50 PrrsoNAL ExeMrrioN ($200 PERSONAL

9 EXEMPTION IN CASE OF INSULAR POSSESSIONS) AFTER

10 OctoBER 15, 1969.—Effective with respect to persons arriv-

11

ing in the United States after October 15, 1969, the article

12 description for such item 818.31, as amended by subsection
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(a), is amended—

(1) by striking out the matter inserted by subsec-
tion (a) (2), and

(2) by inserting in lien thereof “Articles not over
$50 (or $100 in the case of persons arriving directly
from a contiguous country, or $200 in the case of
persons arriving directly or indirectly from American
Samoa, Guam, or the Virgin Islands of the United
States, not more than $100 of which shall have been
acquired in a contiguous country, except that not more
than $50 of such $100 or $200 shall have been acquired

-elsewhere than in a contiguous country) ”.
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1 SEC. 202. ARTICLES IMPORTED T~OR NONCOMMERCIAL
2 USE.

3 (a) RATE oF Duty.—Part 6 of schedule 8 of the Tariff
4 Schedules of the United States (19 U.S.C. 1202) is amended
5 by inserting before item 870.10 the following:

“ - Subpart A.—~Noncommercial
Importations
Subpart A headnote:

1. For the purposes of this aubpart—
(a) The rates of duty for articlee
provided for in this subpart shall be
assessed in lieu of any other rates of
duly except free rates of duty onsuch
articles. )

{b) Any article dutiable under item
869.05 shall be exempt from the pay-
ment of any internal-revenue tax fm-
poeed upon or by reason of importa-
tion.

Articles not intended for sale or other com-
mercial use:

1869. 00 If accompanying a person arriving in
the United States and valued in the
aggregate (exclurive of duty-free
articles) not over $500............ 10% of tair | 109 of fair
retail retail
value value
1869. 05 If imported in the malls fn any pack-
age containing articles valued in the
aggregate (exclusive of duty-free
articles) not over $10 fair retail
value....... Cererrensesesnarenee $1 per 81 per
package package
{869. 10} Other articles in any shipment
{whether imported in the mails or
otherwise but not accompanying a
person arriving in the United
States) containing articles valued
in the aggregate (cxclusive of duty-
free articles) not over $250........] 10% of fair | 10% of fair
retail retail
value value
Subpart B.—Other Provisions v
6 (b) ConrorMING AMENDMENT.—The headnote for

7 schedule 8 of the Tariff Schedules of the United States is
8 amended by inserting “ (other than of subpart A of part 6)”

9 after ““schedule” the first place it appears therein.



10

9
SEC. 203. EFFECTIVE DATE.

The amendments made by sections 201 (a) and 202 shall
apply with respect to persons and articles arriving in the
United States on or after the 10th day after the date of the
enactment of this Act.

R e W N =

Passed the House of Representatives April 4, 1968.

Attest: W. PAT JENNINGS,
Clerk.

RUssELL B, LONG, OHAIRMAN, ANNOUNCES COMMITTEE HEARINGS ON
FOREIGN TRAVEL TAX

Senator Russell B. Long (D., La.), Chairman of the Senate Finance Com-
mittee, today announced that on Wednesday, May 282, the Committeo will begin
publio hearings on H.R. 16241, the Administration bill to impose an excise tax
on overseas afr transportation tickets and to reduce the customs exemptions
for returning residents and foreign gifts received through the mails.

The Chairman recalled that this bill was an important part of the President’s
program to reverse the unfavorable trends in this country’s balance of pay-
ments. He indicated that the Committee desired to consider this legislation
before the 1968 tourist seasons begin so that persons planning to travel abroad
would know in advance what Federal tax liabilities their travel might entall,
and the extent to which reductions in the customs exemption might affect them
on their return.

Senator Long also reported that statements would be received by the Com-
mittee with respect to those features of the House passed bill deleting the pre-
sent exemptlon (from the domestie air transportation tax) for travel furnished
to state or local government units or to nonprofit educational organizations.

Leading off the hearing for the Administration will be the Honorable Heary
H. Fowler, Secretary of the Treasurcy. Public witnesses are expected to be heard
beginning Friday, May 24.

Those desiring to participate in this proceeding should make their request to
Tom Vail, Chicf Counsel, Commitice on Finance, 2227 New Senate Office Build-
ing, no later than Monday, May 20. All statements should include a summary
sheet and subject heading. Statements to be presented orally should be sumitted
to the Committee the day before the witness is to testify. Chairman Long urged
persons desiring to contribute written statements to submit them no later than
Wednesday, June 5, 1968.

HEARING ON FOREIGN TRAVEL TAx BrIrr, POSTPONED

Senator Russell B. Long (D., La.), Chairman, Senate Committee on Finance,
today announced that pudlic hearings on H.R. 16241, the Administration bill to
impose an excise tax on overseas air transportation tickets and to reduce the
customs exemptions for returning residents and foreign' gifts received through
the mails, originally scheduled to begin on May 22, 1068, are being posiponed.

The Obairman advised that these hearings will be held at a later date and
that an announcement of the new schedule would be published as scon as the
new dates are determined.

HEARINGS ON FOREIGN TRAVEL TAX BILL RESOHEDULED BY FINANCE COMMITTEE

Senator Russell B, Long (D., La.), Chairman of the Senate Finance Com-
mittee, today announced that on Tuesday, June £5, 1968, the Committes would
begin the first phase of pudlio hearings on H.R. 16241, the Administration bill
to impose an excise tax on overseas air transportation tickets and to reduce
the customs exemptions;for returning residents and foreign gifts received
through the mails. During this first phase of the hearing, the Honorable Henry
H. Fowler, Secretary of the Treasury, will present the case for the legislation.
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Pudlic witnesses who will be heard by the Committee will testify at a later
phase of the hearing, the data of which is to be announced at a subsequent time.
Senator Long urged those desiring to participate in this proceeding who have
not already done 80 to make thelr request to Tom Vail, Chief Counsel, Committee
on Finance, 2227 New Senate Office Bullding, no later than Tuesday, June 25, 1968.

Starr SumMAry oF H.R, 16241 aAs Passep By THE House or Rep-
RESENTATIVES—TAX ON FoORrREIGN ATR TRANSPORTATION AND REDUC-
TI0N IN CusToMs EXEMPTION FOR RETURNING RESIDENTS

EXCISE TAX CHANGES MADE BY THE BILL

1, Ta» on foreign air transportation—At present the 8 percent U.S.
excise tax on air transportation applies only to domestic travel. Even
with respect to domestic travel, however, special rules exempt the over-
seas portion of flights to Hawaii and Alaska. Moreover, the tax does
ﬁqt apply with respect to travel between the mainland and Puerto
i

co. -

Under the Houss bill, this § percent tax would apply to foreign as
well as domestic travel and the special rules relating to Alaska, Ha-
waii, and -Puerto Rico would be terminated. Under the bill, the tax
would apply (regardless of destination) to all air transportation origi-
nating in this country.

2. State and local government officials.—The present law includes
an exemstion from the tax on air transportation for transportation
furnished to State and local governments and to nonprofit educational
institutions.

The House bill would delete these exemptions.

3. Other exemptions.—Present law also contains exemptions from
the air transportation tax for,

a) Certain commutation travel.
b) International organizations.
0) The Red Cross. :
) Certain travel by military personnel at rates not more than
2.5 cents per mile,
e) Air taxi service. ,
U.S. Government. ~

The House bill would retain the special exemption for international
_ organizations, the Red Cross, and air taxi services, but repeals the

other exemptions. :

4. Effeotwe date—The amendments made by the House bill svould
agply with respect to amounts paid on or after 10 days after the date-
of enactment of the bill for transportation beginning on or after 10
days after enactment.

CUSTOMS CHANGES8 MADE BY THE BILL

L. Tariff exemption {o_r returning residents—Under present law resi-
dents returning to this country from abroad are genmtted to bring
souvenirs, gifts, and other articles free of U.S. tariff if the retail value
of these articles does not exceed $100, If they return from the Virgin
‘Islands, the customs ezgem{)tion 18'$200, of which at least $100 must
have been acquiréd ifi the Islands. . :
The House bill makes the followlipdg chanﬁes :
(a) U.S. possessions.—It reduces the $200 customs exemption
for residents returhifig from the U.S. possessions to $100..
(b) Oanada and Memico—It retains the $100 exemption for
residents returning from Canada and Mexico.
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(0) Elsewhere.—It reduces the $100 exemption for tourists re-
turning from any other country to $10. o

Tl})eése modifications in the present law would apply until October
15, 1969.

Thereafter, the $200 exemption for residents arriving from the Vir-
gin Island Guam, or American Samoa, would be restored. The $100
exemption for those returning from Canada or Mexico would be con-
tinued. Finally, the $10 exemption for tourists returning from any
other country would be increased to $50. These exemptions would be
permanent. )

2. $10 gift ewemption—Under present administrative practice, gifts
from abroad valued at not more than $10 are entered duty-free. In
addition, gifts from servicemen serving in & combat zone are duty-free
if they are valued at not more than $50.

The bill as passed by the House terminates the $10 gift exemption
and provides that gift packages valued not over $10 are to be dutiable
at a flat rate of $1 per package. (In addition to this, the Post Office
Department will continue to assess a special charge of 50 conts for each
package for which it collects a tariff for the customs service.)

8. Noncommercial importations—The bill as passed by the House
also adds two new features to the customslaw:

(a) Accompanying the returning resident.—The first of these
changes provides for a tariff of 10 percent to be applied to articles
valued not over $500 wholesale ($700 retail value) which accom-
pang the returning resident.

(0) Not accompanying the returning resident.—The second of
these changes imposes a 10 perceht tarif on articles valued up to
$250 wholesale ($350 retail value) imported by a returning resi-
dent but not accompanying him.

The tariffs would be in lieu of the regular duties to which the im-
ported merchandise would be subject under the tariff schedules. How-
ever, they would not appliy to duty-free articles. In determining the
$500 and $250 ceilin]gs only the value of articles in excess of the cus-
toms exemption would be counted.

4. Effective date—The amendments to the tariff schedules brought
about by these changes would take effect on the 10th day after
enactment.

Acenoy CoMMENTS

THE GENERAL COUNSEL,
Po8T OFFICE DEPARTMENT,
Washingion, D.0., June 24, 1968,
Hon. RusseLL B, LoxNg,
Ohatrman, Oommittee on Finance,
U.8. Senate,
Washington, D.C.

Dear Mg, OHAIRMAN : This 1s in response to your request for a report on H.R.
16241 which is now pending before your Committee,

Sectlon 202(a) of the bill would impose upon articles not intended for sale
or other commercial use when imported in the mails a duty of $1.00 per package
when the falr retail value Is not over $10.00 and 10% of the fair retail value
for articles valued in the aggregate at not over $250.00.

We endorse the purposes of H.R. 16241,

The provisions cited would result in substantial additional work for the
Postal Service. However, this should not present an obstacle to the enactment
of this legislation, since it may be assumed that adequate provision for funding
this work will be made at a later date,

Due to the urgency of your request we have been unable to secure the views
of the Bureau of the Budget on this report.

Sincerely yours,
TruorgyY J. MAY.



18

CoMPTBOLLER GENEBAL OF THE UNITED STATES,
Washington, D.C., June 28, 1968.
B-164701
Hon, Russern B. Long,
Ohairman, Committee on Finance,
U.8. Senate.

DeAR MR. CHAIRMAN: We are furnishing our comments and views on H.R.
16241 pursuant to your staff’s informal request of June 24, 1968.

H.R. 16241, as passed by the House, would amend several sections of the
Internal Revenue Code concerning the tax on payments for the transportation
of persons by air and would reduce the personal exemption from duty in the
case of returning residents. We are prlmarlldy interested in Title I of the act, and
particularly in paragraphs (b), (¢), and (d), the latter beginning at line 22 of
page 5 and ending at line 12 of page 6.

As explained in House Report No. 1264, accompanying H.R. 16241, the present
law provides a series of exemptions from the five percent tax on payments for
the transportation of persons by air, including payments for transportation .
furnished the United States. The House Committee did not consider it appropri-
ate to continue special exemptions for the United States as well as State and
local governmental subdivisions and educational organizations “gince the use
of the alrway facllitles in these cases is relatively limited” and “there would
appear to be no reason why these governmental and other organizations should
not pay for thelir share of the use of the airway facllities.”

It is further explained in House Report No. 1264 that H.R. 16241 extends the
existing five percent tax on payments for the transportation of persons by air
to all air travel purchased in the United States, Thus, the five percent tax is
to apply not only to amounts paid for air travel within the United States, but
also to payments for travel between the United States and other countries,
including U.8. possessions and Puerto Rico. This would mean that most of the
funds used by Government departments and agencles for air transportation,
including large sums expended annually by the Mllitary Airlift Command under
contract arrangements, would be subject to the five percent tax.

Before the passage of the Revenue Act of 1943, 568 Stat. 21, payments made
for transportation eervices furnished the United States were, by express statu-
tory provision, exempt from the tax, Section 307 of the Revenue Act (58 Stat. 64)
terminated this exemption but provided that the Secretary of the Treasury could
thereafter authorize exemption in certain circumstances, Pursuant to this author-
ity the Secretary issued e« regulation authorizing exemption from the tax when
the transportation services were performed for the United States under Govern-
ment bills of lading or Government transportation requests, 26 CFR, 1856 Supp.,
page 109, note following section 143.16 correcting 1949 edition. Consistent with
these developments was the specific exemption from Federal taxes vided by
statutes creating certain agencies or instrumentalities of the United States, such
as Home Owners' Loan Corporation, Reconstruction Finance Corporation, and
others, which were held to be unaffected by the termination provisions of section
807 of the 1948 act. Miscellaneous Tax Ruling 21, Internal Revenue Bulletin 1844,
page 594.

In the absence of an express provision in the statute to the contrary, a Federal
tax statute is ordinarily construed as not imposing a tax on the United States
for it is presumed that the United States will not tax itself. Under the present
language, of the proposed legislation, if Senator Bennett's amendments of June 8,
1068, are not adopted, the presumption would clearly be overcome, and the United
States would be required to pay the tax on the payments for passenger trans-
portation services via air carriers. )

Senator Wallace F. Bennett's proposed amendments to H.R. 16241 would
reinstate references to certain mandatory exemption provisions in 26 U.8.0. 4292
and 4204 it would also reinstate the discretionary authority now given to the
Secretary of the Treasury in 26 U.8.0. 4203 as to the granting of exemptions from
the transportation tax provisions of 26 U.8.0, 4261.

As indicated above, the exemption authority exercised by the Secretary of
the Treasury was first included in section 807 of the Revenue Act of 1048, 58 Stat.
64; such authority has continuved to the present day. Public Law 87-508, June
28, 1962, 79 Stat. 114, removed the applicabllity of the ten percent tax on the
transportation of persons by rall, motor vehicle, or water, and reduced the ten
percent tax on payments for air transportation of persons to five percent. The
termination date of this tax has been extended from year to year. Until the
present time, no consideration has been given to termination of the transporta-

93-948 0—68—pt. 1—2
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tion tax exemption authority placed in the Secretary of the Treasury as to air
carrier services furnished the United States.

While we express no opinion as to the propriety or desirability of discontinuing
the transportation tax exemptions provision in favor of State and politleal sub-
divisions and nonprofit educational organizations, we are firmly of the view that
the transportation tax exemption authority prescribed in 26 U.8.C. 4203 should
not be removed insofar as Federal government travel is concerned. We belleve
strongly that Senator Bennett's proposed amendment would best serve the in-
terests of the United States. Since the transportation tax base would be materially
broadened by H.R. 16241, the consequences of the exemption authority cancel-
latlon are more disturbing from an administrative and budgetary point of view
than they would be under present conditions. If the United States did not pres-
ently have the benefit of the exemption allowed upon use of the Government
transportation request as the procuring instrument, or under other special exemp-
tions granted by the Secretary of the Treasury in speclal cases involving payments
of appropriated funds, a substantial amount of the procurement cost would be
represented by the five percent tax, .

We do not have any precise figures at this time on the money that would have

- been pald for taxes if the present law did not include the exemption authority.
However, we are able to estimate what additional funds for the five percent tax
payments would have been budgeted anl appropriated for the afr transportation
services furnished the United Sta(;a for the flscal years 1967 and 1968 in the
event provisions of law similar to those now contained in H.R. 16241 were In effect.

For these filscal years the records available in our audit indicate that the
United States spent or will spend about $540,000,000 for air passenger transporta-
tion that would have been taxable if the present provisions of H.R. 16241 were
effective. Of this amount $325,875,000 represents payments for scheduled and
charter flights for which U.8. Government transportation requests are used. The
remainder of the total outlay, $214,125,000 i{s for air fassenger transportation
furnished under contracts negotiated by the Miiitary Alrlift Command, Applica-
tion of a five percent tax on those payments, totaling $540,000,000 produces &
tax liability of $27,000,000 for two years. This is obviously a large amount of
money that could be kept in the Treasury or diverted to other projects, rather than
appropr::ted, obligated, paid, and returned to the Treasury in the form of tax
payments, »

Apart from the advantage of avolding the need for appropriations to cover
the taxes in the amount of $18,600,000 per fiscal year, or some different figure
(we understand that the monetary value of Military Airlitt Command alr pas-
senger contracts recently awarded has increased by $33,5658,000 over that con-
tracted for the fiscal year ending June 30, 1968), depending on the transportation
procurement programs ahead, retention of the existing exemption authority
in 28 U.8.C. 4208 and the preservation of the regulatlons requiring issuance
of the Government transportation request as & condition precedent to exemption,
would result in other clear advantages.

While transportation tax collections certainly would distinctly increase if
the coverage of the five percent tax were enlarged as proposed, the collections
would eventually have to be returned to the Government agencles in the form
of equivalent appropriations, Considerable paper work and other administrative
detall, in addition to budgetary preparations, would pe generated and would
add significantly to the cost of Government operations. Accounting procedures
would be complicated by the necessity of segregating tax payments from the
basic transportation payments.

One incidental feature of QGovernment passenger transportation procurement
under present conditions is the need for use of the U.8. Government transporta-
tion request as the qualifying instrument for an exemption from the tax. Use
of the distinctive standard form enables petter control over purchase of air
transportation services; it helps insure that services for which Treasury money
is expended will be obtained from American flag alr carriers. Relaxation of
the requirement for use of the Government transportation request might tend
to lead to greater use of forelgn flag air carriers for Government passenger
transportation and thus impair the Government's balance of payments position.

We urge that Senator Bennett’s amendments of June 8, 1088, at least insofar
as they affect air passenger transporntation procurement for the account of the
United States, be adopted.

Singcer ours,
ely ¥ FraNk H., WEITZEL,

Assistant OQompiroller General of the United States.
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Senator SmaTHEeRs. We are pleased to have as our witness this morn-
ing the Honorable Henry H. Fowler, the Secretary of the Treasury,
who is accompaiiéd by his strong right arm, Assistant Secretary
Stanley Surrey. .

Mr. Secretarxy, and Mr. Surrey, I hope you can give us your judg-
ment on those features of the House bill which rescind the exemption
from the air transportation tax for State and local officials and officials
of nonprofit educational institutions and any other comments which
you caré to make, :

You may proceed.

STATEMENRT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY; ACCOMPANIED BY STANLEY S. SURREY, ASSISTANT
SECRETARY OF THE TREASURY ~

Secretary FowLer. Mr. Chairman, and members of the committee, I
appreciate very miuch this oﬁ“p”oftﬁﬁity to appear before you to dis-
cuss the bill, H.R. 16241, a bill containing a portion of the administra-
:;lioi‘xi‘m’? recommendations for dealing with our foreign travel payments

efioit.

Now, these recommendations are & part of the overall program set
forth by the President in his January 1 message on balance of pay-
ments, In view of the statement by the chairman that the House Com-
mittes had rejected the feature on travel expenditure taxes I believe
I should refer the committee to the report of the House committee in -
which it said: :

Your committee on this bill takes action on the 1st and 3d of these items
closely approximating the recommendations received from the administration.
It decided to defer action on the foreign travel tax, however, for further con-
sideration, along with measures related to improving our trade balance to which
the President referred in his January 1 announcement. .

In the interest of maintaining accurate relationships between this
committee and its sister committee on the other side, I merely note that
my interpretation of their action is not to reject it but merely to defer
action on it, : :

Senator SaratHers. Mr. Secretary, it has been our observation on the
Finance Committes that when the Ways and Means Committee de-
ferred something, for all practical purposes, so far as we were con-
cerned, it was rejection. : '

However, in this instance we are happy to have your interpretation
and, if I understand it, you are going to recommend the expenditure
tax again anyway{ ~

Secretary Fowrer, I have had some recent experiences, Mr. Chair-
man, which indicated that deferment by the House does not always
mean ultimately final rejection; so it is in that spirit that I come be-
fore you this m‘orning to bring up not only the elements of the bill that
have been approved by the House but also to take note of the elements
of the proposals on which there has been a deferment.

I, THE BALANCE-OF-PAYMENTS PROBLEM

I do think, however, before disoussing the details of this legislation,
and our recommendations in this area, I should try to place this meas-
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ure in perspective by reviewing with you our overall balance-of-pay-
ments program,

I have had distributed to you in the envelopes up there a copy of
the so-called Treasury Blue Book entitled “Muintaining the Strength
of the United States Dollar in a Strong Free World Economy.” This
book, issued earlier in the year, attempts to develop, in thie light of the
various sections of the President’s January 1 message, what has been
done, what is being done, and what should be done to bring 6ur bal-
ance of payments into equilibrium aiid keep it there in all of the various
phases of our international accounts that importantly affect our bal-
ance of paynients,

You are all familiar, I am sure, with the fact that the payments
deficit for the year 1967 was almost $3.6 billion, and in the final quar-
ter of the year exceeded $1.8 billion, which would represent a deficit
of over $7 billion on an annual basis, These deficits, this one and pre-
ceding ones, together with devaluation and difficulties of the British
pound, the other reserve currency, have led to intense gold speculation
and doubt about the survival of the international monetary system as
‘we know it. -

On January 1, President Johnson set forth an action Program to
deal with our balance-of-payments problem, as a national and inter-
national responsibility of the highest priority, This program stressed,
as the first order of business, the urgent need for enactment of a tax
surcharge which, coupled with expenditure controls, would help to
stem the inflationary pressures threatening both our economic pros-
perity and our trade surplus. This fiscal package, now happily becom-
ing law this week,.is the keystone of our progtam to correct the bal-
ance-of-payments problem. I want to say I am very grateful to the
members of the committes and Members of the Senate and Congress
for the action taken. I think we all feel n good deal better this week
than we have for some time about the basis of our financial position,

In any discussion of the balance-of-payments problem we cannot
overlook the other features of the President’s “first line of defense of
the dollar.” It is of unquestioned importance that business and labor
work together to make effective the voluntary program of wnge-price
restraint and to prevent work stoppages that will adversely afiect our
foreign trade.

In addition, the President’s program called for a number of both
temporary and long-range measures directed at the improvement of
specific sectors of our international payments account, and in this blue
book there is a separate chapter devoted to each one of the segments of
the problem, the so-called five-part program.

ese specific measures included a five-part program designed to
achieve near equilibrium in our balance-of-payments deficit this year
by calling upon each mu;or segment of our economy importantly in-
volved in the balance of payments to make a contribution to this
savings target. This program asked :

American business to reduce its outlays for direct investment abroad
by $1 billion, under a new mandatory program to be administered by
the Commerce Department;

Banks and other financial institutions to reduce foreign lending by
$500 million, through a tightening of the voluntary restraint program
administered by the Federal Reserve Board ;



17

The American people to reduce their oversea travel expenditures by
$500 million, on the basis of the President’s request for voluntary de-
ferral of nonessential travel plus legislation to help aclieve a reduction
in travel expenditures by those who do travel ;

Government to reduce or offset its expenditures overseas by $500
million, through specific action programs assigned to tho Secretaries
of State, Treasury, and Deofense and the Director of the Budget; and

For prompt cooperative action through consultations with our
tradin% partners to minimize disadvantages to our trade, or appro-
priate legislative measures, to realize a $500 million iniprovement in
our trade surplus,

It is the travel portion of this immediate direct action program,
which at this time requires legislation, In the other sectors, the
measures called for have been instituted and are underway,

Thus, for business, the mandatory restraints on direct investment
have been in operation under Commerce Department regulations since
January 1 and have, during the first quarter of 1968, already had a
sizable favorable impact on our balance of payments,

For banking, the Federal Reserve Board restraints on foreign
lending wers, similarly, issued and offective on January 1. Major prog-
ress has already been made toward achievement of the goal under this
program, with a decline of about $350 million (scasonally adjusted)
during the first quarter of this year in commercial bank claims on
foreigners,

The Government has taken action on each of the three specific steps
io reduce expenditures abroad listed by the President in his Jantuary
message: e

Discussions with a number of countries in both Europe and Asia‘to
find various ways to reduce the foreign exchange costs of maintaiviiig
our troops abroad are already well underway.

An initial program for a 12-percent reduction of oversea staffs, that
is QGovernemnt employecs, by the end of 1969, together with a further
tightening of Government. travel abroad, was put into effect on March
30; and a second-stage effort to achieve even further reductions, pri-
marily in the larger oversea missions, is underway.

The Department of Defense is examining a series of possible specific
measures to reduce further the foreign-exclmnge imgact of personal
spending by U.S. military personnel and their dependents in Europe,
which are importantly related to civilinn tourist travel.

Iet mo just say here, gentlemen and members of the committee, that
the Department of Defenso has in mind certain measures that can be
instituted in this regard, but it is awfully difficult for them to im
on the families and dependents of our soldiers overseas restrictions
when nothing literally is being done about the major part of the prob-
lem whicl involves the civilian tourist population.

In addition, the President, on January 11, directed AID to reduce
i);g;siea olxpenditures in 1968 by a minimum of $100 million below the

evel, ‘

For trade, the President’s igecial trade representative, Ambas-
sador Roth, hias headed an offor by many of our oversea missions to
explore actively with our major trading partners possible immediste
as well as longer term cooperative actions to contribute toward im-
provement in our trade surplus. Ambassador Roth has reported on
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these discussions in the current hearings before the House Ways and
Means Committee, .

A working party in the GATT, the General Agreement on Tariffs

and Trade, has now been instituted at U.S. initidtive and is now en-

in an examination of existing provisions dealing with border-
tax adjustments and their effects on trade, looking to the development.
of a program designed to remove or minimize any significant disad-
vantage to U.S. trade that results from the existing GATT provisions
and the tax systems of olir principal trading partners,

In other words, action on each of these parts of the President’s
balance-of-payments program is well underway. The one remaining
aspect of the })rogra‘m is the travel area where the goal is to reduce
the balance-o -ipuyments doficit by $500 million, H.R. 16241 repre-
sents a beginning—modest as it may be—of the action required to
effect an immediate reduction in the outflow of dollars, A long-ranﬁe
%ro am of a differont direction, to increase foreign travel to the

nited States and thereby offset our expenditures abroad, is already
well underway havinias its cornerstone the recommendations of a
task force headed by Ambassador McKinney. I should like to file a
copy of the report of that task force which undertook this work early
gl&ss year and submitted its report to the President on February 15,
 There is in the envelope in front of you this document which I héld
in my hand which is entitled “Report to the President of the United
States from the Industry-Government Special Task Force on Travel.”

Lot me say here that we all feel that one very important and essen-
tial part of dealing with the travel problem is the encouragement of
foreign tourism in the United States. I just don’t think we are going
.to be able to cope at all adequately with this problem unless a great
deal more is done in both the private and the public sector to make at-
tractive and inviting the spending of tourist dollars from abroad in
the United States. .

We have made some progress in this area in recent years, and the

res that will be cited later will show it. But there 1s still a great
deal that could be done that is not being done by all of the elements
that affect the travel picture, and I believe that the report of this
task force, which was constituted by and large from the areas of the
B:n_vate sector that are most familiar with the tourist problem, I
lieve the discussion of these recommendations by Government and
the private sector alike will make a ve?/ substantial contribution,
and we are all grateful to the task force for undertaking it.

II. CONTINUING NEED FOR FULL IMPLEMENTATION OF THE JANUARY
PROGRAM

However, events since the beginning of the year have confirmed
that the President’s full action program is needed to help bring our
balance of payments to equilibrium, to maintain confidence in the
dollar, and to stabilize the international monetary system.

Our balance-of-payments deficit, sorely affected by the fall-off in
our trade surplus, ran at too high a rate in the first quarter, The first-
quarter results released on May 14 show a liquidity deficit of $600
xg}i}llon, seasonally adjusted, equivalent to an annual rate of $2.4

illion.
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This does show, I am haPpr to say, & quick and quite substantial
recovery from the extremely high d totally unsustainable rate of
deficit which we suffered in the last 3 months of last year.

However, continued effort is necessary to advance us further toward
our vital goal of sustainable equilibrium. Although we made notable

ins in the first quarter, these were mainly due to a number of

ctors in our capital accounts as distinct from our current account.
"Thege included: .

(1) A sharp reduction in bank lending and large sales of special
corporate bonds to foreigners, in connection with the Federal Reserve
and Commerce programs; | ) |

(2) Foreign net purchases of U.S. corporate stocks which amounted
to about $275 million, approximately maintaining the same postwar
record rate averaged during the last half of 19673 and .

(8) One la{)ge known transaction, classified as foreign direct invest- -
mgﬂit, in the United States, involving an inflow of slightly over $200
million.

We certainly cannot rely only on improvement in the capital ac-
counts to restore equilibrium in our balance of payments—we must
look to the achievement and maintenance of a substantial merchan-
diso trade surplus as an essential cornerstone of our balance of pay-
ments. However, during March, in particular, and for the first quarter
of this year, as a whole, oui* performance on trade account has been
very poor—reflecting the crucial importance of the tax increase ex-
penditure reduction measure to curb domestic inflationary pressures
and the excessive inorease in imports that characteristically accom-

anies an excessive rate of growth in our economy. Our trade surplus

or the first quarter fell to an annual rate, after seasonal adjustment,
of only slightly over $400 million——comgamd with a $1.8 billion
annual rate based on the final quarter of 1067, and a $4.2 billion
annual rate based on the three (i)recedin quarters of last year.

On other fronts also, events uring,t e interim since January 1,
have further underlined the reality of the threat to our dollar which
was feared at the beginning of the year, From February 7 to March
20, 1068, we experienced & period of intense speculation in the foreig
exchange and gold markets of the world, During this period, the
Treasury Department transferred a total of $114 billion in gold to the
excliange stabilization fund in order to replenish its working balances
and comglete the settlement of the U.S. share of the losses experienced
by the gold YOOL :

These gold losses clearly indicated the concern held by foreigners
as to this country’s persistent balance-of-payments deficit. The situa-
tion threatened to bring about serious difficulties for the world’s entire
financial structure, with accelerating interest rates and the choking off
of credit availabilities beginning fo spread from the internationsl
money markets into domestic markets.

The impact of this monetary crisis was felt not only by bankers and
finance ministries of the world, the American traveler also was di-
rectly affected. For example, over the period of March 14~thv6th
March 18, many American travelers experienced considerable difficulty
spending or converting their dollars at the hotels, restaurants, and
banks of Europe. Whenthey were permitted to convert, it was frequent-
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1{;1 at a large discount. Thus, some American travelers were getting
only—
Ninety-four cents for a dollar in Paris.
Ninéty-six cents for a dollar in Italy.
Eighty cents for a dollatr in Germany. ) _
I would venture to say that these Americans who experienced the di-
rect effect of a lack of confidence iii the dollar, for a very shont period,
I might say, would welcome, if not insist upon, immediate measures
to insure that their dollars are not so threatened again. _
Fortunately, as a result of the meeting, on March 16-17, of the gold
pool central bank governors in Washington, decisions were made and
action was taken to restore order to the financial markets. However.
the cost of those 8 weeks of speculative activity in terms of our loss of
gold and in terms of thé strain o the international monetary system
was severe. The steps that have been taken—-while representing an
effestive solution for the immediate problem—will not guarantee
against a repeat performance in the futyre, We can onlY protect against
further attacks on the déllar—and, through it, the world monetary sys-
tem—Dby striking at the root of the problem—the persistent imbalance
g\ world payments, with a deficit in the United States and a surplus in
urope.

III, FOREIGN TRAVEL AND THE U.8. BALANCE OF PAYMENTS

Foreign travel expenditures are a major contributor to the balance-
of-payments deficit and a comprehensive program to close the deficit
would be incomplete and out of balance were travel omitted. In 1967
alone, a record number of Americans traveling outside the United
States spent $434 billion, an increase of 17 percent over the previous
'yl"ear. These expenditures involved a foreign exchange cost of $4 billion.

he difference between the $4 billion and the $434 billion is that some
of that travel expenditure was on our own carriers, our planes, and
whatnot and came back to us,

Senator SmatrErs. May I ask you & simple question, simple in terms
that I ought to know the answer, but how are you able to determine
exactly what the Americans who traveled overseas spent? You know
what they spent for their tickets but how do you know what they spent
overseas

Secretary Fowrer. Those figures come to us from the Department
of Commerce. They are b on sample surveys made periodically
from returning travelers. They represent a sampling of returning
travelers and travel groups and eliciting from them on a questionnaire
basis from ¢ime to time their approximations of what is spent.

Receipts from foreign visitors to the United States last year came to
only $1.9 billion, leaving a deficit of about $2.1 billion.

In fact, for the period 1961 through 1967, the total foreign payments
for international travel—about $21 billion—were nearly as great as
the total foreign exchanfe costs—$22.9 billion—of ouir military ex-
gendltures abroad, including the foreign exchange costs of the war in

outheast Asia. In other words, the balance-of-payments costs of our
foreign travel have been equivalent to the balance-of-payments costs
of our national security to the extent it de[ﬁmds upon the 6perations
or presence of our military forces outside the United States.
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We hear a_great deal in some quarters about ending the war in
Southeast Asia or brin%ing U.S, mtlitar{ forces home as a means of
reducing our balance-of-payments deficit. We also hear a t deal
about reducing our forces in Western Europe because of their foreign
exchan%? costs. I am not here today to debate these issues. I am here
to say that the Government which adopts a program of doing what-
ever it can, consistent with national security, to reduce or neutralize
the foreign exchange costs of our military operations overseas, must
similarly tackle the problem of travel expenditures when our balance
of payments is still in & serious state of chronic deficit. L

n order that members of the committee can see this problem in the
averall perspective, I also had included in the envelpes in front of
youa s%icture of the U.S. balance of payinents tiifiinlative 1961 through
1967 showing the debit, credit, and net costs in each of the major ele- -
ments which go into our balance of payments, and I come to that as-
pect now as it relates to tourism.

U.S. BALANCE OF PAYMENTS, CUMULATIVE 1961-67
[in billions of dotlars)

Dedits Credits Net
Morchandise mports and eXports. . ....coeeviconrieracecencssoncanan -140,3 173.8 3.5
ufuu expenditures and miiitary sales detiverles).......... ..o -22.8 5.4 -17.4
R Do rues and milhry sales delivries). .o.-vmooemeenos 31 9.8 T2
Miscellaneous se :
~ Transportation (excluding fares)............ccoevieiinnnnnnnnan. -12.8 4.8 2.1
U.S. dlrect Investment Income. . ... ..oooenuieeiiiiiiaiiiiiccrcictieesnannsese 5.1 25.9
Other private investment Income.......ccovvneenennnee. cons -1.9 (. ) TP
US. direct investmant fees and royattes................ 5.6 5.6
Other private miscellaneous sorvices. ......oceeeeeeene. 1.9 4.2
Government interest psyments and receipts. . i. 5 .
Goyernmont miscellaneous satvices. ........ .8 8
U.S. private remittances, .ooeeeennnanincnna. . &
rament payments of O e )

ufu ws
U:g. lroct investment, netoutflow. ... oocieeiiianniioiianaaes
U.S. purchases of new forelgn securities. ....ccceveeennnnnnnnn..
Redemptions of foreign securfiles
U.S. net sales outstanding [
Net U.S. bank credit to forelgners.........cooveevnniaiannnna..
Net U.S. nonbank credit to forelgners.........ccoeeenoainnananen X IO
Not inflow of forelgn capital (noAllQUI)....ccvnneennineiiiciiiicisniaccansass
Errors and omissbans. . ..ot nnees 3

Totals and liquidity defich... ....ccoociiainiiiiiiionocniioeaans

ITEMS8 INFLUENCING THE DIREOTION, DIMENSION AND TECHNIQUES OF U.8. FOREIGN
POLIOY

1. Total deficit 1061-67=§16.8 billion,

2. Deficit not? due to irade, which shows $33.5 billion surplus (d:flee recent
dedlining surplus). Surpius barely covers major outflow items of military and
tourism ($28.6 billion combined) which are increasing. To close total defieit
require major increase in trade surplus or, alternatively, cutting back or holding
down eome or all of major outflows,

8. Military—Deepite intensive efforts since early 1961 to decrease expenditures
and increaee offsetting sales, net military costs abroad ($17.4 billion over 7
years) represent largest single drain.

Figures shown are on conventional balance-of-payments basis, counting mill-
tary sales in terms of deliveries rather than cash receipts. Alternative cash
calculation (counting In net “advance payments” on military sales during the
7 years) would give gross receipts of $6.6 blllion and net military expenditures
of $16.2 billion—with an offsetting reduction of the net amount shown as foreign.
capltal inflow, Trom $9.0 to $8.1 billion.



4. Tourism.—Sheer magnitude of this {tem—with gross payments only $1.8
biltion (8 per cent) short of total military payments and $3.2 bilion (20 per
cent) larﬁath_ap direct-Investment outflows, over the 7 years—awarrants action

despite political sensitivity.

" B, Direot investment plus U.8. purchase of foreign seourities show an outflow
of about $25 billlon which are offset by direct investment income and other private
Investment income, Adding income from direct investment fees and royalties
of over $5 billion improves this investment plcture to a net surplus. Howéver,
this oumulative picture does not adequately refiect deficit trends which have
required governmental acton in the short-ferm (IET on purchase of foreign
securities and direct investment controls) to achieve this balance and avoid
future deterloration.

. 6. A{d qutflow from Government grants and credits fortunately took the form
of only $5.8 billlon in “‘untfed” cash owmtflow because balance tied to U.8. goods
and ‘seglces. Tied amounts are confained in statistics of trade and services
accoun

The net foreign exchange impact of this level of foreign travel
- spending can—the figures I have given you up to now have been gross
{ifures-—can be measured by offsetbing aﬁa nst the spending in the

nited States by foreign travelers, For the same 1961 through 1967
period, the net deficit in foreign exchange payments arising from
tourism amounted to a little over $11 billion, as compared to about a
$17.4 billion net foreign exchange deficit for military expenditures
abroad after offsetting the foreign purchases of military equipment
in the United States. Moreover, unless effective measures are under-
tleéen’ the situation with regaré to travel can only get worse in the

ure.

Again referring to this table that I included in your enveloges it
shows that for the years 1961 to 1967 the cumulative payments efioi¢
during those years was $16.3 billion, the travel deficit during those
years was $11 billion. The cumulative military deficit during those
years, taking into account what was bought in this country by foreign
ﬁovemments, was $17 billion, So in comparing these figures one can

ardly escape the conclusion that to really grapple with the balance-of-
payments problem, as we face it, not only in an emergency and at
this particular time, but over the long pull, we have to come to some
decision about the extent to which uninhibited expenditures overseas
by our civilian tourists are going to continue. :

Now, in this rd the Chase Manhattan Bank recently published
in its June 1968 “Business in Brief” which is its monthly publication,
8 summar{ review of travel figures in the U.S, balance of payments.
A copy of that is also in your envelopes and it presents, in ve:x imphlc
form, the story I am*tl&iﬁg to present to this committee and through
this committee to the 91gre® and the country today.

This summary states: “I'ravel is a fast-growing element in U.S. in-
ternational financial accounts. Outlays far ex recgipts, helping to
create payments deficits.” The bank points out that foreign travel is
among the major causes of dollar outflows; the $4 billion of foreign
trave gf.ﬁments in 1967 being almost as large as military spending
- of $4.3 billion. . | - .

The bank presentation also calls attention to the fact that expendi-
tures abroad by Americans and expenditures in the United States by
foreigners have both been increasing, and, indeed, the latter rate of
increase on a much smaller base has been somewhat greater. The im-
portant point clearly indicated by these figures, however, is that “if
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recent rates of growth in travel persist, the dollar gap between outlays
and receipts will continue to widen.” Thus the bank summary shows
that under a continuation of growth patterns thab have been exhibited
in the past few years, the $2 billion travel deficit in 1967 will widen'to
$3 billion by 1975, Other estimates, taking into account the greatly in-
creased travel which will flow from the new huge passenger “air
buses” place the travel deficit in 1975 at much higher figures.

Senator Wiriaums. Does this report give a'nly; indication of the loss
as & result of our foreign aid programs over this period of years?

Secretary FowLer. No, sir; I think it has at other times treated that
program, and I can supply a good deal of information on that, which
18 continued in‘theé appropriate section of the Blie Book here, Senator
Williatns, and I can note thé appivpriate pages and tables at this poifit
in the record, if you would liké to have me do so.

(The information referred to follows:)
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HOW TRAVEL FIGURES IN |
THE U.S. BALANCE OF PAYMENTS

TRAYEL 1S A FAST GROWING ELEMENT I U.S. INTERNATIOMAL FIMANCIAL ACCOUNTS. OUTLAYS FAR
EXCEED RECESPTS, MELPING TO CREATE PAYMENTS DEFICITS. ..

AN TRAYEL EXPENDITURES ARE AMONG MAJOR ‘ m " S. TRAVEL nwmmt BEEN GROWIN

DOLLAR OUTFLOWS ... THAN OUTLAYS, DRAMATICALLY $0 IF llﬁ SPECUAL
IIPACT OF CANADA'S “EXPO 87" IS EXCLUDED. ..

Bations of dollars, 1967 percent bacrease I ravel®, 196067 ms
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[Excerers FrRoM JANUARY 1968 TREASURY PUBLICATION “MAINTAINING
THE STRENGTH OF THE DOLLAR IN A STRONG FREE WORLD Economy™]

V. An Intensified Program to Moderate the Foreign Ex-
change Costs of Government Expenditures Abroad for
Security, Development, and Other Activities.

A. Introductory Comments

We are faced now, and will be in the future, with Government ex-
penditures overseas to meet the costs:

—of our commitments abroad, on which Amerioa’s security and

survival depend,

—of our rogular ovorsons establishments, and

—of contraeltii] obligations overreas that arise in the oporation

of our Government.

We have pressed in all areas of the Government to achieve balance
of payments savings, in our military expenditures, in economio assist-
ance, and in our regular Government operations.

We must move ahead in all these areas even more intensively to
achieve further balance of payments savings.

The President’s program sets as our new target a 8500 million tm-
provement over the present balance of payments costs of our defense,
AlID, and other Government espenditures abroad. The President has
announced three stepstothisend:

“First, I have directed the Secretary of State to initiate prompt
negotiations with our NATO allies to minimize the foreign ex-
change costs of keeping our troops in Europe. Our sllies can help
in & number of ways, including:

—The purchase in the U.S. of more of their defense needs.

~—Investments in long-term United States securities,

“T have also directed the Secretaries of State, Treasury and
Defenso to find similar ways of dealing with this problem in other
parts of the world.

“Second, T have instructed the Director of the Budget to find
ways of reducing the numbers of American civilians working
overseas,

“ZThird, I have instructed the Secertary of Defense to find ways
to reduce further the foreign exchange impact of personal spend-
ing by U.S. forces and their dependents in Europe.”

Tdble 10 shows the net costs of the Government transactions to our
over-all balance of payments, (More detail is shown in Tables 11 and
12.) The table shows that between 1960 and 1965 there was a $1.1 billion
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drop in the net balance of payments cost of Giovernment activities.
Novertheless, in 1965, thoe Government sector still showed n substan-
tinl deficit. ($2.6 billion). In 1966 (and again in 1067), the Govern-
ment deficit increased significantly as a result of Vietnam expendi-
tures, (Investments in long-term U.S. bank certificates of deposit made
Inrgely by foreign central banks as a result of the effort by the United
States Treasury described earlier are not included in these figures.)

Tasre 10.—Nel balance-of-payments cost of Governmenl iransacitons

{Billions of dollan)
1900 1081 1062 1063 1084 1065 1008 10871
-7 -0 -2.0 -38 -28 -6 -3.2 -26

1 January-September only.
Bource: Ses tadle 13,

The foreign exchange costs of Government will not disappear when
hostilities end in Southeast Asia. They will drop, but much of the
opportunity to reduce the net cost to the U.S. balance of payments
could be lost unless we exercise self-discipline and insist that other
nations do their fair share in meeting joint responsibilities in the mili-
tary and economic assistance fields.

Ways must be found to neutralize the foreign exohange costs of
military expenditures in the common defense,

We must find ways to work constructively with our allies on bi-
Iatoral and possibly multilateral arrangemonts designed to neutralize
the foreign oxchange consoquoences of the locations of our military
forces and those of our allies.

The determination of the share a nation should bear in helping to
meet the economic assistance mqwrementc of the less-developed world
and the security requirements of our commumty of nations requires
difficult and continuous decisions on a host of issues. These issues can-
not be resolved solely on the basis of domestic resources or budgetary
considerations.

In the process of providing bilateral aid and contributions to multi-
lateral financial institutions, we must constantly ask ourselves:

—What are other donor countries contributingt

—How aggressively ‘have the institutions in question attempted to

borrow in the capital markets of other donor countries?

—What are the recipients doing, through self-help efforts, to utilize

the money efficiently and effectively?

—What safeguards are the institutions providing for donor coun-

tries that may from time to time be in balance of payments dif-
ficulty themselves?
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B. Military

1. General Measures To Reduce External ﬂ[tktary Expenditures. A
detailed report by the Department of Defense on its efforts to reduce
expenditures and increase receipts abroad is contained in Tab B.

Our efforts to hold down the foreign exchange costs of military
programs have been substantial. Between calendar 1960 and calendar
1965 net military foreign exchange expendntum ! were reduced from
§2.8 billion to $1.6 billion despite rising overseas costs and despxte
such events as the Berlin crisis build-up. The gap ‘widened again in
1066'Aitd n 1067 because of essential outlays for maintaining the shield
of freedom in Vietnam, The net balance of payments costs of our de-
fense expendltures for other purposes, although substantial, have been
held smctly in check as the Secretary of Defense carried out the Presi-
dent’s prior directives to intensify his program:

—to shtft defense buying from sources abro&d to sources in the

—to reduce the stuffs in overseas headquarters'

—to streamline overseas support operations;

—to work with our defense partners to increase their offset pur-
chases of military equipment in the United States. '

These and other measures described in Tab B have been taken while
fully protecting our security interests and discharging our responsi-
bilities. Military personnel levels outside Southeast Asia have been
reduced. Employment of foreign nationals for support or service ac-
tivities, setting Southeast Asia asnde, has dropped Military Post Ex-
changes emphasize U.S. goods in their display, pricing, and purchas-
ing practices. Non-Vietnam- overseas construction costs entering the
balance of payments have been curtailed. On the individual level a
massive education effort has been undertaken to restrain fomgn ox-
penditures and increase savings in the United States.

These are general measures that have been taken and which should
continue to be vigorously pursued. But they are not enough, Over the
past six calendar years (1061-66), our military expenditures outside
the United States have averaged $3.1 billion. Even after taking ac-
count of receipts under-the military offset arrangements with Ger-
many and other sales of military equipment, the net foreign exchange
costs of military outlays uveraged $2.0 billion,

These military outlays are rising. They were less than $3.4 billion
in fiscal year 1966 and $4.1 billiori in fiscal year 1067, The rising trend
in our net military deficit is outlined by region in Table i1,

Vietnam may be viewed as temporary, and the extraordmary for-
eign exchange drains froni it should decline in time. But other signifi-

31The figures in this section (B) and those in Tab B are Defense Departmeat dats which

bave some technical differences in classification from the data pudlished i the dalance of
payments accounts which are used in Tadle 13 in this Chapter and Tudle ¢ fa Chapter JIL,
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cant declines in balance of payments consequences of military deploy-
ments outside the United States will depend upon the neutralization
of their balance of payments effect. I

Two possible ways to neutralize these military expendltures, both
involving action by the recipient countries, are: :

—purchase of additional U.S. goods and services.

—long-term investments in tho United States by central banks or

goveirmments.

We must successfully negotinte—bilaterally or multilaterally—
long-term arrangements of this sort which offset our large remaining
balance of payments costs on military account. No other course is con-
sistent with the adjustment process, or fair and equitable.

2. E'uropean Area. Our commitments for the common defense are
vital to U.S. socurity and cannot be put in question. The balance of
payments cost to the U.S. of these commitments is substantial. Gross
expenditures for the stationing of U.S. forces in Europe currently
amount to about $1.5 billion annually (a part of which has been offset
by European purchases in the U.S.). We are now engaged in a renewed
effort to find financially viable ways and means of meeting the security
needs of the alliance while engaging with our allies in a continuing re-
examination of the needs,

TanLe 11.—U.8. defenss expenditures and receipls entering the international balance
of paymenls

{In millions of U.8, dollars]

TFiscal years
Expenditures Reocelpls ¥ Net
1968 1086 1067 1065 1968 1067 1965 1966 1087

8 ~3M0 -—08 —1,138
o =50

3 -5 =120 -—188
5,228 -9 -T0 -39
3 41 =146 =18 =10

»m -2 -9 -3

1,0 =148 -3,183 -2,309

§ Repubdlie of China, Phlllrplno Islands, R(.ukyu Imnds. 'l‘hnllmd, and South Vietnam,
D:‘?mmlge)!ude primui y oxl) 3“ receip P from “ putidsmm throush tho Depui ?’t gl
sources except where eovend by govemmog omnmon’quxgomon and duta are ennntly av sll‘blo.

8ource: Department of Delense.

After consultation in NATO, the U.S. has made arrangements for
redeploying about 85,000 U.S. military personnel from Germany in
1968. These forces will be based in the U.S. but will remain earmarked
for use in Germany and will return thereat regular intervals for train-
ing. This plan will also permit a reduction in the number of the
"Defense Department’s foreign employees in Germany.

The Defenee Department report contained in Tab B describes the
U.S. military sales program, which was primarily responsible for
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increasing our receipts worldwide from $300 million in FY 1061 to
$1.6 billion in F'Y 1067, Most of those sales were to our NATO allies.
For six years, until last June, we had a series of “military offset agree-
ments” with Germany under which the German Government under-
took to buy from the U.S. military equipment and services costing an
amount which offset the bulk of our defense expenditures in Germany.
The German Government did not renew the agreements for the period

after June 1967 but expects to continue major purchases in the U.S.,,
although advance payments under the offset agreements (of which
substantinl amounts remain on deposit as of year-end 1967) will reduce
our new receipts over the near term. During F'Y 1968 the German
Bundesbank agreed to invest $500 million in nonmarketable U.S.
Treasury eecurities. This investment counts as a long-term capital
inflow, reducmg our payments del‘iclt~ It does not fully offsét our
expenditures in Germany.

Despite our offset agreement mth Germany, the EEC countries
gained an average of over $300 million annually over the 1961-65
period from military transactions with the United States. In the
absence of nny neutralization arrangements, this figure will jump to
nearly $1 billion annually, beginning in July 1068,

The importance of neutralizing these costs was stressed by Secretary
of State Rusk and Deputy Secretary of Defense Nitze at the NATO
Ministerial Meeting on December 12, 1967. In a formal statement in
behalf of Secretary of Defense McNamara, the latter said:

“We will, therefore, continue to maintain forces in Europe for
as long as they are desired. In saying this, however, I must also
pomt out an anomaly in European attitudes which cannot persist.
This is that on the one hand there should be no diminution of
U.S. forces, but that on the other hand the responsibility for
meeting the balance of payments deficit' caused by such large-
scale continuing’ U.S. deployments in Europe‘isfnone' of Europé’s
affair. It is essential that deficits suffered by countries as a result
of their stationing troops abroad in the common effort should be
treated dnd solved by their allies on & cooperative basis. We would
welcome suggestions from our allies on how to meet this pressing
problem, since its solution cannot be further postponed.”

The United States intends to renew negotidtions promptly with
Germany and with other European countries where the US. has
large military expenditures. We propose to ewplore ways and means
of broadening our bilateral neutralization agreements into multilateral
arrangements o/ a long-lasting charaoter.

The economies we have made as a result of the move from France
and those which will follow the vredeployment of about 85,000 addi-
tional military personnel from Europe in 1068 are together oxpected
to reduce our balance of payments costs on military account in Xurope
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by over $125 million a year. Nevertheless, the remaining balance of
payments costs incurred as a result of large-scale deployments of U.S.
forces in Europe are still substantial. We have made it clear to our
allies that we consider it essential that deficits suffered by countries
as a result of stationing troops abroad in the common effort should be
treated and solved by the allies on a cooperative basis.

In addition to the other steps being taken to reduce the balance of
payments costs of our military effort, the Secretary of Defense has
been instructed to find ways to reduce further the foreign exchange
impact of personal spending in Europe by Defense personnel and
dependents,

3. East Asia. The mounting foreign exchange costs of our vital
military actions in Vietnam have brought to the front the question
of dynamic and viable financial relationships in that area of the -
world—both currently and when the fighting stops. The direct balance
of payments costs attributable to our security efforts in Southeast Asia
began to increase in 1965. By calendar year 1967 the increase totaled
" $1.5 billion per annum (excluding indirect effects). But even before
Vietnam, U.S. military costs in Asia were not insignificant.

We must intensify our efforts to reduce the impact of the foreign
exchange costs of security operations in Asia—both now and after the
fighting ends. We have already begun, in a number of countries, to
encourage investment of official reserves—climbing dramatically in
many instances because of U.S. military spending—in longer-term
investments in the United States. This is mutually beneficial—helpful
to the developing countries in putting aside a reserve for the future
and helpful to the United States, which is now bearing heavy foreign
exchange costs in the area. As experience in Europe has taught us, this
" is but one of a number of possible neutralization techniques. Very
clearly, more needs to be done in Asia to neutralize U.S. balance of
payments costs incurred in the common defense. More is being done,
and can be done without detriment to economioc development of the
countries of East Asia.

The joint communique by President Johnson and His Excellency
Prime Minister Sato of Japan on November 15, 1967, included an
agreement: :

“s * ¢ t5 enhance the usefulness of the joint United States-
Japan Committee on Trade and Economio Affairs by establishing
at an early date a subcommittes. This subcommittee will be a
forum for consultation on-economic and financial mattera of:
importanco to both countries, including the short- and longor-
range balance of payments problems of the two countries.”

The first meeting of the subcommittee is scheduled for late
Janusry 1088, : T
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C. Aid

1. Bilateral. We cannot expect to strengthen our balance of pay-
ments at tho expense of the less-developed world. It is in our economic
interest and in the world’s economic interest to assist this vast group
of nations with its vast potential for expanded world trade, output and
employment, or world insecurity, hopeless poverty and frustration.

We seek to assist the less-developed nations toward a better life, but
we seek to do it in a way that transfers primarily real resources when
we are in balance of payments difficulties and emphasize both real and
financial resources when we aré in balance of payments surplus.

Our efforts in the past have been directed to two main areas:

—increasingly to tie bilateral foreign assistance to the financing of

United States goodsand services;and - o

—to have the other financially powerful countries of the Free World

increase their assistance to the less-developed countries.

The fact that our agricultural sales program and the operations of
the Export-Import Bank involve U.S, exports is well recognized. The
AID story is less well recognized—its role of assisting others while on
an increasing scale supplying U.S. goods in. ways that minimize any
adverse balance of payments impact. . .

Tn most of the 1050%, U.S. bilateral assistance was open to intor-
nntional competitive bidding, Inerensingly, this resutted in U.S, finunc-
ing of procurcment in other industrial countries which have recovered
from the war and become increasingly competitive. While w¢ were
seeking to help the economically “have-not” nations, our help was
hurting the dollar and adding to potential calls on our gold. This was
inconsistent with our own and the world’s balance of payments situa-
tion. By 1959 only 40 percent of our bilateral aid dollars were being
spent on U.S. goods and services. At that time moves were started to
place tighter limitations on the U.S. policy of worldwide procurement.
Tying procedures have been strengthened over time. ,

Today, AID funds are spent primarily in the United States for
goods and services procured in this country. Ninety-two percent of
total AID expenditures will be spent in the United States. Of AID's
total expenditures for commodity assistance, 96 percent will be for
procurement of U.S. goods. Successive tightening of AID activities as
part of our balance of payments program leaves only a few elements
not specifically tied to U.S. goods and services—salaries and pay-
ments to AID overseas personnel and contractors, only & part of which
is spent abroad, strictly limited offshore procurement, and AID’s con-
tribution to the multilateral Foreign Exchange Operations Fund in
Laos and parts of some grants to overseas educational institutions.

On a balance of payments accounting basis AID's offshore expendi-
tures were over $000 million in FY 1961 and $800 million in 19683.
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The balance of payments directive was to reduce its offshore expendi-
tures to not more than $500 million by F'Y 1965. The target was more
than met. Despite n greatly expanded cconomic aid program for
Victnam, offshore expenditures were held to the target in FY 1966. As
a result of ATD’s further tightening of tied procurement regulations,
offshore expenditures aro estimnted at $290 million in FY 1967 and at
$200 million in F'Y 1068. These ﬁgures do not. take into account the
repayments on loans made by AID and its predecessors.

The President, on January 11, 1968, directed that the foreign cz-
change costs of AID% activities be reduced by at least $100 million
in calendar year 1968 below the calendar 1967 level. The Agency will
attempt to reduce its overseas expenditures to less than $170 million
by further restricting dollar payments for staff and services abroad
and confining virtually all financial and commodity assistance to tied
or barter-type procurement.

Now that our bilateral assistance program is almost completely tied,
we are working to make sure that this assistance results in truly addi-
tional transfers of U.S. goods and services to the developing countries.
This new effort to assure “additionality”—to assure that theso exports
nro additional diid tliat this assistance does not. substitute for sales that
the TS, wonld linva imndo on a commenrein] bagis—has important long-
rango potentind for onie halanco of puyimicits, When nn aid-receiving
country buys U.S. goods financed by AID undor a tying arrangoment,
it may be buying goods that it would otherwise have bought with
dollars it already owns. Such dollars—free foreign exchange—can be
used for purchases and payments either in the U.S. or elsewhere. T'ying
proourement to U.S. sources may not itself be enough to reduce to the
extent mecessary the zmpact of the AID program on the balance of
payments.

To meet this potential balance of payments problem, a special task
force of the Cabinet Committee on Balance of Payments has been
formed to work with AID in n program to assure “additionality” of
exports in our aid program. “Add:timmhty Teams" have now visited a
number of major aid-recoiving countries, AID has begun to explore
measures to eiisuro that ATD-financed exports will be additional. This
is an ongoing effort that must be pursued diligently. As part of this
effort, AID has included U.S. export promotion as a factor—although
necessarily hot the dominant ono--in selecting capital projects. Atten-
tion is being paid to the selection of projects and goods that have a
greater potential for “follow on" orders, U.S. Embassy commercial
staffs in the more 1mport4mt nid-receiving countries are being strength-
ened with this pu¥pose in mind.

This new program cannot succeed by Gévernment efforts alone. U.S.
industry and trade must play their role. In too many cases in too many
developing countries our businessmen have not actively sought to
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establish the trade tics so cssential in the international competition for

new markets. The export expansion proyram of the Department of

Commerce outlined earlier has an important role to play here and

must be coordinated- with the efiort for “additionality.”

2. Multilateral. In the field of the multilaternl development finance
institutions, new efforts have been made to assure the compatibility of
our participation with our balance of payments policies. While these
elforts huve halunes of payments improvenient as an objective, thoy
wlso seek tostreigtheii these ingtitationg and fully presorve their mnlti-
lnteral charaeter. T'he principles involve:

—improve burden-sharing, by capital exporting cotintries in their
contributions and by developing countries in their self-help
efforts. - Ce :

—improved access of the development finance institutions to wider
and more diversified world capital markets.

—mitigating thé impact on our balance of payments when access to
our own capital market is necessary, -

—providing safeguards not only for receiving countries, but for
contributing countries that may, from time to time, be in balance
of payments difficulties themselves when long-term advance
pledges are turned into requirements for payments.

—emphasizing contributions that take the form of goods and serv-
ices when contributing countries find themselves -in balance of
payments difficulties and in the form of finance when countries
are in surplus. : '

- —more generally, seeking to insure that development finance more
actively contributes to the international payments adjustment
process while the aggregrate level of development assistance,
which for too long has been on an international plateau, is sig-
nificantly increased.

As stated earlior, the determination of a nation’s “fair share” of
economic—or military—assistance is no simple matter. Years ago, as
the other industrial countries regained economio strength, it became
clear that the time had come to decrease reliance on a single country.
This issue ean no longer be resolved solely by relating tlie size of a
given country’s contribution to the size of its gross national product.
The form in which a donor provides aid, the terms of its aid and its
international liquidity position must be taken into account.

The overall effect of the World Bank operations has been a substan-
tial positive factor to the U.S. balance of payments. In its own interest
as o multilateral institution and with some urging by the U.S., it has
energetically sought to raise capital on other markets. More than half
of its funded debt is now held outside the United States. Nevertheless,
in the face of its increased requirements for capital and still rela-
tively underdeveloped capital markets abroad, access to the U.S. bond
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market has from time to time been approved. In each of these instances
in recent years the proceeds of these bond issues were reinvested in the
United States in & manner that neutralized, at least for a time, any
impact on our balance of payments.

The Inter-American Development Bank has acted in the same
fashion. It hasraised substantinl money abroad even under the hmidi-
cap of going to nonmember country markets, and it has invested the
proceeds of its U.S. borrowings in ways compatible with our balance
of payments policies. It has recently taken further measures to attract
nommember capital by limiting procurement under its loans in accord
with the financing that nonmembers make available on appropriate
terms.

The International Development Ascoczatton, affilinted with the
World Bank, is in urgent need of replenishment. Other nations have
shared with us to the extent of about $1.50 for every $1 we have con-
tributed in meeting this need. Pursuant to President Johnson’s direc-
tive, the Secretary of the Treasury has indicated our readiness to
participate in a substantial replenishment which must include ade-
quate balance of payments safeguards.

The newly-established Asian Development Bank has been character-
ized by burden-sharing in the fullest sense. Here 20 percent of the
capital was provided by the United States and the rest by Japan, other
regional donors, Canada, and Western Europe. The President has
responded to a further Asian initiative with a request to the Congress
to join with others in supplying special funds for concessionary lend-
ing by the Bank. In this case the balance of payments will be protected
and the U.S. funds will be used only for procurement in the United
States. It is in these ways—ways compntlble with the realities of
international finance—that the U.S. hopes to join with others in meet-
ing the urgent needs of development of those economically less
fortunate.

D. Other Departments and Agencies

In order to assure that all activities—not only the key military and
aid activities—are brought into balance of payments focus, the over-
seas disbursements of all departments of Government have been
brought under special review and control by the Director of the .
Bureau of the Budget. The review and control mechanisin is called
the Gold Budget. Increasingly vigorous screening of expenditures
nbroad by these other Federal departments and agencies must be con-
tinued if the Government is to play its full role in moderating‘the
exchange costs of its own expenditures abroad.

The financial scope of the Gold Budget is large, roughly $10 bil-

lion, taking receipts and expenditures together. The range of activ-
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ities covered is very wide, from defense outlays to Post Office re-
ceipts and oxpenditures on international mail activities, from
overseas payments on the public debt to the cost of operating over-
seas tracking stations by NASA for space flight missions, -

The figures for any agency do not necessarily reveal the scope of the
effort to achieve foraign exchange savings. Real foreign exchange sav-
ings in some cases have been offset by rising prices abroad which have
raised the cost of ongoing programs, = '

The State Department, whose Gold Budget expenditures in FY
1967 totaled $265 million compared with $280 million in F'Y 1963, has
undertaken & variety of actions to cut foreign exchange outlays,
inoluding:

—purchase of goods in the U.S. for use overseas, at costs up to 50

percent greater than those abroad ;

—use of U.S. flag carriers to the largest extent possible for travel
by Department personnel ;

—consolidation of overseas posts, elimination of overseas positions,
maximal use of U.S. postage for diplomatic pouch mail, and
relocation of some courier operations in the U.S, . =

Despite the narrow margin for reductions, and the continually in-
creasing costs of oporation, oversens costs are now below the 1963
lovels. Tho search for additional savings continues. -

The United States Information Agenocy has striven for savings by
centralizing operations and procurement where possible in countries
where the U.S. Government holds local currencies in excess or near-
oxcess of its needs and by increasing procurement of other goods in
the U.S. Consolidation of some overseas operations and their removal
tothe U.S. are now under consideration. S x

The Atomio Energy Commission’s expenditures abroad reflect pur-
chases of uranium. Such purchases are being phased out entirely.

- The Department of Agriculture spends money abroed for devel-
opment of foreign markets for American foodstuffs,; research activi-
ties, and payments to foreign-flag vessels to ship agricultural exports.
Expenditures for foreign vessels reflected the shortage of U.S. ship-
ping because of Vietnam supply needs. To the maximum extent poe-
sible, Agriculture uses excess U.S, holdings of foreign currencies to
minimize the balance of payments costs of its activities.

As is well-known, the United States owns amounts of local cur-
rency in exoess of its needs in o handful of less-developed countries.
These holdings have resulted from sales, for local currency, of sur-
plus agricultural products. While the use of these local currencies
has helped us save dollars in a number of instanoes—where we could
use the currencies in question in lieu of dollare—we have not been
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able to utilize all of the currencies acquired, The accumulation of
large holdings of other countries’ currencies clearly presents a vari-
cty of problems. Under the Food for Freedom Aot of 1967, we are
moving away from agricultural sales for local ourrency. The act
calls for a transition to dollar sales over o five-year period, except to
the extent that the United States needs local currencies for its own
uses, for mutual defense, or for “Cooley” loans. -

Table 12 summarizes on the basis of our published overall balance
of payments nccounts, the identifiable impnact of all of the foregoing
Government transactions, Comparing the results for calendar year
1966 with 1960 levels:

—Net military expenditures had by 1964 been reduced by $850
million; and, despite the subsequent increase of nearly $1 billion
in Southeast Asin related expenditures, net expenditures world-
wide for 1066 did not exceed the 1960 level. In other words,
apart from the Southeast Asia increass, net military expendi-

- tures in 1966 were down nearly $1 billion, or more than one-
third, from the 1960 rate.

—Net dollar outflows from all types of U.S. Government grants
and ¢redits (excluding, that is, the “tied” outlays serving to fi-
nance U.S. exports and other receipts from foreigners) had also
been reduced by more than one-third, fmm $1.1 billion to about
$700 million per year.

~The balance of all other Government transactions appearing in
the overall balance of payments accounts, while fluctuating
widely from one year to another due largely to variations in
special capital receipts, has generally shown some surplus. In
1966 this surplus was a little over $200 milion, up slightly from
that in 1960.

The performance in holding down the foreign exchange costs of
all our Government programs during the decade of the 1960's-has
been good, particularly when the burden of Vletnam is taken into
account.

Neovertheless, we should make sure that further savings are ob-
tained. We cannot let up on our efforts in this important area, for un-
less we can demonstrate conclusively that we are doing everything
in our power to limit Government balance of payments costs, we
cannot expect continuation of the fine cooperation received to date
from the private sector in its efforts to help us solve our balance of
payments problem. The Gold Budget will be & key instrument to
insure that no stoné is left unturned in finding areas where further
savings can be made on Government account—both now and after
the end of hostilities in Vietnam.

¢
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Bouros: Derived from Department of Commerce date. .



TAB C

AID and the Balance of Payments

During the Marshall Plan and -most of the 1950’s, aid appropria-
tions were generally spent wherever prices were lowest. For the first
few years after the war, the United States was the only major source
of most of the goods needed by aid recipients. Consequently, most aid
dollars were spent in this country even though they were not tied to
U.S. procurement.

This situation changed as the revived European economies became
inoreasingly effective competitors for U.S. aid purchases. By 1959
only 40% of our aid dollars were being spent on U.S. goods and
services,

Beginning in 1959, in order to improve the U.S. balance of pay-
ments we began to limit our policy of worldwide procurement. Today,
funds are spent primarily in the United States for goods and services
procured in this country. The only significant elements in the A.I.D.
program not specifically tied to U.S. goods and services are salaries
and payments to A.LD. overseas personnel and contractors (only part
of which is spent abroad) and limited offshore procurement. for A.ID.
administrative purposes.

In F'Y 1068, the U.S. share of total A.LD. expenditures is expected
to reach 92%, with 96% of commodity expenditures being made in
the United States. The net impact of the A.LD. program on the bal-
ance of payments in FY 1068, after allowing for repayments of prin-
cipal and intorest, is estimated at close to zero, as compared to $034
million in FY 1961.

This change has been brought about by the aggressive steps which
A.LD. has taken in recent years to minimize the balance of payments
costs of its programs. These steps fall into three general categories—
(a) expansion of A.ID.’s tied procurement regulations; (b) meas-
ures to improve U.S. export additionality, both in the context of A.1.D.
programs and generally; and (c) use of local currencies.

Tightening of Tied Procurement Regulations ‘

Loan Finanoing. To assure that A.I.D. funds are used for the pur-
chase of goods and services in the United States, A.I.D. has progres-
sively tied al loans to U.S. procurement. Exoepuons are possible only
if waivers are approved by interagency committees and signed by the
A.LID. Administrator, There are no current exceptions.
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Grant Financing. Virtually all grant procurement is nlso tied to
U.S. goods and services—procurement is limited to the United States
and eight Asian and African less-developed countries. These commod-
itios are paid for in local cirrencies. But arrangements are made to
purchase in the United States a dollar-equivalent amount of U.S. goods
under Special Letters of Credit. These arrangements are used almost
exclusively for security-related foreign procurement for Vietnam and
are estimated at about $70 million in FY 1967.

Local Cost Financing. In some instances, A.I.D. pays part of the
local costs of A.ID.-financed projects. In countries whero the United
States does not already have available local currency in excess of U.S.
requirements, dollars must bo used to obtain the local currency to cover
any project costs which A.I.D. may finance. Since 1063, A.ID. has
moved progressively to tie these dollars to U.S. procurement by using
Special Letters of Credit good only in payment of goods and services
originating in the United States.

There are only three elements of the A.LD. program, then, which
still have a significant impact on our balance of payments:“

1. Salaries and other payments to A.l.D. overseas direot-hire per-
sonnel and contraotors. A.LD. direct-hire personnel and contractors
working overseas have to spend money for living expenses and other
local costs. Their salaries and payments cannot, of course, be tied to
U.S. procurement, but only part of these funds is spent abroad. The
estimate for the F'Y 1068 program is about $99 million. Little can be
done to reduce this amount materially, although A.LD. is continuing
offorts to increase the use of local currcncies where they are available,

2, Minimum foreign procurement for A.l.D. administrative ex-
penses. A very small amount of A, LD, funds ($7 million of FY 1068
funds) is used to make local purchases of items necessary for admin-
istration of the program which cannot be imported from the United
States. Here again, available local currencies are used whenever
possible. :

3. Cash grants. These are still being made in situations where it has
been difficult to substitute U.S. goods and services. The item has been
reduced drastically in recent years until it includes only the multi-
Interal Forcign Exchange Operations Fund in Laos (about $13 mil-

“lion) ‘and parts of some grants to overseas educational instittions.

A.1.Ds Expenditures as Measured by the “Accounting” Method.
One way to measure the impact of A.I.D.’s expenditures on the balance
of payments—the way used by the Department of Commerce in pre-
paring its balance of payments figures and which might be called the
“Accounting” approach—is to look at the direct result of A.X.D.
spending, To what extent are aid dollars spent directly in this country,
and to what extent are they spent abroad or paid to an international
organization? To what extent are offshore expenditures offset by
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repayments to the United States of principal and interest on prior-year
loans?

In FY 1963 A.I.D.’s offshore expenditures totaled $799 million,
including all contributions to the UN and other international organiza-
tions and bafore makmg an allowance for: offsetting expenditures by
these organizations in the United States, In that year the Agency made
a commitment as part of the U.S, balano,e of payments program to
reduce its offshore oxpenditures to not more than $500 million by FY
1965. That goal was reached. In FY 1965 they were about $411 million.
Despite the greatly expanded Vietnam program, offshore expenditures
wore held to $503 million in F'Y 1966. As a result of A.ILD.’s further
tlghtomng of tied procurement regulations, there was a further reduc-
tion in offshore expenditures of $100 million between FY 1966 and
FY 1967. It also became apparent that A.I.D. and the State Depart-
ment’s contributions to international organizations should not be
treated as “offshore” expenditures since they were more than offset by
the spending of these same organizations in the U.S.!

The currently estimated offshore expenditures in F'Y 1967, there-
fore, are $200 million, after allowing for international organization
offsets up to the amount of the U.S. contribution. The projected figure
for FY 1968 is $201 million.?

These offshore figures are on a gro:s basls. They do not take into ac-
count the fact that each year the United States receives payments on
loans made by A.I. D, und its predecessors, Such payments totaled $173
million in FY 1965 and $184 million in FY 1966, and are estimated at
$208 million and $215 million, respectively, in FY 1967 and FY 1968.

In percentage terms, total A.I.D. expendntures for goods and serv-
ices in the United States rose from 41% in FY 1961 to about 80% in
FY 1966, For FY 1967 this percentage was about 84% and for FY
1968 is expected to reach 92%. .

Calculated on the basis of expenditures which will result from cur-
rent commitments, rather than on the basis of current expenditures
(made in part as a result of prior-year commitments), total A.I.D.
funds recorded as spent in the United States have risen to over 90%, n
level which cannot be increased significantly.

The dramatic rise in the proportion of recorded A.I.D. expenditures
in the United States is even more apparent when expenditures for com-
modities alone are examined. A.I.D. expenditures for commodities

!ﬁ‘ho classic example was that of the Indus Basin Development Fund. ;The U.8. was
contributing 449 of the forelgn exchange needed by the IBRD to finance the construction
of the Indus Basin projects. The entire amount of the U.8, contribution, under the old
procedures, was belng counted as a drain on the U.8. balance of payments, even though
549 of the foreign exchange costs of the contracts under the Indus Basia Fund had been
let to U.8, Srms for construction or consultant setivities,

1f internationsl organisation contributions were still treated as 1009 offebore dis-
bursements, these last two figures would have been $403 mlillon for FY 1067 and $328
willion for F'Y 1068,
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purchased domestically rose from 44% in FY 1961 to about 90% in.
FY 1966. A.I.D. commodity expenditures currently being made in the
United States are now above 80% and are expected to rise to about 96%
in FY 1068 as tightened A.I.D. procurement measures take effect and
remaining expenditures from prior-year commitments are Yiquidated.

This improvement in aid-tying has not, of course, been achieved
without cost, Individual commodities financed by A.I.D. and, there-
fore, produced in the United States, may cost an aid recipient more—
including higher transportation costs—than if they were bought else-
where at world market prices.

Ensuring Additionality of U.S. Exports

The true cconomic effect on the balance of payments of the A.I.D.
program (or of any other program involving overseas expenditures)
cannot be determined as simply as the “accounting” method suggests.
Thero are indirect effects not revealed by the direct accounts.

Many dollars contributed under the A.LD. program to multilateral
agencies, for example, come back through regular commarecial channels
for purchases of U.S. goods. Also, dollars which go out and enter the
economy of a less-developed country may later be used by that country
to buy needed goods in the U.S. market. Or, they may go through trade
channels to a third country which will use them to purchase goods here.

These are examples of the so-called “feedback” or “re-flow” which
comes from overseas spending. They demonstrate that the “account-
ing” method overstates the effect of aid outflows on the U.S. balance
of payments, because the outflows are to a considerable extent soon re-
flected in increased U.S. export sales.

But there is another indirect effect in the opposite direction. When
an aid recipient buys U.S. goods financed by A.LD. under a tying ar-
rangement, it may be buying goods that it would otherwise have

«bought with dollars it already owns. The latter dollars—free foreign
exchange—can then be used for other purchases either in the United
States or elsewhere. When purchases are made elsewhere, the U.S.
balance of payments may be adversely affected, although (because of
the respending effect) not necessarily by the full amount of third-
country purchases.

This is the so-called “substitution” effect, meaning that A.I.D.-
financed purchases are sometimes substituted for purchases that would
otherwise have been made with “free dollars.” To the extent that this
takes plnce, the “accounting” method understates the adverse effect of
tho A.I.D). program on thebalanco of payments,

Simply tying procurement to U.S. sources may not, therefore, be
fully effective in reducing the impact of the A.L.D. program on the
balance of payments, Having alroady gone about as far as possible in
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tying procurement to U.S. goods and services, A.I.D. has undortaken
a wide variety of measures to ensure that A.L.D.-financed exports will
be additional to, rather than a substitute for, exports that would have
occurred without A.LD. financing. A.LD. has included U.S. export
promotion as an important factor in selecting capital projects and
commodities for A.LD. financing and has stressed in other ways the
urgent necessity of minimizing the impact of A.LD. programs on the
U.S. balance of payments. Moreover, U.S. Embassy commercial staffs
in the more important aid-recipient countries have been or are being
strengthened.

Project and Commodity Selection Criteria. A.1.D. is paying increas-
ingly close attention to balance of payments considerations in select.
ing projects and commodities which it will or will not finance:

—A.LD. is placing greater emphasis on projects and products
which will ensure not only immediate U.S. exports but also “fol-
low on” orders for such items as spare parts or specialized inter-
mediate materials,

—A.LD. also has limitations on ﬁnancmg proJeuts which will com-
petewith U.S. exports. .

—Another device A.I.D. uses is to refuse to finance items, such as
spare parts or goods in which the United States is strongly com-
petitive, which a recipient will buy from the United States in any
event since they are available at reasonable cost only in this
country.

—Still another method is to limit the list of goods eligible for A.I.D.
financing to those in which the United States does not have a price
advantage.

Other Measures to Inorease Additionality. It has also been possible

- in & number of cases for host governments to make A.I.D.-financed
loans less costly or otherwise more attractive to 1mporters through sur-
charge reductions or eliminatign; waiver of prior import deposits; or
favorable terms for bank credit. Other more established A.I.D. pro-
cedures include general ineligibility of commodities of which the
United States is a net Jimporter (e.g. POL) for AL D. dollar financing
and tightened prov:snons covering the application of 50/50 shipping
regulations, commodity impor¢ component value rules, and rules con-
cerning contractor services,

In addition, A.ID. Missions are taking & number of steps to make
sure that information about U.S. exports is made available, for
example:

—officials responsible for public and private procurement are being

brought to the United States to meet U.S, supplrers,

—an Afro-American Purchasing Center has been set up in New York
and special arrangements made with the National Institute of
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Governmental Purchasing to improve knowledge and availability
of U.S, supphes and

—the availability of unused Special Letter of Credit dollars in cer-

tain African countries is being publicized in International Com-
merce.

General Measures to Inorease U.S. Eaports. Finally, in addition to
these and other measures taken by A.LD. to reduce the impact of its
own program on the balance of payments, discussions have been held
with aid reclplents about the difficulties of maintaining current assist-
ance levels in the face of the U.S. payments deficit and about ways, in
light of the deficit, in which U.S, commercial exports, not financed
through the A.I.D. program, may be increased. In several’ instances
A.LD. has obtained agreement from aid reclplent.s on measures, such
as liberalization of exchange or trade restrictions, designed to increase
their imports from the United States.

Not only can this approach serve to offset any adverse effect that the
A.LD. program in a particular country may have on the U.S, balance
of payments, but it can in some cases result in a positive balance of
payments offect flowing from the existence of the A.I.D. program in
that country.

Research. A.LD. is also continuing research into the indirect effects
of the program on the balance of payments—the effects which the
“accounting” method does not measure. ‘With the results of
this research not yet available, it remains difficult to estimate the size
of the feedback, substitution and other effects of aid spending. Only
indirect evidence is available, With respect to.the question of how
much substitution occurs, for example, an analysis of U.S. trade fig-
ures does not indicate that a drop-off in commercial trade nccurs when
there is an increase in aid. On the contrary, there is evidence that
commercial trade with less-developed countries is increasing even
where aid may in some cases be increasing.

The less-developed countries do not, as a rule, increase their foreign
exchange reserves, although some of the developed countries do. Never-
theless, looking at the world as one large trading community with an
infinite number of rounds of respending or feedbacks, there can be
little doubt that the great majority of the dollars spent abroad under
the A.ILD. program ultimately come back to the United States.

Clearly, more work needs to be done on this score. Meanwhile, it
seems fair to conclude that the indirect economic effects of the A.I.D.
program on the balance of payments roughly cancel out. Even allow-
ing for some variation from time to time, the true effect of the program
on the balance of payments would probably not differ very much from
the figures shown by the “accounting” estimates referred to earlier.
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Use of Local Currencies

Increasing stress has been laid on using local currencies derived
from the sale of commodity imports—including P.I.. 480 imports—in
place of dollars: In all countries where a supply of local currencies is
‘available, theso are used for any U.S.-financed local costs of dollar-
assisted projects, local salaries, housing allowances and the like. In
the so-called excess currency countries—where U.S. holdings of local
currency greatly exceed U.S. needs—Ilocal currency is used instead of
dollars not. only for lacal procureinent, pny and allowances, but also
for such items ay intermational air travel of Amorican technicinns
and forcign pacticipants, meeting international commitments to the
Palestine Refugee Program and the Indus Basin Development Fund,
and the support of American-sponsored schools and hoepitals abroad.

8ource: Agency for International Development,



45

Senator Saatiers. May I ask you a question right here?

Did this task force which the President appointed to look into the
travel deficit recommend what the administration is proposing today?

Secretary Fowrer. No. It contained its study and its recommenda-
tions to those measures that are designed to promote foreign travel to
the United States, and did not include a consideration of the dealin
with the customers problem, dealing with the ticket tax, dealing with
the travel expenditure of Americans traveling abroad. It looked at
the one side of the coin.

Senator Saratuers. May I ask you one other question? You say
on Il)age 16 that “expenditures abroad by Americans and expenditures
in the United States by foreigners have both been increasing, and, in-
deed, the latter rate of increase,” that is, foreigners traveling in the
United States, are increasing at a greater rate even though on a much
smaller base. Another one of my simple questions is, if expenditures
by foreigners in the United States are increasing at a greater per-
centage even though on a smaller base than are expenditures abroad
by Americans, how does that widen the deficit? It would seem to me
that would closs it.

Secretary Fowrer. It does; but because the base on which their per-
centage of increase is so much smaller than our own ﬁoin the other
wz}i,‘v, in absolute terms there would be a widening of the deficit.

his is indicated very graphically by the two charts at the bottom of
the Chaso study. For example, the {eft-hand'jchaﬂ. shows that the
growth in travel spending in the United States from Europe has been
g]oir}g at 14 percent whereas the growth in travel outlays abroad from
the United States has been 9 percent. But, because of the much smaller
base on which the foreign percentage is applied, if you look at this
chart over on the lower right hand side of the page, you will see
that merely by projecting what has happened in previous years into the
future that the deficit continues to widen because the 9 percent of
owth, of travel growth fom the United States during this period,
ison a much bigger base than travel to the United States.

Senator WirLianms. That would be true for a number of years but
oventually over a number of years it would narrow the gap.

Secretary FowrLer. I think that would depend on the topic I come
to now, Senator Williams.

All the economic and social forces at play within our economy will
inevitably lead to more Americans traveling abroad in the future and
spending more. First, it is anticipated that disposable income, which
is the type of income that one uses for a summer trip abroad, if one is
wise, will increaso year by year, Thus, even if the percentage of dis-
posable income which is spent on foreign travel remains constant, the
year-by-year increase in disposable income will automatically lead to
a year-by-year increase in amounts spent on foreign travel.

In fact, however, it is reasonable to expect that the percentage of
disposable income spent on foreign travel will also_increase, thereb
further increasing the foreign travel payments. One factor which
leads to this conclusion is the rising level of education in this country
which should lead to more and more people wanting to travel to
foreign countries for its educational value. Second, as per capita
income rises, a larger percentage is available for less essential spendin
which would undoubtedly include travel. Furthermore, the antici-

95-948 0—68—pt. 1—4
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pated introduction of airplanes with much larger capacities brings
the pros of lower air fares which should encourage more people
to travel abroad. :

In other words, the economic and social trends in this country can
lead to no other conclusion than that our foreign travel payments
will increase year by year. This situation, present and future, presents
a problem that cannot be dismissed or laughed off or ;l)ut under the rug.

he long-term solution to moderating our travel deficit lies in a
strong program to encourage travel by foreigners to the United States.

Senator SmaTHERs, Mr. Secretary, before you %)o:einto that, may
I just ask you another question here? What has been the result of
the disorders in France with respect to the travel of our citizens to
Europe this year? Are they traveling as much this year as they have
in previous years?

ecretary FowLer. The recent disorders in France have been really
to recent to make any judgment about their ultimate impact. T have
seen press dispatches indicating that there is a sharp fall off currently
in travel in Paris and it is clearly being felt. This undoubtedly in-
cludes, and it has been noted in the press dispatches that there is, a real
perceptible dropoff in the travel by Americans in this country.

I think it is too early to tell what the ultimate ontcome would be,
but there has been a perceptible impact.

Looking at the year as a whole we frankly get something of a
conflicting picture about transatlantic travel in the direction of
Europe this year. From some of the figures that are submitted to the
International Air Transport Association several of the American-
flag carriers have shown some diminution in travel to Europe this year
which, I think, can be ascribed to in part the unsettled conditions,
and in part to the pleas that have been made and to the general con-
cern about our balance-of-payments problem. There have been some
cancellations of air charters originating in the United States. There
is some expectation of a decrease in travel this summer as compared
to last summer due to these unssttled conditions.

What that will show by the yearend would just be on my part
at least a very, very random guess.

I think we should look at 'tﬁ:lis problem not only in current terms
but also in longer term consequences, because looking at last year,
for example, the increase in our travel expenditures was 17 percent.
as against the m'ema of 9 percent over the past 6 or 7 years. So, I
don’t think it would be wise to assume that. because of the momenta
flurry in difficulties in Western Europe that travel is going to fall
off from here to there. One also must take into account that we have
had our own difficulties here and that may have some impact on
foreigners traveling in the United States,

Senator Smatners. I was going to ask you that question, whether
or not the riots here and the publicity given to that may not actually
result in a decrease of foreign travel here in the Unitedv States?

Secrotary Fowrrr. Yes, sir; for the same reasons that I indicated
the other Wgy.

Senator Cartson. Mr. Chairman, the Secretary has just mentioned
the Air Transport Association. This morning they issued a release
dated Washington, June 25, on travel, and I shall ask unanimous con-
sent that it be placed in the record, but I want to read two or three
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paragraphs, Stuart G. Tipton, president of the Air Transport Asso-
ciation (ATA), said:

On the basis of the downward trend in growth rates, it would appear the
Administration's desires to curtail the outward flow of U.S. dollars have been
substantially achieved through a voluntary cut back in travel.

“Further actions leading to additional constraints,” Tipton added, ‘‘would
not seem to be called for at this time and would probably weaken further the
efforts of the U.S. flag carrlers to improve their share of trafiic.”

Tipton said the declining growth rate was shown in an industry study covering
the first five months of 1068. According to the study, 1,345,820 passengers were
carried across the North Atlantic (both directions) on scheduled flights by air-
lines belonging to the International Air Transport Assoclation (IATA).

Although this was a gain, as the Secretary has mentioned, of 6.9 percent over
the same period in 1007, it 13 only slightly more than half the 13.6 percent growth
rate experienced in 1967 over the comparable period in 1066, and smbstantially
below the 187 percent growth registered for the same months 1966 over 1965.

I mention this because there secems to be, while there has been a 6.9-
percentbgrowth, it is substantially below the growth we have had in
1967, 1966, and 1965, and on that basis, we haven’t done too well as
far as expanding our travel has been reduced.

(The press release referred to follows:)

AIR TRANSPORT ASSBOCIATION OF AMERICA,
Washington, D.C.
(For immediate release)

DECLINING GROWTHH RATE IN TRANBATLANTIO AIR TRAVEL CumRB8s DoOLLAR OuTt-
FLOW—AIRLINES SPOXKESMAN SEES FURTHER RESTRAINTS HARMFUL TO U.S.
OARRIERS

WasHINGTON, June 25.—Proposals to curb travel abroad by U.8. citizens as a
partial solution to the gold flow problem are being reflected in n declining
growth rate so far this year in air travel over the North Atlantie, a leading air-
lines spokesman said today.

Stuart G. Tipton, president of the Alr Transport Assoclation (ATA), said: “On
the basis of the downward trend in growth rates, it would appear the Adminis-
tration’s desires to curtall the outward flow of U.S. dollars have been sub.
stantially achieved through a voluntary cut back in travel.

“Further actions leading to additional constraints,” Tipton added, “would not
seem to be called for at ¢his time and would probably wenken further the efforts
of the U.S, flag carriers to Improve their share of the trafiic.”

Tipton sald the declining growth rate was shown in an industry study cover-
ing the first five months of 1068. According to the study, 1,315,326 passengers
were carried across the North Atlantic (both directions) on scheduled flights
by airlines belonging to the Intermational Air Transport Association (IATA).

Although this was a gain of 6.9 per cent over the eame period in 1967, it is only
slightly more than half the 13.8 per cent growth rate experienced in 1067 over
the comparable period in 1966, and substantially below the 18.7 per cent growth
registered for the samo months 1966 over 1065,

The study found that February has been ¢the only month so far this year in
which growth in IATA traflic (19.3 per cent) exceeded growth rates over com:
parable months In 1967 and 1066. February, however, had an extra day because
of Ieap Year and there was some traffic stimulus from the Winter Olympics
in Grenoble.

The study found a steady decline in the rate of growth in IATA traflc from
March onward, cullminating in the carriage of 8.3 per cent fewer Trans-Atlantic
passengers in May 1968 than in May of 1067, The study reported that May results
were i{nfluenced by civil disorders in France and curtafliient of Air France
Trans-Atlantic services in the latter half of this montth. As a result, the foreign
flag carriers, ar a group, experienced a 7 per cent decline in May 1968 trafiic,
over May of last year.

The growth rate in North Atlantic trafiic for U.S. carriers as a group was
about the same In the first six months of 1908 as in the first six months of 1967,
8 per cent versus 8.1. But the study found that the monthly trend for the U.S.
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carrier group has been sharply downward—2.7 per cent in April, for example,
and 1.4 in May. The study reported that the downward trend in May would have
been even more severe had it not been for the substantial diversion gains from
Air France trafic,

The study reported only a negligible shift in the ratio of passengers using
U.8. flag versus foreign flag carriers. Through May, 43.4 per cent of the pas-
sengers traveled on U.8. flag carriers, compared with 43 per cent in the first
five months of 1987 and 45.2 per cent in the first six months of 1066.

Commenting on the trends reflected in the study, Tipton sald; “As each month
passed, it has been necessary to scale down forecasts on a late recovery surge
in summer travel abroad which would reflect deferred but not cancelled vacation
plans. Were it not for the Air France trafic diversion in May and the BOAC
pilots’ strike which will also shift foreign flag trafic to U.8. flag carriers, the
sltuation would be more critical.”

Secretary Fowrer.. Senator Carlson, I want to make one comment
on that; one swallow doesn’t make a spring and I doubt very much
that even our air carriers in projecting their long-term prospects are
not counting in terms of ordering equipment ang placing equipment
orders and what not on a continuing expansion in this movement some-
what along the pattern previously projected and shown here in this
Chase Manhattan Bank study of around 9 percent per year, which
I think has been the overall average in recent years. It ebbs and flows;
there is no question about that.

A task force under Ambassador McKinney has examined ways to
achieve this goal and has made a series of recommendations, some
of which are already in effect. This represents a significant step
toward a long-term solution.

It cannot be expected, however, that travel by foreigners to the
United States will serve to moderate sufficiently the projected U.S.
foreign payments abroad, at least over the near future while the rec-
ommendations of the travel task force are being put into effect and
their results assessed. The major problem is that the present dispos-
able income base from which travel by foreigners can be financed is
much smaller than the U.S. disposable income base from which our
foreign travel is financed. Moreover, there are fewer Europeans than
Americans with sufficient income to finance travel overseas.

If one looks at the principal travel expenditure potential as located
in people with incomes over $10,000, there are about five times as many
of these travel spenders in the United States as there are in the prin-
cipal countries of Western Europe.

Moreover, for 1965, U.S. disposable income was about $470 billion,
while the disposable income of the major Western European countries
was around §275 billion. Thus, even though some Europeans may put
a heavier emphasis on travel in their budget priorities than do Ameri-
cans, and even if there were an immediate significant increase in the
percentage of disposable income spent by Europeans in travel to the
United States, the absolute dollar gap between their spending in the
United States and our spending could still grow over the short run,
Therefore, remedial measures of a less pleasant and a more restrain-
ing nature are necessary.

he travel program which we proposed to the House Ways and
Means Committee contained three elements:

1. Permanent elimination of the exemption of international flights

from the 5-percent tax on airline tickets.
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2. Permanent reductions in the duty-free allowance for articles
brought into the United States by returning travelers and for gifts
sent by mail, _

b3. % temporary tax based on expenditures made by travelers
abroad,

The bill before you, H.R. 16241, essentially carries out the first two
Olf' liizlmse recommendations but contains no provisions regarding the
third.

Our total travel })rogmm was estimated to yield an improvement in
our travel deficit of $500 million. The legislation before you, it is esti-
mated, will improve our balance-of-payments position by $140 million,
less than a third of the needed $500 million. As I have already indi-
cated there has been no lessening in the need for a savings nearer the
proposed $500 million level. Therefore, I urge your committes to add
to H.R. 16241 a tax, along the general lines we have proposed, to re-
strain spending in connectton with foreign travel.

Moembers of the committee, the proposal I am going to make here
now is somewhat different in its character from the one made publicly
to the House Ways and Means Committeo in February. It is the result
of our assessment of the situation in executive sessions with the House
Ways and Means Committee durin%1 much of February and March,
and our own further reflection on the comments and criticisms that
have been made since the original proposals were advanced.

More specifically, we propose that a progressive tax be imposed on
foreign travel expenditures. Under the rate schedule, the first $15 per
day of expenditures, computed on an average basis over the entire
trip would be exempt. from tax.

The Cratraran. Mr, Secretary, what page are you on?

Secretary FowLer. Page 22.

The Cuamaan. Thank you.

Secretary Fowrer. The total of expenditures in excess of that basic
exemption would be taxed at a 30-percent rate. The tax is structured
in this manner in order to achieve the necessary balance-of-payments
effect by encouraging travelers to keep their spending to a modest level
rather than to cancel their trips. In this way it offers the greatest op-
portunity for foreign exchange savings with the minimum interference
with travel.

This proposal differs in only one major respect from that which we
presented to the Ways and Means Committee. Under our ori%inal
proposal, only the first $7 of average daily expenditure would have
been completely exempt from tax; the next $8 would have been taxed
at a 15-percent rate and the excess at the 30-percent rate. Thus, while
practically all travelers would have been subject to at least some tax,
it would have been very modest for those who traveled modestly
and generally would not have required people to enncel their trips.

Senator SMaTHERS. Mr. Secretary, what is the difference in savings,
if any, between your recommendation to the House and the recom-
mendation that you make to us now?

Secrotary Fowrer. The recommendation made to the House, I am
going to give you figures which combine the savings with the ticket
tax—— -

Senator SyATHERS. Yes.
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Secretary FowrLer. The 5-percent ticket tax. The savings under the
package we recommended to the House would have been about $250
to $300 million, and under the recommendation posted here today it
would be between $165 and $190 million.

The CramrMAN. Let me see if I understand the difference between
the two now. You are now proposing that there be a complete exemp-
tion on the first $15 per day of expenditures?

Secretary Fowrer. That is correet.

The CHARMAN. Then that——

Secretary Fowrer. Everything over that is 80 percent, just a one

stage.

'ﬁ:e CHARMAN. Just a one-bracket tax on what you spend over and
above the $15 a day?

Secretary FowLEr. $15 a day average, yes.

Senator SmatrERs. Would this be the place to ask you, because I
want to ask it somewhere, when would you collect this tax?

Secretary FowLer. This we come to directly in a moment.

Senator SmatrErs, All right.

Secretary FowLzr, In trying to answer the various objections that
have been made to this kind of tax.

The CHATRMAN. Mr. Secretary, in some respect that tax could be
helpful to a husband who tries to persuade his wife not to spend so
much while they are away, not to bring so much merchandise back.

Secretary FowLer. I expect that as a result of this tax I will receive
a vote of thanks from the male group in the United States, the only
monument, I imagine, that I would get.

Nevertheless, some of those who commented on our original proposal
indicated that even a modest tax would force cancellation of some
desirable trips especially those made by students and others on very
strict budgets. As revised our proposal would avoid this possibility in
that a student or other traveler could completely avoid the expenditure
tax by keeping his average daily expenditures below $15. This level of
daily expenditures would seem completely realistic, especially for the
type of trips taken by students and others traveling on modest budgets.
Moreover, the elimination of one of the tax brackets will simplify the
tax computation,

Senator BENNETT. Mr. Chairman, may I ask a question? You are
talking about daily expenditures. If the person traveling made his
complete travel transportation arrangements before he left the United
States, of course, he could travel on an American-flag airline to his
general destination, and I assume that would be outside these daily
expenditures, )

Secretary Fowrer. That isright.

Senator BExNETT. Now, what about transportation on airlines or
railroads of other countries arranged in advance?

Secretary Fowrer, Well in the first place, there would be the ticket
tax which is in the bill at 5 percent.

Senator BENNETT. That ison an American airline only{

Secretary Fowrer. No; that ison all airlines,

Senator BENNETT. On all airlines?

Secretary FowLer. Now, beyond the 5-percent ticket tax coming to
the point of your question, the income derived by the foreign airline
would in some part accrue to that particular country where it is based
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and some part ¢o the United States, taking into account costs of pro-
curement In this country, fuel, the various charges for service at air-
ports, and so forth.,

I don’t have a very good fix, Senator Bennett, on just what the
pementage of that dollar received would, in effect, come back to the
United States. There is a good deal of literature on the subject, but I
oan’t give you a very hard answer. .

Senator BenNETT. My Eoint is in computing the tax against ¢he
particular tourist, will 1t be necessary to take into consideration the
money he spends for transportation to get from place to place abroad
or willthat beout?

Secretary Fowrer. No. On going overseas, no, but when he travels
agroa,g, let’s say from London to Rome, yes, that is a travel expenditure
abroad. .

Senator BENNETT. And that istaken intohis daily total?

Secretary Fowrer. That isright.

Senator BENNETT. Eventhough he makes arrangements heref

Secretary Fowwer. That is correct.

Senator BeNNETT. I just wanted o get it straight in my mind.

Mr. Surrey. If he traveled by air abroad, there would be a rate of
only 5 percent. In other words, the cost of all air travel would be con-
sidered as part of his basic transportation costs and taxed at 5 percent.

Senator BENNETT. That is what I want to get at. )

Mr. Surrey. In other words, he wouldn’t gain or lose by planning &
stopover on his way to his final destination.

enator BENNETT. In other words, any air travel which is subject to
the 5-percent tax will be outside of the computations for the daily
minimum ¢

Mr. Surrey. That is right. Any air travel in Europe that he didn’t
happen to plan at the very start would nevertheless be subject only to
a B-percent tax and would therefore not be subject to the 80-percent
rate. .

Senator SaraTHERs. Some of these airlines are now buying chains
of hotels; they own their own hotels in Europe. Suppose they work
out & package whereby they take tourists over on their planes and keep
them at hotels which they own perhaps in Istanbul, Madrid, and so on,
avc;%‘nd Europe, would that be subject to a tax, a foreign travel tax, or
no

Secretary Fowrer. That charge would, or everything outside of the
transportation ticket would, be included in the total of expenditures
from which you would derive either that he was taxable at the
30-percent level over $15 a day or that he had spent less than $15 a day
and therefore wasnot taxable. ‘

Senator SmaTHERS. In other words, the expenditure would come
under the $15 a day even though it were spent, you might say, in'a
U.S.-owned hotel #

Secretary Fowrer, That is correct.

Senator SaaTHERS. If you went over $15 a day, you would still be
subjeot to the 80-percent tax.

Secretary FowrLer., That is correct.

It has been suggested that the per diem exemption be replaced by a
flat per trip or per year exemption. This alternative present certain
problems. First, i1t would graduate the degree of spending restraint by



52

the length of the trip and, by so doing, would favor shorter trips over
longer trips. The available statistics show that in income groups below
$20,000 the total expenditure per trip are relative'}y‘the same, but the
less affluent spend less per day and stay longer, This latter group is
heavily weighted with students, teachers, and individuals visiting for-
cign relatives, all of whom are likely to need extended trips in order
to meet their objectives. A per diem exclusion recognizes this trend b
allowing a basic exemption based on the number of days of travel.
Thus, even those whose travel objectives reqiiire a trip of above aver-
age length will be able to take the tr}lp at a modest spending level
without undue concern for the tax. A flat exemption per trip would,
on the other hand, favor those who take shorter trips by allowing them
a higher average per day rate of expenditures subject to the exemption.
This group consists generally of the more affluent, where the so-called
big spending is more likely.

urthermore, if the exemption were on a ger trip basis, it would
unfairly favor frequent short trips over a sinf_ o trip of the same total
duration. For example, a person who took four 20-day trips would
be entitled to four times the amount of exemption as a person who
took one 80-day trip. Again, in this respect, a pertrip exemption would
favor the wealthy who are more table to take many trips abroad.

If some provision were added to limit the multiple trip‘“‘groblem, such
as no more than one exemption per year, an undesirable degree of
rigidity would be interjected into the tax structure. For example, a
businessman may honestly believe that he is going to take only one
trip during a year and, accordingly, use up his whole exemption on
that trip. If a business emergency were to require a second trip, each
dollar would be subject to the full 30 percent tax no matter how modest
the spending by the individual. This could result in an unreasonable
burden., Thus, we recommend retaining the per diem approach.

By structuring the tax in the manner we have, there is no necessity
for providing a list of exemptions for specific types of travel which
might be considered especially important, either from & business or a
cultural standpoint. Instead, the traveler can avoid or minimize the
impact of the tax by keeping his spending to & modest level. It would
seem clear that specific exemptions are undesirable as they require
arbitrary distinctions and administrative complexities.

q Senator Wrrrrams. You would have to keep it below the $15 per
ay.

Secretary FowrLer. Yes, sir.

Senator Wirriams. Do you think that is possible?

Secretary Fowrer. I think certainly for a very large number of the
students and those in modest incomes it is possible.

Senator WirLrams. Does that include the hotel ?

Secretary Fowrer. Yes, sir.

Senator WirLrams. What does the Government figure on Govern-
ment travel per diem ¢

Secretary Fowrer. About $15, I think, or $16.

Senator WiLL1aMs. I mean overseas.

Secretary FowLEr. Yes, sir.

Senator WiLLIAMS, Inciuding hotels and everything

Secretary FowLER. Yes, sir.
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The CHARMAN. Mr. Secretary, some of the companies do business
in such & way that an employee goes to Europe, attends some business
meetings, and takes full advantage of the business expense provisions
in the tax law. The company pays the expense of holding meetings,
entertaining people with whom they do busmessi‘gett-ing its own direc-
tors together if there are European directors. Now, if a company is
paging it, do they get around that travel tax ?

ecretary FowLERr, No, under this system we make the comptroller
of the company kind of help us hold this spending down.

The CHAIRMAN. In other words, let’s just say the executive of the
ABC Co. which would be presumed to be a company doing business
in several countries goes oversea and the corporation pays the expense
of the entertaining.

Secretary FowLeR, Yes.

The CararrMaN. Which could perhaps ba very lavish, on the theory
that that executive must come over there to meet with other directors
of that corporation. Does the company claiming that as a necessary
business expense owe this 30-percent tax ¢

Secretary FowrLer, Yes, a tax is owed if the individual spends above
that $15 a day level.

The CHAmMAN. When the company claims it——

Secretary FowLer, It reimburses the traveler for the outlays that he
has made. The traveler will have made an outlay and he will presum-
ably be subject to the 30-percent tax, and it is between him and the
company. If he can collect the tax from the company, he either bears
the tax or the company bears the tax.

The Cuarraan. Now, legally can the company under Ameriocan tax
law pay the expense of the entertaining which is done in connection
with a company-sponsored event? Now the company-sponsored meet-
inggf its executives to discuss the company’s affairs——

retary FowrLer, Yes, I assume so.

The CHAIRMAN. Now, in that case where the company sponsors it
and the company pays for it as an expense of doing business, if I
understand correctly, you say that the company then owes the 30-per-
cent tax?

Mr. Surrey. Perhaps it is best to start with the simplest case of the
company which is going to pay for all the executive’s meals and

lod .
’ﬁ"lg%HAIRMAN. Yes.

Mr. Surrey. The executive who is traveling is subject to the tax and
presumably, as Secretary Fowler said, the company is going to reim-
burse him, if they want to, for the tax.

Then you come to the question of entertainment. This presents some
borderline questions as is described in our technical explanation, if
the executive goes out and buys some dinners, he is subject to the tax
just as if he were entertaining privately, rather than for business
purposes. . o
Other business expenses, such as displaying inventory and mat-
ters of that nature, would not come under the tax. The line would
be drawn with meals, lodging, gifts, and entertainment. However,
we are continuing to consider whether it is proper to cover all busi-
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ness entertainment, especially in situations where the objective is
to entertain foreigners.

-The CHARMAN, If the company pays the tax, can the company
deduct it ?

Mr. Surrey. The company can deduct it, just as it can deduct the
executive’s entertainment and travel expenses themselves.

Secretary FowLer. As a business expense.

Senator BENNETT. Mr. Chairman, may I have a question? A com-
pany with a foreign institution which already has access to foreign
currency, if an American executive of that company goes over, can
that company supply him with foreign currency tax free?

Mr. Surrey. No. If it is an American-owned foreign subsidiary,
then all expenses out of these funds would come under the tax. The
use of the foreign currency in this situation is costing us foreign ex-
change, in effect, since otherwise the moneys would have come back
to the United States.

Senator WiLriams. How do you determine that? Suppose com-
pany A sends the man over for purely business reasons. They have
an apartment they keep on an annual basis in Paris, as many of
the companies do. They put this man up there, and all expenses are
paid. What do you do charge uli) for each meal if he is eating there?
Or suppose the company is holding on a dealers meeting and- this
man is addressing them. Suppose this particular meal costs $10 or
$15 each; it is a legitimate transaction. Do you charge this dinner
up to this'man in computation of the tax? Let us be realistic. You
don’t do it, do yon? You can't.

Secretary Fowrer. I wouldn’t go so far as saying we can’t be-
cause we never had occasion to have a tax of this nature.

Senator Wirniams. No; but how did yon determine what it is?

Mr. Surrey. I would assume the company itself, even today, must
be keeping some track of its expenses for foreign travel, In a well-
run company it would want to know from its own standpoint what
it is spending. .

Now, the question, I think, you are asking is, if they had to
account to us in these cases would it be feasible? Now, then you have
to break that question down into two parts: One, a company that
desires to comply and make its best efforts to do so, and then the
company that has no desire at all to comply.

Senator WiLLiams. I am assuming for the moment that a com-
pany wants to comiply, but this man is over there. Two or three of
the executives get in a car. Do they charge up one-third of that car
to this man, and when they eat the meal do they charge that to his
man’s account? Aren’t we dealing with something unrealistic, to
charge a percentage?

Mr. Surrey. There may be some de minimis expenses obviously. But
you ses the other aspect of the matter, Senator. It would not seem equi-
table to have a disparity of treatment between those American busi-
nesses which did mot maintain apartments abroad and those American
business that did. Therefore, it would seem far better to try to work
out rational rules of allocation to reduce that disparity which would
be the more serious problem. In this regard, it might ease individual
allocation problems if the employer were allowed to elect to pay a tax
on the total amount it spends during the year on its foreign traveling
employees. We will look into this.



8b

Senator WirLLiams, I wasn’t questioning what you are trying to
achieve, but I am just wondering how you can do it.

Secretary Fowrer. Well, I say you would work out reasonable
methods of allocations that would take into account the important
expenses.
The CrairmaN. If you will yield, a thought that occurs to me is that a
corporate executive who has firm control of his company of substantial
size might not worry too much about accounting to the stockholders
for this expense. If your purpose is to discou that type of activity

erhaps you should attribute that income to the executive and then
et him pay the tax on the income plus the tax on the travel. Then you
would have much more of a deterrent effect for that type expenditure
than you would do if the company can just pay it for him.

Secretary Fowrer. That is undoubtedly the case. That is what I
meant by saying in this fashion we may get some of the comptrollers
in the various companies working for the program. If there is any
type of cortrol on it there would be a tendency to say “well, now,
look, be pretty careful and try to hold down because every dollar you
pay out over a certain amount Uncle Sam is going to pick up an addi-
tional 30 percent from us.”

The Cuaman. I was thinking about a situation where a company
in good conscience holds a directors meeting in Europe. If we had a
tax that was severe enough to make them really give serious thought
to the desirability of holding it there and if we were to give a credit
for just holding it every second year over here, then they could cer-
tainly pay the expense of bringing the executives over here rather
than paying the expense of taking them to Europe. In some instances,
especlally at the corporate level, if the tax were severe when they
hold it in Europe, but they could claim a credit for holdin‘g it here, 1t
might ser.}\lre & double purpose. It might help our balance of payments
very much.

retary FowLkr. I am very much for the tax and not very much
for the credit.

The CHAIRMAN. Mr. Secretary, as I understand it, it is not the reve-
nue that you are so much concerned about, it is the balance of pay-
ments.

Secretary FowLeR. It is the balance of payments, that is right.

The CuAtrMAN. As a practical matter if we could work something
out that would have a lesser impact on overall Governmeht revenues
but & more effective impact on the balance-of-payments problem you
would probably prefer it. In fact those are your own thoughts on what
you recommended to the House.

Secretary FowLer. You put it (Rlite aptly.

Senator Saariers. All right, Mr. Secretary, you go right ahead.

Secretary FowLer. I have referred to the fact that we tried to avoid
the need for any specific exemptions.

On the other hand, our proposal does draw a distinction between
individuals who are traveling and those who have essentially shifted
their residence abroad. The tax would not apply to this latter category,
which includes businessmen transferred abroad for a substantial petiod
and students and teachers who are either studying or teaching abroad.
In these situations, the individual is likelf' to have substantial expenses
in setting up his household with the result that the imposition of a tax
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might cause considerable hardship. These exemptions, as well as the
other details of our proposal, are explained in the attached technical
explanation of the foreign travel tax.

We estimate that the balance-of- agr-ments savings from this ex-
penditure tax would be about $115 to & 0 million per year.

This travel tax has been criticized on several different levels and, at
the risk of appearing defensive, I would like to catalog these criticisms
and give you the other side. This seems particularly required in view of
th(:i general lack of balance in the testimony which has been presented
to date.

There are those who argue that there is no balance-of-payments
problem. I have already discussed this in some detail and am sure you
are as well aware as I am that this is just not the fact.

In this regard, it has been contended that we have overstated the
travel deficit by not including the purchase of airplanes by foreign air-
lines as an offsetting expenditure in the United States. First, certainly
not all foreign airplanes are used solely to transport travelers to and
from the United States. Second, moving airplane sales from the trade
account to the travel account will not alter the overall balance-of-pay-
ments deficit or the fact that Americans spend about $4 billion each
year in connection with foreign travel—which is almost 10 percent of
this country’s total foreign payments. Thus, a mere bookkeeping
change will not eliminate the immediate need for reducing our foreign
travel payments,

Itthas frequently been stated that the travel tax would interfere with
the inalienable right to travel. While the value of travel is unquestion-
able, the fact nevertheless remains that a family must budget for its
travel outlays and so must the nation budget its anternational expendi-
tures to the foreign exchange available. As I have already indicated, we
have structured the travel tax to accomplish this national budgeting
with as little interference with travel plans as possible. The bulk of the
foreign exchahge savings will come from reduced spending while on
a trip, and not through cancellation of the trip.

Other critics claim that an affirmative program restraining our
travel expenditures abroad will be ineffective because of the retnlﬁution
it will evoke. An area of retaliation frequently pointed to by these
critics is a reduction in foreign orders for U.S. aireraft. Close exam-
ination does not lend credence to this fear. The travel program is
specifically designed to have the least impact on the number of people
traveling abroad. This effect should be even more pronounced with our
proposed modification in that there would be no expenditure tax
imposed—and, therefore, no motive to cancel the trip—where spend-
ing is below $15 per day. The tax should thus have the least effect on
the airline business, and therefore on aireraft orders, of any form of
restraint on travel expenditures.

The next group of critics focuses directly on the structure of the
travel tax and takes the position that it is unworkable, unenforceable,
unfair, and ill-conceived—to say the least. They say that the tax will
fall heavily on teachers, students, and other low-income people: that
it will have little effect on “jet-setters”: that it will involve mountains
of redtape; and that it will encourage prohibition-type evasion,

Tho proposed tax clearly cannot be faulted on equity grounds. The
tax is progressive according to expenditures, which, after all, is the
factor contributing to the balance-of-payments problem.
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It is designed so that one traveling modestly will incur little or no
tax. On the other hand, the 30-percent rate on expenditures over $15
per day is a significant continuing deterrent to marginal expenditures
even by the most affluent traveler.

A substantial tax on tickets, such as 30 percent, or a tax
on each traveler in a fixed amount, or a tax graduated by the number
of days of travel would fall equally on the modest traveler and on the
lavish traveler. Such taxes would, therefore, represent a far greater
proportion of the expenditures of the less afffuent and would be no
continuing deterrent to the more affluent. In other words, they would
- be grossly inequitable.

As to enforcement, just as one can argue that there are ways to evade
the travel tax, one can argue that there are ways to evade the income
tax—and some people try it. Out of 100 million returns filed in the
United States, however, and out of 3 million returns examined, there
were about 1,000 fraud indictments last year. This clearly demonstrates
that the great mass of American taxpayers accept their responsibility
to pay taxes—if not happily, at least honestly. There is no reason to
believe the travel tax would not be accepted in the same way.

Much of the criticism based on complexity and evasion involves
a misconception of the tax. The tax does not involve the itemization
of any expenditures. Therefore, the Sictures presented by some critics
of European hotel clerks busily grinding out $3 recei?ts for $25-a-day
suites would not materialize. The tax is based on the difference be-
tween the amount of money and traveler’s checks a traveler leaves
the United States with and the amount left when he returns. This
will be the extent of the computation for most travelers. For those who
use credit cards and personal checks, these amounts would be added.
But no one need carry pencils and pads—or take hisaccountant—with
him on his trip to Europe.

The final level of criticism is that, even accepting the need for a
travel tax and the structure of this proposal, it cannot do the job of
effecting the anticipated balance-of-payments savings. These critics
{mint to the fact that the tax is applicable only to travelers outside the

Vestern Hemisphere and, moreover, that large groups of such travel-
ers, such as businessmen, persons visiting relatives in Europe, teachers,
and students, will travel to Eurol)c despite the tax. They claim that it
will have no effect on the wealthy. They therefore contend that the
hase on which the tax can operate is only vacation travel outside the
Western Hemisphere by middle-income people and that a base so lim-
ite(ll( is insufficient to yield the balance-of-payments savings we are
seeking.

Thisg criticism ignores the structure of the tax. The tax indeed as-
sumes that most travelers to Europe will not cancel their tiips. On
the other hand, it is fair to assume that all types of travelers will
respond in some degree to the tax, either by keeping their spending
below the exemption level, by shortening their stay by a few days, or by
climinating some marginal expenses. Indeed, a traveler contempiqt-ing
spending $25 a day could absorb the entire tax, including the ticket
tax, by cutting only 4 days from a 30-day trip. If the $25-a-day traveler
wanted to spend his full 30 days in Europe, he could offset the tax by
reducing his expenditures to about $22 a day. It is therefore reasonable
to believe that travelers of all types will examine their spending plans
with the tax in mind. On this basis, a $115 to $140 million balance-
of-payments savings out of the almost $1.5 billion in contemplated
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travel expenditures for travel outside the Western Hemisphere seems
cléarly attainable. .

It is also reasonable to expect that this would be a real savings and
not produce just a transfer of the travel to countries in the Western
Hemisphere. There may, of course, be a certain number of travelers
who will revise their plans. But it is clear that the existing tourist
facilities in the Western Hemisphere outside of the United States
will not accommodate a large amount of additional tourism.

In other words, the tax is designed to meet equitably the need for
temporary restraint on foreign travel spending, with due regard to the
varying types of travelers. Its mechanics for the vast majority of
travelers are uncomplicated and can be readily understood and satis-
fied. The tax, thus, offers an essential and feasible bridge to the time
when our longer range programs to increase tourism to the United
States take hold.

If no measure is enacted to deal directly with expenditures by U.S.
travelers, the overall improvement required in our balance-of-pay-
ments position can be achieved only if other sectors of the economy
contribute more than their fair share. Thus, I consider the foreign
travel tax today, as I did on February 5, as an essential part of our
balance-of-payments programs. The confidence of the rest of the
world in our dollar depends, in part, upon the resolve we demonstrate
to put our financial house in order. The bill before you today is a step
in the right direction as well as a solid structural revision in our tax
and customs laws. But the dramatic demonstration of our resolve and
a sizable reduction in our travel deficit rests upon the absent portion
of the administration’s program—the foreign-travel tax.

Now, Mr. Chairman and members of the committee, I have the re-
maining part of the statement which deals with the substance of the
bill before you. I hesitate to take up the committee’s time to read the
remaining 15 pages of the statement, but we will reserve that for
questions and ask that it be included as a part of the record.

In conclusion, I urge that this committee take immediate and affirm-
ative action to narrow the balance-of-payments deficit in our foreign-
travel account. The first step is to approve, subject to the revisions we
have recommended, the extension of the air-ticket tax and the customs
measures included in H.R. 16241. The second is to add to this bill the
tax we have proposed to encourage restraint in foréign-travel spend-
ing. In this form, H.R. 16241 would represent a balanced and effective
program for dealing with the important balance-of-payments prob-
lem in the travel area. Solution of this problem, in turn, is critical if
we are to improve our overall balance-of-payments deficit—an im-
provement that is so necessary to maintain strength and confidence in
the dollar.:

Thank you, Mr. Chairman.

(The balance of Secretary Fowler’s statement follows:)*

IV, SuBsTANCE oF H.R. 16241

1. Ticket Taxr

Present law imposes a G-cent tax on the amount pald for an airline ticket
purchased in the United States. International flights are, however, exempt from

1 Attachments to Secretary Fowler's statement; the technical ex’)lanaﬂon of the forel
travel tax and the technical explanation of the proposed changes {n the customs rules for
returning residents appear at pp. 157-1686.
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this tax. This exemption was enacted in 1947 for the purpose of stimulating
overseas travel by Americans and thereby to increase the flow of dollars to Eu-
rope. Obviously, this exemption is no longer justified and this bill eltminates it
by permanently extending the existing air ticket tax to all amounts paid for air
transportation where the tickets are purchased within the United States.

The bil}, in addition, eliminates most of the present exemptions from the tlcket
tax. The baslc domestic airline ticket tax is in the nature of a user charge in that
the revenues derived from it are consldered as payments in return for the activi-
tles of the Federal Aviation Administration in providing services principally
concerned with air navigation and safety. Viewed this way, exemptions from the
tax are unjustified. Therefore, exemptions previously accorded state and local
governments, colleges and universitles, and U.S. government travelers have been
eliminated as a permanent structural improvement in the law. These entitles
certalnly have no less an interest in the safety of their employees who travel! by
air than do other employers. Equally, they have no less an obligation to help meet
the costs of insuring this safety.

The changes made by the bill in the existing air transportation tax would
apply to amounts paid for tickets sold on or after 10 days after enactment of the
bill for transportation which begins on or after that date. It is estimated that

- this tax will improve our balance of payments by $50 million per year and raise
$95 million in revenue each year.

We are in basic agreement with the provisions in the bill as they affect the
ticket tax.!

2. Customs Measures

A, BALANCE OF PAYMENTS IMPACT OF PRESENT $100 DUTY-FREE TOURIST EXEMPTION

The estimated value of articles acquired abroad and brought into the Unlited
States during 1967 by United States residents returning from countries other than
Mexico and Canada, and the Caribbean area totaled approximately $200 million,
Of this amount, $100 million was brought in under the present $100 customs duty-
free exemption granted to réturning residents. A substantial reduetion in this
duty-free exemption would achieve a significant reduction in the value of articles
brought into the United States by returning United States residents.

B. BALANCE OF PAYMENTS IMPACT OF $10 GIFT EXEMPTION FOR PARCELS ARRBRIVING BY
MAIL

An estimated 11 million packages arriving by mail during 1967 were admitted
duty free under the existing exemption for gifts valued at less than $10. In addi-
tion, many other parcels presently being admitted without payment of duty would
have duty owing if there were adequate customs manpower available to assess
the duty. The elimination of the $10 gift exemption, and a more intensive process-
ing by Customs of packages arriving from abroad by mail would bring about a
decline in the shipment of such parcels to the United States. Since many such
parcels are purchased by United States residents, this would result in a significant
balance of payments saving.

C. REDUOTION OF RETURNING RESIDENT EXEMPTION

1. Introduotion

I have set forth below, for purposes of convenience and of clarity, a table
indicating customs exemptions for returning residents: (1) under present law;
(2) under H.R. 16241; and (8) under the proposal that I am now about to make
tolyou. 1Zl)urlng the rest of my statement, you may find it useful to refer back to
this table.

1 The Treasury Department suggests two changes in the ticket tax provisions of H.R.

(1) The House bill, while eliminating most exemptions, retains the present exemption
for domestic flights by small afrcraft on nonestablished lines (sec. 4263 ( )J The retention
of this exemption Is inconelstent with the user charge nature of the domestic ticket tax and
it I8 recommended that it be deleted.

(2) The Treasury Department recommends excluding from the ticket tax flights com-
pletely within Puerfo Rico (or, consistently, within one of the possessions) in that this is
n;olt’e n the nature of an internat matter of concern to 'uerto Rlco under it8 Commonwealth
status.
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RETURNING RESIDENT EXEMPTION

House attion Treasury proposal
Locat Present [aw Tempora Tempora
ocation i amus" Permanent (ugllil v Permanent
Canada and Mexko........ccocemnininnnniaeannn. $100 $100 $100 $100 $100
Ve Amaerican Samvos, snd Guam .12 70 3% o @ % %0
ands, American Samoa, Meeeaennn.
Elav?hlra ...... m .............................. 100 10 50 10 50

II. House action

In order to reduce foreign expenditures by returning United States residents
and thereby achleve a balance of payments savings, we had proposed legislation
to the House of Representatives which would permanently reduce the present
$100 duty-free exemption granted to returning United States residents to $10
for persons returning from countries other than Canada, Mexico and the
Caribbean area.

The House agreed that a reduction to the $10 level was presently warranted
in view of the current United States balance of payments problems. However,
the House concluded that on a permanent basis, commencing in October, 1009,
the United States should adopt an exemption of $50, which is the exemption
which the Organization for Economic Cooperation and Development has recom-
mended that all countries grant to their returning residents.

IIT. Proposed ohanges in Housge action

A. Ezxeinption for Oanada and Mex{co

The House left a permanent exemption for Canada and Mexico of $100.
We basically agree with this deciston because of the special relationship between
the United States and those countries.

B. Ezemption for Caribbean

The House reduced the exemption proposed by the Treasury for persons retura-
ing from the Caribbean area, from $100 to $10 on a temporary baslis, and provided
that it would be established at $50 on a_permanent basis, I believe the Senate
will wish to weigh carefully the desirablility of a $10 exemption for the Carlb-
bean area, even on a temporary basis. The economles of these small islands are
largely dependent on United States tourism and a drastic reduction in the cus-
toms exemption will adversely affect thelr economies and their overall trade
with the United States. Moreover, we have a specinl relationship with the Carib-
bean area stmilar to that which exists with our contiguous neighbors of Canada
and Mexico and this makes it reasonable for all these areas to be given the
same treatment. We propose, in short, that the exemption for residents return-
ing from the Caribbenn area be retained at the present $100 level.

C. Exemption for Virgin Islands, Guam and American Samoa

The House bill provides that the present $200 exemption for residents return-
ing from the Virgin Islands and certain other United States insular possessions
be temporarily reduced to $100 and returned to the present $200 exemption
level in October, 1069,

In order not to disadvantage the Virgin Islands economy, it would be desir-
able to continue the $100 differential in customs exemptions between the Virgin
Islands and the Caribbean area. Following this appreach we recommend that
the exemption for the Virgin Islands be retained at the present $200 level
permanently.

D. Summary of proposed changes

In summary, with regand to returning United States residents, we propose
that the present $100 exemption be retained for the Caribbean area as well as
for Canada and Mexico. For United States residents returning from the Virgin
Islands, and certain other United States Insular possessions, the present $200
exemption should be retained permanently. For returning residents from other
areas of the world, the present 100 exemption should be reduced to $10 now,
but increased on a permanent basis to 850 in October, 1969, as in the House bill.
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D. MODIFICATION OF GIFT EXEMPTION FOR PARCELS ARRIVING BY MAIL

We also proposed, and the House Report concurs, that the $10 duty-free gift
provision for articles arriving in the mail from abroad should be reduced to $1.
This will be accomplished administratively under existing law. No change s
proposed in the $50 gift exemption applicable to gift parcels arriving from the
United States servicemen serving in combat zones. Moreover, we do not plan
to make a change in the $10 gift exemption level for servicemen in non-combat
zones,

E. MODIFICATION OF DUTY ASSESSMENT PROCEDURES

In order to minimize the increased customs workload implicit in the changes
described above, we recommend simplification of duty assessment procedures
applicable to returning United States residents and to certain non-commereial
mail parcels.

1, Housc action

The House bill provides that for returning United States residents a 10 percent
flat rate of duty should be nssessed on the fair retall value of all dutiable
articles accompanying arrlving travelers, provided thelr aggregate value, exclu-
sive of any duty-free articles, does not exceed $500 wholesale,

The flat 10 percent rate of duty would also be applied on the fair retafl
value of non-commercinl fmportations of dutlable artlcles, arriving by mail,
express, and other means of transportation, which are valued at more than
$10 retail but not over $250 wholesale, exclusive of duty-free articles. A $1
charge would be made on dutiable non-commercinl parcels arriving by mail
valued at between $1 and $10. ’

II. Proposed changes in House action

We belteve the following modifications of these simplified duty assessment
procedures are desirable in order to foreclose their becoming a possible avenue
for substantial importations of high duty items. The intent of these modifica-
tions Is to circumscribe the situatlons where the simplified procedures may be
used.

A. Celling on usc of flat ratc by arriving travelers

1. General

The flat 10 percent rate would not apply if the aggregate retall value of
articles brought in by returning residents exceeds $100. Under this proposal, the
flat rate would not be applicable to persons arriving from areas benefiting from
an exemptlon of $100 or more. Under the Treasury proposal, these areas are
Canada, Mexico, the Caribbean Islands area, and the Virgin Islands and certain
other United States fusular possessions.

2. Operation of flat rate

This is how the flat rate will work. If the tourist has more than $100 worth
of purchases with him, the flate rate will not be applicable to any of his pur-
chases, and he will have to pay duty on the dutiable articles at the Tariff Schedule
rates, due allowance being made for the duty-free exemption to which he is
entitled. In totaling the tourist’s purchases to determine whether the $100 celling
has been exceeded, all dutiable articles would be counted, including those articles
falling within the tourlst exemption. If the purchases of the returning resident
do not exceed the $100 ceiling, when ealewlated in this manner, he will pay
duty at the flat 10 percent rate on all his dutiable purchaises, due allowance
being made for his duty-free exemption.

The same basic rule would apply in cases wherc the returning resident
exemption pecomes $50 permanently. In other wonds, the flat rate would continue
to apply to dutiable purchase between $50 and £100. If the dutiable purchases
exceed the $100 celling, then all purchases above the $50 exemption become
subject to duty at the Tariff Schedule rates.

B. [Applicadbility of flat rate for noncommerolal shipments

1. Increase in flat rate

For noncommercial articles arriving in the mail or by other means of trans-
portation, we propose that the flat rate of duty be increased from 10 percent,
as provided in the House bill, to 15 percent. In the absence of such increase,

95-843 0—68—pt. 1——5
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travelers desiring to avold the impact previously described of the $100 tourist
celling on the use of the flat rate, would be tempted to arrange for some of
their purchases to be separately shipped. The increase proposed would help
to discourage such separate shipments,

2. Oeiling on use of flat rate

The flat 15 pecent rate for noncommercial mail parcels would not apply to
shipments exceeding $50 in retail value. Where the $50 limitation is exceeded,
the Tariff Schedule rates would be applicable to all dutiable items in the parcel,

8. Oharge on small value parcels

To coincide with the 15 percent flat rate, we propose that the charge on
dutiable parcels valued at $10 or less retail, be increased from $1 to $1.50.
Articles valued at $1 or less, would continue to be free of any duty or charge.

F. RESULTING BALANCE OF PAYMENTS SAVINGS

It is estimated that implementation of all of the above recommendations will
achieve a balance of payments savings of about $100 million during the first
year after enactment. This saving would be reduced to $75 million, on an
annual basis, after October 1969 when the basic tourist exemption is scheduled,
under the House bill, to be increased from $10 to $50.

G. INCREASED ADMINISTRATIVE COST8 FOR CUSTOMS AND POST OFFICE DEPARTMENT

Implementation of, the above measures will entail increased administrative
costs for the Customs Service, and also for the Post Office Department to the
extent its expense in collecting the duty on parcels arriving by mail cannot be
covered by postal handling charges because of the ceiling set under the Universal
Postal Union Convention. Their ability to execute these measures is dependent
upon adequate increased appropriations to implement the changes. However,
I should point out that any increased cost will be offset by significantly increased
revenues. :

V. CONOLUSION

In conclusion, I urge that this Committee take immediate and afirmative
action to narrow the balance of payments deficit in our foreign travel account.
The first step is to approve, subject to the revisions we have recommended, the
extension of the air ticket tax and the customs measures included in H.R. 16241,
The second is to add to this bill the tax we have proposed to encourage restraint
in foreign travel spending, In this form, H.R. 16241 would reptesent a balanced
and effective program for dealing with the important balance of payments prob-
lem in the travel area. Solution of this problem, in turn, is critical if we are to
improve our overall balance of payments deflcit—an fmprovement that is so
necessary to maintain strength and confidence in the dollar.

Senator Saatiners. Chairman Long, do you hiave any questions you
want to ask? ) :

" The Craraan. Not right now.

Senator Symatuers. Senator Williams? )

Senator Wirr1ams. Just one question. The suggestion has been made
that a man inthis country who is ag&}umnted abroad can go abroad
and have a gentleman’s agreement with some friend he has over there
that thoy will underwrite the cost of his trip over there, we will say
$1,000, $1,500, and in turn when they visit back in this country he
will set that much aside for their visit here. How can you handle that?

Mxr. Surrey. How can we handle that? .

Senator Wirtams. Of course, that would be canceled out in the
balance of payments. .

For example, if you spend a thousand dollars on me in France and
I spend a thousand dollars on you over here, and—-

ecretary Fowrer, I would just make one comment and ask Secre-
tary Surrey to add his comment to it. T would say at least his thought-
fulness in arranging to neutralize the balance of payments as a result
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of his own efforts would be appreciated, but from an enforcement
standpoint I would still insist that he pay the tax.

Mr. Surrey. I think that is the general observation one would make.
In theory the tax should be paid, since the favorable impact of his
friend’s visit to the United States would be offset by the American’s
spending abroad. There would obviously be problems in reaching every
case in those situations. But in dealing with questions of that nature
you are at the borderline of enforcement of a measure, and when you
are at the borderline, no 100-percent satisfactory answer can be given
really to an?r‘ uestion.

e should be looking at the whole range of American travel, and
really when you get down to it, Senator, most American travelers just
go into American Express or a bank and buy their traveler’s checks
when they go to Europe, and that is about all that it comes to. Or they
go to an airline and pay for a package tour, That is préetty much the
way most average fellows travel.

Now, for that kind of a fellow, who is going in to buy American
Express checks and spend them in Europe and come back, there is no
complication inthis tax.

If, on the other hand, you come over to the borderline, there are
problems with people who deliberately want to evade and who use
their ingenuity and start matching wits with the United States. Cer-
tainly some will succeed, and some will fail. Those are the kind of
people that we deal with under the income tax, too, and probably some
succeed, probably a great many fail, and no one person is certain
whether he will succeed or fail.

Senator WiLLiads. A suggestion has been made that in many of the
underdeveloped couitries we have an excess of currencies on deposit.
in the treasury. Couldn’t there be some program worked out where
we could sell them at a discount to the prospective tourist? We do not
want to cause the country to think we are automatically going to de-
value their currency, but maybe we could sell these currencies or make
them available to American tourists, thus encouragir’llg them to visit
those countries where we have the excess currencies. They would use
these currencies on some basis, rather than travel in the countries
where we have deficits. In future negotiations where we are selling
food under Public Law 480 this could be a standard program.

Secretary Fowrer. Senator Williams, this has been a matter that
has given me concern over the last 2 or 3 years, and we have constantly
looked at it. Representative Findley in the House of Representatives
addressed a query to me in January in connection with the proposal
he made for a debt credit plan designed to assist our balance-of-pay-
ments equilibrium by utilizing these currencies that we hold.

There is a rather full and definitive answer in a letter to Representa-
tive Findley, dated March 4, which I should like to include in the rec-
ord at this point because it does give you more of a full picture of
the problem. ’

(The letter referred to follows:)

MagrcH 4, 1968,
Hon. PauL FINDLEY,
House of Reprcsentatives,
Washington, D.C.

DeAR MB. FINpLEY: Thank you for your letter of January 29, 1988, outlining
your proposal for a “debt-credit” plan designed to assist our balance of payments
of expenditures by U.S. tourists,
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I want to express my appreciation at the outset for the interest you have
shown in our balance-of-payments problem.

We, in the Treasury, have examined your most recent proposal for a “debt-
credit” plan very carefully both on the basis of your letter and your description
of the plan in the January 16 issue of the Congressional Record. First, let me say
that I hope I correctly read in your proposal a recognition of the need for a travel
tax. You would have the tax fall on travel to countries that do not cooperate
under the “debt-credit” plan and exempt ‘‘cooperating” countries. The proposal
that the Administration has put forward does not contemplate this kind of ex-
emption, but would bear most heavily on travellers who spend larger amounts
and lightly, or not at all, on those who spend smaller amounts in travel abroad.
There would not seem to be any essentlal difference of view on objec-
tives and the problem turns to other questions. For example, there is the
potential difficulty that the ‘“‘debt-credit” proposal could give the public an un-
warranted anticipation that the program could be successfully put into effect
in a wide range of countries. This could give an impetus to travel plans without,
for the most part, any restraint on expenditures. Also, we have great difficulty
in seeing the amount of help to our balance of payments that you mention in your
figures.

It would seem to us that the bulk of the balance-of-payments savings in your
plan would have to come from the $5 per traveller per day payments by govern-
ments who owe us World War I debts. The thought underlying the plan appears
to be that these countries, mainly as you say, Britain, France, Germany, and
Italy would be encouraged to cooperate in order to be exempt from the travel tax.
However, since payments are not now being made on ¢hose debts and tourist
payments go to individuals for goods and services rather than governments, the
$5 per traveller per day payment to the United States envisaged by your plan
would be purely and s]mply a government substdy, requiring a government appro-
priation. A payment by a forelgn government of $5 for every $18 of private
expenditure to private sellers of goods and services would be a rather high rate
of subsidy, and any particular country could not, in any event, be sure how
much money was actually being spent in its country. It seems very doubtful that
countries would consider it worthwhile to participate in the scheme on that
basis. I think these governments might well consider a travel tax which would
involve a reduction in tourist expenditures as less costly to them than a debt-
credit plan which could involve budget appropriation. Furthermore, from the
point of view of our balance of payments, there would be no restraint on larger
spending by those of our travellers who could so afford in countries that would
be exempt under your plan. If this occurred the cost to our halance of payments
could be significant. .

As for that part of your plan that deals with the seven excess currency
countries now permitting sales to tourists, I think it fair to say that tourism to
those countries, at least to some extent, would probably be stimulated and sales of
those excess currencies increased if tourists to those countries were exempted
from the tax. The balance of payments, however, would be improved only to the
extent ¢ourists actually shift their expenditures to these countries from “non-
cooperating countrles”, and to the extent they actually purchase their local
currency needs from the V).8. Government rather than from other sources.
However, as you cite in your letter, $01 million out of the $112 million available
currencies in those countrles is concentrated in the UAR where diplomatic
relations have been broken. In India and Pakistan (the two countries in which
we have the largest concentration of excess currency holdings outside the tourist
dollar exchange program) U.S. tourist expenditures amount to a few millions of
dollars a year. In those countries we now require, pursuant to law, that new P.L.
480 agreements provide for early payment to us in convertible currencies to the
extent that there I3 a difference between estimated U.S. travel expenditures and
actual sales we make of currency to U.S. travellers and businessmen,

With respect to the category of excess currency countrles not now permitting
sales to tourists, specifically Polan@ and Yugoslavia (where we have large
holdings as a result of sales of surplus agriculture products In earller years)
there have been no new PL 480 agrcements in recent years in which such a
provision could be included. I am sure you are aware of the ways in which we
are right now seeking in one of these countries to make use of some of our ex-
cess holdings and the difficulties that have arisen. In any event, these two coun-
tries plus Burma which makes up the rest of this category do not loom large in
our tourist problem.
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In addition, I do not belleve that the redemption of U.S.-owned currencles
in non-excess currency countries would help the U.S. balance of payments. We
need these local currencies for normal U.S. Government operations, and if the
currencles were redemmed under the “‘debt-credit” plan we would then have to
purchase for dollars the amounts needed to meet our normal U.S, Government

requirements.

A further problem is that it does not appear possible to save as much as we
need for the balance of payments even if we were to assume that the plan were
completely successful in getting all countries to join in cooperation. Using your
figures of $5 a day payments and $18 expenditures, it would be necessary for
U.S. travellers to spend $1.8 billion abroad for us to receive $500 million in pay-
ments. This would seem to imply a net balance of payments cost of U.S. travellers'
expenditures in the “cooperating countries” of $1.3 billion for receipts of $500
million. In 1966 U.S. travellers spent gross $1.4 billion outside Canada and

Mexico.
For reasons such as indicated above, I do not feel your over-all proposal

provides the best means at this time of obtaining the kind of baldance-of-payments
savings on travel that we need; nor do I believe that it would be equitable or
practicable to make such an over-all exemption to the travel tax for such a selec-
tive and geographically disparate group of countries.

Again, let me say that I am grateful for your interest in this whole question.
While I regret I cannot provide encouragement to your present *“debt-credit”
plan, I look forward to your continuing cooperation in our efforts to achieve
balance-of-payments benefits in our foreign currency programs, and to your sup-
port in our over-all effort to correct our payments defleit.

Sincerely,
' Heney H, FOWLER.

Secretary Fowrer, We have constantly tried to encourage the deter-
mination of where these currency holdings are excess to the needs
of the U.S. Government, and to take advantage of new agreements
with the comntries concerned to provide that they can be used by our
civilian tourists in those countries.

Arrangements have been effected, with countries that are currently
operating now,

Unfortunately most of our holdings of excess currencies are not
in the countries where there is major tourist travel, so the cause is a
worthy one, it needs to be constantly pursued, but it does not meet
the major problem in such a massive way.

Senator WirLiass. I realize that, and I wasn’t suggesting this as an
alternative, Since in a few of these countries, we have these currencies
in surplus which we cannot spend except within those countries; I cite
India as a case in point, why not use them for travel ¢

Secretary Fowrer. Yes, sir.

Senator Wirrrams. Could we not work out something so that it
would be cheaper for this teacher or student who is going abroad,
that if he will direct his travel in that area rather than in Western
Europe, this would help our balance of payments and make his
travel much cheaper, too. In other words, offer him an incentive. We
would end up ahead of the game because you have got these currencies
in thg Treasury that you cannot use for any other purpose; let him
lmf' dollars into the Federal Treasury for them.

think you may encourage a lot of people to travel in that area.

Secretary Fowrer, Well, I think that the thrust of plans, such as
Mr. Findley’s and others are ones that we must constantly take into
account. I think this suggestion that. you make here is one we would
like to consider. As I understand it, it is saying if you go to a country
where the excess currency is available for tourist expenditures you
can buy the currency from us at a very substantial discount.
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Senator Wirrtams, That is correct. )

For exs}mple, _1f Mr. X is going to take a trip, if he will direct the
bulk of his trip in three or four countries in the Near East where you
have a surplus of currency he can buy them at a substantial dis-
count and can go in there much cheaper.

I made that sulggestlo'n‘ on the 81st of January, when we were talking

about the general tax increase, and I wish you would review this sugges-
tion and see if you cannot submit some language where we can at least
implement this on a trial basis; I think it has much merit.
- Secretary FowrLer, Let me read you two paragraphs at this point
because I think insofar as there is an answer, a comment to be made
now, Senator Williams; I want to be responsive to it. This is what we
said to Representative Findley.

As for that part of your plan which deals with 7 excess currency countries now
permitting sales to tourists, I think it fair to say that tourism to these coun-
tries at least to some extent would probably be stimulated and sales of these
excess currencles increased if tourists to these countries were exempted from the
tax. The balance of payments, however, would be improved only to the extent
tourists actually shift thelr expenditures to these countries from ‘‘non-cooperat-
ing countries”, and to the extent they actually purchased their local currency
needs from the United States Government rather that from other sources.

However, as you cite fn your letter $91 million out of $112 million available
currencies in these countries Is concentrated in the U.A.R.—that is Egypt—
where diplomatic relations have been broken, in India and Pakistan, the two
countries in which we have the largest concentration of excess currency holdings
outside the tourist dollar exchange program, U.8. tourist expenditures amount
to only a few million a year. In these countries we now require pursuant to law
that a new P.L. 480 agreement provide for early payment to us in convertible
currencles to the extent that there is a difference between the estimated U.S.
travel expenditures and actual sales we make of currencies to U.S. travelers

and businessmen.
With respect to the category of excess currency countries not now permitting

sales to tourists—and this goes to your new agreements point—specifically Poland
and Yugoslavia where we have large holdings as a result of sales of surplus
agricultural products in early years, there have been no new P.L. 480 agreements
in recent years in which such a provision could be included. I am sure you are
aware of the ways in which we are right now seeking in one of those countries
to make use of some of our excess holdings and the difficulties that have arisen.
In any event these two countrles, plus Burma, which make up the rest of this
category do loom large in our tourist problem.

Secretary Fowrer. That was the basic thing. His proposal was that
we exempt people from the tax who go to those countries where there
are excess currencies that are usable by tourists.

Senator Wirntams. I was proposing to go beyond that, not only
exempt them but——

Secretary Fowrer. An incentive.

Senator Wirrrams (continuing). Sell them these currencies at a re-
duced price because we don’t have the use for them. While there may
be only seven countries involved we cotild expand that in new negotia-
tions under Public Taw 480. Also, I note that you are entering into
negotiations with some of the countries of Western Europe now
concerning the blocked off social security payments; there are about
$2214 million involved there which T understand you have just agreed
to release to them. Now, that is a complete loss in balance of payments.
Why could we not use that as a travel incentive and at least get some
credit for it. _

Secretary Fowrer. I am not on those particular negotiations. I
think there are some reciprocity elements involved and T am not on
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that, Igd is a State Department matter and I am not sufficiently ac-
uainted.

1 Senator WiLLiams, The State Department gesterda.y first told me
they had agreed 2 weeks n,%o, but I understand that the agreement is
coming out today. About all they received in return is a hope of get-
ti- ¢ something later; they figure if we give these countries something

.+~ they may give us something later. That has been the trend of our
negotiations and I am just wondering if we should not do it just as yon
and I would if we were sitting across the counter. I just wonder if we
don’t need a little bit of Yankee ingenuity here in our negotiations.

Secretary Fowrgr. Well, being a good southerner I won’t admit that
is wholly limited to Yankees but anyway you and I would negotiate
the same way.

Senator WiLL1ass. I wish iou would give this some careful study
because I happen to be one who thinks if this bill is going anywhere
such a proposal should be a part of any measure we are concerned with.

Secretary FowLer. Yes.

(The following information was subsequently supplied by the
Treasury Department:)

ON SALE OF GOVERNMENT-OWNED FOREIGN CURRENCY AT A DISCOUNT TO AMERICAN
TOURISTS

There is a critical and unavoldable international problem involved in this
proposal. Under the rules of the International Monetary Fund we, as a member,
are obligated to avoid engaging in disorderly or multiple excha:nge practices.
Moreover, sales of foreign currency by the Government at a depreclated rate in
whatever form to American tourists or to other private persons would also re-
quire the consent to such transactions by the foreign government whose cur-
rency was used. The diversion of dollars to the U.8. Government, by means of
discount incentives, which would otherwise enter host country foreign exchange
receipts would exacerbate the financial position of countries which already
suffer from perilously short foreign exchange holdings. However, as the financial
positions of these countries improve, the value of their currencies will strengthen
and opportunities now exist under existing legislation for greater use of foreign
currencies at full value by the United States without selling at discounts.

_Senator Wirriams. I don’t know what may be done on this sugges-
tion, but I think this has merit.
If we are going to curtail this foreign travel to hold our balance of
payments what steps is the administration taking toward disciplifiing
itself# I might say that includes Conﬁress, too, hecause a good bit of
this foreign travel originates on the homefront, as you and I know.
There are a lot of American taxpayers who are paying their own ex-
penses-looking with questionable eyes when they read about some of
the Government trips, which have the appearance of being more or less
a junket, whether executive, legislative, or judiciary. Should we not
have some provision in here that would at least indicate that if we are
{;gmg to ask for discipline on the part of the taxpayer who is paying
1S own expenses, we are going to set the example as Government
officials?

Secretary Fowrer. Senator Williams, on the general proposition
there has been action taken early in the year to curtail very sharply,
travel expenditures by Federal employees abroad. Each department
and agency is involved in that, and there was a Presidential directive
which I should like to include as a part of the record here because I
think it is pertinent, and it is valuable to have this emphasized, that
there has been a new discipline imposed as of January 18—that was
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the date of the release—on the budgeting processes involving travel

expenditures by a Government employee. I do not think that included

the Congress, however. It was limited to the executive branch.
(The Presidential directive referred to, follows:)

REDUOTION OF U.S. PERBONNEL AND OFFICIAL TRAVEL OVERSEAS

THE PRESIDENT'S MEMORANDUM TO HEADS OF EXECUTIVE DEPARTMENTS AND
AGENOIES. JANUARY 18, 1968

Subject : Reduction of overseas personnel and official travel

Today I sent the attached memorandum to the Secretary of State and the
Director of the Bureau of the Budget directing them to undertake a four-part
program to reduce Unité&d States personnel overseas. I expect each Department
and agency to cooperate fully in this endeavor.

In addition, I hereby direct the head of each Department and agency to take
steps to reduce U.S. official travel overseas to the niinimum consistent with the
orderly conduct of the Government's business abroad. I have asked private U.S.
citizens to curtail their own travel outside the Western Hemisphere in the inter-
est of reducing our balance of payments deficit. Federal agencies should par-
ticipate in this effort. - . -

The policy applies particularly to travel to international conferences held over-
seas, Heads of Departments and agencies will take immediate measures to—

—reduce the number of such conferences attended.

-—hold our attendance to a minimum and use U.S. personnel located at or
near conference site to the extent possible. ‘

—schedule conferences, where possible, in the U.S8. or countries in which
excess currencies can be used. .

You should present your plans for travel to international conferences held
overseas to the Secretary of State, who, with the Director of the Budget, wil}
undertake a speclal review of this matter.

This directive shall not apply to— . :

—travel necessary for permanent change-of-station for U.S. employees, for
their home leave, and for medical and rest and recuperative leave,

—travel made necessary by measures to reduce U.8. employment overseas
outlined in the attached memorandum, ,

—travel financed from available excess foreign currencies.

You are requested to submit to the Director of the Budget, not later than
March 15, a statement on the actlons you have taken to reduce all types of over-
seas travel, the results expected from such actions, and your recommendations
as to any additional measures that might be taken. ' '

LYNDON B, JOHNSOR,

Nore: For the memorandum to the Secretary of State and the Director, Bu-
reau of the Budget to which the President referred, see the following item.

REDUOTION OF U.S. PERSONNEL AND OFFICIAL TRAVEL OVERSEAS

THE PRESIDENT’'S MEMORANDUM TO THE SECRETARY OF STATE AND THE DIRESTOR,
BUREAU OF THE BUDGET, JANUARY 18, 1968

Subject : Reduction in U.8. employees and officidl travel overseas. L

As a part of my program for dealing wtih our balance of payments problem,
announced on Nejy Year's day, I would like you jointly to take the specific meas-
ures to reduce U.8. employment gnd curtail officlal travel abroad, as outlined
herein. Within the Department of State, the Senior. Interdepartmental Group,
chaired by Under Secretary Katzenbach, shail serve as the focal point for carry-
ing out this directive.

You should make these reductions in a way which maintains the effectiveness
of our international programs, I would like you to give particular attention to
personnel reductions which can be made through relocation and regrouping of
* functions, the elimination of overlapping and duplication, the discontinuahnce of
outdated and marginal activities, and a general streamlining of operations.

1. Reduction ¢n U.8. personnel overseas

This directive applies to all employees under the furisdiction of U.8. diplomatic
missions and includes the representatives of all U.8. civilian agencles which have
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programs or activities overseas. It also includes military attaches, Military As-
sistance Advisory Groups, and other military personnel serving under the Am-
bassadors. It does not apply to U.8. personnel in Vietnam.

The Secretary of Defense has already initiated measures to reduce stafing
of the military assistance program. I am asking the Secretary to complete these
studies in time to support the goals outlined below.

You are directed to take the following actions: .

1. As a first step, you should proceed, with appropriate participation by
U.8. Ambassadors and agenoies, to reduce the total number of American
personnel overseas by 10 percent, with reductions of at least this magnitude
applied to all missions of over 100. Similar reductions should be nade in em-
ployment of forelgn nationals and contract personnel. Your decisions on this
first phase, which shall be final, shall be completed by April 1, ,

. 2. You should also init{ate a special intensive review of our activiiies and

staffing in 10 countries with very large U.8. missions. Your objéctive, in this

. 8econd step, should be to reduce U.8. employment by substantially more than
the 10 percent immediate reduction taken in the first step. Your final decisions

should be made on this phdase by August1, - ’

8. As a third step, you should proceed to edtend these intensive reviews of
U.8. activities to other countries beyond the first 10 as rapidly as feastble.

4, uwltaneously, you should initiate special studies from Washington of
June 1 areas aimed at redycing instructions, dssignments, and activities
which unnecessarily-c¥éate the né&&t-for mainteining or increasing overseas
staff, e.g., reporting requirements, consula¥work, and administrative support.

Clearly, reductions of this magnitude will involye major changes in agency
staffing and fPersonnel plans.'I am asking Chairmam\Macy of the Civil Service
Commissipfi -to assist agencles ip~salving-attendant pdrsénnel problems and fn
facilitating the reassignment of d yeeq returning to the Ullited States. :

I gm requestip ey heads to redude officlal travel out-
sid¢ the U.S. .conduct of the Government'’s
buginess. I would tb measures o minimize travel

o LxnpoN B. JOHNSON.
NotE: Fot the Pres NS ds of executive departments and

Senator WiLLiays Jpeaking in broad terfms, too; and I
wasn’t just talking a pe Expéyfiverd am familiar fvith that press
release and L ag sletelywith its objedtives. I dgh’t question for
A ) } flective. But jin order that we can deter-
ming just how effective this dlease of January/18 was, could you
furnish at this pQint in the ,\a Jist or a repoft broken down by
months\and by agenctes; ount was spefit for foreign travel
during 1887 along with similar information of such travel in 1968¢
We can then.see just how far we have gopefoward reducing this. =
. Secretary, Fowagr. Yes, Senator Willitms, I will try to supply the
information that is Available.on thatsibject. 4 } L

Senator WiLuiams. I would appreciateit. . -~ C o

(The following information was supplied by the Bureau of the
Budget :) : : S - :

. Accounting data are not available that will supply Information on.foreign
travel by agencles on a month to month basis for the fiscal years 1987 and 1068.

. Asa result of the President’s Directive of January 18, 1068, each agency sub-
mitted an expenditure plan for the balance of the fiscal year 1868 and fiscal year

1069 that reflected a substantial reduction for foreign travel below the lévels.
‘budgeted. The agencies' reports to the Bureau of the Budget reflect that:they

have now reduced their plafined foreign travel costs both for the last half of
the fiscal year 1988 and the full year 1069, by approxinmiately 25% below the
amounts included in théir appropriations for 1968 and their estimates for 1069
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Because of differing degrees of essentlality for foreign travel and the varying
nature of the program requirements of the ageneles to travel abroad, some have
cut back more than 25% and some less. The reduction averages to about 25%
Government-wide.

The actual results of the reduction for fiscal year 1968 will not be available
until approximately September 1, 1968; thereafter, quarterly reports for the
entirrferGovemment are to be prepared about 45 days afteir the close of each
qua .

Senator SamaTHERs. Mr. Secretary, bofore yielding to Senator Carl-
son, who is next in asking questions, I want to say this: There is a
feeling, I think, among this committee, and I think in the Senate, that
this particular proposal is not as essential in meeting our balance-of-
payments deficit and our domestic and foreign deficit as you appar-
ently think that it is. You know that we passed a tax increase bill
coupled with an expenditure reduction bill which originated right
here with members on this committee, but we got the very strong feel-
in% from you that it was absolutely essential.

want you to state, without reading anything if you can—bleed for
us a little bit—how important is this proposal in the overall balance-
of-payments program? Do we really have to act on this this year?
Is this essential in the overall picture? |

Secretary FowLer, Yes, Senator Smathers, in my judgment it is. I
think that the action that has been taken in our fiscal and monetary
field is the fundamental base on which any constructive program must
proceed, and it is my hope that it will result in improving our trade
surplus which has very nearly disappeared in the first quarter. There
was some recovery in the month of April. I would hope that it would
bring it back toward the level of 1967, but I would be less than opti-
mistic if I said that I thought we would do as well in the trade field
in the calendar year 1968 as we did in the calendar year 1967 because
the impact of the recent revenue act, will take some time to have its
effect on the trade picture.

Therefore, we have to look at the other fingers of the hand, the so-
called direct measures to help us achieve balance. In a sense, it is more
important for the travel program this year and in the period ahead,
than it was when it was presented in January because it was the prem-
ise of the entire program theén we would get some action onthe fiscal
side early in the year. Now, it is late June and, therefore, I, for one,
feeling a sense of responsibility about this, cannot see any rational
basis whereby we would retreat from any of the measures set forth
in this program in January because we have finally, at long last,
managed to get the revenue act through.

" So in the field of reducing and neutralizing Government expendi-
tures, in the field of carrying through on the direct investment pro-
gram, on the bank lending program, on the other features involving
encouragement of our trade surplus, I, for one, don’t think we can
back off one step and, indeed, coming to this program, the travel pro-
gram, I think a retreat on this front is just as unhappy as a retreat
on any of the other fronts, and furthermore——

Senator SMaTHERS, When you were talking about the tax bill you
used such words as catastrophic if we didn’t pass it and that we were in
a crisis of enormous proportions. Do you feel the same urgency or an
equal urgency about this bill as yon did about theé revenue bill, rec-
ognizing, of course, that it is not as large? What I am trying to




71

get really from you is whether or not this committee has to act on
this measure or whether it wotld be all right if we passed it over.
Very fratlk]¥, there is a feeling that the proposal involves so little
money, is so late in the year in being considered, and involves so much
redtape, that it is probably not worth the effort. This is what I am
trying to get from you, isthe effort worth it.?

Secretary Fowrer. I think it is essential that we make a start on
this problem’of travel. I just don’t think we can keep putting it off
and keep waiting for something else to turn uE. This has been the
story of our balance-of-payments problem for the last 5 years, wait-
ing for something else to turn up that will make it unnecessary to
grapple with the difficult aspects of the problem.

Therefore, I think my answer would reluctantly have to be very
strongly in the affirmative.

Discussion off the record.) ,
enator SmATHERS. The committee will then stand in recess until
10 a.m, tomorrow morning.

(Whereupon at 11:45 a.m., the hearing was recessed until Wednes-

day, June 26, 1968, at 10 a.m.)






FOREIGN TRAVEL TAX

WEDNESDAY, JUNE 206, 1868

U.S. SeNare,
CoMMITTER ON FINANCE,
Washington, D.C.

The committee met, pursuant-to recess, at 10:10 a.m., in-room 2221, -
New_dS_ena,te Office Building, Senator Russell B. Long (chairman)
presiding,

Present: Senators Long, Smathers, Gore, Hartke, Williams, Carson,
Bennett, and Morton,

The CHARMAN. M. Secretary, at the hearing Senator Grore asked
that you be prepared to discuss S. 3204 to tax the undistributed earn-
ings and profits of foreign corporations controlled by U.S. persons
and S, 8205 repealing the exclusion from gross income of certain in-
:ﬁme galrlm'ad outside the United States. Are you prepared to discuss

ose bills

STATEMENT OF HON. HENRY H. FOWLER, SECRETARY OF THE
TREASURY, ACCOMPANIED BY FREDERICK L. DEMING, UNDER
SECRETARY FOR MONETARY AFFAIRS, DEPARTMENT OF THE
TREASURY, AND STANLEY S. SURREY, ASSISTANT SECRETARY
OF THE TREASURY—Resumed

Secretary FowLER, Yes.

Senator Gore. Mr. Chairman, before we get to that, I would like to
ask permission to have printed in the record at this point or at some
point, an analysis of the second annual report of the President to the
Congress on the operation of the Automobile Products Trade Act of
1965 known as the United States-Canadian Automobile Agreements.

This study has been made at my request b{lthe staff of the Senate
Finance Committee under the direction of Mr. Tom Vail, the chief
counsel, The study shows that this unfortunate agreement has brought
- & massive shift in the international structure of the automobile in-

dus&lsv, has cost thousands of jobs to the United States, and an esti-
mated $1 billion in unfavorable balance-of-payments effect.

The Cuamman, How much?

Senator Gorr. $1 billion.

_ As another result automobile production has been ﬁoing up rapidly
in Canada and has suffered a decline for 8 years in the United States.
I will offer an amondment to this bill or to such other bill 4s ma

emerge from this committes to repeal this improvident agreement.

ask, renow my request, that it be printed in the record.

~ The CHAIRMAN. Yes, the analysis will be printed at this point in the
record. 18)
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(The analysis of the report referred to follows:)

ANALYSI8 OF SECOND ANNUAL REPORT OF TIIE PRESIDENT TO THE CONOGRESS ON THE
AuvroMoBniLE Propucts TRADE Act oF 1985 (U.S.-CANADIAN AUTOMOBILE
AGREEMENT)

BACKGROUND OF THE AGREEMENT

The U.S.-Canadlan Automobile Agreement was born out of a plan by the
Canadians to subsidize automobile engine and parts exports to the U.S, through
a duty remission scheme. The scheme would have enabled n Canadian firm
which increased its exports of engines and parts to get a remission of duties on
$1's worth of imports for each additlonal $1 of exports over the base year 1063,
Thus, n firm which increased its exports fromn $10 miltion in 1963 to $20 mitlion
In 1964 would be able to fmport $10 million duty free.

This would linve been an Indirect subsidy to Canadian exports and thus be
subject to our countervalling duty statute (Section 303 of the Tarift Act of 1030).

The U.S.-Canadian auto pact resulted from negotiation between the two Gov-
ernments over disngreenients arising out of the Chihndian duty-remission plan.

Under the pact, the U.S. exports of vehlcles and parts (except tires, and tubes,
and replncement parts) to a “bona fide” Canadlan manufacturer arve admitted
duty free, white the U.S. gives duty-free treatment to Canadian Imports, It is
not really a “free trade agreement” for several reasons, A “bona fide” Canadian
fmporter Is one who maintains the same Canadian value added and the same
ratio uf axsembly to sales in Cannda that he had ln 1064, Thus, if 8 manufacturer
assembled 90 percent of his car production in Canada in 1964 and this ratlo
dropped to 80 percent in 1965, he would not be able to import duty-free U.S, englines
and parts. There were also “voluntary.” “letters of undertakings” by 1.8, auto
firms to increase thelr investment and production In Canada.! These letters
extendt through 1068 models, It is probable that they will not be renewed, al-
though the Canadian Government would like other forms of commitments from
U.S. firms to increase their investment and production in Canada.’

EFFEOT ON TRADE

The preeise effect of the agreement on the U.8, trade balance in automobiles
and parts is dificult to determine. This is because U.8, exports of certain semi-
fabricated parts, which are covered under the agreement, are classified under
non-automobile tarift definftions. However, under any basis of measurement the
U.S. trade in automobiles and parts has suffered.

The April issue of the Federal Reserve Bulletin, in commenting on the effect
of the auto agreement on the U.S, balance of trade, stated:

“Part of the recent extraordinary expansion in lmports reflects a massive
shift {n the International structure of the automobile industry as a result of
the U.S.-Canadlan Automotive Agreement in 1065, Imports of autos and parts

- from Canada incrensed from almost nothing in 10684 to §1.23 billion a year in
1066-67, and to a rate of more than $2 billlon early in 1068. (There was a rapld
but only partly offsetting rise in automotive exports to Canada).”

Based on U.S. statlstics provided in the Annual Reports of the President on
this agrecment, the trade pleture is shown in Table I

The U.S. has shifted from a net exporter to Canada of passenger cars, buses
und chassiz of $22 milllon In 1004 and 1963 (average) to a net {mporter of
$130 milllon fn 1066 and 1007 (average). In 1064, $21.9 million or 20 percent of
our nutomotlve imports from Cannda were passenger cars; in 1007, passenger
car imports from Canada amounted to $818 mlillion, or G3 percent of total
automotive imports from Canada. The large U.8. exports of parts (over $1
billlon in 1067), kept the U.S. in an overall surplus position, albelit a declining
one. But, If the trends continue, the surplus will disappear in a few years.

3ven on the basis of imports statistles of the two countries, which is thé way
the State Department feels best depliets the situation, the U.8. trade sufplus
fell from an average of $633 milllon in 1964-03 to $483 militon In 1066-67. Thix
approach to measuring the trade balance ix shown in Table 1I.

Thus, one can conclude that the agreement has created a dramatie shift In
U.8.-Canadidan automotive trade, not to the U8, advantage.

1 These were publshed in the Committee hearings and are attached.

2 The two governmenta are now completing a_joint review of experiences under the agree:
ment. A speclal report witl be submitted to the Confross in acenrdance with Sec. 205 (a) and
(cI Igg thedAct. Perhaps at that time we can find out what, {f any, further commitmenta
W made.
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PRODUOTION

The increased investment and production in Oanada by U.S. firms has resulted
in longer production rung and increased speclalization of production there. And,
the galzd between higher production costs in Canada and lower U.8. costs has
narrowed.

U.S. production in 1064 was 9.8 miilion vehicles (including trucks and buses) ;
it increased to 11.1 million in 1065, but has sinco declined to 10.4 million In 1960
and 0.0 milllon in 1967, mainly because of iarket conditions. Passenger car
pr%(}uc}dloll; in 19067 at 7.4 million 18 the lowest it has been in five years. (See
Table

Motor vehlcle production in Canada has increased steadlly since the agreement
entered into foree, rising from 671,000 motor vehicles in 1064 to 847,000 in 1065,
002,000 in 1066, and 947,000 in 1067. (See Table 1V) A

It 18 difficult to tell how much U.8. production and employment may have been
lost to Canada as a result of this agreement. The increased assembly of finished
atomoblles in Canada undoubtedly replaced some assembly operations in the
11.S. Over 2,000 workers fnvolved fn assembling automobiles in the U.S. have
applied for adjustment assistance, which 1s a clear indication that there has
hicen sonie shifting.

EMPLOYMENT

Automobllo employment In both Canada and the U.8. has gone up since the
agreenient.! Within the North Amerlcan tndustry complex there have been shifts
in plant locations in both directions. For example, one Chevy plant in New York
was closed and the operation was shifted to Canada, while a Buick plant in
Canada was closed and that operation was shifted to New York. Inasmiich as
there generally has been more assembly in Canada of finished automoblles, some
assembly Jobs have been lost to Canada, but it 1s impossible to tell how much
this may have been offset by more jobs in say, parts production, within the U.S.
Tablo V glves data on employment in the U.S. and Canada. Later {n the paper
it will be seen that adjustment assistance has been provided to 2,500 workers in
the U.S., which is an indication of the magnitude of displacement of U.S. jobs.

PRICES AND DIFFERENTIALS

The consumer price index for new passenger cars in the U.8. and Cannda
shows that both U.S. and Canadian prices fell between 1963 and 1906, but rose
slightly in 1967,

CONSUMER PRICE INDEX, NEW PASSENGER CARS

[1957-59==100)

United States Canads

k3 %
9.0 24
97,2 94,2
9.8 95.6

However, there has been a slight narrowing of the absolute price differentinl.
Factory st prices of the same model car (4-door sedan) 6 cylinder with com-
parable standard equipment) were only 5.7 percent higher in Canadn for the ‘68
model introduction, as compared with a differential of 0.8 percent for the ‘64
model. The higher Canadian sales tax (12 percent in '68 na compared with 7
percent in U.8.) made the suggested Canadian retail price for '68 models 0
percent higher than in the U.8.

ADJUSTMENT ABBISTANCE

Under Section 302 of the Automotive Products Act of 1065, firms or groups
of workers were entitled to petition for help (adjustment assistance) if they
felt they were beiug injured by the agreement. No firms have petitioned for as-
slstance. Through April 1008, 5,684 workers have applied for assistance, 2,403
hm;e been certified eligible and $8.6 miltion has been paid out In adjustinent
ussistance,

A list of the number of workers petitioning by firm, and adjustinént assistance
hoard action {8 provided in the attachment.

1There was a decline in U.8. employment from 19680 to 1067, but this was a result of
elack domestic demand and the Ford Motor Company strike.
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CONCLUSION

The U.8.-Canadian auto agreement has benefited mainly Canada and the large
U.8.-Canadian automobile companies. While trade has increased both ways, Ca-
nadian exports to the U.8. have risen much faster than U.S8. exports to Canada.
If these trends continue, the traditional, favorable U.S. automotive trade bal-
an’ce with Canada will disappear.

The agreement has undoubtedly made Canada a more efficient producer of
automobiles, Longer production runs and greater specialization have reduced the
cost differentials between U.8. and Canadian plants.

A number of assembly operations have been shifted into Canada. Over 2,000
assembly workers in the U.8. have sought adjustment assistance; 540 have
received such ald.

Certain U.8. suppliers have been injured. Out of 21 petitions for adjustment
assistance by workers, 14 have been certified and 7 denied. A total of 2,493
workers have recelved such aid out of 5,684 petitioning, at a cost of $3.6 million.

AUTOMOTIVE PROOUCTS TRADE ACT OF 1965
ADJUSTMENT ASSISTANCE CASE RECORD, WORKER PETITIONS. ONLY 1

Number of Board action
Petitioner’s firm product, and unkn workers Date filed
petitioning . Determination Date Number
certified
1. FolrjdA:wPfon&s'ag{wn; N.).; export packing. 150 Feb. 4,1966 Certified...... Apr. 14,1966 150
2, General Motors: Grand Rapids; interior 600 Apr. 14,1966 _.... do..... July 28,1966 35
trim, UAW Local 1231

3. Fram Corp.: Birmingham; sir filters. Bridge, 100 June 16,1966 .._.. do....... Aug. 25,1966 100
itmcllu ral and Ornamental fron Workers
ocal 539,

4. Maremont Corp.: Cleveland; shock absorb- 400 Oct. 14,1966 ... do....... Dec. 23,1966 400

ers. No union, 3 individuals.
S. BorTWamor Corp.: Memphis; Universa! 130 Dec. 19,1966 Denied....... Apr. 6,197 ..........
joints. UAW Local 237. .

6. Rockwell-Standard: Adrian, Mich.; wheel 300 Jan. 10,1967 Certified...... Mar, 22,1967 300
covers. Machinists Local 1268, Metat
Polishers Local 69.

7. h{on? ring: Detroit; leaf springs. UAW 300 Feb. 2,197 ..... do....... Apr. 14,1967 300
ocal 368,

8. Eston Spring: Lackawanna, N.Y.; leaf 170 Feb. 23,1967 ..... do....... Apr. 28,1967 170

s%rir;js. Steelworkers.

9. A%: ilwaukee; Auto bodies. UAW Local 200 Feb, 28,1967 ..... do. ... June 15, 1967 100
10. Al'fgw Kono'sl;;. Wis.; complete assembly. 230 ..... [ [ R do............ do....... 215
11. Ch \"lm Detroit; Dodge Polara assembly. 1,000 Mar. 3,1967 ..... do....... June 16,1967 265
12, Genersl Motors: WIlmlcfton:ChevroIeund 740 Apr. 12,1967 Denled....... June 21,1967 ..........

Bulck assembly. UAW Loca) 435. ,
13. Chevrofet: North Tarrytown, N.Y.; Chevro- 325 Apr. 14,1967 Certified re- June 23.1&; 60
It assembly. UAW Locs] 664. vﬁ“mgo carti- Sept. 5,1
N,
14. Fisher Body: North Tatrytown, N.Y.; auto- 400 Apr. 17,1967 Certified re- June 23,1967 45
moblle bodies. UAW Local 684, . % oot
15. Borg-Warner: Detroit, Mich.: I.onf Manu- 26 June 7,197 .............. Sept. 5,197 ..........
facturing; ofl coolers. UAW Local 314.
................................ 49 Aug. 2,1967% Certified...... Nov. 13,1967 6
16. Eaton Yale & Towne: Cleveland; stamp- 65 June 21,1967 Denied....... Avg. 30,1967 ..........
(’Ig}& UAW Local 307,
17. Rockwell-Standard:  Mishawake, Ind.; 66 Aug. 23,1967 ..... do....... Nov. 1,1967 ..........
bumper division; UAW Local 586. :
18. Borg-Warner: Detroit, l.ong Manufacturing; 9 Nov. 1,1967 Certified...... Feb. 15,1968 7
condensers. UAW Local 314,
19. Pittsburgh Plate Glass Co.: Ford CRI. Pa., 150 Nov. 8,1967 Denied....... Jan, 18,1968 ..........
Works No. 4, Glass Workers No. 14,
20. Pittsburgh Plate Glass: Croﬁhton, Pa., 150 ..... do...unnnnnan 40 el (. (| S,
Works No. 1. Glass Workers No. 12,
2l. C. M, Hsll um& Co.: Detroit, Mich., die 150 Jan. 18,1968 ..... do....... May 3,1968 ..........
cast parts. UAW Local 304,
) [ | PN 5,684 .....ceaennee 14 coartified; .............. 2,493
7 denied.

£ No petitions have been filed by firms.
3 Gortification revised to reflect corrected information.
3 Original petition withdrawn and Investigation terminated July 33, 1967; revised patition submitted Aug. 2, 1967.
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TABLE 1.—U.S. AUTOMOTIVE TRADE WITH CANADA, 1964-67

{in millions of dollars]
US. exports U.S. imports Trade balance !
Year Passenger T busss, Partsand Total Passenger  Trucks, buses, Parts and Total Passonger T busss, Partsand Total
cars m accessories cars and chassis  accessories crs m accessories
1964 ... 454 12.7 S9L1 654.1 219 4.7 4.3 75.9 +23.5 +13.0 +541.8 +578.3
1965......... 114.0 45.4 700.5 360.0 8.1 3.7 94.0 2018 +29.9 +2L.7 +606, 5 46581
1966. ........ 215.6 83.6 952.1 1,311.4 3n.7 158.3 3158.2 8.1 -395.1 ~74.1 +636.9 +-467.8
1967......... 563.0 1333 1,09.9 1,80L2 818.0 269.9 427.5 1,515.4 —-255.0 -131.6 +672.4 +4-285.2
1U.S. favorable equats . Source: Bureau of in_President’s Annual Reports on Canadian Automobile

Census data given
Agreements, Msr. 22, 1967, and May 21, 1968,

4L
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TABLE IF.—UNITED STATES-CANADIAN AUTOMOTIVE TRADE BASEO ON UNITED STATES AND CANADIAN
IMPORT DATA?

fin millions of U.S. dollars}

Subject 1964 1965 1966 1967

United States exports to Canada: 3
PasSOngercears. ... ... ..o, 41.0 116.0 291.8 613.0
Trucks, buses, chassis..... ... .. . ............. 21,2 41.7 81.6 133.8
Parts and sccessories... ... ........ oo, 597.1 nm.7 41,032.9 $1,254.3
Total exports. .. ... ... 659.3 929. 4 1,415.9 2,001, 1
United States imports from Canada:
PasSONger Cars. . ... 2.9 84.1 310.7 818.0
Trucks, buses, chassis............ ... .......... 4.7 23.7 158.3 269.9
Parts and accessories.............ooeeuiennnnn... 4.3 139.2 360, 2 4.1
Tota) Imports. . ..ot 75.9 1.0 889.1 1,562.0
US.netexports.......covnneiiiieiiianaaann.. 583.4 682, 4 526.8 439.1

1Tites and tubes not included. Figures may not add to totals due to rounding.

2 Preliminary and subject to revision.

3 As measured by Canadian import statistics,

¢ Canadian imports of parts and accessories in 1966 and 1967 adjusted to include coverage of products comparable
to United States automotive parts imports from Canada.

Source: U.S. exports: BDSA (based on DBS data of Canadian imports from the United States, converted to U.S. dollars,
exchange rate $0.925). U.S. imports: BDSA (based on Bureau of the Census dala).

TABLE 11).—U.S. MOTOR YEHICLE PRODUCTION, CALENDAR YEARS 1963-67

{In thousands of units)
Passanger Trucks and Total
cars buses
Calendar years:
1963, . et 7.644.4 1,464, 4 9,108.8
1964, . e 7,745.5 1,562.4 9,302.9
|35 T 9,335.2 1,802,6 11,132.8
L = S 8,604.7 1,791.6 10, 396.3
L PR 7,412.7 1,611 9,023.8
1Sudject to revision.
Source: Automobile Manufacturers Association.
TABLE IV.—CANADIAN MOTOR VEHICLE PRODUCTION, CALENDAR YEARS 1963-67
[tn thousands of unils)
Passenger Trucks and Total
cars buses
Calendar years:
1963 532.2 99.1 631. 4
§59.6 111.4 671.0
706.8 139.8 846.6
701.5 200.6 902, 1
720.8 226.4 947.2

1 Preliminary.
Source: Dominion Bureau of Statistics.
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TABLE V.—EMPLOYMENT IN THE AUTOMOTIVE PRODUCTS INDUSTRY, URITED STATES AND CANADA, 1963-6

UNITED STATES
{In thousands)

Total motor Passenger car Trucks and bus Parts and
Annual aversge vehicles and Motor vehicles bodfos bodies accessories
equipment
1. .9 60.6 32.4 326.9
15;.3 ggg.l §5.7 32.0 336.7
mo @ B m m
809.5 .4 60.3 3.7 4.5
CANADA

Motor vehicies Assembling Parts and accessories

2223
PWoww
55583
Lot T TAY
SEesy
—00n e

LETTERS OF UNDERTAKING

GENERAL MoTORS OF CANADA, 1/TD.,
Oshaiwa, Ontario, January 18, 1965.

Hon. O. M, DRURY,
Minister of Industry,

Parliament Buildings,

Ottlawa, Ontario.

Dear Mz, MinisTerR: This letter 18 in response to your request for a statement
with respect to the proposed agreement between the Governments of Canada and
the United States concerning trade and production in automotive products, as
you have described it to us. The following comments assume that the proposed
agreement for duty-free treatment has the full support of the respective QGovern-
ments, and that the program may Le expected to continue for a considerable
perfod of time.

It Is our understanding that the important objectives of the intergovernmental
agreement are as follows: (a) the creatlon of a broader market for automotive
products within which the full benefits of speclalization and large-scale pro-
duction can be achieved; () the Hberalization of United 8tates and Canadlan
automotive trade in respect of tariff barriers and other factors tending to impede
it, with a view of enabling the industrles of both countries to participate on a
fair and equitable basis in the expanding total market of the two countries; (o)
the development of conditions in which market forces may operate effectively to
attaln the most economic pattern of investment, production, and trade. We
subscribe to these objectives and agree with the suggested approach of removing
tariff barrlers and moving in the direction of free trade even in this limited
area. Such an approach is fully compatible with General Motors' expressed
position with respect to the desirablility of free trade in automotive vehicles and
components, not only in Canada, but in all other countries in the free world.

It is noted that under the proposed agreement the right to import vehicles and
certain automotive parts, free of duty, into Canada will be avallable to Canadian
vehicle manufacturers who (1) maintain Canadian value added in the production
of motor vehicles in ensuing model years at not less than the Canadlan value
added In motor vehicle production in the 1064 model year; (2) produce motor
vehicles in'Canada having a net factory sales value in a ratio to total net factory
sales value of thelr motor vehicle sales in Canada and those of their afiliated
companies in Canada of not less than the ratlo prevalling during the 1
model year; (3) increase in each ensuing model year over the base model year,
Canadian value added in the production of vehicles and original equipment parts
by an amount equal to 60 percent of the growth in their market for automobiles
sold for consumption in Canada and by an amount equal o 50 percent of the
growth in their market for commercial vehicles sold for consumption in Canada
(for this purpose, growth in their market means the difference between the cost
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of vehicles sold in Canada during the ensuing model year and the cost of vehicles
sold in Canada during the base model year net of Federal sales tax in both
cases) ; and (4) undertake, in addition to meeting the above three conditions,
to achieve a stipulated increase in the annual Canadian value added by the end
of the model year 1968,

With respect to General Motors, In connection with the conditions outlined
in the previous paragraph, it is our understanding, in the case of (1) that
Canadian value added would be decreased in circumstances where the value of
General Motors sales declined below that achieved in the base year, and in the
case of (8) that in the event of a decline in General Motors net value of vehlcle
sales for consumption in Canada, a decrease in Canadlan value added of 60 and
50 percent In cars and trucks, respectively, is acceptable. In addition, it is our
understanding, with respect to (4), that for General Motors the stipulated
annual increase in the Canadian value added by the end of the model year 1968
is $121 miltion,

We understand that certain changes are proposed in the regulations pertaining
to the determinatton of Canndian value added. We belleve that several of these
changes require further review and consideration as in our opinion they tend
to impede rather than ald in the attainment of the objectives of the agreement.

In particular, these are (a) the elimination of the profit on components pur-
chased from affillated Canadlan companies; (d) the elimination of profit on sales
of vehicles and parts by General Motors of Canada or by Canadian affiliated com-
panies to affiiated companies outside of Canada; and (o) the elimination of de-
preciation on non-Canadlan facilitles used in the manufacturing process both
in our plants and in those of our Canadian suppliers,

(a) We belleve that the elimination of the profit element on purchases of com-
ponents purchased by General Motors of Canada from aflilinted Canadian com-
panies is discriminatory. McKinnon Industrles, a major suppller of components,
has been an affiliate of ours since 1920. McKinnon prices to us are competitive with
those for simllar components manufactured by other manufacturers. It is a policy
of General Motors that pricing between afiilinted operations be competitive and
the purchasing unit has the obligation of negotiating the best possible price with
the supplying unit. McKinnon and other affiliated Canadian parts manufacturers
supply parts to other Canadlan vehlcle manufacturers and the profit on these
transactions is'not required to be eliminated by those manufacturers, We feel that
at most any elimination of profit from value added should be confined to the elim-
ination of profit above the percentage level in the base perlod.

(b) 1t is our opinion that the elimination of the profit on sales of vehicles and
parts produced in Canada by General Motors of Canada and afillated Canadian
companies to affiliated General Motors compantes in’'the United States and other
countries Is also discriminatory and should be given added consideration. It is
recognized in the tariff regulations of most countries that the value of imported
goods includes a “reasonable” rate of profit. Further, on sales by nonafiiliated
Canadian suppliers to General Motors Corp. in the United States and its oversea
subsidlaries the profit in such sales would be considered as Canadian value added.

(c) On the matter of exclusion of depreciation on non-Canadian machinery
and equipment used in the production of automotive products in Canada, it seems
that this only hinders the attainment of the objectives of the plan. In order to
increase production in Canada, additional capaclty is a necessity either in our
plants or those of our suppliers, As much of this required equipment ig either un-
available or inore costly In Canada, it appears that not allowing depreciation on
such equipment as Canadian value added discourages rather than encourages the
enthusiasm required to effect the desired increase in Canadian value added. It
should be noted, however, that it is our intention to mnintain our present policy
of obtaining any additional machinery and equipment in Cannda whenever cco-
nomically feasible.

You have requested that we should increase Canadian value added in our prod-
ucts by $121 miltion between 10684 and the end of the model yenr 1068, ns outlined
under condition (4). Also you have requested that the amount shounld be further
increased to the extent required under condition (8) stated above. We think that
this objective hi that time 18 extremely ambitious, particulariy in view of the fact
that one-half of the first model year has already passed.

We have carefully reviewed our situation in the light of your proposals and re-
quests and have asked that our affitiates do the same. We can see areas where we
can and will achieve a significant portion of your suggested objective of $121
miltion increase in Canadlan value added by 1968. This is possible because Gen-
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eral Motors of Canada and our affillated Canadian companies have recently en-
gaged in the Canadfan manufacture of certain automotive components heretofore
fmported. These include the fabrication and assembly of automatic transmissions
at McKinnon Industries Windsor plant not only for Canadian requirements but
for export to assembly plants in other countries as well. In addition, in the 1004
model year the oversea market for North American-type passenger cars and com-
niercial vehicles has been increasingly served by our plants fn Canada. Of course,
any slowing down in the rate of growth in the industry or any adverse develop-
ments in the economles of Canada, the United States, or other principat markets,
or fallure to achleve duty-free entry into the United States would make this
achievement more difflcult.

To attain your stated objective ratably over the 4 years of the plan amounts to
an increase in Canadian value aidded of $30 million a year plus growth, Our plans,
which have been underway for more than a year, should accomplish about $60
million of the total or, puiting it another way, we can see our way clear to ac-
complish that portion applicable to the first 2 years of the plan.

Studles are underway of varlous steps we might take to accomplish that por-
tion applicable to the last 2 years. However, we are and have been operating our
facilities in Canada at full capacity, and s0, I belleve, have most of our suppliers.
Therefore, the Canadian value added applicable to the last 2 years will probably
require added facilities on our part, or on the part of our suppliers, or both. A
further reappralsal of our present facllities and our capacity and those of our
suppliers must be made. The extent and nature of any additional facilities
can be determined only in the light of the plan as finally published. You can
appreciate, I am sure, that all of this takes time.

Subject to the imponderables mentioned abpove, it is our intention and that of
our affiliates to make every feasible effort to meet the objectives of the agreement
to be made between the Governments of Canada and the United States, and to
achieve the indlcated goal as rapldly as possible,

Referring again to the items which appear to fmpede the program, we hope you
:villhfe‘l'igw your position further in the light of the information included earlier

n this letter. )

In concluslion, therefore, I am prepared to say at this time that, first, General
Motors of Canada has plans underway to increase Canadian value added by about
$30 million in each of the first 2 years of the plan; and, second, we are continu-
ing our studles of ways to accomplish the remainder of the program and will
{%ist'zrtake to meet the full objective of $121 million by the end of the model year

It is anticipated that these studies will take betwecen 3 and 4 months to finish,
and I will be prepared to discuss the results with you when they are completed.
From time to time, as requested, we will be glad to discuss our current operations
and our plans for future development with the Minister of Industry, and to re-
celve and conslder his suggestions.

Sincerely,
B. H. WALKER,

Forp Moror Co. oF CANADA, /.,
Oakville, Ontario, January 14, 1965.

Dear MR. MinNisTER: Enclosed are executed coples of our two letters to you of
this date relative to the proposed agreement between the Governments of Canada
and the United States concerning trade and production in automotive products
under which it is proposed that the customs duty in each country on the impor-
tation from the other of automotive vehicles and original equipment patrts there-
for be eliminated.

We conslder it essential that any substantial administrative interpretation or
treatment that may be extended by you to any other motor vehicle manufacturer,
the lack of which would place Ford Motor Co. in a noncompetitive position, also
be extended to Ford.

You have provided us with a draft of the proposed order in council expected to
be adopted in order to implement that agreement and with a draft of the regula-
tions proposed to be adopted under that order in council.

Our undertakings are, of course, conditional upon the execution of that agree-
ment, upon the adoption of an order in council, and regulations substantially in
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the form of the drafts that you have already delivered to us, and upon an ac-
ceptable response in respect of the enclosed supplementary letter,

Yours sincerely,
: Forp Motor Co. OoF OANADA, L.,
By KarL B. Scort, President.

" Forp MoToR C0. oF CANADA, L1,
Oakville, Ontarto, January 14, 1965.

Dear MRr. MINISTER: We are writing iwith respect to the agreement between
the Governments of Canada and the United States concerning productlon and
trade in automotive products.

Ford Motor Co. of Canada, Ltd., welcomes the agréement and supports its
objectives. In this regard, our company notes that the Governments of Canada
and the United States have agreed “* * * that any éxpansion-of trade can best
be achieved through the reduction or elimination of tarift and all éther barriers
to trade operating to impede or distort the full and efficient developnient of each
country’s trade and industrial potentlal * ¢ *.” In addition, we note that the
Governments of Canada and the United States shall seek the early achietement
of the following objectives:

'(a) The creation of a broader market for automotive products within which
the full benefits of specialization and large-scale production can be achieved ;

(b) The liberalization ‘'of United States and Canadlan automotive trade in
respect of tarift barriers and other factors tending to impede it, with a view to
enabling the indtistries of both countries to participate on 4 fair and équitable
hasis in the expanding total market of the tivo countriés; and

(o) The development of conditions in which market forces may operate effec-
tively to attain the most economi¢ pattern of investment, production, and trade.

Our company also notes that the right to finport motor vehicles and orlglnal
equipment parts into Canada under the agreement is available to vehiclé manu-
facturers in Canada’ who meet the conditions stipulated in the Motor Vehicles
Tarift'Order 1985. These conditions are, in brief, that velilele ‘manufacturers
shall maintain in each model year their production of motor vehlcles in Canada
in the same ratlé to sales of motor vehléles for consumption in Canada and the
same dollar value of Canadian value added in‘the production of motor vehicles
in Canada, as in the period August 1, 1963 to July 31, 1064.

We understand that— . .

(1) in ascertaining whether Ford qualifies as a motor vehicle manufac-
turer and whether the requirements of paragraphs 1 and 2, below, are
satisfled, production of automotive vehicles in ‘Canada by Ford Motor Co.
of canada, Ltd., and by any person designated as assoclated with Ford
Motor Co. of Ganada, Ltd, (“an assoclated person”) will be taken into ac-
count, whether sold in Canada or exported ;

(i1) in determining whether the requlrements of paragraphs 1 and 2, be-
low, are satisfied, export sales of original equipment parts by Ford Motor
"Co, of Canada, Ltd and by any assoclated person in Canada (as well as
production of automotlve vehicles in Canada by Ford Motor Co. of Canada,
14d., and by any assoclated person, whether sold in Canada or exported).
and purchases of original equipment parts by any afillated Ford company
outside of Canada from Canadian vendors, will be taken into acéount. An
“affiifated Ford company" is one that controls, or is controlled bv, oris under
common control with, Ford Motor Co. of Canada, Ltd.

(if1) for the purpose of computing the ratios referred to in paragraph
2(1) (e) (1) (A) of the order in counci! of the definition of manufacturer,
the numerators of the fractions will consist of the net sales value of all
passenger automobiles (or specified commereial vehicles or buses) produced
by the motor vehicle manufacturer in Canada, including those sold in Canada
and those sold in export, and the denominators of the fractiors will ‘consist
of the net sales value of all passenger automobiles (or of specified commer-
cial vehicles or buses) sold by the motor vehlcle manufacturer for consump-
tion in Canada, including imported passenger cars (or specified commerecial
vehicles or buses) but excluding passenger cars (or specified commercial
vehicles or buses) that are produced by the motor vehlcle manutactuﬂer in
Canada and sold in'export.

The undertakings in his letter are based on the deﬁnitlon of ‘‘Canadian value
added” in your present regulations.
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We understand that in the computation of Canadian value added for vehicle
assembly in Canada, section 2(a) (1) of the regulations would prevent us from
including the cost of parts produced in Canada that are exported from Canada
and subsequently imported into Canada as components of original equipment
parts; this provision reduces the incentive to source in Canada parts that would
be incorporated in U.8. engines and other original equipment parts. Accordingly,
we request that you give careful consideration to the revision of this c,lause. :

In addition to meeting these stipulated conditions and’in order to'contribtite
to meeting the objectives of the agreement, Ford Motor Co. of Canada, I4d., un-
dertakes: . L . :

1. To increase in each model year over the preceding model year Canadian
value added in the production of vehicles and original equipment parts by‘an
amount equal to 60 percent of the growth in the market for automobiles sold
by our company for consumptioh in Canada and by an amount equal to 50
percent of the growth in the market for the' commerelial vehicles specified in
tariff item 950 sold by our company for consumption in Canada, it being un-
derstood that in the event of a decline in the market a decrease in Canadian
value added based on the above percentages is acceptable. For this purpose,
growth or decline in the market shall be measured as the difference between
the cost to our company of vehicles sold in Canada during the current model
year and the cost to our company of vehicles sold in' Canada during the pre-
ceding model year net of Federal sales taxes in both cases, - ) L

We understand that in the event that the total passenger car and/or total
truck sales of our company in any model year fall below the total passenger
car and/or total truck sales of our company during the base perfod, Canadian
value added requirements would be reduced below the base period amend-
ments for the purpose of this section, and for the conditions stipulated {n the
Motof Vehicles Tariff Order 1965. C .

We belleve that the definition of growth is unfair because it includes.as
growth the difference between the cost of vehicles produced in Canada and
the cost to us of 1dentical imported vehicles. In the event that we rationalize
our vehicle production in.Canada 8o as to concentrate our production.in
Canada on high volume models for the North American market with other
models being imported, the difference in cost as defined above would result
‘in a-substantial growth even though there was no change in the number and
models of vehicles sold in Canada. We request your careful consideration of
a change in the definition that would eliminate this inequity. This inequity is
compounded by the fact that Ford Motor Co. of Canada, Ltd., is compelled by

‘the Canadian antidumping law to import vehicles at dealer price, and we re-
quest that your Government also give careful consideration to a change in
the antidumping law in respect of vehicles imported under the Motor Vehicles
Tariff Ordetr 1965. .

.. ..2. To increase Canadian value added over and above the amount that we

. achieved in the period August 1, 1968, to July 31, 1964, and that which we

undertake to achieve in {1) ‘above, by an ainount of $74.2 million during the
period August 1, 1967, to July 31,1968, . o o
. The undertakings given in thig letter are to be adjusted to the extent necessary
for conditlons not under the control of the Ford Motor Co. of Canada, Ltd., or of
any affillated Ford company, such as acts of God, fire, earthquake, strikes at any
plant owned by Ford or by any of our suppliers, and war. ‘ Lo
The Ford Motor. Co..of Canada, Ltd., also agrees to report ¢o the Minister of

Industry, eyery 8 months beginning April 1, 1865, such information as the Minis-
ter of Yndustry requires pertatiiing to progress achieved by our company as well as
plans to fulfill our obligations under this letter. In addition, For Motor Co. of
Canada, Ltd., understands that the Government will conduct an audit each year
with respect to the matters described in this letter, .

We understand that before the end of model year 1968 we will need to discuss
together the prospects for the Canadian automotive industry and our company’s
program. ‘ : o
Yours sincerely,

. i Forp Moror Co. OF OANADA, LD,
- By K. B, 8corr, President.
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Forp MoToR Co., OF CANADA, LTD.,
Oakville, Ontario, January 14, 1965.

Dear Me. MINISTER: I wish to bring to your attention a matter of major
importance to the Ford Motor Co., which will affect the ablility of the company
to participate under the Motor Vehicle Taniff Order 1965,

You will recall that our company and its parent, Ford Motor Co., have
made commitments to spend in excess of $50 million to Increase production
of a limited range of automotive engines in Canada for use in our Canadian
blants and for export to the United States. This plan provides for greatly
expanded productivn of engines in Canada, thus making possible substantial
cost savings. The prodaction of certain englnes now produced fn short high-cost
runs will be distontinued in Canada but will be imported as required.

As a result of this plan, the contribition of engines to our Canadian value
added in the production of motor vehicles in Canada in the 1966 model year
and subsequent years, will be substantially reduced below the amount con-
tributed by engines in the 1864 model year. The total Canadian value added
of our engine operations for domestic use and for export will, however, be
. Increased substantially over our actual value added of engine- production in

the 1964 model year. For the purpose of the definition of a motor vehicle
manufacturer, however, our value added in Canada in the production of motor
vehicles in Canada in the base year may experience a short fall of approx-
imately $22 million. Regardless of this possibility, our total Canadian value
added will' be maintained at the level of our basic undertaking set forth in
paragraph 2 of our letter of Jantary 14, 1965, :

Should the total Canadian value added in Ford’s vehicle ‘assembly in Canada
in any model year fall below the level prevailing tn model year 1964, Ford
undertakes to purcliase an additional amount over the amount purchased in
the base year of automotive components from Canadian vendors who are not
affiljated with a vehicle manufacturer, which is equal to the short fall in
Canadian value added below the level achieved in model year 1064. -

This undertaking is conditional upon the Ford Motor Co. of Canada, Ltd.,
being accorded the same tariff treatment it would receive as if it qualified
under the Motor Vehicle Tariff Order 1065, .

Yours sincerely, ‘ . :
Forbp MoToR Co. oF CANADA, Li7D.,
By Karr B. Scorr, President.

OHRYSLER UANADA, LD,
January 18, 1965.
Hon, 0. M. DrURY,
Minister of Industry,
Ottawa, Oanada.

DeAR MR. MINISTER: I am writing with respect to the agreemeént between the
Governments of Canada and the United States concerning production and trade
in automotive products. : ’

Chrysler Canada, Ltd., welcomes the agreement and supports its objectives.
In this regard, our company notes that the Governments of Canada ahd the United
States have agreed “* * * that any expansion of trade can best be achieved
through thé reduction or elimination of tariff and all other bartlers to trade
operating to impede or distort the full and efieient development of each country’s
trade and industrial potential * ¢ ¢ In addition, we note that the Govérnments
of Canada and the United States shall seek the early dgchievement of the follow-
ing objectives: ' ' ’

(@) The creation of a broader market for automotive products within
wl;lllch etéle full benefits of specialization and large-scale production can be
achieved; ) ‘ '

(d) The liberalization of United States and Canadian automotive trade in
respect of tariff barriers and other factors tending to impede it, with a view
to enabling the industries of both countries to partlcipate on a falr and
equitable basis in the expanding total market of the two countries; and

(0) The development of conditions in which market forces may operate
eﬂgcttlvgly to attain the most economic pattern of investment, produetion,
and trade.

Our company also notes that the right to import motor vehicles and original
equipment parts into Canada under the agreement is avaflable to vehicle manu-
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facturers in Canada who meet the conditions stipulated in the Motor Vehicles
Tariff Order 1965.

These conditions are, in brief, that vehicle manufacturers shall maintain in
each model year their domestic production of motor vehicles in the same ratio
to their domestic sales of motor vehicles and the same dollar value of Canadian
value added in the production of motor vehicles in Canada, as in the period August
1, 19683, to July 381, 1964,

In addition to meeting these stipulated conditions and in order to contribute
to meeting the objectives of the agreement, Chrysler Canada, Ltd., undertakes—

1. To increase in each model year over the preceding model year, the
dollar value of Canadian value added in the production of vehicles and
original equipment parts by an amount equal to 60 percent’ of the growth
in the market for automobiles sold by our company for consumption in
Canada and by an amount equal to 50 percent of the growth {n the market for
the commercial vehicles specified in tariff item 950 sold by our company for
consumptfon in Canads, it being understood that in the event of a decline
in the market a decrease in such dollar value of Canadian value added in

, the above percentages is acceptable. For this purpose, growth or decline in

the market shall be measured as ¢he difference between the cost to our com-
pany of vehicles sold in Canada during the current model year and the cost
to our company of vehicles sold in Canada during the preceding modél year
net of Federal sales taxes in both cases, and

2. to increase the dollar value of Canadlan value added in the production
of vehicles and original equipment parts over and above the amount that
we achieved in the period August 4, 1063, to July 381, 1964, and that which
we undertake to achieve in (1) above, by an amount of $33 million during
the period August 1, 1907, to July 31, 1968,

Chrysler Canada, Ltd., also agrees to report to the Ministéer of Industry, every
3 months beginning April 1, 1965, such information as the Minister of Industry
requires pertaining to progress achieved by our company, as well as plans ¢o
fulfill our obligations under this letter. In addition, Chrysler Canada, Ltd., unider-
stands that the Government will conduct an audit each year with respect to the
mabters described in this letter.

I understand that before the end of model year 1068 we will need to discuss
together the prospects for the Canadian automotive industry and our company’s
p!

Yours sincerely,

JANUARY 14, 1065,
Hon. O, M. Druny,
Mindster of Industry,
Parliament Building,
Ottawa, Oanada.

DeAR MB. MINISTER: I am writing with respect to the agreement between the
Governments of Canada and the United States concerning production and trade
in automotive products. ,

The American Motors (Canada), Itd., welcomes the agreement and supports
its objectives. In this regard, our company notes that the Governments of Canada
and the United States have agreed “* * * that any expansion of tradeé can best
be achieved through the reduction or elimination of tariff and all other barriers
to trade operating to impede or distort the full and efi¢ient development of each
country’s trede and industrial potential * * *, In addition, we note that the
Governments of Canada and the United ‘States shall seek the karly achievement
of the following objectives:

(a) The cremtion of a broader market for automotive products within
wl;lllch etéle full bénefits of specialization and large-scale production can be
achieved ; ‘ ‘ A

(b) The liberalization of United States and Canadian automotive trade
in respect to tariff barriers and other factors tending to impede it, with &
view to enabling the industries of both countries to participate on a fatr and
equitable basis in the expanding totdl market of the two countries; and

(0) The development of conditions in which market forces may operate
etfgctively to attnin the most economic pattern of investment, production,
and trade, : ‘

Our company also notes that the right to import motor vehicles and original
equipment parts inté Canada unhder the agreement is avallable to vehicle manu-
facturers in Canada who meet the conditions stipulated in the Motor Vehicles
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Tarift Order 1965. These conditions are, in brief, that vehicle manufacturers shall
maintain in each model year their domestic production of motor vehicles in the
same ratio to sales of motor vehicles and the same dollar value of Canadian value
added in the productlon of motor vehicles in Canada, as in the period August 1,
1963, to July 31, 1964. ‘

In addition to meeting these stipulated conditions and In order to contribute
to meeting the objectives of the agreement, the American Motors (Canada), Ltd.,
undertakes: .

1. To increase in each model year over the preceding model year, Cana-
dian value added in the production of vehicles and original equipment parts
by an amount equal to 60 percent of the growth in the market for automo-
biles specified in tariff item 950 sold by our company for consumption in
Canada, it being understood that in the event of a decline in the market a
decrease in Canadian value added in the above percentages is acceptable,
For this purpose, growth of decline in the market shall be measured as the
difference between the cost to our company of vehicles sold in Canada during
the current model year and the cost to our company of vehicles sold in Canada
du;!ng the preceding model year net of Federal sales taxes in both cases;
an : . .

. 2. To increase Canadian value added over and above the amount that we
achieved in the period August 1, 1983, to July 31, 1964, and that which we
undertake to achieve in (1) above, by an amount of $11,200,000 during the
period August 1, 1967, to July 31, 1968. ' -

The American Motors (Canada), Ltd., also agrees to report to the Minister of
Industry, every 3 months beginning April 1, 1965, such information as the Minis-
ter of Industry requires pertaining to progress achieved by our company, as well
as to fulfill our obligations under this letter. In addition, the American Motors
(Canada), Ltd., understands that the Government will conduct an audit each
year with respect to the matters described in this letter. :

I understand that before the end of model year 1968 we will need to discuss
together the prospects for the Canadian automotive industry and our company’s
program. .

Yours sincerely,

. EARL K. BROWNRIDGE,

President, American Motors (Ganada), Lid.

Senator Gore. I wish to compliment Mr. Vail and his staff upon
doing an excellent job. It should be noted in the title of this, that this
is an analysis of the President’s report, which report is required by
law. There is information other than that contained in the President’s
report, which casts further unfavorable light upon the continuation
of this agreement. Such information will be su&)lied later.

(Senator Gore’s remarks on the floor of the Senate follow:)

{From the Congressional Record, May 16, 1968)

THE OANADIAN AUTOMOTIVE AGREEMENT

Mr. Gore. Mr, President, I have addressed the Senate on several occasions on
the subject of the unwise Canadian Automotive Agreement. This agreement has
been in effect for more than 3 years, and its damage to the United States should
now be apparent to anyone who studies the matter. Results have clearly borne
out the warnings issued by me and other at the time of the unfortunate approval
by Congress of the legislation which put this agreement into effect. One can
understand why the big automobile companies and Canada wanted this deal. They
are the beneficlaries. But there is no justification from the standpoint of the
U.S. Government. I can undestand, I think, why Henry Ford wanted it, but I do
not understand how President Johnson could justify his recommendation of it,
or how Congress could have approved it, or why it should not be promptly
repealed. : , L

The legislation passed by Congress called for an annual report from the Presi-
dent to' Congress on the functioning of the agreement. The first report was not
submitted until the agreement had been in effect for more than 2 years, and was
transmitted to Congress by the President on March 21, 1987. Another annuat re-
port is now long past due, I made inquiry some weeks ago about the next report
and was told that a final draft was to go to the White House ori March 22, I have
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not yet seen a copy of this official report, and I do not know when it may arrive.

Pending the receipt of the delayed official report, it might be of interest to
Senators to read a report prepared by Mr. James E. Burke, who is a consultant
to a trade organization, the Automotive Service Industry Association. Although
I cannot vouch for the accuracy of all the statistics and statements in the report,
it does appear to be accurate. . .

Mr. Burke, having served as consultant on tlie United States-Canadian Auto-
motlve Agreement, is well qualified-for his position with the Automotive Service
Industry Association. For 45 years he was in charge of export sales for Stewart-
Warner Corp., of Ohlcago, and was a vice president of that company from 1953
until his retirement at the end of 1964, .

During his years with the Stewart-Warner Corp., Mr. Burke spent from 3
to 6 months each year in overseas travel for the company, visiting virtually every
nation of any consequence in the world. He was president of the Overseas Auto-
motive Club in 1953 and 1954, and was cofounder of the Automotive Exporters
Ctub of Chlcago as well as its first president.

Since coming with ASIA, Mr. Burke has interviewed automotive service in-
dustry manufacturers in both the United States and Canada to obtain thelr views
with regard to the automotive treaty between the two countries, He also sub-
scribes to and studies all of the important automotive and financial periodicals
and newspapers from both sides of the border.

I ask unanimous consent that the report be printed in the REcorp,

(r’l‘l;ere b;eing no objection, thé report was ordered to be printed in the RecoRp,
as follows:

THE UNITED STATES-CANADIAN AUTOMOTIVE AGREEMENT: 3 YEARS LATER

(A report by James B, Burke, special consultant to ASIA, issued April 1968)

The United States-Canadian Automotive Agreement governing tariffs on auto-
mobiles and automotive parts went into effect in January of 1965, shrouded in
secrecy (including secret letters of commitment given the Canadian Government
by the major American vehicle manufacturers) and surrounded by conflicting
opinions as to its probable effect on the automotive parts industry. After three
years, that effect is beyond doubt. . :

The Financlal Post (Canada) on March 1, 1968 reported that over these three
yvears Canadian exports of automobiles and parts ¢o the United States increased
nearly 800%, while U.S. Exports of the same commodities to Canada grew just
over 128%. It comments that these figures demonstrate that this wus ‘“the most
successful bilateral trade arrangement in Canadian history”. Looking a the
other side of the coin, one could add ¢hat it is probably the most disatrous
bllateral trade agreement in United States history. If the present trend ¢on-
tinues, the United States-Canadian automotive account will be balanced within
a few years. .. in fact, it is not inconceivable that the automotive trade surplus
may be in Caneda’s favor just as some other commodities are now.

WHY THE AGREEMENT?

_Why was the agreement advanced by the Canadians? Because they contended
that while they bought 7% of the American type vehicles for what they term
the “North American Market”, they produced only 4% of those types. This they
considered unfair and contrary to their economic and labor interests.. The treaty
is designed to correct that imbalaunce, This reasoning is strjctly unilateral since,
if applied both ways, it would result in a considerable cutback of our consump-
tion of such Canadian imports as wood and pétroleum produets (including nat-
ural gas), and other commodities where Cannda_enjoys a considerable surplus
on her merchandise trading account with the United States. N
. How did our Government come to.accept this contra-liberal trade agreement?
The Adminlstration told the Senate Finance Committee at the hearings on the
treaty in September of 1965 that if the treaty was not approved, Canada.would
follow the example of Argentina, Brazil and Australia by shutting out vehlcle
fmpoits and most of the parts, resulting in Canadian manufacture of all cars
and trucks for thelr market, and with close to 100% Canadian content. These
discussions_failed to, bring out the important differences in the situations in

Argentina, Brazll and Australia as compared to Canada. These differences are:

(1) Argentina, Brazil and Ausrtalia are located great distances from the
U.S. and are, therefore, remote from the influences caused by contigulty.
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(2) Argentina and Brazil have different languages and have been dletator-
controllied for a long term of years,

(8) Argentina and Brasil went into local vehicle production only after they
exhausted their forelgn exchange resources for everything but dire necessities.

(4) Local -vehicle production for all four countries has resulted in higher
vehicle prices than prevalled when vehicles were imported and were paying sub-
stantial tariffs. Only a few years ago, new Chevrolets smuggled into Argentinn
were selling for the equivalent of $12,000 (U.8.).

(8) A large percentage of the Canadian population llves very close to the U.8S.
border. We not only share a common language, but the Canadians listen to and
watch the same radio and television programs, are regular readers of our perlod-
fcals, and closely follow U. S, events and trends.

(6) People in marketing centers such as Buffalo-Hamilton-Niagara Falls-
Toronto, Detroit-Windsor, Halifax-Boston, and Seattle-Portland-Vancouver
have much more in common with the people in thelr respective area groups than
they do with thelr own nationnls located hundreds or thousands of miles away.

(7) If Canada went in for the manufacture of vehicles with near 1009% Cana-
dlans content, it would be necessary to concentrate on a very few makes and
models and even these would undoubtedly sell for considerably higher prlces
than thelr Amerlcan counterparts. This 18 evidenced by the inability of the Cana.
dian producers to bring their costs down to U.S. levels, even under the ration-
alization program resulting froni thié treaty. -

(8) Any Oanadian political party which limited the publies cholco to a few
models, particularly at prices higher than prices for equivalent models in the
U.S., would find the going very rough indeed.

WHAT THE TREATY PROVIDES

The United States agreed to free trade in vehicles and parts (subject to
imports from Canada having at least 50% Oanadian content) for the vehicle
manufaclurers only. Replacement parts were not included because of the objec-
tions of the Canadians.

The Canadian’s agreement had three provisos in an addendum. These three
provisos were in the separate letter commitments made by the U.S. Vehlcle
producers with the Canadian Government, plus a fourth commitment not
referred to in the treaty.

The first proviso or condition required the vehicle manufacturers to maintain,
as a minimum, the Canadian content of their 1064 models. For example, if Gen-
eral Motors had $250 million Canadlan content in their 1964 models, they were
required to provide at least this amount of Canadlan content every year regard-
l%ss o't the condition of the market. There has been no difficulty meeting this
¢ mr 'l .

The second proviso required that on any increase In domestic demand over
the 1964 base year, there would be at least a 60% Canadian content on passen-
ger cars, and & 509 Oanadlan content on trucks for the increased demand.
These were the same percentages stipulated in 1964 and established some time
prior in order to qualify for British Commonweatth preferentlal tariff treat-
ment. There obviously has been no difficulty In achleving these percentages.

The third condition required the vehicle producers to maintain the same ratlo
of production to sales in Canada as prevailed in the 1984 model year. Ford testi-
fled at the 1065 Senate Finance Committee hearings that thelr 1064 ratio was
90 production to 100 of sales on passenger cars, and 100 of production to 100 of
sales on trucks, The ratios of the other producers have not been revealed,
but is belleved to run about 03 production to 100 of sales. Assuming that the
ratlo 18 1 to 1, the net effect of this proviso 1a that the value of each producer's
exports must eqlunl or excecd the value of the producer’s imports from the U.S.
in order to qualify for duty free entry into Canada. Regular duty rates must
be pald on any export deflelencles. Because the overseas market for North
Amerlean type cars Is now limited, all (or nearly all) Canadlan vehicle exports
must go to the United States.

Finally, the letter agreements stipulate that within thé perlod of the 1968
model year—that Is between July 31, 1067 and August 1, 1068—+the four vehicle
producers agreed to increase their Canadian content by $260 million '(Canadian).
Those commitments are over and above the three previously deserided. Exported
parts are credited toward the satisfaction of the commitments,

The treaty has no termination date, but can be cancelled by elther party
glving twelve months' notlce.
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SELLING THE TREATY TO CONGRESS: A OREDIBILITY GAP

In seeking Congressional approval for the treaty, representatives from the
State, Treasury and Commerce Departments assured the Senate Finance Com-
mittee that the U.8, automotive trade surplus with Canada—which amotinted
to 578 milllon in 19064 and $692 million in 1063—would, under the treaty, drop
to $500 milllon and then stabilize at that figure, . )

The first annual report to the Congress on the operation of the treaty put our
1006 surplus at $486 milllon. Several ttmes during 1060 the observation was made
that the treaty results would not show up in the 1068 figures, but would appear in -
1067 as the treaty effects took hold. The figures for the first eleven months of 1067
are now In and, based on these figures, our 1087 Canadian automotive surplus
will not amount to more than $286 milllon. This {8 §5% below the forecasts given
to the Scenate Finance Commiltee in 1965,

That is not all. The trend anticipated in 1066 continues. In fact, one of the
automotive tkade reporting services recently ralsed the possibility that the U.8..
Canadlan auntomotive account would come into balance within a foew years—
and it is not inconceivable that the surplus will move over to the Canadian
side of the ledger hefore too long. It is estimated that in the years 1903 through
1067 approximately $650 milllon has been Invested In new Canadlan automo-
tive production facilitics.

THE TREATY REVIEW

Durlng the past year the Canadian press has occaslonally carrled intimations
from Ottawa that in the review of the treaty now taking place between the
two governments (as required by the treaty) the Oanadians will require the
vehicle’ manufacturers io make further Canadian-valuec-added commitments.
Our Government was not a party to this commitment in 1065 and, apparently,
only became aware of it shortly before the signing of the treaty.

Considering its adverse effect upon our automotive trade balance with Canada,
it 18 to be hoped that the American negotintors will refuse to carry on under
the treaty beyond the twelve months' notlce period if such further commit-
ment I8 to be made a part of the treaty, or If another separate letter agreement
is arranged with the vehicle producers. It is estimated that the vehicles being
produced In°Canada now have from 72% to 76% Canadian content.

UNITED STATES-OANADA BALANOE OF TRADE

While it Is true that a large factor In lowering the U.S. trade surplus has
been the heavy preponderance of Canadlan vehicles entering the U.S. over
Anerican vehicles moving to Canada, there has also been a substantial rediie-
tlon In the U.8, surplus of automotive parts since the creation of the treaty.
Following are the figures, going back to 1063.

[1n miltions of dollars)

OFM 1963 1964 1965 1966 1967
(11 mohths)
U.S, parts exports to Canada. .................... [} 3 .
Pmspl.mpom oM Canada..e.iiieininiaiinnnnen. ‘ 13”3 ‘g%g ‘?32 ?7‘&': 22; 3

The above figures do not include engines where the flow in each direction is of
approximately equal value, or stampings exported from the U.S. and which are
largely captive items and, likewise, not generally regarded as parts, ,

Replacement automotive parts imports from Canada are not separately. lsted
fu the U.8. import statistics, but U.8, exports of such parts are given. Following
are the figures, also from 1963:

{in millions of dollars)

Replacement - 1963 1984 1963 1 . 7
, % nm }::nm)

U.S, parts exports to Canade...ivecnnnenrcannn, . 0.9 9.0 6.6 8.9 6.5
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Again, the export statistics do carry some separately identifled replacement
parts, but they are not listed above for the reason given prevlously.

It would seem from the statistics given that the Canadian parts producers
would be happy over what these figures show, particularly the ones in the O.E.M.
grouping. Such, however, i3 not the case. The Automotive Parts Manufacturers
Assoclation of Canada is'complaining that most of the additional Canadian con-
tent in Canadian vehicles represents increased assembly operations, or parts
obtalned from captive parts plants of the vehicle nianufacturers. They are press-
ing the Oanadian Government to modify the treaty so as to provide for greater
Canadian content. There is no doubt—if our Government should ylield to such
demands—that the further Canadian contént would come from parts production
since the vehicle manufacturers are now well set up on their assembly facilities.

COMPLACENCY BY A.8.1.A. MANUFACTURERS

Some A.8.I.LA. manufacturers may be complacent if their exports to Canada
have not suffered as a resuit of the treaty, even though they may not be sharing
in the expansion resulting from increased Canadian vehicular produotion. They
could be in for a shook later on {f the Canadians have their 1way about higher

Canadian content.
DUTY-FREE ACCESS INTO UNITED SBTATES FOR OVERSEAS FIRMS

It was earller mentioned that articles covered by the treaty can enter the U.S.
duty-free if they contain 50% or more Canadian content. The U.S. law im.
plementing the treaty, HR 0043, provides for free entry ‘‘whether imported di-
rectly or indirectly”. There are now two companies vold of U.S. Interest under-
taking vehicle manufacturing-agsembly operations in Canada—Volvo and a com-
pany named Soma, financed by the Quebec provinelal government, set up to pro-
duce the Renault and Peugeot. A Japanese group is also preparing to produce
a car fn Nova Scotia. )

One Canadian newspaper reported thiat Renault of France was considering the
production of a car fn France with 509% Canadian content for purposes of securing
duty-free entry into the United States. The idea may seem far-fetched—Cana-
dians exporting parts to France for incorporation into vehicles destined for the
U.S. just for the sake of saving 514% duty. However, if enought vehicles are in-
volved, the triangular operation would make economic sense,

There is also the possibility that “third” countries will take advantage of the
treaty to assemble in Canada (or have assembled for them) automotive com-
ponents with 50% or slightly more of Canadian content. The Japenese, for ex-
ample, might do this with anti-friction bearings on which they are proving to
be strong international competitors. As evidence that this is not a remote
threat, imports from the Virgin Islands are currently admitted duty-free into the
United States under a similar 50% provision. A very large volume of watches
now enter this country from the Virgin Islands, with the slightly under 509,
of content being supplied dy the Russians. What is occurring In the Virgin
Islands could just as easily develop in Canada.

WHAT THIS8 MEANS TO A.8.1.A. MANUFAOTURERS

The treaty is a bad one in terms of U.S, interests, not only because of the
results to date but also because any further deterloration in our automotive trade
balance wlill fall heavlest on the independent parts manufacturing sector, There
is now considérable sentiment in the Congress for import quotas on certain ftems,
notable steel and textiles, which would limit the quantities of products brought
fn under those categories. The Administration has indicated- that {€ would ‘veto
any such import legislation ' passed by the Congress. The U.8.-Canadian ‘Aitomo-
tive Treaty, coupled with the separate letter agreements, constitutes a Canadian
quota system, and a very tough one at that,

The legislation proposed in the Congress puts cellings on certain imports. The
‘quotas In the U.S.-Canadian Automotive Treaty, and the letter agreements, not
only establish Canadian production “floors”, but also force on the United States
the $260 million additional Canadian content requirement. It is hard to see
how the Administration can act negatively on any import quota legislation, if
passed, and still espouse the treaty. Not only would these positions be incon-
sistent, but there is also the hard fact that we have suffered a drastic reduc-
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tion in our automotive trading account with Canada—contrary to the Administra-
tion’s assurances in 1965 that our surplus would level off at a constant annual
figure of $500 millton.

Senator Gore. Mr. Chairman, I am sorry that I must go to anéther
committee. 7

Mr. Hartke, Mr. Chairman, before the Senator from Tennessee
leaves I would like to commend him on his statement. The improvi-
dence of the U.S. commitment under the Canadian Automotive Agree-
meht is amply demonstrated by the President’s Second Annual Report
on the agreement. I have not seen the finance staff analysis on the
President’s report prepared at Senator Gore’s request, but the Presi-
dent’s report has been analyzed by a member of my own staff and his
conclusions are to the same offect. As a result I commented on the
President’s report in a statement appeating in the Congressional Rec-
ord of May 29, 1968. In that statement I observed that as a result of
the agreement the U.S. favorable automotive trade surplus with
Canada has been reduced by more than 50 percent. In 1964 we had a
favorable Canadian automotive trade suirplus of $578.8 million,

In 1967, the third year in which the agreement was in effect, that
surplus was only $285.8 million. In September 1965 when this com-
mittee considered, and sub uentﬂly favorably reported, over the ob-
jections of Senators Gore, Ribicoff, and myself, the enabling legisla-
tion implementing this Executive agreement, we were assured by the
administration that, under the agreement, the United States would
continue to “maintain our ﬁresent sizable surplus with Canada in
automotive trade.” We now know how false this representation was.
In concluding my statement in the Con ional Record I expressed
the hope “that when the President of the United States submits his
special report to Congress on the agreement and his recommeéiida-
tions” as his is required to do under the agreement “prior to Septem-
ber 1, 1968, that he take full account of this severe reductioh in our
automotive trade surplus with Canada and that he take such measures
as aro necessary to reverse the situation including, if necessary, the
giving of the notice required to withdraw the United States from the
agreement.” At this jtinctiure I would be prepared to ask for términa-
tion of the agreement consistent with that provision of the agreement
which requires a year’s notice of intention to terminate. I would join
with the Senator from Tennessee in any proposal, consonant with this
provision to effectuate discontinuance of this unwise agreement. I
ask that my statement from thé Congressional Record of May 29, 1968,
appear in the record at this time. : '

The remarks of Senator Hartke on the floor of the Senate follow:)

THe OANADIAN AUTOMOTIVE AGREEMENT

Mr. HARTKE. Mr. President, the Capadian- Automotive Agreement has now
been in effect for more than 8 years. The President’s second anhual report to the
Congress on the operation of the agreement has now been recelved, albeit tardily.
The President’s report, Mr, President, demonstrably illustrates how unwisé the
U.8. commitment under the agreement’ has been. From & trade surplus with
Canada in the automotive category—vehleles tncluding cars, trucks, and Buses
and parts—iof $578.8 million in calendar year 1964 our Canadian automotive
trade swrplus has diminished to $285.8 million in calendar year 1967 or a reduc-
tion in excess of 5O percent in the third year in which the agreement has been
in force. This, Mr. President, after assurances fromn administration representa-
tives at the time Finance Committee hearings were held on’implementing legis.
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lation to this agreement that our automotive export surplus would not be
curtailed. I recall those hearings very well Mr. President and I recall Assistant
Secretary of the Treasury Trued's statement that undér the agreement we would
“maintain our present sizable surplus with Canada in automeotive trade.” I did
not join with the majority of my colleagues on that committee in referring the
enabling legislation favorably to the full Senate; I do know, Mr. President, as
the majority report evidences, that it was upon such representations that iy
colleagues on that ‘committee favorably reported the legislation.

“Under the agrecment neither country is a loser; both are winuers. By the
Treasury computations both nations will share in the expanded teade in such
proportions that our favorable balance of trade will not be disrupted over the
period covered by the letters of undertaking. Such a result of a trade agreement
is truly unique. Generally-one party or the other must suffer an unfavorable
shift in trade patterns. By this agreement we will avold an unfavorable shift in
our export trade. P. 13-14, Report of the Finance Committee on the Automotive
Products Trade Act of 1965.”

I have prepared a table which shows, on a comparison basis for the years 1961
through 1967 inclusive, the severity with which the agreement has adversely
effected our balance of payments. The table {s a combination, in part, of table
II, page 10 ‘of the Finance Committee report on the agreement dated September
27, 1965, and which shows United States-Canadian automotive trade for the
calendar years 1961 to 1964'inclusive, and table 14, page 52 of the President’s
report which, inter alia, provides the same informatlon for the years 1963 to
1967, inclusive. This table is as follows:

U.S. AUTOMOTIVE TRADE WITH CANADA
Tin millions of U.S. dollars]

1961 1962 1963 1964 1965 1966 1967

U.S. exports:

Passengercars.................... 45. 2 50,2 26.9 43.4 Il‘. 0 215.6 $63.0
Trucks, buses, and chassis......... 23,2 19.2 16.3 15.2 45.4 83.6 138.3
Parts and accessories.............. 311.8 330.1 497.7 393.4 700, 5 9521 1,099.9

) (1 | PO 380.2 399.6 541.0 6540 860.0 1,3tl.4 1,801.2

US. imports:

P‘po NGOTCAMS. oo onennnnannnnn .6 .8 .8 18.9 8,1 370.7 818.0
Trucks, buses, and chassis......... .2 .3 1.6 4.7 2.7 158.3 269.9
Parts and sccessoties.............. 6.9 8.4 18.8 52.2 5.0 315.2 422.5

Totah oo neeececaaaeanan 1.7 9.5 21.4 75.7 201.8 8441 1,515.4

Total, U.S. nstexports........... s 390.1 519.6 §18.3 658.1 4#$1.2 285,8

While it is apparent, Mr. President, that our automotive exports to Canada
have increased by 275 percent—comparing 1964 to 1987—our automotive imports
from Canada have increased by 2,000 percent with a resultant decrease in our
Canadlan automotive trade surplus of more than 50 percent !

* Mr, President, the reason for the enactment of enabling legislation to the
Agreement—the Agreement itself was an Executive Agreement which was not
ratified by the Senate but the enabling legislation was in substance a ratification
of the Agreement—was because the Canadian Government in 1963 had uni-
laterally undertaken to remit tariffs in order to stimulate Canadian automotive
exports. The Agreement and the corresponding legislative implementation, the
Automotive Products Trade Act of 1965, was the reasoned compromise our Gov-
ernment sought in the face of the Canadlan illegal and unilateral remission
scheme, As Senators Ribicoff and Gore and myself stated in our minority views to
the Finance Committee report on the enabling legislation :

“With regard to our balance of payments, the Assistant Secretary of hiter-
national Affairs for the Treasury Department, the Honorable Merlyn N. Trued,
testified that in 1964 we had a favorable trade surplus with Canada of $581
milllon. He further testified that under this agreemeént, we would retain that
surplus, l.e., in 1968 our trade surplus i{s estimated to be, under the agreement,
$580 milllon. He failed to say that it is estimated that, had the Canadians been
persuaded to drop their illegal tariff remission scheme, our trade surplus with
Canada would have reached $841 million by 1088. Further, had we done nothing
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atutlalll in the face of their remission scheme, our surplus would have been $650
million.

“In other words, from a balance of payments point of view, in protesting the
drop from $850 million to $650 million, the State Department negotiated us down
to $580 mililon.” .

In short, Mr. President, we have gone fromu a $650 million trade surplus—
giving full conslderation to the effect of the illegal Canadian remission scheme—
to a trade surplus of only $285.8 million.

This Agreement was sold to the American people as free trade. In fact, Mr,
President, the Agreement as we noted in our minority views *is the antithesis of
free trade.” There is no removal of tariffs generally but oiily for a few chosen
automobile manufacturers. The Agreement and the implementing legislation
is class legislation of the worst order.

To quote again from the minority views to the Finance Committee's report
on the implementing legislation :

“The Canadian duty on American automobiles is not removed. A dealer In
Montana or Maine cannot sell duty-free across the border in Canada. Only .
an automobile manufacturer can import into Canada free of the 1714 percent
Canadian tariff. Not only that, it must be a qualified manufacturer; l.e., one who
has provided satisfactory commitments to the Canadian Government. .

“U.S. dutles are not lowered for the benefit of everyone, Parts may be imported
duty free only if they are going to an automobilo manufacturer. The dealer or
supplier who would attempt to sell Canadlan made parts to automobile supply
stores or automoblle repair businesses, or directly to American consumers, must
still pay the tarife,” ' ‘ ‘

Mr. President, I have always held to the view that the removal of barrlers to
trade through equitable and reciprocal concession is a valld and important
principle in the promotion of commerce between nations.

“The concesslons in the Canadian agreement are neither equitable nor reciprocal.
What has been halled as “the most successful bilateral trade arrangement in
Canadian history"” 18 conversely one of the worst for the United States and the
American people. The real beneficiaries of the agreement are a chosen few auto-
mobile manufacturers. America has gained nothing but a worsened reductlon
of a balance-of-payments surplus we can i11 afford. .

I would hope, Mr. President, that when the Presldent of the United States
submits his speclal report to Congress, on the agreement and his recommendatlions
prior to September 1, 1968, that he take full account of this severe reduction in
our automotive trade surplus with Canada and that he take such measures as
are necessary to reverse the situation including, if necessary, the giving of
the notlce required to withdraw the United States from the agreement,

Senator HArRTKE. I again wish to commend the Senator from Ten-
nessee on the fine work he has been doing in this area.

Senator Gore. Thank you.

This was an agreement primarily for the benefit of the big automo-
bile companies. They have benefited in'fact from it. Canada has bene-
fited vastly from it. I can understand why both wanted it. What I
can’t understand is how the President could agree to it or how this
committee or the Senate could agree to it. '

Senator Hartke. I wondor if the Senator from Tennesses is aware
if there has been a reduction in'the price of automobiles in Canada or
whether thers has been only a reduction in tariffs to the corporations.

Senator: Gore:. Well, the reduction in tariff was 1ot for the people
of either country. The reduétion in'taviff is only for the benefit of the
automobile companies, the big ones. It doesn’t affect the tariff on an
nutomobile or a part that a Canadian consumer or an American con-
sumer will buy. The Senator realizes that. A

Tam uhable to'give ‘Kou any exact answer to the question.

Senator Harrke, Thank you.

Senator Gore. Thank you, Mr. Chairman. '

The Ciratraan, Mr, Secretary, have you had occasion to read this
memorandum prepared by the staff of the committee?

95-943 0—68—pt. 1——17
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Secretany FowLer. No. . .

The Cuairyan. It might be well if you would look this over and
commgnt on it if you feel disposed to do so at this time, or it might be
that the Departiment of Commerce might want to respond to it.

Secretary FowLer. I think the Department of State and the Depart-
ment of Commerce are the appropriaté departments to which it should
be referred. I have only a very general knowledge of it. o

The CHARMAN. Now that the matter has ¢ome up, and I am on no-
tice that this amendment will be offered at such time as the sponsors
think appropriate, I think it well for you to comment on the two bills.

Secretary Fowrkr. On the two bills?

The CHAmrMAN. Yes; S. 3204 and S. 3205.

Secretary FowLer, These are Senator Gore’s bills,

The Cuamrman, Pardon me, Mr., Secretary, I see that we are talking
about thres différent thin%s.

Since this matter about the automobilo parts agreement ¢aie up, I
thought it might be well just to'draw out your reaction for the record,
keeping in mind that you are more than just Secretary of the Treasury.
You are a good lawyer and in years gone by you represented the
American automobile industry in private practice and I would just
like to, if I might, draw from you your reaction to the way this auto-
mobile agreement has gone on.

Secretary Fowrer, Senator Long, I doh’t have any reaction to offér
to the committee this morning. I am not familiar in any detail with
the annual réport subinitted by the President to which Senator Gore
referred, and I have not seen the analysis of that report which was
prepa‘re(i by the staff of the committee. Therefore, I would like to ask
the committee to reserve at this point in the record an opportunity for
the Department of State and the Department of Commerce or the
President’s Special Representative on Trade, Ambassador Roth, to
submit an appropriate statement and commentary at this time.

(The comments referred to follow:)

COMMENTS BY THE DEPARTMENTS OF STATE AND COMMERCE ON THE ANALYSIS* OF
THE SECOND ANNUAL REPORT OF THE PRESIDENT TO THE CONORESS ON THE Op-
ERATION OF THE AUTOMOTIVE PRoDUOTS TRADE AoT oF 1965

BACKGROUND OF THE UNITED S8TATES8-CANADA AUTOMOTIVE PRODUCTS AGREEMENT

The United States-Canada Automotive Agreement of 1965 arose out of a dis-
pute over unilateral Canadian actions to stimulate the growth of the Canadlan
automotive industry by measures the United States considered unfair and
prejudicial to our interests. The Agreement represented a positive solution de-
signed to create a broad market for automotive products and to develop condi-
tions in which market forces could operate,

Prior to the Agreement the U.S. and Canadlan automotive industries were
in many respects similar. Models produced in Canada were made by U.8. sub-
sidiaries using parts largely intenchangeable with those used in U.S.-made cars,
Desplte many common elements, artificial and uneconomic barriers divided what
was egsentially a single industry. : ’ Co

Faced with increasingly higher costs of production, a suell market and steadily
mounting imports, Canada in 1062 adopted a plan to remit import dutles in re-
turn for expanded exports. Some U.S. automotive parts manufacturers com-
plained that the remission of dutles was tantamount to‘a subsidy and petitioned
the Treasury Department for countervailing duties on tmports from Canada.
An investigation was begun but some questions existed as to the legality of im-
posing countervailing duties. Considerable uncertainty existed for industries in

¢Analysis prepared by the Staff of the Senate Financé Committee at the réquest of Senator
Gore—Hearings on the Travel Tax Proposals, June 26, 1868, p. 74.
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both countries. There was also the possibility of further Canadian measures
which would have also had adverse trade effects for the United States. As
Presldent Johnson said in bis letter dated March 81, 1085 to the President of the
Senate and the Speaker of the House of Representatives. “We were faced by
the prospect of a wasteful contest of stroke and counterstroke, harmful to both
Canada and the United States, and helpful to neither. Our broader good rela-
tions with our Canadian friends would have suffered serious strain.”

After some nine months of discussion and negotiation, the United States and
Canada agreed to adopt an alternative—an arrangement to remove the barriers
between the two industries and permit the creation of a single North American
industry. The Agreement was signed on January 16, 1965 by President Johnson
and Prime Minister Pearson,

Under the Agreement the U.S. removed its import duties on Canadian cars,
trucks, and buses, and parts for assembly. Canada did the same (its duties
ranged from 1214-25%) except that, in recognition that costs and prices of
cars in Canada would remain higher for some time, only manufacturers meeting
certain criteria could 4mport duty free into Canada. These criteria were In-
cluded in the Agreement as speclal transitional measures until the smdller
and highercost Canadian automotive industry could adjust operations to the
much larger North American market.

Additlonally, apart from and wholly outside the Agreement, Canada obtalned
letters of undertaking by Canadian vehicle manufacturers (reproduced in the
appendix to the analysis).

RESULTS8 OF THE AGREEMENT

In responee to the opportunities afforded by the Agreement, manufacturers
moved quickly to rationallize production between the two countries, As a result
some car models are no longer produced in Canada but are imported from the
U.8. On the other hand, Canadian plants are specirlizing in fewer models with
longer and more effident production runs. Most producers have now largely
completed their major production adjustments.

TRADE EFFECTS OF THE AGREEMENT

Under the agreement, automotive trade between the U.8, and Canada has
quadrupled, rising from $780 million in 1064 to over $3.3 billlon’ in 1967. In
addition, trade in allied products, such as machinery, tires and tubes, paint,
and chemicals has increased significantly although the relationship of that
trade growth to the Auto Agreement is not measurable. Canada contlnues to be
the largest export market for products of the U.S. automotive industey. Total
U.8. automotive exports in 1064 were $1,765 million and the Canadian market
accounted for 87 percent of this total, or $654 miltion. In 1067 exports to Canada
amounted to $1.8 billlon and constituted 61 percent of total U.S. automotive
exports. : ’

As noted In the analysis and the President’s Annual Réport, serlous statistical
broblems arise in measuring United Statés-Canadian automotive trade. Im-
ports into both countries of duty-free vehicles and original equipment auto-
motive parts are precisely identified but the export statistics are less detailed
and do not identify as “antomotive” substantlal exports of parts, which are
subject to duty-free entry 4nto the other country as a result of the Agreement.
Because of such problems, there 18 an increasing divergence between U.S. and
Canadlan trade figures with U.S. data showlng loswer U.S. net automotive exports
than are shown by Cansadlan data, A ,

As a result both the United States and Canadian Governments agree that
the most representative and comprehensive measure of total automotive’ trade
between U.S, and Canada may be derived from their respective import statistics.

The net export surplus of $439 million in 1067 was below the $500 million level
projected by Administration witnesses during the 1065 hearings before the
Senate Finance Committee, However, the average U.S. trade surplus during
the three years under the Agreement (1065-07) was $310.4 milllon compared
with an m'era%e of $551.5 in the two years prior to the Agreement.!

The $500 milllon net surplus projected by the Administration it 1005 assumed
an annual growth rate of the Canadian market of 8 percent (as compared with

1These figures aro based on U.8. and Canadian Import statistics—see page 20 of the
Second Annggl Report (1063 figures estimated). P page
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the 10.6-12.0 percent annual Canadian growth in the period 19060-64). The
1966 and 1967 decline in the U.8. export surplus was due in large part to a
less than 8 percent annual sales growth In both countrles while record sales
- in 1064 end 1965 contributed to high trade surpluses those ycars. Thus, as
expected, automotive trade balances moved in the same direction as sales and
production figures.

It is very difficult to project meaningful trade trends on the basis of only
three years experience under the Agreement. The declines in the U.8. automotive
trade balance in 1966 and 1967 appear to be of a temporary nature resulting
from lower than projected sales growth in Canada and the initial adjustments
arising from the rationalization and integration of U.S. and Canadian production.

PRICES

The difference between prices in the United States and Canada for the same
model car with similar equipment has narrowed since 1964. The narrowing
of the price differential has been greater at the manufacturers level than at the
retail level because of increases in the Canadian sales tax.

PRODUCTION AND EMPLOYMENT

It is difficult to estimate how much of the fincreased assembly of finished
vehicles in Canada was at the expense of U.S. assembly operations. It does
appear that vehicle manufacturers have met the Canadian requirements to-a
greater extent by increased assembly operations than by parts production and
parts procurement in Canada.

As noted In the analysis, there have béen some shifts within the North Amerl-
can automotive industry in both directions. Automotive employment in both
countrles has increased. North American rationalization has increased job
opportunities in some U.S. plants. :

ADJUSTMENT ASSISTANCE

In recognition that the operation of the Agreement might cause dislocations
to some firms or workers as the industry moved toward Integration with
Canada, the Automotive Products Trade Act provided for a special adjustment
assistance program. Petitions for assistance under this program can be filed
through June 30, 1968. In the proposed Trade Expansion Act of 1968 (H.R.
17551), the President has recommended that the program be extended for three
years,

Adjustment assistance has involved only a small proportion of the more than
800,000 workers employed in the automotive industry. To date, 21 petitions for
relief have been filed by groups of workers who claimed that they became un-
employed because of the U.S.-Canadian Agreement. The Automotive Agreement
Adjustment Assistance Board determined that the operation of the Agreement
was the primary cause of dislocation for 14 of these petitions and issued cer-
tiftcations of eligibility covering about 2,600 workers, approximately half the
number originally petitioning for assistance. The facts in many instances indi-
cated that the primary reason for the layoffs of many workers was the slump
in automobile sales (in early 1967) rather than the Auto Agreement.

Not all of the workers certified by the Board actually applied for assistance
at their State Employment Security agencies, or, upon application were deter-
mined to have complied with the special requirements of the law. About 1,850
individuals did apply and met the standards. They have received benefits of
about $3.5 milllon. Many of the dfslocated workers have been either recalied to
their former job, found new work, or left the labor force. On December 31, 1967,
only about 325 of all auto.workers who had received adjustment assistance were
unemployed.

About 2,400 of all workers who petitioned were employed in assembly plants.
About 685 such workers were among the total 2,600 certified by the Board as
having been dislocated as a result of the Agreement.

JOINT REVIEW OF THE AGREEMENT

In accordance with article I1V(¢) of the Agreement, the Governments of
Canada and the United States are at the present time jointly undertaking a
comprehensive review of the progress made towards achleving the objectlives of
the Agreement. During the current review the two Governments are also con-
sidering such further steps as may be necessary or desirable for the full achieve-
ment of these objectives.
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It is not yet clear what changes will result from the review. However, in
accordance with Section 205(n) of the Automotive Products Trade Act of 1965,
the President will submit a speclal report on the review to Congress not later
than August 81, 1968,

In accordance with Section 205(b) and (c) of the Automotive Products Trade
Act, the President is also required to report to Congress and recommend further
steps necessary for the achievement of the purposes of the Agreement and the
Act If he finds that any manufacturer has entered into any undertaking, by
reason of governmental action, to Increase Canadlan value added after August
31, 1968. We have thus far no reason to believe that as a result of the review
there will be further undertakings by manufacturers to the Canadian Govern-
ment to Increase Canadian value added.

CONCLUSION

We believe the U.S.-Canada Automotive Agreement has clearly benefited the
industry, labor, and consumers of both countries. Commerce has grown and
efficlency in the use of labor, capital and materials has been increased. The
industries of both countries have already moved far toward the goal under the
Agreement of specialization and large-scale production. The reducéd U.S. net
automotive export surpluses in 1867 appears to have been largely the result of
relatively poor sales and the transition to an integrated North Amerlcan indus-
try. As the current joint comprehensive review is completed and in our con-
tinuing consultations with the Government of Canada, we will be deterniined to
see that every effort is taken to achleve fully the objectives of the Agreement.

The CaalrMAN. Mr. Secretary, you may prefer not to comment on
the matter. Propriety may dictats that you not comment in view of the
fact that many of these automobile firms were once your clients in pri-
vate practice, and there is & sort of lingering relationship. :

One time 1 advised my former law partner that he shotild refuse to
testify with regard to the conduct of his former clients. Some of those
former clients wound up going to jail. If they could have persuaded
my friend, the lawyer, to testify, perhaps all of them would have
wound up in‘jail. ‘

But I was satisfied in my mind that when someone employs a lawyer
and pays him a fee he shouldn’t say anything that would injure the
case of his clients even though the relationship hias been terminated.
So, I am somewhat aware of legal ethiés as I am sure you are.

Secretary Fowrzr. Well, it isn’t a matter of delicacy ‘at all involved
here, It simply is that I don’t have sufficient knowledge of thé operation
of the agreement or of the committee’s analysis of it to efititle"ine to
make the comiment and, therefore, I plead ignorance, not ethics.

The Cuamman. Would you give us just your:offhand reaction to
these two bills? We would'like to qet your reaction to them.

Secretary Fowrer. Senator Gore’s— _

The CuatRMAN, Yes; the tax treatment of income earned abroad by
corporations and individuals, '

ecretary FowLer, I would make just two short comments. First, on
the bill that is designed to eliminate tax deferral on’income  from-for-
oign subsidiaries: The keystone of our present balance-of-paymerits
program insofar ag direct investment and repatriation of éarnings frofi
direct investment is concerned, is the program being administéred by
the Department of Commerce under a regulatory act, I believe that for
the time being, and it is » temporary program, the Commerce Depart-
ment’s program is more flexible and a more useful device for: iriple-
menting our current balance-of-payments objectives than changing the
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tax system either to provide incentives or disincentives for various
capital flows. So I would not at this time advocate any major change
in'the tax laws until we can evaluate the effect of the De{mt‘tment of
Commerce’s regulatory program which involves very directly repatria-
tion of earnings, -

I think over the longer pull from the standpoint of tax policy the
issue which is raised by Senator Gore’s proposal will undoubtedly call
for some attefition in the long-term future. But my own position now
would be that we ought to stay with the program regarding direot in-
vestment and repatriation of earnings as it is established and being
administered by the Department of Commerce before superimposing
on it or substituting for it any substantial change in the tax laws.

I now turn'to the other bill which has to do with elimination of the
foreign-earned income exemption of U.S, citizens. This has come up in
- connection with several of the Congress’ actions in the tax field in, I
!I)ngve, the Revenue Act of 1962, and again in the Revenue Act of

You will recall that it has been the policy of the administration to
eliminate, wherever possible, special treatment for certain types of in-
come, and we think that this particular legislation would be a proper
subject to consider in connection with a general tax reform measure,
because it is one of the types of special treatment of a certain kind 6f
income which would naturallr come up in that connection.

The issue then which would have to be considered by the Congress
would involve a decision as to whether or not the advantages of an
incentive to U.S. citizens working abroad have a desirable purpose or
beneficial effect or whether the provision, in the present condition and
situation in which we find the world, represents an unjustifiable exclu-
sion of income from the tax base, N ‘

I think there are various aspects that the committee would want to
consider. What effect this would have on meeting competition; what
offect there might be on increased costs to the Government; whether
or not such an exemption should be limited to payments of salaries to
those resident in less-developed countries; or whether it should be
across the board. ) :

T think this is a subject which would be naturally and properly con-
sidered in any general reform measure. -

It certainly is not our desire to consider this matter at this time, I
would hope that the committee would deal with the problem at hand
in this particular bill—what we are going to do about travel—and not
allow its other broader concerns, in the closing period of this session,
to Jla‘revent or delay action on the matter before'you. :

he CrairyaN. T have come to moderate my views on ‘this sub-
jeot, Mr. Secretary, as time has gone by. The advocates of the Gore
proposal tend tolook upon income earned in'n foreign coliiitry some-
what along the line of, or parallel to, the-iricome which is taxed by a
State for which a deduction is allowed, and -then the remainder taxed
by the Federal Government, - S Lo

The one thought that occurs to-me about all that is that in the' last
analysis a foreign nation is entitled to'tax all the income earned in
that country. It has that privilege. It can tax a hundred percent of it
if it wants to, and it has complete soversignty over that individual
while he is in that country. That is somewhat different from the situa-
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tion that exists where a State collects a tax and the person also is sub-
ject to tax by the Federal Government.

Secretary FowrLer. As I understand Senator Gore’s proposal he
wouldn’t interfere with the foreign tax credit; that would still be
retained. But whatever tax was due from the corporation after the
foreign tax credit was aplglie_d would be exacted straight away rather
than waiting for the funds to be in fact repatniated.

The Cramyaw, Do I understand that you do not advocate these
proposals at this time, although you would like to consider them at
some fiiture date, is that the idea ? \

. Secretary FowrLer. Well, as far as the balance-of-payments situa-
tion is concerned we think we have at.the present time in-the direct
investment program being administered by the Department 6f Com-
merce under the Banking Act a_more flexible and effective means of
dealing directly with the problem of capital flows. This program

ifically involves repatriation of earnings.

Therefore, from the balance-of-paymeénts program standpoint, I
don’t see any short-term necessity for it. I think; therefore, the'question
of continuing the deferral of taxation on income abroad is a longer
range problem that need not come up at this'tiine as long as.-we have
the existing Department of Commerce program, I think ‘when that
program is abandoned and done away with, then' the question of'the
relative woighing of incentives and disincentives affecting investment
abroad and returned incofe from abroad, will onc again be presented
to the comittee, ‘ , :

The CHAIRMAN. Senator Smathers informs me that Senator Carl-
son :is{h?ould be called upon at this point. Do you have any questions
toask? L ‘

Senator CartsoN. Mr. Secretary, I have received considerable
mail from Governors, State officials, officials of local ?overnments,
such as mayors, and heads of colleges and universities asking that they
be exempt from the travel tax on the theory that they are not just
tourists in the ordinary sense of the word. They represent their State
or their government or their college in international programs. Have
you got any comments on that ? \ C

Secretary Fowrer, You are referring, I believe, to the question of
the application of the ticket tax, and the question of whether there
should be a continuing exemption for State and local officials from the
application of the ticket tax? - ' e

enator CarLsoN. Not only the ticket tax, but alsd the expenditure
tax that you are now proposing to this committee, -

Secretary Fowrer, Let me deal with the expenditure tax then, first.
It does not seem to me to be reasonable or necessary or indeed desir-
able to exempt anyone from the expenditutre tax, The purpose of the
tax is.to encoiifage American travelers, whoever they may. be, travel-
ing outside the Western Hemisphere, to spend dollars at a modest
rate from now until October 1989; For that period of time; given:the
$15 minimiim" ddily exemption, it seems to me 'that the case,.if there
isany ease, for exemﬁ)tin%' particular groups in thé population is pretty
well dissipated by this change in the proposal. The or(iﬁpal proposal
would have started a 1b6-percent tax at any expenditiive over an
average of $7 a day. I can see how people, even though traveling
modestly, would have been affected by that tax, But now having the

. ~
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proposal in front of the committee for a $15-a-day exemﬁtion, I see
no reason for a concern about anyonse traveling outside the Western
Hemisphere béing sorely afflicted by this particular tax. It is an easier
one to live with, provided one who is traveling chooses to live modestly.

Senator Carrson. Well, Mr. Secretary, these people that I had refer-
ence to are not tourists. They are participants in programs that affect
their governments, and they go as representatives of their govern-
ments, not tourists, and while, as you say, $15 a day is exempt, which
was not true in the original legislation that they wrote me about—

Secretary FowrLer. Senator Carlson, the tax would be applicable to
all kinds of travelers, not just tourists, For instance, we would propose
that this tax be agplicable‘ to Federal employees traveling in the inter-
est of the U.S. Goveriment, and since it applies to them, I see no
reason why it shouldn’t appiy to those who are working for a State

_government or on behalf of State government programs, whatever
their status might be.

Senator Carrson. Well, I think I should say, Mr. Secretary, that
these people who travel for the U.S. Government are paid by the
U.S. Government also. They will pay their tax, too.

- Secretary Fowrer, Our proposal would be that all regular em-
ployees, all temporary employees, all those acting on & contract basis,
all private citizens, be similarly affected. U.S. Government employees
would have to meet the tax out of their ordinary per diem dllowances.
There would be no extra reimbursement. L

Senator CarLsoN. Well, of course, that just adds an additional
charge to the Governient, as I see it, and that would not be true in
some of the situations which concern our State officials. I probably
see their point a little more closely than you would, having served as
a Governor, because I do know we send ‘people abroad. We appoint
them and we send them over. Having traveled some myself, I think
it could be said that students staying at hostels and other places prob-
ably could travel at $15 a day. But $15 a day does not go very far in
most of the countries in which I have traveled.

Seoretary FowLer. You are only going to pay the tax on the excess
and that isn’t going to add up to a very great deal and, as I indicated
yesterday, cutting your stay short a day or two or having the Mrs.
avoid those last-minute shopping purchases can make up for any
impact of the tax and that is what it is designed to do. .

enator CarLsoN. You will admit, will you not, that 30 percent is a
prett)trthilg;_h lt]ax? In other words, if I spend $20 and my tax is $6, that
18 pretty high, _

ecretary FowLer, If gou spend $20 your tax would only be 20 per-
cent on the $5 over the $15 daily exemption.

Senator Carrson. Well, $20 in addition to $16 is what I had in mind.

Secretary FowLer. Oh; well, then it would cause you to pause and
think, and that is its design.

Senator Caruson. That is all, Mr, Chairman.

Secretary FowLer. Senator Hartke, -
be?enator HArTRE. I hope I don’t repeat some of the things said

ore, ‘

Mr. Secretarg' what you propose here is a restriction, isn’t that
right? Isn’t tha the purpose of it?
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Secretary FowrLer, No, it is not trying to restrict travel. It is trying
to cause those who do travel to spend at a modest rate.

Senator HARTKE. It isa penalty, then,on them$
s Sec(ll'etary FowwLer. It is a penalty on spending beyond an average of

156 a day.

SenatZr Harrke. In other words, what you are proposing here, in
effect, isa form of quota ¢

Secretary FowLer. No, we don’t think of it as a quota, and we don’t
think of it as having'tile effect of causing people to cancel trips.
We think of it primarily as causing people who do wish to travel
and make a trip outside the Western Hemisphere, to spend ‘that
marginal dollar above the $15 a day average, with some thought that
this s exhausting or utilizing the foreign exchange that is available
to the United States just as the man of the house in fixing his budget -
allocates so rituch for vacation—— A .

Senator HarTRE. And the intention then is to put into his mind
that he just has so much to spend, why he has to restrict the term of
his travel, isn’t that true?

Secretary FowLer, Or else——

Senator HARTRE. As you said a moment ago——

Secretary Fowrer, Or else pay the tax or forgo some expenditure
that otherwise he might find attractive. )

Senator Harrre. Forgo is the same as restrict. I mean it is a nicer
word but it is the same thing,

What I do not understand is how the Treasury can come here and
say that there is a possibility of retaliatory action ‘in regard to a
quota bill similar to the type I have sponsored along with Senator
Dirksen and other Senators, saying such action would precipitate
a retaliatory action in other couiitries and, at the same time, come
here and say that you are taking a restrictive action in regard to travel
by our citizens and that you will not have the same type retaliatory
action by other countries in regard to travel by their citizens? How can
you come up with an explanation of this contradiction in approach?

Secretary FowLer. We had a number of exchanges of views in Jan-
uary and February with the officials of other countries as to their
reactions to the various features of the President’s program that was
annuonced on January 1. On the basis of those exchange of views, of
their recanition' of the fact that this is a serious problem—that they
are enjoying a very substantial advantage in this travel field as far
as relative positions are concerned—we have had no intimation there
would be any serious intention of retaliation by these governments.

Senator HARTEE. In other words, you have obtained a waiver from
them regarding retaliatory action{

Secretary Fowrer. There has been no formal waiver. It was not
necessary to do that. After having reviewed our entire program with
them, we came away with the feeling that, whatever their private or
personal raservations might be about these proposals, that there
would not be retaliatory action by the governments concerned.

Senator HARTKE. You certainly don’t contend, Mr. Secretary, that
there is not an exact ‘garallel between the situations. What you are
saying in substance is'that you do not thihk in this case there will be
retaliation but in the other case there would be retaliation?
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Secretary FowLer. There is quite a difference, Senator Hartke, in
one respect; namely, that the treatment of travel and travel expendi-
tures, the area affected by the Treasury proposals, is not subject to
the General Agreement on Tariffs and Trade or to the surrounding
policies and interpretations that are involved in that.

Senator HartkE. It is a distinction without a difference. There
is no reason under GATT why you cannot have a quota. This is not
a distinction between the two situations. Both of them are of sim-
ilar character. I don’t seo any difference—and I don’t think that so far
you have shown me any difference—you are willing to admit are you
not, that the same kind of retaliation could be anticipated for a restric-
tion of this nature as could be expected from a quota?

Secretary FowrLer, No.

Senator HArTRE. And the reasons you say you are not expecting
it is because You have reached a prior agreement with these for-
eign couritries .

eoretary FowrLer. No, no prior agreement; but an assessment of
their reactions to the various features of our Janvary 1 program that
was announced, and having reviewed that program with them, a
feeling that any risk of retalintion in this area was de minimis,

Tt has been the practice and custom of various countries at various
times to put on some type of restraint on foreign exchange expendi-
tures in connection with totrism. This is not an iiftusual practice.

Senator Hartre. What you are saying, and I know you don’t want
to admit it, and I am not blaming you For not wanting to admit it,
but what you are saying is that the situitions are the same, but you
have obtained some type of assurance that the results would not be the
same, isn’t that true?

Secretary Fowr.er. I am just saying that T do not have any appre-
hension that there would be retaliation by countries in the event Con-
gress chose to enact law that is requested here.

Senator HarTkE, Now, you have no fear. Do we have any assurances
from the French ¢

Secretary FowrLer. We have no assurances or agreements. We have
veg' definite impressions that there would be no retaliation,

enator HARTKE. You mean to say what has happened is that there
was an announcement by our Government indicating that this was
go nf to be the policy, and as a result you waited for some type of
word or whisper back from some of these authorities and since you
received no corimunication you now make the assumption that there
would not be a retdliation?

Secretary Fowrer. No, no. Shortly after the announcement of the
President’s program in the montli of January and in the month of
February there were visits made by. a delegation representing the
U.S. Government to review with the responsible officials in"the prinei-
pal governments in Western Europe, Japan-and Canada, the purview
of the program which was contemplated and announced on January 1.
There were exchanges of views about that program, the necessity for
it, the various aspects of it, and it was on the basis of those series of
meetings which took place in January and February that I give you
this assessment. -~

Senator Hartke. All right.
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Now, did you ever make such a followup in regard to any imposition

of quotas by)t’.he United States? pihreg y Tnpos
ecretary FowLER. Yes, special trade representative, the President’s
special trade representative——

Senator HArRTRE. Mr, Roth?

Secretary Fowrer., Mr. Roth discussed the area of trade as it was
roflected in the President’s message on January 1, which was a part
of these general discussions. :

Senator HARTKE. Now, do grou view all these things in similar vein?
[£ o foreign government, in other words, should give some type of indi-
cation that they would respond, for example, if there was a threat of
a quota from some other conntry, would our Government respond in
gimilar fashion? Would you reply in some way or would you ignore it ¢
What would you do aboutit?

Secretary Fowrrr, Well, I would certainly first examine very care-
fully our own laws and the General Agreement on Tariffs and Trade to
seo whether or not in the light of the action taken there should be re-
sponsive action on our part, given our laws and given the General

eament on Tariffs and Trade.

enator HarTkE, You are familiar with the fact that in today’s
Washington’s Post there is an article in which France warns of her
intention to impose quotas on the importation of automobiles, re-
frigorators, washing machines, textiles, steel and other products to
protect her own balance-of-payments osition.

Secretary FowrLer. I have received a prelimifi‘hrgv réport on the ac-
tion contemplated by the French Government. The final word as to
whether the French Cabinet has officially acted today or not I haven’t
received. Until we do know the precise nature of the official action that
is taken by the French Government, I would prefer not to make state-
ments as to 6nr aetions. But I can assure you that the French steps, when
they are taken, will bo very carefully analyzed in connection with our
own laws as well as their undertaki %s under the General Agreement
on Tariffs and Trade. And I would think that if the committee is in-
terested in this particular problem, the President’s special represent-
ative on trade should be available for discussion with the committee.

Senator HArTkE, In the event that they do proceed toward taking
some action in establishing these import quotas, and prior to that ac-
tion, prior to the time that such action becomes final, would thé ad-
nninlfst.mtion warn the French that thoy could expect retaliatory action
from the United States. L :

Secretary Fowrer, I think that is the question, Senator Hartke,
which is much more properly answered by the President’s special rep-
resentative on trade, Ambassador Roth, and I would deter to him on
what official position the United States takes. = - .

Senator Harrke. I don't wish to go into a 1(;1;5 discourse on this
wholeé question, but I think it can bo firmly stated and there can bo
no_denial of ong simple fact: That the basic operation here is identical
in its effect in that your proposal is an action contrary to the normal
free flow of persoiis as distinguished. from’the ‘free flow of gmll)e'rty.
If there is going to be retalintory nction taken by any country in to-
gord to the restriction of the flow of property, it certainly is fain to
spy that a similar retaliatory action coiild bo anticipated -or would be
the natural result of a restriotion of the free flow of persons. In other
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words, what you are preposing is a restriction on the free movement
of people between nations; isn’t that right?

ecretary FowLer. I don’t consider it as such, Senator Hartke. It
has not been considered in international circles as being in the same
category and in the same character as restrictions on movements of
goods and services in the form of quotas. It is quite a different opera-
tion to apply a tax to an expenditure above a given amount, and to
say that only so much goods can be adntitted to a given couritry. You
are comparing apples and elephants.

Senator HarTkE. Yes, I understand what you are saying. I under-
stand you say it doesn’t make any difference.

Isn’t it true that Great Britain has followed the same basic approach
with respect to her travelers that you are proposing for this country?
. Secretary Fowrer. In the United Kingdom, the equivalent of $120
is granted for travel during the year ending October 31, 1987, and
it 18 oui understanding that the amount of $120 will be maintained for
the period November 1, 1967, through October 31, 1968.

Senator HartkEe. This was done for the same purpose, was it not?
That is, it was done in order to alleviaté and to coriect their balance-
ofgmyments‘ deficits?

ecretary FowLer. Yes, that is correct.

Senator HARTEE. Let me ask you what is the current status of Great
Britain’s balance of payments; has it improved or has it steadily
deteriorated ?

Secretary Fowrer. It has improved, as my statement noted yester-
dag, Senator Hartke. ‘

enator Hartre. What month ¢
Secretary Fowrer, The first quarter——
Senator HArRTRE. I am talking about the last figures, not the first
uarter.

1 Secretary Fowrer, Well, we don’t have reliable and authentic figures
covering the second quarter. The first hard assessment of them can be
made in August, although we can get some preliminary indication of
their flow about the middle of July.

Senator HARTKE. Yes.

Isn’t it true that in the House of Commons on Thursday of last week
a report was made that balance-of-payments deterioration had con-
tinued and that there was no improvement?

Secretary FowLer. Are we talking Yiow about the United Kingdom ¢

Senator HarTkE. I am talking about the United Kingdom.

Secretary FowLer. I am sorry, I thought we were talking about our
own situation. '

Senator HARTKE. No, I am talking about the United Kingdom.

Secretary FowLer. Yes, as far agthe United Kingdoni 1§ concerned,
I think that their balance-of-paymehts situation currently has been
disappointing in the improvement tliat had been expected and hoped
for in this calendar year although there are considerable indications
that the impact of the measures taken is showing promise of very
favorablé results ifi the latter part of this year., |

Senator HARTKE. Yes. |

I am not talking about what they hope for. A1l I am saying is that
this action along with other very severe restrictive méasures have been
taken by the British, bit the result is that the balance-of-payments
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situation as a factual matter has continued to deteriorate in the United
Kingdom? . .

Secreary Fowrer, Well, I would put it the other way, has not im-
proved to the degree that had been hoped for.

Senator HArTKE. The fact is it has deteriorated. .

Let me ask you another question here in regard to the House bill.
As I understand it, the amount of tax revenue that will be derived from
the proposed 5 percent travel is something in the vicinity of $100
million; is that correct ¢

Secretary FowrLer, The ticket tax proposal will produce & tax reveniue
of about $95 million with a resulting balance-of-payments savings of
about $50 million. ‘

Senator HARTKE. Can you tell us how much of this $95 million tax
revenue is attributable to the removal of the exemption from tax travel
by representatives of local and state governments and representatives
of universities and colleges? »

SecretarﬁFowm:R. A minor amount; I don’t have the exact figure.

Senator Harrke. What do you imean i)y a minor amount—a mitlion,
5 million, 10 million ¢ N

Secretary Fowrer. No, I think it is less than that.

Senator HARTKE. Less than 10 or less than one{ There is a difference.

Secretar;hFowwR. Less than 10.

Senator HARTKE. Less than 10 million out of a tax revenue of $95
million?

Secretary FowLeR. Yes.

Senator Harrke. All right.

Now, as I understand it, also, you say in the calendar year 1967
that the deficit attributable to our balance of payments as a result of
travel is $2.1 million, is that correct ¢

Secretar}tIFowLnn. That is correct.

_Senator HarTRE. It is also my understanding that in that year U.S.
citizens spent $1.1 billion in Canadian travel, is that correct?

Secretary FowrLer. Thatis correct.
¥ l?.emator Hartke. I also understand that of that amount of $1.1

illion—

Secretary Fowrer, That is out of a $4 billion total, & gross expendi-
ture of about $1.1 billion in Canada.

Senator Harrre. With a deficit of $2.1 billion, right$

Secretary Fowrer. That. is the net; that is the deficit. ‘

Senator Hartke. I understand. That is the difference between how
much we spend hete and what they spend, I understatid. Is it also tine’
that there was an increase in the year 1967 of $660 million from the
year 19661

Secretary Fowrer. That is right.

Senator Harrke. All right.

It is quite well known that Expo '67 was in Montreal in 1967, isn’t
that true?

Secretary Fowrer. That i right. , R
. Senator HArrre. And it has been estimated that of the $660 miillion
increase somo $500 million was attributable to Expo '67. Is that a fair-
assumption ¢ _

Secretary Fowrer, I think that figure is a little high. I think we
would tend to say $300 to $400 niillion.
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Senator HArRTRE. All right. '

Now, would you comment as to what the effect this legislation will
have in regard to such a balance-of-payments deficit? In other words,
that deficit is not going to be there next year, is that true? Even if you
call it three, 350 and I say five, there is already going to be an improve-
ment of that amount, isn’t that tiue? ‘

Secretary FowrLer. Well——

Senator HarTKE. Are those people going some place else or what?

Secretary Fowrer. We don’t know whether that will be diversionary
spending to go elsewhere or whether it will be a reduction'6f the $2.1
billion deficit. However, it is our expectation that the steady growth
of this travel deficit year in and year out going all the way back to
certainly 1960, will contifiue, and that, therefore, there is a considerable
chance that unless action is taken the travel deficit in the year 1968
and the year 1969 will be comparable to or in excess of the travel deficit
in the year 1967, _

Senator Harre. How can you say that, Mr, Secretary, in light of
the fact that the passports in March of 1968 are 9 percent lower than
they were in the coniparable period a year ago? '

Secretary Fowrer, That is not our information.

Senator HarTkEe. Thatisnot true?

Secretary FowreRr. That is not our ififormation.

Passport applications show the followitig pdttern in the fourth
quarter of 1967: the number of applications were 239,000, which was
an increase over the same period of the previous year of 13 percent. I
am rounding the figures.

For the first quarter of 1968 passport applications were 452,000, an
increase of 9 percent over the same period in the previous year.

They are currently running in April and May at 450,000, which isan
increase of 5 percent over the previous year.

Senator Harrke. What about March? Am I wrong on March?

Secretary Fowrer. I have the figures for the first quarter, January,
February and March taken together, which were a 9-percent increase.
I don’t have them broken down here on March. ‘

Senator Hartre. My figures are that for the month of March 1968
passport. applications are down 9:percent from March of 1967. We
might go back and check that. I would like to have that compleéte chart
. inserted in the record so I can takea look atit. -

(The chart referred to follows:)

PASSPORT APPLICATIONS, BY Moum, OCTOBER 1966 TO MAY 1967 AND OCTOBER 1967 TO MAY 1968

: Pemnlehan%d Percent change
Perlod 1966-67 from same per| Period 1967-68  from same pe

preceding year preceding year

12,117 423 October 197.... 84,368 +17

71,985 420 November 1967. 80, 946 12

67,253 +13 December 1967. . 73,950 | %0

211,421 +19 4thquarter 1967. 239,264 +13

104,752 +21 Janvary 1968 lzl. 26

115,579 .48 Fobmrysgss 182,797 24

194,541 410 March 1968..... 177, 148 -9

414,872 +12 Islt?'um 71963 451,547 9

847 +5 1968...... 216,801 8

1,694 +10 Mayl1968....... 237,321 2

432, 41 +8 April-May 1968 454,128 ]

Source: Passport Office, U.S. Department of State.
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Senator HarTERE. Let me ask you one final question. Maybe you have
covered it before, As you know there is no prohibition, for example, if
I live in Detroit for me to §o to Windsor, is there, rather than fly from
Detroit? And if I live in Seattle for me to go to Vancouver? In other
words, I can go outside the United States, I can go to Canada, and
avoid this travel or ticket tax ¢ :

Secretary FowLER, Yes,

Senator . Or I can go to Mexico to avoid this tax?

hSecretary Fowwer, I would like to ask Mr. Surrey to comment on
that.

Mr. Surrey. We have had some discussions with travel agents as to
what they feel m%%ht be the degree of avoidance and the steps that
should be taken. We will be in a position to consider with the com-
mittes, whether, if necessary, steps should be taken to deal with that
precise situation. We have asked them—— . ' ‘

Senator HArTKE. I understand what you are saying, but what you
are saying is you recognize the problem and you are discussing it, is
that correct? : :

Mr. Surrey. Yes, and we are asking for——

Senator HarTtrE. Should I vote for it or introduce some type of
amendment like that? 7 g '

Mr. Surrey, We have asked the travel agents to help us in assessin
the situation and indicate whether théir concern is such that we shoul
include some special provisions on this matter. Undoubtedly they will
come and respond. By the time you take this p) in executive session—
i Sel?mtor ARTKE. at-is the Treasury’s recommendation at this
ime o

Mr. Surrey, The Treasury’s recommendation a¢ this time is that we
are not fully certain that a provision is necessary, but we are pre-
paring & provision in the event the travel agents come to the conclusion
that such a stép is necessary. '

Senator HArTKE. I am not as much concerned about what the travel
agents say, but what the efféct is. I want to know what the facts are.

Mr. Surrey. Obviously the travel agents have a good deal of in-
formation  and, therefore, we wanted their judgment on it, because
they would be the ones who would have some loss of business in this
situation, The question of whether we should act directly or whether
we should act in cooperation with the Canadian Government is some-
thing that we are assessing. We had not thought it was a matter 6f
major avoidance; otherwise we would have included & provision in the
first instance, : _ L

Senator HARTkeE. It ig true that if they moved this over, all we would
be doing would be shifting this travel on to these foreign carriers and
to foreign countries. Then you will not have an effect upon ‘travel,
whatéver you anticipate, but you-will‘have lost revenue for our 6wn
carriers. , : B

Mr. Surrpy, If we in our assessment of it feel that that is a
possibility, then we have provisions which can be used to'prevent that.

Senator SaraTHERS, What are thiose provisions? :

Mr. Surrey. Those provisions in-a sense’ would be to exténd the
scp&)e of our ticket tax to Americans who simply go across the botder
and start their journey by air rather than from the United States.

‘Senator Hartks. It isnot in the bill., : o T
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Mr. Survey. We have not submitted = bill to the committee as yet.

Senator SmaTners. Isn't it logical, as the Senator from Indiana
suggests, that if they can make this trip on a foreign carrier and do it
without the expense of the 5-percent ticket tax, they will do it?

Mr. Surrey. Well, that depends on the amount of inconvenience
involved in relation to the 5 lpe’rcent. .

Senator SmarHers. Well, do you think it is any different in con-
venience whether you decide you are going on A or whether you
are going on SAS if your destination is the same? ]

Mr. Surrey. It isn’t a question of foreign carriers from the United
States, Senator, that isn’t the problem. This tax would tzggl ‘to people
going on U.S carriers or foreign carriers from the Uni tates. The
question is whether persons ecidin% to %o to Europe will decide to
travel in one way or another—other than by air—to Canada, and then
start their European air journeys from Canada.

Senator SMATHERS, Yes.

Mr. Surrey. Now, the question of the convenience and the schedul-
ing involved in leaving from Canada, is what is being assessed, not the
guestion of domestic versus foreign carriers starting from the United

tates, because any flight originating in the United States would be
subject to the 5-percent tax.

ator SMATHERS, I see,

Senator HarTke. T'wo final statements.

Mr. Secretary, I would suggest that the administration give thought
to proposing an international conference on travel, with the idea that
they give the same type of overall considerations to the effect upon
balance of payments and upon the free movement of persons as is
presently given in the so-called GATT arrangements in regard to
property.

I see no reason why we shouldn’t have an overall consideration. A fter
all, since it constitutes, as far as we are concerned, a substantial part
of our balance-of-payments deficit there certainly is no reason why
it should not be given higher priority than the movement of goods.
Isn't that true? ‘

. Secretary Fowrer. I think, Senator, that what governments can do
in this area in dealing with the problem is quite limited. We have felt
- that from a long-range standpoint by far the preferable way of ‘deal-
ing with this deficit, of holding it to its %nesent level or retarding its
wth or causing it to decline, would be by promoting foreign trayvel
in the United States and, therefore, a commission was set up which
was headed bg- Ambassador Robert McKinney, and it did & very inten-
sive study of ways and means of promoting foreign travel to the
United States and submitted its report in February, which I filed
yesterday with my statement. _

Although somet. 'nican be done by other governments to deal with
the problem, I think that the encouragement of travel this way has to
fall mainly to the private sector, to the airlines, the hotels, the bus
services, the railroads. Thers is a deal that the U.S. Governiment
can do to encourage that travel but not very much that you coiild
expect other governments to do other than to avoid or minimize their
restraint, :

Senator HarTE. Mr, Secretary, I understand exactly what you are
saying, However, what you are talking about is that our country is,
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by far and away, the richest country in the world, and this in itself
presents a problem because our people have more m‘om;y to travel than
other people in the rest of the world. So necessarily, if they are going
to travel overseas it is going to mean they are going to spend American
money. But that does not apply only to persons, that is true in the
whole field of economics. That is true here at home,

What you are saying is—it is up to the private sector to try to bring
people here. That amounts to a sale and salesmanship.

Secretary Fowrer, That is right.

Senator Hartke. This amounts to a sale, in respect to people. And
this is the same thing as a sale of goods. This is the argument you
made in regard to exports. We have in the Commerce Department the

uivalent of what you are talking about with respect to Mr. Mec-
Kinney’s suggestion, not alone the travel service, but what amounts
(tlo ﬁa. sale or export of American goods in exchange for American

ollars.

Now, there is no difference except that one deals with people and
the other deals with property. But it has the same effect upon' the bal-
ance of payments, Once that dollar leaves this country, you cannot téll
me specifically, except in the grand total of things, which dollar is at-
tributable to the person and which to the property. I mean the'dollars
look exactly the same. They both have the pictiire of Washington on
them, the serial number, and everything else, There is not one dollar
that says property dollar and another that says personal dollar.

Secretary FowrLer, That is correct.

Senator HARTKE. They are identical.

Secretary Fowrer., That is correct.

Senator . So the same t g)e arguments have to apply or else
you find yourself meeting yourself coming through the door. That is
exactly where you find yourself now.
beSecrf.t:dry OWLER. Some of the same economic arguments have to

applied.

For the very reason we are concerned about a travel deficit here,
we have to be concerned about a trade surplus, we have to be con-
cerned about the so-called military expenditure deficit, we have to be
concerned about all the major factors that enter into the balance-of-
payments problem, and that is the function of the President’s action
program of January-1 which is concerned with those major elements.

Senator HARTKE. Yes, but the President’s action program on Jan-
uery 1 has destroyed eyerty argument made against this quota bill,
What you ought to do is throw back in iy face the arguments you
are making today by saying, “Senator, if you oppose this you ought
to drop your idea that quotas ought to be effective.” All I am trying
to do is get us on a consistent policy. ,

Secretary Fowrzr, I filed yesterday with the cofmittes cumulative
assessments of the U.S. balance of payments for the peried 1961 to
1967, with-a debit columin, a oredit column, and a net column and
on merchandise imports and exports, the net during those years show
a plus of $3314 billion.!

Senator Hartre. Can 1 stop you there? o

Secretary Fowrer, The result on tourism, was a minus of $11.2
billion. Now these call for different approaches,

Senator HARTEE. Yes,

18eop. 21.
95-948 0—88—pt, 1——8
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Now, Mr. Secretary, I want to be very critical of that. All the state-
ments that are coming out recently in regard to whole fields of trade
are in the cunilative, It is all right to talk about the cumulative,
but anyone can make the cumulative look good, if you let him select
the cutoff point. But the fact is in 1964 we had almost a $7 billion
trade surplus, not quite, $6.9, isn’t that correct ?

Secretary Fowwer. That is correct. _

Senator £. That has deteriorated continudlly and steadily and
it is continuing to deteriorate, so there is no reason for us to assume
there is goindg to be any rapid turnabout. The fact of the matter is there
is every good reason to believe——

Secretary Fowrer, There is a very good reason for us to——

Senator HarTke., You say there is and I say the facts are to the
contrary and there is every reason to look at it to see that we are
following the pattern of Britain and the result is the steady deteriora-
tion of our trade balance and the steady deterioration——

Secretary Fowrer. Senator Hartke, you and I had a difference on
what was the answer to this. You voted against the tax and expendi-
ture bill,

Senator Hartre. Right.

Secretary Fowrer, I was strongly for it. That is the answer to a
restoration of our trade balance.

Senator HarTke. The difference is I believe in an expanded economy
and you believe in a restricted economy. I believe in growth not re-
striction. I am against restriction in travel, restri¢tion in economy, re-
striction in jobs, all those things which Britain has done with such
sad results, I don’t want to use them as a pattern. I would like to have
people working. I would like to cure the problem, not kill the patient.

Secretary FowLERr. Well, Britain used the pattern of import restric-
tions in its past, too, if it has any bearing on the present state of affairs.
I think the maintenance of a healthy economy that can produce a
trade surplus of $4, $5, to $6, billion is the keystone of the strength of
the dollar and the American position. Therefore, you and I have a
sharp difference of view as to how that is to be maintained.

Senator HArTKE. Let me say—— '

Secretary FowLer. I don’t think it can be maintained by following
the pattern of restrictionism. ’

Senator HARTKE. Let me say to you, Mr. Secretary, I think you are
100 percent sincere. I think you are trying to base it upon what you
think is right, but I couldn’t disagree with you more and I think we
understand each other.

Secretary Fowrer. That is a common posture in which we find our-
selves. It is what makes for horse racing.

Senator HarTKE. I like you very much,

The CAIRMAN. Senator Bennett ?

Senator BENNETT. Thank you, very much,

I take you to a very few sxmpie questions in a variety of other fields.
The bill before us removes the air transportation tax exemption do-
mestically for local governments and nonprofit educational institu-
tions, and you can understand that the Governor of the State of Utah
is very unhappy.



111
" Now, it seems to me that this doesn’t affect our balance-of-paymeiits
problem, and I wonder how; what is the total revenue effect of this?
Is it worth disturbing the present Federal-State relationships?

Secretary Fowrer, Well, I would like to, Senator Bennett, give you
the reasons we would advance, in contiection with, this ticket tax since
we are dealing with it'legislaf:ively and now hopefilly will extend it
internationally as well as domestically, as to why we think it is timely
to repeal this exemption. : .

Our reasons are as follows: The domestic ticket tax is basically in
the nature of o user charge. The revenues from it are used, although
there is no trust fund arrangenisiit, in our minds to repay the Federal
Government for the air safety facilities and the services which it main-
tains through the FAA and, as such, it seems illogical to exempt the
State and local governments from H)ayingv their share of the costs of
insuring the safety of their personnel who use the airways. ‘

Secondly, it is not wholly unprecedented for Staté and local govern-
ments to repay the Federal Government for other services they use.
Postal services come readily to mind and also material printed by the
Government Printing Office. A

Third, the overall increase in cost to governments will not be signifi-
cant. We estimaté that repealing this exemption will result in an addi-
tional cost equal to only .006 of 1 percent of the total Federal, State
and local government expenditures, or 6 cents of tax for each $1,000
of expenditures. A

In this regard, it is interesting to note that States often impose théir
user taxes on the Federal Government. Moreover, contrary to some
assertions, there would appear to be no constitutional barrier to in-
cluding the air ticket tax to cover travel by employees of State and
local governments. You well recall the interest equalization tax does
apply tothose governments.

enator BENNETT. What will it amount to in gross, in actual dol-
lars? What is the revenue effect rather than'the percentage?

Mr. Surrey. We don’t have the precise figures because the FAA
lumps together Federal, State, and local travel. We estimate the total
revenue involved at $16 million, but the great bulk of that is attributa-
ble to the Federal exemption, which is equally removed under the
House bill.

Senator BENNETT. So you are taking it out of one pocket and putting
it back into another?

Mr. Surrey. Yes, but it affects the appropriations of the various
departments.

enator BENNETT. So we are talking a total gross of $15 million.

Secretary Fowrr. Federal, Sta.bei and local.

Mr. Surrey. Federal, State, and local, and probably colleges, which
don’t amount to very much. ,

Senator BENNETT. So you say the Federal share, you think, is the
lalﬁest part of it?

r. SURREY. Yes. .
Senator BENNETT. So we are talking about State and local, less than
$7K% million.
r. Surrey. I would sag S0, :
Senator BENNETT. Probably less than $5 million.
Mr. Surrey. We would think so.
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Senator BENNeTT. Well, I wonder if it is worth it to stir up the
problem or the question that is raised, that you are interfering with
the State and local taxing, and since while you may consider it in the
nature of income to be used for a purpose, it goes into the general
revenue and in effect it is an exoise tax.

Secretary Fowrer, That is correct. We thitik of it as a use tax.

Mr. Surrey, It has been denominated by the congressional commit-
tees dealinﬁ with'it as a user charge. In other words, there used to be
a tax on all forms of transportation, and the only form on which a
tax was finally retained is on transportatioi by air as a user charge.
Furthermore, as you will recall, the President’s message concerning
this tax deals with it in that form. In a sense it is accidental that the
user charge is in this form. It could have been a fuel tax. If we raised
our funds from a fuel tax, the State and local governments would
‘have paid for it through increased ticket charges because the fuel tax
would have been passed on. There wouldn’t have been any argument.
However, the user charge happens to be in the natiire of a ticket tax.

It is rather interesting that many States apply their user charges
for their highways to the Federal Government.

Senator BEnNBrT, That is earmarked.

Mr, Surrey. Well, this is earmarked in the sense that the level of
the tax is determined by Federal costs for the airways. That is what
governs the level of the tax. .

Senator BENNETT. Are you telling me then that $15 million is the
total cost of these services and that 1t is paid for out of this user tax?

Mr. Surrey. $15 million is the additional revenue that would
be collected if the ticket tax is extended to travel by Government
employees, In total, the revenues from the present 5-percent tax are
less than the FAA costs attribiuitable to commercial aviation, In this
sense, therefore, Government employees, like other air travelers, would
be repaying some, but not all, of the FA A costs. The level of 5 percent,
or any increase in this tax rate, is'determined not by domestic revenue
needs, but by the Federal expenditures for safety on the airways.
Therefore, the tax has been treated throughout as a user charie.

Senator BENNETT. Let me ask the question another way : Is the total
amount received from this user charge equal to the amount spent for
safety in the airways?

Mr. Surrey. It was once about that insofar as the amount allocated to
commercial airlines was concerned. It is less now. For that reason
there has been a recommendation by the President this year that the
ticket tax be raised to 8 percent to maintain equality, and he also rec-
ommended that there be a tax on air freight, waybills, and the like.
But the recommendations for these amounts are strictly justifiable in
terms of air safety costs and not general Federal revenue in any way
whatsoever,

Senator Bennert, All right.

I have a couple of other questions. I am interested in the exemption
that is available on this travel tax to Americans residing abroad. Just
for the record, at what point does a man cease to be a tourist and be-
come a resident? What is the standard by which residence is deter-
mined ? I couldn’t find it in—
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l Secretar%Fowmn. In the technical explanation.
Senator BENNETT. In the technical explanation. It simply says ou
page b of the technical explanation,

An individual who after his departure from the United States establishes resi-
dence In a forelgn country would be considered to be on a non-taxable trip.

Mr. Surrey. We would apply one of two tests. If a person is goin
over a work trip, a business trip or the like, and he was to stay 12
days or more, then that person we would consider has so changed his
living status that he would be exempt. But I think you are asking
the question if a person decides for one reason or another—

Senator BeNNeTT. No; I am coming to your other person. I think
you have answered my question.

Mr. Surrey. Yes. |

Senator BENNETT. To be s%eciﬂc, a man who works for an Amgrican
corporation with a branch abroad is assigned to that branch let’s say
to §3rv% ?for 1 year, you would have considered him to hiive become a
residen

Mr. Surrey. He would get the benéfit of the 120-day rule so he
wouldn’t have to establish that he is in residence abroad.

Senator BENNETT. So your rulé is 120 days? N

Mr. Surrey. Yes. But let me put it this way. We would say a person
who was going abroad oht buisiness for fnore than 120 days, even though
he is going to return, should bs exempt from tax and I think this would
cover the vast bulk of the people involved.

Now, there may be a few persons who are not going over there for
business reasons at all, but have decided to become permaneiit residents
gf the foreign country. Those people also would not be covered by the

X,

Senator BENNETT. Well, I have a friend who goes larly every
December to stay in the south of France until the winter is over in the
United States. If he stays more than 120 days he is not a tourist, he is
a regular temporary resident. In other words, he goes every year for
those 4 months, what is his status{

Mr. Surrey. He has not permanently changed his U.S. residency. In
other words——

Senator BENNETT. But he is there more than 120 days.

Mr. Surgey, The 120-day rule is only for people on business trips,
teachers, and the like, But persons who are deciding to——

Senator MorroN. Get away from the severe ¢climate.

Mr. Surrey (contintting). They would come witliin this travel tax.

Senator BENNErT. There is just one other technical question, In
readinﬁhe explanation of the bill, the two-page explanation, I read
on the bottom of the second page noncommercial importations and an
indication that if a person brings back not over $500 wholesale or has
follow him not over $250 wholesale with an interpretation of the retail
price, he would be allowed n 10-percent tariff charge on value, and I
am confused about the applivation 6f the duty-free articles, In arriv-
ing at the $500 wholesale value do you include duty-free articles to
arrive at the $500 liimit or are those excluded ¢

Mr. Surrey. They are excluded in arriving at those figures, I want
to add that the figures you are quoting from are the figures from the
House bill, Our recommendations wotlld change those levels. I just
wanted to note that, Senator.
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Senator BENNETT. That is fine. But if we adopt the"House bill, to be
specific, to state an example so I can understand it, a traveler can bring
back $1,500 worth of merchandise so long as less than $500 wholesale is
made up of dutiable articles, he can do that anyway, but I am won-
dering whether the duty free—I will say it another way: If he brings
back $500 or less than $500 at wholesale——

Mr. Surrey. You, in a sense, Senator, disregard the duty-free arti-
cles and assume they were not in his baggage.

Senator BENNETT. Completely.

Mr. Surrey. That is right. :

Sex;abor BenNETT. You would disregard them completely in every
sense

Mr. Surrey. That is correct.

Senator BENNETT. That clears up my question.

Secretary FowLer. There is an important change——

Senator BENNETT. Pardon?

Secretary FowLer. There is an important change from the House
bill in our proposals. ; '

Senator BENNETT. Recommendation ?

Secretary FowLer. Because we think these figures about articles not
returning with the traveler are too high in the Housebill.

Senator BENNETT. But you still leave the $500 exemption on what
he brings back?

Secretary Fowrer. But it leaves the duty free part of your an-
swer—— N

Mr. Surrey. The present exemption today is $100.

Senator BENNETT, Yes, that is right.

Mr, Surrey. That would be cut to $10.

Senator BENNETT. I shouldn’t have used the word “exemption.”
(Il %sed the power to apply a flat 10 percent rather than the regular

uy——

r. Surrey. We are recommending that the provision in the House
bill, which would have applied the flat 10-percent rate on dutiable
articles up to $500, be changed to cover dutiable articles up to $100
rather than the $500, which we feel on reflection now is too generous
and can produce some distortion in the practices of purchasers.

Senator BENNETT. But you do leave duty-free articles out completely
in arriving at the total?

Mr. Surrey. That is right.

Senator BennerT. That is all, Mr, Chairman, I appreciate the
opportunity to ask these questions.

he CHAIRMAN. Senator Morton{

Senator MorToN. You were talking about this 5 percent on user
tax, ticket tax, I happened to be on the Aviation Subcommittes of the
Commerce Committee and we have been going into this problem at
great length. There is a difference between Federal aid to building an
airport or terminal facility and the question of providing runways and
safety devices and what not. And I just want to make this observa-
tion, that I think sooner or later we are going to have a trust fund
operation of some kind in connection with airports as we have with
our defense highway system, and I think the States and the colleges
and the universities, and so forth, they are frankly going to haveto
find the money. to pay their share of this even though it only amounts
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to $4 or $5 million today. We are going to be, with these 500 passenger
planes coming nlong even before we get into SST’s, K&iﬂi' problems at
these airports ars g‘o‘in'%‘ to be, just unbearable. It is bad enough now.

Secretary Fowrer. That is right, and undoubtedly it is going to
have to be moved u%

Senator Morron, That is all, Mr. Chairman.

The CramryMaN. Senator Williams?

Senator WirLramg, Mr. Secretary, on another matter, do you have
any idea when the President is going to sign this tax bill we passed
last Friday? .

Secretary FowLer. No, sir; in the next day or two though, would

be my g’(l)ldﬁynent. ‘

Senator WirLiams. You think he will sign it then

Secretary Fowcer. I think he will sign it,

Laughter.] ) ,

enator Wirriams. Now, you have testified on a somewhat different
bill from thit which was passed by the House. Will the administration
be submitting that in draft form either as a substitute bill or as an
amendment, and will'they be introduced by somebody so we will have
them for study by the committee? -

Secretary Fowrer. We would like to do so, Senator Williams,

Senator WiLriaams. So it is availablé to other interested parties who
may want to exaniine it before we do it ?

retary FowLer. We would like to do so.!

Senator WiLL1Ams. One other question which doesn’t relate to this
bill. What would be the administration’s position today on a proposal
to repeal comi)létél%" the 414-pércent farce we have as the ceiling on
Government bonds :

Secretary FowLer. I haven’t canvassed this recently, Senator Wil-
liams, in the administration circles as such, I can only give you my
own personal view, I would favor further liberalization to the extent
of removal of the ceiling. I think for the long pull, as well as the short
range, this is an unnecessary and undesirable restriint on the debt
management activities of the Federal Government. I have long felt
S0, .
Senator WirrLiams. I appreciate that comment. As you know, I have
for years been advocating that this ceiling was a farce. Money is a
commodity, and as Secretary of the Treasury, if you are borrowin
the money you pay the povailing rate or you don’t get it. It does handi-
cap the administration in the management of the national debt, and I
certainly am glad you endorse the proposal.

One other question on another subject which I have mentioned
many times heretofore and that is the rates that are being paid on
savings bonds. I feel, as you know, that the present 414-percent rate
on series E bonds is not fair. We have a situation where if an investor
has $5,000 or more to invest he can get 6.45 percent interest on a 100-
percent (overnment-guaranteed bond, but they are sold only in de-
nominations of $5,000 or more. If he has less than $5,000, perhaps only
$1,000, to invest; ile can get 6 Eercent on a 7-year Government note.
But if he doesn’t have $1,000 but only $100 to invest in the payroll
savings plan he gets 414 percent interest. This doesn’t look fair to me.

I have always supported the savings bonds pro%mm, but it has
always been on the premise that it was to attract the investment of

1 8eop. 137.
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the smalljnvestors. Heretofore they have been paid & premium on
that small investment even to the oxtent that we had & limitation as
to the amount that a man could buy, to prevent the larger fellow from
takin% advantage of it.

But we are now in a situation where it is completely reversed. If a
man has $100,000 hé can get a ‘hi.%‘heri interest rate from Governmént
bonds. I am wondering if tlietimeé hasn’t come when wé should re-
verse that and put out a savin_gs bond which will paf to thiess small
investors a rato comparable to'that which is being paid to those with
larger amounts to finvest, and if you want to liniit it to $2,000 per year
for'these small ones I would not be worried. But how would you feel
about making some change in this structure, putting out siich a new
bond issue. I thihk it wollld have two purposes: First, it would cor-
rect a_gross inequity in the manner in which we are treating these
small investors, and, second, it would have a tendency to siphon out
of the spending stream a certain amount of money which is now going
into an overheated economy. I think that it would have a tendency to
tone down an inflation threat in the economy. It would havé'the same
mathematical effect s raising taxes and be much less painfal. Further-
more, thess people would be putting aside some savings now.

How would you feel about suppoiting stich a proposal as a part of
this billt What would be your reaction

Secretary Fowrer. Senator Williamns, I would want to'tliink a little
bit about it as coming at this particular tiine, although from a lohger
range standpoint, assuming that there is going to be some continuation
in the light of the money market supply and demand pi¢ture a con-
tinuation of interest rates at the higher levels than pertained to, say,
the first 4 or § years of this decade. I think on that assumption over the
long term we will have to reevaluate the element of fairness to the
saver in the savingsbond dp‘t‘ogrm‘n you have su(Fgested.

I am a little concerned that in thoving to do that at this particular
time we may have to run some risk of ucin'F the flow of funds from
the small saver into savings and loan institutions and mutual savin
banks, which are the base for the mortgage money which keeps the
housing industry going. I would want to weigh somewhat carefully
the state of the money market with regard to the maintenance of a good
flow of funds into housing. I would think that the action that has been
taken in the last week in connection with fiscal affairs is going to, over
the long pull, loosen up the money situation to some extent, and that
we can feel that the future of housing as far a8 the money market is
concerned is & bright one.

Under those circumstances I think I would be inclined to favor some
adjustment alon% the lines you have mentioned, but the 6ne reserva-
tion which I do have is the question of timing. Until we can be sure
that there is an adequate flow of funds for the maintenance of the
housing industry at what would be considered a healthy level, I would
be a little reluctant to move right at this time,

Senator Witrtams. Well, as far us a matter of timing, if and when
we reach that day when there is a free flow of funds, interest rates will
be back down to a more realistic level.

Secmtm;r Fowrer. That is the question I am really posinﬁ‘, whether
they would come ull the way back down, There is quits a difference of
opinion in the private community as to whether or not thisy would come
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all the way back down so as to restore the previous relationships that
the savings bond had to dther forms of savings. I think there 18 some
considerable opinion that that will not come about in certainly any
short period, ovor the next year or two, because there is still a tre-
mendous demand for money in the money market.

Senator Wirrrams, I agree with that premise, -

But the point is what thoy are suggesting is that we wait until there
is no need for this. While I respect the need of the housing industry
for this cheaper money, on the other hand, if we are going to sub-
sidize the interest rates for the housing industry is it fair to shotilder
this so-called subsidy on the backs of tho small investor aloné? I cer-
tainly am not advocating an interest subsidy’; biit if we are going to do
it shouldn’t it bo done by all Americans rather thah just singling out
tho small investor? As it is now, I think we will agree that it is this
small investor who is buying ‘the series E bonds today and who is
recoiving this low-interest rate. The only cheaP money that the Gov-
ernment is borrowing today, the 414 percent, is what it is borrowing
from the small’investor. Anybody who has $1,000 to invest at the
moment will buy a 6-pércent Government bond with the same 7-year
maturity. He is not even locked in for 7 years to goet 6 percent. Ho can
soll it in 6 months and get 6 percent. But we are locking these 414

rcent individuals in for 7 years in order to (Fet 13/ percent less than
18 being paid to others. As one whq’suPporte the truth in'prackaging,
I am wondering if the Government in its savings bond advertising
program wero to toll these small investors the actual truth as to’the
advantago that is being taken of them, the savings bond program
would not automatiedlly fold uP

Secretary Fowrer. I don’t think so, Senator Williams. I think there
are many other factors that enter into both the motivations and the
advantages of the savings bond program, that it is not entirely a ques-
tion of rate, If that had been the case it would have been very seriousl
affected and that has not been the case. We have contintied through'this
period where thore has been this disparity of rates, thanks, I think
in good measure to the s&l)endid promotional effort of the I’n‘du?triqf
Pa¥mll Savings Bonds Committee and the support of various insti-
tutions and the desire of the person on wage income to have a steady
regular method of saving, and also a desire to, a patriotic feeling o
a willingness to, participate in this program, I think that the sales have
done remarkably well.

But I do think the question of equity and fairness is an appropriate
one, the one you raise, and that some consideration ouglit to be given
to it. We have, as you know, moved up the regular savings bond, the
E, bonds, u? to the very limit of the permitted rate, We have alsore-
cently modified the Freedom Share arrangement so that that is a more
attractivo rate, and I would certainly not want to say no. I think we,
on tho other hand should say yes, that a proposal for a longer term
adjustment of the sort you have indicated 1s ohe that ought to be very
carefully examined at this stage of the ane particularly now that
we do have fiscal policy moving in to join with monetary policy and
we can look for less pressure on the housing industry in the months
to come.

Senator WirLrams., Well, T won’t pursue this further, I am not con-
vinced on your argument that we should wait t6o long on this, Unless
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I do change my mind, and I don’t think I will, Congress is §oing tobe
confronted with this question in the near future, and so I hope the
administration will give carefil study. If you have any reconinenda-
tions in that connection submit them to us, and be ready to pass on it
whether you are for or against it, because this is going to be prbpose(i
and presented for a vote. I can assure you of that. -

Secretary FowrLer. We would like to work with you on this, and
because we do want to——

Senator WiLrrAms,. Thank you.

Secretary FowrLer. Because we do want to encourage and maintiin -
and sustain and develop the savings bond program. We think it is the .
most, perhaps the most, desirable and the most useful of all of our
debt-management techniques. :

Senator Wirriams, I agree completely on that, and I don’t want to
do anything that would disrupt it, as you know. That is the reason—
even though you may not endorse this plan or recommend it at this
time—that I would appreciate an opportunity to work with you in
order that we could get an amendment drafted in the most workable
form, I am very much interested in this for two reasons: From the
standpoint of eqiiity it has merit, and from the standpoint of the ad- -
van that it would have in siphoning some extra money out of the
spending stream at thigtime,

t:Sec‘retm'y Fowwer. This is the point we are conscious that you are
stressing. .

Senat%r Wirrrass., And I would be prepared to cooperate with you'
in helping to work it out. ‘

Secretary Fowrer, Thank you, Senator. , o

The CuArraman. Before we proceed further permit me to say we
have something of a scheduling problem here today that is insur-
mountable, That being the case, I will accommodate myself to the
facts as I find them, with the concurrence and judgment of the com-
mittee, and modify our whole procedure, ,

It had been my hope that we could have concluded this hearing
on yesterday and that we could have had an executive session this
morning to consider nominations and also to consider our procedure
with regard to further witnesses on the pending measure. |

Unfortunately the Senate was voting yesterday on a number of
very important amendments to the defense bill. There was objection,
which, of course, anyone has a right to enter, to the committee meet-
ing. Therefore, we continued the hearing until 'toda?:, and as the
hearing has progressed we can see we will obviously not have a quorum
by the time the Senate meets. .

There are a number of items that the committee would like to
inquire about, particularly with reference to the nominee for the Tariff
Commiission and he is not here today. I understand he is in the Virgin
Islands so we could not conclude the meeting even if we did try to
hold an executive session today. We already have a hearing scheduled
for tomorrow. So I would like to inform those who are here to meet
with the committee with regard to their nominations that we won't be
able to Iget to that today. Is Mr. McCrocklin here, and is Mr. Sylvester
here? I regret very much having kept you gentlemen here. I had
hoped we would be able to hold an executive meeting which we had
scheduled, but it is beyond my power sometimes when the Senate is
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in session and we have objections to comimittées meeting during the
session of the Senate. We will have to cill you at a later date, either
tomorrow or as soon thereafter as we can conveniently schedule a
meeting, : ’

Now, Senator Smathers wants to ask the Secretary a few more
questions about this matter.

Senator SataTuers. Mr, Secretary, first, not on this matter, but as
we are covering the whole spectrum of economic affairs today, let 1
ask you just this one question : Since the Congress has ado(i) the tax
increase and expenditure control bill, as was recommended, the tax
increase by the administration, and the expenditiire control by the
Congress, there have been a number of writers in the economic world,
as well as & number of Senators who speak with some authority on
the matter of economic matters who say that this bill is now going to
throw the country quickly into a depression; do you agree with that?

Secretary FowLer. I do hot.

Senator SaraTiers, You donot?

Secretary FowLer, I do not.

Senator Sararners. All right, the next question I want to ask
you— ‘ .

Secrétary Fowrer, May I say, Senator Smathers, that both thé ad-
ministration and the Federal Reserve System will be working closely
together to appraise the impact of the bill, and Chairman Martin has
stated publicly that the Federal Reserve System will, in connection
with its responsibilities over monetary polioy, will follow the situation
very closely, and having made its appraisals will be concerned that
monetary policy will move. For those who do have concern on the
points that you mentioned, I think we can count on flexibility in policy
in this area, and for that and for a number of other reasons, I do
not share the concerns that have been voiced. While I think we aiways,
of course, should be very careful. _

Senator SmarHErs, It has been demonstrated, has it not, that the
various branches of Government will move with great facility, and
expedition in the areas of inflating the economy whereas it has been
very difficult for them to move in those areas of controlling inflation.

ecretary FowrLer, The time problem on restraint is a much more
severe one than on stimulation. »

Senator SaratHERs. Now, back to the bill here, I would like to sug-
gest to you, Mr, Secretary, that when you send a draft of a bill over
you and Mr. Surrey, that you do incliide in it provisions which wi
make it impossible for people to travel into our neighboring areas and
there purchase their air tickets. As you know, I am very pleased with
the change which you have recommended with respect to the Carib-
bean area gartlcularly Bermuda, the Bahama Islands, Jamaica, and
so on, and I think that was a wise decision because for every tourist
dollar the Bermudians %et the%s end back in the United States $1.67.
For every dollar which the Bahamans get theiv spend back in the
United States $1.80 and I think it is relatively the same with respect
to Jamaica. - ) -

However, Nassau is only 30 minutes away from Miami. I would not
like to see anyone be encouraged to fly over to Nassau to piirchase théir
tickets to go on to Euro use there is considerable good travel
opportunity from there direct to Europe. The same thing, of course,

e

let me
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is true of Wintiipeg, Canada, and other areas, so I think you might as
well be smart and head off that prospective loophole in your draft bill
before it becomes a bigger loophole.

The next question I want to ask is what effective date do you think
we shoiild put, if we do pass this bill, on the travel expenditure tax?{
. Mr. Surrey. Our recommendation is to am)l{th'é tax to people leav-
ing 20 days after the effective date of the bill. I thifik it is just a ques-
tion of our tooling up and their gétting information.

Senator SmaTHERS. So it could be that those who wanted to, who
thought they may want to, travel this year may go and get their
tickets now V

Mr. Surrey. Are you talking about the ticket tax

Senator Smatuers, I am talking about the ticket tax——

Mr. Surrey. The ticket tax would apply to tickets purchased 10
days after the effective date of the bill.

enator SaATHERS, Ten days after?

Mr. Surrey. That is in the Hélise bill, yes.

Senator SaraTHEers. That is in'the Houss bill ¢

Mr. Sorrey. That is in the House bill.

Senator SmaTners, All right.

. Now, Mr. Secretary, again I want to ask you this question because
it seems to me this is the real question once again, and I asked you
this yesterday, but I want you to go over it: Do you believe that this
proposed expenditure travel tax, as I think we call it, is so urgent that
the Congress must act before we adjotirn, hopefully on August 21

Secretary FowrLer. Yes, I do think it is so urgent that the Congress
should act. It would not be becoming for me to use the word “must”
and I, therefore, amend it that way. But I would say that it is very
urgent that the Congress act affirmatively and definitely to indicate
the seriousness with which it continues to view our balance-of-pay-
ments problem and express its determination in this very direct and
tangible way, that we are going to continue to be concerned about it
and we are going to take the measures that are necessary to deal with
it until we have the balance of payments clearly back into equilibrium
and keep it there. I don’t see how that assurance can be felt over the
short pull or the long pull unless the Congress grapples definitively,
msg‘be not in just the way we have recommended, but in some very
definitive way with this travel deficit problem.

This is not a reversal of our principle in that we have been the fore-
most nation in the world, I believe, in'advocating free trade and greater
travel and intercourse back and forth between the peoples of the world.
This bill is not designed to be in conflict at all with that principle. It
simply says “go ahead and travel. But while you are trave mgf remem-
ber, when you are spending your dollars you are also spending U.S.
foreign exchange,” and this is an important consideration.

Senator SmaTHERS. We hear the argument made many times that the
best way people in other countries can get the dollars with which to
buy our goods is to take advantage of our tourists who do travel. I am
sure you recognize there is some validity in that argument. But is it

our contention that this matter of our deficit in the international
alance of payments is so severe, and we need so urgently to do some-
thing about it that we can forego that particular——
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Seoretary FowLkr. There is no shortage of dollars in the world to-
day with which to buy our goods. It is really the reverse. The balance-
of-payments deficits that we are concerned about here have totaled
$16 billion over the last 7 years which came on top of a period of 8
years, 1958, 1959, and 1960, when the balance-of-payments deficit was
a total of about $11 billion, So there is no shortage of dollars in the
world. Indeed the problem is just the other way.

Senator SxaTHers, When you say that the administration wants it
you mean yourself and the President of the United States and——

Secretary FowLer. Yes, sir; I am speaking for the administration.

Senator SmaTHERS. Regarding the totality of influence which each
of you have? ‘

ec FowLer. Yes, sir.
Senator SaraTaers. You are forit?

Secreuu% Fowrer, Yes, sir.
Senator SmaTHERs, All right, sir.

“‘The CHARMAN, Mr. Secretary, I don't want to beat the wrong
horse about these matters, and I-am not particularly critical of people
who are doing their job the best way they can. I know the kind of
pressures that they live under but I was just looking at some of the
different items within the power of the executive branch of the Gov-
ernment to correct with rd t6 the balance of payments but with

rd to which not much isbeing done,
his measure before us I think wotld improve our balance of pay-
ments about $140 million a year. Isn’t that correct?

Secretary FowLER, Yes,

The CizrairMAN. Now, the Secretary of Interior is a man who
is doing & fgood job overall and I don’t really complain abotit his
handling of the problem because I think he is confronted with such
tremendous pressures from such a variety of sources. But I was just
looking at & complaint, for example, from the Inidepéndent Petroleum
Association to me with regard to the ofl import program. When Suez
was closed as a result of this Israel-Arab war, it was necessary for
us to call upon the domestic oil industry to bear the burden for pro-
viding fuel for this countl?' to take over what would have been
provided to us as a result o Near East production and also to help
relieve free Venezuelan exports to go to Europe rather than to comé to
the United States, The domestic 01l industry was more or less called
upon to provide the full requirements of the Nation for oil and that
was, of course, the kind of thing for which we had an oil’import
program so we would have an industry capable of seeing us thréugh
a near emergency or tight spot.

The fact that Near oil could be easily cut off from usand denied
access to us and our allies is one of the reasons we instituted an oil -
port program. o

Now, when that crisis subsided and it was then practical for the oil
companies to readjust their situation t6 rely upon that Near East oil

in, to provide it to markets where they wanted it and to put more
enezuelan oil in here, the Interior Department proceeded to give the
oil companies, most of them very large cotporations, additional tickets
to make up for the oil that they didin’t ship us during the time the
couldn’t provide us with our needs, The effect of it was that'ford%’?:
and for the 2 succeeding years after 1967, 1968, and 1969, Interior
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provided the oil impofters with an additional 150,000 barrels a day of
oil -im;’)o“rts' to pay them off for a couple of years for the oil they
couldn’t deliver to us. We were rewarding foreign oil for not being
able to provide oil to us in times of emergencies and similarly we were
punishing the domestic industry from an economic poit of view for
the fact that this industry did provide the oil during that time of
emergency.

That works out to about a $70 million adverse balance-of-payments
situation over a period of 2 years. |

Then the domestic producers complain about this $100 niillion of
bonded jet fuel that comes in here which they feel the oil import

rogram did not contemplate and which should not be a part of it.

here is also the oil that is permitted to come in from Canada over
and above the Canadian estimates which works out to about $60 mil-
~ lion a year. So those items come to dliiost $200 mllliofia year of deci-
sions made in the Depaitient of Interior, each one of which affects
our balance of payments adversely. That $200 niillion a year deficit is
about $60 million more than this program here waild gain for.us.

I have also been trying to do something about'the problem of our
sugar producers having & big surplug'on hand for which thiey desper-
ately need a market. If they can’t market it, they definitely have to
take a very big cut in acreage which is disastrous from théir point of
view in the cane area of Louisiana and Florida. We have been trying
to get the Secretary of Agriculture to buy some of that sugar rather
than to have to buy sugar offshore. Why not sell off sugar we have
stored which otherwise we would have to wait a few years to sell and
for which we would have to take a big acreage cut while waiting for the
opfo‘rtu‘nity to sell it. That is about a $60 billion item. '

t does seem to me it would be very §ood if on some of these ques-
tions the balance-of-payments aspect of it would be viewed with the
same emphasis that you at Treasury would give to it. I’just wish that
we could persuade some of those in the other departments to look
upon this matter as being as serious a matter as you do. Maybe it is
because. {ou have to won'g about the money and about the fact that
the people are losing confidence in that money that you are managing,
that you put more emphasis on it than someone else does. But I cer-
tainly would hope that, one way or another, we could persuade these
other Departments, Agriculture and Interior, to view this problem
as being as grave as you view it.

. Secretary Fowrer. Mr. Chairman, I think that as one looks at the
situation over the last 10 years it used to be true that the problems of
the dollar and the balance of payments were the preoccupation of the
Secretary of the Treasury and the Treasury Department and their
oounterparts in other countries and ministers of finance.

I think the problems of maintaining the tyge of economio growth
and prosperity that the free world has witnessed over the last 15 years,
20 years, which has been greatly aided by this international monetary
system, the importance of this and the fact that it is a matter on
which not just one part of the Government has to function but all
parts of the Government have to function, has been brought home by
events of the last year or two in a way so that the balance-of-pay-
ments problems are no longer just the preoccupation of the
Department. They are the concern of the President, they are the con-
cern of the Sacretary of State, and the Secretary of Defense, of the
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Secretary of Agricultiire. We have the Secretary of Agriculture serv-
ing on the inet Committee on balance of payments. We don't
have the Secretary of Interior and, perhaps, we should add hiin in
this regard. Now, that certain of the pressing legislative matters are
hopefully behind us, I shall have more time and occasion to visit my
colleagues in other departments of Government where there is a rela-
tionshqf: to what they are doing to baldnce of payments, than I have
had before. We will have more opportunity for collective considera-
tion of the kind of issues which you very properly raise here.

I don’t attempt to make any judgment or make any assessment of
the pros and cons of the decisions you have mentioned, but certaiily
fvou ave referred to their relevance to the balance-of-payments prob-
em and we will inquire int6 them.

The CrnairmaN. These things, of course, do tend to get very compli-
cated. I know the contending views about oil imports, One group says
the oil importsare the 'bigﬁegg single thing in the balance of payments.
The imports are over $2 billion a year, arid reducing tliat figure by ex-

rts in chemicals and products would leave our balance at a $1.5

illion défioit. v

Now, the major producers will hasten to contest that figure by claim-
ing that in the last analysis they bring more money back in than they
take out because of the profits and the sales over in Europe and else-
where. They produce oil in the Near East and in Venezuela, ship it to
lI;]t;ll;(?)e: and make profits on that and the profits they make they bring

ack here.

But the importing companies contend that if you give them credit for
the profits they bring back into this country they wind up giving you
amajor surplus.

Secretary FowLer, Yes.

. The Cramrman. And it tends to work out, I suppose, that it is just
like & great number of other things where you have to make a whole
pattern in order to see what the picture is.

If we didn’t have thesa troops over there in Europe, didn’t have a
war in Vietnam, it might well be that we actually would not have a
balance-of-payments problem. What is your reaction to that?

Secretary Fowrer. Well, we had a balance-of-payments problem
before the war in Vietnam. We had, we have had, & deficit, a serious
deficit, as I indicated, running at the level of $3.4 to $3.9 billion in
1958, 1959, and 1960. We then reduced it to a pattern of about $214
billion in 1961, 1962, 1963, and 1984, and got it down to & low of $1.3
billion in 1965. So while I think there is no question that the hostilities
in Vietnam and Southeast Asia are directly contributing to our bal-
ance-of-payments deficit, in the order of magnitude currently in the
neighborhood of about $114 billion, I don’t think that the end of the
war in Southeast Asia would mean the end of a concern on our part
with the balance-of-payments g(t;oblem. Just looking at the picture as
it existed prior to the war in Southeast Asia gives you a full answer
to that. There is no easy, simple answer and no one single event or fact
that is likely to be determinative. Our balance of payments is going to
be the end result of a large number of different transactions.

This table that was presented to the committee shows the tourist
problem and the problem of military expenditures abroad are two of
the major deficit items in the picture, and I would contend that we
have to be concerned with both. I would contend we have to be con-
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cerned and we are concerned, as the President’s message indicates,
with reducing and neutralizing the balance-of-payments expenditures
in our Military Establishment. We can’t turn our hack on that. This is

_one of the things, of course, that has happened to the United Kingdom.
They have been suffering under that but I don’t think, to come back
to it, that we can ignore any signficant elements that contribute to the
balance-of-payments deficit or the encouragement. of any significant
element that ison the plusside. :

The Cuamuman. Now, with rd to some of our trading partners
who would not be affected by this legislation, I understand that what
they earn in tourist dollars is very essential to their ability to trade
with us and buy the commodities they want from us. That would be
true of countries like Mexico, Canada, and the Bahamas?

- Secretary Fowrer, Canada, that is right; and to some lesser but still
V",‘F marked extent, the Latin American countties. ‘
he CuAmmMAN, So in the last analysis to correct our balance-of-pay-
ments deficit aren’t we to a considerable extent going to have to look to
some of these items over which this Government has complete control,
such as the amount of imports of certain items we are going to brin
in which we have under coritrol at the present time, the level at whic
we want to maintain a merchant marine, the extent to which we can
afford troop commitments and mmtters of that sort, rather than to
hope to negotiate ourselves out of tlis box in which we find ourselves?
ecretary Fowrer. I think it is going to be both of these things,
Senator Long. That undotibtedly the counterpart of our deficit is
somebody else’s surplus, It is the design of the President’s program
to focus the im of the direct measures we take primarily on those
surplus areas, That is why the concern about tourism to Western
Europe is the sharp focus of this proposal before you, because it is
in Western Europe that we have had this succession of you might say
(éhxi'ionic surpluses which have been the counterpart of our chronic
eficits.

Now, the President’s program is designed to proceed on thé premise
that, therefore, its impact should be primarily, although not exclu-
sivel , but at least primarily, on the surplus areas. We should try to
work with them so that they will take the actions that will make it
possible and feasible for our deficit to be cured. For example, a policy
in Western Europe of using fiscal and monetary measures to stimu-
late the growth of the economy of Western Europe at a greater rate
than has characterized the rate of growth in some countries in the last
year or two would result in a greater volume of economic activity
which, in turn, in view of our export potentials would result in a sub-
stantial increase in the rate of exports to Western Europe.

This is the kind of cooperative action that we have elicited and has
been to some extent forthcoming in recent months as a result of this
program. I won't say it is the sole reason for it. There are domestic
policy considerations that always enter in, But I think it is a combina-
tion of our taking a certain amount of unilateral action with reference
particularly to our own Government expenditures abroad, but also
trying, through the patterns of internatiohal economic cooperation, to
achieve an equilibrium that is healthy and hits the areas that have
been enjoying the surpluses rather than having its primary impact on
the areas that have deficits. .

The CuarMAN. Here is something which does somewhat confuse
me. These Europesn countries do not want to give up the surplus that
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they have in trade with the United States, and in their foreign trade
they view that as a profit, in effect, and they don’t want to give it up
by negotiations. They prefer to retain it, if they can. Wouldn’t that be
basically correct or substantially so?

_ Secretary FowLeRr, I would have to question the premise of your ques-
tion, becauss by and large we have trade surpluses with most of the
Western European countries, It is the capital ows and the tourist ex-
penditures and the miilitary expenditures that have added to the pic-
ture, If you leave those to one side and just thing of it in terms of
balance of trade rather than balance of payments, the United States
has a favorable balance as far as Western Europe is concerned.

The CHAIRMAN. But now, if you call that balance of payments they -
don’t want to give up their favorable balance of payments, do they?

Secretary Fowrer. They recognize and join with'us and have since
1966, August 1966, in a report of the OECD in recognition that the sur-
})lus countries have a responsibility to take actions to diminish the

evel of their surpluses and to come back towards equilibrium' just as
the deficit countries have responsibilities to take action to cure their
deficits, and this has become an accepted premise and tenet of our
economic working relationships particularly with the countries in the
OECD. This is part of the underlying basis. You will find in this
Blue Book, Senator Long, in chapter 9, a pretty detailed examination
of the reasons why we must ask for and get responses from our trading
partners, if this adjustment back to equilibrium is going to be made in
a healthy, constructive way rather than by unilateral action' which
could trigger various forms of retaliation and difficulty.

The CHARMAN. Well, my question is do those countries favor this
action that we are seeking to take to reduce the flow of American
tourist dollars over there or do they reluctantly accept it as a necessary
fact of life?

Secretary Fowrer. I think it is the latter. They reluctantly accept
it as being necessary, a necessary element, in an overall balance-of-
payments program which includes a number of other thinﬁs.

aturally each country has a set of priorities as to what they would
have us do in order to cure our balance-of-payments problem, and
they put at a very -high position on ‘the list those thi::lgs that don’t
affect them and very low on the list the things that would affect a par-
ticular country directly. But, by and large, there is no question but
what all of the governments and central banks concerned recognize
that it is importdnt hot only to us but important to them and ¢o the
international monetary system to which they depend for the United
States to cure its deficit. L .

The CuarmaN. That is the thing that is somewhat confusing.
They want our money, on the one hand, they want a surplus in their
balance of payments with us, but on the other hand, they don’t want
toaccept our money. They— .

Secretary Fowrer. Let me say the problem of communication
here——

The CuamrMaN (continuing). They want our money but they are
unhappy about it. L.

Secretary FowLer (continuing). The problem of communication:is
a very real one, so that the attitudes of the prime minister or the chief
of state or the minister of finance get reflected in what the minister
for trade and commerce does, there is a gap there reflected in what

05048 0—68—pt. 1——9
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the minister of defense does or what the tourist bureau does, and a lot
of the problem, just ag it isa Yroblem in this Government to persuade
and to make it possible for all of the elements in the departments and
agencies of Government whose actions will affect the balance of pay-
ments to be concerned about the problem. So there is a lag in com-
munication in those particular countries, particularly in getting them,
their departments and agencies, to take the necessary. actions to help
us. This is not an easy thing for a foreign minister or finance minister
to persuade the minister of trade that he ought to make concessions
to the United States in order tohelp the United States cure its balance-
of-o%ayments problem. He says, “What is this balance-of-payments
problem? You know, I am concerned with trade. Let somebody else
worry about that.” You find in this business two very stark realities,
that when you have a difficult and disagreeable measure to take, you
find, first, that there are fertile minds that develop other means of
solving the problem quite naturally that aren’t really related to reality
that provide easy answers to intractable problems. It is a normal
human instinet.

. Secondly; when the harsh reality has tobe faced and there is a need
for strong measures or disagreeable measures such as the one before
you that will'do the job, then all the interests that are involved or the
constituencies that are affected explain how wise and proper it is to
solve the é)roblem by doing something else rather than the matter at
hand; and this goes on in our country just as it goes on in other
countries,

. The CuarmaN, With rd to this 10-percent surtax, isn’t that
likely torincrease the cost of U.S. goods in world markets and to that
extent make it more difficult for us to compete, thereby cutting our
balance of trade? _

Secretary FowLer. No, I don’t think that will be the result. I think
that the end result of the surtax will be to improve the competitive-
ness of our exports by curbing inflation, while also bringing our
economy back to a cruising speed that will not suck in imports at the
terrific rate we have been sucking them in the last half of 1987 and
up to this point in 1968, and I think that it will create an environ-
ment, it should h.elg, at least, to create an environment by removing
the demand-pull inflation in the picture, yet an environment in which
the })roblem of cost-push inflation which is the one you referred to,
can hopefully be tackled. ‘

The Cratrman. Well, thank you very much; Mr. Secretary, and Mr.
Surrey. You have given us— ‘

Secretary Fowrer. Thank you for the opportunity to present this.
I know it 18 a difficult problem and I know the committee’s docket is
full, but I wouldn’t have insisted upon it and urged it if I didn’t feel
a compelling duty to stress it ag strongly as it was within my power.

The Crairman. Wouild you be so kind as to have your Department
Eem ai'e (i‘el:ld? submit a draft of your recommendations so that they can

nelu
. Secretary Fowrer. They are in preparation and I think my staff is
n} tguchlmth your staff. You will have them within the next couple
of days. '

The CHarMAN. Thank you very much. .

(Whereupon at 12:20 p.m., the hearing was adjourned.)

1The Treasury Department recommendations appear on p. 127,
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AN ACT

'To extend the tax on the transportation of persons by air and
to reduce the personal exemption from duty in the case of
returning residents,
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Be it enacted by the Senafe and House of Represenla-

 tives of the United Stales of America in Congress assembled,

TITLE I-TAX AMENDMENTS

SEC. 101. TAX ON TRANSPORTATION OF PERSONS.

(a) Tax oN TRANSPORTATION OF PERSONS.—Sub-
chapter C of chapter 33 (relating to tax on transportation of
persons byv air) is amended to read as follows:

“Subchapter C—Transportation of Persons

“Sec. 4261. Impgn'lion of taz on transportation of persons
“See. 4-26‘2. lxgogc{l?on of tax on iransportation of persons
by water outside the United Stales.
“Seo. 4263, KExemption,
4Sec. 4264, Special rules.
“SEC. 4261. IMPOSITION OF TAX ON TRANSPORTATION
OF PERSONS BlY AIR,

“(a) Axounts Pa1p Witnin THE UNITED STATES —
There is hereby imposed upon the amount paid within the
United States for transporlation of any person by air, within
or without the United States, a tax equal to 5 percent of the
amount w\paid.

“(b) AMounts Paip Wirnovr TtHE UNITED
S7ATES—There is hereby imposed upon the amount paid
without the United Stales for transportation of any person
by air, but only if such transportation—

' “(1) begins and ends in the United States;

“(2) is provided pursuant to a ticket or order under



oW e

o

S &£ = <

10
n
12
13
14

16
17
18
19
20
21
22

- 129
3 )
which the first transportation-by air begins in the United
Stales; or '
“(3) in the case of amounts paid within' ('anada,

Mexico, or the Caribbean -island avea (as defined tn 19

[1.8.C. 1202) for transportation of a resident of the

[Tnited Slates, iz provided purauant to a tickel or order

under which the first transportation by mv begins in

Canada, Mexico, or ‘the Caribhean island area within

forty-eight hours after such individual departed: from the

United States; ' -

a lax equal to 5 per-centum of the amount so paid, -In the
case of any transportation by air which is interrupled by
a scheduled stopover in the United Stales of 6 hours or more,
paragraph (1) shall be applied separately to the portion of
such transportation béfore the interruption and to the portion
of such transportation after the inteyruption.

“(c) SEaTS, BERTHS, FNTC~There is hereby imposed
upon the amount paid for sealing or sleeping accommodations
in connection with transportation with respect to which a
taz is imposed by subsection (a) or (b), a tax equivalent
to 5 percent of the amount so paid.

“(d) By WHox PAin.—Except as provided in section

'This provision 13 designed to extend the tax té individuals who
cross into Canada or Mexico or travel to a Caribbean island to embark
on a foreign flight, It has been added as a result of the concern aver the
possible diversion of 1.8, passengers to Canada.
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4264, the taxes imposed by this section shall be paid by the
person making the payment subject to the taz.

““(¢) UNITED STATES DEFINED~For purposes of this
subchapter, the term ‘United States' means the Stales, the
District of Columbia, the Commontwealth of Puerto Rico, and
the possession of the United Stales.

“(f) SpeciAL RuLe FOR AIR TRANSPORTATION
WirHIN A PosSESSION—The tax imposed by this section
shall not apply to amounts paid within the Commonwealth
of Puerto Rico or a possession of the United States for
transportation which begins and ends within the Common-
wealth of Puerto Rivo or whick begins and ends within such
possession (in either case, determined with the application
of the second senlence of subsection (b)).

“SEC. 4262. IMPOSITION OF TAX ON TRANSPORTATION
OF PERSONS BY WATER OUTSIDE THE
UNITED STATES.

“(la) AmoUunT8 PalD WirtniN UNITED STATES.—
There is hereby imposed upon the amount paid within the
United States for taxuble transportation of any person by
waler a tax cqual to 5 percent of the amount so paid for
transportation which begins before October 16, 1969.

“(b) Axmouvxrs Paip QursipE UNITED STATES.~
There is hereby imposed upon the amount paid without the

United Statez for taxable transportation of any person by
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water, but only if such transportation s provided pursuant
lo a ticket or order under which the ﬁ;'at transportation by
waler begins at a port in the United Stales, a tax equal to
& percent of the amount so paid for transportation which
begins before October 16, 1969.

“(c) SEArS, BERTHS, REQUIRED CHARGES, ETC.~
There is hereby imposed upon amounts paid for—

“(1) -seating or sleeping accommodations in conneo-
tion with transportation with respect to which a taz is
imposed by subsection (a) or (b), or

“(2) food, services, or facilities on the vessel the
charge for which must be accepted as a condition to
taking transportation with respect to which a tax i8 im-
posed by subsection (a) or (b),

a lax equal to 5 percent of the amount so paid.

“(d) By Wnos PAip.—Ezxcept as provided in section
4264, the taxes imposed by this section shall be paid by the
person making ‘the payment subject to the taz. o

“(e} TAXABLE TRANSPORTATION~For purposes of
this section— - .. - '

“(1) GENERAL RULE—The term ‘tazable trans-
portation’ means any transporlalion where the vessel

makes one or more stops at-a port within the nontarable

- area-(as defined in section 4944(b)) and one or more
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a
1 .. .slops at a porl within the taxable area. (as defined in
2 . seclion 4944(¢c)). o
3 “(2) EFFECT OF 1£-HOUR STOPOVER—In the case
4..:.. of.any transportation by water which is interrupted by
5 a scheduled stopover of twelve hours or more, paragraph

6 .. (1 )_,.;.zlaall be applied separately:to the portion of such
7 transportation befare the interruption and to the portion
8 . of such transportution after the interruption.

9 “SEC. 4263. EXEMPTION.

10 “The tax imposed by section 4261 or 4262 shall not
11. apply to.the payment for transportation or facilities fur-
12 nished lo an international organizalion, or any corporation
13 created by dct of Congress to act in matlers of relief under
14 the Trealy of Geneva of dugust 22, 1864.

15 “SEC. 4264. SPECIAL RULES.

16 . . “(a) PAyueNTS MADE QUTSIDE TRE UNITED STATES
17.. ¥or PREPAID ORDERS~If the payment upon which tax
18 is imposed by section 4261 or 4262 is made outside the United
19 States for a prepaid order, exchange order, or similar order,
20 the person furnishing the initial transportation pursuant fo
21 ..such order shall collect the amount of the taz.

22 .. .“(b) Tax Drpvcrep Upox REFYUNDS.—Every per-
23 son who refunds any amount with respect to a ticket or order

24 which was purchased without payment of tax imposed by sec-
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tion 4261 or 4262 shall deduct from the amount refundable, B

to the extent available, any tax due under such section and
shall report to the Secretary or his delegate the amount of

any such tax remaining uncollected.
“fc) PAYMENT oF Tax—Where any tax imposed by

section 4261 or 4262 is not paid at the time payment for
transporlation is made, then, under regulations prescribed by
the Secretary or his delegate, lo the extent that such tax is
not collected under any other provision of this subchapter—

“(1) such tax shall be paid by the person paying
for the transportation or by the person using the trans-
portation;

“(2) such tax shall be paid within such time as the
Secretary or his delegate shall prescribe by regulations
after whichever of the following first occurs:

“.*“(A) the right to the transportation expires; or
“(B) the time when the transportation becomes
subject to tax; and

“(3) payment of such tax shall be made to the
Secretary or his delegate, to the person to whom the pay-
ment for transportation was made, or to any person fur-
nishing any portion of such transportation.

“(d) ApprLiCATION OF TAX.—~The tar imposed by sec-
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tion 4261 or 4262 shall apply to any anmtount paid within the
United States for transportation of any person by air or
water unless the taxpayer establishes, pursuant to regulations
prescribed by the Secretary or his delegate, at the time of
payment for the transportation, that the transportation is

nol transporiation in respect of which tax is imposed by such

seclion.”’

(b) TERMmINATION OF EXEMPTIONS—Seclions 4292
(relating to State énd local governmental exemptions) and
4294 (relating to exemption for nonprofit educational orga-
nizations) are each amended by striking out “or 4261".
Section 4293 (relating to exemptions for the United Stales
and possessions) is amended by striking out “subchapters
B and C” and inserting in lieu thereof “‘subchapter B”.

(¢c) CoNFORMING AMENDMENTS—~Secltion 6415 is
amended by striking out ‘4251 or 4261" each place it appears
and inserting in lieu thereof 4251, 4261, or 4262".

(d) ErrEcTive DATE—The amendments made by this
section shall apply with respect to amounts paid on or after
the 10th day after the date of the enactment of this Act for
transportation beginning on or after such 10th day.

SEC. 102. EXCISE TAX ON FOREIGN TRAVEL.
- - (a) Inposition or Tax.—Sublitle D (relating to mis-
celluneous excise tax) is amended by adding at the end thereof

the following new chapter:
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“Chapter 42—FORFIGN TRAVEL

“Seo, 4941, Tam on foreign travel.
“Seo. 4942. Taxable trip.

“Sec. 4943. Taxadle amount,
“Seo. 4944. Other definitions.

“SEC. 4941. TAX ON FOREIGN TRAVEL.

“(a) IMPOSITION OF TAX.—Ther;;? is héreby imposed
on the tazable amount (as defined in section 4943) with
respect to any taxable trip (as defined in section 4942) of
any individual who is a Unitéd States person (as defined
in section 4944(d)(1)) a taz equal o 80 percent of such
tazable amount, '

" “(b) Per D1y Excrusion~In the case of any indi-
vidual, there shall not be taken into account under subsec-
tion (a) an amount equal to $15 multiplied by the number
of days during any part of which such individual was on a
taa:able irip.

© (o) 5-PRRCENT RATE IN 0.433 OF C'ERTAIN TraNs-
PORTATION EXPENSES— | |

“(1) Ergcrion.—In the case of dhy amount paid
which, if it had been paid within the United States dur-
‘ mg the tazable trip, would have been subject o taz under
subchapter (] of chapter 33 (relating to taz on transpor-
'tatwn of persons), or the value of any aar transportation
furnished which otherwise constitutes a ta:vable amount,

_ the tazpayer inay elect—" - S
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“(A) that such amount shall not be subject to
the exclusion under subsection (b}, and
“CB) to have the rale applied to such amount

under subsection (a) be & percent in liew of 30

percent.

“(2) ForM oOF ELECTION, ETC.—Any election
under paragraph (1) shall be made at such time and in
such manner as the Secretary or his delegate may by
regulations prMe.

“(d) PErSON L1ABLE FOR T Ax.—The tax imposed by
this section shall be paid by the individual wizo makes the tax-
able irips: Provided, however, That an employer who fur-
nishes facilities and services to an employee the value of
which constitutes a taxable amount under section 4943 mag)
elect (in the manner provided in regulations prescribed by
the Secretary or his delegate) to assume the liability (in lieu
of such employee) for the tax imposed on such amount (com-
puted without regard to subsection (b))."

“SEC. 4942, TAXABLE TRIP.

“fa) GENERAL RULE~For purposes of this chapter,
the term ‘hxable trip’ means that portion of any foreign trip
(as defined in section 4944(a)) which is not excluded under

subsection (b).

* This election will obviate the need for employers having to break
down their expenditures for employee foreign travel among individual
employees and, thus, will eliminate the allocation problems raised by mem-
bers of the committee.
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I
“(b) ExcLusIoNs.—For purposes of this, chapter—

“(1) BoNA FIDE RESIDENCE ABROAD.—An indi-
vidual shall not be considered on a taxable trip for the
entire trip if such individual, after his departure, estab-
lishes his residence outside the United States.

“(2) TRADE OR BUSINESS.—An individual shall
not be considered on a taxable trip for the portion of the
trip during which such individual is engaged in a irade
or btu?inéss in the laxable area on a full-time basis (A4)

for a period of at least 120 consccutive days, or (B) as

an employee of an international organization.

“(8) MILITARY SERVICE—An individual who is
a member of the Armed Forces of the United States shall
not be considered on a lazable trip for any portion of
the trip during which he is serving on active duly and is
assigned to duly in the tazable area. '

“(4) STUDENTS AND TEACHERS.—An individual
shall not be considered on a taxable lrip while he is en-
rolled at and attending as a student, or while he is em-
ployed as a member of the facully at, a foreign school or
university for a normal unit of regular insiruction ap-
prozimating at least one-quarter of a school year, but in
the case of a student only if such individual is studying
for a degree at such foreign school or university or re-

ceives academic credit for such schooling at a school or
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university i+ the United States at which he is enrolled
either before or after the trip. .

“(6) CrREW MEMBERS.—An individual shall not be
considered on a taxable irip for the entire trip if such
individual makes a trip as a bona fide member of a crew
of a transportation facility, but not including any period
of layover longer than normally provided in similar

“(6) SPECIAL RULE~If a portion of an individ-
ual’s trip is not considered to be a taxable trip by reason
of paragraph (2) or (4), then, if the portion of his trip
which would otherwise be considered a tazable trip does
not exceed 14 days (plus a reasonable period for travel-
ing to and from the taxzable area), no part of his trip
shall be considered a taxable trip.

“(c) SPrCIAL RULES FOR APPLICATION OF SUBSEC-

TI0N (b).—

“(1) SpousE AND DEPENDENTS.—If, in the case
of any individual, any portion of a irip is considered
not to be a taxzable trip by reason of paragraph (2),
(3); or (4) of subsection (b) (with the application of
paragraph (6)), a comparable portion of the trip of
his spouse and dependents-(within the meaning of section
152(a)) while accompanying him (or joining him)
on such portion shall not be considered a tazable trip.
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*(2) . UNFORESEEN - CIRCUMSTANCES.—The 120-
day fequirement of subsection (b)(2) and the one-

quarter requirement of subscction (b)(4) shall not apply

‘tn-the case of an individual who fails to meet such

requirements -because of circumslances which could not
have been reasonably foreseen at the time he began the

trip.

“SEC. 4943. TAXABLE AMOUNT.,

“(a) GENERAL RULE—For purposes of this chapler,

except as provided by subsection (b), the term ‘tazable
amount’ means, with- respect to- any taxable trip of any

individual—

“11) The value of the facilities and services received
during such trip by such individual in connection with
such trip, other than the value of facilities and services
which are furnished to such individual without cost to
him or to another United States person.

“(2) The value of tangible personal property pur-
chased—

“(A) for delivery to the individual on a tazable
trip, or

“(B) by such individual in the taxable area
while on a tazable trip,

24 Phis paragraph shall not apply to (i) an automobile, boat,
23 or other vehicle, (ii) propérty purchased for use or sale in
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carrying on a irade or business, or (iii) properly purchased
for use or sale by an organization which is exempt from

income laz.

™ W N e

“(3) The value (not otherwise included under para-

<

graph (1)) of the use in the taxable area of any auto-
mobile, boat, or other vehicle, or any housing accommo-

dations, owned by such individual or by another United

xR T o

States person.

9 “(b) ExcrLusions.—~For purposes of subsection (a),
10  there shall not be taken into account—

1n “(1) TAXABLE TRANSPORTATION.—Any amount
12 paid for (ransportation which is subject to tax under
13" section 4961 or 4262 (or would be subject to such tax
14 but for section 4263).

15 “(2) BUSINESS EXPENS&:S.—Ezcept as provided
16 by subsection (c)(2), any amount which—

Y] “(d) is deductible as an expense i1 carrying on
18 - a trade or business, or

19 “(B) in the case of an organization which is
20 exempl from income lax, is an expense in carrying
21 out the purpose or funclion constituting the basis of
22 ils exemption.

23 “(c) SPECIAL RULES—

24 “(1) FACILITIES OR SERVICES RECEIVED BY TAX-

2 PAYER—For purposes of subsection (a), facilities or
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services purchased by an individual (on his own behalf

or on behalf of unother person) in the taxable area and

WO

furnished to another person in the tarable area shall be

o

considered as received by such individual.

&t

“(2) LIMITATION ON BUSINES8 EXPENSE EXCLU-
S10N.—Subsection (b)(2) shall rot apply with respect
lo (i) transportation of any individual and his personal

effects, or (ii) meals, lodging, gifts, or entertainment of

S a9 &

a United Stales person while on a taxable trip.’
10 “SEC. 4944. OTHER DEFINITIONS.
11 “la) ForeigN TRip.—For purposes of this chapler,

12 the term ‘foreign trip’, means that portion of the travel of an

13 individual who travels outside the nontaxable area which—

14 “(1) begins with the later of (A) his departure from
15 the last port or station within the United States, or (B)
16 his departure from the last p;)rt or station within the non-
17 tazable area outside the United States at which his trans-
18 portation is interrupled by a scheduled interval of more

19 than 12 hours, and

20 “(2) ends when he returns to the first port or station’
21 in the United States or (if earlier) when he arrives at
a3 the first port or station within the nontaxable area at

. *Under this provision, which has been added as a result of questions
raised by members of the oolpnuttee,rno tax would apply to the business
expenses of entertaining foreigners, Thus, these expenses would have the
sane tax exempt status as other business expenses which are not primarily
associated with travel,

95-943 0—68—pt. 1——10
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which his iransportation i3 interrupted by a scheduled

interval of more than 12 hours,

“(b) NoNTAXABLE AREA—For purposes of this chap-
ter, the term ‘nontazable area’ means (1) the area lying west
of the 30th meridian west of Greenwich, and cast of the
130th meridian west of Greenwich, and (2) Canada, Alaska,
Hauwaii, the possessions of the United States, and the Trust
Territory of the Pacific.

“(c) TaxABLE AREA—For purposes of this chapter,
the term ‘taxable area’ means any arca which is not a non-
tazable area.

“(d) UNITED STATES PERSON.—For purposes of this
chapter, the term ‘United Stales person’ means—

*(1) An individual who is a resident of the United

States except an individual admilted into the United States

puraudnt to section 101(a)(15) (4) or (G) of the

Immigration and Nalionality Act of June 27, 1952

(8 US.C. 1101(a)(15) (d) or (G)), or a spouse

or dependent as defined in section 152(a)(9)) of such

individual,

“(2) A corporation or partnership engaged in trade
or business in the Uniled States,

“(8) The United States, a Slate, a political sub-

division, or any agency or instrumenality thereof,
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1 “(4) An estate or trust which is a’ United Stales
2 person within the meaning of subparagraph (F') of seo-
3 tion 4920(a)(4). '
4 “(5) A corporation not engaged in trade or business
5 in the United States of which a person described in para-
6 - graph (1), (2), (3), (4) owns more than- 50 percent
7 .of.the voting stock.
8. “(6) An organization which is exempt from income
9. taz,
10 “le) UNITED STATES; STATE~For purposes of this
11 chapter, the term ‘United States’ when used in the geographi~
12 cal sense includes the Stales, the District of Columbia, the
13- Commonwealth: of Puerto Rich;.and the possessions -of. the
M United Stales; and- the term *State’ includes the Distrist of
15.. ' Columbia, the. Commonwealth of -Puerto- va, ' and the. pos-
16 sessions of the United States.” - . ' E
117 . (b} CLERICAL AMENDMENT—The table of chapters for
18 sublitle D is amended by adding at the end.thereof the fol-
19 lowing: ‘
_ - “OHAPTER 4%-FOREIGN TRAVEL" ...
20 - (o Erpxcrxw DATE~. .. S
21 (1) GENERAL RULE~The. amendmenu made by

22 this section and sections 103 and 104 shall apply with .
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respect lo- foreign trips beginning on or after the 20th
day after the dale of the enactment of this Act and before
October 16, 1969.

(2) SpPEcIAL RULE—~For purposes of the pro-
visions of the Internal Revenue Code of 1954, added
by the amendments made by this section and sections 103
and 104, any tazable trip which has not been terminated
as of Oclober 15, 1969, by the tazpayer's return to the
nontazable area, shall be considered terminated at the
close of such date.

- SEC. 103, RETURNS.
12‘1.

(a) MARING OF RETURNS.—Section 6011 (relating to

general requirement of return, statement, or list) is amended
by redesignating subsection (e) as subsection (f), and by
tnserting after.subsection (d) the following new subsection:

“(¢) ForREIGN TRAVEL T'AX RETURN.~-

“(1) REQUIREMENT.—Except as provided by para-

' graph (), every individual who is a United States

person (as defined in section 4944(d) (1)) who makes a
foreign trip (as defined in section 4944(a)), or makes
an election under section 4941(d), shall make a return
with respect to the tax imposed by section 4941.
“(2) Exceprions.—Paragraph (1) shall not
apply if no portion of the foreign trip i3 a lazable trip

by reason of—
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“(A) section 4942(b)(1) (velating to estab-
lishing residence outside the United Stales),
“(B) section 4942(b}(8) (relating to military
servics), or
“(C) section 4942(b)(5) (relating to members
of erew).

“(8) JOINT RETURNS OF FAMILIES.—A husband
and wife, and ‘any of their dependents (as defired"in
section 152(a)), who were together on a foreign trip
may make a single relurn jointly with respect to the tax
imposed by section 4941, If a joint relurn is made and
there is liability for taz, the liability with respect to such
taz shall be joint and several.” '

(b) TiME For F11ING RETURNS.—Part V of ‘subchap-
ter A of chapter 61 (relating to time for filling returns and
other documents) is amended by adding at the end thereof the
following new section: R
“SEC. 6077. TIME FOR FILING FOREIGN TRAVEL TAX

RETURNS.

“Returns requived to be made by section 6011(e) shall
be filed at the time (not earlier than 60 days after the end
of the foreign trip) provided by regulations prescribed by
the Secretary or his delegate.” ' ‘

(¢) Pusriciry oF RETURNS.—Section 6108(a)(2)
(relating to public records and inspection) is amended by
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striking the phrase “and chapter 41" and inserting in lieu
thereof “chapter 41, and chapter 42,

- (d) Crer1cAL AMENDMENT.—The table of sections for
part V of subchapter A of chapter 61 is amended by adding
at the end thereof the following: |

“Seo. 6077, Tima for fling foreign travel taz returns.”

- (e) EFFECTIVE DATE.—~For effective date of the amend-
menls made by this section, -see section 102(s).

SEC. 104. DECLARATION AND PAYMENT OF ESTIMAYTED
FOREIGN TRAVEL TAX.

. (a), DEOLARATION OF ESTIMATED FOREIGN TRAVEL
Tax.~Svbpart D of part 11 of subchapler A of chapter 61
is amended by adding at the end thereof the following new
section:

“SEC. 6022. DECLARATIONS OF ESTIMATED 'rlFOREIGN
TRAVEL TAX

“(a) DEFINITION.—For purposes of this title, tha term
‘estimated foreign travel taz’ means, in the case of any indi-
vidual, the amount he estimates as the amount of his liabilily
for tax imposed by section 4941 with respect to any foreign
trip.

“(b) FILING OF DEOLARATIONS AND STATEMENTS,—
Every individual fother than in individual referred to in
paragraph (3) or (5) of section 4942(b), relating to mili-
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-tary service and crew members) who makes a foreign tri};
' (as defined in section 4944(a)) shall—

2 “(1 ) before beginning such-trip, make a declaration
of esttmaied foreign travel taz,and .- - - -

“(R)-.at-the time of making the declaration under

. paragraph (1) and when entering the United States at

.+~ the end of such trip' (or when first.entering after the end

v of such-trip), file statements as 1o thi.amount of cash or
.+ U8 equivalent the individual has with him... . '
“lo) JOINT FAMILY ‘DECLARATION AND STATE-
MENT ~~In the cade of a husband and wife,.and any of th‘eit
dependents (as defined in section 152(a)) who depart on'a
foreign trip together, declarations and statements under this
section may be made by them jointly. If a joint return is made
with respect to the declaration of estimaled travel taz the lia-
bility with respect to the estimated travel- taz shall be joint
and several, If a joint declaration of estimated. travel tax is
made for a trip but a joint relurn is not made for that trip,
the estimated foreign iravel tax for such trip may be ireated as
the estimated foreign travel tax of any individual who joined
in uch: declaration  or maj be-divided between them.
“(d) TiME rOR FiLING, ETC.—Any declaration or

- slatement requited by this section shall be filed at such time

L
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and at such place as the Secretary or his delegate may by
regulations prescribe. Such regulations many require a dec-
laration and statement to be filed when an individual departs
from the United States if he reasonably expects at-such time
to make a foreign irip before he returns to the United States.

“(e) CONTENTS OF DECLARATIONS AND STATE-
MENTS.—The declarations and statemenis required by this
section shall contain such pertinent information as the Sec-
retary or his delegate may by forms or regulations prescribe,
including information with respect to the amount of cash or
its equivalent the individual has with him upon leaving or
relurning from a foreign trip.

“(f) ExgcuTiON OF RETURN BY SECRETARY.—The
authority of the Secretary or his delegate to make a relurn
under section 6020 shall not apply with respect to declara-
tions required to be filed under this section.

“(g) PuBLIoITY OF DECLARATIONS.—For purposes of
section 6103, the declarations required to be filed under this
section shall be held and considered a return under this
chapter.

“(h) Appririon 1o TAax FOR FAILURE To FILE
STATEMENT.~ '

“(1) AMOUNT ADDED.—In the case of failure to
file a statement under this section, unless it is shown
that such failure is due to reasonable cause and not will-
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1 ful neglect, $200 shall be added to the tax under section .
2 4941 for each such failuve. Section 6651 (relating to
3 *failure to file taz return) shall not apply to any failure to
4 file a declaration under this section.
5 ' “(2) APPLICABLE RULES.—For purposes of para-
6 graph (1} and section 6157 (b)—
7 “(A) any amount added to the tax under para-
8 graph (1) or section 6167(b) shall be paid upon
9 - notice and demand, and shall be assessed, collected,
10 and paid in the same manner as taxes, and
11 “(B) any reference in this title to ‘tax’ im-
12 posed by this title shall be deemed also to refer to the
13 additions to tax provided by paragraph (1) and
14 section 6157 (5)."
15 (5) PAYMENT OoF EBTIMATED FOREIGN TRAVEL
16 T ax.—Subchapter A of chapter 62 (relating to place and due
17 - date:for payment of taz) is amended by renumbering section
18 6157 as ssotion 6168, and by inserting after section 6156 the
19 following new section:
20 «gEC. 6157. PAYMENT OF ESTIMATED FOREIGN TRAVEL
21 TAX.
22 “fa) Tiur FOR PAYMENT.~The amount of estimated
23 foreign travel taz shown on the declaration required under
24 section 6022 shall be paid to the Secretary or his delegate at
25

the time such declaration is filed.
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“(b) AppiTioN T0 Tax FOR UNDERPAYMENT OF

2 ESTIMATRD FOREIGN TRAVEL TAX —

3
4
5
6
7
8
9

10
11

12
13

14
15 .

16 -
17 |

18
19

21 -

23

.+*(1) In the case of an underpayment of estimated
foreign travel.taz, there shall be added to the tax under

. " seotion 4941 ‘an amount equal to. 10 “percent of the

amount of the underpayment. For purposes of this para-
graph, the amount of the underpayment is the excess of

-the ainount imposed by section 4941 over the payments
- of estimated foreign travel taz made at the time of filing

the declaration of estimated foréign traveltaz.
“(8) Oross REFERENOE.—
“For applicable rules, see section 6022(h)(2).

. (o) ADMINISTRATIVE PROVISIONS.— -

“(1) AgsEssMENTS.—No unpaid amount of esti-
mated foreign travel tax, under this. section shall be

i H(@) PAYMENTS OF TAX—~Payments of :the sestir

maled foreign travel taz: shall be. considered, payment
on account of the tazes imposed. by section 4941,

- “(3)-PREPAID TRAVEL 7AX.~Any amount paid -
as estimaled travel taz for any- foreign trip shall be-

. --deemed to have been, paid, on the, last day prescribed
.. for filing the return under section 6011 (e) for such-
. tagable trip for purposes. of determining the period of -
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limitation on credit or refund and the date of over-
payment.

“(4) ERRONEOUS TRAVEL TAX PREPAYMENT
CREDIT—~If on any return or claim for refund of taxes
imposed by section 4941 there is an overstatement of
the amount paid as estimated travel lax, the amount so
overstated which is allowed against the tax shown on
the return or which is allowed as a refund may be
assessed by the Seerctary or his delegate in the same
manner as in the case of a mathematical error appearing
upon the return.”

(¢) CLERICAT, AMENDMENTS.—

(1) The table of sections for subpart D of part 11
of subchapter A of chapter 61 is amended by adding at
the end thereof the following:

“Sec. 6022, Declarations of estimated foreign travel taz.”
(3) The table of scctions for subchapter A of chap-
ler G2 i3 amended by striking out the lust item and insert-
ing in licw thercof the following:
“Sec. 6167. Payment of estimated foreign travel ta.
“Seo. 6158. Pa,fﬁ;z?,t of tazes under provisions of the T'ariff

(d) Errecrive DaTE—~For effective date of the

20 amendments made by this section, sce section 102(e).
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TITLE II—AMENDMENT OF
TARIFF SCHEDULES

SEC. 201. REDUCTION OF PERSONAL EXEMPTION OF CER.

TAIN RETURNING RESIDENTS.

(a) REDUCTION.—The article descriplion for item

813.31 of the Tariff Schedules of the United States (19
U.S.C. 1202) is amended—

(1) by striking out “Avrticles not over $100 (or
$200 in the case of persons arrviving directly or indirectly
from American Samoa, Guam, or the Virgin Islands
of the United States, not more than $100 or which shall
have been acquired clsewhere than in such insular pos-
sessions)”’, and

(2) by inserting in lieu thereof “Articles not over
810 (o‘r $100 in the case of persons arriving direcitly
from a contiguous country or the Caribbean Island area,
or $200 in the case of persons arriving directly or indi-
recetly from American Samoa, Guam, or the Virgin
Islands of the United States, except that not more than
$10 of such $100 or $200 shall have been acquired else-

" where than in a contiguous country or the Caribbean

Island area or in such insular possessions and not more
than $:09 of such $200 shall have been acquired in a

contiguous country or the Caribbean Island area)”.
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(b) PErsoNAL EXEMPTION AFTER QOCTOBER 195,
1969.—Effective with respect lo persons arriving in the
United States after Oclober 15, 1969, the article description
for such item 813.31, as amended by subsection (a), is
amended by striking ‘810" wherever it appears and inserting
“$50 in lieu thereof.
(¢) The subpart A headnole for part 2 of schedule 8
of the Tariff Schedules of the United States (19 U.S.C.
1202) is amended by adding after headnote 3 the following
new headnote:
“4. For purposes of item 813.31 the term ‘Caribbean
Island area’ shall mean:
“fa) the Bahama Islands; the Turks and Caicos
Islands and the Bermuda Islands; and
“(b) all of the islands in the Caribbean Sea except—
“(i) those belonging to Central American and
South American countries;
“(ii) Cuba and its offshore islands; and
“(iii) Puerlo Rico, the Virgin Islands of the
United States and ali other islands of United Stales
sovereignty.”
SEC. 202. ARTICLES IMPORTED FOR NONCOMMERCIA[.,
USE.
(a) RaTE OF Dury.—Part 6 of schedule 8 of the Tarif
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1 Schedules of the United States (19 U.S.C. 1202) is amended
2 by inserting before item 870.10 the following:

869. 00

869. 05

869. 10

(%] W~ w

(=3

Subpart A.— Noncommercial Imporlations
Subpart A Aeadnole:
1. For the purposes of tAis subpart—

(0) The rates of duly for arlicles
procided for in this subparl shall
be assessed in liew of any olher
rates of duly excepl free rales of
duly on such artieles.

(6) Any article dutiable under
ifem 869.05 shall be exempt from
the payment of any inlernal-rev-
enue tar smposed upon or by
reason of imporlation.

Arlicles not infended for sale or other com-
mercial nse:

If accompanying a person arriving in
the United Stales and valued in the
aggregale  (exclusive of duly-free
articles) nol orer $100 fair relail

If imporled in the mails in any pack-
age conlaining arlicles valued in the
 aggregale (ezclusive of duly-free
articles) not over $10 fair retail value. .

Other ariicles sn any shipment (whether
smported in the mails or olherwise
but nol accompanying a person ar-
riving in ke Uniled Slates) conlain-
ing one or more arlicles valued in the

. aggregates (exclusite of duly-free
arlicles) not over $50 fair relail value. .

Subparé B.—Qther Provisions

109, of fair
relail
ralve.

$1.50 per
package

16%, of fair
relail
value

after “schedule” the first place it appears therein,

10, of fair
retail
valie,

$1.50 per
package

16Y, of fair
relasl
value

(b) ConrorMing AMENDMENT—~The headnote for
schedule 8 of the Tariff Schedules of the United Stales is
amended by inserting “(other than of subpart A of part 6)”
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SEC. 203. EFFECTIVE DATES FOR SECTIONS 201 (a), (c),
and 202.

The amendments made by sections 201 (a) and (c)
and 202 shall apply with rvespect to persons and articles
arriving in the United States on or after the 10th day
after the date of the enaciment of this Ael.

Passed the House of Representatives April 4, 1968.

Attest: W. PAT JENNINGS,
Clerk.
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Explanation—Proposed Changes in the 5-Percent Ticket Tax

The Treasury Department suggests two changes in the ticket tax pro-
visions of H.R. 16241 :

(1) The House bill, while eliminating most exemptions, retains the
present exemption for domestic flights by small aircraft on nonestablished
lines (sec. 4263(d)). The retention of this exemption is inconsistent with
the user charge nature of the domestic ticket tax and it is recommendexd
that it be deleted.

(2) The Treasury Department recommends excluding from the ticket
tax flights completely within Puerto Rico (or, consistently, within one of
the possessions) in that this is more in the nature of an internal matter
of concern to Puerto Rico under its Commoniwealth status.

(30)
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Technical Explanation—Tax on Foreign Expenditures

The following is a technical explanation of the Treasury Department’s
proposed foreign travel (expenditure) tax.

In Genera%f\—Under this proposal, a temporary tax would be imposed on
certain expenditures in connection with a trip outside the nontaxable area (gen-
orally the Western Hemisphere and possessions of the United States) a
United States person. The tax base would include both expenditures made by
him and those made by another United States person on his behalf. The tax
schedule would be as follows: The first $15 of dunily expenditures (computed
on the basis of an average over the whole trip) would be exempt from tax,
All expenditures over this level would be taxed at a 30 percent rate,

The cost of sea or air transportaion to and from the traveler's foreign des-
tination would be taxed at a b percent rate—either as part of the expanded air
transportation tax proposed by H.R. 16241, or as part of the expenditure tax,
In addition, all air transportation while abroad would be taxed at a 5 percent
rate& either under H.R. 16241, or, if that is not aﬂ)licable, as a part of the ex-
penditure tax but at a 5 percant rate. The use of the lower ticket tax rate re-
moves the possibility of hardship in the case of persons whose purposes of
travel can only be accomplished with numerous flights and frequent stopovers,
a8, for example, symphony orchestras on tour, The use of this rate also elimi-
nates the possibihtgeof‘ iscrimination between intra-European trips (where
the flights tend to be short and therefore relatively inexpensive) and trips in
other parts of the world where flights tend to be longer and therefore more
expensive,

pefllme application of the rate schedule in the case of families traveling to-
gether is discussed in a subse?'uent part of this memorandum.
_ United States Person—The tax applies to expenditures made in connection
with a taxable trip of a United States person, Except asnoted below, the traveler
would be liable for the tax on all expenditures in connection with his trip,
which he himself makes or which are made on his behalf by another U.S. per-
son, Amounts paid dmctl{ by an employer for meals and lodging of an em-
ployee while on a taxable trip would be taxable foreign travel expenditures of
the employee as would the expenditures made directly by the employee (whether
or not reimbnrsed’{. If a student travels abroad during the summer on funds
given to him by his parents, he is taxable on the expenditures of his trip,
whether he pays them or whether his father pays them imct-l{. It is consistent
with the nature of the tax—which is to tax the value of facilities and services
received on a foreign trip—to tax the traveler on the entire value of his trip.

Where a United States person on a taxable trip makes expenditures for an-
other person in the taxable area such as entertainment of a friend (whether
or not & U.S. person) or payment of the family expenses of those accompany-
ing him, the expenditures would be taxed to the person making them.

A United States person means:

(a) Any individual who is a resident in the United States, other
than certain_employees of international organizations or foreign gov-
ernments and their staffs and families,

(b) A corporation or a partnership engaged in trade or business in
the United States,

(¢) An estate or trust which is considered a United States_person
within 'tI!\e x)neamng of section 4920(a) (4) (relating to the Interest Equali-
zation Tax

sd) The United States or any agency or instrumentality thereof,

e) A State, including the District of Columbia, Puerto Rico and

t;]m po:se&s(xlons, or a political subdivision or any ageney or instrumentality

thereof, an :

(31)
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. (f) A foreign corporation not engaged in trade or business in the

United States 50 percent or more of the voting stock of which is owned by

a United States person, '

United States—For this purpose, the United States includes the étates,
the District of Columbia, the Commonwealth of Puerto Rico and all posses-
sions, Thus, residents of Puerto Rico, the Virgin Islands, Guam, and American
Sameoa, will be subject to the expenditune tax on their travel ontside the non-
taxable area. A tax on expenditures by such residents while traveling abroad is
consistent with the fact that the foreign expenditures of these areas are con-
sidered in United States balance of payments. On the other hand, there would
be no tax imposed upon exlpenditures made while traveling in any of these
areas. Thus, these areas would be treated in the same manner as the continental
United States. Any revenue collected under the expenditure tax from residents
of Puerto Rico, the Virgin Islands, or Guam will be covered into the treas-
uries of those areas.

. Tazxable Trip—Only those expenditures in connection with a “taxable
trip” would be subject to the expenditure tax.
., Commencement and Conclusion of a Tazable Trip—A taxable trip of an
individual shall in general commence with the individual's departure from a
port or station in the United States, including the possessions and Puerto Rico.
However, since trips within the specified nontaxable area, primarily the West-
ern Hemisphere, are not subject to the expenditure tax, if the individual after
leaving the United States stops at a port or station in the nontaxable area for
o scheduled interval of more than twelve hours, the taxable trip shall not
begin until his departure from the last such port or station in the nontaxable
area. The taxable trép shall end when the individual returns to a port or sta-
tion in the United States; or, if he makes a prior stop at & port within the
nontaxable area at that time, provided the stop is for a scheduled interval
of more than twelve hours. .

The tax will on1¥ be applicable to taxable trips begmnm% more than 20

days after the date of enactment of the legislation. The tax will terminate on
October 15, 1969, which marks the end of the European travel season for 1969,
If a person is on a trip on the termination date, he would pay tax only on the
part of his trip falling within the term of the tax.
Non le area—The nontaxable area means the area lying west of the
30th meridian west of Greenwich, and east of the 130th meridian west of
Greenwich, and all of Canads, the United States, its possessions and the Trust
Territory of the Pacific Islands.

CERTAIN TRIPS EXCEPTED

Individuals establishing foreign residence—An individual who, after
his departure from the United States, establishes his residence in a foreign
country would be considered on a nontaxable trip. .

Students and Teachers—An individual &nd his dependents) would be
considered on & nontaxable trip if he is enrolled at and attending, or employed
as a member of the faculty at, a foreign school or university for a normal school
term of at least one quarter. In the case of the student, he would have to be
studying for a degree at the foreign schoo! or would have to receive credit for
such schooling towards a degree at a domestic school in order to qualify.

Trade or Business.—An individual (and his dependents) shall be con-
sidered on a nontaxable trip if he is outside the nontaxable area for at least 120
consecutive days while engaged on a full-time basis in a trade or business or
profession, This category of exceptions will cover, for example, an employee
transferred abroad by his employer for more than 120 days, or a professor on
sabbatical leave abroad doing research on a full-time basis In connection with
his trade or business. In addition, & resident (and his dependents) of the United
States who is an employec of an international organization traveling on busi-
ness would be considered on a nontaxable trip, regardless of the length of stay.
Moreover, such an employee (and his depen en{:§ present in the United States
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on nonresident immigrant status would not be subject to the tax whethey
his trip was business or pleasure. o . /

Partial Vacation T'rips and Early Return to the U.S.—If the student,
teacher, employee, or businessman meets the time qualifications for exemption
described above and does not spend a total of more than 14 days outside thé non-
taxable area before and after the period he is carrying on exempt activities,
his entire trip would be exempt, If he stays longer than 14 days, thus convertin
his trip to a partial vacation trip, he (and his efmndenta) would be conside
on a taxable trip, but would be permitted to exclude all expenses incurred dur-
ing the period he is engaged in the exempt activities. .

If the student, teacher, employee, or businessman does not stay abroad
for the prerequisite time period, his trip would be taxable unless he could not
h}alw:?t reasonably foreseen the circumstances which caused him to cut his trip
short, ‘

Military—A member of the armed services (and his dependents) who is
serving on active duty and is assigned to duty in the taxable area would be
considered on a nontaxable trip during his tour of duty at that duty station.
Any trips he makes back and forth to the nontaxable area during that tour
would also be exempt.

Crew Members of Ships or Airlines—An individual would not be consid-
ered on a taxable trip while he is serving as a member of a crew of a facilit
providing transportation to or from a port or ports outside the nontaxable
area provided that the })ortion of the trip-outside the nontaxable area does not
1l3clut_e any period of layover longer than normally- provided in similar
situations. = '

Tazable Foreign T'ravel Eopenditures—In eral, unless specificall
excluded, the tax apgplies to all expenditures in conn%:tnion with the taxable“tﬁ{) :
of a United States person made by him or another United States person. They
include not only the traveler’s own living but also the cost of any
entertaining he maY do and the cost of most tangible personal .property he
may purchase while abroad. Expenditures for the use or maintenance of
property while on a taxable trip, such as rent for an apartment or automobile,
are taxable foreign travel expenditures. In the case of an automobile, boat,
other vehicle, or housing accommodation purchased or owned by the traveler,
or furnished free of charge by another United States person, a special rule
would tax the value of the use of that item during the taxable trip. Consistent
with this rule, the purchase price of such property would not be subject to tax,
The value of the use of the article while traveling appears to be a more ap-
propriate tax base than the full purchass K;ice, since this treatment will put
the person who purchases or borrows a vehicle or housing accommodation in
the same position asone whorentsone. :

Only expenditures made for facilities or services to be provided on the
taxable trip would be considéered made in connection with the trip. Thus, any
expenditures for pre-trip facilities or services, such as taxi fares to the air-
port in the United States; costs incurred during the trip for facilities and
services not provided on thq,mg, such as in connection with the traveler’s
house in the Bnited States while he is gone; or the cost of work done after the
traveler’s return, such as to repair damages occurring on the trip, would not
be taxable foreign travel expenditures,

Expenditures of a taxable trip are taxable whether paid before, during
or after the trip. For example, hotel bills aro taxable foreign travel expendi-
tures whether prepaid to a travel agent, paid in cash or by check while on the
trip, or charged and paid for after return, . .

Consistent with the rules on deductibility for income tax purposes of ordin-
ary and necessary business expenae? the expenditure tax imposed on amounts
deductible as business expenses would itself be deductible. .

Purchase of Property—In general, amounts spent while on a taxable
trip for the purchase of tangible personal property ?:hor than property held
for investment or purchased for use or sale in carrying on a trade or business,
or by an organization exempt from income tax) would be taxable. Moreover,
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the cost of property purchased for delivery to an individual on o taxable trip/
would be taxable. Thus, for example, if a person purchases a’' Kuropean suit
of clothes (whether before leaving or while on a taxable mf? and takes phys-
ical delivery while on a taxable trip, the‘ipurchase price would be a taxable for-
cign travel expenditure. Or conversely, if & person purchases the suit while in
the taxable area for delivery after his return to the United States, the purchase
price would be subject to this tax. As mentioned above, in the case of the pur-
chase of automobiles, boats, or other vehicles, there would be imposed, in lieu
of a tax on the purchase price, a tax on'the value of the use of tho article durin
the taxable trip, The tax in all these cases would be in addition te any appli-
cable custons duty. R . .

Business K'openses.—In the case of an individual traveling on a:taxable
business trip or on a taxable trip on behalf of an organization exempt from
income tax, his business expenses, or expenses incurred in carrying out the
lmrppee of the exempt organization, other than -for trausportation, meals,
odging, gifts and entertainment, would be excluded from: the'tax base,

RATE OF TAX - ¢

. The taxable foreign travel expenditures made in connection with a taxable
trip of a United States person shall be subject to tax at the following rates:
Air Transportation in Connection with Foreign T'ravel.—The expenditure
tax will not s?ply, to the cost of any air transportation paid for.in the United
States. That transportation will be subject to the expanded ticket tax under
HLR. 16241 at a b percent rate. If the air ticket is not subject to the ticket tax
in H.R. 16241, because it is purchased outside the United States or before the
effective date of the expanded air transportation tax,the expenditure tax will.
api:ly but only at a 5 percent rate. The cost of transportation exempt from the
ticket tax under a specific exemption (e.g., transportation .furnished to in-
ternational organizations) would not be subject to the expenditure tax.
Sea Transportation in Connection With Foreign Travel—The expenditure
tax will agply to the cost of all sea transportation in connection with foreign
travel in the taxable area. In the case of sea transportation to the first and from
the last scheduled stop in the taxable area of more than 12 hours, the rate of
tax will be 5 percent. The cost of other sea transportation in the taxable area
will be subject to the regular expenditure tax schedule, in the same manner as
the cost of land transportation. : ~
Amounts paid for food and services (where no separate charge is made),
and seating or sleeping accommodations, during the period transportation is
subject to the 5 percent tax rate shall also be taxed at the lower & percent
rate. Thus, if a United States person takes a 30-day cruise leaving from the
U.S. which makes no stops within the non-taxable area and which makes its
tivst stop in the taxable area of more than 12 hours op-the 5th day and makes
the last such stop on the 25th day, one-third of the cruise fare plus any separate
charge for sleeping accommodations will be subject to tax at a b percent rate
under the expenditure tax. The remaining two-thirds of the cruise fare and
separate sleeping accommodations charge and any additional expenditures
(such as for sightseeing or food{ not covered by the basic fare will be subject
to the expenditure tax at the regular rate. : . .
All Other Tavable Ewpenditures.—All other taxable expenditures will be
taxed on the following basis: : . Co
(8) Exclusion from tax—Each traveler is entitled to a $15 daily
exclusion from the expenditure tax base. The amount excludable under
this provision for a taxable trip shall be computed by multiplying the num-
ber of days during any part of which the individual was on such taxable
trip br $15 tourrive at the total exemption. - IR Co
(b) 30 Percent Rate~—~The remaining expenditures shall be subject
totax at the rate of 30 percent,.
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For exml(?)le, if a corporate employee goes to London on business for 10 days
und spends $200 for taxable expenditures (*whether or not he is reimbursed by
his employer) he would pay a tax of $15 computed as follows: g

Tax rate 'I‘qx

(percent)
Exclusion, $15 X 10days. . ............ $150 0 0
Remainder, 30 percent rate.__._..__._.. 50 30 - $15
Total ... 200 ... ..... -- 16

If in addition to his plane fare to London, the employer directly paid
for the employee's hotel bill of $200, thé employes would also include this
amount in his tax computation, Under the above example, his tax would be
increased by $60 (to a total of $75). '

COMPUTATION OF THF TAX

In order to preclude the necessity of travelérs having to keep detailed
vecords of their expenses, taxable foreign tmvel expenditures would be com-
puted, to the greatest extent possible, by a travel net worth method. For
man peo[])le this would involve merely subtracting the money and traveler’s
checks with which thfﬁ' returned from the money and traveler’s checks with
which they left and adding this to the amounts paid before the trip began,

More specifically, the first step in:the computation for all tmvelers would
be to determine the cash expenses of the trip. To do this, the amount of
money (including traveler's checks) with which & person returns from a tax-
able trip would be substracted from the sum of the amount of money (includ-
ing traveler's checks) with which he departed plus all amounts received
while on the taxable trip. Amounts received while on the trip'must be included
regardless of their origin, Thus, withdrawals from domestic or foreign banks,
money sent from home, compensation for services received while abroad or
money received from the sale of property would be included,

. The secdnd step in the.computation would be to add to the cash expen-
diture figure, the amounts of expenditures in connection with the taxable tri‘p
paid before the taxable trip began, the amounts dharged while o 'the taxable
trip, and the amount of checks written while on the taxable trip, These are all
amourits of which the traveler will have a'record, e.g., credit card statements,
personal chéck stubs. The resultant figure would represent the tax base for
most travelers, and would be taxed according to the per day exemption and 30
L)erceut;m‘te, or. in'the case of certain transportation, the 5 porcent rate of tax.

‘or: others, a futther reduction would be made for expenses specifically ex-
cludible fiom taxable foreign travel expenditures (such as the cost of business
im'ento?'). The 'figure resulting' from thése reductions would represent their
taxable foreign travel expenditures. _ '

ESTIMATED TAX

Every individual, at his point of departure from the United States for a
period during which he reasonably expects to be on a taxable trip, and whether
or not he plans to make a stopover in the nontaxable areas, would be required
to make a declaration of his estimated tax with respect to that taxable trip and
pay the amount of the estimate to the Internal Revenue Service. He would in-
clude in his declaration a statement of the amount of cash (and traveler’s checks)
he is taking on the taxable trip. This figure is necessary in order to utilize the
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travel net worth method for computing cash expenditures. Appropriate proce-
dures will be developed for filing the declaration so that compliance with the
requirement may be verified before the traveler’s departure. The accuracy
of the cash statement would be subject to verification at the point of departure
by customs officials or other Treasury officials.

If a United States person departs on a taxable trip from a port in the non-
taxable area outside the [Tnited States, and he did not make the required declara-
tion and statement upon leaving the United States, he will be subject to penalty
unless he can show such departure was not expected. In any event, the declara-
tion or statement, if not previously filed, would be filed at this time,

Any individual returhing from a taxable trip would be retguined to make
o statement of his incoming cash (aid traveler's checks) at the time he is
processed through United States Customs. This statement would provide the
incoming cash balance from which the travel net worth would be computed,
and the accuracy would be subject to verification by a customs official.

RETURNS AND PAYMENT OF TAX

.\ tax return for a taxable trip toget-her with payment of any balance due,
would be required to be filed with the Internal Revenue Service by the traveler
within 60 days after his return. This will allow the taxpayer adequate time
to receive all necessary credit. card and banking records for preparation of the
return, Of course, the return may be filed immediately upon arrival. A husband,
wife, and any of their dependent children who travel together on a taxable
trip may makea si;lfle taxable trip return jointlty with respect to such tri?. Such
a return may be filed even though one or more of such individualshas no taxable
foreign travel expenditures. A joint return would allow a family to utilize
the full Per diem exemption available to each traveling member without re-
quiring that each have separate expenditures to absorb them.

ADMINISTRATION AND PROCEDURE

Generally the administrative and procedural requirements applicable to
other excise taxes would be agplicable to this expenditure tax, Thus, for ex-
ample, the general provision for penalties for failure to file returns, require-
ments for claims for refund, assessment and collection dprocedures, and statutes
of limitations would apply to the administration and procedure of this tax.

Two new provisions would be added to insure compliance with the re-
quirements for declaration and payment of estimated tax. .

A flat penalty of $200 would be imposed for failure to make a declaration
of estimated tax and statement as to cash on hand, as required at the time of
departure from the United States unless it were shown that such failure was
due to reasonable causes. Thus, if an individual flew from New York to Europe
without making a declaration and statement, a $200 penalty would be im
for failure to make the declaration in New York. A significant penalty is
necessary because of the importance of having an individual establish his
outgoing cash figure for purposes of computing the tax base. An underestima-
tion penalty would be imposed of 10 percent of the underpayment of estimated
tax, The amount of the underpayment would be the difference between the
cstimated tax payment and the amount of tax shown on the taxable trip return,
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Technical Explanation—Proposed Changes in ‘Customs Rules Relating to
Toutz!at Exemptions and Processing of Certain Noncommercial Im-
portations

The proposal is intended to reduce noncommercial expenditures of dollars
abroad where such expenditures adversely affect our balance of payments. It
would do this by lowering the duty-free exemptions allowed returning U.S,
residents, In order to ease the administrative burden of processing millions of
dutiable noncommercial foreign acquisitions brought back to this country
by returning U.S. residents and millions of dutiable noncommercial mail ship-
ments, it would provide for a flat rate of duty on such articles within certain
monetary limits,

At the same time, since the Eroposnl deals only with noncommercial im-
ports, it would not interfere with the favorable balance of payments aspects
of our trade account or the legitimate business interests of American business-
men in the import trade. :

The proposal would not assess any duty or charge on articles which are
themselves free of dutzsunder existing provisions of the Tariff Act. Most of such
articles would be works of art, books, American ﬁoods returned, United States
origin personal effects of residents abroad and similar items,

THE REDUCED TOURIST EXEMPTIONS

A, Present Practice

The present tourist exemptions granted to returning U.S. residents permit
the duty-free importation of foreign acquisitions not exceeding a total retail
value of $100. This exemption is granted to American residents who have
been abroad for not less than 48 hours and may be used only once each 31 da
(in the case of persons arriving from Mexico the 48-kour time limit is waiv ?
The resident is permitted to include within this exemption onequart of alcoholic
beverages. This exemption is applicable to residents returning from any area
or country. However a special exemption is granted to residents artiving from
the Virgin Islands and certain other U.S. insular poesessions. This special
exemption permits the importation of acquisitions up to a value of $200 retail,
of which not more than $100 may be acquired outside the Virgin Islands or
other insular U.S. possessions, and may cover not more than one gallon of
alcoholic beve of which not more than one quart may be acquired outside
the Virgin Islands or other insular possessions.

B. House Bill

The House bill contains the following exemption structure (computed
on retail values as under existing law) : (lfthe exemption for U.S. residents
retnrninﬁ to the United States from any place other than Canada, Mexico and
certain United States insular possessions would be $10 on a temporary basis
and $50 on a permanent basis after October 15, 1069; (2) the exemption for
residents returning directly from Canada and Mexico would be $100 (Rerma-
nently and (3) the exemption for residents returning directly or indirectly
from the Virgin Islands and certain of our other insular ions would
be $100 temporarily until October 15, 1069, when it would be restored to the
present $200 level. . .

As under existing law, exemptions in excess of the minimum exemption
would be restricted so that s acquired would be exempt only to the extent
of the exemption applicable to the area of acquisition. For example, the
cxemption for a tourist returning from the Virgin Islands after October 15,
1969 (when the $200 exemption would be in effect) would be limited to $100

(37)
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in Canada or Mexico no more than $50 of which were acquired in Europe. Goods
in excess of these amounts acquired in these areas would be dutiable, even
though, in the aggregrate, they did not exceed $200.

. ‘oroign acquisitions accompanying the returning U.S. resident valued
in excess of the excmption would be dutiable at a flat 10 percent, of the fuir
retail value. The 10 percent rate would be applied on such uiticles up to an
uggregate value of $500 wholesale. If dutiable (wtiuisitions above the caxemp-
tton level exceed $300 in wholesale value, all dutiable articles would be assessed
duty at regular Tariff-Schedule rates. In addition to any customs duties, articles
such as liquer and tobacco would, of course, be subject to any applieable Internal
Revenue taxes. . . - - . .

C. Current Treasury Proposals S
For the reasons set forth in the Statemeént by the Secretary of the Treasury,
the current Treasury proposils would modify the House bill by :*

1. Extending the exemption level of $100 for Canada and Mexico to
the Caribbean Island Area.! . - .

2. Retaining the present $200 exemption for U.S. residents arriving
directly or indirectly from the U.S. Virgin Islands and certain other insular
possessions. The same limitations on the exemptions for goods acquired in
other areas would be provided, but at the changed exemption levels that
would be afplicable to those areas of acquisition. , ‘

3. Reducing the $500 wholesale ceiling on applicability of the flat
rate to $100 retail. . . _ ' -

4. Including acquisitions exempt from duty solely b(f virtue of the
tourist exemption within the $100 ceiling for purposes of determining ap-
plieability of the flat rate. :

ARTICLES NOT ACCOMPANYING RETURNING TRAVELERS

A. Present Practice ) . .

At present, low value items (under-$1) such as newspapers are “passed
free.” The same “passed free” status i8 given to mail parcels identified as gifts
valued at up to $10 retail ard to gifts (whether imported by mail or otherwise)
valued up to $i50 retail from servicemen in combat .areas. :

All other dutinble articles, whether imported by mail or otherwise, are
subject to the Tariff Schedule rates. - ' :

B. House Bill o '

The $10 exemption for all mailed ﬂft parcels, with the exception of those
orginating in noncombat arveas, would be reduced to $1 retail administratively
by a change of regulation. The statutory exemption of $50 for gifts from
servicemen in combat areas would also be retained as would the $10 exemption
for servicemen in noncombat areas.

C. Ilouse Bill '

Dutiable mail shipments valued at over $1 and not over $10 retail would
be assessed $1 in lieu of any other duty or tax.

Dutiable mail shipments valued at over $10, and dutiable shipments by
other means, containing more than one article and valued at not over $250
wl{olesale, would be assessed duty at a flat rate of 10 percent of the fair retail
value. ‘ .

Shipments containing one article or exceeding the $260 ceiling would be
assessed duty nt regular Tariff Schedule rates. ' e

'The Carlbbean Island Area would be defined as the Bahama Islands, the Turks
and Calcos Islands, the Bermuda Islands, and all the islands in the Carlbbean Sea exce
those belonging to Centrat and South American countries, Cuba and Its offshore islands
and Puerte Rico, the Virgin Islands of the United States and all other islands of United
States sovereignty. :
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D. Current T'reasury Proposals
For the reasons set forth in the Secretary’s Statement, the current Treas-
ury proposals would modify the House bill by:
1. Increasing the flat charge for mail packnges valued at over $1 and
not over $10 retnil, to $1.60. -
+ -2, Redueing the $250 wholesale ceiling on applicability of the flat rate
to $50 retail, ‘ :
3. Intreasing the flat rate from 10 to 15 percent.
- 4, Extdiiding the flat rate to single atrticle packages.

FESTIMATED FOREIGN EXPENDITURE HEDU(’HONé

A.Changes in Tourist Exemptions . : '

During 1967, the total value of foreign‘ncqnisitinns made by returning U.S.
residents arriving from all foreign countries was estimated to be in excess of
$362 million, Of this total, persons arriving from Canada, Mexico and the
Caribbean countries 1inc]ud ng Caribbean cruiss passengers) accounted for
slightly over $162 million. Therefore, the value of articles acquired by return-
ing U.S. residents arriving from other countries was approximately $200
million. Approximately $110 million was brought in by persons whose pur-
chases totaled less than $100 per person, while approximately $00 million
was brought in by persons whose foreign acquisitions exceeded the present
duty-free exemption.

We estimate that the value of foreign acquisitions by persons now bring-
ing in less than $100 each will be reduced by %45 million or approximately 40
percent. of the total purchases made by this group.

The effect on foreign acquisitions made by the approximately 300,000 per-
sons who now exceed our duty-free exemption and pay duty would be somewhat
less. If we can assume that the foreign acquisitions by these persons will be
reduced by an amount roughly equivalent to the additional duty which they
would have to pay, the total reduction in foreign acquisitions by this group of
returning U.S. residents would be about $5 million.

Thus, the total reduction in foreign acquisitions to be achieved by reducing
the tourist exemption to $10 is estimated to be approximately $50 million on
an annual basis through October 15, 1969. After that date, when the increased
exemption for most of the world applies, the total veduction will approximate
$30 million on an annual basis.

B. Mail Shipments

It is estimated that the total value of the 55 million mail parcels which
arrived in the U.S. during 1967 was approximately $500 million. Of this 55
million total, an estimated 11 million parcels were gifts or purported gifts said
to be valued at less than $10; 4 million were gifts valued $50 or less from service-
men in combat areas; and 25 million were “flats”, nowspapers, periodicals, sam.
ples and shipments of insignificant value. Of the remaining 15 million parcels
duty was assessed on 1,600,000 parcels. However, our studies indicate that ap-
proximately one-third of the 15 million parcel total would have been dutiable
if adequate manpower was available to properly handle them.

Certain parcels now included in the present $10 gift exemption are bonn
fide gifts mailed from nationals of foreign countries to persons in the United
States. While elimination_of this privilege with respect to such parcels will
not affect expenditures of U.S. dollars abroad, it is nevertlieless believed neces-
sary to eliminate this free-gift privilege entirely because it is subject to wide-
spread abuse and because, in practice, it would be exceedingly difficult to dis-
tinguish betweens gifts from foreign nationals and those from U.S. tourists.

Of the 11 million gift parcels under $10 we estimate approximately 4 million
from U.S. tourists would be discouraged if the existing gift exemption were
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eliminated. The average value of these parcels is éstimated to be $7. Therefore,
foreign expenditure curtailment of approximately $28 million would be
achieved. The application of n flat rate of duty to the remaining noncommer-
cial shipments would sjmplify Customs’ administintive task, Customs would be
able to assess duty on an appreciable number of packages which now escape
duty simply because Customs manpower cannot ooh)e adequately with the num-
ber of packages involved, Closing this loophole will probably deter the sending
of a number of these Yackages. It is a conservative estimate that approximately
an additional $12 million reduction in foreign acquisitions, for a total of about
$40 million, will result from the above-proposed changes in the Customs
processing of foreign mail parcels.

‘ ESTIMATED ADDITIONAL REVENUE COLLECTIONS
Tt is estimated that revenue collections will increase by about $10 miltion

by reason of changes in the tourist exemptions, and by an additional $15 million
on mail shipments, for a total additiorial revenue collection of $25 million.

O



