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REVENUE ACT OF 1940

WEDNISDAY, JUNE 12, 1840

UnNiTeEDp STATES SENATE,
CoMMITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant_to call, at 10 a. m., in room 312,
Senute Office Building, Senator Pat Harrison (chairman) presiding.

The CHarMaN. The committee will be in order.

We have met this morning for the purpose of considering H. R.
10039, the Revenue Act of 1040, which passed the House of Repre-
sentatives last night.

The Cuatrman, We have the Secretary of the Treasury before us
and other reprosentatives of the Treasury Department. Mr, Secre-
tary, the committee desires to hear any statument or explanation you
desire to make concerning H. R. 10039.

You may proceed.

STATEMENTS OF HON. HENRY MORGENTHAU, JR., SECRETARY OF
THE TREASURY; HON. DANIEL W. BELL, UNDER SECRETARY OF
THE TREASURY; AND HON. JOHN L. SULLIVAN, ASSISTANT
SECRETARY OF THE TREASURY

Secretary MoraeNTHAU. Mr. Chairmen, I am here today to give
my support to the pending bill for inereasing the revenue of the
Government and raising the limit of the public debt to meet urgent
necds of national preparedness,

Since the memEers of this committee are thoroughly ac%uainted
with the fiseal situation, I will do no more than review it briefly.

The President in his ﬁudget message of January 3, 1940, estimated
that expenditures for the fiscal year 1941 would exceed normal
receipts by $2,876,000,000. He anticipated that recovery of excess
capital funds from Government corporations would yield $700,000,000
and he recommended that $460,000,000 additional taxes be impose(i
to cover emergency defense ‘expenditures, This left an estimated
deficit of $1,716,000,000 to be financed by borrowing.

Events since that time have made it urgently necessary to increase
expenditures for national preparcdness far beyond the amounts
included in the 1941 Budget. It is cstimated that, on the basis of
appropriation bills which have passed and those which are now pending
in Congress, expenditures for the fiscal year 1941 will exceed by
$4,350,000,000 the revenues so far provide({

The borrowing power remaining under the existing debt limit was,
on May 31, 1940, $1,950,000,000, and it is estimated that by June 30,
1940, the unused borrowing power will have shrunk to $1,700,000,000.

1



2 ' REVENUE AOT OF 1040

In the light of the proposed additional expenditures for national
preparedness, it is anticipated that, unless the Congress acts to relieve
the situation, the Treasury’s authority to borrow will be complotely
oxhausted by the end of January 1941 and the working balance of the
Treasury will be too low for safety. Such & situation calls for prompt
action by this Congress,

The Treasury working balance is now approximately $1,200,000,000.
It would be undesirable to permit it to fall much below this level.
Reduction of the balance would yield no significant saving in interest
cost. When viewed from the standpoint of the insurance and financial
security which a large Treasury balance affords, the intoerest cost of the
Treasury bills issued to maintain the balance is small—at curront
rates it amounts to only $130,000 & year. The maintenance of o
substantial balance is distinctly in the interests of economy and
finanoial strength because it gives to the Treasury the ﬂexibiﬁty in
the timing of the issue of securities desirable at all times and par-
ticularly needed in times such as these. .

The financing of the increase of Federal expenditures for national
preparedness réquires provision for additional taxes, or a decrease in
other expenditures, or an increase in the national debt beyond the
present statutory limit. In my judgment all three steps are required.

This bill provides for raising additional revenuo of $729,000,000 for
tlfle fiscal year 1941 and approximately $1,000,000,000 yearly there-
after,

The public is willing end ready to accopt the additional burdens
necessary to support adequate national defonse.

It is important not only to increase revenue with which to help
finance qur preparedness progmm, but also to cut expenditures wher-
ever feasible, However, 1 disapprove of random reductions in ap-
propriations which are likely to enforee premature curtailment of ex-
penditures for relief, retardation of the necessary exccution of public
works, or impairment of essentinl administrative services,

The onla,r%cd preparedness program will increase employment but
its effect will not be immediate, There will inevitably be a lag of
some months. To take men off work-relief rolls before the prepered-
ness program has its effect on employment would hamper rather than
help our purpose of mobilizing a great national effort to strengthen
our defonses, .

T am also ogposod to placing a disproportionate part of the cost of
our national-defense program upon Federal employees by reducing
their salaries, Along with the rest of the people of this country they
will make an increased tax contribution in accordance with their ability
to pay. The new taxes will apply equally to them as to other indi-
viduals. Many Government employees, too, are already making
extra contributions in the form of added hours of work without pay.

I strongly favor the passage of legislation to raise cmergency revenue
for purposes of national preparedness in the amounts provided in this
sil}l) as well as the provisions of the bill raising the limit of tho public

ebt. ,

Members of the Treasury staff are here and are prepared to discuss
technical details with you. :

Thank you. , . ]
The CrammmaN. Thank you very much, Mr, Secretary.
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Senator Byrp, I would like to ask Mr, Morgenthau what are the
estimated exK/clmditures for the fiscal year beginning July 1?

Se;,retm'y ORGENTHAU. Could Mr. Bell answer that, Mr. Chair-
man

The CuatrMan, All right, M-, Bell.

Mr. Buun, The estimated expenditures for the fiscal year 1941
are $10,000,000,000, and that includes contemplated expenditures
from all & propriation estimates which have recently been sub-
mitted to the Congress by the President, but it does not include the
$320,000,000 added yesterday by the House to the Army bill.

Senator Byrp. For the purpose of clarifieation, just let us take the
original Budget submitted in January. What additions do you osti-
mate, and for what purposes, to that figure of $8,400,000,000?

Mr. Brri. Do you want the details of the increase?

Senntor Byrp., Well, along general lines, how. much for national
defense, how much for additional relief, and so forth?

Mr. BeLt. $1,300,000,000 approximately for national defense and
about $300,000,000 additional for relief, I am assuming therc that
advantage might be taken, under the provisions of the relief bill, to
spond the billion dollars in 8 months.

Senator Byrp, In other words, you admit, then, that the total
expenditures will only be a billion dollars more then contemplated
in January?

Mr, BeLn, No, sir; they are about a billion six hundred million
dollars more than contemplated in the January budget for the fiscal

ear 1941,
y Senator Byrp. How much more do you intend to spend for the
national defense for the coming year than has been spent up to the
present, time?

Mr. Beun, $1,300,000,000 more in 1941 than was contemplated
last January when the Budget was submitted. $1,600,000,000 under
the heading of “Emergency”.

Senator %YRD. We saw announcsments in the newspapers of bil-
ions and billions for national defente. That is not going to be spent
this coming year?

Mr. Brrn, Not all of it. It will be under contract and will run
heavily the last 6 months of the fiscal year 1841, and heavier in the
first 8 months of fiscal year 1942,

Senator Byrp, You think thjs is a safe estimate of the total of
$10,000,000,000, in view of these continued n;:lpro%)riations for na-
tiona] defense that come to us practically every day

Mr, Bery, I think that is a }air estimate. Possibly the .irmy and
Navy people would give you ar estimate a little higher for national
defense expenditures, but wo tried to make it as fair as we could,
based on our previous experience with similar estimates.

Senator Byrp. This $1,600,000,000 additional for national defense
will be distributed approximately how? How much for the Navy
and how much for the Army? ‘

Mr, BrrL, Are you taltking about the whole 3 billion or the emer-
gency, Senator?

Senator Byrp. I am more interested in the emergency. If you
car&dgive both figures, very well.

r. BeLr, I think T will have to put that in the record. It will
take some little time to figure it out. '
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Senator Byrp, Givo us the total, then, of the two,
Mr. Bewrn T will have to figure that out too,
(The information roquested is us follows:)

National defense vstimated expenditures for fiscal year 1941
{In millony of dollurs)

War Dos | Navy De. ,
partmont | partmony | TolAl

On bosts of estimates incladed In 1041 Dudget ..ol 84 1,041 1,038
On basis of s(l‘lpl\‘lllt‘llllll estimatea contalned  the Prealdent’s

mexsapes of May 16 and June 3, )Mo. . ... . s M0 1,318

X £ U 1,040 1,001 3,2%

Senator Byrn  Assuming that tho total expoenditures are 10 billion
gn](li wo have an lucrense of taxation and the revenue will be 5%

illion~——

Mr. Beun, Tho revenue will bo $5,662,000,000. That is exclusive
of social-security taxes. .

Senator Byrp. That makes a deficit of 434 billion.

Mr. Buns, $4,349,000,000 net.

Senator Byrn. Then if this revenue bill is passed, the deficit will
be something about $3,000,000,000? . .

Mr. Brri, No, only $729,000,000 additional revenus is estimated
for the fiscal year 1941, leaving a deficit of about $3,600,000,000.

Senator Byrp. $500,000,000 will be obtained from a reduction of
exgondltures, aud that would reduce it to 2} billion? )

ir. BeLy. 1 do not think it would ﬁo quite that far. Four billion
three hundred million is the estimated deficit, takoe off $706,000,000
representing additional revenue to be received in 1941 under this bill
would give you a deficit of $3,600,000,000 and then take off $500,000,-
000 for savings would give you about $3,100,000,000.

Senator Byrp. $700,000,000 is increased taxes?

Mr. Beun., Yes.

Senator Byrp. Would it not be 1 billion increased taxes?

. Mr. BeLn. Not in 1941, Senator Byrd. Only about $700,000,000
in 1941. The billion dollars is based on the full year's receipts.

Senator Byro, Four billion three hundred million and $700,000,000
from that would be $3,600,000,000.

Mr. BeLL. That is right.

Senator Jounson: That is $729,000,000.

Senator Byrp. The deficit, then, would be approximately 3 billion
in the event the expenditures were reduced $500,000,000.

Mr. BeLL. That is right.

Senator BarkLEY. When you speak of the additional $300,000,000
for relief, based on the expenditure of this billion in the bill now
under consideration within 8 months, you take into consideration that
in the Budget in January, as I recall, the total expenditure appro-
priated for relief for the 12 months’ period was a billion?

Mr. BewL. That is right, approximately a billion.

Senator Barkley: A little more than a billion. So that if the billion
we are appropriating is expended in 8 months and the Congress would
appropriate for the remaining 4 months at the same rate, it would take
more than $300,000,000 to make up that difference, would it not?
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Mr. By, Tt would on that basis, but the 8 months practically
takes you through tho whole winter and we have oestimated that it
would be less in the last 4 months than it would be in the previous
4 months,

Senntor Bargney, So that your estimate is that $300,000,000
would cover it for the last 4 months of the fiscal yoar?

Mr, BeLn, Yes, sir; and again T am assuming that the national-
defense exponditures will be heavy in those last 4 months, much
henvier than in the provious 8 months,

Senator Bauxkuky. Are you assuming elso that there will be some
lessoning of unemployment due to the inerensed Budgoet expenditures
for national defenso?

Mr. Bunn, T think that the $300,000,000 takes that into consider-
-ation,

Senator Kina, There are so many uncertain factors, are there not,
that it is impossiblo to predict with any degree of certainty just what
the deficit will be and what the exponditures will be for national
defense and relief and for other purposes?

Mr. Binn, Wo have made our estimates on the busis of the sub-
missions by the President to Congress up-to-date, and the best we
can do is estimato them; yes, sir.

Sonator BankLry. One other question I overlooked,

In your estimate of the amount to be actually spent during the
fisenl yoar 1941, you stated that much more than that would be con-
tracted for, obligations entered into. If the contract should be more
speodily exocutod than is now estimated, the amount of actual ex-
penditures in the fiscal yoar would correspondingly increase, would it?

Mr, Brry, That is right; ves, sir, :

Senator Georar. Mr, Bell, may I ask this: You do not contem-
})lnto by this bill, as passed by the House, the raising of the debt limit
or ordinary expenditures, do you?

; Mr. Brun, No, sir; the $4,000,000,000 increase is for national de-
enso,
) ?om%tor Grorce. So that the debt limit will remain as now fixed
in law

Mr. Brri. $45,000,000,000.

Senator Georar. Approximately $45,000,000,0007

Mr. BeLL., Exactly $45,000,000,000; it is fixed at not to exceed
$45,000,000,000 face amount of obligations outstanding at any one
time.

Senator Grorar. Well, I understand, but we had quite a discussion
here before as to whether or not it wasn’t something above that—but
$45,000,000,000. So that you are proposing to increase the debt
limit by $4,000,000,000, but that increase is exclusively for the purpose
of financing national defense?

Mr. Beun. Yos, sir; that is right.

Senator Grorae. And could not be used for the financing of any
of the ordinary expenditures of Government?

Mr. Berw. No, sir. .

Senator GEorce. That is correct, is it?

Mr. BeLr. Yes, sir; that is correct.

Senator Kine. Pardon me, will the expenditures be so labeled that
you can allocate to the $45,000,000,000 certain expenditures and
allocate to a catogory above that the expenditures for national defense?
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Mr, Brru, In our financial statomonts wo do clussify expenditures
in such a way that wo can tell what goes for national dofense.  What
will happon is this, wo probably will meot the first expenditures for
national defense out of the general fund, and then we will have to
roimburso tho general fund from the proceeds of nntional defense notes
sold under this authority. 1 don’t think you can tie them in duy by
day exactly, and for that renson wo will have to have some flexibility.

nator Grorcr. That is contemplated here?

Mr. Beru, Yeos,

Senator Crark. How do you define national defense, Mr, Bell?
We have overy sort of schome under the carth that cones under that.
What is the Trosury definition of ‘“national defense’’?

Mur. Burn, Wo classify all of our exponditures on the basis of sym-
bols allotted to various disbursing o}ﬁcm‘s and there is n sories of
symbols allotted to disbursements under the War and Navy,

Senator Crark. In other words, you limit national-defonse expend-
itures to expenditures by the War and Navy Departments?

Mr. Brn, Yes.

Senator Cranrk. Ior instance, we have got a lot of schemes in hore
for building roads and setting up civilion airports and the IFlorida
Canal, and ncarly everything you can think of, proposed under the
guiso of nationnl defense, You don’t so classify those things as
national defense in keeping vour accounts?

Mr. Benl, Not at the present time.

Senator VanpENBERG, Do you include in the 4,000,000,000 that
portion of the Budget which heretofore has ordinarvily maintained the
Army and the Navy?

Mr, Benn, Yes, sir; tyhey are national-defense expenditures.

Senator VANDENBERG. So you take the entire Army and Navy
expense, a portion of which has been herotofore & part of the regular
Budget, over into your special budget? :

Mr. Beun, That part which is applicable to the military branch of
the War and Navy, I don’t mean flood control and rivers and har-
bors—that is another classification,

Senator VANDENBERG. After you have done that, leaving your debt
limit of $45,000,000,000 in respect to what you would call the non-
defense expenditures, how long will it take you to reach the
$45,000,000,000 in this other category?

Mr. BeLr. You mean on the present basis?

Senator VanpeNBERG. Present and prospective.

Mr. BerL. The present Budget estimates that I just gave you—I
don’t know that I quite understand your question, Senator Vanden-
berg. You mean assuming that we use the $4,000,000,000 for financ-
in%nat.ional-defense expenditures? .

enator VANDENBERG. Yes; I want to know where we stand
entirely aside from national defense in respect to your program?

Mr. Bern, If we use the $4,000,000,000 during 1941 to finence
national-defense expenditures, we will end the fiscal year 1941 with
approximately $3,100,000,000 of borrowing power under the
$45,000,000,000 limitation,

Senator VanpeNsera. That is the figure T wanted.

What happens under this program, et us say, in 1942? Suppose
we have onother big additional defense program in 1942, is it con-
templated that that in turn is to be set aside in this special budget?
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Mr, Beuu, Well, we can oporate under the $4,000,000,000 until it
is exhausted, and when that 18 exhausted Congress will have to takeo
some other action, cither incroasing that special debt limit or providing
additional taxes.

Senator VANpENBERG. Of course, this $4,000,000,000 contemplates
a l-year scrios of appropriations, Obviously there will be other
approi)rintimm during tho 5-yoars in which these bonds are to bo
retired, and what I am trying to find out is whether, under your
scheme, if we have to have additional ugpropriat.ions in the following
fiscal year, we must then find some ndditional new taxes to allocate
to these special bonds for that purpose?

Mr. Bern, We must find somo means of financing those additional
appropriations, cither through public dobt issues or additional toxes.

Senator Vanpennerc, T am afraid I don’t make mysclf clesr.
You are setting up a financial program which runs over a pervied
of 5 years to pay for & 1-yoar scries of appropriations, is thot correct?

Mr. Bouu, Well, that is approximately correct, we contemplate
about $3,250,000,000 in national defense notes during the fiscal yoar
1941 out of tho $4,000,000,000, It may be larger than that, as
Scnator Barkley has suggested, if the program is speeded up, but
whenover the $4,000,000,000 is exhausted, then some other means,
will have to be provided, and the taxes levied under Title II of this
bill, will be set aside to retire whatever is issued under that $4,000,~
000,000 limitation, and will bo available for nothing else.

Senator VannuNnura. So long as you are running on a deficit basis
in the general operations of the Government, isn’t it more or less of &
fiction tro talk about any special allocation of taxes.to any special
purpose!

Mr. Brr. 1 think sctting nside special funds and earmarking them
like this, is nothing more than a restriction on the Treasury, but we
are used to operating under restrictions, and I take it that that is what
Congress wants, and we can operate under it.

Senator VANDENBERG. It i8 just & matter of comfortable book-
keepingﬁ? '

Mr. BeLi. It would be easier for us if the restrictions weren't there,
Senator. I wouldn’t say it was ‘comfortable bookkeeping.”

i .ISonutor VanpenBERG. I would like to ask the Secretary a question,
may.

In conncetion with this bond program, do you know of any plan
to end a free market in tho purchase and sale of United States bonds,
any }plgm either in the Troasury or in tl:e Federal Reserve System,
which is being developed for the purpose of concentrating the purchase
and sale of United States bonds in the Reserve banks so that the free
market is terminated? :

Secretary MorarrrHAU, That is a new one to me.

Senator Vanpunsrra. You know nothing about i?

. Secretary MoRGENTHAU, It is the first time I have ever heard about
it, but that doesn’t mean that somebody may not be working at it, but
not in the Treasury, -

. Senator VanoeNBEaRa, I realize that there is a limitation upon your
information as well as mine.

[Laughter.]

Senator Townsenp. May I ask a question?
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Tho Secrotary said in his statoment that on June 30 the borrowing
powor will have shrunk to $1,700,000,000?

Mr, BerL, Yes, sir.

Sonator TownseNp, Now your estimate is that our income will be
$10,000,000,000?

Mr. Beru, No; our expeaditures will be $10,000,000,000,

Senator TownseNp. And our income will be $5,660,000,000, which
will leave & deficit of approximately $4,350,000,000, and with the extra
taxes of $729,000,000, we will still have a deficit of $3,5621,000,000.
How are you going to financo that deficit on $1,700,000,000?

Mr. Berr. That is what this bill is for.

Sonator VANDENBERG. No; this bill contemplates-—the money that
this bill contomplates is to be spent for war materials,

Mr. Benn, You realize that the $4,350,000,000 deficit includes
$3,250,000,000 of national defense expenditures, so your deficit on the
otlier nccount is only $1,100,000,000.

Sonator VanpeNumna., Then you figure you will have $600,000,000
left nt the end of this year, of your Eon‘owing power, is that right?

Mr. Beur. It works out about $1,100,000,000, Senator Vandenberg,
because we are assuming in our estimatos that wo are going to get
back from the Governmental corporations and credit ngencies the
$700,000,000 capitsl funds referred to in the President's Budget
messago of last January, .

Senator BarkLEy. Let mo ask you, Mr, Bell, tho Sceretary in his
statement said that if nothing is done in the way of raising revenues
or incrensing the dobt limit, the borrowing power of the Treasury will
expire, will bo. exhausted, next Fobruary. = Now, assuming that the
entiro $4,000,000,000 of increase in the debt limit be devoted to the
new roguirements for national defense, and assuming that for ordinary
gurposes the borrowing power would be exhausted the first of next
‘obruary, ond inasmuch as the original recommendation was for
an increase of $3,000,000,000 in the debt limit, and the House has
mado it $4,000,000,000, why wouldn’t it be wise to make it $5,000,-
000,000 while we are at it, so that when the borrowing power of tho
Treasury next February has been exhausted for ordinary purposes
they will at least have $1,000,000,000 more of a borrowing backlog.
What is your reaction to that?

Mr. BecL. You are talking about increasing it from $45,000,000,000
to $46,000,000,0007

Senator BARKLEY. I am talking about increasing it from $45,000.-
000,000 to $50,000,000,000. You are increasing it here to $49,000,-
000,000, 4 billion of which is for defense purposcs, and if you run out
of borrowing power next February for ordinary purposes you will
either have to quit borrowing or we will have to raise your limit then,
Why not do it now?

Senator VANDERBERG. The scheme isn’t quite as frank as you
present.

Senator Barkrey. I am trying to loolk as Magnus Johnson said
about agriculture, ‘“Take the bull by the tail and leok the future
straight in the face.” [Laughter.]

Senator VANDENBERG. That is exactly what you have done. Now
we are gotting down to business. P'Jaughter.;

The CrairmaN. Are there any other questions?
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Senator BankLey. 1 would like to get an answer to that one. I
mean, if we are going to_run out of borrowing power for ordinary
purposes the 1st of next February, why not face it frankly now, and
at least increase the borrowing power another $1,000,000,000 to take
care of that situation?

Mz, Bewn, | would like to answer it this way, Senator. Firat, that
it is entircly a matter for Congress to net upon, but we will have
enough borrowing authority under the $45,000,000,000 limitation if
you give us this $4,000,000,000 for national-defense obligations, to get
through the fiscal year 1941,

Scenator Barkrey, That will take you up to July 1?

Mur. Benn, July 1 of next year.

If we have another sizeable deficit in 1942, and I don’t think we cam
forotell the future, we cortainly will have to have an increase in the
regular debt limit at that time.

Senator Vanpennera. What would be the difference between o
straight inerense of the dobt limit to $49,000,000,000, or in pursuing
this detour?

Mr. Bert, The net effect would be the same, and it would give the
Treasury more flexibility if you would make it a straight increase to
$49,000.000,000,

Senator Jounson, In this bill, in increasing the debt limit, you not
only increase the debt limit but you set up a sinking fund to retire that
extra debt limit?

Mr. BeLr. That is right. .

Senator JonnsoN. Then it is not the same, there is no sinking fund
for retiring the regular debt limit.

Mr. BeLn. There is a sinking fund, Senator, for the reguler debt,
but of course as long as you run a deficit in excess of the annual sinking
fund, then it does not decrease the debt.

Scnator Jounson, But this sinking fund would be positive?

Mr. BeuL. That is right, there is a special carmarking of funds for
this particular purpose here, and there is that difference.

Scnator Byrp. The statutory debt payments have been set aside
for some time?

Mr. Berr., They have been accumulated and now amount to about
$2,200,000,000.

Senator VANDENBERG. In transferring the regular expense of the
Army and Navy cstablishment in the regular Budget to your special
budget, what is the amount of that transfer, do you have that figure?
In other words, what have you taken out of the regular Budget and
put into this special budsj;et‘;y

Mr. B, We haven’t set up two budgets, but we will regard ap-
proximately $3,250,000,000 of expenditures in 1941 as coming under
the $4,000,000,000 limitation. There are not two budgets.

Senator Vanpenpera. I don’t think I have made my question clear.
We had items in the regular Budget for the maintenance and appro-
priations of the Regular Army and Navy. You have now teken those
out of the regular Budget and put them into your calculations, or
whatever you want to eall them, under this special fund. That is
correct, isn't it? .

Mr. BoLu, Yes.

Senator VANDENBERG. Now what is that item?
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Mr. BxLy, There was $1,635,000,000 in the Budgot as it was sub-
mitted to you last January, representing the regular annual expendi-
tures for national defense but there was set out in that Budget, as
you recall, supplemental items which were labeled ‘“‘emergency
national defense expenditures,”” in the amount of $300,000,000.
This made total national defense expenditures in the January Budget
of $1,935,000,000. Since that time the Prosident has submitted two
messages, one on May 16 and one on May 31, under which wo estimate
if those appropriations are made there will be spent $1,316,000,000, or
a total of gl,615,0()0,000 in 1941 as cmergency expenditures for national
dofense or total national-defense exi)emlitm'es of $3,260,000,000,

Senator Byrp. Mr. Bell, I would like to esk this. As I understand
the proposition we have two bookkeeping systems, two budgets and
two doficits. Now what will be the deficit in the operating expenses
of tho Government; in other words, how much would be the deficit
next yoear after eliminating tho expenditures for national defense in
that particular budget or particular branch of the Treasury, or what-
ever you might call it?

Mzr. BeLe. I don’t admit that we are going to have two budgets,
and I don’t admit that we are going to have two bookkeeping systems,
nor two deficits. .

Senator Byrp. You certainly are going to have two deficits, are
you not?

Mr. BeLn. No, sir; one deficit, but of the deficit amounting to
$4,349,000,000—$3,260,000,000 of it will represent expenditures on
account of national de ense, and $1,009,000,000 of it will represent
all other Government departments and agencies,

Senator Byrp. But you are recognizing national defense as a
soparate expenditure, separated from the other exgenditures, because
you are authorizing an increase in the debt only to be used for national
defense. Now that being the case, what will be the deficit in the oper-
ating expenses of the Government, eliminating the national-defense
expenditures?

.Mr, BerL. $1,099,000,000. )

Senator Byrp. And what will be the deficit in the national defense?

Mr. BeLL. $3,250,000,000.

Senator BYrp. So we have got deficits in both branches; we are not
collecting enough money to pay the operating expense?

Mr. BeLr. There will not be two deficits, Senator Byrd, there will
be one Budget and one deficit.

Senator Byrp. I know there is only one Treasury to pay this all out
of, but you have got two systems of bookkeeping, one is for national
defense, which you are segregating and separating.from the ordinary
expenses of the Government, and the other is for the other expenses,
and all I want to know is, what is the aggregate of the two deficits?
Is it true that we are not now collecting enough revenue to pay the
ordinary expenses of Government, eliminating the national-defense
.expenditures? o :

r. BeLL: Thatis right, %y $1,000,000,000.

Senator ConnaLLy. Mr. Bell, may I ask you a question?

All this money that is owed i>y the Government, it is all Treasury
obligations? ‘

r. BeuL: Yes, sir., : :
Senator ConnaLLy, They are all for national purposes?
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Mr, Buun, Yes, sir,

Seq?utor ConnNaLLy. All the taxes you collect are Government
taxes

Mr, Brrn, Yes.

Senator ConNaLLy. What difference doos it make which pocket
you put it in, why shouldn’t we go ahead and raise this debt limit and
put on all the taxes the people will stand, and let the bookkeeping take
care of itself? Isn’t it a restriction on your freedom to try to create
artificially & littlo pocket over here that you are going to put certain
taxesin? I don’tsee any senseinit. Itis all Government money and
Governmeut obligations, every dollar we get in is Government taxes;
why shouldn’t we proceed that way? I amn for your program. I am

oing to vote for it, but 1 don’t see any sense in having a “now you see
it and now you don’t’”’ system, Let’s put it on and treat it like we
have always treated it.

Mr. Bewn, It is a restriction on us, Senator Connelly, as now
proposed.

Senator CoNNaLLy. Isn’t any Government or any business that
self-imposes a restriction on its own freedom hurtful in the long run?

Senater Kinag. I think if we had more restrictions it might be wise
in some wwters.

Mr, BeLl. We are used to operating under restrictions.

Senator ConnaLLy. You don’t like them, do you?

Mr. BerL. No, we don’t like them, but——

Senator Byrp. This was a suggestion of the Treasury Defarbment.

Mr. BeLL. It was an arrangement worked out with the leaders of
the House and the Senate.

Senator Crark. This thing you suggest has one great outstanding
metit of showing conclusively iow far short we are of raising money
b{ taxation to pay the ordinary expenses of the Government, oxclusive
of national defense.

Mr. Brnn, 1t separates it to that extent.

Senator CLARK. A man can tell we are falling far short of paying
the ordinary expenses of Government, leaving entirely aside anything
chargeable to national defense?

Mr. BeLn, It shows that; yes, sir.

Senator VanpenpErG. Well, the Secerctary’s statement says that
wo are raising the public debt to meet urgent neods of national pre-
parcdness.  You would have had to raise the limit of the public debt
anyway, without regard to national prei)arednoss?

r. BeLL. In due course, but not right away.

Senator VANDENBERG. Well, in due course would have been 12
months, wouldn’t it?

Mr. BeLL. Yes, sir; unless tho next Congress raised taxes to meet
the over-all expoenditures of the Government.

Senator Kine. Where do you draw the line between the ordinary
expenses for the Army and the Navy, which are, of course, military
expenses, and expenses for the maintenance of the peace of our
country, and the expenses which you say are to be incurred by reason
of national dofense; where do the ordinary expenses for military and
naval affairs end, and where do national-defense expenses begin, under
your program here?

Mr. Beun, We take all the expenditures for military l)urposes
made by the Army and Navy and classify them as national-defense
expenditures.
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Senator Kina, Then cach year wo have boen apending, for several
Yyears, more than $1,000,000,000 for the Army and Navy, and now,
mstoad of treating those us ordinary expenses, as wo have been doing,
you transfer thom over to national defense?

Mr, B, They have always been lnbeled “national defense,”

\ Su;mtor Kinag, But thoy wero tho ovrdinary expenses, woeren’t
they

Mr, Burs, Yes, siv; they woere, and thoy aro still under the caption
of “Ordinary expenses.” Wa don’t elassify exponditures as“ordinary
oxpenditures” and “oxtraordinary expenditures,”  They have always
been olagsifiod as “national defense” and under this bill you are merely
going to provide o means of finaneing national-defense exponditures
sepurate and distinet from the expenditures of other dopartments
and agoncies,

Senator Kina., But in a sense you are minimizing the expenses of
the Government, or at least for national defense, or rather you aro
minimizinﬁ the ordinary expenses which wo would havo for the Army
and Navy by transforring them over to the national defense and labol-
ing them “Nationnl defonse,” and including them in the taxes which
are to be raised, and in the extension of the bond limit?

Mr. Butn, They have always been labeled “National defense”,
and our financinl statements, have sot out very elearly what they are.

Senntor Krna, Well, when you have submitted your budget at
the beginning of ecach year during the past 4 or 5 or 6 years, you
have had so mueh for the Army and so much for the Navy, Those
were ordinary expenses, weren’t they?

Mr, Beni. Yos; they are regular expenditures, if that is what you
want to call them,

Senator Kina, Now they are irvegular in the sense that you are
transferring them to national defensoe?

Mr, Bern, 1 wouldn’t eall them itregular,

Senator Byrp. The Budget itself denominates them as ordinary
MY(‘HSOS up to this time,

would like to ask this question: At the end of the year, after you
have spent $3,250,000,000, or whatever it is, for national defense, you
would have practically exhausted this additional $4,000,000,000 of
borrowing power, and you have dedicated $1,000,000,000 worth of
taxes to that for 4 years?

Mr, BeLL. Five years, as I understand,

Senator Byrn, What has the Treasury in mind, what are the other
taxes it will dedicate for an additional $4,000,000,000 for nxtional de-
fense at the end of this year? .

Mr. Biri, It is a matter for the Congress to determine when it
appropriates the money next year.

Senator Byrp. In other words, we must look forward to another
dedication and still have an unbalanced Budget over that period for
the ordinary expenses of the Government?

Mr. BeLL. That I can’t answer at this time.

Senator Byrp. You are establishing the principle that all national
defense expenditures should have de icates taxes that are collected
over a period of 5 years, but the money is spent in 1 year. Suppose
you continue that for 4 or 5 years, it will be a terrific accumulation of
dedicated taxes? :

Mr. Bevn, I am afraid it will if it goes on at the rate of $3,000,~
000,000 a year.
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Sonator Byrp, What is the necessity of doing that? I can’t seo
any reason for separnting theso,  Why separate two systoms of book-
kooping, why confuse the pooplo by sopnrating that? I agree with
Senator Connally that 1 don't desire to put any restrictions on the
CUovernmont, but 1 want to see the utmost cconomy in the ordinary
oxpenses, and let us moet these defense expenditures without restric-
ions,

Senator Gronar, May [ suggest to the Senators from Virginia and
Poxay that the people of this country might not be willing to increase
the debt limit for ovrdinary expenses of the Govamment, but they
might be willing to inereass them very rapidly for national defense,

Senwtor Bynn, I they are not, willing to do it, let them re duee the
expenditures, or raine taxes, they have got to be met one way or the
other. 1t is all the same debt limiy, it is all the same obligation upon
the United States Government,

Senator Urorar., The Seerctary makes this statemont:

T'his bl provides for raising additional revenue of $729,000,000 for the fisenl
year 1941 and approximately $1,000,000,000 yearly therenfter,

How much of that amount of $729,000,000 is raised from other than
excise taxes?

Secrotnry Mongentiav, Senator George, would it be agreeable if
Mr, Sullivan would give an answer to that question?

Senator Grorae, Surely.

Mr. SunLivan, Of that sum-—3%185,000,000 would be raised from
corporution and individual income taxes,

Senetor Grorogr, $185,000,000?

Mr. Surnnivan. Yes; that would also include o minor item of
$3,0006,000 on cigarette papers and tubes,

Senator Gronar, So that all we get out of this hill is $185,000,000
that you wouldn’t get out of the mere increnses made in the bill on’'the
excige taxes?

Mr, Suntivan, No; that is not strictly true, Senator. The
$185,000,000 is tho permanent increases in the rates, In addition to
that, thore is a supertax of 10 percent imposed on corporation and
individual income taxes, capital stock and excess-profits taxes, estate
tuxes and gift taxes. That list is as follows:

An increase of $62,000,000 for corporation income taxes, the super-
tax; $74,000,000 for the supertax on individual income taxes; $11,900,-
000 for the increase or supertax on capital stock and excess profits

. taxes; $2,500,000, the supertax on the estate taxes; and $1,500,000,
the supertax on gift taxes.

Senatcr Georar, Well now, otherwise you would get two instal-
mont,e}?, you estimate March 15 and June 15, under this bill on those
taxes

Mr. Sunrivan, That is right, sir.

Senator Georak, So that if we passed a tax bill by March 15 of
next vear, providing these or additional taxes, we would reallv lnca
nothing except the special excise taxes?

Mzr. Suruivan. Yes; that is correct. :

Senator Grorae. So that if. we dealt with the excise taxes only at
the present time, and remained in session, or went on immediately
into the consideration of the tax bill, realistically, we would have lost
nothing at all, would we?

241705--40——2
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Mr. Surrivan. Well, you would have lost the increase in estate
taxes which becomes effective on the passage of the bill; you would
have lost the incrense on gift taxes, which becomes effective on the
passage of the bill; you would also have lost the increase in the capital
stockhand excess profits taxes, for which returns will be made next
month,

Senator GEorar, They become effective from the passage of the
bill, that increase will become effective? .

Mr. SurLivan. I think the return is made July 30, sir.

Senator TownsEND., What would that amount to?

Mr, Surnivan. On the capital stock and excess-profits taxes, sir,
the increase is estimated at $11,900,000.

Senator Kina. The greater part of the increase, then, that you
expect to derive from this bill flows from excise texes upon many of
the commodities of life?

Mr. SurLivan, Well, estimating o full year’s return, sir, under the
pending bill we would expect additional revenue of $1,003,000,000.
Of this amount $325,000,000 would come from the permanent in-
creases in the corporate and individual income taxes, and in addition
to that, the supertaxes on the corporations would be $135,000,000;
the supertax on the individual income taxes would be $123,000,000;
on the capital stock and excess-profits taxes, $12,300,000; the estate
taxes, $29,000,000; and the gift taxes, $3,000,000.

Senator Kinag. Do any of these taxes im¥osed by this bill expire
at the end of 5 years, or are they continuous

Mr. Surnivan. The super tax that is imposed does expirein 5 years,

Senator Kinag, But all these excise taxes continue?

Mr. SurLLivan. No, the excise taxes were to have ended in a year,
.and because a supertax has been imposed upon them for 5 years, it
was necessary to continue their operation for 4 years beyond the
present expiration date, next June.

Senator King. Do you earmark the taxes that are derived from
exicises and from these various sources of income, so that in the
event that we should revise our entire tax hill a year from now, or
2 years from now, we would be inhibited from inveding the fields
that are covered by this bill, or would we not be compelled in a general
tax bill to tax those sources of income which today are practically,
under this bill, theoretically, at least, earmarked?

Mzr, Surrivan. I have not yet foreseen any restrictions that would be
placed upon you, Senator. You must realize that we do not earmark
those taxes that are imposed by Title I, and for this reason: In that °
Title the exemptions, the personal exemptions are lowered and the
rates, the surtax cates, are increased. To take any one return and
to find out how much additional revenue we derive from that particular
return because the personal exemptions have been reduced and the
surtax rate has been mcreased, would involve at least as much work as
anditing the return in itself.

Senator GEoreE. Don’t you think it would be a disadvantage in
the sale of a bond, and would create some felling among the people
that there was a discrimination, if some bonds have earmarked taxes
for their payment, and others do not? If you do earmark various
sources of income, and say that the income derived from those sources
shall be limited to the payment of bonds which are issued now under
this bill, don’t you think that that would be a disadvantage?
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Mr. SurLivan. I would prefer to defer on that question to Mr. Bell,

Senator GeorGE, Well, it seems to me, if I may say so—and I
won't state it in an interrogative form—that if we 1mpose taxes and
earmark taxes, say, so much on tobacco, so much on liquor, that is
earmarked for 5 years to pay this indebtedness, then we have a general
tax bill next year, and we want to increase taxes materially, two or
three or four billions, as we may have to, it would seem to me that if
you earmark certain sources of revenue to meet the bonds that we
now issue, you would be met with a moral obligation to relieve those
commodities of taxes in the future.

Mr. Surtivan. That might be so, sir; there would be less revenue
out of which to discharge the obligations, the other obligations.

Senator Byrp. You think there is a moral obligation to continue
these particular taxes for 5 years to amortize these particular bonds?

Mr, SurLivan, If these bonds were issued with that understand-
ing, I should think these might be moral obligations to raise sufficient
taxes to retire these securities, but not necessarily by these specific
taxes.

Senator Byrp. Will they be issued, that is what the public has
been told, will they be issued with that legal understanding?

Mr. Surnivan. I understand that from the statements made in
the hearings, that the public would be justified in believing that the
were to be issued that way, and I believe they would be issued wibl‘;
that understandin%‘.

Senator Byrp. That is, these taxes would be frozen, if not legally
at least morally, so that they could not be disturbed by Congress?

Mr. Surrivan. The total might be fixed.

Senator ConnNaLLY. They could be disturbed by an increase?

Mr. SurLivaNn. Yes. .

Senator Byrp. Suppose you increase them to the point of diminish-
{)ng dre;urns, then the revenue wouldn't be forthcoming to pay the

onds

Mr. SurLnivan. That is a problem we always face.

Senator VANDENBERG. When have we earmarked special sources of
revenus for special bond payments before?

Mr. BeLy. Senator Vandenberg, we have earmarked all of the
principal repayments coming in from foreign governments on account
of cash advances made to them during the World War, and we applied
the amounts so received to the retirement of our public debt, as a part
of the 9-billion-dollar reduction that was made between 1920 and 1929.

Senator VANDENBERG. You are not talking about an earmarking
which goes against the public debt as & whole, are you?

Mr. BerL. That is right.

Senator VANDENBERG. I am usking drou when, if ever, we have
taken a portion of the public debt and given it a special revenue;
that is a sort of & South American system, as I view it. [Laughter.]

Mr. BerL, I don't recall that we have ever earmarked taxes for any
special part of the public debt.

Senator King. Didn’t we earmark somoe of the taxes levied in 1917
or 1918 on corporation incom’e for public debt, to meet public debt?

Mr. Berr, There was some earmarking of revenue in 1917, Senator

g. '
Senator Kina. That is my recolleotion.
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‘Mr, Bern, But I am not sure——

Senator Herrivg. That is a common practice among tho States
and always has been—that isn’t a South American practice, that is a
practice of the American States.

Senator VANDENBERG. It is also a South American practice.

Senator Herring. I hope they have learned it from us,

Mr. Bern. I am informed that the act earmarking tax receipts
passed in the spring of 1917, was repealed in the fall of 1917, and was
never in operation. .

Senator VANDENBERG. 1 didn’t hear an answer to the question
which I thought Senator King submitted, as to whether or not the
allocation of special revenues to special bonds would affect adversely
the value of other bonds in the public eyo?

Mr, Bery. Idon’t think it will, Senator Vandenberg; in my opinion,
these obligations will be issued on the full faith and credit of the
United States Government, and will be sold on that basis. In that
resl)ect thely will be no different from all other public debt issues. I
feel the holders will look to the United States Government, and to it
onlsy, for their payment.

enator Lia FoLLerrs. In other words, if I understand your answer
correotly, Mr. Bell, you don’t think that the special arrangements
which are set up here for this series of 5-year defense bonds, will have
anything to do with making them more attractive to American
purchasers?

Mr, Beuw, I think they may be more attractive only because they
are short-term obligations.

Senator La FoLuerre. No; I meant because you are setting aside,
you are dedicating 5 years of taxes to their retirement, and do you
think that will have any effect on their sale?

Mr. BrLL. No; I don’t think so; I think they will be sold on the
faith and credit of our Government and that is what the investor is
interested in.

Senator LA FouLErTE. The reason I ask that is that you may be
confronted with a situation here in the next session of Congress where
you will have to issue more bonds of this same type, and assume now
for the sake of argument, that it might be difficult to find additiona
taxes to set up the same type of scheme that you have got in this bill,
for the retirement of this particular set of bonds; do you think an
alteration in that policy would adversely affect the snle of bonds?

Secretary MoraeNTHAU. There have been a number of questions
here, and 1f I may I shall try to answer them, stat,inF, if 1 may, the
position of the administration on this program, and how we arrived
at 1t. ‘

The CuarrMaN. Go ahead, Mr. Secretary. .

Secretary MoraeNTHAU. After all, I believe that every member of
this committee has voted, as far as I know, for this national defense
program, and the Secretary ef the Treasury is faced with the problem
of financing this program. It was perfectly obvious that we had to
incrense the debt limit, and we ought to increase the taxes and make
all strata of American society contribute toward meeting these ex-

enditures, and make them conscious of the fact that we are entering
into this very tremendous program of national defense. -

Now there are a number of ways of doing it, and .1 have learned,
after 7 years here, that you arrive at decisions through compromise.

- sn e st
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Now the easiest way, I take it, would have been to increase the
debt limit from $45,000,000,000 to $50,000,000,000, but I don’t
think 1 am disclosing any secret when 1 say that I was led to believe
that the increasing of the debt limit from $45,000,000,000 to
$50,000,000,000 would have been a rather difficult procedure.

At the same time, if I had asked 3 weeks ago for an increase of
$1,000,000,000 in taxes, I think I would have been laughed out of
Washington.

Senator Kinag, I would have commended you.

Secretary MoraeNTHAU. Well, you would have been among the
minority, Senator King.

The fact remains that we have got this serious situation. Congress,
if I may say so, has acted magnificently in this emergency anﬁ has
certainly gone as far as anybody could expect, or ask them to, as
far as npé)mprmtir'g the morey needed for the Army and Navy. 1
belieyegl you don’t mind my saying, that they have done a magnifi-
cent job.

Now the job falls on me to keep the Goverrment’s credit sound,
and in consultation with the leaders of the Senate and the Houss,
correctly of the party to which I belong, we arrived at this program
which we felt would be acceptable to Congress and very acceptable
to the people of the United States.

Now I don’t say it is the best program in the world, but I do sa
it accomplishes the thing which is of the utmost importance at this

_time, and that is to finance this national defense program. .

Senator VANDENBERG. Does it keep the Government solvent, Mr.
Secretary? .

Secretary MorgeNTHAU. I believe it will, Senator. As I say, I
don’t beliove it is the best program in the world, but it is the best that
wo in the Treasury were able to arrange, with advice and counsel of
the gentlemen from the Senate and from the House.

Now, that is an honest statement, and I trust a very frank state-
ment. There may be better plans but this is the best one under
these very difficult times that we have been able to work out.

Senator BYrp, Mr. Secretary, is it your opinion that we are under
a moral obligation not to reduce any of these taxes that are dedicated
for national defense for 5 years in advance?

Secretary MorRGENTHAU. Senator Byrd, I believe that myself or
my successor is obligated to raise $800,000,000 to retire these bonds
each year over the next 5 years.

Senator Byrp. I mean, do you have to raise it in the particular way °
devised in this bill? Of course, you have got to raise money soonoer or
later to pay the deficit in ordinary expenses.

Secretary MoraeNTHAU. I would say that myself or my successor,
unless it is written in the bill otherwise, is obligated to raise $800,-
000,000 a year.

Senator Byrp. You know, at the end of this year, we are going to
spend still more money for national defense; this is just the beginning,
wo are told that this national defense is going to cost $20,000,000,000
before it is completed. ‘

Socretary MoraeNTHAU. I it does we will have to .think up
methods to finance such a pro‘grn.m and we will have to go further
than this bill contemplates. If you are correct that we are going to

. spend $20,000,000,000, and I don’t know, because 6 weeks ago no one
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thought of going this far—but what I am saying is, if we have to
raise $20,000,000,000, then we are going to have to go to tax methods
a great deal more severe than are incorporated here,
nator Bynp., Iam not in any way trying to hamper you or restrict
ou, but I want to know whother Congress is at liberty, in your
judgment, under moral obligations that some may think it has, to
reduce or change this particular schedule of taxation which is dedicated
for 5 years for the payment of this national-defense item which will
be spent in 1 year?

Secrotary Monauntnau, What I feel is this, that if this bill
passes in 1ts present form, the Secretary of the Treasury will sell
$4,000,000,000 worth of these notes to the public, and that the public
has tho right to expect that $800,000,000 a year will be raised and
set aside In a special fund to retire them over the 8-year period,
) S_en;wtor Byrp. Youdon't think it will be confined to these particular
evies

Secretary MoroENTHAU. I wouldn'’t so interpret that.

Senator Byrp. When you have them increased a year from now,
when you have to issue $4,000,000,000 more of national defonse
bonds, thon you would have another set of dedicated taxes, is that
trua?  Js that your plan? We may as well view the situation as o
whole. It is cortainly going to cost $10,000,000,000 for national
defense, because the American people are going to demand a greater
national defense, rogardless of the outcome of the Europecan war,

than. we have had in the past. So why not look forward to the.

future as well as to the {:resont,? Thers 18 only a certain amount of
taxes that wo can raise by imposing a horizontal increase of 10 por-
cent, which is not the scientific way to do it, and we all realize that.

Secretary MoraenTHAU. May I answer you?

Senator Byrp. Yes.

Secretary MorgenTHAU, If the Congress votes another large
amount of money for national defense next year, cortainly a program
will have to be worked out to finance it, and whatever tax revenues
are decided upon they will have to be superimposed on top of revenues
provided by these taxes. '

Senator Byrp. Well, that is true, of course, in certain instances.
There may be some taxes in this bill that reduce the returns.

Secmmr{}Momme\U. That is perfectly possible.

Senator Byrp. Now I want to know from you, and I am not trying
to embarrass you at all, whether you fcel that by putting through this

" bill, the hands of Congress would be tied in revising the tax structure

during the next session?

Secretary MorGENTHAU. My answer to you is “ No'’; but I believe
you are morally obligated to provide $800,000,000 taxes to take care of
these bonds,

Senator Byrp., This will not interfere, in your judgment, with the
revision of the taxes on a scientific basis?

Secretary MoraeENTHAU, No. -

Senator Gerry. Then, Mr. Secretary, what advantage would you
get by setting off these particular taxes for the sale of the bonds if
you in effect can pay them out of any general funds? What is the
special advantage of setting aside this sum if there is no moral obliga-
tion to pay?
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Sceretary MoraeNTHAU, If I said that, and I don’t think I did,
may I explain it? What I am trying to say is this: In the first place
it has never been, in my mind or the minds of any of you gontlemen
that I have talked to, that by earmarking these taxes we are going
to give these bonds a certain advantage over some other bonds. That
was never in my mind. As a matter of fact, I think they might be
less advantageous because, if the Confgress loaves it discrohonnry with
mo, a8 it is now, I propose to issue these notes subject to all Federal
taxes including the normal taxes. So that they will bo less advan-
tageous than existing notes outstanding which are fully tax exempt.

Senator King. I think we ought to give you that authority, I think
thet is wise. I think that if you attempt to earmark them, and let
the public believe that they have got a certain excise tax to guarantee
them, it will interfere with the imposition of taxes.

Secretary MoreeNTHAU, If it is left discretionary with me, these
$4,000,000,000 of notes will be subject to all taxes.

Senator Byrp. There is nothing in the body of the bond that
indicates that they are different in security from other bonds issued
by the Government? :

Soecretary MorGeNTHAU, No; but to repeat, I believe that if this
bill passes, the Congress of the United States is obligated to set aside
$800,000,000 of taxes a year, into a special fund until these $4,000,~
000,000 worth of notes are retired. .

Senator Gernry, . Then what special advantage is there in that, it
i8 & bond like any other Government bond, and all you are doing is
setting gside a certain amount of money which you have got to pay
anyway

ccretary MORGENTHAU. Senator, there is no advantege; all
Government obligations are issued on the full faith and credit of the
Government; in fact, these notes mi%hf, bo legs udvnntageous because
they are ﬁoing to be subject to all Federal taxes. The American
people will know that here are $4,000,000,000 worth of obligations
which will pay for the national-defense program, and Jhat they are
being taxed $800,000,000 a year for 5 years, to pay them off.

Senator Byrp. I think you are right, Mr. Sccrotary, if this was the
total expenditure for national defense, but this is just the beginning,
and that is the weakness of the whole proposition,

Secretary MoraeNTHAU. It may be also & strongth, because if this
works, (mdy next year Congress decides to vote additional amounts for
national defense, it can do it the same way or it can do it the wey we
have done heretofore.

Senator Byrp. We all recognize, I think, and I think you do, Mr,
Secrotary, the need of scientific revision of our complete tax system,
That being the case, wouldn’t it be botter to put this supertax on for
1 year, and Jet the Congress work out some scientific plan? It cer-
talnly isn't scientific to impose an arbitrary increase in each item of
taxation.

Secrotary MoraenTHAU, Senator Byrd, I am in complote sympathy
with you, that we need & scientific revision of our tax system. f have
said that over and over again, and we have had the material in the
Treasury for years, but we have not had the opportunity to accom-
plish a cold-blooded, disinterested, scientific examination of the tax
system, not only of the Federal Government but of the State and
municipal governments.
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Sonator Byrp. Isn’t this the time now to do it, in view of the fact
that the people of America have to make this sacrifice?

Secretary MorarNTHAU, If you gentlemen want to stay here——

Senator Byrp. I am willing to stay here, I think it is a grave mis-
teke to malie this an increase for 5 years, facing the necessity, the
imperative necessity, of a complete revision of the tax system, and I
was wondering if the Treasury would agree to impose this supertax
for a period of 1 year instead of 5 years? If we could write that pro-
vision in, write it into the bill, making it for 1 year with the undor-
standing that the complete tax system would be rovised.

As a matter of fact, Y think $1,000,000,000 is chicken foed, wo ought
to raise two or three billion dollars additional taxes, and we have to
raise it if we are going to have a solvent Government,

Senator King. Mr. Secretary, I am in entire sympathy with the
statement which you have made recently, to wit, that the bonds which
you issue now will be paid out of the general fund. I am not quite
clear, though, that that view is in harmony—and that is what I
think it ought to we—with the declaration found in section 301 of
title XII of the act of the bill under consideration, where it roads:

The Seoretary of the Troasury shall, as soon as practicable after the end of each

quarter, determine tho additional amount of taxes collested attributable to tho
inoreasos in taxes made, and to the floor stooks taxes imposed, by tho amondments

_ to the Intornal Revenue Code in title II of this act (not including the amount

of taxes attributable solely to section 209 and not including any amount col-
lected under seotion 1700 (a) (1) of the Intornal Revonué Code attributable to
& basic admission charge of more than 40 conts), and the amounts so determined
shall be sot aside as a special fund which shall be available only for the retirement
of any of tho obligations issued pursuant to the authority contained in soction 21
(b) oiy the Second Liborty Bond Aot, as amonded,

It seems to me that you are, by this language—and I don’t approve
of it, I think it ought to be eliminated—earmarking these funds and
setting them aside as a special fund available only for the meetin
of the obligations of the bonds which are issued under this act, and
think that that will create the impression that there is a special fund
to pay these bonds, whore there is no special fund but only the general
fund to cover the general bonds whicfl may be issued, and that will
lead to & discrimination between bonds and stocks, and people who
buy the honds will say, “I have a better bond, a special fund boud,
angdyou have got only a general fund bond.” .

r. SuLnivan, I believe thet is a fair statement, sir, though the
bonds will be equally good.

Senator CoNnNaLLY. Suppose the Senate and the Congre:s should
decide to go right on here with a general tax bill at this time; is the
Treasury ready with its data and studies for us to do that?

Secretary NK’)RGEN’I‘HAU. Yes, sir,

Senator ConnaLLy. You are ready right now?

Secretary MoraeENTHAU. I don’t say right at this minute.

Senator Connarny. I don’t mean by 1 o’clock, but I mean if we
should continue this session of Congress—TI think it is an awfully good
time when you have got an operation to perform to perform it while
the patient is willing, and the country or the patient is willing now
and as far as I am concerned, I am willing to continue right on it
the Treasury has got the studies and everything for this revision of
tax bill; pass this if you want to, and come along with the tax bill.

Secretary MoraeNTHAU. If we are not ready, somebody is going
to get fired, and it may be me.
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Senator ConnaLLy. We are not interested in that, but we are
interested in the fact of whether you are able, ready, and willing?

Secretary MorGENTHAU, Yes.

Senator TowNsEND. Mr, Secretary, you still have $2,000,000,000
in your stabilization fund, do you not?

ecretary MoraeNTRAU, Yes, sir,

Senator TownseND. Did you, in working out this plan, take into
consideration, or did you consider the advisability of using your
stabilization fund?

Secretary MorGENTHAU. Wo considered it and I felt—I made this
statement before and I am glad to make it here again—that the
stabilization fund is there, as I said before in the House, as a nest
og% belonging to the American public against that day when pos-
sibly a grave national emergency will come, and I strongly believe
and strongly urge that the stabilization fund should remain intact
until such a time as we may need it. I think it would be a great
mistake to touch it. now.

Senator Jounson, Well, you look forward to a greater emergency,
then, than we have today? :

Secrotary MoreENTHAU. I live and learn, and each day the situa-
tion changes so radically and one just doesn’t know when a situation
may arise when we may be very glad that we have got the stabiliza-
tion fund to use. Both the President’s and my policy is not to uso
it, we couldn’t spend it without coming to Congress to get the au-
thority anyway. I have said before, and I repeat now, that I would
net spend it for any purposes without coming to you gentlemen,
explaining what I wanted it for and gotting your approval either
formally or informally.

Senator TownsEND. You have only, up to date, spent $200,000,000?

Secretary MorGeENTHAU. We haven’t spent a dollar that we
haven't gotten back and more too.

Senator Townsenp. You haven’t spent any?

Secretary MoraenTHAU. I have got $2,000,000,620, and we must
have $20,000,000 over that. I mean we still have St b
original amount set aside.

Mr, Bere. $2,019,000,000.

Senator VANDENBERG. I want to get one figure straight in my
mind, dealing with the ’geneml question of solvency and your general
responsibility for the Treasury as a whole. My understanding is
that this bill will reise $729,000,000 estimated for the next fiscal year?

Secretary MoraeENTHAU. That is right.

Senator VANDENBERG. And that the regular deficit for the next
fiscal year, without respect to this national preparedness, is
$1,716,000,0007
Mr. BreLL. No; $1,100,000,000.

Senator VAnpENBERG. That is after you have taken the Army and
Navy out, isn’t it?

Mr. BerL. I thought you said without respect to national defense.

Senator VANDENBERG. Noj; I am talking about the original Budget,
the estimate, nccording to the Secretary, was $1,716,000,000,

Mr, Bern, The original deficit was $2,876,000,000, au(i the Presi-
dent, in setting up a means of financing it, asked for $460,000,000 of
additiona! taxes and $700,000,000 return of capital funds from cor-
gorntions and oredit agencies, bringing it down to a net deficit to be

nanced through public debt issues of about $1,700,000,000.

-
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Sonator Vanpenpera. So this now tax bill only aoctually raiscs
for the noxt fiseal yoar considevably less than half of the reguﬁu- ordi-
naty doficit of tho Govornmont?

Socrotary Monannriau, Your mathematics are corroct.

Sonator Byrn. About one-fourth,

Sonator Vanpunprrae, I mean after they got all through,

Senator Bynp, It is ridiculous to take out the peacetimoe oxpendi-
tures of tho Army and Navy; that is just camouflagoe,

Senator Kina. 1 wouldn’t use that term, I would say, howover
that it is not quito propor to lift thoso peacetimo linbilities of the Army
and Navy out of tho ganeral oxpenses and put them into the category
of the national defonse,  They aroe a part ol' tho ordinary exponditures
of the Government and ought to bo so recognized, and tho national-
defense program ought not to eall those pescetime appropriations
for military purposes as a part of the national-dofense program now,
Howover, it 18 & question of bookkeoping,

Senator Brown. I have beon pm-trlcuhn'ly interested in e question
Senator ConNaLLY asked you about rovision.  You anticipated, when
you submitted theso recommondations to the committeos of Congross,
that thero would bo a further tax revision in January and Fobruary
of the coming year, at the next session of Congress, did you not?

Sceretary MonerNrTHAU. I have overy roason to believe so.

Sonator Brown. That there should bo?

Seerotary MoraeNTiAvu., Yos,

Senator BrowN. And any rovision that we then make would, of
course, bo offective as to the income taxes that aro payable March
15 and each quarter thoreafter in 1941?

Scerotary MonraeNTHAU. Yes.

Senator Brown. I take it, then, that tho attitude of the adminis-
tration is, as expressed by you, that you prefor the prssage of this tax
bill now, with plain notice to the country that in January and Fobru-
ary wo oxpoct a further revision of the tax laws?

Seeretary MorouNTHAU. Yes; and if somebody could give me that
resolution that was passed in the House I would read it.

’l‘hio CramMan. Hero is the report of the committee, as I under-
stand it.

Stupies oF ExcEss-ProriTs TAXES AND SPECIAL AMORTIZATION

During the cxecutive sessions, there have been diseussed proi)osuls to provide
special amortization for national defonse industries and to provide for the impo-
sition of excess-profits taxes. These two moasures—oach in itgelf requiring o
complicated and exhaustive legislative project—must be considered together,
It is the desire of this committee, which is favorably reporting a bill which will
enablo a larger proportion of our citizens to participate in the responsibility ef
providing an adequate national defense than has ever been the case before, that
there shall not be an oprortunitv for the creation of new war millionaires or the
further substantial enrichment of already wealthy persons because of the rearma-
ment program, Accordingly we have instructed our technical assistants and the
appropriate Treasury officials to accelerate their work in theso two flelds so that
bills will be prepared for submission not later than the opening of the next session
of Congress, which if passcd by the Congress may become retroactive and apply
to income earned during the calendar year of 1940, or may become effective upon
any other date which Congress, in the light of information it then possesses, may
deem advisable.

Senator Brown. Is that the resolution you had in mind? .
Secretary Monountaau. That is the resolution I had in mind.
That was the resolution that I was authorized by the President to say
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was not only acceptable, but pleasing to him, and he made the same
statoment, 1 undoemtand, at his own pross conference yesterduy.

Senator Bown, Woll, 1 am in sympathy with tho resolution and
I think 1t is & good thing that it wus said, but I don’t think it should
be interproted to moan that either the Treasury Dopartment or the
louse snd Senate committees should confine themselves to those
partioular taxes, boenuse there nre many other nvenues of revenue
open that could be considered, For instunce, as the members of the
committes woll know, T have long been interested in the question of
taxing State and mumcipal bonds and pormitting the taxation of
Fedoral and Stute bonds to the fullest extent, and cutting out ell tax
oxompt features. I think that should be considered.

Senator Crank. In that connection, if the Senator will permit me,
and it scems to me to be very applicable to this pronuncinmento, to
suy thit on the tax hill lest yorr the Senantor knows that Lhad prepared,
and as o mattor of fuct was on the point of ofiering wn aniendment to
the tax bill on the vory subject which the Senator from Michigan is
now mentioning, and tho representatives of the Ways and Means
Committee came ovor and said, “Please don’t do that this year, it will
delay the consideration of this hill; it will delay adjournment; and the
Ways and Moeans Committce is now preparing studies and will have a
bill in before the end of this session.”

That sossion ended and this session is about to end, and the bill
has never come over, end it seems to me we cannot afford to postpone
logislation on that promise of tho Ways and Means Committee.

Senator Brown. I joined in the effort to prevent the bond tax
from being img_osed in the last revenue bill, and I may say I will again
join in that effort if I am reasonably well assured that that will be
considered in o tax bill which will bc submitted in January or February
of next yoar, but I don’t think we should confine ourselves to that tax
but should consider other revenues, also.

There are many other revenues. I have discussed a manufacturer's
sales tax, and T understand that has been considered by the inlormal
committoe that presented this bill, and I think it should be included
in any study. But my main point is this, I was much interested, as
I said enrlier, in the answer to the question asked by Senator Connally,
and I thought possibly, in view of what has been said, that your answer
might be revised to some extent, and I submit that to you now.

o you not think, Mr. Secretary, that the Treasury would be in a
better lpositlon after having had the experience of the operation of this
tax bill, particularly with respect to the excise part of it, to advise the
Congress after 3 or 4 or 6 months, as to the new taxes which should
be considered in January and February?

Secretary MoraenTHAU. I don’t think there is any 8uest‘ion about
that, I don’t think it is in conflict with what Senator Connally asked
me.

Sonator Brown. I toke it, then, that the recommendation of the
Treasury Department is that we pass this bill with an assurance to
the country that the entive subject will be fully gone into by your
experts between now and January, and that you will submit additional
recommendations for taxes at that time?

Seeretary MorGENTHAU. I would be very glad—-

Scnator Byrp. If that is the case, then why do you want to make
this a 5-year tax bill?
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Secrotary Morarntiau, In order to finance this $4,000,000,000
of national-dofonse program.

Scunator Bynn. Evorybody kinows it has got to bo financed, thero
is 1o question about that. You could put an amendment on the bill
myinﬁt that wo rocognire the obligation, but why continue theso
spocific taxes for five yonrs if you are looking forward to a general
rovision in January? i

Secrotary MoragNTHAU, As I triod to oxplain earlier, 3 works ago
if T had como horo before you gentlomon and askod you to raise tﬁo
debt limit $6,000,000,000. I would not have had the remotest chance
of your approval. U I had asked for $1,000,000,000 inerenso in taxes,
I doubt whother T would have gotten that.

Scnator Bynp. Frankly, Mr, Sccretary, I have beon opposing an
inorenso in debt 8o wo can ourb this oxtravagance which 1s rampant
in overy branch of our oxecutive departmonts today,

Socrotary MoreenTHAU. That doosn’t take care of tho situation,
Scnator Byrd, at this moment at all,  If I understand your position,
all you have boon recommending is that wo cut $500,000,000.

Senator Byrp., Do you favor that; do you favor reducing the non-
defense  expenditures  $300,000,000? 1 have road your statoment
which I understand is more or less in opposition to that reduction.

Seerotary Mongunruay. Oh, no; but I'am not in favor of making o
flat percentage reduction in all oxpenditures,

Senator Byrp, Would you favor reducing the nondefensoe expendi-
tures $1,000,000,000? :

Seeretary MoraeNTHAU. Would I favor it?

Senator Byrp. Reducing the nondefense exponditures $1,000,-
000,000?

Secretary MoraeNTHAU. Your program, as I undorstend it, up to
now has been to cut expenses by $500,000,000?

Senator Byrp. Nondefense expenses,

Secrotary MoreentHAU. If wo did that, and did nothing about
raising new toxes, or did nothing about raising the dobt limit, the
Treasury would not be in a sound fiseal position,

Senator Byrp. I at the same time hdvocated an inorease of taxation,
Do me the honor of reading my remarks in the Senate. That was o
two-barreled proposition.  One was to reducoe the nondefense expondi-
tures and tho other was to increase taxes. As you seem to intimate
that this is a very small amount to reduce the nondefense appropri-
ations, do you favor roducinf them above $500,000,000?

Seeretary MorgENTHAU, I am in favor of reducing Government
expenditures and have been ever since I have been Sccretary of the
Treasury, wherever feasible or propor.

Senator BRown. Might I say that Congress is responsible for thoso
expenditures and not the Treasury Department. We have made these
a?propriatlions and the President is way ahead of us through his vete
of the rivers and harbors bill. He took a big slice out of us through
his veto of that, and I am glad he did.

Senator Byrp. The Secretary opposed cortain reductions, in the
written statement that he read this mornini. The Secretary of the
Treasury must have some responsibility or he would not have gone
out of his way to oppose reductions to the bill proposed.

Secretary MoRGENTHAU. I am here today recommendin% a plan
which I believe is feasible, which I believe will work, and which will

i
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take care of the prosent situstion as it oxists today, and it seems to me,
a8 I say aftor consulting with Senators and Congressmen, that it is
the bost that woe can get out of the prosont situation, No tax bill no
alppropmatlon bill that I haye over soon, is perfoct, but this is the best
that I felt we could Bot, and I think it is a good bill,

Sonator Genrny. Did I undorstand from the resolution that Senator
Harrison read, that the recommendation was to pass this bill, and then
in January have retroactive taxes passed?

Tho Cuataman, Proceed, Mr. Socretary.
| Secretary MounaenTHAU. I want to get the exact language. It says
hero, ]

# % * whioh If iumcd by the Congreas m:y become retroactive and apply to
income earned durlng the calondar yoar of 1940, )

Senator Gerny, What I wanted to know was whether you thought
it was wiso to have those taxes retroactive, or whother it wouldn't be
bettor to consider them now so that the pm{)ln would know what the
taxes wero going to be. That is one thing [ had in mind on the tax
problom, trenting it realistically now.

Scerotary MonaeNTHAv. If the Congress of the United States wants
to stay hore, I have got to be here anyway this summer, and I would
be dolighted to work with you gentlemen if you wishme to. Iamat
your disposal and so is everybody else in the Treasury Department.

Sonator Grruy, I don't think that is answering my question.

Secretary MonroenrTHAU, That is the best answer I can give you,

Sonator CoNnNaLLY. Sonator Brown asked you somotﬁng ahout

our answer to the question which I propounded at an earlier date.

ow if wo pass this bill now, and then revise the whole tax structure
in January, these taxoes in this bill, of course, will be superseded; I
mean by that that they will all be incorporated, cither incorporated
or eliminated, in the now bill, isn’t that true? Wo won’t have two
bills, we will revamp the whole program, and we will absorb what we
are doing now into the general tax bill, won't we?

Secretary MonraeNTHAU. You could do it that way.

Senator ConnaLLy, That would be the sensible way to do it, if you
are going to revamp the whole thing you would naturall take this
bill into consideration and integrate it with whatever bill we are
going to pass in January?

Seccretary MoroeNTHAU. Granted.

Senator CoNnaLLY. My question to you a while ago was—if Con-
should so decide, is the Treasury prepared with all these studies and
data that you have been making, to go right on now, pass this bill
and right on the heels of it, instead of January, now, revamp and
renovate and mothproof all the old tax laws and get an entirely
new tax system? Are you ready to proceed if we are?

Secretary MoreeNTHAU. We are ready tomorrow.

Senator ConnNaLLy. Of course Scnator Brown asked you if you
wouldn’t, by waiting until Junuary, have some more experience.
All of the experience you would get would be out of these excise taxes
because the income taxes would not be payable until March 15
anyway; isn’t that true?

cretary MORGENTHAU, Yes,

Senator ConnaLry. Haven’t you gol: & world of experience in excise
taxes already in the Treasur;v?

Secretary MORGENTHAU. Yes.
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Senator ConnarnLy, Haven't you got a lot of war taxes that we had
during the war and know what happened to them?

Socretary MoraxNTHAU. Yos; and wo have made a study, Senator
Connally, of these war taxes in every country in the world, and we
have sent missions to England and other places several years ago.

Sonator ConnNALLY, You have got all of that?

Secrotnry MorarNTHAU, It i8 all in the Troasury.

Senator Connanry, So far as I am concerned it atems to mo that if
the Congress wants to we are just about ns well-equipped now to \)nss
this bill, and go right ahead with a goneral tax bill, as wo would be
in January, }

Sonator Brown, M{ point is, will wo gain anything by it?

Senator Connany, We will gain in public attitude. They are all
ready to pay taxes now, and they will think that this is all you are
going to put on, and then next January when you pass a new bill thoy
will snort and raise the devil.

Senator Gurrky, llow soon can you have an intelligont balance
sheot of the United States Government l}n‘opmml, o list of nssots and
linbilitics? We know the liabilities. Has anybody ever prepared
o Jist of the assets of the United States Govornment!

Secrotary Moraxntiau, We have got one right now that I will be
glad to give to vou.

Scnator Gurrey, I will be glad to sce it. ‘

Senator Brown, I would like to ask concerning this last section of
the bill, referring to section 21 of the Second Liberty Bond Act. Do
you propose to make those maturitios 5 yoars, or is thore any restriction
on_you as to maturity?

Secrotary MoraeNtiaU. Can Mr. Bell answer that?

Senator Brown. Certainly.

Mr. BLL. Those sections referred to in section 202 of this bill refer
back to the Second Liberty Bond Act, which authorize the Secretary
of the Treasury to issue treasury bills and Treasury certificates of
indebtedness, having a maturity of not to exceed 1 year; and to issue
Treasury notes, having a maturity of.1 to 5 years. So that anything
we issue under this $4,000,000,000 limitation will fall in that category.

Senator Brown. Do you think that is an undue restriction upon
you, Mr. Beli? It seerns to me that it is; that you might do much

etter if you were not restricted in that fashion?

Mr. BELL. If you are going to confine it to this particular type of
obligation it is not a restriction in that sense, it is a restriction to
confine the $4,000,000,000 to that character of obligations. If it were
under the $45,000,000,000, and the $45,000,000,000 were increased by
$5,000,000,000, without this restriction, then we could issue bonds as
well as the short-term securities—— ‘

Senator BrRowN (interposing). Then I take it that you have three
classifications: notes, bills, and bonds, and that under section 302 you
are iust. going to issue the first two, you are not going to issue any
bonds?

Mr. Bern. No, sir,

Senator Brown. That will be a long-term obligation?

Mr. BeLL., That is right.

b?e‘;mtor Browx. Do you think your interest rate will be as favor-
able
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Mr, BzrLu, The interest rates on short term securities of this
character would be more favorable than a rate on & long term bond.
The only disadvantage is, that it piles up your debt within a relatively
short period.

Senator BrowN. Well, I personally favor granting full diserotion
to tho Treasury Department in that respeet, rather than a restriction,

Mr. Beun, This is a restriction, but we can operate under it all
right if this is what the Congress wishes,

Senator VanprNsenre. I would like to ask what excise taxes are
not increnscd?

Mr. SurLtivan, T would be happy to answer that. There are two
classes of exciso taxes that are not inereased. The first group are
the rogulatory taxes and the second group are the import-excise
taxes.

In the first group of regulatory taxes the tax was not inereased on:
Adulterated butter and processed or renovated butter; bituminous
coal; cotton futures; filled eheese; firearms and machine guns under
the National Firearms Act and under the Federal Fireams Aect;
marihuann; opium; oleomargarine; whito phosphorous matches; tax
on circulntion of banks other than national banks; licenses for certain
denlers; and sugar.

That refers to dealers in marihuana, opium, oleomargarine, filled
checse, and what not,

The list of items on which the import-cxcise taxes are not in-
creased is: Figh, animal and vegetable oils; conl; copper; lumber;
petroleum and produets; coconut oil, palm oil and palm-kernel oil.,

Those are the only excises which have not been increased under
the pending bill.

Senator VANDENBERG. And on what theory were those omitted?

Mr. Suruivan. Those were omitted on the theory that neither of
these was originally passed as a revenue raising measure, that they
were intended to regulate or discourage certain processes and cortain
materials,

Senator VANDENBERG. I think that is a fair diseriminatior..

Mr, SurLivan. 1 am reminded that I have omitted one other excise
tax which didn’t happen to be on the list. There was a tax on tele-
phones and telegrams which has been omitted, and the reason that
that was omitted is that an additional 10 percent would bring the
toll charge into pennies and there is no provision on a pay booth for
paying that extra tax, and for that reason it was omitted.

Chewing tobacco was eliminated from the excise taxes in the
deliberations in the House.

Sceretary MorceENTHAU. Sepator, could I amplify my reply to
Senator Brown, knowing his particular interest in this subject?

The CrarmMaN. Yes,

Sceretary MonraENTHAU. I want to indicate clearly the Treasury’s
position with respect to repeal of tax cxemption affecting interest on
all publie securities. I am opposed to any action modifying contrac-
tual obligations exempting from taxation interest on outstanding
Federal securities.

Senator BrownN. No retroactive taxes?

Secretary MonaeENrHAU. No. The Treasury is in favor of a repeal
of those statutes granting exemption of interests on all future public
security issues, Fedcral, State, municipal, and local, including the
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obligations to be issued under this act, However, if the tax exemption
affecting future State, municipal, and locel issues is not repouled at
this time, the Treasury wishes to reserve the discretion it now enjoys
under the Second Liborty Bond Act, and it will make the interest on
the notes to bo issued under this act subjooct to Foderal taxes.

Sonator BrowN, I am very glad to havo that statement bocauso I
am in complete agreement with it,

Senator Kina, That is to say, if I understand you, Mr. Secretary,
that you have the discretion now to imposo taxes, if I may use that
oxpression, upon State issues?

oretary MorarNTHAU. No.

Sonator Crark. I may say, Mr. Secretary, that thore was an
amendmoent procisely along the! line that I was propared to offer
last year, and on tho promise of the House Ways and Means Com-
mittee that thoy would presont a bill of that character at thoe end of
the year I didn't present it.

Secretary MoraeNTHAU. On these now sccuritics, if I have the
discretion I want to make them fully taxable.

Senator CoNNALLY. So you can't soll them so oasily?

Senator Brown, Because it is tho just way to do it.

Secretari MorceentHAU, To make this thing fair all around I
don’t think we should increase the taxes $1,000,000,000 and then
give tho people who lend the money a special priviloge through tax
exemption,

Senator Brown, But this bill makes it discretionary with you on
the issue of these short-term scourities?

Secrotary MoraeNTHAU, That is right.

Senator VanpeNseEra. What would be the differonce in the cost
of money to you?

Secretar oraENTHAU, I can’t tell, it might cost a little more.

Senator VaANpENBERG. Have you made any estimates, roughly?

Secretary MongENTHAU. Ob, it would be a trifle.

Sonator Brown, Well, I may say that a general summary of the
testimony before our committos last February was that it would
%mbubly be around o quarter of 1 percent, higher cost to the Fedoral

overnment.

The CrairMAN, Are there any other questions? [No response.]

Anything further, Mr. Socretary?

Seoratary MoraeNTHAU, Nothing.

The CrarrmMaN, Mr. Sullivan? .

Mr. SuwzivaN, Do you wish a statement from me? I can make it
as short or as long as you want. ,

Senator CoNNaLLY. I8 it the purpose of this committes to megt this
afternoon? :

The Cratrman, I had hopoed wo could meet at 2 o’clock.

{0(? the record discuasion.) .

t might not be necessary to meet this afternoon, but I think thet
while we are here Mr, Sullivan, who has been participating uctivcl{ in
conneotion with this bill and who represents the Treasury, should be
heard. As one member of the committeo I atn anxious to get along
a8 expeditiously as possible. If the committee wishes to postpone
it—all right, but if some people want to u(ﬁoum by the 22d, we can’t
do it if wo are going to hold this bill up and go into every dotail of the
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tax problem. Wo have got to decide whether we aro goin% to have
hearings or not. There are some ;ientlomon who want to be heard.
Wo never have considered a tax bill yet where thero weren’t some
poople who wanted to be heard on taxes, and we have got to decide
that question.

Mr. Suruivan. I have no pride of authorship in this paper, and I
would be very happy to dispense with reading it and go rigilt into
quostions, if you want to,

The CratRMAN. Suppose we have an executive session so that we
can lay out a program of what woe intend to do.

(Whoroupon, at 11:50 &. m., the hearing was adjourned, the coms
mittee went into oxecutive session, and thereafter the pubiio hearing
was rocessed until 10 a. m,, Thursday, June 13, 1940.)

241705408
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REVENUE ACT OF 1940

THURSDAY, JUNE 13, 1040

UNitED STATES SENATE,
CommiTren ON FINANCE
Washington, D. ¢

The committee met, pursuant to recess, at 10 a. m., in room 312,
Senate Office Building, Senator Pat Harrison (chairman) presiding.

The CrairMaN. The committe will come to order.

Mr. Sullivan, will you proceed with your statement?

STATEMENT OF HON. JOHN L, SULLIVAN, ASSISTANT
SECRETARY OF THE TREASURY

Mr. Svrnivan, Mr. Chairman, and gentlemen; the Treasury De-
partment believes that the bill before you satisfactorily meets the
tests that should be applied in determining the merits of a tax measure.
It will produce substential additional revenue, it should involve no
serious administrative difficulties, and it distrtbutes the tax burden
among all elements of the population in a fair and reasonable manner.

The bill imposes no new types of taxes but rather increases the
rates of existing taxes and lowers present exemptions from tax.
Some of these increases under the bill are to become a permanent part
of the revenue system and others are to be operative only for a period
of 5 years. It is estimated that the yearly additional revenue to be
secured from the bill before you is $1,004,000,000. Those provisions
that are to become a permanent part of the revenue system will pro-
duce approximately $325,000,000 yeerly additional revenue and the
temporary increases account for the balance of $679, 000,000.

Title I of the bill contains those provisions which make permanent
changes in the Internal Revenue Code. Four significant changes in
the income tax are made by this title, 7The first is the lowering of
the personal exemptions from the present $1,000 in the case of a single
individual and $2,600 in the case of married persons to $800 and
$2,000 respectively. The lowering of the base occasioned by the bill
will add some 2,190,000 new taxpayers to the internal revenue rolls
and will account for about $76,000,000 of additional revenue each year.

The CrairMaN. There was a good deal of discussion, as I under-
stand, as to married persons, that exemptions be lowered to $1,800,
and I noted the bill places it at $2,000. How much more revenue
g’zil{) be?mised under your estimate, if we made it $1,800 instead cf the

00

Mr. SuLLivan. We can compute that on the present surtax schedule
and I will give you that answer,

31
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The CHairMaN. Can you give us any idea about what it would be?
I had an iden that it would be about $28,000,000.

Mr. Surnivan. I don’t think you are very far off.

Senator ConnarLLY. Is there any proposal to cut the dependency
exemption? They got $400 a child now, don’t they?

Mr. Surrivan. That is not changed.

Senator ConnaLLy. Do they get $400 for every child?

Mr. Suruavan, That is right,

Senator ConnvaLLy, Suppose they had 10 children?

Mr. SvrLivan. That is $4,000.

Senator Gurrey. They are entitled to it.

Senator ConnarLy. How do you know? [Laughter.)

The CHalrMAN. I am informed that it would be about $35,000,000;
is that right?

Mr. Suruivan. Somewhere between $25,000,000 and $36,000,000.

The CuarrmaN. How would the Trensury feel, if the committee
should desire, that instead of making it $2,000 as an exemption, to
start at $1,800 for married persons?

Mr. SunLivan., We are agreeable to whatever is the pleasure of
the Congress.

The CrarrMan, All right, proceed. :

Mr. SuLLivaN (continuing). Of this $75,000,000, $14,000,000 will
be the amount of additional revenue obtained from the new taxpayers
and the remaining $61,000,000, is the edditional amount that will be
obtained from those taxpayers who already are paying tax under
existing law.

Now, if the suggestion that was just made is adopted, that the
personal exemption should be further decreased from $2,000 to $1,800,
that $75,000,000 is the figure to which the additional $28,000,000 or
$30,000,000 would be added.

Senator Townsenp. It wouldn’t be added to the $14,000,000, it
would be added to the $61,000,000?
~ Mr. SurLivan. There would be something added to the $14,000,000,
but some two-thirds of the increase probably would come from those
taxpayers who are already on the rolls, because you see the effect of
lowering the personal exemption is that it tekes the amount by
which that exemption is lowered and at present it is being lowered
$500, and at $1,800 it would be lowered 3700, and it puts it at the top
bracket, so that that additional $700 would be taxed at the higher
surtax bracket applicable to that person’s net income.

Senator 'TownseEND. Could dyou, in making up the figures, state
just how much would be added to the $61,000,000 and how much to
the $14,000,000?

Mr. SULLIVAN. Yes; we could, sir, and we will do that.

Senator ConvaLLy. In making these estimeates have you made any
estimate of any increase by reason of the fact that 1,000,000 or so
that heretofore have not filed returns and consequently haven't
paid any taxes, might by the mere reason of the filing of the returns—
you might get some money that you had been entitled to all the
time-— :

Mr. Surrivan (interposing). You are now referring to those }l)eqple
who are in the employ of the States and counties and municipalities?

Senator ConnaLLy. No; I am talking about anybody. You re-
quire now, as I understand, in this bill, that a great many people
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that have never had to file returns have got to file them whether they
have got eny income taxes or not?

Mr. SurLivan, Yes; and our estimate on that is 8,000,000 rather
than 1,000,000, .

Senator ConnaLLy, Certainly you will get money there, some
money, because there are a groat meny people that had they been
filing all this time would have been paying taxes, but they didn’t
think t)h?)}; were taxable. You estimate that that will pick up
$8,000,00

Mr. SvrLivan. No; we say that there will be 8,000,000 individuals
who have never been required to file income-tax returns, or who have
never filad them, who will fils them.

S(;:m,t?or ConnaLLy. Have you made any estimate of the pick-up
on that

Mr., SuLLivaN. Yes, sir; we (i)reier to call that a guess, because this
is a field in which we have had no experience, our guess is extremely
rough, and it is that it will run between $25,000,000 and $45,000,000.

Senator Gerry, How much do you figure it is going to cost you to
collect this money, to check up on these——

Mr. gmm.xv.m (interposing). In just hendling these 8,000,000
returns :

Senator Gerry. No; you will have to make cbecks to see that the
returns are being filed.

Mr. SvLuavan. We figure roughly $8,000,000; to handle a return
upon which a tax is paid averages $1.56; to handle a return upon which
a tax was not paid averages about 50 cents, and we figure that it will
come to just nbout $8,000,000.

Senator VANDENBERG, Under your figures, Mr. Sullivan, if there
are 2,190,000 new taxpayers, and they pay only $14,000,000, then the
n_ez g,?axpayers are going to pay about an average of $7 apiece; is that
right

ng. Surrivan. I think that is probably so.

Senator Varpensera. Well, we are not putting very much of a
burden on them, are we? o

Mr. SuLLivaN. Wel, everything is relative, you understand that
under this act, sir, & single individual who is earning $15.40 a week
will be obliged to make & return.

Senator ‘TownNsenD. What surprises me most about the figures is
that the amount is so small—%14,000,000, and what we are getting—

Senator VANDENBERG (interposing). Well, $7 a year is about 15
cents & week. All I am saying is that I don’t think they have got
much kick against this bill.

Mr. SuLnivan. We haven’t had any evidence of complaints, and
a8 a matter of fact there have been coming into the Treasury the most
amazing series of telegrams and letters enclosing contributions toward
a national defense fund. Some checks have been coming in as high
as $500, and many contributions of 10 cents.

The CuairMaN. Let me ask you this. I bave a letter from a
gentleman from Miemi, Fla., whose judgment I respect. What is
your reaction on this suggestion? I have heard the same suggestion
made in the Senate cloak room, notably by our friend, Senator
Tydings, of Maryland. ,

Sometimes a good thoughtPcomes from the outside. I was talking to an
internal revenue man today who is a good friend of mine, and he gave me this

.
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thought. If it should work out, I will send you his name so he can be given the
credit. This chap says that there are approximately 6,000,000 tax returns
annually., He advocates that as about 40 percent of these 6,000,000 returns are
not taxable, an extra $5 tax be placed on all tax returns, and an extra $10 on all
nontaxable returns, This will not hurt anyone, and would net the Government
$40,000,000.

Then he says that he thinks it is a good idea. What is your
reaction?

Mr, SuLrivan. Of course, the question immediately coming to my
mind is whether or not such a proposal is constitutional. It 1s in the
nature of a limited poll tax, & direct tax which is apportioned not
among the &. ates, but I imagine it is contemplated that it would be
apportioned as to gross income of the various people who are obliged
to file. Thore isn’t any doubt but what it would raise revenue.

Senator Kina. Would it be unconstitutional from your hasty
examination of the matter? To say that all persons shall file an
income-tax return within a certain time, and that with it there should
be & tax imposed of $1 or $5 or any sum that might be indicated?

Mr. Svnuivan, Well, I don’t know, I think perhaps you have in
mind that many people are obliged to pt? a certain tax for a certain
privilege. This 1s a little bit different from that, Senator King, 1
think, because here is a law that will require & person with a certain
gross income to file a return and if they don’t doit, they will besubject
to certain penalties. So that whatever filing fee they are paying
is not votuntary in exchange for a privilege, as for example & privilege
to fish or to hunt or whatever it may be.

I don’t know, sir, I have some doubt about that.

Senator Kinag, Well, I would have some doubt—obviously that is
along the line of the suggestion made in this letter,

Senator Brown. I have been thinking along that same line as
suggested. I think that from the legal standpoint you could put it
in a little different wa,g. Suppose we applied it only to these 2,190,000
—as8 I recall the number—new taxpayers; and to save them from what
I know to be a fear on their part when they are making out a Federal
income tax return—they just don’t like the trouble of making it out—
make the rate so that there would be & flat $5 for any texable income
to any person below the $2,000, the $2,500 or the $1,500 limit; in
other words, make it a flat figure. )

Mr. Surrivan. I think we are trying to accomplish the same thing
by indirection.

Senator Brown. Possibly, but I think that would be legal. You
don’t have to make your rates absolutely uniform.,

Mr, SurLivan, Correct, sir.

Senator BrRowN. A fellow with a $11,000 income is taxed perhaps
at a vegy different rate if he is in the surtax bracket, low down——

Mr. SuvrLLivan (interposing). No “perhaps’; he is.

Senator BrowN. Than .if he is in the surtax bracket higher up.
So within. that classification it seems to me that you could take the
suﬁestion I make and apply it.

r. SunttyaN. You mean that rather than have a graduated rate
up to a certain point it would be a flat rate?

Senator Brown. Just a flat $5 tax. .

Mr. Suruivan, I think I would want to consider that before I
gave you an answer, sir,
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Senator BrRown. I am just thinking of the trouble to these 2,000,000
new taxpayers, and I don’t think they mind pag'ing the $5 tax half
as wnuch as they mind making out & complicated income tax return.
It is complicated to them, and I want to save them that trouble.

Senator VANDENBERG, That would eliminate all the necessity of
checking the return.

Senator BRown. That is exactly right.

Mr. SuLLivan, Idon’t think that is quite true, Senator Vandenberg,
I think you would have to check the returns to see that they were
correct in their assumption that they did come within that rate.

Senator BrRowN. That would be a very simple check.

Senator VANDENBERG. It would minimize the work.

Mzr. SunLivan, It would, very much,

Senator BRowN. How much did you tell Senator Gerry it cost to
check the additional returns?

Mr. SuLLivaN. We estimate it will cost $8,000,000 to check the
8,000,000 additional tax returns.

Senator BrowN. And you would get $14,000,000?

Mr. SorrivaN, No; we would get in addition to the $14,000,000,
we anticipate that we will take into our collections the people who
should have been filing in the past but who hayen't filed, and that
those additional people will give us un additional revenue somewhere
between $25,000,000 and $45,000,000. You see here is the difficulty
under the present system, Senator. John Jones has & gross income
of $1,500, He knows he doesn’t have to pay an income tax unless
he has a net income of $1,000, under the present law, and he says,
“Now, let’s see, I paid so much to the church, so much to the Y. M. C.
A, and I had incidental expenses on my car, going to and from my
job; I axa sure it takes it down below the $1,000, and I am not going
to bother to file a return.”

But we have taken samples of those persons and required them to
file returns and we find that it hasn’t amounted to $500, that maybe
it amounted {o $200 or $2256. And it is from tha&ﬁroup that we expect
that this additional $25,000,000 to $45,000,000 will be collected.

The CrairmAN, All right, you ma% l])roceed. , .

Mr. SurLivan (continuing). This bill does not change thia existing
$400 credit for dependents nor the earned income credit.

The second significant amendment to the income-tax law contained
in title I is the increase in the surtax rates., Although this increase
affects ell taxpayers having surtax net incomes in excess of $6,000, the
inereases are heaviest on the lower and middle ranges of the schedule—
from $6,000 to $100,000.

Tables have been prepared comparing the tax burden on net incomes
of selected sizes under existing law with that under the surtax schedule
proposed by the bill. ‘

'he increase in surtax rates effected by title I of the bill is estimated
to yield an additional $177,000,000 annuslly, In other words, the
total increase in individual income taxes resulting from lowering the
base and increasing the surtaxes totals some $252,000,000 per year.
gllxsago ﬁoggx(')% is arrived at by adding to the $177,000,600 here, the other

,000,
. The third major amendment contained in title I of the bill is an
increase of 1 percent in the tax rate in every bracket of the corporation
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income tax. For example, the 18-percent rate now provided for corpor-
ations havinz a net income in excess of $25,000 is raised to 19 percent.
With respect to corporations having a net income of $25,000 or less,
the present law provides for a tax ot 12}¢ percent cn the first $5,000 of
net income, 14 percent on the next $15,000, and 16 percent on the last
$5,000. These rates have been increased to 13} percent, 15 Jaercent,
and 17 percent, respectively. The additional revenue raised by the
new corporate tax retes is estimated at $70,000,000 a year.

The fourth important change in title I of the bill is & provision
which calls for the filing of income-tax returns by all single individuals
who have a gross income of $800 and by married persons with gross
incomes of $2,000. By eliminating the net income test as the basis
for the requirement of filing returns and by lowering the $5,000 gross
income test to $800 in the case of single persons and $2,000 in the
case of married persons, the bill will add some 8,000,000 returns to the
some 7,500,000 individual returns now filed annually. The present
net income test for the filing of a return makes each person in effect
his own auditor in determining what are the proper deductions to
take from gross income. It is believed that today meny persons
fail to file returns on the assumption that their net income is insuffi-
oient whereas actually they are liable for the filing of & return and
the payment of a tax. That is the matter I referred to. Although
the addition of 8,000,000 returns will result in increased administrative
burden end additional expense, it is anticipated that tho revenue which
will be collected as the result of this change will be in excess of the
additional cost of $8,000,000. Since it is almost impossible to estimats
the increase of revenue from this source with any accuracy, the esti-
mates of the annual additional yield from the bill do not includs
anf increase in revenue from this source. .

n other words, the $25,000,000 to $45,000,000 we were discussing
Senator Gerry, is not included in $1,004,000,000 that is anticipated
a8 additional yield from the bill that is now pending before you.

The changes made by title I apply to incomes for the taxable year
1940 and subsequent years.

Title II of the bill contains those increases in the existing tax rates
which are of a temporary nature, their duration generally being limited
to 5 years. The pattern of this title is to provide a 10-percent increase
in the rates of most internal-revenue taxes. In o few instances the
increase is groater than 10 percent and in other instances no increase
has been made—and that refers, Senator Vandenberg, to the import~
excise and the regulatory excise taxes you referred to yesterday, and
to that tax I should have added the tax on rectifiers which was elimi-
nated from the original bill in the House. : S
. Senator BarkLeyY. Since you have mentioned that rectifiers’ tax
it is the judgment of the Treasury, as indicated by :the bill prepare(i
by the subcommittee of the House, that inasmuch as the tax on straight,
liquor is increased from $2.25 to $3 a gallon, there ought to be & cor-
responding increage in rectifiers’ tax in order to adjust the difference
in. cost of production with the tax? ‘ S

Mr. Surrivan. That is true, that was the opinion of the Treasury
%epartment and of the Alcohol Tax Unit of the Internal Revenue

wreew.: . . T
. As already stated, it is estimated that 670,000,000 additional rave-
nue will be derived annually from the increases provided in this title.
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The CualrMaN. What were the reasons advanced why there was
not a differential on the rectifiers’ tax and the tax on straight liguor?

Mr. SuLLivan. There was a good deal of discussion on that, and
they seemed to feel that inasmuch as the rectifiers had to use, at least
in part, tax-paid liquor on which this additional tax would be paid,
that the rate should not be raised as to them.

Senator BarxkrLEY. While we are discussing that subject, I would
like to state that the reason for the.differential of 30 cents, as it now
exists, grows out of the fact that straight whisky will be taxed $3
a gallon, and costs about 90 cents a gallon to produce, including
storage in bonded warehouses and so forth. :

Rectified whisky is about one-fourth straight whisky plus three-
fourths raw or pure alcohol, which costs 16 cents & gallon to produce;
and while it does pay the $3 tax when you mix the three-fourths part
with the one-fourt?x part, raw alcohol and straight whisky, you bring
about & combined cost of production that is considerably less than
the ;:ost of producing the straight whisky plus the tax, isn’t that
true '

Mr. Surrivan. That is correct, the three-quarters that you refer
to may have been made yesterday or the day before, and there is no
storage charge.

Senator BarkLEY, There is no storage charge or aging charge, it
is just a plain straight cost of production which I understand is
sbout 16 cents a gallon. '

Senator Kina. Mr. Sullivan, coming to the item of $879,000,000,
what part of that results from the excise taxes, and what part from
the 10 percent increase?

Mr. Svrrivan. That is the last sentence which I read?

Senator King. Yes.

Mr. Surnivan. The total raised under title II, Senator King, for
a full year, is $678,000,000. - ‘

Senator Kinag. $678,000,000 you have in your report.

Mr. Suruivan. It is $678,000,000. In my statement I am using
approximate figures. Now, of that $679,000,000, $135,000,000 comes
from increase in corporate income taxes; $123,000,000 comes from
increase in individual income taxes; $12,000,000 comes from increase
in capital stock and excess-profit taxes; $29,000,000 comes from in-
crease in estate taxes; and $3,000,000 from increase in gift taxes.

The rest are increases in excise taxes and the direct answer to your
question is that subtracting these, the amount that is raised from the
increase in excise taxes is $376,200,000, :

Senator Kina. That would be the tax on the excise taxes?

Mr. SurLivaNn. Yes; and that excludes the gift and estate taxes
as well as the capital stock and excess-profits taxes. ‘

Senator King. I assume that you weighed the question as to
whether that was a fair adjustment, or whether (fou bad imposed
upon the excises too much or too little, moasured by the inorease
that is imposed upon the other factors here which gives a total of
$679,000,0007 : ‘ »

Mr. SurnivaN. Yes; we recognize that a lavrge amount is being
raised from increase in exeises and that o large proportion of those
increases will be paid by people in the lower brackets, I am new
at this game; there isn’t anybody in this room who hasn’t had & great
dea) more experience in tax matters than I have, but frankly the one
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thing that I have learned is that thore isn’t any amount of cleverness
or facility of phrase, or legal logerdomain that is %oing to raise revenue
without takin% money away from somebody. This just is about the
best we have been able to devise in the time we have beon working
on it, Senator. : :

Senator BrowN. Havo you ever used this term ‘“‘supoertax” bofore
in the tex law?

Mr, Tarupavu (Thomas Tarleau, logislutive counsel of the Treasury).
The British have a term somewhat similar.

Senator Brown. I wes just wondering what evil genius in the
Department dovised: that term?

Mr. Sunnivan. 1 fzuess you are looking at hitn, Senator,

Senator Brown. I don’t like it. Why don’t you make it easier for
tho taxpayer and not remind him by that phrascology that he is peying
& supertax, but call it a national-defense tax.

. Sanat?or Barxrey. Why give it a nickname any way, why not call
it & tax

Mr. SurLivan, I think tho reasen for that, Senator Barkloey, is that
this particular tax expires in 5 ycars, whereas the other changes you
aro making remain on tho books. I think it should have some dis-
tinctive title.

Senator Brown. We could call it the defense tax just as well, to
remind the taxpayer what good his money is doing, rather than the
faot that we are taking a large amount of money out of his pocket.

Mr. Surtavan. Isn’t all of this money raised under this bill for
defense purposes?

Senator Brown. Then call it that, but why call it supertax? That
reminds the taxpayer that we are soaking him f)retty hard.

Senator VanpeNBERG., If woe don't say anything about it in the
campaign, would it be all right? (Laughter.]

Senator BrowN., I would be a little bit disturbed about the
Democratic Party puttin& on g “supertax.”

The CratrMaN. The first time I ever heard of “supcrtax’ was
when it was employed by a distinguished Senator from your State,
Senator Couzens.

Senator BArRkLEY. It might be a defense tax and still not be super.

Senator BRown. Lot his successor denominate it by a little more
enticing term.

Senator Kina. Well, the word ‘‘super’” now connotes many things.
We apply it to ships of the air and ships of the sea.

Senator CoNNaLLY. A tex by any other name is just as burdensome.

Senator Brown. But it doesn’t smell as bad.

Senator Kina. We might call it an esthetic tax.

Senator BRowN. Defense tax is what it ought to be called.

Senator VaAnpENBERG. You might call it “bottom of the barrel”

Mr. Sunnuivan (continuing). Individual and corporate income
taxes, beginning with incomes for the taxable year 1940, have been
increased 10 percent. This 10 percent increase in the amount of tax
is to be computed upon the tax ﬁayuble under the permanent increases
in rates effected by title I. The bill contains a sgecial provision de-
signed to alleviate the severity of this increase in the case of taxpayers
in the very high surtax brackets, who under title I would pay more than
50 percent of their incomes in Federal income taxes, Under this
special provision, the 10 percent increase will in no case result in a
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levy of more than 10 percont of the income remaining to an individual
taxpayer after payment of his title I Federal income tax Lability, It
is ostimated that the 10 percent increase in individual and corporate
income taxes will yield $258,000,000 annually.

The excoss-prolits tox, the copital-stock tax and the estate and
gift taxes are all increased 10 percent. The incrense in the excess-
profits tax is eflective for any taxable year ending after June 30
1940, and before July 1, 1045. The capital-stock tax is incrensc(‘
for tho year ending Juno 30, 1940, and for the 4 succeeding years
theroaftor. Tho increase in the estate tax is made effective with
respect to decedents dying after the enactment of the bill and before
the expiration of & years thercafter. The incrense in the gift tax is
applicable to the calendar year 1940 and subsequent calendar years
up to and including 1946, With respect to the calendar yoar 1940
t{ne %nﬁrense in effect is applied to gifts made after the enactment of
the bill.

As stated above, most of the I'ederal excise taxes are increased 10
porcent, offective July 1, 1940. Since many of these taxes were due
to expire in 1941, this 10 percent incresse necessitates an extension
of such taxes to 1945, and this extonsion is provided for in the bill,
The 10 percent rate of increase, however, has been departed from in
some instances, either for reasons of revenue or of administrative
necessity, The principal exceptions are the increnses in the taxes on
alcoholic beverages, tobacco products, and gasoline. The tax on
distilled spirits generally has been increased from $2.25 to $3 per
gallon and that on brandy from $2 to $2.75, an incrense of 33}4 percent
and 37% percent, respectively. The tax on beer und other fermented
malt liquors has been increased from $5 to $6 a barrel, a 20 percent
incrense, and the tax on wines has been increased proportionately.
Floor stocks taxes are imposed upon distilled spirits and malt liquors
held on July 1, 1940,

Senator Brown. Can you translate those figures into valuation?
What percentage of increase is it on a valuation basis?

Mr. SurLivan. On a barrel of beer? :

Senator Brown. On a barrel of beer or a gallon of liquor,

Mr, SuLrivan. Not on the basis of the tax but on the basis of the
sales price,

Senator BRown. For instance, how much is beer a barrel, how
much doos it cost?

Senator Kina. There are 31 gallons in o barrel,

Mr, SurLrivan, About $15 & barrel, that would be an increase of
one-fifteenth.

On cigarettes it is an increase of 1 cent a pack.

The floor stocks tax on malt liquors, beer, is not applicable to
retailers. The floor stocks tax on distilled spirits is applicable to
retailers, but only where the stock held by a retailer amounts to more
than 100 wine gallons.

Senator King. I have a communication which says that the Gov-
ernment hes made no distinction between the tax on beer containing
lelss hthlan 3.2 percent alcohol and beer containing over 3.2 percent
alcohol,

Mr. SuLuivan. That is correct.

Senator Kino. And the writer states thet he feels some distinction
should be made. He emphasizes the point that there ought to be a
distinction made, that if it is more than 3.2, it ought to pay a greater
tax than if it is less than 3.2.

-
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Mr. SuLnivan, Does he sny why, sir?

Senator King, No; but he feels that the tax should be higher on
3.2, or rather over 3.2 percent than on less than 3.2 percent.

Mr. Surrivan. I think that the variation is not great.

Mr. BerxsHIRE (Stewart Berkshire, Deputy Commissioner of In-
tornal Revenue): If you take the alcohol content of a barrel of beer
you will find that the tax on the beer is less per proof gallon than the
tax that you have on spirits.

Senator Kina. Less than on wine?

Mr. Berksuire. No, sir.

Senator Kina. Would not there be some reason—and it appeals to
& prohibitionist, that is, those who don’t believe in an oxcessive use
of alcohol, to encourage o lower alcoholic content than to encourage
a lllxifhm‘ aleoholic content? )

r. BERKSHIRE., As far as that is applied to beer, there is very little
variation, in the slcoholic content of beer.

Senator ConnaLLY. The Scnator is making the point that tho heavier
beer is taxed no heavier, that is, the higher alcoholic content of beer
is taxed no heavier than the lighter beor. You are taxing it all at
practically the same rate.

Mr. Berxsnire. That is right.

Senator ConnaLry. That is all right, it suits me. You are really
after the money instead of the beer, anyway, aren’t you?

Mr. Surrivan. That is right, sir.

The CaairmMan. The Buck bill, H. R. 9117, has come over from the
House for our considoration and action, and if we are to take action
on that bill, we ought to do so before we report this tax bill, so that
the ap%-opriate change can be made in this bill. Isn’t that right?

Mr. Berksuire. Yes, sir.

Mr. SvrLivan. Under the Buck bill, the collection of revenue will
be increased.

The Cuarrman. Yes; I understand $3,000,000, and so the Treasury
is for that bill? :

Mr. Surrivan.” That is right, and for reasons other than the increase
in revenus, :

Senator ConnaLLy. Does this bill carry any taxes on so-called soft
drinks like Coca-Cola?

Mr. Suruivan. No, sir; it does not.

Senator CoNNALLY. Wixy shouldn’t it?

Mr. Suruivan. Barkis is will'mf.

Sg{mg,lor King. Ihave been told that the Coca-Cola business is very
profitable.

Mzr. SuLLivan, Our estimate, on 1 cent a bottle, is an additional
revenue of $76,000,000 a year. '

Senator BARKLEY. On soft drinks?

Mr. Suruivan, That is right.

Senator BARkLEY. At 1 cent a bottle?

Mr, Suntivan. Yes, sir.

Senator Georan. You are not interfering with the basic rate on any
of these taxes, you are simply adding the 10 percont or some arbitrary
percent where 10 ;i‘ercent cannot be practically collected?

Mr. Surrivan, That is correct.

The CuairmaN. Let me ask you a question, Mr. Sullivan. I have
o memorandum here with reference to this increased tax on liguors,
The followitig amendment is suggested: '
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except for use In the extraction, manufacture, and preservation of medicinal
preparations.

We have had that question before us many times before. Did the
House give consideration to that question?

Mr. SuLLivaN. That was discussed briefly in the subcoramittee, sir,
and not thereafter referred to. We feel very unhappy about that for
this reason. A similar exemption in favor of otherwise taxable liquor
for medicinal purposes, pharmaceutical purposes and for foods, fla-
voring extracts and what not, was in the law during prohibition, and
there were 43,000 permitees who were withdrawing {)iquor for those
puwoscs. )

o estimate that if the exemption were to be made now it would
amount to about 50,000 permitees. There would be an additional
administrative cost to the revenue bill in excess of $1,000,000 and we
would lose about $6,000,000 tax on the liquor.

Now, in the case of a prescription, the incrensed cost in_the prepa-
ration of the average prescription, according to the best information
I have beon able to get, because of the increase in the tax on the alcohol
contained in that prescription is about a half of & cent a prescription.

The CuarrmMaN. So the Treasury opposed that?

Mr. SuLLivan. Yes,

The CuairMaN. Largely on account of the administrative diffi-
culties and costs?

Mr. SuLLivan. That is right, where it is going to cost the average
pergon who bu{s & prescription an additional onc-half cent per pres-
cription, we rather question whether that justifies costing the Treasury
in excess of $7,000,000 a ycar.

Senator Kina, Mr. Sullivan, I had a communication which stated
as follows:

I note in the f:roposed bill there is no reference to tax on soft drinks nor a tax on
earbonic gas which goes into soft drinks. In the World War a tax was placed
ug)on these beverages and I seo no reason why competing as they do with varlous
other products they should not bear some of the necessary burden of the present
defense program,

Was that matter considered by tho Treasury Dopartment?

Mr. SuLtivaN. Yes; I think you will recall that this particular
measure includes no new types of tax that are not at the present time
on the books. The revenue that is raised under this bill is raised
;:’t(h‘elr by an increase in the tax rate on those things that are now

ed.

Senator VANDENBERG. Thoy are just confined to super taxes?

Mr. SurLrivan, That, plus the increase in the permanent rate, sir.

Senator BARKLEY. Let me ask you, is that a very scientific way to
approach this proposition, to tax more those that are already taxed,
and leave untaxed those that are now untaxed?

Mr. SurLivan. I was merely trying to explain that.

Senator BArrLEY. For instance, you have got no tax here on soft
drinks which you say would rais: about $76,000,000 a year.

Mr. SuLtivan, Yes, sir.

Senator BARKLEY. You have increased the tax on tobacco products
which is the only product in the United States that still bears a World
War tax rate,

Mr. Suruivan. That is right.
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Senator BARKLEY. And 4 years ago was raising one-eighth of the
entire revenue of the United States.

Mr, SuLLivan, That is right.

Senator BARkLEY. You add $76,000,000 to the more than $500,-
000,000 already being raised on tobacco products, and leave soft
drinks, which is equally a luxury with tobacco, if either is a luxury—
maybe both of them are a necessity to some people—-but as & matter
of fairness why add $76,000,000 to that product which is already, or was
until 2 or 3 years ago, paying one-eighth of the entire expense of the
Government, and leave completely untaxed these soft drinks which
ctf)uld bea;' probably a 1-cent tax per bottle and raise the same amount -
of money

I am not pleading for tobacco simply because I come from a tobacco
State, but I happen to know that it is the only product that still bears
the World War tax rates, they have never been reduced at all, and
while everythin%lelse was reduced it was kept at that rate.

Now, if you have got to collect that $76,000,000 extra from the
tobacco products, which in the long run is taken out of the grower of
tobacco, because those who buy these products claim the; can’t pay
80 much for it beeause of the tax, and what they make out of it, if you
have got to add $76,000,000 to the tobacco producers, which in my
'udg}x)nent, is?the effect of this, why can’t you raise another $76,000,000

this tax
yMr. SuLLivan., We can, sir, and the Treasury does not object to
such a tax.

Senator BArkLEY. What would you think of that sort of a tax and
substitute it for the $76,000,000 you are adding for tobacco?

Mr. SurLivan, I don't know as I want to pick and choose. We
would welcome the addition of another $76,000,000.

Senator BarkLey. You have already picked and chosen by adding
this additional tax to tobacco, and not taxing these others,

Mr, SuLLivan, Perhaps there has been picking and choosing, but
I don’t know as that has been the picking and choosin%————

Senator GeoraE (interposing). Congress has dcne the picking and
choosing, Congress has simply retained certain taxes, and this pro-
posal is to increase those taxes in order to get immediate revenue.

Senator Barkrry. That is true, but that in itself is not very good
justification for only picking those that have been chosen heretofore.

Mr. SurLivan, We are quite willing to accept your SUF ostion, sir.

Senator GrorGE. There are meany things that we cou (% tax, there
is no doubt about that.

Senator BarkLEY. Maybe we ought to do it.

Senator BaiLey. I wish to suggest that the tobacco farmers are
losing about one-third of their market on account of this war, The
export tobacco from my State is fully 50 percent of the total produc-
tion. It is not likely to bo anything this year so far as I can see.
Of 175,000,000 pounds boughb last fail for export under Government
loans, only 1,000,000 pounds have been carried across the Atlantic.
France has quit buying the burley, England has quit buying the
bright, or the cigarette tobacco.

enator BarkLEY. And everybody has quit buying the dark.

Senator BaiLey. You are adding this to the highest tax burden in
America, the only old World War tax. I am only saying that this
tax ought to be considered in light of the fact that the tobacco pro-
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ducers in this country stand to lose from 30 to 50 percent of their
market this year. Now, if they lose it over here besides, it is my
judgment that the money you raise, every dollar of it, will have to go
for relief. You will gain nothing whatever for national defense.

Senator Kine. And the Government will stand to lose many of
those loans which it has made to the tobacco growers because of their
inability to sell their product.

Senator BaiLey, Yes,

Senator Kina. So there will be a double burden upon the Govern-
ment.

Senator Ba1Ley. There will be a loss in revenue to the Government
if {'ou cut down the consumption.

would like to have the Treasury Department, in making its
recommendations, look into this situation. I am just calling your
attention to the fact that this policy is calculated to ruin the tobacco
farmers of North Carolina, who number about 300,000. It will ruin
the tobacco farmers in South Cearolina and in Georgla and in Alabama
and in Florida, and in Kentucky and Tennsessee.

Senator Gurrey. And in Pennsylvanig.

Senator BaiLey. And in Pennsylvania,

I would like the Treasury to think about that.

I am going to vote for the bill, I know I have got to, I don’t care
what sort of bill you put out, I am going to vote for it, but I should
say we ought not to put up a bill that destroys our own people. That
is not national defense.

Mr. SvnLivan. That is quite true. .

Senator BArRkLEY. I fcel the same way about it, I realize that the
texes you are increasing affect my State very largely and very effec-
tively, both on liquor and tobacco, and if it weren’t for that gold we
have got buried down there, I don’t know how we would get along
with paying these extra taxes. We may have to draw a little on that.

Senator Buailey has mentioned the bright and the burley which
England and France have quit buying. The dark tobacco, which is
produced almost exclusively in west Kentucky, 85 percent of it was
gold in the foreign market, and practically all of that is gone, they have
got no market for it anywhere. I am thinking about what the effect
is going to be on the man down at the bottom, and of course I am not
going to oppose these taxes, I mean I am for the taxes, I want to raise
the revenue, but I do feel that it is proper to call attention to the
Freat disproportion part of these increases which will be borne by
imited localities in the United States, especially on these products
that I have mentioned.

The Crairman. All right, proceed, Mr. Sullivan,

Mr. Surrivan. For the sake of the record, I have the exact figures
on the proposal to exempt liquor for medicinal and food purposes,
I told you I thought it would be around $1,000,000 for additional
administrative expense. Our estimate is $1,124,300. The amount
we would lose in tax is $6,000,000, so that would result in a total loss
- to us of $7,124,300. :

The rates of these floor stocks taxes are equal to the difference be-
tween the present rates of tax and the increased rates provided in
title IT of the bill—75 cents per gallon in the case of distilled spirits
and 81 per barrel in the case of malt liquors. The increase in the
texes on alcoholic beverages, exclusive of the floor stocks tax, is esti-
mated to yield $125,000,000 annually,
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The tax on cigarettes has been raised from $3 to $3.50 per thousand,
an incroase of 16% percent. The rates on other tobaceo products have
been increased in the same proportion, Chewing tobacco has
been exempted from this increase, because of tho constantly diminish-
ing uso of this product and the small amount of revenue involved.
A floor stocks tax has likewise boen imposed on tobacco products,
applicablo to those held by manufacturers and wholesalors on July 1,
1040, at a rate cqual to the difforence between thoe oxisting tax rate
and the new ratoe under title II.  The increase in the taxes on tobacco
products, exclusive of the floor stocks tax, are cstimated to yiold
$76,000,000 annually. The floor stocks taxes on aleoholic beverages
and tobacco products are togother estimated to yiold $26,000,000 for
the fiscal yoar 1041,

Senator ConnNanLy. You oxempt retailers from the floor stocks
tax on 100 gellons of liquor, don’t you?

Mr, SuLnivan, A hundred wine gallons, yes, sir,

Scenator Connarny. Suppose we didn’t exempt them from that,
whlg should wo exempt them, how much would that give?

r, O’DonneLt. (Dr. Al F. O'Donnell, Assistant Director of Re-
search and Statistics, Treasury Department). I think Mr., Berkshire
miﬁ}xt better answer that, Senator.

r. BErksHIRE, The average roturn in 1938 showed that cach
retailer had 40 gallons; in round numbers there were 250,000,

Scnator CoNNALLY. Wcll, if ho is going to be exempt, he will buy
a lot in anticipation of this tax.

Mr, BerksuIre, They didn’t do it before.

Senator ConnaLLy. How much tax would we save if we didn't
exempt them?

Mr. Berxsnire. You would want to multiply 40 gallons by 250,000
and that would be the gallons which we would colleot the 75 cents on.

Mr. SurLivan. That would be $7,500,000, Senator. .

Senator ConnaLLy, Whet would it.cost—the expense be high to
got that $7,500,0007 )

Mr. BerksHIRE. No, sir; we would get that without additional cost.

Senator CoNNALLY. Why shouldn’t we get that $7,500,0007

Mr, Berkseirg. That is all right. The exemption wasn’t in the
Treasury bill,

Senator King, That would be regarded as a new tax along the
lines that you have differentiated the new taxes and simply adding
m._._

Mr. Surnivan (interposing). I think that whenever they had the
floor stocks tax before, there was some exemption, it was 250 gallons
in the last floor stocks tax on liquors. This is reducing that exemption
from 250 to 100. .

Senator ConnNaLLY. On the report on page 21, the last line, it says,
“an exemption of 100 wine gallons is accorded to retail dealers.”

I don’t see any reason why the retailers should be exempt from that
increased tax of 7,500,000. If you don’t put it on, he will probably
stock up and buy himself an extra quart before this tax goes into effect.
I think we ought to strike that exemption myself.

Mr., SuLLivan. The 1poim; that Deputy Commissioner Berkshire
was making was that although in the 1938 act thers was an exemp-
tion of 250 gallons, the trade did not avail itself of that opportunity
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to stock up, and when the returns came in, instoad of having up to
the full exemption of 250, the amount of liquor the average concern
had on hand was only 40 gallons.

Senator ConNaLLY, But suppose you don’t bny another drop, you
get 7,600,000 on what he has on hand?

Mr. Surtivan. Yes, sir, If each one ouly had an average of 40
gallons on hand, as they did the last time, we would get 7,500,000,

Senator ConnarLy. That is a pretty good percentaege,

Mr. SuLnivan. Yes, sir,

Senator CoNNALLY. And no expense to collect it?

Mr. SurLLivaN, We have got to go through tho motions.

Senator La Fovrwrre, Isn't that same thing true with regard to
the tobaeco floor atocks tax if you exempt the retailer?

Mr. Surrivan. Yes, we will lose some revenue there, sir.

Senator La Fovuerrs, And wouldn’t lvou create an unfair competi-
tive situation in that larger rotailers will be able to stock up between
now and the 1st of July, and the smaller dealer will not be able to do

)

Mr. Surivan. To o degree, sir, that is true, and the reason it isn’t
true to o greator dogree 18 that there is a limit upon the length of
time they can keep them, and have them fresh.

Senator La FoLLeTre. That is true, but why should we create that
unfair situation? .

Mr. SuLrLivaN. We have no objection to the imposition of a floor
stocks tax on retailers, but we would remind you that the last time
rlr]e l;iad it, we had something over 800,000 returns, and I can get you

e lgures-— . -

Senator LA ForLerTe (interposing). Suppose you put some ceiling
on it, gaye them some amount that you would permit them to bave
without imposing a tax? .

Mr. Suruivan. That is right. Woell, we will then save some of the
revenue and we will have almost all the additional administrative
expense, I have those figures but I am sorry I haven’t them on the
tips of my fingers. .

Senator Davis. What is the total amount of reverfue coming in
from the sale of cigars? : . .

. 11)5'3 OO’DONNELL. We collected $12,400,000 in taxes on large cigars
in .
_Senator Davis. What will this additional tax that you have on
cigars raise? . . .
r. O'Donnert. It will raise that amount by approximately
one-sixth,

Senator Davis. One-sixth of that amount? . .

Isn’t it difficult now to sell cigars, and putting this additional tax
on, wouldn't that decrease the revenue rather than increase it?

Dr. O'DonneLL. It can’t possibly decrease the revenue unless the
decreased consumption is much more than Sropor'tlonate to the
incrense in tax since the tax is only a fractional portion of the sales
price,

Senator Davis. It will decrease the sales? .

Dr. O'DonneLL. Yes; a8 regards to what you would have sold if
you had not increased the tax; that is true.

Mr. Surtivan. I can give you those figures, Senator La Follotte,
The additional revenue we would receive by imposing a floor-stocks

241705—40~q
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tax on tobacco with retailers would be $4,500,000. Wo would expect
something in the vicinity of 000,000 raturns and it would cost us about
$2,500,000 to collect the $4,500,000. -

Senator La Forturre. You would have a not gain?

Mr. Surnivan. Yes; of $2,000,000.

Now, if you allow an exethion of $10, $20, or whatever you would
decido upon, there would still be the same administrative expense, but
the collections would be that much less.

Senator Kina. It scems to me that your oxpensos for collection are
tremendously high. It costs $2,500,000 there. You have your ma-
chincery all sot up and it would scom to me that an additional expense
of collection should be very small,

Mr. Surrivan., Well, this is hardly over $2 a roturn; that means s
collector has to go to avery little retail store, Senator King. I don't
think you would find that high. We can give you a complete break-
down of that. You see, we don’t know when we get a return whether
it is correct; we have got to just go and check up on that.

The CHairmaN, Procoed.

Mr. SuLnivan (continuing). The tax on gasoline has been in-
creased from 1 to 1} cents per gallon and the Increase is estimated to
yield $112,000,000 annually.

Senator BARKLEY. Let me ask you about that gasoline tax.

Mr. SurLivan. Yes, sir.

Senator BArkLBY, Isn't it very inconvenient to collect any multiple
of a half a cent by tax? Suppose 2 man goes up to a gasoline station
to buy 5 gallons of gasoline. The tax is 734 cents. Now, the gasoline
salesman can't change & cent into & half, and he couldn’t collect the
734 cents, but he would probably collect, and maybe 10, I don’t know,
but he would collect 8 anyhow because lie couldn’t give the man a
half a cent in change.

Wouldn'’t it be better really to make that tax another cent, instead
of half a cent, and you would raise $66,000,000 more?

Mr. SuturvaN. Kxcuse me, you would raise $112,000,000 more.

Senator BArkLEY, That is right, it would double. this amount with
& 1 cent tax and raise $224,000,000,

Mr. Surnivan. That is right. :

Senator BarxLey, My information is that practically all the States
levy a gasoline tax in multiples of & cent. There may be some that
have a half a cent, but not many as I understand it.

Mr. Suruivan. That is right, sir. .

Senator Barkiuey. I don't see how it is going to be practicable to
collect a tax of 1} cents. If you could be sure that everybody would
buy 10 gallons or 20, where the tax would be 15 cents or 30 cents, it
would be easy to see how the change could be made, but in this
multiple of half a cent, wouldn’t the taxpayer pay more money
ingvitably that would never get into the Treasury?

Mr. SuLuivan, He may in some instances, but the number who
buy odd numbers of gallons is not necessp,rﬂy great. There is an
increasing vogue of going up to a filling station and not saying, “Give
me so many gallons,” but “Give me $1.60 worth of gasoline,” or
“Give me $2 worth of gasoline.” L o

Senator Barkruey. That would make it even more difficult to
figure on & 1% cent basis.

i
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Mr. SurutvaN. We now have the same difficulty in the trade
becauso although the tax is in even numbers, you see some stations
that advertise gasoline at 154 cents a gallon, and they are creating
that problem for themselves, There would be some diffieulty.

Senator BArkLBY, Is this tax collezted at the retail station or is it
collected wholesale from the manufacturer?

Mr. SuLnivaN. From the refiner.

Senator Groree. Your Federal tax is a producer’s tax?

Mr. SurLivan, That is right.

Senator Georae, It is levied on the prodicers?

Mr, SuLLivaN. At the refinery,

Senator Georar. Of course, the retailer passes it all on, if he can?
hSenator Barkiry, He will pass it all on, there is no doubt about
that.

Senator Grorce. That is the trouble, but so far as the Federal
Government is concorned, it is a tax on the producer,

Mr. SuLtivan, That is right. You think that in many instances
the filling station will Iget the advantage of that half & cent?

Senator BarxLuy, It is possible for that to happen, and I am won-
dering whether it wouldn’t be better, and not very burdensome, to
:make that tax 2 conts, and not 1147

Senator Kina, During the N. R. A. we had the half a cent, and I
‘was wondering if any of your assistants can tell us how it worked
when, under the N. R. A., we had to collect the tax?

Mr, SuLLIvAN, Deguty Commissioner Bliss of the Miscellaneous
“Tax Unit, Bureau of Internal Revenue,

Mr. Briss, There was no difficulty in collecting it at all as far as
the Federal Government was concerned.

"~ Senator King., How did it affect the consumer, the automobile
‘man?when he was buying it, would he pay a cent instead of a half a
-cent

Mr. Briss. I wouldn’t know.

Senator ConnNaLLy, Under the present set-up you collect the tax
from the refiner?

Mr. Briss. Yes, sir,

Senator ConnaLLy. Now, when the filling station man sells that
;888 does he collect any of that tax?

Mr. Buiss. We don’t look to him, we look to the producer,

Senator ConnaLLy. I am talking about what is the fact.

Mr. Briss. I imagine that he passes it on.

Senator ConnaLLy. He pays that when he buys the gasoline, he
‘pays the refiner 5 cents or 3 cents a gallon,

enator Gurrey, Plus the tax,

Senator ConnaLLy. That is all right.

Senator Gurrey. Why should he collect the tax twice?

Senator ConNaLLY. 1 don’t want him to.

Senator Gurrey. He doesn’t pass it on——

. Senator ConnaLny. I am talking about the Federal tax because it
is paid by the refiner, and the State tax is directly, or rather fre-
quently paid by the consumer.when he buys the gas. You see a
:;gt}? up there‘‘tax’’—does that include both the Federal and the State
‘tax

Mr. SuLrivan. I think in most cases it does include both.
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Senator Connarry, Then he remits that to tho refiner, I suppose,

as part of his cost?

he CuairMaN. Somo States provide that in the sale of the product
to the ultimate purchasoer, that there shall be maintained a schedulo
of how much taxes arc to be paid.

Mr, Surnivan, Yes.

A Theo ?CHAIRMAN. You don’t know how many States have that law;
o you

I\%r. Briss. Practically all of them,

Senator Carrer. I would liko to ask you a quostion, if I may. My
mail this morning is filled with propaganda on this tax question, and
among othor communications I find ono from tho Amorican Taxpayers
Association, with headquarters in the Munsey Building, Washington,
and it encloses a carofully prepared circular, Statement of Associa-
tions’ Position on Present National Policies, and this paragraph,
which interested mo, says:

A reduction in tax rates—

Noto the statement, “reduction in tax rates’’—

particularly on incomo will increase tax revenue. Past exporience and the official
records of the United States Treasury Departmont prove this,

I am wondering if thore is anything in the records of the Troasury
Department that would bear out any such contention as found in this
statement?

Mr. Sunuivan. I don’t know, there maf' be. I rather think that is
a fervent hope rather than a statistical JII proved statement, but I
would want to check that for you before I gave you a statement for
the record,

Senator Kina. The law of diminishing returns might not applythere,

Mr. SuLivan. That is right, Senator.

Senator BarkLEY, Well, if a reduced rate would make a man pay
morﬁ taxes, he wouldn’t be advocating a reduced rate very enthusias-
tically.

Mr. SuLnivan, I think there is something else behind this. I
think the thought that the Senator read was that if the tax rates were
lower, that “vould cause encouragement to venture capital, and there
would be a lower tax rate on a larger volume of business. There is a
relationship between cause and effect there which I am not prepared to
accept, and upon which I don’t think we could gamble in this par-
ticular period.

Senator King. It is assumed if we had $100,000,000,000 of national
income, that we would get larger returns than if we had $60,000,000,000
with higher taxes?

Mr. SuLLivan, That is right, sir, that is right and the catch is in the
assumption.

In increasing by more than 10 percent the rates on these three
commodities—alcoholic liquors, tobacco products, and gasoline—this
bill singles out commodities which throughout the world are con-
sidered specially suited for the imposition of fairly high excise taxes.
The rates imposed upon these commodities in almost every other
nation in the world are very much higher than the rates provided
in this bill. . .

Senator VANDENBERG. When you are comparing gasoline texes with
foreign gesoline taxes, you have got to add all of the State taxes also
to make a fair comparison.
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Mr, Surrivan, I think that is true also.

Senator Vanpenprra, There is only one tax abroad on gasoline,

Mr, Sutuivan, That is right in some places, yes, and in other places,
no. But even taking that into consideration the total tax, both
State and Fodernl, paid here is far less than I think you will find you
pay for it anywhere abroad. )

gona.tor Vanpenpenra, Isn't there somothing to be said for the
theory of leaving a fow things for the States to tax?

Mr., Sunnivan. Yes; and I think if I recall correctly yesterday
Secretary Morgenthau spoke of the hoge that some time the Federal
and State taxing authoritics would be able to iron out their differences
on that subject.

Smlmtor iNG. They mey tax the dead, that is about all the State
¢en do.

Senator Vanoknnera, Gasoline is so essentially a source of State
income that I think that fact ought to have consideration—some
consideration in the degree of added burdens thet we add in Wash-
ington,

r. SuLLivan, I think that is quite true, sir,

In the case of certain excises o flat incroase of 10 percent of the
existing rate would not be administratively feasible for this renson:
For example, the rates of tax of 2, 4, and 5 cents on transfers of capitel
stock have heen increased to 3, 5, and 8 cents, respectively. Further-
more instead of raising the rate of the admissions tax, it was deemed
more feasible from an administrative point of view to decrease the
exemption from 40 cents to 30 cents. For practical reasons no
increase was imposed with respect to the tax on telephone and tele-
graph messages. Such an exclusion was deemed necessary inasmuch
a8 there was no way in which a person wishing to make a toll call from
a pay station could pay the extra pennies of tax which a 10-percent
increase would require,

Senator TownseEND. Have you an estimate there of what the
amount would be in revenue when you change the exemption from
40 cents to 30 cents? .

Mr. SuLnivan. Yes, sir; $25,000,000,

.. The Cuarrman. The suggesticn has been made, Mr. Sullivan, that
if we put & small tax on a Fadmissions from 9 cents up and then lift
the tax as the admissions go higher in price, then we would get
$60,000,000 from the amusement people, the motion-picture group,
and that there was considerable unanimity of opinion in that industry
that it could be done. Have you given any thought to that suggestion.

Mr, SuruivaN. The only estimate I have, gir, was when it was at
one time considered to reduce the exemption from 40 cents to 20
cents, and our estimate on the increased revenue, because of that
exemption, was $69,000,000, As I understand it, the suggestion you
have just made would further reduce that another 10 cents. Now, 1
don’t know how much that would increase the revenue, but I would
expect it to be fairly substantially in excess of the $60,000,000 you
mention, because our figures indicate that by reducing it only to 20
cents, we would get an additional $60,000,000. That, of course
includes the $25,000,000 that is in the estimate I just gave you,
Senator Townsend.

Dr. ’DonNEeLL. The motion picture industry now has gross theater
admissions of about $1,000,000,000 a year. Krom th. best informa-
tion we can get that represents about three-fourths of all the admis-
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sions, including admissions to baseball Igames, football ganies, prize
fights, circuses, race tracks, and so on. I'should very strongly suspect
that if you lowered the exemption to 9 cents you would veory nearly
make all admissions subject to the tax, unless you made, as you did
whoen you had & previous tax of this kind, a 10 cent exemption in the
case of amusomeont parks and their special attractions. If I retnember
o::orreot.l%i there was some sort of an exemption for children’s admis-
sions. Nevertheless with an exemption of only 9 conts end a tax
of 1 cent on each 10 cents or fraction thereof above this oxemption, I
think that you would collect & tax on almost all of the admissions to
amusements.

The CuainMaN. I wish you wouid look into that, please.

Senator TowNseEND, What do you estimate that would be?

Dr. O'DonnNeLL. I estimate that we would collect about $125,
000,000, making some allowance for exempt admissions and consider-
ing that the effective rate of tax on taxable admissions is in excess
of 10 percent. That estimate includes, of course, the present adnis-
sion tax receipts of about $19,000,000 and indicates an increas: of
some $106,000,000,

Senator ConnaLLy., Your assumption is on the basis of continuing
the same tax down to 10 1pereents, but Senator Harrison’s idea was to
tax the lower ones & smaller rate, tax them 1 cent, say, from 10 cents
to 20 cents, and 2 cents from 20 cents to 30, and then the regular 10
percent above that.

Mr. SuruivaN. Could we have those rates, Senator Harrison, and
we will give it to you?

Senator Groran, I have here, Mr. Sullivan, suggested rates of 1
oent on all adiissions say up to 25 cents.

The CualrMAN. That is from 10 cents to 2567

Senator GEORGE. 2 cents from 26 cents to 49; and above 50 cents,
10 percent., They claim that that will produce about $60,000,000,
and I had figured on it somewhat, and there is a good deal of merit,
maybe not in these specific levies, but in the thought of differentiating.
I was advised that the Ways and Means Committee didn't go into
that because they didn’t affect the basic rate.

Mr, Surnivan, Did I understand that in one of those brackots you
would reduce the rate that is contemplated in this bill?

Senator Groran., Yes; from 26 to 49 cents, admissions running
from 26 to 40 cents would only pay & rate of 2 cents. That is Iss
than we pay now.

Mr. SurLivan. I think for the Treasurg, sir, that I would have to .
opgose that. I am safraid that we may be getting into an indusiry
fig kt; here. I am not sufficiently familiar with the theater busir ess
to know. :

Senator Georae. I said that the rates possibly might need read-
justment, but I was discouraged from presenting it on the theory
that the Ways and Means Committee had built up the bill and that
if we go into theso rates and try to make those readjustments of
course then you have got all kinds of industry questions involved,
but I will be glad to leave these with you and you can study them out,
because in Janua.ri/ we will probably have it in hand any woq.

Senator Kine. 1 am told, Mr. Sullivan, that there are only about
146 theaters in the United States whose charges are 50 cents or ebove
that, a very limited number.
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Mr. SunLivaN. One hundred and forty-six?

Senator Kina, That is my recollection, I may be in error. :

Mr. Surnivan, Frankly I don't know, but it sounds rather low,

Senator Kina, I am told that in Kentucky they have the rates
that were read by Senator George.

Senator GEorGE. Yes; those are the Kentucky rates.

Senator Kina. And it works very satisfactorily there to sll parties,
and the revenue is very sutisfactory and it meets the wishes of the
people gonerally. ,

Senator Gronak, It occurred to me that it would be best to defer
consideration of this schedule until we are rewriting more or less the
whole tax bill, in harmony with the present bill. would be loathe
to go into matters of that kind that may affect very vimll{ the
industry, without some little op]iortunity for the industry to be heard
onit. That is the theory that I would go on.

Senator Kina, Well, if the industry approved a modification and the
public generally, and the revenue to the Treasury was greater then
1t mlrlould seem to me wo could approach it with a good deal of sym-

athy.
P Mr. Surnivan, I think we could. The rates of certain excise taxes
are not incrensed at all by the bill, & list of which I gave to Senator
Vandenberg yesterday morning.

Among these are the regulatory taxes—for example those on oleo-
margarine, bituminous coal, narcotics, white phosphorous matches,
and certain types of firearms. These taxes are imposed not for the
purpose of raising revenue but to regulate certain businesses or dis-
courage certain activities, Likewise, those internal revenue taxes
have been excluded which are in effect import duties imposed for
protection rather than for revenue—for example, the import excises
on fish, animal, and vegetable oils, petroleum products, coal, lumber
and copper, and the processing tax on coconut oil. Similarly the bild
does not affect the sugar tax since the rates of this tax are adjusted
to an integrated program of agricultural benefits and quotas. The
bill elso mekes no change in the taxes levied under the Social Security
program since these taxes are imposed for a special purpose.

Senator VANpENBERG. Mr. Sullivan, on the first page where you
have estimated the yearly additional revenue at $1,004,000,0C0,
that isn't for the next fiscal year, is it?

Mr. SurLivan. No, sir; the estimate for the:fiscal year of 1941 is
$729,000,000. The reason that is less than the estimate for a full
year thereafter is that we will only get two of the four income tax
payments within that particular period.

enator LiA ForLLerte. How much money will come into the
'I‘reusugy by the first of January?

Mr. Surwivan. By the first of January?

Senator La FoLLETTE. Yes.

Dr. O'DonNELL, If ¥ou will defer the vuestion for just & minute,
I think I can find that for you.

Senator Kina. Do you mean from this date now?

Senator La FoLLerrs, If we pass this bill, how much actual dollars
will we get in? '

Senator TownseEnp., While you are looking that up, are there any
?mctical difficulties involved in segregating the revenues provided
or under this bill which are to be earmarked for the retirement of
the defense obligations provided for in this bill?

~
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Mr, Suruivan, It will involve a good deal of figuring, sir. You
will notice that the increnses that come from the permanent incroase
in surtax rates are not included in the amount that is to be earmarked.
The reascn for that is that we just can't figure it. We take the 10
porcont suportax and carmark that. In the case of the increased
tax on stock transfors, which was increased from 2, 3, and 5, to 3,
4, and 6, wo havo got to do a little guessing on thet, I think.

Senator TownseNDd. What do you think that would cost, have you
an estimato of the cost?

Mr. Suruivan, I will get that for you, sir,
~ Sonator VANDENBERG. Suppose you restored the tax on sugar that
used to bo collected a fow yoars ago, how much more would we got?

Mr. SuLntvan. The tax on sugar?

Senator VanpENBERG. Yes; I am talking about the sugar tariff,

Mr. SuLavan, We collected $65,000,000, you are referring to
tho processing tax on sugar?

Senator Vanpensrre. I am talking about the reduction in ‘ie
tariff on sugar,

Mr, Svnrivan. I don’t know about that, sir,

The CrairMaN. Are you through with your statement?

Mr, Surtavan, I am, sir,

Senator LA ForLerre, Can you answer my question on how many
actual dollars will come into the Treasury by the first of January
beforo we start revising the rates that ave in this bill?

Mr. SuLnivan. Yes; we are gotting that information for you,

Dr. O’DonnELL. Scnator La Follette I do have a monthly dis-
tribution of the increased income from this proposed legislation but I
don’t have it on & cumulative basis, I will have to add it up.

In July wo expect an increased revenuo of $21,457,000; in August,
$59,647,000; September, $34,591,000; October $36,945,000; Novem-
ber, $34,522,000; and Deccember, $32,564,000—making a total of
$219,726,000.

Senator VanpenBere. About $220,000,0007

Dr. O’'DonNEeLL. Yos, sir.

The CuAamMAN, Are there any further questions of Mr. Sulliven?

(No response.)

The CuairmaN. Thank you, Mr. Sulliven.

We will now hear Mr. Fayette B. Dow. Mr. Dow ropresents the
National Petroleum Association and other groups interested in petro-
leum and related products, I understand you want to be heard
briefly, Mr. Dow?

Mr. Dow. Yes, sir.

STATEMENT OF FAYETTE B. DOW, APPEARING ON BEHALF OF
THE AMERICAN PETROLEUM INDUSTRIES COMMITTEE, THE
NATIONAL PETROLEUM ASSOCIATION, THE MID-CONTINENT
OIL & GAS ASSOCIATION, THE WESTERN PETROLEUM REFINERS
ASSOCIATION, THE PENNSYLVANIA GRADE CRUDE OIL ASSO-
CIATION, AND THE INDEPENDENT PETROLEUM ASSOCIATION
OF AMERICA ,

Mr. Dow, Mr. Chairman, and gentlemen of the committee, my

name is Fayette B. Dow. Irepresent the American Petroleum Indus-
tries Committee, and & group of petroleum-trade associations which
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are named in my prepared statement. I ask leave to file, without
reading it, a very briet statement with relation to this bill.

Wo do not oppose at this time any of the increases which are em-
bodied in the bill, Wo do ask, however, that one change be made,
and that is that a provision be inserted which will make it clear that
none of the exisc taxcs here proposed shall be considered as fixed for
tho period of the 5-year term.

You will recall that the question was asked Secretary Morgenthau

esterday as to whether he regarded personally eny of these taxes to
Zo fixed taxes for the 5-year period, and he said thet he did not. He
said that he regarded the bill as an obligation on the part of the
Fedoral Government to raise $1,000,000,000-plus, with which to
rotire the special sccurities which are to be issued. We think that
that question is not free from doubt and should be definitely covered
in the bill when finally approved by the committee.

Senator Kina. May I interrupt you? I think ho stated, and I hope
I am not misinterpreting his statoment, that if persons bought these
bonds under the assumption that certain of these cxcise taxes were
earmarked to pay those bonds, there might be a moral obligation to
make provision by settinﬁ aside in the Treasury Department suflicient
to meet the obligation, but as I understood him, after all it was an
obligation of tho Government and it would be quite immaterial so far
as the final results were concerned, whether they were earmarked
or whether they were not, because the bonds which are issued would
have the guaranty of the Government behind them,

Mr. Dow. I think that that is substantially what he said. This bill
does require the Treasury to set aside as an especially earmarked fund
the return from certain of the taxes, namely in_those in title IT, an
that includes the excise taxes which are here levied and under the
terms of the bill for a 5-year period. Now, I think that it would be
very simple to make it certain in the tax bill that Congress has not
bound itself wiuh respect to any of these excise taxes for that period.

Senator BarxLey. Well, Congress can’t bind any future Congress.
Congress might come along next year and repeal all these taxes.
What is the use of putting 1t in the law if we are levying taxes for 5
years, and we may not mean it?

Mr, Dow. Well, if it is perfectly clear and what is said before the
committee would make it clear——

Senator ConNaLLY (interposing). The law is going to be what is
written on the books, and not what somebody says, and on the other
hand these taxes are apt to be permanent. They talk of 5 years, but
they are probably going to be for 25 years. Thers is nothing that
would lead me to believe that we are going to take them off after 5
yoars, and we are probably going to Yut, on more porous plaster after
this one. I would rather strike out the 5 years and just put them on,
and when we get ready to take them off, take them off.

Mr. Dow. Personally, I agree with that, but my point is this: We
regard this bill s a temporary tax measure which is nocessarily enacted
without the opportunity to entirely review .the whole tax structure,
and we look forward within a reasonable time to a revision of the whole
tax structure, and at that time we will want to come before this com-
mittes when, I think, numerous other commodities than those which
are now taxed in this bill, will be texed, and then to say that the
taxes on these special commodities shall have a fair and equitable
relation to all of the taxes which will then be levied.

-
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- Now, that may involve the reduction here and there of some of these
taxes which are embodied in this bill,
" Senator BARkLEY. We nll anticipate that probably next January,
certainly at the next session, we have got to consider the whole tax
structure and Congress isn’t bound to freeze these taxes for 5 years
if in that general revision it should find it necessary to readjust them,
I think that there might be some moral obligation that we shall not
raduce the ugiregabe amount of money collected for the purpose of
retiring these bonds that are to be issued, but when we get into the
whole tax structure, I think Congress will be perfectly free without
saying so in this law, to deal with the whole subject.

r. Dow. I am inclined to think that that is sound; I want to be

sure that it is; there is some difference of opinion.

Senator La Forrrrre. Even if you could get such a statement
written into the law, I don’t think, in view of the past history of
excise taxes, thst you could get very much comfort from such a
statement, because one of the evils of this type of taxation is that
once it gets into the structure it doesn’t come out,.

Now, we have been extending these excise taxes at the teil end of
sessions, when they expire, under a rush end hurry, ever since they
have been put on, and while I can understand your desire in view
of the fact that you do not now have an opportunity which I think
you and everybody else should have, to have a thoroughgoing study,
and attack made upon this whole tax problem, I do want to say that
I don't think you could sleop any better nights if Congress wrote it
in, because the history is that these taxes get on and stay, and that
is the reason I am “agin ’em,”

Mr. Dow. Well, I can share that view and I want to say, Senator,
that this prepared statement very briefly sets forth the present tax
burden which is assessed upon the highway users of the country.

Briefly now, there is collected by, the States $1,228,000,000 in
gasoline taxes, and registration fees, Another $328,000,000 is now
collected under present rates by the Federal Government on gasoline
and other petroleum products and on automotive equipment.

Then here is added, under this bill, another conservatively estimated
$126,000,000. :

So you ﬁet a situation where, under present levies, State and Fed-
eral, you have $1,558,000,000 already collected, and this additional
amount gets you close to $1,700,000,000.

Now, we say we are not here to oppose the taxation, but we do say
that the levy is already a very substential one, and that when you come
to review the entire tax structure at the next session, we will be pre-
pared then to come into the questions——to go into the question of
whether it is proper to handpick a relatively few articles for very
high taxes, or whether it may not be sounder to deal with the income
taxes and the general commodity level in & broader way. That is
substantially what I want to say. .

The CuairmaN. We understand your position, substantielly, and
that statement will be incorporated in the record.

(The statement is as follows:)

StaTeMENT OF Faynrre B, Dow Brror® THE Finance CoMMITTED O TED
Unirep STaTg SENATE ON THE REVENUR Act OF 1940

My name is Fayette B, Dow. I am appearing before this committee today in
hehalf of the American Petroleum Industries Committee, the National Petroleum
Assoclation, the Mid-Continent Oil & Gus Assoolation, the Western Petroleumn
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Refiners Association, the Pennsylvania Grade Crude Oil Assoolation, and the
Independent Petroleum Association of America.

We are not here to make any statement in opposition to any of the taxes which
have been proposed in H. R. 10039,

On the contrary, we recognize that the Federal taxes must be promptly and
substantially increased. We believe that the American people understand the
neeessity for military preparedness and are ready to mest the tax obligations which
such a program will necessarily impose.

There are, however, certain considerations which we think should he brought to
the attontion of your committee, and I am making this statement for that purpose.
- First, The tax bill now under disoussion is drawn in & new form and contains
provisions which are new to our revenue laws in that they undertake to earmark
certain tax receipts for a period of 6 years, to be set aside as a special fund, which
is to be available only for the retirement of United States obliguions designated
a8 “national-defense series.”” Tax receipts to be go set aside are “the additional
amount of taxes collected attributable to the inoreases nf taxesmade * * * in
titlo I1 of this act”” with certain exceptions. Title II designates certain taxes,
including the exoise taxes named in chapter 9A as supertaxes for b years, Ior
example, H. R. 10039, commencing on page 17, line 23, provides as follows:
“8uc. 1660, SuPER-TAX For Five YEARS.

“In lieu of the rates of tax specified in such of the sestions of this title as are set

forth in the followinf’et.able, the rates applicable with respect .o the period after
June 30, 1940, and before July 1, 1945, shall be the rates set forth under the

heading ‘Super-tax Rate’ '':
Then follow certain supertax rates, including the following:

Bection Desoription of tax 01d rate Super-tax rate

£ 1 ¢ ) DR TIres. ....cccuiinmimnncinnnns 244 oenta.

3400 (3) . Tubes............ 434 oents,
403 (9, Automobile truck chasl 314 peroent,
3408 (b Automoblles, eto 334 peroent.
.......... 234 peroent.

Gasoline...... 134 cents.

.| Lubricating oils. . ... 434 cents,

.| Transportation of oll.. | ¢

The question arises as to whether the excise taxes so levied are fixed for a
period of 5 years 20 that they cannot be reduced in the general revision of all of
the Federal tax schedules which is contemplated in the near future,

At the hearing before the Senate Finance Committee on June 12, Secretary
Morgenthau was asked the question whother he regarded theso earmarked, or
spocial funds, taxes to be fixed for a period of 6 years, His reply, in substance,
wag that he did not so rgggrd them. He said that he regarded the tax bill as a
commitment to raise $1,000,000,000 plus per year, as earmarked or special funds,
for a period of & years, but that the manner in which tho special fund might be
raised would be for Congress to determine, and redetermine, If it should so desire,
within that poriod.

We think that this understanding upon the part of the Secretary of the Treas-
urgr should be clearly stated in the tax act which is now under discussion. If
this is not done, and Government, obligations of the r.utional-defense series are
Issued under the authority of the act, a contention might be made that the taxes
Erovided in the Revenue Aot of 1940 could not be reduced, even though it should

o found neoessary to reconsider and revise the Federal tax laws in their entiretﬂ;
The bill now under discussion proposes to levy incrensed excise taxes on certa
commodities.

It might be considered wise by Congress, for illustratlon, to enact in a future
revenue bill a general manufacturers’ excise tax. If so, it would undoubtedly be
desirable to reconsiqer the existing excise taxes, and those which it is now ;{)r:poeed
fo increase, and to place exciue taxes on these commodities which would be prop-
erly and equitably rvlated to a general exoise tax on all manufactured articles.
Certainly this Congress should not undertake to bind the action of a future Con-
gress by enacting at this time a level of oxciso taxes which would be fixed, as &
minimum, for a period of § years.

We, therefore, request that a clear statement should be added to H. R. 10039
to the effect that none of the excise taxes provided for shall be considered as
fixed and unohangeable during the 5-year period,

-
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This leads logically to the second phase of she subjeet which we think should
be called to the committee’s attention.

Second. Among the most esgential commodities now subject to Federal exelse
taxation are gasoline and lubricating oils. Tt ie important to note that the per-
centagoe of increase in the tax proposed in H. R. 10039 on gasoline is the largest
vercentage increase on any commodity subject to Federal excise taxation,

It will be of intercst to note the percentage increases in taxes proposcd on
various commoditiea.

50-percent increase s proposed on gasoline,
3714-percent increase is proposed on brandy.
834-percent increase is proposed on distilled spirits, imported wines, cabarets,
roof gardens, and msurance policies.
25-percent increasc is proposed on trangfer of bonds and on automobiles,
20-percent increase is proposed on distilled wines, sparkling wines and
fortification of wines.
1634-percent increase is proposed on other automobiles.
12Y4-percent Increase is proposed on lubricating oils, transportation of oil by
ipe line, and inner tubes.
11/ a-percent increase is proposed on electrical energy.
1]-percent increase is proposed on tires,
10-percent increase is proposed on box seats, sales outside of box office, club
ues, sorporave securities, Fassage tickets, safe-deposit boxes, pistols and
revolvers, firearms, wholesalers in liquor, retailers in liquor, brewers, whole-
salers in malt liquors, retailers in malt liquors, rectifiers, stills, toilet prepa-
rations, radios, mechanical refrigerators, conveyances and play 'ng oards.

The proposed inorease in excise taxes on gasoline, lubricating oil, automobiles,
eto., specifically referred to above, will provide conservatively $126,000,000 in the
fiscal year ended June 30, 1941,

These taxes will be added to the heavy burden now placed upon petroleum and
automotive products.

State taxes on motor fuel and highway vehicles in the last 20 years have been
tremendously increased,

In 1019 the car-owning public paid $1,022,614 in State gasoline taxes and
$64,607,266 in registration fces, By 1930 State gasoline taxes alone yielded
$818,000,000 while State registration fees provided an additional $412,494,000,

To this total of $1,228,404,000 from State levies in 1939, must bo added
$328,000,000 in Federal levies on petroleunn products and automotive equip-
maont under present tax rates.

To this State and Federal total of $1,666,494,000 it is now proposed in H, R.
10039 to add $126,000,000. The result will be a total State and Federal tax
burden of $1,682,494,000 borne hy users of the highways.

This added revenue has been made bearable largely because the retail prico
of %asoline was reduced from 29.74 cents per gallon (excluding tax) in 1920 to
13,17 cents (excluding tax) in 1940,

Meantime, the simple average State and Federal gasoline-tax rate climbed
to 5.44 cents per gallon and the proposed increase in the Federal levy will lift
the average to nearly 6 cents, or a tax rate of 45 percent upon the retail price
of an esgsential commodity used by almost every American family,

Lubricating oil, another absolute neccssity, is now taxed at rates ranging from
26 percent to 100 percent of the wholesale price.

'hese taxes will be borne by the 30,000,000 motor-vehicle owners, most of whom
use their cars largely in the business of making a livelihood, and who earn from
$25 to $30 per week. Two out of three of them have never owned a new car.
They are customers of the used-car lot, and they are the same people who will
bear the brunt of the majority of other taxes which are levied in this bill,

Third. Whatever any critic may say of our deplorable lack of military prepared-
ness, at the present time, there i3 one respect in which we are prepared.

We have the finesi systems of improved roads in the world,

The war in Kurope has shown the tremendous part played by the mobility and
speed of tanks, power-drawn artillery and armor. 1 cars, motoreyeles, and supply
trucks. The trench warfare of two decades ago scems to be obsolete——modern
warfare is a warfare of movement, and for movement good roads are indispensabte,

At least it must be said that the billions of dollars which have been provided
by the highway users in the last 20 years for road building and road repairs have
not left it necessary for our armies to build .oads over which to transport the
mechanized equipment which the new taxes are intended to provide.

It follows that in considering éaresent taxes and future taxes for military pre-
paredness there must be credited to the highway users the contributions which
they already have mado to the national defense.
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Nevertheless, this statement is not made in opposition to the proposed tax
increases, The critical need for greater Federal revenues is apparent to all, and
there is no disposition in the part of those for whom this statement ig made to
make ub}ection to the imposition of higher taxes. Nor do we wish to overempha-
size the fact that the Federal gasoline and lubricating-oil taxes originally imposed
as “‘emergency’’ taxes in 1932, for the general revenucs, were intended to expire
in 1 year. The need for prompt action is also recognized, and there is no desire
to ns%{ for the delay which would be necessary in order to work out a more equitahle
basis of taxation. But it has scemed both fair and informative to point out the
burden of special taxes which are now levied, for we understand that a complete
revision of the whole range of Federal taxation may be expected in the near future,
When that problem is taken up, the facts herc briefly stated, and other fauts
equally pertinent, will be presented for the further and more deliberate consider-
ation of this committee,

Respectfully submitted.

June 13, 1940.

Selnator ConnarLLy. T want to ask Mr. Berkshire a question along
this line.

Mr. Berkshire, is there any reason why industrial alcohol shouldn’t
pay some tax? You have to regulate it and fiddle with it and spend
a lot of money for that purpose and it doesn’t bear any tax. Gasoline
pays & tax; potable alcohol pays a tax. Why shouldn’t this so-called
industrial aleohol, out of which they make perfume and face lotions
and all that sort of thing for beauty parlors, why shouldn’t that pay
:some tax?

Mr. Berksnire. That is an economic question.

Senator ConwaLLy. Is there any administrative reason why they
-shouldn’t? -

Mr. Berkssire. No.

Senator ConnNaLLy. There is no administrative reason?

Mr. BerksHIRE. No.

Senator ConNaLLy. You could collect it just as ensily as you
regulate it.

r. BerksHIRE, Yeos, sir, .

Senator ConNALLY. Without any addition»l expenso?

Mr. BergsHire. Yes, sir.

Senator ConvaLLy. How many gallons are consumed in the United
‘States; do you know, annually? =

Mr. BerksHIRE. 1 can get that information for you exactly, and
I will give it to you.

Senator ConNaLLY. And suggest along with that, a rate,

Mr. BrrksHIrRE. Yes.

(The following data was furnished by Mr. Berkshire:)

Fayerre B. Dow,

.Ethyl alcohol ! withdrawn for denaturation, and completely denatured alcohol and
specially denotured alcohol produced, fiscal years 1987, 1988, 1939, and first ten.
months of fiscal year 1940

Eth{l aloohal| Completely] Speclally
withdmwn

denatured | denatured | Tota) pro-
Fiscal year ended June 30 tor denatura- | alcohol aleohol Tocad
tion produced | produced

Wine

Proof gatlons gallons
1937.. 181,034, 322 | 22, 118,378 | 80, 084,281 | 102, 202,669
1938 -] 105,848,246 | 25, 508,717 | 60,000,024 | 04,607, 741
1030, ..} 171,330,688 } 17,170, 433 | 83,681,077 | 100, 740, 510
First 10 months 6f $040.. .. ... eiiiiiiairaaas 189,626, 471 | 14,087,002 | 92, 060, 930 | 107,017,932

! Includes tum and other spirits produced al distillerles for denaturation,

-
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"The Cy 1rMaN. Thank you, Mr. Dow.

.. Mr. Bor'shire, let me divert just n moment to another subjeot and
if possiblo got the committoe to act on it at this time. Have you bo-
fore you the so-called Buck bill, IT. R. 0117, that has passed the House?

Mr. Burksuire. Yos, sir. L

The Cuatrman. I understand that it is recommended b{_ the
Treasury. It has got to be sottlod, I think, before this tax bill is
acted on.  Will you explain the bill, briofly.

Mr, Benxsming, Yos, sir, .

The Ciammman, And tho roasons for the Trensury supporting it.

Mr. Burksuiry, I might sny that somothing like & yoar ago
representatives of the wine industry called on mo with tho idea o
having o law passod eliminating tax on brandy used for purposes of
fortifioation of wines, .

That tax is now 10 c.nts a gallon,  They wanted to eliminnto that
tax and movo it over on the finishad product, that is on the wine that
this brandy is used in fortifyi 1ig .

The tax, the 10-cent tax, if you transforred it over to the wine,
smounted to something liko 3% cents o gallon on the finished wine,

Wo told thom at that time that we didn’t believe that wo wero
interostod in dealing in half cents and if they wore intorested in taking
the brandy tax off and then increasing the swoct-wine tax to the
oxtent of 5 conts a gallon, that the Trensury Departmont would
would approve thoir proposal.

Senator La ForLerre. What advantage do they see in oliminating
the tax on tho brandy used for fortification, and putting it onto tho
wine iteolf?

Mr. Berksuirg, Woll, Senator, it has boen a troublesome thing to
the industry and to the Buroatt in administering it. At prosent, this
tax is assessed, it is collectible in 18 months, and we find in the mean-
time the wine maker has disposod of the wine and the money too,
and wo look to the bondixgg company many times for this tax at the
end of the 18.-month pariod.

It has caused us trouble and it has caused some of the wine people
to become financially involved, and it has genorally disrupted the
wine market. I think that is their interest. .

Senator ConnarLy., How will this rectify it if you put it on the
wine instead of the brandy?

Mr. BerksHiRe. We at tho present collect a wine tax on the wine
as it moves out of the warshouse, but then we collect the 10 cents
tax on the brandy 18 months later,

. So‘x?mt,or ConnaLLy, Why shouldn't you collect it all at the same
time

Mr. Berksuire, That is what this does.

Senator ConNaLLy, But you take the tax off the brandy?

Mr. BErksaIRE. Yes; and ndd it on to the wine, and we will get
that along with the wine tax which we are collecting now.

Senator ConnaLLy. It won’t be a loss of tax?

Mr. Berksrire, We gain a cent and a half ever?y gallon,

The CuarmMaN, What do you estimate the gain )

Mr. BerksHiRE. A cent and a half a gallon, I believe it will run——

The CrarMaN (interposing). About $3,000,000?

Mr. Berksuire. No; I think it is only $1,000,000, or less than
$1,000,000; it is less than $1,000,000 a year.
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Tho Cuainman, There is no division in the industry and thore is
nv objection on the part of the Troasury?

Mr, Berksning, We think it is o good bill; that is right.

Senator CoNNALLY. Dooes this tax bill incrense the tax on wine,
this tax bill?

Mz, Bunksiinn, Yes, sir; and that will be an increase in addition
to tho incrouse prnpoami in the Buck bill,

1 think that was Souator Harrison's iden in gcttini; II. R. 0117 out
of tho way, changing the bagoe rates on the wine bolore the supertax
ratos go on.

Senator ConnaLy. Doos this aflect apple juice and epple cider?

Mr, Benksnmp, It will affect only those manufacturers of apple
winoe who ugs brandy in fortif?'ing that wine,

The Cuamman, Without objection, the committee will report this
bill favorably, and 1 will ask Senator Georgo to make tho report, It
ought to bo passed bofore this tax bill passes so that whatover taxes
are added to it will appear in the pending tax bill,

Senator Barkrry, May 1 ask Mr. Berkshire, while he is here on the
stand, about the rectifiors tax? This bill incroases the tax on straight
whisky from $2.25 o gallon to $3 u gnllon,

Mr. Berksnirg, Yes, sir,

Sonator Bankrry, It does not increase the tex on the rectified
product which, as I understand it, is about one-fourth straight
whisky and three-fourths fresh and possibly raw alcohol. And this
30-cont tax per gallon which is the law now was put in there to make
an offort to adjust the differonco between tho cost of production plus
the tax on straight whisky and the rectified whisky? .

Mr, Berksuime, That is my understanding.

Senator Bankiry, And if you increase the tex on the straight
whisky from $2.25 to $3, s I understand the Treasury recommended,
and the alcohol tax unit of the Internal Revenue Bureau recom-
mended that there bo an increase in the tax on rectified, and that was
conteined in the Iouse bill as written by the House committee-—~will
you explain that to the committee so we can get it clearly, and what
the facts are.

Mr. BerksHire. Well, the Treasury Department thought that
there should be & corresponding increase in the rectification tax which
is now, a8 you know, 30 cents o proof gallon,

We feol that the increase is necessary, aside from the revenue-pro-
ducing angle, in order to better equalize the production coste of the
two commodities, If 30 cents was a proper equalizing tax at the time
that it went on, on account of the increased cost in producing straight
whisky, today, as against the tine that the 30-cent tax went on, the
30-cent differential doesn’t do the job, and we think that certainly
40 cents is & moderate increase.

Senator Gurrey. How much did you recommend?

Mr. BerksHIRE. 40 cents.

Senator Gurrey, From 30 to 707

Mr. Bergsaire, 30 to 40.

Senator BarkLuy, Is that really sufficient?

Mr. BersHiRe., Well, the best information that we were able to
get, Senator, is that that does not yet equalize the cost of producing
the two prociuct,s.

Senator BARgLEY, They are competitive articles.
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Mr. Berxsame. They are competitive articles; yes, sir,

Senator Barkrey. And where lw;vou levy a $3 per gallon tax on
straight whisky, that means that about $3.90 a gallon is what it costs,
including the cost of production, storate, aging, and so forth.

Mr. BeRkSHIRE, Approximately.

Senator BARkLEY, Approximately $3.90 a gallon before it gets out
of the warehouse and starts into the trade?

Mr. BerksuIRE. Yos, sir.

Senator BarkLpy, Whereas the cost of producing & gallon of
aleohol is much less because they don’t have to store it, they may

our it into good whisky tomorrow, after it is made today, and pro-

uce the rectified product.

Mr. BERKSHIRE. Yes.

Senator BARkLEY. And because of the lack of necessity for storage
aging, and other things, the cost of producing a gallon of that alcohol
is about 16 cents’

Mr. BERKSHIRE. A groof %%llon.

Senator Barkiry. Yes. that you have got three-quarters of
the contents of a gellon of rectified whisky representing a 16-cents-a-
gallon rate production cost, whereas the entire contents of a gallon of
straight whigky is on the 90-cent basis.

Mr. Berksnire, Yes, sir; 80 to 90.

Senator BARKLEY. So that this 40-cent rate which you recommend,
which is only an increase of 10 cents a gallon, certainly is the minimum
* that would be required to adjust the difference in the cost of production.

Mr. BerksHIRE. Well, if the figures that the Senator has mentioned
are‘the correct ones, and I think they are substantially so, the 40 cents
doesn’t equalize; that is apparent, .

Senator Gurrey. Why not make it 507 It would improve the
quality of the whiskK.

The Crairman, I have had a memorandum handed to me, and I
want to ask you about it. It reads as follows: -

Any attempt to fmpose an increase in the rectification tax which is now 30
cents ?er proof gallon would constitute unwarranted disorimination. It is not
generally understood that a rectifior or blender pays the same excise tax as any
other member of the industry. To inorease the rectification tax by 10 cents would
mean that the liquor taxes are being increased 76 cents per. gallon for some people
and 86 cents per gallon for others, which is manifestly unfair. The rectification
tax as it is at present, as it at present exists, {s diseriminatory. It containg
another diserimination in that mixtures of 4-year old spirits produced below 180
proof, are exempt from the tax, while mixtures of 4-year old spirits produced
above 100 proof, arg not exvmpt., There could be no justification for ineréasing
the disorimination by increasing the tax.

What is your reaction to that argument?

Mr. Bergsurire, I don’t think that is sound, Senator.

The CrarrMAN. You don’t agree with it? .

Mr. Berksaiie, No, sit.  If 30 cents was right, and has been right
all of the time, 40 cents or 50 cents would be rigfxt now if the corre-
spondin: costs of production have changed to that extent, if I make
myself clear.

Senator Barkrey. There seems to be some confusion as to the
difference between ‘‘blended” and “rectified” whisky. If I under-
stand it, blepded whisky is where you take two straight whiskies and
mix them, is that right'?
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Mr. Berksuire, That is one form of blend, although the term
“blended whisky’’ applies also to whiskies which are a blend of
straight whisky and neutral spirits or alcohol,

Senator BArRkLEY. What is the difference between a blender and &
rectifier?

Mr. BerksHIrg, None, it is used indiscriminately,

Senator Gurrey. Don’t you think the word “adulterated” would
be better than the word “rectified”’? {Laughter.]

The Cuamman. It is nearly 12 o’clock, gentlemen. There are
several witnesses who are present and are anxious to be heard. Is
Mr. Garcia here? ’

Mr. GarciA. Yes.

The CrAIRMAN. Mr, Garcia wants to make ‘a brief statement, and
I think file a statemem,;m«\mh“p& the record, is that right, Mr,
Gareia? Ll 2 -

Mr. GARCI%f(’,'orrect, sir. e

A ¥,

STATEMEMYT OF ALVARO M, GARCIA, PRESIDENT, OIGAR MANU-
' FACTURERS. ASSOUTATION, OF AMERICA, ING.,

Mr#GARcIA. rMSf‘“r::‘:‘ge is !Qﬁago“'M. Garcin. I aﬁ)_. a member of

the firm of Gafcia & (34 mpa, Blag and I ang, president of

the Cigar Manufaotu s"arocia'biqn of Ametjca.
Senator CoNNALLY.

ybu coﬁnecaged with the Peecto Garcia
peggle, or the other grégp? 5 Y !
T.

* i
Garcia, Gareig & VL. 3 ’“*“wéﬁ

Senator CQnNaLLY. :Do-yol ¥ally }he Garcia and Veg# cigara?

Mr. GaroiA. That: ig correcti. -

Senator CoXnaLLy} A good 8igar, |~ - .. ]

Mr, Garcia., Thenk you, - = & 5

Senator CONNARLY. ’Iy‘yhey are e little too high, but they are awfully
good tjgars. e v h

Mr. Garcia. Thank you, sir.?, A e

Our a\%g;cintion of ,cigar manufacturers realize fi lly the need for
revenue if;order to finance tht*¢ost of national pFeparedness.

At the sahgﬂtémo, the current trends and thg»probqems of our cigar
industry presefit.g situation which we feel jt.i8 our duty to lay before
this committoe oni* behalf of the induatty as a whole, and on this
question of the proposed tmmsw """

A comprehonsive brief has already been submitted by our associ-
ation, which the association has prepared through our general counsel,
and I would ask permission to make it a part of the record. :

The Cuarrman. All right, it may be made a part of the record.

(The statement is as follows:)

This memorandum is submitted with respect to the increase in cigar taxes pro-
posed in section 2004 of H. R. 9960,

Our members realize fully the urgent need for increased revenue at this time in
order to finance the cost of national preparedness. Undoubtedly it is the desire
of those who are chargsd with the responasibility of levying new taxes to distribute
the necessary burden e(}ultably among those who must bear the expense of the
program. Perhaps in the necessity for immediate action, howover, some indus-
trics are being asked to bear a disproportionate share of this cost. This memo-
randum is intended to point out current trends and problems in the clgar industry
which are such that the imposition of the percentage of increased tax proposed
would result in irreparable injury. The heavy and inequitable burden which it

BEST AVAILABLE COPY
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would east upon the already declining cigar industry will be best understood when
the following factors are considered:

(1) The present status of the industry;

(2) The internal-revenue taxes presently derived from cigars and the estimated
increase in taxes under H. R. 9966;

(3) The inability of the cigar industry to pass on such increase;

(4) The inability of the cigar industry to absorb incrcase;

(6) The contrast between the cigar and cigarette industrics;

{6) The effect of proposed increase on manufacturers, workers, and farmers,

(1) THE PRESENT STATUS OF THE INDURBTRY

For approximately 15 years, the American cigar manufacturing industry has
been struggling to adjust itself to new trends in consumer demand., In 1920
the industry produced 8,000,000,000 cigars; but by 1937 only 5,300,000,000 were
produced in spite of the country’s considerable increase in population. By 1930
production, rising 200,000,000, was still less than 69 percent of that in 1920. In
1921, there were 4,078 factories producing $5,000 worth of cigars or more and they
employea 112,000 workers. In 1937 there were only 693 such factories and they
employed approximately 56,000 workers, half as many as 16 years previously,

s striking as the decline in production is the shift in price level, Class C
cigars (retailing at more than 8 cents to 15 cents) constituted almost 40 percent
of total production in 1920. By 1937 they fcll to 10.18 percent. In the same
period olass A cigars (§_cents or less) rose from 30 percent to about 88 pereént
of total production, Within class A equally significant changes are evident.
From a survey made by the Cigar Manufacturers Association of America, of 1937
production of these cigars, it appears that not over 60 percent sold at & cents
cach and that the remainder sold for the most part at two for 5 cents,

The combination of these trends is clearly retlceted in the value of the indus-
try’s produet, which fell from $371,000,000 in 1921 to $312,000,000 in 1929 and
to $168,000,000 in 1937. Since the consumption in 1939 was only slightly in
excess of that in 1937 and was marked by an increased shift to class A cigars, the
value of last year’s product was approximately the same.

In an cffort to restore or at least to freeze a shrinking market, the industry
has been compelled in recent years to offer a vastly improved product in the lowest
price ranges. In the early ycars of the depression, manufacturers were forced
to reduce many prominent brands from 10 to 5 cents and from b cents to 2 for 5
cents, It has nevertheless been necessary substantially to maintain the quality
of ghc original product in order to mecet competition from other smoking com-
maodities,

While the price of the industry’s product has sharply declined it has been
burdened at the same time with a substantial inerease in labor as well as raw
material costs,  Prior to the enactment of the Fair Labor Standards Act of 1938,
27 percent of the cigar factory workers carned less than the 30 cents per hour now
required by that statute, In 1938 the Cigar Manufacturers’ Associstion retained
a firm of public accountants to conduct a survey of wages and hours in the cigar
manufacturing industry in relation to the Fair Labor Standards Act. This sur-
vey revealed that even without any minimum wage 53 percent of cigar manufac-
turers were operating at & loss and that at the 30-cents-ror~hour rate now demanded
under the act, 65 percent of cigar manufacturers would operate at a loss.

As a result of the above-mentioned factors, class A cigars, although dominating
in total production, have heen produced upon a narrowing margin of profit which
makes it exceedingly difficult for them to bear any further taxes at this time,

The production of cigars in revenue classifications B, C, D, and I has labored
under similar burdens, = As to these cigars, informed opinion in the industry has
frequently been to the effeet that un?ess they can regain some of the ground
which they have lost to class A cigars or at least maintain their present share of
total production, the entire cigar industry will necessarily continue to decline.
This opinion is based upon the fact that smoking is a fashion habit and that
approved smoking styles are sct by those individuals in upper economic hrackets,
In the p .st, such persons have shown a preference for higher priced cigars and
I\;}}%eg more of such cigars are sold the smoking level of the entirc industry will be

ed.

(2) THE INTERNAL REVENUE TAXES PRESENTLY DERIVED FROM CIGARS AND THE
ESTIMATED INCREASE IN TAXES UNDER M. R, 8066

The table sct forth below indicates as to each of the revenue classifications of
cigars the 1939 consumption, internal revenue taxes paid, aﬁproximato percentage
of total cigar taxes paid, and the estimated increase under H. R. 9966,
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Number of Approximnfto lEstlmmwid

Class of clgars and present rate °Slﬁ’:,’]:(§‘}2 1939 tases {’;’l‘:]"fﬁzgr Protadul

1936 taxes in 1039 | . R. 9066
000 $9, 887, 550 Peycem7 $1,847,970

A (82 per M) .. 4,042, 744 9, 7 , 847, 971
B Eis %r W 42, 785,000 127,797 1 21,206
C ($5 per M) 483, 016, 000 2,420, 180 18%%) 403, 364

D ($10.50 per M). 35, 039, 000 377,333 3 3

E ($13.50 per M)..... reen . 4, 682, 000 61,870 1% 10,312
B ) 5, 500, 966, 00¢ 12,874, 742 100 2,145,790

While an inereasced revenue of $2,145,790 would be obtained undor the new
rates if 1940 consumption equaled that of 1939, it is likely in view of the factors
set forth in this memorandum that under those rates produetion would drop sub-
stantially and total revenue decrease accordingly. L

As for the increase in rates under H, R. 9966, it is particularly significant to
note than an unprecedentedly high rate would be imposed upon class D and E
cigars. 'The maximum rates previously imposed, set during the World War
under the Revenue Act of 1917, were respectively $12 and $15 ver thousand, as
compared with the $12.25 and $15.75 levies which would now be imposed. In
view of the influence of these classes of cigars in raising the general level of the
industry, as indicated above, these inereases would be particularly unfortunate.

(3) INABILITY OF CIGAR INDUSTRY TO PASS ON INCREASE

The experience of the cigar industry has demonstrated repeatedly that it is
impossible to pass on o cigar smokers in the form of an odd inereased price any
increase in manufacturing costs through taxes or otherwise, Cigars are tra-
ditionally sold in price multiples of 5 cents, and snles have fallen off sharply
whenever it was attempted to charge an odd price, such as 6 conts or 7 cents.

Considecable testimony on this point has been given by the industry at hearings
hefore the United States Department of Agriculture and in hearings at the time
of the adoption of the N, R. A. code for the cigar industry. answers obtained to
a questionnaire ecirculated among retailers during the National Recovery Act
period strikingly confirmed this fact.  When it is borne in mind that about 90
percent of the industry’s product today is in class A cigars, where the increase
in price would have to be fram 5 eents or 2 for 5 cents to 6 cents or to 3 cents each,
respectively, it is evident that the inerease in tax could not be passed on.

(4) INABILITY OF CIGAR INDUSTRY TO ABSORB INCREASE

As shown above a study of the cigar-manufacturing industry as rccently as
1938 discloses that withou! any minimum wage requirements 53 percent of cigar
manufacturers would operate at a loss and that under the 30-cent minimum wage
requirements now effective under the Iair Labor Standards Act 65 pereent of
manufacturers are operating at a loss. It is clear that these manufacturers, who
continue in business in the hope of eventually more favorable operations, would
be altogether unable to pay further cigar taxes,

(5) CONTRAST BETWEEN CIGAR AND CIGARETTH INDUSTRIES

It eannot be tao strongly emphasized that the cigarette and cigar industries fal

into nlt()ﬁethm‘ different eategories,  This fact has been repeatedly recognized by
State and Federal authoritics. For instance, shortly after the enactment of the
Fair Labor Standards Act of 1938 a conference was held with the Wage and Hour
g\dministmtor to determine whether, when industry committees were appointed
in the tobacco field, a separate committee should De appointed for the cigar in-
dustry. Tt was agreed by the Administrator that this course would be pursued.
Under the National Recovery Act, similarly, codes of fair competition were sct up
separately for the eigar industry,
. While the cigar industry has steadily declined ever since 1921, the cigarctte
industry has increasingly prospered throughout the same period. The volume of
cigar production attained its highest point in 1920. In the cigarette industry,
on the other hand, there has been a constant increase in production which reached
its peak in 1939,

It is well known, moreover, that the production of cigarettes is centered in the
hands of a few very inrge manufacturers who have mechanized their methods to
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& very considerable degree. The cigar industry on the other hand consists of
hundreds of substantial manufacturers, small and large, many of whom employ
hand cigar makers in whole or in part and only few of whom have mechanized
ithgir tproduction to an extent comparable with that attained by the cigarette
ndustry.

It is interesting to note in this connection that while the value of the cigar
industry’s product in 1937 (the last year for which United States Census of
Manufactures figurcs are available) was approximately 17% percent of the value
of the cigarettes produced that year, nevertheless, the cigar industry employed
55,879 wage earncrs or approximately twice as many as the 26,149 wage earners
employed in manufacturing cigarettes,

Ithough, as shown above, cigar manufacturers are unable to charge an odd
price for their product, it is common knowledge that the cigarette industry labors
under no such disability, and that packages of cigarettes have sold and do sell at
such odd prices as 16 cents, 17 cents, and 18 cents. The cigarette industry will
therefore have no difficulty in passing on the increased taxes tmposed upon it by
H. R, 99066, and for that reason its situation is in no way comparable with that of
the cigar industry.

Apparently the 1634 percent increase in the cigarette tax was motivated by the
thought that the tax per package of 20 cigarettes would thus be increased from
0 cents to 7 cents. The advantages of such increase from an administrative and
mathematical standpoint are apparent, No such considerations apply, however,
in the case of cigars, and as shown above, the industry cannot, like the cigarette
industry, either absorb or pass on the increased tax. ‘Ihere would therefore appear
to be no remson for imposing the satme 16% percent increase on cigars as on cig-
arcttes solely beeause they are both tobacco products,

The cigar industry should be considered solely in the light of its own peculiar
conditions and trends,

(6) EFFECT OF PROPOSED INCREABE

(a) Manufacturers,—As has heen shown the proposed increase in cigar taxes
will heavily burden the cigar manufacturors of America, more than half of whom
are already operating at a loss, Many firms will be forced out of business and
those who continue to produce cigars may bhe compelled against their will to
lessen the quality of their product. Such action would necessarily operate to
reduce the good will of the individual manufacturer and still further decrcase
the total demand for cigars.

(b) Workers.~—Such effects upon the cigar industry would naturally be detri-
mental to the approximately 56,000 wage earners and the thousands of wholesale
and retai! employces who are dependent upon it. In addition those manufac-
turers who employ hand cigar makers in whole or in part, and who are already
especially burdened by the requirements of the Wages and Hours Act, may be com-
pelled either to go out of business or to resort to mechanization or increased
mechanization of their plants so as to offset the increase in taxes by a reduction
in labor costs, This course would necossarily result in the uncmployment of
substantial number of cigar workers.

{c) Farmers.—The repercussions of the proposed tax inercase upon the American
farmer are evident, igar filler, binder, and wrapper tobacco {s grown in the
United States in Connecticut, Florida, Georgia, Indiana, Massachusetts, Minne-
sota, New York, Ohio, Pennsylvania, and Wisconsin. The decrease in the con-
sumption of cigars which the proposed taxes are likely to cause would inevitably
decrease demand for the tobacco grown by farmers in these States.  In order to
continue in business, morcover, many manufacturers would be compelled to seek
econommies by paying a lowoer price for tobacco used by them in cigars.

CONCLUSION

In view of the factors existing in the cigar industry which have been briefly
summarized in this memorandum, il is respectfully requested that the proposed
16% percent incrcase in cigar taxes contained in . R. 9966 be revised so that
the burden to be assumed will bo fair and equitable.

Respectfully submitted,

C1aAR MANUFACTURERS ASSOCIATION OF AMERICA, INc.
By Anvaro M. Garcia, President.
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Mr, Gancia. At this time, in ovder not to take up any more time
than is absolutely necessary, I will attempt to emphasize the salient
points of the contentions of the cigar manufacturers in their opposi-
tion to the proposed increase in tax on cigars,

1. The cigar industry is declining at an alarming rate. In 1929
the total volume was $312,000,000. In 1937 that volume had
decreased to $168,000,000.

2. The tremendous shift in the price classification as indicated by
the fact that at the present time over 88 percent of the total cigars
produced are made for sale at 5 cents or less,

Of that 88 pervcent over 50 percent, and well over 50 percent, are
sold at less than 5 cents. This leaves less than 12 percent of all the
production today for retuil at more than 5 cents.

This situation has been brought about by a combination of con-
ditions but narrowed down it is a result of the efforts of the manu-
facturers to hold the cigar smoking market and to produce cigars to
meet. depressing conditions and the pocketbook of the country.

3. In revenus to our Government, the cigar industry paid in 1929
the amount of $22,500,000; in 1937 the revenue was $13,247,000.
In 1938, the revenue was $12,751,000.

Senator TownskNp, Was that on the samo basis of taxation, as
you go over these yoars?

Mr. Garcia, Yes,

In 1939, the fiscal year, the tax was $12,800,000.

The total proposed increase to the United States Government from
the proposed tax amounts to about $2,000,000,

From these figures it is very apparent that the law of diminishing
returns has been operative in the cigar business for many years, and
it is our contention that any further tax must reduce the Government’s
share of this partnership.

4. The proposed increased tax would promote more and more
concentration of the cigar industry in the hands of fewer and fewer
manufacturers, In 1929 there were reported 8,378 factories in the
United States.  In 1937 there were 4,853 factories,

The proposed increase in tax would, beyond question, be absorbed
by a very few large units. Our industry, like other industries, has a
few large units who, through conditions, are able to operate at a profit
and they would absorb this tax, Certainly there are no more than 10
firms in these large units who would be able to absorb this tax. This
would continue in force the standards of prices and sizes which com-
petitors would be unable to compete against and still remain in business
to suprorb their factorios,

With about 90 percent of all of the production sclling at 5 cents or

less, it can be muEly understood how serious the absorption of a very
small increase in taxation would be. Smaller units in a great pre-
ponderance would be forced to elose. 'This is particularly intensified
m the manufacturers who still employ hand work.
. 5. Our eigar industry should not be considered with the cigaretie
industry, A ecigarette tax may be puassed on in an industry that is
not declining; while cigar volume is only about 171 percent of the total
cigarette volume, ns the cigar industry employs 55,000 in its factories
as against 26,000 in the cigarctto factories,
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6. TFrom a survey which our association made through certified ne-
countants, wo estimato that the profits in the entive industry for the
yenr 1037 do not exceed $5,500,000. ‘hat $5,600,000 can be well
estimated to have remained in the hands of-—or 80 percent of those
profits have remained in the hands of six or soven firms,

The internal revenue tax-—allow me to repeat—Ifor that period,
amounted to $13,247,000.

7. Your bill under discussion has eliminatod from inereased tax,
chewing tobaeco, duc to the deelining consumption, The eliminated
proposed revenue is about, I am advised, $1,500,000 as against
$2,000,000 proposed on cigars,

In the opinion of our association, representing about 80 percent of
the production of this country, this f)ill tho proposed tax, rather,
would not accomplish its purpose. It will heve no other offect than
to hurt the industry, the furmors and the workers, and concontrate
tho industry more and more into the hands of a fow, without any
benefit to the Government,

Senator Crark. Mr, Gareia, I noticed that this bill has . tax on
manufacturors’ floor stocks, but not on retail floor stocks, Do you
know any renson why that distinction should be made?

Mr. GArcia. As my personal ovinion, I would imagine-- ~

Senator CLark (intorposing). You are familiar with the trade,
that is tho reason that Lask you. Lunderstand that that is not particu-
larly within tho line of your testimony, but isn’t it o fact t]lmt tho
imposition of manufacturers floor tax and the reliof of retailers from a
tax on floor stocks will have the effect of greatly enhancing such
retailors as the big chain stores, at the expense of the smaller retailers?

Mur. Garcia, That would probably be so.

Senator Crank, In othor words, they can lay in a higger stock
before the act goes into effect?

Mr. Gancia. That would probably be so.

The Cuairaman, All right, Mr. Gareig, thank you very much.,

The committee will recess until 2 o-clock and will meet in the
Distriet of Columbia committes room in the Capitol.

(Rocoss at 12 o’clock noon),

AFTERNOON BESSION

(The hearing was resumed ot 2 p. m.).

The Cramman. The committee will be in order.

Gentlemen, for your information I have received a letter from Mr.
Waesley A. Sturges, exceutive director of the Distilled Spirits Institute,
Ine., addressed to Chairman Doughton of the Iouse Ways ond Means
Committes and myse!f, [reading] as follows:

The members of the Distilled Spirits Institute have dirceted me to inform
you that they will make no objection to the increase of taxes on distilled spirits
and brandy contained in H. R. 8966 which is designed to aid in financing national
preparedness,

he members of the Institute hope that the proposed inereases in the rate of the
Tederal tax on distilled spirits from $2.25 per gallon Lo $3 per gallon and on brandy
from $2 Fer gallon to é2.75 per gallon will contributo their full share of the
additional yearly revenue of $85,000,000 which the Government secks to realize
from alcoholic beverages.
W We respectfully urge, however, that these increases in the Federal rate of tax
involve certain hazards of which the Congress should take cognizance.

Most of the States superimpose a system of taxation like that of the I'ederal
Government. There is the ever-present disposition to inerease the rates in the
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States, Tt is the consensus of judgment of the membera of the Distilled H{)iritn
Tnatitute that the i)ru]msmi inereases fu the Federal rates will bring the combined
State and Federal levies to such a point that any further inerenses would put into
operation the law of diminishing returns and impoverish both Federal and State
revenues to ho derlved from the aleoholic hevernge industry.  As {8 well known,
theso revenues have oxceeded $5,000,000,000 since repeal.

We furthor ask that the Congress shall not be unmindfut of the ever-threatening
competitor of the legal industry, namely, the bootlegger,  To the extent that our
taxcs are inereasced, the margin of profit for the bootlegger is mude more atiractive.
The granting of additional funds for law enforeement should he given considera-
tion, we helievo, to insure the public revenue,

That eoncludes Mr. Sturges’ lotter,

The Cramman, Is Mr, Lanier present?

Mr. Lanier. Yes; 1 am horo.

The Cuamman. You are from Greenville, N. C,, and interested
in tobeteco? )

Mr. Lanise. Yes, sir. ) . )

Senator BawLey. Mr. Lanier, Mr. Chairman, is a farmer and «
lnwyer und he was formerly connected with the Department of
Agricalture here at Washington ns head of the tobaceo division, and
knows a great deal about the whole tobacco business, and he comes
from Greenville which is in the very heart of the tobacco section of
our State, ) .

The Cuamman. All right, Mr. Lanier, make your srgument as
brief as you can.

STATEMENT OF J. C. LANIER, GREENVILLE, N. C.

Mpr. Lanier. Mr. Chairman, as the Senator from North Carolina
has suid, my name is J. C. Lanier. I live in the little country town
of Greenville, N, C., in the county that produces more tobacco
than any county in the world.

I am a tobacco producer, I am also a lawyer, but for the most
part my work is now producing flue-cured tobacco.

1 was tobneco expert in the triple A for a year, 1933 and 1934, I
might say that I am now & rising State senator from Pitt County.
Isuy that to justify the statement that I think I speak for the tobaceo
farmers of my county and my section.

T am not up here, Mr. Chairman, to oppose the taxes generally for
defense. T am in favor of adequate defense as far as this Nation can
Fossib]y afford. I will say that I was in the last war as a second
ieutenant in a line infantry regiment, a Regular Army outfit, and
I know what the cost of unpreparedness is. I know the lives that we
lost beeause we were not prepaved, and I want it understood that I
am 100 percent in favor of the efforts being made now to prepare
this country for what may come.

Wo tobacco farmers are not opf)osod to_taxes. What I am here
to try to show you gentlemen is the inequity of adding at this time
to the burden of the tobacco growers, ch are the first casualtics
of this war, the first American casualties.

. Speaking of flue-cured tobacco and other types, Kentucky dark,
it is an export crop. Two-thirds of flue-cured tobacco is exported
and a great part of other types of tobacco that I won't go into.

We have lost our markets. We have lost, from 350,000,000
pounds of an export outlet, down to ahout 70,000,000 pounds.

Senator Cr.ark. What is that figure again?
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Mr. Lanter. 350,000,000 that was exported to countries that are
now at war, and we now have only about 70,000,000 pounds.

Last year the Government had to go down and buy approximately
200,000,000 pounds of flue-cured tobacco because we had no markot;
and this yoar, unless tho Government dovs the same thing, we will
have no market aizain.

My ‘{)oint is that our consumption has been most materially ro-
stricted.

Senator CLARK. You won’t have any market as long as the British-
Turkish agreemeont remains in effect?

Mr, Lanter, Plus Denmark, Sweden, Norway—all of those coun-
trios were good customers of ours and they are all gone now. The
only hope we have is an increased consumption in the Americas, and
that means principally in this country of ours.

Now, this tax, as lovied under this proposed bill, will further
restrict the consumption of our crop instead of giving us help. It will
absolutely curteil the only chance we have got to recoup in any
measure the markets that we have lost on account of the war,

I would not say that except for tho facts, in regard to this tax,
that our tobacco is already tremendously taxed. For every $200, at
20 conts a pound, that I i;et out of an acre of tobacco, 1,000 pounds,
the Government gets nearly $1,000 already.

Senator King. How much?

Mr. Lanier. Nearly $1,000 off of every acre of my tobacco-~$1.13
2 pound for what goes into cigarettes, and that is what we prin-
cipally raise.

We aro alroady tremendously taxed. I understand from the figures
that tobacco taxoes last year, the fiscal year, yielded around $600,-
000,000 to the Government. No other farm commodity is taxed ox-
cept maybe the corn that goes into corn liquor. But we have alrondy
carriod this full wartime tax on tobacco that never has heen reduced.
In fact, it was incrensed in 1919 to where now we carry this burden
of $1.13 a pound on tobacco used in cigarettes, and it is not fair to us,

Senator CoNNALLY. Lot me ask you this; What does the
farmer ordinarily get per pound for that same tobacco?

Mr. Lanier, Over a 5-year period, the last 5 years, from 20 to 22
cents o pound.

Senator ConnaLLy. And the Government gets $1.13 in tax?

Mr. Lanier. Yes, sir; undor the existing set-up now., And I sa
it isn’t fair to compnaré this country, its rate of tobreco taxes, with
other countries like England, because England has no tobacco farmors
to take care of, and it is analogous to say that we, taxing Scotch
whisgky, is the same as England taxing our tobacce: because we don’t
produce any Scotch whisky and England, except in a few colonies,
does not produce any of our tobacco,

We are faced down our way and in Kentucky and Virginia and
South Carolina, and Georgie, and Florida, and all of these States,
with a desperate situation under this present set-up.

And now, under this bill, to add an additional tax of 16% percent on
cigarettes, and under an item that will increase the tax on the common
grades of tobacco, which are our export types and which do not have
a market in this country, will amount to in some cases over 50 percent
of the present tax on that tobacco.
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Now, we farmers have to sell all of it to get the gross amount of
dollars por acre to try to make a profit, and if we can't sell this low-
grade tobacco, thon of course we lose that much,

Undor this paragraph there about cigarette papors, that will add
to the pound tax on that kind of tobacco from 18 cents up to 21
cents under the tax, and then taxing every hook of cigarette papers
soven-twolfths of & cent will add from 5 to 8 cents a pound to the cost
of that tobacco to the man who uses it.

Senator Kina., That is only {or the purpose of helping the man who
makes these tubes?

Mr. Lanier, Yes; I have never seen one of those tubes, I don’t
know what they are.

Senator King. I have scen them, and of course that is the dis-
advantage of it as I understend to thosse who produce tobacco——

Mr. Lanier, Yes, sir,

If this tax on papers goes on, the manufacturers will cut just so
much tobacco out of the can of tobacco if they have to pay this seven-
twelfths of a cont on overy leaflet that gocs with an ounce of tobacco,
because it is sold usually in an ounce package. They will just sell a
smaller package because no consumer is going to use or pay for a
booklet of cigarotte papers that has been given to him over all of
these years,

That was done to inerease the use of tobacco and as we sell less, the
farmers have a less market for their crop.

To me-—and I have studied this tobacco thing for years—the answor
to our problem has never been a restriction of production. That is
like %ivmg a man & shot of morphine. The only answer, as I see it,
is a larger market, an increased consumption, and that is what we
are trying to do in this country, and in the other Americas, South
America, and all over the world.

This tax bill will hit exactly what we are trying to do, it will further
restrict our markets and will be the final straw on our back,

I cortainly hope that this committee, in looking at it in all fairness
with respect to other crops, with respect to other methods or means
of taxation, will consider the fact that we, the tobacco growers, are
already bearing a very high. and, as I think, a disproportionate part of
the taxes that are already being raised.

I am not o tax expert, but take chewing gum, soft drivks, and to be
ridiculous, straw hats, or anything—but we are carrying our burden
now, we are carrying a full wartime burden and we have already been
cut down because of this war 50 percent in the possible outlets that
we can got for our crop, and we would hope that this committee will
see that and will at least not further add to the burdens and put &
number of us in bankruptcy and on relief.

I thank you. .

Senator BarLny. Mr. Chairman, before Mr. Lanier takes his scat
I would like him to disclose to the committee how extensive this
matter affects the people of North Carolina.

There are fully 70 counties in our State out of the 100 counties in
which tobacco is produced, is that not correct?

Mr. LaNier. Yes, sir. :

Senator BarLey. Do you know how many tobacco farmers there
are in the State?
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Mr, Lanier. Approximately around 100,000,

Senator Bamnxy, And that means from 400,000 to 500,000 in the
primary activities?

Mr, Lanigr. Yes, sir; that depend primarily upon tobaeco as a
means of living, We have gone away from the cotton.

Senator Bawwey, The income of the farmers in North Carolina
from tobacco is cqual to the income from all other sources put together,
is it not?

Mr. Lanizr. I would say so.

Senator BamLry, The total income is about $230,000,000 and the
income from tobacco has been from $100,000,000 to $120,000,000.

My, Lanier, Yos, sir.

Senator Bamry. Now, we have lost our foreign market and if
you add this new burden to that prostration, what will be the effect
upon the 100,000 farmers of North Carclina and upon that whole
state as a commonwealth? I would like you to disclose that.

My, Lanter., Senator, back in 1932, when tobacco had dropped to
a 12-cent level, with a larger production we were all bankrupt. I
want to say that we have a greater stake to me in the amount of
tobacco that we sell than we have in any pound prico that we get.
We have got to have suflicient production to keep these people work-
ing. It is not at all safe or sound to just say that we get 30 cents &

* pound for what tobacco we raise, if we only have a very little quantity
of tobacco, because the less tobacco we produced the more peoplo
that will be out of work down our way, not talking from my stand-
point now, but from the standpoint of the tenant farmers, if you will,

Scenator BaiLey, We do produce from 500,000,000 to 800,000,000
pounds a year in North Carolina, do we not?

Mr. Lanier. No, sir; that is the total bright tobacco.

Senator BarLey, What is the North Carolina production?

Mr, Lanier. It averages around 400 to 450 million pounds per year,

Senator BamLuy, Now, disclose the facts also as to South Carolina
and Georgia, Alabama, Florida, Tennessee, Kentucky, and Virginia.

Mr. Lanier. South Carolina raised around 80,000,000 pounds of
flue-cured tobacco; Georgia raised between 80 and 100 million
pounds—these are approximate figures; Virginia about 75,000,000
pounds; and Florida from 10 to 15 million. Kentucky, the burley
crop, which includes Kentucky and Tennessee, with some tobacco in
the adjacent States, Indiana and Ohio, but not much—was in round
figures from 400,000,000 to 450,000,000 pounds of burley tobacco.

Senator Baw.ey. In addition, North Carolina produces some burley?

Mr. Laxigr. In addition, North Carolina produces some burley.

Scnator BariLey. In about 19 counties in the mountain section.

Mr. Lanter. Yes, and I might say it affeets tho burley people
equally, although they do not export their tobacco, because flue-cured
tobacco and burley tobacco are directly competitive, and every time
we sell a pound of tobacco, which burley formerly sold, it displaces
that much burley tobacco. If one is lower, they use more of that,
and less of the other in the mixture.

Senator BarLey, One more point. The Federal Government has
imposed upon our [armers a curtailment program under the allotment
system. hat will be the effect on the average farmor who has an
allotment of say from 2 to 4 acres, if his prico goes all to picces under
the impact of this loss of market, plus this new tax?
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Mr, Lanier. Senator, it can be proven mathematically, by figures,
that under this restrictive acreage that you speak of, & 4-acre tobacco
farmer at any prico under 15 cents cannot possibly make a living.

Senator BarLny, Well, the restricted acreage was put on with the
assurance that we would got 20 cents, isn’t that right?

Mr, Lanier, I do not recall that assurance.

Senator BaiLry. Well, it was a general assurance, nobody gave a
guaranty.

Mpr, LANIBR. A parity price; yes.

Senator Bamry. Now, if they don't get that, you have destroyed
}YOM wl%ole program, but in destroying it, you have destroyed those

armers

Mz, Lavizr, That is right, .

Sentator BaiLey. 1f you destroy 100,000 farmers of North Carolina, -
you come very near destroying that Commonwealth for the time being,
do you not?

Mpr. Lanigr, That is right.

Senator Bairey. Now, Mr. Chairman, we got through the depres-
sion and called on the Government for less than practically any State
in the Union, less per capita, but if this thing goes on we are going
to call on this Government for a great deal more money than snybody
will estimate that this tax will raise. That is the situation. You are
Eult; going to get any money out of this to buy any arms or pay any

ebts,

Senator Gronrge. Did the Government loan any money on flue-
cured tobacco last year?

Mr. Lanigr. Yos,

Senator Georan. What was the loan?

Mr. Lanier., The Government entered into an arrangement with
the Imperial Tobacco Co. which is strietly an exporting concern, and
some indepondents—some independent leaf-tobacco dealers—under
the terms of which the Commodity Credit Corporation furnished the
money for these companies to buy approximately 200,000,000 pounds
of this tobacco under an option that they may take this tobacco at
that option at any time bofore July 1941, at the price at which it was
bought; but if they do not excrcise the option, then the tobacco
belongs to the Commodity Credit Corporation.

Senator BarLey. That tobacco is still in this country.

Mr. Lanigr. As the Senator said this morning, out of between
180,000,000 pounds and 200,000,000 pounds bought under that
arrangoment, less than 1,000,000 pounds of it hses gone abroad;
the rest of it is still in this country to overhang the market until it is
disposed of in some way or other,

Senator Grorae. With a new crop coming on in August and
SoRtember.

Mr, Lanter, The new crop, yes; the estimate is now around
700,000,000. 'The domestic buyers will not take in excess of 300,-
000,000, which leaves 400,000,000 more pounds, with no buyers
except speculators hoping to sell it abroad at some time.

Senator Grorar. May I add bere, Mr, Chairman, that there are
some 30 counties in Georgia that raise tobacco, produce a great deal
of tobacco; in round figures, 90,000,000 to 100,000,003 under the
allotment, and, of course, in Georgis also, as in Carolina, we have
substantinily as bad a situation so far as the foreign market for cotton
1s concerned, and many of our tobacco farmers are also cotton pro-

-~
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ducers, and the only hope that we have for a market for cotton is sub-
stantially the loan that 1s put upon cotton this fall by the Government.

Of course, that is no tax—there is no tax on cotton, but nevertheless
they happen to be in the same boat. The foreign market for these
two main crops is simply olt of the picture for the time being.

Senator Kiva. Do you know how much the Government has ad-
vanced by way of loans to the tobacco farmers, and to the exporters?

Mr. Lanier. They haven’t advanced any to the farmers in the
flue-cured area at all. They advanced approximately $40,000,000 to
these companies to buy this tobacco with last year.

Senator Bawwey. I think what the Senator has in mind is the Federal
land bank operations.

Mr. Lanigr. I don’t know what they have loaned on the crop.

Senator Kiva. What I had in mind was if your industry is practi-
cally destroyed, the result to the Federal Government would be what?
. How much would the Federal Government be compelled to pay to

meet the obligations of farmers and others who have borrowed 1}1"01’(1
the Government upon their crops, those that werc in esse and those
that were in futurum?

Mr. Lanier. I want to say that I operate four farms and they have
all got mortgages on them.

Senator JonnsoN, How much taxes were paid on this 180,000,000
pounds of tobacco that the Government purchased?

Mr, LanNigr. There were no taxes paid on that, Senator,

Senator JorngoN. No taxes on that at all?

Mr. Lanier. No; the tax is as it goes into manufacture.

Senator Jonnson, That is what I thought.

Mr. Lanier, This is merely stored now in warehouses subject to
the option of these exporting concerns.

Senator JornsoN. And no taxes will be paid on it if it is finally
exported? :

r. LaNier. None whatever.

The CrarrmMan. There has been some question raised by some Con-
gressmen in the Ways and Means Committee as to a differential in
the tax on cigarettes. Does that affect the farmers at all?

Mr, Lanier. I do not think that—in other words, I would be against
any change in that set-up. I think it has not hurt the farmers the
wag it is now,

enator Kina. It would hurt the farmers if some plan were adopted
which would restrict the use of cigarette papers or tubes?

Mr, Lanier. Yes, sir.

Senator King. So that anything that would restriet or utilize these
tubes and restrict the use of the paper would, of course, diminish the
quantity of tobacco consumed and therefore diminish the quantity of
tobacco which is purchased from the farmers and the vepercussion
would be that the farmer after all would have to pay?

Mr, Lanier, Yes; and another thing, people don’t usually know
about this, but I think you gentlemen should know this. Approxi-
mately a half of all the tobacco that is put in a cigarette is wasted.
Now, if you put that in a pipe, it is all smoked up, but where you roll a
cigarette or where you buy one of these cigerettes, one-third, I would
say, of the tobacco goes into the cuspidors and the ashtrays.

So if you drive these people away from rolling their own cigarettes
because they have got to buy the paper, and let themn buy a corncob



REVENUE ACT OF 1940 73

pipe for a nickel, you have right there destroyed a market for our
tobacco of considerable quantity,

Senator CLark, You mean because you don’t waste so much to-
bacco in filling a pipe as you do in rolling a cigarette.

Mur. Lanier. That is right. ) L

The Cnuairman, You don’t think you favor a differential in the
cigarette?

Mr. Lanier. No, sir.

The CHarMAN. As to the length of the cigorette, and so on?

My, Lanier. No, sir,

The Cuammman. And the price?

Mr. Lanier. No, sir.

The Cuarrman, Thank you very much, Mr, Lanier.

Senator Kina. I wonder if Senator Bo,ifey had any further questions
to ask this very intelligent witness?

Senator BaiLey, No; I think not. If necessary, I will talk to the
committee. If the differential matter comes up, I would like to
make a showing, but I am hoping that that will not be presented.

The CuarrMaN. Is Mr. Jones in the audience?

Mr. Jongs. Yes.

The CuairmMan. We will hear you briefly, Mr. Jones.

Mr. Jones is representing the National Association of Retail
Druggists,

STATEMENT OF ROWLAND JONES, JR., WASHINGTON, D. C,
REPRESENTING THE NATIONAL ASSOCIATION OF RETAIL
DRUGGISTS

Mr. Jones. Mr. Chairman, I could probably conserve the time of
the committee if I were permitted to read a very short prepared
statement.

The Crarrman. Go ahead.

Mr. Jongs. My name is Rowland Jones, Jr. I am the Washing-
ton representative of the National Association of Retail Druggists,
an organization of independent retail druggists of some 27,000
members,

Mr. Chairman and gentlemen of the committee, it is difficult in
the extreme in this emergency to appear before yeu with any criti-
cism of the pending tax measure, realizing its extreme importanct at
this time; but I would be remiss in my duty if I did not bring to the
attention of this committee one situation which is of the utmost
gravity to my people.

Tho retail druggists of the Nation stand ready as always to bear
their fair share of the inoviteble tax burden that faces every citizen.

Standing alone, I think it is safo to say that no Member of the
Congress would seriously propose, in’any emergency, an increase in
the excise tax upon a chemical raw material, which 1s the most im-
portant component used in the preparation of drug and medicinal

roduets, but in offect that is exactly what will happen unless a change
is made in the pending bill. ‘

Section 213 of the pending measure increases the excise tax on dis-
tilled sgirits generally from $2.25 to $3 per proof gallon. This increase
would bring the tax on pure ethyl alcohol used for nonbeverage medici-
nal purposes to approximately $6 per wine gallon, a tax which is

-
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seven or eight times the cost of the aleohol itself. We have con-
tended for several years before the Congress and before Treasury
officials, that it is inequitable to fail to recognize the need for the estab-
lishment of a differential for tax purposes between distilled spirits for
beverage use and pure othyl alcohol for nonbeverage medicinal
purposes.

A basis for such a differential is found in section 3105 of the Internal
Revenue Code, which provides that the Commissioner of Internal
Revenue is directed—
from time to time to issue regulations * * * which may be nccessary, ad-
visable, or proper to secure the revenue, to prevent diversion of the nicof;ol to
illegal uses, and to place the nonbeverage alcohol industry and other industries
using alcohol as a chemical raw material or for other lawful purposes upon the
highest possible plane of scientific and commereial efficiency consistent with the
interests of the Government, and which shall insure ample supplies of such aleohol
and promote its usc in seientific research and the development of fuels, dyes, and
other lawful products.

c ’{‘lhut is the language of the statute that is in the Internal Revenue
ode.

In other words, some years ago the Congress recognized that ethyl
alcohol for : ~+ % veioew purposes was in a class apart from purely
beverage f.e, «» , + i i1 i~ our thought that it is not the intention of the
Congress to seek to derive additional revenue from drugs and medi-
cines. Many of them are from necessity expensive and a large quan-
tity of them, of course, go to relief organizations in the various States.

As T have said before, the 27,000 members of this association are
ready and willing to contribute their full share to the ineronsed
revenue needs involved in our vitally necessary national defense, but
they feel strongly that medicinal products should not be utilized as a
source of increased revenue when all of the equities of the situation
are considered.

While I realize the necessity for haste in the drafting and passage
of the present emergency tax bill, I foel that I must bring to the atten-
tion of the committeo the inequities involved in subjecting the
chemical raw material ethyl aleohol used in nonbeverage, bona fide
medicinal products to the same heavy taxes imposed upon distilled
spirits for beverage use. I think that all will agree that the funde-
mental basis for the heavy taxes on distilled spirits for beverage use is
the unquestioned luxury classification of such products. There can
be no question that, standing alone, this Government would consider
even for a morent the assessment of these heavy taxes on this most
important general constituent of products that are essential in_the
prevention, alleviation, and cure of disease. 'The high cost of medical
care is an acute problem to which the Federal Government has
already given a great deal of study and in which it has had the coopera-
tion of the professional groups involved.

I have pointed out the fact that during the last World War, in the
emergeney created thereby, the tax on distilled spirits for beverai;a
purposes reached the high figure of $6.4G per proof-gallon, while the
same tax on pure ethyl alcohol for nonbeverage medicinal purposes
was allowed to remain at $2.20 per proof-gallon. Even at these latter
figures and considering the emergency at that time, this tax, amount-
ing to almost double the figure per wine-gallon, was an_extremely
heavy one in the light of the use of the alcohol involved. By this
action during the first World War the Federal Government established
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a precedent for the setting up of a differential in the tax between
distilled spirits for beverage and for nonbeverage medicinal purposes,
If such a differential was sound at that time, it would seem to be sound
today, and the arguments in favor of it are even stronger in the light
of the large number of our citizens who are dependent upon relief
expenditures and relief agencies.

The only argument that we have ever heard advanced in opposition
to such a differential is that it would involve additional administrative
problems for the Treasury.

It is a fact that the Treasury has had complete and rather extended
experience with the permit system for nonbeverage medicinal alcohol
and at this time the permit system is in existence for tax-free alcohol
for use by hospitals and research institutions. During the prohibition
era, the retail druggists had the privilege of withdrawing aleohol for -
nonbeverage uscs on such a permit system.,

As we have indicated to the Treasury, the members of this associa-
tion are ready to accept such regulations as the Treasury would feel
would protect the revenue of the Government by preventing the
diversion of the lower taxed alcohol into beverage channels. Based
on the experience of the past, we are certain that if such a differential
is set up under such a permit system the diversion of such lower taxed
alcohol into illegal uses would be infinitestimal for all practical pur-

o0ses.
P Senator Kine. Were there any evasions so far as you discovered
under the old law?

Mr. JonEs. Very very few. Our record in regard to aleohol com-
pares with our record in the handling of narcotics, of which we have
the exclusive handling.

The total of the pure ethyl alcohol that was withdrawn tax paid
in 1939 amounted to only some four and a helf million gallons. Not
all of this alcohol by any means went into medicinal uses, but it is
impossible to break down the available statistics to determine the
amount of alcohol that such a differential would involve. It is my
opinion, however, in the light of experience, that the total would not
be in excess of 1,000,000 gallons,

Might I say at that poiut that the retail druggist was allowed to
withdraw 60 gallons of alcohol a year. Very few of them even ap-
proached the withdrawal of that figure.

I hope that this committee will see fit to eliminate nonbeverage
medicinal aleohol as a source of increased excise tax revenue, at least
as long as other sources remain available. We submit that the retail
druggist is one of the Government’s best tax collectors. We hope
that the Congress will not insist that he collect additional taxes from
those whom he serves in the interest of the public health,

Senator Kina. Is there an increasing demand for the nonbeverage
alcohol? T assume there would be with the increase in population.

Mr. Jonus. Yes; I think prescriptions, for instance, in this country
are increasing; 250,000,000 were filled- last year as close as we can
figure from a survey that has been made.

The CuarrmMaN. Thank you very much.

Is Dr. Kelly here now?

Dr. KeLry, Yes.

The Cuairman. All right, we will hear you briefly.

Dr, Kelly represents the American Pharmaceutical Association.
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STATEMENT OF DR. E. F, KELLY, REPRESENTING THE AMERICAN
PHARMACEUTICAL ASSOCIATION, WASHINGTON, D. C.

Dr. Kerny. I am representing, Mr. Chairman, the American
Pharmaceutical Association.

The CrairMaN. Is your statement relating to the same matter
we have just heard?

Dr. Kenny. Yes, sir; and I was just going to say, Mr. Chairman,
that to save your time, I have gone over Mr. Jones’ statement, and
I want to record our association as being in accord with his statement.

Senator King, Do you have any written statoment, prepared?

Dr. KerLy. No; butif I find it necessary to do'so, I would like the
privilege of submitting one later. I can do that right away.

Senator Xina. Could you submit it by tomorrow?

Dr. KeLry, Yes, sir,

Senator Kine. T suggest that if he submits it by tomorrow morning
that it go into the record.

Thoe CrarrMan. Yes; it will be incorporated in the record, if it is
submitted tomorrow. I understand you arc in accord with the
statement submitted by Mr. Jones?

Dr. Kenuy. Yes; but I haven’t telked over this matter fully with
Mr. Jones, as fully as I would like to, and if it is necessary to submit
a statement, I would like the privilege of doing so tomorrow.

The CrairmaN. You may have that privilege.

Is Mr, Kolodny in the room?

Mr. KoLopny. Yes.

STATEMENT OF JOSEPH KOLODNY, EXECUTIVE SECRETARY,
NATIONAL ASSOCIATION OF TOBACCO DISTRIBUTORS, NEW
YORK

Mr. Koropny. Mr, Chairman, and gentlemen, I am secretary of
the National Association of Tobacco Distributors whose membership
consists of more than 2,000 wholesale tobacconists catering to more
than 800,000 retail tobacco outlets.

It is our intention to submit a brief in substentiation of our casec.
Hence, I will merely make o brief statement at present.

Should the provisions of section 2005 of the tax statute under
consideration, exempting retail tobacco stocks, become law as written,
it will be disastrous to both the wholesale and retail tobacconists.

The manufacturer of tobacco products sclls directly to (a) the
wholesalers, (b) chain stores, {¢) certain large retailers.

The vast number of small retail outlets, of whom there are—as
stated—approximately 800,000, procure their requirements from the
wholesale tobacconists. These small merchants have neither the
capital nor adequate facilities not a credit standing which would enable
them to stock up a substantial amount of merchandise prior to the
date when the law becomes effective. The chain store, however, as
well as the large retailor—and former experiences serve as a precedent
for our contention—will avail themselves of the fact that retail floor
stocks are wholly exempt from the new tax imposts to “load up” a
quantity of merchandise which would enable them to “reap a harvest”
for many, many weeks at the Government’s expense. As you doubt-
less realize, cigarettes and kindred products do not rapidly deteriorate
or become unsalable.
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Coupled with these difficulties is also the fact that the Government
will be deprived of an appreciable amount of additional taxes, and as
good American citizens we know that the Government is in dire need—
at present—of every added dollar of income.

While at first sight the amount of tax to be derived from a ehange in
this provision might appear to be small, nevertheless it must not be
overlooked that the additional revenue to be attained by the proposed
levy will certainly amount to at least $84,000,000 for the current year
so that if retail stocks represent even as low as a 15-day supply,
more then $3,500,000 in revenue on cigarettes alone will bo lost to the
Government.

Senator King, Mr. Sullivan, is the statement of the witness, and
I am not questioning it at all, but merely for my own information, is
the statement of the witness substantially accurate—about-
$80,000,000 did you state?

Mr. KorooNy. Yes; I think the Treasury Department stated this
morning that it was $76,000,000.

Mr. Surnivan. That is on the entire additional tobacco stocks.
On the floor-stocks tax, ny testimony this morniny was that if thero
wero no exemptions on floor-stocks tax of retail dealers, we would
ﬁo]lllecb an additional 4% million dollars at an expense of 234 million

ollars.

Senator King. But the aggregate tax on tobacco was $80,000,000?

My, SuLLivan. $75,000,000.

Senator Crark. I am sorvy, I wasn’t there during your testimony
this moruing, Mr. Sullivan. ~In what way would you lose revenue by
putting o tax on retail floor stocks?

Mr. SuLLivan, We wouldn’t.

Senator Crark. I understood you would gain 4} million dollars
with an offset of 2} million.

Mr. SurLivan. The $2,500,000 is what it would cost us to administer
the returns on the floor-stocks tax. ‘There would be about 900,000
returns which we would have to handle.

Senator CLArk. Tn other words, then, you are siinply recommending
that & tex on floor stocks be not imposed becauso of the admin-
istrative costs being out of proportion to the money received?

Mr. Surtivan. No; we would receive & net profit on the transac-
tion of $2,000,000, Senator Clark. It was discussed in the committee
this morning, the advisability of considering a partial exemption
and requiring a floor-stocks tax on those retailers having over $10
or $20. In that event the number of returns we would receive would
be far less, Qur collections would be less, and we would have to
make about the same investigation; the administrative costs would be
about the same.

Senator King. Excuse me for interrupting you, Mr. Kolodny.

Mr. Koropny. That is all right. Realizing the hardships that will
inevitably arise, we suggest that the provision be rewritten as follows:

Floor Stocks Tax: (a) Upon all the articles (except chewing tobacco) subject to
tax under subsections (a), (b), or (¢) of section 2000 which on July 1, 1940, are
held by any petson for sale, tilere shall be levied, assessed, collected and paid a
floor-stocks tax at a rate equal to the increase in rate of tax made applicable to
such articles by section 2004; except that in the case of retail stocks where the
amount of tax due aggregates $10 or legs, then no tax need be paid,

In urging this revision, we wish to emphasize that established
precedent in the tax statutes of 1917 and those subsequent to it have

2417084 0w

-~
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invnlfin.bly extended the tax imposts to retail as well as other floor
gtocks.

Referring again to the impending tax loss to the Government of
several millions of dollars, the following factors will contribute. There
are—in the United States—in a vast number of chain stores and
large retail outlets that would “load up’”’ a large amount of mer-
chandise prior to July 1. The saving to these firms—and the loss to
the Government—at the rate of 50 cents per thousand on cigarettes
will reach a fabulous sum. By obliging uFl firms whose tax liability
exceeds $10 to pay the tax on all floor stocks—as recommended—
would serve a double purpose: () The yicld to the Government will
be appreciable, (b) instead of loading up excess inventories, these
firms will handle only normal stocks and thus commence replenishing
their stocks promptly after July 1.

Senator Crark. In view of the statement of the Assistant Secre-
tary of the Treasury that to make an exemption below $10—$10 or
Jess—would diminish the amount of revenue to be raised by the tax,
without appreciably diminishing the administrative cost, is there any
reason for making an exemption of $10?

Mr. KoropNy, The only reason we suggested a $10 exemption is
solely to reduce the cost of colleeting to & minimum, and secondly,
that in the income tax bureau they also employ a method by which
2 man whose amount of earnings docs not reach the requisite taxes
required does not have to file any returns.

(}VII'. SurLivan. I have asked for an estimate, Senator Clark, on
Mr. Kolodny’s proposal. I had o wire from this gentleman yesterday
in which he sets forth the proposal he submitted to the committee
today and Captain Bliss, the Deputy Commissioner in charge of
miscellaneous taxes, who will be charged with the administration of
this, says that in his opinion that if there is & $10 exemption on floor
stocks taxes for retailers having no more than $10 on hand, we would
collect about $2,500,000 in floor stocks taxes, and it would cost us
about $2,500,000 to collect that, ‘

Mr. Koropny. Regarding the retailers—we state that that should
apply where the amount of tax due aggregates $10 or less.

Senator Crarx. Where the tax is $10 or less,

Mr. SurLivan. I see.

The CrarrmaN, Thank you very much.

Senator King. Mr. Chairman, 1 suggest, because I have been quite
impressed with the figures submitted by this gentleman, that Mr,
Suﬁivnn or the representatives of the Treasury Department if they
care to, submit to us a brief statement in writing on this matter to
be put in the record.

Mr. SunLivan. We will be very glad to do so.

Senator Crark. If I understand the proposition, Mr. Kolodny, it
is this: That the exemption of retail floor stocks from a tax gives a
tremendous competitive advantege to such organizations as chain
stores or department stores or the vory large retailers who have the
facilities and the money and the credit for laying in very large stocks
of reserve before the tax goes into effect, which they can later use to

roat compotitive advantage against the smaller retailers who either
don’t have the credit to do that or ought not to exercise the credit if
they could get it?

Mr. KoLopny. You state my case even better than I did.
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Senator HerriNG. And that applies to all floor taxes, too, Senator.

Sonator Crark, I think so, too.

The Cuammman. All right; thank you, Mr. Kolodny.

Is Senator Chandler in the audience?

(No response.)

The CuAIrRMAN, Are there any other witnesses who desire to be
heard now?

(No response.) :

The CuatrMAN, The committee will recess until 10 o’clock tomorrow
morning.

(Whereupon, at 2:40 p. m. & recess was taken until the following day,
Friday, June 14, 1940, at 10 a. m.)
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FRIDAY, JUNE 14, 1940

UNITED STATES SENATE,
ComMITTEE ON FINANCE,
Washington, D. C.

The committee met, pursuant to reces., at 10 a. m, in room 312,
Senate Office Building Senator Pat Harrison (chairman) presiding.

The CuairMaNn, The committee will come to order. Is Senator
Chandler in the room?

Senator CHaNDLER. Yes, sir.

The CHAlrMAN, Senator, we tried to get you yesterday, so that
}\;ou might appear during the afternoon but we could rot reach you

ofore we recessed. I understand that you want to prosent two
matters in connection with this bill.

Senator CHANDLER. Yes.

STATEMENT OF HON. A. B. CHANDLER, UNITED STATES SENATOR
FROM THE STATE OF KENTUCKY

Senator CHANDLER. Mr. Chairman and gentlemen of the com-
nittes, I desire to speak briefly to the committee with respect to two
of the most important products of the Commonwealth of Kentucky,
burley and bourbon—burley tobacco and bourbon whisky.

I am quite certain that the views of the people of my State have
been welf explained to the committee by my colleague Senator Bark-
ley, who is a member of this cominittee, but T would like to take a
fow minutes of the committee’s time to direct your attention to
House Resolution 10039 amending section 2000 (d) of the Internal
Revenue Code to provide for the taxation at seven-twelfths of 1
cent per booklet of cigarette paper of not more than 25 leaves, which
booklets are not now subject to tax.

The purpose of not taxing cigarette papers in booklets of 25 or
less was stated by the Senate Finance éommittee to be as follows:
“This is to permit the {ree distribution of such books with packages
of tobacco.”

Now, the result of the proposed change in the law, that is, the
result of placing this new tax on cigarette paper, is to increase the
tax burden un the consumer of roll-your-own tobacco from the
present tax at the rate of 18 cents per pound, to a tax amounting,
. with tho 3-cent increase in tax on tobacco, to from 30 conts to 85
cents per pound, or an increese from 66% percent to 994, percent.

Mr., Chairman, I would like to-call your attention to the fact that
there were 2,100,000,000 nontax paid booklets used last year, This is
estimated to be sufficient to provide for 43,000,000,000 cigarcttes,
There were consumed from 125,000,000 to 250,000,000 pounds of
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tobacco in this form. With the increase in tax from the new proposal,
the price of the 5-cent package will go to 6 cents and the price of the
10-cent package will go to 11 cents, or the size of the packages will be
reduced to—will be reduced onec-cighth to one-fourth ounce per
package. It is estimated that this loss will result in a decrease in
consumption of 20 percent. The loss in revenue at 21 cents per pound
on the smoking tobacco resulting from such deecrease will equal from
$4,000,000 to $7,000,000 and will exceed any possible collection which
may result from the new tax on cigarette papors,

I don’t believe it was the intention of the committee in cither the
House or the Senate, to tax these cigarette papers, and I wish very
much that the committee would reconsider this tax. I would like to
have 1pormission to file the whole of this paper which 1 have not read
completely, in the record.

The CuairmMaN. That may be incorporated.

(Same is as follows:)

MEMORANDUM RE Prorosal 1o Tax Ssmanl Croarerts Bookters Wiien AR
Nor Now Susiect T0 TAX

H. R. 10039 amends section 2000 (d) of the Internal Revenue Code to provide
for the taxation at seven-twelfths of 1 cent per booklet of cigarettc-paper book-
lets of not more than 25 leaves, which booklets are now not subject to tax.

The purpose of not taxing cigarette papers in booklets of 25 or less was stated
by the Senate Finance Committee to he as follows:

“This is to permit the free distribution of such books with packages of tobacco.”

RESULTS OF THE PROPOSED CHANGE IN THE LAW

The result of placing this new tax on cigarette papers is to increase the tax
burden on the consumer of rril-your-own tobacco from the present tax at the
rate of 18 cents per pound to a tax amounting, with the 3-cent increase in tax
on tobacco, to from 30 to 35 cents per pound, or an increase of from 6634 to 94%e
percent,

Roll-your-own smoking tobacco is used by the poorest class of tobacco con-
sumers, The booklets subject to the present new tax are universally given away
by tobacco manufacturers to promote the consumption of this form of tobacco.
These packages are for the most part sold in 5- and 10-cent packages with freo
cigarette paper. The increasc in tax is arrived at as follows:

Tax:
21.3 3j-ounce packages equal 1 pound.- ..o

21.3 booklets at %2 cents per booklet ... LTIl
TObAL. - e a e a e X
Prosent thX . o oo e e a e e a e 18.0
Increase, 85 percent 0. . v oo iem i cneaamaaea 15,3
With tobacco in 1-ounce packages:
16 1-ounce packages equals 1 pound ... aaiiaao. 210
16 booklets at ¥z cents per booklet . oo ovoa oo 0.3
e 7 ) S S D RSO 30. 3
Present taX . oo e ——— e 18. 0
Increase 68 Pereent Ora o oo o aeiemaaaaa 12. 3

The proposed increase in tax on tobacco is supPosed to be only 18% pereont—
yet in the case of the roll-your-own smoker, the poorest class—H. R. 10039
results in an increase of more than 66% percent.

There were 2,100,000,000 non-tax-paid booklets used last year. This is esti-
mated to be suflicient to provide for 43,000,000,000 cigarettes. There were con-
sumed from 125,000,000 to 250,000,000 pounds of tobacco in this form. With
the incrcase in tax from the new proposal the price of the 5-cent package will go
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to 6 cents and the price of the 10-cent will go to 11 conts, or the size of the packages
will be reduced to one-eighth to one-fourth once per package, It is estimated
that this will result in a decrease in conswumption of 20 percent. The loss in
revenus nt 21 eents per pound on the smeking tobacco resulting from such decrease
will equal from $4,000,00C to $7,000,000 and will exceed any possible collection
which may result from the new tax on cigarette papers.

The Cuatrman. Well, the House put this provision in.

Senator Cuanpbrer. 1 understand that.

Senator Kixa. You would like it climinated?

Senator Cuanprer. Yes.

Senator BarLry. Does that relate just to cigarette papers?

Scnator Cuanprer. Yes, sir.

Senator Bamry. [ am going to make a motion to strike that out,
Senator Cranorer. Thank you, very much.

Senator BarLey, 1 am satisfied that it is a big mistake.

Senator CuanoLer, I think so, too.

The wartime tax on tobacco, as is well known to all of you, is still
continued and our people are very much alarmed. All the people in
the tobacco producing States think that while they are willing to pay
taxes to promote the national defense, in fact they are anxious to do
it because they are anxious to have the country prepared, they do not
think that tobacco ought to bear quite as severe a burden as it seems
that it is proposed to have it bear under the circumstances.

And T hope the Senate Committee on Finance will give considera-
tion to not placing such a heavy burden on the tobaeco farmers of our
section of the country which will be reflected in adverse tobacco prices
next year, and result in more efforts on the part of the Congress to try
to stabilize again the agricultural industry of our country.

I would like to speak just & minute \Vidl respect to another indusiry
of our State which is going to be severely hurt if something is not done
by this committec.

Generally speaking, rectifying consists of blending or mixing of
distilled spirits. Tho prime rectified product in the distilled spirits
industry is blended whisky. Blended whisky is a mixture—according
to the definitions I find it—-of straight whisky, aleohol, commonly
known as neutral spirits, and flavoring and coloring ingredionts,

There aro also what are known as blends of trade whiskies which T
will discuss briefly also herein.

At the present time the law imposes a tax of $2.25 per proof-gallun
on distilled spivits, This is applicable both to the whisky and to the
alcohol which goes into the blend, as well us to the straight whisky
sold as such.

The law in addition at the present time imposes the tax of 30 cents

er proof-gallon on reetification, that is to say, on blended whisky.

he 30-cent tax is not only a revenue producer, but was enacted
primarily to equalize costs of blended whisky and straight whisky,
so that the former would not have an economic advantage in the
markots of the latter.
_ As evidence of the economic philosophy under whic'. the 30-cent
rectifying tax was imposed, I would like to call attcition to the
fact that blends of straight whisky, consisting of two or more whiskies
each 4 yoars old, reduced in proof not below 90 percent, to which
coloring and flavoring are not added, are not subject to the tax.

I would liko to further call attention to the fact that gin, made by
redistillation or in a rectifying house, at substantially the same cost of

N
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production as gin made by distillation in the distillery, is not subject
to tax,

Thus Congress did not impose the tax on these two rectified prod-
uct?l which were of substantially the same cost as the unrectified
product,

The Kentucky straight whiskies now 4 years of age and those which
will become 4 years of age within the next year or two cost the average
distiller when placed in the warehouse for aging 50 cents per proof-
gallon. The cost to the distillery in carrying this whisky avemies
about 10.8 cents per gallon per year. The average 4-year-old whisky
on the market is, in fact, about 52 months old. Thus a gallon of
4-year-old Kentucky straight whisky costs the distiller approximately
96 or 97 cents,

The blends on the average consist of 25 percent whisky and 75
percent alcohol or neutral spirits, and thus the whisky ingredient in a
gallon of blended whisky costs 24.2 cents and ihie three-fourths
gallon of alcohol costs, to produce, about 12 cents, so that the gallon
of blended whisky costs approximately 36 cents. '

Now the difference between 36 cents and 96 cents is apparent. The
difference in cost, therefore, is approximately 60 cents per gallon.
With a 30-cent tax on rectification, the blended whisky has a cost of
30 cents per proof-gallon less than the straight whisky,

There are now nearly 500,000,000 gallons of straight whisky stored
in the internal revenue bonded warehouses of the country in which
a tremendous capital investment has been made. Some 45 to 50
porcent of this whisky is stored in Kentucky. Assuming.that the
Increase in tax on distilled spirits is raised from $2.26 to $3 per gallon,
it will to some extent diminish consumption, and it is obvious that
withdrawels of the 500,000,000 gallons of bonds whiskies will be
slowed up to the point where the distillers may have difficulty in
meeting their obligations.

In addition to that normal slow-up, the blended whisky due to the
tax structure is put in & position to take away any of the present
straight whisky market.

From the above it will be noted that the rectifying tax should be
raised, as I have suated here, to 60 cents per proof-gallon, although
if you could see in your good judgment that it should be raised 40 or
50 cents in order to equalize the Ofg)o:t,unities between the blended
and the straight whisky, there would be no objection; but unless the
30-cent tax 18 materially increased to something approximating 60
cents per gallon, those with their capital invested in the tremendous
stocks of straight whisky now in the country may find themselves—
and I say, gentlemen, that they not on}ly may but I think they actu-
all’yl" will—find themselves in o difficult financial Eosition. '

his is particularly true of the smaller Kentucky distillers, many of
whom will have difficulty i meeting their financial obligations if
there is any material diminution in the rate of sale of their products.

My colleague is here now. o .

I mentioned at the outset that I knew he would advocate this
strongly to the membership of the committee. 1 think it ought to
be equalized, I am not seeking to burden unduly the industry that
cells itself a blended whisky industry, but certainly they should not
be placed in g position that would result, if not corrected, in an unfair
advantage, and to the disadvantage of the straight, oid-fasluoned,
hundred proof, aged-in-the-wood, pure old Kentucky whisky.

I3
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Senator Barkrey. I will say that I have called the committee’s
attention two or three times, and again yesterday, to this. It seems
to me that there can’t be any question about the justice of this son-
tention. If there was any reason for the 30-cent tax in the beginning,
in order that there might be an adjustment of costs between the $2.25
tax on straight whisky, certainly the increase from $2.25 to $3 a
gallon justifies the increase in tax on rectified whisky.

They are competitive, and the more tax you put on one, and the less
on the other, the more difficult it is for the higher taxed product to
compete with the lower taxed product. '

r. Chairmen, thank you very much. That is all T have to say
and I certainly appreciate your consideration, and the consideration
of this committee.

Senator Barxrey. Mr. Cheirman, may I ask my ceclleague if he -
intended to make any reference to this other matter that has been

brought to our attention, thesw W?gte papers? .

Senator CHANDLERg##lready made refe to that before you
came in, Senator. 4 . h

Senator Bangg#y, All right.

Senator Bapfiy. Mr. Chairmaff,"we.had scheduledigestorday for
hearing Mr. & E, Winslow id the North Cigolina Farm

ng, addressed Yy
ap#isible fom him to bghere and
AEE in his#tdad, and I Bope that

Burcau. IMave a wire
of the comhittee, st
stating thilt Mr. B.

you can Jear him bri

The Cfliarrman. All right

at .”'”‘Mf:::»*""é
Mr. Witiglow, who was to be %&ve«‘ esterdny, t%a(i destrpietive hail
on 80 acresf his tobacco, he cofldn’t got Were, and hff asked me
yesterday- if Byvould comeijfind I coulfn’t gét-fiero beforghnow.
1 would likégo call attentith;Ben&tor, that last omher 8 the
British buyers wige withdrawn from our markots in®orth Carolina,
and they were suddénly withdrawn and that resu n the immediate
closing of our tobacco idagkets in North Carglis#, end South Carolina,
and the markets woroe postpifiedxineiiegtt ecause of the exchange
and war conditions over in the other countries, and it immediately
laced the tobacco growprs in tho most disastrous condition they have
een in, even including the period of 1931 and 1932.
Our markets were immediately closed, we came here to Washington,
had a conference with the agricultural officials here, and also our
- various representatives in Congress and in the Senate, and through
the agreoment that we had the Government itself has purchased
. 175,000,000 pounds of flue-cured tobacco. That tobacco is now in
storage with an option, held by the Imperial and other British pur-
chasers, with certainly very httle prospect at the moment of this
tobacco being exported to Great Britain and other foreign dountries.
Of course, we all ere familiar with what has taken place in the
last fow woeks with reference to the exporting of tobacco to Belgium
and Denmark and other countries, besides Great Britain. Our
tobacco averaged last year, according to the official report that 1

-
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have in my pocket, just published by the Government here, a fraction
over 14 cents. That does not permit any profit to be had by the
tobacco growers.

Now, the point that T am making with respect to this tax of $3 to
$3.50 a pound, is that it is apparent to us that a further inerease in
this tax on tobacco which I understend is probably estimated at from
$75,000,000 to maybe $85,000,000, or $30,000,000 increase, an addi-
tional increase, coupled with the fact that we received last year, the
‘Government received, $565,000,000 in tax, and necessitating of course,
the increase in the price per pack of cigarettes, which is now 6 cents
per pack, will have a tendency instead of raising revenue, to decrease
revenue to the Government because it will drive people who smoke
cigarettes—and it is doing that—from the cigarette to the roll-your-
own or the pipe tobacco, where the Government only receives about
18 cents tax.

In addition to that it is bound to have a disastrous cffect on our
tobacco growers, because this increase in the tax will, if it docs, and
we believe it will, deerease the consumption of cigarottes, then it
decreases the demand for the production of our tobacco.

With a 14-cent average price already, and with the prospects of
shipping our tobacco this morning even darker than they ever have
been before, if this tax is put on and we have the proposition of the
decreased consumption of cigarette tobacco, it willpcerminly have a
further disastrous effect on the tobacco growers who produce it, and
I am speaking here on this occasion in behalf of the tobacco growers,

We realize 1t more keenly now than ever before, and I believe that
you do because our export market, and probably more than 350
percent of our tobacco is exported to Great Britain; the Imperial
Tobacco Co, alone buys one-third of our tobacco and pays one-half
the number of dollars—and with the situation as we have 1t, with the
tobacco growers now facing the absolute necessity of producing it at
hardly the cost of production, it would have a strong tendency to
inerease our relief rolls by many thousands of people in North Caro-
lina, Virginia, and other sections where we grow this tobacco.

And T say this, T believe that you will agree that the present tax of
$3 per 1,000 on cigarettes is already too high. The old war tax, if 1
recall, was $1.50 and then raised to $2 and is now $3, and was put on
during the last war, and that tax has never been removed—and in the
condition that the tobacco farmers now are, Senator Bailey, in our
State, and I would say almost in their present palsied condition, an
additional tax on tobacco, as indicated in what I have just said with
respeet to the curtailment of the consumption of flue-cured tobacco,
reflecting in the curtailed production of the farmer and some of that
cost, is Pound to be absorbed by the tobacco growers and with the
present price of a fraction over 14 cents, it cannot be absorbed without
jury to the growers.

I think that you further will agree that our tobacco farmers and
our tohacco people have certainly been patriotie, they have been

atriotic all these yoars with this present tax on their product, and a
further tax on their product would certainly curtail the produetion
which would hurt the thousands and thousands of growers, and then
willlnot produce the revenue that the Government thinks it will
produce.

Senator King. Heavy as the tax may be upon the producer, it is
much heavier upon the smoker, isn’t it?
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Mr. Svda, Yes. I imagine that the tax on the cigarettes will be
increased. That will be reflected on the consumer, and the minute
that he quits smoking one cigarette on which you get three-tenths of
2 cont every time one cigarette is smoked:

Senator King (interposing). But the cigarette manufacturer pays
- very heavy tax.

Mr, Svuaa. The cigarette manufacturer?

Senator King., Yes.

Mr. Suge. The tax, as I pointed out, last year was $565,000,000 on
manufactured tobacco in tho United States, collected from the
consumer,

Senator Kinag, For my own information—I ought to know this—is
that tobacco which the Government has made a loan upon, has the
tax been paid upon it?

Mr. Suge. No, sir. I am glad that you asked me that. That to-
bacco is being held now on the borders of Virginia and in the
coastal cities. The Imperial Tobacco Co. has an option on that and
the Imperial Tobacco Co. does not pay any tax on cigarettes in this
country because they do not manufacture any cigarettes here.

Senator King. As I understand, there is a tax upon tobacco, and
what I am asking is whether or not that tobacco which the Govern-
ment hes a loan u%on, whether the tax has been paid upon that.

Mr. Suaa. No; because that tobacco is for export purposes and this
country does not tax, of course, export tobacco manufactured in a
foreign country.

In closing, gonutor, I will say this, that our growers just feel like a
further tax on them will restrict the production of their tobacco, will
restrict the consumption of the cigarettes, and the purpose that we
are seeking, to raise revenue. It will decrease revenue, Senator.

Senator Barey. Mr. Sugg, I want to call attention to this, through
you, that with the additional tax on cigarettes, the Government gets
6 cents a pack?

Mr. Suea. At the present.

Senator BaiLey. Yes; at the present, but there are 29 State that
levy additional taxes, 1 State levying as high as 5 cents a package.

Mr. Svea. Yes, sir.

Senator BaiLey. And that is more than half of the States?

Mr. Svag. Yes.

Senator BarLey. And the whole thing is ealculated now, you have
reached the point where you may destroy the whole industry, not onl;’
tl}?e farmer but the source of the Federal revenue. That is true, isn't
it

Mr. Suca, That is exactly true.

Senator BaiLey, Now the other question I want for the record.
The carry-over of this bright tobacco and of the other tobaccos in
this country, is very great now, isn’t it?

Mr. Suaa. The greatest we have ever had,

Senator BarLry, Can you give me the exact figure?

- Mr., Svae. Yes; I have it right here.  These are the official Govern-
ment figures just published on June 10 of this year.

Probable United States stocks, 1940 (this is flue-cured only, now), 1,425,000,000
pounds, 50 porcent above any previous record.
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May I just quote one other thing? 1In closing I will just read this
from the Government bulletin, dated June 10:

With a large 1939 crop and the effects of the war on export markets, flue-cured
tobacco growers are facing a serious market situation, worse than the situation
from 1930 to 1932,
when thousands and thousands of our growers lost their farms and
homes as well as their businesses,

lSeﬁator BaiLey. And tens of thousands were thrown on Federal
relie

Mr. Suaa. Yes; and I happen to be on the relief board myself in
our section, and we are having censtantly additional tobacco growers
ap&o‘lyin for relief,

he Cuarrman. Thank you very much. Mr. Alvord. |

Mr. Alvord, you are the only one appearing for the Chamber of
Commerce?

Mr. Auvorp, Yes, sir.

The Cuairman. You have 15 minutes.

Mr. Arvorp. Yes, sir.

The CuairMaN. We have several witnesses here and I trust that
you can close in 15 minutes.

Mr. Auvorp. I will do my very best.

STATEMENT OF ELLSWORTH C. ALVORD, REPRESENTING THE
COMMITTEE ON FEDERAL FINANCE, CHAMBER OF COMMERCE
OF THE UNITED STATES, WASHINGTON, D, C.

Mr. ALvorp. Mr. Chairman and gentlemen: T am sure that it is
not necessary for me to assure each of you that'I am not here to oppose
incressed revenue for national defense, nor am I here to oppose an
increase in the statutory debt limit for national defense.

Wjéh respect to those two items I can be very brief, and, I trust,
specific.

pEvery penny of additional revenues should be devoted to national

defense, and to no other purpose. Every dollar increase in your
statutory debt limit should be used solely for financing national
defense and no other purpose. The bill pending before you does not
comply with either of those two standards.

Title I, proposing to increase revenues about $325,000,000—the
so-called permanent increases—is not devoted to national defense.
Nor is the sinking fund increase limited exclusively to national defense,

If some temporary stopgap is necessary, as I think it is, I would
suggest that the Congress impose those taxes, designed to raise as
much revenue as you gentlemen think you can raise, which cannot
be made retroactive (such as additional excise taxes)., Impose those
immediately for a period of a year, and then get down just as promptly
as you can to solve what seems to me to be a much larger, more
lmxortant, more tremendous problem. .

1l of your increases in income taxes can be made retroactive, and
2 sound revision of your revenue system enacted any time before
the 15th of next March will collect just as much revenue as if it were
enacted now.

Scnator Connarry. Wouldn't it be fairer to business to let them
know it now,that we are going to collect it on 1940, so that they
could, the rest of the year, arrange their business, rather than wait
until next March and then make it retroactive?
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Mr. Arvorp. It would certainly be more fair, but you have fre-
quently imposed taxes after the close of the taxable year.

Senator ConNaLLY. I know we have, and I know we can do it,

Mr. Auvorp, I think it would be more fair if you would impose
taxes on & fair basis, even if made retroactive.

Senator BarkLeY, Did I understand you at the outset to indicate
that the position of the United States Chamber of Commerce was that

in this bill we ought neither to raise revenues for general purposes or
incrense the public debt?

Mr., Arvorp. For general purposes; yes.

Senator Barkrey, What are you going to do about the debt?

Mr. ALvorp. I think that the Congress—and I will discuss that in
just a minute, if I may—but I will answer you generally. I think that
the Congiress is going to find itself confronted with the absolute neces-
sity of eliminating all nonessential expenditures, and if you do that
I think you can live within your income.

Senator BArxLey, Is Congress to determine what is or is not a
non-essential, or is the United States Chamber of Commerce?

Mr. Arvorp. The Congress of the United States, sir, and I have
advocated that the Coiygress do that, and I have a plan under which I
think the Congress will do that. .

Senator Barxkiey. All right,

Mr. ALvorp, It seems to me that a national-defense program is
divisible into four separate but closely interrelated and integrated
problems, One is the acquisition of adequate military and naval
forces, adequately equipped and adequately manned.

Second, is maximum industrial capacity in order to sustain your
national-defense program,

Third is the preservation, the protection, and encouragement of
rivate enterprise, not so closely (;onnect,eci with national defense.
Someone must pay your national-defense costs, and they will come
primarily out of the activities in my third category.

Objective four is a sound fiscal system designed to bring about
adequate military and naval forces, designed to permit the acquisition
and maintenance of maximum industrial capacity for national defense
purposes; and designed to encourage and protect and permit the con-
tinuation of private enterprise, both during the period which I might
call the period of armed peace, and the period, which I trust we will
sce soon, of post-war activity.

With respect to the national-defense program, I think that Congress
should insist that very soon someone tell you what the cost estimates
are. Even though they are only estimates, let us have minimum and
maximum estimates as to the total cost, first, of acquiring an adequate
military and naval force; sccond, as to the cost of maintaining that
adequate military and naval force; third, the probable length of time
for such expenditures.

With those elemonts, then the Congress can really sit down seriously

and consider methods of financing.

© Now, I don’t think that you are going to conclude that you can
finance that program through taxation. To me it simply cannot be
done. Certainly it cannot be done if you are going to permit private
enterprise to play a part either in objective two or in objective three.
But one outstanding fact which always forces me to the conclusion
that you have to borrow money in very substantial amounts to finance
an adequate national-defense program, is that if you take 100 percent

~
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of the net income of corporations in the country, every corporation in
the country, and if you take 100 percent of all the incomes of the
country over $10,000, you still wouldn’t have enough money to finance
your program,

Senator Kinag. The national-defense program, if you will pardon
just an interruption—and I am sorry to divert you—will depend,
will it not, to some degree, upon the conditions in Europe? If Hitler
and his associate now, dominate Europe, and destroy France and
Great Britain, and seck intrusion into the Western Hemisphere, our
national program then would be & little different from what it would
hnvg been if we had drawn a national program 2 or 3 or 4 or 5 months
ago?
Mr, Avvorp. That, of course, is true, sir. I naturally have my
own ideas on it. But I, as a citizen of the United States, am per-
fectly willing to rely upon the judgment of the Congress in doter-
mining what that national-defense program should be.

. The only thing I ask, as a citizen, is that you make that determina-
tion,

With respect to my first recommendation I find myself, very hap-
pily, in a very distinguished group. I want to cendorse a proposal
which has been suggested twice by the Secretary of the Treasury of
the United States, and which has been advocated by the very able
statesman who is the chairman of your committee. .

I would change it just a little. I think there should be established
for both the House of Representatives and the Senate, a special
budget committee charged with preparing the financial Pl{ogmm to
carry out the objeetives which I have enumerated. That com-
mittee would be an ex officio committec in each House, consisting of
those gentlemen charged with raising revenues, and those gentlemen
charged with spending money.

Let them decide upon the financial progrem, of our Government,
what is going to be required, what ¢an be eliminated.

Then I would suggest, secondly, that you sit down as soon as you
can and prepare what I would call a permanent, long range tax
system, one which, let me say, is designed to remain in force for a
period of 10 years, and which will produce the maximum possible
revenues for your Government consistent with your other political
and economic policies. Your tax system, gentlemen, I don’t need to
tell you, must be coordinated with your other policies.

My best guess is that over a period of 10 years the average revenue
which you can get under that system will not be far from $7,000,000,000
annually, 1 have always said herctofore that it was $6,500,000,000
but I have boosted it a half a billion because of the spurt of war
activity.

he budget committee will then be faced with the job of determining
how the excess of its planned expenditures will be financed. 'Fhe best
start on it would be to pass a concurrent resolution, in both the House
and the Senate, fixing a ceiling upon the total expenditures. Whether
that ceiling.is $10,000,000,000 or $15,000,000,000 or $20,000,000,000,
I am not concerned, so far as the first or second session of the Congress.
is concerned. Eventually the Congress will bo governed by what
they can raise by taxation and by what they can borrow. )

1 just throw out ono more_thought, trying to kce{) within the
chairman’s 15-minute period. You gentlemen realize fully that there.
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are only four ways in which the expensecs of your Government can be
paid. One is by taxation; the second is by borrowing within your
capacity to repay; the third is by confiscation, and the fourth is by
repudiation.

Now, I still have enough confidence in the Congress to have a pretty
good idea which of those mothods the Congress will follow. I would be
very happy to answer your questions.

Thank you very much.

Senator ConnaLLy. Who suggested that Congress was not going to
raise this money by taxation or bonds, and who suggested that we talk
about repudation? Nobody has suggested that, have they?

Mr. ALvorp. Senator, the time is going to come——

Senator CoNNALLY (interposing). I am not talking about the time
that is coming, I am talking a%)out now. You are talking about
ropudation, nobudy is going to repudiate the Federal debt. Have
you heard anything like that?

Mr. Arvorp. I am merely throwing out the very real probability
that if you don’t put your Government on a sound f‘mancini basis——

Senator CoNNALLY (interposing). We are trying to put it on & sound
financial basis, but every time we do, a lot of you fellows come up here
and say “You musn't tax this” and “You musn’t tax that,” and you
lecture us a lot. We are trying to raise this money by taxation and
borrowing.

Mr. ALvorp. You have never heard me oppose a sound tax system.

Senator BarkLEY. Do you think that Congress ought now to sit
down and revamp the whole tax structure be%oro it passes this par-
ticular hill?

Mr. Arvorp. I don’t think you can do it now, Senator. My sug-
gestion was that you pass those taxes which cannot be made retro-
active, and work your additional income taxes, your additional forms
of revenue into what I would call your permanent revenue system,
and you can do that any time between now and the 15th of next
March.

Senator Connarry. We can’t win this war with wind. If we could
we would have won it before. You fellows that are for strong nutional
defense and protection, you are all right until it comes to tax, and
then you want to squall and tax somebody else, 1 am in favor of
taxing you all,

Mr. ALvorp. Senator, you wouldn't impose a system which would
attempt to get more than the maximum revenues?

Senator ConnaLLy. I have heard that old talk about the diminish-
ing returns for a long time, and every time we pass a tax bill if it
didn’t increase the returns you wouldn’t be up here hollering.

Mr. Arvorp. I would be very happy to have you look at the fig-
ures on diminishing returns,

Senator ConnNaLLy. I would be very glad to do that, but I don’t
see that we gain much by a lecture on philosophies, We have got to
have money and have it now.

Mr. Auvorp. I quite agree with you, and I would get that amount
now which you cannot get later, and then really sit down and do the
rest of the jobh,

Sonator ConnNaLLy. We are going to revamp it all in January, and
we are going to jerk you out of your boots and you might as well get
ready for it. I am in favor of revamping the whole thing in January
and paying some of these debts.
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Senator King. As far s I am concerned, I would make the taxes
now, instead of $1,004,000,000, I would have it $1,600,000,000, or
$2,000,000,000 becruse we will have greater difficulty in increasing
the taxes which will be necossary to moet our obligations next January,
than we have now.

Mr. Arvorp. T will sum it up by telling you to take every lpemly of
mereased taxes and use it for national defense and nothing else.

Pursuant to the permission of tho chairman, 1 am appending hereto
8 statement submitted on behalf of the chamber’s committee on
Federal finance, and an outline of my remarks before the annual
meeting of the Chamber of Commerce of the United States, May 1,
1940, primarily to make available to the committee certain statistics
which I have compiled and which are sppended thereto.

A Tax Prooram For NaTtoNaL DEerFEnse?

Taxes for the national defense are accepted by businessmen as essential. An
inorease in debt limit, solely for defense expenditures, is also required. We
believe, however, that additional taxcs or an increase in the debt limit for other
purposes than national defense should be opposed.

POSITION WITH RESPECT T0 THE BILL

(1) For nationa! defense purposes the statutory debt limit should be increased
by the amount necessary to finance the requirements for the fisoal year 1941,

(2) The situation requires the imposition of additional taxes; they should
remain in force for only 1 taxable year in order that there may be opportunity
for the development of a well-planned revision of the tax laws, A complete
revision of the tax structure (on a better basis than the bill passed by the House)
is most essential, in order that the needed revenues may be better obtained and
that there may be equity among taxpayers and between the revenue opportunities
of the State and tlie Federal Governments, The 1-year {axes to be added now
should take the formn of a flat percentage increase in the present income-tax rates,
and possibly some increase of other rates. These temporary taxes should be
supplanted, before their expiration, and as quickly as possible, by the compre-
hensive revision of the whole structure.

(3) Preparations should begin at once for the formulation of a Federal fiscal
program dealing with taxes, expenditures, and debt. The revenue program
should be suitable for the Government to follow for a period of years, If Congress
remains in session, its appropriate committees should give immediate attention
to the development of such a program, If Congress adjourns, there should be
requirement for studies to be undertaken by the Joint Committee on Internal
Revenue Taxation, the Treasury Department, and the Bureau of the Budget
for prompt action next session,

(4) There should be added to the tax bill a definite requirement for reduction
of nondefense expenditures, in an amount not less than the additional annual
revenue proposed to be raised by it.

o
FINANCING A NATIONAL-DEFENSE PROGRAM

The vital need is for a Jong-range coordinated national'defense program,

Proper methods of finaneing the cost to be borne by the Government are essen-
tial elements of & defense program if confiscation of capital, inflation, and eventual
repudiation are to be avoided. There must be prudent, use of the taxing power,
and the ustc of the horrowing power must be kept within limits permitting ultimate
repayment,

e believe that there are proper methods of financing defense costs under
which (a) we can acquire and maintain adequate military and naval forces, ade~
quately equipped; (b) we oan acquire and maintain maximum industrial produc-
tive capacity, including plant, equipment, and tralned personnel essential for
nationai-defense purposes; and (¢) we can conservel,-i romote, and strengthen

private enterprise not directly employed in national defense, but essential to the

1 Statomont of Ellsworth 0. Alvord, chalrman of tho committee on Federal (inance, presented June 14,
1940, to the Committ® on Fluanco of the United Btates Sonate, at the heariugs on thoe revenue bill of 1940,
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preservation of private economg and employment, particularly during the period
of armed peace or post-war readjustment,

So far as is possible there should he early decisions with respect to the estimated
cost of the Military Ilstablishment it is necessary to build, the annual main-
tenance cost of that Iistablishment, the probable period of thne over which the
expenditures can be sproad, the means of assuring efliciency and economy in
making the expenditures, and the preservation of facllities needed for times of
peace. X . .

In the interest of maximum industrial productive capacity there should be
decisions in favor of developing necessary expansion under private control and
direction rather than under Government financiag or ownership. To that end
there should be relaxation of any undue Government restraints ugon private
financing and the tax measure should intorfere as little as possible with the flow of
{)rlvate capital into {ndustrial expansion, Any use of Government funds in aid of
ndustrial expansion should be restricted to the most emergent situations after a
clear showing of private inability to provide the finaneing,

ESSENTIALS OF A SOUND FINANCING PROGRAM

Any defenge grogram can be finaneed from taxation and controlled borrowings,
hut there must he regard to three essentisl factors: . .

(1) The importance of an increase in business and individual net incomes in
order to provide a larger base upon which the major taxes are levied.

(2) The moethod of obtaining maximum Government revenues without causing
a shrinkage of the income base. ,

(8) The best mannor of rigorously restricting nondefense expenditures and of
providing an effective control by Corigress over the volume of expenditures from
year to year.

Theso requisites should be recognized In order that there may be no resort to
confiscation or inflation. -

A PERMANENT FISCAL PROGRAM

On several occasions, the chamber committee on Federal financo has recom-
mended, and outlined in detail, the following fprogmm:

(1) A general revision of tho tax systom, for the purpose of writing a stable,
equitable, and reasonably permanent tax law, designed to remain in force over a
period of years, and calculated to prouueo the maximum revenue over that period,

(2) An effective congressional control of expenditures, through the creation of
congressional budget committees with power to propose a concurrent resolution
for the consideration of the Conguess, fixing maximum aggregate expenditures for
each fiscal year. R

The necessity for such a long-range Program has not been diminished by the
defense emergency. It has increased In proportion to the need for additional
revenue, We still firmly beliove that such a program offers the only possible
solution of our fiscal problems, and that it should be undertaken as early as

possible.

SoLviNg THE Tax ProBLEM?

There 8 a solution for the tax problem, But the solution rests with you,
A navigator doesn’t pick the place of destination nor the ports of intermediate
call. But he knows storm areas, end he sees storm signals. He knows the rocks
upon which others have been wrecked. This same sea has beon sailed before.

The beginning of the new decade is probably a particularly orportune time for
us to determine our position, the distance we have come, and tho variation from
the course we have chosen—and possibly to recheck our destination and rechart
our cottrge. Astronomy is more reliable than astrology.

I shall summarize a few of the more important problems confrontiug us, the
proclaimed objectives, and a brief summary of the more important facts, from
which you may determine our present position. Sufficlent statistical data, in
support of the faots, will be found in a sroies of attached tables.

* An ouillno of remarks by Elisworth O, Alvord befors the annusl meoting of the Chamber of O
of the Unlted States, May 1, 1840,

241708~rd Qrermen T



94 REVENUI ACT OF 1040

IDLE MEN
The objective.
1) Private employment is the only sound solution for unemployment.
2) Temporary assistance is nccessary and must be provided—and we are told
that we should prepare for permanent assistance.

The facts.
: éll) ]1)\10 progress has hcen made—there are still 9,500,000 unemployed {sec
able 1),

(2) The extraordinary business activity of last fall (the Federal Resorve Board
index was at the all-tilne high of 128 in December—see table 2) increased cmploy-
ment by about 1,000,000.

(3) The investment of about $8,000 is required to produce work for one man;
and possibly ,000,000, of new capital will be required to put our entire
d ibly $26,000,000,000 of ital will b ired t t ti

employable labor surplus to work.

JZ) The Federal Government has spent $17,000,000,000 in providing temporary
assistance, and untold billiors in fruitless experiments.

(5) Substantial sums intended for relief have been wasted and used for political

purposes,

The objective.
The flow of private funds into private enterprise must be resumed,

The facts,

(1) +$8,000,000,000 to $10,000,000,000 should flow annually into capital con-
struction—i, e., into expansion, additions, betterments, and replacements of
plant and equipment,

(2) From 1919 to 1930 there was an annual average of about $3,400,000,000 in
new corporate financing (see table 3).

(3) In 1939, new corporate financing (exclusive of refundings) amounted to
$369,000,000 (see table 3).

(4) Despite the tremendous reservoir of idle funds, new opportunities for
private investment under present conditions are unattractive,

(5) A small enterprise is unable to obtain necessary funds for expansion and
improvement, and few larger enterprises are seeking new funds,

8) The investment of private funds is normally governed by three factors, none
of which is present today: (a) Protection of principat; (b) liquidity; (¢) a return
commensurate with the risk, .

(7) At the present time, a business enterprise must possess the probability
of an average annual net profit of more than 20 percent upon its investment
in order 10 compete with tax-exempt securities in the hands of stockholders.

(8) Undistributed corporate funds available for capital construstion are
rapidly being depleted—corporations distributed about $17,000,000,000 more
during_ the last decade than their aggregate not income available for dividends. "

(9) Excess bank reserves, which amounted to less than $1,000,000,000 in 1934,
swelled to $6,000,000,000 in April 1040 (see table 4).

S0CIAL SECURITY

IDLE FUNDS

The objective.
Security from the fears of the future, from Eovcrt.y. unemployment, sickness,
old age—for our families, our friends, our neighbors, for everyone.

The facts,

(1) The value of the social security offered by the Governtnent depends upon
its ability to meet its promised payments when they become due.

(2) Substantially all the not procceds of our social-security taxes are being
used to meet current Government expenscs.

(3) Oid-age assistance and retirement pay promised by the Government
should not deprivo us of the opportunity of providing security for ourselves and
our families through privato savings (in the form of investments, trust funds,
savings accounts, insurance and annuity contracts, and privato retirciment com-
pensation plans and pensions). -

(4) The financlal security of every one of us is ra}i’idly being impaired and
jeopardizeéd (see table 8). The follown'ng statement by the Federal Advisor
Council of the Federal Reserve System (in a report dated June 6, 1939), wit
resPect to the existing “‘easy money’ policy, is significant:

It has become evident during the past 2 or 3 vears that the cumulativo effect
of the policy in question [the ‘easy money’ policyl] is profoundly and adversely
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affecting that large group of industrious and thrifty persons who are, by virtue

of their character and habits, the backbone of the country’s social and economic

structure. Steadily they have seen the returns on their accumulated savings
decrease as savings institutions, faced with constantly diminishing earnings,
have been forced, step by step, to decrease the rate of interest paid on savings
deposits, Stcadify, year by vear, they are mecting increased discouragement in
their attempts, through the purchase of life insurance, to provide for their own
old age and for the protection of their families, as the cost of insurance slowly
mounts and as the dividends payable on policies steadily diminish. Schools,
colleges, churches, hospitals, and educational and charitable institutions of alf
sorts sce the returns on their accumulated endowments constantly lessening, the
salaries of their staff members reduced, and their prototions delayed, services to
students, patients, and dependents curtailed, and more and more of the functions
which are normally and most efficiently performed by private or semiprivate
agencies necessarily taken over by public boards at the expense of the taxpayers
unless essential social needs are to be neglected.”

(8) Private savings (invested in legal investments for trust funds) earned in
19390 only 46 percent of what they earned in 1936,

(8) High-grade security offerings on the public markets are rapidly dwindling,
in part by reason of private placements.

FI) Ten years ago savings of $20,000 would have provided our families, upon
our death, with an annual income of $1,000. Approximately twice that sumn is
required today, .

?8) By reason of decreased net earnings, lack of liquidity, and potential tax
liabilities, the net value of investments has decreased at Jeast 50 percent.

(9) Regular employment is better security than unemployment insurance.

o NATIONAL DEFENSB
The objective.
An adequate national defense to assure seourity from our enemies,

The facts.

(1) Our aggregate expenditures for national defense from 1931 to 1940 were
$8,500,000,000; for 1941, they will exceed $2,600,000,000 (see table 6),

(2) In 1934 our expenditures were less than $500,000,000. The estimate for
1941 is $2,700,000,000,

(3) For the next several years, our defense expenditures will undoubtedly
exceed $2,000,000,000 annually, and may double or treble that amount.

(4) The direot financial cost of our participation in the World War was about
$40,000,000,000.

(5) It is reported that the current financial cost to the present participants in
the war abroad is more than double that of the World War,

(8) A strong Treasury is the keystone of an adequate national-defense progra m

LABOR
The objective.
(1) Continuit{ of employment,
(2) Opportunitics for promotion and advancement.
(3) Reasonable wages, hours of work, and working conditions,
(4) Retirement and disability com:pensation,

The facts.

(1) Total wages and salaries paid in 1939 were less by one-sixth than the pay
ments in 1929,

(2) Tn the year following the enactment of the Wagner Act, there were more
strikes than in any of the 15 preceding years. In 1037, there were more strikes
and more man-days of idleness by reason of strikes, than in any previous year of
American history (see tahle 7).

(3) Opportunities for promotion and advancement are increased as private
enterprise expands.

%4) Wages are payable only out of production.

5) Net profit is the incentive which keeps an employer in business,

YOUTH
The objective.
The preservation of the oprortnnities of youth--to obtain an adequate educas«
:iondnnd training, to choose their work, to work for themselves or for othors, and
o advanoe,

.

Al
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The facls,
. (1)l T(;m {ndividual ability to meet the cost of education and training has been
impaired.

fz) Timployment opportunities are seriously restricted,

8) The difficulties of beginning and continuing an individual enterprise are
constantly increasing. )

(4) Although temporary Government assistance has been useful as a stopgap,
an adequate solution deponds upon privato enterprise.

8y We are gassing on to the youth of today and tomorrow the burden of a
stupendous and increasing publio debt.

NATIONAL INCOME
The objective.
El) A national income of $100,000,000,000, ’
2) A corresponding increaso in business nel income—an objective hitherto
seomingly disregarded.

The facts.

(1) The highest national income was about $80,000,000,000 in 1929 (sce table 2).

2) Our national income last year was about $69,000,000,000,

8; National income can be inercased only by stimulated production.

4) Pay rolls increase as natlonal income inoreasecs.

(5) Corporate nct incomes have suffered a severe shrinkago in the last decade,
and have not recovered as national income has increased (see table 2).

(For example, in 1937 the produotion index was 110 as compared with 111
in 1928, but corporate net income was $6,900,000,000 as compared with $10,600,-
000,000 in 1928. 1In 1936 and 1939 corporate net income approximated $6,500,~
000,000 as compared with $9,000,000,000 in 1927, although all 3 years averaged
105106 in industrial production.) :

(6) From this small income base, business cntorprises are cxpeoted to pay
increased costs, heavily increased taxes, and earn sufficient profits to justify the
investment of private funds.

GOVERNMENT EXPERIMENTS

The foregoinlg i3 & very brief summary of some of the important problems con
fronting us. either the summary nor the outlined facts are intended to b~
complote, but they are sufficient to point out the course we are traveling and the
distance we have come.

Assuming that there are no undisclosed principles in the background, your
Government has experimented with two conflioting theorles: (a) Restriction of the
production of income by discouraging private enterprise, private investment, and
private employment, directly and indireotly, in order to promote certain social
objectives and reforms;.and (b) the stimulation of consumer purchasing power
through Government spendlng and subsidies, in order to increase consumer
demand and hence the production of income.

A statement of the two theories should be an adequate refutation of them.
But if my outline of facts is rcasonably accurate, a complete failure of hoth
should be admitted. It is reported that attempts to impose further restrictions
upon the production of income have beon abandoned-—and we can hope that the
report moans permanent abandonment, However, the sponding policy is still
vigorously advocated. Accordingly, some further diseussion scemns nocessary.

THE BPENDING POLICY

The theory of “recovery through publie spending’’ has had a thorough test
in the last decade. The “net contributions to purchasing power” (or deficits
in ordinary language) have been tremendous, and prolonged over & period o
years (see table 8). '

The continued popularity of the spending theory among Government financial
advisers geems to rest primarily on the fact that the 1037-38 ‘‘recession’’ fol-
lowed rather closely upon a reduction of the Federal deficit from $4,900,000,000
in 1936 to $1,400,000, in 1938. This recession, therefore, has been atiributed
toa too‘mpld curtailment of cxpenditures.  Actually, if one oxamines the figures,
it appears that two-thirds ¢f the reduction in the deficit at that time was due
to an increasetn tax receipts, and only one-third to curtailment of oxpenditure.
The logical conclusion would seem to be that a too-rapid rise In the tax burden
rather than a too-rapid drop in expenditures was responsible for the onsuing
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decline. Moreover, the only expenditure substantially reduced from 1936 to
1838 was the soldiers’ bonus, a nonrecurring item—Ileading me to conclude that
wo should avoid inflationary hypodermics, which wear off rapidly and leave
serious after offects, Finally, I think it should be noted that consumer pur-
chases foll off last, and not first, among the economic Indices in the 1937 reces-
sion, Loss of consumer f)urchasiug power was cvidently a result, not the cause,
of docreased business activity.

BUMMARY OF FISCAL FACTS

Briefly, we face today the following financial situation (soe tables 8 and 9):

Ezpenditures and deficits,

El; Gross Federal expenditures for the decade 1931-40 of $71,000,000,000.

2) Lixponditures for the ourrent fiscal year aggregating 59,’300,600,600. and
(assuming that the Congress appropriates no more than the ecurrent Budget
estimates) expenditures for the next fiscal year of $9,100,000,000.

C53) An expenditure of approximatel $1,000,006,006 this year to run the
ordinary departments and ageneies of the Federal Government——an increase of
69 percent since 1934 (sce tablo 10).

gg) An average deficlt for each year of the decade of $3,000,000,000.

5) An estimated deficit for the current fiscal year of $4,060.060,000, and for
the next fiscal year of $3,000,000,000.
it (6) W?dcannot. continue forever to finance deficits—and we ought not to, even

we could,

The Federal debt,

(1) An increase in thoe debt from $16,800,000,000 in 1931 to $43,200,000,0C0
on June 30, 1940,

(2) A debt which in a fow months will exceed the present statutory limit of
$45,000,000,000.

(5) An interest charge on the debt of $1,100,0600,000, increasing annually.

Federal revenues,

(1) We have had nine new tax laws durinf the last 8 years (although the
Revenue Acts of 1938 and 1939 were reversals in part of prior policies).
2; Our present annual yield is below $6,600,000,000.
3) Our existing tax rates aro far above the point of maximum productivity.
4} Wo shall need the maximum possible revenues during the next 10 years,

(5) There is no revenue (;sgstem which will average $10,000,000,000 or $9,~
000,000,000, or $8,000,000,000 annually, during the next 10 years,

Inoreased revenues must be found primarily in increased national income—

new taxes or inoreased rates will be nonproductive,

BUMMARY OF CONCLUSIONB

(1) Private onterprise offers the only possible permanent solution—it should
be glven a chance,

(t) Iftwo are going to stimulate employment, we must stimulate private in-
vestment,

533 If we are going to increase national income, we must stimulate production.

4) If we are going to enlarge consumer purchasing power, we muet first en-
courage groater business activity.

(56) A healthy and enduring recovery cannot be achieved without the combined
forces of private enterprise, private investment, and crrlvaw employment.

(8) The choico lies getwean private enterprise and complete regimentation—
private enterprise cannot succeed half regmented and halt free,

(7) Our fiscal policles must conform to the foregoing conelusioni,

RECOMMENDATIONS

TUpon the basis of these conolusions I submit the following for your consideration:

(ls)oltmsonably permanent revenue aflelem.-wl recommend the adoption of a
reasonably permanent tax system, designed to remain in force over a period of
years, ‘“‘Iimergency’’ levies and annual tinkering with the tax laws should be
avoided. Wa should adopt a stable, equitable revenuo system, imposing reason-
ably certein tax liabilitics, at rates designed to promote business activity and
expansion and thus to produce maximum revenues over a period of 10 years,
The Chamber’s Committee on Federal Finance has published specific and detailed

t
5
.
N
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recommendations to this end. The Treasury and the Congress made substantial
progress toward such a system in the 1938 and 1939 Revenue Acts. Encouraging
gains in business activity followed each of these acts. This work should be con-
tinued and ecompleted.

(2) Congressional control over expenditurecs.—I recommend the adoption of a
direct ahd more effective control by the Congress over the Executive Budget, in
order to keep expenditures within necessary limits. The proposal by Senator
Harrison for a Joint Congressional Budget Committeo is & promising step in this
direction. Separate committees for the House and Senate would, I believe, be
more effective, The Budget Committee for the House might be composed pri-
marily of the ranking members of the Committee on Ways and Means (which
originates revenue measures) and the Committee on Appropriations, with either
the Speaker or the majority leader as chairman. The Budget Committee for the
Senate would be similarly constituted.

These comrrittees should consider from the point of view of fiscal policy the
expenditure pr%gran: of the Government for the ensuing year. Each would review

romptly the I'xecutive Budget, the estimated revenues and expenditures, and
he methods of financing any proposed deficit,

The Budget Committee of the House should then, by conourrent resolution,
recommend the meximum figure for exﬁenditures for the ensuing year, The
House after full debate on this proposal, should vote to fix a “ceilin? ’ on expendi-
tures. The resolution would then go through similar procedure in the Senate.
The Committee on Appropriations should not report out any appropriation bill
until the concurrent resolution is adopted. After its adoption the api)ropriation
bills should he required to conform to the total amount fixed in the resolution.

(3) Statutory debt limit.—Our aggregate expenditures, for a year or two, at least,
will probably exceed our revenues. In such event, whether or not temporary
expedients are resorted to, our statutory debt limit must be inoreased. The
Budget Committee of the House of Representatives, after the adoption of the
concurrent resolution fixing the ceiling upon expenditures, should then report out
& joint resolution granting authority to the Treasury to borrow the speoified
portlon of the s)roposed deficit which is to be financed by borrowing; and no
appropriation bill should be considered until after the enactment of the joint
resolution, Thus, attention of the public will twice be directed to the financial
policies of the Federal Government. A flexiblo and effective control of the
expenditure “‘ceilirg” and of our public debt should result. .

(4) Execulive controls.—The Director of the Budget, with an adequate staff' of
experts, should be given more effective, businosslike controls over all the expendi-
axres of thc% executive agencies, in order to promote efficiency and economy 1n

overnment. :

TasLB 1.—Unemployment
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TABLE 2.— Business indices

Industrlal F
actory pay | Corporate net | Federal income Natlonal
pr{’é‘d‘;";’?" Tolis hdex s |~ Income taxos 4 income
108 104 | $9,673,000,000 | $1, 230,000,000 | $72, 800, 000, 000
168 102 | 8,082,000,000 | 1,131,000,000 | 73,400, 000, 000
111 102 | 10, 018,000,000 [ 1,184,000,000 | 75, 800, 000, 000
119 109 | 11,064,000.000 | 1,103,000,000 | 79, 800, 000, 000
95 8f , 429, (100, 000 712, 000, 73, 600, 000,
81 67 | 13,083,000,090 , 000, 62, 600, 000, 000
46 [ 2, 183,000,000 288,000,000 | 49, 800, 000,
K] 49 1 2,088,000, 000 423,000,000 | 47, 900, 000, 000
79 a3 | 4,275,000, 000 806, 000, 82,400, 000, 000
7L | 6, 165,000,000 736,000,000 ! 85,100, 000,
106 82 ,000 | 1,191,000,000 { 62, , 000,
110 08 | 6,914, 000,000 l‘ 276, 000, €9, 300, 000, 000
‘ > T 17 8700 000,000 | #1,000,000,000 (142000004 600
, 700, , 000, s
:z: ;3: {650 000,000 1100.000,000 049,000, 000, 000
110 98
' 109 08 |.
104 08 |.
L 11 S

1 Federal Roserve Board Index. 1023-25 average=100.

* Bureau of Labor Statistics index. 1923-26 average =100,
Corporatlons reporting noet incomoe only,

Statistics of Income,

)epertmont of Commerce, Natfonal Income Pald Out.

Prelimlnary.

TasLe 3.—New captlal flolations
{Domestic corporate securities only.! Governments, refunding. and all foreign securities excluded)

12-year period through 1930: Years since 1930:
1919 $2, 246, 385, 636 1931

1, 224, 663, 213 .
867, 836, 450 L
369, 249, 537 .

b, 779, 833, 093 Annual averago.. 690, 716, 682

4 250 344, 697
Annual average. 3, 395, 430, 848

§ Excluding investment trusts.

Bouros: C clal and Fi lal O

TABLE 4,—Excess member-bank reserve balances

[End of calendar-year balances)
.............................. —$33, 000, 000
$99, 000, 000 576, 000, 000
............................... 859, 000, 000
14, 000, 000 1, 814, 000, 000
59. 000, 000 2, 844, 000, 000
—44, 000, 000 1, 984, 000, 000
— (6, 000, 1, 212, 000, 000
63, 000, 3, 226, 000, 000
—41, 000, 00V - 5. Oll 000 000
—-73 000, 000 [ 048, 000, 000

986, 000, 000

Source: 1920-37, Annual Report, of Board of Governors of Federal Reserve
System, 1938. 1938-40, Federal Reserve Bulletins, February and May 1940,
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TABLE 5.~—Interest rates, 1929, 1934, and 1939
[Annua) averages; porcont per anaum)

1020 1934 1039
Open-market short-term rates
Prlme oommerolal paper (4 to 6 months) 8,85 1.02 0. 50
8, Troasury bils (new Issuo).. .28 .0z
U. 8. Tronsury notes (3 to 5 years) 2.12 80
High-grade bond ylelds:
U. 8, Troasury. 3 12 2.38
Mun 1....... 4,03 2.7
Corporate (Mcody’s Aas)... 4.00 3.01
Bank |
Comtnerolal loans of city banks
ew York Clty. 3 2,45 2,07
7 other northern 8,82 3.7 2.87
11 southern and wmu.-rn oltios 8.9 4.32 3.51
Loans of country natlonal banks.
Northern and Eastern Mw 8, 5.8 15,2
uthorn and Wostern 8 7.1 8.8 10,2
Lowerxrnde corporato b
6.02 8,18 4.25
Rallroad.. 5.93 6,83 6. 14
Publlo utili 5,78 .49 4,80
Farm loan rates
8hort. and intermodiate-term:
Production credit 8,00 4,50
Banks for cooperatives { e Bl
Commodity Credit Corporation . 4.00 3.00
Mortgages:
Federal land banks }ew] s
Federal Farm Mortgage Corpomtlon . 4.00
Large life insurauce comnpauies 14,65
Urban real estate mortga emta
Home Owners’ Loan horation (homemortgages) 4,80
Insured hy Federal Houe ng Admlnlstration (home mortgages) : : %
T.arge .

1 Avorage y(eld on 3 to 6 month Treasury certifica
1 Figure for 1038, For banks, avallable ata Indlcnle little change in 1930,
¢ Interest rates In effect atend of year.
U Hoarlnu before the Temporary Na;lona! Economio Committee (76th Cong., 3d sess,), m. 10-A, Feb.
12, L verage contract rate on new mortgages after daduotion of any payments out of Interest for com-
mlmlons for noquisluon ol mort ages, for farm mortgnges as reported by 13 companies, and for urban real-
eatate mortgages, by 24

l Figure for 1932. earller ngures not avallable,

* Ma premitm of ¥4 of 1 percent.

Source: Federal Rwervo Bulletin, May 1040, p. 389,

TaeLe 6.~—Actual and estimated expenditures

Nﬂ‘}ggé‘g des | Agrioulturo ! Reltef?

$8068, 000, 000
663, 000, 000 956, 000, 000
880, 000, 000 840, 000 'CnJO

660, 000

, 000, 712, 000, 000
1,140, 000,000 | 1,043,000, 000
],b 9,000,000 1 316,000.
2,736, 000, 000 054, 000, 000 1, 488, 000, 000

11, 271,000,000 | 7,349, 000,000 | 17, 349, 000, 000

! Includes Agricultural Ad) raf Cre Farm Tenant Act, Fed-
eral Farni Mortgago Corporation, Federal tand bnnks, Faun Seourlty delnlsmtlon, Farm Credlt Ad-
ministration, Resettloment Administration, drouf
' tc' nt}:;cludes Works Projescts Administration, Civilian Conservanon Corps, direot rellef, and supplemental

Source: Pm(dunt s Budget Moessages, 1036-41. Natlonal defense, 1041, rovised on basis of emergency
defonso messane of glﬁ, 1940, Reliofand a| rlculwm, 1941, rovised on basls of congroessional appropriationa
and tenmlve nllotm ts by Bureau of tho Budget.
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TasLs 7.—Strikes tn the United States, 1920-39

101

Workers
Btrtkos | y;¢olved

Man-days
idls

Workers | Man-days
Strlkes | uoliea | Hala

3411 | 1,409,084
2,385 [ 1,000,247
2| bogsee
1,553 | '760,884
1,210 | 684,041
1301 | 428416
1038 | 329,802

707 329,030

604 [ 314,210

021 | 288,572

8,351, 540

637 182,976 3,310, 808
810 341,817 0, 803, 244

16,872,128

1 272
1,856 | 1,466,606 19, 501, 049
2,014 1 1,117,213 18, 456, 37

1 Tho number of workers involved in stelkes in 1026 {s known for only a portlon of the total, Howover,
mo m(selng information s for tho smaller disputes and it 18 belleved that the total here given is fairly aoourate.

1 No {nformation availab]

lo.
21939 cstimatos prollminary, subject to revislon,
Bonrce: Burcau of Labor Statistics, Analysls of Strikes in 1938, p. 3.

TaBLB 8.—Federal receipls and expenditures, 198141

Flscal yoar Total recaipts | Totl OXPeRdt: | Grogs doflolts
$3,160,636,632 | $4,001,507,712 | $901, 989,080

2,000,728, 437 2,042, 081, 451

079,606,743 | 4,326, 140, 1) 224 ! 030
S lie o | &5 7.3 , 265, 303,

3,800,467, 202 | 7, 3,782, 006, 360
4,118, 056, 615 n, e A e

, 293, 840, 1050 | 3,252, 635, 710

8, A1, 601, 227 7, Wl. 237, 108 ) 449, 625, 881
8, 667, 823, 626 1| 3600814,

9,736, 008,641 | 4,032 813, 41

71 6,180]700,000 | ©,120,90L,670 | 2976, 231, 870

Totalecevmimenaeinen reaedn s ra sk eses o uasen 47,304,018, 768 | 80, 787, 306, 109 | 9 83, 392, 477, 342

| Estlmatod &Prosident's Budget Message, Jan. 8, 1040,

tmnslerstool -BRE reser ve
# Defloll

corpomlons.

Bource: Annual Report of the Secretary of the Treasury, 1630.
TaBLe 9,—Federal debt, 1981-41

Budget For purposes of comparigon, figures include net
11 be reduced by the return of an estimated $700,000,000 from the surplus funds of Govornment

" Qross Federal Por Qross Fedoral Per
debt caplta debt caplta
$16, 801, 000, 000 $36, 427, 000, 000 $281,82
19, 487, 000,000 37, 167, 000, 000 285, 43
22, 639, 000, 00¢ 808, 84 Py
48,222,000,000 [ 33348 ;
28, 701, 000, 000 ' “,988 000, 000 345,08
33, 845, 000, 000

! Estimated, Prostdent’s Budget M.
3 Assumos that $460,000,000 will b raise

0, Jan. 3,

fn new taxes ‘rior to June 30, 1941,
Souroo: Annual Report of the Beorctary of the Treasury, 1939.

A T A i 3
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TABLE 10.—Ordinary Government expendilures

Percont in-

1034 1939 1040 crease, 1040

over 1034
1. Legislative, Sudicial, exooutive... . ..coceeinnaenans 18.¢ 33.9 85.4 +07

II. Civil dopartments and agenotes:

of Agr 88.4 162.0 187.9 222
Department of C 17.9 19,9 7.3 109
of Intorlor 48.9 136,8 102.8 110
Department of Justice. 3L.6 371 43.9 39
Departmont of Labor.. 10.8 18.8 10.8 1
Department of State... 1.1 16.8 20.7 86
Treasury Department 184.0 180.8 108, 4 -10
All departmonts and 588, 2 018.7 £03.8 0
11 General public worka !.... 4078 506. 1 687.7 38
1V, Intorest on pubic debt.... 756.6 0.5 1,050.0 +30

! Excludes joans and grants to States, munloipalities, and rnllroads, and Publio Works Administration
administrative exponse; includes Tennesseo Valley Authority, publio highways, rlver and harbor work,
flood control, and publio bulldings,

Bouroe: Fresident’s Budget messages, 1830 and 1041,

The CrairMaN, Thank you very much, Mr, Alvord.
Senator Thomas?

STATEMENT OF HON. ELMER THOMAS, UNITED STATES SENATOR
FROM THE STATE OF OKLAHOMA

Senator THoMas. T had not seen this bill until this morning. I do
n;); know whether the amendment that I have in mind would be in
order.

For years we have been producing asphsalt, rock asphalt, in m
State. It has not been heretofore considered in tax legislation.
desire to submit for the record a proposed amendment, placing rock
asphalt and sand asphalt on the seme status as sulfur, and accord
asphalt the same treatment in tax legislation. I will submit the
amendment for the record, and shall submit a statement justifying
the I!)roposed amendment,.

(Proposed amendment and statement in support thereof are as fol-

lows:)

The amendment proposes a change in the text of seotion 114 of the Revenue
Aot of 19386, .

The exact change is as follows:

In the second line of paragraph (2) of subdivision (b) of seotion 114—

First. Change the wording in parenthesis to read as follows: “(other than metal,
coal, sulphur, rock asphalt, or sand asphalt mines).”

Second. In line 4 of paragraph (4) of subsection (b) of section 114, after the
word ‘‘sulphur’ add a comma and insert “rock asphalt and sand asphalt.”

The effect of the amendment, if agreed to, would give mines producing rock
asphalt and sand asphalt the same status in our tax laws as is now accorded
to mines producing sulphur.

I am not advised of the number or location of asphalt producing mines; how-
ever, in my State of Cklahoma we do have deposits producing asphalt whioch is
used for hlghwny and street construction. These asphalt deposits are located
at various depths underground; hence, they have to be discovered the same .
petroleum and when once discovered they have to be mined something after the
Flan by which coal is produced. Like oil, when as asphalt deposit is discovered
t is impnssible to ascertain the amount of such deposits; honco, the hazard in
drilling for asénhalt is comparable to the hazard in drilling for oil.

The present law deals with depletion and fixes the percentage allowable for
deduction, Because of the lack of time I shall not go into this phase of the
matter. I know very few deposits of asphalt; hence, the amount of tax involved
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in this amendment {s very small, but to the persons en%u,ged in the asphalt-pro-
ducing business the depletion allowance is & most important item.

I am asking the committee to consider amonding the exiatinf law by the in-
sertion of the words “rock asphalt and sand asphalt” in section 114, as indicated,
go that this mineral may have the same status in our tax system as sulphur,

The Cramrman, Mr. Carroad?

STATEMENT OF KENNETH CARROAD, ACTING CHAIRMAN ANh
SECRETARY, NATIONAL TAX COMMITTEE, THE NATIONAL
LAWYERS GUILD, NEW YORK OJITY, N. Y,

Mr. Carroap. After hearing the comments of Mr. Alvord, I think
I have a much more cheerful presentation for you.

1 think our guild would recommend more taxes, and we will try to
confine ourselves to tHe merits of some of these additional tax proposals.

I do think the real issue before Congress is not so much whether we
have more revenue and less indebtedness, or more indebtedness and
less revenue, as it is to get the greatest possible amount of revenue
from those who are best able to %a,y it. In other words, the real issue
is not only who pays the tax, but who absorbs this tex, and upon
whom does the burden fall?

We would like to propose three plans,

One is a munitions tax, the other is an abnormal profits tax, and
the third is the elimination of exemptions on Government securities,
both State and Federal,

There isn’t much need to discuss the third proposal, because I am
sure all of you are familiar with it. The new 5-billion-dollar bond
issue ought to be made taxable by Senate amendments. )

But we would like to take up & discussion first of the munitions tax,
and then the abnormal profits tax.

Sfc;m):‘,tor Barxrey, Is it “abnormal” applying to the tax or the
profits

Mr. Carroap., Well, sir, I think under the proposal possibly it will
be applicable to both. L

By “abnormal profits” incidentally, we have in mind the excess
profits over a so-called normel profit, which is sometimes referred to
as a war tax, but since we are not in war yet, and I trust we won’t be,
we have used the expression ‘“abnormal profits” to distinguish it from
the type of tax that might be necessary if this country actually went
1nto war. )

Senator Herring. I should like to ask the witness this: Is this
National Lawyers Guild, the guild that all these reputable lawyers are

resigning from?

I\gxr'l. Cg/mnom. Yes, sir.

Senator HERRING. Is that the one you represent?

Mr. Carroap. Yes,sir, .

I mi%ht say that possibly direotly after my presentetion—
The CramrMAN (interposing). I don’t think that you meant all the
reputable lawyers were restnm from it?

Mr. Carroap. Well, I had better take that back. I think some
reputable lm\?'ers have resigned from it, possibly with good cause, and
possibly not, I don’t know. :

I may state parenthetically that after the work on my tex com-
mittee 1s completed—and I think we have good tax proposals—I
probably will resign as well. [Laughter.] ,

-~
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However, I should liko to make clear that good sound tax proposals
from those of us who are tax lawycrs in the guild have nothing to do
with the social implications and all the othor programs that wo hear
so much about today as coming from the guikr.

The CuammaN, Let’s have your proposals.

Mr. Carroap. Let’s take first the munitions tax. It would seem
to me that tho country could save a great deal of money in its dofense
program by eliminating the oxcess profits on munitions, and a very
simple proposal would be an extension of the Vinson Act and the
Vinson-Trammell Act. In other words, I think we should have a
tax that would take away ell tho profits in execss of 10 or 12 percont
on everything which is denominated munitions or armament or essen-
tial dofonse needs.

I should also like to suggest that the determination of what is an
essential defense need, or what constitutes munitions, should possibly
be made through the President; that is through the Exccutive,
but with tho advice of the present Advisory Doefense Commission,
In other words, if our Advistory Defense Commission fecls thul
uniforms, for example, or bullets, or cannon, are an essential defense
need, thon that type of material would be subject to a 100-percent
tax in excess of 10 percent of the net profit. In other words, this is
nothing more than an cxtension of the Vinson Act or the Vinson-
Trammell Act to all defense needs,

I think we would see from such a proposel, two advantages. One
is, it would be & lot chaper for this Government to arm itself and
arm itself adequately to defend itself. Also, it would be wholly
unfair to the great bulk of this country and the taxpayers in it
if a group such as the munitions makers—and I don’t want to sound
jingoistic—I think we all understand that there are groups of indus-
tries who are concerned with war and war manufacture, that they
should carry an equitable part of our entire tax load, and I should
imagine that under normal circumstances a 10-percent net profit
would be & decent return for those industries.

I should like now to go to the abnormal-profits tax froposnl.

I think all of us appreciate the need for rovenue. 1 have no doubt
that this committee and the House Ways and Means Committee has
been belabored with much talk abou$ putting a tax burden on the
ultimate consumer and having the poor people pay all the taxes while
the rich people are paying very little of the incrensed taxes.

Of course, today with excise taxes being increased under the present
House proposal, there is no doubt that a Freat portion of that tax
burden, no matter who actually pays it, will fall on the ultimate con-
sumer. There is no doubt, too, that such a little tax, like the tax
on _transfer of bonds and stocks will fall wholly on the rich.

However, there is one group which should carry part of this load
and that is those people who are profiting from war activity. 1
should like to make clear that by ‘' war activity” I don’t mean muni-
tions manufacturers. I mean possibly these who indirectly supply
t{lxexlx;] and those who benefit from increased industrial activity, and
the like.

The proposal itself would seem to me to be equitable because
it woul(f help to take additional taxes from those who are best able to
}Jay, in order+to compensato for those industries who have suffered
rom the war activity, -
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Now we have heard from the tobacco trade and from the fruit
peoplo and from the cotton trade, from our exporters, that is, people
who export goods out of this country—All thoso people have suffered.
A great many of my own clients who are importers have suffered from
the war, If you put on only o supertax, you are making those people
pay approximately 10 percent more tax, which is perfectly fair. But
1‘,'ou are making other poople pay only 10 porcent additional tax who
ave gotten a direet or an indirect benefit from all this war activity.

So it is rather hard to sco why those who benefit should not pay this
abnormal-profits tax.

Now the proposal we have in mind would bo comparatively simple
to administer,

In the first place, it was our thought not to have the tax on indi-
viduals or on partnerships, on the glr"ound that the heavy surtaxes
already take care of that problem. There isn’t any point in putting
in moro tax there.

We also thought we would like to exempt corporations whose net
incomo is less than $25,000, possibly $20,000. That would eliminate
hundreds of thousands of corporations who have such little income
that it would hardly be worth the expense of collection and auditing
those returns, I say that partially from my own experienco in the
Bureau several years ago, and from my work representing private
clients today. Sometimes the expense of collection isn’t worth the
revenue that you get.

We also had in mind that in order to try to satisfy conflicting
theories we would use & combination of the average annual earnings
theory that you gentlemen probably have heard so much about, and
the invested capital theory. In other words, in the last World War
we had a tax that was gencrally based on invested capital, and that
tax was limited to various percentages of the return which you got.

It was our thought that this tax would have as & minimum, a
6-percent return on invested capital, and as a maximum, a 9-percent
return on invested capital, so that if you got more than 9 percent of
invested capital back as & net income, you would have to pay this
abnormal-s)roﬁts tax in addition to your corporate normal tax.

Now I should like to explain where the 8 percent comes in, because
there I think is the nub of the whole problem.

It would seem that tax should include a base for average annual
earnings. For example, if we took the years 1935 through 1938, you
would have 4 yoars which are both good and bad for most industries
in general. As I understand it, 1935 wasn’t a very good year; 1936
-and 1937 were pretty good ycars; 1938 was a good year and a bad
year, depending upon certain inventory problems for many industries,
such as the cotton industry and other types of industries that are
affocted by the fall in commaodity prices, or were affected by the fall of
commodity prices in 1937, which took cffect in 1938—well, getting
back to those 4 years as a base, if you would average out those profits,
that average annual eernings would become the base for your tax.

So if, over 4 1yeu.ms’ time, you had a net average income of $2,000,000,
then that would become your base. -

Now if your average annual earnings of $2,000,000 was in excess of
9 percent of your invested capital, then you would be limited to 9
percent, But if it were move than 6 percent, you would be allowed
to use the averago annual carning; at the same time no corporation
would have to use less than 6 percent.

-



106 REVENUE ACT OF 1040

I should like to make one qualification of that. I think we all
know, too, that thore are certain industries which are particularly
affected by an overcapitalization problom, such as the stecls, the
railroads, and tho utilities. While it isn’t the place here in 15 minutes
to take up all of theso complex problems to which some of the lawyers
in the committee have given 9 months—we have been sitting on this
thing now for 9 months—I do feel that that could be handled as a
matter of detail at some future time,

But in essence the proposal is, I think, rather simple.

I would also suggest that the ratos of tax be graduated; in other
words, in effect it would be & tying up of surtaxes to the incresse in
income over the normal tax, There is no need for elaboration on
that point,

I should like to add one more point, Many of the members of the
committee were much worried about the problem of those corpora-
tions where capital is not a material income-producing factor. Of
course, it is perfectly plain that if you have & selling agency, a selling
corporation, or a corporation that sells only services, such as a man-
egement corporation, they have no invested capital. Consequently
this problem as to a minimum of 6 percent and & maximum of 9
percent on invested capitel must necessarily be limited to those
corporations where capital is a material income-producing factor.

should also like to cover a great weakness which possibly might
bocome a loophole, and that is the question of corporations who are
newly formed; for example, if you have a low capital structure and
you think you may make a ot of money, you might start a brand new
corporation. It was our thought that the law would provido that
the maximum return on capital would be 6 percent for a new corpora-
tion. That would close the loophole of trying to take an old group
of corporations and permit them to use a new corporate entity as an
escape from the tax.

I should also like to refor very briefly to special problems which
only need mention here. Of course a great many corporations have
gone through 77B, through the wringer, through bankruptcy, through
technical reorganization, and as a result, for net income-tax purposes,
for ordinary tax f)urposes, their invested capital may be rar below,
its true net worth, or the true appraised value of the corporation.
It was our suggestion, to overcome those problems by the establish-
ment of a “relief and hardship” committee; in other words, to include
a gection in the law for “reliof and hardship’”’ cases, and to have an
independent committee, named by the President, probably including
tax men and other people who are competent in industrial matters;
to determine these cases. It was the consensus of opinion among our
own committee that it would probably be unfortunate to let the
Treasury Department pick the entire “relief and hardship” committee.
My own experience, for example, with the United States Processing
Tax Board of Review, with the Unjust Enrichment Tax section, the
Processing Tax Refund Division and other divisions of that type—
seemed to indicate that the Treasury doesn’t construe relief and
herdship in the broad, equitable sense, but in rather a narrow, technical
sense,

I don’t believe that it would be sound to permit such interpretations
_to creep into an abnormal or a war-profits tax, because those technical
definitions for tax purposes or for ordinary common-law purposes,
have no place in a system which is intended as a temporary tax, and
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which is intended to be an equitable tax; in other words, this isn’t
going to be a permanent tax mensure, and I think it ought to be
administered not so much leniontly as equitably.

There will be a great many problems that come up, and I should
immagine that that relief and hardship committeo shouﬁi be absolutely
independent in its own judgment.

I should like to cover a few more points, and then I am done.

I think all of you know, too, another problem comes ap over the
oxclusion of capital losses ~ We have today what some of us consider
a very liberal cuﬁpiml-gains-and-loss provision; in other words, you are
permitted to offset your capital losses against current income. It
would seem to me that the capital losses should not be considered in
determining your abnormal-profits income, because it would be too
ready o loophole to sell out obsolete plants and other capital assets
at losses in order to reduce your income temporarily for a few years’
time,

Likewise, the definition of “invested capital” may be a_difficult
administrative problem. We also have to consider the special treat-
ment of depreciation where the rate of production has been accelerated.
Many plants have changed from a one-shift system to a three-shift
system.

It is also expedient to consider the right to file “consolidated returns”
for the specia Furposes of the abnormal-profits tax and yet to deny
such privilege tor normal corporate tax purposes. The abolition or
revision of our capital-stock tax and affiliated excess-profits tax might
also be necessary, in view of the abnormal-profits tax proposed.

Senator BaiLEy. This gentleman secmns to be a_ very excellent

ontleman, and well informed, but we have a definite bill here, and he
18 talking about general tex theory. Would it not be well for you to
appear before us next January when we get ready to write the bill,
rgt er then to discuss tax theory now? We have no time to go into
that.

Mr, Carroap. That is perfectly true.

The question comes up about one point on which I do agree with
Mr. Alvord and Secretary Morgenthau. After all, the bill next vear
is going to create a question of uncertainty for an entire year's time. I
don’t really believe that it is fair to impose upon corporate taxpayers
and other taxpayers such uncertainty for an entire year’s time. ' It
would seem to me that if Congroess is going to sit for the rest of the'
summer, that these proposals should be taken up now. In other
words, we are suggosting that if you must have a supertax, if you must
have excise taxes, 1f you must have these taxes imposed upon the great
bulk of the peopie, then it is only fair to put this munitions tax upon
those who make munitions and essential defense needs, and also an
abnormal or & war-profits tax upon those corporations who are benefit-
ing from the war. .

agree with you fully, if the bill were passed next year, that no
great harm would be d‘{me with respect to abnormal profits. But
certainly with respect to munitions it would scem to me to be a disaster
if our Congress did not pass a munitions tax, extended in the same
fashion that the Vinson Act and the Vinson-Trammel Act is phrased
today. We are ordering our materials now, we can’t wait until Janu-
ary to pass such a law 1n an attempt to recapture those texes, First
of all, you may lose a great deal of the revenue, and, secondly, it is
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going to be hard to levy a confiscatory tax—because it is only a 100-
percent tax—8 or 10 or 12 months later.

The abolition or revision of our capital-stock tax and affilinted
excess-profits tax might also bo necessary in view of the abnormal-
profits tax proposed.

I agree with some of the members of the committee who stated that
the public seems to be willing to take up tax matters now. It would
be advisable to take up these matters at this time, although I should
also suggest that it may not sit well with the bullc of the people to
enact taxes which are a burden upon the bulk of the people, the excise
taxes, gasoline, tobacco, all the other taxes—I don’t have to enumerate
them—and then to have only a promise from the committee—and I
trust the promise, it isn’t a question of the validity of the promise—
but to have a promise from this committee and a promise from the
House Ways and Means Committes, that next year thoy will try to
rectify this gap or loophole by hitting those people who are profiting
from the war.

" It would seem to us that as much revenue as cen be obtained from
these new taxes, supertaxes, munitions taxes, our abnormal-profits
tax, and the like, should not be limited to defense needs, In other
words, if this war situation in Europe were to end suddenly, frankly,
I am in complete disagreement with Mr. Alvord who spoke here & few
minutes ago, It seems to me that such taxes could equitably be used
for the social needs of the country without regard to whether they are
expended for defense funds,

owever, I do think they ought first to be earmarked for defense
funds and the surplus thereafter to be used for the general welfare of
the country.

Thank you very much.

The Cuatrman, If you desire to send a brief down it will be given
proper consideration, in connection with this whole subject.

Mr. Carroan. Thank you very much, I may do that.

Tho Cramsman. The next witness is Mr. Seidman, of the New York
Board of Trade.

STATEMENT OF M. L. SEIDMAN, CHAIRMAN, FEDERAL TAX
COMMITTEE OF THE NEW YORK BOARD OF TRADE, NEW YORK
CITY ’

Mr. SeipmaN, The New York Board of Trade is in full accord
with the purposes of this bill. Wae believe that our first line of defonse
is o sound economy. For that reason, this bill is commendable in a
number of important respects,

To begin with, it recognizes a principle we have frequently stressed
before this honorable body, namely, that to make our income taxes
produce much greater revenue than at present, we must do so through
a broadening of the tax base. The bill also gives evidence of a recog-
nition that our top income-tax brackets have reached the point of
diminishing returns; hence cannot be incressed in the same proportion
as on income in the lower brackets. :

Finally, this bill recognizes, at least to a partial extent, that expen-
ditures of & nature so extraordinary as those with which we are now
confronted, hdving been made from borrowed money, must be specifi-
cally tied in with a self-liquidating debt arrangement, so that the
taxes paying for them will stop automatically when the debt is paid.
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These are all principles for which business has been contending
as necessary in any sound tax economy. To the extent that they are
recognized in this bill, therefore, we think you are definitely headed
in the right direction. It does secem to us, however, that this bill
should extend each of these principles much beyond what is now
proposed, with beneficial effect upon our economy and upon the
results for which this bill is intended.

Take the matter of broadening the income-tax base. The aim
should be to bring in as many new taxpayers as possible and to increase
the revenue from that large number of persons who, while filing tax
returns in the past, have had to pay little or next to nothing in tax.

Nearly all of us pay indirect Federal taxes, even if none is paid
directly. This same bill that is now before you increases substantiaily
many of these indirect taxes. They are, to a large extent, hidden
taxes paid by the great mass of people in their cost of living, without.
knowing thut they are in fact paying taxes.

We have on numerous past occasions stressed before you the
desirability of climinating these hidden texes in the interest of a
sound national economy. We believe that the emphasis placed on
hidden taxes in recent years has been an important element in the
skyrocketing of our nationel debt.

know that direct taxes are said to be politically unpalatable,
particularly in an elcetion year. But it is the exception that proves
the rule. I am convinced that the present state of mind of our pcople
is such that they are anxious to do their direct part in meeting our
national emergency. Here, therefore, is a rare opportunity to do
what most of us agree cannot much longer be postponed—a real
broadening of the income tax base.

The CuairMaN. How much further would you go then what is
proposed in this House bill?

Mr. Seipman. I cover that in my memorandum,

The Cuairman, All right,

Mzr, SeipmaN, Considered from that point of view, this bill does not
scrateh tho surface of the possibilities, Exemptions should be
matcrially lowered, the normal tax should be increased, and the surtax
increaso should start much below the $6,000 point now proposed.

Senator ConnaLLy. How much ought it to be lowered?

Mr, Seipman. I would take the $800 exemption to the single indi-
vidual as the basis for the exemption.

Senator Connarry. That is what we have taken,

Mr, Seroman. Now a married man who has a wife should be given
credit for a dependent—$400, the same as any other dependent.
So that a married person with two children would get a $2,000 exemp-
tion. A married person with no children would have a $1,200
exemption. .

That is where the real national income lics and there also lies
the basis for a sound national tax economy. As an offset to these tax
increases, the lidden taxes should not be further increased at this
time, and should ultimately be largely eliminated. That is one end
of the problem. : :

On the other end of the income tax scale, we know that tax rates
go up as high as 79 percent, To this most States add a State income
tax, sometimes reaching as high as an additional 15 percent.

Senator GroragE. I think we only caught but one taxpayer in the
79 percent bracket, didn’t we?

241705—40——8
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Mr. SeipMax. T can readily understand why vou can’t catch them,
you have got the door of tax exemption wide open, tax-exempt
securities.

Senator ConNaLLy. There was testimony before our committee
some 2 or 3 vears ago that there was only 2} percent of the tax-
exempts in the hands of people who paid those higher bracket taxes.

Mr. SEipman. That may be so, that was some vears ago. There is
more inducement these days to go into tax-exempts,

Senator King. Isn't that in part due to the low rate of interest
paid by the banks and because of the lack of invitation or lack of
encouragement to go into new business or expand the existing
business?

Mr. Seipman. Undoubtedly so, those are all elements.

As a result, income beyond a certain point has in the past been
almost completelv coufiscated, and under the proposed increases will
be more completely confiscated.

Now, I'll grant you this is not the time to quarrel about con-
fiscation of income, and 1 don’t believe anyone subject to these tax
rates will be heard to complain, expecially if they can escape through
the open door of the tax-exempt security. I only want to point out
that we have found, by past experience, that such a tax arrangement
unfortunately stalls our entire economy. There is certainly a point
in the t,axingi of income beyond which free enterprise and the profit
sKstem simply will not function. If, therefore, we are going to see
through this national-defense program under our free-enterprise sys-
tem, we must find exactly where that point is and stop progressive
tax rates right there. 1t is our conviction that that point has long
been passed in our income-tax rate structure.

We accordingly suggest that you limit the proposed increases to
such cases where, under the present law, income is not already taxed,
say, 50 percent. This, it seems to us, should be done in the Govern-
ment’s self-interest, if for no other reason, since greater revenue is
bound to be the ultimate recult.

As to earmarking revenues under this bill, we note that while the
bill is intended to raise about a billion dollars, only 650 millions of it
is to be applied to debt liquidation. The remaining 350 millions
would, therefore, go into the general fund and be available for ordinary
Government expenditure purposes.

We are firmly convineced that additional taxes at this time can only
be justified by national defense needs and that, therefore, every single
dollar of additional taxes raised under this bill should be earmarked
for that purpose.

Senator CoNnNaLLy. Before this emergency arose, weren't you all
advocating balancing the Budget mighty strong?

Mr. SEipMaN. We believe the Budget ought to be balanced without
additional taxes.

Senator CoNnnaLLY. How are you going to do that? You ought to
run for Congress, that is where you belong, over in the House.

Mr. Seioman. Well, it would be nothing to look forward to this
summer, I think you are going to have a hot time of it.

Senator ConnNaLLy. Talking about balancing the Budget without
raising any taxes when we have a $45,000,000,000 debt—of course we
are going tohave to balance the Budget sometime, and I have under-
stood that the chamber of commerce that you represent, and have been
for years here representing, has always hollered about balancing the
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Budget. Now you say that except for defense there is not another
dollar of tax justified.

I think we have got to raise taxes « hether we have got an emergency
or not. I think we have got to raise taxes whether we prepare to
defend ourselves or not. You don’t think so?

Mr, Seipman. I believe, Senator Connally, that if the Government
showed a determination to reduce expenditures, the people of this
country would be only too happy to bear a hoavier burden of taxation,
but there is no use, the more you raise taxes, you spend just twice
as much.

Senator ConnarLy. Oh, no,

Senator Barkrey. Won’t you come back here in January and give
us an idea of what expenses we can reduce? We will give you an
opportunity then.

onator ConnaLLy, We will cut out those underpasses in New York,
under the Hudson River, that we financed, and cut out a lot of the
W. P, A. for New York City, that gots more capita than any State in
the Union. Cut that all out and that will help. But you are not
going to be down here advocating anything like that, of course,

Mr. SeipmaN. I can only say that 7 or 8 years ago our national
expenditures were about one-third of what they are today, and we still
got along pretty well, and there does seem that there ought to be some
way of preventing these Federal expenditures from s yrocketing.

nder this tax bill, all of us will have to tighten our belts.
believe, therefore, that business is justified in asking that the eivil
degm't.ments of our Government should do likewisc.

ome of this vast increase is admittedly due to expenditures brought
on by the depression. But, we are about to s en({) billions of dollars
on a defense program, perhaps several times the 5 billions now con-
templated. While such cxpenditures are a mighty poor basis for a
business boom, they at least ought to have the effect of alleviating
our unemployment problem and to that extent make unnecessary
some of the present huge expenditures in that direction. We ought
to be able to find a formula or & method whereby furthier increaso in
our taxes and in our debt should be deﬁnitel%l]inked up with a decrease
in our nondefense Federal expenditures. hatover that formula is,
this bill should provide for it. In that way, perhaps, we may hope
to approach finencial sanity at some future time.

Admittedly, we have before us & mrakeshift, hurriedly drawn tax
measure and no time may be available for refinements if Congross is
to adjourn shortly. Yet, there is nothing in any of the proposals that
I have here made which cannot be quickly written into this tax bill,

I cannot help but fecl, however, that this bill falls woefully short of
our present needs. I question the wisdom of postponing to the next
Congress a complete rovision of our revenue structure. That is a
job, as you know, which has been shifted from Congress to Congress,
Always it is admitted that this job needs to be done, but always it is
too late to do it in the session about to close. It would appear that
the Treasury has already made an_amplo studr of the subject and
that it is ready and willing to see this matter through if Congress is
willing to do so. If this job could be done now, much would be
gained and business would krow where it is at.

Industry can try to adjust itself to oppressive taxation, but it has
found it impossible to adjust itself to uncertaintics. We all know that

-
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in spite of the 5-year plan which this tax bill ostensibly embodies,
important changes will soon again have to be made. Everyone who
is for this bill admits that it is a temporary stopgap and a make-
shift. What the coming changes will be, nobody can say. In addi-
tion, business has been put on notice that the next Congress will be
asked to enact an excess-profits tax to be imposed retroactively on
1940 transactions. . .

Senator BaiLey, Mr. Chairman, has this gentleman’s time expired?

The CuairmMaN. He is about through. )

Senator BarLey, I wanted to move that he file his paper.

Senator Kine. I am very much interested in his suggestions, many
of them are very wise, and I sympathize with them.

The CramrMaN, Proceed. . ) .

Mr. SeroMan. How can business adjust itsel{ and function under
such uncertainty? Is not this bound to slow up our defense program?
Would it not therefore be wiser for Congress to give its immediate
attention to a more permanent revision of our tax structure? .

. Perhaps you gentlemen know best. If you should conclude that
it is not feasible or practical at this time to go-beyond the presently

roposed changes, then I would like to say to you gentlemer. that at
east this bill should carry a provision for an interim study and an
assurcd, comprehensive tax revision by the next Congress.

This, we suggest, should take the form of the creation of a represen-
tative commission charged with the duty of a careful study of this
entire subject, including the coordination of Government revenues
with Government expenditures. In this regard, I direct your atten-
tion to Joint Resolution 483 introduced by Congressman Celler on
March 5, 1940, which calls for the establishment of a tax commission
for the broad purposes we have in mind. This bill has the approval
of the New York Board of Trade, the American Institute of Account-
ants, and other business and professional bodies. I am here submit-
ting a copy of it and respectfully request that it be made part of this
record. :

(The joint resolution referred to is as follows:)

{H. J. Ros. 483, 76th Cong., 3d sess.)
JOINT RESOLUTION Establishing & Federal Tax Commlssion, and for other purpeses

Resolved by the Senate and House of Regresentatives of the United Stales of
émen’ca in é’ongress assembled, That it is hereby declared to be the policy of

-ongress—

(1) To establish a stable, more permanent Federal tax structure, so as to avoid
frequent changes in tax laws and minimize the adverse effect of changes in tax
laws on individual initiative, investment, and employment;

(2) To raise the necessary revenue for the su{)port of the Government in the
most_equitable manner, giving due regard to the principle of ability to pay,
Lenefit derived, the welfare of the Nation and its citizens, and the undesirabitity
of hidden or indirect taxes;

{3) To simplify the Federal tax system, including the forms of taxation, the
statement of the law, and the mcthods of administration:

(4) To alleviate hardships and inequities in the application and administration
of the internal-revenue laws;

(5) To coordinate the Federal tax system with those of the State and lecal
governments to the end that double taxation may be minimized and overlapping
or needless cost of administration reduced;

EG) To equalize taxation and prevent tax evasion and avoidance; and

7) To make such other changes as will improve the Federal internal-revenue

system,
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8Ec. 2. There is hereby established a Federal Tax Commission (hereinafter
referred to as the ‘‘Commission’’), to be composed of ciglht members, as follows:

(1) One member who is an officer or employee of the Treasury Department to
be chosen by the Secrctary of the Treasury;

(2) Seven members (none of whom holds any office in the Government of the
United States or is engaged in the activities of any {mlitical varty) to be chosen
by the President, b{ and with the advice and consent of the Senate, one of whom
shall be representative of agriculture, one of lahor, one of individual taxpayers
and consuners, one of industry and finance, one of lawyers, one of certified publie
accountants, and one of economists,

SEc. 3. It shall be tho duty of the Commission—

(1) To make such investigations as it inay decm necessary or advisable in order
to carry out the purposes of this joint resolution;

To publish from time to time, for public cxamination and analysis, as it
deems desirable and appropriate, proposed measures for carrying out tho poliey
of Congress herein expressed; and

(3) To report to the Congress from timo to time, and in any event not later
than January 3, 1943, tho results of its investigations, together with such recom-
mendations as it may have to make.

Sec. 4. (a) The Commission shall ineet and organize as soon as practicable after
at lcast & majority of the members have been chosen, and shall elect a chairman
and a vice chairman from among its members, and shal! 7o power to appoint
and fix the compensation of a secretary and such experts anw clerical, stenographic
and other assistants as it deems advisable. A vacancy in the Commission shall
not affect the power of the remaining members to cxecute the functions of the
Commission, and shall be filled in tho same manner as the original selection.

{b) The éommission is authorized to hold hearings and to sit and act at such
places and times, to rooiuirc by subpena or otherwise the attendance of such wit-
nesges and the production of such books, papers, and documents, to administer
such oaths, to take such testixony, to have such printing and binding done, and
to make such expenditures, as it deems advisable. The cost of stenographic serv-
ices in reporting such heurings shall not be in excoss of 25 cents per hundred words.
S}l‘xb‘penas for witnesses shall be issued under the signature of the chairman or vice
chairman,

(¢) The Commission is authorized to utilize the services, information, facilities,
and personnel of the departments and agencies in the executive branch of the
Government, of the Joint Congressional Committee on Internal Revenue Taxa-
tion, and of the office of the Legislative Counsel,

(d') The Commission shall have the same right to obtain data and to inspect
returns as the Committee on Ways and Means of the House of Representatives
or the Committee on Finance of the Senate, and to submit any relevant or useful
information thus obtained to the Congress.

{6) The membors of the Commission shall serve without compensation for such
service, but they shall be reimbursed for travel, subsistence, and other necossary
exipeinaes incurred by them in the performance of the duties vested in tho Com-
1migsion,

(f) There is hereby authorized to be appropriated so much as may be necessary
to carry out the purposes of this joint resolution. Amounts appropriated tor the
oxponaes of tho Commission shall be disbursed by the Division of Disbursement,
Treasury Department, upon vouchers approvod by the ehairman or vice chairman,

(&) All authority conferred by this joint resolution shall terminate on the
expiration of three years from the cvnactment of this joint resolution,

Senator CoNNALLY. Your board drew that bill, didn’t it?
Mr. SemomaN. No, sir,
Senator CoNNALLY. And gave it to My. Celler to introduce?
Mr. SeipmaN. No, sir; our board had nothing to do with the
drawing of the bill. We are responsible for some of the recommenda-
_tions in the bill.
Scnator ConnaALLY. I don’t mean that you wrote it out on the
typewriter, but I mean that you drafted the provisions of it, that is all.
g‘he Cuairman. All right; thank you, Mr. Seidman.
There are two Congressmen who wanted to appear briefly, as I
understand. .
We will first hear from Congressman Cooley, of North Carolina.
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STATEMENT OF HON. HAROLD D. COOLEY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NORTH CAROLINA

Mr. Coorey. Mr. Chairman, members of the committes, I shall
neither. burden the record nor bore this committee with & detailed
discussion of tho plight of our American tobacco farmers. I am,
however, happy to have this o;{)portunity to appeal to this committee
as to a rourt of last resort, in behalf of those who live and labor an
earn their livelihoods upon the tobacco farms of the Nation,

Many great crimes may be committed in the name of national
defense, but thero is certainly nothing in the present cmergency which
justifies the offense which is about to be committed against our to-

acco farmers. The tobacco farmers of our Nation were the very first
to be sacrificed upon the altars of world peace. They were the first
to feel the ill effects of the present war in Europe. en war broke
out in Euvope last fall the British buyers withdrew from our markets
and as a result of their withdrawal our markets were closed and all
business in the tobacco-growing areas was paralyzed and at o stand-
still. Until last year approximately 60 percent of our flue-cured
tobacco crop was annually exported. As a result of the war we have
lost our foreign trade, and our tobacco farmers are now on relief,
But for the relief which was given to us last fall by the Federal Gov-
ernment, we would have faced bankruptey and distress. When the
British imyers withdrew from the markets and our markets were
closed, intimidated, and coerced by a cruel situation and by circum-
stances over which they had no control, our fermers agreed to reduce
the production of flue-cured tobacco from nearly 1,200,000,000, which
was grown in 1939, to 600,000,000, which they will produce in 1940—
a sacrifice of 50 percent of their production.

Upon the farmers agreeing to curtail production, the Commodity
Credit Corporation made an arrangement with the British companies
under which the British buyers returned to the market and purchased
their normal requirements, The British companies purchased and the
Commodity Credit Corporation paid for approximately $40,000,000
worth of tobacco. The British companies now have an option upon
the 175,000,000 pounds of tobacco which was purchased under the
business agreement, but apparently they will not exercise the option.
This tobacco is still hanging over our market. We now have a
250,000,000-pound surplus of flue-cured tobacco; we have cut our crop
by 50 percent; a British embargo has been imposed upon American
tobacco; we have lost our foreign market, and the future is dismal and
distressing.

We have nothing left but our domestic market, and now in the name
of national defense we are told that even the domestic market must be
further impaired and burdened by en additional tax, which is unjust,
unfair, unreasonable, unwarranted, and intolerable,

No man can truthfully say that the entire burden of this tax is
borne by the consumer, and I shall not be foolish enough to suggest
that its entire burden is borne by the farmer, but I do know, and this
committee and this Congress knows, that an additional tax will not
increase consumption but, on the other hand, is calculated to decrease
consumption and restrict our marketing of tobacco. If you would lift
the entire tobacco tax no American tobacco farmer would ever again
extend his hand and ask for charity and relief at the hands of his
Government. Every right-thinking man will agree that if the tax
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burden is lifted consumption will increase and prosperity will return
to the tobacco farms of the Nation.
. This in itself is convincing and conclusive evidence that the burden
iy largely borne bf{ the farmers. . On the other hand, if you double
the tax, any intelligent person knows that consumption will be de-
creased and by the same token the additional tax proposed in the pend-
n;)g bill will be reflected in the price received by the farmer when he
offers his crop for sale on the warehouse floor.
.. Oh, yes, I know we are told that tobacco is an evil luxury, but even
if it is & luxury, why not tax the 10,000 other luxuries usud and enjoyed
l'iy our people before dealing the death blow to our tobacco farmers,
obacco may be a luxury to the consumer but it is a necessity to those
whose livelihoods depend upon its production,

I appreciate the fact that “The power to tax is the power to destroy”
?nd that is just about what this tobaceco tax is doing to the tobacco

armers,

How in the name of high heaven can it be justified. About the only
excuse thut can be given 1s that it is the easy and the lazy way to raise
revenue. Just let me give you these figures: The American consumer
})nys $1,750,000,000 annually for tobacco; the Government collected

ast year in excess of $580,000,000 in tax; the tobacco farmers received

a gross income of only $175,000,000 with which to pay for the cultivat-
ing and housing of the crop and for a thousand and one other things
which they have to buy. No wonder there is a “Tobacco Roacf”
on every tobacco farm in the Nation. ' '

Now 18 the time to do something about the tragic treatment of those
who till and toil on our tobacco farms.

What & ridiculous picture all of this presents. One agency of the
Government putting up millions to save our people from bankruptcy
and despair, and here in this bill is a proposition which contemplates
putting en additional burden of $87,000,000 upon the backs and brows
of the self-same people. Sixteen cents per pound additional tax
upon a commodity which sold on the market last year for 15 cents
per pound. 'The 16 cents per pound additional is to be added to the
$1 per pound which is now being collected, making a total of $1.18

er pound on a commodity which sells at public auction to the highest
idder for only 15 cents per pound.

Senator KiNa, The Government would lose that—would it not?—
because it would malke those who owe it less able to meet their obliga-
tions, so indirectly the Government would have to pay it.

Mr. Coorey. I think you are entirely correct——

The CrarMAN (interposing). We don’t want to cut you off,
Congressman, but we have given more time, in these short héarings, to
the tobacco interests, and the various questions presented by it,
than anyone else. We have got some gentlemen here who are from
a distence, and we are going to close these hearings this morning.
So I hope you will be brief.

Mr. Coorny. I will be brief, and in half a minute will finish.

The tobacco farmers of North Carolina and the others for whom I
speak are patriotic, loyal American citizens, and they are perfectly
willing to bear their fair share of the tax burden of the Nation. In
defense of this Republic and its ancient institutions they will offer
themselves and their sons and farms and their future fortunes, but
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they should not be expeoted to bear in silence this unfeir burden
which is about to be imposed upon them,

1 urge this conmumittoe in their behalf and in the name of justico to
lift this burden from their bucks and to look clsewhere for the neoded

revenue,

Sonator Kine, Did you make an appoal to the Ways and Means
Committoee of the House?

Mr. Coorry. Wo made an carnest appenl.

Senator Kinag, They twrned you down?

Mr. Coonry. Yes; and we wont thon before the Rules Committoe
oand asked for an open rule which would permit thie House to oxpress
its own views with regard to this tax, and we camo out with n “ga
rule” which would not permit us to offer any amendment to the bill,
© Sonntor King, Thooretically, the House is supposed to be more re-
sponsive to the demands of the people than the Senate, but you have
coimne down to the Sonato?

Mr. Coorky. Yes; aund we hope you will relieve us,

I would like permission to file for the record & statement by Con-
grossman Buroh, of Virginia, which he prepared.

The Cuamrman. It may be inserted in the record.

(The stutement is as follows:)

StateMENT oF Hon, T. G, Bukrcs, RepREsENTATIVE IN CoNorREss From ~HE
Firru ConaressioNal Districr or ViraINiA, BErore TR Finance Com-
MITTEE OF THB UNITED STATES SENATE ON JUNE 14, 1040 '

Mr. Chairman, mombers of the committes; I fully realizo the necessity of rais-
ing additional revonue to provide for the expenscs of national proparednoess and
defense, Nevertheless, my intimate knowledge of the sad plight of the tobaceo
growers impels me to oppose the section of the pending bill which provides for an
inorease in the tax on cigarcttes and tobacco products.

The present heavy exoiso taxes on manufastured tobaceo and tobacco produots
tend to burden and depress the industry and have an ili effect on that large por-
tion of our population engaged in the produoction of tobacco. In the flue-cured
area alone—a portion of which I have the honor to represent—more than 300,000
farm families are dependent upon the proceeds of their tobacco crops for a lving.
The crop produced in the year 1939 netted the growers not quite 18 cents per
pound. Thais bill will lavy an additional tax of 163 cents per pound—a figure in
excess of the price the farmer received for his product in 1939. )

Tobacco has been heavily taxed for many years and is the only agricultural
commodity—with the exception of oleomargarine——upon which an exclse tax is
levied. Tobacco taxes have poured billions of dollars into the Federal Treasury.
In the fiscal year ended June 30, 1939, the revenue from this source amounted to-
$580,159,206—twice the sum paid to the farmers who labored to produce the
crop. In the depression years from 1929 to 1933 the revenue derived from
;ﬁ%cggo eg&}; year was approximately, $400,000,000. In 1930 it was as high as

» Ll . '

A subcommittee of the House Ways and Means Committee conducted extensive
hearings in the year 1934 on the subject to tobacco taxes. There was complote
accord among all witnesses—growers, consumers, and manufacturers-~that the
taxes on tobaeco are outrageously high. :

The tax on cigarettes prior to the World War was $1.25 per thousand cigarettes,
which, translated to a pack of 20, meant 2% cents per pack. The tax was in-
oreased twice during the World War. On Qotober 17, 1917, it was inoreased to
$1.65 per thousand, or about 3% cents per pack, On November 2, 1917, the tax
was further increased to $2.08 per thousand, which was a little more than 4 cents

r paok. This was the maximum war rate, and was in effeot until February

, 1019, after the ratification of the eighteenth amendment, when it was in-
creased to $3 per thousand, or 6 cents per paok?e of 20 oigareties. The ratifica-
tion of the eightcenth amendment was declared on January 29, 1919, The tax
rate has remaimed unchanged from that date to this,

The pre-war tax on chewing and smoking tobacco was 8 cents per pound. On
Ootober 4, 1917, it was increased to 10% cents per pound and to 18 cents per
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?ound on November 2, 1917. On February 25, 1919, the rate was inoreased to
8 oonts per pound—~the present rate,

An inorecase .. the tax on tobacco will most aasuwjlly result in greatly decreased
consumption which will more than offset the additional revenue this measure
seeks to provide from this partioular sourde,

The tobaocco that {8 used in the manufacture of cigarettos is of the flue-cured and
burley types, Such types comprise the great bulk of production. The proposed
increase in tax on olgarettes will be reflected In the growers’ prices and his meager
income will be further diminished, If not absorbed by the oigarette manufac~
turers in reduced prices to the grower for his produet, It will be passed on to the
consumors and result in greatly eurtailed consumption.

The future of the tobacco farmer is uncertain, Qur export trade in tobacco iy
seriously crippled by the intornational situation. Forelgn markets are practically
olosed to us because of the wars In Europe and Asia, England has declared &
virtual embargo on shipments of American tohacco and ls importing tobacco from
her colonles and from Turkey and Greece, Prior to the present conflicts abroad
wo have enjoyed a healthy export trade in tobacco, but unfortunately that trade is
lost to us and it ls extremely doubtful that it will be regained for a long time,

Our types of tobacco are heing cultivated to a greater extent each year from seed
exported from tho Uunited States. We should avoid any ste{) that will result in
decreased domestic consumption of tobaceo at this time when the tohacco farmers’
outlook is go dismal.

I most earnostly urge this committee to eliminate the proposed increase in the
rate of tax on tobacco and tobacco products,

The Cuamrman, Thank you, Mr. Cooley.
We will now hear from Iiepresentatwe Virgil Chapman, from
Kentucky.

STATEMENT OF HON. VIRGIL OHAPMAN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF KENTUCKY

Mr. CuarMan, I shall be just as brief as I can. I have been
designated by all of the nine Kentucky Members of the House to
represent the delegation bere in opposition to the proposed increase
of 50 cents per thousand on cigarettes.

Approximately 400,000 farmers grow tobacco on approximately
2,000,000 acres of land in this country; the production of tobacco 1s
the hardest work known to farm life; tobacco impoverishes the soil
more than any other farm product produced in the United States; a
pax](;n tobacco is the next thing to, and very near to, & tax on the land
1tself.

Any increase must be paid by either reducing the price paid by the
manufacturer to the farmers for leaf tobacco, by passing the increase
to the consumer, or both. Passing the increase to the consumer
would result in diminishing consumption of sigarettes, with the same
resulting loss to the farmer in the Erices recetved for tobacco. This
is A B O economics. With the highly competitive nature of the
cigarctte trade the manufacturers know that they cannot increase
the price of tobacco without diminishing consumption. .

. It is estimated conservatively that the grower, in compensation for
hie labor, interest on his investment, deterioration of his barns,
‘ex;])ense of fertilizer, hiring additional labor and impoverishment of his
so1l, receives approximately a hundred dollars net per acre for his
tobacco crop; the manufacturer receives approximately $300 for an
acre of tobacco, and the Government takes.in taxes approximately
$1,000, The total Federal tax is $550,000,000 annually, to which a
tobacco tax in 21 States has added another $90,000,000 every year.

It is well known that the leading popular brands of cigarettes are
made from the finer grades of tobacco. The cigarettes of the so-

-~
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called 10-cent class are manufactured from the medium grades of
tobacco, The independent concerns, many of them small, which
make the latter grade of cigarcttes, operate on a narrow margin of
profit and well-informed students of this subject believe that the
proposed increase in this tax will force many of the smail independent
manufacturers out of business.

We know that the farmer does not receive a fair price for his choice
grades of tobacco used in the more expensive cigarettes. His crop
average has been helped a great deal by the purchase of medium

rades by the manufacturers of the cheaper cigarettes, By destroy-
ing the market for the medium grades of tobacco, which we believe
this increase would do, the crop average of every eroducer of cigarette
tﬁbacco would be lowered to a figure well below the cost of producing
the crop.

In 1910 the tax on cigarettes was fixed at $1.25 per thousand which
was equivalent to 2} cents per package. On October 4, 1917, on
account of the World War, it was increased to $1.65 per thousand,
amounting to 3% cents per package. Twenty-nine days later the war
tax on ilgarettes was again increased to $2.05 per thousand, which
amounted to a fraction over 4 cents per package. Statements were
made that after the emergenc& passed these extraordinary wartime
increases would be repealed. No reduction has ever been made.

Then came the advent of prohibition and, to take the place of
revenue that had formerly been collected on alcoholic liquors, the
tax on cigarettes was increased to $3 per thousand, equivalent to
6 cents per package. Prohibition was repesled and liquors pay
hundreds of millions of dollars annually into the Federal treasury, but
the emergency war tax and the emergency prohibition tex still stand
as they were enacted in those emergencies. This is the only war tax
that has never been reduced. It is the only tax of any kind on a
farm product except the tax on oleomargarine, which was levied for
the express purpose of protecting other agricu(tural products.

Now it is proposed to increase this tax from $3 to $3.50 per thousand,
or $1.16% per pound, equivalent to 7 cents per package on cigarettes.
The average popular brands sell in the stores of Washington at the
rate of two for a quarter. This proposed increase would mean that
7 cents out of evelrg' 12% cents paid for a package of cigarettes would
be collected as a Federal sales tax, It has been said that this is a
luxury tax. It is no luxury to the 400,000 growers who spend nearly
@ year in producin% and selling a crop of tobacco and in that produc-
tion extract more fertility from the soil than in producing anything
else that grows.

Suppose & man smokes one package of cigarettes a day. That
means a sales tax of $21.90 annually on his cigarettes. If two mem-
bers of the family smoke they guy an annual sales tax on their cig-
arettes amounting to $43.80. If the cigarette is & luxury it is the
fQlom- man’s luxury that brings solace and comfort to the toiler in the

elds and the workers in the mines and mills and shops.

If we concede that the entire tax would be passed by the manu-
facturer to the consumer we must recognize that the additional tax
would unquestionably diminish consumption. The per eapita con-
sumption of cigarettes in the 21 States that have a State cigarette
tax m addition to the Federal tax is 1,025 per annum while the per
capita consumption of cigarettes throughout the 48 States as & whole
amounts to 1,325 cigarettes in a year. Every time the imposition of

edy
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this additional tax decreases consumﬁtion by one package it will be
necessary to sell seven additional packages to make up for the loss of
revenue to the Federal Government resulting from the diminution in
consumption by one package. Every time this addizional tax causes
.one man to begin “rolling his own” or smokin§ & pipe, which I believe
it will cause countless thousands to do, we will have to find seven new
customers to begin smoking cigarettes in his place if we are to avoid
& loss in Federal revenue.

Many economists who have studied this subject long and carefully
and are thoroughly conversant with all its phases are strongly of the
opinion that this increase would bring us to the point of diminishin
return in revenue from this source. Let us be careful, lest we ki
thidgoose that lays the golden egg.

r. James C. Stone, of Lexington, KY" in my congressional dis-
trict, and the largest tobacco market in the world, out of his long ex-
erience as a grower, warehouseman, buyer, and manager of the
argest tobacco coogemtive ever formed, testified before a congr8s-
sional committee while he was chairman of the Federal Farm Board
that in his opinion if the tax were reduced from $3 to $1.50 per thou-
sand cigarette consumption would be increased so greatly that it
would not only bring prosperity to the producers of the crop but would
bring into the Federal coffers a much larger simount 1n revenue.

Except for the present tax of 6 cents per package on cigarettes the
10-cent cigarettes would sell for 4 cents per package and the 12}-cent
cigarettes for 6} cents per package. The incrense of sales would be
80 %reat that tobacco growers would have no need to ask for any form
of benefit {myments rom their Government but would enjoy pros-
perity in the good old American way as individualists attending to
their own business and selling the product of their toil and their soil
at & price governed by the fundamental economic law of supply and
demand.

In the principal tobacco producing areas in this country the pros-
perity of practically every citizen—banker, merchant, lawyer, editor,
1nsurance agent, butcher, baker, and candlostick maker—depends in
large measure on the prosperity of the producers of tobacco.

he Crataman. Al right, Congressman, thank you.
Mr. Brenckman, I understand you are appearing for Mr. Hanson?
Mr. BRENCKMAN. Yes, ‘

STATEMENT OF FRED BRENCKMAN, REPRESENTING THE
NATIONAL GRANGE AND THE ASSOCIATION OF SOUTHERN
COMMISSIONERS OF AGRICULTURE

Mr. BrenckMAN. Mr. Chairmen, the National Grange and the
Southern Commissioners of Agriculture filed a brief with the com-
mittee expressing doubt regarding the wisdom of the proposed super-
tax on tobacco, particularly as it will affect the farmer or the tobacco

rower.
& As one of the witnesses, Mr. Cooley, said a little while ago, tobacco
may be regarded as a luxury to those who use it, but it is not a luxury
to the men that produce it.

Now, this is a rather technical and complicated subject, and we
tried to cover it in the brief we filed with the committee, but if the
committee is willing to hear somebody summarize this brief, we have
here Dr. Francis J. Clare, who is an agricultural economist,.

a
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The CrarrMaN. I think we have already heard more on this subject
than on any other, Mr. Brenckman, and the committee will certainly
take up the brief as you have filed it.

Mr, BrRenckMaN. Well, we want to make it very clear. Of course,
the tobacco growers, along with every other group in the United States,
are in favor of paying their just share of national defense, but we do
doubt, the wisdom of imposing that supertax because of the effect that
it is going to have on the tobacco growers who have alroady lost the
major portion of their export market; and we believe that in the end
the Government will have to put many of those farmers on relief if
this additional tax is imposed. We know that Congress doesn’t
weant to do anything that would be unfair and unreasonable like that.

Senator HERRING. Do you know of any agricultural product that
hasn’t lost its foreign market?

Mr. BRENckMAN, Oh, yes; but I don’t believe there is any other
product that at one blow lost fully 50 percent of its export market.

*Senator HerriNG. I think you have oversold your proposition.

The Cuairman, All right; thank you, Mr. Brenckman.

(The brief referred to by Mr. Breackman is as follows:)

ARGUMBENT AND BrRiEr SusMmririen BY THE NATIONAL GRANGE COOPERATING
WITR THE ASSOCIATION SOUTHERN COMMISSIONERS OF AGRICULTURE SETTING
FortH TRE EcoNomic FacTuAL REAsons, Ta.:, AND OrHER DATA SHOWING
WrY THE Prorosmp INCREASES IN Tomacco Taxms ProvipEp For 1N H. R.
10032 Sgouvwd Nor Br ENacTep INTO LAW

Thege are {ndeed traglo times. Today on the continents of Europe and Asia
a modern clvilization {a battling for its very existence. Airplanes roar out of
their hangars. They drone high in the blue of the heavens. The whistle of death
wrapped up in aerial bombs is dropped from their bowels and out of the clouds, to
soatter death and destruction over the cities of foreign lands. Men are dying by
the thousands,

While touching every heartstring in America the horrors of this strife bring a
fuller realization of the happiness found in our own historic American way of life.
It has, however, driven home to one and all the nccessity of preparing to defend
our heritage with every possible resource at our command,

Americans of every political falth and religious creed loathe war and love peace,
It is in recognition of the high sense of an outraged humanity being experienced
by our people, that both out President and our Congress, in reflecting the national
will, are now doing all possible to achieve that defense. They aim not alone to
give succor to the needy, but to exert every effort to }‘])reaerve our peace, and, at
the same time, protect us from the consequences which might easily flow out of a
geace. Especially a peace made in Europe, imposed upon a vanquished continent,

the weigglt of armies, navies, and aircraft, if that be the result of Germanio
victory in the total war now ra?llng.

We have seen the specter of other peace-loving nations suffer complete extinction
at the hands of brute force in the last few months, Wa know full well that their
“love of peace’’ did not spare them from the slaughter of virtual annthilation.
They possessed but limited resources. These resources were coveted by the brute
forces of the aggressor. We, on the other hand, possess unlimited resources which
even at this moment are being hunted and sougil out in other lands by the identi-
oal brute forces of conquest, aggression, and greed.

We have an almost untimited bounty of goods and riches. These are coveted
bﬁ* other nations. Moreover, and more treasured, we have a way of life and a
cherished heritage of freedom, inherent in our liberty-loving people. That love
stands in the way of those whose ambitions are to evelos) a totalitarian world.
These heritages, freedom and resources, we long since made high resolve to defend.
It is because of these things that we must build our national defenses so stron
that the most foothardy of so-called dictator nations vimild not dave to risk attao
upon us,

Not alone do we possess the resources essentlal to make either defensive or
offensive wars, but we have the innate skill and the will with which to prosccute
war or peace without fear of fallure.
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You gentlemen of the Senate Finance Committee are the representatives of our
people, chosen by them at the ballot box. It is you to whom we delegated the
powers to provide the necessary organizations and accoutrements for our national
defense in peace and in war.

Of primary importance to our Nation is the problem of national finance in the
matter of our national defense. It is to the task of making proper provision for
that finance which you gentlemen, in your capacity as members of the Senate
Finance Committee, are now devoting your able and constructive thoughts. It
is with reference to the financing of our national-defense program that we, as
regreseutatives of American agriculture, now address you.

n addressing you, gentlemen of the Senate Finance Committee, we wish to
€xpress our recoghition of the problems confronting your committee in this great
national orisis.

We realize full well the need for prompt action and dispateh in the handling of
the finances of the national-defense program. We approved the fiscal policy
adopted, which looks to increased taxation in order to provide revenues to meet
additional expenditures and thus preclude greater expansion of the deficit in
financing our national affairs,

The undersigned representatives of American agriculture are in this instance
addressing you with reference to H. R. 10039 which is a bill to provide for the ex-
penses of national preparedness by raising revenue and issuing bonds to provide a
method for paying for such bonds and for other purposes.

They are in this instance addressing you specifically with reference to the pro-
posal made in H. R. 10039 to increase the taxation already imposed upon tobaceo
and tobacco products.

As representatives of American agriculture we feel it is unnicessary to elaborate
upon the willingness of American agriculturists to bear their just share and pro-
portionate part of any and all tax burdens. We feel it necessary however, to
point out to the Senate Committee on Finance, the fact that the Federal Govern-
ment is today collectin, taxes on tobacco totaling many times the sum received
by the Amerioan tobacco producers, for the entire tobacco crop of the Nation.

We realize full well the necessity of raising additional revenue to provide for
the expenses of national » sparedness and defense, But, in view of the present
conditions of the tobaccv farmers we are here giving expression to our objection
to that portion of the pending bill, H. R. 10038, which seeks to increase the tax
on oigarettes and other tobacco products.

For many years agricultural and tax economists have been convinced that the
heavy excise taxes imposed upon manufactured tobacco and tobacco products,
have tended to burden and suppress the industry and thus result in far-reaching
glseffeot upon that large number of our population engaged in the produotion of

obacco,

In the “Flue-cured Belt” alone, over 300,000 farm families are growing tobacco.
The last crop netted the growers not quite 16 cents per pound. H. R. 10039
proposes an additional tax of 163§ cents per pound, which in the total revenue it
proposes to provide, is in excess of the price the farmer received for his product in
tho ourrent crop year.

The present proposal to inorease the overburdening taxes now Imposed against
tobacco is being advanced in the face of the fuet that for several years past the
tobacco producers have interested themselves in an effort to obtain a reduction
in the current rates of taxes imposed by the Federal Government, '

The efforts recently put forth have been unsuccessful however, due, in a large
mensure, to the continuing annual defloits in the Federal Treasury and the annual
recurring need throughout the entire past cdecade, for increased governmental
revenues to meet expenditures consequent to the depression. These revenues
comprehend both the cost of relief and the national recovery program.

e American tobacco farmers are not unmindful of the fact that it has been
necessary for thelr Representatives in Congress to exploit every possible well-
paying source of revenue to meet the cost of past emergencies and for that reason
alone, they have not vlﬁomusly pursued efforts to reduce existent taxes in recent
ave proven themselves to be.

Now, however, & national-defense emergeney is flowing out of the developments
in the European war, They now find that instead of achieving the long-sought
and much-needed relief from overburdening taxation, that a proposal is belng
advanced to actually inorense the oigarette and other tobacco taxes,

As represontatives of Amerfoan agriculture, the undersigned definitely feel that
tobacco is already overta: q in & measure out of all proportion to other commodi-
ties. They would also s% nt out to the Senate Finance Committee that the
present oigarette tax rate, a result of the World War financing, has in nowise been
abated, although that crisis has long since passec,

~
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They would also point out that while sommodities other than tobacco have
been relieved of much of the extra tax burden imposed during the World War,
the war tobacco taxes still remain,

While tobacco may be classed and taxed as a luxury, it is no luxury to its
roducers, The industry, apart from its' producers, provides a livelihood for
\|lndreds of thousands of growers, warehonssmen, buyers, industrial workers, and

salesmen,

Increased Federal taxes, if superimposed now, could easily and most seriously
oripple this industry in its Industrial, as well as agricultural emplo¥men£.
Tobacco farmers are already hard hit by the loss of their historlcally held and
aoquired forcign markets as a consequence of the Second World War.

isoussing - the Foderal tax problems and the misfortunes that would befall
Amgrican Agriculture and industry if Federal taxes were not equitable and keﬁt
well within bounds, President Roosevelt once declared: ““Taxes are paid in the
sweat of every man who labors because they are a burden on production and if
excessive * * * are reflected in idle factories or in tax-sold farms * ¥ x>

The undersigned, speaking in behalf of the tobacco farmers, would advise the
Benate Finance Committes that this class of agriculture first is willing to pay its
part of all taxation that its Representatives to Congress might find necessary for
the support of their Government. We would not be fair to our farmers, however,
if we did not say that researches support the fact that tobacco is already paying
far more than a fair share of taxation into the Federal Treasury.

In order to exhibit that fact more clearly, may we take this opportunity of ad-
vising that last year tho national average price pald for tobacco was slightly
under 16 cents a pound and in liew of the fact that it takes less than 3 pounds of
tobacco to make a thousand cigarettes that existent taxes are equivalent to a tax
of $1 a pound on cigarette tobaoco or more than 600 percent of the value of the
tobacco itself,

May we now point out that the 50-cent incroase per thousand cigarettes pro-

osed at present, is an increase in taxation equivalent to 16 cents a pound on the
bacoo. This proposed increase is itself a tax of more than the price received by

the grower for this, the product of his soil and toil,

ay we now take the further opportunity of pointing out that inasmuch as
one-half of the flue-cured cigarette tobacco is exported that 50 percent of the
tobacco crop domestically consumed is at the present time carrying a tax burden
of nearly seven times as much as the farmer receives for his entire tobacco orop, and
that the pm{)osed increase of 50 cents per thousand would make the “‘tax erop”
eight times the value of the tobacco crop itself.

'he question might easily be asked, if this tax is increased who is going to pay
it? Your {)etltioners would here point out that about 90 percent of the tobaocco
consumed in this country is purchased by not more than one-half dozen large
manufacturers who prooess and market the orop, This practically constitutes
the sole market for this great Amerjcan agricultural produot,

The heat, light, rent, power, intercst, tage, telephone, telegraph, deprecia-
tion, taxes, salaries, wages, insurance, and interest on bonded indebtedness of the
manufaotorers and processors aré all fixed gharges. Their freight and other
charges for transportation are predetermined and fixed.

As'it is with the manufacturers of tobacco products, so it is with the distribu-
tors and retail dealers. Consumer purchasing power ip limited if not fixed,
prices are increased they can buy less smokes and the sales would fall off,

Common sense dictates, that if, in the opirion of the “big six" their profits
would be decreased, if attempt were made to pass increased taxes on to the ulti-
mate consumer that by way of decroased consumption, the tax would bg taken out.
of the (Frice at which the tohacco is bought,

Evidence has already been offered the Committee on Ways and Means that.
when a man changes his smoking to pipe tobacco instead of cigarettes, that he
will only Pay 21 cents a pound tax on theT?lipe tobacco, instead of the $1.16 a
pound collected on the cigarette tobacco, is raises the question as to whether
or not the Govermment would, in the last analysis, derive any inoreased income
whatever by the increase proposed in H, R, 10039,

If on the other hand the buyers of tchacco pass the tax on and deoreased
consumption follows, the farmer loses. If they determine not to pass the tax on,
for fear of decreased consumption due the fact that their “charges are fixed,”
they would either have to take the surtax out of their profits or out of the price
Faid to the producer. It would follow, therefore, that in either event the tobacco

‘armer would absorb a large percentage of the supertax.

It is necessary to advise you that the tobacco préducers last year, under

“produection control’” decreased thelr production, and in spite of so doing were
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compelled to sell their crop at less than 16 cents a pound. Now that our pro-
ducers are faced with the prospect of loslng 80 percent of their normal income
from sales in this crop year, due the loss of foreign roarkets, our tobacco farmers
will cultivate thoir meager crol.rs in the coming season not knowing how they
are going to pay the costs and earn & living., For these reasons, if no other,
they should now be insurcd against exccssive burden of inoreased taxation on this
year's crop of tobacco,

Nothing could be more expressive nor more truly disclose the enormity of the
tax paid on American tobacco and covered into the Federal Treasury then the
information conveyed to the Ways and Mcans Committee in the statement
made by the Honorable Willian H. May, commissioner of agriculture, State of
Kentucky, who recently appearcd before that committee,

In order to exhibit the overburden of the present taxes collceted on tobacco, an
agricu\tural commodity whieh, in its last analysis, represents the labor product
of the soil and toil of its producers, we here present a few facts and figures as to
values, costs, income, production, and taxation pertinent to the subject and the
i}ls(]i{mlxh gggacity, or equity of increasing the present taxes as proposed under

The following dato are specifically applicable to the State of Kentucky, which
State with its hundreds of thousands of producers of American tobacco is repre-
sentative of similar producers and factual conditions which obtain in tobacco-
producing arces throughout the United States:

I, The average annual production of tobacco in Kentucky is in the round sum
of 1,000 pounds por acro.

1, 7he average price received for all types of Kentucky tobacco in the crop
year just closed was 15%, cents per pound or an average of $159 per acre.

II1. Uhc average Kentucky tobacco farmer, under the quota system applicable
to this commodity, planted and harvested 4 acres of tobacco.

IV. Under tho present rate of taxation alone the Federal Government colleets
$1 a pound, or $1,000 tax on the tobacco produced on every single acre of land.
The proposed increaso in tobacco taxes contemplated in the bill H. R. 9866 would
raise the amount to the sum of $1,167 per acre of tobacco.

V. Thus it “follows” that while a tobacco farmer cropping under production
control but 4 acres of tobacco land would receive the sum of $626 for his tobacco
crop, while the Federal Government, exclusive of other taxing agoncies, would
harvest & “tax orop” of $4,008 in the marketing and sale of the product of that
farmers’ brain and brawn, soil and toil.

VI. With an average value of $23, which ropresents the value por acre of the
land upon which tobagco .¢ produced in I(entuok‘y the amount of ‘‘the tax harvest”
garnered from the tobacco cropped off 1 acre o kentuoky land is at the present
time 52 timos the value of the land upon which the ‘“tax orop’ was produced.

Your petitioners would here submit the further fact that while the tobacco
producers received but $85 per hogshead for the tobacco crop in the year just
closed, that under our present system of marketing and taxing coupled with our
national tobacco economy, our farmers, who are themselves large users of manu-
factured tobacco, are compelled to buy their own commodity back in the shape of
ciﬁarottes and other tobacco products at a lJn'it.!e of about $1,302 per hogshead, of
which sum more than $1,000 is represented by Federal taxes. hile but a bare
$217 is the value added by all charges necessary to processing and distribution,
the rotcgfssi{}g charges alone are nearly three times the value of the agricultural
product itself.

While there are no data available at this particular moment showing the amount
of manufacturcd tobacco consumed by American agriculturalists, may we now
point out to the members of the Scnate Finance Committee fust how enerous, and
at tho same time how palpably unfair, is this proposed increase in the tax placed
upon the growers of American cigar, cigarette, and chewing tobacco, and point
out further how viciously the ‘prosont system of taxation upon tobacco actually
pla;'s hoth ends against the middle; the tobacco farmers on one end, let us say,
of an average agricultural county, against the wheat farmers producing wheat
on the other énd of the samo county. Or in a broader sense, the American tobacco
grower as pitted against the Amorican wheat grower.

Following is a tablo showing the amount of tobacco that was used In 1937 in
the United States {n producing the cigars and cigarettes, together with the Fed-
eral taxes imposed upon various types of tobacco manufacture and sale.!

Amount of tobacco per 1,000 cigarottes manufaotured (pounds)......... 2.8
Amount of tobacco per 1,000 cigars manufactured (pounds)...._........ 24, 36

3 Authority U. 8. Burcau of Internal Revenue.
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Federal tax

‘Nationally advertised brands (per 1,000) .o onuomoammiiciianancann $8. 00

?}\moial large-sine cigarettos (per 1,0(50) ........................... 7.20

“hawing, smoking tobacco, and snuff (per pound) . owevooauana 18

Cigars solling up to d oents (por 100) ..o wnemmvennnnan 2,00
Cilgars golling from § conts to 8 cents (por 100). . .oovuei .o )

Cigars solling from 8 conts to 15 cents (per 100)...........
Cigars solling from 15 oonts to 20 cents (per 100)
Cigara solling at more than 20 gonts (por 100) cov .o vmnnunainnn ..

I'rom the forogoing it will be deduced that it rct!uiros slightly less than 3 pounds
of tobacco to make 1,000 cigarettos or the equivalent of 80 packages of “the
standard brands.”

With tobacco selling at 10 conts per pound the growor would recelve the sum of
48 cenis for atl tho tobacco in 50 packagos, or less than 1 cont (forty-clght fiftioths
of a cont) for the tobacco in 1 packago of cigarettes,

With wheat zolling on the farm at 75 conts a bushel and with cigarettes retalling
at 18 conts o paokage, it wonld mean that whon a wheat grower wanted to huy
oigarettes ho would have to take all the money that ho received for a bushel of
wheat in order to procure five packages of the “standard” brands, or seven and
one-half packages of the ‘“10-cent’” brands of olgnrottes.

In cage he purchased tho 15-cent brands lie would {a reality be trading a bushel
of wheat for loss than 8 cents worth of tobncco, and in enso he purchased the 10-
cont brands ho would be giving his wheat for slightly more than 6 conts worth of
tobacco, after it had been manufactured and wrapped.

Lot us now look furthor into that transaction, and analyso the same to sce just
how it would affect a wheat farmer, say, in the State of Keontueky, whoere, in
addition to the 8 coents Federal tax imposed, the State of Kentucky imposes a
further tax of 1 cont on the 10-cent brands and & tax of 2 cents on brands selling
above 10 cents. This makes for a total tax of 7 cents on the 10-cent brands
and an 8-cent tax on the standard brands.

This actually means that a Kontucki' wheat grower, when purchasing 15-cont
brands of cigarottes today, has to pay the Fedoral Government 30 cents and the
Kentucky State government 10 cents, or a total of 40 cents for the privilego of
awapgiug a bushel of wheat for 5 cents worth of Kentueky grown tobacco.

It he smoked a “10-cent brand of oigarette,” the sales of which are very high
in rural districts, he is now compelled to fmy the Fedoral and State Governments
523 cents for the privilege of swapping the wheat which he produced on his own
jand and in the sweat of his brow for less than 6 cents worth of Kentuocky-grown
olgarette tobacco, after it had been manufactured, even though he, himself, had
‘produced the tobacco in a field next to his wheat,

In support of the arguments herein being made, that our tobaceo farmers are,
even now, in dire straits, 1ot us now call to the stand noted farm leacers in order
1o obtain their views. First let us learn what the Honorable Henry A. Wallace,
Secretary of Agrioulture, has to say about the present plight of the tobacco

wWers, .

In discussing the problem of American agrioulture with reference to the present
roblem of defense in a national hroadcast Tuesday, June 4, 1040, Secretary

allace declared:

“The immediate necessity of preparedness means that we must move as fast
a8 we can to utilize our idle men, idle money, and idle factories in the production
of guns, munitions, airplanes, tanks, and ships. We don’t know yet how much
the total cost will be.” .

“We must make sure that the farmers and the unemployed are. not made
victims of the war's interferences with world tradel * * %Y

“In any event such export crops as cotton and flue-oured tobacco are almost
«ertain to be in real trouble.”

Let us now call upon the Forsyth County Pomona Grange and learn the atti-
tude of this, America's oldest farm organization, as expressed in a nows {lem
-apmaﬁigg in the Winston-Salem (N. C.) Journal, June 6,1940. Following Is the
news {tem:

“GRANGE FIGHTS PROPOSED RISE IN TOBACCO TAX

“The Forsyth County Pomona Grange is strongly opposed to the proposal pre-
sented in Congress to raice the Federal tax on tobacco. This opposition was
expressed in a message digpatched yesterday to R. L. Doughton, chairman of the
House Ways and Means Committee, by the legislative committee of the Forsyth
Pomona Grange.” '

The message signed by G. G. Tucker, a member of the legislative committes,
avas us follows:
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“The IPorsyth County Grange protests the proposed additional tax on tobacco,
Qur tobaceo farmers are now facing disastor, The loss of the oxport trado and the
additional tax litorally means ruin for the tobacco farmer, as this tax would be
pussud on down to hiim.  Ho conld not escapo it.  Why destroy any one industry
when the tax conld be spread over all and be no serfous burden to any? Tobacco
now carvies tho henviest tax burden we know of.”

The committeo also sent o message to A. D, (Lon) Folger, Ropresentative to
Congress from tho TFifth Distriet, North Carolina, urging that the proposcd tax
{ncrease be declined.  This message was as follows:

“Ihe Forayth County Grange protests the additional tax proposed on tobacco,
knowing it will eventually rest on the farmer who is now burdoned to the lhnit
sinco the loss of tho oxport trade. We solleit your aid. The proposcd tax is
expectod to boe of widesprond slgnificance, especially in this conter of the flue-
cured tobacco industry, in view of the intornational events which have now
complotely eliminated the export tobacco trade,

roferendim, which will be conduetod among local tobacco farmers around

July 25, will propose an acreage reduction of at least 10 percent, according to

blans now being worked out tn the office of G, C. Flinn, Fedoral Director of the

cnst. Contral Division of the Agricultural Adjustment Adininistration, which

includes North Cnrolina, South Carolina, Virginia, Weat Virginia, Tennessce

{;nd] Kentueky. This will involve the entire tobacco growing area, ftuc-cured nn(i
urley.

“One of tho proposals to raise $3,000,000,000 in special defenac taxce during
tho next 6 years is to increaso the clgarette levy from $3 to $3.50 a thousand.

It is cstimated this will add approximately $77,000,000 a year to the moro than
$450,000,000 collected anpually fromn the $3 tax; a tidy contribution to the
Toderal 'i‘masnry from a single commodity.”’

What follows arg copies of telegrams sent to the Represontatives in Congress,
among them the Honorable Robert 1. Doughton, chairman of the Ways and
Means Committes, in protest against tho proposed increase in tobacco taxes,

Hon. R. I, Dovauron,
Chairman, ITouse Ways and Means Commiltlee,
Washington, D. C.:

Forsyth County Grmn{xo protests the roYose(J additional tax on tobacco. Our
tobneeo farmers now facing disaster. The loss of export trade and additional tax
Hterally means ruin for vho tobacco farmer as this tax would be passed on to him,
Ho could not eseape it,  Why destroy any one industry when tax could be spread
out over all and be no serious burden to any. ‘I'obacco now carries the heaviest
tax burden we know of.

Q. G. Tucker,

Member, Pomona Grange Legislature Commiltee,

WinsToN-SALEM, N, C., May 31, 1940,
Hon. A, D. FoLaEr,
House of Representatives, Washington, D. C.:

Forsyth County Gransm protests the additional tax proposed on tobacco know-
ing that it will eventually rest on_the farmer who is now burdened to the himit
shice tho loss of the export trade.  We solieit your aid.
G. G. TUCKER,
Member, Pomona Grange Legislative Commitiee.

My, Virgel Steed, who recently appeared before the Ways and Means Committee
submitted the following telegram sent to hin by the exeoutive sccretary of the
Kentucky Farm Bureaw. The Farm Burcau wired:

“Tobacco is only commodity on which World War rates wero not reduced after
first conflict. This farm commodity now bearing moro than its share tax burden
even under present conditions,

‘"Rates should not be raised but should be lowered when present emergency

passes,
“Small average allotments and low total income of tobacco producers already
critioal, Tobacco farmors need increased benefit payments instead of increased
tobacco taxes. Hope entire Kentucky congressional delegation will join Virgil
Chapman in opposing vicious abuse in tobacco taxation.
“BEN KILGORE,
 Eweculive Secretary, Kentucky Farm Bureau Federalion.”

241705—40——9
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Let us now hear from the Honorable W. Kerr Scott, comumissioner of agriculture,
State of North Carolina, who under date of June 8, wired the secretary of the
association, Southern Commissioners of Agriculture as follows:

RavLEIGH, N, C.
C. C. Hanson,
Secretary, Association Southern Commissioners of Agriculture,
Washington, D. C.:

Tobacco now being taxed far in excess of most other commodities and to further
increase the taxes would be an injustice to the farmer if he should be penalized
through a reduction in process paid for the raw leaf,

Prospects for the sale of the 1940 tobacco crop are none too bright at present.
Export outlook gloomy, No assurances that additional taxes will not have to be
paid by the growers,

While I am in complete sympathy with every effort being made to sccure nee-
essary national defense, I do not believe that this requires that tobaceo be taxed
out of proportion to other commodities and produets.

As you know, agriculture is one of the most essential of ‘‘first-line” defenses
and our farmers one of the most patriotic groups in the Nation, Despite every
remedial measure they arc even now receiving comparatively little for their labors.

Be assured that the farmers of North Carolina do not object to paying their
proportionate share of taxes, and I feel with them that it is obviously unfair to
penalize their incomes out of proportion to other groups.

As North Carolina’s commissioner of agriculture, I respectfully ask that you
lend your every help to prevent the further taxation of tobacco.

W. Kerr Scorr,
Commissioner of Agriculture.

In order to the more clearly reveal to the Senate Finance Committee the basic
causes for the opposition herein expressed to an increase in this tax, we respect-
fully would call directly the committee’s attention to the following:

In spite of the curtailed production program adopted under the Agricultural
Adjustment Act, in an effort to maintain a fair level of price they are now actually
faced with a total loss of their export trade—in this connection we would also call
the committee’s attention to the fact that in 1938 and the years prior thercto,
approtxig\ately 60 percent of the flue-cured tobacco produced in America was
exported.

As a result of the war and the fiscal policies adopted by the British Government,
in 1939 British buyers withdrew entirely from our markets. We would bave you
know with us that were it not for this assistance rendered to our tobaceco farmers
by the Commodity Credit Corporation, that total bankrupicy would have
enveloped the tobacco-producing areas in the past crop year.

It becomes more evident daily that with a 50-percent curtailmeni, of production
and the further loss of foreign trade, it is perfectly plain to see that the tobacco
farmers of America are now again faced with disaster. Confronted with existent
conditions, it is our well-grounded fear that the laying of any additional tax
whether upon this commodity at this time is bound to have a detrimental effect
upon our tobacco farmers and, in our opinion, might even result in less total
revenue to the Treasurg.

It is not illogical to believe that the burden of the tax is visited heavily upon
our tobacco farmers. Production nsturally depends upon demand snd this ques-
tion in turn upon consumption. For instance, let us assuine that the entire tax
should be eliminated—it is only natural to assume that consumption would greatly
inorease, On the other hand, however, should the tax be doubled,.it would be
equally true that consumption would be greatly decreased. It is an undispuled
faoct that & commodity c¢an be taxed out of existence and inasmuch as the power
to tax is the power to destroy, we urge the Senate Committee on Finance not to
further increase the tax burden on the commodity tobacco in any manufacturcd
stage inasmuch as upon its production depends the livelihood of a large cross
section of our low income agrioultural producers.

The tobacco industry at this very time is so depressed that the growers of flue-
oured tobacco are even now faced with the necessity of surtailing their production
from the 1,100,000,000 pounds produced in 1939 to a mere 600,000,000 pounds in
the crop year of 1840.

Our flue-oured tobacco farmers have the land and e?uipmc:nt and are onpable
of Yroduoing a crep of flue-cured tobacco far in excess of the 1,100,000,000 pounds
which they produced in 1939,

The present consumption of cigarettes is in the approximate amount of
175,000,000,000 annually, The present tax rate on cigarettes of $3 per 1,000
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would return $625,000,000 to the Federal Treasury, On the other hand, the groas
farm income from tobacco vsed in these 175,000,000,000 oigarottes, amounted to
but orie-fifth of the revenue covered into the Federal Treasury,

Assuming that consumption of cigarettes continues at the Present level, after
the proposed incroase in taxation was made offective, an additional $87,560 000
of revenue would be derived from the increase in the tax rate. Ponder wel on
this one fact, The increase in rovenue under H, R, 10039 alone would be equal to
about 80 percent of the total farn income now derived from all the tobacco
now used in ci%arettes in the countr{.

Not the least among the deterren reasons for not inoreasing the present levy
is the matter of tho 10-cent cigarette, It is reported that from 20 to 25 percent
of all the cigarettes consumed in this country retail at 10 cents a package. An
inorease in the tax of 1 cent per package would necessarily mean that the manu-
facturers of the 10-cent ocigarettes would have to olose the production of such
brands or elso increase the price of such brands,

It is a well-known fact that the gross margin (excluding tax) roceived by
manufacturers from tho sale of 10-cent of arettes is about l‘/gcents Yer ackago
and that a reduction of this margin to ¥ cent per i)uokage would likely make
ithe mun&xfaeture of the 10-cent brands prohibitive, unless the retail price could be
noreased.

The total elimination or even a reduction in the production of 10-cent cigarettes
would destroy the existent competition which our farmers now enjoy for certain
grades of tobacco, to tho detriment of a large class of our tobacco growers, whose
soil and climate are not susceptible of produsing a thin leaf clgarette or even
chewing tobacco.

Shifts from both the 10-cont cigarottes and other priced cigarotto brands to
othor forms of tobaceo products would unquestionably have a great influence upon
tho rovenue dorived from tobaceo, It is most significant to noteo that the con-
sumll)tion of & pound of tobaceo (farmer's weight) in the form of cigarettos yields
the Troasury $1 in taxos whilo the consumption of a pound of tobaceo (farmer’s
wolght) smoked in pipes or hand-rolled olgarottos would yield tho Fedoral Troase
ury slightly less than 20 cents por pound. It would therefore follow that if the
uso of & pound of clgarotto tobaces was shifted from olgarottes to pipo smoking
or to use in making hand-rolled cigarottos, tho Troasury would lose about 8
cents in rovonuo,

That the presont Fedoral tax of tobacco has been found to be and adjudged
exhorbitant, is supported by tho records of tho hearing hold in 1934 by the Come
mittee on Wnya and Meaus, presidod over at that timo by the Honorable Frod
Vinson of Kentucky,

These hearings wore exhaustivo, Statements woro made, not, only by repre-
sentativos of agrioulture but by ropresontatives of producers and processors and
consumers of tobaceo,

At the conolusion of the hearings on Juno 4, 1834, tho committoe reported in
part as follows:

“It aan ho truly snid that from the ovidonoo of all witnesses for the rowors,
tho consumors, and the manufaoturors, there was completo accord that tho taxos
on tobacoo are outrageously high,”

/ ]'ll‘l\ait tho farmor is now paying his fair share of Fedoral tax is shown by the
ollowing:

The pre-war tax on cigarottes was $1.25 per thousand olgarettes. This, trang.
lated into a puokcwo of 20, meant 2} conts por pack. This tax rato was inoroased
twige during the World Whar.

On Qotobor 4, 1017, it was inoreased to $1.65 por thousand olgarottos, or
about 34 conts per paok, Then, in less than a month thoreafter, and on Noveme
ber 2, 1017, it was Inorcased to $2.05 per thousand olgarettes, This was a tax
of a lttle more than 4 cénts por package of 20,

This, the maximum war rato—was in offeot until Fobruary, This again was
subsequontly incronged to $3 por thousand, or 8 cents por pack, which rate hag
romained unchanged and is in offeot today,

4 Nogv. as to otlzler grados, the pro-war tax on chewing and smoking tobacco was
centa per pound,

On Qotober 4, 1017, this was inorcasod to 10} conts por Pound and agaln on
Novembor 2, 1017, it' was Inoreasod to 18 conts por pound, Aftor the World
War and ion Fobruary 28, 1019, it was Inoroased to the prosent rato of 18 conts
per pound,

Tho tobacco Eroduocm aro not thomeolves unmindful of the presont omorgenoy,
and 1t 18 that knowlodgo that thoy diroct the attention of the mombors of the
Benate Financo Committeo to the faot that they havo already exprossod thelr
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willingness to earry their share of the cost of this nationn einergency.  Thoey do,
however, now point out that their product is at present carrying the wartime
rato imposed in order to dicharge the cost of the first World War, and that as
tohacco growers, ns well as eltizens, they feel that this crop should not be subjected
to an added burden of the cost for national defense at this time.

As representatives of American agriculture we inherently fecl that an incroase
on the tax of any grades of tobaceo ot this time will most assuredly result not
only in the abatement of one or more classes of clgarettes produced, but by
virtue of the result of deereased consmmption this would probably more than
offset any additional revenue which the Federal Government might hope to
realize from the proposed inerease in the rate of tox,

lLet us here and now submit the fact that when tho tax on plug and twist
tobaeoo was 8 cents per pound, the consuimption was approximately 180,-
000,000 pounds per year, That with cach succeeding raise in the rate of taxation
tho consumption deelined and that by the time the tax was finally cstablished
at 18 cents, the industry had suffered a loss of more than 125,000,000 pounds
deceline in its annual sales and the tohaceo growers lost that much of their markot
of this class of product,

It is reported with eredence. although specifie supporting data are not avr.il-
able, that there exists a cortain clasy of smokers who will pay 10 cents to gel 20
“toilor made” cigarettes of a bettor quality and shape than they can meke vhem-
solves, but, that they, this class of smokers, will not pay 13 or 14 ce'its for “tailor
mades,””  Ten cents for cigarettes is their limit as to price, For a package
of cigarettes they will not pay any more.

There is on the market a little machine no larger than a bar of laundry soap
called the Roll Your Own.  The manufacturer of this machine sells the cigarctte
papers with the tobacco. Countless thousands of these machines are in use.
The machine has but few movable parts and is highly efficient and is kept in
repair free of charge.

The cigarettes produced by this machine are perfeet in shape, tightly rolled,
burn evenly, aud are altogether sightly, A few minutes in the evening and a man
can make his next day’s supply of smokes. The tobacco and papers necessary
to make 20 cigareties by this process costs but 5 cents.

It is conservatively estimated that from 40 to 50 billion ‘roll your own” ciga-
rettes are annually produeed in this country by that elass of smokers.

Further estimate has been made that if and when the tax was raised on the
10-cent cigarette, that the nroduction of “roll your own,” as well as hand-rolled
cigarettes will increase at a rapid rate,

If that premise be truz, and the tax on the “tailor mades” is now increased,
unquestionably more men_will take to rolling their own instead of smoking
“tailor made” cigarettes.  In that event, it is to be remembered that the Govern-
ment will only derive 1 eent in revenue as contrasied with the present revenue of
6 conts.

Morecover, when you raise the Federal cigarette tax on the 10-cont cigaretie,
on which priced package you get the same Federal tax as you do on the Big Four—
the Camels, Chesterfields, Luckies, and Old Golds-—the increase in consumption
of “roll your own' will take P)nce and causc a diminution in the consumption of
the “Big Four tailor mades,” which sell at a higher cost and this chapge in the
smoking habits will again cause a decrcase of the revenues covered into the
Federal ‘Treasury, from the current normal consumption taxed at the present
rate of taxes.

We representatives of organized agriculture who are presenting this argument
and brief are particularly desirous of pointing out and emphasizing the fact that
not alone is the American tobacco grower now suffering from the imposition of
overburdening Federal taxes upon tobacco, but as wil% be pointed out in this
documeut, a majority of the States have of late been more and more availing
themselves of this proven and established, comparably easy and inexpensive
method of raising revenues for their State treasurics by imposing additional
tobacco taxes on the tobacco consumed in their respective States. Iixcise and
stamp taxes imposed by the State governments are now in some instances 50
percent of the levy imposed by the Federal Government,

Moreover and in addition to Federal and State excise taxes certain munici-
palities now impose dircct sales taxes by way of increasing their muneipal reve-
nues through the sale of cigarette and tobacco tax stamps, These, like the
internal revenue stamp, are affixed to each package of cigarettes, box of cigars,

or other tobacco container, on tobacco vended and consumed in their States.
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All of these sg-called stamp taxes, Federal, State, and municipal, are levied
in addition to the regular annual license fees charged the dealers in tobacco, In
many instances, State, county, and clty license fees are collected. That these
liconsoe fees are themselves piled one on top of the other is made evident by the
fact that in cortain States theroe is charged—

I. Alicense fee to all distributors.

II. An additional license fee charged to wholesalors.

III. A still further additional license feo chnrged all rotailers,

IV. And a still further licensoe is required if tho cigarettes are sold from vehicles.

IFollowing are presentod in brief the codes of sume of the many States showing
the various excise taxes and liconse feos charged on cigarettes. Thesc aro pre-
sented, togather with a table, showing tho amounts collected and the percent of
total Stato revenue dorived from tobacco taxation.

NEW YORK RTATR

A State tex is imposed on cigarettes at the rato of 1 cent for each 10 cigarcttes
or fraction thercof.  This is equivatent to a 2-cent tax on a package of 20 cigar-
ottes.  Tho tax is paid by means of stamps purchased from the tax commission.
The tax may slso be paid by using mctering machines if the cominission so
preseribes,

NEW YORK CITY, N. Y.

A city tax is levied upon every sale of cigarottes at rotail at the rate of 1 cent
for every 20 cigareties or fraction thercof (ch, 41, Administrative Code is amended
by local Law No. 100).

OHIO

Pagoe —, General Code, 8, 5804-1 ct scquitter, as amended. An excise tax
of 1 cent per each 10 or fractional part thereof is levied on sales of cigarcttes within
the State by consumers (8. 5894-2 as amended by Laws 1935-36, first special
wession, H, B, No. 695 and Laws 1939, H. B. No. 2, 8. B. No. 102 2),
(rs\igrogt)esalers pay $100 and retailers $26 to county treasurer for annual license

i} =) .

Laws 1939. H. B, No, 234.
An excise tax is levied upon the sale or consumption of cigarettes within the
State of Oklahoma, subsequent to May 31, 1939, at the following rates (scc. 2).

OKLAHOMA

Cents
Package of 10 OF 1088 c v oo oo e e e e cmma e — e ———————— 1%
Package of 20 oo e e e————aa 3
Package 0f 50 . oo a e ceeaaae e m—————— 7%

The following annual licenses are required: Manufacturers and wholesalers
?25 H x;e;tai[ers, $10; distributing agents, $100; permits to sell from vehicles, $10
sec. 4),

PENNSYLVANIA

Pendon’s Statutes, title 72 as extended by act of May 4, 1939, Laws 1939, No. 44,

Until May 31, 1941, excise tax is imposed upon all sales of cigarettes by dealers
in Pennsylvania at the rate of 2 cents per paoka%e of 20 cigarettes (3167).  Whole-
salers and retailers pay an annual license fee of $1 to the department of internal
revenue (3156). This tax is in lieu of the mercantile license tax (3162).

TEXAS

Vernon’s Ann, Stat. 7047-1 as amended.
A tax is imposed on all cigarettes used or otherwise disposed of in Texas at the
following rates: P M

Weighing not more than 3 pounds per M. ..o oo cmccmannaaan $1. 50
Weighing more than 3 pounds per M. .. oo oot 3. 60

i e s them ol
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Iivery porson engaged in the sale or use of cigarettes must pay a liconse foe to
the comptroller of public acoounts at the following rates (art. 7047 ¢—1, 4, as
amended by Laws 1036. 1. B. No. 8, art. 3 3):

Annual

Type of permit: fee
Distributing agents._ . ao..o. $100
Db DU oS - . e 25
Wholesalo deflers. ..o e e 156
Retail dealers. . .o oo oo e e e 5
Solicitors for 8RlC. - .o e 1

WASHINGTON

Laws 1935, chapter 180, as amended.

A tax is levied on the sale, use, consumption, handling or distribution of ciga-
rettes in Washington, and is to be paid by the first person performing any of such
acts by attaching tax stamps, purchased from the State tax commission to each
package. The tax rate is one-tenth of 1 cent for each cigarctte, except that when
the sellinf price is more than 1 cent per cigarctte, the rate is 20 pereent of the
selling prico (82 as amended by Laws 1939, ch. 225). Each person subject to the
tax ra,vs o license fee of $1 (187 as amended by Laws 1937, oh. 227).

The following table shows the pereent of total State revemie derived from taxes
and other im{msts on tobacco imposed by certain States in addition to the taxes
imposed by the Federal Government:

Tobacco tazxes, by States

\ Percent of ] Percent of
Stato Yield total Stato Yicld total

Alabama . ..ooooieiiiiaa.os $2,077,760 7.03 [ Montana........coeuivnennn $20, 200 0.14
Arlzona. ... ..... SO 44,010 .30 | North Dakota... R 54, 003 3.78
Arkansas. ... 1,450, H3v 8,25 ] Ohlo........ 8,175, 524 4.2
Connecticut 1,843, 243 4.45 || Oklahoma... 2, 180, 057 3.45
Qeorgla... , 421,440 5.01 || Ponnsylvania.. 11, 201, 13! 4,00
OWA. .. , 714,572 2.09 || South Dakota. 81, 4. 4.04
Kansas_ ... 1, 144, 407 4,10 | ‘T'ennegseo. . . 2, 747, 536 7.2
Kentucky....... , 629, 3,77 OXAS..... 7,000, 402 8,03
Loulsiana..... .o 4,111,377 7.10 {} Utah.. ... 348, 227
Maryland.................. 3, 547 .76 || Vermont...... .. 352, 208 3.83
Misslssippl....cooooiiiiian 2,071,453 7.89 || Washinpton................ 1, 103, 6526 1.88

THE U, 8. FEDERAL GOVERNMENT

Total rovenuo derlved from tobacco
Percont of total rovenuoe derived.. ..

Authority: Tax Pollcy, vol. VI, Nos, 2-3, Decomber 1038, January 1030,
1 Approximate,

... $330, 159,000
110

That even more States and tho political subdivision thereof, as woll as the
Federal Government, are at this moment contemplk.ting adding to the great tax
burden being carried ‘)y the tobacco farmers {s made evident by tho following data:

15-percent tobaceo tax law in New Hampshire we s approved by the Clovernor
on June 7, bringing the total of States with excise taxes on tobaceo procnois to 24,

The New Hampshire law goes into effect on July 1, and the State ha:. announced
that, since a 15-percent tax on popular-priced cigarettes would bring the tax per
I:ackngo to a fraction over 2 cents, it will forego the fractional part of tho tax,
_ecping the lovy at 2 cents per package,

The law establishing the tax directs that of tho estimated annual yield $1,000,-
000 be used to ahate the real-estate tax,

On August 10, Massachusetts became the twenty-fifth State to impose a
olgarotte tax. The tax, effective September 1, is at a rato of 2 cents per package,
{‘i“d in addition the law provides for a $25 wholesaler’s license and a $1 retailor's

CENKe,

The Massachusetts Aot is unique among the 28 now in foree in that it provides
for the collection of the tax without the use of stamps or metering machines. In
nlace of the conventional method of colleeting the tax through the sale of stamps,

assachusetts will rely on monthly reports from distributors,
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Commissioner Long estimates that a stamp system of collection would cost the
State $700,000 annually, and hopes to save a great part of this sum by the use of
records and audits alone.

Authorlty: Ibid,, vol. 3, No. 8, August 1930,

May we now point out to the members of the Financo Committce that all of
the ahove revenues, some of which are even now sehc-luled for increase by the
States, which impose thetn, are collected in addition to the $530,159,000 collected
in the last year by the Federal Government.

In the States that now impose taxes on tobacco the volume of their sales de-
creased about 9 percent, whereas in the other States where there is no State tax'’
and where they are still sold for ‘10 cents a package” they have gained 15 percent
in their sales last year,

The daily pross has carried a number of articles and news items telling of the
“‘hootlegging” which went on in New York City after New York City put on its
cigarette tax,

t was su%gested that the loss in the sales in New York might have beon taken
up by New Jersey and Delaware,

Consolidated figures, however, on the sales in Now York and New Jersey, pre-
sented by one concern which handles both States in their trade territory, showed
that their sales foll off in both New York and New Jersey about 46 percent, while
in Connecticut, another adjacent State, they lost 21 percent,

Wo would have you know with us that this was the direct result of the imposition
of an extra l-cent tax in New York City where they ran a ‘“10-cent cigarotte’
above a 10-cent sale price. There the “10-cent tailor made” ran into direct
compogitlon with “the roll your own'’ and, as a result, the Federal revenue de-
creased.

It is estimated that between 20 and 26 percent of all eigarettes smoked today are
made by the “roll your own.” It is further estimated that in the last year some
48,000,000,000 cigarcttes smoked were made by the “roll your own’ cigarette
machines, On these the Government would derive a tax of 1 cent instead of the
{)rets}%ntbli}ncents a pack which is derived or the 7 cents per package tax proposed
n this bill.

The attention of tho Senate Committee on Finance is specifically directed to
this one important fact, To wit:

That if in this case the cigarette tax is increased from 6 to 7 cents por package
by the Federal Government through the adoption of the tobaceo provision in

. R. 10039, and if, tho manufacturers were able actually to pass it on to the
consumeor, then the quostion of “diminishing returns’’ would immediately enter
into this problem in calculating the revenue that would bo derived from the
inereased tax.

If the increase in tax diminishes the consumption by as much as even one
package, it will require the sale of sovon additional packages to make up the
loss of tho tax that will be sustained by the decrease in consumption of one pack-
age. If one ocigarotte customer is lost by inoroasing tho tax from 6 to 7 cents,
you would havo to find seven more customers for ‘‘tailor made cigarettes.”

The presont cigarette tax lovies emerge from World War financing efforts on
the part of the United States Government. In many respects tobacco is dif-
ferent from other commodities, particularly from the standpoint of a revenue
producer. Owing to its widespread use, tobacco offers a large and fairly stable
volume of revenue. 'The tax imposed is paid a fow conts at a time, It is paid
largely by smokers who are not presumed to be easily detached from the habit
of smoking or chewing.

That this is entirely erroneous is clearly proven by the history of the tobacco
industry, Nothing could be more indicative of the ease with which the tobacco
habits of the American people can be changed than the history of the plug ard
chewing industry in the United States. When taxes on chewing tobacco were
8 cents & pound the annual sales of that product amounted to nearly 180,000,000
pounds but, with each succeeding increase in Federal taxes the sales declined
- almost in direct ratio to the increase in the taxes imposed,

The average annual consumption of chewing tobacco for the 20-year period
prior to 1919 was in the sum of 167,398,754 pounds annually. Under the 18-cent
per pound tax rate and by the year 1938, the consumption had decreased to a
mere 54,911,152 pounds, a decline under the 18-cent tax rate of 124,601,955 pounds
or approximately 75 percent of the historie volume.
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The rocords of tho year, 1040, already show a still further decline in sales, and
henco a further loss in the market for that class of the product of tobacco farmers
whoso crop is not suited for smoking, either in pipes or in cigarettes.

Temptation is strong among tax-making bodics to add to the tobacco-tax burden,
To make demonstration of this point let us take the ncwly adopted tax policy of
the State of How Hampshire as an example. New Hampshire is not a tobaco-

roducing State, therefore there are no tobaceo farmers to protest tax increases.
"heir legislature, availing themselves of the case with which tobacco taxes can be
lovied, decided to cut down the tax on real property, and by what means?

The law establishing the tobacco tax directs, “that of the estimated annual
vield, $1,000,000 shall be used to abolish renl-estate tax.”

However, there is such a thing as that of working a willing horse to death.
All tohacco producors aro already overtaxed in proportion to all other commodi-
ties, Other industries have been relicved of much of the extra tax burden imposed
during and subsequent to the World War, but tobacco is still paying wartime tax
rn:cs and now proposal is made to impose supertaxes on the present overburdening
rates,

The tobacco industry in all of its many ramifications provides a livelthoed for
hundreds of thousands of growers, warchousemen, buyers, industrial workers,
salesmen, including those in advertising and radio industry. Increased Federal
taxes upon this product may easily oripple much of this activity, already hard hit
by the loss of foreigh markets in consequence of the European war. Moreover, it
is feared that what has hagpencd to the plug, chewing, and twist industry may
happen to the cigarette tobaccos as well.

o assurcd that the tobacco farmer and the industry in general will make every
sacrifice and ‘“do their bit” in the American defense {)rogmm. It won'd seem the
wiser plan however, for the Congress, in the imposition of all taxes of his nature
to broaden all bases, in order that no one industry or class of goods be unduly bur-
dened to a point of abatement or extinction.

We believe that if Congress taxes tobacco still more and burden it still further,
that you will place tobacco in a position where its continuation, not alono as a
revenue-producing erop, but as a money crop to our farmers, is very problematical,

We heartily support the f)ro ram for national defense, We are confident that
there is not a farmer in the land that does not want this Congress to do the things
that you are going to do in the matter of natlonal finance and defense under
H. R. 10039, but we ask in behalf of our tobacco farmers a fair apportionment of
the expense. They stand ready to pay their part.

In presenting this argument against the proposal to levy supertaxes on fabacco
and tobacoo products, every effort has been made to avoid all section: ,oelal,
moral and cultural considerations of the problem. We have endeavored to address
this brief xolely from the standpoint of our national agrioultuml, tobacco and tax
economices in their relation to the problem of national defense and to approach the
same in a sense of equity and justice to the tobacco farmers of the Nation.

It is because of the foregolng. nmong other reasons, that as representatives of
agriculture, we ask the Senate Finance Committee in their review of the provisions
of H. R. 10039 to take into consideration the foregoing faots,

Confident as we are, that any increase in the taxes on tobacco will have most
serious repercussions upon the tobacco farmers as well as the industry in general
and because of that belief, this brief is respectfully submitted to the Senate Finance
Committee in behalf of American Agrieulture and particularly our tobacco
farmers by—-

THE NATIONAL GRANGE,
FRED BRENCKMAN, ’
Washinglon Representative.

THE ASSOCIATION, SOUTHERW
COMMISSIONERS OF AGRICULITURB,

C. C. Hanson, Secrelary.

The CratrvaN. We will now hear from Mr., Ogg, representing the
American Farm Buresu Federation.
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STATEMENT OF W. R. 0GG, REPRESENTING THE AMERICAN FARM
BUREAU FEDERATION, CHICAGO, ILL,

Mr, Oga. Mr, Chairman, my name is W. R. Ogg, representing the
American Farm Bureau Federation.

I have here a statement which President O’Neal requested me to
present to your committee. It will only take about b minutes to read
1t, and in order to conserve the time of the committee I would like to
ask the privilege of reading it, if I may, as it states the views of our
organization on this bill,

he Cuarrman, All right.

Mr. Oae. The American Farm Bureau Federation commends the
work of the Congress in the preparation of a national-defense revenue
measure. QOur organization will continue to give our support to
patriotic and nonpartisan legislation of this character.

Tollowing the introduction of the original national-defense bill,.
H. R. 9966, I transmitted by telegram on June 3 to Senator Harrison,
chairman of the Senate Fiance Committee, and to Congressman
Doughton, chairman of the House Ways and Means Committee, a
resolution of our board of directors adopted thst day in Chicago,
stating our position relative to this matter, copy of which I should like
to incorporate in the record.

{The resolution referred to is as follows:)

Curcago, June 4.~-The board of dircetors of the American Farm Bureau
Federation, in session here today adopted the following resolution and sent
it to Chairman Pat Harrison and R. L. Doughton, of the Senate Finance Com-
mittee and the House Ways and Means Committee:

"We wholoheartedly support steps being taken by the President and Congress
of the United States to strengthen our deisnses in the present emergenc{. We
recognize that this will impose new burdens upon the finances of this country and
feel that the farmers and people of the country will willingly pay taxes that are
levied equitably and expended efficiently for this purpose. W}é feel that it is
important that burdens be imposed in accordance with ability to pay and that
adequate tax provision be muée to check all profitecering. Care must be taken
to nvoid further increases in hidden taxes upon our nat%onal consuming power.
The pending measure proposing horizontal increase in all taxes does weigh

rimarily on consumption and upon low-income members of the community.

ccognizing the difficulty in preparing a comprehensive and equitable tax measure
to meet the expenditures that will be required we recommend that stegs be taken
to adjust the national debt limit as required by the cinergency and that a con-
gressional joint committee immediately be constituted with instructions to for-
mulate at the earliest practical date equitable and adequate legislation to cover
these and future expenditures for national defense. Sound legislation prepared
by this committee will receive our patriotic support.”

Mr. Oga. (continuing). As indicated in this telegram, wo felt that
the proposal for a horizontal increase in tax rates, as contemplated
in the bill as originally introduced, would be unwise because it placed
an undue share of the burden upon the low-income groups. I am
glad to note that the bill has since becn very materially improved.

In tho bill as originally introduced, about two-thirds of the proposed
additional taxes consisted of consumption taxes and about one-third

-wore based primarily on ability to pay. In the bill as it passed the
House, approximately $624,000,000 would be raised by income taxes,
estate and gift taxes, and approximately $380,000,000 would be raised
from consumption taxes. -

This adjustment in the tax burden more nearly to a basis of ability
to pay is commendable, Wo approve the broadening of the income
tax base. Our organization hes advocated this for many yoears,

-
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The increase in the total amount of revenues to be raised by tax-
ation from about $600,000,000 to a little over $1,000,000,000 is
likewise commendable. It accords with the growing need for revenue
to meet not only our national defense requirements, but urgent do-
mestic needs.

While we urge the passage of a bill at this time, we would like to
mako the following recommendations with respoct to this bill:

1. We are especially concerned over the heavy imposts on specific
commodities, most notably tobacco and gasoline. Since these taxes
without exception, are passed on to the consumer or back to the pro-
ducer, they are not ordinarily resisted by manufacturers and refiners.
It becomes the responsibility of producer and consumer groups to
warn against too heavy reliance on these levies, so long as our national
fiscal problem is one of raising revenue rather than reducing consump-
tion, We belicve it is unwise to extend excise tax levies for 5 years
ahead, in this temporary emergency tax bill.

We recommend that the tobacco taxes not be increased by 16%
percent, as proposed in this bill,

In tho case of tobacco, it is to be noted that present Federal taxes on
this commodity now yield a total of approximately $580,000,000, as
comlmred with a total cash income to farmers from this commodity,
totaling on the average only $269,000,000 (1938 crop). We would
also draw attention to the extremely scrious situation now facing
tobacco producers as the result of the sudden loss of the great portion
of their export markets. It was necessary last autumn for the Com-
modity Credit Corporation to come to the rescue of the tobacco

owers, and the situation during the present crop year promises to

e worse, rather than better.

2. We regret that no provision has been made in this measure for
taxation of excess profits, in particular the excess profits arising from
production of and specuiation in war commodities, We feel this is
of vital importance and we hope that Congress will take steps to
formulate proper logislation to this end.

3. We oppose the proposal which has been made in some quarters
for & horizontal 10 percent reduction in all present appropriations.
This method of cutting expenditures we feel to be arbitrary and un-
wise. It is one which may seriously handicap cortain departments
of the Government in meeting problems which have arisen out of
the war emergency. We will %ive our support to sound measures of
economy, but feel that especially at this time it should be on a careful
and selective basis.

As expressed in the telegram to which I have referred, we believe
that Congress also should immediately underteke a comprehensive
revision of our revenue laws to provide for national defense and
domestic needs so as to assure a sound fiscal policy and an equitable
distribution of the tax burden. In formulating such a tax program,
we feel that primary reliance should be had on taxes based upon
ability to pay, such as income, inheritance, gift and excess-profits
taxes, and that care should be exercised to avoid undue dependence
upon consumption taxes, the effect of which would be to burden
unduly low~income groups who make up the greet mass of consumers.

While the present measure relies less heavily on consumer taxes
than the original pmf)osul for a horizontal increase, nearly 40 percent
of the estimated total revenue will still come out of consumer expendi-
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tures and will fall with greatest weight upon small incomes. We
feel that such taxation checks the increpse in total national income
that is urgently needed al this timne, while making more difficult the
problems of post-war readjustment. The latter will be difficult,
indeed,if we find our nationalincome strangled by a heavy system of con«
sumer taxation, while large untaxed incomes flow into idle pools of
saving. Our organization will oppose further increases of consumer
taxation until such time as income taxes have been put far above
present levels.

In conclusion, we wish to reiterate our belief that farmers and all
other groups of citizens stand ready to make any necessary sacrifice
in support of measures for national defense and to bear their equitable
share of whatever additional taxes are needed.

Thenk you very much.

The CuairmaN. Mr. Davis, I understand you want to read a
letter from Mr. Steinberg on behalf of the National Retail Liquor
Package Stores Association, Inc.?

STATEMENT OF MANUEL J. DAVIS, PUBLIC RELATIONS COUN-
SEL, NATIONAL RETAIL LIQUOR PACKAGE STORES ASSOCIA-
TION, INC., WASHINGTON, D. C.

Mr. Davis. That is correct, and I mi%ht state that I am just
as willing to have the letter written into the record rather than read
it in, in order to expedite matters. .
The CuarirmaN. Thank you, and it will be included in the record.
(The letter referred to is as follows:)

NATIONAL RETAIL Liquor PackageE STorES AssoclaTion, Inc,
Washington, D. C., June 18, 1940.
Senator PaT HARrRtsoN,
Chairman, Senate Finance Commiliee,
United States Senate, Washington, D, C.

DEeAnr SENATOR Harmison: H. R. 10039, a bill introduced in the House of
Representatives by Mr. Doughton, provides for the expenses of national pre-
paredness by raising revenue and issuing bonds, to provide a method for paying
for such bonds, and for other purposes.

This bill is designed solely to raise such funds as the administration feels ig
necessary to meet its preparedness program. The National Retail Liquor
Packase Stores Association, Inc., comprising of over 32,000 retall liquor package
store dealers throughout the United States, for off-premise consumption, is
wholeheartedly in support of this bill and any other bill which the administration
and Congress may deem necessary in the protection of our country. The mems-
bers of the association are proud to be able to play such an important part in
enabling this country collect the necessary funds to meet this emergency program
and at the same time are undertaking an extensive program to educate the publie
to the end that the bootlegger will be destroyed and the taxes rightfully due and
!I?rthcoming to the Government of the United States will be collected into its

TEeAsury.

Section 213, distilled spirits, set out in paragraph B on page 23, provides for the
increase in the tax on distilled spirits of $0.75 on each proof-gallon. In the
drafting of this section it became very ovident to the Ways and Means Com-

- mittce that some provision must be provided for in order that the small inde-
pendent retailer may not be destroyed in the intorim between the effestive date
of the tax and at such time as they can readjust the price levels, In furtherance
thereof, the Ways and Means Committee, in executive session, wrote a provision
into the bill providing for an exemption of 100 wine gallons on the floor stocks of
théaa ﬁota!l merchants, It should be noted that this exemption merely applies to
retailers,

It is readily understandable that the small merchant operating & package store
in the United States cannot afford to pay this large sum of money unless a floor
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tax exemption is herein provided for. A retailer’s busincss is small and taking
into consideration the State and city taxes which he pays in addition to the
Fedoral tax, it is impossible for him to pay such a large sum of money if a floor tax
exemption were entirely overlooked.

The retailers throughout the country are agrecable to any reasonable proposi-
tion which will bring relief to the small independent merchant. They are more
than pleased that the Ways and Means Committee realized the condition of their
business and provided an exemption in the bill.

We appreciate the fact that the Senate Finance Committee is cognizant of our
problem. It should be noted that the Congress of the United States has never
reported out a bill, wherein, a spirit tax was raised that they did not provide for a
floor-tax stock exemption for the retail trade.

We are hopeful that you will give this matteyr the attention which we believe it
deserves in the light that the retailer may receive the exemption so necessary to
the condition of his business. .

Very truly yours,
WiLLtaM STEINBERG,

The CuairMaN, Mr, Marsh, yesterday you were not present and

some others were not present whom we have heard since then, so we

will hear you this morning. I wish you would be as brief as possible,

STATEMENT OF BENJAMIN C. MARSH, EXECUTIVE SECRETARY,
THE PEOPLE’'S LOBBY, INC.,, WASHINGTON, D. C.

Mr. Marsn. I will be very brief,

I want to apologize to the committee for my misunderstanding of
the appearance on gesterdny, and I want to ask the protection of the
conlllmittee for the first suggestion that I am going to make, and that
is this:

That people in my class should pay two to four times as much Fed-
eral income tax as we do pay, including every blooming lobbyist in the
clilt.y of Washington, and I am going to give you the reasons, as I sce
them.

Our democracy has proceeded upon the assumption that you could
arrive by merely postponing the deluge. Our tax policy is an illus-
tration. Totalitarian governments are the result of the failure of the
efficiency of democracy, or of democracy to be efficient.

I want to give you a few ﬁ%ures showing how this House bill does
not begin to tax incomes, and I am going to make a comparison of the
total income taxes under the House defense bill for a married man,
without dependents, and such & man in Great Britain with one
dependent.

On a $2,000 income here, no income tax; in Britain, $171.25; on a
$4,000 income here, $70.40; in Britain, $796.25; on 2 $6,000 income
here, $149.60; in Britain, $1,421.25; and on & $8,000 income here,
$316.80; in Britain, $2,171.25. :

Up to the $8,000 in Britein, approximately 10 times as much is
paid in the direct income tax for the classes I have mentioned, with
this distinction that there the married couple hes one dependent, here
it doesn’t have. When you come to the $8,000 income, you will
notice that it is only about 7 times as much in Britain as here.

The wealthy are evidently not afreid of Hitler’'s annexing the
Western Hemisphers, or they would be insisting they be taxed as the
British are. To me that is about the most reassuring thing regarding
the safety of America, the complete failure of the wealthy to ask that
they be taxed for national defense. When they start gotting scared,
I am going to get scared, too.
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Real defense of the United States can be achieved only on practicallfr
a pay-as-you-go basis. And as I sce Senator La Follette here, I recall
that in the World War when his father was on the Senate Finance
Committeo, I appeared and advocated what I am going to advocate
now, and every yeer since when you have had hearings on taxation,
and, gentlemen, I hope you won’t put off until tomorrow the writing
of a definite and thorough-going tax bill. '

I noticed this in the New York Times, the first column—I won’t
read the New York Times—but here are three lines: )

“Congress to stay in Capital in fear of new war crisis,” stating that
the leaders have given up the plans of adjourning. I hope you will,
gentlemen, because I don’t need to tell you that we have lost the
war on poverty, and unless we reorganize our country on an efficient
basis we are going to fail to defend our country against enemies of
poverty here or any aggression from abroad.

Don’t get mad when I suggest that the Democratic platform tax
lank should be resurrected for the duration of the defense program.
hat was an admirable tax plank in 1932, in the 1932 platform,

thoroughly untouched to date.

Senator Kina. You particularly refer to the plank of the platform
plciclilgin to reduce the taxes 25 percent, don’t you?

r. Mansu. Well, I have got so used recently to having the
administration promise two utterly contradictory things, and simul-
taneously to be carried into effect, that I have not been surprised
any more. But I refer to the pfedge to balance the Budget by
taxation based on the principle of ability to pay, and it can be done.
We might as well faceit. You can’t win any war by simply protecting
the property classes.

Under the. House bill, as I understand it, only about $70,000,000
more will be obtained from the corporation income taxes and
$252,000,000 more from the personal income taxes. The corporation
tox should yield at least $250,000,000 more. Now that seems a low
figure, but I am quite sure that the administration is planning, which
I think is very wise, to keep down profiteering prices, and I think it is
necessary, for United News charges that one reason for the failure of
the Allies to date is that they couldn’t get the material which their
buying commissions came here to get, because they were charged such
exorbitant prices.

If you want me to read four or five lines on that, I will do so.

The CHairMAN. No; that is not necessary,

Mr. Marsn. If they don’t maintain prices and prevent high profits,
then they should raise $1,000,000,000, at least, through the profits tax;
and the individual tax should raise at least $1,500,000,000 more, with
the present national income. The Treasury Department can give you,
in about a week, I understand, maybe a couple of weeks, certainly
before the Democratic Convention is over, the rates necessary to yield
these amounts. .

Third, we recommend in addition to these progressive taxes on

“incomes, personal and corporate, an excise tax on the privilege of
owning land, based on the value, with a small exemption which would
exclude the little-home owner and the little farmer, but would make the
Morgenthaus and the Astors and the Roosevelts pay a lot more tax
on their land. .

Senator Grorge. Down my way, we pay a tax for the privilege of
owning land.

-
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Mr. Magsn, It is strange that you haven’t attractod moro people
from up North, then, Such a tax would yiold $250,000,000.

"The House tux bill compels families with incomes under $2,500 to
pay most of tho additional revouue to bo raised, und the Govermnent
will borrow aimost all from families with incomes over $3,000.

Of course, wo hope you will repenl tho tax-exompt feature, I
think you will havo to make it retroactive, and take a chance, 1 am
])rebt?' sure the Su;n'omo Court is well enough housebroken now
Pm}r itor] so that they would entirely uphold any such emorgency

ogislntion, and lot moe add that I own some tax-oxempt bonds, and [
want to be taxed on them,

I would like to file, if you will pormit me, o short statomont orn
f‘thmt the incomo tax could yield,” by Congrossman Hill of Wash-
ington,

g‘Im Cramman, All right.,

(The statoment reforred to is as follows:)

Wuar 7HB INcomr Tax Coulb YieLp

Fxtension of Remarks of Hon, Knuto Hill, of Washington, in the House of
Ropresentatives, Tucsday, March 5, 1040

RADIO ADDRESS BY HON. KNUTE HILL, OF WASHINGTON

Mr, Hitu, Mr. Speaker, under leavo to extend my remarks in the Roecord, I
includo the followin% radio addross whioh I delivered over tho Columbia Iroad-
casting Systom at a luncheon of the Peogle’s Lobby, March 2, 1940.

“During these early days of tho month of March a groat many of us are on-
gaged in making out our annual incotne-tax roports, It may scem rathor strange
to some whon I say that this is ono of my ploasant duties,” In theso days of so
much unemployment and distress, T for one, am certainly thaukfut that I am per-
mitted to earn an income on which to pay a tax. Taxes should bo lovied on the
basis of ability to pay and benofits received. It takes money to run a complex
modern government; and we who roceive the benefits and protection of that Gov-
ermment and havo the o;g)ortunity of carning an income becauseo of the oxistence
and functioning of that Government should be glad and willing to bear our share
of the expense in connection therewith, ‘To thoso who aie disposed to complain
may I call attention to income taxes paid in Great Britain:
¢ “TAn Englishman with a wife and ono child will pay in income taxes this year as
ollows:

“Income:

1,421, 26
2,171 25

“Statistics are rather tiresome but lot me just briefly outline the situation in
the United States:

“Figures recently reported by the Treasury Department on personal incomes
for 1958, and Treasury data on corporation profits, show that the ¥ederal Govern«
ment could get at least two to two and a half billion dollars a year more than it
does, from taxes on personal and corgoration income,

“The Treasury roports that in 1938, almost 3,000,000 taxable incomes were
reported, with a total net income of ahout twelve and two-thirds billion dollara.

“Upon this enormous income the total Federal income tax, and surtax was
onl:y 765,000,000, an average of $2565, or 6 percent.

“The average income of these nem‘lﬂ 3,000,000 individuals was $4,215.

“I¢ these 3,000,000, who received the major part of rent, interest, and profits
paid in 1938, had paid an average of about $700 more in income tax and surtax,
they would still have had left an avermie of about $3,600—which was nearly
three-quarters more than the average famlly income in 1938,

“This would have given the Government & l'ttle over $2,000,000,000 more than
it got from income taxes and surtaxes in 1938,

§
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“Of course, under our sgutmn of progressive Incomne taxes and surtaxos, people
with ineomes undor $56,000 would not pay mueh more income tax, not over $100
to $150 more at thost, while those with incomes of ever $10,000 could pay $1,000
to $560,000 more than they do.

“In 1038 almost 176,000 peo&vle reported net incomes of over $10,000 with a
total of $3,087,000,000, upon which thoy pald just under $026,000,000 in taxes,
After puying theso taxes thoy had left $2,000,000,360, an averagoe of $13,433.

“Ti 1936 tho roporting corporations patd In e¢ash and stock dividends over seven
and a half billion dollars.  In 1930, 3,068 companies paid $3,241,000,000 in divi-
dends,  In 1080, 3,239 companios puald $3,608,000,000.

‘I addition to these huge dividend paymonts, the surplus and undivided income
of corporations, estimated on their reports for 1036, are about $50,000,000,000,

*I'bis v more thun thoe total national debi, upon which the interest payment
alone, next year, will he $1,100,000,000,

“Fvery year abont 20,000 people get nearly one-third of all dividends pald, and
thoy also have rights to about onc-third of the $50,000,000,000 of corporation
surp]us and undivided profits,

“0n the basis of Britikh income-tax rates, weo could raiss nearly $3,000,000,000
more in fneome taxes than we do, through the personal and corporation income

{ax.

“Iaday the Natlonal Government ralses nearly three-fifths of fts income by
taxes which fall heaviest on those least ablo to pay.

“You are probably asking yourselves why Congress doesn’t change this tax
aystem, now, and tax according Lo ability to pay. i'he real reason is that thoso
who could anda «hould %;y are orp()sml to it.

“Jvery progressivo Member In both branches of Congress, and in all parties
represenfod, want Congress to do this,  No individual Meniber, however, and
no stnall group of Meinbers ean force this,

“Under the Constitution all revenue bills, that is, tax bills, have to start in the
House of Represuntatives, That means the House Comtuitteo on Ways and
Means has to have hearings on amending the present revenue act.  The chairman
of the committeo I8 the Honorable Robert 1. Doughton, H enough people will
write him, urging that hiy committee hold hearings, and get their Representatives
to algo axk him, the hearings can be held.

“lnless incotne-tax rates are raised, nceded retief and farm-aid must be cut.
"I'he American people must make themselves heard on this question in Washington.

“We must revise our outinuded tax systent so as to place the burden of taxation
on those best able to pay and in sueh a way os to mnake collections certain and
ccononical audJ lastly, to raisc enough revenue to run our Government and
retire our debt.’

Mr. Marsn., And I would also like to file an article on “Income Tax
Deductions,’’ because I hope }vou will ropeal all these inercases in con-
sumption taxes. The little fellow who can’t deduet one penny or one
dollar before he pays sales tax, and these consumption taxes, and those
who filed incomes made deductions of $1,600,000,000—it is a short
article and I think it would be helpful.

The CuatrMan, It may be incorfporatcd.

(The statement referred to is as follows:)

Income Tax DEDUCTIONS

The Bureau of Tnternal Revenue reports that for the year 1937, the total net
income of the 608,575 persons, not families, reporting net incomes over $5,000,
was $8,816,000,000. :

i Their total deductions were $1,800,200,000, or about one-fifth of their total
ncome.

Of these deductions, $431,600,000 were taxes paid to State and local govern-

- ments, but that still gives one and one-quarter billion dollars deductions for some
500,000 families—which is a lot. .

Suppose you have an mcome of $2,000 a year, and a wife and three minor
children—or even only two—and have to pay $400 a year rent. .

You don’t get any deduction for that rent, even though 3150 of it is texes—
which of course you pay In your reat,

The Bureatu of Internal Revenue shows that in 1937, 57 percent, nearly three-
fifths, of the aggregate income of those having over $5,000 incomes, was from
ownership or control of property. )

.
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They didn’t necd heavy deductions, but got them,

There are no dedetions before paying sales taxes and other consumption taxes—
which amount to three-fifths of all taxes collected by Federal, State, and locat
governments,

The 49 persons receiving in 1937, incomes over $1,000,000 had a total income
of $85,400,000, and deductions of $18,300,000, and had left on the average, after
paying all taxes and deductions—$1,369,390.

tockholders got a much bigger cut of the national income in 1937 also.

In 1933 they got 4.9 percent, and in 1937, 7.2 percent.

Stockholders’ share of the national income in 1937 was 47 percent, nearly half,
larger than it was in 1933.

merica has about $6,000,000,000 of involuntary unemployment, and poverty
due to taxation of poverty, instead of taxation of land valucs, incomes, and estates,

No—we can’t blame either Hitler or Stalin for that—just our fool selves.

Mr, MarsH, I thank the committee for its courtesy.

The Crairman. All right, thank you. i

Senator King has been requested by someone representing the
moving-picture industry to give them an opportunity to be heard.

Mr, Pettijohn.

STATEMENT OF CHARLES C. PETTIJOHN, GENERAL COUNSEL,
MOTION PICTURE PRODUCERS AND DISTRIBUTORS OF AMERICA,
INCORPORATED, NEW YORK, N. Y.

Mr. Perrisonn. Before submitting to you what we believe to be
a practical and economically sound plan for producing revenue slightly
in excess of what has been contemplated, may I very briefly call your
attention to a very serious situation confronting the American motion-~
picture industry today. I say “slightly in excess,” gentlemen. That
may sound strange, but in distributing it in what we beliove by past
experience, not what might happen but what has happened before, we
find that we do have in excess of what was originuli)y contemplated
under the bill which has passed the House.

Senator Kine. That is, you are advocating——

Mr. Perriionn (interposing). More money, but easier for us to
raise, briefly putting it in that form.

Up to the present moment our industry has lost approximately 75
percent of our foreign markets, which amounted, in normal times, to
about 40 percent of our total gross revenues. In addition to the loss
of that revenue we are faced also with the absolute necessity of keeping
up the quality of our produet, making it better, if possible, and more
attractive to our customers, just as we have done year after year.

Also we must keep the price of that product within the reach of
every man, woman, and child in the only markets we have left., We
must keep alive and open every theater in every city, town, village,
and hamlet in the United States. These theaters are more of a
necessity today than they were 6 months ago,

They have a moral value and did have once before.

It is my sincere belief that there is not a single individual in any
branch of the motion-picture business who is not ready and willing
to do his bit to help your committee meet not only the present crisis
but eny future crisis, and we anticipate in this schedule that there
may be additional moneys asked for, possibly next year, or the year
after, but we have set up our house in such order that it is much easier
for us to absorb it and meet it and economicelly administer it.

The sole question is how best to do it and keep our industry
economically sound.
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Just a few more words about our foreign problem, What fow
sales still being made abroad are, of course, hampered by rates of
exchange, embargoes, and other restrictions, For instance, Germany
was the first to place restrictions on account of a gold embargo. Then
when Germany annexed Austria, Czechoslovakia, Poland, and now
has invaded Holland, Belgium, Norway, and so forth, the same
conditions prevail. There is no income derived now from those
countries and no one knows what the future may be.

Amgcrican motion pictures are entircly out of Italy. Since the
hostilities of the present war began, France placed an embargo and
England has only a temporary arrangement for this year’s product
only and which permits a small portion of the revenue to be taken
out. In other words, almost wee{ily during late months, our foreign
markets have diminished under the feet of invading armies,

Now, I had no experience in the operation of theaters. I have had
no such experience, don’t know a thing about it. I am speaking
from the production and distribution angle.

The CairMaN. Do you represent the exhibitors?

Mr. Perronn. No; I am going to come to that real quickly.
Sitting here in the front row is Mr. Carter Barron of our own city here
in Washington, who operates a large circuit of theaters; also Mr. S. P.
Skouras, who started with a little theater in St. Louis, and is now
known throughout the trade without any question as not only one of
the soundest but.most efficient operators o' all times, of theaters, and
he is & man who has been very highly successful.

These men have drawn in their own language, and neither of them
are lawyers, & memorandum which is vory brief, and which I would
like to read, and then if the committee would like to have it, I will give
each one of you o copy. I say this isn’t in legal phraseology and that
might prove to be refreshing for once to this commitbee, because it is
based upon their experience that they have had in the operation of all
types of theaters, and in my honest opinion it is absolutely and
accurately o reflection of the real problem that confronts us. This
memorandum, and it is brief, reads as follows:

Sixty million dollars in Federsl taxes from the motion picture theaters of this
country, instead of the twenty-five millions anticipated by the Government in its
now revonue measure, is the suggostion in this plan, with the hope that it will be
seriously considored.

The prosent tax bill H. R. 9066, proposes to reduce the tax cxemption now
starting at 41 cents, down to 31 cents. It is cstimated, to incrense Federal
revenue from motion picture theators from about $9,000,000 [i)resently veturned,
to a potential $25,000,000. Under the proposal here outlined the Federal Gov-
ernment will collect from the very same source approximately $60,000,000 each
year,

To bring about such a return we recommend that the tax bill, as
it affects motion-picture admissions, embody this schedule: Up to 9
cents, no tax; 10 cents to 25 cents, 1 cent on each admission ; 26 cents
to 49 cents, 2 cents on each admission; 50 cents and up, 10 percent
as is currently in effect.

T'his schedule will yiold approximately 60 millions in taxes, based on
an estimated 80,000,000 to 85,000,000 admissions nationally oach
week, on a conservative estimate of 1) cents tax per admission.

Various estimates, based on various cross-section groups of theaters

roduced very similar results, indicuting that the United States

opartment of Commerce is accurate in their statement that the

241705—40——10

-



142 REVENUI ACT OF 1040

avorage price of admission to motion-picture theaters in the United
States is somewhat between 24 and 26 cents. It therefore becomes
apparent, that under the schedule submitted herewith that approxi-
mately one-third of the revenue would be derived from those paying
an admission of 25 cents or less, and two-thirds from those paying in
excess of 25 cents,

There is a vital question of economics involved that cannot be
unheeded. When the present 40-cent tax level was made law, there
were about 2,500 thenters charging 40 cents or more. Because of
that law there are today less than 150 theatérs charging 40 conts or
more. Why?

Becauso ours is a highly competitive business, A theater charging
45 conts when that becnmno law, was faced with the need of chargin
50 cents so that the tax could be absorbed. Theater oporators founc
that business would be vitally affected. So a goneral practice came
into being and that 45 conts admission was reduced to 40 cents. Thus
theater attendance was sufficiently increased for awhile to absorb
what would have been decreased attendance. But the Government
lost revenue. Yet the industry suftered, too,

A reduction of the tax level to 30 cents will unquestionably revive
this wave of price-cutting. Precisely what happened in 1933 is certain
to prevail again. Theaters now charging 35 and 40 cents will drap to a
30-cent admission. Similarly, to meet this competition smaller
thoaters will drop to & quarter, with correspondingly lower levels on
down. This means still(‘oss revenue for the Government, and unsur-
mountablo set-backs for the industry, Prices now in effect are at
their lowest possible level; they cannot be reduced. The industry
cannot stand these further inroads.

The motion-picture business is not a domestic business. It is an
international business. Its market is world-wide. Its production
costs are based on world-wide distribution. Before the present march
of hatred and destruction abroad, 35 to 40 percent of our total revenue
came from abroad. Today that foreign market and revenuc are virtually
nonexistent. Tho swiftness with which Europe, as we know it, 13
vﬂnis:illing bodes an almost complete annihilation of our markets
abroad. .

Thus we must stabilize our American market. A reduction of
admissions will immediately call for fewer and less expensive pictures.
This in turn foreshadows curtailment of personnel. It also means a
poorer quality of product. It means, too, that our Government will
face severe losses in income taxes from this importent industry,
Neither the film industry nor the Government can conscientiously
sanction a plan which 18 economically unsound. Particularly so
when the industry stands ready with a sound, practical Y]an.

Senator BaiLey. How much more than the House bill?

Mr. Perrisonn. The difference between $25,000,000 and $60,000,-
000 per year.

A plan which serious minds of the industry believe to be sound;
a plan which provides the Federal Government $25,000,000 more
each year than H. R. 9966 proEoses to get, and a plan that will main-
tain and perhaps improve the present economic position of the
business itself.

We submit this plan, with the knowledge that among its virtues is
that it will erect a Maginot Line against the toppling ot this business
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for the little-theator owner who above all cannot afford reduced
admissions, The smaller operator works on a limited budget. And
a limited margin of profit. Unlike the large theater which can hope to
retrieve loss of revenue through reduced admissions by lur%or soating
capacities, the littloe fellow cannot have this hope. His business is
gaged by an admission lower than that of larger theaters. Force
the larger theaters to reduce prices and you forco the smaller operator
to meet that competition. For him that is economic suicide.

Incidentally, if it should not be found practicable to adapt this
schedule to forms of admission other than motion-picture theaters, it
might be adopted for motion-picture theaters only because of loss of
revenue to the industry from foreign markets with which no other
forms of admissions are faced today. In other words, this formula
will brin%to the Government more revenne than the present schedule
adopted by the House on Junc 11, will help the motion-picture indus-
try to maintein its present cconomic structure, in the face of all of
its prosent difficulties. It will bo of particular service to the small-
tow? theaters, whom the industry must keep in business in times such
as these.

Senator Rapcuirre. Is it your opinion that the House bill would
cause a reduction in the rates?

Mr. PerrisonN. Yes.

Senator Rapcrirre. And that your suggestion would not cause any
reduction but thero might be an increase along certain lines?

Mr. PerrorN. May 1 be perfectly frank about that, Senator, and
very brief?

‘e have for f’eurs been selling & Rolls Royce in & theater at the same

rice as we sell our Fords and Chevolets—the admission is the same
or a knock-out picture as it is for & cheaper production. We cannot
base the success of a picture on the costs of production. A picture
which costs $300,000 may be worth three times as much as a picture
that costs $800,000. We can’t base it on box-office value because we
do not know that until after the picture has been out for some time,
We are confronted with difficult economic problems.

It is like Rembrandt Jminting a picture. He may paint a very
large one on the wall, and take a lot of time, and he may paint a very
small picture, and the small picture may be worth a great many
more times what the large picture is.

And that has been true in this case. You can’t anticipate that.
N obod}' tries to make a bad picture,

But I do say this, this is one thing we want to avoid and wo are now
faced with doing something we never had to do before, because of this
loss of the foreign market. =~ We are going to be forced, gentlemen, and
this I say to you in all frankness—there may be a diffarence of opinion
in it, but watch and see if I am not right—we are going to be forced to
take our 12 to 15 best outstanding pictures each year, and we are
going to have to charge more money for them than we do for what you
. call “horse oporas,” the western pictures and the cheaper grade of
pictures.

Now, don’t think I am stating anything wrong about David sela-
nick, because the Senator and some of the others on this committee
know that I was his father’s lawyer, and practically raised the boy.
He was like & brother to me. He made Gone With the Wind and it
was a great picture, and the public did give $1.10 to see it,and the



144 RIZVENUE ACT OF 1040

theater mon did give up 70 percent of their gross for it. But, gentle-
S { , .

men, wo can’t run tho picture business by charging the public $1.10,

we have got to hiave the best pictures we mako every year going to the

smallest theater in the land, in tho smallest village, town, and hamlet,

and that is the biggest thing about our business today.

Give us 10 Gone With the Wind’s next ycar, and wo won’t worry
about any of these taxes, but they come only once in o decade, we
ean’t depend on them.  We have got to faco this problem and there are
some men in our business, there are some goo& businessmen in our
business who face these economic probloms logically.

We nsk you only to give us a tax program that is cconomicelly
sound, and we anticipate now—I will say it to you very frankly—
that maybe wo will be asked to go still further, but we will have the
structure built that will permit us to do it in an cconomic and o
sensible manner.

Senator Kinag. You are absolutely sure that this will give to the
Government a great deal more than under the House bill?

S Mzr. Prrrisoun. Yes; and I have submitted my figures to Mr.
tam.

The Cuairman, Mr. Pettijohn, would you mind talking to the
Assistant Sccretary of the Treasury in charge of these mattors?

Mr. Perrisonn. That will be a pleasure.

The CHAIRMAN, Because in considering this matter we will have
to seck tho views of tho Treasury.

The Cratrman. For the information of the committee, I wish to
have incorporated in the record certain letters, telegrams, and briefs
addressed to the chairman by Mr. Fred A. Caskey, general counsel,
Distilled Spirits Rectifiers, Inc.; Mr. Henry F. Long, commissioner of
corporations and taxation, State of Massachusctts; Mr. Lee Pressman
reneral counsel, Congress of Industrial Organizations; Mr, Noel
Sargent, sceretary, National Association of Manufacturers; and Mr,
Richard A. Staderman, president of the American Good Government
Socicty. In addition, I wish to incorporate in the record a letter
addressed to me by Mr. J. E. Savacool, vice president and comptroller,
Mack Manufacturing Corporation, Long Island City, N. Y., which
communication was ﬁanded me by Mr, John E. Walker, an attorney
of Washington,

(The letters, etc., referred to by the chairman are as follows:)

LeAGue oF DisTiLLep Seirits RecriFiers, Inc.,
Washington, D. C. June 13, 1940.
Hon. Pat HaARrrisoN,
Chairman, Senate Finance Commitlee, Washington, D. C.

Sir: The League of Distilled Spirits Rectifiers, Inc., is the national trade asso-
ciation of the independent rectifiers of distilled spirits. Obviously leagie mem-
he‘?t are vitally interested in the bill H. R. 10039, now pending before your com-
mittee.

At the outset we desire to state most emphatically that it is not the purlpoae of
any member of this league to shirk the obligation which he owes to bear his just
proportion of the additional tax burden, which we appreciate must be imposed at
this time in order to meet the national emergency. 81\ hehalf of the members of
the league I wish to state that we are in entire accord with the provisions of the
bill as they now stand.

Section 1650 of the bill proposes to amend the Internal Revenue Code so as to
provide for a supertax for 5 years by increasing the present rate of excise taxes
with respect to 43 different items listed in said seotion. Tt is proposed inter alia
to increase the occupational tax now imposed upon rectifiers under section 3260
(f) (1) of the Internal Revenue Code from $100 and $200 to $110 and $220 per
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annuin, or an inerease of 10 pereont. ‘This proposed increase is in line with the
increases proposed in the eases of the other items listed in section 1650, and no
objection whatever is noted with respect to this proposal. On the contrary, the
members of this league are in entire harmony with the proposed increase, since
the tax burden js falrly distributed atong the taxpayers affected.

Scetion 213 of the bill proposes to inerease the tax on distilled spirits generally
from $2.26 to $3 and the tax on brandy from $2 to $2.25 per proof gallon, No
objection whatever is noted with respeet to these proposed increases in tax. Both
the tax on distilled spirits generally and the tax on brandy will be passed on to
the rectifier when he purchases these basic commodities for use in the manufac-
ture of his products, These taxes will be borne by the distiller and the reetifier
alike, and the com‘mtitive position of these two branches of the industry will
not bo affected by the proposed increases.

Section 14 of the original House bill, H. R, 9966, contained a provision under
which it was proposed to increase the rectification tax of 30 eents per proof gallon,
now imposed by section 2800 {a) (6) of the Internal Revenue Code, to 40 cents per
yroof gallon. 'T'his provision was striken from the hill by the House Ways and

cans Committee.  We submit that any increase in the reetification tax over the
30 cents per proof gallon now provided by law would result in an unjust diserimina-
tion and unneccessarily penalize the members of the rectifying industry,

In order that our position may be elearly understood it is necessary to roview
briefly something of the history of the internal-revenue texes heretofore imposed
upon reetifiers ag “occupational” taxes and as “gallonage’” taxes on the praducts
of rectificution. A so-called occupational tax on rectificrs of distilled spirits was
firgt imposed by scction 69 of the act of July 20, 1868, and the tax on its present
form was imposed by scction 1 of the act of April 10, 1869. This is the tax which
we have already referred to and which it is proposed to incrense in section 1650
-of the bill,  As heretofore stated, no objeetion whatever is voiced with respeet to
this proposed increase,

The first tax on the production of distilled spirits became effective on August
1, 1862, and the rate of tax on the production of distilled spirits has fluctutaed
widely, as indicated by the following schedule:

Aug. 1, 1862 to Mar, 7, 1864 ... e e
Mar. 7toJuly 1, 1964 .. _.o._._..

July 1, 1864, to Jan. 1, 1865 ... .__._

Jan, 1, 1865, to July 20, 1868__ . . e
July 20, 1808, to June 6, 1872
June 6, 1872, to Mar. 3, 1875
Mar. 3, 1875, to Aug. 27, 1894
Aug. 27, 1804, to Oct. 3, 1917
Oct. 3, 1917, to Feb, 25, 1919:

Basic rate. o o 2.20

Withdrawn for DeVerage Use. - - oo v oo eceecmccemmecmaean 3.20
Feb. 25, 1919, to Jan. 1, 1927:

Basic ratC oo oo e e eecmaccaeae 2.20

Withdrawn for (fromn Nov. 23, 1921, if “diverted to”) beverage use... 6. 40
Jan, 1, 1927, to Jan. 1, 1928:
BASIC PALC - o - o o oo oo e e c e e cccmeamcnaceen
Diverted t0 DEVOrage USe. o - o o oo e dccm e emamman
Jan. 1, 1928, to Jan. 11, 1934:
Basie rate. . i e ccmaaeimemccaeaaaan
Diverted to beverage use {p
Jan. 12, 1934, to June 30, 1988 . e
July 1, 1938, and thereafter_._. ... . ..__..

From 1869 no tax was imposed upon rectifiers of distilled spirits other than the
oceupational taxes of $100 or $200 per annum, depending upon the quantity of
spirits rectified, until the War Revenue Act of October 3, 1917,  Section 304 of the
latter act imposed a tax of 15 cents on each gallon of distilled spirits rectified,
purified, or refined in such manner that the person so operating would be a
rectifier within the meaning of section 1 of the act of April 10, 1869 (now sec, 3250
(f) (1) of the Internal Revenue Code). The so-called gallonage tax on the act of
rectification was, therefore, in its inception an emcrgeney war revenue measure,

It will be noted that section 300 of the War Revenue Act of October 3, 1917,
also increased the tax upon the production of distilled spirits to a basic rate of
$2.20 per gallon, or $3.20 per gallon if withdrawn for beverage purposes.
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The act of February 24, 1919 (commonly known as the Revenue Act of 1918},
increased the rectification tax to 30 cent per proof gallon (sec. 605) and also
provided for a tax of $6.40 per prouf gallon on’ distilled spirits in bond, or that
might thereafter be produced or imported into the United States, if such spirits
were withdrawn for beverage purposes or for use in the manufacture or production
of any article intended for use as a beverage. This was the highest rate of tax
ever imposed by the Congress upon distilled spirits for beverage purposes, and the
same tax rate continued until the repeal of prohibition on Decemher 6, 1933,
although under the provisions of some later acts, and during the prohibition era,
the differential between the basic rate and the beverage rate was held to be in the
nature of a penalty rather than a tax (Waterloo Distilling Corporation v. United
States, 51 (8. Ct. 282, 282 U, 8. 577).

Let us consider next the period immediately following repeal of the National
Prohibition Act. Itis significant that in the act of January 11, 1934, section 1150,
the Congress provided for a tax of $2 per proof gallon on all distilled spirits pro-
duced or imported into the United States from and after January 12, 1934, In
other words, both the emergency created by the first World War, as well as the
prohibition era, had now come to a close and the Congress accordingly determined
the fair and proper rate of tax which should applg to the production of distilled
spirits under normal conditions. That rate was fixed at $2 per proof gallon, as
contrasted with the $6.40 per gallon rate inﬁ)oaed by the act of February 24, 1919,
on spirits withdrawn for beverage use. ut nothing whatever was done with
respect to the rectification tax. This tax was born as a war-revenue measure.
It was originally fixed at 15 cents per gallon in 1917, and subsequently increased
to 30 cents per gallon by the Congress in February 1819.  Clearly, this tax should
have been repealed in its entirety, or the rate should have been drastically re~
duced as in the case of the distilled-spirits tax, and many other war taxes, after
the emergency was over. No such action has been taken, however, and the
rectification tax has continued at the wartime peak of 30 cents per proof gallon
specified 1n the act of February 24, 1919.

An _increase in the gallonage tax on rectification at this time, we submit,
would impose an unwarranted penalty and burden upon a relatively small group
of taxpayers who cannot afford to pay any further taxes and continue to maintain
their pogition in competition with the bottlers of straight whisky. The rectifier
has been payingrtaxes at a wartime peak ever since the enagtment of ¢he Revenue
Act of 1918. To add to his burden by increasing the gallonage tax at this time
would result in such a gross inequity that we feel confident that once this matter
is brought to the attention of your committee, the equities of our position will be:
fully apparent and no action will be taken toward increasing the rectification
gallonage tax.

At the hearing before your committee yesterday morning some discussion took
place with respect to “he difforence in cost of production of a blended whisky,
manufactured in part from neutral spirits, as compared with the cost of produe-
tion of a straight whisky. It should be borne in mind at the outset that, from a.
tax standpoint, no advantage is gained by the rectifier who produces such a
blended whisky. For example, under the distilled spirits rate proposed in the bill,
2 gallons of straight whisky at 100 proof would bear a tax of $3 L.r gallon, or $8.
On the other hand, let us assume that & rectifier uses 1 gallon of 100-proof whisky
and 1 gallon of 100-proof neutral spirits in preparing a blended whisky. He
would have to pay o tax of $3 on the gallon of straight whisky used, and $3 on the
gallon of neutral spirits of 100 proof, or a total tax of $6, which is the identical
amount paid by his competitor who produced the straight whisky. It is apparent,
therefore, that there is nothing to equalize between the rectifier and the bottler
of straight whisky from a tax standpoint, ) .

The complaint is made, however, that the producer of the straight whisky is
obliged to pay carrving charges while the whisky is aging and that, therefore, he
is placed at a disadvantage as compared with the rectifier, who uses an amount
of neutral spirits in preparing a blended whiskf', since the neutral spirits do not
require aging. One of the common crrors indulged in by those who advance this
line of argument is that thev invariably add 4 years carrying charges in com-
puting the cost of the straight whisky, although it is a fact of common knowledge
that the vast bulk of straight whiskys on the market today are much less than
4 yearsold, Generally, these same individuals also lose sight of the fact that the
carrying charges on the whisky used by the rectifier in the manufacture of & blend
ave pagsed on to him by the distiller. By ignoring these factors, an entirely
unwarranted cost differentiation is generally presented by the proponents of the
increase in tax. But conceding, for the sake of argument, that there exists a
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difference in cost of production of a so-called spirit blend, as compared with a
straight whisky, and assuming that this presents a proper field for Federal tax-
ation, we submit that such tax should not be in cxcess of the rates now imposed.

It was argued at the hearing yesterday morning that the cost of production and
carrying of whisky was higher today than it was in 1919 and that, therefore, the
rectification tax should be increased. This argument loses sight of the fact that
there is necessarily a corresponding increase in the cost of doing business by the
rectifier. Furtherinore, we most strongly urge that any tax which attempts to
equalize an advantage which one branch of an industry injoys over another by
reason of seientific progress and changes in the art of manufacture and production
of a commodity is not a tax at all, but an unwarranted interfcrence with industry.
We know of no case where a tax on such a basis has ever before been imposed by
the Congress. The measure of the tax should be a reasonable levy for the privi-
lege of engaging in the operations which are the subject of taxation. We submit
that the present gallonage tax of 30 cents per gallon, together with the occupational
taxes of $110 or $220, which the rectifier will pay under the bill, constitute the
very limit of the tpuyment which should be exacted. It is a heavy price to pay
for the privilege of engaging in the rectifying husiness. In this connection we call
attention to the fact that while the rectifier pays an annual occupational tax of
$110, or $220, depending upon the extent of his operations, no occupational tax
whatever is imposed upon the distiller who bottles straight whisky,

A further important feature, which is generally overlooked by these who favor
an increased tax, is the fact that there are a great number of popular blends on
the markeét today which are manufactured entirely from pure straight whiskys
and without the use of neutral spirits. If any of the component whiskys in such
blends are less than 4 years old, they are subject to the rectification tax. Fur-
thermore, there are likewise a number of excellent blends of pure straight whiskys
more than 4 years old which contain some slight amount of blending material,
and these blends are likewise subject to the rectification tax. In addition, the
rectifier who produces cordials, liqueurs, specialties, or cocktails must pay the
rectification tax. It is at once apparent that any argument which might be
advanced with respeet to spirit blends—and that is the only argument that has
been advanced in support of the proposed increasc in the tax—-is entirely inappli-
cable in the case of these latter f)roducts. And yet they are all subject to the
rectification tax, just as is the apirit blend, and they would likewise have to bear
any increase in the tax rate without any offsetting advantage whatsoever. Thir
demonstrates the gross iue(Auity that even now existe in the rectification tay and
which would be aggravated to such a point that the very life of the business of
industry members would be jeopardized if any increase in tax sheutd result,

We have been challenged to show a reason why the rectification tax should not
be increased by 3314 percent at the present time, since the tax on distilled spirits
is hoing increased by that amount. The following table shows the results which
would ohtain if the rectification tax had been adjusted to kec!) paco with the
tax on distilled spirits for beverage purposes, beginning with the Revenue Act
of 1018, which imposed the highest rates on both taxes:

Distilled-

apirits tax Rectification tax
Revenuo Act of 1018 ... ..o .. .iiiiiiiiiaiannnnn $0.40 | 30 conts,
Liquor Taxing Act of 1034 2.00 | 9.8 cents (roduction 692 percent).
Rovenue Act of 1038...... .. 2,25 | 10.4 conts ?nerense 32 peroent;.
R, 003D e inieiiannnanntaiacnvsnnncannnanns 3.00 | 13.8 centa (Incroase 33§ percent),

We think the foregoing figures furnish an entirely adequato answer to the above
challenge, Tf the rectification tax had beon adjusted to correspond to the re-
ductions and inoreases in diatlllcd»sririts tax, the rectifler would be faced with a
tax of only 13.8 cents per proof gallon in I, R, 10030, Instead of that happy
situation, howover, he now pays a tax under existing law of 30 cents per proof
gallon, just as he has always done, ever since the enactment of the Revenue Aot
of 1918, Undor these circumstances, wo submit that there can be no justifieation
whatever for any incroase in this already overwhelming burden,

Respeetfully submitted,

Frap A, Caskwy, General Counsel.
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BosToN, Mass,
Hon, Par HARRISON,

Washington, D. C.;

Finding it impossible to reach Washington to attend the public hearings toda,
and tomorrow am hoping that you will permit me, through this telegram, to call
to your attention the worth whileress of making the revenue bill now before you
temporary until the next session of Comngress instead of having it run for the
period apparently established. Am unable to wire in respect to detail because
discover that bill available to me in print has had many amendments and the
effect of this it is difficult to sense instantly, It does oceur to me that the Federal
Government perhaps more now than ever would desire not to enact a Federal
revenue measure which will interfere with the revenue production of the States
to an unfair extent.

The States are and will be faced with substantial burdens and there are tax
structures developed that will be seriously affected, as I sce it, by the passage of
the new revenue bill.  This is particularly true in respect to Massachusctts where
the tax structure contemplates a completely balanced budget each yecar by inter-
locking the State, its 14 counties, and 351 cities and towns, so that by one supple-
menting the other the ultimate tax bill on property satisfies the cutire govern-
mental requirements of that year, In the process of keeping stable vhis structure
which does not ever permit a deficit or a surplus various subjects as well as persons
have been subjected to a tax either in the form of a property tax or an excise,
The proposed Federal bill cuts into Massachusetts in respect to individuals and
corporations subjeet to the income tax by further invading a source which hecause
of the high rates in the existing Federal revenue bill has already forced the State
to employ supplementary measures for financing its government on the three
layers of State, county, and municipal.

1t scems to mo to be fair that Massachusetts have an opportunity to be heard
before & permanently established or even a tomporarily established structure is
developed other than for the immediate emergency in order that their tax structure
may not bo in danger. The proposed rates scemingly have heon written into the
bill without any regard to the States’ tax structure. While the inroads snd the
effect on Massachusetts will be great in respect to the corporate and individual
income tax, the effect on them in resFeot to the inheritance tax and exclse gonerally
is going to be very severe and it will not be easy to amend so as to give the States
a place in revenue production after the law has been put uﬁon the statute books
?s fproposod by H. R, 9066, which, I understand, is still the number of the bill
hefore vou.

This'is a plea to make this bill if the existing features of it are to bo maintained
only for tho balanco of this period so that the next Congress can have bofore it
for considoration a bill which the Treasury Departmont, I am hopin% will draft
aftor consultation with the States and bring about a result whish wi | bring the
necessary revenuo to tho United States but will not merely for the sako of a small
amount of revenue disrupt the State tax structures and make impotent some of
.their present rovenus measures. The partioular cffcot on the States is going to
be in relation to the exeise on gasoline, liquor, and tobacco. Massachusetts has
a tax on each of those and as it is obvious that tho tax ultimately falls on tho
¢onsumeor ovcr{ tax monsure must be considored in the light of the monetary sys-
tom and existing units used in the purchase of the commodities on which tho
oxolse is lald. Take, for oxample, oigarcttes with the increase proposed in this
now Federal revenue bill,

It will be a very substantial upset of tho normal morchandising of cigarettes
in Massachusotts which now are made availablo to Massachusotts in over-the-
countor sales and through vending machines which of necessity are faced with
the roquiromont of using tho existing monotary systom of the United States.
It will avail the Federal Gavernment but littlo If in tho cstablishmoent of thoso
taxes thore is & lessening of the merchandising of clgarcttes which still is the
main source of rovenuoe to the Fedoral Govornment from tho tobaceo tax and ls
tho solo rovenuo from that source to Massachusetts, If in putting the tax on a
packago of clgarettes so high, tho salo of the eclgarottes is very au hstantially ro-
duced, and If as the proposed Federal law scoma to me likoly to do, stagnation of
tho normal flow of commodities through tho established morohm\dlsim ohannola
rosults, tho revenue proposed will not be as productive as would ho the case it
considoration were given to what the Statos lay by way of & cigarotte tax, workimi
Dack tho total tax hmpaot on the amount that a packagoe of cigarettos should
goll for go as to mako it attractive to the purchasor,
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This same rule holds true in respect to gasoline and partioularly in respect to
liquor where the merchandising has confined itself not to sale in bulk but to sale
in small quantities such as individual servings. This trade practice requires that
in establishing a tax structure, consideration be given to the method of merchandis-
in% of this particular commodity.

¢ is idle even to suggest that the merchandising of a commodity such as liquor
can quickly readjust itself to the increased tax because by adding the State and
Federal taxes to the liquor, a consumer price can be established which will not in
any way interfere with the volume sold. I am of the opinion that those drafting
the Fedoral tax law should have in mind the States’ tax laws in respect to cigarettes,
liquor, and gasoline, as well as in respect to corporation and individual income
taxes as well as excises generally, so that both the States and Federal Governinent
will get the maximum amount of yield but without interfering with the mer-
chandising of these commoditics, which I think it is easy to establish rests on the
movement of these commaodities through to the consumer by the use of the units
established by the monctary system of the United States.

Split cents in the determination of a tax are unimportant if you look at the
eent, but if vou look at the volume which ultimately is determined in its iax by
the yardstick of a cent, it is casily established that a monetary system or a State
plan will have to be developed to provide for fractions of a cent to bring about
even an approach to orderly merchmldising of the commodities used by the
majority of people and through which the States, as well as the Federal Gov-
ernment, should get its revenue. It is clear thet the cxisting proposat before
the Senate Finance Committee could be either placed temporarily as a measure
to stopgap until the next session of Congress and during such period a study could
be made which would bring about a result which would not interfere with the
States or a flat surtax could bo established without excursions into the fields
herctofore left untouched by the Federal Government and without anf’ read-
justment of the rates so that something raising $600,000,000 will be available to
the Federal Government without any real upset either in the administration by
the Federal Government or by the States.

Admittedly the States cannot now instantly readjust their tax structures
because many of the legislatures are not now in session and there has been no
opportunity afforded for the States to confer with the Federal Government in the
devising of & tax bill which will meet the needs of both sovereignties. The States
must still continue to exist. They must still tax their persons and property and
as the Federal Government relies upon the same sources for their revenue, it is
seemingly obvious that there should not be a hastily enacted Dbill under the
pressure of the immediate situation when a temporary bill will raise the necessary
revenue for the balance of this year and afford the opportunity during the inter-
vening period for & well thought out plan which will not upset revenue production,

Massachusetts is very likely to contribute under any proposal substantial sums
to the Federal Government and as [t has a very large cost of government itself,
it is in my opinion, entirely justified in asking that consideration be given to the
Commonwealth of Massachusetts in any tax measure which is passed. There is
no guestion but what Massachusetts in company with its sister States senses the
need and is willing even to suffer some revenue loss to accomplish the nccessary
objectives of the Federal Government, hut it feels that under pressure, particularly
where a tax bill has not been considered in connection with the States, the passage
of a revenue measure under such conditions is not only forcing M’assl\chusetts
to make a substantial contribution but in addition, without any good reason, is
compelling it to forego revenues beeause with a Federal tax the development of
a tax base very substantially decreases. Even if the present bill is made cfiective
only for tho period until next Congress it may do some damage because it will
affect, in my opinion, the sale of commodities that will have to adjust themsclves
to new taxes. But if the amount to be raised, which I understand is something
short of $1,000,000,000, can be obtained just as well by let us say putting 15
percent surtax on the tax established under the existing Federal law the money
will be made available to the Federal treasury and a bill which is to be considered
by the next Congress passed on careful consideration by the Federal Government
representatives and representatives of States will permit the passage of a tax act
l(o}y the Federal Govermnent which will allow both the State and the Federal

overnment to operate without injury to the other and without injury to com-
merce generally,

Henny T, Lowna.
Commissioner of Corporations and Tazalion.
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CongrEss OF INDUSTRIAL ORGANIZATIONS,
Washington, D, C., June 12, 1940,
Hon. PAT HARRISON,
Chairman, Senate Finance Commilttee,
United States Senate, Washington, D. C.

Dear SENATOR HARRIsoN: I am wriling you to present the views of the
Congress of Industrial Organizations respecting H. R, 10039, and respectfully
request that this letter be incorporated in the record of hearings pertaining to
this measure. This bill provides for the issuance of 4 billion in bonds during the
next 5 years and for tax increases amounting to a little over $1,000,000,000
annually to meet the cost of the armaments program.

The Congress of Industrial Organizations is wholeheartedly in support of neces-
sary measures to modernize and extend our defenses. One of the most pressing
problems that will arise in connection with this program is that of providing neces-
sary taxes and borrowings to defray its cost. It is at this point that we are faced
with the orucial question of whether the cost of the armaments program will be
imposed upon the consumers and wage earners of this country, thus breaking
down the standards of living of the American people.

We believe that the present tax bill fails to meet the fundamental tests of a
sound tax measure. The Congress of Industrial Organizations, at its 1939 San
Francisco convention, and again at tho recent June meeting of the exeoutive board
board, adopted as the principles of a sound tax system: First, taxes should serve
the double purpose of providing adequate revenue and gorrecting the present
maldistribution of insome; second, complete opposition to all forms of sales and
other consumer taxation, direct or indirect; and third, the taxation of large aggre-
gates of wealth and income through excess-profits taxes, increases in inheritance
and gift taxes, increased rates and elimination of loopholes in taxes upon upper-
bracket incomes, and elimination of the tax exemption for Government seourities,

The present mcasure fails to make ordinary safeguards which can be made in
the present emergenor In the first place, of the $1,000,000,000 to be raised in
additional taxes, nearly one-half is imposed upon workers and low-income groups
through raising the excise taxes on such popular consumer prodicts as cigarettes,
gasoline, and beverages, and_through the imposition of income taxes upon wage
earners and low incomes. Until sources of revenue from lauie aggregates of
wealth and income are fully utilized, we believe it unjust and uneconomic to
place so heavy a burden upon the mass purchasing power of the American people.

The bill also fails to eliminate the tax exemption for the Government bonds to
be issued under its provisions, This means that, in fact, a large part of the taxes
collected from the low-income groups arc to be paid over to those, with excess
incomes, who will invest in the Government bonds. At the same time, the light
burden placed upon upper-bracket incomes is further relioved by the receipt of
these same tax-exempt interest payments,

Finally, the bill makes no substantial attempt to levy just taxes upon the in-
creased profits that will accrue to corporations supplying the materials in the
armaments program, Even if no thorough excess-profits tax is now to be estab-
lished, at least the rates on corporate and upper-bracket income, largely dependent
upon dividends and interest from armament profits, should be increased.

We believe that these objectionable features of the tax bill can be remedied at
the present time, upon the basic principles of a sound national tax system,

Sincerely yours,

Lep PrREsSSMAN,

General Counael.

NATIONAL ASSOCIATION OF MANUFACTVRERS,
New York, N. Y., Jure 13, 1940.
Hon. Par HARRISON,
Chairman, Senate Finance Committee,
Senate Office Buildmg, Washington, D. C.

DeAr Sunator Harrison: On behalf of the National Association of Manu-
facturers, I submit the following observations concerning the revenue bill passed
by the House of Representatives, which is now under consideration by your
committee:

1. It is recognized that the proposed Revenue Act of 1940 is an emergeney tax
bill,  We anticipate, therefore, that there will subsequently be adequate oppor-
tunity to present the views of taxpayers before such congressional committeos as
may study the entire tax question prior to January 1941,
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2. We approve as an emergenoy measure the principle of the imposition of a
10-percent supertax to be levied on individual incomes earned beginning Januarg'
1, 1040, or on corporation incomes for fiscal years beginaing after January 1, 1940,

3. We believe, however, that the imposition of such a supertax will increase
the burden of any inequities which may exist in the present law and therefore
urge that these inequitie be removed as quicklg' as ({Jossib]e.

4, We approve as an emergency measure the additional excise taxes which
would be imposed by the pending Revenue Act of 1940.

5. We approve as an emergency measure the 1-percent increase in corporation
income-tax rates.

. We approvo tho proposed decrease in personal exemptions from $1,000 to
$f8(}0 fol;; single persons and from $2,500 to $2,000 for married persons and heads
of families.

7. We approve in principle an adjustment in the effective surtax rates designed
to obtain an increase in total revenue, but recommend that changes in these rates
be made in & permanent tax measure to be introduced and considered in the next
gossion of Congress rather than in an cmergency measure at the present time.

8. Wo desire to stress the beliof that in times of greatly increased expenditures
for national defense, it is essential to scrutinize with the ntmost care all expendi-
tures for other Government functions in order that substantial reduction in these
-other costs may be made.

Respectfully submitted.
NowL SARGENT, Secretary.

Mack MANUFACTURING CORPORATION,
Long Island City, N. Y., June 13, 1940,
Hon. Par Harnisox,
Chairman, Finance Commitlee, United States Senate, Washington, D. C.

Dear SenaTOR: We desire to call your attention to an inequity in H. R. 10039
in the case of our installment sales contracts consummnated prior to June 30, 1940,
due to the provision of the bill requiring the application of the additional tax

rovided in section 210 applying to the payments made subsequent to June 30,

940,
. 1]Subdivision (¢) of section 3441 of the Internal Revenue Code provides as
ollows:

“In the casa of (1) & lease, (2) a contract for the sale of an article wherein it is
provided that the price shall be paid by installments and title to the article sold
does not pass until & future date notwithstanding partial payment by installments,
or (3) a conditional sale, there shall be paid upon each payment with respeet to
the article that portion of the total tax which is proportionate to the portion of the
total amount to be paid represented by such payment.”

In the case of our installment sale contracts now outstanding, the last install~
ment in certain cases will not become due until 1945, We now have approxi-
mately $19,000,000 payable under contracts consummated prior to June 30, 1940,
The automobile tax which will become due with respect to theses ales at the rates
now in effect is estimated at approximately $300,000. .

Tt will be practically impossible for us to pass the additional one-half percont
ingyosed under the pending bill on to the purchaser, and if exemption is not pro-
vided in the bill, our company will have to absorb the additional tax.

We feol that the imposition of such tax in these cases will be very inequitable,
and we sincerely hope that your committee will deem it proper to exempt such
ingtallment sales from the imposition of the proy .sed additional tax,

Respeetfully submitted.
8. E. S8avacoor,

Vice President and Comptroller,

STATEMENT OF RICHARD A. STADERMAN, PRESIDENT OF THE AMBRICAN Goop
f%ow&gzummm SocikETY, REGARDING THI Prorosep $1,000,000,000 INCREASE
N Taxes .

My name is Richard A. Stadormarn, of New York City and Washingt»1, D. C.
I am president of the American Good Government Society, which has hevdquar-
tors here in Washington, D. C., and I appear on behalf of the scciety. Cur
organization is a national, nonpartisan patriotic association which strives to do
what little it ean to keep the ship of state on a firm and oven keel so as to make
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steady and sane progress forward on the basis of constitutional, representative:
government. You may have heard some of the coast-to-coast radio network
broadcasts which our society from time to time sponsors and upon which able
Members of this Senate and House of both major ]})\arties have appeared. You
may also have secn some of our public releases which are regularly carried by the
iegal papers served by the Court and Commercial Newspaper Syndicate, theso
papers being in the North, the South, the East, and the west coast. Metropolitan
dailies also carry our statements. For examples of our views I might also refer
you to the many itoms indoxed under A merican Good Government Society in the
rovised, red-bound editions of the 1939 Congressional Record, both the first and
second sessions.

One of the officers of our society, Mr. Knight, is directly descended from
James Wilson, signer of the Declaration of Independence and of the United States
Constitution. OQur vice president, Lincoln, is a direct descendant of the grand-
father of President Lincoln and our vice president, Grant Wells, is a descendant
of the grandfather of President Grant as well as of the family of Confederate
President Jefferson Davis. The general counsel of the American Good Govern-
ment Society is Col, O. R. McGuire, who has approved this statemont of mine.
He is chairman of the committee on administrative law of the American Bar
Association, In my own case, I was educated under such economic authorities
as Prof, Davis Dewey, of Massachusetts Institute of Technology; Prof. Edwin
F, Gay and Frank W, Taussig, of Harvard, Taussig having been chairman of the
United States Tariff Commission during the Wilson administration, 1 am a
former assistant to Prof, Irving Fisher, of Yale, and Prof. W. Z. Rill>le,v, of Har-
vard, and I formerly taught economics in Ohio, I am editor of the magazine

ublished by our society and of the American History Series of books we issue
rom time to time.

TFor the rapid rearming approved by the Congrcss. the {Jutting of additional
newly coined money into circulation is essential “to make the whecls go round.”
The (})roposed $1,000,000,000 higher tax rate now pending before Congress
would simply legally rob Petor’s fastory to try to pay for Paul's, On the other
hand, expansion of coinage of idle bullion would so increase the total national
income that more dollars would come into the Treasury even though present
tax rates were left unchanged in percentage. Then if more revenues were needed
in future years than expanded coinage or present tax rates provided, there would
be a larger reservoir of incomes available for tax purpose than if the pending
$1,000,000,000 tax hoist wore adopted,

Out of over $21,000,000,000 gold and silver bullion in the United States Treas-
ury, at least $12,000,000,000 is unnceded as a reserve.  Behind the $7,000,000,000
currency in pubflo (not bank-held) airculation and behind the various other parts
of the national credit structure, nire of the twenty-one billions would be more
than ample reserve. Coining this idle twelve billions into scund, “hard” money
to pay for defonse cqui])ment, would benefit farmer, factory owner, laborer, and
consumer, Present high taxes hindor business.

Now wo are treated to the sorry spectacle of public officlals and cortain Con-
gressmen advocating “broadening the haso of taxation’ as a permanent law to
raise more revonue. Tho excuse is given that new taxution is needed to help
pui,' for inoreased defenso expenditurcs,

f oxisting taxation is so harmful to farmers, businessmen, and labor, would
not higher taxes bo a still greater discouragement?  How oan it aid true national
defense to still further penalizo peoplo who would start new businesses, including
those to make dofense equipment?

Adding the prospeetive deficit of several billiona of dollars duo to nonmilitary
aotivities, and the soveral billlons additional deficit due to rearming, wo find a
total prospective defieit for tho coming fiscal yoar of something over $5,000,000,000.

1t is obvious that tho proposed $1,000,000,000 in now Federal taxes will hardly
evon begin to balange the Budget or take care of sueh a deflolt, Although tho
iu-o osed new taxes amount to only a few “drops in the buockoet” of the ontire
Foderal debt and Budget situation, they would greatly inerease the hesitation
of the man thinking of bullding a now factory, who is already burdencd with
excessivo taxation,

Aro thero no other possibilities of doing something to reduce tho prospeotive
defloit? Senator Byrd advoeates a 10 pereent cut in nonmilitary Fedoral expondi-
tures other than cortain fixed oharges, The White House seems to have ascoptod
port of Byrd's idea, and s seoking outs of somowhat less than 10 poreont net,
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$3,000,000,000 COULD BE SBAVED

In its suggested balanced budget last January, the American Good Government
Society showed item by item how the vital functions of the Federal Government
could be administered for not over $6,872,000,000 a ycar, even including what then
seomed liberal increases for national defense funds, This figure represented about
$3,000,000,000 less than the present yearly rate of expenditures, and brought the
budget into balance after allowing for certain miscellancous income items, We
repent these January suggestions of a 30 percent cut in the general budget by
pruning nonmilitary items,

$1,000,000,000 ADDITIONAL BAVINGS

In addition to the possible $3,000,000,000 deficit-reduction, it would be possible
to save another $1,000,000,000 if nonmilitary ox‘)endiulres were pruned to the
point President Franklin D, Roosevelt reached in his commendable economies for
regular departmental and bureau outgo (not counting emergency or extra items)
for the year ended June 30, 1934,

$4,000,000,000 TOTAL BAVINGS POSSIBLE

Adding the possible three plus one billions, we find a total of some $4,000,000,000
of cconomies that would permit financing of the rearming deficit without new
taxes and without even raising the present national debt limit, This is our first
choice of the various alternatives now before the Congress and the President.

Should this vigorous economy method not be followed, the deficit of §5,000,-
000,000 upward still remains as an excuse for those who want to impose the
$1,000,000,000 new taxes. But could not this sum be raised in other ways?

WHY NOT USE IDLE GOLD IN THE TREASURY?

There is $2,000,000,000 in the Treasury stabilization fund,  Of this, as Sceretary
of the Treasury Morgenthau told the United States Senate Banking Committee,
never more than $200,000,000 has been used for stabilizing operations, leaving
$1,800,000,000 untouched. = Present foreign conditions still further limit the opera-
tions of the fund, so the $200,000,000 is more than ample for stabilizing purposes.

The bulk of the gold in the Treasury has come there, however, due to the
1933 and 1934 statutes forbidding everyvone except the Treasury to hold or use
gold for monetary purposes. Thus all foreign or domestie gold deposited in local
banks is turned over to the 12 Federal Reserve banks who pay for it by giving
the loeal bank cither currency, or credit in the form of a deposit account. ™ The
12 Pederal Reserve banks turn the gold over to the Treasury and reeecive in return
cither nonnegotiable gold certificates (total of about $3,000,000,000 now held), or
credit in the Treasury’s gold certifieate fund (totaling $14,000,000,000 now).

Adding these two sums, wo find that the 12 Federal Reserve banks hold some
$17,000,000,000 altogether in gold certificates and credits entitling them to
certificates, against which the Treasury holds an equal $17,000,000,000 of gold.
That this is an unnccessarily high gold reserve, is shown by the fact that the
Treasury holds only about 3156,000,000 in gold behind about $348,000,000 of
certain currency (Umted States notes and Treasury notes of 1860). This is
about 45 ‘pcrcent, gold behind that currency, which all persons are anxious to
accept at full value. .

SIMPLE STATUTORY CHANGE NEEDED

Since this 45 percent reserve is unquestioned, why not apply the 45 percent
Yrinciple to the $17,000,000,000 of gold certificates or eredits therefor, held by the

2 Federal Reserve banks? Torty-five percent of $17,000,000,000 would be
around $7,600,000,000. Siece the 12 Federal Reserve banks have outstanding
only about $5,000,000,000 of paper money, & $7,600,000,000 reserve would not
only more than secure the Y)uper money but would give a safe reserve behind the
$12,000,000,000 of deposits by local banks in the 12 Federal Reserve banks. Thus
a chan%g to a 46 percent gold reserve would not bring auny lack of public confidence
in tho Federal Resprve currency.

A brief, simple act of Congress could provide that the Treasury need keep
only a 45-gercent gold reserve as backing for the certificate or credits therefor
issited to the 12 Federal Reserve banks, By legalizing the 45 percent figure of
$7,600,000,000 the remainder of the $17,000,000,000 now held, or $9,400,000,000,
would be roleased for defense expenses,
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EXCRS8 GOLD TO BR COINED

This $9,400,000,000 oxcess gold, plus the $1,800,000,000 unused goid in the
Stabilization i"und (above desoribed), makes a total of over $11,000,000,000
available for payment of Uncle Sam’s defense bill, If this entire sum were
converted into gold eoins and these pald out as needed, there could be no question
of the soundness of this new money.

IDLB BILVER TOO

There is a billion or more unobligated ounces of silver in the Treasury. At
the coinage value of $1.28 per ounce, there is no question that at least $1,000,-
000,000 of now unused silver could be coined and used to defray national-defense

expenditures.
MONEY STIMULATES BUSINEBS——TAXES DEPRESS IT

The total of $11,000,000,000 of gold coin and $1,000,600,000 of silver coin
would moan $12,000,000,000 of new ‘“hard money’ of precious metals available
as needed. Such an amount devoted to military expenditures would go far to-
ward equaling the estimated defense needs determined by the Congress. Let us
hops we shall never need to spend the $17,000,000,000 a ycar for military purposes
as Gesmany is reported to have done in each of the past 4 years,

NO PRINTING PRESS MONEY

Not a single dollar of the gold and silver coin we suggest the issuance of would
be run off on tho printing press. There is no question of inflation, because the
new money has intrinsie value, Therefore no one would refuse to ancept it.

MONEY MAKES THE WHEELS OF INDUSTRY HUM

Many eminent economists have long held that the principal eause of depression
and unemployment is & lack of money in active olrculation; in_other words, not
enough money passing from hand to hand rapidly enough. If new taxes are
imposed, that merely diverts parts of the present insuflicient stream of money to
defense uses, increasing the hardship for non-military industries, with resultant
bankrupteies and unemployment, .

On the other hand, the preparcdness grogrnm can be a real aid in cutting
uncmployment if we provide new coin to finance it, beeause then it will serve to
take up the slaok in our smployment structure. New coin will finunce many
more new industries than mere tax-diverted present money, and do it much more
soundly than making Federal loans to try to stimulate defense industries, since
the latter course would only serve to put another heavy hand of Government
domination on the already harassed busincssman.

As a practical matter, we must convert the idle bullion into new, sound monoy,
or we shall not have enough capital’ for building enough factories for defense
equipment as rapidly as the United States pcople demand., As to using a sub-
startial part of our bullion ia coining new money, let us remember that it was
new money, new purchasing power, and even using tax-oxempt warrants to an.
ticlpate Government income that dermrmy was enabled to finance her rearmas
ment program, By our using coin instead of paper, our monetary expansion
will be sound, whereas Germany’s present paper moneg standard is open to all
the dangers of the German inflation and coliapse in 1923. By adhering to hard
money we can avoid the “Pitt-falls” deseribed by a wag & century and a half
ago in the following poem:

Of Augustus and Rome, the poets still warble
How he found it of stone, and left it of marble,
Of Pitt and England, men say without vapor,
How he found it of gold, and ieft it of paper.
Ricnarp A. STADEMAN,
President, American Good Qovernment Society,

he Cuairman. The hearings are now closed, and the committec

will recess until 10 o’clock tomorrow morning, promptly, in this room.

(Wheroupon, at 12:15 p. m. the hearing was closed and the com-
mittee recessed.)
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(At _the request of Senator Herring, the following communication
from Humphrey Kobinson & Co., certified public accountants, Louis-
ville, Ky,, addressed to Joseph E. Seagram & Sons, Inc,, Louisville,
Ky., submitting a summary of estimated cost of whiskies and spirits
contained in specific blended and straight case whiskies, was inserted
in the record:)

Humenrey Rominson & Co,

CERTIFIED PUZRLIC ACCOUNYANTS

. CoLumsia Buirping,
Louisville, Ky., February 26, 1940,
Josern E, Spaaram & Sowns, Inc.

Louiam’l!e, Ky.
GenTLEMBEN: We submiv herewith a simmary of estimated cost of whiskles
and spirits contalned in specific blended and straight case whiskies. .
¢ havo made an independent computation of the cost o whiskles and s irite
contained in a typical low-price blend, such as “Kessler's Private Blend” as
compared with a representative 3wysapaie akigight bourbon. whisky, These
averago figures, based upop ¥ experionce in colfimling distilling costs, were
estimated for wfxiskiesm outral spirits produced at Loy
Ky., and Greendale, Qeirborn County, Ind,
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It will bo observed from the above summary that the estimated cost of a blend
such as Kessler’s Privatoe stook is 23 cents per case in cxcess of a 3-year-old straight
bourbon whisky. The blended costs in Louisville inelude Kentuoky produection
tax of b cents per gallon on whisky content of 25 percent and excludes such tax on
neutral spirits contained therein. This additional tax would be approximately
11 conts per case,

It will be noted thiat our computation shows the estimated costs at Greendale
Ind., to be slightly lower than Louisville, This is principally due to lower ac
valorem taxes and slightly cheaper grain costs. Distilling overhead expenses are
assumed to be the same at both locations.

The above represents estimated cost of whisky content only, and do not include
the following items:

1. Bottling costs—Consisting of packago supplics, Federal and State stamps,
labor and bottling-plant expenses,

2. The cost of blended spirits excludes Kentucky production tux of 5 cents per
gallon on neutral spirits used in the blends.

c 3. Interest on investment in bulk spirits during period goods are held in storage
or aging.

4, Saﬁ)s expenso—Including commission, advertising, cte.

5. Administrative and goneral overhead expense.

6. Provision for profit on sale of case goods,

Respectfully submitted.

Humpnrey Roninson & Co.,
Certified Public Accounlants,

(The following communication from the United States Savings and
Loan Loague, of Chicago, 111, submitted by Mr, C. Clinton James,
of Washington, D. C,, its legislative committee chairman, was received
and ordered printed in the record:)

UNIrep STATES SAVINGS AND LoAN LEaqur
CHICAGO, 1LL,

TepErAL LEQSLATIVE COMMITTE®,
Washinglon, D, C., June 1%, 1940,
Hon. Par Harnison, Chairman, )
Finance Commitiee, Senale Ofice Building,
Washinglon, D. C.

Drar SenaTor: H. R, 10089, which is now pending in the Senato and upon
which we understand you aro holding hearings, contains subsoction ‘‘¢" of section
7, doaling with information returns, On bohalf of the United States Savings
and Loan Loaguo, I enclose a proposed revised languago for sald suhsection “c”
of section 7 which we request you to conslder and to'incorporato in the legislation.

The ronson for making this roquest i that at prosent a diserimination exists
agalnst savings and loan assoviations and similar institutions. Undor the present
law, seetion 147 of tho Intornal Revenue Codo requires Information returns as to
intorest and cortain other items Pnid in oxcess of $1,000 but our institutions are
being required to make information returns of amounts in excess of $100 pald as
dlvidends. The result of this situation is that banks are required to mako the
information roturns as to intorest Lmyments to savors in oxcess of $1,000 while
our institutions are required to make information returns ag to our paymonts of
dividonds to savers in excoss of $100,

You will seo at onec that this diserisaination arises from a purely tochnical
situation in that the banks call their payments to savers “interest’” whereas the
savings and loan assoclations eall their payments to savors “dividends.” The
savings and loan associations do not belong in tho class with the great industrial
corporations {)aying dividends but more approprintoly belong in the olass of
finanelal institutions having large numbera of small savera,

Tho reason wo make this request is that our institutions aro being ealled upon
to mako o groat many information returns as to members most of whom are not
subject to incomo tax beeauso of tho low incomo of working people, who are our
prineipal savors,  Wo will appreciate very much your carcful cons doration and
romoval of this disorimination,

Very truly yours, .
C. CuinroN James, Chairman.
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(¢) Information returns.—Section 147 (a) of the Internal Revenue Code (re-
lating to information at the source) is amended by inserting after the word
“income’’ and before the parentheses, as follows:

“and dividends paid by mutual savings banks, co-operative banks and savings and
loan associations’

and it is further amended b'y striking out “$1,000” wherever occurring therein
and Inserting in lieu thereof “$800",

X
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