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REVENUE ACT OF 1940

WZDN SDAY, JUNE 12, 1940

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to call, at 10 a. In., in room 312,

Senate Office Building, Senator Pat Harrison (chairman) presiding.
The CHAIRMAN. The committee will be in order.
We have met this morning for the purpose of considering H. R.

10039, the Revenue Act of 1940, which passed the House of Repre-
sentatives last night.

The CHIAIRMAN. We have the Secretary of the Treasury before us
and other representatives of the Treasury Department. Mr. Secre-
tary, the committee desires to hear any statement 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 MORGENTHATT. Mr. Chairman, I am here today to give
my support to the pending bill for increasing the revenue of the
Government and raising the limit of the public debt to meet urgent
needs of national preparedness.

Since the members of this committee are thoroughly acquainted
with the fiscal situation I will do no more than review it briefly.

The President in his budget 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 recover'v of excess
capital funds from Government corporations would yield $700,000,000
and he recommended that $460,000,000 additional taxes be imposed
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 preparedness far beyond the amounts
included in the 1941 Budget. It is estimated 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 provided.

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

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 completely
exhausted by the end of January 1941 and the working balance of the
Treasury will be too low for safety. Such a 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 interest cost of the
Treasury bills issued to maintain the balance is small-at current
rates it amounts to only $130,000 a year. The maintenance of a
substantial balance is distinctly in the interests of economy and
financial strength because it gives to the Treasury the flexibility 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 requires 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 revenue of $729,000,000 for
the fiscal year 1941 and approximately $1,000,000,000 yearly there-
after.

The public is willing and ready to accept the additional burdens
necessary to support adequate national defense.

It is important not only to increase revenue with which to help
finance Qur preparedness prog am, but also to cut expenditures wher-
ever feasible. However, I disaporove of random reductions in ap-
propriations which are likely to enforce premature curtailment of ex-
penditures for relief, retardation of the necessary execution of public
works, or impairment of essential administrative services.

The enlarged 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 prepared-
ness program has its effect on employment would hamper rather than
help our purpose of mobilizing a great national effort to strengthen
our defenses.

I am also opposed to placing a disproportionate part of the cost of
our national-defense prograin 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 i the form of added hours of work without pay.

I strongly favor the'pasage of legislation to raise emergency revenue
for purposes of national preparedness in the amounts provided in this
bill as well as the provisions of the bill raising the limit of the public
debt.

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

Thank you.
The CHAIRMAN. Thank you very much, Mr. Secretary.
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Senator BYRD. I would like to ask Mr. Morgenthau what are the
estimated expenditures for the fiscal year beginning July I?

Secretary MORGENTHAU. Could Mr. Bell answer that, Mr. Chair-
man?

The CHAIRMAN. All right, M-. Bell.
Mr. BEL.L,. The estimated expenditures for the fiscal year 1941

are $10 000,000,000, and that includes contemplated expenditures
from all appropriation 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 BYRD. For the purpose of clarification, just lot 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. BELL. Do you want the details of the increase?
Senator BYRD. Well, along general lines, how, much for national

defense, how much for additional relief, and so forth?
Mr. BELL. $1,300,000,000 approximately for national defense and

about $300,000,000 additional for relief, I am assuming thero that
advantage might be taken, under the provisions of the relief bill, to
spend the billion dollars in 8 months.

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

Mr. BELL, No, sir; they are about a billion six hundred million
dollars more than contemplated in the January budget for the fiscal
year 1941.

Senator BYRD. 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. BELL. $1,300,000,000 more in 1941 than was contemplated
last January when the Budget was submitted. $1,600,000,000 under
the headingof "Emergency".

Senator BYRD. We saw announce ments in the newspapers of bil-
ions and billions for national defend e. That is not going to be spent
this coming year?

Mr. BELL. Not all of it. It will be under contract and will run
heavily the last 6 months of the fiscal year 1941, and heavier in the
first 6 months of fiscal year 1942.

Senator BYRD. You think this is a safe estimate of the total of
$10,000,000,000, in view of those continued appropriations for na-
tional defense that come to us practically every day?

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

Senator BYRD. 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. BELL, Are you talking about the whole 3 billion or the emer-
gency, Senator?

Senator BYRD. I am more interested in the emergency. If you
can give both figures, very well.

Mr. BELL. I think I will have to put that in the record. It will
take some little time to figure it out.
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Senator Blv, Give us the total, then, of the two,
Mr. Bna,. I will have to figure that out too,
(The information reqiuested is as follows:)

National defense estimated exprditura for fiscal year 1941

(in millions of dollars]

War Do. Navy Do. Total

partimont partmont

Ott hoots oif 'stt,,ntea Inehoted In 1141 iidget . 8)4 I 1,041 1, )35
Oil basIs of oullplh'tlmk'eni,1 ,o{th i contaio el in the President's

inlosomv of N ny 10 iind Juo 3, 1010. ..... ..................... 756 A 0 2,3115

.................................................... 1,010 1, o01 3,250

Senator Bynn Assuming that the total expenditures are 10 billion
and we have an increase of taxation and the revenue will be 5N
billion-

Mr. BnL,. The revenue will be $5,652,000,000. That is exclusive
of social-security taxes,

Senator BYno. That makes a deficit of 4Me billion.
Mr. BiLL,. $4,349,000]000 net.
Senator Byi). Then if this revenue bill is passed, the deficit will

be something about $3,000,000,000?
Mr. BELL. No, only $729,000,000 additional revenue is estimated

for the fiscal year 1941, leaving a deficit of about $3,600,000,000.
Senmtor Bi. $500,000,000 will be obtained from a reduction of

expenditures, aud that would reduce it to 2Y, billion?
Ir. BELL. I do not think it would go quite that far. Four billion

three hundred million is the estimated deficit, take off $70,,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 BYRD. $700,000,000 is increased taxes?
Mr. BELL. Yes.
Senator BYRD. Would it not be 1 billion increased taxes?
Mr. BELL. Not in 1941, SeiatQr Byrd. Only about $700,000,000

in 1941. The billion dollars is based on the full year's receipts.
Senator BYRD. Four billion three hundred million and $700,000,000

from that would 1)0 $3,600,000,000.
Mr. BELL. That is right.
Senator JOHNSON: That is $729,000,000.
Senator BYRD. The deficit, then, would be approximately 3 billion

in the event the expenditures were redticed $500,000,000.
Mr. BELL. That is riaht
Senator BARKLEY. Wien 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. BELL. That is right, approximately a billion.
Senator Barklev: 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. BELL. It would on that basis, but the 8 months practically
takes you through the whole winter and we have estimated that it
would be less in the last 4 months than it would be in the previous
4 months.

Senator BIARKLEY, SO that your estimate is that $300,000,000
would cover it for tie list 4 months of the fiscal year?

Mr, BF, , Yes, sir; and again I amn assuming that the national-
defense expenditures will be heavy in those last 4 months, much
heavier than in the previous 8 months,

Senator BAmKwUY. Are you assuming also that there will be some
lessening of unemployment due to the increased Budget expenditures
for national defense?

Mr. BamL. I think that the $300,000,000 takes that into consider-
ation.

ienator KINo. There are so many uncertain fietors, are there not,
that it is impossible to predict with any degree of certainty just what
the deficit will be and what the expenditurog will be for national
defense and relief and for other purposes?

Mr. BELL. We have nade our estimates on the basis of the sub-
missions by the President to Congress ul)-to-date, and the best we
cim do is estimate them; yes, sir.

Senator BARKILI:Y. One other question I overlooked,
In your estimate of the amount to be actually spent during the

fiscal year 1941, you stated that much more than that would be con-
tracte,t for, obligations entered into. If the contract should be more
speedily executed than is now estimated, the amount of actual ex-
pen(litures in the fiscal year would correspondingly increase, would it?

Mr. BEir. That is right; yes, sir.
Senator GnouG . Mr. Bell, may I ask this: You do not contem-

p late by this bill, as passed by the House, the raising of the debt limit
for ordinary expenditures, do you?

Mr. BELL. No, sir; tie $4,000,000,000 increase is for national de-
fense.

Senator GEOiGE. So that the debt limit will remain as now fixed
in law?

Mr. BELL. $45,000,000,000.
Senator GEORGE. Approximately $45,000,000,000?
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 GEORGE. 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. BELL. Yes, sir; that is right.
Senator GEoRGE. Aud could not be used for the financing of any

of the ordinary, expenditures of Government?
Mr. BELL. o, sir.
Senator GEORGE. That is correct, is it?
Mr. BELL. Yes, sir; that is correct.
Senator KING. Pardon me, will the expenditures be so labeled that

you can allocate to the $45,000,000,000 certain expenditures and
allocate to a category above that the expenditures for national defense?
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Mr. Brii,, In our financial statements we (to classify expenditures
in such a way that we can tell what goes for national defense. What
will happen is this, we probably will meet the first expenditures for
national defense out of the general fund, tod then we will have to
reimburso the general fund- from the proceeds of national d0fese not(s
sold under this authority. I don't think you can tie them in daily by
day exactly, and for that reason we will have to have sone flexibility,

Senator (Ghioti. That is contemplated here?
Mr. BE,1,, Yes.
Senator Cx,,Aic. How do you define national defense, Mr. Bell?

We have every sort of scheme under the earth that comes under that.
What, is the resurv definition of nationall defense''?

Mr. Biu. We classify all of our expenditures on the basis of syin.
bols allotted to various disbursing officers and there is a series of
symbols allotted to disbursoments tinder the War and Navy.

Senator CLARx. In other words, you limit national-defense expend-
itures to expenditures by the War and Navy Departiments?

Mr. BELL. Yes.
Senator CLAiR. For instance, we have got, a lot of schemes in here

for building roads and setting up civilian airports and the Florida
Canal, and nearly everything you can think of, proposed under the
guise of national defense. You don't so classify those things as
national defense in keeping your accounts?

Mr. BiL, Not at the present, time.
Senator VANDENBErtG. Do you include in the 4,000,000,000 that

portion of the Budget which h~oretofore has ordinarily maintained the
Army and the Navy?

Mr. BELL. Yes, ;ir; th y are national-defense expenditures.
Senator VANDENBERG. So you take the entire Army and Navy

expense, a portion of which has been heretofore a part of the regular
Budget, over into your special budget?

Mr. BELL. That part which is applicable to the military branch of
the War and Navy, I don't mean flood control and rivers and liar-
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. BELL. You mean on the present basis?
Senator VANDENBERG. Present and prospective.
Mr. BELL. The present Budget estimates that I just gave you-I

don't know that I quite undArstand your question, Senator Vanden-
berg. You mean assuming that we use the $4,000,000,000 for financ-
ingnational-defense expenditures?

Senator VANDENBERG. Yes; I want to know whe-e we stand
entirely aside from national defense in respect to your program?

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

Senator VANDENBERG. That is the figure I wanted.
What happens under this program, let us say, in 1942? Suppose

we have another big additional defense program in 1042, is it con-
templated that that in turn is to be set aside in this special budget?



I1EVHNU1E3 ACT OF 1940 7

Mr. BmLi. Well, we can operate under the $4,000,000,000 until it
is exhausted, &u when that is exhausted Congress will have to take
some other action, either increasing that special debt limit or providing
additional taxes.

Sen hator VANDENIBERO. Of course, this $4,000,000,000 contemplates
a 1-yoar series of appropriations. Obviously there will be other
appropriations during the 6-years in which these bonds are to be
retired, and what I am trying to find out is whether, under your
scheme, if we have to have additional appropriations in the following
fiscal year, we must then find some additional new taxes to allocate
to these special bonds for that purpose?

Mr. BELL, We must find some means of financing those additional
appropriations, either through public debt issues or additional taxes.

Senate' VANDENBERG. I am afraid I don't make myself clear.
You are setting up a financial program which runs over a period
of 5 years to ply for a 1-year series of appropriations, is tht correct?

Mr. BmLL. Well, that" is approximately correct, we contemplate
about $3,250,000,000 in national defense notes during the fiscal year
1941 out of the $4,000,000,000. It may be larger than that, as
Senator Barkley has suggested, if the program is speeded up, but
whenever 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 be available for nothing else.

Seitor VANDENHERO. So long as you are running on a deficit basis
in the general operations of the Government, isn't it more or less of a
fiction to talk about any special allocation of taxes. to any special
purpose?

Mr. BuL. I think setting aside 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 is just a matter of comfortable book-
keeping?

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

Senator VANDENBERG. I would like to ask the Secretary a question,
if ImyIf c with this bond program, do you know of any plan

to end a free market in the purchase and sale of United States bonds,
any plan either in the Treasury or in t;o 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 MOROGETHAU. That is a new one to me.
.enator VANDnNnnG. You know nothing about it?
Secretary MOROENTHAU. 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 VANDEN HERO. I realize that there is a limitation upon your
information as well as mine.

[Laughter,]
Senator TOWNSEND. May I ask a question?
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The Secretary said in his statement that on June 30 the borrowing
power will have shrunk to $1,700,000,000?

Mr. BELL. Yes, sir.
Senator TOWNSEND. Now your estimate is that our income will be

$10,000 000,000?
Mr. BAELL. No; our oxpovditures will be $10,000,000,000.
Senator TOWNSEND. And our income will be $5,050,000,000, which

will leave a deficit of approximately $4,350,000,000, and with the extra
taxes of $729,000,000, we will still have a deficit of $3,521,000,000.
How are you going to finance that deficit on $1,700,000,000?

Mr. BELL. That is what this bill is for.
Senator VANDENBEnG. No; this bill contemplates--the money that

this bill contemplates is to be spent for war materials.
Mr. BmEa, You realize that the $4,350,000,000 deficit includes

$3,250,000,000 of national defense expenditures, so your deficit on the
other account is only $1,100,000,000.

Senator VANDENiIEEG. Then you figure you will have $600,000,000
left at the end of this year, of your borrowing power, is that right?

Mr. BELL. It works out about $1,100,000,000, Senator Vandenberg,
because we are assuming in our estimates that we are going to get
back from the Governmental corporations and credit agencies the
$700,000,000 capital funds referred to in the President's Budget
message of last January.

Senator BARKLEY. Let inc ask you, Mr, Bell, th Secretary in his
statement said that if nothing is done in the way of raising revenues
or increasing the debt limit, the borrowing power of the Treasury will
expire, will be. exhausted, next February. Now, assuming that the
entire $4,000,000,000 of increase in the debt hinit be devoted to the
new requirements for national defense, and assuming that for ordinary
purposes the borrowing power would be exhausted the first of next
February, and inasmuch as the original recommendation was for
mn increase of $3,000,000,000 in the debt limit, and the House has
made 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 the
Treasury next February has been exhausted for ordinary purposes
they will at least have $1 000,000,000 more of a borrowig backlog.
What is your reaction to that?

Mr. BELL. You are talking about increasing it from $45,000,000,000
to $46,000,000,000?

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 pur oses, and if you run out
of borrowing power next February for binary purposes you will
either have to quit borrowing or we will have to raise your limit then.
Why not do it now?

Senator VANIARBERO. The scheme isn't quite as frank as you
present.

Senator BARKLEY. I am trying to look as Magnus Johnson said

about agriculture, "Take the bull by the tail and look the future
straight in the face." [Laughter.]

Senator VANDENBERG. That is-exactly what you have done. Now
we are getting down to business. [Laughter.;

The CHAIRMAN. Are there any other questions?
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Senator B1AJBRLEY. I would like to got an answer to that, one. I
mean, if we are going to run out of borrowing power for ordinary
purposes tle 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?

Mr. BELL. I would like to answer it this way, Senator. First, that
it is entirely a matter for Congress to act upon, but we will have
enough borr-owing authority un(ler the $45,000,000,000 limitation if
you give its this $4,000,000,000 for national-defense obligations, to get
through the fiscal year 1941.

Senator BAKLEV. That will take you up to July 1?
Mr. BIFLI. July 1 of next year.
If we have aniotler sizeaible deficit in 1942, and I (lon't think we calr

foretell the future, we certainly will have to have tan increase in thie
regular debt limit at that time.

Senator VANDENIEI. What would be the difference between a
straight increase of the debt limit to $49,000,000,000, or in pursuing
this detour?

Mr. BELt,. '11e 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 JOHNSON. 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. BELL. That is right.
Senator JOHNSON. Then it is not the same, there is no sinking fund

for retiring the regular debt limit.
Mr. BELL,. There is a sinking fund, Senator, for the regular 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.

Senator JOHNSON, But this sinking fund would be positive?
Mr. BELL. That is right, there is a special earmarking of funds for

this particular purpose here, and there is that difference.
Senator BYRD. The statutory debt payments have been set aside

for some time?
Mr. BELL,. 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 establishment 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 budget?

Mr. BELL. 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 VANDENBERG. 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 taken those
out of the regular Budget and put them into your calculations, or
whatever you want to call then, under this special fund. That is
correct, isn't it?

Mr. BELL. Yes.
Senator VANDENnERO. Now what is that item?
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Mr. BELL. There was $1,635,000,000 in the Budget 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 President has submitted two
messages, one on May 16 and one on May 31, under which we estimate
if those appropriations are made there will be spent $1,315,000,000, or
a total of $1,615,000,000 in 1941 as emergency expenditures for national
defense or total national-defense expenditures of $3,250,000,000.

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

Mr. BELL. 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,
unor two deficits'

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

Mr. BELLe. No, sir; one deficit, but of the deficit amounting to
$4,349,000,000-$3 250 000,000 of it will represent expenditures on
account of national defense, and $1,099,000,000 of it will represent
all other Government departments and agencies.

Senator BYRD. But you are recognizing national defense as a
separate expenditure, separated from the other expenditures, because
you are authorizing an increase in the debt only to he 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. BELL. $1,099,000,000.
Senator BYRD. And what will be the deficit in the national defense?
Mr. BELL. $3,250,000,000.
Senator BYRD. So we have got deficits in both branches; we are not

collecting enough money to pay the operating expense?
Mr. BELL. There will not be two deficits, Senator Byrd,, there will

be one Budget and one deficit.
Senator BYRD. 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
ordinar, expenses of Government, eliminating the national-defense
expenditures?

Mr. BELL. That is right, by $1,000,000,000.
Senator CONNALLY. Mr. Bell, may I ask you a question?
All this money that is owed by the Government, it is all Treasury

obligations?
Mr. BELL. Yes, sir.
,Senator CONNALLY. They are all for national purposes?
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Mr. BELL, Yes, sir.
Senator CONNALLY. All the taxes you collect are Government

taxes?
Mr. BELL. Yes.
Senator CONNALLY. What difference does 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 a little pocket over here that you are going to put certain
taxes in? I don't see any sense in it. It is all Government money and
Government obligations, every dollar we get in is Government taxes;
why shouldn't we proceed that way? I am for your program. I am
going to vote for it, but I 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. BELL. It is a restriction on us, Senator Connally, as nowproposed.Senator CONNALLY. Isn't any Government or any business that

self-imposes a restriction on its own freedom hurtful in the long run?
Senator KING. I think if we had more restrictions it might be wise

in some mtotter.
Mr. BELL. We are used to operating under restrictions.
Senator CONNALLY. You don't like them, do you?
Mr. BELL. No, we don't like them, but-
Senator BYRD. This was a suggestion of the Treasury Department.
Mr. BELL. It was an arrangement worked out with the leaders of

the House and the Senate.
Senator CLARK. This thing you suggest has one great outstanding

merit of showing conclusively how far short we are of raising money
by taxation to pay the ordinary expenses of the Government, exclusive
of national defense.

Mr. BELL. It 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. BELL. It shows that; yes, sir.
Senator VANDENBERG. Well, the Secretary's statement says that

we are raising the public debt to meet urgent needs of national pre-
paredness. You would have had to raise the limit of the public debt
anyway, without regard to national preparedness?

Mr. 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 the next Congress raised taxes to meet

the over-all expenditures' of the Government.
Senator KING. 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 defense; whore do the ordinary expenses for military and
naval affairs end, and where do national-defense expenses begin, under
your program here?

Mr. BELL. We take all the expenditures for military purposes
made by the Army and Navy and classify them as national-defense
expenditures.
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Senator KINO, TheIl each year hvo ileive been spending, for several
years, more than $1,000,000,000 for the Army aund Navy, aini now,
instead of treating those as ordinary expellses,tas we have bee n doing,
you transfer then over to natiolil defense?

Mr. Blt 4n. They lve always eelu labeled "''ttional (dd(fense,"
Senator KING, liit they were the ordinary expenses, weren't

they?
Mr. BINl,, Yes, sir; t hey were, and they are still under the ciiption

of "Ordinary expenses." 'We don't elassify expellditureS as'r'ilnary
expelditurea'" and "extraorditnry expeTditures.''hey haV always
been elassitied as nationall defense" 1l tinder this bill you are ierey
going to provide a. means of Onalming lalional-delfense expi(l iturs
separate and distinct froi the expedltitures of at her departlnllts
and a00eis.

Senator KliNo. But in a sense you are 1iiiiniizing th1 expenses of
the (Goverlnmient, Or lit least foai tl11tional defense, or rather you areI
miilizing the ordillary .expenses which we would have for the Army
and Navyhy t ralnsferrilig then o% er to the national defeillso and hel-
ing then "Nationd defense," and including them il the taxes which
are to be raised ( and in the extension of tie bon limit?

Mr BII,. I'hey have always been labeled "National defense",
anrd our final weial stat ements, have set out very Clearly what, tllny Are.

Seiiator iK(YNO. Well, vhen you have submitted 'our budget at
tih beginning of each year duringg the past 4 or 5 or 6 years, you
have had so much for lie Army a n(l so much for the Navy, T'hose
were ordinary expenses, wrel'n, they?

Mr, B :i,." Yes; they are regular expenditures, if that is what you
want to call them,

Senator KiNo, Now they are irregular in the sense that you are
transferring them to n tionial defen se?

Mr, BrLL. I wouldn't call them irregular,
Senator BvrD, The Budget itself denominates them as ordinary

expenses up to this time.
I 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 BYRD. What has the Treasury in mind, what are the other

taxes it will dedicate for an additional $4,000,000,000 for national de-
fense at the end of this year?

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

Senator BYRD. 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 tune.
Senator BYRD. You are establishing the principle that all national

defense expenditures should have dedicated 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. BELL. I am afraid it will if it goes on at the rate of $3,000,-
000,000 a year.
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Sonator 1vim. What is the necessity of doing that? I can't see
ainy reason for separating tlhse. Why separate two systems of book-
keping, why conf tihe the 1oph by s'parating titJ I Agree with
Senator Connally that I don't desii'o to put 1il1y restrictions onl the
(overinenit, hnt I Wa,1t to sev thli IltliloSt ecOliOnly in 1.11t, ordinary
oX Puses, aind lot its tnel't them! h' fense, expen' lirlilres without restric-
tions.

Semator (1l:olUlao. May I suggest to the Senators from Virginia and
Tv('II' tht, h 1.1(l oIh f this~ ('outrY ml' iti nt be.~ willing to irlervas!
the debt hini t' for o(dinll' (Xl)0svs of tho ,ov( lii'r t, but, they
might he willing to increased them very rapidly for national defense .

IMna tor BYRD, If they ave not, will ig t, 1 do it, let tlheTli 1", d1 c the
)Xn'ditinres, or ai0 tax's, tfliy have got, to be met o110 way o1' IIho

otier It is all th Slile del)t lilnit, it is all the same obligation upon
i, United States (iove'nlrlent,

Senttor (1olI E, The Secretary makes this statement:
This hill proh Is for ratshig addithmial reveime of $729,000,000 for the fiscal

year 1041 and appro limately $1,000,000,000 yearly thereafter,

How much of that amount of $729,000,000 is rilised from other t1an
excise taxes?

Se'crel lily MORGENrTHAU, Senator G(e(orge, would it be agreeabl, if
Mr, Sullivan would give i? t, ri to thit question?

Senator UI:EOmOE. Surely.
Mr. SULLIVAN. Of that sum--$185,000,000 would b raised from

corporation and individual incoet laxes.
St'tlwtov GEORE. $185,000,000?
Mr, SULlIVAN. Yes; that would also include it minor item of

$3,000,000 on cigarette papers and tubes.
Senator Gi'oumoE, So thitt 1ll we get out of this bill is $185 000,000

that you wouldn't get out of the mere increases made in the biji on the
excise taxes?

Mr, SULLIVAN. No; that is not strictly true, Senator. The
$185,000,000 is tile pemlaient increases in the rates. In addition to
that, there is a supertax of 10 percent imposed on corporation ant
indivihual income taxes, capital stock and excess-profits taxes, estate
thxCs and gift taxes. That list is as follows:

Au 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.

Senator GEORGE, Well now, otherwise you would get two instal-
ments, y m estimate X[arch 15 And June 15, under this bill on those
taxes?

Mr. SULLIVAN. That is right, sir.
Senator GEORGE. So that if we passed a tax bill by March 15 of

next year, providing these or additional taxes, we would really lna,
nothing except the special excise taxes?

Mr. SULLIVAN. Yes; that is correct.
Senator GFoRGE. 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. SULLIVAN. Well, you would have lost the increase in estate
taxes which becomes effective on the passage of the bill; you would
have lost the increase on gift taxes, which becomes effective on the
passage of the bill; you would also have lost the increase in the capital
stock and excess profits taxes, for which returns will be made next
month.

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

Mr. SULLIVAN. I think the return is made July 30, sir.
Senator TOWNSEND. What would that amount to?
Mr. SULLIVAN. On the capital stock and excess-profits taxes, sir,

the increase is estimated at $11,900,000.
Senator KING. The greater part of the increase, then, that you

expect to derive from this bill flows from excise taxes upon many of
the commodities of life?

Mr. SULLIVAN. Well, estimating a 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 KING. Do any of these taxes imposed by this bill expire
at the end of 5 years, or are they continuous?

Mr. SULLIVAN. The super tax that is imposed does expire in 5 years.
Senator KING. But all these excise taxes continue?
Mr. SULLIVAN. 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 bill a year from now, or
2 years from now, we would be intlibited from invading the fields
that ere 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?

Mr. SULLIVAN. 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 rates, 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 increased, would involve at least as much work as
auditing the return in itself.

Senator GEORoE. 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. SULLIVAN, 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 impose 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. SULLIVAN. That might be so, sir; there would be less revenue
out of which to discharge the obligations, the other obligations.

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

Mr. SULLIVAN. 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 BYRD. Will they be issued, that is what the public has
been told, will they be issued with that legal understanding?

Mr. SULLIVAN. I understand that from the statements made in
the hearings, that the public would be justified in believing that they
were to be issued that way, and I believe they would be issued with
that understanding.

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

Mr. SULLIVAN. The total might be fixed.
Senator CONNALLY. They could be disturbed by an increase?
Mr. SULLIVAN. Yes.
Senator BYRD. Suppose you increase them to the point of diminish-

ing returns, then the revenue wouldn't be forthcoming to pay the
bonds?

Mr. SULLIVAN. That is a problem we always face.
Senator VANDENBERG. When have we earmarked special sources of

revenue for special bond pi.ments before?
Mr. BELL. Senator Vandenberg, we have earmarked all of the

principal repayments coming in from foreign governments on account
of cas 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 a whole, are you?

Mr. BELL. That is right.
Senator VANDENBERG.' I am asking you when, if ever, we have

taken a portion of the public debt and given it a special revenue;
that is a sort of a South American system, as I view it. [Laughter.]

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

Senator KING. Didn't we earmark some of the taxes levied in 1917
or 1918 on corporation income for public debt, to meet public debt?

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

Senator KING. That is my recollection.
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Mr. BELL. But I am not sure-
Senator HERRING. That is a common practice among the States

and always has been-that isn't a South American practice, that is a
practice of th.e American States.

Senator VANDENBERG. It is also a South American practice.
Senator HERRING. I hope they have learned it from us.
Mr. BELL. 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. I 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 eye?

Mr. BELL. I don'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
respect they will be no different from all other public debt issues. I
feelthe holders will look to the United States Government, and to it
only, for their payment.

Senator LA FOLLETTE. In other words, if I understand your answer
correctly, 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. BELL. I think they may be more attractive only because they
are short-term obligations.

Senator LA FOLLETTE. No; I meant because you are setting aside,
you are dedicating 5 years of taxes to their retirement, and (1o you
think that will have any effect on their sile?

Mr. BELL. No; I doii'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 FOLLETTE. 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,
or the sake of argument, that it might be difficult to find additional

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 sale of bonds?

Secretary MORGENTHAU. There have been a number of questions
here, and if I may I shall try to answer them, stating, if I may, the
position of the administration on this program, and how we arrived
at it..

The CHAIRMAN. Go ahead, Mr. Secretary.
Secretary MOROENTHAU. 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 of the Treasury is faced with the problem
of financing this program, It was perfectly obvious that we had to
increase the debt limit, and we ought to increase the taxes and make
all strata of American society contribute toward meeting these ex-
penditures, and make them conscious of the fact that we are entering
into this very temendous program of national defense.

Now there are a number of ways of doing it, and I have learned,
after 7 years here, that you arrive at decisions through compromise.
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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 I am disclosing any secret when I 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 KING. I would have commended you.
Secretary MORGENTHAU. Well, you would have been among the

minority, Senator King.
The act remains that we have got this serious situation. Congress,

if I may say so, has acted magnificently in this emergency and has
certainly gone as far as anybody could expect, or ask them to, as
far as trppropriatirg the morey needed for the Army and Navy. I
believeif you don't mind my saying, that they have done a magnifi-
cent job.

Now the job falls on me to keep the Goverpment's credit sound,
and in consultation with the leaders of the Senate and the House,
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 say
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 believe it is the best program in the world, but it io the best that
we 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 BYRD. 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 MORGENTHAU. 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 BYRD. I mean, do you have to raise it in the particular way
devised in this bill? Of course, you have got to raise money sooner or
later to pay the deficit in ordinary expenses.

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

Secretary MOnGENTHAu. If it does we will bave to think up
methods to finance such a program 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 ore going to have to go to tax methods
a great deal more severe than are incorporated here.

Senator BYRD, I am not in any way trying to hamper you or restrict
you, but I want to know whether Co'ngress 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?

Secretary MORENTHAU. What I feel is this, that if this bill
passes in its present form, the Secretary of the Treasury will sell
$4,000,000,000 worth of these notes to the public, and that tie public
has the right to expect that $800,000,000 a year will be raised and
set aside in a special fund to retire them over the 5-year period.

Senator BYRD, You don't think it will be confined to these particular
levies?

Secretary MORGENTHAU. I wouldn't so interpret that.
Senator BYRD. When you have them increased a year from now,

when you have to issue $4,000,000,000 more of national defense
bonds, then you would have another set of dedicated taxes, is that
true? Isi that your plan? We may as well view the situation as a
whole. It is certainly going to cost $10,000,000,000 for national
defense, because the American people are going to demand a greater
national defense, regardless of the outcome of the European war,
than. we have had in the past. So why not look forward to the
future as well as to the present? There is only a certain amount of
taxes that we can raise by imposing a horizontal increase of 10 per-
cent, which is not the scientific way to do it, and we all realize that.

Secretary MORGENTHAU. May I answer you?
Senator 1BYRD. Yes.
Secretary MOROENTHAU. If the Congress votes another large

amount of money for national defense next year certainly 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 b these taxes.

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

Secretary MORGENTHAU. That is perfectly possible.
Senator BYRD. Now I want to know from you, and I am not trying

to embarrass you at all, whether you feel that by putting through this
bill, the hands of Congress would be tied in revising the tax structure
during the next session?

Secretary MOROENTHAU. 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 BYRD. This will not interfere, in your judgment, with the
revision of the taxes on a scientific basis?

Secretary MORGEiNTHAU. 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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Secretary MORaO.NTHAU. 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 tile minds of any of you gentlemen
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 Congress leaves it discretionagry with
me, as it is now, I propose to issue these notes subject to all 1. federal
taxes including the normal taxes. So that they will be less advan-
tageous than existing notes outstanding which are fully tax exempt.

Senator KINo. I think we ought to give you that authority, I think
that 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 MOROENTIAU. If it is left discretionary with me, these
$4,000,000,000 of notes will be subject to all taxes.

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

Secretary 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, hito a special fund until these $4,000t-
000,000 worth. of notes are retired.

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

Secretary MORGENTHAU. Senator, there is no advantage; all
Government obligations are issued on tie full faith and credit of the
Government; in fact, these notes might be less advantageous because
they are going to be subject to all Federal taxes. 'Iho American
people wil know that here are $4 000,000,000 worth of obligations
which will pay for the national-deoense program, and ,hat they are
being taxed $800,000,000 a year for 5 years, to pay them off.

Senator BYRD. I think you are right, Mr. Secretary, 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 MOROENTHAU. It may be also a strength, because if this
works, and next year Congress decides to vote additional amounts for
national defense, it can do it the same way or it can do it the wty we
have done heretofore.

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

Secretary MORGENTHAU. Senator Byrd, I am in complete sympathy
with you, that we need a scientific revision of our tax system. I 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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Senator BYRD. Isn't this the time now to do it, in view of the fact
that the people of America have to make this sacrifice?

SecretaryMORoENTJIAU. If you gentlemen want to stay here---
Senator BYRD. I am willing to'stay here, I think it is a grave mis-

take to malze 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 under-
standing that the complete tax system would be revised.

As a matter of fact, I think $1,000,000,000 is chicken feed, we 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 lund. I am not quite
clear, though, that that view is in harmony-and that is what I
think it ought to oe-with the declaration found in section 301 of
title III of the act of the bill under consideration, where it reads:

The Secretary of the Treasury shall, as soon as practicable after the end of each
quarter, determine the additional amount of taxes collected attributable to the
increases in taxes made, and to the floor stocks taxes Imposed, by the amendments
to the Internal Revenue Code in title II of this act (not including the aniount
of taxes attributable solely to section 200 and not including any amount col-
lected under section 1700 (a) (1) of the Internal Revonud Code attributable to
a basic admission charge of more than 40 cents), and the ainoun+s so determined
shall be set aside as a special fund which shall be available only for the retirement
of any of the obligations issued pursuant to the authority contained in section 21
(b) of the Second Liberty Bond Act, as amended,

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 meeting
of the obligations of the bonds which are issued under this act, and I
think that that will create the impression that there is a special fund
to pay these bonds, where there is no special fund but only the general
fund to cover the general bonds which may be issued, and that will
lead to a discrimination between bonds and stocks, and people who
buy the bonds will say, "I have a better bond, a special fund bond,
and you have got only a general fund bond."

Mr. SULLIVAN. I believe that is a fair statement, sir, though the
bonds will be equally good.

Senator CONNALLY. Suppose the Senate and the Congrc 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 MORGENTHAU. Yes, sir.
Senator CONNALLY. You ara ready right now?
Secretary MORGENTHAU. I don't say right at this minute.
Senator CONNALLY. I don't mean by 1 o'clock, but I mean if we

should continue this session of Congress-I 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 if
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 MORGENTHAU. 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?
Secretary MORGENTHAU, Yes, sir,
Senator TOWNSEND. Did you, in working out this plan, take into

consideration or did you consider the advisability of using your
stabilization lund?

Secretary MORGENTHAU. We 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
egg belonging to the American public against that day when pos-
uibly a grave national emergency will come, and I strongly believe
and strongly urge that the'stabilization fund should remain intact
until such a timo as we may need it. I think it would be a great
mistake to touch it. now.

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

Secretary MORGENTHAU. 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. BtI the President's and my policy is not to use
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
not spend it for any purposes without coming to you gentlemen,
explaining what I wanted it for and getting your approval either
formally or informally.

Senator TOWNSEND. You have only, up to date, spent $200,000,000?
Secretary MORGENTHAU. We haven't spent a dollar that we

haven't gotten back and more too.
Senator TOWNSEND. You haven't spent any?
Secretary MORGENTHAU. I have got $2,000,000,,Q) and we must

have $20,000,000 over that. I mean we still have
original amount set aside.

Mr. BELL. $2,019,000,000.
Senator VANDENBERG. I want to get one figure straight in my

mind, dealing with the general question of solvency and your general
responsibility for the Treasury as a whole. My understanding is
that this bill will raise $729,000,000 estimated for the next fiscal year?

Secretary MORGENTHAU. That is right.
Senator VANDENBERG. And that the regular deficit for the next

fiscal year, without respect to this national preparedness, is
$1 716,000,000?

ir. BELL. No; $1,100,000,000.
Senator VANDENBERG. That is after you have taken the Army and

Navy out, isn't it?
Mr. BELL. I thought you said without respect to national defense.
Senator VANDENBERG. No; I am talking about the original Budget,

the estimate, according to the Secretary, was $1,716,000 000.
Mr. BELL. The original deficit was $2,876,000,000, and the Presi-

dent, in setting up a means of financing it, asked for $460,000,000 of
additional taxes and $700,000,000 return of capital funds from cor-
p orations and credit agencies, bringing it down to a net deficit to be
financed through public debt issues of about $1,700,000,000.
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Sen1ator VANDENBERG. SO this now tax bill only actually raises
for the next fiscal year considerably less than half of the roguar ordi.
nary deficit of the Government?

Sec, retary MOUHN'rHAu. Your mathematics are correct,
Senator Mito. About ono-fourth.
Senator VANDENIIOR. I IiWtn aftor they got al through,
Souator Brt), It is ridiculous to take out the peacetime oxpendi.

turos of the Army aid Navy; that is just canoullage,
Senator KINo. I wouldn tise that tormn. I would say, however

that it is not quite proper to lift those peaetiiio liabilities of the Army
and Navy out of the general expenses and pit them into the category
of the national defense. They are a part of the ordinary expenditures
of the Govornmont and ought to be so recognized, and the national-
defense program ought, not to call those peacetimo appropriations
for military purposes ts a part of the national-dofenso program now,

however, it is a question of bookkein in
Sever I BOWN, I h1Ve oll partrteetttirly interested iis a questio

Senator CONNALLY asked you about rovision . You anticipated, when
you sulbmitted these reconmmndations to the committees of Congress,
that there would be a further tax revision in ,January and February
of the colillg year, at the next session of Congress, did you not?

Secret aryN 'ORoENTIAU. I havo every reason to believe so.
Senaotor']BHOWN. That there should be?
Secretary MOnoEN'rnAu. Yes.
Senator BrowN. And any revision that we then make would, of

course, be ef'oective as to tfe income taxes that are payable March
15 and each quarter thereafter in 1941?

Secretary MO11 ENTHA. Yes.
Senator 'BROWN. I take it, then, that tile attitude of the adninis-

tration is, as ex pressed by you, that you prefer the passage of this tax
bill now, with lain notice to the country that in January and Febru-
arv we expect a further revision of the tax laws?

Secretary MOItrGENTHAU. Yes; and if somebody could give me that
resolution thu1t, was passed in the House I would road it,

The CHAIRhMAN. Hero is the reliort of the committee, as I under-
stand it.

STUDIES OF lXCEss-PnOFITs TAXES AND SPECIAL AMORTIZATION

During the executive sessions there have been discussedl proposals to provide
special amortization for national defense industries and to provide for the impo-
sition of excess-profits taxes. These two measures-each in itself requiring a
complicated and exhaustive legislative project--must be considered together.
It Is the desire of this committee, which is favorably reporting a bill which will
enable a larger proportion of our citizens to participate in the responsibility of
providing an adequate national defense than has ever been the case before, that
there shall not be an opportunity for the creation of new war millionaires or the
further substantial enrichment ot already wealthy persons because of the rearmna-
ment program. Accordingly we have instructed our technical assistants and the
appropriate Treasury officials to accelerate their work in these two fields so that
bills will be prepared for submission not later than the opening of the next session
of Congress, which if passed 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 whieh Congress, in the light of information it then possesses, may
deem advisable.

Senator BROWN. Is that the resolution you had in mind?
Secretary MORGENTHAU. 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
statenent,L understand, at his own press conference yesterday.

Senator BlOWN. Well, I am in sympathy with the resolution and
I think it is a good thing that it was said, but I don't think it should
be interpreted to mean that either the Treasury Department or the
Houso and Senate committees should confine themselves to those
particular taxes, because there are many other avenues of revenue
open thut could be considered, For instance, as the members of the
committee well know, I have long been interested in the question of
taxing State and municipal bonds snd permitting tie taxation of
Federait and State bonds to the fullest extent, and cutting out all tax
exempt features. I think that should be considered.

Senator CLARK. In that connection, if the Senator will permit me,
and it seems to me to be very applicable to this pronunciamento, to
say th . on tfl- ta" hill last yev r the Senator knows tht I Ihad prepared,
and is , matter of fin was on the point of ofllering t an.endmnent to
the tax bill on the very subject wich the Senator from Michigan is
now mentioning, and the representatives of the Ways and Means
Committee came over and said, "Please don't do that this year, it will
delay the consideration of this bill; it will delay adjournment; and the
Ways and Means Committee is now preparing studies and will Ihave a
bill in before the end of this session."

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

Senator BnowN. I joined in the effort to prevent the bond tax
from being inposed in the last revenue bill, and I may say I will again
join i that effort if I am reasonably well assured that that will be
considered in a tax bill which will bc submitted in January or February
of next year, 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, arod I understand that has been considered by the n normal
committee 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 earlier, in the answer to the question asked by Senator Connally,
and I thought possibly, in view of what has been said, that your answermight be revised to some extent, and I submit that to you now.

Do you not think, Mr. Secretary, that the Treasury would be in a
better position 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 MOROENTHAU. I don't think there is any question about
that, I don't think it is in conflict with what Senator Connally asked
me.

Senator BnowN. I take it, then, that the recommendation of the
Treasury Department is that we pass this bill with an assurance to
the country that the entii e 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?

Secretary MORGENTHAU. I would be very glad-
Senator'BYRD. If that is the case, then why do you want to make

this a 5-year tax bill?
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Secretary MOGION nAU, In order to finance this $4,000,000,000
of nlational-defelise program,

Senator BYttD. Everybody knows it has got to be financed, there
is no question about that, You could put an amendment on the bill
saying that we recognise the obligation, but why continue those
specific taxes for five years if you are looking forward to a general
revision in January?

Secretary MORGINT'HAU. As I tri'od to explain earlier, 3 weeks ago
if I had come hero before you gentlemen and asked you to raise tlie
debt limit $5,000,000,000. 1 would not have had the remotest chance
of your approval, If I had asked for $1,000,000,000 increase in taxPA,
I doubt whether I would have gotten that.

Senator BYRD. Frankly, Mr. Secretary, I have been opposing an
increase in debt so we can curb this extravagance which is rampant
in every branch of our executive departmnents today,

SecrOtary MoUboRN HAv. That doesn't take care of the situation,
Senator Byrd at this iomenit at all. If I undeoiStand your position,
all -you have beon recommending is that we cut $500,000,000.

Senator ByrnD. Do you favor that; do you favor reducing tile non-
defense expenditures $500,000,000? I have read your statement
which I understand is more or loss in opposition to that reduction.

Secretary MOUGINTIIHAU. Oh, no; but I am not in favor of making a
flat percentage reduction in all expenditures,

Senator BYRDn. Would you favor reducing the nondefense expendi-
tures $1,000,000,000?

Secretary MORGONTHAU. Would I favor it?
Senator BYRD. Reducing the nondefense expenditures $1,000,-

000,000?
Secretary MOIRENTIIAU. Your program, as I understand it, up to

now has been to cut expenses by $500,000,000?
Senator Byna). Nondefense expenses,
Secretary MOROENTHAU. If we did that, and (lid nothing about

raising new taxes, or (lid nothing about raising the dobt limit, the
Treasury would not be in a sound fiscal position.

Senator BYRD. I at the same time advocated an increase of taxation.
Do me the honor of reading my remarks in the Senate. That was a
two-bar'lod proposition. One was to reduce the nondefense expendi-
tures and the other was to increase taxes, As you seem to intimate
that this is a very small amount to reduce the nondofonse appropri-
ations, do you favor reducing them above $500,000,000?

Secretary MOROENTHAU. I am in favor of reducing Government
expenditures and have been ever since I have been Secretary of the
Treasury, wherever feasible or proper.

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

Senator BYRD. The Secretary opposed certain reductions, in the
written statement that he read this morning. 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 MOROENTHAU. I am here today recommending a plan
which I believe is feasible, which I believe will work, and which will
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take care of the present situation as it exists today, and it seems to me,
as I say after consulting with Senators and Congressmen, that it is
the best that we cal get out of the present situation. No tax bill no
appropriation bill that I have over seen, is perfect but this is tile best
that I felt we could get, and I think it is a good bill.

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

The CHAIRMAN, Proceed, Mr. Secretary.
Secretary MOOENTHAU. I want to get the exact language. It says

here,
* * * which if Iaised by the Congrem may become retroactive and apply to
Income earned during the calendar year of 1040.

Senator ( nzty, What I wanted to know was whether you thought
it was wise to have those taxes retroactive, or whether it wouldn't be
better to consider them now so that the people would know what the
taxes were going to be. That is one thing I had in mind on the tax
problem, treating it realistically now.

Secretary MOROGENTHAU. If the Congress of the United States wants
to stay here, I have got to be here anyway this summer, and I would
be delighted to work with you gentlemen if you wish me to. I am at
your disposal and so is everybody else in tile Treasury Department.

Senator Gimuoy. I don't think that is answering my qestien.

Secretary MOROENTHAU. That is the best answer I can give you.
Senator CONNALLY. Senator Brown asked you something about

your answer to tie question which I propounded at an earlier date.
Now if we pass this bill now and then revise the whole tax structure
in January, these taxes in this bill, of course, will be superseded; I
mean by tlat that they will all be incorporated, either incorporated
or eliminated, in the new bill, isn't that true? We 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 MonGENTHAU. You could do it that way.
Senator CONNALLY. That would be the sensible way to do it, it you

are going to revamp the whole thing you would naturally take this
bill into consideration and integrate it with whatever bill we are
going to pass in January?

Secretary 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
now tax system? Are you ready to proceed if we are?

Secretary MORGENTHAU. We are ready tomorrow.
Senator CONNALLY. Of course Senator Brown asked you if you

wouldn't', by waiting until January, 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?

Secretary MOROENTHAU. Yes.
Senator CONNALLY. Haven't you got a world of experience in excise

taxes already in the Treasury?
Secretary MORGENTHAV. Yes.
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Senator CONNALLY. Haven't you got a lot of war taxes that we had
during the war and know what happened to them?

Secretary MOROENTHAU, Yes; and we 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.

Senator CONNALLY. YoU have got all of that?
SeCretary MORGENTHIAU, It is tll in the 'rreasury.
Senator CONNAILY. So far as I ani concerned it seems to me that if

the Congress wants to we are just about as well-equipped now to pass
this Hill, and go right ahead with a general tax bill, as we would be
in January.

SeatorBUOWN. Mypojit is, will we gain anything by it?
Senator CONNALY. 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 l)ut on, and then next January when you pass a new bill they
will snort ald raise the devil.

Senator GuFiY, llow soon cal you have an intelligent balance
sheet of the United States Govermuent prepared, a list of assets and
liabilities? We know the liabilities. H:as anybody ever prepared
a list of the assets of ti United States GovermienOt

Secretary MORoEN'rinAu. We have got. one right now that I will be
glad to glvo to you.

Senator GUFFEY, I will be glad to see 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 maturities 5 years, or is there any restriction
on you as to matauritv?

Secretary MORGON'iHAU. Can Mr. Bell answer that?
Senator BROWN. Certainly.
Mr. BELL. 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, haJvin a, maturity of not to exceed I year; and to issue
Treasury notes, havig a maturity of. I 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. Bell? It seems to me that it is; that you might (1o much
better 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 tl'is restriction, then we could issue bonds as
well as the short-term securities-

Senator BROwN (interposing). Then I take it that you have three
classifications: notes, bills, and bonds, and that under section 302 you
are just going to issue the first two, you are not going to issue any
bon(d8?

Mr. BELL. No, sir.
Senator BROWN. That will be a long-term obligation?
Mr. BELL. That is right.
Senator BROWN,. Do you think your interest rate will be as favor-

able?
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Mr, BELL. The interest rates on short term securities of this
character would be more favorable than a rate on a long term bond.
The only disadvantage is, that it piles up your debt within a relatively
short period.

Senator BnowN. Well, I personally favor granting full discretion
to the Treasury Department in that respect, rather than a restriction.

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

Senator VANDENIEIO. I would like to ask what excise taxes are
not increased?

Mr. SULLIVAN. I would be happy to answer that. There are two
classes of excise taxes that are not increased. The first group are
the regulatory taxes and the second group are the import-excise
taxes.

In the first group of regulatory taxes the tax was not increased on:
Adulterated butter a!nd processed or renovated butter; bituminous
coal; cotton futures; filled cheese; firearms and machine guns under
the National Firearms Act and under the Fe(eral Fireams Act;
inariluana; opium; oleomargarine; white phosphorous matches; tax

on circulation of banks other than national banks; licenses for certain
deahrs; and sugar.

That refers to dealerss in marihuana, opium, oleomargarine, filled
cheese, and what not.

The list of items on which the import-excise taxes are not in-
creased is: Fish, animal and vegetable oils; coal; copper; lumber;
petroleum and products; coconut oil, paln oil and palm-kernel oil.

Those are the only excises which have not been increased under
the j)ending bill.

Senator VANDENBERG. And on what theory were those omitted?
Mr. SULLIVAN. 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 certain
materials.

Senator VANDENDERG. I think that is a fair discrimination..
Mr. SULLIVAN. I 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.

Secretary MOROENTHAIT. Senator, could I amplify my reply to
Senator Brown, knowing his particular interest in this subject?

The CHAIRMAN. Yes.
Secretary MORGENTIHAU. I want to indicate clearly the Treasury's

position with respect to repeal of tax exemption affecting interest on
all public securities. I am opposed to any action modifying contrac-
tual obligations exempting from taxation interest on outstanding
Federal securities,

Senator BROWN. No retroactive taxes?
Secretary MORGENTHAU. No. The Treasury is in favor of a repeal

of those statutes granting exemption of interests on all future public
security issues, Federal, 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 local issues is not repeated at
this time, the Treasury wishes to reserve the discretion it now enjoys
under the Second Liberty Bond Act, and it will make the interest on
the notes to be issued under this act subject to Federal taxes,

Senator BRowN. I am very glad to have that statement because I
am in comlte agreement with it,

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

Secretary VOROENTHAU. No.
Senator'CLARK, I may say, Mr. Secretary, that there was an

amendment precisely along that, line that I was prepared to offer
last year, and on the promise of the House Ways andMeans Com-
mittee that they would present a bill of that character at the end of
the year I didn t present it.

Secretary MOROENTHAU. On these new securities, if I have the
discretion I want to make them fully taxable.

Senator CONNALLY. So you can't sell them so easily?
Senator BROWN. Because it is the just way to do it.
Secretary MORoINTHAU. To make this thing fair all around I

don't think we should increase the taxes $1,000,000,000 and then
give the people who lend the money a special privilege through tax
exemption.

Senator BROWN. But this bill makes it discretionary with you on
the issue of these short-term securities?

Secretary MORGENTIIAU. That is ri ht.
Senator VANDENDERO. What would be the difference in the cost

of money to you?
Secretary MHOOENTHAU. I can't tell, it might cost a little more.
Senator VANDENBERG. Have you made any estimates, roughly?
Secretary MOnOENTHAU. Oh, it would be a trifle.
Senator'BRowN. Well, I may say that a general summary of the

testimony before our conmnittee last February was that it would
probably be around a quarter of I percent, higher cost to the Federal
government.

The CHAIRMAN. Are there any other questions? (No response.]
Anything further, Mr. Secretary?
Secretary MORosNTHAu. Nothing.
The CHAIRMAN, Mr, Sullivan?
Mr. SULLIVAN. Do you wish a statement from me? I can make it

as short or as long as you want.
Senator CONNALLY. Is it the purpose of this committee to met this

afternoon?
The CHAIRMAN. I had hoped we could meet at 2 o'clock.
(Off the record discussion.)
t might not be necessary to meet this afternoon, but I think that

while we are here Mr. Sullivan, who has been participating actively in
connection with this bill and who represents the Treasury, should be
heard. As one member of the committee I am anxious to get along
as expeditiously as possible, If the committee wishes to postpone
it-all right, but if some people want to adjourn by the 22d, we can't
do it if we are going to hold this bill up and go into every detail of the
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tax problem. We have got to decide whether we are going to have
hearings or not. There are some gentlemen who want to be heard.
We never have considered a tax bill yet whore there weren't some
people who wanted to be heard on taxes, and we have got to decide
that question.

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

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

(Whereupon, at 11:50 a. m., the hearing was adjourned the com-
mittee went into executive session, and thereafter the public hearing
was recesed until 10 a. m., Thursday, June 13, 1940.)

241T06-40---
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THURSDAY, JUNE 13, 1940

UNITED STATES SENATE,
COMMITTEE ON FINANCE

Washington, b. 0.
The committee met, pursuant to recess, at 10 a. M., in room 312,

Senate Office Building, Senator Pat Harrison (chairman) presiding.
The CHAIRMAN. The committee will come to order.
Mr. Sullivan, will you proceed with your statement?

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

Mr. SULLIVAN. Mr. Chairman, and gentlemen- the Treasury De-
partment believes that the bill be ore you satisfactorily meets the
tests that should be applied in determining the merits of a tax measure.
It wil produce substantial additional revenue, it should involve no
serious administrative difficulties, and it distributes 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 yearly 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 Tnternal Revenue Code. Four significant changes in
the income tax are made by this title. The first is the lowering of
the personal exemptions from the present $1,000 in the case of a single
individual and $2,500 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 $75,000,000 of additional revenue each year.

The CHAIRMAN. 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
will be raised under your estimate, if we made it $1,800 instead cf the
$2 000?

Mr. SULLIVAN. We can compute that on the present surtax schedule
and I will give you that answer.
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The CHAIRMAN. Can you give us any idea aboqt what it would be?
I had an idea that it would be about $28,000,000.

Mr. SULLIVAN. I don't think you are very far off.
Senator CONNALLY. Is there any proposal to cut the dependency

exemption? They get $400 a child now, don't they?
Mr. SULLIVAN. That is not changed.
Senator CONNALLY. Do they get $400 for every child?
Mr. SULLIVAN. That is right.
Senator CONNALLY, Suppose they had 10 children?
Mr.,SULLIVAN. That is $4,000.
Senator GUFFEY. They are entitled to it.
Senator CONNALLY. HOW do you know? [Laughter.]
The CHAIRMAN. I am informed that it would be about $35,000,000;

is that right?
Mr. SULLIVAN. Somewhere between $25,000 000 and $35,000,000.
The CHAIRMAN. How would the Treasury el, if the committee

should desire, that instead of making it $2,000 as an exemption, to
start at $1,800 for married persons?

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

The CHAIRMAN. 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 additional 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 TOWNSEND. It wouldn't be added to the $14,000,000, it
would be added to the $61,000,000?

Mr. SULLIVAN, 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 takes the amount by
which that exemption is lowered and at present it is being lowered
$500, and at $1,800 it would be lowered $700, 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 TOWNSEND. Could you, 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 CONNALLY. In making these estimates 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. SULLIVAN (interposing). You are now referring to those people
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 any income taxes or not?

Mr. SULLIVAN. 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 great many people that had they been
filing all this time would have been paying taxes, but they didn't
think they were taxable. You estimate that that will pick up
$8 000,000?

ir. SULLIVAN. 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 filed them, who will file them.

Senator CONNALLY. Have you made any estimate of the pick-up
on that?

Mr. SULLIVAN. Yes, sir; wepreer 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. SULLIVAN (interposing). In just handling these 8,000,000
returns?

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

Mr. SULLIVAN. 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 about $8,000 000.

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

Mr. SULLIVAN. I think that is probably so.
Senator VA1DINBERO. Well, we are not putting very much of a

burden on them, are we?
Mr. SULLIVAN. We,., everything is relative, you understand that

under this act, sir, a single individual who is earning $15.40 a week
will be obliged to make a return.

Senator TOWNSEND. 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 a week. All I am saying is that I don't think they have got
much kick against this bill.

Mr. SULLIVAN. We haven't had any evidence of complaints, and
as 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 CHAIRMAN. Let me ask you this. I have a letter from a
gentleman from Miami, 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 thoughtroomes 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 if 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 oil 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. SULLIVAN. Of course, the question immediately coming to my
mind is whether or not such a proposal is constitutional. It is in the
nature of a limited poll tax, a direct tax which is apportioned not
among the a rates, but I imagine it is contemplated that it would be
apportioned as to gross income of the various people who are obliged
to file. There isn't any doubt but what it would raise revenue.

Senator KING. 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 a tax imposed of $1 or $5 or any sum that might be indicated?

Mr. SULLIVAN. Well, I don't know, I think perhaps you have in
mind that many people are obliged to pay a certain tax for a certain
privilege. This is a little bit different from that, Senator King, I
think, because here is a law that will require a person with a certain
gross income to file a return and if they don't do it, they will be subject
to certain penalties. So that whatever filing fee they are paying
is not voluntary in exchange for a privilege, as for example a privilege
to fish or to hunt or whatever it may be.

I don't know, sir I have some doubt about that.
Senator KING. 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 way. Suppose we applied it only to these 2,190,000
-as 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 a flat $5 for any taxable 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. SULLIVAN. 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. SULLIVAN. Correct, sir.
Senator BROWN. A fellow with a $11,000 income is taxed perhaps

at a very different rate if he is in the surtax bracket, low down-
Mr. SULLIVAN (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
suggestion I make and apply it.

Mr. SULLIVAN. 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. SULLIVAN. I think I would want to consider that before I

gave you an answer, sir.
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Senator BROWN. I am just thinking of the trouble to these 2,000,000
new taxpayers, and I don't think they mind paying the $5 tax half
as much as they mind making out a 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. I don'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 BROWN. That would be a very simple check.
Senator VANDENBERG. It would minimize the work.
Mr. SULLIVAN. 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. SULLIVAN. 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 haven't filed, and that
those additional people will give us an 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 a 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 am 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 to $200 or $225. And it is from that group that we expect
that this additional $25,000,000 to $45,000,000 will be collected.

The CRAiRMAN. All right, you ma roceed.
Mr. SULLIVAN (continuing). This il does not change tLe existing

3400 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 all taxpayers having surtax net incomes in excess of $6,000, the
increases 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.

The increase in surtax rates effected by title I of the bill is estimated
to yield an additional $177,000,000 annually. 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.
That figure is arrived at by adding to the $177,000,600 here, the other
$75 000,000.

he third major amendment contained in title I of the bill is an
increase of 1 percent in the tax rate bi every bracket of the corporation
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income tax. For example, the 18-percent rate now provided for corpor-
ations having 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 of 1236 percent on 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 percent,
and 17 percent, respectively. The additional revenue raised by the
new corporate tax rates is estimated at $70,000,000 a year.

The fourth important change in title I of the bill is a 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
bis own auditor in determining what are the proper deductions to
take from gross income. It is believed that today many persons
fail to file returns on the assumption that their net income is insuffi-
cient whereas actually they are liable for the filing of a 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 and additional expense, it is anticipated that the 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 estimate
the increase of revenue from this source with any accuracy, the esti-
mates of the annual additional yield from the bill do not include
any increase in revenue from this source.

In 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
as additional yield from the bill that is now pending before you.

The changes made by title I apply to incomes for the taxable year
1.940 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 a few instances the
increase is greater 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.'

Senator BAEKLU2Y. Since you have mentioned that rectifiers' tax
it is the judgment of the Treasury, as indicated bylthe bill prepared
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 a cor-
responding increase in rectifiers' tax inorder to adjust the difference
in cost of production, with the tax?

Mr. SurLWvAw. That is true, that was the opinion of the Treasikry
Department and of the Alcohol Tax Unit of the Internal Revenue
B ureaa. • • ' , ,, , .. . , ,

As already stated, it is estimated that $679,000,000 additional rave-,
nue will*be derived annually from the increases provided in this 'tle.
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The CHAIRMAN. What were the reasons advanced why, there was

not a differential on the rectifiers' tax and the tax on straight liquor?
Mr. SULLIVAN. There was a good deal of discussion oIL 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 BARKLEY. 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 a gallon to produce;
and while it does pay the $3 tax when you mix the three-fourths part
with the one-fourth part, raw alcohol and straight whisky, you bring
about a combined cost of production that is considerably less than
the cost of producing the straight whisky plus the tax, isn't that
true?

Mr. SULLIVAN. 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
about 16 cents a gallon.

Senator KING. Mr. Sullivan, coining to tire item of $679,000,000,
what part of that results from the excise taxes, and what part from
the 10 percent increase?

Mr. SULLIVAN. That is the last sentence which I read?
Senator KING. Yes.
Mr. SULLIVAN. The total raised under title II, Senator King, for

a full year, is $678)000,000.
Senator KING. $679,000,000 you have in your report.
Mr. SULLIVAN. 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 co rorate 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 KING. That would be the tax on the excise taxes?
Mr. SULLIVAN. 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 o had imposed
upon the excises too much or too little measure by the increase
that is imposed upon the other factors here which gives a total of
$679,000,000?

Mr. SULLIVAN. Yes; we recognize that a large amount is being
raised from increase ill excises and that a 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 a great
deal more experience in tax matters than I have, but frankly the one
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thing that I have learned is that there isn't any amount of cleverness
or facility of phrase, or legal legerdemain that is going to raise revenue
without taking money away from somebody. This just is about the
best we have beon able to devise in the time we have been working
on it, Senator. I

Senator BROWN. Have you ever used this term "supertax" before
in the tax law?

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

Senator BROWN. I was just wondering what evil genius in the
Department devised- that term?

Mr. SULLIVAN. I guess you are looking at him, Senator.
Senator BROWN. I don't like it.. Why don't you make it easier for

the taxpayer and not remind him by that phraseology that he is paying
a supertax, but call it a national-defense tax.

Senator BAIRKLEY. Why give it a nickname any way, why not call
it a tax?

Mr. SULLIVAN. I think the reason for that, Senator Barkley, is that
this particular tax expires in 5 years whereas the other changes you
are making remain on the 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
fact that we are taking a large amount of money oat of his pocket.

Mr. SULLIVAN. 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 pretty hard.

Senator VANDENBERG. If we 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 putting on a "supertax."

The CHAIRMAN. The first time I ever heard of "supertax" was
when it was employed by a distinguished Senator from your State,
Senator Couzens.

Senator BARKLEY. It might be a defense tax and still not be super.
Senator BROWN. Let his successor denominate it by a little more

enticing term.
Senator KING. Well, the word "super" now connotes many things.

We apply it to ships of the air and ships of the sea.
Senator CONNALLY. A tax by any other name is just as burdensome.
Senator BROWN. But it doesn't smell as bad.
Senator KING. We might call it an esthetic tax.
Senator BROWN. Defense tax is what it ought to be called.
Senator VANDENBERG. You might call it 'bottom of the barrel"

tax.
Mr. SULLIVAN (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 payable under the permanent increases
in rates effected by title I. The bill contains a special 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 thisspecial provision, the 10 percent increase will in no case result in a



ItVENUI ACT 01' 1040 39

levy of more than 10 percent of the income remaining to an individual
taxpayer after payment of his title I Federal income tax liability. It
is estimated that the 10 percent increase in individual and corporate
income taxes will yield $258 000,000 annually.

The excess-protitfs tax, the capital-stock tax and the estate and
gift taxes are all increased 10 percent. The increase in the excess-
profits tax is effective for aiiy taxable year ending after Juno 30
1940, and before July 1, 1945. The capital-stock tax is increased
for the year ending Juno 30, 1940, and for the 4 succeeding years
thereafter. The increase in the estate tax is made effective with
respect to decedents dying after the enactment of the bill and before
the expiration of 5 years thereafter. The increase in the gift tax is
applicable to Ihe calendar year 1940 and subsequent calendar years
up to and including 1945. With respect to the calendar year 1940
the increase in effect is applied to gifts made after the enactment oi
the bill.

As stated above, most of the Federal excise taxes are increased 10
percent, effective July 1, 1940. Since many of these taxes were due
to expire in 1941, this 10 percent increase necessitates an extension
of such taxes to 1945, and this extension 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 increases 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 increase of 33% percent
and 37% percent, respectively. The tax on beer and other fermented
malt liquors has been increased from $5 to $6 a barrel, a 20 percent
increase, 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 tnowN. Can you translate those figures into valuation?
What percentage of increase is it on a valuation basis?

Mr. SUIVAN. On a barrel of beer?
Senator BRowN. On a barrel of beer or a gallon of liquor.
Mr. SULLIVAN. 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 does it cost?
Senator KING. There are 31 gallons in a barrel.
Mr. SULLIVAN. About $15 a barrel, that would be an increase of

one-fifteenth.
On ci arettes 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 aniounts to more
than 100 wine gallons.

Senator KING. I have a communication which says that the Gov-
ernment has made no distinction between the tax on beer containing
less than 3.2 percent alcohol and beer containing over 3.2 percent
alcohol.

Mr. SULLIVAN. That is correct.
Senator KING. And the writer states that 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. SULLIVAN. Does he say 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. SULLIVAN. I think that the variation is not great.
Mr. BERKSHIRE (Stewart Berkshire Deputy Commissioner of In-

ternal 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 KING. Less than on wine?
Mr. BERKSHIRE. No, sir.
Senator KING. Would not there be some reason-and it appeals to

a prohibitionist, that is, those who don't believe in an excessive use
of alcohol, to encourage a lower alcoholic content than to encourage
a higher alcoholic content?

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

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

Mr. BERKSHIRE. That is right.
Senator CONNALLY. That is all right, it suits me, You are really

after the money instead of the beer, anyway, aren't you?
Mr. SULLIVAN. That is right, sir.
The CHAIRMAN. The Buck bill, H. R. 0117, has come over from the

House for our consideration 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 appropriate change can be made in this bill. Isn't that right?

Mr. BERKSHIRE. Yes, sir.
Mr. SULLIVAN. Under the Buck bill, the collection of revenue will

be increased.
The CHAIRMAN. Yes; I understand $3,000,000, and so the Treasury

is for that bill?
Mr. SULLIVAN.' That is right, and for reasons other than the increase

in revenue.
Senator CONNALLY. Does this bill carry any taxes on so-called soft

drinks like Coca-Cola?
Mr. SULLIVAN. No sir; it does not.
Senator CONNALLY. Why shouldn't it?
Mr. SULLIVAN. Barkis is willing.
Senator KING, I have been told that the Coca-Cola business is very

profitable.
Mr. SULLIVAN. Our estimate, on I cent a bottle, is an additional

revenue of $76,000,000 a year.
Senator BARKLEY. On soft drinks?
Mr. SULLIVAN. That is right.
Senator BARKLEY. At 1 cent a bottle?
Mr, SULLIVAN. Yes sir
Senator GEORGE. You are not interfering with the basic rate on any

of these taxes, you are simply adding the 10 percent or some arbitrary
percent where 10 percent cannot be practically collected?

Mr. SULLIVAN. That is correct.
The CHAIRMAN. Let me ask you a question, Mr. Sullivan. I have

a memorandum here with reference to this increased tax on liquors.
The following 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 subcommittee, 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 liquor for those
puroses.

We 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 increased cost in the prepa-
ration of the average prescription, according to the best information
I have been able to get, because of the increase in the tax on the alcohol
contained in that prescription is about a half of a cent a prescription.

The CHAIRMAN. So the Treasury opposed that?
Mr. SULLIVAN. Yes.
The CHAIRMAN. Largely on account of the administrative diffi-

culties and costs?
Mr. SULLIVAN. That is right, where it is going to cost the average

person who buys a prescription an additional one-half cent per pres-
cription, we rather question whether that justifies costing the Treasury
in excess of $7,000,000 a year.

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

I note in the proposed bill there is no reference to tax on soft drinks nor a tax on
carbonic gas which goes Into soft drinks. In the World War a tax was placed
upon these beverages and I see no reason why competing as they do with various
other products they should not bear some of the necessary burden of the present
defense program.

Was that matter considered by the Treasiu'y Department?
Mr. SULLIVAN. 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
rather by an increase in the tax rate on those things that are now
taxed.

Senator VANDENBERG. They are just confined to super taxes?
Mr. SULLIVAN. 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. SULLIVAN. I was merely trying to explain that.
Senator BARKLEY. For instance, you have got no tax here oa soft

drinks which you say would raise, about $76,000,000 a year.
Mr. SULLIVAN. Yes sir
Senator BARKLEY. Vou 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. SULLIVAN. 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 a 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
could bear 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 everything else 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
so much for it because 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
judgment is the effect of this, why can't you raise another $76,000,000
by this tax?

Mr. 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. SULLIVAN. 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 choosing-

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

Mr. SULLIVAN. We are quite willing to accept your suggestion, sir.
Senator GEORGE. There are many 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 be anything this year so far as I can see.
Of 175,000,000 pounds bought last fail for export under Government
loans, only 1,000,000 pounds have been carried across the Atlantic.
France has quit buying the barley, England has quit buying the
bright, or the cigarette tobacco.

Senator BAIKLEY. 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 KING. 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 KING. So there will be a double burden upon the Govern-

ment.
Senator BAILEY. There will be a loss in revenue to the Government

4f you 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 Carolina and in Georgia and in Alabama
and in Florida, and in Kentucky and Tennsessee.

Senator GUFFEY. And in Pennsylvania.
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. SULLIVAN. That is quite true.
Senator BARKLEY. I feel the same way about it, I realize that the

taxes 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 Bailey 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
sold 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
great disproportion part of these increases which will be borne by
limited localties in the United States, especially on these products
that I have mentioned.

The CHAIRMAN. All right, proceed, Mr. Sullivan.
Mr. SUI.LIVAN. 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 1I of tie bill-75 cents per gallon in the case of distilled spirits
and $1 per barrel in the case of malt liquors. The increase in the
taxes 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 increase of 16% percent. The rates on other tobacco products have
been increased in the same proportion, Chewing tobacco has
been exempted from this increase, because of the constantly diminish-
ing use of this product. and the small amount of revenue involved.
A floor stocks tax has likewise been imposed on tobacco products,
applicable to those held by manufacturers and wholesalers on July 1,
1940, at a rate equal to the difference between the existing tax rate
and the new rate under title II. The increase in the taxes on tobacco
products, exclusive of the floor stocks tax, are estimated to yield
$70,000,000 annually. The floor stocks taxes on alcoholic beverages
and tobacco products are together estimated to yield $20,000,000 for
the fiscal year 1041.

Senator CONNALLY. You exempt retailers from the floor stocks
tax on 100 gallons of liquor, don't you?

Mr. SULLIVAN. A hundred wine gallons, yes, sir.
Senator CONNALLY. Suppose We didn't exempt them from that,

why should we exempt them, how much would that give?
& O'DONNELL. (Dr. Al F. O'Donnell, Assistant Director of Re-

search and Statistics, Treasury Department). I think Mr. Berkshire
might better answer that, Senator.

Mr. BERKSHIRE. The average return in 1938 showed that each
retailer had 40 gallons in round numbers there were 250,000.

Senator CONNALLY. Well, if he is going to be exempt, ie will buy
a lot in anticipation of this tax.

Mr. BERKSHIRE. They didn't (1o it before.
Senator CONNALLY. How much tax would we save if we didn't

exempt them?
Mr. BERKSHIRE. You would want to multiply 40 gallons by 250,000

and that would be the gallons which we would collect the 75 cents on.
Mr. SULLIVAN. That would be $7,500,000, Senator.
Senator CONNALLY. What would it.cost,--the expense be high to

get that $7,500,000?
Mr. BERKSHIRE. No sir; we would get that without additional cost.
Senator CONNALLY. Why shouldn't we get that $7,500,000?
Mr. BERKSHIRE. 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 now taxes and simply adding
to-

Mr. SULLIVAN (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 CONNALLY. 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 o 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 point that Deputy Commissioner Berkshire
was making was that although in the 1938 act there 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, instead 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 buy another drop, you
get 7,500,000 on what he has on hand?

Mr. SULLIVAN. Yes, sir. If each one o!,ly hod an average of 40
gallons on hand, as they did the last time, we would get 7,500,000.

Senator CONNALLY. That is a pretty good percentage.
Mr. SULLIVAN. Yes, sir.
Senator CONNALLY. And no expense to collect it?
Mr. SULLIVAN. We have got to go through the motions.
Senator LA FOLLErTE. Isn't that same thing true with regard to

the tobacco floor stocks tax if you exempt the retailer?
Mr. SULLIVAN. Yes, we will lose some revenue there, sir.
Senator LA FOLLETTE. And wouldn't you create an unfair competi-

tive situation in that larger retailers will be able to stock up between
now and the 1st of July, and the smaller dealer will not be able to do
so?

Mr. SULLIVAN. To a degree, sir, that is true, and the reason it isn't
true to a greater degree is that there is a limit upon the length of
time they can keep them, and have them fresh.

Senator LA FOLLETTE. That is true, but why should we create that
unfair situation?

Mr. SULLIVAN. We have no objection to the imposition of a floor
stocks tax on retailers, but we would remind you that the last time
we had it, we had something over 800,000 returns, and I can get you
the figures-

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

Mr. SULLIVAr. That is right. Well, we will then save some of the
revenue and we will have almost all the additional administrative
expense. I have *ose figures but I am sorry I haven't them on the
tips of my fingers.

Senator DAVIs. What is the total amount of revenue coming in
from the sale of cigars?

Dr. O'DONNELL. We collected $1,400,000 in taxes on large cigars
in 1939.

Senator DAVIS. What will this additional tax that you have on
cigars raise?

Dr. O'DONNELL. 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 putt, 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 proportionate to the
increase 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; as regards to what you would have sold if

you had not increased the tax; that is true.
Mr. SULLIVAN. I can give you those figures, Senator La Follette,

The additional revenue we would receive by imposing a floor-stocks

241705-40----4
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tax on tobacco with retailers would be $4,500,000. We would expect
something in the vicinity of 900,000 returns and it would cost us about
$2,500,000 to collect the $4 500,000.

Senator LA FOLLETT. Y'ou would have a net gain?
Mr. SULLIVAN. Yes; of $2,000,000.
Now, if you allow an exemption of $10, $20, or whatever you would

decide upon, there would still be the same administrative expense, but
the collections would be that much less.

Senator KINo. It seems to me that your expenses for collection are
tremendously high. It costs $2,500,000 there. You have your ma-
chin(,ry all set up and it would seem to me that an additional expense
of collection should be very small.

Mr. SULLIVAN. Well, tis is hardly over $2 a return; that means a
collector has to go to every 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. Proceed.
Mr. SULLIVAN (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. Lot me ask you about that gasoline tax.
Mr. SULLIVAN. Yes, sir.
Senator BARKLEY. Isn't it very inconvenient to collect any multiple

of a half a cent by tax? Suppose a man goes up to a gasoline station
to buy 5 gallons of gasoline. The tax is 7T cents. Now, the gasoline
salesman can't change a cent into a half, and he couldn't collect the
7q cents, but he would probably collect, and maybe 10, 1 don't know,
but he would collect 8 anyhow because he 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 $56,000,000 more?

Mr. SULLIVAN. Excuse me, you would raise $112,000,000 more.
Senator BARKLEY. That is right, it would double this amount with

a 1 cent tax and raise $224,000,000.
Mr. SULLIVAN. That is right.
Senator BARKLEY. My in ormation is that practically all the States

levy a gasoline tax in multiples of a cent. There may be some that
have a half a cent, but not many as I understand it.

Mr. SULLIVAN. That is right, sir.
Senator BARKLEY. 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
inevitably that would never get into the Treasury?

Mr. SULLIVAI. He may in some instances but the number who
buy odd numbers of gallons is not necessary great. There is an
increasing vogue of going up to a filling station and not saying, "Give
me so many gallons," but "Give me $1.50 worth of gasoline," or
"Give me $2 worth of gasoline."

Senator BARKLEY. That would make it even more difficult to
figure on a 1% cent basis.
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Mr. SULLIVAN. We now have the same difficulty in the trade
because although the tax is in even numbers, you see some stations
that advertise gasoline at 15% cents a gallon, and they are creating
that problem for themselves, There would be some difficulty.

Senator BARKLEY. Is this tax collected at the retail station or is it
collected wholesale from the manufacturer?

Mr. SULLIVAN. From the refiner.
Senator GEORGE. Your Federal tax is a producer's tax?
Mr. SULLIVAN. That is right.
Senator GEoRnE. It is levied on the producers?
Mr. SULLIVAN. At the refinery.
Senator GEO(RGE. Of course, the retailer passes it all on, if ho can?
Senator BARKLEY. He will pass it all on, there is no doubt about

that.
Senator GwORGE. That is the trouble but so far as the Federal

Government is concerned, it is a tax on tle producer.
Mr. SULLIVAN. That is right. You think that in many instances

the filling station willget the advantage of that half a cent?
Senator BARKLEY. 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 cents, and not 1%?

Senator KING. 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. Deputy Commissioner Bliss of the Miscellaneous
'Tax Unit, Bureau of Internal Revenue.

Mr. BLISS. 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. Biass. I wouldn't know.
Senator CONNALLY. Under the present set-up you collect the tax

from the refiner?
Mr. BLISS. Yes, sir,
Senator CONNALLY. Now, when the filling station man sells that

:gas does he collect any of that tax?
Mr. BLISS. We don't look to him, we look to the producer.
Senator CONNALLY. I am talking about what is the fact.
Mr. BLISS. 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,
Senator GUFFEY. Plus the tax.
Senator CONNALLY. That is all right.
Senator GUFF.Y. Why should he collect the tax twice?
Senator CONNALLY. I don't want him to.
Senator GUFFEY. He doesn't pass it on-
Senator CONNALLY. 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
sign up there "tax"-does that include both the Federal and the State
-tax?

Mr. SULLIVAN. I think in most cases it does include both.
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Senator CONNALLY. Then he remits that to the refiner, I suppose,
aspart of his cost?

The CHAIRMAN, Some States provide that in the sale of the product
to the ultimate purchaser, that there shall be maintained a schedule
of how much taxes arc to be paid.

Mr. SULLIVAN. Yes.
The CHAIRMAN. You don't know how many States have that law;

do you?
Mr. BLISS. Practically all of them,
Senator CAPPER. I would like to ask you a question, if I may. My

mail this morning is filled with propaganda on this tax question, and
among other communications I fin( one from the American Taxpayers
Association, with headquarters in the Munsey Building, Washington,
and it encloses a carefully prepared circular, Statement of Associa-
tions' Position on Present National Policies, and this paragraph,
which interested me, says:

A reduction in tax rates-
Note the statement, "reduction in tax rates"-

particularly on income will increase tax revenue. Past experience and the official
records of the United States Treasury Department prove this.

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

Mr. SULLIVAN. I don't know, there may be. I rather think that is
a fervent hope rather than a statistically 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. SULLIVAN. That is right, Senator.
Senator BARKLEY, Well, if a reduced rate would make a man pay

more taxes, lie wouldn't be advocating a reduced rate very enthusias-
tically.

Mr. SULLIVAN. 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 $50,000,000,000
with higher taxes?

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

In increashig 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 taxes ,with
foreign gasoline taxes, you have got to add all of the State taxes also
to make a fair comparison.
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Mr. SULLIVAN. I think that is true also.
Senator VANDENinEra. There is only one tax abroad on gasoline.
Mr. SULLIVAN. That is right in some places, yes, and in other places,

no. But even taking that into consideration the total tax, both
State and Federal, paid here is far less than I think you will find you
pay for it anywhere abroad.

Senator VANDENBERG. Isn't there something to be said for the
theory of leaving a few things for the States to tax?

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

Senator KING. They may tax the dead, that is about all the State
can do.

Senator VANDENIERG. 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 that we add in Wash-
ington,r SULLIVAN, I think that is quite true, sir.

In the case of certain excises a flat increase of 10 percent of the
existing rate would not be administratively feasible for this reason:
For example, the rates of tax of 2, 4, and 5 cents on transfersof capital
stock have been increased to 3, 5, and 6 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
as tiere was no way in which a person wishing to make a toll call from
a pay station couldpay the extra pennies of tax which a 10-percent
increase would require.

Senator TowNsEND. 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. SULLIVAN. Yes, sir; $25,000,000.
The CHAIRMAN. The suggestion has been made, Mr. Sullivan, that

if we put a small tax on all admissions from 9 cents up and then lift
the tax as the admissions go higher in l)ice, 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 (lone. Have you given any thought to that suggestion.

Mr. SULLIVAN. The only estimate I have, sir, 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 $60,000,000. As I understand it, the suggestion you
have just made would further reduce that another 10 cents. Now, I
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. O'DONNELL. The motion picture industry now has gross theater
admissions of about $1,000,000,000 a year. From th,, best informa-
tion we can get that represents about three-fourths of all the admis-
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sons, including admissions to baseball games, football games, prize
fights, circuses, race tracks, and so on. I should very strongly suspect
that if you lowered the exemption to 9 cents you would very nearly
make all admissions subject to the tax, unless you made, as you did
when you had a previous tax of this kind, a 10 cent exemptio.a in the
case of amusement parks and their special attractions. If I remember
correctly, there was some sort of an exemption for children's admis-
sions. Nevertheless with an exemption of only 9 cents and a tax
of 1 cent on each 10 cents or fraction thereof above this exemption, I
think that you would collect a tax on almost all of the admissions to
amusements.

The CHAIRMAN. I wish you would look into that, please.
Senator TOWNSEND. What do you estimate that would be?
Dr. O'DONNELL. I estimate that we would collect about $125,-

000,000, making some allowance for exempt admissions and consder-
ig that the effective rate of tax on taxable admissions is in excess

of 10 percent. That estimate includes, of course, the present adniis-
sion tax receipts of about $19,000,000 and indicates an increase of
some $106,000,000.

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

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

Senator GEoRa. I have here, Mr. Sullivan, suggested rates of 1
cent on all admissions say up to 25 cents.

The CHAIRMAN. That is from 10 cents to 25?
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 meiit,
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. SULLIVAN. Did I understand that in one of those brackets you
would reduce the rate that is contemplated in this bill?

Senator GEORGE. Yes' from 26 to 49 cents, admissions running
from 26 to 49 cents would only pay a rate of 2 cents. That is 13ss
than we pay now.

Mr. SULLIVAN. I think for the Treasury, sir, that I would have to
oppose that. I am eafraid that we maybe getting into an industry
fight here. I am not sufficiently familiar with the theater busirem
to know.

Senator GEORGE. 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 these rates and try to make those readjustments of
course then you have got all kinds of industr) questions involved,
but I will be glad to leave these with you and you can study them out,
because in January we will probably have it in hand any way.

Senator KING. I am told, Mr. Sulivan, that there are only about
146 theaters in the United States whose charges are 50 cents or above
that, a very limited number.
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Mr. SULLIVAN. One hundred and forty-six?
Senator KINo, That is my recollection, I may be in error.
Mr. SULLIVAN. Frankly I don't know, but it sounds rather low.
Senator KING. 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 KING. And it works very satisfactorily there to all parties,

and the revenue is very satisfactory and it meets the wishes of the
people generally.

Senator GEonGE. 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. I would be loathe
to go into matters of that kind that may affect very vitally the
industry, without some little opportunity for the industry to be heard
on it. That is the theory that I would go on.

Senator KING. Well, if the industry approved a modification and the
public generally, and the revenue to the Treasury was greater, then
it would seem to me we could approach it with a good deal of sym-
pathy.

Mr. SULLIVAN. I think we could. The rates of certain excise taxes
are not increased at all by the bill, a 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 bill
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 also makes no change in the taxes levied under the Social Security
program since these taxes are imposed for a special purpose.

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

Mr. SULLIVAN. 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.

Senator LA FOLLETTE. How much money will come into the
Treasury by the first of January?

Mr. SULLIVAN. By the first of January?
Senator LA FOLLETTE. Yes.
Dr. O'DONNELL. If yOU will defer the question for just a minute,

I think I can find that for you.
Senator KINo. Do you mean from this date now?
Senator LA FOLLETTE. If we pass this bill, how much actual dollars

will we get in?
Senator TOWNSEND. While you are looking that up, are there any

practical difficulties involved in segregating the revenues provided
for 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. SULLIVAN. It will involve a good deal of figuring, sir. You
will notice that the increases that come from the permanent increase
in surtax rates are not included in tile amount that is to be earmarked.
The reason for that is that we just can't figure it. We take the 10
percent supertax and earmarkc that. In the case of the increased
tax on stock transfers, which was increased from 2, 3, and 5, to 3,
4, and 6, we have got to do a little guessing on that, I think.

Senator TOwNsEND. What do you think that would cost, have you
an estimate of tie cost?

Mr. SULLIVAN. I will get that for you, sir,
Senator VANDENERG. Suppose you restored the tax on sugar that

used to be collected a few years ago, how much more would we get?
Mr. SULLIVAN. The tax on sugar?
Senator VANDENIIRG. Yes; I am talking about the sugar tariff,
Mr. SULLIVAN. We collected $65,000,000, you are referring to

the processing tax on sugar?
Senator VANDENBERG. I am talking about the reduction in he

tariff oa sugar.
Mr. SULLIVAN. I don't know about that, sir.
The CHAIRMAN. Are you through with your statement?
Mr. SULLIVAN. I am, sir.
Senator LA FOLLE'rE. Can you answer my question on how many

actual dollars will come into the Treasury by the first of January
before we start revising the rates that are in this bill?

Mr. SULLIVAN. Yes; we are getting that information for you.
Dr. O'DONNELL. Senator La Follette I do have a monthly dis-

tribution of the increased income from this proposed legislation but I
don't have it on a cumulative basis. I will have to add it up.

In July we expect an increased revenue of $21,457,000; in August,
$59,647,000; September, $34,591,000; October $36,945,000; Novem-
ber, $34,522,000;. and December, $ 2,564,000-making a total of
$219,726,000.

Senator VANDENBEnG. About $220,000,000?
Dr. O'DONNELL. Yes, sir.
The CHAIRMAN, Are there any further questions of Mr. Sullivan?
(No response.)
The CHAIRMAN. Thank you, Mr. Sullivan.
We will now hear Mr. Payette B. Dow. Mr. Dow represents 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. I represent the American Petroleum Indus-
tries Committee, and a 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 brief statement with relation to this bill.

We do not oppose at this time any of the increases which are em-
bodied in the bill. We 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 oxiso taxes here proposed shall be considered as fixed for
the period of the 5-year term.

You will recall that the question was asked Secretary Morgenthau
yesterday as to whether he regarded personally any of these taxes to
be fixed taxes for the 5-year period, and lie said that lie did not. He
said that he regarded the bill as an obligation on the part of the
Federal Government to raise $1,000,000,000-plus, with which to
retire the special securities 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 KING. May I interrupt you? I think lie stated, and I hope
I am not misinterpreting his statement, that if persons bought these
bonds under the assumption that certain of these excise taxes were
earmarked to pay those bonds, there might be a moral obligation to
make provision by setting aside in the Treasury Department sufficient
to meet the obligation, but as I understood him, after all it was an
obligation of the 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 I, and
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 wi.h respect to any of these excise taxes for that period.

Senator BARKLEY. 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 it 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. There is nothing that
would lead me to believe that we are going to take them off after 5
years, and we are probably going to put 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 as a temporary tax measure which is necessarily 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-
mittee when, I think, numerous other commodities than those which
are now taxed in this bill, will be taxed, 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 all 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
z.duce the aggregate 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.

Mr. 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 FOLLETTE. 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 tail end of
sessions, when they expire, under a rush and 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 Congrest; 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 get a situation where, under present levies State and Fed-
eral, you have $1 558,000,000 already collected, and this adiditionaI
amount gets you close to $1,700,000,000.

Now, we say we are not here to oppose the taxation, but wo do say
that the levy is already a very substantial 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 a broader way. That is
substantially what I want to say.

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

(The statement is as follows:)
STATEMENT or FAYETTE B. Dow Bmrona THE FINANCE COMMITTu 0 TH

UNITED STATES SENATE ON THE REnVEiU AcT or 1940

My name is Fayette B. Dow. I am appearing before this committee today in
behalf of the American Petroleum Industries Committee, the National Petroleum
Association, the Mid-Continent Oil & Gas Assoelation, the Western Petroelure
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Refiners Association, the Pennsylvania Grade Crude Oil Association, 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 contrar:,, we recognize that the Federal taxes must be promptly and
substantially increased. We believe that the American people understand the
necessity for military preparedness and are ready to meet the tax obligations which
sucli a program will necessarily impose.

There are, however, certain considerations which we think should be brought to
the attention of your committee, and I am making this statement for that purpose.

First. The tax bill now under discussion is drawn in a now form and contains
provisions which are new to our revenue laws In that they undertake to earmark
certain tax receipts for a period of 5 years, to be set aside as a special fund, which
is to be available only for the retirement of United States obligadons designated
as "national-defense series." Tax receipts to be so sktt aside are "the additional
amount of taxes collected attributable to the increases of taxes made * * * in
title II of this act" with certain exceptions. Title II designates certain taxes,
including the excise taxes named in chapter 9A as supertaxes for 5 years. For
example, H. R. 10039, commencing on page 17, line 23, provides as follows:
"Sec. 1650. SuPER-TAx Foa Fvis YEARS.

"In lieu of the rates of tax specified in such of the sections of this title as are set
forth in the following table, the rates applicable with respect t o the period after
June 30, 1940, and before July 1, 1945, shall be the rates sot forth under the
heading 'Super-tax Rate' ".

Then follow certain supertax rates, including the following:

Section Doscriptlon of tax Old rate Super-tax rate

%M I .. .. . ............ i ........................2 cents ...........2 cents.
( 2)...................Tubes ................. 4 cents. 4, cents.

)........................ Automobiletruck aisas, eto. 3 percent .......... 3 o percent.
Mbl) .................... Automobtes, et............ 3 percent .......... 3 percent.

so lP ........................... Pas .................... percent .......... 21 ent.
3412----------------------Lubrint.ngois.......... 4 ents. nts.
3413 ............................... Lurias ing-- o-- l ........ . 4 e- - sl.t.......... 4 cents.
40 (a), (1), (2), and (3) .......... Transportation of l. 4 percent. 4 percent.

The question arises as to whether the excise taxes so levied are fixed for a
period of 5 years so 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 whether he regarded these earmarked, or
special funds, taxes to be fixed for a period of 5 years. His reply, in substance,
was that he did not so regard 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 5 years, but that the manner in which the special fund might be
raised would be for Congress to determine, and redetermine, if it should so desire,
within that period.

We think that this understanding upon the part of the Secretary of the Treas-
ury should be clearly stated in the tax act which is now under discussion. If
this is not done, and Government obligations of the r.,.tional-defense series are
issued under the authority of the act, a contention might be made that the taxes
provided in the Revenue Act of 1940 could not be reduced, even though it should
e found necessary to reconsider and revise the Federal tax laws in their entirety.

The bill now under discussion proposes to levy increased excise taxes on certain
commodities.

It might be considered wise by Congress, for illustration, to enact in a future
revenue bill a general manufacturers' excise tax. If so, it would undoubtedly be
desirable to recon ider the existing excise taxes, and those which it is now proposed
to increase, and to place excise taxes on these commodities which would be prop-
erly and equitably rMlated to a general excise 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 excise taxes which would be fixed, as a
minimum, for a period of 5 years.

We, therefore, request that a clear statement should be added to H. R. 10089
to tite effect that none of the excise taxes provided for shall be considered as
fixed and unchangeable during the 6-year period.
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This leads logically to the second phase of she subject which we think should
be called to the committee's attention.

Second. Among the most essential commodities now subject to Federal excise
taxation are gasoline and lubricating oils. It is important to note that the per-
centage of increase in the tax proposed in H. R. 10039 on gasoline is the largest
percentage increase on any conmodity subject to Federal excise taxation.

It will be of interest to note the percentage increases in taxes proposed on
various commodities.

50-percent increase Is proposed on gasoline.
37%-percent increase Is proposed on brandy.
33-percent increase is proposed on distilled spirits, imported wines, cabarets,

roof gardens, and insurance policies.
25-percent increase is proposed on transfer of bonds and on automobiles,
20-percent increase is proposed on distilled wines, sparkling wines and

fortification of wines.
16-percent increase is proposed on other automobiles.
12 -percent increase is proposed on lubricating oils, transportation of oil by

pipe line, and inner tubes.
ll'-percent increase is proposed on electrical energy.
11-percent increase is proposed on tires.
10-percent increase is proposed on box seats, sales outside of box office, club

dues, corporate securities, passage 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 playing cards.

The proposed increase in excise taxes on gasoline, lubricating oil, automobiles,
etc., 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 1919 the car-owning public paid $1,022,514 in State gasoline taxes and
$64,697,256 in registration fees. By 1939 State gasoline taxes alone yielded
$816,000,000 while State registration fees provided an additional $412,494,00.

To this total of $1,228,494,000 from State levies in 1939, must be added
$328,000,000 In Federal levies on petroleum products and automotive equip-
ment under present tax rates.

To this State and Federal total of $1,558,494,000 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 by users of the highways.

This added revenue has been made bearable largely because the retail price
of gasoline 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 essential commodity used by almost every American family.

Lubricating oil, another absolute necessity, is now taxed at rates ranging from
25percent to 100 percent of the wholesale price.

These taxes wili 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 is one respect in which we are prepared.

We have the fines systems of improved roads in the world.
The war in Europe has shown the tremendous part played by the mobility and

speed of tanks, power-drawn artillery and armoi I cars, motorcycles, and supply
trucks. The trench warfare of two decades ago seems to be obsolete-modern
warfare is a warfare of movement, and for movement good roads are indispensable.

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 coads over which to transport the
mechanized equipment which thc new taxes are intended to provide.

It follows that in considering present taxes and future taxes for military pre-
paredness there must be credited to the highway users the contributions which
they already have made 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 ot those for whom this statement ip made to
make objection 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 revenues, were intended to expire
in 1 year. The need for prompt action is also recognized, and there is no desire
to ask for the delay which would be necessary in order to work out a more equitable
basis of taxation. But it has seemed 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 here briefly stated, and other facts
equally pertinent, will be presented for the further and more deliberate consider-
ation of this committee,

Respectfully submitted. FAYETTE B. Dow.

JUNE 13, 1940.

Senator CONNALLY. I 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 a tax; potable alcohol pays a tax. Why shouldn't this so-called
industrial alcohol, out of which they make perfume aid face lotions
and all that sort of thing for beauty parlors, why shouldn't that pay
some tax?

Mr. BERKSHIRE. That is an economic question.
Senator CONNALLY. Is there any administrative reason why they

shouldn't?
Mr. BERKSHIRE. No.
Senator CONNALLY. There is no administrative reason?
Mr. BERKSHIRE. No.
Senator CONNALLY. YOU could collect it just as easily as you

regulate it.Mr. BERKSHmE. Yes, sir.

Senator CONNALLY. Without any additiornl expense?
Mr. BERKSHIRE. Yes, sir.
Senator CONNALLY. How many gallons are consumed in the United

:States; do you know annually?
Mr. BERKSHIRE. I can get that information for you exactly, and

I will give it to you.
Senator CONNALLY. And suggest along with that, a rate,
Mr. BERKSHIRE. Yes.
(The following data was furnished by Mr. Berkshire:)

-Ethyl alcohol Iwi hdrawn for denaturation, and completely denatured alcohol and
specially denatured alcohol produced, fiscal years 1987, 1988, 1989, and first ten
months of fiscal year 1940

Ethyl alcohol Completely Specially
Fiscal year ended June S withdrawn denature denatured Total pro.for denature, alcohol alcohol ducedtion I produced produced

lins
• ,Proof gaYte gallons

1037.... .................................. 101, 034, 822 22,118,878 80,084,281 102,202,659
138 .............................................. .. 105,84.246 25,598717 69,009,024 94, 607, 741
1939........ . .. 77, 30, 88 17 17,43 83,61,077 10,740,10
FIr1onths o 40... ...... .... .. .. . 14, 0 7,0 92,90,930 107,017,92

I'Includes rum and other spirits produced as dlstiltorles for denaturation,
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The C,-, 1AMAN. Thank you, Mr. Dow.
Mr. Boe -:shire, let me divert just a moment to another subject and

if possible got the committee to act on it at this time. Have you be.
fore you the so-called Buck bill, I. It. 0117, that has passed the House?

Mr. BIMisHiRs. Yes, si'.
The CHAIRMAN, I understand that it is recommended by the

Treasury. It has got to be settled, I think, before this tax bill is
acted on. Will you explain the bill, briefly.
Mr, Bruni sju. Yes, sit'.
Tho CHIIAIRMAN, And the reasons for the Treasury supporting it.
Mr. IBitKnisUrtR. I might say that something like a year ago

representatives of the wine industry called on me with the idea of
having a law passed olimitiatig tax on brandy used for purposes of
fortification of wines.

That tax is now 10 ejnts a gallon. They wanted to eliminate that
tax and move it over on the finished product, that is on the wine that
this brandy is used in fortifyi n

Tit tax, the 10-cent tax, ifyou transferred, it over to the wine,
amounted to something like 3% cents a gallon on the finished wine.

We told thon at that time that we didn't believe that we were
interested in dealing in half cents and if they wore interested ill taking
tle brandy tax off and then increasing the sweet-wine tax to the
extent of 5 cents a gallon, that the Treasury Department would
would approve their proposal.

Senator LA FOLLxTrrT. What advantage do they see in eliminating
the tax on the brandy used for fortification, and putting it onto the
wile itself?

Mr. BmuKsriinE Well Senator, it has boon a troublesome thing to
the industry and to the Bureau in administering it. At present, this
tax is assessed, it is collectible in 18 months, and we find in the mean-
time the wine maker has disposed of the wine and the money too,
and we look to the bonding company many times for this tax at the
end of the 18-month reriod.

It has caused us trouble and it has caused some of the wine people
to become financially involved, and it has generally disrupted the
wine market. I think that is their interest.
Senator CONNALLY. How will this rectify it if you put it on the

wine instead of the brandy?
Mr. BERKSHIRE. We at the present collect a wine tax on the wine

as it moves out of the warehouse, but then we collect the 10 cents
tax on the brandy 18 months later.
Senator CONNALLY, Why shouldn't you collect it all at the same

time?
Mr. BERKSHIRE. That is what this does.
Senator CONNALLY. But you take the tax off the brandy?
Mr. BERKSHIRE. Yes; and add 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. BERKSHIRE. We gain a cent and a half every gallon.
The CHAIRMAN. What do you estimate tile gain?
Mr. BERKSHIRE. A cent and a half a gallon, I believe it will run-
The CHAIRMAN (interposing). About $3,000,000?
Mr. BERKSHIRE. No; I think it is only $1,000,000, or less than

$1,000,000; it is less than $1,000,000 a year.



ItIVENU10 ACT OF 1040 5

The CHAIRMAN. There is no division in the industry and there is
no objection on the part of the Treasury?

Mr. Bixsiiini. We think it is a good bill; that is right.
Senator CONNALLY. Does this tax bill increase the tax on wine,

this tax bill?
Mr. BEnKsmiti, Yes sir; and that will be an increase in addition

to the increase )r(;posed in the Buck bill.
1 think that was Senator Harrison's idea in getting I t. 0117 out

of the way, changing the base rates oil the wine before the supertax
rates go on.

Senator CONNALLY. Does this affect apple juice and apple cider?
Mr. BmKsmit,. It will affect only those manufacturers of apple

wine who us.) brandy in fortifying that wine.
The CIHAIMAN. Without objection, the committee will report this

bill favorably, and I will ask Senator George to make the report. It
ought to be passed before this tax bill passes so that whatever taxes
are added to it will appear in the pending tax bill,

Senator BARIKLEY. May I ask Mr. Berkshire, while lie is here on the
stand, about the rectifiers tax? This bill increases the tax on straight
whisky from $2.25 a gallon to $3 a gallon,

Mr. BEnKsnMUN. Yes, sir.
Senator BARIILEY. It does not increase the tax on the rectified

product which, as I understand it, is about one-fourth straight
whisky and three-fourths fresh and possibly raw alcohol. And tlis
30-cent tax per gallon which is the law now was put in there to make
an effort to adjust the difference between the cost of production plus
the tax on straight whisky and the rectified whisky?

Mr. BERKSiHIE. That is my understanding.
Senator BARKLEY, And if you increase the tax on the straight

whisky from $2.25 to $3, as I understand the Treasury recommended,
and the alcohol tax unit of the Internal Revenue Bureau recom-
mended that there be an increase in the tax on rectified, and that was
contained in the House 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 Treasuiy Department thought that
there should be a corresponding increase in the rectification tax which
is now, as you know, 30 cents a proof gallon.

We feel that the increase is necessary, aside from the revenue-pro-
ducing angle, in order to better equalize the production costs 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 time that the 30-cent tax went on, the
30-cent differential doesn't do the job, and we think that certainly
40 cents is a moderate increase.

Senator GuFFEY. How much did you recommend?
Mr. BERKSHIRE. 40 cents.
Senator GUFFIEY. From 30 to 70?
Mr. BERKSHIRE. 30 to 40.
Senator BARKLEY. Is that really sufficient?
Mr. BERKSHIRE. Well, the best information that we were able to

get, Senator is that that does not yet equalize the cost of producing
the two products.

Senator BARKLEY. They are competitive articles.
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Mr. BERKSHIRE. They are competitive articles; yes, sir.
Senator BARKLEY. And where you 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. BERKSHIRE Yes sir.
Senator BARKLEY. Whereas the cost of producing a gallon of

alcohol is much less because they don't have to store it, they may
pour it into good whisky tomorrow, after it is made today, and pro-
4 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 proof gallon.
Senator BARKLEY. Yes. So that you have got three-quarters of

the contents of a gallon of rectified whisky representing a 16-cents-a-
gallon rate production cost, whereas the entire contents of a gallon of
straight whisky is on the 90-cent basis.

Mr. BERKSHIRE. 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. I

Senator GuFFEY. Why not make it 50? It would improve the
quality of the whisky.

The CHAIRMAN, I have had a memorandum handed to me, and I
want to ask you about it. It reads as follows:

Any attempt to impose an increase in the rectification tax which is now 30
cents per proof gallon wofld constitute unwarranted discrimination. It is not
generally understood that a rectifier or blender pays the same excise tax as any
other member of the industry. To increase the rectification tax by 10 cents would
mean that the liquor taxes are being increased 75 cents per. gallon for some people
and 85 cents per gallon for others, which is manifestly unfair. The rectification
tax as it Is at present, as it at present exists, is discriminatory. It contains
another discrimination in that mixtures of 4-year old spirits produced below 190
proof, are exempt from the tax, while mixtures of 4-year old spirits produced
above 190 proof, are not exempt. There could be no justification for increasing
the discrimination by Increasing the tax.

What is your reaction to that argument?
Mr. BERKSHIRE. I don't think that is sound, Senator.
The CHAIRMAN. You don't agree with it?
Mr. BERKSHIRE. No, sir. If 30 cents was right and has been right

all of the time, 40 cents or 50 cents would be right now if the corre-
spondipr costs of production have changed to that extent, if I make
myself clear.

Senator BARKLEY. There seems to be some confusion as to the
difference between "blended" and "rectified" whisky. If I under-
stand it, blended whisky is where you take two straight whiskies and
mix them, is that right?
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Mr. BERKSHIRE, 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 BARKLEY. What is the difference between a blender and a
rectifier?

Mr. BErxSHIRE. None, it is used indiscriminately.
Senator GUFFEY. Don't you think the word "adulterated" would

be better than the word "rectified"? [Laughter.]
The CHAIRMAN. 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 CHAIRMAN. Mr. Garcia wants to make 'a brief statement, and

I think file a statemei4, w'#paa k4, ,the record, is that right, Mr.
Garcia?

Mr. GARCiA.roCrrect, sir.

STATE OF ALVARO M G4ICIA, PRESM ' , CIGAR XANU.
/ACTURER. ,,SSO IATII , OF AMERI A INC.

MrtOARCIA. W. nax e is A9 ao" M. G cia. I at a member of
the 0im of Garcia & Wgi, mpa, ]a, and I a president of
the Cigar Mantfatur't seiatoin of ,'eca.

Senator CONNALLY. y u coiinecd w1h the Peiecto Garcia
people, or the other gr f? T

Mr. GARCIX4 Gari tVd.
Senator CQNr4 IJY. 'D&,yoii l jhe Garcia and Veg cigars?
Mr. GARCIA. That is correct..
Senator CO$NALLY,' good .6garo", "Mr. GARCIA.',,Thahky .O . : :i "

Sexiator CONNALLY. The3 ato a little too high, but thsy are awfullygood 6'gars ,,"' , ..
MIr I ^ncz Thank y6 u, sir. 1

Our a location of xiggr man-tjacturdrs realize fairly the need for
revenue iVt*rder to finance'th"tost of national preparedness.

At the sal% time, the current trends and th, problems of our cigar
industry presit situation which we feel 4 Iour duty to lay before
this committee ofF b lf of the inAjt '- as a whole, and on this
question of the propose twrn , 

sk- 
" ,

A comprehensive 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 CHAIRMAN. All right, it may be made a part of the record.
(The statement is as follows:)

This niemoranduzn is submitted with respect to the increase in cigar taxes pro-
posed in section 2004 of H. 1. 9966.

Our members realize fully the urgent need for increase] revenue at this time in
order to finance the cost of national preparedness. Undoubtedly it is the desire
of those who are chargrd with the responsibility of levying new taxes to distribute
the necessary burden equitably among those who must bear the expense of the
program. Perhaps in the necessity for hninediate action, however, some indus-
tries 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 cigar 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

241705-40-5

BEST AVAILABLE COPY



62 REVENUE ACT OF 1040

would cast nupon the already declining cigar industry will be best undertood when
the following factors arc considered:

(1) The prescht status of the industry;
(2) The internal-reveute taxes presently derived from cigars and the estimated

increase in taxes under 11. R. 9966;
(3) The inability of the cigar industry to pass on such increase;
(4) The inability of the cigar industry to absorb increase;
(5) The contrast between the cigar and cigarette industries;
(6) The effect of proposed increase on manufacturers, workers, and farmers.

(1) TIEE PRESENT STATUS OF TIlE INDUSTRY

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
employee 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.

As 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 fell to 10.18 percent. In the same
period class A cigars (5 cents or las) rose from 30 percent to about 88 percent
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 5 cents
each and that the remainder sold for the most part at two for 5 cents,

The combination of these trends is clearly reflected in the value of the indus-
try's product, which fell from $371,000,000 in 1921 to $312,000,000 in 1929 anid
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 effort. to restore or at least to freeze a shrinking market, the industry
has been coml)elled in recent years to offer a vastly improved product in the lowest
price ranges. In the early years of tile depression, manufacturers were forced
to reduce many prominent brands from 10 to 5 cents and from 5 cents to 2 for 5
cents. It has nevertheless been necessary substantially to maintain the quality
of the original product in order to meet competition from other smoking com-
modities.

While the price of the industry's pv'dmt hes sharply declined it, has been
burdened at the same time with a substantial increase in labor as well as raw
material costs. Prior to tile enactment of the Fair Labor Standards Act of 1938,
27 percent of the cigar factory workers earned less than the 30 cents per hour now
required by that statute, In 1938 the Cigar Manufacturers' Association retained
a firm of public accountants to conduct a survey of wages and hours in the cigar
mnantiufacturing 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 a loss and that at, the 30-cents-per-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 been 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 F has labored
under similar burdens. As to these cigars, informed opinion in the industry has
frequently been to the effect that unless 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 set by those individuals in tipper economic brackets.
In the p ,st, such persons have shown a preference for higher priced cigars and
when more of such cigars are sold the smoking level of the entire industry will be
lifted.

(2) THE INTERNAL REVENUE TAXES PRESENTLY DERIVED FROM CIGARS AND THE,
ESTIMATED INCREASE IN TAXES UNDER II. R. OW50

The table set forth below indicates as to each of the revenue classifications of
cigars the 1939 consumption, internal revenue taxes paid, a)proximate percentage
of total cigar taxes paid, and the estimated increase under h. R. 9966.
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Number of Approximate Estimated
Class of cigars sd present rate cigars Col- 1939 taxes Iercent of increase In

summed in to tal cgar taxes under
1939 taxes in 1939 I. It. 9900

Percent t
A ($2 per M) ... ......-...................... 4,942,744,000 $9, 887, 5M 77 $1, 847,020
B ($3 per M) -------------------------------- 42, 785, 000 127, 797 1 21,906
C ($5 per M) ................................ 483 , 000 2,420,186 21i 403,364
D ($10.50 per M ) ............................. 35, 039, 00 377, 333 3 62, 889
E ($1350 per M ............................. 4,682,000 61,870 1 %0, 312

Total-----------------------9,.... 61600,900, 000 12,974,742 100 2,145,7900

Whie ass inereasecd revenue of $2,145,790 would be obtained under the new
rates if 1940 consumption equaled that of 1939, it is likely in view of the factors
stt forth in this incioraidtim that under those rates production votld drop sub-
startially and total revenue decrease accordingly.

As for the increase in rates under H. It. 9966, it is particularly significant to
note than an unprecedentedly high rate would be imposed upon class 1) and E
cigars. 'Ihe maxinsum rates previously imposed, set during the World War
under the Revenue Act of 1917, were respectively $12 and $15 per 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 increases 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 to cigar smokers in the forum of alt odd increased price any
increase irs manufacturing costs through taxes or otherwise. Cigars are tra-
ditionally sold its price multiples of 5 cents, and sales have fallen off sharply
whenever it was attempted to charge an odd price, such as 6 cents or 7 cents.

Considerable testimony on this point las been given by the industry at hearings
before the United States department of Agriculture aned ill hearings at the time
of the adoption of tho N. 11. A. code for the cigar industry. Answers obtained to
a questionnaire circulated among retailers during the National Recovery Act
period strikingly confirined this fact. When it, is borne in initd that about 90percent of the industry's product today is in class A cigars, where the increase
in price would have to be from 5 cents or 2 for 5 cents_ to 6 cents or to 3 cents each,
respectively, it is evideist that tie increase in tax could not be passed oin.

(4) INABILITY OF CIGAR INDUSTRY TO ABSORB INCItIASE

As shown above a study of the cigar-nsanufacturing industry as recently as
1038 discloses that without any miinirin Nvage requirements 53 percent of cigar
maufacturers would operate v,t a loss and that under the 30-cent mintiusn wage
requirements now effective under the Fair Labor Standards Act 65 percent of
satufaturers are operating at a loss. It is clear that these mantfacturers, who
continue its butsiless in the sope of eventually snore favorable operations, would
be altogether unable to pay further cigar taxc,

(5) CONTRAST BE~W, EN CIGAR AND CIGARETTE INDUSTRIES

It cannot be too strongly emphasized that the cigarette and cigar industries fall
Into altogether different categories. This fact has been repeatedly recognized by
State and Federal authorities. For instance, shortly after the ersactinent of the
Pair Labor Standards Act of 1938 a conference was held with the Wage and Hour
Adnintistrator to deterisine whether, when industry committees were appointed
il the tobacco field, a separate committee should be appointed for the cigar in-
dustry. It was agreed by the Administrator that this course would be pirsued.
Under the National Recovery Act, similarly, codes of fair competition were set up
separately for the cigar industry.

While the cigar industry has steadily declined ever since 1921 the cigarette
industry has increasingly prospered throughout the same period. lhe voltino 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 its the
hands of a few very large manufacturers who have mechanized their methods to
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a 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 mechanizedt
their production to an extent comparable with that attained by tile cigarette
industry.

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 figures are available) was approximately 17Y2 percent of the value
of the cigarettes produced that year, nevertheless, the cigar industry employed
55,879 wapo earners or approximately twice as many as the 26,149 wage earners
employed in manufacturing cigarettes.

Although, 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 imposed upon it by
II. R. 9066, and for that reason its situation is in no way comparable with that of
the cigar industry.

Apparently the 16% percent increase in the cigarette tax was motivated by the
thought that the tax per package of 20 cigarettes would thus be increased from
6 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 oi the increased tax. There would therefore appear
to be no reason for imposing the same 16% percent increase on cigars as on cig.
arettes solely because 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 INCREASE

(a) Alanufachtrers.-As has been shown the proposed increase in cigar taxes
will heavily burden the cigar manufacturers 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 be 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 decrease
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 retail employees 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 Pours Act, may be coin.
polled 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 necessarily result ii the unemployment of a
substantial number of cigar workers.

(c) Farmers.-The repercussions of the proposed tax increase upon the Auieriean
farmer are evident. Cigar filler, binder, and wrapper tobacco is grown in tile
United States in Connecticut, Florida, Georgia, Indiana, Massachusetts, Minne-
sota, New York, Ohio, Pennsylvania, and Wisconsin. Tie decrease in the coni-
sumption of cigars which the proposed taxes are likely to cause would inevitably
decrease demand for ttme tobacco grown by farmers in these States. In order to
continue in business, moreover, many manufacturers would be compelled to seek
economies by paying a lower 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, it is respectfully requested that tie proposed
16% percent increase in cigar taxes contained in 11. It. 9966 be revised so that
the burden to be a.sumed will be fair and equitable.

Respectfully submitted.
CIGAR MANUFACTURERS ASSOCIATION OF AMERICA, INC.

By ALVARO M. GARCIA, President.
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Mr. GARCIA. At this time, in order not to take up any more time

than is abs olutely 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 percent 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 retail 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-
ficturers to hold the cigar smoking market and to produce cigars to
meet depressing conditions and the pocketbook of the country.

3. In revenue to our Government, the cigar industry paid in 1929
the amount of $22,500,000; in 1937 the revenue wa , $13,247,000.
In 1938, the revenue was $12,751,000.

Senator TOWNSEND. Was that on the same basis of taxation, as
you go over these years?

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 figum'es it is very apparent that the law of (iminishing

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 oe)rate 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
woulh continue in farce the standards of prices and sizes which coin-
petitors would be unable to compete against and still remain in business
to Support their factories.

With about 90 percent of all of the production selling at 5 cents or
less, it can be readily 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 close. This is particularly intensified
In the manufacturers who still employ hand work.

5. Our cigar industry should not be considered with the cigarette
industry. A cigarette ttx may be l)ass'd on in aii industry that is
not declinin g; while cigar volume is only about 17 , percent of the total
cigarette volume, as the cigar industry employs 55,000 in its factories
as against 26,000 in the cigarette factories.
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6. From a survey which our associate ion 1me through certifiel rle-
couiilunts, w estilimte that tit' profits in the entire ilustry for tie
year 1037 do not exceed $5,500,000. That $5,500,000 cm be well
estimated to hatv rennijued in the hands of--or 80 percent of those
profits lave remained in the hands of six or seven firms,

The internal revenue tax--allow me to repett--for that period,
amounted to $13,247,000.

7. Your bill under discussion has elimiuattod from increased tax,
chewing tobacco, (110 to the (hecliiing conistmiiption, The eliminited
proposed revenue is about, I am advised, $1,500,000 as against
$2,00,000 proposed on cigars.

Inl tho Olinion of our association, rel)resenting about 80 percent of
the production of this coluntry, this ill, the proposed tax, rather,
would not accomplish its purpose. It will have no other effect than
to hurt the ilustry, the firmers mil the workers, mil concentrate
the industry more nd more into the huinds of a few, without any
benefit to the Goverilllnt.

Senator CLARK. Mr. Garcia, I noticed that this bill has a tax on
nffacturers' floor stocks, but not on retail floor stocks. Do you

know amy reason why that distinction should be made?
Mr. GARcIA. As my personal o pinion, I would imagine --.
Senator CLARK (interposing). lvou are familiar with the trade,

that is the reason that I ask you. I understand that that is not y)artiu-
larly within the line of your testimony, but isn't it a fact th at tile
imtii;osition of manufacturers floor tax and the relief of retailers from a
tax on floor stocks will have the effect of greatly enhancing such
retailers as the bi, chain stores, at the expense of the smaller retailers?

Mr. GARCIA. '1hat would probably be so.
Senator CLARK. In other words, they can lay in a bigger stock

before the act goes into effect?
Mr. GARCIA. That woul probably be so.
The CHAIRMAN. All right, Mr. Garcia, thank you very much.
The committee will recess until 2 o-clock and wilf meet iii tile

District of Columbia committee room in the Capitol.
(Recess at 12 o'clock noon).

AFT ERNOON SESSION

(The hearing was resumed at 2 1) m.).
The ChAIA,,AN. Tile committee will be in order.
Gentlemen, for your information I have received a letter from Mr.

Wesley A. Sturges, executive director of tho Distilled Spirits Institute,
Inc., addressed to Chairman Doughton of the House Ways and Means
Committee and myself, [reading] as follows:

The members of the Distilled Spirits Institute have directed me to inform
you that they will make no objection to the increase of taxes on distilled spirits
and brandy contained in H. 11. 99613 which is designed to aid in financing national
prepared ness.

The members of the Iniutitute hope that the proposed increases in the rate of the
Federal tax on distilled spirits from $2.25 per gallon to $3 per gallon and on brandy
from $2 per gallon to $2.75 per gallon will contribute their full share of the
additional yearly revenue of $85,000,000 which the Governmeit seeks to realize
from alcoholic b averages.

,We respectfully urge, however, that these increases in the Federal rate of tax
involve certain hazards or which the Congress should take cognizance.

Most of the States superimnpoRe a system of taxation like that of the Federal
Government. The-e is the ever-present disposition to increase the rates in the
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States. It is the con risum of judgment of the members of the l)istill,! Spirit
Instlito that the lrposed increases i the e'ederal rate Wril ihng the collibined
State indi Feleral leviem to suieh a point that any further irereases would put into
operation the law of dimoinishing returns and iopoverlsHi both Federal and State
revenI es to be derived from lit alohiolic beverage industry. As is well known,
these revenues have exceeded $5,000,000,000 s ice reperl.

We further ask that the Congress shall not 1)e urnind fil of tio ever-threateiing
coiipetitor of the legal industry, namely, the bootlegger, 'To the extent tiat our
taxes are increased, the inargin of profit for the bootlegger is naude more attractive.
The granting of additional flin( for law enforcement should be given considera-
tion, we believe, to Insure the public revenue.

h'lat concluides Mr. Storges' letter.
The CHAITMAN. Is Mr. 1Ijnier present?
Mr. 1ANFmt. Yes; 1 amu here.
The CHAMIRMAN. You are from Greenville, N. C., and interested

in tobacco?
Mr. LANterl. Yes, sir.
Settor BAILEY. Mr. Lanier, Mr. Chairman, is a farmer and a

lawyer andl he was formerly connected with the )oepartmont of
Agriculture hero at Washington as head of the tobacco division, and
knows a great deal about the whole tobacco business, Find lie comes
froi Greenville which is in the very heart of the tobacco sectionn of
our State.

The CHAIRMAN. All right, Mr. Lanier, make your argument as
brief as you Can.

STATEMENT OF 3. C, LANIER, GREENVILLE, N. C.

Mr. LANIER. Mr. Chairman, as the Senator from North Carolina
has said, 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 tiny 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.

I was tobacco expert in the triple A for a year, 1033 and 1934. 1
might say that I am now a rising State senator from Pitt County.
I say that to justify the statement that I think I speak for the tobacco
farmers of my county and my section.

I am not up here, Mr. Chairman, to oppose the taxes generally for
defense. I am in favor of adequate defense as far as this Nationi can
possibly afford. I will say that I was in tile last war as a second
lieutenant in a line infantry' regiment, a Reg:ular Army outfit, and
I know what the cost of unpreparedness is. I know the lives that we
lost because we were not prepared, and I want it understood that I
aam 100 percent in favor of the efforts being made now to prepare
this country for what may come.

We tobacco farmers are not opposed to taxes. What I am here
to try to show you gentlemen is the ine uity of adding at this time
to the burden of the tobacco growers. We are the first casualties
of this war, the first American casualties.

Speaking of flue-cured tobacco and other types, Kentucky (lark,
it is an exl)ort crop. Two-thirds of flue-cureI 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 about 70,000,000 pounds.

Senator CLARK. What is that figure again?



Mr. LANJER. 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 market-
and this year, unless the Government dous the same thing, we wilt
have no market again.

Mypoint is t)at our consumption has been most materially re.
stricter.

Senator CLARK. You won't have any market- as long as the British-
Turkish agreement remains in effect?

Mr. LANIER. Plus Denmark, Sweden, Norway-all of those coun-
tries 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 levied under this proposed bill, will further
restrict the consumption of our crop instead of giving us help. It will
absolutely curtail 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 the facts, in regard to this tax,
that our tobacco is already tremendously taxed. For every $200, at
20 cents a pound, that I get 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

a pound for what goes into cigarettes, and that i-s what we prin-
cipally raise.

We are already tremendously taxed. I understand from the figures
that tobacco taxes last year, the fiscal year, yielded around $600,-
000,000 to the Government. No other farm commodity is taxed ex-
cept maybe the corn that goes into corn liquor. But we have already
carried this full wartime tax on tobacco that never has been reduced.
In fact, it was increased 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. Let 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 a pound.

Senator CONNALLY. And the Government gets $1.13 in tar:?
Mr. LANIER. Yes, sir; under the existing set-up now. And I say

it isn't fair to compare this country, its rate of tobrcco taxes, with
other countries like England, because England has no tobacco farmers
to take care of, and it is analogous to say that we, taxing Scotch
whisky, is the same as England taxing our tobacc( ,, 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 Georgia, and Florida, and all of these States,
with a desperate situation mder 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 got the gross amount of
dollars per acro to try to make a profit, and if we can't sell this low-
grade tobacco, then of course we lose that much.

Under this paragraph there about cigarette papers, 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 book of cigarette papers
seven-twelfths of a cent will add from 5 to 8 cents a pound to the cost
of that tobacco to the man who uses it.

Senator KING. That. is only for 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 seen them, and of course that is the dis-
advantage of it as I understand to those who produce tobacco--

Mr. L4ANIER. 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 cent on every leaflet that goes 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 cigarette papers that has been given to him over all of
these years.

That was lone to increase 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 answer
to our problem has never been a restriction of production. That is
like giving a man a 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 certainly 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 a tax expert, but. take chewing gum, soft drinks, 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 a
number of us in bankruptcy and on relief.

I thank you.
Senator BAILEY. Mr. Chairman, before Mr. Lanier takes his seat

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 BAILEY. bo you know how many tobacco farmers there

are in the State?
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Mr. LANIm. Approximately around 100,000.
Senator BAII,EY. And that means from 400,000 to 500,000 in the

primary activities?
Mr. LANILR. Yes, sir; that depend primarily upon tobacco as a

means of living. We have gone away from the cotton.
Senator BAILEY. The income of the farmers in North Carolina

from tobacco is equal to the income from all other sources put together,
is it not?

Mr. LANIER. I would say so.
Senator BAIIEY. The total income is about $230,000,000 and the

income from tobacco has been from $100,000,000 to $120,000,000.
Mr. LANIER. Yes, sir.
Senator BAILEY. 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 Carolina and upon that whole
state as a commonwealth? I would like you to disclose that,

Mr.. LANIE. Senator, back in 1032, 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 price that we get.
We have got to have sufficient production to keep these people work-
ing. It is not at all safe or sounl to just say that we get 30 cents a
pound for what tobacco we raise, if we only have a very little quantity
of tobacco, because the less tobacco we produced the more people
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.

Senator 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 BAILEY. What is the North Carolina production?
Mr. LANIER. It averages around 400 to 450 million pounds per year.
Senator BAILEY. Now, disclose the facts also as to South Carl1ina

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-tbese 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 burly tobacco.

Senator BAILEY. In addition, North Carolina produces some burley?
Mr. LANIER. In addition, North Carolina produces some burley.
Senator BAILEY. In about 19 counties in the mountain section.
Mr. LANIER. Yes, and I might say it affects the burley people

equally, although they do not export their tobacco, because flue-cured
tobacco and burly tobacco are directly competitive, and every time
we sell a pound of tobacco, which burley formerly sold, it displaces
that much burIey tobacco. If one is lower, they use more of that,
and less of the other in the mixture.

Senator BAILEY. One more point. The Federal Government has
imposed upon our farmers a curtailment program under the allotment
system. What will be the effect on the average farmer who has an
allotment of say from 2 to 4 acres, if his price goes all to pieces 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, a 4-acre tobacco
farmr at any price under 15 cents cannot possibly make a living.

Senator BAILEY. Well, the restricted acreage was put on with the
assurance that we would get 20 cents, isn't that right?

Mr. LANIER. I do not recall that assurance.
Senator BAILEY. Well, it was a general assurance, nobody gave a

guaranty.
Mr. LAMiER. A parity price; yes.
Senator BAILEY. Now, if they don't get that, you have destroyed

your whole program, but in destroying it, you have destroyed those
farmers?

Mr. LANIER. That is right.
Senator BAILEY. If you destroy 100,000 farmers of North Carolina,

you come very near destroying that Commonwealth for the time being,
do you not?

Mr. LANIER. That is right.
Senator BAILEY. 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 anybody
will estimate that this tax will raise. That is the situation. You are
not going to get any money out of this to buy any arms or pay any
debts.

Senator GEORGE. Did the Government loan any money on flue-
cured tobacco, last year?

Mr, LANIER, Yes,
Senator GEORGE. What was the loan?
Mr. LANIEn , Tho Government entered into mu arrangement with

the Imperial Tobacco Co. which is strictly an exporting concern, and
some iilepondents-some independent leaf-tobacco dealers-under
the terms of which the Conmmodity Credit Corporation furnished the
money for these companies to buy approximately 200,000,000 pounds
of this tobacco under an option 'that they nmiy take this tobacco at
that option at any tine before July 1941, at the price at which it was
bought; but if they do not exer' ise the option, then the tobacco
belongs to the Comm nodity Credit Corporation.

Senator BAILEY. That tobacco is still in this country.
Mr. LANIER. As the Senator said this morning, out of between

180,000,000 pounds and 200,000,000 pounds bought under that
arrangement, less than 1,000,000 pounds of it has gone abroad;
the rest of it is still in this country to overhang the market until it is
disposed oi in some way or other.

Senator GEOiRGE. With a new crop coming on in August and
September.

Mr. LANtER. The new crop, yes; the estimate is now around
700,000,000. The (lomIestic 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 GEonGE. May I add here, 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 100,000,0k- tinder the
allotment, and, of course, in 'Georgia also, as in Carolina, we have
substantially as bad a situation so fir as the foreign market for cotton
is 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 is 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 ohit of the picture for the time being.

Senator KiNG. 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 BAILEY. I think what the Senator has in mind is the Federal
land bank operations.

Mr. LANIER. I don't know what they have loaned on the crop.
Senator KING. 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 from
the Government upon their crops, those that were 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 JOHNsON. How much taxes were paid on this 180,000,000
pounds of tobacco that the Government purchased?

Mr. LANIER. There were no taxes paid on that, Senator.
Senator JOHNSON. No taxes on that at all?
Mr. LANIER. No; the tax is as it goes into manufacture.
Senator JOHNSON. That is what I thought.
Mr. LANIER. This is merely stored now in warehouses subject to

the option of these exporting concerns.
Senator JOHNSON. And no taxes will be paid on it if it is finally

exported?
Mr. LANIER. None whatever.
The CHAIRMAN. 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 tli
way it is now.

Senator KING. 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 restrict 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 repercussion
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 cigarettes, 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 them buy a corncob
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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.

Mr. LANIER . That is right.
The CHAIRMAN. You don't think you favor a differential in the

cigarette?
Mr. LANIER. No, sir.
The CHAIRMAN. As to the length of the cigarette, and so on?
Mr. LANIER. No, sir.
The CHAIRMAN. And the price?
Mr. LANIER. No, sir.
The CHAIIRMAN. Thank you very much Mr. Lanier.
Senator KING. I wonder if Senator Bailey had any further question

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 CHAIRMAN. Is Mr. Jones in the audience?
Mr. JONES. Yes.
The CHAIRMAN. 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 1)eJ fittedd to read a very short prepared
statement.

The CHAIRMAN. Go ahead.
Mr. JONES. 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 ycu with any criti-
cism of the pending tax measure, realizing its extreme important 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.

The retail druggists of the Nation stand ready as always to bear
their fair share of the inevitable tax burden that faces every citizen.

Standing alone, I think it is safe 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, wbich is the most im-
portant component used in the preparation of drug and medicinal
products, but in effect 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 spirits 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 alcohol 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 ethyl 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 necessary, ad-
visable, or proper to secure the revenue, to prevent diversion of the alco ol to
illegal uses, and to place the noribeverage 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 commercial efficiency consistent with the
interests of the Government, and which shall insure ample supplies of such alcohol
and l)romote its use in scientific research and the development of fuels, dyes, and
other lawful products.

That is the language of the statute that is in the Internal Revenue
Code.

In other words, some years ago the Congress recognized that ethyl
alcohol for :-. .- ;. purposes was in a class apart from purely
beverage '... .. , : :- 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 necssity expensive and a large quan-
tity of them, of course, go to relief organizations in the various States.

As I have said before, the 27,000 members of this association are
ready and willing to contribute their full share to the increased
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 feel that I must bring to the atten-
tion of the committee the inequities involved in subjecting tha
chemical raw material ethyl alcohol 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 funda-
mental basis for tile 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 moment 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
emergency created thereby, the tax on distilled spirits for beverage
purposes reached the high figure of $6.40 per proof-gallon, while the
aame 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 establ shed
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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 alcohol for
nonbeverage uses 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-
poses,

Senator KING, Were there any evasions so far as you discovered
under the old law?

Mr. JONES. Very very few. Our record in regard to alcohol 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 half 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 alcohol 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 lie collect additional taxes from
those whom he serves in the interest of the public health,

Senator KINo. Is there an increasing demand for the nonbeverage
alcohol? I assume there would be with the increase in population.

Mr. JONES. 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 CHAIRMAN. Thank you very much,
Is Dr. Kelly here, now?
Dr. KELLY. Yes.
The CHAIRMAN. 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. KELLY. I am representing, Mr. Chairman, the American
Pharmaceutical Association.

The CHAiRMAN. Is your statement relating to the same matter
we have just heard?

Dr. KELLY. 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 statement prepared?
Dr. KELLY. No; but if I find it necessary to do so, I would like the

privilege of submitting one later. I can do that right away.
Senator KING. Could you submit it by tomorrow?
Dr. KELLY, Yes, sir.
Senator KING. I suggest that if he submits it by tomorrow morning

that it go into the record.
The CHAIRMAN. Yes; it will be incorporated in the record, if it is

submitted tomorrow. I understand you are in accord with the
statement submitted by Mr. Jones?

Dr. KELLY. Yes; but I haven't talked 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 CHAIRMAN. You may have that privilege.
Is Mr. Kolodny in the room?
Mr. KOLODNY., Yes.

STATEMENT OF JOSEPH KOLODNY, EXECUTIVE SECRETARY,
NATIONAL ASSOCIATION OF TOBACCO DISTRIBUTORS, NEW
YORK

Mr. KOLODNY. 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 substantiation of our case.
Itence, I will merely make a 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 sells directly to (a) the
wholesalers, (b) chain stores, (c) 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 tip a substantial amount of merchandise prior to the
date when the law becomes effective. The chain store, however, as
well as the large retailer-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 change 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 than $3,500,000 in revenue on cigarettes alone will be 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 (lid you state?

Mr. KOLODNY. Yes; I think the Treasury Department stated this
morning that it was $76,000,000.

Mr. SULLIVAN. That is on the entire additional tobacco stocks.
On the floor-stocks tax, my testimony this morning was that if there
were no exemptions on floor-stocks tax of retail dealers, we would
collect an additional 41 million dollars at an expense of 2k1 million
dollars.

Senator KING. But the aggregate tax on tobacco was $80,000,000?
Mr. SULLIVAN. $75,000,000.
Senator CLARK, I am sorry, I wasn't there during your testimony

this morning, Mr. Sullivan, In what way would you lose revenue by
putting a tax on retail floor stocks?

Mr, SULLIVAN. We wouldn't.
Senator CLARK. I understood you would gain 4A million dollars

with an offset of 2h million.
Mr. SULLIVAN. 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. Jn other words, then, you are simply recommending
that a tax on floor stocks be not imposed because of the admin-
istrative costs being out of proportion to the money received?

Mr. SULLIVAN. No; we would receive a 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. Our colleoteons 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. KOLODNY. 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 (o) of section 2000 which on July 1, 1940, are
held by any person for sale, there '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 ease of retail stocks where the
amount of tax due aggregates $10 or less, then no tax need be paid.

In urging this revision, we wish to emphasize that established
precedent in the tax statutes of 1017 and those subsequent to it have

241704 -40- 0
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invariably extended the tax imposts to retail as well as other floor
stocks.

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 lerge amount of mer-
chandise prior to July 1. The saving to these firns--and the loss to
the Government-at the rate of 50 cents per thousand on cigarettes
will reach a fabulous sum. By obliging all firms whose tax liability
exceeds $10 to pay the tax on all floor stocks-as recommended-
would serve a double purpose: (a) The yield 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 CLARK. In view of the statement of the Assistant Secre-
tary of the Treasury that to make an exemption below $10-$10 or
less-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. KOLODNY. The only reason we suggested a $10 exemption is
solely to reduce the cost of collecting to a minimum, and secondly,
that in the income tax bureau they also employ a method by which
a man whose amount of earnings does not reach the requisite taxes
required does not have to file any returns.

Mr. SULLIVAN. I have asked for an estimate, Senator Clark, on
Mr. Kolodny's proposal. I had a wire from this gentleman yesterday
in which lie sets forth the proposal lie 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 a $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. KOLODNY. Regarding the retailers--we state that that should
apply where the amount of tax due aggregates $10 or less.

Senator CLARK. Where the tax is $10 or less.
Mr. SULLIVAN. I see.
The CHAIRMAN. 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.
Sullivan 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. SULLIVAN. We will be very glad to do so.
Senator CLARK. If I understand the proposition, Mr. Kolodny, it

is this: That the exemption of retail floor stocks from a tax gives a
tremendous competitive advantage to such organizations as chain
stores or department stores or the very 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
great competitive advantage against the sinaler retailers who either
don't have the credit to do that or ought not to exercise the credit if
they could get it?

Mr. KOLODNY. You state my case even better than I did.
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Senator HERRING. And that applies to all floor taxes, too, Senator.
Senator CLARK. I think so, too.
The CHAIRMAN. All right; thank you, Mr. Kolodny.
Is Senator Chandler in the audience?
(No response.)
The CHAIRMAN. Are there any other witnesses who desire to be

heard now?
(No response.)
The CHAIRMAN. The committee will recess until 10 o'clock tomorrow

morning.
(Whereupon, at 2:40 p. m. a recess was taken until the following day,

Friday, June 14, 1940, at 10 a. in.)
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FRIDAY, JUNE 14, 1040

UNITED STATES SENATE,
COMMITTEE ON FINANCE,

Washington, D. C.
The committee met, pursuant to reces., at, 10 a. In. in room 312,

Senate Office Building Senator Pat Harrison (chairman) presiding.
The CHAIRMAN. The committee will come to order. Is Senator

Chandler in the room?
Senator CHANDLER. Yes, sir.
The CHAIRMAN. Senator, we tried to get you yesterday, so that

you might appear during the afternoon but we could not reach you
before we recessed. I understand that you want to present 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-
mittee, 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 well explained to the committee by my colleague Senator Bark-
ley, who is a member of this committee, but I would like to take a
few 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 Committee to be as follows:
"This is to permit the free 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 rn the consumer of roll-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 cents to 35
cents per pound, or an increase from 66% percent to 99Y0o 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 suficient to provide for 43,000,000,000 cigarettes.
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 one-eighth 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 decrease will equal from
$4,000,000 to $7,000,000 and wil exceed any possible collection which
may result from the new tax on cigarette papers,

I don't believe it was the intention of the committee in either 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 permission to file the whole of this paper which 1 have not read
completely, in the record.

The CHAIRMAN. That may be incorporated.
(Same is as follows:)

MEMORANDUM RE PROPOSAL TO TAX SMALL CIGARETTE BOOKLETS Wuirn ARE
NOT Now SUBJECT TO TAX

11. R. 10039 amends section 2000 (d) of the Internal Revenue Code to provide
for the taxation at seven-twelfths of I cent per booklet of cigarette-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 be as follows:

"This is to permit the free distribution of such books with packages of tobacco."

RESULTS OF THE PROPOSED CHANGE IN TIIE LAW

The result of placing this new tax on cigarette papers is to increase the tax
burden on the consumer of r11-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 94Mo
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 free
cigarette paper. The increase in tax is arrived at as follows:
Tax: Conte

21.3 %-ounce packages equal 1 pound ---------------------------- 21. 0
21.3 booklets at hi cents per booklet- -------------------------- 12. 3

Total ------------------------------------------------------ 33. 3
Present tax --------------------------------------------------- 18. 0

Increase, 85 percent or ----------------------------------. 15 3

With tobacco in 1-ounce packages:
16 1-ounce packages equals 1 pound ----------------------------- 21.0
16 booklets at Y12 cents per booklet ------------------------------. 3

Total ---------------------------------------------------- 30. 3
Present tax -------------------------------------------- ---- 18. 0

Increase 68 percent or ---------------------------------------- 12. 3
The proposed Increase in tax on tobacco is supposed to be only 16% percent-

yet in the case of the roll-your-own smoker, the poorest class-Il. It. 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 sufficient to provide for 43,000,000,000 cigarettes. There were con-
sumed from 12O0,000 to 250,000,000 pounds of tobacco in this form. With
the increase in tax from the pew 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 cents, 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 consumiption of 20 percent. The loss in
revenue, at 21 cents per pound on the smoking tobacco resulting from such decrease
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 papers.

The CHAIRMAN. Well, the House put this provision in.
Senator CHANDLER, I understand that.
Senator KING. You would like it eliminated?
Senator CHANDLEI. Yes.
Senator BAILE, Y. Does that relate just to cigarette papers?
Senator CHANDLER. Yes, sir.
Senator BAILEY. I aIn going to make a motion to strike that out.
Senator ChTANDLEI. Than'- you, very much.
Senator BAILEY. I an1 satisfied that it is a big mistake.
Senator CHANDLER. I think SO, too.
The wartime tax on tobacco, as is well known to all of you, is ,till

continued and our people are very much alarmed. All the peoplee 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 d
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 I hope the Senate Committee on Finance will give considera-
tion to not placing such a heavy burden on the tobacco farmers of our
section of the country which will 1)e 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 a minute wi thi respect to another industry
of our State which is going to be severely hurt if something is not done
by this committee.

Generally speaking, rectifying consists of blending or mixing of
distilled spirits. The 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, alcohol, commonly
known as neutral sirits, and flavoring and coloring ingredients.

There are also w at atre known as blends of trade whiskies which I
will discuss briefly also herein.

At the present time the law imposes a tax of $2.25 per proof-gallon
on distilled spirits. This is applicable both to the whisky and to the
alcohol which goes into the blend, as well its to the straight whisky
sold as such.

The law in addition at the present time imposes the tax of 30 cents
per proof-gallon on rectification, that is to say, on blended whisky,
The 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
markets of the latter.

As evidence of the economic philoso phy under whic'., the 30-cent
rectif ing tax was imposed, I would like to call attention to the
fact that blends of straight whisky, consisting of two or more whiskies
each 4 years old, reduced in proof not below 90 percent, to which
coloring and flavoring are not added, are not subject to the tax.

I would like to further call attention to the fact that gin, made by
redistillation or in a rectifying house, at substantially the same cost of
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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-
ucts which were of substantially the same cost as the unrotified
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 averages
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 the tiree-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
percent of this whisky is stored in Kentucky. Assuming .that the
increase in tax on distiled spirits is raised from $2.25 to $3'per gallon,
it will to some extent diminish consumption and it is obvious thit
withdrawals 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 a 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 sated 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 opportunities between the blended
and the straight whisky, there would be no objection; but unless the
30-cent tax is 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 only may but I think they actu-
all will-find themselves in a difficult financial position.

Us is particularly true of the smaller Kentucky distillers, many of
whom will have difficulty in meeting their financial obligations if
there is any material diminution in the rate of sale of their products.

My colleague is here now.
I mentioned at the outset that I knew he would 'advocate this

strongly to the membership of the committee. I think it ought to
be equalized, I am not seeking to burden unduly the industry that
calls itself a blended whisky industry, but certainly , they should not
be placed in a position that would result, if not corrected in an unfair
advantage, and to the disadvantage of the straight, old-fashioned,
hundred proof, aged-in-the-wood, pure old Kentucky whisky.
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Senator BARKLEY. 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 con-
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.

Mr. Chairman, thank you very much. That is all I have to say
and I certainly appreciate your consideration, and the consideration
of this committee.

Senator BARKLEY. Mr. Chairman, may I ask my colleague if he
intended to make any reference to this other matter that has been
brought to our attention,. "* to papers?

Senator CHAND iE ready made ref3 'Yi.: to that before" you
came in, Senator.,

Senator BAR . All right.
Senator BA Y. Mr. Chairm a #4ad schedule yesterday for

hearing Mr. . E. Winslow e pr ident q6ithe North olina F arm
Bureau. I ire im t s mo. ng, addressed the clerk
of the o it, g th4t it is sibie fg him to b here and
stating tI t Mr. . .Su : h g in his'td, and I pe that
you can ear him bri W. Al

The AIRMAN. All right r. iugg. , 0

STATE NT OF B. SU G IL~,Q REPRES TING
a. NA XR7 BUREAU

The AIR MAN. hop will s*f§foVu can, as e want
to close is mrcmi .1 1 k4

Mr. S G..I reali ' at.
Mr. Wi low, who was to be Lovester y, a destr tive hail

on 80 acres , f his tobacco, *A" Ce cO n ' t t re, and I asked me
yesterday if vould come d I cou n't g e before ow.

I would lil. call attenfltC "n tor, that last cm!er 8 the
British buyers withdrawn from our markets i orth Carolina,
and they were sid withdrawn and that resu in the immediate
closing of our tobacco i ts in North Car ' , and South Carolina,
and the markets were pos cause of the exchange
and war conditions over in the other countries, and it immediately
placed the tobacco growt:rs in the most disastrous condition they have
bon 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 alV6 our
various representatives in Congress and in the Senate, and through
the agreement 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, wiih certainly very little prospect at the moment of this
tobacco being exported to Great Britain and other foreign countries.

Of course we all are familiar with what has taken place in the
last few weeks 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 he had by the
tobacco growers.

Now, the point that I am making with respect to this tax of $3 to
$3.50 a pound, is that it is apparent to us that a further increase in
this tax on tobacco which I understand is probably estimated at from
$75,000,000 to maybe $85,000,000, or $90,000,000 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 effect on our
tobacco growers, because this increase in the tax will, if it does, and
we believe it will, decrease the consumption of cigarettes, 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 will certainly 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 it more keenly now than ever before, and I believe that
you do because our export market, and probably more than 50
percent of our tobacco is exported to Great Britain; the Imperial
Tobacco Co. alone buvs one-third of our tobacco and pays one-half
the number of dollars-and with the situation as we have it, 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
increase our relief rolls by many thousands of people in North Caro-
lina, Virginia, and other sections where we grow this tobacco.

And I say this, I 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
respect to the curtailment of the consumption of flue-cured tobacco,
reflecting in the curtailed production of the farmer and soei of that
cost, is bound to be absorbed by the tobacco growers and with the
present price of a fraction over 14 cents, it cannot be absorbed without
injury to the growers.

I think that you further will agree that our tobacco farmers and
our tobacco people,have certainly been patriotic, they have been
patriotic all these years with this present tax on their product, and a
further tax on their product would certainly curtail the production
which would hurt the thousands and thousands of growers, and then
will not 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?



REVENUE ACT OF 1940 87

Mr. SucG. Yes. I imagine that the tax on the cigarettes will be
increased. That will be reflected on the consumer, and the minute
that lie quits smoking one cigarette ol which you get three-tenths of
a cent every time one cigarette is smoked-

Senator KING (interposing). But the cigarette manufacturer pays
a very heavy tax.

Mr. SUGG. The cigarette manufacturer?
Senator KING. Yes.
Mr. SUGG. The tax, as I pointed out, last year was $565,000,000 oil

manufactured tobacco in the United States, collected from the
consumer.

Senator KING. 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. SuGG. 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 has a loan upon, whether the tax has been paid upon that.

Mr. Suco. 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, Senator, 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 BAILEY. 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. SUGG. 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. SuGo. Yes, sir.
Senator BAILEY. And that is more than half of the States?
Mr. SuGG. Yes.
Senator BAILEY. And the whole thing is calculated now, you have

reached the point where you may destroy the whole industry, not only
the farmer but the source of the Federal revenue. That is true, isn't
it?

Mr. SUGG. 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. SuG. The greatest we have ever had.
Senator BAILEY. Can you give me the exact figure?
Mr. SuoG. Yes; I have it right here, These are the official Govern-

ment figures just published on Julie 10 of this year.
Probable United States stocks, 1940 (this is flue-cured only, now), 1,425,000,000

pounds, 50 percent above any previous record.
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May I just quote one other thing? In 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.

Senator BAILEY. And tens of thousands were thrown on Federal
relief?

Mr. SUGG. Yes; and I happen to be on the relief board myself in
our section, and we are having constantly additional tobacco growersapplying for relief.Tile CHAIMAN. Thank you very much. Mr. Alvord.

Mr. Alvord, you are the only one appearing for the Chamber of
Commerce?

Mr. ALVORD. Yes, sir.
The CHAIRMAN. You have 15 minutes.
Mr. ALVORD. Yes, sir.
The CHAIRMAN. We have several witnesses here and I trust that

you can close in 1 minutes.
Mr. ALVORD. 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, ALVORD. Mr. Chairman and gentlemen: I am sure that it is
not necessary for me to assure each of you that I am not here to oppose
increased revenue for national defense, nor am I here to oppose an
increase in the statutory debt limit for national defense.

With respect to those two items I can be very brief, and, I trust,
specific.

Every 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
important, more tremendous problem.

All of your increases in income taxes can be made retroactive, and
a 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.

Senator CONNALLY. Wouldn't it be fairer to business to let them
know it nowthat 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. ALVORD. 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. ALVORD. I think it would be more fair if you would impose

taxes on a 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
increase the public debt?

Mr. ALVORD. For general purposes; yes.
Senator BARKLEY. What are you going to do about the debt?
Mr. ALVORD. 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 Congress 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 BARKLEY. Is Congress to determine what is or is not a
non-essential, or is the United States Chamber of Commerce?

Mr. ALVORD, The Congress of the United States, sir, and I have
advocated that the Cov-gress do that, and I have a plan under which I
think the Congress will do that.

Senator BARKEEY. All right.
Mr. ALVQRD. 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-Aefense program.

Third is the preservation, the protection and encouragement of
private enterprise, not so closely connected 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
see 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; second, as to the cost of maintaining that
adequate military and naval force; third, the probable length of time
for such expenditures.

With those elements, 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 KING. 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 hitter

and his associate now, dominate Europe, and destroy France and
Great Britain, and seek intrusion into the Western Hemisphere, our
national program then would be a little different from what it would
have been if we had drawn a national program 2 or 3 or 4 or 5 months
ago?

Mr. ALVORD. 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 deter-
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 endorse a proposal
which has been suggested twice by the Secretary of the Treasuiy 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 program to
carry out the objectives which I have enumerated., That com-
mittee would be an ex officio committee in each House, consisting of
those gentlemen charged with raising revenues, and those gentlemen
charged with spending money.

Let them decide upon the financial program, of our Government,
what is going to be required, what ean 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. I have always said heretofore that it was $6,500,000,000
but I have boosted it a half a billion because of the spurt of war
activity.

The budget committee will then be faced with the job of determining
how the excess of its planned expenditures will be financed. The 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 be governed by what
they can raise by taxation and by what they can borrow.

1 just throw out one more thought, trying to keep within the
chairman's 15-minute period. You gentlemen realize fully that there
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are only four ways in which the expenses of your Government can be
paid. One is l)y 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 methods 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. ALVORD. Senator, the time is going to come--
Senator CONNALLY (interposing). I am not talking about the time

that is coming, I am talking about now. You are talking about
ropudation, nobody is going to repudiate the Federal debt. Have
you heard anything like that?

Mr. ALvonD. I am merely throwing out the very real probability
that if you don't put your Government on a sound Anancial basis--

Senator CONNALLY (interposing). We are trying to put it on a 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. ALVORD. 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 before it passes this par-
ticular bill?

Mr. ALVOnD. 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 CONNALLY. We can't win this war with wind. If we could
we would have won it before. You fellows that are for strong national
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. ALVOnD. 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. ALVORD. I would be very happy to have you look at the fig-
ures on diminishing returns.

Senator CONNALLY. 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. ALVOID. I quite agree with you, and I woul(l get that amount
now which you cannot get later, and then really sit down and do the
rest of the 'ob.

Senator CONNALLY. We are going to revamp it all in January, and
we are going to jerk you out of ,,our boots and you might as well get
ready for it. I am in favor of revamping the whole thing in Januaiy
and paying some of these debts.



92 REVENUE ACT OF 1940

Senator KING. As far as I am concerned, I would make the taxes
now, instead of $1,004,000,000, I would have it $1,500,000,000, or
$2,000,000,000 been use we will have greater difficulty in increasing
the taxes which will be necessary to meet our obligations next January,
than we have now.

Mr. AivoRD. I will sum it up by telling you to take every penny of
increased taxes and use it for national defense and nothing else.

Pursuant to the permission of the chairman, 1 am appending hereto
a 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 appended thereto.

A TAX PROGRAM FOR NATIONAL DEFENSe I

Taxes for the national defense are accepted by businessmen as essential. An
increase in debt limit, solely for defense expenditures, is also required. We
believe, however, that additional taxes or an increase in the debt limit for other
purposes than national defense should be opposed.

POSITION WITH RESPECT TO THE BILL

(1) For national defense purposes the statutory debt limit should be increased
by the amount necessary to finance the requirements for the fiscal yesr 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 tLe Federal Governments. The 1-year taxes to be added now
should take the form 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.

FINANCING A NATIONAL-DEFENSE PROGRAM

The vital need is for a long-range coordinated national-defense program.
Proper methods of financing the cost to be borne by the Government are essen-

tial elements of a 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 use of the borrowing power must be kept within limits permitting ultimate
repayment.

We 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 can acquire and maintain maximum Industrial produc-
tive capacity, including plant, equipment, and trained personnel essential for
national-defense purposes; and (c) we can conserve promote, and strengthen
private enterprise not directly employed in national defense, but essential to the

I Statement of Eiisworth C. Alvord, chairman of the committee on Federal finance presented June 14,
1040, to the Committt on Finance of the United States Senate, at the hearings on the revenue bill of 1040.
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preservation of private economy and employment, particularly during the period
of armed peace or post-war readjustment.

So far as is possible there should be early decisions with respect to the estimated
cost of the Military Establishment it is necessary to build the annual main-
tenance cost of that Establishment, the probable period of time over which the
expenditures can be spread, the means of assuring efficiency and economy In
making the expenditures, and the preservation of facilities needed for times of
peace.

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 financing or ownership. To that end
there should be relaxation of any undue Government restraints upon private
financing and the tax measure should interfere as little as possible with the flow of
privatee capital into Industrial expansion. Any use of Government funds in aid of
industrial expansion should be restricted to the most emergent situations after a

clear showing of private inability to provide the financing.

ESSENTIALS OF A SOUND FINANCING PROGRAM

Any defense program can be financed from taxation and controlled borrowings,
but there must be regard to three essential factors:

(I) 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 method of obtaining maximum Government revenues without causing
a shrinkage of the income base. 1

(3) The best manner of rigorously restricting nondefense expenditures and of
providing an effective control by Congress over the volume of expenditures from
year to year.

These 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 finance has recom-
mended, and outlined in detail, the followingprogram:

(1) A general revision of the tax system, 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 proaco the maximum revenue over that period.

(2) An effective congressional cdntrol of expenditures, through the creation of
congressional budget committees with power to propose a concurrent resolution
for the consideration of the Congress, fixing maximum aggregate expenditures for
each fiscal year.

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 believe 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 PROBLEMS

There is 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, and he sees storm signals. He knows the rocks
upon which others have been wrecked. This same sea has been sailed before.

The beginning of the new decade is probably a particularly opportune time for
us to determine our position, the distance we have come, and the variation from
the course we have chosen-and possibly to recheck our destination and reehart
our course. Astronomy Is more reliable than astrology.

I shall summarize a few of the more important problems confronting us, the
proclaimed objectives, and a brief summary of the more important facts, from
which you may determine our present position. Sufficient statistical data, In
support of the facts, will be found in a sreles of attached tables.

IAn outline of remarks by Ellsworth C. Alvord before the annual meeting o the Chamber of Commerce
of the United States, May 1, 1940,

241705-40-.-7
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IDLE MEN
The objective,

(1) Private employment is the only sound solution for unemployment.
(2) Temporary assistance is necessary and must be provided-and we are told

that we should prepare for l)ermanent assistance.
The facts.

(1) No progress has been made-there are still 9,500,000 unemployed (see
table 1).

(2) The extraordinary business activity of last fall (the Federal Reserve Board
index was at the all-time high of 128 in December-see table 2) increased employ-
ment by about 1,000,000.

(3) The investment of about $8,000 is required to produce work for one man;
and possibly $25,000,000,000 of new capital will be required to put our entire
employable labor surplus to work.

(4) The Federal Government has spent $17,000,000,000 in providing temporary
assistance, and untold billions in fruitless experiments.

(5) Substantial sums intended for relief have been wasted and used for political
purposes.

IDLE FUNDS
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.

(6) The investment of private funds is normally governed by three factors, none
of which is present today: (a) Protection of principal; (b) liquidity; (c) 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 to compete with tax-exempt securities in the hands of stockholders.

(8) Undistributed corporate funds available for capital construction are
rapidly being depleted-corporations distributed about $17,000,000,000 more
during the last decade than their aggregate net 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).

SOCIAL SECURITY
The objective.

Security from the fears of the future, from poverty, unemployment, sickness,
old age-for our families, our friends, our neighbors, for everyone.
The farts.

(1) The value of the social security offered by the Government depends upon
its ability to meet its promised payments when they become due.

(2) Substantially all the net proceeds of our social-security taxes are being
used to meet current Government expenses.

(3) Old-age assistance and retirement pay promised by the Government
should not deprive us of the opportunity of providing security for ourselves and
our families through private savings (in the form of investments, trust funds,
savings accounts, insurance and anmuity contracts, and private retirement coin-
pensation plans and pensions)..

(4) The financial security of every one of us is rapidly being impalrcd and
jeopardtscd (see table 5). The following statement by the Federa Advisory
Council of the Federal Reserve System (in a report dated Jlne 6, 1939), with
respect to the existing "easy money" policy, is significant:

"It has become evident d uring the past 2 or 3 years that the cumulative effect
of the policy in question (the 'easy money' policy] 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 stop by step, to decrease the rate of interest paid on savings
deposits. Steadily, year by year, they are meeting 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 ald
sorts see the returns on their accumulated endowments constantly lessening, the
salaries of their staff members reduced, and their promotions 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."

(5) Private savings (invested in legal investments for trust funds) earned in
1939 only 46 percent of what they earned In 1936.

(6) High-grade security offerings on the public markets are rapidly dwindling,
in part by reason of private placements.

(7) 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 sura isrequired today,

8) By reason of decreased net earnings, lack of liquidity, and potential tax
liabilities, tire net value of investments has decreased at least 50 percent.

(9) Regular employment is better security than unemployment insurance.

NATIONAL DEFENSE
The objective.

An adequate national defense to assure security 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 $2,500,000,000 (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 tire next several years, our defense expenditures will undoubtedly

exceed $2,000,000,000 annually, and may double or treble that amount.
(4) The direct 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.
(6) A strong Treasury is tire keystone of an adequate national-defense progra m

LAEOR
The objective.

(1) Continuity of employment.
(2) Opportunities for promotion and advancement.
(3) Reasonable wages, hours of work, and working conditions.
(4) Retirement and usabilityy compensation.

The facts.
(1) Total wages and salaries paid in 1939 were less by one-sixth than the pay

mneits in 1929.
(2) In the year following the enactment of the Wa gner Act, there were more

strikes than in any of the 15 preceding years. In 1937, there were more strikes
and more man-days of idleness by reason of strikes, than in any previous year of
American history (see table 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 op portunities of youth-to obtain an adequate educa.
tion and training, to choose their work, to work for themselves or for others, and
to advance.
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The fects.
(1) The individual ability to meet the cost of education and training has been

impaired.
(2) Employment opportunities are seriously restricted.
(3) 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 depends upon private enterprise.
(5) We are passing on to the yoi.th of today and tomorrow the burden of a

stupendous and increasing public debt.

NATIONAL INCOME

The objective.
1) A national income of $100,000,000,000.
2) A corresponding increase in business net income-an objective hitherto

seemingly disregarded,
The facts.

(1) The highest national income was about $80,000,000,000 in 1929 (see table 2).
(2) Our national income last year was about $69,000,000,000.
(3) National income can be increased only by stimulated production.
4) Pay rolls Increase as national income increases.

(5) Corporate net incomes have suffered a severe shrinkage in the last decade,
and have not recovered as national income has increased (see table 2).

(For example, in 1937 the production 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. In 1936 and 1939 corporate net income approximated $6,500,-
000,000 as compared vsith $9,000,000,000 in 1927, although all 3 years averaged
105-106 in Industrial production.)
(6) From this small income base, business enterprises are expected to pay

increased costs, heavily increased taxes, and earn sufficient profits to justify the
investment of private funds.

GOVERNMENT EXPERIMENTS

The foregoing is a very brief summary of some of the important problems con
fronting us. Neither the summary nor the outlined facts are intended to b-
complete, but they are sufficient to point out the course we are traveling and th6
distance we have come.

Assuming that there are no undisclosed principles In the background, your
Government has experimented with two conflicting theories: (a) Restriction of the
production of income by discouraging private enterprise, private investment, and
private employment, directly and indirectly, in order to promote certain social
objectives and reforms; -and (b) the stimulation of consumer purchasing power
through Government spending 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 reasonably accurate, a complete failure of both
should be admitted. It Is reported that attempts to impose further restrictions
upon the production of income have been abandoned-and we can hope that the
report means permanent abandonment, However, the spending policy is still
vigorously advocated. Accordingly, some further discussion seems necessary.

THE SPENDING POLICY

The theory of -recovery through public 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 a period of
years (see table 8).

The continued popularity of the spending theory among Government financial
advisers seems to rest primarily on the fact that the 1937-38 "recession" fol-
lowed rather closely upon a reduction of the Federal deficit from $4,900,000,000
in 1936 to $1,400,000,000 in 1938. This recession, therefore, has been attributed
to a too-rapid curtailment of expenditures. Actually, if one examines the figures,
it appears that two-thirds cf the reduction in the deficit at that time was due
to an increase in tax receipts, and only one-third to curtailment of expenditure.
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 ensuing
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decline. Moreover, the only expondituro substantially reduced from 1036 to
1938 was the soldiers' bonus, a nonrecurring item-leading me to conclude that
we should avoid inflationary hypodermics, which wear off rapidly and leave
serious after effects, Finally, I think it should be noted that consumer pur-
chases fell off last, and not nirst, among the economic Indices In the 1037 reces-
sion. Loss of consumer purchasing power was evidently a result, not the cause,
of decreased business activity.

SUMMARY OF FISCAL FACTS

Briefly, we face today the following financial situation (see tables 8 and 9):
Expenditures and deficits.

i) Gross Federal expenditures for the decade 1931-40 of $71,000,000 000
2) Expenditures for the current fiscal year aggregating $9,700,000,00, and

(assuming that the Congress appropriates no more than the current Budget
estimates) expenditures for the next fiscal year of $9,100 000,000,

(3) An expenditure of approximately $1,000,000,004 this year to run the
ordinary departments and agencies of the Federal Government-an increase of
69 percent since 1934 (see table 10).

(4) An average deficit for each year of the decade of $3 000 000,000.
(5) An estimated deficit for the current fiscal year of $4,000,000,000, and for

the next fiscal year of $3,000,000,000.
(6) We cannot continue forever to finance deficits-and we ought not to, even

If we could.
The Federal debt.

(1) An increase In the debt from $16,800,000,000 In 1931 to $43)200,000,OCO
on June 30, 1940.

(2) A debt which in a few months will exceed the present statutory limit of
$45 000,000,000.
(3) An interest charge on the debt of $1,100,000,000, increasing annually.

Federal revenues.
(1) We have had nine new tax laws during 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 $6,000,000,000.
(3) Our existing tax rates are far above the point of maximum productivity.
4) We shall need the maximum possible revenues during the next 10 years.

(5T There is no revenue system which will average $10,000,000,000 or $9,-
000,000,000, or $8,000,000,000 annually, during the next 10 years.

(6) Increased revenues must be found primarily in increased national Income--
new taxes or increased rates will be nonproductive.

SUMMARY OF CONCLUSIONS

(1) Private enterprise offers the only possible permanent solution-it should
be given a chance.

(2) If we are going to stimulate employment, we must stimulate private in-
vestment.

3) If we are going to increase national income, we must stimulate production.
4) If we are going to enlarge consumer purchasing power, we must first en-

courage greater business activity.
(5) Ahealthy and enduring recovery cannot be achieved without the combined

forces of private enterprIse, private investment, and private employment.
(6) Tihe choice lies between private enterprise and complete regimentation--

private enterprise cannot succeed half regmented and half free.
(7) Our fiscal policies must conform to the foregong concluslonm;.

RECOMMENDATIONS

Upon the basis of these conclusions I submit the following for your consideration:
(1) Reasonably permanent revenue astem..-I recommend the adoption of a

reasonably permanent tax system, designed to remain in force over a period of
years. "Emergency" levies and annual tinkering with the tax laws should be
avoided. We should adopt a stable, equitable revenue system, Imposing reason-
ably certain tax liabilities, 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
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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 completed.

(2) Congressional control over expenditures.-t recommend the adoption of a
direct and 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 Committee is a promising step in this
direction. Separate committees for the House and Senate would, I bel ieve, 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 C,)mmittee for theSenate would be similarly constituted.

These comzr.lttees should consider from the point of view of fiscal policy the

expenditure program of the Government for the ensuing year. Each would review
romp tl the executive Budget, the estimated revenues and expenditures, and
he methods of financing any proposed deficit.The Budget Committee of the House should then, by concurrent resolution,

recommend the maximum figure for expenditures for the ensuing year. The
House after full debate on this proposal, should vote to fix a "ceiling'on exp endi-

tures. The resolution would then go through similar procedure in thle Senate.The Committee on Appropriations should not report out any appropriation bil
until the concurrent resolution Is adopted. After its adoption the appropriation
bTlls should be required to conform to the total amount fixed In the resolution.

(3) Statutory debt limitOur 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 increased. The
Budget Committee of the House of Representatives, after the adoption of the
concurrent resolution fixing the ceiling pon expenditures, should then report out
a boint resolution granting authority to the Treasury to borrow the specified
portion of the proposed 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 flexible and effective control of the
expenditure "ceihlug" and of our public debt should result.

(4) Execoitive contros.-The Director of the Budget, with an adequate staff of
experts, should be given more effective, businesslike controls over all the expendi-
tures of the executive agencies, in order to promote efficiency and economy in
Government.

TABLE 1.-Uneetploymenot

1920-----------------.... 558, 0001 1930-...................3, 809, 0001921rts, sholde-- 4 754, bs0001n931------ -------- - 8, 113, 000
1922-----------------2, 17, In000 1932-- to ............. 12, 478, o00
1923 ------------------- 749, 000 1033 ------------------ 12, 744,000
1924 --------------...... 2, 034, 000 1934 ----------------- 10 4, 00, 000
1925 ------------------- 817, 000 1935 ------------------ 9, 522, 0001926 ------------------- 4,000 1936 ------------------ 7, 599, 000

1927 --- --------------- 1, 620,000 1937 ------------------ 6, 372, 000
1928 ------------------ 1, 857, 000 1938 ----------------- 10 099, 000
1929 ------------------- 429, 000 1939 (avg. for last 9 mo.)... 9, 360, 000

Source: National IndustriAl Conference Board study "Conference Board Studies in Enterprso and
Lc.lai Progress."



REVENUE ACT OF 1940 99
TABLE 2,-Buiness indices

dustrial Factory pay Corporate net Federal income Nationalindex i rolls index income 3 taxes Income I

1920 ....................... 108 104 $9, 0 7, 000,00 11,230,000,000 $72,800,000, 000
1927 ....................... 18 102 8,982,000,00 1,131,000,000 73,400, 000, 000
1928 ....................... 111 102 10,618,000, 000 1, 184,000, 000 7,800, 000, 000
1029 ....................... 119 109 11, 04,000 000 1,103,000, 000 70, 800, 000, 000
1930..-.................... 91 89 6, 429,00,000 712,000,000 73,600,000,000
1931 ....................... 81 67 3, 3,000, 090 80,000,000 02, 600, 000, 000
J932------------------------ 64 40 2103, 00, 00) 286,000,000 49,800,000,000
1033 ...................... 76 49 2, 80, 000.001 423,000,000 47, 000, 000,000
1934 ------ ---------------- 79 63 4,275,)0000 000,000, 000 82,400,000,000
1035 ....................... 90 71 5,105, 00. 000 735,000,000 55,100,000,000
102- ....................... 105 82 0, 761, 000, 000 1,191,000,000 02,000,000,000
1937 ....................... 110 08 6,014, 0)0, 000 1 270 000,000 69,300,000,000
1938 ....................... 86 78 14,200,000,000 1793,000,000 '84, 000, 000, 0001 0,700,000,000 1,000,000,000 6eo 000,000
1 h39 ....................... 105 91 0,000,000,000 1,100,000,000 j6 ..... 300.
December ................. 128 104 ................ ................ ................

1940
January ................... 10 98. . ...................... .........
February .................. 109 98
M arch ..................... 104 98 ----------------
April ...................... 102 ..........................................................

I Federal Rserve Board index. 1923-25avemge=100.
t Bureau of Labor Statistics Index. 1923-26 average -100.
3 Corporations reporting not income only.
4 Statistics of Income.
6 Deportment of Commerce, National Income Paid Out.
* Estimated,
I Preliminary,

TABLE 3.-New capital flotations

[Domestic corporate securities only.l Governments, refunding, and sit foreign securities excluded]

12-year period through 1930: Years since 1930:
19 19 --------- -- $2, 246, 385, 636 1931 ------------ $1, 546, 564, 173
1920 ----------- 2, 563, 340, 731 1932 ------------ 324, 161, 625
1921 ..------------ 1,700, 739,851 1933 ------------ 159,495,280
1922 ------------ 2, 211, 512,707 1934 ------------ 159, 447, 749
1923 ------------ 2, 635, 374, 555 1935------------- 401, 569, 958
1924 ------------ 3, 029, 035, 764 1936 ------------ 1, 179, 025, 299
1925 ------------- 3, 604, 488, 597 1937 ------------ 1, 224, 663, 213
1926 ------------ 3, 682, 846, 010 1938 ------------ 867, 836, 450
1927 ------------ 4, 481,893,941 1939 ------------ 369, 249, 537
1928 ----------- 4, 559, 374, 596
1929 ----------- 5, 779, 833, 093 Annual average 690, 716,082
1930 ----------- 4, 250, 344, 697

Annual average- 3, 395, 430, 848
I Excluding investment trusts.

Source: Commercial end Financial Chronicle.

TABLE 4.-Ezess mensber-ban k reserve balances

[End of calendar-year balances]

1920 -----------------
1921 -----------------
1922 ------------------

I ae-i - - - - -- - - -1ID25 -----------------
1926 -----------------
1927 -----------------
1928 -----------------
1929 -----------------
1930 -----------------

- -- -- 1931 -----------------
$" 9,00, 0 55 1932 -----------------

-1933 ----------------14i ,000,000 1934 -----------------
59, 000, 000 1035 -----------------

-44, 000, 000 1936 ------------------
- 56, 000, 000 1937 ----------------

63, 000, 000 1938 -----------------
-41,000,000 1939 -----------------
-73, 000,000 1940, Apr. 17 ....

96, 000, 000

-$33, 000, 000
576, 000, 000
859, 000, 000

1,814, 000, 000
2, 844, 000, 000
1,984, 000, 000
1,212, 000, 000
3, 226, 000, 000
5,011, 000, 000
6, 048, 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, 19e9, 1984, and 1989
[Annual averages; percent per annum]

1029 1934 1939

Open.market short-term rates:
Prime commercial paper (4 to 1 months) .................................... 6.8. 1,02 0.90
U.S . Treasury bills (new Issue) ............................................. 14.42 .28 .0?
U. 8, Treasury notes (3 to 5 years) .......................................... ........ 2.12 .0'

High-grade bond yields:
U. S. Treasury .............................................. 3.60 8.12 2.30
Municipal .................................................. 4.27 4.03 2.70
Corporate (Moody's Aaa) .................................................. 4. 73 4.00 3.01

Bank loan rates:
Commercial loans of city banks:

New York City ...................................................... 5.76 2.40 2,07
7 other northern and eastern cities ...................................... 6.82 3.71 2.87
11 southern and western cities ........................................... 0.93 4.82 3.51

Loans of country national banks:
Northern and Eastern StAtes ......................................... 6,1 .5. 56.2
Southern and Western States .......................................... 7.1 6.6 10.2

Lower- trade corporate bond yields (Moody's Ban):
Industrial .................................................................... 6.02 5.15 4.25
Railroad ................................................................... 2.93 6.33 6,14
Public utility .............................................................. .76 7,49 4.60

Farm loan rates: $
Short. and intermediate-term:

Production credit associations ..................................................5.60 4.0
S3.00 1.0

flanks (or cooperatives4...........................................6. 460 4.00
Commodity Credit Corporation ................................................ 4.00 3.00

Mortgages:
Federal land banks ....................................................6.60 

) 
6 . 0

Federal Farm Mortgage Corporation ................................... 2.00 4.00
Large life insurance companies ......................................... 1'003 0.20 4.65

Urban real estate mortgagerstes:
Home Owners' Loan Coropratlon (homemortEages) .................. ....... 2 .00 4,0
Insured by Federal Houslhg Administratlon (bore mortgages) ....... ........ ........ 64.60T
rArge life insurance companies ' ..............................................6,.69 0.60 '4.50

I Average yield on 3 to 6 moni h Treasury certificates.
5 Figure for 1938, For banks, available data indicate little change In 1939,
9 Interest rates in effect attend of year.
4 Hearings before the Temporary Naional Economic Committee (76th Cong., 3d sos.), pt, 10-A, Feb.

12 1940. Average contract rate on new mortgages after deduction of any payments out of interest for com.
missions for acquisition of mortgages; for farm mortgages as reported by 12 companies, and for urban real-
astate mortgages by 24 companies.

Figure for 1932, earlier figures not available.
* Maximum rate, excluding insurance premium of % of 1 percent.

Source: Federal Reserve Bulletin, May 1940, p. 389.

TABLE 6.-Actual and estimated expenditures

National de- Agriculture I Relef I
fense 1

1931 ....................................................g$6voO ...... ...............
1932 .......................................... 0C4,00%,0............ ...., ......
193 ..................................................... es, 0 "9 .......o. ... WA, o0,o
1934 ..................................................... 494, 000,OW $88, 000, 000 , 80,030, 000
19 .................................................... 663,000 000 960 000, 000 2,03,000,000
t9 ................... ...................... 800, ,000 840,000, Oo 2,372,2.000
137. ......................................... 805,0 000 600, 000,000 2,27,000,0001937 ................................................ , oo01 n o ' ,1930 .............................................. 900000000 712,000,000 1,990,000, 000
1939 .................................................... 1,140,000,000 1,043,000,000 2,073,000,000
1940 .................................................... 1,019, 000, 000 1,310,000,000 1,817,000,000
1041 .................................................... 2,736,000,000 914,000,000 1,488,000,000

Total ............................................. 11,271,000,000 7,349, 000,000 17, 349,000,000

1 Includes Agricultural Adjustment Program, Commodity Credit Corporation, Farm Tenant Act Fed-
eral Farn, Mortgage Corporation, Federal land banks, Farm Security Administration, Farm Credit Ad.
ministration, Resettlement Administration, drouht relief.

I Includes Works Projects Administration, Civilian Conservation Corps, direct relief, and supplemental
Items.

Source: President's Budget Messages, 1030-41. National defense, 1941, revised on basis of emergency
defense mossaso of May 16,.1940. Relief and agrlculturo, 1941,revIsed on basis of congressional appropriations
and tentative allotmehts by Bureau of the Budget.
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TABLE 7.-Strikes in the United States, 100-89

1920 ............
1921 ...........
1922 ............
1923 ............
1924...... ....1925 ............1026 ....

1027 ............
1928 ............

29 ............

Strikes

8. 411
2,385
1,112
1,553
1,249
1,301
1,035

707
0N
921

Workers
Involved I

1,463,04
1, 09. 247
1,012,932

654,641
428,410
329,592
320,039
314,210
298,172

Man-days
idlo

26, 218, 02
12,631,863
5,351,540

1930 ............
1931 ............
1932 ............
1933 ............1934 ............
1935 ............
1936 ............
1937 .........
1938 ............
1039 .------

Strike& Workersinvolved I

037 182,075
810 341,817
841 324,21011,65 1.18 f12

1,86 1. 4"6. 696
2,014 1. 117,2132,172 788, M
4,740 1 800,021
2,772 88, 376
2,600 1,200,000

Man.days
Idle

3,31008
6,893,244

10, 02, 033
1,872,128
19, 591, 949
16,49 ,337
13,901,950
28,424,857
9,148,273

18,000,000

I The number of workers Involved In strikes in 1026 Is known for only a portion of the total. However,
the missing information is for the smaller disputes and it Is believed that the total hero given is fairly accurate.

I No Information available.
' 1939 estimates preliminary; subject to revision.

Source: Bureau of Labor Statistics, Analysis of Strikes In 1938, p. 3.

TABLE 8.-Federal receipts and expenditures, 1981-41

Fiscal year Total receipts Total oxpendl. Gross defloitstures

1931 .................................................... $3,189,688,632 $4,091,897,712 $901,959,080
1932 .................................................. 2. 005 72,437 4,947, 770,888 2,942,051,451
1933 ..................................................... t2,079,696,742 4,326,149,722 2,245,452,980
1934 .................................................... 3, 115,854, 0 10 ,370,947,347 3,2 5,393,297
193 ..................................................... 3800,407,202 I 7, 683M, 433,82 3,782,96, 3601230 ..................................................... 4,116,056,.616 9, 08. SM. 572 4, 952,0 9 057
1 37 ..................... ................................ 5,.293,840,237 8,.U6, 379. O 3,252,539,719
1938 ........................................ 6, 241 601,227 7,691,987,108 1,449,626,8811039 ....................................... ,087, 823, 626 9,268,338,031 3,600,814,405
19401 . ........................................... ,703,73,060 9,736,608 641 4,032,813,041
19411 .................................................. 6 ,10,700000 9,120,991,70 2,976,231,670

Total ............................................. 47,84,918,78 80,747,300,109 A33392,477,341

I EstimatedI President's Budget Message, Jan. 8, 1940. For purposes of comperlson, figures Include net
transfers to odI-ago reserve account.

Deficit will be reduced by the return of an estimated $700,000,000 from the surplus funds of Government
-crporations.

Source: Annual Report of the Secretary of the Treasury, 1939.

TABLE 9.-Federal debt, 1981-41

(ross Federal Per Gross Federal Per
debt capital debt eapita

Juno 30- June 30--
1931 .............. $16,801,000,000 $135.37 1937 .............. $36,427,000o,000 $21.82
1032 ............. 19,487,000,000 165.3 II 18 .............. 37,167, 000,000 296.43
03 .............. 2 ,09,008,000 179,21 139 .............. 40,4,000,000 332.84
193..............23,8,600,000 1 193 ............. 4,44000,000 80.4
1W 3 .............. 2, O,00000 19411.. . 44,9 8,000,000 345.68
193 ............. 8 356 , 000,000 261.20

AI Estimated President's Budget Moage, Jan, 3, 1540.
* Assumua that 8400,000,000 wi beraised in now taxes prior to June 30, 1941.
Source: Annual Report of the Seerniary of the Treasury, 1930.
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TABLE 1O.-Ordinary Government expenditures

l'ercent In.
1034 1930 1040 ree, 1940

over 1934

I, LegIslativejudieialexccutive ...................... 18.0 33.0 85.4 +97
I1, Civil departments and agencies:

Department of Agriculture ..................... 58.4 192.0 187,9 +222
Department of Commerce ..................... 17.0 19.9 37.8 +109
Department of Interior--- ....... . .......... 48.9 136.8 102.8 +110
Department of justice .......................... 316 37.1 43,9 +39
Department of Labor ........................... 10.8 16.5 10.8 +81
Department of State ............................ 11.1 19,8 20.7 +86
Treasury Department ......................... 184.0 119.8 168.4 -10
All departments and agencies .................. s.W 2 915.7 993.8 9

111. General public works I ............................. 407. 805. 1 687.7
IV. Interest on public debt ............................. 75.6 940.5 1,050.0 +39

1 Excludes loans and grants to States, municipalities, and railroads, and Public Works Administration
administrative expense; includes Tennessee Valley Authority, public highways, river and harbor work,
flood control, reclanmtion, and public buildings,

Source: President's Budget messages, 1936 and 1941.

The CHAIRMAN. Thank you very much, Mr. Alvord.
Senator Thomas?

STATEMENT OF HON. ELMER THOMAS, UNITED STATES SENATOR
FROM THE STATE OF OKLAHOMA

Senator THOMAS. I had not seen this bill until this morning. I do
not know whether the amendment that I have in mind woufd be in
order.

For years we have been producing asphalt, rock asphalt, in my
State. It has not been heretofore considered in tax legislation. I
desire to submit for the record a proposed amendment, placing rock
asphalt and sand asphalt on the same 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 proposed amendment.

(Proposed amendment and statement in support thereof are as fol-
lows:)

The amendment proposes a change In the text of section 114 of the Revenue
Act of 1936,

The exact change is as follows:
In the second line of paragraph (2) of subdivision (b) of section 114-
First. Change the wording in parenthesis to read as follows: "(other than metal,

coal, sulphur, rock aphalt, 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 rook

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 Oklahoma we do have deposits producing asphalt which is
used for highway and street construction. These asphalt deposits are located
at various depths underground; hence, they have to be discovered the same s,
petroleum and when once discovered they have to be mined something after the
plan by which coal is produced. Like oil, when as asphalt deposit is discovered
it is Impnssible to ascertain the amount of such deposits; honco, the hazard In
drilling for asphalt 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 is very small, but to the persons engaged in the asphalt-pro-
ducing business the depletion allowance is a most important item.

I am asking the committee to consider amending the existing law by the in-
sertion of the words "rook asphalt and sand asphalt" In section 114, as indicated,
so that this mineral may have the same status in our tax system as sulphur.

The CHAIRMAN. Mr. Carroad?

STATEMENT OF KENNETH CARROAD, ACTING CHAIRMAN AND
SECRETARY, NATIONAL TAX COMMITTEE, THE NATIONAL
LAWYERS GUILD, NEW YORK CITY, N. Y.

Mr. CARROAD, After hearing the comments of Mr. Alvord, I2 think
I have a much more cheerful presentation for you.

I think our guild would recommend more taxes, and we will try to
confine ourselves to tile 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 pay it. In other words, the real issue
is not only who pays the tax, but who absorbs this tax, 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 a discussion first of the munitions tax,
and then the abnormal profits tax.

Senator BARKLEY. Is it "abnormal" applying to the tax or the
profits?

Mr. CARROAD. Well, sir, I think under the proposal possibly it will
be applicable to both.

By "abnormal profits" incidentally, we have in mind the excess
profits over a so-called normal 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
into 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?

Mr. UARROAD. Yes, sir.
Senator HERRING. Is that the one you represent?
Mr. CARROAD. Yes, sir.
I might say that possibly directly after my presentation-
The CHAIRMAN (interposing). I don't think that you meant all the

reputable lawyers were resigning from it?
Mr. CARROAD. Well, I had better take that back. I think some

reputable lawyers 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 tax com-
mittee is completed-and I think we have good tax proposals-I
probably will resign as well. [Laughter.]

10.3



However, I should like to make clear that good sound tax proposals
from those of us who are tax lawyers in the guild have nothing to do
with the social mi j)lications and all the other programs that we hear
so much about today as coming from the guild.

The CHAIRMAN. Let's have your proposals.
Mr. CAIUIOAD. Let's take first the munitions tax. It would seem

to me that the country could save a great deal of money in its defense
program by eliminating the excess profits on munitions, and a very
simple proposal would be an extension of the Vinson Act and the
Vinson-rrammell Act. In other words, I think we should have a
tax that would take away all the profits in excess of 10 or 12 percent
on everything which is denominated munitions or armament or essen-
tial defense 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 Executive,
but with the advice of the present Advisory Defense Commissinn.
In other words, if our Advistory Defense Commission feels that
uniforms, for example, or bullets, or cannon, are an essential defense
need, then 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 extension of the Vinson Act or the Vinson-
Trammell Act to all defense needs.

I think we would see from such a proposal, two advantages. One
is, it would be a 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 a decent return for those industries.

I should like now to go to the abnormal-profits tax proposal.
I think all of us appreciate the need for revenue. I have no doubt

that this committee and the House Ways and Means Committee has
been belabored with much talk about 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 increased taxes.

Of course, today with excise taxes being increased under the present
House proposal, there is no doubt that a great 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. I
should like to make clear that by "war activity" I don't mean muni-
tions manufacturers. I mean possibly those who indirectly supply
them and those who benefit from increased industrial activity, and
the like.

The proposal itself would seem to me to be equitable because
it would help to take additional taxes from those who are best able to
pay, in orderto compensate for those industries who have suffered
from the war activity. -

IWIVENUE ACT OF 1040104
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Now we have heard from the tobacco trade and from the fruit
people and from the cotton trade, from our exporters, that is, people
who export goods out of this country--All those people have suffered.
A great many of my own clients who are importers have suffered from
the war, If you put on only a supertax, you are making those people
pay approximately 10 percent more tax, which is perfectly fair. But
you are making other people pay only 10 percent additional tax who
have gotten a direct or an indirect benefit from all this war activity.

So it is rather hard to see why those who benefit should riot pay this
abnormal-profits tax.

Now the proposal we have in mind would be 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 ground that the heavy surtaxes
already take care of that problem. There isn't any point in putting
in more tax there.

We also thought we would like to exempt corporations whose net
income 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 experience 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 a 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 generally 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 a minimum, a
6-percent return on invested capital, and as a maxinmum, a 9-percent
return on invested capital, so that if you got more than 9 percent of
invested capital back as a net income, you would have to pay this
abnormal-profits tax in addition to your corporate normal tax.

Now I should like to explain where the 6 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 years 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 years; 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
affected by the fall in commodity prices, or were affected by the fall of
commodity prices in 1937, which took effect in 1938--well, getting
back to those 4 years as a base, if you would average out those profits,
that average annual earnings would become the base for your tax.

So if, over 4 years' 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 more than 6 percent, you would be allowed
to use the average annual earning; at the same time no corporation
would have to use less than 6 percent.



I should like to make one qualification of that. I think we all
know, too, that there are certain industries which are particularly
affected by an overcapitalization problem, such as the steels, the
railroads, and the utilities. While it isn't the place here in 15 minutes
to take up all of these 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 rates of tax be graduated; in other

words, in effect it would be a tying up of surtaxes to the increase 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 a selling agency, a selling
corporation, or a corporation that sells only services, such as a man-
agement corporation, they hae no invested capital. Consequently
this problem as to a minimum of 6 percent and a maximum of 9
percent on invested capital must necessarily be limited to those
corporations where capital is a material income-producing factor.

I should also like to cover a great weakness which possibly might
become 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 lot of money, you might start a brand new
corporation. It was our thought that the law would provide 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 now corporate entity as an
escape from the tax.

I should also like to refer 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 purposes, their invested capital may be far 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 section in the law for "relief 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
hardship in the broad, equitable sen'e, 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 measure, and I think it ought to be
administered not so much leniently as equitably.

There will be a great many problems that come up and I should
imagine that that relief and hardship committee sliouid 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 up over the

exclusion of capital losses We have today what some of us consider
a very liberal capital-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 a 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 special purposes of the abnormal-profits tax and yet to deny
such privilege for 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 seems to be a very excellent
gentleman, and well informed, but we have a definite bill here, and he
is talking about general tax theory. Would it not be well for you to
appear before us next January when we get ready to write thie bill,
rather than to discuss tax theory now? We have no time to go into
that.

Mr. CARROAD. 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 year
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 Congress is going to sit for the rest of the '

summer, that these proposals should be taken up now. In other
words, we are suggesting that if you must have a supertax, if you mut
have excise taxes if you must have these taxes imposed upon the great
bulk of the people, then it is only fair to put this munitions tax upon
those who make munitions and essential defense needs, and also an
abnormal or a war-profits tax upon those corporations who are benefit-
ing from the war.

I agree with you fully, if the bill were passed next year that no
great harm would be done 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 in an attempt to recapture those taxes. First
of all, you may lose a great deal of the revenue, and, secondly, it is



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 affiliated
excess-profits tax might also be necessary in view of tie 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 bulk 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 Committee, that next year they 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 can 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 a few
minutes ago. It seems to me that such taxes could equitably be used
for the social needs of tho country without regard to whether they are
expended for defense funds.

However, 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 CHAIRMAN. If you desire to send a brief down it will be given

proper consideration, in connection with this whole subject.
Mr. CARROAD. Thank you very much, I may do that.
The CHAIRMAN. 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. SEIDMAN. The New York Board of Trade is in full accord
with the purposes of this bill. We believe that our first line of defense
is a 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 bae. 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 increased 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 a nature so extraordinary as those with which we are now
confronted, hting 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 seem 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 substantially
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 that they are in fact paying taxes.

We have on numerous past occasions stressed before you the
desirability of eliminating these hidden taxes 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 national debt.

I know that direct taxes are said to be politically unpalatable,
particularly in an election year. But it is the exception that proves
the rule. I am convinced that the present state of mind of our people
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 CHAIRMAN. How much further would you go than what is
proposed in this House bill?

Mr. SEIDMAN. I cover that in my memorandum.
The CHAIRMAN. All right.
Mr. SEIDMAN. Considered from that point of view, this bill does not

scratch the surface of the possibilities. Exemptions should be
materially lowered, the normal tax should be increased, and the surtax
increase should start much below the $6,000 point now proposed.

Senator CONNALLY. How much ought it to be lowered?
Mr. SEIDMAN. I would take the $800 exemption to the single indi-

vidual as the basis for the exemption.
Senator CONNALLY. That is what we have taken.
Mr. SEIDMAN. 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 lies and there also lies
the basis for a sound national tax economy. As an offset to these tax
increases the hidden 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 GEORGE. I think we only caught but one taxpayer in the
79 percent bracket, didn't we?

241705-40---8
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Mr. SEIDM. i.x. I can readily understand why you can't catch them,
you have got the door of tax exemption wide open, tax-exempt
securities.

Senator CONNALLY. There was testimony before our conunittee
some 2 or 3 years ago that there waw only 21. percent of the tax-
exempts ill the hands of people who paid those higher bracket taxes.

Mr. SEIDMAN. That may be so, that was some years ago. There is
more inducement these (lays 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. SEIDMAN. Undoubtedly so, those are all elements.
As a result, income beyond a certain point has in the past been

almost completely confiscated, 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 I 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 taxing of income beyond which free enterprise and the profit
system 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. It 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 result.

As to earmarking revenues under this hill, 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 convinced 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 CONNALLY. Before this emergency arose, weren't you all
advocating balancing the Budget mighty strong?

Mr. SEIDMAN. We believe the Budget ought to be balanced without
additional taxes.

Senator CONNALLY. How are you going to do that? You ought to
run for Congress, that is where you belong, over in the House.

Mr. SEIDMAN. Well, it would be nothing to look forward to this
summer. I think you are going to have a hot time of it.

Senator CONNALLY. Talking about balancing the Budget without
raising any taxes when we have a $45,000,000,000 debt-of course we
are going to.have 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 hiollfred 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 ' whether 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. SEIDMAN. 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 heavier burden of taxation,
but there is no use, the more you raise taxes, you spend just twice
as much.

Senator CONNALLY. Oh, no.
Senator BARKLEY. 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.

Senator 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 gets 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. SEIDMAN. 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 skyrocketing.

Under this tax bill, all of us will have to tighten our belts. I
believe, therefore, that business is justified in asking that the civil
depatments of our Government should do likewise.

Sone of this vast increase is admittedly due to expenditures brought
on by the depression. But, we are about to spend billions of dollars
on a defense program, perhaps several times the 5 billions now con-
templated. While such expenditures 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 a method whereby furtiter increase in
our taxes and in our debt should be definitely linked up with a decrease
in our nondefense Federal expenditures. Whatever that formula is,
this bill should provide for it, In that way, perhaps, we may hope
to approach financial sanity at some future time.

Admittedly, we have before us a makeshift, hurriedly drawn tax
measure and no time may be available for refinements if Congress 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 feel, however, that this bill falls woefully short of
our present needs. I question the wisdom of postponing to the next
Congress a complete revision 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 ample study of the subject and
that it is ready and willing to see this matter through if CongresLA is
willing to do so, If this job could be done now, much would he
gained and business would know where it is at.

Industry can try to adjust itself to oppressive taxation but it has
found it impossible to adjust itself to uncertainties. We all know that

ill
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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 CHAIRMAN. He is about through.
Senator BAILEY. I wanted to mo,.-a that lie file his paper.
Senator KING. I am very much interested in his suggestions, many

of them are very wise, and I sympathize with them.
The CHAIRMAN. Proceed.
Mr. SEIDMAN. How can business adjust itself 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
proposed changes, then I would like to say to you gentlemen that at
least this bill should carry a provision for an interim study and an
assured, 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:)

l1. 3, Res, 483, 76th Cong,, 3d seas.]

JOINT RESOLUTION Establishing a Federal Tax Commission, and for other purposes

Resolved by the Senate and House of Representatives of the United States of
America in Congress assembled, That it is hereby declared to be the policy of
Congress-

(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 support of the Government In the
most equitable manner, giving due regard to lie principle of ability to pay,
benefit derived, the welfare of the Nation and its citizens, and the undesirability
of hidden or indirect taxes;

(3) To simplify the Federal tax system, including the forms of taxation, the
statement of the law, and the methods 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 local
governments to the end that double taxation may be minimized and overlapping
or needless cost of administration reduced;

6) To equalize taxation and prevent tax evasion and avoidance; and
7) To make such other changes as will Improve the Federal internal-revenue

system. A
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SEC. 2. There Is hereby established a Federal Ta%: Commission (hereinafter
referred to as the "Commission"), to be composed of eight members, as follows:

(1) One member who is an officer or employee of the Treasury Department to
be chosen by the Secretary 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 political.party) to be chosen
by the President, by and with the advice and consent of the Senate, one of whom
shall be representative of agriculture, one of labor, one of individual taxpayers
and consumers, one of industry and finance, one of lawyers, one of certified public
accountants, and one of economists.

Sc. 3. It shall be tie duty of the Commission-
(1) To make such investigations as it may deem necessary or advisable in order

to carry out the purposes of this joint resolution;
(2) to publish from time to time, for public examination and analysis, as it

deems desirable and appropriate, proposed measures for carrying out the policy
of Congress herein expressed; and

(3) To report to the Congress from time to time, and in any event not later
than January 3, 1943, the results of its investigations, together with such recom-
mendations as it may have to make.

SEC. 4. (a) The Commission shall meet and organize as soon as practicable after
at least a majority of the members have been chosen, and shall elect a chairman
and a vice chairman from among its nicmnbers, and shall ;o power to appoint
and fix the compensation of a secretary and such experts am,. clerical, stenographic
and other assistants as it deems advisable. A vacancy in the Commission shall
not affect the power of the remaining members to execute the functions of the
Commission and shall be filled in the same manner as the original selection.

(b) The dominission is authorized to hold hearings and to sit and act at such
places and times, to require by subpena or otherwise the attendance of such wit-
nesses and the production of such books, papers, and documents, to administer
such oaths, to take such testimony, to have such printing and binding done, and
to make such expenditure, as it deems advisable. The cost of stenographic serv-
ices in reporting such hearings shall not be in excess of 25 cents per hundred words.
Subpenas for witnesses shall be issued under the signature of the chairman or vice
chairman.

(e) 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 time Senate, and to submit any relevant or useful
information thus obtained to the Congress.

(o) The members of the Commission shall serve without compensation for such
service, but they shall be reimbursed for travel, subsistence, and other necessary
expenses incurred by them in the performance of the duties vested in the Comn-
mission.

(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
expenses of the Commission shall be disbursed by the Division of Disbursement,
Treasury Department, upon vouchers approved by the chairman or vice chairman.

(g) All authority conferred by this joint resolution shall terminate on the
expiration of three years from the enactment of this joint resolution.

Senator CONNALLY. Your board drew that bill, didn't it?
Mr. SEIDMAN. No, sir.
Senator CONNALLY. And gave it to Mr. Celler to introduce?
Mr. SEIDMAN. 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.

Senator CONNALLY. 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.

The CHAIRMAN. 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.

113



114 REVENUE ACT OF 1040

STATEMENT OF HON. HAROLD D. COOLEY, A REPRESENTATIVE
IN CONGRESS FROM THE STATE OF NORTH CAROLINA

Mr. COOLEY. Mr. Chairman, members of the committee, I shall
neither burden the record nor bore this committee with a detailed
discussion of the plight of our American tobacco farmers. I am,
however, happy to have this opportunity to appeal to this committee
as to a court of last resort, in behalf of those who live and labor and
earn their livelihoods upon the tobacco farms of the Nation.

Many great crimes may be committed in the name of national
defense, but there is certainly nothing in the present emergency whichjustifies the offense which is about to be committed against our to-
bacco 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. When war broke
out in Europe 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 a 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 v on relief,
But for the relief which was given to us last fall by the Federal Gov-
ernment we would have faced bankruptcy and distress. When the
British buyers 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 farmers 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 wilt 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
350,000,000-pound surplus of fue-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 an 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, andthis
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
iu largely borne by 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-
ing 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 a luxury, why not tax the 10,000 other luxuries usud and enjoyed
by our people before dealing the death blow to our tobacco farmers.
Tobacco 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"
and that is just about what this tobacco tax is doing to the tobacco
farmers.

How in the name of high heaven can it be justified. About the only
excuse tbt can be given is that it is the easy and the lazy way to raise
revenue. Just let me give you these figures: The American consumer
pays $1,750,000,000 annually for tobacco; the Government collected
last 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 Road
on every tobacco farm in the Nation.

Now is the time to do something about the tragic treatment of those
who till and toil on our tobacco farms.

What a ridiculous picture all of this presents. One agency of the
Government putting up millions to save our people from bankruptcy
and despair, and here m this bill is a proposition which contemplates
putting an 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 $1.16

or pound on a commodity vfhich sells at public auction to the highest
bidder for only 15 cents per pound.

Senator KING. The Government would lose that-would it not?--
because it would make those who owe it less able to meet their obliga-
tions, so indirectly the Government would have to pay it.

Mr. COOLEY. I think you are entirely correct-
The CHAIRMAN (interposing). We don't want to cut you off,

Congressman, but we have given more time, in these short hearings, tothe tobacco interests and the various questions presented by it,

than anyone else. We have got some gentlemen here who are from
a distance, and we are going tW close these hearings this morning.
So I hope you will be brief.

Mr. CooLm . 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 expected to boar in silence this unfair burden
which is about to be imposed upon them.

I urgo this committee in their behalf and in the name of justice to
lift this burden from their backs and to look elsewhere for the needed
revenue,

Senator KiNo, Did you make an appeal to the Ways and Means
Committee of the 1ouse?

Mr. CoOhmm. We made an earliest appeal.
Senator KiNO. They turned you down?
Mr. Cootiai. Yes; and we went then before the Rules Committee

4nd asked for an open rule which would permit the louse to express
its own views with regard to this tax, and we caine out with a "gag
rule" which would not permit us to offer any amendment to the bill

Senator KiNG. Theoretically, the House is supposed to be more re-
sponsive to the demands of the people than the Senate, but you have
come down to the Senate?

Mr. Coolmy. Yes; and we hope you will relieve us.
I would like permission to file foi the record a statement by Con-

gressman Burch, of Virginia, which he prepared.
The CHAIRMAN. It may be inserted in the record.
(The statement is as follows:)

STATEMENT OF HON. T. G, Buncii, REPRESENTATIVE IN CONGRESS FROM ''111
FIFTH CONGRESSIONAL DiSTiICT OF VIRGINIA, BEFORE TIE FINANCE COM-
MITTEE OF TIE UNITED STATES SENATE ON JUNE 14, 1940

Mr. Chairmin, members of the committee; I fully realize the necessity of rais-
ing additional revenue to provide for the expenses of national preparedness and
defense. Nevertheless, my intimate knowledge of the sad plight of the tobacco
growers impels me to oppose the section of the pending bill which provides for an
increase in the tax on cigarettes and tobacco products.

The present heavy excise taxes on manufatured tobacco and tobacco products
tend to burden and depress the industry and have an ill effect on that large per-
tion of our population engaged in the production 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 living.
The crop produced in the year 1939 netted the growers not quite 15 cents per
pound. Tnis bill will levy an additional tax of 16 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 excise 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
tobacco each year was approximately, $400,000,000. In 1930 it was as high as
$450,000,000.

A subcommittee of the House Ways and Means Committee conductedl extensive
hearings in the year 1034 on the subject to tobacco taxes. There was complete
accord among all witnesses-growers, consumers, and manufacturers--that the
taxes on tobacco are outrageously hi h.

The tax on cigarettes prior to the World War was $1.25 per thousand cigarettes,
which, translated to a pack of 20 meant 2,4 cents per pack. The tax was in-
creased twice during the World War. On October 17 1917 It was increased to
$1.65 per thousand, or about 3% cents per pack. On kovemiber 2, 1917, the tax
was further increased to $2.05 per thousand, which was a little more than 4 cents
nor pack. This was the maximum war rate, and was in effect until February

, 1919, after the ratification of the eighteenth amendment, when It was in-
creased to $3 per thousand, or 6 cents per package of 20 cigarettes. The ratifica-
tion of the eighteenth amendment was declared on January, 20, 1919. The tax
rate has remained unchanged from that date to this.

The pre-war tax on chewing and smoking tobacco was 8 cents per pound. On
October 4, 1917, it was increased to 10%4 cents per pound and to 13 cents per
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o und on November 2, 1917. On February 25, 1919, the rate was increased to
8 cents per pound-the present rate.

An increase L the tax on tobacco will most assuredly result in greatly decreased
consumption which will more than offset the additional revenue this measure
seeks to provide from this particular source,

The tobacco that is used In the manufacture of cigarettes is of the flue-cured and
burly types. Such types comprise the great bulk of production. The proposed
increase in tax on cigarettes will be reflected in the growers' prices and his meager
income will be further diminished. If not absorbed by the cigarette manufac-
turers In reduced prices to the grower for his product, it will he passed on to the
consumers and result in greatly curtailed consumption.

The future of the tobacco farmer is uncertain, Our export trade in tobacco is
seriously crippled by the international situation. Foreign markets are practically
closed to us because of the wars In Europe and Asia. England has declared a
virtual embargo on shipments of American tobacco and is importing tobacco from
her colonies and from Turkey and Greece. Prior to the present conflicts abroad
we have enjoyed a healthy export trade in tobacco, but unfortunately that trade ti
lost to us and it is extremely doubtful that it will be regained for a long time.

Our types of tobacco are being cultivated to a greater extent each year from seed
exported from the United States. We should avoid any step that will result In
decreased domestic consumption of tobacco at this time when the tobacco farmers'
outlook is so dismal.

I most earnestly urge this committee to eliminate the proposed increase in the
rate of tax on tobacco and tobacco products.

The CHAIRMAN. Thank you Mr. Cooley.
We will now hear from Representative Virgil Chapman, from

Kentucky,

STATEMENT OF HON. VIRGIL CHAPMAN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF KENTUCKY

Mr. CHAPMAN. 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 bore 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 is
the hardest work known to farm life; tobacco impoverishes the soil
more than any other farm product produced in the United States; a
tax on tobacco is the next thing to, and very near to, a tax on the land
itself.

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 nigaretts, with the same
resulting loss to the farmer in the prices received for tobacco. This
is A B C economics. With the highly competitive nature of the
cigarette 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
his labor, interest on his investment deterioration of his barns,
expense of fertilizer, hiring additional labor and impoverishment of his
soil, 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 cigarettes, 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 small 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
grades 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 producer of cigarette
tobacco 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)3 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 cigarettes was again increased to $2.05 per thousand, which
amounted to a fraction over 4 cents per package. Statements were
made that after the emergency passed these extraordinary wartime
increases would be repealed. lo 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 repealed and liquors pay
hundreds of millions of dollars annually into the Federal treasury, but
the emergency war tax and the emergency prohibition tax 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 agricultural 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 f6r a quarter. This proposed increase would mean that
7 cents out of ever 1231 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
a year in producing and seling a crop of tobacco and in that produc-
tion extract more fertility from the soil than in producing anything
else that grows.

Suppose a 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 pay an annual sales tax on their cig-
arettes amounting to $43.80. If the cigarette is a luxury it is the
poor man's luxury that brings solace and comfort to the toiler in the
fields 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 capita con-
sumption of cigarettes in the 21 States that have a State cigarette
tax in addition to the Federal tax is 1,025 per annum while th0 per
capita consumption of cigarettes throughout the 48 States as a whole
amounts to 1,32L cigarettes in a year. Every time the imposition of
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this additional tax decreases consumption 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 additional tax causes
one man to begin "rolling his own" or smoking a pipe, which I believe
it will cause countless thousands to do, we wil have to find seven new
customers to begin smoking cigarettes in his place if we are to avoid
a loss in Federa 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 diminishing
return in revenue from this source. Let us be careful, lest we kill
the goose that lays the golden egg.

Mr. James C. Stone, of Lexington, Ky., in my congressional dis-
trict, and tho largest tobacco market in the world, out of his long ex-
perience as a grower, warehouseman, buyer, and manager of the
largest tobacco cooperative ever formed, testified before a congres-
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 ainount i\ revenue.

Except for the present tax of 6 cuts per package on cigarettes the
10-cent cigarettes would sell for 4 cents per package and the 12) -cent
cigarettes for 6 4 cents per package. The increase of fiales would be
so great that tobacco growers would have no need to a,k for any form
of benefit payments from 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 a 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,
insurance agent, butcher, baker, and candlestick maker-depends in
large measure on the prosperity of the producers of tobacco.

The CHAIRMAN. All 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. BRENCMAN. Mr. Chairman, 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
grower.

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.
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The CHAIRMAN. 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. BRENCKMAN. 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 already 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
want 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 CHAIRMAN. All right; thank you, Mr. Brenckman.
(The brief referred to by Mr. Breackman is as follows:)

ARGUMENT AND BRIEF SUBMITTED BY THE NATIONAL GRANGE COOPERATING
WITH THE ASSOCIATION SOUTHERN COMMISSIONERS OF AGRICULTURE SETTING
FORTH THE ECONOMIC FACTUAL REASONS, TA.;-', AND OTHER DATA SHOWING
WHY THE PROPOSED INCREASES IN TOBACCO TAXES PROVIDED FOR IN H. R.
10039 SHOULD NOT BE ENACTED INTO LAW

These are indeed tragic times. Today on the continents of Europe and Asia
a modern civilization is 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
scatter 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 necessity of preparing to defend
our heritage with every possible resource at our command.

Americans of every political faith 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 preserve our peace, and, at
the same time, protect us from the consequences which might easily flow out of a
peace. Especially a peace made in Europe, imposed upon a vanquished continent,
by the weight of armies, navies, and aircraft, if that be the result of Germanic
victory in the total war now raging.

Wehave seen the specter of other peace-loving nations suffer complete extinction
at the hands of brute force in the last few months. We know full well that their
"love of peace" did not spare them from the slaughter of virtual annihilation.
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 sought out in other lands by the identi-
cal brute forces of conquest, aggression, and greed.

We have an almost unlimited bounty of goods and riches. These are coveted
by 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 develop 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 strong
that the most foolhardy of so-called dictator nations -woluld not dare to risk attack
upon us.

Not alone do we possess the resources essential to mak e either defensive or
offensive wars, but we have the innate skill and the will with which to prosecute
war or peace without fear of failure.
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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
representatives of American agriculture, now address you.

In addressing you, gentlemen of the Senate Finance Committee, we wish to
express our recognition of the problems confronting your committee -in this great
national crisis.

We realize full well the need for prompt action and dispatch 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 tobacco
and tobacco products.

As representatives of American agriculture we feel it is unnecessary 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 collecting taxes on tobacco totaling many times the sm received
by the American 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 .:it.jparedness and defense. But, in view of the present
conditions of the tobacco farmers we are here giving expression to our objection
to that portion of the pending bill, H. R. 10039, which seeks to increase the tax
on cigarettes 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
iil effect upon that large number of our population engaged in the production of
tobacco.

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 16 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
the current crop year.

The present proposal to increase the overburdening taxes now Imposed against
tobacco is being advanced in the face of the facet 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
measure, to the continuing annual deficits in the Federal Treasury and the annual
recurring need throughout the entire past decade, for increased governmental
revenues to meet expenditures consequent to the depression. These revenues
comprehend both the cost of relief and the national recovery program.

'he American tobacco farmers are not unmindful of the fact that it has been
necessary for their 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 vigorously pursued efforts to reduce existent taxes in recent
years, onerous as these have proven themselves to be.

Now however, a national-defense emergency 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 being
advanced to actually increase the cigarette and other tobacco taxes.

As representatives of American agriculture, the undersigned definitely feel that
tobacco is already overtax in a measure out of all proportion to other commodi-
ties. They would also OInt out to the Senate Finance Committee that the
present cigarette tax rate, a result of the World War financing, has in nowise been
abated, although that crisis has long since passed.



They would also point out that while commodities 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
producers. The industry, apart from its' producers, provides a livelihood for

hundreds of thousands of growers, warehousemen, buyers, industrial workers, and
salesmen.

Increased Federal taxes, If superimposed now, could easily and most seriously
cripple this industry in its industrial, as well as agricultural employment.
Tobacco farmers are already hard hit by the loss of their historically held and
acquired foreign markets as a consequence of the Second World War.

Discussing the Federal tax problems and "he misfortunes that would befall
American Agriculture and industry if Federal taxes were not equitable and kept
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 * * *.'

The undersigned, speaking in behalf of the tobacco farmers, would advise the
Senate Finance Committee 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 the national average price paid for tobacco was slightly
under 16 cents a pound and in lieu 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 tobacco or more than 600 percent of the value of the
tobacco itself,

May we now point out that the 50-cent increase per thousand cigarettes pro-
posed at present, is an increase in taxation equivalent to 16 cents a pound on the
tobacco. 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,

May 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 crop, and
that the proposed increase of 50 cents per thousand would make the "tax crop"
eight times the value of the tobacco crop itself.

The question might easily be asked, if this tax is Increased who is going to pay
it? Your petitioners would here point out that about 90 percent of the tobacco
consumed in this country is purchased by not more than one-half dozen large
manufacturers who process and market the crop, This practically constitutes
the sole market for this great American agricultural product,

The heat, light, rent, power, interest, postage, telephone, telegraph, deprecia-
tion, taxes, salaries wages, insurance, and interest on bonded Indebtedness of the
manufacturers and processors are all fixed Wiarges. 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 is limited if not fixed. If
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 decreased consumption, the tax would bo taken out
of the price at which the tobacco 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 the pie tobacco, instead of the $1.16 a
pound collected on the cigarette tobacco. This raises the question as to whether
or not the Government would, in the last analysis, derive any increased income
whatever by the increase proposed in H. R. 10039,

If on the other hand the buyers of tobacco pass the tax on and decreased
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
raid 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 producers last year, under

"production control" decreased their 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 losing 60 percent of their normal income
from sales in this crop year, due tile loss of foreign markets, our tobacco farmers
will cultivate their meager crops in the coining season not knowing how they
are going to pay the costs and earn a living. For these reasons, if no other,
they should now be insured against excessive burden of Increased 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 Means Committee in the statement
made by the Honorable William H. May, commissioner of agriculture, State of
Kentucky, who recently appeared before that committee.

In order to exhibit the overburden of the present taxes collected oil tobacco, an
agricultural commodity which, 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
wisdom, sagacity, or equity of increasing the present taxes as proposed under
If. It. 10039.

The following data 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 areas throughout the United States:

I. The average annual production of tobacco In Kentucky is in the round sum
of 1,000 pounds per acre.

ii. '1!e average price received for all types of Kentucky tobacco in the crop
year just closed was 15y s cents per pound or an average of $159 per acre.

III. Tbc average Kentucky tobacco farmer, tinder the quota system applicable
to this commodity, planted and harvested 4 acres of tobacco.

IV. Under the present rate of taxation alone the Federal Government collects
$1 a pound, or $1,000 tax on the tobacco produced on every single acre of land.
The proposed increase in tobacco taxes contemplated in the bill H. R. 9966 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 agencies, would
harvest a "tax crop" of $4,668 in the marketing and sale of the product of that
farmers' brain and brawn, sotl and toll.

VI. With an average value of $23, which represents the value per acre of the
land upon which tobacco .., ?roduced in Kentucky, the amount of "the tax harvest"
garnered from the tobacco cropped off 1 acre of Kentucky land is at the present
time 52 times the value of the land upon which the "tax crop" 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, oup farmers, who are themselves large users of manu-
factured tobacco, are compelled to buy their own commodity back in the shape of
cigarettes and other tobacco products at a price of about $1,302 per hogshead, of
which sum more than $1,000 is represented by Federal taxes. While but a bare
$217 is the value added by all charges necessary to processing and distribution,
the processing 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 manufactured tobacco consumed by American agriculturalists, may we now
point out to the members of the Senate Finance Committee just how onerous, and
at the same time how palpably unfair, is this proposed Increase in the tax placed
upon the growers of American cigar, cigarette, and chowing tobacco, and point
out further how viciously the present system of taxation upon tobacco actually
pla s both ends against the middle; tile tobacco farmers on one end, let is say,
of an average agri cultural county, against tire wheat farmers producing wheat
pn the other 6nd of the same county. Or In a broader sense, the American tobacco
grower as pitted against the American wheat grower.

Following is a table showing the amount of tobacco that was used In 1937 In
the United States In producing the cigars and cigaiettes, together with the Fed-
oral taxes Imposed upon various types of tobacco manufacture and sale.'
Amount of tobacco per 1,000 cigarettes manufactured (pounds) --------- 2. s,
Amount of tobacco per 1,000 cigars manufactured (pounds) ------------ 24. 35

' Authority U. S. Bureau of Internal Revenue.
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Nationally advertised brands (per 1000) .. .......... $8.00
Special large-sime cigarettes (per 1,060) ..-. . . ............ 7. 20
Chewing, smoking tobacco, and snuff (per pound) ..................... 18
Cigars selling p to 8 cents (per 1 0 0..............0......... .0
Cigars solling from 6 cents to 8 cents (per 100) ........................ 3. 00
Cigars selling front 8 conts to 15 cents (per 100) ----------------------- 00
C igars selling from 15 cents to 20 cents (per 100) --- ---................ 10.50
Cigars selling at more than 20 cents (per 100) ......................... 13. 80

From the foregoing it will be deduced that It requires slightly less than 3 pounds
.f tobacco to make 1,000 cigarettes or the equivalent of 50 packages of "the
,standard brands."

With tobacco selling at 10 cents per pound the grower would receive the sum of
.48 cents for all the tobacco in 50 packages, or less than 1 cont (forty-eight fiftieths
of a cent) for the tobacco in 1 package of cigarettes.

With wheot selling on the farm at 75 cents a bushel and with cigarettes retailing
at 15 cents a% package, it woild miean that when a wheat grower wanted to buy
Cigarettes he 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 cigarettes.

In cast, he purchased the 15-cent brands he would tin reality be trading a bushel
,of wheat for less that 5 cents worth of tobacco, and in case he purchased the 10-
cent brands he would le giving his wheat for slightly more than 0 cents worth of
tobacco, after It had been manufactured and wrapped.

Let us now look further into that transaction and analyse the same to ece just
how it would affect a wheat farmer, say, in the State of Kentucky, where, in
addition to the 0 cents Federal tax imposed, the State of Kentucky imposes a
further tax of I cent on the 10-cent brands and a tax of 2 cents on brands solling
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 Kentucky wheat grower, when purchasing 15-cent
brands of cigarettes today, has to pay the Federal Government 30 cents and the
Kentucky State government 10 cents, or a total of 40 cents for the privilege of
swapping a bushel of wheat for 5 cents worth of Kentucky grown tobacco.

If he smoked a "10-cent brand of cigarette," the sales of which are very high
in rural districts, he is now compelled to pay the Federal and State Governments
523 cents for the privilege of swappifng the wheat which he produced on his own
land and in the sweat of his brow or es than 6 cents worth of Kentucky-grown
cigarette 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 tobacco farmers are,
even now, in dire straits, let us now call to the stand noted farm leaders in order
-to obtain their views. First let us learn what the Honorable Henry A. Wallace,
Secretary of Agriculture, has to say about the present plight of the tobacco
growers.
In discussing the problem of American agriculture with reference to the present

problem of defense in a national broadcast Tuesday, June 4, 1940, Secretary
Wallace declared:

"The immediate necessity of preparedness means that we must move as fast
,As 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 now 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 trade! * * *."

"In any event such export crops as cotton and flue-cured tobacco are almost
certainn 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 news item
appearing in the Winston-Salem (N. C.) Journal, June 6, 1940. Following Is the
news item:

"OBANOE FIGiTS PROPOSED Rs IN TOBACCO TAX

"The Forsyth County Pomona Grange is strongly opposed to the proposal pre-
,sented in Congress to raise the Federal tax on tobacco. This opposition was
expressed in a message dispatched 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 0. G. Tucker, a member of the legislative committee,

'Was as follows:
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"The Forsyth County Grange protests the proposed additional tax on tobacco,
Our tobacco farmers are now facing disaster. The loss of the export trade and the
additional tax literally means ruin for the tobacco farmer, as this tax would be
passd on down to him, lie colild not escape it. Why destroy any one Industry
when the tax could be spread over all and be no serious burden to any? Tobacco
now carries the heaviest tax burden we know of,"

The committee also sent a message to A. D. (Lon) Folger, Representative to
Congress friom the Fifth District, North Carolina, urging that tihe proposed tax
Increase be declined. This message was as follows:

"Th'le Forsyth County Grange protests the additional tax proposed onl tobacco,
knowing It will eventulffly rest onl the farmer who Is now buirdened to thle limit
sice the loss of the export trade. We solicit your aid. The proposed tax is
expeetoed to bo of wvidespread significance1 e specially in this center of the flue-
cored tobacco Inidity in view of the international events which have now
complletely elmntdteelottobacco trade,"X rfcrendum, which will be conducted among local tobacco farmers around
July 25, will propose an acreage reduction of at least 10 percent, according to
plans now being worked out in the office of 0. C. Filmn, Federal Director of the
l,;ast Central Division of the Agricultural Adjustment Administration, which
includes North Carolina, South Carolina, Virginia, Vest Virginia, Tennessee
and Kentucky. This will involve the entire tobacco growing area, flue-cured and
burly.

"O'ne of the proposals to raise $3,000,000,000 in special defense taxc during
the next 5 years is to increase the cigarette levy from $3 to $3.50 a thousand,

It is estimated this will add approximately $77,000,000 a year to the more than
$450,000,000 collected annually from the'$3 tax; a tidy contribution to the
Federal Treasury from a single commodity."

What follows are copies of telegrams sent to the Representatives in Congress,
among them the Honorable Robert L. Doughton, chairman of the Ways and
Means Committee, in protest against the proposed increase in tobacco taxes.
Hol. R. L. DounToN,

Chairman, House Ways and Means Committee,
Washington, D. C.:

Forsyth County Grange protests the proposed additional tax on tobacco. Our
tobacco farmers now facing disaster. The loss of export trade and additional tax
literally means ruin for the tobacco farmer as this tax would be passed on to him.
lie could not escape it. Why destroy any one Industry whon tax could be spread
out over all and be no serious burden to any. Tobacco now carries the heaviest
tax burden we know of.

G. G. TucKErt,
Member, Pomona Grange Legislature Committee,

WINSTON-SALEM, N. C., Afay 81, 1940.
Hon. A. D. Fomoa,

House of Representatives, Washington, D. C.:
Forsyth County Grange protests the additional tax proposed on tobacco know-

ing that it will eventually rest on the farmer who is now burdened to the limit
sh1ae the loss of the exporf trade. We solicit your aid. G. 0. TUJCKIER,

Member, Pomona Grange Legislative Committee.

Mr. Virgel Steed, who recently appeared before the Ways and Means Committee
,submitted the following telegram sent to him by the executive secretary of the
Kentucky Farm Bureau. The Farm Bureau wired:

"Tobacco is only commodity on which World War rates were not reduced after
first conflict. This farnii commodity now bearing more 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
critical, Tobacco farmers need increased benefit payments instead of increased
tobacco taxes. Hope entire Kentucky congressional delegation wil join Virgil
Chapman in opposing vicious abuso in tobacco taxation.

"BEN IHAL O4 I,
"&eculive Secretary, Kentucky Farm Bureau Federation."

241705-40-----9
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Let us now hear from the Honorable W. Kerr Scott, commissioner of agriculture,
State of North Carolina, who under date of June 8, wired the secretary of the
association, Southern Commissioners of Agriculture as follows:

RALEIGH, N. C.
C. C. HA NsoN,

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 lie 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 secure nec-
essary national defense, I do not believe that this requires that tobacco be taxed
out of proportion to other commodities and products.

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 are 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. HERR SCOTT,
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 arc 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 thereto,
approximately 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 have you
know with us that were it not for this assistance rendered to our tobacco farmers
by the Commodity Credit Corporation, that total bankruptcy would have
enveloped the tobacco-producing areas in the past crop year.

It becomes morL evident daily that with a 50-percent curtailment of production
and the further loss of foreign trade, it is perfectly plain to see that tie 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 Treasury.

It Is not illogical to believe that the burden of the tax is visited heavily upon
our tobacco farmers. Production naturally depends upon demand and this ques-
tion in turn upon consumption. For instance, let us assume that the entire tax
should be eliminated-it is only natural to assume that consumption would greatly
increase. On the other hand, however, should the tax be doubled, it would ie
equally true that consumption would be greatly decreased. It is an undisputed
fact that a commodity can 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 manufactured
stage inasmuch as upon its production depends the livelihood of a large cross
section of our low income agricultural producers.

The tobacco industry at this very time is so depressed that the growers of flue-
cured tobacco are even now faced with the necessity of curtailing their production
from the 1,100,000,000 pounds produced in 1939 to a mere 600,000,000 pounds ill
the crop year of 1940.

Our flue-cured tobacco farmers have the land and equipment and are capable
of producing a crop 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 $525,000000 to the Federal Treasury. Oil the other hand, the grossfarm income from tobacco used in these 175,000 000,000 cigarettes, amounted tobut one-fifth of the revenue covered into the Federal Treasury.Assuming that consumption of cigarettes continues at the present level afterthe proposed increase in taxation was made effective, an additional $87,5660 000of revenue would be derived from the increase in the tax rate. Ponder well onthis one fact. The increase in revenue under H. R. 10039 alone would be equal toabout 80 percent of the total farm income now derived from all the tobacconow used in cigarettes in the country.Not the least among the deterrent reasons for not increasing the present levyis the matter of the 10,cent cigarette. It is reported that from 20 to 25 percentof all the cigarettes consumed in this country retail at 10 cents a package. AnIncrease In the tax of 1 cent per package would necessarily mean that the manu-facturers of the 10-cent cigarettes would have to close the production of suchbrands or else increase the price of such brands.It is a well-known fact that the gross margin (excluding tax) received bymanufacturers from the sale of 10-cent cigarettes is about I% cents per packageand that a reduction of this margin to % cent per package would likely makethe manufacture of the 10-cent brands prohibitive, unless the retail price could beincreased.

The total elimination or even a reduction in the production of 10-cent cigaretteswould destroy the existent competition which our farmers now enjoy for certaingrades of tobacco, to the detriment of a large class of our tobacco growers, whosesoil and climate are not susceptible of producing a thin leaf cigarette or evenchewing tobacco.Shifts from both the 10-cent cigarettes and other priced cigarette brands toother forms of tobacco products would unquestionably have a great influence uponthe revenue derived from tobacco, It is most significant to note that the onsum tion of a pound of tobacco (farmer's weight) In the form of cigarettes yieldsthe Treasury $1 in taxes while the consumption of a pound of tobacco (farmer'sweight) smoked in pipes or hand-rolled cigarettes would yield the Federal Treas-ury slightly less than 20 cents per pound, It would therefore follow that if theuse of a pound of cigarette tobacco was shifted from cigarettes to pipe smokingor to use in making hand-rolled cigarettes, the 'Ireasury would lose about 80cents in revenue,That the present Federal tax of tobacco has been found to be and adjudgedexhorbitant is supported by the records of the hearing held in 1934 by the Com-iittee on Ways and Means, presided over at that time by the Honorable FredVinmon of Kentucky,These hearings wore exhaustive. Statements wore made, not only by repre-sentatives of agriculture but by representatives of producers and processors andconsumers of tobacco,At the conclusion of the hearings on June 4, 19340 the committee reported In
part as follows:

"It can be truly said that from the evidence of all witnesses for the growers,the consumers, and the manufaoturors, there was complete accord that the taxeson tobacco are outrageously high,"That the farmer is now paying his fair share of Federal tax is shown by thefollowing:
Tho pro-war tax on rlgarottes was $1.25 per thousand cigarettes, This, trans.hated Into a package of 20 meant 2,4 counts per pack. This tax rate was Increasedtwice during the Wrd %ar.On Octob or 4, 1017, it was increased to $1.65 per thousand clgarettes, orabout 8% cents per pack. Then, in less than a month thereafter, and or Novom.ber 2 1917, It was Increased to $2.08 l)r thousand cigarettes, This was a taxof a little more than 4 conts per package of 20.This, the maximum war rate--was in effect until February, This again wassubsequontly increased to $3 per thousand, or 0 cents per paok, which rate hasremained unchanged and is In effect today.Now, as to other grades, the pro-war tax on chewing and smoking tobacco wasl onts per pound,On October 4, 1017, this was increased to 10 cents per pound and again onNovember 2, 1017, it was Increased to 13 cents per pounTi After the WorldWar and on February 25, 1010, it was increased to the present rate of 18 centsper pound,e tobacco producrs are net themselves unmindful of tle p resent emergency,and it is that knowledge that they direct the attention of the members of thoSonato Finanoe Committoo to the fact that they have already expressed their
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willingness to carry their share of the cost of this nation. einergency. They do,
however, now point out that their product is it present carrying the wartime
rate inpos el in order to discharge the cost of the first World War, and that as
tobacco growers, as well as citizens, they feel that this crop should not be subjected
to an adhed lurtieii of the tost for national defense at tl1 tiume.

As representatives of American agriculture we iluerently feel that an increase
oi the tax of any grades of tobacco tit this time will most assuredly result not
only ill the altatenient of one or more classes of cigarettes produced, but by
virtue of tile result of decreased consumption this would prohal ly iiuore than
offset any additional revenue which the Federal Goverlluelit night hope to
realize front the proposed increase in the rate of tax.

let us here and now subtiloit the fact that when the tax on p lug and twist
tobacco was 8 cents per pound, the coiisunption was approximately 180,-
000,000 pounds per year. That with each succeeding raise in the rate of taxation
the consumption declined and that by the time the tax was finally establishe,
at 18 cents, the industry had suffered a loss of inore than 125,000,000 pounds
decline iin its annual sales an(1 the tobacco growers lost that much of their markat
of this class of prod act.

It is reported with credence. although slacillc supporting data are not avcil-
able, that there exists a certain class of smokers who will pay 10 cents to get, 20
"tailor made" cigarettes of a better quality and shape than they can nwA! kthem-
selves, but,,that they, this class of smokers, will not pay 13 or 14 ce'mts 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 cigarette
papers with the tobacco. Countless tlousands of these machines are in use.

'he niaeliine has but few movable parts and is highly efficient aid is kept in
repair free of charge.

Thte cigarettes produced )y this iiachine are perfect in shape, tightly rolled,
burn evenly, anld art, altogether sightly. A few ninutcs ill the evening and a man
can make his text day's supply of smokes. The tobacco and papers necessary
to inake 20 cigarettes by this process costs but 5 cents.

It is conservativeiv est hunted that from 40 to 50 billion "roll your own" ciga-
rettes are annually ;irodulcel in i his country by that class of smokers.

Further estimai has been made that if and whell the tax was raised on the
10-cent cigarette, that the reductionon of "roll your own," as well as hard-rolled
cigarettes will ieretase at a rapid rate.

If that premise be true, and the tax o n the "tailor mades" is now increased,
tnquestionabtly iore men will take to rolling their own instead of smoking
"tailor male'"eigarettes. In that event, it is to be remembered that the Govern-
ment will only derive 1 ceitt ili revenue as contrasted with the present revenue of
i cents.

Moreover, when you raise the Federal cigarette tax ott the 10-cent cigarette,
oil which priced package you get the same Federal tax as you do ont the Big Four-
the Camiels, Chesterfields, Luckies, and Old Golds--the increase iii consumption
of "oll your own" will take place and cause a diminution in the consumption of
the "Big Four tailor mades,' which sell at a higher cost and this ch.tge In the
smoking habits will again cause a decrease of the revenues covered into the
Federal 'reastury, front tle 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 tite fact that
not alone is the American tobacco grower now suffering front the position of
overburdening Federal taxes upon tobacco, but as will be pointed out in this
document, 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 treasuries by imposing additional
tobacco taxes on the tobacco consumed in their respective States. Excise and
stamp taxes imposed by the State governments are now in some instances 50
percent of the levy imposed by the F federal Government.

Moreover and in addition to Federal and State excise taxes certain munici-
palities now impose direct sales taxes by way of increasing their munoitpal 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 so-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, Stato, county, and city license fees are collected. That these
license fees are themselves piled one on top of the other is made evident by the
fact that in certain States there is charged-

1. A license fee to all distributors.
IT. An additional license fee charged to wholesalers.
111. A still further additional license fee charged all retailers.
IV. And a still further license is required if the cigarettes are sold from vehicles.
Following are presented in brief the codes of some of the many States showing

the various excise taxes and license fees charged on cigarettes. These are pre-
sented together with a table, showing the amounts collected and the percent of
total dtate revenue derived from tobacco taxation.

NEW YORK PTATE

A State tax is imposed on cigarettes at the rate of 1 cent for each 10 cigarettes
or fraction thereof, This is equivalent to a 2-cent tax on a package of 20 cigar-
ettes, The tax is paid by means of stamps purchased from the tax commission.
The tax may also be paid by using metering machines if the commission so
prescribes.

NEW YORK CITY, N. Y.

A city tax is levied( upon every sale of cigarettes at retail at the rate of I cent
for every 20 cigarettes or fraction thereof (clh. 41, Administrative Code is amended
by local Law No. 100).

OHIO

Page -, General Code, S, 5894-1 et sequitter, as amended. An excise tax
of 1 cent per each 10 or fractional part thereof is levied on sales of cigarettes within
the State by consumers (S. 5894-2 as amended by Laws 1935-36, first special
session, H. B. No. 695 and Laws 1939, H. B. No. 2, S. B. No. 102 2).

Wholesalers pay $100 and retailers $25 to county treasurer for annual license
(5894-5).

OKLAHOMA

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 (see. 2).
Cents

Package of 10 or less ---------------------------------------------- I
Package of 20 ----------------.---------------------------- ---- 3
Package of 50 ---------------------------------------------------- 73

The following annual licenses are required: Manufacturers and wholesalers
$25; retailers, $10; distributing agents, $100; permits to sell from vehicles, $10
(see. 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 package of 20 cigarettes (3157). 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: Per M
Weighing not more than 3 pounds per M ---------------------------- $1.50
Weighing more than 3 pounds per M ---------------------------- 3. 60
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Every person engaged in the sale or use of cigarettes must pay a license foe to
the comptroller of )ublic accounts at the following rates (art. 7047 c-I, 4, as
amended by Laws 1930. 1I. 13. No. 8, art. 3 3):

Annual
Type of permit: fe

Distributing agents -------------------------------------------- $100
Distributors -------------------------.------------------------ 25
Wholesale dealers ---------------------------------------------- 15
Retail dealers ------------------------------------------------- 5
Solicitors for sale --------------------------------------------- 1

WASHlINGTON

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 ,tate tax commission to each
package. The tax rate is one-tenth of I cnt. for ('ech cigarette, except that when
the selling price is more than I cent per cigarette, the rate is 20 percent of the
selling price (82 as amended by Laws 1939, cih. 225). Each person stibject to the
tax pays a license fee of $1 (187 as amended by Laws 1937, cli. 227).

The following table shows the percent of total State revenue derived from taxes
and other im posts on tobacco imposed by certain States in addition to the taxes
imposed by the Federal Government:

Tobacco taxes, by States

State Yield Percent of State Yiel l'ercnt of
total total

Alabama ................... $2,077, 760 7,03 Montana ................... $20,290 0.14
Arizona ................... 44, 610 .30 North )akota .............. 41" 993 3,78
Arkansas ................... 1, 450, 5 6. 25 Ohio .......-- ------- 8,175 21 4.29
Connecticut ................ 1,843,243 4.43 Oklahoma .................. 2, 111,057 3.45
(leorgia ................... 2,421,410 h.91 'ennsylvanla ............... 11,201,132 4.00
Iowa ....................... 1, 714,672 2.60 South Dakota .............. 681,442 4.04
Kansas ..................... 1,144,407 4.16 'reineseo .................. 2,747, 560 7.20
Kentucky .................. 120,604 3,77 Texas ...................... 7, 006, 492 0.03
Louisiana .................. 4,111, 377 7.10 Utah .................. 3.t8,260 2.27
Maryland ................. 26,54 7 .76 Vermont ................... :152, 29 3.83
M ssssipp ................. 2,071,453 7.89 Washington ................ 1,103,6 26 1.88

THE U. s. YEDE1rAL oOVERN5 ENT

Total revenue derived from tobacco ....................................................... .$530, 159, 000
1'crcent of total revenue derived .......................................................... 110

Authority: Tax Policy, vol. VI, Nos. 2-3, I)ecember 1038, Jannary 1030.
a Approximate.

That even more States and the political subdivision thereof, as well as the
Federal Government, are at this moment eolltetnl)l.tilg addilng to the great tax
burden being carried I)y the tobacco farmers is made evident by the following data:

A 15-percent tobacco tax law in New Hampshlre wi s apl)roved by tile Covernor
on ,Aune 7, bringing the total of States with excise taxes on tobacco pr-o, ets to 24.

The New lamlpshire law goes into effect on July 1, and the State hiv .millollced
that, since a 15-percent tax Oil popilar-priced cigarettes would bring the tax per
package to a fraction over 2 cents, it will forego the fractional part of the tax,
keeping the levy at 2 cents per package.

'1 he law esta)lishing the tax directs that of the estilliated alllial yield $1,000,-
000 be used to abate the real-estate tax,

On August 10, Massachusetts became the twenty-fifth State to impose a
cigarette tax. The tax, effective September 1, Is at a rate of 2 cents per )ackage,
and in addition the law provides for a $25 wholesaler's license a1d1 a $1 retailer's
license,

Tile Massachusetts Act Is unique among the 25 now in force in that it provides
for the collection of the tax without the use of stamps or nmterilng llachilles. In
place of ille Conventional method of collecting the tax through the sale of stamps,
Massachusetts will rely oil monthly reports from distribiutors.,
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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.

Authority: Ibid., vol. 3, No. 8, August 1930.
May we now point out to the members of the Finance Committee that all of

the above revenues, some of which are even now schcluled for increase by the
States, which impose them, 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 press has carried a number of articles and news items telling of the
"bootlegging" which went on in New York City after New York City put on its
cigarette tax.

It was suggested that the loss in the sales in New York might have been 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 fell off in both Now York and New Jersey about 45 percent, while
in Connecticut, another adjacent State, they lost 21 percent.

We would have you know with us that this was the direct result of the imposition
of an extra 1-cent tax in New York City where they ran a "10-cent cigarette"
above a 10-cent sale price. There the "10-cent tailor made" ran into direct
competition with "the roll your own" and, as a result, the Federal revenue de-
creased.

It is estimated that between 20 and 25 percent of all cigarettes smoked today are
made by the "roll your own." It is further estimated that in the last year some
43,000,000,000 cigarettes smoked were made by the "roll your own" cigarette
machines. On these the Government would derive a tax of 1 cent instead of the
present 6 cents a pack which is derived or the 7 cents per package tax proposed
in this bill.

The attention of the 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 per package
by the Federal Government through the adoption of the tobacco provision in
H. I. 10039, and if, the manufacturers were able actually to pass it on to the
consumer, then the question of "diminishing returns" would immediately enter
into this problem in calculating the revenue that would be derived from the
increased tax.

If the increase in tax (iminiishes the consumption by as much as even one
package, it will require the sale of seven additional packages to make up the
loss of the tax that will be sustained by the decrease in consumption of one pack-
age. If one cigarette customer is lost by increasing the tax from 6 to 7 cents,
you would have to find seven more customers for "tailor made cigarettes."

The present cigarette tax levies 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 few cents 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 cid
chewing industry in the United States. When taxes on chewing tobacco were
8 cents a 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 124,501,955 pounds
or approximately 75 percent of the historic volume.
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The records of tile year, 1940, already show a still further decline in sales, and
hence a further loss in the market for that class of tile product of tobacco farmers
whose crop is not suited for smoking, either in pipes or in cigarettes.

Temptation is strongamong tax-making bodies to add to the tobacco-tax burden.
To make demonstration of this point let us take the newly adopted tax policy of
the State of How Hampshire as an example. New Hampshire is not a tobaco-
producing State, therefore there are no tobacco farmers to protest tax increases.
Their legislature, availing themselves of the case with which tobacco taxes can be
levied, 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
yield, $1,000,000 shall be used to abolish real-estate tax."

However, there is such a thing as that of working a willing horse to death.
All tobacco producers are already overtaxed in proportion to all other commodi-
ties. Other industries have been relieved of much of time extra tax burden imposed
during and subsequent to the World War, but tobacco is still paying wartime tax
rates and now proposal is made to impose supertaxes on the present overburdening
rates.

The tobacco industry in all of its many ramifications provides a livelihood for
hundreds of thousands of growers, warehousemen, buyers, industrial workers,
salesmen, including those in advertising and radio industry. Increased Federal
taxes upon this product may easily cripple much of this activity, already hard hit
by the loss of foreign markets in consequence of the European war. Moreover, it
is feared that what has happened to the plug, chewing, and twist industry may
happen to the cigarette tobaccos as well.

Be assured that the tobacco farmer and the industry in general will make every
sacrifice and "do their bit" in the American defense program, It wo)ld seem the
wiser plan however, for the Congress, In the imposition of all taxes ol Als 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 alone as a
revenue-producing crop, but as a money crop to our farmers, is very problematical.

We heartily support the program 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 national 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 ol I lbacco
and tobacco products, every effort has been made to avoid all section:: ,)cial,
moral and cultural considerations of the problem. We have endeavored to address
this brief solely from the standpoint of our national agricultural, tobacco and tax
economies 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 foregoin, among other reasons, that as representatives of
agriculture, we ask the Senate I finance Committee in their review of the provisions
of H. R. 10039 to take into consideration the foregoing facts.

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 Agriculture and particularly our tobaccofarmers by--- THE NATIONAL GRANGE,

FRED BRENcKMAN,
Washington Representative.

THE ASSOCIATION, SOUTHERN
CommissoNER8 OF AGRICULTURE,
C. C. HANSON, Secretary.

The CHAIRMAN. We will now hear from Mr. Ogg, representing the
American Farm Bureau Federation.
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STATEMENT OF W. R. OGG, REPRESENTING THE AMERICAN FARM

BUREAU FEDERATION, CHICAGO, ILL.

Mr. Oo. Mr. Chairman, my name is W. R. Ogg, representing the
American Farm Bureau Federation.

I have hero a statement which President O'Neal requested me to
present to your committee. It will only take about 5 minutes to read
it, 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.

The CHAIRMAN. All right.
Mr. OG. The American Farm Bureau Federation commends the

work of the Congress in the preparation of a national-defense revenue
measure. Our organization will continue to give our support to
patriotic and nonpartisan legislation of this character.

Following the introduction of the original national-defense bill,
1-I. R. 9966, I transmitted by telegram on June 3 to Senator Harrison,
chairman of the Senate Finance Committee, and to Congressman
Doughton, chairman of the House Ways and Means Comnittee, a
resolution of our board of directors adopted that (lay 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:)
CHICAGO, June 4.--The board of directors 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 wholeheartedly support steps being taken by the President and Congress
of the United States to strengthen our del.rses in the present emergency. We
recognize that this will impose new burdens upon the finasces 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. We feel that it is
important that burdens be Imposed in accordance with ability to pay and that
adequate tax provision be made to check all profiteering. Care must be taken
to %voia further increases in hidden taxes upon our national consuming power.
The pending measure proposing horizontal increase in all taxes does weigh
primarily on consumption and upon low-income members of the community.
Recognizing the difficulty in preparing a comprehensive and equitable tax measure
to meet the expenditures that will be required we recommend that steps be taken
to adjust the national debt limit as required by the emergency 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. O(. (continuing). As indicated in this telegram, we 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 been very materially improved.

In the 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. We approve the broadening of the income
tax base. Our organization has advocated this for many years.
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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
make the following recommendations with respect 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 believe 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 the 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
compared 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 serious 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
growers, and the situation during the present crop year promises to
be 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 speculation in war commodities. We feel this is
of vital importance and we hope that Congress will take steps to
formulate proper legislation to this end.

3. We oppose the proposal which has been made in some quarters
for a 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 certain departments
of the Government in meeting problems which have arisen out of
the war emergency. We will give 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 undertake 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 great mass of consumers.

While the present measure relies less heavily on consumer taxes
than the original proposal 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 increase in total national income
that is urgently needed at this time, while making more difficult the
problems of post-war readjustment. The latter will be difficult,
indeed, if we find our national income 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.

Thank you very much.
The CHAIRMAN. 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 milht 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 CHAIRMAN. Thank you, and it will be included in the record.
(The letter referred to is as follows:)

NATIONAL RETAIL LIQUOR PACKAGE STORES ASSOCIATION, INC.,
Washington, D. C., June 18, 1940.

Senator PAT HARRISON,
Chairman, Senate Finance Committee,

United States Senate, Washington, D. C.
DEAR SENATOR HAmsoN: 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 is
necessary to meet its preparedness program. The National Retail Liquor
Package Stores Association, Inc., comprising of over 32,000 retail 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 mem-
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 public
to the end that the bootlegger will be destroyed and the taxes rightfully due and
forthcoming to the Government of the United States will be collected into its
Treasury.

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 prooi-gallon. In the
drafting of this section it became very evident to the Ways and Means Cor-
mittee that some provision must be provided for In order that the small inde-
pendent retailer may not be destroyed in the interim between the effective date
of the tax and at such time as they can readjust the price levels. In fuitheranoe
thereof, the Ways and Means Committee, II executive session, wrote a provision
into the bill providing for an exemption of 100 wine gallons on the floor stocks of
the retail merchants. It should be noted that this exemption merely applies to
retailers.

It is readily understandable that the small merchant operating a 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 business is small and takn
into consideration the State and city taxes which he pays in addition to the
Federal 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 agreeable 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 matter 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,
WILLIAM STEINBERGO.

The CHAIIMAN. 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. MARSH. I will be very brief,
I want to apologize to the committee for my misunderstanding of

the appearance on yesterday, and I want to ask the protection of the
committee 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
city of Washington, and I am going to give you the reasons, as I see
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 figures 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 a 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 a $6,000 income
here, $149.60; in Britain, $1,421.25; and on a $8,000 income here,
$316.80; in Britain, $2,171.25.

Up to the $8,000 in Britain, 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 has 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 afraid of Hitler's annexing the
Western Hemisphere, 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 getting scared,
I am going to get scared, too.
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Real defense of the United States can be achieved only on practically
a pay-as-you-go basis. And as I see Senator La Follette here, I recall
that in the World War when his father was on the Senate Finance
Committee, I appeared and advocated what I am going to advocate
now, and every year 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 Democ- atic platform tax
plank should be resurrected for the duration of the defense program.
That was an admirable tax plank in 1932, in the 1932 platform,
thoroughly untouched to date.

Senator KING. You particularly refer to the plank of the platform
pledging to reduce the taxes 25 percent, don't you?

Mr. h AnSH. 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 pledge to balance the Budget by
taxation based on the principle of ability to pay, and it can be done.
We might as well face it. 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
tax should yield at least $250,000,000 more. Now that seems a low
figure, but 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. MARSH. 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 Asters and the Roosevelts pay a lot more tax
on their land.

Senator GEORGE. Down my way, we pay a tax for the privilege of
owning land.

137



Mr. MAlsi, It is strange that you haven't attracted more people
from Ul North, thon. Such a tax would yield $250,000,000.

The Houso tax bill compels families with incomes under $2,500 to
pa Y most of the additional revenue to bo raised, and the Goverment
wil borrow almost all from families with incomes over $3,000.

Of course, we hope you will repeal the tax-exemi)t feature. I
think you will have to make it retroactive, 111( take it ('auce, I am
pretty sure the Supreme Court is Well enough housebroken now
[la g1hter] so that they would entirely ,uphold any sue:h enmrgency
legislation, and lot me add that I own some tax-exemilpt bonds, and I
want to be taxed on their.

I would like to file, if you will permit me, a short statement oil
"Wiht the income tax could yield, by Conlgrossinm lill of Wash-
iug ton.

1 i1e CHAIRMAN. All right.
(The statement referred to is as follows:)

WVuAr maH INcoPIS TAX COiULD YIELD

Extension of Remarks of lon. Knuto Iiil, of Washington, in the House of
Representatives, Tuesday, March 5, 1040

RADIO ADDRESS BY lION, KNUTE IL, OV WAHIKINOITON

Mr. HILL. Mr. Speaker, under leave to extend my remarks in the Record, I
include the followin radio address which I deliveredovor the Columbia Broad-
casting System at aluncheon of the People's Lobby, March 2, 1940.

"During these early days of tho month of March a great many of uis are on-
gaged 'n making out our annual income-tax reports, It may secmn rather strange
to some when I say that this is one of my pleasant duties. In these (lays of so
much unemployment and distress, I for one, ain certainly thankful that I am per-
witted to earn an income on which to pay a tax. Taxes should bo levied on the
basis of ability to pay and benefits received. It takes money to run a complex
modern government; and we who receive the benefits and protection of that Gov-
ermnent and have the opportunity of earning an income because of the existence
and functioning of that Government should be glad and willing to bear our share
of the expense in connection therewith. To those who ate disposed to complain
mar I call attention to income taxes paid il Great Britain:

An Englishman with a wife and one child will pay in income taxes this year as
follows:
"Income: Tar

$2,000 ----. ..------------------------------------.-------- $171.25
$4,000 --------------------------------------------------- 790 25
$6,000 ----. ..--------.---------------------.-------------, 421. 25
$8,000 ------------------------------------------- 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 1938, and Treasury data on corporation profits show that the Federal 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 corp oration income,

"fhe Treasury reports that In 1938, almost 3,000,000 taxable incomes were
reported, with a total net Income of about twelve and two-thirds billion dollars.

"Upon this enormous income the total Federal income tax, and surtax was
only $765,000,000, an average of $255, or 6 percent.

"'The average income of these nearly 3,000,000 individuals was $4,215,
"If 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 average of about $3,500-which was nearly
three-quarters more than the average family income in 1938.

"This would have given the Government a little over $,000,000,000 more than
it got from income taxes and surtaxes in 1938.

138 ItIMVIJI, ACT OPF 1940
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"Of course, under our system of progressive Income taxes and surtaxos, people

with incolnesi tinder $5,000 would not pity much more ircon tax, not over $100
to $150 more at most, while those with hIcome s of over $10,000 could pay $1,000
to $110,000 inore than they d,.

, "Ii 1938 linoit 176,000 people reported net licomes of over $10,000 with a
total of $3,987,000,000, upon which they pald Just under $025,000,000 in taxes.
After pitying theso taxes they had left $2,000,000,300, an average of $13,433.
"ii 1936 the reporting corporatiois paid In cash and stock dividends over seven

nrid a hltlf billiii dollars. Jn 1930, 3,058 companies paid $3,241,000,000 in dlvi-
den(is. In 1030, 3,239 comlpaidos puid $3,566,000,000.

"In addition to these hlige dividelld paylonts, the siurplis and nniivlded income
of corporalois, est iunated oil their rerl rns for 10361, are abiut $50,000,000,000.

"This is muore tilhl the total natioil debt, upoi which the Iitrest piynent
alone, icxt year, will ho $1,100,000,000,

"Every vi'ar abolt 20,000 people get nicarly one-third of all dividemids paid, and
tluy it is Lave rights to about one-third of the $50,000,000,000 of corporation
stiri lis and undivided profits.

'On the lasis of liritimh inconme-tax rates, we could rabso nearly $3,000,000,000
moro in liteonie taxem thlu we do, through the peronai and corporation I income
tax.

"Today ti National Govortinenlt ralsus nearly three-fifths of Itbi Income by
taxes which fil letuviust on tho.e haSt altti to ray.

'You art probably asing yourslves why tongrass doesn't change this tax
Systvti, now, an] tax according to ability to pay, Pho real reason is that those
who could and should pay are opposed to It,

''EvOry 1)regressive Mentber in both branches of Congress, and In ll parties
repreren i, wait Conigress to do this. No Individual Memnber, however, and
lie small group of Members can force tiis,

"Under the Constitution all revenue bills, that is, tax bills, have to start in tine
house of lepresentatlves. That means the ho1se Comtittee on Ways and
Means hits to have hearing on anieding the present revenue act. 'rhe chairman
of the coilinlitteo Is the lloniorable Robert L. DJoughton, If enough ieopil will
write him, urging that htis colnnuittee hold hearitigs, and got their representatives
to also ask hlii, the hearings can ihe held.
"tUnl. s incone-tax rates are raised, needed relief and farm-aid must lie cut.

Tihe American people must niake themselves heard on this (Jtuetion in Washington.
"We ioust review our outtioled tax system so its to place the burden of taxation

oi tlios best able to paty and In such a way as to inike collections certain and
economical and, lastly, to raise enough revenue to run our Government and
retire our debt,'

Mi. MAtS, And I would also like to file an article on "Income Tax
Deductions," because I hope you will repeal all these increases in con-
sumption taxes. The little follow who can't deduct one penny or one
dollar before he pays sales tax, and those 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 CHAIRMAN. It may be incorporated.
(The statement referred to is as follows:)

INcosm TAX DEDUCTIONS

The Bureau of Internal Revenue reports that for the year 1037, the total net
income of the 608,575 persons, not families, reporting net incomes over $5,000,
was $8,816,000,000.

Their total deductions were $1,600,200,000, or about one-fifth of their total
income.

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 income 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 $150 of it is taxes.-
which of course you pay In your rent,

The Bureau of Internal Revenue shovs 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.



They didn't need heavy deductions, but got them,
There are no ded,,ctions before paying sales taxes and other consumption taxes-

which amount to three-fifths of all taxes collected by Federal, State, and local
governments.

The 40 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.

Stockholders 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.
America has about $6,000,000,000 of involuntary unemployment, and poverty

due to taxation of poverty, instead of taxation of land values, 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 CHAIRMAN. All right, thank you.
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. PETTIJOHN. 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 believe by past
experience, not what might happen but what has happened before, we
find that we do have in excess of what was originally contemplated
under the bill which has passed the House.

Senator KING. That is, you are advocating--
Mr. PETTIJOHN (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 less
of that revenue we are faced also with the absolute necessity of keeping
up the quality of our product, 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 any 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 economically 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 few
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 Rolland, 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.

American motion pictures are entirely 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 weekly 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 CHAIRMAN. Do you represent the exhibitors?
Mr. PETTIJOHN. 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 soumdest but most efficient operators o, all times, of theaters, and
he is a mni who has been very highly successful.

These men have drawn in their own language, and neither of them
are lawyers, a memorandum which is very 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 a copy. I say this isn't in legal phraseology and that
might prove to be refreshing for once to this committee, 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 a reflection of the real problem that confronts us. This
memorandum, and it is brief, reads as follows:

Sixty million dollars in Federal taxes from the motion picture theaters of this
country, instead of the twenty-fivo millions anticipated by the Government in its
now revenue measure, is the suggestion in this plan, with the hope that it will be
seriously considered.

The present tax bill H. R. 9966, proposes to reduce the tax exemption now
starting at 41 cents, down to 31 cents. It is estimated, to increase Federal
revenue from motion picture theaters from about $9,000,000 presently returned,
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.

This schedule will yield approximately 60 millions in tax,s, based on
an estimated 80,000,000 to 85,000,000 admissions nationally each
week, on a conservative estimate of 1% cents tax per admission.

Various estimates, based on various cross-section groups of theaters
produced very similar results, indicating that the United States
Department of Commerce is accurate in their statement that the
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average price of admission to motion-picture theaters in the United
States is somewhat between 24 and 25 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 theaters charging 40 cents or more. Because of
that law there are today less than 150 theaters charging 40 cents or
more. Why?

Because ours is a highly competitive business. A theater charging
45 cents when that became law, was faced with the need of charging
50 cents so that the tax could be absorbed. Theater operators found
that business would be vitally affected. So a general practice came
into being and that 45 cents 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 suffered, 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 drnIp to a
30-cent admission. Similarly, to meet this competition smaller
theaters will drop to a quarter, with correspondingly lower levels on
down. This means still less revenue for the Government, and unsur-
mountable 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 revenue are virtually
nonexistent. The swiftness with which Europe, as we know it, is
vanishing 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 important industry.
Neither the film industry nor the Government can conscientiously
sanction a plan which is economically unsound. Particularly so
when the industry stands ready with a sound, practical plan.

Senator BAILEY. How much more than the House bill?
Mr. PETTIOHN. 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 proposes 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-theater 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 larger seating
capacities, the little 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 force 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 bring to the Government more reveme than the present schedule
adopted by the House on June 11, will help the motion-picture indus-
try to maintain its present economic structure, in the face of all of
its present difficulties. It will be of particular service to the small-
town theaters, whom the industry must keep in business in times such
as these.

Senator RADCLIFFE. Is it your opinion that the House bill would
cause a reduction in the rates?

Mr. PEi-rIJOHN. Yes.
Senator RADCLIFFE. And that your suggestion would not cause any

reduction but there might be an increase along certain lines?
Mr. PIITTIJOHN. May I be perfectly frank about that, Senator, and

very brief?
We have for years been selling a Rolls Royce in a theater at the same

price as we sell our Fords and Clevolets-the admission is the same
for a knock-out picture as it is for a 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 painting a picture. He may paint a very
large one on the wall andtake a lot of time, and he may paint a very
small picture and tie small picture may be worth a great many
more times whiat the large picture is.

And that has been true in this case. You can't anticipate that.
Nobody tries to make a bad picture.

But I do say this, this is one thing we want to avoid and we 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 diffrence 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 operas," the western pictures and the cheaper grade of
pictures.

Now, don't think I am stating anything wrong about David bclz-
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 a 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, andthe
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theater men did give tI) 70 percent of their gross for it. But, gentle-
men, we can't run the picture business by charging the public $1.10,
we have got to have tile best pictures we make every year going to the
smallest theater ill the land, in the smallest village, town, and hamlet,
And that is the biggest thing about our business today.

Give us 10 Goe With the Wind's next year, and we won't worry
about any of these, taxes, but they come only once in a decade, we
can't (tellnd on them. We have got to face this problem and there are
sone ein iii our business, there are some good businessinen in our
business who face these economic problems logically.

We ask you only to give us a tax program that is economically
sound, and we anticipate now-I will say it to you very frankly-
that maybe we will be asked to go still further, but we will have the
structure built that will permit us to do it in an economic and a
sensible manner.

Senator KING. You are absolutely sure that this will give to the
Government a great deal more than under the House bill?

Mr. P IrJOHN. Yes; an(1 I have submitted my figures to Mr.
Stai.

The CHAXIRMAN. Mr. Pettijohn, woulh you mind talking to the
Assistant Secretary of the Treasury in charge of these matters?

Mr. PETTIJOtN. That will be a pleasure.
The CHAIRMAN. Because in considering this matter we will have

to seek the views of the Treasury.
The CHAIRMAN. 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 Massachusetts; Mr. Lee Pressman
general counsel, Congress of Industrial Organizations; Mr. Noel
Sargent, secretary, National Association of Manufacturers; and Mr.
Richard A. Staderman, president of the American Good Government
Society. 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 handed me by Mr. John E. Walker, an attorney
of Washington.

(The letters, etc., referred to by the chairman are as follows:)
LEAGUE OF )ISTILLED SPIRITS RECTIFIERS, INe.,

1Vashingoln, D. C. June 18, 1940.lion. PAT HIfASIISON,

Chairman, Senate Finance Conoittee, 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 league mem-
bers are vitally interested in the bill H. 11. 10039, now pending before your com-
mittee.

At the outset we desire to state most emphatically that it is not the purpose of
any member of this league to shirk the obligation which lie 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. On behalf 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 section. It, is proposed inter alia
to increase the occupational tax now imposed upon rectifiers under section 3250
(f) (1) of the Internal Revenue Code from $100 and $200 to $110 and $220 per
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annum, or an increase of 10 percent. This proposed increase is in line with the
increases proposed in the cases of tile 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 Is fairly distributed among the taxpayers affected.

Section 213 of the bill proposes to Increase the tax on distilled spirits generally
from $2.25 to $3 and the tax on brandy from $2 to $2.25 per proof gallon. No
objection whatever is noted with respect 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 rectifier
alike, and the competitive position of these two branches of the industry will
not be affected by the proposed increases.

Section 14 of the original House bill, 11. It. 0066, contained a provision under
which it was proposed to increase the rectification tax of 30 cents per proof gallon,
now imposed by section 2800 (a) (5) of the Internal Revenue Code, to 40 cents per
pr oof gallon. 'This provision was striken from the bill by the tlouso Ways and
Means Committee. We submit that any increase in the rectification tax over the
30 cents per l)roof gallon now provided by law would result in an unjust discrimina-
tion and unnecessarily penalize the members of the rectifying industry.

In order that our position may be clearly understood it is necessary to review
briefly something of the history of the internal-revenue taxes heretofore imposed
upon rectifiers as "occupational" taxes and as gallonagee" taxes on tile products
of rectification. A so-called occupational tax on rectifiers of distilled spirits was
first imposed by section 59 of the act of July 20, 1868, and the tax on its present
form was imposed by section 1 of the act of April 10, 1869. This is the tax which
we have already referred to and which it is proposed to increase in section 1650
of the bill, As heretofore stated, no objection whatever is voiced with respect to
this proposed increase,

The first tax on tie 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 ---------------------------------------- $0. 20
Mar. 7 to July 1, 1064 ---------------------------------------------. 60
July 1, 1864, to Jan. 1, 1865 --------------------------------------- 1. 150
Jan. 1, 1865, to July 20, 1868 --------------------------------------- 2. 00
July 20, 1868, to ,hone 6, 1872 --------------------------------------. 50
June 6, 1872, to Mar. 3, 1875 --------------------------------------. 70
Mar. 3, 1875, to Aug. 27, 1894 --------------------------------------. 90
Aug. 27, 1804, to Oct. 3, 1917 -------------------------------------- 1. 10
Oct. 3, 1917, to Feb. 25, 1919:

Basic rate --------------------------------------------------- 2.20
Withdrawn for beverage use ----------------------------------- 3. 20

Feb. 25, 1919, to Jan. 1, 1927:
Basic rate --------------------- --------------------------- 2. 20
Withdrawn for (from Nov. 23, 1921, if "diverted to") beverage use..- 6. 40

Jan. 1, 1927, to Jan. 1, 1928:
Basic rate -----------.---------------------------------------- 1.65
Diverted to beverage use --------------------------------------- 6. 40

Jan. 1, 1928, to Jan. 11, 1934:
Basic rate --------------------------------------------------- 1. 10
Diverted to beverage use (prior to repeal of prohibition, Dec. 6, 1933). 6. 40

Jan. 12, 1934, to June 30, 1938 ------------------------------------- 2 00
July 1, 1938, and thereafter --------------------------------------- 2. 25

From 1869 no tax was imposed upon rectifiers of distilled spirits other than the
occupational 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 emergency 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 (see. 605) and also
provided for a tax of $6.40 per proof 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 December 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 (S. Ct. 282, 282 U. S. 577).

Let us consider next the period immediately following repeal of the National
Prohibition Act. It is significant that in the act of January 11, 1934, section 1160,
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
tie fair and proper rate of tax which should apply 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 imposed by the act of February 24, 1919,
on spirits withdrawn for beverage use. But 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 1919. Clearly, this tax should
have been repealed in its entirety, or the rate should have been drastically re-
duced as in tie 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 in the act of February 24, 1919.

Any 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 position in competition with the bottlers of straight whisky. The rectifier
has been paying taxes at a wartime peak ever since the enactment of the 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 difference in cost of production of a blended whisky,
manufactured in part from neutral spirits, as compared with the cost of produc-
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 1 cr gallon, or $6.
On the other hand, let us assume that a 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 a tax of $3 on the gallon of straight whisky used, and $3 oi 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 carrying 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 whisky, since the neutral spirits do not
require aging. One of the common errors indulged in by those who advance this
line of argument is that they invariably add 4 years carrying charges in coin-
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 years old. 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 a blend
are passed 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 excess 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. Furthermore, 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 scientific progress and changes in the art of manufacture and production
of a commodity is not a tax at all, but an unwarranted interference 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 rtctifier will pay under the bill, constitute the
very limit of the payment which should be exacted. It is a heavy price to pay
for the privilege of engaging in the rectifying business. 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 market 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 taxc. It is at once apparent that any argument which might be
advanced with respect to spirit blends-and that is the only argument that has
been advanced in support of the proposed increase in the tax--is entirely inappli-
cable in the case of these latter products. And yet they are all subject to the
rectification tax, just as is the spirit blend, and they would likewise have to bear
any increase in the tax rate without any offsetting advantage whatsoever. This
demonstrates the gross inequity that even now exists in the rectification ta. ,tnd
which would be aggravated to such a point that the very life of the bu.-:iness of
industry members would be jeopardized if any increase in tax sh:tid result.

We have been challenged to show a reason why the rectification tax should not
be increased by 33% percent at the present time, since the tax on distilled spirits
is being increased by that amount. Trhe following table shows the results which
would obtain if the rectification tax had been adjusted to keel) pace with the
tax on distilled spirits for beverage purposes, beginning with tile Revenue Act
of 1918, which imposed the highest rates on both taxes:

Distilled. Ilectiflcatlon tax
spirits tax

]Revenue Act of 1018 ................................. $6.40 .30 cents.
Liquor Taxing Act of 1034 ........................... 2.00 0.3 cents (reduction 09 percent).
Rovenuo Act of 1038 ................................. 2,25 10.4 cents increasee 121 percent).
11, R. 100-9 ........................................... 3.00 13.8 cents ilncrease 34 percent

We think the foregoing figures furnish an entirely adequate answer to the above
challenge. If the rectification tax had been adjusted to correspond to the re-
ductions and Increases In distIlled-spirits tax, the rectifier wouldbe faced with a
tax of only 13.8 cents per proof gallon In II. fR. 10039. Instead of that happy
situation, 'however, he now pays a tax under existing law of 30 cents per proof
gallon, just as he has always lone, ever since the enactment of the Revenue Act
of 1918. Under these circumstances, we submit that there can be no justification
whatever for any increase in this already overwhelming burden.

Respectfully submitted . Fun A. CAsx vy, Genral Cou sel.
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BOSTON, MASS.

Hon. PAT HARRISON,
Washington, D. C.:

Finding it impossible to reach Washington to attend the public hearings today
and tomorrow am hoping that you will permit me, through this telegram, to call
to your attention the worth whileness of making the revenue bill now before you
temporary until the next session of Corigress 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 occur 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 see it, by the passage of
the new revenue bill. This is particularly true in respect to Massachusetts where
the tax structure contemplates a coml)letely balanced budget each year 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 entire govern-
mental requirements of that year. In the process of keeping stable this structure
which does not ever permit a deficit or a surl)lus various subjects as well as persons
have been subjected to a tax either in the form of a property tax or an excise.
The prol)osed Federal bill cuts into Massachusetts in respect to individuals and
corporations subject to the income tax by further invading a source which because
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 S-tate, county, and municipal.

It seems to me to b~e fair that Massachusetts have an opportunity to be heard
before a permanently established or even a temporarily established structure Is
developed other than for the immediate emergency in order that their tax structure
may not be in danger. The proposed rates seemingly have been written into the
bill without any regard to the States' tax structure. While the inroads and the
effect on Massachusetts will be great in respect to the corporate and individual
Income tax, the effect on them in respect to the inheritance tax and excise generally
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 upon the statute books
as proposed by H. R. 99066, which, I understand, Is still the number of the bill
before you.

This is a plea to make this bill if the exieting features of it are to be maintained
,only for the balance of this period so that the next Congress can have before It
for consideration a bill which the Treasury Department, I am hoping vill draft
after consultation with the States and bring about a result which will bring the
necessary revenue to the United States but will not merely for the sake of a small
amount of revenue disrupt the State tax structures and make Impotent some of

.their present revenue measures. The particular effect on the States is going to
be In relation to the excise on gasoline liquor and tobacco. Massaohusetts has
a tax on each of those and as it Is obvious that the tax ultimately falls on the
consumer every tax measure must be considered In the light of the monetary sys-
tem and existing units used in the purchase of the commodities on whloh the
excise is laid. Take, for example, cigarettes with the increase proposed in this
now Federal revenue bill.

It will be a very substantial upset of the normal merchandising of cigarettes
in Massachusetts which now are made available to Massachusetts In ovor-the-
counter sales and through vending machines which of necessity are faced with
the requirement of using the existing monetary system of the United States.
It will avail the Federal Govornmont but little If in the establishment of these
taxes there is a lessening of the merchandising of cigarettes which still is the
main source of rovonu to the Federal Government from the tobacco tax and is
the sole revenue from that source to Massachusetts, If in putting the tax on a

packagee of cigarettes so high, the sale of the cigarettes is very substantially re-
(luced, and if as the proposed Federal law seems to n likely to do stagnation of
the normal flow of commodities through the established morohandising channels
results, the revenue proposed will not be as productive as would be the case if
consideration wore given to what the States lay by way of a cigarette tax, working
)aok the total tax impact on the amount that a package of cigarettes should
sell for so as to make It attraotivo to the plurchasor,
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This same rule holds true in respect to gasoline and particularly 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-
ing of this particular commodity.

It 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 Federal tax law should have in mind the States' tax laws in respect to cigarettes,
liquor, and gasoline, as vell as in respect to corporation and individual income
taxes as well as excises generally, so that both the States and Federal Government
will get the maximum amount of yield but without interfering with the mner-
chandising of these commodities, which I think it is easy to establish rests on the
movement of these commodities through to the consumer by the use of the units
established by the monetary system of the United States.

Split cents in the determination of a tax are unimportant if you look at the
cent, but if you look at the volume which ultimately is determined in its Lax by
the yardstick of a cent, it is easily 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 merchandising of the commodities used by time
majority of people and through which the States, as well as the Federal Gov-
ernment, should get its revenue. It is clear that the existing proposal 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 be established without excursions into the fields
heretofore left untouched by the Federal Government and without any 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 time
devising of a tax bill which will meet the needs of both sovereignties. The States
must still contindie 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 bill 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 a 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 It 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

t question but what Massachusetts in company with its sister States senses the
need and is willing even to suffer some revenue loss to accomplish the necessary
objectives of the Federal Government, but 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 Massachusetts
to make a substantial contribution but in addition, without any good reason, is
compelling it to forego revenues because with a Federal tax the development of
a tax base very substantially decreases. Even if the present bill is made effective
only for the 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 themselves
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 oi the tax established under the existiiig 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
by the Federal Government which will allow both the State and the Federal
Government to operate without injury to the other and without injury to com-
merce generally.

HENRoY F, LON.Commissioner of corporations and Toxoiiom.
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CONoRse OF INDUSTRIAL ORGANIZATIONS,

Hon. PAT HARRISON, Washington, D. C., June 12, 1940.

Chairman, Senate Finance Committee,
United States Senate, Washington, D. C.

DEAR SENATOR HARRISON: I am writing you to present the views of tile
Congress of Industrial Organizations respecting H. R. 10039, and respectfully
request that this letter be incorporated in tile record of hearings pertaining to
this measure. This bill provides for tile 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 thisprogram is that of providing neces-
sary taxes and borrowings to defray its cost. It is at this point that we are faced
with the crucial 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 the recent June meeting of the executive board
board, adopted as the principles of a sound tax system: First, taxes should serve
the double purpose of providing adequate revenue and correcting the present
maldistribution of income: 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
amid gift taxes, increased rates and elimination of loopholes in taxes upon upper-
bracket incomes, and elimination of the tax exemption for Government securities.

The present measure fails to make ordinary safeguards which can be made in
the present emergency. 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 products as cigarettes,
gasoline, and beverages, and through the imposition of income taxes upon wage
earners and low incomes. Until sources of revenue from large aggregates of
wealth and income are fully utilized, we believe it unjust and uneconomic to
place so heavy a burden upon the mass purchaing 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 are 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 relieved 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 cali be remedied at
the present time, upon the basic principles of a sound national tax system,

Sincerely yours,
LEa PRESSMAN,

General Counsel.

NATIONAL ASSOCIATION OF MANUFACTURERS,

Hon. PAT HARRISON, New York, N. Y., June 13, 1940.

Chairman, Senate Finance Committee,
Senate Office Building, Washington, D. C.

DEAR SENATOR 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 emergency tax
bill. We anticipate, therefore, that there will subsequently be adequate oppor-
tunity to present the views of taxpayers before such congressional committees as
may study the entire tax question prior to January 1941.
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2. We approve as an emergency measure the principle of the imposition of a
10-percent supertax to be levied on individual incomes earned beginning January
1, 1940 or on corporation incomes for fiscal years beginning 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 inequities be removed as quickly as possible.

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 I-percent increase in corporation
income-tax rates.

6. We approve the proposed decrease in personal exemptions from $1,000 to
$800 for 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 a permanent tax measure to be introduced and considered in the next
session of Congress rather than in an emergency measure at the present time.

8. We desire to stress the belief that in times of greatly increased expenditures
for national defense, it is essential to scrutinize with the "tmnost care all expendi-
tures for other Government functions in order that substantial reduction in these
other costs may be made.Respectfully submitted. NOEL SAROENT, Secretary.

MACK MANUFACTURING CORPORATION,

Long Island City, N. Y., June 18, 1940.Hon. PAT HxAansoic,

Chairman, Finance Committee, Unied 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 instalhnent sales contracts consummated prior to June 30, 1940,
due to the provision of the bill requiring the application of the additional tax
provided in section 210 applying to the payments made subsequent to June 30,
/940.

Subdivision (c) of section 3441 of the Internal Revenue Code provides as
follows:

"In the ease of (1) a 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

oes not pass until a future date notwithstanding partial payment by installments,
or (3) a conditional sale, there shall be paid upon each payment with respect 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.

It will be practically Impossible for us to pass the additional one-half percent
imposed 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 feel 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
installment sales from the imposition of the prol .sed additional tax.

Respectfully submitted. S E. SAvACOOL,

Vice President and Comptroller.

-STATEMENT OF RICHARD A. STADERMAN, PRESIDENT OF THE AMERICAN GOOD
GoOVERNMENT SOCIETY, REGARDING THi PROPOSED $1,000,000,000 INCnEASE
IN TAXES

My name is Richard A. Stadornian of New York City and Washingt) s, D. C.
I am president of the American Good Government Society, which has 'hcdquar-
tors here in Washington, D. C., and I appear on behalf of the society. Our
organization is a national, nonpartisan patriotic association which strives to do
what little it can to keel) 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 parties have appeared. You
may also have seen some of our public releases which are regularly carried by the
legal papers served by the Court and Commercial Newspaper Syndicate, these
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 items indexed under A merican Good Government Society in the
revised, 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. Our 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. 0. R. McGuire, who has approved this statement 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 Devey, 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. Ripley, of Har-
vard and I formerly taught economics in Ohio. I am editor of the magazine
pubhshed by our society and of the American History Series of books we issue
from time to time.

For the rapid rearming approved by the Congress, the putting of additional
newly coined money into circulation is essential "to make the wheels go round."
The proposed $1,000,000 000 higher tax rate now pending before Congress
would simply legally rob Peter's factory 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 )resent
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 were 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 unneeded as a reserve. Behind the $7,000,000,000
currency In pul)lle (not bank-held) Airculation and behind the various other parts
of the national credit structure, nirve of the twenty-one billions would be more
than ample reserve. Coining this Idle twelve billions Into sound, "hard" money
to pay for defense equipment would benefit farmer, factory owner, laborer, and
consumer. Present high taxes hinder business.

Now we are treated to the sorry spectacle of public officials and certain Con-
gressmen advocating "broadening the base of taxation" as a permanent law to
raise more revenue. The excuse Is given that now taxation is needed to help
pay for Increased defense expendittLires.

If existing taxation is so harmful to farmers, businessmen, and labor, would
not higher taxes be a still greater discouragement? How can It aid true national
defense to still further penalize people who would start now businesses, Including
those to make defense equipment?

Adding the prospective deficit of several billions of dollars due to nonmilitary
activities, and the several billions traditional deficit due to rearming, we find a
total prospeetiv'e deficit for the coming fiscal year of something over $5,000,000,000.

It is obvious that the proposed $1,000,006,000 In now Federal taxes will hardly
even begin to balance the Budget or take care of such a deficit. Although the
proposed new taxes amount to only a few "drops in the bucket" of the entire
Federal debt and Budget situation, they would greatly increase the hesitation
of the man thinking of building a now factory, who is already burdened with
excessive taxation,

Are there no other possibilities of doing something to reduce the l)ropectivo
deficit? Senator Byrd advocates a 10 percent cut In nonmilitary Fodoral expendi-
tures other than certain fixed charges, The White House seems to have accepted
part of Byrd's idea, and Is seeking outs of somewhat less than 10 percent not.
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$3,000,000,000 COULD BE SAVED

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 year, even including what then
seemed 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 miscellaneous income items. We
repeat these January suggestions of a 30 percent cut in the general budget by
pruning nonmilitary items.

$1,000,000,000 ADDITIONAL SAVINGS

In addition to the possible $3,000,000,000 deficit-reduction, it would be possible
to save another $1,000,000,000 if nonmilitary expenditures 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, 1034.

$4,000,000,000 TOTAL SAVINGS POSSIBLE

Adding the possible three plus one billions, wve find a total of some $4,000,000,000
of econoIlies that would Iermit 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 tle Congress and the President.

Should this vigorous economy Iiethod 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 Sun 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 Secretary
of the Treasury Morgonthau told the United States Senate Banking Committee,
never more than $200,000,000 has been used for Ftabilizing 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 anlIlle for stabilizing purposes.

The bulk of the gold in the Treasury has come there, however, due to the
1933 and 1934 statutes forbidding everyone except the Treasury to hold or use
gold for monetary purposes. Thiuts all foreign or domestic gold deposited in local
banks is turned over to the 12 Federal Reserve banks who pay for it by giving
the local bank either currency, or credit in the form of a deposit account. The
12 Federal Reserve banks turn the gold over to the Treasury and receive in return
either ionnegotiable gold certificates (total of about $3,000,000,000 now held), or
credit in the Treasury's gold certificate fund (totaling $14,000,000,000 now).

Adding these two sums, we 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 unnecessarily high gold reserve, is shown by the fact that the
Treasury holds only about $156,000,000 in gold behind about $348,000,000 of
certain currency (United States notes and Treasury notes of 1890). This is
about 45 percent gold behind that currency, which all persons are anxious to
accept at full value.

SIMPLE STATUTORY CHANCE NEEDED

Since this 45 percent reserve is unquestioned, why not apply the 45 percent
principle to the $17,000,000,000 of gold certificates or credits therefor, held by the
12 Federal Reserve banks? Forty-five percent of $17,000,000,000 would be
around $7,600,000,000. Slfice the 12 Federal Reserve banks have outstanding
only about $5,000,000,000 of paper money, a $7,600,000,000 reserve would not
only more than secure the paper money but would ive a safe reserve behind the
$12,000,000,000 of deposits by local banks in the 12 federal Reserve banks. Thus
a change to a 45 percent gold reserve would not bring any lack of public confidence
in the Federal Resprve currency.

A brief, simple act of Congress could provide that the Treasury need keel)
only a 45-percent gold reserve as backing for the certificate or credits therefor
issued 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 released for defense expenses.
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EXCESS GOLD TO BE COINED

This $9,400 000,000 excess gold, plus the $1,800,000,000 unused gold In the
Stabilization fund (above described), 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 coins and these paid out as needed, there could be no question
of the soundness of this new money.

IDLE SILVER TOO

There is a billion or more unobligated ounces of silver In the Treasury. At
the coinage value of $1.29 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 DUSINEBS-TAXES DEPRESS IT

The total of $11,000,000,000 of gold coin and $1,000,000,000 of silver coin
would mean $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
hope we shall never need to spend the $17,000,000,000 a year for military purposes
as Geniany 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 the printing press. There is no question of inflation, because the
new money has intrinsic value. Therefore no one would refuse to accept it.

MONEY MAKES THE WHEELS OF INDUSTRY HUM

Many eminent economists have long held that the principal cause of depression
and unemployment is a lack of money in active circulation; 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 insufflcient stream of money to

defense uses, increasing the hardship for non-military Industries, with resultant
bankruptcies and unemployment.

On the other hand, the preparedness program can be a real aid in cutting
unemployment if we provide new coin to finance it, because then it will serve to
take up the slack in our employment structure. New coin will finance 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 businessman.

As a practical matter, we must convert, the idle bullion into new, sound money,
or we shall not have enough capital' for building enough factories for defense
equipment as rapidly as the United States people 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-exempt warrants to an.
ticipate Government income that 

6
rmany was enabled to finance her rearma-

ment program, By our using coin instead of paper, our monetary expansion
will be sound, whereas Germany's present paper money standard is open to all
the dangers of the German inflation and collapse in 1923. By adhering to hard
money we can avoid the "Pitt-falls" described by a wag a 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 left it of paper.

RICHAD A. SrADEMAN,
President, American Good Government Society.

The CHAIRMAN. The hearings are now closed, and the committee
wilrecess until 10 o'clock tomorrow morning, promptly, in this room.

(Whereupon, 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 communicationfrom Humpnhrey Robinson & Co certified public accountants, Louis-ville, Ky., addressed to Joseph hE. Seagram & Sons, Inc., Louisville,Ky., submitting a summary of estimated cost of whiskies and spiritscontained in specific blended and straight case whiskies, was insertedin the record:)
HUMPHREY 

ROBINSON 
& CO.

CERTIFIED PUBLIC ACCOUNTANTS

COLUMBIA BUILDING,Lou*!sville, Ky., February 26, 1940.JOSEPH E. SEAGRAM & SONS, INC.e
Louivlle, Ky.GENTLEMEN' We submit herewith a summary of estimated cost of whiskiesand spirits contained in specific blended and straight case whiskies.We have made an independent Computation of the cost o; whiskies and spiritscontained in a typical low-price blend, such as "Kessler's Private Blend" ascompared with a representative ht bourbon. wisky. Theseaverage figures based uo rion e in c pi; distilling costs, wereestimated fo whiskies ai Iutral sp rita rodueed at o le, Jeffersoi County,Ky., and Greendale, born CountyOur computation re based upon present grain and cc rage prices, onestimated normal tilling expense, i. 1 depreciation, a sundry manu-facturing xpel , prevailing taxes id re able wareho costs. Incomputing th dsky cost, w e ole ed a in Icontaining 35 recent smallgrains (. e.r and barley t) ith an yoe yield of 4,76 gall or bushelof grain mas d. Neutr pints re base the u content o 2 percentsmall grain with an mated c proof I s per bus I. Thislatter yiel makes lmt o t inremoval of nde Irable ii enIn corn tin the cost a n irits n m ted i he private landedcase good we a e used the for 0 ao sler' P to B nd, which s beenmade ova blo to us. suinmay f t es t hiskies an spiritscontained n certain ds a heroin follows:

oulavillo nion'a
dlana)------ __ Ploy'o

20 percent ago right Bourbon whisky ..........rieb nle unagod n ... .. ..oky D u ... ,..............

Dicud: O0-J4oWG price WAfekfee

Blood: w rl wdke

2 .0p er old stra ourbon (aged In now cooperage) ..........
80 percent una ed neutral a• ...............oaaol strafgh 

.-
b O

ond.on (n.w ). ............20 percent 2-year.old corn whisky Iln robuod" g . ..... .. .............
e r d neutral spirits ...................................... 7.2 .........

2-year-old corn whisky aged in rushed cooperage .............. ,............... 7.02 '':::' . '

4.year-old straight Bourbon whisky-Agid In new cooperage ................. 7.77 ..............
100 proof

4.year.old-Agod In reusod ooperago ................. ,.................... 880 ...........
BoMd In bond

4.yea4old straight Bourbon whisky ........................

Not.- Our ooctatlon of lendod spirits excludes Kentucky production tax of 8 cents per gallo on
neutral o l' on Ilnod therein
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It will be observed from the above summary that the estimated cost of a blend
such as Kessler's Private stock is 23 cents per case in excess of a 3-year-old straight
bourbon whisky. The blended costs in Louisville include Kentucky production
tax of 5 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 cents per case.

It will be noted that our computation shows the estimated costs at Greendale
Ind., to be slightly lower than Louisville. TIs is principally due to lower ad
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 package supplies, Federal and State stamps,
labor and bottling-plant expenses,

2. The cost of blended spirits excludes Kentucky productionn tax of 5 cents per
gallon on neutral spirits used in the blends.

3. Interest on investment in bulk spirits during period goods are held in storage
for aging.

4. Sales expenso-Including commission, advertising, etc.
5. Administrative and general overhead expense.
6. Provision for profit on sale of ease goods.
Respectfully submitted. ItUniiimEY ROBINSON & Co.,

Certified Public Accountants.

(The following communication from the United States Savings and
Loan League, of Chicago, Ill., submitted by Mr. C. Clinton James,
of Washington, D. C., its legislative committee chairman, was rOceived
and ordered pointed in the record:)

UNITED STATES SAVINGS AND LOAN LEAGUE

CIIICAGO, ILL.

FEDERAL LEGISLATIVE COMMITTEE,
Washinglon, 1. C., June 11, 1940.

Hion. PAT HA~lTIsON, Chairman,

Finance Committee, Senate Office Building,
lVashington, D. C.

1)DMA SENATOR: I. It. 10030, which Is now pending in the S'nate and upon

which we understand you are holding hearings contains subsection "e" of section
7, dealing with information returns. On beialf of the United States Savings
and Loan Leaguo, I enclose a proposed revised language for said subsection 1c"
of section 7 which we request you to consider and to incorporate in the legislation.

The reason for making this request is that at )resent a dilserimlination exists
against savings and loan associations and similar institutions. Under tio l)resent
law, section 1'47 of the Internal Revenue Code require information returns as to
interest and certain other Items paid in excess of $1,000 but our Institutions are
being required to make information returns of amounts in excess of $100 paid as
dividends, The result of tis situation is that banks are required to make the
information returns as to interest payments to savors in excess of $1,000 while
our institutions are required to make information returns as to our payments of
dividends to savers in excess of $100.

You will see at oncc that this discrimination arises from a purely technical
situation in that the banks call tWeir l)ayments to savers "interest" whereas the
savings and loan associations call their payments to savers "dividends." The
,savings ancl loan associations (10 not belong in the class with tile great industrial
corporations paying dividends Wut more apl)proprilately belong In the class of
financial insti tutions having large numbers 01 small savors.

The reason we make this request is that our institutions are being called upon
to make a great many Information returns as to members most of whom are not
subject to income tax because of the low income of working people, who are our
principal savers, We will appreciate very much your careful consideration and
removal of this discrimination,

Very truly yours, . CLINTON JAmES, Chairman.



RIVI'NUE ACT OF 1940 157
(c) Information returns.-Seetion 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 by striking out "$1,000" wherever occurring therein
and inserting in lieu thereof '$800".

x
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